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ABSTRACT

Fiscal decentralization has become one of the public policy strategies in encouraging economic growth, especially in
developing countries such as Indonesia. This article aims to review theoretically and empirically the relationship between
fiscal decentralization and economic growth. Theoretically, decentralization can improve the efficiency of resource
allocation, strengthen fiscal accountability, and encourage public service innovation. Empirically, however, the results vary
depending on the fiscal capacity of the regions, the quality of the institutions, and the design of the decentralization policy
itself. This study uses the Systematic Literature Review (SLR) approach to 40 relevant studies in the 2010-2024 range.
The results show that fiscal decentralization has the potential to boost economic growth if supported by good governance
and fair fiscal transfer mechanisms. These findings emphasize the importance of institutional reforms to optimize the
benefits of decentralization for economic development.
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INTRODUCTION

Fiscal decentralization has become an important policy in many countries in response to the need for
government efficiency and improved local economic welfare. In recent decades, global trends have shown a
shift of authority from central government to local government as a strategy to accelerate more participatory
and responsive development (Gao et al., 2019; S. Li & Qi, 2023). These policies are not only part of
governance reform, but are also seen as an approach to encourage sustainable economic growth (Di Novi et
al., 2019a; S. Li & Li, 2024; THANH & CANH, 2020).

Theoretically, fiscal decentralization is believed to improve the efficiency of public resource allocation. Local
governments are considered to be more aware of the specific conditions and needs of their communities, so
that they can provide public services more on target (Kassouri, 2022; Sanogo, 2019; Shi, 2020). Within the
framework of the theory of subsidiarity and the theory of competition between jurisdictions (Tiebout model),
decentralization allows for policy innovation, increased efficiency, and healthy competition between regions
in the provision of public services (Afonso et al., 2024; Choudhury & Sahu, 2022).

In addition, fiscal decentralization is also believed to increase public accountability. When people have closer
access to local government, they tend to be more active in demanding transparency and good budget
performance. This citizen involvement can strengthen good governance and accelerate decision-making based
on the real needs of the community.

Nevertheless, empirical reality shows that the impact of fiscal decentralization on economic growth is not
universal. Some countries recorded increased growth after implementing fiscal decentralization, while others
experienced stagnation or even setbacks in regional economic development. This inequality of results shows
that fiscal decentralization is not a policy that automatically produces economic benefits, but rather is highly
dependent on the institutional, social, and political context in each country.

Various cross-border studies show that the success of fiscal decentralization is often mediated by factors such
as regional fiscal capacity, bureaucratic quality, supervisory systems, and intergovernmental transfer design.
Countries with strong supervisory systems and good fiscal transparency are likely to enjoy the economic
benefits of decentralization (Lewis, 2023; Melo-Becerra et al., 2020; Tirtosuharto, 2022). Conversely,
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decentralization carried out in a weak institutional environment can exacerbate corruption, widen inequality
between regions, and degrade the quality of public spending (Digdowiseiso et al., 2022; Nirola et al., 2022).

In some cases, fiscal decentralization even creates unfair competition between regions, triggering tariff wars
or exploitative resource management practices. This risk occurs especially when there is no strong regulatory
framework to govern vertical and horizontal coordination between levels of government (Stojkov, 2022; X. Z.
D. M. C. Y. S. ]. Tan, 2019; Wenjuan & Zhao, 2023a). Thus, the effectiveness of fiscal decentralization is
highly dependent on the integration between institutional systems and fair fiscal policies (Hadryjanska, 2023;
Ma, 2024).

Furthermore, the complexity of the relationship between fiscal decentralization and economic growth
indicates the need for a comprehensive and cross-sectional study. Some studies use econometric models to
examine the direct influence of regional spending on regional GDP, while others highlight indirect effects
through improving the quality of public services, infrastructure, and social capital (Aray & Pedauga, 2024;
Batinti et al., 2019; Mauro et al., 2023). However, so far, there has been no strong academic consensus on
the main causal mechanisms in the relationship (Ain et al., 2025; Mishra et al., 2023).

