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FOREWORD
Joseph E. Stiglitz

Decentralization is everywhere around us. Throughout the developing and developed worlds, both
the architecture of the state and the deeper relationship between citizens and governments are being
re-shaped by decentralization, devolution, and outright secession. Thirty years ago, academic
researchers and organizations like the World Bank and United Nations marvelled at the number of
decentralization programs across the world. Since then the number of reforms has grown and
grown.
Decentralization changes countries in big, deep, and lasting ways because it changes not just
financial flows and formal structures of authority, but the fundamental incentives that public
officials must respond to. In a centralized system, officials’ incentives are “upward-looking” in the
sense of responding to the wishes and priorities of officials higher up in government. Their
performance is judged, and they are rewarded or not, according to how well they serve the agendas
of superior bureaucrats. In a decentralized system, officials’ incentives are pointed firmly
downwards to the citizens and voters who elected them. They are judged by citizens, and their
career trajectory depends on satisfying enough of them that voters choose to return them to office.
By changing such deep incentives that operate throughout government, decentralization sets in
motion a dynamic that leads to long-term, fundamental changes in public officials’ behaviour,
public sector decisions and outputs, as well as the underlying relationship between governors and
the governed.
These are not abstract theoretical points, but real, tangible, defining features of countries,
states, and economies. Just look at the raucous, diverse, colourful – but also stable and legitimate –
democracy that federalism underpins in India; compare it to the winner-take-all, brittle, chronically
unstable governments that six decades of centralization have bestowed on Pakistan. These
countries differ in ways other than decentralization of course. But it is useful to remember that they
were governed for centuries by the same British colonial administration, and their politics diverged
only at independence when one became a federal, and the other a unitary, state. Think also of
Germany vs. the UK, or Spanish South America vs. Brazil, and consider how variations in
centralization help shape national economies and the spatial distribution of economic activity.
Big reforms have spawned a big literature dedicated to evaluating decentralization’s effects.
These number in the hundreds of published works and thousands of agency reports. But they have
mostly ignored questions concerning governance, political competition, stability, and legitimacy,
which are highly consequential but methodologically difficult to address, in favor of easier-tovii

measure, technocratic issues like public investment levels, inflation, fiscal deficits, and education
and health attendance. Such second-order issues are also important and worthy of study, of course.
But the shift in focus away from the most important effects of reform has had a less obvious, more
pernicious effect on our understanding of decentralization. It has pushed researchers and thinkers to
assume the perspective of a social planner or policy analyst – the disinterested, benevolent dictator
who maximizes some concept of good in society, be it wealth, health, or some other measure of
well-being.
Without doubt this is a useful way to approach such questions. But it also serves to divorce
a huge literature from the principal concerns of policymakers and politicians: Will decentralization
increase or decrease my power and control? Will it get me re-elected? Will it help or harm my
party’s long-term prospects? Not to mention the principal priorities of citizens: Will
decentralization increase or decrease political stability? violence? citizens’ rights and freedoms?
prosperity? inequality? These are, indeed, the main things that we as development specialists,
thinkers and indeed citizens should be concerned with too. In so doing, the shift in focus makes the
majority of decentralization studies – regardless of how rigorous and technically competent many
undoubtedly are – less interesting and much less relevant to precisely those people who must lead
the difficult changes required to decentralize any country.
When policymakers approach academics for advice about a major, risky reform that seeks to
change the shape of government, answering in terms of its second and third-order effects is a
strange thing to do. When these effects are additionally things that policymakers care less about,
the effect is downright perverse.
This book is unique in that it turns the tables on an entire field. It examines decentralization
through the eyes of policymaking politicians, but with the methodological rigor and theoretical
clarity of academics, asking first: Why would politicians want to do it? And if they did, how would
they do it? It then analyses key issues of governance such as democracy, stability, inclusivity, and
state strength. A further three chapters draw the lessons of four decades of reform throughout the
world on how best to design tax, transfer and expenditure systems. Lastly it returns to more
traditional, technocratic issues, asking: What happens after reform is implemented? These last four
chapters update our knowledge of decentralization’s effects on health, education, anti-poverty
programs, etc. using evidence from 12 countries across Africa, Asia, and Latin America.
The editors achieved this synthesis of academic and policymaking perspectives by carefully
choosing and pairing authors to write on specific topics. While a few authors are ‘pure’ academics
(e.g. Myerson) or ‘pure’ policymakers (e.g. Aiyar), most have a firm base in one camp but maintain
an ongoing, vigorous practice in the other (e.g. Bossert, Faguet, Khan, etc). Five chapters are
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written by a combination of policymaker(s) + academic(s), four chapters by individuals who
significantly span that frontier, two by ‘pure’ academics, and two by ‘pure’ policymakers.
This book is a product of the Initiative for Policy Dialogue’s Decentralization Task Force,
and was first conceived at a conference held at Columbia University in New York in 2009.
Although each chapter has named authors, there is a broader sense in which the volume reflects the
collective thinking of all involved.
Bringing policymakers and academics together to think, discuss, and write about common
themes has been neither easy nor straightforward. These two constituencies use different
languages, are motivated by different concerns, and have completely, utterly different workstyles.
The authors are trained in economics, political science, public health and philosophy, and include
women, men, old, young, Asians, Europeans, and North and South Americans. But these
differences were as nothing compared to the policymaking-academic divide. Breaching it took five
years and an enormous amount of work, energy and dedication.
I hope readers will agree that the effort was worthwhile. The result of my colleagues’
labours is an unparalleled synthesis of theory and practice, an analytical memory of key successful
and unsuccessful reforms, and a practical guide for those who would reform their countries. It will
be of interest to policymakers, academics and students alike.

New York
September 2014
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IS DECENTRALIZATION GOOD FOR DEVELOPMENT?
Perspectives From Academics and Policymakers
Jean-Paul Faguet1 & Caroline Pöschl2
September 2014

Abstract
Decentralization research has become more quantitative and formal over the
past two decades. But as technical rigor has increased, the focus of research has
narrowed to decentralization’s effects on particular policy variables, leaving aside
larger, more nuanced and complex questions of crucial importance to
policymakers contemplating reform. This book seeks to return attention to issues
like this that rank among policymakers’ first concerns, but are methodologically
difficult to answer. We do this by marrying the insights and experience of senior
policymakers involved in driving decentralization forward at the highest levels,
with academics working at the forefront of the field in economics, politics, and
development and policy studies. This chapter introduces the book by analyzing
the following questions: Why do politicians decentralize in the first place? How
can reform be made politically feasible? How can decentralization lead to
improved development outcomes? Do municipalities compete amongst
themselves, and what effects might this have on public policy and services? Will
decentralization promote clientelism or broad-based development? And finally,
will decentralization strengthen or weaken developing states? The evidence
presented in the book provides a firm basis for concrete answers to all of these
questions, allied to specific policy advice for aspiring reformers.
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1. Introduction
Decentralization is at the center of the policy reform agenda all over the world.
Developing countries as disparate as Mexico, Egypt, Ghana and India have
active decentralization programs in place, citing the need to make their public
administrations more efficient, flexible and responsive. And under the guises of
subsidiarity, devolution and federalism, reform is firmly in the foreground of policy
discourse in rich countries too. In 2000 the World Bank estimated that between
80-100% of the world’s countries were experimenting with one or another form of
decentralization, and its 2004 World Development Report examined
decentralization as an instrument for improving public service delivery. Since
then, new or deepening reforms have been announced in countries as disparate
as Japan, Cambodia, France, Turkey, and Kenya, amongst many others.
Widespread policy enthusiasm has been accompanied by a large literature
studying the effects of reform. This literature has changed substantially over the
past two decades as economists and policy analysts have employed
econometrics and formal modeling to study the effects of decentralization on
such issues as education and health services, infrastructure investment,
corruption, macroeconomic stability, and growth, to name a few. The
decentralization studies of 30 and 40 years ago are now often criticized for a lack
of academic rigor, and for relying too much on case study and “anecdote”. But
increasing technical rigor has come at the expense of increasing distance from
the concerns and constraints of the policymakers who drive decentralization
forward, or fail to. At the simplest level, much of this new literature is now beyond
the grasp of practitioners (and many graduate students). Furthermore, the
laudable quest for rigor leads technical studies to abstract away from the “details”
of how policy reform actually works. Even when methodologically necessary, this
has the effect of leaving potentially important aspects of real decentralization
reforms outside the purview of academic analysis.
This book seeks to re-unite academics studying decentralization with the
policymakers who implement it. It comes out of an extraordinary workshop held
at Columbia University in June, 2009 under the auspices of the Initiative for
Policy Dialogue’s Decentralization Task Force. The two-day workshop brought
together academics working at the empirical and theoretical frontier of research
on decentralization and subnational government with policy practitioners who
have implemented or supported reform at the highest levels of government and
international organizations. The purpose of the workshop was not only to
exchange ideas, but to marry policymakers’ detailed knowledge and insights
about real reform processes with academics’ conceptual clarity and analytical
rigor. The workshop was explicitly structured to facilitate this integration, and this
volume is one result.3
The synthesis of academic with policymaker perspectives naturally shifts
the analysis towards questions that the literature has had trouble addressing
3

Another is Faguet, J.P. (ed.). 2014. “Decentralization and Governance.” Special Issue of World
Development, 53: 1-112.
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empirically, but that are of great interest to policymakers and politicians
contemplating reform. These are reflected in the structure of the book. Our first
section focuses on Decentralization, Stability and the Strength of the State.
The first chapter asks the question: Why do policymakers decentralize? This has
been referred to as the “black hole” of the decentralization debate. Why do
national politicians decide to devolve some of their power and resources to
others who are beyond their control? Considerations of efficiency or
effectiveness are surely insufficient to explain the number and extent of
announced decentralizations. We take this question head-on, with a chapter by
the Bolivian President who decided to decentralize his country shortly after taking
power. This is followed by chapters examining how and why decentralization
came about in Pakistan and India, and its effects on state capacity and political
stability there. A fifth chapter dissects the fiscally destabilizing effects of reform in
a number of Latin American countries, and then a second generation of reforms
that dramatically improved the fiscal situation. The final chapter in this section
seeks to answer the question ‘Does decentralization strengthen or weaken the
state?’ with a survey of the theoretical and empirical literatures, and some
theoretical contributions of its own. All of these are classic examples of questions
that are crucially important to policymakers, but are difficult to address with
quantitative evidence.
Once reformers have made up their minds to proceed, how should they
design reform? What are the advantages and disadvantages of assigning taxes,
transfers and expenditures to different levels of government? Our second
section, Designing Decentralization: Taxes, Transfers and Expenditures,
examines these issues through a combination of logical argumentation and
evidence that focuses on Argentina, Bolivia, Canada, China, India, Indonesia,
Italy, Nigeria, Peru, and the Philippines, but also ranges farther afield in Latin
America and Europe. The authors are senior academics, some of whom have
been instrumental in developing the underlying theory, and practitioners with
extensive real-world experience.
And after reform is implemented, what happens? Decentralization and
Local Service Provision turns to the area on which the most decentralization
research has been done – decentralization’s effects on the provision of health,
education, anti-poverty programs, etc. We present original research by
academics working on the frontier of their respective fields. These four chapters
by no means cover the full range of “the effects of decentralization”. Rather they
update our knowledge in a few specific, important areas in which authors with
acknowledged expertise have new and innovative research findings. Much care
has been taken to present their empirical findings in a form that is accessible to
policymakers, development practitioners, and a wide audience of students from
different disciplines. The evidence presented comes from deep studies of China,
the Philippines, and West Bengal (India), plus a more summarized survey of
evidence from Bolivia, Colombia, Ghana, India, Morocco, Nicaragua, Pakistan,
Uganda, Vietnam, and Zambia.
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Before proceeding, it is useful to define ‘decentralization’. We follow Faguet
and Sánchez (2013) and Manor (1999) in defining decentralization as the
devolution by central (i.e. national) government of specific functions, with all of
the administrative, political, and economic attributes that these entail, to regional
and local (i.e. state/provincial and municipal) governments that are independent
of the center within given geographic and functional domains.
The rest of this chapter is organized not according to the sections
mentioned above, but rather by the substantive, cross-cutting conclusions that
emerge from the analysis therein. We first analyze why governments
decentralize. Using examples from several sections of this volume, we show that
decentralization reforms are largely driven by motivations of political survival and
consolidating power. This, as well as the fact that decentralization reforms often
need to be negotiated against opposing political demands, leads us to the
second conclusion: decentralization may fail to enhance development because it
never actually happens. Instead, partial and ‘cynical’ decentralizations are
widespread in which, for instance, spending responsibilities are devolved without
decision-making autonomy, or opposition forces are merely divided into various
powerless entities to facilitate continued rule by the center.
In part three we show that the design of decentralization is more important
than the decision to decentralize or not. In several countries analyzed in this
book, serious fiscal and political problems that followed decentralization were the
result of flaws in the design of reform. But these were successfully corrected
through subsequent policy revisions that changed the incentives of subnational
officials, and hence performance throughout the system. We also discuss other
examples of how different decentralization designs can achieve divergent goals
in developing countries.
Finally, we summarize evidence from this volume showing how
decentralization can enhance development in four important ways: (1) by
improving governance, (2) reducing clientelism, (3) creating competition among
subnational governments, and (4) by strengthening the state. We map positive
and negative outcomes in each of these areas to particular elements of the
decentralizations implemented. We argue in particular that the dynamic of
decentralized government provides strong incentives for social learning: for longterm strengthening of the organizational effectiveness of civil society, and
consequent increases in government accountability.

2. Why do governments decentralize?
Let us begin with the most basic question about decentralization. Why
would any national leader do it? In order for decentralization to happen, central
government leaders – who by definition hold large aggregates of power and
resources in their hands – must decide to devolve non-trivial shares to lowerlevel politicians with independent mandates and sources of authority, whom they
cannot control. Why would any president, having spent a career achieving the
pinnacle of power, willingly do this? This is the black hole at the heart of the
13

decentralization debate that few address and none have satisfyingly answered
(Faguet 2012).
At the simplest level, the urge to decentralize is irrational in those who must
do it. Are presidents motivated by normative arguments about state
effectiveness? Is decentralization politically convenient? Can politicians be
altruistic? These questions are not just interesting in their own right. They are
also important because they point to the common incentives that leaders must
face in cases of sincere reform. Such incentives surely shape the character of
sincere decentralizations, and distinguish them from decentralizations that fail, or
are never actually implemented.
One way to analyze this paradox is via close empirical examination of a
case of reforming success. This is the work of Faguet and Sánchez de Lozada in
chapter 2, which plumbs the political, institutional, and personal circumstances of
the reformers who decentralized Bolivia, as related by President Gonzalo “Goni”
Sánchez de Lozada, the man who presided over it all. Sánchez de Lozada’s
account not only benefits from an intimate knowledge of the situations and
relationships out of which the reform emerged, but is also strongly rooted in
Bolivia’s long-term historical trajectory, which created its rich, complicated social
and political tapestry.
In Goni’s case, the main factor driving his decision was the need to
overcome his image as a foreign, upper-class interloper who bankrolled his own
campaigns and was distant from the lives and problems of ordinary Bolivian
voters. He felt respected by Bolivians in the sense of professional competence,
but was equally sure that voters could not relate to him. “So I decided to do
something that ended up being very wise. I got in a car with a driver and visited
almost every town in Bolivia. I said ‘Goni's listening’. Instead of giving speeches, I
would listen. I would bring people together and they would tell me their
problems.”
This brought him into prolonged contact with living conditions strikingly
different from urban Bolivia, and taught him that all over the country, especially
amongst the rural, poorer, more deprived majority, people’s highest priorities
were improved health and education. These were the problems that most
affected their lives on a daily basis. And therein also lay the main solutions to the
real poverty they faced – the only kind of income redistribution in which they were
willing to believe.
And in the doing, he came to the realization that “the people who know the
best solutions are the people who have the problems, not the people who don’t
have the problems,” and hence, “an idiot close to a problem is better than a
genius a thousand miles away.” In order to enact these solutions, it was
necessary to redistribute power in the Bolivian polity; not just to delegate actions
or devolve responsibility for government performance, but to hand down real
authority to Bolivia’s most deprived citizens. This was a radical vision for any
centralized, unitary state – and much more so for a large, diverse country
haunted since independence by the specter of disintegration.
14

This radical vision also promised to solve a second crucial problem that a
possible Sánchez de Lozada presidency would certainly face: Bolivia’s strong,
militant regional interests. As the Minister of Planning who defeated
hyperinflation, Goni had himself done battle with the centrifugal forces that
extracted resources and concessions from the center by threatening to break the
country apart. These were led by regional business elites, most prominently in
Santa Cruz and Tarija, where leaders were particularly adept at mobilizing
broader movements behind them. In essence they were hangovers from Bolivia’s
military regimes: Self-appointed regional bodies representing the strongest local
interests in the name of the entire region. They demanded a federal Bolivia that
would increase their ability to capture natural resource rents, under threat of
secession or joining Brazil. Goni realized he could undermine them and cleave
off their supporters by going directly to the grass roots and creating local
governments instead.
Contrast this with decentralization in Pakistan, described by Cheema, Khan
and Myerson, which differs from the Bolivian case in almost every possible way.
Here, decentralization has been a tool of military regimes to legitimize
themselves and strengthen their control over the state, and to try to peel popular
support off the main, deposed political parties. Since independence, military
regimes have sought on three occasions to build an alternative base of political
support by creating and then patronizing a new class of locally elected politicians.
Established political parties were consistently excluded from participating in local
elections or even endorsing candidates. Such rules could be selectively applied
against opponents of the regime, without limiting the generals’ favored
candidates. As a result, non-partisan local governments became tarnished in the
popular imagination – and especially amongst the main political parties – as an
instrument of military regimes for creating a class of political collaborators who
displace parties at the local level.
Thus we have, in Bolivia, decentralization as a democratizing riposte to the
agitation and demands of authoritarian regional movements that threatened
repeatedly to fracture the country. And in Pakistan we have decentralization as
an authoritarian strategy to undermine established political parties and legitimize
military rule. It is not surprising that Bolivia’s political parties – both established
and new – took to local politics with relish, organizing territorially throughout the
length and breadth of the country, while Pakistan’s parties treated
decentralization like a pox on the body politic, vitiating it and closing down local
governments upon their return to power. Reforms born out of different
imperatives were designed in different ways and led to different consequences,
resulting ultimately in very different fates for each: in Bolivia a strengthening and
deepening of decentralization 15 years later, and its abolition in Pakistan.
In Chapter 6, Faguet, Fox and Pöschl provide examples of other
motivations to decentralize. In many cases, decentralization processes were
embarked upon for sheer political survival; in other cases for the consolidation of
power, for example in the face of serious threats to the integrity of a country’s
borders by secessionist movements, or a (violent) opposition. In Canada and
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Spain, decentralization helped appease fractious groups and hold these nations
together. Reform has also been introduced as a power-sharing instrument to
defend against conflict from warring factions, as in Afghanistan and Iraq. Central
governments may use it as a means to fragment the opposition and remain in
power (Sabatini 2003). In Ethiopia, decentralization was used by the central
government to diffuse a menacing political opposition, allowing the ruler to
remain in power while opposition parties competed against one another at the
subnational level (Green 2011). As discussed in the next section, the design and
outcomes of decentralization – and their effect on development – are very much
determined by the motives of those who wield power.

3. Political obstacles to reform and partial decentralizations
That national leaders may have strong reasons to decentralize does not,
however, imply that national governments will proceed to do so. Admittedly, a
military hierarchy like Pakistan’s in the early 2000’s may require little more than
the agreement of a few commanders to ensure that reform proceeds. But in a
democratic regime such as Bolivia’s, even a president driven by a clear vision
must convince his political coalition to approve such a reform, and then his bydefinition centralized bureaucracy to implement it. And neither is likely to want to
for the reasons outlined above: to devolve authority and resources to significantly
independent local officials with their own mandates and sources of legitimacy is
to willingly give away the basic currencies of power to others – including potential
rivals – whom they may influence but cannot control. Sincere decentralization
requires those who implement it to change what they do in a way that reduces
their own power, status, and sources of patronage for the benefit of others. It
obliges those who must carry it out to diminish themselves professionally. The
self-interested agents of positive political science are not expected to act in this
way, and in practice real bureaucrats tend not to.
Pakistan faced comparatively miniscule obstacles to reform, but its longterm prospects were similarly small in a society where the sponsoring coalition
was tiny and the largest political organizations were bitterly opposed. In Bolivia,
by contrast, the main party of government – the MNR, also the most extensively
organized party in the country – quickly saw that it would capture the larger share
of local governments and resources, and hence reform was in their interest.
Other parties experienced regional demands as internal conflict, and so also
stood to benefit. And business leaders, who feared rising populist parties based
in peri-urban slums, liked a reform that shifted power to the countryside, where
such parties were largely absent. With a broad and multifaceted base of support,
it is not surprising that Bolivia’s proved by far the more sustainable reform.
Politics thus plays a crucial role in determining the degree and kind of
decentralization implemented, and the success or failure of those reforms
(Montero and Samuels, 2004). Even sincere reformers are faced with many
varied political obstacles, big and small, subtle and crass, along the way to
implementing decentralization reforms. And many reforming governments are not
sincere (Faguet 2012). In fact, one of the most common failures of
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decentralization reform is that it often does not really happen (Faguet 2012 and
2004, Faguet and Shami 2008). Good intentions – or absent these, the letter of
the law – are undermined by a central government that does not actually intend
to hand power and resources down to legally distinct subnational governments
with independent political and legal authority. Powers are thus often
decentralized half-heartedly, or in exchange for others, and the structures that
result may diverge widely from the original plan, let alone any theoretical ideal. In
practice, political motives can easily highjack the incentives that reformed fiscal
systems aim to create. Intergovernmental power relations and political motives
thus merit close attention in any decentralization reform strategy.
Mani Shankar Aiyar, for example, contends that decentralization to rural
villages in India has been incomplete because of the central bureaucracy’s
reluctance to give up power. Rather than allowing village communities to decide
their own issues, the bureaucracy captured decision-making. This has led to a
duplication of efforts and perverse outcomes, as various ministries fail to
communicate with one another and provide overlapping services in the same
areas, without allowing space to the village communities to identify their own
specific needs. In this way, local knowledge about local needs has remains
mostly unexploited while administrative overlap and inefficiencies prevail. The
key benefit from decentralizing governance – those who know best about the
specific needs of people in each locality are empowered to make decisions – is
undermined.
How can we tell where decentralization is sincere and where it is not? Can
such efforts be measured empirically? Bossert attacked this question in a
pioneering 1998 article that introduced the concept of “decision space”, which he
defined as the local discretion allowed by central government for functions and
sub-functions about financing, service delivery, human resources and
governance. Carefully operationalized for empirical analysis, measures of
decision space allow us to investigate the extent to which local authorities have
policy discretion, or central authorities effectively circumscribe local choice
through rules and incentives that promote central objectives.
As Bossert points out, the decision space approach has several
advantages. It puts the focus squarely on the extent to which authority over
public choices is shifted from central to local authorities. And it stresses that the
choices in question are neither simple not monolithic, but rather involve a range
of discretion over different functions and types of decisions. Therefore we should
expect a given decentralization reform to permit more local choice over budgets
and financing in some areas (e.g. primary education), and hiring and firing in
others (e.g. public infrastructure). This is a more realistic way of analyzing the
complexity of real-world experience than the simple decentralized-centralized
dichotomies that dominate the literature, concealing more than they reveal.
Bossert proposes specific definitions of the range and levels of choices in
question, using health sector functions as an example, with the goal of testing
whether greater decision space at the local level results in better health system
performance.
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In his chapter, Bossert updates his 1998 findings with evidence from a
broad range of countries across Africa, Asia and Latin America. Interestingly, he
finds that even in countries with reputations for decentralization, many functions
remained highly centralized (i.e. local officials have “narrow” decision space).
There is considerable variation in decision space among different countries, and
within countries decision space varies significantly among different functions.
Bossert finds evidence for strong positive correlations among what he terms
the different dimensions of decentralization: local decision space, local
capacities, and local accountability for given functions in specific services and
sectors. Hence municipalities reporting high levels of decision space in a specific
function also reported high levels of capacities and accountability for that
function. For example, districts with high decision space for strategic and
operational planning also had high decision space for organization and delivery
of a given service (e.g. vaccinations, primary education). Capacities and
accountability also show consistent synergies amongst the three dimensions in
three different country contexts (Pakistan, India and Vietnam), and similar
weaknesses of accountability and limitations on human resources decisions.

4. Design matters
How should expenditures and revenues be assigned across levels of
government? The theory of fiscal federalism holds that public services whose
benefits are locally specific should be financed by local taxes on those residents.
But where benefits spill over onto a wider population, it is often appropriate for
them to be partly financed by transfers from higher levels of government (Bird
and Smart 2010). Higher level governments are better at redistribution and
stabilization and hence should levy broader-based taxes. But lower level
governments are better at eliciting preference and time-and-place information
(Ostrom et al. 1993), and hence should have significant expenditure
responsibility. The resulting vertical imbalances can be corrected by
intergovernmental transfers. These must be large enough to sustain local
services, but not so large that local governments become “transfer dependent”.
Subnational governments’ budget constraints should remain hard (Rao and Bird
2011).
These broad, well-established insights nonetheless leave open many
important questions in the design of fiscal systems. Pöschl and Weingast turn to
these in Chapter 7, analyzing how the distribution of tax powers, responsibilities,
and resources vitally shapes not only subnational government institutions, but
also policy choices, and economic performance. The design of transfer formulas
can, for example, provide incentives to subnational leaders to collect taxes by
tying central government transfers to tax effort. The motivation to collect taxes
can, in turn, incentivize local officials to growth-promoting policies and
investments, greater sensitivity to residents’ needs, and better fiscal discipline
(Moore 2007). By contrast, a dependence on central transfers can achieve
opposite outcomes on each count.
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As several of the chapters in this volume show, there are many varieties of
intergovernmental spending and revenue systems in existence. They, and the
various institutions that surround them, have different and powerful effects on
outcomes. Grazzi and Jaramillo show that decentralization in Argentina and
Brazil in the 1990s was expected to improve public accounts through efficiency
gains. What occurred instead was “an explosion of decentralized expenditure
and a deterioration of fiscal outcomes”. A lack of clarity in the division of
responsibilities between central and subnational governments and periodic
bailouts created “tragedy of the commons” problems and moral hazards, leading
to fiscal debts and severe macroeconomic complications. But since then,
decentralization programs have been adjusted to mitigate these problems. Fiscal
responsibility laws in Argentina and Brazil have curbed subnational debts by
setting limits on subnational spending and borrowing. More stringent accounting
rules have increased transparency and control of accounts. And an increase of
subnational autonomy to raise own revenues appears to have created incentives
for more fiscally responsible behavior.
Much of the decentralization and fiscal federalism literature lays out
normative ideals of how intergovernmental tax and transfer systems should be
designed in order to bring about the benefits of improved resource allocation,
deeper democracy and increased accountability. But views on what constitute
optimal fiscal arrangements, and on which formulae will achieve these goals,
differ markedly. Any particular design faces sharp trade-offs, and is bound to
generate different sets of winners and losers. There is no consensus about ideal
intergovernmental distributions of power and competencies, and enormous
empirical variation across countries in these arrangements. But this, we hold, is
as it should be. There should be no common model. Fiscal arrangements should
be carefully tailored to each country’s fiscal, political, and economic
characteristics, and should be expected to differ as much as the countries do
themselves. Research can help by laying out the trade-offs clearly, and analyzing
how reformers chose between them in real episodes of reform, and what the
consequences were.

5. How does decentralization affect development?
Decentralization and governance
The most common claim made in favor of decentralization, and doubtless
the most frequent normative aspiration of reformers, is that it can improve the
quality of a nation’s governance by taking government ‘closer to the people’. The
latter – more a slogan or rubric – can be broken down into three analytical
arguments in decentralization’s favor. The smaller scale of local government
should permit: (1) Better information about citizens’ needs and wants; (2) Greater
participation of citizens in selecting, planning and executing public projects that
respond to these needs and wants; and (3) Greater accountability of public
officials to citizens for their decisions and use of resources. Taken together,
these three advantages of decentralized government should lead to a democratic
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deepening that produces better-quality public goods and more effective
government.
These claims can be tested at two distinct levels: Have government
processes changed in the ways described above, and Are government outputs or
outcomes more efficient or better matched to local needs? This book provides
detailed evidence on changes at both levels.
Under which conditions can decentralization improve governance
processes? Bossert’s empirical evidence leads to specific recommendations for
fine-tuning decentralized service provision systems. Evidence from Guatemala
and Ghana suggests that better performance could be achieved if inventory
control and logistics information systems were centralized, while planning and
budgeting was decentralized. Both suggestions have a strong logical base.
Allowing variation in technically rigid functions like inventory control and
information system formats is likely to result in poor quality logistics, while local
knowledge of needs and finances would strengthen planning and budgeting.
Ultimately, Bossert concludes, decision space studies support the idea that it is
not so much whether policy makers choose to design and implement
decentralization, but how they do so that matters. Where decision space over
particular services was effectively decentralized to local authorities, local capacity
and accountability for these services tended to be high. And where all three of
these criteria held, health system performance was superior than in more
centralized cases.
Bardhan et al. report complementary findings, albeit in a very different
research context, from their study of local governments in West Bengal, India.
The governance processes they focus on are political participation and
awareness by ordinary citizens in rural areas, many of whom are relatively poor.
Their objective is to investigate how participation and awareness vary with
socioeconomic status, and how this in turn affects the poverty targeting of public
services. They find high average levels of political participation in elections,
political campaigns, and village meetings, as well as high awareness of programs
administered by gram panchayats (GPs), the lowest level of local government.4
They find no evidence of any significant variation in participation rates or
awareness with either land ownership or the caste status of households. In
particular, neither landless nor low-caste households participate significantly less
than others. The main determinants of participation are education, immigrant
status and gender, rather than land or caste.
What effects does the introduction of these decentralized governance
processes have on public sector outputs and outcomes? For the health sector,
Bossert finds clear and surprising evidence that decentralization led to increased
equity of allocations. Since decentralization, the gaps between the wealthiest
municipalities and the poorest in Chile and Colombia have been reduced
significantly. This is true both for intergovernmental transfers from the center, and
4

Each GP has a jurisdiction typically covering 10-15 villages, each of which elects a representative
to the GP governing council.
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for locally generated tax revenues. Before decentralization, intergovernmental
transfers in Colombia favored the wealthiest fifth of municipalities, with six times
higher per capita allocations than the mean before decentralization. After
decentralization, the application of a population based formula for allocations
resulted in almost equal allocations from central government. While good news,
this is less surprising given the Colombian government’s stated goals. The real
surprise is that the gap in own-source revenues for health also declined between
rich and poor municipalities, from a difference of almost 42 times higher per
capita expenditures in the wealthiest municipalities to only 12 times higher.
Decentralization seems to have encouraged poorer localities to increase health
expenditures, and wealthier localities did not keep pace.
With respect to service outputs, Bossert finds that stronger institutional
capacities and broader decision space were associated with both improvements
in health coverage and better administration of the health system. These are
amongst the few findings that show how capacity building interventions to
improve decentralization at the district level may contribute to improved decisionmaking abilities, and improved health system performance.
Likewise for the targeting of public benefits, Bardhan et al. find little
evidence that public services are distributed in a biased way on the basis of
agricultural landownership, caste, gender, education or immigrant status within
villages in West Bengal. They find no bias in favor of those voting for the majority
party, nor for those actively involved in political campaigns. This sums to no
evidence that local governments at the lowest level discriminated on the basis of
caste, education, political partisanship, or wealth in allocating benefits within
villages.
Across villages, however, the story is different. Bardhan et al. find large
biases against villages with many landless households, which received fewer
benefits from upper level governments. Villages with greater land inequality
allocated significantly lower shares of benefits to households from scheduled
castes (SC) and scheduled tribes (ST). These results suggest greater
accountability at the lowest level of local governments (GPs), compared with
higher-level block or district governments.
The authors also find a tendency to allocate more resources to GPs where
the Left Front political coalition was solidly entrenched (i.e., with a two-thirds
majority or higher), compared to electorally more competitive GPs. They interpret
this as evidence of partisanship in inter-village, as opposed to intra-village,
allocations. Lastly, they find that villages with greater levels of gram sabha5 (GS)
participation delivered more benefits to landless and SC/ST households; and
villages with fewer ST and landless households exhibited higher GS participation.
This is consistent with the view that village meetings form a channel of
accountability of GPs to poor and low-caste groups.
Competition amongst municipalities
5

Broadly, these are town-hall style village meetings where elected officials must answer questions
and account for GP activities to local citizens.
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How can we explain the sorts of changes in governance processes and
outputs that Bossert and Bardhan et al. chronicle? Theorists claim that
decentralization can improve governance through a variety of channels, some of
the most powerful of which are: better information on local needs, greater
accountability to citizens – both mentioned above – and competition amongst
municipalities for the prestige that attaches to better outcomes (Faguet 2014b,
Channa and Faguet 2012, Treisman 2007). The former two channels have been
researched far more extensively in the literature than the third (Besley and Case
1995a and 1995b). This book adds to the evidence on the municipal competition,
both ‘yardstick competition’ and area-based competitions and awards, with
careful empirical studies of China and the Philippines.
Many developing country governments suffer weak mechanisms of public
accountability. In such a context, can decentralization improve the delivery of
public services through yardstick competition? Capuno et al. investigate whether
a local government’s expenditures or revenues from local sources are influenced
by the fiscal behavior of its neighboring localities (“yardstick competition”),
controlling for the mayor’s term limit status. They find some evidence that
yardstick competition in the Philippines has the predicted impact.
As in many developing countries, decentralization seems to have
entrenched elites in control of local governments in the Philippines. Members of
political clans continue to occupy elected local office despite improvements in
electoral institutions (e.g. computerized ballot counting), and the
institutionalization of a recall system by which officials who have lost voters’
confidence can be removed from office. Local government’s provision of a range
of services, they find, is positively influenced by the mean expenditures on the
same services of neighboring municipalities within the province. But this effect is
present only when the incumbent mayor is not term-limited. This supports the
hypothesis that electoral pressures make local officials responsive to
constituents’ needs. It also suggests that collecting and publishing standardized,
comparable information on the performance of all local governments can
influence how voters assess their own local government, through comparisons
with others nearby. Interestingly, even members of the Philippines’ powerful
political clans appear to respond to yardstick-induced electoral pressures. This
suggests that political dynasties persist in developing countries because they are
substitutes for missing strong parties (de Dios, 2007).
But competition need not be subtle, indirect or implied. In some countries,
competitions amongst municipalities are overt, explicit, and may be more
effective in promoting municipal effectiveness and particular policy goals. The
Chinese government, for example, has extensive experience with area-based
competitions (ABCs) and awards as motivating tools to improve municipal
performance and local service provision. They are not alone. As Li and Zhang
point out, such competitions are also common in the UK, EU, Singapore, and in
the regular worldwide competitions to host the Olympic games and World Cup.
Their chapter analyzes the potential of ABCs to motivate local governments to
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invest in and provide public services, both theoretically, and empirically via the
case of Xining City in Qinghai Province, China.
How do ABCs work? Local governments or service providers in different
areas compete for prizes offered by regulators or higher authorities. The
competitive dynamic transforms the local service provider into a “representative”
of the area. Properly crafted, such competitions can boost popular support when
the local identification of people living in a certain area is boosted. Motivation
schemes of this kind can potentially reconcile alienated service providers and
users, turning users into principals who actively monitor performance and work
with providers to achieve shared goals. In this way, the interests of all three
parties, the center, local authorities/service providers, and users, are brought into
line with one another. ABCs can be focused on a single policy goal, such as GDP
growth or educational targets, or a complex menu of goals and targets across
different sectors. Li and Zhang examine one of the largest and longest-running
ABCs in China: the Hygienic City program, a multidimensional competition that
seeks to improve standards in the environment, service sector hygiene, and pest
control.
For the case of Xining, they find that local governments, including
provincial, city, and district authorities, were all keen for Xining to perform well in
the campaign. All prioritized the campaign and spent significant resources on it.
There was a striking increase in the number of volunteers from all different
sectors of society who joined Xining’s Hygienic City campaign. This transformed
the relationship between citizens and government. Instead of treating the
campaign like another government project, the public began to see themselves
and their government as members of a single team, and were willing to dedicate
time and energy to support the campaign. Because user voice and participation
can be the margin between winning and losing competitions, local authorities are
more willing than usual to listen to suggestions, and are more open to innovative
ideas that can help the city gain advantage. Indeed, ABCs may be an important
source of innovation in local government.
But not all was rosy in Xining. In a city that has been almost entirely rebuilt
from the 1980s, much of the city’s campaign revolved around the demolition of
less-new houses in favor of new-new ones. This was done in the name of “city
beautification”, a concept never well defined by the competition. The danger of
such vagueness in the design of a campaign is that beautifying a city can take up
resources that could be better spent improving basic services. For a city that is
already under-resourced, the costs of a competition such as this can be
exceptionally high. Also, the massive increase in the number of competitions
across China has placed exhausting burdens on local governments and citizens,
which can ultimately become counterproductive. Recognizing this fact, the
Chinese central government carried out large-scale crack-downs on ABCs in
1996, and again in 2006 and 2007. In 2007, 1705 national competitions were
cancelled, as well as 90 percent of competitions organized locally. But since
2007, the number of competitions has crept back up. Li and Zhang conclude that,
as predicted by theory, participation in ABCs promotes a great deal of local
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learning-by-doing, and hence the educational effects of competitions are very
strong.
Clientelism vs. development
Clientelism is a political phenomenon6 that argues against decentralization
through its capacity to distort local government performance. Clientelism is
“characterized by the combination of particularistic targeting and contingencybased exchange”7 in electoral and non-electoral political markets. This is as
opposed to political programs based on public investments and policies that
promote public goods, universal access, and broad-based development. In some
countries and regions clientelism fades away with economic development, but in
others it adapts and persists (Hicken 2011). The threat of clientelism has
received much attention in the decentralization literature. But most of the
empirical treatment has been qualitative, based on case studies and stylized
facts. Amongst the few researchers who have attempted to explore the issue with
quantitative data are Bardhan and Mookherjee in a series of studies on the
political economy of decentralization (some examples are 1998, 1999, and
2006). In their chapter for this book, they are joined by Sandip Mitra and Abhirup
Sarkar in an empirical study that plunges still further into the topic with household
data from West Bengal.
Their findings are nuanced and detailed, yet provocative. The likelihood of
voting for the Left Front coalition is correlated with the benefits received under
previous Left Front-dominated local governments. But rather than infrastructure
improvements or one-time benefits, it is recurring short-term benefits that affect
voting patterns. Improvements in agricultural land ownership mattered, while
improvements in income or housing did not. Emergency help provided by Left
Front gram panchayats (GPs) in the past – classic symptoms of clientelism –
were significant determinants of voting in favor of the Left Front. Controlling for
these factors and other personal characteristics, poorer and SC/ST groups within
a village were more inclined to vote in favor of the Left Front. Left Front support
was also greater in areas with more agricultural workers.
These findings support the hypothesis that the continued Left Front
domination of local governments in West Bengal over five successive electoral
cycles is partly due to the dispensation of recurring short-term benefits (e.g.
subsidized credit, agricultural minikits, employment and relief programs) by Leftdominated GPs to poorer voters. Personalized, short-term benefits of this type
had a stronger effect on voter support than infrastructure improvements or more
substantial one-time benefits, such as registering a tenancy contract or receiving
a land title. Interestingly, this also explains why the Left Front’s fortunes in local
elections have been declining in recent years. Agricultural land ownership and
occupations are in long-term decline due to rising population pressure,
stagnation in agricultural yields, and increasing urbanization. At the same time,
the awareness and aspirations of citizens have been raised through improving
6
7

Related to, but analytically distinct from, elite capture – see below.
Hicken, p.289.
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education and living standards, reducing their vulnerability to personal shocks
and their subsequent dependence on local governments for emergency help.
This implies that in the short term, clientelistic appeals based on targeted
benefits are electorally more effective than universalistic, long-term development
investments and policies. Such a dynamic can slow down a society’s long-term
development by restraining a certain class of public policy and public goods
production. But the evidence from West Bengal also implies that it is unlikely to
stop it entirely. In the long term, deeper development trends, including
improvements in human development indicators related to improving education
and health, will tend to undermine a clientelistic party’s electoral support. In this
sense, it may be important that there is no evidence that supporters of rival
parties were excluded from benefits, nor of favoritism towards active political
campaigners.
Strengthening the state
Perhaps the greatest fear about decentralization is that it will weaken the
state and promote separatism in a diverse country, undermining national identity
and making it more likely to break apart. The key question in this debate, Faguet,
Fox and Pöschl stress, is: Will decentralization stoke centripetal or centrifugal
forces? Will reform empower those who seek secession, giving them a podium
and a chance to demonstrate competence? Or will it peel away more moderate
layers of support that can be assuaged with autonomy-type reforms like local
control of primary services, minority language rights, etc., so isolating the hard
secessionist core from their previous constituency?
Analyzing this question empirically is difficult, as the variables in question
are not easy to see. In practice a more indirect analysis may in any event be
more useful, as the determining factors are likely to be the regional specificity of
elite interests. If coherent regional elites (1) exist in a particular country, and (2)
have more to gain from secession (i.e. greater control over resources at the cost
of lost markets and lost influence) than autonomy (i.e. partial control over
resources, continued access to national markets and policy-making), then
national disintegration is far more likely. The authors’ question thus morphs into:
When will regional elites have incentives to invest in candidates, parties and
social movements, infrastructure, and programs that promote either national
breakup or national unity? Examples of the former include politicians who
campaign on regionalist pride and secession, and exclusive local language and
culture programs. Examples of the latter include improving transport and
communication links to the rest of the country, and national educational and
cultural programs built on shared elements of history and identity.
Answers to these questions will vary as according to countries’ historic,
demographic, and other characteristics. Very little systematic advice can be
given on this score beyond stressing that reformers must take careful account of
these factors before designing or attempting decentralization in any particular
place. Shifting power and resources downward by definition implies a shock to
the power balance between interstate actors and institutions. It may disrupt
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existing political settlements between elites, it may decide the demise or survival
of a political party in power at the center, or alter the power of separatist groups
threatening to dissolve a country. And it will inevitably create winners and losers
in the population, including between regions and between different levels of
government. These are the risks that reformers face when they decentralize, and
hence reforms that promise one kind of shift of power and resources often
accomplish a different kind of shift, or none.
But where the design of reform is concerned, such concerns can be built
into a reform program in a way that tends to hold fractious groups together rather
than promoting secession; and this leads to much more general policy advice.
Reforms tending to exacerbate regional tensions are those that limit themselves
to the spatial confines of those tensions – i.e. decentralizations to administrative
units that coincide with a country’s major ethnic, linguistic, or other fractures.
Reforms that transcend these boundaries and ways of thinking instead
underpin unity. By decentralizing power and authority to a level beneath that of a
country’s major cleavage – e.g. to municipalities rather than provinces –
empowered subnational units will tend not to be identified with group identity or
privilege. Local government will become identified with issues of efficiency and
service provision instead of stoking divisive tensions. Reformers can go further
too, with complementary reforms that promote a single market for goods and
services nationwide, thus helping prevent the development of elites with
regionally-specific economic interests who might gain from secession. This
implies binding a country together ‘from the bottom up’ through improved
infrastructure and transport links, which will additionally tend to promote
economic growth. Faguet, Fox and Pöschl provide examples from Ethiopia,
Canada, Spain, Bolivia, Afghanistan and Iraq.
Another version of this debate contrasts the presumed strength of purpose
and reach of a centralized state with the smaller reach and greater chance of
contradiction when policy is made by many decentralized units. Against these
claims, proponents of decentralization counter that a decentralized state will be
more sensitive and responsive to local needs and conditions, leading to more
appropriate, better quality public goods and services. This debate has for years
stagnated at a theoretical level, with anecdotal or partial empirical evidence
supporting one or another claim without general effect. Faguet et al. cut through
this impasse by pointing out that, in fact, both claims are true. It is wrong to view
decentralization as a simplistic choice between “strong” centralized government
vs. “weak” decentralized government. The correct dichotomy contrasts: (a) a
centralized command structure that is simpler and cleaner, but ultimately more
brittle in the sense of susceptible to failure in any of its parts, which will tend to
lead to government failure, on the one hand, with (b) a system that is more
complex, based on more actors with independent sources of overlapping
authority, where coordination and cooperation are far more important than
command and control for the system as a whole to operate well.
A starker way of conceptualizing these issues is in politically personal
terms, as a trade-off between the strength of a national leader and the strength of
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the state as institution. Under centralization, the leader has more discretion, her
power is greater, and she can effect more, faster changes to public policy and
organizations. The leader is stronger at the expense of the state. But where her
discretion is circumscribed by rules, procedure, and the need to agree decisions
with other independent actors before proceeding, then the state is stronger and
more stable at the expense of the leader. By empowering subnational leaders
and requiring a measure of consensus between them and the center for policymaking to proceed, decentralization sacrifices central leaders’ authority and
autonomy in the interests of increasing the institutional strength of the state as a
whole.
A separate aspect of this argument that lacks theoretical subtlety, but in
practice is quite important, concerns the extension of government in its local form
to large areas of a developing country that previously lacked it. In centralized
states, local government structures are often non-existent. The central
administration is far away, and ordinary citizens have little experience of
elections, accountable public authorities, or public decision-taking of any form.
Exposure to new local governments can strengthen the state by expanding its
presence, thereby improving the perception of state responsiveness and
enhancing the legitimacy of national governments.
Another dimension of the state strengthening/weakening debate concerns
decentralization’s effects on political party systems. Ruling parties may use
reform as a means to fragment the opposition and keep authoritarian parties in
power (Sabatini 2003). But the more important effects of reform, Cheema, Khan
and Myerson point out, are likely to go in the opposite direction, strengthening
parties and the party system. In Pakistan, for example, Pres. Musharraf’s 2001
reform increased the number of popularly elected representatives by nearly
80,000 – mostly at union council level, the lowest tier of government – and
provided many more reserved seats for peasants and women. In a competitive
party system where local candidates represent local chapters of national political
parties, the election of such local leaders should contribute to the strength of the
parties and the strength of the democratic system. But this effect is lost when
national parties are disconnected from local government, as happened in
Pakistan, where parties were banned from local politics. There, democratic
competition to improve local government was weakened, and barriers to entry in
provincial and federal politics were raised. It would be much more difficult for a
future military ruler to displace elected politicians, Cheema, Khan and Myerson
observe, if their political organizations extended into local politics.
This is because what decentralization really does, as Faguet, Fox and
Pöschl argue, is to transform politics from an arena that is by definition national,
top-down, and hence subject to oligopolization by a socio-economic elite based
in a few powerful cities, to a ‘meta-arena’ embracing many specific regional and
local arenas, where pressing local concerns are taken up and addressed, or not,
by local politicians and the parties they choose to join. Countries as diverse as
Bolivia, Colombia, India and the UK offer clear examples of political-systemic
transformations along these lines following decentralization reforms. What can
27

appear as a fragmentation of political forms in the short run should instead be
viewed as the integration of constituencies and interests from the grass-roots
upwards over the long run.
But what about the threat of elite capture? The possibility that powerful
individuals or interests will weaken the state by capturing local governments and
distorting policy is one of the longest-standing, theoretically most robust
arguments against decentralization. It is also a real threat, observed in regional
and local governments across the world (Bardhan and Mookherjee 1999,
Treisman 2007). Indeed, some decentralizations appear designed to facilitate
political capture – by central authorities. Khemani offers a theoretical model of
how this can work, plus some empirical examples. She argues that by dividing
jurisdictions and creating small local governments that are highly dependent on
central government grants (through expenditure decentralization without
corresponding tax decentralization), the central government exerts power and
control and keeps its party in power. When subnational governments depend on
its grants, the central government can decide where funds are targeted. And it
can target them for benefits to specific groups in exchange for political power
(through patronage, vote-buying and pork barrel projects) at the expense of
broader public goods. Such a system goes beyond the ‘partial decentralization’
described above, and might be termed ‘cynical decentralization’.
Without doubt, arguments about capture have much merit. But by focusing
on capture of local governments, which completely dominates this literature, its
advocates underplay the comparative threat that elite capture poses at the
national level. Hacker and Pierson (2011) show that the much greater rewards
from distorting central policy-making lead the richest interest groups to invest
enormous sums in capturing national government, with potentially deleterious
effects for an entire nation. Not least because the distortions introduced by local
capture may still be attenuated or overturned by national government institutions
and policies. But what combination of subnational governments will counteract a
central government that is captured? Elite capture is a real threat. But it is a
threat for all kinds and levels of government. It is a threat neither special nor
more dangerous for decentralized government.
We come last to the issue of social learning. ‘Social learning’ refers to the
collective acquisition of knowledge, norms and practices, and trust that occurs
amongst groups of voters organized by geography or issue-areas of their
concern. It is social because it necessarily concerns shared values, beliefs and
behaviors; the knowledge in question concerns cooperation and group-wise
maximization, as opposed to individual maximization.
Social learning is intrinsically a learning-by-doing phenomenon, Faguet, Fox
and Pöschl argue, and hence relies on direct interactions amongst citizens.
Unlike central government, local government provides ordinary citizens with real
access to repeated interactions on matters of public policy and resources, both
directly with local government per se, and indirectly through civic organizations
that debate positions and compete with firms, other interests and each other to
influence policy. Either individually or through their civic organizations, the small
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scale of local politics allows citizens to become political actors themselves.
Decentralized government accelerates social learning over time in a way that
centralized government does not and, for the most part, cannot.
The key issue is scale. Scale is determinant and its effects are non-linear.
The large scale of central government demands disproportionately greater
resources and levels of organization than local government does for effective
engagement. Therefore the experience of participation and engagement with
public decision-making abounds in government in its decentralized, but not
centralized, form. And so experience accrues and learning occurs amongst
individual voters and their small-scale collectives (e.g. civic groups, local lobbies)
in local government, as opposed to think tanks, professional lobby firms, and
peak associations in central government. Participation in local government leads
naturally to collective learning around narrow questions of effectiveness, but also
higher-order issues like fellow citizens’ needs, resource constraints, and the
multiplicative effects of public as opposed to private action for certain classes of
problems.
Local governments can thus promote political legitimacy and long-term
state-building from the grass-roots upward in a way that centralized government
cannot. According to Faguet, Fox and Pöschl, decentralization can make the
state more ‘democratically supple’, in the sense of the greater degree of
organization that decentralization catalyzes in society, by providing strong
incentives for group formation and strong incentives for organizational
effectiveness.

6. Conclusion
The academic and policy literatures on decentralization and local
government abound in studies of decentralization. Initially based mainly on
qualitative evidence and case study, this research has become more quantitative
and formal over the past two decades. But as sample sizes have multiplied and
methods become more technical, the focus of research has narrowed ever
further to decentralization’s effects on any number of policy variables X1, X2, X3,
etc., leaving aside issues of crucial importance to policymakers contemplating
real reforms, such as: How can decentralization be made politically feasible?
Does decentralization improve governance? Do municipalities compete amongst
themselves and what effects might this have on public policy and services? Will
reform promote clientelism or broad-based development? How can
decentralization be used to strengthen or weaken the state? Real-world
reformers need to know the answers to some, if not all, of these questions before
estimating the efficiency gains that decentralization might provide in specific
policy areas. A reform that undermines a president’s political party, or is likely to
lead to national break-up, is stillborn regardless of the efficiency gains it may
promise.
This book seeks to return attention to such large, nuanced, complex
questions that rank among policymakers’ firsts concerns, but are
methodologically difficult to answer. We do this by marrying the views, insights
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and experience of very senior policymakers involved in driving decentralization
forward at the highest levels with academics working at the forefront of the field
in economics, politics, and development and policy studies. The insights
gathered here are the product of a five-year collaboration that began with a
conference sponsored by the Initiative for Policy Dialogue at Columbia
University, and culminate in this book.
Before addressing feasibility or governance we must answer a more basic
question: Why does anyone decentralize? If we take the tenets of modern social
science seriously, then we must admit that giving away power and resources to
people you cannot control, some of whom are likely to be your opponents, is an
absurd thing to do. And yet reform appears to be happening all over the world.
What are we to make of this? Why does reform happen anywhere? In Bolivia, a
much-cited example of radical reform, the answer is the confluence of an urgent
short-term political problem that decentralization could solve, with a deeper
conviction that the country’s many failings and challenges required a
fundamental redistribution of power in the Bolivian polity, from the heights of La
Paz down to the people in the towns and villages where they lived.
Are both these elements necessary and sufficient to push through sincere
reform? We cannot tell from a single case study. But the tactical difficulties – and
sheer improbability – of devolving power anywhere suggest that both are
required. A comparison with Pakistan strengthens the argument. Here,
decentralization solved the short-term problem of legitimizing military rule by
undermining established political parties. But this came at the cost of poisoning
decentralization in the eyes of those parties, and in the absence of any longerterm vision of governance and development in Pakistan. Hence whereas
Bolivia’s successive governments deepened and strengthened reform, Pakistan’s
return to democracy saw parties close down local governments and recentralize
power.
Was the Bolivian President right to try to improve governance through
decentralization? This book provides new, empirically rich, nuanced evidence
that sheds light on this question. Across a range of countries in Africa, Asia and
Latin America, Bossert shows that the dimensions of “decision space” –
essentially local discretion over resources and actions – tend to go together.
Where decision space over, say, health services was effectively decentralized to
local authorities, local accountability and capacity for health tended to be high.
Where all three of these criteria held, health system performance was higher
than in more centralized cases. Along broadly similar lines, Bardhan et al.
examine the political participation of rural dwellers in West Bengal, and find high
mobilization in political campaigns, elections, and village meetings, as well as
high awareness of programs administered by low-level GP administrations.
Focusing on Latin America, Grazzi and Jaramillo show that decentralization
initially led to a sharp deterioration of fiscal deficits via an explosion of
subnational expenditure. Since then, however, fiscal accountability laws, more
stringent accounting rules, and greater subnational tax-raising powers have
changed subnational officials’ incentives, leading to much more fiscally
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responsible behavior across the region. Pöschl and Weingast provide a more
general analysis of how the design of tax and transfer formulas can provide
incentives for subnational leaders to collect taxes, in turn incentivizing local
officials to improve fiscal discipline, increase engagement with citizens, and
improve accountability.
Changing governance processes can change incentives, and thus
behaviors, up and down the system with powerful effects on fiscal outcomes. But
do they change substantive outcomes as well? Across a large range of countries
and regions, Bossert says yes. He finds that broader decisions space and
stronger institutional capacities led to improvements in health coverage and
better health system administration, in one of the first studies of its kind. In a
similar vein, Bardhan et al. find that high levels of political participation led to
greater accountability at the lowest level of government, with little evidence of
discrimination based on caste, education, political partisanship, or wealth in the
allocation of public benefits. It is striking that this does not hold across villages,
however, suggesting that the benefits of mobilization and participation were
locally specific, and higher levels of policy making suffered some sort of distortion
or capture.
All of these results underline the fundamental point that it is not whether a
country decentralizes, but how it decentralizes that matters. Shifting power and
resources downwards implies by definition a shock to the power balance
between interests, actors and institutions. It is likely to disrupt existing political
settlements between elites, and it may decide the demise or survival of a political
party in power at the center, or alter the power of separatist groups threatening to
dissolve a country. Politicians and bureaucrats are typically loathe to take on
such challenges, implying that even legally sanctioned reforms will be
renegotiated and recalibrated as they are implemented. Hence reforms that
promise one kind of shift of power and resources often accomplish a different
kind of shift, or none. This explains the many cases of partial decentralization
across the world (Devarajan et al. 2009).
The larger lesson that reformers should take away is that the benefits of
decentralization are achievable but never guaranteed. To succeed,
decentralization must be implemented as sincerely as possible, and
subsequently modified and recalibrated based on initial results, once the new
incentives created by changes in rules and structures have played themselves
out in practice. The ultimate effects of any multidimensional, complex institutional
reform are impossible to predict with any accuracy, and this is especially true of
decentralization. Decentralization is not a panacea. It is a process, and usually a
long and detailed one, that requires sustained attention to get right.
Are improvements in policy outcomes due mainly to the better internal
accountability that decentralized governance generates, or are competitive
dynamics between municipalities also involved? We shed light on this question
through a quantitative study covering over 90% of the municipalities in the
Philippines, and a qualitative study of the effects of China's Area Based
Competitions (ABCs) in Xining City, China. In the Philippines, Capuno et al. find
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that local governments provision of a range of services is positively influenced by
neighboring municipalities’ expenditures on the same services. This effect is only
present amongst mayors who don’t face term limits, implying that electoral
pressures do operate in the Philippines to make local officials responsive to
voters’ needs. In China, Li and Zhang find a striking increase in the number of
volunteers from across society who joined Xining's campaign to win the Hygienic
City Competition. This transformed the relationship between citizens and
government in their view. China's ABC's may thus be an important source of
innovation local government, promoting learning-by-doing across the country.
If decentralization is associated with local level learning-by-doing in China,
improving fiscal governance in Latin America, fiscal stability and growth in China,
and improved health system performance across three continents, how are we to
understand the continued domination of local governments over five successive
electoral cycles by the Left Front in West Bengal? This seems at odds with an
emerging picture of reform that can improve citizen participation and learning,
and systemic stability across many countries. Bardhan et al. find the answer in
the dispensation of personalized, recurring short-term benefits by Left-dominated
local governments to poorer voters. Clientelistic benefits of this type proved
electorally more potent than longer term public investments, such as
infrastructure, or more substantial one-time benefits that were highly
personalized.
Clientelism is bad news for those who hope decentralization can improve
governance and lead to better development outcomes. But Bardhan et al.’s
findings also highlight the continued decline of the Left Front in these same
districts due to longer-term trends such as urbanization, the decline of the
agricultural sector, and improving health and education standards, all of which
conspire to reduce the susceptibility of the poor to electoral appeals based on
small, personalized transfers. So while decentralized clientelism can restrain
public investment in the sorts of public goods that promote development over the
medium term, longer-term changes in many developing societies will naturally
limit its electoral appeal, and hence its practice.
Perhaps the biggest question reformers face is Will decentralization
undermine national unity and promote separatism? Or can it be used to further
integrate the sorts of diverse societies and economies typical of so many
developing countries? The question is best framed this way: Will decentralization
stoke centrifugal forces, empowering those who seek secession, giving them a
podium and a chance to demonstrate competence? Or will it stoke centripetal
forces instead, peeling away more moderate layers of support that can be
assuaged with autonomy-type reforms like local control of primary services,
minority language rights, etc., so isolating the hard secessionist core from their
previous constituency?
In practice the issue morphs into a question of the incentives and behaviors
of regional elites. Where regional elites have incentives to invest in candidates,
infrastructure, parties and social movements, and programs that promote
national breakup, reform can interact with national fissures in a dangerous way.
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But where regional elites tend to invest in further integration, decentralization can
actually strengthen the state by strengthening legitimacy and improving public
sector outputs at both the center and periphery simultaneously. The key
consideration, not surprisingly, is the type of decentralization implemented.
Reforms that limit themselves to the spatial confines of a country’s major social
or economic cleavages – e.g. to regions dominated by different ethnic groups –
make breakup more likely by exacerbating regional tensions. By contrast,
reforms that transcend these boundaries and ways of thinking underpin unity
instead. Consider the Bolivian example. By decentralizing power and authority to
a level beneath that of the country’s major cleavage – to municipalities rather
than departments, reform undercut the divisive power of regional elites. The local
governments so empowered became identified not with group identity or
privilege, but rather with issues of efficiency and service provision. This helped to
steer political competition away from zero-sum conflicts over the distribution of
fiscal resources, towards positive-sum negotiations about public investment and
service provision. In so doing, it helped bind the country together ‘from the
bottom up’ through improved infrastructure and faster economic growth.
It is wrong to view decentralization as a simplistic choice between “weak”
decentralized government vs. “strong” centralized government. The correct
dichotomy instead contrasts: (a) a simple, clean centralized command structure
that is ultimately brittle in that it lacks internal complementarities and
redundancies, and so is susceptible to failure in any of its parts, with (b) a system
that is more complex, based on independent actors with overlapping authority
and separate information flows, where coordination and cooperation are far more
important than command and control. While the former is likely to take faster
decisions, the latter is likely to take better informed, more accountable ones.
A starker way of conceptualizing of these issues is as a trade-off between
the strength of political leaders and the institutional strength of the state. Under
centralization, the leader is strong at the expense of the state. Under
decentralization, her discretion is circumscribed by procedure, rules, and the
need to agree decisions with other independent actors. The state is stronger and
more stable at the expense of the leader.
One important way in which sincere decentralization does this is by
transforming politics from a top-down activity subject to oligopolization by a
socio-economic elite, to a bottom-up system of representation where pressing
local concerns are taken up and addressed by local politicians and parties. This
changes the nature of political competition in a country, and very likely the nature
of political organizations most likely to prosper. Parties structured to win in a
narrow, oligopolized national politics are likely to be ill-suited to the broader,
bottom-up politics of decentralization.
Many reforming politicians and parties seem not to understand this point.
Others, however, probably do, and so design ‘cynical decentralizations’ that
create small local governments dependent on the center for resources. This
facilitates continued central control over decision-making via the capture of local
administrations not by local elites, but by the center.
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The final way in which decentralization can strengthen the state is subtle
but powerful, especially over the longer term. We call this ‘social learning’ – the
accretion of collective knowledge, trust, and norms and practices by groups of
voters. Because social learning is intrinsically a learning-by-doing phenomenon,
direct interaction amongst citizens is required for it to happen. The small scale of
local politics encourages participation and allows citizens to become political
actors either individually or through civic organizations. Decentralization thus
accelerates social learning in a way that centralized government does not and, to
a great extent, cannot.
Over time the dynamic of decentralized government provides strong
incentives for group formation and strong incentives for organizational
effectiveness in civil society. It does so indirectly for the state as well, as the state
is forced to respond to increasingly mobilized civic groups. The state thus
becomes more ‘democratically supple’ as the number of intermediating
organizations and the density of their social interactions increase, in the sense of
becoming more legitimate through greater responsiveness to society’s needs.
Social learning can also play a role in the deeper transformation of clientelistic
politics into broad-based pro-development politics. Clientelism is a kind of divide
and conquer strategy on the part of parties against voters’ collective, public
interests. By making citizens see their common interests from the grass-roots
upwards, and teaching them to organize and cooperate, social learning can help
transform clientelistic politics into policies and actions that drive development
forward.
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Abstract
Why would any president, having spent a career achieving the pinnacle of power,
willingly hand it away to others he cannot control? This is the black hole at the heart of
the decentralization debate that has never been satisfyingly answered. We provide an
answer for the radical case of Bolivia through an extended interview with the man who
decentralized it. Gonzalo Sánchez de Lozada was a principal actor in some of the most
important events in Bolivia’s – and indeed Latin America’s – modern history. A highly
improbable politician and statesman, he rose to prominence as the minister who designed
the stabilization plan that defeated hyperinflation in a period of near-national collapse.
He was elected president in 1993 and again in 2002. His first term saw a burst of reforms
that decentralized political power and resources to municipalities, privatized the largest
state enterprises, reformed education, created a public pension scheme, and reformed the
executive branch of government. His second term saw rising unrest that culminated in
huge demonstrations, shocking violence, and Sánchez de Lozada’s overthrow/flight to the
US, where he lives today. This chapter focuses on his formative experiences in
government, how he came to believe in the necessity of reform, and how he carried his
party and government in a startling push that decentralized Bolivia.
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1. Introduction
Why would any president, having spent a career achieving the pinnacle of power,
willingly hand it away to others he cannot control? This is the black hole at the heart of
the decentralization debate that few address and none have satisfyingly answered (Faguet
2012). Strictly speaking, the urge to decentralize is irrational in those who must, by
definition, do it. Are presidents motivated by normative arguments about state
effectiveness? Is decentralization politically convenient? Can politicians be altruistic?
Are there really philosopher kings?
This chapter attempts to answer this question for the case of Bolivia, one of the
most radical and well-known of decentralization reformers. Our attempt takes the form
of an extended interview between an academic researcher and the former President of
Bolivia whose government designed and implemented reform. We begin with Bolivia’s
long-term historical trajectory, which created its rich, complicated social and political
tapestry, and then hone in on the formative experiences and political transformation of
Gonzalo Sánchez de Lozada, the man who decentralized Bolivia.
The arid altiplano highlands of western Bolivia have long been home to ancient
civilizations. Prior to the Inca conquest of the 15th century, the most important of these
was probably the Tiahuanaco culture, centered on a small town by the same name just
south of Lake Titicaca. From about 100 A.D. onwards, Tiahuanaco developed a strong
religious, artistic and agro-economic presence whose influence spread throughout the
entire southern altiplano (Klein 2003). Its distinctive pottery, religious artifacts, and
important agricultural innovations, such as mountain terracing, complex irrigation, and
the characteristic suka kollus (flooded-raised field) agriculture, which insulated crops
from the cold and dramatically increased yields, spread far north and south to what are
modern-day Peru, Chile and Argentina.
A marked fall in precipitation around 1000 A.D., and possibly severe drought,
appear to have led to the collapse of Tiahuanaco. By the mid-15th century, Incas entering
the region from the north recorded only remnants of Tiahuanaco amongst the wealthy,
warlike Aymara-speaking kingdoms of the altiplano. The Incas were a Quechuaspeaking power centered on Cuzco (now Peru), who absorbed disparate peoples, cultures
and religions into a heterogeneous empire governed by a sophisticated administrative
apparatus. They were an absolute monarchy and a vast empire, spanning most of South
America’s Pacific coast. But civil war, the resentment of many of the conquered, and the
devastating effects of European diseases weakened it to the point where in 1532 fewer
than 200 Spaniards fighting with firearms, cannon, and a few dozen horses were able to
defeat a vast empire and an army numbering in the tens of thousands.
Spanish colonists came to Bolivia to exploit its enormous mineral wealth, and – in
smaller numbers – to convert its indigenous peoples to Christianity. Many colonizers
were rapacious, and the two-tiered society that grew out of conquest featured extreme
levels of oppression, inequality and exploitation. Spaniards and their descendants
inhabited the towns and cities, and owned the mines and large landed estates. Indigenous
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peasants lived in villages and were forced to pay tribute and work the land and mines of
their foreign overlords. This social and economic order was largely inherited by the
republic after independence in 1825. It broadly endured for a further 125 years, with
mining wealth becoming more and more concentrated in fewer and fewer hands. By
1950, Bolivia was a backward country mired in poverty, and presided over by a “typical
racist state in which the non-Spanish speaking indigenous peasantry was controlled by a
small, Spanish speaking white elite, [their power] based ultimately on violence more than
consensus or any social pact.” (Klein 1993) The persistence of extreme poverty and
inequality is striking. Bolivia’s GDP per capita of only $119 in 1952 (Dunkerley 1984)
was highly unevenly distributed; most Bolivians lived in poor agricultural communities,
while a tiny proportion of mining and landowning families controlled vast wealth. Only
eight percent of Bolivia’s population had finished secondary school, and only 31 percent
could read. Nearly one-third of all children died before their first birthday, and most who
survived died well before 50 (Dunkerley 1984).
The 1952-53 revolution set out to change all this. The middle-class
revolutionaries of the Movimiento Nacionalista Revolucionario (National Revolutionary
Movement, MNR) raided army weapons stores, armed workers and peasants, and led a
popular uprising against the oligarchical regime and its superestado minero (mining
superstate). They won a crushing victory, and then mounted a concerted effort to
reorganize the country’s economic and social relations. Their preferred instrument was a
highly centralized, interventionist state. They destroyed the superestado minero by
nationalizing the mines and other strategic sectors, and attacked the broader oligarchy by
seizing its lands and redistributing them to the peasantry. Once the “commanding
heights” of the economy were in its control, the MNR launched Bolivia on a state-led
modernization strategy that used public corporations and regional governments to break
down provincial fiefdoms, transform social relations, and create a modern, industrial,
more egalitarian society. To this end the President directly named prefects, who in turn
appointed entire regional governments and their various local dependencies, forming a
cascading chain of authority that emanated from the capital.
The many coups and political uprisings that intervened between 1953 and my
arrival in Bolivia in 1991 did little to change this defining characteristic of centralized,
top-down rule. When I arrived in August of that year, Bolivia had some 100 legally
incorporated municipalities, of which maybe 30 existed in any operational sense. The
rest had perhaps an honorary mayor who presided over the town’s annual festival and
occasionally inaugurated a new school, but enjoyed no salary, budget, offices or staff.
Local decisions of any consequence were taken by central government in La Paz, or its
representatives in one of Bolivia’s nine departmental capitals. The few deconcentrated
officials who resided beyond the regional capitals were implementing agents with small
budgets and little discretion. Even minor decisions concerning local schools and clinics
were the responsibility of central education and health officers, to whom local residents
appealed from a distance, if at all.
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Hence decentralization via the Law of Popular Participation (1994) was an
unexpected shock that almost no one at first understood. The core of the law consisted of
four points (Secretaría Nacional de Participación Popular, 1994):
1. Resource Allocation. Revenue sharing to municipalities doubled to 20 per cent of
all national tax revenue. Crucially, allocation switched from unsystematic, highly
political criteria to a strict per capita basis.
2. Responsibility for Public Services. Ownership of local infrastructure in education,
health, irrigation, roads, sports and culture, and water & sanitation was transferred
to municipalities, along with the responsibility to maintain and extend these
networks. Staffing and salary issues remained central responsibilities.
3. Oversight Committees (OCs; Comités de Vigilancia) were established to oversee
municipal activities. Composed of representatives from grass-roots groups, OCs
propose projects and provide a parallel channel of representation in local policy
making. Their ability to have central transfers suspended gives them real power.
4. Municipalization. 198 new municipalities (out of 311 total) were created, and the
borders of existing municipalities were expanded to include suburbs and rural
catchment areas.
The change in local affairs produced by these measures was immense. Before
reform, most Bolivians, and the vast majority of Bolivian territory, had no local
government of any description, and the broader state was present – if at all – in the form
of a health post, schoolhouse, or military garrison, each reporting to its respective
ministry. After reform, elected local governments sprouted throughout the land.
As Faguet (2012) has shown, the effects on public investment and public services
were dramatic. Decentralization shifted public investment from infrastructure and
economic production (e.g. hydrocarbons, transportation, energy) into primary social
services and human capital accumulation (e.g. education, health, water and sanitation).
Smaller, poorer rural municipalities – largely ignored since colonial times – gained
significant resources, producing a much more equitable distribution of resources across
Bolivia’s territory. Lastly and most impressively, decentralization made public
investment much more responsive to objective local needs than centralized government
had been before. Whereas central government had invested more in education and health
in wealthier cities where indicators of need were lower, local governments invested
resources where they were needed more. Hence municipalities with lower literacy began
to get more education investment, and those with worse access to sanitation received
more investment in water and sewerage. This marked a reversal of central government’s
previous practices, which was to concentrate investments in districts already better off.
The largest beneficiaries were Bolivia’s smaller, poorer, more rural districts. The trends
described are strong and hold across the universe of Bolivian municipalities.4

4

Such trends hold across a broad range of countries as well. See Channa and Faguet (2012) for a
survey of international effects on education and health; Faguet and Shami (2008) analyse decentralization’s
effects on spatial inequality.
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Who is the man who pushed through these reforms? In many ways Gonzalo
Sánchez de Lozada is a highly improbable politician and statesman. The son of political
exiles, he was educated in the United States, studying philosophy at the University of
Chicago. To this day he speaks Spanish with an obvious American accent, which he
deploys to comic effect. His acid wit won him friends and enemies in equal shares
throughout his career. His rivals admit that he is an intelligent, creative politician, as
bold as he is stubborn. He is also a highly successful entrepreneur who, with his brother,
built up one of the country’s largest mining companies and became Bolivia’s richest man.
He came to prominence as the Minister of Planning who mapped out Bolivia’s
return from hyperinflation and the brink of economic disaster in 1985-86, with the help of
Jeffrey Sachs, then of Harvard University. Sánchez de Lozada went on to head the MNR
ticket in the 1989 election and won a plurality of the popular vote. But he was denied the
presidency by an alliance of the second and third-place finishers, Gen. Hugo Banzer of
the ADN (Acción Democrática Nacionalista, Nationalist Democratic Action), and Jaime
Paz Zamora of the MIR (Movimiento de Izquierda Revolucionaria, Leftist Revolutionary
Movement). This alliance of the left and right-most of the major parties was made
further improbable by the fact that Gen. Banzer’s dictatorship had persecuted and killed
many MIR activists in the 1970s. “A river of blood divides the MIR from the ADN,” Paz
Zamora had famously declared. But when Sánchez de Lozada won the election, the exdictator and the ex-Marxist found a way to work together, and Paz Zamora became
president.
Four years later Sánchez de Lozada ran again, won more votes, and this time his
opponents could not stop him. In alliance with the populist UCS (Unión Cívica de
Solidaridad, Civic Solidarity Union) and the intellectual left-wing MBL (Movimiento
Bolivia Libre, Free Bolivia Movement), amongst others, he set about implementing his
Plan de Todos (Plan for All), a strikingly ambitious set of reforms that had four major
planks: privatization of state-owned enterprises via “Capitalization” (i.e. sales proceeds
were reinvested in privatized companies as opposed to reverting to the general budget, as
in most countries); decentralization via the Law of Popular Participation; Education
reform; and Reform of the executive branch. In this way he hoped to increase economic
investment, accelerate economic growth, deepen democracy, and make the state more
effective and efficient. And the MNR hoped to reverse the steady inroads that the UCS
and Condepa (Consciencia de Patria, Conscience of the Homeland), another populist
party led by a popular television personality, were making into the MNR’s core vote.
Sánchez de Lozada ended his term with strong economic growth and Popular
Participation and Executive Reform well under way, but Capitalization only barely
completed. He handed power over to Gen. Banzer, who had finally achieved the
electoral victory he craved. After a period out of office, Sánchez de Lozada ran and won
again, but this time with a margin of less than two percent over Evo Morales and
Manfred Reyes Villa, who essentially tied for second place. With the vote continuing to
splinter amongst more and more non-traditional political parties, Sánchez de Lozada
returned to the Presidency at the head of a large and unwieldy coalition. Economic
growth was poor and the fiscal deficit was large and growing. A cycle of popular
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protests abetted by Morales and his new political movement, the MAS (Movimiento al
Socialismo, Movement to Socialism), gained force when it was alleged that the
government planned to export Bolivian gas to the US via a Chilean port. Protest turned
into a popular blockade of La Paz. Sánchez de Lozada ordered the army and police to
intervene to allow essential supplies to reach the capital, and 59 civilians died in the
ensuing violence. Amid much rancor and a fog of rumor and misinformation from all
sides, Sánchez de Lozada resigned the Presidency and left the country.
The period that followed was one of deep political uncertainty as the old political
party system centered on the MNR, ADN and MIR collapsed, and a new politics
struggled to emerge. The old certainties of left vs. right, labor vs. capital, were swept
away in the upheaval. Political parties and movements espousing a huge array of causes,
many of them remarkably local, sprouted in their hundreds across the land. Into this
vacuum stepped Evo Morales with a discourse of ethnic grievance, vindication, and
recovery, filling the void that Sánchez de Lozada’s resignation had left. Morales won the
presidential election of 2005, and has since filled the Bolivian national stage to the
exclusion of all else. The MAS now occupies the center of Bolivian politics, with other
parties defining themselves against it and reacting to it, but none showing any ability thus
far to make more than temporary inroads into its huge base of support. Whether the
MAS, and the new Bolivian politics of identity, can outlive its paramount leader is for
now impossible to tell.
2. Interview
2.1 The Experience of Government Under Victor Paz Estenssoro
Jean-Paul Faguet: The reforms your first administration introduced in the mid-1990s
were breathtaking in their ambition. What made you think you could attempt so much?
What made you think they would work?
Gonzalo Sánchez de Lozada: I had had enough experience, thanks to the fact that I was
Victor Paz Estenssoro’s quasi-Prime Minister. I had been Minister of Planning and Coordination in his last government, when we tamed inflation. Because of how government
was organized, the Minister of Planning presided over CONEPLAN,5 which was the
council where all the social and economic ministries sat, and where all kinds of important
decisions were taken. We were all ministers, and we reviewed and agreed on policy
matters. But I was the one who took these recommendations to the President and
explained them to him. And then I took his decisions back down to CONEPLAN and
explained again. Victor Paz very wisely held on to what is the essence of power: the
ministries of foreign affairs, defense, government, internal security, homeland, and other
critical political ministries. He ran those directly. I didn't have delegative authority there.
But I did have a lot of power over the other areas of government, although he always had
the last word.
5

