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ABSTRACT
Decentralization theorizes to provide subnational state autonomy over public policies by
reducing decision-making dependence on federal government. This thesis challenges the
assumption by arguing that administrative decentralization can have no impact on policy
autonomy of subnational state governments. Administrative decentralization without decisionmaking decentralization may result in greater subnational subordination of national government,
and paradoxically increase subnational state’s public policy dependence on federal government.
By deconstructing administrative and conditional fiscal decentralization, and by identifying
patterns of public policymaking, this thesis examines policy decentralization in India. The thesis
comprises a close analysis of policy decentralization in India, employing a methodology that
espouses qualitative and quantitative methods. This study seeks to advance understanding of the
institutional underpinnings of policy decentralization by evaluating Barry R. Weingast, and
Daniel Treisman’s theory of decision-making decentralization. Using historical data of public
policies and conditional financial transfers, the thesis argues that India as a federation exhibiting
high level public policy centralization despite its decentralization rhetoric, democratic
governance and pluralist political party system.
Keywords: policy decentralization, subnational state policy autonomy, political party,
confrontational federalism, India
JEL classification: L38, H70, O20, D78
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CHAPTER 1: INTRODUCTION
Countries around the world routinely confront public policy challenges, dealing with poverty,
growing income inequality, lack of adequate basic health services, unemployment, and food and
water scarcity. Contemporary public policy challenges require subnational states to act as
decisive forces in public policymaking. The complex web of public policy challenges requires
subnational state governments to take control of primary legislative powers and to have the
autonomy necessary to make public policies consistent with the subnational state’s
preferences. The key question of public policy challenges and policymaking power sharing
between federal and subnational state governments traces back to core concepts in social and
political philosophy. Nations and subnational states must be grounded in a specific set of
institutional arrangements where both federal and subnational state governments have clearly
defined and collectively understood public policymaking power. Decentralization theory argues
that decentralization shifts the significant administrative and legislative public policy making
power from federal to subnational state governments. While decentralization remains a key
element in the scholarly literature on federalism, the distinction between administrative
decentralization and policy decentralization remains ill defined. The thesis is concerned with the
academic annexation of the policy decentralization because of the ideological continuity between
administrative decentralization and policy decentralization. This thesis argues that
administrative decentralization is not policy decentralization. Addressing the question of “policy
decentralization”— the focus of this study is on public policy arrangements in India which is
necessary to the understanding of the most effective means of sharing power in a federation.
Typically, decentralization has been discussed as a ‘moral evaluation’ (Riker, 1964) as to
whether it is efficient or inefficient for nation. This thesis tried to raise existential problem of
1|Page

public policy making by subnational state governments. The thesis develops a conceptual
methodology and theoretical framework for analyzing policy decentralization in India.
In global south1 countries with a federal framework, decentralization has become
an important element in the administrative, fiscal, and political allocation of power and resources
sharing with the subnational state governments. Scholarly studies have shown that
administrative, fiscal and political decentralization yielded some positive changes in global south
countries (Bardhan 2002, Rao 2005, Faguet 2003), though nations still retained centralized
public policymaking. In most nations, the public policymaking ability of subnational state
governments remains restricted; policy competitiveness and innovative delivery of public policy
and services is largely dependent on the directives of the federal government. In this context,
subnational state governments acted as an implementation agencies for federal governments.
Tocqueville’s criticism remains pertinent in current scenario in global south. In global south
countries, federal and subnational governments have been engaged in the battle of power sharing
in recent years, reconsidering the division of policymaking authority and financial resources
between the federal and subnational levels of the government (Treisman, 2002). Not only in the
global south countries but the global north nations are also going through similar struggle
between federal and subnational state governments. Timothy et al. 2020 argued, “the
contemporary overviews of American federalism frequently emphasize the existing tensions2
between the national government and the subnational states” (p 518). The power struggle
1

The phrase “Global South” refers broadly to the regions of Latin America, Asia, Africa, and Oceania. It is one of a family of
terms, including “Third World” and “Periphery,” that denote regions outside Europe and North America, mostly (though not all)
low-income and often politically or culturally marginalized. The idea of the term South was placed firmly on the table by the
famous Italian Marxist Antonio Gramsci whose essay “The Southern Question” began with the idea of Global South. The term
Global South functions as more than a metaphor for underdevelopment. It references an entire history of colonialism, neoimperialism, and differential economic and social change through which large inequalities in living standards, life expectancy,
and access to resources are maintained. Please see “The Global South” by Nour Dados and Raewyn Connell for additional
discussion.
2
Please see the discussion in Bulman-Pozen 2014; Gamkhar and Pickerill 2012; Pickerill and Bowling 2014; Rose and
Goelzhauser 2018).
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between different levels of governments issue remains a work in progress. As interest in
decentralization has spread around the democratic world, demand for subnational state
government’s autonomy in policymaking has emerged as a matter of considerable contention.
The concept of decentralization is a key element in modern federalism. Despite
the lengthy negotiations and debate about sharing power between at least two orders of
government, modern federalism remains focused on centralized policymaking. Support for the
fundamental assumptions of decentralization are generally absent in many global south countries.
As the world moves from centralized nation states in the era of decentralization, national
governance will be decided more than ever before by the autonomy and decision-making
capacity of subnational state governments. The “vertical distribution of power is of fundamental
importance to the study of federalism” (Bowman and Krause, 2003, 302), though the question of
decentralized public policymaking by subnational state governments has not been
comprehensively addressed in the public policy literature, particularly as this relates to the global
south world.
This study examines the constitutional and practical asymmetric division of decisionmaking power between federal and subnational state governments. The initial framework and
research on decentralization focused on (a) improving public services at the local level, (b)
diversifying and delegating governance structures, (c) increasing public accountability, (d)
reducing the centralization of power through the devolution of fiscal resources to subnational and
local government and (e) increasing political and policy competition. Federalism/decentralization
studies include an extensive and varied literature. Decentralization studies include political
features of federalism (Riker 1964); common pool problems and centralized provision of local
public goods (Ostrom 1991); the new political economy of federalism (Inman and Rubinfeld
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1993); market-enhancing federalism (Weingast 1995, 2007); and a large number of studies on
the context of decentralization and development in developing countries (Rondillnii 1980,1983,
1989; Bird 1992; Faguet 2002, 2015; Bardhan 2002; Litvak, Ahmad, and Bird 1998). However,
the theoretical development of decentralization is limited by the considerable emphasis placed on
fiscal devolution. There is more to the theory of federalism than fiscal decentralization, though
many of the studies on decentralization remain constrained by the standard fiscal decentralization
approach. In this context, Weingast (2007) argued that
Much fiscal analysis of developing countries is on the following pattern, the
academic literature is drawn on to construct a model fiscal system; the
existing situation in a particular country is examined to determine how it
diverges from the model; and a fiscal reform is then proposed to transform
what is into what ought to be (1).
Rodden (2004) also criticized this emphasis on the fiscal approach and argued that
“attempts to define and measure decentralization have focused primarily on fiscal and to a lesser
extent policy and political outcome” (482). The fiscal decentralization approach is criticized on
the ground that it does not involve a detailed examination of existing policy decision-making
structures; it overlooks the underlying assumptions behind the transfer of decision-making power
from federal to subnational state governments. The inclusion of the policy decentralization
should be a part of fiscal and administrative decentralization research studies as it examines an
often-overlooked aspect of the devolution of power between subnational states and federal
government.
As Faguet (2015), Boone (2003), Beer (2003), Grindle (2007), and Putnam (1993) have
suggested, the primary question in terms of decentralization is whether it has brought
heterogeneity to policymaking or whether subnational state governments still pursue uniform
policies decided on by the federal government. Faguet (2015) argued that
4|Page

Our first-order expectations for the effects of democratic decentralization should be
heterogeneity. The point of decentralization is to devolve power, authority, and resources
to subnational officials with independent electoral mandates whom the center cannot
control (9).
However, the theoretical and empirical links between the impact of decentralization on
governance and the devolution of decision-making power has not been explored extensively.
Bardhan (2002) studies the devolution of political decision-making power to subnational and
local level entities. Weingast (1995, 2007 ) shows that in the absence of subnational autonomy
and independent subnational policy institutions, decentralization can be compromised by federal
governments. Treisman (2002) identified decision-making decentralization that emphasizes how
the “authority to make political decisions is distributed among different tiers” (6; Strumpf [2002]
also explores the devolution of decision-making power).
Grounded in the theoretical arguments of subnational policy autonomy, this study uses
Weingast (1995, 2007 ) and Treisman's (2002) policy decentralization analysis and examines the
devolution of policy decision-making power to subnational state governments in India. The
study argues that the specific question of the determinants of policy devolution must be analysed
by both the constitutional assignment of authority over policymaking and by a historical analysis
of the federal government’s policymaking behavior. The argument for policy decentralization
rests largely on the premise that the subnational state governments cannot be excluded from
policymaking once the policy subject is constitutionally assigned in the subnational state policy
list. What makes policy decentralization model so important and powerful is that it captures the
role of devolution of policymaking authority to subnational states. Herbert Simon (1947), in his
seminal work titled “Administrative Behavior,” asserted that
A valid approach to the study administration requires that all relevant diagnostic criteria
be identified; that each administration situation be analyzed in terms of the entire set of
5|Page

criteria; and that research be instituted to determine how weights can be assigned to the
several criteria when they are, as they usually will be, mutually incompatible (36).
Simon’s concern with the rationality of decision-making in public administration or
organizations is based on the idea of a comprehensive set of criteria that not only applies to the
administrative divisions and creation of additional levels of administration, but also underlines
the idea of assigning decision-making powers to different levels of government. This requires
differentiation between administrative decentralization and policy decentralization through an
empirical evaluation of policymaking data.
At this point, it is essential to define “decentralization” and “policy decentralization.” In
particular, the widespread use of the term “decentralization” sometimes makes it seem like a
simple concept; as Fesler (1965) said, “ ‘decentralization’ is an apparently simple term. Yet
appearances are deceiving and often lead to simplistic treatments that generalize too broadly”
(536). This study follows the definition of decentralization provided by Faguet and Sánchez
(2008) and Manor (1999), who described decentralization as the devolution by the federal (i.e.,
national) government of specific functions, with all of the administrative, political, and economic
attributes that these entail, to regional and local (i.e., subnational state/provincial and municipal)
governments. These regional and local governments are independent of the federal state within
given geographic and functional domains.
As for “policy decentralization3 also referred as subnational policy autonomy,” which is
the focus for this thesis, a specific definition is used. The term refers to the devolution of policy
decision-making authority from the federal government to subnational state governments. Policy
decentralization, therefore, refers primarily to decentralized policymaking.

3

Policy decentralization also referred as subnational policy autonomy,” which is the focus for this thesis, a specific definition is
used. The term refers to the devolution of policy decision-making authority from the federal government to subnational state
governments.
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India provides a valuable opportunity to explore the significance, evolution and mode
of policy decentralization. Scholars have suggested that India is a rather centralized federation
(Majeed 2005). Singh 2018 argued “Indian legislative sphere has undertaken further cumulative
centralization since the independence while there is little change has occurred in the
administrative and political spheres” (p 112). Since the 1950s, Indian federal governments have
used their fiscal and political power to pursue public policy goals in subnational state policy
space. Even though subnational states have primary responsibility for making public policies in
particular domain, successive Indian federal governments have not allowed the subnational states
to operate in states public policy space. Federalism is a constitutional system that seeks to share
public policymaking power between the two levels of government, in India’s case between
federal and subnational state governments. Federal structures also define the division of fiscal
resources. Raghuram Rajan, the noted Indian American economist, argued, "India can't work
from the federal level. India works when you have many people taking up the burden and the
structure of Indian federal government is excessively centralized" Rajan (2018, 3). Rajan 2020
also argued “ tendency towards concentration has been with India since 19th century- and India
is becoming a government oligarch. The question is, does India have build strong enough
institutions to resist the centralization of public policymaking power at federal level?
The precise definition of decentralization, in India as elsewhere internationally, remains
vague. In general, the distribution of policy decision-making powers between the federal
government and the subnational state governments has attracted limited scholarly attention.
There are few systematic studies that have been conducted across policy areas since enhanced
decentralization started in India in 1993. The academic examination of decentralization in
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global south countries focuses primarily on selected administrative, fiscal and political aspects
rather than on the investigation of decision-making powers between federal and subnational state
governments. In addition, many of the scholarly discussions on decentralization in India focuses
on the impact of decentralization in select sectors of economy. There have been selected studies,
including those on the growth of federalism in India by Bomwall’s, (1967), Ray’s (1966) work
on inter-governmental relations, and Rao and Singh’s (2005) examination of the political
economy of federalism in India. Several studies focused either on federal -- subnational state
government relations, or the nature of fiscal transfer from the central government to subnational
state governments4 (Ray’s Inter-Governmental Relations in India, 1966, Pal’s Centre-state
relations and cooperative federalism, 1983, Saez’s Federalism without a centre and Rao and
Singh’s Political economy of federalism in India, 2005). As Singh argued, “no systematic study
has been conducted across policy and fiscal areas and over the life span of the federation of
India” (Singh, 2019, 112).
This thesis addresses both the challenges of policy centralization in India and current
gaps in the literature by exploring the problems with centralized policymaking, the underpinning
of decentralization in India and, in particular, the federal and subnational distribution of public
policymaking authority. The thesis proceeds from an assessment of contemporary
decentralization and also develops an explanation for further transformations in decision-making
authority transfer from federal government to subnational state governments.

4

Please see Ray’s Inter-Governmental Relations in India, 1966, which analyses the dynamics of working of center–state relations
during the initial decades after independence. Pal’s Centre-state relations and cooperative federalism, 1983, analyses the
contestation in the centre-state relation. Saez’s Federalism without a centre: The impact of political and economic reform on
India’s federal system, 2002 and Rao and Singh for Political economy of federalism in India, 2005.
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Decentralization, or the establishment of cross subnational devolution of administrative,
fiscal and political authority, is rarely a simple or unidirectional process. It creates complexities
and rigidity as different federal and subnational state administrative, fiscal and political systems
adapt to each other’s influences. In spite of policy challenges, decentralization is one of the most
important changes of the last half-century. India is not alone in moving toward decentralization.
Many countries in global south embraced this path toward decentralized political and social
development. In the 1970s, many countries, particularly in East Africa, established decentralized
forms of government (Rondinelli 1980). In later years, countries in Asia and South America
followed similar strategies (Bardhan 1996, 2002; Faguet 1997, 2002; Rondinelli 1980, 1989).
Almost all of global south countries have tried some form of decentralization reform, albeit with
a mixed record of success (Manor 1999).
Despite the widespread acceptance of decentralization as a significant governance
reform, the autonomy, evolution, and survival of subnational state institutions has been an
enduring concern in political science analysis. Implicit in decentralization theory is the notion
that administrative and political decentralization determines subnational institutions’ policy
autonomy and that there is devolution of decision-making authority from federal to subnational
state governments. However, in many countries in global south, the federal governments take an
authoritarian approach to subnational state policy autonomy. As a result, the devolution of
decision-making power remains substantially unfinished (Weingast 2007).
Why has the devolution of policy decision-making authority from federal to subnational
state governments not happened in global south countries? The truncated devolution of policy
decision-making power from federal to subnational state governments creates new theoretical
questions concerning the failure of administrative, fiscal and political decentralization in global
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south countries. India is the largest democracy in the world and, despite having established
liberal and democratic institutions and traditions of federal5 constitutional rule; the country
remains profoundly centralized in terms of public policymaking. Some global south countries
like Bolivia, Indonesia, Brazil, South Africa, and India witnessed a shift toward comprehensive
political and economic decentralization. India witnessed an unprecedented political and
economic devolution in the post 1990s era. However, in these countries, including India,
subnational state government policy independence remains constrainted (Thomson 2000; Webb
1999; Weingast 2007). Centralized public policymaking is still the norm. Subnational state
governments work as an implementing agency of federal government’s policies, a situation that
undermines the policy autonomy of subnational state governments. Rondinelli, Nellis, and
Cheema (1983) observe that “it is not difficult to understand why this is the case. In most global
south countries that were formerly colonies, centralized political and administrative institutions
were a direct legacy of the colonial rulers, and until recently these systems were largely left
untouched or were further centralized.” India is no exception. The ideology of long-term
centralized planning and development dominated during the colonial period and continued in the
post-independence era.
It is critical to examine the devolution of decision-making authority India, where 296
states and seven union territories have diverse policy needs. The social, economic, political, and
policy contexts differ considerably across the subnational jurisdictions. The answers to these
policy decentralization questions are essential not only for India but for the entire global south
world as scholars and policymakers in global south countries seek to discover how and why

5

“Pure Federalism” is defined by Richard Musgrave as the case where state governments possess full autonomy. See Musgrave
(1959: 12).
6
India—the total number of subnational states and Union Territories (29 States and 7 Union Territories) have changed since this
thesis started. In 2019 the number of states changed to 28 and number of union territories changed to 9 union territories.
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decentralization institutions are not working efficiently. In India as elsewhere, the federal
government controls and regulates most policies, including those that are subnational or state
specific and under the jurisdiction of subnational state governments (Bardhan and Mookherjee
2006). Importantly, the policymaking control of the federal government has constrained the
policy autonomy of subnational state governments in India. In 1938, before India’s
independence, a National Planning Commission was created to provide a more significant role
for central planning in the development of the nation. Consequently, after independence in 1947,
Indian federal governments put a great deal of emphasis on centralized planning, limiting the
role of subnational state governments in policy decision-making. The federal government’s
dominance over subnational policymaking was also seen as a way forward, not only for uniform
overall development but also to reduce the local elite’s influence over policymaking. In a sense,
centralized planning represented a new colonial policy era in post-independence India that paved
the way for the federal government’s intervention in subnational state policy matters.
From the perspective of centralization and decentralization planning in India, the period
since independence can be divided into two broad eras:
• 1950–1991, which featured robust centralized economic and social planning with
sluggish economic growth and the emergence of a massive public sector that opposed
decentralized planning.
• 1991–2017, which has been marked by the 1991 economic and 1993 decentralization
reforms that witnessed rapid economic growth and social development with the restricted
devolution of policy decision-making authority to subnational governments.
During the 1990s, India initiated decentralization as a way to reduce centralized control
over subnational state policymaking and to generate broader public participation through the
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reorganization of local administrative structures. Decentralization reforms in 1993 created new
administrative jurisdictions below the sub-nation state level. Since then, significant structural
change has been initiated at the subnational state and local government levels. Federalism7 exists
when there are at least two levels of government where subnational state governments have
authority to act as the policy decision-making authority in at least few policy areas. In
“Federalist Paper 46,” James Madison argued that "the federal and subnational state governments
are in fact, but different agents and trustees of the people constituted with different powers and
designed for different purposes" (Hamilton, Jay, and Madison 1787). Federalist forms of multitiered government have been crafted to delegate decision-making from the federal government to
subnational and lower levels of government. Such delegation not only delivers democratic
accountability, but also brings policy decision-making closer to “the people.” The literature on
federalism discusses the potential advantages of administrative, fiscal, and political
decentralization models. The delegation of power is particularly important in the case of federal
and subnational state administrative and fiscal policy autonomy. Policy decision-making
authority influences all branches of government. Notwithstanding the different level (i.e., a
national and subnational state government) in which the government operates, scholars of
decentralization consider both of them to be substantially dependent on each other. Subnational
state governments offer a medium through which the federal government collectively rules and
implements policies for the common good. The devolution of policy decision-making power is

7

Riker (1964) defines states as “federal” if: (1) they have (at least) two levels of government, and (2) each level has “at least one
area of action in which it is autonomous.” The latter requirement must be formally guaranteed, for instance in a constitution
(Riker 1964, 11). This is close to Robert Dahl’s definition of federalism as “a system in which some matters are exclusively
within the competence of certain local units- cantons, states, provinces and are constitutionally beyond the scope of the authority
of the national government; and where certain other matters are constitutionally outside the scope of the authority of the smaller
units” (Dahl 1986; Stepan 2001, 318; in Treisman 2002, 10).
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vital for both decentralization and for subnational policy autonomy; it matters which level of
government has the power to make policies.
This thesis is grounded in the Hayek’s critique of centralized planning while also
integrating crucial insights from second-generation decentralization reform and Post-Oates/
Weingast and Treisman’s approach of subnational policy autonomy and decision-making
decentralization. During 1980’s, the appeal of the strong centralized state declined, producing a
new consensus around the idea of decentralization (Stepan 2000). The transition has been far
from complete in the developing world. In China, India, and Nigeria and in many other global
south countries, the federal governments retain a hagemonial position in policymaking. In many
countries, the subnational state governments face implacable opposition from federal
governments to the assertion of subnational authority.
Centralized policymaking is typically constituted by overlapping characteristics including
the idea of the uniform policy system and the control of financial devolution. As a result, the
struggle between federal, subnational state, and local governments takes a more acute form of
resistance in global south countries than in global north countries, making the decentralization of
policy and financial undertakings more difficult. In this context, this thesis seeks to determine,
using the Indian example, if decentralization lived up to its potential of sharing policy decisionmaking power between federal and subnational state government. This study examines power
sharing between federal and subnational governments through policymaking. Since World War
II, scholars assumed that administrative, fiscal and political decentralization eventually led to
devolution of policy decision-making power. It is not clear in India that policy decentralization
has followed administrative and financial decentralization. As a democratic federalist country,
India’s decentralization experience offers a useful example for addressing these issues.
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1.1 Reflection on Decentralization
Decentralization has emerged in many global south countries as a crucial element in national
public policy over the past few decades, leading Bardhan (2002, 185) to write, "all around the
world in the matter of governance, decentralization is the rage.” Many global south countries,
which adopted decentralization in the second half of the 20th century, were colonies of
industrialized nations until after 1950. Decentralization itself is not a new theory.
Administrative, fiscal and political decentralization and their many variants are diverse
illustration of a broader and still evolving sub-theory of decentralization. Beginning with the
work of Alexis de Tocqueville, Jean-Jacques Rousseau, Montesquieu, and John Stuart Mill in the
18th and 19th centuries, decentralization/federalism theories as a field of study focused on global
north nations until the 1970s. As a result, most global south countries that followed the
decentralized path of development in the postcolonial era, mainly in the 1970s and 1980s,
imitated the standard global north approach. However, decentralization theory was not designed
for global south countries. Bardhan (2002) asserts
Decentralization poses some different problems in the institutional context of developing
and transitional countries, which is why it may sometimes be hazardous to draw lessons
for them from the experiences of US states and city governments, for example (187).
Despite wide acceptance in many global south countries, the mixed experience of
decentralization in the last few decades makes it increasingly clear that it is not a ready-made
solution for centralized government failures. Countries need to adapt decentralization models
based on local needs. There is an apparent gap in the literature about decentralization in global
south countries. In the works that explore global north countries, few examine the devolution of
decision-making power from federal government to subnational state governments. The last five
decades of decentralization experimentation have produced substantial research by academics
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and international organizations such as the World Bank, IMF, UNDP, ADB, and various
international and national NGOs (Faguet 2011). Faguet, 2002 also agues that the
decentralization literature is geared towards outcome-based evaluation studies of administrative,
fiscal, and political decentralization. Most empirical studies and research on decentralization
focus administrative, fiscal, and political decentralization and policy outcomes. Policy outcome
studies analyse decentralization’s impact on some particular fields, such as education, health,
public service provision, and social security indicators, including assessments of a multi-tiered
structure of government and the assessment of fiscal devolution, which promotes higher public
expenditure and service provision by local governments. Faguet (2011) argues that “most of
these studies focus on decentralization’s effects on public sector outcomes, such as investment
levels, public service provision, education and health indicators, and macroeconomic stability, to
name a few of the larger threads” (2). Faguet (2011) also argues that comparatively few studies
have examined the impact of decentralization on the “quality of governance.” In most
decentralization impact studies, it has been assumed that administrative and political
decentralization leads to the devolution of decision-making power to subnational governments.
Decentralization emerged as an attempt to achieve both better coordination between
federal and subnational governments on policy subjects and an efficient allocation of financial
resources. Recently, decentralization theorists argue that decentralization also deals with
information asymmetry problems at both the federal and subnational levels (Bird 1999). Despite
the depth and scope of research and the development of decentralization theories, the inquiry into
the devolution of policy decision-making authority to subnational states remains under-theorized
and heavily dependent on the conventional approaches to decentralization.
Contrary to the conventional discourse on administrative and political decentralization,
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this study employs devolution of policymaking analysis to examine the conventional
decentralization theories in India. It shows have how successive federal governments have
captured subnational state governments’ policy space. Montesquieu, Rousseau, and Madison, all
theorists of federalism, viewed decentralization as a solution to the problem of having
ineffective, distant, and centralized federal governments that coordinated vast territories with
large populations and that were charged with providing public goods and services without
sacrificing local preference and accountability. Theorists of federalism argued that decentralized
policymaking is essential in such situations since federal planners do not always have the
information needed to coordinate a complex, distinct public policy problem for subnational state
governments. The decision-making mechanisms under the federalist/decentralized constitutional
system envisioned by the proponents of decentralization anticipated a more significant role for
subnational and local governments.
In his classic work on fiscal federalism, Oates (1972) suggested that “one of the three
main benefits of decentralization is that it may result in greater experimentation and innovation
in the production of public goods” (12). Cai and Treisman (2009) added that “since Justice
Brandeis' famous remark in 1932 that in a federal system subnational states can serve as
laboratories to test novel policies" (1) decentralization has been to stimulate policy
experimentation and innovation.8 A substantial portion of the literature on decentralization
suggests that it has brought the devolution of decision-making and policy experimentation to the
subnational state level in democratic western countries. For example, in the 1990s, Jean
Chrétien’s Liberal government in Canada passed the provinces greater autonomy to design and

8

See Brandeis’ dissent in New State Ice Co. v. Liebmann (1932, 285 U.S. 262). Others had expressed similar ideas before; see
Bryce (1888, 353, quoted in Oates 1999, 1132) and Laski (1921, 52 quoted in Hongbin Cai 2009, 2).
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implement their social welfare programs. The advantage of devolving policy decision-making
authority or decentralizing policy choice to subnational state governments is that subnational
governments can create public policies based on local preferences. In contrast, the federal
government has fewer policy choices as they seek a consensus across the nation. In western
countries, cutting the policy strings to allow subnational states to innovate and experiment with
social problems and policy solutions created by decentralized institutions both tend to lead to
improved outcomes in welfare and regulatory policies. Though much less is known about the
devolution of policy decision-making authority to subnational states in global south countries.
Congleton, Kyriacou, and Bacaria (2003) argued that the policymaking power of different tiers
of government has not been the focus of decentralization discourse.
The manner in which policy-making power is divided among levels of governments has
not attracted very much attention in previous public choice research, although it has not
been entirely neglected. For example, the politics of federal government mandates has
been analyzed by Toma and Hoyt (1989) and Blankart (2000). Panizza (1999) develops a
model of the division of policy-making power between federal and local governments,
although he assumes that the final division of power will be uniform. Qian and Weingast
(1997) argue that decentralization can serve as a method of protecting private property
rights. However, even research that deals directly with decentralization spends relatively
little time analyzing the processes by which political authority may be divided and redivided. Either the division of policy-making power is assumed to be uniform and
exogenously determined, or unchanging once assigned (168).
The potential role of subnational institutions in policymaking is consistently underestimated. The
demand for the devolution of policy decision-making power to subnational state governments in
global south countries is growing steadily as inclusive participation in decision-making is
increasingly considered essential to development. However, generalizing about the devolution of
decision-making authority from federal to subnational governments on the basis of
administrative and political decentralization attainment, or asserting that fiscal devolution alone
can serve the purpose of decentralization, can be problematic. In many global south countries, as
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a result, “subnational governments function as administrative units of the federal government”
(Weingast 2007, 11).
Many studies on decentralization focus exclusively on financial devolution measures,
using such as subnational state government spending as a percentage of total public expenditure
to gauge the extent of fiscal decentralization. Fiscal measures, however, can be a misleading
indicator of the devolution of decision-making authority. In global south countries, most of the
financial resources transferred to subnational governments come with strings attached, where
policies are embedded with the financial resources. Decentralization is incomplete if institutional
reforms do not incorporate the devolution of policy decision-making power to subnational state
governments.
Policy decentralization has been exceptionally challenging for India given that
consecutive post-colonial federal governments have systematically consolidated decision-making
power. Subnational state governments play a significant role in the implementation of numerous
key public policies. The notion of evaluating decentralization and the outcome of these policies
using only parameters related to finances, administration and implementation limits the larger
public policy analysis of decentralization. The subnational and local governments’
implementation of policies suggests policies are also made at the subnational and local
government level. However, in most global south countries with a long history of centralized
control, decentralization typically means implementation of federal policies by subnational state
and local governments. This is particularly true in India where the federal government controls
most of the fiscal resources and exercises predominant policy-making power. The rationale for
the federal government’s control over policies is to have uniform policies for all subnational
states so as to facilitate coordination, expertise, and accountability for the broader public good.
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Because administrative, fiscal, and political institutions in most global south countries were weak
at the local/regional level, the implementation of decentralization involved differential
application based on governance and government capacities. Consequently, decentralization
reform often brought unintended consequences in the global south countries because absence of
primary institutions of democracy and political accountability at the subnational state level. As
Faguet (2002) argues, “most developing countries implementing decentralization experienced
serious administrative problems” for this reason.
Policy decentralization has two critical elements. The first is agenda setting, formulation,
and design and creation of public policies, all of which require extensive consultation between
stakeholders, including federal and subnational state governments. The second is
implementation, which also requires extensive coordination between stakeholders, including
federal, subnational state, and local governments. This study analyses the first aspect of
policymaking as part of the devolution of policy decision-making authority.

1.2 Research Purpose and Questions
Concepts of decentralization have changed rapidly in the last few decades in tune with the
evolution of new philosophy about governance and government model. As Rondinelli and
Cheema (1981) observed in global south countries, debates over the government structure, roles,
and policy functions of government fixated on the efficiency of federal power and also on the
prospective advantages and disadvantages of decentralizing authority to subnational
governments. The literature on decentralization is broad and the decentralization reforms are
usually analyzed through the traditional three main dimensions. Rondinelli (1981) identifies
three dimensions of decentralization as administrative, fiscal and political. Analysis of
decentralization has focused on two sets of arguments with the three dimensions. The first relates
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to the impact of decentralized programs. The second is how decentralization affects governance.
Despite the enormous enthusiasm and attention that decentralization reform has received
globally, there is little systematic information about policy decentralization and how much, if
any, devolution of policy decision-making authority is taking place from federal to subnational
state governments in global south countries. As Fuhr 1997, stated, “Decentralizing state power
and resources seems a logical continuation of the many recent efforts to bring government close
to people, or people closer to government” (2). This study reviews the existing literature about
the relationship between decentralization and policy decentralization. The analysis does not
evaluate policies of national importance such as national defense, information and broadcasting,
and economic and monetary policy, which are in the exclusive policy jurisdiction of India’s
federal government. Instead, it focuses on specific policy subject, such as health, that is
constitutionally under the jurisdiction of subnational state governments. The Constitutional
separation of policy subjects permits the analysis of the policy domain of subnational state
governments and how federal government captures subnational policy jurisdiction. This thesis
analyses the history of public policy-making in India in search of the fault lines between classic
normative decentralization theories and the practice of devolving decision-making power to
subnational state governments in India.
Decentralization reform in global south countries is motivated by a desire to improve
public service delivery, governance, and the quality of life. The traditional literature on
decentralization has focused on how these goals might be achieved though administrative, fiscal,
and political decentralization. Over the last two decades, however, the limitations of
administrative, fiscal and political decentralization suggest that policymaking decentralization is
no longer a natural consequence of decentralization in India. This thesis analyzes policymaking
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power distribution between two levels of government. The thesis tracks shifts in public
policymaking power through policy data and explores the decision-making decentralization from
federal to subnational state governments. More specifically, this study addresses the two
questions based on the experience of decentralization in India.
Q-1: Does decentralization lead to the policy decentralization or decision-making authority to the
subnational state governments?
Q-2: Is policy decentralization essential for fiscal decentralization?

1.3 Overview of the Thesis
Chapter Two outlines the research methodology used in this thesis, including both
qualitative and quantitative data analysis. The chapter explains the rationale for mixed research
approach, discusses the analytical framework of the study, summarizes how data was collected
and analysed, and discusses the limitations of the research and data.
Chapter Three discusses the theoretical development of federalism and
decentralization. This chapter analyses normative decentralization theories, assumptions, and
significant academic work on decentralization. The analysis begins with a definition of
decentralization and then explores the trade-offs between centralization and decentralization and
the impact on institutions and government practice. The literature on federalism/decentralization
is vast as new countries experiment with decentralization; however, the literature still leaves
many questions unanswered. This literature review, which includes a discussion of the
significant developments and underpinnings of decentralization, also questions some of the
primary limitations that dominate contemporary decentralization. The chapter then explores
current debates about the value and purpose of decentralization and compares the experience of
decentralization with rationale and expectations. As the chapter proceeds, it analyses the
21 | P a g e

historical development of decentralization theories and explores why decentralization scholars
have paid little attention to policy decentralization, particularly in global south countries. The
review also analyses decentralization in India. The literature review concludes by highlighting
gaps in the decentralization literature, the importance of policy decentralization and its practical
application in the context of global south particularly India.
Chapter Four starts by exploring the underpinnings of India’s federal structure, the
responsibilities of the different tiers of government i.e., federal and subnational state, and their
role in public policymaking. The first part of this chapter provides a brief comparative overview
of decentralization structures and policymaking processes in India. This chapter also explains the
history and pattern of public policymaking, including the 73rd and 74th Constitutional
Amendment Act that initiated decentralization reform in India. This part of the study explores
the legacy of centralization/decentralization, considers the question of which level of government
is making policy for whom, and examines the challenges facing the current system of public
policymaking. It also considers constitutional arrangements for policy decentralization at the
subnational state government level. The second part of Chapter Four analyses quantitative
evidence of public policymaking in India. Data for federal and subnational state government
policymaking patterns from 1969 to 2017 was collected from a review of policy documents. The
quantitative data outlines policymaking patterns and a number of policies made by the federal
government particularly the health policy analysis. The health policy analysis shows the
divergence in the health outcome and how policy decentralization is pertinent for the subnational
state governments. Financial data shows the pattern of fiscal decentralization in India and
demonstrates how policy centralization has impacted the overall fiscal decentralization process
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in India. The chapter concludes with the analysis of fiscal and public policy data and how policy
centralization led to fiscal centralization or decentralization.
Chapter Five analyses qualitative evidence of public policymaking in India. The chapter
starts with a description of the role played by the two most important national policymaking
institutions in India, the National Development Council (NDC) and the Planning Commission
(PC). This section analyses patterns of centralized policymaking and shows how the subnational
state governments opposed the federal government’s dominance in public policymaking. This
analysis offers a primary window into the roots of subnational state resistance and efforts to
challenge the federal government by applying public policymaking datasets. Qualitative data
and analysis makes it possible to assess a larger frame of discussion between federal and
subnational state governments. The thesis applies this approach to dissect subnational state
policy views that resist or challenge federal public policies, specifically, to identify whether
subnational state resistance are constitutionally valid. The second part of this chapter analyses
the impact of centralized policies on fiscal decentralization in India. This segments also analyses
the major themes/problems of centralized policies and the emerging concerns of subnational state
governments. The chapter also reassessed policy centralization and how colonial legacy,
institutional factors and political variables impacted the decentralization in India.
Chapter Six addresses the two research questions posed in the first chapter. Drawing on
Treisman’s (2002) and Weingast’s (1995 & 2007) model, this study argues that the study of the
devolution of policy decision-making should be extended and incorporated to address the issue
of policy centralization in global south countries. The conclusion links the arguments and
evidence of policy decentralization to focus on extending theoretical developments to
decentralization as key aspects of 21st century governance reform. The chapter concludes by
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emphasizing how this study contributes to scholarship on decentralization, particularly in global
south countries.
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CHAPTER 2: THE RESEARCH SETTING
This chapter outlines the research framework for the study of policy decentralization in India.
The study examines the devolution of policy decision-making from the federal government to
subnational state governments, using both qualitative and quantitative approaches. The research
methodology is divided into two sections. The first section briefly outlines the methodology
behind the quantitative research. The second section explains the qualitative research, which is
used to analyze he constitutional distribution of public policy making powers in the Indian
federation and its practical application. This research methodology analyses policy
decentralization by using a public policy dataset, which combines a measure of public policies
obtained from historical dataset with the actual implemented public policies across subnational
state governmental in India. The research analyses if the policy decentralization is solely
determined by functional characteristics of Constitutional division of power, heterogeneous
demand from subnational states or by the federal preference and other specific variables such as
political party weighing their costs and benefits to restrain political competition and securing
power in the hands of the incumbent plays a significant role. Hence, this research methodology
is designed to provide an empirical test of the policy decentralization theorem.
This research approach theorizes a conceptual model for the policy decentralization
theory and then offers an empirical test of that model. The most common conceptualizations of
decentralization in the literature have concentrated on the assessment of administrative, fiscal,
and political form of decentralization between federal and subnational governments. In contrast,
this study measures the dimensions of policy decentralization in terms of the degree to which
public policymaking power are transferred from federal government to subnational state
government. The thesis builds on applications of the concept of Treisman’s ‘decision-making
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decentralization’ and Weingast (1995 and 2007) subnational autonomy theory of fiscal
federalism and public administration.

