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Abstract

:

Citizen participation in budget processes is an attractive governance strategy for creating sustainable local finance. In participatory governance, citizens are engaged in the governmental policy decision-making process for sustainable communities. Despite the importance of a participatory government, its instrumental benefits are uncertain and remain unexamined at the local level. No one has offered any extensive evidence based on large-N data to ascertain such benefits. This article fills this gap in the literature by testing the impacts of participatory budgeting on local financial outcomes. The results show that participatory governments are financially more effective and equitable without sacrificing efficiency. Advancing a more institutional perspective, this article explains the identified effects of participation mechanisms in the budget process on different local financial outcomes.
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1. Introduction


Citizen participation in administrative or policy decision-making is a strategy to create better and more sustainable development and good governance, drawing wide attention from public administration scholars and practitioners [1,2,3,4,5,6,7,8,9]. Furthermore, in 2015, the United Nations announced its 2030 agenda, which includes sustainable development goals and offers citizen participation as one of the most important policy tools contributing to sustainable development through democratic governance in the decision-making process [10]. Ideally, it has both normative benefits (e.g., citizenship, accountability, and legitimacy) and instrumental benefits (e.g., organizational performance, quality of life, economic growth, and financial soundness) [6,11,12].



However, public employees are worried about instrumental benefits in justifying participation initiatives [5,13,14,15]. Participation may become symbolic, window dressing, manipulated, or politicized, and scholars have not provided any convincing evidence regarding its instrumental benefits [14]. Existing research tends to emphasize its normative benefits or is often qualitative in nature [5,6,9,16,17,18]. The few large-N studies that examine the instrumental benefits are limited in scope (e.g., restricted to a particular policy) and measurement (e.g., perceived benefits). Accordingly, many governments and managers are reluctant to initiate participation institutions, questioning whether they are worth the effort [13,14]. This article addresses this question by examining whether, by establishing participatory mechanisms, local governments can produce desirable outcomes for a sustainable community [19,20].



In particular, it focuses on governments’ institutional efforts to establish participation mechanisms in the budget process because participatory budgeting is one of the most important participatory channels that directly affect multiple financial outcomes [21,22,23,24]. Participating budgeting is a deliberative process in which the public is involved in the decision-making of budget allocation or financial management [22]. Participatory budgeting has mainly operated at the local level, but the first participatory budgeting was recently launched in the Korean central government. Despite the considerable impacts that participatory budgeting have on the budget process, little research has directly explored the financial consequences of citizen participation in the budget process. To overcome this limitation, this study captures the varieties of citizen participation in the budget process and their effects on financial outcomes. For this study, multiple outcome dimensions of participatory budgeting such as efficiency, effectiveness, and equity were examined because a government has various institutional goals in terms of competing values [25,26,27,28,29].



The results will help governments decide to what extent they should use citizen participation as a governance strategy when building a sustainable community, given the numerous competing strategies on the local government reform landscape. This study also helps scholars reconsider and enrich the models that have been prescribed to better design citizen participation institutions. Theoretically, this article develops an institutional perspective to clarify the links between participatory budgeting and local financial outcomes.




2. Literature Review


The importance of assessing the impact of citizen participation has long been recognized in terms of its complexity and difficulty [12,30]. Even though various stakeholders have different preferences, expectations, and evaluations with respect to citizen participation, two challenges exist: the varieties of participation mechanisms, and the multiplicity of participation outcomes according to domestic and international studies.



2.1. Varieties of Participation Mechanisms


The main approach to citizen participation deals with the use of various mechanisms in order to capture citizen participation as a generalized strategy or practice [31,32,33]. This is necessary because an institutional environment promoting citizen participation influences all government decision-making across such mechanisms. None of these mechanisms are perfect, and they do not exist in isolation. Using various mechanisms may offset the weakness of a particular one with the advantages of another, allowing for greater exchanges between citizens and government [32,34]. Institutional theories offer an adequate explanation of participation mechanisms [35,36,37,38]. Citizen participation mechanisms are institutions because they enact the rules of the game that govern the government citizen relationship. Mandated or not, they shape a regularized or routinely enacted behavioral pattern or structure, becoming operational institutions [38] or sets of institutional rules. In Ostrom’s [39] words, they “permit” citizens to participate. Institutions such as public hearings can be mandated and designed to permit more participation, but citizens may not actually participate unless they believe that their preferences are reflected and the issue at stake draws their attention [13,14]. Thus, for many local governmental decisions, citizens may not provide much input, despite the existence of participation institutions.



