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Abstract. Decentralized fiscal decision-making is expected to enhance welfare by
promoting allocative efficiency gains and fostering greater political accountability.
Within this institutional framework, it is anticipated that individuals would be willing to
pay no less taxes in comparison to a centralized setting. This hypothesis is tested
through an experiment utilizing survey data, leveraging the decentralization process
that has transpired in Spain over the last 25 years. Individuals possess very limited
knowledge about the layer of government to which they pay taxes, frequently assuming
a centralized system. This holds true even in regions where tax decentralization is at its
maximum, as observed in the so-called 'foral regime'. Upon individuals 'discovering
decentralization' (i.e., being informed that the corresponding tax is more decentralized
than initially perceived), the Marginal Willingness to Pay Taxes experiences minimal
changes, except for the Personal Income Tax. These findings raise questions about the
purported benefits of tax decentralization.
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1. Introduction

Within the realm of fiscal decentralization, the provision of public services adapts to
diverse preferences and needs across territories (Oates, 1972). Additionally, it fosters
political accountability (Seabright, 1996). The resulting welfare gains from expenditure
decentralization are indeed beneficial. However, if expenditure decentralization occurs
without a parallel move towards revenue decentralization, it could potentially introduce
new inefficiencies, comparable to or even less advantageous than the previous
centralized status quo (Rodden, 2019). Furthermore, tax decentralization itself has the
potential to enhance political accountability through yardstick competition (Besley and
Case, 1995). Thus, to maximize social welfare, fiscal decentralization should encompass

both facets of the public budget: expenditure and revenue.

In light of tax autonomy and of the anticipated benefits associated with expenditure
decentralization, such as allocative efficiency and enhanced political accountability?,
decentralization is expected to increase citizens' willingness to pay taxes, or at the very
least, maintain the current level (Golem, 2010)2. In essence, tax autonomy serves as the
mechanism through which the welfare gains from expenditure decentralization are
realized. This is the theory. However, the effectiveness of this mechanism hinges
significantly on taxpayers' awareness of the specific layer of government to which they
pay taxes. Without such awareness, tax decentralization may represent potential
drawbacks, such as detrimental tax competition or increased tax administration and

compliance costs, without yielding tangible benefits.

Does tax decentralization contribute to a more prominent role for the public sector by
fostering a higher Marginal Willingness to Pay taxes (MWTP)? This is the hypothesis we
aim to examine, capitalizing on the extensive decentralization process that has unfolded
in Spain since the restoration of democracy in 1978. Tax decentralization has been

significantly advanced since the establishment of the regional layer of government

! See Espasa et al. (2017) for an estimation of the gains from expenditure decentralization applied to the
Spanish case.

2 See also the review of the empirical literature on decentralization and government size by Martinez-
Vazquez et al. (2017).



outlined in the 1978 Constitution. However, this advancement has not followed a
uniform trajectory across regions. Based on historical rights recognized by the
Constitution, the so-called 'foral regions' have enjoyed the maximum level of tax
autonomy possible from the outset of the process. This stands in stark contrast to the
rest of the regions, referred to as the 'common regime,' where tax empowerment is
lower and has been progressively granted over the past 25 years. Nevertheless, a
convergence in tax decentralization has not transpired across regimes. The current level
of decentralization in the 'common regime'—including regulatory powers, visibility in

tax compliance, and tax administration—is markedly lower.

Despite the differences across regimes, most citizens are unaware to which layer of
government they pay the PIT and the VAT. While one could expect this result for the
residents in ‘common regime’, it was unexpected for the ‘foral regime’. Therefore,
effective regulatory power and visibility of who is responsible for administering the tax
do not make any difference in the “foral regime’ with respect to the ‘common regime’.
These results come from an on-line survey conducted at the end of 2021, whose
territorial representativeness is guaranteed. In practice, thus, the necessary condition
for tax autonomy to materialize the gains from expenditure decentralization does not

hold.

Subsequently, we conducted an experiment within the on-line survey. Individuals who
incorrectly identified the PIT or the VAT as more centralized than they are—constituting
the majority—were provided with the correct information. For this group, we compared
their MWTP before and after they ‘discover tax decentralization’. Very few respondents
changed their predisposition to pay taxes. This casts doubts on the utility of tax
decentralization as a mechanism to materialize the supposed gains from expenditure
decentralization. Only for the PIT, we observe a significant positive impact of tax
decentralization on MWTP. Then, for both taxes we amended the original MWTP of
those who incorrectly assigned the tax while the original remains for those who were
right about tax assignment. Next, we performed an econometric analysis to test whether
the MWTP under perfect knowledge differs between ‘foral regime’ (fully tax

decentralized) and ‘common regime’ (partially tax decentralized). In line with the little



impact of ‘Discovering Tax Decentralization’ on the MWTP, ceteris paribus, we do not
observe statistically significant differences in the predisposition to pay taxes across
regimes. In conclusion, we infer that citizens currently do not perceive significant
welfare gains from expenditure decentralization, suggesting that the potential role of
revenue decentralization in fostering public sector activity does not appear to be a

priority.

The rest of the paper is organized as follows. In Section 2, we describe the main
characteristics of decentralized taxation in Spain, highlighting the differences between
the foral and the common regime. In Section 3, we describe the questionnaire from
which we obtained the survey data, and set the hypotheses and empirical framework.

In Section 4, we present our main results; and Section 5 concludes.

2. Tax Decentralization in the Spanish Regional Financing System

With the approval of the 1978 Constitution Spain created an intermediate layer of
government, the regional one, so-called Autonomous Communities (AC hereafter),
granting them self-government. Since then, ACs have acquired substantial powers and
responsibilities from the central government, playing a pivotal role in providing public
services such as education, health, and social services —cornerstones of the welfare
state.? * Public expenditure is funded according to two alternative financing systems:
the so-called common regime encompassing 15 regions® and the special (‘foral’) regime

applicable to the Basque Country and to Navarre.® This latter regime is rooted in

3 Notably, regional public expenditure accounts for 33% of the total general government expenditure, a
share surpassing that of Austria or Germany and aligning closely with Belgium, the other EU federal
countries (OECD, 2023).

4 Although Spain is not a federal country from a legal point of view, it is usually considered as so in the
economic literature about decentralization.

> These are: Andalusia, Aragon, Principality of Asturias, Balearic Islands, Canary Islands, Cantabria, Castile
and Leon, Castile-La Mancha, Catalonia, Extremadura, Galicia, Community of Madrid, Region of Murcia,
La Rioja and Valencian Community.

6 In addition to the 17 AC, In Spain there are two autonomous cities, Ceuta and Melilla, located in the
North of Africa, with their own financing system deriving from historical and geographical particularities.
They are not considered in this paper.



historical considerations acknowledged by the Constitution.” In the following, we briefly
overview both systems in terms of taxing power, highlighting the substantial

differences.

2.1. Taxation in the common regime and in the foral regime

In common regime regions, the primary source of tax revenue stems from central taxes
that are either fully or partially transferred to regions, known as ‘ceded taxes’. The
evolution of the common financing system, marked by various reforms, has expanded
both the number of ceded taxes and the corresponding responsibilities of the regions.
During the initial phase in the eighties, only a handful of taxes were ceded: the Net
Wealth Tax, the Inheritance and Gift Tax, the Tax on Property Transactions and Stamp
Duty and the Taxes on Gambling. Along with the total cession of revenues, regions also

assumed administrative responsibility.

It was only in 1997 when regions gained some regulatory authority over ceded taxes,
and the PIT was also partially ceded. The 2002 reform incorporated additional ceded
taxes such as the VAT and manufacturing excise taxes. Cession percentages were also
increased, for instance, reaching 33% of the PIT, and enhancing regulatory power in that
tax. The current financing system, in force since 2009, aimed at reinforcing fiscal
accountability of the common regime regions, resulting in a notable increase in both the
number of ceded taxes and cession percentages, as outlined in Table 1. Notably, apart
from Social Security contributions, the corporate income tax stands as the sole major

non-ceded tax.

