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FOREWORD
 

As a direct participant in the unfolding of USAID/Peru's

work in support of decentralization in Peru from 1983 to 1986, 
I
 
feel both uniquely qualified and less than completely objective
 
in reviewing Gregory Schmidt's work. I believe that the reader
 
must be the final judge of the extent of this study's usefulness.
 
I can offer commentary only from my personal perspective, which
 
has been profoundly influenced by my experience in Peru. 
 That
 
perspective unabashedly views decentralization of authority,

financial management, decision-making, and resource allocation as
 
necessary to empower people who have to live with the results of
 
programs and projects intended to benefit them.
 

This work examines A.I.D. support for the Peruvian Govern
ment's decentralization efforts through the Integrated Regional

Development (IRD) project, the Disaster Relief, Rehabilitation,
 
and Reconstruction 
(DRR) project, and Program Development and
 
Support-funded activities. 
 The common element in the IRD and DRR
 
projects was their use 
of decentralized organizations, especially

Departmental Development Corporations (CORDES), 
as planning and
 
implementing agencies.
 

The IRD project began in 1979 as an experimental project

that sought to test the viability of linking investments with
 
institutional development in two highland departments. 
 In 1983
 
its mandate was expanded to promote the institutional development
 
of CORDES and municipalities throughout the country. 
Operating

through CORDES in 15 of Peru's 24 departments during the 1983
1987 period, the DRR project helped the country to recover from
 
the El Nito-related disasters of 1983 by supporting the rebuild
ing and rehabilitation of infrastructure, the recapitalization of
 
poor farmers, and measures to alleviate the effects of future 
disasters. 
During the 1984-1986 period, USAID/Peru tried to link
 
the lessons learned from these projects to more permanent insti
tutional changes through applied research financed by Program

Development and Support funds and through policy dialogue with
 
organizations and individuals in the public and private sectors.
 

Schmidt's work, which is based on 
an extensive review of
 
these efforts, presents a comprehensive assessment of what these
 
projects contributed to decentralization in Peru and a thorough

analysis of how they compare with decentralization experiences in
 
other developing countries. 
For the reader interested in focus
ing quickly on major findings and their applicability to develop
ment work, the Summary provides an excellent synopsis. For the
 
reader interested in extensive treatment 
of the Peruvian experi
ence, Schmidt's case study (A.I.D. Working Paper 93, 
available
 
from the A.I.D. Library, or Schmidt 1988b) offers 
a detailed
 
account of Peruvian decentralization efforts and supportive

A.I.D. assistance. For the reader who wants an 
analysis of the
 
Peruvian experience vis-a-vis the literature on decentralization
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in developing countries, the current Discussion Paper provides

insightful commentary and some bold hypotheses, which are offered
 
to guide future research.
 

Throughout his work, Schmidt displays an exceptional ability

to relate the details of two very complex projects to broader

issues. The most important lessons drawn out and analyzed by

Schmidt deal with the political dynamics of decentralization in

the Peruvian context and what can be generalized from that
 
experience. He goes well beyond invocation of the need for

political support, examining with keen insight the conditions and
 
strategies conducive to creating such support.
 

Perhaps Schmidt's most important and original contribution
 
is the treatment of interest group politics and the motivations
 
affecting group and individual behavior toward decentralization.
 
In addition, Schmidt's analysis of the role of donor organiza
tions in the decentralization process is insightful and of parti
cular use to the donor community. He also makes a commendable
 
effort to address the sustainability of decentralization efforts,
 
even though sustainability was not emphasized in either project.
 

It is fitting that Schmidt's work on government decentrali
zation in Peru is being published just one year after Hernando de

Soto's benchmark study of Peru's informal economy called for
greater empowerment of the private sector in economic affairs.
 
In his best-selling book, El Otro Sendero, de Soto 
(1987) argues

persuasively that a top-heavy Peruvian Government is suffocating

economic growth through overregulation of business and that

effective channels for private sector input and feedback in the

policy, process are necessary for long-term success. Schmidt's

work on governmental decentralization draws similar conclusions
 
regarding the need to release regional and local governments from

stifling central controls and to increase their accountability to
 
the public.
 

In conclusion, Schmidt's work is highly relevant for those

of us who seek to help governments carry out the process of eco
nomic development more efficiently and equitably. By "picking

apart" the Peruvian case and analyzing lessons learned there in
light of the broader experience with decentralization worldwide,

he has made a substantial contribution to our understanding of
 
the dynamics and impacts of governmental decentralization. If,
with the help of this study, we can find more effective means of

bringing development planning and implementation closer to the

intended beneficiaries of such efforts, we will have a better
 
chance of producing meaningful and sustainable results.
 

David W. Hess
 
USAID/Bolivia
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SUMMARY
 

The Center for Development Information and Evaluation (CDIE)

sponsored an evaluation and comparative analysis of recent Peruvian decentralization initiatives and of Agency for International
 
Development (A.I.D.) support for these initiatives through the
 
Integrated Regional Development (IRD) project, the Disaster
 
Relief, Rehabilitation, and Reconstruction 
(DRR) project, and

Program Development and Support-funded activities. The results
 
are presented in three studies: A.I.D. Working Paper No. 93

(Schmidt 1988b; 
available through the A.I.D. Library), this Dis
cussion Paper, and a book (Schmidt 1988a).
 

The Working Paper analyzes the historical evolution of Peru
vian decentralization initiatives, describes the objectives and

designs of the IRD and DRR projects and evaluates their direct

impacts on decentralized organizations, and reviews USAID/Peru's

attempts to link project assistance to institutional reform.
 

Drawing on the Peruvian case study presented in the Working

Paper, the current Discussion Paper critically examines some key

issues and working hypotheses identified in the recent literature
 
on decentralization in developing countries. 
 The richness of the

Peruvian case also affords many opportunities to formulate alter
native and supplementary hypotheses, which could help advance
 
understanding of various decentralization issues. This study

relates evidence on the impacts of decentralization in Peru to
 
the larger literature, addresses the mobilization of support for

decentralization, critically examines some key design issues

treated in the literature, and reviews the role of international
 
donors in supporting decentralization.
 

The book provides the most comprehensive treatment of the
 
topic, containing both the case study of the Working Paper and

che comparative analysis of the Discussion Paper.
 

These works shed light on a number of interrelated issues:

(1) the impacts of decentralization policies, (2) the linking of
project assistance to institutional reform, (3) the mobilization
 
of support for decentralization, (4) the balancing of capacity

building and institutional change, (5) the use of interorgani
zational linkages for multiple objectives, (6) the design of

financial transfers, and (7) the ability of international donors
 
to effectively support decentralization.
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The Impacts of Decentralization Policies
 

The major legacies of the IRD and DRR projects are decen
tralized planning and implementation capabilities that are more
 
flexible, efficient, responsive, and innovative than those of the
 
central Government of Peru. The projects also enhanced the abi
lities of decentralized organizations to mobilize and manage
 
resources, strengthened interorganizational networks at the regi
onal and local levels, reinforced the private sector, made pc ,i
tive contributions to Peru's economic development, and reacheL
 
economically and socially disadvantaged groups.
 

These positive impacts not only demonstrate that there is a
 
strong rationale for decentralization in Peru, but they also add
 
to the small but growing body of empirical evidence in favor of
 
decentralization in developing countries.
 

Linking Project Assistance to Institutional Reform
 

Notwithstanding the relative successes of the IRD and DRR
 
projects, their impacts would probably have been only temporary
 
and limited if national constraints hindering the development of
 
decentralized institutions had not been loosened. USAID/Peru had
 
considerable success in linking the IRD and DRR project experi
ences to institutional reforms furthering decentralization.
 
Lessons learned from project experience gave rise-to applied
 
research on decentralization issues relevant to the policy dia
logue. Proposals developed through this research were articu
lated by a decentralist lobby that in large part grew out of the
 
IRD and DRR project experiences. Organizations and personnel
 
affiliated with A.I.D. projects played key roles in winning bud
getary reforms that give decentralized organizations more pre
dictable funding and greater autonomy. They were also influen
tial in shaping the organization and operation of microregions
 
and in drafting the law that outlines the new system of regional
 
governments.
 

This experience demonstrates that donor agencies can play a
 
critical catalytic role in securing reforms that increase the
 
viability of decentralized organizations while respecting the
 
self-determination of recipient countries. It also shows that
 
effective donor support for institutional reforms favoring decen
tralization can be a logical outgrowth of project experience,
 
although the link is not likely to be made within the bounds of
 
the traditional project mechanism.
 



Mobilizing Support for Decentralization
 

Analysis of the Preruvian case casts doubt on the recent
 
emphasis on political commitment as a major determinant of decen
tralization. Although almost all political actors in Peru sup
port decentralization in principle, few, if any, are willing to

invest significant amounts of political capital in decentraliza
tion initiatives. By applying some elementary concepts from the
 
"public choice" school of policy analysis to the Peruvian case,

it is possible to derive hypotheses that may help to resolve this
 
paradox and similar gaps between objectives and results in other
 
developing countries.
 

Hypothesis 1: Collective action is usually much easier
 
for opponents of decentralization than for its poten
tial beneficiaries. The costs and benefits of collec
tive action for and against decentralization.are influ
enced by the organization and scope of the central
 
government; the importance and alignment of ethnic,

religious, and social cleavages; and linkages to other
 
issues.
 

Hypothesis 2: In competitive political systems, "poli
tical. entrepreneurs" will seldom invest in the imple
mentation of decentralization policies, which typically

provide relatively low returns in the form of political
 
support while entailing high political costs.
 

Hypothesis 3: Effective political support for decen
tralization is most likely to be mobilized during

"windows of opportunity," when extraordinary events
 
or factors alter the normal calculations of political

actors in a direction more favorable to decentraliza
tion.
 

Hypothesis 4: Authoritarian regimes are most likely to
 
support deconcentration, whereas democratic regimes are
 
likely to place at least rhetorical emphasis on devolu
tion. (For definitions of these terms, see Section
 
1.2.)
 

Hypothesis 5: Regardless of regime type, the ability

of a government to support decentralization is strongly

influenced by the strength and programmatic unity of
 
its supporting coalition.
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Balancing Capacity Building and Institutional Change
 

A.I.D.'s experience in Peru suggests that the incremental
 
capacity-building approach to decentralization emphAqized in the
 
recent literature is fundamentally sound but incomplete. Capaci
ty-building strategies cannot be designed without reference to
 
the broader political system. In highly centralized political

systems such as Peru's, capacity-building efforts soon face limi
tations that can be changed only through institutional reform at
 
the center. From the Peruvian experience emerge several hypo
theses that may shed light on relationships between capacity

building and institutional change:
 

Hypothesis 6: In highly centralized political systems,

and perhaps in other contexts as well, technical assis
tance is best designed and implemented on a rolling

basis, as central constraints and the needs of decen
tralized organizations are better understood.
 

Hypothesis 7: In highly centralized political systems,

incremental capacity building and efforts to achieve
 
institutional reform are both necessary and potentially

reinforcing, although simultaneous pursuit of both
 
objectives requires considerable management skill.
 

Hypothesis 8: In highly centralized political systems,

the role of the donor in insulating technical assis
tance efforts from central political and bureaucratic
 
pressures is crucial to maintaining the integrity of
 
these efforts.
 

Hypothesis 9: Since capacity building and institution
al reform are likely to follow different rhythms, the
 
long-term time perspective required by the incremental
 
capacity-building approach must be supplemented with an
 
understanding of and sensitivity to political cycles

and other opportunities for reform.
 

Using Interorganizational Linkages for Muitiple Objectives
 

The recent literature on decentralization has emphasized an
 
interorganizational approach. Central organizations must be
 
reoriented and strengthened to better support decentralization,

while appropriate interorganizational linkages should be used to
 
build on strengths and to compensate for weaknesses at different
 
levels. The Peruvian case provides significant evidence to sup
port such an approach, while suggesting a strategy for achieving

reorientation at the center. The Peruvian experience also demon
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strates that interorganizational linkages can serve other func
tions while building capacity. Two hypotheses emerge from this
 
experience:
 

Hypothesis 10: In highly centralized political sys
tems, the most effective way of establishing or rein
forcing central organizational capacities to assist
 
decentralized organizations is by working through

project-related units within key na:ional-level
 
organizations.
 

Hypothesis 11: Interorganizational linkages formed
 
primarily for the purpose of addressing administrative
 
weaknesses also can be used (1) to increase the access
 
of decentralized organizations to political authority

within existing legal parameters, (2) to effectively

mobilize support for institutional reforms that favor
 
decentralization, and (3) to spread innovations gene
rated through project experience at the periphery.
 

Designing Financial Transfers
 

The recent comparative literature argues that financial
 
transfers, even if modest and supervised from the center, are a
 
key catalyst for effective decentralization. A.I.D. project

experience in Peru confirms this view, while providing insights

regarding the categorical transfer mechanism employed under both
 
the IRD and DRR projects. Several hypotheses on this topic can
 
be extrapolated from the PerLvian case:
 

Hypothesis 12: During the initial stages of decentral
ization, catego::ical transfers from central project
 
funds to decentralized organizations can be a practical
 
and effective way to increase the role of decentralized
 
organizations in resource allocation. Among the poten
tial advantages of this mechanism are (1)political

practicality, (2) predictability, (3) versatility, (4)
 
congruence with the incremental capacity-building ap
proach to decentralization, and (5) stimulation of
 
interorganizational coordination.
 

Hypothesis 13: Central project funds must be admin
istered by an agency whose organizational objectives
 
and procedures are congruent with the project and the
 
objective of assisting decentralized organizations.
 

Hypothesis 14: A prerequisite for successful use of
 
categorical transfers is consensus on clear, easily
 
understood criteria that can be made operational.
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Improving Donor Support for Decentralization
 

The recent comparative literature on decentralization main
tains that assistance from international donors is often crucial
 
to decentralization efforts--a conclusion strongly supported by

this analysis of A.I.D. experience in Peru, which also provides

additional rationales for donor involvement. But much of the
 
more general literature on foreign assistance argues that organi
zational imperatives of major donor agencies severely constrain
 
their abilities to effectively support the development of decen
tralized institutions.
 

The current analysis suggests that there are potential con
gruities and synergisms, as well as tensions, between the needs
 
of donors and those of decentralized organizations. Working

through decentralized organizations may imply benefits, as well
 
as costs, to donor agencies. Appropriate project design may

allow donors to transcend some of the apparent trade-offs between
 
effective implementation and institution building. The following

hypotheses are posited concerning project implementation and the
 
development of decentralized institutions:
 

Hypothesis 15: Where project implementation is likely
 
to be hindered by slow or unpredictable resource trans
fers through the central government, it is faster to
 
work through decentralized organizations that receive
 
resources directly from the donor.
 

Hypothesis 16: Categorical transfers from project

funds can be used not only to facilitate the increment
al capacity-building approach to decentralization but
 
also to "move money" in large amounts.
 

Hypothesis 17: The threat of the money-moving syndrome
 
to institutional development varies considerably by the
 
type of task and project.
 

Hypothesis 18: Linkages between supportive national
 
agencies and decentralized organizations can drastical
ly lower costs to the donor agency in terms of staff
 
time.
 

Hypothesis 19: Where there are alternative channels
 
for implementation, direct financial ties between the
 
donor and decentralized agencies can increase the
 
donor's flexibility and lessen the dangers of becoming
 
captive to any one organization.
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Hypothesis 20: In highly centralized contexts, project
 
management units within permanent decentralized agen
cies can be used to facilitate both institution build
ing and implementation objectives.
 

Hypothesis 21: The long-term institutional impacts of
 
project management units are likely to be greatest when
 
the units are established within agencies with broadly
 
congruent goals rather than merged into existing agen
cies.
 

Hypothesis 22: If higher salaries are needed to at
tract superior personnel to a project management unit,
 
organizational jealousies will be lessened if salary
 
differentials are limited to a few key persons.
 

