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Abstract. Fiscal decentralization is said to offer a number of benefits for public sector governance, including economic
growth, accountability, and responsiveness of government officials to local demands and needs. Increased autonomy
over revenues and expenditures through separation of control over different tax bases between the central and regional
government has the potential to promote the efficiency and accountability of local governance. Kazakhstan, been a
unitary state has all revenues collection and allocation decisions made by the central government. Allocations to the
regions are made based on certain criteria, such as size, demography, importance of the region to the national
economy, etc. This means that regional and local governments have little incentives to devise means that would
generate internal revenues. This can give local officials a convenient scapegoat for their shortcomings in providing
public services, as they could easily pass the blame to the central government. The aim of this paper is to examine
how granting more accountability and revenue-generating authority to Kazakhstan’s regions would improve public
service delivery, and have an aggregate macroeconomic performance and growth for the country as a whole. The
methodology is based on the use of secondary sources (such as government reports, policy documents, etc.). The
paper contributes to the body of knowledge by cautioning that fiscal decentralization without accountability to the local
populace limits the benefit of responsiveness to local needs, while highlighting the importance of local fiscal autonomy
on fiscal performance, amongst others.
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AHpaTtna. Puckangblk oOpTanbIKCbI3gaHAbIPY 3KOHOMUKAarbIK 6Cyai, MEMMEKETTIK LLEHEYHIKTEPAIH XeprinikTi Tanantap
MeH KaXeTTiniktepre ecen 6epyiH xoaHe )ayanTbinbIfblH KOCa anfaHaa, MeMNeKkeTTiK cekTopabl 6ackapyablH bipkaTap
apTbIKWbINbIKTapbiH 6epeai. ©p Typni canblk AHepek KoprapblH Gakbinayabl opTanblk XKeHe alMakTblK yKiMeT
apacbiHaa 6eny apkbinbl KipicTep MeH LbIFbicTapablH, AepOecTiriH apTTbipy eprinikTi 6ackapyablH TuimMainiri MmeH
ecenTiniriH  apTTbipyfa biknan eTtyi MyMmkiH. KasakctaH 6ipTytac memnekeT 6Gona oOTbipbin, opTanblk YKiMeT
KabbInganTbIH KipicTepai )uHay xaHe Geny eHiHaeri 6apnblk Wwellimaepre ne. OHiprnep 6onbiHwa 6eny menwepi,
aemorpadusachl, 6HIp4iH YNTTblIK SKOHOMMKA YLiH MaHbI3abinbifbl XoHe T.6. Genrini Gip enwempaep HerisiHoe
Xyprisineai. byn eprinikTi LWeHeyHiKTepre MeMnekeTTiK Kbl3MeT KepceTyAeri KeMLUiMikTepi YLWiH KiHOHi yKimeTke
XykTeyre mymkiHgik 6epeai. Ocbl MakanaHblH MakcaTbl KasakcTaH eHipnepiHe Tabbic any GowbiHwa kebipek ecen
Gepywinik neH ekineTTikTep 6epy MemMnekeTTiK KbI3MeTTep KOpCeTyAi Kanawn >akcapTaTbiHbIH XXoHe Xannbl en yLiH
XMbIHTBIK MaKpO3KOHOMMUKAIbIK 8Cep MeH ecyre biknan eTeTiHiH 3epaeney 6onbin Tabbinagbl. ©gicteme KanTanama
ke3gepai (MemnekeTTik ecenTep, Gargapnamanslk KyxatTap xeHe T.6.) nanganaHyfFa HerisgenreH. Kyxat xeprinikri
xanblkka ecen ©Oepyci3a  KapXbiblK — OpTanblKCbi34aHAbIpy  Keprinikti  kaxeTTiniktepre >xayan 6epyniH,
apTbIKWbINbIKTApbIH LWeKTenai, CoHbIMeH Bipre »eprinikTi dpuckanablk aBTOHOMUSIHBIH KapXKblfiblK KepceTKilTep YLUiH
MaHbI3ObINbIFbIH aTan kepceTeai.

Tywnin ce3pep: GlooKeTTi OpTanbIKChI3AAHABIPY; XEPTinikTi atkapyLubl opraHaapabiH, AepbecrTiri; ecenTinik; Kipictepgi
beny; KasakctaH.