The 2009 reform marked a significant shift, with 50% of the PIT and of the VAT ceded to
the regions. Revenues from ceded taxes constitutes a substantial amount of the total

revenue. Specifically, the ceded PIT alone contributes 35.40% to the overall revenue,

7 The roots of the foral regime trace back to the "Ley Paccionada" (1841) in Navarre and the Economic
Agreements (1876) in the Basque Country, both established in the aftermath of the Carlist wars.



while the ceded VAT accounts for 27.50% (Duran-Cabré and Vilalta, 2023).2 Additionally,
ACs gained considerable regulatory power in the PIT. They can independently set their
own tax brackets and rates for the general base®, adjust personal and family allowances
within a £10% range, and introduce regional tax credits with only generic limitations.
Consequently, the final PIT liability can significantly vary across regions. The degree of
regulatory power was also extended in the Net Wealth Tax and the Inheritance and Gift
Tax, allowing regions to determine their own rates and brackets, and to introduce a wide
range of allowances, including a 100% tax credit, as exemplified by the Community of
Madrid in the Wealth Tax since 2011. Regulatory powers are absent in the VAT or in
manufacturing excise taxes. Notably and probably crucially for an effective
enhancement of fiscal accountability, the administration of the PIT, VAT, and excise

taxes is exclusive responsibility of the national tax administration.

Tablel. Ceded taxes to the common regime regions and regional responsibilities, 2023

Ceded Tax Ceded Regulatory | Administrativ
percentage powers e powers
Personal Income Tax (PIT) 50% Yes No
Value Added Tax (VAT) 50% No No
Manufacturing excises 58% No No
Specific Tax on Certain Means of Transport 100% Yes No
Electricity Tax 100% No No
Wealth Tax 100% Yes Yes
Inheritance and Gift Tax 100% Yes Yes
Tax on Property Transactions and Stamp Duty 100% Yes Yes
Taxes on Gambling 100% Yes Yes
Taxes on Online Gambling Activities 100% Yes No
Tax on Waste Disposal 100% Yes On request
Tax on Bank Deposits 100% No No

Despite being part of the common regime, the Canary Islands exhibit some distinctions.
Due to their exclusion from the European VAT area, it has a distinct regional general
consumption tax. Additionally, it imposes specific taxes on petroleum products and

tobacco, being it itself responsible for their levying and collection.

& Although there is official data for 2020 and for 2021, we use 2019 to avoid the impact of the pandemic
on the revenues collected.

%In the Spanish tax there are two tax bases, the general one, mainly integrated by labour income, and the
saving base, mainly of capital income. They account for 93% and 7% of the total bases, respectively.
Common regime regions do not have any regulatory power over the rates applied to the saving base.



The special (‘foral’) regime operates on two distinct pillars, significantly diverging from
the common regime. Firstly, foral governments have comprehensive authority over the
regulation, administration, and collection of all taxes, excluding tariffs and Social
Security contributions. Their power to regulate indirect taxes is constrained, though, by
EU harmonization directives. Secondly, as foral regions collect all revenues, they offset
national expenditures incurred by the central government through an annual payment
to the State. In Navarre, where there is a single province, the foral government aligns
with the regional government. In the Basque Country, however, the system is more
intricate due to the presence of three provinces (Alava, Guiptzcoa and Vizcaya). The
foral government corresponds to each province, referred to as the Foral Deputation.
While there is potential for regulatory differences among the three provinces, there

exists a high degree of internal harmonization (Zubiri, 2017).%°

2.2 The visibility of the PIT and of the VAT in the common regime and in the foral regime

The PIT serves as a stark illustration of the substantial disparities between the two
systems. In common regime regions, residents pay a PIT governed mainly by legislation
approved by the national parliament. Despite taxpayers fill in a single tax return, they
must assess two liabilities, one for the central government and another for the regional
one. Within the legal limits mentioned in Section 2.1, regions have introduced numerous
and relevant changes. Thus, the differences between the national tax liability and the

respective regional liability, as well as among regional tax liabilities, can be considerable.

In Table 2 we present the values of some key elements in assessing tax liabilities. For the
sake of simplicity, we present only the respective minimum and maximum values set by
the regions. The differences in the minimum tax rates — a relevant margin affecting all

taxpayers — can reach up to 2 percentage points (p.p.). Regarding the top rate, the

10 With the aim of harmonizing taxes, the Tax Harmonization Law of the Basque Parliament created the
Tax Coordination Body, with representation of the regional government and the three foral deputations,
whose aim is encouraging harmonization and cooperation among them. Likewise, it allows the Basque
Parliament to eliminate, if necessary, essential differences among the provinces. However, this has never
been applied.



differences among regions can reach up to 9 p.p. and between the national and the
regional rates up to 5 p.p. Changes introduced by the regions can move in opposite
directions: in 2022 seven regions had reduced the minimum tax rate, while two had
increased it; six regions had lowered the maximum rate, and nine had raised it. The total
number of regional tax credits reaches 286 in 2022, averaging 19.07 per region. These
credits cover a wide array of issues, mainly related to personal and familiar
circumstances, housing and certain expenditures and donations. Despite the high

number of tax credits, only 8.70% of taxpayers in 2020 benefited from them.

Table 2. Differences in the PIT among common regions and the state, 2022

Variable Natlon.al Regional regulation
regulation
Minimum Maximum
Number of tax brackets 6 5 11
Minimum marginal tax rate 9.50% 8.50% 10.50%
Maximum marginal tax rate 24.50% 20.50% 29.50
Income threshold for the top bracket 300,000€ 53,407.20€ 200,000€

As mentioned earlier, even though 50% of the PIT was ceded to the regions, in practice
this share depends on how regions use their regulatory power. Depending on the overall
impact of changes, the taxpayer’s regional liability can be smaller, equal, or larger than
the national one. In Graph 1 we compare the regional average tax liability with the
national one within each region. Differences between national and regional tax liabilities
can be substantial. Nonetheless, the crucial question is whether taxpayers are aware of

these differences, in other words, if they know to what layer of government pay the PIT.

Most revenue collected in the Spanish PIT is levied through withholdings. The final
liability is determined when filling in the tax return, and slightly over the 70% of all
returns result in a negative balance. In such cases, individuals request a refund. It is
worth noting that withholding rates are solely regulated by the central government. This
setup makes it easy to perceive the PIT just as a national tax. Furthermore, the tax return
and the associated computing program are the same for all regions of the common
regime. As illustrated in Picture A1, the role played by ACs is not readily apparent in the

tax return. Taxpayers must specify their region of residence initially, and after providing



all the information about earned income, the computing program automatically
calculates both national and regional liabilities, along with the final consolidated result
known as the “differential liability”. This figure indicates whether withholdings have

resulted in an overpayment or an underpayment of taxes.

Graph 1. Differences between regional and national average tax liabilities
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Source: Duran Cabré and Vilalta Ferrer, 2023.

Left axis: € difference between regional average tax liability and national average tax liability
of the corresponding region. Right axis: % ratio of the previous difference with respect to
the national average tax liability of each region.

In only two of the many little boxes of the final sheet of the return (highlighted in Picture
A1) taxpayers can see their regional liability before and after the regional tax credits.
Thus, it is not easy for them to observe the role played by regions in the PIT and that
around 50% of the total payment corresponds to them. Taxpayers can only observe the
logos of the central government and of the national tax agency. Furthermore, recall, the
national agency is responsible for the administration of the tax, sends all the information
regarding the tax, often including a pre-filled return, and eventually conducts tax audits

or enforcement checks. The role played by regions is definitively not visible.