Given the importance of appropriate design to I-t the fea
sibility and effectiveness of donor support, a new premium must
 
be placed on developing and using donor capabilities for institu
tional analysis. Donors must (1) find ways of building support
 
for decentralized organizations into a variety of projects and of
 
linking this support to institutional reform; (2) take a more
 
active role in building political support for institutional
 
reform, while respecting the political traditions of the recipi
ent country; and (3) ensure that the long-term objective of de
centralization does not become hostage to short-term fads.
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GLOSSARY
 

A.I.D. - Agency for International Development 

CORDES - Departmental Development Corporations 

DRR project - Disaster Relief, Rehabilitation, and Reconstruc
tion project 

FNDE - National Fund for Economic Development 

GAO - U.S. General Accounting Office 

GRR - Rehabilitation and Reconstruction Division 

IIADER - Institute of Applied Research for 
Decentralization 

INADE - National Development Institute 

INAP - National Public Administration Institute 

INP - National Planning Institute 

IRD project - Integrated Regional Development project 

PATC-CORDES - Technical Assistance and Training Program for 
Departmental Development Corporations 

PEDMEES - Special Project for the Development of Micro
regions in Economic and Social Emergency 

PIRR (unit) - Comprehensive Rehabilitation and Reconstruction 
Program--project management units under the DRR 
project 

Plan MERIS - Improved Water and Land Use in the Sierra project 

PMS - Sierra Microregional project 

PRODERIN(s) - Project for Integrated Regional Development-
project management units under IRD project 

RWSES - Rural Water Systems and Environmental Sanitation 

project 

U.N. - United Nations 

USAID - U.S. Agency for International Development Country 
Mission 
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1. INTRODUCTION
 

In recent years, decentralization has become a central con
cern in the development community. Over the last 15 years, a
 
number of developing countries have attempted significant decen
tralization initiatives.' Also, since the mid-1970s, as major

international donors have searched for ways to support more egal
itarian, participatory, and self-sustaining development efforts,
 
they have displayed increasing interest in various modes of
 
decentralization in developing countries. During the 1980s, 
a
 
wide range of donor agsncies--including the Commonwealth of Na
tions, various United Nations (U.N.) organizations, the Agency

for International Development (A.I.D.), and the World Bank--have
 
sponsored significant research or conferences on decentralization
 
(see Conyers 1983, 97-98; and 1984, 191-192). This new wave of
 
comparative research has made considerable progress in advancing

knowledge of the subject, especially with respect to design

issues.
 

A.I.D. policy states that "investments in national public

institutions must be balanced both by the establishment of decen
tralized institutions at the regional and local levels anH by

encouragement to the private sector" (A.I.D. 1983a, 4). Prom
 
1979 to 1987, A.I.D. supported decentralization efforts of the
 
Peruvian Government through two major projects--the Integrated

Regional Development (IRD) project and the Disaster Relief,

Rehabilitation, and Reconstruction (DRR) project--as well as
 
through Program Development and Support-funded activities. These
 
efforts have not only significantly improved the performance of
 
decentralized agencies in Peru, but they have also contributed to
 
significant institutional reform at the national level.
 

Analysis of Peruvian decentralization initiatives and
 
A.I.D.'s support of these initiatives is worthwhile for five
 
major reasons. First, the experiences of the IRD and DRR proj
ects provide significant evidence of a strong rationale for
 
decentralization in Peru--a rationale that is consistent with the
 
expressed objectives of recent Peruvian governments and with
 
majority public opinion. Second, these projects demonstrate that
 
it is possible for donors to link decentralized project implemen
tation to reforms that are necessary for the long-term develop-


IThe collection of articles in Cheema and Rondinelli (1983) pro
vides the best overview of recent decentralization experiences in
 
different areas of the developing world.
 

FAmong the most notable contributions to this literature are
 
Cheema and Rondinelli (1983), Leonard and Marshall (1982),

Rondinelli and Nellis (1986), and Rondinelli, Nellis, and Cheema
 
(1984).
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ment of decentralized organizations in many countries. Third,

review of Peru's long history of experiments with decentraliza
tion sheds much light on the difficulties of mobilizing political

support for decentralization--an issue that is poorly understood
 
in the recent comparative literature on decentralization.
 
Fourth, analysis of the IRD and DRR projects provides many in
sights regardinL design issues that have been the central concern
 
of the recent comparative literature. Fifth, contrary to what
 
might be predicted on the basis of much recent writing on foreign

assistance, design features incorporated in A.I.D. projects in
 
Peru facilitated the development of decentralized institutions
 
while helping A.I.P. meet its organizational needs.
 

1.1 Scope and Organization of the Study 

In 1987 the Center for Development Information and Evalua
tion (CDIE) sponsored a case study and comparative analysis of
 
A.I.D. experience with decentralization in Peru. The case study

is being disseminated as A.I.D. Working Paper No. 93 (Schmidt

1988b) and is available through the A.I.D. Library. The cuzrent
 
Discussion Paper presents the comparative analysis. Both the
 
case study and comparative analysis are also contained in a book
 
published by a major commercial press (Schmidt 1988a).
 

The case study draws on extensive historical research, proj
ect documentation and evaluations, and interviews with key par
ticipants to examine in some detail Peruvian decentralization
 
efforts and supportive A.I.D. assistance. It provides background
 
on decentralization issues and initiatives in Peru; describes the
 
two A.I.D. projects; evaluates direct project impacts on decen
tralized organizations; and analyzes the USAID/Peru Mission's
 
conscious strategy of linking project experience to institutional
 
reform.
 

The current Discussion Paper draws on the arguments and
 
evidence presented in the Working Paper3 and book to critically

examine some key issues and working hypotheses identified in the
 
recent literature on decentralization in developing countries and
 
to make suggestions regarding the direction of future policy and
 
research. This study summarizes available evidence on the im
pacts of decentralization in Peru, draws on the Peruvian case and
 

3In order to substantiate arguments and to minimize repetition,

extensive references to the Working Paper (Schmidt 1988b) are
 
included. 
Readers are invited to consult relevant sections of
 
the Working Paper or book (Schmidt 1988a) on points of special

interest.
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the public-choice school of policy analysis to develop and dis
cuss some hypotheses concerning the mobilization of support for
 
decentralization, critically examines key design issues in light

of the Peruvian case, and analyzes factors influencing the capa
bilities of international donors to support decentralization.
 

The remainder of this section presents a typology of decen
tralization, which distinguishes four major modes cf decentrali
zation and provides a definitional context for the analysis that
 
follows. Section 2 summarizes available evidence on the direct
 
institutional and developmental impacts of the IRD and DRR proj
ects, arguing that the Peruvian case provides important empirical

evidence to support many of the claims made in the literature
 
.ibout the benefits of decentralization. Section 3 attempts to
 
Address a major deficiency in the current literature by generat
ing a series of hypotheses concerning the mobilization of politi
cal support for decentralization policies. Section 4 argues that
 
the Peruvian experience with decentralization both ccnfirms much
 
of the conventional wisdom about decentralized design and exposes

the limits of this wisdom. This section also posits and discus
ses some hypotheses related to design issues. Section 5 argues

that some of the design features employed by the USAID Mission in
 
Peru can be used to address concerns that have been raised in the
 
broader literature about the ability of international donors to
 
support decentralization. Section 6 presents a short conclusion
 
and addresses the implications of the study for future research
 
on decentralization.
 

1.2 The Concept of Decentralization
 

AL!hiough decentralization is an institutional reform fre
quently proposed for third world countries, it has proven to be
 
an elusive topic for both practitioners and analysts of develop
ment. Studies of centralization and decentralization are over
whelmingly descriptive, monographic, and episodic, often treating

the spatial distribution of "power" as an end in itself.4 Con
ceptual confusion is one of the primary culprits for this poor

state of the literature. "Decentralization" means different
 
things to different people, who may support different modes for
 
different reasons.
 

Thus, before proceeding with the analysis, it is necessary

to establish some common definitions. The term "centralization"
 

4For useful assessments of the literature, see Beyna et al.
 
(1977), Fesler (1968, 376), Leonard and Marshall (1982, xi), and
 
Rondinelli, Nellis, and Cheema (1984, 70).
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has a clear and stable meaning, referring to the concentration of
 
powers in a single head or center. But its antonym "decentrali
zation" is actually an umbrella term for distinct and even con
flicting concepts: one can move away from "centralization" on
 
several different dimensions. Political authority, administra
tive staff, public finance, and economic activity are just a few
 
important dimensions that may be relatively centralized or decen
tralized. The typology of decentralization chosen ultimately
 
depends on the task at hand (Leonard 1982, 27-29).
 

The most systematic research on the topic to date distin
guishes four major modes of decentralization:6
 

1. 	Deconcentration of administrative responsibilities or
 
resources to lower levels of the central government
 

2. 	Delegation of responsibilities or resources for specific

functions to public organizations outside the regular

bureaucratic structure--such as public corporations,

regional development agencies, project management units,
 
and other parastatal organizations
 

3. 	Devolution of legal powers or resources to subnational
 
governmental units substantially outside the direct
 
control of the central government
 

4. 	Privatization of governmental functions or responsibili
ties involving private voluntary organizations, coopera
tives, or private enterprise
 

The typology outlined above, which is followed in this
 
study, is somewhat different from usage in Peru and other Latin
 
American countries.6
 

6For discussion of these modes, see Cheema and Rondinelli (1983,

18-25), Rondinelli and Nellis (1986, 5-10), or Rondinelli,
 
Nellis, and Cheema (1984, 9-26).
 
6The Spanish term "desconcentraci6n" is similar to its English
 
cognate "deconcentration"; however, the Spanish term "descentral
izaci6n" has approximately the same meaning as "devolution."
 
Further distinctions among different types of descentralizaci6n
 
are 	often made: descentralizaci6n politica generally refers to
 
the granting of legal personality to a subnational unit; descen
tralizaci6n financiera refers to efforts to transfer resources to
 
lower levels or to create greater capabilities for resource gene
ration at those levels; and descentralizaci6n econ6mica refers to
 
the establishment of public firms, a usage similar to "delega
tion" as defined above. See Bustamante Belaunde (1986, 265-277)

and Garz6n (1986, 15-17).
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The four modes identified in this typology are "ideal
 
types," which are often mixed in practice. For example, recent
 
decentralization initiatives supported by USAID/Peru have primar
ily supported Departmental Development Corporations (CORDES),
 
which include representatives from ministerial field offices,
 
elected municipal officials, and local interest groups. More
over, CORDES have been established as transitional organizations
 
leading to the formation of regional governments, which are to
 
embody primarily the principle of devolution. The USAID Mission
 
has already supported this last mode of decentralization by pro
viding technical assistance to popularly elected municipal gov
ernments under the IRD project.
 

The typology described here may be further refined in accor
dance with the objective of the analysis. The scope of decentra
lization within the public sector is of particular importance to
 
the current study. Deconcentration and devolution both may be
 
relatively general or specific (see Leonard 1982, 29-34).
 

1. 	General deconcentration (also called prefectorial decon
centration) occurs to the extent that a variety of tasks
 
are deconcentrated to a horizontally integrated adminis
trative system.
 

2. 	Functional deconcentration (also called ministerial
 
deconcentration) occurs to the extent that specific
 
tasks are deconcentrated to the field units of a par
ticular ministry or agency.
 

3. 	General devolution occurs to the extent that a variety
 
of tasks are devolved to multipurpose representative
 
bodies--generally speaking, local or regional govern
ments.
 

4. 	Functional devolution occurs to the extent that specific
 
tasks are devolved to specialized representative organi
zations, such as school boards or water-user associa
tions.
 

2. THE RATIONALE FOR DECENTRALIZATION: ARGUMENTS AND EVIDENCE
 

Many analysts of development administration have argued or
 
suggested that decentralized organizations in the public and
 
private sectors may facilitate various development objectives:
 

--	 More flexible and innovative planning and implementation
 
based on better knowledge of regional and local condi
tions
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--	 Alleviation of managerial overload at the central level 

--	 Greater governmental responsiveness 

--	 Reinforcement of nongovernmental organizations and pri
vate enterprise 

--	 Better horizontal coordination among governmental units 
and between the public and private sectors 

--	 Mobilization of untapped resources at the regional or 
local level 

--	 More efficient and less expensive provision of goods and 
services 

--	 Better maintenance of investments in economic infra
structure 

--	 More cost-effective achievement of development goals 

--	 Greater popular participation in the development pro
cess, especially among disadvantaged ethnic and social 
groups 

--	 Enhancement of such broader political goals as national 
unity and stability

7 

Thus, decentralization is closely related to most of the
 
major concerns emphasized in the development community over the
 
past decade: the design of more egalitarian development stra
tegies employing appropriate technology; popular participation as
 
a means and an end in the development process; the strengthening

of private voluntary agencies, local organizations, and private

enterprise; debureaucratization; and the use of a "learning pro
cess" approach to development planning and implementation.
 

Actual evidence to support these propositions, especially

those regarding administrative and economic efficiency, is frag
mentary. This empirical gap reflects both the limited extent to
 
which decentralization policies have actually been implemented
 
and the difficulty of generalizing about different modes of
 
decentralization, which often have incommensurable objectives, in
 
varying contexts. Nevertheless, evidence is slowly accumulating
 

7For 
a synopsis of arguments in favor of decentralization, see
 
Cheema and Rondinelli (1983, 15-16) and Rondinelli (1981, 135
136), from which most of this list was drawn.
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that at least some decentralization initiatives have indeed faci
litated the realization of some of the objectives listed above
 
(Rondinelli and Nellis 1986, 18-19).
 

Although constrained by the continued importance of central
 
structures and processes, CORDES and other decentralized organi
zations in Peru that have been supported by A.I.D.'s IRD and DRR
 
projects have achieved positive results in several areas. These
 
positive impacts not only demonstrate that there is a strong

rationale for decentralization in Peru, but they also add to the
 
growing body of empirical evidence in favor of decentralization.
 

2.1 Improved Planning, Management, and Implementation

Capabilities
 

Perhaps the most impressive evidence from the Peru,"ian case
 
is that decentralization can contribute to the development of
 
more flexible, efficient, responsive, and innovative planning and
 
implementation capabilities.
 

Central ministries and agencies in Peru typically plan, pro
gram, and implement investments and policies from the top down,

with little reference to local variability. Regional planning,

when it has been undertaken, has almost always been a formalistic
 
and bureaucratic exercise unrelated to resource allocation.
 

The IRD project demonstrated that it is possible to create
 
viable regional planning capabilities based on local human re
sources, simple analytic techniques, and data on local condi
tions. The project also achievw-d methodological breakthroughs

that can help decentralized organizations transcend the artifi
cial dichotomy between "technical" and "political" decision
making (Schmidt 1988b, Sec. 3.2.3). In the predictable program
 
context provided by the DRR project, disaster units within the
 
CORDES were able to develop more flexible styles of management
 
(Schmidt 1988b, Sec. 3.1).
 

Of course, the quality of human resources at the regional or
 
local level strongly influences the viability of decentralized
 
planning and implementation. Even within Peru there were marked
 
differences between relatively developed and underdeveloped re
gions. Nevertheless, the Peruvian case suggests that low levels
 
of education or technical skills in peripheral areas seldom, if
 
ever, justify perpetuation of centralization. Under both A.I.D.
 
projects, technical assistance helped to significantly upgrade

human resources and increase the administrative and technical
 
capabilities of decentralized organizations. To fill any remain
ing critical gaps, these decentralized organizations relied on
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supportive linkages and process capacities8 to obtain the neces
sary services from other institutions (Schmidt 1988b, Sec. 3.2).

Moreover, decentralization policies can initially emphasize the
 
tasks that are easiest to handle at subnational levels and then
 
transfer additional responsibilities as the capabilities at these
 
levels are increased (see Sec. 4.1 below).
 

Despite numerous problems attributable largely to central
 
constraints, the implementation records of CORDES and other
 
decentralized organizations under the IRD and DRR projects com
pare very favorably with those of central agencies implementing

similar types of donor-supported projects (see Schmidt 1988b,

Sec. 3.3.3). Most components financed by the DRR project--the

largest project undertaken in Peru by A.I.D.--were completed

within 3 years of the signing of the project agreement. This is
 
an extraordinary achievement, given the scale of the project, the
 
number of components and activities, and the relative inexperi
ence of CORDE personnel. In contrast, similar projects under
taken with central agencies in Peru have suffered serious short
comings in implementation, hampered by slow movement of funds
 
through the central bureaucracy, excessive red tape, and over
centralization of authority. For example, during the disaster
recovery experience, Peru lost some $30 million in funding from
 
the Inter-American Development Bank and the World Bank because of

inadequate coordination among central agencies in allocating

counterpart funds and the failure of some central ministries to
 
satisfy conditions precedents. The DRR project's final evalua
tion team concluded that the performance of CORDES under the

project was noticeably stronger than that of central ministries
 
in implementing disaster-related components financed by multi
lateral agencies (Checchi 1987, 21).
 

2.2 Greater Governmental Responsiveness
 

In Peru, departmental-level agencies outside the ministerial
 
hierarchies were more responsive to local needs and priorities

than were central agencies and ministries organized along sec
toral lines.
 

