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I n t r oduc t i on 
D e c e n t r a l i z a t i o n is i n f a s h i o n a n d h a s become a f u n d a m e n t a l 
c once rn a l l over the w o r l d . I t i s n o t on l y the c e n t r a l gove rnments o f 
developed c o u n t r i e s w h i c h are e m b a r k i n g o n decen t ra l i z a t i on b u t 
also o the r c e n t r a l gove rnments of deve lop ing c o u n t r i e s a r o u n d the 
wo r l d . They are decent ra l i z ing f iscal , poh t i ca l and/o r adm in i s t r a t i v e 
r e s p o n s i b i l i t i e s . I n d e v e l op ing c o u n t r i e s we have e x a m p l e s o f 
Mo ldova ( IMF, 1999 WP/99/176) w h i c h is c u r r e n t l y u n d e r g o i n g a 
r e f o r m o f i t s s y s t e m o f i n t e r g o v e r n m e n t a l flscal r e l a t i o n s , 
d e c e n t r a l i z i n g t h e l o ca l g o v e r n m e n t ; U g a n d a ( L i v ings tone a n d 
C h a r l t o n , 2001 ) ; I ndones i a (Brodjonegoro a n d A s a n u m a , 2000 ) ; 
Ph i l i pp ines (Eaton , 2001 ) ; a n d S o u t h A f r i ca (Ahmad , 1998). 

I n t h e t h e o r e t i c a l l i t e r a t u r e i t i s a g u e d t h a t t h e r e s u l t s o f 
decen t ra l i z a t i on are i n f luenced by features o f p o l i t i c a l i n s t i t u t i o n s . 
E m p i r i c a l l i t e r a t u r e h a s t r i e d t o s h o w t h a t t h e e f f e c t o f 
decen t ra l i za t i on o n economic grow+h, q u a h t y o f gove rnment , a n d 
p u b l i c goods p r o v i s i o n s t r ong l y depend o n two aspects of po l i t i c a l 
c en t ra l i z a t i on : (1) s t r e n g t h o f n a t i o n a l p a r t y s y s t em (measured b y 
f r a c t i ona l i z a t i on o f p a r l i a m e n t a n d age o f m a i n par t ies ) ; a n d (2) 
s u b o r d i n a t i o n (whether loca l a n d state execut ives are appo in t ed or 
e l e c t ed ) ( E n i k o l o p o v a n d Z h u r a v s k a y a , 2 0 0 3 ) . S u c c e s s f u l 
i m p l e m e n t a t i o n o f d e c e n t r a l i z a t i o n is m o s t l y a f u n c t i o n o f t h e 
e x i s t i n g i n s t i t u t i o n s . I n s t i t u t i o n a l d e v e l opmen t a i m e d a t b e t t e r 
governance, be t t e r i m p l e m e n t a t i o n for fiscal decen t ra l i z a t i on a n d 
o ther pohcies , w i h take years i f n o t decades, to comple te . However, 
s u c h i n s t i t u t i o n s c a n n o t b e i m p o r t e d a n d m u s t b e b u i l t 
domest ica l ly . S ince flscal decen t ra l i za t i on is n o t i so la ted f r o m o the r 
c-hallenges, the i n s t i t u t i o n a l changes t h a t t ake p lace need to f u l l y 
take i n t o a c c o u n t the c oun t r y ' s c h a n g i n g e n v i r o n m e n t . 

C o n t e m p o r a r y e conomic l i t e r a t u r e does n o t s e r i o u s l y q u e s t i o n 
whe ther decentra l i za t ion affects the qua l i t y o f government , economic 
g r o w t h a n d ef f ic iency o f p u b l i c goods p r o v i s i on . However, the effect 
of d ecen t ra l i z a t i on depends o n po l i t i ca l a n d economic incent i ves o f 
l o ca l p u b l i c o f f i c i a l s . E c o n o m i c i n c e n t i v e s t h a t h e l p t o a l i g n 
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po l i t i c i ans ' p r i va t e i n t e r e s t s w i t h p u b h c goals are p r o v i d ed b y s u c h 
m e c h a n i s m s as i n t e r - j u r i s d i c t i o n a l c o m p e t i t i o n (En iko lopov a n d 
Z h u r a v s k a y a , 2003 ) . Po l i t i ca l incent i ves , i.e. l oca l g o v e rnmen t s ' 
a c c o u n t a b i l i t y are p rov i ded b y po l i t i c a l i n s t i t u t i o n s , w h i c h ensure 
t h a t careers of l oca l po l i t i c i ans depend o n w h e t h e r , they p u r s u e 
eff icient pol ic ies. I n the absence o f a c coun tab i l i t y , s t r o n g economic 
incent i ves at the l oca l level m a y r e s u l t i n c o r r u p t i o n , p r o v i n c i a l 
p r o t e c t i o n i s m , a n d c a p t u r e vested in t e r es t s (Tanzi , 1996 ; S o n i n , 
2003 ) . 

Fiscal decentra l i za t ion m a y indeed have a d i r ec t i m p a c t o n economic 
g r o w t h , b u t the theore t i ca l f ounda t i ons for the r e l a t i o n s h i p r e m a i n s 
large ly underdeve loped . The i m p a c t of f iscal d ecen t ra l i z a t i on o n 
economic deve lopment i s a w ide l y debated top i c i n t h e deve l opment 
l i t e r a t u r e . A n u m b e r o f s c h o l a r s h a v e a r g u e d t h a t t h e 
decen t ra l i za t i on of a na t i on ' s f iscal s t r u c t u r e i s a n effective strategy 
to p r o m o t e economic g r o w t h a n d . deve lopment . 

The purpose o f t h i s paper is t o d i s cuss t h e h n k be tween i n s t i t u t i o n s 
a n d f iscal d ecen t ra l i z a t i on a n d to explore t h e ex t en t to w h i c h f iscal 
decen t ra l i za t i on i m p a c t s o n g r o w t h . 

The r em inde r of the paper is organized as fol lows. Sec t ion 2 presents 
a theore t i ca l d i s c u s s i o n o n decen t ra l i z a t i on , w h i c h i n c l u d e s w h a t 
is a n d types of decentra l i za t ion, appropr ia te f o r m of decentra l i za t ion, 
a n d the r a t i ona l e for decen t ra l i za t i on . Sec t ion 3 d iscusses the role 
o f i n s t i t u t i o n s i n f isca l decen t ra l i za t i on . Sec t i on 4 d iscusses the 
i m p a c t of f iscal decen t ra l i z a t i on o n g r o w t h . M y c o n c l u s i o n fo l lows 
i n sec t ion 5. , , ,̂  , , 

What i s D e c e n t r a l i z a t i o n ? 
T h i s s e c t i o n p r o v i d e s a b r i e f o v e r v i e w o f t h e m a i n t y p e s o f 
decentra l i za t ion , w h i c h c an be o c c u r r i n g across coun t r i e s , a n d even 
w i t h i n the same c o u n t r y as we l l as sector. I t i s p e r t i n e n t t o m a k e 
such d is t incUon a m o n g dif ferent types of decentrcdization to faci l i tate 
the d i s cuss i on o f t h e des ign a n d i m p a c t . For i ns tance , the type of 
decen t ra l i za t i on selected w i t h i n a c o u n t r y w i l l d epend o n i t s des ign, 
w h i c h w i l l c o n s e q u e n t l y d epend o n the p o l i t i c a l s t r u c t u r e a n d 
admin i s t r a t i v e issues of t h a t c oun t r y . The i m p a c t of decent rahzat ion 
w i l l di f fer d e p e n d i n g o n w h a t type o f d e cen t ra l i z a t i on is ca r r i ed 
ou t : the po l i t i c a l , f iscal a n d a d m i n i s t r a t i v e a r r a n g e m e n t , w h i c h 
c h a r a c t e r i z e d e c e n t r a l i z a t i o n , a n d w h a t t h e o b j e c t i v e s o f 
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decent ra l i za t i on are. I t is i m p o r t a n t to i n t r o d u c e cons i s t ency i n 
any d i s cuss i on o f decen t ra l i z a t i on to avo id " c o m p a r i n g apples a n d 
oranges" a n d to ensure t h a t we c a n d r a w lessons whe r e app l i cab l e . 

The t e r m dec en t r a l i z a t i on i s n o t easy to def ine s ince t h i s l abe l 
e n c o m p a s s e s a w i d e v a r i e t y o f i n s t i t u t i o n a l a r r a n g e m e n t s . 
"Decen t ra l i za t i on seems o f ten to m e a n whateve r the pe r son u s i n g 
t h e t e r m w a n t s t o m e a n " ( B i r d . 1 9 9 3 : 2 0 8 ) . T h e t e r m 
"decen t ra l i z a t i on " c ons t i t u t e s d i f f e rent concepts , w h i c h m u s t be 
care fu l ly analyzed i n a n y p a r t i c u l a r c o u n t r y before d e t e r m i n i n g i f 
pro jects or p r o g r a m s s h o u l d s u p p o r t r eo rgan i za t i on o f f i nanc i a l , 
a d m i n i s t r a t i v e , or service de l ivery systems. The b r oad d e f i n i t i on o f 
decen t ra l i za t i on encompasses the t rans f e r o f a u t h o r i t y f r o m t h e 
c en t ra l g ove rnment to i n t e rmed i a t e a n d loca l g o ve rnmen t or q u a s i -
independen t gove rnmen t o r gan i za t i on a n d / o r the p r i va t e sector. 
Decen t ra l i za t i on is a comp l ex mu l t i f a c e t ed concept . I t i s i m p o r t a n t 
to d i s t i n g u i s h d i f ferent types of decen t ra l i za t i on because they have 
d i f f e rent cha rac t e r i s t i c s , po l i c y i m p l i c a t i o n s , a n d c o n d i t i o n s for 
success. 

