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ABSTRACT

How much do local governments have enforceable rights under India’s constitutional framework for
fiscal decentralization, and how may judicial and legislative actions turn decentralization from a
constitutional goal into a legally binding reality?

Fiscal decentralization has come to be one of the defining motifs of current governance and
development debates. By shifting fiscal power from the central to subnational authorities,
decentralization holds the potential to enhance delivery efficiency of services, encourage
accountability, and deepen democratic engagement. However, the institutional and legal framework
that underpins fiscal decentralization is not yet well-explored, especially in the Global South. The
doctrinal examination of statutory schemes, constitutional architecture, and case law demonstrates
that fiscal decentralization is neither a linear nor a uniform process, but an arena of contest over
central power and local self-rule. This paper questions the conceptual bases, evolutionary
development, and legislative foundations of fiscal decentralization. It shows that decentralization is
not a panacea nor a technocratic tool per se but is deeply rooted in the political economy of state
building and the intergovernmental legal design. The core argument set forth here is that without the
availability of a strong legal framework to bind revenue assignments, expenditure responsibilities, and
intergovernmental transfers to enforceable accountability arrangements, fiscal decentralization
becomes a hollow promise. The Indian setting, characterized by constitutional directives but
unbalanced statutory execution, offers an important location for exploring how doctrinal definition
might convert fiscal decentralization into a political substance from a figural aspiration.

Keywords: Fiscal decentralization, local governance, intergovernmental relations, statutory
framework, accountability, rural development, fiscal federalism.

I.INTRODUCTION direction of decentralization, driven by both
international economic reorganization and
internal pressures for deepening democracy. In
the larger movement, fiscal decentralization
has taken on special significance, because it
implicates the most concrete aspect of state

The decentralization talk is far from new.
Centralized rule had held the imagination of
statecraft throughout most of the twentieth
century, justified by the imperatives of nation-
building, economic planning, and post-colonial
consolidation. But by the final decades of the
century, the pendulum was shifting firmly in the
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authority: possession and direction of revenue
and expenditure.'®”

The principle of financial decentralization to
several levels of government stems from a
normative belief in democracy as well as a
functional issue of efficiency. The argument is
that central governments are too remote to
cater to the diverse needs of local citizens and
that the more proximate site of power at
municipal, provincial, or village level can more
readily align public expenditure with citizen
tastes. Fiscal decentralization is therefore an
economic as well as a constitutional enterprise,
based on fiscal federalist theories prescribing
the distribution of public functions under the
subsidiarity principle.

However, the course of fiscal decentralization is
profoundly unbalanced. In some nations it has
been adopted as a tool for promoting
innovation and participatory democracy,
whereds in others it has been used to serve
political objectives, generating dependency
instead of autonomy. India, with its ambitious
constitutional reforms requiring local self-
government through Panchayati Raj Institutions
and Urban Local Bodies, is a pivotal test case of
the experience of fiscal decentralization. While
the jargon of empowerment has been written
into the Constitution, statutory and institutional
provisions have frequently trailed behind,
creatihng a gap between promise and
performance.

This article aims to question fiscal
decentralization in a doctrinal manner, with
particular emphasis on the legal frameworks
governing intergovernmental fiscal relations.
Drawing on statutes, constitutional provisions,
and the limited case law regarding fiscal
assignments, as well as secondary sources, it
enquires whether fiscal decentralization has
been legally crafted to meet its avowed goals of
efficiency, accountability, and equity. The first
half describes the theoretical and historical

1017 Abay Asfaw et al., Fiscal Decentralization and Infant Mortality: Empirical
Evidence  from Rural  India, 41 J. Developing Areas 17 (2007),
http://www.jstor.org/stable/40376156.
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underpinnings of fiscal decentralization, which
chronicles its emergence in developed and
developing countries. The second half discusses
statutory settings that provide tangible
expression to fiscal decentralization, with
special attention to expenditures, assignments
of revenues, and intergovernmental transfers.
Subsequent sections address judicial methods,
comparative points of view, and a critical
synthesis, finally presenting doctrinal
recommendations for fortifying India's fiscal
decentralization regime.