Based on this background, this article aims to examine the impact of fiscal decentralization on economic
growth from two main perspectives: public economic theory and cross-border empirical evidence. Using a
Systematic Literature Review (SLR) approach, it evaluates a range of relevant studies over the past two decades
to identify the conditions under which fiscal decentralization contributes to economic growth and explain
the factors that strengthen or weaken these relationships.

RESEARCH METHODS
This study uses the Systematic Literature Review (SLR) to comprehensively and structurally examine the
relationship between fiscal decentralization and economic growth based on published theoretical and
empirical findings (Ding et al., 2019; Hanif et al., 2020a; Mauro et al., 2023). The SLR method was chosen
because it allows researchers to identify, assess, and synthesize relevant literature in a transparent and
replicable manner, resulting in stronger and more credible scientific evidence than conventional narrative
studies (Canavire-Bacarreza et al., 2019; Monkam & Mangwanya, 2024).
The literature search strategy was carried out systematically by following the PRISMA (Preferred Reporting
Items for Systematic Reviews and Meta-Analyses) framework. The secondary data search process is carried
out through a number of reputable international journal databases such as Scopus, ScienceDirect,
SpringerLink, Wiley Online Library, and Google Scholar. The main keywords used include: "fiscal
decentralization," "economic growth," "regional development," "intergovernmental transfer," and "public
finance decentralization," either individually or in combination using Boolean operators (AND, OR).
The inclusion criteria used in this study include: (1) articles published between 2010 and 2024; (2) focus on
empirical or theoretical studies of fiscal decentralization and its impact on economic growth; (3) published in
an internationally reputable journal (at least indexed by Scopus Q1-Q3); and (4) written in English.
Meanwhile, the exclusion criteria include articles that only discuss political or administrative decentralization
without any connection to fiscal aspects, as well as non-peerreviewed publications such as opinions,
comments, and policy summaries.
After the initial screening stage based on the title and abstract, a full review of the content of the article is
carried out to assess the relevance of the content and the suitability of the methodology. From a total of 186
articles identified at the initial stage, a strict selection was carried out until 45 main articles were obtained
that were substantially relevant and met the criteria for further analysis. The data from each article were then
coded based on the location of the study, methodological approach (quantitative, qualitative, or mixed), the
variables used, and the direction of the relationship between fiscal decentralization and economic growth.
Data analysis was carried out thematically to identify patterns of findings in the literature. Articles
that show positive, negative, or insignificant influences are classified based on the context of the country, the
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fiscal approach used, and the underlying institutional conditions. This technique aims to understand not
only whether decentralization has an impact on growth, but also why and under what conditions the impact
occurs. Thematic codes are also used to examine the role of mediation variables such as fiscal capacity,
expenditure efficiency, and governance quality (Canavire-Bacarreza et al., 2019; Hanif et al., 2020b; THANH
& CANH, 2020).

To increase the reliability and validity of the review results, a process is carried out Peer debriefing
and internal triangulation by comparing the search results with reviews from previous review articles. The
researcher also adopted the principle of transparency in reporting results, including presenting a PRISMA
diagram as a form of visualization of the literature selection stages. With this approach, this study is expected
to provide an in-depth and academically tested understanding of the impact of fiscal decentralization on
economic growth in various country contexts (Ding et al., 2019; Monkam & Mangwanya, 2024).

DISCUSSION

Fiscal Decentralization in a Theoretical Perspective

Fiscal decentralization is a concept rooted in public economic thinking, where fiscal authority is transferred
from the central government to local governments to improve the efficiency of resource allocation. In the
economic literature, fiscal decentralization is seen as an effort to bring the decision-making process closer to
the people who will be affected by the policy (Ain et al., 2025; Mogues & Olofinbiyi, 2020; Ruan et al., 2024).
This theory is based on the assumption that local governments have more complete information about local
needs and public preferences than the central government, so that they can design fiscal policies that are more
targeted (Kassouri, 2022; E. Tan & Avshalom-Uster, 2021).

One of the important theoretical foundations in explaining fiscal decentralization is that Theory of
subsidiarity, which states that decision-making responsibilities should be carried out by the government units
closest to the community, as long as they have adequate capacity (Kim et al., 2022a; S. Li & Li, 2024; Y. Wang
et al., 2024). This theory supports the idea that decentralization can improve the efficiency of public services
and strengthen citizen involvement in the development process (Horcher et al., 2023; Otoo & Danquah,
2021). The literature analyzed in this study consistently underscores the importance of the principle of
subsidiarity as a rational basis for fiscal decentralization.