In contrast, participation institutions play a constraining role for public managers. In Ostrom’s [39] words, they “require” managers to keep participation channels open. In fact, institutions are predominantly viewed as “humanly devised constraints that shape human interaction” [39] (p. 30), which forces humans to conform to those rules [35]. For managers, participation mechanisms are institutional rules that influence their actions and choices. When these participation mechanisms are routinely available or used, they become part of the “institutional infrastructure of participation” of a community. Their effects on citizens are contingent upon whether the policy issues at stake draw citizens’ energy. Their effects on public managers, however, are more consistent. Managers know that at any time, citizens could participate, their decisions could be questioned, and low productivity could raise red flags. In other words, participation institutions create accountability expectations for managers that affect decision-making and managerial behaviors [40]. Accountability expectations are a tool that motivates managers to justify their beliefs and actions. When accountability pressure is too high, it may lead to blame avoidance and risk-averse behaviors on the part of bureaucrats [41,42]. As a result, such accountability pressure is a necessary force to regulate human behaviors to achieve institutional goals by enabling local managers to enhance local community outcomes in response to citizens’ demands.



Even though public managers adopt various participation mechanisms because of accountability pressures, various challenges to operating such mechanisms exist. The first challenge regards the level of authenticity of citizen participation mechanisms [14]. Public managers hesitate to utilize citizen participation mechanisms effectively because they produce substantial administrative burdens by delaying decision-making or increasing additional administrative costs. Therefore, prior studies have highlighted that participation mechanisms are a window-dressing, and public managers are simply attempting to demonstrate that they establish functional tools that reflect citizen voices or ideas without considering their real instrumental benefits [13,14]. A key factor is not how many participation mechanisms are adopted, but if such mechanisms are operated effectively. The second challenge concerns how much citizens can be involved in actual decision-making [32]. Various participatory channels exist according to the citizens’ authority in the decision-making processes. Citizens are passive targets in one-way communication mechanisms such as emails or newsletters, but delegatory participation mechanisms enable citizens to have more direct authority in decision-making processes. Consequently, the substantive effects of participatory mechanisms depend on how much decision-making public managers delegate to citizens [32]. The last consideration is the duration of the implementation of citizen participation mechanisms. Citizen participation studies have paid scant attention to how long governments have operated participation mechanisms, because participation in administrative processes has only been recently introduced as an administrative reform tool. Institutional maturity results in desirable outcomes. In this sense, as a government operates participation mechanisms for longer periods, participatory outcomes can increase.




2.2. The Multiplicity of Participation Outcomes


In addition to the participatory mechanism, the outcomes of citizen participation have been emphasized. Aside from the distinction between normative and instrumental benefits, participation outcomes could be further categorized such as process-oriented (e.g., increased trust and inclusion), content-oriented (e.g., public safety and environment quality), or user-oriented (e.g., stakeholder satisfaction) [34,43]. Nabatchi [6] differentiates four types of benefits: (a) intrinsic benefits; (b) instrumental benefits for citizens; (c) instrumental benefits for communities; and (d) policy and governance instrumental benefits. Empirical studies have assessed the outcomes at different levels of analysis. Individual-level benefits include lower citizen cynicism [13], public employees’ trust in citizens [30], and trust in the government [44]. However, prior studies have paid little attention to the financial outcomes of participation budgeting in a particular administrative process. Furthermore, such participatory effects could have multiple benefits, including efficiency, effectiveness, and equity because public organizations pursue competing values in response to various external stakeholders [27,45]. Perry addresses the importance of multiple performance dimensions in government:



“The field’s historical concerns about administrative performance can be summarized by four concepts, each beginning with the letter “e”: economy, efficiency, effectiveness, and equity. Little research or theory within the field has attempted to understand how tradeoffs among prominent performance criteria affect administrative behavior or how multiple performance objectives influence administrative outcomes. Most theories of organizational effectiveness do not shed light on these issues” [45] (p. 12).



