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* Endogeneity of fiscal transfers
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* Dahlberg etal. (2008) > RO I—TUD—EERTIXEEINT-

* Quasi-experiment| & HREE L+ 5 Tl

Intro.
s FAYDIFEAEDTHRTH (XA OBFEIIKFEL BRI ES

o ANyt IZE T SEqualization transferlZ N O REIZEC=-BRENH S
o BAERFSERIL . TETHT D BA BREE (fiscal need) & BABIR A (fiscal capacity)[C&YiRES
* Fiscal capacityld— A H =Y FULA
« Fiscal need X N ORIRITIKFLTRED
s FFRELAORBORELHIHIZERESHEBEENDH L EKTE
o RELHHETHIZEE — ALY TRELHMBBIREZITES




Fiscal arrangements in Hesse
c FAYDITRITERAREMD TIZESHIZIEBDSEHIE
* Kreise (counties), Kresfreie Stadte (cities with county status), Gemeinden
(municipalities)
« B BABRARTHAmunicipalitiesEZL DA H Y —E XD EEEZEIES
« ¥4 Aldlocal business tax (Gewerbesteuer), local tax on building and estates
(Grundsteuer B)

* municipalities(dstate )\ 5 B B2 5% 2 1T HL D
* statelCK O T BBEDIL—ILIERED
« ANyUMADRAICIH MBI DIREZTIRTET D
s — RS LB TEMEE (FREER)
* municipalities&counties~D— iR EME (EF NZELHH D
o —fi%4#BN<E (Emunicipal equalization lawlZH> TRESN D

Frequency
1

20000 40000
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Figure 1: DISTRIBUTION OF POPULATION SIZE This figure describes the number of municipalities in Hesse
with a given population size. .
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AU TIRMREEOHEICHLNT, ADSRECELTRESY
o ORI AR E S
s DM TIEIAORBEKEICHEDWNTHEFZEHLEMT S

s AyEUMTIIBEDRIEZTEHLT A EAODEMNKRELD YT
* S000ANULTDEBAEDITAMI10712AY, 5000 A 21140 DA MZH B

c PBRFEEQOEELEL, FICK>TERY, —MRENRICEY L ToNBIRNE
RO BBEDNELFLIGDIIICREMITRESND

c MBRFREMBURADKESZ LK T HETHRBEDENRED
- MBURAD M BBEEE FE L&, ZDEESH DI
- FRENMBEEDXERALLE . ZMA DI OEIETIHSND
- MBIRASHBRBERLY LESLE BMRO—ERHHLERTID

11
Table 1: THRESHOLDS FOR POPULATION
WEIGHTS IN THE HESSIAN FISCAL
EQUALIZATION LAW
Population Weight
1 2
> 1 and <= 5000 107
> 5000 and <= 7500 114
> 7500 and <= 10000 121
> 10000 and <= 15000 124
> 15000 and <= 20000 126
> 20000 and <= 30000 127
> 30000 and <= 50000 129
> 50000 130
® This table presents the weights per inhabitant each munic-
ipality within different population brackets receives in de-
termining its fiscal need. Thresholds according to Anlage
1 of the Hessian Gesetz zur Regelung des Finanzausgleichs
(FAG).
12




