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Abstract

-
tion and economic growth. An empirical analysis of Russian regions for 2005–2012 shows 
that excessive expenditure decentralization within the region, which is not accompanied 

transfers from the federal center is positively associated with economic growth.

reserved.

1. Introduction: Fiscal decentralization — theoretical aspects

and a commonly used policy measure in public sector reforms. In federal states, 

(the right to impose and collect tax and independently determine the focus areas 
of expenses) are transferred from the federal to the regional and local levels.1 
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rity) or as a state or result of such a process (scope of authority delegated to lower administrative levels with 
respect to the total scope of authority of the public sector).
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-
ment among different levels of government and a system of intergovernmental 

can be considered as a necessary condition of the latter because there is no point 
-

centralization (in this case, all resources, authority and responsibilities are con-
centrated at the federal level).

should be responsible for macroeconomic stabilization and income redistribu-
tion, whereas subnational (regional and local) authorities, which are closer to 
citizens and possess more information on their preferences, should ensure the ef-

-

-

than that of the centralized provision because lower levels of government can 
improve the well-being of residents through a more comprehensive satisfaction 
of their individual needs (preference- matching argument). -
ciency can also be higher under decentrali zation because subnational authorities, 
which have better knowledge of citizens’ needs and experience in providing re-
spective public goods, can produce such goods at lower cost.2 Another advantage 

-
tion, which, in turn, may limit the size of the public sector and its predatory incen-

decentralization may encourage a higher accountability of subnational authorities 

-
stances (Prud’homme, 1995). Excessive decentralization makes macroeconomic 
stability and income redistribution nearly unachievable. In times of crises, mac-
roeconomic stabilization becomes problematic because the federal government 

-

priori ties. Income redistribution also does not work under full decentralization. 
Resources are usually unevenly distributed among territories (at least in large 
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