Do Local Residents Value Federal Transfers:
Evidence from the Canadian Federation?
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They vary from EU to Fran
Brazil, Belgium, etc.
Applies to advanced, transition, and developing
countries

New forms of decentralization evident in the formation
of supra-national gov’ts like the EU

A means of addressing separatist aspirations

- Canada, UK, irag,......
A question of how payments are made
- To province/state or to local jurisdictions.
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UK, U.S., Japan, Mexico,




Motivation—cont.

* Decentralization of government functions has

advantages (Oates 1972; Shah 1997):
— Local gov'ts are “closer to the people” and politicians better
know the voters’ preferences
— Local gov’ts may be more responsive and accountable
— Lower transaction and other costs
* Disadvantages (Buchanan 1950, 1952; Bergvall 2006)—
horizontal and vertical imbalances

— Unequal fiscal capacities in the face of desired horizontal &
vertical equity—my focus is more horizontal equity.

— Potential for “fiscally induced” migration (inefficient) that is
based on gov’t services, not productivity differentials.
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Transfers and Decentralization

* Federal-to-local transfers may be offered as a
“correction” for differences in Net Fiscal Benefits
(NFB) (Boadway and Flatters 1982)

* Implied local gov’t use of transfers to provide
valued public goods and services

* Questions of effectiveness: described more below

— Do residents respond as desired?

— Are migration patterns supportive of the contention
that transfers are valued by residents?

— Unintended negative side-effects, inefficiencies?
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