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Abstract:  The thesis aims to analyse the issues of fiscal decentralisation in India, particularly in the context of the soft budget constraint. The thesis would attempt to answer the following questions, first, Does decentralisation always lead to welfare maximisation? In other words, is decentralisation always a ‘superior’ good? Flowing closely from this is what will be the main aspect of the thesis, that is, what is the nature of the budget constraint? It has been argued by Dwatripont and Maskin (1995), Wildasin (1997) and Qian and Roland (1998), that a decentralisation increases commitment to a hard budget constraint. Their analysis pre-supposes, that a hard budget is preferable to soft budget. The preliminary results of our model show that with a completely decentralised structure, where each region is allowed to set its own tax level on local capital, one cannot unambiguously state that the welfare levels under a hard budget is greater than the welfare levels with a soft budget constraint. On the other hand, under the case of ‘partial centralisation’, where the central government sets the level of taxes that may be charged from the regional industries, and the local governments decide the budget allocations, it is possible to show, under certain conditions that there would be an increased commitment to a hard budget constraint, as the welfare levels are higher under a hard budget as compared to a soft budget. The empirical analysis will consider the case for India, which has had over fifty years experience with a federal structure, and has particularly in the last decade faced greater fiscal attrition with progressive decentralisation.

