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1. Introduction 
 

The impact of decentralization on the scope and size of the public sector has been well 

analysed within the field of fiscal federalism. In the presence of different preferences 

and needs, decentralizing the provision of public services can enhance citizen welfare 

when economies of scale are absent and governments maximize social welfare (Oates, 

1972), or set policies under electoral pressure (Oates, 2005). The welfare gains from 

decentralization are reinforced by mobile households who “vote with their feet” and 

choose to reside in the jurisdiction where their preferences are catered for (Tiebout, 

1956). Equally, voters tend to exhibit heightened concern for government efficiency 

when there is "fiscal equivalence", where beneficiaries align with contributors to 

collective goods (Olson, 1969).  

 

Public choice theory offers another perspective, portraying the public sector as a 

revenue-maximizing Leviathan (Brennan and Buchanan, 1980). In this context, fiscal 

decentralization introduces competition among governments, taming central 

government size but potentially leading to a "race to the bottom" in taxation (Wilson, 

1986; Zodrow and Mieszkowski, 1986). While early evidence showed limited support for 

the idea that fiscal decentralization constrains public sector expansion (Oates, 1989), 

the crucial factor is not fiscal decentralization per se, but rather how it is implemented. 

When subcentral governments have substantial autonomy in levying their own taxes, 

decentralization is associated with smaller governments. Conversely, when a significant 

proportion of their expenditures is financed through intergovernmental grants, 

government growth tends to be more pronounced (Rodden, 2003). If decentralization 

includes only the expenditure side, vertical fiscal imbalance and common pool problems 

may arise (Golem, 2010).1  

 

Enhanced accountability is also a central aspect of decentralization, potentially 

                                                 
1 However, other significant factors to be considered regarding the size of government include fiscal 
decentralization's interaction with government ideology. Despite theoretical predictions pointing to 
larger public sector when the federal government is left-wing and to smaller when it is right wing, 
empirical findings indicate that decentralization increases government size regardless of the ideology of 
the federal government (Baskaran, 2011). 



 2 

improving governance standards. While centralization reaps benefits from policy 

coordination, it reduces accountability (Seabright, 1996) leading to a weakened 

incentive for the government to act in the best interest of a particular region. Yardstick 

competition provides an illustrative example of how increased accountability can 

manifest itself: voters may assess their own government's performance by using 

information on the performance of neighbouring regions (Besley and Case, 1995). 

However, accountability hinges on citizens knowing which tier of government is 

responsible for tax and spending decisions. If expenditure decentralization occurs 

without a corresponding revenue decentralization, it may create new forms of 

inefficiency that offer little improvement over the previous centralized status quo 

(Rodden, 2019). Therefore, accountability requires certain tax responsibilities on the 

revenue side (Boadway and Shah, 2009).2 Nonetheless, if citizens are not aware that 

subcentral governments have these responsibilities, any enhancement in accountability 

is unlikely.  

 

In this context and given the anticipated benefits associated with expenditure 

decentralization,3 tax autonomy is expected to increase citizens’ willingness to pay 

taxes, or at the very least, to maintain the current level of willingness (Golem, 2010). In 

essence, tax autonomy serves as the mechanism by means of which the welfare gains 

from expenditure decentralization are achieved. This, at least, is what the theory 

suggests. However, the effectiveness of this mechanism hinges significantly on 

taxpayers’ awareness of the specific tier of government to which they pay their taxes. 

In the absence of this knowledge, tax decentralization may have a number of potential 

drawbacks, including detrimental tax competition or increased tax administration and 

compliance costs, without yielding any tangible benefits. 

 

                                                 
2 This can occur in various ways. For instance, by assigning particular tax bases exclusively to lower level 
of government and allowing them to decide how to exploit them; by assigning tax bases and their 
revenues also to a lower level of government, while their administration remains centrally operated; by 
having state and federal governments jointly occupying tax bases, especially if they are broaden tax bases, 
and states could determine their own tax rate; or the levels of government may even co-occupy the same 
base, but they set and administer their tax structures independently. 
3 See Espasa et al. (2017) for an estimation of the gains from expenditure decentralization applied to the 
Spanish case. 
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A distinctive characteristic of the relationship between taxpayer and government, either 

centralized or decentralized, is the free-rider problem: one’s own outcome is unaffected 

by one’s own contribution. However, free-riding behaviour is affected by various 

contextual factors and the challenge is “to identify aspects of government expenditure 

and tax policies that mediate the free rider impulse in an empirically important way” 

(Slemrod, 2022, p.8). A significant amount of empirical literature suggests that social 

norms frame the decision to pay tax, that within these norms, national fiscal identity is 

also relevant (Cullis et al., 2012), and that fiscal decentralization is positively associated 

with citizens’ trust in government institutions (Ligthart and van Oudheusden, 2015). If 

so, fiscal decentralization, and more particularly, tax autonomy, would contribute to a 

higher predisposition to pay taxes. 

 

This is the hypothesis we seek to test by capitalizing on the far-reaching decentralization 

process that has unfolded in Spain since the restoration of democracy in 1978. Indeed, 

tax decentralization has advanced significantly since the establishment of the regional 

tier of government provided for in the 1978 Constitution. However, this advance has not 

followed a uniform trajectory across the regions. For example, in line with historical 

rights recognized under the Constitution, the so-called ‘foral regions’ have enjoyed the 

maximum degree of tax autonomy possible from the outset. This stands in stark contrast 

with the situation in the rest of the regions, referred to as the ‘common regime’, in which 

tax empowerment is not as great and where it has been progressively granted over the 

last 25 years. However, a convergence in tax decentralization has not occurred across 

the two regimes. Thus, the current level of decentralization in the common regime – 

including regulatory powers, tax compliance visibility, and tax administration – is 

markedly lower. 

 

Despite the differences across regimes, most citizens are unaware as to which tier of 

government they pay their personal income tax (PIT) and value added tax (VAT). While 

this is not unexpected among the residents of the common regime, it is surprising among 

those of the foral regime. Indeed, effective regulatory power and the visibility of just 

who has responsibility for administering taxation appear to make no difference in this 

regard. These are the findings of an on-line survey conducted at the end of 2021, the 
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territorial representativeness of which is guaranteed. Thus, in practice, the necessary 

condition whereby tax autonomy can guarantee the gains from expenditure 

decentralization appears not to be met. 

