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PREFACE -

In the curricular structure introduced by this University for students of Post-Graduate
degree programme, the opportunity to pursue Post-Graduate course in Subjects introduced
by this University is equally available to all learners. Instead of being guided by any
presumption about ability level, it would perhaps stand to reason if receptivity of a
learner is judged in the course of the learning process, That would be entirely in keeping
~ with the objectives of open educaion which does not believe in artificial differentiation.

Keeping this in view, study materials of the Post-Graduate level in different subjects
are being prepared on the basis of a well laid-out syllabus. The course structure combines
the best elements in the approved syllabi of Central and State Universities in respective
subjects. It has been so designed as to be upgradable with the addition of new information
as well as results of fresh thinking and analysis,

The accepted methodology of distance education has been followed in the preparation
ol these study materials. Co-operation in every form of experienced scholars is
indispensable for a work of this kind. We, therefore, owe an enormous debt of gratitude
lo everyone whose lireless cfforts went into the writing, editing and devising of proper
lay-out of the meterials. Practically speaking, their role amounts to an involvement in
invisible leaching. For, whoever makes use of these study materials would virtually
derive the benefit of learning under their collective care without each being seen by-the
other. ; :

The more a learner would seriously pursue these study malerials the easier it will be
for him or her to reach out to larger horizons of a subject. Care has also been taken to
make the language lucid and presentation aitractive so that they may be rated as quality
self-learning materials. I anything remains still obscure or difficult to follow, arrangements
are there to come to terms with them through the counselling sessions regularly available
at the network of study centres set up by the University.

Needless to add, a great deal of these cfforts is still experimental—in fact, pioncering
in certain areas. Naturally, there is every possibility of some lapse or deficiency here and
there. However, these do admit of rectification and further improvement in due course.
On the whole, therefore, these study materials are expected to evoke wider appreciation
the more they receive serious attention of all concerned.

Professor (Dr.) Manimala Das
Fice-Chuncellor
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Unit - 1 0 Liberal Theory of Local Governance

Structure
1.1 Introduction
1.2 Decentralization

121 Merits and Demerits of Decentralization

13 Development Economics

1.4 The Political Economy of Local Power Based Government in a Liberal
Set up,

1.5 Elite Dominance in Local Power Based Government,

1.6 Genesis of Local Power Structure in the Western World,

1.1 Introduction

The word “liberal” comes from the Latin [iber (“free, not slave”). It is widely
associated with the word “liberty” and the concept of freedom. Niccold Machiavelli, in
his Discourses on Livy, laid down the principles of republican government. John Locke
in England and the thinkers of the French Enlightenment articulated the struggle for
freedom in terms of the Rights of Man,

Following the American War of Independence, United States of America emerged as
the first nation to design a constitution based on the coneept of liberal government,
especially the idea that governments must rule by the consent of the people. The more
moderate bourgeois elements of the French Revolution tried to establish a government
based on liberal principles of liberty, equality and fraternity. Economists such as Adam
Smith, in The Wealth of Nations (1776), enunciated the liberal principles of free trade.
Beginning in the late 18th century, liberalism became a major ideology in virtually all
developed countries. All these acted as significant sources for the evolution of the liberal
theory of local government.

Liberalism upholds following principles:

® individual rights and equality of opportunity
freedom of thought for individuals,
limitations on power,
the rule of law,
the free exchange of ideas,

a market economy,




® frec private enterprise,

e a fransparent system of govenunent in whlch the rights of all citizens are
protected.

Liberalism rejected many foundational assumptions of earlier theories of government,
such as the Divine Right of Kings, hereditary status, and established religion.

In the 21st century, this usually means liberal democracy with open and fair elections,
where all citizens have equal rights by law. These rights and conditions can be secured
only by true democracy. True democracy is inseparable from p{)htu,al liberty and is based
on the conscious, free and enlightened consent of the majority, expressed through a free
and secret ballot, with due respect for the liberties and opinions of minorities.

These factors raised hands for establishing local governments based on liberal
principles to be continuously adjusted for the greater benefit of humanity. Fundamental
human rights that all liberals support i.e., the right to life, liberty, and property. became -
chief objectives for these local governments.

Since freedom and equality do not always go hand in hand, liberal philosophies differ
to identify common points at which welfare of the people can be attained. Classical
liberalism emphasizes free private enterprise, individual property rights, laissez-faire
economic policy, and freedom of contract, and opposes the welfare state. Classical
liberals support equality before the law and hold that economic inequality arises naturally
from competition in the free market. New liberals advocate a greater degree of
government influence to protect individual rights. New liberals support universal
education, and many also support welfare, including benefits for the unemployed,
housing for the homeless, and medical care for the sick, all supported by progressive
taxation. The later laid siress on welfare state approach.

Liberalism claims that the rights to education and other rcqmremcnts for human
development and security aim to advance equal opportunity and personal dignity and to
promote a creative and productive society. To guarantee those rights, liberals have
supported a wider social and economic role for the state, counterbalanced by wider
guarantees of civil liberties and a wider social system of checks and balances protected
by an independent press and pluralistic society. If individuals can have a right to
participate in a public capacity, then they have a right to expect education and social
protections against any sort of discrimination,

Liberalism suggests that power structures at the local level are to be differently
understood, i.e., not to be equated with the national power structure. They are not junior
editions of the national corporate community, because local power structures are land-
based growth coalitions. They seck to intensify land use.

The study of the liberal theories of local governance has taken shape out of the from
the local government studies. The main purpose is to present a systematic description of
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the structure of local governance theory in a liberal political context. If one starts with
the discussions on the development of local government studies and on the field of
theories of local governance it has to be agreed that appropriate theories were not
formed even in the British and American contexts until the end of the 1960’s. In the field
of local government studies, there is no theory that can meet the challenge raised by these
general topics. There is no understanding of the relationships between -theory and
practice as expressed, for instance, in the idea of double hermeneutics. All these
shortcomings mean that there is hardly any fundamental research (except some empirical
projects) which could clarify conceptual and theoretical questions related to modern
local government.

The individual is always to be born in human society and has to be associated with
a social position and horizon of opportunities from the very first day of his life, although
a person is not, of course, always aware of them. Further, the individual is inseparable
part of the social field in which he exists and operates. Thus, the human existence has
a logically social and positional character. Local government, therefore, must be studied
in the context of the socio-economic set up of the country, which in turn determines the
terms and values of a political system and vice-versa. It must take into account all the
relevant asymmetrical relations, which affect the formation and operation of phenomena
of local government and local community life, leading to the creation of an urge for
decentralization in a liberal democratic state system.

1.2 Decentralization

Decentralization refers to the global trend of devolving the responsibilities of
centralized governments to regional or local governments. The promise of
decentralization is to enhance efficiency through inter-governmental competition and
fiscal discipline and to raise democratic voice through enhanced, constructive and bold
local voice. Fiscal federalism is the most prominent aspect of decentralization. It implies
the allocation of tax and expenditure authority to the lowest/grassroot level of
government. If implemented properly it can create the discipline and market features
necessary to ensure productive efficiency. Decentralization works best in settings where
there are strong traditions of democracy, accountability and professionalism down to the
sub-national level of government. It does not provide a short cut to governmental
capacity in situations where these preconditions are absent. In areas with regional
inequality, even if decentralization may enhance productive efficiency but undermines
allocative efficiency by making redistribution more difficult and complex. Thus
decentralization should be used with caution in situations where there are vices of
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inequality, corruption and weak managerial capacity or weak democratic traditions,-
which makes it imperative to develop local government structures more systematically
-and carefully.

1.2.1 Merits and Demerits of Decentralization
Pros i

Promotes democracy because it provides better opportunities for local residents to
_participate in decision-making. =

Increases efficiency in delivery of public services; delegation of reéponsibilti}r avoids
bottlenecks and bureaucracy.

Provides a chance for poor households to participate in local institutions and have
their conceins recognized.

Leads to higher quality of public services because of local acmuntahi]ity.and
sensitivity to local needs. :

Enhances social and economic development, which rely on local knowledge,

Increases transparency, accountability, and the response-capacity of government
institutions. :

Allows greater political representation for diverse political, ethnic, religious, and
economic groups in decision-making,

Increases political stability and national unity by allowing citizens to better control
public programs at the local level.

Cons

Undermines democracy by empowering local elites, beyond the reach or concern of
central government.

Worsens delivery of service in the absence of effective controls and oversight.
Local institutions reflect the anti-poor biases present at the state level.
Quality of services deteriorates due to lack of local capacity and insufficient funds.

Gains arising from participation by local people offset by increased corruption and
inequalities among regions.

Promises too much and overloads capacity of local governments.

Creates new fensions or ignites dormant ethnic and religious rivalries;
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Weakens states because it can increase regional inequalities, lead to separatism, or
undermine national financial governance.

The best way to ensure that decision-makers are accountable to local people and
decision-making reflects the interests of local people is to vest powers in elected
authorities who are chosen through competitive local elections, While it is often difficult ;
to rein in the political forces that stifle open elections, the benefits can be substantial. For
example, competitive local elections in West Bengal of India helped make policy more
responsive to the poor, and in Colombia, competitively elected mayors— challengers to
the dominant party politics—brought about better education, roads, and water supply.

Decentralization can be structured in ways that make it more effective and beneficial
for the poor. Elected local governments often tend to have a poor record of serving the
interests of women, the poor, and other marginalized populations unless required to do
so by the central government . Special measures are needed to ensure that
deceniralization benefits the poorest people and most vulnerable groups— women,
indigenous people, the landless, migrants, and minority castes. In 1978, for example, the :
government of West Bengal specifically sought to increase the power of poor and
landless peasants by devolving implementation of government programs to the village
councils, and mobilizing poor peasants to participate, As a resulf, 44 percent of those on
village councils in Birbhum District are now small farm owners, sharecroppicis, or
agricultural laborers, and the benefits of government development programs are
increasingly going to the poorer members of the community. Kerala State’s approach in
1996 was to give 35-40 percent of the state budget to local governance bodies for
development planning, with detailed guidelines to make planning processes both
participatory and equitable,

The research models contain seven key elements which are drawn from the writings
of Russell Keat and John Urry and also of theorists like Anthony Giddens, Erik Olin
Wright, C. Wright Mills and Carol C. Gould, They can be summarized as follows :
1. Defining the research situation,

2. Double hermentutics as the methodological precondition for the research and the
potential intervention. '

3. Defining and systematizing the phenomenon.

4. Contextualization: defining the local government in the social context.

5. Theory of modern society and its radicalization: critical analysis of local
government as an instance of modern society.

This includes following elements:

* Model of the field of relevant actors.

* Description of the causal powers of actors and their relationships.

* Theoretical and empirical analysis.
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* Empirical demonstration and presentation.

6. The scientific transgression. .

7. Performing a poetic realist evaluation and creating horizons of emancipation.

According to the model presented in the module, local government must be studied
in'a contextual way. Local government must be seen as the instance of modern society
producing real world states. Local government theory is a tool by which researchers can
produce genuine transgression, which in turn gives possibilities for emancipation. If one
is to develop his research in this way, it becomes imperative for him to begin by
exploring the meaning of development economics.

1.3 Development Economics

Classical or neo-classical economics is concerned primarily with the efficient and cost
effective allocation of scarce resources and with the optimal growth of those resources
over time, They hold that countries develop economically via the market. In a market
economy, economic benefits flow to participants, who may be the individuals or
countries, with self-interested and voluntary acts. This behavior is efficient and produces
the greatest overall economic growth. Therefore, Classical or neo-classical economics
hold that specially developing countries are experiencing economic growth problems,
because of the government-created barriers that restrict the free market. To them to
stimulate growth, those inefficient barriers have to be removed. This type of analysis and
solution is universally applied - i.e., it does not radically change depending on the
country being analyzed.

Marxist political economy provides a broader view of economic development, Like
classical and neo-classical economists, Marxist political economists are concerned with
the efficient and cost effective allocation of scarce resources. They, however, bring a new
coefficient - politics - into the development equation. When addressing why some groups
or countries are better off than others, they don’t look solely at market forces for an
explanation, They focus on the social and political mechanisms that economic groups
have created in order to control the allocation of scarce resources.

Marxist political economists believe this to be universally applied as well. For
example, to an orthodox Marxist, the class struggle is a by-product of capitalism.
Capitalism inevitably creates a conflict between the working class and the owners of
capital. Regardless of the country in question, the conflict will always reach the same
result: the social inequities will reach an intolerable point and the working class will
instigate a socialist revolution that will overthrow the capitalist regime.

Development economics goes beyond the scope of either classical/neo-classical
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‘economics or Marxist economics, If, too, is concerned with the efficient allocation of
scarce resources. Its main concern, however, is sustained economic growth over time that
improves the standard of living for the masses who live in poverty in developing
countries, To that end, one of the main goals of development economics is the
formulation of public policies designed to bring about rapid economic growth.

Like classical/neo-classical economists and Marxist economists, development
economists see their role in society as model builders - they suggest models of economic
growth for governments to follow, Development economists, however, do not believe
that a single model can be universally applied, given the heterogeneity of developing
countries, Thus, development economics has combined relevant concepis from
traditional economic analysis with a broader multidisciplinary approach derived from
studying the historical and contemporary development experience of the specific region
or country in question. The tendency has been to first look at existing economic theories
for inspiration or insight. These existing theories are then modified or expanded upon so
as to make them applicable to developing countries. The resulting theories have been
used to explain the economic gap existing between developing and industrialized
countries. The goal of development economics has been to pinpoint the cultural,
political, economic and institutional mechanisms, both internal and external, impeding
economic development in order to modify them in such a manner as to bring about
ECOonomic progress.

By the 1950s, it was possible to divide the world into two groups of countries - the
poor and the wealthy. The wealthy group was composed of most of the Western
European countries, Canada and the United States, Inhabitants of these regions lived
(and still live) in great affluence and consumed a large part of the world’s resources. The
other group - Latin America, Asia and Africa - was poor, underdeveloped, and contained
almost 75 percent of the world’s population. Economists and govermment policymakers,
especially those in developing countries, began to look for reasons to explain this
disparity and for ways to eliminate it. As a possible solution, the theorists laid stress on
democratic decentralization through local self governing institutions.

1.4 The Political Economy of Local Power Based Government in a
libearl Set up

A local power structure is at its core an aggregate of land-based interests that profit -
from increasingly intensive use of land. It is a set of property owners who see their
futures as linked together because of a common desire to increase the value of their
individual status. This feeling of togetherness is reinforced by the fact that the pro-
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growth landed interests soon attract a set of staunch opponents. The inevitable tensions
between the growth coalition and its opponents has led to increased suburbanizatinn,
urban renewal, and many of the other problems in the 21st century, -

Due to the separation of local, state, and national government, the members of the
local growth coalition support those politicians at the state and national levels, who
oppose, in the name of fiscal and monetary responsibility or so called planned land use,
the kinds of government policies that might create more jobs. At the local level, they talk:
in terms of their attempts to create more jobs. Their goal is never profits, but only jobs,

The growth-coalition hypothesis leads fo certain expectations about the relationship
between power structures and local government. According to this view, the primary role
of government is to promote growth. It is not the only function, but it is the central one,
Local government promotes growth in several ways, the most visible of which are the
construction of the necessary sireets, sewers, and other public improvements and the
provision of the proper municipal services. However, building standards, and many other
government regulations also matter greatly in keeping property valuable. In this
situation, the state departments of planning and public works, among several, become
allies of the growth coalition with the hope that their departments will grow and prosper,
Then, in addition, government officials are expected to address and attract outside
investors, traveling to meet with them in their home cities or showing them the local
community and answering their questions when they come to inspect it for possible
investment. :

Since a great many specific government decisions can affect land values and growth
potentialities, leaders of the growth coalition are prime participants in local government,
Their involvement is even greater than that of corporate capitalists at the national level.

A theory that distinguishes between land-based growth elites and national-level
corporate capitalists explains that manufacturers usually are not concerned with land
values unless they are also big landowners as well. Their focus is on making profits
through the sale of products in regional, national, and international markets. For an

industrialist, any given locality is merely a site for production that they can quit easily

if it becomes too costly. Their power is not in their involvement in local government but
in their ability to move, which makes the local growth coalition eager to satisfy their
requests and at the same time creates an underlying tension between the two sets of
interests. Manufacturers provide money for urban planning, and political campaigns, but
it is land-based elites that often determine the trend of growth. The distinction between
a national-level power elite based in the corporate community and local-level growth
coalitions based in land and buildings and variety in their natures show once again why
it is necessary to study power structures distinctively in each country.
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1.5 Elite Dominance in Local Power Based Government

In the “information age”, information is also power. Again, the information important
to political decisions is not randomly distribuled throughout the society but concentrated
in a few hands. A small number of elite players who use it for their strategic interests
often hold the information crucial to public policy. There are also more subtle bases of
elite power. Political elites generally move in the same social circles. Because of their
similar social background and interests, they tend to share similar points of view on
public issues. Such informal but very real interconnections between political elites are
termed elite networks. Elite networks play a crucial role in recruiting candidates for
public office. Elite networks play a leading role in defining what social problems reach
the public agenda, what approaches are taken to policy probléms, and the formulation of
specific policy alternatives. In short, elites have political power. Many of them exploit
that power for personal or corporate gain. More importantly, elites tend to identify more
with each other than with the ordinary citizen. Electoral and representative processes are
more often systems to articulate the interests of power to the people than to speak the
will of the people to power. In a capitalistic system, with vast inequalities in the
distribution of wealth, information, and power, the voice of the people is too often
drowned out by the voice of wealth and privilege.

Elite theories of democracy are based not only on the obvious power of political elites,
but also on the wvery real incapacity of most members of contemporary liberal
democracies to perform as active, informed citizens as demanded by the democratic
ideal. Numerous empirical studies have shown that the ordinary person in contemporary
liberal democracies is very different from the Athenian model of the energetic,
concerned, knowledgeable democratic citizen. Apathy, cynicism, distrust, and dislike of
the political process are rampant in liberal democracies today. While most citizens
follow the TV news, many choose not cven to vote and some may be found intellectually
demanding forms of active political participation.

Twentieth century political theory has had to face the reality that cven in elective
democracies political elites rule. Before the twentieth century there were few large scale
representative democracies. However, in the 20th century with the expansion of the
number of electoral democracies, the task has become quite lucrative for the political
scientists to see how theory differed from practice. After studying the internal operations
of the German Social Democratic Party, Robert Michels promulgated the “iron law of
oligarchy,” asserting the ubiquity of elite dominance in the modern world, even within
a political party dedicated to working class solidarity and social democratic ideals.

It is recognized that there is elite dominance in democratic polities, but there is also
poular pressure on democratic polities. Theorists of liberal democracy put great emphasis
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on conflicts between elites with different social origins and different economic interests.
Certainly elites in democralic socictics are not monolithic and do have serious
differences of opinions and interests, although they also share much in common simply
because they share the same privilege status relative to ordinary citizens.

More importantly, democratic freedoms allow mass movements which express
popular demands to arise and influence the political system. The struggle for universal
voting rights was an example of how mass movements expressing popular demands were
able to broaden democratic rights and participation to the ordinary citizen. The
contemporary welfarc state is another example of how ordinary citizens can use their
democratic rights to force government to respond to their needs.

Democratic polities are dynamic systems, There are strong tendencies toward elite
control of democratic systems, but there are important countervailing tendencies for
mass movements to arise that express popular demands and even challenge elite
dominance. Understanding this dynamic tension between elite dominance and popular
movements is crucial to understanding modern democratic polities. The historical
struggles between elitism and popular government continue today in new form. The form
may be devolution of political power down to the grassroots level.

Demncrac}' has less to do with clections than with the broader social relations.
Democracy can be measured in terms of the extent of the people’s active participation
in decision-making, the degree to which they are adequately informed and who is able
realistically to run the office.

Elite rule basically contradicts rule by the people. When one contrasts the practices
of Athenian direct democracy with contemporary democratic systems, one can see just
how different they are, and how far contemporary notions of demaocracy have sirayed
from the idea of popular self government.

Representative democracy replaced direct popular governance with trusteeship of a
political elite only indirectly guided by popular will. Local level governance has revived
the idea of democracy based on popular sovercignty. It reconciled elite rule with
democratic theory. Liberal democrats recognize that eliles dominate representative
democracies, but they are essentially comfortable with this. Liberal democrats have no
hostility to popular participation, and they take elite domination not as a moral but a
practical imperative at the national level and stress on decentralization at the local level.

The flaw in liberal democratic theory gives rise to communitarian ideas, Liberal
democratic theory puts great stress on the importance of individual rights. The other side
of the coin of individual rights is social responsibilities, obligations, and duties. No one’s
individual rights can be proteeted unless others recognize their responsibility to respect
those rights. Communitarian theories of democracy say liberal democratic theory and
practice overlook this other side of democratic theory, though the liberals claim that
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individual rights can be better secured by expanding the scope of democratic
participation at the local level.

1.6 Genesis of Local Power Structure in the Western World.

The urge toward suburbs acceleratéd in the late-19th century as industrialization and
further creating roads for railways affected the cities in negative ways. First of all,
factories and railroads became a huge source of environmental pollution. The air started
becoming terrible in many large western cities. Even if the local growth coalitions tried -
to do something about this problem, but the railroad and manufacturing magnates always
would have the upper hand rejecting efforts at amelioration. Second, the large
manufacturing plants in the cities employed workers resulting in an increase in low-
income immigrant populations from Eastern and Southern Europe, who were looked
down upon by the established middle class—and crall workers—of Northern European
origins. Thus, ethnocentrism and class snobbery contributed to the movement of the
middle-class to the suburbs.

When these cities were small and relatively homogeneous, and when voting was still
limited, they were casily dominated by the local landed elites and their allies. But in the
last quarter of the 19th century, as the urbanization process got pace and new immigrants
poured into the cities to become industrial workers, the situation changed dramatically.
Ethnic-based political machines, came to electoral power in many city governments.

The local growth coalitions were deeply upset by this tumn of events. They claimed
that ethnic machines were raising taxes, appointing their supporters to government jobs,
and giving lucrative government contracts to their friends. In other words, they were
cutting themselves in on the action, and using povernment to move into land *;pemlannn
-and urban development for themselves,

The residents of a city/village want the local government to spend a greater share of
its budget on municipal services, social services, parks, and other amenities.
Nevertheless, the growing numbers of private investors want the lion’s share of the
money to go to physical infrastructure and anything that aids money making. The
residents of the cities who can afford to move to land outside the city, go to the arca for
getting space and develop it as a new city, a ‘suburb’.

It is also true that national and state level politicians to secure their vote banks do not
completely crass in their dealings with local citizens, They also belicve in a few use
values like municipal services, social services for residents of city/village or new
city(suburb) as long as their own taxes can be kept to a minimum.
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Unit — 2 O Neoliberal Theory of Local Governance

Structure
2.1 Introduction-Rethinking on the Concept of Democracy

2.2 Neo-Liberal Policies - A New Reality

2.3  Emphasis on Private Property Rights
24 Civil Liberties / Human Rights Context in Neo-liberal policies

2.5 The Downsizing of Government

1.1 Introduction-Rethinking on the Concept of Democracy

After the 1970s in the Western world and 1990s in China or India, the liberal
pendulum had swung away from increasing the role of government, and towards a greater
use of the free market and laissez-faire principles.

“ Marxist theory fails at the local level because it focuses almost entirely on finance and
industrial capital, treats neighborhood as merely a place lo reproduce the working class

and interprets every conflict as a “class conflict”.
"~ Ideologically, ncoliberalism draws upon the claim that social programs and
government bureaucracies arc inherently inefficient, and that the best way for society to
allocate it’s resources is through unregulated free markets. The main role of the
government then is not to provide for citizens, but o engage in penal and military
activity, and to eliminate anything, which may impede the “pure free market.”

Politically it is big business that has mostly pushed this transformation, and who have
profited most from it. The result has been a tremendously large gap between rich and
poot, along with growing poverty and homelessness. In the developing world, the neo-
liberal transformation has been led larpely by US dominated international financial
agencies, such as the IMF, which have forced nations to cut back on social programs and
economic regulations designed to protect the poor, in exchange for loans or foreign
investment. Globally, the “neoliberal” transformation has also largely been pushed by big
business — that is by, giant multinational corporate interests, who have used structural
adjustment, free trade, and other neo-liberal policies to insure international access to
unregulated labor and product markets with low taxation rates. The result has been vast
corporate profits, and the largest global gap between rich and poor in the history of the
world.

Global big business interests are pushing governments across the world to lessen
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regulations and social spending which protect the poor in their country. Global
neoliberalism justifies the destruction of social programs based on the ideological belief
that government burcaucracy and social spending is inherently inefficient. Finally, on
both the local and the global level, those disproportionately harmed by these neoliberal
policies are people of color — Afro-Asian world peoples throughout the globe and racial
minorities.

This system of neo-liberal transformation itself is but the continuation of hundreds of
years old historical legacies of European global conquest and global capitalist expansion.
Global forces - and, in particular, European imperialism - have been shaping poverty and
social marginalization for many centuries. Neoliberalism is the newest expression of
global capitalist expansion, which is functioning fundamentally as a system of
domination, oppression, exploitation, and suffering, which appropriates the labor power
and wealth of the masses and the rcsources of the Earth and concentrates those riches
in the hands of a very few capitalists.

2.2 Neo-Liberal Policies - A New Reality

Neo-liberal policies, variously labelled as Thatcherism, Reaganism, neo-
conservatism, and the New Right Agenda, were discernible by the mid-1970s and had
become formal government policy in many countries by the end of that decade or carly
in 1980s. They represent the political requirements of internationalized, highly
centralized, and global perspective of capital. They also influence the national policies
and the final act of the independent nation-state, because they want to minimize the
economic and political barriers to production and distribution around the world. They in
cffect wish to harmonized the national policies with the global economy.

This in turn will reduce the possibility of having national management of national
cconomies and exclusively national forms of the welfare state. All the industrial nations
and almost all of the developing nations are in the process of legislating these neo-liberal
policies and their initiation will inaugurate a new form of social reform. Social
democracy will rapidly lose its meaning and purpose, if it has not already, as all political
patties find themselves increasingly obliged, with greater or lesser resistance, to carry out
this New Right Agenda.

In the postwar period capital completed its .conquest of domestic markets. It
commodified almost every aspect of life within the nation state and the international
markets and opened up the world for business. In the 1970s, a self-generating system was
cvolved on the global level. It began to enter into the state sector. GATT (now the World
Trade Organization - WTO), the World Bank, the IMF, and other UN agencies and
representatives of eapital started applying pressurc to legislate neo-liberal policics
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intended to privatize state property, to release capital from social or political control,
even trespassing into the domain of national governments’ policy. Thereby they turned
those forms into corporate private property.

2.3 Emphasis on Private Property Rights

Underlying all the items on this New Right Agenda since the 1970s was the principle
of private property and the policy of advancing private property rights. Herein lays the
very basis of inequity and class definition in capitalist society. The rights of private
property are the foundation of differences in material wealth and associated differential
power,

Private property in this sense does not refer to tangible objects. Rather, it is a
relationship that members of a social unit have towards each other concerning the use
and disposal of socially necessary objects. To put it another way, properly consists of
socially defined rights, which is, enforceable claims or entitlements to the goods and
services produced or used in a society. This definition of property as rights, as forms of
ownership, points to the fact that property is an expression of conirol or regulation. Tt
implies the exercise of power over things produced, and even over the means of

producing things. Such power attached to private property is hardly benign or in the

interests of sociely as a whole,

“Privatization” - or the “transfer” of state assets and production of goods and services
to the private sector - has been carried out in a number of ways. The most obvious is an
outright sale to a private corporation, or the offering of stock market shares to the
“public.” Nevertheless, state assets can also be leased or liquidated and government
services can be contracted out or simply terminated. Where the process is politically
problematic the preferred route has been “privatization by attrition,” the gradual
reduction of services.

During the 1980s such “selling off™ took place in every industrial country and in many
“lesser developed™ nations, and the rapid worldwide application of this policy shows
little sign of abatement. It is not, however, a popular movement but rather a policy
promoted by government elites; that is, the motives come from outside the nation-state.
The political hue of the governments enacting these policies seems, on the whole, to be
unimportant; from a military dictatorship in Chile, to right-wing conservatives in Britain,
to social democrats in New Zealand, Spain, and France, to “communists” in China and
Cuba, the policy and practice of privatization have been remarkably similar. Where
governments have not promoted the policy, as in a few Third World countries,
privatization has been forced upon them in the terms of international loans.

Such a movement was for the most part created in the first place to aid in capital
accumulation. One of the more Important reasons for their creation was the need to
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reduce costs to the private sector by means of government provision of infrastructure.
State-financed construction and ownership of canals, harbours, power-generating plants,
water-supply systems, and railways and airports have been - and in some cases remain
- of enormous benefit to capital. They eliminate the need for a market-related profit, they
spread the costs of infrastructure for commercial use over the whole of society.

The qualitative changes in the world economy since the 1970s are largely responsible
for this shift. Massive technological changes in the mode of production have made it
possible for ever fewer productive units to dominate in a single world market. The
possibilities for further increasing capital accumulation were narmrowing with the
indebtedness of the Third World, rising unemployment in the industrial nations,
intensified international competition, and the destruction of nature. Growth in the private
sector began to slow down, but growth in the public sector, while varying across nations,
generally showed a relative increase by the early 1980s - mainly to counter the recessions
and meet increased needs on the side of the reproduction of capital and labour. By that
time most industrial couniries were spending more than a third of their Gross National
Expenditures in the public sector.

Given the internationalization of capital and i mcreasmg productivity, however, the
corporate sector started pursuing all possibilities for increasing private accumulation. It
sees in state ownership and control, the initiation of non-productive economy; the
corporate sector found those public ownerships, industries or services “unproductive,”
which were, outside the realm of private exploitation. They, thus, came with the
motivation for privatizing the public sector.

These capitalists justified privatization in the name of increasing efficiency,
productivity, or competition, the elimination of sources of state deficit, or less
government intervention in the economy leading fo free trade and more profit. On the
contrary, in many cases it has done just the opposite. It can lead to increased government
expenditures because privale operations rarely invest in health care, welfarc agencics,
hiphway maintenance, or prisons, as these do not produce profit. Privatization can also
increase the need for government regulation to overlook private corporations operating
in their self-interests, whereas public corporations mandatory operate in the public
interest, do not increase this need.

2.4 Civil Liberties / Human Rights Context in Neo-liberal Policies

Civil liberties or human rights are malienable, They are, however, the outcome of a
long history of contending forces, which makes them relative to time and place. Their
continuing existence in modern capitalist society is likewise relative to and dependent on
a certain balance of organized class or sectorial interests. Without this balance, civil
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liberties can be curtailed in favour of the interests of the stronger of the contending
forces. Everywhere in the world where the organized resistance of the subordinate
classes has been suppressed or eliminated, there is a corresponding abnegation of human
rights. The ruling classes, without organized opposition, are no respecters of civil
liberties when the pre-eminent power of capifal is threatened. In a system of private
property, many of these freedoms depend on the possession of private property. Without
it the freedoms remain, but only as abstractions, as unrealizable principles.

Implicitly recognizing this problem and the potential consequence of a loss of
legitimacy for the justice system, many industrial nations introduced state-supported
legal services and human rights commissions to allow those without the financial means
to be represented in court or to find redress for violations of their civil liberties,

Far from becoming more accessible to ils cilizens, governments are increasingly
employing powers to resirict access lo information about their activities. A world
dominated by global transnational corporations without supranational political control
provides little basis for civil liberties for the working classes, excepl as abstractions for
ideological reasons or when capital has been forced to acknowledge them.

As neo-liberal policies have come to be adopted across the industrial nations, as the:-,f
have started the process of dismantling the welfare state and downsizing the size and role
of government, one clear countertendency stands out: the expansion of forms of coercive
social control in almost every country. |

The political dilemma for capital is how to maintain the trappings of demoecracy in
the West, as crucial to social control, while economic inequality and long-term
unemployment increase, chronic decline of living standards sets in, and the powers of
national and local government decline. The consequent growing loss of legitimacy is
intensified by several other factors,- including decreasing political access, widening
corporate blackmail over jobs, pollution, and taxes, expanding numbers of single-party
or coalition political systems and spreading political corruption. Among the
industrialized countries, ltaly and Japan are probably the most notorious examples of
national governments characterized by political corruption, but they are hardly alone.

These in turn will have an effect, like Voter apathy, extra-parliamentary activities,
encompassing forms of direct political and economic action, both legal and illegal, and
perhaps more terrorism and consequent increase in state coercion. Power at the local
level may be a possible solution to these problems,

2.5 The Downsizing of Government

Perhaps the most important reason for the pressure to reduce the functions and size
of government is that the modern bureaucratic model of government was the product of
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a particular mode ol production, namely, industrial capitalism, but more particularly, of
the post-World War II period. The present era of capitalism, characterized by global
markets and computer applications, demands a different structurc of government; the
growing global economy is frustrated by the enormous size and inertia of anachronistic
national bureaucracies.

The “downsizing” of government often refers to a reduction in the functions of
government. The functions include all state interventions in the economy and social life
of the nation that have grown with the development of capital, Many of them arc reforms
won, after years of struggle, suffering, and loss ol life, by the working class for its own
protection and advancement in the face of capital. Gradually, but espocially after World
War 11, conditions made more reforms necessary and possible. One of the conditions
from an catlier era was a political system allowing for a change of government at morg .
or less regular intervals, a system that developed in an age of competilive capital and
reflected this competition by providing for alternations in control over the public pursc.
The rationale of modern polilics became the contest over which party, representing a
seclor or sectors ol civil society, would possess statc power to enact its policies, to
dispense public funds in accordance with its policies. In an age dominated by
transnational collaborations, however, a national political system allowing for
allernations in power of party and policy is no longer needed and, more precisely, it
forms a potential problem. The internationalized capital necds cither the removal of the
possibility that state power can be won by a patty opposed to neo-liberal policies, or the
redefinition of the role of the stale, Here lics the political motive for downsizing the
functions of government.

Downsizing in this scnse means the abrogation of government responsibilities for the
social and economic well-being of society; it means the redefinition of public duties by
the state or the reshaping of the boundarics between civil society and the statc so that
intervention by the stale in the affairs of civil society arc hereafter constitutionally ot
legally restricted. The objective is the minimal state on the one side and the market on
the other. _

Insofar as the “downsizing” of government refers to a reduction in the functions ol
government, it embodies a political rationale, The functions include all statc
interventions in the economy and social life of the nation that have grown with the
development of eapital. Many of them arc reforms orienled, after years of struggle by the
working class for its own protection and advancement in the face of capital. Gradually, -
but especially after World War 11, conditions made more rcforms necessary and possible.
One of the conditions from an earlier era was a political system allowing for a change
of government at more or less regular intervals. The rationale of modern politics became
the contest over which party, representing a sector or sectors of civil society, would
possess state power to enact its policies, to dispense public funds in accordance with its
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policics. In an age dominated by transnational conglomerates and consortiums, however,
a national political system allowing for alternations in power of parly and policy is no
longer needed and, more to the point, forms a potential problem. What internationalized
capilal needs is either the removal of the possibility that state power can be won by a
party opposed to neo-liberal policies, or the redefinition of the role of the state so that
the state cannot be used in the future in the way it was in the past. Here lics the political
motive for downsizing the lunctions of government. _

Downsizing n this sense means the abrogation of government responsibilities for the
social and economic well-being of society; it means the redefinition of public duties by
the state or the reshaping of the boundaries between civil society and the state so that
mtervention by the state in the affairs of civil socicty are hereafter constitutionally or
legally restricted. Social and economic reforms are to be reduced to a minimum and the
state be prevenled from re-establishing them. The objective is the minimal state on the
one side and the mythical market on the other. There is everywhere a shift to privatize
4s many aspects as possible of the health, educational, and social security systems. The
interim goal of many governments would appear to be a two-tiered system: private but
publicly supported medical treatment for the well-off, and a degraded state program for
those who cannot aflord to pay for private care, Other examples are social assistance
programs and insurance for unemployed and injured workers.

