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RÉSUMÉ: Cet article présente une 

analyse de l'impact de la décentralisation 
fiscale sur la croissance économique en 
utilisant un échantillon de 46 pays émer-
gents durant la période 2000-2014. Cette 
analyse est basée sur la croissance du 
produit intérieur brut par habitant et trois 
indicateurs de décentralisation budgétaire 
(ratio composite de décentralisation, indi-
cateur de décentralisation des dépenses et 
indicateur de décentralisation des re-
cettes) en utilisant la méthode du panel 
dynamique GMM. Les résultats de la 
régression montrent qu'il existe une cor-
rélation significative et négative entre les 
indicateurs de décentralisation budgétaire 
et la croissance économique dans ces 
catégories de pays (émergents et en dé-
veloppement). La corrélation négative 

entre le composite de la décentralisation 
et la croissance économique révèle que la 
décentralisation réduit la croissance 
économique qui est également justifiée 
par la corrélation négative entre les deux 
autres indicateurs de décentralisation et 
de croissance économique. 

 
MOTS CLÉS: DÉCENTRALI-

SATION FISCALE, CROISSANCE 
ÉCONOMIQUE, PAYS EN DÉVE-
LOPPEMENT, PAYS ÉMERGENTS. 

 
ABSTRACT: This paper provides 

an analysis of fiscal decentralization’s 
impact on economic growth using a sam-
ple of 46 emerging and developing coun-
tries during the period 2000-2014. This 
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analysis is based on Gross Domestic 
Product growth per capita and three indi-
cators of fiscal decentralization (compo-
site ratio of decentralization, expenditure 
decentralization indicator and revenue 
decentralization indicator) using the 
method of GMM dynamic panel. The 
regression results show that there is a 
significant and negative correlation be-
tween the indicators of fiscal decentrali-
zation and economic growth in these 
country categories (emerging and devel-
oping ones).The negative correlation be-
tween the composite of decentralization 

and economic growth reveals that decen-
tralization reduces economic growth 
which is also justified by the negative 
correlation between the two other indica-
tors of decentralization and economic 
growth. 

KEYWORDS : FISCAL DE-
CENTRALIZATION, ECONOMIC 
GROWTH, DEVELOPING COUN-
TRIES, EMERGING COUNTRIES. 

JEL CLASSIFICATION : C2 , H7, 
O1 

 
I. INTRODUCTION 

 
For developing countries, economic 

growth, based on macroeconomic stabil-
ity indicators, is the goal. The major chal-
lenge is not just to focus on this mathe-
matical increase added values but also 
improve the living standards of people 
and their environment. 

Decentralization, optimizing the allo-
cation of public goods and services, is 
expected to generate macroeconomic 
benefits. According to the theory of fiscal 
federalism, first and second generation 
(Oates 2005), the effects of decentraliza-
tion are classified according to the three 
branches of public economics defined by 
Musgrave (1959): resources allocation, 
income redistribution and economic sta-
bilization. 

The allocating efficiency is justified by 
the principle of political proximity and 
competition. The first is based on the 
approximation of the policy makers and 
citizens which helps know better the 
needs and preferences of the population 
(Hayek 1948), and also stressed the    
accountability and efficiency of local gov-
ernments (Seabright 1996). The second is 
based on the inter-jurisdictional competi-

tion that decentralization introduced, 
leading to the improvement of the goods 
offer and public services adequacy to the 
preferences of inhabitants (Tiebout 1956; 
Oates 1972) and stimulating the search 
for efficiency by the local governments 
(Salmon 1987; Besley and Case 1995). 
The optimal allocation of public goods 
and services generates a local economic 
efficiency and allows tapping into previ-
ously untapped local potential. 

However, several studies highlighted 
the ineffectiveness of decentralization. 
There is a relative consensus in the litera-
ture that the income redistribution func-
tion remains the responsibility of central 
government because fiscal resources and 
administrative capacity of local govern-
ments in developing countries are so lim-
ited to have efficient policy of income 
redistribution (Smoke 2001). Then, de-
centralization benefits to the already ad-
vantaged populations, widening the gap 
with the poorest. 

