Political Interests and Governmental
Accounting Disclosure
Gary Giroux

In this paper, disclosure indexes of municipalities are developed based on the anticipated
needs of political groups. Next, disclosure quality relationships are modeled on political
and economic incentives of the groups actively involved in governmental processes of
municipalities. The results suggest that each group with political power has only limited
influence on disclosure quality.

Introduction
disclosures
and the relative complexity of the information
should be based on the incentives of the preparers relative to the incentives and
power of the users of the financial information (Watts and Zimmerman 1986,
pp. 224-229). Key actors concerned with municipal financial accounting include
bureaucrats (preparers), voters, elected officials, and special interest groups
such as municipal employees (who are considered distinct from bureaucrats, the
administrative managers). To the extent that potential users have power, they are
expected to demand disclosures appropriate to their needs. Elected officials meet
voter needs largely through budget decisions and should demand usable (e.g.,
simple yet comprehensive) annual operating budgets submitted by the bureaucracy. Municipal government employees are expected to demand information on
employee benefits and pensions. Bureaucrats are information preparers, but
have incentives to withhold information
or provide complex and confusing
information to promote their own interests (Zimmerman 1977, p. 126).
This paper assumes that the relative incentives and power of these groups can
be captured by measuring disclosure quality against measures of political power
and incentives. The two objectives of this paper are: 1) to develop municipal
disclosure indexes based on anticipated user needs and 2) to test the indexes
against variables that measure incentives and relative power for the political
groups in a municipality according to public choice theory (the economics of
The extent of financial
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nonmarket behavior). The use of public choice theory in accounting research
was suggested by Chan and Rubin (1987). The major public choice alternatives
are: 1) the median voter model (Borcherding and Deacon 1971) and 2) the
bureaucratic model (Niskanan 1971, 1975).

Municipal Politics and Bureaucracy
Public goods are characterized by jointness of supply. In other words, the
consumption
public goods by one individual
cannot exclude others from
consumption.
For example, public highways can be viewed as public goods.
Consequently, the supply of public goods depends on cooperative consumption
decisions (Browning and Browning,
1979, pp. 21-23). It is assumed that
accounting disclosures are public goods (watts and Zimmerman 1986, p. 164).
Public choice is the study of this process of nonmarket decision making (Mueller
1976, p. 395). Public choice explains governmental
goods output, based on
individual preferences expressed through political mechanisms (Craswell 1975,
p. 92). The incentives of the various actors can be used to predict specific
outcomes, including accounting disclosures.
Voters determine which elected officials will run municipal governments. The
electorate votes for politicians and, given sufficient political competition, elected
officials should be responsive to voter preferences. Politicians will attempt to
satisfy voter demands, assuming that their primary objective is reelection and
political competition is high. Bureaucrats are the appointed representatives
of
the elected officials, but have incentives to maximize bureaucratic
interests
rather than those of voters or politicians
(Niskanen
1971, p. 25). The
bureaucracy provides services, regulations, and other public goods that affect
constituencies.
The voters want certain outputs from the municipality,
but
generally cannot directly influence bureaucrats.
Instead, constituents rely on
political pressures (e.g., voting, financial support, and testimony at hearings)
through elected officials (Moe 1984, pp. 759-762). Thus, the output of the
system relies on the relative power of the actors involved and individual
incentives to promote their own interests (Giroux et al., 1986, p. 499). The
political environment relating to the governance of a municipality is summarized
in Figure 1, including the key assumptions associated with the two alternate
public choice models mentioned earlier. Additionally, a third construct relating
to employee incentives (special interests) is add to the analysis (see Larkey et al.
1984, pp. 79-80).
Voters typically vote for representatives,
rather than specific levels of Output.
Since most voters receive only public benefits available to everyone, the
marginal benefit of processing the necessary information to determine appropriate voting decisions may be small. On the other hand, voters who receive
additional benefits (such as special interest groups) have additional incentives to
be well informed and to prefer higher levels of public goods (Craswell 1975, p.
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Figure 1. The political environment.