2.1 Methodology, Data, and the Enquiry
After considering a variety of possible research approaches, this study relies on secondary
government data. This includes previously published financial data and public policymaking
reports from the Government of India’s Official Gazettes, National Development Councils data
and minutes, Legislative Acts and Constitutional Amendments, Annual Financial reports of
Planning Commission and Federal Ministries and Finance Commission reports. The data and
public policymaking evidence were primarily collected from the former National Development
Council, and Planning Commission (the highest policymaking body in India, operating under the
chairmanship of the Prime Minister of India). The National Development Council is the highest
public policymaking and approval institution in India. To begin, a quantitative analysis was
carried out of five decades of secondary data on public policymaking (1969 to 2017), including
detailed data on two decades of fiscal devolution (1997 to 2017). The public policy data analysis
is divided in two periods. The first is between 1969 to 1993 and the second is 1993 to 2017. In
1991 India started the economic reform and in 1993 through 73rd and 74th Constitutional
Amendment Act decentralization reform started. The economic reform started by the Indian
federal government in 1991 was recognition of economic and trade liberalization and
globalization (Corbridge and Harriss 2000; Khilnani 1999). Therefore, choosing two periods for
the analysis would provide better understanding of the policy decentralization.
The second phase of the study involved a qualitative analysis of public policies and how
the policies are created in India. It is important to examine the public policy process and political
and institutional factors in public policymaking by the federal and subnational state
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governments. Decentrlized public policy making has always been an important element of
decentralization, and it has shaped the direction of overall decentralization in many western
countries. Evaluation of public policymaking should provide the evidence of the extent of
devolution of decision-making powers from federal to subnational state governments in India.
The theoretical analysis is balanced by an historical evaluation of public policies through a
longitudinal study of public policymaking data. Dickovick (2011) argued that institutions are not
created in a vacuum; a longitudinal study of the process of public policy decentralization shows a
causal relationship between institutions and subnational policy participation in decentralization.
A longitudinal policy study can identify changes in public policymaking at both the federal and
subnational state government levels and can provide a comprehensive understanding of changes
in public policymaking. This research study follows what might be called a one-country
approach where the federal government’s public policymaking patterns are compared in the preand post-decentralization eras. Landman (2008) argues that “single-country studies provide a
contextual description, develop new classifications, generate hypotheses, confirm and inform
theories” (15). The analysis also allows for historical and institutional examination of the public
policymaking characteristics of federal and subnational state governments.
This mixed approach is gaining adherents amongst social scientists (see, e.g., DiazCayeros 2006). Detailed knowledge of the institutional, historical, and economic characteristics
of a country (or state or region) is combined with qualitative research on subnational state
governments view. By blending in-depth one-country study qualitative analysis with rigorous
quantitative date, the thesis formulates both general and detailed explanations of public policy
making in India. This approach can also stratify the analysis at the national, regional, and local
levels as necessary while retaining a central focus on complex explanatory factors—such as
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accountability, trust, and political entrepreneurialism—that are hard to treat quantitatively
(Faguet 2011, 5). Gadenne and Singhal (2014) argued, “there is little existing evidence to inform
questions on subnational level because it is difficult to construct complete and consistent data
series of subnational government budgets in developing countries” (p.6). This study also uses
descriptive analysis to explain the status quo in policymaking through identified variables such
as the number of public policies and the frequency at which public policies are made. This
analysis corroborates whether the core dimensions of policy decentralization are observable
through the current scholarships on decentralization. The research begins with an explanation of
the constitutional division of public policy jurisdiction and discusses which policy subjects
belong to which levels of government (federal and subnational). The main structural
characteristic of the Indian federation is the existence of two levels of government. Public
policymaking power is constitutionally divided and shared between federal (union/federal)
government and (2) subnational state governments having broad regional or local
responsibilities. The autonomy of subnational governments in public policy matter is based on
several factors, including colonial practice, political and fiscal decentralization. Given the
intricacies of the contemporary federal structure in India where federal and subnational state
regularly contest for public policy space simultaneously, the constitutional analysis of the role of
the federal and subnational state while fostering public policies is an important feature to
consider. To contribute to closing this research gap, this thesis examines both constitutional
arrangements of public policymaking and fiscal decentralization. The research considers how the
trade-offs coupled with fiscal decentralization apply in India and analyses reasons for lack of
policy decentralization. The research also considers additional features relevant to policy
decentralization in India, such as the dominance of colonial legacy and the role of fiscal
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incentives in public policy creation.

2.2 Understanding Policy Decentralisation: Towards Hypotheses
This section summarizes expectations concerning when to expect policy decentralization.
Rondinelli (1981) identifies three key dimensions of decentralization: administrative, political,
and fiscal. All the three dimensions of decentralization are assumed to benefit subnational state
government by increasing its policy autonomy from federal government. This thesis challenges
this assumption by arguing that, administrative, political, and fiscal decentralization can have no
or very little impact on policy autonomy of subnational state governments. As Cheema and
Rondinelli, 1983 argued the concept of decentralization is ever evolving over the past half
century and has taken diverse and varied meanings, objectives, and forms throughout this time.
As decentralization refers various forms, it is necessary to deconstruct the concept of policy
decentralization. The model is built on the theoretical underpinnings of the Daniel Treisman’s
(2000: 2-3) ‘decision-making decentralization’. As Treisman described the ‘decision-making
decentralization’ encompasses the scope of subnational state autonomy. It also refers to the range
of policy issues for which subnational tiers have authority without being overturned by higher
level of government i.e., federal government. To test the validity of the policy decentralization
conditional hypothesis the thesis has used a unique public policy data set, compiled over many
years (1969-2017). In order to measure subnational state governments’ autonomy and policy
engagements, the thesis used an index of qualitative evidence from the period (1969-2011). In
the context of policy decentralization in India, the research anticipated that policy
decentralization in India would be shaped by a broad range of institutional, political and fiscal
factors operating at both the federal and subnational levels in different point of time in a manner
reminiscent of a series of “funnels of causality” (Campbell et al. 1960, 24–32). From a political
29 | P a g e

economy perspective, it is hypothesized that degree of nationalization and one dominant political
party system is expected to be positively correlated with the level of centralization (Riker 1964,
91–101). In case of India, the rise of regional and subnational state parties since 1990 and in the
wake of the departure of the “one party dominance” can be expected to have nudged the policy
decentralization. The most prevailing factor pertains to the historical conditions that shaped
centralization at the outset was one party rule in India. India’s colonial legacy also shaped the
structure of postcolonial public policymaking. Also, federations born out of a “federal bargain,”
as (Riker 1964, 12–16) argued, should be less centralized at birth than those created through a
different process. Indian federation, born after long struggle for freedom from Britain, did not
come out from federal bargain. Soon after independence, the main objective of federal
government was maintaining national unity, promotion of national interests, coordination of the
uniform social and economic development process, and striving for equity across the nation. The
research is undertaken with the anticipation that the Indian federation was heavily centralized at
the outset and, over time should experience some measure of policy decentralization.
Institutional factors to have influenced the policy decentralized in India include the political
framework and party structure; fiscal aspects of decentralization; constitutional division of
power, and the capacity of subnational state governments. This subnational policy autonomy
was also instituted by general policymaking authority by the federal control, as well as federal
control over public finances (Rondinelli 1984). At the same time, the Constitution that bifurcated
the powers between the federal and subnational government provided residual power to federal
government. The thesis anticipates that the solid foundation of political and administrative
decentralization may open the path of policy decentralization in India. The diversity of Indian
federation and socio-economic factors (poverty, literacy, prevalence of disease, and
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unemployment varies across the states) should have also created opportunity for the growth of
policy decentralization in India. India has twenty-eight subnational governments and nine union
territories, and there are diverse demands for policies to suit the unique needs of subnational
governments. Diversity, economic and financial liberalization, the information revolution, and
the challenges associated with governing a large, and heavily populated country like India can be
regarded as key drivers for policy decentralization. As (Alesina et al. 1995, 754; Breuss 2004,
40; Farber 2001, 112) argued that larger countries are more heterogeneous. As a consequence, a
country like India may have policy decentralization in order to appropriate public policies to the
needs and preferences of subnational state governments.
As described earlier this study draws on the subnational autonomy conditions examined
by Weingast (1995 and 2007) and Treisman (2002). Daniel Treisman (2002) proposes that
“decision-making decentralization focus on how the authority to make political decisions is
distributed among different tiers of government”(6). Treisman (2002) argues persuasively that
this definition of “decision-making decentralization” presents an immediate challenge in many
countries since, for many political questions, the right to decide is not assigned to one tier of
government but shared between several tiers. To analyse decision-making decentralization,
Treisman (2002)
Constructed a variable for whether the country’s constitution assigned at least one policy
area exclusively to subnational governments or gave subnational governments exclusive
authority to legislate policies on matters not constitutionally assigned and called the latter
“residual powers.”
Treisman argued that countries with such constitutions exhibited “subnational autonomy.” This
thesis analyses all the three condition9 proposed by the Treisman’s ‘weak autonomy’, ‘residual

9

a) “Weak autonomy”— constitution reserves exclusive right to legislate on at least one specific policy area to subnational
legislatures, or subnational legislatures have “residual authority”.

31 | P a g e

authority’ and ‘subnational veto’ in the context of policy decentralization. Treisman also used
control variables such as the duration of democracy and one party dominance that are likely to
correlate with non-observance of constitutional rules. Second, his criterion does not distinguish
between the number or relative significance of the policy areas constitutionally assigned to
subnational governments (9). There is a fair amount of uncertainty and complexity in the scope
and utilization of subnational autonomy based on Treisman’s definition. Treisman’s (2002) study
did not analyse one particular country in depth but instead focused on cross-country comparisons
that make the issue of subnational autonomy difficult to identify, since constitutional policy
assignments vary significantly between countries. Second, Treisman’s (2002) inquiry is based on
constitutional arrangements and did not explore the tangible application of decision-making
decentralization. Without explaining how or why one policy area was assigned exclusively to
subnational governments, his theory assumed that countries with such rules exhibit subnational
autonomy. This study argues that the degree of actual decision-making decentralization in any
country is subjective and can be examined by analyzing both the constitutional arrangements of
the nation and public policymaking behavior over time. The distinction and complexity of
centralized public policymaking undermines his assumption of subnational autonomy. This
study argues that subnational policy autonomy cannot be analysed solely by reviewing the
constitutional assignment of public policy subjects to subnational state governments. The
constitutional assignment of public policy areas is an essential condition for subnational
autonomy but it is not sufficient on its own without an evaluation of subjective policymaking.
This analysis incorporates contemporary political dynamics and public policy analysis to

b) “Residual authority”— constitution gives subnational legislatures exclusive right to legislate on policy areas not specifically
assigned in constitution.
c) “Subnational veto”— regionally chosen upper house of parliament has constitutional right to block legislation (Treisman,
2002, p 14)

32 | P a g e

understand how federal government institutions have controlled subnational autonomy despite
constitutional division of public policies.
Weingast (1995 and 2007) argues that subnational autonomy, where “subnational
governments have primary authority over public goods and service provision for the local
economy,” is one of the necessary conditions for federalism (6). For Weingast, subnational
autonomy requires that subnational governments must be allowed to adapt policies to their
circumstances. However Weingast’s model did not propose the idea of substantial autonomy of
public policymaking by subnational state governments. His model focused mainly on the
subnational economic autonomy that is a crucial element of the market-preserving federalist
model. This thesis anticipates that in absence of policy decentralization the idea of substantial
economic autonomy is not feasible. Economic autonomy cannot be achieved without policy
autonomy by the subnational state governments. As a study of evolving policy decentralization,
this research argues that relevant empirical evidence of decision-making decentralization in
practice is required to support the models and theories of policy decentralization. This study
examines the devolution of policy decision-making power through an extensive review of India’s
policymaking history and the institutional features of Indian government.
Scholars, including Paolo Dardanelli, John Kincaid, Alan Fenna, André Kaiser, André
Lecours, and Ajay Kumar Singh (2018: 6), defined and theorized policy decentralization by
analyzing decentralization processes in federations. Their extensive study examines “how the
distribution of powers has changed between the federal government and the subnational states in
five major federations” (112). The study examined centralization and decentralization in twentytwo policy fields and five fiscal categories in six major countries including Australia, Canada,
Germany, India, Switzerland, and the United States, covering the time period from 1790 to 2010.
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The study found that across the countries there has been centralization in terms of legislation but
much less in administration and fiscal decentralization. The study repudiated the idea that the
subnational states in federal countries are destined to lose their powers to federal government and
that centralization is inevitable. Although the study used a broad database for analyzing the
pattern of dynamic decentralization, one crucial assumption in the model is to evaluate how the
division of powers between federal, state, and local governments has developed throughout the
history of each of these countries based on the Constitutional division of power. There are
several reasons to think this is a realistic characterization of public policy making and
implementation. However, in many countries, despite of subnational state governments have
certain sovereign policymaking powers, they can be forced to implement federal policies, as the
financial transfer are conditional and attached with the policies. In many federal systems, the
public policy jurisdictions of national and subnational states overlap10. Treisman, 2002 argued
that, in many cases, the constitution does not allocate distinctive policy areas to different tiers of
government. Rather, the Constitution allocates roles and procedural rights in the decisionmaking process. The constitution defines the scope of policy authority between the two levels of
government. The constitution and national laws may also define situations in which subnational
state governments can be required to implement certain policies by the national government
(Meagher 1999).
In order to assess the discussion set out above, the thesis uses a measurement mechanism
that, following the work of Dardanelli et all, (i) evaluates the scope and depth of federal and
subnational policy authority; (ii) encompasses the arguments of multiple subnational state

10

C. Riker (1964, p.7): “There is no mechanical means of totting up the numbers and importance of areas of action in which
either kind of government is independent of the other.”
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government where they exist on the policy formulation; (iii) estimates variation among twentyeight subnational states, and (iv) tracks changes in policymaking from 1969 to 2011.

2.3 Limitations of the Data
Data and research on the devolution of policy decision-making authority has been limited. In the
broad field of decentralization, much work has been done on the impact of administrative, fiscal,
and political decentralization without examining the nature of policy decision-making or policy
decentralization. There is no consistent, single country dataset on public policies for India that
can be analysed for this study. The data on policy decentralization is collected from the former
Planning Commission, now called the National Institute for Transforming India; Government of
India; and National Development Council Reports. Some limitations in data quality and
comparability are worth noting. The study analysed policymaking behavior based on secondary
data and government reports. It must be added that, in general, there are notable difficulties in
collecting policymaking data in India. Data on public finance and budgeting are readily
available, but data on policies and policymaking at the subnational level, in particular, are not
always accessible. This study of policy decentralization in India, builds on the scholarship in the
field but is rooted in a detailed examination of the evolution of public policymaking in the
country as well as a study of debates over fiscal, administration and political decentralization
over time. The thesis strives to make the point that the understanding of decentralization goes
beyond constitutional arrangements. It seeks, more generally, to explore the dynamics of
federalism and national government and subnational government relations in India.
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CHAPTER 3: LITERATURE REVIEW
The literature related to decentralization is large and there are a number of seminal papers
relevant to decentralization and its impact on national economies. The thesis classifies the
existing literature into two main categories: literature concerning theoretical decentralization
development, especially work that focuses on developed countries, and literature on policy
decentralization in global south countries. At the centre of the major area of modern
decentralization theories is the concept of ‘federalism’ that embodies the contradictions through
which the idea of federalism has developed over the years. This literature review examines the
contemporary theories of federalism in the context of decentralization and the intellectual gaps in
the development of policy decentralization. This study examines approaches to federalism,
theories that have led to the formalization of decentralization practices. The initial goal is to
clarify decentralization terminology and summarize the historical development of
decentralization. The term ‘decentralization’ refers to anything that implies delegation and
devolution. The use of the term ‘decentralization’ expanded in the 1980’s when it became
closely associated with fiscal, political and administrative decentralization. Fiscal and political
decentralization have become the common manifestations of federalism.
Decentralization is a growing policy trend across the world. The importance of
decentralized development is evident in the history of many developed and global south
countries. It is mentioned as a key component of good governance and development although it
is also broadly recognized as being fraught with policy complexity and potential political and
financial failures. White (2011) suggested that there are major inconsistencies between the
theoretical rationale for decentralization and actual practice. In a 1983 decentralization survey,
Rondinelli, Cheema and Nellis, noted that decentralization has seldom – if ever – lived up to its
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expectations. Most global south countries implementing decentralization experienced serious
administrative problems (Faguet, 2002). Federalism and decentralization lead towards vertical
power sharing among multiple layers of government, notably between the federal government
and subnational state governments. When it comes to scholarly analysis, few areas of political
theory have richer intellectual histories than the study of federalism. Federalism is the division of
governing authority and function between and among the national/federal government and
subnational state governments. Countries across the globe share power with subnational
governments with the goal of bringing economic, political, and social changes to the people.
Political science theories of federalism have changed incrementally, generally in response to
social, political, and economic needs. The birth of federalism represented a fundamental shift in
how people imagined governing human societies, states, and nations. In the 17th and 18th
centuries, the idea of federalism as an ideological, social, and economic phenomenon came to the
fore to tackle the perceived hazards of centralized governance.
The first contributors to federalist thought explored the rationale and deficiencies of
centralized nation-states. Johannes Althusius (1557–1630) is often regarded as the father of
modern federalist thought,11 though it was the essays of Montesquieu, Rousseau, and Madison
that set out the first coherent theory and the links between centralized, unitary, and federalist
state orders. As Faguet (1997) observed,
Political philosophers from the 17th and 18th centuries, including Rousseau, Mill, de
Tocqueville, Montesquieu, and Madison distrusted autocratic central government and
held that small, democratic units could like ancient Athens preserve the liberties of free
men. In several of the Federalist Papers, Madison theorized about the prevention of
tyranny via a balance of powers not only among the branches of central government but
between central and regional and local governments as well (4).

11

Althusius developed a non-sectarian, non-religious contractualist political theory of federations that prohibited state
intervention even for purposes of promoting the right faith. Accommodation of dissent and diversity prevailed over any interest
in subordinating political powers to religion or vice versa (Føllesdal 2016).
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From Montesquieu to Madison, classical theorists suggest that decentralized governance
has various advantages, mainly:
I.

For the democratic participation of political parties, representation of people, and
the accountability of institutions;

II.

For public policymaking and governmental effectiveness; and

III.

For the representation and accommodation of subnational state and territories in
the decision-making.

Modern debates about the political logic of decentralization started during the 1950s and 1960s
when significant shifts took place in government structures across the developed world.
However, it was not the first time that government structures had changed. As Kaufman (1969)
observed, “the administrative history of governmental machinery has been constructed as a
succession of shifts in government structure.” Changes in government structure have always
been a part of history, as societies try to improve old or implement new governance systems.
Nevertheless, it became clear across the developed world in the mid-20th century that
centralized states had largely failed to accommodate the preferences and needs of subnational
state and regional aspirations and their governments. Thus, Riker (1964) offered a new definition
of federalism:
A political organization in which the activities of government are divided between
regional governments and a central government in such a way that each kind of
government has some activities on which it makes final decisions (101).
Discontent about centralized governments’ failures to devolve political and administrative
powers among member subnational states and institutions led to the search for alternative
governance systems. Centralized governments held back in experimenting with new policies, and
their failure to provide local public goods and services encouraged the exploration of new forms
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of government. Though other forms of government structure were not wholly rejected, a
federalist political and administrative order came to be seen as the ideal way to share authority
between national governments and subnational member states, who would have policy decisionmaking powers over their jurisdictions. Thus, Bardhan (2002) argues that “on account of its
many failures, the centralized state everywhere has lost a great deal of legitimacy and
decentralization is widely believed to promise a range of benefits” (3).
Decentralization was therefore given greater importance in the post-colonial era (i.e.,
after 1950). This increased and widespread interest in decentralization was fuelled by the need to
integrate diverse development needs and to use scarce economic resources efficiently to promote
economic and social change. The latter half of 20th century saw more interest by political and
economic philosophers in decentralization, as well as by policy makers in decentralized states. It
led to the related rise of the political and administrative sovereignty of subnational governments,
particularly in global south countries. It was during this time that several global south countries
in Asia, Africa, Eastern Europe, and Latin America embraced decentralized government systems.
Decentralization has been viewed as a significant policy priority and one of the most
contested policy issues in the world of development (Faguet, 2002). As Bardhan and Mookherjee
2002, argued centralized states have not ensured that all segments of the population enjoy the
benefits of political, economic, and social improvements and development. Decentralization,
therefore, emerged with the rise of mass political and social mobilization for better governance,
local participation in government, and the push to improve public services for citizens.
Decentralization enthusiasts particular Fesler 1964, Tiebout 1956, Oates 1971 and Manor (1999)
argue that decentralization offers a viable alternative to over-burdened centralized governments
that often fail to accommodate the preferences of subnational and local governments.
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The literature on federalism/decentralization also points to its failure to bring about
intended reforms. Many global south countries have taken a more generic approach to
decentralization where the objectives and operational implementation of decentralization are still
centralized in nature. Yet despite this failure to bring about intended reforms, there is still
widespread enthusiasm about decentralization, particularly in global south countries. Manor
(1999) estimated that more than 80 percent of the world’s countries are experimenting with some
form of decentralization in governance structure, a large number of which are in the global south.
This has produced an array of scholarly writing and policy papers on decentralization. The
literature in the field explores the divergence between normative federalism/decentralization
theories and policy decentralization, particularly on the subject of policy decentralization. A key
consideration is whether the implementation of decentralization includes policy decentralization
in global south countries, including India. This literature study challenges the idea that policy
decentralization is a part of administrative decentralization

3.1 Definitions and Types of Decentralization
Decentralization is a multi-dimensional concept. As Gajwani (2005) asserted "decentralization
can have different meanings in different contexts" (1). Thus, there is no single definition of
decentralization. Decentralization implies different things to different people, nations, and
governments, often depending on how it has been applied to a country's preferences as a tool of
governance reform. The World Bank (2003) defines decentralization as "the transfer of authority
and responsibility for public functions from the national government to subordinate and quasiindependent government organizations” (1).12 In the general sphere of public policymaking, the

12

All definitions have been taken from the World Bank’s Decentralization Thematic Team, led by Jennie Litvack (World Bank
2003, 1).
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features of decentralization include the increased role of subnational state and local governments
in policymaking. Rondinelli, Nellis, and Cheema (1983) has defined decentralization from an
administrative perspective as
The transfer of responsibility for planning, management, and the raising and
allocation of resources from the central government and its agencies to field units
of government agencies, subordinate units or levels of government, semiautonomous public authorities or corporations, area-wide, regional or functional
authorities, or non- governmental private or voluntary organizations (2).
Administrative decentralization thus redistributes authority for planning, financing, and
managing public services among different levels of government. For example, in a centralized
system, the central government will decide policies for employment, health, and education
countrywide; in a decentralized system, the subnational state and local governments are expected
to formulate policy based on local demand and preferences.
There are three primary forms of administrative decentralization: deconcentration,
delegation, and devolution. Deconcentration is a process by which the central government
relocates responsibilities for specific services to regional and local branch offices without any
genuine transfer of decision-making authority. Decentralization scholars consider
deconcentration as the weakest form of decentralization since local governments are upwardly
accountable to central government but have no decision-making authority themselves.
Delegation refers to a situation in which the central government transfers responsibility for
decision-making and the administration of public functions to subnational/state and local
governments. Delegation is a more extensive form of decentralization than deconcentration. In
this instance, subnational governments are not entirely controlled by central governments but are
accountable to them. Devolution refers to when the central government transfers authority for
decision-making, finance, and administrative management to subnational provincial/state and
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local units of government. In a devolved system, local governments have clear and legally
recognized geographical boundaries over which they exercise authority and within which they
perform public functions. John and Chathukulam (2003) noted that only devolution fulfils the
normative characteristics of decentralisation while delegation.
Fiscal decentralization considers the extent to which local government entities have
the authority to make decisions regarding imposing taxes and expenditures. Fiscal
decentralization is a core component of decentralization because it places decisions about
expenditure and revenue collection in the hands of subnational provincial states and local units.
Political decentralization is associated with pluralistic politics and representative government,
but it can also support democratization by giving citizens more control and a greater voice in the
formulation and implementation of policies. Privatization refers to the transfer of ownership and
control of government or state assets, firms and operations to private entities. In this scenario, the
government ceases to be the owner of the entity or business.
Manor (1999) suggested that deconcentration corresponds to administrative
decentralisation, and devolution to political decentralisation. In the following Figure 1, Susan
Steiner, 2005 tried to explain the connection and the multidimensional concept of
decentralization.
Figure 3.1| Multidimensional Concept of Decentralization.
Privatization
Delegation
Deconcentration
Economic
Administrative
Political
Fiscal
Source: Steiner (2005)

Devolution

The Figure 3.1 above illustrates the forms of decentralization and its connection with various
levels of decentralization. However, the aspects of decentralization are so integrated that it is
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difficult to completely delink them. Most modern decentralization thought begins from these
above-mentioned concepts. A key question in the federalism literature is whether all the
decentralization mechanisms can prevent federal governments from controlling the decentralized
subnational policymaking arrangements, particularly in the global south countries. Treisman,
2002 argue that in many countries around the world, federal and subnational state governments
have been reorganizing the separation of public policy power and financial resources between
federal and subnational states. Though as the decentralization dialogues continued, there has
been a lack of attention to the idea of policy decentralization, which is almost always absent in
the current discourse of decentralization.

3.2 The Development of Decentralization Theories
The general theory of decentralization began to develop in the 1950s following Samuelson
(1954), Musgrave (1956), and Tiebout (1959), who elaborated on the nature of local public
goods and expenditure structures. However, the systematic empirical research on
decentralization has lagged behind (Rodden, 2004). Beyond the classic discourse of
decentralization studies, this literature addresses mostly the nature of the ‘decentralization
phenomenon’, in global south countries. Theory on fiscal federalism suggests many benefits
from decentralization. g countries have low levels of public policy autonomy at the subnational
government level, both relative to global north countries today and to the United States and
Europe throughout the second half of the twentieth century. These empirical patterns raise an
important question: Why is there little evidence of policy decentralization in global south
countries, particularly on the public policy making by the subnational state governments?
Decentralization research has considered the financial expenditure, or fiscal provision,
the assignment problem (which level of government ex. federal or subnational state government
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should provide public services) and the revenue, or fiscal, assignment problem (which level of
government ex. federal or subnational state government should finance public services, and
how). The last six decades of decentralization scholarship have been divided mainly between two
generations of work fiscal federalism. The first generation of federalism theories is “largely
normative and undertakes that public decision makers are benevolent maximizers of the social
welfare” (Musgrave 1959; Oates 1972; Rubinfeld 1987 in Weingast 2007, 3). Second-generation
fiscal federalism theories, on the other hand, included political economy considerations and
administrative institutions’ roles and motivations. It diverges from the idea of maximizing social
welfare (Garzarelli 2004; Oates 1971, 2005; Qian and Weingast 1997; see also, Brennan and
Buchanan 1980; Wicksell 1896 in Weingast 2007, 3). The architectures of decentralized
government, and particularly public decision-making, are at the center of the modern political
and economic thought processes in both generations of scholarship. Both generations of work
emphasize how it is a better system of governance than centralization.
Nonetheless, as Weingast (2007) and Rodden (2006) described, there is an important
distinction between the two generations. The first focused exclusively on normative fiscal
federalism theories whereas the second-generation extended scholarship to systematically
include political institutions’ motivations for embracing decentralization.
The first generation of classic theory on decentralization includes the seminal work of
Tiebout (1956), Musgrave (1959), and Oates (1972). The first works considered the benefits and
costs of decentralization, respectively, from the standpoint of efficient economic and fiscal
resource allocation. The focus was primarily on expenditure levels for local public goods and
preferences; hence fiscal federalism “refers to a system in which local governments act
autonomously in taxation and expenditure activities” (Prud’homme 1994). The principle deals
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with the optimal assignment of fiscal responsibility (fiscal decentralization) to the national and
subnational level of government. In other words, fiscal federalism mainly describes the
decentralization of tax expenditure decision-making based on local control over finances and
revenues. Thus, many first-generation scholars emphasized the welfare gains of decentralization
and did so based on the assumption of a benevolent state. The first-generation fiscal federalism
theories are firmly embedded in the view of public finance that prevailed in the 1950s and 1960s.
Oates (2005) described it as follows:
A key element in this perspective was a largely implicit view of the workings of the
public sector. Where the private market system “failed” because of various sorts of
public-goods problems, the government should (and presumably would) step in and
introduce appropriate policy measures to correct the failures (350).
Charles M. Tiebout (1956), Richard Musgrave (1959), and Wallace E. Oates (1972) addressed
concerns related to and challenges of federal governance structure and deals with the optimal
assignment of fiscal responsibility (fiscal decentralization). Taken together, these authors
assigned different public policymaking functions and financial resource management tasks to the
different jurisdictions of government. One of the most important contributions to the area of
fiscal federalism is Tiebout’s (1956) model of local public goods provision. Tiebout's fiscal
federalism model was a response to Musgrave and Samuelson’s public finance theory. As
Tiebout (1956) describes it, Musgrave and Samuelson argued that no “market type solutions
exist to determine the levels of expenditure on public goods” (416). Tiebout’s argued that
Musgrave and Samuelson’s public finance analysis was valid for federal expenditure but did not
apply to local expenditures. Tiebout’s model also underlined the “inability of a market economy
to resolve the free-rider problem of public goods and proposed the solution whereby consumervoters' preferences for public goods were revealed through exit rather than voice” (Boadway and
Tremblay 2012, 1063). Tiebout’s analysis emphasizes the heterogeneity of citizen preferences
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for local public goods. Tiebout’s decentralization model is based on a "pure theory of local
expenditures," where local governments provide local public goods and where there is
competition among local jurisdictions with different local governments offering competitive tax
and public services bundles. The model was based on the assumption that people are mobile,
have complete information about available public services and the tax structure, and can move
from one jurisdiction to another to access the best services and tax levels. For Tiebout, these
“mobile households…vote on their feet” to attain the most efficient provision of public goods.
Tiebout’s model postulated that local governments offer a mix of public spending and tax
bundles that reflect the local population’s preferences. Tiebout’s model was one of the major
theoretical developments in the study of decentralization, supporting the model for different tax
and public service bundles in order for various jurisdictions to meet local preferences.
Shortly after Tiebout’s work was published, Musgrave (1959) proposed that
government’s economic functions had three main tasks: allocation, distribution, and stabilization
(for more on these tasks, see Bird, Dafflon, Jeanrenaud, and Kirchgassner 2002). The
fundamental objective of the three tasks is guided by norms that determine the government’s
expenditure and revenue policies. The objective of allocation is to provide the necessary
resources for public goods and services and correct for the external effects of private economic
behavior. Distribution aims to influence the distribution of income by transfer payments in favor
of people with inadequate income so as to correct for the results of market forces. Finally, the
objective of stabilizing is to adjust aggregate demand to provide full employment and prevent
inflation. In other words, the goal is to stabilize economic processes and correct instabilities in
the business cycle.