 

In the survey, we conducted a further experiment whereby the individuals who 

erroneously believed PIT and VAT payments to be more centralized than they actually 

are – in practice, the majority – were provided with the correct information. For this 

group of individuals, we then compared their MWTP before and after the actual state 

of tax decentralization was revealed to them. We find very few changes in the 

predisposition of respondents to pay taxes. This finding casts considerable doubts on 

the utility of tax decentralization as a mechanism to achieve the supposed gains from 

expenditure decentralization, including those attributed to a relatively higher level of 

institutional trust. Only in the case of PIT do we observe a significant positive impact of 

tax decentralization on MWTP. In the next step, for both taxes, we amend the original 

MWTP of those who erroneously assigned the tax while retaining the MWTP of those 

who assigned the tax to the correct tier of government. We then perform an 

econometric analysis to test whether the MWTP under perfect knowledge differs 

between residents of the foral regime (fully tax decentralized) and those of the common 

regime (partially tax decentralized). In line with the low impact of ‘Discovering Tax 

Decentralization’ on an individual’s MWTP, ceteris paribus, we do not observe any 

statistically significant differences in the predisposition to pay taxes across the two 

regimes. In conclusion, we infer that citizens do not perceive significant marginal welfare 

gains from expenditure decentralization, suggesting that the potential role of revenue 

decentralization in fostering public sector activity is not necessarily a priority. These 

results make a significant contribution to the recent debate about the welfare 

consequences of decentralization (see Martínez-Vázquez et al., 2017, for a 

comprehensive survey).4 

                                                 
4 The impact of decentralisation on economic performance is another important question analysed by the 
literature with mixed evidence. Some authors find a positive relationship (e.g. Gemmel et al., 2013), 
others a negative (e.g. Rodríguez-Pose and Ezcurra, 2011) or statistically insignificant (e.g. Thornton, 
2007). But, all these studies assume that the regional government along with the new powers receive the 
necessary resources. Nonetheless, the impact on economic performance is negative when regions receive 
greater expenditure responsibilities but not enough resources to fulfil those responsibilities (Rodríguez-
Pose and Vidal-Bover, 2022). Therefore, it is also necessary to focus on how decentralization is 
implemented. 
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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 common regimes. In Section 3, we describe the questionnaire from which 

we obtained the survey data, establish our hypotheses and outline the empirical 

framework. In Section 4, we present our main results, while Section 5 concludes. 

 

 

2. Tax Decentralization in the Spanish Regional Financing System  

 

With the adoption of the 1978 Constitution, Spain created an intermediate level of 

government, a regional tier comprising the so-called Autonomous Communities (or ACs 

hereinafter), and granted them considerable powers of self-government. Since that 

date, the ACs have acquired substantial responsibilities from central government, and 

today play a pivotal role in the provision of such public services as education, health, 

and social services – the cornerstones of the welfare state.5,6 This public expenditure is 

funded according to two alternative financing systems: the so-called common regime 

encompassing 15 regions7 and the special (foral) regime applicable to the Basque 

Country and Navarre.8 This latter regime is rooted in historical considerations 

recognized by the Constitution.9 In what follows, we provide a brief overview of both 

systems in terms of their taxing powers and highlight, what are in practice, their 

substantial differences. 

 

                                                 
5 Notably, regional public expenditure accounts for 33% of total general government expenditure, a share 
surpassing that of Austria and Germany, while being closely aligned with that of Belgium, the EU’s other 
federal countries (OECD, 2023). 
6 Although Spain is not a federal country from a strictly legal perspective, it is usually considered as such 
in the economics literature focused on decentralization.  
7 Namely 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. 
8 In addition to the 17 ACs, Spain includes two autonomous cities, Ceuta and Melilla, located in North 
Africa, with their own financing system derived from their particular historical and geographical 
characteristics. They are not considered in this paper. 
9 The roots of the foral regime can be traced 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. 
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2.1. Taxation in the common and foral regimes  

In the common regime regions, the primary source of tax revenue originates from 

central taxes that are either fully or partially transferred or ‘ceded’ to the ACs. The 

evolution taken by the common financing system (marked by various reforms) has seen 

an expansion of both the number of ceded taxes and the corresponding responsibilities 

of the regions. During the initial phase, 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. Regions obtained their revenues and also the 

responsibility of their administration.  

 

It was not until 1997 that the regions gained some regulatory authority over these ceded 

taxes, including PIT, which had also been partially ceded. Later, the 2002 reform 

incorporated additional ceded taxes, most notably VAT and manufacturing excise taxes. 

Cession percentages were also increased, reaching 33% of PIT for instance, and further 

enhancing the regulatory authority over the taxes. The current financing system, in force 

since 2009, seeks to strengthen the fiscal accountability of the common regime regions, 

resulting in a notable increase in both the number of ceded taxes and cession 

percentages (see Table 1). Notably, apart from Social Security contributions, corporate 

income tax remains the sole major non-ceded tax.   

 

The 2009 reform marked a significant shift, with 50% of both PIT and VAT being ceded 

to the regions. Revenues from ceded taxes constitute a substantial amount of total 

revenue. Specifically, the ceded PIT alone represents 35.40% of overall revenue, while 

the ceded VAT accounts for 27.50% (Durán-Cabré and Vilalta, 2023).10 Additionally, ACs 

gained considerable regulatory power over PIT. Thus, they can independently set their 

own tax brackets and rates for the general base11, adjust personal and family allowances 

within a ±10% range, and introduce regional tax credits with only generic limitations. 

This means PIT liability can vary significantly across regions. The degree of regulatory 

                                                 
10 Although official data are available for 2020 and for 2021, we use data corresponding to 2019 to avoid 
the impact of the pandemic on revenues collected.  
11 Spanish tax comprises two tax bases, a general one, integrated chiefly by labour income, and a saving 
base, comprised 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.  
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power was also extended in the case of Net Wealth Tax and the Inheritance and Gift Tax, 

with regions being allowed to determine their own rates and brackets, and to introduce 

a wide range of allowances, including a 100% tax credit (as the Community of Madrid 

did in 2011 in relation to the Wealth Tax) . The ACs have no regulatory powers over VAT 

or manufacturing excise taxes. Notably, and probably crucially for the effective 

enhancement of fiscal accountability, the administration of PIT, VAT, and excise taxes is 

the exclusive responsibility of the national tax administration. 

