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Presumptions of Decentralisation in the
Context of Institutional and Political Economy

The aim of the article is to discuss and distinguish the notion of decentralisation within time, institutional
economics and political organisation of States, as well as the role of decentralisation in the context of those
political organisations. The differences between the notions of decentralisation and federalism are differenti-

ated in order to avoid misinterpretations of the notions.
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Straipsnio tikslas — aptarti ir atskirti decentralizacijos savoky prasmeés kitima laike, institucinés ekonomikos ir
politinés valstybiy santvarkos kontekste. Straipsnyje analizuojami skirtumai tarp decentralizacijos ir federali-
zamo sgvoky bei jy reik§miy, siekiant i§vengti neteisingo savoky interpretavimo ir supratimo.

Raktiniai ZodZiai: decentralizacija, institucionalizacija, federalizmas, unitarinis rezimas.

Introduction

There is no doubt in contemporary litera-
ture on politics and economics that de-
centralisation helps ensuring the efficien-
cy, transparency of public governance, the
participation of citizens in governance
and the responsibility of local government
to citizens. Keeping in mind relatively
large quantity of literature on decentrali-
sation, most often, when the attention
is focused on reforms themselves, fiscal
decentralisation, intergovernmental fis-
cal relationships, no attention in given to
the context, thus the notion is not always
used adequately. It is important to define
whether the notions of decentralisation
are equally clear, understandable and are
interpreted in the same way in the histori-

cal, social, political and economic context.
If it is not so, the practical and scientific
discussions might lead to different inter-
pretations, hence different conclusions
and outcomes.

The analysis in the article is needed
to discuss multi-faceted aspects of de-
centralisation in assessing the complexity
and many meanings of this phenomenon
during different periods in countries hav-
ing different economics and politics. The
notion of decentralisation is often used
without assessing its different aspects in
individual dimensions. When the notion is
made equal, its meaning is often distorted.
Whereas listed or applied advantages and
disadvantages do not reflect the actual
situation. Therefore, in order to assess the
level of decentralisation (irrespectively if it
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is political, economic or fiscal) in a coun-
try, first we have to understand its politi-
cal/institutional nature. Hence, the main
aim of the article is to look at the notion of
decentralisation in the context of its devel-
opment, with regard to institutional aspect
and making distinction between decentral-
isation and federalism. Only having clearly
defined the notion of decentralisation in
the context of institutional and political
economy, we will be able to apply its pre-
sumptions, use its advantages and search
for ways to compensate disadvantages be-
cause inadequate conceptualisation, which
ignores a specific context of the country or
mandatory application of processes pre-
vent the optimum practical realisation of
decentralisation.

The article discusses the change of the
notion of decentralisation within time,
institutional economics and political or-
ganisation of States, as well as the role of
decentralisation in the context of those
political organisations; analyses differ-
ences between unitary and federal States
by stressing in parallel the differences
between the notions of decentralisation
and federalism, as well as their mean-
ing and also the governance of processes
themselves.

Changes in meanings of the notion
of decentralisation within time

Before analysing multiple meanings of the
current notion of decentralisation caused
by different political and economic con-
cepts, firstly a short review of the change
of the notion of decentralisation within
time will be presented.

Before 1970, decentralisation usu-
ally was understood in a narrow sense as

the distribution of central government
functions to lower governance levels as
representatives of government. Thus, the
notion of decentralisation corresponded
more to the appointment of deputies for
the same functions only by dispersing
them geographically as the political pow-
er remained in the hands of the central
government.

Since 1970, earlier reforms of decen-
tralisation began, and they were imple-
mented in order to achieve higher efhi-
ciency. Hence, the meaning of reforms
of decentralisation from simple perfor-
mance of functions in lower governance
levels turned into the presumption of de-
creasing of inefficiency of central govern-
ment (World Bank, 1990; Cheema, Ron-
dinelli, 2007).

1980 was the year when the decen-
tralisation of hierarchical government
structures and bureaucratic government
apparatus began diminishing the powers
of central government in general in order
to make government bodies more respon-
sible and effective. During this period,
decentralisation promoted the develop-
ment of city government, demolition of
bureaucratic systems, central governance
planning and fragmentation of govern-
ment to lower governance levels (Smoke,
2003). During this period, the concept of
decentralisation expanded and included
not only distribution of functions, but
also of political power between govern-
ance levels, democratisation, liberalisa-
tion of market, and the deconcentration
of political power was understood as the
presumption of economic efficiency and
social improvement.

Since 1990, citizen becomes the cen-
tre of attention and the notion of decen-
tralisation already means concentrating
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of provision of government services closer
to the citizen and their needs. The notion
of decentralisation is completed by con-
cepts of local government accountability,
responsibility with regard to local citizen,
and the activities of institutions are direct-
ed towards the improvement of wellbeing
of local residents. This argument is based
on the point of view that the local govern-
ment may be more accountable to citizens
than the central government (Seabright,
1996; Persson and Tabellini, 2000). An-
other important aspect of public finances
or public economics that emerged in that
period is political debate concerning the
participation of the State in the econom-
ics in considering how much public sec-
tor has to participate in the economy in
maintaining the balance between the
wellbeing of the State and the efficiency
of the free market; what roles the pub-
lic sector should have in the State and in
what level of governance and what roles
the private sector should have; also how
important is the role of the society in the
policy-making.