Consejo Nacional de Economía y Planificación [National Council for Planning and the Economy].
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This was a very wise system. Take the stabilization plan. We rolled that out in one week,
after discussing shock therapy vs. gradualism for one week, and stabilization vs. indexing
along Brazilian lines for one month. It was intense, it was informative, and it made
important people buy into the ideas.
JPF: Being in government with Dr Paz Estenssoro was clearly a very powerful
experience for you, as I’m sure for everyone involved. Can you tell me a little more
about that?
GSL: One thing about Dr Paz is that he called in very young people compared to him. He
was already quite old, and a very famous, revered national figure.
Once I went to him – he had immense confidence in me after we stopped inflation, and I
was a sort of a teacher’s pet – and I said “President, I know it’s not my business, but I’m
worried because I understand that this commander of the army you appointed is very tied
up with Banzer. Aren't you a little worried about this?” He was sort of a cold fish, a real
public servant. And he said “Goni, I really respect and admire you. But your advice is not
welcome in this area. I’m running foreign affairs, the interior, defense, information – all
the political ministries.” And the last thing he wanted was a meddling guy who had lots
of power but not much knowledge. In spite of the fact that I was part of the inner circle,
Victor Paz understood very well where my place was. I was invited not to express any
further opinions. “You are logical,” he said, “and I have a great deal of respect for your
opinion. You may sway me, but I need to do this myself. I need to talk to the ministers
that have line responsibility and take these decisions.”
The economy was a different story. I always defended the introduction of market
economics to the MNR and the country as something that should have been done in the
revolution, because we were not communists. From the start, we should have gone to a
market economy and not a command economy. When we were pushing through the
stabilization plan, we called it the New Economic Policy (NEP), just like the early
Bolsheviks, because ours was a populist party and they would accept that. They liked the
sound of that. An important component was the Emergency Social Fund, which was
really based on an idea of Victor Paz. He understood the need for it, as a cushion for the
economic shock that was coming. I was very happy because I thought a market economy
had to be regulated to be stable, because you know I never believed in free markets. It’s
like sports – imagine football without rules, without referees. In the market, the minute
you don't have rules and an appeals process, you don't have a market. A market is about
competition. To compete, you need rules and umpires, otherwise it becomes a monopoly.
I believe in markets like the Chinese believe markets – the cat’s only good if it catches
mice.
2.2 A “Stolen” Election and Goni’s Political Transformation
JPF: How did you go from there to your first Presidential election?
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GSL: I was conscious of the fact that I’d played a key role in stopping hyperinflation and
achieving economic stability. Victor Paz was impeded by the constitution, and also by
his age, from running again. And to everyone's surprise, including my own, I became the
most viable candidate my party had. For electoral reasons, the number 2 man in the party
started attacking the economic model that had permitted us to re-achieve growth and stop
hyperinflation. I obviously realized it was a politician trying to win votes, but I was
identified with it so I started to defend it. So I joined the primaries and lost them all,
except for Cochabamba, the department I represented in Congress. I didn't really have
political ambition then. I felt that my background – having been brought up in the US,
my accented Spanish, and being a very successful mining entrepreneur – made me
politically unviable. So I got into the elections for the best of reasons – to defend what
we’d achieved. And being a modern man, I brought in modern technologies, like
advertising and polling, and won the election by 1%. The second round is decided in
Congress amongst the top three candidates. And these two guys, Banzer to the right and
Jaime Paz to the left, hated me because I’d come up through the middle and had very
sharp elbows. I was able to unite Congress, but unfortunately it was against me! They
didn’t have the ability to elect one or the other between them, so they played around with
the electoral courts, and they were able to take away our majority in the Senate through
very unfortunate interpretations of the law, and also through corruption. They really paid
off our representatives in the electoral court, you know. So these two parties who hated
each other got together and formed a government and froze me out.
I wasn't aided by my sense of humor. I said, “You know, if Jaime Paz had known Banzer
was persecuting him all those years in order to give him the presidency, he wouldn't have
run so fast!” That didn't make me very popular.
But when I realized that there was a general acceptance that I’d been cheated, that the
rules of the game had been violated, I set about using Jaime Paz’s four years of
government to get an impartial electoral court. “How can you play football if the umpires
can be paid off?” I would say. I made adverts, gave speeches and made the intellectual
case. It weighed heavily on my mind. They could see it was going to be very difficult to
get me next time. Because you can play around with the electoral process if the
difference is marginal, like the US, where it was decided by a political vote in the
Supreme Court. But not if the difference is large. I had a lot of moral authority as people
knew I had been cheated. So instead of attacking the government, I kept saying, “Let’s
get a good electoral court”. I realized that if I was going to run again, I needed a level
playing field.
I also needed to overcome the fact that I was seen as foreign, upper-class and distant. The
polling and focus groups showed that I was respected in the sense of competence, but
people couldn’t relate to me. So I decided to do something that ended up being very wise.
I got in a car with a driver and visited almost every town in Bolivia. I said “Goni's
listening”. Instead of giving speeches, I would listen. I would bring people together and
they would tell me their problems, and I would say to them something that I believe. I
said, “You know, my wife and I are parents, and we’ve lived life, and we’re just
desperate seeing the stupid things our children do, the mistakes they're making. We know
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what they’re doing, their mistakes, and at the same time we’re intelligent enough and like
them enough to know that the only solutions are the ones they find themselves. Because
they’re the ones who have the problems. We’re a generation away, and though we may
be blessed by experience, wisdom and affection, all you can do is support them because
you really can't solve their problems. That’s the basis of a good family relation.” So I
went out and said, “I’ve come to hear your problems and hear your solutions, because the
people who know the solutions are the people who have the problems, not the people who
don’t have the problems.” There’s a famous saying, ‘Nothing is more bearable than other
people's problems’. What I had decided to do was listen to other people’s problems.
This was extremely intelligent because if you listen and don't talk, people really think
you're intelligent. And they really think you care about them. And that was my political
problem. I had a very clear diagnosis of how people saw me – they saw me as honest,
they saw me as capable, but they saw me as very distant from their lives and their
problems. This was an eye-opener. Intellectually I said, “I want to know about your
problems.” The motto was “Goni escucha”.6 As you know, Victor Paz was always known
as El doctor Victor Paz Estenssoro. Given all these difficulties, if I went out there as
Gonzalo Sánchez de Lozada y Sánchez de Bustamante (my mother’s name), I wasn't
going to get very far. It would just confirm the image: totally upper class, totally distant
from their lives, totally uncaring. So my associates and I took the wise decision to be
“Goni”. The motto was “Goni escucha”.
The political problem was that if I wanted to be president I had to win by a landslide.
Nobody really wanted me. The right hated me, they considered me a radical socialist, and
the left considered me a neoliberal heartless capitalist pig. So if I wanted to be able to win
an election I had to be closer to regular people. I didn't really realize it at first, but I
learned two big lessons in this process. One, that what’s important to people vis-à-vis the
state is solutions to the problems that affect their lives on a daily basis – basically,
education, health, and community development like sports and culture.
I was very impacted by a woman who said to me: "You know Goni, our problems are so
great that nobody can solve them. But at least you’ve come to listen to what our problems
are, although we know you can’t solve them. And also we really appreciate that you’re
not promising anything. You’re just listening.” I realized that people are very conscious
of what their problems are and they’re convinced that their problems probably have no
solution. But what they really resent is politicians who arrive at election time to make
outrageous promises that they know they can’t fulfill. So I ended up looking intelligent,
sensitive, and modest, which is, of course, very desirable.
Secondly, I started learning about what really people want. I was the guy who had slain
inflation, but I still didn’t understand that. They know that the only solutions to poverty
are two things – health and education. That’s the only kind of income redistribution that
they really believe in. They get suspicious if you promise anything else. They know
those are key, and they tell you, “We’re never going to get out of this poverty if we don’t
have health and education.” And I also realized that the things that really affect peoples’
6

“Goni is listening.”
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lives are those five things I talked about, and that was the secret of stable democracies
like the American, with its town hall traditions, the Scandinavian, and some other
European democracies.
By going out into the countryside and listening to their problems, I had a sort of
conversion. By talking to these people and really listening, which in the beginning was
done really cynically, I started to learn from them. I went down and listened and found
that they were 100% right. It was very successful from a political point of view. But also,
I became a believer not only in decentralization, but in a deeper social dimension, which
was popular participation. That’s a very nice phrase, but it reflected something different
and deeper. People talk about decentralization like corporate entities delegating power to
lower officers. I became a real believer in something that was intrinsic to the experience
of the town hall meeting – of people discussing their problems and coming up with
solutions. When people talk about decentralization they usually think of handing off
responsibility but not authority. We wanted to hand down authority.
But if we did this, we’d be left with lots of poor municipalities. People’s local problems
might be solved, but what about the other great problem of today: the cost of
government? Because the other big issue is that there’s no way you can afford all the
levels of government. If you have a central government, and then you have a state
government, and then you have a county government, and then you have a municipal
government, then you’re dead.
JPF: Because it’s too expensive?
GSL: Too expensive! You can’t support it all. So what people want from government is
what’s really important to them. But if you try to run it all from the center the resources
will never make it down, and you can’t afford to run all the levels of government and all
the services. But then I realized that could be solved too – hence “popular participation”.
Much of what was needed could be done on a volunteer basis. The tradition that the
Spanish took up from the Inca empire is that people provided labor free as an obligation
to the community, a bit like military conscription. You either went and worked on, say,
the roads for a number of days, or you paid a tax and were freed of it. Usually the upper
class paid the tax and the lower classes did the work. Since local government, especially
rural local government, was so underfinanced, everything was made for the upper and
middle classes. That’s the wonderful thing about public subsidies – they usually don't
benefit the people who need them.
So in Bolivia the big cities had better services and poor villages had almost nothing. But
we could revive and transform that tradition through Popular Participation, with citizens
contributing to their own services, especially in rural areas where they’re much more
willing. Secondly, people had to be able to hold politicians responsible. And that’s where
my idea started of decentralization. Both things were possible with Popular Participation.
Without it, neither was.
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So the experience of that campaign ended up being crucial, because I realized two things:
(1) Only the people who have the problems have the solutions, and (2) An idiot close to a
problem is better than a genius a thousand miles away. If he’s feeling the pain, he’ll know
the solution better than anyone. So I went into this violent effort to decentralize power in
Bolivia.
2.3 “Why I Decentralized Bolivia”
JPF: That’s very compelling and idealistic and high-minded. And also… with the
greatest respect… not entirely credible. At least not on its own. Are Presidents really
motivated by philosophy?
GSL: I had to stop this fight for a federalist system, which came from the regions. I
realized that the “regions” are really local elites who wanted to capture rents from our
natural resource wealth, and managed to mobilize broader movements behind them. I
kept saying to them: “What you guys really want is not to have to come to La Paz to
steal. You want to be able to steal at home, so you want to have a decentralization of
resources and you want power without responsibility.” I was totally against these groups
of rent-seekers.
JPF: These were the people pushing for decentralization then [before 1994]?
GSL: Yes! Landowners in Santa Cruz, growing soya, cotton, corn – people who had
benefitted enormously from national policies and investments. For example, roads built
all over the eastern lowlands. When Victor Paz nationalized the mines he fixed the
exchange rate, which decapitalized the mines. They tried hard to diversify the economy,
because Bolivia was dependent on imported food. And almost all of the capital they
invested went to Santa Cruz. From being a very backward place, Santa Cruz progressed
rapidly, became powerful and wealthy. And these people became unruly. They seemed
to think they deserved it, or they had achieved it by themselves.
JPF: Was it a political project? I remember when I arrived in Bolivia in 1991, it would
occasionally appear in the newspaper that certain organizations – the Comité Pro-Santa
Cruz, for example – was agitating in favor of decentralization. And as you say, it was
always regional decentralization. Was it just the elites, or did this have any sort of
popular echo?
GSL: It had an echo because everybody identifies with the region you’re born in.
Especially in a country that’s ethnically and geographically divided into isolated pockets:
the Altiplano speaks Aymara, the valleys speak Quechua, and the lowlands speak
Guaraní. They’re very different – their religion and beliefs, culture, folk music. Those
identities are strong in Bolivia. So here was a country with a strong tendency towards
federalism – granting it would have led to a continual struggle for the rents that raw
materials produce.
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I really believed that unless there’s a deep reason for federalism, like in the United States
with all the states big and small, which were basically founded for reasons of religious
liberty. When you really study it, what the US has is a religious geography: Puritans,
Quakers, Baptists, Mormons. The basis of the Union was a desire for religious liberty
independent of the state. That's why they didn't want to be in a system where the greater
populations of states like New York, Massachusetts or Pennsylvania could dominate the
rest. And that's why everybody pushed for this crazy idea of Washington, DC, which is
not in any state. Because, you know, the capital of the United States should have been
Philadelphia.
Bolivia’s characteristics were different. There the main divides are geographic and
ethnic, and that make Bolivia very heterogeneous. I was very worried on account of that.
Bolivia was historically dominated by where the wealth came from. The capital was
Sucre. Why? Because it was close to the silver and gold mines [of Potosí]. Then we had
a civil war at the turn of the century, and the government went to La Paz. But in one of
those compromise solutions, the capital stayed officially in Sucre, where the judicial
branch [i.e. the Supreme Court] physically remained, but the executive and the legislative
branches were sent to La Paz. And if I had been a better politician and a lesser statesman,
what I would have done is move the government to Santa Cruz, where it had to be
because of the gas, oil, soya, iron ore, and everything else. That would have been another
step in a logical progression. But I was very worried because there was an immense
amount of pressure, especially from the most favored, which were Santa Cruz and Tarija.
There were even threats of secession as they demanded a bigger and bigger piece of the
pie, even though they were highly privileged by public investment.
So as a solution to this political problem I decided that you had to go to the roots, you had
to create local government. You could only have a unitarian state if it was decentralized,
because Bolivia – like so many countries – was a tree without roots. The state wasn’t
being nourished; no nutrients were going up. I realized we could decentralize the things
that really matter about government to people – health, education, local development,
agriculture, county roads, sports. And it became very clear to me that instead of fighting
and trying to repress these regional movements that were so powerful, there was another
solution.
That solution allowed me to undermine them. I was able to pull the rug out from under
this movement by not going to the regions, but instead going down beneath them. I
pulled the rug out from under these dominant elites and their attempts to control public
funds.
I was very interested to find that in the national elections and municipal elections, only
half of the population would vote. The towns were like medieval towns. They almost had
walled towns because that’s where the people lived who owned the land, the vecinos,
which the Indians, the campesinos, worked. Indians weren’t permitted to vote, so
municipal elections were held amongst townspeople only. We got a group of people
together – sociologists, economists, agricultural experts and historians. We spent 300
hours studying this. We found that in the colony, what was called the cantón was
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basically the Indian community, and the provincias were departments, a concept inherited
from France.
But in any case, to sum it up, why did I do it? I did it because I could not survive the
struggle between the regions and the central government, which was ironically most
vigorous in those areas which we had most helped to develop. And those were basically
Santa Cruz and Tarija.
JPF: So you were really worried about centrifugal forces that might break the country up
…
GSL: I was, I had seen it in Victor Paz’s government. Elites were continuously fighting
land taxes. People agitated on behalf of regional universities’ budgets, the Comité ProSanta Cruz – all of that was a leftover from the military regimes. They were really
regional de facto governments that just wanted more public resources. It got so bad that
these regional interests would decide where the state oil company should drill its wells. It
was just a mess. Many of these reforms – not just decentralization, but also education
and others – were born out of the fact that I had to beat this force that was going to
destroy me. These privileged persons are the worst. The people who fight the hardest are
the best off. You never have a problem when you raise taxes on the poor. You have
terrible problems when you raise them on the rich, because they control the newspapers,
and they go out screaming and yelling that jobs will be lost. So my problem was that I
was fighting this regional battle which is a battle that really breaks you up.
JPF: That was the basic reason why you decided to do Popular Participation…?
GSL: No.
JPF: That, plus the visits to people who knew their own solutions…
GSL: Those were the 2 intrinsic reasons. I became an advocate – I was converted. And
then a third reason: I realized that strong democracies are decentralized because by
decentralizing, you push the problems that are really important to people down to their
level, where they can do something about them, if you’re willing to give them the
resources. If you keep power centralized, you suffer the risk that the discontents and
frustrations of their daily lives put the stability of the state in jeopardy.
I wanted to build roots for Bolivian democracy. I saw that you could use OTBs
[Organizaciones Territoriales de Base, Grass Roots Organizations] – which are basically
Indian communities or neighborhood associations, and which are intrinsic to Bolivian
society – as building blocks. They would become the Comités de Vigilancia [Oversight
Committees], which would have control over the budgeting process and the execution of
investment. It would be based on local, indigenous groups, which would have different
natures in different parts of the country. And then you would graft onto it the European
system – decentralized municipal government. Of course the minute you did that, you
took all the steam out of the regional elites.
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And I began to realize it was similar to the problem I had with my children. I had a big
problem with my son, because he’s the only son of a “widowed” mother and so very
spoilt by her. Fathers always are very tough on their sons and very tolerant of their
daughters, because we want them to be everything we aren’t, and unfortunately for
biological reasons they’re exactly what you are. You have to accept that, but it takes a
while. I wanted him to go to the University of Chicago or Williams College. But he was
rebellious. He wouldn’t even visit those places. He went to Vassar College. I said
“Vassar’s a great school. Why did you pick it?” He said, “Look, 60% are girls, 40% are
boys.” So he had a wonderful time – going down to New York at weekends for great
parties with his classmates. But the girls taking him down to New York were these tough
kids who knew how to study and knew how to play, and he didn’t. As we went down the
road, I began to understand. I started looking at it and I understood. And I said to him
“Look at your grades – what you’re good at is art. Your mother’s family is very good at
art. You’re very sensitive to music. Why don’t you major in art history?” But as he was
my son – total rebellion against me. He felt he had to do something like international
affairs, the Fletcher School, and then one day he had to be a lawyer because… it was just
a disaster, ok?
Then I started realizing that I wasn’t being respectful. What you have to tell children is,
“I’m there. Whatever you do, I’m there, I’ll support you. There’s a limit, but… it’s your
life. You’re going to have a great life, or you’re going to have a mess.” I had to learn
because I went into politics late enough that I had teenage children, and you learn from
those dynamics. So my decision to decentralize was intellectual. And it was political.
And finally it was highly personal. I really believed then and believe now that you can’t
have a tree that doesn’t have roots.
JPF: So that’s why you decentralized.
GSL: Yes. Well, no. It was because I had a landslide.
JPF: Aha! This is the black hole question. You won and you won big, and you finally
held national power in your hands. And you turned around and gave it away? Are you
kidding?
GSL: That’s the only time you can give it up!
JPF: Is when you have it. Yes. The self-interested actor of political science might see that
this is the right thing to do, might see that you have an opportunity because you’ve won
with a big electoral majority, but would nonetheless not do it because as between having
power or giving it away, you prefer to have it. After all, what were you fighting for in all
those elections?
GSL: The big point is this. Why was I attacked by the right and left and so weakened in
my second government? Because when they saw the reforms I’d pushed through,
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including decentralization, they realized that I and my party would govern Bolivia for a
very long time.
2.4 Political Equality
GSL: Let’s go to the next stage which I think is very important – the big discussion of
how to distribute rents. I learned something. There are societies like the Japanese and
maybe the Chinese where cultural prompts sacrifice in favor of others. Compare that to
my own childhood. My father was a professor in political exile, and we were living on a
very tight budget. Back then you ate what was in season. So when it was cherry season,
you were lucky and you got cherries. And I learned that you cannot convince children
that your brother needs more or your sister deserves more because they’d done something
good or were growing or whatever. No. The kids would count all the cherries and we
wouldn’t forgive anyone who got one more. So I became convinced that on a human
level people intrinsically like democracy because of equality.
Now, I had some very sophisticated people telling me we had to have a poverty index to
give more money to poorer areas and less to the rich… all this bullshit. Intelligent
bullshit. So finally we came up with two great solutions. The definition of the unit of
government was a mixture of county and municipality, because Bolivian municipalities
were basically medieval structures from feudal times. Many more recently have become
suburbs. But to decentralize to them, you had to flexibilize and expand the definition of
municipalities to include surrounding rural areas. And we realized that the only way this
can be tolerated is if resources are divided per person. No formulas, no poverty indices,
just the same amount of money for everyone everywhere.
But there’s more. First you transfer responsibilities. Then you transfer funds, and you
know in advance that the funds you’re giving them are much smaller than the
responsibility they’re taking on. The only way they can make it work is if the community
volunteers a lot. Let’s say retired people, older people, communities that work for
nothing. And the only way you can make that work and get the services they need is if
they’re working for themselves, if they can see the benefit of it. So all of these things
came together: (1) We had to get away from what would have been hell for my
government, which was fighting with the regions; (2) it enabled me to be a good
candidate; and (3) I had a deep personal commitment related to my own family
experience and to what I’d learned travelling around Bolivia. And, finally, it had to be
simple. And we had to actually do it.
JPF: The per capita criterion was bold and powerful in its simplicity. I’ve studied
decentralization in many countries, and Bolivia stands out for having this simple
mechanism, and for its profound effects on making decentralization work. Many times in
my research I saw groups of campesinos demanding a school or clinic for their
community. They’d accost the mayor and say, “We know there are 50 families living in
our village. That’s 250 or 300 people. That adds up to Bs. XX,000. So where’s our
school?”
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GSL: Of course! If we’d put a formula in there, the mayors would’ve told the peasants,
“Sorry, the formula says you don’t get a school this year.” And the peasants would have
turned around and gone home. Or actually they wouldn’t have travelled to see the mayor
in the first place. Because it was always like that. The peasants were always getting
screwed for some reason they couldn’t understand. This reform they could understand.
And once they understood it, they made it work for them.
We did something else they’ll never pardon me for. We reformed education to teach in
local people’s languages. We said to them, “You don’t want to speak only Quechua and
Aymara. You want to speak Spanish. But the only way you can do that,” this was a
creative, “is to learn reading, writing and arithmetic in your mother tongue. Once you’ve
learned that, you can go to Sanskrit, Mandarin, English – it will open doors for you. But
you can’t start learning in Spanish if you don’t speak Spanish. You have to start learning
in your tongue, and then you can learn Spanish.” And I would say to them, “If you’re not
careful, your children will start speaking like me!” And this started getting to them, that
you have to respect your culture.
But the teachers who spoke Aymara, Quechua and Guaraní didn’t want it because they
had struggled to become superior to the people they were teaching. They could speak
those languages, but felt it was denigrating to do so. This refusal to do something they
obviously could do made them “superior” to the campesinos, and made the campesino
schoolchildren dumber. So bilingual education in indigenous languages was a major
equalizing reform in both senses.
But equality isn’t the only thing, and in Bolivia it gets taken too far. Education is a good
example. It was my grandfather who first introduced the concept of University
Autonomy in Bolivia, which means non-political interference in education. So it was
funny to go to universities and be told that I was against their autonomy. I would tell
students, “You know, I’ve got bad news for you. You’re here because you don’t know
and you hope that the people who are teaching you do know. How can you be equal?
You’re not equal. We in democracy are equal”. The people would say “Why are we all
equal? Why are you the same as I am?” They would look at me and go “We’re not the
same, we’re poor. Why are you the same?” And I would say, “Because we’re all gonna
die. That’s the basis of equality, that’s why your vote is as good as my vote. That is the
primary reason of God-given equality.” And people would say, “Yes, you’re right”.
That’s why a beggar or poor man has one vote and we have one vote. And the rich or
genius or illuminate or saint has one vote – because we’re all gonna die. That’s the basis
of the equality of man. That’s the basis of democracy. But at a lower level, you can’t
have full equality everywhere because in education there’s an inherent inequality. A
student doesn’t know, otherwise why is he there?
You have to help me write a biography full of jokes. It could be called The Failed
Philosopher King.
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So I believe in equality, fraternity and liberty. And the most important of the three is
equality. When we talk about popular participation, we mean radical decentralization
with grass-roots participation. That’s why we have Oversight Committees, which are
grass-roots, volunteer committees that participate in the picking of the projects and the
control of expenses. It’s based on this notion of equality.
2.5 Bolivia’s Historical Context
JPF: These are powerful ideas. Where do they fit in Bolivia’s broader history?
GSL: Look at the leaders Bolivia has had in the past and think of the economic booms
and busts. We are condemned because of our incredible natural wealth. The interesting
thing is that historically you see swings between presidentes bárbaros y presidentes
letrados (barbarian vs. educated presidents). The history of Bolivia has been a
generational swing between very educated, clear thinking and honest statesmen like
Victor Paz, and – in spite of my failures – myself I’d like to think, vs. Gen. Montenegro,
Gen. Melgarejo, Evo Morales, and other bárbaros. That’s been the swing, and it’s usually
around very powerful raw materials.
Ask yourself: Why did Chile take over Bolivia’s sea coast? The one thing Chile didn’t
need is more sea. Why did they do it? That little piece of land has been 40% of Chile’s
GNP for 120 years because that’s where all the copper and nitrate and guano is. And we
can go further. There are two countries in Latin America that are only half their original
size. One is Bolivia and the other is Mexico. We lost big blocks of land and it’s always
around raw materials. We had a war with the Brazilians, who set up La República del
Acre because when the rubber boom came [in the 19th century], the most valuable part of
the rubber belonged to Bolivia. And they learned from the Americans and set up a
republic which they later absorbed. We had to go all the way down to the jungle and have
a war where we were able to stop it, but we lost a lot. They signed a treaty that they
would compensate for lost territory by building railroads, which they never did. So you
have two countries that are twice their original size: Brazil and the United States. And
two countries that are half their original size: Mexico and Bolivia. And in all of these
wars with our neighbors, our problem has always been the immense wealth we had,
which they wanted.
All of this was mirrored inside the country too, when powerful regional elites tried and
often succeeded in monopolizing some resource and holding the country to ransom. For
most of Bolivia’s history from colonial times, our natural wealth was a source of
autocracy, dictatorship, and tremendous inequality. The first people who tried to break
with that were Victor Paz Estenssoro and the MNR revolutionaries of 1952, who
nationalized the mines and redistributed the land.
My father was a member of the MNR and always admired the pre-Columbian community
system, the ayllus, in which the eldest son inherited the land but took care of his brothers
and sisters by buying it from them at set valuations determined by law. This was a way to
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conserve the unit of land as a productive resource. But when the MNR did land reform,
they split up the haciendas and instituted Western norms of inheritance. This destroyed
the unit of land that could be worked collectively. Over generations, the minifundios
[small landholdings] that resulted were destroyed through inheritance. Peasants were
reduced to strips of land they couldn’t farm. In places like Denmark, your heirs can't
split up your land however they want. There are rules. If they sell, it has to be to
someone who owns contiguous land. But the MNR had such a smell, they said “We’re
going to divide all this land and to hell with viable farms! First we’ll create minifundios,
then everyone will go to the cities, and we’ll win elections.” Agricultural output really
suffered. Until the end, Victor Paz won the countryside but lost the cities. And as an
electoral strategy it was brilliant.
Because of their material dialectic formation, the MNR also believed that the Revolución
Nacional required the fusion of the two races, Indians and whites, into the New Bolivian
Man. Along those lines, in my second election I brought in Victor Hugo Cárdenas, an
indigenous intellectual who was not a man of the party, as the country’s first indigenous
Vice President since the colonial times. I introduced the concept of Unity in Diversity,
which Evo Morales is now breaking down as much as he can, leaving a racist fight
between white people and brown people.
2.6 Was Decentralization A World Bank Imposition?
JPF: Let’s come back to decentralization. Many decry it as an imposition of the World
Bank and other aid agencies on developing countries. As an academic, I’ve often heard
claims, and occasionally even reviewed papers asserting, that decentralization was
imposed on Bolivia by the Bank. But I was working for the World Bank at the time, and
this doesn’t seem right to me.
GSL: Oh, they didn’t have the slightest idea!
JPF: I remember my colleagues in the La Paz office asking, “What is this?” None of us
knew. Colleagues from Washington called wanting to know what was going on. I was
the officer in charge of health, education, and rural development. If I didn’t know, then
neither did anyone else. “So they want to legislate participation?”, we mocked,
unfunnily. Eventually, I went and read the law, and that’s how we all found out.
GSL: But it took you a while. You guys were clueless.
2.7 Design of the Law of Popular Participation
JPF: When you were campaigning for the presidency in the early 1990s, what did you
diagnose as Bolivia’s major challenges?
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GSL: Well, the country was economically stable. Jaime Paz’s government hadn't
dismantled everything we did, although it did dismantle a lot. The country still had many
structural problems that had to be attended to. In his last term, Victor Paz had said,
“Look, I dismantled all I did in the Revolution. I’ll stop at privatization. When you
become President, you can do that if you want.” Jaime Paz was too scared, so that sort of
thing was left to us. And we did it. We had to make an electoral offer, so we came up
with a comprehensive plan, which was called the Plan de Todos, which was our
governing agenda. The name was great. And it was serious. A lot of the things we ended
up doing were in that plan. We worked with a good team of people, and it was an
important step in sort of re-imagining what the new Bolivia was going to be like.
JPF: When you became President and you had this idea of popular participation – who
was in favor and who was against it then?
GSL: Our governing coalition included a populist, Max Fernandez [leader of the UCS].
Max owned Bolivia’s most important brewery, and his only real interest was to make
sure we didn't increase sin taxes, which are a very good source of revenue. He supported
us, but basically because he didn’t want us to become too energetic in collecting taxes by
changing inspectors all the time. Then we had to give it a progressive tinge. We had the
MBL [Movimiento Bolivia Libre], a sort of radicalized Christian Democrat bunch led by
Antonio Araníbar, who had broken with Jaime Paz because they considered him corrupt
and willing to do deals [with ex-dictator Hugo Banzer and the ADN]. We called people
in from those two parties, and of course from our party. We set up a multidisciplinary
group of people who were interested in this concept of progressive social and income
policies. These were very much intellectual, left-wing people. But it was awkward
because the MBL supported the reforms and helped write the laws, but then voted against
them in Congress!
We realized it was extremely important that people in the coalition be part of this. We
had people from Santa Cruz who were important regional figures, but also willing to
break with the quasi-feudal organizations that defended elite interests there. You have to
understand that during twenty years of military rule there hadn’t been any sort of
democratic participation. In that context, self-appointed groups of landowners,
businessmen, even workers grew up and prospered. They weren’t elected by anybody,
and had a lot of power. They were “civic organizations” of a kind favored by the fascists.
Opposing them was popular.
JPF: In terms of interest groups within the economy, or within society, were there
organized interests groups pushing for it? Or was this a discussion amongst a small group
of technocrats?
GSL: A small group of people, 30 or 40 in total I guess. The relevant interest groups
were pro-regional elites, and they were all going to be against it. Our response was, first
of all, to make sure there was a lot of participation by high quality people from the parties
in the coalition. And then by a lot of people who were lawyers, sociologists, technical
finance experts, etc., looking at popular participation in a holistic way. We had to make
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sure that it wasn't just my project or the group’s project. It had influential people from
every party, and from wings of every party, who would guarantee us breadth of support.
But it was selective – we looked for people who were interested and sensitive to this.
This was not a cake that had already been baked. We really went for this inclusive
process of working out the idea. In its design, too, it was a Plan de Todos.
JPF: What did you rationally expect popular participation would achieve?
GSL: We knew what we wanted. We wanted local governments that could be held
accountable for their actions, and not just demand money from the central government.
We wanted to make it something that the people owned – that’s why it was so important.
We had a concept of participative government where people who participated and
accepted responsibility took over. We had a general idea, but of course the devil’s in the
detail and that's what we had to work on. But we also had a good name: Popular
Participation – people being involved. It was a kind of unity of the pre-Columbian village
institutions that had been overlaid by European and French Revolution ideas like the
prefectures and departments.
We knew we had something but we didn't know quite what it was. That had to be
worked out. I think we went through close to a 100 different versions of the law. There
was a great deal of platonic dialogue. We would talk about it and explore different ideas,
and at the end I would kick it to pieces and we’d go back to zero. We would go on for
hours. It didn't take very long for me to learn that meetings shouldn't go on for more than
three hours because you just don't maintain any focus. We were running long meetings
with hundreds and hundreds of hours. And just when we thought we'd made a
breakthrough, I would start discussing it and – like a good platonic dialogue – you end up
kicking it to pieces again.
It was an extremely progressive experiment of reform. It was anti-feudal, because it went
against all those interests groups. The country was very feudalized – you had the COB
[Central Obrera Boliviana – the national worker’s union], the Comités Cívicos, and
others. They elected themselves and were never accountable to anyone else, like many
NGOs are. They had great influence nationwide. We wanted to change that.
That was a great time. We were trying really hard to do something good, to think things
through carefully. All things considered, it was a very honest and idealistic type of
government, my first government.
JPF: Did you think it was necessary to keep discussion of the various versions of the law
away from the public eye?
GSL: No. The real issue is that for a long time we didn't really have anything to put
forward. We needed something concrete before opening it up to a broader discussion. I
felt that you had to have a clear proposal, and that proposal first had to be intensely
discussed – intensely criticized and argued against. I remember many times I found to
my surprise that some of the criticisms that seemed worst or least fair turned out to be
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right. Somebody would walk into the room and say, “I’m a historian. The problem of
how to govern a country of this size from points so distant with poor communication is
not new…” So it was really a process of discovery and invention.
We were never able to get a high level of consensus with the hard opposition – Banzer
and those people – or with Jaime Paz. The military believe in the central government,
that’s the way they’re organized, that's the way they think. The LPP was an affront to the
authoritarian way of thinking. We were looking for something that could be tolerated by
the opposition and still be acceptable to the government. This was very important. We
really went and discussed it with everyone, and people came back to us and we made
changes. We kept working and finally got to a point where the opposition wasn't so
offended that they would walk out on us in the middle of the night. They weren't happy,
they wouldn't support it, but they tolerated it. And it’s funny – the MBL voted against all
the popular reforms. I don't know why but they just voted against it. But some of those
congressmen had been working with us on the draft law, and they voted in favor. So we
split the parties.
We tried to explain it as part of the popular nature of the national revolution. We
considered it an extension of the revolution in areas that had been forgotten by the
revolution but shouldn't have been.
JPF: What was opposition to the reform like?
GSL: The big attack on the LPP had to do with the structure of the MNR. Our party was
organized around comandos [village or neighborhood party organizations] that were
almost like cells. It was a revolutionary party, but also a quasi-fascist right-wing party
when it started out. Then it evolved into a left-wing party highly influenced by the
communists. We had a tradition of looking after the people, and the party wanted to
nurture that. So we worked hard to keep that kind of support. Much of the criticism
came from sectors within the MNR, but also from other parties – from people worried
that the grass-roots organizations [OTBs in Spanish] we were organizing to oversee
municipal performance would turn into some system of thought control, like the
commissars in the USSR. And they screamed and yelled about that.
I think one of my big failures was that I didn't make decentralization political. I tried to
keep it depoliticized. I think I did my party a great deal of ill because rural municipalities
had so little money to work with up to then, and this was a huge windfall. The MNR
could have benefitted hugely from that, but I chose not to play it that way. And so I think
the biggest mistake I made was not to make it political. I should have said, “This is our
invention – we are giving you both economic and political power!” People saw it as a
big play to consolidate power and build a powerful organization to serve the party.
Unfortunately it wasn't that. I didn’t want that, and I felt it was intellectually dishonest to
sell it even to my own party as something it was not. I think I made it so technocratic
that it lost its charisma and it's sex appeal. I tried to make it apolitical, which was a big
mistake.
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JPF: How would you have politicized the LPP to help the MNR?
GSL: Well, we would have said, “The MNR gave you the land and now we’re giving
you power.” But with the transfer of funds we felt that would be a big mistake. We felt
the LPP was of national interest, and that it would be accepted better if it wasn't identified
too much with the party, although the party was tickled pink. These municipalities had so
little money because they had been deprived of the land tax, which had been the basis of
municipal financing. They started hating departmental capitals as much as the central
government, because everything went to them and stopped there. They were left with
crumbs in the countryside. So I think I made a big mistake. If I’d said, “This is
something like land reform, like the universal vote. This is something that the party will
be identified with,” I think it would have been much better. I tried to show this as a
national interest, and people attacked it anyway as a political move to win votes for the
MNR.
Actually it was a way to decentralize authority and resources, based on very simple, nondiscussable facts. Many wanted to distribute resources according to poverty measures,
but instead we tried to make it very concessional and create something along the lines of
the Emergency Social Fund. What we really did was to create these municipal entities
and put World Bank money in to help the poor. Poorer municipalities only had to put up
20% of the cost of a project, but also had to have the approval of central government
institutions. Richer municipalities had to put up 50%. It meant they had to use transferred
resources to co-finance public investments with the central government, because no
project would work without local input. Many of these payback schedules were obviously
subsidized. If you got a loan and you put up 20% of the project cost, theoretically you
were borrowing 80%. But they got that back out of future transfers. So you almost had a
hedge on that money.
There was also the issue of what to do with the poorest populations. We wanted to say
everyone was equal, but of course in certain places you had to have subsidies and pump
priming and grants. For the poorest it was grants and concessional loans, often based on
what we were getting from international aid agencies, including the World Bank.
2.8 Political Feasibility and Passage into Law
JPF: How did you make this technocratic reform politically feasible?
GSL: I tried to get my political allies to commit. I pushed the most able people who
were political leaders and bought into this project to go out and try to sell it to the
country. In the discussions that followed we often surprised people by making big
changes to the reform. “This guy is a pig,” opponents cried. “All he wants is to grab
resources. He doesn’t really care about the poor.” They were just waiting for us to run
out of steam. But many more times than I care to remember, even when they criticized in
bad faith, they turned out to be right. So we modified the law, and everybody thought we
were negotiating. But we weren't negotiating – we were trying to get a serious dialogue
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going, trying to make it better. You reached a point when the opposition wasn't that
violently opposed. They hadn't bought into it, but we had backed off from our more
extreme positions. At that point you took it to Congress, and it went through like a steam
roller. The way it happened was, as you went through the law article by article, in
meetings that lasted 20-25 hours, the opposition would get up and go home. They didn't
want to support you, so they would leave and make big speeches saying “This guy is an
idiot!”, “This is against the interests of Santa Cruz!” They would walk out and slam the
door. But they didn't leave angry because what they were really doing was agreeing to
respect the majority.
We could instead have rammed it through Congress with our majority. But then you lose
the respect of the minority, and the minute you offend the minority you have some really
tough guys to contend with.
JPF: Did it go through Congress rapidly?
GSL: Yes. These were very complicated laws, you couldn't play around with them. If
people started making changes, they were likely to end up vetoed. Under the Bolivian
system you have 10 or 15 days to send a letter to Congress saying ‘I veto the stand the
two houses made’. It’s not like the committee system in the US. If there isn’t a two-thirds
majority in Congress, they have to accept the changes you want. If they do have the twothirds, they can impose their changes, but this was rare in Bolivian politics.
That's why the regional thing can be very bad for you. Because people say, “This affects
my department,” which trumps party loyalty, and they defect from your side. The big
problem was always really the city of Santa Cruz, not the department. In our travels, rural
Bolivians criticized departmental capitals because the capitals kept all the money they
received and never sent it to the provinces. With Popular Participation, towns and
villages realized the money would be deposited directly in their accounts, and that made a
big difference.

2.9 How did you carry the MNR?
JPF: The most important question left is, How did you carry your own party? I buy your
story about the process of becoming President, your big victory – it’s very compelling.
But the MNR – like any political party, and more so because it was the most successful
political party in Bolivia – must have had a lot of self-interested politicians who, when
you proposed to give away money and power to people in the municipalities, would have
said: No don’t do that, because we’re going to lose jobs, we’re going to lose influence.
GSL: But the MNR was a national party, so they had people who could steal everywhere.
JPF: I was in Bolivia at the beginning of your presidency. I remember local comandos
of the MNR taking out full page ads in the newspapers that said, “The comando XYZ
demands jobs for party members!” They must have been against decentralization. After
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all, you could have simply handed down jobs and resources to lots of people in your
party. Instead now they were going to have to compete in municipal elections
themselves. Why had they worked so hard to help you win?
GSL: The party realized that this would be electorally powerful, but what they were
looking for was jobs. When the 1964 coup7 brought in Barrientos and Obando, people
asked Victor Paz, “Why is this happening?” And he said, “Because we had 300,000 party
members and only 250,000 jobs!” Basically it was a spoils system. They voted for you
to get jobs and you had to hire the people who worked for you. They would get cushy
jobs or access to different levels of corruption, like building bridges. But of course all of
that disappeared with popular participation. So the party was quite unhappy. I think one
of the biggest failures was not to sell this as something like the universal vote or land
reform – as more power to the people.
JPF: I take that point. I think it’s quite right. Nonetheless, your party voted in favor in
Congress, so it must be the case that at some level they were convinced.
GSL: They were convinced. The MNR might have been a lumpen, half-breed
revolution, but they were also a party that understood populism. Remember that our area
of greatest power was always the countryside. They saw that the level of enthusiasm for
Popular Participation was very high in the countryside.
JPF: But it was more than just a good idea, no? I have a theory that even if you didn't
present it politically, the MNR thought this would capture the vote especially of rural
Bolivians for them for another generation – like land reform.
GSL: I didn't think of that. I wanted to be all-inclusive, Unity in Diversity, this phrase
that justified Victor Hugo Cárdenas and others joining us; that concept of a diverse society
where people lived together, not this racist concept we have now. I felt it was best to
make it a national policy, and I undersold it. This was pure intellectual arrogance. I
should have put it in the party’s hands, because later it went from La Ley Maldita to La
Ley Bendita [from The accursed law to The blessed law]. And here I was saying it
belongs to everybody. “It’s really not about the party. We’re serving the country!” All
this bullshit, which is part of that wonderful book, The Failed Philosopher King, who’s
just an asshole! It was such arrogance to think that. A reform like this had to be used! It
was a devolution of power, of real power to decide, and of money to do things, and we
should have taken advantage of that.
JPF: I remember all those people marching in the streets of La Paz calling it “La Ley
Maldita”. What happened to that?
GSL: When the radical left wing was told they were getting the money, and that real
transfers had begun, their opposition evaporated. I had to overcome a lot of resistance on
our side to make that happen. “Don’t send out checks,” demanded Miguel Urioste [a key
MBL reformer]. But I said, “No – we’re sending them out. Otherwise we won’t have
7

When a military coup overthrew an MNR government led by Victor Paz.
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done anything. There’ll be no decentralization.” And then Carlos Hugo Molina
[Secretary for Popular Participation] opposed changes to university funding that the
reform implied. “Don’t touch my alma mater!” The thing is, change is very hard.
Everyone is afraid of it.
All the people from Banzer's party, who were very close to this concept of
decentralization, and Jaime Paz’s party – they were all the children of privilege. They
wanted what they called decentralization, but not giving power away to people. So they
continued to oppose it, but more quietly for a time.
A lot of the positions around Popular Participation were of a political nature. Some of
the people who resisted popular participation were the unions! Why? Because if you had
to report to a community, you lost your power to negotiate. You went from speaking for
them to answering to them. If you gave the community the power to hire and fire, you
would break the back of the inamovilidad – the seniority system – in education, where
promotion depends on years of service and not performance. Instead, you would have a
community to respond to. When I travelled around, I realized that these rural teachers
who claimed, “We sacrifice ourselves for the country”, actually lived in the cities. They
spent three days a week in the community and imposed very long school days on poor
students, so they could squeeze six days of lessons into three.
The thing is, lots of people talk about decentralization but no one actually wants to do it.
In the 1899 Civil War, La Paz flew the flag of federalism, promising to make Bolivia a
federal country, against Sucre and the unitary state. They mobilized indigenous forces to
fight alongside them, promising them land and better lives. But when they won and
gained control of the government, they suddenly changed their minds. They found
themselves happy to preside over a unitary state, and went back to repressing indigenous
people. That’s the dynamic – people never want to give up power.
JPF: Let’s talk more about the Bolivian decentralization debate before 1994. What was
it like? Who was pushing for decentralization and who was pushing against?
GSL: Well, there was and there wasn’t such a debate. What they called decentralization
was devolution to regional governments – to elected bodies representing the departments,
whose income derived from royalties on extractive industries: gas, petroleum, mining,
forestry, etc. What they were really talking about was a federal system, which is not the
same.
The regions and the capitals, mainly Santa Cruz and Tarija, were in favor. It was those
two departments because they had petroleum. They wanted to control the income that
produced. They wanted their own elected departmental congresses and prefects.
JPF: But who were “they”? “They” were basically business leaders and landowners?
GSL: First of all, it was an elite – business groups and different social movements and
civic organizations that were created for that end.
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JPF: Why had the push for that kind of regional decentralization – what the cruceños
and tarijeños wanted – why did that never succeed before the Law of Popular
Participation?
GSL: Because the parties didn’t want it. We had internal problems because both the
parties and government coalitions of the time were torn between their political and
regional loyalties. Which pressures to obey? The pressure could become fierce. I was
Minister of Planning and Co-ordination for the famous stabilization law, 21060. We cut
a lot of things, and I was declared persona non grata in all the departments of Bolivia
except one, which I was wise enough not to visit. In Cochabamba, my own district, I was
declared persona non-grata twice.
JPF: Why specifically did the parties resist?
GSL: Because of conflict with the regions, which fought fiercely for their interests. It
was a continual fight about resources. They wanted control of more and more of the
national budget, not just royalties from their oil and gas. We were being pressured
terribly by the teachers unions, universities and regional elements. The parties were all
suffering. Many felt it was expedient to be more loyal to regional groups and interest
groups like teacher and health-worker unions from those areas. They demanded more and
more without ever looking at where the money came from. Party discipline was a big
problem because politicians feared the regions.
But the private sector was in agreement because they were scared of populist movements
like Condepa and the UCS. Highland regions were also scared of so-called
“decentralization” to regional governments, who would have had large incomes from raw
materials. Regional elites were very well organized and vocal, and regularly made
unreasonable budgetary demands. So really what I was doing was co-opting people by
going down to a much more popular level.
JPF: That’s interesting. So you put together a coalition of highland interests, private
sector interests, and others who could see that this was going to solve a number of
problems?
GSL: Yes. I didn't know exactly how those problems would be solved, but I had
something that was very important: high credibility from having been with Victor Paz
Estenssoro, and stopping hyperinflation, and also being able to communicate very well.
JPF: I remember this period vividly. The MNR had been out of power and it was
obviously a painful experience for them. No party likes being out of power, and the MNR
– who made the National Revolution – always felt that it was the natural party of
government.
GSL: They also had good political instincts. They weren't ideologically blocked. They
weren't like the communists, or the fascists, blocked into a rigid way of thinking.
62

JPF: How did you convince the MNR to support Popular Participation?
GSL: Because it appealed to the MNR by its very name and substance – giving power
back to the people. Also, as a national party the MNR was built of local and regional
comandos. That’s why we were so good in elections, because we had a political structure
all over the country at all levels. We had the comandos departamentales, comandos
provincials, comandos municipales. And we had people who could see that this was a
devolution of power and money. They had a good smell and could see they would
benefit.
But I tried to make it something very intellectual and that was a big mistake. “No lo
publicitaremos [Let’s not exploit this politically],” I insisted. Instead I should have made
speeches saying, “We gave you the land, we gave you the vote, and now we’re going to
give you power so you can participate in local decisions about the things that really affect
your daily life.” We were attacked for politicizing it anyway – La Ley Maldita, and
everyone who said “These guys are going to use it politically.” But they didn't realize
how stupid I was. They didn’t count on me not realizing the MNR could benefit.
It was a terrible mistake on my part. But the MNR understood it immediately. They
supported it, they applauded it, and they won local elections. They were very happy
because instead of fighting for jobs they could win the Mayor’s office. They went and
sold it to the people, “We’re going to have this and that,” and the MNR just took over
local power. We had landslides in the first municipal elections. We wiped everybody out
because we had party members in all the regions, and we were a party that identified with
the countryside. I had broken the glass ceiling of being able to win the cities for the
MNR. I can't tell you the results we had in those first months.
2.10 Popular Participation in Action
JPF: So now the law’s been promulgated. What happens next?
GSL: Before no one ran for local government because the municipalities had no money.
A few women ran and won. When popular participation came and money with it, the men
were indignant. They began throwing the women out of office. They’d say, “In the next
election we’ve got to get rid of all these women, who only won because there was no
money.”
So lots more men came in. But many women remained – many more than in national
government. And I really learned. I really listened and I saw the wisdom of it. I saw, of
course, that local government is women’s government, and they’re 50% of the population
and the mother of the other 50%. So I think it’s all about the power of women.
JPF: So this is unlocking women’s power in some sense?
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GSL: I belonged to a society where my mother was the one who taught us how to swim.
My father was very affectionate. He was a great intellect and a very wise man, but my
mother had all the balls.
JPF: Then what happened?
GSL: Then these people had to decide what to do. So the first thing they do is fix the
plaza, and then they fix the football field. “These idiots they should be spending on
education,” said the critics. But these were the things that meant a lot to people. It was
their ride, their local identity. Of course, they later got around to education and health,
which were very vital. And what popular participation did was public investment. Before,
the World Bank and other donors made many wonderful hospitals and filled them full of
equipment. But nobody had money for maintenance. The central government paid
salaries, but the hospital had no band aids, they had no alcohol, they had nothing to
operate with.
With participation, local people had the money to make sure these things actually ran. As
they put up the money, they made sure the work got done and the money wasn't stolen.
That’s when it went from Ley Maldita to Ley Bendita – it was very sudden. And that's
when everybody who was in politics started hating us. “These people gave everybody the
vote with land reform,” they said, “and we couldn't get rid of them for generations. Now
they are going to stay forever! Maybe not Goni, but the MNR.”
We tried to reintroduce land taxes, but we weren't successful. We did reintroduce land
taxes on large plots of land, though.
JPF: When were land taxes abolished? In the revolution?
GSL: When they gave out the land they abolished the tax. Which was idiotic because it
was a firm principle of ownership since colonial times – if you pay a tax on it, it belongs
to you. That created a big problem because with urbanization, people who wanted to
build couldn't get title to the land. “How are we going to know who owns it?” they kept
saying. It’s very simple, you just walk along and if a dog started barking at you, that’s
the beginning of someone’s land. Dogs know where the property is. You can't do it with
aerial photography or GPS. But you can do a dog – a dog is trained to know what
belongs to his master.
The World Bank wanted very sophisticated answers on how we were going to implement
these measures. And of course all this “give all the power to the Soviets” stuff, they
didn't like that very much. Nobody likes it because what everyone wants is to control
other people. But Popular Participation worked because if communities didn't put money
in, they didn't get money out. This was based on the Emergency Social Fund, which was
Victor Paz’ great idea. I was a technocrat, I wanted to talk about inflation. He said,
“Goni, you can't do it if you don't take care of the people. You've got to create jobs”. He
was a good politician.
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JPF: Looking back on it now, do you think that the Law of Popular Participation did
what you set out to achieve?
GSL: I think it did in part. It was attacked violently from the left and the right. But it
worked. I’m always very proud of the fact when I went into government, 75% of public
investment was managed from La Paz and 25% in the regions, and when I left
government 25% was managed from La Paz and 75% in the regions. It increased funding
for education and health all over the country. It was a fabulous reform.
JPF: Were there any outcomes from decentralization that you didn't expect?
GSL: I didn't expect a high level of corruption.
JPF: You didn't? Really?
GSL: No, I felt people would run things well. When the church said corruption would
increase, I always had a very good reply. I’d say, “At least we’ll have achieved a true
democracy in corruption. Usually only the guys on top steal, and that’s not fair. Now
everybody steals!” But the church was right – they had a more realistic view.
But, you know, as time went by people started to pay the price of corruption. My
grandmother used to say, “There are two things you can't hide. One is money and the
other is love.” And money in a small community is hard to hide. You can't put it in
Switzerland. People would look and say, “Where the hell did that truck come from?”
2.11 Goni’s Political Legacy
JPF: Let’s move on to the end of your presidency.
GSL: I left government in 1997 because I had to comply with the constitution. But many
people said that I had a constitutional way to stay for another term. A clause in the
constitutional reform increasing the presidential term to five years would have permitted
re-election with a two-thirds vote of Congress. But I knew I had a conflict of interest so I
didn’t take the re-election, and I’ll tell you why. To get the two-thirds vote I needed to do
a deal with either Banzer or Jaime Paz. Jaime Paz approached me and said, “The
Americans are persecuting me because they say I used drug money for my campaigns.”
And they’d taken away his visa and were pressuring me to apply the anti-drug law to
throw him in jail. So Jaime Paz said to me, “I’m willing to vote for your re-election.”
“And benefit from a deal with the accused?” I said. “You don’t have to do a deal with
me. I won’t persecute you. I’ve told the Americans that if they have proof of what they’re
alleging, they should apply for your extradition instead of taking away your visa and
degrading your reputation.” I promised unconditionally not to do it, even without his
support.
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The cynical American ambassador said to me, “You know, the proof we have wouldn’t
be permitted in a US court.” They wanted me to do their dirty work for them. So I didn’t
take that deal, and everybody’s criticized me because I didn’t have enough time to see my
reforms through. Maybe I did the right thing, maybe I didn’t. But that’s the way I did it.
JPF: You could have traded for it?
GSL: Yes, because he came in thinking that I was a good businessman, which obviously I
wasn't.
In fact, it was the wrong thing. When I was out of government, Banzer and Jaime Paz
worked very hard over five years destroying everything we did. The biggest mistake I
made was not making that deal with Jaime Paz to get another term. Because with his
party we had the two-thirds I needed to change the constitution and run again. My party
didn't help me either because they didn't want me to stay. Everybody wants to replace
you. I felt bad about it on ethical grounds, but it was a terrible mistake. I could easily
have won an even bigger re-election. They would have asked, “Why do you need 5 more
years?” And I would have answered, “Trees need time to produce fruit. It took a year
and a half to put these reforms in place, now let me finish.” And the people would have
said, “Let him finish. Let's see if it works.” With five more years we would have seen the
reforms give fruit, and then Banzer and Jaime Paz wouldn’t have been able to cut those
trees down.
Indeed, that’s why we moved to a five-year term. I learned that travelling around the
countryside. Reform is like a fruit tree – you have to wait years to get the fruit. In the
third year you start getting some fruit, and then more the fourth year, and the fifth year
you finally see full production. So if you reform, a fifth year gives you a chance of seeing
results before you or your party go through an election.
All of these reforms could be dismantled. I felt the changes we’d done were so
fundamental they couldn’t be reversed. But they were.
JPF: Where do you fit in Bolivia’s political history? Where is your place?
GSL: When I was elected, there were primaries and Guillermo Bedregal won them all.
But then the party chose me, because the people in the party knew they couldn’t win an
election with him but they could with me. First because I was more credible, and second
– I had money! So they and the technocrats said, “This is the man who can do it.”
But politicians are so self-centered. Although Victor Paz helped me, he was really upset
because he wanted to finish his career with all of us, like Hindu wives, burnt on the pyre
of his retirement. He was very upset with me when I became the candidate, although he
did help me in a certain way. He was upset because he was worried about his future. He
was going into history and he had had some bad scrapes and was able to returned to
power each time. His was the best government – his first and last governments – the last
was a great government. I gave a speech and said that a politician is a man who looks at
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the next election, and a statesman is a man who looks at the next generation. So when I
went to visit Victor Paz to present my resignation [as Minister], he said to me, “Goni,
I’ve seen a lot of people over my career, and among the few that I think could be
statesmen are you. But please explain to me how the hell you’re going to win this
election?!?”
JPF: You think he was worried about being overshadowed by you?
GSL: No. I think, first of all, he couldn’t leave it to a guy with a mining background.
Secondly, a guy who had taken all the brunt of stabilization and all that brutal criticism.
And third, a guy who had this accent so far away from peoples’ lives. This was my first
election, which I won and they stole from me. He couldn’t believe that I had any chance.
He preferred me to leave the scene, and for him to outlive his party. He wanted the party
buried because he had founded it, he made the big revolution, and then the big counterrevolution. Victor Paz is what Mao always dreamed of being. First, to make the
revolution, and then the counter-revolution. But Mao didn’t have the experience, and he
didn’t have the people who would listen to him like Victor Paz did, by following him out
and then following him back again. He had this wonderful reputation and he really
deserved it.
I wish I hadn’t been so intellectually arrogant. But you know you have to be an
egomaniac to be a politician. The cost-benefit is so bad that you can’t think you’re
human. My wife and my daughter – real people – were never in agreement that I should
stay in politics because they had lived the ups and downs of political service. My wife’s
grandfather, a very good judge who happened to be the President of an interim
government that called elections after the revolution that brought down the ancien regime
– he was exiled by the MNR. The MNR got into power and of course threw him out.
They saw how he suffered, an honest man and all the rest. So nobody wanted me to be in
it. But I obviously had it in my genes. When democracy came to Bolivia, my father said,
“Goni I don’t think you really want to be the richest man in South America’s poorest
country. Now you have to go into public service.” So of course I went to help the MNR
and ended up in parliament. That’s a long story. A lot of it was luck, and a lot of it was
instinct and something that I wanted.
JPF: Did you think your first presidency would be a second revolution? And that you
would be a second historic figure for Bolivia?
GSL: Yes. Whitehead said, “Progress is change with order and order with change.” We
were doing a revolution in democracy. What is the definition of a revolution? It’s
irreversible change. But that’s where I made a dramatic mistake. I didn't realize that in
four years, the time it took me to get these concepts clarified and go through the dialectic,
not only did it take so long to prepare, but once we presented the law we went through
hours and hours of meetings at community level with the unions and with parties, and we
would even do a great deal of what they call here town halls. People would come and
Victor Hugo Cardenas [Bolivia’s first indigenous Vice President, 1993-97] and I would
answer questions about popular participation. All these interest groups, like the teachers,
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and all the party members were all against this, saying, “How could you give power to
ignorant people? How can they vote if they don't know how to read or write? How could
they run their own affairs if they’re illiterate?” And I said, “The majority of Bolivians are
illiterate, but they all know how to count. Go down to the market and see if you can get a
good deal out of these cholas. They know better than anybody what to do!”
JPF: In 1997 you handed over the Presidential sash to Gen. Hugo Banzer. But you
chose to stay in politics. Why?
GSL: I always said the best job I ever had was in Congress. I loved being part of
Congress. I liked negotiating in the halls, and all the horse trading. I always said, any job
where you go to committee meetings after 10 am, and you don't have to go to work until
after 3 pm, is a good job. And every idiotic thing you say is recorded for posterity.
There are three things that people struggle for in politics. First money, but I already had
that. I don’t think honesty is a virtue, I think honesty is a habit. My family has had
generations of people who didn’t steal. Secondly you want women, and I’d had enough of
that. I would have loved to be like Gaddafi and Berlusconi, but I’m too timid. I’m
dominated by my wife! And thirdly, you do it for social position, and I had social
position. That was my weakness – I had confidence, I was educated. So when you have
those things, why are you in politics? You have a mix of, let’s say, a desire for public
service and you want to effect change. You want that change to be irreversible, but it’s
not. Or at least it wasn’t.
Public service, wanting to serve your country – I think it’s the ultimate arrogance. It’s
Greek hubris to think you can leave a mark in history. You can’t. I think you plant a seed
and maybe a tree grows, but you can’t guarantee what it grows into. I wasn’t able to –
probably due to factors beyond my control. I think part of it is that you can’t be a
politician if you’re not willing to bend with the wind. If you think you can be perfectly
ethical and be in politics, you don’t understand what you’re doing! It’s like thinking you
can ride a horse without a bridle. So I think it was just absolute hubris. I felt I could do it
and have all these things without dirtying my name. And now, of course, I’m accused of
genocide.
2.12 Changes in Bolivian Politics Since 1994
JPF: It’s self-evident that Bolivian politics have changed a lot in the last decade. Around
the time when you were winning elections in the 1990s and early 2000s, we had a stable
equilibrium of political parties that varied in terms of composition and ideology. But
there was broadly a left-right spectrum, pro-labor vs. pro-business, with the MNR
roughly in the middle straddling that divide. How have Bolivian politics changed since
then?
GSL: Of the so-called “traditional parties”, the MNR had the strongest position because
the changes it made were long-lasting. Land reform gave the MNR great strength in the
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countryside. Village elders told the young how life had been before land reform, and the
peasantry voted for the MNR again and again. But over time people migrated to the city,
farming and land became less important, and the elders started dying out. And the
countryside began to lose that memory, and that gratitude.
Also, the ADN and the MIR worked very hard to discredit what we achieved. I gave
Banzer 5 years in power,8 but he didn’t know what to do with it. All he wanted was to
return to the Presidential palace via the ballot box. He didn’t actually have a platform –
no idea what to do with the power he’d finally won legitimately. So he set about
destroying many of the things I’d done, like the Bonosol. [The Bonosol paid elderly
Bolivians a pension that raised many above the poverty line, out of the proceeds of the
privatization of big state-owned enterprises.] It was a beautiful idea. But they destroyed
it.
JPF: Why do you think they did this?
GSL: Because they were worried that with these reforms we’d be in power forever.
They had to undercut the basis of our popularity.
Since then everything has changed. Evo Morales came in and sold the idea of lucha de
razas [racial warfare] to Bolivians.
Another big change has to do with drugs. I underestimated the problem of drugs. Since
the 1950s, with land reform, coca was a symbol of colonial humiliation. People looked
down on it. But the US decision to make it illegal had terrible effects on Bolivia. Prices
and profitability shot up, and people started producing it like crazy. But we don’t even
capture much of the profit. Only 15 percent of the street value of cocaine stays in
Bolivia. The other 85 percent goes to foreign traffickers.
Some of this drug money started flowing into politics. That’s what the Jaime Paz deal
was all about. Bolivian politics was already very corrupt – corruption was tied up with
coalitions and agreements amongst parties over legislation and policy. People ran for
office because of the corruption opportunities available to the winners. It was always
going to be hard to eradicate. But then the drug money came in and turbo-charged the
whole thing.
JPF: How were parties structured internally prior to 1994? Were they elitist?
Verticalist? Or horizontally with strong grass-roots support?
GSL: The ADN were people who benefitted from Banzer’s dictatorship. The MIR were a
bunch of leftists who sold out for money. Both parties were vehicles for their respective
leaders, Hugo Banzer and Jaime Paz, with everyone else basically riding their coat-tails.
Neither survived the demise of the leader.
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All the parties were run from the top down. All of them had lost touch with their grassroots supporters. This was a worse problem for the ADN and MIR, which lacked the
strong structure of the MNR’s local and regional comandos. And that was made worse
when Banzer’s government began destroying my more popular reforms. People could
see through that, it wasn’t smart.
JPF: Did decentralization contribute to the downfall of the traditional parties?
GSL: The parties were already in trouble from before. And then with Popular
Participation, you could no longer use the political hacks you had before – they would
lose local elections. You had to find people who were popular locally. We did this, but it
was hard. The MNR had a structure that should have made it easier, but we weren’t used
to operating that way. And the other parties had worse traditions and no structure. So
they were totally out to lunch.
In the MNR, we just couldn’t get used to it. The problem of women in politics is one
example. Before the reform, local government was powerless and moneyless, and
women dominated it. After reform, the men realized what was going on and went and
kicked all the women out of their local offices. A lot of those were MNR men kicking
out the women. It didn’t help us win elections.
More broadly, the system of the second round [which traditionally decided most Bolivian
elections] began to break down, because the way you held coalitions together was
through patronage and corruption. With Popular Participation, patronage and corruption
spread throughout the country. At the national level it got harder and more expensive to
hold governments together. That was part of the political collapse. That was the story of
my second term.

3. Afterword: Bolivia’s Recent Political History
The changes alluded to above undermined the Bolivian political party system, although
happily not its democracy.9 Following on from decentralization by about a decade, a
political tidal wave swept Goni from power and drowned all of the traditional political
parties, and with them the political-party system that had run the country for fifty years.
Since the 1952 revolution, Bolivian politics was centered on the MNR, accompanied by
various opponents and offshoots to both left and right that alternated in power in a
broadly stable, left-right, pro-labor vs. pro-business equilibrium that survived numerous
coups and dramatic economic shocks. In 2003, political protests against Goni’s second
MNR-led government morphed into a popular uprising that sent him fleeing from power
to the US. With fewer congressmen than before, Goni depended on a larger number of
more diverse parties for his congressional majority. As his position weakened in 200203, he drew more parties into the alliance. When civilians were killed by security forces
9

As of this writing.
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and protest turned into full-scale revolt, not only the President was implicated, but most
of the political system. When Goni fell, all of the traditional parties fell with him.
The old regime collapsed, leaving a yawning political vacuum. Into this stepped Evo
Morales and his Movimiento al Socialismo (MAS). Bolivia’s new politics is amorphous
and still-developing; its key competitive dimension since around 2005 has been ethnic
and regional identity, although there is no guarantee that this will persist. The MAS itself
is a comparatively loose political movement much less organized or institutionalized than
the MNR was before, its appeal largely centered on Morales himself. How it is likely to
develop within a new Bolivian politics is impossible to say. But we can already conclude
that the rise of the MAS was predicated on decentralization, which was crucial to the
political transformation that swept the country.
To see this, consider these stylized facts. Until the 1990s, Congress was dominated by
Bolivia’s landed, business, and professional elite. More than 90% of its members were
educated upper-middle and upper class people with European surnames, private
educations, and residences in its largest cities’ best neighborhoods. They were typically
men who developed careers in the private sector before penetrating national politics
horizontally, via a party. Today over half of Bolivia’s Congress, and over four-fifths of
its Constitutional Convention, comes from small towns and villages. They tend to be
shorter and browner than their forebears, with indigenous surnames (e.g. Quispe,
Callisaya, Mamani), fewer diplomas, and backgrounds as carpenters, truck drivers, and
farmers (as distinct from land owners). As Zuazo (2009) notes, they overwhelmingly got
their political start in local government, as mayors, GRO leaders, and municipal
councillors. This served as both platform and training ground, allowing them to ascend
to higher levels of politics through successive elections. In simple terms, decentralization
provided a ladder up for budding politicians in Bolivia’s villages and poor neighborhoods
where previously none existed. Although they joined established parties for the first few
elections, they soon turned their backs such parties and overthrew them in favor of their
own amorphous movement.
If the future of this new politics is hard to predict, the future of decentralization is not.
Bolivia’s current rulers were formed in the crucible of local politics. They see it as both
natural and “theirs”. They want more of it, as do voters. Hence one of Morales’ major
reforms has been a dramatic deepening of decentralization via the 2009 Constitution and
the 2010 Law of Autonomies and Decentralization (Faguet 2013). Major innovations
include the introduction of indigenous and rural autonomous governments for “nations
and peoples who share a cultural identity, language, historical traditions, institutions,
territory and world view” (Government of Bolivia, 2010, Art. 30(1)). The law allows
such communities to govern themselves and organize their economies according to their
own principles, practices and forms of organization. Within such areas, traditional
institutions and practices supersede the legal forms of the state (e.g. elected mayors and
municipal councils). These are key elements in the construction of what the MAS calls
the new, diverse, “pluri-national” Bolivia.
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This leaves us with a final, potent irony: Morales, the MAS, and the “new Bolivia” want
badly to stand for the deliberate, systematic rejection of a “neoliberal” past—the most
potent symbol of which is Gonzalo Sánchez de Lozada. But all are, in the deepest sense,
his own creation.
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Abstract
Amid the great forces pressing Pakistan today, decentralization may seem a small matter.
Local democracy was introduced only a few years ago, under General Pervez Musharraf's
rule, for small local unions with an average population of under 30,000. But
decentralization can change the nature of democratic politics profoundly when it sharply
increases the number of popularly elected representatives. Although local democracy was
introduced by a military ruler for his own purposes and now might seem inconvenient for
many politicians at higher levels of government, local democracy can provide an
essential foundation for a strong democratic system in Pakistan. To see how, this chapter
first considers the vital relationship between local and national politics, and then analyses
alternative systems of local elections to see how they could strengthen the national
democratic system.
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1. Introduction
The history of Pakistan shows a paradoxically countercyclical pattern for local
democracy. Three times in the history of Pakistan, elected institutions of local democracy
have been created by military regimes, and each time the subsequent civilian
governments have either failed to revive elected local governments or replaced them with
unelected administrators. In the most recent transition from military to civilian
democratic rule, elected local governments were created by General Pervez Musharraf's
military regime, but the revived civilian provincial governments completed their fiveyear term in office without holding local government elections and again have placed
these governments under the authority of unelected administrators4. Thus, although
incumbent political parties have promised local democracy in their election manifestos
and have finally reenacted local government legislation after six years in office5, the
institutionalization of empowered democratic local governments in Pakistan remains in
doubt.
Supporters of democracy in Pakistan must understand this countercyclical
pattern of local democracy to seek ways of escaping from it. Successful democracy
depends on a vital relationship between democratic politics at the local and national
levels6. A commitment by civilian democratic regimes to functional elected local
governments would strengthen the foundations of federal democracy in Pakistan. The
democratic parties' disconnection from local government has created local political
vacuums that have been repeatedly exploited by nondemocratic forces to undermine the
national system of civilian governance.
This detachment from local politics has had particularly disastrous consequences
in the Tribal Areas, where local democracy has never been introduced and where
colonial modes of governance have continued till now. The long neglect of democratic
and legal rights in the Tribal Areas has set the stage for militant insurgency, which had
profound national and regional consequences and prompted some demand for military
action. However, such military action could only be successful if combined with the
building of responsible local government in these areas, which could hardly take place
at a time when local democracy is being suspended in the rest of the country.
In this paper, we consider how this disconnection between political parties and
local democracy evolved, and how the foundations of democracy in Pakistan could be
strengthened by healing this rift.

4

This is true as of August 2014 when this paper had been last updated.
The legislation was finally passed after considerable pressure from the courts.
6
Giuliano and Nunn (2013) provide preliminary evidence on the association between a tradition of
democracy at the local level and contemporary democracy and democratic attitudes.
5
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2. Non-representative regimes have championed local government
reforms
In 1959, General Ayub Khan's Basic Democracies Ordinance established local councils
that included both elected members and members appointed by the government, with
administrative supervision by an appointed civil servant. Zulfikar Ali Bhutto’s civilian
government did not establish elected local governments during its tenure from 1971 to
1977. Elected local governments were revived in 1979, under General Zia ul-Haq's
military regime, and this time all council members were locally elected. After the
restoration of civilian constitutional government in 1988, however, tensions between
elected provincial and local tiers over who controls and dominates local patronage
resulted in the suspension of elected local bodies and their replacement for the most part
with unelected administrators.
Elected local governments were again established in 2001 by the Local
Government Ordinances of General Pervez Musharraf's military regime. Under General
Musharraf's reforms, local administrators reported to the locally elected government,
instead of supervising it. However, since the revival of democratic governments at the
federal and provincial levels, true to the countercyclical pattern, the incumbent political
parties have continuously delayed holding local government elections, and each of the
four civilian provincial governments have run local governments through unelected
administrators. Although new local government legislation has been passed by provincial
legislators in all four provinces six years after the latest transition to democracy after
considerable pressure from the courts, there seems to be no urgency to hold local
government elections and institutionalize an empowered democratic local government
system in the near future.

3. Why has local democracy been associated only with military
regimes?
Elected local governments have helped military regimes to legitimize and strengthen their
control over the state. To counter the popular support of democratic political parties,
military regimes built an alternative base of political support by patronizing a class of
new locally elected politicians. Elected local officials could offer the non-representative
central government a vital political connection to local constituencies throughout the
nation (Cheema et. al. 2006). Local officials could communicate local concerns to the
center as they helped the non-representative center to extend its influence in local
politics. As later military rulers confronted a more developed system of party politics at
higher levels of government, elected local officials were given progressively greater
authority over local administration under the later rounds of military-sponsored localgovernment reforms.
77

In all these local-government reforms, however, political parties have been
consistently excluded from any role in sponsoring candidates for local elections. Rules
against partisan politics could be selectively applied by the military regime to restrict its
opponents without limiting its own favored candidates. As a result of this rule,
mainstream political parties have historically seen non-partisan local governments as an
instrument of military regimes for creating a class of collaborative politicians to displace
the parties' organization at the local level.
In a democratic regime, it is very difficult to institutionalize an empowered
democratic local government system when the political parties' representatives in the
national and provincial assemblies see elected officials at the local level as competitors
for power and patronage. Parties and their legislators might promise to reform local
democracy and even pass legislation, but the governments in power would find it more
convenient to keep delaying the transfer of power to elected local governments on
different pretexts. Thus, it is not surprising that institutions of elected local democracy
have been kept weak and withered when civilian democratic governments were restored
at the provincial and federal levels.

4. The disconnection from local democracy has weakened national
democracy
A simple count of the number of elected officials can illustrate the potential importance
of local government in strengthening the national democratic system. General
Musharraf’s 2001 reform increased the number of popularly elected representatives by
almost 80,000 members at the lowest tier of elected governments, the union councils. It
also resulted in a significant increase in the number of elected positions reserved for
peasants and women, with a total one-third reserved seats, as compared to 5 and 10
percent in district councils previously. These elected local councilors represent a large
pool of potential political talent, compared with about 1100 elected members of national
and provincial assemblies who form the basis of constitutional government today.
These local political leaders should be contributing to the strength of the whole
democratic system, but their contribution is lost when political parties are disconnected
from local government7. In a strong democratic system, outstanding achievements in
7

National political parties have played an important role in the sustainable introduction of local
democracy in a number of successful transitions to decentralization in Latin America and South Asia, such
as Bolivia (Faguet 2012 and 2014), Bangladesh (Faguet and Ali 2009), Brazil (Heller 2001), Kerala (Heller
2001) and West Bengal (Bardhan et. al. 2009). In fact, the earliest and most sustainable transitions to local
democracy in post-independence India have happened in states where national political parties have taken
ownership of the decentralization agenda. Crook and Manor (1998), Enikolopov and Zhuravskaya (2007),
and Ponce-Rodriquez et al. (2012) find cross-national evidence that the benefits of political decentralization
can depend on strong competitive political parties at the national level. In fact Ponce-Rodriqeuz et. al.
(2012)’s evidence provides support for the hypothesis that the combination of democratic decentralization
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local government should open a path for local leaders to advance to higher political
offices, but such paths are closed when mainstream parties are separated from local
government8. When local government is nonpartisan, political parties cannot enhance
their reputations by sponsoring better local governance. Thus, democratic competition to
improve local government is weakened, and barriers to entry are raised in provincial and
federal politics.
The structure of political parties has been affected by their disjunction from
democratic local government. Political parties in Pakistan are highly centralized, and
their national and provincial leadership retains considerable control with regard to the
nominations of legislative candidates and strategic decision making. Their organizational
structure does not reach broadly down to the local grass-roots level. According to Duke
University’s recent cross-country Democratic Accountability Survey, in comparative
terms, Pakistani parties exhibit fairly high levels of organizational centralization
combined with average levels of organizational extensiveness (Kitschelt and Palmer
2009). Interestingly, the survey data found that experts' assessments of these measures
had little variation across the different Pakistani parties.
A consequence of the barriers to entry in provincial and federal politics resulting
from the disconnect between local governments and political parties is the much higher
incidence of dynastic dominance in Pakistani politics compared with other polities. A
recent study finds that the incidence of dynastic politics among Pakistan’s elected
representatives is nearly double the incidence found in India and five times the incidence
found in the US during the Civil War period (Cheema, Javid and Naseer 2013). It finds
that approximately two-thirds of the elected legislators and around half of the top three
contestants in the national assembly elections in Punjab, between 1985 and 2008, were
dynastic and the incidence of dynasticism has remained remarkably stable over this
period. The lack of a strong competitive presence of mainstream parties in local politics
has also been exploited three times already by military rulers to consolidate their regime
after a coup. It would be much more difficult for a future military ruler to displace the
democratic political parties if their base of support extended into local politics.
The weakness of local democracy has been particularly problematic in the
Federally Administered Tribal Areas (FATA). Under Article 247 of the constitution, the
regular court system does not function in FATA, arbitrary colonial era laws remain in
force and until recently political parties were not allowed to operate there. Local
government laws have never been applied in these areas. Denying legal and democratic
rights in Tribal Areas fostered a narrow tribal leadership that was vulnerable to Taliban
insurgency. This local political vacuum has thus served the interests of militants and has
worked against moderate political parties, which have been barred from organizing
political activities in these areas.
To restore government authority in these areas, military operations against
insurgents can only be a first step, and they must be followed by a political process of
(popularly elected sub-national governments) and party centralization (national political parties playing a
role in local candidate selection) produces the best outcomes for public service delivery in their dataset.
8
Myerson (2014) elaborates the theoretical reasoning underlying this argument.
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building effective local government. The legitimacy and durability of governance in
Tribal Areas would be strengthened by the involvement of a broadly representative
group of elected local leaders, who would become stakeholders in the political system.
The introduction of local democracy in the Tribal Areas could be a vital step toward
restoring government authority there in a form that can win greater support from the
local population. But the extension of local democracy to Tribal Areas seems unlikely
when local democracy is being suspended in other parts of the nation.
When we recognize the vital importance of local democracy, we can begin to
ask what forms of local democracy can contribute most to the strength of the national
democratic system. This question requires us to consider the structures of local
government in some detail, as seemingly minor details in the rules of the political game
can sometimes have major consequences for the nature of political competition.