As far as the VAT is concerned, the visibility of the regions’ role is even more limited,

given the lack of any regulatory power. Only national tax rates are applicable on invoices,



and, once again, taxpayers only encounter the logos of the central government and of
the national tax agency when filling in the tax (Picture A2). Despite half of the collected
revenue corresponds to the regions, neither consumers nor taxpayers receive any

information about that.

The situation is markedly different in the foral regime. Concerning the PIT, regions apply
their own law, without any reference to the national one. The determination of the tax
bases, corresponding tax rates (including the saving rate), any potential tax credits, and
withholding rates!! are exclusively decided by the foral governments. The design of the
returns and the associated computing programs are regulated by the foral governments
and taxpayers can only observe the logos of the foral government and of the foral tax
administration (Picture A3). Concerning VAT, the tax due on invoices aligns with the
national standard, but the returns and the associated computing programs are distinct

(see Picture A4).

3. The Experiment and Empirical Methodology

3.1. The Experiment: Survey Data

To test our hypotheses about knowledge over tax assignment and its impact on the
MWTP taxes, we employ survey data. We designed an on-line survey, which was
monitored and processed by a professional survey firm, Netquest, known for its
extensive and high-quality panel of potential respondents.’> Launched in early
November 2021, participation was by invitation only. The survey included an item about
sincerity in responding and a quality check item to ensure respondents’ attention.
Additionally, responses that showed a time of completion 20% faster than expected
were excluded from the sample. Respondents were required to be over the age of 18,

residing in Spain, and were rewarded through a programme of in-kind compensation.

1 There are two exceptions: withholding rates on the wages of State employees and on the interest of
assets issued by the public sector.

12 https://www.netquest.com/en/online-surveys-investigation

10


https://www.netquest.com/en/online-surveys-investigation

Table 3. Descriptive Statistics

Variable Observations Mean Sta|'1da.rd Min | Max
Deviation
Mistake or Don't know PIT 3,017 0.6130 0.4872 0 1
Mistake or Don't know VAT 3,017 0.7740 0.4183 0 1
Right 3,017 0.2251 0.4177 0 1
Left 3,017 0.4859 0.4999 0 1
Center 3,017 0.1700 0.3757 0 1
Common regime 3,017 0.7329 0.4426 0 1
Female 3,017 0.5118 0.4999 0 1
Older 3,017 0.5018 0.5001 0 1
Inactive 3,017 0.3016 0.4590 0 1
Married 3,017 0.5801 0.4936 0 1
High_Edu 3,017 0.5164 0.4998 0 1
High_Income 3,017 0.3102 0.4627 0 1
Pro_Autonomy 3,017 0.3712 0.4832 0 1
Decentralization PIT 1,470 0.9401 0.2373 0 1
Decentralization VAT 2,024 0.9476 0.2228 0 1

The sample consists of 3,017 observations, ensuring statistical representation at the
national level, as well as for specific regions, including Catalonia, Canary Islands, the AC
of Madrid, and the regions belonging to the foral regime. The main descriptive statistics
are presented in Table 3. Ideologically, most respondents self-locate at the left of the
political spectrum (48.59%)3, while 11.9% preferred not to respond the question about
their ideology. The average age of respondents is 46.1, ranging from 18 to 92 years old.
The variable Older is equal to 1 for individuals older than 45 years old. Slightly more than
half of them (51.64%) have a university degree and 31.02% are qualified as high-income,
meaning their monthly household income is above 2,400 euros (the median household
income in Spain, approximately)*4. Finally, Pro_Autonomy is a dichotomous variable
equal to one for those individuals who would like their region were granted more
political autonomy, or the independence; hence, 37.12% of the surveyed individuals

aspire to more political autonomy for their region.

13 Along a 1 to 10 scale, we identify individuals labelled as Center by 5; Left, between 1 and 4; and Right,
between 6 and 10.

14 The rest, 68.98%, either did not respond that question or their monthly household income is below that
amount.

11



Considering the institutional peculiarities of the regional financing system across regions
described in Section 2, through the questionary we carried out a simple experiment

consisting of three steps. In the first one, we asked the following basic question:

To whom layer of government do you think you pay the following taxes?*®

Although we also asked about other taxes, in this paper we will exploit the answers given
to the two major ones: the Personal Income Tax (PIT) and the Value Added Tax (VAT).
These major taxes should be the easiest to assign due to their importance in terms of
tax revenue collected, but also because they levy general bases (either any source of
income or any kind of consumption) and are annually applied. The five possible
responses were the following: (i) all to the central government; (ii) all to the AC; (iii) a
share to the central government and a share to the AC; (iv) all to the city council; and (v)
“Don’t know”. The correct answer depends on the AC of residence: in the case of PIT,
(iii) is the correct one for the common regime and (ii) for the foral one; in the case of
VAT, again (iii) is the correct answer for the common regime, but Canary Islands for

which the correct answer is (ii) as for the foral regime.

As shown in Table 3, the level of knowledge can be qualified as quite low (Duran-Cabré
and Esteller-Moré, 2023): 61.3% and 77.4% of individuals either simply do not know or
fail the right answer regarding the assignment of PIT and of VAT, respectively. At the
bottom of the table, we have defined two variables that will be useful for our empirical
purposes: Decentralization PIT and Decentralization VAT. Among those who failed in
identifying the correct assignment, these variables equal one for those whose answer
was that the tax was more centralized than what actually is, and zero otherwise. For
instance, for the PIT under the common regime (and also the VAT, except, recall, for the
Canary Islands), the variable equals one if the individual wrongly thought the tax was
entirely assigned to the central government. Under the foral regime and for both taxes,
the variable equals one if the initial belief was that the tax was fully centralized or shared
with the central government. Introducing these variables allows us to discern the

direction of the lack of knowledge: those leaning towards perceiving the tax as too

15 1n Spanish, ¢A qué gobierno crees que se pagan los siguientes impuestos?
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centralized versus those who inaccurately replied it was too decentralized.

After the individuals answered the above question for each tax, in the second step of

the experiment, we posed the following one:

Suppose the public sector is planning to raise public expenditure and for that purpose
would consider necessary only to increase the PIT burden. Would you agree with this
measure?1®

and analogously for VAT. If they agreed with it, there was an additional question to
identify how much the respondents were willing to pay in that: up to an additional 5%

of their annual income; between 6% and 10%; and more than 10%.

Finally, if the respondents had wrongly replied the question about tax assignment or
simply ‘don’t know’ (Step 1), we informed them about the correct answer according to
their territory of residence. After giving the correct information, in Step 3 we
readdressed the MWTP inquiry in the same way as in Step 2. This approach enabled us
to infer whether the provision of correct information modified the originally revealed
MWTP. To parametrize the modification, we employ two alternative definitions. In
definition 1), for any of the two steps, MWTP=0 if the respondent did not agree with
paying more taxes; MWTP=+1 if agreed with it and was willing to pay up to an additional
5% of their annual income; MWTP=+2 if agreed with it and was willing to pay between
6% and 10%; and MWTP=+3 if agreed and was willing to pay more than 10% of their
income. Hence, AMWTP;=0 if there is no ‘before and after’ variation; and the range of
the variable goes from -3 to +3. Definition 2) is a bit more restrictive: it only identifies
whether the MWTP has remain unchanged (0), has increased (+1) or decreased (-1)

between Step 2 and Step 3.

[FIGURE 1 & FIGURE 2 AROUND HERE]

Figure 1 shows the anatomy of the survey responses for PIT: 1,168 individuals (38.71%

of the sample) correctly assigned it; the rest either responded incorrectly (43.92%) or

16 In Spanish, “Supén que el sector publico se estd planteando aumentar el gasto publico para lo cual
considera necesario incrementar unicamente el IRPF. éEstarias de acuerdo con esta medida?”.