According to European Charter of
Self-Government (1985), self-governance
institutions form the grounds of every
democratic organisation. The fundamen-
tal principle of democracy is the right of
the citizens to participate in governance
of public affairs. In the most effective way,
it can be implemented through local gov-
ernment institutions.

These principles correspond to the
current trends in Western democratic
countries. The development of democratic
principles in European counties results in
decentralisation processes in public gov-
ernance field, by attributing increasingly
growing share of governance of public af-
fairs to local self-governance institutions,

thus also increasing their importance in
governance of the State. Local self-gov-
ernance means that without crossing the
limit established by the laws, local govern-
ment bodies have the right and the ability
to manage and govern a respective part of
public affairs by taking care of interests of
local residents and assuming full respon-
sibility. Local government bodies have
the right to implement powers granted by
central or regional government bodies at
their own discretion and with regard to
local conditions.

Hence, we come to the notion of in-
stitutional economics and role of institu-
tions in decentralisation process and crea-
tion of citizens’ wellbeing. More attention
is given to forms of construction of demo-
cratic society in local self-governance by
including citizens to local self-governance
processes. The notion of decentralisation
is less often used as a general one, but ac-
cording to the meaning, it was started to
divide it into three notions: devolution,
deconcentration and delegation.

The centre of attention of institu-
tional economics (institutionalism) is
the understanding of the role of evolu-
tion process and effect of institutions on
economic behaviour. The key idea is de-
rived from Thorstein Veblen’s instinctive
dichotomy between technologies, of the
one part, and “ceremonies” of the society,
of the other part (Dorfman, 1934; Brette,
2003). The term of institutional economy
and its initial elements are found in the
article of Walton Hamilton published
back in 1919 (Hamilton, 1919). In gen-
eral, institutional economics analyses
how society’s institutions cause eco-
nomic processes. As decentralisation is
not distinguished from activities of lo-
cal self-governance institutions and their
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participation in socioeconomic context,
it is important to understand the integra-
tion of institutions with new functions
both to processes of local self-govern-
ance and in the overall economic context
of the country. Institutional economics
stresses the importance of broader anal-
ysis of institutions and assesses markets
as a result of complex interinstitutional
(individuals, companies, State, local gov-
ernment institutions, social standards)
interaction.

As mentioned above, since 1990, de-
centralisation is identified as a measure
for improvement of efficiency of public
services, also as a more transparent and
more responsible form of governance
(Ribot, 2004). When decentralising pow-
ers of government, it is aimed for more
productive adoption of decisions by local
government institutions that is necessary
in order to ensure democracy and good
governance practice (Osei-Kufuor and
Bakare, 2013). Hence, the role of institu-
tions acquires a new meaning, and there-
fore it is relevant to review the essence of
institutional economics.

The principle object of interinstitu-
tional research is organisation and con-
trol of economy, rather than marketing
and distribution of resources. According
to institutionalists, the economics can-
not be limited just by the market because
the operating mechanism of distribution
of resources does not meet the abstract
notion of market; in order to use it, it is
necessary to look into particular insti-
tutions, their functionality, structure of
central and local government because
that in particular creates market and op-
erates through it. In trying to reveal de-
fects of orthodox theory, representatives
of modern institutionalism bring out

new theories, propose other methods of
understanding of economic phenomena
and processes. Institutionalists pay a lot
of attention to the explanation of eco-
nomic and political motives of an indi-
vidual’s behaviour. It is proposed to see
an individual not as a separate subject,
but as a part of the social system.

Institutionalism is the theory of social
control and changes, where a lot of atten-
tion is given to property, corporations,
State, intergovernmental institutions.
The principle statement of institutionalist
microeconomics is the following: distri-
bution of resources is a function of gov-
ernment structure, rather than the one
of the market. The government and its
institutions create the market and oper-
ate through it, distribute income and cash
flows. Institutional macroeconomics re-
sults from institutionalist microeconom-
ics that is similar to the developing post-
keinsism macroeconomics (Frank, 1986).

Economic indicators of the latter, such
as level of income, amount of issued pro-
duction, employment and level of prices
are the function of the government. In-
stitutionalists stress the fact that the
mechanism of prices does not operate in
accordance with the neowalrasian model.
Institutionalists distinguish the oligopo-
listic core and competition periphery that
make up marketing.

Following Wesley Mitchell, one of
their pioneers, institutionalists stress the
financial and especially monetary nature
of economics. They stress the depend-
ence of macro-economic indicators both
on variables that define the behaviour of
people and on structure of the govern-
ment. According to them, the State makes
up an important part of economic system,
without it the economic system would not
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be what it is today. Institutionalists recog-
nise that the State is the most important
measure of implementation of the soci-
ety’s collective actions and therefore must
be analysed in investigating processes of
social control and social changes. Accord-
ing to institutionalists, the State and the
law are two inextricably linked notions.
Economics is an object of legal control
and the State is the measure of receiving
of economic benefit. The economics itself
is the result of the State and its politics.
According to institutionalists, State and
economic organisations are each other’s
result.