Most IRD components, which were initially implemented by

departmental-level agencies called PRODERINs (Project for Integ
rated Regional Development) and later by CORDES, began as 
com
munity initiatives. Beneficiaries of IRD rural road and irriga

8Process capacity is the ability to obtain critical services from
 
other institutions instead of developing an internal capacity to
 
provide them (see Bremer 1984).
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tion components gave high marks to the implementing agencies for
 
completing components and fulfilling their promises (Schmidt

1988b, Sec. 3.3.1). In contrast, beneficiaries of electrifica
tion components, which suffered from long delays caused by 
:en
tral agencies, gave considerably lower evaluations (Schmidt
 
1988b, Sec. 3.3.3).
 

The CORDES along the north coast performed heroically during

and immediately after the 1983 flood disaster. 
Under the DRR
 
project, CORDES throughout the country were generally responsive
 
to the needs of their respective departments during reconstruc
tion and rehabilitation (Schmidt 1988b, Sec. 3.3.2). Indeed, the
 
National Planning Institute's program for reconstruction and
 
rehabilitation was essentially a compilari.on of proposed disas
ter-related components that had been idenLified by CORDES
 
(Schmidt 1988b, Sec. 2.3.2).
 

2.3 Stronger Interorganizational Networks
 

A.I.D.-supported efforts in Peru also provide some evidence
 
that devolution and deconcentration can strengthen nongovernment
al organizations and foster or reinforce organizational networks
 
at the regional and local levels.
 

For example, the IRD project reinforced community organiza
tions by giving them roles in component selection, implementa
tion, and maintenance; served as a catalyst for cooperation among

different communities; and strengthened linkages between CORDES
 
and municipalities (Schmidt 1988b, Sec. 3.5.1). 
 The DRR project
 
appears to have strengthened private voluntary organizations and
 
improved their working relationships with CORDES (Schmidt 1988b,

Sec. 3.5.2). Although Peru's sectorally defined governmental

sCructures limit the potential for horizontal coordination, some
 
CORDE3 have been able to strengthen theii working relationships

with the field offices of central ministries and agencies, thanks
 
to the DRR project and the policies of the current government
 
(Schmidt 1988b, Sec. 4.2).
 

Both A.I.D. projects reinforced linkages to the private
 
sector through contracting. The IRD project also stimulated
 
incipient efforts to promote greater collaboration between the
 
public and private sectors (Schmidt 1988b, Sec. 3.5.3).
 

http:compilari.on
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2.4 Improved Mobilization and Maintenance of Resources
 

The Peruvian experience also suggests that decentralized
 
organizations have some comparative advantages in mobilizing and
 
managing resources. Under the IRD project, decentralized organi
zations stimulated substantial contributions of local resources
 
during construction activities (Schmidt 1988b, Sec. 3.4.1).

Moreover, by consulting with local inhabitants, encouraging local
 
resource contributions, and helping to develop a local organiza
tional capability during the construction phase, the IRD project
 
appears to have facilitated relatively successful community-based
 
maintenance activities as well (Schmidt 1988b, Sec. 3.4.4). Al
though national legislation and regulations continue to severely
 
constrain the ability of CORDES to recover investments, some cor
porations have begun to make assessments for improvements and to
 
charge user fees (Schmidt 1988b, Sec. 3.4.3).
 

2.5 Growth With Equity
 

Both of the A.I.D. projects undertaken in collaboration with
 
the CORDES contributed to Peru's economic development and reached
 
economically and socially disadvantaged groups.
 

The infrastructure components of the IRD project benefited
 
two departments in the less developed sierra region (Schmidt

1988b, Sec. 3.6.1). IRD-sponsored irrigation components contri
buted to greater agricultural and livestock production by in
creasing the predictability of water supply, thus facilitating
 
increases in the area under cultivation, crop yields, and number
 
of crops per year. IRD road components facilitated more effi
cient and economical transportation of farm production and other
 
goods, stimulated commercial activity, and provided rural com
munities with access to improved or additional services.
 

In the flood-ravaged departments of the north, CORDES ap
plied developmental criteria to establish priorities for recon
struction components. With assistance from the DRR project, the
 
damaged economic infrastructure on which agricultural production
 
and distribution depend was rapidly restored (Schmidt 1988b, Sec.
 
3.6.2). The DRR project also reached the southern sierra, the
 
poorest area of Peru, which had been stricken by drought. In
 
this region, the project was generally successful in providing
 
the relief and rehabilitation activities necessary for the future
 
development of some of the most deprived people in the developing
 
world. The project's fast-track approach, however, limited the
 
success of its most developmentally oriented components in the
 
south.
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3. MOBILIZING EFFECTIVE SUPPORT FOR DECENTRALIZATION
 

One of the few areas of consensus in the comparative litera
ture on-decentralization is on the wide gap between objectives
 
and results (see, for example, Mathur 1983, 69; Nellis 1983, 171;
 
and Rondinelli 1981, 134). "In most cases, central governments
 
initiated, introduced, and heavily publicized decentralization
 
policies only to see them falter during implementation" (Cheema
 
and Rondinelli 1983, 297). While frequently attributing failures
 
to implement decentralization policies to insufficient "political
 
commitment," "political support," or "political will" (see Ron
dinelli and Nellis 1986, 15, and Rondinelli, Nellis, and Cheema
 
1984, 47-51), the literature sheds little light on why these are
 
so frequently lacking. On the one hand, these terms tend to be
 
used in a shallow psychological sense, detached from considera
tions of the costs, risks, and trade-offs of decentralization
 
policies. Thus, some of the leading experts in the field have
 
complained of a kind of "schizophrenia" among elites in develop
ing countries that sometimes allows decentralized organizations
 
to assume broad, formal powers without adequate financial resour
ces and personnel (see Cheema and Rondinelli 1983, 297, or Ron
dinelli and Nellis 1986, 15-16). On the other hand, most discus
sion of the potential benefits and costs of decentralization is
 
cast at the level of the political system, rather than from the
 
perspectives of the political actors involved. Although such
 
systemic analysis is useful for assessing the comparative advan
tages of various modes of decentralization, it is inappropriate
 
for understanding patterns of support, opposition, and ambiva
lence to decentralization.
 

The case study of Peru (Schmidt 1988b) demonstrates the
 
utility of examining the costs, benefits, and trade-offs that
 
accompany decentralization policies from the point of view of the
 
actors involved. Only through this approach can the paradox of
 
decentralization in Peru be resolved: that many important poli
tical actors are committed to decentralization in principle but
 
do not support it in practice. Given the gap between objectives
 
and results in other developing countries, this paradox does not
 
seem to be peculiarly Peruvian. It follows that analyses of
 
decentralization in other countries should pay closer attention
 
to the calculations of relevant political actors rather than
 
focusing solely on the purported benefits or costs to the poli
tical system as a whole. Such an approach may lead to policy
relevant theories for identifying factors that influence the
 
calculations of political actors and to strategies for more ef
fectively mobilizing support for decentralization.
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Although theory building is well beyond the scope of the
 
current study, it is possible to derive illustrative hypotheses

by applying some elementary concepts from the public-choice

school of policy analysis to the Peruvian case.
 

Hypothesis 1: Collective action is usually much easier
 
for opponents of decentralization than for its poten
tial beneficiaries. The costs and benefits of collec
tive action for and against decentralization are influ
enced by the organization and scope cf the central
 
government; the importance and alignment of ethnic,
 
religious, and social cleavages; and linkages to other
 
issues.
 

Hypothesis 2: In competitive political systems, "poli
tical entrepreneurs" will seldom invest in the imple
mentation of decentralization policies, which typically
 
provide relatively low returns in the form of political
 
support while entailing high political costs.
 

Hypothesis 3: Effective political support for decen
tralization is most likely to be mobilized during

"windows of opportunity," when extraordinary events or
 
factors alter the normal calculations of political
 
act.ors in a direction more favorable to decentraliza
tion.
 

Hypothesis 4: Authoritarian regimes are most likely to
 
support deconcentration, whereas democratic regimes are
 
likely to place at least rhetorical emphasis on devolu
tion.
 

Hypothesis 5: Regardless of regime type, the ability
 
of a government to support decentralization is strongly

influenced by the strength and programmatic unity of
 
its supporting coalition.
 

Using examples from the Peruvian case, this section discus
ses these hypotheses, and where possible, speculates on condi
tions that might influence their range of applicability.
 

91t should be noted that these hypotheses address the question of
 
how centralized structures might be changed, rather than the
 
impacts of such structures. For an original and insightful ef
fort to address the latter issue from a public-choice perspec
tive, see Thomson, Connerley, and Wunsch (1986).
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3.1 The Disparate Costs of Collective Action
 

It is well established in the literature that various modes
 
of decentralization are usually opposed by those in the central
 
bureaucracy who stand to lose authority. The patterns encoun
tered in the Peruvian case study are consistent with those found
 
in other developing countries. Line ministries, for example,

usually oppose both general deconcentration and general devolu
tion but may be willing to support some form of functional decon
centration within their sector--or to "dump" unwanted responsibi
lities on decentralized organizations without providing commen
surate resources. The Finance Ministry, however, is not that
 
concerned with deconcentration or devolution of authority per se
 
but wants to tightly control the transfer of resources to decen
tralized organizations and to prevent these organizations from
 
acquiring significant taxing powers. National agencies in charge

of uniform administrative regulations resist reforms that exempt

decentralized organizations or increase their discretion.
 

Less obvious is why central ministries and other actors
 
opposed to decentralization usually prevail, even when there is
 
broad support for decentralization among potential beneficiaries
 
and political parties, as is the case in Peru. Mancur Olson has
 
argued convincingly that small groups have an organizational

advantage over larger ones in obtaining collective goods because
 
the share of benefits declines as the size of the group increases
 
(1965). This argument can be extended to shed much light on why

opponents of decentralization are usually successful. Not only

is the bureaucratic elite in central ministries much smaller than
 
the group comprising the many people who stand to be better
 
served by the establishment of decentralized political organiza
tions, but the former group is strategically placed and linked
 
through mechanisms such as the cabinet, whereas the latter group

is dispersed throughout the country and can coordinate its ac
tions only at high cost. Moreover, the costs of losing current
 
authority are quite apparent to central bureaucratic elites,

whereas any benefits from decentralization are much less tangible
 
to the provincial population and will only be obtained in the
 
future. However, provincial actors may develop a vested interest
 
in decentralized organizations if these can be established.
 

These considerations may explain why groups opposing decen
tralization usually prevail over potential beneficiaries. Never
theless, several factors may affect the costs and benefits of
 
collective action at the center and on the periphery.
 

First, the organization and scope of the central government

affect the costs and benefits of collective action by central
 
bureaucratic elites. During the 1956-1968 period, the fragmented
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character of the Peruvian state hindered collective action among

bureaucratic elites, who in any case had little at stake given

the limited administrative penetration of the central government

into the provinces at that time (Schmidt 1988b, Sec. 1.3.1).

Since 1968 the more integrated structure of the state has facili
tated central bureaucratic resistance to decentralization, while
 
the expansion of the central ministries into the provinces makes
 
general devolution or general deconcentration a greater threat to
 
central bureaucratic elites (Schmidt 1988b, Secs. 1.3.2, 1.3.3,
 
and 1.4.1).
 

Second, the organization and scope of the central government

also influence the costs of collective action by groups on the
 
periphery. When centralized structures and processes are estab
lished, as in Peru after 1968, they encourage political behavior
 
that reinforces and perpetuates the system. 0 Political actors on
 
the periphery are reluctant to invest time and resources to deal
 
with decentralized organizations whose scope of action and ef
ficacy are severely limited by national legislation and regula
tions. Similarly, when decentralized organizations lack auto
nomy, incentives for meaningful negotiation at subnational levels
 
are reduced because any decision reached 2an be overturned.
 
Indeed, groups in the minority on a given decision have an incen
tive to appeal to central actors or organizations,- thereby under
mining the integrity of the decentralized organization (Schmidt

1988b, Sec. 1.4.1).
 

Third, the costs of collective action on the periphery are
 
influenced by the importance and alignment of ethnic, religious,

and social cleavages. Collective action is likely to be
 
especially difficult in countries like Peru, where political
 
groups generally have not been organized along ethnic or regional

lines (Schmidt 1988b, Sec. 1.2). Where major ethnic cleavages

fall along regional lines, as in many African countries, the
 
costs of collective action among potential beneficiaries of
 
decentralization may be reduced, although this factor also in
creases the risk of national disintegration.
 

Fourth, peripheral actors find it less costly to support

decentralization when this objective is closely linked to other
 
goals. However, both opportunities and risks may be increased by

linking decentralization to other issues. On the one hand, issue
 
linkage may greatly enhance the possibilities of mobilizing sup
port for decentralization on the periphery during specific his-


WoWhile the self-perpetuating character of centralism is a theme
 
in the comparative literature on decentralization, it is often
 
treated at a psychological level, independently of incentive
 
structures (see Rondinelli, Nellis, and Cheema, 1984, 73).
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torical periods. For example, in Peru, the regional movements of
 
the 1920s and early 1930s and the regional popular fronts of the
 
late 1970s and early 1980s supported political and administrative
 
decentralization primarily as a means to other objectives

(Schmidt 1988b, Secs. 1.2 and 1.4). On the other hand, political
 
or administrative decentralization may be the most expendable of
 
the various demands by peripheral actors. Thus, during the
 
1930s, commercial and middle-class sectors in southern Peru gra
dually dropped their demands for political and administrative
 
decentralization as the policies of the central Government tilted
 
in their favor.. Similarly, during the late 1970s and early 1980s
 
the demands of the regional populist fronts were largely defused
 
by strategic policy concessions from the center (see, especially,
 
Garz6n 1986, 170-188).
 

3.2 Political Entrepreneurship and Decentralization
 

One potential solution to the problem of the high cost of
 
collective action is the provision of public goods by political
 
entrepreneurs in exchange for support (see, especially, Frohlich
 
and Oppenheimer 1978, Chap. 4). Organizations provide channels
 
for collective action and can provide public goods; indeed, some
 
analysts suggest that certain kinds of organizations possess some
 
of the characteristics of public goods (see, in particular,

Uphoff 1986, 14-16). Given these similarities, political entre
preneurs might be expected to support the establishment of decen
tralized governmental organizations through devolution or decon
centration in exchange for votes. Indeed, almost all political

parties in Peru profess support for at least one mode of decen
tralization.
 

But equally striking in Peru and elsewhere is the reluctance
 
of political parties to actually invest political capital in sup
port of decentralization. Although this absence of sustained
 
support in Peru may be partially attributable to the thorny issue
 
of the territorial demarcation of regions (Schmidt 1988b, Sec.
 
1.4.2), it also appears that decentralized organizations (or

perhaps organizations in general) have certain characteristics
 
that are different from those of conventional public goods, and
 
from which different sorts of political calculations follow. Any

benefits from the establishment and operation of decentralized
 
organizations are likely to be less tangible thai those of con
ventional public goods, more difficult to attribute to the pro
vider, and realized only over a longer time frame.
 

Given these differences between the characteristics of or
ganizations and conventional public goods, a governing party is
 
most likely to maintain support by providing the lptter through
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established sectoral channels and by incrementally expanding

field offices of the central ministries as needed. Thus, the

tendency of Peruvian political parties to call for sweeping

schemes of decentralization when out of power but to be more
 
centralist once in power is not simply a matter of duplicity.

Nor are such frequent about-faces in Peruvian electoral history

necessarily betrayals of provincial supporters, who value the
 
more tangible benefits of conventional public goods and other
 
policy concessions from the central Government over institutional
 
changes that might be beneficial in the future (Schmidt 1988b,
 
Sec. 1.2).
 

Various modes of decentralization are also likely to have

high political costs to political entrepreneurs in power, especi
ally in the short run. A majority party at the national level
 
that promotes devolution will lose some of its authority if the

subnational governments are controlled by other parties. 
 Thus,

it is not surprising that the Belaunde administration (1980-1985)

and the current Garcia administration (at least until 1988) have
 
supported devolution only to the extent that they could be as
sured of controlling the CORDES (Schmidt 1988b, Sec. 1.4.1).

Moreover, central ministries, on which the political entrepreneur

depends for policy implementation, are likely to oppose both gen
eral devoluticn and general deconcentration. Furthermore, by

altering the channels through which conventional public goods are
provided, both devolution and deconcentration reduce or eliminate
 
the roles of certain central political entrepreneurs, such as
 
congressmen and party brokers.
 