Similarly, participation budgeting could produce multiple financial outcomes through public managers’ accountability that responds to citizens’ various preferences [46]. At a given level of analysis, the financial outcomes may be in tension with one another. As commonly argued in the literature, efficiency often contrasts with effectiveness and equity [47], although Neshkova and Guo [46] find that citizen inputs improve both government efficiency and effectiveness. Other studies observe that citizen participation improves effectiveness but decreases efficiency [43]. No quantitative study in public administration literature has measured the equity dimension affected by citizen participation in the budget process. To fill this gap, this study clarifies how the varieties of participatory mechanisms in the budget process affect different local financial outcomes (3Es: efficiency, effectiveness, and equity).





3. Hypotheses


Although citizen participation is a critical factor in local decision-making, whether participation mechanisms produce various local outcomes remains unclear. This study clarifies this question by examining the relationships between the varieties of participation mechanisms in budget process and multiple financial outcomes. In particular, public participation in the budget process has direct impacts on the allocation and management of financial resources [23]. Citizens can provide their ideas or voices on how to allocate financial resources, as well as how to innovate financial systems in public hearings or budgetary citizen boards if they believe that such channels are trustworthy and valuable [13]. Citizens can also be involved in either monitoring or overseeing to check not only that administrative costs are not wasted, but also keep track of debt increase due to inefficient spending [21]. Such citizen involvement efforts result in desirable consequences, such as less wasteful and more sustainable or inclusive financial management.



3.1. Efficiency


The focus of public management studies has been on technical efficiency to evaluate public services—the extent to which an organization produces an output or outcomes with the least resources [27,28,48,49]. Prior studies have proposed different arguments about how citizen participation affects efficiency. The traditional view claims that citizen participation often causes higher administrative costs because it is time-consuming and increases conflict in policy systems, complicates decision-making, and creates decision delays in addition to increased operating costs [3,14,43]. Participation may also increase decision-making costs. Poor decisions may be made because citizens lack knowledge of complex and technical issues [50]. Furthermore, the accountability pressures generated by participation institutions may lead managers to become more cautious with decisions and to stick to bureaucratic red tape, which reduces efficiency.



The contrasting view submits that citizen participation enhances efficiency because it enables citizens to suggest new or innovative ideas that decrease wasteful projects, eliminate duplicated processes, and save unnecessary administrative costs. Citizen participation may also help governments avoid costs associated with citizens bringing litigation against the government [43] and improve implementation efficiency by reducing citizens’ resistance and cynicism [13]. Accountability pressures may also stimulate managers to concentrate on their tasks and find ways to reduce waste and inefficiency. This is particularly true when citizens are concerned with cost-related performance indicators [51]. Neshkova and Guo [46] provide empirical evidence suggesting that participation of institutions in the budget process increases the efficiency of state transportation departments. In terms of financial management, citizens provide innovative ideas that contribute to the efficiency of budget programs. Citizens’ monitoring of the budget process prevents local governments from increasing administrative costs, which are less related to actual programs. Given the competing arguments, we suggest the following neutral hypothesis.



Hypothesis 1 (H1).

Participatory budgeting does not necessarily produce more efficient financial outcomes.






3.2. Effectiveness


Effectiveness refers to the degree to which goals or objectives are achieved [45] and is often measured by the outputs and outcomes of public services [27]. It is not a cost-related measure. Most of the literature agrees on the positive impact of citizen participation on government effectiveness [5,9,20,21]. The explanation is largely based on the strengths of citizens: they have local knowledge or context-specific information, so their inputs help managers recognize citizen preferences, and they also possess ideas and resources that detect risks and problems of inappropriate financial operatives [46,52].



The accountability pressures resulting from participation institutions lead public managers to be more concerned with citizens’ voices. In this process, managers are forced to pay attention to various ideas for better decision-making and financial management. In addition, accountability pressure requires managers to seek open discussion instead of relying on their own judgment in the financial decision-making process. Managers are more likely to appreciate new evidence rather than sticking with old evidence [42]. They are more likely to make robust evaluations of the available alternatives for optimal financial decision-making [53]. The accountability mechanism reduces managerial bias and increases managerial effectiveness to promote better financial outcomes. Specifically, such managerial effectiveness is salient to debt management because effectively managing debts is indispensable to financial sustainability [54]. As a result, citizen participation in the budget process leads managers to seek effective debt management by accommodating citizens’ ideas or requests.



Hypothesis 2 (H2).