Institutionalists criticise mechanical
positivism of neoclassical orthodoxy, its
chosen method of human nature design-
ing. They claim that neo-classicists do not
understand the problem of government,
they simply cannot see it. When creating
theories and performing research, institu-
tionalists themselves always try to be real-
ists (Marti$ius, 2005).

Hence, institutional and political or-
ganisations of States also cause economic
assessments of phenomena of those States.
The role of institutions and government
remains especially relevant in decentrali-
sation processes because the interinstitu-
tional coordination of actions and politics
determine, whether the result of decen-
tralisation, as a measure of improvement

of efficiency of governance activities, will
be attained.

However, the role of institutions, for
its part, depends on the organisation of
States. The notion of decentralisation is
often mixed with the notion of federalism.
Therefore, below we are going to analyse
political organisations of States and the
notions of decentralisation or federalism
caused by them.

Decentralisation and Federalism

Traditionally States are divided into uni-
tary and federal, depending on organisa-
tion of political system. The governance
system of the first ones includes two gov-
ernance levels: central and local, and the
system of the second ones is completed
with more governance levels. However,
many historically unitary States carry
out reforms, by means of which they in-
tend to move towards a more decentral-
ised governance. Such countries cannot
be called purely federal systems, but at
the same time they are no longer repre-
sentatives of purely unitary governance
(Figure 1) because lower governance lev-
els are entrusted with increasingly higher
amount of responsibility, which previ-
ously was held by the central government
(Bosh, Duran, 2008).

Centralised Decentralised Federal Confederal Anarchy
unitary unitary systems systems
systems systems

More centralised

More decentralised

Fig. 1. Continuation of systems of States.
Source: prepared by the author following W. E. Oates (1972).
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However, modern discussions should
not be limited to only two forms of gov-
ernance of States: unitary or federal State.
More analysis should be conducted on
what is the structure of the country’s
governance with regard to the levels of
government, what rights and obligations
are attributed to particular levels of gov-
ernance. Therefore, when conducting
more in-depth analysis, the four systems
of countries’ governance may be distin-
guished in accordance with distribution
of intergovernmental functions, power
and finances:

o Centralised unitary States;

o Decentralised unitary States;
o Federal States;

o Confederal States.

Centralised unitary States mean such
a system of governance, where the entire
governance of the State is concentrated
in the hands of the central government.
In such a system, only central govern-
ment has the legislative, enforcement
and penalty powers. It has centralised ad-
ministrative control, centralised budget
and centralised planning system. Decen-
tralisation, if any, depends on the power
of the central government and most
often manifests itself by delegation or
deconcentration.

Decentralised unitary States. Despite
the fact that unitary State principles are
applied in this system, civil government is
recognised by granting powers, functions
and right to local government institu-
tions that are closer to citizens and under-
stand their local needs better. According
to U. Cloety, transferring of governance
is related with dual federalism. In such a
system, works, obligations and rights are
divided constitutionally between the cho-
sen local government units and the higher

government. This system includes local
government institutions directly elected
by local citizens and responsible to local
citizens for their activities and performed
functions (ADDCN, 2007). In decen-
tralised unitary States, local government
operates in performing its obligations,
issues legislation, develops policies and
programmes, adopts administrative and
political decisions, mobilises and man-
ages financial resources (by determining
and collecting taxes), organises adminis-
trative activities and manages its human
resources as autonomously as defined in
the Constitution and national legislation.

Importance in this system is given
to intergovernmental agreements that
ensure that local government institu-
tions, communities of citizens can freely
use their rights and properly perform all
functions of a respective governance level
following the principle of subsidiarity. It
is a participation system based on local
democracy, where central government
assumes responsibility and obligations of
national level, to perform which the lo-
cal government has no possibilities. It is
usually accepted that all State functions
may be performed by units of autono-
mous government, except for develop-
ment and implementation of monetary
policies, foreign policies, international
relations, function of State guard, as well
as the national court system because the
abovementioned functions belong to the
responsibility of the central government.
Denmark, Sweden, Norway are the best
examples of this system.

It is necessary to assess that the moti-
vation encouraging the process of decen-
tralisation is different in various States. R.
Bird and R. Ebel (2007) present a series
of works on fiscal fragmentation, by firstly
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posing two fundamental questions: “What
is decentralisation?” and “Why does de-
centralisation occur?”. Concerning the
same question, R. Ebel and S. Yilmaz
(2002) claim that developed countries
carry out processes of decentralisation
in order to avoid ineffective government,
macroeconomic instability and inad-
equate economic growth, while the de-
centralisation of post-communist States’
public sector accompanies the movement
towards the market economy and democ-
racy (Dafflon, Madies, 2009).