Il. CONCEPTUAL AND HISTORICAL BACKGROUND

The theory of fiscal decentralization has been
notoriously slippery to define accurately, partly
because it lies at the nexus of economics,
political science, and law. Essentially, fiscal
decentralization means the decentralization of
authority over revenue raising and expenditure
disposition from central to subnational
governments. This entails not just the
assignment of duties de jure but also practical
freedom to budgetary decision-making.
Without this freedom, fiscal decentralization is a
terminological abstraction, lacking real bite.

The theoretical design of fiscal decentralization
is rooted in the fiscal federalism literature.'®®®
Musgrave's tripartite division of public finance
allocation, distribution, and  stabilization
provides a starting point for understanding why
different levels of government are better suited
to different tasks. Local governments are
presumed to be more efficient at allocation, as
they can tailor services to local preferences,
while central governments retain responsibility
for macroeconomic stabilization and
redistribution. Oates’ decentralization theorem
is an extension of this reasoning, arguing that in
the absence of cost differentials, local public
goods provision should be left to the lowest
efficient level of government, barring any
important interjurisdictional spillovers.

1618Roy Bahl et al., Fiscal Decentraligation to Rural Local Governments in India: A
Case  Study  of West  Bengal ~ State, 40 Publius 312 (2010),
http://www.jstor.org/ stable/40608380.
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Fiscal decentralization, however, is more than a
technocratic prescription; it is an extremely
political one. The success of decentralization
relies on an alignment between expenditure
and revenue assignments. Where subnational
governments have been burdened with
important responsibilities for services but not
given meaningful revenue sources,
decentralization creates "unfunded mandates’
undermining both efficiency and accountability.
By contrast, where revenue powers are
transferred without adequate institutional
capacity, local authorities might not be able to
mobilize resources efficiently, creating fiscal
imbalances and governance voids.

The evolution of fiscal decentralization over
history captures these tensions. During the first
decades of the twentieth century, centralization
was the order of the day, driven by the
demands of war, industrialization, and
developmental planning. Asian and African
post-colonial states, such as Indig, introduced
centralized fiscal systems to consolidate
sovereignty and pursue redistributive
development.®® The 1980s saw the tide turn,
when structural adjustment programs enforced
by international financial institutions required
decentralization as part of wider liberalization
agendas. In Africa, fiscal decentralization was
closely tied to democratization initiatives, as
governments attempted to re-legitimate
themselves via local empowerment promises.

It was in Asia that the 1990s saw historic
decentralization reforms, with Indonesia’'s "big
bang” decentralization and India’s constitutional
amendments enshrining local self-government.
Such reforms were not uniform some focusing
on political devolution and others on fiscal
autonomy. The Indian experience, for instance,
made the Panchayati Raj system permanent
but ensured that local governments remained
considerably dependent on state transfers,
calling into question the substantive content of
fiscal decentralization.

1(719]4
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In advanced settings, fiscal decentralization has
been an integral part of federal governments
like the United States and Germany for
centuries. However, even unitary states like
France and the United Kingdom evolved
towards increased fiscal autonomy for lower-
tier units in the face of pressures for regional
self-governance. The sweep through this history
highlights that fiscal decentralization is not a
deviation but a recurring phenomenon of
governance, though influenced by specific
constitutional traditions and political
economies.

The normative argument for fiscal
decentralization is based on three linked
arguments: efficiency, accountability, and
participation. Efficiency follows from the
assumption that regional governments have
better information about citizen preferences
and hence can allocate resources more in
keeping with citizens’ desires, thus minimizing
allocative distortions. Accountability increases
when citizens are in a position to directly
monitor and sanction the fiscal conduct of local
government. Participation is increased by
decision-making powers being made more
local, thus making the budgetary process more
democratic. But this advantage is only possible
if there exist firm institutional and legal
structures. Without such structures,
decentralization can be the breeding ground for
elite capture, widen regional disparities, and
even destabilize macroeconomic management.