Participatory budgeting produces more effective financial outcomes.






3.3. Equity


Equity is the fair distribution of resources or benefits across various groups. Despite the importance of its democratic value, public management studies have rarely examined the impact of citizen participation on equity [47,55,56,57,58,59]. An important purpose of citizen participation is to expand social groups’ access to bureaucracy, thus empowering and enriching the groups [36,44]. Whether this actually leads to more equitable public outcomes is still a controversial question. Some worry that participation may paradoxically reduce social equality because the disadvantaged are either excluded from the participatory process or lack the time, resources, knowledge, or skills necessary for meaningful engagement [33,60]. For example, Caucasians and males are more represented on citizen advisory committees, on citizen boards, and in public hearings [61,62]. Many citizen surveys do not represent the local population [63].



Despite these concerns, the availability of participation institutions means that the disadvantaged could participate and require the government to make decisions about their welfare when salient issues affecting their wellbeing arise and when they feel their interests are at stake. Their problem of poor knowledge and skills can only be addressed via learning by engaging in participation. In a community with a weaker participatory environment, it would be harder for the disadvantaged to improve their participation capability.



Moreover, the accountability expectation that the disadvantaged might participate is strong in the budget allocation process. As such, managers can allocate more financial resources on behalf of the disadvantaged. When the accountability pressure is high from disadvantaged groups in participatory governance, managers are more likely to look for solutions that contribute to social equity, given that participation budgeting is a financial tool benefiting the disadvantaged. From the neo-institutional perspective, participation mechanisms manifest the value of citizen empowerment, creating normative pressures for managers to attend to the interests of the disadvantaged [2]. As a result, local governments allocate more financial resources to social welfare programs in response to underrepresented groups’ involvement in participation mechanisms in the budget process.



Hypothesis 3 (H3).

Participatory budgeting produces more equitable financial outcomes.







4. Data and Methods


4.1. Data


To test the hypotheses, we merged numerous datasets about South Korean local governments. First, the Korea Institute of Public Finance (KIPF) conducted a survey in 2016 to measure the varieties of participatory mechanisms in local budget processes in South Korea. The office phone numbers of local managers in participatory budgeting positions were obtained through organizational charts on local government websites. Through personal phone calls, we confirmed each managers’ email address and sent them our survey’s website link, including questionnaires about the varieties of their participatory budgeting. From a sample of 243 South Korean local governments, 168 local managers responded to our online survey, constituting a 69.5% response rate. To identify whether respondents represented South Korean local governments, we compared the differences between respondents and non-respondents across some local variables through t-tests (see Table 1). We confirmed their representativeness because we found no significant differences between respondents and non-respondents. In addition to survey variables, we used numerous archival data to measure dependent and control variables. We derived local financial data from the Local Finance Integrated Open System (LOFIN). Local demographic and political characteristics originated from the Korean Statistical Information Service (KOSIS) and the National Election Commission Statistics (NEC Statistics).




4.2. Dependent Variables


For this study, we used three dimensions of local financial outcomes to test the hypotheses, as summarized in Table 2. First, we used administrative costs, including employee wages and operating costs, to measure the efficiency of local financial outcomes. Administrative costs constitute indirect spending that is not used to produce local services directly. As administrative costs decrease, local governments can produce local services by using fewer inputs. Specifically, administrative costs are calculated using the ratio of wage and operating costs to total expenditure. Effectiveness is measured by to what extent a local government is financially sustainable. Local governments aim to sustain their financial conditions by reducing the amount of government debt [54]. Fiscal sustainability is measured by calculating the ratios of debts and liabilities to total assets in order to measure both short-term and long-term sustainability.



Finally, financial equity is measured by calculating the percentage of social welfare spending to total budget. When a local government has considerable social welfare spending, it spends much of its budget on social welfare programs for disadvantaged groups. The local financial data originated from the LOFIN, which the South Korean Ministry of the Interior and Safety operates.




