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Problems and perspectives of financial decentralization in India

In this article, selection of an appropriate policy for government is taken into consideration to achieve some
positive results through its implementation. According to authors, these results can be followed by adjusting
to the situation which world brings as a result of progress. Some countries change their socialist economy to
capitalization because it is not only beneficial for government and it is also trend of modern world. In this ar-
ticle, the concept of «Public Policy» can be exemplified by the implementation opportunity of financial de-
centralization in India. The authors analyze financial policy transformation in the country and challenges
which faced during this reform. Referring to authors, fiscal decentralization and local governance have posi-
tive impact which can lead to development in general especially, for the case of India. This economic growth
shows lower violence than before and considerable reduction in poverty. Therefore, political and economic
decentralization may boost development because these can provide enough infrastructure and human re-
sources to provide an implementation of public policy in India.

Keywords: finance, public policy, decentralization, financial policy, implementation, policy, economic
growth.

1 Introduction

The concept of «Public Policy» is a fairly common one which is implemented by almost all the na-
tions.However due to the diverse circumstances of its application along with the fact that human beings have
different perceptions about things, this concept draws various interpretations attached to it. Nonetheless this
concept still has a common reference point for its users from various disciplines. It mainly refers to the ac-
tions of the government in order to fulfill the aspirations and yearnings of its citizens. This refers to actions
undertaken by the government in course of distribution, regulation and redistribution of resources in the so-
ciety. Although it is not compulsory that all such actions need to be exclusively emanated by the govern-
ment, these actions can be initiated by the citizens as well. However, such initiatives taken by public require
to be acted upon by the government before they can appropriately be called as public policy (Dlakwa, 2009)
[1]. Therefore, this concept is central to the government, public and the private organizations. These policies
require commitment of lot of time, resources and energy from the government and few such policies might
even take years to formulate but once they get enforced, these are regarded as «guiding stick» in the related
activity areas. There is much time and energy spent by both public and private organization officers for ar-
ticulating these policies and explaining how these policies will fit in the existing set up. Rather the common
man’s perception about the policy is shaped by what such organizations and the government talk, present and
do. The concept has become more confusing and ambiguous due to its frequency in public discourse. Every
public policy is evaluated from the viewpoint of individuals, government departments, clubs, families, large
and small business organizations, communities, cultural groups etc. (Ikelegbe, 1996) [2]. However, the focus
always remains on government policies since the government policies give direction to the economy and also
induce repositioning of the society in such manner which ensures maintenance of law and order. For a devel-
oping economy like India, the public policy is extremely crucial as it works as a spring board to channelize
growth. However, in the Indian context it has been observed that the public policies are easily formulated but
the proper implementation of these policies remains a great challenge.

2 Conceptualizing public policy

The concept of Public policy does not come with a single meaning to refer. It is looked at from various
perspectives based on the demographics, environment and the situation arising from the subject under dis-
cussion. Robert and Clark (1982) explained public policy from the view point of power configuration and
goal attainment [3]. They explained that the process of public policy making refers to: the steps undertaken
by government to resolve problems, decision making, allocation of resources, implementation of policies and
overall all those activities which are expected from them by their constituencies. In democracy, the role of
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political class in setting the agenda which leads to framing of public policy is very important. Keeping that in
mind, the public policy can be considered as series of interrelated decisions by a politician or a political party
about the setting of goals and process of achieving them in a specific situation where such decisions should
principally be within the span of power of the politician or political party to achieve (Jenkins, 1978) [4].
Whereas, according to Sharkansky (1978), Public policy can be referred to an on- going program or a pro-
posal, the objectives of a program, the key decisions of the refusal for making certain decisions [5]. This def-
inition is highly debatable as it considers the in-action of the government also as a policy. However, our ma-
jor focus is not the inaction of the government but the government’s actions towards the policy directions as
it affects social security, health, education, agriculture, poverty reduction etc. Therefore, the public policy
can therefore be described as the decisions of the government affecting the social and socio-economic devel-
opment of the country.

