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ABSTRACT

Decentralization is extensively considered as one of the governance reform that enhances economic growth,
democratic accountability and efficient service delivery to the population of the developing countries. In India,
the 73rd and 74th Constitutional Amendment Acts institutionalized the Panchayati Raj Institutions and Urban
Local Bodies to enhance the local governments. These reforms have not given an even distribution of
development across the regions. This paper will discuss the connection between decentralization and
economic development in India in terms of political economy in terms of institutional design, fiscal autonomy
as well as power dynamics. It evaluates the effects of decentralization on reducing poverty, the development
of infrastructure, and the delivery of public services, and points out the main obstacles that include capture of
elites, financial dependency, building capacity, and political interference. According to the study,
decentralization does not necessarily improve the economic performance and that it will work only when
devolution is real, accountable, and participatory by the citizens. The study has been able to provide policy
recommendations by incorporating political economy to enhance decentralization and better local governance

in India.
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1. INTRODUCTION

Decentralization is generally considered a significant governance reform to bring about efficiency to the
economy, democratic accountability, and provision of services to the people especially in the developing
nations. (Hakeem & Josukutty, 2026). Nevertheless, it results differently under political, institutional and
fiscal circumstances. Constitutionalization of local government in India is one of the largest decentralization
projects in the world that provides a good arena to study its effects on economic growth in the context of

political economy. (Brahmanandam, 2018).
1.1 Decentralization and Local Governance

Decentralization is the process of transferring administrative, fiscal, and political powers to local institutions
so as to enhance efficiency, accountability, and citizen involvement through taking governance nearer to the

communities. (Biswas, 2020).
1.2 Decentralization in the Indian Context

The 73rd and 74th Constitutional Amendment Acts introduced the Panchayati Raj Institutions and Urban
Local Bodies as third tier government, which necessitates election, social representation and devolution of

powers in development and social justice. (Sukumar et al., 2019)
1.3 Decentralization and Economic Development

Decentralization rests on the fact that local governments will be better able to allocate resources since they
have a greater understanding of local needs. In India, their developmental effects are mostly related to the

institutional capacity and fiscal autonomy. (Mukherjee, 2020).
1.4 Research Gap and Objectives

Due to the significant reforms, the process of decentralization has led to uneven development in different
regions. Power relations and elite influence are other factors of political economy that are largely ignored in
existing studies. (Singh et al., 2025). This gap is discussed in this paper using the example of decentralization
in India to evaluate the results of the development, major limitations, and policy recommendations.
(Mckercher & Ritchie, 1997).

1.5 Structure of the Paper

The paper is divided into seven parts that discuss the theory, the transformation of local governance,
development outcomes, political economy limitations, policy implications, and conclusions. (Christensen,
2000).
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2. CONCEPTUAL AND THEORETICAL FRAMEWORK

Decentralization is the institutionalized structures by which the subnational governments are redistributed with
the decision-making processes, fiscal management and the political influences on economic development. Its
success relies on the institutional quality, fiscal autonomy and conditions of political economy instead of
administrative design per se. This section provides conceptual background of the concept of decentralization,

and how it is developed in terms of political economy and fiscal federalism standpoints. (Schneider, 2003).
2.1 Concept of Decentralization

Decentralization entails the transfer of administrative, fiscal and political power, between the higher and lower
levels of government. Administrative decentralization deals with planning and implementation, fiscal
decentralization deals with revenue and expenditure autonomy and political decentralization makes sure that
there is local representation by elected people. These dimensions are interrelated and partial decentralization
undermines the development outcomes. The appropriate devolution must be therefore an integrated devolution

along all these three levels. (Ornstein, 1983).
2.2 Political Economy Approach to Local Governance

The political economy approach emphasizes the role of power politics, institutional motivation, and social
stratifications in determining the local governance results. The fact that decentralization does not necessarily
guarantee equitable development is that the institutions may be taken over by the local elites and interest
groups. Regional differences in the performance of development can be explained by the fact that governance
effectiveness depends on informal norms, political competition, and accountability mechanisms in addition to
formal rules. (Martinez-Vazquez et al., 2017).

2.3 Fiscal Federalism and the Principle of Subsidiarity

Fiscal federalism focuses on distributing functions and financial tasks at different levels of government.
Subsidiarity is the principle, according to which the lowest competent authority is to offer services to improve
responsiveness. (Ball, 2009). But intergovernmental transfers and poor revenue autonomy strike against the
accountability of the local. Sustainable decentralization entails equal distribution of revenues, foreseeable
transfer as well as financial prudence. (Fan et al., 2009).