5. Local government reforms have been designed to fit the
purposes of military regimes
The 2001 reforms reduced the significance of union councils by giving executive
authority to mayors (nazims) who were elected separately, instead of allowing the local
councils to elect their leaders and hold them responsible as in a parliamentary system.
The union council is the lowest tier and it is the only tier where the councilors and
mayors were directly elected by the people. By elevating the mayor above the union
council, the reforms narrowed the effective base of local democratic leadership in the tier
of government closest to the citizenry (Cheema and Mohmand 2004).
General Musharraf’s local government system required the deputy mayors and
mayors of all union administrations located within the jurisdiction of the relevant tehsil
and district to serve as the councilors of the two higher tiers of local government, the
tehsil and district respectively. This system of constituting district governments from
union governments may have advantages for encouraging cooperation between the
different levels of local governments. However, the cooperative connection between
different tiers was weakened by the fact that union mayors and deputy mayors were
made higher tier councilors in their personal capacity and not as representatives elected
by their union councils.
Under the 2001 system, the district and tehsil mayors were not subject to direct
popular election but were indirectly elected by a large electoral college that included all
members of the union councils in the district and tehsil, respectively. Once elected,
however, the district mayors were responsible only to a smaller council of local union
mayors. Having members of the union councils elect district mayors and tehsil mayors
over whom they had no subsequent power encouraged corrupt manipulation and voteselling excesses, beyond the forms of coalition-building that are normal in parliamentary
systems where the executive is responsible to the same group that elects it.
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An important feature of this system is that local union councils were popularly
elected by a voting rule called single non-transferable vote or SNTV (Keefer et. al.
2006; and Cheema et. al. 2006). SNTV is a kind of multi-seat proportional
representation system but without any party lists. In SNTV, each voter must cast a
ballot that endorses just one individual candidate among the many candidates who are
competing to fill many available seats. In the local elections of 2001, a voter could cast
one vote for a candidate to fill the 8 general unreserved seats on the council, plus
separate votes for several other categories of reserved seats for women, minorities, and
disadvantaged groups.
Historically, SNTV was introduced in Japan in 1900 by oligarchic rulers who
had an interest in keeping democracy weak (Ramseyer and Rosenbluth, 1998). When
SNTV was used in Afghanistan's 2005 parliamentary election without political parties
to coordinate voting blocs, the result was that losing candidates split large majorities of
the votes in each province. In the long run, because of such coordination problems,
SNTV tends to favor factions that have supporters who will obey their leaders'
coordinating directives about how to vote9 . Thus, SNTV tends to reinforce the power of
corporate or tribal leaders who exercise authority in patron-client relationships.10
The exclusion of parties from local elections, the concentration of power in
separately or indirectly elected mayors, and the use of SNTV in council elections may
have made sense if the goal was to reduce the non-representative central government's
costs of managing the local political system. However, these provisions seem less well
designed for the goals of strengthening broad democratic representation and
accountability in government.

6. Well-designed local government reforms can strengthen
Pakistan’s federal democracy
A reformed local-government system that strengthens Pakistan's federal democracy must
engage the mainstream political parties and give them a stake in supporting local
democracy. Most importantly, by engaging the provincial and national parties, local
democratic institutions should help the parties to develop a broader political base of
active local supporters, whose energies should strengthen their party at all levels. The
strength of a democratic political party must ultimately depend on the quality of its
candidates. Well-designed local governments should serve as a primary source of
candidates who can advance democratically to higher offices after first proving their
ability to earn popular approval at the local level.

9

Cheema and Mohmand (2008) provide evidence that under Pakistan’s 2001 local government system
traditional rural elites were much more successful at coordinating electoral voting factions than the
leadership of low income, poor and marginalized households.
10
The coordination problems under SNTV become more severe when the number of seats being
allocated is larger. So the problems of SNTV may have contributed to the decision in 2005 to decrease the
size of the local union councils from 21 to 13(See Myerson, 2009).
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We offer examples of how local institutions could be designed better to meet
these criteria.
A vital role for parties in local elections can be assured by electing local councils
according to a list system of proportional representation, in which voters choose among
competing party lists. Any party that has at least some minimal representation in the
provincial or national assembly should be able to nominate a list of candidates for local
elections throughout the province. Local council seats would then be allocated to each
party list in proportion to the number of local voters who choose this party on their
ballots.
But if voters only choose among party lists that were formed by party leaders,
then local elections will do nothing to promote the political advancement of individual
candidates who achieve greater popular approval. In a well-designed local government,
local elections should help each party to measure the popular support that its local
candidates have helped it to earn in each community. To achieve this function, voters'
ballots in local elections should also include some indications of approval or disapproval
for individual candidates. Such votes for individual candidates can be incorporated into a
party-list system of proportional representation by using what is called an "open list."
For example, each voter who supports a party could be asked on the ballot to
indicate an approval rating for each candidate in the party's list. Then the seats that the
party wins on the local council would be awarded to its candidates who get positive
approval ratings from the largest numbers of the party's supporters in the election. Such
an approval-voting open-list proportional-representation system would give each party a
clear indication of who among its candidates has earned the broadest support from local
voters.
The recent local government legislation passed by the provinces in 2013 has
institutionalized partisan elections, which will give parties a stake in supporting local
democracy. This is an important first step towards building effective democracy in
Pakistan. However, initial indications11 suggest that the selection of local electoral
candidates is likely to be the preserve of the provincial party leadership. This is likely to
strengthen the control of federal and provincial dynastic politicians in parties and their
clients, which will sustain barriers to entry into politics. By denying a formal role to the
voice of voters in candidate selection this local electoral system may weaken the ability
of the local government system to act as an effective nursery for the selection and
advancement of talented politicians. This will strengthen political oligarchies as political
advancement is likely to depend on loyalty to the party leadership rather than on the basis
of independent reputation for public service12.
Letting local councils at each level elect their own executive mayor or nazim
would give effective responsibility for local government to a broadly representative
11

This was clearly the norm during the election campaign in Punjab’s local government elections
that were scheduled to be held in January 2014 but were suspended one month before the date of polling.
12
On this centralizing tendency referred to as the Iron Law of Oligarchy see Michels (1915).
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group of local leaders, which would be consistent with the systems of parliamentary
responsibility that are already constitutionally mandated in government at the provincial
and national levels in Pakistan. This reform should be initiated at the level of the lowest
tier, the union council, and followed through the higher tiers.
The past system of including local union mayors in the councils of larger districts
may be a good way of encouraging higher levels of local government to cooperate
effectively with lower levels. Enacting parliamentary democracy at the union council
level will ensure that union mayors and deputy mayors become higher tier councilors in
their capacity as representatives of their respective union councils, and so will strengthen
the links of cooperation between different tiers of government. But to provide a way of
identifying popular local leaders in larger districts, a district council should also include
some representatives who are elected at large by the voters of the entire district, using the
approval-voting open-list system, as suggested above. It would be natural to suggest that
the district mayor should be chosen by the council from among these at-large
representatives. Then the position of at-large district representative could become an
important step in the ladder of democratic advancement (between local union councils
and provincial assemblies) for politicians who earn the trust of voters in the district.
Established leaders in the national and provincial governments might naturally
have concerns about elected local officials becoming future competitors for power. Any
reform that enhances democratic competition is bound to raise such concerns. But these
concerns should be substantially assuaged when candidates for local elections are
nominated by the parties that have representation in the national and provincial
assemblies. Giving district councils the power to replace their mayors should also help to
reduce concerns about local political dominance by a too-powerful district mayor. Under
open-list proportional representation, at-large district councilors would get votes from
only a fraction of their party's supporters, but assembly representatives are elected in
single-member districts and so would regularly get votes from all their party's supporters.
So an assembly representative could generally expect to get more votes in his electoral
district than any councilor of local government.
The political benefits of local democracy depend on voters having the right to
entrust their local governments to local leaders who are entrusted with adequate political,
administrative and budgetary authority to deliver and who may later become rivals for
higher offices on the basis of their reputation for better governance at the local level.
Therefore it is important that political, administrative and budgetary authority for local
governments should be defined and protected by the law. Historically, local governments
in Pakistan have not been granted sufficient authority to demonstrate better governance.
Nearly all resources for local governments have flowed from the province with only
negligible levels of local revenue generation (Keefer et. al 2006).13 Local governments
13

This is also true for provincial governments which receive more than 80 percent of their revenues
from federal transfers despite most expenditures being assigned to the provinces, especially after the
passage of the 18th Amendment to the Constitution. However, unlike local governments, provincial
governments hold the required political, budgetary and administrative authority under the constitution to
effectively deliver public goods and services.
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had historically been assigned limited municipal and development functions. Although
General Musharraf’s 2001 reforms devolved major functions to the local governments,
however, with finances, staffing and salaries still controlled by the province, the devolved
governments under the 2013 legislation would continue to have severely curtailed
administrative and budgetary authority (Cheema et. al 2006, Manning et al 2003).
Institutionalizing effective local democracy will require giving local governments
control over the planning and provision of all local public goods and services, control
over its administrative staff and rights to predictable and effective finances. The current
legislation in the two majority provinces of the country has recentralized key functions
such as education, health and urban planning and assigned them to provincial
authorities14. The recentralization of these functions will disempower local governments
and local politicians and weaken the foundations of democracy.
Credible commitment to effective local democracy will require protection for
local governments against selective politically-motivated interference in their domain by
higher tiers of government. There is always a risk that provincial and national politicians
may be tempted to use the power of the higher tiers of government to undermine local
leaders who are seen as potential political rivals. So it may be important to provide some
constitutional protection for local governments or independent judicial review of such
actions against them. While the current legislation has placed some time limitations on
the provincial governments’ power to suspend local governments it needs to provide
much more clarity about the ambit of independent judicial review.

7. Local government reforms have vital importance for Pakistan
and the world
People value democracy because the welfare of any community depends on how its
leaders are chosen. We have focused here on the detailed rules of local government
because the way that local leaders are chosen can have fundamental consequences for
the successful development of democracy at all levels of government. Successful
democracy requires a flexible system of strong political parties and a plentiful supply of
candidates who have good reputations for responsible public service. Local democracy
greatly increases this supply of political talent and thus provides the broadest foundation
for building a strong successful democracy.
Democracy in Pakistan faces formidable challenges. Intervals of military rule,
which retarded the development of connections between mainstream political parties and
local democracy, have ended at last with a recognition that effective stable government
must be based on civilian political organizations that are widely trusted by the voters.
14

See the recently enacted 2013 Local Government Acts of Punjab and Sindh. See Channa and
Faguet (2012) for a review of international evidence on the effects of decentralization on education and
health in developing countries.
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Now several areas of Pakistan are threatened by violent guerrilla forces, and such
insurgencies can be defeated only by effective cooperation between national political
leadership, military forces and local political leaders who are trusted by their
communities. To overcome these challenges, Pakistan's mainstream political parties
need to develop broader networks of local leaders who have earned the trust of voters
throughout the nation.
In particular, Pakistan's political forces and military should be working together
now to build popularly supported local government in the Tribal Areas, where the long
neglect of local democratic rights has had such disastrous consequences. Involvement
of elected local leaders from these areas in political, economic and administrative
decision-making would provide greater legitimacy to counter-insurgency efforts and
would provide a broad representative base of stakeholders for a stronger system of
local government.
At this critical time, the continued hesitation about institutionalizing empowered
elected local governments should be seen a serious step in the wrong direction, unless
these local institutions are institutionalized and allowed to better support Pakistan's
democratic system. Current decisions about re-establishing empowered democratic local
government in Pakistan, and reforming their political institutions to enable these
governments to become effective nurseries that ensure the selection and advancement of
talented politicians, should be recognized as having vital importance for the people of
Pakistan, and for all those throughout the world who care about the prospects for
Pakistan's constitutional democracy.
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Abstract
This chapter assesses rural local self-government (Panchayat Raj) in India. It provides an
overview of the competing visions and philosophies on (local) democracy between
leading figures like Gandhi, Nehru and Ambedkar, as well as the narrow interests of
power-holders that have led to conflicting approaches to the development of Panchayat
Raj institutions since India’s independence. It asks why rapid growth has not led to more
inclusive growth -- why India is prospering but Indians are not -- and how far the
Panchayat Raj Institutions might remedy the problems of highly concentrated wealth and
a wasteful bureaucracy. It argues that Panchayat Raj must be improved and strengthened
in order to genuinely permit governance from below for a more effective conception and
delivery of development programs and public services that match diverse and
differentiated local needs, for an economic model of inclusive governance for inclusive
growth, and for the fruits of growth to truly spread to all Indians in a full-fledged
democracy.
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“I shall work for an India in which the poorest shall feel that it is their country, in whose
making they have an effective voice”
- Mahatma Gandhi
1. Introduction1
From the time Mahatma Gandhi led the struggle for Independence to the present day,
there has been extensive recognition in India that Panchayat Raj2 (local self-government)
is imperative for both deepening India’s democracy and making its development
processes “inclusive”; that is, ensuring that the people at large, and especially the poor,
tangibly benefit from the growth process.3 The aim was to involve the people in the
running of their own affairs in their respective neighbourhood communities. “Institutions
of local self-government” (note: not merely self-governance but self-government, the
expression expressly used in the Constitution) comprising their own elected
representatives, responsible to their own community electorate, would be more likely to
respond to the felt and articulated needs and demands of the neighbourhood communities
than a distant bureaucracy.
However, the actual progress in securing this goal has been fitful, uncertain and
not sustained. There are now nearly 300,000 institutions of democratically constituted
units of local self-government, to which some 3.2 million representatives have been
elected, 1.2 million of whom are women4. However, instead of empowering an army of
1

The author would like to acknowledge his profound debt to Prof. J.P. Faguet and Ms. Caroline
Pöschl of the London School of Economics who summarised the long-winded original manuscript into a
much tighter and easy-to-read text; Dr. David Malone of the International Development Research Centre,
Ottawa; and Dr. Shaandana Mohmand of the Institute of Development Studies, Brighton, as also to his
daughter, Yamini Aiyar of Accountability Initiative, Centre for Policy Research, New Delhi, for their
invaluable assistance in guiding this paper to a measure of academic respectability from the idiom of
polemical politics with which he is more familiar. Of course, responsibility for the end-product remains,
warts and all, with the author. The author would also like to record his appreciation of the assistance in
research rendered by Prof. V.N. Alok of the Indian Institute of Public Administration, New Delhi, and his
colleague, Dr. P.K. Chaubey, as also Dr. (Prof.) Rajesh Shukla, formerly of the National Centre for Applied
Economic Research, New Delhi, and now in the Institute for Human Development, New Delhi, the
principal scholar in contemporary India of income and wealth distribution. He also wishes to most sincerely
thank Dr. Nupur Tiwari, his long-standing senior research consultant, for diligently putting together his
various writings and speeches on the subject, searching out previous researches and references and pointing
him in the right direction when he went astray (as he frequently did), as well as helping immensely with the
footnotes. So also are thanks due to his younger research assistants, Vandana Seth and Ramandeep Singh.
Anirban Bandyopadhaya of Jawaharlal Nehru University was also of assistance.
2
In common parlance, rural local self-government is referred to as Panchayati Raj or Governance of
the Panchayats; purists insist, however, that grammatically the correct expression should be Panchayat Raj
or Governance by the Panchayats. I have here followed the grammarians’ injunction.
3
This view is strongly supported by an extensive international literature on the potential
decentralization has to strengthen democracy and improve the provision of essential services. See, e.g.,
Faguet (2000, 2008 and 2014), and Channa and Faguet (2012).
4
Initially, the Constitutional amendment provided for 33 per cent reservation for women. Starting
with Bihar, several states have since amended this provision to provide for up to 50 per cent reservation. As
these amendments in state laws come into effect, both the number and share of women in Panchayats is
likely to substantially increase to over half as women may also contest general seats – and several have
already done so successfully. Regrettably, this dimension of women’s political empowerment is not taken
into consideration by the UN Human Development Index. If it were, India’s ranking might rise
significantly.

89

democratically elected community and neighbourhood leaders to deliver public goods
and services to the intended beneficiaries, State governments and Union Territory (UT)
administrations continue relying on the bureaucracy and their partners in civil society to
do so. In consequence, as this paper attempts to show, outcomes are nowhere near
commensurate with outlays5.
There are two main reasons for this. First, there is insufficient clarity and
conviction regarding the indispensability of Panchayat Raj for inclusive development.
Second, there is considerable resistance to the systemic revolution entailed in effective
Panchayat Raj on the part of the polity and the bureaucracy who stand to lose their
powers of patronage and influence if there is indeed a genuine overhaul of the
development process.
In the meantime, while GDP has grown at over 8% per annum on average from
2006-2011, poverty alleviation has languished at under 0.8% per annum (Planning
Commission, 2011). Four hundred and sixty-four police station jurisdictions spread
across 95 districts in 11 States are in the grip of the Maoist/Naxalite insurgency.
Moreover, the lower-to-middle ‘middle class’, who are often proudly presented as the
principal beneficiaries of accelerated growth, are expressing their profound resentment at
the glass ceiling they have hit as they peer through it at soaring income and wealth
inequalities, which are the inescapable concomitant of the growth pattern that has been
adopted. This paper apprehends that in view of the patent failure to secure inclusive
growth, both democracy and development – the twin key achievements of independent
India – are being seriously endangered in 21st century India. When a fair share of
economic growth is denied to a substantial majority of the population in the short-term,
and when development leads to deprivation rather than immediate benefit, as in tribal
India, development is considered not desirable but disruptive, and democracy itself is
discredited.
This paper argues that it is the incentivisation of effective devolution through
Panchayat Raj Institutions across the length and breadth of the country that alone can end
the paradox that India is prospering but Indians are not. It also argues that inclusive
governance in tribal areas, as provided for in The Provisions of The Panchayats
(Extension to Scheduled Areas) Act,1996 (PESA], holds the key to preventing
democracy from being destabilised and development from being disrupted by Maoist or
Naxalite violence.
Panchayat Raj is crucial to bringing free or affordable public goods and services
to the doorstep of the poor and the vulnerable. At present, the delivery of these public
goods and services is through well over a hundred Centrally Sponsored Schemes (CSS)
directed at the same set of beneficiaries – the poor and the vulnerable – by an equal
5

Subsequent to the submission of this paper, the author was appointed chairman of a governmentsponsored Expert Committee on the leveraging of Panchayat Raj Institutions for the more effective delivery
of public goods and services. The Report was submitted on National Panchayat Raj day, 24 April 2013, and
may be seen at http://www.panchayat.gov.in/report-of-expert-committee. The Report details the measures
by which Panchayats might be administratively and otherwise empowered to be initiators and participants
in the planning and implementation of schemes designed to provide public goods and services to rural
India. Many of the suggestions made would apply pari passu to the urban institutions of local selfgovernment.

90

number of mutually insulated administrative silos. These silos not only absorb a
disturbingly high proportion of total outlays on administrative expenses but also stand in
the way of effective convergence at the receiving end. In consequence, notwithstanding
an 18-fold increase in central budgetary expenditure on social sector and poverty
alleviation schemes over the past 18 years (1994-2012), India’s relative position on the
United Nations Human Development Index stagnates at the same position it held in 1994
(UN HDI 2009, 2010).
If the delivery of these schemes is converted into self-delivery through PRIs
rather than bureaucratic delivery – which was the central purpose of the constitutional
amendments – then rural India, accounting for nearly two-thirds of our population, would
experience such an increase in welfare and growth benefits as to more than offset the
adverse impact on democracy and development of income and wealth inequality.6 Steps
also urgently need to be taken for similar measures for urban India – but that is beyond
the scope of the present paper7.
The rest of this chapter is structured as follows. Section II provides an overview
of the history, philosophy and politics of Panchayat Raj. It introduces the intellectual
debate between the Gandhians and the “Ambedkarites”, and their competing views on
(local) democracy in India. It describes the political compromises that brought about
apparent but not true decentralization in India. Section III shows how recent growth has
not translated into inclusive growth. Section IV then specifies the problems that need to
be addressed and suggests a series of solutions.

2. The History, Philosophy and Politics of Panchayat Raj
Under the leadership of Mahatma Gandhi, India’s liberation movement was never
limited to independence for the country. It extended to freedom for her people. While,
therefore, the commitment to democracy was woven into the warp and the woof of the
century of struggle that climaxed with independence on 15 August 1947, there never was
consensus in the run-up to freedom on whether such democracy should be limited to
Westminster-type institutions in New Delhi and US-type state assemblies in state
capitals,8 or extended down to the grassroots – to institutions of local self-government.
The boldest initiative to make Panchayat Raj the very foundation of the
constitution was “A Gandhian Constitution for Independent India”9 by Sriman Narain
Agarwal, one of Gandhi’s close associates, published in 1946 on the eve of
independence, with Mahatma Gandhi’s approval and endorsement. Gandhi was
concerned with involving the mass of the people, and not just the higher echelons of
6

Faguet and Shami (2008) explore the effects of decentralization on inequality across a range of
countries.
7 For decentralization and inclusive governance in India’s fast-growing cities, see Rao and Bird (2011),
Rao and Raghunandan (2011), Ahluwalia, Kanbur and Mohanty (2014) and also Bahl, Linn and Wetzel
(2013). For a broader view of the political economy of urban (non-)development in Africa, see Fox (2014).
8

See Dr. B.R. Ambedkar’s Memorandum to the Constituent Assembly of 15 March 1947, especially
his proposals for ‘Protection Against Communal Executive’.
9
Published by Kitab Mahal, Allahabad, 1946
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society, in governance. He therefore pressed for village development as the priority and
progressively moved beyond stressing village sanitation and village industries to pressing
for democracy at the grassroots.
He had in mind a modernized democratic version of the traditional 5000-year old
Indian institution of “panchayats”, which had weathered, over centuries, all kinds of
central governments as well as the trauma of military conquest, political turbulence and
economic disruption that have pockmarked the millennial history of the country.
However, as against the traditional practice of five elders constituting the panchayat
(which literally means “The council of five”), Gandhi’s idea was that the village council
(or panchayat) would be constituted by democratically elected leaders on the basis of
universal adult franchise and the one person–one vote principle.
His conception of Panchayat Raj rested on virtually self-sufficient “village
republics” which would be autonomous in everything they did, including meeting the
community’s economic needs – but restricting these needs to a frugal standard of living
(Tendulkar 1953(1990: 405)). Although Gandhi’s use of the expression “village
republics” did cause considerable alarm, presaging the disintegration of one India into
700,000 self-governing units just as the country was preparing itself for the trauma of
Partition (which led to the secession of Pakistan), Gandhi, far from seeking the
balkanisation of India, was actually articulating the governance principle now called
“subsidiarity” as the basis for participative governance.
However, these ideas brought an angry reaction from Dr. B.R. Ambedkar, the
leader of the scheduled castes (or ‘untouchables’, as they were called at the time, a term
since rendered illegal, indeed criminal, by the law of the land in independent India). Dr.
Ambedkar, a renowned jurist and a known political opponent of Mahatma Gandhi, was
named the Law Minister in India’s first cabinet, and in 1947 was entrusted with chairing
the drafting of a constitution.
In his draft, Dr. Ambedkar deliberately excluded panchayats. Drawing sharply
negative comments from the Gandhians in the constituent assembly, Ambedkar famously
– or notoriously, depending on one’s point-of view – retorted that her villages were “the
ruination of India,” dismissing them as nothing “but a sink of localism, a den of
ignorance and communalism” (Constituent Assembly Debates, 1948). While Gandhi
visualized village panchayats as the very foundation of an effective and participatory
democracy, Ambedkar saw what in today’s idiom would be characterized as “elite
capture” in a society where discrimination against the lower castes was entrenched in a
scripturally sanctioned social system that had survived for millennia and justified itself in
terms of the ancient jurisprudential system known as the Laws of Manu, India’s
Hamurabi.
Ambedkar dismissed village self-governance as romanticism bereft of the
recognition of the deeply embedded social inequalities in village India:
“The existing village system has the effect of making the Scheduled Castes in the
village slaves of the caste Hindus…Under the village system the Scheduled
Castes are not allowed to live inside the village. They have to live on the
outskirts… They have no independent means of livelihood. They own no
land…They have to do forced labour day in and day out on pain of being driven
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away from their quarters by the Hindu landlords… They have to live a life of
degradation, dishonour and ignominy from generation to generation. It is a state
of eternal perdition” (Thorat and Kumar, 2008: 270-272).
The Ambedkarite skepticism caused a major divide that has haunted local selfgovernment in India ever since.
Gandhi, on the other hand, in early January 1948, on the eve of his impending
assassination, expressed concern at news of there being “no mention or direction about
village panchayats or decentralisation” in the Ambedkar draft, then under preparation. He
considered it an omission “calling for immediate attention if our democracy is to reflect
the people’s voice”. He added: “The greater the power of the Panchayats, the better for
the people” (Harijan, 1947).
Prime Minister Jawaharlal Nehru’s views on the need for participatory democracy
at the village level had been stated in his defining work, The Discovery of India,
published on the eve of Indian independence:
“The village can no longer be a self-contained economic unit ... but it can very
well be a governmental and electoral unit, each unit functioning as a selfgoverning community within the larger political framework and looking after the
essential needs of the village” (Signet Press 1946 (1989: 523)).
For the Nehruvian modernists, an India emerging out of the trauma of Partition
and the problems over the integration of the Princely States, the key imperative was a
strong centre to combat the fissiparous forces of balkanisation that independent India had
to overcome. At the same time, a commitment to village self-government as a principle of
good governance was accepted but with implementation left to the States. Perhaps the
strongest factor affecting Nehru’s outlook was his conviction that a civil service for
independent India modeled on the colonial ICS (Indian Civil Service) would be as
effective in delivering development as it had proved for land revenue collection and law
and order for the British Raj. There was therefore no disagreement between the
Gandhians and Nehruvians about the need for grassroots democracy; the difference was
limited to emphasis and priority.
Nehru, however, kept out of the Ambedkar-Gandhians arguments in Parliament
and in public. It might well be that Nehru thought this was a subject for the States to
handle and since his party was in power in all states there should be no difficulty in
getting panchayat raj through the state route instead of being embroiled in doctrinal
disputes on the subject in the constituent assembly. Certainly, he did not share Gandhi’s
somewhat romanticised view of the village although he also did not go as far as
Ambedkar in viscerally condemning rural India or regarding the discriminatory Hindu
order as immutable.
Following considerable public debate and discussion in the Constituent Assembly
in November 1948, a compromise was found between Dr. Ambedkar and the Gandhians.
The principle of panchayat raj finally did find passing mention in the constitution, but the
responsibility for this was vested entirely in State legislatures and governments:
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“Article 40. The State shall take steps to organize village panchayats and endow
them with such powers and authority as may be necessary to enable them to
function as units of self-government.”
While the “shall” gave the impression that the constitution and empowerment of
village panchayats was ineluctable, the incorporation of article 40 in the directive
principles, instead of in the mandatory provisions of the constitution as in the case of
democratic institutions at the centre and state levels, rendered enforcement of “village
panchayats” null and void. Further, the responsibility for Panchayat Raj passed
exclusively to the jurisdiction of the States without any mechanism for ensuring that they
would in fact live up to the letter and spirit of Article 40.
At first there was no controversy about this because it seemed self-evident that
village panchayats were indispensable to good governance. But as feudalism was
progressively dismantled with the integration into the Union of India of nearly 600
“Princely States”, combined with substantial land reform and tenurial reform, republican
democracy created and empowered a whole new class, principally of career politicians
(most of them former freedom-fighters), professionals (particularly lawyers and teachers)
and small businessmen who filled with enthusiasm the power vacuum caused by the
political eclipse of the feudal class who till then had held sway in the colonial political
dispensation. This newly empowered class slowly realized that the concentration of
political patronage and governmental power in their hands was threatened by
empowering institutions at sub-State level “with powers and authority to function as units
of self-government” as provided for in Article 40 of the constitution. Self-interest
prevailed over good sense. Thus, a withering away of panchayats characterized grassroots
governance through the first decade of Independence (1947-57).
This, however, was not, emphatically not, to the neglect of grassroots
development. Indeed, it was the defining decade of experimentation in a novel postcolonial form of district and sub-district administration. In the colonial period, such
administration was concentrated on the twin tasks of revenue collection and the
maintenance of “public order” and “law and order” through the “steel frame” of the
Indian Civil Service. The ICS was initially a virtually exclusive preserve of officers
recruited in and from the mother-country, Britain, but increasingly “Indianized” as
empire gave way to independence. While many argued that independent India should
dismantle the colonial administrative structure, Nehru himself seems to have felt the need
to retain the steel frame but re-orient it towards a wholly new set of duties aimed at
prioritizing rural development (Brecher, 1959: 40).
This was called “community development”. At the bureaucratic level, the major
innovation was that the colonial (indeed, pre-colonial) revenue unit of the Tehsil or
Taluqa was complemented by the establishment of development blocks, the key
administrative officer being the block development officer. His duties included listening
to the voice of the grassroots and delivering development to the people through his large
panoply of staff stretching into every village. The head of the administration remained the
“Collector”10 who retained his revenue collection, law and order and magisterial duties
but was also generally in charge of rural development. Thus a regiment of the “best and
10

Variously called the District Magistrate or Deputy Commissioner in different parts of the country.
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the brightest” were put in place to mobilize the development process at the village
community level as part and parcel of “planned development”. Such planned
development was envisaged as the means of not only raising the rate of annual average
GDP growth from the miserable colonial figure of around one per cent per annum but
also towards ensuring the equitable distribution of the fruits of growth to the village level
through a well-organized bureaucratic system of public goods and services delivery.
The “Community Development Programme”, as it was called, was communitybased but essentially promoted by the bureaucracy and, therefore, left the people as
beneficiaries rather than participants in their own progress and development.
Accordingly, a Study Group under the renowned Gandhian, Shri Balwantrai Mehta (later
chief minister of Gujarat), was constituted to examine Panchayat Raj.
The Balwantrai Mehta Study Group Report was published in 1957 and saw Nehru
moving decisively towards participatory, as distinct from bureaucratically-delivered,
development. The Community Development Programme was to be subsumed under a
three-tier democratic system of elected rural representatives, at district, block and village
level, under whose general aegis and supervision the new development block-based
bureaucracy would work for the people in their immediate neighbourhood, a synthesis of
the pre-colonial steel frame and the post-colonial democratic ethos.
Nehru formally inaugurated the modernized system of Panchayat Raj on 2
October 1959. He was by then a colossus – albeit a “Gentle Colossus” as Hiren
Mukherjee, one of his communist opponents in parliament, described him (Mukherjee,
1964). Not only did his Congress Party have an overwhelming majority at the centre; all
states (with the notable exception of Kerala, which had voted Communist), were not only
under the firm grip of the Congress but alert to respond to priorities indicated from New
Delhi. It was, therefore, by simple fiat emanating from the Prime Minister himself that all
state governments fell smartly into line with the directive that they make the appropriate
legal provisions for Panchayat Raj. Without altering a comma in the constitution,
Panchayat Raj was thus decreed all over the country and evolved, even flourished,
through the remaining years of Prime Minister Jawaharlal Nehru (who died on 27 May
1964) and into the initial years of the successor regimes.
The general elections in early 1967 saw a dramatic transformation in the national
polity with the emergence of non-Congress governments in large measure. These reverses
also marked great instability within the leadership of the Indian National Congress under
Prime Minister Indira Gandhi. Faced with centrifugal challenges both within the party
and within the government, the prime minister consolidated her position within her party
and the country at large by a process of concentration of political and administrative
power that inevitably meant more centralization than decentralization.11
Hence, over the next two decades, Panchayat Raj in rural India went through a
phase of desuetude. It was a phase that I would describe as “whimsical Panchayat Raj”,
elections taking place or not taking place, elected local self-government institutions not
being allowed to take office or dismissed soon after they did so or indefinitely extended,
as suited the political compulsions or biases or preferences of the State government
11

A not uncommon phenomenon, as Faguet (2004) discusses.
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concerned. Similarly, powers were endowed, withdrawn or ignored, as best suited the
higher political echelon.
Not until Rajiv Gandhi became prime minister in 1984 was there a revival of
interest in Panchayat Raj. During the numerous tours that Rajiv Gandhi undertook to the
remotest corners of rural and tribal India, he discovered that a systemic solution was
required to secure a “responsive administration”. Rajiv Gandhi promptly started his quest
for a “responsive administration” through “representative” and, therefore, “responsible”
institutions of local self-government. (Gandhi, R., 1988: 156, 161).12
The essential innovation by Rajiv Gandhi, was to make detailed provision for the
third tier of governance not through municipal law, as in Nehru’s time, but by providing
constitutional sanction, sanctity and safeguards to Panchayat Raj with a view to making it
ineluctable, irremovable and irreversible.
At noon on 15 May 1989, the historic 64th amendment was tabled in the Lok
Sabha, the lower House of Parliament, by Prime Minister Rajiv Gandhi. The rationale he
set out for Constitutionally-mandated Panchayat Raj might be summed up as follows
(Gandhi, R. 1989):
•
•
•

•
•
•
•
•

•
•

•

guaranteed regular, timely elections to the panchayats at all levels
ending arbitrary suspensions and dissolutions of local bodies by State
governments
increasing the number of elected representatives relative to the size of the
electorate with a view to bridging the gap between the elected and the
electors now being filled by power brokers and vested interests
widening opportunities for the deployment of India’s vast human
resources in governance at the grassroots
securing reservations for scheduled castes and tribes to meet Ambedkarite
apprehensions about elite capture of PRIs
securing reservations for women so as to fully involve them in the
management of community affairs
ensuring planning from below
linking economic development to social justice, particularly with a view to
meeting concerns of elite capture of PRIs in the interests of the better-off,
upper-caste segments of the rural population
detailing the responsibilities of PRIs
setting an example with the first rural employment programme to be
entrusted to the PRIs, namely, the Jawahar Rozgar Yojana launched in
1989 soon after the 64th amendment bill was tabled
demonstration of faith in the people to manage their own affairs

Although Rajiv Gandhi failed by five votes to muster in the Upper House (Rajya
Sabha) the required two-thirds majority to amend the Constitution, his draft13 remained
12

Rajiv Gandhi, Selected Speeches and Writings, 1988, Vol. IV, Publications Division, New Delhi,
speech to District Magistrates at Jaipur, 30 April 1988, p. 156 and p.161
13
Two documents together became in 1988-89 the basis for the draft amendment to the constitution
that inaugurated the present era of Panchayat Raj. The first was the outline constitutional amendments
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on the anvil and, with a few changes (three of which were particularly significant), was
eventually passed virtually unanimously by parliament (but, alas, after his assassination)
in December 1992.
The three most significant alterations were the following.
•

•

•

First, the 73rd Constitution amendment Act, as passed, established Gram Sabhas
(village assemblies), comprising the entire adult population of the panchayat
entitled to vote, to whom the elected panchayat would be responsible14;
Second, it provided that parliament, rather than the governor of a state, would
legislate the law on Panchayat Raj for the tribal areas covered by the Fifth
Schedule to the Constitution15. This led to the establishment of the Dilip Bhuria
Committee whose report constituted the basis of The Provisions of The
Panchayats (Extension to Scheduled Areas) Act, 1996, [PESA]16 - the principal
legal instrument available to include tribal people in the development process and
potentially to assist Government in countering Naxalite violence born of tribal
discontent with their exclusion from the development process;
Third, instead of the district planning committee, a key component of the
panchayat raj structure, being elected by all the urban municipalities and the rural
panchayats, with the district panchayat president as the ex-officio chairperson, the
district planning committee was to be elected by and from among only the elected
members of the district panchayats and municipalities and it would be left to the
State legislatures to determine the mode of electing or nominating the
chairperson.

In the view of this writer, while the first two significant changes detailed above
were progressive improvements on the Rajiv Gandhi draft, the third was retrograde and
has not contributed to making the planning process as inclusive as it might have been. At
the same time, it must be recognised that there was such determined opposition to the
district planning committee in both joint parliamentary committees constituted in 1991
that without these changes, the concept itself was likely to have been dropped.
While the mandatory elements, relating essentially to the election and constitution
of the Panchayat Raj Institutions (PRIs) and their urban counterparts, have been
universally complied with17, the operational aims and objectives have been left to state
legislatures and state governments (and the union home ministry in respect of the union
territories) to decide on. It is this that has resulted in such great variation in the practice of
Panchayat Raj in different parts of the country and over time.
suggested by a 1978 committee headed by the veteran socialist, Asoka Mehta, and the second was a draft of
a possible constitutional amendment prepared in 1986 by another renowned jurist, L.M. Singhvi, who was
also a member of the Asoka Mehta committee.
14
According to article 243 A, Part IX of the Constitution of India, “A Gram sabha may exercise
such powers and perform such functions at the village level as the Legislature of a Sate may, by law,
provide”
15
According to article 243 M (4) (b):”Parliament may by law extend the provisions of this Part to
the Scheduled areas and the tribal areas…” referred to in article 244, read with the fifth schedule of the
constitution
16
Passed unanimously by both Houses in December 1996, with little discussion, which perhaps
accounts for its poor implementation
17
Alok and Chaubey (2010: 10, 11) furnishes the details of the ‘mandatory’ provisions.
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The 64th amendment (that is, Rajiv Gandhi’s initial draft legislation) provides the
basis on which Panchayat Raj has been made ineluctable, irremovable and irreversible.
At the same time, however, the uneven performance in empowerment has been written
into the system because the principal responsibility for effective devolution vests in state
legislatures and governments: (Alok and Chaubey, 2010: 219)
“..it would be for State Legislatures to lay down the legislative parameters of
devolution and for the State Governments to give practical effect to these
parameters. We recognise that the precise pattern of devolution might vary from
State to State.”
Nearly two decades have passed since the Constitution was amended. Panchayat
Raj Institutions have now been established countrywide. Their establishment has
coincided in time with the era of economic reforms. GDP growth rates have been driven
up to unprecedented levels, but the self-delivery of public goods and services through
PRIs, which was the very purpose of the constitutional amendments, remains most
uneven and a distant prospect, even in States like Kerala and Karnataka most inclined
towards effective Panchayat Raj. This has had the most deleterious consequences for
inclusive growth.
Those currently in authority see it as a major stumbling block that the constitution
leaves the processes of devolution to state legislatures/governments (and the union
ministry of home affairs in regard to the union territories) (Planning Commission, 2010).
Faced with this constitutional imperative, the Centre pleads that there is little it can do
beyond urging state governments to do more to promote the larger aims and objectives of
panchayat raj or the fulfillment in spirit (although there is substantial compliance with the
letter) of the constitutional amendments in this direction.
The central argument of this paper is that the current approach is not in accord
with the Centre’s constitutional obligations or political realities or the history of the
evolution of panchayat raj in the country. Therefore, if a determined political will were
evinced to make inclusive governance through PRIs the centerpiece of the endeavours
towards inclusive growth, both the economic model of accelerated growth and the
political model of full-fledged democracy might yet be saved. It is in these terms that the
future of panchayat raj needs to be viewed.

3. Explosive Growth with Little Poverty Reduction
The basic questions we will be examining in this section is, first, why India is
prospering, but Indians are not and, second, whether through panchayat raj India can
promote inclusive growth. We go on to argue that even if it is not possible to significantly
raise percentile incomes in any reasonably short period of time for the vast majority of
Indians, particularly those who are poor and vulnerable, it should be possible through
inclusive governance, that is, through panchayat raj, to dramatically improve their
standards of living by providing access to their basic entitlements of public goods and
services, thereby ensuring inclusive development in the very near future (Rodriguez-Pose
and Gill, 2003).
GDP Growth and consequent growth in Government revenues and spending:
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Over this first millennial decade, India has soared from an annual average GDP
growth rate of just under 6% in the first decade of reform (1992-93 to 2001-2002), which
was only a whisker above the previous decadal growth rate, to one over the next five
years (2003-2008) of approximately 9%. Although India weathered the global economic
downturn rather more effectively than the developed world or even her more prosperous
neighbours in South-East Asia, there was an estimated dip to 6.8% in anno horribilis
2008-09, but growth rates in 2009-10 and 2010-11 have risen to an estimated 8% and
8.6% respectively (Ministry of Finance, 2011:2)18.
Moreover, high growth combined with fiscal reforms have doubled treasury
revenue receipts from Rs. 350 billion19 in 2005-06 to an estimated Rs. 680 billion in
2010-11 and capital receipts by nearly three times from Rs. 1.58 trillion to an estimated
Rs.4.26 trillion in 2010-11, allowing total central government expenditure to soar from
Rs.5.06 trillion in 2005-06 to an estimated Rs. 11.09 trillion in 2010-11 (Ministry of
Finance, 2011:45).
This, in turn, has facilitated the very impressive rise in Central budgetary outlays
on social sector spending (including programmes targeted at a direct assault on extreme
poverty) from about Rs.75 billion in 1994-95 to about Rs. 1.85 trillion provided for in
fiscal 2011-12. This places India among the fastest growing spenders on programmes
designed to target multi-dimensional poverty.
Notwithstanding this impressive fiscal performance both on the revenue and
expenditure side of the Budget and, specifically, the exponential increase in social sector
and anti-poverty spending, the downside has been a disturbing increase in inequalities of
income and wealth, on the one hand, and unsatisfactory performance on human
development indicators, on the other.
Income Inequality:
The National Council of Applied Economic Research (NCAER) has estimated
that if India’s economy grows at an average of 8.75% per annum over the years 20102015 (Shukla 2010), as projected by the Planning Commission20, then by the terminal
year of the millennium development goals, 2015, the top 20% will increase their share of
the country’s national income from 51% to 55% while the share of the bottom 20% will
shrink from 6.1% to 5.5%. In absolute terms, the bottom 20% of India’s population
would have added about Rs. 2000 per year to their annual income while the top 20% in

18

Since this paper was initially submitted for publication, Indian growth rates have plunged to
below 5 per cent, but this does not alter the substantive thrust of the argument being made. Indications are
that some recovery is underway.
19
The exchange rate of the Indian Rupee hovers at Rs.40-45 to the US dollar. (This statement was
made in 2012. Since then, the exchange rate had at one stage dropped below Rs. 60 to the US dollar and is
now, in mid-2014, at a little over Rs. 55)
20
The assumption of 8.5% growth has since been belied. The new government that took office on 26
May 2014 have announced that they would be winding up the Planning Commission. At the time of
writing, it is not known what would replace it.
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urban India would have added as much as Rs. 75,000 – 37 times more than the poorest
20%— to their annual income21.
The other deeply disturbing NCAER finding is that the poorer an Indian is, the
more entrapped in personal debt he is likely to be. Thus, the poorest 5%, earning less than
Rs.8 a day, consume Rs. 3590 a year against an income of Rs. 2145 a year: their share of
expenditure is 167% of income. As one goes up the income scale, the share remains high
and does not significantly taper off until we have reached three-quarters of the
population. It is only the richest 5% whose percentile savings at 37% mimic the national
net savings. It is this high level of personal indebtedness of the poor, combined with easy
access to corporate debt for the rich, that necessitates our regarding not only the utterly
destitute as poor but also the vulnerable as poor.
Recalling the Banerjee-Piketty study of 2001 based on income tax returns which
estimated that over the 1990s, “real incomes of the top 1% of income earners increased
by roughly 50%” and that “among this one per cent, the richest one per cent increased
their real incomes by more than three times”, Rajesh Shukla and Ishan Bakshi of NCAER
have concluded through comparing both the Theil Index and the Gini co-efficient that,
“the all-India figures clearly show that income inequality has increased at both the rural
as well as the urban levels,” and go on to say:
“The problem is not that the rich have got richer but that those at the bottom have
not been provided the wherewithal to improve their earning capability…over
time, the benefits of near double digit growth should have percolated to the
economically disadvantaged sections of society, which has not happened”
(Financial Express, 2011).
That there has been some improvement is undeniable. The poor have not become
poorer. But the rich have become infinitely richer. What Nobel laureate Prof. Amartya
Sen has described as the “extremely asymmetric development of the global economy” is
also reflected in the extremely asymmetric development of the Indian economy. India’s
widening Gini coefficient is a matter of deep concern, as much to our consciences as to
the stability and sustainability of our political system.
Under the national poverty line, only 26% are considered “poor” although Prof.
Suresh Tendulkar, chairman of the prime minister’s Economic Advisory Council22, has
done his bit to ask for the national poverty line to be redefined to bring 37% under that
line. Most recently, the planning commission, in an affidavit filed in the supreme court of
India on 20 September 2011, defined the rural poverty line as consumption in the amount
of Rs.781 per capita per month and the urban poverty line at Rs. 965. This would work
out to a below poverty line population of 407 million. There is widespread rejection of
this “under-estimate.”
Indeed, even the concept of a single national poverty line is ethically,
politically and economically flawed. It does not recognise the various components of
21

See also Vol.1, Chapter I, paragraphs 2.10-2.20, pp19-28, including Boxes 2A, 2B and 2C, and
Tables 2.1 and 2.2, for a more detailed exposition of growing regional and personal inequalities associated
with higher growth rates
22
Dr. Tendulkar has since passed away. Yet another committee, under Dr. C. Rangarajan, has now
reported on the “poverty line”. The confusion continues.
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multiple, multidimensional deprivation – ranging from the sectoral to the geographic to
the social to the intergenerational, or its ‘drivers’, ‘maintainers’ and ‘interrupters’. Nor
does it recognise the various categories of poverty, ranging from the “chronic poor” to
the “severely poor” to the “moderately poor” to the “dynamic of poverty – movement
into or out of poverty, or staying in it” (Mehta and Shepherd, 2006). To these categories
of poverty, I would add the “transient poor” (as distinct from the “perennial poor”) by
which I mean those thrown out of employment after years of holding a steady job who
tend to become, as in Gujarat 2002, the vanguard of the ‘angry proletariat’ mobilized
against a demonised minority. That is why a nuanced, graded and multi-deprivational
definition of “poverty” should be the starting point of any serious frontal assault on
poverty (Alkire and Santos, 2010).
In India, the National Commission for Enterprises in the Unorganised Sector had
in its August 2007 Report on Conditions of Work and Promotion of Livelihoods in the
Unorganised Sector identified the following categories of “poor”, each of which requires
an individually tailored strategy for poverty alleviation and eventual eradication:
“extremely poor”; “poor”; “marginally poor”; and “vulnerable”. While the report
estimated that the number of “extremely poor” and “poor” had decreased during the first
decade of post-1991 economic reforms, in 2004-05 they still comprised 237 million
people; meanwhile the number of poor and vulnerable together numbered 836 million, or
77% of the population. Notwithstanding the rise in middle and high income persons to a
significant 253 million, those crying out for help constitute three to four times the number
who have succeeded in standing on their own feet (National Commission, 2007:6).
Instead of comprehending these complexities of multiple, multidimensional
poverty, the national poverty line divides the entire population into two comfortable
categories – BPL (Below Poverty Line) and Above Poverty Line (APL). This is
“comfortable” for two reasons. First, poverty alleviation can then be reduced to the
entirely feasible proposition of shifting some top-of-the-line BPL over the line into the
APL category and calling it “poverty alleviation”. Second, it eliminates the distinction
between the marginal survivor and the obscenely rich: all are APL and all, therefore,
beneficiaries, in some aggregated manner, of the growth process.
Fortunately, recent academic and even policy-making interest in multidimensional poverty, notably the Oxford Initiative on Multidimensional Poverty, which
has informed recent UN Human Development Indices, have emphasised that poverty
manifests itself in several inter-related dimensions.
Does the answer then lie in exponentially increasing budgetary allocations for
social sectors and anti-poverty programmes, as India has in fact done over the period of
economic reforms? Could a frontal assault on poverty, ranging across the many
dimensions of poverty result in the convergence of inter-linkages causing a multiplier
spin-off effect on multi-dimensional poverty alleviation? Can we trace a broad causal
connection between outlays and outcomes?
The Indian experience appears to indicate that while financial resources constitute
an essential component of poverty alleviation, financial resources alone without effective
community participation result in outcomes not being anywhere near commensurate with
outlays. As noted earlier, India’s record on central budgetary outlays on social sector
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spending (including programmes targeted at a direct assault on extreme poverty) has been
most impressive, rising from about Rs.75 billion in 1994-95 to over Rs. 1.85 trillion
provided for in fiscal year 2011-1223. This makes India among the fastest growing
spenders on programmes designed to target multi-dimensional poverty.
Yet, the UN Human Development Index placed India at position 134 in the league
ranking when it was first published in 1994 and the comparable 2009 index placed India
at the exact same position: 134 (UN HDI, 2010: 138)24.
The World Food Programme tells us that half the world’s hungry live in India and
the International Food Policy Research Institute’s most recent report classifies India’s
food security index as “alarming” (Times of India, 2011:11). Notwithstanding India’s
extraordinarily high growth rate, India remains a low-income, food deficit country in
which as much as 35% of the population consumes less than 80% of its minimum human
energy requirements, 9 out of 10 pregnant women suffer from malnutrition and anaemia,
and, in consequence, 47% of children under the age of 5 are moderately to severely
undernourished (WFP, 2008). FAO tells us that in the five years leading to the turn of the
century, India added more newly hungry millions than the rest of the world put together
(FAO, 2012). Action Aid has confirmed this for more recent years.
Why is there such a mismatch between the halting, uncertain, sporadic and unsustained amelioration in the condition of the vast majority of Indians and growth in the
booming service and manufacturing sectors of the Indian economy and the income of the
entrepreneurial and highly skilled classes? Why is India prospering but most Indians are
not? Why are higher outlays impacting so relatively little on all that makes life more
bearable for the poor? And why is political attention to the issues of poverty so muted in
comparison to the hurrahs we hear over GDP growth rates? For, alas, the poverty of our
politics is reflected in the politics of our poverty!
In consequence, while there is no argument that augmented resources of the kind
generated by economic liberalisation, are the necessary condition for poverty alleviation,
it is becoming increasingly evident that exponential augmentation of anti-poverty
spending is not the sufficient condition for even poverty alleviation, let alone poverty
eradication.
In short, what, over and above increased spending, is required for accelerated
growth to translate into inclusive growth? Could the answer lie in inclusive governance,
that is, Panchayat Raj?

4. Problems and Solutions
The latest devolution index issued by the Indian Institute of Public Administration
(IIPA, 2011)25 which assesses the state of devolution to the panchayats comprises four
elements:

23

This figure has steadily increased in the three subsequent fiscals notwithstanding the fall in
growth rates
24
Virtually no improvement in ranking since
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•

Panchayat Raj framework, that is, conformity to the provisions of the
constitution to provide an “enabling environment” for Panchayat Raj

•

Devolution of functions

•

Devolution of finances

•

Devolution of functionaries

These are then aggregated, with appropriate weightage, into an overall devolution
index.26
The overall ranking puts Kerala on top at 70.01, with Karnataka and Sikkim in
second and third place but a good 10 to 12 points behind Kerala27. There is then a
bunching of 5 States in the 50s; eight states in the 40s; four in the 30s; three in the 20s;
and two in the 10s.
Rankings on other indices of devolution do not, however, conform uniformly to
the overall ranking. For example, West Bengal, Madhya Pradesh and Tamil Nadu, which
are the three highest on the framework index, are in 3rd, 7th and 6th place respectively in
the overall ranking. Similarly, in the ranking on functional devolution, Gujarat is second
but only 8th in the overall ranking, while Karnataka, second overall, drops to 5th position
on functional devolution.
A cursory comparison of the Oxford Poverty and Human Development Index’s
Multiple Deprivation (Mo) ranking of Indian states28 with the devolution index (D)
ranking by the IIPA would appear to bear out a positive correlation between effective
devolution and lower multiple deprivation, especially if the income deprivation index is
abstracted from the OPHI, that is, if one looks only at the dimensions of deprivation on
public goods and services alone (which is what PRIs are concerned with)29.
It must be emphasized, however, that there are no simple lessons to be learned
from the rankings about the impact of devolution on outcomes. The path to devolution
requires dovetailing the devolution of functions, finances and functionaries within the
framework of an effective constitution-conforming “enabling environment”. In other
words, the more holistic the approach to implementing in letter and spirit all the related
provisions of the constitution, the more effective Panchayat Raj will be. It would,
therefore, be hasty to pass judgement on Panchayat Raj in any given state without
reference to the enabling environment and the extent of effective devolution.
This underlines the point made in the introduction: the sporadic, halting and
uneven progress of Panchayat Raj is due to a lack of clarity about the conceptual
dimensions of this systemic revolution in responsive administration; this, of course,
25

It was the “latest” when this paper was first written. There have been two subsequent reports but
the format remains as explained here.
26
The methodology and mathematical formulae used might be seen at Appendix 4.5, p.32 of the
Report
27
In subsequent years, Maharashtra has risen to the top, with Tripura and Haryana, as also Himachal
Pradesh, making significant gains, indicating that Panchayat Raj is getting more effective all the time but
nowhere adequately so.
28
OHPI Working Paper No. 15, Appendix 6, pp.44-47, attached to this paper, Attachment III
29
See also Vol1, chapter I, paragraphs 2.28-2,29, pp. 32-33, of the Expert committee Report
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provides grist to the mill of the vested interests, principally the political-bureaucratic
nexus, who stand to lose patronage, prestige and power if devolution proceeds apace.
The rationale for Panchayat Raj expounded by Mahatma Gandhi, Jawaharlal
Nehru and Rajiv Gandhi, summarized in Section II of this chapter, and the data on
income disparities given Section III, provide ground for advancing the proposition that
participatory development is to be preferred to bureaucratic delivery mechanisms for
inclusive governance to lead to inclusive growth.
In the absence of inclusive governance, the people at the grassroots, that is, the
intended beneficiaries of poverty alleviation programmes, are left abjectly dependent on a
bureaucratic delivery mechanism over which they have no effective control. The
alternative system would be participatory development, or Panchayat Raj, where the
people themselves are enabled to build their own future through elected representatives
responsible to the local community and, therefore, responsive to their needs.
The Indian experience of the last six decades would appear to confirm that
bureaucratic delivery mechanisms absorb a disproportionately high share of the
earmarked expenditure: up to 85 paise in the rupee, said Rajiv Gandhi (based on one
study commissioned by the planning commission of one programme in Bihar state);
perhaps 83 paise says Dr. Kirit Parekh, former member of the planning commission, in an
evaluation of one key programme, the Public Distribution System30; not quite so high,
says the Prime Minister. We may thus approximate that between 75% and 85% of
expenditure on poverty alleviation schemes is absorbed by the delivery mechanism itself.
No wonder outcomes are so derisory.
Worse, over a hundred schemes are delivered to the same set of beneficiaries
through mutually insulated administrative silos, set up by central government ministries
intent on jealously guarding their respective fiefdoms. Convergence of schemes at the
delivery point becomes virtually impossible, thus depriving beneficiaries of the multiplier
effect that would operate if the beneficiaries themselves, through their locally elected
leaders, were to have the authority to plan and implement the utilisation of these
resources in keeping with their own respective priorities.
The challenge being to convert accelerated growth into inclusive growth, the path
favoured by government after government in India has been to exponentially increase
spending on social sector and anti-poverty programmes in the expectation that a critical
mass of expenditure will somehow be reached for the money thrown at the poor to
become the straw they can clutch at to rise out of their misery. The intention is sound but
commentator after commentator rues the fact that this has not worked.
The critical systemic fault lies in the present practice of implementation. Over a
hundred social sector and poverty alleviation Centrally Sponsored Schemes (CSS)31 are
implemented by separate agencies. Each scheme, operating through parallel bodies set up
by the central and state government bureaucracy in collaboration with civil society
organisations, performs tasks that the constitution specifies might best be entrusted to the
PRIs. In consequence, the beneficiaries remain hapless recipients of government/NGO
30

Sarvekshana, Jan-March 1994, pp.1-34
and ACA – Additional Central Assistance - allocated at its discretion by the planning commission
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largesse instead of actively participating in designing the schemes, adapting them to local
community priorities and being effectively in charge of supervision, guidance and
disciplinary action. The implementation agencies, therefore, look over their shoulder to
those who entrusted the task to them instead of towards the beneficiaries for approval or
course correction. In these circumstances, it is hardly surprising that Gram Sabhas
(village assemblies) are reduced to mere spectators and rubber-stamps instead of
providing “advice and consent” to the elected panchayat executive as is the democratic
requirement when the executive is held responsible to the people. This proposition may
be illustrated by a few specific examples.
Primary education is a task proposed for elected local bodies. It is instead being
run under a very well-funded CSS, the SSA - Sarva Siksha Abhiyan (“Education for All
Movement”)32 through “parallel bodies”: the registered societies established by state
education departments and NGOs largely or entirely dependent on Government funding.
Physical achievements, such as the number of school buildings, are impressive; so are
teacher recruitment, child coverage rates (including the coverage of girl students) and
reduction of drop-out rates. But the highly respected Annual Survey of Education Report
points out that a disturbingly high proportion of standard IV students cannot read the text
books prescribed for standard II or even standard I (ASER Centre, 2010).
If Parent-Teacher associations were established under the panchayats and made
responsible to the entire community through regular meetings of the Gram Sabha (village
assemblies of all adult members, mandated in the Constitution), such democratic peoplebased supervision and control of primary education, instead of the present quasi-statist
model, would, in all probability, lead to higher levels of learning. For, after all, the end
result sought is not so much the number of school buildings but better educated
children33.
Certainly, the experience of Kerala, where all education including college
education has been put under the three-tier panchayat system, would appear to bear this
out. Kerala leads the country in the education sector. There is also considerable
recognition of the progress made in this direction by an economically backward state like
Rajasthan. The much-lauded move towards effective Panchayat Raj by Bihar in recent
times is yet another indicator that such community supervision and control is possible not
only in an educationally advanced state; it can also be undertaken in states not renowned
for their educational advancement. The contrary example is that of Uttar Pradesh where
poor levels of education are associated with poor performance in effective Panchayat Raj.
Similarly, SSA provides for school buildings but it is a separate ministry and a
quite separate CSS – the Total Sanitation Campaign, now called Nirmal Bharat Abhiyan,
run by the ministry of rural development – that has been assigned the responsibility for
providing school toilets, without which girl students in rural India tend to be withdrawn
on attaining puberty. By correcting such parallelism and lack of convergence, not only
would sanitation improve but valuable lessons in hygiene would be learned by socially
32

Now made a statutory requirement through the amended Right to Education Act, 2013
The interested reader is referred to Chapter XII Vol. 2, read with the Activity Maps for SSA in
Vol 4, of the Expert Group report for a detailed examination of the connection between effective learning
outcomes and the involvement of PRIs in planning and implementing SSA at the school and community
level.
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and economically deprived children and their families and the drop-out rate for girls at
puberty would sharply decrease.
The political and administrative authority, that is, the central ministry concerned,
the state departments concerned, and the NGOs concerned are unenthusiastic about
involving the PRIs because it would reduce their rigid control over their respective
programmes, call into question their self-assessment of outcomes, and bring their actions
under the supervision and disciplinary control of the local elected authority.
The World Bank-funded Integrated Child Development Scheme (ICDS) to
provide supplemental nutrition and child care for rural children, for instance, is run
without reference to the PRIs although the eleventh schedule of the constitution
specifically recommends at entry 25 that ICDS be placed under community supervision
through the panchayats34.
They would point too to their accountability for expenditure to the Accountant
General for Central Revenues (AGCR) and the Comptroller and Auditor General (CAG),
a much-dreaded constitutional authority who reports directly to parliament and is
responsible only to parliament’s premier standing committee, the Public Accounts
Committee, chaired by a leading light of the opposition. Until, says the bureaucracy, their
answerability to this awesome authority is modified, they have to account for each rupee
that goes through their hands and that is much better done with their brethren in the
permanent bureaucracy than in association with hundreds of thousands of transient
elected panchayat representatives. The suggestions made in this regard for a thorough
revamping of local bodies’ accounts by the AGCR itself and the Institute of Public
Accountants (a body invariably headed by the immediate past CAG) (Sixth Round Table,
2004), and a recent offer by the Indian Institute of Chartered Accountants to make their
500,000 members available for social audit have not carried much conviction, principally
because it would be tantamount to asking turkeys to vote for Christmas.
Only a determined political will can overcome such surmountable objections.
While some State governments have displayed the will, others have not. The leader of the
pack over the last decade and more has been Kerala, with Karnataka running a close
second, and some others – Maharashtra, West Bengal, Tripura, Sikkim, Madhya Pradesh,
Tamil Nadu, Gujarat, Rajasthan and Haryana – slowly catching up. But most others
remain reluctant start-ups. Bihar is the dramatic exception: what Bihar has achieved in
the last few years in promoting effective local self-government is the most encouraging
development in Panchayat Raj (Alok and Chaubey, 2010:77).
In a briefing to members of parliament on the eve of the finalisation of the
Approach to the Twelfth Five-Year Plan (2012-17), the deputy chairman of the planning
commission underlined the point that while the economy had performed spectacularly on
GDP growth rates, the single biggest failure of the government’s “eleventh plan” (200712) had been the failure to secure inclusive growth (PRS Briefing, 2011). This
notwithstanding the exponential increase in central government funds made available to
States under some 139 CSS. He attributed the failure to translate dramatically augmented
outlays into commensurate outcomes to “management failures” on the part of the States.
34
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However, “management failure” is not an attribute of state governments alone; it
is a general failure on the part of both the central and state governments to fashion an
efficient and effective delivery system for public goods and services for those most
desperately in need of inclusive growth. This notwithstanding the constitutional
obligation to move from bureaucratic delivery to self-delivery through PRIs of
programmes of economic development and social welfare.35
Therefore, whatever the primary responsibility of the state governments in this
regard, it essentially lies in the hands of the central government to rise to its constitutional
responsibilities under Parts IX and IXA of the Constitution by modifying CSS guidelines
in such a manner as to ensure the centrality of PRIs in the planning and implementation
of CSS. For, of the CSS, the former Prime Minister, Dr. Manmohan Singh, had this to say
years ago, in 2004, soon after assuming office:
“It is for us to honestly ask the question of whether we are making the best use of
the money that we spend annually on the schemes being currently implemented?
Do we have too many schemes, which are fragmented in concept, are rigidly
designed and impose national parameters on highly differentiated local realities in
terms of resource endowments or felt needs? Does the compartmentalization of
our effort in multiple schemes in the Ministry or Ministries – both at the Centre
and in the States – without a core vision make this investment sub-optimal?
Before we set this right at the Centre we cannot be asking the States to do so”
(GoI, 2006:50).
Recognising the fundamental need to systemically alter CSS guidelines, the
cabinet secretary had, on the instructions of the prime minister, issued a circular to all
central ministries in November 2004 asking them to modify their respective CSS
guidelines “within three months” to ensure the centrality of the panchayats in “planning
and implementation” as provided for in the constitution (specifically article 243G read
with the Eleventh Schedule, as well as the corresponding article 243W in part IX A read
with the Twelfth Schedule, and both with the provisions for district planning in Article
243 ZD).
An exercise to modify CSS guidelines had been undertaken, in consultation with
the departmental secretaries concerned, by a committee chaired by Renuka
Vishwanathan, special secretary in the cabinet secretariat, but as there was no high-level
endorsement of the Renuka Vishwanathan Committee Report, nor any follow-up by the
economically more influential ministries and entities concerned (ministry of finance,
planning commission, PMO etc.), the Renuka Vishwanathan Report has withered on the
vine.
Moreover, the National Development Council’s Empowered Sub-Committee on
panchayat raj issues, comprising several state ministers of panchayat raj and chaired by
the author in his previous capacity as minister of panchayat raj, had in 2008 submitted a
Report unanimously recommending a host of steps for promoting the centrality of PRIs,
that is, inclusive governance for inclusive growth. Five years on, the planning

35
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commission was yet to submit the report for ratification to the National Development
Council.36
It is not enough for the Planning Commission to simply attribute the failure of
inclusive growth to “management failure” on the part of state governments. A pro-active
role by the central government, especially in respect of CSS, could make a breathtaking
difference to the more efficient and effective delivery of public goods and services to the
poor and vulnerable to provide for a measure of equity in the face of the inescapable
widening of inequalities in income and wealth promoted by the present high-growth
model. It was precisely this that was recommended by the Expert Group (2013) but,
despite a reiteration of the Prime Minister’s directive on 6 August 2013, there has been
virtually no progress. It is to be seen whether the new Government that took office in
May 2014 will be any more effective (or wish to be more effective) in providing Activity
Maps indicating the way forward to the devolution of Functions, Finances and
functionaries for each CSS, as recommended by the Expert Group.
Equity now, not in some distant future, is essential for democracy to survive and
development to be sustained. This is not hyperbole but common sense: already close to
one-third of the districts of India, particularly districts with a dominant tribal population,
is convulsed in Maoist/Naxalite insurgencies fuelled by displacement and deprivation
(Home Ministry, 2011; GoI, 2011). Grassroots development through grassroots
institutions of democracy, as provided for in The Provisions of The Panchayats
(Extension to Scheduled Areas) Act, 1996, [PESA] would do more to bring the tribal
people back to the mainstream of democracy and development than any other single
measure.37
The key lies in designing CSS on the basis of scientific activity mapping based on
the principle of subsidiarity – which holds that anything that can be done at the lower
level should be done at that level and no higher level. Such carefully and consensually
structured activity maps, annexed to each set of CSS guidelines, might detail the
functions to be devolved respectively to the village, intermediate and district levels, and
thus provide the basis on which the devolution of finances is to be patterned, matched by
a parallel devolution of functionaries to each level of self-governance, in rural as much
as in urban localities.38
Such empowerment will enable the local community to deploy the financial
resources made available to them (and mobilised by them) to themselves plan and
implement their own programmes of grassroots development and poverty eradication
instead of depending on the grudging patronage of higher-level politicians, who have
their own agenda, and an indifferent, self-serving local bureaucracy: grassroots
36

The Planning Commission, now wound up, never submitted the Report to the National
Development Council, thus showing that the most recalcitrant element of governance in regard to
Panchayat Raj was the Planning Commission which should, in fact, have taken the lead in encouraging,
incentivizing and monitoring Panchayat Raj.
37
Speeches and articles by the author and others, notably the Bandyopadhaya Committee Report of
2008, dilating on this will be readily made available by the author, who might be contacted at
manirsmp@gmail.com
38
Vol. 4 of the Expert Group Report provides detailed model Activity Maps for eight of the
Government’s principal Centrally Sponsored Schemes.
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development through grassroots democracy, as appears to be happening currently in
Bangladesh (Faguet and Ali 2009).
The imperative of inclusive growth has been grasped, but the imperative of
inclusive governance has been barely incorporated into the conception and
implementation of the eleventh plan or even key flagship programmes for inclusion,
equity and social justice notwithstanding the prime minister’s public endorsement of the
centrality of inclusive governance to inclusive growth.
Provided the required political will is displayed, and there is political mobilisation
at the highest level to secure consensus, it should be possible to effect a systemic
revolution in the delivery of basic goods and services. Nothing would more dramatically
and immediately drive up human development indices. To this end, clarity in conception
and sincerity in implementation is required on several points, particularly the following:
Panchayat Raj is not a panacea for ending all the ills of the delivery mechanism but a
systemic alternative to replacing a bureaucratic delivery mechanism that has failed to rise
to the challenge. To be effective, Panchayat Raj has to be conceived and implemented
holistically. Where panchayats are elected but not empowered; where the local
bureaucracy and technocracy is not made responsible to the elected authority; where the
president of the panchayat does not function as a president-in-council consulting and
securing the approval of his/her fellow-panchayat members; where functions (activities)
are devolved on paper but are not accompanied by a parallel devolution of finances and
functionaries; where the district planning committee is either non-functional or
dysfunctional or dominated by non-PRI chairpersons nominated by the state or willfully
ignored by the state and central planning authorities – in all such cases, panchayat raj will
be sub-optimal or worse in its results. Securing the independence and strengthening of the
state election authority to ensure free, fair and clean elections must be a continuing
challenge, calling for the adoption of best practices evolved in different States.
While the most effective counter to corruption in PRIs would be through social
audit undertaken in close association with committed NGOs, formal audit of local bodies
along the lines recommended by the CAG and the Institute of Public Accountants would
diminish, if not eliminate, corrosive corruption at the local level. In any case, the burden
of leakages through currently rampant bureaucratic corruption together with the high
administrative costs would be lowered through a systemic change to participatory
development.
Community participation cannot end with the vote; it must translate into regular,
informed and effective meetings of the Gram Sabha: to this end, the codification by
legislation of the authority, powers and duties of the Gram Sabha would considerably
augment the role and responsibility of the Gram Sabhas, the essential countervailing
power to the abuse of power by the elected office-bearers in the PRIs and the local
bureaucracy. It stands to reason that the more effective the outcome of Gram Sabha
meetings, the greater would be the effective empowerment of the local community and
the more enthusiastic and purposeful would be attendance at Gram Sabha meetings. An
elected panchayat executive must function in a collegiate manner and be responsible to
the Gram Sabha. In the absence of this, there would inevitably be abuse of power by
those elected by the community but not responsible to them. This calls for
reconsideration of the constitutional provision that constructs a fundamentally
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parliamentary system of Panchayat Raj but then superimposes a presidential authority by
allowing for the direct election of village panchayat presidents who then do not feel the
need to even consult with their panchayat members.
To render office-bearers in PRIs more accountable for their actions, the
periodicity of reservations needs to be revisited. In most states/UTs, the period of
reservations is limited to a single term, making re-election rare. This facilitates elite
capture (Palanithurai, 2010). Extending reservations to at least two and, preferably, three
terms would lead to greater social equity as office-bearers would mature in office and
would be compelled to accord greater attention to the more disadvantaged sections of the
village population in order to secure re-election.
Apart from redesigning CSS/ACA to ensure the centrality of PRIs in planning and
implementation, there is pressing need to vastly augment the present scheme of
incentivizing States, on the one hand, to promote further effective devolution and, on the
other, to incentivize PRIs to be more transparent in their transactions and more
accountable for their actions.
Perhaps the most urgent requirement of all is to cap, reverse and eliminate tribal
unrest, insurgency and insurrection by prioritizing the implementation of PESA - The
Provisions of The Panchayats (Extension to Scheduled Areas) Act of 1996. It could be
the last bulwark against a people’s uprising in tribal areas spread over nearly a third of
the country, assessed by the prime minister, as the “most serious challenge” to India’s
internal security.
These are pointers to improvements in legislation or institutional design that
would progressively ensure better and cleaner Panchayat Raj. Many of these and others
are detailed in the elaborate roadmap prepared by the ministry of Panchayat Raj (2011).
These improvements are flagged to stopper the frequently heard cry of despair that points
to flaws in Panchayat Raj with the intention of ending the experiment altogether. That
would be to throw the baby out with the bath water. To paraphrase a 1954 quote from the
A.D. Gorwala Committee report on cooperatives39 that enjoyed considerable renown in
its day: “Panchayat Raj has failed. Panchayat Raj must succeed.”
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Is Latin America on the path to achieving sustainable fiscal
decentralization?”1
Matteo Grazzi2

Fidel Jaramillo3

Abstract
Fiscal decentralization is a relatively new process in Latin America. Only in the last
decades, at the same time as a progressive return to democracy and a wave of subnational electoral reforms, has a sufficient political consensus been reached in many
countries of the region to decentralize some functions usually attributed to central
government.
One of the main arguments supporting the devolution of expenditure and tax
management to sub-national entities is the general belief that it is beneficial for
national public accounts. But in practice, as decentralization progressed across Latin
America, the financial situation of several countries worsened because of expanded
inter-governmental transfers stemming from higher sub-national deficits and
periodic bailouts of over-indebted decentralized governments. In this context, most
Latin American countries recognized the need for a second-generation of reforms to
establish controls over sub-national accounts. Many established Fiscal
Responsibility Laws (FRLs) containing subnational fiscal rules, attempting to reduce
subnational spending and borrowing.
In this study, we analyze the performance of sub-national finances in the region and
contribute to the understanding of the determinants of their fiscal outcomes. In
particular, we focus on the effectiveness of FRLs in promoting fiscal discipline in
local governments.
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1. Introduction
Everywhere in the world an increasing share of total public expenditures is
performed at the sub-national level of government, both at intermediate and local
levels. But compared with other regions, the fiscal decentralization process started
with considerable delay in Latin America. The Latin American centralist tradition
dates from the colonialist period. Only in the last decades, at the same time as a
progressive return to democracy and a wave of sub-national electoral reforms, has a
sufficient political consensus been reached to decentralize some functions usually
attributed to central government.
Once triggered, the decentralization process has moved quickly across the region.
The unweighted average share of sub-national expenditure on total public
expenditure in Latin America has risen from 13.1% in 1985 to 19.3 % in 2004 (See
Figure 1.1). Considering the latest years, in Figure 1.2, this trend has not slowed
down and the average ratios of sub-national revenues and expenditures over GDP in
the region have grown respectively from 5.4% and 5.6% in 1998 to 7.6% and 8.00%
in 2009. In 2008 was there a reversal of the sub-national fiscal revenues consistent
with the fall of fiscal revenues all over the world, due to the financial crisis, but in
2009, the positive trend returned
Figure 1.1 Subnational Expenditure in Latin America (1985-2004)
(Percentages of Total National Expenditure)

1985

1990

13.1

14.3

1996

2004
17.3

19.3

Source: Authors elaboration on data from Daughters and Harper (2007)
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Figure 1.2 Subnational Revenues and Expenditure in Latin America (19982009)
(Percentages of GDP)
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Source: Authors’ elaboration on data from ECLAC (2007, 2011)
Note: Simple average of figures for available countries.
The situation in the region is heterogeneous and not all the countries are at the
same point on the decentralization path. Moreover, the pace of decentralization in
recent years has not been uniform across countries. Looking at Figure 1.31, it is
possible to notice that the most fiscally decentralized countries - with sub-national
expenditures constituting over 14% of their GDP in 2010 - are Argentina and Brazil,
both large countries with a long federal tradition. Also Bolivia, Colombia and Mexico
are countries with significant expenditure decentralization, with subnational
expenditures exceeding 8% of GDP. All the three countries have increased their
decentralized expenditure since 1998. Particularly, Bolivia shows a rise from 7.3%
in 1998 to 11.6% in 2009, reflecting a dynamic decentralization agenda.2 Ecuador
and Peru are still characterized by lower decentralization levels, but a significant
1

Some caution is necessary in evaluating the figures contained in Figure 1.3. In fact, the data refer
to different level of government depending on the country. For example, figures for Argentina are related to
Provinces, while figures for Ecuador are related to town councils and municipalities.
2
Faguet (2014) explores how Bolivian decentralization has changed and deepened significantly in
recent years.
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rise in subnational expenditure has been registered since 1998. Finally, the
remaining countries analyzed – Chile, Costa Rica and Paraguay – show not only low
levels of decentralized expenditure, but also a static situation. Figures for these
countries have not significantly changed since 1998, and, in the case of Chile, the
decentralized expenditure has even been reduced.
Figure 1.3 Subnational Expenditure in selected Latin American Countries
(1998-2009)
(Percentages of GDP)
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Source: Authors’ elaboration on data from ECLAC (2007, 2011)
Note: Figures for Paraguay are for 2008
An important feature of the decentralization process is the progressive extension of
sub-national responsibility for key public service provision. Using the Activity
Decentralization Index (ADI)3, designed by the IDB to measure the degree of
autonomy of subnational governments in the management of public services, it is
clear that today subnational governments’ responsibility is not limited to the
traditional decentralized sectors of waste and urban transportation and street
management, but it is progressively extending to more and more sensitive sectors
(e.g. water, health, and education). In Figure 1.4 ADI values for selected public
services sectors in Latin America for 1996 are compared with those for 2004 .
3

The Activity Decentralization Index (ADI) is constructed considering the level of decentralization
in four different aspects of decision-making: amount, structure, execution and supervision. For a detailed
description of the ADI construction, see IDB (1997).
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Sectors on the left of the 45 degree line have increased their decentralization, while
the opposite is true for the ones that lay on the right.

Figure 1.4
2004)

Activity Decentralization Index (ADI) in Latin America (1996 -
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The increasing share of public expenditures performed at subnational level in the
region and the key role played by local administrations in the provision of sensitive
public services call for a deeper look into subnational fiscal dynamics. In this study
we analyze the performance of subnational finances in the region and we contribute
to understanding the determinants of their fiscal outcomes.
The paper is structured as follows. Section 2 contains a synthetic review of the
economic literature on potential beneficial and adverse effects of fiscal
decentralization. Section 3 presents the region’s experience with Second Generation
Fiscal Federalist-type reforms, focusing on the design and implementation of
subnational fiscal rules. Section 4 analyzes the fiscal performance and debt
sustainability of Latin American subnational entities, both at the regional level and
with a focus on the cases of Colombia and Peru. Finally, Section 5 draws conclusions
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1

about the decentralization process in the region.