 

Table 1. Ceded taxes to the common regime regions and regional responsibilities, 2023 

Ceded Tax Ceded 
percentage  

Regulatory 
powers  

Administrative 
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 forming part of the common regime, the Canary Islands exhibit certain 

differences. Owing to their exclusion from the European VAT area, they levy a distinct 

general consumption tax. Additionally, the Islands impose specific taxes on petroleum 

products and tobacco, and are responsible for both the levying and collection of these 

taxes.  

 

The foral regime is based on two distinct pillars that diverge significantly from the 

common regime. First, foral governments have full powers 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. Second, as foral regions collect all revenues, they offset 

national expenditure incurred by the central government by means of an annual 

payment to the State. In Navarre, made up of a single province, the foral government 
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aligns with the regional government; however, in the Basque Country, the system is 

more complex owing to the presence of three provinces (Álava, Guipúzcoa and Vizcaya). 

Here, the foral governments coincide with that of each province, known as the 

Diputaciones Forales . While there is potential for regulatory differences between the 

three provinces, in practise there exists a high degree of internal harmonization (Zubiri, 

2017).12  

 

2.2 Visibility of PIT and VAT in the common and foral regimes 

PIT serves as a stark illustration of the substantial differences between the two systems. 

In the common regime regions, residents pay their PIT governed, in the main, by national 

legislation. Although taxpayers only fill in a single tax return, they are obliged to assess 

two liabilities, one for the central and another for the regional government. Within the 

specific legal limits discussed in Section 2.1, the regions have introduced numerous 

changes of relevance. Hence, the differences between national tax liability and the 

respective regional liability, as well as between distinct regional tax liabilities, can be 

considerable. 

 

Table 2 shows the values of key elements for the assessment of tax liabilities. For 

simplicity’s sake, we present only the respective minimum and maximum values set by 

the regions. The differences between the minimum tax rates – a relevant margin 

affecting all taxpayers – can reach up to 2 percentage points (p.p.), while for maximum 

rates, differences can reach up to 9 p.p. in the case of the regions and up to 5 p.p. 

between the national and regional rates. The changes introduced by the regions move 

in diverging directions: thus, in 2022, seven regions had reduced the minimum tax rate, 

while two had increased it; and, six regions had lowered the maximum rate, and nine 

had raised it. The total number of regional tax credits reached 286 in 2022, averaging 19 

per region. These credits cover a wide array of aspects, mainly related to personal and 

family circumstances, housing and certain expenditures and donations. Despite the high 

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

                                                 
12 With the aim of harmonizing taxes and fiscal cooperation, the Tax Harmonization Law of the Basque 
Parliament created the Tax Coordination Body, on which sit representatives of the regional government 
and the three foral diputaciones. The law, moreover, allows the Basque Parliament to eliminate, if 
necessary, essential differences between the provinces. However, this has yet to be applied. 
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Table 2. Differences in PIT between common regions and the state, 2022 

Variable National 
regulation Regional 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 discussed, although 50% of PIT has been ceded to the regions, in practice this share 

depends on how the regions exercise their regulatory powers. Depending on the overall 

impact of the changes introduced, the taxpayer’s regional liability might be smaller than, 

the same as, or larger than his or her national liability. In Figure 1, we compare the 

regional average tax liability with the national liability for each region. The differences 

between national and regional tax liabilities can be substantial; yet, the crucial question 

is whether taxpayers are aware of these differences, that is, if they know to which tier 

of government they pay their PIT. 

 

Figure 1. Differences between regional and national average tax liabilities  

 

Source: Durán 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.  
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Most revenue collected by means of PIT in Spain is levied via withholdings (i.e. at 

source). Final liability is determined when completing a tax return, and slightly over 70% 

of all returns result in a negative balance. In such instances, individuals request a refund. 

It should be noted that withholding rates are regulated solely by central government. 

The nature of this setup probably explains why PIT is more readily perceived as a 

national tax. Moreover, the tax return and associated computing program are the same 

for all regions in the common regime. As illustrated in Picture A1, the role played by the 

ACs is not readily apparent in the tax return. Taxpayers are required to specify their 

region of residence at the outset, and after providing information about earned income, 

the program automatically calculates both national and regional liabilities, along with 

the final consolidated result or “differential liability”. This figure indicates whether 

withholdings have resulted in the over- or underpayment of taxes. 

 

In only two of the many small boxes on the last page of the tax return (highlighted in 

yellow in Picture A1) can taxpayers see their regional liability before and after the 

application of any regional tax credits. Thus, the role played by the regions in relation to 

PIT and the fact that c. 50% of the total payment corresponds to them are far from 

evident. Taxpayers only see central government and national tax agency logos. 

Additionally, it should be borne in mind, that the national agency is responsible for the 

administration of PIT, sends out all information about PIT, often including a pre-filled tax 

return, and is the body that conducts all tax audits or compliance checks. In short, the 

role played by the regions is far from visible. 

 

In the case of VAT, the visibility of the regions is even more limited, given the absence 

of any regulatory powers. Only national rates are applicable on invoices, and, here again, 

taxpayers only encounter central government and national tax agency logos when filling 

in their returns (Picture A2). Despite the fact that half the revenue collected corresponds 

to the regions, neither consumers nor taxpayers receive any information to this effect.  

 

The situation differs markedly in the foral regime. In the case of PIT, the regions are 
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governed by their own law, and make no reference to national legislation. The 

determination of tax bases, corresponding tax rates (including the saving rate), any 

potential tax credits and withholding rates13 are the exclusive concern of the foral 

governments. The design of all tax returns and associated computing programs are 

regulated by the foral governments and taxpayers only see the foral government and 

foral tax administration logos (see, for example, Picture A3). As for VAT, the tax imposed 

aligns with the national standard, but the returns and associated computing programs 

are distinct (see, for example, Picture A4).  

 

 

3. The Experiment and Empirical Methodology 

 

3.1. The Experiment: Survey Data 

To test our hypotheses about taxpayer awareness of tax assignment and the impact of 

this understanding on their 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, high-quality panel of potential respondents.14 Launched in early 

November 2021, participation was by invitation only. The survey included one item 

concerning respondent sincerity and one quality check item to verify their attention. 