2.4 Decentralization and Economic Development Nexus

Decentralization will help enhance economic development through better service delivery, provision of
infrastructure, and responsive policymaking to the locality. Works of it however are influenced by institutional
capacity, fiscal independence and accountability systems. Where decentralization is partial or politically
restrained the benefits of development are rather limited, and it is important to note that an integrated

institutional and political economy approach is necessary. (Oates, 2005).
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3. EVOLUTION OF LOCAL GOVERNANCE IN INDIA

The development of local government in India is the process, which significantly represents a step towards
the centralized administrative control to the constitutionally established institutions of self-government. Even
though local governments structures were present in the past, most of the post-independence period saw
limited role of local governments in development planning and economic decision making. (Okoshi, 1985).
The initial efforts exposed serious institutional flaws of lack of power, inconsistent elections and financial
reliance on the upper echelons of government. (Brennan & Solomon, 2008). To overcome these constraints,
India has engaged in major decentralization reforms through which the local governments have been
incorporated into the national development system. In this section, the major steps in the development of local
governance are presented with the focus on the constitutional reforms and functional, fiscal, and administrative
devolution. (Melé, 2005).

3.1 Pre-Constitutional and Early Post-Independence Period

Before the independence, the local ruling institutions were mostly administrative bodies and not decision
making. The institutions at the village level were customary in nature without formal authority and democratic
legitimacy. During the early post-independence India state began its work on the stimulation of the grassroots
involvement with the help of community development programs. There were also programmes like the
Community Development Programme in the attempt to engage the local communities in the development
planning but these arrangements were still in essence top-down. A lack of elected leadership, financial
independence and administrative capacity hindered their success and sustainability and further institutional

reforms were necessary. (Huang & Chen, 2012).
3.2 Constitutionalization of Local Governance

There was a radical shift with the constitutional acknowledgement of local governments with the 73 rd and 74
th Constitutional Amendment Acts in the early 1990s. These amendments formally reinstated local self-
government as a third level of government, required periodical elections, as well as a reserve to women and
disadvantaged groups and State Finance Commissions. The reforms were to enhance the democratic
decentralization and empower the local governments to take charge of economic development and social

justice by entrenching the local government in the constitution framework. (Lal, 2024).
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TABLE 1: Constitutional Milestones in the Evolution of Local Governance in India

Constitutional Provision Year Key Features
Community Development | 1952 Promoted rural
Programme development through local

participation

Balwant Rai Mehta | 1957 Recommended  three-tier
Committee Panchayati Raj system
Ashok Mehta Committee 1978 Emphasized political

decentralization

73rd Constitutional | 1992 Constitutional status to
Amendment Act Panchayati Raj Institutions
74th Constitutional | 1992 Constitutional status to
Amendment Act Urban Local Bodies

Source: Adapted from Brahmanandam (2018); Biswas (2020); Prasad & Pardhasaradhi (2020); Lal (2024).
3.3 Panchayati Raj Institutions and Urban Local Bodies

The Panchayati Raj Institutions are the main body of rural local government in India, which has three-tiers of
operating structures including the village, intermediate, and the district levels. These organizations play the
role of planning and execution of development initiatives on agriculture, rural facilities, health, education, and
poverty reduction. The Eleventh Schedule lists the items that can be devolved to the rural local governments

supporting the developmental role of local governments. (Prasad & Pardhasaradhi, 2020).

Urban Local Bodies are the main institutions of governance in cities, which are concerned with the challenges
involved in the rapid urbanization. Municipal panchayats, municipal councils and municipal corporations are
endowed with the duties concerning urban infrastructure, urban sanitation and, housing and local economic
development. The Twelfth Schedule gives a practical model of urban decentralization, which puts a focus on
the integrated planning and service provision. Both rural and urban local governments have remained limited

with regard to fiscal strain and duplication of jurisdiction despite their constitutional recognition. (Alok, 2018).
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TABLE 2: Structure of Local Governance Institutions in India

Level Institution Type Governance Area

Village Level Gram Panchayat Rural local governance

Intermediate Level Panchayat Samiti / Block | Development coordination
Panchayat

District Level Zila Parishad District-level planning

Urban Local Level Municipal Corporation Large urban areas

Urban Local Level Municipal Council / Nagar | Small and medium towns
Panchayat

Source: Compiled from Schneider (2003); Sukumar, Lal, & Mishra (2019); Biswas (2020).
3.4 Devolution of Functions, Finances, and Functionaries

The success of local governance rests on the devolution of functions, finances and functionaries or the so
called three Fs. Functional devolution entails entrusting the local governments to take development
responsibilities and fiscal devolution assures them access to sufficient financial resources. Administrative
devolution necessitates the movement of personalities and institutional capacity on which policy
implementation can be achieved. Despite the fact that the constitution provides a mandatory devolution,
various states have highly different degrees and quality of devolution. Granted limited fiscal autonomy and
administrative control still prevents local governments to be effective engines of economic developments.
(Maheshwari, 1997).