3 Decentralization in India

Since the late 80’s there have been a strong consensus based upon various objectives and perceptions
that there is requirement of decentralization and more power should be given to the city and town govern-
ments (Milbert, 2000) [6]. India proves to be a good example of the decentralization reforms initiated during
the 1980’s and 90’s. The decentralization policy was taken as a priority by the Indian Government in 1986
and it was implemented and practiced simultaneously with the economic liberalization. The objective of de-
centralization is transferring all the elements of the democratic system to the local level which also includes
political freedom, sovereignty and equality. According to Blair (2000), the local government body is a mean-
ingful authority which is accountable and accessible to the local citizens and it also enjoys full political lib-
erty and rights. The main objective behind decentralization is for ensuring that the political representatives
who are locally elected, focus more towards the needs of the local citizens through increased public partici-
pation and by increasing accountability of local bodies to the local public. Another objective of decentraliza-
tion in India was to provide municipal governments with constitutional status in order to initiate decentral-
ized and participative democratic government for the urban areas (Fig. 1).
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Figure 1. Rationale of Decentralization

In the year 1992, there were two constitutional amendments made regarding the urban and rural decen-
tralization. Considering the federal context, the heavy responsibilities will continue to be borne by the state
regarding the legislation and implementation of 74th Constitutional Amendment Act (CAA). Subsequently,
all state legislatures cleared confirming legislations for the implementation of CAA although in several
cases, this exercise was just obligatory (CRISIL, 2008: 3) [7].The 74™ constitutional amendment denotes fi-
nancial self-sufficiency of local government. There were massive efforts made to improve the terrible condi-
tion of municipal finances during the 1980s when several municipalities received annual budget of approxi-
mately just 1 dollar per capita. According to O.P. Mathur(2003), the tax revenues which were locally gener-
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ated, amounted for merely 6.9 % to the total central government revenue and about 10.4 % of the state gov-
ernment revenue [8]. While the revenue raised by municipal governments was about 20 % of the central
government revenue, the revenue raised by urban municipal areas was equivalent to 50 % of the national
GDP (gross domestic product). This indicates that the urban local bodies were not imparted adequate tools
for establishing strong connection between the resources and the activities in their local jurisdiction (Mathur
2003). Bercegol (2012) also found that there was lack of political willingness for levying taxes at the
city/town level [9] (Fig. 2).

Figure 2. Administrative structure of India

Later various municipal corporations and states made efforts for reforming property taxation such as in
Andhra Pradesh and Municipal Corporation issued bonds in Gujarat (Mathur, 2003). However, a more recent
study by CRISIL (CRISIL, 2008) still made similar findings as that of Mathur: In the Indian economy, the
power of urban bodies to raise revenue has become crucial for boosting growth and there has been substan-
tial shift in the growth pattern which is largely shifted towards the urban bodies in last 20 years. However,
even in the last two decades there have been no alterations made in the basic revenue structure of urban bod-
ies. The two-major source of revenue i.e. user charges and property tax are inadequate for funding urban in-
vestment and there is requirement of spending approximately spending INR 30000 per capita to improve the
infrastructure of cities. The average revenue contribution of top 42 Indian cities amounted to just INR1,700
per capita which clearly indicates that the existing revenues will not suffice to finance the infrastructure in-
vestments (CRISIL, 2008).

4 The challenges

The Constitutionalamendment also directed the establishment of state finance commissions but they
have not been able to solve the perennial discrepancies between central/state resources and municipal re-
sources and therefore the municipal bodies are not proportionately benefitted with the increasing wealth of
cities (UNDP, 2001) [10]. The finance made available to the local bodies in urban areas is not sufficient to
meet the fund requirement for performing the major municipal functions and therefore these bodies are de-
pendent upon bureaucratic lobbies and state governments to get funds (UNDP, 2001). There have been sev-
eral measures suggested to improve the financial weakness of the urban local bodies which include levying
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new duties, replacing the octroi tax and revising the property tax assessment method. However, till now the
urban local bodies of India are facing great challenges in raising their revenues and levying taxes due to the
environment of lack of trust from their constituents (Kalirajan and Otsuka,2012) [11].