Additionally, those responses with a time of completion 20% faster than expected were 

excluded from the sample. Respondents had to be over the age of 18, residing in Spain, 

and were rewarded via an in-kind compensation programme.  

 

The sample consists of 3,017 observations, which ensures statistical representation at 

the national level, as well as for specific regions, including Catalonia, Canary Islands, the 

AC of Madrid, and the regions of the foral regime. The main descriptive statistics are 

presented in Table 3. Ideologically, most respondents self-locate on the left of the 

political spectrum (48.59%),15 while 11.9% preferred not to respond to the question 

                                                 
13 There are two exceptions: withholding rates on State employee wages and the interest of public sector-
issued assets. 
14 https://www.netquest.com/en/online-surveys-investigation 
15 On a scale from 1 to 10, where a 5 represents Centre; between 1 and 4 represents Left; and between 6 
and 10 represents Right. 

https://www.netquest.com/en/online-surveys-investigation
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concerning 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 over the age of 45. Slightly 

more than half of the respondents (51.64%) have a university degree and 31.02% are 

characterised as high income, meaning their monthly income is above 2,400 euros 

(around 40% above the median income per household member in Spain, 

approximately).16 Finally, Pro_Autonomy is a dichotomous variable equal to one for 

those individuals who would like their region to be granted more political autonomy or 

independence. Of the individuals surveyed, 37.12% aspire to greater political autonomy 

for their region. 

 

Table 3. Descriptive Statistics 

Variable Observations Mean Standard 
Deviation Min Max 

      
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 
Centre 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 
 

Taking into consideration the institutional characteristics of the financing system across 

regions described in Section 2, we conducted a simple survey experiment consisting of 

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

 

To which tier of government do you think you pay the following taxes?17 

                                                 
16 The rest, 68.98%, either did not respond to that question or their monthly household income is below 
that amount. 
17 In Spanish, ¿A qué gobierno crees que se pagan los siguientes impuestos? 
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Although we asked about other taxes, in this paper we exploit solely responses 

concerning personal income tax (PIT) and value added tax (VAT). These two taxes should 

be the easiest to assign given their weight in terms of tax revenue collected, but also 

because they levy general bases (any source of income and any kind of consumption, 

respectively) and are imposed periodically. Respondents were supplied with the 

following five possible responses: (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. Clearly, the correct response is dependent on the respondents’ AC of 

residence. In the case of PIT, (iii) is the correct response for a resident in the common 

regime and (ii) for one in the foral regime; in the case of VAT, again (iii) is the correct 

answer for a resident in the common regime, with the exception of a respondent 

resident in the Canary Islands for which the correct answer is (ii) as it is also for a resident 

in the foral regime.  

 

As Table 3 shows, the level of awareness can be described as quite low (see also Durán-

Cabré and Esteller-Moré, 2023; and Foremny, 2024): 61.3 and 77.4% of individuals 

simply do not know  (or respond incorrectly to the question) to which tier of government 

they pay their PIT and VAT, respectively. In the last two rows of the table, we define two 

variables that are of particular utility for our empirical analysis: Decentralization PIT and 

Decentralization VAT. Among those respondents that failed to identify the correct tier, 

these variables are equal to one for those who believe the tax to be more centralized 

than it actually is, and zero otherwise. For instance, in the case of PIT under the common 

regime (and also for VAT, with the exception of the Canary Islands), the variable equals 

one if the respondent erroneously believed the tax to be assigned in its entirety to the 

central government. In the case of residents in the foral regime and for both taxes, the 

variable equals one if the respondent erroneously believed the tax to be fully centralized 

or shared with the central government. Introducing these variables allows us to discern 

the direction of this lack of knowledge: those perceiving the tax as being more 

centralized than it is vs those who erroneously believe it to be more decentralized than 

it is.  
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In the second step of the experiment, respondents were asked the following question:  

 
Suppose the public sector is planning to increase public expenditure and to do so 
considers it necessary to increase the PIT burden only. Would you agree with this 
measure?18 

 

and likewise with an increase in the VAT burden solely. If they supported the measure(s), 

they were asked to indicate how much more of each tax they would be willing to pay: 

up to an additional 5% of their annual income; between 6 and 10%; and more than 10%.  

 

Finally, if the respondents were mistaken in their response to the first question 

concerning tax assignment or simply responded ‘don’t know’ (Step 1), we informed 

them of the correct response according to their territory of residence. Endowed with 

this correct information, in the third step their MWTP was readdressed in the same way 

as in the second step above. 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 either of the 

two steps, MWTP=0 if the respondent does not express a willingness to pay more taxes; 

MWTP=+1 if the respondent expresses a willingness to pay up to an additional 5% of 

their annual income; MWTP=+2 if the respondent expresses a willingness to pay 

between 6 and 10%; and MWTP=+3 if the respondent expresses a willingness to pay 

more than 10% of their income. Hence, ∆MWTPi=0 if there is no ‘before and after’ 

variation and the variable ranges from -3 to +3. Definition 2) is a little more restrictive: 

it only identifies whether the MWTP remains unchanged (0), increases (+1) or decreases 

(-1) between the second and third steps.  

 

Figure 1 (Figure 1’ just for the foral regime) shows the anatomy of the survey responses 

for PIT: 1,168 individuals (38.71% of the sample) correctly assigned the tax to the correct 

tier; the rest either responded incorrectly (43.92%) or responded ‘don’t know’ (17.37%). 

The lack of awareness is pervasive, and even more so, as Figure 2 shows in the case of 

VAT (Figure 2’ just for the foral regime), where only 22.6% of respondents correctly 

                                                 
18 In Spanish, “Supón que el sector público se está planteando aumentar el gasto público para lo cual 
considera necesario incrementar únicamente el IRPF. ¿Estarías de acuerdo con esta medida?”.  
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assigned the tax. After more than 25 years of tax decentralization, the observed 

phenomena are, to say the least, surprising. Both figures also show the direction of this 

lack of awareness. In the case of PIT, among the 43.92% who made an erroneous 

assignment, 93.4% believed the tax to be more centralized than it is. That is, most 

residents of the common regime presumed the tax was assigned in its entirety to central 

government,19 while most residents of the foral regime believed it to be either fully 

assigned to the central government or shared between both tiers of government. The 

same bias holds for VAT, pointing to the prevalent perception of tax centralization within 

Spanish society. The very small percentage of individuals who believe either of the two 

taxes to be more decentralized than they are, and that actually opt to change their 

MWTP (e.g., in the case of PIT just 11 in the common and 1 in the foral regimes) 

invalidates any potential statistical analysis of ‘Discovering Tax Centralization’.  