4. DECENTRALIZATION AND ECONOMIC DEVELOPMENT OUTCOMES

Decentralization is widely taken as a tool of encouraging the economic growth through the alignment of the
national policies with the local demands as well as enhanced efficiency of services provision. Local
governments are important in equating national development goals into localized interventions in a diverse
and regionally unbalanced nation such as India. Decentralization aims to enhance inclusive growth, narrow
regional inequalities and strengthen the economic activity of the grassroots level by empowering Panchayati
Raj Institutions and Urban Local Bodies. Nonetheless, the decentralization effect in development has been
unequal because of variations among institutional capacity, financial independence, and quality of governance

in regions. (Rogovskii, 1983).
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Decentralization also plays the role of reducing poverty as it allows identification of recipients locally and
welfare programs targeted. Local governments have local information on socio-economic realities and can
therefore formulate and initiate interventions that can target certain vulnerabilities. (Ferdik et al., 2013). The
decentralization of planning also enables the community to take part in the process of choosing and controlling
development plans and enhances efficiency in targeting and lessens errors of exclusion. Local institutions in
the rural scenes are significant in realizing the programs of employment generation, social assistance and
livelihood support, thus increasing the household security of income. Nevertheless, the success of the poverty
reduction efforts is determined by the administrative capacity and the inclusivity level of the local decision-
making processes. (Aughey et al., 2026).

4.2 Infrastructure Development at the Local Level

The local governments play the central role in planning, implementing and sustaining basic infrastructure like
roads, drinking water systems, sanitation facilities as well as local markets. Decentralization allows
infrastructure projects to be based on local demand and geographical factors, minimizing the differences
between how the resources are distributed and the needs of the community. Urban Local Bodies in urban areas
are in charge of infrastructure such as transport, waste management, housing and amenities such as housing
and recreation, which are vital in economic productivity and the quality of life. Good decentralization
promotes local economic performance through better access to markets, lower transaction costs and improving
the living standards. (Lucas, 1975).

TABLE 3: Role of Local Governments in Infrastructure Development

implementation

Sector Role of Local Governments | Development Impact

Rural Roads Planning and maintenance | Improved market access

Water Supply Local management and | Health and productivity
monitoring gains

Sanitation Community-level Public health improvement

Urban Transport

Local planning and

Enhanced urban mobility

regulation
Housing Implementation of housing | Social and  economic
schemes inclusion

Source: Based on Martinez-Vazquez, Lago-Pefias, & Sacchi (2017); Mukherjee (2020); Healey (1998).
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One of the desired results of the decentralization is the improved delivery of services to the people. Primary
education, basic health care, nutrition and sanitation are some of the basic services that should be provided by
local governments. Decentralization of service delivery is associated with increase in responsiveness as it
helps to decrease the administrative distance between service providers and recipients. The presence of
communities affecting the surveillance amenities enhances responsibility and it can minimize lack of
efficiency and leakages. However, the vertical leadership differences in administrative capacity, staffing, and
funding still affect the quality and consistency of various services offered by diverse local jurisdictions,
restricting the homogeneity of the development gains. (Oberg et al., 2004).

4.4 Inter-State Variations in Development Outcomes

The results of decentralization differ significantly across states, although they all share a similar constitutional
structure. In certain areas, successful decentralization of power and resources have seen the local governments
take initiative in development planning and provision of services. Conversely, in other states that have had
little devolution, local institutions are weak and their developmental performance is limited. (Fan et al., 2026).
These disparities depict a difference in political dedication, administrative ability, fiscal dispensation, and

administration practice, which are leading to disproportional local growth patterns. (Dennig et al., 2024).