Voter behavior assumptions
1. Median voter dominates (especially if political competition is high).
2. Voters want high disclosure levels.
3. Median voter increases demand for public goods as Y increases.
4. Median voter decreases demand for public goods as TP decreases.
5. Disclosure is assumed to be a public good.
6. Median voter has high demand for effective monitoring.
Pommerehne and Frey 1976, pp. 398-400)
Government employees assumptions
1. A special interest group, with potential power by voting as a block.
2. Employees want high employee-related
disclosures.
3. Power increases with high political competition.
(Larkey et al. 1984, pp. 79-80)
Bureaucratic behavior assumptions
1. Bureaucrats dominate (especially if political competition is low).
2. Bureaucrats want lower disclosure levels.
3. Bureaucrats can maintain dominance through fiscal illusion.
4. Bureaucrats prefer ineffective monitoring.
(Gonzalez and Mehay 1985, pp. 90-91)

91). Thus, certain constituent groups may have inordinate political power
relative to their percentage of the total electorate.
The municipal political officials of interest in this study are mayors and city
council members. They are the elected representatives
of the voters and their
welfare is assumed to depend on reelection. The city council sets the level of
taxes and determines the budget levels of specific departments or programs
(Zimmerman
1977, p. 119). Given certain specific conditions, the candidate
adopting the preferences of the median voter wins (Downs 1957, p. 145). Under
typical median voter models, decisions are determined indirectly by the voter,
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where decisions include the size of the budget. That is, the budget size most
preferred by the median voter will defeat any other alternative (Holcombe 1980,
p. 262). Several empirical studies have used median voter model to explain
spending levels, with mixed results (Borcherding and Deacon 1972; Bergstrom
and Goodman 1973; Pommerehne 1978; Filimon et al. 1982).
In the Niskanen bureaucratic model, bureaucrats are monopolistic producers
of goods and services and bargain with the elected officials to maximize
department budgets (Niskanen 1968, p. 293). They use this monopoly power to
coerce legislators (e.g., the city council) into approving larger budgets at higher
costs per unit than would otherwise occur, to enhance the prestige, income, and
power of the bureaucrats. This can happen because the bureaucrat knows more
about the budget and departmental operations than the city council, who are
often part-time politicians (Niskanen 1971, p. 29). The bureaucrat has an
incentive to conceal this information (especially unit costs of production), so that
the council member has no independent basis for judging spending requests
(Niskanan 1971, p. 30). As long as revenue is available to cover costs, it is
assumed that a risk-averse politician would avoid making significant changes in
a department’s budget (Crecine 1967, p. 787).
However, there is a bilateral monopoly between bureaucrats and elected
officials. Bureaucrats are experts in their individual areas and have a significant
information advantage. On the other hand, the city council has the authority of
government. The city council establishes the agenda for budget levels and taxes,
for example, and has ex post control through monitoring (e.g., audits) and
penalties (e.g., firing or demoting bureaucrats) (Benden et al. 1985, p. 1041).
The relative power of the city council vs. the bureaucracy depends largely on the
relative incentives and structure of the voting process, since the city council is
directly accountable to the voters (Pommerehne and Schneider 1978, pp. 394,
399).
Constituent groups have voting power and can influence politicians through
financial support (for elected officials or their opponents.) The ability of voters
to avoid the monopoly gains of bureaucrats depends on the effective monitoring
of officials (Gonzalez and Mehay 1985, p. 90). Clark and Ferguson (1983, p.
10) identified three major constituent groups: 1) middle class taxpayers, 2) the
poor, and 3) municipal employees, with each group having unique economic and
political interests. The effectiveness of any special interest group is assumed to
be based on its relative size and the degree of political activity. Government
(municipal) employees are expected to be the special interest group most likely
to be effective. Governmental
employees have incentive both as taxpayers/
public good consumers and as direct beneficiaries of municipal spending (i.e.,
salaries and benefits) (Pommerehne 1978, p. 260).
An important emphasis in this paper is the role of indirect influence. The
bureaucrats want bigger budgets, which must be bargained for with the city
council.
The bureau provides services to the public (including
various
constituent groups), but the public cannot influence the bureaucracy directly.
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Instead, they must work through the city council to change budget priorities. The
city council depends directly on the public for continued electoral success, but
must work through the bureaucracy
to provide satisfactory public services
(Bender and Moe 1985, p. 758). This system may achieve an optimal solution
for the voters if adequate information is provid’ed and sufficient monitoring is
available (Breton and Wintrobe
1975, p. 199). The bureaucracy
has the
information but has incentives not to disclose. Both politicians and voters need
information, but the incentives to acquire it may not be adequate. The typical
voter may have little to gain from acquiring the necessary information (resulting
in rational ignorance) and the bureaucracy may make it as complex as possible to
evaluate the information
(encouraging
fiscal illusion-which
is explained
below). However, special interest groups (e.g., government employees) may
have adequate incentives to monitor bureaucratic behavior and voter power
cannot by ignored (Weingast 1984, pp. 49-51). Ingram and Copeland (1981, pp.
840-841) provide limited empirical support to the argument that poor fiscal
management
is associated with the defeat of the incumbent mayor. Voter
monitoring may be based, in part, on annual reports and publicly available
budgets. Voters may use the media as a low-cost source of information.
The public choice literature indicates that the bureaucracy has an information
advantage over the other participants in the political process and considerable
incentives
for misinformation
or nondisclosure
(Niskanen
1971, p. 25).
Zimmerman refers to the bureaucrats’ incentive to present annual reports in a
“garbled or highly disorganized fashion, thereby forcing special interests to
incur information processing cost” (1977, p. 126). This literature emphasizes
fiscal illusion, defined by Pommerehne
and Schneider as: “the systematic
misperception by individuals of the size of the burden of taxes and other public
receipts borne by them and of the benefit returned for public expenditures.. . ’ ’
(1978, p. 381). Bureaucrats should favor a complex revenue structure with a
number of invisible revenue sources, thus increasing the cost to voters of
accurately processing fiscal information (Wagner, 1976, p. 51). Bureaucrats
also should prefer complex financial reporting, such as a large number of funds,
a lack of simplifying disclosures, and little or no aggregate reporting.