The more that these principles are put into practice, the more the principles of
universality and social right are undermined or consciously rejected; and the more the
failures and omissions of the system are presented as the responsibility of the individual
rather than of the state or corporation, the more every aspect of the welfare state can be
made into an instrument of social control. The policies have several overall goals: to
“shrink™ the state by reducing state responsibilities. ;

New Zealand’s neoliberal government in 1989 for example, devolved power and
decentralised  decision-making. The country stressed on  devolution, cconomic
rationalism and decentralised governance. It is argued, Neo-liberalism has combined
cconomics, the social and politics on behalf of rational choice as a principle of legitimacy
in the New Zealand context. The fundamental tension between central and local
administration is always in the main a tension of legitimacy, The conflicting demands of
autonomy and public accountability are a central issue. While governing bodics provide
the opportunity for citizen participation, citizens are not actively involved in school
governance.
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Unit — 3 0 Marxian Concept of Local Governance
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31 Marxism : A Conceptual Framework
2 Structure of Local Government in The USSR (Soviet Union) in The
Context of 1913,19'14,_1936,197? Constitutions
3.3 Structure of Local government in Russia in the Context of Post-
Communist Era
34 Structure of Local Government in the People’s Republic of China

3.4.1 Loeal Goverment Beveaus

3.4.2 Economic Reforms.

3.1 Marxism : A Conceptual Framework

Marxism is both the theory and the political practice derived from the work of Karl
Marx and Friedrich Engels. Any political practice or theory that is based on an
interpretation of the works of Marx and Engels may be called Marxism; this includes
different forms of politics and thought such as those of Communist Partics and
Communist states, as well as academic research across many ficlds. In addition, while
there arc many theoretical and practical differences among the various forms of
Marxism, most forms of Marxism share:

an attention to the malerial conditions of people’s lives, and social relations
among people ;

a belief that people’s consciousness of the conditions of their lives reflects these
material conditions and relations ;

an understanding of class in terms of differing relations of production, and as a
particular position within such relations ; °

an undcrstanding of material conditions and social relations as historically
malleable ;

a view of history according to which class struggle, the evolving conflict between
classes with opposing interests, structures each historical period and drives
historical change ;

a sympathy for the working class or proletariat ;

a belief that the ultimate interests of workers best match those of humanity in
general.
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The main points of contention among Marxists arc the degree to which they are
committed to a workers’ revolution as the means of achieving human emancipation and
enlightenment, and the actual mechanism through which such a revolution might oceur
and succced. Some Marxists, hnwevm such as Trotskyites, argue that no actual state has

ever fully realized Marxist principles; other Marxists, such as Aulonomists claim
Marxist principles cannot be realized in any stale consiruct seen through the 20th
Century, and would necessilate a re-conceptualization of the notion of state itself.

Mao Zedong thought was grounded in the notion of continual revolutionary strﬁgg]c
to destroy the negatives of the pre-revolutionary political economy and Deng Xiaoping
theory was designed to shift the CPC from this internal struggle mode to one of
pragmatic experimentation, focused on generaling technological advance and the
presumed consequent economic growth. This new concept for the CPC calls for a
rearrangement of the internal composition of the party itsell, in order to solidily the
technology/growth mission over the Maoist revolutionary mission. The core of CPC ig
the ‘idea that the party represents i) the majority of the Chinesc people, ii) advanced
culture, and iii) advanced technology.

Chinese state 1s still a strong state, cven if not as strong as in the Maoist era. In
particular, therc is a continuing struggle by grassroots organizations of citizens to regain
popular democratic control over public policy, if not to completely sever the lines of |
transmission connecling (ransnational power centers to government agencies and
legislative bodies,

Marx never grasped the signilicance of the institutions of liberal democracy as an
important heritage of modern societies that should be absorbed into socialism, Ile
however, championed a model of radical democratic self-government in his writings on
the Paris Communc. He never properly appreciated the institutional theory of democracy,
its constraints under capitalism, and how socialism would make possible fuller and richer
democracy.

As for the Marxists, they are so focused in their most abstract cateporics that when
they look at urban areas they can sce nothing but “accumulation,” “class strugple,” and
“the reproduction of labor power.” They do not understand that the landlords have played
a local and intermediary role. Instead, they make distinctions between “fractions of
capital,” and at best they see these “fractions™ differing over prolits in housing versus
lower wages for workers. '

3.2 Structure of Local government in the USSR (Soviet Union) in

the Context of 1918,1924,1936,1977 Constitutions

Following the Russian Revolution of 1917, the Soviet Union was proclaimed and the
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process of accumulating further territories under its banner was begun, with the treaty
confirming its creation signed in 1922. Soviet democracy or somctimes council
‘democracy was a form of democracy in which workers’ couneils were called “soviets”,
The Soviets consisted of worker-elected delegates and possessed both legislative and
cxecutive power. The soviets began at the local level and onto a national parliament-like
assembly, According to Lenin and other Soviet ideologists, the sovicts represented the
democratic will of the working class and were thus the embodiment of the dictatorship
of the proletariat. Critics , however, claim that workers’ councils/soviets were subverted
and nol truly sovercign in the USSR,

The process used to begin when the workers ol a cily elected their local soviet, This
body held both legislative and execulive power for that city, mostly identical to the Paris
Commune. The local soviets chose their delegates for their county sovict. These county
soviets in turn elected their provincial soviet. Lastly, the provincial soviets then chose
their delegates for the regional soviet, Each soviet had legislative-exceutive power over
the territory it governed.

This clective process of a group of soviets elecling the council above it continued onto
the national soviet, which was the supreme governing body of the nation. The national
soviet was not elected by the regional soviets, but rather by the county soviets, Each
county soviet had to clect and send a number of delegates to the national soviet that is
appropriate to accurately represent ils population. Each soviet (including some larger
locals) elected a small executive committee. ‘This assembly dealt with the day-to-day
allairs of the territory that its soviet governs. The executive committee was subservient
to its soviet and had to act in accordance with the soviet’s legislations, and it only
operated during times when the soviet wass not in session. This method is likely
borrowed [rom Athenian democracy.

Proponents argue that this form of government was a method through which the
dictatorship of the proletariat was (o be exereised in large populations. Soviet democracy
was democracy by proxy. Members of the soviets were close 1o those workers ot lower
soviel members that they represented and therelore (ranslated the people’s decisions into
legislation. Because of this, it is far more responsive than a centralized parliamentary
democracy. Ultimately soviet democracy wass based on direct demoeracy.

3.3 Structure of Local Government in Russia in the Context of
Post-Communist Era

Since the referendum of December 1993, which approved its existence, the Russian
constitution states that it is a federal republic governed by a strong executive president
with a bicameral Federal Assembly, the 450-member State Duma (lower chamber) and
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the 178-member Pederation Council (upper chamber), which like the president arc
clected to four year terms.

As the successor state to most of the territory once governed by the Soviet Union, the
Russian Federation could be thought to embody the essence of local democracy, Though
Russia is considercd by many to be a centralized regime with a strong president, like
Vladimir Putin and his United Russia party, in such a vast territorial expanse, regional
governors and city mayors represent the state in the post-communist era. However their
powers vary across the country. :

Under its constitution, a humber of powers are entrusted to the central authority,
though there is also some flexibility in the sharing of powers between the centre and each
region. Across Russia the situation does vary. Below the sub-national tier of republics,
oblasts, krais and okrugs, a common system of districts or counties, cities and towns and
rural districts exists. A third tier of towns under the jurisdiction of the districts also
exists. The majority of sub-national bodies have adopted federal legislation concerning
the local government autonomy and 10,955 municipalities are endowed with a charter
outlining their status. Turthermore, each locally is permitted to model its own
governance arrangements to reflect local circumstance, custom and complexion,
Of the 12,215 municipalities in Russia, 625 are cities, most of which arc headed by some
form of mayor. Of the 12,045 municipalities with elected bodies, 4,519 elect a mayor.
In some unpopulated or barcly populated areas, no local government exists.

The two federal cities of Moscow and St Pelersburg, the two historic centres and
capitals of Russia, both enjoy special systems of government. Moscow is divided into 10
administrative okrugs and 123 municipal districts, with a mayor oversecing the city
itself. St Petersburg is divided into 18 city districts, which are further subdivided into an
array of local administrative units, including nine cities/towns, 21 settlements and 81
districts, Ms Valentina Matvienko is the elected Governor of St Petersburg.

3.4 Structure of Local Government in the People’s Republic of
China

The politics of the People’s Republic of China take place in a framework of a single-
party socialist republic. The leadership of the Communist Party is clected in the PRC
Constitution. State power within the PRC is exercised through the Communist Party of
China, the Ceniral People’s Government and their provincial and local counterparts.
Under the dual leadership system, each local burean or office is under the theoretically
co-equal authority of the local leader and the leader of the corresponding office, bureau
or ministry at the next higher level. The will of Chinese cilizens is expressed through the
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legislative bodies of the People’s Congress system. Peaple’s Congress members at the
county level are elected by voters, These county level People’s Congresses have the
responsibility of’ oversight of local government, and clect members to the Provincial (or
Municipal in the case of independent municipalities) People’s Congress. The Provineial
People’s Congress in turn elects members to the National People’s Congress that mects
each year in March in Beijing. The ruling Communist Party committec at each level
plays a large role in the sclection of appropriate candidates for clection to the local
congress and to the higher levels.

The PRC’s population, geographical vastness, and social diversity frustrate attempts
to rule from Beijing. Economic reform during the 1980s and the devolution of much
ceniral government decision making, combined with the strong intercst of local
Communist Party ollicials in enriching themselves has made it increasingly difficult for
the central government fo assert its authority, Political power has become much less
personal and more institutionally based than it was during the first forty years of the
PRC. For example, Deng Xiaoping was never the President of China or Sceretary of the
Chinese Communist Party, yet he was for a decade the leader of China, Today the
authority of China’s leaders are much more tied to their institutional base.

Central government leaders must increasingly build consensus for new policies
among party members, local and regional leaders, inuential non-party members, and the
population at large. However, control is often maintained over the larger group through
control of information. The Chinese Communist Party considers China to be in the initial
stages of socialism, Many political observers see the PRC in transition from a system of
public ownership to one in which private ownership. Privatization of housing and
increasing freedom to make choices about education and employment scverely weakened
the work unit system that was once the basic cell of Communist Party control over
society.

Currently, local government in the People’s Republic of China is structured in a
hicrarchy on four different levels. Villages are not considered as parts of the hicrarchy.
Local government advances through the towaship, county, prefeciure or municipality,
and the province. Each level in the hierarchy is responsible for overseeing the work
carried out by lower levels on the administrative strata. At each level are two important
officials. A figure that represents (he Communist Party of China, colloguially termed (he
Party Chict or the Party Secrctary, acts as the policy maker. This figure is appointed by
their superiors. The head of the local People’s Government, is, in theory, elceted by the
people.

China, currently with a population of almost 1.3 billion people, has 22 provinees (it
considers Taiwan the 23rd), five autonomous regions, and four provinces-municipalities.
Hong Kong and Macau are special administrative regions. The county level of administra-
tion may represent any of a varicty of designations, from county level cities to city districts
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under provineial control. Then again, the town or village level may mean anything from an
autonomous village to something also called a county to a district not under the control of
a municipality. '

“Saeialism with Chinese characteristics’ and the structure of the government were for-
mulated in the 1934 constitution, which was revised in 1975, and replaced in 1978 and
1982, Reul executive power is in the hands of the General Secretary of the Chinesc Com-
munist party (CCP) and of the Premier and the State Council, also called the Central
People’s Government, within the National People’s Congress (NPC). The precise dynam-
ics are also very much a matter of the individuals in those offices and their personal fol-
lowings.

For every 400,000 people, a province elects a representalive to a five-year term in the
NPC, all of them members of the CCP or having the CCP’s blessing. (There are eight other
political parties, but they all defer to the CCP.) Its size (2,946 representatives in 2003)
precludes the NPC effectively fulfilling its constitutional roles of passing laws, approving
the budget, and so on, and the 153-member Standing Commiftee elecled from its ranks
does those things for it, and acts on its behalf*i a wide range of capacities. The State
Council, directed by the Premier, and including Vice Premiers, State Councillors and the
General Secretary, department and commission ministers and the Auditor General, en-
forces the decisions of the NPC and the Standing Committee. It also excreises power over
local government. '

Local representatives of the NPC are called Local People’s Congresses and Local Goy-
ernments and, in national autonomous regions, Autonomous Offices, Local Standing Com-
mittees arc produced out of Local People’s Congresses at county level or above All are
supposed to obey the State Council, Tdcal level People’s Courts have lower, middle and
higher ticrs; laws are'enforced by agencics (sometimes translated as procuratores) at Su-
preme, Local and Special levels, with provincial, autonomous region and municipal

procuratores included at the Local level, and cities having Jjurisdiction over procuratores at.

county, cily, autonomous county and district level.

The number of levels of local government has gone from six in 1949 to the current four
(province, county, cily or municipality and town or village), apart from national autono-
mous regions and special administrative districts. (In the latter, capitalism continues.)
Broadly stated, the purpose of all levels of local government in China is to achieve eco-
nomic and socioeconomic objectives, including by making short and long term plans for
development and acquiring all elements, including money, necessary Lo those ends, in
addition to ensuring rule of law and creating and maintaining infrastructure,

City and county governments arc headed by their respective People’s Congresses, with
bureaus to discharge functions, such as bealth and statistics, below them, and various

other commitices (such as of family planning and transport) and, in the cities, offices. -

Towns and villages also have offices corresponding to a People’s Congress. The election
process at all levels is indirect, with representatives lo the People’s Congresses clected by
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the population, and those representatives then electing the holders of the various local
government positions.

The economic and other development objectives with which each level of local govern-
ment is concerned are passed down to them from the next level up, and those objectives
are ultimately the expression of the goals of the Standing Committee. The way in which
they go about achieving those objectives, however, is affected by the fact that each level of
local government is also, politically, a complete and sell contained entity, so that there are
important ways in which it is not constrained by the laws or prioritics of the higher levels.
Moreover, since the 1980s central government policy has been to encourage growth by
delegating ever more authority to the lower levels. In 1990 Shanghai joined seven other
cities, one of which was Guangzhou (see more on Guangzhou below), in being released
from provincial rule. On top of that, the provincial governments have themselves found
the arh of the central government less and less inclined to reach them, freeing them to
improvise their own paths, with often complex and unpredictable added repercussions for
the levels below them. -

A movement towards streamlining the central government was reflected in three major
restructurings in 1993, 1998 and 2003, with reductions in numbers of ministries and stalf
That streamlining, of course, in turn reflects the liberalizing of the economy.

3.4.1 Local Government Revenues

Local revenue in China derives largely from local taxes (including collective enterprise
income, agricultural and real cstate taxes) and shared taxes (such as individual income,
product and business, and joint venture enterprise taxes), and from other sources (such as
monopolies, set quotas, and bonds and credits). All financial processes are directly over-
seen, in theory, by the provincial finance department, but local governments decide their
own budgets and develop methods and rules appropriate to local conditions. Local levels
of government in China also receive the portion of the central government’s consolidated
budget allotied to them. At all levels the budgets are subject (o discussion and approval by
the People’s Congresses.

Budgeted revenue and expenditures of departments of the State Council and of all local
governments are also audited by the State Council through offices with branches in those
levels, and finances outside the realm of the budget are operated through a graded man-
agement system.

The term cadre is often used, individually and collectively, to refer to what in English

speaking and non-communist contexts would probably be called civil servants. Cadre fill-
ing government, including local government, ranks, including the position of mayor (the
mayor’s is not the highest office in Chinese cities; he answers to the City Secretary) are
chosen, managed, dismissed and punished by CCP commiflees.
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3.4.2 Economic Reforms

The drive toward a market economy has, as might have been expected, borne fruit first
in the more populous and industrialized cities of eastern China. (Along the way, in 2001
China joined the World Trade Organization, officially committing itself to greater open-
ness to foreign investment, and there are now a _nurnbcr of “special econornic zones® with
conditions favourable to that end.)

Those cities include Beijing, the capital, Guangzhou, Shanghai and Shenzhen. Eco-
nomic success in those places has Ied to a burgeoning and ambitious middle class, inelud-
ing a wide range of skilled workers, executives, entreprencurs, intellectuals and white
collar workers. While the government’s point of view is that this middle class is still not as
big as it would like, and it appears to be officially encouraging migration to cities by rural
residents [urther west, the extent and depth of the poverty, cspecially among 28 million
farmers, 15 another imrnense challenge facing China. This year (2004), the government
announced the first increase in poverly in China since the cconomic reform movement
was initiated in 1978, It has even instituted a new department to address the issue, and the
aforementioned central auditing organ said that about ten per cent of the alrcady extremely
large [inancial resources directed to the stricken and backward western regions has pone
down the drains of inefficiency and embezzlement.

An important part of economic reform in China is the restructuring of State Owned
Enterprises (SOE), and the introduction of employee ownership into the reform of owner-
ship in township and village enterpriscs. Stock based employee ownership, however, is
secn as an innovation necessary for that restructuring, and has had little support from the
central government not only for ideological reasons, but also for an ingrained belief in the
factory manager system and in the idea that greater cfficiency can be achieved without
redesigning ownership, Stock based employee ownership has, therefore, grown most pro-
lifically at provincial and, in particular, local levels. Rules governing employee ownership
conflict with State Council laws and policies, but they carry on anyway, a fact only made
possible by administrative decentralization. That has meant that provincial and local gov-
ernments have become, in effect, the ownars of the SOE in their jurisdictions. Since itis a
socialist given that every citizen is a part owner of state owned enterprises, the central
government is the single owner of all SOE and, perhaps, of the whole economy. Since that
cannot be realized practically, the provincial and local povernments continue to have SOE
as their major source of revenue, thus making China, economically, a federation.

Unfortunately for many village employees and workers themselves, though, the role of

“their “ownership® in the ownership restructuring benefits them little, because ordinary
employees either get no shares (they all go to managers and government officials), or the
distribution of shares is a matter of their position in the company, or they relinquish con-
trol of their shares to their managers. The result is the control of the local economy by what
amounts to a new local economic aristocracy.
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4.2 Neo-Marxism
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4.1 A Brief Statement of History Behind the Rise of Neo-Marxist
Theory

The 1917 Octlober Revolution, led by Viadimir Lenin, was the first large scale attempt
to put Marxist ideas about a workers® state into praclice. The new government faced
counter-revolution, civil war and foreign infervention. Worry was that the revelution
came too early in Russia’s economic development. Consequently, the major Socialist
Party in the UK described the revolution as anti- melst within twenty-four hours.
Socialist revolution in Germany and other western countries failed, leaving the Soviet
Union on its own. An intense period of debate and stopgap solutions ensued, war
communism and the New Economic Policy (NEP). Lenin died and Toseph Stalin
gradually assumed control, climinating rivals and consolidating power as the Soviet
Union faced the horrible challenges of the 1930s and its global crisis-tendencies.

Modern followers of Leon Trotsky maintain that as predicted by Lenin, Trotsky, and
others already in the 1920s, Stalin’s “socialism in one country” was unable to maintain
itself, and according to some Marxist critics, the USSR cecased to show the
characteristics of a socialist statc long before its formal dissolution.

Following World War II, Marxist ideology, with a rise in revolutionary communist
partics all over the world were eventually able to gain power, and establish their own
version ol a Marxist state. Such nations included the People’s Republic of China,
Vietnam, Romania, East Germany, Albania, Cambodia, Ethiopia, South Yemen,
Yugoslavia, Cuba, and others. In some cases, these nations did not get along, The most
notable examples were rifts that occurred between the Soviet Union and China, as well
as Soviet Union and Yugoslavia (in 1948), whose leaders disagreed on certain elements
of Marxism and how it should be implemented into society.

Many of these self-proclaimed Marxist nations eventually became authoritarian states,
with stagnating economies. This caused some debate about whether or not these nations
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were in fact led by “true Marxists”, Critics of Marxism speculated that perhaps Marxist
ideology itself was to blame for the nations’ various problems.

The Chinese experience seems to be unique. Rather than falling under a single
family’s self-serving and dynastic interpretation of Marxism as happened in North Korea
and before 1989 in Fastern Europe, the Chinese government - after the end of the
struggles over the Mao legacy in 1980 and the ascent of Deng Xiaoping - seems to have
solved the succession crises that have plagued self-proclaimed Leninist governments
since the death of Lenin himself, Key to this success is another Leninism which is a NEP
(New Fconomic Policy) writ very large; Lenin’s own NEP of the 1920s was the
“permission” given to markets including speculation to operate by the Party which
retained final control, The Russian experience in Perestroika was that markets under
~ socialism were so opaque as to be both incfficient and corrupt but especially after
China’s application to join the WTO this does not seem to apply universally.

The death of “Marxism” in China has been prematurcly announced but since the Hong
Kong handover in 1997, the Beijing leadership has clearly retained final say over both
commercial and political affairs.

In 1991 the Soviet Union collapsed and the new Russian state ceased to identify itself
with Marxism. Other nations around the world followed suil. Since then, radical
Marxism or Communism has generally ceased to be a prominent political foree in global
politics, and has largely been replaced by more moderate versions of democratic
socialism-—or, more commonly, by aggressively neo-liberal capitalism. Marxism has
also had to engage with the rise in the Environmental movement. A merging of Marxism,
socialism, ecology and environmentalism has been achieved, and is often referred to as
Eco-socialism.

Since Marx's death in 1883, various groups around the world have appealed to
Marxism as the theoretical basis for their politics and policies, which have often proved
to be dramatically differcnt and conflicting. One of the first major polifical splits
occurred between the advocates of ‘reformism’, who argued that the transition to
socialism could occur within cxisting bourgeois parliamentarian frameworks, and
communists, who argued that the transition fo a socialist society required a revolution
and the dissolution of the capitalist state. The ‘reformist’ tendency, later known as social
democracy, came to be dominant in most of the parties affiliated to the Sccond
Tnternational and these partics supported their own governments in the First World War.
This issue caused the communists to break away, forming their own parties which
became members of the Third International.

‘The following countries had governments at some point in the twentieth century who
at least nominally adhered to Marxism: Albania, Afghanistan, Angola, Bulgaria, Chile,
China, Cuba, Czechoslovakia, Fast Germany, Ethiopia, Hungary, Laos, Moldova,
Mongolia, Mozambique, Nicaragua, North Korea, Poland, Romania, Russia, the USSR
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and its republics, South Yemen, Yugoslavia, Vietnam. In addition, the Indian states of
Kerala and Wesi Bengal have had Marxist governments.

Marxist political parties and movements have significantly declined since the fall of
the Soviet Union, with some exceptions, perthaps most notably Nepal.

4.2 Neo-Marxism

Neo-Marxism is a school of Marxism began in the 20th century. Il rejected economic
determinism being insiead far more libertarian. Neo-Marxism adds Max Weber's broader
understanding of social inequality, such as status and power, to orthodox Marxist thought.

The Frankfurt School is a school of nco-Marxist social theory emerged in Germany.
. One of the most controversial schools of development economics in the 1960s and 1970s
focused on neo-Marxist theory. Neo-Marxist schools of development economics in the

1960s and 1970s argued that Marx did not have sufficient information to develop a
theory dealing with underdevelopment.

Neo-Marxist economists aceepled Marxist philosophy in principle but argued that it
had to be modificd if it was to be applicable to developing countries. They argued that
Marx did not have sufficient information to develop a theory dealing with
underdevelopment. Neo-Marxists made important theoretical departures from orthodox
Marxist doctrine. :

Neo-Marxists broadened the scope of orthodox Marxist doctrine by looking at
exploitation among nations. Marx’s doctrine of surplus value staled that the worker was
being robbed by the capitalist class. The worker received only a fraction of the value of
the product which his labor produced. The differcnce was expropriated by the capitalists
- the private owners of the factories and the machines. The neo-Marxists gave this theory
an international dimension based on the behavior of nations. Hence they concluded that
industrialized countries historically extracted surplus value from developing countries.
Specifically, they argued that developed countries paid very low prices for the primary
products imported from developing countries, transformed them into finished products
and sold them back to developing countries at very high prices. This resulted in chronic
poverty and misery in developing countries. This framework became the basis for the
massive economic changes that occurred in Latin America after the onset of the debt
crisis in the early 1980s and for the equally pr{}found transformation of socialist
economies after the fall of the Soviet Union.

The Frankfurt School stresses on consciousness, ideology, culture, and sucializatiun
highlights the importance of transforming individuals and societies through change of
consciousness, culiure, and the institutions of everyday life such as cducation.

The Neo-Marxists are correct in singling out large-scale economiec changes, driven by
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the accumulation dynamic, as the force over which local clites have the least control.
Local growth entrepreneurs have to adapt to the structural economic imperatives created
by big capital investors around the world who have no interest one way or another in-
what their investments do to any given city or region. ITowever, the Marxists continue
to miss the point of growth-coalition theory:

Nevertheless, within the local realm, the prowth  elites are hegemonic. In both
ideological and structural terms, their dominance over the development process is felt
across a wide array of political, cconomic, and cultural institutions.

It is widely belicved that Communism died with the fall of the Soviet Union, But the
world’s most populous country — The People’s Republic of China — is yet ruled by
Communists. North Korea, Vietnam, Cambodia, Laos, Cuba, Angola, Zimbabwe, Congo,
and Namibia also have Communist governments. South Africa’s new president, Thabo
Mhbeki, is a Communist. Neo-Marxist politicians remain dominant in many former Soviet
republics, from Lukashenko in Belarus to Shevardnadze in Georgia

Chinese leadership sees the transition from a planned o a market economy and the
country’s recent accession to the WTO as the important context, China is often seen as a
special case given its unique historical and ideological background. Before opening to the
west in late 1970%s, China was a country with a long history and rich traditions, painfil
colonial experiences of® imperialist aggression, and a decade of total isolation during the
Cultural Revolution and three subsequent decades when links were limited to the Soviet
Union and the Third World. Neo-Marxists argue that the world order is dominated by the
rule of capital, which has become global today. Because global financial flows are so
large, governments rely increasingly on foreign capital to finance econonuc growth. One
way to attract foreign capital is to provide a ready supply of skilled labor by increasing the
average level of education in the labor force.

Another important variable in attracting foreign capital is reduced public spending and -
the relative expansion of private sector investment. Thus, plobalized capital pushes for
more and better education while simultaneously arguing for lower public spending to achicve
it. China has massive Foreign Direct Investment (FDI) inflows, second only to US in the
world starting from 1924. International capital flows play a vital role in stimulating the
development of Chinese economy. As a result, the reliance on forcign capital may pressure
the Chinese government into the reform strategies described by neo-Marxist theotists.

4.3 References

o Anthony Giddens, New Rules of Sociological Method: A Positive Critique of
Interpretative Sociologies , 1976
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4.4 Exercises

L. Long Answer based Questions
a. What Makes devolution of political power down to the grassroots level in new form
in modern societies?
b. What is development economics?
¢. Discuss critically the political economy of local power based governments.
d. [ow Global neo-liberalism is functioning?
¢. ‘Neo-liberalism is the newest expression of global capitalist expansion’- Explain
with justification.
f.  Write an essay on Neo-liberal policies sinee 1970s.
g. What led to the downsizing of the government since 1970s?
h. Writc a note on the factors that influenced the neo-liberal transformation.
i, Write a notc on the basic principles of Marxist view on local governance.
j.  Write a note on the structure of local government in the USSR in communist and
poss communist era.
k. Write a note on the structure of local government in the People’s Republic of
China.

II. Medium Answer based Questions

a. What arc the purposes of the local government studies?

b. What is decentralization? Why is it necessary?

¢. How classical or neo-classical economics cxplain development ?

c. How classical or neo-classical development economics differ from Marxist
interpretation?

d. Why liberalism suggests that power structures at the local level are to be
differently understood? '
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i
k.

What is gmmh -coalition hypothesis?

How land-based growth elites and national-level mrpnratc capitalists may be
distinguished?

Explain elite dominance in democracy.

What are the effects of creation of local power structure?

How the neo-liberal transformation has been made effective in the developing
world?

What are the impacts of the neo-liberal transformation in the developing world?
What [actors led to the risc of Neo-Marxism?

I1L. Short Answer based (Questions

B oM

S bh O

What is fiscal federalism?

What are the main preconditions for the success of decentralization?

Why local government is to be studied in a contextual way?

What are the significant sources for the evolution of the liberal theory of local
government.

What are the principles of Liberalism? -

What is Communitarian theorics of democracy?

Why Marxist theory fails at the local level ?

Who has led the neo-liberal transformation in the developing world?

*Social democracy will rapidly lose its meaning and purpose’. Do you agree?
Justify your answer. i

What are the main differences between Marxist and Neo-Marxist school of
thought in relation to local government theory?
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1.1 Introduction

The institutional structurc and regulatory framework of local governments must
provide an enabling environment for efficiency, integrity and participation.” Many
decentralization initiatives are being built upon local institutional structures that were
conceived under a centralized environment and create the wrong incentives. These
structures typically provide a high level of discretion to elected officials and government
officials.

Reform minded local governments have taken the initiate to define administrative
structurcs that establish the right incentives for local service provision. The most visible
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action is to discorporaie revenue earning and regulatory entitics away from political
influence. For example, the creation of municipal planning institutes (MPIs) in Brazil
(Curitiba) and later in Mexico (Ciudad Juarez) have had a profound and positive
influence on land use planning which tends to be one of the highest rent seeking nodes
within municipal administration. Professional staff, less likely to seek rents from the
public and to political pressures, are appointed to key urban planning positions.

The most promising reform to the structure of local government is the
decentralization of revenue collection and definition of expenditures to the neighborhood
level. By passing funds to the community through neighborhood associations the
municipality empowers the local community to monitor and assure impact from
municipal expenditures. Checks and balances may be established to avoid and limit
corruption, placing the burden of integrity on the neighbors themselves. This practice
may be successfully used in slum upgrading initiatives where the poorest urban dwellers
have a high stake in having public works produced efficiently.

Types' of local government vary according to the nature of National political systems.

1.1.1 Unitary States

In unitary nation-states including Belgium, Bulgaria, France, Great Britain, The
Netherlands, Japan, Poland, Romania, the Scandinavian countries, Spain, and many of
the Latin-American and Alfrican countries there are great differences, specifically in the
institutions and procedures through which their central governments interact with their
territorial subunils, :

In one type of umitary system, decentralization of power among sub-national
governments in practice often resembles federal arrangements although not in
constitutional principle. In Great Britain, for example, there are important elements of
regional autonomy in the relationship between Worthern Treland, Wales, and Scotland
and the national government in London; the complex system of elected local
governments, 1 in practice a fixed and fairly formidable part of the apparatus of British
government, although in constitutional theory they are subject to abrogation by
Parliament. [

.In other unitary systems of this type, decentralization on a territorial basis is actually
ensured constitutionally, and the powers of locally elected officials are enumerated in
detail. Thus, the Japanese constitution, for example, specifies certain autonomous
functions to be performed by local administrative authorities.

Some unitary systems make substaritially less space for territorial decentralization of
authority and employ rather sirict procedures for the central supervision of locally
elected governments. The classic example of this type is France . A few unitary systems
provide for decentralization by name only. In such cases, the officials responsible for
managing the affairs of the territorial subdivisions are appointees of the central
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government, and the role of locally elected officers is either minimal or nonexistent.
Examples of this kind of arrangement include Germany under Adolf Hitler and also
several formerly Communist countries. The Third Reich was divided into 42 Gaue. Fach
was headed by a gauleiter chosen for his personal loyalty to Hitler. In eastern Europe,
the people’s councils or people’s committees were named by the centrally organized
Communist parties.

1.1.2 Federal Systems

In federal systems, constitutionally political authority is distributed between two
autonomous sets of governments, one national and the other state/regional; both operate
directly in relation to the people. The national government exercises authority over the
whole national territory and provincial governments exercise independent authority
within their own territorics. Argentina, Australia, Brazil, Canada, India, Russia, the
United Siates, Austria, Germany, Malaysia, Mexico, Nigeria, Switzerland, and
Venezuela have federal form of governments with some variation in their federal
governmental structures and political processes. In Switzerland federal arrangements
reflect rather clear-cut cultural divisions. In Switzerland the people speak four different
languages—German, French, Talian, and Roman —and the federal system unites 26
historically and culturally different entities, known as cantons and demicantons. The
Swiss confederation originally was formed in the 13th century, By constitution of 1848,
as modified in 1874, Switzerland was converted into the modern federal state. The
principal agencies of federal government are a bicameral legislature, composed of a
National Council representing the people directly and a Council of States representing
the constituent members as entities, lts executive branch (Bundesrat) is elected by both
houses of the legislature in joint session. Its supreme court renders decisions on matters
affecting cantonal and federal relations. The Russian Federation’s arrangements are of a
markedly different kind, though it also reflects the cultural and linguistic diversity of the
country. Ethnic minorities have their own autonomous republic, province, or district.
These divisions provide varying degrees of autonomy in setting local policies and
provide a basis for the preservation of the minorities’ cultures, The national government
consists of the executive branch, led by the nationally elected president, the parliament
and a judicial branch that resolves constitutional matters.

In the United States, federal arrangements are found in conjunction with a large
measure of cultural homogeneity. The Constitution of the United States delegates to the
federal government certain activities that concern the whole people, such as the conduct
of foreign relations and war and the regulation of interstate commerce and foreign trade;
certain other functions are shared between the federal government and the states; and the
residual powers are reserved for the states, Two separate bodies of political officers, two
judicial systems, and two systems of taxation make this federal system workable. They
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also allow extensive interaction between the federal government and the states, T hus, the
clection of Congress and the president, the process of amending the Constitution, the
levying of taxes, and innumerable other functions necessitate cooperation between the
two levels of government and bind them into a tightly interlocking relationship.

1.2 Local Government in The United Kingdom

There is no single system of local government in the United Kingdom. The United
Kingdom is made up of constituent countries, England, Scotland, Wales and Northern
Ireland. Each has a different system of local government, They each use a pattern of
unitary authorities, meaning there is a single tier of local government. There are 32
council areas in Scotland, 22 counties and county boroughs in Wales, and 26 distriets in
Northern Ireland.