Decen t ra l i z a t i on is a p o l i t i c i l r eah ty w o r l d w i d e t h a t var ies g rea t l y 
among a n d w i t h i n count r i e s . I n the face o f t h i s cons ide ra t i on , before 
m a k i n g a n y a s s u m p t i o n a b o u t t h i s o v e r w h e l m i n g p r o c e s s o f 
i n s t i t u t i o n a l change, i t i s i m p o r t a n t to d i s t i n g u i s h be tween d i f ferent 
f o rms o f decen t ra l i z a t i on . T h i s is p a r t i c u l a r l y i m p o r t a n t i f we w a n t 
to a c c o u n t for the consequences o f decen t ra l i z a t i on or focus o n i t s 
c a u s a l m e c h a n i s m . A t p r e s e n t t h e r e are f o u r m a i n f o r m s o f 
d e c e n t r a l i z a t i o n : p o l i t i c a l , a d m i n i s t r a t i v e , f i s c a l , a n d m a r k e t 
decen t ra l i za t i on . D i s t i n g u i s h i n g be tween these d i f f e rent concepts 
is i m p o r t a n t i n order to h i g h l i g h t the m a n y d imens i ons to success fu l 
d e c e n t r a l i z a t i o n a n d t h e ne ed for c o o r d i n a t i o n a m o n g t h e m . 
Nonetheless, there is c l ear ly a n over lap i n the d e f i n i t i o n o f these 
t e rms a n d the precise de f in i t i ons are n o t as i m p o r t a n t as the need 
for a comprehens i ve a p p r o a c h . Po l i t i ca l , a d m i n i s t r a t i v e , f i sca l a n d . 
m a r k e t d e c e n t r a l i z a t i o n c a n a lso appear i n v a r i o u s f o r m s a n d 
c o m b i n a t i o n s across c oun t r i e s , w i t h i n c o u n t r i e s a n d even w i t h i n 
sectors. 

Appropr iate form of d e c e n t r a l i z a t i o n 
A s s u m i n g the ex istence o f app rop r i a t e c ond i t i ons , a l l these f o rms 
o f d e c e n t r a l i z a t i o n c a n p l a y a n i m p o r t a n t ro l e i n b r o a d e n i n g 
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p a r t i c i p a t i o n i n po l i t i ca l , economic a n d socia l act iv i t ies i n deve loping 
count r i es . Where i t w o r k s effectively, decent ra l i za t i on he lps al leviate 
bo t t l enecks i n d e c i s i o n - m a k i n g t h a t are o f ten caused b y c e n t r a l 
g o ve rnmen t p l a n n i n g a n d c o n t r o l o f i m p o r t a n t economic a n d socia l 
a c t i v i t i e s . D e c e n t r a l i z a t i o n c a n h e l p c u t c o m p l e x b u r e a u c r a t i c 
p rocedures a n d i t c an increase gove rnment of f lc ials ' s ens i t i v i t y to 
l o ca l c o n d i t i o n s a n d needs . Bes ides , d e c e n t r a l i z a t i o n c a n h e l p 
n a t i o n a l gove rnment m i n i s t r i e s r each larger n u m b e r s o f l oca l areas 
w i t h serv ices; a l l o w grea ter p o l i t i c a l r e p r e s e n t a t i o n for d iverse 
po l i t i c a l , e thn i c , r e l i g i ous , a n d c u l t u r a l g r oups i n d e c i s i o n - m a k i n g ; 
a n d relieve top manage r s i n c e n t r a l m i n i s t r i e s o f " r o u t i n e " t a sks to 
concent ra te o n po l icy . I t c a n also increase po l i t i c a l s t a b i l i t y a n d 
n a t i o n a l u n i t y a l l ow ing , c i t i zens be t t e r c o n t r o l o f p u b h c p r o g r a m s 
a t the loca l level. 

However, decen t ra l i z a t i on is n o t a u n i v e r s a l remedy , a n d does have 
po t en t i a l d isadvantages . F i r s t , d ecen t ra l i z a t i on m a y n o t a lways be 
e f f i c i en t , e spec i a l l y f o r s t a n d a r d i z e d , r o u t i n e , n e t w o r k - b a s e d 
services. Second, i t c a n r e s u l t i n the loss of economies o f scale a n d 
c o n t r o l over scarce f i n a n c i a l r esources by the c e n t r a l gove rnment . 
T h i r d , weak a d m i n i s t r a t i v e or t e c h n i c a l capac i t y a t l oca l levels m a y 
r e s u l t i n services b e i n g de l ivered less e f f ic ient ly a n d effectively to 
some areas o f the c o u n t r y . F o u r t h , a d m i n i s t r a t i v e r espons ib i l i t i e s 
m a y be t r a n s f e r r e d to l o c a l l eve ls w i t h o u t a d e q u a t e f i n a n c i a l 
resources a n d m a k e equ i tab l e d i s t r i b u t i o n or p r o v i s i on o f services 
m o r e d i f f i c u l t . F i f t h , d e c e n t r a l i z a t i o n c a n s o m e t i m e s m a k e 
c o o r d i n a t i o n o f n a t i o n a l po l i c i es m o r e c o m p l e x a n d m a y a l l ow 
f u n c t i o n s to be c a p t u r e d by loca l el i tes. F ina l l y , d i s t r u s t be tween 
p u b l i c a n d pr i va te sectors m a y u n d e r m i n e coopera t i on a t t h e loca l 
level. 

Rationcde for d ecen t r a l i z a t i on 
M o s t o f the decen t ra l i z a t i on , w h i c h h a s been ca r r i ed o u t i n t h e 
1990s has a r i s en f r o m po l i t i c a l mot ives . For example , i n A f r i ca , the 
spread of m u l t i - p a r t y po l i t i c a l sys tems is c r ea t ing d e m a n d for more 
loca l voice i n dec i s ion m a k i n g . I n some coun t r i e s , s u c h as E th i op i a , 
decen t ra l i za t i on has been a response to p ressures f r o m reg iona l or 
e t h n i c g r o u p s for m o r e c o n t r o l or p a r t i c i p a t i o n i n t h e p o l i t i c a l 
process. I n the ex t reme, decen t ra l i z a t i on represents a desperate 
a t t e m p t to keep the c o u n t r y together i n the face of these pressures 
b y g r a n t i n g m o r e a u t o n o m y t o a l l l o c a l i t i e s o r b y f o r g i n g 
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" a s y m m e t r i c a l f ederat ions . " A v a r i a t i o n o n t h i s t h eme has been 
d e c e n t r a l i z a t i o n as a n o u t c o m e o f l o n g c i v i l w a r s , s u c h as i n 
Mozamb ique a n d Uganda , where open ing po l i t i c a l o p p o r t u n i t i e s a t 
the loca l levels has a l l owed for greater p a r t i c i p a t i o n b y a l l f o rmer 
w a r r i n g fac t ions i n the governance of the c o u n t r y . F u r t h e r m o r e , i n 
m a n y c o u n t r i e s , d e c e n t r a l i z a t i o n s i m p l y h a s h a p p e n e d i n t h e 
absence o f any m e a n i n g f u l a l t e rna t i v e governance s t r u c t u r e t o 
p rov ide loca l g o ve rnmen t services. Yet i n some cases ( p a r t i c u l a r l y 
i n Eas t Asia) decen t ra l i z a t i on appears to be mo t i v a t ed by the need 
t o improv e service de l i very t o large p o p u l a t i o n s a n d t h e r e c o g n i t i o n 
of the l i m i t a t i o n s o f c e n t r a l a d m i n i s t r a t i o n . 

A l t h o u g h p o l i t i c s s e e m i n g l y i s t h e d r i v i n g f o r c e b e h i n d 
decen t ra l i za t i on i n m o s t c oun t r i e s , f o r tuna t e l y , i t m a y be one o f 
those ins tances where good po l i t i c s a n d good economics m a y serve 
t h e s a m e e n d . T h e p o l i t i c a l o b j e c t i v e s t o i n c r e a s e p o l i t i c a l 
responsiveness a n d p a r t i c i p a t i o n a t the local level c an co inc ide w i t h 
the economic object ives o f be t t e r dec is ions a b o u t the use o f p u b l i c 
resources a n d increased w i l l i ngness to pay for loca l services. A t 
least five c ond i t i ons are i m p o r t a n t for success fu l decen t ra l i z a t i on : 
(i) The decen t ra l i z a t i on f r a m e w o r k m u s t l i n k , a t the m a r g i n , l o ca l 

f i n a n c i n g a n d f i s c a l a u t h o r i t y t o t h e s e r v i c e p r o v i s i o n 
r espons ib i l i t i e s a n d f u n c t i o n s o f the l oca l g o v e rnmen t - so t h a t 
loca l po l i t i c i ans c an bear the costs of the i r dec is ions a n d del iver 
o n th e i r p romises ; 

(ii) The loca l c o m m u n i t y m u s t be i n f o r m e d a b o u t t h e cos ts o f 
services a n d service de l ivery op t i ons invo lved a n d the r esource 
envelope a n d i t s sources - so t h a t the dec is ions t h e y m a k e are 
m e a n i n g f u l . Pa r t i c i pa to ry b u d g e t i n g , s u c h as the one i n Porto 
Alegre. B raz i l , i s one w a y t o create t h i s c o n d i t i o n ; 

(ill) There m u s t be a m e c h a n i s m by w h i c h the c o m m u n i t y c a n 
express i t s preferences i n a w a y t h a t is b i n d i n g o n the po l i t i c i ans 
—so t h a t there is a c red ib le incen t i v e for people to pa r t i c i pa t e ; 

(iv) There m u s t be a s y s t em of a c c o u n t a b i l i t y t h a t re l ies o n p u b l i c 
a n d t r a n s p a r e n t i n f o r m a t i o n , w h i c h enables the c o m m u n i t y to 
effectively m o n i t o r the pe r f o rmance o f the loca l g o v e rnmen t 
a n d react appropr i a t e l y to t h a t per fo rmance- so t h a t po l i t i c i ans 
a n d loca l of f ic ials have a n incen t i v e to be responsive ; a n d ; 

(v) The i n s t r u m e n t s o f decen t ra l i z a t i on—the legal a n d i n s t i t u t i o n a l 
f ramework , the s t r u c t u r e of service del ivery respons ib i l i t i es a n d 
t h e i n t e r g o v e r n m e n t a l f iscal s y s t e m — are des igned to s u p p o r t 
t h e po l i t i ca l object ives. 