Incentives of Vested Interests
This study considers three important groups in a municipality: elected officials,
municipal employees, and bureaucrats. Mayors and city council members are
the elected officials of interest, serving the preferences of the voters. Employees
are directly involved in the public choice processes as workers for the
bureaucracy and a major voting block. Bureaucrats are considered high-level
managers and distinct from government employees. Each group has unique
incentives associated with disclosure.
Government employees participate in public decision making and benefit both
through the public goods and the wages (and other benefits) associated with

G. Giroux

204

municipal spending (Larkey et al. 1984, p. 75). Since the anticipated benefits are
larger for public employees, they have incentives for a larger role in political
outcomes than other constituencies
(Nellor 1984, p. 176). Thus, the voter
participation rate of public employees is typically two to three times that of other
voters (Pommerehne 1978, pp. 272-273). Public employees have the incentive
to be well informed and participate both as workers for the government and as
voters. These employees should be particularly interested in their own salary,
benefits, and perquisites. Therefore, it is expected that public employees as a
constituent group demand full disclosure of pension and other employee benefits
(Ingram 1984, p. 133).
Elected officials are central to political decision making. They require
adequate disclosure to offset bureaucratic information advantages and set budget
levels and tax levies to meet constituent
needs, while minimizing
the
bureaucrats’ discretionary budget, defined as total budget expenditures minus
expected public output (Niskanen 1975, p. 619). Full disclosure should be
associated with high political competition,
since elected officials have few
incentives to monitor and penalize bureaucrats without the potential to be
defeated at the next election (Ingram 1984, pp. 127-128). The most important
document in municipal Finance is the annual operating budget submitted to the
city council before the start of the fiscal year. The disclosure quality of this
document should be determined by the incentives of the city council (e.g., high
political competition) to demand useful information for appropriate decision
making (Giroux et al. 1986, p. 503).

Modeling

Municipal

Disclosure

Economic theory suggest that constituent groups have incentives to be fully
informed on financial matters that affect them (Larkey et al. 1984, p. 75). Thus,
government employees are actively involved in the public choice process and
should be particularly interested in pension and other employee benefits and
perquisites that directly involve them. What is not known is whether they have
the political power to demand full disclosure. A key assumption used in this
paper is that the annual report is the primary disclosure vehicle available to
voters and special interest groups (Ingram and Copeland 1981, p. 840). It is
hypothesized in this paper that the level of employees related disclosure will be
based on three public choice factors: 1) political competition, 2) bureaucratic
power, and 3) political structure. Political competition is associated with the
relative potential of the opposing party to defeat the incumbent (Mueller 1976, p.
411). The larger the oppositions’s support, the greater is the pressure for the
incumbent to meet voter demands (Downs 1957, p. 138). A direct relationship
betweeen political competition and employee-related
disclosure is expected. An
inverse relationship is expected between employee disclosure and bureaucratic
power. Powerful bureaucrats should use fiscal illusion to increase expenditures
while keeping voters and politicians unaware of the concomitant rising taxes
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(Pommerehne and Schneider 1978, pp. 384-385). There are many dimensions to
political structure, including various state laws or local government structure
(e.g., mayor-council
vs. city manager chief executives). These relationships to
disclosure must be analyzed variable by variable.
Elected officials are central to the operations of government.
City council
members set tax levels and authorize all spending. Thus, they have the authority
to dominate virtually all facets of municipal operations. According to the median
voter model, the preference of the median voter for public goods are proxied by
the median income and median tax price associated with the specific municipality (Bergstron and Deacon 1973, p. 282). However, elected officials can
delegate all responsibility
to the bureaucracy and rubber stamp all required
decisions. It is hypothesized in this paper that the degree of authority assumed by
a city council will be based in large part on their incentives for reelection,
associated with political competition. Bureaucratic power and political structures also affect the elected official’s incentives.
A number of factors are anticipated to the affect disclosure and are introduced
in this paper as structural and monitoring
variables.
The relationship
to
disclosure is based on the individual factors involved. These factors can affect
disclosure quality and are necessary to insure that the models are correctly
specified.