Transfers and Thresholds
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s FEZEOYUTHRETHAIREME N HS > Figure 3(a)
s RKEMIZIX, BEOEDEZRLAHS
* 5000, 7500, 15000 EHE TIX, — AN L=V A BB EL A TEE (18N
* 200000 FAE TIEEL R
* 10000 EMETIED ¥ TIXERETE4LN
o BEDBEABIKRIL. 20004 D State Development PlanlZd& > Tcentral town&L THEE
o REOAEEBHEGEEN., AORRICEARE1250 A4S
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Figure 4(a)
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Figure 4(b
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Table 2: EQUALIZATION TRANSFERS AND POPULATION THRESHOLDS, HESs-
SIAN MUNICIPALITIES, 1991-2010
1 1 I w v
b/z b/z b/z b/z b/z
Bracket=5001-7T500 -14 . 087*** 24.943%% 25 597%%* 24.663%**
(-2.857) (3.241) (3.438) (3.136)
Bracket=7501-10000 26.639*** 65_182%% 65_399%*~ 64.080*+*
(3.144) (5.058) (5.219) (5.809)
Bracket—10001-15000 28 _831%** TS .538%** 76.413%*~ T4.307%**
(2.879) (4.631) (4.849) (5.267)
Bracket=15001-20000 48 945+~ 92 295%** 93.064%*~ 99.000%**
(-3.964) (3.254) (4.270) (4.42a) (5.679)
Bracket—=20001-30000 -90.042%+* 26205 45.148 44.456 T4.345%%*
(-15.666) (1.226) (1.590) (1.593) (3.323)
Bracket—=30001-50000 -117.694%** 66 _878** 7107 36.276 TO.403%+*
(-17.778) (2.091) (1.082) (1.025) (2.788)
Council size 0.650
(0.922)
Population share <15 16.195%++
(8.412)
Population share =65 9.021°°*
(13.111)
Central town 10.252+
(1.938)
Abundant municipality -146.714%*~
(-41.188)
Population (linear) No Yes Yes Yes Yes
Population (cubic) No No Yes Yes Yes
Year dummies No No No Yes Yes
N 4131 1131 4131 4131 4131
Municipalities 414 114 414 414 414
F 85.440 81.347 64.483 15.649 133.710 18




OLSIZKAHEERR

e Model 1 #3X—NDH
- BEICETS2ZEHIIAIZEE
* Model 2 AOMD1RXRH

* Model 3 AOMD3RH
* Model4 ANAM3IRKET. BREIBEESR

* Model 5 AOM3IRAET. BrEIEIENR. TDMAIEDHIEZE L
- BEICBET AR RIIEICERE

- REGITEINT B LA DD

Empirical model

« 2SLSIC KB HEE
* yit = a + Transfers per capita; + 8,1 + vf (Population);; + fx;; + €;

* y;: :expenditure, business tax multiplier, property tax multiplier
c BIHDTIONILLERE
* f(Population):3RETHZIAN
« BB EEONEMEEET H-OIC. AORZRICEIIEELXZFIATS
o x: HIEZE R
« central town, BABLAICRBOHAHEIH OB RIELTEET S
* heteroscedasticity and autocorrelation robust standard errors
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Table 3: EQUALIZATION TRANSFERS AND EXPENDITURES, HESSIAN
MuNICIPALITIES, 2001-2010, OLS AnND TSLS REGRESSIONS

OLs TSLS 1 I'SLS 11 I'SLS 111
b/z b/z b/2 b/z
Tra per cap. -0.394%*=* 1.265%* 1.197%* 1.562%*
1.518 2.015) (1.991 (2.41
Expenditures 21 TO3*** 0.T16%* 0.662%
1.944 14.054) 14.274 (13.857
« cil = 2.694
001
Popula shay 31.07
.32
Popu hare -7.011
&
« 1 tow 30.603
(1.180)
Al ia 1 158.064%%*
(4.35
Yo Yes Yes Yes Yes
“en No No Yes Ye
N 32 329 3205 329
Municipalities aTo 37 370 370
E 1.57¢ 54.316 39.880 12.577
Hansen-J (p-value) 0.318 0.322 0.121
Cragg-Donald Wald F statistic 14.061 15.783 18.296
Kleinbergen-Paap Wald F statistic 7278 7.969 9.170

21

Table 3:Results for total expenditure

¢ 2SLISHEER
- BB EGIIEBICEONREEEZS

s —ABEYOMBBENII-DEMT HE, — AB Y HIF12—OE0
- WHDAUTSOBRERE . HEIRHELM Dtax baseEIFURAT TS HIEIEOT
- A OBULH ML, TRTATAX HEE T ST ATAE