6 7 



JV. E. Osoro 

F u l f i l l i n g these c o n d i t i o n s (or a t l eas t h a v i n g loca l gove rnments 
improve u p o n the c en t r a l gove rnment ' s record) is achievable b u t a 
t a l l order . 

Success ful decent ra l i za t i on is c losely re lated to observ ing the des ign 
p r i n c i p l e s of: f inance foUowing (clear a s s i g n m e n t of) f u n c t i o n s ; 
i n f o r m e d d e c i s i o n m a k i n g ; a d h e r e n c e to l o c a l p r i o r i t i e s ; a n d 
a c coun tab i l i t y . However, a p p l y i n g these p r i n c i p l e s i n p rac t i c e h a s 
n o t p r o v e n t o be s imp le . C o u n t r y c i r c u m s t a n c e s dif fer, o f ten i n 
del icate a n d complex ways; consequent ly the po l icy a n d i n s t i t u t i o n a l 
i n s t r u m e n t s t h a t e s tab l i sh decen t ra l i z a t i on have to be shaped to 
t h e specif ic c o n d i t i o n s o f i n d i v i d u a l c o u n t r i e s . 

Po l i t i c a l D e c e n t r a l i z a t i o n 
The object ive o f po l i t i c a l d e cen t ra l i z a t i on is t o give c i t i zens o r t h e i r 
e lected representa t i ves mo r e power i n po l i t i c a l dec i s ion m a k i n g . I t 
i s o f t en assoc ia t ed w i t h p l u r a l i s t i c p o l i t i c s a n d r e p r e s e n t a t i v e 
government . However, i t c an also s u p p o r t democra t i za t i on by g i v ing 
c i t i zens , or t h e i r representa t i ves m o r e in f luence i n t h e f o r m u l a t i o n 
a n d i m p l e m e n t a t i o n o f p o l i c i e s . A d v o c a t e s o f p o l i t i c a l 
d e c e n t r a l i z a t i o n p o s t u l a t e t h a t d e c i s i o n s m a d e w i t h g r e a t e r 
p a r t i c i p a t i o n w i l l be be t t e r i n f o r m e d a n d more re l evant to d iverse 
in t e r e s t s i n society, t h a n those m a d e o n l y b y n a t i o n a l p o l i t i c a l 
au tho r i t i e s . T h i s concept imp l i e s t h a t the se lect ion of representat ive 
f r o m loca l e lec tora l j u r i s d i c t i o n s a l l ows elected of f ic ials to k n o w 
be t t e r t h e needs a n d desires o f t h e i r c o n s t i t u e n t s . 

Nevertheless, po l i t i c a l decen t ra l i za t i on o f ten requ i res c o n s t i t u t i o n a l 
or s t a t u t o r y re forms, the deve lopment o f p l u r a l i s t i c po l i t i ca l par t i es , 
t h e s t r e n g t h e n i n g o f l eg i s la tures , c r ea t i on o f l oca l p o l i t i c a l u n i t s , 
a n d t h e encouragemen t o f effective p u b l i c in t e r es t g r oups . 

Fiscal Decentralization 
F isca l d e c en t r a l i z a t i on en t a i l s s h i f t i n g some r e spons i b i l i t i e s for 
e xpend i tu r e s a n d / o r revenues t o l ower levels of gove rnment . There 
i s o n e i m p o r t a n t f a c t o r i n d e t e r m i n i n g t h e t y p e o f f i s c a l 
decen t ra l i z a t i on . T h i s is the ex ten t to w h i c h s u b - n a t i o n a l en t i t i e s 
are g iven a u t o n o m y to de te rmine the a l l ocat ion o f the i r expend i tures . 
Yet the o the r i m p o r t a n t factor i s t h e i r a b i l i t y to ra ise revenue. 
I t is essent ia l to c lar i fy where loca l gove rnments c a n d e t e rm ine the 
a l l oca t i on o f expend i tures themselves versus those where the center 
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m a n d a t e s e x p e n d i t u r e s a n d l o ca l leve ls s i m p l y execute those 
expend i tures . W h e n s ta t i s t i cs o n s u b - n a t i o n a l f inance are avai lable 
(most n o t a b l y i n the IMF 's G o v e r n m e n t F inance Stat is t ics ) these 
two types o f e xpend i tu r e s are u s u a l l y aggregated a n d one f igure 
p rov ided o n "percentage o f s u b - n a t i o n a l expend i tures " . To t h i s end . 
ana l ys t s m u s t be very care fu l w h e n u s i n g t h i s as a n i n d i c a t o r of 
l oca l a u t o n o m y , as a u t o n o m y w i l l n o t be enhanced un less the f unds 
are n o t t i ed by the center. A t any ra te , some c o u n t r i e s do derive the 
b e n e f i t s o f l o c a l e x p e n d i t u r e a u t o n o m y as a r e s u l t o f l o c a l 
gove rnments ' ab i l i t y t o access the f u n d s a n d c i r c u m v e n t t h e c e n t r a l 
m a n d a t e ! 

U n i t a r y a n d federal g o ve rnmen ts prov ide d i f f e rent o p p o r t u n i t i e s 
for f i s ca l d e c e n t r a l i z a t i o n . U n i t a r y c o u n t r i e s do n o t have s u b -
n a t i o n a l gove rnments t h a t are c o n s t i t u t i o n a l l y empowered to m a k e 
decis ions over a specified range of government (e.g. centra l , prov ince , 
a n d d i s t r i c t ) . F ede ra l g o v e r n m e n t s , o n t h e o t h e r h a n d , have 
c o n s t i t u t i o n a l l y p ro tec ted s u b - n a t i o n a l gove rnments a n d t h u s , the 
poss ib i l i t i e s for i ndependen t dec i s i on m a k i n g are c lear ly s t ronger 
u n d e r these systems. I t is n o t e w o r t h y t h a t l oca l g o ve rnmen ts (as 
o p p o s e d t o s t a t e o r p r o v i n c e ) m a y n o t n e c e s s a r i l y e n j o y 
c o n s t i t u t i o n a l p r o t e c t i o n u n d e r t h e federa l sys tem. I n p rac t i c e , 
however , the ex ten t a n d n a t u r e o f dec i s i on m a k i n g power exerc ised 
b y lower t i e rs var ies w ide l y f r o m c o u n t r y to c o u n t r y i n b o t h federal 
a n d u n i t a r y c o u n t r i e s a n d m a y change ( in t h e i r d i rec t ion ) f r o m 
t i m e to t i m e . A t the extremes, some n o m i n a l l y federal c o u n t r i e s 
(e.g.. Venezuela) m a y be cons ide rab l y less decentra l i zed i n r ea l i t y 
t h a n i n n o m i n a l l y u n i t a r y c o u n t r i e s (e.g.. Canada) . 

Desp i te the comp l ex i t y of the ex i s t i ng s i t u a t i o n i n m a n y c oun t r i e s , 
b o t h theo ry a n d experience suggest s t r ong l y t h a t i t i s i m p o r t a n t to 
s tate e x p e n d i t u r e r espons ib i l i t i e s as c l ear l y as poss ib le i n o rde r t o 
e n h a n c e a c c o u n t a b i l i t y a n d r e d u c e u n p r o d u c t i v e o v e r l a p , 
d u p l i c a t i o n o f a u t h o r i t y , a n d legal chal lenges. M a n y w o u l d argue 
t h a t d e c i s i o n - m a k i n g s h o u l d t ake p lace i n accordance w i t h t h e 
p r i n c i p l e o f " subs id i a r y " , t h a t i s . a t the lowest level of gove rnment , 
c ons i s t en t w i t h a l locat ive ef f ic iency (e.g.. t h e geographic area t h a t 
internal i zes the benefits a n d costs of dec i s i on -mak ing for a p a r t i c u l a r 
service). The o p t i m a l size o f j u r i s d i c t i o n for each serv ice c o u l d 
t h e o r e t i c a l l y d i f f e r . H o w e v e r , i n p r a c t i c e , e c o n o m i e s o f 
a d m i n i s t r a t i o n a n d t r ansac t i ons costs lead to " g r o u p i n g " of r o u g h l y 
c o n g r u e n t services a t loca l (e.g.. s t reet l i g h t i n g , refuse r emova l , 
reg iona l ( r u r a l - u r b a n roads , refuse disposal ) , a n d n a t i o n a l ( in terc i ty 
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h i g h w a y s , e n v i r o n m e n t a l pol icy ) levels. Decen t ra l i z ed dec i s i on 
m a k i n g enlarges poss ib i l i t i es for loca l p a r t i c i p a t i o n i n deve lopment . 
I n a d d i t i o n , n a t i o n a l a l locat ive object ives m a y be ca r r i ed o u t b y 
loca l g o ve rnmen ts r e s p o n d i n g to incen t i ves created by n a t i o n a l 
g r a n t s a n d r e g u l a t i o n s as w e l l as i n t e r - l o c a l or i n t e r r e g i o n a l 
agreements . N a t i o n a l gove rnments have obv ious ro les w i t h respect 
to b o t h s t ab i l i z a t i on a n d d i s t r i b u t i o n , a n d due a t t e n t i o n m u s t be 
pa i d to poss ib le loca l conf l i c ts w i t h these pohcies. 

