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Research Questions

1) Do external revenues crowd in or crowd out internal revenues? Do the effects
depend on poverty rates of districts?

2) When revenues rise, which category of expenditures do district governments
increase?

3) Does an growth in revenues/expenditures lead to increased provisions of public
goods?



Summary Statistics - Revenues

e Poor districts: smaller Revenues in 1995 and 2007
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Summary Statistics - Expenditure

e Poor districts: smaller
expenditure. Expenditure over time

e William (2016): 29% of capital
expenditure is wasted; many
district projects are never
completed.

— Capital expenditure declined,
esp in poor districts.
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|dentification Strategy for
Impacts of external revenue change on internal
revenue collection

 Specification (Mogues and Benin, 2012; growth model)

A[ln(IGFlt)]
= In(EXTj;_1)0 + IN(EXPy_1)y + AIn(IGF;;_1)¢p + RiA+ DT+ a +1; + €

* A[In(IGF;;)] : change in the log of internal revenue (IGF) from the time t-1 to the time ¢
« EXT;;_1 : lagged external revenues for district j

» EXP;;_4 : vector of lagged expenditures at time t-1

* D; : time effects

°* N + € : error terms
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* In the poorest districts: collection of
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Impacts of revenue change on expenditures

Effects of Change in Revenue on Change in Expenditure

Increased revenues raised
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Impacts of revenue change on public goods

Provision
Effects of Revenues on Pubic Goods
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Conclusion

 Large disparity between poor and rich districts in their ability to raise internal
revenue.

—Rich districts were able to develop tax bases in the private sector, while poor
districts were not.

* External revenue crowds out internal revenue in general, but not among poor
districts.

- Policy implication: Allocating more external funding to poor districts could be
more effective.

e External revenue is more effective in increasing public goods provision than internal
revenue.