Accounting Disclosure
This study considered financial reporting for fiscal year 1983. At that time
generally accepted accounting principles (GAAP) for state and local govemments were based on pronouncements
of the National Council on Governmental
Accounting
(NCGA). Financial disclosure was primarily based on NCGA
Statement 1 (1979), which identified the criteria for the comprehensive annual
financial report (CAFR) and general purpose financial statements. The CAFR
provided for both aggregate reporting (combined financial statements) and
detailed financial analysis (e.g., combining and individual fund statements). In
addition to these integrated statements, NCGA Statement 1 recommends (but
does not require) a set of 15 statistical tables. Municipalities
also prepared
annual operating budgets before the start of the fiscal year. However, there was
no budget-related
“GAAP. ” Therefore, budget disclosure format and quality
should have been based on bureaucracy-city
council negotiations. High-quality
budgets were expected only if council members had the incentives to demand
them. Without adequate incentives, the expectation was for a document with
extensive line-item detail, but without explanation.
That is, bureaucrats had
incentives to prepare documents that were internally useful (i.e., for bureaucrats), but intentionally complex for city council or voter analysis (Giroux and
Wiggins 1987, p. 172). If the elected officials and their constituents could not
adequately evaluate the operating results associated with the budget, the
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modifications

Sample Data Selection
This paper analyzes financial disclosure of U.S. cities over population 100,000
(there were 167 in 1983) in population. The primary sources of information are
the annual financial report and annual operating budget, which were requested
by letter from all 167 large cities for the fiscal year ended in 1983. Additional
data sources include the 1984 Municipal Year Book (ICMA 1984), Surveying
the States (MFOA 1983), and Bureau of the Census publications. As noted
above, letters were sent to each large city requesting both the annual report and
budget for 1983. Either or both annual reports or budgets were received for 133
large cities. No published source was available for political competition;
consequently, this information was attained for telephone calls to the individual
cities. Complete data were available for 97 cities. Descriptive information was
analyzed based on all available data; however, regression runs utilized only the
97 cities with complete data.