46 | P a g e

Musgrave’s three tasks of public finance were proposed with a view that the national
government should take care of redistribution and stabilization. Later, Oates (1972) proposed
that the third task of allocation, the provision of public goods, should be performed at the lowest
governmental level (Bird et al. 2002). Bird et al. (2002) also argued that stabilization and
distribution be considered to be essential “central” functions for federal government and that
subnational state governments’ roles emphasize allocative tasks.
Oates’ (1972) proposal of allocative efficiency, part of his "decentralization theorem,"
explains the trade-off mechanism in the provision of public goods in models of centralization or
decentralization. Oates’s decentralization analysis describes some of the inefficiencies associated
with decentralization, particularly the interjurisidictional externalities and the loss of economies
of scale. Oates’ decentralization theorem states that decentralization is to be preferred when
citizens’ “tastes are heterogeneous” in different jurisdictions and common centralized public
goods generate no spillover effects. A centralized provision of public goods is to be preferred
when there is “no heterogeneity,” when citizens’ public services preferences across different
jurisdictions are the same, and when spillover effects are present.
Brennan and Buchanan (1980), argued that the primary purpose of fiscal federalism is to
create competition between subnational jurisdictions and that subnational state tax competition
limits the growth of government spending in decentralized countries. Brennan and Buchanan
proposed the influential “Leviathan hypothesis,” which explains central governments' power to
tax and how this power can be restricted through a decentralized fiscal system. The Leviathan
theory argues that central governments’ expansionary tendencies can be contained through fiscal
decentralization. The Leviathan hypothesis further assumes that central governments do not
maximize social welfare and mostly operate like monopolists to control economic resources.
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Most of the literature on first-generation fiscal federalism focuses on the “economic
efficiency of intergovernmental competition” and is based on the fiscal federalism experiences of
developed countries (Bardhan 2002; Bird et al. 2002). The Tiebout model and Oates’
decentralization theorem both assume that a benevolent government is working for social welfare
maximization. Both authors implied that fiscal federalism, as compared to centralization, is
crucial for the efficient provision of local public goods and to accommodate local preferences.
The traditional literature on decentralization focused mainly on fiscal federalism and the idea of
allocative economic efficiency through fiscal federalism. This idea of “local expenditure—the
level of expenditures for local public goods which reflects the preferences of the population more
effectively than they can be reflected at the national level” (416) --was first introduced by
Tiebout (1956). Oates (1972) later elaborated on this in his "Decentralization Theorem," which
stated that "in the absence of cost savings from centralization and inter-jurisdictional
externalities, fiscal responsibilities should be decentralized" (54). Some authors have argued
that the “Tiebout rationale for decentralization does not apply to developing economies because
there are limits to mobility” (Gadenne and Singhal 2014, 3). There has been growing evidence,
and the literature on decentralization suggests, that the assumptions on which the Tiebout model
is based are not valid for global south countries like China, India, and Brazil. Noticeable
examples include work by Besley & Coate (2003) and Lockwood (2002), both the authors
criticize the assumption of the uniformity of centralized public good provision made by the firstgeneration models on conceptual as well as empirical grounds (Bardhan, 2015). The Tiebout
model has been criticized for having significant omissions in its assumptions, particularly as
most of them are not applicable in global south countries. Tiebout envisaged that differences in
public service provision and tax rates across subnational jurisdiction would lead citizens to
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migrate to their preferred jurisdiction. Many authors also critiqued that the central tenet of the
fiscal federalism literature has rarely been explored outside the North American context (Gill and
Pose, 2012). Bardhan (2002) argued, for example, households are not perfectly mobile in global
south countries. Tiebout’s (1956) assumption that “consumer-voters are fully mobile and will
move to that community where their preference patterns, which are set, are best satisfied” (419)
is not valid for global south countries. Litvack, Ahmad, and Bird (1998) pointed this out and
argued that moving from one state to other is not an easy option for many people (in Brueckner
1999). Bardhan (2002) argues that the assumption of population mobility is critical in global
south countries as “many of the public goods in question are community- and site-specific, and it
is often possible to exclude non-residents. This is particularly true in rural communities in poor
countries, where social norms sharply distinguish ‘outsiders’ from ‘insiders,’ especially
concerning entitlement to community services” (2002, 188). Hanson and Hartman (1994) take
their criticisms one step further. They argue that it is doubtful that the Tiebout mechanism
operates, even in relatively mobile societies, or that poor people can and do move from one state
to another to access higher welfare benefits.
Second, the Tiebout model assumes that population is in possession of, or has access to,
complete information about local government’s tax structures and public services. While both
assumptions might be partially valid for developed countries, authors have argued that the same
not apply to global south countries (Bardhan 2002). Many authors, therefore, “recognize the
potential fallacy of basing policy prescriptions for global south countries on a theory inspired by
observation of fiscal affairs in a developed country like the US” (Brueckner 1999, 2).
Despite criticisms of Tiebout, his model is still relevant and may explain why people in
global south countries move to places where subnational governments provide better public
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services. Most decentralization literature about global south countries tends to reject the mobility
assumption and argues that this “population mobility assumption” is not compatible with the
reality in these countries. However, the last two decades have witnessed two trends that permit
greater mobility: the rise in the gross domestic product and consequent purchasing power of
people in global south countries, and the information revolution. Both have brought about vast
changes in global south countries and have shifted significant economic and political power to
the historically powerless. The information revolution helps to explain why people migrate to
states and communities where the government provides better public services with differential
tax and public service bundles. Thus, interstate migration, which occurs primarily as a result of
disparities in development and the opportunity for a better life, is at an all-time high in
developing nations.
Das (2013) affirms that regional disparity in India leads people to move from one
province to another to find better public services and goods. His study shows that people mainly
relocated to those states that have witnessed rapid urbanization and achieved higher economic
development compared to the states where employment opportunities are not available. Thus, it
appears as though the argument that population mobility does not apply to global south countries
is not valid for India. People move from one province to another to receive better public services
and goods in return for the taxes they pay. Decisions about where to live also depend on
subnational state public policies like health and education, public amenities, and employment
opportunities
The Tiebout model has also been criticized because detailed information about
government programs is not always readily available in global south countries. This criticism
needs to be revised given how information has become more accessible with the information
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revolution. The development of, and easy access to, electronic communication and the rise of
social media has made information available almost anywhere. The information revolution has
undoubtedly improved the institutions of local democracy and public service provision by
placing checks on the elite capture of local governance and government. With the information
revolution, information about public services and programs can reach the lower strata of the
population more efficiently.
In addition to these criticisms of the Tiebout model, the literature on decentralization also
suggests that the devolution of policy decision-making power to subnational state governments is
not feasible in global south countries since subnational governments lack basic and robust
institutions. It has also been argued that the "subnational state level of government lacks
technical and administrative capacity" (Bardhan 2002, 189) and that central bureaucracy attracts
better-trained technicians than subnational state governments. Bardhan’s (2002) work is a case in
point. He wrote, “on account of agglomeration economies in attracting qualified people, in most
countries, central bureaucracies attract better talent. But the problem is especially severe in many
global south countries, where the quality of staff in local bureaucracies—including basic tasks
like accounting and record keeping is very low” (189).
However, with the rapid pace of technological developments in the last two decades,
these gaps of knowledge, information, and human capital have been reduced drastically in global
south countries. In India, most of the central bureaucracy is made up of officials who also
worked in subnational state governments. Bardhan’s argument, therefore, does not apply to every
developing country. Moreover, as a result, Tiebout’s approach remains relevant to the study of
the devolution of decision-making power and policy decentralization in global south countries,
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even though he did not emphasize the model of subnational state autonomy in public
policymaking.
Oates’ (1972) decentralization theory advanced knowledge about the practical needs of
decentralized policy. Oates contends that decentralization is preferred in countries/states with
heterogeneous preferences and no spillover effects. With significant spillovers and limited
heterogeneity, centralization is better on the grounds of efficiency (Oates 1972). Oates’
decentralization theory assumed that the central government is unable to deliver distinct public
policy on a subnational state or regional basis. In practice, it is challenging for any central
government to accommodate policy for different and distinct regions. One element of this
argument is that since subnational governments are closer to the people, they are better informed
about local preferences than the central government (Hayek 1945; Musgrave 1959). Hence,
subnational governments are believed to be better equipped to respond to variations in demands
for goods and services (Azfar et al. 1999, 2). Many studies find that local governments have an
information advantage and that transaction costs are lower when policies are made at the state
level. This is particularly relevant in fields like education, health, social services, sanitation,
water, and agriculture policies. However, the decentralization theory does not provide any
insight into the devolution of policy decision-making and how subnational/state governments
should be part of policymaking.
Many authors also criticize the theoretical deficiency of the fiscal federalism model as it
failed to address macroeconomic instability and subnational state governments’ rent-seeking
behavior. Prud’homme (1994) made this point when he wrote, “the benefits of decentralization
in allocative efficiency are not as obvious as suggested by the standard theory of fiscal
federalism” (8). Prud’homme pointed out that subnational state governments have been involved
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in rent-seeking behavior, which has led to financial and economic crises in some global south
countries. This can be seen, for example, in Argentina where subnational governments fiscally
manipulated the national government and created instability in the economy. Treisman’s (1999)
research also concluded that decentralization brought fiscal and macroeconomic instability to
countries as varied as Yugoslavia, Russia, and Brazil. Dillinger and Webb (1999) argued that
“decentralization has led to substantial but not overwhelming problems, both in maintaining
fiscal balance at the national level, as resources are transferred to subnational levels and in
preventing unsustainable deficits by the subnational governments” (2; see also, Wildasin 1998).
Fiscal decentralization has been the critical component in first-generation fiscal
federalism theories. First-generation approaches to fiscal federalism provided the general
direction for an efficient federal system where both central and subnational governments have a
role in fiscal management. However, Faguet (2000) argued that decentralization is a
comprehensive discourse since it ranges from issues of macroeconomic arrangements to the local
provision of public goods and services and governance improvement. Most fiscal federalism
literature focuses heavily on the arguments of "economic efficiency” and "intergovernmental
competition" and are widely normative. While the literature on fiscal federalism favors
minimizing the role of central governments in fiscal matters, it does not reflect on the devolution
of policymaking power to subnational state governments.
During the 1980s, the decentralization debate moved quickly beyond fiscal limits to
include institutions and political economy considerations, thereby addressing political incentives
and subnational political and administrative involvement. Second-generation fiscal federalism
theories are built on first-generation theories but “assume that public officials have specific goals
which are induced by political institutions that often systematically diverge from maximizing
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citizen welfare” (Garzarelli 2004; Oates 2005; Qian and Weingast 1997; see also, Brennan and
Buchanan 1980; Wicksell 1896 in Weingast 2006, 4). There two key elements in secondgeneration theories: the importance of local political processes and informational asymmetries.
Besley & Coate (2003) introduce political economy considerations to the Oates decentralization
framework, arguing that subnational or local elected representatives will have conflicting
interests on the allocation of resources from the federal. As Hatfield (2005) put it, “economic
policy is not decided by benevolent social planners, but by government officials, usually with at
least one eye to their re-election prospects” (in Weingast 2007, 4). Rodden (2004), for example,
argued that “politics” was the missing component in the literature; political incentives that
motivate politicians and public officials to behave in a certain way. Weingast (2006) argues that
there was no clear divide between first-generation and second-generation theories and that firstgeneration theories had a considerable impact on second-generation theories.
The second generation of fiscal federalism theories has two fundamental elements. The
first focuses on political processes and assumes that political agents (both voters and officials)
have their own objective functions that they seek to maximize in a political setting. The second is
that information is an asymmetrical problem. Bird (1995) argues that information asymmetry
affects both the central government, as it may not know what to do, and the local government, as
it may not know how to do it. These two foundational assumptions led to the emergence of a new
literature on fiscal federalism, the main thrust of which was on the workings of different political
and fiscal institutions in a setting of imperfect information and political incentives for better
governance. Inman and Rubinfeld (1997) characterize it as a new political economy of
federalism (Inman 1988; Inman and Rubinfeld 1993, 1997a, in Weingast 2007).
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In the second generation of fiscal federalism theories, the centralization versus
decentralization discourse included a multiplicity of ideas. Oates (2005) argues that “in the
developing nations public sectors restructuring has been, in part, a response to the failure of
centralized planning to bring the sustained growth that was one of its major objectives” (349).
Seabright (1996) argues “centralization allows benefits from policy coordination but has costs in
terms of diminished accountability”(62).
The literature13 on the second generation of fiscal federalism theories studies various
forms of “common pool problems,” problems with soft budget constraints for subnational state
governments, and common pool problems with the centralized provisioning of local public goods
and services in global south countries (Weingast 2007). Garzarelli (2004) argues that “second
generation fiscal federalism is analyzed through the lens of contemporary industrial and
economic organization theory” (1). Oates (2005) argued that second-generation fiscal federalism
theories have applied “industrial-organization models to a public-sector setting” where different
decentralization literature has used the principal-agent model (357). Finally, for Weingast
(2007), “market-preserving federalism” provides a comprehensive framework with a series of
conditions that afford a dynamic theory of decentralization. Weingast (2007) developed a set of
conditions that help to understand and differentiate federal systems: (a) hierarchy, (b)
subnational autonomy, (c) common market, (d) hard budget constraints, and (e) institutionalized
authority. Weingast characterizes different federal systems based on these five conditions. The
current study examines subnational autonomy in the Indian federal system, which (Weingast
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See Besley and Coate (2003), Dillinger and Webb (1999), Inman and Rubinfeld (1997), Johnson and Libecap (2003), Knight
(2003), Lockwood (2002), Poterba and von Hagen (1999), Sanguinetti (1994), Stein (1998), Weingast, Shepsle, and Johnsen
(1981), and Winer (1980). Cohen and Noll (1988) provide a nice variant on this logic with respect to technology programs. A
large empirical literature provides evidence for this proposition, including Cogan (1994), Cohen and Noll (1988), Diaz-Cayeros
et al. (2002), Dillinger and Webb (1999), Gilligan and Matsusaka (1995), Inman (1988), Inman and Fitts (1990), Poterba and von
Hagen (1999), Rodden and Wibbels (2002), Stein (1998), Stockman (1975), and Winder (1980). See also Fornasari, Webb, and
Zou (1999) in Weingast (2007, 7).
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2007,) argued depended on whether “subnational governments have primary and local regulation
of the economy and authority over public goods and service provision for the local economy”
(6). In this examination of subnational state government in decentralization reform in India,
decentralization is evaluated in light of Weingast’s condition of subnational autonomy.
Both generations of fiscal federalism theories explore the fundamental underpinnings of
fiscal federalism and explain how it impacts the positive behavior of decentralized systems. The
main thread joining the two generations of fiscal federalism theory is the idea that political
incentives would be meaningless without the economic and social knowledge that accompanies
decentralization. Garzarelli (2004) argues that fiscal federalism theories have two inherent
components that are motivated by classic federalism theories. The first component is the
incentive-based mechanism, where the division of political power among small states leads to
accountability in both governance and public offices. The second is the knowledge-based
mechanism,14 which is contrary to the centralized alternative where the central government
controls decision-making. Decentralized public governance systems benefit from the knowledge
of local jurisdictions through citizens’ preferences and participation. First-generation fiscal
federalism theories, based as they are on both de Tocqueville’s writing and The Federalist
Papers (see, for example, Oates 1972, 1999), are primarily based on the knowledge motivation.
On the other hand, the second generation of fiscal federalism theories focused on the political
incentive part of motivation (Garzarelli 2004). However, de Tocqueville and the authors of The
Federalist Papers affirmed that matching demand for local public goods through a decentralized
local supply is better than the provision of uniform public goods across jurisdictions. De
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Moreover, and in the same spirit, decentralization generates new knowledge, especially about policy options, because it
enables federated states to perform various sorts of social experiments autonomously. Such experiments lead to diffused benefits
within the federation as a whole because the various states, including the central one, can learn from the failures and successes of
others (Garzarelli 2004, 3).
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Tocqueville “observed in analyzing the U.S. system in the 1830s that the federal system was
created with the intention of combining the different advantages, which result from the
magnitude and littleness of nations" (Oates 2005, 353).
There are, of course, no boundaries between the two components, and authors have
defined fiscal federalism as deriving from both the knowledge motivation and incentive
mechanisms. Tiebout’s (1956) work can be regarded as one of the seminal works that emphasize
the knowledge mechanism but also incorporates the incentive mechanism about the local
provision of public goods. Decades after Tiebout, Oates (1999) argued that the underlying
problem that fiscal federalism intends to solve is that of aligning policy responsibilities at the
different levels of government with the fiscal instruments, such as expenditure and tax collection,
necessary to carry them out. Rao (2011) argued that the advantages from the scale and nature of
a federal system can be realized only when the various levels of governments have explicitly
specified functions so that different public services are provided according to the diversified
preferences of people across the nation.
The main stimulus for both generations of fiscal federalism theories is the notion of
subnational state autonomy and participation in fiscal and policy decision-making in relation to
providing local public goods and services to citizens based on local preferences. The literature
from these theories has yielded some critical theories that are linked to extensive improvements
in public services through allocative efficiency and democratic accountability through political
incentives. However, there is still a gap in the decentralization literature because it does not
systematically address the policy decentralization. The lack of policy decentralization is the
result of the natural power struggle between the federal/central and subnational state
governments. It is essential to understand this tension. Centralization encourages the
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concentration of authority at the center, whereas decentralization boosts the powers of
subnational state and lower levels of government. The power-sharing structure and tension
between these two levels of government can be explained by the policy decision-making
behavior of central and subnational state governments.

3.2 Policy Decentralization: Opportunities and Challenges in Global South Countries
The latter half of the 20th century witnessed a significant shift in government structure in most
global south countries as they acquired independence from their colonial powers. Many of the
global south countries inherited centralized governance structures upon independence and
became even more centralized afterward (Rondinelli, Nellis, and Cheema 1983). In the
postcolonial era, newly independent countries in Africa and Asia were convinced about the idea
of centralized government control over financial resources and development. The welfare state in
industrialized countries encouraged the expansion of ideas of social progress and public services
through the dominance of central governments. Most countries in Eastern Europe and Asia and
countries in Africa adopted federal-led development strategies, where policies were directly
formulated, controlled, and regulated by the central government. India, China, and many others
countries adopt the kind of centralized government common in the mid-20th century. In these
nations, centralized social and economic policymaking became a significant aspect of the
doctrine of progress (Rondinelli 1981).
There are a few critical reasons why centralization was nurtured in global south countries.
Nationalist struggles left over from the pre-WWII era continued in the post-War era of welfare
state expansion, providing strong grounds for centralized development. At this time, most global
south countries were guided by the principles of national identity and economic nationalism, as
well as the idea of uniform development for all. In this vein, Manor (1999) argued that many
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newly independent countries adopted centralized development because it was essential for them
to prevent internal ethnic, cultural, or linguistic fragmentation.
Another argument advanced in favor of centralized development was that post-colonial
development initiatives required a massive public sector institutional apparatus, skilled human
capital, technical expertise, and substantial financial resources from federal governments to bring
about uniform economic growth and change. Centralized hegemony started through economic
means and later expanded to political and government institutions. Faguet (1997) argued that
central governments in global south countries increased their authority and involvement in the
political and economic lives of their citizens to guide their economies on the path toward growth
and prosperity. Faguet argued,
The latter half of the twentieth century has witnessed the sustained growth of central state
apparatus throughout both the developing and developed world. Driven by the secular
growth of the welfare state in the industrialized world, and in the developing world
initially by the political imperative of creating national identities out of the ashes of
colonialism, and subsequently by developmentalist attempts to guide the economy to
growth and prosperity, central governments increased their authority and involvement in
the political and economic lives of their electorates to degrees undreamt of by their 19th
century forebears. In the wealthiest OECD countries, central government expenditures
rose to between 40 and 50 percent of GDP, and throughout the world governments
nationalized large segments of their economies and circumscribed much of the remainder
in a web of tariffs and regulations (2).
Manor (1999) argued that, in the first few decades of the post-colonial era, there was a
dynamic expansion of the state apparatus for revenue and tax collection. The asymmetrical
allocation of political and economic authority to central governments led to the creation of
centrally controlled national planning and policymaking bodies, highly structured
procedures/regulations, bureaucratic regulation, and the concentration of power in the hands of
civil servants and politicians, always at the central government level. This eventually led to the
entrenchment of discretionary decision-making power in the hands of central governments.
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The ideology of centralized development and planning gradually aligned with the idea
of national unity, which sought uniform development through central policymaking. The idea of
strong central government and centralized uniform development has strong connections with the
rise of centralization in global south countries in the post-colonial era. Central governments and
their policymaking institutions controlled and translated nationalist centralized and uniform
development ideologies not only onto national policy issues but they also perpetuated policy
capture of a range of subnational state government policies. There are several reasons for the rise
of a strong central government in India. The Indian National Congress controlled the Indian
central governments and several state governments from independence through the mid-1990s.
There were compelling political and social reasons for maintaining central control over
policymaking and for central interventions in subnational policy jurisdictions in the postcolonial
era. Many of these reasons relate to nationalism and national unity and so sought to unify the
people who lived in different states and union territories.
Federal control over resources and public policies was part of the process of nation-state
building in the first three decades after independence. Nationalism undermined political and
policy liberalism by creating centralized institutions for policy control. The centralization of
resources and policies, public sector units, and financial institutions was seen as necessary to
achieving uniform economic, social development, and efficiency in the post-colonial era.
Centripetal bias in the concentration of power in the hands of the central government
discouraged subnational participation in policymaking. This helped lead to the asymmetric
expansion of centralized governments in India and other global south countries. As Faguet
(2004) wrote, “for different reasons and in different ways, real socialism, social democracy,
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developmentalism, import substitution, and even structural adjustment led to increasingly
powerful central states that intervened at all levels of the economy and society” (2).
Fesler (1965) highlighted a key problem with centralization and contended that “we are
all witnesses to how tragic can be the consequences of centralization as the means for
maximizing values chosen by one or a few powerful men” (538). For example, the Indian
National Congress has controlled the central government for 55 of India’s 70 years of
independence. The dominance of one political party, and indeed, of one family, concentrated
power in the hands of a few. The Indian National Congress not only had control over the
government at the central level but it subsequently formed many of India’s subnational
governments. Either one political party or family ruled many global south countries in Asia,
Africa, and South America furthering the growth of centralization and the concentration of
decision-making power at the federal government level,
Fesler argued that “power is a complex phenomenon” and it is difficult to distribute it
among various constituencies, particularly in a federal system. In Policy Paradox, Deborah
Stone (2012) explored the question of "how centralized power should be the concern of every
political community as it grows and evolves" (364). These concerns were not new in the mid20th century. In the 17th and 18th century, for example, Thomas Jefferson “feared a center that
would accumulate too much power and run roughshod over the rights of constituent units” (358).
This view, it should be added, is far from universal. Many believe that decentralized federations
tend to become “weak and they devolve into internal war or fall prey to external
enemies”(Wittman and Weingast 2008, 358)
Political scientists, economists, and policy practitioners in the 1970s and 1980s reflected
on the failure of centralized governments around the world, and particularly in global south
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countries. The significance of this failure of centralized governance pushed decentralization
policies in global south countries. The last four decades of decentralization implementation have
emphasized the challenges of decentralization in most global south countries, and “especially in
poor countries where providing high-quality governance has proven to be a big challenge”
(Manor 1999). Ideas about decentralization have changed rapidly over the past quarter of a
century and have done so in tandem with changes in ideas about governance itself. Until the
early 1980s, government and the state were perceived as interchangeable. In global south
countries, debates over the structure, role, and function of government focused on the
effectiveness of federal power and authority in promoting economic and social progress and on
the potential advantages and disadvantages of decentralizing power to subnational units of
administration, local governments, or other agents of the state (Cheema and Rondinelli 2007, 1).
However, during the late twentieth century, a revival in the decentralization movement
picked up in many Asian and African countries. That revival may be traced from the beginning
of the 1980s and 90s. Its origins coincide with the rise of the increasing international trade and
investment, the growing economic, social, and political interaction across national borders and
rapid technological innovations, which changed the perceptions of governance and of the
functions of the subnational state. Although all the reasons are not all directly linked to
decentralization in global south countries, the expansion of the decentralization in global south
countries and its specific ways to share power with subnational governments opened public
policy to new configurations. As Cheema, 2007 rightly argued “from this broader perspective on
governance new concepts of decentralization emerged as well. As the concept of governance
became more inclusive, decentralization took on new meanings and new forms” in the global
south countries.
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The governments and governance in this era has also been marked by the emergence of
neoliberalism, which has consequently infused the global south countries policy climate with
neoliberal paradigm. This wave of decentralization was support by such international agencies as
the World Bank and International Monetary Fund insisted that global south countries’
governments restructure their government systems. The trend toward decentralization as part of a
broader shift from a Keynesian era to a neoliberal era of governance with a leaner state (Brenner
2004; Jessop 2002b; Harvey 2005; Lobao and Hooks 2003). Since the 1970s, western
industrialized countries were economically engaged on the anti-Keynesian counterrevolution led
by monetarists and neoclassical economists and that neo-classical movement progressed to the
global south countries in 1980’s and 90’s. Neo-liberalism re-articulated the state power and
federal and subnational governments’ relationship through a variety of neoliberal policies and
strategies. These included provisions of institutional restructuring intended to enhance labour
market flexibility, and improved public service delivery through privatization, liberalization, and
subnational autonomy and competitiveness. An early shaping of the state in global south
countries began when in 1980 the World Bank first introduced ‘Structural Adjustment’ programs
conditionality for loans (Rojas, 2012). It is within this political scenario the thesis explores the
influence of neoliberalism and the presence of its characteristics, namely, centralized control of
public policy agenda and the tension between federal and subnational state government policy
autonomy in India. Neoliberal governance has an inherent subnational state autonomy
dimension. It entails shifting the functions of the federal government to subnational state
governments, so subnational states/provinces and local governments can have greater roles in
economic growth and redistribution (Markusen 2001). Brenner (2004) argues the state as an
institution is being “rescaled” with the rising importance of subnational governments across
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western nations. Over the past four decades, neoliberal proponents have actively promoted
decentralized government assuming that subnational state governments have particular autonomy
to act in accordance with neoliberal principles in policy choice. As mentioned above,
disappointment with federal governments was the prime reason for rethinking government
structures, leading to a shift in support for centralized, planned development to administrative,
fiscal, and political decentralization model.
In the last few decades, political scientists and economists have developed theories to
explain decentralization mechanisms. In many global south countries, the structure of the
political hierarchy, power sharing, and the government have been shifting. This is not to suggest
that the values and arguments of decentralization were never challenged or that there was
universal agreement on how decentralization should be practiced. Despite a widespread belief in
the advantages of a decentralized governance system and its status as an alternative to
overburdened centralized governments, its limitations have been questioned many times during
the last few decades. Faguet (2004) argued that “the vast majority of scholarly studies on
decentralization’s effects have yielded ambiguous results: in country after country,
decentralization improved some aspects of public services, worsened others, and left the
remainder virtually unchanged” (1). Empirical studies on decentralization have been divided on
the impact of decentralization on economic efficiency and governance. Rodden (2004) argues,
“the most clearly discernible leitmotiv in decentralization studies is a growing disappointment
with decentralization, especially among developing countries” (481). More specifically, in his
paper, "The Dangers of Decentralization," Prud'homme (1995) proposed a different viewpoint on
decentralization. He believes that decentralization works against the economies of scale and can
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impact the stabilization of an economy because subnational states have an inefficient allocative
system.
Many global south countries followed the decentralization approach based on western
countries model. Tiebout’s (1956) fiscal federalism model was based on the idea of developed
nations and was not suitable for most global south countries. As Brueckner (1999) observes “a
movement toward fiscal decentralization is underway in many countries across the world. This
movement is partly justified by appeal to the classic argument of Tiebout (1956), who claimed
that decentralized provision of public goods allows better fulfillment of diverse individual
demands. Many commentators, however, have expressed concern that the conditions justifying
Tiebout's argument are not present in many developing countries” (1). Litvack, Ahmad, and Bird
(1998), Brueckner (1999), and Bardhan (2002) have expressed concerns that, while the
preconditions and necessary institutional mechanisms for taking advantage of fiscal
decentralization do exist in developed nations, they may be absent in global south countries. The
uncritical application of Tiebout’s model in global south countries promotes rent-seeking,
corruption, and elite capture. Bardhan (2002) argues that Tiebout’s model of fiscal
decentralization, where "different local governments offer different public tax-expenditure
bundles, and mobile individuals are supposed to allocate themselves according to their
preferences is much too stringent, particularly for poor countries" (188).
More broadly, Rao (2011) warned that an “uncritical application of the normative
framework in the context of developing and transitional economies could be misleading" because
institutional conditions and incentives are different than in developing nations. Bardhan (2002)
argued that the "institutional framework and the structure of incentives" and organizations are
different in global south countries as compared to the US, European Union member states, and
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many other developed nations. Many authors, therefore, have expressed concern that the
"conditions justifying Tiebout's model are not present in many developing countries” (Brueckner
1999, 1).
Much of the idealized decentralization model that devolves “local tax structure and public
services” autonomy to lower levels of government, therefore, has brought little fiscal and policy
devolution in global south countries. As Bardhan (2002) argued, “decentralization poses some
different issues in the institutional context of developing and transitioning countries," often
creating institutional problems during the implementation of decentralization that must be
addressed. These problems include weak administrative structures, a lack of participation from
subnational stakeholders, overly centralized control over planning and policymaking, the absence
of political motivation, and national bureaucracies’ lack of commitment to the devolution of
decision-making authority to subnational state governments. The mixed results of
decentralization in global south countries can in part be attributed to non-existent policy
autonomy, subnational institutional mechanisms, and authority, all of which are essential
ingredients in the implementation of decentralization.
As Treisman (2002) and Weingast (1995 and 2007) observe, any contemporary approach
to fiscal federalism theory must include the devolution of policy decision-making power to
subnational state governments. In a recent work on dynamic decentralization (Singh, 2018) has
examined the pattern of decentralization in India. The study found that “India’s federation was
considerably centralized at the time of independence across its legislative, administrative, and
fiscal dimensions. It has since undergone further cumulative centralization in the legislative
sphere, while little change has occurred in the other two spheres” (Singh 112). The study
evaluated the twenty-two policy arenas and how the legislative, fiscal and administrative
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dimensions have changed. Though the study focused on dynamic decentralization model, it did
not exclusively examine the policies under the subnational state list. Fueled by persistent policy
complexity and tensions between subnational state governments and the federal government in a
majority of political systems, the study of the institutional conditions for the unpacking of policy
decentralization is not only pertinent in federalism but also must be at the forefront of scholarly
and public debate on policy decentralization. There are two types of limitations on
decentralization, particularly in the context of global south countries. First, as Faguet (2011) and
Rodden (2004) have argued, most empirical studies of decentralization focus exclusively on the
policy outcomes for public services like education, health, and public investment, or on the size
and ratio of the distribution of expenditures and revenue between different level of governments.
Second, the concept of decentralization, its different types and the terms used in the literature,
such as decision-making power and authority, have often been “assumed to be complementary or
even interchangeable” (Hajjar, Kozak, and Innes 2012; see also, Rodden 2004). The existing
literature on decentralization assumes that a natural transfer of policy decision-making power
from federal to the subnational state governments takes place.15 It has thus been assumed that
policy decentralization happens naturally through administrative decentralization. Perhaps this is
why, despite the existence of “extensive literature on decentralization” (Bardhan 2002, 186),
contemporary decentralization study and models continuously fail to address the absence of the
devolution of policy decision-making power to subnational state governments, particularly in
global south countries. A theory of administrative, fiscal, and political decentralization is of
course not sufficient to understand why and how the devolution of policy decision-making does
or does not take place in global south countries. Many global south countries have become
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See Rodden (2004, 481) for a survey of recent views on decentralization. The emerging view of decentralization shows an
organic, intertwined transfer of political, fiscal, and policy autonomy.
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decentralized; however, policy decision-making mechanisms remained centralized. This has
been a common pattern in many global south countries.
The question with decentralization initiatives in global south countries is one of
perception and substance. The decentralization literature suggests that the devolution of decisionmaking authority is a necessary part of administrative and political decentralization. However,
there is considerable variation in the devolution of such authority across global south countries.
In an extensive survey, Rondinelli, Cheema, and Nellis (1983) note that decentralization has
“seldom—if ever—lived up to expectations” (in Faguet 2002, 9). As Bardhan (2002) says, “In
countries with a long history of centralized control—as in the old empire states of Russia, China
or India—public administrators often mean by decentralization the dispersion of some
responsibilities to regional branch of offices at the local level of implementation on a particular
project” (186). In most global south countries, establishing a local level branch office to delegate
some functions of the central government to the local level is also considered to be
administrative decentralization (Bardhan 2002).
Policy decentralization (i.e., the devolution of policy decision-making power to
subnational governments) and organizational restructuring through administrative
decentralization, such as the creation of subnational state and local governments, is not identical
concepts. Multi-tier government structures can exist without the devolution of decision-making
power to subnational levels of government. Policy decentralization is neither administrative
decentralization where local units implement federal policies, nor is it the creation of additional
tiers of government. There is no doubt that decentralization has brought changes and improved
governance at some level in global south countries; however, the mere exploration of fiscal and
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administrative decentralization has not provided answers to questions related to the devolution of
policy decision-making powers to subnational state governments.