JEL koabl: R50.

AHHoTaumsa. duckanbHasa geueHTpanusaums gaet pag NnpeMMyLLecTs A ynpasneHust rocyaapcTBeHHbIM CEKTOPOM,
BKMOYass OKOHOMMUYECKUI POCT, MOAOTYETHOCTb W OT3bIBYMBOCTb [OCYAAPCTBEHHbIX YMHOBHUKOB K MECTHbIM
Tpe6oBaHUAM 1 NoTpeBHOCTAM. MoBbILLEHNEe aBTOHOMUM B OTHOLLEHMM LOXOAOB M PaCXO4OB 3a CYET pasgerneHus
KOHTPOMSA Had PasnuuHbLIMU HamnoroBbiMK Gasamy Mexay LeHTpanbHbiM W PervoHarnbHbIM NPaBUTeNIbCTBOM
MOTEHLMANbHO MOXeT Crnocob6CTBOBaTbL MOBLILIEHUIO 3MPEEKTUBHOCTU M MOAOTYETHOCTM MECTHOIO YrpasneHus.
KazaxcTaH, Gyayus yHWTapHbIM FOCYAapCTBOM, WMMeEeT BCe pelueHuss no cBopy W pacnpedeneHuio [0XOAO0B,
NPYHMMaeMble LEeHTpanbHbLIM MNpaBUTENbCTBOM. PacnpeneneHve Mo pervoHam MPOM3BOAUTCA Ha OCHOBE
onpeaeneHHbIX KpUTEPUEB, TakMX Kak pasmep, Aemorpadus, BaXHOCTb PerMoHa Ansi HauMoHanbHON 3KOHOMUKM 1 T.4,.
3TO 03HayaeT, YTO pervoHasnbHble M MECTHble OpraHbl BMnacT¥ MMelT Mano CTMMYIOB ANs pa3paboTku cpencTs,
KOTOpblE MOMMM Gbl reHepUpPOBaTh BHYTPEHHWE A0XOAbl. DTO MO3BOMUT MECTHBIM YNHOBHUKAM NEPENOXNUTb BUHY Ha
NpaBMTENbCTBO 33 MX HeOOCTaTKX B MpedoCTaBlieHMU rocyAapCTBEHHbIX ycnyr. Llenblo gaHHoW ctatby siBnsieTcs
U3ydyeHne Toro, Kak npegocTaBrneHne Gonblue NoAOTYETHOCTM U MOSTHOMOYMIA MO MOMYYEHWI0 LOXOA0B pernoHam
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KasaxctaHa ynydqwunT npenoctaBnieHUe rocyaapCTBeHHbIX YCINyr M OKaXeT COBOKYMNMHOE MaKpO3KOHOMUYEeCKoe
BO34encTeme n POCT Ana CTpaHbl B LleJfIOM. MeTogonorunsi ocHoBaHa Ha MCMOMNb30BaHUN BTOPUYHbIX NCTOYHNKOB (TaKVIX
KaK npaBuUTeNIbCTBEHHbIE OTYETbl, NPOrpaMMHble OOKYMEHTbl U T.,CI,.). ,D,OKyMeHT BHOCUT CBOW BKNaj B HakonneHue

3HaHWI, npegynpexaas,

yTo (pMHaHCOBaa AeueHTpanusaums 6e3 nogoTYETHOCTU MEeCTHOMY HaceneHuo

OrpaHNyYMBaET MpeuMyLLecTBa pearMpoBaHMs Ha MeCTHble MOTPeGHOCTU, B TO Xe Bpems NnogyepkuBasi BaXXHOCTb
MECTHOW (b1CKanbHON aBTOHOMUM A58 PUHAHCOBBIX NoKasaTenen.
KnroueBble cnoBa: 6lompkeTHas AeLeHTpannsaums; aBTOHOMUS MECTHbLIX UCMONHUTENbHbLIX OPraHoB; MOAOTYETHOCTb;

pacnpegeneHune goxonos; KasaxcraH.
JEL koa: R50.