The Scottish Parliament and Scottish Executive, the National Assembly for Wales and
Welsh Assembly Government, and the Northern Ireland Assembly and Northern Ireland
Executive respectively. These bodies are part of the national, rather than loeal, tier of
government in the UK. ; ;

There is no single system of local government in the United Kingdom. The United
Kingdom is made up of constituent coantries, England, Scotland, Wales and Northern
Ireland. Bach has a different system of local government. They each use a pattern of
unitary authorities, meaning there is a single tier of local government. There are 32
council areas in Scotland, 22 counties and county boroughs in Wales, and 26 districts in
Northern [reland. -

The Scottish Parliament and Scottish Exccutive, the National Assembly for Wales and
Welsh Assembly Government, and the Northern Ireland Assembly and Northern Ireland
Executive respectively. These bodies are part of the national, rather than local, tier of
government in the UK.

1.3 History of Local Government in the United Kingdom

Local government in a recognisably modern form emerged during the late 19th
century. Most importantly, the Local Government Act 1888 created county councils and
county boroughs across England and Wales. In 1889, this was extended to Scotland and
by 1898 to Ireland.

Further reforms in the 1890s divided counties in England, Wales and Ireland into
various lower-tier districts, including rural districts, urban districts, municipal boroughs,
and in the County of London, metropolitan horoughs.
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The first major reform took place in 1965 when Greater London was created with a
new Greater London Council replacing the old London County Council.

Another large scale reform took place in 1974, by the Local Government Act 1972.
This abolished county boroughs and created a uniform two-tier system everywhere. In
England it created Metropolitan and non-metropolitan counties, which were sub-divided
into non-metropolitan and metropolitan districts, and merged some smaller counties such
as Rutland (into Leicestershire), Herefordshire and Worcestershire (into Hereford and
Worcester). A number of new counties were created including Avon, Humberside and
Cleveland. Several of the new counties created were called metropolitan counties which
had a different division of powers between county and district councils. In Wales the Act
created a set of entirely new counties for local government purposes.

In 1975 Scotland’s counties were abolished and replaced with two-tier Regions and
districts. From 1974 (1975 in Scotland) to 1986, the whole of England, Scotland and
Wales had a two-tier system, with district councils and county (or in Scotland, regional)
councils, X

This was changed in 1986 by the abolition of metropolifan county councils and the
Greater London Council. A local government reform took place in the 1990s, which was
instituted by the then Conservative Major government. Scotland and Wales moved to a
[ully unitary system in 1996, whilst expansion of unitary government in England happened
haphazardly, leaving parts of the country unitary, and other parts two-tier — a system
similar to that which prevailed between 1890 and 1974 in the whole of Great Britain.
Unitary local government was inserted as a precondition for the introduction of any elected
Regional Assemblies under the Labour government’s former plans to introduce such
bodies prior to the rejection by referendum in North East in November 2004,

The system in Northern Ireland dates from 1973; before then a system was used
identical to that used on the mainland before 1974. Its 26 district councils are mainly
responsible for environmental services, with education and social services being
provided at the provincial level thmugh area boards run from the various civil service
departments.

1.4 Structure of Local Government in England

The pattern of local government in England is more complex. Unlike the other three
constituent countries England has no separate governing body for the whole of it other
than that of the Government of the United Kingdom. It is subdivided into nine regions.
One of these, London, has an elected Assembly and Mayor, but the others have a
relatively minor role, with unelected repional assemblies and Regional Development
Agencics.
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Excluding Greater London, England has two different patterns of local government in
use. In some areas, there is a county council responsible for some services within a
county, with several district councils responsible for other services. County councils are
called ‘X County Council’, whereas district councils can be ‘District Council’, ‘Borough
Couneil’, or ‘City Council’ depending upon the status of the district, These councils are
elected in separate elections.

Some areas have only one level of local government, and these are replicas of unitary
authorities of the centre. Unitary authorities may be called County Councils,
Metropolitan Borough Councils, Borough Councils, City Councils, District Councils, or
sometimes, mere Councils, their role and authority remaining the same, Owverall
.- responsibility for issues such as transport in Greater London is vested in the Greater
London Authority. London is then divided into 32 London boroughs and the City of
London, which have powers between a normal district and a unitary authority,

1.4.1 Elections in England and Wales

The area which a council covers is divided into one or more electoral divisions. In
district councils they are known as ‘wards’, and in county councils as ‘electoral
divisions’. The term of a councillor is usually four years. Councils may be elected wholly
(Welsh councils), every four years, or ‘by thirds’, where a third of the councillors get
elected each year, with one year with no elections. Recently the by halves’ system,
whereby half of the council is elected every two years, has been allowed.

1.4.2 Elections in Scotland and Northern Ireland

In Scotland, the Labuor-Liberal Democrat Scottish Executive coalition agreed to
introduce the single transferable vote for local government elections from 2007 enwards
as part of its programme for govermment for the 2003-2007 session of the Scottish
Parliament. Proportional representation for local government was a long-standing
* objective of the Liberal Democrats, and the party made il a non-negotiable condition of
their signing up to a second coalition with Labour. Legal effect was given to the parties®
agreed policy by the Local Governance (Scotland) Act 2004. Wards will elect three or
four members each, and elections will continue to take place on the same day. Elections
take place every four years, the same year as the elections to the Scottish Parliament,
This recently replaced a three-year cycle. The last elections took: place in 2003 and the
next elections are due in 2007.

In Northern Ireland, local elections also use single transferable vole, with several
multi-member electoral areas in each district. As in Scotland, elections take place for the
whole council every four years. The last elections took place in 2005 , and the next
clections are due in 2009,
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1.4.3 Parishes and Communities

Below the district level, a district may be divided into several civil parishes. In Wales
and Scotland parishes are known as ‘communities’. Collectively these are known as
‘local councils’.

Local councils have various local responsibilities. Typical activities undertaken by a
parish council include allotments, parks, public LlULkb They also have a consultative
role in planning.

Local councils tend not to exist in metropolitan areas but there is nothing to stop their
cstablishment.

Sizes of council areas vary widely. The most populated unitary authority arvea in
England is Birmingham (a metropolitan borough) with 977,087 people (2001 census),
and the least populated non-metropolitan unitary area is Rutland with 34,563. However,
these arc outliers, and most English unitary authorities have a population in the range
150,000 to 300,000.

The smallest non-unitary district in England is Teesdale at 24,457 people and the
largest Northampton at 194 453 All but 9 non-unitary English districts have less than
150,000, though.

In Great Britain, councils have a general power to change the name of the district, and
consequently their own name. In England and Wales this is exercised under section 74
of the Local Government Act 1972, Such a resolufion must have two thirds of the votes
at a meeting convened for the purpose.

1.4.4 Boroughs

The boroughs arc in many cascs descendants of boroughs set up hundreds of years
ago, and so have accreted a number of traditions and ceremonial functions.

In borough councils there is often no directly-elected mayor; the chair of the council
is the mayor. In cerlain cities the mayor is known as the Lord Mayor. Councils may make
people honorary freemen or honorary aldermen,

1.4 Role of the Cuum_:ils and Councillors in England

Councils perform both executive and legislative functions. Functions arc in actual
excreised by important comunittees or subcommittees of the council in most of the cases
under the chairmanship of the leaders committees. The chair of the council itself
however is an honorary position with no real power or special authority.

In 2000 Parliament passed the Local Government Act 2000 to require councils to
move to an executive-based system, either with the council leader and a cabinet acting
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as an execulive authority, or with a directly-clected mayor, either with a mayor and
cabinet drawn from the councillors; or a mayor and council manager. There is a small
exception to this whereby smaller district councils (population of less than 80,000) can
adopt a modified committee system. _

Most councils are using the council leader and cabinet option, whilst 52 smaller
councils have been allowed to propose alternative arrangements based on the older
system (Section 31 of the Act), and Brighton and Hove invoked a similar provision
(Section 27(2)(b)) when a referendum to move to a directly-elected mayor was defeated.

1.5.1 Loeal Government Officers

Councillors have to the work of the council themselves, and so are responsible for
appointment and supervision of the work ol the officers, who are delegated o perform
most tasks. Local authorities nowadays have to appoint a *Chief Executive Officer’, with
overall responsibility for council employees, and who operates in conjunction with
department heads. In some areas, much of the work previously undertaken directly by
council employees has been privatized.

1.5.2 Functions and Powers of the Councils

Districts are responsible for leisure, environmental health, housing —— including the
provision of social housing and housing benefit, rubbish collection, and local roads.
Counties are responsible for more strategic services such as education, libraries, main
roads, social services, trading standards and transport. Unitary authorities exercise all
these functions.

Councils also have a general responsibility to promote economic, social and
environmental well-being of their area, as approved by common law or an Act of
Parliament. Councils may propose bills to effect Local Acts in Parliament to grant them
special powers.

1.5.3 Joint-Boards

Local authorities sometimes provide services on a joint basis with other authorities,
through bodies known as joint-boards. Joini-boards are not dircetly elected but are made
up ol councillors appointed from the authorities which are covered by the service.

“Typically joint-boards are created to avoid splitting up certain services when unitary
authorities are created, or a county or regional council is abolished.

Il several authorities are considered too small (either in terms of geographic size or
population) to run a service effectively by themselves, joint-boards are established.
Typical services run by joint-boards include policing, fire services, public transport and
' sometimes waste disposal authorities.
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If a county is too small to justify its own police force, a joint police foree is used
which covers several counties, for example the West Mercia Constabulary covers
Shropshire, Telford and Wrekin, Herefordshire and Worcestershire.

Joint-boards were used extensively in Greater London when the Greater London
Council was abolished, to avoid splitting up some London wide services. These
functions have now been taken over by the Greater London Authority.

Similar arrangements exisl in Berkshire where the county council was abolished, and
in some former Scottish regions such as Strathclyde, where the regional councils have
been abolished.

If a joint body is legally required to exist it is known as a joint-board. However local
authorities sometimes create joint bodies voluntarily and these are known as joint-
committees’!,

1.5.4 Corporation of London

~ The City of London covers a square mile (2.6 km?) in the heart of London. It is
governed by the Corporation of London, which has a unique structure. The Corporation
has been broadly untouched by local government reforms and democratisation,

1.5.5 Funding

Local councils are funded by a combination of central government grants, Council
Tax (a locally set tax based on house value), Business Rates, and fees and charges from
certain services including decriminalised parking cnforcement. The proportion of
revenue that comes from Council Tax is low, meaning that if a council wishes to increase
ils lunding modestly, it has to put up Council Tax by a large amount. Central government
refains the right to ‘cap” Council Tax if it deems it to be too much. This is an arca of
dcbate in British politics at the moment, with councils and central government blaming
each other lor council fax rises.

Council Tax is collected by the district-level council. Authorities such as the, parish
councils, county councils, passenger transport authorities, firc authorities, police
authoritics, and national parks authorities can make a precept. This shows up as an
independent element on council tax bills, but is collected by the district and funnelled
to the precepling authority. Some joint ventures are instead funded by levy.

1.6 Future of Local Government in England

The Government released a Local Government White Paper on October 26, 2006,
Strong and Prosperous Communities, which deals with the structure of local
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government, BIUISIS The White Paper does not deal with the issues of local government
funding or of reform or replacement of the Council Tax, which is awaiting the final
report of the Lyons Review."! A'Local Government Bill has been introduced in the 2006-
2007 session of Parliament.'®!

The While Paper emphasises the concept of “double devolution”, with more powers
being granted to councils, and powers being devolved from town halls to community
levels. It proposes to reduce the level of central government oversight over local
authoritics; by removing centrally-set performance targets, and statutory controls of the
Secretary of State over parish councils, bye-laws, and elecioral arrangements, The White
Paper proposes that the existing prohibition on parish councils in Greater London will -
be abolished, and making new parishes easier to set up. Parish councils can currently be
styled parish councils, town councils or city councils: the White Paper proposes that
“community council”, “neighbourhood council” and “village council” may be used as
well, b

The White Paper proposes lo strengthen the council executives, and provides an
option between a directly-elected mayor; a directly-elected executive; or an indirectly
elected leader; with a fixed 4-vear term,

Various local councils have indicated they will seek unitary authority status.

On January 26, 2007, the government confirmed that 26 proposals for unitary
authorities had been received.””! Various county councils have proposed they should
become unitary authorities : these being Bedfordshire, Cheshire, Cornwall, Cumbria,
Durham, North Yorkshire, Northumberland, Shropshire, Somerset and Wiltshire.
Districts seeking to become unitary authorities on their own are Bedford, Exeter,
Ipswich, Lancaster, Oxford, Preston,. Pendle and Burnley have proposed merging as a
unitary authority. :

On March 27, 2007, the government announced that the proposals by Bedfordshire,
Bedford, Cornwall, Cheshire, Cumbria, Durham, Exeter, Ipswich, North Yorkshire,
North Yorkshire, Norwich, Shropshire, Somerset and Wiltshire to become unitary
authorities would go into the next phase, as would the proposal of Chester for a two-
unitary authority Cheshire and by the districts of Northumberland for a two-unitary
Northumberland.!'™
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2.1 Introduction

The United States is a federal union of 50 states, with the District of Columbia as the
seat of the federal government. The Constitution outlines the structure of the national
government and specifies its powers and activities, and defines the relationship between
the national government and individual state governments. Power is shared belween the
national and state governments.

The state governments have the greatest influence over most Americans’ daily lives.
Each statc has its own wrillen constitution, government, and code of laws. There are
sometimes great differcnces in law and procedure between individual states, concerning
issues such as property, crime, health, and education. The highest elected olficial of cach
slate is the Governor, Each stale also has an elected legislature (bicameral in cvery state
excepl Nebraska), whose members represent the voters of the state. Each statc maintains
its own state courl system. In some states, supreme and lower court justices are elected
by the people; in others, they are appointed, as they are in the federal system.

Within cach stale are countics, townships, cities and villages, each of which has its
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own elective government. All politics is local and all domestic political issues are local
problems. If cvery local community had adequate housing, good education, plentiful
jobs, clean air, fresh water, good recreational facilities, superb hospitals, and no crime,
then all domestic problems would be solved. But if most communities have excessive
crime rates, homeless people, inadequate job opportunities, lousy educational systems,
and foul air, then local problems become national problems, The problems which emerge
locally, if can be handled by local government, then not only effective solutions can be
sorted out, but also national government can get more time and space to go lor broader
issues on national and international level.

The institutions that arc responsible for local government are typically lown, city, or
county boards, watcr management districts, fire management districts, library districts,
and other similar governmental units which make laws that affcet their particular area.
These laws concern issues such as traffic, the sale of alcohol, and keeping animals. The
highest elected official of a town or city is usually the mayor. In New England, towns
operale in a direct democralic fashion, and in some states, such as Rhode Island and
Connecticut, counties have little or no power, existing only as geographic distinctions.
In other areas, county povernmenis have morc power, such as to collect taxes and
maintain law enforcement ageneies.

~ Local communities, in USA simply lack the resources and, often, the jurisdiction to
deal with problems that extend beyond their borders, leading to the growth of power of
state governments and federal involvement in local and state matters. The traditional,
rigid division of power, dual federalism, is not working. There is a need to improve the
cooperative federalism approach begun during the 1930s but stopped working during the
so-called Reagan Revolution of the 1980s.

Most of America’s elected officials represent local communities. However, most
locally elected positions are part-time jobs which pay only a minimal salary. Locally
elected officials fend (o be community leaders prior to their election, come from middle
and upper-middle income groups, and belong to locally prominent families. At the local
level, the interplay of socio-economic status and politics 1s most plainly visible. Owners
of local businesses, presidenis of union locals, vestry persons of local churches,
professionals, corporate exccutives, and wealthy families play a large role in local
politics. '

Many metropolitan areas form metropolitan regions, megalopolis, or conurbation. The
Northeast Metropolitan Region extends from New Hampshire to Virginia, Metropolitan
Areas and Regions do not respect State boundaries. The New York Metropolitan Area
includes New York City, surrounding counties in New York State, southern Conneeticut,
and northern New Jersey. More than 1000 local governments, ollen with overlapping
jurisdiction, attempt to govern this metropolifan area,
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American local govemmenl is often cntlclzcd as antiqualed, ineffectual, and wastcful
Nonetheless, local home rule sentiment is strong.

Special districts are one method of supplementing local multi-purpose governments:
special walter district, sewage district, etc.

achool districts are a very common type of special district. Elected school boards
supervise the management of local schools from kindergarten through twelvth grade.
Grammar schools, middle schools, high schools (9™ to 12%), In some States, community
colleges are under the jurisdiction of elected school districts. This is not the case only
in New Jersey.

2.2 Structure of American Government

Local government of the United States refers to the governments at the city, town,
village, or civil township level in the United States of America. In the more general
sense, local government also refers to state government, regional government, and
county government.

Local and County Governments are created by the State.
National (Central or Federal) Government

50 State Governments

3000+ County Governments

Townships .

Municipalities

School Districts

- 2.3 Special Districts and Authorities

Each state constitution provides for the establishment of local governmental entities.
In all states, these local entities include counties and cities, but most states also provide
for other types of local government, including wards, school districts, conservation
districts, townships, and transportation authoritics. These special types of local
government have regulatory, administrative, or taxing authority as defined in the stale
constitution or in state law.

In the United States, cities are municipal corporations with such autonomy as the
government of the state confers upon them (general law city) or which the state permits
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* the city to confer upon iiself (charter city). In most states, cities (most of which are

charter cities) are located within one or more counties but they are not answerable to
county government (which is simply an administrative organ of state government); nor
to township government (which is simply an administrative division of the county). In
the Commonwealth of Virginia, however, all cities are “independent cities™ - which
means they relate and report to the commonwealth (state) government as if they were a
counly unto themselves; outside of Virginia, Baltimore, Maryland and St. Louis,
Missouri are also independent cities and de facto counties. :

Certain cities are metropolitan municipalities - they have consolidated city and county
governments, making them simultaneously municipal corporations subject to the
sovereignty of the state, and administrative divisions which exercise the sovereignty of
the state. Well-known metropolitan municipalities in the United States include San
Francisco, Denver, Philadelphia, Louisville, Kentucky, and New York City. New York,
in particular, is co-extensive with five counties.

There are over 500,000 elected officials in the United States. Of these, fewer than
8,500 are at the national and state level. The rest are local government officials—city
council members, school board members, mayors, ﬂhenffb and an array of other
individuals who sérve in various capacities.

2.3.1 County Government

Counties are the basic territorial division within a state and range in size from under
100 square kilometers to over 200,000 square kilometers. In 48 states, counties are also
the primary governing entity below the state government (counties in Cnnnect:cut and
Rhode Island do not have governmental functions).

Major functions of county governments include recordkeeping (births, deaths, land
transfers, etc.), administration of clections (including voter registration), construction
and maintenance of local and rural roads, zoning, building code enforcement, and law
enforcement (especially in rural areas). Some counties also share responsibility with the
state for providing social benefits for low-income residents, monitoring and enforcing
environmental regulations and building codes, overseeing child welfare, and performing
judicial functions, In some states, counties are the geographic units for public school
districts, but schools usually have a separate administrative structure.

Counties are run by popularly elected officials. There is typically a board of
supervisors or a county commission which sets policy and often exercises executive
functions as well. Other clecled county positions may include sherifl, judge, Justice of
the peace, medical examiner, comptroller, assessor, or prosecutor, among others. In
addition to these elected officials, many counties have a professional administratot, who
is hired to manage the county government’s overall operations.
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2.3.2 Municipal Government

Municipalities are incorporated cities, towns, or villages within or jndependent of a
county having their own governing and taxing authority. They range in size from small
towns with fewer than 100 residents to large metropolises spanning several counties
(such as New York City).

Municipal government responsibilities include ppblic: safety, maintenance of city
streets, parks and recreation, wastewater freatment, trash removal, zoning and building
code enforcement, fire and rescue services, animal control, public transportation, and
other essential services, Larger cities may also provide assisted housing, operate public
hospitals,and administer social welfare programs funded by the city, the slate, or the
federal government. Many cities also own or regulate public utilities such as water,
electric power, natural gas, and telecommunications.

"Cities and towns are governed by elected officials. These officials usually include a
mayor and a city council who make decisions and set policy. The mayor, who may or may
not have a seat on the council, is the head of the municipal government and is responsible
for oversceing day-to-day administrative functions. Some cities have adopted the city
manager form of government, where the city council hires a professional manager to run
the operations of the city. A city manager is the chief administrative officer of the city
and, though not elected, reports directly to the elected city council or mayor.

2.3.3 Special District Governments

According to the U.S. Census Bureau, over one-third of all governmental entities in - !

 the United States are so-called special district governments. Special district governments
operale independently of other local governments and are usually established to serve a
specific purpose within a specific geographic region. Examples include:

Water and natural resource conservation;

e Fire prevention;

e  Water supply;

e Emergency services;

¢ Transportation. :

Leaders of these governmental entities may be elected or appointed. Powers of special
district governments vary widely, but many have significant regulatory and taxing
authority. Their activities are commonly funded by a special sales tax or property tax
collected within their area of jurisdiction, or by fees charged to users of their services.

2.3.4 Public Education
Public education through grade 12 is available at no charge to virtually every school-
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age resident. Each state’s constitution or public laws provide for the manner by which
public education is to be administered and funded. Tn most cases, school districts are
established with a popularly elected school board or board of trustees. These boards
create budgets, set policy, and hire the administrators who run the schools. School
districts do not necessarily coincide with other political boundaries, though often they
serve a specific city or county. In most states, public education is funded by taxes
assessed on personal and business property, and state governmerts may provide
additional funding from general state revenues or dedicated revenues from state lotterics.
State governments are responsible for setting education standards and general policies
within the state, but implementation is left to the local school boards,

~They are administrative subdivisions of the State with limited powers of local self-
government. Whatever local governments do must be specifically authorized by the State
Constitution and/or State Statute. The existing patiern of local governmenis derives from
our rural past. It no longer has any relevance to contemporary population patterns,

Property Tax pays for most of local government, local schools, and county government

2.3.5 Functional Departments of Local (Municipal) Government

Police Department

Fire Department
Public Works Department
Parks and Recreation Department

Depariment of Social Services -
Public Library
Municipal (local) Court

Zoning Board

Planning Commission

Senior Citizen Housing Authorily

Public Housing Authority
Pool Utility
Volunteer Rescue Squad

2.3.6 Functions of Board of Education

Runs public elementary and secondary education at the local level under the
supervision of the State Department of Education.
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County Super-intendant of Schools is a State official.
Budget for the schools must be approved by the voters in a local referendum. If
rejected, State can impose a budget.

2.3.7 Functions of County Government

County Roads

County Parks

County Welfare

County Courts (judges appointed by state)
County Jail

County Sheriff (elected)

County Prosecutor (state appointed)
Public Defender

County Hospital

County College

e County Clerk (licensing and registration)

®

® & & & @ @

e County Superintendent of Schools (state appointed)
e County Board of Elections.

® County government is both a unit of local self government and a legal
subdivision of the State. In effect the County seat duplicates many of the services
available in the State capital. County is an administrative arm of the State Government,

Board of Chosen Freeholders holds the legislative power.Union County has nine
frecholders, elected at-large, for three-year staggered terms. Freeholders elect their own
chairman. Freeholders hire a county manager who is a professional. Only counties have
this form.

: Essex County has an elected county executive (like a strong mayor) and a Board of
Chosen Freeholders.

Local government entities in New York State have home rule authority granted them
by the state legislature. This gives them considerable authority, and makes local
governments in NYS important.

New York is divided into 62 counties and each of these is then broken further into
local government units. Outside of NYC, the countics are divided into towns. Each town
varies in size and population considerably. In Southwest NY the average size town is
about 35-40 square miles. Each town is governed by a board and a supervisor all of
whom are elected.
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Inside of towns can be a village, though not every town has an incorporated village
within its limits. The village is similarly run by a council and mayor, all of whom are
elected. ' _

Cities are stand alone units of government, not considered to be part of a town. A city
is governed by a council and mayor, all of whom are elected.

The numbers of council/boatd members varies by locality. The terms can also vary.
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3.1 Introduction

Federal Republic of Germany is a country in West-central Europe. It is bordered
on the north by the North Sea, Denmark, and the Baltic Sea; on the east by Poland
and the Czech Republic; on the south by Ausiria and Switzerland; and on the west
by France, Luxembourg, Belgium, and the Netherlands.

Germany is a parliamentary federal republic of sixtcen states. The capital city and
seat of government is Berlin. As a nation-state, the couniry was unified amidst the
Franco-Prussian War in 1871, After its defeat in World War IT Germany was divided,
and it became reunified in 1990, It is a founding member of the European Union,
and with over 82 million people it has the largest population among the EUJ member
stales.!"!

The Federal Republic of Germany is a modern great power, a member state of the
United Nations, NATO, the G8, the G4 nations and ranks fourth worldwide in defence
spending.”” Germany is the world’s third largest economy by nominal GDP, the
world’s largest exporter of goods, and the world’s second largest importer of goods.!
In 2007 it held the rotating presidencies of both the BEuropean Council and the G8
summits. '
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3.2 Historical Context Behind The Establishment of German Local
Government

Early Germanic history is known very little only through their recorded interactions
with the Roman Empire. The origin of the Germanie tribes is assumed to have oceurred
during the Nordic Bronze Age, or at the latest, during the Pre-Roman Iron Age. From
southern Scandinavia and northern Germany, the tribes began expanding to south, east
and west in the 1st century BC. They came into contact with the Celtic tribes of Gaul
as well as Iranian, Baltic, and Slavic tribes in Eastern Furope. Germanic tribes in 50 AD
did not include most of Scandinavia.

Under Augustus, the Roman General Publius Quinetilius Varus began to invade
Germania (a term used by the Romans running roughly from the Rhine to the Urals),
and it was in this period that the Germanic tribes became familiar with Roman tactics
of warfare while maintaining their tribal identity. In AD 9, three led by Varus were
defeated by the Cheruscan leader Arminius in the Battle of the Teutoburg Forest. Modern
Germany, as far as the Rhine and the Danube, thus remained outside the Roman Empire.
By AD 100, the time of Tacitus’ Germania, Germanic tribes settled along the Rhine
and the Danube (the Limes Germanicus), occupying most of the area of modern
Germany. The 3rd century saw the emergence of a number of large West Germanic
tribes: Alamanni, Franks, Chatii, Saxons, Frisians, Sicambri, and Thuringii. Around
260, the Germanic peoples broke through the Limes and the Danube frontier into
Roman-controlled lands.F!

The medieval empire stemmed from a division of the Carolingian Empire in 843,
which was founded by Charlemagne on 25 December 800, and existed in varying forms
until 1806. Its territory stretched from the Eider River in the north to the Mediterranean
coast in the south, It was officially called the Holy Roman Empire of the German
Nation. Under the reign of the Ottonian emperors (919-1024), the duchies of Lorraine,
Saxony, Franconia, Swabia, Thuringia, and Bavaria were consolidated, and the German
king was crowned Holy Roman Emperor of these regions in 962. Under the reign of
the Salian emperors (1024-1125), the Holy Roman Empire absorbed northern Italy and
Burgundy, although the emperors lost power through the Investiture Controversy. Under
the Hohenstaufen emperors (1138-1254), the German princes increased their influence
further south and east into territories inhabited by Slavs. Northern German towns grew
prosperous as members of the Hanseatic League.

The edict of the Golden Bull in 1356 provided the basic constitution of the empire
that lasted until its dissolution. It codified the election of the emperor by seven prince-
electors who ruled some of the most powerful principalities and archbishoprics.
Beginning in the 15th century, the emperors were elected nearly exclusively from the
Habsburg dynasty of Austria.
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The monk Martin Luther wrote his 95 Theses questioning the Roman Catholic Church
in 1517, thereby sparking the Protestant Reformation. A separate Lutheran church was
acknowledged as the newly sanctioned religion in many German states after 1530.
Religious conflict led to the Thirty Years® War (1618—1648), which devastated German
lands. The Peace of Westphalia (1648) ended religious warfare among the German states,
but the empire was de facfo divided into numerous independent principalities. From
1740 onwards, the dualism between the Austrian Habsburg Monarchy and the Kingdom
of Prussia dominated German history. In 1806, the Imperium was overrun and dissolved
as-a result of the Napoleonic Wars.!®!

Following the fall of Napoleon Bonaparte, the Congress of Vienna convened in 1814
and founded the German Confederation (Deutscher Bund), a loose league of 39
sovereign states. Disagreement with restoration politics partly led to the rise of liberal
movements, demanding unity and freedom. These, however, were followed by new
measures of repression on the part of the Austrian statesman Metternich. The Zollverein,
a tariff union, profoundly furthered economic unity in the German states. During this
era many Germans had been stirred by the ideals of the French Revolution, and
nationalism became a more significant force, especially among young intellectuals. For
the first time, the colours of black, red and gold were chosen to represent the movement,
which later became the national colours.l”)

In light of a series of revolutionary movements in Europe and being inspired by
the establishment of a republic in France, intellectuals and commoners started the
Revolutions of 1848 in the German states. The monarchs initially yielded to the
revolutionaries’ liberal demands. King Frederick’ William IV of Prussia was offered
only the title of Emperor. But powerless monarch rejected the crown and the proposed

_ constitution, leading to a temporary setback for the movement. Conflict between King

William I of Prussia and the increasingly liberal parliament erupted over military reforms
in 1862. The king appointed Otto von Bismarck as the new Prime Minister of Prussia,
Bismarck successfully waged war on Denmark in 1864, Prussian victory in the Austro-
Prussian War of 1866 enabled him to create the North German Federation
(Norddeutscher Bund) and to exclude Austria, formerly the leading German state, from
the affairs of the remaining German states.

The state known as Germany was unified as a modern nation-state in 1871, The
empire was a unification of all the scattered parts of Germany except Austria. Beginning
in 1884, Germany began establishing several colonies outside of Europe, ]

The German Revolution broke out in November 1918, and Emperor William II and
all German ruling princes abdicated. An armistice putting an end to the war was signed
on 11 November and Germany was forced to sign the Treaty of Versailles in June
1919, Its negotiation, contrary to traditional post-war diplomacy, excluded the defeated
Ceniral Powers. The treaty was perceived in Germany as a humiliating continuation
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of the war by other means and its harslmess is often cited as having facilitated the
later rise of Nazism in the country.!®

Suffering from the Great Depression, the harsh peace conditions dictated by the
Treaty of Versailles, and a long succession of more or less unstable governments, the
political masses in Germany increasingly lacked identification with their political system
of parliamentary democracy. This was exacerbated by a wide-spread right-wing
(monarchist, vélkisch, and Nazi) Dolchstofilegende, a political myth which claimed that
Germany lost World War I because of the German Revolution, not because of military
defeat. On the other hand, radical left-wing communists, such as the Spartacist League,
had wanted to abolish what they perceived as “capitalist rule” in favour of a
Riiterepublik. Paramilitary troops were set up by several parties and there were thousands
of politically motivated murders. The paramilitary intimidated voters and seeded
violence and anger among the public, which suffered from high unemployment and
poverty, After a succession of unsuccessful cabinets, President Paul von Hindenburg,
sceing little alternative and pushed by right-wing advisors, appointed Adolf Hitler
Chancellor of Germany on 30 January 1933,

3.2.1 Nazi Germany and World War II (Adolf Hitler and Benito Mussolini in
Yugoslavia)

On 27 February 1933, some basic democratic rights were quickly abrogated following
an emergency decree. An Enabling Act gave Hitler’s government full legislative power.
Only the Social Democratic Party of Germany voted against it; the Communists were
not able to present a viable opposition, as many of their deputics had already been
murdered or imprisoned."I"! A ceniralised totalitarian state was established by a series
of moves and decrees making Germany a single-party state. Industry was closely
regulated with quotas and requirements, to shift the economy towards a war production
base. In 1936 German troops entered the demilitarized Rhineland, and British Prime
Minister Neville Chamberlain’s appeasement policies proved inadequate. IHitler
followed from 1938 onwards a policy of expansionism fo establish Greater Germany.
To avoid a two-front war, Hitler concluded the Molotov-Ribbentrop Pact with the Soviet
Union, a pact which was later broken by Germany(On 22 June 1941, Hitler broke
the pact with the Soviet Union by opening the Eastern Front and invading the Soviet
Union). By the beginning of World War Il Germany quickly gained direct or indirect
control of the majority of Europe. On 8 May 1945, Germany surrendercd afier the
Red Army occupied Berlin,

3.2.2 Division and Reunification (1945-1990)
The war resulted in the death of nearly ten million German soldiers and civilians;
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large territorial losses; the expulsion of about 15 million Germans from its former eastern
territories and other countries; and the destruction of multiple major cities. Germany
and Berlin were partitioned by the Allies into four military occupation zones. The sectors
controlled by France, the United Kingdom, and the United States were merpged on 23
May 1949, to form the Federal Republic of Germany; on 7 October 1949, the Soviet
Zone established the German Democratic Republic. In English, the two Germanies were
known informally as “West Germany® and ‘East Germany” and the two Berlins as “West
Berlin® and ‘East Berlin’.

West Germany, established as a lrb&ral parliamentary republic with a ‘social market
cconomy’, was allied with the United States, the UK and France. The country eventually
came to enjoy prolonged economic growth beginning in the early 1950s
{Wirtschafiswunder). West Germany joined NATO in 1955 and was a founding member
of the Buropean Economic Community in 1958. Across the border, East Germany was
at first occupied by, and later (May 1955) allied with, the USSR. An authoritarian
country with a Soviet-style command economy, East Germany soon became the richest,
most advanced country in the Warsaw Pact, but many of its cilizens looked to the
West for political freedoms and economic prosperity.'! The Berlin Wall, built in 1961
to stop East Germans from escaping to West Germany, became a symbol of the Cold
War. However, tensions between East and West Germany were somewhat reduced in
the early 1970s by Chancellor Willy Brandt’s Ostpolitik, which included the de facto
acceptance of Germany's territorial losses in World War 11

State : Capital Area Population
1. Baden-Wiirttemberg Stuttgart 35,752 km* 10,717,000
2. Bavaria (Bayern) Munich 70,549 km* = 12,444,000
3. Berlin Berlin 892 km? 3,400,000
4. Brandenburg Potsdam 29477 km®* 2,568,000
5. Bremen Bremen 404 km? 663,000
6. Hamburg Hamburg 755 km? 1,735,000
7. Hesse (Hessen) Wiesbaden 21,115 km* 6,098,000
8. Mecklenburg-Vorpommermn Schwerin 23,174 km?* 1,720,000
9. Lower Saxony (Niedersachsen) Hanover 47,618 km® 8,001,000
10. North Rhine-Westphalia Diisseldorf 34,043 km® 18,075,000
(Nordrhein-Westfalen)
11. Rhineland-Palatinate Mainz 19,847 km® 4,061,000
(Rheinland-Pfalz) :
12. Saarland Saarbriicken 2,569 km?
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13. Saxony (Sachsen) Dresden 18,416 km? 4,296,000
14. Saxony-Anhalt (Sachsen-Anhalt) Magdeburg 20,445 km?* 2,494,000
15. Schleswig-Holstein Kiel 15,763 km® 2,829,000
16. Thuringia (Thiiringen) Erfurt 16,172 km?* 2,355,000

Since reunification, Germany has taken a leading role in the European Union and
NATO. Germany sent a peacekeeping force to secure stability in the Balkans and sent
a force of German troops to Afghanistan as part of a NATO effort to provide security
in thal country afler the ousting of the Taliban" In the face of a growing migration
of East Germans to West Germany via Hungary and mass demonstrations during the
summer of 1989, Bast German authorities unexpectedly eased the border restrictions
in November, allowing East German citizens to travel to the West. This led to the
acceleration of the process of reforms in East Germany that concluded with the Two
Plus Four Treaty on 12 September 1990 and German reunification on 3 October 1990,
Under the terms of the treaty, the four occupying powers renounced their rights under
the Instrument ol Surrender, and Germany was to regain full sovereignty.

