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Abstract

Today, one of the policies that some developed countries have chosen in recent decades to
deal with all kinds of problems in their society is the implementation of decentralization
policy. In other words, the central governments observed that they could not perform their
duties properly without the presence and role of local governments, and it is necessary
that part of their powers in local and provincial areas be delegated to the relevant units.
But the most important form of decentralization is financial decentralization, which has
received more attention among economists and politicians in recent years. In addition to
financial decentralization, the issue of social capital has entered the economic debate in
recent years and has been given serious attention along with other capitals, and in Iran it has
also been considered for development and growth. So, in this paper we analyze the effects
of financial decentralization on social capital during 2011- 2019 period by using panel
data model. The results shows that in the first model, income decentralization, per capita
income and economic participation rate have a positive and significant relationship with
social capital but inflation and business environment variables have a negative relationship
with social capital. Also, the results of second model shows that cost decentralization, per
capita income and economic participation rate have a positive and significant relationship
with social capital but the variables of inflation and business environment have a negative
relationship with social capital.
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1. Introduction

Decentralization is a method in which the central government transfers decision-making
authority to local institutions. One of the characteristics of this decentralized institution is
its relative independence from the central government in one or more specific dimensions.
Decentralization facilitates and accelerates decision-making and increases competition
between local governments, brings regional development, and by bringing the government
closer to the people, increases transparency and accountability. Another issue that helps the
growth and development of an economy is paying attention to social capital, which has a
higher role than other existing capitals. In fact, according to some researchers, without the
existence of social capital, other capitals are not very effective. Social capital by
strengthening three main elements; Trust, cohesion and group participation, and as a result,
by facilitating uncertainty in complex interactions and reducing the need for executive
guarantees, creating the possibility of easy information exchange, increasing the social
skills of members, increasing the degree of participation in groups and organizations.
Productive activities, increasing flexibility and increasing the interactions of economic
components, etc., help to improve the economic situation.

In an economy, many factors influence the formation of social capital, among which
we can mention the decisions of governments. In fact, by applying appropriate economic
policies, governments can increase the participation of people in the processes leading to
growth and development, and against the destructive policies of governments, it will bring
far worse effects. This issue will become more intense in relation to local governments and
considering that local governments can focus more on social, economic and cultural
relations in a region; they can have a greater effect on the formation and improvement of
the level of social capital. This matter is more important for the country of Iran, where the
decisions are actually communicated by the central government to the local governments.
Therefore, the purpose of this study is to investigate the impact of financial decentralization
on social capital in the provinces of Iran in the period of 2011-2019.

2. Materials and Methods
The final model extracted to estimate the impact of financial decentralization on social
capital is presented in the form of equation (1). This model is based on the factors affecting
social capital presented in other studies; has been extracted.

SCyx = a; + P1Fdie + B2 Infir + B3Pcije + BoEpric + PsBatie + uy (1

In this regard, SC as social capital is a function of:

Fd: Financial decentralization index, which is included in the model in the form of
income and cost decentralization.

Inf: Inflation Rate

Epr: Economic participation rate

Pci: Per-capita Income

Bat: Business environment index

u;¢: Brror Term

It is worth mentioning that the required data was collected from the statistical yearbook
of the Statistics Center, Chamber of Commerce, Industries and Mines, Ministry of
Economy and Finance Affairs, as well as the database of the Central Bank of the Islamic
Republic of Iran, and the period under review is from 2011 to 2019.

The model is estimated by AMG (Augmented Mean Group) method because of the
Panel Data’s Structure and we have two models, in first model we use Income Fiscal
Decentralization index as explanatory variable and in second model we use Cost Fiscal
Decentralization index as explanatory variable.

3. Data
The Data’s use in this paper are defined as below:
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The social capital index which has been weighted and calculated using the variables of
table (1) and the principal component analysis (PCA) method. It is worth mentioning; that
in the calculation of social capital for the provinces, variables have been used that indicate
the three main components of social capital, namely; trust, coherence and economic
participation and also, their data are also available for the provinces during the time period
under review. It is worth mentioning that the data used in this section were extracted from
statistical yearbooks published for the provinces of the country.