13



‘don’t know’ (17.37%). The lack of knowledge is pervasive, and even more for the VAT
(Figure 2), where only 22.6% of the respondents correctly assigned the tax. Following
over 25 years of tax decentralization, the observed phenomena are, to say the least,
surprising. In both figures, we also see the direction of the information provided when
the respondent failed. In the case of PIT, among the 43.92% who made a mistake, a
substantial 93.4% believed the tax was more centralized than it is. That is, under the
common regime most residents presumed the tax was entirely assigned to the central
government?’, while under the foral regime most of them perceived it is fully assigned
to the central government or shared between both layers of government. This kind of
bias also holds for VAT, pointing to a prevalent perception of tax centralization by
Spanish society. The very few individuals who think any of both taxes is more
decentralized than it is and change their MWTP (e.g. in the PIT 11 for common regime
and 1 for foral regime) invalidates any potential sound statistical analysis of ‘Discovering

Tax Centralization’.

In Table 4, we show the specific results of ‘Discovering Tax Decentralization’ on the
MWTP taxes (definition 1)After the discovery, the average MWTP PIT of those who were
not aware of the correct assignment increased from 0.2981 to 0.3256 (+0.0275). This
makes —not shown in the table —the average MWTP PIT of the whole sample to increase
from 0.3361 to 0.3494 (+0,0133), being the latter the ‘amended’ MWTP, that is, the
MWTP under perfect knowledge. In accordance with the expected gains from
expenditure decentralization, it goes up, but the increase is very tiny: a combination of
the variation per surveyed and the low number of people who changed their
preferences!®. In Panel B), we hold this, and so just focus on the MWTP variation for
those who are sensitive to ‘Discovering Tax Decentralization’. The variation for that
group of individuals is +0.2346, and their initial MWTP was also relatively higher

(0.5494). The variation per surveyed who modifies the MWTP is not negligible, but very

7 The alternative (‘too decentralized’) would occur if their answer was ‘all to the to the city council;’ (very
unlikely) or ‘all to the Autonomous Community’ (a priori, likely).

18 Note for PIT and for VAT, the number of individuals who ‘discover tax decentralization’ is larger than
what is shown in Figure 1 and Figure 2. This is so because — to estimate the impact on MWTP — those
individuals of ‘foral regime’ who answered ‘Don’t know’ are considered to discover decentralization, since
their institutional reality is full decentralization. We will come back to this in Section 3.2.

14



few modify their MWTP. A similar pattern is obtained for VAT.

Table 4. Variation of the MWTP when ‘Discovering Tax Decentralization’. Definition 1

Observations ‘ Mean | Standard Deviation
Panel A):
All those who ‘Discovered Tax Decentralization’

After MWTP (PIT) 1,382 0.3256 0.5781
Before MWTP (PIT) 1,382 0.2981 0.5678
Variation MWTP 1,382 0.0275 0.3871
After MWTP (VAT) 1,918 0.1637 0.4215
Before MWTP (VAT) 1,918 0.1502 0.4191
Variation MWTP 1,918 0.0136 0.3010

Panel B):

All those who ‘Discovered Tax Decentralization’
& Modified their MWTP

After MWTP (PIT) 154 0.7840 0.6754
Before MWTP (PIT) 154 0.5494 0.7228
Variation MWTP 154 0.2346 1.1120
After MWTP (VAT) 128 0.6797 0.5603
Before MWTP (VAT) 128 0.4766 0.6754
Variation MWTP 128 0.2031 1.1526

According to definition 1), the MWTP runs from zero (null marginal willingness to pay taxes) to three
(highest MWTP).

In the next section, we detail the empirical framework we have developed to estimate
the impact of ‘Discovering Decentralization’ on the MWTP once we control for the

composition of the non-random sample of those who were treated in the experiment.
3.2. Empirical Framework Using Survey Data

We aim at identifying to what extent the ‘Discovering Decentralization’” modifies the
revealed MWTP for each tax. For this purpose, we propose estimating the following
standard ‘before-and-after’ regression for each tax:

AMWTP; = SDecentralization; + X;B' + u'; [1]
where y; is the error term with the usual statistical properties (here and in the following

regressions). The sample for this regression only includes those who were not aware of

the right tax assignment in Step 1. For each tax and each respondent, the dependent

15



variable is the difference between the revealed MWTP after the correct information has
been transmitted (Step 3) and the originally revealed MWTP (Step 2), either according
to definition 1) or definition 2). We prefer definition 1), but we will show the results of
the estimation of equation [1] and of the rest of equations for both definitions of the
dependent variable!®. We aim at estimating whether & is non-negative. In this regard,
the use of control variables — Xi— is particularly important as by definition the sample of
those without knowledge (wrong or ‘don’t know’) is not random. If their personal
characteristics are correlated with the ‘treatment’ (i.e., provision of correct

information), the estimate of Y would be biased in absence of the controls.

Our subsample will be expanded to encompass those who responded 'don't know' in
the foral regime. In that regime, the provision of correct information can implicitly be
assumed to imply Decentralization, as the tax is fully decentralized. A similar approach
cannot be applied to residents of the common regime, as taxes are partially
decentralized. Consequently, in the estimation of eq. [1], the sample size will exceed the
numbers of '‘wrong answers' illustrated in figures 1 and 2, as we will include those who

responded 'don't know' in the foral regime.?°

Equation [1] serves as our primary estimation, and it will guide us in conducting a
heterogeneity analysis. In particular, we will explore variations based on individuals who
advocate for more political autonomy in their region of residence compared to the rest
or based on their political ideology. Regardless of gains due to allocative efficiency, we

would also expect a larger variation among individuals favouring more political

1% The survey was quite brief. Despite this, not all the respondents might be consistent across steps. If
they are willing to pay more PIT, and in Step 2 they revealed they are willing to pay up to 5%, and say 6-
10% in Step 3, this difference might not be caused by the correct information provided, but by
inconsistency in spite of the ‘quality check’ described at the beginning of Section 3.1 (once the individual
started to respond the survey, there was no way back at answering the questions). In contrast,
inconsistency seems less likely to hold between having said ‘yes/no’ to pay more taxes in Step 2 and
‘no/yes’ in Step 3. Hence, although definition 2) is certainly less flexible (i.e., there is less variation), it
looks less prone to inconsistent answers by individuals across steps. There is, thus, a potential trade-off
between the two definitions of the dependent variable. That is why, we show both set of results.

20 |n Figure 1, according to the definition of Decentralization PIT, this variable applies (0 or 1) to 1,325
observations. However, in Table 3, it applies to 1,470 observations. The difference between 1,470 and
1,325 amounts to the ‘don’t know’ from foral regime, for whom all of them Decentralization PIT equals
one. The analogous reasoning applies to Decentralization VAT in Figure 2.
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autonomy, as tax decentralization—commonly associated with political autonomy—is a

key component of autonomy.

It is worth noting, however, that the number of individuals altering their revealed MWTP
is relatively modest, as we saw in Table 4, posing a challenge in obtaining precise
estimates. To obtain further empirical evidence, we will complement our experimental

analysis by estimating the following equation also based on survey data:

MWTP; (amendeay = @Common Regime; + X;f" + a(X;xCommon Regime) + u",
[2]

This approach aims to estimate the determinants of the would be-MWTP under perfect
knowledge. That is, for those with perfect knowledge (non-treated), the MWTP is the
‘original’ one; for the rest, the MWTP revealed in Step 2 is replaced with the one
revealed in Step 3, if they differ. In this way, we can compare the MWTP under ‘partial’
decentralization (picked up by the dichotomous variable Common regime) versus ‘total
decentralization’ (foral regime) under perfect knowledge. To obtain a causal impact, we
interact the Common regime variable with all the personal characteristics of the
surveyed (as in any other heterogeneity analysis we perform). If decentralization is
welfare non-decreasing (and so, people are willing either to pay more taxes or, at least,
the same level), ceteris paribus, we expect @<0.