In the same way, in developing coun-
tries, decentralization negatively affects 
economic stabilization because local gov-
ernments are unable to deal with short-
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term economic changements and fluctua-
tions. 

Few are the empirical studies that have 
evaluated the macro and micro economic 
effects of decentralization in developing 
countries. The majority of them is de-
scriptive demonstrating paradoxes results 
and gives no clear-cut evidence about the 
relationship. Some   experts like Davoodi 
and Zou (1998) showed that fiscal decen-
tralization has no significant effect on 
economic growth in developing coun-
tries, while Iimi (2005) and Malik (2006) 
have demonstrated that it positively af-
fects on economic growth. Theses con-
tradictory findings lead to a very pro-
found survey in order to better under-
stand the relationship between fiscal de-
centralization and economic growth es-
pecially in both emerging and developing 
countries. These countries are character-
ized by limited financial, human and 
technical resources that prevent the role 
of decentralization. They are, also, char-
acterized by a low rate of decentralization 
because the principle is often new to 
these structures and weak governance 
indices with high levels of corruption and 
illiteracy compared to developed coun-
tries. 

The aim of this article is to elaborate 
an empirical study in order to determine 
the relationship between fiscal decentrali-
zation and economic growth in emerging 
and developing countries by using a sam-
ple of 46 selected ones. This study takes 
into account the variables of fiscal decen-
tralization: the composite of fiscal decen-
tralization, decentralization of expendi-
ture and decentralization of revenues. 

II. LITERATURE REVIEW 

1. Theoretical literature review 

The effects of decentralization are im-
portant according to its allocating and 

macroeconomic efficiency. The expected 
effects of decentralization are a better 
allocation of public goods and services 
and a greater efficiency of their produc-
tion. These effects issue from two mech-
anisms: proximity and competition. 

On the one hand, the proximity be-
tween local policy makers and citizens 
generates an informational advantage 
demonstrated by Hayek (1948) and Oates 
(1972). Local governments are supposed 
to hold more information, to a lower 
cost, on members of their community 
and hence know more the poorest 
households especially that the poverty 
varies from a jurisdiction to another. 
Thus, Alderman (2002) shows that local 
policy makers have access to certain in-
formation not available to the local au-
thority; hence they target better the poor 
population.   

On the other hand, proximity should 
encourage the political participation of 
citizens and the responsibility of policy 
makers. Therefore, local governors, due 
to the pressure of citizens, are supposed 
to achieve a greater efficiency in provid-
ing public goods and services. However, 
this assumption supposes, in the case of 
developing countries, that local democra-
cy should be to a good level. This also 
needs a certain level of literacy and politi-
cal involvement of citizens, which seems 
a bit unrealistic in poor countries.  

Because of this proximity to the popu-
lation and the best knowledge of their 
needs, the local administration reduces 
the supply chains and costs, which gener-
ate greater economic efficiency and even 
reduce the risks issued from the lack of 
redistributive power of the central gov-
ernment (Ezcurra and Pascual 2008). 

Following the fundamental approach 
of Tiebout (1956) and Oates (1972), 
competition between local governments 
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should improve the balance between 
supply and demand of public goods and 
services and promote greater effective-
ness of public policies. The citizens are 
fully informed and mobile and can move 
to any jurisdiction in search of their pref-
erence.   

Due to competition, the quest of effi-
ciency by local governments is stimulated 
and the risk of corruption and rent-
seeking is limited (Breton 1996). Fiscal 
decentralization is often seen as a way to 
promote more efficient markets (McKin-
non 1997; Marks and Hooghe 2004).  

Finally, fiscal decentralization is often 
seen as a way to increase participation, 
transparency and accountability in mak-
ing policies (Putnam 1993; Ebel and Yil-
maz 2002). Because of the increased 
proximity between the rulers and the 
ruled, fiscal decentralization leads to 
more relations between citizens and offi-
cial institutions which contributes to re-
duction of transaction costs. 