I n s t i t u t i o n s and F i s c a l D e c e n t r a l i z a t i o n 
D r a w i n g o n pas t exper ience somet imes even the pohcies , w h i c h 
p romise to p roduce ga in f r o m the m a j o r i t y o f the p u b l i c , fa i l to 
del iver. O f t en t imes , the fa i lure to i m p l e m e n t t h e m is a t t r i b u t a b l e 
to i n s t i t u t i o n a l p r ob l ems . I n a society w i t h w e a k i n s t i t u t i o n s , the 
r u l e s a n d o r g a n i z a t i o n t o c o o r d i n a t e h u m a n b e h a v i o r a r e 
undeve loped , i f n o t f au l t y . Consequent l y , even the po l i cy des igned 
to p r oduce w i n s o m e s o l u t i o n o f ten leads to a n increase i n d i v i s i on 
a n d u n e q u a l asset d i s t r i b u t i o n . The existence of s u c h s i t u a t i o n s 
does n o t lead to the sus ta inab l e deve l opment t h a t benef i ts the poor 
a n d the ma jo r i t y . 

What are i n s t i t u t i o n s ? 
I n s t i t u t i o n s are soc ia l ly devised c o n s t r a i n t s o n i n d i v i d u a l ac t i ons . 
They are sets of ru l e s t h a t are recognized a n d f r equen t l y foUowed 
by m e m b e r s of the c o m m u n i t y a n d t h a t impose c o n s t r a i n t s o n the 
ac t i ons of i n d i v i d u a l m e m b e r s (Nor th , 1991). More b road l y . W o r l d 
B a n k (2002) def ines i n s t i t u t i o n s as the ru l e s a n d o rgan i za t i ons , 
i n c l u d i n g i n f o r m a l n o r m s t h a t f ac i l i t a te c o o r d i n a t i o n of h u m a n 
behav ior . These ru l e s compr i se of b o t h f o r m a l a n d i n f o r m a l . The 
i n f o r m a l ones evolve f r o m n o r m s to t r a d i t i o n s a n d the f o r m a l ones 
f o r m r egu la t i ons , l aws , a n d c o n s t i t u t i o n s , w h i c h are more d i f f i cu l t 
to change. Organ i za t i ons i n c l u d e gove rnmen t agencies, p a r l i a m e n t , 
firms, pol ice, c o u r t a n d c i v i l society. 

W h a t comes o u t c lear ly f r o m the two de f in i t i ons is t h a t a l t h o u g h 
i n s t i t u t i o n c an be c o n s t r a i n i n g for i n d i v i d u a l s , they are effective to 
the c o m m u n i t y . I t i s obv ious t h a t the c o m m u n i t y w o u l d be be t t e r 
off i f people fo l low ru l e s , t h a n i t w o u l d be the case i n the absence o f 
r u l e s . I n v i ew o f t h i s , i n s t i t u t i o n s f a c i l i t a t e a n d l i b e r a t e t h e 
c o m m u n i t y r a t h e r t h a n c o n s t r a i n i n g i t . Nonethe less , a t i n d i v i d u a l 
level, i n s t i t u t i o n s impose c o n s t r a i n t s as No r th ' s d e f i n i t i on . 

F r o m the p o i n t o f v iew of the W o r l d B a n k (2002) . the key f u n c t i o n 
of i n s t i t u t i o n s are: (a) to p i c k u p s igna ls a b o u t needs a n d p rob l ems ; 
(b) to ba lance in t e r es t b y nego t i a t i ng change , f o rg ing agreements 
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b y a v o i d i n g c o n f l i c t s a n d s t a l e m a t e s ; a n d (c) t o execu te a n d 
i m p l e m e n t s o l u t i o n s by c r ed ib l y f o l l ow ing t h r o u g h o n agreements . 
To t h i s e n d . i n a s o c i e t y w i t h w e l l - f u n c t i o n i n g i n s t i t u t i o n s , 
i n d i v i d u a l s c a n en te r i n t o a n u m b e r o f c o m p l e x c o n t r a c t s a n d 
exchange w i t h l ow t r a n s a c t i o n costs. Th i s encourages i n n o v a t i o n , 
t e chn i ca l progress a n d creates a n e n v i r o n m e n t t h a t w o u l d enable 
people i n the society to w o r k w i t h each o the r to achieve th e i r j o i n t 
po t en t i a l . 

Societies w i t h o u t w/ f l l - func t i on ing i n s t i t u t i o n s , o n the o ther h a n d , 
w i l l go to the oppos i te end . Weak i n s t i t u t i o n s generate u n c e r t a i n t y 
a n d cause m i s t r u s t a m o n g m e m b e r s o f society. Consequent l y , the 
economies of scale are foregone s ince t h i s e n v i r o n m e n t w i l l n o t 
encourage people to w o r k together to achieve t h e i r j o i n t - p o t e n t i a l . 
W i t h weak i n s t i t u t i o n s , i t i s o f ten the case t h a t a b i g p r o p o r t i o n of 
economic ac t i v i t y is located i n the i n f o r m a l sector. Besides, w i t h 
d i f ferent levels o f i n s t i t u t i o n a l deve lopment , two societies s t a r t i n g 
f r om s im i l a r s i tua t i ons c an end u p w i t h di f ferent levels of c o r r u p t i o n . 
One w i t h weak i n s t i t u t i o n s ends u p w i t h a b a d e q u i l i b r i u m , w i t h 
l ow level o f r u l e obedience due to weak l aw en forcement . The o the r 
w i t h wel l -deve loped i n s t i t u t i o n s prospers i n a good e q u i l i b r i u m , 
w i t h h i g h level o f obedience. I n the case of b a d e q u i h b r i u m , the 
n u m b e r o f v i o l a t o r s m a y be so large t h a t the p r o b a b i l i t y o f g e t t ing 
c a u g h t a n d p u n i s h e d for b r e a k i n g the r u l e is low. Here people 
r a t i o n a l l y choose n o t to obey the r u l e . I n the good e q u i l i b r i u m case, 
o n the o ther h a n d , i n d i v i d u a l s w h o con t emp la t e r u l e v i o l a t i on face 
a h i g h p r o b a b i l i t y o f g e t t ing c a u g h t a n d p u n i s h e d , a n d so people 
r a t i o n a l l y choose to obey. 

F i s c a l D e c e n t r a l i z a t i o n and E c o n o m i c G rowth 
D u r i n g the 1990s m a n y deve lop ing a n d t r a n s i t i o n a l c o u n t r i e s have 
e i ther e m b a r k e d o n or s ta ted th e i r i n t e n t i o n to e m b a r k u p o n some 
type of fiscal decen t ra l i z a t i on i n i t i a t i v e (Di l l inger , 1994). O f ten one 
of the stated objectives o f fiscal decentra l i za t ion is to foster economic 
g r o w t h . The i n t e r e s t i n fiscal d e c en t r a l i z a t i on as a n eng ine for 
e conomic g r o w t h is n o t l i m i t e d to deve l op ing a n d t r a n s i t i o n a l 
economies, b u t has emerged to the fore f ront of the po l i cy agendas 
of m o s t O E C D c o u n t r i e s (Wor ld B a n k , 1999). These broad-based 
p o l i c y agendas c a l l for a c loser e x a m i n a t i o n o f t h e p o t e n t i a l 
r e l a t i onsh ip be tween fiscal decen t ra l i z a t i on a n d economic g r o w t h . 
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T r a d i t i o n a l l y , t h e t h e o r y a n d p rac t i c e o f f i sca l d e cen t ra l i z a t i on h a s 
p a i d l i t t l e a t t e n t i o n t o t h e object ive o f economic g r o w t h . O n l y qu i t e 
recent ly have n o r m a t i v e d i scuss ions of flscal decent ra l i za t i on added 
economic g r o w t h to the t r a d i t i o n a l l i s t of p u b l i c f inance object ives 
o f e f f i c i ency i n t h e a l l o c a t i o n o f r e s o u r c e s , h o r i z o n t a l f i s c a l 
imba lances a n d economic s tab i l i za t i on (B i rd a n d Va i l l ancour t , 1997; 
a n d F ischer , 1993) . 

