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The demand for public services 

and physical Infrastructure In 

developing countries Is growing

steadily as populations Increase 

and as expectations of achieving 

better standards of living 
are 

raised by national development 

plans and International assistance 

programs. Local services and 

Infrastructure not only contribute 

to social welfare but also enhance 

the productivity of labor, allow 

markets to work more effectively, 

and create opportunities for
 
eTpi1oyment and entrepreneurship 

(World Bank, 1975, USAID, 1982). 

But In many developing rcountrles 

local services and Infrastructure 

are either provided by central 

governments Ineffectively and 

Inefficiently, or by caiun Ity 

organizations and 
 private 

businesses only sporadically 

(ivbrls, 1976; Ayubl, 1982; Harls, 

1983). Local Institutions often 

lack the incentives, adequate 

funds, technical expertise, and 

mnagement capacity to 
provide 

services. Thus, In many developing 

countries there are few services of 

any kind In areas outside of the 

national capital (Rondineill and 

Ruddle, 1978). 


Furthermore, the maintenance of 

physical Infrastructure that does 

exist Is notoriously poor In 

developing countries, and, as a 

result, services and facilit;es 

deteriorate quickly (Tendler, 

1979). The World Bank rriports that 

roads It financed during the 1960s 

and 1970s are deteriorating so fast 

that many will be unusable before 

the borrowing countrie# can repay 

the loans for their construction, 

The cost of needed road maintenance 

In developing countries Is now 
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approaching $40 billion (Roth,
 
1987a).
 

The problems of providing and
 
maintaining public services and
 
Infrastructure 
 have brought
 
Increasing calls for decentraliza
tion and privatization, and many
 
governments are now decentralizing
 
responsibilities for service and
 
Infrastructure provision, financing
 
and management (Rondineill, Nellis
 
and Cheema, 1283; Rondlnelll, 1987)
 

The questions of which services
 
srould be decentralized, how they
 
should be financed, which organIza
tIonal arrangemeents are most
 
feasible and effective, and how
 
decentralization policies be
can 

better ImpIlemented, however, remain
 
open and In sane countries hotly
 
debated. Two major approaches to
 
analyzing decentralization policies
 
In developlig countries have
 
emerged In recent years: one Is
 
based en neoclassical econonic
 
theories of public choice (Russell
 
and Nlcrolson, 1981); the other on
 
pol Ic' analysis approaches using
 
public finance ard public admin-

Istratlon theories (IVMddick, 1963;
 
Leonard and Marshall, 1982; Cheema
 
and Rondinelli, 1983; Conyers,

1983). The former approach relies
 
heavily on deductive hypotheses
 
about the nature of goods and
 
services, the latter *on empirical
 
observations about 
 the character-

Istics of organizational structures
 
and financial Instruments. Neither
 
approach alone offers a ccmore
hensive theoretical or method
ological solution to determining
 
how decentralization 
 should be
 
carried out, but both can
 
contribute Important concepts and
 
guidelines for designing and
 



Implementing decentralization 

policies. 


In this paper we offer an Inte-

grated political-econcmy framework 

for analyzing d'acentralization 

policies and programs that draws on 

the most useful concepts in both 

approaches and Identifies the 

factors that should 
be considered 

by policy analysts. We examine the 

problIemis with central service 

provision and then outline the 

potential benefits and limitations 

of decentralizing the delivery, 

financing and management of public 

services and Infrastructure In 

devfJloplng countries. 
 We then 

offer a framework that addresses: 


- the needs of researchers 
Interested In exploring the 
political, econmic and 

social dimensions of 

decentralization policies In 

developing countries for an 

Interdisciplinary anproach to 

analysis; 


- the needs of policy designers 
for a carprehensive framework 
for assessing potential 
Intervention strategies, and 
the needs of those engaged in 

technical assistance and 

training to Identify the 

factors affecting successful 

policy and program 

Implementation. 


