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FISCAL FEDERALISM
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ences, including scholars, instructors, students, policy advisers, and practitioners.
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Preface

Globalization, the information revolution, and regional and ethnic
conflicts have made it imperative for a large and growing number of coun-
tries around the globe to reexamine the roles of various orders of govern-
ment to secure peace, order, and good government and to reposition their
roles in improving social and economic outcomes and retaining relevance
in the lives of their citizens. This reexamination has resulted in a silent
revolution sweeping the globe, which is slowly but gradually bringing
about rearrangements that embody diverse features of supranationaliza-
tion, confederalization, centralization, provincialization, and localization.
The vision of a governance structure that is slowly taking hold through this
silent revolution indicates either a gradual shift from unitary constitu-
tional structures to federal or confederal governance for a large majority
of people or a strengthening of local governance under a unitary form of
government. (In 2007 there were twenty-eight federal or quasi-federal and
twenty decentralized unitary countries with a combined total of about
two-thirds of the world’s population.) This new vision of governance
has also led to a resurgence of interest in fiscal federalism principles and
practices as federal systems are seen to provide safeguards against the
threat of centralized exploitation as well as decentralized opportunistic
behavior while bringing decision making closer to the people. This book
responds to this felt need by providing a synthesis of the literature on the
theory and practice of multicentered, decentralized economic governance.
The fiscal federalism principles and practices presented in this book may
be of interest not just in federal countries but may also have important
policy import for unitary countries interested in creating governments that
work and serve their people.

This book is intended to encapsulate for a general reader the vast and
diverse literature on the design and practice of fiscal constitutions — that is,
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viii Preface

how revenue raising, spending, and regulatory functions are allocated
among various orders of governments and how revenue-sharing mecha-
nisms and intergovernmental transfers are structured to ensure responsive,
responsible, fair, and accountable decentralized governance. The motiva-
tion for the book has its origin in numerous requests for advice on the
reform of fiscal systems sought from the authors over the past three dec-
ades by governments in both industrial and developing countries. Surpris-
ingly, during these engagements almost all clients showed interest in
seeking conceptual guidance and information on better practices on a
broad set of similar questions. While the challenges these countries faced
were somewhat similar, the solutions they discovered were often unique
and local. Hence, it was felt that a book that documents these principles
and practices not only would serve as a useful aid to future reform efforts
but could also be of interest to the academic community in preserving such
knowledge and advancing it to students and citizens at large.

The book represents more than two decades of work by the authors and
their close professional associates. In particular, the authors would like to
thank Sandra Roberts for her seminal contributions in updating the
knowledge on fiscal federalism practices. The authors are also grateful to
Scott Parris, Senior Editor at Cambridge University Press, for his encour-
agement for the completion of this book and to several anonymous readers
for their thoughtful and incisive comments in helping improve the quality
of this work. The authors are also grateful to Springer publishers for
permission to reprint materials previously published in International
Tax and Public Finance and to the World Bank for allowing us to liberally
draw on works by the authors published by the World Bank.

Finally, our debt to our families for their unfailing support for this
project is greater than we can express and hence, of necessity, is left
unverbalized.

Robin Boadway
Anwar Shah
June 2008
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