3.3 Government of Germany

Germany is a federal, parliamentary, representative democratic republic. The German
political system operates under a framework laid out in the 1949 constitutional document
known as the Grundgesetz (Basic Law).The Reichstag is the old and new site of the
German parliament

‘The Chancellor is the head of government and exercises executive power, similar
to the role of a Prime Minister. Federal legislative power is vested in the parliament
consisting of the Bundesfag (Federal Diet) and Bundesrat (Federal Council), which
together form a unique type of legislative body. The Bundestag is elected through direct
clections; the members of the Bundesrat represent the governments of the sixteen federal
states and are members of the state cabinets, which appoint them and can remove them
at any time.

Since 1949, the party systermn has been dominated by the Christian Democratic Union
and the Social Democratic Party of Germany!™ although smaller parties, such as the
liberal Free Democratic Party (which has had members in the Bundestag since 1949)
and the Alliance *90/The Greens (which has controlled seats in parliament since 1983)
have also played important roles.

The German head of state is the President of Germany, elected by the
Bundesversammiung (federal convention), an institution consisting of the members of
the Bundestag and an equal number of state delegates. The second highest ofiicial in
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the German order of precedence is the President of the Bundestag, who is elected by
the Bundestag itself. He or she is responsible for oversecing the daily sessions of the
body. The third-highest official and the head of government is the Chancellor. He or
she is nominated by the President of Germany and elected by the Bundestag. If necessary,
he or she can be removed by a constructive motion of no confidence by the Bundestag,
where “constructive™ implies that the Bundestag needs to elect a successor,

3.4 Administrative Divisions

During the initial occupation of Germany after World War 11, the territory in each
Occupation Zone was re-organized into new Ldnder to prevent any one Land from
ever dominating Germany (as Prussia had done). Initially, only 7 of the pre-War Lénder
survived: Bavaria, Bremen, Hamburg, Baden, Saarland, Saxony, and Thuringia. The
rest were amalgamations ol Prussian provinces and smaller Léinder. For example, the
Prussian Province of Saxony and the Land of Anhalt were merged to create Saxony-
Anbhalt.

Initially, in 1949, West Germany had eleven states, which were reduced to nine in
1952 as three south-western states (Baden, Wiirttemberg-Ilohenzollern and
Wiirttemberg-Baden) merged to form Baden-Wiirtltemberg: Since 1957, when the
French-occupied Saarland was allowed to join (the “small reunification™), the Federal
Republic consisted of ten states. West Berlin was in many ways integrated with West
Germany, but due to its special status de jure under the sovercignty of the Western
Allies, did not officially constitute a Land or part of one.

In East Germany, originally five Ldnder (Mecklenburg-Western Pomerania,
Brandenburg, Saxony-Anhalt, Thuringia and Saxony) existed, until 1952, when the GDR
divided them into 14 administrative districts (Bezirke). Soviet-controlled East Berlin,
despite officially having the same status as West Berlin, was declared capital of the
GDR, as a (15th) district. :

Just prior to the German reunification on 3 October 1990, 14 of the East German
districts (not including East Berlin) reconstituted themselves, mainly along the old
borders, into the five New Linder. The former district of East Berlin joined West Berlin
to form the new Land of Berlin. Thus the 10 old states plus 5 new states plus Berlin
add up to 16.

Later, the Grundgeselz was changed to state that the citizens of the 16 states had
successfully achieved unity in freedom, and that the basic law now covers all German
people. Article 23, which had allowed ‘other parts of Germany® to join, was abolished
as its continued inclusion might have been regarded as an invitation for other German-

68



speaking states and areas to join (e.g. Austria, South Tyrol, Liechtenstein, the Swiss
cantons, Alsace, Luxembourg, and Eastern Belgium).

Unlike other federations, the German States retain the right to act on their own
behalf at an international level. They retain the status of subjects of international law,
independently from their status as members of a federation. This unique status is
enshrined in Articles 23, 24, and 32 of the Basic Law.

Germany has a strong tradition of regional government dating back to the founding
of the German Empire in 1871. Since unification in 1990, the Federal Republic has
consisted of sixteen Ldnder Germany is divided into sixteen states. It is further
subdivided into 439 districts. The Basic Law divides authority between the federal
government and the Ldnder, with the general principle governing relations articulated
in Article 30: *“The exercise of governmental powers and the discharge of governmental
functions shall be incumbent on the Lander insofar as this Basic Law does not otherwise
prescribe or permit.’

Legislative power is divided between the federation and the state level. The Basic
Law presumes that all legislative power remains at the state level unless otherwise
designaled by the Basic Law itself. In some areas, federal and state level have concurrent
legislative power. In such cases, the federate level has power to legislation “if and
to the extent thal the establishment of equal living conditions throughout the federal
territory or the maintenance of legal or economic unity renders federal regulation
necessary in the national interest” (Art. 72 Basic Law for the Federal Republic of
Germany, 1949). Any federal law overrides state law if the legislative power lies at
the federal level

All policy areas not assigned to federal jurisdiction are within the legislative purview
of the Linder . These arcas include education, law enforcement, regulation of radio
and television, church affairs, and cultural activities. The Lédnder retain significant
powers of taxation. Most federal taxes are collected by Land officials.The Land
governments also exercise power at the national level through the Bundesrat, which
is made up of representatives appoinied by the Land governments, In this way, the
Lénder affect the federal legislative process.

3.5 Local Government

The Basic Law of the Federal Republic of Germany, the federal constitution,
stipulates that the structure of cach Federal State’s government must “conform to the
principles of republican, democratic, and social government, based on the rule of law™
(Article 28[1]).

After the end of the Second World War, the Lénder in the western part of the former
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Deutsches Reich were constituted as administrative areas first and subsequently
federated into the Bund or Federal Republic of Germany, This is in contrast to post-
war development in Austria, where the Bund was constituted first, and then the
individual states were created as units of a federal system. In Austria, the states are
also referred to as Lénder] in the constitution.

The use of the term Ldnder (countries) instead of Staaten (states) is in accordance
with German political tradition, where the concept of Germany as an entity has always
existed, either as a confederation or an alliance of several smaller independent kingdoms
and duchies dating from the 9th century. Many of the current Linder have the same
names and generally occupy the same areas as their namesakes, the former sovereign
countries (for example Bavaria and Saxony).

The cities of Berlin and Hamburg are states in their own right, termed Stadistaaten
(city states), while Bremen consists of two urban districts, The remaining 13 states
are termed Fldchenldnder (area states).

Most of the Lender are governed by a cabinet led by a erﬂerpms:den.r (Mlmster,
President), together with a unicameral legislative body known as the Landtag (State
Diet). The relationship between the legislative and exccutive branches mirrors that of
the federal system: the legislatures are popularly elected for four or five years (depending
on the state), and the Minister-President is then chosen by a majority vote among the
Landtag’s members. The Minister-President appoints a cabinei to run the Land’s
agencies and to carry out the execulive duties of the Land’s government. The
govermments in Berlin, Bremen and Hamburg are designated by the term Senate. In
the three free states of Bavarig, Saxony and Thuringia the government is referred to
as the State Government (Staatsregierung), and in the other ten Léander the term Land
Government (Landesregierung) is used. :

Before January 1, 2000, Bavaria had a bicameral parliament, with a popularly elected
Landtag, and an appointed Senate made up of representatives of the state’s major social
and economic groups, The Senate was abolished following a referendum in 1998,

The Ldnder of Berlin, Bremen, and Hamburg are governed slightly differently from
the other states. Tn each of these cities, the executive branch consists of a Senate of
approximately eight selected by the Land's parliamient; the senators carry out duties
equivalent to those of the ministers in the larger Lander. The equivalent of the Minister-
President is the Senatsprdsident (President of the Senate) in Bremen, the Ersier
Biirgermeistér (First Mayor) in Hamburg, and the Regierender Bilrgermeister
(Governing Mayor) in Berlin. The parliament for Berlin is called the Abgeordnetenhaus
(House of Representatives), while Bremen and Hamburg both have a Bilrgerschaft.
The parliaments in the remaining 13 Ldnder are referred to as Landrag (Stﬂte
Parliament).

The powers of the state governments and legislatures in their own territories have
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been much diminished in recent decades due to ever-increasing federal legislation. A
commission has been formed to examine the possibility of instituting a clearer separation
of federal and state powers.

O Citics and Towns (Tunec)

The bigger cities arc organized into urban counties. The government includes a
city assembly, a mayor, an executive council, a planning council and a housing council.
The urban counties have their own school system, so they have education councils.
The smaller citics of course are subject to the government of the county they are located
in and therefore have less power. Most towns and villages conduct all their affairs
with one city council and a mayor.

The city is divided into self-governing wards or arrondissiments, each with a couneil
that fix streets and sidewalks, approves minor zoning changes, allocates parking,
maintain the local park and market, maintain the neighborhood watch, and in many
cases control the allotment of housing.

0 Autonomous Counties {Z'huhnn}

Lthnic groups concentrated into compact geographical areas too small to justify the
formation of a state are sometimes included in a larger state but given special autonomy.
These autonomous counties are called zhubon. The bulk of the European population
resides in self-governing autonomous counties. Some of these are actually autonomous
cities.

The zhubon control education and communications, including the licensing of radio
and television stations (though the allocation of frequencies is done by a neutral national
body according to purely technical considerations.) The zhubon also promote culture
and arts specific to the ethnic group. The zhubon also designates its own official
languages, including languages for signs, Otherwise, Zhubon exercise the same powers
as counties. '

0O Further subdivisions™

The city-states of Berlin and Hamburg are subdivided into boroughs. The state of
Bremen consists of two urban districts, Bremen and Bremerhaven, which are not
contiguous, In the other Lénder there are the following subdivisions:

B Landschaftsverbiinde

Landschaftsverbénde (“area associations™): The most populous state of North Rhine-
- Westphalia is uniquely divided into two Landschaftsverbinde, one for the Rhineland,
one for Westphalia-Lippe. This was meant to ease the friction caused by uniting the
" iwo culturally quite different regions into a single Land after World War II. The
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Landschaftsverbdnde retain very little power today.
O Regierungsbezirke

Regicrungsbezirke (“governmental districis™): The large states of Baden-
Wiirttemberg, Bavaria, Hesse, North Rhine-Westphalia and Saxony are divided into
administrative regions, or Regierungshezirke. In Rhineland-Palatinate, the
Regierungsbezirke were dissolved on January 1, 2000, in Saxony-Anhalt on January
1, 2004 and in Lower Saxony on January 1, 2005.

O Kreise

Kreise (administrative districts): Every state (except the city states Berlin, and
Bremen) consists of rural districts, Landkreise, and urban districts, Stadikreise (also:
Kreisfreie Stédte), cities which are districts in their own right. The state of Bremen
consists of two urban districts, while Berlin and Hamburg are states and urban districts
at the same time.

There are 313 Landkreise and 116 Kreisfreie Stddre, making 439 districts all together.
Each consists of an elected council and an executive, who is chosen by either the
council or the people, depending on the Bundesland, and whose duties are comparable
io those of a county executive in the United States, supervising local government
administration. The Landkreise have primary administrative functions in specific areas,
such as highways, hospitals, and public utilities.

O Amter

Amter (‘offices’): In some states there is an administrative unit between districts
and municipalities, These units are called Amrer (singular Ami), Amisgemeinden,
" Landgemeinden, Verbandsgemeinden, Verwaltungsgemeinschafien or
Kirchspiellandgemeinden.

O Gemeinden'

Gemeinden (‘municipalities’): Every rural district and every Amt is subdivided into
municipalities, while every urban district is a municipality in its own right. There are
(as of 30 September 2007) 12,291 municipalities, which are the smallest administrative
units in Germany. Cities are municipalities as well, which have city rights (Stadirecht).
Nowadays, this is mostly just the right to be called a city. However, in older times
it included many privileges, such as the right to impose its own taxes or to allow industry
only within city limits, ;

Gemeinden are ruled by elected councils and an executive, the mayor, who is chosen
by cither the council or the people, depending on the Bundesland. The ‘constitution’
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for the Gemeinden is created by the Linder and is uniform throughout a Bundesland
(except for Bremen, which allows Bremerhaven to have its own constitution).

Gemeinden have two major policy responsibilities. First, they administer programs
authorized by the federal or Land government. Such programs typically might relate
to youth, schools, public health, and social assistance. Second, Asticle 28(2) of the
Basic Law guaraniees Gemeinden “the right to regulate on their own responsibility
all the affairs of the local community within the limits set by law.” Under this broad
statement of competence, local governments can justify a wide range of activities. For
instance, many municipalities develop and expand the economic infrastructiure of their
communities through the development of industrial parks.

Local authorities foster cultural activities by supporting local artists, building arts’
centres, and by having fairs. Local government also provides public utilities, such as
gas and electricity, as well as public transportation. The majority of the funding for
municipalities is provided by higher levels of government rather than from taxes raised
and collected directly by themselves.

In five of the German- states, there are unincorporaled areas'®, in many cases
unpopulated forest and mountain areas, but also four Bavarian lakes, that are not part
of any municipality. As of January 1, 2005, there werc 246 such areas, most of them
in Bavaria, with a total area of 4167.66 km?, or 1.2 pcrcent of the total arca of Germany.
The following table gives an overview.

State 01. Jan. 2004 01. Jan. 2000

' Number Area in km? Number  Area in km?
Bavaria 216 2725.06 262 2992.78
Lower Saxony 2% 949.16 25 1394.10
Hesse 4 32705 4 327.05
Schleswig-Holstein 2 99.41 2 99.41
Baden-Wiirtterberg 1 66.98 2 76.99
Total 246 4167.66 295 4890.33

The table shows that in 2000 the number of unincorporated areas was still 295,
with a total area- of 4890.33 km® Unincorporated areas are continually being
incorporated into neighboring municipalitics, wholly or pattially, most frequently in
Bavaria,

Only four unincorporated areas are populated, with an aggregate population of about
2000.
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4.5 Exercises

4.1 Introduction

France is a country whose metropolitan territory is located in Western Europe and that
also comprises various overseas islands and territories located in other continents.
Metropolitan France extends from the Mediterrancan Sea to the English Channel and the
North Sea, and from the Rhine to the Atlantic Ocean.

The name France originates from the Franks (Francs), a Germanic tribe that oceupied
northern Europe after the fall of the Western Roman Empire. More precisely, the region
around Paris, called [le-de-France, was the original French royal demesne. The first King
of the Franks, Clovis, is regarded as the forefather of the French kings.

France is bordered by Belgium, Tuxembourg, Germany, Switzerland, Italy, Monaco,
Andorra, and Spain. Due to its overseas departments, France also shares land borders
with Brazil and Sutiname (bordering French Guiana), and the Netherlands Antilles
(bordering Saint-Martin). France is also linked to the United Kingdom by the Channel
Tunnel, which passes underneath the English Channel.

The French Republic is a democracy that is organised as a unitary semi-presidential
republic. Its main ideals are expressed in the Declaration of the Rights of Man and of
the Citizen. It is a developed country with the sixth-largest economy in the world.!**
France is the most visited country in the world, receiving over 79 million foreign tourists
* annually (including business visitors, but excluding people staying less than 24 hours in
France)."¥l France is one of the founding members of the European Union, and has the
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largest land area of all members. France is also a founding member of the United
Nations, and a member of the Francophonie, the G8, and the Latin Union, It is one of
the five permanent members of the United Nations Security Council: it is also an
acknowledged nuclear power, ;
According to its French constitution, France has 3 levels of local government :
® 22 Régions and 4 Régions d’outre-mer (Rf:u_nioﬁ, Martinique, Guadeloupe and
French Guiana).
-® 96 départements and 4 départements d’outre-mer (Réunion, Guadeloupe,
Martinique and French Guiana).
® ‘There are 36,679 municipalities (in French: Communes).
However, inter-communalities are now a level of government between municipalities
and departments.
Corsica and Paris (both a commune and a département) are local government sui
generis.

4.2 Administrative Divisions

The 22 regions and 96 departments of metropolitan France include Corsica (Corse,
lower right). Paris area is expanded. France is divided into 26 administrative regions. 22
are in metropolitan France, of which 21 are on the continental part of metropolilan
France and one is the femitorial collectivity of Corsica, and four are overseas
regions(Guadeloupe (since 1946), Martinique (since 1946), French Guiana (since 1946),
Reunion (since 1946) '

. The regions arc further subdivided into 100 departments, The alphabetically
arranged numbers are used in postal codes and vehicle number plates. Four of these
depariments are found in the overseas regions and are simultancously ovcrseas regions
and overseas departments and arc an integral part of France (and the European Union)
and thus enjoy a status similar fo metropolitan departments, The 100 departmenis are
subdivided into 341 arrondissements which are, in turn, subdivided into 4,032 cantons.
These cantons are then divided into 36,680 communes, which are municipalitics
with ah clected municipal council. There also exist 2,588 inter-communal eniities
grouping 33,414 of the 36,680 communes (i.e. 91.1% of all the communes). Three
communes, Paris, Lyon and Marscille are also subdivided into 45 municipal
arrondissements™.

* Subdivisions of the depariments.
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The regions, departments and communes are all known as territorial collectivities,
meaning they possess local assemblies as well as an executive. rrondissements and
cantons are merely administrative divisions. However, this was not always the case.
Until 1940, the arrondissements were also territorial collectivities with an elected
assembly, but these were suspended by the Vichy regime and definitely abolished by the
Fourth Republic in 1946. Historically, the cantons were also territorial collectivities with
their elected assemblies. '

In addition to the 26 regions and 100 departments, the French Republic also has six
overscas collectivities, one sui generis collectivity (New Caledonia), and one overseas
territory. Overseas collectivities and territories form part of the French Republic, but do
not form part of the European Union or its fiscal area. The Pacific lerritories continue
to use the Pacific franc whose value is linked to that of the euro. In contrast, the four
overseas regions used the French franc and now use the euro,

France also maintains control over a number of small non-permanently inhabited
islands in the Indian Ocean and the Pacific Ocean: Bassas da India, Clipperton Island,
Europa Island, Glorioso Islands, Juan de Nova Island, Tromelin Island.

4.3 History of Local Government in France

A complex system aims to bring French local government closer to the people
While local government in France has a long history of centralisation, the past 20 yeats
have brought some radical changes.

France is a type of unitary system that makes substantially less provision for territorial -
decentralization of authority and the central supervision of locally elected governments
is quite sringent. Until March 1982, when a law on decentralization went into effect, the
French administrative system was built around deparfments , each headed by a préfet,
and subdivisions of the départements, termed arrondissements , each headed by a sous-
préfet. The préfets and sous-préfets were appointed by the government in Paris to serve
as apents of the central government and also as the execufives of the divisional
governments, the conseils généraux, which were composed of elected officials. The
system thus combined central supervision of local affairs through appointed officials
with territorial representation through locally elected governments. (Following the
passage of the decentralization law, the exccutive powers of the préfets were transferred
to the conseils généraix.)

Al first sight, the French system of local government may seem complex w11]1 four
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tiers of government - the state or central government, region, department and
‘commune’. The decentralisation law of 2 March 1982 and the following legislation
expressed French government’s desire to alter the balance of power between the state and
local authorities (regions, departments and communes). It opened far greater space in
decision-making for sharing administrative and budgetary tasks between central and

local authorities. There are three main tiets of local administration in France: the
© comumune, department and region. In the districts administrative decisions made al
national level are carried out. Local authorities have powers of their own. Legally
speaking, a local authority is a public-law corporation with its own name, territory,
budget, employees, efc. and has specific powers and a certain degree of autonomy vis-
a-vis central government. In addition, there are France’s overseas terrifories and regional
bodies (collectivités territoriales) with special status (Paris, Marseille, Lyon, Corsica,
Mayotte and Saint-Pierre-et-Miquelon).

The communes originated from 1789 and these are the lowest tier of the French
administrative hierarchy. There are nearly 37,000 communes, unlike in the other
counfries of the European Union. In France the term commune is applied to all
municipalities. Eighty per cent of them have fewer than 1,000 residents. This situation
has led the government to encourage smaller communes to merge to form urban
communities (communautés urbaines) or group together in associdtions of several
communes (syndicats intercommunaux). In addition, the law of 6 February 1992
suggested new forms of co-operation to rationalise municipal administration by taking
commnion interests into consideration. To make it a reality, however, both residents and
local councillors must come out of their egoist sense of identity with their communes.
Like the department and region, the commune has a deliberative or decision-making
* body (the municipal council) and an executive (the Mayor), elected by the municipal
council, The number of municipal councillors is proportional to the population.
Municipal councillors are elected for six years by direct universal suffrage. Municipal
councillors lay down guidelines for municipal policy, adopt the budget, manage
municipal assets, notably primary school buildings and equipment ete. The Mayor is both
the commune’s elected authority and the state’s representative in it. As the commune’s
chief executive, the Mayor carries out the decisions of the municipal council. As the
municipality’s legal representative, the Mayor proposes and implements the budget,
ensurcs the conservation and management of the commune’s natural enviromment and
built heritage and issues building permits, Mayors also have powers in their own right,
being responsible for security and public health and having at their disposal the
municipal administration. As the state’s representative, the Mayor is the registrar of
births, marriages and deaths and is an officer of the police ‘judiciaire’ and so entitled to
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exercise special powers in connection with the repression of crime under the authority
of the public prosecutor. Finally, he/she is responsible for various administrative tasks
including publicising laws and regulations and drawing up the electoral register. Mayoral
acls are unilateral administrative acts, penerally orders, whose legality is subject to a
control by the courts when they are issued by the Mayor as the commune’s chief
executive and to the approval of the Prefect fo whom the Mayor is subordinate when
acting in the capacity of the state’s representative. The commune’s own powers cover
activities which affect its inhabitants® daily lives. Its economic and social brief, long
limited to granting aid for job creation and helping needy {amilies, has been broadened
to enable it to play an important role in combaiing unemployment and social exclusion
and engage actively in economic restructuring and development of new activities, There
are 100 departments in Irance, 96 in metropolitan France and four overseas (Martinique,
Guadeloupe, Réunion and French Guiana), Since 1982 these arc the expressions of a
partially decentralised local authority to one with full powers of its own. It has played
a prominent role in the country’s administrative and geographical organisation. The
department essentially has competence in health and social services, rural capital works,
departmental roads, and the capilal expenditure and running costs of colleges.

4.3.1 The regions

France has 26 regions, 22 in metropolitan France and four overseas. Four overseas
regions have a special status, being at the same time departments and regions. They were
created in 1955 to provide a framework for regional town and country planning; the
region became a local authority in 1982, Its main spheres of action are planning, regional
town and country planning, economic development, vocational training, and the
building, equipment and running costs of schools (/yeées). The decision-making organ
is the regional council whose members are elected for six years. They are assisted by an
economic and social committee. This committee is a consultative assembly made up of
representatives of businesses, the professions, trade unions and other employecs’
organisations, regional voluntary organisations, ctc, This commillee must be consulted
on the preparalion and implementation of national plans, the cstablishment of the
regional development plan and the major guidelines for the regional budget. The
commillee is also free to comment on any regional matter. At the initiative of the regional
council’s chairman, economic and social committee comments on any economic, social
or cultural proposal. The regional council chairmen, elected by the councillors, are the
region’s executive authority. Their responsibilities are identical to those of the general
council chairman in the areas within the region’s sphere of competence.
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4.3.2 The Prefects

For almost 200 years {1800 to 1982), regional department, ‘Prefects’ held the
executive power in the departments, but the law of March 1982 modified their powers.
Appointed by the government, the Prefect is still the sole person empowered to act on
the state’s behalf in the department. Prefect acts as the spokesperson of the Prime
Minister and all the members of the government, has authority over the state’s external
services in the department and ensures the administrative supervision of the department’s
local authorities. However, the law of 2 March 1982 conferred executive authority for
the depariment on the chairman of the general council. The general council is the
department’s decision-making organ. Its members are (general councillors) elected for a
six-year term in a two-ballot uninominal majority poll. Each department is divided into
cantons which serve as the constituencies for the election. France has 3,500 cantons. The
chairman is elected by the councillors for a six-year term. He prepares the council’s
debates and implements its decisions, including decisions on budgelary matlers. The
chairman looks after the legal aspects of the department, heads the department’s staff and
services and, finally, as the person in charge of running the department, exercises certain
police powers in the areas of conservation and departmental highways withoul disturbing
the domain of the powers of the mayors and prefect in these areas.

So while basic principles and structures have not changed and there is a clear
distinction between the spheres of competence of the different tiers, the decentralisation
legislation did bring in some innovations, especially regarding supervision. Some degree
of ex post facto monitoring of local government action is necessary in order to reconcile
the fact that the authorities are self-governing with the need for coordinated action within
a unitary state and engure that the principle of equality of all citizens does not override
the general interests of the nation as a whole. The March 1982 law also made several
changes concerning financing. Any transfer of state competence to a local authority must
be accompanied by a transfer of resources (chicfly fiscal). In practice, local taxes have
tended to rise. The reform also extended the responsibilities of the communal,
departmental and regional accountants, giving them the status of chicf accountant
directly responsible to the treasury. Lastly, the 1982 law assigned to a new court,
the regional audit chambar, responsibility for a posterior auditing of local authority
accounts.

The process of decentralisation has profoundly altered local government in France.
The new system is indisputably more costly than the old for the public purse and has led
to some fragmentation of tasks and objectives, as local authorities act primarily in their
own rather than the national interest. However, deceniralisation is helping to ensure that
{asks are carried out at the most appropriate level of responsibility in all sectors of
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public life, so bringing greater democracy o the counlry’s administration and
management.

4.4 References (applicable for all units)
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WO0QOQtg ZintoQQprZ5619922ffothereditions

www.britannica.com/eb/article-44705/United-Kingdom - 222k -

hitp://www.wri.org/publication/world-resourc cs-E{Jﬂ5—wealth—p:mrrmanaging-
ecosystems-fight-poverty# lext in HTML

hitp:/fwww.ids. ac.uk/ids/bookshop/wp/wp130.pdf
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10. www.citymayors.com/france/lrance_gov.himl
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12. Rathod, P.B., Comparative Public Administration, Jaipur, ABD Publishers, 2007.

4.5 Exercises

L. Long Answer based QQuestions.

d.

el ey

Describe how local government arrangements vary in different countries.
Write an essay on the stracturc of American government,

Write an essay on the evolution of local government arrangement in Germany,
Describe the form and nature of administrative divisions in Germany.

How decentralisation in local level is enabled in France ?

What make the main point of differences in system of distribution of powers and
allocation of authorities in the Unitary and federal form of governments ?

Write a note on the evolution of local governments in United Kingdom.
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h.
1

J.

Write an essay on the structure of local government in United Kingdom,
Write a note on the local government personnel system in Umited Kingdom.
Examine the role and future of local government in Great Britain.

lL Medium Answer based Questions.

N
b,

g moe BB

1Th.

How reforms can make local governments work more according to context ?
Do you think that in United Kingdom, France and Germany there are identical
local government arrangements ? Justify your answer.

Write a note on the history of local government in United kingdom.

Write an essay on the structure of local government in England.

Write a note on the future of local g:wérnmant in Lngland.

Wrile an essay on the federal arangements in USA.

Wrile a note on the structure of American Government.

Wrile notes on -

(i) Country government - USA

(if) Municipal government - USA

(iil) Special district government - USA

Write a note on the division and reunificalion of German state through the ages
- 1945 to 1990.

Write an essay on the system of government in Germany.

Write an essay on the subdivision of the structure of local government in
Germany.

Write a note on the administrative subdivisions in France.

Write an essay on the history of local government in France.

I, Short Answer based Questions
Write short notes on @

a.

-0 e

Election in England & Wals

Election in Scotland & Northern Ireland
Paristes and communities

Boroughs

Local government officers

Joint - boards in England
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o - R ol

e

Country government in New Jersey
Local government entities in New york.
‘Lander” in Germany

Government in ‘Lander’

*Tunee’ :

‘Zhubon’

. Communes in France

Regions in France

Prefects in France

What are the function & powers of the councils in UK ?

What are the functional departments of local municipal government in USA?
What are the function of Board of Education ?

What are the function of country government ?

When and how Germany emerged as a modern nation state & in 1971 2

What made the risc of Nagism in Germary ? What are the levels of local

~ government in France ?
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MODULE - III
* POLITICS AND LOCAL GOVERNMENT
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Unit — 1 o Centralist — Localist Tension

Structure
1.1 Tntroduction

1.2  Decentralization
1.3 The Need For Decentralization - Advantages and Disadvantages
14 Forms of Administrative Decentralization

1.4.1 Administrative Decentralization

1.4.2 Political Decentralization

1.4.3 Civil Service Decentralization

1.5 References

1.6 Exercises

1.1 Introduction

Growing demand to reduce the status and role of the state since the 1970s, had added
a new fervor to the centralist — localist tension. It was so designed to decentralize power
and control. Local government with its major promise of being more responsive to
people’s needs through people’s participation and government accountability offered an
attractive development strategy. Local government with local community support in
implementing their programmes, seemed (o be more responsive to local needs. It was
thought that the local level decision making based on participation and accountability,
would ereate community’s sense of belonging and responsibility inspiring the commu-
nity to contribute to local -guvt:mment while at the same time creating legitimacy for
local government.

Since then if has been argued that

1. Local government provides an opportunity for broad-based political participation

2. It ensures efficicnt service delivery

3. It expresses a tradition of opposition to an overly centralised government.

Dillerences among the above arguments gave rise to competing paradigms on local
government especially between the proponents of political participation and those who
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stress the technical aspect based on efficiency as the most ultimate justification for the
role local government.

The early advocates of local government and their, followers, stressed on the argument
that political participation serves as the basic motivation for local government. The
liberal and radical approaches see the devolution of power to local government as a
means of promoting a new communitarian spirit and laying the foundation of democratic
practice. The societal value of citizen participation is that it allows each citizen the right
to influence governmental decision making. Cilizen participation is viewed as revitaliz-
ing democralic practice in general by giving opportunitics for local sellf-government to
the average citizen.

The reformists argue that the role of local government as service provider is more
important than to cnhance the cause for political democracy. In the 1950s the concept of
decentralisation was focused on the technical managerial term in public administration
which neglected the component of democracy. Efficiency became the fundamental con-
cept in implementing decentralisation. There is a tendency lo separate the technical
component and political component of decentralisation, Tn this approach local is per-
ceived as “a function of economic space to achieve efficient service delivery’. Participa-
tion by the people is considered as inefficient in this approach. Therefore, under this
approach efficiency is the strongest point for local government through its role as coor-
dinator of services in the figld level.

This approach has neglected the component of participation in state decision making
by perceiving participation as market transaction, thus reducing the value of the people
into mercly as consumers. By focusing on the narrative of capital and efficiency, this
rational choice theory is considered as ‘creating narrative capital rather than narrative
community’. The utilitarian argument can be formulated in more general terms going
beyond mere calculations of gains through effectiveness and efficiency that derive from
people’s participation in decision making, The state and the market have their limits as
mechanisms for organising society and the economy. Giving people and their commu-
nities a stronger participative role and rights can help to address market and government
[ailure.

There are two main contending agenda on this :

1. One approach highlights the need for openness and responsiveness of bureaucratic
processes to individuals and communitics. A

2. The efficiency agenda tends to privilege guidelines and techniques for controlling
inputs and for ensuring outcomes in line with centrally imposed priorities.

These competing values of efficiency and participation frequently come into conflict,
Since 1980z the debate has shifted from confribution of local government as service
provider to the political value of local government as a bulwark against over centralised
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state. The liberal and radical theorists of local government argue that local government
function cannot be viewed merely in technical terms of efficiency. In this view democ-
racy cannot be subsumed under an efficiency consideration. Democracy is valued be-
cause it is the only form of government which can allow for the expression ol interests,
even if it may be inefficient on non-democratic terms,

1.2 Decentralization

Decentralization became the strategy for participation and gender equity. Growing
demand for participatory development began fo be viewed as crucial for enhancing
cquity and self~reliant development. This people centered approach has political impli-
cations, since it requires considerable decentralization of decision making and can thus
lead to empowerment. It does not only provide the driving force for collective develop-
ment, but also reaffirms the fundamental right to sclf-determination. Cultural differences
and variation in livelihood of individuals raise demand for collective empowerment over
citizen’s lives and more direct involvement of citizens in the policy making process.

1.3 The Need For Decentralization - Advantages and Dis-advantages

All states have territorial units and local communities. Multi layer structure for the
transition mechanism for technical implementation of decisions, leading to
deconcentration has become a necessity, keeping in view the enhanced need for sharing
of power among levels of government guaranteed local funclions aulonomy in their
implementation. The need for decentralization has been felt more in the context

® dcmocratization in Latin America ;

¢  break up of communism and fransition to market economy in Central Europe ;

o gspread of multiparty political systems and demand for more local voice in deci-
sion making in Africa ;

e challenpe of Lthnic and geographic diversity in South Asian and elsewhere ;

* need to improve service delivery in large cities in East Asia ;

® advancemﬂnf in economic theory and new financing and management tools ;

e rescarches have proved that a representative government works best the closer it
is to the people and people should have the right to vote for the kind and amount of
public services they want. Public goods can be provided in a better way by the level of
sovernment that most clearly represents the region that benefits from such service. World
Bank, 1999 : Decentralization, notes that decentralization of democracy is the best way
to build local capacity. Local self-governance can only provide people with the right and
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ability to regulate and manage substantial share of public affairs in the interest of the

local population. Therefore, government powers should be exercised at the lowest level

of povernment possible. lree elections are the only mechanisms for assinging

accountabilitry to the citizens at local level through which a country has to become fit
" through democracy.

Decentralization disperses power, both geographically and institutionally: Decentrali-
zation inevitably changes the location of power and jobs. Movementl geographically or
across tiers of government is often impeded by issues related to statute, prestige and poor
labor mobility. In the Eastern European transition economies, for example, de-legitima-

tion of the central state and the emergence of representative government at local and.

intermediate levels of government have complicated human resource allocation. Incen-
tive programs and mechanisms for inter-post mobility, which compound the costs of
decentralization, may be required in order to introduce flexibility.