The ideational and historical  context
accordingly discloses fiscal decentralization as
a multifaceted, dynamic process. It is at the
same time an economic policy, a democratic
reform, and a constitutional project. Success
hinges less on rhetorical promise than on the
careful crafting of intergovernmental fiscal
relationships through statutory and
constitutional means.

lll. CONSTITUTIONAL AND STATUTORY
FOUNDATIONS OF FISCAL AUTHORITY

The legal aspect of fiscal decentralization is
usually overshadowed by economic studies, but
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it is in the legislation that decentralization is
imparted binding expression. Constitutions,
legislations, and regulations determine the
competences of subnational governments,
assign revenues, and construct transfer
schemes. Doctrinal interpretation of these tools
is necessary to know if fiscal decentralization is
substantive or symbolic.

At the constitutional level, federal states are
prone to explicit codification of assignments of
revenue and expenditure. In India, for example,
the Seventh Schedule categorizes subjects into
Union, State, and Concurrent Lists, thus
influencing fiscal functions.®?® As the Union
holds authority over broad-based and elastic
bases like income and corporate taxes, states
have authority over sales and excise duties,
while local governments depend mainly on
property tax and user charges. The Finance
Commission, mandated under Article 280, from
time to time suggests transfer formulas to
reconcile vertical and horizontal fiscal
imbalances.® The constitutional framework
here provides a basis for decentralization,
though the degree of local autonomy remains a
function of statutory provisions at the state
level.

Decentralization is more susceptible in unitary
systems since it is usually established through
statute and not embedded in the constitution.
This is reflected in the Japanese Local
Autonomy Law, where powers over finances are
devolved to municipalities that are subject to
revision by parliament. Statutory
decentralization, though more flexible, is also
more susceptible to central retrenchment. In the
absence of explicit statutory provisions, local
governments are under the shadow of central
discretion, creating an adverse impact on the
predictability vital for efficient governance.

Revenue assignments are perhaps the most
controversial elements of fiscal decentralization.
Effective decentralization involves at least

1620Charles R. Hankla, When Is Fiscal Decentralization Good for Governance?, 39
Publius 632 (2009), http:/ /www.jstor.org/stable/40272230.
162174
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partial control of productive tax bases by
subnational governments, instead of being
based entirely on transfers. However, in the
majority of developing nations, sensitive and
profitable taxes are held at the center, with local
authorities at the mercy of intergovernmental
grants. This creates a dependency that erodes
fiscal independence and tames accountability,
as local leaders can shift the responsibility for
budget deficits to central governments.

Expenditure allocations are also of paramount
importance. Local governments are usually
tasked with the provision of fundamental public
services like education, health, water, and rural
infrastructure.®? These tasks are regularly
incompatible with available funding, yielding
chronic  under-provision and inadequate
service delivery. The issue is not merely fiscal
but statutory: legal systems may allocate
functions without guaranteeing such
correspondent revenue powers, thus building
structural distortions into the system.

Intergovernmental transfers are intended to
bridge such imbalances with three functions:
filling vertical gaps between central revenue
capacity and local spending requirements,
reducing disparities between regions, and
encouraging priority programs with conditional
grants.®? Transfer systems, however, tend to be
opaque, politicized, and unpredictable. In a
majority  of  African  contexts, transfers
overwhelm local budgets, generating
dependency instead of empowerment. In Indiqg,
although recommendations from Finance
Commissions do offer some predictability, the
discretionary grants that are under the control
of state governments still erode the
independence of local bodies. Rule-based
transfer systems are necessary to avoid
politicization and promote fairness.

