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Attract private investment through fiscal decentralization in the Iran
provinces; GMM approach
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Abstract:

In economic literature, fiscal decentralization is transfer resources management and
spending of the central government to local governments. Many economists, especially
development economists, implementation of correct fiscal decentralization as one of the most
important factors for economic growth and development and consequently increased
investment in developing countries expressed. The main purpose of this study is investigate the
effects of revenue and expenditure decentralization on private sector investment in Iran provinces
during the period 2005-2014 using the Generalized Method of Moments. The results imply to
confirm nonlinear relationship between revenue decentralization and private investment. So that
in the level, fiscal decentralization is positive and its square is negative. But nonlinear relationship
not established between spending decentralization and private investment, and results of
relationship between these two variables indicate that there is a negative effect of spending
decentralization on private investment. In addition, relationship between inflation, real output
per worker, urbanization rate and R&D expenditures with private investment are positive and
significant.

Keywords: Revenue Decentralization, Spending Decentralization, Private Investment, GMM,
Iran Provinces
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