Federal organisation occurs in two
ways. The first one: different independ-
ent States agree to create a federal State
or confederation (such as USA and Swit-
zerland); the second: when centralised
government is transformed into a fed-
eration by creating regional autonomous
States in order to defend racial, linguistic
or cultural peculiarities and to decentral-
ise the governance into the lower level of
government. In accordance with their na-
ture, federal systems may be divided into
two groups: federal States and confederal
States.

Federal States theoretically are de-
scribed as systems of State, where local
level government institutions have rights
guaranteed by the Constitution and have
no need to depend on the central gov-
ernment. In this system, the federation is
formed not by independent States or na-
tions, but the integrated States themselves
decide on the constitutional grounds for
forming of the federation, on nature and
form of rights granted to States or prov-
inces (e.g., India, Australia and South Af-
rica have this system).

Confederate States operate in accord-
ance with the system, where autonomous
administrative/territorial units give the

authority to the central government. A
prior condition for operation of this sys-
tem is the will of autonomous units to
have certain responsibility and rights, as
well as their intention to transfer certain
responsibility and rights to the central
government and in this way form the con-
federation, where the agreement to unify
under certain conditions is made. In the
federation, central authority and several
(dozens or several dozens) States or oth-
erwise called administrative units that
have more powers and autonomy than the
central authority are formed.

Despite the fact that the features of
federal organisation may be met by more
than one state, the grounds of their devel-
opment or operation principles may dif-
fer. Different countries have made federa-
tions on different grounds and motives:
geographic, topographic, racial, and lin-
guistic or for distribution of natural re-
sources. For example, in Switzerland, the
confederation contract of 25 independent
cantons was signed in 1848 due to politi-
cal motives, when autonomous adminis-
trative units under the pressure of neigh-
bouring European countries that were
becoming stronger, decided to conclude
a contract and create a federation with
central authority that would have one of
the initial functions of the State, that is
national defence. In such a way, citizens of
different languages and cultures have been
existing for many years “under one roof”
maintaining relatively high independence
of local government. Hence, even now cit-
izens of the Switzerland have maintained
double loyalty: politically they are loyal to
their country, but in terms of culture, they
feel related with the closest neighbouring
country (Fleiner, 2000). Whereas in India
confederation was created on linguistic
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grounds, in Nigeria and Ethiopia it was
created on racial grounds. In the federa-
tion of Germany one language is spoken,
whereas in South Africa more than ten
languages are spoken. Russia with its huge
territory has adapted the federal system,
as well as a small country Micronesia.
The countries of this system have both
monarch and parliament governance, and
deep democracy (Switzerland), as well as
military regime (Pakistan).

Right of self-determination in the
context of federalism

Due to its specifics, the level of right and
freedom of self-determination in the fed-
eral system is “inherited”, but in the mod-
ern world no federal countries provide a
complete right of self-determination to its
federal units, i.e., there is no absolute fed-
eralism. Hence, the rights and freedoms of
self-determination of administrative units
of the federal system may be assessed only
in a certain scale. Of course, the major-
ity of expressions of federalism may be
observed in the United States of America
or the Switzerland, which in the first stage
had the idea of absolute federalism.

Hence, only having described the po-
litical context of a country, i.e., to which
system - unitary or federal - it belongs to,
we can speak about the analysis of levels
of decentralisation or federalism. In other
words, if a country is considered as having
unitary system, the level of decentralisa-
tion of local government, i.e., independ-
ence from central government is analysed,
and when a country is considered as hav-
ing federal system, the level of autonomy
of federalism (federal administration
units) is analysed.

Local self-governance in unitary and
federal systems

In the majority of countries of the world,
both unitary and federal, contemporary
local government has the right of self-
governance in various shapes, also a very
varied level of local governments inde-
pendence, freedoms and responsibility.
After the 1990s, in the majority of coun-
tries of the world, institutional changes
could have been felt in decentralisation of
activities of local self-governance, altering
constitutional provisions and legislation
that granted the right to democratic and
independent local self-governance and its
development.

Traditionally, it is believed that local
self-governance institutions of federal
countries have more rights and freedoms
than decentralised local self-governance
units. However, it is not completely true
assessment because lately in unitary States
intensive processes of decentralisation are
being carried out as well, during which lo-
cal governance is granted with more and
more rights and freedoms. Therefore, it is
difficult to distinguish fundamental con-
ceptual differences between the decentral-
isation of unitary States and the federal-
ism of federal States. In order to assess the
degree of decentralisation of a particular
country it is particularly important, as
mentioned before, to assess the context
of institutional and political economy of a
particular country.

When assessing in the general sense,
it is hard to say which system, unitary or
federal, may decentralise more powers to
lower governance levels. It is also difficult
to unambiguously answer the question,
which system is more convenient for units
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of lower level self-governance in the con-
text of rights and freedoms. Such a situa-
tion exists because in different countries
there are no unified conditions of federal-
ism and unified level of decentralisation.
Today, in terms of autonomy and power,
both federal and unitary States have more
characteristics of both systems, rather
than characteristics of a single system.
Hence, we see that between unitary
and federal States there are not only differ-
ences, but also many similarities. Due to
this reason and due to intensive increase
of decentralisation process during the
last decades, it is not as easy to describe
the notion of decentralisation because its
meaning depends on the majority of insti-
tutional agreements. Moreover, the field
of the description between the decentrali-
sation and fiscal federalism often overlap.