Ins t ead , the t r a d i t i o n a l a r g u m e n t for flscal d ecen t ra l i z a t i on is t h a t 
i t m a y p rov ide g rea te r e conomic e f f ic iency i n t h e a l l o c a t i o n o f 
resources i n the p u b l i c sector (Oates. 1972; B roadway a n d W i d a s i n . 
1984). U n d e r t h e a s s u m p t i o n t h a t p u b l i c of f lc ia ls r e spond to t h e 
desires o f t h e c o n s t i t u e n t s , s u b - n a t i o n a l g o v e rnmen t s are be t t e r 
able t o m a t c h d i f f e r ing preferences across J u r i s d i c t i o n s . Ga ins i n 
eff lciency are enhanc e d i f t axpayers are mob i l e because they c an 
mig ra te or so r t themse lves o u t a m o n g the j u r i s d i c t i o n s t h a t best 
m a t c h t h e i r pre ferred t a x - e x p e n d i t u r e package, as f i r s t d i s cussed 
b y T i e b o u t (1956) . ' I n a n u t sheU. i f t h e preferences o f t h e p u b l i c 
goods d i f fer ac ross r e g i ons or i n d i v i d u a l s , t h e leve l o f we l fa re 
achieved t h r o u g h u n i f o r m p ro v i s i on o f p u b l i c goods by a c e n t r a l 
government is in fer ior to t h a t , w h i c h can be a t ta ined by decentral ized 
p rov i s i on w h i c h a l l ows for di f ferences across j u r i s d i c t i o n s . 

Overa l l , t he l a c k o f d i r e c t c o nc e rn w i t h t h e object ive o f economic 
g r o w t h i n t h e t h e o r y a n d p r a c t i c e o f fiscal d e c e n t r a l i z a t i o n is 
p r emised o n the l a c k o f a t t e n t i o n g iven to t h i s object ive i n p u b l i c 
sector e conomics . However , p u b l i c sec tor e c onom i c s h a s p a i d 
i nd i r e c t a t t e n t i o n to t h e object ive of economic g r o w t h b y f o cus ing 
o n issues s u c h as h o w t a x a t i o n m a y d i s t o r t economic incent i ves 
t o w a r d s a v i ng s a n d i n v e s t m e n t , h o w t o e v a l u a t e t h e r e l a t i v e 
w o r t h i n e s s o f p u b l i c i n v e s t m e n t pro jec ts (as for example i n the 
theory of cost -benef i t ana lys is ) , or h o w to improv e the pe r f o rmance 
o f p r i v a t e m a r k e t s t h r o u g h s p e n d i n g o n e d u c a t i o n a n d h e a l t h 
sys tems or i n v e s t m e n t i n bas ic i n f r a s t r u c t u r e . 

The general i m p l i c i t a s s u m p t i o n i n the p u b l i c sector economics 
has been t h a t economic g r o w t h is fuel led by g r o w t h i n the q u a n t i t y 
a n d q u a l i t y o f e c o n o m i c i n p u t s ( l a b o u r , c a p i t a l a n d n a t u r a l 
resources) a n d b y t echno log i ca l changes i n the p r i va t e sector. The 
role o f the pr i va te sector is to fac i l i tate , or n o t to impede , t h i s process. 
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What is known about the effect of decentralization on economic 
growth? 
The c u r r e n t s tate o f the fiscal decen t ra l i za t i on h t e r a t u r e e xh ib i t s 
the d e a r t h o f emp i r i ca l i n f o r m a t i o n o n the effects o f decentra l i za t ion , 
n o t on l y o n economic g r o w t h , b u t a lso o n the t r a d i t i o n a l object ives 
o f economic eff iciency, income d i s t r i b u t i o n , a n d economic s tab i l i t y . 
The analys is o f the d i rect role of the pub l i c sector i n economic g r o w t h 
i s re la t i ve ly a n e w area o f s t u d y , w i t h t h e c o n t r i b u t i o n o f f i sca l 
decen t ra l i za t i on to economic g r o w t h on l y emerg ing i n the 1990s. 
W h a t fo l lows is a b r i e f a c c o u n t of the e x i s t i n g ev idence o n the 
p o t e n t i a l r e l a t i o n s h i p be tween f isca l decen t ra l i za t i on a n d g r o w t h . 

F r o m e c o n o m i c growth to f i s ca l d ecen t r a l i z a t i on 
We k n o w very l i t t l e a b o u t the r e l a t i o n s h i p be tween decen t ra l i z a t i on 
a n d economic g r o w t h . E m p i r i c a l ev idence for the w a y i n w h i c h 
d e c e n t r a l i z a t i o n af fects g r o w t h h a s b e e n c o n t r a d i c t o r y a n d i s 
p l agued b y m e a s u r e m e n t , spec i f i ca t ion , a n d ana l y t i c a l p r ob l ems . 
There is s t ronger evidence for a r e l a t i on i n the o the r d i r e c t i o n , t h a t 
i s . f r o m g r o w t h t o d e c e n t r a l i z a t i o n — b u t the i n t e r p r e t a t i o n s o f t h i s 
c o r r e l a t i on be tween h i g h income a n d decen t ra l i z a t i on have va r i ed . 

Ev ident l y , there has been scan ty r esearch o f c a u s a t i o n l i n e f r o m 
decen t ra l i z a t i on to g r o w t h . However, a m u s i n g l y , the re h a s been 
extensive e m p i r i c a l ana lys i s of t h e reverse ques t i on : to w h a t ex ten t 
is the level of decen t ra l i za t i on a f u n c t i o n o f the level of economic 
deve lopment? There i s s t r o n g evidence t h a t m o s t measures o f fiscal 
decen t ra l i za t i on across c o u n t r i e s , s u c h as share o f e x p e n d i t u r e s 
or revenues o f s u b - n a t i o n a l governments i n the general g ove rnment 
b u d g e t , a re p o s i t i v e l y c o r r e l a t e d w i t h t h e l eve l o f e c o n o m i c 
development, general ly measured b y per cap i ta income (Oates. 1972; 
P o m m m e r h n e . 1977; B a h l a n d N a t h . 1986; Wasy l enko . 1987; a n d 
Panizza. 1998). 

Nevertheless, the re i s less consensus i n the l i t e r a t u r e r e ga rd ing 
h o w to i n t e r p r e t the fact t h a t decen t ra l i za t i on is a more c o m m o n 
a n d deeper p h e n o m e n o n i n i n d u s t r i a l i z e d c oun t r i e s . One poss ib le 
e x p l a n a t i o n i s t h a t decen t ra l i z a t i on i s l i k e a supe r i o r good. I t i s 
o n l y a t r e l a t i v e l y h i g h l e v e l s o f p e r c a p i t a i n c o m e t h a t 
decen t ra l i za t i on is d e m a n d e d or becomes " a t t r ac t i v e " to taxpayers 
i n the sense t h a t i t s benef i ts c a n be mor e fu l l y exp lo i t ed w i t h o u t 
the p r o b l e m o f t h e d i sadvantages t h a t t e n d to be m o r e p resen t i n 
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c o u n t r i e s a t l ower levels of deve l opment (Bah l a n d L i n n . 1992) . 
T h i s r e l a t i o n s h i p be tween economic deve lopment a n d t h e d e p t h o f 
decen t ra l i za t i on m a y also be because m a n y deve lop ing c o u n t r i e s 
i n h e r i t e d h i g h l y c e n t r a l i z e d s y s t e m s a t t h e t i m e o f t h e i r 
independence f r o m the i r co l on ia l powers (Conyers. 1990). However, 
there i s a p p a r e n t w ide agreement w i t h Oates (1993) assessment 
t h a t e m p i r i c a l r e l a t i o n s h i p be tween the level of deve lopment a n d 
t h e presence o f f iscal d e cen t ra l i z a t i on s h o u l d n o t be i n t e r p r e t e d to 
say t h a t there i s m o n o t o n i c r e l a t i o n s h i p be tween the two s u c h t h a t 
d ecen t ra l i z a t i on in tens i f i es w i t h o u t b o u n d w i t h per c ap i t a i ncome , 
or t h a t a decent ra l i z ed s y s t e m o f p u b h c f inances w i l l n o t offer 
advantages to c o u n t r i e s a t l ower levels o f economic deve l opment 
(Mart inez-Vazquez a n d M c N a b , 2001 ) . 

F r o m f i s ca l d e c e n t r a l i z a t i on to e c o n o m i c g rowth 
The ex i s t i ng recent s tud i es i n t h i s area fa l l u n d e r th ree categories: 
(1) s tu d i e s to q u a n t i f y the ro le o f g o v e r n m e n t e x p e n d i t u r e s o n 
economic g r o w t h ; (2) s tud ies o n the r e l a t i on of p u b l i c i n f r a s t r u c t u r e 
s p e n d i n g o n economic g r o w t h ; (3); a n d s tud i e s o n the i m p a c t o f 
decen t ra l i z a t i on o n economic g r o w t h . ,, , 

S t u d i e s to quant i fy t h e ro le o f g ove rnment expend i tu r e s o n 
e c o n o m i c g rowth 
A good n u m b e r of s tud i e s have m a d e a n a t t e m p t a t q u a n t i f y i n g 

t h e ro l e o f g o v e r n m e n t e x p e n d i t u r e s o n e conomic g r o w t h , t h e 
q u e s t i o n of w h a t i m p a c t decent ra l i zed g o v e rnmen t e x p e n d i t u r e s 
have o n economic g r o w t h r e m a i n s large ly unaddressed . 