However, decentralization don’t have 
the same impact all over the jurisdictions, 
its  largely dependent on fiscal and tech-
nical capacity of local governments and 
those of citizens to be heard. So decen-
tralization is beneficial to privileged 
populations, widening the gap with the 
poorest ones.  Caldeira and al. (2012) 
show in their empirical study of Benin: 
decentralization has a positive average 
impact on access to basic services but 
tends to increase inequalities in access 
between and within local jurisdictions. 

In this wake, the allocating efficiency 
of decentralization is limited by the exist-
ence of economies of scale, the spillover 
effects or limited technical, administrative 
and fiscal capacity. Prud'homme (1995) 
and Bardhan (2002) stress that there is 
the risk of more corruption that decen-
tralization might result in developing 

countries. Local decision makers are 
more liable to set up privilege relations 
with local pressure groups which could 
conduct to more corruption. 

Other studies on the subject also raise 
the drawbacks of decentralization in 
terms of macroeconomic performances. 
The income redistribution function 
should remain the responsibility of the 
central government; the process of de-
centralization is likely to generate perma-
nent imbalances (Prud'homme 1995; 
Manor 1999). To deal with this, it is 
agreed in the literature that decentraliza-
tion must be coupled with stable, effi-
cient and adequate intergovernmental 
transfers of funds (Buchanan 1950; Oates 
1972;  Gramlich 1977). 

Decentralization will also affect the 
economic stabilization function because 
fiscal policy is hardly manageable locally. 
This is due to spillover effects (Pru-
d'hommme 1995), local budget revenues 
which can be inelastic to revenue (Smoke 
2001) and to the lack on local govern-
ments intervention in employment and 
expenditure in developing countries.  

2. Empirical studies  

A number of studies have examined 
the link between fiscal decentralization 
and economic growth. Such studies have 
demonstrated contradictory results, since 
many of them have shown the positive 
effect while others have found almost 
negative or no significant link between 
them. 

Using a panel-data of 51 developed 
and developing countries for the period 
1997-2001, Iimi (2005) has proved a posi-
tive correlation between fiscal decentrali-
zation and Gross Domestic Product 
growth. Eight years later, the same find-
ings have been demonstrated for the 
OECD countries between 1970-2010 
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according to the studies of Blöchliger 
(2013) and Blöchliger and Egert (2013). 
King and Ma (2001) reveal that countries 
adopting decentralization have low index 
of inflation. 

However, many studies found differ-
ent results depending on the decentraliza-
tion indicators used. Szaworska (2015) 
has found a positive and significant rela-
tion between expenditures decentraliza-
tion and economic growth and also a 
negative impact of resources decentraliza-
tion on the growth. Adetola Adefeso 
(2015) et Gemmell, Kneller et Sanz 
(2013) found a positive effect of revenues 
decentralization on economic growth and 
a negative one of expenditures decentrali-
zation. The first author has worked on 
selected African countries while the sec-
ond has based his study on 23   selected 
OECD countries for the period 1972-
2005.Based on data-paneled of 46 devel-
oped and developing countries, Davoodi 
and Zou (1998) proved a negative corre-
lation between fiscal decentralization and 
economic growth in developing countries 
but in developed ones no relation has 
been proved. Also, no statistically signifi-
cant relation between Gross Domestic 
Product growth and fiscal decentraliza-
tion has been found by Woller and Phil-
lips (1998) in his research on 23 devel-
oped and developing countries for the 
period 1974-1991. Also, Thornton (2007) 
has demonstrated that the relation be-
tween the two variables may be insignifi-
cant in his study on 19 selected OECD 
countries for the period 1980-2000,. 

Wibbels (2000) shows a negative im-
pact of fiscal federalism on macroeco-
nomic performance resulting by higher 
inflation levels and larger fiscal imbalanc-
es. Both studies Rodriguez-Pose and Ez-
curra (2010) and Rodriguez-Pose and 

Kroijer (2009) showed a negative effect 
of fiscal decentralization on economic 
growth. 

