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Disaggregating “Decentralization”

* Control over functions
— Deconcentration
— Delegation
— Devolution
— Transfer

* Specific functions
— Formulation/Planning
— FInancing
— Implementation
— Monitoring/Control
— Audit/Evaluation

 Other Parameters
— Location
— Sector/Subsector
— Production vs. Provision
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Understanding “Fiscal”

Rhetoric vs. Resources

Who Generates and
Who Allocates Resources?

“Follow the Money”
“Show me the Money”
“He Who Pays the Piper Calls the Tune”
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Why Decentralize? (1)

Economic Efficiency and Effectiveness
* Limited span of control: diverse local priorities

— The right services to the right people in the right amounts
— Use appropriate technology
— Improve sustainability of investments
— Create incentives for growth
* Laboratory for innovation: local trial and error

— Allow space for experimentation and cross-fertilization based on local
successes and failures

— More heads are better than fewer
* Fiscal constraints: needs exceed funding capacity

— Broaden tax base

— Mobilize additional resources
 Demographic trends: urbanization & amalgamation

— Economics of scale, scope, contiguity, and agglomeration
— Larger pools of skilled human resources
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Why Decentralize? (2)

Political Expediency
* Lack of control & fiscal constraints = shift responsibility:

— Improve governance (transparency and accountability)
— Blame others (reduce political cost of poor infrastructure/services)

 Democracy & fiscal mobility = voice and exit options:
— Expressions of discontent (electoral and other means)
— Leave jurisdiction (and sometimes country)

* Increased effective local demand = higher expectations:

— Function of increased capacity and willingness to pay
— Enhanced by greater political engagement

* Maintain peace and security = preserve the state:

— Political compact/compromise
— Redress destabilizing regional imbalances
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Global Trends In Governance

20™ CENTURY

UNITARY

CENTRALIZED

CENTER MANAGES
BUREAUCRATIC

COMMAND & CONTROL
INPUT CONTROLS
TOP-DOWN ACCOUNTABILITY
INTERNALLY DEPENDENT
CLOSED & SLOW
INTOLERANCE OF RISK

21°" CENTURY

FEDERAL/CONFEDERAL
GLOBALIZED & LOCALIZED
CENTER LEADS
PARTICIPATORY

RESPONSIVE TO CITIZENS
RESULTS MATTER

BOTTOM-UP ACCOUNTABILITY
COMPETITIVE

QUICK & OPEN

FREEDOM TO FAIL/SUCCEED
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Global Trends In Fiscal Decentralization

I Transition (1999) Developing (1997)
| Average | Max | Min
- ' |

Sub-national expendifures
As%ofgDP_ ]
As % of public sector expenditures
Sub-nat’l education expenditures, as %o
ol public sector education
expenditures
Sub-nat’|l health exp.. as % ol public
sector health expenditures
Tels
As % ol GDP
As % of public sector revenues
Fiscal transfers
As % ol sub-national revenues
Sub-nafional autonomy

| Taxautonomy | 551 91.0

Expenditure autonomy 74.0 L 49 .6

Source: Author’s calculations based on IMF Government Finance Statistics, various yvears and World Bank Fiscal Indicators.
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Decentralize Which Fiscal Functions?

* Allocation of resources (expenditure)

— Assignment of resources with responsibilities
— Achievement of national minimum service standards
— Address unfunded mandates

* Generation of resources (revenue)

— Permit discretion in the utilization of transfers
— Assign user charges and fees

— Allow determination of tax rate/tax sharing

— Assign tax base

— Give debt financing authority
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Decentralize to
Which Level of Government?

* Central level to provincial/state level

— Creation of a de facto federal system
— Fear of breaking away/becoming independent

* Provincial/state level to local level

— Few resources/limited authority to delegate

— Need for regional authorities for interjurisdictional
infrastructure and services

e Central level to local level

— Most common form of decentralization
— Appropriate sequencing of resources and capacity
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