A s chau e r (1989) a n d B a r r o (1990) f i n d t h a t a n i n c r ea s ing share of 
c en t r a l gove rnment c o n s u m p t i o n i n GDP is negat ive ly r e la t ed w i t h 
g r o w t h i n per cap i t a income . I n a n ear l ier s t u d y , however . R a m 
(1986) f o u n d a pos i t ive r e l a t i o n s h i p be tween c e n t r a l g o v e rnmen t 
c o n s u m p t i o n i n GDP a n d economic g r o w t h i n per cap i t a income . 
Devara jan , Swaroop , a n d Z o u (1996) examine the i m p a c t o f the 
c o m p o s i t i o n o f p u b l i c e x p e n d i t u r e o n economic g r o w t h a n d f i n d 
t h a t w h i l e a n increase i n t h e share of c u r r e n t c en t r a l g o v e rnmen t 
expend i ture has posit ive a n d s ta t i s t i ca l l y s igni f icant effect o n g r ow th , 
t h e c ap i t a l c o m p o n e n t o f p u b l i c e x p e n d i t u r e has a negat ive i m p a c t 
o n pe r c a p i t a g r o w t h . The h y p o t h e s i s a s s ume s t h a t deve l op ing 
c o u n t r y gove rnments m a y have been a l l o ca t ing too m a n y resources 
t o c a p i t a l i n v e s t m e n t s a t t h e cos t o f m o r e p r o d u c t i v e c u r r e n t 
e xpend i t u r e . 
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Studies to measure the impact of public infrastructure spending on 
economic growth 
Othe r researchers have f o u n d t h a t p u b l i c i n f r a s t r u c t u r e s p e n d i n g 
has a pos i t ive s i gn i f i cant i m p a c t o n g r o w t h (Aschauer, 1989 a n d 
Eas te r l y a n d Robello, 1993). I n a d d i t i o n , there i s some evidence 
t h a t the eff iciency of p u b l i c e xpend i tu r e s c an dif fer cons ide rab l y 
across coun t r i e s . G u p t a , Hon jo , a n d Verhoeven (1997) eva luate the 
ef f ic iency o f g ove rnment e xpend i tu r e s o n e d u c a t i o n a n d h e a l t h i n 
3 8 c o u n t r i e s i n A f r i ca a n d find t h a t , o n average, c o u n t r i e s i n A f r i ca 
are less ef f ic ient t h a n c o u n t r i e s i n As i a a n d Wes t e rn Hemisphe re . 
They do suggest t h a t the observed inef f ic iencies m a y be a r e s u l t o f 
re la t i ve ly h i g h gove rnment wages a n d in t r a - s e c t o ra l a l l o ca t i on o f 
g o ve rnmen t resources . 

Inva r i ab l y , none of the s tud i es d i scussed above is concerned w i t h 
t h e p o t e n t i a l i m p a c t o f t h e d eg r e e o f d e c e n t r a l i z a t i o n (o r 
g o v e rnmen ta l c o m p o s i t i o n of the p u b l i c e xpend i tu r e or r evenue 
ass ignment ) o n economic g r o w t h . Nevertheless, a n emerg ing l i n e 
o f r e sea rch has a t t e m p t e d to tes t t h e presence of a d i r e c t l i n k 
b e tween f i sca l d e c e n t r a l i z a t i o n a n d e conomic g r o w t h . T h e few 
s tud i e s w h i c h have d i r e c t l y e x a m i n e d the r e l a t i o n s h i p b e tween 
decent ra l i za t i on a n d g r o w t h come u p w i t h m i x e d r esu l t s . L i u (2000) 
conc ludes t h a t f iscal d ecen t ra l i z a t i on pos i t i ve ly a n d s i gn i f i c an t l y 
in f luences economic g r o w t h i n C h i n a . Z h a n g a n d Z o u (1997) s h o w 
t h a t f iscal decen t ra l i za t i on has pos i t i ve a n d somet imes s i gn i f i c an t 
effect o n reg iona l economic g r o w t h i n I n d i a . However, t h e i r 1996 
w o r k o n C h i n a ; a n d Davood i . X ie a n d Zou 's (1995) w o r k o n t h e 
U n i t e d States f ind f iscal decen t ra l i za t i on to be associated w i t h l ower 
g r o w t h . I n a larger sample of developed a n d deve lop ing c o u n t r i e s , 
Davood i a n d Z o u (1998) find t h a t decen t ra l i z a t i on h a s a negat ive 
r e l a t i o n s h i p to g r o w t h i n deve lop ing c o u n t r i e s a n d n o d i s c e rn ib l e 
effect o n g r ow th i n developed count r i es . L ikewise. WoUen a n d Ph i l l ips 
(1998) fa i l to find a s ta t i s t i ca l l y s i gn i f i can t a n d r o b u s t r e l a t i o n s h i p 
be tween fiscal decen t ra l i za t i on a n d economic g r o w t h for a p a n e l o f 
deve lop ing c oun t r i e s . However, t h e i r findings suggest t h a t the r e 
ex ists a s ta t i s t i ca l l y ^signi f icant t h o u g h t r i v i a l inverse r e l a t i o n s h i p 
be tween the level of revenue decen t ra l i z a t i on a n d economic g r o w t h . 
rates i n the i r sample of developed coun t r i e s . Several methodo log i ca l 
p r o b l e m s i n these s tud i es d i s c o u n t even these m i x e d r e s u l t s a n d 
m u c h m o r e needs to be d o n e to e n s u r e t h a t t h e m e a s u r e d 
decen t ra l i za t i on g r o w t h r e l a t i o n s h i p is r o b u s t . 
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A l t h o u g h t h e theo r e t i ca l f o u n d a t i o n s o f t h e l i t e r a t u r e s t i l l need t o 
be f u r t h e r developed, these s tud i e s have n o t o n l y p rov ided the first 
e m p i r i c a l e s t imates o f t h e p o t e n t i a l effect of decen t ra l i za t i on o n 
economic g r o w t h b u t have also p r o v i d ed i n s i g h t s i n t o d i f f e rent 
aspects o f t h i s r e l a t i o n s h i p (Mart inez-Vazquez a n d McNab , 2001 ) . 
For example , f iscal decen t ra l i za t i on c o u l d be m e a s u r e d , as is done 
i n the l i t e r a t u r e , i n a s ingle d i m e n s i o n (for example , the share o f 
e x p e n d i t u r e o r r evenue o f s u b - n a t i o n a l g o ve rnmen ts i n t h e genera l 
government ) t h e n we s h o u l d n o t expect a m o n o t o n i c r e l a t i o n s h i p 
be tween decent ra l i za t i on a n d g r o w t h (Davoodi a n d Zo u , 1998). T h a t 
is , i t i s n o t necessar i l y t r u e t h a t the m o r e decent ra l i zed a c oun ty ' s 
fiscal s y s t em becomes, the faster i t s e conomy w i l l grow, b u t r a the r , 
we s h o u l d expect t h a t the re ex i s t s a n o p t i m a l degree o f fiscal 
d ecen t ra l i z a t i on ( sub -na t i ona l g o v e rnmen t s ' share o f e x p e n d i t u r e 
(revenues) i s 100 percent ) . O f course , t h e b o u n d s are imposed b y 
the fact t h a t the re are some p u b l i c goods, those w i t h n a t i o n - w i d e 
benef i ts , w h i c h c a n be mor e e f f ic ient ly p rov i ded a t the n a t i o n a l 
l e v e l . H o w e v e r , w i t h i n t h e c o n t e x t o f m o r e c o m p l e x , 
m u l t i d i m e n s i o n a l de f in i t i ons of d ecen t ra l i z a t i on (for example , a n 
index of encompass ing tax a u t o n o m y a n d b u d g e t d iscre t ion ) , i t m a y 
be poss ib l e t o o b t a i n m u l t i p l e o p t i m a , a n d even a m o n o t o n i c 
r e l a t i o n s h i p be tween decen t ra l i z a t i on a n d economic g r o w t h . The 
r e c e n t l i t e r a t u r e o n t h e e m p i r i c a l r e l a t i o n s h i p b e t w e e n 
decen t ra l i z a t i on a n d g r o w t h also ra ises several e s t i m a t i o n issues 
for f u t u r e w o r k . These issues are d i s cussed i n de ta i l i n Mar t ine z -
Vazquez a n d McNab (2001). 

T h e o r e t i c a l l i nkage be tween f i s c a l d e c e n t r a l i z a t i o n a n d 
e c o n o m i c g rowth 
The b r i e f rev iew o f e m p i r i c a l l i t e r a t u r e seems to suggest c l ear l y 
t h a t we m a y be off t r a c k f r o m u n d e r s t a n d i n g a n d consequent l y 
p r o p e r l y t e s t i n g t h e r e l a t i o n s h i p b e t w e e n d e c e n t r a l i z a t i o n a n d 
economic g r ow th . To date the emp i r i ca l w o r k o n the po ten t i a l i m p a c t 
o f f i sca l d ecen t ra l i z a t i on o n economic g r o w t h h a s offered t h u s far 
i n a d e q u a t e d e t a i l e d d i s c u s s i o n o f w h y we s h o u l d expec t t h i s 
r e l a t i o n s h i p t o ex ist . Be ing able to r e s p o n d t o t h i s bas ic que s t i o n is 
i m p o r t a n t to enable u s to c o n s t r u c t be t t e r a n d more d i s c e r n i n g 
e m p i r i c a l tests . I n a d d i t i o n , the l a ck o f a theo re t i ca l f r a m e w o r k has 
also hampered the s ta t i s t i ca l work . F ina l ly , there is a wide agreement 
o n the d e s i r ab i l i t y of deve lop ing s u c h theo r e t i ca l f r a m e w o r k (see 
Oates. 1993 ; B i r d . 1993; P r u d ' h o m m e . 1995 ; a n d Peterson. 1996) . 
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I t i s there fore i m p o r t a n t to e xamine i n b r i e f t h e m e a n s t h r o u g h 
w h i c h fiscal decen t ra l i za t i on m a y affect economic g r o w t h . T h i s m a y 
prov ide the bas is for the deve lopment of a theore t i ca l f r a m e w o r k i n 
f u t u r e . 