TABLE 4: Patterns of Decentralization Outcomes Across States

Dimension Higher-Performing States | Lower-Performing States

Fiscal Autonomy Greater local revenue | Heavy dependence on
control transfers

Administrative Capacity Skilled local personnel Staff shortages

Service Delivery

Improved coverage and

Inconsistent performance

quality

Citizen Participation Active community | Limited participation

engagement

Source: Derived from Alok (2018); Fan, Lin, & Treisman (2009); Oates (2005); Sukumar et al. (2019).
4.5 Evidence from Empirical Studies in India

The findings on the role of decentralization on economic development of India are mixed due to empirical
studies in this area. Although certain commentaries show that decentralized governance has led to better
service delivery and welfare targeting, others point out to intractable issues like the elite capture, fiscal
dependency as well as uneven institutional capacity. (Hidayat et al., 2024). This evidence indicates that

decentralization is not necessarily effective or ineffective, but it is the outcomes that seem to be. The subtle
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evaluation of such circumstances is critical to the accurate interpretation of the real developmental potential

of the reforms of decentralization. (Meredith, 1982).
5. POLITICAL ECONOMY CONSTRAINTS IN LOCAL GOVERNANCE

Although there has been a formal agreement on decentralization, the results of local governance in India are
highly influenced by the limitations of the political economy that restrain the developmental opportunities of
decentralized institutions. The reforms of decentralization are carried out in the context of the prevailing
systems of political, social and administrative, which affect the forms of exercising power and resources at
the local level. This has led to the local governments normally experiencing issues to do with power
asymmetries, fiscal dependence, capacity constraints and poor accountability structures. This section discusses
the most important limitations of politics economy that limit the efficacy of local government as an engine of

economic growth. (Eiser, 2020).
5.1 Elite Capture and Power Asymmetries

The issue of elite capture has been the focus of the decentralized system of governance. The political and
economic elites of a region tend to have a dissimilar influence on the decision making and define the priorities
of development in terms that benefits them. This kind of dominance may marginalize the weaker social groups
and restrict the inclusiveness of development interventions. Despite the fact that the idea of decentralization
will democratize the process of governance, social hierarchies and unequal distribution of power to make
decisions can eliminate participatory decision-making. This means that local development projects can
strengthen the status quo in terms of inequalities instead of leading to the creation of widespread economic
growth. (Carroll, 1989).

5.2 Fiscal Dependency and Limited Autonomy

Local Government Autonomy is to a great extent curtailed by the fiscal dependency on higher levels of
government. Little own-source revenue collection and dependence on intergovernmental transfers limit the
ability to plan and expend its way at a local level. This addiction deteriorates the incentives in managing
resources efficiently and accountability towards local citizens. In addition, the delays and unpredictabilities in
the transfer of funds may interfere with the development planning and implementation. In the absence of
sufficient fiscal independence, there is a danger of decentralization being more of a procedure than a

substantive matter and its ability to contribute to a lasting economic growth. (Le, 1999).
5.3 Institutional and Administrative Capacity Constraints

Administrative and institutional power is highly associated with the ability of local governments to carry out
devolved functions. Most of the local institutions lack skilled staff, lack of technical skills, poor planning, and
monitoring. The limitations make the efficient implementation of the development programs impossible and
undermine the results of service delivery. The problem of capacity constraints is especially evident in smaller

and resource-poor jurisdictions, in which the access to training and institutional support also poses a challenge,
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undermining the performance of governance. In this kind of situation, decentralization can lead to more

responsibilities, but not an increase in implementation potential. (Christie et al., 2003).
5.4 Political Interference and Centralization Tendencies

In spite of the fact that decentralization structures underline the importance of local autonomy, the upper levels
of government frequently still exercise a great influence on the local governmental affairs by means of
administrative control and political interference. Interference on state level may influence leadership stability,
policy priorities, and local level of decision making processes. The presence of decentralization and
recentralization trends are observed in certain situations when the main functions and financial capabilities
stay centralized at a higher level. These forces undermine the local accountability and erode the effectiveness

of decentralized governance in development. (Ok et al., 2007).
5.5 Accountability and Transparency Challenges

Centralization requires well-developed accountability and transparency bodies at the local extents.
Nevertheless, the lack of awareness of citizens, low attendance of local decision-making, and weak oversight
systems diminish the efficiency of accountability systems. Lack of transparency may also result into
inefficiency and misuse of government funds, which will diminish confidence in the local institutions.
Although decentralization brings in the aspect of participatory governance, its effectiveness relies on the
availability of mechanisms that allow the citizens to check the performance and hold the local authorities

accountable. (Purkayastha et al., 2003).