4.3. Explanatory Variables


We measured explanatory variables that affect dependent variables through numerous data sources. We used the varieties of participation mechanisms in budget processes as independent variables. We obtained participatory budgeting data from the 2016 KIPF survey, which examined various aspects of local participatory budgeting through several questionnaires. In particular, we measured the effectiveness of participatory mechanisms in budget processes. The concept of effective participation was emphasized in prior studies [13,14] because the unauthenticity of participation mechanisms lead to citizen cynicism, producing undesirable participatory results. Designing effective participation mechanisms plays a core role in producing intended outcomes because citizens are not willing to be involved in window-dressing participatory channels [14]. This study used the following survey question: How effective is your local participatory budgeting in the budget process? (five-point Likert scale)



To measure the level of citizen delegation in budgetary decision-making, in our survey we also asked managers about how much of the budget decision-making they delegate to citizens who participate in participatory budgeting. Moreover, through the survey, we identified the number of participatory budget process mechanisms. The respondents verified how many participatory mechanisms their local governments have in the budget process: budget notices or emails, citizen surveys, citizen committees, citizen public hearings, citizen budget programs, and citizen performance evaluations. Finally, in our survey, we examined the duration of participation by asking how long their local governments have been operating participatory budgeting.



In addition, we selected numerous variables to control for the impacts of participatory budgeting on local financial outcomes. First, we used the chief’s party affiliation as a control variable because the progressive-party-affiliated chiefs tend to provide greater social welfare services. The turnout rate is also a critical variable that influences local financial conditions. A high level of political participation leads local governments to pay greater attention to effective financial management that leads to desirable financial outcomes. We measured these political variables using an archival source such as the NEC statistics.



We used population size, local fiscal condition, and aging population as the control variables that affect local financial conditions. Generally, local governments with large populations can efficiently manage financial systems because of the scale of their economies. A high level of per capita gross regional domestic product may relate to more economic expenditure to boost local industry, leading to lower social expenditures. In particular, aging populations may increase social welfare expenditure because local governments allocate a considerable amount of their budget to social programs for the older population. Population and economic-related variables originated from the KOSIS. We also controlled for the effect of per capita lagged total expenditure on financial outcomes because past budget sizes are closely related to current financial conditions.



Lastly, we controlled for the characteristics of participation from the citizens’ and managers’ perspective, as suggested by prior studies [11,50,63]. Citizens’ commitment to deliberation and representation in the participation process are critical elements because participatory results are sounder and fairer under high levels of deliberation and representation [50,63]. Citizens’ participatory deliberation and representation were measured by two items from the KIPF survey: (1) How much do citizens actively discuss your participatory budgeting? (deliberation); (2) How much do citizens in your participatory budgeting represent the entire community? (representation). In addition to citizens’ participatory characteristics, we measured managers’ intention to operate participatory mechanisms from two items of the KIPF survey, as suggested by prior research [11]. The survey asked managers the following questions: (1) How much do you intend to adopt public hearings in the budget process? (2) How much do you intend to involve citizens in the budget process?




4.4. Analytical Procedure


Through our hypotheses, we examined the causal relationships between participation varieties in budget processes and how such participation systems influence local financial outcomes in terms of competing values and multiple local outcomes. Since this study tests causal relationships, we examined whether participation variables used as independent variables were endogenous in response to dependent variables across all models. Through the Hausman test (χ2), we tried to identify the endogeneity of our causal models by using instrumental variables [64]. The results of the endogenous tests showed that all variables were exogenous, demonstrating that endogeneity is absent, such as reverse causality or omitted variables between participating variables and local financial variables. Therefore, as the ordinary least square (OLS) regressions are available, we ran a series of OLS regressions. We also examined the regressions’ assumptions such as the normality of residuals, multicollinearity, and homoscedasticity through k-density, variance inflation factor (VIF), and Breush–Pagan tests [65]. These assumptions were upheld.





5. Results


Table 3 shows a summary of the descriptive statistics. On average, South Korean local governments’ administrative costs constituted 21% of total expenditures. The ratios of debt and liabilities to assets are respectively 0.78% and 2.46%, and social welfare costs accounted for 31% of total expenditures. The effectiveness of participatory budgeting had a mean value of 3.30, which was larger than the median value (3.00). The level of citizen delegation in budget decision-making was low, and the mean value was 2.62, which was lower than the median value. On average, South Korean local governments had 2.09 participatory budgeting channels. The average duration of participatory budgeting was 82.2 months.