One of the key ques t i ons to be posed here is w h e t h e r there is a 
d i r ec t l inkage be tween decen t ra l i za t i on a n d g r o w t h . Oates (1993) 
a r g u e s t h a t , i n t u i t i v e l y , t h e s t a t i c p r o p o s i t i o n t h a t f i s c a l 
d e c e n t r a l i z a t i o n e n h a n c e s e f f i c i ency s h o u l d have a p a r a l l e l i n 
d yn am i c se t t ing of economic g r o w t h . O n the face of t h i s , expend i ture 
for i n f r a s t r u c t u r e a n d soc ia l sector t h a t r e spond to reg iona l or loca l 
di f ferences are l i k e l y to be more effective i n e n h a n c i n g economic 
d e v e l o p m e n t t h a n c e n t r a l p o l i c i e s w h i c h m a y i g n o r e t h o s e 
di f ferences. Nonethe less , Oates is n o t very exp l i c i t a b o u t w h a t t h i s 
means . The f u n d a m e n t a l ques t i on is w h y , for i n s t ance . $ 1 m i l l i o n 
spent o n roads or e d u c a t i o n a t the s u b - n a t i o n a l level s h o u l d be 
mor e g r o w t h - e n h a n c i n g t h a n t h e same a m o u n t o f m o n e y spen t a t 
the n a t i o n a l level. The d i r ec t effect, p o i n t e d o u t b y Oates. suggests 
t h a t i f s u b - n a t i o n a l g o ve rnmen ts have a n advantage i n m a k i n g 
p u b l i c e xpend i tu r e s m o r e ef f ic ient (by be t t e r sa t i s f y ing t h e needs 
a n d preferences o f l oca l t axpayers based o n be t t e r knowledge o f 
these preferences) , t h e n t h i s " s ta t i c "advantage c a n also be present 
i n a " d y n a m i c " s ense b y h a v i n g s u b n a t i o n a l g o v e r n m e n t 
e x p e n d i t u r e s be m o r e g r o w t h - e n h a n c i n g . O n c loser l ook , t h i s 
a r g u m e n t w o u l d seem to need f u r t h e r deve lopment . 

I n d i r e c t l inkage b e tween fiscal d e c e n t r a l i z a t i o n a n d e c o n o m i c 
growth 
Even i n i f d i r ec t l i n k be tween fiscal d e cen t ra l i z a t i on a n d g r o w t h 
der ived by Oates (1993) d i d n o t exist , there w o u l d appear to be 
several p o t e n t i a l i n d i r e c t l inkages be tween f i sca l d ecen t ra l i z a t i on 
a n d economic g r o w t h . 

(a) The nature of efficiency and measurement 
W h a t i s n o t d i s p u t a b l e i n t h e o r y a n d p r a c t i c e o f f i s c a l 
d e c e n t r a l i z a t i o n i s t h a t g i ven c e r t a i n c o n d i t i o n s , s u b - n a t i o n a l 
gove rnments c a n be more eff icient. T h i s c a n m e a n two th ings . F i r s t , 
the same a m o u n t o f f u n d s spent a t t h e s u b - n a t i o n a l level c a n l ead 
to i n d i v i d u a l wel fare . Th i s c an be for some services s ince loca l a n d 
reg iona l g ove rnmen ts are be t t e r a t u n d e r s t a n d i n g the preferences 
a n d the needs o f t h e i r c ons t i tuenc i e s a n d c a n m o r e easi ly a d a p t 
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t h e i r e x p e n d i t u r e pohcies t o achieve t h e m . T h i s increase i n wel fare 
t h r o u g h dec en t r a l i z ed e x p e n d i t u r e s c a n be t e r m e d t h e greater 
"consumer or allocatiue efficiency" o f decent ra l i z ed e x p e n d i t u r e s 
(Mart inez-Vazquez a n d M c N a b , 2001 ) . 

Second, i t i s a lso poss ib le , b u t b y no m e a n s a foregone c o n c l u s i o n , 
t h a t s p e n d i n g t h e f u n d s t h r o u g h s u b - n a t i o n a l g o ve rnmen ts c an 
lead to greater " p r oduce r eff lciency". T h a t is , the same services or 
i n f r a s t r u c t u r e c an be p u t i n p lace a t a l ower cost , o r a p a r t i c u l a r 
budge t c a n 5aeld larger q u a n t i t i e s or be t t e r q u a l i t y o f services a n d 
i n f r a s t r u c t u r e w h e n the f u n d s are spent a t s u b - n a t i o n a l level. By 
a n d large, the re w o u l d be l i t t l e d i s p u t e w i t h t h e c o n t e n t i o n t h a t 
f iscal d e cen t ra l i z a t i on c an r e s u l t i n greater c o n s u m e r eff iciency. 
T h e l a c k o f d i s a g r e e m e n t i s n o t b e c a u s e t h e r e h a v e b e e n 
m e a s u r e m e n t s o f these effects. I n fact tes ts o f t h i s t ype have been 
few a n d far be tween . 

The asse r t i on t h a t f i sca l d ecen t ra l i z a t i on c a n r e s u l t i n p r o d u c e r 
ef f lc iency. however , w o u l d be d i s p u t e d by m a n y . W h a t k i n d o f 
evidence is there o n dif ferences i n p r oduce r efflciency? The ques t i on 
p u t f o r w a r d b y P r u d ' h o m m e (1995) . T a n z i (1996) . a n d o the r s i s 
w h e t h e r or n o t l oca l g o ve rnmen ts operate o n the same p r o d u c t i o n 
f ron t i e r as the c e n t r a l g ove rnment a n d w h e t h e r or n o t t h i s ques t i on 
w o u l d receive t h e same answer i n developed as we l l as i n deve lop ing 
a n d t r a n s i t i o n a l economies. O n the o ther h a n d . S h a h (1999) argues 
t h a t t h e i n s t i t u t i o n a l e n v i r o n m e n t i n d e v e l o p i n g c o u n t r i e s 
necessi tates a greater degree o f decen t ra l i za t i on because o f the h i g h 
t r a n s a c t i o n a n d a d m i n i s t r a t i v e costs i m p l i e d by centra l i zed sys tem. 
I n add i t i on , decentra l i za t ion m a y r esu l t i n greater p roducer efficiency 
i n t h a t i t invo lves e x p e r i m e n t a t i o n a n d i n n o v a t i o n i n the p rov i s i on 
of goods a n d services. 

I n pract ice , s u b - n a t i o n a l gove rnments i n m a n y c oun t r i e s have been 
i n the fore front of p r i va t i za t i on of pubhc services (World B a n k . 1999). 
B u t o n the who l e , the re i s l i t t l e e m p i r i c a l ev idence i n one w a y o r 
ano ther a b o u t w h e t h e r loca l gove rnments are more or less p roduce r 
ef f lc ient t h a n c e n t r a l gove rnments . 

For the sake of a r g u m e n t , we c an answer t h a t a t least i n some 
cases, d e c e n t r a l i z a t i o n l eads to g r ea t e r c o n s u m e r e f f i c i ency . 
However, i t i s qu i t e ev ident t h a t ne i the r o f these two po t en t i a l effects 
of decentra l i za t ion, greater consumer efficiency a n d greater^producer 
eff iciency are recorded i n t h e n a t i o n a l a c coun t s . Grea te r c o n s u m e r 

7 8 

Institutions, Decentralization and Growth 

eff iciency i m p l i e s greater i n d i v i d u a l wel fare b u t no i n d e p e n d e n t 
measure ex is ts to date . 

I f t he greater ef f ic iency assoc iated w i t h f iscal d ecen t ra l i z a t i on is 
n o t d i r e c t l y a c c o u n t e d for i n the c onven t i ona l measure s o f o u t p u t 
a n d economic g r o w t h , h o w is i t t h a t greater ef f ic iency m a y affect 
measured g r o w t h ? 

(b) What is the nature of the link between greater efficiency and 
measured economic growth? 

I f fiscal decen t ra l i z a t i on leads to greater p r o d u c e r ef f iciency, t h e n 
t h e i n d i r e c t l i n k b e tween fiscal d e c e n t r a l i z a t i o n a n d g r o w t h is 
s omewha t i n t u i t i v e . N a t i o n a l a c coun t s measu r e p u b l i c o u t p u t b y 
the level o f e xpend i tu r e s , regardless of w h i c h level o f g o v e rnmen t 
spenus the f unds . B u t i f decentra l i zed gove rnmen ts c a n p roduce 
mor e o u t p u t (or be t t e r q u a l i t y o u t p u t ) t h a n the c e n t r a l government , 
w i t h the same level o f expend i tures , t h e n greater p r o d u c e r eff iciency 
a t s u b - n a t i o n a l level is o c c u r r i n g . Even tua l l y , t h e h i ghe r q u a n t i t y 
or q u a l i t y o f the loca l l y p rov ided services, the t r u e o u t p u t , w o u l d 
r e s u l t i n inc reased i n c o m e a n d there fore i n m e a s u r e d economic 
g r o w t h . r ' • ;> -

As regards c o n s u m e r eff lciency, the r e l a t i o n s h i p is less i n t u i t i v e . A 
n u m b e r o f c omp l ex e l ements are a t p lay. O n t h e pos i t i ve side, b y 
be t t e r m a t c h i n g t h e pre ferences o f c i t i z ens a n d i n c r e a s i n g t h e 
i n d i v i d u a l wel fare , there m a y be secondary effects o n w o r k effort, 
sav ings a n d p r i v a t e i n v e s t m e n t , a l l w i t h a pos i t i v e i m p a c t o n 
m e a s u r e d economic g r o w t h a t a l a t e r date . L ikewise , i t i s poss ib le 
t h a t i f p u b l i c resources are "more e f f ic ient ly spen t " a t s u b - n a t i o n a l 
level, t h i s w o u l d m e a n , for i^;v^,r.ple. ' h q t n be t t e r educa ted a n d 
hea l th i e r l a b o u r force or faster, less costly, t r a n s p o r t a t i o n w i n i c a u . t 
i n greater (measured) economic g r o w t h i n t h e f u t u r e . 