On the other hand, model Tiebout introduced the concept of "voting with their feet," in which individuals
would choose a place of residence based on preferences for public services and tax rates. Within this
framework, local governments are racing to provide efficient public services that meet the expectations of
their citizens to attract and retain population and investment (Calabrese, 2024; Eugster & Parchet, 2019;
Webster, 2024). This competition between local jurisdictions is believed to encourage increased efficiency
and fiscal innovation, which can ultimately accelerate local economic growth (Bourassa & Wu, 2022; Cebula,
2024).

Fiscal efficiency theory. It is also widely raised in the literature as the main argument in favor of
decentralization. With fiscal autonomy, local governments have flexibility in designing spending and tax
structures according to the characteristics of their regions (Afonso et al., 2024; Di Novi et al., 2019b; Feld et
al.,, 2024). This can increase the efficiency of the use of public funds because regions have incentives to
optimize development results with limited resources. However, this theory also emphasizes the importance of
fiscal and managerial capacity as the main requirements for achieving efficiency (Martinez et al., 2022; Mauri,
2024).

Most of the articles studied in this study also raised the Theory of fiscal governance, which emphasizes the
importance of transparency, accountability, and participation in the process of drafting and implementing
public budgets (Purbadharmaja et al., 2019). Fiscal decentralization provides an opportunity to strengthen
governance as the interaction between government and society becomes more direct. In this context,
economic growth is not only the result of technical efficiency but also of institutional improvements that
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drive the legitimacy of public policy (Bisogno & Cuadrado-Ballesteros, 2022; Dinh Thanh et al., 2023a; Kang
& Chen, 2022a).

However, these theories are inseparable from criticism. Some literature notes that basic assumptions such as
equitable capacity between regions and equality in access to information are often not met in practice. The
fiscal gap between regions, low administrative capacity, and weak supervision are the main challenges in
realizing the theoretical potential of fiscal decentralization. Therefore, some studies add systems and
institutional approaches as important elements in decentralized analysis.

Thus, a theoretical review in the literature shows that fiscal decentralization has the potential to
strengthen economic growth through allocation efficiency, fiscal accountability, and public policy innovation.
However, such success is highly dependent on the institutional context, fiscal capacity, and regulatory
framework underlying its implementation. This study emphasizes the need for integration between economic
and governance approaches to understand the real impact of fiscal decentralization on economic
development.

Fiscal Decentralization Design and Institutional Context

The design of fiscal decentralization policies greatly determines the effectiveness of their implementation in
encouraging economic growth. The literature analyzed in this study shows that the variation in empirical
results from countries that implement fiscal decentralization is greatly influenced by the policy structures
used, both in terms of intergovernmental fund transfers and in granting authority to local governments. The
difference between the federal system and the unitary state also shapes the dynamics of central-regional fiscal
relations that affect local economic performance (Agrawal et al., 2024; Arnold et al., 2021; Timushev, 2021).
The main components in the design of fiscal decentralization include three things: (1) the division of
expenditure and revenue assignment authority, (2) the fiscal transfer system (intergovernmental transfers),
and (3) the mobilization capacity of Regional Own Revenue (PAD). In the literature, it was found that
decentralization would be more effective if it were accompanied by spending authority that was proportional
to the source of local revenue. Vertical fiscal imbalances in which regions are given spending obligations
without revenue support often create a dependency on the central government (Goodspeed, 2020; T. Li &
Du, 2021; Lin & Zhou, 2021).

Several studies from OECD countries, such as Germany, Canada, and Switzerland, show that a fiscal design
that emphasizes vertical and horizontal balance through an equalization grant system can improve regional
fiscal performance without compromising national macroeconomic stability (Digdowiseiso et al., 2022; Mejia
Acosta & Tillin, 2019; Pietrovito et al., 2023). On the contrary, studies in developing countries in Africa and
South Asia show that poorly designed decentralization creates duplication of programs, budget inefficiencies,
and widens inequality between regions (Bojanic & Collins, 2021; Paliychuk et al., 2020).