Accountability mechanisms constitute the last
pillar of statutory structures. Legal requirements
for audits, public presentation of budgets, and

162G, Thimmaiah, Decentralization and Economic Development: Indian Experience,
41 Hitotsubashi J. Econ. 123 (2000,

http://www.jstor.org/stable/43296035.
I(\Z3Id
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independent scrutiny are in place to prevent
fiscal freedom from being turned into corruption
or misgovernance. Decentralization without
accountability may create local fiefdoms
instead of democratic empowerment. The
statutory structure has thus to achieve a fine
balance: provide adequate autonomy for
innovation and responsiveness yet introduce
safeguards to shield against capture and
abuse.

In conclusion, the legislative framework of fiscal
decentralization shows both its potential and its
danger. Constitutions and laws may endow
local governments with consequential fiscal
powers, but they may also embed dependence
and disproportion. The doctrinal commentary
highlights that fiscal decentralization is not
automatic; it needs well-crafted legal tools
which  coordinate  revenue, expenditure,
transfers, and accountability in a harmonious
structure. Failing such craft, decentralization
may remain a rhetorical promise instead of a
revolutionary reality.

IV. THE JUDICIARY AND FISCAL
DECENTRALIZATION

The courts are frequently asked to mediate the
conflicts that occur in fiscal decentralization
systems. Courts have the responsibility not only
to interpret statutory appropriations but also to
reconcile opposing principles: autonomy of
subnational units on the one hand, and the
integrity of the national fiscal structure on the
other. Jurisprudence in the subject is not
extensive, since most of the disputes regarding
fiscal allocations are settled by way of political
or administrative compromise. But where the
judiciary did enter the scene, its verdicts have
determined the shape of decentralization.

In the context of India, the constitutional
establishment of local self-government through
the 73rd and 74th Amendments placed PRIs and
ULBs within the legal fabric of the political
system.®?* However, the Supreme Court and
High Courts have been cautious in advancing

1602¢Ayako Iba, Microcredit in the Context of Political and Fiscal Decentralization,
Savings & Dev. 71 (2015), https:/ /www.jstor.org/stable/savideve.2015.71.
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the decentralization mandate. Although the
constitutional  language  promises fiscal
empowerment, the judiciary has generally
avoided encroaching upon legislative and
executive discretion in operationalizing these
provisions. The case of Kishan Singh Tomar v.
Municipal Corporation of Ahmedabad (2006)
represents  this deference. The  Court
emphasized states’ constitutional obligation to
empower municipalities but went no further
than to decline to mandate specific fiscal tasks,
insisting that such issues were legislative
prerogative.

This trend points towards a judicial philosophy
that sees fiscal decentralization as essentially a
matter of policy, with courts hesitating to
mandate substance on legislatures. Although
this restraint is consistent with the concept of
separation of powers, it had the collateral
consequence of enabling state governments to
hold on to fiscal resources, thus undermining
the spirit of constitutional amendments. The
judiciary has, therefore, been less an active
architect than a passive guardian of fiscal
decentralization.

Outside India, comparative jurisprudence
demonstrates diverse approaches. In South
Africa, the Constitutional Court has been more
active in upholding the fiscal autonomy of
municipalities. In City of Cape Town V.
Robertson (2004), the Court established the
constitutional entitlement of local government
to local self-government, including its fiscal
powers.®?® Although it accepted that fiscal
matters had to be regulated by national
legislation, it maintained that such regulation
could not equate to taking away local
autonomy. Parallel to this, in Ex Parte
Chairperson of the Constitutional Assembly: In
re Certification of the Constitution of the
Republic of South Africa (1996), the Court stated
that the new constitutional order appropriately
entrenched the fiscal authority of provinces and
municipalities and protected decentralization.