Introduction

Fiscal decentralization is an essential
component of the public sector in facilitating
good governance and economic
revitalization, especially at local levels (Kim et
al.,, 2020). Decentralization means that
subnational units of government are given
discretion to engage in effective decision-
making processes that affect the lives of the
people residing within their jurisdictions (Jha,
2013; Kwon, 2013). It thus implies dispersion
of political decision making from the center to
the periphery, and from the national to the
sub-national units of government. Effective
fiscal decentralization particularly aims to
maximize the ability of lower layers of
government to adequately respond to the
diversified needs of local populations (Kim et
al., 2020). This is because it has the potential
to offer citizens greater choice in public
services since lower levels of government are
much better informed about the diverse
preferences and needs of their constituents

than the central government (Martinez-
Vazquez et al, 2017; Ligthart and
Oudheusden, 2015). The benefits of

decentralized governance are numerous,
including improved economic efficiency and
accountability (Kwon, 2013; Dincer, 2010);
increased resource mobilization (Amagoh,
and Bhuiyan, 2010); more equitable and
efficient service delivery through better use of
local knowledge; improved governance
driven by local responsiveness and political
participation (Jin and Zhou, 2005); allocation
efficiency in terms of improved welfare;
political stability; and stable finances (Tang
and Huhe, 2016).

For a country with a unitary system of
government like Kazakhstan, a well-designed
decentralization framework can help revitalize
the economies of its various regions.
Decentralized governance can enhance
citizens’ interest in the local decision-making
process when citizens know that local
authorities are empowered to respond to the
diverse needs (Jin and Zou, 2005).
Furthermore, decentralized public systems
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stimulate greater competition among local
jurisdictions as they endeavor to attract more
resources (such as capital and labor) in order
to provide public goods and services (Dincer,
2010). The aim of this study is to examine the
fiscal decentralization efforts in Kazakhstan
since the country gained its independence
from the Soviet Union in 1991. The
contributions of this paper to the body of
knowledge are as follows. First, the paper
cautions that fiscal decentralization without
accountability to the local populace as
practiced in Kazakhstan limits the benefit of
responsiveness to the needs of the local
population which is one of the rationales for
decentralization. Second, the paper highlights
the importance of local fiscal autonomy on
fiscal performance. Third, this study
stimulates further exploration of citizen’s
perception of government effectiveness and
efficiency in meeting their needs. The
remainder of the paper is organized as
follows: Section 2 provides a brief context
about Kazakhstan; Section 3 provides the
methodology of the study; Section 4
discusses the trajectories of Kazakhstan’s
fiscal decentralization policies; Section 5
presents the revenues and expenditures
stipulations of the fiscal decentralization
policies; Section 6 identifies the challenges of
fiscal decentralization in Kazakhstan, while
Section 7 succinctly concludes the paper.

Study Context

After Kazakhstan’s independence from
the Soviet Union on December 16, 1991, the
country needed to transform its existing
planned economy and centralized system of
government to some form of a market
economy (Amagoh and Bhuiyan, 2010;
Busygina et al., 2018). It adopted a unitary
form of government, and due to its large land
mass and a small population, Kazakhstan
required the adoption of certain elements of
decentralization in order to improve the
effectiveness of public service delivery.
Based on its unitary administrative system of
government, Kazakhstan is made up of 14
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provinces (oblasts) and three major cities
(Almaty,  Nur-Sultan, and  Shymkent)
(Makhmutova, 2001; Perlman and Gleason,
2007). The country has an executive
President and a legislature that consists of the
Senate (Upper House) and the Majilis (Lower
House). There are cities, rayons (districts),
towns, rural counties. The country also has
auls (villages) in rural areas. Each locality has
representative body or maslikhat (council)
known as (kenes in the case of auls). The
akim or chief executive of each oblast
establishes an administration or akimat to
manage the delivery of local services
(Makhmutova, 2001; Wilson et al., 2002).

As in other  countries, local
governments in Kazakhstan play an important
role in service delivery (OECD, 2017). Most of
the expenditures are financed through
financial transfers between levels of
government which is based on assigned
taxes and subventions (World Bank, 2018;
Wilson et al., 2002). The oblasts share with
rayons the revenues from individual income
tax and social tax collected within their
territories, as is also the case in Almaty and
Nur-Sultan. Rayons and cities that are under
oblasts are entitled to all property taxes, land
taxes, fees and part of the excise taxes. Since
oblasts have different capacities to raise
independent revenues through taxes and
other means, they differ in their levels of
contribution to the national budget. (Bhuiyan,
2010; Makhmutova, 2001).