There are also issuesrelatedto human resources in the Indian local bodies. India currently has about
3000 elected mayors and 60,000 municipal counsellors. Even today, the task to train the local politicians in
India is quite challenging as compared to other countries where the candidate’s electoral success is depend-
ent on how he fits in the local network and his practical knowledge about the city’s issues. However, in In-
dia, several municipal councillors lack reasonable educational qualification to analyse the complex docu-
ments such as the budget, legal documents, appraisal reports etc. and they also lack experience in urban
management. Apart from this, there are very few institutional structures in India which provide quality train-
ing to such representatives especially at the state level. Hence, they are generally trained by their political
party or by support of the peer group. (UNDP, 2001). Similar training issues are also observed in case of
municipal staff who are recruited on local basis and in many cases, they are not able to accomplish the new
tasks assigned to their institutions. Therefore, there is immense need to at least basic level of quantitative and
gualitative training of the municipal staff (Vaidya, 2007) [12]. Therefore, there are two major challenges
faced by urban local bodies: lack of political willingness to share power and the reluctance of state’s bureau-
crats to share their entitlements with the local institutions who are still facing quality management issues
(Mohanan, 1997) [13].

5 Decentralization and Privatization in India

Since beginning, decentralization was linked to private local development as it has been mentioned in
the United Nations documents (1964) that the governments must decentralize the decision-making powers as
soon as possible in order to boost the social and economic development and make sustainableprogrammes
(Thévoz, 1999) [14, 15]. During the early stages of decentralization, the municipalities were not able to han-
dle the ever-growing demand and due to the failure of public bodies there was need of privatization in order
to increase the efficiency. In the privatization process, many structural changes were made such as recen-
tralization, public-private partnership etc. During the 1980s, privatization and decentralization process were
simultaneously progressing but often privatization process is perceived to be a weakening factor against the
basic objective of strengthening the local bodies and making them financially independent.

In the Indian context, there are three ways in which decentralization is closely related to privatization:
The most important being outsourcing of urban services such as water garbage collection etc. to the private
sector (Baud, Dhanalakshmi, 2007) [16]. However, there are other instances of privatization of cities itself
and as well as privatization of urban management staff. However, the new provisions and liberalization poli-
cies which were launched for facilitating public-private partnerships could not provide for better infrastruc-
ture management and basic urban services (Singh, 2006) [17]. For instance, the development of cities of
Faridabad and Gurgaon where the Haryana government tried promotion of modern cities which were indus-
try friendly by redesigning the institutional mechanism in order to fill the gap between the infrastructure in-
vestment and the industry needs. Later due to the unexpected pace of urban growth and flow of huge private
investments, the state government was not able to meet the demand and there was chaos in providing basic
services as transportation, electricity and water supply and therefore the municipal bodies were side-lined in
the development process.

The privatization process is also evident in the urban management. There are several tasks such as city
development planning for which there is lack of required expertise with the urban local bodies. Such tasks
are now outsourced to big engineering companies and highly trained consultants who prepare, monitor and
assess the projects and also provide technical expertise for new policy formation and urban research. In few
instances, such activities also include municipal staff training (financial management, e-governance etc.).
However, these practices may have their own repercussions as they will further side line the inexperienced
municipal staff. The process of decentralization is closely linked to privatization in many cases which has
created competition amongst the cities and has led to advent city marketing techniques attracting private in-
vestments, although the lack of sound leadership has also mitigated these efforts.

There have been several new cities developed in India in absolute compliance with the town- planning
norms irrespective of the fact that whether they were developed for political and strategic reasons (for in-
stance, Bhubaneswar, Chandigarh) or if they were developed for economic reasons (mining sites, heavy in-
dustries) or for the urban land development (for instance, Navi Mumbai) (Shaw, 2004) [18]. Maximum of
such new cities built and planned by the centre government but also there would be authorization of new pri-
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vate town on the mining industry sites (Mitra, 2002) [19]. The government’s intent of establishment of mu-
nicipal authorities after the completion of the private new town setup has caused clash of interest with the
private builders who wish to retain complete ownership of the township developed by them. The city of Jam-
shedpur is one such example, this city was developed by Jamshedji Tata in the year 1907. This steel city has
population of 1.3 million (as in 2011) and is managed by Tata Industries and has unmatched record of pro-
viding excellent services.