IGZSId
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In the United States, fiscal decentralization has
been influenced less by direct judicial decisions
than by the general federal jurisprudence
regarding the Spending Clause and the Tenth
Amendment. The Supreme Court's rulings in
South Dakota v. Dole (1987) illustrate the way
that the federal government can shape state
policy, on a non-coercive basis, by the use of
conditional grants.®?® The Court validated
Congress's conditioning federal highway
appropriations on states increasing the drinking
age as a signal that fiscal transfers are an
appropriate national policy instrument, as long
as they are not coercive. This jurisprudence
highlights the fine judicial balancing of federal
inducement and state sovereignty, an exercise
that is fundamental to the operation of fiscal
federalism.

Judicial responses thus show a range: from the
deferential approach of Indian courts, through
the militant affirmation of local autonomy in
South Africa, to the pragmatic balancing of
inducement and sovereignty in the United
States. What holds them together is that all of
them acknowledge that fiscal decentralization
is a matter of constitutional issues of the
distribution of power, but the way in which it
gets solved is more political than juridical.
Courts have tended to invoke decentralization
as a statutory framework subject to legislative
development, and not in terms of justiciable
rights.

V.COMPARATIVE LESSONS FROM FEDERAL AND
UNITARY SYSTEMS

Comparative analysis provides rich insights into
the ways various jurisdictions have addressed
the issues of fiscal decentralization. Although
the underlying goals of efficiency,
accountability, and participation are generally
of a similar kind, institutional and legal designs
implemented are highly diverse, mirroring
different political economies.

A. The United States: The Federal Template

1(72(7]4
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The United States is a prototypical example of
fiscal federalism, in which the Constitution
clearly allocates fiscal powers between the
state and federal governments. States have
wide-ranging taxing powers, such as income,
sales, and property taxes, whereas local
governments obtain considerable revenues
from property taxation.®” Federal transfers,
although large, are largely conditional to gain
national goals in health, education, and
infrastructure.

The U.S. model is strongest in the actual fiscal
independence of subnational government,
which allows for experimentation and policy
innovation. The frequently invoked metaphor of
states as ‘laboratories of democracy” is as
much fiscal as it is political. But the model also
shows potential pitfalls: variations in fiscal
capacity between states have created serious
inequalities in the delivery of services, especially
in education and healthcare. The federal
government's overdependence on conditional
grants has increased its reach, prompting
critics to say that fiscal federalism has become
an agent for creeping centralization.

B. South Africa: Entrenched Autonomy with
Judicial Oversight

South Africa’'s post-apartheid Constitution
embedded a three-sphere system  of
government national, provincial, and local each
exercising ‘“distinctive, interdependent, and
interrelated” authority.*?® Municipalities were
given considerable fiscal powers, including the
power to raise property charges and service
fees, in addition to a constitutionally secured
share of nationally collected revenue.

This model represents a conscious effort to tie
decentralization to constitutional language so
that local government is not reliant on grants
contained in  statutes alone.  Judicial
enforcement, as mentioned above, has been
important in upholding this independence. But
issues persist municipalities tend to lack

127 ucie Gadenne & Monica Singhal, Decentralization in Developing Economies, 6
Ann. Rev. Econ. 581 (2014), http:/ /www.jstor.org/stable/42940302.
162877
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bureaucratic capacity, and fiscal imbalances
between prosperous urban centers and
impoverished rural districts continue to work
against equity.

C. African Experiences: Donor-Driven
Decentralization

In most of sub-Saharan Africa, fiscal
decentralization was initiated as part of donor-
imposed  structural adjustment programs
during the 1980s and 1990s. These reforms were
promoted as economic and democratic
reforms aimed at enhancing service delivery
and diminishing authoritarian centralism. But
the results have been disappointing.

In Uganda and other nations, decentralization
legislation granted formal authority to local
governments to undertake extensive duties, yet
their sources of revenue were still limited, and
central grants were extremely conditional. The
outcome was a paradox of “decentralized
centralism,” where legally empowered local
authorities remained fiscally reliant. Elite
capture, corruption, and absence @ of
accountability further weakened the envisaged
gains. These experiences support the warning
that decentralization cannot succeed without
robust legal and institutional arrangements to
enable autonomy as well as accountability.