TABLE 5: Key Political Economy Constraints Affecting Local Governance

Constraint Core Issue Development Impact
Elite Capture Concentration of local | Unequal resource
power allocation
Fiscal Dependency Limited revenue autonomy | Restricted planning
capacity
Capacity Deficits Skill and staffing gaps Weak implementation
Political Interference Higher-level control Reduced local
accountability
Accountability Gaps Weak oversight | Inefficient service delivery
mechanisms

Source: Synthesized from Khan (2008); Higley (2010); Brennan & Solomon (2008); Ball (2009); Christensen
(2000).
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6. DISCUSSION AND POLICY IMPLICATIONS

As it is indicated in the analysis, there are inconsistent economic development impacts of decentralization in
India that have been formed not merely by institutional design, but also by the dynamics of the politics
economy. Although constitutional reforms have formed a formal system of local self-government, the reforms
are not effective in all regions because of the devolution, capacity, and governance practices. (Higley, 2010).

6.1 Uneven Development Outcomes

The concept of decentralization does not work equally in local settings. In the case of local governments that
have real power to control, fiscal resources as well as administrative capacity, decentralization has helped in
the delivery of better services, planning of local development. (Upadhyay & Rajasekhar, 2024). On the
contrary, what has been called partial or symbolic devolution has restricted the developmental functions of

local institutions in most of the regions keeping the disparities between regions alive. (Nyaga et al., 2013).
6.2 Strengthening Local Autonomy

Effective decentralization requires promoting the fiscal and administrative autonomy. Local government
needs a predictable financial base, an increased capacity to raise own source revenue, and transfers on time to
help in development planning. To enhance the performance of governance, administrative capacity building,
professionalization of local bureaucracies and technical support mechanisms are also significant. (Khan,
2008).

6.3 Accountability and Participation

Mechanisms of accountability are important in defining the result of decentralization. Elite capture can be
reduced and service delivery enhanced by more transparency, citizen involvement and monitoring by the
community. Using digital governance tools and planning processes with participation can provide chances to

enhance the accountability and responsiveness of local level. (Ruggeri & Zou, 2006).
6.4 Implications for Sustainable Development

Good decentralization has the potential to promote inclusion and sustainable economic development through
the provision of locally-centered approaches and minimization of regional disparities. Decentralization
however should be coupled with institutional reforms that enhance fiscal empowerment, capacity building and
accountability. It can be regarded as an ongoing process of governance as opposed to a goal. (Gil-Serrate et
al., 2011).
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7. CONCLUSION

Decentralization has been a governance change that has been greatly encouraged as a way of promoting
economic growth, democratic and service provision to the people. The constitutionalization of local
government by the 73rd and 74th Constitutional Amendment Acts in the Indian context is a major institutional
initiative in empowering the grassroots institutions. But, as it is shown in this study, decentralization is not a
standardized or automatic road to development. It is influenced by the institutional design, fiscal policies and

administrative capacity and the political economy processes at the local level. (Silver et al., 2001).
7.1 Summary of Key Findings

The researchers conclude that decentralization has helped in enhancing service provision, localization of
infrastructures and focused welfare provision in some areas. Meanwhile, there is a persistent presence of great
differences among states because of the varying levels of devolution of authority and fiscal autonomy, as well
as, institutional capacity. Limitations to political economy, which include elite capture and fiscal dependency,
administrative deficiency, political interference, etc, are still affecting the performance of local governance,

and restrict developmental potential of decentralization. (Healey, 1998).
7.2 Theoretical and Policy Contributions

The paper has added to the literature since it incorporates a political economy view of decentralization and
economic development. Leaving the normative assumption about the benefits of decentralization, the study
shows the influences of power relations, incentives and institutional environments on the outcomes of the
development. Policy wise, the results highlight the importance of authentic devolution, increased fiscal
independency, a more powerful administrative body and effective accountability systems to enhance the

efficiency of local government. (Kim et al., 2019).
7.3 Limitations of the Study

There are some limitations of the study. It is also based mainly on secondary literature and institutional
analysis and does not imply wide primary data and econometric estimation. Also, the topic of regional
variations is analyzed on a general level that is possibly not representative of local governance dynamics. Such
constraints imply that one should be careful when extending the results to all of the local governance settings
in India. (Ferrinho et al., 2011).

7.4 Directions for Future Research

The future studies might use quantitative and mixed-method design options to identify the causal relationships
between the effects of decentralization and economic development. The cross-state, cross-sector comparative
studies can provide more information about the circumstances, in which the decentralization works best. More
studies about citizen participation, digital governance, and accountability innovations on local level would

also provide a more holistic insight into decentralized governance in India. (Willner, 2001).
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