3.3 Literature Review: Conclusion
The existing literature of decentralization, substantial with some studies of policy decentralization,
documents the complexity of federal processes of decentralization. . Though many interesting
decentralization developments have occurred in global south countries, where some or other type of
subnational government and institutional structure has been created, policymaking continued to be
made entirely at the central and federal level. Most of the subnational and local governments acted
only as branch offices of the federal bureaucracy with little to no policy and financial autonomy
(Bird et al. 1998). The issue of policy capture is connected to institutional and political control

and the bureaucratic culture associated with centralized hegemony. As Oyugi (2000) rightly
points out, "in many countries, the federal government still believes that the capacity to make
policies does not exist outside the setting of central ministerial headquarters" (3). Oates (2007)
argues, "decentralization may encourage experimentation and innovation, as individual
jurisdictions are free to adopt new approaches to public policy; in this way, decentralization can
provide a valuable ‘laboratory’ for fiscal experiments" (1).
The decentralization implementation process and its achievement have differed significantly
across developed and global south countries. This is not only because of colonial historical and
political differences, but also due to different approaches to decentralization in global south
countries. As mentioned in Bardhan (2002), and Faguet (2011) the innovator among the global south
countries in Asia in terms of reforms in legal, financial and institutional framework were China. By
contrast in India, as late as in 2016, subnational and local governments were responsible for
implementing polices, but most of the policies were created by federal government thus were not
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under the jurisdiction of subnational and local government. Academic literature of decentralization

has overlooked the idea of policy decentralization. Instead, scholars of decentralization have
tended to focus only on administrative, fiscal and political decentralization. The substantial part of
that decentralization debate remained around the idea of financial devolution, which is of great
concern for economists and political scientists, especially in global south countries. This study
focuses on policy decentralization. Despite administrative and political decentralization in India,

the research will show, policymaking has remained centralized and does not allow for
subnational participation. The thesis improves on the policy decentralization research by using
better country data and a more general methodology. Drawing on the scholarly debates about

federal and decentralization, the study explores how decentralization processes can encourage
policy experimentation and innovation.
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CHAPTER 4: THE CONSTITUTIONAL FRAMEWORK, FISCAL
DECENTRALIZATION, AND PUBLIC POLICY MAKING IN INDIA
The Indian Republic is governed by the terms of the Constitution of India, which was
implemented after the independence from United Kingdom. The Indian Constitution was adopted
by the Constituent Assembly on 26th November 1949 and came into force on 26th January
1950. The Constitution identifies India as a "Sovereign Socialist Secular Democratic Republic
with a Parliamentary form of government, which is federal in structure with unitary features"
(India 1949, 29). The creation of the Indian Constitution with unitary federal feature in 1950 was
out of necessity. As Rao (2000) writes, "historical factors have played an important role in the
adoption of a federal constitution with strong unitary features in India" (5). The adoption of a
federal structure allowed the more than 552 princely states, eleven governor provinces, and five
chief-commissioner provinces to consolidate into twenty-nine states that become part of unified
India. The Indian Constitution defines India as a “union of states” rather than a federation. Post
independence, the federal government led the process of unification of all the states. Singh
(2018) argued that the creation of India as an union of states was not the product of a “federal
bargain.” The Constitution of India grants the federal Parliament the power to create, dissolve,
and divide subnational states and does not recognize a subnational state’s right to self
determination (Singh 2018, 117). India’s Constitution adopted asymmetrical federalism where
federal government has considerably more power than subnational states. This was required
during the time of Indian independence, as subnational states were carved out from the princely
states, which were not united. The creation of Indian federal system differed from other federal
countries, like the United States and Switzerland, where subnational states have much larger
powers.
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The Constitution of India adopted a two-tier structure of federal and subnational state
governments to govern and provide public goods and services to citizens. The Indian
Constitution has a clear division of administrative structures and functions between the federal
and the subnational state governments. The essence of Indian federalism rests on the distribution
of functions between the federal and subnational state governments. The federal parliament and
subnational state legislatures are both responsible for policymaking within their areas of
jurisdiction. In the case of litigation, the judiciary interprets the laws. Public policy subjects are
divided between the federal and the subnational state governments by three lists defined in the
Indian Constitution. These are the Union/Federal, Subnational state and Concurrent lists of
policy subjects. The Seventh Schedule (Article 246) of the Indian Constitution outlines three lists
of policy subjects, namely the Union16/Federal, the State, and the Concurrent List. Both the
federal and state governments are accountable for policymaking in their respective policy
subjects. The federal and state governments are jointly responsible for policy subjects in the
concurrent list. In 1950, the Federal list comprised ninety-seven policy articles; the state list
comprised sixty-six articles; and the concurrent list, forty-seven articles. Residual policy making
powers are vested in the federal government. The federal list includes policy subjects that are of
national importance. The federal government has exclusive power to make laws related to the
policy subjects in this list. The state list includes policy subjects of subnational local interest;
accordingly, the power to make policy on these issues is reserved for subnational state
governments. The concurrent list includes policy subjects that concern both the federal and the
state governments. For those policy subjects included on this list, both federal and state

16

The term “Union” is used in the Indian Constitution to represent the national government. This study used the term “Federal”
to refer to the Union government of India.
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governments can make policy. The concurrent list represents an atypical situation. Singh 2018
argued that the Constitutional division of policymaking power, though, is not watertight. While
the Indian Constitution includes a well-defined division of policymaking powers between federal
and subnational state governments, federal government encroachment in subnational state
governments’ policy jurisdiction is common. The Sarkaria Commission wrote that, “several
entries in the Union/federal list are expressly intertwined with certain articles in the subnational
state list” (Commission on Centre–State Relations 1988, 11) allowing the federal parliament to
have jurisdiction on matters supposedly reserved to the subnational states (Singh 2018, 117).
Furthermore, the Indian Constitution (articles 256, 257, 352 and 356) provides the federal
government with the power to issue guidelines to the subnational states if necessary for the
effective exercise of the federal government’s executive power. The federal government can
legislate on subjects listed in the subnational state article list (Thakker et al. 2011). Many
constitutional experts argued that in the Indian Constitutions, the division of public policymaking
powers is heavily tilted in favor of the federal government (Bhattacharyya 2010, 122–128; see
also Bombwall 1967, 275 and Singh 2018, p 117).
The Indian Constitution created a parliamentary system of government with a bicameral
parliament and three independent branches: the executive, the legislature, and the judiciary. In
the executive branch, the President of India is the ceremonial head of the country, while the
Prime Minister is the head of the government. The Prime Minister essentially governs the
country with the support of the Council of Ministers (or the cabinet). The Council of Ministers,
with the Prime Minster as its head, advises the President. Similarly, each of the states has a
Council of Ministers, with a Chief Minister as its head. The Council advises the Governor, who
is appoint by the President of India on the recommendation of Federal Cabinet led by Prime
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Minister of India. As for the legislative branch, the federal legislature is comprised of the Lok
Sabha (Lower House) and the Rajya Sabha (Upper House). Together they form Parliament. The
Prime Minister and Council of Ministers are accountable to both houses of Parliament. The
Indian judicial system is the guardian of the Indian Constitution. The Indian judicial system is
divided into three levels: the Supreme Court, the High State Courts, and the State District Courts.
The Supreme Court has immediate jurisdiction over cases between subnational states or between
the federal government and the state governments. It also handles appeals from lower courts and
is the final legal authority in the judicial system.

4.1The 1993 Decentralization Amendment Act
The key turning point in the history of government restructuring and the beginning of
decentralization reform in India happened in 1993. India was following the wave of
decentralization in many global south countries that was geared toward making the state and
local governments, including rural areas and urban centers, more relevant in public
policymaking. The 1993 Constitutional Amendment Acts created a third tier of government in
India, granting statutory status to the village, block (sub-district), and municipal (district) bodies
as institutions of rural and urban self-governance. These local bodies are called the Panchayati
Raj Institutions (PRIs). The decentralization framework adopted in 1993 was vital in extending
the notion that a decentralized governance system was needed to tackle the needs of a large and
economically, culturally, socially, and linguistically diverse society. There were two tiers of
government (i.e., the federal government and subnational state governments) until the 73rd and
74th Amendments passed in 1993. Institutions of local governance (i.e., self-rule or "Swaraj" in
the words of Mahatma Gandhi) have existed in India for a long time; however, before the 1993
reform, these institutions were mostly informal and had little impact on governance. This third
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tier of rural and urban government was understood as a way to bring necessary structural
changes to the local level so as to improve the delivery of public services and increase the impact
of government policies and programs. Decentralization in the Constitutional Amendment Act
was aimed at providing better public policies and improving public service provision to the large
segment of the population left behind in political, economic, and social development processes.
The notion was to fundamentally change administration and bureaucracy from a top-down to a
bottom-up approach. Through the 73rd and 74th Constitutional Amendment Acts, the federal
government also created local government mechanisms making the transfer of financial
resources and policy planning from the subnational state governments to the local level
government mandatory. Figure 4.1 shows the administrative structure of multilevel government
in India.
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Figure 4.1| Administrative Structure of Multilevel Government in India

Federal Government
of India

29 Subnational State
Governments

District Level
Government

7 Union Territories

Municipal Corporations/
Councils (Urban Local
Government)

Rural Local
Government
Source: Census of India 2011

According to the 2011 Census, India’s 29 state and seven union territories are further divided
into comprising 593 districts, and more than 638,588 villages. According to the 2011 census, the
total population of India was 1.21 billion.17 Of this number, 833.1 million people lived in rural
areas while 377.1 million lived in urban areas.

17

According to the Provisional Population Totals of the 2011 Census.

76 | P a g e

4.2 Public Policymaking at the Outset
The theory of decentralization is largely built around the premise that heterogeneous preferences
result in more decentralized public policy making. This section analyses policy and fiscal
decentralization in India’s two-tier federal framework in the pre- and post-decentralization era.
The quantitative data provides the evidence of the devolution of policy decision-making power
and financial assignments between federal and subnational state governments. The analyses also
reflects the constitutional division of public policy making functions and measures the
devolution of both policy and fiscal resources in India.
Indian federalism rests on the distribution of functions between the federal and
subnational state governments. The federal parliament and subnational state legislatures are both
responsible for policymaking according to the policy subject lists. In the case of litigation, the
judiciary interprets the laws. Importantly, the state List includes policy subjects of subnational
local interest; accordingly, the power to make policy on these issues is reserved for subnational
state governments. Certain subjects where jurisdiction was difficult to define were kept in the
concurrent list, requiring coordination between the federal and state governments. Schedule VII
of the Constitution of India consists of the following three lists that deal with the division of
powers between the federal and the subnational states, Article 246 states that the powers between
the federal and the subnational states is divided into the three lists – Union/federal list, State list
and Concurrent list. Initially, union/federal list has 97 policy subjects, state list have 66 policy
subjects and there are 47 policy subjects in concurrent list. However this policymaking power is
not exclusive to the subnational states as federal government can also legislate on policies in the
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list under the certain extraordinary circumstances18. The key policy subjects under each of the
three lists are:
•

Federal: Defense, Foreign Policy, Banking, Railways, Shipping/Ports, National
Highways, Airways, etc.

•

State: Police, Public Health, Agriculture, Water Supplies etc.

•

Concurrent: Bankruptcy, Education19, Forests, Wildlife Protection, Economic and Social
Planning, Education, Electricity, Factories, Newspapers etc.

The Indian Constitution also vested in the federal residuary powers include
those subjects that are not covered under any of the three lists mentioned in Schedule VII of the
Indian Constitution. Unlike other federations like the United States where the residuary powers
are vested in the subnational states, the residuary powers in India are vested in the federal
government. A selective review of the policies illustrates the effects of Constitutional and
institutional arrangements on decentralized governance and public policy making. The federal

18

Article 249 – Rajya Sabha can empower the federal to legislate on a state subject by passing a resolution declaring the subject
is expedient in national interest.
Article 250 – When National emergency is proclaimed, Parliament can legislate on any item in the state list during that period.
Article 252 – When two or more subnational states pass a resolution in their respective assemblies empowering the federal to
legislate on a specific item in the state list then the federal can legislate on that item for the concerned states.
Article 253 – When an international convention or treaty has to be implemented.
Article 356 – When President’s Rule is imposed in a particular State. Also in case of a conflict between the federal and the state
law on a subject in the State list, the Central law will prevail over the State law.

19

In 1976, education as state subject was transferred from state list to concurrent list where central and state government
share equal legislative authority on residuary aspects of education, but not on those aspects where union government has specific
legislative and administrative authority. This change was effected by the Constitution (Forty- second) amendment act.
2. Now union government has competence even over elementary education, secondary education and vocational guidance, social
education and adult education, teachers training, and educational research
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government runs Centrally Sponsored Schemes (CSS) that are of national importance. Most of
the CSS policies are in sectors on the subnational state and concurrent lists of policies. In these
policies, funding is shared between the federal and subnational state governments. Federal
government and its various ministries design CSS policies. However, the subnational state
governments implement all CSS policies. Apart from implementation of CSS policies,
subnational state governments are responsible for the matching financial contribution for the
CSS policies. It is the responsibility of the subnational states to provide the human resource
requirements and the infrastructure requirement for the implementation of the CSS. Federal
government grants are meant to supplement the financial resources of subnational state
governments. The federal government is involved in a large number of policies in sectors/area,
such as health, that are in the subnational state list through the operations of CSS and the
provision of financial assistance to subnational state governments. Initially these policies
essentially arose from uniform national objectives and cut across subnational state boundaries.
Most CSS come with rigid federal guidelines for implementation, which privilege a top-down,
‘one size fits all’ model with standard, fixed norms and unit costs. There is often an inherent
tension between federal government policy priorities and subnational state policy needs.
However, since the federal government controls the financial strings, federal government
priorities dominates in the policies.
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4.3 Federal Government’s Centrally Sponsored Schemes (CSS), 1969 to 2017
In the post-independence era successive federal governments upheld the practice of centralized
policymaking, in policy subjects that primarily fall on the concurrent and subnational state
government’s policy lists. Table 4.1 shows the frequency of federal policies on state and
concurrent policy Subjects by different Five Year Plan period.
Table 4.1| Federal Government’s Centrally Sponsored Schemes/Policies on State and
Concurrent Policy Subjects (1969-2017)
Plan Period

Number of CSS Policies at the end of the
Plan

1969-74 (Fourth Five-Year Plan)

90 (Congress Government)

1974-78 (Fifth Five Year Plan)

190 (Congress Government)

1978-80 (Annual Plan)

201 (Janta Party Coalition Government)

1980-85 (Sixth Five Year Plan)

262 (Congress Government)

1985-90 (Seventh Five Year Plan)

125 (Congress Government)

1992-97 (Eighth Five Year Plan)

236 (Congress Government)

1997-2002 (Ninth Five Year Plan)

360 (Coalition BJP Government)

2002-2007 (Tenth Five Year Plan)

188 (Coalition Congress Government)

2007-2012 (Eleventh Five Year Plan)

147 (Coalition Congress Government)

2012-2017 (Twelfth Five Year Plan)

147 (Coalition Congress Government)

2012-2017 Revised in 2012*

66 (Coalition Congress Government)

2016-2017 Revised in 2015**

29 (BJP Government)
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Notes: 1. These centralized policies are managed under the umbrella of Five-Year Plans. Five-Year Plans (FYPs) are centralized
and integrated national economic and social programs.
*India, Planning commission, Report of the Committee on Restructuring of CSS, September 2011,
** The Sub-Group of Chief Ministers on the rationalization of Centrally Sponsored Schemes recommended 29 centrally
sponsored policies in 2015.
Source: 4th to 12th Plan and Various National Development Council Meeting Records and Planning Commission Data, Report
of the B K Chaturvedi Committee on Restructuring of Centrally Sponsored Schemes, Planning Commission (2011), p. 18), Vithal
& Sastry (2002), p. 19; Bhattacharjee (20140, p.6.

The dominance of CSS can be seen in their absolute numbers of CSS policies (Table 4.1).
Besides, the large number of CSS, federal rigid regulations makes it an inefficient policy to
address subnational state specific needs and undermines state’s policy autonomy. Initially the
CSS were designed as an ancillary help for subnational states with social and economic
development deficits. Over time, however, the proliferation of CSS undermined the very
rationale it was based on – federal character of Indian federalism. The founders of the
Constitution of India demarcated the form and functions of governance through the union/federal
list, a subnational states list and a concurrent list, using an instrument the Constitutional framers
borrowed from colonial British rule to ensure a strong federal structure. While there is no
ambiguity with regard to the federal list and subnational state policy list, policies falling under
concurrent list are subject to the overlapping jurisdictions of the federal government of India and the
subnational state governments. Table 4.1 shows the number of policies the federal government

made during every five-year plan period since 1969 to 2017 in the policy jurisdiction of
subnational state governments. These Centrally Sponsored Schemes (CSS), operating in areas
that are, constitutionally the policy domain of the subnational states. After independence, these
policies essentially arose to being defined as in the ‘national interest,’ cutting across subnational
state boundaries. The CSS are operationalized by federal ministries based on policy guidelines
and are implemented by subnational state governments or their designated agencies. The number
of federal CSS policies increased rapidly after 1969. The total number of CSSs was 190 at the
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end of the Fourth Five-Year Plan in 1974. That number increased to 360 at the end of Ninth
Five-Year Plan in 2002. The CSS trend shows that the number of policies made by the federal
government increased continuously from 1969 until 2002-2003 with the exception during 198590 when the number of CSS went down to 125. Though in the 1992-97-plan period it again went
up to 236. This occurred despite the 1993 adoption of decentralization, which was meant to
transfer decision-making authority from the federal to subnational state and local government.
Instead, however, the number of policies and programs made by the federal government
increased to 360 at the end of ninth five-year plan period in 2002, a far higher number than in the
pre-decentralization 1993 period. The data shows that the number of policies formulated by the
federal government declined from 188 (2007) to 29 recommended initiatives in (2016). Though
the numbers of CSS has declined over the plan periods, not many policies were discontinued or
transferred to subnational state governments. Table 4.1 shows that the number of policies made
by federal government continuously declining after 2007. What goes unnoticed in the data is
the consolidation of policies happening at the same time. The decline in number of CSS policy
does not mean that policies have been eliminated. Rather the federal government of India has
been bundling or merging existing policies. The Table 4.2 shows how the sixty- six policies were
merged or transferred to the federal government. The analysis identifies that out of sixty- six
policies, 48 policies were kept intact and merged into the 29 umbrella policies, 12 policies were
altogether shifted to the federal government central sector schemes and 6 policies were delinked
from federal financial conditional support.
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Table 4.2| Number of Federal Policies in 2012-17 and Revised Policies 2016-19
Sr. No.

List of 66 Federal Policies in – 2012-17

1

Mahatma Gandhi National Rural Employment Guarantee
Scheme (MGNREGA)

2

National Social Assistance Programme (NSAP)

3

National Programme for persons with disabilities

4

Scheme for Development of Scheduled Castes

5

Umbrella scheme for Education of ST students

6

Minorities including Multi-Sectoral Development Programme
for providing Education to Madrasas/Minorities

Revised Umbrella Policies for 201617
1.National Rural Employment
Guarantee Scheme
2. National Social Assistance
Programme
3. National Programme for Persons with
Disabilities
4. Umbrella Programme for
Development of Scheduled Castes
5. Umbrella Programme for
Development of Scheduled Tribes
6. Multi-Sectoral Development
Programme for Minorities

7

Scheme for Development of Other Backward Classes and
denotified, nomadic and semi-nomadic Tribes

8

Scheme for development of Economically Backward Classes
(EBCs)

9

Pradhan Mantri Adarsh Gram Yojana (PMAGY)

10

National Food Security Mission

11

National Horticulture Mission

12

National Mission on Sustainable Agriculture

13

National Oilseed and Oil Palm Mission

14

National Mission on Agriculture Extension and Technology

15

Rashtriya Krishi Vikas Yojana (RKVY) (ACA)

16

National Livestock Management Programme

17

National Livestock Health and Disease Control Programme

18

National Plan for Dairy Development

19

National Rural Drinking Water Programme

10. Swachh Bharat Abhiyan (Grameen)

20

Nirmal Bharat Abhiyan

11. National Drinking Water Mission

21

National River Conservation Programme (NRCP)

22

National Afforestation Programme (National Mission for a
Green India)

23

Conservation of Natural Resources and Ecosystems

24

Integrated Development of Wild Life Habitats

25

Project Tiger
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7. Umbrella Programme for
Development of Other Vulnerable
Groups

8. Krishi Unnati Yojana

9. Rashtriya Pashudhan Vikas Yojana +
Fisheries

12. Environment, Forestry & Wildlife

26

National Health Mission including NRHM

27

Human Resource in Health and Medical Education

28

National Mission on Ayush including Mission on Medicinal
Plants

29

National AIDS & STD Control Programme

30

Border Area Development Programme (BADP) (ACA)
(MHA/M/o Finance)

31

National Urban Livelihood Mission

32

National Rural Livelihood Mission (NRLM)

33

Rajiv Awas Yojana including JNNURM part of MOHUPA

15. National Livelihood Mission –
Rural
16. National Livelihood Mission –
Urban
17. Housing for All- Rural (RD)

34

Indira Awaas Yojana (IAY)

18. Housing for All- Urban (HUPA)

35

Sarva Siksha Abhiyan

36

Rashtriya Madhyamik Shiksha Abhiyan (RMSA)

37

Support for Educational Development including Teachers
Training & Adult Education

38

Rashtriya Uchhtar Shiksha Abhiyan

39

Scheme for providing education to Madrasas, Minorities, and
Disabled

40

National Service Scheme

20. National Service Scheme

41

National Programme Nutritional Support to Primary
Education (MDM)

21. Mid Day Meal

42

Integrated Child Development Services (ICDS)

22. Integrated Child Development
Scheme and related programs like
maternity benefits, Sabla, KSY, etc.

43

Integrated Child Protection Scheme (ICPS)

23. Integrated Child Protection Scheme

44

Development of Infrastructure Facilities for Judiciary
including Gram Nyayalayas

24. Infrastructure Facilities for
Judiciary

45

Pradhan Mantri Gram Sadak Yojana (PMGSY)

25. Pradhan Mantri Gram Sadak Yojana

46

Integrated Watershed Management Programme (IWMP)

47

Accelerated Irrigation Benefit & Flood Management
Programme (merging AIBP and other programs of water
resources such as CAD, EMP, etc.) (ACA) + DAC
Jawaharlal Nehru National Urban Renewal Mission
(JNNURM) (ACA)

48

49

National Mission for Empowerment of Women including
Indira Gandhi Mattritav Sahyog Yojana
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13. National Health Mission including
AYUSH, NACO and Medical Research

14. Border Area Development
Programme

19. National Education Mission

26. Pradhan Mantri Krishi Sinchai
Yojana

27. Atal Mission for Rejuvenation and
Urban Transformation (AMRUT)
28. Swachh Bharat Abhiyan Shahari
29. Smart Cities Mission
Transferred to Central Sector and
IGMSY made a sub-scheme of ICDS

50

Rajiv Gandhi Scheme for Empowerment of Adolescent Girls
(SABLA)

To be implemented through ICDS
machinery

51

National Land Record Modernization Programme

To be transferred to Central Sector
(Digital India Initiatives)

52

Assistance to States for Infrastructure Development for
Exports (ASIDE)

53

Backward Regions Grant Fund (District Component (ACA)

54

Rajiv Gandhi Panchayat Sashastrikaran Yojana

55

Backward Regions Grant Fund (BRGF) (State Component)

56

National Scheme for Modernization of Police and other forces

57

Scheme for setting up of 6000 Model Schools at Block level
as Benchmark of Excellence

58

National E-Governance Action Plan (NeGAP) (ACA)

59

Social Security for Unorganized Workers including Rashtriya
Swasthya Bima Yojana

60

Skill Development Mission

61

Support for Statistical Strengthening

62

National Handloom Development Programme

63

Catalytic Development programme under Sericulture

64

Infrastructure Development for Destinations and Circuits

65

National Mission on Food Processing

66

Yuva Krida or Khel Abhiyan (PYKKA)

Delinked from Union Support

Transferred to Central Sector- Federal
Government

Source: Report of the Sub-Group of Chief Ministers on Rationalization of Centrally Sponsored Schemes, NITI Aayog,
Government of India, October 2015

In practice, there were hardly any federal CSS policies discontinued in the revised policy list of
2016-17. The reduction in the total number of policies came because multiple policies have been
combined into a single policy for each sector or transferred to the federal government sector or
delinked from the federal support. Though, symbolically, the federal government reduced the
total number of policies, the policy capture reality has not changed much. Table 4.2 shows how
federal policies are merged in larger policies and/or transferred to the federal government in the
pseudo name of number of policy reduction. The reduction from 66 federal government policies
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in 2012-17 to 29 policies in 2016-17 is fundamental to understand the continued capture of
public policies by federal government. The reduction of the number of federal policies is just a
symbolic act and, in existence, most public policies are still controlled by the federal government
ministries. Successive federal government’s have incorporated education into the concurrent
policy list from subnational state policy list in 1976, and to undermine subnational states health
policy by continuously making centralized health policies. Conditional financial devolution with
limited practical power to make public policies has made subnational state governments a
subordinate of federal power, which is against the mandate of the Indian Constitution. As one the
constitutional architect Dr. B.R. Ambedkar argued the Union/federal and subnational states are
created by the Indian Constitution and one is not subordinate to the other in its own field, the
authority of one is required to coordinate with that of the other.
The major criticism of the proliferation of CSS has been the large number of policies
fell under the state and concurrent policy list. Table 4.3 shows a number of policies in the
subnational state and concurrent policy subjects on which the federal government made CSS
during 2012-2017.
Table 4.3| Summary of Subnational State and Concurrent Policy Subjects on which
Federal Government Makes CSS Policies – 2016
Policy Jurisdictions
Policies
1.
2.

Number of

Subnational State Policy List - Policy subjects
falling in the State List of Schedule 7 of the
Constitution

35

Concurrent List - Policy subjects falling in the
Concurrent List of Schedule 7 of the Constitution

31

Total Number of Policies

66

Notes: 1. Subnational states are responsible for making policies for all the 35 policies that fall under state policymaking
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jurisdiction. 2. Both the federal and subnational state governments are responsible for making policies on the concurrent list.
3. All 66 of the policies are implemented through the subnational state governments and its agencies.
Source: The Sub-Group of Chief Ministers on the Rationalization of Centrally Sponsored Schemes (CSS), 2015

Table 4.3 shows the number of policy fields in the subnational state and concurrent lists on
which the federal government made policies. During the 2012-2017 Twelfth Five Year Plan
period, out of the 66 policies, 35 policies (53 percent) fell under the constitutional jurisdiction of
subnational state governments whereas the remaining 31 policies (47 percent) fell under the
concurrent policy list. The concurrent policy list covers wide areas like economic and social
planning with all the residuary policymaking powers resting with the federal government. The
federal government not only makes policies on the concurrent and state policy subject lists but
also, in last six decades, the federal government has shifted policies from state list to concurrent
list of policies. The transmission is reflected in the Subnational state and Concurrent list of
policies. At present the Union/Federal policy list is a subject of 100 (originally 97) policies as
provided in the Seventh Schedule of the Constitution of India. The Subnational State policy list
is a subject of 61 (originally 66) policies in the Schedule Seven of the Constitution of
India. There are 52 (originally 47) items currently in the list: this includes policies, which are
under joint domain of the union/federal as well as the subnational states. The federal government
has gradually encroached upon the policy domain of subnational states through repeated
Constitutional amendments (Constitutional Amendments 3rd, 7th and 42nd) in 1954, 1956 and
in 1976 and expanded the Concurrent list of polices to include: Land, Forests, Administration of
Justice, Population Control, Weights and Measures. The most important is Education, which
was originally in the subnational states policy list.
Finally, conditional financial transfer as CSS are designed as a cost-sharing policy
between the federal and subnational states. Subnational states are expected to contribute
matching funds for the implementation of CSS. The Table 4.4 shows the allocation of financial
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funds for the CSS during 1969-2012 from the federal government.
Table 4.4| Federal Government’s Total Allocation of Federal funds (Billion US $) on
Centrally Sponsored Schemes (1969-2012)

Centrally Sponsored Schemes
Budget in (Billion US $)

% Change in
Budget

4th Plan (1969-74)

$0.9

-

5th Plan (1974-79)

$1.0

3.4%

Annual Plan (1979-80)

$1.4

46.6%

6th Plan (1980-85)

$2.4

69.1%

7th Plan (1985-90)

$2.2

-10.5%

8th Plan (1992-97)

$4.5

109.0%

9th Plan (1997-2002)

$15.2

235.8%

10th Plan (2002-07)

$35.3

132.1%

11th plan (2007-12)

$101.6

187.5%

Plan Period

Notes: Financial data for CSS is converted from Indian currency to US $ based on the exchange rates in 2015. The financial data
above are based on 2015 Exchange rates INR /USD (Indian rupee/ United States dollar).
Source: 4th to 11th Plan and Various National Development Council Meeting Records and Planning Commission Data, Report
of the B K Chaturvedi Committee on Restructuring of Centrally Sponsored Schemes, Planning Commission (2011), p. 18), Vithal
& Sastry (2002), p. 19; Bhattacharjee (2014), p.6.

Throughout four decades (1969–2017) the evidence shows the substantial and continuous growth
in conditional financial resources transfer with one exception in 1985-90. Table 4.4 shows the
total financial transfers for the various CSS policies that is conditional financial transfer. The
primary drivers of large increase in conditional transfers are the Centrally Sponsored Schemes
(CSS). Given this policy and financial reality, with decline in the number of CSS, the financial
transfer ratio should be declining rather increasing rapidly during the 2002 to 2007 and 2007 to
2012 plan period. As evident in the Table 4.4, the federal government CSS financial transfer
increased on average 27.2 percent during Fifth to Seventh plan period (1974-1990 pre88 | P a g e

decentralization era) and it increased on average 166 percent during the Eighth to Eleventh plan
period (1992-2017 post-decentralization era). Despite the decline in number of CSS, expenditure
of federal government on CSS rose sharply during the post-decentralization era. The Table 4.4
shows that the federal government expenditure has substantially increased on the subnational
state and concurrent list policy subjects. As indicated earlier, federal government essentially
creates the CSS policies. The federal government contributes a part of the financial budget and
the subnational states are required to provide matching budget, depending upon the formula for
division of financing responsibility for different policies. CSS negatively impacts the finance of
subnational states as the economically poorer states; with low financial resources have
consequently lesser ability to provide matching financial funds for the CSS. This has resulted in
poor states receiving less federal funds for CSS than they should have if they provided matching
funds. Moreover, in case of some of the subnational states, a significant portion of the financial
transfer they receive under unconditional transfer from federal government has been used for
matching contributions by states for the CSS leaving little financial resources for states own
policies (Das and Mitra, 2013). The conditional financial devolution has created the fault line in
federal fiscal architecture as the fiscal decentralization, important for poorer states, has, in fact,
benefited richer states and undermined the poorer states.
India’s federation was considerably centralized in 1969 and has remained centralized in
2017 when it comes to policymaking (Table 4.1, 4.2 and 4.3). The growth in the number of
federal polices during the post independent years shows the inherent ‘centralized policymaking
tendency’ as Fenna 2018 and others (Wheare 1963, 236–238; Sawer 1969, 64; Oates 1972, 222–
229; Doring and Schnellenbach 2011) argued in federal countries including India. Indian federal
system remained profoundly policy centralized in the post decentralization years. In the case of
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the Indian federal system, the policymaking analysis shows not only the centralizing tendency
but also federal government dominates the policymaking. Successive federal governments
“controlled” the policy prerogatives of the constituent subnational state governments. Rao, 2015
argued that “the concentration of federal powers got further strengthened with the adoption of
centralized planning in a mixed economy framework with the implementation of an item placed
in the concurrent list ‘economic and social planning in 1951” (1). Several authors including
(Bagchi 2001, and Chelliah, 1991) describes Indian political system and federal governance as
too centrist and argue that it does not allow enough policy space for the subnational state
governments to function freely or for decentralization to come into full play. The evidence
shows that there is near absence of policy decentralization in India. As Breton (2000) argued
that what distinguishes federalism from general decentralization is the assignment of public
policy making powers to subnational governments. What the evidence suggests in this study is
that most of the policies remained in the control of federal government. The result of India's
public policymaking assignments and implementation of public policies has been a substantial
vertical policy imbalance. Not only is public policy creation is asymmetrical and controlled by
federal government but also there are various types of additional regulations that re-enforce
federal authority.

Theoretically, constitutional arrangement can change the complexion of the

federal and subnational state policy jurisdiction. However, in practice, subnational states are
controlled by and subjected to a complex network of strings and barriers created by the colonial
federal structure. In six decades, the successive federal governments have appropriated the right
to design the public policy and fiscal anatomy of subnational state governments. Subnational
states are tasked with implementing these policies and the federal has little or no control over
policy outcomes and accountability. Subnational state’s has no incentive to be accountable for
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federal policies. India’s decentralization is “trapped in a bipolar disorder-the overlap of authority
and divorce of accountability” (Aiyar 2015, p.1). The foremost consequence of public policy
capture is that the federal government has appropriated the subnational state government’s right
to design public policies that can feel the gap in the policy outcome and accountability. An
analysis of public health provides an historical framework for understanding how specific policy
dynamics emerged over time, and weakened the role of subnational state governments in
policymaking.

4.4 Health Policy Analysis
Health polices have a important role in determining the way health services are delivered to the
people and how it affects health outcomes in India particularly in different subnational states.
Eighteen percent of the world's population lives in India and many subnational states are bigger
in Population than many countries. Basic health policies and effective health services are needed
to improve population health in India. Health system demands availability of reliable and
comprehensive subnational state level health policies. ‘Health' is a subnational state subjects in
the Indian Constitution, despite that all the major health policies and guidelines are created by
the federal government in India. The implementation of health polices lies with the subnational
states. This section briefly describes the public health structure in India with a particular focus on
diverse demand of health services. Public health is listed the subnational state government policy
subject in the Indian Constitution. India's Constitution requires each subnational state to provide
health services and care to its people. The public health care system in India is primarily
administered by the subnational states. However, the federal government supplements financial
resources and implements policies on public health through Centrally Sponsored Schemes.
Successive federal government has considerably encroached and undermined the autonomy of
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the subnational state governments through the regulatory controls of the Medical Council of
India, the Central Councils of Health and Family Welfare, Dental Council of India, Indian
Nursing Council of India, Pharmacy Council of India, and Indian Pharmacopeia Committee
(Singh, 2018). A 1999 review of the Federal Ministry of Health and Family Welfare noted that
the federal health ministry’s role had never been formally defined, but that the ministry has gone
beyond what is envisioned in the Indian Constitution (Centre for Policy Research 1999). The
federal government’s intervention in the subnational policy jurisdiction resulted in an overly
centralized control of public health and family welfare programs, rigidity in planning for federal
programs, and a diminution of policymaking ability and innovation at the subnational state level
(Peters, Rao and Fryatt, 2003).
India’s health system was designed after India got independence in 1947. Since 1951,
the federal government has made health a top priority in its series of five-year plans, each of
which determines state spending patterns. The health care system in India still provides universal
coverage. In the post-independence era, and until 1990, most of the health policies focused on
improving the basic health care services across India. Health care inequalities among the
subnational states were not addressed properly. There may be several reasons for this including
lack of infrastructure, financial resources and overburdened health system. In the post
independence era, the focus of health policy was on increasing the coverage of health services.
Hence, federal and subnational states governments focused on the delivery of basic health
services. Philosophical debates on the importance of uniform nation building and the role of
universal care also led to a shift from distinctive state health policies to general uniform policy
for all the subnational states. Social and political institutions also played an important role in
centralizing health policies as a one political party ruled most of the subnational states during the
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years 1947-1990. There was, however, diversity in the demand of health care needs due to
particular change in demographics. In last seven decades India’s population has undergone
major transitions in the demographic, epidemiologic and social aspects of health. Substantial
disparities in life expectancy, disease prevalence, maternal mortality, infant mortality and access
to health care demands required distinctive policies for different subnational states. The former
universal approach (National Health Policy of India (NHP) 1983, 2002 and 2017, National Rural
Health Mission in 2005) to national health policies seems increasingly inappropriate as the
demand of health care service changed with time. In the policy decentralization context, India’s
health policies need to be examined in a post-colonial framework. India has a mixed health-care
system, inclusive of public and private health-care service providers. But there are, significant
challenges in the public healthcare system, including gaps in healthcare infrastructure, a
divergence between rural and urban geographies, an acute shortage of skilled health care workers
and inadequate public funding. An assessment of performance of the India’s basic health
indicators points out an uneven progress in health improvement across subnational states. The
health indicators analysis is an important aid in understanding the heterogeneity and complexity
of the India’s divergent policy demand in health sector. For any nation, the health of its
population is essential to its well-being and productivity. The subnational state differences in
health indicators shows that the control of national public health policy necessities to be more
diverse and accommodating to specific subnational states’ needs. In a recent paper in The Lancet
titled ‘Nations within a Nation’, 2017 the authors have found the massive health inequality
among subnational states. The report20 calls for more decentralized health planning and policies
based on individual state needs.