Variables
Disclosure
indexes were prepared for 1) pension and employee benefit
disclosures in the annual report, 2) operating budget format and disclosures, and
3) statistical section disclosures. These are used as alternative surrogates for
accounting disclosure levels. Although the three indexes are related (e.g., all are
correlated at a significance
level of .l using Pearson’s product moment
correlation),
they represent different aspects of financial reporting.
The
influence of employees, voters and elected officials should relate to the quality of
these financial disclosures. High levels of disclosure should be associated with
cities having high political competition and low bureaucratic power.
Pension and employee benefit disclosures were not well defined in 1983
(GASB 1985, p. 225); i.e., before GASB Statement No, 5 standardized
reporting requirements (GASB 1986). However, a number of disclosure items
can be. developed that can be considered full disclosure. A list of 19 pension
items and 8 employee benefit items are listed in Appendix A. These were
developed based on existing governmental GAAP and typical disclosures for
fiscal year 1983. Separate indexes were developed for pensions and employee
benefits and combined in a composite index.
Initially, the 19 pension items were to be O-l (no-yes) variables. However,
considerable disparities were noted on the quality of reporting. Consequently, a
four-point scale was used for each item, with 3 indicating reasonably complete
disclosure and 1 or 2 measuring lower disclosure quality. A zero indicated no
disclosure. Considerable dispersion was noted across items; for example, almost
all cities identified the employee pension coverage (all but seven), while only
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five cities disclosed investment earnings of their pension assets. The average
score was 32. The highest score was 53 (of 57 possible points), while eight cities
scored ten or less.
The employee benefits index focused on vacation and sick pay. Four items
were O-l variables (e.g., “vacation pay disclosure: yes or no”), whereas other
items were open-ended;
e.g., “how many numbers were used to explain
vacation or sick pay?” (the maximum was 16). The average score was 9, but the
top score was 24. Fourteen cities failed to score a point on this index. The
composite index (of 27 items) averaged 38, with a range of zero to 70.
Both statistical section and budget disclosure items are presented in Appendix
B. Since statistical section items were not required by governmental GAAP, it is
assumed that disclosure should be related to constituent demands for this
information.
Twenty-two items are in the index (as O-l variables), which
typically appear in the statistical section or, occassionally,
in the notes to the
financial statements. These are related to the 15 tables recommended by NCGA
Statement I (1979, p. 24). The average score was above 13, with one city
reporting none of the items and 13 cities reporting 20 or 2 1 (no city reported all
22).
Determining an appropriate budget disclosure index was the most difficult of
the indexes attempted, because of the diversity of these documents across cities.
Because of this problem, only a simple index was attempted, with eight O-l
disclosure items. These standardized items were based on a review of common
items found in the budget documents.
The disclosure scores tended to be
reasonably high, a surprise given bureaucratic incentives for misinformation.
For example, all budgets has summary tables presenting aggregate budget
information and presented a variable analysis of budget-to-actual comparison for
previous years. (All cities had detailed information on operating departments or
programs as well.) Four cities had a perfect score of eight.
Independent
variables to explain disclosure levels and expectations
by
disclosure index are summarized in Table 1 and averages (and other descriptive
data) are provided in Table 2. The median (average) voter is assumed to have the
average income ( Y) and average tax price (TP) in the community; i.e., voter
decisions are expected to be based on the relative economical position of the
median voter (Pommerehne and Frey 1976, pp. 38-40). TP is defined as the
number of households divided by the tax base and multiplied by the total tax
levy. TP measures the cost of public goods that must be paid by the average
taxpayer (Pommerehne and Schneider 1978, p. 257). The demand for public
goods, including accounting disclosure, is expected to rise with personal income
but decline as the tax price rises (Borcherding and Deacon 1972, p. 892). A
direct measure of political competition relating to mayoral races ( WP) is
included in the analysis. Elected officials should dominate political processes
and control the bureaucracy if political competition is high. WP is defined as
one minus the winning percentage, an inverse measure of political competition.
A score of zero indicates that the candidate ran unopposed (no competition). A
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Table 1. Independent

Variables and Expectations

by Actor Incentives

Median Voter
Model

Bureaucratic
Model

Special
Interestsb

+
_

0
0

0
0

Political competition
Winning percentage ( WP)

+

_

+

Bureaucratic
Simplicity index (SI)

0

_

0

Structural
Mayor vs. Manager (G)”
GAAP Required (GAAP)

0
0

0
0

0
0

Monitoring
Audit opinion (AUDIT)

+

_

+

Median Voter
Average
Average

Income ( Y)
tax price ( TP)

Scale.: + , increased disclosure incentive; - , decreased disclosure incentive; 0, no prediction.
a GAAP is predicted to be positive; however, it does not relate to actor incentives.
b Special interest incentives are being tested on the composite index only.

Table 2. Descriptive

Analysis of Variables

(Fiscal Year 1983)

Mean

Standard
Deviation

31.69
5.40
13.63

12.84
1.55
6.49

0

70
8
21

y ($)
TP

9179
1.05

1081
1.21

6400
0.03

17,500
7.61

WP (%)
SI (%)

38.1
21.5

16.9
11.7

0
2.0

87.1
59.0

Disclosure
Composite
Budget (n
Statistical

Indexes
Employee (n = 120)
= 106)
(n = 120)

Independent

variables

Minimum

0
1

Maximum

(n = 133)