De Mello (2000) shows that decentral-
ization, when combined with dependency 
of local authority on transfers of funds 
from central government, leads to the 
degradation of national public finances. 
Rodden (2002) reveals that persistent 
deficits arise when local governments are 
dependent on transfers of funds from 
federal governments and when they re-
sort to debt. 

Most intra - country studies that we 
represent in details in Table 1, have ex-
amined a sample of developed and devel-
oping countries or a sample of only de-
veloped countries especially OECD ones. 

So, our study is distinguishingly char-
acterized by its work on developing and 
emerging countries. The aim is to distin-
guish itself from different empirical stud-
ies which a sharing   and confusing. 

 

 

Table 1: Empirical studies on 
the effects of fiscal decentraliza-

tion on economic growth: 

Table updated and modified ac-
cording to the studies of Caldeira 
and al (2014), Blochliger and al 
(2013) and  Gemmel and  al (2013) 
DV : Dependant variable, IV : 
Indpendant variable, SURE : seem-
ingly unrelated regression equation, 
GMM : generalized method of 
moments, GDP : Gross Domestic 
Product 
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III. Methodology  

1. Empirical method  

We proceed by a cross-country analy-
sis based on the International Monetary 
Fund database (IMF: Government Fi-
nance Statistics (GFS)) that centralizes 
the revenues and expenditures of coun-
tries according to the structures of gov-
ernment (General, Central, State and Lo-
cal government). However, the local de-
tail is not available for most of the coun-
tries and even less for the developing and 
emerging ones. This leads us to limit our 
study to 38 emerging and developing 
countries for the period of 2000-2014. 
Our method is that GMM dynamic panel. 

A dynamic model is a model in which 
one or more delays in the dependent var-
iable are included as explanatory varia-
bles. Unlike the GMM (Generalized 
Method of Moment) dynamic, standard 
econometric techniques such as MCO 
does not provide efficient estimations of 
such a model, because of the presence of 
the lagged dependent variable on the 
right of  the equation. 

The advantage of this method is that it 
solves the problems of simultaneity, cau-
sality and omitted variables that weak-
ened the findings of previous studies. It 
also helps treat the endogeneity problem 
of all the explanatory variables, which 
arises when studying the relationship 
between economic growth and fiscal de-
centralization. There are two variants of 
the GMM estimator in dynamic panel: 
GMM estimator in first difference and 
the GMM estimator system. The GMM 
estimator in first difference involves tak-
ing for each period the first difference of 
the equation to remove the specific ef-
fects of the country, and then instru-
mented explanatory variables in first dif-
ference equation by their values lagged 
level a period or more. 

Two tests are associated with the es-
timator of GMM dynamic panel: the test 
on identification Sargan / Hansen, which 
can test the validity of the lagged varia-
bles as instruments, and testing autocor-
relation Arellano and Bond where null 
hypothesis is the absence of autocorrela-
tion of the first order errors in the level 
equation. 

2. The models 

In order to test the nature of the rela-
tionship between fiscal decentralization 
and economic growth, we use the model 
generally used (Levine and Renelt 1992; 
Woller and Philips 1998; Davoodi and 
Zou 1999) which is based on the model 
of endogeneity of  Baroo (1990). for our 
study we will focus on three models that 
are each using a different fiscal decentral-
ization indicator. 

Model (1) represents the relationship 
between economic growth and the com-
posite indicator of fiscal decentralization. 

dgrgdp ,

= + dCOMPs , + dENSC ,

+ dEXPH , + dGRPOP ,

+ dDEFL , + ,

+ ;                                                                                                

Model (2) represents the relationship 
between economic growth and expendi-
tures decentralization indicator. 

dgrgdp ,

= + dFDEXP , + dENSC ,

+ dEXPH , + dGRPOP ,

+ dDEFL , + ,

+ ;                                                                                                

Model (3) represents the relationship 
between economic growth and revenues 
decentralization indicator. 
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dgrgdp ,

= + dFDREV , + dENSC ,

+ dEXPH , + dGRPOP ,

+ dDEFL , + ,

+ ;                                                                                                     (3) 

3. Indicators 

dgrgdp ,  : matches to the differen-
tial of Gross Domestic Product growth 
per capita. The variable is taken from the 
database of the World Bank. 