Financial decentralization of income: the ratio of the incomes of each province to the
whole country, the percentage of the incomes of each province in the form of total receipts
including tax incomes; Direct and indirect taxes as provincial revenues and transfer receipts
from the central government as national revenues. Extracted from the budget chapter of
statistical yearbooks of the provinces

Financial decentralization of expenditures: the ratio of the expenditures of each province
to the whole country, the percentage of expenditures of each province as the sum of the
total payments of each province, including expenditure and capital credits, extracted from
the budget chapter of the statistical yearbooks of the provinces

Business environment index: information related to the business environment index
from the reports on the business environment of the provinces published by the Chamber
of Commerce, Industries, Mines and Agriculture; has been extracted.

Per capita income: The per capita income data in this study is in billions of Rials, and
to calculate it, the real gross domestic product of each province was divided by the
population of that province and the per capita income was obtained. In Iran, to measure the
production situation in the provinces, they remove the added value from oil and calculate
the per capita income without oil. The data related to this variable was extracted from the
databases of the Statistics Center and statistical yearbooks.

4. Discussion

Before estimating the models, it is necessary to examine the cross-sectional dependency
and unit root tests of the variables. Cross-sectional dependency test is important from the
point of view that the unit root test can be chosen based on it. Based on results, in both
models, cross-sectional correlation will be confirmed; therefore, considering the existence
of cross-sectional correlation, Pesaran's test (2003) is used to check the significance of the
variables, in which cross-sectional dependency is considered. This test is known as CADF
or CIPS test.

Based on CIPS unit root test, the variables of per capita income and business
environment index are I(0), and the variables of social capital, income decentralization,
cost decentralization, inflation and economic participation rate are I(1). Considering this
issue and in order to avoid the occurrence of false regression, it should be checked
whether the variables of the models have a long-run relationship with each other or not.
Westerlund and Egerton's (2007) co-integration test has been used to investigate this issue
and due to cross-sectional dependency. Based on this test, in both models, the variables
are accepted and the results are reliable.

After making sure that the results of the models are not false, the appropriate model is
selected for estimation. According to the data structure, the panel data model and the
Augmented Mean Group (AMG) have been used to estimate the models. The results shows
that, Income financial decentralization has a positive effect on social capital and this effect
is statistically significant. In other words, based on the results of the model estimation,
revenue financial decentralization is considered as a strengthening of social capital and
since the local governments are closer to the people, hence the information about local
preferences and needs at a lower cost and in addition to This accountability and
transparency in policy making can be increased by bringing the allocation of expenses
closer to income.
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Also, the effect of inflation variable on social capital is negative and with the increase
of inflation rate in the provinces, social capital has decreased. This result is consistent with
economic theories; because the increase in the inflation rate will lead to the destruction of
economic structures and the trust of economic factors in each other, which is the result of
the reduction of this trust in the erosion of social capital. Also, variables of per capita
income and economic participation rate have a positive effect on social capital. This result
is consistent with reality; because no matter how favorable the economic situation in a
society is, it can lead to an increase in trust, participation and cohesion between economic
factors, and the result of these interactions is the improvement of the social capital situation
in a society.

5. Conclusion

Due to the positive relationship between decentralization and social capital in the
provinces of the country, it is suggested that more powers be given to the provinces
regarding economic and social decision-making and budget allocation, and the
need to pay attention to the strengthening of local governments. That will be
important. The more the local governments can have a stronger role in the
economic decisions of the province; they can increase the trust of people in the
society towards their decisions and increase economic and social participation,
which results in an increase in social capital.

Local governments and economic planners and policy makers should pay attention
to the role and participation of people in economic activities in order to increase
social capital and adopt policies that lead to an increase in the economic
participation of people.

At the macro level, the central and local governments can strengthen and encourage
people's institutions by involving the people as much as possible in decision-
making, enact heavy laws and punishments for corruption and embezzlement, and
create effective and stable laws. , create public trust in the people and improve
social capital in the country and in the provinces.

Creating and strengthening participatory processes in decision-making that affect
public life at the local level.

Transparency in disclosing information related to policies (for example, the
country's economic reform plans) and encouraging informed and responsible
citizenship.

Paying attention to communication networks and social capital of low-income
groups and strata and using them positively to advance development goals.
Paying attention to social capital in all development projects and involving social
groups in their implementation
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Diag. 1: The average social capital index calculated for the provinces
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Tab. 2: The average social capital index calculated for the provinces
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Tab. 3: Cross-sectional correlation test results
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Tab. 4: Pesaran Stationary Test Results
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Tab. 5: Co-Integration Test results for first and Second Model
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Tab. 6: Model diagnostic tests
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Tab. 7: First Model estimation Result
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Tab. 8: Second Model estimation Result
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