G
GAAP

0.53
0.52

0.50
0.50

0
0

1
1

A UDIT

0.21

0.41

0

1
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score close to one suggests high competition (e.g., if the incumbent wins by 1%
this is a score of .99[1- .Ol]). High competition should increase disclosure
incentives (and scores). However, none of the cities exhibited high competition.
The maximum at 87.1% indicated a comfortable margin of victory of almost
13%.
Revenue complexity measures the relative complexity of the financial and
accounting system of the government. A complex system is more difficult for
outsiders (i.e., special interests) to evaluate, and typically is interpreted as fiscal
illusion in the public choice literature. The existence of fiscal illusion implies
strategic behavior on the part of bureaucrats to misinform elected officials and
voters. Therefore, it is predicted that fiscal illusion should be associated with
lower disclosure quality. Fiscal illusion often focuses on revenue complexity,
since an accurate perception of the price of public output is difficult under a
complex revenue structure (Wagner 1976, pp. 48-50). The ratio of property
taxes to total revenue is defined as a simplicity index (SZ), where a simple
structure has a value close to 1 (Wagner 1976, p. 55). Property tax is the most
common local revenue source. Cities that rely on multiple revenue sources
should have SZ ratios closer to 0. The average SZ was 21.5 % , indicating
considerable reliance on alternative revenue sources and a complex revenue
structure for voters to evaluate.
Additional political variables consider the relationship
of legislative vs.
bureaucratic power. The chief executive officer can be either the mayor (an
elected official) or a city manager (a bureaucrat).
A city manager would
represent professional
management
subject to legislative oversight, while a
mayor form represents political management, with the mayor subject to voter
approval. No prediction is made on disclosure quality; however, government
type (G) may have an effect on both government employee and budget indexes.
G is a 0- 1 variable, where 1 represents a city manager form of government and 0
a mayor-council
form. Slightly more than half the cities (53%) have a city
manager as executive.
State law may require specific accounting practices and auditing requirements, or mandate balanced budgets at the local level. These laws may represent
the attempt by higher levels of government
to monitor local government
activities. States typically provide financial support through intergovernmental
grants and have a vested interest (and legal authority) to regulate accountingrelated procedures. These laws should be associated with higher disclosure
scores. Governmental
GAAP is treated as a O-l variable where 1 represents a
state law requiring financial statements presented according to GAAP. In 1983
about half the states required GAAP (MFOA 1983, p. 42).
Effective monitoring should increase the likelihood of relevant disclosure to
vested interests, at the expense of the bureaucracy,
and is measured by the
independent auditors’ opinion (A UDZT). AUDIT is a O-l variable where 1
represents an unqualified opinion, which was achieved by only 21% (28 of 133)
of the cities. All of the cities in the sample were audited.
The eXpeCtdOnS
associated with the major actors are summarized in Table 1.
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The median voter position should be decisive to determine elected offtcials’
positions on public output. Average income and average tax price are surrogates
for this median voter position. Elected offtcials are expected to be particularly
responsive when political competition is high. Monitoring is assumedto be an
effective device to evaluate public goods production. In summary, if the median
voter dominates the process, then Y, WP, and A EDIT should be positive and
TP should be negative to public goods production.
The city council appoints the bureaucrats to run the administration.
If political
competition
is high and monitoring
effective, the elected offtcials should
maintain public goods production at levels preferred by the median voter.
However, bureaucrats have incentives to promote their own welfare, which
would lead to higher levels of expenditures, poor and misleading information
disclosures, and reduced monitoring effectiveness.
Negative coefficients for
WP, Sl, and AUDIT are predicted for bureaucratic
dominance. Particularly
interesting are the signs for WP and AUDIT, since opposite signs are predicted
under the median voter and bureaucratic models.
Government
employees are special interests and can vote as a block to
promote their own preferences (Ingram 1984, p. 128). Therefore, for the
composite index, they would be aligned for the most part with the median voter
preferences.
That is, their position is important for issues that affect them
directly such as disclosure of employee-rated benefits. The degree of political
competition and monitoring should be particularly important to the promotion of
special interest incentives. It is assumed in this paper that government employees
are not interested in the levels of disclosure in statistical data or budgets.

Regression Results
The primary statistical technique used in this study was multiple regression with
the disclosure
indexes being dependent
variables
in separate regression
equations. If the two political models are accurate (as noted earlier, government
employees should follow median voter incentives for the composite index),
disclosure levels will be determined by the incentives and relative power of the
actors involved. Generally, bureaucratic heads should favor lower (or misleading) disclosure levels. The remaining groups should favor higher and more
useful disclosure levels. The interpretation of results depends on the explanatory
power of the regression results and significance levels and signs of independent
variables.
Regression results are summarized in Table 3. The explanatory power of the
model was relatively low for all three disclosure indexes. The budget index had
the highest R2, at 23.6% and was significant at .OOl . The composite index had
the lowest R2 at .13 and was significant (at the , 1 level). Political factors do not
seem to play an important role in government employee-related
disclosure, as
measured by median voter and political competition variables. A possible
explanation is that government employees receive this information on benefits
from other sources, perhaps on an individual basis.
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Table 3. Regression Results by Disclosure Index Coefficients (t-value)