In addition to the fiscal technical aspect, the literature reviewed emphasizes that the success of
decentralization is highly dependent on Institutional context, namely the extent to which local governments
have the institutional capacity to manage budgets, prepare development plans, and prevent fiscal leakage
(Nirola et al., 2022; Shon & Cho, 2020; Yu & Kwan, 2024). Countries with strong bureaucracies, transparent
reporting systems, and high public participation are more likely to leverage decentralization to drive inclusive
economic growth (Dinh Thanh et al., 2023a; Yang et al., 2024).

In this study, it was also found that Policy consistency and coordination between levels of government an
important keys to the effectiveness of fiscal decentralization. Some literature calls the phenomenon "fiscal
mismatch" due to inconsistencies between fiscal authorities and administrative capacity that cause budget
implementation to be suboptimal. In addition, the unclear division of responsibilities between sectors and
between levels of government also hinders the achievement of maximum development results (Cavalieri &

Ferrante, 2020; Liwanag & Wyss, 2019; Patulus et al., 2021).
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Literature reviews also show the importance of Internal and external monitoring mechanisms, including
audit, financial court roles, and community participation. In many cases, fiscal decentralization without
accountability and transparency has instead opened up space for budget corruption and irresponsible
financial management. Therefore, the design of decentralization policies must be accompanied by the
strengthening of the regional fiscal performance supervision and evaluation system (Cao et al., 2022; Funk
& Owen, 2020).

Thus, a good fiscal decentralization design is not only about financial sharing, but concerns synergy between
policy structures, institutional capacity, and strong governance. The literature analyzed in this study indicates
that countries with integrated fiscal decentralization structures and capable regional institutions tend to be
able to optimize economic growth potential through responsive and efficient fiscal policies.

Synthesis of Global Empirical Findings: Impact on Economic Growth

A systematic review of 45 identified scientific articles shows that the effect of fiscal decentralization on
economic growth is not homogeneous across countries. The results of the literature synthesis show three
main trends: most studies show positive effects, some note negative effects, and the rest show insignificant
associations. This variation reflects the complexity of the relationship between fiscal decentralization and
growth, which is influenced by each country's economic, social, and institutional context.

Most studies conducted in developed countries such as Germany, Switzerland, and Canada report a Positive
impact of fiscal decentralization on economic growth. These findings are generally associated with the
effectiveness of the regional governance system, the efficiency of public budget allocation, and high fiscal
capacity. Local governments in these countries have considerable autonomy in spending and revenue,
supported by a clear fiscal transfer system and strong accountability mechanisms (Kim et al., 2022b; Sun et
al., 2022).

On the other hand, a number of studies conducted in developing countries such as Kenya, India, and Nigeria
have found that fiscal decentralization has had an impact negative or insignificant to economic growth. The
main causes include fiscal inequality between regions, low technical and administrative capacity of local
governments, and high potential for budget abuse (Irungu et al., 2020; Ouma, 2023). In many cases, increased
regional spending is not accompanied by careful development planning or clear performance indicators
(Boamah et al., 2021; Monkam & Mangwanya, 2024).

In studies that show insignificant relationship, it is generally found that the influence of fiscal
decentralization on new economic growth will be seen in the long term and is highly dependent on
intermediate variables such as infrastructure quality, education, and political stability (Song et al., 2022; X.
Wang & Cheng, 2023; Wenjuan & Zhao, 2023a). Therefore, some literature suggests that the evaluation of
the impact of decentralization should be carried out not only through a macro quantitative approach, but
also through more in-depth sectoral and regional analysis (Bellofatto & Besfamille, 2021; Purbadharmaja et
al., 2019).

Articles that use a Multi-level data panel and regression method are better able to capture the temporal and
spatial dynamics of the influence of decentralization. For example, studies comparing provinces in China and
India show that fiscal decentralization can increase regional productivity, but the effects vary greatly
depending on the quality of local government and the fiscal incentive system implemented (Sun et al., 2024;
Wenjuan & Zhao, 2023b; Xiang et al., 2025). This underscores the importance of a context-specific approach
in assessing the effectiveness of decentralisation policies (Tang et al., 2021; Zhao et al., 2022).