2. Fiscal decentralization in the economic literature
Fiscal decentralization has been traditionally seen by the public finance literature as
an important source of efficiency gains in the provision of public services. Oates
(2006) identifies four basic elements to justify its economic rationale.
The first is the fact that subnational governments are in a closer and better position
to adapt output of public services to the preferences of their constituency. This
argument is based on the realization that many public goods do not have similar
spatial characteristics and that different geographical areas could have different
preferences in the provision of public goods. Central governments might lack
information on such preferences, or might be unable to differentiate provision by
geographical location. In these cases, decentralized entities are in a better position
to supply the public good4. However, this efficiency argument holds true only under
certain conditions; in the presence of interjurisdictional externalities or scale
economies5 in the provision of public goods and services, local governments will fail
to internalize all costs and benefits and will produce an inefficient level of output.
Second, if individuals have perfect information and are free to move costless
through different jurisdictions, they can seek out the one that provides outputs
better suited to their preferences (Tiebout, 1956). In this way, preferences are
revealed and aggregated by the individuals themselves and the result is a more
efficient scenario. Third, decentralized governments face competition from their
homologous neighbors, receiving pressure for a more efficient provision of public
services and constraining budgetary growth. The resulting competition increases
the quality of delivery. Fourth, decentralization can encourage experimentation and
innovation, as individual jurisdictions are free to adopt new approaches to public
policy. When a better way of providing a service is discovered by one jurisdiction,
others will follow and an overall more efficient delivery is obtained. An additional,
important argument in favor of decentralization is the basic principle that
accountability brings responsibility, i.e. the view that when local officials are
4

This argument has been formalized by Oates (1972) in his Decentralization Theorem, which states that “
For a public good – the consumption of which is defined over geographical subsets of the total population,
and for which the costs of providing each level of output of the good in each jurisdiction are the same for
the central or the respective local government – it will always be more efficient (or at least as efficient) for
local governments to provide the Pareto-efficient levels of output for their respective jurisdictions than for
the central government to provide any specified and uniform level of output across all jurisdictions (Ibid.,
p.35). Faguet and Sánchez (2014) test it empirically for Colombia, and Channa and Faguet (2012) survey
international evidence for health and education.
5
Prud’homme (1994) refers to studies which has found the existence of scale economies in the provision of
some public services, but argues that the welfare losses implied by decentralization because of such
economies of scale are minimal. Faguet (2004) explores the institutional implications of a bargaining game
in the presence of scale economies and spatial heterogeneity/local knowledge.
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responsible for the provision of a public service, they are likely to have an incentive
for better performance (Tanzi, 2000).
However, the decentralization process may also present some negative effects. In
fact, an increasing shifting of responsibilities from central to local governments also
means transferring power from central to local bureaucracies, which may
significantly reduce the advantages of decentralization. Especially in developing
countries, where qualified labor is scarce, the central administration can usually
offer better opportunities than local entities. Consequently, the quality of
bureaucracy in local administrations is likely to be lower than in the central
government (Prud’homme, 1995). Moreover, the close relation between local
officials, citizenship and interest groups, added to their high discretionality in
decision-making, seems to cause higher corruption at the local level than at the
national level (Prud’homme, 1995; Tanzi, 2000).
Beyond efficiency issues, decentralization also seems to have some worrisome
implications on central macroeconomic management. First, the loss of control over
an important part of public expenditure and revenues may introduce limitations and
rigidities to the action of central government. Second, fiscal policies of subnational
governments – which are usually procyclical – may undermine countercyclical
stabilization policies of central government, when needed. Third, the devolution of
expenditure responsibilities to subnational entities without an adequate provision
of own resources and a clear distinction of functions and responsibilities between
government levels may have a troublesome effect on public accounts. If local
expenditure is partly financed by common pool resources, local governments do not
fully internalize the cost of their public programs (Stein, 1998) and decentralization
could raise total expenditure and lead to unsustainable fiscal outcomes. And if local
governors have free access to the credit market and fiscal bailouts from higher-level
authorities are expected, there will be an incentive for the subnational entity to
over-borrow and for lending institutions to over-lend, not properly discounting the
risks associated with such lending (Daughters and Harper, 2007; Shah, 2004). In
other words, lacking a clear regulatory framework, subnational entities face a soft
budget constraint: when there are no available resources ex-ante to finance their
desired level of expenditure, they obtain them from the central government ex-post,
after expenditures have been made or debt has been accumulated (Tanzi, 2000).
Considering these arguments, a possible outcome of the decentralization process is
the deterioration of national fiscal accounts. To mitigate this effect and to control
subnational finances, several approaches have been proposed. Ter-Minassian and
Craig (1997) grouped them in four “stylized” categories: reliance on market
discipline, cooperative arrangements between different levels of government, rulebased controls, and administrative controls. The effectiveness of market
mechanisms depends on the presence of several necessary conditions, such as
openness of financial market, good information on the borrower’s repayment
capacity, no perceived chance of bailout, and the presence of adequate institutions.
(Lane, 1993). Indeed, especially in developing countries, such stringent conditions
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are unlikely to be realized. Consequently, the most popular option in such countries
has usually been the setting of fiscal rules, because they may be clear, transparent
and relatively easy to monitor. These rules may take several forms, ranging from exante controls, such as setting limits on the level of debt and real expenditure growth
to ex-post consequences, such as the prohibition of bailouts from the central
government6.
However, the econometric evidence of the impact of such borrowing constraints on
subnational fiscal discipline has been limited and mixed (Plekhanov and Singh,
2007) and there is still no consensus in the empirical literature on their actual
effectiveness. Both countries with and without rules have been successful in fiscal
consolidation, showing that they are not a necessary condition for fiscal adjustment.
Moreover, the setting of a rule does not automatically imply its observance or
enforcement. Webb (2004) therefore concludes that fiscal responsibility laws are
neither necessary nor sufficient for fiscal prudence.
Over the years, several Latin American countries have designed fiscal responsibility
laws containing rules aimed to improve subnational fiscal discipline. The experience
of this region is thus particularly illustrative for evaluating the interaction between
fiscal rules setting and the effects of decentralization.
3. Decentralization and sub-national fiscal rules: the Latin American
Experience
When the decentralization process started in the region, the general thought was
that at the macroeconomic level it could play a key role to contributing to the
structural adjustments goals of many countries. Devolving expenditure
responsibilities to local entities was seen as a way to reduce spending obligations of
central governments and to improve their fiscal balances (Daughters and Harper,
2007). But as decentralization progressed, the devolution of expenditure power to
subnational entities proved to be less beneficial for public accounts than desired.
This process has not been accompanied by the strengthening of financial accounting
and planning capacities of local governments, which resulted in the mismanagement
of the larger amount of resources. On the other hand, local governments became
progressively more politically accountable for the provision of public services
without being directly responsible for raising resources from their own
constituents. This situation created an incentive for local entities to increase their
expenditures without worrying about financial sustainability, and forced central
governments to pay the price of subnational indiscipline through both expanded
inter-governmental transfers to cover higher sub-national deficits and periodic
bailouts of over-indebted decentralized governments.
6

For a complete discussion on different channels to control public deficits and debt, see Webb

(2004)
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Consequently, fiscal accounts of central governments actually worsened in the
1990s and early 2000s. The overall fiscal deficit recorded 2.6% of GDP in 2001 and
total public sector expenditures in Latin America grew steadily as a percentage of
GDP (See Figure 3.1).
Figure 3.1 Public Sector Total Expenditure and Overall Balance in Latin
America (1990- 2009) - (Percentages of GDP)
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Source: Authors’ elaboration on data from CEPALSTAT
Note: Simple average of available Latin American countries
However, after a long period of deterioration, the situation of subnational fiscal
accounts appears to have improved. On one hand, the autonomy of subnational
governments in raising own revenues has increased, reducing that vertical
imbalance which has been identified by several authors as a major source of
irresponsible fiscal behavior. On the other hand, most Latin American countries
recognized the necessity to control sub-national accounts and established
institutional rules in order to contain subnational spending and borrowing.
Furthermore, the regional empirical evidence suggests that those countries with
more hierarchical and transparent budget processes and with a clear set of fiscal
rules tend to present lower primary deficits (or higher primary surplus). Filc and
Scartascini (2004) confirmed this relationship, by showing the positive correlation
between a Fiscal Rules Index and Fiscal Performance - measured as the General
Government Primary Result over GDP – in Latin America.
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On average, regional sub-national public debt has decreased from a peak of 9.6% of
GDP in 2002 to 5.4% in 2008, while the average overall balance has turned positive
since 2003 and has reached a record surplus of 0.6% of GDP in 2005 (See Figure
3.2). Moreover, the ratio between decentralized debt and revenues has been
stabilizing all over the region, returning to pre-2000 levels (See Figure 3.3).
Figure 3.2 Subnational Public Debt and Overall Balance in Latin America
(1998 -2008)
(Percentages of GDP)
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Figure 3.3 Subnational Debt Sustainability Indicators in Latin America
(1999 -2008)
(Subnational Debt/Revenues & Average Real Cost of Debt)
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Disaggregating by country, it is possible to notice that several countries have
achieved a fiscal surplus at the sub-national level and have reduced their
subnational debt (Figures 3.4 and 3.5). In particular, the debt level of Argentina and
Brazil decreased significantly from 2004 to 2009, while the countries which
obtained the highest improvement in their overall subnational balances have been
Brazil and Bolivia, which has passed from a deficit in 1998 to a surplus exceeding
0.4% of GDP in 2008, despite the adverse effects of the international financial crisis
over the fiscal accounts.
Figure 3.4 Subnational Public Debt in selected Latin American Countries
(1999-2009) (Percentages of GDP)
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Figure 3.5 Subnational Overall Balance in selected Latin American
Countries (1998-2008) (Percentages of GDP)
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As for subnational debt sustainability, from Figure 3.6 it is clear that in the latest
years most regional countries have registered a decrease in the ratio between
subnational decentralized debt and revenues, due to both a reduction in debt levels
and an increase in revenues as percentages of national GDP. It seems plausible that
the progressive introduction in many countries of Fiscal Responsibility Laws (FRLs)
containing subnational fiscal rules contributed to a more responsible debt
management by local administrations in several countries. However, such
regulations have not been homogenous across the region either in motivation or in
forms or results. On one hand, the first countries to introduce FRLs were the more
decentralized ones, attempting to mitigate a situation of deteriorated subnational
finances. On the other hand, countries with centralist traditions accompanied the
decentralization process with the drafting of corresponding regulation, in order to
prevent uncontrolled sub-national expenditures.

Figure 3.6 Subnational Debt/ Revenues in selected Latin American
Countries
(1999 -2009)
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Among the former, Brazil approved in 2000 a comprehensive Fiscal Responsibility
Law which, bringing together different provisions contained in previous acts,
consolidated and refined borrowing rules and fiscal efficiency standards for
subnational entities. Similarly, in Colombia, a FRL consolidated in 2003 a process of
“fiscal responsabilization” started in 1997 with the drafting of the Territorial
Borrowing Law (better known as Ley de Semáforos) - an act which subjected the
borrowing of subnational government with bad debt situation to the prior approval
of the Ministry of Finance - and continued in 2000 with Law 617, which defined a
system of indicators and benchmarks to contain subnational public expenditure.
However, not all the regional FRLs had successful results and not all the regional
experiences implied FRLs. Argentina passed in 1999 the National Fiscal Solvency
Law which set a number of rules aimed at reaching fiscal balance at the central level
no later than 2003. It included limits to the central government’s fiscal deficit and
expenditures, the adoption of multi-year budgeting, and the implementation of
transparency measures. Although this law did not include rules at the sub-national
level, several provinces followed the national example and approved local fiscal
rules. But in the presence of declining tax revenues, many provinces did not comply
with their own commitments7 and in 2001 the FRLs stopped working. A different
approach to subnational debt management has been adopted in Mexico, where there
is no national FRL and where a new borrowing framework based on the role of
market forces in controlling subnational debt was introduced in 2000. The key
7

in 2000, for example, only 5 out of 11 provinces which had imposed a hard budget constraint
fulfilled it (Braun and Tommasi, 2003)
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elements of this reform were the elimination of discretionary transfers from the
federal government, the setting of rules for the public disclosure of the debts and
fiscal deficits of borrowing governments, and a tightening of the regulation of
lending by private banks to states.
As for the countries that decentralized later, several governments drafted fiscal
reforms aimed to control subnational finances following the example of Brazil and
Colombia. For instance Peru --a country with a clear centralist tradition where the
decentralization process actually started only in 2002-- approved in 2003 a
regulatory framework with both ex ante constraints for subnational deficit and
borrowings and ex-post penalties if a local government violates the targets
established by the law8 (Webb, 2004). In particular, a set of 10 different subnational fiscal rules9 distributed in three different laws10 was introduced, in order to
ensure a responsible debt management by regional and local governments.
Nevertheless, the transfer cuts established as a consequence for rule-breaking have
been suspended, leaving the regulation somehow incomplete.
4. Fiscal performance and debt sustainability at the sub-national level
In order to evaluate if the subnational fiscal balance has been historically consistent
with the outstanding debt amount, we performed a debt sustainability exercise11 for
five Latin American countries (Argentina, Bolivia, Brazil, Colombia and Mexico), the
results of which are displayed in Figure 3.8.

Figure 3.8

Subnational Sustainability Analysis (1999-2002 and 2003-2008)

8

In the case of violation of the law, the national government must withhold some transfers to make
the required debt payment.
9
For the detailed list of rules, see Moron (2010).
10
Ley de Responsabilidad y Transparencia Fiscal; Ley de Descentralización Fiscal y Ley Orgánica
de Municipalidades.
11
For a description of the employed framework for Fiscal Sustainability analysis, see Annex A. The
exercise is preliminary and it is limited by the scarcity and incompleteness of data.
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The graph evaluates the sustainability dynamics of subnational finances in each
country, by plotting the observed ratio of primary surplus on revenues (s) and the
ratio required for fiscal sustainability12 (s*) in two different periods (1999-2002 and
2003-2008). Each data point is labeled with a country, and shows the country’s
trajectory from 1999-2002 to 2003-200813 with an arrow from one point to
another. When s is higher than s*, e.g. the point lays on the right of the bisectrix, the
corresponding country presents a sustainable subnational debt in that period.
The obtained results are consistent with the described stylized facts. In the first
period only Mexico lies in the sustainable area, while Argentina, Bolivia, Brazil, and
Colombia present unsustainable sub-national fiscal accounts. However, in the
second period there is a generalized improvement and all the countries move to the
right side of the sustainability line.
Therefore, both descriptive figures and the sustainability analysis suggest that the
introduction of second-generation fiscal reforms has contributed to stabilizing the
subnational debt situation in the region. However, in order to confirm this
hypothesis and to correctly assess the fiscal performance of subnational entities, it
is necessary to set up a more formalized framework for statistical analysis. An IDB
12

We define s* as the surplus necessary to stabilize the debt-to-GDP ratio for a given real interest
rate, growth rate of the economy, and initial stock of debt.
13
The choice of these periods is justified on the fact that for the year 2003, all the countries
considered in the sample already had a legal framework that includes some type of controls over
subnational fiscal accounts.
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research project (Braun and Llach, 2010) proposes the application of a “true model”
of subnational fiscal behavior which, in absence of omitted variables, should provide
a first approximation of the determinants of subnational fiscal performances in a
country. It is a simple econometric model, where different measures of fiscal health
depend on a large set of structural, macroeconomic, institutional and political
variables, as shown in the following equation:
Fiscal Performance = f (Structural Variables, Macroeconomic
(1)
Variables, Institutional Variables, Political Variables)
As for the dependent variable, the authors identified in the literature seven possible
indicators of Fiscal Performance, that account for different dimensions of fiscal
behavior of the subnational entity14, while, with regards to the right hand side of the
equation, they propose twenty-one possible variables across the four different
categories (See Table 3.1).
Given the availability of sufficient information on the accounts of subnational
entities in a country, the model should be estimated on a panel dataset over the
highest possible number of years. However, a serious obstacle for this analysis may
be constituted by the low accuracy of subnational accounts, especially at the
municipal level. For example, Moron (2010) performed an evaluation of the
available data in a sample of 15 Peruvian municipalities, finding substantial
problems of sub-recorded, not-recorded or misclassified debt.

14

The proposed measures of fiscal performance are: operative balance, primary balance, fiscal
balance, operational balance, debt-to-GGP (Gross Geographic Product) ratio, debt stock to current
revenues ratio and debt interests to current revenues ratio.
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Table 3.1
Variables
Category
Structural

A “true model” of Subnational Fiscal Performance – Independent
Variable
GDP per capita
Population
Population density
Regional Economic Cycle

Definition

GGP Diversion from its trend
Wages, Exchange Rates,
Commodities associated to national
or subnational revenues.

Macroeconomic Relative Key Prices
National Fiscal Surplus
Subnational Fiscal Rules
Vertical unbalance
Expenditure decentralization
degree
Earmarking
Institutional

Central Government fiscal
“goodness”
Debt Autonomy
Revenue Autonomy
Expenditure Autonomy
Bailout history
Subnational representation in the
National Power

Political

Subnational Electoral Cycle
Momentum
National Electoral Cycle
Momentum
Political color of subnational
government
Ideology of subnational
government
Electoral Competition Degree
131

Classified between 0 (no rules) and
5 (very strict rules)
Percentage of Transfer Revenues in
Total Revenues of the Subnational
Entity
Percentage of Subnational Public
Expenditure in Total Public
Expenditure
Percentage of Transfer Revenues
with Specific Destination
Transfers per capita compared with
transfers per capita to other
subnational entities
Classification between 0
(prohibition) to 5 (full autonomy)
Classification between 0 (total
centralization) to 5 (full autonomy)
Classification between 0 (total
centralization) to 5 (full autonomy)
Number of bailouts
Number of inhabitants of the
subnational region for each Member
of Parliament
Dummy Variable.1: electoral year ; 0
no
Dummy Variable.1: electoral year ; 0
no
Matching with National Government
0: right or centre-right ; 1 centre ; 2:
left or centre-left
Percentage of votes obtained by the
government party in the three

previous elections
Source: Adapted from Braun and Llach (2010)
Keeping in mind this potential pitfall, the model proposed has been applied to the
cases of Colombia and Peru in two IDB-funded studies, in order to identify the main
drivers of sub-national fiscal performance and the impact of fiscal rules
implementation in each country. In the case of Colombia, Sánchez and Zenteno
(2010) used IV regression on an original panel dataset with information on
Colombian departments and municipalities from 1996 to 2007, to estimate
determinants of subnational payment capacity - proxied by the ratio between debt
stock and current revenues - and saving capacity - proxied by the ratio between
primary surplus and total revenues or the ratio between current saving and total
revenues (only in the case of municipalities). The results show that variables such as
population, wealth, and fiscal dependence on the central government have a
significant positive effect on the payment capacity of a territorial entity. Likewise,
vertical imbalance, wealth and local election turnout rates significantly improve
their saving capacity. As regards the effectiveness of fiscal rules, subnational entities
that comply with the limits imposed by Law 617 are found to be positively
correlated with both a better payment capacity and a better saving capacity.
Similarly, Moron (2010) evaluates the case of Peru, employing panel data from 1381
municipalities in the period 2003-2008. Using IV estimation with the ratio between
primary surplus and total revenues as the dependent variable, the author finds that
also in this case there is empirical evidence that implementing fiscal rules improves
sub-national fiscal performance. On the other hand, differently from the case of
Colombia, vertical imbalance has a negative and significant effect, showing evidence
of fiscal laziness15.
This mixed evidence on the effect of vertical imbalance on subnational fiscal
performance can be related to the different degree of discretion central
governments have in the decisions related to the transfers system. In fact, the
literature usually indicates that subnational governments manage finances more
efficiently if transfers are distributed in a non-discretionary and transparent way
and if amounts and sources of funding are predetermined. This allows sub-national
entities to have a more stable fiscal horizon, enabling a better financial planning and
reducing the soft-budget constraint problem.
Recently, many countries in Latin America have decreased discretionality in their
transfer systems, including Colombia and Perú16 (Daughters and Harpers, 2007).
Considering the different time-frame of the two studies (the data for Perú are
considerably more recent than those for Colombia), it seems plausible that this
15

Meaning the higher the transfers a municipality receives from the central governrnent as
percentage of its total revenues, the less worried it will be about fiscal discipline.
16
Since 1996, Perú, a previously very centralist country with a small, very discretionary transfer
system, started to shift towards a more automatic system, based on formulas, to determine the transfer
distributions to subnational entities, together with the decentralization process (Daughters and Harper,
2007).
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reduction in transfer discretionality can be a reasonable explanation for different
results.
Moreover, the percentage of earmarked transfers is found to be linked to a positive
impact on subnational fiscal performance, suggesting that local governments
present better fiscal performance when there is higher central control on the use of
inter-governmental transfers. From a theoretical point of view, earmarked transfers
are often inefficient, as they can hinder subnational government’s abilities to target
programs to meet the demands of their constituents. Moreover, central
governments often lack the ability to monitor the use of earmarked grants. This
could degenerate into additional finance for a subnational government without the
accountability that should be expected of local government’s spending from ownsource revenues or untied transfers (Ahmad and Searle, 2006). However, especially
in developing countries, where local institutions are weaker, earmarked transfers
can play a role in inducing enhanced management and reporting, if further transfers
are conditioned to it. Evidence from Perú points in this direction.
5. Conclusions
The process of fiscal decentralization in Latin America has been the result of
economic and political reforms which occurred in many countries in the region
following democratic transition and constitutional reshaping. First generation
reforms essentially consisted of unconditional transfer of spending responsibilities
from the central to the subnational level. The result was an explosion of
decentralized expenditure and a deterioration of fiscal outcomes. Attempting to
control subnational finances and to achieve fiscal sustainability, many countries
designed a second-generation of reforms, which introduced fiscal responsibility
laws with subnational fiscal rules, allowed higher autonomy in raising revenues and
contained a stronger intergovernmental regulatory framework.
The analyses both at continental and at national level suggest that the introduction
of such reforms significantly helped the fiscal consolidation of subnational
governments in Latin America. Nevertheless, the aggregate picture hides differences
both between and within countries. Moreover, the registered improvements may be
due not to fiscal policy reforms but to external factors. First, from 2002 Latin
America grew at a yearly average rate of 5% of GDP. Improved fiscal accounts could
simply reflect this positive cycle. Second, the boom in commodity prices benefited
many local governments directly, granting them unexpected extra revenues. Finally,
the decline in domestic interest rates decreased the cost of the debt and allowed
better access to financial markets.
In conclusion, Second-Generation Fiscal Federalist reforms seem to have played an
important role in the improvement of fiscal performances across the region, but
further empirical research at a more disaggregated level is needed in order to
isolate external factors and to better understand the real determinants of
subnational fiscal outcomes. In this sense, a first attempt is constituted by the
methodology proposed by Braun and Llach (2010). Their “true model” of
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subnational fiscal behavior, applied to the cases of Colombia (Sanchez and Zenteno,
2009) and Peru (Moron, 2010), shows some empirical evidence about the
effectiveness of fiscal rules in improving sub-national fiscal performance.
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Annex 1. Sub-national Sustainability Analysis
National and sub-national fiscal sustainability analysis are similar, but with some
substantial differences. Consequently, the standard analysis framework should be properly
modified (Ianchovichina, Liu and Nagarayan, 2006). First, decentralized governments do
not usually have any monetary policy power. Consequently, each single subnational
government cannot influence the nominal interest rate, and seigniorage revenues (or
change in the monetary base) do not enter in its budget constraint. Second, foreign
exchange risk may not directly affect subnational finance, as subnational entities are
usually not allowed to borrow in foreign currency without approval and guarantee from
the central government. Finally, central government’s behavior significantly influences
subnational debt dynamics, not only because transfers from the centre are the most
important source of local revenues, but also because market participants could tolerate
unsustainable subnational fiscal policies if they expect bailouts from the central
government.
Following Ianchovichina, Liu and Nagarayan, 2006, the inter-temporal financing constraint
of a subnational entity can be written as:
(1)
Where Bt is the amount of public debt at the end of the period t, St is the primary balance
(revenues minus non-interest expenditures) and nt is the nominal interest rate in period t.
The identity shows that the net issuance of debt is equal to the difference between interest
payments and the primary surplus.
In order to facilitate the practical fiscal sustainability analysis, we represent the
subnational budget constraint in percentages of revenues (Yt). Dividing both sides by Yt and
rearranging, equation (1) is then transformed in:
(2)
Where rt is the real interest rate; gt is the annual growth rate of revenues; bt = Bt / Yt and st
= St/Yt.
In equilibrium, the ratio of debt to revenues, the primary balance, the real interest rate and
the growth rate are all constant. Then the budget constraint
⎛ r − g ⎞ becomes:
⎟⎟b
s(required ) = ⎜⎜
(3)
⎝ 1+ g ⎠
So, to give an assessment of debt sustainability it would be sufficient to compare the
observed s with s(required).
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Abstract
We examine how decentralization affects four key aspects of state strength: (i) Authority
over territory and conflict prevention, (ii) Policy autonomy and the ability to uphold the
law, (iii) Responsive, accountable service provision, and (iv) Social learning. We
provide specific reform paths that should lead to strengthening in each. Decentralizing
below the level of social cleavages should drain secessionist pressure by peeling away
moderate citizens from radical leaders. The regional specificity of elite interests is key.
If regional elites have more to lose than gain from national schism, they will not invest in
politicians and conflicts that promote secession. Strong accountability mechanisms and
national safeguards of minority rights can align local leaders’ incentives with citizens’, so
promoting power-sharing and discouraging local capture or oppression. “Fragmentation
of authority” is a mistaken inference; what decentralization really does is transform
politics from top-down to bottom-up, embracing many localities and their concerns. The
state moves from a simpler, brittler command structure to one based on overlapping
authority and complex complementarity, where government is more robust to failure in
any of its parts. Well-designed reform, focusing on services with low economies of
scale, with devolved taxation and bail-outs prohibited, should increase public
accountability. Lastly, by allowing citizens to become political actors in their own right,
the small scale of local politics should promote social learning-by-doing, so
strengthening political legitimacy, state-building, and ‘democratic suppleness’ from the
grass-roots upwards.
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Introduction
Many developing countries are caught in a vicious circle of poverty, weak institutions,
corruption, low levels of legitimacy and low economic growth rates. Decentralization has
been widely advocated as a way out of this trap, and was exceedingly popular during
the reform era of the 1990s and since. It has been promoted as a means of
strengthening the state for developing countries suffering from low organizational
capacity, poor public service provision, and sectarian violence (Brancati 2004). The
policy response has been highly enthusiastic, with most of the world’s countries
experimenting with some form of decentralization over the past three decades (Manor
1999).
This is ironic, as a strong state has traditionally been equated with a centralized state.
Strong states were understood as unitary rather than federal, with power concentrated
in the executive branch (Evans, Rueschemeyer & Skocpol 1985; Skocpol 1985). Such
centralized states were generally considered to be better able to formulate policy
independently and carry out specific goals without obtrusion. They were seen as
exercising greater control over their populations, ensuring conformity in legal mandates
and concentrating power at the top of the chain of command, giving them greater
authority (Evans, Rueschemeyer & Skocpol 1985; Skocpol 1985).
But the appeal of the ‘strong state as centralized state’ idea diminished during the
1990s, at the same time that decentralization was becoming the new consensus
(Stepan 2000). Proponents argued that decentralized governance structures may
actually be more effective in strengthening the state. While centralized states are strong
in some respects, they may be “brittle” in others (Faguet 2014a & 2014b). They may
stoke tensions amongst fractious groups, leading to violence. They may be
unresponsive, inefficient or wasteful in the use of public resources. And they may
facilitate tyranny of the majority or elite capture on a national scale.
Has decentralization lived up to this potential? Or has reform instead weakened state
institutions, giving voice to disparate and competing factions? Traditionally – and oddly
– the literature has been unable to answer these large questions (Treisman 2007,
Faguet 2012). But a surge of new evidence from diverse countries provides a basis for
settling some of these disagreements, and also correcting some of the fundamental
misunderstandings in the literature about what decentralization is and how it affects the
state. This chapter uses such evidence to reconceptualize some of the key tradeoffs
regarding decentralization and state strength, and then offers practical guidance to
assist development scholars and policymakers in navigating the potentials and pitfalls of
reform. We review both the theoretical and empirical literature on the ways
decentralization is believed to either strengthen or weaken the state, highlighting where
theory is indeterminate, and focus on the underlying conditions that can cause the same
reform to have very different outcomes. We suggest policy and structural factors that
policymakers can use to design sincerely93 decentralized institutions that strengthen the
state and promote its legitimacy.
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‘Sincere’ decentralization refers to authentic attempts to devolve power and resources to subnational levels
of government, as opposed to declarations of intent, or even promulgated laws and decrees, that have little practical
effect (Faguet 2012).
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Just as the flexibility of an aircraft’s wings increases the aircraft’s resilience through their
capacity to dissipate shocks, we argue that decentralizing a state may increase its
strength by making it more “supple”. By increasing the density of government structure
in terms of elected local and regional representation, decentralization can generate
more feedback loops and increase the overall level of accountability to which
government is subject. This serves to both increase the state’s sensitivity to local
complaints and conditions, and increase its options for response through overlapping
responsibility and multiple redundancy in the policy realm. Simply put, in a centralized
system a citizen has one authority to appeal to. In a decentralized system she has
several, each with its own powers and independent incentives to listen. All else equal,
she is more likely to get satisfaction for at least some of her concerns in the latter. And
by bringing government “closer to the people”, decentralization may increase
participation in state-building processes from the ground up.
We make this argument piecemeal. We focus on some of the most important
components of state strength identified in the literature, link these to the principal
challenges facing weak states in developing countries, and then analyze how
decentralization can affect each one. The major arguments are summarized in Table 1.
Section 2 discusses some of the most important conceptualizations of state strength in
the literature and identifies four key dimensions that should be affected by the level of
(de)centralization in a country’s government. Section 3 examines how decentralization
might affect a state’s authority over its territory and people, and its ability to maintain
peace and prevent conflict. Section 4 discusses whether decentralization increases or
decreases the state’s ability to formulate policy autonomously and uphold the law. In
Section 5 we consider whether decentralization can make public services more
responsive and accountable to citizens. Section 6 delves into a potentially powerful
effect that has received very little attention – social learning through democratic
practice, and how decentralized government can achieve it in ways that centralized
government cannot. We conclude with specific recommendations of policy and
structural factors that can guide decentralization processes towards state-strengthening,
and not state-weakening, outcomes.

Defining state strength and decentralization
What is a strong state? Though many scholars have considered the question, there is
no agreed-upon understanding (see e.g., Kocher 2010; Mkandawire 2001). Numerous
labels and analogous concepts have been used, including state capacity (Migdal 2001),
state autonomy (Geddes 1996), state efficacy (Delacroix & Ragin 1981), good
governance (Kaufman and Kraay 2002), state weakness, failed states (Esty et al 1997),
fragile states, resilient states and developmental states (Putzel and DiJohn 2012;
Johnson 1982), among others. Most definitions of state strength tend to comprise a list
of partly overlapping but sometimes contradictory components or characteristics
(Kocher 2010). Bräutigam et al (2008), for example, define state capacity as the
administrative, fiscal, and institutional capacity of governments to interact constructively
with their societies and pursue public goals effectively. Kaufman, Kraay and Mastruzzi
(2005) define state efficacy broadly in terms of the efficiency of the bureaucracy and
public servants, roles and responsibilities of local and regional governments, including
the administrative and technical skills of government, effectiveness of policy and
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program formulation, governing capacity, and effective use of resources. Fukuyama
(2004) distinguishes between two dimensions that have often been confounded in
definitions of state capacity – state strength versus state scope. He argues that the
hallmark of “stateness” is its enforcement functions, rather than the scope of activities
performed.
While each of the many terms and definitions encapsulate nuanced differences, several
common components of state strength can be derived. Strong states are typically
characterized as being able to establish authority over their territory and population.
Several definitions draw from Max Weber’s (1946) definition of a state as an entity that
successfully has monopoly on the legitimate use of force over a territory. Often cited is
the ability to maintain order, preventing large-scale violence, civil war and secession.
Many other authors measure a state’s strength by the degree to which it is able to
enforce the law, implement its policies, and react to external shocks. While some
definitions list the ability of adopting decisions autonomously, independent of social
groups, others emphasize the salience of organizational capacity and a stable
professional bureaucracy. A third thread focuses on the degree to which a state can
respond to the needs of its citizens and provide basic services such as water,
sanitation, electricity, health and education. Other scholars analyze the state’s ability to
extract resources, through taxation or otherwise. A last consideration, which few
scholars address but which is potentially powerful, is the extent of social learning that
occurs in a state, which can increase the effectiveness and legitimacy of its actions.
The sections that follow examine these key components of state strength or weakness
as discussed in the literature, with specific bibliographical references, and discuss in
detail how decentralization may impact upon them. In spite of much overlap across the
components, they are put forward separately in the interest of clarity and presentational
ease. Although the literature distinguishes several types of decentralization (Rondinelli
et al. 1983; Faguet 2000 and 2012), we focus on the variant that we consider to be
analytically the most powerful and practically the most important. Decentralization is
henceforth defined as a reform that establishes or increases the political power of
subnational units via the devolution of power and resources to locally elected
subnational officials. This is different from administrative deconcentration, where the
central government delegates functions to local agents but retains decision-making
control, from delegation, where managerial responsibility is transferred to organizations
outside the regular bureaucratic structure, and from privatization, where state assets
and responsibility for service delivery are transferred to the private sector.

Authority over territory and people, maintaining peace, and preventing
conflict
One key component of state strength is the ability of the state to exert authority over a
given territory and its population (e.g. Price-Smith, Tauber & Bhat 2006). Many
developing states were born out of international agreements, often with arbitrarily
defined borders based on colonial partition more than internal political factors, with little
to hold them together beyond guarantees by the international system (e.g. Jackson &
Rosberg 1986; Englebert 2000; Herbst 2001). They exist de jure but, unlike European
states in which power over a territory and its population generally came first and
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sovereignty and international recognition followed, many developing countries have not
been able to consolidate power in order to achieve the internal consent or territorial
reach necessary to exert authority over the entire state (Jackson and Rosberg 1986).
This is a fundamental problem facing many African leaders (Herbst 2001; Englebert
2000).
The state may instead be made up of different ethnic groups spread over sometimes
vast geographic areas, each with its own customs, language, and culture. A
consciousness of common nationality is often lacking. Citizens do not feel represented
by the government and perceive that leaders cater mainly to people of their own tribe or
region, rather than to all citizens equally. In addition, parallel or rival forms of authority
(e.g. traditional chiefs, religious leaders, or drug lords) may supersede the authority of
the state (Myrdal 1968). The discussion that follows highlights the close
interconnections between a state’s authority over territory and people and its ability to
maintain order and protect citizens from violence, as different aspects of the same
dimension of state strength (e.g. Esty et al 1997; Homer-Dixon 1999; Migdal 2001;
Price-Smith, Tauber & Bhat 2006).
3.1 Decentralization, self-determination and secession
How might decentralization affect these challenges? First, decentralization may help
mitigate them by bringing government ‘closer to the people’. When small subnational
governments with decision-making powers are created throughout a country, citizens
can more easily raise concerns with public officials; the closer government authorities
are to them, the more they are likely to work with them (Faguet 2004 and 2012).
Decentralization can thus give the state greater presence and reach, enabling citizens
in every corner of the state to have their interests reflected in policy and public services.
Similarly, bringing locally elected subnational leaders from different segments of the
country into government, and thus giving representation to people of different groups,
may incite parts of the population that formerly felt excluded from the state to feel
represented and included. Indeed, federal, decentralized institutions have long been
recommended as a mechanism to hold together fractured, “multi-national states”
(Lijphart 1977; Stepan 2001; Horowitz 2003; Brancati 2004). Where divisions are
defined territorially, decentralization is said to promote the formation of multiple but
complementary identities where citizens can simultaneously carry both an ethnic identity
and identify with the polity as a whole (Stepan 2001). Decentralization can thereby act
as a pressure valve for nationalist aspirations. In Canada and Spain, for example,
decentralization has been deemed a success in keeping fractious provinces like
Quebec and Catalunya from seceding. In the UK, the devolution of regional powers to
the Northern Ireland Assembly was the critical element that made successful peace
talks with the Irish Republican Army possible.
But there are also many opposing arguments. Some claim that decentralization will
build a federalist mentality, undermining efforts to build national unity and identity. It
may even deepen divides between groups and intensify conflict by reinforcing cultural or
ethnic identities. Second, decentralization may lead fractious groups to want ever more
autonomy. In this vein, former British Prime Minister John Major argued against
devolving powers to Scotland, claiming it was “the Trojan horse to independence” that
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would lead to friction and eventually demands for full independence (Major 1995,
quoted in Brancati 2009). Powers were devolved by the Labour government that
followed, and a referendum for full Scottish independence has now been called for
2014. With more power and independence, decentralized areas may realize they can
manage their affairs better on their own. Decentralization may give subnational leaders
experience in governing. Several decentralized regions have seceded after first setting
up their own decentralized institutions. South Sudan is one recent example.
The key theoretical issue concerns whether decentralization will stoke centripetal or
centrifugal forces. Opponents of decentralization claim devolving power and resources
will empower those who seek secession, and – if they prove reasonably competent –
assuage citizens’ ill-formed fear of the unknown by showing them local authorities who
provide services and manage public budgets adequately. Proponents claim that the
same stimulus – the devolution of power and resources to even secessionist politicians
– will generate the opposite response. Like an onion, it will peel away the outer layers
of support from such leaders and parties, stripping them of constituents whose
demands can be satisfied by more limited measures of autonomy, such as local control
over public services, minority language rights, and symbolic goods such as public art
and celebration, so isolating the hard secessionist core that seeks full independence
from the mass of citizens.
Which side of this argument is correct is not an issue of decentralization per se, but
rather depends on the nature of the secessionist impulse and the source of such
parties’ and leaders’ appeal. Where groups are distinct, geographically concentrated,
and highly mobilized against one another through violence, it may be difficult to imagine
continuing cohabitation within a single nation, barring the comprehensive defeat of one
group. But where groups are harder to distinguish, or where they comingle, or where
mobilizations are only partial, decentralization may offer the “steam valve” required to
satisfy those who actually demand autonomy, not full secession, and hold a nation
together.
In practice, the more important factor is likely to be the regional specificity of elite
interests. If coherent regional elites (1) exist, and (2) have more to gain from secession
(greater control over resources at the cost of lost markets and lost influence) than
autonomy (partial control over resources, continued access to national markets and
policy-making), then national integrity is in much greater peril. Regional elites will have
an incentive to invest in creating conditions propitious to national schism. Beyond
funding political parties and campaigns, this may well extend to supporting armed
insurgencies and investing in the sorts of violence against civilians that peace talks
cannot later reconcile. The recent history of the Balkans richly and sadly illustrates this
dynamic.
On the other hand, the evident success of both developed and developing federations
that have strong regional identities but much stronger national identities, such as the
United States, Germany, India, and Brazil, demonstrates that decentralized government
can stitch together diverse countries in ways that lead to neither subnational tyranny nor
secession. One of the keys is regionally diverse elite interests. There are undoubtedly
powerful elites in California, North Rhine-Westphalia, Uttar Pradesh and Sao Paolo.
Any of these would rank as a medium-sized to large independent country in both
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population and GDP. It would be a perfectly respectable country of important weight in
the international system. And yet secession is not seriously debated in any of these
places. Why don’t these states’ elites agitate for secession?
Because their political and economic interests span state boundaries. Business and
political leaders in California and Uttar Pradesh have more to lose than to gain from
splitting from the other 49 US or 27 Indian states, despite the fact that all of them are
smaller. Pulling up the drawbridges would leave elites in North Rhine-Westphalia and
Sao Paolo unambiguously in control of a non-trivial country instead of a state. But from
their leading positions in these states, elites in all four exert considerable influence over
much larger and more important countries. And they have access to considerably
larger internal markets, and can influence international treaties that give them better
access to the world economy and a stronger voice in international affairs. They benefit
from the unity of a nation they can expect to sway and perhaps even lead. They would
lose from its breakup. So they invest in unity, not division.
Interestingly, Stepan (1999) argues that another deciding factor in the ability of
federalist states to hold together fractious groups is the timing of elections. When
elections are introduced in the subunits of a new federal polity prior to countrywide
elections, and in the absence of countrywide parties, the potential for subsequent
secession is high compared to when national elections are held first. National elections
produce a sense of common nationality whereas subnational elections can generate
fractious local parties. Of the nine states that once made up communist Europe, six
were unitary and three were federal. Yugoslavia, the USSR, and Czechoslovakia are
examples of countries that first held subnational elections prior to national elections, and
subsequently broke up into 22 independent states.
Can decentralization be designed in ways that hold fractious groups together rather
than promoting secession? Yes – by decentralizing power and authority to a level
below that of major ethnic, linguistic, or other identity groups. In this way, empowered
subnational units will tend not to be identified with group identity or privilege. Rather
than stoking divisive tensions, local government will instead become identified with
issues of efficiency and service provision. In a country where an ethnic minority is
concentrated in one region, decentralizing to the regional level is far more likely, all else
equal, to reinforce ethnic divisions and place authority and resources in the hands of
those with most to gain from national breakup. Decentralizing to the local level, by
contrast, will create many units of any given ethnicity, and most likely others that are
mixed. No level of government will be associated with any particular ethnicity, nor with
ethnicity per se. Comparisons across local governments will tend to focus more on
issues of competence in service provision than identity, revindication, or pride.
Complementary reforms that promote a single internal market for goods and services
nationwide can also help by preventing the development of elites with regionally-specific
economic interests who might gain from national schism. These would instead be
substituted by elites whose assets or historical bases might be in a particular region, but
whose economic interests are multiregional, and who therefore have a strong interest in
national integrity and growth. Specific measures such as improved infrastructure and
transport links can help bring this about, in addition to facilitating the flow of people and
ideas across an economy, so binding it together from the bottom up.
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3.2 Decentralization and conflict
The relationship between decentralization and conflict has long been a topic of debate
(Green 2008). Arguments overlap significantly with those on self-determination and
secession, since the failure to integrate regions and minorities into the state is a key
source of conflict. As argued above, decentralization can accommodate diversity by
giving territorially concentrated groups the power to make their own decisions about
issues that most interest them (Tsebelis 1990; Lijphart 1996).94 This may diffuse social
and political tensions and prevent conflict (Bardhan 2005). Giving groups control may
protect them against abuse or neglect from the centre or from one another, which can
cause conflict. For instance, if a group is experiencing economic disadvantage, it could
be given the power to control its own resources and decide how to allocate resources.
If fear of social extinction is the cause of conflict, it could be granted control over issues
such as education, religion or culture in order to protect its language and customs
(Brancati 2009).
Others take the view that decentralization will instead lead to increased conflict with
fractious groups. Roeder and Rothchild (2005), for example, contend that
decentralization will give subnational leaders the resources and ‘institutional weapons’
they need to mobilize the local population and demand more political power from the
center, thereby elevating tensions. Subnational leaders may also gain prominence and
followers, and subsequently threaten the power of national political elites, again causing
conflict. Some note that decentralization has produced local leaders who discriminate
against minorities in their own regions (Herowitz 1991; Lijphart 1993). Brancati (2009),
for example, points out that allowing parts of northern Nigeria to adopt their own
(Sharia) law has aggravated rather than defused tensions between Christians and
Muslims, when the Christian minority was forced to comply. This underlines the
importance of protecting minority rights, which theorists going back at least as far as the
Federalist Papers (Madison, Hamilton and Jay, 1961 [1788]), and including most major
contributions since (see e.g. Dahl 1971 and 1989), have considered critical to the
stability and sustainability of democracy as a form of government.
How can decentralization be implemented so as to dampen, and not promote, conflict?
Decentralized governments that are responsive to national minorities will drain tensions
from the polity. But local governments that become ‘little tyrannies’, ignoring or
oppressing local minorities, will stoke tensions, threatening not just particular
governments but the notion of democracy itself. Hence decentralization should be
designed with strong local accountability mechanisms that align local leaders’ incentives
with the will of local citizens and allow voters to hold politicians responsible for their
decisions. And central government should enact strong safeguards of minority rights
nationwide, to which individuals and groups can appeal in any locality.
3.3 Decentralization as a power-sharing arrangement
In a post-conflict environment, decentralization can be a key component of a powersharing arrangement that settles power struggles and ends violent conflict. This
operates by creating or empowering subnational levels of government to which political
94

As Brancati (2008) points out, this is less so for territorially dispersed ethnic or other groups.
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power and responsibility, and resources, are devolved. In doing so it also creates new
fora for political competition, and hence new prizes over which opposing parties can
compete. This solves the winner-take-all problem inherent to centralization, where
parties in government wield huge central government resources and reap huge
rewards, and opposition parties are left to wither. In a federal system, by contrast,
opposition parties can still win power over states and local governments (O’Neill 2003),
and hence enhanced voice in national debates and opportunities to display competence
in government. The penalty of losing national elections is much less steep, and so the
temptation to win at any cost greatly lessened. This can help cement the peace in a
post-conflict environment.
Decentralization, for instance, has recently been advocated for Iraq and Afghanistan
with exactly this in mind (Brinkerhoff and Johnson 2009; Barfield 2011). Green (2011)
explains how Ethiopia’s decentralization process in the 1990’s was part of a civil war
settlement that successfully maintained the peace. The country was divided into 11
federal regions. This fragmented the political opposition, creating various new parties
that competed against one another for power over the newly created regions, while
preventing a return to conflict for power over central government. Peace was
maintained and the government in power at the federal level remained free of coups
(and electoral defeat). Such shifts in power arrangements can be used to diffuse power
struggles at the top. But in other cases, decentralization may merely shift conflict
downward rather than eliminating it altogether. Uganda’s government under President
Yoweri Museveni implemented a decentralization program in 1986 in order to reduce
national-level conflict. While successful in this regard, Green (2008) argues that the
ultimate effect was to replace conflict at the top with conflict at the local level.
Can decentralization be designed in ways that promotes power-sharing? A properly
operating decentralized system should naturally lead to the sharing of powers that have
been devolved to different subnational levels of government. Few additional reforms
are required other than the avoidance of electoral and fiscal distortions. In countries
where politics is closed or captured, measures that promote open, competitive local
politics will tend towards fairness and power-sharing, and away from capture and
conflict. Electoral finance laws that support a level political playing field have particular
importance in this regard, as one of the most powerful and prevalent ways in which
democracy is distorted is through the flow of money into campaigns. Where political
competition is open to new entrants and the playing field is level, elections will tend to
be fought over issues of substance to local voters. In such places, political conflict and
violence will tend to transform naturally into electoral contestation, which is less risky for
participants.
3.4 Decentralization as an institutional constraint on the regime
Decentralization may also guard against the concentration of power of one group over
other groups in the state (Leff 1999). In Peru following Fujimori’s authoritarian regime,
for example, a national consensus to decentralize crystallized around the desire to
avoid a repeat of the abuses of overly powerful central government leaders through the
safeguards and checks and balances that decentralization affords (de la Cruz 2004).
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But decentralization may also cause political fragmentation of the opposition, and this
may help authoritarian rulers remain in power. Sabatini (2003) argues that
decentralization has been used in Latin America to split opposition parties into
numerous small, uncoordinated local parties as a method for remaining in power. But
the experience of at least two countries in Sabatini’s sample, Bolivia and Colombia,
suggests that something deeper is at work. The rise of local political competition that
necessarily accompanies democratic decentralization undermines pre-existing national
parties with weak local roots, and can generate many new, locally-based political parties
with strong local roots. But the experience of both countries suggests that
strengthening the official party and fracturing opposition parties is at best a short-term,
transition dynamic. Over longer periods of time (e.g. two decades) some of these new
local parties ally, federate, and otherwise morph into political organizations capable of
contesting national elections. And official parties with weak local roots also do not
survive expulsion from power (Faguet 2012).
What decentralization really does is to transform politics from an arena that is by
definition national, top-down, and subject to oligopolization by a socio-economic elite
based in a few powerful cities, to a meta-arena embracing many specific, local arenas
where pressing local concerns are taken up and addressed, or not, by local politicians
and the parties they choose to join. This sort of bottom-up politics is characteristic of
federal countries like the US, Germany, and India, and is in many ways the opposite of
politics in a unitary state. The transition from the latter to the former will be treacherous
for many existing centralized political parties. That is an argument of interest, not of
principle, against decentralization.
Decentralization has been a relatively successful tool for deterring conflict in some
countries (such as Canada, Spain, Belgium, India) but not others (Yugoslavia). What
accounts for the differences? By empowering a new set of players, decentralization
inherently shifts the intrastate balance of power. Power shifts and disruptions in political
settlements can cause conflict (Putzel and Di John, 2012). And conflict can be stoked
with a view to shifting the balance of power, as discussed above. On the other hand,
power shifts can also be used to diffuse conflict. The design of decentralization
processes may play a role in their success or failure as conflict mitigation tools, but it
most likely depends on the specific power balance, and the political bargains and
settlements of the players involved. Weingast (2013), North, Wallis and Weingast
(2009) and Stepan (1999 and 2001), amongst others, examine this question. It remains
a complex, important area ripe for further research.

Formulating policy autonomously and compelling compliance with the law
Further important components of a strong state are the ability to formulate policy goals
autonomously from particular groups in society (Vogel 1986; Evans, Rueschemeyer &
Skocpol 1985; Evans 1992, Kohli 2004) and the capability of compelling compliance
with the law or policies while remaining autonomous from social influence or competing
authority structures (Kay 2003; Geddes 1996). Some scholars add to this the ability to
guide the economy (Johnson 1982; Woo-Cummings 1999; Mkandawire 2001).
The inability to implement goals or to police effectively, and the subversion of policy
objectives by government agents (agency loss), on the other hand, are considered
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characteristics of weak states (e.g. Evans et al 1985; Engelbert 2000). Centralized
states may have fewer players involved in the decision-making process, whereas
decentralized countries with more than one level of government have more players
involved (often a lower house) with veto powers. The command structure in centralized
states has therefore been viewed as cleaner and decisions easier to execute, and
execute quickly, than when certain decision-making powers are moved to other levels.
4.1 Decentralization and the command structure
In contrast with the view that a strong state is, by definition, a centralized state (Skocpol
1985), a major promise of decentralization is that the more proximal command structure
can produce better policy outputs by creating a closer match between local government
outputs and local preferences (Faguet 2004 and 2012). The greater homogeneity of
preferences at the local vs. national level allows local governments to tailor policy
decisions and public goods more precisely to local needs and preferences than central
governments typically manage.
On the other hand, decentralization may bring about a certain loss of control at the top
and an inability to act quickly or in concert. It may weaken coherence between local
endeavors and national-level issues (Sabatini 2003; Treisman 2007). For example, it
may be more difficult for the central government to exert fiscal discipline if it has granted
spending powers to subnational governments, leading to macroeconomic problems, as
explained by Jaramillo and Grazzi (this volume) and Ardanaz, Leiras and Tommasi
(2013).
In fact, both claims are true. Decentralization should not be viewed simplistically as a
choice between “strong” centralized government and “weak” decentralized government.
It is, rather, a move from a centralized command structure that is simpler and cleaner,
but ultimately more brittle in the sense of susceptible to failure in any of its parts, which
will tend to lead to government failure, to a system that is more complex, based on more
actors with independent sources of overlapping authority, where coordination and
cooperation are far more important than command and control for the system as a
whole to operate well. This greater complexity is more difficult to manage, and
coordination harder to achieve than command adherence. But it also implies greater
suppleness in the sense of robustness to failure in any of its parts, which – unlike
centralization – need not be terminal for public services in the affected area. Hence in a
centralized system, corruption or ineptitude amongst the officials responsible for local
education will have serious consequences for education in that locality. In a
decentralized system, by contrast, the same failings in local government officials can be
attenuated or even overturned by the actions of regional and national authorities, who
share responsibility for local education.
Local governments may also be more vulnerable to interest group capture of the local
political process, and the distortions of political representation in small electoral
environments. Where these phenomena exist, interest groups can gain a decisive
influence over local government, and decentralization will tend to favor these small local
groups disproportionately. The logic is developed and tested empirically by Bardhan
and Mookherjee (1999), Bardhan and Mookherjee (2006), Blair (2000), Crook and
Sverrisson (1999), Dreze and Sen (1996), Manor (1999), and Prud’homme (1995), and
147

is as follows. Local elites are “large” compared to local civil society and local
governments, which will often be too weak to oppose them and may even internalize
elite priorities as their own. In such a context, decentralization can lead to weak local
governments that are cowed and captured by local elites. One effective remedy is a
centralized state that is comparatively wealthy and powerful – “large” compared to local
elites. Decentralization will not lead to transparent, equitable local government because
the local societies in which local governments operate are distorted by extreme
inequalities of wealth and power. And thus reform will lessen the transparency,
responsiveness and accountability of the state.
While this argument has much merit, it underplays the comparative threat that elite
capture poses at the national level. As Hacker and Pierson (2011) show, the much
greater rewards from distorting national policy-making lead the richest interest groups to
invest enormous sums in capturing national government. When successful, this gives
such interest groups powers and privileges enormously greater than anything available
through local capture, with potentially deleterious effects for an entire nation. Elite
capture is a real threat. But it is a threat for all kinds and levels of government. It is not
a special threat for decentralized government. As argued below, political openness and
competition are the best antiseptics.
4.2 Decentralization, policy stability, and a stable institutionalized bureaucracy
Several scholars mention the existence of an autonomous institutionalized bureaucracy,
as opposed to personal rule or neopatrimonialism and systemic privatization, as the
characterizing feature of a strong state (Kocher 2010). This is expected to achieve
policy continuity, decisions that are more likely to be in the interest of society rather than
based on personal relationships, stability of expectations, and an organized professional
bureaucracy. States are considered weak when their political institutions—e.g.,
constitutions, electoral rules— are often altered and lack continuity or support. If the
“rules of the game” change frequently, this is said to undermine confidence in the state
and the state’s ability to make “credible commitments” (Levitsky & Murrillo 2009). For
instance, term limits may be regularly changed by incumbents, constitutions may be
rewritten frequently, or life tenure for judges may be ignored in practice (Levitsky &
Murillo 2009). This instability and lack of institutionalization of rules and procedures
undermines the ability of the state to generate shared behavioral expectations that
shape and strengthen political structures.
States that are captured by special interests are argued to be less effective at
formulating and carrying out social policy designed to meet the public good (Cox &
McCubbins 2001). Traditionally, centralized states have been viewed as more
autonomous in their ability to formulate policy by diminishing the influence of particular
groups in society (Vogel 1986; Evans, Rueschemeyer & Skocpol 1985). By fracturing
centralized power, such authors argue, decentralization reduces the autonomy of the
state and makes it more susceptible to personalistic, clientelistic forces.
Proponents of decentralization contend that more players in the decision-making
process may lead to greater policy stability, which in turn strengthens the state by
making dramatic policy switches harder to achieve (Cox & McCubbins 2001). In fact, it
has been argued that decentralized systems are stronger precisely because by
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increasing the total number of actors in government required to approve rules, laws and
policies cannot be as easily and frequently changed and greater stability is attained
(Tsebelis 2002; Treisman 2007).
A better way of thinking about this is as a trade-off between the strength of the leader
and the strength of the state as institution. To the extent that the leader has more
discretion, her power increases and she can effect greater, faster changes to public
policy and organizations. The leader is stronger at the expense of the state. But where
her discretion is circumscribed by rules, procedure, and the need to agree decisions
with other independent actors in order to proceed, then the state is stronger and more
stable at the expense of the leader. By increasing the number of independent actors
and requiring a measure of consensus amongst them for policy-making to proceed,
decentralization weakens central leaders and creates or empowers subnational leaders,
thus increasing the strength of the state by strengthening it institutionally.
The relative autonomy of a centralized state may also come at the expense of
efficiency. Although centralized states may be more autonomous in their ability to
formulate policy, due to their relative isolation during this planning phase, they may face
an uphill battle in implementing policies for which the participation and cooperation of
other citizens and groups is necessary. As Grindle (1980) outlines, a central problem in
implementation occurs when policies designed centrally are ill-suited to local
conditions.95 For example, local implementers may need to appease local elites, who
may stand to lose from certain programs. Opposition from such elites, especially in a
context of inflexible implementation rules, will lead to dynamic inefficiencies as the
policy is rolled out. By granting opportunities for participation to regions and local
governments in policy design, decentralized decision-making will respond more
precisely and dynamically to diverse local conditions, will tend to be regarded as more
legitimate, and is likely to gain greater compliance from civic actors. Decision-making
may be slower, but the resulting decisions are more likely to “stick”.
Furthermore, in many highly centralized states local government structures are simply
non-existent. Exposure to new, vibrant local governments can strengthen the state by
expanding its presence, providing citizens with more direct interactions with government
and elections, thereby improving the perception of state responsiveness and enhancing
the legitimacy of national governments. For instance, prior to decentralization most of
the Bolivian countryside lacked any form of local administration that provided services
or represented citizens. Following decentralization, elected local governments
accountable to local voters sprang up throughout the land. In countless interviews, poor
rural citizens responded to the question “How has decentralization affected your life”
with assurances that they finally felt Bolivian, that decentralization had given citizenship
meaning, and that at last there was evidence that they mattered and the state cared for
them (Faguet 2012). In Bolivia, the spread of local governments, a stable local
bureaucracy, and the services they provide have clearly strengthened the legitimacy of
the state in citizens’ eyes.

95

Birney (2014) analyses the complex issue of discretion and accountability in the Chinese context.
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Responsive, accountable public service delivery
Drawing again on Weber, another marker of a strong state is the ability to carry out
policies in an efficient manner that is responsive to public needs (Bates 2008).
Providing basic services to the population is regarded as a basic function of the state,
and the extent to which it achieves this may be regarded as a direct component of state
strength. It may also indirectly contribute to state strength as success will likely enhance
its legitimacy and authority.
One of the most frequently cited and powerful arguments in favor of decentralization is
that it will have a positive impact on public responsiveness to basic needs. By allowing
government to tailor decisions to the specific demands and needs of the local
population, decentralization facilitates matching resources with citizen needs more
precisely and cost-effectively. Additionally, competition between subnational
governments for residents and investment may induce them to improve services
(Tiebout 1956; Hayek 1939).
Decentralization is further expected to enhance public services by improving
accountability and responsiveness of the government to citizens (see Green,
forthcoming). By bringing decision making power closer to the represented and creating
popularly elected positions at the local level, incentives for accountability can be
transformed (Faguet 2012). Rather than local officials being accountable mainly to their
superiors in higher levels of government, they become accountable to their constituents
as they become dependent on them for their votes and tax revenue. It is also generally
easier for citizens to scrutinize, participate in, and make demands of nearby local
administrations than of a distant central government in a far-off capital. In both Bolivia
and Colombia, for example, such a shift in incentives and accountability relations has
altered investment decisions and resulted in significant improvements in basic service
delivery (Faguet and Wietzke 2006; Faguet 2012; Faguet and Sánchez 2013). In
Ethiopia, too, decentralization from the 1990s devolved spending powers to the regions,
allowing funds to reach many previously neglected poorer local governments (woredas)
for the first time. The shift in spending decisions that resulted improved health and
education indicators markedly (Rajkumar and Garcia 2007).
A related explanation of the benefits of decentralization for government performance
rests on the ability of decentralized structures to leverage local social capital (Putnam
1993). A high density of civic organizations that encourage people to work together and
build trust fosters behavior that makes for better performance in local institutions. Where
social trust and civic organization are present, local government will have a strong
tendency to respond to local needs more precisely and effectively, and work with less
waste and corruption, than would otherwise be the case.
However, while there is reason to believe that decentralization can foster local social
capital by bringing governance closer to the people, proponents of social capital are
skeptical that government policy can work to create this trust or build this capital. For
instance, Putnam (1993) suggests that in Italy, areas which did not develop social
capital in the Middle Ages are not likely to perform well in the twentieth century.
Likewise, Fukuyama (2004) suggests that the success of certain public sector
institutions in newly developed East Asian countries stems from their “mandarin
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bureaucratic tradition,” which cannot be easily replicated. In fact, direct investment in
civil society is seen as weakening the state by bypassing it (Fukuyama 2004).
Other arguments counter the view that decentralization will improve government’s ability
to respond to basic needs and services. These include the loss of economies of scale
(Wallis & Oates 1988), and the possibility that decentralized funds may be more easily
diverted or captured by local elites (Manor 1999). Opponents of decentralization argue
in particular that the devolution of responsibility only increases the discretion of local
elites in the distribution of public goods, and can strengthen patron-client relationships
(Bardhan, Mitra, Mookerjee, Sarkar 2008). Also, subnational governments may not have
the same technical or human capacity to provide services with the same efficiency and
quality as central government (Treisman 2007). Studies of federal systems have tended
to find that central governments are more effective at making equitable allocation
decisions, especially for assisting the poor (Linz & Stepan 2000). And politically induced
interregional inequality can lead to conflict, weakening the state.
“Fiscal laziness” is another potential unintended consequence of decentralization, which
can critically undermine state stability and strength (The World Bank 1994). State and
local governments may have little incentive to match intergovernmental transfers
through local taxation (Peterson 1994). If the ability to tax is a marker of state strength
and legitimacy as some have suggested (Levi & Sacks 2009), this fiscal laziness could
be consequential, laying the foundation for a less capable state. But it can also attack
state strength directly, as happened in Argentina in 2001 (Ardanaz, Leiras and Tommasi
2013). There, the governors of certain poorer provinces who preferred to under-tax
their populations were able to force central government to repeatedly bail them out via
the requirements of the national congressional coalition. This fed persistent
unsustainable fiscal deficits, which ultimately led to the 2001 economic collapse.
These risks can be combatted by decentralizing not only expenditure but taxation too,
and prohibiting either bail-outs, local deficits, or both. In such cases, local governments
will have a strong incentive to tailor local policies and services to the priorities of those
who pay (Faguet 2012). And citizens will have a greater incentive to monitor the use of
funds. Hence fiscal laziness is a problem not of decentralization per se, but of badly
designed decentralizations, and can be remedied in a technically straightforward
fashion by altering the subnational incentive structure (Ardanaz et al. 2013). Likewise
the question of loss of economies of scale can be addressed through well-designed
decentralization. A decentralization that loses important economies of scale is a badly
designed decentralization. Any rational decentralized system will involve continuing coproduction of public goods and services at the central, regional and local levels (Faguet
and Sanchez 2013). Goods with large economies of scale should be produced
centrally, and those with significant heterogeneity or local informational inputs should be
produced locally.
Where elite or interest group capture is concerned, it is worth reiterating that this is not a
particular problem of local or regional government. Policy making in central
governments as rich, powerful and professional as the United States can suffer from
significant degrees of elite capture (Hacker and Pierson 2011). Empirical evidence
shows that the way to combat this in a decentralized system is through open, free, fair
political competition in a broader context of civic organizations and economic interests
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that interact extensively through politics (Faguet 2012). So long as there is
transparency in politics and the playing field is level, economic interests and civic
groups will have strong incentives to interact with one another as they compete through
politics to obtain amenable outcomes, and this interaction itself will tend towards
responsive, accountable government and away from capture and tyranny.

Social learning
We have seen that well-designed decentralization can strengthen the state by averting
secessionist tendencies and conflict, enhancing compliance with the law, and improving
service delivery. We now turn to the a final ‘meta-issue’ or mechanism through which
decentralization can serve to strengthen the state. Social learning has received far less
attention in the literature. But the effects of decentralization on state strength via social
learning, although second-order, may ultimately be the most powerful considered here,
not least because it operates through each of the first three components discussed
above, as well as in other ways.
The key to understanding social learning is that it occurs over time and thus requires
dynamic analysis, unlike most of the literature which uses comparative static analysis to
discuss decentralization’s effects on both technocratic (e.g. education investment) and
governance-related (e.g. compliance with the law) issues. Indeed, one of the
overarching themes of this chapter is the need to analyze the effects of decentralization
in a dynamic context, as decentralization is not a one-off change but rather a process
that develops and matures over time. Our treatment builds on Faguet’s (2012) analysis
of the importance of interactions amongst social, private sector and political actors in
the local political economy as critical determinants of responsive and accountable
government.
Decentralized government accelerates social learning over time in a way that
centralized government does not and, for most people, cannot. This is because
decentralized government operates at a community level that is susceptible to personal
action and initiative, as opposed to regional and national governments that operate
through elected or delegated representatives, where agency is exercised through
higher-order collectives. The small scale of local politics allows citizens to become
political actors either individually or through civic organizations. Such organizations are
often informal, with small or no budgets, and rely on volunteers to staff critical positions.
They are ideal entry-points for naïve citizens to first encounter politics, expose
themselves to political debate and public decision-making, and become politically
engaged.
Social learning is a learning-by-doing phenomenon, and hence relies on direct
interactions amongst citizens. Local government provides ordinary citizens with real
access to repeated interactions on matters of public policy and resources, both directly
with the local government apparatus and indirectly through civic organizations that
debate positions and compete with firms, other interests and each other to influence
government. It does so for the common citizen in a way that central government, with
its high resource thresholds, professionalized organizations, formal and intricate rules
and norms, and obscure jargon, cannot.
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To better understand this, let us follow Faguet (2004) and consider some elemental
tasks that are crucial to democracy, but which are commonly overlooked. For
democracy to represent and then act on the will of its citizens in a way that is fair and
responsive, it must be able to: (i) identify and articulate shared preferences and
opinions, (ii) aggregate shared preferences, and (iii) enforce accountability.
Preferences can be thought of as wants and needs, some of which are individual and
hence private (e.g. my favorite sandwich, my favorite shirt), and others of which are
shared in society and so the object of public action (preferred quality of schools,
preferred level of taxation).
Consider how a new political idea arises in society. Only some of an individual’s many
needs and preferences are shared with others. For politicians to be elected, they must
identify those needs shared by the most voters, articulate them in ways voters find
convincing, and propose viable policy solutions. By making people realize certain
demands are shared, politicians convert private into public preferences; they create
political voice where before there was none.
Once the public has been convinced that certain policy ideas are important, society
must weigh competing demands and the tradeoffs they imply, and choose which options
to pursue. In other words, social preferences must be aggregated. This is where
political process and government come in, trading off the needs and demands of
different groups, firms and organizations in the search for something like a social
optimum. This occurs most obviously through elections, where individuals vote for
competing candidates offering different combinations of policies, and the most preferred
wins. But in a well-functioning democracy it operates in many other ways, continuously,
at all levels of society.
Once a polity has expressed its preferences, formed them into political options, and
chosen which of these it wishes to pursue collectively, it requires mechanisms for
holding politicians to account. In a democracy, citizens must have levers of influence
over elected officials that allow them to ensure that: (a) socially-preferred bundles of
policies are implemented, (b) with reasonable efficiency. Absent accountability, all the
preceding is for naught – an illusion of democratic choice that confers little voice and no
power to the people. Regular elections are the most obvious accountability mechanism
by which voters can remove unsatisfactory officials from power. But, again, there are
others.
Each of these processes – preference articulation, preference aggregation, and
accountability – is necessary to democracy. All three operate continuously, relying on
government-society and society-society interactions for their success. Civil society is
conceived here as both individuals and the set of collectivities that aggregate their ideas
and efforts, interacting amongst themselves and with the institutions of government.
Such organizations develop their own norms of behavior and responsibility organically,
and over time may build up stores of trust and credibility that enhance capacity, or not.
Governance relies on these autonomous organizations to mediate – and ultimately
empower – citizens’ participation in the decision-making that governance implies.
Why does decentralization matter? Because scale is determinant and its effects are
non-linear. The large scale of central government demands disproportionately greater
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resources and levels of organization for effective engagement than does local
government. Hence the autonomous organizations that populate the space between
politicians and voters are open to citizen participation and agency at the local level, but
closed to most citizens at the central level. The overwhelming majority of citizens who
might become participants in local governance must remain as voters, onlookers, and
perhaps dues-payers where central government is concerned.
Hence the experience of participation and engagement with public decision-making
abounds in government in its decentralized, but not centralized, form. And so
experience accrues and learning occurs amongst individual voters and their small-scale
collectives (e.g. civic groups, local lobbies) in local government, as opposed to think
tanks, professional lobby firms, and peak associations in central government.
Participation in local government leads naturally to social learning around narrow
questions of effectiveness, but also higher-order learning about fellow citizens’ needs,
resource constraints, and the multiplicative effects of public as opposed to private action
for certain classes of problems. The experience of working together teaches people to
work together better. A gradual convergence of individuals’ perspectives around local
needs and service standards ensues, generating greater political legitimacy. Initial
impulses to conflict and contestation can be transformed into regularized interaction and
cooperation, which induces stores of trust that can be drawn on when real conflict
threatens. The workings of central government, by contrast, tend to reinforce the
organizational, technical and financial advantages of highly professionalized groups,
thus deepening the chasm between policy-making and the ordinary citizen.
Decentralization and local government can thus promote political legitimacy and longterm state-building from the grass-roots upward in a way that centralized government
cannot. This is the deeper meaning of a state that is ‘democratically supple’, introduced
above. But we see now that ‘suppleness’ is far more than the linear concept of ‘more
elected officials’. It is, additionally, the greater degree of organization that
decentralization catalyzes in a society by providing strong incentives for group formation
and strong incentives for organizational effectiveness. And it is the iterative experience
at the level of individual citizens of interacting with others to define and solve collective
problems that makes future such actions easier, more reliable, and more easily
sustained – through the simple fact of having done it before. As a result, democracy as
a method of choosing leaders and arriving at collective decisions is deepened,
substantively improved, and made more legitimate in the eyes of voters who engage in
it directly, locally.
The dynamic described above should operate naturally in a sincerely decentralized
system; little is required additionally in terms of complementary reforms or institutions
other than the absence of active distortions. Our main recommendation follows logically
from the analysis: Reformers should decentralize to government units sufficiently small
for individuals and their voluntary organizations to actively participate in decisionmaking and regularly impact outcomes. The degree of non-linearity of resource and
organizational thresholds required for effectiveness will vary by country and level of
development. But for a “typical” developing country, a local government in which citizen
participation is viable might number in the tens of thousands of inhabitants, as opposed
to hundreds of thousands or millions. It should also be sufficiently geographically
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compact that an ordinary citizen at one edge of a local government has some direct
knowledge of how her similar at the other extreme lives.
This raises the difficult issue of metropolitan governance in a decentralized system.
Urban giants such as Cairo, Mumbai, and Sao Paolo represent a large and increasing
share of the population and economic output of the developing world; any one of these
is larger in both dimensions than many small countries. They are natural political as
well as economic units, but their scale dwarfs the idealized parameters outlined above.
How can a decentralized system incorporate such behemoths? Unfortunately, this
complex issue lies beyond our scope. We limit ourselves here to note that the
government of large urban areas requires asymmetric approaches to decentralization,
permitting different rules for different sizes and types of local governments. Large cities,
for example, may require decentralization to the sub-municipal (e.g. district, ward) level
in order for its full benefits to be captured. Further detailed treatment of this and related
questions can be found in Bahl, Linn and Wetzel (2013), Ahluwalia, Kanbur and
Mohanty (2014), Fox (2014), and Rao and Bird (2011).

Conclusion
The academic literature contains different definitions and conceptions of a strong state.
We argue in favor of the following key identifiable, intellectually discrete components of
‘state strength’: (i) Authority over territory and conflict prevention, (ii) Policy autonomy
and the ability to uphold the law, (iii) Responsive, accountable service provision, and (iv)
Social learning. Theory is indeterminate on the impact of decentralization on the first
three components, and the fourth has been largely ignored. But a surge of evidence
over the past two decades from real policy experiments provides a basis not only for
settling theoretical disagreements, but for reconceptualizing decentralization’s effects on
the state in fundamental ways.
Where authority over territory, self-determination and secession are concerned, the key
question is whether decentralization will stoke centripetal or centrifugal forces. We
argue that a well-designed reform that decentralizes power and resources to a level
below that of major social or regional cleavages is most likely to identify local
government with issues of efficiency and service provision, as opposed to social identity
and grievance. Such a decentralization can undermine secessionist movements by
peeling away layers of support from citizens whose demands can be satisfied by more
limited measures of autonomy. In practice, a key factor will be the regional specificity of
elite interests. To support national integrity, regional elites must be made to have more
to lose than gain from national schism, so that they do not invest in politicians, parties
and events (including violent ones) that promote national breakup. Complementary
reforms promoting a single internal market for goods and services, and improved
infrastructure and transport links, can help convince elites that continued access to
national markets and policy-making trumps dominance of local resources and power.
Such reforms can also facilitate the flow of people and ideas across an economy,
binding it together from the bottom up.
By reducing secessionist tensions, decentralization designed in this way should also
reduce the threat of conflict in a society. Strong local accountability mechanisms
combined with strong national safeguards of minority rights can help by aligning leaders’
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incentives with those of local citizens, preventing subnational governments from
ignoring or oppressing local minorities. These should be paired with electoral measures
that support open, competitive local politics on a level playing field, and campaign
finance regulations that support transparency and fairness, so promoting power-sharing
and discouraging capture.
Interestingly, the literature is ambivalent about whether decentralization should
strengthen or weaken the central state. Some argue that it will fragment political
opposition to authoritarian rulers, thereby strengthening their centralized control. Others
argue that it will bring about a loss of control at the top by creating new centers of power
and complicating a simpler, ‘cleaner’ command and control system. We argue that both
perspectives are wrong because they fundamentally misunderstand one of
decentralization’s central effects.
What decentralization really does is to transform politics from a top-down, national
arena subject to oligopolization by a small urban elite, to a bottom-up meta-arena
embracing many specific, local arenas where local politicians are pressed to address
local concerns. It represents a move from a simpler command structure that is
ultimately more brittle in the sense of being susceptible to local failure, leading to
government failure, to a system based on more actors with independent sources of
overlapping authority, with complex complementarities amongst them, which as a whole
is more robust to failure in any of its parts, and hence more supple. Decentralization
strengthens the institutions of government, their accountability and legitimacy, at the
expense of central leaders’ discretion. We think this is a good trade-off.
But will politicians? It is probably safe to categorize national leaders into two groups: (i)
those who are primarily self-interested, and (ii) those whose self-interest is tempered by
a concern for the common good, or their place in history, which may be observationally
similar. Leaders who are primarily self-interested will tend to keep power and resources
in their own hands. If they decentralize, such reforms will tend to be “paper
decentralizations” of form, not substance, or perhaps outright mistakes. As argued in
chapter 1, the first kind probably accounts for a large share of the world’s
decentralizations. And the second kind is strictly irrational, perhaps the product of
calculative mistakes, and so not a good subject of analysis.
Category (ii), by contrast, is far more interesting. Leaders with at least some concern
for the collective good (or their place in history) may well decide that decentralizing
power and resources is the superior alternative. As Faguet (2012) stresses,
decentralization is not a switch that can be flipped, but rather a process that
consolidates over time. A leader who announces decentralization at the start of her
term is likely to see it fully implemented only towards the end of her term. Reform is
likely to constrain her successors far more than herself. In many political contexts, this
may in itself be an appealing prospect. And history will credit her, not her successors,
for the initiative. Furthermore, as we saw in chapter 2 for the case of Bolivia, if the
leader’s party has a strong subnational presence, then reform will tend to appeal to the
larger number of party members who are regional or local – but not national – party
figures.
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This implies that the apparently deep paradox of self-interested politicians who devolve
power to others may, at least sometimes, actually be a logical response to objective
opportunities. Let us assume a leader with long time horizons (i.e. ‘a place in history’)
who privately believes that decentralization can improve governance. What will she do?
Real power and authority would drain much more from future leaders than from her.
And where the party is well organized, her followers would be rewarded with the
creation of many subnational offices that they will disproportionately win. These
considerations transform reform from ‘paradoxical’ to ‘attractive’. Furthermore, her
substantive belief and her concern for the future make it far more likely that the reform
she pursues is sincere. Rather than an historical aberration, Goni Sánchez de Lozada
is thus a good example of a class of rational leaders with a strong party and an eye on
history.
Whether or not decentralization will increase the responsiveness and accountability of
public services is another major cleavage. Proponents claim that taking government
“closer to the people” will transform public incentives from upward-looking to the
bureaucracy to downward-looking, to voters. Opponents counter that local
governments are more susceptible to interest group capture, and suffer from lower
economies of scale, lower technical and human capacity, and a tendency to fiscal
laziness. We argue that these objections are not problems of decentralization per se,
but rather of badly designed reform. They can be overcome in a technically
straightforward way by decentralizing only activities with low economies of scale,
devolving taxation, and prohibiting bail-outs and/or subnational debt.
Lastly, we develop the concept of social learning in a decentralized environment. The
small scale of local politics allows citizens to become political actors either individually
or through their civic organizations. It provides ordinary citizens with access to repeated
interactions on matters of public policy and resources, both directly and indirectly
through civic organizations that debate positions and compete with firms, other interests
and each other to influence government. In this learning-by-doing fashion, it makes
citizens better at democracy across all stages of the formation and aggregation of public
preferences, and the enforcement of accountability. It promotes political legitimacy,
long-term state-building, and ‘democratic suppleness’ from the grass-roots upwards in a
way that centralized government, with its comparatively high resource thresholds,
professionalized organizations, formal and intricate norms, and obscure jargon, cannot.
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Table 1: Summary arguments – Does decentralization strengthen or weaken developing
states?
Components of State Strength

1.