« OSIFBICEELER
o BABURAAMBEWNTHEIA ALY Z2<LDBBIEREZ(+ T, RRFICKYDLBENTZHET S50
« LA\L. ADICLRRIELZZEETHLEDHRERED

* Flypaper effects& X 59 5 R
s REMICIHBLTHRLONTFER
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Table 4: EQUALIZATION TRANSFERS AND BUSINESS TAX MULTIPLIERS,

HEssiAN MuNICIPALITIES, 2001-2010, TSLS REGRESSIONS

oLs TSLS 1 TSLS 11 TSLS 111
b/z b/z b/z b/z
Transfers per cap. 0.001 -0.025 -0.025 -0.025%
(1.008) (-1.618) (-1.615) (-1.719)
Business tax multipliere 1 0.971%%* 0.958%** 0.957%%* 0.955%%%
(145.432) (83.878) (81.862) (89.414)
Council size -0.032
(-0.543)
Population share <15 0.023
(0.093)
Population share > 65 0.337%*
(2.071)
Central town -0.173
(-0.368)
Abundant municipality -5.152%=
(-2.118)
Population (cubic) Yes Yes Yes Yes
(ear dummies No No Yes Yes
N 3298 3298 3208 3208
Municipalities 370 370 370 370
F 4804.824 1782.048 2080.329 1815.413
Hansen-J (p-value) 0.797 0.852 0.553
Cragg-Donald Wald F statistic 7.385 8.068 10.880
Kleinbergen-Paap Wald F statistic 4.165 4.560 6.052 23
Table 5: EQUALIZATION TRANSFERS AND PROPERTY TAX MULTIPLI-
ERS, HEssiAN MunicipALITIES, 2001-2010, TSLS REGRES-
SIONS
oLs TSLS 1 TSLS 11 TSLS 111
b/z b/z b/z b/z
Transfers per cap. -0.001 0.004 0.005 0.005
(-0.497) (0.223) (0.248) (0.242)
Property tax multiplier, 4 0.962%** 0.958%** 0.958%%*% 0.950%**
(193.285) (70.230) (72.615) (98.776)
Council size 0.009
(0.116)
Population share <15 -0_806**
(-2.270)
Population share > 65 0.110
(0.627)
Central town -0.515
(-0.738)
Abundant municipality -0.806
(-0.253)
Population (cubic) Yes Yes Yes Yes
Year dummies No No Yes Yes
N 3298 3298 3208 3208
Municipalities 370 370 370 370
F 8883.875 8932.653 3628.130 2840.704
Hansen-J (p-value) 0.090 0.092 0.083
Cragg-Donald Wald F statistic 8.502 9.187 12.331
Kleinbergen-Paap Wald F statistic 4.629 4.871 6.471 24




Table 4&5 , Robustness checks

* business taxEBA BB ER X IF LA ERBEFZRMA R S ALY
s DI MNZEDEENHTLNLIDH
o — ALY EFBER N 1001 —OEINT B &, business taxld2.5R 4 2 L4

* property taxE BA BB ERI ZHBER T R oy
s BBLARNIETIFL=-OIHBIBENMERINI-EITBRZ AL

c IRAK . 2RATIIU-EOLHEE EDREER
* Different thresholds
« INRIEF IR D A

25

Conclusion

o ANyt M THETHIZE 1T B BB 852 & Hflypaper effect HV FEER
* Dahlberg et al.(2008) R T—T U DFERE—E

« 1=1=LFlypaper effect Bt FEABIZE N T—IRGIRR EEER T (D
[ZITEENDE
* quasi-experiment|Z & ARREEA DAL
* Knight(2002), Gordon(2004), Dahlberg et al.(2008)
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* Boadway, (2006), ”Intergovenmental redistributive transfers:
efficiency and equity,” in E. Ahmad and G. Brosio edi., Handbook of
Fiscal Federalism, Edward Elgar, Cheltenham, UK.
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