In addition, findings from the literature also suggest that fiscal decentralization tends to be more
effective in driving economic growth in certain public sectors, such as basic education, health, and local
infrastructure development. In these sectors, the proximity of local governments to the community allows for
more appropriate and responsive interventions to real needs. However, this success remains highly dependent
on the clarity of roles between levels of government and the stability of sources of financing (Buchs & Soguel,
2022; Fouopi Djiogap et al., 2024; Singh et al., 2024).
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Overall, this synthesis of empirical findings reinforces the argument that fiscal decentralization is not a "one
size fits all" policy. Macro and micro conditions, policy design, and institutional capacity greatly influence the
impact on economic growth. Therefore, a successful fiscal decentralization strategy in one country cannot
necessarily be replicated in another without adjustments to the local context and existing institutional
characteristics.

Moderation and Mediation Factors in the Effectiveness of Decentralization

The effectiveness of fiscal decentralization in driving economic growth is not only influenced by policy design
and institutional context, but also highly dependent on moderation and mediation factors that work
simultaneously. The literature analyzed in this study emphasizes that in the absence of certain supporting
factors, fiscal decentralization will not generate significant economic benefits, and even has the potential to
cause fiscal distortions and development inequality.

One of the main mediating factors identified in various studies is the Fiscal Capacity of Local Government.
Regions that have strong local sources of original revenue (PAD) and the ability to manage financial resources
effectively tend to be more able to leverage fiscal autonomy for growth. In contrast, regions that rely heavily
on central transfers and have weaknesses in budget planning have difficulty converting spending into
productive development outputs (Groenendijk, 2023; Rahmatul Putra et al., 2023).

In addition to fiscal capacity, the Quality of Governance is a very decisive factor in moderation. Literature
from developing countries shows that fiscal decentralization only has a positive impact if it is accompanied
by transparent, accountable, and participatory governance (Dinh Thanh et al., 2023b; Kang & Chen, 2022b;
Waddington et al., 2019). Local governments that have internal audit systems, performance evaluation
mechanisms, and community engagement channels tend to be more efficient and responsive in managing
public finances (Bisogno et al., 2022; Garcia-Lacalle & Torres, 2021).

Other factors that play a role in mediation are Efficiency of public spending, especially in strategic sectors
such as education, health, and basic infrastructure (Atobatele et al., 2024; M. Wang & Tao, 2019). The
studies found that public spending directed appropriately to the productive sector is more likely to produce
an economic multiplier effect. In contrast, spending dominated by bureaucratic costs and employee spending
does not contribute significantly to GDP increase or poverty reduction (Akindinova et al., 2024; Piscopo et
al., 2024; Shin et al., 2020).

Fiscal inequality between regions also appears as one of the important moderation factors. In some cases,
fiscal decentralization actually exacerbates inequality between regions, especially if it is not accompanied by
an effective fiscal redistribution system (Fan et al., 2020; Nirola et al., 2022; Pietrovito et al., 2023). Areas
with abundant resources will grow faster, while poor areas will be left behind. This shows the importance of
the existence of an equalization transfer mechanism to maintain equality between regions (Bellofatto &
Besfamille, 2021; Di Novi et al., 2019b). No less important is the support of human resources (HR) and
technical capacity in the implementation of the budget and development planning. Much of the literature
notes that the weakness of regional human resources, both in terms of planning, reporting, and supervision,
is the main obstacle to optimizing fiscal decentralization. Therefore, strengthening the capacity of local
government apparatus is an important prerequisite for fiscal decentralization to provide maximum results
(Nirola et al., 2022; Timushev, 2021; X. Wang & Cheng, 2023).Thus, the analysis of moderation and
mediation factors in the reviewed literature makes it clear that fiscal decentralization cannot be separated
from the context of its supporting ecosystem. Without strong institutions, adequate fiscal capacity, spending
efficiency, and a fair fiscal redistribution system, decentralization risks creating new imbalances in economic
development. Therefore, fiscal decentralization policies need to be designed holistically, taking into account
all these reinforcing factors.

Policy Implications and Further Research Directions

Based on the synthesis of the literature that has been conducted, there are a number of important policy
implications to consider in the design and implementation of fiscal decentralization in various countries,
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especially developing countries. The findings show that fiscal decentralization is not an instant solution to
accelerating economic growth, but rather a complex process that requires proper policy design, strong
governance, and synergy between levels of government.