Strengthen

Weaken

Authority over territory and people, maintaining peace, and preventing conflict

Decentralization and the ability
to hold together fractious
groups

Recommendation:

Decentralization and federalist
institutions act as a pressure
valve to alleviate ethnic tensions.

Can reinforce cultural or ethnic
identities leading fractious groups
to demand ever more autonomy,
with the potential for secession.

Decentralize below the level of major groups, so that decentralized
government is identified with service provision and not group identity
or privilege. I.e. if ethnicities are concentrated in regions,
decentralize down to the municipal level.
Complementary reforms that promote a single internal market for
goods and services.
Improved infrastructure and transport links that help integrate people
and the economy.

Decentralization and conflict

Recommendations:

Decentralization as a powersharing arrangement

Recommendation:

Decentralization as an
institutional constraint on the
regime

Decentralization reduces
pressures for conflict by
empowering and including local
minority groups whose concerns
are often ignored by the center,
and makes the state more
accountable to them.

Encourages separatism.
Empowers chauvinist leaders to
discriminate against local
minorities.

Strengthen democratic local accountability in subnational units and
implement strong central safeguards of minority rights to which
individual and groups can appeal, to protect against decentralized
governments becoming little tyrannies.
Decentralization can end the
winner-take-all problem by
shifting power and resources to
subnational governments that
opposition political parties can
win control of.

Can shift conflict to the local level
rather than eliminating it.

Complementary reforms that promote open, competitive local politics,
especially electoral finance laws that support a level political playing
field, can help turn conflict and violence into electoral contestation.
Decentralization can guard
against the concentration of
power of one group over other
groups in the state.
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Can cause political fragmentation
of the opposition, which can be
exploited by authoritarian rulers
to remain in power.

Recommendation:

Given open, competitive politics, a fragmentation of the opposition
that strengthens the official party is a short-term dynamic at best. In
the longer-term, decentralization is likely to transform politics, and all
parties, from a top-down into a bottom-up activity with strong local
roots.

2. Formulating policy autonomously and compelling compliance with the law
Decentralization and the
command structure

Correction &
Recommendation:

Due to greater homogeneity of
local preferences, local decision
making can avoid the policy
deadlocks that occur among
more heterogeneous preferences
at the centre.

Weakens centralized control
mechanisms and the chain of
command. Increases the
chances of elite capture.

The question is not “strength” vs. “weakness”, but rather of a move
from a simpler, clearer but more brittle centralized system of
command and control, to a more complex system of overlapping
authority that demands coordination amongst multiple actors to
operate well, but is more supple and robust to failure in any of its
parts.
Elite capture is always a threat for all kinds of government.
Openness and competition are the best counter-measures.

Decentralization, policy
stability, and a stable
institutionalized bureaucracy

Corrections:

A greater number of actors in the
decision-making process leads to
greater policy stability, making
dramatic policy switches harder
to achieve.

1.

2.

1.
2.

Multiple interests at different
levels weaken state autonomy
and increases clientelism.
Policy implementation may be
hampered if the preferences of
local government conflict with
the preferences of the center.

A better way to view these issues is the strength of leaders vs. the
strength of the state. Decentralization strengthens the state by
strengthening subnational actors and the systems in which they operate.
This comes at the expense of leaders’ discretion.
This is equivalent to arguing “Central government should decide
without local input”. The point of decentralization is give local
preferences some, as opposed to no, systemic weight.

3. Responsive, accountable public service delivery
Decentralization and
responsive, accountable
public services

Local democratic decision
making is more responsive and
accountable, and thus better
matches local government
outputs to local preferences.
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Local governments may be more
vulnerable to interest group
capture of the local political
process, and the distortions of
political representation in small
electoral environments.
Economies of scale will be lost.
Technical and human capacity is
lower subnationally. Local fiscal
laziness can undermine state
stability.

Recommendations:

Interest group capture is a threat to governance at all levels of the
state. Open, free and fair political competition and the presence of
an active, free press are the best guarantees against capture by any
single group or interest.
Decentralize goods and services with low economies of scale; retain
production with high economies of scale centrally.
Decentralize taxation as well as expenditure, and prohibit bail-outs.

4. Social learning
Decentralization and social
learning in a dynamic context

Recommendation:

By reducing the scale of
government, decentralization
makes it possible for citizens and
their voluntary associations to
participate directly in
government. This in turn
generates social learning at the
individual and group level, which
improves democracy
substantively and strengthens its
legitimacy in voters’ eyes.

No such learning occurs, and so
the additional costs of a
decentralized administration are
uncompensated by benefits.

Decentralize to local units small enough that individuals and voluntary
groups can actively participate and regularly affect decision-making.
Open, free and fair political competition and the presence of an
active, free press are the best guarantees against capture by any
single group or interest.
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Abstract
The design of the fiscal system vitally shapes subnational government institutions, policy
choices, and economic performance. In this chapter we focus on the fiscal interest approach, the
idea that the specific arrangements of tax and transfer systems directly affect the interests and
incentives of subnational political officials. These incentives therefore affect these governments’
policy choices and, consequently, the performance of their jurisdictions. This chapter reviews
several ideas in the literature that show how this occurs. When the taxation and transfer system
has subnational governments rely on own revenue generation from broad based taxes,
subnational governments tend to be responsive to their residents’ needs, the overall health of
their economies, and are more willing to provide market-enhancing public goods. An excessive
reliance on central government transfers, on the other hand, has a detrimental effect on
subnational incentives to assist the production of wealth. We provide an overview of how the
type of tax that is assigned and the specific formula used to divide central government funds
among subnational governments either rewards or punishes subnational government efforts at
promoting growth and prosperity; similarly, we investigate whether it promotes prudent fiscal
management or encourages subnational government spending beyond their means.
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1. Introduction
How can subnational governments be motivated to promote the prosperity of residents in their
jurisdictions? According to modern scholarship on fiscal federalism and decentralization, one
way is through the design of the fiscal system (Faguet 2012; Faguet and Sánchez 2013). Recent
advances in the field emphasize that the specific arrangement of tax and transfer systems affects
the incentives of subnational political officials. In this chapter, we focus on the fiscal interest
approach. Because systems of taxation affect the incentives of subnational governments, they
affect these governments’ policy choices and, consequently, the performance of their
jurisdictions (Wallis, Sylla and Legler 1997, Weingast 2009). The design of the fiscal system
shapes institutions and influences whether subnational government officials strive to create
growth and prosperity or let their localities stagnate, and whether they rule in the interest of the
ruled.96
This chapter reviews the literature and discusses how different tax and transfer systems affect
incentives in decentralized settings. In particular, it discusses how their design can influence
whether subnational political officials choose policies that foster markets and serve as a helping
hand to their population or instead choose predatory and distortionary policies. It looks first at
the incentives created through reliance on different sources of revenue, comparing tax revenues
with central government transfers. It then discusses specific taxes and different systems of
intergovernmental transfers, assessing their effect in shaping subnational government
policymaking.

2. Incentives of taxes versus transfers as a source of subnational government
revenues
Scholars have long shown that different sources of revenues affect the incentives of governments
differently (Moore 2004, 2007; Prichard 2009). At the subnational level, too, researchers see an
important difference between governments that depend largely on own revenues, such as taxes
and fees, and those that depend predominantly on central government transfers. To be sure, taxes
and transfers are not independent. How tax systems are assigned, designed, and collected
influences how transfers are designed and vice versa (Ter-Minassian, 1997; Bird, 1999).
Nonetheless, we argue that, ceteris paribus, subnational dependence on tax revenues affects their
incentives in a different manner than subnational government reliance on transfers.
Subnational governments that depend on own revenues have incentives to be more accountable
to citizens, to provide market-enhancing public goods, and to be less corrupt (Singh and
Srinivasan, 2006; Rodden, 2003; Careaga and Weingast, 2003; Ambrosio and Borgignon 2006;
Faguet 2004 and 2014). While many of the arguments in support of these claims have been made
with a view to the national level, they are applied to subnational governments as well. The
arguments go as follows. Dependence on taxes is said to create several incentives. First, it is
believed to motivate governments to show that they are accountable and govern in the interest of
their residents because they want to ensure compliance with tax payments. Beblawi and Luciani
(1987, 73), for instance, write that a state that is dependent on taxation “must give credibility to
the notion that it represents the common good”. As Levi (1988) explains, tax payments are quasi96

The analysis in this paper thus falls into the category of “second generation fiscal federalism,” which
analyzes decisions by subnational government officials based on the incentives they face (Oates 2005, Weingast
2009).

168

voluntary and depend on compliance of the taxpayers. And, as Timmons (2005) illustrates
statistically at the local level, voluntary compliance with taxes is higher when citizens receive
public goods and services they value in exchange for taxes. Thus, to motivate greater compliance
and greater government revenues, governments that depend on taxes have the incentive to govern
in the interest of their constituents and provide the services they require. Second, if a government
is dependent on citizens and businesses for taxation, it has an incentive to increase productivity
in its territory in order to secure or raise future earnings (Oates 1972, Olson 2000). This interest
in turn provides the government with incentives to collect information about citizen needs and to
respond to them, at least to the productive needs of those whom it sees as potential producers of
taxable wealth. As Adam Smith (1776 [1904]: V.1.87) explains in Wealth of Nations, countries
where “the revenue of the sovereign arises almost altogether from a land-tax or land-rent, which
rises or falls with the rise or fall of the annual produce of the land […] the great interest of the
sovereign […] is in such countries necessarily and immediately connected with the cultivation of
the land, with the greatness of its produce and with the value of its produce. But in order to
render that produce both as great and as valuable as possible, it is necessary to procure to it an
extensive a market as possible, and consequently the freest, the easiest and the least expensive
communication between all the different parts of the country; which can be done only by means
of the best roads and the best navigable canals.” Where this is not the case, “the sovereign does
not feel himself so directly called upon to promote the increase, both in quantity and value, of the
produce of the land, or, by maintaining good roads and canals, to provide the most extensive
market for that produce” (ibid).
Shleifer and Vishny’s (1998b) study of the differential local government support for the
economy in Poland and Russia draws on this logic. Using survey techniques, they find that local
governments in Poland are far more supportive of business than in Russia. Shleifer and Vishny
attribute this difference to government officials’ incentives. They explain that while local
politicians have different electoral incentives in Russia than in Poland, their fiscal incentives also
differ significantly. In Poland, local governments rely on local taxes and fees (particularly
property taxes) so fostering local economic prosperity yields greater revenue. In Russia, by
contrast, most local revenue comes from higher levels of government. What is more, the center
reduces these transfers when cities increase their revenues. Studies of other countries reveal
similar patterns (e.g., Diaz-Cayeros 2007 on Mexico; Singh and Srinivasan 2006 on India).
Although the first design provides incentives to foster local economic development as local
governments are rewarded by this with the rise in revenues generated, the second has the
opposite effect.
Third, governments are likely to be more prudent with their own income and more wasteful with
‘unearned’ income or “other people’s money”, such as revenue transfers from the federal
government. As Bird (2002) notes, “So long as local governments are spending what they and
their constituents view as ‘other people's money,’ they are unlikely to be under much local
pressure to spend this money efficiently. Smith (1776 [1904]: V.1.76) deliberates that only when
public services are directly paid for through user taxes, is it possible to avoid wasteful spending:
“A great bridge cannot be thrown over a river at a place where nobody passes, or merely to
embellish the view from the windows of a neighboring palace: things which sometimes happen
in countries where works of this kind are carried on by any other revenue than that which they
[the users] themselves are capable of affording” (also cited in Skinner, 1995). Bahl and Linn
(1992: 428), in their authoritative study of local fiscal federalism in developing countries,
observe that “grants can make local governments less accountable for their fiscal decisions (they
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may now increase spending without increasing taxes); hence there will be less incentive to
improve the efficiency of local government operations and develop innovative methods of
delivering public services”.
Taxation also creates incentives for the government indirectly by influencing residents’ behavior.
If citizens are made to pay taxes, they are relatively more inclined to watch over or scrutinize the
government’s activities, and to demand representation in government and influence in policy
decisions. As Bird (2010) posits, “local residents are more likely to hold officials accountable if
local public services are financed to a significant extent from locally imposed taxes and charges
as opposed to central government transfers” (p. 20). By contrast, as Ambrosio and Bordignon
(2008: 316) write, “If everything were financed with money coming from outside the
jurisdiction, citizens living in that jurisdiction would have very little incentive to check how that
money was spent.”
The reasoning behind this argument is the following. First, as Bird (2010) writes, “People care
much more about how their ‘own money’ is spent than they do about the efficiency with which
‘other people's money’ -- such as transfers -- is used” (p.20). Thus, if people entrust their local
government with their own earnings that they have worked for, they will be more concerned
about how the government utilizes it and may also demand more transparency and influence over
policy decisions (Ross 2004).
Second, taxation is intrinsically coercive and can be very burdensome on the taxpayers. This can
lead to revolt, bargaining or other forms of collective action by citizens in attempts to resist it or
control it. In this way, taxation provokes citizen engagement with the state through protest and
“provides an opportunity for the creation of consensual and representative government through
‘revenue bargaining’ between states and organized citizens” (Bräutigam 2008, p.3). Di John
(2010: 111), for instance, claims that “taxation is the main nexus that binds state officials with
interest groups and citizens. Not only can taxation enhance government accountability, it also
provides a focal point around which interest groups (such as producers groups, labor unions and
consumer groups) can mobilize to support, resist and even propose tax policies.” Besides
provoking collective action, a dependence of local governments on their citizens for taxes also
gives citizens greater bargaining power to make demands. It may help to shift the balance of
power in favor of residents.
The importance of taxation has also been expressed negatively in the literature on the “natural
resource curse” and foreign aid. It has been frequently argued that poor governance and impeded
development of resource rich states derives from the fact that large alternative sources of income
free politicians from the need to tax their citizens. Referring to natural resource rents, Samuel
Huntington (1991, 65), for instance, posits that because natural resource rents substitute for
taxation, they “reduce the need for the government to solicit the acquiescence of its subjects to
taxation” and hence reduce the incentives and necessity of governments to be concerned with the
interests of citizens. Bräutigam and Knack (2004) consider foreign aid, another ‘unearned’
external source, to have an analogous effect and write that it takes away government’s need to
tax their own citizens and thereby takes away from the citizens´ bargaining power vis-a-vís their
government in collective action problems.
Central government transfers have been regarded in the literature as a somewhat external source
of revenue for subnational governments, which eliminates or reduces their need for taxation, and
is also ‘unearned’ or at least ‘less earned’, much like natural resources and foreign aid at the
national level. Gervasoni (2010), for instance, terms large central government transfers “fiscal
federalism rents”.
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The connection between the source of subnational government revenue on one hand and the
degree of representative, responsive and corrupt governance has been analysed statistically.
Gadenne (2013) examines public expenditure in Brazilian municipalities and shows that as the
proportion of tax revenue to transfer revenue rises, governments spend more on public goods and
less on private rents. Similarly, Brollo, Nannicini, Perotti and Tabellini (2011) find that higher
grants from the federal government lead to a rise in the incidence of corruption. In his analysis
of Argentine provinces, Gervasoni (2010, 2011) uses both quantitative and qualitative evidence
to show that central government transfers are negatively associated with levels of democracy. He
argues that such rents allow the provinces to forgo taxation, and thus to restrict democratic
contestation and weaken checks and balances.

3. Tax systems
If local taxes are important, how best should they be collected? Do different types of taxes and
different ways of collecting them affect higher-order goals, such as economic growth and
political inclusion? The literature differentiates how the type of taxation affects whether
government officials choose to foster thriving markets or manipulate them – the difference
between Shleifer and Vishny’s (1998a) “grabbing hand” and a “helping hand”. We discuss three
ideas from the literature.
First, to provide the positive incentives outlined above, taxes require a relatively broad base of
society. When government officials capture revenue based on broad taxes on economic activity,
they have incentives to provide market-enhancing public goods and to create new market
opportunities as a means of increasing the fiscal proceeds generated by markets. In contrast, a
narrow tax base leads political officials to cater to the specific groups or sectors bearing the tax
burden. For instance, when a jurisdiction raises revenue by selling monopoly rights, then
officials will choose to restrict markets generating monopolies; further, officials have little fiscal
incentive to foster competitive markets in other sectors (Wallis, Sylla and Legler 1997,
Weingast, 2009).
Second, taxes need to be visible. If people see more clearly that they are being taxed by the
subnational government, they are more likely to hold the government accountable for effective
use of their tax money (Bird 2010). According to Grabowsi (2008), when taxes are visible to
taxpayers, they will be more likely to resist them, either directly (through protest or revolt) or
indirectly (through evasion). As the government cannot entirely suppress such resistance through
punishment or violence, it must reciprocate and provide services in return. One of the frequently
cited arguments in favour of replacing indirect taxes such as tariffs with more visible direct taxes
in developing countries -- a widespread policy furthered by the international financial institutions
throughout the 1990’s and beyond -- was that the direct taxes would enhance the accountability
of the government (Mahon 2009).97
Third, taxes should be tied to the growth or prosperity of residents, and subnational governments
need to have the ability to affect that growth and prosperity. Tiebout (1956), as extended by
Oates (1972), shows how the property tax incentivizes local governments to improve public
goods in its jurisdiction. Because the value of public goods is capitalized into the value of local
property, dependence on property taxation leads city managers to choose public goods that
maximize local property values. Moreover, city managers facing intense inter-jurisdictional
competition have incentives to maximize property values as a means of inducing scarce capital
97

Moore’s (2001) distinction between earned from unearned income is closely related to the idea of visibility
discussed in this paragraph.
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and labor to locate and remain in their jurisdiction. These specific taxes thus provide incentives
for subnational political officials to design policies that foster markets and attract capital and
labor (Bahl and Linn, 2002; Fischel, 2001; Glaeser 1996).
The theory that different types of taxes or tax systems affect government accountability,
responsiveness and representation differently has also been applied to explain differences in
development trajectories more generally. Grabowski (2008), for instance, argues that different
taxes (resulting from different agricultural models) influenced a divergence in long-run
development paths between Latin America and East Asia. “The way a ruling elite raises revenue
influences how state institutions evolve over time” (2008: 31). In Japan, Taiwan and Korea, the
government relied on a broad based, ‘earned’, direct, and visible land tax that penetrated the
countryside. The government repeatedly subdued resistance to tax rises by providing services in
return for the tax revenue extracted. The government created, upheld and enforced property
rights. It also established a research and extension system to the agricultural sector, and provided
access to more productive technologies. In Latin America, by contrast, governments have relied
heavily on export taxes. This is a narrow tax that is easy to collect and does not involve the same
effort or outreach to the broad population. These governments therefore had few fiscal incentives
to provide investment, services, and property rights to the broad population in the Latin
American countries examined. Grabowski further shows how counter examples (Costa Rica and
Philippines) in the respective regions equivalently fit the theory. Sokoloff and Zolt (2007)
similarly argue that differences in inequality across the Americas can be traced back to tax
systems (which in turn developed because of factor endowments and other pre-colonisation
conditions).

4. Transfer systems
The scholarship generally views own revenues as superior to central government transfers as a
source of revenues for subnational governments in terms of the incentives they create for growth
and development. Yet the specific transfer design and how intergovernmental transfers relate to
taxes is also important (Faguet and Wietzke 2006, Weingast 2009). Depending on their design,
intergovernmental transfers to subnational governments can mitigate or magnify some of the
incentive problems connected to transfers outlined above. They can encourage or destroy
incentives for promoting growth directly and also indirectly by affecting incentives for tax
collection.
4.1 Effect on promoting growth and development
Transfers to subnational governments are typically set by a formula that comprises a series of
weights for different criteria, including economic and demographic characteristics, such as
income and population. However, the attempt to correct horizontal imbalances by allocating
more transfers to poorer regions often means that these transfer systems exhibit poor
responsiveness to localities that foster local economic growth, and sometimes can even produce
completely perverse incentives.
In Mexico, for instance, transfers have been tied to the poverty levels of subnational
governments in an attempt to compensate poor regions. This has allegedly created perverse
incentive for regional governments to keep poverty levels high in order to receive greater
transfers (Diaz Cayeros 1997).
More generally, transfer formulas that are negatively related or only weakly positively related to
income growth also provide poor incentives for subnational governments to foster growth and
development. For example, in India the Finance Commission’s transfers of revenue to states
reflect a series of weights for different criteria: around two-thirds is negatively related to a state’s
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income, so that poorer states receive greater funds; 10 percent on the basis of population; and the
remainder is somewhat evenly divided among state area, an index of infrastructure, tax effort,
and fiscal discipline.98 This type of intergovernmental transfer system provides poor fiscal
incentives for subnational jurisdictions to foster local economic growth: most of an increase in
local revenue goes to the center (Singh and Srinivasan 2006).
In some countries, formulas have been fixed with reference to a given year so that the center
allocates revenue using the same proportions each year, with the only variable across years being
the size of the revenue pool to be divided among subnational governments. If there are n
provinces, then the average province receives 1/n of the total revenue pool, no matter how good
or bad its policies. Careaga and Weingast (2003) called the poor incentives of these transfer
systems “fiscal law of 1/n.”99 In a country with even a modest number of states, this proportion
is quite small. For instance, at times in Mexico revenue from all the states was put in a common
pool and then divided by a sharing rule, which meant that for each newly generated peso in
taxes, any one of its 33 states would receive only three centavos in return. 100 In contrast, fiscal
systems that allow growing regions to capture a major portion of new revenue generated by
economic growth provide far stronger incentives for local governments to foster local economic
growth.
Zhuravskaya (2000) calculated the marginal revenue retention rate at only 10 percent for Russian
cities. For every increase in local revenue, the regional government within which the city is
located extracts most of the value of the increase by lowering transfers. In contrast, provinces in
post-reform China were allowed to retain a high proportion of revenue above a fixed threshold.
Jin et al. (2005) calculate that during the high growth period following the initial reforms (198192), Chinese provinces on average retained a marginal rate of 89 percent of additional tax
revenue generated within the province and that 68 percent of all provinces faced a marginal
retention rate of 100 percent. According to Ahmad, Rydge, and Stern (2013: 2), this reform,
together with a reduction in the taxation of profits from state-owned enterprises and collectives,
“laid the foundations for a remarkable period of economic transformation and growth”.
Courchene (1981) and McKinnon (1997) raise a related incentive problem with transfer schemes
that are designed to provide substantial subsidies to the poorest regions in rich countries.
McKinnon, for example, contrasts the huge subsidies by Canada to the Eastern Maritime
Provinces and by Italy to the Mezzogiorno in Southern Italy with the lack of subsidies by the
United States to the American South. McKinnon suggests that the revenue transfers in Canada
and Italy create dependency and a soft budget constraint. Transfers allow these regions to finance
ailing and inefficient enterprises, seeming to saddle Southern Italy with highly capitalized, lossmaking enterprises. The regional economy is far less likely to adapt so that it becomes more like
the vibrant national economy. In contrast, southern states in America faced a hard budget
constraint and no national subsidies. The poorest region in the United States after the Civil War
through mid-20th century, southern states were able to grow rich by redesigning their economies
with low regulatory burdens relative to the industrialized North and to take advantage of lower
labor costs. This adaptation fostered the booming Sun Belt economy of the late twentieth
98

These figures are for the 11th Finance Commission. See Rao and Singh (2005, ch 9, especially table
9.3) and Singh and Srinivasan (2006). The Planning Commission also transfers money to states based on different
criteria.
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Following the results of Weingast et al. (1981) “law of 1/n”; see also Inman (1988).
100
The data presented in Shah (1998,136-44) suggest that the figures for Pakistan are less than a third.
The data in Rao and Singh (2005, ch 9) suggest that the figures in India are similar.
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century. While other factors, such as migration and political institutions, may have also
influenced the differences between these development trajectories, McKinnon argues that the
economic rise of the American South is unlikely to have occurred had it been subsidized in the
manner of the Canadian Maritimes and the Italian Mezzogiorno. For this reason, Courchene
argues that these types of regional transfers are self-perpetuating.
Krueger (2006) uses similar logic to explain the difference between the vibrant economy in
Poland just east of the border with Germany and the lackluster economic performance of the
former East Germany just west of the border: massive transfers from the German government
have deterred economic development.
Transfer systems may exhibit other perverse fiscal incentives. The intergovenmental transfer
system may result in soft budget constraints for subnational governments (Bordignon, 2006;
Haggard and Webb, 2004; Wibbels, 2003; Rodden et al., 2001; Dillinger and Webb, 1999;
McKinnon, 1997; Sanguinetti, 1994; Kornai, 1986). A soft budget constraint arises when
subnational governments believe they will be able to externalise some of their fiscal burdens,
such as through a bailout by the national government or borrowing. Subnational governments
facing a soft budget constraint have reduced (or no) fiscal incentive to make prudent financial
decisions. Some transfer systems are explicitly “gap-filling,” meaning that provinces with larger
deficits receive larger transfers. Because these systems subsidize spending beyond revenue, they
provide subnational governments with incentives to spend imprudently and with discretion.
Transfer systems may also provide poor incentives for subnational governments when they are
not linked to clear responsibilities. Wiesner (2003,23) argues that decentralization in Latin
America often emphasizes subnational government entitlements to revenue rather than linking
them to spending needs or growth: “These frameworks tend to neglect market-based mechanisms
and make the capture of large unconditional transfers an easy ride for public sector rentseeking.” For example, Bolivia, Brazil, and Ecuador considerably increased the transfer of
revenue without increasing the policy responsibility, allowing subnational governments to use
these funds for patronage rather than local public goods (Wiesner 2003).101
4.2 Effect on tax effort
While fiscal transfers tend to enhance the centralized control (and possible manipulation) of
subnational governments, own revenues grant subnational governments independence. McLure
(1998, 1) observes that “Subnational governments that lack independent sources of revenue can
never truly enjoy fiscal autonomy; they may be –and probably are—under the thumb of the
central government”. However, raising revenues through taxation is also associated with political
costs for subnational governments. Besides creating administrative costs, imposing taxes is
unpopular and may compromise (re)election. It may also drive out residents or business or
discourage settlement in the specific jurisdiction (Tiebout, 1956; Salmon 1986). As we argued
above, these incentives require that subnational governments carefully devise policies and public
goods provision so that taxpayers believe their taxes are worth paying. Between receiving
transfers from the central government and raising taxes, subnational governments may thus
prefer receiving transfers as a source of revenue. In receiving transfers, subnational governments
draw from the common pool and can free ride on the tax effort of others.
Several authors have shown empirically how transfers “crowd out” taxation (Raich Portman,
2008; Cabrero Mendoza, 2006). Some transfer systems, however, include tax effort as a criterion
in order to encourage subnational governments to maintain or increase tax revenues. That is, the
101

The opposite phenomenon is equally problematic – the devolution of authority and responsibility
without the fiscal resources to implement it.
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more they increase their tax collection, the more transfers they will receive. These efforts may
conflict with the equalization goals of transfers. Furthermore, subnational officials may still
regard the political cost of collection higher than the economic cost of non-collection and simply
leave potential government revenues uncollected. In Mexico, the central government collected
the vehicle tax from the 1960s until 2007. In 2008 this tax was reassigned to the states. However,
despite being a desirable subnational government tax in most other aspects, many states chose
not to make use of this tax power, preferring instead to receive their revenues in the form of
transfers. In part they are afraid of the political competition effect (See Salmon, 1986; 2013): if
neighboring states do not tax or choose a lower rate, people move or will register their vehicles
elsewhere, but mainly they are concerned with the political and electoral consequences of
collecting the tax.

5. Conclusion

As Schumpeter ([1918] 1978) noted in his famous essay “The Crisis of the Tax State”, fiscal
systems shape society and its institutions: “The spirit of a people, its cultural level, its social
structure, the deeds its policy may prepare… all this and more is written in fiscal history”.
Modern scholarship on fiscal federalism and decentralization continues to recognize that the
design of the fiscal system vitally shapes subnational government institutions and policies. Taxes
and transfers are interlinked in complex ways. The devil is often in the details of design; for
example, a shared revenue bases complicate matters of fiscal design. In this chapter we have
discussed some of the ways in which the design of the fiscal system affects subnational
government policymaking and the development of their economy.
First, when subnational governments depend on their own revenue generation rather than
relying on central government transfers, they become, ceteris paribus, more responsive to
citizens and more willing to provide market-enhancing public goods. This responsiveness is
enhanced when the central government assigns subnational governments the power to levy broad
taxes on the general economy rather than rely on revenue sources with a narrow base, and when
the taxes are tied to the growth or prosperity of residents. As students of fiscal federalism have
long known, subnational government reliance on the property tax, for instance, can act as a
powerful motivator to improve public services, attract markets, and protect property rights in
order to see land values and property tax payments rise (Oates 1972, Tiebout 1956).
By giving subnational governments a stake in the economic development of their
jurisdictions, decentralized taxation powers help ensure subnational governments’ responsibility
for their actions. In so many developing countries decentralization has expanded fiscal transfers
and spending powers to subnational governments, yet has stopped short of decentralizing powers
of taxation.
Increasing resource transfers to levels of government that are closer to the people, or to
poorer regions within a country, may ostensibly appear as an attractive option to alleviate
poverty and to help lagging regions catch up. However, as abundant evidence in the literature
suggests, this brings with it the risk of subnational governmental incentives that perpetuate
poverty and dependence on the center. Reliance on such external unearned resources robs
subnational governments of the motivation to engage with its residents in order to find out how
to help them to produce wealth. Reliance on transfers also dampens the impulse to innovate, to
pursue strategies that create growth from below, and to use resources more efficiently and
effectively. Evidence shows that this reliance also creates complaisant attitudes and disinterest
amongst officials and residents, and leads to wasteful management of public finances and
corruption. This reliance therefore has a detrimental effect on growth and development.
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Second, the specific design of transfer systems is important. Transfer formulas in
particular may either reward or punish efforts at promoting growth and prosperity in subnational
governments’ jurisdictions. They can encourage spending beyond means or promote prudent
fiscal management. By tying transfer formulas to revenue generation, or by allowing subnational
governments to retain large portions of any new revenues they generate, for instance, transfer
systems can serve as remarkable motivators for subnational governments to embark on wealth
enhancing policies, as evidenced by the China in the 1980’s and early 1990’s. Designers of
transfer systems should pay closer attention to the incentive effects inherent in transfer formulas
so that transfers do not subsidize freeriding and stagnation but rather support the generation of
wealth.
In decentralised settings, fiscal systems comprise a mixture of tax powers and transfers
assigned to different levels of government. In designing these systems, central governments must
balance various goals, such as protecting the poor, ensuring equity among regions, maximizing
administrative efficiency of collection and guaranteeing the provision of goods and services to
all citizens. The fiscal incentives approach discussed in this chapter shows that different tax and
transfer designs powerfully affects the incentives of subnational government officials and that
these effects should not to be disregarded. They affect the policy choices of the government
leaders that are closest to the people. Moreover, they are a strong predictor of whether
subnational governments tackle poverty and assist development and growth or choose not to.
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Abstract
Local taxes might be expected to increase during decentralization processes, but this is often
not the case. Taxation centralization may accompany policy and expenditure decentralization
when national tax reforms, which are concomitant with decentralization processes, can preempt the space for local taxes; or because reliance by subnational governments on transfers
from the central government looks more attractive to local politicians. This paper analyses
these issues as a negotiation between central and subnational governments, focusing on the
expenditure side of the budget. Decisions about (de)centralization of taxes are related to
decisions and prospects about the uses of tax revenues. We first discuss the meaning of tax
centralization and provide a review of the literature. We then discuss how efficiency gains in
tax administration and electoral accountability for services provided locally can interact to
produce decentralized expenditures and centralized taxation. These ideas are tested against
evidence from Italy, Argentina, Bolivia and Canada and find support in the first two.
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1. Introduction
Centralization of taxes is a clear feature of the long term evolution of federal and
decentralized systems, if this is taken to mean simply that present day federal governments
have taxing powers that are much larger than those reserved to them in the original
constitution. Also, transfers from federal to local governments were totally absent in the initial
stages of all federations and unitary states, meaning that federal/central governments have
now more tax resources than they need for their direct expenditure, while subnational
governments have now lesser tax resources compared to their expenditures (the so-called
vertical fiscal imbalance). This long term trend is compatible with extensive fluctuations over
time of tax revenue and of the assignment of taxes between national and subnational
governments.
There are immediate reasons for the appearance of subnational transfers, the most immediate
of which is equalization. No present day federal or decentralized system operates without
some system of conditional or non-conditional equalization grants. What is less immediate to
explain is that even highly decentralized systems rely to a very large extent on transfers for
the financing of basic subnational expenditure responsibilities, or that transfers play a
predominant role in the financing of subnational governments in a large number of
federations, such as most Latin American federations. In general, one would expect that
during decentralization processes the importance of local taxes should increase. This is,
however, not always the case, as evidence about Italy shows. Decentralization of policies and
expenditure responsibilities is frequently non-accompanied by decentralization of tax
assignments. This may happen because national tax reforms, which are concomitant with
decentralization processes, can preempt the space for local taxes; or because reliance by
subnational governments on transfers from the central government looks more attractive to
local politicians.
While centralization of taxes can be rather easily explained on the basis of a superior tax
administration capacity in the central government, it is more difficult to explain why federal
and decentralized systems are ready to accept, with tax centralization and the consequent
demise of local tax administration capacity, a situation where they are at the mercy of the
central government that could renege its commitment to finance subnational expenditure with
its own grants.
The paper analyzes this issue and tries to provide an explanation of the readiness of
subnational government to give up their power to tax. The paper is divided into four sections
plus the conclusions. The first section starts with the meaning of tax centralization and
provides a review of the literature. The second presents the options available to the central and
the subnational governments, when they are negotiating the ways of financing the expenditure
deriving from the devolution of an expenditure responsibility. The third section deals with the
commitment issue. Evidence is provided in the fourth section and it is followed by the
conclusions.

2. Centralization of taxes in the literature
Despite the fact that one of the main tenets of the literature on fiscal federalism prescribes
that subnational governments should be financed as much as possible through local taxes and
other sources of own revenue, the literature on the actual trends of tax (de)centralization and
on their interpretation is not very large. Also the meaning of tax centralization and how to
measure it are not always well defined.
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The literature on fiscal federalism makes a distinction between own local taxes (and fees) and
other taxes. According to it, own taxes are those for which local governments have
discretionary power in determining the burden they impose on their citizens. This
discretionary power can be exerted with three different instruments (and their combination):
a) tax administration; b) setting of tax rates and, c) determination of the tax bases. Hence tax
(de) centralization should refer to three instruments. The reference to them should also inform
the measurement issue. One cannot infer simply from changes in the distribution of tax
revenue between levels of government that tax (de) centralization has changed. For example,
if transfers to local governments are replaced with shared tax revenue, no real decentralization
of taxes has taken place, if local governments have no discretionary power for determining the
size of shared revenue.
Centralization of taxes being neither a necessity nor a continuous trend, we can observe
extensive fluctuations over time in the assignment of tax bases between the national and the
subnational governments. Even larger fluctuations can be observed in the apportionment of
tax collections between the central and the local governments. This because, among other
factors, tax collections do not depend only on assignment, but also on interdependent
decisions about use of tax powers by distinct levels of government. For example, in the last
seventy years the apportionment of the collection of the personal income tax has widely
varied in Canada, following the agreements between the federal government and the
Provinces about the use of their tax bases and of the decision of the federal government to
cede to the Provinces a number of tax points for the personal income tax [see Chernick and
Tennant (2010) and Winer (2000)].
There are various branches in the literature trying to explain, or to make policy prescriptions
about tax (de)centralization. The largest body of the literature is the normative, or prescriptive
theory of fiscal federalism [Oates, (1972), Inman and Rubinstein (1997), and Ambrosanio and
Bordignon (2006) for an excellent review]. While initially (in the classical federal
constitutions) the main criterion for assignment was avoidance of tax exportation, more
precisely the minimization of tax impediments to the smooth working of the domestic market
(thus tariff duties were assigned to the centre, and sales taxes as well in most cases, such as in
Canada), the literature has later focused on the mobility of the tax base, more specifically on
the elasticity of the tax base with respect to changes in tax rates.
Most of the normative literature stresses the efficiency advantages of centralization for the
collection of all but a small number of taxes (such as the property tax). The prescriptions of
the normative literature bear, however, only a pale resemblance with the real world.
Turning to positive theory, Breton (1996) presents a general explanation of the assignment of
powers between levels of government. His analysis does not refer specifically to taxes, but
rather to all government functions. Breton’s argument is that assignment derives from
competition among layers of government. In the case of taxation, economies of scale in
administration and in collection would make the federal government a most likely winner,
because it can better exploit these economies.102 At the same time, other factors, such as
difficulty of coordination, may constrain the bargaining power of the central government.
However, as for the other functions, Breton points out that there is no prevailing trend towards
centralization or of backing away from it. This conclusion is also maintained in the positive
literature.
102

Faguet (2014) and Faguet and Wietzke (2006) elaborate on this point.
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This literature is mostly the work of political scientists [Riker (1964); Filipov, Ordeshook and
Shvetsova, (2005); and more recently Diaz-Cayeros (2006)] and addresses specific cases and
derives conclusions that in some cases do not go much beyond them. The authors stress the
importance of the structure of political parties and of their capacity to make commitments for
striking of federal bargains concerning the allocation of taxing powers. In addition political
parties, more precisely the national structure of them, are essential for ensuring the benefits of
tax decentralization (in addition to general decentralization). This is because with national
parties, local officials have career incentives to take into account the overspill of their
decisions on other jurisdictions and not only the benefits to their local constituency. This was
the main argument developed by Riker (1964) for assessing the benefits of decentralization.
This view is particularly popular with Latin American scientists. O’Neil’s (2003 and 2005)
contributions to the analysis of decentralization are the main reference point of this literature
and they establish a link between this process and the electoral incentives of political parties.
The political parties approach to centralization/decentralization has also been developed by
Enikolopv and Zhuravskaya (2007). Filippov, Ordeshook and Shvetsova (2005) are amongst
the most widely quoted authors on the issue. However, their focus is on the design of stable
federalism systems and on overall (de)centralizing trends in federations and not on
(de)centralization of taxation per se. Clearly, proper tax arrangements contribute to stability
and derive from proper institutions ensuring agreements among levels of governments. These
include: 1) fundamental constitutional principles designing the basic rules, such as the right to
secession (their Level 1 constraints); 2) constitutional principles regarding the amendment of
the constitution, the structure of the separation of powers, and the principles guiding the
legislation process, 3) political institutions that impact on the implementation of the rules and
on the agreements reached through bargaining, such as electoral systems, the structure of
party systems and of political parties.
The centralizing role of national parties is questioned by Chibber and Kollman (2004), who
maintain that while one can surely argue that political parties are actually the instruments of
centralization and decentralization, “evident trends toward centralization and decentralization
are actually the consequences of larger forces that work mostly independently of the party
system” (Chapter 1).
There is also a nascent political economy approach to the centralization of taxes. Or better it is
possible, as Rodden shows (2004), to develop some contributions to the political economy of
decentralization in view of understanding the centralization of taxes. Rodden draws
specifically on Bolton and Roland (1997) and sketches very briefly a model where
centralization of taxes is promoted by a coalition of relatively underdeveloped jurisdictions
that also keeps the cost of subsequent modifications high.
Levi (1988) provides a careful account of the process by which Australian States relinquished
their substantial taxing powers and were left almost completely dependent on transfers from
the federal government. There is no formal model of this process, but Levi stresses three
factors. They are: a) the superior tax administration capacity of the federal government; b) the
capacity of the latter to keep commitments with the States due to strong national structure of
political parties; and, c) the increasing unpopularity of widely diverging State tax systems. In
other federal systems, wars and demand for social protection policies have facilitated the task
of the federal government that Levi (1988:150) views essentially as a revenue maximizer.
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Winer (2000) compares the Australian and the Canadian cases. In Australia the States have
given up most of their taxing powers, accepting a centralization of intergovernmental relations
that goes much further than the constitution prescribes. In Canada the evolution of fiscal
assignment between the federal government and the Provinces is far from linear. Periods of
intense centralization have been succeeded by periods of equally intense decentralization of
taxes. In both cases, also, the constitutional discipline bears no resemblance with actual
assignments in the various phases (see, especially, indirect taxation).
Diaz-Cayeros’ work (2006) is focused primarily on Mexico and Latin America. He provides a
stylized model of the bargaining process between the federal and the state governments.
Mexico is, possibly, the most tax centralized federation. Centralization in Mexico is explained
by Diaz-Cayero by the one party (PRI) regime that prevailed for half a century and that
allowed the federal government to make a credible commitment vis à vis the regional
politicians concerning the payment of the transfers that replaced the taxes administered by the
States. In the experience of other federations in the region (Argentina and Brazil), it is
important to include the alternation in power between democratic and military governments,
as an element that helps understanding changes in the tax authority between central and
subnational governments.
Blankart (2000) views – in line with Brennan and Buchanan (1980) - tax centralization as the
result of cartelization efforts between layers of government. By reaching an agreement on
sharing the same tax base of the personal income tax, for example, and on leaving the
definition of the tax base and the administration of the tax to the federal government, the
federal and subnational government reduce the intensity of tax competition and can increase
collections. Tax centralization is thus the obvious goal of greedy politicians, but it can be
attenuated if not eliminated by proper institutions, such as constitutional assignment of taxing
powers or instruments of direct democracy, such as referenda.

3. What is at stake with tax (de)centralization: the bargaining framework

Building on the bargaining approach by Diaz-Cayeros, let’s consider the negotiation between
a federal government and a Region, or a number of Regions all of equal size and
characteristics (which will amounts to the same). The Region is considering whether to take
on a policy responsibility, namely education,103 that is assigned in the constitution to the
central government, but that may be assigned to regions if they request it. The new function
has obviously to be financed. Hence the bargaining refers simultaneously to both the
expenditure and the revenue assignment. Introducing expenditure in the analysis allows us to
focus on a typical decentralization process involving both sides of the budget.104
We later relax the equality of Regions by assuming that they differ by income conditions.
To simplify the model, let’s assume that there is only one earmarked tax for funding
this function, the education tax. The tax base and the tax rates are determined in the
constitution. Variations in the volume of tax collections depend only on the efficiency of
administration. Skills and effort capacity can vary between levels of government. Since we
focus on the negotiation between the central government and a single Region, we do not
103

Education is one of the most important sectors of subnational expenditure across the world (Channa
and Faguet 2012).
104
Diaz-Cayeros and other authors introduce a third, more radical, alternative. Regions can choose
between tax decentralization, tax centralization and secession. Their models stay, however, on the revenue side
of the budget.
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consider possible scale economies. However, the negotiation could take place also with
other Regions, since they have the same characteristics. In this case scale economies in tax
administration would be considered by the central government and would modify the
bargaining process, making the perspective of tax centralization more attractive to it.
We do not consider variations in tax rates or in the tax bases that are, along with tax
administration, the essential ingredients of subnational own taxes. The main reason is to
maintain simplicity: inserting variation of tax rates would require consideration of
strategic choice if the tax base has some mobility. Moreover, getting or keeping tax
administration is possibly more important in terms of subnational autonomy than setting
of tax rates, since administration gives subnational government direct access to revenues
without any intermediation and can also lead to different amounts of collections.
The assignment of education and the assignment of the administration of the tax to
either level of government are the objects of the negotiation.
Let’s start with the choice of the Region. The choice is split into a two-stage process. Namely,
the Region has to decide if it wants to take on the new responsibility and how the new
responsibility will be funded. There is no obvious hierarchical relation between the two stages
of the decision process. The terms of the negotiation are the following:
1. Centralization of administration of the tax will produce expected collections of C,
accompanied by an expected transfer to subnational governments of T, leaving revenue to the
federal government equal to C - T.
2. Administration of the tax by the Region will originate expected revenue of L for the
Region.
The Region will receive T with tax centralization and L with tax decentralization. Coeteris
paribus, that is, if nothing other than revenue considerations enter into the decision-making
process, the Region will prefer tax centralization when T > L. It will prefer decentralization,
by contrast, when T < L, that is, when the transfer it expects from the central government is
lower than its own expected tax collections.
Let’s turn to the devolution of the expenditure. The Region has to check whether its preferred
choice for revenue - R = max (T,L) - is enough to cover the expected new expenditure, E.
Summing up, in financial terms the Region will ask for the assignment of the new function
and will choose the transfer if:
T>L
(1)
and
T≥E
(2)
Let’s turn now to the federal government. Again, it is faced with a double choice process. It
has to decide whether to accept the devolution of education to the Region and, second, the
way it will be financed: either it will keep for itself the administration of the tax, or it will
accept its devolution to the Region.
The federal government will prefer tax centralization if the expected transfer it has to pay to
the Region is lower than the expected collections of the tax. Secondly, it will accept the
devolution of the function if the grant is lower than, or at most equal to, the expenditure it is
presently making for education. Otherwise, there will be no financial gain for it from the
change.
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That is, the federal government will accept the whole package provided that
C >T
(3)
and
T≤ E
(4)
When we combine the four constraints we get that an agreement can be reached if
C> L
(5)
and
T=E
(6)
The agreement will be reached if tax centralization brings in higher revenue than
decentralization, implying better administration with centralization, and if the size of the
transfer is equal to the size of expenditures. The agreement means that there will be
devolution of expenditure responsibilities only, with no devolution of tax administration
responsibilities. Under the existing conditions, no level of government is going to gain in
terms of revenue from the bargain. This is because the Region will get exactly what is needed
to fund the new expenditure and the central government will have to pay a transfer that is
equal to the foregone expenditure.
There are, however, other possible financial reasons for the bargain and they derive from
future actions by both levels of government. For example, the Region could believe that it will
be able to spend with greater efficiency on education than the federal government, saving part
of the grant for other purposes. The central government, on the other hand, could believe that
it will be able to achieve larger efficiency gains in the administration of the tax in the future.
The gains could also accrue from centralizing deals reached with other Regions. With the
increase of the number of deals, national tax reforms also become more likely because the
central government will reap larger benefits deriving from reform. This can explain the
concomitance, frequently observed, between decentralization and tax reform.
The arguments developed in this section presume that governments are revenue (or power)
maximizers. In a democratic setting, governments are constrained by voters, or more precisely
by the extent and quality of political competition. This implies that governments have to
maximize the difference between revenue, R, and expenditure, E, for the public services
requested by citizens. The difference can be termed, as in the bureaucratic and managerial
literature, as slack and it can be spent for uses that give utility to governments, without
necessarily implying corruption. What is more important to consider is that the amount of the
slack is reduced by the intensity of competition that forces governments, if they want to stay
in power, to use the expenditure according to the preference of citizens. In a truly competitive
system – for example in the “consensual democracy” as defined by Mc Guire and Olson
(1996) slack would disappear - R – E = 0 – and all tax proceeds will be spent on the public
goods desired and the politicians’ choices are completely constrained by voters.
Tax centralization with differences in income and fiscal capacity between Regions
Clearly, this is a more realistic case, but with less straightforward conclusions because
redistribution comes to the fore and it is quite difficult to model. With tax decentralization, the
revenue available to each Region is related to its income and wealth conditions. Rich Regions
will have a larger tax base and larger potential revenue than poor Regions: Lr > Ln > Lp,
where the subscript distinguishes between rich and poor Regions.
The choice between the tax and the transfer will thus depend, prima facie, on the existing
level of central government expenditure for education (centralization does not imply, de jure
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or de facto, homogeneity of levels of service provision across the country). If education
expenditure is the same (per capita) across all the country,
Lr > T for the rich Regions,
and
Lp < T for the poor ones,
making the former less inclined to accept the grant and to ask for the devolution of the
expenditure responsibility, unless they fear they will have a weaker capacity in their tax
administration or big expectations on their capacity of shrinking the expenditure.
If present levels of expenditure are higher in the rich Regions than in the poor ones – this
situation is actually observable for a range of services in many countries- the propensity of
rich Regions to choose the transfer will increase, since its size will vary according to the
income conditions, making Tr > Tp.
Propensity for tax centralization can become stronger when we look at commitment issues, to
which we come now.

4. Dependence on transfers and commitment problems
Intended future actions - savings on expenditure and higher tax administration effort –
introduce naturally into the discussion the commitment issue105.
Intergovernmental long-term contracts are subject, as any other contract, to this problem.
Once the Region has accepted the centralization of the education tax and the compensating
transfers, it is potentially at the mercy of the central government. This government could in
subsequent years renege on the agreement and reduce the size of the grant. One does not have
to think of extreme situations where future transfers are set to zero to stress the importance of
the commitment problem. Once the Region has given up its taxing powers, taking them up
again will take time – especially when they consist of tax administration – and even a modest
reduction in value of the grant will do much harm to its finances.
Clearly, both the literature and the observable experience provide more or less effective
solutions to the commitment problem, depending on the context where they apply. There are
broadly three of them. The first solution is to increase the initial size of the transfer, to take
care of the fact that the Region applies a discount factor to transfers in future years. In other
words, the central government posts a bond. This is an elegant analytical solution in a typical
two-period time frame. The federal government will pay in the first period T1 = T ( 1+ d),
where d is the discount rate, to assuage the fear of the Region that the transfer will be reduced
in the second period. This solution becomes more problematic in a more realistic multi-year
time frame.
The second solution is to act with legal provisions. The commitment problem can be
mitigated through the insertion in the constitution, using a law with higher hierarchy than
ordinary laws when this kind of law exists, of a protection clause about the size of the
transfer.
The third solution refers to the structure of political parties. This is the major argument
advanced in the political science literature on tax centralization. In essence, commitment is
firmer when parties have a national structure at both levels of government and, especially,
when the same party governs at both the federal and the subnational level. It is still firmer
105

Faguet (2004) in his bargaining model of decentralization also stresses the strategic importance of
commitment in decentralization processes. Furthermore, when institutional conditions are insufficient for
commitment, subnational governments should not relinquish strategic powers, such as tax administration.
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when the same party stays unchallenged at power for a lengthy period, as it happened in
Mexico with the PRI for 70 years (Diaz-Cayeros, 2006).
Political interactions between levels of government as a major source of commitment
Political/electoral interactions may be a main player in ensuring commitment. The argument
starts with considering that in (almost) every present day intergovernmental system the
various spheres of government are never completely separated, even in extremely
decentralized systems. One implication of this missing separation is that the policies and
services provided by subnational governments also impact on the popularity, and thus the
probability of re-election, of the central government.
With the devolution of a function comes inevitably also the commitment on the transfers for
that function if voters consider that this is also a central responsibility and hold the national
government accountable for it. Coming back to our example, the Region can clearly bet on
this commitment, when it accepts to be funded with a central government transfer.
Furthermore, the national government dependence on regionally provided education could
enhance the role of the federal government as an insurer against asymmetric shocks. This role
is increasingly discussed and tested in the literature, although with no unanimous results
[Hepp and Von Hagen (2000), Rodden and Wibbels, (2010)].
Summing up, comparative advantage in expenditure efficiency and in tax administration are
crucial factors for explaining tax (de) centralization. The central government and a region can
agree on the devolution from the former to the latter of an expenditure responsibility and to
finance it with transfers if the federal government has (or believes to have) better tax
administration and the region has (or believes to have) more efficiency, and prospective
savings in the expenditure. However, the region has to assure that the central government will
not renege on the agreement and reduce the grant. Legal provision may help solve the
commitment problem. At least as important can be the fact that voters can hold the central
government partly responsible for the delivery of the service, also after the devolution has
taken place.

5. Evidence
We present quite selective evidence to corroborate our arguments. It refers to three countries –
Italy, Argentina and Canada- that have experienced substantial reshuffling of taxation powers
between levels of government, either in the framework of large scale tax reforms (Italy), in
the wake of substantial devolution of expenditure responsibilities (Argentina), or in the wake
of big societal events, such as a war, necessitating a substantial increase of tax revenue
(Canada).
Italy: the tax reform of 1970
In 1970 a large-scale reform of the Italian tax system took place. It was based on the creation
of a comprehensive personal income tax, a new corporate income tax aligned with the model
prevailing in industrial countries, and the elimination of a number of nuisance taxes. Also the
VAT was introduced to comply with European regulation and to modernize the taxation of
consumption. This comprehensive national tax reform of 1970 was enacted on the eve of the
regionalization of the country and it centralized all the taxes. All the existing municipal taxes
(among them a simplified personal income tax and a octroi type sales tax) were abolished,
while the Regional governments were born without any taxing power and were financed (and
the municipalities as well) until the 1990’s entirely out of transfers from the central
government (and neither level of government complained). Hence, a major step towards the
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creation of a more decentralized system of government took place alongside the most
complete centralization of taxes one could conceive
The tax reform was conceived in the 1960’s when the country found itself in a political mood
very favorable to government intervention in the economy. Tax centralization rested primarily
on the presumption of greater central government efficiency in the administration of taxes,
which is difficult to test.
Argentina: creation of the Regime of Federal Co-participation taxes in 1935
In principle, or better de jure, Argentina is a quite decentralized federation. The present
(1994) Constitution states that the Provinces retain all powers not delegated to the federal
government. With regard to the financing side, the National Constitution (article 75,
paragraph 2) delimits the tax powers of the central government and the Provinces by
establishing that indirect taxes are concurrent between both levels, except in the case of
import and export duties, which are the exclusive prerogative of the federal government
(article 4). In principle, direct taxes are exclusively provincial, but the federal government has
the right to use them for a limited time if defense, common security and the general welfare
require it. Hence in principle, Provinces have large access to taxing powers, but they make
only partial use of them, preferring instead to rely on shared revenues collected by the central
government.106
The system of co-participation (revenue sharing) began in 1935, through laws 12139, 12143
and 12147, and was designed to increase the amount of resources collected by the federal
government in order to face the financial difficulties caused by the fall in revenue from
foreign trade during the 1930s crisis. New taxes were introduced (on sales and profits), and
the internal taxes at federal government level (excise taxes) were reordered and unified,
eliminating those taxes that had the same characteristics of those collected at the sub-national
level.
In order to achieve the approval of these new taxes, two different mechanisms of distribution
were established: on the one hand, considering the concurrent character that the National
Constitution had introduced for the new taxes (sales and profits), a revenue sharing
mechanism of compensatory nature was stipulated for these taxes (a primary co-participation
of 82.5% for the Nation and 17.5% for the 14 existing provinces and the Municipality of the
City of Buenos Aires). In the case of internal taxes, their distribution was established in
response to the derogation of similar taxes collected by the Provinces. Therefore, in lieu of the
taxes abolished, each Province was guaranteed the same amount collected the previous year,
plus a percentage increase. The commitment problem was solved in Argentina mainly by
three elements: the coexistence of authoritarian government with fragmented parliamentary
power; the introduction and implementation of an automatic and daily system for disbursing
the co-participation transfers by the Central Bank; the granting of debt bailout (law 12139) to
several Provinces.
Also in this case, tax centralization rested primarily on the presumption of greater central
government efficiency in the administration of taxes.
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In fact provincial taxes (there are four main off them, namely on real estate, motor
vehicles, stamp duties and gross income) plus revenue from royalties represent some
40% of total provincial revenues, the rest being supplement by the federal government
through its transfer systems (Cetrángolo and Jiménez, 2004).
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Argentina: the decentralization of education in 1991
Still in Argentina, the experience in decentralizing education in 1991 and the subsequent shaping
of the National Fund for Teacher’s Incentive (Fondo de Incentivo Docente) in 1998 constitutes
an interesting case that supports our argument. In late 1991 the administration and financing of
educational services, until then in the hands of the Central government (mainly high schools),
was decentralized to the Provinces. At the time when the decentralization of the system was
decided, high school teachers employed by the Central government had lower salaries than those
employed by provincial governments. Therefore, the problem was to decide who would be in
charge of leveling out the salary difference. This situation generated long negotiations and
intense labor union conflicts. Finally, at the end of 1998, the federal government approved the
National Fund for Teacher’s Incentive, which would be financed with a provisional and federal
tax on cars, reassuming, in part, the salary financing that was decentralized seven years before.
According with the decentralization index (Brosio, 2007), this means that this sector had a
higher level of centralization that could be shown by a conventional indicator.
In 1999, facing a fiscal crisis, the authorities implemented a tax reform to improve public sector
revenue. To get the additional revenues from this reform, the Central Government proposed to
the provinces to replace the revenue sharing mechanism by a fixed transfer amount. The
commitment problem was solved with the implementation of the Program of Fiscal Adjustment
and Financial Restructuring (Devoto and Jiménez, 2000), that included a restructuration of the
subnational debt, that had increased significantly in the former decade, vis a vis a fiscal deficit
reduction program.
Italy: the quasi-federalization of the system of intergovernmental relations of 2001
The bargaining model presented above is to some extent tailored to explain the recent
decentralization process of Italy. The new constitution extends the range of basic
responsibilities assigned to regional governments to education, social protection and a number
of other areas. At the same time, there is no mention of subnational tax instruments, neither in
the constitution, nor in the recent law (law 42 of 2009) that authorizes the government to issue
the decrees that will define the new revenue system of regional (and local) governments.
Law 42 pays only lip service to the regional tax autonomy, making a vague reference to the
future introduction of regional and local taxes, whereas it details the new system of
equalization grants. The law explicitly mandates that IRAP, which is the most productive of
regional own taxes (ensuring approximately 30 % of total regional current revenue and 70%
of the collections of own taxes) will be eliminated as a soon as the general conditions of the
public finances will allow. The law also does not reverse the recent trend towards the
shrinking of the base of the property tax, which is the main tax handle of Municipalities.
This is somewhat surprising. Despite initial protestations in favor of tax autonomy, the richest
Regions and Municipalities of the North seem to be happy to live with a system that will give
them presumably very modest tax instruments. There are, however, reasons for the acceptance
on behalf of all levels of government. The central government can believe that there are
substantial possibilities of improving the tax administration process, or to reform the taxes.
Recent governments have all announced their intention to proceed with a comprehensive tax
reform. The likely strategy is that through tax reform they will be able to satisfy the claims for
resources coming from subnational governments and at the same time to expand its reins on
the whole tax system.
On the other hand, subnational governments - including those of the rich areas that have huge
own revenue potentialities - may be happy with a financing system that makes them largely
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dependent on central government transfers. This is because the new system will be based on a
generous transfer system for a set of basic local functions that accounts for 70/80 per cent of
total subnational expenditure. These transfers will be based on the standard cost of provision
referred to nationally defined standards of level of service delivery. There are thus basically
two guarantees for subnational governments concerning their (future) revenue. First, the
central government has taken the engagement to cover the whole cost of service provision that
corresponds to the standards. Secondly, the central government appears to be fully committed
to the payment of adequate transfers in the future. This is because the introduction of
nationally defined standards means that the policy responsibilities to which these standards
refer are still, at least partially, centralized in Italy according to our previous definition of
(de)centralization. That is, the introduction of standards implies that voters still consider the
central government (partially) responsible for these services. This solves the commitment
problem.
Obviously, these recent events are also compatible with a political economy approach to
decentralization that stresses the costs for the rich regions to reverse a long time established
trend in tax centralization that is supported by a large front of less rich regions.
Canada: moving up and down the personal and corporate income tax
Our model that stresses the importance of efficiency in tax administration is supported by the
past Canadian experience with the personal and the corporate income tax. In 1941 the
Provinces gave up their right to use the personal and the corporation income tax to help the
federal government to finance the war effort. In 1947 the tax rental agreements were signed
between the federal government and the Provinces (with the exception of Ontario and
Quebec) by which the latter gave up their right again to administer the two taxes, getting in
exchange a transfer equivalent to the lost revenue. They thus agreed to tax centralization. The
tax rental agreements were replaced with the tax collection agreements, whereby the
Provinces resumed their right to use both taxes by choosing their tax rates that would have
then been applied to a federally defined tax base. Both taxes remained under federal
government administration. Hence, according to the prevailing index, Canada reduced its
degree of tax centralization. Of course, centralization of the determination of the tax base and
of tax administration can be viewed as clear evidence of government cartelization. It shows at
the same time the importance of efficiency considerations referred to tax administration.

6. Conclusion
This paper aims to contribute to the literature on tax (de)centralization. It presents a very
simple bargaining model between the federal/central government and the Regions to illustrate
the main choices open to both levels of government in terms of revenue and expenditure
assignments. The main results are that transfers will prevail over subnational taxes – that is,
centralization of taxes will take place - when substantial efficiency gains in centralization of
tax administration are expected.
The main contribution of our paper lies, we believe, in the introduction of the expenditure side
of the budget and of its relevance for solving the commitment issue. When voters hold the
central government politically, or better electorally, accountable for a devolved function, the
latter must, after centralization of taxes, keep its commitment referring to the size of the
transfer.
The paper has provided selective evidence on Italy, Argentina and Canada yet our findings
may be applied to a number of countries and systems.
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Abstract
A recent trend in decentralization in several large and diverse countries is the creation
of local jurisdictions below the regional level—municipalities, towns and villages—
whose spending is almost exclusively financed by grants from both regional and
national governments. This paper argues that such grants-financed decentralization
enables politicians to target benefits to pivotal voters and organized interest groups in
exchange for political support. Decentralization, in this model, is subject to political
capture, facilitating vote-buying, patronage, or pork-barrel projects, at the expense of
effective provision of broad public goods. There is anecdotal evidence on local politics
in several large countries that is consistent with this theory. The paper explores its
implications for international development programs in support of decentralization.
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1. Introduction
Decentralization in the developing world has involved the political selection of the design of
local jurisdictions by central and regional governments. In many countries, especially in the
African and South-Asian regions, and in poor provinces in Latin America, the governments’
choice of decentralization instruments results in the creation of very local village-level
governments, with low capacity, almost no access to own tax bases, and spending and
decision-making powers restricted to the administering of higher-tier grants for local
infrastructure and beneficiary selection of welfare schemes. In contrast, decentralization to
municipalities or cities with revenue-raising potential has been stalled, with revenue
powers being retained by central or regional governments.108 Also, in the case of local
public services such as village schools, even as some institutions for community
participation are created, teacher management powers remain with central or regional
governments. Devarajan et al (2009) have characterized such decentralization as “partial”,
and have examined its implications for local service delivery.
This paper addresses the question of why countries choose to decentralize partially.
In one view, even grants-based decentralization to rural local governments is a significant
institutional reform to address political agency problems in developing countries,
particularly of government responsiveness to poor citizens (World Bank, various; Bardhan,
2002).109 This paper examines grants-financed decentralization from an alternate
perspective, as a strategic political choice which enables the targeting of benefits to select
constituents, at the expense of broad public goods. In this model, decentralization is
subject to political capture, with local spending targeted to vote-buying, patronage, or pork
barrel projects. The tension in the model is between clientelist politics (targeted transfers
to buy votes) versus the broad public interest—clientelist transfers may indeed be targeted
to the poor, but only to some of them or only in small amounts, at the expense of broad
public goods for larger numbers.110

108

In India, for example, decentralization has largely taken the form of charging locally elected village
governments, the Gram Panchayats, with beneficiary selection of poverty alleviation schemes; while municipal
governments with access to tax bases and user charges are denied the power to set these, and local revenue-raising
power is retained by state governments (Mohanty et al, 2007; Sahsranaman, 2009).
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Governments in developing countries pursuing decentralization reforms also describe these as designed to
promote greater participation of poor citizens in public decision-making, and to strengthen citizen ability to exact
accountability from their public agents. For example, these views were provided in publicly available conference papers
by the initiator of Bolivia’s Ley de Participacion Popular (Sanchez de Lozada, 2000), and the implementer of India’s
Panchayati Raj Act (Aiyer, 2009).
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Indeed, theoretical and empirical studies of “vote-buying” have concluded that such transfers are targeted to
the poor (Harding, 2008; Stokes, 2005; Brusco et al, 2004).
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The paper therefore explores a political economy explanation for cases where
decentralization remains partial long after the initiation of reforms. It argues that partial
decentralization is selected and maintained by politicians in the face of increasing
participation by swing voters, because it enables them to win elections by dividing the
strength of swing voters, and continue to provide targeted benefits to core supporters.
Decentralization in this theory helps prolong clientelistic political competition at the
expense of broad public goods’ platforms, even when elections become more broad-based
and contested.
This risk of “political capture” of decentralization is to be distinguished from that of
elite capture analyzed by Bardhan and Mookherjee (2000, 2005, 2006a). Under political
capture, even when local spending is better targeted to poor citizens than centrally or
provincially allocated spending, such local targeting enables central or regional political
parties to buy votes and win elections even as they reduce general government allocations
to broad public goods. Much of the evaluation of impact of moving from centralized to
decentralized resource allocation has focused on whether the benefit incidence of
decentralized spending is more likely to be on poorer households (Araujo et al, 2008;
Bardhan and Mookherjee, 2006; Galasso and Ravallion, 2005; Mansuri and Rao, 2004).
This paper does not compare allocations by central and local agents, instead examining
the political choice to decentralize and its implications for consolidated government tax and
spending decisions.
The theoretical framework is derived from the literature on political determinants of
fiscal policy, where political parties consist of organized interest groups that derive benefits
from holding office and from club goods targeted to their group (Alesina and Perotti, 1995;
Faguet 2004; Persson and Tabellini, 2000; Persson et al, 2007). Within this political
economy framework, it is difficult to find conditions under which any governing party would
choose to decentralize. The typical conditions for decentralization in the technical
literature, that would lead a benevolent planner to decentralize, revolve around
heterogeneity of preferences across local settlements (Tiebout, 1956; Oates, 1972). In the
presence of such heterogeneity, various models show that a benevolent planner would
decentralize fiscal resources be allocated at the discretion of local governments. However,
when governments pursue political objectives, heterogeneity of preferences alone is not
sufficient for a central incumbent to give-up fiscal powers to jurisdictions where rival parties
could be in power and thereby exercise control over the allocation of those revenues.
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There are surprisingly few formal models of the political choice to decentralize
powers and resources to lower level jurisdictions. Available models of endogenous
decentralization, to the best of the authors’ knowledge, are all consistent with the original
insight of Oates (1972) that decentralization arises from regional heterogeneity of
preferences. Oberholzer-Gee and Strumpf (2002) model state legislative decision-making
for decentralization to districts within a state, and obtain as an equilibrium greater
likelihood of decentralization in those states where there is greater heterogeneity of
preferences across districts (on the policy issue being considered for decentralization, in
this case liquor licensing in the USA). Cremer and Palfrey (1996), Lockwood (2004), and
Redoano and Scharf (2004) examine the role of decision-making rules, national referenda
versus legislative voting, majority and unanimity rules, in the selection of the degree of
centralization, with preferences for decentralization distributed regionally.
Examinations of decentralization as a political strategy focus on incentives of
national politicians to bypass regional governments that pose a political threat. Dickovick
(2007) analyzes decentralization to municipalities in Peru, Brazil and South Africa as a
strategy adopted by national politicians to weaken intermediate levels of government.
O’Neill (2003) argues that political parties devolve greater resources when support for
them is more secure in local than in national elections, citing evidence from Bolivia,
Colombia, Ecuador, Peru, and Venezuela. There are also several descriptions in the
literature of decentralization as a political tool to accommodate ethnic or regional conflict
within countries, the so-called “holding-together” decentralization (Panizza, 1999).
However, these works on politically motivated decentralization do not draw specific
implications for the design of decentralization—which jurisdictions would be selected as
the key “local” or “sub-national” jurisdiction? What fiscal powers and responsibilities would
they be provided? The O’Neill (2003) argument seems to lend itself to decentralization of
revenues, and local fiscal discretion, because political powers are more certain about
being able to control these resources at local levels.
As indicated at the outset, this paper is motivated by the observation of a specific
form of decentralization in many countries—the selection of jurisdiction boundaries at subregional levels, such as districts, towns or villages, with minimal own revenue sources,
overwhelming dependence on fiscal grants from higher tiers, and limited discretion in how
to spend these. Large amounts of public resources for anti-poverty programs are being
provided as grants to rural local governments who have the authority to select
beneficiaries of local projects (Ravallion, 1999; Alderman, 2002; Mansuri and Rao, 2004;
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Bardhan and Mookherjee, 2005, 2006b; Faguet and Wietzke 2006). In several
decentralized countries in Africa, Latin America, South and East Asia, more than 90
percent of local government expenditures are financed by grants from higher tiers
(Choudhuri, 2006; Faguet 2000; World Bank, various).111 Furthermore, this form of
decentralization has also been accompanied by increasing fragmentation of jurisdictions
into smaller and smaller units (Green, 2010).
Why are jurisdictions not selected to coincide with local economies that would allow
some own revenue generation? For example, in some contexts such as in India, why are
urban centers not provided greater revenue raising powers, and discretion over their
spending? In his case study of Uganda, Green (2010) argues that the particular form of
decentralization there—the creation of new districts whose spending is financed by central
grants—can be explained by patronage politics. In this paper, I provide a general
theoretical framework to examine when decentralization would be used for patronage
purposes, and what implications this would have for the design of decentralization and
incentives of local governments to deliver public goods.
Political incentives for decentralization in this framework depend upon whether
mobilization of votes through local elections is cheaper than in national elections. When
voters in national elections become increasingly “swing”—demanding broad public
services or universal transfers—public resources need to be diverted away from political
rents and towards winning their support. Decentralization can serve to divide the power of
swing voters by identifying jurisdictions where votes can be mobilized through more
efficient targeting of benefits in exchange for political support. The particular design of
decentralization that would be pursued is, therefore, to create jurisdictions where votes are
cheaper to “buy” through targeted provision of benefits, with local spending and its
financing being driven by patronage politics.
This framework yields implications for the design of decentralization that the paper
is motivated to explain: overwhelming or exclusive dependence on grants for local
government spending and little or no devolution of revenue raising authority; local
government spending decisions characterized by welfare transfers to poor swing voters in
exchange for their vote; and inter-jurisdiction grants distribution influenced by political
affiliations of local incumbents. Decentralization policies are therefore determined in this
model by politicians to facilitate vote mobilization for their political party to win office, akin
111

Even this number, 90 percent, masks the true extent of grants dependence of rural local governments which is
closer to 99 percent when some cities that do raise significant resources from own revenues are excluded from the
calculation.
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to gerrymandering districts in electoral politics. Within this political economy framework,
even if a “reform champion” emerges who pursues decentralization reforms to improve the
quality of public goods, the implementation of those reforms would be subsequently
subject to political capture.
Such type of decentralization is therefore associated with another type of “swing
voter’s curse”, in which greater demands by them for public goods are thwarted through
greater decentralized vote buying. When higher tier political incumbents face more
demanding “swing” voters, decentralized delivery of welfare programs may be used for
more effective targeting of the “cheapest” swing votes, at lower levels of progressive taxes
and public goods than in the absence of decentralized vote-buying
There is some available evidence, mostly anecdotal, from a range of countries,
including Brazil, India, Nigeria, Pakistan, and the Philippines, on the salience of votebuying, patronage, and violence in local elections (Bardhan et al, 2008; Cheema and
Mohmand, 2008). In the political capture model presented here, and in this anecdotal
evidence, the capture of public resources for private benefits need not be restricted to the
elite; even poor and traditionally disadvantaged voters may demand private goods from
local politicians (such as jobs, subsidies, cash and in-kind transfers) instead of broad
public goods (such as quality health and education).
Indeed, the critical assumption required to derive the result of political capture of
decentralization for greater clientelism at the expense of broad public goods, is that the
pivotal swing voters in local jurisdictions provide strictly greater vote returns when
allocated private transfers instead of broad public goods. Lizzeri and Persico (2004) use
completely opposite assumptions, of the increasing value of the public good to pivotal
voters, to explain the extension of suffrage by English elites in the mid-late 1800s. They
argue and provide some evidence that in England, the increase in the value of urban
public goods following the industrial revolution (public health infrastructure such as
sewerage, waterworks and paved roads), led to a majority of the franchised elite pushing
for reforms to extend the suffrage so that political parties would have stronger incentives to
deliver these public goods. They show that following suffrage reforms, spending by
municipal corporations on public health infrastructure increased substantially, while
spending on welfare transfers to the poor was reduced. That is, a diametrically different
conclusion than that provided here of local spending on targeted transfers. It has
implications for innovation in current institutional interventions to improve accountability for
public goods in developing countries by influencing the demands of pivotal voters.
5

The theory offered in this paper of the political selection of jurisdiction boundaries
has policy implications for international development assistance. Technical assistance and
lending programs typically focus on addressing vertical and horizontal fiscal “imbalances”,
spring-boarding from the observation that new local governments are not devolved
“sufficient” grants to fulfill the expenditure responsibilities assigned to them. This paper
suggests that when jurisdiction boundaries are deliberately chosen to keep them grantsdependent for political targeting, focusing policy largely on increasing grants to existing
jurisdictions for greater local spending can exacerbate patronage politics. It can fuel
people’s evaluation of local governments on the basis of funding and projects that can be
garnered from above, at the expense of inter and intra-jurisdiction competition on the basis
of competency to deliver broad public goods with scarce resources. Instead, the political
analysis suggests strengthening other strategies that focus on identifying institutional and
governance interventions to undercut patronage incentives and enable voters to mobilize
to demand broad public services.
The next section provides a new theoretical framework for the choice of
decentralization of public spending to local jurisdictions, financed by grants, to serve
electoral objectives. Section 3 discusses some evidence on decentralization experiences
in select countries and regions that are consistent with the theory. Section 4 discusses the
implications of the theory for international development assistance and explores the
potential of local governance interventions to overcome local patronage politics. Section 5
concludes.