20

Nations within a nation: variations in epidemiological transition across the states of India, 1990–2016 in the Global Burden of
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Policy decentralization of India’s public health policy at the subnational state level would, in the
view of states’ rights advocates, better address the health problems. Further, there are large
variations in health system performance and outcomes achieved (please see the Table 4.5 and
4.6) across subnational states. While India has made some significant gains in reducing infant
and maternal mortality, many subnational state improvements have been inadequate. Tables 4.5
and 4.6 provide important insight into two important health variables in which subnational states
have improved, or remained lacking. The health policy analysis is based on the data on maternal
mortality ratios and institutional birth as the reduction of mortality of women is an area of
concern for the governments across the globe. In order to understand maternal mortality and the
institutional birth situation in India and to better demonstrate the changes that have taken place at
subnational state level, Table 4.5 have been categorized into three groups namely, “states with
high rate of maternal mortality ratio” (Bihar, Jharkhand, Madhya Pradesh, Chhattisgarh, Odisha,
Rajasthan, Uttar Pradesh & Uttrakhand and Assam) and “states with medium rate of maternal
mortality ratio” (Gujarat, Haryana, Karnataka, Punjab, West Bengal and others); “States with
low rate of maternal mortality ratio” (Andhra Pradesh, Maharashtra, Kerala and Tamil Nadu), as
per the Maternal Mortality Report (1997-2003) and the Maternal Mortality Bulletin (2011-2013).
The Maternal Mortality Ratio (MMR) is derived as the proportion of maternal deaths per
1,00,000 live births reported under the Sample Registration System. Maternal mortality ratio data
have been derived by following the practice of pooling the data for three years (except for 199798) to yield reliable estimates of maternal mortality. Table 4.6 shows that the overall maternal
mortality ratio has declined across the country but there is huge variance in decline between
subnational states. Analysis of the data on maternal mortality for the years 1997-2013 and

Disease Study.
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institutional birth rates for the years 1996-2013 shows extremely uneven health progress in
various subnational states.
Table 4.5|Maternal Mortality Ratio Per 100,000 Population, India and States, 1997 to 2013
Period
India & Bigger States

199798
398

199901
327

200103
301

Assam

568

398

Bihar/Jharkhand
Madhya
Pradesh/Chhattisgarh
Orissa

531

Rajasthan
Uttar
Pradesh/Uttaranchal
Average MMR

`
201113
167

2004-06

2007-09

254

212

201012
178

490

480

390

328

300

400

371

312

261

219

208

441

407

379

335

269

230

221

346

424

358

303

258

235

222

508

501

445

388

318

255

244

606

539

517

440

359

292

285

500

445

427

376

309

260

247

Gujarat

46

202

172

160

148

122

112

Haryana

136

176

162

186

153

146

127

Karnataka

245

266

228

213

178

144

133

Punjab

280

177

178

192

172

155

141

West Bengal

303

218

194

141

145

117

113

276

235

206

160

136

126

INDIA TOTAL

Other States
Average MMR

202

219

195

183

159

137

125

Andhra Pradesh

197

220

195

154

134

110

92

Maharashtra

166

169

149

130

104

87

68

Kerala

150

149

110

95

81

66

61

Tamil Nadu

131

167

134

111

97

90

79

Average MMR

161

176

147

123

104

88

75

States
with high
MMR

States
with
medium
MMR

States
with low
MMR

Notes: 1. A sample survey of births and deaths known as Sample Registration System (SRS) is being carried out on continuous basis
by the Office of the Registrar General, India in randomly selected villages and urban blocks spread throughout the country. 2.
MMR is the number of deaths among women from any cause related to or aggravated by pregnancy or its management (excluding
accidental or incidental causes) during pregnancy, childbirth, or within 42 days of termination of pregnancy, irrespective of the
duration or site of the pregnancy, for every 100, 000 live births in a given year or period of time. 3. Other states include smaller
states.
Source: Special Bulletin On Maternal Mortality In India 2014-16 Sample Registration System Office Of Registrar General, India.

Table 4.5 shows the maternal mortality ratio in three groups of subnational states. Some states
have low ratios but the other group still has very high maternal mortality ratio. A few other
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states lie between the extremes. A significant relationship between the maternal mortality ratio
and institutional birth indicator variables was also observed. There is an inverse and significant
relation between the high incidence of maternal mortality incidence and the low level of
institutional births.
Table 4.6| Percentage of live births where medical attention (Institutional) received by the
mother at delivery, India and bigger states, 1996-2013 at interval of 5 years
India
Jharkhand
Uttar Pradesh
Bihar
Chhattisgarh
Average Institutional
Birth
Himachal Pradesh
Orissa
Assam
Madhya Pradesh
West Bengal
Haryana
Jammu & Kashmir
Rajasthan
Punjab
Average Institutional
Birth
Gujarat
Delhi
Karnataka
Tamil Nadu
Andhra Pradesh
Maharashtra
Kerala
Average Institutional
Birth

1996
2001
2006
2011
25.2
26.3
34.9
66.6
States with low rate of Institutional Births
NA
NA
12.8
36.3
7.5
8.7
15.0
48.4
15.1
15.9
22.4
48.4
NA
NA
24.1
54.1
11.3

12.3

18.6

46.8

States with medium rate Institutional Births
24.0
24.6
34.2
64.1
13.3
14.9
26.6
62.6
20.9
21.4
25.1
61.8
14.2
16.3
22.8
66.6
35.9
36.1
44.8
70.5
24.3
25.1
33.7
69.9
NA
NA
48.6
74.1
7.8
9.0
24.1
76.6
12.5
16.2
42.7
73.4
19.1

20.5

33.6

68.8

States with high rate of Institutional Births
36.6
36.6
53.2
84.4
NA
NA
62.6
85.6
49.2
49.1
60.4
88.4
64.7
64.5
76.0
92.4
42.1
43.3
56.2
90.7
47.4
48.6
58.1
90.7
97.1
97.1
99.2
99.7
56.2

56.5

66.5

90.3

2013
74.4
51.2
58.1
60.3
66.5

States with
low rate of
Institutional
Births

59.0
70.8
72.3
73.7
75.5
77.2
77.3
81.6
83.0
84.3

States with
medium rate
Institutional
Births

77.3
88.6
91.1
92.9
93.4
93.6
94.5
99.5

States with
high rate of
Institutional
Births

93.4

Notes: Type of medical attention (Institutional) = Govt. and Private hospitals.
Sources: Office of the Registrar General & Census Commissioner, India Ministry of Home Affairs, and Government of India and
calculated by author.
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India has achieved considerable development in the basic health of its large number of
population. However, the health gap between subnational state groups remains large. In a
country as vast and as sub nationally diverse as India, the discussion on health indicators is
incomplete without bringing in the subnational states differences into picture, as shown in the
Table 4.5 and 4.6 In view of that, health inequality measures have been computed for the years
from 1997-98 to 2011-13, for maternal mortality ratio for which the data is available. The data
for institutional birth rates is for 1996 to 2013, using the percentage of people having
institutional births. Analysis of data in Table 4.5 and 4.6 clearly shows uneven maternal
mortality ratio and institutional birth rates in various subnational states in India. MMR and
Institutional birth data (Table 4.5 and 4.6) shows that health inequalities have been persistent.
But that data has not convinced policymakers to create distinctive policies to respond to the high
MMR and low institutional birth rates in subnational states in India. The state of Bihar, Uttar
Pradesh, Jharkhand and Chhattisgarh have comparatively high maternal mortality ratio and low
level of institutional births. On the other hand, states like Karnataka, Maharashtra, Tamilnadu
and Kerala have low maternal mortality ratio and high institutional birth rates. In a country as
diverse as India with large health care inequalities among subnational states connect with other
social inequalities, which have a special significance for decentralized public policymaking.
Several research studies have shown that socio-economic inequalities have reinforced health
inequalities in the subnational states in India (Gwatkin 2000; Gwatkin et al. 2000; Subramanian,
Ackerson, Subramanyam, and Sivaramakrishnan 2008; Selvaraj and Karan 2004). Essentially,
health inequalities data show the extent of subnational states differences in healthcare outcomes,
and argue for moving away from a narrow focus on generalized health policies to the subnational
state-specific health policies. Arvind Panagariya (2008) argued that federal government’s
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substantial increase in the public expenditure on health policies would not be sufficient without
appropriate policy reform21. Health inequalities remain a significant national concern and should
shape the dialogue for subnational public health policies that emphasizing the need for better and
targeted policies in health. At the same time, the fiscal strings attached to the federal health
policies for the subnational state governments and the imbalances in the sharing of financial
resources and constitutional responsibilities have made subnational states more dependent on the
federal government. Financial control and large number of policies in health sector imposed by
federal government has disrupted the balance of public policymaking powers and responsibilities
between the federal and the subnational states, with the federal government encroaching on areas
that fall within the policy mandate of subnational states. McCarten (2003) argued that since the
independence the formal economic planning and policymaking in India by successive federal
governments has led to the command over subnational state government policies.
The influential ‘Alma Ata Declaration of Health for All by the Year 2000’ envisioned a
strong decentralized public health system in practice. However, differences between subnational
states health outcomes have not changed the way health policies are administered in India. The
data (Table 4.5 and 4.6) point to need for a more subnational state-specific approach to health
policy. The ‘one policy fits for all’ approach of centralizing federal policy should be replaced, or
at least supplemented, by a rational approach of public policymaking where devolution of public
policy space to the subnational governments could be the new norm. The evidence suggests that
the health policy needs to be more diverse and accommodating to specific subnational states.

21

In 2005, the Indian federal government launched the National Rural Health Mission (NRHM) under which it proposed to
increase public expenditure on health as a proportion of the GDP to 3 percent from 1 percent. But increased expenditure without
appropriate policy reform is unlikely to suffice. Experience to-date inspires little confidence in the ability of the government to
turn the expenditures into effective service (India: The Crisis in Rural Health Care -Brooking India, 2008 p.1).
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Peters, Rao And Fryatt, 2003 argued that ‘more “splitting’ of India’s health policy at the
subnational state level would better address their health problems, and would open the way to
innovation and local accountability” (Peters, Rao And Fryatt, 2003. p.249). The consistent
substantial gap of health inequality among subnational states in India is not inevitable. To a
significant extent, it results from centralized public health policy choices. Subnational states need
to reduce inequality by specific decentralized health policies and changing the rules and systems
to be more responsive to particular state people’s health needs and expectations. The failure of
India's model of decentralization is manifested in public policy controlled by the federal
government. Policy capture has led to a less effective governance model that effectively, if not
deliberately, undermines subnational state policy autonomy. The narrative of centralized public
policymaking is based on the justification built during the time of British colonial rule of a
cohesive national interest agenda, fear of division and lack of capacity at the subnational state
level. The attempt at homogenization and hegemony is not producing the uniform results that
promoters of centralized policies envisaged. Under the Indian Constitution, the federal
government has broad authority in specific policy areas, but its power is not unlimited.
Subnational state governments are supposed to play a critical role in all those areas that are left
exclusively to the state policy list. As a result, state’s roles are extraordinarily important because
states are charged with protecting the welfare, and health of their citizens. The expansion of
administrative agencies and other federal programs have encroached on state policy sovereignty,
often with resistance from the states themselves. With more direct knowledge of the facts and
data on the ground, it stands to reason that subnational states are better placed to make health
policies and eliminate the disparity among states.
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4.5 Constitutional Arrangement of Financial Devolution

The financial assignment of powers between federal and subnational state governments also
determines the extent of decentralization within the Indian federal system. In addition of the size
and ratio of the financial transfers from federal to the subnational states, there are implications
for the financial transfers. This section provides reviews of India’s federal institutions in the
context of fiscal decentralization. Section I briefly describes the key federal financial institutions
in India and summarize some of the federal characteristics of India’s financial institutions by
focusing particularly on fiscal aspects of federalism including the assignments of revenue and
expenditure authority and the mechanisms for federal subnational state transfers. Section II
examines the evidence on how India’s fiscal decentralization has affected the practical workings
of the financial mechanisms of subnational states. While empirical analysis in this area is based
on the financial transfers made under the Centrally Sponsored Schemes (CSS) which are outside
the purview of resource transfers overseen by the Finance Commission which is Constitutional
arrangement. As Bhattacharjee, 2014 argues “no transfer of resources from the federal to meet
the needs of CSS is envisaged in the Indian Constitution; besides, the ad-hoc manner in which
these policies have been allowed to proliferate without any rhyme or reason for meeting the
political ends of the powers” (4). The data suggest that federal conditional financial transfers

influence public policy in the subnational states and that other manifestations of financial
bargaining power play roles in limiting the policy flexibility of subnational state governments.
The current Indian federal fiscal structure has its origins in the Government of India Act of 1935
and, following independence, in the Indian Constitution of 1950. India has a higher degree of
centralization than found in most federations. Thus, it can be said that India's fiscal arrangements
and policy structure remain essentially a legacy from its colonial days. Indian Constitution has a
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complex system of intergovernmental fiscal transfers. Agrawal 2013 argued “the asymmetric
political federalism translates into asymmetric fiscal federalism as well’ (p.1). A single political
party ruled the country both at the federal level and subnational states for five decades, with
some exceptions in the immediate aftermath of Independence. Centralized economic
development and socialist planning at a nation-wide level facilitated the centralizing process in
India. Fiscal federalism is the economic counterpart to political federalism. The asymmetric
Indian political federalism translated into asymmetric fiscal federalism. This asymmetric
political and fiscal complexity has its roots in a number of factors, including social, geographic,
demographic and economic disparities among subnational states, as well as the long-standing
vertical imbalance between the expenditure and revenue-raising responsibilities of the
subnational state governments. The Constitution provides a roadmap and institutional
arrangement for federal and subnational financial structures and intergovernmental transfer
mechanisms that address vertical and horizontal inequalities in financial resources between
federal and state governments. Both the federal and the subnational states have been given their
own tax powers, though the most important sources of revenue were assigned to the federal
government (Rao and Singh 2005, 132–133 and Singh, 2018). There is a sharp vertical
imbalance between the powers of taxation assigned to the federal government and the
subnational states and the social, demographic and economic development responsibilities
assigned to the subnational states. The Indian Constitution lays out the taxation powers of the
federal and the subnational state governments.
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Thirteen taxes are listed in the federal governments tax collection list, while 19 taxes are
identified in the subnational state government list.22 Further, those assigned to the federal
government have higher revenue potential than those allocated to the subnational states. This has
created an asymmetry between taxation powers and the public policy responsibilities of the
federal and subnational state governments. The subnational states fiscal responsibilities
routinely exceed their revenues. Rao 2015 argued, “in this current scheme of financial structure,
vertical imbalance is unavoidable and intergovernmental transfer system has to resolve the
imbalance” (p.7). In addition to the vertical fiscal imbalances, horizontal imbalances across
subnational state governments are a result of several factors including historical economic
development, the differential endowment of state resources, the state exchequer’s capacity to
raise financial resources, and unit cost of providing public services and goods. This has created
horizontal financial imbalances. Horizontal equity is violated when there are differences in
revenue and cost disabilities across subnational states (Buchanan, 1950). The horizontal
imbalance is exacerbated when specialized financial incentives alter the net fiscal benefits in
different subnational states (Boadway and Flatters, 1982). In a developing country like India
horizontal fiscal imbalances arising in some subnational states rather others because of low
revenue capacity and high unit cost of providing public services (Ra0 2015). Vertical and
horizontal financial imbalances are standard features of many global south countries with a
22

Federal government tax list: taxes on income other than agricultural land; custom duties; excise duties except those on
alcoholic liquor for human consumption; corporate tax; estate duties in respect of property other than agricultural land; terminal
taxes on goods and passengers carried by railways, sea or air; taxes other than stamp duties on transactions in stock exchanges
and futures markets; and taxes on the sale and purchase of goods other than newspapers, when such sales take place in the course
of inter-state trade or commerce.
The important taxes listed in the state list are land revenue; taxes on agricultural income; taxes on land and buildings; taxes on
mineral rights subject to restrictions imposed by Parliament; excise duties on alcoholic liquor for human consumption; taxes on
the sale and purchase of goods other than newspapers; taxes on goods and passengers carried by road; taxes on vehicles; taxation
on professions; taxes on luxuries, including entertainment; taxes on the entry of goods into a local area; and taxes on
advertisements other than those published in newspapers and broadcast by radio or television. The residuary power of taxation
belongs to the federal government, meaning that those subjects not included in either the central or state list may be taxed only by
the central government.
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federal governance structure, and India is no exception. Intergovernmental fiscal transfers from
federal government to subnational state became necessary to offset both kinds of fiscal
imbalance in India. These financial transfers are large, and are the major means of dealing with
vertical and horizontal financial inequalities between federal and subnational state jurisdiction.
The Indian Constitution addresses this imbalance through the mandatory transfer of
financial resources from the federal to the subnational state governments. In order to address this
fiscal asymmetry, the Indian Constitution mandated the formation of Finance Commission.
Financial transfers are made following the recommendations of independent Finance
Commission’s that is constituted every five years by the President of India. The Finance
Commission is responsible for the “distribution of financial resources between the federal and
the subnational state governments of the net proceeds of taxes that are to be divided between
them and the allocation between the states of the respective shares of such proceeds” (Finance
Commission Constitutional Provision 1950, 1). The Finance Commission suggests financial
transfer under two categories. First, it recommends tax devolutions that are general-purpose
transfers without being earmarked for expenditure in any specific policy area; they are specified
as a percentage of sharable tax revenue. Second, it outlines the principles governing grants in aid
and recommends thee amount of specific policy grants. The federal government generally
accepts the recommendations of the Finance Commission.
Apart from Finance Commission-mandated financial transfers, federal government also
transfers financial resources to subnational states through the Planning Commission (PC), which
plays a significant role in this transfer of financial resources. Planning Commission prepares
Five-year plans for the Indian economy with the goal of achieving uniform development in the
economy. The federal government, working with the Planning Commission, designs Centrally
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Sponsored Schemes (CSS). Financial transfers made under the CSS are outside the purview of
financial resource transfers by the Finance Commission. Subnational state governments access
federal government plan funds through Centrally Sponsored Schemes (CSS) and central
“assistance to states” plans. The primary drivers of these large conditional financial transfers are
the various Centrally Sponsored Schemes (CSS). The subnational state governments are
responsible for implementing federal government policies, which are outlined in the CSS. There
is no permanent method for sharing federal funds and the allocation arrangements vary across
Centrally Sponsored Schemes (50:50 ratio, 75:25 ratio). Financial resources that flow from the
federal government to subnational state governments, however, come with specific federal
financial conditions.

4.6 Financial Devolution and Public Policy Autonomy
A significant feature of India’s federal fiscal transfer is the existence of multiple outlets for
financial transfers from the federal government to the subnational state governments. There is a
transfer from the Finance Commission, which decided on the tax share and grants for the
subnational states. Second, the Planning Commission makes grants for implementing
development plans. Finally, various federal ministries provide financial transfers to the
subnational states for specific policies, either wholly funded by federal (i.e. through Central
Sector Schemes) or requiring the subnational states to share a proportion of the cost for the
Centrally Sponsored Schemes (CSS) designed by different federal government ministries. This
allocation structure produces valuable fiscal indicators: grants for plan purposes given by the
Planning Commission and grants for Centrally Sponsored Schemes (CSS) transfers to the
subnational states. In the fiscal architecture established by the Indian Constitution, a significant
portion of funds are transferred from the federal to subnational state governments to enable
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subnational state governments to meet the states’ expenditure requirements. The federal
government provides budgetary resources to state governments every year. This is known as the
Gross Budgetary Support (GBS) for the National Plan. The GBS comprises plan budgets for all
federal government ministries and an amount called Central Assistance for State and Union
Territories Plans. There are three components of the GBS for the National Plan:
1. Plan Budget for Central Sponsored Schemes (CSS): The federal government makes all
policies and schemes that are financed by both federal and subnational state governments and
implemented by subnational state governments. These funds are used as per the regulation and
discretion of the federal government. These fiscal resources are also called “tied or conditional
funds” with attached policy requirements.
2. Plan Budget for Central Sector Schemes: These policies and programs are made by the federal
government and are exclusively financed and run by the federal government with local
governments' (village and urban bodies) assistance in implementation. These funds are used as
per the regulations drawn up by the federal government and at the discretion of the federal
government.
3. Central Assistance for State and Union Territories Plans: The federal government transfers
these funds to subnational state governments and union territories without any policy string
attached to it. These are also called the “untied or unconditional funds.” Subnational state
governments can use these untied funds for their own policy obligations. Subnational state
governments use these resources to finance state-specific development programs and schemes.
The Indian federal financial transfer thorough the Gross Budgetary Support, as well as their
implementation in practice, created a substantial vertical fiscal imbalance. Figure 4.2 shows the
structure of federal financial transfer from federal to subnational states. The analysis in this
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thesis is based on the financial transfer managed through Planning Commission. Table 4.7 shows
the total Gross Budgetary Support (GBS) from federal to subnational state governments, and its
composition by (Centrally Sponsored Schemes, Central Sector Schemes and Central Assistance
to States and UTs in Billion US $), percentage share and pattern of financial transfer in the postdecentralization era, from 1997 to 2017.

Figure 4.2| Structure of Financial Transfer from Federal Government to Subnational
States and Union Territories in India

Financial Transfers from Federal to
Subnational States and UT's

Planning
Commission
Central
Plan

Central
Sector
Scheme

Centrally
Sposored
Schemes

Finance Commission

State/ UT
Plans

Normal
Central
Assitance

Tax
Devolution

Additional
Central
Assitance

Notes: This thesis only analyses the financial transfer through the Planning Commission.
Source: Finance Ministry of India
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Grants in
Aid

Table 4.7| Composition of Gross Budgetary Support (GBS) of Federal Government to
Subnational State Governments, 1997-2017 (Billion US $) and in Percentage

Five Year-Plan
Period

Gross Budgetary
Support-GBS
(Billion US $)

Centrally Sponsored
Schemes (CSS) (Billion
US $)

Central Sector
Schemes
(Billion US $)

Central
Assistance to
States and UTs
(Billion US $)

Ninth Five-Year Plan
(1997-2002)

48.7 (100%)

15.2 (31.3 %)

12.1 (24.9%)

21.3 (43.8%)

Tenth Five-Year Plan
(2002-2007)

91.5 (100%)

35.3 (38.6%)

24.9 (27.2%)

31.2 (34.2%)

Eleventh Five-Year
Plan (2007-2012)

244.3 (100%)

101.6 (41.6%)

81.6 (33.4%)

61.1 (25.0%)

Twelfth Five-Year
Plan (2012-2017)
Projection

549.0 (100%)

228.4 (42.0%)

183.4 (33.9%)

137.3 (24.4%)

Notes:
1)
2)
3)

For each value, the first value is in Billion US $ and italics indicate percent distribution.
Ninth and Tenth Plan Figures are Actuals, and Eleventh plan figures are Revised Estimates.
The Indian federal government provides budgetary resources for the Five-Year Plan, which is known as the Gross
Budgetary Support.
4) This Gross Budgetary Support comprises – Plan Budgets, which has three components, Centrally Sponsored Schemes
and Central Sector Schemes and Central Assistance for State & UT. This includes Normal Central Assistance (NCA),
Additional Central Assistance (ACA), One Time Additional Central Assistance, Special Central Assistance, and
Special Plan Assistance.
5) After the 2014-15 Budget Estimate, Central Assistance for State & UT was discontinued for 2015-16 and transferred to
the states as untied funds as part of the devolution pursuant to Fourteenth Finance Commission recommendations.
Sources: Report of the Sub-Group of Chief Ministers on Rationalization of Centrally Sponsored Schemes-National Institute of
Transforming India, 12th Five Year Plan Paper, Ministry of Finance- Government of India. Accumulated from Union Budget and
Plan documents.

Over the years (1997-2017) there has been considerable expansion of financial outlays under the
Centrally Sponsored Schemes (CSS), which has resulted from a significant expansion of the
federal government's CSS policies. It is evident from Tables 4.7 that the allocation of financial
resources dedicated to Centrally Sponsored Schemes (CSS) and Central Sector Schemes in the
Gross Budgetary Support (GBS) has increased significantly. The proportion of funds allocated to
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Centrally Sponsored Schemes (CSS) in the GBS grew from 31.3 percent in 1997-2002 to 42
percent in 2012-2017. The share of financial resources assigned to Central Sector Schemes
increased from 24.9 percent in 1997-2002 to 33.96 percent in 2012-2017. The funds for both the
Centrally Sponsored Schemes (CSS) and Central Sector Schemes are conditional funds, which
means that funds can only be used on the federal government policies and according to the
federal government regulations. Table 4.7 shows that the percentage of conditional financial
funds in the Gross Budgetary Support has increased rapidly over the years. The share of financial
resources assigned for Central Assistance to States and Union Territories, which are also called
unconditional funds, has decreased from 43.8 percent in 1997-2002 to 24.04 percent in 20122017 (Table 4.7). Thus, it becomes evident that successive federal governments have targeted a
significant share of financial resources to centralized federal policies that are designed and
regulated by federal government institutions. When the unconditional fund transfer for
subnational state policies is compared to the federally controlled share of resources, subnational
states are at a clear fiscal disadvantage. This itself is an indication of the growing fiscal space to
the federal government, which limits the subnational states’ ability to fund and operate their own
policies. However, reinstating the financial and functioning policy autonomy of the subnational
states can happen only if the federal government provide greater role to the subnational states in
deciding public policies. Over the years the share of Central Assistance to States and UTs have
steadily declined and this has reduced the fiscal space of subnational state governments. The
fiscal decentralization will only be empowered if the subnational states can make their own
public policies rather centralized federal policies.
Central Sector Schemes are mainly formulated on the policy subjects from the
union/federal list of policies. The evidence in Tables 4.7 also shows a substantial decline in the
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allocation of unconditional funds to subnational state governments while there has been a
significant increase in the allocation of conditional funds for federal policies. This is a
paradoxical situation since financial transfers could have led to greater financial autonomy to
subnational state governments rather than the opposite. Since the federal government’s
unconditional financial transfers decreased from 1997 to 2017, subnational state governments
have had to put matching funds to access federal programs, leading to a reduction in
discretionary resources for subnational state-specific policies. In terms of the impact of fiscal
centralization on subnational state governments, the reduction in unconditional funds created a
variety of public policy distortions. For example, the large number of federal policies compels
subnational state governments to over-invest in federal policies and reduces investment in
subnational state policies. Also, the sharp rise in Centrally Sponsored Schemes (CSS) leads to
rise in regional inequality as the less resourceful subnational state governments cannot match the
required financial share in federal government policies and, therefore cannot partake in the
federal policies and lose the federal resources altogether. Das and Mitra (2013) found that federal
policies lead to diversion of economic resources from subnational state policies towards federal
policies and the poor subnational states lost more than they gained from federal policymaking
mechanisms:
The federal policies particularly (CSS) federal government contributes a part of the funds
and the subnational states are required to provide some matching contributions depending
upon the formula for division of financing responsibility for different policies. As a result
of this, the economically poor subnational state, with lower magnitudes of own revenue
and consequently lesser ability to provide matching funds for the CSS, have received less
federal funds for CSS than they should have on the basis of socio-economic challenges
(Das and Mitra 2013, 4).
Rao and Singh (2001) argued that large number of Centrally Sponsored Schemes (CSS) with
detailed conditions, such as staffing requirements at subnational state level, has tended to distort
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the subnational states’ own financial position. The large number of Centrally Sponsored
Schemes (CSS) has increased red tape in bureaucracy considerably. Centrally Sponsored
Schemes (CSS) provided the federal government with an instrument to actively influence
subnational states financial spending which in turn undermines the subnational states’ financial
health. The financial data for 1997-2017 on the federal-subnational state financial transfers
shows the extent to which the fiscal transfer influences the control of public policies of the
subnational states. Federal financial transfers not only compromise the policy autonomy of
subnational state governments but also distort the fiscal autonomy of subnational governments.
Subnational state governments face two problems: first, the reduction in unconditional funds
from the federal government and, second, an increase in subnational state governments’ financial
contribution to match funds for federal government policies. Bardhan (2002) argues that “much
of the fiscal federalism literature focuses on the economic efficiency of intergovernmental
competition” (187). Several economists and political scientists’ have long argued that
“federalism places subnational governments in competition with one another”(Weingast 2007,
6). However, in the absence of the devolution of public policy decision-making authority to
subnational state governments, as in India, incentives for intergovernmental competition and
efficiency basically does not work. When subnational states receive most of the fiscal transfer as
a conditional fund with no policy autonomy, there are no incentives for them to be competitive,
as the subnational states lack ownership of, and accountability for, policies.

4.7 Summary of Findings from the Data
This evidence highlights the problems with centralized public policymaking. Centralized policies
have radically increased the conditional financial fund transferred from federal to subnational
state governments, undermining the goal of fiscal decentralization. The funds allocated through
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federal policies come with strings attached, reducing the fiscal and policy sovereignty of
subnational state governments. The reduction in unconditional funds and the growth in
conditional funds show that the federal government places a higher priority on public policies
designed and controlled by federal government ministries. Centralized policy not only restricts
the policy autonomy of subnational state governments but also puts an additional burden on
subnational state resources.
All of this points to a significant lacuna in the theory of decentralization. Centralized
policymaking undermines both financial and policy devolution to subnational state governments.
Centralized policymaking and the federal government’s interventionist approach have
undermined policy decentralization in India. What is significant is the fact that pseudodecentralization over the years has consolidated financial power in the hands of the federal
government. The federal government’s policy regime subverts the nature of subnational state
policymaking by limiting the fiscal autonomy of subnational governments. Table 4.7 shows that
the federal government in India essentially spends more money on subnational state policy
subjects than on federal policy subjects. The 12th Finance Commission Report estimates that a
fifth of the total plan expenditure incurred by the federal government has been on policy subjects
that are in subnational state governments’ jurisdiction. The evidence suggests that there is federal
overreach in key public policy arenas and then there is financial overreach in the subnational
state affairs. Taken together, policymaking evidence and the fiscal devolution analysis suggest
that the Indian federal system, though theoretically decentralized, is not. The imperative for
change demands that federal government must decentralize its control of the national public
policies agenda; and drwan from the evidence public policymaking in subnational state domains
must be liberated drwan from the evidence from the dominance of the federal government. To

111 | P a g e

address this problem of policy dependency and control by federal authorities, and to establish
themselves as the essential authority in the decentralized state, subnational governments need to
have policy decentralization.
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CHAPTER 5: POLICY DECENTRALIZATION AND SUBNATIONAL
STATES
This chapter analyzes the evidence of centralized policy making in India and explores the
resistance of subnational state governments, who favour more liberal, competitive, decentralized,
public policy making. The analysis uses a political economy perspective on the working of
India's federal and subnational state government to examine public policy-making in the Indian
system of intergovernmental institutional process. Historically, subnational state governments
have had limited public policy decision-making control. The federal government steadfastly
resisted subnational aspirations and demands for public policy autonomy. The demand for public
policy autonomy and the pursuit of the devolution of decision-making authority to subnational
state government have many causes. The limited or uneven effectiveness of centralized
government policies and programs led to the emergence of the demand for decentralization of
decision-making authority. Subnational state governments argued for the ability to devise
alternative policy responses to the problems that centralized governments could not address. The
analysis shows little devolution of public policy making from federal to subnational state
governments. In India, public policy making is still traditional, patronizing, and based on a topdown decision-making approach. The Indian federal system was established at the time of
independence on the principle that cooperation and competition among subnational state
governments provided the right institutional incentives for uniform development. Since then,
however, the Indian federal system has become increasingly centralized particularly through
control over financial resources and public policymaking. The centralization of financial
resources and policymaking in the Indian federal structure stands in opposition to the ideal of a
system of decentralized governance. In the Indian federal system, there is supposed to be a
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balance between federal and subnational state public policy making power, as provided by the
Indian Constitution. Under the Indian Constitution, the federal government has broad authority in
specific policy areas, but its power is not unlimited. However, federal government plays a
dominant role in all those areas that are not left exclusively to the federal government (i.e.,
concurrent and subnational state policy subjects.) As a result, subnational state public policy
space has declined over the years.
James Madison, a key founder of the American government, envisioned in Federalist
No. 51 his famous Federalist Papers that “the power surrendered by the people” would be
“divided between two distinct governments,” creating a balance of power that enabled the
“different governments to control each other.” Over time, however, the federal system became a
system of monopoly federalism where the federal government has overriding powers and the
subnational state governments function as policy implementation agencies. In the Indian context,
the federal government assertion of federal control over subnational state policy jurisdiction
works against the Indian constitutional arrangement, which was founded on the principles of
cooperative federalism.
Part one of this chapter begins with an analysis of qualitative evidence of the
policymaking process, the dialogue between federal and subnational state governments, and the
institutional characteristics of centralized government. The analysis relies on qualitative
information on the Indian policymaking process. It surveys the policy dialogue and how the
federal government has controlled the process of policy decision-making, despite subnational
governments’ resistance, during both the pre- and post-decentralization reform era. The second
section of this chapter explains and assesses the role of centralized institutions in policymaking.
This analysis explores the policy and political interests that compete for policymaking power and

114 | P a g e

the function of federal and subnational governments. The chapter concludes with a deliberation
on the degree to which administrative and fiscal decentralization brought with it the devolution
of policy decision-making authority to subnational state governments.

5.1 Federal Institutions and Public Policymaking in India
The roots of federalism and federal institutions in India can be traced to the British colonial
regime. On the eve of independence in 1947, India was a divided and underdeveloped country
with extreme social and economic inequality across subnational states and union territories. At
independence, India embraced a federal structure of governance and focused its attention on the
democratic and uniform development of all subnational states and union territories. The federal
government created two federal institutions: the Planning Commission (PC), established on
March 15, 1950, and the National Development Council (NDC) formed on 6 August 1952 as
“the highest decision-making authority” in the country on development matters. Both the NDC
and PC were created by a resolution of the Government of India to address the problem of the
socio-economic growth of subnational states. The objectives for NDC and PC were to secure the
cooperation of the subnational states and support the execution of the five-year plans. It is
pertinent to mention here that both the institutions ‘the National Development Council, and the
Planning Commission’ was created by federal cabinet resolution and an executive order of the
then federal government. Both the NDC and the PC represent an extra-constitutional process and
are non-statutory bodies responsible for the policy matters regarding the planning of social and
economic development. These two institutions played a primary role in centralized planning and
policymaking in India. Initially, the NDC was comprised of the Prime Minister, the Chief
Ministers of all subnational states, and the members of the Planning Commission. The Prime
Minister of India also chairs the Planning Commission, which works under the overall guidance
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of the National Development Council. Other members include the Chief Ministers of all
subnational states, the administrators of all the Union Territories, and all federal cabinet
ministers. The creation of the National Development Council (NDC) and Planning Commission
(PC) was one of the most significant steps taken for promoting understanding and consultation
on planning and common economic policies between the federal and the subnational state
governments. The primary functions of the NDC are:
1. To prescribe guidelines for the formulation of the National Plan, including the assessment of
financial resources for the plan;
2. To consider the National Plan as formulated by the Planning Commission23;
3. To examine critical questions of social and economic policy that affect national development
(National Development Council Charter).24
With the creation of National Development Council and Planning Commission, a rigid, uniform
public policy model was imposed on subnational states governments. The system discounted
subnational states policy requirements. The imposition of a uniform public policy model across
the subnational states created rigidity in federal legislation on policies. The federal arbitrary and
exercise of public policy power eroded the promised collaborative structure of federalism in the
first decades after independence. Subsequently, the federal government imposed a uniform
public policy structure and bureaucratic apparatus on subnational state governments leading to a
balance of policymaking power that shifted decisively in favor of federal government. The
expansion of federal administrative agencies and federal programs and policies encroached on
subnational state sovereignty, often with resistance from the subnational states. Manor 1998

23

The Planning Commission was dismantled in 2015 and a new organization, named the National Institute for Transforming
India (NITI) Aayog, was created to provide innovative policy direction to subnational state governments.
24

So far, 56 meetings of the NDC have been held. The last meeting of NDC was held on 22nd October 2011.
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argued that “compared to the United States or most other countries with federal systems, India
has a highly centralized arrangement. The authorities in New Delhi possess very considerable
powers over the day-to-day workings of subnational state governments” (p.1). Subnational
states have challenged what they view as the federal government’s overstep of its
constitutionally prescribed role in public policymaking. Yet even with the subnational state
resistance, federal government’s control remained on the policy space and limited the role of
subnational state policymaking power. Consequently, federal government dominance determined
the scope of subnational state sovereignty over public policies. The experience of policy
decision-making in India’s pre- and post-decentralization years provides a better understanding
of the federal government’s policy conditions, institutional complexities, and the comparative
lack of policy autonomy at the subnational state level. Decentralization theorists long
emphasized the role of subnational governments, participatory governance, and the political
decentralization of power in the post-modern world. Against the background of these debates,
this part explores the federal and subnational state debate over the distribution of contemporary
public policymaking power and how it shaped the overall direction of policy decentralization in
India.