Decentralization variables: Numbers 
of empirical studies have examined the 
variables that measure fiscal decentraliza-
tion and how to calculate. The share of 
local public expenditure (revenue) on 
total public expenditure (revenue) has 
been widely used as a proxy for the de-
gree of decentralization (Pryor 1968; 
Oates 1972; Panizza 1999). Oates (1972) 
suggests that, although imperfect, this 
variable should be a good measure of 
fiscal decentralization as "the extent of 
government activity on taxation and ex-
penditure of public funds is certainly a 
component of fundamental importance 
in determining its influence on resource 
allocation (Oates 1972 p. 197). Further-
more, fiscal decentralization is often cited 
as an important ingredient for the re-
sponsibility and good governance, be-
cause the delegation of revenue collection 
and power expenses corrects fiscal verti-
cal imbalances between different levels of 
government. However, fiscal decentrali-
zation is multidimensional variable and 
requires multidimensional measures to 
have a real insight of it.  . For this, Mar-
tinez- Vazquez and Timofeev (2010) have 
developed a multidimensional composite 
index which we have used in this analysis. 

For the three fiscal decentralization 
variables we use the database of the In-
ternational Monetary Fund IMF, Gov-
ernment Finance Statistics GFS. 

dFDEXP ,   : Fiscal decentralization 
index is related to the expenditures and is 
calculated by the share of local public 
expenditure on the total public expendi-
ture. In the numerator we used the ex-
penditures at the level of “local Govern-
ment” and “State Government”. For the 
denominator we used the expenditures at 
the level of “General Government” (lo-
cal, state, and central). 

dFDREV ,   : Fiscal decentralization 
index related to resources which is calcu-
lated by the share of local public revenues 
on the total public revenues. 

dCOMPs ,  :  The composite ratio of 
decentralization is calculated by the equa-
tion (RD/ (1-ED)) which consists of 
both revenues (RD) and expenditures 
decentralization (ED). 

Adding to this, the important control 
variables identified by Levine and Renelt 
in order to analyse the cross country re-
gression of economic performances 
(Davoodi and Zou, 1999; Rodriguez-Pose 
and Kroijer, 2009.). All the following 
variables are taken from the database of 
the World Bank. 

dENSC ,  : Differential in Enrollment 
Secondary school level, dEXPH ,  : Dif-
ferential in expenditure on health to 
GDP,  dGRPOP ,  : differential growth of 
population, dDEFL ,  : Differential im-
plicit GDP deflator is the ratio of GDP 
in current local currency on GDP in con-
stant local currency and  ,  : Dif-
ferential capital production captured by 
the Gross fixed capital formation (% of 
GDP). 

; : Residue of the model, it repre-
sents other variables not taken into ac-
count in this model. 
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4. Results and Discussion 
 
 The correlation between the 

composite of fiscal decentralization and 
economic growth 

According to the results estimated 
from the first model in the following 
chart, we notice that there is a strong and 
significant correlation between the com-
posite ratio of fiscal decentralization and 
economic growth. But the negative sign 
of this relationship shows that in the case 
of developing and emerging countries, 
fiscal decentralization stands in the way 
of the economic growth. A 1 deviation 
increase of the composite ratio of fiscal 
decentralization decreases a GDP per 
capita by 0.53 point. 

As for other variables, they are signifi-
cant except the variable of population 
growth.  The correlations of rate of en-
rollment in secondary school level, popu-
lation growth, the implicit deflator of the 
GDP and the capital production have all 
positives relations signs.  Expenditure on 
health to GDP with a low coefficient of -
0.02 represent the only negative correla-
tion. 