Fiscal federalism or decentralisation?

Before analysing fiscal federalism or de-
centralisation, it is necessary to discuss
terminology in order to avoid ambiguity
between these two terms. The most impor-
tant thing that should be kept in mind is
that these terms are neither synonyms, nor
antonyms. Their mutual relationship may
be explained from different points of view:

1) From the point of view of constitu-
tional law. From this point of view, three
organisations of State exist: (as mentioned
above, recently four of them are distin-
guished because it was also started to di-
vide unitary States into centralised and
decentralised), unitary, federal and con-
federal, the features of which have already
been discussed in detail above.

2) From economical point of view. As
claimed by W. E. Oates, from the eco-

nomical point of view, the majority, if not
all systems, are federal (1972, p. 18). Ac-
cording to him, the difference between
governance systems is measured by a de-
gree, rather than a category. At one end of
continuation of systems of States unitary
regimes are placed, where all decisions are
made by the central government, and at
the other end is the anarchy State, where
everyone does what they want (Figure 1).
Between these two extremes, we can find
more or less decentralised governance
systems of all States of the world.

With regard to the fact that the logic
of centralisation/decentralisation and
unitary/federal State does not overlap, the
governance systems of the States may be
explained in two-dimensional space (Fig-
ure 2). This will allow imagining different
compositions that differ centralised feder-
al systems (such as Germany) and decen-
tralised unitary systems (such as Spain).

It should be noted that the “unitary/
federal” dimension is presented in Fig-
ure 2 from the point of view of consti-
tutional definition; it is the principle
document defining the basic status of the
country and establishing its place on the
horizontal axis. Meanwhile the dimen-
sion of “centralisation/decentralisation”
arises from the concept itself that is not so
easy to define because, firstly, it depends
on quantitative and qualitative assessment
of governance functions and on lower
governance levels. Therefore, it would be
better to use not the general term “de-
centralisation”, but assess the degree of
deconcentration, delegation and devolu-
tion in each country.

Sometimes deconcentration
derstood as unilateral decision of cen-
tral government. In reality, there are two
methods to consider decentralisation: in

is un-
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Centralisation

Unitary

From the point of view of constitutional law

Switzerland

Federal

system

France

From the economic point of view

system

Germany

Decentralisation

Fig. 2. Two-dimensional “map” of governance systems

Source: B. Dafflon and T. Madies (2009).

accordance with top down model or in ac-
cordance with bottom up model (Table 1).
Objects of decentralisation and methods
of implementation are different in each
model.

In the first model of decentralisation,
the central government has the power and
strategic advantage to decide what func-
tions, responsibility and financial resources
are transferred to lower governance levels.
This model is most often applied in unitary
States and the process involves transfer of
power and responsibility to specialised

governance subjects (e.g., “functional” de-
centralisation) or to territorial governance
subjects (“territorial” decentralisation).
Such process may also be carried out in
federal States, when central government
shares the sovereignty of governance with
other administrative units, but the latter
ones do not dominate the central level.
The second model of decentralisation
can be seen in practice less often: it is, in
accordance with bottom up model, relat-
ed with federal systems, where local ad-

ministrative units have strong autonomy.
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Table 1. Two types of decentralisation

Types of (De)Centralisation

Top down = to become local government Bottom up = to remain local government

Objectives o Transfer of fiscal limitations to the level « To increase potential of local innovations

instead of transfer of governance)

of local government (transfer of expenses .

To maintain variety of local public goods

« Creation of national wellbeing (better response of public goods demand/supply) maintaining
minimum possible standards of decentralised public politics
« Ensuring of good management practice, fiscal liability and accountability

Protectionism of local government and
maintenance of priority of local decisions

« Devolution

Assessment | « Cooperation in implementing objectives .
criteria established by central government

Formsand |« Deconcentration

methods « Delegation

o Local autonomy

 Subsidiarity

o Decentralised cooperation

« Horizontal and vertical competition

Dominating | «
models relationships dominate
nate; model of chef/agent

government

Vertical central and local government
o Preferences of central government domi-

« Information is in the hands of central

+ Conflict of central/local government (if
society is heterogeneous, decisions of local
government are different from decisions of
central government)

« Domination of local autonomy

o Subsidiarity

« Cooperation and competition

o Local (government) preferences dominate

Source: B. Dafflon and T. Madies (2009).