Nor do political entrepreneurs on the periphery have much to

gain from decentralization in a country like Peru, with its

marked class differences in the provinces. 
 It is much easier and

less risky for political entrepreneurs to aggregate demands and

direct them to the capital than to make hard choices about re
source allocation through decentralized organizations. If the
 
centrally directed demands are met, the entrepreneur reaps the

credit; if they are not, elites in the capital bear the blame
 
(Garz6n 1986, 290).
 

In sum, whatever the merits of decentralization from the

standpoint of the political system as 
a whole, it appears that in

the context of competitive politics, certain attributes of decen
tralized organizations make their support a risky investment for

political entrepreneurs. Perhaps it is not a coincidence that
 
the most concerted attempts to decentralize have tended to take

place in authoritarian or one-party political systems whose lead
ers have been sold on the merits of decentralization--for exam
ple, Argentina during the most recent period of military govern
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Morales Bermudez, and Tanzania under Nyerere (for further discus
sion, see Harris 1983; Nellis 1983; Rondinelli 1983a; and Schmidt
 
1988b, Sec. 1.3.3).
 

3.3 Windows of Opportunity
 

To the extent that hypotheses 1 and 2, discussed above, are
 
correct, it follows that most modes of decentralizntion are un
likely to be initiated during periods of "politics as usual."
 
Rather, decentralization initiatives are most apt to be success
ful when extraordinary events 
or factors alter the "norma2" cal
culations of political actors, prompting them to view decentrali
zation more favorably. Such an event or factor may have this

effect by (1) calling established institutions into question, (2)

increasing or highlighting the potential benefits of decentrali
zation, (3) lowering the costs of decentralization by linking

them to other objectives, or (4) increasing the available
 
resources for investment in decentralized organizations.
 

During Peruvian history two principal factors--natural dis
asters and transitions from authoritarian to democratic re
gimes--have opened windows of opportunity for decentralization
 
(Schmidt 1988b, Secs. 1.2, 1.3, and 1.4). 
 Natural disasters in
 
the provinces increase the comparative advantages of decentrali
zation from the perspectives of various actors and lessen the
 
costs of implementation because organizational changes are con
comitants of urgent policy implementation. The availability of
 
foreign assistance earmarked to the affected region provides an
 
additional incentive (Schmidt 1988b, Sec. 2.2).
 

During transitions from authoritarian to democratic govern
ments, decentralization is addressed as part of a larger process

of redefining institutional relationships; thus, the costs of
 
establishing decentralized organizations are lowered. Moreover,

political capital foz decentralization is most likely to be
 
available immediately following a regime transition since govern
ing coalitions tend to be strongest and most united during their
 
"honeymoon" periods (Schmidt 1988b, Sec. 1.5; 
see also Sec. 3.4
 
below). 
 Furthermore, the potential benefits of decentralization
 
are likely to be particularly salient to provincial actors when
 
the policies of the previous regime are viewed as having been
 
detrimental to the periphery (Schmidt 1988b, Secs. 1.2 and 1.4).11
 

1IFurther research may identify additional factors in other con
texts that "open" or "close" windows of opportunity for decentra
lization.
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Although this line of argument is different from that con
tained in much of the recent literature, which suggests that
 
governmental longevity and the absence of crisis enhance the
 
effectiveness of decentralization (see Rondinelli, Nellis, and
 
Cheema 1984, 71), it is not incompatible with it. This latter

view is based primarily on economic and managerial considerations
 
from 	the perspective of the overall system, whereas the argument

developed here attempts to explain why political actors support

decentralization in the first place. 
 Indeed, considering both

approaches may help to resolve yet another paradox identified in

the literature: although decentralization is usually justified

in terms of managerial efficiency, most decentralization initia
tives are in fact motivated by political considerations (see

Rondinelli, Nellis, and Cheema 1984, 27). Moreover, a crisis
 
that initially opens a window of opportunity for decentralization
 
may at a later point reach a threshold that makes greater centra
lization imperative. A regime transition, for example, may

afford an opportunity to give greater autonomy to a certain re
gion 	only as long as national unity is not threatened.
 

3.4 	 Regime Type, Governing Coalitions, and Modes of
 
Decentralization
 

There is a curious asymmetry in the recent comparative lit
erature between the way "decentralization" has been defined and
 
thE, way of its implementation has been analyzed. On the one

hand, different types or modes of decentralization are carefully

defined, and a conscientious effort is made to sort out their

impacts. On the other hand, discussions of factors affecting the
 
success of decentralization efforts seldom distinguish among

different modes.12
 

Careful analysis of the Peruvian case suggests two interest
ing hypotheses regarding relationships between macropolitical

variables and modes of decentralization. First, authoritarian
 
regimes, such as those of the 1968-1980 period in Peru, are most
 
likely to support deconcentration, whereas democratic regimes,

such as those of the 1956-1968 and post-1980 periods in Peru, are

likely to place at least rhetorical emphasis on devolution
 
(Schmidt 1988b, Secs. 1.3, 1.4, and 1.5). 
 Indeed, fluctuation
 
between devolution and deconcentration at regional and local
 
levels appears to be a concomitant of regime changes in Latin
 
America. To the extent that this generalization holds in other
 
developing countries--and available case studies tend to confirm
 

12For example, compare pages 13-46 and 46-69 in Rondinelli, Nel
lis, and Cheema (1984).
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the hypothesis--many efforts by international donors to promote
 
devolution and deconcentration may be misdirected.
 

It should be emphasized that the relationship hypothesized

here 4nvolves only deconcentration and devolution; it does not
 
necessarily follow that the type of regime influences the other

modes of decentralization. Indeed, an influential study by Cor
nell University's Rural Development Committee suggests that
 
regime type affects the success of local organizations only very

indirectly or in extreme cases, if at all 
(Uphoff 1986, 217-219).

Much more careful and systematic research is needed in this area.
 

While the Peruvian experience indicates that different types

of regimes will tend to support different modes of decentraliza
tion, it also suggests that the ability of any government--demo
cratic or authoritarian--to implement decentralization policies-
whether these be devolution or deconcentration--is strongly in
fluenced by the strength and programmatic unity of the governing

coalition (Schmidt 1988b, Secs. 1.3, 1.4.2, and 1.5 ). 
This

variable needs to be considered in conjunction with "political

commitment," which is accorded great importance in the current

literature. A president may be committed to a mode of decentral
ization, but in the absence of a strong and united governing

coalition, any reform is likely to be undermined or strongly

influenced by pressure groups or bureaucratic agencies. Such was
 
the case of the Morales Bermudez administration in Peru during

the 1975-1980 period (Schmidt 1988b, Sec. 3.1.3). Conversely, an
 
administration with a strong and united governing coalition may

have little interest in decentralization, as exemplified by the

Velasco administration during the 1968-1975 period in Peru
 
(Schmidt 1988b, Sec. 3.1.2).
 

Although decentralization should be an incremental process

(see Sec. 4.1), major reforms facilitating its various modes are
 
most likely to succeed at the beginning of presidential adminis
trations, when governing coalitions are usually strongest and
 
most united. It is not a coincidence that all major decentraliz
ing reforms in Peru since 1956 have been initiated within the
 
first year or two of successive presidential administrations
 
(Schmidt 1988b, Secs. 1.3, 1.4, and 4.6).
 

4. DESIGN ISSUES IN DECENTRALIZATION PROGRAMS
 

Although recent comparative research has not shed much light
 
on the mobilization of support for decentralization, it has ad
vanced current knowledge by positing a number of "actionable
 
hypotheses" regarding the design of decentralization programs.

Three major propositions may be identified in the literature:
 



-20

1. Decentralization should be viewed and designed as 
an
 
incremental process of capacity building (see Rondi
nelli, Nellis, and Cheema 1984, 41-46, or Rondinelli and
 
Nellis 1986, 15-19).
 

2. 	Decentralization policies should establish or strengthen

the capacities of central organizations to assist decen
tralized organizations and should promote appropriate

interorganizational linkages among complementary capaci
ties at different levels (see, especially, Leonard 1982
 
or 1983).
 

3. 	"Decentralization policies that transfer adequate finan
cial resources as well as powers and responsibilities

will be more successful than those that merely call for
 
consultation with or participation of local officials or
 
citizenry" (Rondinelli, Nellis, and Cheema 1984, 75).
 

These propositions embody important insights from thorough com
parative research and provide much-needed d rection for future
 
program design and evaluation.
 

The Peruvian experience with decentralization provides

important support for each of these propositions. But at the
 
same time, analysis of this experience suggests that current
 
thinking about design does not adequately address issues of poli
tical power and institutional relationships at the center. The
 
literature tends to assume that capacity building takes place in
 
a vacuum and involves primarily the diffusion of standardized
 
technical and organizational skills. The Peruvian case demon
strates, however, that successful technical assistance components

for decentralized organizations cannot be designed without refer
ence to the broader political system, which may facilitate or
 
hinder capacity-building efforts. Although the literature ack
nowledges that decentralization cannot be implemented without
 
conflict, it tends to attribute conflict to attitude more than to
 
interest and to assume, rather naively, that the conflict can be
 
overcome through education and persuasion (for example, see Ron
dinelli, Ne'.lis, and Cheema 1934, 72).
 

Not 	only is A.I.D. experience in Peru useful for testing the
 
limits of conventional wisdom concerning the design of decentral
ization programs, but on the basis of this experience several
 
additional or supplementary hypotheses can be ventured:
 

Hypothesis 6: In highly centralized political systems,

and perhaps in other contexts as well, technical assis
tance is best designed and implemented on a rolling
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basis, as central constraints and the needs of decen
tralized organizations are better understood.
 

Hypothesis 7: In highly centralized political systems,

incremental capacity building and efforts to achieve
 
institutional reform are both necessary and potentially

reinforcing, although simultaneous pursuit of both
 
objectives requires considerable management skill.
 

Hypothesis 8: In highly centralized political systems,

the role of the donor in insulating technical assis
tance efforts from central political and bureaucratic
 
pressures is crucial to maintaining the integrity of
 
these efforts.
 

Hypothesis 9: 
 Since capacity building and institution
al reform are likely to follow different rhythms, the
 
long-term perspective required by the incremental capa
city-building approach must be supplemented with an
 
understanding of and sensitivity to political cycles

and other opportunities for reform.
 

Hypothesis 10: In highly centralized political sys
tems, the most effective way of establishing or rein
forcing central organizational capacities to assist
 
decentralized organizations is by working through proj
ect-related units within key national-level organiza
tions.
 

Hypothesis 11: Interorganizational linkages formed
 
primarily for the purpose of addressing administrative
 
weaknesses also can be used (1) to increase the access
 
of decentralized organizations to political authority

within existing legal parameters, (2) to effectively

mobilize support for institutional reforms that favor
 
decentralization, and (3) to spread innovations gene
rated through project experience at the periphery.
 

Hypothesis 12: 
 During the initial stages of decentral
ization, categorical transfers from central project

funds to decentralized organizations can be a practical

and effective way to increase the role of decentralized
 
organizations in resource allocation. 
Among the poten
tial advantages of this mechanism are 
(1)political

practicality, (2) predictability, (3) versatility, (4)
 
congruence with the incremental capacity-building ap
proach to decentralization, and (5) stimulation of
 
interorganizational coordination.
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Hypothesis 13: Central project funds must be adminis
tered by an agency whose organizational objectives and

procedures are congruent with the project and the

objective of assisting decentralized organizations.
 

Hypothesis 14: A prerequisite for successful use of
 
categorical transfers is consensus on clear, easily

understood criteria that can be made operational.
 

This section discusses the major propositions from the literature in light of the Peruvian experience and the additional
 
hypotheses that emerge from analysis of that experience.
 

4.1 Incremental Capacity Building and Institutional Change
 

The view of decentralization as a process of incremental
 
capacity building is grounded in several important generaliza
tions about decentralization in developinV countries: 
 negative

experiences with comprehensive reform, the reality of generally

lower administrative and technical capabilities at subnational
 
levels, and an appreciation of the slow but perceptible results

achieled by decentralization initiatives during the 1970s and
1980s. Several interrelated arguments that support the view of

capacity building as an incremental process are posited:13
 

1. Scope. Small-scale decentralization programs designed

for limited impact are likely to generate more positive

and durable results than large-scale, sweeping organi
zational reforms. 
Programs supporting decentralization
 
should, therefore, be planned on a small scale and
 
expanded incrementally.
 

2. Simplicity. Abstract and complex planning and adminis
trative procedures are unlikely to be implemented effec
tively in most developing countries, and therefore
 
decentralization programs should be kept simple, flexi
ble, and appropriate to the capacities of the organiza
tions to which responsibilities are being transferred.
 

3. Time horizons. Decentralization requires a lengthy

period of gestation before its benefits will be
 

13These hypotheses are drawn directly from Rondinelli and Nellis
 
(1986, 20); only the British punctuation and spelling have been

changed. For further discussion, see also Rondinelli, Nellis,

and Cheema (1984, 72-73).
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realized, and programs must therefore be planned for the
 
long term.
 

4. 	Tutorial planning. Decentralization programs in which
 
the first stages are closely supervised efforts to teach
 
local staff and citizens how to handle new responsibili
ties will be more successful than those that transfer
 
large numbers of tasks or great responsibilities all at
 
once. 
Programs should therefore be planned tutorially.
 

It should be noted that each of these hypotheses probably applies

to institutional development in general, not just to the develop
ment of decentralized institutions.
 

4.1.1 	Evidence Supporting the Incremental Capacity-Building

Approach to Decentralization
 

Both positive and negative lessons from A.I.D.-supported

decentralization initiatives in Peru provide some important sup
port for the incremental capacity-building approach to decen
tralization.
 

Despite the problems encountered during the early years of
 
the IRD project, it achieved tangible results in increasing plan
ning, administrative, and implementation capabilities by focusing
 
on a manageable range of activities in two pilot departments,

using relatively simple planning techniques, and employing a
 
tutorial mode of technical assistance (Schmidt 1988b, Secs. 2.1,

2.3.3, 	3.2.2, and 3.2.3). The lessons learned during the early
 
years of this project were later invaluable in expanding the
 
technical assistance components of the project throughout the
 
country and in designing the much larger DRR project to address
 
natural disasters.
 

The tasks of reconstruction and rehabilitation led to fast
track implementation of the DRR project over a broad geographic
 
area 
(Schmidt 1988b, Sec. 2.2); however, several characteristics
 
consistent with the incremental capacity-building approach

account for much of its success in increasing the administrative,

technical, and process capabilities of the CORDES (Schmidt 1988b,

Secs. 3.2.2, 3.2.4, and 4.2). Although DRR advisers tended to be
 
expediters more than teachers, CORDES received strong technical
 
assistance under the project; by no means were the extensive
 
responsibilities for reconstruction and rehabilitation simply

dumped on them (Schmidt 1988b, Secs. 2.3.3 and 3.2.2). The pro
cedures developed for component selection, monitoring, and liqui
dation were simple but effective and allowed technical studies to
 
be performed on a rolling basis (Schmidt 1988b, Sec. 2.3.2).
 



-24-


Given considerable latitude by the high proportion of grant
 
money, 	multiple modes of subproject implementation, and some
 
influence in component selection, DRR project management consci
entiously made adjustments to fit the capabilities of CORDES
 
(Schmidt 1988b, Secs. 3.1.1 and 4.2; see also Sec. 4.3 below).
 

It is also interesting to note that two national agencies

affiliated with the IRD and DRR projects played crucial roles in
 
helping the Garcia administrati.on define a more incremental,
 
capacity-oriented approach to microregionalization (Schmidt
 
1988b, 	Secs. 3.2.1 and 4.4).
 

Problems in both projects demonstrate the potential dangers

of inflexible or short project time frames for the development of
 
decentralized institutions. Decisions taken to expedite imple
mentation during the early days of the IRD project reduced its
 
long-term institutional impact (Schmidt 1988b, Secs. 2.1 and
 
3.2.3). The efforts of the Technical Assistance and Training
 

14
 Program for Departmental Development Corporations (PATC-CORDES)

probably would have had greater impacts if they had taken place
 
over a longer period (Schmidt 1988b, Secs. 2.3.1 and 3.2.2).

Problems with some new irrigation components under the DRR proj
ect are attributable primarily to the project's fast-track
 
approach, which reduced the available time for technical studies
 
and undercut the potential for community participation in design

and follow-up (Schmidt 1988b, Secs. 3.3.2 and 3.6.2).
 