To better understand the significant 
and negative correlation between the 
GDP growth and the composite of de-
centralization, we have to clarify the cor-
relation between the economic growth 
and the two indicators of decentralization 
(expenditure and revenue decentraliza-
tion). 

 The correlation between the eco-
nomic growth and expenditure decentral-
ization index. 

According to the results estimated 
from the second model in the chart, there 
is a significant correlation between ex-
penditure decentralization index and eco-

nomic growth. But the negative sign of 
this relationship shows that in the case of 
developing countries, fiscal decentraliza-
tion hinders the economic growth. A 1 
deviation increase of expenditure decen-
tralization index decreases the GDP per 
capita by 0.33 point.    

For the other variables, three relations 
are significant: expenditure on health, 
deflator and the capital production. The 
variables of population growth and the 
rate of enrollment in secondary school 
are not so significant. All signs of rela-
tions are positive and have low coeffi-
cient except the variable of expenditure 
on health which has negative sign (-
0.038). 

 The correlation between the eco-
nomic growth and revenue decentraliza-
tion index. 

According to the results estimated 
from the third model in the chart, we see 
that there is a significant correlation be-
tween revenue decentralization indicator 
and economic growth. But the negative 
sign of this relationship shows that in the 
case of developing and emerging coun-
tries, fiscal decentralization hinders the 
economic growth. A 1 deviation increase 
of revenue decentralization indicator de-
creases the GDP per capita by 0.73 
points.   

In this model, only the variables of 
capital production and deflator have sig-
nificant relation to GDP growth. Other-
wise the population growth and capital 
production have negative correlations to 
GDP growth respectively at (-0.002) and 
(-0.04). 
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Table 2 : Dynamic Panel Data estimations : 

 Dependant variable dgrgdp ,  :GDP growth per capita 

Variables Model (1) Model  (2) Model  (3) 
dgrgdp , (-1) -0.77  

    (-16.73)** 
-0.78 
(-44.72)** 

-0.79 
(-8.35)** 

dgrgdp , (-2) 
 

-0.37 
(-7.31)** 

-0.39 
(-14.51)** 

-0.36 
(-2.15)** 

dCOMPs ,   
 

-0.53 
(-6.44)** 

  

dFDEXP ,   
 

 -0.33 
(-13.37)** 

 

dFDREV ,   
 

  -0.73 
(-7.67)** 

,  0.01 
(11.74)** 

0.01 
(18.10)** 

0.01 
(15.98)** 

dGRPOP ,  0.02 
(0.89) 

0.004 
(0.78) 

-0.002 
(-0.14) 

dDEFL ,  0.001 
(4.19)** 

0.001 
(8.84)** 

0.0009 
(4.62)** 

dENSC ,  
 

0.001 
(1.74)* 

0.004 
(1.59) 

0.0004 
(0.89) 

dEXPH ,  
 

-0.02 
(-4.58)** 

-0.038 
(-13.44)** 

-0.04 
(-4.93) 

Total observa-
tions 

199 199 200 

S.E regressions 0.06 0.05 0.06 
Mean depend-
ant var 

-0.001 -0.001 -0.0009 

S.d dependent 
var 

0.06 0.066 0.067 

Instrument 
rank 

36 36 36 

J-statistic 24.65 31.09 23.24 

Prob j-statistic 0.64 0.31 0.72 
 
The content table is elaborated according to the E-Views finding of our analysis. 
 

Values in the parentheses represent t-statistics:   *  and** show the level of significant at 
5%  and 10% respectively. 

As demonstrated above, Our findings 
lead us to conclude that there exists a 

negative and statistically significant rela-
tionship between fiscal decentralization 
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and growth of GDP per capita for our 
sample of countries for the period 2000-
2014, which is similar to the findings of 
Davoodi and Zou (1998) who also 
proved the negative relationship between 
fiscal decentralization and economic 
growth in developing countries.  