Prior to the regression analysis, we preliminarily analyzed how the dependent variables vary by the different scales of the effectiveness of participatory budgeting, as displayed in Table 4 and Figure 1. Except for administrative costs, debt, liabilities, and social expenditures showed variations consistent with our hypotheses. As the effectiveness of participatory budgeting increases, debt and liabilities tend to decrease. On the other hand, social expenditures are higher at a high level of effectiveness than at a low level of effectiveness. Administrative costs do not vary with the effectiveness of participation.



For further verification of our hypotheses, we ran several multivariate regressions. The regression analyses indicate that the F-values were statistically significant across all models, and the White test satisfied the goodness of fit for all models. Overall, Hypotheses 2 and 3 were partially supported in the effectiveness of participatory budgeting. As demonstrated in Table 5, the results indicated that the varieties of participation mechanisms did not enhance the efficiency of local financial outcomes but favored their effectiveness and equity. Firstly, none of the independent variables were statistically associated with administrative costs, which measure efficient financial outcomes. These results show that participation mechanisms in budgetary processes do not produce efficient financial outcomes because of the additional administrative burdens of operating participatory channels.



Secondly, the effectiveness of participation budgeting contributed to fiscal sustainability by lowering the amount of local debt and liabilities. As local governments operate participatory budgeting effectively, they positively affect debt management. Specifically, effective participation mechanisms in budget processes significantly reduce the ratios of debt and liabilities to total assets. The participatory effects were greater for liability, a long-term measure, than for debt. The coefficients were −0.178 (debt, p-value < 0.05) and −0.258 (liabilities, p-value < 0.1), respectively. Other participation variables were not statistically related to local debt or liabilities.



In terms of equity, the results confirmed that the varieties of participation budgeting led local governments to spend greater budget amounts on social welfare programs that enhanced social equity. The effectiveness of participation mechanisms in budget processes positively affected the ratio of social welfare expenditures to total expenditures (coefficient: 1.239, p-value < 0.05), but other varieties of participation budgeting such as citizen delegation, number, and duration of participation mechanisms in budget processes did not show statistically significant results.



Some control variables were statistically significantly related to local financial outcomes. The turnout rate was associated with the effectiveness of financial outcomes by reducing the amount of local debt. Local politicians may feel highly pressured about their financial soundness because citizens are sensitive to substantial government debts, which might in turn affect their voting behaviors. This pressure can motivate local politicians to manage debt size under a high turnout level. Population was related to financial efficiency by reducing administrative costs, but larger governments suffered from greater local debt and liabilities. Generally, larger governments tended to rely on substantial amounts of debt to cover numerous demands from diverse groups. Past administrative costs were a significant predictor of current administrative costs by controlling for time effects. Per capita gross regional domestic product decreased social welfare expenditures because wealthy communities tend to focus more on spending in times of economic prosperity than inclusive communities. An aging population positively affects debt, liabilities, and social welfare spending because more financial resources are needed to support an aging population. In particular, aging has greater effects on liabilities (coefficient: 0.0659) than on debt (0.0354), showing that aging aggravates intergenerational equity by causing greater financial burdens to younger generations. In citizens’ participatory characteristics and managers’ intentions of participation mechanisms, citizen participatory representation contributes to lower administrative costs, even though such costs increase as managers intend to operate more public hearings.




6. Implications


Citizen participation in administrative processes contributes to public outcomes to create a sustainable community [19]. Despite the positive effects, few studies have examined quantitatively how a variety of citizen participation institutions affect multiple local outcomes. In this sense, the results are meaningful because participation institutions contribute to the effectiveness and equity of local financial outcomes.



The overall finding is that participatory governments in the budget process may not be more efficient, but they are more effective and equitable. Notably, the fact that the institutions for participatory budgeting are not statistically significant in the model predicting efficiency does not indicate a negative relationship. In other words, participation institutions increase effectiveness and equity without hurting efficiency. Our results indicate that there is no association between participation mechanisms in the budget process and efficiency, contrary to the findings of Neshkova and Guo [46]. Many public administration studies view citizen participation as conflicting with efficiency [33,43], but our results show that this is not necessarily true. An institutional environment for citizen participation may decrease the efficiency of some aspects while increasing the efficiency of others. From these findings, local managers can better understand that operating participatory budgeting does not necessarily waste money or increase administrative costs.