4.1.2 	 The Limits of the Incremental Capacity-Building
 
Approach to Decentralization
 

Although analysis of A.I.D.-supported decentralization ini
tiatives in Peru provides evidence supporting the general thrust
 
of the incremental capacity-building approach, it also suggests
that a focus on capacity building alone is incomplete and poten
tially misleading. The literature tends to speak of building

capacity as though this takes place in a vacuum, whereas capa
city-building efforts in highly centralized systems such as
 
Peru's soon run into limits related to central constraints
 
(Schmidt 1988b, Sec. 2.1). The experience of the initial IRD
 
technical assistance team is instructive:
 

While some useful field research can be conducted in
 
Cajamarca and Junin, and some interesting initiatives
 

14The PATC-CORDES was established in the Prime Minister's Office
 
by the IRD project in 1984 to provide technical assistance and
 
training to CORDES throughout the country.
 

http:administrati.on


-25

can be taken while working in those departments, the
 
dynamics of the Peruvian governmental system clearly
 
emanate from the center. Thus, many of the most inter
esting ... [technical assistance] efforts in Cajamarca

and Junin were eventually frustrated because some of
 
the ground rules of the existing system must be changed
 
at the central Government level before effective decen
tralized planning and project implementation can take
 
place in peripheral parts of the country (LRAP 1984,
 
69).
 

Although other political systems may pose fewer problems for
 
capacity building through decentralized pilot efforts such as the
 
IRD project, at some point political and administrative adjust
ments at the center will be needed to allow expansion of such
 
efforts. Much of the literature naively assumes that these
 
adjustments follow as a matter of course or can be achieved
 
through mere persuasion if pilot efforts are successful.
 

Moreover, while most of the decentralization literature
 
speaks of capacity building primarily as the diffusion of stan
dardized technical and organizational skills, with perhaps a dose
 
of citizenship training as well, A.I.D. experience in Peru indi
cates that technical assistance components for decentralized
 
organizations cannot be designed without reference to the broader
 
political system. In highly centralized systems, much of the
 
training effort, at least initially, must be devoted to compli
ance capacity building, that is, teaching local organizations how
 
to comply with central regulations (Schmidt 1988b, Sec. 2.3.1).

At least in these contexts, technical assistance may be best
 
designed and implemented on a rolling basis, as central con
straints and the needs of decentralized organizations are better
 
understood. The willingness of the IRD project to experiment at
 
the departmenLal level led to such methodological breakthroughs
 
as the decision-tree methodology 5 (Schmidt 1988b, Sec. 3.2.3 ).

The adaptability and flexible management style of the DRR project

resulted in innovations such as the control card and financial
 
liquidation systems, which greatly improved subproject approval

and project monitoring processes and allowed technical studies to
 
be undertaken on a rolling basis (see Sec. 2.3.2 above).
 

16The decision-tree methodology enables decision-makers to use
 
relatively simple techniques (1) to identify and assign priori
ties to various objectives, (2) to rank the relative returns of
 
different investments in accordance with these objectives, and
 
(3) to select the most appropriate investments in a process that
 
is open to public scrutiny. Thus, the methodology can help

decentralized organizations transcend the artificial dichotomy

between technical and political decision-making.
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A.I.D. experience in Peru also suggests that incremental
 
capacity building and efforts to achieve institutional reform are

both necessary and potentially reinforcing in highly centralized
 
political systems (Schmidt 1988b, Sec. 4). 
 On the one hand, some
 
attention must be devoted to both substantive and compliance

capacity building in order to strengthen the case for additional
 
decentralization and to ameliorate short-term political pres
sures. Moreover, the understanding of central constraints gained

during efforts to increase compliance capacity can be extremely

valuable for formulating strategies of institutional reform, as
 
exemplified by the PATC-CORDES experiment. On the other hand, if

institutional reform is not attempted or proves to be unsuccess
ful, central constraints will eventually undermine capacity
building efforts or make them little more than programs for en
hancing compliance with central regulations. When capacity
building and institutional reform efforts are both undertaken, a
 
mutually reinforcing dynamic may be created over several itera
tions, as capacity building enhances the possibilities for :nsti
tutional reform, which in turn increases the effectiveness of
 
capacity building, and so on.
 

While the Peruvian case suggests that incremental capacity

building and institutional reform are both necessary in highly

centralized political systems, it also demonstrates that simul
taneous pursuit of both objectives requires considerable manage
ment skill for at least two reasons. First, there is the danger

that technical assistance components will be reduced to programs

that build only compliance capacity, or will be distorted to meet
 
the goals of central actors. The experience with PATC-CORDES
 
demonstrates that the donor's role in insulating technical assis
tance efforts from central political and bureaucratic pressures
 
can be crucial to maintaining the integrity of these efforts
 
(Schmidt 1988b, Sec. 3.1.3).
 

Second, capacity building and institutional reform are like
ly to follow different rhythms, the former being more incremental
 
and the latter tending to occur when windows of opportunity are
 
opened as a result of transitions in regime, changes in govern
ment, or extraordinary events such as a natural disaster. Thus,

the long-term time-perspective required by the incremental capa
city-building approach must be supplemented by an understanding

of and sensitivity to political cycles and other opportunities

for reform (see Sec. 3.3 above). For example, USAID/Peru's abil
ity to influence institutional reform was greatly enhanced by its

imaginative response during the 1983 disasters 
(Schmidt 1988b,

Sec. 2.2) and its anticipation of a sweeping victory by the oppo
sition in the 1985 elections (Schmidt 1.988b, Sec. 4.1).
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4.2 Linkages for Strengthening Capacity and Building Cozitions
 

Centralized and decentralized organizations are not part of
 
a zero-sum continuum: making decentralized organizations strong
er does not necessarily mean that centralized organizations
 
should be weakened. Indeed, processes of decentralization typi
cally require the reorientation and strengthening of some organi
zations at the center. Through interorganizational linkages,
 
functions can be allrcated so as to take advantage of strengths
 
and to compensate for weaknesses of organizations at different
 
levels (Leonard 1983, 271). Although linkages to international
 
donors may be beneficial to decentralized organizations in the
 
short run, sustainability requires the establishment and institu
tionalization of central organizational capacities to assist
 
decentralized organizations.
 

Some of the best recent literature on decentralization has
 
focused on the design of appropriate linkages between central
 
agencies and decentralized organizations (see, in particular,
 
Leonard 1983 and Leonard and Marshall 1982). Since such linkages
 
emphasize assistance more than controls, they usually imply a new
 
se of roles and new costs at the center. At least two policy
 
implications follow from this emphasis on appropriate linkages.
 
The first is that decentralization programs should work with
 
existing or new national-level agencies committed to the
 
program's objectives and at least potentially able to provide
 
support to decentralized organizations (Leonard 1982, 21-27).
 
Second, decentralization programs should include training com
ponents for central as well as local organizations (see Rondi
nelli and Nellis 1986, 20-21, or Rondinelli, Nellis, and Cheema
 
1984, 74-75), if not additional resources to assist existing or
 
new central organizations in developing more supportive roles.
 

IRD and DRR project experiences confirm 'he importance of
 
interorgaxnizational linkages for increasing the administrative
 
and technical capabilities of decentralized organizations. To be
 
effective, such linkages must be developed with supportive cen
tral organizations, not with organizations whose primary orienta
tion is toward excessive control, as is the case with most Peru
vian central agencies (see Schmidt 1988b, Secs. 1.4.1 and 3.1.2).
 

IRD and DRR project linkages to USAID/Peru-supported agen
cies at the national level--the Rehabilitation and Reconstruction
 
Division (GRR), PATC-CORDES, and the Sierra Microregional project
 
(PMS)--and to USAID/Peru itself enhanced the performances of
 
CORDES by (1) providing a predictable flow of resources and a
 
predictable program context, (2) strengthening intraorganization
al capacities, (3) developing extraorganizational process capaci
ties, and (4) temporarily compensating for low capacity. The
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provision of a predictable flow of resources and a predictable
 
program context through interorganizational linkages contributed
 
to more effective management and was a prerequisite for effective
 
technical assistance (Schmidt 1988b, Secs. 3.1.1 and 3.1.2).

PATC-CORDES and USAID Mission departmental advisers contributed
 
to perceptible improvements in the areas of basic organization,

cost-indexing and contracting, technical studies, computerized

information systems and programming, regional planning, and pub
lic works (Schmidt 1988b, Secs. 2.3.1, 2.3.3, and 3.2). 
 Under
 
the DRR project, CORDES developed process capacities through

their dealings with consulting firms (Schmidt 1988b, Sec. 3.2.4).

The GRR and PATC-CORDES both temporarily assigned personnel to
 
CORDES to assist with technical or administrative probiems, while
 
technical specialists from the GRR and USAID/Peru compensated for

CORDES' low capacity in specific technical areas. USAID/Peru

departmental advisers to CORDES also performed monitoring and
 
general troubleshooting functions.
 

Although the main focus of both projects was CORDES and
 
their predecessors, the IRD project also strengthened linkages
 
among different communities, as well as between CORDES and muni
cipalities (Schmidt 1988b, Sec. 3.5.1). 
 The DRR project appears

to have strengthened private voluntary organizations and their
 
working relationships with CORDES (Schmidt 1988b, Sec. 3.5.2).
 

While A.I.D. experience in Peru supports most of the conven
tional wisdom about interorganizational linkages, it also sug
gests a possible solution to a dilemma faced by donors wishing to
 
establish or support national-level agencies in highly central
ized political systems. On the one hand, a politically marginal

national-level organization is unlikely to be effective in serv
ing decentralized organizations. On the other hand, established
 
central organizations are likely to overemphasize control link
ages and unlikely to have decentralization as a high organiza
tional goal. The experiences of the IRD and DRR projects suggest

that an appropriate strategy in such a context is to establish
 
project-related units within key national-level organizations,

such as the GRR, PATC-CORDES, and the PMS (Schmidt 1988b, Sec.
 
2.3.1). This approach enhances the chances of gaining adequate

political support and managerial flexibility, which are both
 
necessary. Project units also increase the donor's ability to
 
insulate supportive central organizations from political and
 
administrative pressures that might undermine their assistance
 
orientation (Schmidt 1988b, Secs. 
3.1.3 and 3.2.1).
 

With any strategy based on project units, sustainability is
 
a potential problem, but there are at least three mutually rein
forcing ways to enhance the chances for sustainability. First,

project agreements can stipulate establishment of a permanent

supportive organization as an objective; the project unit thus
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remains after completion of the project, as in the case of PATC-

CORDES. Second, the project unit might be used to change the
 
orientation of the overall agency of which it is a part. 
 Third,
 
as discussed below, linkages between the national-level project

unit and decentralized organizations can be used to achieve
 
institutional reform.
 

A.I.D. experience in Peru also demonstrates that interor
ganizational linkages can serve decentralized organizations in at
 
least three ways that are seldom, if ever, discussed in the lit
erature. 
First, linkages may increase the access of decentral
ized organizations to political authority within existing legal

parameters (Schmidt 1988b, Secs. 3.1.3 and 4.2). 
 Indeed, the
 
GRR's role in speeding disbursements, securing approval for bud
get transfers, and cutting through other red tape was even more
 
important to the effectiveness of CORDES than was its role in
 
providing technical assistance. In contrast, before the estab
lishment of PATC-CORDES and the beginning of stronger support

from USAID/Peru, IRD project and counterpart management spent an

inordinate amount of time in Lima resolving administrative and
 
disbursement problems (Schmidt 1988b, Sec. 2.1).
 

Second, the Peruvian experience demonstrates that interor
ganizational linkages formed initially and primarily for the
 
purpose of addressing administrative weaknesses can also be used
 
to effectively mobilize support for institutional reforms that
 
favor decentralization (Schmidt 1988b, Sec. 4). Thus, not only

did PATC-CORDES training courses diffuse substantive knowledge

and help CORDES to comply with central regulations, but they

often were also consciousness-raising experiences, as managers

and staff from different CORDES found that they shared similar
 
problems. The "decentralist lobby" that emerged around PATC-

CORDES was able to (1) produce and disseminate groundbreaking

research on decentralizaticn issues, (2) achieve changer in the
 
budgeting system that have increased the predictability of fund
ing for CORDES and their autonomy in using this funding, (3)

strengthen CORDE planning offices, and (4) influence legislation
 
on regional governments and microregions. It is worth noting

that much of the research generated by the decentralization move
ment was diffused through a private research institute not asso
ciated with any political party, interest group, or government
 
agency (Schmidt 1988b, Sec. 4.1).
 

Third, the Peruvian case demonstrates that interorganiza
tional linkages not only facilitate the diffusion of expertise

from the center, but also can be used to spread innovations gen
erated through project experiences at the periphery. Many of the
 
most important advances in such areas as investment prioritiza
tion methodology, recuperation of investments, and computer pro
gramming emanated from research or applications in the field by
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CORDES or their USAID/Peru advisers. Workshops and seminars
 
sponsored by PATC-CORDES allowed CORDES to adopt innovations from
 
other regions and to share ideas.
 

4.3 Resources and Categorical Transfers
 

The comparative literature also argues that decentralization
 
policies that transfer financial resources will be more success
ful than those that only devolve authority or delegate responsi
bilities to lower levels (Rondinelli and Nellis 1986, 21). This
 
proposition is both potentially tautological and insightful. On
 
the one hand, increased authority over or responsibility for
 
resources is inherent in the definitions of devolution and decon
centration (see Section 1). When policies give decentralized
 
organizations greater control or influence over resources, they

will be more successful by definition, unless success is expli
citly defined by some other criterion.
 

On the other hand, this proposition is insightful if success
 
is independently defined in terms of some impact--such as citizen
 
participation, managerial efficiency, or contribution to economic
 
development--and if one explicitly bears in mind the incremental
 
capacity-building view of decentralization. As leading scholars
 
in the field have pointed out, "It is better to start decentral
ization by giving the organizations to which responsibilities are
 
transferred monev to allocate rather than rules to follow. Even
 
when funds are modest and the final authority remains with cen
tral agencies, the concrete tasks of allocating resources will do
 
more to galvanize local action than the grandest abstract discus
sions" (Rondinelli, Nellis, and Cheema 1984, 75).
 

The Peruvian experience provides strong evidence to support

this view. Until recently, citizens in the provinces have had
 
little incentive to invest time and energy in dealing with CORDES
 
because under the normal budget process CORDES have had only ten
uous authority over a very unpredictable resource base (Schmidt

1988b, Sec. 1.4.1). Indeed, as long as authority over resources
 
remained concentrated at the center, political actors primarily
 
directed their demands to central organizations instead of inter
acting with one another through decentralized organizations.

This pattern not only leads to demand overload at the center but
 
also undermines the development of responsible ba'gaining--the

spirit of "give and take," which is so crucial to democratic
 
institutions.
 

Although the recent comparative literature suggests that
 
grants are the best way to provide financial resources to decen
tralized organizations in most developing countries (see Rondi
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nelli, Nellis, and Cheema 1984, 75), 
it offers little direction

regarding the structure and operation of appropriate grant mecha
nisms. The IRD and DRR projects both established central project

funds that were used to finance certain types of components

selected later by CORDES or PRODERINs (project management units

under the IRD project) in accordance with project criteria
 
(Schmidt 1988b, Sec. 2.3.2). Although this approach is by no
 
means uncommon in donor-supported decentralization efforts, its

implications for the development of decentralized institutions
 
have not been analyzed.
 

A.I.D. experience in Peru suggests that categorical trans
fers (transfers for specific types of project components) from
 
central project funds can be a practical and effective way to
increase the role of decentralized organizations in resource
 
allocation during the initial stages of decentralization. Among

the potential advantages of this mechanism are 
(1) political

practicality, (2) predictability, (3) versatility, (4) congruence

with the incremental capacity-building approach to decentraliza
tion, and (5) stimulation of interorganizational coordination.
 

In most parts of the developing world, categorical transfers
 
are probably the most politically acceptable way to initiate
 
policies supporting decentralization. 
Given the almost universal

reluctance to give decentralized organizations adequate financial
 
resources (see Cheema and Rondinelli 1983, 297, and Rondinelli
 
and Nellis 1986, 16), 
block grants or taxes are seldom feasible
 
financial strategies during the early stages of decentralization.
 
Although categorical transfers are made in accordance with cen
tral regulations, A.I.D. experience in Peru demonstrates that

they can be designed to fit the needs of decentralized organiza
tions and to give these organizations significant roles in the
 
process of resource allocation (Schmidt 1988b, Secs. 2.3.2,

3.3.1, and 3.3.2). The key issue is the character and predicta
bility of any central controls, rather than the existence of such

controls per se (Schmidt 1988b, Sec. 3.1.2).
 