Decentralization creates new responsibilities for inexperienced actors. Decentraliza-
lion creales more opportunities for local autonomy and responsiveness to more special-
ized constituencies, but it also gives sub-national governments more room to make trial
and error ultimately enhancing local technical and managerial capacity.

Decentralization schemes boast up the possibility of empowering loeal self-govern-
ments units to form associations and pool their resources in order to cover activities
requiting specialized personnel.

Local self-governance enhances the use of local knowledge and mfnrmatmn includes

new resources and securcs more sustainable services, promotes greater participation,
enhances transparency and accountability and strengthens democracy at national level as
well.

Local self-governance politically is more capable for ensuring civil liberties, politi-
cal rights, democratic pluralism. It produces some fiscal benefits in the form of better
allocation of fiscal resources, securing fiscal autonomy and elfective fiscal decision-
making, '

On administrative part local self-gpovernance ensures participation down to the
grassroots level through deceniralized administrative structures and systems. Other ad-
ministrative benefits include

. Responsive services

e  Effective services

o Lfficient services

o Sustainable services

It helps cnsuring

Political accountability

Political transparency

Political representation
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Better resource mobilization
Enhanced fiscal capacity
Better resource allocation
Enhanced administrative capacity
(i) Administrative transparency
(i) Administrative accountability

ADMINISTRATIVE BENEFITS OF DECENTRALIZATION

¢  Improves administration of some services because of improved information

Provides opportunity to adapt technologies to local circumstances

@
* Encourages innovations
&

Decreases risk from innovations

O ECONOMIC BENEFITS FROM DECENTRALIZATION
¢ lLinhances revenue mobilization
»  Willingness to pay increases when services correspond to local demand

Improves accountability, responsiveness and legitimacy

provides opportunity to more closely link the mix, level and quality of
services provided with the “price” paid by local residents

Encourages experimentation and innovation in the provision of public
goods and services

Promotes efficient and effective delivery of services

Increases “competitiveness” of government

O POLITICAL BENEFITS OF DECENTRALIZATION

Increases democracy through direct participation

Educates citizens about the process of political decision and develops
political skills

Provides good political school for national political leaders
Promotes national unity in a multiethnic or multicultural environment

It leads to creation of

Effcctive division of mandates

Coordination of local financing and fiscal authorily to service provision
responsibility

System of accountability based on transparent information
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® Mechanism to express community preferences in a way that is binding to politi-
cians Decentralization is preferred because it
* Moves government closer to people
= Can improve willingness to pay :
* Can improve revenue mobilization and allocative efficiency
*  Welfare is maximized
* Reduces corruplion at government structures
= Allows and encourages innovation
= Brings decisions closer to citizens
* Increases participation
= Allocates better the -
Tasks / Responsibilities
Expenditure assignments
Resources
Revenue assignments
0 Amount/ Degree of decision making rights
Local strategics must be intoduced for effective implementation of decentralisation,
for example,
# local management as methods of policy formulation and implementation must be
evolved
Clear division of responsibility must be established
Adequate resources are needed to cover tasks
System which exploils the benefil of different levels must be evolved
[Tarmonization of interests must be secured
National, local and private interesis
Local information advantage must be secured
Flexibility and adjustment to needs and demands
Possibility of micro management
Local aggregation of policies for better synergy
Revenue mobilization through better services must be secured
There is the need to ensure
Equity: Uniformity of service vs. local variance
Adjustment to local needs
Local efficiency gain
accountability and incentives vs. subsidies for equity
Local financial independence vs, Macro-cconomic risk must be better managed
» Intergovernmental Fiscal Relations as a system and all of the pieces must fit
together. ; :
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» It is needed to fix the assighment of expenditures, then to assign revenues in
amount that will correspond to the expenditure needs.

» Accountability of local government officials requires significant local fiscal au-
tonomy.

It may have some ill effects too:

=  the focus on economic efficiency can be in conflict with other legitimate values

= Potential destabilizing effect on macrocconomic objectives

=  Benefits may fail on local corruption or limited capacily of local official

=  Creates a tension between local autonomy and national standards.

= Can increase administrative costs; creating additional layers of government is
an expensive proposition, and while the central government can shed personnel in the
context of deceniralization, empirical evidence suggests that these workers are often
reabsorbed by local governments. There is thus no net change in public sector employ-
ment. In the worst of cases, central government employment remains unchanged, while
local government employment grows.

Contrarily it is argued that centralization ensures

®  macroeconomic control, stabilization

* coordination problem

*  Fqualization

= Adminisirative competence

" economies of scale

" reduces local govermment corruption

Actuall}f the system is to mediate local and national interests,
¥ central government representing the national

¥ local government representing the local interest

¥ inherent cooperation & conflict is to be accommodated.

# There is no universal best practice optimal arrangement. Contextual decision is
needed to capture the benefits of national vs. Jocal planning,

# Flexibility of central government in inter-governmental finance vs. security of
local forecasts and planning is to be secured.

Decentralization relaxes national control and creates the potential for more regional
variation in civil service conditions. Some forms for variation allow regions the flexibil-
ity to hire a civil service that matches a community’s needs and budget constraints.
National salary, eligibility, and performance standards can ensure consistent quality, but
they can also lead to personnel expenditures beyond some local capacitics, The Philip-
pines, Indonesia, and Pakistan arc cxamples of decentralized states with essentially
uniform terms and conditions of service for government employees in different regions.

93




For effective local self governance

v The central government must honor its commitment to decentralization b:;f fol-
lowing the rules it makes or get out of the way.

v Recognize that intergovernmental systems are always in transition, and plan for
this
Be transparent
Local government must be allowed to flourish
[nstitutional structures must be clear, unambiguous
Political autonomy and legal status of local government officials must be ensured
Fiscal autonomy of local governments must be ensured
Transparent intergovernmental rclations and transfers must be cnsured
Managerial reform of public administration practices must be introduced
Stability of relations and resources must be ensured
Clear expenditure assignment must be pursued
Local government’s control on own revenue sources must be ensured
Local government’s power to borrow local discretion must be made more flexible
Accountability, credibility and transparency must be ensured
Central government’s ability to monitor must be enhanced
Optimalization through better informed decision must be made the practice

SSe R A R TR WG T L I T W R

Government must become more responsive to the differences that exist among
communities

The tendency towards essentialising the local in participatory development is consid-
ered as neglecting the problems which arise from the structure. Over emphasis on the
value of the local tends to underplay both economic and political issues which mean that
local social inequalities and power relations are downplayed. Further if ‘the local’ is
viewed in isolation from broader economic and political structures in which the national
and transnational economic forces, is neglected, then local development is bound to be
hampered. Such a local participation can underplay the role of the stale and transnational
power holders and can put emphasis on the politics in local terms at the cost of all round
development of the nation, It is women who are ofien particularly marginalised and
disadvantaged in benefiting from the participation. Women are still not a part to main-
stream development. Since the 1980s, special programs have been designed to generate
bencfits among the poor women by ensuring their participation in the development
process. There has been a shift from the welfare approach, viewing women as reproduc-
ers and home managers, Local government institutions and self-help groups have opened
spaces for their participation, whereby poor women can reflect on their situation, can
identify problem and can fight against injustice. -
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The transfer of power from the central government to local government provides a
site for women to represent their interests and needs by enlering the arena of local
politics. Rejecting the increase of central government control over local government
expenditure, and the privatization of public services, many women become involved in
local government as a significant site of resistance and reaction. Local Government is
considered as providing more space and opportunitics for women to represent their needs
and interest than Central Government. There are several significant factors in determin-
ing the aflinity between local government and women, These are the competing values
of participation and efficiency in local government, and the bureaucratic mire of local
government.

The state influences women’s lives both positively and negatively. Influence of the
state on gender relations are crucial in understanding the complexities women face at the
local level. Women's struggle at the local level lays stress on the need for their partici-
pation at local level. The introduction of women’s initiatives and enhancing women
representation into local government can be a prime strategy from a liberal feminist
perspective. i '

Foucault’s concept of power, post-structuralist perspectives view the state as a hier-
archically arranged multiplicity of power relations. The state is a by product of political
struggle rather than a unified structure.

As a site of struggle, it does not lie outside of society and social processes, but has
on the one hand, a degree of autonomy from these which varies under particular circum-
stances, and on the other, it is permeated by them.

Viewing the statc as the location for the struggle of diverse actors and structures may
lead us to a better understanding of the relationship between the centralist and localist
power structure of the state. The post-structuralist perspective has contributed in the
theorising of the state through its insistence that the state cannot be viewed as a unily.

The manifold structurcs of state provide the possibility of the combination of various
strategies by various actors and at various levels to be used in enhancing quality of life
of the people.

1.4 Forms of Administrative Decentralization

1.4.1 Administrative Decentralization

Administrative decentralization seeks to redistribute authority, responsibility and fi-
nancial resources for providing public services among different levels of government. It
is the transfer of responsibility for the planning, financing and management of certain
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public functions from the central government and its agencies to field units of govern-
ment agencies, subordinate units or levels of government, semi-autonomous public ay-
thorities or corporations, or area-wide, regional or functional authorities.

There are three major forms of administrative decentralization — deconcentration,
delegation, and devolution — each have different characteristics.

Deconcentration - Deconcentration 1s often considered to be the weakest form of
decentralization and is used most frequently in unitary states — redistributes decision
making authority and financial and management responsibilitics among different levels
of the central government. It can merely shift responsibilitics from central government
officials in the capital city to those working in regions, provinces or districts, or it can
create strong field administration or local administrative capacity under the supervision
of central government ministrics.

Delegation - Delegation is a more extensive form of decentralization. Through del-
egation central governments transfer responsibility for decision-making and administra-
tion of public functions to semi-autonomous organizations not wholly controlled by the

_ central government, but ultimately accountable to it. Governments delegate responsibili-

ties when they create public enterprises or corporations, housing authorities, transporta-
tion authorities, regional development corporations, or special project implementation
units, Usually these organizations have a great deal of disceretion in decision-making.
They may be excluded from constraints on regular civil service personnel and may be
able to charge users directly for services.

Devolution. A third type of administrative decentralization is devolution. When gov-
ermments devolve functions, they transfer authority for decision-making, finance, and
management to quasi-autonomous units of local government with corporate status.
Devolution usually transfers responsibilitics for services to local bodies that elect their
own l::hairpersunﬂ’rudhausfma}rbrs and councils, raise their own revenues, and have in-
dependent authority to make investment decisions. In a devolved system, local govern-
ments have clear and legally recognized geographical boundaries over which they exer-
cise authority and within which they perform public functions. It is this type of admin-
istrative decentralization that underlies most political decentralization.

1.4.2 Political Decentralization

Political decentralization aims fo give citizens or their elected representatives morc
power in public decision-making, It is often associaled with pluralistic polities and
representative government, but it can also support demoeratization by giving citizens, or
their represcntatives, more influence in the formulation and implementation of policies.
Advocales of political decentralization assume that decisions made with greater parttici-
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pation will be better informed and more relevant to diverse interests in society than those
made only by national political authorities. The concept implies that the selection of
representatives from local clectoral jurisdictions allows citizens to know better their
political representatives and allows elected officials to know better the needs and desires
of their constituents.

Political decentralization often requires constitutional or statutory reforms, the devel-
opment of pluralistic political parties, the strengthening of legislatures, creation of local
political units, and the encouragement of effective public interest groups.

1.4.3 Civil Service Decentralization

Civil service decentralization is usually a supporting strategy for more general decen-
tralization in government operations or service delivery, One docs not decentralize the
civil service as an end in itself — one does so in order to provide services better, manage
resources more cfficiently, or support other general outcome goals, The civil service as
a whole can be seen as one of the main instruments with which the government fulfills
its oblipations. In the context of decentralization, this tool must often be reshaped in
order to perform a new set of duties efficiently, equitably, and effectively. Reform of the
civil service, therefore, is the process of modifying rules and incentives to obtain a more
efficient, dedicated and performing government labor-force in newly decentralized envi-
ronmeni, Civil services at all levels of government need a capable, motivated, and
efficient staff in order to deliver quality services to its citizens. When civil service
functions and structures are decentralized, existing bureaucratic patterns must be reor-
ganized as roles and accountability are shifted. Decentralization thus intensifies the need
for capable staff and increases the importance of capacity-building programs.

Decentralization can be a way of improving access to services, tailoring government
actions to private needs, and increasing the opportunities for state-society interactions.
Subnational governments, however, will only be effective when they have access to the
necessary human and financial resources to undertake the services they have been con-
ferred. .

Local capacity is one of the most important factors creating a well-funclioning decen-
tralized civil service. In countries where local institutions already exist, the challenge
will be to reinforce them institutionally and lepally as well as to strengthen their person-
nel management capacities. In places where local government institutions cxist only at
an informal level, the institutional and legal framework will have to be created before
any type of reform of the administration is undertaken. '

The degree of local capacity determines the kind of human-resource management
strategies that will be feasible and desirable. Decentralization of human resource man-
agement is more likely to succeed in cases where lower-level authorities have the finan-
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cial and managerial ability to set competitive compensation packages and salary levels
that will attract local talent. Where talent and skills arc lacking at the local level, a
unitary hiring system might be preferred to ensure that the necessary skills are present
locally in all regions. In these cases where the center retains more control over human
resources, caution should be paid to ensure that the management options of local stake-
holders are not curtailed.
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1.6 Exercises

I Long-Answer

Elucidate the main thrust of the debate between centralized and participatory
democracy.

Do you think that participatory development is more effectwc than state- centric
development? Justify your answer.

What may be the main motivating factors for devolution of power at local level?
‘Local government is considered as providing more space and opportunities for
women.” Do you agree? Justify your answer.

How the reformists focused on the role of local government? What were the main
problems in the concept of decentralization, as approached in1950s?

What are the forms of administrative decentralization?

Why decentralization is preferred? Write an essay on the bencfits of decentrali-
zalion.

What conditions are to be created for effective local sclf governance?
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I1. Short Answer

a. ‘lFoucault’s concept of power, post-structuralist perspectives views the state as a
hierarchically arranged multiplicily of power relations’. What does it mean?
What is meant by the socictal value of citizen participation?

¢. Do you think that citizens’ participation makes decentralized democracy an inef-
ficient one?

d. What may be the aims political decentralization? Does it inevitably lead to de-
mocratization?

e. Write short notes on:
i. Deconcentration
ii. Delegation
iii. Devolution.
iv. Administrative decentralization
v. Civil service decentralization
vi. Political decentralization



Unit - 20 LﬂcaI Power Structure

Structure

2.1 Local Power Structure in India

2.2 Participation as a Correetive Proprocess to ensure Efficiency in Local
Government Power Struture

2.3 References

2.4 Exerciscs

Introduction

A government is a body that has the power to malke, and the authority to enforce rules
and laws within a civil, corporate, religious, academic, or other organization or group.
In ils broadest sense, ‘to govern’ means (o rule over or supervise, whether over a state,
a set group. Government is also a system of social control under which the right to make
laws, and the right to enforce them, is vested in a particular group in society.

The government consists of diflerent levels: local government, regional governments
and national governments, depending on closeness fo those who are governed and their
responsibilitics. The governments can be classified in various ways: The classical way
of classification is according to the number of people who hold the power (one, a few,
or a majority). The more recent classilication bases itself on the institutional organization
(parliamentary or presidential systems) or the distribution and the degree of control
excreised over the society. k

Government may also be classified aceording to the distribution of power at different
levels, Tt may be unitary—i.e., with the central government controlling local affairs—or
it may be federated or confederated, according to the degree of autonomy of local
government. Modern governments perform many functions besides the traditional ones
of providing internal and external scecurity, order, and justice; most arc involved in
providing welfare services, regulaling the economy, and cstablishing educational
systems.

Different levels of government typically have different responsibilities. The level
closest to those governed is local government. Regional governments comprise a
grouping of individual communities. National governments nominally control all the
territory within internationally recognized borders and have responsibilities not shared
by their sub-national counterparts. Most governments exercise exccutive, legislative, and
judicial powers and split or combine them in various ways. Some also control the
religious allairs of their people; others avoid any involvement with religion. Political
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forms at the national level determine the powers exercised at the sub-national levels and
these determine whether the political system will take the form of autocracy, democracy,
fascism, monarchy, oligarchy, plutocracy (government by the wealthy), theocracy, and
totalitarianism. .

Participatory democracy, a newer conception, holds that citizens should participate
directly, not through their representatives, in making laws and policies. Proponents of
participatory democracy offer varied reasons to support this view. Political activity can
be valuable in itsell, it socializes and educates citizens, and popular participation can
check powerful elites. Most importantly, citizens do not really rule themselves unless
they directly decide laws and policies.

The. political use of the local by hegemonic and counter-hegemonic inferests
contributes in highlighting both the external and the internal community obstacles to
participation.

In the developing world along with the external factors, structural and societal actors
are characterised by the domination and dependence upon local elites. These create
fatalism and the incapability of the people to make decision. Thus, it is the local
traditional patrons who are more frequently benefited and takc control over development
process. Tt is women who are oflen particularly marginalised and disadvantaged in
beneliting from the participation.

Local governments in Asia and Pacific also point out problems of participation which
arises from the limited capability and willingness of the people to participate in
governance, In these cases the community has little knowledge on the nature and
function of local government, People at the grassroots nced something more than the
mere provision of institutional mechanisms for participation. They need government
intervention in establishing empowering techniques for community participation, Even
community participation only in the election is dominated by traditional stronger
members of the society.

Power structurcs at the city level are different from the national power structure. They
arc not junior editions of the national corporate community, because local power
structures are land-based growth coalitions. They seek to intensify land use.

The city-level theorists in some cases rely on classical free-market economies, ignore
the fact that growth does not benefit everyone in the city, and downplay or ignore the
genuine conflicts that exist at local level. There is little or no concern with power
structure in their theory. '

Marxist theory fails at the local level because it focuses almost entirely on finance and
industrial capital, treats local level merely as a place fo reproduce the working class and
interprets every conflict as a “class conflict’. They often ignore the fact that land-based
interests shape a loeal power structure and determine as to haw to increasing intensive
use of land. Tt is a set of property owners who see their futures as linked together because
of & common desire to increase the value of their individual property.
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A successful local elite is one that is able to attract the corporate investers, the federal
and state agencies, and/or the educational and research establishments that lead to an
expanded work force. An expanded work force and its attendant purchasing power in
turn lead to an expansion of retail and other commercial activity, extensive land and
housing development, and increased financial activity developing the locality as a
‘growth machine’, and those who dominate it are a ‘growth coalition’ (Growth-coalition
theory®, which grew out of Molotch’s (1976; 1979; 1998; 1999) critical reading of the
urban sociology and the community power structure literatures). -

There is tension between growth coalitions and corporate sectors because corporate
sectors have the ability to move if they think that local regulations are becoming too
stringent or taxes and wages too high. A move by a major corporate sector can have a
devastating impact on a local growth coalition. Thus, growth coalitions can fail.
Moreover, this ability to move on the part of corporate capital contribules to the constant
competition among rival localities for new capital investments, creating tensions among
growth coalitions as well as between individual growth coalitions and the corporate
community. Therefore, the most important activity of a local growth coalition is to
provide the right conditions for outside investment.

Although the growth coalition is based in land ownership, it includes all those
interests that profit from the intensification of land use. Thus, executives from the local
bank, the savings and loan, the telephone company, the gas and electric company, and
the local department store are often quite prominent as well. The media is also found
deeply commitied to local growth so that its business continues to rise.

In reality, local growth does not create new jobs in the economy as a whole, which
is a function of corporate and governmental decisions beyond the province of any single
community. However, local growth does determine where the new jobs will be located,
which is what matters from the point of view of the building trades unions. For that
reason, it is in their interest to help their local growth coalition in its competition with
other localities,

Due to the separation of local, state, and national government at the state and national
levels local growth coalitions support those politicians who oppose, in the name of
fiscal and monetary responsibility, the kinds of government policies that might create more
jobs, whereas at the local level they talk in terms of their attempts to create more jobs.

Although a concern with growth is at the basis of cach local power structure, local
growth coalitions enter into the competition with a different set of priorities and
strategics for achieving it. The heart of a local power structure is provided by those .
businesses concerned with local real estate values.

The growth-coalition hypothesis leads to certain expeciations about the relationship
between power structures and local government. Rather obviously, the primary role of
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government is to promote growth according to this view. It is not the only function, but
it is the central one. Local government promotes growth in several ways, the most visible
of which are the construction of the necessary sireets, sewers, and other public
improvements and the provision of the proper municipal services., In addition,
government often provides the funds for growth. Government officials are expected to
be the growth coalition’s ambassadors to outside investors for possible investment.
e Growth-coalition theory provides a new perspeciive on
local power that is compatible with what power structure
 researchers found for the national level. It preserves the
pluralists’ emphasis on markets, which is an essential starting
point in a capitalist sociely, but it shows how markets are
sociologically constructed and explains how land markets
differ in important ways from commodity markeis. It explains
the very real conflicts at local level At the same time it
stresses that these conflicts are analyiically distinct from
struggles between capitalists and workers.

2.1 Local Power Structure in India

With the exception of one decade, 1911-1921, India’s population has galloped ahead -
from 238.3 million in 1901 to 846.3 millions in 1991,

Table 1. Census Year Population and Population Increase

Census year Population Population change
1901 238,396,327
1911 252,093,390 13,697,063
1921 251,321,213 -772,177
1931 278,977,238 27,656,025
1941 318,660,580 39,683,342
1951 361,088,090 42,420,485
1961 439,234,771 77,682,873
1871 548,159,652 108,924 881
1981 683,329,007 135,169,445
1991 846,302,688 162,973,591

Population Growth Rate 1981-91 - 23.85%
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Table 2. Main Religions

Groups 1991 census % Total population % Increase since 1981
Hindu 672,599,428 82.41 22.78
Muslim 95,222,853 11.67 32.76
Christian 18,895,917 2.32 16.89

Sikh 16,243,252 1.99 25.48
Buddhist 6,323,492 0.77 35.98

Jain 3,332,061 0.41 4.42

Other religious persuasions 3,131,123 0.38 13.19
Religion not stated 405,486 0.05 573.46

Table 3. Million Plus Cities (1991)

City
Greater Bombay
Calcutta
Delhi
Madras
Hyderbad
Bangalore
Ahmedabad
Pune
Kanpur
Lucknow
Magpur
Surat

Jaipur
Kochi
Vadodara
Indore
Coimbatore
Patna
Madurai
Bhopal
Visakhapatnam
Ludhiana
Varanasi |
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Keeping this variation in view, local bodies are supposed to be formed as democratic
institutions based on the principle of self-government and should represent people’s
desires and strengths. Due to massive urban growth during the past two decades, the
urban quality of life has deteriorated and creates an urgent necessity for having vibrant
and efficient urban local government bodies that can deliver adequate services and
improve living conditions.

Traditionally it is the responsibility ol clected councilors to bring about public

parlicipation in the decision-making process. However, direct public participation is
difficult to realizc due to various feasons such as time available to the council and the
public and the large number of people living in citics and towns. In general, people
contribute and participate through media such as letters in newspapers, posters and
books. :
There arc a number of tasks specific in cvery city that concenirate on the fight for
cerlain developmental or remedial issues. People are involved in such activities and
contribute to the council and state level decision-making process. The Seventy-Fourth
Constitutional Amendment Act (CAA-1992) and the Conformity Municipal Legislation
by different state governments have paved a new path for public participation through
the ward committees, which are supposed to act as public auditor in the development
proCess.

Tn a modern development setting involving urbanization(26:13 %-1991 census), it 1s
necessary to take note of urban local government as it is through establishing a strong
local government structure that full fledged democratic decentralization can be brought
about. The CAA-1992in India is a step towatds bringing about changes in the existing
framework of urban local bodies and is in conformity with the world process of
democratic decentralization. It is expected to be a harbinger of a new era, by making the
urban local bodies an efficient and demoeratic form of government in the truc sense.

The reforms required by urban local bodies are multifaceted encompassing political,
social, administrative, financial and technological dimensions, The act provides a
constitutional form of the structure and mandate for municipal bodies to cnable them to
function as cffective democratic institutions of local sclf-government. However, it is
worth mentioning that the constitutional status alone is not sufficient to make the
municipal bodies vibrant and eflective institutions of democracy. A new structure of
municipal authorities with additional devolution of functions, planning responsibilitics,
new system of fiscal transfers and empowerment of women and weaker sections of the
sociely is to be implanted.

The following reforms may be initiated to make the municipal bodies vibrant and
effective institutions of democracy:

1. Offyear elections. It was argued that local elections should not be held in the
same year as national elections becausc local issues are different.
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2. Non-partisan elections. Parties should not play a role at the local level because
the citizens of a community have common interests that should not be overshadowed by
partisan politics.

2.2 Participation as a Corrective Proprocess to Ensure Efficiency
in Local Government Power Struture

Participation and decentralization have a symbiotic relationship. On the one hand,
successful decentralization requires some degree of local participation. Local
governments’ proximity to their constituents will only enable them to respond better to
local needs and efficiently maich public spending to private needs if some sort of
information flow between citizens and the local governments exist. On the other hand,
the process of decentralization can itself enhance the opportunities for participation by
placing more power and resources at a closer, more familiar, more easily influenced level
of government. In environments with poor traditions of citizen participation,
decentralization can be an important first step in creating regular, predictable
opportunities for citizen-state interaction.

The symbiotic relationship between decentralization and participation leads to
somewhat contradictory policy guidelines. On one hand, mechanisms for citizen
participation could be considered a helpful pre-condition when evaluating the prospects
for successful decentralization. Accordingly, the design of decentralization should take
info account the opportunities and limitations imposed by existing channels of local
participation. On the other hand, lack of participatory mechanisms could be considered
a motivation for decentralization and can help create local demand for more participatory
channels to voice local preferences, This note discusses each of these dimensions —
participation as a means to successful decentralization and as a goal of decentralization,
These incremental changes can eventually evolve toward broader opportunitics for
citizen participation and democratic governance.

Participation means a continuous & active involvement of the people, which is at the
same time indispensable for good governance in a liberal democratic political structure,
It is defined as — ‘deep & continuous involvement in administrative process with the
potential for all involved having an effcet on the situation.’

For many years the conventional growth oriented, top-down strategy of development
was not producing the desired result and at the same time the failures in the field of
administration motivated the planners to decipher the complex field problems. Even in
routine clectoral process also the rate of participation was lowering. During 1960
presidential clection about 39 million eligible voters did not vote in the United States of
America. In 1964 the number of non-voters was 43 million & in 1968 it increased to 47
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million. In the off year congressional elections & in state & local election it was almost
25 percent lower than the presidential election. Most of the people were occasional
participants in the political process. It is now being observed that until & unless the
common people arc participating in the development process, the developmental
programs cannot become successful.

In other countries as well this particular trend was present. The reason could be many;
one of them might be poor planning & execution of it or might be professionalism-based
administration which kept the people more separated from it. Even in the industrialized
nations like Britain, the Netherlands the apathy existed among the people. In developed
countries it was found that people were more involved in economic activities and
patticipation in the political process lost its significance for them, creating erisis in
democracy.

The next decade saw the gradual expansion of state activity, Public administration

. was embracing daily life of the individual as well as the community. In every nation

starting from the capitalist Uniled States of America to former communist Soviet Union

(presently Commonwealth of Independent States) or in the developing countries of Asia,

Africa and Latin America, the need to extend the area of public administration was felt.

Now the “Administrative state” was replacing the Laissez Faire state, which was
responsible only for maintenance of law & order. The modern

“Administrative State” was acting as the accelerator for economic & social changes:
it was also responsible for providing modern amenities of life, education, health, and
transport along with the opportunity for employment. The most important reasons for
the amplification of this state function were—

o Growth of industrialization and urbanization change in the political philosophy of

the state i.e. a shift from individualism to social welfarism.

® Two world wars and the resulting international situation gave rise to sceveral other

international institutions such as the World Bank, the IMF which were responsible
for advancing the elile ideology of neo-liberal economics.

® Vast increase in population was posing a problem of providing food, shelter &

other necessities of life.

These factors led to the emergence of *Great Society’, which again in turn helped fo
form

‘Big Government’ in almost all industrialized & advanced nations. Now the
fundamental principles of the welfare state were transforming the functions of public
administration. But this did not affec the level of participation in the political process.
Wellare activities became mostly the government’s headache.

During later part of the twenticth century a growing concern for people’s participation
in decision-making is being highlighted which was mostly absent during a few decades
ago,
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During 1970s the scholars [elt the need to gearch for suitable methods in national as
well as in international sphere to meet the challenges coming out from illiteracy,
deficiencies & other kinds of pauperization; several management strategics were
introduced to fit local situation.

Throughout this decade several community developmcnt projects were taken up
which integrated rural development and in this way participation as an intervenlion
methodology evolved. At the same time a kind of realization was [elt in the society that
without the common people’s participation decision making is bound to be ineflective.
Moreover in the ‘post modern’ public administration the common people were
considered as an integral part.

As a result of this working towards empowerment of common mass was felt
indispensable which sought to restructure the government enabling common men &
women execrcise greater influence over matters of their concern. A tool o promote
responsivencss in public administration was the citizen’s charter introduced both in
Britain & India in the 1990s. It implied people’s participation in administration,

The 1993 UNDP Human Development Report comments that: “people’s participation
is becoming the central issue of our times.™ Therefore, the community participation is
part of a wider strategy to promote savings fo target services only towards those who
have been identified as being most desperately in need ol them and to shift the burden |
of resource provision away from the public sector towards communities, including
communities in greatest nced themselves.

With respect to the recent trend of community based development, which came to
cxist replacing state led development, the South Asian Commission on Poverty
Alleviation observed in 1992 that the focus then shifted to development activitics of
locality rooted, participatory micro development organizations. At the formal level, this
shifl was evident in the increasing attention being paid to veluntary & non-governmental
organizations, in asserting the positive value of participation of the poor in development
and bringing about social changes within ademocratic political framework.

The commission also stated thal the ‘participation” emerged as a corrective process,
Participation here is seen not in narrow terms pointing towards formal activities effected
through representatives. Instead it is defined as a socially vibrant grass roots process
whereby people identify with the process as their own, with occasional help from
facilitators. The process is inherently educative, leading progressively to a higher level
of consciousness, which evolves through newer experiences of facing reality. They are
then able to parlicipate as active subjects in the development process rather than passive
objects.

Therefore, now people’s participation in public administration is part of the larger
process which emphasis on the values of accountability, responsiveness- and
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reptesentation, [t establishes that people would be provided with the congenial
atmosphere so that they can participate both in policy-making & policy implementation.
The administrators are also becoming obligated to the public for their actions & concede
to people right to information. In most democratic countries the government represents
the people’s choice and dministration has become an instrument for the welfare and
service to the people. Now in almost all the countries the public administrators are
considered as scrvants of the public, devoted to the realization of public interests and
general well being.

The democratic ideal in local government implies that active participation of the
citizens in local affairs is both a goal in itself and an instrument for strengthening society
at large.

Participation represents a real occasion to influence the decisions about everyday
life; it narrows the gap between the rulers and the ruled. '

[t creates the possibility for political education. Active participation in local affairs
might be perceived, as the most important training ground for democracy. By
participating in administration of districts and counties, dircetly or indirectly, the citizens
hecome familiar with public issues. They become, the argument goes, more sensitive to
the necd for setting priorilies and for reaching compromises between different legitimate
interests.

There is an assumption in this argument of a connection between local participation
and the feeling of solidarily in community.

The achievement of a democratic participation depends on its contribution in sccuring
greater popular control over collective decision making, and greater equality in its
exercise. Genuine participation in everyday cconomic and social activities is a major
dimension of human, legal and political rights which includes all those who are allected.
In this kind of participation a partnership built upon the basis of a dialoguc among the
various actors (stakeholders), during which the agenda is set jointly, and local views and
indigenous knowledge arc deliberately sought and respected are the most crucial
elements. In India, joint management between Local Government agencies and the
community, has enabled local government to be more participative.

The transfer of power from the central government o local government provides a site
for women fo represent their interests and needs by entering the arena of local politics.
Rejecting the increase of central government control over local government expenditure,
and the privatisation of public services, many women become involved m local
government as a significant site of resistance and reaction (Pringle &Watson 1998).

‘Local Government is considered as providing more space and opportunities for women

to represent their needs and interest than Central Government.
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Administrators have to know management, economics, sociology, history, law,
politics all at the same time, It is so because they have to manage the complexities
emerging out of societal changes. It is because common people are becoming more
sensifized towards politics and the number of people participating in politics are
becoming higher and higher day by day. Several factors act as determinants for political
participation. :

- There are three main dimensions to participation :

1) Civil Society; 2) Decentralization; and 3) Democracy

People participate by forming civil society organizations and taking part in activities
that are deceniralized to commune and village levels and being involved in democratic
processes, _

Key stakeholders are government agencies and disadvantaged and marginalized
people (as individuals and representatives of organizations).

.There is the need for good governance for poverty reduction. With regards (o
participation, the national development strategies referred fo above clearly articulate the
need to:

* Create conditions for people to fully participate in the development process and o
have equal opportunitics,

* Strengthen the capacity and creale opportunities for all people to bring into full play
their talents ;

* Participate in the development process and to enjoy the fruits of development.

In Asia and Pacific problems of participation arises from the limited capability and
willingness of the people to participate in governance. In these cases the community has
little knowledge on the nature and function of local government, People at the prassroots
necd more than the provision of institutional mechanisms for participation to change the
dimension of participation. They need government intervention in establishing
empowering techniques for communily participation, As country report from Sri Lanka
notes that the community participate only in the clection. Therealter, this participation
1s dominated by traditional stronger members of the society.

From the foregoing discussion it is obvious that we cannot. assume that the concept
of participation in local government will automatically enhance popular participation. On
the one hand local government may misdirect participation and on the other local
government may offer attractive major promise that popular participation and
accountability will be more responsive to people’s needs and more effective in delivering
services for the community. At this point, rather than differentiatc participation as a
means (o achicve efficient and effective development project and goal, and participation
as an end in which as a process people control their own development process, it is
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crucial to view the rational for participation in local government as both instrumental and
final. ,

Citizen participation in some form is an essential part of successful decentralization,
It is becoming a more common eclement in developing country political environments,
but the flow of information is by no means undistorted. Planning decentralization
policies should take these informational imperfections into account and attempt to
improve the depth and degree of citizen participation in local government action. Local
government responsiveness, one of the main rationales for decentralizing can not be
realized when there are no mechanisms for transferring information between the local
government and its constituents.
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2.4 Exercises

1. Write an essay on the forms of government.

2. Write an essay on the Participatory democracy.

3. Why Marxist theory fails at the local level ?

4, Write an cssay on the concept of local growth coalitions.

5. What is Growih-coalition theory?

6. Do you think that participation and decentralization have a symbiotic relationship?
Justify your answer.

7. Write an essay on the urgent necessity [or having vibrant and efficient urban local

government bodies.

" 8. What reforms may be initiated to make the municipal bodies vibrant and effective
institutions of democracy? :

9, ‘Participation means a continuous & active involvement of the people, which is at
the same time

indispensable for pood governance’. Explain.

