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Decentralization increasing globally over the past 25 yrs
-Developed and transition countries and also in developing countries-Developed and transition countries and also in developing countries
-New forms of decentralization evident in the formation of supra-national gov’ts like the EU
-A means of addressing separatist aspirations
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Advantages are well known. Governments ‘closer to the people’ are thought to be better 

informed about the utility of the their constituents and more responsive and more informed about the utility of the their constituents and more responsive and more 

accountable.

As a practical matter, they are also likely to have lower costs of information as they have 

better access to individuals and institutions in their regions.

For these reasons, decentralized government are often promoted as being more efficient, 

as described in Oates’ decentralization theorem.

But decentralization also generates a number of vertical and horizontal imbalances. The 

constituent governments will invariably have different capacities, resources to provide 

services to their members. Vertical imbalances develop where responsibilities and 

resources are mismatched by level.  Sometimes these imbalances grow worse over time as 

responsibilities are off-loaded by senior govts, without commensurate devolution of 

revenues.  

Where horizontal equity is a national goal, horizontal imbalances present a problem.  

Buchanan, in the 1950s and others since articulated the possibility that there may be 

inefficient fiscally induced migration resulting from horizontal imbalances.  Factors of 

production, particularly labour, moves in response to the bundle of public goods and 

services (lower taxes) that are being provided in a manner that is unrelated to productivity 

difference.



Some form of conditional and/or unconditional transfers often accompany 
decentralized governments. Boadway and Flatters, among others including decentralized governments. Boadway and Flatters, among others including 
Vaillancourt and Bird 2005, have long made the case that such transfers may 
be made to prevent or ameliorate the inefficient fiscally induced migration.  
The Net Fiscal Benefits, or public goods per tax dollar may be equalized 
through this process.  

In Canada these transfers are called “equalization payments’ alluding to the 
horizontal equity objective

Implied it the expectation that the recipient governments will use the 
transfers to produce the valued public goods and services in their jurisdiction.

The empirical questions are many.  Among them—is there any evidence that 
the payments result in the migration corrections that would be desired?  
There are two parts to this.  First, are the payment used for their intended 
purpose and is there the expected migration response?

Second are the beneficial effects, if any, offset by unintended negative side-
effects such as the flypaper effect and other local government inefficiencies?
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Unconditional transfers are made based on the per capita revenues of the province relative 

to some benchmark level—averages of other provinces, national.  32 revenue sources to some benchmark level—averages of other provinces, national.  32 revenue sources 

included.

There has been a long history of more or less continually revising the formula as well as 

special deals with particular provinces.  One of the recent discussions revolves around the 

inclusion of resource revenues in assessing the revenues of the provinces.

This program is remarkable as one of the few place-based policies we have in Canada.

Provinces typically remain in the ‘have’ or ‘have not’ category over decades.  It may not be 

surprising that there are often intense battles to remain in the have not category—SK

Much ad hocery



As already indicated there is a literature proposing that equalization As already indicated there is a literature proposing that equalization 
payments (federal to local transfers) can be designed to offset 
differential own revenue sources of sub-national units and that this 
can prevent the undesirable fiscally induced migration. Some 
empirical investigation but no clear support of this contention.
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In addition there are many documented undesirable side effects.  In addition there are many documented undesirable side effects.  

Equalization may mask productivity differences and interfere with 

the desired migration.  This can lock-in low income regions and 

result in what has sometimes been called a ‘welfare trap’ in 

Canada—long standing dependencies. 

Further by altering the marginal cost of tax revenues, the local tax 

rates may become distorted.

So one of the primary questions is whether or not there is in fact the 

desired migration response to equalization payments.
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The public goods provision by a local government in region i is The public goods provision by a local government in region i is 

specified as a function of its own revenues and transfers from 

the senior government.

We specify an indirect utility function that includes utility being 

a function of the market goods that can be purchased, public 

goods that are consumed, and a set of local amenities.  Utility 

maximization is constrained by the income received, in turn a 

function of wages paid and the probability of finding 

employment (the employment rate), the prices and the taxes 

paid.

Indirect utility is thus a function of prices, wages, emplyment 

rate, NFB (PG/t), and other regional characteristics including 

amenities 
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We assume that households will choose their location, province so as to maximize utility, 

net of moving costs.  This involves a comparison of prices, wages, employment rates, nfb net of moving costs.  This involves a comparison of prices, wages, employment rates, nfb 

and other regional characteristics between the province of residence and all other 

provinces.

There will be a great many province pair characteristics that remain unchanged over time, 

including the historical and institutionalized effects of economic conditions and federal 

transfers—these are included as Fixed effects.
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Our empirical specification is the ln of the number of migrants from i to j as a function of predetermined regional characteristics.  To 
avoid statistical endogeneity and to allow for adjustment time, and also to reflect the lags built into the fiscal variables, economic 
variables are lagged by one yr and the fiscal variables by more than one.variables are lagged by one yr and the fiscal variables by more than one.
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The period of time is 1982-2004

Cyclical concerns addressed by using moving averages
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A sample of our output—using the 2-yr lagged, 2 and 3 yr moving averages for the fiscal variables.

Higher unemployment in i relative to j leads to more migration from i to j.

A higher employment rate in i relative to j leads to more less migration from i to j.

A higher real wage in i relative to j leads to more less migration from i to j.

A higher % of the labour force in ag in the destination province, j,  the less the outmigration from i to j.

Other primary, the higher the % in the origin prov, the lesser the outmigration, 
The higher the other primary in the destination prov, the greater the migration to that province

Note that FE already account for constant inter-provincial relationships so that the observed effects are 
incremental to existing relationships, such as demand shocks in particular sectors.

Mostly economic vars perform as expected.

Fiscal variables:  Equalization to i reduces outmigration from i .,  but equalization to j does not make j a more 
attractive migration destination.  Former offers some preliminary support for the hypothesis that equalization 
payments may reduce outmigration.

Other transfers—some indication that more transfers to a province make it a less attractive migraiton
destination
Own revenues—higher taxes drive people out, reduce in-migration.

Yr dummy highly significant since it absorbs national trends.

All models included the 90 FE dummies.
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But what does the significant influence of equalization really mean? Do 
EP indeed avert a significant amount of out-migration?  Are federal-to-EP indeed avert a significant amount of out-migration?  Are federal-to-
provincial transfers, that is place-based policy, an effective way to 
address horizontal imbalances?

We conducted an experiment, asking first what does the reduced 
migration in 2004 due to equalization receipts translate into and second, 
how does this compare with what might happen if the amounts devoted 
to EP were instead used to make transfers to individuals?

OVER A TEN YR PERIOD Actual # of migrants due to equalization very, 
very small.  For example, NL a long-time have not province (though this 
may now be changing) had a reduction in out migrationo f 612 people 
(using the 2 yr ma model).  The largest provicinal impact was Manitoba 
with 810 people.  But what if the $ amounts were paid in wages instead.  
Here the effects are many times greater ranging up to 19,000 people.  
ON net, then if the transfers were re-allocated from equalization to wage 
increases there would be a significant and positive effect on net 
migration, ranging up to nearly 4% of total provincial population, and in 
come cases comparing favourably to the actual provincial pop growth 
over a ten yr period. 
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Same but for model 2
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Same for other transfers 
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