A.I.D. experience in Peru also demonstrates that central

project funds can be used to avoid or to ameliorate the disburse
ment delays that so frequently occur when project funds are chan
neled through central agencies (Schmidt 1988b, Secs. 1.4.1 and
 
3.3.3). The DRR project and the IRD project's Rural Public Works

Fund dramatically increased the predictability of CORDE funding

by channeling A.I.D. grant and loan money directly to the CORDES

instead of through the Finance Ministry. The DRR project also

demonstrates that special arrangements by the recipient country

to handle counterpart funding can be part of the central project

fund mechanism (Schmidt 1988b, Secs. 2.3.1, 2.3.2, and 3.1.1).
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Categorical transfers can also be used to pursue a wide
 
range of objectives and are compatible with various modes of
 
technical assistance. The IRD project employed primarily a

didactic mode of technical assistance to test a development stra
tegy (Schmidt 1988b, Sec. 2.3.3). The flexibility of the Rural

Public Works Fund facilitated the testing of an urban-rural link
age strategy; 
some experimentation with the urban-functions-in
rural-development methodology, which is premised on adaptability

to local conditions and on the generation of a local database;

and a high degree of popular participation in component identifi
cation, design, and construction (Schmidt 1988b, Secs. 2.3.2 and
 
3.2.3).
 

In contrast, DRR project officials generally followed an
 
accountability style of management, providing CORDES with
 
resources through categorical transfers, supportive technical
 
assistance, and a predictable program context, while holding them
 
responsible for successful completion of subprojects and compo
nents (Schmidt 1988b, Secs. 2.3.2, 2.3.3, and 3.1.2). 
 DRR proj
ect experience suggests that project funds are best employed in
 
this manner where objectives are relatively well defined and
 
existing capacities relatively strong, as in the northern flood
 
areas (Schmidt 1988b, Secs. 3.2.4 and 3.6.2). Under the DRR

project, the flexibility of central project funds also facili
tated experimentation with revolving credit in drought areas of
 
the sierra (Schmidt 1988b, Sec. 3.4.5).
 

In addition, categorical transfers from project funds can

facilitate the incremental capacity-building approach to decen
tralization. While potentially giving decentralized organiza
tions a significant role in resource allocation, transfers for

specific types of components also provide a specific focus for
 
technical assistance. During the early stages of a decentrali
zation program, relatively modest amounts can be invested through

such a fund; as experience is gained, the fund provides a con
venient and flexible mechanism for expansion. It is instructive
 
to note that both the small, experimental IRD project and the

large DRR project used this mechanism effectively. Similarly,

qualitative requirements for receiving transfers and the accom
panying modes of technical assistance might be altered as the
 
capabilities of decentralized organizations increase. DRR proj
ect experience also demonstrates that managers of central project

funds can adjust disbursements to fit the capabilities of differ
ent decentralized organizations.
 

Whereas most efforts to achieve interorganizational coordi
nation in the field through sanctions or persuasion fail, the DRR
 
project demonstrates that transfers from project funds can be
 
used creatively to provide positive incentives for such coordina
tion (Schmidt 1988b, Sec. 4.2). In the current context of severe
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economic austerity, most ministerial field offices have very

limited resources for investments, as normal operating expenses

typically account for over 90 percent of their budgets. Never
theloss, competent professionals are sometimes found in these

rffices and they are responsible for interpreting and implement
ing sectoral policies. The flexibility of the central project

fund and DRR project management's performance-oriented philosophy

facilitated mutually beneficial implementation agreements between
 
CORDES and some ministerial field offices that had complementary
 
resources.
 

Similarly, the flexibility of the project fund mechanism
 
facilitated coordination among local communities under the IRD
 
project (Schmidt 1988b, Sec. 3.5.1) and between CORDES and pri
vate voluntary organizations under the DRR project (Schmidt

1988b, Sec. 3.5.2).
 

Of course, donors that provide project funds during the
 
initial stages of decentralization must address the issue of
 
sustainability. One approach is to increase the ability of
 
decentralized organizations to generate resources independently

of the central government. A second, but not mutually exclusive
 
approach, is to institutionalize the categorical transfer system.

USAID/Peru had only very modest success with the first approach,

because national laws and regulations continue to undermine the
 
ability of CORDES to recover investments (Schmidt 1988b, Sec.
 
3.4.3). Although USAID/Peru did not explicitly attempt the
 
second approach, its use of the project fund mechanism provided

invaluable experience to Peruvian officials, who are now follow
ing the same basic strategy in managing the microregional devel
opment fund (Schmidt 1988b, Sec. 4.4). USAID/Peru had the great
est success with a third approach: supporting reforms that
 
increase the access of decentralized organizations to financial
 
resources through the regular budgetary process (Schmidt 1988b,
 
Secs. 4.3, 4.4, and 4.6).
 

Analysis of DRR and IRD project experiences also suggests

two lessons that should be considered in designing project funds
 
in the future.
 

First, central project funds must be administered by an
 
agency whose organizational objectives and procedures are congru
ent with the project and the objective of assisting decentralized
 
organizations. For example, the purpose of the Key Market Town
 
Development Fund under the IRD project was to make loans to
 
decentralized agencies, municipalities, and private organizations

for revenue-generating urban infrastructure in selected provin
cial towns. However, the fund was administered by the Housing

Bank, which is a rigid agency that primarily promotes more tradi
tional modes of urban development in Lima and other major cities
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and that is accustomed to working with central agencies and pub
lic firms. The Housing Bank had little interest in the innova
tive objectives of the project and little sympathy for PRODERINs
 
or CORDES, which it considered to be inefficient agencies run by

semiprofessionals. As a result of its rigid adherence to estab
lished policies and procedures, only electrification components
 
were funded by the Key Market Town Development Fund.16 Moreover,

the Bank's standard operating procedures severely delayed imple
mentation of the electricity components that were finally

approved, undermining the IRD project's strategy of coordinating

investments in urban and rural areas.
 

Second, IRD project experience suggests that a prerequisite

for the successful use of categorical transfers is consensus on
 
clear, easily understood criteria that can be made operational.

For example, the different criteria for selecting rural works
 
components in Cajamarca and Junin Departments reflected disagree
ment over a linkage approach within the original IRD technical
 
assistance team. In both departments, proponents of a linkage

approach failed to articulate their strategy and plans in terms
 
that could be easily understood by CORDE officials and the gen
eral population, thus lessening the chances of building public
 
support. Indeed, the term "key market town," a central concept

of the project, was inaccurately translated as centro poblado

(populated center), giving the erroneous impression that dny

settlement would be eligible for investments from the Key Market
 
Town Development Fund. This ambiguity increased the project's

susceptibility to political influence in component selection.
 

5. THE ROLE OF INTERNATIONAL DONORS
 

One of the major conclusions of the recent comparative lit
erature on decentralization is that support from international
 
donors is often crucial to decentralization efforts and that
 
donor involvement should be encouraged, with appropriate provi
sions for sustainability (see Rondinelli and Nellis 1986, 20, and
 
Rondinelli, Nellis, and Cheema 1984, 73-74). The preceding

analysis strongly supports this conclusion. Indeed, to the ex
tent that the hypotheses developed in Sections 3 and 4 are true,
 
the case for donor involvement is strengthened. The roles of
 
donors are likely to be particularly important when central
 
structures and processes leave little institutional space for the
 
development of decentralized organizations, when central organi
zational capacities to assist decentralized organizations are
 
weak or lacking, or when incentives are needed to mobilize polit

16The only exception was a refrigerated slaughterhouse and trout
 
processing plant constructed by a large rural cooperative in the
 
Junin Department.
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ical entrepreneurs and potential beneficiaries to support decen
tralization.
 

Yet much of the more general literature on foreign assis
tance argues that the organizational imperatives of major donor
 
agencies severely constrain their ability to effectively support

institutional development, including the development of decen
tralized institutions. This literature implies that tendencies
 
to use a "blueprint" approach in project design, to "move money"

rapidly, and to insulate projects from uncertainty severely limit
 
or even undermine donor support for effective decentralization.
 
The apparent discrepancy between what donors increasingly view as
 
a desirable objective worthy of their support and the constraints
 
they face in supporting this objective can be termed the donor
decentralization gap. Although this gap was first identified
 
over a decade ago by Judith Tendler (1975, especially 107-108),

it is seldom addressed in the burgeoning literature on decentral
ization. Most analysts avoid the thorny issue altogether, often
 
didactically giving policy prescriptions without realistically

assessing the donor's ability to implement them.17
 

Section 5.1 examines the apparent donor-decentralization gap

through a review of the relevant literature. Section 5.2 assess
es the extent to which there were tensions between donor impera
tives and institutional development in A.I.D.'s decentralization
 
projects in Peru. Drawing on A.I.D. experience in Peru, Section
 
5.3 argues that there are potential congruities and synergisms:
 
as well as tensions, between the organizational needs of donors
 
and decentralized organizations and that some of the design fea
tures of the IRD and DRR projects can be used to help bridge the
 
donor-decentralization gap. Section 5.4 extracts three broader
 
lessons for donors from A.I.D. experience in Peru.
 

5.1 A Donor-Decentralization Gap?
 

Much of the recent literature on foreign assistance suggests

that external pressures and internal organizational processes

severely constrain the ability of major donor agencies to support

institution building in general and the building of decentralized
 
institutions in particular. This section examines three inter

17The major exception to this pattern of neglect is the "bureau
cratic reorientation" approach, which holds that the structures,
 
processes, and orientations of official donor and recipient agen
cies must be modified to support more flexible, decentralized,
 
and participatory approaches to development (see especially Kor
ten and Uphoff 1981).
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related organizational biases--the blueprinting, money-moving,

and insulation syndromes--alleged in the literature to discourage

or limit the ability of donor agencies to effectively support the
strengthening of various kinds of permanent decentralized organi
zations in the project cycle.
 

The blueprintinq syndrome18 characterizes development planning, implementation, and evaluation in most international donor

and many recipient country agencies. 
 On the basis of supposedly
replicable pilot projects and prefeasibility studies, projects

are identified and prepared in sufficient detail for their econ
omic, financial, administrative, and technical feasibility to be
assessed by means of complex techniques. As projects are formu
lated and negotiated, detailed schedules are drawn up for imple
menting agencies to rigorously follow. Implementation is moni
tored through elaborate information systems and controlled

through legally binding conditions of effectiveness or conditions
precedent written into contracts. At the end of implementation,

project impacts are measured by evaluation researchers so that

the blueprints can be revised. Although donors may provide technical assistance to increase host country institutional capacity

for project identification, preparation, or implementation, it is
assumed that such assistance represents easily diffusible know
ledge with universal applicability.
 

The literature on development assistance is equivocal about

the causes and potential remedies for the blueprinting syndrome.
More optimistic analyses suggest that although blueprinting is in
 
part prompted by donor agencies' need to maintain credibility

with the governments and investors providing funding, the major

challenge is identifying and overcoming a largely self-perpetu
ating and self-defeating bureaucratic logic (see Rondinelli

1983b, 116, and Strachan 1978, especially 469, 474-476). More

pessimistic interpretations would be that the donors' need to

maintain credibility leaves little room for innovative behavior
 

18Korten coined the term "blueprint approach" to refer to the

style of programming summarized in this paragraph. 
Close approx
imations of this approach have been labeled the "synoptic" approach by Lindblom (1965), "comprehensive planning and manage
ment" by Rondinelli (1983b), a,d the "rational paradigm" by

Strachan (1978, 469). The term "blueprinting syndrome" calls
attention to the fact that this style has become deeply embedded

in the organizational processes and procedures of both donor and
recipient agencies. The characterization of the blueprinting

syndrome in this paragraph is based on Korten (1980, 496) and

Rondinelli (1983b, 65-74). 
 The latter also provides a useful
 
survey of procedures used by specific donor agencies.
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or that the syndrome cannot be overcome without drastically

altering the professional socialization of development practi
tioners, whose professional roles are inextricably tied to the
 
authoritative style or complex techniques of the blueprint
 
approach.
 

External and internal factors also contribute to the money
moving syndrome.19 The most salient measure of a donor agency's

accomplishment is its expenditure-to--staff ratio, rather than the
 
developmental impact of its projects. International donor agen
cies, in order to enhance their public image, to maintain or to
 
increase their budget, and sometimes to compete with other
 
donors, become as preoccupied with moving money as with promoting

development. Similarly, the performance of managers within
 
development agencies is typically evaluated in terms of the rate
 
at which they can generate and complete projects. As a result
 
"movability," rather than developmental impact, becomes the chief
 
criterion for project selection.
 

The insulation syndrome is the product of typical organi
zational behavior and the specific environment in which inter
national donors operate. Like other organizations, donor agen
cies seek to minimize uncertainty and to maximize control over
 
their environment.2 Such behavior is motivated not only by pur
suit of organizational objectives but also by the need to demon
strate accountability to funding sources and watchdog agencies.

Development projects, however, are almost always implemented by

agencies of the recipient government,2 or more recently by non
governmental organizations in the recipient country. Consequent
ly, donors typically attempt to insulate the projects they

finance by insisting that the implementing agency have congruent

organizational priorities, high levels of technical competence,

and low levels of susceptibility to political interference.
 

19For discussion of the causes and consequences of the money-mov
ing syndrome, see Gow and VanSant (1985, 111), Morgan (1980, 6-9)

and (1983), and Tendler (1975).
 

2OFor discussion of the general tendency of organizations to man
age their environments, see Aldrich (1979, chaps. 9-13). The
 
rather special case of donor agencies is examined in Morgan

(1980, 6-8), Rondinelli (1982), and Tendler (1975), from which
 
most of the arguments in this paragraph are drawn.
 
21During the early years of project assistance, donors often iden
tified and designed projects as part of their strategies to
 
reduce uncertainty (Tendler 1975). In more recent years this
 
"backward supply linkage" typically occurs in poorer countries
 
that lack trained planning staffs (Morgan 1983, 334-335).
 

http:syndrome.19
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Indeed, donors sometimes insist that a separate, autonomous agen
cy be set up to implement "their" project or program.2 Some
 
donors, most notably the World Bank, have also bypassed the per
manent organizations of the recipient country by relying on tem
porary project management units to expedite implementation of
 
projects that they support (see Sec. 5.3.4 below).
 

These three syndromes, it is argued, prompt donors to devel
op and manage large-scale, geographically concentrated projects-
which are often capital or technology intensive--in collaboration
 
with a few select agencies of the recipient government or through

special organizational arrangements, such as project management

units. Such a combination allegedly (1) increases the chances of
 
absorbing large amounts of money during short periods of time
 
(Chambers 1978, 211; Korten 1980, 474); (2) involves lower ratios
 
of staff time per unit of expenditure (Tendler 1975, chap. 7);

(3) is more amenable to complex techniques of feasibility analy
sis (Rondinelli 1983b, 77); and (4) facilitates donor supervision

and control (Tendler 1975, 105).
 

In contrast, working with established decentralized organi
zations seems to involve greater organizational costs to the
 
donor agency and to reduce its control over the environment.
 
Decentralized organizations in developing countries generally

have lower levels of technical competence than do central govern
ment organizations, especially in the kinds of analytic tech
niques presumed by the blueprinting syndrome. In any case, work
ing with numerous decentralized organizations apparently places a
 
greater burden on the donor, especially when decentralized organ
izations are located in areas of limited accessibility. More
over, implementation through decentralized organizations is
 
thought to be less insulated from political and bureaucratic
 
pressures because the concurrence of more actors must be gained.

Finally, projects involving effective popular participation

through decentralized organizations cannot be neatly blueprinted
 
or programmed.
 

Given the organizational imperatives of donor agencies and
 
the apparent weakness and vulnerability of subnational organiza.

mAyres (1984, 122-123) and Tendler (1975, 106-107) note that this
 
is a common practice of the World Bank. Many autonomous agencies

in Latin America can trace their roots to the Inter-American pro
grams established during World War II (see Anderson 1967,
 
226-227).
 

mFor elaboration of the arguments in this paragraph, see Bryant

and White (1982, 159, 163), Gow and VanSant (1985, 111), and
 
Tendler (1975, 105-108).
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tions in recipient countries, it is not surprising that donors
 
have collaborated primarily with central government agencies or
 
worked through special implementation arrangements. For example,

in a representative sample of 21 A.I.D.-sponsored integrated

rural development projects, most of which were initiated during

the late 1970s, only 5 were implemented through permanent sub
national units of the recipient governments, and 4 of these 5
 
were geographically targeted to only one subnational unit
 
(Honadle and VanSant 1985, Appendix B).
 