PRCBLENSCF CENTRAL SERVICE 

PROVISIN IN DEVELcPlNG ca IEs 


Central government ministries 

and agencies in most developing 

countries, for a variety of 

reasons, are poorly organized 'o 

extend services to local car-

munltles (Ayubl, 1982; IVMorls, 1977; 

Rondinelli and Mandell, 1981; 
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1981a). First, onst central
 
governments are primarily concerned
 
with managenent of macro-econaiic
 
policies and with maintaining
 
national political stability, and
 
only secondarily concerned with
 
service provision-except to the
 
extent that It Involves large
scale, capital-Intensive Invest
ments. Second, rarely do Internal
 
Incentive systems exist for central
 
goverment ministries to perceive
 
citizens as their clientele, and
 
consequently they do not define
 
their major functions as satisfying
 
citizens' needs and demands. For
 
examrple, ministries of agriculture
 
and rural development even In many
 
predaninantly agrarian countries
 
have been largely unresponsive to
 
the needs of their constituents
 
(Bates, 1981). This attitude also
 
adversely affects pricing policies
 
that reduce food prices for the
 
urban 
poor In order to maintain
 
political stability, but also
 
discourage agricultural production
 
and reduce the Incae of the rural
 
poor. Third, central ministries
 
are usually staffed with tech
nicians and professionals who are
 
concerned with the more glamorous
 
and professionally satisfying tasks
 
of constructing large-cale,
 
capital Intensive projects rather
 
than with the more routine aspects
 
of service delivery and maintenance
 
(Tendler, 1979; Johnson et al.,
 
1986). Finally, central ministries
 
often provide network-based
 
services, facilities and Infra
structure that 
are more elaborate
 
and technologically advanced than
 
local populations need, and tend to
 
choose new and modern technologies
 
that are expensive to maintain
 
rather than adaptatIng Indigenous
 
or traditional ones that can be
 
maintained locally (Tendier, 1979).
 



Other problens arise from the 

way In which centrally-provided 

local services are perceived by 

users. Nearly everywhere services 

and Infrastructure provided by

central governments are perceived 

by citizens as free public goods to 

which they are entitled, rather 

than as resources that they should 

be providing for themselves or for 

which they should pay. Thus, user 

charges and other forms of bene-

ficlary payment are unpopular, hard 

to enforce and easy to relax when 

the central goverm-ent treasury can 

subsidize the No
cost. price 

rationing operates to relate supply 

of a service to real demand. As a 

consequence, sane services 
may be 

provided at quantity or quality 

levels that exceed 
real demand as 

measured by willingness to pay. Or 

the real willingness to pay may be 

underestimated, and 
scarce central 

goverment resources are drained 

off from other uses to support 

local services that could be paid 

for locally. When exports of oil 

and other primary products produced 

large annual Increases In central 

government revenues, this problem 

was usually Ignored. However, 

central government revenues In mst 

developing countries now
are 

declining. 


The monopoly of central 

government agencies over service 

provision, the rising costs of 

providing adequate services and 

effective maintenance, and tight 

financial constraints on national 

governments all 
carbine to restrict 

severely the ability of mst 

developing countries to meet the 

growing needs for local services 

and Infrastructure (Cheeia and 

Rondinelll, 1983). With the 

growing concern over national debt 
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crises and the need to curtail
 
total public sector obligations,
 
the role of the central government
 
In providing local services-and
 
even of the system of central
 
government transfers to 
 local
 
authorltles-have cane under closer
 
scrutiny. Indeed, In several
 
countries pursuing decentralization
 
programs, such as Thailand (Johnson
 
et al., 1987), Colaitla (Johnson,
 
1985), Mexico, and Nepal
 
(NkuCullough, 1986), the central
 
government's main motivation has
 
been to reduce the financial burden
 
on the central treasury. Ecuador,
 
Indonesia, Metxlco, Malaysia and
 
Nigeria-all faced with declining
 
ol I revenues-are attempt Ing to
 
reduce the financial obligations of
 
the central governnent to provide
 
local services (Hicks et al., 1983;
 
Berry, 1985; Maruf, 1987).
 
Central governent transfers are
 
being used Increasingly to Induce
 
local govermients to raise more
 
resources and control
to local
 
expenditures nre carefully. This
 
approach has been used In the
 
Calcutta region of India (BanerJee,
 
1986); Is now being Introduced In
 
Nepal (VcCullough et al., 1986);
 
and has been proposed, but not
 
Implemented In the Philippines
 
(Bahl et al, 1981; Ragraglo, 1987).
 