 

Table 4 shows the impact of informing respondents of the correct response to question 

1 (that is, of their ‘Discovering Tax Decentralization’) on their MWTP taxes (definition 1). 

Following this ‘discovery’, the average MWTP PIT of those who were unaware of the 

correct assignment increased from 0.2981 to 0.3256 (+0.0275). In this way (but, note, 

not shown in the table), the average MWTP PIT of the whole sample increased from 

0.3361 to 0.3494 (+0.0133), the latter being the ‘amended’ MWTP, that is, the MWTP 

under perfect knowledge. Accordingly, the expected gains from expenditure 

decentralization rise, but the increase is tiny, reflecting a combination of the variation 

per individual surveyed and the small number of people that changed their 

preferences.20 In Panel B), we focus just on the variation in MWTP PIT of those sensitive 

to ‘Discovering Tax Decentralization’. The variation for this group of individuals, whose 

initial MWTP was also relatively high (0.5494), is +0.2346. The variation per individual 

surveyed who actually modified their MWTP is not negligible, but very few in fact opted 

to do so. A similar pattern is obtained for VAT. 

                                                 
19 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). 
20 Note for PIT and for VAT, the number of individuals who ‘discover tax decentralization’ is larger than 
that actually shown in Figures 1 and 2. This is so because – to estimate the impact on MWTP – the foral 
regime respondents who answered ‘Don’t know’ are considered to have ‘discovered’ decentralization, 
since their institutional reality is that of full decentralization. We return to this issue in Section 3.2. 
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Figure 1: Anatomy of Response to the Experiment: The case of PIT (All) 
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Figure 1’: Anatomy of Response to the Experiment: The case of PIT (Foral) 
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Figure 2: Anatomy of Response to the Experiment: The case of VAT (All)  
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Figure 2’: Anatomy of Response to the Experiment: The case of VAT (Foral) 
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Table 4. Variation in MWTP when ‘Discovering Tax Decentralization’. Definition 1 

 Observations Mean Standard Deviation 
 Panel A): 

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 (PIT) 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 (VAT) 1,918 0.0136 0.3010 
 Panel B):  

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

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

Next, we outline the empirical framework developed to estimate the impact of 

‘Discovering Decentralization’ on MWTP when controlling for the composition of the 

non-random sample of those who ‘Discovered Tax Decentralization’.   

 

3.2. Empirical Framework Using Survey Data 

We seek to identify the extent to which ‘Discovering Tax Decentralization’ modifies the 

MWTP of each tax. To do so, we propose estimating the following standard ‘before-and-

after’ regression for each tax: 

 

Δ𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑖𝑖 = δ𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝐷𝑖𝑖 + 𝑋𝑋𝑖𝑖𝛽𝛽′ + 𝜇𝜇′𝑖𝑖                                                      [1] 

 

where 𝜇𝜇𝑖𝑖 is the error term with the usual statistical properties (both here and in the 

regressions that follow). The sample for this regression includes only those individuals 

that were unaware of the actual tax assignment in Step 1. For each tax and for each 

respondent, the dependent 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 
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show the results of the estimation of equation [1] and of the rest of the equations for 

both definitions of the dependent variable.21 We seek to test whether δ 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., the provision of correct 

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

 

We expanded our subsample to include residents in the foral regime that responded 

‘don't know’. In this instance, the provision of correct information can implicitly be 

assumed to imply Decentralization, as taxes are fully decentralized. A similar approach, 

however, cannot be adopted with residents in the common regime, as taxes are only 

partially decentralized. Consequently, in the estimation of eq. [1], the sample size 

exceeds the numbers of ‘wrong answers’ identified in Figures 1 and 2, as we also include 

those individuals from the foral regime that responded ‘don't know’ (Figures 1’ and 2’).22  

 

Equation [1] serves as our primary estimation and as a guide for our heterogeneity 

analysis. Specifically, we explore variations based on those individuals that would prefer 

greater political autonomy for their region of residence or who hold a political ideology 

of independence. Regardless of the gains attributable to allocative efficiency, we would 

also expect a greater variation among individuals favouring more political autonomy, 

given that tax decentralization – commonly associated with political autonomy – is a key 

component of such autonomy.  

 

                                                 
21 The survey was quite short. Despite this, not all respondents may necessarily have been consistent in 
their responses across its various steps. If they are willing to pay more PIT, and in Step 2 reveal a 
willingness to pay up to 5%, and say 6-10% in Step 3, this difference might not be attributable to their 
discovering the correct information, but rather to a certain inconsistency in spite of the ‘quality check’ 
described at the beginning of Section 3.1 (once an individual had started to respond to the survey, he or 
she could not go back to modify earlier answers). In contrast, inconsistency seems less likely to hold 
between having responded ‘yes/no’ to paying 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 appears to be less prone to inconsistent 
answers from individuals across steps. There is, thus, a potential trade-off between the two definitions of 
the dependent variable. For this reason, we opt to show both set of results. 
22 In 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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It should be stressed, however, that the number of individuals altering their originally 

revealed MWTP is relatively modest (see Table 4), which makes the calculation of 

precise estimates challenging. To obtain further empirical evidence, we complement the 

experimental analysis by estimating the following equation also based on our survey 

data: 

 

𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑖𝑖 (𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎) = Φ𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖 + 𝑋𝑋𝑖𝑖𝛽𝛽′′ + α(𝑋𝑋𝑖𝑖𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅) + 𝜇𝜇′′𝑖𝑖      

[2] 

 

In this way, we seek 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’ marginal willingness; for the rest, the MWTP revealed in Step 2 is replaced with 

the marginal willingness revealed in Step 3, if they differ. In this way, we can compare 

the MWTP under ‘partial’ decentralization (as picked up by the dichotomous variable 

Common regime) vs ‘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 individuals surveyed (as in any other heterogeneity analysis we 

might perform). If decentralization is welfare non-decreasing (and so, people are willing 

either to pay more taxes or, at least, to maintain the same level), ceteris paribus, we 

expect Φ≤ 0.  