First, the central government needs to ensure the design of a fiscal transfer system that is fair and equity-
oriented. Transfer systems that do not take into account fiscal gaps between regions can widen inequality and
create inequities in the distribution of development benefits. Therefore, the equalization grants scheme needs
to be strengthened to ensure that regions with low fiscal capacity continue to have access to adequate
development resources.

Second, increasing institutional capacity and human resources at the local level is a strategic agenda
for supporting the effectiveness of decentralization. Local governments need to be equipped with training in
planning, budget management, financial reporting, and the use of accountable and efficient information
technology. Investment in strengthening local human resources is a prerequisite so that fiscal authority does
not lead to waste or irregularities.

Third, transparency and public participation need to be integral parts of the fiscal decentralization
system. The study's results show that regions that involve the community in budget planning and supervision
tend to have better fiscal performance. Mechanisms such as development deliberations, public reporting, and
participatory audits can be used to encourage accountability and strengthen the legitimacy of local policies.

Fourth, fiscal decentralization policies should be closely linked to the national institutional reform
agenda. Weaknesses in legal systems, financial supervision, and political control can hinder a healthy
decentralization process. Therefore, there needs to be a strong and consistent national regulatory framework
to ensure the implementation of decentralization does not deviate from the principles of good governance.

From the academic side, this study's results open up opportunities for developing the next research
agenda. One important direction is using a quantitative approach with multilevel panel data that allows for
more in-depth crosstime and regional analysis. In addition, testing causal relationships through the
Difference-in-Differences (DiD), Generalized Method of Moments (GMM), or Structural Equation Modeling
(SEM) methods can also be used to measure the impact of decentralization on more specific growth indicators.

Finally, it is also important to extend the study to more specific and contextual subnational areas,
including looking at the varying impacts of decentralization on strategic sectors such as education, health,
and infrastructure. Future research also needs to integrate social and environmental aspects as additional
indicators in measuring the success of fiscal decentralization. Thus, the resulting policies not only encourage
economic growth but also inclusive and sustainable development.

CONCLUSION

The results of a systematic review of various literature show that fiscal decentralization is a complex and
multidimensional policy. Theoretically, decentralization can drive economic growth through improving the
efficiency of resource allocation, strengthening accountability, and increasing the responsiveness of local
governments to community needs. Models such as subsidiarity and Tiebout show that devolution of fiscal
authority to the local level can result in more targeted public services and support sustainable economic
development. However, empirical evidence from various countries shows that fiscal decentralization on
economic growth varies widely. On the one hand, countries with strong institutions, effective supervisory
systems, and high regional fiscal capacity generally benefit positively from decentralization. On the other
hand, countries with institutional weaknesses, fiscal inequality between regions, and weak transfer systems
show less encouraging or even negative results. This suggests that fiscal decentralization does not automatically
produce growth without adequate supporting prerequisites. The literature synthesis also reveals the
importance of moderation and mediation factors such as institutional capacity, spending efficiency,
governance quality, and public participation in determining the direction and strength of fiscal
decentralization impacts. When these factors are strongly present and integrated in local government systems,
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fiscal decentralization can be a strategic instrument to accelerate development. But without this support,
decentralization can actually increase inequality and fiscal inefficiency.

Based on these findings, it is recommended that the government, in designing fiscal decentralization
policies, pay attention to the principles of fiscal justice between regions, strengthen the capacity of local
governments, and ensure the existence of an effective supervision and transparency system. The system of
intergovernmental transfers must be designed fairly and proportionate to each region's needs and capacity.
In addition, public involvement in the budget planning and supervision process will strengthen the legitimacy
and effectiveness of public policies.

For the next research agenda, it is recommended that micro and longitudinal data-based research be
carried out to capture the dynamics of the influence of fiscal decentralization in the long term and at the
sectoral level. More complex quantitative approaches, such as multilevel regression, spatial analysis, and SEM,
are also recommended to test the causal relationships and indirect effects between variables. In addition,
cross-developing research can provide broader and relevant insights to support adaptive and contextual design
of fiscal decentralization policies.
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