Another example of defiance towards the urban local bodies is the establishment of Special Economic
Zones (SEZ). The distinctive features of special economic zones were defined in SEZ Act, 2005 And SEZ
Rules, 2006. These zones are basically duty-free destinations given the treatment of foreign territory for du-
ties, tariffs and trade operations. The investors and developers operating in these zones are provided several
tax incentives to encourage them to create suitable conditions for export promotion, job creation and private
investments. The Indian government has high expectations from SEZ policy and it is projected as the attempt
of Indian Government for launching second generation reforms as well as continuing the earlier initiatives
for boosting exports. These special economic zones have allowed the government to push radical economic
reforms on a localized basis in an adequately big geographical area without facing the difficulties of launch-
ing such reforms on the national level. Therefore, there is significant relationship between special economic
zones and export promotion. Simultaneously, SEZ are also considered as laboratories for experimenting with
spatial management and economic liberalization.

There has been favourable response of big Indian companies towards the SEZs. The establishment of
such SEZs have facilitated development of large geographical area and avoiding the issues associated with
the cities such as environmental concerns, political issues, slum areas and make a fresh start from zero
ground where the investor and planner can work together in a hassle free and internationally competitive en-
vironment for exports. An interesting fact about SEZ is that they are not presented as tools for land develop-
ment or urban settlements policy elements in the official documents. In the past few years, the private sector
of India, especially the largest industries such as Tata, Mahindra and Reliance have quickly grabbed the op-
portunity and made their investments in these zones due to its several financial advantages. So far, there have
been 500 special economic zones approved which are spread over thousands of hectares of land and are pres-
ently in the stages of planning and implementation. These zones have facilitated the private sector to make
their way in the urban investment field and also in the field of land development (airports, road construction,
suspension bridges etc.). However, there is contrasting attitude of private sector regarding the SEZ opportu-
nities offered by various states in India. There is deep contrast in the west / south region and north-east re-
gion of India. From 2009 onwards, there are plans to establish 50 SEZ in Tamil Nadu, Maharashtra and Gu-
jarat while as in 2013, only one SEZ has been established in Chhattisgarh,Madhya Pradesh, Jharkhand, and
Orissa (Ministry of Commerce and Industry, 2013). If this trend continues, such de facto privatisation of new
town policy and land development would create an outright reversal of the national planning strategies which
for the first four decades post-independence had strong perception that the backward regions can attract de-
velopment by creation of required infrastructure.

6 Conclusion

India has enacted significant measures for political decentralization but so far, the fiscal decentraliza-
tion has not picked up significant pace. The fiscal liberalization of India has allowed free market to regulate
the demand and supply and has helped the country in generating higher GDP numbers which has brought it
to international attention. The planning institutions in India still find their roots in the socialist economy
which India opted in the beginning and this is proving as a constraint in the development and growth of the
economy and is causing poor financial management at the local and state level. After independence, the fi-
nancial policies of India focused on socialized industrialization and it still has deep rooted socialistic agenda
which relents to liberalization only when required. The dependence of state governments on central govern-
ment for funds and its limited authority on fiscal decision making has further led to creation of various eco-
nomic barriers in the nation. The tendency of states trying to fully capitalize their limited revenue authority
(tax on goods entering the state and tax on trade activities in the state) has further repressed the economic
activities at the entrepreneurial level (The Economist,2006) [20]. Unlike other countries where the migration
of workers mitigates the earning differences between various states, the language and cultural differences in
India make the workers migration very difficult (Cashin, 1996) [21]. Due to this reason, the per capita in-
come of the poorer states is not able to bridge the gap with the national per capita income which mostly hap-
pens in the other developing economies (Cashin, 1996). The central government is facing great challenges in
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the implementation of fiscal decentralization as it does not merely have to prepare the infrastructure for the
decentralization. Almost seven decades of working in a non- centralized (not entirely centralized) planning
system has caused lack of domestic fiscal intelligence which needs to be improved on an urgent basis. The
central government will face tough political hurdle to wean off the states from central funding in order to
improve the state governments accountability in the long run. However, this can be achieved by spreading
education and encouraging public participation for improving the efficiency and quality of service delivery
in the country. The report of World Bank (2004) on the economic reforms of India gave many recommenda-
tions which highlighted on the significance of fiscal decentralization for boosting economic growth which is
in line with the findings of previous research studies on this subject. The recommendations from World Bank
included [22]:

— expansion of privatization of public sector such as irrigation and power sector to improve revenue col-
lections and overcome the efficiency and theft losses;

— local bodies should be transferred service responsibilities;

— consumer awareness must be promoted and there should be more transparency to ensure appropriate
and timely services;

— the service authority should be granted to states so as to abolish the inter-state tax on trades.

Since India has a capable central government with efficient institutions, the challenges for fiscal decen-
tralization can be largely mitigated. Those state governments which have strong local governance have posi-
tive economic growth face minimum violence and have also achieved significant reduction in poverty.
Therefore, it can be concluded that a committed central government can certainly boost development by po-
litical and economic decentralization to state and local governments by supplying adequate infrastructure and
human resource to handle the authority and responsibilities.
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YHaicTanaarpl Kap:KbLIBIK OPTAJBIKCHI3IAHABIPYABIH MIceie/iepi MeH KeJleleKTepi

Makanaza Genrini 0ip OH HOTHKENEpre KO/DKETKI3y YIUiH eJIIepAiH THICTI MeMJICKETTIK cascaTThl TaHaay Oa-
PBICEIH/IA OHBI XKY3ere achIpYABIH Maceielepi KapacThIpbUIIbL. ABTOpJApABIH MiKipiHme, Oy OH HOTHXE
aFBIMJIBIK JKaFaiira OeHiMJIEINIIl, dJeMIIK YACPiCTiH KOJDKETIMIII HOTIDKeCiHe oKenyl MymkiH. Keiibip emmep
COIMAUCTIK SKOHOMHKAHBI KAaIHTAINCTIK SKOHOMHKaFa aybICTBIPYIbI JaF[blFa alHaIIbIpraH, cebebi Oy
MeMJIEKeT YIIiH FaHa THIMJII eMec, COHBIMEH Oipre Ka3ipri oJIeMHIH YpJicCiHe Jie maiaaiel Oobim kenemdi. by
Makajgana YHAICTaHHBIH KapKbUIBIK OPTAJIBIKCHI3NAHIBIPY MbICAIBIHAA MEMIIEKETTIK cascaTThl JKYPrizy
MYMKIHJIKTEpl KapacThIpbULIbL. ABTOpIap YHIICTaHHBIH Kap)Kbl CasCaThIHBIH TPaHC(HOPMALMACHIH JKOHE
ocel peopmManapasl icke acblpy OapbIChIHIA Ke3JECKEH MOCENeNepAi Taujaiapl. ABTOpIapAbIH MiKipiHiIe,
YHzicranaa )ypri3ifin OThIPFaH KapiKbUIBIK OPTANBIKCHI3AaHIBIPY casicaThl KepTiTiKTI ©3iH-031 0ackapy op-
TaHJapblHa OH OCEepiH THTI3el JKOHE TyTacTail aiFaHna eJIiH OJaH opi Kapail JamyblHa THIMII OOIybI
MYMKIH. AJBIHFAaH HOTIDKENEp eNJeri SKOHOMUKAIBIK >KaFrfaiilbIH ecyiH 30pJbIK-30MOBUIBIK JIeHreHiHIH
TOMEH/ICYIMEH JKoHEe KeAEHIIUIK ayKbIMBIHBIH e/10yip KbICKapybIMeH OailIaHBICTHI €KeHIH cHmaTTanasl. [le-
MEK, CasCH JKOHE SKOHOMHKAIBIK OpPTAJIBIKCHI3NAHIBIPY NOaMyIbl BIHTAIAHABIPYBl MYMKiH, ceGebi o
YHicTaHAaFbl MEMIIEKETTIK CasiCaTThl XKy3ere achlpy YIiH KaXeTTi MH(PaKypBUIBIMIBI JKOHE agaM pecyp-
CTapbIH KAMTaMachl3 €Te ajlabl.