5.2 Subnational States as Policy-takers: (1969-2011)

The Indian Constitution recognizes the regulatory power of subnational governments, but this
power is neither general nor absolute. First, parliament and national development council
authorities set the scope and the procedures of public policy making, thereby undermining the
subnational state governments public policy- making power. The Indian federal government
made discretionary policies through the vehicle of Centrally Sponsored Schemes (CSS) that are
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against the spirit of the Constitution. The federal government has often used the CSS policies as
a means of exercising control over the subnational states policy domain. Howlett and Cashore
2014 argued, “public policy making involves both a technical and political process of articulating
and matching actors’ goals and means (p.17).” While federal government and its institutions
create public policies in India, subnational state must operate and implement the policies that
eventually affects and influences every member of a nation-state. The founding fathers of the
Indian Constitution had delineated governance policymaking functions and subject into a
Union/Federal list, a States list and a Concurrent list of policies. Though the mechanism the
creators of Indian Constitution appropriated from British colonial structures to ensure a strong
federal control over subnational state governments. Through repeated Constitutional
amendments (Third, Seventh and, the 42nd) in 1954, 1956 and in 1976 the successive federal
governments have encroached upon the policy domain of subnational states and expanded the
Union/Federal list of public policies. The political and policy narrative of justification for the
public policy capture is built around orthodox cohesive national development agenda, and lack of
capacity at the subnational state government level. In this section the analysis examines the
control over public policies by surveying the formal role of subnational states in the creation of
public policies, specifically in the arrangement of policy directives. A review of policy activities
by subnational governments reveals the complexity of policymaking demands and expectations
across the Indian federation. The system’s complexity is, indeed, the foundation for repeated
demands for greater policy decentralization and more policy flexibility.
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M. Karunanidhi was the Chief Minister of the state of Tamil Nadu25 in 1969 and
headed a regional political party. The Indian National Congress led the federal government.
According to the National Development Council (NDC) minutes, Karunanidhi argued that
In a federal set up the subnational state governments should have a major share in
shaping the national policies? It was ultimately the responsibility of the states to
implement the various policy decisions of the federal government regarding various
economic and policy matters. As such, the National Development Council should, in his
view, be radically and structurally changed. In all national policies of economic
importance, the states should be fully consulted and fully associated with the National
Development Council. To bring about a social transformation, the planning process
should be radically changed, and our plan should be a people's plan prepared by state
governments (National Development Council 1981, 21).
Here, the state government raised the issue of policy space in the formulation of broad national
policies. The Chief Minister argued that policies should be developed in coordination and
consultation with subnational state governments. The view of subnational state representatives
illustrates, first, centralized control of policymaking in areas of subnational state policy
jurisdiction and, second, the absence of subnational state participation in policy formulation.
E. M. S. Namboodiripad was the Chief Minister of Kerala26 in 1969 and headed a
regional political party, the Communist Party of India. Namboodiripad pointed out at the NDC
meeting that,
Decisions like the quantum of federal government assistance to states, the share of the
central and states in the total plan outlay should not be taken unilaterally by the federal
government but should be considered jointly by the federal government and the state
governments as equal participants in the national endeavor. He questioned the necessity
25

Tamil Nadu, the eleventh largest state in India with 4 percent of India’s total land area and the seventh most populous state
with 6 percent of the total population, led the struggle for greater subnational state level public policymaking and more
subnational input into the creation of centralized policies.
26

Kerala is one of the most developed states in India. It ranks 21st in landmass with 1.2 percent of the total land area. It is the
12th most populous state, with 2.76 percent of India’s population. Kerala’s social and economic development indices, such as
literacy, life expectancy, education, and healthcare, rank among the highest in India. Kerala’s model of social development
became a part of the broad global debate about the best model of development in “Third World” countries. Its significant social
development makes it the most vibrant and developed state in India (Human Development Report 2005, 33).
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for maintaining large federal ministries to deal with policy subjects, which are within the
jurisdiction of the state government, like agriculture, education, social welfare. There
was, in his view, need for re-examining the lines on which the country had been
developing and along which the national planning and development had been going on
(National Development Council 1981, 21).
The state government of Kerala raised two primary issues here: unilateral decision-making
regarding the distribution of financial resources from federal to state governments and, second,
the rationale behind significant federal ministries interference in the policy jurisdiction of state
governments. Both issues are pertinent for decentralization as they influence the core arguments
of devolution of policy decision-making power and fiscal decentralization. Given the
explanations of the Chief Ministers of Tamil Nadu and Kerala, state governments openly
questioned the policy autonomy of subnational governments. The following year, in 1970,
Karunanidhi, still the Chief Minister of Tamil Nadu, stated that
In the new changed political situation in the country, the state governments could not be
expected to accept the policy framed by the federal government. It is not enough to
implement policies, but the state governments should have powers to formulate policies
of their choice and to implement them within their competence (National Development
Council 1981, 45).
Karunanidhi raised two points. First, that politics had changed in the post-independence era and
that there was a rise in regional political parties that wanted to pursue their public policy
agendas. Second, he argued that state governments were positioning themselves to become
leaders in policymaking since they felt that policy implementation was only half part of
governance as the states were not involved in public policy making.
Arguments advanced at the 1969 and 1970 NDC meetings suggest that subnational state
governments from across the political spectrum questioned the federal government’s dominance
in policymaking. It is evident that despite the federal character of the Indian governance
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structure, with its two tiers of government, public policymaking powers were not shared between
the federal and subnational state governments.

5.3 Inflexibility, Uniformity, and Lack of Coordination in Federal Policies
To understand what has gone wrong with the uncontrolled centralized public policymaking in
India, one need to analyze first the rigid nature of the public policymaking environment. Not just
the policy decision-making is centralized but also the ideas and policy plan emanate from federal
government bureaucracy. As subnational states argued that public policies should be tailored to
address the fact that given India’s diverse policy needs, different subnational states are at
different stages of development. Achutha Menon, the Communist Party of India’s Chief Minister
of Kerala, stated in 1977 that
Some flexibility should be allowed to the subnational state governments so as to enable
them to draw up their own policy schemes by local priorities. Insisting on uniformity in
the pattern of the federal government programs and policies was bound to come into
conflict with regional priorities because situations differed from state to state (National
Development Council 1981, 170).
As will be seen below, Menon was not only head of a subnational state that was raising the
concerns about federal inflexibility and uniformity in policies.
Chief Minister Harideo Joshi headed Rajasthan’s27 Indian National Congress
government from 1973 to 1977. The same political party headed the federal government at
national level. Joshi argued at the 1973 NDC meeting that subnational state governments should
be consulted and be part of public policymaking.
While formulating the federal government-sponsored program, subnational provincial
state governments should be consulted by the concerned Ministries and the Planning
Commission (National Development Council 1981, 182).
27

Rajasthan, located in the northwestern part of the country and also known as the “Land of Kingdom,” is India’s largest state by
area, with 10.4 percent of India's total land area. The population of Rajasthan forms 5.66 percent of India's total population,
making it the 8th largest state in terms of population (Census of India, 2011). Historically Rajasthan is one of the more
underdeveloped states in India.
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Karnataka’s28 Chief Minister D. Devaraj Urs was a member of Indian National Congress, the
party that ran the federal government at the national level. The Chief Minister of Karnataka was
concerned with the massive parallel organizations created by the federal government in
subnational state policy matters. The Chief Minister commented in 1973,
The federal government is making huge investments and building up large parallel
organizations at the federal level for policy subjects like agriculture, education and social
welfare, which are state specific subjects. This needed to be looked into. The federal
government should confine itself to laying down broad policies in these matters and allow
the state a larger leeway in determining programs and their implementation (National
Development Council 1981, 176).
Diverse and subnational policymaking is not only a demand of opposition political parties but
also the political effort crosses political party lines. Throughout the last four decades, numerous
subnational state governments have demanded that states have a greater role in subnational
policy formulation.
Siddhartha Sankar Ray was the Chief Minister of West Bengal29 in 1976 and was in
charge of an Indian National Congress government. The same party ran the federal government
at the national level. Sankar Ray asserted that it is essential to have joint coordination between
federal and subnational state government on policies.
In respect of federal government programs and schemes to be taken up in the states, it
was desirable that joint federal government and state government teams were constituted
at an early date to work out details so that there were full coordination and understanding
at the implementation stage (National Development Council 1981, 215)
The above statement shows that the lack of coordination between federal and subnational state

28

Karnataka is a state in the southwestern region of India. Karnataka has one of the fastest growing economies in India.
Karnataka has 5.83 percent of the total land area of India, making it the seventh largest Indian state. Karnataka is the ninth largest
state by population, comprising 5.05 percent of India’s population (Census of India, 2011).
29 West Bengal is the 13th largest state with 2.7 percent of India’s total land area. West Bengal is India’s fourth most populous
state, with 7.54 percent of the population (Census of India, 2011). It was long ruled by the Communist Party of India-Marxist, a
left-wing party influenced by the Russian and Chinese model of communist development through state interventions.
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governments is a longstanding problem. As the evidence suggests subsequent federal
governments used subnational state governments as policy implementation agencies rather than
as equal partners in public policymaking and development.
N. D. Tiwari, Chief Minister of Uttar Pradesh30, argued that because of federal
policies, the subnational state governments have to refocus their own policies because of a lack
of resources.
The states constrained to distort their policy and resource allocation priorities in order to
take advantage of federal government funds offered on matching basis under a variety of
federal government policies (National Development Council 1981, 216).
State governments highlighted two common themes here. First, there was lack of coordination at
the public policy level. Second, state governments had to divert their financial resources to match
the federal government’s contribution, which they did at the cost of distorting state public
policies. Thus, the primary concern for state governments was that, due to the federal
government’s paternalistic approach to public policymaking, the states had to curtail their policy
initiatives and divert financial resources to match funds for federal polcies and schemes.
In 1978, Vasantrao B. Patil, Chief Minister of Maharashtra31, headed the state’s Indian
National Congress government. The Janta Party, a new political party, was heading the federal
government at the national level. Patil demanded that that federal government should minimize
federal policy and urged that all those policies be made in consultation with subnational state
governments.
The number of federal policies and schemes should be kept to the barest minimum and
30

Uttar Pradesh is the most populous and one of the least developed states in India. It is home to more that 200 million people, or
16.5 percent of India’s population (Census of India, 2011). If Uttar Pradesh were a separate country, Uttar Pradesh would be the
world's fifth most populous nation, after China, India, United States, and Indonesia. Uttar Pradesh covers 7.33 percent of India’s
total land area and is the fourth largest Indian state by size.
31

Maharashtra is the financial capital of India and one of the most developed states in India, contributing 25 percent of the
country's industrial output. Maharashtra is the third largest state, with the land area of 9.36 percent of the national total, and is the
second most populous state, with 9.28 percent of India's population (Census of India, 2011).
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that they should be formulated in consultation with the states. He suggested that if in
respect of any scheme or project the state government was normally competent to give
administrative approval, then no prior approval from the federal government should be
insisted upon simply because it was part of a federal policy and scheme (National
Development Council 1981, 259)
Along with Patil, several other Chief Ministers raised the issue of the proliferation of federal
policies and programs. At the same NDC meeting, Jyoti Basu, the Chief Minister of West
Bengal, addressed lack of financial devolution and argued that the federal governments created
obstacles to subnational administration and controlled the finances of subnational state
governments:
It would be somewhat unrealistic to discuss the issue of social and development planning
in the country without linking it up with the general problem of federal government and
state government’s fiscal and monetary relationship. The present fiscal arrangements
whereby nearly two-thirds of the total financial resources transferred to the states were at
the discretion of the federal government, constituted a major roadblock, thwarting the
states in their efforts to hasten the pace of planned economic endeavor (National
Development Council 1981, 242-244).
Basu belonged to the Communist Party of India and so was not a member of the Janta Party,
which led the federal government. The recurring theme here is that the federal government had
been controlling public policymaking and running a large number of federal policies at the
expense of subnational state public policies. The evidence also suggests that irrespective of the
political affiliation, every political party who came in power at the federal level controlled the
public policy domain of subnational state government. There were no prior consultations or
coordination with state governments on social and development policy agendas so that
subnational views could be included in policies and programs. Basu also highlighted the issue of
federal control of the fiscal resources transferred to state governments, which had been
preventing the state’s effort to pursue its state-level social and economic efforts.
A.K. Antony, Chief Minister of Kerala and a member of the Indian National Congress,
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made the need for consultation with the subnational states clear:
It would be setting a healthy pattern if the federal government entered into prior
consultations with state government before introducing any policy legislation, which
adversely affected the policy and financial interest of states (National Development
Council 1981, 252).
The Chief Minister of Karnataka, Devaraj Urs, who was also a member of the Indian
National Congress, added:
For the implementation of the plan targets, the subnational states should be given only
broad guidelines, and they should be free to decide on the actual choice of policies and
the mode of implementation. The states should be free to determine their specific
programs within the overall national priorities. He also did not favor parallel federal
government programs in the subnational states (National Development Council 1981,
253–54).
Subnational state governments continually debated for flexibility in public policymaking, which
they felt was required to tackle local diversity as a result of the states’ geography, level of
economic development, gaps in the quality of physical infrastructure, and demographic
challenges, all of which require subnational state-specific policy solutions.
V.K. Saklecha was the head of the Madhya Pradesh32 state government in 1978. The
Janta Party, therefore, governed both the state and federal government at national level.
Saklecha observed that policies that are managed by subnational state governments likely have a
lower cost compared to those of the federal government. He also pointed out that policymaking
should be left to subnational state governments rather than the federal government, which made
universal polices that were indifferent to the local needs:
That cost of developmental activities, when managed by the state government, was
generally lower. It would be a wise planning policy if all activities, which could be
handled by the states, were not taken up in the central sector planning. The planning
process had to adopt a differentiated approach, and an efficient system of differential
planning had to be introduced if aspirations of the people of all states as citizens of this
32

Madhya Pradesh is a state in central India with abundant mineral resources. More than 30 percent of its geographical area is
under forest cover. Madhya Pradesh is the second largest state in India by geographical size with the 9.38 percent of the total
land. Madhya Pradesh is the sixth most populous state with 6 percent of India’s total population (Census of India, 2011).
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country had to be fulfilled (National Development Council 1981, 257).
Bhairon Singh Shekhawat, Chief Minister of Rajasthan and also a member of the Janta
Party, added that the federal government should decentralize policymaking power and that both
levels of governments should work in their respective policy subject areas as per the Indian
Constitution.
Along with proper devolution of financial resources, decentralization of policymaking
power is also necessary. Both the federal government and state governments should
implement economic and social developmental programs within their respective limits
(National Development Council 1981, 260).
The leaders of several subnational state governments, therefore, contended that subnational state
governments should not be restricted in determining their specific policies and social programs
as long as they fit within overall national priorities. This is especially relevant because federal
and state governments run parallel programs in the states, which reduced program efficiency and
showed a lack of coordination between the federal and state governments.
Ram Naresh Yadav, Chief Minister of Uttar Pradesh, stated that the whole idea of
centralized policies is the opposite of the notion of decentralization:
The idea of federal policies and schemes is to counter the concept of decentralizing the
planning process. The number of such policies should be restricted to the minimum, and
only such schemes should be taken up which had an all India significance or interstate
character. Planning Commission and the Federal Ministries should introduce adequate
structural, operational and administrative flexibility into Centrally Sponsored Programs
(National Development Council 1981, 261)
Ram Naresh Yadav led the Janta Party government. The Janta Party was also leading the federal
government at the national level.

No matter if both the subnational state government and federal government was led by
the same political party or not, subnational state governments wanted greater control over public
policymaking in their jurisdiction. The recurring theme was that subnational state governments
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opposed centralized policymaking. The common criticisms included the lack of consultation and
coordination with subnational state governments and rigidity in federal policy implementation.
Mrs. Shashikala Kakodkar, the Chief Minister of Goa33, headed the state’s Maharashtrawadi
Gomantak Party, a regional political party government. The Janta Party headed the federal
government at the national level. Mrs. Shashikala Kakodkar argued for the rationalization of
federal policies based on subnational state policy needs:
Many of the centrally sponsored schemes were of national importance, and it was
necessary to maintain certain uniformity throughout the country in their implementation.
But there were many others, which could be suitably modified or even completely
restructured to suit local conditions. This could be done better if the policies were
transferred to the state plans (National Development Council 1981, 256).
It is obvious here that subnational state government recognized their importance for national
policies. However, state governments continuously argued for flexibility in policymaking so that
the subnational state’s policy preferences to provide in the larger benefits for the state. By 1980,
after a brief three-year gap, the Indian National Congress regained control of the federal
government. However, the evidence suggests that no matter which political party was in charge
of the federal government, they insisted on control over the public policies for subnational state
governments. The relationship between federal and subnational states remained imbalanced in
favor of the federal government, which imposed its policies on subnational state governments.
The Chief Minister of West Bengal and a member of the Communist Party of India,
Jyoti Basu pointed out that over-centralization and the interference of the federal government in
state policy subjects led to detrimental consequences on subnational state governments:
To have a balanced federal government and state government relations, the Planning
Commission should maintain the obligations of the essentially federal nature of the
Indian polity during outline of the policies and programs. He suggested that in
33

Goa, a tiny piece of land on the western coast, was a Portuguese colony until 1961. Goa is one of the smallest states in India,
ranking 28th in size with 0.11 percent of the national total. Goa stands 25th rank in population and has 0.12 percent of India's
population (Census of India, 2011).
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determining the allocation of the overall public sector outlay of the plan, the deleterious
consequences of over-centralization must be kept to the fore, and states were
demonstrating the political will to carry out the national economic goals, must not be
interfered with in any manner (National Development Council 1981, 380).
The flag against federal policy overreach has been raised continuously in the debates of the NDC
by many subnational state governments indifferent of political affiliation. Arguably the
centralization of public policy suits the political model of the ruling federal government and
hence every federal government continued the policy centralization. However, the federal
government’s control over policymaking undermined the very basic premise of decentralization,
which is participatory governance.
Chief Minister of Jammu and Kashmir34, Sheikh Mohammed Abdullah, argued for a new,
integrated approach to public policymaking:
Planning and policy-making process should be dynamic and responsive to the needs of
the people, and a conscious effort should be achieved in carrying the planning process to
the lowest level, and people should be actively involved in this gigantic task (National
Development Council 1981, 389).
Sheikh Mohammed Abdullah was the Chief Minister of the National Conference Party, a
regional political party of Jammu and Kashmir. He was of the view that, since the needs of the
people is different in different regions and policies must be led by the subnational state level of
government rather than the federal government. Subnational state governments, which were led
by the same political party that led the federal government at the national level, protested the
federal government’s heavy-handedness in public policymaking is telling. This can further be
seen in Vishwanath Pratap Singh’s 1980 comments. A member of the Indian National Congress
and Chief Minister of Uttar Pradesh, Singh stated that,
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Jammu and Kashmir is a state in northern India located in the Himalaya Mountains. The state of Jammu and Kashmir is the 6th
largest state in India with 6.76 percent of India's total landmass. It ranks 18th by population size with 1.04 percent of India’s total
population (Census of India, 2011).
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Popular participation in decision-making at the state and local level for bringing more
efficient decentralized regional, district, and block level planning policymaking. It was an
area of particular importance in institutional reform for organizing delivery systems for
the weaker sections (National Development Council 1981, 392).
Janaki Ballav Patnaik, Chief Minister of Orissa35, was a member of the Indian National Congress
party, which was leading both the federal at national level and the state governments. Patnaik
argued that centralized policies had a harsh impact on low resource subnational states’ finances,
as the financially weakened states could not match the contributing funds for federal policies. As
a result, they lost out on funding opportunities.
The allocation of funds for federal schemes often tended to be regressive because affluent
states with larger command over financial resources were able to draw more funds from
the Centre by providing matching contribution. He pleaded for a reconsideration of the
policy with regard to centrally sponsored schemes. They should be limited in number and
be restricted to programs of paramount national importance of inter-state significance
(National Development Council 1981, 404).
Patnaik also complained about the large number of federal policies and the financial struggles
facing subnational state governments. If subnational states could match federal funds they could
enact federal policies, but if the state government could not finance their part of matching fund,
they would lose federal financial resources.
At the 35th NDC meeting in 1981, Arjun Singh, Chief Minister Madhya Pradesh, criticized the
federal government, led at the time by his own party, the Indian National Congress that was
ruling the national government. He said that
Larger public participation in the process of public policy development is necessary for
the successful implementation of the federal plan and programs (National Development
Council 1981, 398).
He emphasized that due to centralized policy control, the subnational state and local
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Orissa is located on the eastern coast of India. Orissa is the ninth largest state, with the land area of 4.74 percent of the national
total, and is the eleventh populous state, with 3.47 percent of India's population (Census of India, 2011).
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governments did not participate in policy formulation. This eventually reduced overall policy
appropriateness.
Jyoti Basu, Chief Minister of West Bengal and a member of the Communist Party of
India, added that
Subnational state governments need more decentralized modality of resource-raising and
economic decision-making mechanism (National Development Council 1981, 401).
These policy and financial interventions by the federal government and its institutions reduced
the space for subnational state actors in public policy making.
In 1984, K.T.Satarawala, the Governor of Punjab36, declared,
Centrally sponsored schemes should be drawn up with sufficient flexibility keeping in
view the differences in geographical location, physical resources, and levels of economic
development. Before devising such schemes, meaningful consultation should be held
with state governments; also, only broad parameters of such schemes need be fixed,
leaving sufficient flexibility of approach to the states. By having uniform centrally
sponsored schemes, there was every likelihood of the specific needs of different regions
being overlooked (National Development Council 1993, 55).
The Indian National Congress was leading the federal government, and the state was under the
President’s rule, with the governor serving as head of the state. The comments from the state
leaders demonstrate the absence of a framework for subnational state involvement in public
policy-making before decentralization started in 1993. The federal government made policies
while state governments were accountable for implementing the federal policies. Despite the
federal character of the Indian government, India’s entire policy-making mechanism remained
controlled and dominated by federal government. Weingast (2007) contends in his seminal paper
on federalism "many federal systems restrict the policy authority and independence of
subnational governments, compromising the benefits of federalism. Examples include Mexico
throughout much of the late twentieth century; India from independence through the mid-1990s;
36

Punjab is the land of rivers and one of the most agriculturally fertile regions in India. Punjab produces 12 percent of India’s
food and so is called the "Granary of India" or "India's bread-basket.” It is ranked 19th in land size with 1.53 percent of the
national total. Punjab is the 15th most populous state, with 2.29 percent of India's population (Census of India, 2011).
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and Russia under Putin” (7). India is a federal state. However, the policymaking evidence
suggests that subnational states had little policymaking autonomy.
The evidence clearly shows that subnational state leaders demanded a significant role for
subnational state government in social and economic planning and policymaking. In India, longterm control of public policies by the federal government contributed to policy stagnation,
faltering economic and social opportunities, slow economic and social growth, and inequality. In
1993, the Indian federal government enacted a Constitutional mandate to give power to lower
levels of government. The next section explores policy development in the decentralization era
(1993-2011).

5.4 Public Policymaking in the Post-1993 Decentralization Reform Era
In 1993, India embraced decentralization reform, an essential step towards creating local
government and autonomy of policymaking and development. The 73rd and 74th Constitutional
Amendments gave Constitutional status to Panchayati Raj Institutions (PRIs, village level
institutions) and urban local bodies (ULBs) as a way to increase the involvement of local
governments at the district, sub-district, and village levels in planning and implementing
policies, thereby increasing accountability. The 73rd and 74th Amendment Acts of 1993
mandated the establishment of a uniform three-tier structure of local government comprised of
village-level councils, the intermediate sub-district or block level, and finally the district level.
With the introduction of democratic decentralization, these local subnational units of government
have been strengthened in relation to political, administrative, and fiscal power. One of the
primary purposes of introducing decentralized government arrangements was to bring decisionmaking closer to users in the hope that this would improve public service delivery, access, and
quality (Mueller 2012). However, while considerable progress has been made with
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administrative and political decentralization, constraints remained in the architecture of public
policy decentralization in India.
The implementation of decentralization reforms since 1993 redefined the role of the
federal and state governments and created a new third tier of government at the local (village and
urban) level. The new local government structure has required a reassessment of policy decisionmaking arrangements between all three levels of government. Previously, the federal government
was making policies and the state governments were implementing those policies. Since 1993,
however, new local (village and urban) level governments are implementing many federal
policies. The fundamental drivers of decentralization reform in 1993 were local demand and the
reality of a vast heterogeneity in public policy preferences. Subnational state governments had
been raising the issue of policy capture at different national policymaking forums for many
years. They anticipated that decentralization reform would bring about profound changes to
public policymaking at the federal government level. While decentralization reform created a
new tier of local government, centralized policymaking and fiscal control continued in post
decentralization era.
Andhra Pradesh, Tamil Nadu, and Karnataka, India’s three southern states, have
played a significant role in India’s economic growth story since 1991. All three states were seen
as fast-reforming states after the economic reform of the 1991 and have been on the forefront of
India’s social and economic development. Andhra Pradesh and Karnataka both adopted a
number of pragmatic innovations in social and public policymaking and strengthened
decentralized governance. Despite leading in terms of growth and development, these
subnational states have not been able to take advantage of the decentralization reform since the
reform has been implemented with major flaws. Decentralization did not bring changes in
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policymaking behavior because successive federal governments displayed a consistent reluctance
to back decentralization. At 1993 at the National Development Council meeting, before the
Constitutional Amendment Acts were passed, K. Vijayabhaskara Reddy, Chief Minister of
Andhra Pradesh37, asserted,
Decentralization of planning should ensure that there was no escalation in the cost of
administrative infrastructure and the federal government should not fix any rigid norms
for devolution of funds to the decentralized urban and rural planning units (National
Development Council 2006, 35).
K. Vijayabhaskara Reddy’s comments speak to what state governments hoped decentralization
would achieve and how it would look.
The state of Karnataka has continued to take a proactive stance on decentralization
reform. Rao, Amarnath, and Vani (2004) argued, “Karnataka has been at the forefront of the
decentralization reforms initiated in the country in 1993 and the national level government has
influenced by the success of Karnataka’s empowerment of rural local government” (45). Despite
the fact that Karnataka has successful experiences with decentralization, the following evidence
suggests that the way federal policies have been made has brought little change in the devolution
of public policy decision-making. J.H. Patel was Chief Minister of Karnataka in 1997 and was a
member of the Janta Dal party, which was leading the government at both the federal and state
government level. J.H. Patel commented that, in the post-decentralization era, the subnational
state governments expected more discretion over public policies and resources, but that this did
not transpire.
The state government expected that increase in the discretion of states in centrally
sponsored schemes and hoped that the exercises in this regard would result in the major
changes and not merely in a marginal transfer of additional resources to the States.
(National Development Council 2006, 96)
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Andhra Pradesh is the fourth largest state, with the land area of 8.37 percent of the national total. It is the fifth most populous
state, with 6.99 percent of India's population (Census of India, 2011).
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Several subnational state governments’ Chief Ministers (Punjab, Delhi, Tripura, UP, and
Haryana) demanded that federal policies, along with financial resources, be transferred to the
subnational states, particularly in those public policy subjects that are on the state policy list.
Though the evidence suggests that financial restrictions through policy dominance of federal
institutions like the Planning Commission and the National Development Council continued on
subnational state policy domains.
Shankersinh Vaghela was the head of the Gujarat38 state government in 1997. The
Rashtriya Janta Party, a regional political party, was in control at the state level while federal
government was led by the Janta Dal at the national level. Shankersinh Vaghela argued that
centralized policymaking in India spread in every subnational state policy sector rather than only
in the matters of national importance.
In principle, Centrally Sponsored Schemes should be confined to schemes of an interState character, matters impinging on national security. Except for such schemes, all
other policies and programs should be transferred to provincial states along with
corresponding funds. He also emphasized that decentralization of planning be the surest
and most effective method of securing people's participation in the development process
(National Development Council 2006, 96).
It is evident from this analysis that, irrespective of the nature of policies, in the post-1993 era,
subsequent federal governments maintained the status quo of centralized policymaking. Digvijay
Singh, Chief Minister of Madhya Pradesh, echoed similar views. He was heading the Indian
National Congress government at state level. Janta Dal was leading the federal government at the
national level. Digvijay Singh declared that
States should be left free to determine their plan size, keeping in view their priorities and
resource availability. The federal government should also avoid the temptation to
determine choices/influence investment through earmarking. Steps must be initiated for
38

Gujarat is the seventh largest state in India, with the 5.97 percent of the total land, and the 10th most populous, with 4.99
percent of the total population (Census of India, 2011). It is also one of India’s most industrialized states. The Gujarat model of
development often highlighted decentralization as one of the pillars of development.
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strengthening local institutions and cooperatives to support local economic activities.
People's initiatives and participation must become an essential element in the process of
policy development (National Development Council 2006, 113)
Consecutive federal governments continued to follow colonial approaches of centralized
policymaking. The evidence demonstrates that the process of public policy development
continued to lack subnational institutional participation in the post-1993 reform era.
In 1999, the Chief Minister of Andhra Pradesh, N. Chandrababu Naidu, headed the
government of one of the fastest growing states in India. He was the head of a Telugu Desam
Party government, a regional political party. The federal government was led by the Bharatiya
Janta party at national level. Chandrababu Naidu argued that excessive centralization in policy
planning and decision-making has led to the failure of decentralization.
That Government institutions and local bodies had not succeeded to the extent expected
in the decentralized system, and it led to failure in effectively harnessing the latent
creativity of the people in formulating and implementing the scheme for their
development. Excessive centralization in planning and decision-making had dampened
the initiative of the people. On the issue of Centrally Sponsored Schemes, the Chief
Minister reiterated his position that all these policy schemes should be abolished
altogether. The full federal government share of such policy and schemes should be
transferred to the subnational governments to implement the programs, which were of
priority and importance to the states. This would be in a genuine spirit of co-operative
federalism (National Development Council 2006, 146).
Another important constraint in decentralized public policy making is simply the coalitional
nature of control over the public policy space. It is logical to infer that the design of Indian
decentralization is problematic. The Indian framework of policy decision-making, where the
federal government requires subnational state governments to implement federal policies without
being part of decision-making, is conceptually flawed.
Ajit Jogi, Chief Minister of Chhattisgarh,39 argued that
The idea of centralized policy sponsorship undermines the autonomy of states and puts
39