Composite
Independent Variables

Motor Votor
Y
TP
Political competition
WP
Bureaucratic
SI
Structural
G
GAAP
Monitoring
AUDIT
R=
F Value
Significance

Index

- 1.13
(- .97)
-3.71
(-2.80)”

Budget
Index

statistical
Index

10.21
(2.65)’
- 1.32
(-2.05)b

1.17
(1.07)
-.40
(- 2.43)b

Generally consistent
with MVM
Consistent with MVM

-.OO

No support

- .05

- .02

(- -64)

(- .60)

-.04
(- .41)

1.58
(W
4.67
(1.78)b

- .13
(-2.46)b

(-W

(

1.71
(1.34)
1.99
(1.55)

:z,

Modest support
for BM

.77
(2.35)b
.13
(

.39)

-4.36
(- 1.36)

- .85
(- .55)

.125
1 .I7

.236
3.92

.163
2.48

(.lO)

(-001)

(.02)

Abbreviations BM, bureaucratic model; MVM, medii
0 Significant at .Ol.
b Significant at .I.

Interpretation

-.69
(- 1.69)b

Consistent with
BM

voter model.

R = 91.

The sign of the coefficients are reasonably similar across the disclosure
indexes; however, significance differs considerably.
Only TP is significant
across the three indexes. This suggests that government disclosure is at least
partially responsive to voter demands (e.g., expenditure levels are moderated
based on average tax price). Political competition was low for all cities and is
insignificant in all regression equations, suggesting that elected officials have
lower incentives to be responsive to voter preference. This may explain why SI
and A UDIT results favor bureaucrats. The coefficients for both SI and A UDIT
are negative (with one exception), and SI is significant under the budget index
and AUDIT under the statistical index.
The structural variables (G and GAAP) are positively related to disclosure
and are significant in two cases. Disclosure levels tend to be higher when the
chief executive is a city manager and when GAAP is required by state law.
Standard regression diagnostic procedures were performed and indicate no
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major problems. To determine if multicollinearity
affected regression results,
variance inflation factors (VIFs) were calculated for all independent variables.
The highest VIF was 1.25, suggesting no severe problem. There were one or
two extreme values in each run. When these were eliminated and the regressions
rerun, no significant changes were noted. Therefore, the results are reported
with the full samples. Stem and leaf and box plots of residuals appeared normal,
but the Kolmogorov D statistic rejected normality of .Ol. The appearance of
normality with the residual plots suggests that this is not a major violation. There
was no evidence of heteroscedasticity
according to residual plots or the Parks
test.

Conclusions
The purpose of this study was to test public choice theory in the context of
financial disclosure in a municipal setting. The basic premise was the political
interests should demand high-quality disclosure, but face a bureaucracy with
incentives to provide misleading or low-quality information.
Thus, relative
political power should determine disclosure quality of interest to voters and
elected officials as well as government employees.
The explanatory results were low and the analysis of the independent variables
indicated ambiguity.
There was weak support for both 1) median voter
preferences and 2) bureaucratic misinformation
and audit effectiveness roadblocks. A possible explanation
is the consistent
low levels of political
competition. Elected officials may be willing to meet voter preferences, but lack
strong incentives necessary to challenge the bureaucracy.
There are at least two limitations to this study. First, the surrogates used to
measure median voter and bureaucratic factors are common to public choice
studies (see, for example, Pommerehne
1978, p. 398). However, this study
assumed that disclosure levels are reasonable
measures of public goods
production.
Secondly,
this study provides no evidence that government
employees act as special interest groups to demand greater employee benefits
disclosure. There are a couple of interrelated problems: 1) it may not be possible
to separate the incentives of employees from bureaucratic managers (e.g., based
on contract incentives between superiors and subordinates),
and 2) benefit
information may be provided from other sources. Bureaucrats have incentives to
provide this information
directly, to avoid an adversarial relationship with
employees. Government employees probably are effective interest groups and
alternative methodologies may demonstrate this.
Despite the limitations and somewhat ambiguous results, there is evidence
that accountipg disclosures are at least marginally related to political/economic
incentives associated with public choice theory. Hopefully, these results will
encourage additional research using the public choice paradigm. For example,
one interpretation of the negative coefficient associated with AUDIT is the use of
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bureaucratic roadblocks to limit monitoring effectiveness (e.g., limiting the
scope of the audit). Since auditing research is becoming more common in the
governmental
area (e.g., Rubin 1988; Baber et al. 1987), the public choice
paradigm may be an appropriate theoretical framework.