In the same sense, Wibbels (2000) ca-
larifies that fiscal federalism negatively 
influences the macro economic perfor-
mances by inducing highly important 
levels of inflation and fiscal imbalances. 
Also, both studies of Rodriguez-Pose and 
Ezcurra (2010) and Rodriguez-Pose and 
Kroijer (2009) revealed a negative effect 
of fiscal decentralization on economic 
growth. 

IV. CONCLUSION 

According to our results we conclude 
that fiscal decentralization measured by 
three indicators (composite ratio, expend-
itures and revenues decentralization)   
triggers regression in GDP per capita in 
46 developing countries for the period 
2000-2014. 

This leads us to the repercussions of 
decentralization on the economic per-
formances in the developing countries. 
Despite the expected positive effects of 
decentralization through the mechanisms 
of proximity and competition (Hayek 
1948; Tiebout 1956; Oates 1972), local 
governments find problems in the adop-
tion and application of decentralization.  

The first judgement againt fiscal de-
centralization is related to the founda-
tions of the proximity process. Apparent-
ly, there is no compelling reason to be-
lieve that the information obtained at 
central level are less precise than those 
collected locally (Tanzi 1996). The author 
added that local citizens are not able to 
have pressure on the local officials be-
cause local democracy is not efficient or 

weakly applied in developing countries.  
Prud'homme (1995) also argues that local 
preferences are complex and multiple. 
They can’t be expressed in a single vote 
for the local elections usually depend on 
personal loyalties and / or policies and 
rarely reflect the preferences of the local 
population.  

Decentralization has not a uniform ef-
fect throughout the country,  its impact is 
largely dependent on fiscal and technical 
capacity of local governments and those 
of citizens to be heard. In the same way, 
the function of economic redistribution 
should remain the responsibility of the 
central government for decentralization 
would contribute to a permanent increase 
in inequality (Prud'homme 1995 and 
Manor 1999). To deal with this, it is 
agreed in the literature that decentraliza-
tion must be coupled with stable, effi-
cient and adequate intergovernmental 
transfers of funds (Buchanan 1950; Oates 
1972; and Gramlich 1977). 

Adding to that, the allocating efficien-
cy of decentralization is limited by the 
existence of economies of scale, the spill-
over effects or limited technical, adminis-
trative and tax capacity. This limitation of 
technical and financial capacity generates 
a low investment in technology and inno-
vation (Prud'homme 1995). Prud'homme 
(1995) and Bardhan (2002) also stress the 
risk of corruption induced by decentrali-
zation in developing countries. Local 
decision makers are better able to estab-
lish privileged relationships with local 
interest groups and are more sensitive to 
their pressure. 

In addition, decentralization will also 
affect the function of stabilization by 
fiscal policy that is an important lever of 
it, which is hardly manageable locally. 

The majority of the authors criticizing 
decentralization does no neglect its ad-
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vantages and is not against its adoption. 
It prompts the need to increase the de-
centralization process with certain types 
of institutions.  In the presence of these 
institutional arrangements, decentraliza-
tion could generate benefits that are 
promised by its supporters. 
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Appendix 1: 
 
Dependent Variable: DGR100   
Method: Panel Generalized Method of Moments  
Transformation: First Differences  
Date: 05/21/16   Time: 20:14   
Sample (adjusted): 2004 2013   
Periods included: 10   
Cross-sections included: 36   
Total panel (unbalanced) observations: 199  
White period instrument weighting matrix  
White period standard errors & covariance (d.f. corrected) 
Instrument specification: @DYN(DGR100,-2)  
Constant added to instrument list  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     DGR100(-1) -0.767821 0.045898 -16.72899 0.0000 
DGR100(-2) -0.373274 0.051049 -7.312018 0.0000 
DCOMP -0.532192 0.082574 -6.445070 0.0000 
DDEFL 0.001199 0.000286 4.194239 0.0000 
DENSC 0.001008 0.000578 1.745976 0.0824 
DEXPH -0.028956 0.006320 -4.581871 0.0000 
DGRPOP 0.021691 0.024243 0.894735 0.3721 
DCFOR 0.012815 0.001091 11.74853 0.0000 
     