Chhattisgarh is the 10th largest state with 4.1 percent of India’s total land area. It is the 17th most-populated state with 2.11
percent of India’s population (Census of India, 2011), and it is one of most underdeveloped states in India.
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the federal government in a patronizing position rather than that of a partner in the
development endeavor. We, therefore, advocate that all schemes of development should
be conceived, designed and must originate at the level of the state governments, and the
role of the federal government should be limited to financially supporting such initiatives
which meet mutually agreed parameters (National Development Council 2006, 246).
He stated that federal government policies not only undermined the policy autonomy of
subnational states but also create federal government control over subnational governments
resources. Digvijay Singh, Chief Minister of Madhya Pradesh, highlighted that policies that
belong to subnational state subject list must not be formulated by federal governments.
We are of the firm opinion that formulation of federal policies and schemes particularly
in areas such as health, education, and agriculture should be left to the States. Direct
participation of subnational states is needed so that the states’ needs were adequately
reflected in national priorities and sharing of national resources. Proliferation of centrally
sponsored schemes pre-empted a large part of the state’s resources for federal initiatives
and fetters the discretion of the states to choose programs and schemes appropriate to
their need. It was suggested that the federal government should only lay down priorities
and give grant upfront for transferred CSS. As needs of different States were different,
formulation of schemes should be left to the states. In today’s situation where after
enactment of 73rd and 74th amendments of the Constitution certain activities have been
transferred to Panchayati Raj Institutions (PRls), it would only be proper that matters
which pertain to state and in some cases even to sub-state level were not dealt and
decided at the national level (National Development Council 2006, 283).
Subnational state governments, therefore, insisted that they should be the ones to create policies
in subnational state jurisdictions, particularly policies that are in the subject domain of states.
Chandrababu Naidu, Chief Minister of Andhra Pradesh, stated that federal policies should be
abolished altogether and that financial resources should be transferred to subnational state
governments. The dominance of federal policymaking is against the idea of decentralization, and
it also restricts the choices and autonomy of subnational state governments in its own policy
domains.
All the federal policies should be abolished altogether. The full federal government
financial share may be transferred to the states as grants to implement the schemes and
programs, which were of priority and importance to the states. The states should be given
a choice, freedom to devolve part of the funds so transferred to the states, to the local
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bodies to implement the programs and schemes responding to the local needs. The states
were put to serious disadvantage whenever decisions were taken by the federal
government to introduce new schemes during the plan period itself resulting in
reallocation of the limited resources available with them to provide necessary matching
assistance. Such decisions also affect the implementation of State’s priority schemes and
programs (National Development Council 2006, 227).
The Chief Minister of Andhra Pradesh also highlighted the fact that the lack of devolution of
decision-making power had an adverse impact on state institutions and raised questions about the
utility of the federal government running a large number of policies. He argued that subnational
state governments should be given adequate financial resources and freedom of choice to make
policy decisions so that they could create policies based on local needs. The state governments
also emphasized that subnational policy decentralization was necessary to help local government
units compete with other jurisdictions and eventually offer citizens better public services. S.M.
Krishna, Chief Minister of Karnataka, argued that the below-par performance of subnational
state governments is due to centralized decision-making process.
One reason for the below-par performance had been the concentration of decision making
powers on economic issues with the federal government. The real case for decisionmaking autonomy to the state governments rests on the comprehension based on
experience that a country as diverse as India was incapable of dealing effectively with an
unjust social and economic order with a centralized polity. Ideally, central policies should
be of a pilot nature, testing out ideas for universal applicability. They should then be
evaluated against quantified objectives and a decision to extend these be left to the state
governments (National Development Council 2006, 285).
The views of subnational state governments leaders demonstrate that the 1993 reform
brought neither the anticipated change in decentralization nor the devolution of public policy
making. Prakash Singh Badal, Chief Minister of Punjab, argued that
Centrally Sponsored Schemes (CSSs) in policy subjects, which are in the subnational
states' domain, may be discontinued and funds released from them may be allocated to
the states without any conditionality” (National Development Council 2006, 258).
The views he expressed resonated with other Chief Ministers’ views that all federal policies
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made for state policy subjects should be discontinued. Subnational state governments have long
raised concerns at national policymaking forums about the lack of flexibility in financial
devolution and policymaking. Ashok Gehlot, Chief Minister of Rajasthan, argued that
The number of programs implemented by the government of India is too many and often
more or less similar. Government of India should also give sufficient flexibility to the
state governments for implementing centrally sponsored schemes so that they can select
and implement the schemes, which are more relevant to them looking to their social,
economic and geographical conditions. Again, in a number of schemes, there are far too
many prescribed conditionality. In a highly diversified state like Rajasthan, following the
conditions given in guidelines uniformly sometimes leads to the failure of the scheme
itself and the basic objective is defeated (National Development Council 2006, 266).
The need to curtail a large number of federal government policies in social development
planning and to provide sufficient policy flexibility is a recurring theme in both the pre- and
post-decentralization eras. The Chief Minister of Rajasthan argued that uniformity and
conditionality in federal policies lead the policies to fail. In many subnational states It is difficult
to implement uniform federal policies as local policy needs and conditions may not match the
stringent requirements of federal policies. The process of policymaking and the views of
subnational state governments during the NDC meetings are critical for understanding the
existent extent of the devolution of policy decision-making authority. As S. C. Jamir, Chief
Minister of Nagaland, commented during the 2002 NDC meeting that “many centrally sponsored
policies are neither relevant to the socio-economic condition of the states nor the guidelines and
the modalities are at all applicable to the local ground realities” (National Development Council
2006, 389).
Subnational state governments also criticized uniform federal policies for being “onesize-fits-all,” which is neither feasible in a country as diverse as India nor free from financial and
administrative challenges. For example, Pratapsingh R. Rane, Chief Minister of Goa, stated that
“centrally sponsored schemes pattern of one size fit all fits very few states and should be
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changed to accommodate differences in agro-climatic zones, and state’s perception and
definition of needs” (Chaturvedi 2011, 70). Dr. Rajani Rai, Lieutenant Governor of Pondicherry,
affirmed that “one of the drawbacks of the federal policies is that the pattern or assistance for
such schemes is evolved uniformly, without taking into consideration the grass-root level
problems faced by the states and Union Territories” (National Development Council 2006, 329).
Gegong Apang, Chief Minister of Arunachal Pradesh, echoed Pratapsingh R. Rane’s views at the
same 52nd NDC meeting in 2006. Gegong Apang said that the “one size fits all approach to
federal plans needs to be discarded” (Chaturvedi 2011, 72). That year, the Chief Minister of
Bihar remarked that
Meeting of the NDC to approve the Five Year Plan or Mid-Term Appraisal is no
substitute for a more meaningful mechanism of the wider gamut of federal-subnational
state government relations. The Inter-State Council has failed to serve its purpose and has
fallen into disuse. The country needs to learn from best international experience. There is
need for a fresh approach on mechanisms for a dialogue on federal-subnational state
relations. This is an inescapable reality (Kumar 2006, 5).
For more than four decades, many subnational state governments called on successive
federal governments to change their authoritarian policymaking behavior. Evidence in this study
suggests that policymaking remained centralized even after the 1993 decentralization reform.
The Chief Minister of Bihar’s remarks confirm the inefficiency of the policy approval meeting,
as it neither served the underlying purpose of federalism nor allowed subnational state
governments any role in policymaking other than annual participation. Zoramthanga, Chief
Minister of Mizoram, argued, “centrally sponsored schemes should be drawn to suit the needs of
individual state and stereotype uniform federal policies should be avoided” (National
Development Council 2006, 318).
A “one size fits all” policy approach continued during more than two decades of
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decentralized reform and did not yield promising social and economic policy outcomes. By way
of example, Niranjan Shaoo (2016) points out that “the difference in infant mortality rate
between the best-performing state in India (Goa) and the worst performing states (Madhya
Pradesh/Assam) is nearly six-fold” (Sahoo 2016, 1). Implementing the same federal policy
designed to reduce infant mortality in both states was not practical because the states had
different policy needs. Subnational state governments have therefore become more vocal in their
opposition to centralized policies and are more reluctant to follow policies not in tune with their
own state’s needs. In addition to this issue of “one size fits all,” federal policies are
exceptionally rigid in terms of coordination and implementation. As well, financial transfers
from the federal to subnational state governments come with policies and regulations. If the
subnational state does not follow the federal government dictates, the subnational state loses its
share of financial resources. Almost all subnational state governments have expressed
apprehension about the control of the federal government in financial and policy decisionmaking. V. S. Achuthanandan, Chief Minister of Kerala, pointed out in 2006 that
The centrally sponsored schemes, in addition, are too rigid and inflexible. Kerala has also
lost out in obtaining funds under such schemes (Chaturvedi 2011, 73).
The same year, Mrs. Vasundhara Raje, Chief Minister of Rajasthan, agreed:
As predominance of centrally sponsored schemes is an assault on the fiscal federal
structure of our beloved nation, also because many of these policies now by-pass the state
governments and state budgets altogether. Federal assistance to states for plan schemes is
now largely flowing in the form of centrally sponsored schemes (CSS), in place of untied
normal central assistance (Chaturvedi 2011, 74).
Mrs. Vasundhara Raje’s words show the exasperation of subnational state governments and
show that federal public policies lacked legitimacy and are inconsistent with the federal spirit of
the Indian Constitution.
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The evidence and analysis in this chapter demonstrates that, at numerous NDC meetings,
chief ministers underscored the need for change in the approach public policies are made and
have also raised questions about a string attached to financial devolution that undermined
subnational state governments’ financial autonomy. This analysis of the policymaking evidence
during the era of decentralization reform across social and development policy subjects reveals
that, despite the implementation of administrative and political decentralization in India, there
has been little devolution of public policymaking power from the federal to subnational state
governments. This assessment also confirms that decentralization reforms have not augmented
the policymaking power of subnational governments despite the constitutional division of
policymaking power.
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5.5 Discussion: What Does The Policymaking Evidence Reveal?
Decentralisation is a process of reform composed of policies that transfer administrative
responsibilities, financial resources and decision-making authority from the federal government
to subnational state government. A universally expected outcome of decentralization is increased
subnational autonomy in at least some public policy area. However, a comprehensive analysis of
decentralization reform in India shows that this is not always the case. This thesis challenges this
assumption by examining the evidence of decentralization on vertical intergovernmental
decision-making transfer (federal-subnational). By deconstructing administrative and fiscal
decentralization and by identifying patterns of policymaking and fiscal transfer the thesis
examined subnational state public policy autonomy in India. From the evidence in this study
standpoint it is not established that fiscal and administrative decentralization led to the
devolution of policy decision-making power to subnational state governments or subnational
policy autonomy, particularly in India. This thesis also argues that perhaps most importantly, the
subject of devolution of policy decision-making power in decentralization theories has not been
addressed empirically in this context. It may make a difference though whether the Constitution
and institutional arrangements of a country have given power to subnational state governments to
make policies (Weingast 1995 and 2007; Treisman, 2002). However, the evidence in this study
suggests that the federal governments have subverted subnational policy autonomy by
asymmetrical distribution of policymaking and financial power in favor of federal government.
The analysis suggests that in post-colonial era in India the federal institutions and
bureaucratic structures remains the main hurdle for the subnational policy autonomy and
subsequent decentralization of policy decision-making power to subnational governments. By
analyzing public policy making data, the evidence shows that decentralization in India was
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successful in the devolution of administrative structure rather the decision-making authority to
subnational state governments. Ieva (2016) argued “subnational government autonomy increases
if subnational government is provided with decision-making authority over the policy that it
administrates (71).” In the context of India, the federal government only transferred the
administrative structure and the implementation part of policy to the subnational state
government, without devolving public policy decision-making power. By doing that the federal
government has extended its financial and policy making leverage over subnational government
public policies. The fiscal analysis of Gross Budgetary Support (GBS) in this study suggests that
the lack of devolution of public policy decision-making power to subnational governments has
led to fiscal centralization in India. The analysis of policymaking illustrates that there has been a
decline in the total number of policies the federal government has made. However, it is
imperative to mention here that subnational state governments’ share of financial expenditure on
federal government policies in gross budgetary support has gone up rapidly in the last two
decades (1997-2017). The evidence in Table 4.7 (page 128) suggests that a significant portion of
fiscal resources transferred from federal to subnational governments as conditional funds with
strings attached, meaning that the federal government regulates and controls both public policies
and finances and subnational state governments are acting as a subordinate administrative
implementation agency of federal government. The data on financial devolution shows that there
was a sharp increase in the transfer of conditional funds from 1997 to 2017, while the transfer of
unconditional financial funds declined. This evidence of financial decentralisation does not
support the argument of a decline in the number of policies made by the federal government.
With a decline in the number of policies made by the federal government, the share of
conditional funds should also decline, and the share of unconditional financial funds should
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increase. However, financial devolution evidence in this study suggests that the opposite
happened.
The literature on decentralization relies heavily on the reasoning that administrative and
political decentralization lead to the devolution of decision-making authority to subnational and
local governments and brings decision-making closer to the people. However, if the devolution
of policy decision-making authority to subnational state governments is not taking place,
decentralization makes the subnational state government the subsidiary of federal government.
The evidence in this study suggests that administrative and political decentralization has not led
to the devolution of policy decision-making authority to subnational state governments. Thus, the
theoretical argument of fiscal and administrative decentralization that it brings the policy
decision-making power to the subnational government level is not empirically re-enforced in
India.
Treisman (2002) and Weingast (1995 and 2007) argued that in “an ideal type of federalism,”
subnational state governments have decision-making autonomy in specific policy areas. It is
important to mention here that Treisman observed that decision-making decentralization is much
harder to operationalize in practice. The tenacity of policy decentralization and comparison of
historical policymaking behaviour is not to challenge the constitutional and institutional
arrangements described by the above authors, but to illustrate though the limitation of those
ideas. Within contemporary decision-making decentralization theories, it important to
empirically analyse the practicality of devolution of any policy decision-making power to the
subnational state governments. This analysis shows that public policymaking is still centralized,
re-enforcing fiscal centralization in India. Furthermore, the evidence suggests that it is precisely
the lack of policy decentralization that causes fiscal centralization. Subnational state
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governments have strict budgetary constraints and low levels of tax collecting power, and so
exhaust most of their financial resources on matching contributions on the federal government's
policies. State governments are dependent on fiscal resources from the federal government,
which eventually reduces subnational public policy autonomy. The irony here is that federal and
state governments jointly finance most policies, but subnational state governments have
effectively no role other than the implementation of those federal polices. The federal
government’s approach to public policymaking is hegemonic and based on the idea that since the
federal government provides the larger share of finances for policies they should also control the
policies. Maheshwari and Maheshwari (1987) argue that
“It is axiomatic, according to the federal government mode of thinking, that one who
provides the fiscal resources also exercises policy control and the states are thus made to
look to the federal government more and more especially during the first four decades of
independence and since the adoption of the social-economic planning in the fifties" (
Maheshwari 1987, 337).
While Maheshwari and Maheshwari’s findings are related to the first four decades of centralized
policy control in India, this study finds that the federal government has continued to control
policymaking even in decentralized era. In line with administrative and political decentralization,
a drastic transfer of decision-making authority is needed for real decentralization in India.
Bardhan (2002) argues that decentralization is widely believed to promise a range of
benefits, mostly relating to the use of improved and more regionally relevant decision-making
mechanisms to meet local needs and to practice global standard policy processes. However, in
the absence of the devolution of policy decision-making authority, administrative and political
decentralization remains tethered to the federal government and institutions of policymaking at
the subnational state government level remain either weak or non-existent. Rodden (2006)
argued that political scientists view federalism as a system of “dual sovereignty” whereby federal
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and state governments are sovereign over their sphere of authority and citizens can hold each
separately responsible within those respective spheres (see also, Buchanan 1980; Riker 1964).
However, shared sovereignty over public policymaking subjects exist in the federal structure in
India though the federal government has often used the policies as a means of exercising control
over the subnational states. The federal government maintains policy sovereignty at the expense

of subnational state governments. Wittman and Weingast (2008) argued that “case studies and
systematic attempts at cross-national data collection reveal that in most policy areas, at least two
or three layers of governments are jointly involved in funding, regulations, and implementing
policies in federal and unitary system alike” (363). The evidence in this study suggests that the
Indian federal government unilaterally makes and regulates most public policies in the domain of
subnational state government, which are then jointly funded with subnational state governments
and implemented by subnational state governments. As Maheshwari and Maheshwari (1987)
argued, although the Indian polity is federal, the administrative system is highly oriented towards
the federal government and subnational state governments act only as implementing agencies in
a broad spectrum of policy subjects. Rodden’s (2006) argument of dual sovereignty is therefore
not valid in the context of Indian decentralization reform, particularly in the public policymaking
arena, where the federal government makes policies unilaterally and imposes them on
subnational state governments. This study demonstrates that the views and needs of subnational
state governments have not been taken into consideration in the public policymaking process.
The dominance of the federal government in policymaking is the result of the asymmetric
distribution of financial power within the federal structure.
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5.6 Emerging Concerns of Centralized Policymaking
The federal government has shifted several policy areas from the Subnational state list of the
Constitution to the Concurrent list and some to the union/federal list, and dominated public
policy in these areas through centrally sponsored schemes. Since the time these union/federal,
subnational state and concurrent lists were created in 1950, the subnational state policy subject
has reduced by five and union/federal has grew by three; the concurrent policy subject has grew
by five. This shows the absolute change over the years and the union/federal list and concurrent
list of policy subject have grown while subjects under the subnational state list have gradually
reduced. The federal dominance of public policies can be seen in the rise of the number of
Centrally Sponsored Schemes (CSS) and the rise in the conditional fiscal resources flowing
through them. The policymaking data and qualitative evidence shows that there is an inherent
tension between federal government priorities and subnational state perceived policy needs.
However, since the federal governments controls the finance strings, federal policy priorities
dominate. This study finds that, since decentralization reform started in 1993, the total number of
policies made by the federal government has sharply gone up to 360 in 1997-2002 and then
declined to 29 in 2016-17. It is important to mention here that all of the policy subjects on which
the federal government makes policies fall under the subnational state and concurrent list of
policies. The overall number of policies has declined, but many small policies have been
combined into larger policy sectors. As well, as evident in the financial data, there has been a
sharp increase in the share of the federal government’s conditional funds in overall budgetary
support during the same period. Thus, though the number of policies the federal government
made has declined, existing policies became larger in size and budget. For example, programs
like the Serv Shiksha Abhiyan-Education for All (SSA), National Rural Health Mission, and the
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Mahatma Gandhi National Rural Employment Guarantee Program, all of which are federal
government flagship policies, have annual budgets of several billion dollars and all of the
mentioned three policies are built after disassembling several smaller policies. A large number
of federal policies has not only reduced subnational state governments’ policy space but also
reduced the financial resources of the subnational state for state specific policies. State
governments questioned the utility of operating a large number of uniform federal government
policies without incorporating subnational state policy needs and preferences. This one-size-fitsall approach for public policymaking is against the very idea of decentralization. The evidence
suggests that, in many subnational states and across the political spectrum, disenchantment with
centralized policymaking has raised serious concerns about unilateral policymaking. The
evidence suggests that state governments of all political affiliations have raised questions and
resisted the proliferation of federal policies in National Development Council (NDC) meetings.
Subnational state governments reasoned that a large number of polices also raises issues about
the utility of subnational state institutions, which do not have enough resources or human capital
to implement federal policies. The analysis also shows that one of subnational state
governments’ fundamental concerns is the large number of federal polices on the subject of
subnational sate domain and the rigidity of federal policies. Subnational state governments are
entrusted with a large number of policy subjects, including important parts of the welfare system
and public services such as social services, as well as health care. Priority policymaking should
be a key activity at the subnational state level as these policies have a direct impact on the
welfare of citizens. The thesis argues that the current centralized policymaking model is not
working for all and public policy need to be decentralized in India.
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The policy dialogue evidence shows that during every NDC policy meeting,
subnational state governments raised the issue of large number of federal policies, rigidity and
impediments to policy implementation. Given India’s geographic, demographic, and economic
diversity, varied policy responses are necessary. Subnational state governments within the
boundaries of a state need policy flexibility to meet economic, social and health goals in their
particular geographical and demographic setting. At the same time, the subnational states have to
take on a growing responsibility for the implementation of federal policies and its regulations.
The uniform norms and strict policy regulation provided by the federal government for centrally
sponsored schemes further hampered the autonomy of subnational states and have led to
inefficiency, duplicity, overlaps and policy failures. Rigidity in policy has had a severe impact on
the effective implementation of public policies at the subnational state level. All of this requires a
proactive curtailment of federal policies. To reduce the rigidity of federal policies, numerous
calls have been made by the subnational state governments to be in charge of public
policymaking. Since 1967, for example, several Administrative and Policy Reform
Commissions40 have recommended that subnational state governments must play a more
significant role in public policymaking:
The National Plan will assuredly be executed with greater enthusiasm and energy if those
who are charged with the task of implementing policies also participate in the public
policy formulation. Also, there has been the tiny representation of experts from the state
governments (Chaturvedi 2011).
Administrative and Policy Reform Commissions recommended in 1967, 1984, 1985, 1988, 2005,
and 2011 that the federal government should (a) limit the number of federal policies, (b) limit
their policymaking to policy areas that have a regional or inter-state character, (c) enact policies

40

This includes the Expert Group under the Chairmanship of K. Ramamurthy in 1984, an NDC constituted Committee under the
Chairmanship of P.V. Narsimha Rao in 1985, an Expert Group under the Chairmanship of Arvind Varma in 2005, and a Planning
Commission constituted sub-committee under the Chairmanship of B.K. Chaturvedi in 2011.
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based on adequate research, (d) critically examine and evaluate policies before extending them,
(e) consult with subantional state governments about finance and policy planning, and (f) allow
for flexibility in implementing federal polices. However, it is quite clear from the data that these
recommendations have neither been accepted and nor implemented by the federal government.
This rigidity reflects the federal government’s dominance in the public policymaking process.
Subnational state governments have never been involved in determining the agenda and creation
of public policies. The analysis shows that India needs to invent a new model of public
policymaking that relies on the strengths of subnational states as decision-making has become
too centralized despite all the administrative, political and fiscal conditional decentralization.
The conventional approach to centralized policymaking in India is based on the idea that federal
governments have better information, mechanisms, institutional capabilities, and financial
resources to make public policies and the subnational state lacks these capabilities. Nonetheless,
Bird (1999) argued that "information asymmetry works both ways: the federal government may
not know what to do; the local government may not know how to do it" (quoted in Bardhan
2002, 190). The lack of policy decentralization also exposes limitations on the growth of policy
innovation and inter-jurisdictional policy competition at the subnational level. Strumpf (2002)
argues that “the conventional wisdom is that government decentralization promotes policy
innovation because it allows for several simultaneous experiments by local governments” (207).
The evidence in this thesis shows that many subnational state governments have been critical to
centralized policymaking, as it has thwarted subnational states aspiration for innovative public
policies. From the analysis of policymaking data, it is apparent that subnational state policy
competition is absent in India since most policies are made by the federal government and
uniformly applied in all the subnational states. Post-independence, the legacy of centralized
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policymaking left over by the British regime continued in India. The next 50 years saw the
controlled federal policies, which stifled the growth of the innovation and policy competition at
subnational state level. For both policy innovation and policy competition, policy
decentralization is essential since it gives subnational governments the incentive to foster policy
innovation and promote competition among subnational jurisdictions.

5.7 Reassessing Policy Decentralization: Political and Institutional Variables
Over the past four decades, a clear trend has emerged in India towards the centralization of
public policymaking. Despite the strong structure of subnational level of government and the
third tier (the local, village, municipal level) government public policies remained controlled by
federal government. Policy decentralization empowers subnational state governments. Then why
the policy decentralization has not happened in the case of India? Several decentralization
theories attempt to explain why decentralization is important but rarely does these theories
explain why policy decentralization did not happen. Rodden 2004 argued, “decentralization of
policy autonomy is rarely addressed by empirical scholars because it is difficult to measure (p
487).” Indian experience is interesting with respect to policy decentralization issues for several
reasons. One reason is simply because India is one of the most diverse democratic country with
second most populous country in the world. India is a federal state with 29 subnational states and
seven federally administered Union Territories. These subnational states are at asymmetric levels
of social, economic, health and human development.
In the post-independence era, federal policies started as an instrument by the federal
government to assist subnational states in fulfilling their constitutional responsibilities in areas of
national priority like health, education, social and economic development. However, with time,
the policies grew in both number and importance. Even the decentralization and economic
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reforms of the early 1990s did not turn the tide in the favor of subnational state government
policy autonomy and empowerment. Federalism and decentralization theorists have long
emphasized the importance of the political and administrative dimensions of power distribution
between various tiers of government in the federal system. However, the existing literature on
decentralization does not provide much evidence about how the devolution of policy decisionmaking power happens in global south countries where federal government institutions have
traditionally consolidated power at the federal level.
In the words of Rajan 2019, India is still ‘extremely centrlized’ when it comes to public
policymaking despite the fact that the Indian Constitution delineates the role of federal and
subnational state governments in the democratic federal structure. The responsibilities of the
federal and subnational state governments are clearly defined in Indian Constitution. There are
three separate lists of policy subjects on which each level of government can make policies.
Federal government can make policies only on subjects mentioned in ‘union/federal list’. It is the
duty of the subnational state governments to make policies on subject mentioned in the ‘state
list’. There is also the ‘concurrent list’ of policy subjects where policy jurisdiction overlaps and
both the federal and subnational state governments can make policy. However, data in this study
suggests that successive federal governments have dominated in public policymaking, not only
in the concurrent list of policies but also in the subnational state policy list. According to the
2017 Economic Survey, “the Indian federal government alone runs about 950 central sector and
centrally sponsored schemes and sub-schemes which cost about 5 percent of India’s GDP. There
are rationales for some of the policies at federal level. However, there may be intrinsic
limitations regarding the effectiveness of targeting of policies” (Economic Survey 2016-2017, 6).
Historically scholars and policy practicner have explained the federal government’s control of
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the subnational state policy domains based on national effort, financial capability, and the
availability of trained human capital at the federal government level. Bardhan 2002 argued that
in poor countries political accountability is affected by the likelihood of corruption and capture
by local interest groups and initial federal control was the way out in poor courtiers. Bardhan
2002 also argued that local governments may have better local information and accountability
pressure, but local governments may be vulnerable to capture by local elites. Others have
underlined the necessity of nation-building as a prerequisite for decentralized development.
Though this thesis is not agree with the idea that local government is only prone to capture as
Seabright 1996 observed that political accountability is always greater at the local level. In
reverse the evidence in this study shows that federal government is be prone to policy capture on
the cost of subnational state policy autonomy.
In this study, public policy data is analysed from two periods: 1969- 1993 (before
decentralization started) and 1993-2017 (since decentralization and economic reform began).
This study examined two dimensions of policy decentralization: first, where two levels of
governments are from the same political party (federal and subnational state government led by
the same political party) and, second, where federal and subnational state governments are from
different political parties. The devolution of decision-making power to subnational state
governments to make public policies are intrinsically political, designed by the nature and
incentives of political parties that took part in the governance process in India. India is a
democratic republic and has a multiparty political system. The Indian National Congress party
has dominated the political space for long periods of modern India's electoral history. Formed in
1885, the Indian National Congress dominated most of India’s federal governments since
independence and often had a strong presence in many subnational state governments. At the
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federal level, the Indian National Congress has ruled the country for 55 out of India’s 65-year
post-independence history. As well, from 1951 to 1990, a large number of subnational state
governments were also from the Indian National Congress. At the end of the 20th century,
however, a broad and persistent movement away from one party government and governance has
become one of the defining trends in Indian politics. In post 1990 years, many regional political
parties came into power in many subnational states and also participated in coalition
governments at the federal level. Since the 1990s, the political party system has become
increasingly competitive, both at the federal as well as at the subnational state level. At the
federal government level, new coalition governments came to power in 1989, 1995, 1998, and
1999, always with the support of regional political parties. Since 1990s and in the first decade of
21st century, regional political parties emerged as significant political force, shaping national and
subnational state politics and opening new venues for the democratic representation of India’s
diverse identities. However, asymmetrical federal public policy arrangements continued and
were always tenuous. In the post-decentralization reform era (1993- 2017), several state
governments were from competing political parties. It was during this time that decentralization
reform led to the creation of local (village and urban) government. Since the 1990s, the new
political parties and coalitions government had begun to serve as a political check against the one
party dominance over federal government and subnational states and have emerged as new venue
for public policy experimentation and innovation. However, the evidence in this study suggests
that even after the advent of new political parties and change in political affiliation of federal
government the public policymaking behavior of successive federal governments have not
changed. The control of the public policy by federal government in policy areas that falls in the
subnational state’s domain continued and can be attributed to (i) the role of colonial legacies in
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shaping public policy (ii) the role of political party and competition for being in power.
There is now sufficient evidence that historical colonial institutions impact contemporary
economic outcomes (Saha, 2019). The post independent Indian democratic state in 1947
inherited the political and policy traditions of a colonial past that was heavily centralized at the
outset. Agbor 2015 observed that colonial countries incline to inherit political establishments
and adopt governance model of their colonizers country. The impacts of colonizer country on
colonial country also depend on the duration of colonization (Olsson 2009). Prior independence
in 1947, India was ruled by the British Empire for more than two hundreds years. Colonial past,
and its history can also have an impact on public polices such as education, social welfare and
health. Studies have shown that historical institutional factors (both formal and informal),
including those established by colonizers country, can have a profound influence on social and
political outcomes a phenomenon referred as “institutional overhang” (Banerjee and Iyer 2005).
During the colonial era, British government established a host of administrative institutions and
authorized a wide range of policies (1935 Government of India Act) to facilitate rule beyond
their borders. Later, at the time of independence and after India adopted the earlier established
centralized colonial model of development. The colonial practice of centralized policymaking did
not vanish with Indian independence and continued to dominate the newly created Indian
subnational states in the matter of public policymaking.
As Harris 1999 and Bharucha 2003, argued that “the diversity of the country itself, within
a framework of Indian federalism, created conditions for 'controlled experiments' to examine the
workings of Indian democracy” (552). Colonial India and post independent India, both are
characterized by a pluralistic but fragmented society based on the cultural, language, religion,
geographic and political structure. At the time of independence keeping the country in one piece
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was challenge and strong central control was necessary for the survival of the newly created
Indian state. Greer 1987 observed, “all the new nations faced severe problems, for political
independence did not automatically bring them prosperity and happiness rather they were seldom
free of external influences. They were still bound to structures developed earlier by the colonial
powers"(p 536-37). Centralized public policymaking perspective was reinforced when it
integrated those meanings with political, economic, social, and institutional approaches of
colonial era. Acemoglu and Robinson, 2017 witnessed that in the world today is the pathdependent policy outcome of a multitude of historical processes, one of the most important of
which has been European colonialism. Long British colonial legacy is visible in the design of the
post independence new Indian federal governments particularly the path-dependent centralized
policies, bureaucratic set up and west minister system of governance. Successive federal
government continued the policy control that was created during colonial times. Lee, 2015
argued, “colonial administrators only transferred power to pre-colonial elites” (p 2). Common
reason suggests that the colonial legacy was carried by postcolonial Indian federal state that was
dominated by elites, social, economic and religious division in the Indian polity, and weak or
non-existent subnational state policy and financial capacity which eventually become
background for centralized polices.
The primary political party variable is the degree of nationalization of the political party
system in India. It is anticipated that nationalization of the political party system is positively
correlated with the level of centralization (Riker 1964, 91–101 and Singh 2018). In India, the
decline of nationalized party politics and rise of regional political parties in the post 1990 era can
be expected to have more decentralized public policymaking. The emergence of regional
political parties and coalition governments at federal level did not change the way public policies
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are made in India. Riker (1964) emphasized the importance of the political party system in
federal countries and argued that the more central parties control parties competing at the
subnational state or regional level, the more centralized the federal system will be. Thus, the
federal government's capture of public policies during the early years can be partially explained
by the fact that, with a few exceptions, Congress party ruled India until 1990. However, even in
the pre-decentralization era (1969-1993), the study shows that not only did members of
competing political parties opposed public policy capture by the federal government but so did
members from the same political party. Riker 1964, argument regarding the proximate cause of
variation in “degrees of centralisation are based on the variation in the degree of party
centralization” does not apply to Indian context in the post decentralization era when regional
parties become powerful. As the evidence in this study shows that even when multiparty
government came in power they tried to centralize the public policymaking. Perhaps
centralization of public policies by successive political parties suits the political model of
winning the election and hence even when coalition parties are in power they like to capture the
public policy space of subnational governments. While a cursory overview of old and existing
public policies reveals that federal governments have electorally benefited by centralized
policymaking through the political and electoral dimension of the federal policies (Jaffrelot and
Kalyankar, 2019 and Deshpande, Tillin, and Kailash, 2019 in case of India). Federal dominance
in public policy can be explained by the increasing struggle by different political parties to
capture political space in the subnational states and at the federal level. Successive federal
governments unveil new policies, which directly impacts the common person and a strong base
for gaining subnational vote share. Since many public policy subjects that directly affect the lives
of the people mostly are in the domains of the subnational state. Examples include 'Garibi hatao'
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(Remove Poverty) policy was started by former Prime Minister of India Indira Gandhi's in the
1971 federal polls and was later also used by Prime Minister Rajiv Gandhi in 1984. The slogan
and the associated poverty alleviation programs had allowed Congress party to a mammoth
victory in the 1971, 1980, 1984 federal parliamentary elections. Through centralized policies the
federal government tries to capture public policy space in the subnational state jurisdiction.
Increased competition between political parties has not changed the public policymaking
behavior of the federal government. There are a few reasons for this. First, those political parties
that resisted the federal government’s policy capture behaved in the same way when they
resumed power at the federal level. The political parties that protested federal dominance over
public policies and supported "policy decentralization" during the early years moved to capture
subnational policies when their party came to power at the federal government level. This
explains why there was no change in the way federal policies were made even when opposition
political parties came in power and why federal governments keep capturing the policy space of
subnational governments. Despite a larger number of competitive political parties at the
subnational state level, and the plurality of political formations, the evidence shows no change in
policymaking behavior in the post-decentralization era (1993-2017). There is little evidence to
support the idea that political affiliation has any significant effect on the public policymaking
behavior of the federal government in India. Rather, all political parties sought to extend their
public policymaking powers at the federal level. This analysis suggests that most subnational
governments, regardless of their political affiliation resist against centralized policymaking when
they are ruling the subnational state government but oppose policy decentralization when in
federal government. Brenner (2004) explained that the nation as an institution is being “rescaled”
with the rising importance of subnational governments across western countries, there is no
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evidence of this taking place in global south countries, particularly in India when it comes to
public policymaking. In the context of public policy capture and politics, every political party
has attempted to dominate the public policymaking by capturing the policy space of subnational
state governments in India. Even the political competition and rise of new political parties in post
decentralization era has not changed the way public policies are created and successive federal
governments have continued the policy monopoly over subnational states. The public
policymaking tradition in Indian politics remains controlled by federal government. Even though
the impact of political variable on public policy capture by federal governments is crucial in
understanding the lack of policy decentralization, there has been very little research on the
subject, either theoretical or empirical. To analyze the political and public policy connection, a
number of questions need to be answered including does India voters attribute public policies to
their federal or subnational state governments or to a particular political party? Analyzing policy
and politics intricacy remains a work for future scholarly research. While the analysis of policy
capture, or for that matter any of the political context must be considered within the context of
India’s political economy, this thesis goes further and focuses on the policies involved rather
than politics.
Subnational state governments’ response to the federal government’s policy dominance
can also be analysed by applying Albert O. Hirschman’s (1979) discourse on alternative ways of
reacting to dissatisfaction with organizations, firms, bureaus, political parties, and governments.
In Exit, Voice, and Loyalty, Hirschman (1979) argued that people have two different ways to
respond to discontent created by firms, organizations, and states. Either one can vote with their
feet (exit) or stay put and complain (voice). To start, “exit” is not an option for subnational state
governments in India. The subnational governments cannot exit from the union because of
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federal sovereignty and the power the federal government possesses to keep the subnational
states together. Second, if the subnational state decides not to partake in federal policy
implementation, the subnational state government would lose the fiscal transfer from federal
government. This is a direct loss to the subnational state exchequer. Instead of “exit,” evidence in
this study suggests that subnational state governments have consistently resisted and raised their
voices against federal government hegemony in subnational state policy subjects. That said,
though subnational voices demanded change in centralized policymaking, the evidence suggests
that the actual changes were never substantial. Thus, voicing discontent is not effective, nor is
the exit option feasible.
Hirschman (1979) also mentioned loyalty. This study finds that political parties are loyal
to power capture through public policy control, which is seen as a function of coveting to be reelected to political office. The loyalty mechanism does not work here as subnational state
governments’ loyalty to the political parties they belong to, and to the capture of public policy
space, are far more important than loyalty to the idea of policy decentralization. Fesler (1965)
observes, “decentralization occurs in a political setting,” and no political setting inspires parties
to take the risk of power-sharing with others. As a result, it is highly unlikely that any federal
government would devolve policy decision-making power to the subnational state governments
without a complete overhaul of the policymaking structure. The lack of devolution of policy
decision-making authority to subnational governments can be seen from the perspective of the
political economy of policy control and the incentive of winning elections. The policy subjects
under state and concurrent list (land, water, sanitation, education, health, social security, and
employment) are politically critical and directly influence the lives of ordinary people. This may
have driven federal governments to capture the public policymaking spaces of subnational state
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governments. The historical evidence shows that the federal government has often used financial
resources and public policies as a tool to enhance its political visibility at the subnational state
level, especially as regional political parties became more competitive. Rao (2000, 2005) has
argued that to make decentralization feasible, it is necessary to bring both more policy rationality
and equity to the policy assignment system in India. Lobao and Adua (2011) argue that
“neoliberal governance has an inherent subnational dimension” (420) and that this dimension
cannot be addressed without the devolution of policy decision-making authority to subnational
state governments. Therefore, policy decentralization is a critical factor in giving tangible
decision-making power to subnational provincial state governments. Activating policymaking
mechanisms at the subnational level is a defining element of decentralization that cannot be
achieved only by creating additional levels of government. The experiences of global south
countries, in particular India, underline the fact that much remains to be done to have real
decentralization as the devolution of policy decision-making power to subnational state
governments is still a distant reality in Indian polity.
The central point that emerges from this research is that political parties have substantial
impacts on public policymaking. Through policy centralization, the political party, which runs
the federal government, empowers self for re-election at the cost of the subnational state
governments and the average citizens. Moreover, the federal government’s public policy capture
(i.e. the presence in the subnational state policy space improves their electoral arena) creates
opportunities for the formation of future government and structure national identities. The
federal government furthers political and policy space by undermining subnational policy space,
which eventfully contributes the consolidation of power at federal level. The evidence in this
thesis, however, challenges the theoretical expectation that a weak, multi- party system would
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foster policy decentralization. Rather the opposite happened whenever the multiparty coalition
government came in power at the federal level, the number of public policies created by federal
government increased (Table 4.1). The Indian political history shows a discontinuity between
two phases: a dominant party system (Kothari 2006, 58–72) from 1952 until 1989 and the
multiparty system emerged after the 1989 (Yadav and Palshikar 2006, 73–115; Palshikar, Suri,
and Yadav 2014; Shastri 2015 in Singh 2018). Yet, during both the phases the behavior of
successive federal governments in the matter of public policymaking did not change. Despite
the change in the degree of political party nationalization, the Indian federation has not
experienced policy decentralization. Political parties exert significant influence on public
policies and that undermines the ability of subnational governments in federal systems to shape
their own public polices This explanation implies that the Indian decentralization has seen little
change in the public policymaking because of plurality (single dominant or multi-party
government) of political party system.

