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Flypaper Effect
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Per-unit grants stimulate government expenditure more than
oo the income of citizen"
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Reduced Farm:
Gi — a+ﬁlzi+ﬁ2mi+X+8i

G is decomposed....
Z is decomposed...

Methodology:
Building Spatial Weighting matrix

Spatial as Spillover (Spatial Lag Model) /
Spatial as Interdependency Factor (Spatial Error Mod
Geographical Weighted Regression
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Total Expenditure vs Grant

1.87 1.12

Acosta, 2010

Capital Routine
Expenditure vs Expenditure
Grant vs Grant

1.49 1.12

Decentralization Process

Before 2004 After 2004

2.44 1.97

Size of Flypaper Effect

6.01

Kakamu et al, 2014

37.57

Gennaro &

Messina, 2014
Stimulation Effect of Grant

Gramlich et al, 1973

Lalvani, 2002

DepVar TOT XPD ROU XPD CAP XPD
OLS SL- SE- OLS SL- SE- OLS SL- SE-
ML ML ML ML ML ML
(1) (2) (3) (4) (5) (6) (7) (8) (9)
Equalization 1.01° 1.00¢ 1.01# 0.76“ 0.71% 0.64° -0.09 -0.08 -0.08
Grant (0.02)  (0.02) (0.02) (0.04) (0.04) (0.04) (0.09) (0.09) (0.09)
Specific 1.13¢ 1.23% 098" —147* -1.05*% —0.62" 1.50¢ 1.55% 1.40b
Allocation Grant  (0.14)  (0.14)  (0.14) (0.28) (0.28) (0.26)  (0.71) (0.71) (0.72)
Revenue 1.25" 1.24¢ 1.23¢ 0.27¢ 0.26° 0.26¢ 0.52¢ 0.50¢ 0.52¢
Sharing (0.01) (0.01) (0.01) (0.02) (0.02) (0.02) (0.04) (0.04) (0.04)
HH Income 0.11¢ 0.10¢ 0.12¢ 0.29¢ 0.27¢ 0.36¢ 0.19¢ 0.17¢ 0.19¢
(0.01) (0.01) (0.01) (0.02) (0.02) (0.02) (0.05) (0.05) (0.05)
Y-Spatial L(l,g/(r 0.03¢ 0.10° 0.08¢
(0.01) (0.02) (0.05)
Lambda 0.38¢ 0.47¢ 0.10¢
(0.05) (0.05) (0.06)
N 431 431 431 431 431 431 431 431 431

Notes: Standard errors in brackets; a denotes significance at 1% level, b at 5% and ¢ at 10%.



Percentile:
(0157 :0606] 10%
[0515:03852] 20%
[0958:1237) 30%
[1337:14233] 40%
[1434:1524] 50%
[1525:1666] 60%
[1667:1761] 70%
[1765:2004] 80%

[2015:2222] 90%
(2329 :8.188) 100%

After 2004
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Conclusion and Discussion

Fiscal decentralization indeed leads to observation of the flypaper effect even after
spatial spillover is controlled.

Lump sum transfer stimulates spending more than matching grants, but the
stimulation effect decreasing - Rethinking fiscal transfer?

» Ex-ante vs Ex-Post Transfer (Soft Budget vs Hard Budget)

Like a flypaper, lump sum grants stick on routine spending, matching grants sticks on
capital spending

The size of flypaper effect can reflect the dependency of local government on fiscal
transfer

Should the central government intervenes on LG expenditure? Yes but in an indirect
way

Decentralization process in Indonesia is on the right track