 

Before continuing with the main analysis, we also conduct a foundational examination 

to identify the determinants of knowledge, with a specific focus on discerning potential 

differences in this regard between residents of the foral and common regimes. 

Specifically, we aim to estimate the following equation: 

 

𝐿𝐿𝐿𝐿𝐿𝐿𝐿𝐿 𝑜𝑜𝑜𝑜 𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑘𝑖𝑖 = Π𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑖𝑖 + 𝑋𝑋𝑖𝑖𝛽𝛽′′ + (𝑋𝑋𝑖𝑖𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥𝑥 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅)κ +

                                                                                                                                       +𝜇𝜇′′′𝑖𝑖                             

                                                                                                       [3] 

 

For each tax, the dependent variable equals one if the individual either failed to identify 

the tax assignment correctly or responded ‘don’t know’. Due to the higher level of tax 
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decentralization in the foral regime, we expect Π ≥ 0. We present our results below. 

 

4. Empirical Results 

 

4.1. Who is more likely to have wrong/no information about tax assignments? 

In Table 5, we present our estimates for the determinants of knowledge regarding tax 

assignments (eq. [3]). This analysis is based on the whole sample. In column (1), we show 

the results for PIT. Recall, 38.7% of the full sample were aware of which tier of 

government the PIT is assigned to (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 

more informed with both estimates showing a statistically significant, negative sign that 

are greater in absolute values than the estimate of those self-located at the Centre (-

0.092). These estimate, however, need to be interpreted with respect to those who 

preferred not to reveal their position on the political spectrum. Similarly, gender makes 

a difference: women have less knowledge than men (+0.115). Relatively older people 

(aged above 45) also show greater knowledge. Among the Inactive group (comprising 

students and retirees), we detect a dip in knowledge compared to that of their 

counterparts (+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 with more at stake given their larger income tax liabilities – also 

demonstrate greater knowledge (-0.0915). Generally, the sign of each determinant 

aligns with expectations.  

 

Next, we shift attention to the distinctive institutional features of the regional financing 

systems, as outlined in Section 2: that is, respondent residency in either the foral or 

common regime. The Common regime variable is assigned a value of one for individuals 

residing in that regime and zero otherwise. Although the foral regime territories enjoy 
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Table 5. Determinants of wrong/no-information about tax assignments 
  (1) (2) (3) (4) 

VARIABLES 
Mistake PIT or 

Don’t know 
Mistake PIT or 

Don’t know 
Mistake VAT 

or Don’t know 
Mistake VAT 

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) 
Centre -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) 
Centre 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 
Note: Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 



 26 

the maximum level of tax autonomy, ceteris paribus, the level of knowledge is slightly 

higher in the common regime (-0.041): that is, the reverse of our expectations. Although 

the impact is statistically significant (at the 95% level), the value of the estimate is not 

very high: it is only slight 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, in accordance with our expectations, the rest of 

the estimates remain qualitatively the same, the sign of Common regime is reversed 

(+0.0203), but is now statistically insignificant. This indicates that the differences 

estimated in column (1) were due merely to a sample composition effect. Nevertheless, 

it should be stressed 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 residents therein with respect to those residing elsewhere.23 

 

In column (3), we analyse VAT. The mean of the dependent variable is higher than in the 

case of PIT, at 0.774 (see also Figure 2): that is, 16.1 p.p. less knowledge than that 

reported for PIT. The lack of knowledge with regard to VAT is independent of the levels 

of income and education of the respondent (i.e., both variables do not exhibit 

statistically significant differences across individuals). As with PIT, those who prefer not 

to reveal their political ideology have less knowledge, but here we detect hardly any 

differences along the political spectrum (the estimate runs from -0.107 for Centre to -

0.114 for Left). Once again, residents in the common regime demonstrate more fiscal 

knowledge than those in the foral regime (the estimate being equal to -0.100). In 

contrast to PIT, when we interact the control variable with Common regime, this latter 

result is strengthened (see column (4)): ceteris paribus, the likelihood of residents of the 

common regime correctly assigning VAT is 0.167 points higher than that of residents of 

                                                 
23 This unexpected lack of knowledge among residents of the foral regime is likewise reported by Durán-
Cabré and Esteller-Moré (2019) using survey data for the 2014–2017 period from the Centro de 
Investigaciones Sociológicas, an official centre conducting sociological research in Spain. Although the 
surveys were not representative of the Spanish regions, the authors pointed out that the (low) level of 
knowledge about tax assignment in the common and foral regions was practically the same. 
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the foral regime. Along with being right-wing, this has by far the greatest impact of all 

the potential determinants of knowledge. Considering the results for PIT and VAT, 

contrary to our expectations, being a resident of the foral regime by itself does not 

enhance knowledge about tax assignment. Indeed, in the case of VAT, it even diminishes 

knowledge compared to that of residents of the common regime.  

 

As the foral regime is fully decentralized, it follows that its citizens underestimate the 

level of tax decentralization, especially with regards to VAT. This is confirmed by the 

results in Table 6. The dependent variable equals one if the individual erroneously 

believed the tax to be more centralized than it actually is. In both columns, the control 

variables are interacted with the Common regime variable. Hence, the estimator of the 

latter variable (-0.170 for PIT, and -0.237 for VAT) – presenting a negative sign and 

statistical significance – indicates that, compared to foral regime residents, those of the 

common regime who answer incorrectly are less likely to believe that the corresponding 

tax is centralized.  

 

These findings suggest that full tax decentralization in the foral regime does not 

contribute any additional knowledge. As such, given the lack of knowledge observed, 

harnessing the potential advantages of decentralized taxation – such as, gains in 

allocative efficiency or electoral accountability, if any – certainly seems challenging 

 

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

We aim to test whether tax decentralization has any impact on the size of the public 

sector measured in terms of MWTP, as argued in Section 2. If there is a positive 

relationship (i.e., 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 negative, an 

inefficiently large public sector would be inferred. This would be unusual due to the 

supposed gains from expenditure decentralization (see fn. 1). Therefore, it is crucial that 

we explore this statistical relationship. In the absence of any statistical relationship, a 

lack of knowledge would not be particularly important, as tax decentralization would 

not influence the desired size of the public sector measured in terms of MWTP. 