5.8 Conclusion
This thesis sought to answer two questions on policy decentralization in India. First, does
decentralization lead to the devolution of policy decision-making authority to subnational state
governments that is to policy decentralization? Second, is policy decentralization essential for
fiscal decentralization? Based on a longitudinal analysis of policymaking in India during both the
pre- and post-decentralization and economic reform eras, the study finds that the devolution of
policy decision-making authority to subnational state governments did not take place in India.
Successive federal governments continued the status quo of centralized public policymaking.
The study also demonstrates that policy centralization led to fiscal centralization in the post-1993
era. The public policy evidence in this study establishes that administrative and political
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decentralization did not always result in the devolution of public policy decision-making
authority to subnational state governments.
This study has examined policy decentralization in India within the frameworks of the
federal and subnational state government policy subjects. The constitution allocated policy
jurisdictions to both federal and subnational state governments. Though the Indian Constitution
divides legislative power between the federal and subnational state governments, it is evident
that the federal government makes policies and budgetary decisions even for the policy subjects
that fall under the jurisdiction of subnational state governments.
India has pursued significant administrative and political decentralization reform since
the early 1990s. According to a 2006 World Bank report, political decentralization in India has
been successful, and the essential legal and administrative framework to support it is in place.
However, neither political nor administrative decentralization led to the devolution of policy
decision-making authority from the federal to subnational state governments. The Indian federal
system shows signs of extreme centralization in public policymaking. The lack of devolution of
decision-making authority to subnational state governments has also fostered financial
centralization in India. Consistent with the work of Treisman 2002 and Weingast 1995 and 2007,
decision-making decentralization and subnational autonomy approach, this study found that the
federal government continued its centralized policy dominance because it was in the interests of
the federal government. More precisely, this study demonstrates that decentralization is
incomplete without the devolution of policy decision-making power to subnational state
governments. Decentralization reform in India encountered a status quo in social and public
policymaking because of the absence of the devolution of policy decision-making power to
subnational governments.
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Policy decentralization allows subnational state governments to take ownership of
policies and also strengthens local institutional capacity to accept responsibility for their policy
work. During the last two decades in India, many of subnational state governments came up with
successful and innovative policies. There are several examples including the first Bicycles-forGirls policy41 by the Bihar state government (Muralidharan and Prakash 2013). The Mohalla
(neighbourhood) Health Clinics42 started by the Delhi government which has made a significant
difference in the way health care treatment are provided and has reduced the number of patients
in tertiary care hospitals (Sharma, 2016). As Friedrich Hayek famously argued in ‘The Road to
Serfdom’ that the thesis that federal government is the repository of all knowledge is delusional
and the argument that subnational states lack basic capability to create public policies for their
citizen is false. Several public policies that are run and controlled by Indian federal government
have its origin in the subnational states. The flagship policy of Indian federal government midday meals that facilitated higher enrolment in schools and improved literacy was operationalized
first in the state of Tamil Nadu. The White Revolution (Milk revolution) policy in India was
started in the state of Gujarat in 1954 by Verghese Kurien. The much-debated Mahatma Gandhi
National Rural Employment Guarantee Scheme (MGNREGS) owes its etymology to the state of
Maharashtra that started the first Employment Guarantee Scheme in India. The Right to
Information Act, 2005 that was implemented all over India was started in the state of Rajasthan.
The rural roads policy emanated from a program to connect Left Wing Naxal-hit districts in the

41

The International Growth Centre at LSE finds in its study that the Bicycles-To-Girls "policy by state government of Bihar is
the most visible policy initiatives for improving female educational attainment in India in the past decade" (Muralidharan and
Prakash 2013). The Bicycles-for-Girls policy found that the rate of age-appropriate participation in secondary school for girls
increased by 30% among those exposed to the cycle program. The policy also reduced the gender gap in age-appropriate
secondary school enrolment by 40%.
42 A local government scheme to provide better primary care coverage in India's capital territory is proving popular with
residents, but not central government (for full paper please see “Delhi looks to expand community clinic initiative by Dinesh C
Sharma ‘The Lancet, Vol. 388, No. 10062, p2855).
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state of Maharashtra. The undeniable fact is that groundbreaking policy reforms in India have
emanated from the subnational states, as they are the incubator for experimental public policies.
These policies demonstrate that subnational state governments are capable and creative in their
approaches to tackling public policy issues on their own.
Policy decentralization promotes the subnational state to reinvent its role and
responsibilities to respond to the dynamic needs of the people. Administrative and political
decentralization can no longer be accepted solely as a “reasonably efficient” means of providing
better public services. Policy decentralization can more efficiently promote democratic and
participatory forms of government, improve the responsiveness and accountability of subnational
governments, and ensure faster delivery of public services that respond to the preferences of
local taxpayers. Contemporary decentralization system in global south countries is under
tremendous pressure to perform and provide improved results. At present in India, most public
policies and programs are made by the federal government and implemented through multiple
parallel subnational government organizations with centralized planning mechanisms, which
makes responding to local policy needs difficult. The status quo approach of centralized public
policymaking has clear limitations; policy decentralization should be developed into a
fundamental aspect of decentralization.
This analysis helps explain policy capture by the federal level of government and
concludes that policy centralization leads to fiscal consolidation at the federal level. In the
current model of decentralization in India, subnational states appear merely as implementation
agencies for the federal government rather than as stakeholders in cooperative federalism. Policy
decentralization can no longer be seen as a part of administrative and political decentralization.
While administrative and political decentralization may be a critical dimension of federalism,
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subnational state governments’ autonomy in their respective public policy subjects and in
decisions over what is the best for their jurisdiction should be a core part of decentralization
reform. Scholars have identified the shortcomings of partial decentralization in developing
nations. Historical context and political alignments matter as a nation develops. Friedman
(1980) wrote,
But in 1947, when achieved independence, her leaders had all been trained in Great
Britain. They had sat at the feet of Harold Laski and his associates at the London School
of Economics, or of their counterparts at Oxford and Cambridge. It never occurred to
them to follow any other course than that of central planning and government control.
That was the intellectual atmosphere of the time. And the intellectual seed took root. As it
grew, it needed to be honoured, even worshipped. The human tragedy is that in India that
potential has been stifled by the straitjacket imposed by an all-wise and paternalistic
government. Central planning has in practice condemned Indian’s masses to poverty and
misery43.
Friedman wrote that statement in early 1980s; however, that statement is still accurate for Indian
public policymaking. Acemoglu (2oo6) argued that, once a society gets onto a particular path,
either economic or political, it stays on it. Claudio Véliz (1980) argued the “centralist tradition”
of Latin American politics, “which asserts that highly centralized colonial-era political
institutions generated a political culture that exerted a strong path-dependent effect on
subsequent political evolution” (2). Public policymaking in the decentralization era in India has
shown similar pattern where public policymaking remained on the colonial path’ and centralized
public policymaking continues. Centralized policy planning, federal government policy
dominance, and a paternalistic approach continue in India and are a hindrance to social and
economic development. The Indian federal government made it difficult for subnational states to
develop and implement innovative public policies since polices and related budgets are
fundamentally controlled by the federal government.

43

From The Collected Works of Milton Friedman, compiled and edited by Robert Leeson and Charles G. Palm. "The Case for
Freedom" by Milton Friedman The Listener, 27 March 1980 (Leeson and Palm 1980).

166 | P a g e

Decentralization is still a very relevant topic in global south countries, particularly for
public policymakers. Many global south countries, including India, are on the dual track of
development through the establishment of a greater market orientation and the decentralization
of governance structures. Decentralizing a centralized state and the devolution of decisionmaking power and financial resources to subnational and local governments seems a logical
continuation of efforts to bring government closer to people. Successful decentralization in any
country depends on a number of institutional factors. However, most political scientists argue
that the critical factors are the country’s economic, political, and administrative institutions and
the rules that create incentives and opportunities for subnational state and local government in
the governance sphere. Political and economic institutions vary widely across global south
countries. Though asymmetries within global south countries and its institutions of governing
systems make all the differences in decentralization results. What is often neglected in
mainstream decentralization studies is the absence of devolution of policy decision-making
power to the subnational state governments and the asymmetrical distribution of public
policymaking power between federal and subnational governments. The historical evaluation of
policymaking behavior of the Indian federal government indicates that the division of
policymaking authority between federal and subnational governments only seems real, for most
public policies are made by the federal government. Administrative, political, and fiscal
autonomy have not resulted in the devolution of public policy decision-making power to
subnational governments in India. Asymmetries in policymaking power have undermined policy
decentralization in India. This study establishes that such asymmetries in policymaking power
led to the centralization of financial resources and thwarted the basic idea of policy
decentralization.
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CHAPTER 6: CONCLUSION
The study set out to evaluate the public policy sovereignty of subnational state governments and
to see if administrative, fiscal and political decentralization has resulted in the devolution of
policy decision-making authority from federal to subnational state governments in India. The
specific objective of the study is to explore policy decentralization and to examine the
relationship between financial devolution and the nature of policy autonomy at the subnational
level. Several theoretical and empirical studies of decentralization were reviewed. The study was
anchored by the Treisman’s (2002) “decision-making decentralization” theory and the theory of
“subnational autonomy conditions” proposed by Weingast (1995 and 2007). By analyzing the
policy decentralization dimension, the thesis sought to determine if the devolution of policy
decision-making authority from federal to subnational state governments has happened in India.
While a general anticipated outcome of decentralization is that it increases the subnational state
governments’ autonomy, an analysis of public policies in India shows that this is not always the
outcome. The empirical evidence suggests that a critical fault line has emerged between
decentralization theories and decentralization practice, arguably resulting in the comparative
absence of public policy autonomy at the subnational level.
Who governs in India and who really makes public policies in India? This
raises the question about the extent of subnational state governments’ sovereignty, semi
sovereignty, or powerlessness. These issues have animated much important work in the study of
Indian national and subnational politics. While the decentralization research is rich and
variegated, it can loosely be divided into first generation and second generation of
decentralization theories. In both generations, three forms of decentralization played an
important role: Administrative Decentralization, Fiscal Decentralization and Political
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Decentralization. Conceptually, the interests of subnational state governments are supposed to
be represented. Each of the theories makes different projections about the public policy making
influence of subnational actors: the state and local governments. Though none of these theories
precisely included or defined the policy decentralization. Each of the three decentralization
thematic areas gave rise to a large body of literature. The three theories are supported by a great
deal of empirical evidence including quantitative, historical, and observational concerning the
importance of various forms of federated governments, particularly the governments in western
countries. Most of the scholarship shares two fundamental assumptions: (1) the decision about
the degree of decentralization occurs at the national (federal) level, and (2) decentralization
transfers authority and responsibility for government functions from federal to subnational
governments, allowing greater subnational autonomy. This thesis analyzed the theoretical and
practical issues encompassing the decentralization of public policy making to subnational state
governments in India, with particular emphasis on how conditional financial devolution
undermines decentralized public policymaking. This detailed inquiry into the processes of public
policy decision-making and the nature of fiscal transfers from the federal government to
subnational state governments in India provides an opportunity to evaluate the current status of
policy decentralization in India. Evidence for both has been derived from quantitative and
qualitative analysis. This thesis used public policy and financial devolution data from India
between 1969 and 2017. The analysis shows that federal governments increased public policy
authority over subnational states over time; the analysis of financial devolution suggests that the
effect of this variable is idiosyncratic. Conditional financial devolution creates centralization of
public policies and increases federal government dominance over subnational public policy
making. The thesis concluded by discussing the implications of this work for understanding
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Indian policy decentralization and by identifying some directions for future research that arise
from the findings.
During the post-World War II years, federalism expanded as an important manifestation
of shared governance traditions which promoted in the works of Charles Fredrich Hayek, R. A.
Musgrave, M. Tiebout, Wallace E. Oates, James M. Buchanan, and James W. Fesler. Over next
five decades of decentralization expanded in many countries but particularly in the United States
and western developed countries. This era produced significant focus on issues of financial
decentralization and the role of federal and subnational governments in fiscal management.
Much of the research in this period was based on the assumption of government as benevolent
social planners. The costs and benefits of decentralization, financial devolution, efficient
resource allocation and heterogeneity of citizen preferences for local public goods were the
dominant idea during this time. The seminal papers on fiscal federalism from Tiebout (1956) and
Oates (1972) assessed the benefits and costs of decentralization through efficient resource
allocation, although both of theorists largely ignored the agency problems within government.
Tiebout’s analysis stressed the heterogeneity of citizen preferences for local public goods that
that assumed it was desirable for citizens with distinct preferences to move into different
communities. Tiebout’s fundamental assumption is that federal governments cannot efficiently
provide local public goods across communities. In 1972, Oates’ decentralization theorem
envisioned the idea of allocative efficiency that explained the trade-off mechanism in the
provision of public goods in a centralized or decentralized state. By the 1980s, decentralization
started expending in many global south countries across Africa, South America, and Asia,
including India. During the 1980s, the decentralization debate shifted quickly beyond fiscal
decentralization to include the role of institutions in long-term development, political economy
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and corruption problems, thereby addressing fiscal and political incentives and subnational
government accountability. In this second generation of fiscal federalism theory, the
centralization versus decentralization discourse included a variety of ideas. The secondgeneration of fiscal federalism theory includes the seminal work by Rondinelli and Cheema
(1983), Bardhan and Mukherjee (2002), Besley and Coate (2003) and Lockwood (2002), Cai and
Treisman (2004) and Weingast (2007) as they criticize the assumption of benevolent
governments and ignored political agency and corruption problems in the implementation of the
first generation models on conceptual as well as empirical grounds. The literature from both
approaches to fiscal federalism theory yielded some important insights, though only a few
theoretical analyses from this period questioned the significance of policy decentralization.
In the past three decades, decentralization literature provided some support for formal
models of policy decentralization though more generally on the role of `institutions and local
participation’ in long--term development policymaking. Brennan and Buchanan (1980) made an
argument in favor of policy decentralization as it enhances the competition among different
subnational state governments, which eventually limits scope for corruption and rent--seeking
among government officials. Cremer et al (1995) and Seabright (1996) argued that
decentralization combined with local participation could be a game changer in correcting
problems of low levels of accountability of federal government policies. Policy decentralization
has become particularly prominent in global south countries during last three decades as a
consequence of centralized development planning and policies that did not bring the anticipated
change. The literature review found that contemporary research often lacked substantive content
on policy decentralization and on the question of whether countries are devolving the public
policy decision-making power to subnational governments. In particular, the literature on
171 | P a g e

administrative decentralization does not address how policy decentralization or the devolution of
policy decision-making power to subnational state governments takes place, nor why it has not
taken place through administrative and political decentralization.
Few issues in decentralization debate are as contentious as policy decentralization.
Policy decentralization put the vital decision-making power in the hands of subnational state
governments. In much of the decentralization literature, the discussion is constrained to the
emphasis on administrative, fiscal and political decentralization and, to a lesser extent, on the
problems of accountability and agency within government. Scholars in the field pay less
attention to the wider decision-making context, specifically the devolution of authority for public
policy decision-making to the subnational (state) governments.
Drawing on the evidence from India, this thesis argues that devolution of federal
government public policymaking power to subnational states should be a core part of a
decentralization process so as to balance power between subnational states and federal
government. More specifically, the thesis analyzed the history of public policymaking and the
role of federal and subnational state government public policymaking in India. The study also
compared the devolution of financial resources from federal to subnational state governments in
the country. Quantitative explorations of financial devolution show that conditional financial
transfers led to the capture of subnational public policy space by federal governments. The postindependence era of centralized policymaking perpetuated federal authority in every sphere of
public policy and across political and economic institutions. Successive federal governments
anticipated that centralized control of public policies and resources would yield equal
development, but that has not happened in 70 years of political development in India. With a
few exceptions, scholars have perceived decentralization as the institutional embodiment of
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administrative, fiscal, and political devolution. But this study has shown that administrative,
fiscal, and political decentralization did not lead to public policy decentralization. Little
attention has been paid to the devolution of decision-making power and how federal
governments influence public policies, especially how they have exerted financial influence to
capture public policies. This thesis proposes that subnational public policy autonomy, which is
essential for effective decentralization, must be a core component of theory of decentralization.
Decentralization, as described by its proponents, brought the question of state power to
the forefront. The sovereign power of subsequent federal governments in India has shown a
similar trend in its centralized approach to public policymaking. For a country that was a British
colony for more than two hundred years, successive post-independence federal governments
resisted the idea of delegating public policy decision-making authority to subnational state
governments. After independence in 1947, the federal government, led by the Indian National
Congress, continued federal control over subnational public policies that it had inherited from the
colonial era. Nation-building efforts have remained under centralized control over public policies
and financial resources in India for the last seven decades. The political imperative of creating
one nation based on economic and political nationalism created massive centralized institutions
out of the remnants of British colonial institutions. Post-independence, the democratic socialist
economic philosophy of centralized development profoundly influenced the rise of hegemonic
federal governments. Subsequently, the federal governments increased its authority and control
over most subnational state public policies. The latter half of the 20th century witnessed a major
growth in the federal government apparatus in India. The commitment to centralization
continued even after the 1991 economic and the 1993 decentralization reforms. The Indian
Constitution provided a structure of governance that is essentially federal in nature with strong
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limits on subnational state public policymaking power. Within the framework of Indian
federalism, the Indian Constitution gave overriding power to the federal government. At best, the
subnational state governments’ role has been limited to the implementation of the federal
government’s policies, a situation that marginalized the provincial public policy-making
apparatus. Seventy years of centralized development planning and policymaking have not
brought the equal development across the subnational states in India. Rapid economic growth has
barely altered the fundamental nature of colonial practices of federal public policy capture in
India. Despite substantial progress in political and administrative decentralization, India
remains highly centralized in public policymaking.
In spite of the vital omission of policy decentralization in the literature, there are a few
works that emphasize the necessity of policy decentralizations in the federalism discourse. First,
Treisman’s (2002) “decision-making decentralization” and the three conditions ‘weak
autonomy’, ‘residual authority’ and ‘subnational veto.’ Treisman definition of weak autonomy
requires that constitution reserves exclusive right to legislate on at least one specific policy area
to subnational legislatures. Indian Constitution provides the subnational authority to make
policy decisions on 61 specific policies area (initially in 1950 it was 66 policy area in the state
list of policy subjects). However, Indian Constitution gives both the special power and residual
power (Article 248 of the Indian Constitution) to the federal government to legislate on policy
areas that are not specifically assigned in constitution. Subnational veto i.e., upper house of
parliament is important element in Indian constitution but most of the federal policies are
embedded in the money bill which is beyond subnational veto power. As per Treisman three
conditions, Indian subnational state has weak autonomy but no residual power. The ‘weak
autonomy’ condition is also constrained by the special power of federal government where the
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federal government can and are legislating policies constitutionally assigned to the subnational
state government. Treisman second condition ‘residual power’ does not hold in Indian case of
decision-making decentralization as the residual power is vested in the federal government.
Treisman third condition of subnational veto is applicable in Indian case has its own limitation.
Treisman argues policy decision-making is not assigned solely to one branch of government, but
instead is shared between several levels of government. The author provides the example of
India’s concurrent list of policies that states the constitutional obligation of both federal and
subnational state governments to legislate public policies. Treisman (2002) used constitutional
criteria as a source of data in his study of decision-making decentralization. Treisman’s
assumption that the formal constitutional division of authority sufficed for decision-making
decentralization is not valid in the case of India. The empirical evidence in this study suggests
that despite constitutional provisions and the assignment of policy subjects for various tiers of
government, the federal government purposefully controlled the decision-making space of
subnational state governments. In the Indian Constitution, both the federal and subnational state
governments had significant decision-making rights over public policies, but in practice federal
government overrides subnational state policies. Treisman also argues that there may be the
control factors that might weaken the force of decision-making decentralization for instance, the
dominance of a single party system. Treisman’s assumption of control factor is also invalid as in
the case of decentralization in India even when multiparty political system was in power it did
not allow for policy decentralization to take place. The dominance of single party on decisionmaking decentralization or not the results are indifferent in the case of India. The evidence
suggests that the federal government makes public policies in areas of the subnational state’s
constitutional authority through conditional financial transfers. Treisman (2002) argues that
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“even if decision-making rights on different questions were assigned entirely to one tier of
government or another, it would not be clear how to add up and compare the rights assigned to
each to arrive at a composite measure of decision-making decentralization” (7). This study does
not agree with Treisman’s assumption that if decision-making rights were assigned in full, it is
difficult to arrive at a composite measure of decision-making decentralization. This study argues
that it is not about which level of government makes which decision or which policy is more or
less critical. Instead, the thesis argues that decision-making decentralization should be measured
by analyzing if the right to decide is assigned to one tier of government by listing specific public
policy responsibilities in the Constitution and if that level of government makes policy on that
particular policy subject. The Indian Constitution created separate lists of public policy areas for
the federal government (union/federal list) and for subnational governments (state list), and one
where both levels of government (concurrent list) can legislate. Both tiers of government have
the primary responsibility to legislate public policies on the subjects in their respective
constitutional lists. There is no ambiguity about the public policy subjects. However, despite the
formal constitutional division of public policy subjects, successive federal governments have
impinged on subnational public policy autonomy and continued policy colonization in India.
Treisman’s (2002) decision-making decentralization model produced inconclusive results on the
empirically verifiable effects of his proposition. It does not explain how to measure decisionmaking decentralization other than only through constitutional provisions. Despite of fulfilling
his ‘weak autonym’ and subnational veto criteria, decision-making decentralization or policy
decentralization is not happening in the context of Indian subnational state governments.
Treisman (2002) also argues that ‘the constitution does not allocate different public policy areas
to different tiers’ and rather the constitution allocates roles and procedural rights in the decision-
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making process. That is factually incorrect for India as Indian constitution assigns exclusive
public policy list for different tiers of government. The evidence suggests that devolution of
policy decision-making authority from the federal to subnational state governments in India has
not advanced through administrative, fiscal and political decentralization. This thesis argues that
conditional fiscal transfer strips constitutional public policy making power away from the
subnational state governments so that the “federal financial and policy monopoly remains
intact”. This study also argues that contemporary studies on decentralization should not be
limited to the administrative, fiscal, and political decentralization as the end game.
Weingast (2007) argued that subnational autonomy may be a necessary condition for
“ideal” federalism, which he called market-preserving federalism. Weingast defined subnational
autonomy as a situation where “subnational governments have primary authority over public
service provision.” He argued that subnational autonomy is necessary for inter-jurisdictional
competition and provides incentives to subnational governments to pursue policies that are
optimal for local economic prosperity. For Weingast, subnational autonomy requires that
subnational governments be allowed to adapt policies to their circumstances. However, from the
evidence of public policymaking, it is not evident that this has happened in India. Weingast
(2007) observed that institutionalized authority or a set of institutions must exist to check the
discretionary unilateral power of federal government. This study finds that decentralization in
India is unilaterally controlled and regulated by the federal governments. Despite institutional
arrangements and constitutional provisions, successive federal governments undermined
subnational policy autonomy in India through conditional financial transfers. Both Weingast and
Treisman identified the fundamental problem of decentralization, though neither suggested that
subnational policy autonomy must be at the core part of decentralization discourse.
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This thesis argues that policy decentralization is the most significant condition for
subnational autonomy because it affirms the transfer of decision-making authority for public
policies and promotes competition and regional policy innovation. The lack of the devolution of
policy decision-making authority to subnational state governments has impeded competitive
processes and lessened the ability of subnational governments to adapt policies to met specific
subnational state need. As the thesis earlier discussed in chapter three, the asymmetric level of
health disparities in the subnational states and how the uniform health policies are not the
suitable answer to the growing health inequality. While the last decades has seen remarkable
health and social development particularly in terms basic health care services in many
subnational states, unfortunately health progress is not equal among the 29 subnational states and
seven federally administered Union Territories. There are growing socio-economic and health
disparities between the rich and the poor subnational states in India. The absence of subnational
policy autonomy hinders independent subnational health policy in many states. Federal
government imposes centralized health policy agendas on subnational state governments, which
undermines subnational state governments from initiating their health policies. Given the
subnational state inequality in health outcome, a paradigm shift in public policy approach is
needed. The centralized old approach to federal health policies is increasingly inappropriate for
the subnational states. By analyzing subnational state differences in health care needs, the thesis
argues that the health policies needs to be decentralized as it will tuned with the specific
subnational states health need. Policy decentralization in health at the subnational state level
would be able to address the health gaps, and also provide opportunity for health innovation and
subnational state accountability. With policy decentralization, subnational states would be able to
develop health policies to deal with the emerging health needs rather wait for the federal
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government to create a massive uniform centralized health policy for twenty nine states and
seven Union Territories.
Policy decentralization is not just a matter of subnational autonomy; it is a critical and
urgent part of the decolonization of public policymaking process. Moving away from British
colonial-style federal control over public policy and to regionally and subnational state
appropriate policymaking environments is necessary. The logical evolutions of the more than a
half-century-long battle against the federal government’s influence over public policy suggests
that there is still significant need to shift from administrative decentralization to policy
decentralization. Administrative and policy decentralization mechanisms would feed on each
other to create a dynamic decentralized governance model. Policymaking reinforces the
subnational state governments’ role in policymaking. The argument for policy decentralization is
consistent with the current scholarly consensus on the devolution of policy decision-making
authority to subnational state governments. When fully implemented, policy decentralization or
the devolution of policy decision-making authority to subnational governments would provide a
way of promoting competition among subnational states in many policy areas.

6.1 Policy Action: Building the Case for Policy Decentralization
Seven decades have passed since India achieved independence from the British Empire.
However, the history of Indian policymaking suggests that in the intervening years, not much has
changed in the way public policies are made, even after the 1993 decentralization reform.
“Federalism” in India, with three tiers of government, has effectively limited public
policymaking to the federal government. Subnational state governments remain on the periphery
of public policymaking. This study conceptualizes subnational state policymaking as an
important and transformative requirement for real decentralization. Decentralization discourse
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needs to put forward subnational policymaking as a reform independent from political and
administrative decentralization. There is little significance to administrative decentralization in
the absence of the devolution of public policy decision-making authority to subnational
governments. The first and second-generation theories of fiscal federalism/decentralization
assume that the devolution of policy decision-making authority exists within the administrative
and political decentralization processes, but this study finds that did not happen and is not
happening in India. One of the paradoxes of contemporary decentralization studies is that most
authors emphasize the importance of the devolution of decision-making power but also anticipate
that it ends with administrative and political decentralization.
Often, the policy decentralization aspect has been neglected when analyzing
decentralization in global south countries. However, policy decentralization is increasingly
important as the process of decentralization moves forward in such countries. Typically, as
decentralization implementation unfolds, subnational state governments demand larger roles in
public policy decision-making. Although awareness of this policy autonomy and subnational
decision-making is growing, many global south countries do not share policymaking powers
with subnational state governments. The absence of policy decentralization is nothing short of a
hegemonic resistance from successive federal governments in India that enjoy policymaking
power that goes beyond their constitutional legitimacy. In the absence of policy pluralism,
cooperative federalism in India has become confrontational federalism in India. If
decentralization is to succeed in India, the federal government needs to devolve public
policymaking authority to subnational state governments. India does not need a uniform policy
strategy for all subnational states. It needs a unique policy strategy for each subnational state
and union territory. For federalism and for the federal structure to genuinely take root in global
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south countries, it is essential that subnational state governments be given a voice in public
policymaking. This study has demonstrated how the arguments for administrative, fiscal and
political decentralization failed to produce decision-making power to the subnational state
governments. This study has identified some basic conditions for how decentralization should be
brought about, and has also showed that, in the absence of policy decentralization, the definition
and implementation of decentralization remains concentrated in the hands of federal government
decision-makers. Even decentralization is a reflection of federal power rather than the proper
functioning of the federation. The three elements of administrative, fiscal, and political
decentralization -- particularly administrative decentralization -- are not sufficient condition for
the devolution of decision-making power to subnational state governments.
The argument for decentralization must include policy decentralization so that
subnational state governments can make public policy decisions. The challenges of inclusive
federalism have further necessitated the need for policy decentralization, thereby making it an
indispensable element of the application of decentralization theory. Policy decentralization
provides real decision-making power to subnational state governments and demonstrates its
legitimacy over its public policy making. This scholarship has affirmed that the exercise of
policy decentralization exhibits the tangible distribution of power between federal and
subnational state governments.

6.2 Conclusion
The current model of decentralization in India has failed to achieve its intended purpose. In the
absence of subnational policy autonomy or decision-making decentralization, first, the
subnational states are not competing in the free market of public policies in India.
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Second, there is just one national policy for everything – monopoly and policy control. There is
one product on the shelf of public policies – centralized policies created by federal government.
The decentralization agenda will benefit from the inclusion of policy decentralization. It is not
just a matter of subnational state governments’ policy autonomy but it is also important for the
subnational governments to have a dominant role in shaping the federal public policy decisions
that eventually impact the subnational governments. Both political and economic considerations
are important when a country make the choice between policy decentralization and keeping the
policies centralized. The devolution of decision-making power from federal to subnational state
governments did not happen as a result of the political choice made by political parties after
weighing costs and benefits. Conventional wisdom suggests that political parties keep policies
centralized for the survival of the incumbent. This is the most significant political reason for
preventing policy decentralization or even increasing the level of policy centralization.
Understanding the positions of subnational state governments on policy decentralization is
important, since policy decentralization touches the core of decentralization and the policy
making power of the subnational state. The evidence from Indian decentralization reforms
shows that the subnational public policy making power continues to be controlled by federal
governments. Specifically, every political party who formed the federal government favored
policy centralization because it improved their chance to stay in power or return to power. There
is a basic error in the contemporary decentralization theory that the distribution of decentralized
state power would be achieved by the mere existence of administrative, fiscal and political
decentralization. This approach to decentralization has resulted in the centralization of policy
decision-making in the hands of federal government. The policy decentralization approach of
power sharing through devolution of policy decision-making and policy autonomy of subnational
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state governments could be an important factor for decentralization. The analysis of policy
decentralization in India reveals that the control of public policymaking power remains with the
federal government. Subnational public policy autonomy has not been achieved by the
combination of administrative, fiscal and political decentralization.
When fiscal transfers from the federal to subnational government are accompanied by
conditional public policies, it undermines the policy autonomy of the subnational state
governments. Financial devolution without the devolution of public policy decision-making
power increases the dependency of subnational government on the federal government.
Administrative, fiscal and political decentralization is incomplete in the absence of policy
decentralization. In India, subnational governments does not make public policies—including in
many of the constitutionally defined public policy areas which demarcates the public
policymaking power of subnational state governments. The majority of the Indian subnational
states actually have little influence over federal public policies. The massive federal government
top down approach to make public policy for all twenty-nine states and seven union territories
reveals the nature of policy centralization in India. Indian public policymaking history shows that
federalism primarily went too far in its favour of federal governments. With no limit on the
federal policymaking power, successive federal governments has used its economic and financial
power to gradually concentrate public policymaking power in New Delhi. Decentralization has
failed to provide a minimum support for subnational public policymaking rights against the
federal government policy dominance. As the analysis of political party demonstrated, the
practice of centralized public policymaking continued as it gives incumbent federal government
the ‘political incentive to remain in power or return in power’ by controlling the policy agenda,
rather decentralizing the policy decision-making. This study shows that the India of 2020 does
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not have the policy decentralization envisioned in 1950 in Indian Constitution nor in the 1993
decentralization reform. Policy centralization may have become inevitable with the
nationalization of the economy in postcolonial era, and subsequent adoption of socialist
centralized planning. However, India can still realize the benefits of economic decentralization
post 1991 and the instrumental advantages of policy innovation, diversity, and subnational
competition in government. Policy decentralization will advance the independent existence of
subnational state public policies and their advantages in resources and closeness to the people.
History does not suggest that the federal centralization of public policies have benefited the
Indian people. Policy decentralization would not just promote subnational state governments
effectiveness but would also protect subnational public policy autonomy by encouraging New
Delhi and the subnational states to learn from and check each other. Demographic and socioeconomic challenges are becoming a conflicting political issue within Indian federal structure
and the subnational policy autonomy is a way forward to keep the federation strong and resilient.
The primary merit of subnational state public policy autonomy is that it reconciles the genuine
aspirations and interests of all states and region of the nation. Cooperative federalism—federal
and subnational state governments working together, learning and recognizing each other’s
policy obligations—is essential in the 21st century.
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Appendix A: Population- India, States And Union Territories -2011

Population- India, States and Union Territories -2011
India

1,210,854,977

1

Uttar Pradesh

199,812,341

2

Maharashtra

112,374,333

3

Bihar

104,099,452

4

West Bengal

91,276,115

5

Andhra Pradesh

84,580,777

6

Madhya Pradesh

72,626,809

7

Tamil Nadu

72,147,030

8

Rajasthan

68,548,437

9

Karnataka

61,095,297

10

Gujarat

60,439,692

11

Orissa

41,974,218

12

Kerala

33,406,061

13

Jharkhand

32,988,134

14

Assam

31,205,576

15

Punjab

27,743,338

16

Chhattisgarh

25,545,198

17

Haryana

25,351,462

18

Delhi

16,787,941

19

Jammu and Kashmir

12,541,302

20

Uttarakhand

10,086,292

21

Himachal Pradesh

6,864,602

22

Tripura

3,673,917

23

Meghalaya

2,966,889

24

Manipur

2,855,794

25

Nagaland

1,978,502

26

Goa

1,458,545

27

Arunachal Pradesh

1,383,727

28

Puducherry

1,247,953

29

Mizoram

1,097,206

30

Chandigarh

1,055,450

31

Sikkim

610,577

32

Andaman and Nicobar Islands

380,581

33

Dadra and Nagar Haveli

343,709

34

Daman and Diu

243,247

35

Lakshadweep

64,473

Source: Census of India 2011
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Appendix B: Map of India: States And Territories
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