In line with the literature [5,20,21], our results support a positive association between the effectiveness of participatory budgeting and effective financial outcomes. In an institutional environment that empowers citizens, citizens are more likely to get what they desire from a sustainable community—better jobs, income, education, homes, and safety. The precondition for such desirable community outcomes is to maintain financial soundness by investing in various public programs for community well-being. In particular, our results indicate that effectively operating participatory budgeting contributes to more effective debt management by reducing the size of local debt and liability. The recent rapidly aging population in Korea leads to greater interest in public financial sustainability because the size of government debt is expanding due to the increased spending to support the older generation. In this sense, this demonstrates that effectively operating participation mechanisms in the budget process is a desirable strategy to enhance financial sustainability by reducing the size of debt and liabilities.



The positive finding on equity is significant. It is the first time that the relationship between participation and equity is supported in a large-N study in the literature. Although a primary intention of citizen participation has always been to enhance social equity and help less educated and lower-income individuals, its actual effects have been questioned, given that the privileged are more likely to be willing to participate and influence decisions [55]. The potential biases are undeniable when participation mechanisms are used for particular issues. However, as our results suggest, when effective participatory budgeting constitutes a strong institutional environment supporting citizen participation, the equality gap is more likely to be reduced through increased social welfare spending. In short, the best way to develop a more equitable society is to invest in public programs or services that are helpful to socially disadvantaged groups by creating participatory institutions that empower citizens, particularly the less privileged.



Interestingly, several control variables draw attention to further implications for superior financial outcomes. Even though the turnout rate is a political variable, the results indicate that it can create administrative benefits by lowering local debt size. Local governments that focus on fiscal sustainability must pay greater attention to citizen voices and ideas by encouraging citizens to participate in local elections. Another notable finding is that citizens’ representation contributes to lowering administrative costs, even though all variables on the varieties of participation show no significant association with administrative costs. As many scholars emphasized the representation of participation [50,55,63], ensuring citizen representation in the participation process plays a role in enhancing financial efficiency because citizens can check financial activities in a fair and balanced way. Local governments need to consider how participation mechanisms are representative of the entire community if they want a more streamlined bureaucracy.



The practical implication of this study is straightforward: local governments should establish a stronger institutional environment that empowers citizen involvement in budget processes by mandating or regularly using a wide variety of participation channels. Doing so is not only democratic but also good for business. It is only an institutional myth that citizen participation is inefficient and has minimal instrumental benefits. This does not mean that managers can ignore the design of institutional-specific participation mechanisms in budget processes, nor does it mean that a government’s responsibilities cease once these institutions are established. Our results simply suggest that a stronger participatory infrastructure in the budget process contributes to local financial effectiveness and equity for sustainable development. Better design, better mobilization, and better management of particular participation mechanisms only make this infrastructure stronger.




7. Conclusions


We start with an important question that has long haunted scholars and practitioners: Does participatory budgeting bring instrumental benefits for local financial outcomes in the budget process? We find the answer is a resounding yes. Through a large-N study with objective outcome measures, we show that local governments with stronger institutional environments supporting citizen participation are more effective and equitable without being less efficient in the budget process. At a time when managerialism dominates the administrative reform agenda of many governments, the present findings send a clear message—building a participatory institutional environment is good for business!



Although this article discovers the meaningful instrumental benefits of citizen participation, there are some limitations that point to future research questions. Although time-related variables are included, this research design is not based on a longitudinal study. Future studies need to confirm our findings through a longitudinal research design.



This study also measures participatory outcomes at the government-wide level, ignoring the individual, group, and agency levels. Future studies may expand to all levels, particularly the individual level, directly assessing how the institutional environment for citizen participation affects the behavioral choices of citizens, managers, and other stakeholders. In developing our hypotheses, we examined the potential impact of institutional expectations on managers, but we did not empirically test such impacts. In other words, this article shows the link between participation budgeting and government-wide outcomes, but the behavioral mechanisms are not revealed. Addressing this issue requires a more systematic theorizing and a more deliberate research design.



Despite these limitations, we advance a supply-side institutional perspective that complements the explanations based on individual participation mechanisms or citizens’ actual participation. Building an institutional infrastructure that empowers citizens will increase citizens’ participation. However, in a modern society, citizens cannot, would not, and probably should not participate all the time or in all decisions. Our institutional perspective avoids this problem. An institutional infrastructure “permits” citizens to participate and “requires” managers to keep the channels open, creating normative pressures and accountability expectations for the government to better work towards a sustainable community.
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