Methodology

This study was conducted through
information  gathered from secondary
sources. According to Caudle (2004),
secondary sources help to synthesize ideas
on a topic from prior research. These sources
include official government documents,
reports, and policy documents published by
international organizations. Some of the
secondary sources consulted are as follows:

e Ministry of Justice of the Republic of
Kazakhstan (2015), Budget Code of the
Republic of Kazakhstan.

e Committee on Statistics, Ministry of
National Economy of the Republic
Kazakhstan (2016), Socio-economic
development of the Republic of Kazakhstan,
Astana.

e OECD. (2017), OECD Urban Policy
Reviews: Kazakhstan. Paris, OECD
Publishing.
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e OECD (2016), Multi-dimensional
Review of Kazakhstan: Volume 1. Initial
Assessment, OECD Publishing, Paris.

¢ UNDP (United Nations Development

Program) (2016), National human
development report for Kazakhstan:
Sustainable  Development Goals and

Capability-Based Development in Regions of
Kazakhstan. UNDP, New York.

e UNDP (United Nations Development
Program) (2020), National Human
Development Report for Kazakhstan:
Urbanization as an Accelerator of Inclusive
and Sustainable Development. UNDP, New
York.

e (The) World Bank. (2018), World
Development Indicators. Washington, DC.
World Bank.

Policy Trajectories

The policy processes that underpinned
the decentralization efforts in Kazakhstan
were gradual and went through various
stages. While economic decentralization was
not codified in the constitution until the 2000s
(Busygina et al., 2018), there was a form of
informal  decentralization  whereby tax
agencies operating at the subnational levels
were not under the exclusive control of the
central government, but subject to the needs
and interests of subnational government
(Luong, 2004). Thus, according to Hess
(2013) Kazakhstan has been operating as a
considerably more fiscally and
administratively decentralized state than
similar non-fully democratic nations. Some of
the basic trends of Kazakhstan’s
decentralization efforts are discussed below.

The Law on Local representative and
Executive Bodies of the Republic of
Kazakhstan passed in 1993 provided that all
regions of the country (regional, city and
district local councils) have elected
representatives directly by the residents of
the corresponding administrative units.

In 1997, President Nazarbayev, in his
speech about the development strategy of
Kazakhstan until 2030, emphasized the need
to decentralize power and delegate authority
from the center to lower levels of government,
and transfer certain functions from the center
to local authorities (Knox, 2008; Amagoh and
Bhuiyan, 2010). According to the President,
this was necessary to ensure economic
development and improved public service
delivery in all regions of the country.



MEMNEKETTIK BACKAPY XXOHE MEMJEKETTIK KbISMET

XanblkapanblK fblflbIMU-Tangay XypHarnbl

In 2004, there was a government policy
decision which established limits on the
number of local executive authorities. In
2006, the government enacted the Law on
Amendments and Additions to Certain
Legislative Acts of the Republic of
Kazakhstan on the Delimitation of Powers
between Levels of Government which
enumerated the powers of local governments.
In 2008, a new Budget Code of the Republic
of Kazakhstan was adopted to help clarify the
functions, sources of income and
expenditures of local governments. Individual
income tax, property tax, land tax, and excise
taxes on alcohol locally produced were
transferred to local budgets.

On November 28, 2012, the Concept of
Development of Local Self-Government was
approved as part of the country’s strategic
long-term development agenda, Kazakhstan
2050. In accordance with this, it expanded the
direct participation of citizens in the process
of making and implementing decisions, as
well as creating opportunities for finding
independent solutions to local problems
(Committee on Statistics, 2016; Ministry of
Justice, 2008).

In 2013, Decree No. 41 was enacted
which focuses on optimizing the number of
local executive bodies and consequent
reductions in staffing levels. The following
year (in 2014), the government passed
Decree No. 875 which outlines the principles
and approaches on division of responsibilities
between levels of government (UNDP, 2016).
This was followed in 2015 by the Presidential
agenda of Five Institutional Reforms and 100
Steps to Implementing Them, part of which
contained the development of the functions
and capacity local public administration.
Finally, in January 2020, Kazakhstan began
giving local governments more rights to form
independent budgets from certain tax and
non-tax revenues, as well as the
administration of municipal property (UNDP,
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2020).