Table 2 also analyses the logic of de-
centralisation and fiscal federalism, but
from the constitutional point of view of
public finances. The table shall be “read”
following the vertical axis of Figure 2 de-
pending on the governance system. In the
general sense, the economic analysis of
the Constitution helps distinguishing two
points of view:

1) In the case of “decentralised pub-
lic finances”, all powers and resources a
priori belong to the central government.
The text of the Constitution shall clearly
indicate the delegated and transferred
powers or authorisations of collection
of taxes that are submitted to lower level
governance units. In such a way, the latter
ones have the right to operate within the
established limits (lower part of the verti-
cal axes of Figure 2);

2) Yet pure form fiscal federalism at-
tributes powers and resources to the local
level de facto (upper part of the vertical
axes of Figure 2). Constitutional proce-
dure must be directed to the transfer of
ones or others to a higher regional or cen-
tral governance level.

Often, literature sources analyse de-
centralisation by in parallel calling it fis-
cal federalism and most often providing
grounds for the example of experience
of the USA. Such sources analyse prin-
ciples that were successfully applied in
decentralisation reforms in Argentina,
Colombia, Brazil, South Africa, India and
China (Bardhan, 2002). However, as seen
from the above analysis, the phenomena
are different and sometimes essentially.
Therefore, in assessing the effect of re-
forms of decentralisation, it is necessary
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Table 2. Public finances according to governance form
Fiscal decentralisation Fiscal federalism
Governance o Centralised federation (Germany) o Decentralised federal (Switzerland)
system o Decentralised unitary (Spain)
o Centralised unitary (France)
Constitutional | « Activities of institutional organisations are | » Territorial distribution formed before

structure (of
an institution)

organised in accordance with normative
“structure” (number of governance levels,
territorial division, distribution of powers,
funding, transfer or resources)
Constitution shall establish status of lo-
cal government and intergovernmental
relationships

All powers that are not clearly attributed
to local government shall remain in the
hands of central government

Preferences of central government are
dominating

signing of the Constitution — ex post.

The Constitution ratifies powers of local
government

The Constitution is the reflection of
voluntary unification of sovereign local
government units; it also determines
intergovernmental relationships.

In fact, government powers belong to
local and regional governments. Cantonal,
federal constitution clearly defines powers
transferred bottom up. The same shall also
apply to the transfer of financial resources,
except for grants (for the transfer of pow-
ers and resources double approval of the
majority (citizens and cantonal govern-
ment) is necessary

Austria, India)

Decentralised partially federal or unitary
countries (Spain, Holland, Sweden)
Centralised unitary countries (France,

Model of o Typical models of “principle/agent” o Models of “negotiations between
intergov- o In centralised unitary States, principle principles”
ernmental defines financial conditions and objectives
relationships of performance of functions, as well as
the rules
Typical cases | « Centralised federal countries (Venezuela, |+ “dialogue/diplomacy” between provinces

and federal government in Canada
Switzerland: cooperation principles
between the Confederation and cantons;
for coordination of functions of “canton

United Kingdom)
o “Non-pure federalis

m” (Germany, USA)

confederations”; consultation procedures;
initiative and referendum rights

Source: B. Dafflon and T. Madies (2009).

to clearly purify, what conception is dis-
cussed on political and economic levels.
For example, decentralisation processes of
post-soviet countries were influenced by
completely different presumptions than
the ones in the abovementioned coun-
tries. The economic/political and insti-
tutional contexts are in essence different,
and the beginning of decentralisation re-
forms meant more physical deconcentra-
tion than the understanding of economic
or social decentralisation effect.

As claimed by N. Devas (2008), argu-
ments for decentralisation were divided
into three principle and overlapping
groups: administrative, political and eco-
nomic. However, speaking of decentrali-
sation and its advantages, it is important
not to forget organisation of institutional
economics and only after having assessed
the latter, one can consider how much
benefits provided by decentralisation can
be empowered by the State.
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Administrative arguments

It is simply impossible to make all deci-
sions on each area of the country from its
centre. Central government lacks detailed
knowledge on local needs and conditions.
With regard to the fact that public servic-
es must be provided on local level, at least
a part of decisions must be taken by lo-
cal government institutions. It resembles
the structure of a large organisation, when
a part of decisions is transferred to local
managers that better understand local
needs and see local problems, as well as
possible specific methods of their solving.

Political arguments

Democratic government means that citi-
zens may choose how resources are used
in their communities and how public ser-
vices are provided. Local self-governance
increases citizens’ possibilities of participa-
tion and responsibility to electors, in this
way developing democracy and increasing
the soundness of democracy. It becomes
clear in particular, where the population of
countries is uneven in number, in a sense
of racial, religious or geographical distri-
bution, when needs and preferences are
different in various regions. In essence, de-
centralisation increases the possibilities of
participation and access to decision mak-
ing to those groups that could not do that
otherwise. In such a way the accountability
and responsibility to citizens that have the
possibility to be as close as they can to the
first level of making of governance deci-
sions and react in democratic ways and to
express their political opinion is increased.
It also gives the right to ethnical groups
formed on the grounds of religion to en-

sure the autonomy based on laws (Tanzi,
1996; Sonin, 2003).