D. Japan: Statutory Decentralization in a
Unitary State

The Japanese experience shows how it is
possible to pursue fiscal decentralization within
a framework of a unitary state. The Local
Autonomy Law gives municipalities revenue
powers, especially over local taxes, while central
transfers balance regional disparities. The
central government maintains a substantial
measure of control, but municipalities have
meaningful freedom of action over expenditure
choices.

This model emphasizes the importance of
statutory over constitutional guarantees in
facilitating fiscal decentralization. The virtue lies
in flexibility: legislation can be amended to
respond to new readlities. The vice lies in

648 | Page

vulnerability: statutory decentralization can be
reversed if political priorities change. Japanese
success thus relies on a political culture that
honors local autonomy even in the absence of
constitutional protection.

E. Critical Analysis

The cross-national survey has a number of key
findings. First, fiscal decentralization is not a
matter of centralized or decentralized, but a
continuum influenced by constitutional design,
legislative detail, and political practice. Second,
the rule of law matters: where fiscal authorities
are constitutionally locked in and judicially
enforced, as in South Africa, local self-
government is on a firmer footing. Where
decentralization is statutory, as in Japan, its
sustainability is a matter of political agreement.
Where decentralization is donor-led, as in most
of Africa, the lack of local ownership and strong
institutional frameworks has resulted in
dependency and vulnerability.

Third, expenditure and revenue assignments
must be aligned. The American model shows
that meaningful autonomy relies on
considerable own-source revenues, while
African experiences show the pathology
created when responsibilities are pushed down
in the absence of fiscal capacity. Lastly,
accountability mechanisms are not optional.
Decentralization  without  openness  and
monitoring threatens to push corruption down
rather than democracy.

For India, these are lessons. Constitutional
amendments of the 1990s established a formal
framework for decentralization, but statutory
systems have made local governments money
dependent. The judiciary's hesitation to
implement substantive fiscal requirements has
further undermined decentralization. The Indian
experience hence represents the danger of
‘incomplete  decentralization  “constitutional
guarantee  without enough statutory or
institutional fulfillment.

VI. SYNTHESIZING LAW, POLITICS, AND
ECONOMICS IN DECENTRALIZATION
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The previous chapters illustrate that fiscal
decentralization is neither a monolithic
phenomenon nor an invariable process, but a
dynamic one influenced by theoretical ideals,
statutory frameworks, and judicial
interpretations.'®?® At the core of the discussion
is a central tension: decentralization, on the one
hand, guarantees efficiency, accountability, and
democratic participation, but it also has
potential risks of inequality, elite capture, and
fragmentation. A  consolidation of the
conceptual, statutory, and comparative
approaches enables us to distill the essential
conditions under which fiscal decentralization
can be an instrument of real empowerment
rather than a figure of speech.

Perhaps the most enduring challenge is the
alignment of revenue and expenditure
assignments. Decentralization minus revenue
autonomy leads to unfunded mandates, where
the local governments are burdened with
ambitious tasks such as health, education,
infrastructure without the fiscal means to
provide them efficiently. The Indian experiment
represents this malady par excellence:
Panchayati Raj Institutions and Urban Local
Bodies are mandated constitutionally but
financially starved, depending tremendously on
state-controlled transfers and ad hoc grants.
This arrangement is built on a structural
imbalance that makes local governments
dependent instead of autonomous.

But the opposite risk exists too. Where powers to
raise revenues are transferred in the absence of
institutional capacity or monitoring, the
outcome can be inefficiency, discriminatory
mobilization of resources, or even predatory
local taxation. This issue is chronic in a number
of African contexts, in which donor-sponsored
decentralization gave local authorities formal
fiscal authority but did not establish the
administrative infrastructure required to use
them responsibly. The moral here is evident:
fiscal decentralization will not be successful

102\Chitney Buser, The Impact of Fiscal Decentralization on Economic Performance in
High-Income OECD Nations: An Institutional Approach, 149 Pub. Choice 31
(2011), http://www.jstor.org/stable/41483721.
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unless revenue assignments are appropriately
balanced against administrative capacity and
expenditure requirements.