Revenues and
Stipulations

Local governments have little authority
with regards to taxation. The Ministry of
Finance is the responsible entity for tax
collection in the country. The Tax Code
enumerates types of taxes and payments
allowed. This means that local governments
cannot adjust their revenue sources to meet
their spending levels. Recent reforms to the
Tax Code grant akims, villages and village
districts certain powers over collection of
personal taxes within certain areas (Ministry
of Justice, 2015). With regards to borrowing,
Kazakhstan’s regional (oblast, capita, city of
republican significance) governments have
the ability to borrow but must first obtain
approval from the Ministry of Finance.
However, lower levels of administration
(rayons and cities) cannot borrow. Items
relating to revenues and expenditures of all
levels of government are stipulated in
Kazakhstan’s Budget Code which also
describes the relationship between the
central and regional governments. Some of
the items include:

e [tems which are to be included in
either central or local budgets;

e Means of revenue transfers between
levels of government (e.g. through general
transfers or targeted transfers); and

¢ Types of tax revenues to be received
by local governments. The taxes are however
collected by central government tax
authorities.

Local government revenues for oblasts
are derived from tax and non-tax revenues as
shown in Tables 1 and 2 below. The tax
revenues as shown in Table 1 range from
individual income tax, and social security
taxes, to fees for “specially protected natural
territories of local importance”.

Expenditures

Table 1 — Tax revenues to oblasts’ budgets in Kazakhstan

Type Description

regional importance

A Individual income tax on normative standards of income distribution, established by
regional maslikhats

B Social security tax established on normative standards of income distribution,
established by regional maslikhats

C Fees for environmental emissions

D Fees for placement of outdoor (visual) advertising on right of way of public roads of
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E Fees for use of surface water
F Fees for forest use
G Fees for use of specially protected natural territories of local importance

Sources: Ministry of Justice of the Republic of Kazakhstan (2015). “Budget Code of the Republic
of Kazakhstan” (amended). Article 50, http://adilet.com.kz/eng/docs/KO80000095.

On the other hand, the non-tax
revenues as shown in Table 2 range from
income from municipal property, and sale of
fixed assets, to “income from loans of local
executive bodies of regions”.

In terms of expenditures, the Budget
Code stipulates the types of expenditures of
regional governments. Article 54 of the
Budget Code identifies specific areas where

local governments are obliged to make
expenditures as shown in Table 3.
Expenditures mandated for local
governments range from general functions of
running the government; defense, public
order and safety; to “other areas” that may be
deemed necessary for effective functioning
of the local government.

Table 2 — Non-tax revenues to oblasts budgets in Kazakhstan

Type Description

A Income from municipal property:

property;

from regional budgets;

financed from regional budgets;

¢ Revenues from part of the net income of municipal public enterprises established
by the decisions of oblast akhimats;

¢ Dividends from state-owned shares which are regional municipal property;

¢ Income from ownership interest in the legal entities that are regional municipal

¢ Revenues from lease of regional municipal property;
¢ Revenues from sale of goods (works, services) by state institutions, financed

e Penalties, fines, sanctions, recovery payments imposed by the state institutions

e Other non-tax revenues to the regional budget.

B Regional budget revenues from sale of fixed capital are money from sale of state
property assigned to the state institutions financed from the regional budget;

C Penalties, fines, sanctions, recovery payments imposed by the state institutions
financed from regional budgets;

D Other non-tax revenues to the regional budgets.

E Revenues of transfers to regional budgets, which consist of:

e Transfers from budgets of districts (cities of regional importance);
e Transfers from republican budget.

F Income from payments of loans issued from regional budget
G Income from sale of financial assets of the state that are regional municipal property
H Income from loans of local executive bodies of regions

Sources: Ministry of Justice of the Republic of Kazakhstan (2015). “Budget Code of the Republic of
Kazakhstan” (amended). Article 50, http://adilet.com.kz/eng/docs/KO80000095.