Bosh and Duran (2008, ix) also stress
that the principle question of good po-
litical decentralisation is to find a proper
system of regional government funding.
Regions must have adequate income for
funding of public services provided by
them in a way that they have the right to
autonomy, but also assume responsibility
for how that income is attracted. Hence,
the objective is to reach autonomy by
maintaining fiscal responsibility at the
same time in parallel maintaining territo-
rial solidarity, i.e. in order that richer and
less rich districts would be furnished with
the same level of public goods.

Economic arguments

It is claimed that decentralisation may im-
prove the distribution of resources because
decisions on resources better reflect lo-
cal residents’ needs, priorities and ability
to pay (Tiebout, 1956; Qian and Roland,
1998; Maskin, Qian, and Xu, 1999). As a re-
sult, the provision of public services should
also improve, and the citizens would prefer
to pay for public services that are directly
useful to them. According to C. Tiebout,
in the local governance system, a user may;,
up to a certain level, check their residence
in the community that provides “a fiscal
package” that meets their priorities (Tie-
bout, 1956). On a theoretical level we can
imagine a self-governance system, where,
for example, each community uses differ-
ent amount of public goods and where, as
poetically stated by C. Tiebout, each user,
who “votes with feet” may choose a com-
munity that meets their needs and priori-
ties the best. However, unless it is one of



144

Gerda ZIGIENE

the examples that support this “exit” model
(i.e., when certain companies and rich
residents left the New York city because
the package of services and taxes for those
services did not meet their needs), this
theory has no completely real presump-
tions on possibilities of citizens to change
their residence, as well as on information
accessible to them, especially in develop-
ing countries. Therefore, in applying the
presumptions of public choice theory to
decentralisation reforms, firstly physical
possibilities of citizens to “vote with feet”
should be clearly assessed.

One of the most popular theoretical
statements is that the needs of citizens
related with the activities of public sector
are better known and understood by local
officials, rather than the ones represent-
ing the central government (Oates, 1972;
Tanzi, 2000a, 2000b; Devas, 2008; Martin-
ez-Vazques, 2008). Or, as claimed in the
report from the World Bank (The World
Bank, 1997, p. 120), powers of production
of public products and services, as well as
powers of supply should be transferred to
lower governance level that is able to as-
sume such a responsibility and coordinate
expenses with the benefit.

Decentralisation process based on in-
dicated arguments in the economics of the
public sector acquires the form of fiscal de-
centralisation that reflects financial inde-
pendence. Indeed, one of the most impor-
tant functions of the State’s public sector,
the component part of which is munici-
palities, is the provision of public goods to
the country’s residents. Such activity also
requires respective financial resources that
are provided in the national budget.

Fiscal decentralisation is understood
as division of financial independence of
local government by delimiting functions

of local and central governments in the
public economy sector by respectively
distributing financial resources in order
to implement these functions. Economic
ground for such decentralisation is the
increase of the efficiency of public eco-
nomics sector by decentralising economic
functions of the public sector’s economy.

Centralised supply of standard goods,
irrespective of specifics of individual re-
gions of the country and the variety of
needs of the society’s groups do not meet
the needs of the society. Decentralisation
of the public sector promotes economi-
cal effectiveness by creating more con-
venient conditions to supply such public
goods that meet the needs of the users the
most. Fiscal decentralisation in separate
countries may be implemented on a nar-
rower or broader level. In the first case, it
is the transfer of financial powers to local
institutions that may be fully or only par-
tially subordinate to central government,
however they are responsible to it. In the
second case, decentralisation manifests
itself by transfer of financial governance
functions to self-governance institutions
based on laws. Lately, by acquiring certain
autonomy, self-governance institutions
are becoming responsible not only to the
government, but also to local electors,
and that meets the local European self-
governance principles better.

Conclusions

Typically, literature sources on the topic
of decentralisation or fiscal federalism
make the presumption that lower govern-
ance levels collect taxes and spend budget
money. However, this aspect of collection
and spending of money by local govern-
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ment does not show what powers and in-
fluence in particular the local government
has on the administration of the afore-
mentioned funds. In other words, what is
the level of decentralisation in a particular
State. In order to determine that level, de-
centralisation shall be analysed from dif-
ferent perspectives because it is a multi-
faceted phenomenon. There are countries
that talk about decentralisation, when the
local government only redistributes the
taxes collected at the central governance
level, however, there are countries, where
local government is autonomous enough
to govern its administrative units. Both
cases concern decentralisation.

Hence, multi-faceted aspect of the no-
tion must be clearly defined before ana-
lysing a particular situation in a particular
country.

