Accepted Manuscript

Regional State Capacity and the Optimal Degree of Fiscal Decentralization

Antonio Andrés Bellofatto, Martin Besfamille

T —

PII: S0047-2727(17)30212-8

DOI: doi:10.1016/j.jpubeco.2017.12.010 —
Reference: PUBEC 3844

To appear in: Journal of Public Economics

Received date: 23 April 2016
Revised date: 2 December 2017
Accepted date: 30 December 2017

Please cite this article as: Bellofatto, Antonio Andrés, Besfamille, Martin, Regional State
Capacity and the Optimal Degree of Fiscal Decentralization, Journal of Public Economics
(2018), doi:10.1016/j.jpubeco.2017.12.010

This is a PDF file of an unedited manuscript that has been accepted for publication.
As a service to our customers we are providing this early version of the manuscript.
The manuscript will undergo copyediting, typesetting, and review of the resulting proof
before it is published in its final form. Please note that during the production process
errors may be discovered which could affect the content, and all legal disclaimers that
apply to the journal pertain.


https://doi.org/10.1016/j.jpubeco.2017.12.010
https://doi.org/10.1016/j.jpubeco.2017.12.010

Regional State Capacity and the Optimal Degree

of Fiscal Decentralization®

Antonio Andrés Bellofatto! Martin Besfamille?

December 1, 2017

Abstract

We study the optimal degree of fiscal decentralization in a federation. Regional
governments are characterized by their abilities to deliver public goods (administra-
tive capacity) and to raise tax revenues (fiscal capacity). Two regimes are compared
on efficiency grounds. Under partial decentralization, regional governments rely on
central bailouts to complete local projects in financing needs. Under full decentraliza-
tion, marginal financing is achieved via local capital taxes. We show that the presence
of sufficiently low levels of administrative capacity is a necessary condition for full
decentralization dominance. This condition may also be sufficient, depending on the

projects’” characteristics. Some extensions are presented.
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