2. The theoretical framework
The key intuition of the framework proposed here is that beginning with a standard
workhorse model of partisan policy objectives in choosing fiscal policy, it is difficult to find
conditions under which a ruling party would choose to decentralize revenue raising
authority. Decentralization would be consistent in these political economy models of fiscal
policy only under assumptions of differential political support for parties in local versus
central elections, or as grants-based decentralization driven by greater effectiveness of
vote mobilization in local elections.112
There is a large literature on the political economy of fiscal policy choices (Alesina
and Perotti, 1995; Persson and Tabellini, 2000; Persson et al, 2007). A basic premise in
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Even with such local political differences, decentralization to locally elected governments might be trumped
by other strategies of centralized targeting of local precincts of central electoral districts. Further details in the model are
likely needed to explain the selection of decentralization.
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these models is that voters organize themselves into interest groups, represented by
political parties, to influence public policy for their group’s benefit. Khemani and Wane
(2009) introduced into these models another type of voter, the poor and unorganized voter,
who only receives benefits from public spending programs (not from a party representing
their interests being in power). The model is presented as an appendix to this paper: it first
adapts Khemani and Wane’s (2009) centralized political decision-making model to the
problem of choice between targeted transfers to buy votes versus allocating to the broad
public good, and then examines its implications for the decision to decentralize. The
intuition is that as swing voters become more demanding, requiring greater benefits from
public spending to extend support to the incumbent party, the party has to forgo rents from
public resources for its group members in order to remain in office through re-election.
The first critical assumption of this theoretical framework in order to derive results
on vote buying at the expense of public goods is that swing voters are cheaper to woo
through targeted transfers than by increasing spending on the public good. As mentioned
at the outset in the paper, Lizzeri and Persico (2004) use completely opposite
assumptions, of the increasing value of the public good to pivotal voters in post-industrial
revolution England, to explain how suffrage reforms led to substantial increases in
spending by municipal corporations on public health and sanitation infrastructure. The
micro evidence on voting behavior in poor countries, however, suggests that small private
transfers provided within a quid pro quo arrangement may bring surer vote returns to
parties than broad provision of public goods. This evidence depends upon social and
political institutions that enable private benefits to be targeted to those who will respond in
exchange with political support.
Finan and Schechter (2010) explore the role of social preferences such as
reciprocity, the psychological pressure to return a favor received from someone, in shaping
electoral strategies of vote buying. Combining experimental games that measure the
strength of reciprocal feelings among individuals with survey data on vote-buying offers
made to individuals in the country of Paraguay, they find that political agents target vote
buying to individuals with greater feelings of reciprocity. A large literature on get-out-thevote campaigns in the US finds that personal or direct contact with households are the
most persuasive in getting them to vote on election day, compared to other strategies that
are more broadly targeted, such as distributing pamphlets (DellaVigna and Gentzkow,
2009).
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This argument might logically extend to comparing the marginal vote-returns from
spending on broad public goods versus privately targeted transfers—broadly provided
public goods might not generate the same strength of reciprocal feelings in individual
voters as do private, one-to-one transfers. Even when an incumbent government provides
broad public goods, voters that are targeted with private benefits from a rival party might
still vote against the incumbent. Political studies of vote-buying, largely concentrated in
Latin America and in poorer constituencies in the US, have provided theoretical arguments
as well as empirical evidence that low-income or poor voters are more likely to be targeted
with vote-buying offers, and more likely to comply (Harding, 2008; Stokes, 2005; Brusco et
al, 2004). Although the vote-buying and clientelism literature has not made this explicit
connection, the intuition is similar to models of price discrimination by monopsonists
seeking suppliers that offer the lowest price.113 Since incumbent governments in poor
economies have access to state resources which challengers do not, they have some
monopsony power over voters, enabling their use of vote buying as an efficient strategy to
thwart contestation.
Recent work has uncovered direct evidence of a trade-off between vote buying and
broadly delivered public services. Khemani (2013) finds that variation in vote buying
across Philippine municipalities is significantly associated with variation in public health
services—where vote buying practices are more widespread, public spending on health is
lower, and children’s health outcomes are poorer.114
Others have argued that in developing democracies where the media voter are the
poor who live at or near subsistence levels they are more likely to reward with a vote even
a small welfare transfer made directly to their household (Varshney, 2000; Acharya, 2004).
Their private voting action may therefore be at odds with their publicly declared
preferences for public goods, such as when they answer questions about priority problems
for the village where they invariably mention village infrastructure (Banerjee et al, 2007).
Bardhan et al (2008) included a secret ballot in their survey of rural households in West
Bengal to examine the correlates of voting for the incumbent Left Front political parties.
They find that an individual household’s vote for the incumbent party is significantly
correlated only with private and recurring benefits received, in the form of personal help in
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I am grateful to an anonymous referee for making this point. It is worthy of further exploration.
This association is highly robust to multiple specifications, controlling in various ways for measures of
poverty that might be independently associated with both vote buying and public health, driving a spurious
correlation between the two.
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times of need or benefits from welfare schemes, and not with the availability of local
infrastructure.
Hence, when faced with more demanding swing voters and a binding re-election
constraint, the assumption discussed above yields the result that central political parties
will try to divert resources from the club goods enjoyed by their members to buy votes from
swing voters. In this setting, heterogeneity of preferences across local areas, the standard
assumption behind the emergence of decentralization, has no influence on the central
decision-maker since there is no assumption of benevolence, but rather of partisan
incentives. The only conditions under which decentralization would be an attractive policy
instrument pertain to when the central party gains some political advantage in local
jurisdictions.
A second pivotal assumption in the theoretical framework here to explain the
political selection of grants-dependent jurisdictions is that vote buying may be cheaper at
local levels because of differences between local and national socio-political institutions
that enable a reciprocal political exchange. The model in the appendix shows how this
assumption yields the selection of decentralization of grants to local jurisdictions primarily
for welfare programs such as the targeting of poverty alleviation transfers to beneficiaries.
Decentralization of beneficiary selection is chosen by the central political incumbent if it is
cheaper to buy votes from the poorest voters through the advantages of local-election vote
mobilization than through centralized party machines.
Under such political capture of decentralization, it may well be that comparing
central versus local targeting performance in the distribution of welfare programs shows
that local targeting is more pro-poor; however, the cost of decentralization might lie in the
ability of the political party to continue winning office with lower progressive taxation and
investment in public goods than would have been possible in the face of the demands of
swing voters. This framework therefore suggests a new type of “swing voter’s curse” than
is available in the literature (Robinson and Torvik, 2009; Feddersen and Pesendorfer,
1996). The more demanding swing voters become for broad public good, the less likely
they are to receive their preferred levels because central politicians would use the means
of vote buying in local elections to divide the strength of swing voters, targeting those that
can be bought most cheaply, and win elections at lower levels of progressive taxes and
public goods (than without well targeted vote buying).
The framework may be extended to allow for heterogeneity in distribution of groups
across localities, and to allow for other interest groups to emerge at local levels. This might
9

lead to results on the fragmentation of jurisdictions. Depending on how groups are
distributed geographically, the central politician might choose to further sub-divide existing
local jurisdictions into smaller units where votes are easier or cheaper to purchase.

3. Evidence on characteristics of local jurisdictions
This section provides evidence from several countries around the world of
characteristics of local jurisdictions that is consistent with the implications of a theory of
political capture of decentralization explored above. The purpose here is to show that the
proposed theory has empirical or practical relevance, rather than to formally test
predictions.
Table 1 provides some data on characteristics of local jurisdictions in selected
countries. These countries have been selected on the basis of available reports on the
nature of decentralization to local jurisdictions. There is little systematic data available on
fiscal characteristics of local jurisdictions such as villages, municipalities, and districts. The
main source of comparable cross-country data employed in the literature on sub-national
finance is the Government Finance Statistics (GFS) database compiled by the
International Monetary Fund (IMF); but although this provides reasonably reliable
estimates of finances of states, regions, or provinces, it is widely acknowledged as not
reliable for measuring finances of the lower level jurisdictions which are the focus of this
paper.
[TABLE 1 ABOUT HERE.]
For this paper, detailed reports on local government finances were located for
several large countries spread across four major regions of the world. There is clear
evidence from three large countries, India, Indonesia, and Nigeria, where responsibility for
public service delivery is being increasingly decentralized to local governments, that these
local governments have negligible access to own-source revenues. The average share of
own-source revenue in the total revenues managed by local jurisdictions in these three
countries is less than or barely equal to 10 percent. This average in fact masks even lower
fiscal capacity among the majority of local jurisdictions in these countries. In Nigeria, for
example, a detailed survey of local government finances in the rural state of Kogi finds that
own revenues are only 1-2 percent of total revenues managed by rural local governments
(Khemani, 2006a). In another country included in Table 1, the Philippines, although the
average share of own-revenues is 14 percent, the share in the median municipality is 10
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percent, and more than a quarter raise less than 5 percent of their total income from local
sources.
Municipalities in Peru, the country with the highest share of own revenues among
those included in Table 1, have been characterized by some analysts as having no
discretion over local rate setting and tax collection, and effectively being fully financed by
central grants (Ahmad and Garcia-Escribano, 2006).115 Even this relatively high share of
own revenues, at 27 percent, is comparable to the very lowest of such shares among
OECD countries. Ambrosanio and Bordignon (2006) provide statistics on the share of
grants in local government revenues in the 20 OECD countries, which shows that only 3
countries had a grants share greater than 55 percent—Ireland at 76 percent, and the
Netherlands and UK at 70 percent. This OECD experience shows that even in the face of
theoretical arguments in favor of grants financed decentralization, in which taxes can be
collected more efficiently at national levels and then distributed to sub-nationals as grants,
grants dependence is not in the realm of 80 or 90 percent of local revenues as in the
countries listed in Table 1. Within the developing world, countries in the Latin American
region appear to have a smaller share of municipal spending financed by grants, but even
these are higher than in most OECD countries. In Brazil and Mexico grants constitute 67
and 64 percent of municipal revenues (Burki et al, 1999).
Grants dependence in these countries appears to go hand in hand with small size of local
jurisdictions (in terms of population and area), and re-drawing of jurisdiction boundaries or growth
in number of jurisdictions over time. Although the average population size of local jurisdictions is
higher in Latin America than in Europe, this average appears to be masking large disparities across
jurisdictions. Burki et al (1999) find that the vast majority of municipalities in the region have fewer
than 15,000 residents. Burki et al (1999) also report shrinking in jurisdiction size, with the number
of municipios in Brazil increasing from 3000 to nearly 5000 in the fifteen years following the return
to democracy in the country. In Venezuela, they report the number of municipios increasing from
202 to 330 within a decade. In a presidential address in Nigeria in 2003, then President Obasanjo
indicated that state governments in the country were in the process of creating more than 500 new
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Some have argued that Peru should not be considered a decentralized country at all. Indeed, prior to 2002
spending by municipalities hardly accounted for a significant share of government spending. However, since 2002, the
share of municipal spending has risen to 13 percent and is expected to increase further. For the purposes of this paper,
the issue of interest is that even as the country moves towards greater decentralization of spending, it chooses national
grants to finance it.
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local governments, a 65 percent increase over the existing 774 listed in the country’s 1999
Constitution.116
In a review of international evidence on the distribution of grants across jurisdictions, Boex
and Martinez-Vazquez (2005) find an inverse relation between jurisdiction size and per-capita
grants, that is, smaller jurisdictions tend to receive larger grants per capita across a range of
countries. This pattern is consistent with the theory of political capture of decentralization offered
here, and resonates with recent lessons from field experience. Examples have been provided in the
Philippines of re-drawing of boundaries of municipalities and barangays (villages), or conversion
of barangays into municipalities, to enable local political families to gain access to grants from
higher tiers of government.117 Burki et al (1999) have also observed that demand for the creation of
new jurisdictions is driven by the system of intergovernmental grants in many countries. Local
requests for new jurisdictions typically have to be passed by the national or provincial legislatures,
and the theory of political capture of decentralization is consistent with higher tier authorities
granting these requests to facilitate vote buying.
Although in many of the countries discussed thus far, a large chunk of grants
distribution across local jurisdictions is determined by criteria set out in national
constitutions, or a legal decree governing decentralization, there is evidence of significant
political manipulation in targeting grants on the basis of local electoral characteristics.
Reviews of international evidence are provided in Boex and Martinez-Vazquez (2005) and
Khemani (2006b). Another striking feature in several countries is the provision of specific
spending programs to local jurisdictions by higher-tier politicians, separate from and
outside of the regular channels of intergovernmental grants. India, the Philippines, and
Kenya have recently launched programs that are generally termed “constituency
development funds” (CDFs) which allow individual national or state legislators to provide
funds for local public infrastructure investment.
Most, if not all, of the literature on inter-governmental fiscal and political relations in
the Philippines emphasizes the importance of congressional, gubernatorial, and even
presidential pork-barrel projects for city and municipal politics. De Dios (2007) and
Rocamora (2008) argue that one of the two main pillars of local political contests in the
Philippines is the generation of funds and projects from higher tier governments.118 In ongoing field work in the Philippines, in every municipality visited, respondents describe the
116

Google search result on a national broadcast by President Olusegun Obasanjo in Abuja, Nigeria, on June 18,
2003, titled “On the Issue of the Review of the Structure of Governance in Nigeria”.
117
Descriptions provided to the author during field visits to municipalities in the Philippines in October 2008.
No documentation of such changes has been accessible to date.
118
The other being the control of illegal economic activity such as gambling and smuggling.
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importance of political affiliation of local mayors to provincial governors and national
congressman in attracting spending programs to their jurisdiction (Khemani and Matsuda,
2008).
In India, resources are transferred to local governments largely in the form of
“schemes” for poverty alleviation, and the primary decentralized local responsibility is that
of identifying beneficiaries. Such decentralization has been viewed in the literature as good
policy design, in the face of solid evidence of informational advantages of local
governments in appropriately identifying the poor or those that have faced particularly
negative economic shocks (Alderman, 2002). However, the arguments in this paper imply
that such schemes-based decentralization might lead to clinetelist local politics.
Analysis of perverse political incentives at local levels in India has focused
overwhelmingly on the risk of “capture” of public resources by local elite for their own
benefit, systematically excluding poor and disadvantaged people (Bardhan and
Mookherjee, 2000, 2002; Baland and Platteau, 1999). The alternate hypothesis posited
here is that even if such specified “elite capture” is not salient, and poor and
disadvantaged groups are politically mobilized, their incentives are to demand short-term
private benefits from local governments charged with beneficiary selection for poverty
alleviation schemes.
The existence of historical institutions of social inequality in India makes it a setting
from which much evidence has been garnered on relative “capture” by local governments.
We review this evidence below to argue that it is equally consistent with political
mobilization of disadvantaged groups to demand private goods targeted to members of
their “group”, at the expense of broad public goods from which all group members would
benefit.
Besley et al (2004) focus on analyzing distribution of access to poverty alleviation
schemes, a BPL (Below Poverty Line) card, by village governments (panchayats) in India.
They find that legally identified disadvantaged groups, households belonging to the
scheduled castes and tribes (SC/STs), are more likely to receive a BPL card and/or
targeted home improvement schemes (toilets, drinking water, electricity, repairs) when the
elected position of head of the village government, the Gram Pradhan, is reserved for
members of SC/ST groups.
They also find that a second institutional feature of decentralization in India—the
requirement of village-wide meetings, the Gram Sabhas, to deliberate upon allocations of
public funds reaching local governments—enables targeting of public benefits to
13

disadvantaged groups. Specifically, they find that if a village is the kind of village that holds
a Gram Sabha, then disadvantaged households are more likely to participate in it than are
advantaged households, and they are simultaneously more likely to receive BPL cards.
It is important to note that the impact of political reservations and Gram Sabhas is
additional to overall targeting of BPL cards to disadvantaged households. That is, in
general, in all villages a household that is SC/ST, or landless, or poor along other
measurable dimensions, is more likely to receive a BPL card than upper caste or richer
households, and they are even more likely to be thus targeted when a village has political
reservations and holds Gram Sabhas.
Besley et al (2004) interpret this as evidence of appropriate targeting of
disadvantaged groups when political decentralization is accompanied by institutional
mechanism (political reservations, Gram Sabhas) to combat entrenched inequalities.
However, the key question raised by the arguments in this paper is whether such targeted
provision comes at the expense of broad public goods. There is no evidence from their
work, for example, that decentralized institutions improve the delivery of broad public
services.
Other types of evidence suggest that broader public goods are simply not as salient
in local politics as are targeted provision of narrow benefits. Bardhan et al (2008)
contribute recent evidence from the state of West Bengal in India that voters cite shortterm private benefits received from their local governments as most important for their
voting decision and support of incumbents, as opposed to longer-term policy initiatives
taken by incumbents to promote general public goods. They also find little evidence of
political marginalization or political exclusion of weaker socio-economic groups. This
suggests that the critical issue is not elite capture per se, but political patronage—the
delivery of narrow private benefits at the expense of broad public goods.119
Evidence on whether politicians representing disadvantaged groups have incentives
to exert effort on broader public services is provided by Keefer and Khemani (2009) who
examine a Constituency Development Fund in India—the Member of Parliament Local
Area Development Scheme. This scheme entitles every member of the national
parliament, elected from single-member constituencies, to substantial resources to spend
on local public infrastructure in their districts. They find that dominant incumbents from
districts that are reserved for SC/STs, that is, SC/ST politicians who have been elected for
119

The only groups with low participation identified by Bardhan et al (2008) are immigrants, women, and
those with low education, not low caste groups or low income/wealth groups.
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several consecutive terms, spend 14 percentage points less of their entitlement than other
politicians. In short, dominant incumbents from reserved districts are not dominant
because they exert great effort in providing public infrastructure to their constituents. Their
dominance likely comes from other kinds of private identity-based services, the mainstay
of patronage politics.
Foster and Rosenzweig (2001) also provide evidence consistent with Bardhan et
al’s argument that voters place greater emphasis in local elections in India on short-term
gains from public spending. They focus on 3 categories of public goods which together
account for 73 percent of the activities of village governments in their sample in India—
roads, irrigation, and schools. They find that villages with democratically elected
governments are more likely to provide more of all three public goods, but the largest
effect is for irrigation, as calculated at the sample average, which is the service most likely
to benefit the rural elite. However, in villages with a very high proportion of landless (much
above the sample average) public investment shifts from irrigation to road construction
(rather than education, which is unaffected by proportion landless), which suggests that
capture by elites can be ameliorated when the numerical strength of the poor increases,
but in a manner that might not be the most efficient for extending benefits to the poor.
Roads built by village governments primarily benefit the poor, but largely by raising their
(short-term) wages, as local road construction and improvement initiatives in India serve
as employment programs for the landless poor. Education, which one expects to have the
most profound effect on poverty over the medium and long-term, seems least affected by
decentralization. That is, political support from poor voters is easier to gain through
targeted provision of private benefits, rather than through broad public goods.
New evidence from India specifically on decentralization of education services
further illustrates this point (Banerjee et al, 2007). The study found that despite the
existence of a local agency to improve village school performance, there was little public
interest in improving the quality of public schools. The most salient issue raised by
villagers was a government scholarship program intended to provide cash assistance to
students from SC/ST groups. Following information and advocacy campaigns to
encourage the community to improve the quality of education among their children, there
was a dramatic impact on private efforts to improve learning of lagging children, but no
impact on the performance of public schools. This suggests that lack of public action on
education was not because people did not care about education, but rather that there was
no political demand to improve it within the local public system.
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4. Implications for international development assistance
Much of the reforms being pursued by donors in support of decentralization consist of
providing greater revenues or transfers, and building capacity of local governments
through training programs such as in public financial management. The arguments here
suggest that these reforms on their own might not be efficient or effective in delivering
improved public services for actual development outcomes, if the local jurisdictions being
supported are politically captured. Greater funds devolved to local governments are more
likely to go towards clientelist transfers rather than improvement of public goods. Capacity
building can be a waste when local politicians have no incentives to develop technocratic
skills for better service delivery.
One of the governance strategies being pursued in international development
assistance to improve the impact of decentralization is termed community-driven
development (CDD) in which communities are mobilized to identify their preferred projects
and to participate in their implementation. The hypothesized governance impact of this
strategy is greater social cohesion, and enhanced ability of citizens to demand and receive
better public goods performance from their governments. Another is conditional cash
transfers (CCT) where households are mandated to access public health and/or education
services in order to receive cash transfers. The governance impact of this strategy is
hypothesized to be an increase in citizen demand for public health and education services
which in turn strengthens political incentives to improve the quality of these broad public
goods. Although there are several evaluations planned, underway, or completed, on the
impact of CDD and CCT programs on their directly targeted outcomes, such as project
quality and beneficiary household-level welfare outcomes, none are designed sufficiently
rigorously to assess their impact on local public goods or local political incentives (to the
best of the author’s knowledge).120 This is a serious gap in the policy research literature
that should be addressed.
Another governance intervention that has not been widely experimented with may
be used in concert with CDD and CCT interventions or alone: to promote yardstick
competition on service delivery performance by regularly and systematically providing
independent, credible, and objective information to citizens and public officials about
120

Labonne and Chase (2008) make an attempt to assess impact of a CDD project on local governance in the
Philippines, but do not appear to have useful governance outcome variables. The variable on which they do find
impact—number of village meetings organized by local officials, and household participation in these meetings—is a
requirement for a village to access the CDD project, and hence automatically expected to be higher in CDD villages
because of the nature of program implementation.
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relative performance across jurisdictions. Part of the problem of clientelist local politics
might be lack of independent data and expert analysis available to civil society to judge
relative performance across local jurisdictions. New empirical methodologies can be used
to fill this gap by measuring service delivery outcomes that are representative at the level
of local jurisdictions in feasible and cost effective ways. Once measured, the outcomes
can be compiled as “municipal report cards” and disseminated to attempt to promote
yardstick competition over performance improvements.
Brazil provides some examples of successful experiences with this type of
governance intervention. Tendler (1997) describes how the politics of patronage in
municipal governments in the state of Ceara in Brazil was tackled head-on through
massive information campaigns by a state government that took office in 1987. The state
government flooded radio airwaves with messages about how infant and child mortality
could be drastically reduced through particular programs of municipal governments, thus
bringing political pressure to bear upon the mayors to actually deliver basic health
services. The state also created a new class of public health workers through a publicized
recruitment effort that conveyed information to communities about the valuable role the
workers could play in improving public health through community-wide effort. In only a few
years coverage of measles and polio vaccination in Ceara tripled to 90 percent of the child
population, and infant deaths fell from 102 to 65 per thousand births. The campaigns’
success has been attributed to bringing a remarkable turnaround in the politics of the
state—from clientelist and patronage-based to service-oriented (Tendler, 1997).
More recently, Brazil has been the source of another innovative experiment in
reducing local political rent-seeking by generating and providing credible information to
citizens. In May 2003 the national government of Brazil launched an anti-corruption
program based on the random auditing of municipal government expenditures by an
independent public agency, and then publicly releasing audit findings on the internet and
to media sources.121 New evidence from more than 600 municipalities covered by the audit
suggests that the disclosure of information significantly and substantially reduced the reelection rates of mayors who were found to be corrupt (Ferraz and Finan, 2006).
Furthermore, this impact was significantly more pronounced in municipalities with greater
access to radio stations.

121

In Portuguese, this program is called Programa de Fiscaliza¸c˜ao a partir de Sorteios P´ublicos, details of
which is available from the following website: www.presidencia.gov.br/cgu.
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More generally, there is a role for greater measurement and monitoring of citizen
expectations and demands from government, what policy issues they choose to organize
for, to identify new ways in which collective action can be nudged towards broad public
goods. More work is needed to identify innovative institutional design or conditions under
which political capture is reduced and accountability for local public goods increases.

5. Conclusion
This paper has examined a theory of decentralization as a political choice of national or
provincial leaders to combat growing demands of swing voters for broad public goods, and
to continue targeting private benefits to organized interest groups. Decentralization to new
local jurisdictions may be subject to political capture, enabling politicians to buy votes from
some swing voters while continuing to provide targeted benefits to their core constituents
and to under-provide broad public goods. Local governments in the political capture model
are financed entirely by grants, and spend it on targeted transfers to poor voters in
exchange for their vote, at the expense of local public goods.
The paper provides examples from several large countries of the developing world
of decentralization to small local jurisdictions, financed almost entirely by grants or
spending programs received from higher tiers of government, as evidence of the empirical
relevance of its theory. It also reviews evidence of the importance of clientelism in local
politics, in these same countries where grants finance small local jurisdictions, which
further supports the conclusions derived under a theory of political capture of
decentralization.
The aim of this analysis is to strike a note of caution for well-intentioned reformers
who are attempting to implement participatory local government in political economy
contexts that are inimical to organization of citizens for the broad public interest. By
bringing to the fore the tension between citizen mobilization for private or group-targeted
benefits versus the greater public interest, this work suggests the value of experimenting
with other types of complementary governance interventions designed to overcome
political constraints to broad public goods.
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Table 1:
Local Government Characteristics in Selected Countries
Local Jurisdictions
~500 districts, ~6000
India blocks, >230,000 villages
(Rural Local Bodies)
Indonesia 440 Districts and Cities

3.7% a
8.8% b

Nigeria >770 Local Government
Authorities
Peru ~1700 district
municipalities

10% c
27% d

The Philippines ~1500 municipalities
a.
b.
c.
d.
e.

Share of Local OwnRevenues in Total Revenues

14% e

Source: Choudhuri (2006)
Source: World Bank (2008)
Source: Author’s own calculations from data provided by Central Bank of Nigeria, 1999
Source: World Bank (2003), excluding the municipal area of the capital city Lima
Source: Author’s own calculations for municipalities from data provided by the Bureau of
Local Government Finances, 2001-2005
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Appendix: The model underlying the theoretical framework in Section 2
Consider a population with 3 groups indexed by j. The welfare of group j’s member
is given by:

W j (c, g ) = c j + H ( g )
W( ) is an increasing and concave function, c j is private consumption, and g is a
general public good such as village-wide infrastructure provision. Two of these groups are
economic elites, controlling different economic resources, paying taxes, and organized into
political interest groups (political parties) to gain private rents from office and public
spending. The third group is poor, with income normalized to zero (and hence does not
pay taxes), is not organized into a political group and therefore votes solely on the basis of
individual benefits received from government spending. Let the 2 elite groups organized
into political parties be designated P1 , and P2 , and the third group of unorganized voters
be designated as the swing voters S . 122 The size of each group is denoted by µ j , for

j = P1 , P2 , S .
For j ∉ S , c j = y j − τ + r j . That is, the consumption of members of political parties
consists of their disposable income, the difference between initial income y j and the
income tax τ , plus a private rent r j targeted towards group members from public
resources. For j ∈ S , y S ≡ 0 , and W s = f s + H (g ) . That is, members of the unorganized
swing group do not have any income, cannot be taxed, and receive welfare only from
government spending on public goods and any welfare transfers f s targeted to their
group.
Raising taxes is costly for the government. It may need to allocate resources for
enforcing the payment of taxes and prevent tax evasion for instance. We assume that
when the government imposes an amount τ in taxes it only collects θ(τ)*τ i.e. the cost
associated with this level of taxation is (1-θ(τ))*τ. The inefficiency of the tax system is
captured by θ (τ ) which has the following usual properties for an inverted-U Laffer curve
for tax revenues: 0 ≤ θ (τ ) ≤ 1, θ ʹ(τ ) < 0 , and θ ʹʹ(τ ) < 0 for 0 ≤ τ ≤ y j , ∀j . The tax rate at
122

The characterization of this group as swing voters is consistent with several different characterizations in
the literature of what it means to be “swing”. First, swing voters in this model are indifferent between voting
for or against an incumbent government, based upon comparing the benefits of economic policy against a
reservation utility (as in Persson et al; 2006). Second, swing voters in this model are not ideologically
attached to political parties, and vote only the basis of evaluating general public policies of incumbent
governments (as in Lindbeck and Weibull, 1987; Dixit and Londregan, 1995, 1996; and much of the political
science literature). Third, some models define swing voters as those whose ballot ultimately determine the
outcome of elections (as in Feddersen and Pesendorfer, 1996), which also happens in the equilibrium in this
model.
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which revenues are maximized is given by τ = τ max . Correspondingly, the maximum
amount of public good that can be provided in this economy is given by g max = τ max .
The general public good g , the rents to political party members, r j , and the private
transfers to swing voters, f s , are financed one-to-one with tax revenues, and satisfy nonnegativity constraints g ≥ 0 and f j ≥ 0 ∀ j . The government budget constraint is
therefore given by:

∑µ

j

⋅ r j + µ s ⋅ f s + g ≤ R(τ )

j∉S

where R (τ ) = τ ⋅ θ (τ ) ⋅ ∑ µ j is the government’s tax revenue when the tax rate is τ .
j∉S

The politics. The two political parties P1 , and P2 compete during elections to win a
majority of votes, and choose the policy vector p = [τ , g , f j ] . Any member of the political
parties, µ j for j = P1 , P2 can be a candidate. The political party that wins office chooses
policies to maximize the welfare of its members (core constituents) subject to a re-election
constraint (to be derived below), in addition to the budget constraint specified in equation
(2) above. The objective function of party j in government is given by:

max
τ

µ j [ y j − τ + r j + H ( g )] + B

{ ,g, f j }

B represents the rents or benefits (outside of fiscal policy) from holding office, which
are shared equally among all members of the party. Note that swing voters and opposition
party supporters do not enter the government’s objective function. Any transfers to them
would be determined by their role in the re-election constraint to be derived below. Political
parties in this model are therefore both partisan and opportunistic. They cater to the
interests of their core constituents once in office, but also choose policies to try to win
elections and gain office. The core-supporters µ j of political party j, always vote for the
party to which they are attached, consistent with the party’s objective of maximizing the
welfare of its supporters subject to re-election and budget constraints.
The unorganized or swing voters cast their ballot for the incumbent government if
their welfare under government policy, H ( g ) + f s is higher than or equal to a reservation
utility parameter ω; otherwise they vote for the opposition. The swing voters’ reservation
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utility parameter ω is distributed on the support [ω, ω ] , with density f and cumulative F
which are common knowledge.123
When the incumbent implements the policy p = [τ , g , f j ] it can expect to receive

µ S F ( H ( g ) + f s ) of swing voters’ ballots. The remaining swing voters µ S (1 − F ( H ( g ) + f s ))
will punish the incumbent and vote for the opposition. The incumbent government party

j ∈ G therefore receives µ G + µ S F ( H ( g ) + f s ) of the votes. The reelection constraint is
given by:

µ S − Δµ G
F (H (g ) + f ) >
=λ
2µ S
s

or

H ( g ) + f s ≥ F −1 (λ )

Where Δµ G = ( µ G − µ −G ) is the difference in size of the core constituents of the two
political parties. λ is the minimum swing votes the incumbent government needs to win reelection.
The political distortion. In the absence of political considerations, a utilitarian
social planner would solve only the public goods and taxation problem, setting all targeted
transfers to zero. The public good optimization problem is therefore:

max
H (g) + ∑ µ j ⋅[ y j −τ ]
j

{τ , g , f } j∈G

j∉S

subject to

g ≤ R(τ ) = τ ⋅ θ (τ ) ⋅ ∑ µ j , g ≥ 0 , and 0 ≤ τ ≤ y .
j∉S

The solution is familiar, given by: H ʹ( g * ) = (∂[θ (τ ) ⋅ τ ] ∂τ )−1 = 1, R (τ * ) = g * The level
of public goods supplied in the utilitarian optimum equates marginal social benefit of the
public good to its marginal social cost of production. The utilitarian government raises just
enough taxes to finance the production of the public good, spending nothing on targeted
transfers to organized interest groups or individual swing voters.124
When political considerations are taken into account, the incumbent political party
will deviate from this optimum and aim to provide targeted transfers to its core
constituents, and perhaps also to some swing voters to win elections. The extent to which
it is able to capture public benefits for its core supporters depends upon its prospects for

123

We assume that ω ≥ 0 i.e. the swing voters expect to be at least as well off as under laissez-faire with
no taxation and no public goods or spending targeted to them.
124
If the objective of the social planner is redistribution, to equalize welfare or to guarantee a minimum level of
welfare for the poorest group, then private transfers to the poorest may emerge in equilibrium depending on the gains to
welfare from public goods versus private transfers.
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gaining public office which in turn depends upon how demanding swing voters are, or the
function F(ω) chosen by nature.125
We now derive the preferred levels of the tax, the public good, and targeted rents of
an incumbent political party, denoted by τ *G , g *G , r *G respectively, or the policy package
incumbents would implement if their re-election constraint were ignored or not binding. A
government’s optimization of the welfare of its core constituents consists of a two-step
procedure. First, it chooses the tax rate that maximizes the disposable income of its
constituents to whom all tax proceeds are redistributed:126
max y j − τ + α ⋅ θ (τ )τ , where α G = ∑ µ j µ G .

{τ } j∈G

j∉S

The first order condition for the above maximization, where τ *G denotes the
preferred tax rate, satisfies α G ⋅ [θ ʹ(τ *G ) ⋅τ *G + θ (τ *G )] = 1 or R ʹ(τ *G ) = µ G .
Second, the government chooses that optimal level of the public good that would be
financed by its constituents alone, equating the marginal benefit and costs of the public
good accruing only to its constituents, or H ʹ( g *G ) = 1 µ G . Note that this level of public
good is lower than the utilitarian social planner’s optimum.
Finally, it redistributes the total tax revenue, net of public good spending, amongst
its constituents, giving no specific transfers to the members of the opposition party or to
swing voters. The government’s constituents thus receive r j

*G

≡ r *G = [ R(τ *G ) − g *G ] µ G as

specific transfer, which gives them a consumption level of c j

*G

= y − τ *G + r *G , j ∈ G . The

other groups not represented in the government do not receive any rents i.e. r *

j∉G

≡ 0 , and

have a final consumption of

c*

j∉G

= y − τ *G .

127

125

In our model, if voters could cooperate and choose the distribution of reservation utilities (as in Persson
et al. , 2000) they will set it in a way to extract the maximum amount of public good from whatever
government is in place. This assumption is, however, unrealistic since it requires a high level of information.
It is also inconsistent with our modeling of swing voters as unorganized, and therefore unable to coordinate.
We instead consider atomistic voters who cannot communicate or cooperate. Each swing voter will then
independently set her reservation utility or will be assigned one by nature.
126
The simultaneous use of inefficient transfers to and taxes on the same group was a puzzling feature of African
fiscal policies highlighted in Bates’ (1981) classic study of political economy. In our model, transfers are redistributive,
to lower the net tax burden on the incumbent political group. Taxes across groups are uniform, the underlying rationale
being to avoid additional distortions to revenue generation from economic decision-making by the rival groups.

127

We assume throughout the paper that R (τ *G ) > g *G ∀j . This assumption means that the preferred tax
rate of the government generates at least enough revenue to pay for its preferred level of public good. This
assumption puts an upper bound on the inefficiency of taxation. If we do not impose it, the government’s
optimal tax rate does not change but the amount of public good provided becomes

g *G = Max{H ʹ −1 (1 µ G ), R(τ *G )} which may entail some rationing.
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The incumbent government can choose its preferred policy package when its
preferred level of public good is sufficient to win the minimum swing votes needed for
electoral victory, or F ( H ( g *G )) ≥ λ . It would also choose this when re-election is entirely out
of reach, which happens when swing voters are too demanding and the minimum swing
votes required for victory cannot be obtained even by spending all revenues on them at
the maximum tax rate τ max That is, governments anticipate defeat in an upcoming election,
and implement predatory policy (their most preferred policy).
Incumbent government’s constrained choice under re-election. Suppose that
the distribution of reservation utilities is such that F ( H ( g *G )) < λ < F ( H ( g max )) . The
government can then either increase the level of the public good or provide targeted
transfers to swing voters until it receives the minimum swing votes λ . The decision to reallocate resources away from the preferred allocation, in which the core constituents of the
incumbent party receive private rents, to the public good versus the private transfer would
depend on the relative expected vote returns from the two types of instruments. The
incumbent would attempt to find the cheapest possible strategy to win the minimum swing
votes needed. The paper examines decentralization as a strategic political instrument in
this context.
The first critical assumption we make to build the argument is that the vote return
from shifting resources at the margin to targeted transfers to some swing voters is greater
than the vote return from increasing the public good, at the preferred public good level of
the incumbent. That is,

∂F ( H ( g *G ) + f s ) ∂F ( H ( g *G ) + f s )
<
∂g
∂f s
If the incumbent party chooses to seek re-election, it would provide private
transfers to swing voters just up to the point where it meets the reelection constraint. The
constrained optimal amount of private transfers to swing voters for a government seeking
re-election is therefore given by f

s*

where F ( H ( g *G ) + f s* )) = λ . The government would

attempt to finance the provision of these transfers, by diverting tax revenues collected
through its preferred rate τ *G from rents for its constituents. Assuming sufficient revenues,
the central politician would continue to keep the tax rate at τ *G , provide g *G , but would
reduce the targeted rents to its constituents to r j

**G

= r *G − f s* .

Decentralization under heterogeneity of preferences? Within this political
economy framework, would a central political incumbent choose to decentralize the
authority to raise revenues under the standard technical rationale for decentralization—
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heterogeneity of preferences over public goods? Suppose there are n localities such that

H ʹ n (g ) varies across n, that is the marginal utility from the public good varies across
localities. Under the assumption that g is divisible into g n (such as schools, health
centers etc.), benevolent decentralization by a central social planner would involve the
creation of n local governments, and decentralization of decision-making to these local
governments over g n and τ n . Benevolent local governments would in turn select local
levels of taxation to finance locally preferred levels of the public good. However, such
decentralization involves giving-up taxation rights by the central incumbent, and risks
greater tax rates and redistribution to rival interest groups by rival political parties that
come into power at local levels. For such decentralization to happen, it would need
conditions on the likelihood of the ruling political party controlling local governments, as in
the analysis of O’Neill (2003).
Decentralization under local vote mobilization? Now suppose local elections
enables the identification of local leaders with social networks within which vote buying is
more effective than through centralized “party machines”. This is the second critical
assumption for the arguments offered in this paper.
Consider the following form of decentralization—1) announcement of the
decentralization of local grants, D n ∈ (0, R(τ )) , determined for each locality at the
discretion of the central government for poverty alleviation programs for which the
beneficiaries will be identified by locally elected governments; 2) local elections occur to
select the candidate who will subsequently determine f nj , j ∈ 1,2, S ; the outcome of the
first local elections is determined by a coin toss; 3) the locally elected leader receives D n ,
and allocates it to f nj to maximize the utility of his/her core supporters subject to a budget
and re-election constraint.128
First, under decentralization, in equilibrium D n n∉G = 0 for those localities where the
citizen-candidate who wins elections belongs to the opposition party.129 To determine
grants to the localities where its party affiliates win office, the central incumbent party goes
through the following exercise—it first chooses its unconstrained (by re-election) most
preferred tax rate and public good level; it then estimates how many swing votes it can get
128

Tax decentralization is not an option because it would lead to loss of central incumbent control over the
revenues collected by opposition party local governments.
129
The actions of the state government of Andhra Pradesh in India in the late 1990s have been interpreted in this
light—because the elected leaders of village governments were not aligned with the state ruling party, the state party
bypassed these local governments and gave program transfers directly to other forms of community organization, user
committees, that it was better able to control (Powis, 2003; Manor, 2004).
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with its preferred level of public goods, and how many more it needs to win re-election. If it
has sufficient swing votes at its preferred policy, there is no benefit from decentralization.
If the swing votes are not sufficient, F ( H ( g *G )) < λ , the central politician could
provide grants D* = ∑ D n = [ F −1 (λ ) − H ( g *G )] to its affiliated localities to buy votes through
n∈G

direct transfers to those swing voters, µ *s ,whose reservation utility is given by

F −1 (λ ) ≥ ω * > H ( g *G ) . These swing voters cast their vote in the next elections (both local
and central) in favor of the party of the local incumbent who provides them with transfers

fs =

[ F −1 (λ ) − H ( g *G )]

µ

*s

.130

Assuming sufficient revenues, the central politician would continue to keep the tax
rate at τ *G , provide g *G , but would reduce the targeted rents to its constituents to

rj

DG

= r *G − D *G .
What would the local politicians belonging to the group µ G do upon receiving grants

D n ? Since their objective is the same as the incumbent political party G, to maximize the
utility of core constituents subject to a re-election constraint, they will spend the entire
grant on buying the swing votes needed for their party to win office both locally and
centrally.131
If local elected leaders are more efficient and effective at identifying and winning the
cheapest swing votes than local party operatives, then the local spending needed to win
the minimum swing votes would be less than the additional transfers provided by party
operatives (in the absence of decentralization): D *G < f

s*

. Decentralization of grants for

beneficiary selection of targeted transfers would therefore be selected by the central
political incumbent if it were cheaper to buy votes from the poorest voters through the
advantages of local-election vote mobilization than through centralized party machines.

G

We assume at this point that the number of localities n is sufficient to contain the µ *s swing voters.
131
The local party leader receives the group-targeted transfers and shares in the general benefits of his/her party
holding office.
130
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1. INTRODUCTION
On why local governments in some developing countries have not become responsive
under decentralization, several reasons have been cited, including mismatches in the
devolution of expenditure and revenue functions, unfunded mandates, weak local capacity to
deliver services or absorb additional fiscal resources (see, for example, Bird and Vaillancourt,
1998). Others point to the inherent weaknesses in these countries’ electoral institutions and
other accountability mechanisms, including the people’s limited and timely access to
appropriate information, that enable the winning political candidate to renege on his or her
campaign promises (Bardhan and Mookherjee, 2006; Bardhan, 2002; Faguet 2004; Keefer and
Khemani, 2004). Thus, various measures to improve the design and implementation of
decentralization programs, with increasing emphasis on strengthening transparency and
democratic participation, have been advocated (e.g., World Bank, 2004).
Indeed, where access to information has been expanded, whether through the usual mass
media or the public dissemination of satisfaction surveys, public service delivery has been
seen to improve (e.g., Paul, 1998; Reinikka and Svensson, 2003; Ravindra, 2004; Deininger
and Mpuga, 2005). Arguably, one strategy that local voters can do to overcome information
asymmetry is to compare their local government’s performance with that of surrounding
localities with similar socioeconomic conditions (Faguet and Wietzke 2006). If the other
localities are able to provide better public services for the same level of taxes or collect lower
taxes for the same level of public provisions, then voters can make informed decisions in reelecting their local officials. To win their voters’ support, then local governments will attempt
to outperform their neighbouring localities. Since Besley and Case (1995b), evidence of the
effects of this so-called yardstick competition among local governments on their fiscal
decisions have been found in other developed countries (e.g., Revelli and Tovmo, 2007;
Rincke, 2009; Allers and Elhorst, 2005).While the general results point to the positive impact
of relative performance assessment on local government fiscal behaviour, Revelli (2005) also
raised the possibility that previous findings are unable to identify the effects of yardstick
competition from other forms of local government interactions. For example, the observed
correlation between the public provisions of a local government and that of its neighbours
may be due to expenditure spillovers or tax competition and not because local voters compel
their leaders to do so. Akin to the reflection problem (Manski, 1993), the identification of the
underlying reason for the observed correlation between local fiscal decisions is important for
their divergent policy implications. Where the correlation is due to yardstick competition,
stimulating greater expenditure in one locality will have its desired effect on another. But
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when it is due to, say, expenditure competition, stimulating the fiscal spending in one may
encourage free-riding in another.
In this paper, we investigate whether voters’ comparative assessment of local government
performance has similar effects on local government fiscal behaviour in a developing country
setting, where presumably the formal accountability mechanisms are weaker and the local
elites continue to dominate local politics. The issue is especially pertinent in the Philippines
given the wide divergence in regional growth and local government performance in the last
twenty years of decentralization (Silva, 2005; Manasan, 2007; Llanto, 2012). Despite the
devolution of more expenditure functions and greater shares in the internal tax revenues as
mandated under the Local Government Code of 1991, most local government units (provinces,
cities, municipalities, villages) are found inadequate in their delivery of basic services (Azfar
et. al, 2000; Diokno, 2012). While several jurisdictions are found innovative (Galing Pook
Foundation, 2006), the spread of innovations is slow, with the multitude of localities lagging
behind (Capuno, 2007). While the Code mandates the establishment of several local
consultative bodies, shorter term limits for elected officials, and the institutionalization of a
system of recall of local officials, some have argued that political dynasties remain entrenched
under decentralization (Rivera, 1999; Coronel et al., 2004; de Dios, 2007).
Since 1991, there have been policies adopted to improve the availability and access to
information on local governments. Besides fiscal revenues and expenditure data, more than
30 performance monitoring systems for local government units (LGUs) have been introduced
as well (Capuno, 2007). Several of these indicators systems are used as basis for bestowing
awards or recognitions or for determining grants or aids. While most of these data are
available online, still not many households have access to the internet, or are likely to attempt
to sort and understand the available fiscal figures. It is more likely that households observe
and then compare their LGU against those in the neighbouring localities in terms of service
provision. While it is not possible with the available data to test directly if voters indeed make
comparative assessments, we provide an indirect evidence of this by investigating how the
fiscal decisions of one LGU is affected by the fiscal decisions of its neighbouring LGUs.
Using a panel dataset from cities and municipalities in the Philippines for 2001, 2004,
2007 and 2010, we investigate whether yardstick competition − measured here as the
average spending of surrounding LGUs − influence a local government’s own spending for
local public services or the mobilization of revenues from local sources. To identify the effects
of yardstick competition, we use the variations in term limit status of incumbent mayors and
their membership in political clans. The idea is that incumbents who are still eligible to run
3

may have a higher discount factor for the value of pleasing their constituents. This hypothesis
is derived from a two-period model of an incumbent political agent presented in section 2.
Then in section 3 we describe our empirical strategy for verifying this hypothesis. We present
evidence of the effect of yardstick competition in section 4. We discuss these results further
and their policy implications in the last section.
2. A MODEL OF INCUMBENT BEHAVIOUR
Following political agency models of electoral accountability (e.g., Barro, 1973;
Ferejohn, 1986; Rogoff, 1990; Persson and Tabellini, 2002), we present in this section a twoperiod model of an incumbent local chief executive (city or municipal mayor) who desires to
stay in office to appropriate rents or enjoy the perks of office. The mayor makes fiscal
decisions affecting the welfare of the voters through the provision of local public goods and
the collection of local taxes. The local government uses its tax revenues and fiscal transfers
from the central government to finance its expenditures. A part of the local government
budget goes to overhead expenditures like new municipal halls, more vehicles and additional
support staff that benefit the office holders more than the local constituents. We assume that
the incumbent mayor effectively controls the budget allocations because she knows the true
cost of public provisions, which the voters can only imperfectly infer from the observed fiscal
decisions. Modelling local fiscal decisions from the point-of-view of the incumbent mayor
seems appropriate in the case of the Philippines for two reasons. First, the decentralization
programs gave fiscal autonomy to LGUs and control over the fiscal decision making processes
to local chief executives. Second, due to weaknesses in transparency and accountability
mechanisms, voters can only imperfectly monitor their local governments. This gives the local
officials undue control over the local governments (Lacaba, 1995; Sidel, 1997).
The mayor is able to take advantage of the information asymmetry because
institutional weaknesses render any campaign promise for efficient or equitable spending not
credible. Following the literature on yardstick competition (e.g., Besley and Case, 1995b;
Bordignon, Cerniglia and Revelli, 2004; Revelli, 2005), we assume that the uninformed but
rational voters employ performance yardsticks to curb unnecessary public spending. In
deciding to re-elect the incumbent mayor, voters assess their mayor's performance relative to
that of a previous incumbent or to those in the neighbouring jurisdictions. Through yardstick
competition, the incumbent is thus motivated to improve her performance to secure more
rents in her succeeding term in office. She is less motivated to do so, however during her last
term when the possibility of future rents is nil (Besley and Case, 1995a, 1995b).
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Consider then an incumbent leader who makes a fiscal decision in the first period to
improve her chances of getting re-elected for another term, which is going to be her last. Let
Ut be the incumbent's utility from office in period t, t=1, 2. Further, assume that she derives
positive but diminishing marginal utility from rents (or ego-rents), R, while in office. Her total
utility is then the sum of her utility in the first period and the discounted value of her expected
utility in the second period. That is,
𝑈 = 𝑈! 𝑅! + 𝛿𝜋𝑈! 𝑅! ,

(1)

where δ is her discount factor, π is the probability of re-election and 0≤δ, π ≤1. An incumbent
who already faces a term limit in period 1 may be specified as somebody who totally
discounts the future (i.e., δ=0).
In period t, the incumbent faces the following local government budget constraint,
𝐼! + 𝑇! = 𝑝𝐺! + 𝑅! ,

2

where I is a given amount of central fiscal transfers, T is local tax revenues, G is a local public
good, p is the unit price of the local public good, and R is the amount of fiscal resources used
for the incumbent's rents in office. In each period, the central fiscal transfers are assumed to
be strictly positive, while the amount of local revenues, public goods and rents are each
assumed to be non-negative i. e. , 𝐼! > 0, 𝑇! ≥ 0, 𝐺! ≥ 0, 𝑅! ≥ 0 . The local tax revenues (T)
comprise lump-sum taxes (τ) imposed on each of the N citizen-voters in the locality.
A representative voter derives utility from G and a private good X. To maximize his
utility, he allocates his given income (y) net of lump-sum taxes (τ) on the private good, whose
unit price is set to one. While a voter may want a higher G for a given τ he remits or a lower τ
for the level of G provided, he has only imperfect information about p, which gives the
incumbent the opportunity to increase R. To influence G (and, indirectly, R), assume that
voters in locality i assess their own incumbent’s performance against the average public
provisions of the J neighbouring jurisdictions (𝐺 ! ), which is defined as
𝐺! =

!
!!! 𝐺!

𝐽 , where𝑗 ≠ 𝑖 and 𝑗, 𝑖 = 1,2,3, . . , 𝐽.

Assume that there is an institutionally-set tax ceiling of 𝜏 > 0, and 𝜏 ≥ 𝜏.1 Further, the
total cost of providing G0, given 𝜏 and I, is assumed to be affordable in each period, i.e.,
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𝐼! + 𝑇 − 𝑝𝐺 ! ≥ 0, where 𝑇 = 𝑁𝜏. As an incentive for seeking another term, let the incumbent's
total utility over two periods exceed that of the maximum rents possible in the first period.
That is, for 0<δ≤1,
𝑈! 𝐼! + 𝑇! − 𝑝𝐺 ! + 𝛿𝜋𝑈! 𝐼! + 𝑇! > 𝑈! 𝐼! + 𝑇 .

(3)

To secure her re-election and then the second-period rents, she has to provide G at
minimal taxes to voters, given the average public provision in the neighbouring jurisdictions.
Let the relationship between public provisions and taxes, and the probability of re-election be
denoted by the following function:
𝜋 = 𝜋 𝐺, , 𝐺 ! , 0 ≤ 𝜋 ≤ 1,

𝜋! > 0, 𝜋 < 0, 𝜋! ! < 0 .

(4)

In words, the chances of the incumbent getting re-elected improve with greater
provisions of local public goods or with reductions in local taxes, other things being constant.
However, she cannot just provide any G or collect any t. She has to be mindful of the public
provisions in the surrounding jurisdictions to improve her chances to another term. In
particular, her chances of getting re-elected falls as the public provision in the neighboring
jurisdiction rises, other things being constant.2
To maximize her utility (1), the incumbent then chooses the optimal level of G and τ
subject to the fiscal budget constraint (2), and given the benchmark G0 and ceiling 𝜏. In the
second period, after which she is not allowed to run for the same office anymore, the
incumbent will maximize her rents by providing a minimum G (possibly zero) and imposing
𝜏.3 Hence, her choice problem reduces to
Max. !,! 𝑈 = 𝑈! 𝐼! + 𝑇! − 𝑝𝐺! + 𝛿𝜋 𝐺! ,

!, 𝐺

!

𝑈! 𝐼! + 𝑇 .

The necessary conditions for a maximum are:
!
𝑈!! ! = 𝑈!!
−𝑝 + 𝜋!! ! 𝛿𝑈! = 0,
!

𝑈 ! ! = 𝑈!!

!

𝑁 + 𝜋 ! ! 𝛿𝑈! = 0.
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(5)

To maximize her utility, the first equation states that the incumbent mayor should
provide an additional unit of public good up to the point where the increment in the expected
utility of second-period rents offsets the loss in the marginal utility of first-period rents
(brought about by the greater public provision); while the second equation states that the
mayor should increase the tax rate up to the point where the reduction in the expected utility
of second-period rents is offset by the increase in marginal utility of first-period rents
(brought about by higher tax collections).
Let the solutions to the above pair of equations be denoted by the following functions
G* and τ*:
𝐺 ∗ = 𝐺 𝐺 ! , 𝛿, 𝜏, 𝐼! , 𝐼! , 𝑝, 𝑁 ,
∗

=

𝐺 ! , 𝛿, 𝜏, 𝐼! , 𝐼! , 𝑝, 𝑁 .

(6′)
(6!! )

Depending on the value of the discount factor, the model yields two sets of testable
hypotheses regarding the effect of yardstick competition on local provision and revenue
mobilization. In the first case where δ=0, the incumbent will simply maximize her first-period
rent by setting τ to the possible maximum value and G to the possible minimum value.
Consequently, she will not be influenced by the fiscal decisions of the other mayors, i.e.,
𝜕𝐺 ∗
= 0,
𝜕𝐺 !

𝜕𝜏 ∗
=0.
𝜕𝐺 !

In the other case where δ>0, the incumbent seeking another term will be induced to
adjust G*, τ* or both if G0 changes. To illustrate, substitute G* and τ* in the first-order conditions
and then differentiate the resulting pair of equations with respect to G0 to get,

!!
−𝑝𝑈!!
! 𝑁

!!
𝑁𝑈!!
! 𝑁

𝜕𝜏
𝜕𝐺
𝜕𝐺
𝜕𝜏
!!
!
−
𝑝
𝑑𝐺
+
𝛿𝑈
𝜋
+
+ 1 𝑑𝐺 ! = 0,
!
!
!!
𝜕𝐺 !
𝜕𝐺 !
𝜕𝐺 ! 𝜕𝐺 !

𝜕𝜏
𝜕𝐺
𝜕𝐺
𝜕𝜏
!!
− 𝑝 ! 𝑑𝐺 ! + 𝛿𝑈! 𝜋!!
+ ! + 1 𝑑𝐺 ! = 0.
!
!
!
𝜕𝐺
𝜕𝐺
𝜕𝐺
𝜕𝐺

(7′)
(7")

Given the assumptions about the shapes of the utility function and the probability of election
function, and that 𝑑𝐺 ! > 0, it is clear from these two equations that 𝜕𝐺 𝜕𝐺 ! and 𝜕𝜏 𝜕𝐺 !
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cannot be equal to zero simultaneously. If 𝜕𝐺 𝜕𝐺 ! > 0, then the incumbent official, in order
to finance the extra spending, may raise the tax rate (i.e., 𝜕𝜏 𝜕𝐺 ! > 0). Alternatively, she may
reduce rents to keep the tax rate constant or lower. This can be shown by plugging (6ʹ) and
(6ʺ) in (2), expressing R in terms of the other variables, and then differentiating the resulting
equation (i.e., 𝑅∗ = 𝑅(𝐺 ! , 𝛿, 𝜏, 𝐼! , 𝐼! , 𝑝, 𝑁)) with respect to G0 to get
𝑑𝑅
𝜕𝜏
𝜕𝐺 >
= 𝑁 ! − 𝑝 ! = 0.
𝑑𝐺 !
𝜕𝐺
𝜕𝐺
<
The equation above is simply the first bracketed term in (7') or (7"). If δ=0, then 𝑑𝑅 𝑑𝐺 ! must
be equal to zero to be able to solve (7') and (7") simultaneously. By the same argument, if δ>0
then 𝑑𝑅 𝑑𝐺 ! must be greater or less than zero. From these comparative statics, it is clear that
the value of the discount factor is critical in determining the effects of yardstick competition
on local fiscal decisions.

4. EMPIRICAL MODEL AND DATA
4.1 Empirical model
To determine the effects of yardstick competition and other factors on local fiscal
decisions, we estimate equations (6') and (6'') using the following regression equations:
𝐺!" = 𝛼! + 𝛼! 𝐺!"! + 𝛼! 𝐺!"! ×𝐷!" + 𝛼! 𝐷!" + 𝑰!𝒊𝒕 𝜶𝟒 + 𝑷!𝒊𝒕 𝜶𝟓 + 𝑵!𝒊𝒕 𝜶𝟔 + 𝒀!𝒊𝒕 𝜶𝟕 + 𝑒!" ,
𝑇!" = 𝛽! + 𝛽! 𝐺!"! + 𝛽! 𝐺!"! ×𝐷!" + 𝛽! 𝐷!" + 𝑰!𝒊𝒕 𝜷𝟒 + 𝑷!𝒊𝒕 𝜷𝟓 + 𝑵!𝒊𝒕 𝜷𝟔 + 𝒀!𝒊𝒕 𝜷𝟕 + 𝑣!" ,
where Git and Tit are the total expenditures (net of rents from office) and total local revenues,
respectively, of the ith local government unit (city or municipality) in the tth year. The
yardstick variable is G0 and the indicator for discount factor is D. The vector I includes central
fiscal transfers and other subsidies extended to the local government. To capture spatial
variations in prices of local public provision, P is a vector of binary indicators for cities and
other highly urbanized jurisdictions. To control for the size and wealth of the local tax base,
the vector N includes income class indicators of the local governments. Finally, vector Y
includes dummy variables for the years 2004, 2007 and 2010.
Theα's andβ's, with the bold letters as vectors, are regression coefficients. The error
terms e and υ represent the unobservable factors which may influence G and T, respectively.
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We assume that e and v are normally distributed and uncorrelated with the other dependent
variables, i.e., cov(G, v)=0 and cov(T, e)=0. We estimate each regression equation separately
using panel data estimation methods.
The key parameters of interest are the coefficients of the G0 and of its interaction with
D. Presumably, the estimates will be different and consistent with our hypotheses as D
switches from 0 to 1 (i.e., low or high discount factor).
4.2 Data
To estimate the parameters, we assembled a panel dataset of 1,514 municipalities and
cities nationwide (but excluding those in the Autonomous Region of Muslim Mindanao)4 for
the election years 2001, 2004, 2007 and 2010. We culled our local government fiscal data
from the Bureau of Local Government Finance and the Commission on Audit, the income and
local government classification from the Department of Interior and Local Government, and
the population, poverty5 and price data from the National Statistical Coordination Board and
National Statistics Office. Data on the number of families enrolled by the national government
and other public and private sponsors are taken from the Philippine Health Insurance
Corporation. The indicators of term limit and political dynasties were constructed from data
obtained from the Commission on Elections.
Due to missing data, our regression sample has only a total of 5770 observations and
about 3.8 observations per local government unit. Most of the LGUs with incomplete data are
in 2010. We compared the mean characteristics of these LGUs with that of those with
complete data and found no systematic differences in terms of last term, dynasty and other
key variables.
4.2 Variables
Table 1 contains the list of regression variables and their definitions. The dependent
variable G is measured with total expenditures net of general public services, which refers to
the local government's total spending on social, economic and debt payments and other
services that have direct impact on local welfare. It excludes the outlays on general public
services, which include the offices of the mayor, legislative council, assessor, budget and
treasury, planning and development, civil registrar, and other centralized services.6 The other
dependent variable is local revenues, defined as income from local sources such as real
property taxes, regulatory fees, rentals, and service charges, extraordinary receipts and
borrowings. Another measure of public provisions, social & economic services is the local
government expenditures on social services (health, education, social welfare, housing, labour
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and employment) and on economic services (public infrastructures, agriculture, trade and
industry and economic enterprises).132
[Insert Table 1 here.]
There are two yardstick variables: yardstick_total expenditures and yardstick_social &
economic services. The former is the average total expenditures net of general public services
of all other LGUs within the province’s geographical boundary. The latter is the average
expenditures on social services and economic services of the same surrounding LGUs. In the
Philippines, cities and municipalities are classified as either component LGUs or independent
LGUs. Component LGUs are under the administrative control of the provincial governments
while the independent cities and the so-called highly urbanized LGUs are autonomous.
The discount factor is represented by two proxy indicators. The first indicator is last
term which takes on a value of 1 if the incumbent mayor is on her third consecutive term in
office and 0 otherwise. Under Philippine laws, a local elected official can occupy the same
office for up to three consecutive three-year terms only, and only after a hiatus of one term
can she vie for the same position. The second indicator is an interaction between the variables
last term and dynasty, where the latter is a binary indicator of the incumbent’s membership in
a local political clan. Presumably, clan membership extends the political horizon of a last-term
incumbent mayor. In the Philippines’ context, however, clan membership may also reflect the
stock of political capital, which may create an incentive for a clan member to abuse term in
office. Were it to happen, the dynasty variable will then exhibit a negative effect instead. To
distinguish a few incumbent mayors who managed to stay in power for more than nine
consecutive years, a dummy variable extended term is included.7
Local government revenues from external sources are captured by two variables. The
first variable fiscal transfers pertains to the LGU’s share in the national government's revenues
from internal taxes and from the development of mineral and other natural resources located
in the LGU’s jurisdiction.8 The second variable non-LGU insurance coverage rate is defined as
the proportion of poor families in the locality that the national government, national
legislative officials and private sponsors unilaterally enrolled in the country's social health
insurance program. Effectively, thus, the LGU received a subsidy that partially relieved them
of their responsibilities to enroll the same group as mandated under the National Health
Insurance Act of 1995.9 Another fiscal variable used is the average_IRA, as an instrument in
testing for endogeneity of the yardstick variables. It is defined as the average internal revenue
allotment (IRA) provided by the national government to the surrounding LGUs.
132

Faguet and Sánchez (2014) argue that education, health, and other social services account for the majority of local
expenditure across developing countries.
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In the absence of the actual prices of local public goods, we account for the possible
spatial differences between cities or highly urbanized municipalities and other areas with the
binary indicators component city and highly urbanized LGU. A component city shares with the
provincial government its real property tax revenues and, in return, benefits from provinceprovided public services. A highly urbanized LGU, which can be a municipality or an
independent city, is administratively and fiscally independent of any provincial government.
To account for the differences in the local tax bases, LGUs are also grouped according
to their official income classification. Specifically, an LGU is classified as middle income class if
it belongs to the 3rd or 4th income class or as low income class if it belongs instead to the 5th or
6th income class. These LGUs have less developed economies relative to those in the 1st or 2nd
income classes. Finally, dummy variables for the years 2004, 2007 and 2010 are introduced
to control for any unobserved time-varying factors that affected local fiscal behaviour.
4.3 Descriptive statistics
The descriptive statistics of the regression variables are shown in Table 2. The sample
comprising 5770 observations, the average total expenditures net of general public services
and average expenditures on social services are 5.35 pesos and 2.16 pesos, respectively. The
average yardstick_total expenditures and yardstick_social & economic services are 12.19
pesos and 2.13 pesos, respectively.
[Insert Table 2 here.]
The average local revenue is about 2.34 pesos, while the average of fiscal transfers is
nearly five times as much (11.14 pesos). The other subsidy received by local governments
comes in the proportion of poor households sponsored into the country’s social health
insurance program. The non-LGU sponsors have extended coverage up to nearly 40 percent of
the target population on the average. However, there were LGUs where the coverage was
more than 100 percent of the estimated number of poor families.
Of the then incumbent mayors, about 22 percent were on their last term and 33
percent belonged to political dynasties. About one percent of them were on extended term.
Less than five percent of the observations are component cities, while nearly 20 percent of
them are highly urbanized local governments or independent cities. Each year accounts for
roughly a fourth of the observations. There are slightly fewer observations in 2010 due to
missing fiscal data.
4.3 Specification tests
To distinguish yardstick competition models from other models of spatial interactions
among local governments, Revelli (2005) underscored the importance of tests that would
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identify common reaction to unobserved stimulus and possible reverse causality. In our
theoretical model, yardstick competition is identified by the sharp difference in fiscal behavior
when the incumbent’s discount factor switches to zero or positive. To better understand the
nature of local government interactions in the Philippines, we thus tried four regression
specifications for each of the three dependent variables. Each model specification would have
one of two yardstick variables (yardstick_total expenditures and yardstick_social & economic
services) interacted with one of the two indicators of discount factors (last term and last term
⨯ dynasty), but all the other regressors are the same for all specifications. The different
specifications allow us to determine exactly on which fiscal performance indicators the LGUs
are being compared, and for them to respond differently based on their political horizons to
common external influences (such as the provincial government). For each model, we then
tested for possible omitted variable bias, the endogeneity of the yarsdstick variable, and the
joint significance of all the coefficients of the same yardstick variable.
Specifically, we tested if the omitted variables may be LGU-specific using Hausman
tests for fixed-effects versus random-effects in panel data models. Note that when the
yardstick variable is interacted against last term and dynasty, the number of observations for
each combination (of the three variables) becomes fewer. This makes it difficult to estimate
the standard errors of the differences in the estimated coefficients under fixed-effects model
and random effects model needed to perform the Hausman test. In this case, we estimate and
report the coefficients using fixed effects, which are still consistent even if the true model is a
random-effects model. Given the results for the other specifications, however, we think the
fixed effects model is still the appropriate one in these cases.
The endogeneity of the yardstick variable is examined using the Wu-Hausman test.
Following the procedure in Cameron and Trivedi (2005), we performed the test by first
regressing the yardstick variable against the same set of exogenous regressors used in the
four models and one instrumental variable, the average_IRA. We then obtained the residuals
of this regression run and used them as an additional regressor in the main models. If the
estimated coefficient of the residual is statistically insignificant, the Wu-Hausman test
indicates that the original yardstick variable is not endogenous. Besides performing this test,
there are two reasons why yardstick variable is unlikely to be endogenous. First, it includes
the expenditures of all surrounding LGUs and even those autonomous of the province. Second,
most local governments are heavily dependent on their internal revenue allotment which is
determined using a fixed formula based on the local government level, number of LGUs in
each level, and the local government’s shares in the total population and land area. If the
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yardstick variable is not endogenous, then this avoids the problem of reverse causality (i.e.,
the reference LGU is actually influencing its neighbors).
Also, we performed an F-test on all coefficients of the yardstick variable to see whether
yardstick competition and term limits jointly matter in explaining local fiscal behavior.
Finally, we obtain the marginal effects of the yardstick variable and discount factor indicators
to check their consistency with our model’s hypotheses.

5. ANALYSIS OF RESULTS
5.1 Total expenditures net of general public services
Table 3 shows the regression results for the total expenditures net of general public
services using LGU fixed-effects panel data estimation model and after checking for the
endogeneity of the yardstick variable. The use of the fixed-effects is borne by the results of the
Hausman tests reported in the third row. In the fourth row, the Wu-Hausman tests indicate
that neither yardstick_total expenditures nor yardstick_social & economic services are
endogenous.
[Insert Table 3 here.]
In model specifications 1 and 2, none of the coefficients of the yardstick_total
expenditures (alone and when interacted with last term and dynasty) is statistically
significant. In models 3 and 4, however, the own coefficients of yardstick_social & economic
services are both negative and highly statistically significant. The coefficients of the
interaction terms are still not significant. Model 3 is the only specification with interaction
(yardstick_social & economic services ⨯ last term) that reveals joint significance of the
yardstick variable and this interaction term, as borne by the results of the F-test reported in
the bottom row. These results indicate that LGUs are compared by their constituencies in
terms of social and economic services and not just in any type of public spending.
Consistent across all specifications, the variables last term, dynasty and extended term
do not manifest any independent effects on total expenditures net of general public services.
In contrast, fiscal transfers and non-LGU insurance coverage rate both show strongly positive
influence on local spending. Perhaps this can be expected since most local governments are
heavily dependent on their internal revenue allotments. Also consistent across all models,
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component city has positive and significant effects. The positive effect may reflect that public
provision could be cheaper (on a per capita basis) in urbanized areas due to economies of
scale and easier access to market inputs. Unlike a component city, a highly urbanized LGU
shows positive but insignificant effects.
Perhaps as expected, the middle income class and low income class are both negative
and significant. These only indicate that LGUs in the 3rd-6th income classes tend to spend less
than their richer counterparts in the 1st-2nd income classes. Finally, Year 2004 and Year 2010
are both negative and significant, while Year 2007 is insignificant. This suggests a lower total
spending net of general public services in 2004 and 2010 relative to 2001.
5.2 Expenditures on social and economics services
Table 4 show the regression results for the expenditures on social and economic
services. The coefficients and standard errors are also obtained using the LGU fixed effects
model, following the results of the Hausman test (third row). We likewise confirmed that the
yardstick_social & economic services is not endogenous (fourth row).
[Insert Table 4 here.]
Compared to the previous results, there is a stronger evidence here of the effects of
yardstick competition. Both yardstick variables on their own show positive and statistically
significant coefficients across different specifications. However, the coefficients are larger and
highly significant when the yardstick variable is based on expenditures on social and
economic services alone than when it is based on total expenditures net of general public
services. Further, the results of the F-tests (bottom row) reveal joint significance of the
yardstick variable and its interaction with the last term indicator for the discount factor.
Again, the results are consistent with those in Table 3 in that LGUs are more sensitive to
comparisons in their outlays for social and economic services.
Some of the results are quite different from those in the previous table. In this case,
non-LGU insurance coverage rate is not significant anymore, although fiscal transfers is still
consistently positive and significant. The component city remains positive and significant. But
now, highly urbanized LGUs is also positive and significant, while both middle income class
and low income class are negative and insignificant. Finally, all three year dummy variables
are negative and significant, indicating lower LGU spending on social and economic services
relative to that in 2001.
5.3 Local revenues
Table 5 shows the regression results for local revenues, which are also estimated using
LGU fixed effects and after confirming that the yardstick variable is exogenous. Consistent
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across all models, the yardstick variables are not statistically significant. This indicates that
local revenue mobilization is not sensitive to expenditure comparisons. This is borne further
by the low R2 (0.064-0.066), which suggests that other factors (not included in the models)
explain the larger part of the variations in local revenues. Moreover, the results of the F-tests
on the yardstick variables and their interaction terms (bottom row) suggest that the null
hypothesis (of zero joint effect) cannot be rejected.
[Insert Table 5 here.]
There also other unexpected results. First, both fiscal transfers and non-LGU insurance
coverage rate consistently have positive and highly significant effects. Also, highly urbanized
LGUs, middle income class and low income class have positive and significant coefficients.
Finally, only Year 2004 among the year dummies has a significant negative coefficient.
5.4 Marginal effects
Recall that the theoretical model has sharp predictions about the effects of yardstick
competition when the discount factor switches from zero to positive. To verify them, we
obtain the full marginal effects of the yardstick variables, which include its own direct effect
and indirect effects (through the interaction terms) by switching the values of last term and
dynasty. The results are reported in Table 6.
[Insert Table 6 here.]
The top row (Case 1) roughly corresponds to a situation where the incumbent faces
term limit and has a very short political horizon (i.e., she does not belong to a political
dynasty). Our theory predicts in this case that yardstick competition would have nil effect on
spending or revenue mobilization since the incumbent cares only about the rents in her
current and final term. Indeed there is no effect on local revenue mobilization. However, there
is some evidence of positive effect on spending on social and economic services, and negative
effect of total spending net of general public services.
The positive effect on social and economic outlays could imply that the incumbent,
while facing term limit, actually wants to leave a legacy for which she will be remembered if
she runs for the same office after the mandatory one-term hiatus. This supposition of a legacy
motivation is partly supported by the results in Case 2 (second row). In this case the
incumbent also faces term limit, but she is a clan member. In this case, yardstick competition
has nil effect on social and economic spending. This suggests that the incumbent may not care
about leaving a legacy since she can depend on her clan in future elections. The dynasty
variable in this sense might partly reflect the stock of political capital perhaps built by other
clan members who previously held elective offices.
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Case 3 (third row) corresponds to the case where the incumbent does not yet face term
limit and has no political clan. The prediction here is that yardstick competition would have a
positive effect, since the incumbent would want to be perceived as a good performer to win
another term. In this case, we find yardstick_social & economic services to have positive and
significant marginal effects on expenditures on social & economic services. The effect is
slightly bigger when incumbent is also a member of political dynasty (0.365 in Case 4, model
4) than when she is not (0.327 in Case 3, model 4) . This corresponds to the situation where
clan membership extends the political horizon of the incumbent that rends her more sensitive
to peer comparisons.
In all cases, we find local revenue mobilization to be consistently unresponsive to
yardstick competition. This could be due to the fact that most LGUs are heavily reliant on
central fiscal transfers. Also, not many LGUs have vibrant local economies. Also, yardstick
competition has negative effect on total expenditures net of general public services. Recall
that the residual outlays comprise spending on social and economics services and on debt
payments and other extraordinary expenses outlays. The negative effect then means that
LGUs are spending less on debt payments and other expenses, since they also tend to spend
more on social and economic services.
6. DISCUSSION AND CONCLUSION
To the question on whether decentralization in developing countries can improve the
delivery of public services given the generally weak accountability mechanisms in these
places, we find some evidence in the Philippines that yardstick competition has the desired
impact. The results have important policy implications since decentralization in the
Philippines, like in other developing countries, is believed to have entrenched elite control of
local governments. Since the Local Government Code was enacted in 1991, members of
political clans continued to occupy local elective positions despite the improvements in
electoral institutions, including a system of recall for the people to remove from office any
elected official in which they have lost confidence and the computerization of ballot counting
of ballots. Plausibly, however, the same reforms that expanded democratic spaces and the
adoption of various local government performance indicators and award schemes may have
had influenced how the people perceive, if not actually monitor, their local governments.
In this paper, we investigate the case where voters do not know the unit costs (or
prices) of public services and therefore the maximum affordable levels of public provision
with which to assess the performance of their incumbent mayors. Instead, the voters are
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assumed to observe and compare the level of public provisions of their own local
governments and that of the neighbouring localities. If the incumbent mayors are sensitive to
voters’ comparisons, then their fiscal decisions will be correlated. However, an observed
correlation does not necessarily indicate yardstick competition. To identify the effects of
yardstick competition, we compare local fiscal decisions when incumbent mayors face and do
not yet face mandatory term limits in a panel of cities and municipalities in four election
years. Here, we find evidence that public service delivery in neighbouring jurisdictions
influence the local government’s own performance. In particular, when the incumbent mayor
is not yet on her last term the local government’s provision of social and economic services
rises with the mean expenditures on the same services of its neighbours within the province.
When she is on her last term and is a member of political clan, the local provision of the same
services is uninfluenced by the neighbors’ public provisions. The effect is positive only when
the last-term mayor is not a clan member, possibly because she wants to leave a legacy. These
results support the hypothesis that electoral pressures can and does make local officials
responsive to their constituents’ needs. The implication then is that widening access to
information about the performance of other local governments, especially those in nearby
localities, can influence how the people will assess their own local government, which will
then induce the desired response from the latter.
Our results also reveal some nuanced characteristics of the nature of yardstick
competition in the Philippines. First, performance in terms of provision of social and
economic services is what matters, not total spending per se. This seems sensible since health,
education, social welfare, employment and infrastructure services directly bear on the welfare
of the constituents. Second, political dynasties can either extend the political horizon or
endow political capital, which may lead to different responses to yardstick competition. This
is consistent with the view that political dynasties persist in the Philippines because they
substitute for dysfunctional political parties (De Dios, 2007), and that it is the absence of rival
political dynasties rather than clan membership per se that seems inimical to local
development spending (Solon, Fabella and Capuno, 2009).
Finally, our results suggest issues for further research. In particular, the negative
relationship between an LGU’s own total expenditure net of general public services and that of
its neighbours, regardless of the incumbent’s term limit status, suggest free-riding among
local governments. If this were the case, then the policy prescription is not necessarily more
information to voters, but rather corrective fiscal transfers. Another unexpected result is the
positive effect of fiscal transfers on local revenue mobilization. Using shorter time periods and
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different estimation methods, previous studies found that the internal revenue allotment
disincentivizes real property tax collections of local governments in the Philippines. Finally, it
remains to be seen whether responses to yardstick comparisons actually determine election
or re-election outcomes.

ENDNOTES
1. In reality, the minimum G and maximum τ are institutionally set. For example, the local
chief executive cannot appropriate for herself the entire local government budget without
facing administrative or legal sanctions.
2. Further, let the probability function be linear in each argument such that 𝜋!! = 0, 𝜋!! = 0,
and 𝜋! ! ! ! = 0; but that 𝜋!! ! < 0 and 𝜋!! ! < 0.
3. That 𝜏! = 𝜏 follows from the assumption that the marginal utility of fiscal revenues is
positive, which also implies that budget constraint is satisfied as an equality in
equilibrium.
4. The Autonomous Region of Muslim Mindanao was excluded because it has a different
governance structure from the rest of the regions in the country.
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5. There are no official estimates of poor families for the years in our study. For 2004, we
used the same estimates found in the official small-area poverty estimates for 2003. For
2001, 2007 and 2010, we multiplied the official poverty rates for 2003 of each local
government against its official projected population in 2001, 2007 and 2010.
6. According to Manasan and Chaterjee (2003), general public services accounted for an
average of about 40 percent of total expenditures of all local governments in the country
during the periods 1985-91 and 1993-2000. Later figures from the Bureau of Local
Government Finance reveal that the percentage share of general public services in the
total municipal spending in each year has risen from 57 in 2001 to 65 in 2010. For cities,
the percentage share has likewise risen from about 41 to 58 over the same decade.
7. For example, a former mayor of the town of Mabalacat in the province of Pampanga
effectively served a third consecutive term when his previous election to office was
eventually nullified after a protracted legal proceeding. He was allowed to run again after
the third term and won three more consecutive terms thereafter.
8. As measured here, fiscal transfers in a given period is also a good proxy for the next
period's transfers since the principal central fiscal grant – the internal revenue allotment –
is based on a fixed formula and distributed periodically and automatically to local
governments (Guevara, 2000).
9. Under the so-called Plan GMA, the national government enrolled 5 million families in
2004, 2.5 million families in 2005 and another 2.5 million families in 2006 in the social
health insurance program (Manasan, 2011).
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Table 1. Variable definitions
Variable
Total expenditures net of
general public services
Social & economic services
Local revenues
Yardstick_total expenditures
Yardstick_social & economic

Definition
Total expenditures of the local government net of expenditures on general
public services, per capita (in 2001 pesos)
Total expenditures on social and economic services, per capita (in 2001
pesos)
Total revenues from local sources including real property taxes, fees and
charges, borrowings, extraordinary receipts and inter-local transfers, per
capita (in 2001 pesos)
Average expenditures of the local government net of expenditures on
general public services per capita of all other cities and municipalities in
the province (in 2001 pesos)
Average expenditures on social and economics services per capita of all
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services
Last term
Dynasty
Yardstick_total
expendituresxLast term
Yardstick_total expendituresx
Last term xDynasty
Yardstick_social&economic
services xLast term
Yardstick_social&economic
services x Last term xDynasty
Average _IRA
Extended term
Fiscal transfers
Non-LGU insurance coverage
rate
Component city
Highly urbanized LGU
Middle income class
Low income class
Year 2004
Year 2007
Year 2010

other cities and municipalities in the province (in 2001 pesos)
=1 if incumbent mayor is on his/her third consecutive term in office, 0
otherwise
= 1 if incumbent mayor is related by blood or marriage to a previous or
current mayor, governor or member of Congress, in the same province, 0
otherwise
Interaction of last term and average expenditures of the local government
net of expenditures on general public services per capita of all other cities
and municipalities in the province (in 2001 pesos)
Interaction of last term, dynasty and average expenditures of the local
government net of expenditures on general public services per capita of all
other cities and municipalities in the province (in 2001 pesos)
Interaction of last term and average expenditures on social and economics
services per capita of all other cities and municipalities in the province (in
2001 pesos)
Interaction of last term, dynasty and average expenditures on social and
economics services per capita of all other cities and municipalities in the
province (in 2001 pesos)
Average internal revenue allotments per capita of all other cities and
municipalities in the province (in 2001 pesos)
=1 if incumbent mayor is beyond his/her third consecutive term in office, 0
otherwise
Total internal revenue allotment and shares in national wealth received
from the national government, per capita (in 2001 pesos)
Proportion of poor families enrolled by the national government, national
legislative officials and private sponsors in the PhilHealth Sponsored
Program
=1 if classified as a component city of a province, 0 otherwise
=1 if classified as a highly urbanized local government or independent city,
0 otherwise
=1 if local government belongs to 3rd or fourth income class 0 otherwise
=1 if local government belongs to 5th or 6th income class, 0 otherwise
=1 if year is 2004, 0 otherwise
=1 if year is 2007, 0 otherwise
=1 if year is 2010, 0 otherwise

Table 2. Descriptive statistics (N=5770)
Variable

Mean

Total expenditures net of general public services
Social & economic services
Local revenues
Yardstick_total expenditures
Yardstick_social & economic services
Last term
Dynasty
Average _IRA
Extended term
Fiscal transfers
Non-LGU insurance coverage rate
Component city
Highly urbanized LGU
Middle income class

5.35
2.16
2.34
12.19
2.13
0.221
0.332
10.92
0.011
11.14
0.396
0.048
0.196
0.466
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Std.
dev.
5.79
2.58
4.93
6.93
1.13
0.415
0.471
7.20
0.104
10.83
0.889
0.213
0.139
0.499

Min.