10. What are the most important reasons for the amplification of this state function

11. Write an essay on the main dimensions to participation.
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Unit - 30 Linkage Politics

Structure

3.1 Introduction

3.2 A Viable Loeal Political Process Thraugh'_l}ecunceutratiun (Of Resources
and Personnel), Devolution (Of Authority)

33 Relevance of Sdudying Linkage Politics

3.4 Conceptual Overivew of ‘Linkage’ in Polities.
35 hgenciw & Processes of Linkage

3.6 fl"ypcs of Linkages

3.7 Exercises

3.8 " Reference

3.1 Introduction

The world’s urban population has been growing rapidly from under 300 million in
1950s to 2.7 billion in 2000. Currently, the urban growth rate stands at 2.5% annually -
adding around 55 million people to urban areas. Natural demographic increases have
begun to overtake migration as the main cause of urban growth. Growing unemployment
& poverty, malnutrition, social exclusion and environmental degradation are now the
main issues to be tackled by urban decision-makers.

The capacity of the nations to pursue their economic and social goals has begun to
depend more and more on their ability to govern their cities. As a result, urban
management has assumed increasing importance. This is largely due to the quantum and
quality of coniribution that urban centers make to the national income and to other
spheres of development such as the creation of social and political ideals, transfer of
information and technology, and creating social capital through f‘mtermg of human
resources, arts and culture.

As opposed to conventional functions, most city governments are today engulfed by
many different demands by their citizens. Most of these are new and techno-centric
functions. While handling the day to day management of the city within a
macroeconomic framework over which the city governors have no direct control. Urban
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local bodies are now expected to plan and coordinate and manage a plethora of urban
facilities and aclivities. They include urban environment, urban transport, anti poverty
measures, facilitation of utban economy and productivity, and human settlements
development.

Meanwhile, the nature of state too is changing towards democratic and administrative
decentralisation, greater local autonomy & control and community empowerment &
community-based management. These are challenging new flight-paths for local
governments.

In an era of continuing economic problems and structural adjusiment, national
governments have been forced to reduce the services they provide. While the private
sector may pick-up some of these, collective and non-profit-earning social goods must
be delivered or funded by sub-national governmental units if they are to bé provided at
all. Further, research over the last two decades has suggested that highly centralized and
top-down service delivery is expensive, cumbersome, inflexible, adapts slowly to
change, and is prone to be politically abused. Incapacity of governments and, on the other
hand, spontaneous patterns of local initiative in education, sanitation and marketing,
suggest there is an untapped local capacity to make collective choices and take collective
action. All these Icad us to say that democracy must be rooted in functioning local,
participatory self-governance institutions. There is therefore, undoubtedly the
importance of the growth of civil society, development of public ownership of political
institutions, mobilization of talents and resources into conmstructive patterns, and
countervailing power vis-a-vis national institutions.

These new responsibilities have been thrust on local administrations by national
governments suddenly and without the nccessary power, authority, resources and training
to manage them as desired. With or without these new responsibilities, urban local
administrations everywhere have generally shown a serious lack of ability and capacily
to carry out their statutory responsibilities. They have failed to maintain their citics as
clean, cating and responsive habitats. Also, there is much to be desired in the
maintenance of the rule of law. In the Eighties, local governments attributed their failure
to their lack of local autonomy. But the Nineties saw a substantive, though not adequate,
transfer of authority from central fo local governments yet, without much corresponding
improvement in local government. Local democracy and governance has failed in
virtually everyplace it has been tried.

In some counfrics, some actions by higher levels of government have resulted in
scrious crosion of the existing municipal revenue base. An example is India where the
State Governments have taken over the collection of transport tax, which has been the
main revenue earner of the urban local bodies for a long span of time. The local bodies
are compensated lor by a static annual payment in licu ol it. At a most critical time of
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the country’s economic expansion, urban local bodies thus have lost an expanding
revenue base. : :

In most countries, central governments have been creating special statutory bodies,
over the past thirly years or so, particularly for water, drainage, and transport, causing
serious shrinking of power and revenue base of the municipalitics thereby further
impeding the development work of urban local governments.

Under the circumstances, effective governance within the available frame of power
and resources appears to be the only solution to minimizing the managerial stress and
maintaining an adequate level of urban services and facilities appears to be.

The response to these challenges lies in good governance. This better governance is
not just national - it is local, regional and it is global. Good governance makes
accountability, transparency, participation and rule of law™ based mandatory
administrative functions. They arc vital pre-requisites for sustainable urban
development,

The primary call is for attitudinal changes. Municipal and national governments will
not be able to meet peoples’ aspirations unless their decision-makers arc prepared to
look anew at urbanization, urban form, urban poverty and urban management systems.
Such change in perspective must be accompanied by an in-dwelling change in their
attitude, leadership style and goals. Only then will they be inspired and motivated to
make the many changes required to the cantilevers of urban governance - the laws,
institutions, and administrative processes & procedures.

Obviously, harmonizing the attitudes, structures and processes of government with
the aspirations and nceds of its urban citizens would not be enough. Such change will
not necessarily or automatically lead to good human progress unless operationally-
dynamic administrative mechanisms and legally valid checks & balances are in place lo
cnsure that the peoples’ aspirations are met through (a) productive facilitation of
.opportunities and (b) unimpeded enforcement of policies and legislation that such
systems promulgate. In doing so, care must also be taken to ensure that their results
will contribute io build a society that upholds justice, equity and peace. governance
must not only appear to be effective but should also be measurably effective.

‘The World Bank has identified three distinet aspects of governance: (i) the form of
political regime; (ii) the process by which the authority is exercised in the management
of a country’s economic and social resources for development; and (iii) the capacity of
governments to design, formulate and implement policies and discharge functions.’
(World Bank, 1994) *Governance is viewed as the exercise of economie, political and
administrative authority to manage a couniry’s affairs at all levels. ‘It comprises
mechanisms, processes, an institutions through which citizens and groups of articulate
their interests, exercise their legal rights, meet their obligations, and mediate theit
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differences.” (UNDP, 1997) Governance is the sum of the many ways individuals and
institutions, public and private, manage their common affairs. It is a continuing process
through which conflicting or diverse interests may be accommodaled and co-operative
action may be taken. It includes formal institutions and regimes and informal
arrangements empowered to enforce compliance. Good governance is both a goal and a
process. It only can help us find solutions to poverly, inequalily and insecurity. It
creates an environment in which civil organizations, business community, private
citizens and other institutions can assume ownership of the city development process
and the management of their communilies. Governance is good and effective when it
subscribes to, promotes and ensures following characteristics:

Participation Strategic Vision Rule of Law
Consensus Orientation Responsiveness Transparency
Effectivencss & Efficiency Equity Building Accountability

The primary yardsticks for measuring governance lead us to measure the extent fo
which the governance of a particular urban local body is: participatory; sustainable,
legitimate and acceptable to people, transparent; promotes equity and equality; able to
develop the resources and methods of governance, promotes gender balance; tolerates
and acceplts diverse views and perspectives; able to mobilize and efficiently use
resources for social purposes; operates by rule of law; commands public trust and
respect; accountable; sensitive to the needs and aspirations of citizens; regulatory
rather than controlling; and facilitating instead of providing. In this contex!, the factor
that has been found to be important for effective local governance is a viable local
palitical process. Substantial decentralization efforts in India during the later 1980s
and early 19905 have been weakened by the absence of viable local political processes
to convey information to the public about government decisions, lo organize publics fo
be aitentive to governmment actions, to mobilize public opinion regarding local
government, and to hold local officials accountable for their performance. The absence
of attentive local population and of close linkages between officials and citizens has
caused many of the problems found in local governmental performance,

The political process provides an arena for political entrepreneurs to explain and
market their activities, trying to build support and raise additional resources. When they
fail, the political process is the mechanism that reviews and replaces them. Usually a
viable local political process includes an active civil society, some general political
organizations (e.g., lactions, partics or their surrogates), a legislative arena, opinion
leaders and their publics, and mechanisms to gather and spread information, With all
this in mind, it may appear reasonable to hypothesize that effective local governance
requires deconcentration (of resources and personnel), devolution (of authority) and
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development of a viable local political process which requires democratic development
of the representative institutions (council) and linkage institutions (political parties and
civil society) between the population and the municipality. However, they are still
underdeveloped, -for which the established local political process 1s largely rendered
irrelevant, Furthermore, institutional arrangements now in-place to facilitate these are
flawed in their design, while the interest groups organized at the “grass-roots™ level arc
still weak and fragmented. The representative body at the local level, with a civil
servant from the town as the effective chief executive is main source of this flaw,
The body does not have full authority over local budgetary and programatic decisions
and its elfectiveness in encouraging and focusing a local political process remains
unclear.

3.2 A Viable Local Political Process Through Deconcentration (of
Resources and Personnel), Devolution (of Authority)

It was important to distinguish between devolution and deconcentration in analyzing
“local government systems, and in describing patterns of “decentralization” reforms,
Devolution refers to the distribution (or re-distribution) of authority to make decisions
and o takec action by local governments independently of central administrative
oversight. Central governments might retain overall legal control (equal protection under
the laws, voting eligibility, allocating authority to raise revenue, ensuring general law and
order, and regulating fraud and corruption) and the authority to alter local government
powers. Within thosc boundaries, devolution exists il local entities have substantial
authority to hire, fire, tax, contract, cxpend, invest, plan, sct priorities, and deliver the
services they chose. Deconcentration, in contrast, oceurs when local entities act largely
as the local agents of central governments, manage personnel, and expend resources
allocated to them by central government authoritics. Deconcentration refers to essentially
the redistribution of ccntral resources to localitics on the sufferance of those central
authorities.

Advocates of deconcentration emphasize the fiscal, skill, and personnel poverty of
localities, and their need for central resources to function. They also emphasize the
problem of providing effective direction for local administrators. Advocates of
devolution cmphasize that the residents of local governments will be unlikely to
participate, invesl attention or resources, or learn many of the lessons ol governance
unless their local governments can make real decisions with effective consequences. The
same applies to local officials as well, who, furthermore, are unlikely to invest extra
attention and energy in local aflairs and programs unless they arc accountable to
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localities rather than the center. Local authorities with inadequate sources of revenues
generating fund and mostly untrained personnel have remained either largely passive or
only spasmodically active.
The argument regarding a viable -local political process combines both of these
perspectives, Such a process is necessary to provide policy direction for local officials,
information to allow learning and fine-tuning of policies and programs by local officials,
and accountability regarding performance. Resources provide the “raw material” of local

governance, authority provides the structure that allows local political entrepreneurs to

combine resources to produce local services, and a viable political process energives.

_ directs, and redirects political entrepreneurs in their activities expanding beyond the

dimension of central vs. local. Ilere it becomes necessary to study the essence of linkage
politics, trying to create a bond between the needs of globalization and localization
between individuals and institutions, public and private, individual and common affairs,
formal institutions and regimes, or between central and local. Linkage politics is to be
looked at as a continuing process through which conflicting or diverse interests may be
accommodated and collaborative drives may be taken to entertain changes in the
direction of development.

£

O Central-Local Links In India

The central government controls the overall development initiatives in urban areas
through the Ministry of Urban Affairs and Employment. However, state governments
have a significant control on the staffing, finances and administration of the Municipal
Corporations and councils. The state governments exercise control through their urban
development departments. The directorates of municipal administration also have a town
planning (and valuation) department lo exercise control on the physical planning of the
urban areas as this department prepares the development plans for the citics and towns
in their respective states. There is an increasing emphasis on the fraining of municipal
employees. There are a number of renowned training institutions that provide training to
elected and executive personnel in local authorities in different subjects such as

" engineering, human resources development, capacity-building, solid waste, water supply

and information systems. These include the Indian Institute of Public Administration, the
National Institute of Urban Affairs, All India Institute of Local Self~Government and the
Regional Centres for Urban and Environmental Studies (Mumbai, Lucknow and
Hyderabad are the major institutions in India.

3.3 Relevance of Studying Linkage Politics

In the modern form of democracies, there have been some major changes in local
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self government, which requires linkages through the period of changes. These trends of
changes must be analysed. There are three main trends : The change of the substance
of local decision making, the change of the decision making power of the elected
council and the change in the role of the citizens. These changes lead to a transformation
of local self-government and require new approaches to democratic control and
legitimacy.

Local affairs as the mater of local self-government have become increasingly vague.
This goes for the principle of territory, the principle of universality and the separation of
community affairs and private concerns. Local affairs tend to extend in regional contexts,
regional aspects overlap with local interests and decisions, Citizens not only live in one
municipality, they fulfil their needs for working places, shopping, sports, culture and
leisure facilities in several municipalities all over the region. Because of this
interweaving of interests local bodies cannot decide on local affairs as if their community
is an island. They have to consider different and mutual influences.

Furthermore we have to ask the question, whether all the local bodies have to produce
all the necessary services or whether it is possible and useful to produce some services
at a central place and only deliver them locally. Keeping this in view, linkage role finds
additional weilage to be recognised as a vital mechanism for ensuring effective
governance at local level.

Political parties arc undoubtedly the most important agencies of linkages, because
they seek to hold office. They are particularly important at the local level as this is where
their roots must be grounded.

The parties and party organisations follow six types of linkage processes. These six
types are participatory, representative, clientelistic, recruitment, organisational, and
electoral. While a range of conditions for each type of linkage have been outlined,
there are also a number of commeon themes running through each type. The openness
of parties to members and external organisations is a vital condition of all six
. types, while membership strength, activity and influence are also important indicators of
most but not all types of linkage. Moreover, the concept of exchange in its various

different forms is common to clientelistic, recruitment, organisation and electoral
Tinkage.

3.4 Conceptual Overview of ‘Linkage’ in Politics.

Pariies and other political organisations play a linkage role in advanced industrial
demaocracies. As a concept, linkage is usually used to imply that parties have become less
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important in terms of the linkages that they provide. It is said that when linkage between
parties and citizen fail, a ‘broken linkage’ exists between politically interested citizen
and decision-makers.

Linkage has become a motion with a variety of uses. In international relations, it was
started being used as synonymous with the diplomacy of Henry Kissinger and his efforts
to match concessions in one field of international negotiations with benefits in other
arcas. In domestic politics clite theory of democracy identify eight different types of
linkages in American political context. These range from the linkage between federal and
state units to voters and press or fascist varieties where linkage essentially means elite
control of public opinion. Institutions providing linkage vary from the electoral system
for Presidency and Congress, through states and elected officials at all levels, to the press

“and government.

Linkage, however, is most appropriately applied to political organisation, like political
partics, interest groups, social activist groups, who in one way or the other primarily act
as intermediaries between government and citizen.

The term linkage may be used to refer to the types of bonds which exist between
individual citizens, social organisation and the political system. It may also denote a
more subjectives, individual feelings of attachment to organisation and the political
system. The role of the political parties in interest articulation and interest aggregation
is described as linkage role. It is also described as a mechanism to channelise the views
of the electorate towards the party leaders. The term linkage often covers the function
of participation, meaning both internal party activism and electoral turnout, and
communication. :

3.5 Agencies & Processes of Linkage

In representative democracies it is not enough to suggest that the government reads
to be responsive to public opinion. Some described linkage as any means by which
political leaders act in compliance with the aspiration and needs of the people in respect
of government policy. This is done by intermediate organisations who aggregate and
represent the opinions of section of people to government. Three main organisations act
as the agents of linkage in this respeet :

(a) Interest and pressure groups

(b) Rise of new social movements

(c) Political parties, the most prominent actor.
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There are two processes of linkage :

(i) Reactive process, where there are reactions in one unit. This model fits with tue

notion that linkage is fulfilled by povernment or party responsiveness to public opinion.

(ii) The Penetrative Process

The penetrative process means that parties are key agencies in providing political
linkage in modern democracies. Unlike pressure groups or social movements, parties are
aclive in both society and govemment and, if clected, have the authority to make
legislation. Moreover, it is the grassroots / societal level that is the vital end of the
linkage chain if parties are to continue to hold office. Although most work on parties and
linkage has looked at this from the perspective of members, a key, and relatively ignored,
element in the linkage chain is the role that local parties play in this penetrative process.

In particular, local partics play a vital role in political socialisation and integration, -

- political recruitment, representation and in helping parties adapt to envtmnmental
challenges. Moreover, they provide ngitunacy for parties.

3.6 Types of Linkages

Lawson (1980 : 13-14 ; 1988 : 14-17) identifies five typcs of linkage. First,
participatory linkage is when parties serve as agencies where citizens can participate in
politics. Second, electoral linkage is where party leaders control various clements of the
electoral process. Third, policy responsive linkage 1s when partics scrve as agencies for
cnsuring that government officials are responsive to rank and file voters. Fourth,
clientelistic linkage is where parties act as channels for favours in exchange for votes.
Fifth, directive linkage is used by those in office to control the behaviour ol citizens. A

sixth variant is identified by Poguntke (1998 ; 156-179). Organisational linkage is based
" on an exchange between party elites and organisational elites who can mobilise or
withdraw the support of their organisation for a political party.

However, if parties are to ‘penetrate’ government successfully; they must also be
. oriented towards society for no other reason than the need to recruit members and
activists, convince them lo stand for office and run the campaigns that will hepefully
bring them clectoral success. The socictal end of the linkage chain remains vital for
parties, their organisational maintenance and, ultimately, their survival, Indeed, to the
extent that there is any agreement in the organisation - as - linkage literature, it is to note
the importance of grassroots recruitment and activity in infermediary political
organisations. Rothenberhg (1992 : 262-264), for example, highlights the grassroots
motivational and resource-based factors thal can prevent effective mobilisation in
inferest groups.
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This model fits with the notion that linkage is fulfilled by government or party
responsiveness to public opinion.

The second type of process is the crucial one for parties. This is known as the
penetrative process. A penetrative process occurs when members of one polity serve as
participants in the political processes of another. That is, they share with those in the
penetrated polity the authority to allocate its values, While the first part of this definition
could conceivably include pressurc groups active in the policy process, it is the second
part ol the statement that is vital. Competing for office is a core funciion of political
parties (Sartori, 1976 : 64). By seeking oflice, partics aim not only to ‘penetrate’ the
apparalus of government, but, if successful, they have the authority to make policy and
pass legislation.

3.7 Exercise

I. What is linkage politics? Describe the context for its necessary growth.

2. Why the study of linkage politics seems relevant in current decade local
governance studies?

3. What do you understand by the term ‘linkage’ in the context of studying
politics?

Wrile a note on the agencies and processes of linkage.
What do you understand by ‘penctrative process’?

Describe the types of ‘linkage’.

= S

Do you think that linkage politics is meant fo create a bond between the needs
of globalization and localization?

8.  How linkage politics create a bond between the individuals and institutions,
public and privale, individual and common affairs, formal institutions and
regimes, or between central and local.

9. How linkape politics sirives to accommodate conflicting or diverse interests
leading to the creation of a viable local political process?

10. Do you think that deconcentration (of resources and personnel) and devolution
(of authority) alone can creatc a viable local political process? Justify your
answer.
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Unit - 40 Globalization and Local Politics

Strueture
4.1 Introduction
4.2 Exercises

4.3 Reference

4.1 Introduction

The “first era of globalization” came to an end with the shocks of the First World War,
the collapse of the Gold Standard, and the Great Depression. Neo-liberalism is associ-
ated with the contemporary “second era of globalization,” the seeds of which were
planted after the Sccond World War. In between, during the period from 1915 to the
1960s, different versions of more statist liberalism guided the economic and social
policies of many nations.

International monetary stability was re-established of with the Bretton Woods Agree-
ment. As a ideological movement, it became increasingly prevalent based on the work
of Robert Mundell and Arthur Flemming. The Mont Pelerin society, founded at about
the same time by thinkers such as Friedrich Hayek, Milton Friedman, and Michae]
Polanyi spawned free-market think tanks and advocacy groups in the UK and the US
during the 1960s and 1970s. T hey drew upon the theories of the Austrian School of
economics and monetarism. Neo-liberalism argued that protectionism produced eco-
nomic inefficiencies, and that developing nations should open their markets to the
outside, and focus on exporting, Neo-liberalism suggested that the liquidation of state-
owned corporations, and the relaxation in rules designed to hinder business could only
improve the economic condition of the developing nations. Neo-liberal ideas found
expression in a series of trade talks to form the General Agreement on Tariffs and T rade
as well as regional frec trade agreements such as the European Union and the North
American Frec Trade Agrecment, These agrecments encouraged the frec movement of
capital funds and direct private investment and limited national restriction on business
privileges. A

Development of neo-liberalism became more rapid in the 1970s. For example, Gen-
eral Augusto Pinochet’s Chile began with a CIA-backed coup, violently ousting the
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democratically-elected government of Salvador Allende in Chile. The Allende govern-
ment had pursued radical social-democratic policies and has sometimes been labeled
‘Marxist.” ‘Free market’ policies, including privatization of state assets, were imposed
by Chicago school economists inspired by Milton Friedman. These policies were later
imitated by the Bretton Woods institutions operating in many other poor countries,
particularly in Latin America, -

Neo-liberalism laid stress on the erucial role of the “market” as against the stale as
the key regulator of society & economy, Emphasis was given on de-governmentalization
and privatization. But government’s role as a guardian in the life of common people
carnot be undermined & particularly in developing countries the role of in brining socio-
economic changes & multidimensional development remained supreme.

The movement of liberalization got its initiation by Margaret Thatcher in Great
Britain and by Ronald Reagan in the USA. The rise of this wave of neo-liberalism
culminated with the fall of the Soviet Union and the fading of social democracy. The
Reagan and Thatcher governments not only shifted their own countries’ policies toward
laissez-faire but used their control of the major Bretton Woods institutions to impose
their policics on the rest of the world. The impact also expanded to Europe, Asia &
Africa. Significant changes were made & several other important measures were adopted
by the govt. of those countries even China & India showed their enthusiastic welcome
to LPG 1.e. Liberalization, Privatization & Globalization.

For this reason, some regard neo-liberalism as synonymous with the “Washington
Consensus,” the dominant policy view at the International Monetary Fund (IMF), the
World Bank, and the U.S. Treasury at the end of the 20th century and the start of the 21st.
A major axiom of the neoliberal school is that “There Is No Alternative” to globalize
capitalism. This slogan is often abbreviated as “TINA”.

Another commendable attempt was made by two American Scholar David Osborne
& Ted Gabler in 1992 was to re-invent the govt. to hold the pace with the cross national
competitiveness in the economic system. Along with the concept of re-inventing the
governmental system almost in the some year the concept of Good Governance was
introduced by the World Bank for the third World countries having democratic form of
government. Against this backup we have to first look at what the new form of gover-
nance is afier its re-invention. The new govt. is more adaptable, effective, efficient & all
the more it is more responsive able to produce high quality goods and services. There
are scveral other axioms of reinventing govt. These arc —

h} Governments have to be reinvented by making il more entreprencurial which

means that they should “run like a business”,
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g)

h)

1)
2)

3)

4)
5)

New from of govt. should respond effectively to the knowledge based, geobal
cconomy.

Government should be more competitive & should be able to vie with the private
scetor based economy.

Government should become more catalytic which would inspire guide & help
communities, private sector & the people. \

Rule driven public organization should be transformed into a mission driven govt,
Constant reform & continuous innovative measures to be taken by the govern-
ment.

Public organizations must become qualily conscious & introduce total quality
management,

Govt. should create more profit — earning organizations & should control wast-
age.

Emphasis should be given o people’s participation & tecam work.

The movement of re-invenling the government got an overwhelming welcome
throughout the world. There were several changes also brought by the govern-
ment of African & Asian nations during 90s. These arc as follows —

In policy making the role of the technocrats & the economists also increased,
Recruitment & promotion of civil servants became more stringent throughout the
world & particularly in Japan & South Korea.

Remuneration, prestige etc. of civil servants became almost similar to that of
private sector,

-More emphasis was given to honesty of civil servants

Responsiveness of bureaucrats towards the need of the people was given more
cmphasis.

According to Oshorne & Gaebler the following principles are of crucial significance
for a fundamental transformation in the organization of government. Instead of running
all aspects of programmes administrators should encourage people to participate in
managing the governmental programmes.

)
2)

3

4)

Competition should be injected into the governing process.

Alternative to in-house delivery like public — private partnership, contracting out
should be introduced.

In making services convenient customers have to give choices, provide other
facilities for better services,

By using shared savings, funds, fees, loan pools, the government should earn
money.
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5) Review of agency performance and fund allocation should be based on policy
outcomes.

6) Rules like line-item budgeting year-end fund expiration should be eliminated.

7) With participatory management, labour-management, quality circles & employee
development programmes centralized institutions should become decentralized

8) Government should also prevent the needs like — fire prevention, preventive
maintenance.

9) By subsidized health insurance, incentive for inner cily investment the govt.
should restructure the market & meet the goal.

These principles enumerated by the scholars Osborne & Gaebler showed a feasible
solution for the obstructions of classical systems of government and the suggestion is for
a hetter povernment and for thal an entrepreneurial government is preferred over a
bureaucratic government. At this juncture the field of public administration got some
threat due to the governmental changes globally, Some theoretical concerns tended to
renovate the discipline are as follows —

a) To empower grass-root level people and decentralization and democracy — en-
hancing institutional measures to be introdueed at the work places.

b) Consumers were given more opportunity to “choice’” which was better than im-
position. Suggestions like privatization, decentralization & people empowerment,
encouragement of NGOs in the voluntary sector were also applied in the govern-
mental procedure.

¢) Reconceptualization of government role like policy orientation & re-examination
along with nco-institutionalism in the form of institutional capacity building is
being encouraged.

Every society contains certain seclors in its economy in which state ownership with
limited competition is a way of ordering cconomic activities. Empirical evidences show
that the boundaries between competition and sectors with externalities are not perma-
nently fixed with the practice of deregulation and market competition, the boundaries
may change. ;

Very recently a view against stafe ownership & in labour of private ownership is
gaining support the basic reason for which is the sudden transformation of world
economy due to the impact of globalization, which is again bringing for reaching
changes in the political, economic social & cultural spheres across the societies. It refers
lo processes by which particular socicties are getting incorporated into a single world-
wide market society resulting in a formidable global spread of goods, services, technol-
ogy & processes which is leading to new societal expectations & changing value system.
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Globalization believes in a global market which is due o the impact of pressures
generated on the countries by global institutions, information technology and other sorts
of technological advances. Critics of globalization dub it as the imposition of worldwide
consumer monoculture. Today markets are frying to occupy a prominent place in public
+ service delivery. The earlier traditional welfare state is transforming into a corporatist
state. Therefore it is natural that globalization is weakening local ties and local identities,

giving birth Lo a global society along with a global culture,

The new wave of changes is aimed at reinventing the government with significant
transformations which evolved during 1980s and are customized as 3 Es — Economy
cfficiency & effectiveness. This enables the government to produce quality poods and
services and be responsive to the citizens. In this context it can be poinied out that
Osborne & Gaebler, two American scholars envisaged the need for a particular type of
government which is not so much concerned with what the government does instead it
15 concerned with how the government does it. Following are the models of government
Conceptualized by Osborne & Gacbler —

a) Catalytic Government - It does not only provide services but also catalyses all
other sectors of the sociely into action in giving a solution of the problem.

b) Competitive Government - It promotes competition amongst various service
providers.

¢) Community Oriented Government - It empowers the cilizens in delivering the
services.

d) Mission — Driven Government - It is not being driven by rules & regulations but
by mission.

) Enterprising Government - It mobilizes efforts towards earning money and not
only spending.

f) Result-oriented Government - It measures the performances of the organiza-
tions on the basis of their outcomes.

g) Customer Driven Government - It defines clients as customers & offers them
choice in service delivery.

h) Decentralised Government - It is to decentralize the authority with a view to
taking decision making closer to the citizen.

i) Market Oricnted Government - It relics on market mechanism in providing the
services.

) Anticipatory Government: - It is more proactive in preventing problems before
they emerge.
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The reinventing government model prescnted by two American scholars reallivms the
pursuance of the reform agenda of increased efficiency, decentralization, accountability
and marketisation.

Scholars consider that the emphasis on afﬁucnuy is negating the values of social
justice and equity. The anti-state ideology can lead to decline in basic social services. In
many developing countries public welfare programmes, social security schemes are not
being implemented. For instance. in India the National Renewal I'und (NRF) which has
been created with a view to provide a safety net for workers affected by the divestment
process, has been wound up. Social policies in many countries are not being pursued as
a part of broader economic reform politices.

This challenge of social fransformation came from two sources : first the process of
globalization & its domestic face, cconomic reforms leading to liberalization and the
loosening of the grip of the state on the cconomy and secondary the emergence of a
discourse of civil society defined substantially in terms of the mushrooming of Non-
governmental organizations, aspiring to take on many of the developmental functions.

Both these posed a challenge to the state. Along with this two particular models of

governance posed a fundamental challenge to the state — first the roll back the state and
the second the contestation of state projects, practices arguing for a radical participatory
democratic polities.

By diminishing the role uf the state, the contemporary scenario does not call for less
government but a better government able to show results in the competitive world, with
a public service orientation. Therc is need to evolve the concept of valuing citizenship
and public service oricntation and ensuring accountability not just to market but to
constitutional law, community, and citizens interest. There is need to build responsive
organization, working towards enhancing the opportunitics for the well being of not only
the customers but of all citizens.

Critics of neo-liberalism in both theory and practice are numerous. This is particularly
true in developing nations whose assets have been sold off to foreigners and whose
domestic political and economic institutions had been undermined by the cffects of being
exposed to trade and rapid flows of capital. Even within the nco-liberal movement there
is intense criticism of how many developed nations have demanded that others liberalize
their markets for manufactured goods, while protecting their own domestic agricultural
markets.

Anti-globalization advocates argue that neo-liberal policies push hack a race fo the

bottom by their imperialist approach.
Some economists argue that neo-liberal policies simply encourage further risk-taking
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and crises. They point to the string of currency melt-downs in the — Mexico, Russia,
Eastern Europe, East Asia and Argentina — as proof that there is a danger to allowing
risk-taking without sufficient penalty or regulation. The United Nations Development
Program’s Ifuman Devclopment Report, 2000 tells that at the end of the 1990s, ei ghty
countries had lower per capita incomes than at the end of the 1980s. The record is cven
worsc when we consider that the average per capita measure obscures the grotesque and
growing inequality and poverty evident in almost all of these countrics. Poverty in most
countries is rising because: debt payments to foreign financiers continue to eat up a
major part of the income the country earns through exports each year; foreign investment
is not creating the nceded jobs; and, tax forgiveness and incentives o transnational
corporations deplete local social spending budgets, just as they do increasingly in the
richer countrics.

Additionally, global economic growth rates have slowed even as neoliberal policies
have squeczed living standards. Instead of increasing economic stability, financial liber-
alization has caused financial crisis in most of the world’s economies. An IMF study
found that 133 of the fund’s 181 member countries suffered at least one crisis involving
significant banking sector difficulties between 1980 and 1995, The World Bank identi-
fies more than onc hundred major cpisodes of banking sector insolvency in ninety
developing countries and former communist nations from the late 1970s 1o 1994, The
fact that two-thirds of the fund’s members expericnced such crises cannot be altopether
comcidental but rather is connected to the fact that these were the years the IMF imposed
financial liberalization.

None of this is really surptising. The neoliberal agenda (or “Washington Consensus”™)
calls for trade and financial liberalization, privatization, deregulation, openness to for-
eign direct investment, a competitive exchange rate, fiscal discipline, lower laxes, and
smaller government, none of which could plausibly lead to mass prosperity, to stimulate
growth, produce a decline in poverty, or generate greater economic stability.

It is to be up to the local governments to do a better job of carrying out the program.
The good governance measures now advocated by the World Bank and the IMF are not
to be confused with genuine democratic empowerment. Their strict enforcement would
redistribute power from incumbent clites to foreign capital—facilitating multinational
capital’s economic penetration of the poorer countrics. The political sirategy has shifted
from allying with rent-sceking local elites to a new emphasis on diminishing the share
going to these costly local liabilities. That these elites oppress their people is now
admitted and cven condemned by a West which has suddenly discovered human rights

abuses. Blaming local eliles for the failures is the new strategy for neoliberalists. The free

market answer to the problem is for foreign capital to take over the dominant role in
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these economies, not to [oster real democracy. Next stage neoliberalism stresses the
importance of transparency, the rule of law, and a level playing ficld in the marketplace-
but not in the sociely as a whole. Unequal access to government would continue for the
vast majority of citizens.

It is far too inscnsitive to local context and needs and it does not correspond to the
empirical reality of how development really takes place. The problem from this perspec-
tive is that the global economic governance institutions arc still trying to fit all countries
into a single development model. This is inappropriate because there have been many
routes to success, most quite unexpected and combining unpredictable elements of
sectoral specialization and governmental support arrangements.

The neoclassical model assumes universally available knowledge, capacitics to apply
existing technologies, and transparent access lo all market information. These assump-
tions are surely unrealistic. For most participants in low income developing countries,
adoption and adaptation are problem areas. Uncerlainty 15 pervasive, access to resource
markets is limited and ofien on unattractive terms. Success depends on a proper balance
between state regulation and the role of the market in these states. Critics ol the neoclas-
sical approach suggest that this problem in the less developed countries can be addressed
by protecting local producers and the autonomy of local governments so that interna-
tional exu&hangﬂ is truly based on mutual consent and fairness. There may two mecha-
nisms to ensure this fairness. Onc is to initiate reform in the existing structures and
institutions and the other is to bring more [undamental change based on transforming
class relations. '

NGOs and civil socicty groups offering a more basic critique of corporate globaliza-
tion and capitalism, oppose the domination of social needs by market criferia, and the
power of transnational capital and the most powerful governments (above all, the United
Stales) to establish rules for their own benefit at the cxpense of the weaker subordinate
nations and classes, To the social justice movements, class power and imperialism are
at the corc the problem. From this critical perspective, it is being sugpested that the
sysiem of class rule and imperial domination must be replaced.

In globalization era, problems of demoeracy in low income developing countries
starts with uneven power sharing in the global economic governance institutions. The
United Slates enjoys the most dominant position in the IMF and the WTO, and the only
real impediments to its designs come from the handful of other sipnificant players.
Most of the countries of the world play little role in the decisions which severely affect
the life of their people. In many cases, the governments themselves are so undemo-
cratic thal the people of the nations have little or no say as to the role of their govern-
ments in the global cconomie governance institutions. The United States and the Euro-
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pean powers have been responsible for installing and perpetuating the rule of most of
the local elites.

If discussion ol democracy is extended beyond the undemocratic nature of the global
economic institutions (IMF and the WTOY to a larger discussion of democracy, it will be
Tound that votes are not counted fairly, opposition candidates are not often allowed to
participate on an equal basis, and the voices of ordinary people are hardly heard by their
clected leaders. Democracy needs finally to be discussed in relation to class rule in
capitalist societies. If the political system by which a body of people is administered and
regulated is shadowed by the imposition of the will of a set of policy makers who have
usurped power, democracy is bound to be ruined. In such a situation problems arising out
of the threats of globalization will persist even in the apparently most democratic nation,

4,2 Exercises

1. Wrile a note on the effect of Neo-liberalism on local governance.

2. Identify the main axioms of ‘reinventing govt’.

3. Do you think that at this juncture of globalization bureaucratic government is not
preferred? Justify your answer.

4. Write a note on the models of government conceptualized by Oshorne & Gaebler

5. Do you think that globalization is weakening local ties and local identities? Justify
YOUT ANSWET.

6. °... social transformation came from two sources’ : Elucidate.