Before delving into the main analysis, we also conduct a foundational examination to
elucidate the determinants of knowledge, with a crucial focus on discerning potential
disparities between the foral and the common regime. Specifically, we aim to estimate

the following equation:

Lack of knowledge; = [IlCommon Regime; + X;f"" + (X;xCommon Regime)x +
+,u"'i

(3]

For each tax, the dependent variable equals one if the individual failed the right
response about tax assignment or ‘don’t know’. Due to the higher level of tax

decentralization in the foral regime, we expect /7>0. Next, we present our results.
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4. Empirical Results
4.1. Who is more likely to have wrong or no information about tax assignment?

In Table 5, we present the estimates for the determinants of knowledge about
assignment (eq. [3]). This analysis involves the entire sample. In column (1), we show
the results for PIT. Out of the total sample, recall, 38.7% were aware of to what layer of
government the PIT is assigned (Figure 1). Thus, the mean of the dependent variable is

0.613.

Those located at the extremes of the political spectrum (Right and Left) are relatively
well informed; both estimates show a negative sign, statistically significant and greater
in absolute value than the estimate of those self-located at the Center (-0.092). These
estimates must be interpreted with respect to those who preferred not to reveal their
position along the political spectrum. Gender makes a difference: women have less
knowledge than men (+0.115). Relatively old people (aged above 45) show greater
knowledge. Among the Inactive group (comprising students and retirees), there is a dip
in knowledge compared to their counterpart (+0.049), while the reverse holds for the
Married category (-0.050). As expected, highly-educated individuals (i.e., those with a
university degree) exhibit more knowledge than others (-0.101), and ceteris paribus,
high-income individuals — presumably those having more at stake due to their larger
income tax liabilities — also demonstrate greater knowledge (-0.0915). Generally, the

sign of each determinant aligns with expectations.

18



Table 5. Determinants of wrong or no-information about Tax Assignment

(1) (2) (3) (4)
Mistake PIT or Mistake PITor  Mistake VAT Mistake VAT

VARIABLES Don’t know Don’t know  or Don’t know or Don’t know
Common regime -0.0407** 0.0203 -0.100*** -0.167***
(0.0198) (0.0648) (0.0163) (0.0493)
Right -0.146*** -0.116* -0.110%*** -0.197***
(0.0295) (0.0599) (0.0245) (0.0500)
Center -0.0918*** -0.0627 -0.107*** -0.0582
(0.0299) (0.0543) (0.0250) (0.0370)
Left -0.145%** -0.169*** -0.114%*** -0.0762***
(0.0254) (0.0445) (0.0208) (0.0293)
Female 0.115*** 0.111%** 0.0649%*** 0.0276
(0.0179) (0.0343) (0.0158) (0.0262)
Older -0.144*** -0.0972*** -0.0417** -0.0938%***
(0.0186) (0.0335) (0.0168) (0.0266)
Inactive 0.0485** 0.117*** 0.0864*** 0.0910%**
(0.0189) (0.0420) (0.0166) (0.0293)
Married -0.0499*** -0.0208 0.0184 0.0301
(0.0184) (0.0348) (0.0167) (0.0269)
High_edu -0.101*** -0.0834** -0.0186 -0.00435
(0.0175) (0.0340) (0.0155) (0.0261)
High_income -0.0915%** -0.0873** 0.0101 -0.0523*
(0.0200) (0.0380) (0.0174) (0.0294)
Pro_Autonomy 0.0296 0.0109 0.00418 -0.0214
(0.0182) (0.0356) (0.0161) (0.0266)
Right x Common regime -0.0328 0.101*
(0.0692) (0.0581)
Center x Common regime -0.0376 -0.0672
(0.0652) (0.0489)
Left x Common regime 0.0370 -0.0514
(0.0544) (0.0401)
Female x Common regime 0.000751 0.0560*
(0.0403) (0.0327)
Age x Common regime -0.0629 0.0780**
(0.0404) (0.0341)
Inactive x Common regime -0.0807* -0.00998
(0.0471) (0.0351)
Married x Common regime -0.0371 -0.0188
(0.0410) (0.0339)
High_edu x Common regime -0.0230 -0.0196
(0.0397) (0.0322)
High_income x Common regime -0.00410 0.0877**
(0.0447) (0.0364)
Pro_Autonomy x Common regime 0.0288 0.0333
(0.0415) (0.0331)
Constant 0.859*** 0.812*** 0.902*** 0.951*%**
(0.0328) (0.0545) (0.0273) (0.0369)
Observations 3,017 3,017 3,017 3,017
R-squared 0.097 0.101 0.035 0.042

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

19



It is worth focusing now on the distinctive institutional features of the regional financing
system, as elucidated in Section 2: the residency in the foral or in the common regime.
The variable Common regime is assigned a value of one for individuals residing in that
regime and zero otherwise. Despite the foral regime territories enjoy the maximum level
of tax autonomy, ceteris paribus, the level of knowledge is slightly greater in the
common regime (-0.041); just the reverse than we expected. Although the impact is
statistically significant (at 95%), the value of the estimate is not very large: it is slightly
less than half the impact caused by being high-income or being a highly-educated
individual. To check whether this impact is caused by the differences between regimes
or by the peculiar composition of each subsample, in column (2), we interact all the
individual variables with Common regime. While the rest of estimates remain
gualitatively the same, in accordance with our expectations, the sign of Common regime
reverses (+0.0203), but becomes statistically insignificant. Hence, the differences
estimated in column (1) were merely due to a sample composition effect. Nevertheless,
it is worth emphasizing that the maximum level of tax autonomy — including visibility —
of the foral regime does not by itself increase the level of knowledge of the citizen-voter-

taxpayer’s residents therein with respect to those residing elsewhere?’.

In column (3), we analyse the VAT. The mean of the dependent variable is higher than
in the PIT case, 0.774 (see also Figure 2). That is, 16.1 p.p. less of knowledge in
comparison with PIT. The lack of knowledge in the VAT is independent of the level of
income or of the level of education of the respondent; hence, in these cases, these two
variables do not exhibit statistically significant differences across individuals. Those who
prefer not to reveal their political ideology have less knowledge as with the PIT, but now
there are hardly differences along the political spectrum (the estimate runs from —-0.107
for Center to -0.114 for Left). Once again, residents in the common regime demonstrate

more fiscal knowledge than those in the foral regime (the estimate is equal to -0.100).

21 The unexpected lack of knowledge in the foral regime is also suggested in Durdn-Cabré and Esteller-
Moré (2019) with survey data for the 2014-2017 period from the Centro de Investigaciones Socioldgicas,
an official center on sociological research in Spain. Although the surveys were not representative for the
Spanish regions, the authors warned that the low level of knowledge about tax assignment between
common and foral regions was practically the same.
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In contrast to PIT, when we interact the control variable with Common regime, this latter
result reinforces (see column (4)): ceteris paribus, the likelihood of residents in common
regime of correctly assigning the VAT is 0.167 points higher compared to residents in
the foral regime. Along with being right-wing in the political spectrum, it has by far the
greatest impact out of all the potential determinants of knowledge. Considering the
results for PIT and VAT, contrary to our expectations, the foral regime by itself does not
enhance knowledge about tax assignment. In the case of VAT, it even diminishes

knowledge compared to the common regime.

As the foral regime is fully decentralized, it is immediate to conclude that its citizens
underestimate the level of tax decentralization; particularly so for the case of VAT. This
is confirmed by the results shown in Table 5. The dependent variable equals one if the
individual wrongly answered the tax was more centralized than what actually is. In both
columns, the control variables are interacted with the Common regime variable. Hence,
the estimator of that latter variable (-0.170 for PIT, and -0.237 for VAT) with a negative
sign and statistically significant indicates that, compared to foral regime residents, those
of the common regime who provide incorrect answers are less likely to believe that the
corresponding tax is centralized. The findings suggest that full tax decentralization in the
foral regime does not contribute to additional knowledge. Thus, it seems challenging to
harness the potential advantages of decentralized taxation, such as gains in allocative

efficiency or in electoral accountability, if any, given the observed lack of knowledge.