Max.

0.04
0
0.003
2.49
0.46
0
0
2.32
0
1.49
0
0
0
0

260.23
69.62
111.78
80.59
15.32
1
1
84.44
1
431.10
33.873
1
1
1

Low income class
Year 2004
Year 2007
Year 2010

0.287
0.262
0.245
0.232

0.452
0.440
0.430
0.422

0
0
0
0

1
1
1
1

Table 3. Panel data regressions of total expenditures net of general public services
(N=5770)
Model 1
Independent variables
Coef.

Model 2
Rob.
std.
errors
0.018
0.019

Coef.

Model 3
Rob.
std.
errors
0.020
0.020

Coef.

Rob.
std.
errors

Model 4
Coef.

Yardstick_total expenditures
-0.023
-0.025
Yardstick_totalexpenditures x Last
0.005
0.006
term
Yardstick_total expenditures x
0.011
0.033
Dynasty
Yardstick_totalexpenditures x Last
0.019
0.052
term x Dynasty
Yardstick_social&economic services
-0.353**
0.153
-0.341*
Yardstick_social&economic services x
-0.037
0.197
-0.052
Last term
Yardstick_social&economic services x
-0.030
Dynasty
Yardstick_social&economic services x
-0.018
Last term xDynasty
Last term
-0.061
0.219
-0.082
0.250
0.070
0.384
0.070
Dynasty
0.125
0.105
-0.006
0.370
0.128
0.104
0.173
Extended term
-1.118
0.883
-1.111
0.886
-1.114
0.899
-1.119
Fiscal transfers
0.441***
0.054
0.440***
0.054
0.450***
0.053
0.450***
Non-LGU insurance coverage rate
1.015***
0.244
1.017***
0.244
0.945***
0.228
0.943***
Highly urbanized LGU
0.435
0.530
0.431
0.541
0.540
0.503
0.555
Component city
0.800**
0.392
0.795**
0.394
0.801**
0.392
0.796**
Middle income class
-0.311**
0.131
-0.311**
0.131
-0.313**
0.129
-0.314**
Low income class
-0.484***
0.164
-0.485***
0.165
-0.487***
0.163
-0.488***
Year 2004
-1.351***
0.363
-1.351***
0.364
-1.427***
0.372
-1.426***
Year 2007
-0.219
0.155
-0.219
0.155
-0.392**
0.178
-0.394**
Year 2010
-2.642***
0.253
-2.639***
0.253
-2.558***
0.243
-2.561***
Constant
1.539***
0.493
1.570***
0.502
1.979***
0.536
1.963***
R2 (overall)
0.6382
0.6385
0.6366
0.6366
F-statistic
41.01
35.30
56.08
54.45
Prob>F
0.00
0.00
0.00
0.00
Hausman test: LGU fixed-effects
χ2-statistic
104.42
n.a.
123.91
n.a.
Prob>χ2
0.00
0.00
Wu-Hausman Test of Endogeneity of
NO
NO
NO
NO
yardstick variable
Joint test: Yardstick variable (and
interaction terms)
F-statistic
0.79
0.46
2.87
1.74
Prob>F
0.4534
0.7636
0.0571
0.1444
***p<0.01, **p<0.05, *p<0.10
aInstrument = average_IRA.
n.a. means the Hausman test is not applied. The reported coefficients in the table are estimated using LGU-fixed effects.
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Rob.
std.
errors

0.178
0.191
0.219
0.356
0.390
0.434
0.899
0.053
0.228
0.497
0.395
0.129
0.164
0.372
0.178
0.243
0.566

Table 4. Panel data regressions of expenditures on social and economic services
(N=5770)
Model 1
Independent variables
Coef.

Rob.
std.
errors
0.013
0.017

Model 2
Rob. std.
Coef.
errors

Model 3
Coef.

Rob.
std.
errors

Model 4
Coef.

Rob.
std.
errors

Yardstick_total expenditures
0.029**
0.025*
0.014
Yardstick_totalexpenditures x Last term
-0.002
-0.002
0.016
Yardstick_total expenditures x Dynasty
0.023
0.029
Yardstick_totalexpenditures x Last term
0.041
0.052
x Dynasty
Yardstick_social&economic services
0.340***
0.108
0.327***
Yardstick_social&economic services x
0.080
0.191
0.034
Last term
Yardstick_social&economic services x
0.038
Dynasty
Yardstick_social&economic services x
0.230
Last term xDynasty
Last term
0.012
0.185
-0.065
0.228
-0.166
0.360
-0.181
Dynasty
0.113
0.079
-0.210
0.333
0.106
0.078
-0.044
Extended term
-0.494
0.421
-0.479
0.424
-0.506
0.415
-0.521
Fiscal transfers
0.181***
0.016
0.181***
0.016
0.172***
0.014
0.172***
Non-LGU insurance coverage rate
-0.127
0.096
-0.124
0.096
-0.061
0.090
-0.063
Highly urbanized LGU
0.880***
0.238
0.873***
0.225
0.776***
0.229
0.785***
Component city
0.398**
0.174
0.366**
0.178
0.395**
0.181
0.362*
Middle income class
-0.025
0.074
-0.028
0.074
-0.022
0.074
-0.025
Low income class
-0.083
0.098
-0.090
0.097
-0.079
0.098
-0.086
Year 2004
-0.542***
0.114
-0.543***
0.115
-0.458***
0.126
-0.454***
Year 2007
-0.776***
0.070
-0.780***
0.071
-0.589***
0.064
-0.590***
Year 2010
-0.272***
0.074
-0.269***
0.074
-0.348***
0.076
-0.353***
Constant
0.200
0.269
0.269
0.266
-0.146
0.325
-0.085
R2 (overall)
0.4363
0.4370
0.4433
0.4443
F-statistic
65.02
76.55
194.66
538.29
Prob>F
0.00
0.00.
0.00
0.00
Hausman test: LGU fixed-effects
χ2-statistic
108.29
n.a.
125.39
n.a.
Prob>χ2
0.00
0.00
Wu-Hausman Test of Endogeneity of
NO
NO
NO
NO
yardstick variable
Joint test: Yardstick variable (and
interaction terms)
F-statistic
2.97
1.46
5.27
2.75
Prob>F
0.0518
0.2111
0.0052
0.0271
***p<0.01, **p<0.05, *p<0.10
aInstrument = average_IRA.
n.a. means the Hausman test is not applied. The reported coefficients in the table are estimated using LGU-fixed effects.

0.123
0.161
0.176
0.385
0.367
0.364
0.419
0.014
0.091
0.228
0.187
0.073
0.097
0.126
0.065
0.077
0.341

Table 5. Panel data regressions of local revenues (N=5770)
Model 1
Independent variables

Coef.

Yardstick_total expenditures
Yardstick_totalexpenditures x Last term

-0.0001
-0.003

Rob.
std.
errors
0.018
0.012

Model 2
Coef.
-0.002
-0.003
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Model 3
Rob.
std.
errors
0.023
0.016

Coef.

Rob.
std.
errors

Model 4
Coef.

Rob.
std.
errors

Yardstick_total expenditures x Dynasty
0.009
0.032
Yardstick_totalexpenditures x Last term
0.014
0.041
x Dynasty
Yardstick_social&economic services
0.085
0.180
0.081
Yardstick_social&economic services x
-0.059
0.125
-0.076
Last term
Yardstick_social&economic services x
0.010
Dynasty
Yardstick_social&economic services x
-0.008
Last term xDynasty
Last term
0.045
0.165
0.014
0.188
0.132
0.249
0.127
Dynasty
0.160
0.156
0.029
0.368
0.162
0.155
0.114
Extended term
-0.189
0.230
-0.183
0.232
-0.181
0.230
-0.187
Fiscal transfers
0.193***
0.026
0.193***
0.026
0.191***
0.026
0.191***
Non-LGU insurance coverage rate
0.434***
0.126
0.436***
0.127
0.450***
0.121
0.449***
Highly urbanized LGU
1.774***
0.321
1.771***
0.333
1.758***
0.341
1.763***
Component city
0.283
0.258
0.270
0.262
0.283
0.258
0.270
Middle income class
0.332**
0.144
0.332**
0.144
0.331**
0.144
0.330**
Low income class
0.357*
0.196
0.354*
0.194
0.355*
0.195
0.352*
Year 2004
-0.525***
0.187
-0.525***
0.188
-0.516**
0.202
-0.514**
Year 2007
-0.002
0.100
-0.003
0.100
0.023
0.110
0.023
Year 2010
0.103
0.151
0.104
0.151
0.080
0.153
0.078
Constant
-0.234
0.373
-0.206
0.421
-0.403
0.499
-0.384
R2 (overall)
0.0640
0.0650
0.0657
0.0657
F-statistic
14.81
12.95
13.87
12.52
Prob>F
0.00
0.00
0.00
0.00
Hausman test: LGU fixed-effects
χ2-statistic
331.19
n.a.
332.81
n.a.
Prob>χ2
0.00
0.00
Wu-Hausman Test of Endogeneity of
NO
NO
NO
NO
yardstick variable
Joint test: Yardstick variable (and
interaction terms)
F-statistic
0.06
0.23
0.14
0.24
Prob>F
0.9440
0.9230
0.8728
0.9144
***p<0.01, **p<0.05, *p<0.10
aInstrument = average_IRA.
n.a. means the Hausman test is applied. The reported coefficients in the table are still estimated using LGU-fixed effects.

0.236
0.135
0.213
0.287
0.258
0.404
0.233
0.026
0.121
0.325
0.259
0.144
0.194
0.203
0.108
0.154
0.598

Table 6. Marginal effects of yardstick, last term and dynasty variables

Cases

Case 1: (Last term =1) or (Last term =1 and
Dynasty=0)
Yardstick_totalexpenditures x Last term
(Model 1)
Yardstick_totalexpenditures x Last term x
Dynasty (Model 2)
Yardstick_social&economic servicesx Last
term (Model 3)
Yardstick_social&economic servicesx Last
term x Dynasty (Model 4)
Case 2: (Last term =1) or (Last term =1 and
Dynasty=1)
Yardstick_totalexpenditures x Last term
(Model 1)
Yardstick_totalexpenditures x Last term x

Total expenditures net
of general public
services
Marginal
Rob. std.
effects
errors

Expenditures on
social and economic
services
Marginal
Rob.
effects
std.
errors

Local revenues
Marginal
effects

Rob.
std.
errors

-0.017

0.022

0.0002

0.009

-0.003

0.012

-0.018

0.021

0.023*

0.013

-0.005

0.013

-0.389*

0.224

0.291

0.188

0.026

0.138

-0.393*

0.212

0.361**

0.152

0.005

0.158

-0.017

0.022

0.0002

0.009

-0.003

0.012

-0.006

0.049

0.066

0.049

0.013

0.030
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Dynasty (Model 2)
Yardstick_social&economic services x Last
term (Model 3)
Yardstick_social&economic services x Last
term x Dynasty (Model 4)
Case 3: (Last term =0) or (Last term =0 and
Dynasty=0)
Yardstick_totalexpenditures x Last term
(Model 1)
Yardstick_totalexpenditures x Last term x
Dynasty (Model 2)
Yardstick_social&economic services x Last
term (Model 3)
Yardstick_social&economic services x Last
term x Dynasty (Model 4)
Case 4: (Last term =0) or (Last term =0 and
Dynasty=1)
Yardstick_totalexpenditures x Last term
(Model 1)
Yardstick_totalexpenditures x Last term x
Dynasty (Model 2)
Yardstick_social&economic services x Last
term (Model 3)
Yardstick_social&economic services x Last
term x Dynasty (Model 4)

-0.389*

0.224

0.291

0.188

0.026

0.138

-0.379

0.324

0.557

0.356

0.073

0.175

-0.023

0.018

-0.007

0.009

-0.0001

0.018

-0.025

0.020

0.025*

0.014

-0.002

0.023

-0.353**

0.153

0.233***

0.079

0.085

0.180

-0.341*

0.178

0.327***

0.123

0.081

0.236

0.023

0.018

-0.007

0.009

-0.0001

0.018

-0.014

0.032

0.048*

0.028

0.008

0.021

-0.353**

0.153

0.233***

0.079

0.085

0.180

-0.371*

0.200

0.365**

0.160

0.091

0.148

***p<0.01, **p<0.05, *p<0.10
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Area-based competition and awards as a motivation tool for public service
provision: The experience of Xining, China
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Abstract
We examine the role of area-based competitions and awards in motivating local government
investment in, and provision of, public services. We compare these policy tools with other
motivation models such as consumer choice and targeting/benchmarking. We argue that area-based
competition is particularly useful in two aspects: motivating local authorities, and enhancing public
awareness. It is especially useful in policy areas related to improving the public environment. The
experience of China in organising competition projects to improve public hygiene provides an
example of how this can be achieved. A case study of Xining City, Qinghai Province is used to
illustrate the roles and limitations of the approach.
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1.

Introduction
There are many situations in which one authority (“the Centre”) is interested in
promoting a certain policy in many local governments (“the local authorities”), and is facing
the following three challenges at the same time: (1) local officials are not intrinsically
motivated, and the Centre does not have the power to force them to make the policy a
priority; (2) success requires the cooperation of the general public including individuals or
businesses, who are also not intrinsically motivated; and (3) successful enforcement requires
local knowledge and initiatives.134 Public environment is one policy area that faces these
kinds of challenges not only in China, but in many other countries also. Competition and
awards that are based on judicial areas are often used to deal with the problems. However,
how they work and why they can help to achieve the goals of the Centre are rarely discussed
carefully. In Europe, recent examples include the competition for European City of Culture
and, in Britain, the competition of City in Bloom Competition and Garden Village
Competition. In Singapore, in the housing sector, there is the Island-Wide Cleanest Estate
Competition. The competition for hosting the Olympic Games is a worldwide example. In
China there are many examples, one of the most important of which is the Hygienic City
Campaign. It has been running for many years. The experiences and lessons from China can
be useful in understanding the impact of this type of policy tool.
In most previous studies, these competitions or awards are analysed as strategies for
place marketing (Sjoholt, 1999) or the contribution of culture to urban regeneration or
development (Sassatelli, 2002; Balsas, 2004; Evans and Shaw, 2004). However, we are
interested in looking at how area-based competition may fit into the on-going debates over
how to improve public services. This paper discusses the advantages and disadvantages of
area-based competition and awards as a policy tool, and thus spell out under what
circumstances policy makers may consider using area-based competition and awards, and
under what circumstances a more traditional tool such as targeting is more appropriate.
The paper is organised as follows. In Section 2 we examine different models of
motivation in public services. Section 3 discusses the model of area-based competition and
awards. In Section 4 we look at a particular case, the Hygienic City Campaign in China.
This case has been chosen as it represents a particular large-scale, multi-leveled scheme
which has been running for more than 20 years. Section 5 illustrates how local authorities
have responded to the incentives of such a campaign in Xining City. Finally, we consider
what lessons can be drawn from this case study if it were to be applied to other situations.

2.

Public sector motivation

The multi-dimensional challenges discussed earlier are often studied separately in the literature,
each holding a large body of theories and studies. There is little attention to bring them together and
outline the connections between these strands of theories. However, in a principal-agent
relationship, it is not uncommon that a principal will need to face all the challenges at the same time
and find each of the tools discussed in the literature insufficient to tackle the problems. Therefore, a
more holistic approach is often called for to tackle public management.
2.1 Motivating public sector employees
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Improving the motivation of service providers in the public sector can be implemented
through a positive approach, i.e. to reward best performances or a negative approach, i.e. to make
the non-performers suffer from the consequences. There are a number of tools that are associated
with these two approaches to motivate public sector employees.
The first tool is using performance related pay (PRP, or merit pay) to motivate staff
members. This is largely a positive approach in which better performance is rewarded financially.
This model assumes that individuals try to maximise their income, so they would be eager to
improve performance if they can earn more money as a result of better performance. This has been
increasingly used as a tool of motivation in the management of public sector in many countries.
There is evidence showing modest improvement in the services concerned, such as that presented in
the survey of performance related pay in the education system in Britain (Burgess et al. 2001;
Marsden and French 1998) and in the healthcare system in Italy(Adinolfi 1998). However, the
outcomes are not as good as the theorist would like to see and on the contrary, has incited criticism.
First, the impact of PRP is very difficult to observe. Because of the complexity of public sector jobs
which often involve many departments having almost incomparable positions, little systematic
information can be obtained effectively. As a result, the measurement of performance is often
poorly designed (Arrowsmith et al. 2001; Buchan and Thompson 1993). The result is that reward
schemes tend to be viewed as unfair and divisive by the public sector employees (Marsden and
Richardson 1992) (Marsden and Belfield 2007). Also, even when differences in performances can
be properly measured, the differential pay is also criticised for not being significant enough to
compensate for the difference in work contribution (Forest 2008). As a result, PRP can potentially
affect staff morale (Marsden and Richardson 1994). Similar results have been found in the
evaluation of PRP in public services in France, Britain and the United States (Forest 2008).
In some occasions, PRP may generate perverse incentives and crowd out the altruistic
behaviour of some public sector employees(Frey and Jegen 2001; Frey and Oberholzer-Gee 1997).
Liu and Mills (2005) examine the PRP for healthcare professionals in China and found that doctors
would provide unnecessary care in order to increase their income. In Britain, there are also findings
showing doctors or teachers who used to work overtime voluntarily may decide not to do so, if they
are not paid for the extra hours or if they think the extra pay is not high enough(Marsden 2000).
A second set of tools are 1) targets with associated penalties, or (2) a benchmarking system
in which the providers are compared to comparable private sector providers (Martin, 2000). The
idea behind these tools is to hold the service providers accountable for the outcomes. This can be
made into to a negative approach which is dependent on individual’s fear to lose out either
financially or in terms of their future career or it can be made into a positive approach in which
those who meet targets or reach performance benchmark levels are rewarded. These tools seek to
emulate the effects of private sector competition, without any actual competition (Glennerster,
1991; Grimshaw, et al., 2002; Le Grand, 1991). Targets and benchmarks can be effective in
achieving specific goals. They can offer a good reference point for people to strive for. It is
particularly good at maintaining a minimum standard in the related area (Kouzmin et al. 1999).
Also, unlike individually based performance pay, rewards for targets based on the principle of
‘winner takes all’ would not involve disputes around whether the reward or punishment is sufficient
to cover specific activities (Propper and Wilson 2003). Of course, they also face criticism. One
problem is that service providers have no incentives to do more than the necessary minimum to
achieve their targets (John, et al., 2004). Also, targets and benchmarks do not necessarily encourage
innovations and may even reduce the public sector’s ability and willingness to innovate (Le Grand,
2006). In this sense, if targets and benchmarks are very detailed and staged, it would automatically
generate a detailed agenda of enforcement which can focus service providers’ attention on the
targeted areas and become rigid and less responsive to user needs (Flynn 1986). The second
problem is that in terms of effectiveness, the negative approach will require the Centre to have the
capacity to impose effective sanctions. Restricting funding is a particularly effective sanction.
However, when the Centre does not control local funding, sanctions are unlikely to be nearly as
3

effective (Boyne, 1996). The third problem which is also related to the first problem is that in a
targeting or benchmarking system, it is often the case that only the indicators that are measured by
principals affect the behaviour of agents (Bevan and Hood, 2006). The behaviour local residents
and businesses and other members of society, however, tends to remain unchanged. Furthermore,
the consumer feedback may be ignored if the complaints are not part of the targets, and if the agents
are actively gaming the system (Bruns, et al., 2004(Croxson and Atkinson 2001). For example,
Ravallion (2007) used evidence from poverty reduction from China to argue that “standard
measures of targeting are found to be uninformative, or even deceptive, about impacts on poverty
and cost-effectiveness in reducing poverty” (Ravallion 2007). In many projects operated by the
World Bank, there has been a shift from targeting towards more holistic assessments (Mansuri and
Rao 2004).
These motivation tools have a central theme: to align the interests of the principal and agents
so that the latter may be able to act in the interests of the former. However, as discussed, the
shortcomings of these tools cannot guarantee that the service providers can be properly monitored
and motivated. As a result, the benefits gained may be cancelled out by the costs.
2.2 Encouraging users to motivate public sector performances
The introduction of user choice is an attempt to increase the capacity of performance
monitoring by turning users into principles. It takes care of more aspects of the services than the
straightforward motivational tools discussed earlier. It is not only a motivational tool for service
providers, but also a tool to empower the users(Barnes and Walker 1996; Le Grand 2006a). First,
users can vote with their feet if they are not happy with the services. This puts pressure on the
service providers to improve the services. This is similar to the theories on competitive market in
the private economy. Second, in order to make choices, users have to learn about the services and
take greater interest in understanding and monitoring services. As a result, users are more actively
engaged (Le Grand 2007)(Matosevic, et al., 2008; Fotaki, 1999). However, for the motivation and
empowerment to be realised, there are a number of conditions to be met: 1) users are either fund
holders themselves or their coming and going may change the funding position of the service
providers. 2) The users can have real alternatives to turn to when they need to choose. 3) The costs
for users to shift to different service providers are not prohibitive. 4) Users have the ability to make
choices, not only in terms of financial costs, but also in terms of many other factors such as
knowledge, information and physical ability (Greve 2009). However, in practice, these conditions
can be hard to be met in public sector services. First, some service providers have a natural
monopoly, so users have no alternatives even if they are not satisfied with the service (Boyne,
1996).
In some services a natural monopoly can be overcome by enabling the consumer to use
service providers further away from home (McGuire, et al., 1987). This can be realised when it is
necessary to have affordable means of transportation to make these distant choices possible. Time is
also a factor that needs to be taken into consideration. Even if transportation and time are not a
problem, there are still many services in which a natural monopoly cannot be easily broken.
Environmental and community services are obvious examples. Unless residents are prepared to
move their home to another area, the service providers may face no effective pressure from
consumer exit. After all, consumer exist is “passive”. Service users are not real stakeholders, have
no obligation to help improve services, and feel no sense of loyalty. In fact, lacking loyalty is
important for users to be able to put effective pressure on providers(Hirschman 1980). In this sense,
user choice encourages a split between service providers and users. This may not matter in many
situations, but it is definitely a problem when the outcomes that the service deliverers desire require
user contribution or cooperation. For example, a clean environment requires that local residents
help maintain it.
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Another way to involve users is via competition between political parties in the local
democracy (Boyne, 1996). However, elections often involve many issues at the same time, and if a
certain service is not on the political agenda, it may have little effect on the result of an election and
user choice cannot be exercised effectively in relation to each individual service.
Another tool to involve user participation is user voice, i.e. users do not simply leave when
they are not satisfied with the services.135 They can voice their complaints so that the service
providers can improve accordingly (Hirschman 1980). Voice can function in two ways. First, voices
can provide inspirations for initiatives to make the service providers more efficient and responsive.
Second, improved accountability can itself make users more satisfactory with the services.
However, for voice to work, the service providers have to have the motivation to listen to user
complaints or suggestions. Also, users need to be interested in their voice heard. Unfortunately, this
is not always the case. Making use of voice takes time and confidence. It is likely to be hijacked by
the articulate middle class and work against the interests of the poor. In this sense, comparing to
voice, choice is a more equitable solution rather than the other way round (Le Grand 2006b).
2.3 Combining voice and choice-- Unsolved problems
To overcome the shortcomings of voice, choice (or exit) is often used alongside with voice.
This means, users can leave if their voice is not heard. Hirschman (1970) does not support this
practice. He suggests that exit can potentially undermine voice because if people have the ability to
leave, they may not be interested in making their voice heard. But despite of its widespread
acceptance, this criticism is not always supported by evidence (Dowding and John 2008). Williams
and Rossiter (2004) examine the experience in education and healthcare in different countries and
show that the “introduction of effective voice mechanisms alongside choice mechanisms should
limit movement of users between providers.” In this sense, choice may be able to reinforce the
effect of voice.136
Various forms of (quasi-) market competition featuring competition between providers can
be a good tool to combine choice and voice. However, they all have limits. Some criteria need to be
satisfied first before market competition can function adequately.
First, users should be educated and know what they should demand. However, this is not
always the case in reality. Users can be ignorant. They do not know what to anticipate, what to
choose and what to voice. Existing studies suggest that user ignorance may exist for several
reasons. 1) Users do not have sufficient information. This may be resolved if an independent body
can broadcast the necessary information (Scannell 1989; Beales et al. 1981) or the regulators can
use regulations to require information provision by the service providers. 2) Users may not be able
to make judgements even when they have sufficient information. This can either be a result of
physical conditions or a lack of ability to process the information given. Literature on the practice
of involving user participation in decision making in the healthcare sector has shown that patient
ignorance, mental and physical imbalance and shyness prevented them from participating
effectively (Sainio, Eriksson and Lauri 2001). 3) Users simply do not demand certain services or
have no idea what they should get from the service providers. For example, not all children are
aspired to go to universities; or people living in rural areas may not aspire to certain public services
that are necessary for living in cities. This may also happen to newly arrived immigrants coming
from different cultural, social and economic backgrounds.
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Obviously, local democracy may also be considered to be user voice. But in this part we only discuss voices
that are directly addressed to service providers.
136
Faguet and Ali’s (2009) findings from Bangladesh support the importance of voice and exit in making local
government responsive. Channa and Faguet’s (2012) survey of international experiments in decentralization provides
evidence on the importance of electoral exit as a tool for motivating public officials.
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Second, service providers may not educate the users to demand more. This can result from
two factors. First, from the perspective of service providers, the better educated are the users, the
more likely that they may identify problems with the services. Therefore, it is rational for service
providers to provide less information about a service. As we have discussed earlier, putting
information in the public domain by either the regulator or by an independent body may resolve this
problem. However, when users do not know about the existence of certain services, users may not
look out for the information in the first place. Learning to demand these types of services may be
more difficult than learning to demand a TV set. For example, good public hygiene may not be very
obvious to many people. If a person has never travelled to a clean place, even if he/she is told that it
is necessary for a public space to be clean, he/she may not be able to visualise a desirable outcome.
When this is the situation, the policy makers face a dilemma. On the one hand, the potential service
users do not have the motivation to demand a service. On the other, service providers do not have
the incentive to provide it either.
Third, taking one step back, it may not always be a result of service providers’ lacking in
incentives that the services or information are not provided. Local service providers themselves
(even if always well-intended) may not be inspired themselves. This issue may be more serious in
countries where regional disparity is very serious and the local service providers may not be aware
of better practices or do not know how to achieve the desired outcomes that the Centre has asked
for.
A further question is, if there is no demand for the service, then why is there a need to
provide it at all? The kinds of services that may suffer from these problems are services that are
related to public environment, public health and, in some countries or communities, education.
However, the non-existence of demand may have negative externalities and in the long run generate
social costs for the other members of society. Therefore, it would be important to be able to
“inspire” or educate the users and at the same time motivate service providers to provide the
services which are not demanded by the public. Then how can this be achieved?

3. Area-based competition and awards
The analyses earlier suggest that a quasi-market system based on competition between service
providers cannot help to improve services when there is weak demand for service improvement that
maybe useful for the community. Therefore, policy tools that can help to align the interests of the
service providers not only with those of the Centre/regulators, but also with the users become
crucial.
Area-based competitions and awards mean that local governments or service providers
working for different areas compete for a prize that the regulators or higher authorities offer. In an
area-based competition, the participants from different areas compete against each other to become
the best performer. Awards can be slightly different from competition in that the winners can be
everyone that passes the threshold.
The difference between area-based competition and provider-based competition is that the
former offers a mechanism to motivate service providers that enjoys local monopoly. By putting it
in competition with other areas, the local service provider is turned into a “representative” of the
area. If properly crafted, winning the competition can boost local support. The mechanism is that in
the competition, people living or associated with a certain area share a local identity. Once people in
the local area acknowledge this identity, they will be proud if their own “team” wins or is rewarded
in the end. In this sense, motivation schemes that try to build on local identity can potentially turn
the originally alienated service providers and users into members of the same team and share the
same goal. Therefore, they may make joint efforts to help each other. Also, as the higher
authorities/the centre set the targets or criteria for winning the competitions, the local team formed
by service providers and users may work together to achieve these goals. In this way, the interests
6

and the three parties, the centre, the local authorities/service providers and the users are in line with
each other.
Theoretically, such a mechanism can deal with the problems discussed earlier. First, because
the competition helps to define the identity and generate a sense of community, service users may
potentially be proud when their area wins the competitions. As a result, they may be happy to
contribute when necessary, even though this may mean that they need to make personal
contributions. Second, service providers who may benefit from user contribution would be more
willing to educate the users so that the users do not by any means affect the performances
negatively, even if they cannot contribute. Therefore, the service providers are willing to share
information with the users. Third, because the service providers are competing against other areas,
it is important for them to understand what the criteria for winning are and in what ways the
competitors are doing better. This motivates the service providers and users to aspire to better
performance and overcome the problems of low demand. Finally, because of the honour associated
with winning and the greater awareness of the benefits of the services concerned, the prize awarded
to the winners does not have to be high enough to cover the costs of running the campaign. This
means that the organisers of the campaigns do not have to devote a lot of resources.
In the following sections, we will use the case of Chinese public hygiene campaigns to
examine whether what the theory has predicted turned out to be the case.

4.

Area-based competition (ABC) for public hygiene in China

In China, ABCs are frequently used as a motivation tool. While it has been dismissed as a
Communist style political campaign (Zhang and Li 2011b), the impact of this type of motivation,
the reasons for its popularity, and the mechanisms through which the motivation works, deserve a
closer look. Its ability to take advantage of identity to align the interests of the centre, the local
authorities/service providers and the users may contribute to the existing motivation literature.
China has a highly fragmented local government system with several layers of government
between the Centre and street level authorities and a large number of local authorities137. This
makes it extremely difficult to motivate the local authorities. In the history of imperial dynasties,
the Emperor’s power travelled down along the administration system, but would not go further
below the county level. Local administration was not controlled by the Centre. This means that
when the local government did not aspire to good governance, the local services could deteriorate.
ABCs were introduced during the Central Planning era (1949-1978) and continued to evolve after
the economic reform started.
ABCs are usually initiated by higher authorities. Participants are lower authorities.
Participation can either be voluntary or compulsory depending on its design. It can be about a single
policy goal, for example, GDP growth, foreign investment growth or university entrance rate of
high schools. It can also be a complex task that will involve a whole range of goals and targets. In
the following part of this paper, we use one of the largest scale and oldest ABC’s in China, the

137

The Chinese government has a five layer government system: 1. Central Government; 2. provinces, autonomous
region, cities under the direct control of the Central Government (34 authorities at this level); 3. regional, League,
autonomous state, regional city (333 authorities at this level); 4. county, autonomous county, Qi, autonomous Qi,
county level city (2859 authorities at this level); and 5. village, minority village, township (40813 authorities at this
level). At the central level, there are a number of central authorities that deal with different aspects of the society, for
example, Ministry of Health, Ministry of Education…. Local governments, except for those at the bottom, i.e. village
and township level, usually mirror the structure of the central authorities. As a result, even if we only look at provincial
level, there are 34 local authorities that work in the same area. One layer down, there will be 333 local authorities
working in the same area nationwide.
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Hygienic City Campaign, to see how the centre, the local authorities and users are brought together
to improve public hygiene.
4.1 The Hygienic City Campaigns
Public hygiene is a policy area that faces the problems we have discussed above. First, local
authorities do not necessarily prioritise public hygiene and public environment. In the wealthier
cities and popular tourist destinations, public hygiene has improved greatly in recent years, and the
general public is more aware of the importance of keeping the public environment clean. In other
areas, local officials may not consider that public hygiene is able to contribute to economic growth,
and treat it as a cost item. Therefore, the costs should be reduced. Also, it may be that local
officials are unaware that hygiene standards should be improved. After all, they are likely to have
grown up in such an environment (Shen, 2004). Second, public hygiene suffers from low consumer
demand. In many parts of the country, people do not appreciate efforts to maintain good public
hygiene (Xi, et al., 1998). Therefore, local people may not demand improved public environment.
What is more, maintaining good public cleanliness requires the collaboration of local people. If they
do not appreciate it, their behaviour, such as littering, spitting, or waste dumping, can make it very
difficult for local authorities to improve the situation.
ABC’s were introduced in the 1950s to clean up the environment. They were stopped during
the Cultural Revolution but resumed in 1978. In 1989, the State Council decided to organise a
campaign to reward the cleanest cities, so as to solve the motivation problem and stimulate public
support (1989). The “Hygienic City” campaign was born.
Hygienic City is a combination of targets and competition. The targets include a series of
standards for quality of environment, service sector hygiene, and bug control. The participants are
geographically defined. There are campaigns for cities, urban districts, or townships/villages.
Participants need to satisfy a range of targets to be evaluated by the inspectors from the campaign
organiser. The campaigns take place at regional, provincial and national levels. For a participant to
enter a higher level of competition, it needs to win at the lower level and be recommended by the
governing authorities to move on to the next level. Finally, at the national level, winners receive the
title of Hygienic City and awards from the National Patriotic Committee (now the Disease
Prevention and Control Bureau of the Ministry of Health). Their achievements and efforts are also
published in the national media. Local businesses, public agencies and individuals who are
considered to have made outstanding contributions during the competition, are awarded by the local
authorities (The National Patriotic Committee PRC, 1989). From the past experience, there have
been less than 10 winners at the national level each year. More recently, there have been only 2 or 3
winners each year.
4.2 Incentives to participate
It is important to know that participation in these campaigns is voluntary. Then why do local
authorities participate at all?
First, if local authorities achieve good results in the campaigns, the officials would have a
better opportunity to get promoted (The National Patriotic Committee PRC, 1989). Cases in which
some mayors have gained significant political capital through their achievements in improving city
hygiene are well publicised by the organisers of the campaigns. In order to ensure the campaign
receives local support, the mayor of a city often promises promotions or awards to lower level
officials if they helped to achieve the desired outcomes (Dai and Wang, 2007).
Second, to boost the performances, the higher authorities (e.g. provincial government) that
recommended a local authority (e.g. city government) to participate in the campaign may agree to
8

cover some of the costs of the campaign. The financial incentives coming together with the honour
of being recommended are attractive enough for the local officials to decide to participate.

5.

A case study of Xining

In this section, we use the case of Xining, the capital city of Qinghai Province in west China to
illustrate how an originally less inspired local government responded to the incentives of ABCs.
Xining is a relatively poor city in China. Being an inland province, Qinghai’s economic
development is well behind that of the eastern provinces. Xining’s rapid growth began only recently
when the national policy to “Develop the West” was introduced. We do not think the case of Xining
is representative of all cities in China. However, this city suffered from all the problems we
discussed earlier at the same time. Therefore, it can serve as a good example of how these
difficulties may be addressed through the Creating Hygienic City campaign.
The data used in this paper was collected by the authors in 19-20 October, 2008, during the
final inspection period of the competition. Four types of information were collected: (1) official
documents, (2) official statistics, (3) the authors’ observations during the field trip, and (4) two
surveys involving 32 street vendors and 99 people in the street. The official documents and official
statistics help us to see whether the campaign has helped to focus the attention of local authorities
and generate significant investment in public hygiene. The surveys were designed to help us to see
whether the public education goals of the competition had been realised and whether the public
were supportive of the competition.
We interviewed street vendors because they always work in the public space, and were thus
a prime target for the public hygiene campaign. We sent the interviewers to the two largest street
markets in Xining: Minzhu Road market and Shuijing Lane market. The sampling method was
equal distance selection of the first one out of every five vendors. Six out of the thirty-two vendors
normally operated in other areas, but were asked by local officials to move from their original
business site to one of the two organised markets. There can be some drawback with this sampling
method as we can only capture people who are relocated to new business sites but not those who are
driven out of business because it is not practical for them to move to the new business site allocated.
Therefore, it may be possible that the level of support we can get through this sampling is higher
than if the people who were driven out of business had also been included. However, if people
were driven out of business, this should in principle be captured in the survey of individuals.
The individuals interviewed were selected at six different sites where streets crossed each
other in the city centre. The interviewees were divided into three age groups: younger than 30, 3160, 61 and above. The ratio of the age groups was 3:5:2. The sex ratio was 52 men to 48 women138.
Each of the six interviewers139 stopped passers-by, and carried out the interviews after confirming
that the candidates met the two sampling criteria. Ideally, it would have been better to carry out
some in depth interviews at people’s home. However, this was made difficult as the timing of our
research was quite sensitive and interviews of this type need to be arranged via community leaders.
Considering that all the communities are nominated for the final stage of the competition140,
interviews in the presence of community leaders can be strongly biased. In this sense, stopping
people randomly in the street and carrying out anonymous surveys, though not ideal, provided an
opportunity to obtain information offering more insights on the issues at hand.
138

The age and sex ratios used in the sampling are calculated according to the numbers published in the Xining
Statistical Yearbook, 2007.
139
The interviewers were master‘s students from the Sociology Department of Lanzhou University. They had
received training before the interviews.
140
Our presence in some neighbourhoods as strangers in several local communities during this period had caused
alert from the community leaders as we were told later that the locals thought we were central government inspectors in
disguise.

9

The official data and documents were mainly used to show the workload and the outcome of
the campaign. To make sure that we did not only receive the documents that are presented to the
inspectors which might only show the nice stories, we have collected documents and official
speeches to the local residents before the final campaign. These were speeches trying to plea for
greater efforts from the general public and private businesses. Therefore, some of the key
difficulties during the earlier part of the campaign are highlighted. We tried to check between
different documents for consistency, so that we would not only get a beautified image of the
campaign.
5.1 Physical changes brought by the campaign
Xining decided to participate in the Hygienic City Campaign in 1999. According to the
description of some local residents we interviewed, the streets were poorly maintained. Piles of
garbage could be seen everywhere. People threw litter and spat in the street without hesitation.
According to the Xining government (2008), more than 80 percent of the small businesses in the
service sector suffered from low quality hygiene facilities and poor cleaning. Few farmers’ markets
had covers. The plan to meet the basic requirements to join the Creating Hygienic City competition
was finalised in 2003. In the meantime, a series of local hygiene campaigns was implemented. In
2005, the city won the title of Provincial Hygienic City. In 2008, it finally reached the minimum
requirements for entering the national competition. In June 2008, the final campaign for the
competition started. During 19-21 September, 2008, Xining was inspected by officials from the
National Patriotic Hygiene Committee. According to the design of the competition, the inspectors
came in disguise and collected evidence independently. The result was that Xining passed the initial
stage of the campaign and was allowed to go through to the formal assessment in October 2008.
The October results were not satisfactory; however, the city then entered for a second assessment in
2009 and received the title in the end.
After the campaign, dry pit toilets were renovated. 65 farmers’ markets were formally
organised. Some farmers who used to pile up goods on the pavements received their own stalls, and
others were allocated space inside covered markets. Street vendors were licensed and required to
help keep the markets clean. Small businesses improved significantly in their pollution control,
sewage processing, waste disposal, noise reduction, guaranteeing food safety, and also fire
protection. Places that particularly attracted insects and rats were cleaned up. Moreover, the amount
of green space per person in the urban public area increased from 2.3 m2 per person in 1995 to 7.57
m2 in 2008.
Some of these achievements were direct outcomes of following the campaign guidelines141.
There were clear targets to meet. Households, estates and businesses were required to take care of
the space in front of their doors. Property owners were fined if they allowed graffiti and illegal
advertisements to stay for more than 14 hours. Shop signs or business façades were supposed to be
cleaned regularly or even renovated. Drinking taps and toilets which had been accessible to state
enterprise employees only were opened to the public. Small business owners, especially those in the
food and catering sector, had to follow strict hygiene criteria.
These outcomes depend on the local governments’ awareness, ability and willingness to
enforce the policies. With the campaign, local officials have to study the requirements of the
campaigns very carefully and try to enforce the campaign requirements. The format of area-based
campaign holds the local authorities accountable for their performance. This makes them keen to
enforce the criteria as the state suggests.
141

A detailed introduction of the requirements at different levels of the campaigns can be found in Zhang and Li

( 2011a).
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5.2 “Teaming up” with the public
At the start of the campaign, people were reluctant to support it. People were detached and
thought it was the responsibility of the government. Businesses defaulted on the promised they
made. Earlier inspection results were very poor. The local government realised that they had to rely
on public support to be able to achieve the desired results. The cleanliness of the public
environment can only be improved and maintained if individuals changed their behaviour, stopped
littering, spitting in the streets and polluting the environment, and instead did their part to keep the
public environment clean. The experience of earlier public hygiene campaigns showed that small
fines were largely ineffective, and that significant behaviour change only followed once public
hygiene became a value espoused by the local people.
The effort to resort to “patriotism” by highlighting the competitiveness against other places
was evident in Xining and the outcome became observable during the final campaign period. There
were special newspaper columns, TV programs, and telephone hotlines to spread the news,
distribute information about the campaign and report complaints. Students were lectured on the
campaign, and teachers organised meetings together with parents to distribute the information. In
residential areas there were community-based performances, leaflets were distributed, advertising
boards were used, exhibitions were staged in galleries, and public participation was sought. A
special website was also established. Gradually, more people began to appreciate the campaign.
One key result was an increase in the number of volunteers who came from all different sectors of
society. Our interviews show that at the time of the inspection all 99 individual interviewees had
heard of the campaign. Sixty-seven were aware of the purpose of the campaign; 53 out of the 56
people who understood the motivation for the competition believed that it was intended to improve
the living environment and image of Xining. Only three people were cynical and felt the
competition was all about making the local government look good. Twenty-two of the 32 street
vendors interviewed knew what the competition was intended to achieve, and 20 knew why Xining
needed to compete. It seems that the public were aware of the on-going campaign and a quite large
proportion of them took part. On the other hand, the understanding of most people was not very
detailed.
Apart from handing out information, the education campaign also used strategies to build up
the “team” spirit, such as “I love Xining”, “Let’s run the campaign together”, “Cleaner Xining will
give visitors a good impression”, etc.. In a sense, these campaigns helped to define the physical
boundary between the city and other competitors and the “mental” boundary between Xining
residents and outsiders. It nurtured a sense of pride among local residents and intended to motivate
them to make their contribution to the campaign. We could see that numerous people from all
backgrounds were involved in the campaign. Employers, neighbourhood committees and schools
also organised small groups of volunteers to clean up public spaces, hand out leaflets, and put on
street performances. Among the 99 individuals interviewed, 67 had actually taken part in one or
more of the activities that were part of the competition. Twenty four of the 32 small business
interviewees participated in one or more of the activities.
Despite these efforts, the level of public support as measured by the level of participation,
i.e. the proportion of people taking part in one or more of the activities during the campaign, was
less than 70 percent. In winning cities this proportion was usually above 75 percent. The Xining
Government attributed this relative lack of success to not using sufficiently innovative methods to
motivate the general public. Although a lot of information was provided, people in Xining did not
pay as much attention to this as the government would have liked (2008). This turned out to be a big
disappointment not only for the government, but also for the local people. After further efforts, the
city had finally fulfilled the criteria and there was a strong sense of celebration.
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5.3 Learning from others and developing local strategies
The competitiveness of the campaign also encouraged the city officials to look out for good
examples from previous winners and visit other competitors to learn from their experiences in order
to copy good practices. They participated in the training programs offered by the campaign
organisers and collected the past winners’ campaign documents.
The campaign generated a sense of urgency. The government officials became much more
open to suggestions and criticisms. They were eager to hear about good practices and suggestions
for improvement and to adapt existing practices to fit local circumstances. The approach was
pragmatic and aimed at problem solving.
A key issue faced by Xining was that it was not possible for this city to spend as much
money as the richer cities. As a result, it needed to identify its own strengths and take advantage of
these. The city worked out that it had a much higher rate of green space per person, but needed to
focus more on cleaning up the city. Relatively speaking, it is easier to mobilise volunteers in Xining
than in more developed cities. These strategies helped the city to be able to compete with lower
spending.
5.4 Localised finance
As discussed earlier, city officials, if not especially motivated, may not realise that they
would need to spend a lot of money on cleaning the environment. If there were no competitive
campaign like this, they would not prioritise funding for it either. With the campaign, the spending
on city hygiene was unprecedented.
Most of the money for participating in the national campaign came from the public sector:
the provincial government, departments in the local government, district authorities and stateowned enterprises. According to the statistics kept by the Xining Government, the Qinghai
(provincial) Government set aside 800 million yuan to improve the infrastructure and promote
general social development. Some of this money was used for building small-scale urban
construction projects and an infrastructure for improving the environment. The Transportation
Department of the provincial government allocated 40 million yuan for regenerating the back streets
of Xining. The Health Department contributed 10 million yuan specifically for cleaning the city.
Xining government, including several departments, contributed 435 million yuan in 2008. The
district authorities and the state enterprises contributed more than 150 million yuan. The details are
shown in Table 1.
Table 1 Spending by the Xining government and district authorities
Funding source
Administration Bureau
Transportation Bureau

Amount
(million Yuan)

Usage
City
cleaning

54.24

Small-

318.54

scale
infrastructure
construction
Bureau of Commerce

Regenera
tion of farmers’
12

51.01

Notes

market
Bureau of Forestry

Green

11.50

Space
Improvement
Subtotal

435.29

Districts
East District

55.62

Central District

46.14

Including State
enterprises under the city
government

59.33
thousand yuan

West District

14.13

North District

23.63

Dongchuan Industrial

12.54

Promised to invest
23.32m

Park
Total

596.60 million yuan

Source: Xining Government, Statistics for the funding of the 2008 Hygienic City Campaign

The reason given by the officials for spending so much money also confirmed the theory. It
is about local pride and the pride of the officials. A document published by the Patriotic Hygienic
Campaign Committee of Qinghai Province (2008) stressed that Xining as the capital city of
Qinghai, serves as a window to the outside world. Participating in the competition could improve
the city’s hygiene and at the same time set an example to other cities in the province. What is more,
it could boost the image of the whole province in the nation and impress potential investors. Not
only the city thought so, the provincial government that recommended the city to participate as a
representative of the province also felt the need to offer support to the city. As a municipal official
(20 October, 2008) commented to the researchers:
“Once we decided to participate, we just could not afford to be mediocre. I do not think we
would have been punished for not winning. Actually for Xining, even if we only spent the money
allocated by the province and did not make contributions ourselves, we could get by. But we
(officials) also have pride. Once we participate, we want to do well and we do not want to lose face
in front of other provinces.”
Individuals and private businesses were another important source of funding. Their
contribution took different forms:
(1) Donations, usually organised at the community level. For example, market vendors
contributed money to thank the cleaners who worked in their market. Residents contributed money
to reward the street cleaners of their own neighbourhoods142 .

142

“Donation” is the term used in the official documents. However, we do not rule out the possibility of cases of
compulsory contributions, or voluntary contributions but under government or peer pressure.
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(2) Payment for services and facilities. Individual businesses were required to update their
facilities or pay for services offered by the authorities. The amount could be large, as when
investing in new ventilation and sewage system, or it could be small, as in improving the aesthetics
of their stalls. (3) Some private businesses were required to open their private facilities to the
general public, in particular their toilets and water taps (Xining Government PRC, 2008).
5.5 Problems that appeared in Xining’s campaign
The atmosphere in the final stages of the competition was intense, particularly so when the
inspectors came. All activities that could have affected the results were put on hold. This had
significant costs. There were many inconveniences for local residents and businesses. For example,
informal street markets were closed down, and street vendors and shoppers had to move to
organised markets. Among the street vendors we interviewed, six out of the thirty-two had to move,
and eight reported that the competition had had a negative impact on their business. Because the
traffic was under heavy control, some small businesses found it difficult to secure their supplies,
and business costs were much higher than usual. Twenty-nine interviewees reported that the
competition made their life less convenient. The most discussed inconvenience was grocery
shopping, mainly because of the closure of the informal street markets. In addition, markets were
required to close earlier than usual.
A second problem was the very high frequency of inspections of small businesses. In some
places, inspectors exhibited a condescending attitude and totally disregarded the practicality of
possible improvements. The inevitable result was resentment felt by small business owners. The
intensity of inspections justifies the doubts expressed by a number of interviewees in Xining as to
whether the level of effort is sustainable. In some cases businesses cynically gamed the system by
not offering toilets to customers, thereby making it easier for the restaurants to keep the toilet
facilities clean.
A third problem is that many resources were used for arguably unrelated urban
modernisation projects. This observation can be confirmed by the transcribed speech of Mayor,
Yulin Luo in Xining Communiqué (2008). According to him, one of five steps to improve Xining in
the future months of the campaign was to accelerate the demolition of old neighbourhoods, the
implication being that older houses were associated with poor hygiene. Instead of cleaning up these
neighbourhoods, they should be demolished. However, Xining has been regenerated so greatly in
the last decade that the whole city is almost newly-built. Even before the campaign it was very
difficult to find houses built before the 1980s. During the campaign, houses built in the 1980s and
1990s became targets for demolition. In this paper we avoid the debate concerning the impact of
such frequent demolition of neighbourhoods on people’s livelihoods. Nevertheless, it is apparent
that the goal of improving public hygiene has been entangled with the attempt to modernise the city.
However, it is difficult to blame the city authorities for this. In the campaign document published
by the organisers, the term “beautifying” was used several times (The National Patriotic Committee
PRC, 1989). The danger of such vagueness in the design of the campaign is that beautifying a city
can take up resources that could be spent on improving basic services. For a city which is already
relatively under-resourced, the costs of the competition could be exceptionally high.

6.

Conclusion

Local governments’ participation may derive from different motivations. These include the intrinsic
motivation to improve services and personal career development. In terms of trying to make use of
these motivations, area-based competitions (ABCs) are no different from other types of
competitions. What makes them different is that they are able to mobilise the local authorities and
service providers as well as the service users by aligning the interests of the three. What we could
14

see in Xining’s case was that local governments, including the provincial government, city
government, and district authorities, were all keen for the city to perform well in the campaign.
They indeed prioritised the campaign and spent large amounts of money to make improvements,
especially during the final stage. The relationship between the users and the government was also
transformed. The public did not only treat the campaign as a government project, they began to
consider themselves to be members of a team and were willing to make efforts to support the
campaign. This is because ABCs can help to form a group identity for members of the local society
and encourage user participation. What we saw in Xining is that both local officials and residents
started to view other cities as competitors and users, officials and service providers are willing to
work together as a team to achieve the common goal: winning the campaign. As a result, the
decoupled relationship between service providers and users in consumer choice model can be
avoided. Because user voice can help local authorities win, local authorities are more willing to
listen to suggestions and are more open to innovative ideas that can help the city gain an advantage.
They may also be an important source for local innovations.
As predicted by the theory, the educational effects of ABCs are very strong. The learning
experience has several dimensions. First, participation in competition is a learning-by-doing
process. Through the feedback received from the organisers of the competition and the experiences
of other cities, Xining’s leadership realised their own weaknesses and set out new working plans for
the next round of inspection("Xning Communique" 2008). Second, cities are encouraged to learn
from each other and good practices spread and are adapted faster than during non-competition
periods. Third, the dedicated campaigns through public media and the school system became
sessions of intensive education. The direct benefit is that local residents get to know what is
possible and hopefully in the future, they start to demand an improved public environment or voice
their dissatisfaction.
With these advantages, the ABCs are very good at dealing with uninspired local authorities
and service users, and overcome problems caused by low demand for desirable services.
Boyne (1996) studies competitions between local authorities in Britain and concludes that a
large number of authorities are required to ensure competitions are truly competitive. Also, because
a competition is typically run at a particular time, there is a risk that improvements do not persist
beyond the time in which the competition is judged. What is more, the performance of participants
has to be judged, and in situations of asymmetric information, there may be opportunities for rent
seeking and corruption. Our studies do not contradict his findings. In addition, it is important to
point out that as there is no clear signal in the system to show how good is good enough, the
competitors would compete to do better, i.e. spending ever more money and devoting ever more
time to achieve better results than the other competitors. What we may see is a tendency to overdemand and over-invest.
•
•

•

When the campaign is highly prioritised, the level of attention and resources
mobilised may not be sustainable in the long run.
When the number of competitions increases, it becomes burdensome for one local
area to handle multi-competitions at the same time. This indeed happened in China.
The massive increase in the number of ABCs exhausts the local authorities and
residents. The central government ended up carrying out large-scale crackdowns in
1996 and 2006 in order to reduce the number of competitions (State Council Office
of PRC, 2006). In 2007, 1705 national level competitions were cancelled, as well as
more than 90 percent of competitions organised at the local level. However,
experience from the past shows that because of its effectiveness as a motivational
tool, the number of competitions tended to creep up again over time.
Overly enthusiastic officials might be able to abuse public support. When the
government starts to take public support for granted and begins to work single15

mindedly on the competition without taking into account the potential costs to the
public, this risks alienating supporters.
There is no built-in mechanism in the Chinese system to stop overshooting. Therefore,
ABCs became increasingly controversial, even with the positive outcomes. However, given that it is
the Centre but not the market that decides what is desirable, it is very difficult to “cap”
performance.
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Abstract
The author’s 1998 article on decentralization focused on the element of choice as the
major issue of decentralization – granting authority and responsibility for choice to
administrative and elected officials at peripheral levels of organizations and governments –
and introduced the concept of “decision space” to describe the range of choice allowed to
local authorities for different functions (financing, service delivery, human resources,
governance). This approach was based largely on principal agent theory focusing on how
central authorities can circumscribe local choice by establishing rules over choice and by
providing incentives for making choices that would achieve central objectives.
This chapter reviews this approach and discusses its evolution in empirical studies
first focusing on defining the formal decision space (in Ghana, Uganda, Zambia and
Philippines) and then expanding to surveys that assess the actual or informal decision
space that officials reported they were able to exercise (Nicaragua and Morocco).
In a more recent phase of research, the author has now expanded the scope of
study to examine two additional concepts – institutional capacity to make good decisions
and accountability to local elected officials – and the interaction among decision-space,
capacity and accountability. Preliminary findings on studies using this approach in
Pakistan and India will be presented.
In conclusion, the chapter will review the importance of refined definitions of
decentralization to assessing what form will be most effective in achieving policy makers’
objectives.

2

1.

An Innovative Approach to Decentralization

One of the central problems of the analysis of decentralization has been the difficulty of
defining the complex elements that make up the concept. Much of the theory of
decentralization does not disaggregate the concept sufficiently to help answer the policy
question of whether decentralization is a good way to achieve policy objectives.143 Rather,
most analysts present rational choice or other ideologically bound arguments for why local
choice is likely to be a good, or bad, way to achieve objectives or to respond to local
decisions about priorities. In an attempt to address this issue, in the late 1990’s the author
reviewed different theories and evidence on decentralization and proposed an approach
that focuses on the amount of choice that local officials have over a series of different
functions and applied the concept to the case of the health system in Colombia.144 I
reviewed the major approaches to decentralization including the public administration
approach, and local public choice, social capital and principal agent theories and proposed
a more complex approach, based in part on principal agent theory, that describes
decentralization as a set of rules about local choice and incentives that the central
authorities use to encourage local decision makers to make choices that are likely to
achieve the objectives of the central authorities. The approach defined the “decision
space” or local discretion allowed by the central government for functions and subfunctions about financing, service delivery, human resources and governance.
This approach has several advantages. It proposes that decentralization is
fundamentally about shifting choice from central authorities to local authorities.145 The
choice allowed is not a single block but rather a range of discretion allowed over different
functions. Therefore, some systems will allow more choice over budgets and financing
while others will allow more choice over hiring and firing, and other functions.
Furthermore, as systems change, the range of choice may change for some functions and
not for others. This is a more realistic way of viewing the complexity of real experience
than the usual dichotomous descriptions in which systems are defined as decentralized or
centralized (or in some cases, recentralizing).146 However, the objective of defining
decentralization in this way is not just for more complex typologizing. It proposes specific
definitions of what the range of choice might be – using health sector functions as an
example – with the hope that defining empirically the complex types of decision space, we
could then test whether more local choice for some functions would result in better health
system performance. This last objective has proven to be the most challenging.
This chapter surveys the theoretical and empirical developments in the study of
decision space by our team at Harvard School of Public Health, as they evolved since the
first studies we implemented to the present. It first reviews comparative desk study of
143
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formal decision space in four countries to demonstrate the utility of the framework and
evaluate the impact of decentralization in Zambia, Chile, Bolivia and Colombia; these were
the first assessments of the impact of decentralization on the equity of allocations of
financial resources. A second phase was a series of empirical studies in Nicaragua and
Morocco to examine the actual choices that local officials reported they made, what we
called “informal decision space”, which showed variations not apparent with the formal
assignments of roles and responsibilities. In a third phase of research we combined
assessments of informal decision space with information on the local capacities and
accountability of health officials to locally elected officials in Pakistan, India and Vietnam.
Finally, a comparative desk analysis of decentralization using a modified decision space
framework revisited the issues of decision space, capacity and accountability in a broader
range of countries. This review is followed by recommendations for future policies on
decentralization and a call for additional research in this topic.

2.

Initial Empirical Applications of the “Decision Space” Approach

Using the “decision space” approach the author, along with colleagues and students at
Harvard School of Public Health, began a series of studies to analyze empirical cases of
decentralization. We first applied the framework to a comparative analysis of secondary
sources on four countries that in the early 2000’s had reputations for being decentralized:
Ghana, Zambia Uganda, and the Philippines.147 The study produced a comparative “map”
of decision space (Table 1) classifying (based on criteria established in the original Social
Science and Medicine article148) the different degrees of formal choice for each function for
each country and demonstrating considerable variation among countries and among
functions.

147
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Table 1: Comparative Decision Space for Ghana, Zambia, Uganda, Philippines
Functions

Range of Choice
Narrow

Moderate

Wide

Zambia

Ghana

Philippines

Financing
Source
s of Revenue

Uganda

Expend

All Four

Income
from Fees

Ghana,

itures
Philippines

Zambia
Uganda

Service
Organization
Hospita
l Autonomy
Insuran
ce Plans
Payme
nt Mechanisms

Ghana

Uganda

Philippines

Zambia
Ghana

Zambia

Uganda

Philippines

Ghana

Philippines

Zambia

Ghana

Uganda

Uganda

Contra
cts with Private
Providers

Zambia
Philippines

Human
Resources:
Salarie

All Four

Contra

Ghana

s
Philippines

cts

Zambia
Uganda

Civil

Zambia

Ghana

Service

Uganda
Philippines

Access Rules

Zambia

Ghana

Uganda
Philippines
Governance
Local
Government

Ghana

Uganda

Zambia

Philippines

Facility

All Four

Health

Ghana

Zambia

Philippines

Uganda

Ghana

Zambia

Uganda

Philippines

Boards
Offices
Comm
unity
Participation

5

Country Totals
Ghana

11

4

0

Zambia

5

7

3

Ugand

5

7

3

Philippi

3

7

5

a
nes

Reprinted with the permission of Health Policy and Planning.
However, a review of the available evidence did not allow us to determine the
relationship between decision space and performance. While there was evidence of
differences in financing, service delivery and human resources, attributing these
differences to the degree of decentralization was not possible. In the end this study
showed that the approach could distinguish the different degrees of decision space among
the four countries and showed how complex the empirical problem of assessing impact on
performance was.
In a follow up study of Zambia, for which we were able to do primary research, we
analyzed data from before and after decentralization and found positive effects on
allocation of resources to and within districts based on a strong application of a well
designed formula based on population size and hospital beds, and on carefully monitored
expenditures by the Central Board of health.149 Wealthier districts were, however, able to
mobilize more resources than the poorer districts, suggesting that inequities would widen
in the future. The study found no distinguishable difference in health performance after
decentralization as measured by utilization of health services, immunization coverage and
family planning activities.
During the early 2000’s we also studied three countries in Latin America which had
a reputation for having the most decentralized health systems at the time: Chile, Bolivia,
and Colombia.150 The study found that in the Latin American cases, as in the African and
Asian cases, there was considerable variation in decision space among countries and
among functions within countries. It also found that over time, decision space was
reduced for some key functions – such as human resources salaries and earmarking of
financial allocations. Even in these countries with a reputation for decentralization, many
functions remained highly centralized (in decision space terms, “narrow” choice for local
officials).
This study also found the clearest evidence that the process of decentralization
had, surprisingly, led to increased equity of allocations.151 In the Chile and Colombian
cases for which the financial data was most reliable, the study found that over time since
decentralization the gap between the wealthiest municipalities and the poorest was
significantly reduced – both for the intergovernmental transfers from the central
149
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government and for the locally generated tax revenues assigned to health (see Table 2).
While the intergovernmental transfers in Colombia, for instance, had favored the wealthiest
quintile of municipalities with six times higher per capita allocations before
decentralization, the application of a population based formula for allocations that was
imposed by decentralization legislation, resulted in almost equal allocations from the
central government. The surprise was that the gap between rich and poor in terms of their
own source revenues allocated to health also declined – from a difference of almost 42
times higher per capita expenditures in health to only 12 times higher. Decentralization
appears to have encouraged poorer localities to take financial responsibility for health
seriously, and the wealthier did not keep pace with the increases assigned by the poor.
While the rich still assigned more of their local resources than did the poor,
decentralization actually narrowed the gap, flying in the face of theoretical expectations.
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Table 2 Colombia: Average External and Own Source Revenues per Capita by Income Decile
1994
1995
1996
1997
Deciles National Own
National
Own
National
Own
National
Funds
Revenues Funds
Revenues Funds
Revenues Funds
1 poor 7.1
0.2
10.9
0.2
22.4
0.9
54.6
2
10.7
0.5
12.0
0.8
22.8
1.2
56.2
3
10.5
1.2
15.3
1.4
25.4
3.2
59.1
4
14.8
2.2
19.4
2.4
26.6
4.7
54.4
5
16.9
2.6
24.3
4.3
28.8
7.6
62.4
6
28.1
4.1
27.1
6.0
38.0
12.8
60.0
7
24.5
4.1
36.0
7.9
47.2
14.7
67.3
8
25.7
4.1
41.6
8.0
45.8
13.4
67.3
9
37.8
6.7
52.4
10.0
56.0
18.1
64.7
10 rich 43.4
8.3
58.7
14.0
52.7
21.2
64.6
Avg.
21.9
3.4
29.7
5.4
36.6
9.8
61.1
th
10 /1st 6.11
41.5
5.38
70.0
2.35
23.55
1.18

Own
Revenues
2.1
2.9
7.1
9.6
13.9
18.1
20.3
21.2
23.4
25.0
14.4
11.9

Reprinted with the permission of the Bulletin of the World Health Organization
This series of studies focused on the formal range of choice allowed local
governments and demonstrated that the decision space approach had value in describing
the full range of functions that could be decentralized to local governments. In the case of
Chile and Colombia, it also lent evidence for the argument that formal decentralization
could improve equity, at least equity in allocations of financial resources. However, the
authors were uneasy with the limited ability to assess the actual range of choice that was
exercised by local officials. Were they simply following the directives of higher officials as
they had under centralized authority, or were they exercising fully the range of choice
formally granted by central authorities?

3.

Focus on variations within formal decision space: Informal decision space

It soon became apparent that the formal legal and regulatory rules about decision space
did not really define the actual practice of officials. In interviews with officials we
consistently found that some officials made more use of the range of choice they formally
had while others limited their choices to earlier centralized decisions or were unaware of
the range of choice they could use. In some cases, officials indeed made more choice than
they were “allowed” and got away with it because of a lack of centralized monitoring or
enforcement. We decided then to develop survey instruments to ask local officials what
kinds of choices they actually had made in the past year. Other surveys (for instance the
original Decentralization Mapping Tool of Management Science for Health) had attempted
to assess attitudes toward decentralization by local officials. These instruments however
were largely open-ended or vague enough to allow for very subjective responses. It was
felt that open-ended questions tended to reflect the different abilities or desires of
respondents and were not as comparable as questions asking directly if they had actually
made specific choices about different functions.
Developing appropriate questions for surveys of officials was tricky business,
because it meant that the survey instruments would have to be developed with a group of
informants who knew what choices were likely to be made in order to develop closed
ended questions that would be meaningful and discriminate different degrees of choice
within the country context. It meant also that we would be limited in our ability to make
comparative analysis across countries with different levels of formal choice. We
developed and tested these survey instruments in Nicaragua and Morocco.
8

The Nicaragua surveys helped define the decision space that was available in a
system that had evolved with few clearly defined rules so that less was known by policy
makers about what decision space was actually in practice.152 The study of the decision
space at the district (SILAIS) level suggested that officials had a moderate range of choice
over central government funded expenditures, over their own source revenues collected at
the facilities and over assignments and transfers of human resources and community
participation. For other functions the central Ministry of Health defined the choices without
allowing local discretion. We were not able to find relationships between decision space
over these functions and any of a series of relatively reliable performance indicators. The
study however did analyze funding shortages, inequities of allocation among districts, high
rotation rates of human resources and made recommendations for policy changes
including a “needs based” formula and longer term assignments to reduce the change in
local staffing, especially of managers.
In Morocco we found that the formal decision space was generally very narrow –
not unusual for former French colonies with their history of highly centralized
bureaucracies – but that there was variation in the amount of decision space that the
district délégués reported in actual practice.153 The questions asked specifically if they
made choices that were allowed and also if they needed higher approval for choices that
they made whether these choices were approved to get a sense of how wide their
judgment was respected by higher authorities. Those délégués who reported higher
decision space and less rejections from superiors for choices in specific functions tended
to allocate more resources to administration and training than directly to priority maternal
and child health programs and immunizations. This was not seen as a positive outcome
and suggested that stricter allocation monitoring was needed.
In a more specific application of decision space analysis, we were asked to do an
applied research project for a USAID-funded logistics system project to assess the impact
of decentralization on health logistic systems in low income countries.154 This project gave
us an opportunity to apply decision space analysis to a situation in which the project was
collecting detailed measures of performance. Working with logistics system experts we
were able to define 14 different logistics functions that might be decentralized – from
forecasting needs through to the delivery of drugs to the patient – and to develop specific
questions for two different health systems: Guatemala and Ghana. At the same time we
did our surveys, the project used its standardized questionnaire about the performance of
the logistics system – asking questions about key issues such as stock outs, inventory
methods, cold chain maintenance, etc. We were able to identify performance indicators
for most of the 14 functions that could be decentralized and were able to show that some
of the decentralized functions were associated with higher (and others with lower) levels of
performance in both countries. We concluded that for logistics system functions there was
evidence in both countries suggesting that better performance could be achieved if
inventory control and logistics information systems were centralized while planning and
budgeting was decentralized. Both these findings made logical sense in that allowing
variation in such technically rigid functions as inventory control and information system
formats would result in poor quality logistics, while local knowledge of needs and finances
would strengthen planning and budgeting. In Guatemala, where an unusual form of
procurement allowed local officials to procure medicines directly from producers for fixed
152
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low prices determined by a competitive national process called “open contracting.” This
suggests that under conditions of open contracting, more local decision making might
result in better performance.
These studies of informal decision space led to the conclusion that there was a
range of choice within the formal decision space that was likely to have an impact on how
effective decentralization would be.155 If some officials did not take advantage of the full
range of choice, as they responded to their local conditions and situation, decentralization
would not have the theoretical advantage claimed by advocates. This difference also had
implications for the policy of defining decentralization in ways to promote better
performance based on local decision making. However, it was also clear that there were
other factors that would contribute to better performance, namely, the capacities of local
administrations to design and implement health programs, and the responsiveness or
accountability of health officials to local elected officials.

4.
Widening the Scope of Analysis: Decision Space, Capacities and
Accountability
In response to growing attention to health system strengthening and to a growing literature
on governance and accountability, we decided to expand our conceptual framework to
include two additional dimensions to complement our initial focus on decision space and
performance.
It was clear that our earlier focus on decision space would not account for the
differences in the capacities of those making decisions – in terms of personal skills and
knowledge and institutional factors such as staffing patterns and funding. In addition,
since many forms of decentralization imply a dual principal agent situation – health
administrators respond both to the central government and to the local elected officials – a
form called, in the classic literature on decentralization, “devolution” in contrast to
“deconcentration’ within the ministry of health -- we wanted to examine the accountability
of local health officials to the guidance and priorities of local elected officials.156
One of the critical objections to decentralization has been the argument that the
skills and knowledge of decision makers and the staffing levels in localities is often too
weak to make and implement good decisions about health service issues. (In some cases
this argument is an equity argument, emphasizing the differences in skills and staffing from
wealthy to poor communities.) Others suggest that the difference in funding levels from
one locality to another might explain the difference in the ability to make good decisions at
the local levels.
Since many decentralized health systems emerge from a centralized bureaucracy
and introduce new authority and responsibility for local elected officials – charging them
with the responsibility of defining local priorities and mobilizing additional local resources –
we sought to assess the accountability of the health administrators at local levels to the
elected officials at those levels.157
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Opportunities to examine these dimensions appeared in USAID and World Bank
projects in Pakistan, India and Vietnam. Modifying the survey instruments used in
Nicaragua and Morocco and adding questions about the dimensions of institutional and
individual capacity and accountability to local officials, we implemented surveys specific to
the conditions in selected districts in Pakistan and three states in India and at the
provincial level in Vietnam.
The study in Pakistan was the first attempt to assess decision space, capacities and
accountability together.158 The administrative organization of Pakistan involves national,
provincial and district administrative units with a uniform civil service that involves both
general administrators and health specific administrators. At the district level there are
local elected officials, Nazim, who have a role in local decision making. The survey asked
91 officials, including the two types of administrators and the Nazim, questions about
decision space, capacities and accountability specific to their roles in 17 districts.
The questions about decision space focused on four key functional areas
(strategic and operational planning, budgeting, human resources, and
service organization/delivery), and the questions on capacity asked about
resources available, skills and experience, and processes. Questions about accountability
attempted to assess how much the Nazim were involved in decision making and how
responsive local administrators were to the Nazim’s priorities. In this study we converted
the responses into quantifiable indices in order to test the significance of relationships. The
responses were coded on a three-point Likert scale into narrow, moderate or wide decision
space or high, medium or low capacity or accountability. These responses were then
standardized by respondent type and summarized into two indices: one for responses to
functional issues by individuals and one for responses to those issues across all
respondents in a district.
We found that there were strong positive correlations among the different
dimensions of decentralization – those who reported high levels of decision space in a
specific function also reported high levels of capacities and accountability for that
function.(see Table 3) For instance, if a district had high decision space for strategic and
operational planning they also had high decision space for service organization and
delivery (p= 0.43 at 5% level of significance).
Table 3. Cross-function correlations within dimensions of decentralization
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We also found that those who had high levels of one dimension in one function also had
high levels in other functions – high decision space for all functions was correlated with high
capacity and high accountability. (see Table 4) For instance, officials with high decision space for
strategic and operational planning also had high levels of capacity for that function (p=0.41 at 5%
level of significance).
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Table 4. Within-function correlations between dimensions of decentralization
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To further test the relationship of the dimension of capacity we assessed the personal experience of
the respondents and found correlations between years of service and an index of decision space – longer
serving officials reported wider decision space – and more capacities (as measured by the index of
capacities in the survey). (Table 5) Those with more training also reported more capacities. Interestingly
there was no relationship with accountability.
Table 5. Correlations between decentralization and respondent experience/capacity
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This study demonstrated, as did the earlier studies, that there was a wide variation
of responses about the informal decision space, even within a relatively uniform civil
service context based on a British model of administration. It also showed that there were
significant synergies among the three key dimensions – decision space, capacity and
accountability. The least strong relationship was with accountability, which is not surprising
given the lack of long experience with civil servants being responsive to local authorities.
This synergy among the dimensions is an important finding suggesting, although not
demonstrating causally, that policies to strengthen one of the dimensions might lead to
improvements in the other dimensions. We also found that the choice allowed in human
13

resources decisions – recruitment, hiring, firing and transfers – were extremely limited, and
that this limitation was viewed by respondents as not reflecting their capacities in this area.
In an unusual opportunity, we followed up the original 2006 study with a capacity
building intervention and a follow up study in 2009. The follow up study is based on
surveys administered to local health sector decision-makers in 15 districts in Pakistan —
10 of which received capacity-building assistance from a USAID funded maternal and child
health project, called PAIMAN, and five similar control districts which had no capacity
building interventions.159 While local authorities in both districts reported using more of
their discretionary powers (i.e., “decision space”) by 2009, institutional capacities in
PAIMAN districts improved to a higher degree than in comparison districts. Officials in
neither set of districts reported significant changes in their accountability to local elected
officials, although those districts with more decision space and institutional capacities did
mobilize greater local support for health programs. As in the earlier study, we found that
there were strong synergies among the dimensions of decentralization for different health
sector functions. This study extended those findings to show that stronger institutional
capacities and wider decision space were associated with improvements in health
coverage, and in better administration of the health system. These findings, again, were
some of the few studies of decentralization that show how capacity building interventions
to improve decentralization at the district level may contribute to improved decision-making
abilities and, in turn, improved health system performance.
We modified the instruments of the Pakistan study to implement similar surveys in
three states in India, Uttra Pradesh, Orissa and West Bengal.160 The methodology was
similar to that of Pakistan and the findings were similar. The Indian system granted
greater authority to the states than Pakistani provinces (at the time – since the study was
completed Pakistan has devolved most responsibilities to the provinces) so there is
potential for greater variation among the states in India, and the local elected officials in
the panchiat raj institutions (PRIs) were likely to be more reflective of electoral politics than
were the Nazim of districts in Pakistan. The dynamics of the interplay of decision space,
capacities and accountability at the district level were found to be similar. In all three
states, we found significant variation in decision space, capacities and accountability as
reported by the officials interviewed. For instance the results in six districts studied in
West Bengal are presented in Figure 1 below.
Figure 1. Decision Space and Capacities Scores in Six Districts of West Bengal, India

Thomas J. Bossert, Andrew Mitchell and Muhammad Anwar Janjua. “Improving decentralization for health in
Pakistan” submitted for publication in World Development 2011
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* SOP = Strategic/Operational Planning; BUD = Budgeting; HR = Human Resources; SOD = Service
Delivery/Organization; M&E = Monitoring and Evaluation

In all three states, the synergies among the dimensions of decision space,
capacities and accountability were also demonstrated, although to different degrees of
correlation and significance for specific functions. The least strong relationship was with
accountability – reflecting the same situation in Pakistan – and reflecting again the
historical experience of civil servants not being responsive to local authorities. We also
found that limitations in human resources were perceived as a major constraint on
effective management at local levels.
While the Vietnam study focused on provincial level decentralization rather than at
the district levels, the study found similar results to the findings in Pakistan and India.161
While the political system in Vietnam was different from that of Pakistan and India, the
dynamics of relationships among the dimensions of decentralization did not seem to be
affected by a system dominated by a single political party. We again found significant
variations in the informal decision space, capacities and accountability and also significant
synergies among the three dimensions. Again, accountability was the least strong
dimension and human resources perceived as the most restricting functional area,
although the policy of allowing local contracting has mitigated this constraint. In Vietnam
the central allocations to the poorer provinces was a clear national policy that had the
implication that the wealthier provinces exercised greater decision space, likely because
they contributed more of their own source resources, than did the poorer provinces which
were more dependent on central government transfers.
This series of studies confirmed the utility of examining decision space, capacities
and accountability in a way that explored the interactions among the three dimensions. In
the study of Pakistan, it also provided evidence of how a single intervention in capacity
building could strengthen the performance of the system, and the advantages of synergies
among the dimensions.

5.