7. “The good governance measures now advocated by the World Bank and the IMF
are not to be confused with genuine democratic empowerment’. Explain

8. *‘NGOs and civil society groups offering a more basic critique of corporate global-
ization and capitalism, oppose the domination of social needs by market criteria...’ Do
you agree with this view? Justify your answer. '

4.3 References ( Unit-3 & 4)
1. Maheshwari,S.R., Public Administration in India, New Delhi, Oxford Univer-
sity Press,2005

2. Sharma Premlata, Public Administration: Theory and Practice, Jaipur, Mangal
Deep Publications, 1st ed., 2004.
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Unite 1 O Nature of Local Government Finance

Structure

1.1 Introduction

1.2 Benefits of Local Sources of Revenue

1.3 Possible Revenue Sources for local Governments
: 131  Octroi

1.3.2 Grants-in-aid

1.33 Borrowings and Loans

1.3.4 Typical Municipal Finanees

135  Finance Commission

1.3.6 Taxes Leviable under the Constitution
1.3.7 Possible Sources of Municipal Revenue

1.3.8 Tax Revenue

1.4 Possible Expenditure for Local Governments
1.5 Transformation of the Tax Structure
1.6 Exercises

1.1 INTRODUCTION

Decentralization is more likely to be effective when a local government can raise a
relatively large share of its revenues locally. If the transfer of responsibilities from the
central government is not matched by the ability to linance the carrying out of thesc
responsibilities, there is a risk of creating a largely fictional decentralization. In such a
case, local governments will tend to remain overly dependent on the goodwill of the
central government to finance them. Since the central government sels the rules and
generally takes the highest yielding taxes for its own use, local governments tend not to
have access to tax revenue and sources that would effectively free them from dependence
on transfers. Inter-governmental transfers are vital for local governments but they should .
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not be used to prevent local governments from attaining an appropriately independent
status. Without an adequate revenue source under the control of local government, a
suitable degree of fiscal autonomy cannot be realized.

The fiscal functions of central and local governments are traditionally analysed in
terms of their respective roles and responsibilities for income redistribution, expenditure
provision, tax assignments and tax transfers. Questions about the extent of centralization
and decentralization are critical when addressing the issue of inter-governmental finance.

Distributional and macroeconomic considerations generally argue apainst extremes
that, on the one hand, assign all or most taxing powers to local governments or, on the
other hand, aﬂsign such taxing powers to the central government. The option that is most
frequently observed in countries around the world is one that assigns revenue sources
such as taxcs to each level of government, in combination with various types of inter-
governmental transfers to bridge any gap belween expenditures and locally-raised rey-
enues. e
There is no universally accepted solution as to how decentralization and local govern-
ment investment should be financed. Lessons learned from numerous countries sugpesl
that the first step is for the transfers of revenues and of expenditures on service to be
malched as closely as possible from the start of the decentralization process. This implies
that decentralization should be a fiscally neutral devolution of responsibilitics, Tn order
to accomplish fiscal neutrality, estimates should be prepared for the full costs of the
services that are to be devolved to the local governments. This estimate should form the
basis for an agreement on the mix of services and revenues that will ultimately be
transferred,

The most direct way to finance infrastructure and to support decentralization is to turn
over to local governments both the responsibility for providing services and the capacity
for raising revenues. Many of the ceritral and local governments in developing countries
have tended, however, to resist this approach. On the one hand, central governments are
reluctant to relinquish control over the principal national taxes as it suggests losing
control of the revenue side of the national budget. On the other hand, most local gov-
ernments are not eager to take on the major responsibilities of a taxing authority, and they
do not want to establish locally generated taxes simply because they do not have the
capacity to administer such taxes. However, much can be done to increase local capa-
bility and capacity to the point where local governments can administer the assessment

and collection of local taxes under the regulatory supervision of the central government,
A strategy adopted by many countries is to attempt to strengthen local governments
by giving them greater responsibilitics in terms of the services they have to provide,
While this may appear to create more independent local governments, the reality is that
local governments will not be able to apply their new powers unless they are properly
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financed. The assignment of more responsibilities for cxpenditure to local governments
than they can finance from their revenue sources results in the mismatching of functions
and finances. This mismatch is referred to as ‘vertical imbalance’ and it results in local
governments being highly dependent upon transfers from the central government. There-
fore, it is essential that those responsible for the design of local government responsibili-
ties should be aware of the revenue sources that will be needed to fund them.

An additional problem that is at the heart of inter-governmental finance in many
countrics is the cxistence of ‘horizontal balance’. This occurs when local governments
_ are not equal in terms of population, geographic atea, level of urbanization and per capita
- income. Designing fiscal decentralization and equalization programmes to caler for this
complex reality is a major challenge.

1.2 Benefits of Loecal Sources of Revenue

» Local taxes are necessary to cnable a local government to meet the local needs
according to local prelerences.

« Local taxes can compel the local leaders to spend the money more efficiently and
effectively. If a local government relies on grants there is a danger that local
politicians can spend the money inefficiently and local autonomy is discarded.

» There tends to be preater accountability for money raised locally than with fiscal
transfers from the centre.

» Grants from the central government mﬁen come with pre-conditions attached and
constrain the way the grant is spent.

Local governments should be able to raise revenue to finance the costs ol proposed
services from the beneficiaries of those services. The connection between beneficiaries
and tax-payers is relevant from the perspective of public finance: public services should
be decided by the beneficiary group who should also pay for their costs. Locally raised
revenues that are spent locally for the benefit of local tax-payers illustrate the direct link
of the tax to the benefils received by the communitly as a whole. This means that the local
citizens should pay higher taxes if they want better services or if the local government
is inefficient. This gives the right incentives for the local citizens at election time. A high
level of own taxation also deprives the local government of the excuse of lack of money
from the central government for any failure to deliver local services. .

In practice, there is great variation in the proportion of resources raised locally, or
over which local governments have a significant decision-making authority. This propor-
tion is difficult lo measure because such measurement requires an assessment of the
share and nature of government transfers as well as the actual degree of autonomy of
local governments in setting the level of locally raised resources (both tax and non-tax).
However, there is a broad consensus that the autonomy of local governments in devel-
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oping countries is still weak compared with practices in other countries, The advantage
of increasing local taxes compared with increasing tax-sharing arrangements is that
control over ‘own taxation’ increases accountability. It affects the behaviour of the lacal
population and the local governments in a positive way.

The choice of a good tax for local governments is limited compared with the choices
for central and even regional governments, This is because the higher levels of govern-
ment cover jurisdictions having larger populations and have a greater capacity for tax
administration. A number of conditions should be met for a tax to be a good ‘own local
tax’; . :
»  The revenue or local tax should increase over time in order to match the growing

need for local public services.

o Local taxes should not be too sensitive to cyelical fluctuations,

» The size of the potential revenue is important. If the local governments are al-
lowed only relatively small yiclding taxes, vertical imbalances will result (i.e. the
assignment of more responsibilities to local governments than they can finance
from their local revenue sources).

 There should be a close relationship between the citizens who pay and the citizens
who benefit.

As local taxes normally represent the greatest source of autonomous income for local
governments, the ability to influence the local government finance is a very important
condition. With such ability, a local government is able to adapt the service level (o its
financial circumstances. :

Property tax is an effective local tax because the nature of property makes it relatively
simple for local governments {o identify tax-payers and to collect the taxes, Propetty tax
is generally less attractive for central government because its revenues are usually much
less than income tax, sales taxes and corporate taxes. Morcover, property tax is typically
not congidered as an instrument for broader social and economic policies which tend to
be the domain of central government,

1.3 Possible Revenue Sources for Local Governments

Municipal bodies (corporations and councils) are prescribed to perform a vast array
of functions (obligatory and discretionary) for which adequate financial resources should
be available. However, there is no separate list of taxes exclusively for municipal bodies.
Many Commissions like the Local Finance Inquiry Committee (1951) and Taxation
Inquiry Comumission (1953-1954) have been set up from time to time to look into the
issue of municipal finance. However, municipal finance was left to the discretion of the
respective state governments to specify by law matiers relating to imposition of taxes.

Municipal Revenues are basically of the following types:
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o Tax revenue;

» Non-tax revenue,

e  QGrants-in-aid;

+ Borrowings or loans
s Oclroi

1.3.1 Octrod

It is the tax levied on entry of goods into a local area for consumption or sale therein.
Oectroi is the most traditional tax and a major source of local revenue. It accounts for
about 60 to 80 per cent of total revenue of the urban local bodies where it is imposed.
[n the states of Rajasthan, Gujarat and Maharashtra for example, this tax is the major
source of revenue. However, due to scathing criticism [rom many front states such as
Andhra Pradesh, Assam, Bihar, Karnataka, Kerala, Madhya Pradesh, Nagaland, Sikkim,
Tamil Nadu, Tripura, Himachal Pradesh, Manipur and Meghalaya have abolished octroi.
The state of Gujarat has taken a policy decision to abolish octroi and introduce an entry
tax.

1.3.2 Grants-in-aid

An important element of municipal finance is granis-in-aid. There are two types of
grants: a general purpose grant (GPG) and a specific purpose grant (SPG). The GPGs are
intended to augment the revenue of the local bodies for discharging their normal func-
tions. The SPGs are used for specific requirements, e.g. the increase of wage bills due
to inflation, education grants, public health, road maintenance etc. Grants are ad-hoc and
discretionary in nature.

1.3.3 Borrowings and Loans

Municipal bodies can borrow from the state government and other agencies when they
cannot afford to meet their expenditures with their existing revenues for development
aclivities and for payment of debt charges, Local bodies may be permitted to borrow for
the following activities: '

» Construction of municipal works; _

»  Provision of relief and the establishment or maintenance of relief work in times

of scarcity or famine;

. Prevention of the outbreak of any dangerous epidemic disease;

» Acquisition of land;

« Repayment of outstanding loans,

1.3.4 Typical Municipal Finances
The Bombay Municipal Corporation is the largest Municipal Corporation in India in
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terms of population. The details of its ﬁnam.:t:s over 1996 and 1997 will throw somc light
on the typical income and expenditure pattern of million plus cities.

1.3.5 Finanee Commission

With the increasing pace of urbanization, municipal botlies are finding it difficult to
deliver the required level of services. Moreover, with the Constitutional Amendment Act
(1992) and the addition of cighteen functions in the Twelfth Schedule, the functional
responsibilities of municipalities have increased beyond the provisions of only civic
amenities. Local Bodics are expected to play a crucial role in the preparation of plans for
local development and in the implementation of development projects. In view of this,
proper assessment of the resources of the municipal bodies is required. Thus, the Sey-
enty-Fourth Constitutional Amendment Act under article 2430-1 proposes the setting up
of State Finance Commission. The Governor of the State constitutes a State Finance
Commission within one year from the commencement of the Constitutional Amendment
Act. Its term is for 5 years. The recommendations of the State Finance Commission will
be in the following aspects: '

= Distribution between the state government and municipalities of the net proceeds

of the taxes, dulies, tolls and fees leviable by the state;

«  Allocation of a share of such proceeds between the municipalities at all levels in

a stale;

¢ Determination of taxes, duties, tolls and fees to be assigned or appropriated by the

municipalities;

+  Grants-in-aid o municipalities from the consolidated fund of the statc:

«  Measures needed to improve the financial position of municipalities.

Under the new Amendment, it is al the discretion of the Governor to refer any matter
to the Finance Commission, This Commission chalks out its own procedure within the
framework of powers given to it by state law. Another important aspeel is that the
Governor has io present to the state legislature every recommendation made by the
Finance Commission along with explanatory notes on the actions taken. The setting up
of a Finance Commission as proposed by the Constitutional Amendment Act will thus
help the urban local bodies to deliver the increased level of services, which are required
in the context of increasing urbanization. These additional responsibilities allotted to
them under the twelfth schedule also make it imperafive to make regular assessment of
financial resources of the local bodies. Regular assessment of the financial resources,
would help in the proper channelization of resources as well as the devolution of re-
sources from state to local government and give the local bodies a firm fooling.

In pursuing decentralization objectives, it is important {o ensure that existing munici-
pal structures are updated to undertake added responsibilities. Thus, local governments
are required to provide for services irrespective of their administrative capacity to do so
if such capacity does not exist or is inadequate, it nceds to be created or strengthened.
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1.3.6 Taxes Leviable under the Constitution

Government of India State Governments
Income tax, wealth tax, corporate tax, State excise, professional t&x,'sales tax,
customs duties and excise tax entertainment tax and land revenue tax

Utban Local Bodies

(as permitted under state acts)

Tax on land & buildings, taxes on vehicles, entry tax on goods (octroi) for use
consumption and sale, theatre/show tax and tax on advertisements other than in

NEWsSpapers

Local Urban Financial Set-Up
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1.3.7 Possible Sources of Municipal Revenue

Source Sub-components

Property tax : Property tax on annual value of buildings and lands

Conservancy rate :

Water rate (except Dhaka and Chittagong)

Lighting rate
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[ SR - | Shared property tax | Surcharge on the transfer of property ownership

Other taxes Tax on professions, trade and callings

| Tax on vehicles and animals

Tax on cinema, dramatic and entertainment
Tolls and minor taxes {_nn advertisement, marriage ete.)

Non-tax source Fees and fines
Rents and profits from property
Other sources

Loans Internal, from banks, etc,

International agencics

Government grants | Salary compensation grants.

Octroi compensation grants

- Normal development grants

Extra ordinary grants

Source: Chowdhury, 1997

Local Urban Non-Tax Sources
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1.3.8 Tax Revenue
Major taxes levied by urban local government are the following:
» Tax on property including service levy for water supply, conservancy, drainage,
lighting and garbage disposal;
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e Tax on entry of goods into a local area for consumption use of sale therein,
~ populatly known as octroi;

e« Tax on Professions, :

» Tax on vehicles (other than motor vehicles).

The scope of taxation of Municipal Corporations is broader; they are generally cm-
powered to impose or increase taxes within the limits laid down in the State Acts.

The composition of revenues varies greatly from one country to another but the main
types of local government revenues are typically the following:

« Revenue from the sale of services (non-tax revenues and user charges/fees),
« Borrowing, e.g. for investment expenditure.

» Different types of grants (e.g. general and specific) made available to local gov-
ernments from the central government.
e Tax revenues: local taxes (e.g. property tax) or shared national taxes,

Service fees are an important source of revenue, especially if local governments are
viewed primarily as service providers. In part, this view is in agreement with the concept
of decentralizing certain responsibilities to the local level by using efficiency criteria for
the allocation of resources. Such services could therefore be financed through a charging
system.

Grants from the central government are a key factor. While granis are declining they
still remain a significant revenue source {or local government. In a number of countries,
50 percent or more of a local budget is represented by transfers from the centre. Grants
will remain important given the breadth of new local government responsibilities and the
generally inadequate level of local revenue sources. Grants should normally provide only
part of local revenue because local governments are usually more accountable for rev-
enues that they raise directly, and because tax-payers are better able to link the receipt
of public services and the payment of the taxes if both are housed within a single
govermnment,

Automatic revenue sharing of national (or regional) taxes to local governments is
seen as a solution to financing decentralization in many countries, This approach allows
central governments to retain control of tax rates and tax administration, while simulta-
neously ensuring that local governments receive a higher flow of revenues, However,
automatic revenue sharing does not always provide a stable basis for financing decen-
tralization and local infrastructure projects. Where the central government retains the
power to adjust annually the share of cenirally collected taxes, local governments con-
tinue to face a fundamental uncertainty about their revenues, which in turn makes it
difficult for them to do advance budgeting and planning of capilal finances.

Income tax rates have grown during the last two centuries, particularly in times of
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war, until reaching historically high levels in the 1980s. Since then individual tax rates,
particularly those relating to the top slices of income, have fallenThere are democratic
and economic pressures that are likely fo inhibit any significant change in the present
situation. ;

Corporation taxes were once scen as an easy tax target. There were few votes to be
lost il corporation taxes were increased. This has now changed as a consequence of the
mtense international competition to attract business to national or regional locations.
Corporation {ax rates are a significant factor in decisions by multilateral corporations of
where to locate their businesses. This is therefore a major constraint preventing national
governments from increasing corporation tax rates.

Social security contributions have tended to rise in response to increasing social
benefits. ,

Consumption taxes are also a good source of. The emphasis is now on value added
taxes. There are economic, competitive and democratic constraints that povernments
have to take into account when considering increasing consumption taxation rates.

Property taxes show a large variation in the ratio of property tax to total tax revenue.
If wealth taxes and certain other taxes are included in the definition, property taxes
account for more than ten percent of the tolal in the United Kingdom, United States of
America, Canada and Japan, In previous centurics faxes on properly formed the most
important source of tax revenuc for both national and local taxes. However, the impor-
tance of the property tax is not in relation to the national tax base, but instead to the tax
base of local governments.

O Charges for Goods and Services

Charges for goods and services may come from local sources of income over which
local authoritics have a considerable measure of control, while specific and general
purpose grants are paid annually to local authorities by the State. Taxcs arc levied
annually by different authorities within its own jurisdiction. Local authorities have pow-
ers to charge for services which they provide, for example, commercial water charges,
housing rents, waste charges, parking charpes, toll fees, In most cases the charpe or fee
is sel locally although certain charges or fees are fixed at national level,

B State Granis

State grants are paid to local authorities in respect of sﬁeciﬂc services/schemes, for
example higher education grants, road maintenance grants, ete by a number of govern-
ment departments.
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1.4 Possible Expenditure for Local Governments

In terms of local government finance, the focus is on the financial well-being and
effective financial management and accountability of local authoritics and the promeotion
of value for money principles in the sector. The impact of local government on the social
and economic life of the country both as providers of service and purchasers of goods
and services is very substantial. Capital and current expenditure are funded in different
ways. -

O Capital Expenditure

Capital expenditure differs significantly from current expenditure in that it is expen-
diturc that results in the creation of an asset beyond the year in which that asset is
provided, Examples would include construction of local authority houses, road construe-
tion, provision of water and sewerage facilities, library and swimming pool facilities.
Capital expenditure is financed largely by state grants. In the casc of some projects (e.g.
local authority offices) they may be funded entirely by local authority own resources and
borrowing.

Current Expenditure

A local authority’s annual budget represenis current expenditure (sometimes
referred to as revenue expenditure) which covers the day-to-day running of the local
authority. The annual budget is adopted by the elected authorized body at its budget
meeting. Current expenditure is funded from a variety of sources, as set oul below,
although the specific contribution of income from the different sources may vary be-
tween authorities.

The accounts of local authorities, both current and capital, are audited by constitution-
ally or legally authorized government auditors who are independent in the performance
of their functions. Local authority staff and elected members have a statutory duty to co-
operate with them. An auditor may report against any illegal or unfounded payments,
surcharge such payments on the persons responsible whether on members or the man-
ager, and charge on the person the amount of any loss or deficiency incurred through
misconduct or negligence.

1.5 Transformation of The tax Structure

The tax system is being restructured in all the industrial nations. Tax regimes vary
considerably from country to country. However, two trends are common to all nations in
the West. One is the shift to an increasingly larger percentage of total tax revenue being

147



drawn from individual rather than corporate income. The other is the gmmng repressive-
ness of taxes on the side of wages and salaries, in the form of two sub-trends: the
lowering of higher rates on high income and the reduction of the number of tax bands;
and the increased reliance on indirect taxes, including consumption taxes, social security
levics, lotteries, and statc-run gambling,

Taxes are the “economic expression of the state”: wherever the state has existed, so
too have taxes. But the state arises only in class-divided socicties, in which the intercsis
of one class prevail and those of other classes are subordinate. The central role of the
state as the embodiment of these conflicts has been to perpetuate these relations. In the
name of “socicty” the state ensures subordination and advances domination by means of
reform, coercion, “bread and circuses,” and other means at its disposal. All its functions
are financed principally by taxes.

In capitalist societies the state similarly perpetuates the uncqua! relations between the
owners and managers of capital and subordinate classes, and it also finances its activities
mainly by taxcs. But here, several factors such as an organized working class, the pos-
sibility of alternating political access to state power, and a long period of national eco-
nomic expansion bave produced a certain limited “sharing” of the tax burden between
corporations and individuals. After World War 11 this sharing began to decline as taxes
on individuals increased and taxes on pmﬁl'-'i fell relatively, especially with the coming
of the 1980s.

The trend closely follows the risc of transnational corporations, or the progressive
denationalization of capital. As long as capital remained distinetly national, it had an
inferest in allowing a part of its revenue to be collected as taxes for the purposes of
maintaining the national state or, more precisely, the general conditions of production.
When capital began to lose its character as a national existence, it began to find fewer
advantages in contributing tax revenues to the “nation” and to perceive state ownership
and production as restrictions to its own private accumulation. Their enormous size,
economic power, and increased mobility have allowed companies to reduce taxation by
playing nations ofT against nations. Everywhere the result has been the restructuring of
tax regimes in which the working ¢lass bears the larger and rising share of tax with
capital responsible for a smaller and declining share.

These trends have several implications. They may mean the expansion or simply
maintenance of the public sector being disproportionately financed as a tax burden on
the working classes rather than on the corporate sector or the rich. If a portion of state
revenue, moreover, goes to corporations in the form of grants, loans, guarantees,
tax expenditures, and allowances, the trends also mean that some of the disposable
part of wages and salaries that goes into taxes is benefiting the business sector. In short,
the changes in tax structure are obliging the working class to finance increasingly all
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the functions of a state that in the final analysis acts mainly in the interests of another
class. ;

As the tax burden on the working class, particularly its middle and lower strata grows,
the trend reinforces certain negative ideological views about the state. An increasing tax
burden ¢an be used, then, as a rationale to build pressure for the dismantling of the
welfare state and for the reduction in the size of the state or the minimization of the
nation-state itself. There is an argument in favour of a certain “distributive justice” and
work to justify more easily the attacks on the wellare state.

The increasing tax burden also means a reduction of the purchasing power of the
working class, which can help generate economic crises and also lead to pressure for
wage increases (o maintain 118 accustomed standard of living. Attempts to place a cap on
or roll back increasing personal taxes can create additional pressure lo decrease the size
of the state and its services (because of falling revenuc), as well as reduce pressure for
wage and salary increases.

The trends are in part a product of the worldwide harmonization of national tax
regimes, They comprise an approaching conformity of tax policy around the world to
accommodate the needs of internationalized capital. The point is more obvious within
free-trade areas and the more integrated the world market becomes the more there must
be a harmonization of tax policy at the global level. For one reason, transnational cor-
porations are able to demand from national or local governments not only tax conces-
sions but also a variety of other incentives to invest.

In the neo-liberal agenda, tax revenues must be at least sufficient to provide for the
maintenance of infrastructure, “local” assistance to capitalist accumulation, and sccuriiy,
that is, the protection of private property. Beyond these functions, they represent a diver-
sion of revenue from capital accumulation.

State and local povernment finance contains curreni estimates of government finan-
cial activity. Data include estimates of revenue by type, expenditure by purpose and
function, debt, and financial assets by type. Estimates are shown for state and local
governments combined, as well as for local governments.

New financial management systems have been implemented in almost all country by
the local authorities in recent years. These new systems are based on up-to-date and best
accounting principles in local authorities. The new financial management systems give
local authorities greater financial control and analysis of their expenditure programmes
and provides enhanced management information, which will assist local authorities
in developing and implementing further value for money initiatives. Creation of posts
of financial/management accountant may strengthen the finance function in local
authorities.
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1.6

Exercises

bl

Lh

==

Why the study of local government finance is necessary in respect of decentral-
ized state system?

How fiscal autonomy is measured?

What are the benefits of local sources of revenue?

What arc the possible revenue sources possible expenditure for local govern-
ments?

Ilow tax system is being restructured in all the industrial nations? And why?
Taxes are “economic expression of the state” or “economic repression by the
statc”-explain by providing adequate justification in favour of your answer.
What prompts for worldwide harmonization of national tax regimes?

Write a note on the need for fiscal autonomy of local governments.

What do you understand by transformation of the tax structure? Explain,

Short Notes

Benefits of local sources of revenue ;

Conditions should be met for a tax to be a good ‘own local tax® :

]

Types of municipal revenues ;
Local urban financial set-up ;
Local urban non-tax sources ;
Capital expenditure ;

Current expenditure ;
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Unit 2 O Local Taxation (Property Tax and Other Taxes)

Structure :
21 Introduction
2.2 Economics of Taxation
2.3 Local Government Taxation’

2.3.1 Local Property Tax
2.3.2 A Public - Choice Perspective

2.3 Exercises

2.1 Introduction

A fax is a financial charge or other levy imposed on an individual or a legal entity by
a state or a functional equivalent of a slate. Taxes are also imposed by many subnational
entitics. Taxes consist of direct tax or indirect tax. A tax may be defined as a “pecuniary
burden laid upon individuals or property to support the government a payment exacted
by legislative authority. A tax is not a voluntary payment or donation, but an enforced
contribution, exacted pursuant to legislative authority and is any contribution imposed by
government whether under the name of toll, tribute, duty, custom, excise, subsidy, aid,
or other name. _

In modern taxation systems, taxes are levied in money, but in fraditional or pre-
capitalist states taxes were levied in-kind. The method of taxation and the government
expenditure of taxes raised are often highly debated in politics and economiecs. Tax
collection is performed by a government agency such as Canada Revenue Agency, the
Internal Revenue Service (IRS) in the United States, or IHer Majesty’s Revenue and
Customs (HMRC) in the UK. When taxes arc not fully paid, civil penalties or criminal
penalties may be imposed on the non-paying entity or individual.

Taxes are compulsory contributions exacted by a government for public purposes,
other than for employee and employer assessments and coniributions to finance retire-
ment and social insurance systems and for special assessments to pay for capital im-
provements. These include personal and corporate income taxes, franchise, gross re-
ceipts, sales and use, excise, property, and utility taxes. They do not include taxes o fund
unemployment insurance, workers’” compensation, worket or cmployer pension contribu-
tions, and Social Security and Medicare laxes.

Governments use different kinds of taxes and vary the tax rates. This is done lo
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distribute the tax burden among individuals or classes of the population involved in
taxable activities, such as business, or to redistribute resources between individuals or
classes in the population.

A counlry’s tax system is often a reflection of its communal values or the values of
those in power. To create a system of taxation, a nation must make choices reparding the
distribution of the tax burden—who will pay taxes and how much they will pay—and
how the taxes collected will be spent. In democratic nations where the public clects those
in charge of establishing the tax system, these choices reflect the type of community
which the public wishes to create, In countries where the public does not have a signifi-
cant amount of influence over the system of taxation, that system may be more of a
reflection on the values of those in power,

Historically, the nobility were supported by taxes on the poor; modern ﬁumal security
systems are intended to support the poor, the disabled, or the retired by taxes on those
who are still working. In addition, faxes are applied to fund foreign and military aid, to
influence the macroeconomic performance of the economy (the government’s strategy
for doing this is called its fiscal policy - see also tax exemption), or to modify patterns
of consumption or employment within an economy, by making some classes of transac-
tion more or less attractive. : ;

Funds provided by taxation have been used by states and their functional equivalents
throughout history to carry out many functions, Some of these include expenditures on
war, the enforcement of law and public order, protection of property, economic infra-
structure (roads, legal tender, enforcement of contracts, ete.), public works, social engi-
neering, and the operation of government itself. Most modern governments also use
taxes to fund welfare and public services. These services can include education systems,
health care systems, pensions for the elderly, unemployment benefits, and public trans-
portation. Energy, water and waste management systems are also common public utili-
ties. Colonial and moderming states have also used cash taxes to draw or force reluctant
subsistence producers into cash economies.

Taxation has four main purposes or effects: Revenue, Redistribution, Repricing, and
Representation (Four “R”s).

The main purpose is revenue: taxes raise money to spend on roads, schools and
hospitals, and on more indirect government functions like good regulation or justice
systems. This is the most widely known function.

A second is redistribution. Normally, this means transferring wealth from thc richer
sections of society to poorer sections, and this function is widely accepted in most
democracies, although the extent to which this should happen is always controversial.

A third purpose of taxation is repricing. Taxes are levied to address externalities:
tobacco is taxed, for example, to discourage smoking, _

A fourth, consequential effect of taxation in its historical setting has been represen-
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tation. The rulers tax citizens, and citizens demand accountability from their rulers as the
other part of this bargain, Secveral studies have shown that direct taxation (such as
income taxes) generates the greatest degree of accountability and better governance,
while indirect taxation tends to have smaller cffects. '

The resource collected from the public through taxation is always greater than the
amount which can be used by the government. The diflerence is called compliance cost,
and includes for example the labour cost and other expenses incurred in complying with
tax laws and rules. The collection of a tax in order to spend it on a specified purpose,
for example collecting a tax on alcohol to pay directly for alecoholism rehabilitation
centres, is called hypothecation. This practice is often disliked by finance ministers, since
it reduces their freedom of action.

Iibertarians argue that most or all forms of taxes are immoral duc to their involuntary
and therefore eventually coercive/violent nature. The most extreme anti-tax view is
anarcho-capitalism, in which the provision of all social services should be a matter of
voluntary private confracts. Libertarians, individualist anarchists, and anarcho-capital-
ists, see taxalion as government aggression.

One counter-argument is that in a democracy, because the government is the party
performing the act of imposing taxes, sociely as a whole decides how the tax system
should be organised. Similar arguments can be made to justify taxation under any form
of government, including dictatorships and oligarchies. Defenders of taxation argue that
taxation of business is justified on the grounds that the commercial activity necessarily
involves use of publicly established and maintained economic infrastructure, and that
businesses are in effect charged for this use. Compulsory taxation of individuals, such
as incomc tax, is argued to be justified on similar grounds.

A libertarian response is that government services used by people are either already
paid for directly or are services that ought to be provided by a free market. Such taxes,
they argue, are a way for the rulers to exploit the people.

An important feature of tax systems is the percentage of the tax burden as it relates
to income or consumption. The lerms progressive, regressive, and proportional are used
to describe the way the rate progresses from low to high, from high to low, or propor-
tionally. The terms describe a distribution effect, which can be applied to any type of tax
system (income or consumption) that meets the definition. A progressive fax is a fax
imposed so that the effective tax rate increases as the amount to which the rate is applied
increases. The opposite of a progressive tax is a regressive tax, where the effective fax
rate decreases as the amount to which the rate is applied increases. In between is a
proportional tax, where the effective tax rate is fixed as the amount to which the rate is
applied increases. The terms can also be used to apply meaning to the taxation of select
consumption, such as a tax on luxury goods and the exemption of basic necessities may
be described as having progressive effects as it increases a tax burden on high end
consumption and decreases a tax burden on low end consumption. According to many
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political views, aclivities funded by taxes can be beneficial to socicty and progressive
taxation can be used in modern nation-states to the benefit of the majority of the popu-
lation and social development.

Taxes are sometimes referred to as direct tax or indirect tax. The meaning of these
terms can vary in different contexts, which can sometimes lead to confusion. In EConom-
ics, direct taxes refer to those taxes that are collected from the people or organizations
on whom they arc ostensibly imposed. For example, income taxes are collected from the
person who earns the income. By contrast, indirect taxes are collected from SDMeone
other than the person ostensibly responsible for paying the taxes. In law, the terms may
have different meanings. direct taxes often refer to poll taxes and property taxes, which
arc based on simple existence or ownership. Indirect taxes arc imposed on rights, privi-
leges, and activilies. Thus, a tax on the sale of property would be considered an indirect
tax, whereas the tax on simply owning the property itself would be a direet tax.

2.2 Economics of Taxation

Taxes are most often levied as a percentage, called the fax rate. An important distine-
tion when talking aboul tax rates is to distinguish between the marginal rate and the
effective (average) rate. The effective rate is the total tax paid divided by the total amount
the tax is paid on, while the marginal rate is the rate paid on the next amount of income
earned. ;

In economic terms, taxation transfers wealth from households or businesses to the
government of a nation, The side-cffeets of taxation and theories about how best to tax
are an important subjcet in microeconomics. Taxation is almost never a simple transfer
of wealth.

Economic theory suggests that the economic effect of tax does not necessarily fall at
the point where it is legally levied. For instance, a tax on employment paid by employers
will impact on the employee, at least in the long run, The greatest share of the tax burden
tends to fall on the most inelastic factor involved - the part of the transaction which is
affccted least by a change in price. So, for instance, a tax on wages in a town will (at
least in the long run) affect property-owners in that area.

O Value Added Tax (VAT)-Ad valorem

An ad valorem tax is one where the tax base is the value of a good, service, or
property. Sales taxes, tariffs, property taxes, inheritance taxes, and value added taxes are
different types of ad valorem tax. An ad valorem tax is typically imposed at the time of
a transaction (sales tax or value added tax (VAT)) but it may be imposed on an annual
basis (property tax) or in connection with another significant event (inheritance tax or
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tarifls). An alternative to ad valorem taxation is an excise tax, where the tax base is the
quantity of something, regardless of its price.

o Capital gains tax

A capital gains tax is the tax levied on the profit released upnn the sale of a capital
asset, In many cases, the amount of a capital gain is treated as income and subject to the
marginal rate of income tax. However, in an inflationary environment, capital gains may
be to some extent illusory: if prices in general have doubled in five years, then selling
an asset for twice the price it was purchased for five years earlier represents no gain at all.

@ Consumption tax

A consumption {ax is a tax on non-invesiment spending, and can be implemented by
means of a sales tax or by modifying an income tax to allow for unlimited deductions
for investment or savings.

o Corporate tax

Corporate tax refers to a direct tax levied by various jurisdictions on the profits made
by companies or associations and often includes capital gains of a company. Earnings are
generally considered gross revenue less EXpenses, Corporate expenses that relate to
capital expenditures are usually deducted in ‘full. They are often deducted over the useful
life of the asset purchase. Generally, industrialized countries also use a regressive rate
of tax upon corporate mcome.

O Excises

Unlike an ad valorem, an excise is not a function of the value of the product being
taxed. Excise taxes are based on the quantity, not the value, of product purchased.

FExcises (or exemptions from them) are also used to modify consumption patterns
(social engineering). For example, a high excisc is used to discourage alcohol consump-
tion, relative to other goods.