A second key aspect is the structure of
intergovernmental transfers. Transfers are not
necessarily antithetical to autonomy per se; in
fact, they are critical for redressing vertical and
horizontal imbalances. But the effectiveness of
transfers lies in their predictability,
transparency, and insulation from political
interference. The United States illustrates how
conditional grants can be employed to pursue
national goals, but its experience also shows the
risk of creeping centralization by fiscal
leveraging. Compared to this, the
constitutionally  enshrined revenue-sharing
system in South Africa demonstrates how
transfers might be structured to obtain local
fiscal ability without undermining autonomy.

India’'s dependence on the Finance Commission
reports for inter-governmental transfers offers a
measure of rule-based certainty, but
discretionary grants at the behest of state
governments are a major stumbling block.'63°
These grants dare prone to politicization, and the
ruling parties tend to favor politically aligned
panchayats. This dilutes equity and democratic
accountability. The problem, thus, is to devise
transfer systems that are rules-based, formula-
spelled, and constitutionally shielded from
partisan abuse.

The accountability mechanisms are the third
pillar of successful decentralization. Fiscal
autonomy without accountability threatens to
degenerate into corruption more than
democracy. Judicial precedents in different
jurisdictions  highlight the importance of
transparency and  supervision,  although
institutional mechanisms  for  imposing
accountability are different. Constitutional
protection and judicial oversight in South Africa
have granted municipalities autonomy as well
as restraints. In Indig, there are audit mandates

1630Chanchal Kumar Sharma, Decentralization Dilemma: Measuring the Degree and
Evalnating ~ the ~ Outcomes, 67 Indian J. Pol. Sci. 49 (2000),
http://www.jstor.org/stable/41856192.
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and laws requiring transparency, but
enforcement is poor, and local elites tend to
capture fiscal processes. The lack of strong
accountability mechanisms has enabled
decentralization to deepen instead of
destroying patronage networks.

Doctrinal  synthesis  would argue that
accountability should be imbedded not just in
administrative routines but in legislative
frameworks requiring disclosure, audit, and
citizen engagement in budgetary procedures.
Fiscal decentralization cannot be trivialized as a
vertical arrangement between government
central and local; it should also involve
horizontal accountability to the people.
Institutional frameworks imposing participatory
budgeting, transparent revenues and
expenditures data, and enforceable sanctions
for misappropriation are thus invaluable.

The comparative analysis then also brings out
that constitutional rather than statutory
anchoring of decentralization is important.
Where fiscal functions are constitutionally
guaranteed, such as in South Africa, local
governments dre better protected against
central retrenchment. Where decentralization is
statutory, as it is in Japan, its sustainability is
held hostage to political consensus and
institutional norms. Where decentralization is
externally imposed and donor-led, as in most of
Africa, the lack of local ownership and
constitutional safeguards has resulted in
tenuous and reversible change. India is a hybrid
example:  constitutional changes require
decentralization, but fiscal authority is
overwhelmingly statutory and subject to state
choice. Hybridity has created an unclear regime
where decentralization is promised but not
achieved in practice.’®¥

Lastly, the synthesis emphasizes that fiscal
decentralization cannot be separated from the
general political economy of governance. Legal
and institutional arrangements cannot be
analyzed independently from the incentives of

1631 Anoop Sadanandan, Patronage and Decentralization: The Politics of Poverty in
India, 44 Comp. Pol. 211 (2012), http://www.jstor.otg/stable/23211811.
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political agents. Central governments can
superficially support decentralization while
keeping fiscal control to maintain patronage.
Local elites can seize fiscal autonomy to
entrench themselves instead of empowering
citizens. Courts can hesitate before legislatures
to steer clear of political reprisal. The doctrinal
task, then, is to craft legal frameworks that take
these political dynamics into account, limiting
the incentives for capture and manipulation
while allowing real empowerment.