Governance and Sector Interests

In some recent work we have become aware of a significant difference in the way we
approach and seek to evaluate decentralization from those who identify themselves as
161

Thomas J. Bossert, Andrew Mitchell, Nathan Blanchet. Governance and Decentralization of
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Capacity. World Bank, 2010
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governance experts.162 The growing interest in governance among major development
donors has given rise to analysts who examine decentralization from a normative
perspective based on theory (going back at least to de Tocqueville) and advocacy that
more decentralized governance is likely, at least in the long term, to result in better
democracies and in better policies. From this perspective more decentralization is an
objective to be sought by general policies, although the more sophisticated analysts also
warn that the type of decentralization needed would have to avoid problems of capture,
corruption and inequities of resources. In terms of objectives, this perspective is quite
different from ours. We start with the proposition that we want to know the best form of
decentralization for achieving the objectives of a health system. For us the performance
that measures the effectiveness of decentralization is primarily whether and how
decentralized systems achieve better health outcomes. However, we are also concerned
that health policy reduce the financial risk of illness, and generate patient and public
satisfaction with health services in a manner that is equitable, efficient and marked by high
quality.163
For this project we analyzed secondary sources for six case studies of
decentralization in Asia (India, Pakistan, Philippines), Africa (Uganda) and Latin America
(Bolivia, Chile) to assess differences in decision space and accountability for policy
recommendations for World Bank officials. We summarized the decision space of the six
cases as follows in Table 6:
Table 6: Decision Space for Six Country Study
Exercise of local
discretion

Function
Low

Med

Drivers of local-level authority

High

162
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Exercise of local
discretion

Function
Low

Med

Drivers of local-level authority

High
Administrative decentralization

India
Required
programs

Pakistan
Uganda

Bolivia
Chile

India, Pakistan, Uganda: high conditionality on central
fiscal transfers shape programmatic implementation
Philippines Bolivia, Chile: insurance-related mandates provide some
programmatic mandates
Philippines: minimal central programmatic mandates

Hospital
autonomy

Chile
Pakistan

Chile, Pakistan, Uganda: secondary and/or tertiary care
outside of scope of health sector decentralization
India

Uganda

Bolivia

India: hospital autonomy conducted on state-by-state
Philippines basis
Bolivia, Philippines: local government ownership and/or
management of hospitals provides wide discretion
Bolivia, Chile: centrally-defined/administered plans
Pakistan, Uganda: lack of large-scale insurance
mechanisms

Bolivia
Insurance
Plans

Chile

India

Pakistan

Philippines

India: some use of community-based health insurance
Philippines: centralization over many elements (e.g.,
administration; premium collection) coupled with local
choice over selected plan elements (e.g., enrollment of
the poor)

Uganda

Chile, India, Uganda: little local-level ability to contract
Chile
Contracting
(with
India
organizations)
Uganda

Bolivia

Bolivia, Pakistan: contracting allowed upon central
approval
Philippines: relatively wide ability to contract at an
organizational level (but not yet well developed in
practice)

Pakistan
Philippines

Bolivia, India, Pakistan, Uganda: most elements
standardized at national level (e.g., drug lists, prices)

Bolivia
Procurement

India

Chile

Philippines

Pakistan
Uganda

Chile: local choice for hospitals using public/private
suppliers
Philippines: existence of numerous local procurement
systems

Bolivia
Chile
Civil Service India
(salaries)
Pakistan

All countries: continued reliance on centrally set civil
service salary grades

Philippines
Uganda
Bolivia: public sector personnel not devolved
Bolivia
Civil Service
(other HRM* India
functions)
Pakistan

Chile

Philippines
Uganda

India, Pakistan: continued local government deference to
civil service administrators
Chile: discretion limited to primary care sector
Philippines, Uganda: wide local discretion exists

Contracting

Bolivia

Philippines

Bolivia, Chile, India, Pakistan, Uganda: little locally
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Exercise of local
discretion

Function
Low
(with
individuals)

Med

Chile

Drivers of local-level authority

High
initiated contracting for services in public facilities
Philippines: local contracting allowed below level of
physician

India
Pakistan
Uganda

Fiscal decentralization
India

Bolivia

Expenditures
Pakistan
/ Revenues
Uganda

Chile
Philippines

India, Pakistan, Uganda: comparatively high conditionality
on central transfers/low local capacity own-source
revenues
Bolivia, Chile, Philippines: comparatively low conditionality
on central transfers/higher levels of own-source revenues

Reprinted with the permission of Development Policy Review.
For capacities the cases suggested that specific capacities be assessed in terms of
present capacity for implementation – for instance, use of contracting when existing
capacity does not exist – as well as using decentralization as a means of strengthening
longer term capacity.
For accountability we identified several mechanisms that appeared to improve both
civic and social accountability which went beyond the focus only on accountability toward
local elected officials to see if accountability to community organizations was effective
(Table 7).
Table 7: Accountability and Decentralization in Six Country Study
Function

Public Accountability

Social Accountability

Administrative decentralization
Norms/Programs

Hospital Autonomy

Insurance Plans

Contracting (with
organizations)

Procurement

§
Minimum technical
standards (e.g., staff establishments)

§
Area-wide performance
agreements/rankings (Bolivia)

§
Limited autonomy to
certain hospital functions (Philippines)

§
Hospital boards (with
government representation) (India)

§
performance agreements
for nationally-important indicators (e.g.,
immunization coverage)

§
Facility/provider report
cards (Bolivia)

§
Use matching grants to
encourage some components (e.g.,
enrollment of subsidized beneficiaries)

§
financing

§
Permit local contracting
under case-by-case approval from
central government (Bolivia)

§
Institutionalized
community identification and
implementation of projects (e.g., CCBs in
Pakistan)

§
Retain strict standards for
uniform functions
(e.g., inventory control) / allow greater
discretion over variable functions (e.g.,
budgeting)

§
Institutionalized
transparency (e.g., information
dissemination on prices) with purchasing
decision left to localities (Chile)

Human Resources
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Community-based

Function

Public Accountability

Social Accountability

Civil Service

§
Allow increased short term
contracting of some professionals to
increase flexibility

§
Provider/facility report
cards (Uganda)

Contracting (with
individuals)

§
Allow increased short term
contracting of some professionals to
increase flexibility

§
Provider/facility report
cards (Uganda)

Fiscal decentralization
Expenditures /
Revenues

§
Match expenditure to
revenue assignments

§
(Uganda)

Participatory budgeting

§
Performance agreements
(Uganda, Bolivia

Source: Thomas J. Bossert and Andrew Mitchell, Background Note on Sectoral
Decentralization and Local Governance for an Economic and Sector Work (ESW): Health Sector. Harvard
School of Public Health and World Bank 2009
This study was a review of existing literature and not the result of primary research
using a consistent methodology – as had our earlier work on this wider type of analysis.
We are therefore less confident that the recommendations come from systematic
evaluation of similar situations which might come from systematic surveys.
This study did, however, demonstrate that the combined study of formal decision
space, capacities and accountability could be informative, even if it was not based on a
survey of officials – making the study of complex decentralization factors feasible for desk
study methods.

6.

Policy Recommendations

In general we found that the decision space at local levels was still quite restricted,
even in countries with reputations for being very decentralized. We found that there was
considerable variation in decision space among different countries and within countries in
the decision space among different functions. The recent studies of decision space,
capacities and accountability show relatively consistent synergies among the three
dimensions in three different country contexts (Pakistan, India and Vietnam) and similar
weakness of accountability and limitations on human resources decisions.
The decision space studies have in general supported the idea that it is not so
much whether policy makers choose to design and implement decentralization but how
they do so. While we only have some sophisticated studies demonstrating the effects of
some processes of decentralization, these studies did show that, under certain conditions,
some forms of decentralization can improve equity of access and logistics systems
performance. In general, since in several countries we find that decision space and
capacity are linked, policies to increase decision space should be accompanied with
programs to improve local capacities. The relationship with accountability, although not as
strong, also suggests that mechanisms for local accountability can improve
decentralization -- even in countries where local elite capture may be rampant. The current
low levels of decision space in many countries also suggest that there is considerable
room for experimentation in wider decision space than most countries currently allow.
The studies of decentralization that used the decision space approach led to some
specific recommendations for policy in each country. For Nicaragua and Morocco we were
able to recommend expansion of decision space for specific functions that were seen by
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respondents as particularly constraining. We were able to make specific recommendations
for capacity building in different functional areas by district in Pakistan and India and by
province in Vietnam.
These studies suggest that decentralization policies be developed in ways that can
incrementally increase the range of local choice for officials, who can be responsive to
local needs and priorities and at the same time improve overall health system performance
and equity. This can best be achieved if a wider decision space is accompanied with
capacity building at the local level, and with some increase in accountability of health
officials to local elected officials. Especially important is increasing institutional capacities
through additional staffing, well designed and specific management training programs, and
technical assistance support for logistics and information systems – a potent combination
likely to improve health systems performance. We also found that targeting districts with
low levels of capacities could be a way of improving the equity of performance across
districts.
The experiences in the countries in our earlier studies, especially Chile and
Colombia, suggests a process of incrementally increasing decision space while at the
same time providing additional resources, either through resource generation by local
authorities, or through greater intergovernmental transfers, or both.
The possibility of improved synergies shown especially in the Pakistan study
encourages us to recommend interventions in the capacity building area that can also be
related to greater use of decision space and more responsiveness to local authorities.
They also allow us to recommend specific widening of decision space from the often quite
restricted narrow range to greater local discretion over how to allocate their own funds;
more control over human resources, especially incentives for better performance; a
greater ability to focus organizational resources on priority health problems and also make
decisions to make services available at more appropriate times for patients; and allowing
for greater local participation in the governance of health services. It is also likely that the
central authorities should retain control over norms and standards for the quality of
services and for equity of access to services. While expanding choice for human
resources, a constraint that several studies found particularly important, policies of
decentralization should, nevertheless, also retain some control over human resources to
assure that hiring, firing and incentives are made based on merit rather than patronage or
individual caprice.
We have some evidence that greater responsiveness to local authorities, especially
if they are held accountable by effective elections, is likely to improve performance. The
mechanisms of accountability that require some oversight by local authorities and grant
them some control of local budgets, as well as some granting of direct community
participation through local health committees or social audits, also seem to have an
important role, although our studies do not find this as significant as capacity building and
decision space adjustments.

7.

Where to go from here

This set of empirical research suggests that decentralization is extremely complex
both conceptually and in practice and that we still need much more work to develop clear
and comparative criteria for defining the phenomena. We are not satisfied with the general
approaches which use simple dichotomous definitions of decentralization. We have tried to
define decentralization as choices made by local officials and used two methods of
defining that decision space of choice: the regulations and laws defining “formal” decision
space and the use of “informal” decision space that is reported by respondents to closed20

ended surveys. There are problems with these approaches. Laws and regulations often
do not reflect actual use and therefore might over or under estimate the amount of local
choice that is practiced. However, the reports by officials may be influenced by reluctance
to report what is not in the formal rules or by ignorance, misunderstanding or self
aggrandizement. These are general problems of any survey so it would be important to
continue to validate the approach in places where some observation by outsiders is also
possible. Perhaps more important, the need to tailor each survey instrument to the likely
reasonable responses within the country context and to the situation of each type of official
respondent, means that comparative analysis across countries is extremely limited.
Although we have used relatively similar instruments in Pakistan and the three states in
India, the variations in conditions make it hard to say that there is more use of informal
decision space for any specific functions in one or another state or country.
The empirical work we have done has also allowed some preliminary findings that
partly suggest how decentralization is related to performance – with findings that
decentralization processes have brought increased equity of allocations in some contexts,
and that in some cases, those officials who take greater advantage of the decision space
that they are allowed can make better choices if they have more capacity and more
accountability. However, we are far from our initial objective of finding evidence of what
type of decentralization should be recommended for achieving better health system
outcomes. It is likely that better performance depends on a combination of context factors
about the overall governance and economic systems, including specific details of the
processes of accountability, as well as the details of the rules of decision space and the
institutional and personal capacity of local decision makers.
However to determine what these factors are and when to increase decision space
and/or develop system strengthening capacity building programs with scientific confidence
would require a research agenda tied to the implementation of a decentralization policy
that would allow random assignment of changes in decision space, capacity and
accountability. The before and after studies that we have done and the observational
studies of point in time associations do not control for other factors that might influence
observed performance differences. For instance, changes in decision space in Colombia
and Chile were made at the same time as other changes in insurance programs which
might also have influenced health outcomes and for that reason we focused only on
allocation decisions not likely to be affected by the insurance program.
While random control trials are the gold standard for evaluating the impact of
interventions, in the case of decentralization especially, they are likely to be most difficult
to implement. Few countries are willing to implement a complex intervention like
decentralization in a phased manner amenable to randomized trials.164 A rare policy
maker would be willing to allow researchers to randomly assign which districts will receive
greater decision space and which would not, even if the trial was only to last a year or so
before rolling out decentralization to the control districts.
In the absence of opportunities for randomized trials, continuing efforts to evaluate
decentralization by examining performance indicators from before and after initiation of
changes in local decision making authority is probably the only method we will have.
The effort to evaluate the advisability of different degrees of decision space,
different levels of local capacity and different responsiveness to local elected officials is
164

A rare exception is the random trial evaluation of Mexico’s complex social insurance program, Seguro
Popular. See Gary King, Emmanuela Gakidou, Kosuke Imai, Jason Lakin, Ryan T Moore, Clayton Nall,
Nirmala Ravishankar, Manett Vargas, Martha María Téllez-Rojo, Juan Eugenio Hernández Ávila, Mauricio
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likely to be worth it. Without empirical evidence of the results of policy choices about
decentralization we are likely to continue to miss out on strongly supported
recommendations for future policy, and continue to hear the recommendations that come
from untested theories and from advocates either for or against decentralization.
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ABSTRACT
This paper provides evidence concerning political participation (turnout,
awareness, attendance at meetings, campaign involvement, voting) and its
relation to local governance (targeting of public services) in a developing
country, based on a rural household survey in West Bengal, India. We find
that reported participation rates varied remarkably little with socio-economic
status, with the exception of education and immigrant status. Within villages,
benefits disbursed by local governments displayed no relation to wealth,
caste, education, gender or political affiliations. In contrast, allocation of
benefits across villages by higher-level governments displayed bias against
the poor; these biases were larger in villages with more unequal
landownership and lower participation rates in village meetings. Political
support among voters for the dominant Left party was positively correlated
with receipt of recurring benefits and help provided by local governments in
times of personal need, but not long-term one-time benefits or local public
goods provided.

1. Introduction
Much attention has been devoted in recent years to decentralized development strategies
in poor countries, in the hope that this will enhance efficiency and accountability in delivery
165

We thank MacArthur Foundation, the Indian Statistical Institute and WIDER for funding this research, to
seminar participants at Center for Studies in Social Science, Kolkata and Institute for Policy Dialogue at Columbia
University for useful comments, and Jean-Paul Faguet and an anonymous referee for expositional suggestions.
166
Department of Economics, University of California
167
Economics Research Unit, Indian Statistical Institute, Kolkata.
168
Department of Economics, Boston University.
169
Economics Research Unit, Indian Statistical Institute, Kolkata.

2

of public services (see, for example, the 2004 World Development Report). Whether this
hope will be realized depends in large part on the functioning of local democracy in less
developed countries.
Accountability pressures depend on the pressures imposed on elected officials by
citizens, through the way they vote, exercise voice and receive information about the
actions of officials. If a large fraction of citizens either do not express their opinions, lack
proper information or understanding of policy issues, a democracy would create no
incentives for politicians to espouse or implement policies in the public interest.
Governments can then be corrupt and captured by special interest groups, without facing
any threat of displacement. Uneven patterns of political participation or political awareness
across different socio-economic groups may thus be a powerful cause of perpetuation of
social and economic inequalities.
The extent to which this is true in any given context needs to be studied empirically.
How do patterns of political participation (e.g., election turnout, political and civic
meetings), awareness and exposure to media or related sources of information concerning
government programs and policies vary across socio-economic categories? In particular
do households owning little land or belonging to low social status groups participate
significantly less in local politics? Do local governments distribute public services equitably
within their jurisdictions? How do service delivery patterns vary with citizen participation in
civic meetings which provide them an opportunity to air grievances, question elected
officials and debate local policies? Do service delivery patterns affect the way citizens vote
subsequently? In particular, what kinds of delivery patterns increase chances of re-election
of incumbent governments? Empirical analyses of these kinds of questions are relatively
scarce, particularly in the context of in developing countries. With few exceptions (such as
Baiochhi et al (2006) or Krishna (2006)), most studies of patterns of political participation
do not examine targeting of services across different socio-economic categories and the
links between them.
This paper presents an empirical analysis of patterns of political participation
(turnout, awareness, attendance at political and civic meetings, involvement in political
campaigns, voting) in local governance across socio-economic categories in rural West
Bengal, a state in eastern India with over 80 million residents. We relate these to targeting
of services administered by local governments. We also examine ways that citizens voted
for different parties in a poll we administered (with secret ballots), and how these related to
benefits they received from local governments. We discuss possible implications of these
results concerning the nature of accountability pressure imposed on local governments in
rural West Bengal over the past three decades.
The analysis is based on data collected from a household survey conducted in 2004
in a sample of 89 villages drawn from 15 major agricultural districts in West Bengal. This
state is a suitable context to study for a variety of reasons. It has had a relatively long
experience with local democracy spanning three decades, unlike other Indian states.
Starting in 1977, West Bengal created a three tier system of local governments, with
officials at each tier directly elected in elections held every five years. The state
government subsequently devolved to the local governments significant responsibility for
selecting beneficiaries of various developmental and welfare programs, such as land
reforms, subsidized credit, agricultural seeds and fertilizers, local infrastructure projects,
subsidized food and fuel, low income housing and sanitation, disaster relief, old-age and
widows’ pensions. The size of resources available for different programs percolated down
from state ministries through different tiers of the local governments down to the lowest
level called gram panchayats (GPs). Each GP typically has a jurisdiction covering 10 to 15
villages, each of which elects a representative to the governing council of the GP. Actions
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of the GP are discussed in annual Gram Sabha (or village assembly) meetings where
residents can raise questions for elected GP officials to answer publicly.
Moreover, West Bengal is unique insofar as a coalition of Left parties has been
repeatedly re-elected across six successive elections with an absolute majority, whereas
other Indian states have witnessed incumbents losing elections regularly. However, the
dominance of the Left in recent elections has been declining. The source of the political
durability of the Left Front in West Bengal is an intriguing question, as is the question of
why it appears to be increasingly challenged in recent years. Has the durable political
success of the Left in West Bengal resulted from its actions to relieve rural poverty via land
reforms and broad-based distribution of benefits from development programs? Or does it
reflect a strategy of clientelism which favored particular narrow groups and services to the
exclusion of many others?
Details of the surveys are described in Section 2. Ours is a cross-sectional analysis
in which inference of causality may sometimes be problematic. The correlations in some
cases are to be properly viewed as descriptive facts. For example when political
participation as an explanatory variable may itself be endogenous, we summarize our
main results on correlation without going into the details of the statistical regressions.
Nevertheless, we believe that the underlying issues are important enough that such facts
and their consistency with different hypotheses are of considerable interest. In other cases
such endogeneity is less of a problem and causal inferences can be made. We shall also
seek to corroborate these findings with others based on longitudinal village studies (e.g.,
with Bardhan and Mookherjee (2006) who study the same set of villages spanning 1978—
98 using different data sources).
Section 3 examines patterns of political participation and awareness of citizens, and
how they related to measures of socio-economic status. We examine both their average
levels and distribution across measures of socio-economic status. With few exceptions, we
find that average levels of political participation in elections, village meetings, political
campaigns as well as awareness of programs administered by GPs were high. We find no
evidence of any significant variation of participation rates or awareness with either land
owned or low-caste status of households. The main determining factors were education,
gender and immigrant status, rather than land or caste. These results are similar to
findings for other Indian states (e.g., for Rajasthan and Madhya Pradesh in Krishna
(2006)) and many Latin American countries (Gaviria et al (2002)).
Section 4 studies targeting of benefits disbursed by local governments. This can be
classified into divided by targeting of resources: (a) within a village by the concerned local
governments, and (b) across villages and corresponding local governments by upper
levels. The former is subject to more direct pressures of democracy, given the high levels
of information within communities of the needs and entitlements of different residents. The
latter involves negotiation among elected GP officials, with elected officials at higher levels
of the local government system at the block and district levels and members of the state
bureaucracy. The nature of democracy is less direct in the latter, and the allocation
process less transparent. Differences between targeting performance of different levels of
government have important implications for decentralization: arguments in favor of
decentralization are strengthened if lower level governments achieve superior targeting.
Within villages we find (with a few exceptions) little evidence of systematic biases in
the distribution of public services on the basis of agricultural landownership, caste, gender,
education or immigrant status. Moreover, there was no bias in favor of those voting for the
party with a majority of seats in the GP. Nor was there a bias in favor of those actively
involved in political campaigns. Therefore there is no evidence that local governments at
4

the lowest level discriminated on the basis of wealth, education, caste or political
partisanship in allocating benefits within villages.
Across villages, however, we find considerable biases, against villages with a high
fraction of landless households: villages with a high proportion of landless received fewer
benefits per household from upper level governments. Villages with greater land inequality
allocated a significantly lower share of benefits to the scheduled castes (SC) and
scheduled tribes (ST). Members of these groups have been historically disadvantaged in
terms of their social and economic status. These results suggest greater accountability at
the lowest level of local governments (GPs), compared with higher levels of government
located at the block or district levels. These results match those of Bardhan and
Mookherjee (2006) based on a different data set (village panel data collected directly from
the records of the local governments).170
We subsequently examine how benefit delivery patterns were related to attendance
and participation rates in the village gram sabha (GS), a key forum within these villages for
citizens to meet at least twice a year, raise questions to be answered by elected GP
officials and discuss activities of the GP. We find evidence that villages with greater GS
participation were also those which delivered more benefits to the landless and SC/ST
population. And villages with lower incidence of landlessness and ST presence exhibited
greater GS participation. This is consistent with the hypothesis that village meetings
formed a channel of accountability of GPs to the poor and low caste groups. It does not, of
course, provide evidence of a causal impact of village meetings on targeting --- the results
are equally consistent with the hypothesis that village meeting participation and targeting
both reflected the effect of deeper, unobserved characteristics of the community reflecting
its `social capital’.
Section 5 examines voting patterns, in order to understand better the nature of
electoral pressures, and sources of incumbency advantage of the Left. At the end of our
survey, we conducted a secret ballot of respondents across major political parties active in
the local area. We report how different kinds of benefits received, as well as measures of
improvement of economic status since 1978, were correlated with the tendency for the
respondent to cast a vote in favor of the local incumbent. We find that the likelihood a
given respondent voted for the Left Front coalition in our survey was correlated with
benefits received from programs administered by previous Left Front-dominated local
governments. However, not all benefits nor all forms of improvement in economic status
mattered equally. Receipt of recurring short-term benefits rather than one-time benefits or
infrastructural improvements affected voting patterns. Improvements in income or housing
per se did not matter, but improvements in agricultural land ownership did. Help provided
by GPs dominated by the Left Front in the past with respect to easing difficulties faced in
one’s occupation, or in times of personal emergency --classic symptoms of clientelism-were also significantly correlated with voting in favor of the Left Front. Controlling for these
factors, as well as other personal characteristics, poorer and SC/ST groups within a village
were more inclined to vote in favor of the Left Front. The support for the Left was also
greater in areas with a higher incidence of agricultural occupations, controlling for other
household and community characteristics.

170

The analysis of that paper is based on information about various benefit programs from the records of local
governments themselves, which contain names of beneficiaries and the nature and timing of benefits. The socioeconomic characteristics of the beneficiaries were obtained from an independent indirect (third-party) household
survey, in which some prominent village citizens were asked to identify land, caste, education and occupation details of
each household in the village in 1978 and 1998. In contrast, the analysis of this paper is based on a one-time direct
household survey carried out in 2004, where each household was asked to report the benefits it had received in past
years.
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These findings are consistent with the hypothesis that the continued domination of
local government (panchayat) elections by the Left Front over five successive election
terms owed partly to dispensation of recurring short-term benefit programs (such as IRDP,
credit, minikits, employment and relief programs) by Left-dominated GPs to weaker
sections of the community. Personalized help and short-term benefits had a stronger effect
on voter support, compared with infrastructural improvements or more substantial one-time
benefits (such as receiving a land title, or getting a tenancy contract registered). The
results also help explain why the political success of the Left (measured by vote or seat
shares) in local government elections has been declining in recent years: rising population
pressure, stagnation in agricultural yields and increasing urbanization have brought about
a decline in agricultural land owned per capita and in the importance of agricultural
occupations. At the same time, rising education and living standards have raised
awareness and aspirations of citizens, and reduced their vulnerability to personal shocks
and subsequent dependence on local governments for help in coping with such shocks.
It is however difficult to draw any definitive inferences concerning the role of
clientelism vis-à-vis effective governance, while there is evidence of both. Proponents of
the latter could argue that anti-poverty and relief programs have been distributed mostly to
poorer, vulnerable sections of the population; and these sections have responded by
voting in favor of the Left. There is no evidence that supporters of rival parties were
excluded from benefits allocated, or favoritism towards active political campaigners. On
the other hand, there are also a number of symptoms of clientelism: voting tended to be
more responsive to help provided in times of personal difficulty or receipt of recurring
short-term private benefit programs, rather than one-time, long-term benefits or provision
of local public goods. Local democracy in West Bengal has been vibrant and participative,
exhibited symptoms of clientelism in some dimensions (e.g., its focus on recurring, short
term private benefits), effective governance in some other dimensions (intra-village
allocation across socio-economic categories), and elite capture in yet other dimensions
(e.g., inter-village allocations).

2. Survey details
Our surveys were carried out during 2003-05. They involved 2410 households in a sample
of 89 villages in West Bengal. The village sample is a sub-sample of an original stratified
random sample of villages selected from all major agricultural districts of the state (only
Kolkata and Darjeeling are excluded) by the Socio-Economic Evaluation Branch of the
Department of Agriculture, Government of West Bengal, for the purpose of calculating cost
of cultivation of major crops in the state between 1981 and 1996. In order to facilitate
comparisons with their work, we use exactly the same sample of villages as Bardhan and
Mookherjee (2004, 2006), which contain a more detailed description of the sampling
procedure used. A random sample of blocks was selected in each district, and within each
block one village was selected randomly, followed by random selection of another village
within a 8 Km radius. Our survey teams visited these villages between 2003 and 2005,
carried out a listing of landholdings of every household, then selected a stratified random
sample (stratifying by landownership) of approximately 25 households per village (with the
precise number varying with the number of households in each village). 2 additional
households were selected randomly from middle and large landowning categories
respectively, owning 5-10 acres and more than 10 acres of cultivable land. This was to
ensure positive representation of these groups, which are small in number in many
villages. The stratification of the sample of households was based on a prior census of all
6

households in each village, in which demographic and landownership details were
collected from a door-to-door survey.
Representatives (typically the head) of selected households were subsequently
administered a survey questionnaire consisting of their demographics, land, economic
status, economic activities, benefits received from various development programs
administered by GPs, involvement in activities pertaining to local governments, political
and local community organizations. Response rates were high: only 15 households out of
2400 of those originally selected did not agree to participate, and were replaced by
randomly selected substitutes. At the end of the survey we asked each respondent to cast
a ballot into a box, where they ticked off a political party of their choice best representing
their party preferences for election of GP officials. Ballots were anonymous with no
markers for identity of the voter. Voters were assured that the ballots would be opened
only by us once we had returned to the research center in Kolkata, and the outcomes
would not be disclosed to anyone apart from the authors of the research project. The
response rate was predictably lower: 310 household representatives out of the entire
sample of 2410 refused to cast a ballot. A similar method is used by the National Election
Surveys, but in most of them the focus is on national or provincial elections rather than
local panchayat elections or processes of local governance. Studies of political
participation in local governments have been carried out for three districts each of
Rajasthan and Madhya Pradesh by Krishna (2006), and two Karnataka districts by Crook
and Manor (1998). Ghatak and Ghatak (2002) have studied participation in village
meetings (gram sansads) in a sample of 20 villages in Birbhum district of West Bengal.

3. Political participation and awareness
Table 1 describes household characteristics in our sample. Approximately half of all
households were landless; another quarter were marginal owners with less than 1.25
acres of agricultural land. The interviews were conducted usually with the household head,
90% of which were male. Education measured by highest years of schooling across all
household members rose from an average of 6.6 years among the landless to 13.9 years
among the biggest landowners with more than 10 acres of agricultural land. One third
belonged to scheduled castes (SCs) and 3.4% to scheduled tribes (STs). The proportion of
SCs is negatively correlated with landholding, but this is not evident for STs. Excepting the
landless, more than two-thirds were engaged in agriculture as their primary occupation,
and less than one-fifth had migrated into these villages since 1967. The landless in
contrast were predominantly engaged in non-agricultural occupations, and two-fifths were
newcomers.
Table 1: Sample Characteristics: Household Heads

Age

% Male

Maximum
education
in
household

Landless
0-1.5 acres
1.5-2.5
acres
2.5-5 acres
5-10 acres

45
48

88
88

6.6
7.8

35
34

2.4
4.9

26
65

40
17

56
58
60

92
93
89

10.8
11.1
12.5

15
24
22

7.4
3.1
4.1

82
72
66

19
10
12

10 acres

59

100

13.9

24

6.9

72

14

Agricultural
Land
Ownership

% SC

% ST

%
Agriculture
Occupation

%
Immigrants

7

and above
ALL

49

89

8.0

32

3.4

47

28

Reported registration and turnout were near universal (above 98%) for all excepting
the landless (88-89%): it is likely these have been subject to some degree of overreporting. The aggregate voter turnout rate was similar to that reported (95%) in Madhya
Pradesh and Rajasthan by Krishna. Among the landless, more than a tenth said they were
not registered or did not vote. A larger fraction (15%) among the landless and marginal
landowners also reported disturbances at or near the polling booth, or declined to answer
this question, compared with 6-9% among the rest.171 Table 2 reports conditional logit
regressions for registration, turnout, and disturbances (either reported or declined to
answer), with village fixed effects. Within villages, it shows that lower registration and
turnout among the landless resulted from a combination of factors apart from their lack of
ownership of land: higher incidence of immigrants, non-agricultural occupations and lower
education were correlated with low registration and turnout. We shall see below that voters
with low socio-economic characteristics (SECs) were more inclined to vote in favor of the
Left Front, so these patterns of turnout and registration worked to the disadvantage of the
Left. At the same time, it may have reduced accountability of elected officials towards the
landless vis-à-vis other classes. But the difference in reported registration rates and
turnouts were modest, more similar to the European patterns rather than the steep
asymmetries in the United States (Przeworski (2006)). With regard to voting disturbances,
there was no clear correlation with socio-economic status. Nor was there any tendency for
polling disturbances to affect Left-leaning voters more or less than Congress-leaning
voters.
We now turn to attendance in political meetings such as rallies, organized by
political parties. Attendance rates were quite high, averaging 48% across the population,
much higher than the corresponding attendance rate of 33% reported for Rajasthan and
MP (Krishna (2006)). Attendance rates were above 40% for every land class, rising to 65%
among big landowners. This is more likely to owe to higher education among the landed:
the regression in the first column of Table 3 shows that attendance rates rose with
education levels and fell with landownership, once we control for education and other
characteristics. Moreover they were higher among SC and ST households, after controlling
for land, education and other characteristics. As expected, males, non-immigrants, and
those engaged in agricultural occupations were more likely to attend.

TABLE 2. Logit Regressions: Voter Registration/Turnout/Disturbance (All
Regressions with Village Fixed Effects)
Voter
Registration

Voter Turnout

Disturbance

171 Only 4 households in the entire sample reported not being able to cast their vote because of fear of disturbances, or because they discovered their
vote had already been cast by someone else, or because they had to wait too long at the polling booth. So we describe instead their response to the
question whether they faced any difficulties or disturbances when they went to vote (which does not seem to have prevented them from casting their vote).
About 5% households reported facing difficulties disturbances in and around voting booths, and nearly 200 households did not respond to this question.
This suggests that there is some substance to allegations in the media concerning incidence of polling disturbances, but it affected a small proportion of
households (between 5 and 12%), and did not affect their ability to vote.
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Agricultural Land
Other Land
AgricultureOccupation
Immigrant
Max Education in hh
ST
SC
Male
Age
No. of observations
pseudo-R2/p-value

1.40**
(.70)
1.77
(2.70)

0.36
(0.24)
0.19
(0.46)

0.05
(0.05)
-0.88*
(0.47)

17.44***
(.25)
-2.67***
(.26)
.12***
(.03)
1.23
(.06)
-.70***
(.20)
-.45
(.33)
.03***
(.008)
2237
.36/0.00

0.96***
(0.27)
-2.75***
(0.27)
0.12***
(0.04)
1.10
(1.05)
-0.66***
(0.21)
-0.70**
(0.35)
0.12***
(0.04)
2237
.36/0.00

-0.51***
(0.16)
-0.24
(0.18)
-0.03
(0.02)
0.72
(0.52)
0.10
(0.19)
0.08
(0.27)
-0.00
(0.03)
1997
0.013

Note: All three regressions also include interactions of North Bengal dummy with male,
agricultural land, SC & ST only
* Significant at 10%; ** significant at 5%; *** significant at 1%
Table 3 also reports on a more active form of political participation: in political
campaigns. Approximately 26% of all households were engaged in campaigns. This is
similar to the Karnataka districts studied by Crook and Manor (1998) (where it was 23%) ,
but lower than the Rajasthan and MP districts studied by Krishna (2006) (where it was
43%). In our sample this proportion was distributed quite evenly across different land
classes, with the lowest proportion being 23% among the landless, and the highest
participation rate being 38% among the biggest landowners. The regression results in
Table 3 show no correlation with land or occupation, after controlling for other
characteristics. It is interesting to note the SC households are significantly more involved
in campaigns, corroborating accounts of the increasingly active role played by some SC
groups by Ruud (1999). A similar finding is reported for Karnataka, Rajasthan and MP by
Crook and Manor (1998), and Krishna (2006) respectively. As with all other measures of
participation, males and more educated heads were significantly more likely to be
involved, and immigrants less likely to be involved.
TABLE 3: Political Activity Regressions: Attendance, Participation
and Contribution (Conditional Logits)
Attendanc
e
(Village
Fixed
Effects)

Campaign
Participatio
n
(Village
Fixed
9

Contributio
n to Political
Campaigns
(No Village
Fixed

Contributio
n
to Political
Campaigns
(Village

Agricultural Land
Other Land
Agriculture- Occupation
Immigrant
Max Education in hh
ST
SC
Male
Age
Other Land* North
Bengal dummy

Effects)

Effects)

Fixed
Effects)

-.076***
(.028)
.141
(.101)
.240**
(.105)
-.274**
(.111)
.044***
(.013)
1.237***
(.374)
.567***
(.134)
.407**
(.185)
.010
(.019)

-.038
(.026)
-.031
(.089)
.139
(.114)
-.344***
(.125)
.067***
(.014)
-.492
(.355)
.208*
(.124)
.448**
(.192)
-.006
(.021)

.049
(.032)
.458**
(.216)
.150
(.101)
.102
(.106)
.096***
(.012)
.781**
(.309)
.601***
(.124)
.371**
(.152)
-.001
(.003)

.065*
(.038)
.231
(.171)
-.044
(.123)
.028
(.129)
.103***
(.015)
.206
(.407)
.079
(.152)
.435**
(.196)
.065**
(.022)

-.187
(.238)

.219
(.322)

-.747**
(.324)

-.701*
(.374)

-.605***
(.224)

-.138
(.296)

-2.145***
(.615)

-1.297
(.846)

.206***
(.070)
2400
.06/0.00

.120
(.085)

SC* North Bengal
dummy
Male* North Bengal
dummy
Agriculture Land*
North Bengal dummy
No. of observations
2384/87
2353/84
2
Pseudo-R /p-value
* Significant at 10%; ** significant at 5%; *** significant at 1%

Finally, a staggering 69% of households reported making financial contributions to
political campaigns, with the lowest proportion being 61% among the landless, rising from
74% among marginal landowners to 93% among the biggest. The regressions show some
but limited association with land owned, and a stronger association with education. This
confirms the impression of many observers that a majority of the village population
contribute regularly to political parties. Most households contribute small amounts, using
this to signal their loyalty to the parties, representing a coping strategy in a highly
politicized environment involving patron-client relationships. Below we shall provide
evidence consistent with this hypothesis of clientelism.
Table 4 describes reported attendance and participation rates in village meetings
(gram sabhas) that discuss matters relating to local government activities. One-third of all
households reported attending these within the previous three years, compared with 17%
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in the Karnataka districts studied by Crook and Manor (1998). Attendance rates exhibit
some unevenness across land classes, rising from 33% among the landless to 44%
among marginal landowners and 50% for those with between 1.25 and 2.5 acres, and
falling thereafter to between 35 and 44% among those owning more land. The regressions
in Table 4 show little association with land or caste status, but are correlated with
education and immigrant status.
Our survey included questions about the nature of active participation in gram
sabhas: whether respondents were accustomed to standing up to speak or ask questions.
These participation rates rose from 6.5% among the landless, to between 14 and 19%
among marginal, small and medium landowners, and 38% among big landowners. Hence
there is some unevenness in active participation in the village meetings only at the
extreme ends of the economic spectrum. However, the regressions in Table 4 show the
only significant predictors of active involvement in gram sabhas to be education, gender
and immigrant status. For the vast majority of landowning households (i.e., excluding the
top 1% of the population owning more than 10 acres of agricultural land) the likelihood of
speaking in gram sabhas hardly varied. Moreover, SC/ST households were just as likely to
speak up as non-SC/ST households.
We now turn to evidence concerning political awareness. Table 5 pertains to
responses to questions pertaining to regularly watching (or hearing) political or economics
news on TV (or radio). TV news exposure was positively associated with land status, as
one might expect. The proportion rose from 31% among the landless, to 72% among big
landowners. Table 5 shows it was significantly negatively associated with agricultural
occupation, ST-SC status, and positively with education and male gender. With regard to
radio news, the overall proportion was similar to TV( about 33%), but was much more even
across socio-economic categories. Only education and gender were significantly
correlated with exposure to radio news.
Next, consider principal sources of information concerning GP activities apart from
the media. These are remarkably similar across different land classes, with the exception
of the top 1% that owned more than 10 acres. Between 43 and 48% got information from
elected GP officials, between 29 and 38% from friends, relatives or neighbors, and
between 18 and 25% from political party activists. Gram sabhas and government
bureaucrats did not have any significant role as information providers. The regression
results shown in Table 5 indicate almost no pattern of variation with SECs, except for a
slight tendency for more educated heads to rely less on informal sources (family, friends or
party activists). These results imply homogenous access to information concerning GP
activities across various socio-economic categories within villages.
Finally we consider awareness of development or antipoverty programs administered by
GPs. On average, less than 20% in most classes were aware of these programs, which
seems quite low (and probably reflects the small scale of these programs: the average
proportion of households that reported receiving benefits from any single program did not
exceed 4%; and only in three or four programs did reported benefit rates exceed 1%). The
raw averages show some tendency for the top 1% of the population to be more aware, and
the landless to be less aware, but otherwise awareness tends to vary little across land
classes. The regression results in Table 6 show that those with less land were more likely
to be aware, after controlling for education, immigrant status and gender. SC and ST
heads were likely to be just as aware as anyone else, and in some cases (employment
programs for STs and housing programs for SCs) were likely to be significantly more
aware. Across different programs there was a tendency for awareness to vary with need
and/or entitlement: landless households were more aware of loan and employment
programs earmarked for the landless; marginal landowners more aware of loan and seed
programs that only they would find useful.
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TABLE 4: Gram Sabha Attendance and Participation Regressions
(Conditional Logits With Village Fixed Effects)

Agricultural Land
Other Land
Agriculture- Occupation
Immigrant
Max Education in hh
ST
SC
Male
Age
Other Land* North
Bengal dummy
SC* North Bengal
dummy
ST* North Bengal
dummy
Agriculture Land*
North Bengal dummy

Gram Sabha
Attendance
Conditional Logit
-.015
(.029)
.035
(.090)
.260
(.110)
-.469***
(.120)
.024*
(.014)
.487
(.349)
.049
(.140)
1.052***
(.232)
.072***
(.022)

Gram Sabha
Participation
Conditional Logit
.041
(.036)
.044
(.109)
.100
(.164)
-.713***
(.194)
.160***
(.021)
.153
(.588)
.237
(.217)
1.301***
(.479)
.067*
(.076)

.093
(.280)

.177
(.235)

-.096
(.270)

.195
(.373)

-.147
(.661)

.492
(1.080)

-.085
(.054)
No. of observations
2191/85
Pseudo-R2/p-value
/0.00
Std. errors are reported in parentheses. ***,**,*
denotes significant at 1%,5%,10% resp.
1. Also includes square of
age

-.132**
(.065)
2158/69
/0.00

In summary, rates of political participation appeared high on average, and did not
vary much with socio-economic characteristics such as land and caste, with some
exceptions: lower voter turnouts and participation in gram sabhas among the landless and
SC/ST groups. They did, however, vary significantly with education, gender and immigrant
status. Controlling for these, there was little evidence of political marginalization or
12

exclusion of weaker socio-economic groups. Marginal landowners, SC or ST populations
seemed well integrated into local political life, often participating more vigorously than
others, with access to similar information flows concerning GP activities. Only immigrants,
women and those with low education seemed significantly less involved and aware.
Table 5: Information Sources (Multinomial Logits )

Agricultural Land
Other Land
AgricultureOccupation
Immigrant
Max Education in hh
ST
SC
Male
Other Land* North
Bengal dummy

Panchayat
Members
0.228
(0.175)
3.956
(3.856)

Political
Party
Activists
0.237
(.176)
4.039
(3.857)

Friends/
Relatives/
Neighbors
0.282
(.176)
3.610
(3.858)

-.039
(.459)
.656
(.567)
-.079
(.057)
-.423
(1.064)
.021
(.472)
.340
(.767)

.149
(.464)
.592
(.574)
-.129**
(.057)
-.434
(1.080)
.084
(.478)
.202
(.778)

.137
(.462)
1.056
(.569)
-.128***
(.057)
.016
(1.062)
.050
(.475)
-.616
(.704)

-4.437
(3.962)

-4.489
(3.979)

-3.339
(3.951)

(n=1991, pseudo R2 =0.026)

TABLE 6: Information Regarding GP Administered Development Programs
(Conditional Logit with Village Fixed Effects:)1

Current New GP Past
GP
program Loan
program s
Program
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Seed
Program

Employme
nt
Programs

Constructi
on/Housing
Programs

s
Agricultur
al Land
Other
Land
Agricultur
eOccupatio
n
Immigran
t
Max
Education
in hh
ST
SC
Male
Age
Other
Land*
North
Bengal
dummy

0.044
(.041)

.050
(.036)

-.054*
(.032)

-.002
(.033)

-.030
(.038)

-.068**
(.033)

.066
(.114)

.053
(.115)

-.130
(.110)

.030
(.103)

-.067
(.126)

-.077
(.105)

.054
(.176)
.527***
(.196)

.045
(.164)
.516***
(.188)

.455***
(.132)

.986***
(.160)

.083
(.157)

.274**
(.126)

-.521*** -.706***
(.152)
(.197)

-.339*
(.177)

-.419***
(.140)

.180***
(.024)
.856*
(.477)
-.011
(.197)
1.167**
*
(.409)
.043
(.038)

.123***
(.022)
.268
(.433)
-.021
(.182)
1.606**
*
(.470)
.049
(.036)

.040**
(.016)
-.123
(.340)
-.170
(.148)

.120***
(.020)
.371
(.394)
.173
(.178)

.045**
(.020)
.802**
(.365)
.241
(.173)

.016
(.016)
.341
(.320)
.279**
(.136)

.629**
(.246)
.081***
(.028)

-.011
(.286)
.036
(.032)

.224
(.262)
.013
(.031)

.257
(.212)
.035
(.025)

-4.420
(2.809)

-.859
(.630)

-.864
(.784)

-.613
(.547)

.018
(.449)

.042
(.354)

2113/72
0.0

2086/70
0.0

2308/82
0.0

No. of
observati
ons
1685/43 1891/58 2218/76
p-value
0.0
0.0
0.0
Std. errors are reported in parentheses. ***,**,*
denotes significant at 1%,5%,10% resp.
1. Includes age
squared.

4. TARGETING PATTERNS AND GRAM SABHA ATTENDANCE
In this section we consider the distribution of benefits within and across villages, the
extent to which they were targeted to poor and SC/ST groups, and how these targeting
patterns varied with one form of political participation – attendance and participation in
gram sabhas. Since we are relying on a one-time household survey, we have carried out
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some cross-village regressions of targeting with political participation. As we have
mentioned before, such cross-section regressions are fraught with all the customary
qualifications: they do not establish causation, and may reflect the joint effect of
unobserved community characteristics. So we will report verbally some of the results of the
statistical analysis, just as one way of checking whether the evidence is consistent with the
hypothesis that political participation affects accountability of elected government officials.
One additional value of the exercise is that data concerning allocation of benefits of
various public services is often lacking, while evidence on political participation is more
easily available (e.g., attendance rates in civic and political meetings). The results can
inform us on the extent to which attendance rates be taken to be an indicator or proxy of
how well the democratic process is functioning with regard to service delivery.
Table 7: Average Percentage of Households Receiving Different Kinds
of Benefits, for the period 1978-1997 and 1998-2005

% HH
Recd Ben
(19781997)
% HH
Recd Ben
(19982005)
Fraction
of
benefits
accruing
to SC/ST
(19781997)
Fraction
of
benefits
accruing
to SC/ST
(19982004)
Fraction
of
benefits
accruing
to
landless
(19781997)
Fraction
of

House Water Employment Minikits IRDP

Road

Relief

Ration
card

1.29

23.78 1.67

2.42

6.66

9.7

1.64

27.16

3.0

23.41 5.21

5.0

2.33

32.11 11.91 12.33

67.74

32.22 0.40

32.76

0.45

33.48 45.71 33.44

52.77

37.72 49.41

46.67

55.36 32.68 35.66 32.43

64.5

49.39 52.5

15.51

48.13 49.78 57.14 46.32

65.28

53.5

12.5

46.43 43.84 68.5

44.89
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43.92

benefits
accruing
to
landless
(19982005)
Notes: House denotes low income house built for the household by the GP. Water
denotes access to drinking water, usually through a water tap in the neighborhood.
Employment denotes employment in a local infrastructure program administered by the
GP. Minikits are kits containing agricultural seeds and fertilizers. IRDP denotes low interest
loans disbursed by state banks. Road denotes a road built in the village. Relief denotes
pensions or disaster support. Ration card denotes card that entitles holder to receive
subsidized food and fuel through the public distribution system.

Table 7 provides averages of various benefit programs (house, water, employment,
minikits, IRDP, roads, relief against disasters or old-age or widow status, and ration card)
that households reported receiving over the periods 1978-98 and over 1998-2005. We
report these two periods separately, as the reported benefits for the earlier period may be
subject to greater recall bias. We see that the proportions reported receiving benefits of
most kinds were substantially higher for the later period. We therefore use reported
benefits for the 1998-2005 period subsequently in our analysis of targeting. Table 7 shows
a large fraction of village households benefited from various programs during the 19982005 period. The largest benefits were reported for roads (32%) and
water (24%). Ration card and relief programs were reported by 12%, minikits and
employment by 5% and 2-3% for IRDP loans and housing.
Table 7 also indicates the high proportion of these benefits that were allocated to landless
and SC/ST categories, consistent with the results in Bardhan and Mookherjee (2006)
based on data collected for 1978-98 from local government records. Between 50-67% of
houses constructed by the GP benefited SC/ST households, who collectively comprised
less than 40% of the population. For other programs (with the single exception of minikit
allocation to the landless) the proportions of landless and SC/ST households reported
receiving benefits was approximately similar to or higher than their demographic weight.
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Table 8: Intra Village Targeting (OLS Regression with Village Fixed Effects)

Education
SC Dummy
ST Dummy
Non agricultural land
owned
Agricultural Land
Owned
GS Att Rate * Education
GS Att. Rate * SC
GS Att. Rate * ST
GS Att Rate * Nonagr
Land
GS Att Rate * Agr Land

Number of GP
Benefits
Received by
Household
-0.2 (0.04)
-0.37 (0.36)
1.41 (1.02)
0.70* (0.37)
-0.03 (0.07)
-0.08 (0.12)
1.98** (1.01)
-1.67 (2.95)
-1.84* (0.98)
0.09 (0.19)

N, p-value
2176, 0.0000
Note: Controls Include age, gender, occupation, immigrant
dummy and interactions; Standard errors in parentheses;* Significant at 10%;
** significant at 5%; *** significant at 1%

Table 9: Intra Village Targeting, including swing, Left-secure, nonLeft-secure dummy
(OLS Regression with Village Fixed Effects)

Education
SC
ST
Non Agricultural land
Agricultural land

(1)
Number of GP
Benefits
Received by
Household
-0.025
(0.045)
-0.456
(0.366)
1.323
(1.024)
0.704*
(0.376)
-0.055
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Education*GS
Attendance
SC*GS Attendance
ST*GS attendance
Non agricultural land*
GS Attendance
Agricultural land*GS
Attendance

(0.078)
-0.089
(0.126)
2.008**
(1.014)
-1.824
(2.933)
-1.819*
(0.981)
0.129

(0.194)
Winning party Left and -0.044
Left Secure
voter
(0.137)
Winning party Left and 0.288
Non Left Secure
voter
(0.349)
Winning party non0.361
Left and Left
Secure voter
(0.276)
Winning party non-0.022
Left and Non
Left Secure
voter
(0.179)
Observations
2252
Number of Numeric
73
code of each
village
Standard errors in parentheses
• Significant at 10%; ** significant at 5%; *** significant at 1%
• Other controls include age, occupation, male, immigrant dummy and
their interactions
Table 10: Cross-Village Regression of Intra-Village Targeting Ratios
Dependent Variable: Share of GP Benefits 1998-2003 going to specified group
in the village

GS Attendance
GS Att. * % Landless

Landless % Share
-0.35**
(0.15)
1.69***
18

SC/ST % Share
-0.32**
0.12

% Landless
% SC (LL)
% ST (LL)
Land Gini
Education Gini

(0.41)
-0.05
(0.20)
-0.01
(0.06)
-0.13
(0.10)
-0.03
(0.24)
0.33
(0.22)

GS Att. * % SC
Landless

-0.57***
(0.21)
6.02***
(2.28)
2.19***

GS Att. * % ST
Landless

(0.45)
N, R-Squared
88, 0.55
88, 0.32
Note: Controls include village average for land and education; Standard errors
in parentheses;* Significant at 10%; ** significant at 5%; ***
significant at 1%

Table 8 examines determinants of the number of benefits (aggregating across different
programs) received by a household over the period 1998-2003, controlling for village fixed
effects. This indicates the nature of intra-village targeting. The first column shows that
those with more non-agricultural land were somewhat likely to receive more benefits. Apart
from this, there was no tendency for GPs to discriminate on the basis of education, caste
or agricultural land. There was no noticeable bias against the poor, against womenheaded households, or against immigrants. In villages with higher attendance rates in the
gram sabha, there was smaller bias in favor of those owning non-agricultural land, and
there was better treatment of the SC households.
Table 9 explores the possible role of political partisanship in distribution of benefits,
distinguishing further between swing voters and those voting consistently for one party
over successive elections. In the next Section we shall see that almost half the sample
reported voting for the Left in all past elections: we call these Left-secure voters. A
substantially smaller fraction voted consistently for non-Left parties in all past elections: we
refer to them as non-Left-secure voters. Those changing their allegiance are denoted nonsecure voters. Conceivably, the Left may seek to woo swing voters and favor them relative
to Left-secure voters in the distribution of benefits. Alternatively, voters that have been
treated worse by a Left-controlled GP may be more inclined to switch allegiance to a nonLeft party, so Left-secure voters may have been treated better than swing voters.
Moreover, a party controlling a GP may discriminate against voters committed to the rival
party, relative to swing or its own secure constituency. Four additional variables are
included in the regression, based on the combination of majority party in the GP (Left, or
non-Left), and whether the voter is a Left-secure or non-Left-secure voter. None of these
turn out to be statistically significant, while other coefficients are unchanged compared with
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Table 8. Hence there appears to be no evidence of any partisan treatment by either Leftcontrolled or non-Left-controlled GPs.
Table 10 examines how intra-village targeting ratios (aggregating across all benefits) for
the period 1998-2003 were correlated with gram sabha attendance rates across villages,
besides measures of inequality in land and education (controlling for the demographic
weights of the landless and SC/ST groups, and average land holdings and education in
the village). A higher demographic weight of the landless indicates a higher incidence of
landlessness in the village, given the average landholding in the village --- i.e., greater
poverty.172 Note that if per capita benefit received by members of a particular group do not
vary with the relative size of the group, the share of this group as a whole would increase
proportionally with the demographic weight of the group. If the per capita benefit accruing
to the landless rises (resp. falls) with the extent of landlessness, the targeting share of the
landless would be decreasing in their demographic weight. The first column shows an
insignificant association of the targeting share of the landless with their demographic
weight --- suggesting that their per capita benefit was declining significantly with the extent
of landlessness. Moreover, there was a significant positive interaction between GS
attendance rates and the demographic weight of the landless. This suggests that the per
capita benefit was significantly higher in villages with higher GS attendance rates.
Otherwise, the targeting share did not co-vary with land or education inequality.
The second column provides corresponding results for the targeting share of the SC/ST
group. Consistent with the results in Bardhan and Mookherjee (2006) based on an entirely
different source and nature of data for the same villages covering the period 1978-98, we
find a significant
negative association with land inequality.173 We also find a significant positive interaction
between GS attendance rates and the demographic weights of these groups.
Table 11 examines the pattern of inter-village allocation of benefits. The dependent
variable is the number of benefits received per household (aggregating across all
programs) in a village over the period 1998-2003. Villages with a larger proportion of
landless received significantly smaller benefits, indicating a perverse pattern of targeting
by higher level governments. This is also consistent with the results in Bardhan and
Mookherjee (2006). Combined with Table 10, this indicates lower government
accountability to the poor in villages with greater poverty: a village with more landless
households got fewer resources from upper-level governments. And of the resources they
obtained, they allocated a lower share to the landless. We do not see signs of any
significant bias in cross-village allocations with respect to the proportion of SC/ST groups.
The second column in Table 11 includes the share of the Left Front in local government
seats during the 1998-2003 period, and the third column also adds the square of this
share. There is a significant U-shaped relation with the extent of Left domination of the
local government, with a turning point at around 57%. This suggests a tendency to allocate
more resources to GPs where the Left Front was solidly entrenched (i.e, had a two-third
majority or higher), compared with those more evenly contested. Hence there seems to be

172

In Bardhan and Mookherjee (2006), increasing landlessness was associated with significantly lower wage
rates for agricultural workers, controlling for village fixed effects and other time-varying village characteristics (such as
rainfall, population density, agricultural yields and other measures of land distribution).
173
That paper was based on data concerning distribution of IRDP credit, minikits and employment from local
government sources, and pertained to regressions of the targeting ratio for SC/STs on time-varying measures of land
distribution in the village, controlling for village fixed effects.
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evidence of political partisanship in the inter-village allocation, in contrast to intra-village
allocations.

Table 11: Inter-Village Targeting Regressions

Proportion
Landless
Proportion SC
Proportion ST

(1)
Number of
Benefits per
Household
-0.980**

(2)
Number of
Benefits per
Household
-1.099***

(3)
Number of
Benefits per
Household
-1.076***

(0.391)
-0.133
(0.385)
0.015
(0.527)

(0.400)
-0.188
(0.385)
-0.062
(0.527)
-1.124
(0.715)

(0.385)
-0.180
(0.370)
0.163
(0.513)
-10.738***
(3.517)
9.475***

Left Share 98_03
Left Share
Squared

(3.400)
1.666***
2.285***
4.541***
(0.227)
(0.454)
(0.920)
Observations
89
88
88
R-squared
0.08
0.10
0.18
Standard errors in parentheses;* Significant at 10%; ** significant at 5%; ***
significant at 1%
Constant

Table 12: Inter Village Targeting, Inequality and Gram Sabha
Attendance
Dependent Variable: Number of GP Benefits per Household in Village, 19982003

GS Attendance
GS Att. * % Landless
% Landless
% SC

Using GS Attendance
Rate of all
1.95
(1.95)
0.72
(2.63)
-2.23
(1.36)
-0.41
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Using GS Attendance
Rate of poor
2.20
(1.96)
5.78
(7.93)
-2.70**
(1.15)
-1.76**

(1.06)
(0.88)
0.18
-0.78
(0.96)
(0.73)
Land Gini
1.32
1.80
(1.54)
(1.48)
Education Gini
5.01**
5.82***
(2.21)
(1.90)
GS Att. * % SC
2.81
5.04**
(2.49)
(2.49)
GS Att. * % ST
-2.78
2.41
(3.41)
(4.86)
GS Att * Ed Gini
-11.04**
-16.69***
(5.25)
(5.67)
N, R-Squared
88, 0.21
88, 0.25
Note: Controls Include average land and education; Standard errors in
parentheses;* Significant at 10%; ** significant at 5%; *** significant
at 1%
% ST

Table 13: GS Attendance/Speech Rates: Cross Village Regression

% Landless
% SC
% ST
Land Gini
Education
Gini

Attendance
(OLS)
-0.48**
(0.16)
0.05
(0.07)
-0.30**
(0.10)
0.35
(0.29)
-0.12

Attendance
(District FE)
-0.36*
(0.20)
-0.01
(0.09)
-0.38***
(0.12)
0.27
(0.32)
-0.10

Speech
(OLS)
-0.06
(0.10)
-0.05
(0.04)
-0.11*
(0.06)
0.11
(0.18)
-0.13

Speech
(District FE)
-0.03
(0.11)
-0.12**
(0.05)
-0.17**
(0.07)
0.21
(0.19)
-0.09

(0.21)
(0.24)
(0.13)
(0.14)
N, R88, 0.20
88, 0.18
88, 0.06
88, 0.18
Squared
Note: Controls Include Average Land and Education; Standard errors in
parentheses;* Significant at 10%; ** significant at 5%; *** significant
at 1%

Table 12 examines how inter-village allocations varied with GS attendance rates within
those villages. If we differentiate between villages with high and low attendance rates of
the poor (the second column of Table 12), the inter-village biases become even more
sharply evident.
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Among villages with low attendance rates, those with more landless or SC households
received significantly fewer benefits. In addition, villages with greater inequality in
education were favored. These biases were substantially smaller in villages with high GS
attendance rates of poor households.
Hence the results indicate that gram sabha attendance rates were positively correlated
with
targeting in favor of landless and SC groups. Could gram sabha participation represent a
channel through which inequalities in land or social status were associated with poorer
targeting? Recall from Table 4 that attendance rates were not significantly associated with
land or caste at the household level. Table 13 examines how attendance and participation
rates were correlated with village characteristics (across villages). Villages with a higher
landlessness and ST presence exhibited lower attendance rates, irrespective of whether
we control for district fixed effects. Controlling for this, land or education inequality was not
significantly associated with attendance rates.
In summary, gram sabha attendance rates were positively correlated with measures of
targeting to vulnerable sections of the population. They were also negatively correlated
with landlessness and ST presence. Hence gram sabha participation represented a
possible channel by which inequality in land and in social status translated into lower
accountability of panchayat officials to the landless and SC/ST groups.

5. Voting Patterns
We now analyze voting patterns across different political parties in the secret ballot we
administered at the end of the household survey. Each respondent was asked to select
from symbols representing different parties used in elections, and cast the ballot into a
sealed box. Ballots were marked by a code number for each respondent and opened later,
and recorded in data sheets. A similar procedure has been used in National Election
Surveys in India.
Approximately two thirds of small, marginal and landless households voted in favor
of a Left Front party; the remainder voted for either the Indian National Congress (INC) or
its recent offshoot the Trinamul Congress (TNC). Among medium and large landowning
families the proportion voting Left was slightly above 50%, and among the big landowners
this proportion dropped below 50%, with a correspondingly higher share for the INC/TNC.
The election statistics for these villages shows that the Left won an average of 57%
of votes cast in GP elections in three election years of 1978, 1983 and 1988. This fell
subsequently to 55% in 1993 and 49% in 1998. Their share in GP seats varied between 75
and 71% in the first three elections, falling thereafter to 68% and 56%. These indicate
strong dominance of the Left Front, but which was beginning to wane since the early
1990s (except for a rise in 2003). A panel regression of GP seat share of the Left in
Bardhan and Mookherjee (2010) shows a strong positive incumbency effect (captured by
lagged Left seat share), controlling for village land, occupational and caste distribution,
apart from variables representing strength of the Left at the district, state and national
levels.
The continued domination of the Left Front during this period has partly owed to its
large loyal base of voters. 45% of respondents reported that they vote the same way as
their fathers, while an even higher proportion (67%) reported voting for the same party the
last 25 years. The proportion that voted for Left Front parties in our ballot was 65%.
Among those voting Left, the proportions of loyal voters were slightly higher than in the
entire population: 48% reported voting like their father, and 76% reported having voted
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consistently for the same party the last 25 years. This implies approximately half of all
voters have been loyal to the Left throughout the quarter century until the survey.
Table 14 presents regressions predicting whether a respondent voted for a Left
Front party in our ballot, on the basis of number of reported benefits and their timing, apart
from various household characteristics. Receipt of benefits is interacted with the seat
share of the Left Front in the year that the benefits were received, since the `gratitude’ of
the voter would be likely to be directed to the party in power in the local government at that
time. We separate the role of benefits received by the household in question, from those
received by friends or kin, and the proportion of households in the village as a whole that
received benefits. We also include help provided by the GP to the household in connection
with difficulties faced by the latter in their occupation, and in times of disturbances or
personal emergency. The precise year that such benefits were provided was not recorded,
so these are interacted with the average Left share over the entire period 1978-2004, to
indicate the support among voters that such forms of personal help may have generated
for the Left Front. The regression also controls for various indicators of personal economic
improvement for the period 1978-2005, all of which are interacted with the average Left
share: percentage change in incomes, changes in type of housing (from kuccha to pucca),
in the number of rooms, and in agricultural land owned.
The regressions show the number of personal benefits received from Leftdominated GPs was significantly related to the likelihood of voting for the Left. This is true
within as well as across villages; the coefficient changes little with the incorporation of
village fixed effects. Higher benefits received by the village as a whole or by friends and
family did not matter, controlling for own-benefits. The second notable result is the
importance of help received from the GP in connection with ones’ occupation (within the
village) and in times of personal difficulty (across villages). Third, changes in personal
economic circumstances measured by income or housing were not significant, but
changes in agricultural land were. Those whose landownership increased (resp.
decreased) at times when the GP was dominated by the Left, were more inclined to vote in
favor of the Left. Apart from these factors, support for the Left was negatively related to
land and education status, and positively related to SC/ST status. Age, gender and
immigrant status per se did not matter. Agricultural occupations were significant only in the
regression without village fixed effects, implying that this was a relevant community rather
than household characteristic: regions relying more on agricultural occupations were
characterized by greater support for the Left.
TABLE 14: Logit Regressions for Left Vote Dummy on Number of Benefits Received
(1998_2003), Improvement in Standard of Living and GP help
No. of

No. of
B
e
n
e
fi
t
s

Personal benefits *left share1
Acquaintance Benefits* left share
Propn of vill benefits*left share
GP help with occupation * left
share

0.153**
(0.071)
-0.060
(0.042)
0.059
(0.278)
0.167

Ben
efits
(wit
h
Villa
ge
Fixe
d
Effe
cts)
0.147*
(0.079)
-0.084
(0.055)
0.441**
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GP help in disturbances * left
share
Improvement in income over
1978-2004*average left
share2
Improvement in # of rooms in the
house over 1978-2004 *
left share
Improvement in house type over
1978-2004 * average left
share
Increase in agricultural land
1978-2004 * average left
share
Agricultural land

(0.161)
0.377***

(0.185)
0.260

(0.132)
0.014

(0.158)
0.020

(0.012)
0.035

(0.014)
0.082

(0.078)
0.120

(0.091)
0.118

(0.184)
0.054**

(0.201)
0.096***

(0.023)
-

(0.028)
-0.137***
0
.
0
7
9
*
*
*

Other land
Education
ST
SC
Agricultural occupation
Immigrant
Observations

(0.026)
-0.194**
(0.088)
-0.034**
(0.015)
0.895**
(0.349)
0.398***
(0.122)
0.262**
(0.117)
0.155
(0.139)
1695

(0.031)
-0.150*
(0.091)
-0.028
(0.017)
0.999**
(0.488)
0.408***
(0.144)
0.014
(0.135)
0.170
(0.151)
1637

Note: Regressions include gender, age and its square as additional controls.
Standard errors in parentheses;* Significant at 10%; ** significant at 5%; *** significant at 1%
1
Left Share in the time block that the benefit was received 2 Average Left Share over 1978 to 2004.

In order to investigate the interpretation of the preceding results as symptoms of
clientelism, Table 15 separates benefits further into two different categories: one-time and
recurring benefits. Clientelism involves an implicit quid pro quo, an exchange of (recurring)
favors for (recurring) political support. The latter category of benefits includes IRDP loans,
minikits, employment and relief programs, while the former includes the rest. Some
programs are inherently one-time, such as land reform benefits, building of houses, toilets
or installation of drinking water taps in the neighborhood. Others are ambiguous, such as
road programs. We include roads in the one-time category partly because that seems the
more appropriate classification, besides the fact that the one-time category includes
programs of a more infrastructural, local public good nature. Besides, we ran the
regressions also including roads in the recurring category and found the results largely
unchanged.
Table 15 shows that only the recurring benefits received from Left-dominated GPs
was associated with higher support for the Left. Moreover, controlling for one’s own receipt
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of recurring benefits, increased recurring benefits received by kin from Left-dominated GPs
reduced support for the Left. These results suggest that personalized exchanges of shortterm benefits played a significant role in electoral support for the Left --- those aware of
benefits received by others rather than oneself from Left-dominated GPs were less
inclined to vote for the Left. Moreover, the importance of recurring rather than one-time
benefits suggest the importance of an implicit quid pro quo between beneficiaries and the
party perceived to be dispensing the benefits. They also suggest that electoral
accountability pressures would have operated more with regard to distribution of recurring
rather than one-time private or local public good benefits.
Table 16 explores determinants of whether a voter tended to vote consistently for
the Left or its opponents across successive elections. We have seen above that almost
half of the respondents were Left-secure voters, constituting a secure `vote-bank’ for the
Left. Columns 3 and 4 present a logit for whether a respondent was a Left-secure voter,
Columns 5 and 6 for a secure-non-Left voter, and columns 1 and 2 for whether the
household was a secure voter for either Left or non-Left. There is a strong positive
association of SC, ST status, and help received from GP in times of disturbance with Leftsecure. Conversely, there is a strong negative association of SC/ST with non-Left-secure,
and a positive association with land owned. Immigrants were less inclined to be secure
voters for either party, or to be secure non-Left supporters. `Swing’ voting was more likely
among those with more education, land, non-SC, immigrants, and received less help from
GPs. Among village attributes relevant in predicting secure Left support, high land
inequality and low education spread were negatively correlated. Hence Table 16 shows
that the Left was more likely to have a secure vote-bank among poorer, lower caste, less
educated sections of the population, and in villages with lower land inequality. This is
consistent with explanations for stable support of the Left in terms of vulnerability and lack
of education among poor, lower caste sections, and in their reliance on local governments
for personal help. In villages with lower land inequality, the Left was more successful in
mobilizing these groups.

TABLE 15: Logit Regressions for Left Vote, with respect to Number of Benefits
Received (One time versus Recurring benefits, 1998-2003), Improvement in
Standard of Living and GP help
No Village Fixed
Effects
No. of personal benefits (One time)*left share
Number of friends/family benefits received (one
time)*left share
Number of personal benefits received (recurring)*left
share
Number of friends/family benefits received
(recurring)*left share
Proportion of benefits received in the Village*left
share

0.066
(0.087)
-0.019

With Village
Fixed
Effects
0.044
(0.095)
-0.038

(0.059)
0.468***

(0.073)
0.403**

(0.152)
-0.151

(0.165)
-0.277*

(0.137)
0.099

(0.160)

(0.284)
0.132
(0.162)

GP Help with Occupation* average left share
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0.410**
(0.186)

GP Help during disturbance * average left share
Improvement in income over 1978-2004*average left
share
Improvement in number of rooms in the house over
1978-2004 * average left share
Improvement in house type over 1978-2004 *
average left share
Improvement in agriculture over 1978-2004 *
average left share
Agricultural land owned
Other land owned
Education
ST
SC
Agricultural sector occupation
Immigrant
Observations

0.396***
(0.132)
0.014

0.284*
(0.159)
0.020

(0.012)
0.024

(0.014)
0.076

(0.076)
0.136

(0.089)
0.128

(0.185)
0.053**

(0.202)
0.093***

(0.023)
-0.078***
(0.026)
-0.202**
(0.088)
-0.037**
(0.015)
0.916***
(0.349)
0.376***
(0.123)
0.255**
(0.117)
0.171
(0.140)
1695

(0.028)
-0.136***
(0.031)
-0.159*
(0.091)
-0.030*
(0.017)
0.986**
(0.485)
0.397***
(0.145)
-0.003
(0.135)
0.172
(0.152)
1637

Note: Additional controls include gender and age of household head. Standard errors in parentheses;*
Significant at 10%; ** significant at 5%; *** significant at 1%

Table 16: Logit Regressions for Secure, Left-Secure and Non-Left-Secure Voter Dummies
on Household and Village characteristics
(1)
(2)
(3)
(4)
(5)
(6)
Secure
Secure
Left
Left
Non Left
Non Left
V
V
Se
Se
Se
Se
ot
ot
cu
cu
cu
cu
er
er
re
re
re
re
(V
V
V
V
V
FE
ot
ot
ot
ot
)
er
er
er
er
(V
(V
FE
FE
)
)
Max Education -0.02*
-0.02*
-0.03**
-0.03**
0.01
0.02
in household
(0.01)
(0.01)
(0.01)
(0.01)
(0.02)
(0.02)
ST dummy
0.25
0.28
0.80***
0.94***
-1.15**
-1.30***
(0.32)
(0.32)
(0.29)
(0.31)
(0.45)
(0.47)
SC dummy
0.25**
0.26**
0.44***
0.47***
-0.38**
-0.39***
(0.12)
(0.12)
(0.11)
(0.11)
(0.15)
(0.15)
Agriculture
-0.08
-0.07
0.11
0.07
-0.23*
-0.16
Occupa
tion
(0.11)
(0.11)
(0.10)
(0.11)
(0.12)
(0.13)
Immigrant
-0.26**
-0.28**
0.04
0.08
-0.48***
-0.56***
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Panchayat help
in
disturba
nce
Panchayat help
with
occupat
ion
Other Land
Owned
Agricultural
Land
Owned
Village Land
Gini
Village

(0.11)
0.17*

(0.12)
0.25**

(0.11)
0.24**

(0.11)
0.31***

(0.15)
-0.12

(0.16)
-0.11

(0.10)
0.01

(0.11)
0.07

(0.09)
0.07

(0.11)
0.27**

(0.12)
-0.11

(0.13)
-0.32**

(0.12)
-0.14*

(0.13)
-0.17**

(0.11)
-0.06

(0.13)
-0.07

(0.14)
-0.13

(0.16)
-0.16

(0.08)
-0.07***

(0.08)
-0.07***

(0.08)
-0.15***

(0.09)
-0.15***

(0.11)
0.08***

(0.11)
0.08***

(0.02)
-2.14***

(0.03)

(0.03)
-1.73***

(0.03)

(0.03)
-0.28

(0.03)

(0.49)
-0.96

(0.45)
-1.24

(0.55)
0.52

(0.96)
-0.16***

(0.88)
-0.12**

(1.10)
-0.05

(0.06)
0.10

(0.05)
0.16

(0.07)
-0.10

Educati
on Gini
Village
Educati
on
Proport
ion
Village SC
proporti
on

(0.25)
(0.23)
(0.29)
1.25*
0.41
0.82
(0.70)
(0.57)
(0.66)
4.53***
2.99***
-1.04
(1.10)
(1.01)
(1.25)
Observations
2215
2189
2215
2208
2215
2110
Note: Additional controls include gender and age of household head. VFE denotes Village Fixed Effects
included. Standard errors in parentheses;* Significant at 10%; ** significant at 5%; *** significant at
1%
Village ST
proportion
Constant

6. Summary
Our results can be summarized as follows. West Bengal villages are characterized by high
levels of political participation: 50% households attend political meetings, 25% participate
in political campaigns, 70% contribute to political campaigns, 37% attend gram sabha
meetings, 11% ask questions at these meetings. By comparison, in Karnataka districts
studied by Crook and Manor (1998), 23% were involved in campaigns, 17% attended gram
sabhas, and 6.5% asked questions. So reported participation rates are higher in West
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Bengal on many dimensions. Moreover, one third of West Bengal households report
watching political and economic news on the TV and on radio. 40% obtain news about
activities of the GPs from the GP directly, indicating a high level of personal contact.
With the exception of education, gender and immigrant status, reported participation
rates vary remarkably little with socio-economic status. Weaker sections of the population,
defined by land or caste status, participate at rates similar to those of the remaining
population, and have access to similar information channels. There is negligible evidence
of exclusion or marginalization of these sections from the local political process.174 The
importance of education in predicting political participation suggests the possible role of
education policy in strengthening local democracy. Of course, this is only suggestive as it
is based on cross-sectional rather than longitudinal evidence: it is equally possible that it
reflects unobserved traits that correlate with both education and political participation.
95% households reported absence of disturbances or irregularities in local
elections. 99% of those registered turned out to vote, and almost no voters reported failure
to cast their vote owing to disturbances. This compares favorably with the Karnataka
districts studied by Crook and Manor, where 95% reported believing elections were fair.
The allocation of benefits within villages displayed almost no association with
wealth, caste, education or gender of household head. Nor was there any evidence of
exclusion of those supporting the rival of the locally dominant party. There is no evidence
that GPs dominated by either Left or non-Left party discriminated on the basis of political
partisanship: secure voters for either party and swing voters did not receive significantly
different benefits, controlling for their individual characteristics. The only exception was a
positive association between attendance in gram sabhas and benefits received. There was
also some tendency for villages with greater land inequality to allocate fewer benefits to
SC/ST groups. Across villages, there was evidence of targeting biases against landless
and low caste households. The contrast of intra-village targeting with inter-village targeting
is striking, matching findings of Bardhan and Mookherjee (2004, 2006) based on different
datasets. The high level of intra-village targeting to vulnerable socio-economic groups and
lack of political partisanship most likely reflects a high level of accountability of the lowest
rung of local government officials to the local community. In turn this seems related to the
high and even rates of political participation and awareness of different socio-economic
groups in the activities of the local GP and gram sabha meetings. This is encouraging
news for decentralization advocates: governments at the lowest layer seemed less prone
to `capture’ by local socio-economic elites than were governments at upper levels.
With regard to voting patterns, we found electoral support for incumbent parties
among households was related to the benefits they received from GPs dominated by the
incumbent in the past. This is unlikely to reflect voter gratitude per se, because it pertained
only to recurring benefits such as credit, minikits, employment or relief payments, and help
received from the GP in times of personal need. One-time benefits from road, water
projects or from the land reforms were not associated with electoral support. This is
suggestive of personalized clientelistic relationships with political parties as a source of
ensuring continued political support. Such clientelism can distort the democratic process
and shift local government allocation from long-run investment in local public goods to
short-run private goods and services. On the other hand, as explained above, there is no
evidence that these benefits were concentrated narrowly to favor particular groups within
the village, which suggests that clientelism may not have been the only source of the
support for the Left. Finally, one reason for the continued political success of the Left in
rural West Bengal until recently is the existence of a large fraction of committed Left
174

The only exception was with regard to voter registration, where landownership was positively correlated with
the likelihood of being registered, and 12% of landless were not registered.
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supporters, almost one half of the total population. With such a secure vote base, the
ability of the Left to garner majority control of GPs requires attracting a fraction of the
swing voters that constitute one-third of the voters.
Secure support for the Left was concentrated among SC and ST groups, those with
less land and education, and those relying on support from GPs in times of personal
emergency. This fact can also be viewed in different ways. Supporters of the Left Front
could argue that the political durability of the Left owed to the support it has provided to
poor and more vulnerable sections of the rural population. Critics could interpret the same
facts as implying that continued political dominance of the Left will require perpetuation of
vulnerability of these groups.175 In either case, the results indicate some causes for the
increasingly contested nature of local government elections over the past decade lie in the
decline in agricultural occupations, reduced economic vulnerability and rising levels of
education and aspirations among the poor. It seems likely that these long-run factors,
along with contingent events, may have contributed to the declining fortune of the
incumbent Left government in local elections in recent years.
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