O Income tax

An income tax is a tax levied on the financial income of persons, corporations, or
other legal entities. Various income tax systems exist, with varying degrees of tax inci-
dence. Income taxation can be progressive, proportional, or regressive. When the tax is
levied on the income of companies, it is often called a corporate lax, corporate income
tax, ot corporation tax. Individual income taxes often tax the total income of the indi-
vidual (with some deductions permitted), while corporate income laxes often tax net
income (the difference between gross receipts, expenses, and additional write-ofls).
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Personal income tax 1s often collected on a pay-as-you-earn basis, with small correc-
tions made soon after the end of the tax year. These corrections take one of two forms:
payments to the government, for taxpayers who have not paid cnough during the tax
year; and tax refunds from the government for those who have overpaid. Income tax
systems will often have deductions available that lessen the total tax liability by reducing
total taxable income. They may allow losses from one type of income to be counted
against another. For example, a loss on the stock markel may be deducted against taxes
paid on wages. Other tax systems may isolate the loss, such that business losses can only
be deducted against business tax by carrying forward the loss to laler tax years,

O Inheritance tax

Inheritance fax, estate tax, and death tax or duty are the names given to various taxes
which arisc on the death of an individual.

O Property tax

A property tax is a tax imposed on property by reason of its ownership, A property
tax is usually levied on the value of property owned (cither realty or personalty). Property
taxes may be charged on a recurrent basis (e.g., yearly). A common type of property tax

is an annual charpe on the ownership of real estate, where the tax basc is the cstimated
value of the property.

2.3 Local Government Taxation'

Local government taxation is a complex system which may involve payment to lowest
levels of government. Local government taxation includes local government, possibly
including one or more of municipal, township, district and rural governments.

Local government taxes in the United Stales are now typically financed by value-
based property taxes,-mainly on real estate. Additional taxes may be in the form of fixed
sales laxes and use taxes. Local government fees such as building permit fees may reflect
the added capital cost and operating costs of services such as schools and parks. Local
governments may also collect fines (parking and traffic tickets), income tax, gross re-
ceipts or gross payroll tax, or a portion of sales taxes (such as meal taxes) collected by
the ‘state. In California, seeds, bulbs, starter plants and trees obtained from a garden
center are taxed il adjudged for decorative purposes while plants for food production are
untaxed, as is food in California.

Cities and counties in the individual states may levy additional taxes, for instance to
improve parks or schools, or pay for police, fire departments, local roads, and other
services. As in the case of the IRS, they generally require a tax payment account number,
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Other local governmental agencics may also have the power to {ax, notably independent
school districts.

Local government taxes are usually property laxes but may also include sales taxes
and income taxes. Some cities collect income tax on not only residents but non-residents
employed in the city. This tax can even be incurred when a non-resident works tempo-
rarily in the city. For examiple, in 1992 the city of Philadelphia began enforcing the
collection of city wage taxes on vmtmg bascball players who played games in Philadel-
phia. :

Over the past three decades, systems of local property taxation have been the subject
of intense public attack accompanied in some instances by court decisions requiring their
replacement or reform, The basis for these attacks 1s primarily an equily issue arising
from disparities in the size of the tax base across different localities. In several states,
the system of school finance, based on local property taxes, has been declared unconsti-
tutional because of the sometimes large differences in the properly tax base per pupil
across local school districts; this can result in large differences in per-pupil expenditure.
A little reflection, however, suggests that this problem of disparities is not a problem
intrinsic to the property {ax per se. It is really a result of virtually any system that relies
heavily on local taxation. A system of local sales or income taxes, for example, would
surely involve major disparities in tax bases across local jurisdictions-probably at least
as large as those associated with local property taxes. The basic point is that fiscal and
other ceonomic conditions vary across local areas. This, incidentally, is a major rationale
for local finance to cater to these differences, Thus, taxable resources at the local level
are bound to vary significantly across jurisdictions. Two major tax bases offer them-
selves as alternatives: sales taxes and income taxes. Both, however, have serious short-
comings as the primary source of tax revenues in a nation of many small local govern-
ments. The base of a local sales tax is likely to vary dramatically across local jurisdic-
tions. Communities that are largely residential would have small bases and would have
to set a relatively high rate to gencrate the requisite revenues. Significant sales fax
differentials would give rise to costly trips among jurisdictions, as consumers seek to
purchase goods and services in jurisdictions with low tax rates. Moreover, sales taxes do
not get very good marks on a fairness or ability-to-pay criterion. In addition, they do not
stack up at all well on the public-choice criterion of providing the electorate with accu-
ratc and visible signals of the costs of public programs, Income taxes have a good deal
more appeal on equity grounds, although most state and local income taxes are not very
progressive. They also have the advantage of visibility. But, like sales taxes, they en-
counter the mobility problem to some extent. A jurisdiction that opts for relatively high
income tax rates runs the risk of deterring the entry of new houscholds, especially those
with above-average incomes that would face relatively large tax payments. More gen-
erally, there is something to be said for avoiding excessive reliance in the economy as
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a whole on a single tax instrument, The governments rely on income taxation as a
primary source of revenue, and there is considerable concern that marginal tax rates on
income have become sufficiently high to discourage various sorts of productive activity.
From this perspective, local .government may contribute to an improved overall tax
system by avoiding heavy use of income taxation and staying instead with the revenue
source that has been historically its own-the property tax. The other appealing source of
local revenues is user fees, which represent a form of benefit taxation and provide almost
a kind of market test for the provision of the service. The problem is that they are limited
in their application. It may be possible to charge for the use of certain public services like
refuse collection, but it is much more difficult to employ charges for collectively con-
sumed services like police protection and local roads, Fees can be used 1o finance a
limited number of local services, but they cannot supplant the need for a major local 1ax.
For local fiscal choice to have real meaning, it is essential that local residents bear the
costs of their decisions to adjust levels of local services. The populace must be in a
position to weigh the benefits of public programs against their costs. For this to occur,
local governments must have their own revenue systems with some discretion over tax
rates. There is surely some scope for initigating fiscal disparities across jurisdictions with
an appropriately designed system of equalizing intergovernmental grants. However, the
grants must not be so large as to undermine local fiscal autonomy, and they should, in
principle, be lump-sum in form so thai localities bear the cost of their fiscal decisions
at the margin.

As the foundation of local government autonomy, and as a means of financing some
single function authorities, there is often sound justification for the introduction of the
tax. Property tax offers the greatest promise for eflective local fiscal decision making.

2.3.1 Local Property Tax

Generally property tax is the largest single source of revenue for municipal bodies in
the states. Propetty tax is levied on buildings and lands. Its basis of taxation is the annual
rental value or market rent. A municipal body can impose, suspend, reduce or abolish
the tax or partly/wholly, cxempt any person or class of persons of any such {ax on any
property or description of property by a resolution passed at a special meeting and
confirmed by the state government. It is a vital part of decentralization.

A property tax can be a good local revenue stream that is relatively predictable, stable
and non-distortionary with regard to its impact on cconomic decisions. Of course, a
property tax should not be considered on its own, but should be looked at in relation to
other local and national taxes. The taxation system of a country is subservient to national
social and economic aims.

Property tax is an annual tax on real property. It is usually, but not always, a local
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tax. It is most commonly founded on the concept of market value. The fax base may be
the land only, the land and buildings, or various permutations of these factors. For the
purposes of this guide, property tax is restricted to annual taxes and excludes annual
wealth taxes and once-ofl taxes on transfers and realized capital gains.

Rural property tax is usually applied to commercial, industrial and residential prop-
erties located in rural areas, in addition to agricultural land and buildings. The use of
rural property taxes is not unique, Many countries around the world tax agricultural land
and other rural properties. When agriculiural and forestry land are taxed, it is typically
done at relatively modest rates in comparison to urban land. However, the inclusion of
rural property for tax purposes in developing countries should be seen as an important
policy directive to make the property tax base as extensive as possible. Such a broaden-
ing of the tax basc creates one of the fow stable revenue sources available to local
governments. Property tax is a vilal instrument in improving conditions in rural areas.
The rural tax base will always be comparatively small in comparison with the urban tax
base. The importance of property tax in rural areas is of local significance. The benefits
to the national economy are indirect.

0O Advantages of Property Tax

s  Property tax is technically and administratively possible lo introduce and maintain
in almost any circumstances.

« liis very difficult to avoid or evade, and collection success rates of 95 percent are
readily achievable,

« It is transparent.

e The public understand the concept of market value (whether capital value or
rental value) and therefore appreciate the basis of assessment.

» In general, there is a good correlation between assessed value and the ability to
pay. .

» If designed correcily, the tax can be marginally progressive,

« The revenue is prediclable,

« It is very well suited as a source of locally generated revenue for local govern-
ments.

« It imposes political accountability on local elected officials. If they decide to
increase the property tax, they face direct criticism from voters.

In addition to being a primary source of revenue for local governments, property lax

can provide support for other functions of government. Valuation lists compiled for local

government may be used by other bodies, particularly those that can be termed “single
function authorities” such as water boards.
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O Disadvantages of Property Tax

Property tax is not p{:rfect and is often not popular,

The transparency of the tax reveals any inconsistencies'which may become mag-
nified in public perception. These inconsistencies will be both those of and those
of ability to pay.

The difficulty of avoiding or evading property tax may make it unpopular. This
is particularly the case in societies where the rich and powerful are accustomed
{o manipulating the tax system for their own advantage. These people tend fo be -
the most articulate and politically influential and may effectively oppose or un-
dermine the equilable operation of the tax at the political level.

If non-lax-payers greatly outnumber tax-payers, the link between democracy and
taxation at the local level will be damaged. The adverse elfects of this will be

‘magnified il property tax forms the only local revenue over which the local

authority has control. In this case, a modest increase in total revenues may require
large incrcases in individual property taxes because of the small number of tax-
payers.

There is also the problem of building ‘buoyancy’ into property tax. Buoyancy
refers to a change in tax revenues and, in the context of property tax, is a function
of two mechanisms. The first of these is the revaluation of properties al regular
intervals; in situations of rising market values, such a revaluation results in an
increased iax base. The second is the increase in the rate of tax to produce the
needed revenue. Both are highly political. There is always resistance to revalua-
tions and the more out-of-date the valuation list, the greater the resistance. Politi-
cal determination is therefore essential.

The difficultics of implementation should not be underestimated. Although the
technical difficulties can be overcome, they can restrict progress, especially in the
carly stages of implementation. Such technical factors include:

The system is dependent upon a pool of technical expertise to create and maintain
a valuation list, and to establish and conduct the appeals process. In many juris-
dictions, there is a shortage of skilled personnel, especially at the local level.
Parts of the process can be time-consuming and expensive, Examples are com-

piling a comprehensive list of taxable properties (especially where records are -

poor or incomplete, or where there are large numbers of legal status issues.
While it is true that the public generally understands the concept of market value,
confusion does arise in the relationship between ‘taxable value’ and setling the
‘tax rate’. This is particularly so where revaluations take placc after a long inter-
val, or where there has been political unwillingness to increase the tax rate. This
often results in large numbers of unjustified appeals.
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2.3.2 A Public-Choice Pers;icctiw

The public-choice approach to issues in public finance has focused attention on an-
other dimension of tax systems: their role in promoting effective decision making in the
public sector. In this framework, a critical function of a tax system is to provide an
accurate sct of signals, or “tax-prices,” that make clear io local taxpayer-voters the costs
of public programs on which they must make decisions. In a local context, this implies
that the local tax system should generate tax bills that are highly visible and that provide
a reasonable indication of costs so that individuals have a clear sense of the financial
commitment implied by proposed programs of public expenditure. I taxcs are largely
hidden or don’t reflect the cost of local services, they arc unlikely to provide the infor-
mation needed for good fiscal decisions. For example, if a local government were fo
finance its budget through a local corporation income tax, the residents would have little
idea of the true cost of local public programs to their household. Hidden taxes with
uncertain incidence are not conducive to good fiscal choices. From (his vantage point,
the local property tax comes off quite well as a source of local revenues. Property tax
bills are highly visible and they promote a high degree of voter awareness of the cost of
local programs. Tn fact, local properly tax rates are often tied directly to proposed pro-
grams on which the voters must decide in a local referendum.

The local property tax thus appears to function well in its public-choice role of
providing a reasonably accurate set of tax-prices lo residents. There is, however, one
important reservation here: renters. Owner-occupants receive regular property tax bills
that indicate the cost to them of the local services they receive, but occupants of rental
dwellings receive no such tax bills. Under the present administration of the property tax,
tax bills go to the owner of the unit, not the occupant, so that renters never see the exact
amount of property tax assessed on their residence. This does not, of course, mean that
renters avoid the burden of the property tax. There is good reason to believe that property
taxes on rental units are (eventually at least) shifted onto tenants.

Moreover, there is considerable evidence to suggest that renters behave as if they
think they pay no local property taxes. They appear to provide much more support for
public expenditure programs than they would if they owned their own homes and knew
exactly what they paid in property taxes. The impact of this “renter illusion™ on local
public budgets needs to be studied further. If 1t is large, there may be a strong case for
reforming the administration of the fax so that property tax bills go directly to occupants
rather than to landlords. '

2.4 Exercises

1. What is a tax? Examine its nature.
2. Why taxes are imposed?
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3. What is the view of the libertarians and anarcho-capitalism regarding taxation
system? What may be the counter argument against this view?
4. What are known as Four “R"s?

L, 3

What are known as direct tax and indirect taxes? Highlight their differences.

6. What is known as progressive tax? How it differs from regressive tax? What are
the implications of these terms?

7. Write a note on the ‘Economics of Taxation’?

8. Why taxation at local level is essential?

9. What is the significance of property tax as a local tax basc?

10. What is the significance of rural property tax?

11. Write a note on the advantages and disadvantages of properly tax as a local tax

base?
12. What is the effect of public choice perspective on local tax base.

. SHORT QUESTIONS

1. What is compliance cost?

2. What is hypothecation ?

3. What is known as tax rate?

4. What is known as Rural property tax?
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Unit 3 O User Charges in Local Finance

Structure
3.1 Introduction
32 Advantages of User Chargés
3.3 Disadvantages of User Charges

3.4 Conditions for the Effective Use of User Charges in State and Loeal
Government Finance

3.5 Refercnce
3.6 Exercieses

3.1 Introduction

User charges are charges imposed for providing eurrent general government services.
Common examples include tuition at state colleges and universities, compulter, library
and other extracurricular activity fees at public elementary and secondary schools,
highway tolls, public transportation charges, and parks and recreation charges. User
charges are the equivalent of the operating portion of the state budget, not the capital
portion of the budget. In other words, user charges pay for current consumption of goods
and services and do not include fees for capital costs. .

In order to examine changes in stale and local reliance on taxes, fees and other
revenues, it is necessary to define these terms and identify the types of revenue sources
they include. In diverse state and local revenue systems, the distinction between taxes,
user charges and other miscellaneous revenues can become blurred. Some revenue
sources—like sales, income and property taxes, for example—clearly fall into the tax
category. Park entrance fees, sewer charges, and highway tolls—payments for
government services used—clearly fall into the user charge category. Lottery revenues,
court-imposed fines, and sales of state property are neither taxes nor user charges for
services, so they fall into the miscellaneous revenue category. :

There are also numerous examples of revenue sources that are not so easily
categorized. Impact fees on developers are much like user fees, but because they are nsed
to finance infrastructure and not to pay for current government services, they are
categorized not as user charges but as miscellaneous revenues. Some local governments
in some countries charge telecommunications companies a user fee for the use of public
rights-of-way. Other examples include special property assessments that are levied on the
basis of property value (just like property taxes) for specific services like street lighting
or fire protection. g
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Every Municipal Act has provisions, for issuance of licenses. Likewise, cvery local
authority is empowered to charge and collect fees both regulatory (for license issued) and
for services provided. There is a vilal difference between tax and fee: tax is a compulsory
levy, while a fee is a charge made in return for a benefit allowed or conferred. When the
scrvice is extensively used and it takes on the character and form of a public utility, then
the fee charged is called a uscr charge or user fee. Normally a user fee is to be charged
for public utilities, parking, entry fees for play ground, swimming pools etc.

User charges fall mto four major categories: education, transportation, environment
and natural resources, and other. '

The local governments that have turned to user charges in the wake of the property
tax revolt may now have maximized their use. This theory provoked questions for more
detail about the types of user charges and non-tax revenues that state and local
governments were using to [inance public services. The question is also on growing
reliance on such revenues over time and its consequent eflect on the stability, sufficiency
and fairness of state and local revenue systems.

Local governments also may charge fees to cover their costs of building and
maintaining public rights-of-way, frequently in connection with cable, telephone and
electric utility corridors. Such fees and charges often do not require the express statutory
authority of a slate legislature. Also, these fees do not face the same level of due process,
equal protection and other legal scrutiny as taxcs.

Legal distinctions between taxes and fees are very important, however, because many
states have constitutional or statutory restrictions on the ability of local governments to
levy taxes—restrictions that usually do not apply to fees. But they may not impose
similar restrictions on fees. For these reasons, courts in many states have tried to creale
a clear distinction between taxes and fees.

3.2 Advantages of User Charges

T is argued that user charges allow governments to impose the cost of services on the
citizens who demand those services, This prevents general fund tax money from
subsidizing government services where benefits accrue to specific individuals without
benelil to the public at larpe. Using general fund taxes to subsidize such services poses
two problems. First, the benefil principle is violaled il a service is subsidized throughout
the state even 1 the taxpayers ol any area do not receive it. Second, subsidies allow the
government provider to undercut the prices of private sector providers, leading to unfair
competition, violating the rules of market economy. For example, a municipal health and
fitness facility that is subsidized by general fund taxes may be able to offer lower rates
than private facilities.

User fees, by assessing all or a portion of the cost of such services upon users, allow
market forces to sct an economically efficient level of services.
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User fees may be particularly appropriate when state or local governments provide
services that also are provided by the private sector, particularly if they are not core
government scrvices. Uscr charges also may be an effective method of reducing
consumption of scarce resources. For example, many municipal water and sewer systems
have switched from unmetcred water service funded from general revenues to metered
services where customers are charged based upon consumption. User fees provide strong
incentives to conserve water, reduce wastewaler discharge by industrial users, and reduce
the volume of solid waste that requires landfill disposal.

State and local governments also imposc user fecs on businesses under the benefit
principle— that is, firms that benefit from government services should pay for them. For
example, some states impose user fees on regulated firms like electric utilities that cover
the cost of the regulatory agency. Building permit fees imposed by some local
governments are designed to cover the cost of building inspectors and personnel
necessary to process permil applications.

3.3 Disadvantages of User Charges

User fecs may not be appropriate to finance core government services, particularly
social services and education programs where services and benefits are provided based
upon social objectives like reducing poverty or providing equal educational
opportunities. In fact, many state constitutions require states to provide an “cqual” or
“adequate” free cducation to all resident children. User fees for public cducation would
contradict this constitutional principle.

Opponents of user charges arguc that thesc fees may make state and local revenue
systems more regressive—that is, low-income houscholds may pay a greater propottion
of their income for taxes and fees than do higher income households.

Another drawback of shifting from tax funding of services to user charges is the lack
of federal deductibility. User charges are not deductible, while state and local income and
property taxcs are deductible.

3.4 Conditions for the Effective Use of User Charges in State
and Local Government Finance

1. User charges may be appropriate when government is performing a service that
narrowly benefits an individual taxpayer, or for certain government activities that
compete directly with private sector providers.

2. User charges may be appropriate to provide market-based incentives fo encourage
or disccurage the use of public resources.
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3. Policymakers need to consider the impact on low- and moderate- income citizens
of shifting reliance from broad-based taxes to user fees.

4. User charges may not be appropriate to fund services when siates have a
constitutional or statutory obligation to provide those services to all cilizens,

5. User charges should cover the cost of the services provided. They should not be
used to generate cxcess revenues that are diverted to unrelated proprams or
services.

Property-related assessments may be appropriate to finance services tied to new
development, but should not be used to subsidize new services for existing residents,
Rapid growth in some major metropolitan areas has overwhelmed available
infrastructure for transportation, education and natural resources, Impact fees and special
property assessments have become more prevalent as a means of funding infrastructure
development, raising issues of inequitics between current and new residents and effects
on housing aflordability. Impact fees, applied appropriately, enable growth to oceur in
arcas where existing residents are unwilling or unable to pay for new infrastructure costs.

Property-related assessments also provide local governments with a tool to steer

development to areas where infrastructure can accommodate additional growth.
Property-related assessments may be lower or nonexistent in areas where existing
infrastructure can accommodate new development. Property-related assessments are not
appropriate for upgrading the neglected infrastructure needs of current residents by
forcing the costs onto new residents. Neither should they be used to generate additional
general fund revenues for local governments.

Policymakers should be mindful of how property-related assessments for new schaol

construction are integrated within the state and local school construction programs.

3.5 References

U.S. Bureau of the Census Classification Manual. Washington, D.C.: Government
Printing Office, 1992.

3.6 Exercises

1. What is known as user charge? Examine its nature and significance.
2. What are the advantages and disadvantages of user charges?

3. What are the conditions for the effective use of user charges?

4. Write short notes on the categories of user charges.
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Unit 4 O Non-Tax Sources of Local Finance
(Commercial venture and local bn.nds)_

Structure
4.1 Introduction
4.2 Non-Tax Revenue
4.3 Non-Tax Revenue Other Than Volunatry Reguited Payments :
Principles 2
4.4 Problems with Assessing Non-Tax Revenue Performance

4.1 Introduction

Local bodies are in constant shortage of funds. West Bengal that had implemented
decentralization more thoroughly than others, in 1977 adopted a three-tier system of
local government with directly elected officials at every tier with mandatory clections
every five vears since 1978 still suffer from lack of own sources of revenue.. In contrast
to other Indian states, the Left Front government substantially increased the authority of
local governments at the expense ol the state bureaucracy. But here also the tax
management of local bodies is weak, resulting in poor collection .There arec many
reasons for this, including a poor assessment system, lack of efficient manpower and
legal issues. Corruption is however, another major reason for low collection of taxes.
Limited local expenditures are mainly geared towards physical infrastructure. Thercfore
more attention should be paid to better and efficient collection, providing the local
bodies with financial autonomy. Non-tax revenues cover a4 wide array of government
revenue sources, ranging from procceds from the sale of communications bandwith, to
mineral royalties, to interest on loans by governments, to fines and penalties. The first
mentioned is a potentially lucrative source of revenue for the Centre, as pointed out by
the Kelkar Task Force on Implementation of the Fiscal Responsibility and Budget
Management Act (Government of India, 2004). The other three examples provide
revenue to both centre and states.

The sources of their income are generally taxes, rates, fees and charges levied by the
local body as well as rents and profits accruing from properties of the local body and
sums treceived through its services. Contribution from individuals and institutions,
government grants, profits from investiments, receipts accruing from the trusts placed
with the local bodies, loans raised by the local body and proceeds from such services are
another source of income governments may direct to be placed at the disposal of a local
body. Holding taxes is the most important source of own income of local bodies. Loans
and voluntary contributions are rare.
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Non-tax revenues are of two kinds: fees and tolls and rents and profits on properties
of the local bodies. The Karnataka Revenue Reforms Committee (2003) has recently
estimated that potential for additional resource mobilisation from non-tax revenue in
Karnataka to be as much as 900 percent of current levels. If this is also the case in other
states, non-tax revenue could, in time, become a more important source of revenue than
taxes,

4.2 Non-Tax Revenuc

Taxes are compulsory, unrequited payments, in cash or kind made by individuals,
institutional units and government units, Non-tax revenue includes payments made to the
government that are:

i. Compulsory and requited, (fines or penalties- Fines and penalties are “requited” in
the negative sense that they are payments exacted for non-compliance with the law:)

ii. Voluntary and unrequited, (contributions made to the government, the best known
examples being contributions to the Prime Minister’s Relief Fund (again an example
from the Centre) and unclaimed deposits with the government or unclaimed excess
payments [or services.

iii. Voluntary and requited.

Some examples are revenue for mining, forests, irrigation, mads housing and public
buildings, health, education and services for weaker sections, tourism revenue and
revenue from husbandry services ete. The major categories of non-tax revenue can be
further classified into three broad sub-groups:

i) Revenue from assets,

ii) Revenue [rom the sale of goods and services

iti) Revenue from the sale of licences and permits for regulated activities,

Though coneeptually distinet, there is some overlap between these groups.

Assets from which the government derives revenue include sub-categories.

1. Comunon property resources of which the government acts as a custodian include
forests, wildernesses, marine and riparian habitats and wildlife as also historical
monuments from earlier times. From these resources the government derives revenue by
way of fees from the sale of usage rights including admissions fees, from the sale of
(e.g.) pollution permits, and fees or royalty payments from assigning the right to harvest
and sell other exhaustible ot renewable natural resources to which private property rights
are not assipned. The most important example of this is mineral exploration and
exploitation of public mineral resources for which the government receives royalty and
rental payments. In many Indian states this is the most important source of non-tax
revenue. This is also the most important source of non-tax revenue worldwide.
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9 Assets created from earlier government investment or which have earlier heen
nationalized may be another source. The most important examples of such assets are
public sector undertakings, irrigation, roads and other infrastructural capital, equity
investments in private concerns and loans provided by the government. Revenues of the
government from these assets are by way of dividends and interest receipts. These may,
however, can lead to a distorted picture of non-tax government revenue (and
expenditure). \

3. Revenue from the sale of goods provided directly by the government, including sale
of infrastructure services commonly termed user charges may be another source of non-
tax revenue . In addition there is revenue from the direct sale of naturally occurring
produce such as forest produce.

4 Revenue from licences for regulated activity cover a wide array of scctors and
include business and shop licences, construction and land use permits, examination and
ingpection fees, and so on. Three typcs of fees and charges are reported as a part of tax
revenue in state budget accounting in India. First, registration fees for documents and
related fees such as for title searches. Second, judicial stamp “duties” including revenue
from sale of judicial stamps are accounted for as a part of stamp duties. Third, there are
transport scetor related fees for licences, permits and vehicle registration as also some
portion of road tolls.

Different criteria must be adopted to assess non-tax revenue performance of different
components '

4.3 Non-Tax Revenue Other Than Volunatry Requited Payments :
Principles

Conventionally, if a payment made to the government is requited by future repayment
or by a transfer of other assets, this is accounted as a capital receipt and not as non-tax
revenue. Such receipts include government borrowing, money creation and privatization
procecds. In this context, the scope of government needs to be clearly specified. This
presents difficulties as the legal scope of government may be easily changed without
affecting the underlying economic reality. For example, this can be done by converting
a departmental undertaking (such as the Indian Railways) into a public sector
corporation. This will not change the cconomic scope of government, or rather the public
sector, but will alter the government’s legal boundary. Diffcrences in the scope of
government across jurisdictions like states in India will then limit the comparability of
cross-state data. The basis of accounting for receipts has a bearing on the scope of non-
tax revenucs. Additionally, not all receipts by the government are necessarily accounted
for in its consolidated fund, There is a problem which arises most importantly in the case
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of state lotteries in budgetary accounting in Indian states. In principle, the same problem
arises with any receipt of the government which is partly maiched, or overmatched, by
expenditure. Further there is a distinction between commercial and non-commercial
undertakings. The former should be accounted for on a net basis, since their purpose is
to raise revenue and not to provide public services. A distinction is made between gross
and net non-tax revenue. Fifth, there is the problem of notional receipts, such as in the
case of interest on capital works in irrigation. The notional return on these investments
forms a large chunk of non-tax revenue in the budgets of many Indian states, this being
matched by a contra-entry signifying national expenditure. Here £I0S8 non-tax revenue
is taken to include non-capital cash. or in-kind receipts excluding taxes of governments
of Indian states as legally defined excluding notional receipts matched by contra
expenditures on a gross basis.

Net non tax revenue is also defined as gross non-tax revenuc less expenditure on
commercial activities undertaken for the purpose of revenue :mi'sing, if net receipts from
these activities are positive. Greater attention to non-tax revenue 15 needed because of
the likely decrease in the ability of governments to tap important tax bases in the wake
of globalization. Reduced government bargaining power will lead to decreased taxation
of these bases both in developed and developing countries.

4.4 Problems with Assessing Non-Tax Revenue Performance

Major problems with assessing non-tax revenue performance include

(a) Unspecificd recovery norms

(b) Very severe distortions in budgetary data and

(c) Major dilTerences in institutions across states.

(d) Major distortions in estimating the magnitudc of non-tax revenue in statcs arising
[rom state government budget accounting practices,

(e) Data on non-tax revenue is totally unreliable.

(f) Non-lax revenues (lotierics, interest) are not correctly reflected in budgets.

(2) No measuring benchmarks are available to assess non-lax revenue performance.

A separate and contextual study is required to do even minimal justice to these issues
and arrive at a useful assessment. Explicit subsidies arc the largest component ol total
non-tax revenue. Some implicit subsidies also exist. Subsidies due to poor cost Tecovery
are particularly large for farmers and for informal and rural households. Owerall, these
subsidies benefit richer ‘sections disproportionately. Inefficient utilization of subsidies
and ill-designed quantity rationing retain the problems. '

Some promising institutional reforms in some states have begun to lead to improved
cost recovery from non-agricultural firms and houscholds, though farm sector cost
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recovery, a political issue, remains poor. Sustainable, improved cost discipline at all
levels is the key to improved performanee, with or without privatization.

LONG QUESTIONS

What is mecant by non-tax revenue? What may be the types of non-tax revenues?
What may be the sub-categories ol non-lax revenucs?

Non-fax revenue other than voluntary requited payments: principles.

What are the problems with assessing non-tax revenue performance?

SUMMARY

Traditionally it is the responsibility of elected councilors to bring about public
participation in the decision-making process. There are a number of tasks specific in
every city that concentrate on the fight for certain developmental or remedial issues.
People are involved in such activities and contribute to the council and state level
decision-making process. The Seventy-Iourth Constitutional Amendment Act and the
Conformity Municipal Tegislation by different state governments have paved a ncw path
for public participation through the ward committees, which are supposed to act as
public auditor in the development process. :

The most direct way to finance infrastructure and to support decentralization is to turn
over to local governments both the responsibility for providing services and the capacily
for raising revenues. Many of the central and local governments in developing countries
have tended, however, to resist this approach. On the one hand, central governments are
reluctant to rclinquish control over the principal nafional faxes as il suggests losing
control of the revenue side of the national budget. On the other hand, most local
governments are not cager to take on the major responsibilities of a taxing authority, and
they do not want to establish locally generated taxes simply because they do not have the
capacity to administer such taxcs. However, much can be done to increasc local
capability and capacity to the point where local governments can administer the
asscssment and collection of local taxes under the regulatory supervision of the central
government.

A sirategy adopted by many countries is to attempt to strengthen local governments
by giving them greater responsibilities in terms of the services they have to provide.
While this may appear to create more independent local governments, the reality is that
local governments will not be able to apply their new powers unless they are properly
financed. The assignment of more responsibilities for expenditure to local governments
than they can finance from their revenue sources results in the mismatching of functions
and finances. This mismatch is referred to as “vertical imbalance” and it results in local
governments being- highly dependent upon transfers from the central government.
Therefore, it is essential that those responsible for the design of local government
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responsibilities should be aware of the revenue sources that will be needed to fund them.

An additional problem that is at the heart of inter-governmental finance in many
countries is the existence of ‘horizontal balance’. This occurs when local governments
are not equal in terms of population, geographic area, level of urbanization and per capita
income, Designing fiscal decentralization and equalization programmes to cater for this
complex reality is a major challenge.

Decentralization is more likely to be effective when a local government can raise a
relatively large share of its revenues locally. If the transfer of responsibilities from the
central government is not matched by the ability to finance the carrying out of these
responsibilities, there is a risk of creating a largely fictional decentralization. In such a
case, local governments will tend to remain overly dependent on the goodwill of the
central government to finance them, Since the central government sets the rules and
generally takes the highest yielding taxes for its own use, local governments tend not to
have access Lo tax revenue and sources that would effectively free them from dependence
on fransfers. Inter-governmental transfers are vital for local governments but they should

not be used to prevent local governments from attaining an appropriately independent |
status. Without an adequate revenue source under the control of local government, a |

suitable degree of fiscal autonomy cannot be realized.

As local 1axes normally represent the preatest source of autonomous income for local
governments, the ability to influence the tax base, the tax rate or the collected revenues
is a very important condition. With such ability, a local government is able to adapt the
service level to its [inancial circumstances, \

The above discussion focuses on the evolution, structure, functions and finances of
urban local bodies. It also highlights the changes that are sought to be brought about by

the Constitutional Amendment Act (1992). In a modern development setting invelving |
urbanization, it is necessary to take note of urban local government as it is through |

establishing a strong local government structure that full fledged democratic
decentralization can be brought about. The present CAA in India is a step towards
bringing about changes in the existing framework of urban local bodies and is in
conformity with the world process of democratic decentralization. It is expected to be a
harbinger of a new era, by making the urban local bodies an efficient and democratic
form of government in the true scnse.

The reforms required by urban local bodies are multifaceted encompassing political,
social, administrative, financial and technological dimensions. The act provides a
constitutional form of the structure and mandate for municipal bodies to enable them to
function as effective democratic institutions of local self-government. However, it is
worth mentioning that the constitutional status alone is not sufficient to make the
municipal bodies vibrant and effective institutions of democracy. Expectations are high
that il will refurbish the whole system of local self-government by implanting a new
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structure of municipal authorities with additional devolution of functions, planning
responsibilities, new system of fiscal transfers and empowerment of women and weaker
sections of the society. '

* With the increasing pace of urbanization, municipal bodies are finding it difficult to
deliver the required level of services. Moreover, with the Constitutional Amendment Act
(1992) and the addition of eighteen functions in the Twelfth Schedule, the functional
responsibilities of municipalitics have increased beyond the provisions of only civie
amenities. Local Bodies are expected fo play a crucial role in the preparation of plans for
local development and in the implementation of development projects. In view of this,
proper assessment of the resources of the municipal bodies is required. Thus, the
Seventy-Fourth Constitutional Amendment Act under article 2430-I proposes the setling
"up of State Finance Commission. The Governor of the State constitutes a State Finance
Commission within one year from the commencement of the Constitutional Amendment
Act. lts term is for 5 years. The recommendations of the State Finance Commission will
be in the following aspects:

. Distribution between the state government and municipalities of the net proceeds

of the taxes, duties, tolls and fees leviable by the state;

«  Allocation of a share of such proceeds between the municipalities at all levels in

a state; :

« Determination of taxes, dutics, tolls and fees to be assigned or appropriated by the

municipalities;

«  Grants-in-aid to municipalities from the consolidated fund of the state;

.  Measures needed to improve the financial position of municipalities.

Under the new Amendment, it is at the discretion of the Governor to refer any matter
ta the Finance Commission. This Commission chalks out ils own procedure within the
framework of powers given to it by state law. Another important aspect is that the
Governor has to present to the “state legislature every recommendation made by the
Finance Cominission along with explanatory noles on the actions taken. The setting up
of a Finance Commission as proposed by the Constitutional Amendment Act will thus
help the urban local bodies to deliver the increased level of services, which are required
in the context of increasing urbanization, These additional responsibilities allotted to
them under the twelfth schedule also make it imperative to make regular assessment of
financial resources of the local bodies. Regular asscssment of the financial resources,
would help in the proper channelization of resources as well as the devolution of
resources from state to local government and give the local bodies a firm footing.

| Contact: Oates, Wallace E., Annual Review: Lincoln Institute, 1999, oates@econ.umd.edu
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Any system of education which ignores Indian conditions,
requirements, history and sociology is too unscientific to commend
itself to any rational support.
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