Appendix A. Pension and Employee Benefits Index Composition

Disclosure

Item

Mean

Standard
Deviation

Minimum

Maximum

_
Pl.
P2.
P3.
P4.
P5.
P6.
w.
PS.
P9.
PlO.
Pll.
P12.
P13.
P14.
P15.
P16.
P17.
P18.
P19.

Identification of employee coverage
Actuarally determined city contributions
Annual city contribution
Annual employee contribution
Amount of expense or expenditure
of
pension
Statement
expenses/
expenditures
Amount of Unfunded Prior Service Cost
Amortization of unfunded liability
Disclosure of funding policy
Market value of pension assets
Amount of vested benefits
Date of latest actuarial valuation
Significant Actuarial aGumptions
Net change in market value of assets
Investment earnings
Benefits paid
Plan management
Portfolio of plan assets
Actuarial value of assets
Pension Index

EBI. Vacation pay disclosure
EB2. Sick pay disclosure
EB3. Number of sentences to explain sick/
vacation pay
EB4. How many numbers to explain vacation/
sick pay
EB5. Compensated absences recorded
EB6. Amount incurred for vacation/sick
pay recorded
EB7. Liability for accrued vacation/sick
pay recorded
EBS. Portion of liability that is
long-term recorded
Employee Benefits Index
Composite

Index

2.82
1.35
2.53
0.95
2.64

0.72
1.30
1.07
1.23
0.96

0
0

1.90
1.76
1.68
2.45
0.71
1.69
2.22
1.49
0.24
0.13
0.29
1.70
0.47
1.75
31.63

1.43
1.45
1.48
1.15
1.28
1.43
1.30
1.31
0.80
0.61
0.84
1.32
1.06
1.43
11.97

0

0.80
0.82

0.40
0.38

0
0

1
1

0.77

1.09

0

4

1.19
1.07

2.53
0.82

0
0

16
3

0.01

0.09

0

1

0.51

0.52

0

2

0.21
5.39

0.41
4.08

0
0

1
24

37.69

12.84

0

70

0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0

0

3
3
3
3
3
3
3
3
3
3
3
3
3
3
53

Source: Data derived from notes and statistical section of annual reports received in the survey described in this
study.
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B. Statistical

Disclosure

and Budget

Index

Item

Government

12.
13.
14.

yr
General revenues by source, 10 yr
Property taxes levied and collected, 10 yr
Assessed and actual value of property, 10

15.
16.
17.
18.
19.
110.
Ill.
112.
113.
114.
115.
116.
117.
118.
119.
I20.
I21.
122.

expenditures

Composition

Mean

Il.

by function,

G. Giroux

Standard
Deviation

Minimum

Maximum

10

yr
Property tax rates
General obligation debt to assessed value
Debt per capita
Legal debt margin
Overlapping debt computation
Annual debt service percent
Revenue bond coverage
Population
Personal income
Unemployment rate
Bank deposits
Building permits
Retail sales
Number of employees
Insurance in force
Principal taxpayers
Capital leases
Contingencies
Statistical Index

0.80
0.80
0.82

0.40

0.62
0.82
0.73
0.72
0.63
0.60
0.71
0.59
0.77
0.54
0.51
0.60
0.57
0.18
0.48
0.36
0.70
0.20
0.88
13.63

0.49
0.39
0.45
0.45
0.48
0.49
0.46
0.49
0.42
0.50
0.50
0.49
0.50
0.39
0.50
0.48
0.46
0.40
0.33
6.49

0.40
0.38

0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0

0

1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
1
21

Source: Data derived from statistical section of annual reports received in the survey described in this study.

Bl.
B2.
B3.
B4.
B5.
B6.
B7.
B8.

Budget message
Table of contents
Summary Tables
Variance analysis
Program descriptioins
Performance measurement
Lime item summary data
Budgets for other funds
Budget Index

Source: Data derived from city annual operating budgets

0.74
0.92
1.00
0.64
0.81
0.16
0.68
0.45
5.40

0.44

0.27
0
0.40
0.48
0.36
0.47
0.50
1.55

received in the survey described in this study.
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