4.2. Discovering Tax Decentralization: Does it impact on the Marginal Willingness to Pay
Taxes?

We aim to test whether tax decentralization has any impact on the size of the public
sector measured through the marginal willingness to pay (MWTP), as argued in Section
2. If there is a positive relationship —tax decentralization causes a larger MWTP —, then
the current size of the public sector will be inefficiently small in the presence of low

knowledge (as demonstrated in the previous section). Conversely, if the relationship is
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Table 5. Common vs. foral regime: Who is more aware of Tax Decentralization?

(1) (2)

Wrongly Guess the PIT is Wrongly Guess the VAT is
VARIABLES More Centralized More Centralized
Common regime -0.170** -0.237***
(0.0746) (0.0582)
Right -0.109* -0.201***
(0.0603) (0.0500)
Center -0.0552 -0.0752**
(0.0548) (0.0383)
Left -0.160*** -0.0791***
(0.0453) (0.0294)
Female 0.110*** 0.0263
(0.0344) (0.0265)
Older -0.0998%*** -0.0874***
(0.0336) (0.0268)
Inactive 0.109** 0.0957***
(0.0427) (0.0296)
Married -0.0167 0.0329
(0.0350) (0.0274)
High_edu -0.0820** -0.000767
(0.0341) (0.0265)
High_income -0.0882** -0.0469
(0.0380) (0.0296)
Pro_Autonomy 0.00644 -0.0265
(0.0358) (0.0270)
Right x Common regime 0.0436 0.217%**
(0.0774) (0.0650)
Center x Common regime 0.0259 0.0136
(0.0749) (0.0593)
Left x Common regime 0.119%* 0.0561
(0.0647) (0.0499)
Female x Common regime -0.0496 0.00979
(0.0423) (0.0347)
Age x Common regime -0.0175 0.109%***
(0.0426) (0.0365)
Inactive x Common regime -0.0956* 0.00886
(0.0495) (0.0366)
Married x Common regime -0.0291 -0.0292
(0.0432) (0.0361)
High_edu x Common regime -0.0186 -0.0205
(0.0414) (0.0339)
High_income x Common regime 0.0263 0.124%**
(0.0459) (0.0373)
Pro_Autonomy x Common regime 0.0319 0.0511
(0.0436) (0.0350)
Constant 0.806*** 0.946***
(0.0549) (0.0377)
Observations 2,638 2,399
R-squared 0.079 0.041

Standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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negative, an inefficiently large public sector would be inferred. This would be odd due
to the supposed gains from expenditure decentralization (see fn. 1)). Therefore, it is
crucial to explore this statistical relationship. In absence of any statistical relationship,
the lack of knowledge would not be particularly important, as tax decentralization would

not influence the desired size of the public sector measured through the MWTP.

Table 6 examines whether Decentralization influences the revealed MWTP (eq. [1]). In
column (1) and (2), we test this hypothesis for PIT, and in (3) and (4) for VAT. Although
not explicitly shown, we are controlling for the complete set of personal characteristics
of the surveyed and the financing regime. Results clearly indicate that MWTP —
regardless of how it is defined and the tax in question — does not vary because of
Decentralization. The estimates are very low in absolute values, and statistically
insignificant. Hence, it seems the degree of tax decentralization does not play any

significant role at determining the willingness to pay.

Table 6. Does MWTP change when individuals ‘Discover Decentralization’?

(1) (2) (3) (4)
AMWTP_PIT  AMWTP_PIT AMWTP_VAT AMWTP_VAT

VARIABLES (Def. 1) (Def. 2) (Def. 1) (Def. 2)
Decentralization 0.0169 0.00915 0.00663 0.00915
(0.0413) (0.0372) (0.0286) (0.0239)
Observations 1,382 1,382 1,918 1,918
R-squared 0.015 0.019 0.006 0.007

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Notes: the dependent variable is the difference in the MWTP (before and after the
treatment). The sample is restricted to those individuals who either failed or didn’t know
initially about tax assignment, and if any guess, they thought the tax was too centralized.
According to definition 1), the dependent variable is the difference between the MWTP
after having been provided the right piece of information and before, where MWTP runs
from zero (null marginal willingness to pay taxes) to three (highest MWTP); in definition
2), the difference only accounts for no variation (0), increase in MWTO (+1) or decrease in
MWTP (-1). In all regressions, we control for the whole set of personal characteristics (see
Table 3), and the (foral or common) regime where the surveyed resides.

Table 7 delves into testing whether the impact of decentralization differs depending on
the regional financing system. Due to the limited number of observations for the foral
regime, we shift our focus to the common regime from this point forward. Moreover,

citizens of the ‘common regime’ are the ones who could perceive differences in the layer
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of government who decides on public good provision, as the decentralization process
for those regions, in contrast with the ‘common regime’, was parsimonious. On the one
hand, for the PIT and common regime, Decentralization leads to an increase in the
MWTP (+0.129 according to definition 1) and +0.113 according to the more restrictive
one)?2. On the other hand, in the case of VAT, the estimate is positive, but statistically
insignificant. Hence, for the subset of the ‘common regime’, expenditure
decentralization has a statistically significant impact on the average MWTP, but only for
PIT. Hence, citizens might be willing to pay more, but the composition of the mix

matters: they prefer PIT rather than VAT; we will come back to this in Table 9.

Table 7. Does MWTP change when individuals ‘Discover Decentralization’?, focus
on ‘common regime’ regions

(1) (2) (3) (4)
AMWTP_PIT ~ AMWTP_PIT  AMWTP_VAT  AMWTP_VAT

VARIABLES (Def. 1) (Def. 2) (Def. 1) (Def. 2)
COMMON COMMON COMMON COMMON
(a) (a) (a) (a)
Decentralization 0.129™ 0.113" 0.0525 0.0500
(0.0511) (0.0502) (0.0479) (0.0380)
Observations 866 866 1,241 1,241
R-squared 0.032 0.034 0.010 0.013

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Notes: the dependent variable is the difference in the MWTP (before and after the treatment).
The sample is restricted to those individuals who either failed or didn’t know initially about tax
assignment, and if any guess, they thought the tax was too centralized. According to definition
1), the dependent variable is difference between the MWTP after having been provided the
right piece of information and before, where MWTP runs from zero (null marginal willingness
to pay taxes) and three (highest MWTP); in definition 2), the difference only accounts for no
variation (0), increase in MWTO (+1) or decrease in MWTP (-1). In all regressions, we control
for the whole set of personal characteristics, and the regime (foral or common) where the
surveyed resides.

In Table 8, we investigate whether the increase in MWTP caused by Decentralization in
the common regime is ‘simply’ driven by individuals' aspirations for more political
autonomy. In this scenario, the impact of 'Discovering Decentralization' would primarily
be motivated by regional sentiments. While in the case of PIT, those with higher political
autonomy aspirations increase more their MWTP when ‘discover decentralization’,

unexpectedly this does not occur for VAT. In none of the cases, though, the impact of

22 This impact is not negligible as the average MWTP PIT for common regime is 0.326.
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Decentralization on the MWTP is statistically different across individuals depending on

their political aspirations of autonomy for their region.