Table 3 — Areas of mandatory local government expenditures (oblasts)

Type Description

Functions of a general nature

Defense, public order and safety

Education

Health service

Social assistance and social security

Housing and utilities infrastructure

olndiuliviielisdp:d

Culture, sports, tourism and information
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H Agro-industrial complex, water, forestry, specially protected natural areas, protection

of the environment and wildlife, land relations

Architectural, town planning and construction activity

Energy conservation and energy efficiency

Transport and communications

Regulation and economic activity

Z|m|x|e|

Other areas

Source: Ministry of Justice of the Republic of Kazakhstan (2008). “Budget Code of the Republic of

While local governments have
stipulated revenues and expenditure
functions, the Ministry of National Economy
assesses their performance in the following
areas: rate of economic growth; increase in
tax and non-tax income; social development;
preschool coverage; housing stock; and road
conditions.

Kazakhstan has a system of fiscal
equalization enshrined in the Budget Code of
1991 which assigns local governments the
resource base for implementing their
functions (OECD, 2016).

The principle of equalization states that
all oblasts (including those which contribute
more to the national budget) are entitled to
transfers from the central government which
offsets some of the deductions that may have
occurred. This means that oblasts with
greater capacity to generate revenues have
part of their income deducted and
contributed to the national budget, while
oblasts with less ability to generate revenues
receive additions from the central
government (Ministry of Justice, 2015). It
also means that regions whose planned
expenditures exceed planned revenues are
provided with additional revenues to make
up the shortfall. Regions whose planned
revenues exceed planned expenditures have
the surplus withdrawn and transferred to the
national revenue.

It should be noted that Kazakhstan’s
fiscal decentralization efforts so far has had
mixed results. For example, while in 2012 the
regions kept 28 percent of all taxes collected,
this regional share increased to 33.6 percent
in 2015. On the other hand, in the 2000s
share of transfers from the state budget to
local budgets ranged from 6.3 percent to a
maximum of 43.4 percent. By the end of
2017 this had increased to 79 percent. Also,
in the 2000s, 8 regions were donors, and 7
regions were subsidized. By 2017 only 4
regions were donors, and the rest were
subsidized (Busygina, 2018).
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Kazakhstan”.

Challenges

While Kazakhstan has made efforts to
fiscally decentralize some of its functions, the
full benefits of these efforts have not yet been
realized. One of the major challenges is that
local authorities in Kazakhstan are not
accountable to the inhabitants of their
jurisdictions but rather to central authorities.
This means that local officials cannot be as
responsive to the needs of their citizens as
they would have been if they were
accountable to their residents. This is
because local authorities are appointed by
the central government for whom they owe
their allegiance.

The lack of full decentralization has
thus reduced the impacts of local influence
on local governments. The transfer of limited
administrative and fiscal functions from the
central government without ensuring
accountability of local self-governments to
their residence has reduced the degree of
responsibility of local officials to citizens.
Furthermore, the financial dependence of
local governments on the center reduces
local governments’ incentives to attract funds
through local innovations.

Conclusion

The three main goals of
decentralization are: autonomy of local
governments in meeting the needs of their
communities; efficiency in provision of
services at lower costs; and accountability of
the decentralized units in efficient use of
resources for provision of public services
(Jha, 2013; Letelier-Saavedra and Saez-
Lozano, 2015). Based on these three
considerations, Kazakhstan still has a long
way to go in realizing the full benefits of fiscal
decentralization. Since the main aim of
decentralization is to transfer power from
central government to  sub-national
governments, greater emphasis should be
placed on increasing the accountability of
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When local authorities have discretion
on spending decisions, they are more likely
to be viewed as trustworthy agents by their
residents. Since fiscal decentralization
suggests that sub-national governments are
more likely to pursue local interests
(Martinez-Vazquez et al., 2017), it means
that allowing local governments to raise a
substantial portion of their own revenues
would give them more incentives to be more
innovative in raising funds, and less prone to
corruption (Kwon, 2013; Granado et al,
2018). Efforts should also be made to
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empower of local civic societies since they
are likely to be more cognizant of the needs
of various segments of the local population.
For example, civil society groups should be
empowered and encouraged to participate in
local self-government where their inputs
would be useful in addressing the challenges
of vulnerable members of the community.
Citizens, local civil society and activists
should be empowered to participate in
decision-making, budgeting and spending
processes at the local level. Feedbacks and
inputs from citizen groups would improve the
level of transparency of local officials and
their performance while in office.
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