 28 

Table 6. Common vs. foral regime: Who is more aware of tax decentralization? 
  (1) (2) 

VARIABLES 
Wrongly guess PIT is more 

centralized 
Wrongly guess VAT is more 

centralized 
Common regime -0.170** -0.237*** 

 (0.0746) (0.0582) 
Right -0.109* -0.201*** 

 (0.0603) (0.0500) 
Centre -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) 
Centre 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 

Note: Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 
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Table 7 examines whether Decentralization influences the revealed MWTP (eq. [1]). In 

columns (1) and (2), we test this hypothesis for PIT, and in (3) and (4) for VAT. Although 

not explicitly shown, we control for the complete set of personal characteristics of the 

individuals surveyed and of the financing regime. Results clearly indicate that MWTP – 

regardless of how it is defined and the particular tax in question – does not vary because 

of Decentralization. The estimates are very low in terms of their absolute values and 

statistically insignificant. Hence, it seems the degree of tax decentralization does not 

play any significant role in determining the willingness to pay.  

 

Table 7. Does MWTP change when individuals ‘Discover Decentralization’? 
  (1) (2) (3) (4) 

VARIABLES 
∆MWTP_PIT 

(Def. 1) 
∆MWTP_PIT 

(Def. 2) 
∆MWTP_VAT 

(Def. 1) 
∆MWTP_VAT 

(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 
Note: The dependent variable is the difference in the MWTP (before and after the 
treatment). The sample is restricted to those individuals who initially either failed to 
identify the tax assignment correctly, believing the tax to be more centralized than it is, 
and those who responded ‘don’t know’. According to definition 1), the dependent variable 
is the difference between the MWTP after being provided with the correct 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), an 
increase in MWTP (+1) and a 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 in 
which the individuals surveyed reside. Robust standard errors in parentheses. *** p<0.01, 
** p<0.05, * p<0.1 

 

Table 8 seeks to test whether the impact of decentralization differs depending on the 

regional financing system. Due to the limited number of observations for the foral 

regime and to preclude any additional peculiarities across regimes, hereon in we shift 

our focus to the common regime. Also, note, that common regime citizens are those 

more able to perceive differences as regards which tier of government determines the 

provision of public goods, since in these regions the process of decentralization, in 

contrast with that in the foral regime, was parsimonious. In the case of PIT and the 

common regime, Decentralization leads to an increase in MWTP (+0.129 according to 
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definition 1) and +0.113 according to the more restrictive definition),24 whereas, in the 

case of VAT, the estimate is positive, but statistically insignificant. Hence, for the 

common regime subset, expenditure decentralization has a statistically significant 

impact on the average MWTP, but only in the case of PIT. Hence, citizens might be willing 

to pay more, but the composition of the mix matters: they prefer PIT to VAT. 

 

Table 8. Does MWTP change when individuals in the common regime ‘Discover 
Decentralization’? 

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

VARIABLES 
∆MWTP_PIT 

(Def. 1) 
∆MWTP_PIT 

(Def. 2) 
∆MWTP_VAT 

(Def. 1) 
∆MWTP_VAT 

(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 
Note: The dependent variable is the difference in the MWTP (before and after the treatment). 
The sample is restricted to those individuals who initially either failed to identify the tax 
assignment correctly, believing the tax to be more centralized than it is, and those who 
responded ‘don’t know’. According to definition 1), the dependent variable is the difference 
between the MWTP after being provided with the correct 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), an increase in MWTP (+1) and a 
decrease in MWTP (-1). In all regressions, we control for the whole set of personal 
characteristics, and the (foral or common) regime in which the individuals surveyed reside. 
Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 

 

In Table 9, we examine whether the increase in MWTP caused by Decentralization in the 

common regime is ‘simply’ driven by individuals’ aspirations for greater political 

autonomy. In this scenario, the impact of ‘Discovering Decentralization’ would be 

primarily motivated by regional sentiment. While in the case of PIT, those with 

aspirations of greater political autonomy increase their MWTP by a greater margin on 

‘discovering decentralization’, the same, somewhat unexpectedly, does not occur for 

VAT. In none of the cases, however, is the impact of Decentralization on MWTP 

statistically different across individuals depending on their political aspirations of 

autonomy for their region. Interestingly and contrary to our findings, Foremny (2024) 

finds evidence of the role of identity in shaping attitudes toward taxation and 

                                                 
24 This impact is not negligible as the average MWTP PIT for common regime is 0.326. 
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redistribution. This survey experiment, also conducted in Spain, suggests that the effect 

of decentralization on views about inequality tend to be driven by participants with a 

stronger attachment to their region than to the nation, while the diminished support for 

higher taxes on the wealthy is driven by participants with stronger national than regional 

identity. 

 

Table 9. Does MWTP change when individuals in the common regime ‘Discover 
Decentralization’ depending on their aspirations for greater political autonomy? 
  (1) (2) (3) (4) 

VARIABLES 
∆MWTP_PIT 

(Def. 1) 
∆MWTP_PIT 

(Def. 2) 
∆MWTP_VAT 

(Def. 1) 
∆MWTP_VAT 

(Def. 2) 
          
(a) Decentralization 0.106** 0.101* 0.0516 0.0648 

 (0.0521) (0.0518) (0.0587) (0.0486) 
(b) Decentralization x 
Pro_Autonomy  

0.0786 
(0.125) 

0.0451 
(0.122) 

0.0293 
(0.099) 

-0.0329 
(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 
Note: 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 the common regime – failed to 
identify the tax assignment correctly (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 independence. According to definition 1), the dependent variable is the difference 
between the MWTP after being provided with the correct 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), an increase in MWTO (+1) and a decrease in 
MWTP (-1). In all regressions, we control for the whole set of personal characteristics and for 
these variables interacted with Decentralization. Robust standard errors in parentheses. *** 
p<0.01, ** p<0.05, * p<0.1 

 

The impact might also be interrelated with that of respondents’ political ideology. For 

example, in the first step of the experiment, extreme leftists may have reported the 

highest MWTP, and so there is no room for further increases. In contrast, right-wing 

individuals might be especially prone to decentralization as a way to promote market 

efficiency (Qian and Weingast, 1997) or, simply, they might not care which tier of 

government provides what, as they prefer a minimal state. As such, we cannot rule out 

heterogenous responses along the ideological axis. In Table 10, we see no statistically 

significant differences caused by ideology, although rightists tend to lean more towards  
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VAT increases than do left-wing individuals. 