Table 8. Does MWTP change when individuals ‘Discover Decentralization’?,
depending on their aspirations of further political autonomy

(1) () (3) (4)
AMWTP_PIT ~ AMWTP_PIT ~ AMWTP_VAT  AMWTP_VAT

VARIABLES (Def. 1) (Def. 2) (Def. 1) (Def. 2)
(a) Decentralization 0.106™ 0.101" 0.0516 0.0648

(0.0521) (0.0518) (0.0587) (0.0486)
(b) Decentralization x 0.0786 0.0451 0.0293 -0.0329
Pro_Autonomy (0.125) (0.122) (0.099) (0.0679)
Impact of

Decentralization for those
in favour of more Political

Decentralization 0.1849 0.1459 0.0810 0.0319
[(a)+(b)] (0.1134) (0.1109) (0.0794) (0.0475)
Observations 866 866 1,241 1,241
R-squared 0.045 0.048 0.017 0.017

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Notes: the dependent variable is the difference in the MWTP (before and after the treatment).
The sample is restricted to all those individuals who — residing in common regime — failed about
tax assignment (Fail). Decentralization is a qualitative variable that equals one for those
individuals who underestimate the degree of tax decentralization. Pro_Autonomy is a dummy
equal to 1 for those individuals who would like more political autonomy for their regions or the
independence. According to definition 1), the dependent variable is difference between the
MWTP after having been provided the right piece of information and before, where MWTP runs
from zero (null marginal willingness to pay taxes) to three (highest MWTP); in definition 2), the
difference only accounts for no variation (0), increase in MWTO (+1) or decrease in MWTP (-1).
In all regressions, we control for the whole set of personal characteristics, and those variables
interacted with Decentralization.

The impact might also be intertwined with political ideology. For example, in the first
step of the experiment, extreme leftist might have revealed the highest MWTP, and so
there is no room for further increases. On the contrary, right-wing individuals might be
particularly prone to decentralization as a way to promote market efficiency (Qian and
Weingast, 1997), or simply do not care about what layer of government provides what
as, in any case, they prefer a minimal state. We cannot discard, thus, heterogenous
responses along the ideological axis; and if any response, rightist might be more willing
to increase the VAT. In Table 9, we see no statistically significant differences caused by
ideology, although certainly right-wing tend to lean more on VAT increases than left-

wing individuals.
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Table 9. Does MWTP change when individuals ‘Discover Decentralization’?,
depending on their political ideology

(1) (2) (3) (4)
AMWTP_PIT ~ AMWTP_PIT  AMWTP_VAT =~ AMWTP_VAT

VARIABLES (Def. 1) (Def. 2) (Def. 1) (Def. 2)
(a) Decentralization 0.119™ 0.099" 0.0434 0.043
(.0567) (0.055) (0.052) (0.041)
(b) Decentralization x -.0147 -0.0036 0.038 0.029
Right (0.081) (0.077) (0.069) (0.059)
Impact of
Decentralization for 0.105" 0.096" 0.0817" 0.071"
Rightist individuals (0.058) (0.054) (0.046) (0.042)
[(a)+(b)]
Observations 866 866 1,241 1,241
R-squared 0.0393 0.0427 0.0124 0.0153

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1

Notes: the dependent variable is the difference in the MWTP (before and after the treatment).
The sample is restricted to all those individuals who — residing in common regime — failed about
tax assignment (Fail). Decentralization is a qualitative variable that equals one for those
individuals who underestimate the degree of tax decentralization. According to definition 1), the
dependent variable is difference between the MWTP after having been provided the right piece
of information and before, where MWTP runs from zero (null marginal willingness to pay taxes)
to three (highest MWTP); in definition 2), the difference only accounts for no variation (0),
increase in MWTO (+1) or decrease in MWTP (-1). In all regressions, we control for the whole set
of personal characteristics, and those variables interacted with Right.

4.3. Back to Step 1 of the Experiment: Decentralization in Practice with Perfect
Knowledge

How would the situation look like if all citizens had perfect knowledge? To test for this,
we estimate eq. [2]. Results are shown in Table 10. Originally, according to column (2),
citizens of the common regime reveal a smaller MWTP PIT with respect to residents in
the foral regime (-0.04), although the estimate is not statistically different from zero.
Once they have the correct information, in accordance with their increase in the MWTP
PIT when they ‘discover decentralization’, their MWTP PIT is larger than the one of the
residents in foral regime. The difference, though, between both regimes is not

statistically different. Similar results hold of the VAT (columns (4) and (3) of the table).

In summary, the marginal increase in the MWTP for the PIT, as obtained in Section 4.2, falls
short of justifying a larger scale of the public sector in regions where tax decentralization is
at its maximum ('foral regime'). Consequently, the potential for maximizing gains from

expenditure decentralization in these regions remains uncertain.
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Table 10. Does MWTP differ across territories depending on their financing regime when
all citizens have perfect knowledge?

(1) (2) (3) (4)

VARIABLES Amended Original MWTP Amended Original MWTP
MWTP PIT PIT MWTP VAT VAT
(perfect (imperfect (perfect (imperfect
knowledge) knowledge) knowledge) knowledge)
Common regime 0.0623 -0.0397 0.0599 -0.0306
(0.0885) (0.0874) (0.0763) (0.0742)
Right 0.101 0.0492 0.0507 0.0206
(0.0724) (0.0718) (0.0535) (0.0535)
Center -0.0512 -0.0667 -0.0282 -0.0204
(0.0565) (0.0559) (0.0464) (0.0486)
Left 0.273*** 0.288*** 0.0759* 0.0473
(0.0536) (0.0542) (0.0432) (0.0431)
Female -0.172*** -0.201*** -0.0525 -0.0895**
(0.0481) (0.0485) (0.0356) (0.0357)
Age -0.0349 -0.0232 -0.0263 -0.0114
(0.0444) (0.0443) (0.0320) (0.0319)
Inactive 0.154** 0.115* 0.0260 0.0346
(0.0690) (0.0664) (0.0398) (0.0397)
Married 0.0295 0.0117 0.00446 -0.0177
(0.0460) (0.0456) (0.0334) (0.0333)
High_edu 0.143*** 0.124*** 0.0594** 0.0639**
(0.0443) (0.0447) (0.0303) (0.0299)
High_income 0.0225 0.0433 0.0633* 0.0610%*
(0.0498) (0.0505) (0.0358) (0.0349)
Pro_Autonomy 0.168*** 0.104** 0.0263 -0.0198
(0.0453) (0.0454) (0.0320) (0.0330)
Right x Common regime -0.147* -0.0892 -0.0712 -0.00586
(0.0802) (0.0790) (0.0616) (0.0606)
Center x Common regime 0.0507 0.0847 0.0350 0.0405
(0.0675) (0.0663) (0.0569) (0.0570)
Left x Common regime 0.0669 0.0657 0.0198 0.0885*
(0.0650) (0.0651) (0.0532) (0.0521)
Female x Common regime 0.103* 0.140%** 0.0167 0.0538
(0.0550) (0.0552) (0.0410) (0.0410)
Age x Common regime 0.0518 0.0360 0.00811 -0.0166
(0.0524) (0.0522) (0.0386) (0.0384)
Inactive x Common regime -0.155** -0.0788 -0.0336 -0.0585
(0.0741) (0.0720) (0.0452) (0.0448)
Married x Common regime -0.0247 -0.0103 -0.0356 0.00218
(0.0534) (0.0530) (0.0397) (0.0396)
High_edu x Common regime -0.135%** -0.0803 -0.0377 -0.0347
(0.0513) (0.0516) (0.0364) (0.0361)
High_income x Common regime 0.0350 -0.00391 -0.0319 -0.0395
(0.0586) (0.0590) (0.0431) (0.0429)
Pro_Autonomy x Common regime -0.126** -0.0877 0.00390 0.0422
(0.0537) (0.0538) (0.0391) (0.0399)
Constant 0.123 0.181%** 0.0950 0.149**
(0.0786) (0.0781) (0.0687) (0.0672)
Mean dependent variable 0.3494 0.3361 0.1760 0.1651
Observations 3,017 3,017 3,017 3,017
R-squared 0.104 0.105 0.024 0.026

Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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5. Conclusions

Expenditure decentralization might be welfare enhancing if we expect gains from
allocative efficiency and from greater political accountability. If so, promoting tax
decentralization should convey a higher (not lower, in any case) MWTP, provided a

necessary condition is met: citizens are aware of to whom they pay taxes.

