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Abstract

Municipalities use three kind of resource including toll, local tax,
sharing tax revenue and intergovernmental transfers. By acting laws such as
Value Added Tax law, major revenue of municipalities is financed from
sharing tax revenue associated with VAT. Distributing sharing tax revenue
associated with VAT is in a way that involves sum kind of fiscal illusion that
is called flypaper effect. This paper is trying to test flypaper effect in
concentrated sharing tax revenue associated with VAT (adapted in Note (2),
Article (39) VAT law) in cities of Iran. For this purpose, a regression model
with dummy variables is used and flypaper effect coefficient is estimated
separately for municipalities with different grades. Results show there is no
flypaper effect in concentrated sharing tax revenue for none of
municipalities; however, flypaper effect coefficient for metropolitans and
small towns are larger than other municipalities. It could be a basis for
choosing the intergovernmental grants methods for different municipalities.
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Drependent Variable: LOGIQ)

Method: Least Squares

Drate- 0111119 Time: 00:24

Sample (adjusted) 2 1230

inciuded obsenations: 1229 afer adjustmeants
Cormergence achieved after & ilerations

Wariable Coeflicient Std. Error t-Statistic Prob

197 -0.518265 0O.4858892 ~1.066626 s,

LOGL) 0.549593 0002073 T1.55850 00000

LOG{G) D. 4835305 00531332 9.133726 00000

D1 1. 799885 1 480354 1.215834 02243

o2 2033844 0919985 2210737 D027z

D3 1.722400 0666541 2584090 00099

Da 1.504765 0617525 2 436766 0.0150

DS 1.127500 0717630 1.571143 o.1154

D1*LOGIG) -0, 144435 0125245 -1.153222 02490

D2*LOG{G) —-0.132875 0 0B24TE -2.043845 0.0412

DL OGIG) -0. 177780 0070435 -2.5348147 D.0114

D4 LOGIG) -0 161423 0057536 -2.390170 00170

DS*LOGIG) 0127564 o.oraatz -1.508371 0.1030

AR(T) 0104175 D.022761 2.622092 00003

S.E. of regression 0281448 Akaike info criterion 0.313591

Sum squared resid 96 24406 Schwarz criterion 0371846

Log likelinood =178 7016 Hannan-Quinn criter. 0.3355089
Drurbin-Watson stat 2070231

Wald Test:
Equation: Untitled

Test Statistic Value df Probability
F-statistic 165.1195 (5, 1215) 0.0000
Chi-square 8255973 5 0.0000

Mull Hypothesis: C(1)= C(2) = C(3) = C(4) =C(5) = C(E)
Mull Hypothesis Summary:

Maormalized Restriction (= 0} Value Std. Err.
C{1) - Ci(6) -1.295170 0.6865649
Ci2)- C(6) -1.294911 0.477940
C{3) - C(8) -1.558674 0.4630549
Ci4) - C(6) -2.200989 1.481437
C{5)-Ci(6) 0.376B66 1.154105

Restrictions are linear in coefficients.
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