Table 10. Does MWTP change when individuals in the common regime ‘Discover 
Decentralization’ depending on their political ideology? 
  (1) (2) (3) (4) 

VARIABLES 
∆MWTP_PIT 

(Def. 1) 
∆MWTP_PIT 

(Def. 2) 
∆MWTP_VAT 

(Def. 1) 
∆MWTP_VAT 

(Def. 2) 
          
(a) Decentralization 0.119** 0.099* 0.0434 0.043 

 (.0567) (0.055) (0.052) (0.041) 
(b) Decentralization x 
Right  

-.0147 
(0.081) 

-0.0036 
(0.077) 

0.038 
(0.069) 

0.029 
(0.059) 

Impact of 
Decentralization for 
Rightist individuals 

0.105* 
(0.058) 

0.096* 
(0.054) 

0.0817* 
(0.046) 

0.071* 
(0.042) 

[(a)+(b)]     
Observations 866 866 1,241 1,241 
R-squared 0.0393 0.0427 0.0124 0.0153 
Note: 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 the common regime – failed to 
identify the tax assignment correctly (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 the difference between the MWTP after being provided 
with the correct 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), an increase in MWTO (+1) and a decrease in MWTP (-1). In all regressions, we 
control for the whole set of personal characteristics and for these variables interacted with Right. 
Robust standard errors in parentheses. *** p<0.01, ** p<0.05, * p<0.1 

 
 

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

Knowledge 

How would the situation look if all citizens had perfect knowledge? To test this, we 

estimate eq. [2]. Results are shown in Table 11. Originally, according to column (2), 

citizens of the common regime reveal a smaller MWTP PIT than that of residents in the 

foral regime (-0.04), although the estimate is not statistically different from zero. Once 

equipped with the correct information, and given the increase in MWTP PIT on 

‘discovering decentralization’, their MWTP PIT is greater than that of the residents in 

foral regime. The difference in willingness, though, between the two regimes is not 

statistically different. Similar results hold for VAT (columns (4) and (3) in Table 11). 

 

In summary, the marginal increase in MWTP PIT, as reported in Section 4.2, fails to justify 

an increase in the scale of the public sector in regions where tax decentralization is at its 

maximum (i.e., the foral regime). Consequently, the potential for maximizing gains from 
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expenditure decentralization in these regions remains uncertain. 
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Table 11. Does MWTP differ across territories depending on their financing regime when 
all citizens have perfect knowledge? 

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

Amended 
MWTP PIT 

(perfect 
knowledge) 

 
  

Original MWTP 
PIT 

(imperfect 
knowledge) 

  

Amended 
MWTP VAT 

(perfect 
knowledge) 

 
  

Original MWTP 
VAT 

(imperfect 
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) 

Centre -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) 

Centre 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 
Note: 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 so, promoting tax 

decentralization should result in a higher (or, at least, never a lower) MWTP, provided 

one necessary condition is met: Citizens are aware of who they pay their taxes to.  

 

Here, we have sought to test whether this condition holds by conducting an experiment 

based on survey data and taking advantage of the tax decentralization process that has 

unfolded in Spain over the last 25 years. Our results show that citizens have little 

awareness of the assignment of taxes across different tiers of government: indeed, just 

38.71 and 22.60% of respondents correctly assigned PIT and VAT, respectively, it being 

overwhelmingly assumed that the two taxes are more centralized than they actually are.  

 

Ceteris paribus, in the foral regime, where tax decentralization is almost full, the level of 

awareness is relatively lower than that found in the common regime. Hence, the 

necessary condition for taking advantage of the supposed welfare gains attributable to 

tax decentralization does not currently hold in the Spanish case. A priori, this is not good 

news.  

 

To infer whether this lack of awareness is something worth rectifying, we estimate the 

extent to which being in possession of the correct information might modify the 

originally revealed MWTP. We obtain mixed results. In the case of PIT, although very 

few individuals change their preferences (12.05% of those who erroneously believed the 

tax to be more centralized than it actually is, that is, 149 out of 1,237 observations), we 

estimate a causal relationship between ‘discovering decentralization’ and MWTP. In the 

case of VAT, we record no impact at all. Thus, tax decentralization has only a weak 

impact on average MWTP: very few individuals react, and only in the case of PIT. 

Similarly, we cannot conclude that any change in MWTP is related to citizens’ aspirations 

of greater political autonomy for their region or with their political ideology. If we 

restrict our analysis to a comparison of the ‘tax preferences’ of the foral and common 

regimes, and after controlling for differences in the individual characteristics of each 

sample, we conclude that MWTP does not differ systematically between the two. 
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Moreover, if we amend the originally revealed MWTP following the ‘discovery of 

decentralization’, the differences between territories shrink even further.  

 

Our analysis of the lack of knowledge about tax assignment leads to a final consideration 

about how the main taxes are currently administered in modern tax systems. Pre-filled 

returns, e-returns or tax withholdings make compliance and payment much easier. PIT 

contributors do not have to make any calculations that might involve the application of  

progressive tax schedules; many do not even have to keep payslips, bank records or 

invoices, as the tax authority already disposes of this information. VAT is an indirect tax, 

whose taxable persons from a legal point of view (i.e., those that charge, collect and pay 

VAT) generally carry out economic activities; yet, the tax seeks to be a levy on final 

consumers (i.e., taxpayers from an economic point of view). Product prices are usually 

inclusive of VAT (at least in the EU) and, therefore, it seems reasonable to assume that 

most taxpayers pay little attention to the total VAT due. All in all, while there are gains 

in compliance costs, tax collection procedures do little to raise citizen awareness of 

which tier of government they pay their taxes to and, likewise, just how much tax they 

are paying. Hence, it might be worth considering the trade-off between lowering 

compliance costs, on the one hand, and taxpayer awareness of the taxes they actually 

pay and to whom, in fact, they pay them, on the other. 
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Appendix  

Picture A1. PIT returns and assistance programs in the common regime 
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Picture A2. VAT returns and assistance programs in the common regime 
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Picture A3. PIT returns and assistance programs in the foral regime 
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Picture A4. VAT returns and assistance programs in the foral regime 
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