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Perceived Risks of Fiscal Decentralization

* Perspective of central government
— Macroeconomic instability
— Political instability
— Deterioration of local infrastructure and services
— Increased corruption

— Decreased FDI

* Perspective of local government
— Unfulfilled expectations
— Deterioration of local infrastructure and services
— Fiscal gap
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Common Problems of Fiscal Decentralization

Measurement and evaluation

Fiscal gap/unfunded mandates

Increased dependency

Economically inefficient and ineffective
Politically top-down/centralized decentralization
Process poorly designed/executed

Competing policy objectives
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WVWAYS TO VIEASURE DEGREE OF DECENT RALIZATION

1.

OVER TIME (LONGITUDINAL, TIME SERIES)

ACROSS JURISDICTIONS (COMPARATIVE)

QUANTITATIVE INDICATORS (OBJECTIVVELY VERIFIABLE)

- NMONEY
- STAFFING
- COST EFFECTIVENESS

UNITS OF CONIPARISON

- FUNCTION (IDESIGN/PLANNING/PROGRANMMING;
FINNANCING; PRODUCTION/PROVISION;
NMONITORING/CONTROL; EVVALUATION)

- LOCATION (URBAN/RURAL;, BIG/SNMALL;
GEOGRAPHIC SIMILARITIES)

- SECTOR (TRANSPORT, AGRICUL TURE, HEALTH AND
SANITATION, EDUCATION, SECURITY)

— SUB-SECTOR (ROADS, FERRIES, IRRIGATION, FLOOD
CONTROL, W/WATER, WASTERVWATER, SOLID WASTE,
DRAINAGE, SCHOOLS AND SUPPLIES, LOCAL POLICE)
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Fiscal Decentralization and Fiscal Gaps

* Most common type of fiscal decentralization is politically
driven and expenditure led

* Usually leads to fiscal gap between expenditure responsibilities
and available resources

* Gap closed by a national resource transfer program with the
unintended consequence of providing disincentives to mobilize
OWh source revenue

* Central government silo structure hinders coordination of
expenditure and revenue functions
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Decentralization Results (1)

General

e Usually mixed results

* Measurement and evaluation problems
 Unfunded mandates

* Centralized decentralization

Failures

 Economic: Inefficient and ineffective

* Political: Top-down

* Process: Poor designh and/or execution
* Policy: Competing objectives
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Decentralization Results (2)

Successes
* Low profile, focused, manageable:

Small in scope, phased, specific functions,
asymmetrical

vs. “Big Bang” approach

* Also include: Capacity building, incentives, civil
service reform, political commitment, dynamism,
well-designhed grant transfers, tax decentralization
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Key Factors
* Contributing

— Age of nation (older = more successful)

— Size of GDP (larger = more successful)

— Mass media (more developed 2> more successful)

— Industrialization (more industrialized = more successful)

— Number of local governments (more LGUs = more successful)

* Not contributing
— Geographic size
— Population size and density
— Degree of urbanization
— Constitutional structure
— Ethnic composition
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Warnings

Risk of political instability

— Not quick fix for administrative/political/economic woes
— Can jeopardize stability, undermine efficiency, increase corruption during transition
— Not suitable for a country experiencing a severe crisis

Risk of macroeconomic disequilibrium

— No hard budget constraint = large, chronic deficits
— Implicit central government guarantee = unsustainable borrowing

Risk to delivery of essential infrastructure and services

— Inadequate local government institutional capacity
— Decentralized corruption with increased uncertainty

Risk of social inequality

— Can worsen regional imbalances
— Can worsen local inequities
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