Does this condition hold? We test it by means of an experiment based on survey data
taking advantage of the tax decentralization process occurred in Spain over the last 25
years, and the acute institutional differences across territories (foral vs. common
regime). Our results show there is a low level of knowledge regarding tax assignment
across layers of government: only 38.71% of respondents correctly assigned the PIT and
only 22.60% regarding the VAT. There is a massive presumption PIT and VAT are more
centralized than what they actually are. Ceteris paribus, in the foral regime, where tax
decentralization is almost full, there is a relatively lower level of knowledge than in the
common regime. Hence, the necessary condition to take advantage of the supposed
welfare gains due to tax decentralization does not currently hold in the Spanish case. A

priori, this is not good news.

To infer whether this lack of knowledge is something worth to tackle, next we estimate
to what extent transmitting the correct information modifies the originally revealed
MWTP. We obtain mixed results. For the PIT, although very few individuals changed
their revealed preferences (12.05% of those who wrongly answered the tax was more
centralized than what is; 149 out of 1,237 observations), we estimate causality from
‘discovering decentralization’ to MWTP. In the case of VAT, there is not impact at all.
Hence, tax decentralization has a weak impact on the average MWTP: very few
individuals react, and only for the PIT. Likely, we cannot conclude the change on the
MWTP is related with further aspirations of political autonomy for their region or the

political ideology .

If we restrict the analysis to comparing the foral and the common regimes in terms of

‘tax preferences’, after controlling for all the differences in the individual characteristics
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of each sample, we conclude the MWTP does not systematically differ between them,
not even the tax mix. If we amend the originally revealed MWTP once individuals
‘discover decentralization’, differences between territories shrink even more. Hence,
comparing the reality of both territories, we do not obtain evidence of any clear

advantage caused by tax decentralization.

The decentralization process that the 1978 Constitution started in Spain was not due to
economic grounds, i.e., allocative efficiency gains or political accountability, rather to
political ones. Nonetheless, none of the two regional financing regimes will be welfare
enhancing if most of their citizens do not know taxes are partially (common) or totally
(foral) paid to the regional government. This is particularly shocking in the foral regime,
where the regulatory powers and the responsibility for administering the taxes are
extremely high. The lack of knowledge about tax decentralization is an important issue

that definitively can also occur in other decentralized countries.

This issue brings us to a final consideration about how the main taxes currently work in
modern tax systems. Pre-filled returns, e-returns or tax withholdings make compliance
and payment much easier. PIT taxpayers do not have to make any calculation applying
progressive tax schedules or even many of them do not have to keep payslips, bank files
or invoices, as the tax administration already has this information. VAT is an indirect tax,
whose taxable persons from a legal point of view (those responsible for charging,
collecting and paying VAT) are generally economic activities, although the aim of the tax
is levying final consumers (the taxpayers from an economic point of view). Price
products are usually VAT included (at least in the EU) and, therefore, it seems reasonable

to believe most taxpayers do not pay too much attention to the total VAT due.

All in all, the procedures to collect taxes do not help to know to what layer of
government they are paid, but neither to how much. We do consider this is a
problematic issue, which deserves further research. For the time being, discovering tax

decentralization in Spain does not change the MWTP.
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Figure 1: Anatomy of Response to the Experiment: The case of the PIT (All)
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Figure 1’: Anatomy of Response to the Experiment: The case of the PIT (Foral)
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Figure 2: Anatomy of Response to the Experiment: The case of the VAT (All)
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Figure 2’: Anatomy of Response to the Experiment: The case of the VAT (Foral)
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Picture Al. PIT returns and assistant programs in the common regime

i ﬂm == /“Agcncm Tsl;‘dt):llesl‘v‘ol;‘l:‘: 28/11/202316:52:12 _ ES v

| E3Apartados declaracion | | @ Ver datos fiscales | | @ Ayuda | |

|| % Mostrar opciones |

Resumen de declaraciones

CONJUNTA Declarante Conyuge

MPresentar declaracién | | Apresentar declaracién | Aupresentar dectaracién |
M.Ver datos fiscal M.Ver datos fiscal
Vista previa 2 Vista previa  Vista previa
MAS FAVORABLE MAS FAVORABLE
< Resultado de la declaracién 8.147,01 634,34 1.313,34

< Rendimientos del trabajo
Total ingresos integros computables

Rendimiento neto reducido

< Rendimientos del capital mobiliario a integrar en la base imponible del ahorro

Total ingresos integros 2545
Rendimiento neto reducido 22545
- ks ittt '
Suma de rentas inmobiliarias imputadas 33596 44919
< Gananciasy pérdidas \etidas a retencién (soci y fondos d ién):
(Ganancias patrimoniales reducidas no exentas 408,34 204,27 204,27
= Baseimponible general 82.49081 3997672 40.514,09
= Reducciones de la base imponible general
Agencia Tributaria Impuesto sobre la Renta de las Personas Fisicas Modelo
Taidfonn 915 5447 70 L% - P & r
e i Ejercicio 2022 - Documento de ingreso o devolucian 100
| Primsr declarantes |
|."" putin y Hasirs ‘
, |
conyuge |
[ Apslidos v Hombre ‘
v ! |
SN
Datos de la autollquidacion |
[ Mmere g Jususcante | [oeeeteta [ 2002 ] [reess | DA | ‘
Resumen de la declaracion [
Hume bouidubie gemersl
somaice w gavsmen Buma bucietle del shom ot rtmgre awtets Cucts infegs muiontmics Cuote ouce setwte Coote bguds sutondescs
=3 4051409 [os10 429,72 [oss] 4.617.18 [osss] 4.801,80] [osa 4.617,18][os71] 480100
Besultindo a ingrial & Sevaheer (camils (0500) o conie |E105] de ke dechemciin . ... NNl B - i 1.;!12,3]

Declaraclon complemantarka |

Beauitaio de Sal ajercicio X3 de s oue we derive

- pech [P ——

Fraccionamisnto del pago @ Ingraso

= ool Impors - con uem K b par indios o dewes o Nz fecoone el pego an dos shecos. Recuerde gue s
oste . e stazs, e g mn cuene sl 30 s i

O PRSI ol g 1 LT —— Y 4 |
Ingreio shectusds a tavot Sul Teacrs Miblica. Tritedaria de.

Cormigne s iu cnsile Iy ol isports S v & ngrese b istalided, s n2 freocons el ego, o o 50 por 100 e Baccions ol pegs e S o
Ipearie i smciac o o e gl

verms 8 2o o gt ”:"“"‘ |

En e . o uma Engatin i b gom sems e y 0e e Semean m 10 e gl = conmpRed e page
Fencurcn 2us o clen s siectar ol ingress @ himis o 30 de v e 200, incues

TEE.DO|

Opcionss de pago del 2.° plazo [

i bt eplada por racconar o pago on 853 plate, ndqus X i clrnens 0 13 dermicler sl Saga dal 2 * phens ws Estded Colbonston

SIDOMCALA o page dt - latc n Eni Crnbanir, ot an il |, o mpena e pane. En e do v habr i o i e, complivat e . [T ]

MO DONICILIA o page del 2 ¥ pleso, debenk sfeciur sl ngeess bt ol Se § de noviemiee de 2073, inceske

Lrm et bencre st on Expafe de i gus s Bk v o lu e dees gesle o s al
Ctitge ey
It el 2% plase 4% S be ol OS] : | Itl 52534' I I
Devolucion |
| mpona D
e
Aiurria Sarritarmnca o cosnts barcars aierts o o da ey 52 Porwing bt o (st skl e forsing bk
e/ Code AN wrTEIC
wE e | I |
L
o Pirmes =
Pt e
Rt couribien I |
o o B
[ | ]
Clamicay e oom
[ Il Il ]

35



Picture A2. VAT returns and assistant programs in the common regime
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Picture A3. PIT returns and assistant programs in the foral regime
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Picture A4. VAT returns and assistant programs in the foral regime
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