A very proper observation was pro-
vided by Jorge Martinez-Vazques (2008,
p. 27-28) that decentralisation includes
more than traditionally believed about
matters of fiscal decentralisation (dis-
tribution of income, attribution of func-
tions, distribution of expenses, system
of transfer, etc.), and more than believed
about political decentralisation (demo-
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DECENTRALIZACIJOS PRIELAIDOS INSTITUCINES IR POLITINES EKONOMIKOS

KONTEKSTE

Santrauka

Siuolaikingje politikoje ir ekonominéje literatiiroje
neabejojama, kad decentralizacija padeda uztikrinti
vie$ojo valdymo efektyvuma, skaidrumg, pilieciy
dalyvavima valdyme ir vietos valdzios atsakomybe
prie§ pilie¢ius. Net turint galvoje pakankamai
gausig literatiirg decentralizacijos tema, dazniausiai
koncentruojantis | pacias reformas, fiskaling decen-
tralizacijg, tarpvyriausybinius fiskalinius santykius,
neretai neatkreipiamas démesys j ne visuomet ade-
kvaciai vartojama konteksta ir savoka. Taigi, kyla
klausimy, ar decentralizacijos sagvoka yra tokia ais-
ki, suprantama ir vienodai interpretuojama istori-
niame, socialiniame, politiniame ir ekonominiame
kontekste.

Straipsnyje aptariami daugiabriauniai decen-
tralizacijos aspektai, vertinant $io reiskinio kom-
pleksiskumg ir daugiareik$émiskuma skirtingais
laikotarpiais ir skirtingos ekonomikos bei politinés
sandaros Salyse. Decentralizacijos sgvoka daznai
vartojama nejvertinant jos skirtingy aspekty ats-
kirose dimensijose. Kai savoka yra niveliuojama,
tuomet jos reik§émé neretai i$kreipiama. O vardija-
mi ar taikomi trikumai bei privalumai neatspindi
aktualios situacijos. Todél norint jvertinti decentra-
lizacijos (ar ji bty politiné, ar administraciné, ar
fiskaliné) lygj Salyje, pirmiausia reikia suvokti jos
politine-institucine prigimtj. Todél $io straipsnio
tikslas — apzvelgti decentralizacijos sgvokos raidos
kontekstg instituciniu aspektu bei darant takoskyra
tarp decentralizacijos ir federalizmo. Tik aiSkiai api-
brézus decentralizacijos savoka institucinés ir poli-
tinés ekonomikos kontekste, galima taikyti jos prie-
laidas, naudotis privalumais ir ieskoti bady, kaip
kompensuoti trikumus, nes neadekvati konceptua-
lizacija, ignoruojanti specifinj salies konteksta, arba
priverstinis procesy taikymas uzkerta kelig optima-
liam praktiniam decentralizacijos jgyvendinimui.

Straipsnyje aptariamas decentralizacijos savo-
kos prasmés kitimas laike, instituciné ekonomika ir
politinés valstybiy santvarkos bei decentralizacijos
lygmuo ty politiniy santvarky kontekste; analizuo-

jami skirtumai tarp unitariniy ir federaliniy valsty-
biy, paraleliai bréziant skirtumus tarp decentraliza-
cijos ir federalizmo sgvoky bei jy reik$miy, taip pat
ir paciy procesy valdymo.

Literataros $altiniuose decentralizacijos ar fis-
kalinio federalizmo tema daroma tipiska prielaida,
kad Zemesni valdymo lygmenys surenka mokescius
ir i8leidzia biudZeto pinigus. Taciau $is vietos val-
dzios 1é8y surinkimo ir i$leidimo aspektas dar nepa-
rodo, kokias konkrediai galias ir jtaka vietos valdzia
turi minéty léSy administravimui. Kitaip tariant,
koks konkrecioje valstybéje yra decentralizacijos
lygmuo. Norint ta lygmenj nustatyti, decentrali-
zacijg reikia nagrinéti nevienareik$miskai, nes tai
daugiabriaunis reiskinys. Yra $aliy, kuriose kalbama
apie decentralizacija, nors tuo metu vietos valdzia
tik perskirsto surinktus mokescius centriniame val-
dymo lygmenyje, tac¢iau yra $aliy, kur vietos valdzia
pakankamai autonomiskai tvarkosi, remdamasi
savo administracinémis institucijomis. Abiem atve-
jais kalbama apie decentralizacija.

Tad prie$ nagrinéjant konkrecia situacija kon-
krecioje Salyje turi buti aiskiai atskleistas sagvokos
daugiabriauniskumas.

Pagrindiné kai kuriy $aliy, pastaruoju metu
vykdanciy decentralizacijos reformas, problema
yra ta, kad ignoruojamas decentralizuotos sistemos
kompleksiskumas ir orientuojamasi tik i vieng de-
centralizacijos forma (pvz., tik pajamy decentrali-
zacija). Tokio trumparegiskumo padariniai ne tik
neleidzia pajusti decentralizacijos privalumo, bet
gali lemti tokius rezultatus kaip valdzios deficitas ir
makroekonominis nestabilumas.

Taigi tarpvyriausybinis fiskalinés decentraliza-
cijos vertinimas negali bati atliekamas pries tai neis-
nagrinéjus institucinés ir politinés valstybés situaci-
jos, t. y. istorinés objekto raidos, politiniy santvarky
pasikeitimo jtakos administraciniam teritoriniam
Salies suskirstymui, batent tos Salies konstitucijoje
ir teisés aktuose nurodyty savivaldos gairiy ir jy
realaus jgyvendinimo, savivaldos rinkimy sistemos
vertinimo.
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