The general lesson is that fiscal decentralization
is neither purely beneficial nor necessarily a
failing. Its results hinge on the accuracy of legal
design, the  strength of institutional
enforcement, and the political actors’
willingness to observe constitutional norms. For
India, as for most other developing
democracies, the challenge is not one of
discarding decentralization but of designing a
legal and institutional infrastructure that makes
decentralization not simply a rhetorical goal but
a substantive form of governance.

VIl. CONCLUSION AND RECOMMENDATIONS

The exploration of the conceptual, statutory,
judicial, and comparative landscapes of fiscal
decentralization yields a terrain characterized
by both promise and hazard. At its normative
essence, fiscal decentralization strives to
democratize the state by reducing the distance
between citizens and money. It hopes to align
the allocation of resources with local tastes, to
increase accountability through closeness, and
to promote innovation through independence.
But these hopes depend on the legal and
institutional framework that frames
decentralization.

The doctrinal investigation developed here
yields three main findings. First, fiscal
decentralization has no chance without a
rational matching of assignments of revenues,
expenditure duties, and intergovernmental
transfers. Inconsistencies within these areas, as
in India’'s dependence on unfunded mandates,
make decentralization an illusion. Second,
accountability is essential. Transparency
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without autonomy encourages corruption,
whereas oversight without autonomy creates
dependency. Only a legal system in which these
aspects are balanced can ensure
decentralization's democratic potential. Third,
decentralization's resilience hinges upon its
legal foundation. Entrenchment in constitutions,
as in  South Africa, offers more secure
guarantees than statutory arrangements, but
even statutory decentralization is viable if
buttressed by political culture and institutional
trust, as exemplified by Japan.

For India, these observations crystallize into a
number of suggestions. First is the requirement
for transparent statutory revenue assignments
that grant local governments significant and
productive tax bases. Property tax reforms, user
fees, and local business taxes need to be
justified and legally protected to make them
fiscally autonomous. The second is the
redesigning of intergovernmental transfer
systems. Finance Commission transfers need to
be complemented by rule-based, formula-
based state transfers, reducing the scope for
discretionary and partisan manipulation. The
third is the institutionalization of accountability
frameworks. Statutory requirements of
participatory budgeting, mandatory disclosure
of financial information, and legally binding
audit rules should be passed to instill
transparency and oversight by citizens.

A fourth recommendation is the
institutionalization  of judicial review of
decentralization orders. Although courts have to
adhere to the separation of powers, they should
not relinquish their role as arbiters of
constitutional commitments. A stronger
jurisprudence, similar to that of the South
African Constitutional Court, may be used as a
counterpoise to tendencies toward
centralization. Finally, decentralization should be
a dynamic process and not a one-off reform.
Legal schemes should include provisions for
periodic review, adjustment, and capacity-
building so that decentralization can keep pace
with shifting social and economic conditions.
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The wider implication is that fiscal
decentralization is not an economists’
technocratic enterprise to be fine-tuned. It is a
constitutional and legal enterprise, involving
doctrinal precision, judicial scrutiny, and
political will. If made precise and implemented
in good faith, fiscal decentralization can be an
engine of democratic empowerment and
shared development. If left in the lurch or
distorted, it can become an empty ritual that
enlarges inequality and erodes trust in the state.

India is at a junction today. Having
constitutionally adopted decentralization, it now
needs to perform the more challenging act of
developing the legislative and institutional
architecture required to deliver on its promise.
The stakes are high: the destiny of participatory
democracy, fair development, and accountable
governance hinges on whether or not fiscal
decentralization can be translated from
aspiration to practice. In this process, law is not
an ancillary issue but the very platform upon
which the structure of decentralization has to
rest.
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