
OCCASIONAL PAPER 271

>*-/ V . "

Making Fiscal Decentralization Work:
Cross-Country Experiences

Annalisa Fedelino and Teresa Ter-Minassian

N T E R N A T I O N A L O N E T A R Y F U N D



Contents

Preface

Acknowledgments

Abbreviations

Introduction

VII

ix

XI

Part I Lessons

1 Fiscal Decentralization: Key Issues

A Brief Literature Review
Macrofiscal Implications of Decentralization

2 The IMF's Advice on Designing and Managing Fiscal Decentralization

Defining Spending Responsibilities
Ensuring Sound Public Financial Management
Designing Intergovernmental Revenue Arrangements
Identifying Mechanisms to Control Borrowing

3 Lessons Learned and Challenges Ahead

3
4

10

11
15
18
29

34

Part II Background Studies 39

4 Bolivia

The 1990s: Increasing Municipal Autonomy Leads to Fiscal Imbalances
The Early 2000s: Fiscal Unraveling
The Late 2000s: Stronger Prefecturas Demand Control of Hydrocarbon Resources
Conclusions

5 China

The 1994 Fiscal Reform
Implications of the Current System
IMF Advice and Possible Reforms

6 Colombia

The 1990s: First Round of Decentralization Reforms and IMF Advice
The Successful Transformation of Bogota
IMF Advice in Recent Years and Remaining Challenges

40

40
42
42
43

45

46
47
48

50

51
53
53

IMF Occasional Paper 271



MAKING FISCAL DECENTRALIZATION WORK

7 Democratic Republic of the Congo 56

Fiscal Arrangements Prior to Enactment of Decentralization Legislation 56
Deficiencies of the Constitutionally Mandated Fiscal Decentralization 57
The National Forum on Decentralization 58
The 2008 Decentralization Legislation 59
Current Transitional Arrangements 59
The Key Role of the New Organic Public Finance Law 60

8 Indonesia 62

IMF Advice on Fiscal Decentralization 63
An Assessment of Recent Reforms and Remaining Challenges 66

9 Kosovo 68

Overall Framework of the IMF's Advice 69
Remaining Challenges 73

10 Liberia 75

Administrative Rationalization 76
Strengthening Subnational Roles before Decentralization 76
Toward a Framework for Fiscal Decentralization 78

11 The Former Yugoslav Republic of Macedonia 80

IMF Advice on Fiscal Decentralization 80
Current Intergovernmental Fiscal Arrangements 82
Remaining Challenges 83

12 Mexico 85

The Subnational Debt Crises of the Mid-1990s 86
Current Intergovernmental Fiscal Arrangements 86
IMF Advice on Fiscal Decentralization 87
Recent Progress and Remaining Challenges 89

13 Nigeria 90

IMF Advice on Fiscal Decentralization 90
Recent Progress 92
Remaining Challenges 93

References 95