Kinm ces0ep: Kapipl, MEMJIEKETTIK casicaT, OpPTaJbIKCBHI3AAHABIPY, KAp)Kbl casgcaThl, iCKe acwlpy, cascart,
SKOHOMHKAJIBIK 6cCy.
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IIpo6aembl 1 nepcnekTUBBLI GUHAHCOBOM JeneHTpaan3anuu B Unaun

B cratbe paccMoTpeHBI MpoOIEMbl BEIOOpA COOTBETCTBYIONIEH IOCYIapCTBEHHOMN MOIUTUKHM CTpaHAMU IS
JOCTIDKEHUST OTIPEIEIEeHHBIX TO3UTUBHBIX PE3yJbTaTOB B XOj€ ee ocymliecTiaeHus. [lo MHEHMIO aBTOpOB,
3a 5TUMH TO3UTUBHBIMH Pe3yJIbTaTaMH MOXET IOCNIEeN0BaTh aJanTalis K TEKyI[MM CUTYaILUsIM, KOTOPYIO
MHp MPUHOCHUT B pe3yabTaTe mporpecca. HekoTopsle cTpaHbl MEHSIOT CBOIO COIMAHCTHYIECKYIO0 SKOHOMHKY
Ha KaIUTaIUCTUYECKYIO, [IOTOMY 4YTO 3TO HE TOJIBKO BBIFOJHO M TOCYIapCTBa, HO U SBIIAETCSA TEHACHLUEH
COBpPEMEHHOr0 Mupa. B naHHOI cTaThe Hccien0BaHbl BO3MOXKHOCTH IIPOBEACHUS TOCYIapCTBEHHON MOJIUTU-
KM Ha TpuMepe (GMHAHCOBOH JeneHTpanu3anuy MHanu. ABTOPHI aHAIM3UPYIOT TpaHChOpManuio (GUHAHCO-
Boi mosmtiky MHIMM 1 npoOieMsl, ¢ KOTOPBIMH NPHIIIIOCH CTONKHYTHCS B XOZ€ MPOBECHUS JaHHOI pe-
¢dopmbl. [To MHEHHIO aBTOPOB, MOJNUTHKA (PMHAHCOBOH JCLCHTPANU3ALMH, POBOANMAas B MIHINY, OKa3bIBaeT
MO3UTUBHOE BO3JEHCTBHE Ha MECTHOE YNpPABIECHHE U MOKET MPHUBECTH B JANbHEHIIEM K Pa3BUTHIO CTPaHbI
B 1iesioM. IlomydeHHble pe3ynbTaThl CBUAETENBCTBYIOT 00 SKOHOMHUYECKOM POCTE CTpaHbl ¢ Oojlee HU3KUM
YPOBHEM HACHJIMS U 3HAYHUTENbHBIM COKpalleHHeM MacmTaboB HHUmIETH. IlomuTHdeckas n 3KOHOMUUYECKas
JELeHTPAITN3AIHI MOXKET CTHMYJIUPOBATh Pa3BUTHE, ITOCKOJIBKY MOXKET OOECIeUuTh AOCTaTOYHYI0 MH(ppa-
CTPYKTYpY U YEJIOBEUYECKUE PECYPCHL JUI pealn3aliy ToCy1apCTBEHHON nonuTuku Muauu.

Kniouesvie cnosa. q)HHaHCLI, rocyaapCTB€HHas MOJIUTUKA, ACLCHTPpAIU3allnsd, q)HHaHCOBaSI TOJIMTHKA, pealun-
3anus, IMOJIMTHKA, 9KOHOMUYECKUN pocCT.
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