      Effects Specification   
     
     Cross-section fixed (first differences)  
     
     Mean dependent var -0.001874     S.D. dependent var 0.066199 
S.E. of regression 0.059878     Sum squared resid 0.684807 
J-statistic 24.65129     Instrument rank 36 
Prob(J-statistic) 0.646741    
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Dependent Variable: DGR100   
Method: Panel Generalized Method of Moments  
Transformation: First Differences  
Date: 05/21/16   Time: 20:20   
Sample (adjusted): 2004 2013   
Periods included: 10   
Cross-sections included: 36   
Total panel (unbalanced) observations: 199  
White period instrument weighting matrix  
White period standard errors & covariance (d.f. corrected) 
Instrument specification: @DYN(DGR100,-2)  
Constant added to instrument list  
     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     DGR100(-1) -0.782578 0.017496 -44.72940 0.0000 
DGR100(-2) -0.391192 0.026949 -14.51615 0.0000 
DFDEXP -0.331122 0.024751 -13.37786 0.0000 
DCFOR 0.012273 0.000678 18.10324 0.0000 
DDEFL 0.001288 0.000146 8.842065 0.0000 
DENSC 0.000476 0.000298 1.595815 0.1122 
DEXPH -0.038240 0.002845 -13.44224 0.0000 
DGRPOP 0.004837 0.006130 0.789195 0.4310 
     
      Effects Specification   
     
     Cross-section fixed (first differences)  
     
     Mean dependent var -0.001874     S.D. dependent var 0.066199 
S.E. of regression 0.059885     Sum squared resid 0.684967 
J-statistic 31.09285     Instrument rank 36 
Prob(J-statistic) 0.312973    
           

Arellano-Bond Serial Correlation Test  
Equation: Untitled   
Date: 05/21/16   Time: 20:22   
Sample: 2000 2014   
Included observations: 199   
     
     Test order m-Statistic  rho      SE(rho) Prob.  
     
     AR(1) NA -0.254784 NA NA 
AR(2) -0.022254 -0.020628 0.926903 0.9822 
     
     *Standard errors could not be computed. Try different covariance 
matrix options 
     
     
     

 



        REVISTA DE ESTUDIOS FRONTERIZOS DEL ESTRECHO DE GIBRALTAR  R      

    FISCAL DESENTRALIZATION AND ECONOMIC GROWTH IN EMERGING AND DEVELOPING COUNTRIES 

 

 

 

 

 

19 

Dependent Variable: DGR100   
Method: Panel Generalized Method of 
Moments  
Transformation: First Differences  
Date: 05/21/16   Time: 20:24   
Sample (adjusted): 2004 2013   
Periods included: 10   
Cross-sections included: 36   
Total panel (unbalanced) observations: 
200  
White period instrument weighting 
matrix  
White period standard errors & covariance (d.f. 
corrected) 
Instrument specification: 
@DYN(DGR100,-2)  
Constant added to instrument list  
     

Variable Coefficient 
Std. 
Error 

t-
Statistic Prob.   

     DGR100(-
1) -0.795774 0.095250

-
8.3545550.0000 

DGR100(-
2) -0.363115 0.168651

-
2.1530530.0326 

DFDREV -0.732021 0.095392
-
7.6738210.0000 

DCFOR 0.012758 0.00079815.983200.0000 
DDEFL 0.000901 0.0001954.6251660.0000 
DENSC 0.000496 0.0005560.8926730.3731 

DEXPH -0.040094 0.008128
-
4.9326850.0000 

DGRPOP -0.002528 0.017876
-
0.1413990.8877 

     

 
Effects Specifica-
tion   

     Cross-section fixed (first differences)  
     Mean 
dependent 
var -0.000905 

    S.D. depend-
ent var 0.067192

S.E. of 
regression 0.062392 

    Sum squared 
resid 0.747419

J-statistic 23.24790 
    Instrument 
rank 36 

Prob(J-
statistic) 0.720536    
          

 

 