To t h i s end . t i gh t e r e m p i r i c a l tests o f the i m p a c t o f decen t ra l i z a t i on 
o n e c o n o m i c g r o w t h s h o u l d f o c u s o n w h e t h e r o r n o t f i s c a l 
decen t ra l i z a t i on , o the r t h i n g s be ing equa l ( such as e x p e n d i t u r e 
levels, per cap i t a income , a n d so on), r e su l t s i n i m p r o v e d test scores 
or o ther measures o f e duca t i on , or be t t e r h e a l t h s t a t u s ind ices 
(D i amond , 1990) . T h i s m e a n s t h a t we s h o u l d tes t for t h e presence 
o f d i rec t i m p a c t s of fiscal decen t ra l i za t i on o n the bas ic c o m p o n e n t s 
of the g r o w t h e q u a t i o n (better q u a n t i t y a n d q u a l i t y of i npu t s ) r a t h e r 
t h a n j u s t d i r e c t l y o n e c o n o m i c g r o w t h pe r se. Howeve r , t h e 
i n t e rmed i a t e effect o f decen t ra l i za t i on o n the q u a n t i t y a n d q u a l i t y 
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of some p u b l i c serv ices , s u c h as r o a d s b u i l t b y s u b n a t i o n a l 
gove rnments , is l i k e l y to be mor e d i f f l cu l t to quant i f y . 

Po l i t i c a l i n s t i t u t i o n s a n d e c o n o m i c growth 
En iko l opov a n d Z h u r a v s k a y a (2003) t r y to shed l i g h t o n t h e debate 
o n the effects o f decen t ra l i za t i on . I n p u r s u i t of t h i s object ive, they 
eva luate the effects of d ecen t ra l i z a t i on o n q u a l i t y of gove rnment , 
p u b l i c goods p rov i s i on , a n d economic g r o w t h , t a k i n g i n t o a c c o u n t 
the s t r u c t u r e of p oh t i c a l i n s t i t u t i o n s . I n p a r t i c u l a r , t h e y analyze 
h o w the level of p o l i t i c a l c en t r a l i z a t i on changes the r e s u l t s of flscal 
decent ra l i za t i on . They do t h i s because prev i ous e m p i r i c a l l i t e r a t u r e 
o n the effect of d ecen t ra l i z a t i on p r o d u c e d m i x e d r e su l t s . T h i s c a n 
p a r t l y be a t t r i b u t a b l e to the fact t h a t i t over looked the i m p o r t a n c e 
of po l i t i c a l i n s t i t u t i o n s . 

The i r key finding is t h a t p o l i t i c a l i n s t i t u t i o n s i n p a r t i c u l a r p l ay a n 
i m p o r t a n t role i n d e t e r m i n i n g the r e su l t s o f fiscal decen t ra l i z a t i on . 
I n l ine w i t h theory of R iker (1964) , they find tha t s t r o n g n a t i o n a l 
pa r t y sys tem is more effective way of secur ing po l i t i ca l c en t ra l i za t i on 
needed for ef f icient decen t rahza t i on compared to c o n s t i t u t i o n a l a n d 
a d m i n i s t r a t i v e a r r angemen t s t h a t m a k e loca l execut ives d i r e c t l y 
s u b o r d i n a t e to h igher - l eve l a u t h o r i t i e s ( B l a n c h a r d a n d Shlei fer , 
2000 ) . 

The r esu l t s for developing coun t r i e s s t rong ly s u p p o r t the hypo thes i s 
t h a t h i g h f r a c t i ona l i z a t i on o f p a r h a m e n t a n d y o u n g age o f pa r t i e s 
r educe the ef f iciency of d e cen t ra l i z a t i on a f fect ing economic g r o w t h , 
q u a l i t y of gove rnment , a n d p u b l i c goods p rov i s i on . S t r o n g pa r t i e s 
prove l o be i m p o r t a n t i n c r e a t i n g career c once rns t h a t p rov ide 
n e c e s s a r y i n c e n t i v e s e v en fo r a p p o i n t e d s t a t e execuUvCC i n 
deve lop ing c o u n t r y . 

C o n c l u s i o n 
I n s t i t u t i o n a l deve l opment for i je t ter governance, to a l l ow be t t e r 
i m p l e m e n t a t i o n of f iscal d e cen t ra l i z a t i on a n d o the r po l ic ies , w i l l 
t ake t ime , i f n o t decades, to comple te . However s u c h i n s t i t u t i o n s 
c a n n o t be i m p o r t e d , t h e y m u s t be h o m e g r o w n . S inc e f i s ca l 
d e c e n t r a l i z a t i o n i s n o t i s o l a t e d f r o m o t h e r c h a l l e n g e s , t h e 
i n s t i t u t i o n a l changes t h a t t ake place need to fu l l y t ake i n t o a c c o u n t 
the c h a n g i n g e n v i r o n m e n t f ac ing the c o u n t r y . 

Po l i t i ca l i n s t i t u t i o n s , i n p a r t i c u l a r , po l i t i c a l c en t r a l i z a t i on , p l ay a n 
i m p o r t a n t role i n d e t e r m i n i n g the r e s u l t s o f fiscal decen t ra l i z a t i on . 
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The i m p a c t o f flscal d ecen t ra l i z a t i on o n g r o w t h is more t h a n a n 
academic q u e s t i o n . W h e t h e r d e c e n t r a l i z a t i o n af fects e conomic 
g r o w t h has become a n i m p o r t a n t po l i cy issue for deve lop ing a n d 
t r a n s i t i o n a l c oun t r i e s . T h u s , t h i s is a n i ssue of i m p o r t a n c e b o t h for 
large c oun t r i e s l i ke C h i n a a n d I n d i a a n d also for s m a l l c o u n t r i e s 
l i ke Ba l t i c c oun t r i e s or c o u n t r i e s i n A f r i ca . 
We k n o w very l i t t l e a b o u t the r e l a t i o n s h i p be tween decen t ra l i z a t i on 
a n d g r o w t h . E m p i r i c a l w o r k o n the way i n w h i c h decen t ra l i z a t i on 
a f f e c t s g r o w t h h a s b e e n c o n t r a d i c t o r y a n d i s p l a g u e d b y 
m e a s u r e m e n t , spec i f i c a t i on a n d a n a l y t i c a l p r o b l e m s . T h e r e is 
s t ronger evidence for a r e l a t i o n s h i p i n the o the r d i r e c t i on , t h a t i s . 
f r o m g r o w t h to decen t ra l i za t i on . However, the i n t e r p r e t a t i o n s o f 
t h i s r e l a t i o n s h i p be tween h i g h i n come a n d decen t ra l i za t i on have 
var i ed . We have also seen t h a t there are po t en t i a l l y i n d i r e c t effects 
o f decen t ra l i z a t i on o n g r o w t h i n c l u d i n g those t h r o u g h c o n s u m e r 
ef f lc iency a n d p r oduce r eff lciency. T h r o u g h s u c h i n d i r e c t effects 
there are forces at w o r k t h a t w i l l l i n k decen t ra l i za t i on to h i ghe r 
economic g r o w t h , b u t there are also o thers t h a t w o r k i n the opposi te 
d i r e c t i on , 

I n the face of the a p p a r e n t l a c k o f cons i s t en t knowledge o n t h e 
i m p a c t o f decen t ra l i za t i on o n g r o w t h , i t w o u l d seem safe a n d s o u n d 
to argue t h a t po l i cy advice a n d i n t e r n a t i o n a l a id m u s t s t i l l focus o n 
i m p r o v i n g t h e d e s i g n o f f i s c a l d e c e n t r a l i z a t i o n i n d e v e l o p i n g 
e c o n o m i e s . E v e n i f we w e r e t o f i n d a t s ome l a t e r d a t e t h a t 
decentra l i za t ion r e ta rds g r ow th , t h i s effect w o u l d need to be we ighed 
aga ins t the pos i t i ve i m p a c t o f d e c e n t r a l i z a t i o n o n the e f f i c ient 
a l l o ca t i on o f economic resources a n d o the r poss ib le bene f i ts s u c h 
as democra t i c governance a n d e n h a n c e d a c c o u n t a b i l i t y (Mar t inez -
Vazquez a n d McNab . 2001 ) . P r esumab ly , t h i s paper m a y prov ide a 
b e t t e r u n d e r s t a n d i n g o f d i r e c t a n d i n d i r e c t e f fects o f flscal 
d e c en t r a l i z a t i on a n d t h a t e m p i r i c a l s tud i e s o n the r e l a t i o n s h i p 
between decent ra l i za t i on a n d g r o w t h have generated m i x e d r e su l t s . 

Notes ,̂  ^ , ^ 

' U s i n g H i r s h m a n s t e rmino logy . Oates (1993) descr ibes the two 
s y s t e m s for c o n v e y i n g p r e f e r e n c e s f o r p u b l i c goods t o l o c a l 
g o v e r n m e n t o f f i c i a l s t h r o u g h " v o i c e " ( v o t i n g e l e c t i o n s a n d 
respons iveness to loca l e lectorate) a n d " ex i t " ( f lscal m o b i l i t y or 
taxpayers v o t i n g w i t h the i r feet b y m o v i n g across j u r i s d i c t i o n s ) . 
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