The donor-decentralization gap does not preclude donor at
tempts to support the strengthening of decentralized organiza
tions. Indeed, in recent years major donors have displayed a
 
greater willingness to undertake such efforts. Nevertheless,
 
available evidence suggests that donor attempts to support decen
tralized institutional development are typically displaced at
 
some point in the project cycle by more basic organizational
 
imperatives.
 

For example, during the McNamara presidency at the World
 
Bank, the Bank moved from a reliance on project management units
 
in rural areas to the use of geographically targeted integrated

regional development projects employing various mechanisms for
 
administrative coordination among line agencies or regional

development authorities (Ayres 1984, 47-48 and 94-96). Despite

built-in mechanisms to reduce uncertainty, these new-style proj
ects had greater disbursement shortfalls and were more staff
intensive than general agricultural projects (Ayres 1984,

126-128). They were thus problematic from the standpoint of the
 
Bank's need to demonstrate accountability to the governments and
 
private sources from which it raises investment capital. More
over, to compensate for the institution-building components of
 
such projects, very high production targets were set so that they

would have an acceptable internal rate of return (Lele 1975, 129;
 
Morgan 1980 and 1983). So much management attention was devoted
 
to these high targets that the institution-building goals became
 
displaced (Morgan 1983).
 

Similarly, in analyzing A.I.D. efforts to support municipal
 
governments in Latin America, Pirie Gall writes:
 

In those instances where funding has been provided for
 
municipal development, many observers find that decen
tralization has been hampered by the pressure to pro
duce a given number of subprojects .... Donor loans
 
have been made for short time periods (three to five
 
years) and thus pressure exists to place subloans as
 
quickly as possible to meet preestablished disbursement
 
projections. This then produces a situation in which
 
the following things happen:
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Rapid start-up of lending is necessary, so pre
planning of priority areas of lending either
 
does not occur or is ignored; and
 

The institution-building training and technical
 
assistance activity (which is by its nature
 
slow and gradual) takes second place.
 

This overtakes the needed efforts to reform municipal

personnel and tax laws, to define a clear role for
 
municipal governments in the overall scheme of develop
ment, to build linkages with regional plans, and to
 
upgrade the quality of local development plans and
 
service delivery. In short, the capacity-building

which would make decentralization effective is bull
dozed aside by the pressures to disburse funds for
 
works (1983, 11).
 

5.2 The Donor-Decentralization Gap in Peru
 

The review of the literature in the preceding section sug
gests that there are often trade-offs between satisfying the
 
donor's imperatives to move money, blueprint projects, and insu
late them from uncertainty and efforts to strengthen decentral
ized organizations. Indeed, some significant tensions between
 
the imperative to move money and institutional development ap
peared in A.I.D. projects in Peru. In particular, inflexible or
 
short project time frames resulted in some adverse institutional
 
impacts. Nevertheless, particular characteristics of the IRD and
 
DDR projects, the orientations of their imanagement, and perhaps
 
more general changes in A.I.D. allowed the blueprinting syndrome
 
to be at least partially transcended. Moreover, as is argued in
 
the next section, there also were some congruities and synergisms

between the organizational needs of USAID/Peru and the CORDES.
 
Even project management units, which are associated with the
 
insulation syndrome and are often considered to be antithetical
 
to institutional development, facilitated both implementation and
 
institution-building objectives.
 

The money-moving syndrome proved to be a serious impediment
 
to institutional development in both projects. The IRD project
 
got a very slow start, primarily as a consequence of the transi
tion to a democratic regime during 1979 and 1980. Pressures from
 
A.I.D. Washington to get the project underway contributed to two
 
unfortunate decisions during the initial stages of the project

that lessened its long-term institutional impact: to work with
 
obsolete departmental-level agencies and to produce the initial
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development plans on a crash basis (see Schmidt 1988b, Secs. 2.1
 
and 3.2.3).
 

Because of the reconstruction and rehabilitation focus of
 
the DRR project, it had a short implementation time frame, which
 
limited the scope for community-level participation and the ef
fectiveness of more developmentally oriented components (Schmidt

1988b, Secs. 3.3.2 and 3.6.2). But it should be noted that most
 
of the direct pressure to move money in the DRR project came from
 
politicians and the press in Peru. Although moving money has
 
been a major concern in USAID/Peru during recent years, the DRR
 
project did not feel the pressure because it was one of the Mis
sion's most efficient projects (Schmidt 1988b, Sec. 3.3.3).
 
Indeed, given its large size, the performance of the DRR project

helped the Mission to move money at a significantly faster rate
 
than it had done in the past.
 

The susceptibility of the two projects to the blueprinting
 
syndrome apparently was reduced by recent trends within A.I.D.,
 
the orientations of USAID/Peru and the respective project man
agers, and characteristics of the projects themselves.
 

In recent years, the adoption of institutional development
 
as one of four basic elements in A.I.D. strategy has made the
 
Agency more sensitive to the blueprinting syndrome. Although mo
tivated primarily by a desire to cut expenses and expedite imple
mentation, attempts since the late 1970s to reduce the time and
 
resources devoted to project planning and preparation and to del
egate more project approval authority to the Missions (GAO 1985)

have Fermitted more flexible modes of programming and implementa
tion.4 However, low direct-hire ceilings and personnel reduc
tions through attrition have stretched Mission staffs thin, mak
ing it more difficult to support organization-intensive projects.
 

Delegation of greater project approval authority to field
 
Missions facilitated initial approval of the DRR project, the
 
badly needed 1983 revision of the IRD project, and extension of
 
both projects (Schmidt 1988b, Secs. 2.1 and 2.2). In USAID/Peru,
 
the Mission Director who served from late 1982 to late 1986 was
 
especially sensitive to institutional development and supportive

of decentralized organizations. The IRD project was considered
 
to be experimental, while the DRR project's goals of reconstruc

24There is 
no systematic research assessing the implications of
 
such changes for A.I.D.'s institution-building capabilities,
 
although a more general analysis of A.I.D. projects in Asia
 
(Korten 1983) suggests that the impact of the changes has been
 
minimal. See Hermann (1986) for a discussion of the arguments
 
for and against flexible and blueprint design approaches.
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tion 	and rehabilitation meant that it did not have to satisfy

developmental criteria. After revision of the IRD project in
 
1983, its management style approximated the learning-process
 
approach5 (Schmidt 1988b, Sec. 3.2.3; see also Sec. 4.1.2 above).

Although the goal of replacing or restoring damaged infrastruc
ture 	in the north in some ways made the DRR project ideal for
 
blueprinting, the project's management consciously adopted a
 
flexible managerial style (Schmidt 1988b, Sec. 3.1.2; see also
 
Secs. 4.1.2 and 4.3 above).
 

Some 	problems associated with the blueprinting syndrome were
 
evident in the IRD project before 1983. The project had not been
 
adapted to fit the rapidly changing institutional context at the
 
regional level. Moreover, even though it soon became evident
 
that 	one of the basic assumptions of the original Project Paper-
that 	municipalities could borrow money for urban public works-
was erroneous (Schmidt 1988b, Sec. 2.1), corresponding design
 
changes were not made.
 

Although the DRR project was generally successful in bridg
ing the donor decentralization gap, it may ultimately turn out to
 
be the "exception that proves the rule." A GAO report (1986)
 
strongly criticized the project for excessive emphasis on insti
tution building and inadequate attention to rapid implementation,
 
even 	though it was implemented faster than most prijects in Peru.
 
The DRR project was compared unfavorably with a similar project

in Ecuador whose purported virtues included limited geographic
 
coverage and use of strong, centralized agencies with previous
 
experience working with donors. Although the report's conclu
sions were based partially on the erroneous assumption that all
 
activities in these projects were time-critical, a career-sensi
tive 	officer in a USAID Mission would conclude that he or she
 
should blueprint, insulate, and rapidly move projects along in
 
order to avoid such criticism.
 

5.3 	 Bridging the Donor-Decentralization Gap: Some Insights
 
From Peru
 

The preceding section reveals that some of the problems
 
associated with the donor-decentralization gap, especially the
 
money-moving syndrome, did indeed have negative repercussions for
 
the development of decentralized organizations in Peru. Analysis

of A.I.D. experience in Peru, however, provides evidence that
 
there are also potential congruities and synergisms, which have
 

mSee Korten (1980) for a discussion of the learning-process
 
approach.
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not been widely appreciated, between the organizational needs of
 
donors and those of decentralized organizations . Moreover,
 
design features employed by the IRD and DRR projects offer some
 
potential advantages to donors that may help them to bridge any
 
gap between Eheir willingness and their ability to assist decen
tralized organizations.
 

More specifically, the Peruvian case lends support to the
 
following hypotheses:
 

Hypothesis 15: Where project implementation is likely
 
to be hindered by slow or unpredictable resource trans
fers through the central government, it is faster to
 
work through decentralized organizations that receive
 
resources directly from the donor.
 

Hypothesis 16: Categorical transfers from project
 
funds can be used not only to facilitate the incremen
tal. capacity-building approach to decentralization but
 
also to move money in large amounts.
 

Hypothesis 17: The threat of the money-moving syndrome
 
to institutional development varies considerably by the
 
type of task and project.
 

Hypothesis 18: Linkages between supportive national
 
agencies and decentralized organizations can drasti
cally lower costs to the donor agency in terms of staff
 
time.
 

Hypothesis 19: Where there are alternative channels
 
for implementation, direct financial ties between the
 
donor and decentralized agencies can increase the
 
donor's flexibility and lessen the dangers of becoming
 
captive to any one organization.
 

Hypothesis 20: In highly centralized contexts, project
 
management units within permanent decentralized agen
cies can be used to facilitate both institution build
ing and implementation objectives.
 

Hypothesis 21: The long-term institutional impacts of
 
project management units are likely to be greatest when
 
the units are established within agencies with broadly
 
congruent goals rather than merged into existing agen
cies.
 

Hypothesis 22: If higher salaries are needed to at
tract superior personnel to a project management unit,
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organizational jealousies will be lessened if salary
 
differentials are limited to a few key persons.
 

Sections 5.3.1-5.3.4 below draw on A.I.D. experience in Peru
 
to explicate and discuss these hypotheses.
 

5.3.1 	 Moving Money and the Use of Decentralized Organizations
 
To Implement Projects
 

Even if donors are concerned primarily with the very narrow
 
objective of moving money, working through decentralized organi
zations may still be their best choice for implementing a
 
project.
 

Much of the bias against decentralized organizations stems
 
from their lower levels of technical competence relative to cen
tral government organizations and high vulnerability to political
 
and bureaucratic pressures from above. However, A.I.D. experi
ence in Peru suggests that donors are well equipped to overcome
 
these problems through supportive technical assistance and direct
 
financial linkages (Schmidt 1988b, Secs. 2.3.2, 2.3.3, 3.1, and
 
3.2). 	 In contrast, it is much more difficult to reform struc
tures and processes at'the center that impede implementation
 
progress. In cases where project implementation is likely to be
 
hindered by slow or unpredictable resource transfers through the
 
central government, a common problem in many developing countries
 
(see Rondinelli, Nellis, and Cheema 1984, 3), working through
 
decentralized organizations that receive resources directly from
 
tihe donor may actually be faster. Indeed, the implementation
 
record of the CORDES compares very favorably with that of central
 
agencies implementing similar types of donor-supported projects
 
(see Schmidt 1988b, Sec. 3.3 ). 

Also, categorical transfers from project funds, which can
 
facilitate the incremental capacity-building approach to decen
tralization (see Section 4.3 above), can be used to move money in
 
large amounts. A large number of smaller undertakings can match
 
a few larger ones in scale. For example, the $65 million DRR
 
project--the largest ever financed in Peru by A.I.D.-- was divid
ed into dozens of subprojects and literally hundreds of compo
nents (see Schmidt 1988b, Sec. 2.2). Similarly, very large-scale
 
but disaggregated A.I.D. projects in Indonesia and Egypt have
 
also been implemented in collaboration with many subnational
 
governmental units. Indeed, given the limits to the absorptive

capacities of geographically focused projects and national agen
cies, collaboration with numerous decentralized units in differ
ent regions appears to be the most efficient way to invest rela
tively large sums of money in rural development.
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Moreover, DRR project experience suggests that the threat of
 
the money-moving syndrome to institutional development varies
 
considerably with the task and project involved. Although the
 
project's fast-track approach was sometimes inappropriate for
 
more developmentally oriented rehabilitation efforts in the
 
south, the need to work fast actually may have enhanced the in
stitutional development of CORDES in the flood areas, where the
 
nature of the reconstruction task was much better defined
 
(Schmidt 1988b, Secs. 3.3.2 and 3.6.2). In a sense, the project

challenged the CORDES by assigning them major and sometimes un
precedented tasks in a relatively short time period. Many CORDES
 
met the challenge and achieved the project's objectives. This
 
achievement involved significant institutional learning and con
tributed considerably to the corporation's self-confidence. Had
 
the project been implemented over a longer time frame, bureaucra
tic lethargy might have set in among the CORDES.
 

5.3.2 Linkages and Donor Costs
 

The recent enthusiasm of donor agencies for decentralization
 
is tempered by concern with the allegedly high staff intensity of
 
decentralized implementation. The experiences of the IRD and DRR
 
projects demonstrate that linkages between supportive national
 
agencies and decentralized organizations not only have numerous
 
potential advantages for institutional development (see Sec.
 
4.2 above), but they can also drastically lower costs to the
 
donor agency in terms of staff time. The screening of dozens of
 
subprojects and hundreds of components by the GRR made it feasi
ble for the DRR project to work with CORDES throughout the
 
country, rather than through just a few chosen corporations or
 
central agencies (Schmidt 1988b, Secs. 2.2 and 2.3.1). DRR
 
project managers emphasized that the GRR's role as the CORDES'
 
"consul" (Schmidt 1988b, Sec. 3.1.3) substantially reduced A.I.D.
 
staff time devoted to interagency coordination. In contrast,

before the establishment of PATC-CORDES, lack of effective cen
tral support had severely adverse repercussions for the IBD proj
ect: the technical assistance advisers and Peruvian officials of
 
the PRODERINs and CORDES had had to devote much of their time to
 
resolving administrative problems in Lima (Schmidt 1988b, Sec.
 
2.1; see also Sec. 4.1.2 above).
 

Of course, even when donor costs are lessened by interor
ganizational linkages, decentralized implementation might still
 
be too staff intensive in an era of decreasing personnel. Or
 
donors may economize on their own staff only by providing inor
dinate amounts of operational support to central government agen
cies of the host country. In Peru, however, the DRR project's
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expenditures for technical assistance and operational support
 
were in line with those for comparable projects implemented


6
through central agencies. 2 This record is especially impressive

given the high percentage of expenditures on expensive expatriate

technical assistance under the DRR project. Had more technical
 
assistance been procured in Peru, as suggested by the DRR final
 
evaluation report (Checchi 1987, 37-38), overhead costs for the
 
DRR project might have been significantly lower than for central
ly implemented projects.
 

5.3.3 Avoiding Donor Dependence
 

The legally binding mechanisms written into project agree
ments to penalize inadequate implementation are seldom invoked
 
because political--rather than managerial or development--consid
erations ultimately determine project initiation and termination
 
(Rondinelli 1983b, 84-85; Strachan 1978, 472). Thus, ironically,
 
once disbursement begins, the donor often becomes dependent on
 
implementing agencies and organizations in the recipient country.

Indeed, USAID/Peru's frustration with lethargic central agencies

prompted the Mission to collaborate with CORDES on the DRR proj
ect, despite their recent origin and weaknesses (Schmidt 1988b,
 
Secs. 2.2 and 3.3.3).
 

DRR project experience demonstrates that, where there are
 
alternative channels for implementation and more activities
 
requiring funding than there are funds, direct financial ties
 
between the donor and decentralized agencies (see Schmidt 1988b,
 
Sec. 3.1.1) can increase the donor's flexibility and lessen the
 
dangers of becoming captive to any one organization. Not only
 
was the DRR project implemented through 15 CORDES rather than a
 
single central agency, but each CORDE could implement subprojects
 
and components by forced account, contract them out to private
 

26ased on an analysis of comparable data, the ratio of expendi
tures for technical assistance and operational support to expen
ditures for construction was 16.7 percent under the DRR project,

17.2 percent under Improved Water and Land Use in the Sierra
 
project (Plan MERIS), and 17.3 percent under the Rural Water
 
Systems and Environmental Sanitation project (RWSES). The DRR
 
project placed greater emphasis on operational support, which was
 
the equivalent of 6.16 percent of construction costs, in contrast
 
to the 4.6 percent ratio of MERIS and the 4.8 percent ratio of
 
RWSES. But the ratio of expenditures for technical assistance to
 
construction was only 10.5 percent under the DRR project, com
pared with 12.5 percent under RWSES and 12.6 percent under Plan
 
MERIS.
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firms, or delegate implementation to other agencies--which in
 
turn could employ forced account or contracting mechanisms
 
(Schmidt 1988b, Sec. 4.2). Furthermore, disaggregation into
 
numerous components gave DRR project managers some flexibility in
 
adjusting the rhythm of implementation to suit the capabilities
 
of the implementing agency.
 

In most cases this combination of disaggregation, alterna
tive channels, and multiple modes of implementation allowed
 
USAID/Peru to avoid or lessen its dependence on any one imple
menting agency.27 Although not defined in terms of rigid time
tables, performance was repeatedly emphasized in project imple
mentation letters and other correspondence with CORDES and was
 
linked to future assistance. By reprogramming within a given
 
year or adjusting the subsequent year's budget to reflect imple
mentation progress, DRR project management was able to favor the
 
more efficient CORDES over the less effective corporations.

Efficient CORDES tended to get more money; inefficient ones usu
ally received budget cuts and in some cases were forced to return
 
improperly used funds to A.I.D.
 

An interestinq zontrast to the DRR project is the Provincial
 
Development Program in Indonesia, in which there were no direct
 
financial links between the Mission and the provincial and local
 
governments implementing project components. Instead, funds were
 
released to the lower tier governments from the central treasury,

which received reimbursement from USAID/Indonesia in a paper
 
transaction. Under these conditions, Mission monitors had little
 
leverage with officials implementing the program at the grass
roots level (King 1982, 15).
 

Thus, redundancy among decentralized agencies potentially
 
allows the decision to support a particular implementing agency-
which should be based on managerial and developmental considera
tions--to be separated from 'he decision to support a genera.

project in a given country--which is often influenced by poli
tical considerations. Although the perforrance of some CORDES
 
was inadequate, the overall project was implemented more effi
ciently than were most USAID/Peru projects.
 

27The exceptions occurred in departments with inefficient CORDES
 
that lacked alternative implementation channels or alternative
 
financing through reconstruction bonds. Not wanting to deny

reconstruction and rehabilitation components to the citizens of
 
these departments, USAID/Peru had little choice but to work with
 
the inefficient corporations.
 

http:agency.27


-48

5.3.4 Project Management Units Reconsidered
 

As discussed in Section 5.1, international aid donors often
 
have attempted to insulate the projects they finance from poli
tical and administrative uncertainty by implementing them through

temporary project management units. Such units are often "vir
tually autonomous with minimal connections to their environments"
 
(Smith et al. 1980, 9). They have their own sources of funds,
 
hire their own staffs, follow their own administrative and per
sonnel procedures, and purchase their own equipment. Most of the
 
recent literature suggests that project management units facili
tate short-term implementation objectives at the expense of long

8
er term institution-building objectives. 2 For instance, high

salaries and other incentives used to attract the "best and
 
brightest" may increase the capabilities of the project manage
ment unit, but such incentives may also weaken permanent organi
zations that often lose key personnel and may contribute to
 
bureaucratic rivalries that undermine the effectiveness of the
 
project.
 

As institution building has become a more important priority

for international donors, project management units increasingly

have been rejected (often categorically) as organizational alter
natives by development-practitioners and donors. The most dra
matic example is the World Bank, whlich for many years employed

the project management unit strategy, but which has virtually

abandoned it in recently funded projects (see Ayres 1984, 47-48,
 
and Honadle and VanSant 1985, 14-15).
 

Although the concerns expressed by critics of project man
agement units are genuine, A.I.D. experience in Peru suggests

that the conclusions of these critics are overgeneralized and not
 
based on careful analysis of different types of project manage
ment units and fa'tors affecting their comparative advantages.

The literature tends to gloss over important distinctions among

project management units: that they can be set up within or
 
outside of existing organizations, operate at different levels,
 
and perform different types of tasks. Moreover, attention tends
 
to be focused on individual units, rather than on ways that they
 
can be linked to other organizations. Finally, the effectiveness
 
and institutional impacts of project management units may vary

with the management philosophy and design of the project.
 

The experiences of the IRD and DRR projects demonstrate that
 
in highly centralized political systems, working through project
 

8For example, see Honadle and VanSant 
(1985), Korten (1980),

Morss and Gow (1985), Smith et al. (1980), and Tendler (1975).
 



-49

management units within key national-level organizations is an
 
effective strategy for establishing or reinforcing central organ
izational capacities to assist decentralized organizations
 
(Schmidt 1988b, Sec. 2.3.1; see also Sec. 4.2 above). Under the
 
DRR project, the formation of a unit in the Finance Ministry to
 
regularize disbursements greatly increased the predictability of
 
funding to CORDES (Schmidt 1988b, Sec. 3.1.1). Under both the
 
DRR and IRD projects, the creation of central project management
 
units to administer project funds and to provide technical assis
tance reinforced the performance and political power of CORDES,
 
improving their chances for long-term viability (Schmidt 1988b,
 
Secs. 2.3.1, 3.1.3, 3.2.2, and 4).
 

Similarly, DRR project experience suggests that at least in
 
highly centralized contexts, project management units within
 
permanent decentralized agencies can be used to facilitate both
 
institution-building and implementation objectives. From the
 
perspective of USAID/Peru, project management units established
 
within CORDES under the DRR project (generically called PIRR
 
units9) furthered the traditional donor objectives of rapid
 
implementation and program insulation by facilitating compliance
 
with USAID/Peru requirements, increasing the likelihood that DRR
 
components would have high priority, decreasing the probability
 
that DRR resources would be diverted to other purposes, focusing
 
technical assistance on DRR-supported components, and helping
 
DRR-supported activities to circumvent externally imposed admin
istrative bottlenecks. But by pursuing these traditional con
cerns of the donor, USAID/Peru also insulated the project manage
ment units within CORDES from many centrally imposed constraints
 
that severely limit the possibilities for CORDE development
 
(Schmidt 1988b, Secs. 1.4.1 and 3.1.2). For example, although
 
the Lambayeque Corporation had perhaps the most rigid, central
ized, and formalistic administration of any CORDE visited by the
 
author, its PIRR unit was characterized by a flexible, decentral
ized, and goal-oriented style of management.
 

PIRR units were implemented in a way that left considerable
 
room for institutional learning, perhaps at some cost to expedi
ency. To its credit, DRR project management did not attempt to
 
impose special units at the onset of the project. In cases of
 
slow or inadequate implementation through normal CORDE struc
tures, USAID/Peru could threaten to cut off funds, and this
 
threat was made implicitly or explicitly to several CORDES. But,
 
again to its credit, DRR project management did not attempt to
 
dictate the actual structure of the PIRR units. The PIRR units
 

9"PIRR" is the Spanish acronym for the "Comprehensive Rehabilita
tion and Reconstruction Program." For discussion of PIRR units,
 
see Schmidt 1988b, Sec. 2.3.4.
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in the CORDES visited tended to evolve in stages--from advisory

units with no line or administrative functions, to separate line
 
units, and finally to semiautonomous units with both administra
tive and implementation functions.
 

PIRR units had positive impacts on the larger CORDES of
 
which they were a part. Most CORDES emulated improvements in
 
programming and technical capacity achieved within their PIRR
 
units. Moreover, on average, 70 percent of professional person
nel in PIRR units were retained by CORDES and their microregional

offices after the completion of the DRR project. Some other pro
fessionals from PIRR units have found employment with the field
 
offices of central ministries and agencies.
 

The largely successful integration of PIRR units into CORDES
 
stands in sharp contrast to the less successful experience of the
 
PRODERINs under the IRD project (Schmidt 1988b, Secs. 2.1 and
 
3.2.3). A comparison of these experiences suggests two hypoth
eses regarding the institutional impacts of decentralized project
 
management units.
 

First, the long-term institutional impacts of project man
agement units are likely to be greatest if they are established
 
within agencies that have broadly congruent goals (such as the
 
PIRRs within the CORDES) rather than merged into existing agen
cies. Organizational mergers between PRODERINs and CORDES were
 
processes fraught with conflict and, although fading, the strains
 
from this experience are still evident in the Corporations of the
 
Cajamarca and Junin Departments.
 

Second, if higher salaries are needed to attract superior

personnel to a project management unit, organizational jealousies

will be lessened if salary differentials are limited to a few key

personnel. The higher salaries initially paid to PRODERIN staff
 
under the IRD project greatly complicated the organizational mer
ger between the PRODERINs and CORDES. In contrast, by paying

higher salaries through the GRR to only a few key personnel, the
 
DRR project largely avoided conflict and alleviated the shortage
 
of required staff. Some conflict resulted from giving bonuses to
 
PIRR personnel of selected CORDES in recognition of overtime ser
vices. But in two CORDES visited, this conflict was ameliorated
 
by also giving bonuses to deserving staff in administrative and
 
line units who had contributed to the reconstruction and rehabil
itation program.
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5.4 The Challenge for International Donors
 

To the extent that the line of argument in Section 5.3 is
 
correct, the ability of donors to effectively support decentrali
zation is less likely to be constrained by any intrinsic conflict
 
with their organizational imperatives than by their ability to
 
design and implement appropriate projects. Similarly, to the
 
extent that the hypotheses developed in Sections 3 and 4 are
 
true, a new premium must be placed on developing and using donor
 
capabilities for institutional analysis. Donors not only must
 
have the patience to support incremental capacity building, but
 
they also must understand contextual variables influencing the
 
costs of collective action for and against decentralization and
 
be able to recognize and take advantage of opportunities for
 
institutional reform (see Secs. 3 and 4.1.2 above). They must
 
use interorganizational linkages to enhance political sustain
ability as well as performance (see Sec. 4.2). Financial mecha
nisms must be designed to take advantage of natural synergisms

between implementation and institution-building objectives (see
 
Secs. 4.3 and 5.3.1).
 

Reflection on both positive and negative aspects of A.I.D.
 
experience in Peru suggests three major lessons for donors wish
ing to support decentralization. First, they must find ways of
 
building support for decentralized organizations into a variety

of projects and of linking this support to institutional reform.
 
Second, while respecting the political traditions of the recipi
ent country, donors should take a more active role in building

political support for institutional reform. Third, donors must
 
not allow the long-term objective of decentralization to become a
 
hostage to short-term fads.
 

Regarding the first lesson, the potential contributions and
 
limitations of providing support for decentralization through

project assistance can be inferred from A.I.D. experiences in
 
Peru. Much of the analysis presented in this study suggests that
 
implementation and institution building can be compatible and
 
even mutually reinforcing in ways that have not been widely ap
preciated. Appropriate project design may allow donor agencies
 
to transcend some of the apparent trade-offs between these two
 
objectives (Schmidt 1988b, Sec. 3.1; see also Secs. 4 and 5.3
 
above). Moreover, support for decentralized organizations can be
 
channeled through sectorally or programmatically defined proj
ects, such as the DRR project, as well as through institution
building projects, such as the IRD project. The project mecha
nism itself does not appear to significantly constrain the
 
ability of donors to support capacity-building efforts in decen
tralized organizations.
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The Peruvian case study suggests that donor support for
 
institutional reforms favoring decentralization can be a logical

outgrowth of project experience in countries with a strongly

centralized government; however, the link is not likely to be
 
made within the bounds of the traditional project mechanism.
 
Experience with central constraints under the IRD project greatly

increased USAID/Peru's attention to institutional reform (Schmidt

1988b, Sec. 2.1); also, the IRD and DRR projects both helped to
 
mobilize a decentralist lobby in support of reform (Schmidt

1988b, Sec. 3.1.3). But the major push for institutional reform
 
during 1985 and 1986 occurred as a result of special circumstan
ces (a window of opportunity) that could not have been anticipat
ed at the beginning of the IRD project in 1979 or the DRR project

in 1983. Moreover, USAID/Peru actively supported institutional
 
reforms because the Mission Director took a personal interest in
 
this area. The IRD project manager was charged with coordinating

the Mission's efforts, using Program Development and'Support

funds and some relevant resources from the project (Schmidt

1988b, Sec. 4.1).
 

With respect to the second lesson, international donors are
 
understandably hesitant to actively intervene in the internal
 
politics of recipient countries, given their role as external
 
actors. Indeed, donor agencies cannot and should not dictate
 
institutional arrangements to their clients. The primary impetus

for decentralization, and indeed development in general, should
 
come from within the developing country.
 

But a legitimate concern for self-determination frequently

leads to a passive or merely advisory stance vis-a-vis institu
tional change, a response that is inappropriate for two inter
related reasons. First, the governments of recipient states are
 
not monolithic. Second, donor agencies providing significant

assistance inevitably, even if inadvertently, influence organiza
tional networks in both the public and private sectois of recipi
ent countries. The question is not whether donor assistance
 
should have institutional impacts, but rather what those impacts
 
should be.
 

Recent A.I.D. experience in Peru demonstrates that donor
 
agencies can play a critical catalytic role in securing reforms
 
that increase the viability of decentralized organizations, while
 
respecting the self-determination of recipient countries (Schmidt

1988b, Sec. 4). On the one hand, USAID/Peru project experiences

and the skillful use of Program Development and Support funds
 
stimulated the formation and development of a political lobby in
 
favor of greater decentralization. On the other hand, this pro
cess of coalition building took place within the parameters of
 
Peru's political system and was subject to the scrutiny and at
 
least acquiescence of the country's elected governments. More
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over, the demands articulated by the lobby were logical out
growths of the country's constitutional tradition and recent
 
government policies, rather than foreign ideological transplants.
 

Finally, the experience of A.I.D. in Peru demonstrates that
 
donor support for decentralization is susceptible to short-term
 
developmental fads. In 1983, when the IRD project was redesigned
 
and the DRR project was initiated in response to the natural
 
disasters of that year, decentralization had a high priority in
 
A.I.D./Washington. But by 1985, when a follow-up project to the
 
IRD and DRR projects came under consideration, decentralization
 
was somewhat out of fashion in Washington, primarily because the
 
term had become associated with the public sector. Despite the
 
recent successes of the IRD and DRR projects and the window of
 
opportunity at hand, the Mission tilted its priorities to please
 
A.I.D./Washington. The IRD project was extended for a year in
 
1986, but the proposed follow-on project continued to be ranked
 
low and was eventually dropped once Gramm-Rudman-related budget
 
cuts began to take effect.
 

The point here is not that decentralization should always be
 
the primary development objective. Indeed, this study suggests
 
that decentralization usually is best pursued in conjunction with
 
other objectives. Rather, the point is that project selection
 
should be based on careful analysis, not on developmental fads.
 

6. CONCLUSIONS AND IMPLICATIONS FOR FUTURE RESEARCH
 

This paper has examined key issues in the recent literature
 
on decentralization and international assistance in light of the
 
Peruvian case study. Section 2 summarizes significant empirical
 
evidence on the impacts of decentralization in Peru that supports
 
some of the principal arguments in favor of decentralization.
 
Careful analysis of the Peruvian case highlights some of the
 
strengths and exposes some of the weaknesses of the recent com
parative literature on decentralization. On the one hand, it
 
provides strong evidence that the incremental capacity-building
 
approach to decelitralization is fundamentally sound and that
 
recent emphases on interorganizational linkages and financial
 
transfers in the literature are well founded. On the other hand,
 
analysis of the Peruvian case suggests that the current litera
ture does not adequately consider how to mobilize political sup
port for decentralization, and current thinking about design does
 
not adequately address the frequent need for institutional reform
 
at the center, or the ability of the donor to support decentrali
zation.
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During the course of the analysis, a number of hypotheses
 
have been developed that address weaknesses in the literature.
 
Those in Section 3 suggest that it is possible to use concepts
 
from the public-choice school of policy analysis to understand
 
factors that facilitate or hinder the mobilization of support for
 
decentralization. Hypotheses in Section 4 shed light on how to
 
design decentralized projects that will increase capacity and
 
build support for needed institutional reforms. The thrust of
 
the hypotheses posited in Section 5 is that design features em
ployed by A.I.D. projects in Peru not only facilitate capacity
 
building and institutional reform but also offer some potential
 
advantages to international donors.
 

The comparative research on decentralization that emerged
 
during the early 1980s made significant progress in advancing
 
knowledge beyond ad hoc case studies. Some of the hypotheses
 
developed in this study may further improve our understanding of
 
how effective donor support might help to achieve decentraliza
tion in developing countries.
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