In most developing countries,
 
however, local Institutions do not
 
now have the financial resources
 
and management capabilities to
 
provide the wide range of services
 
needed (Rondinelil and Mandell,
 
1981). Local governments In sane
 
countries are using the private
 
sector to deliver public services
 
both by contracting out sane parts
 
of service provision or tax
 
collection, and by privatizing
 
entire service agencies. Inmost
 



countrles, the 
 concept of 

privatization extends beyond the 

use of camercIal enterprises and 

Includes private ccmu-nity groups 

and mutual benefit organizations, 

which 
 also have substantial 

untapped capacity to prcvide local 

services efficiently and effec-

tively (Esman and Uphoff, 1984; 

Uphoff, 1986). Legal and regulatory 

constraints, however, often Inhibit 

private enterprises or nongovern-

mental organizations fran playing a 

stronger role In econcmic develop-

ment. 


THE CEPT OF DECENTRALIZATIaN 


Decentralization 
 embraces a 

variety of concepts, the 

feasibility of whici 
 must be 

carefully analyzed In 
 any 

particular country before pursuing

decentralization 
 policies. 

Rondlnelll and Nellis (1986:5) 

define decentralization 
 frcm an 

adninistrative perspective 
as 'the 

transfer of responsibility for 

planning, managemnt, and the 

raising and allocation of resources 

frcm the central government and Its 

agencies to field units of 
govern-

ment agencies, subordinate units or 

levels of 
 government, semi-autono-

mous public authorities or corpora-

tions, area-wide, regional or 

functional authorities, or non-

governmental private or voluntary 

organizations." 


Decentralization 
also can be 

defined as a situation In which 

public goods and services are 

provided prIrnarIly through the 

revealed preferences of Individuals 

by market mechanisms. Public choice 


theorists contend 
 that under
 
conditions of reasonably free
 
choice, the provision of same
 
public goods Is more economically
 
efficient when a large number of
 
local Institutions 
 are Involved
 
than when only the central govern
ment Is the provider (Ostrom,
 
Tlebout and Warren, 1961; Buchanan
 
and Tullock, 1962). A large nurber
 
of providers offer citizens nre
 
options and choices. These options
 
can be as
packaged different
 
"market baskets' of goods and
 
services that meet 
the needs of
 
different groups of users. In more
 
advanced econmnIes people 
 can
 
select among local areas providing
 
different carbinations of services
 
and facilities by moving 
 to
 
camJnities 
with the ccaiinatlon
 
they desire (Tiebout, 1956; Olson,
 
1965; Ostran and Ostrom, 1977).
 

These two perceptions are
 
ccrplemantary, although 
the latter
 
relies heavily In Its prescriptions
 
on market mechanisms, while the
 
former allows for a broader range
 
of possibilities, Including
 
privatization. 
 Whichever
 
perspective Is adopted, however,
 
there are only five major ways in
 
which the provision, financing and
 
management of public services can
 
be decentralized In developing
 
countries. 
 These are through
 
privatization, deregulation;
 
delegation; devolution; 
 and
 
deconcentratlon (Rondinelli, 1978;
 
Leonard and Marshall, 1982). Each
 
process has different character-

Istics and different Impacts on
 
achieving wider participation In
 
financing and managing goods and
 
services. 
 These are discussed In
 
more detail belcw.
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THE POTENTIAL BEIEFITS OF 

DECENTRALIZATIOI4 


Increasing evidence Indicates 

that decentralization 
of financial 

resources and management authority 

to local public and private 

organizations In 
 developing 

countries can Improve 
 their 

capacity to provide and maintain 

local services and Infrastructure 

(Rondinelli, 
 1978, 1981; Rondineill 

and Neilis, 1986; Leonard and 

Marshall, 1982). Decentralization 

can overcame many 
of the biases of 

central ministries that result In 

Inappropriate or unaffordable 

sorvices, give local 
 residents 

better choices and greater access 

to services, and Increase their 

motivation to pay 
for and maintain
 
them (Tendler, 19791.
 

Decentralization 
 can Increise
 
the access of people living In 

previously neglected 
rural regions 

and local camiunities to a wl er 

range of 
 goods and services 

(Montgomery, 1972; Uphoff and 

Esnn, 1974); Increase local 

partlcipatior In co-production, 

financing and management of local 

services (Rondinelli, 1986; Uphoff, 

1987); and enlarge the capacity of
 
local leaders, through organized 

Interest groups, to put pressure on 

central and 
 local government 

agencies for more efficient and 

effective service provision 
and 

Infrastructure maintenance (Uphoff 

and Esman, 1984). 


Moreover, decentralization 

provides the opportunity for 


"organizational learning" by

allowing Institutions to offer the 

types of services desired by 

different groups of people with 

different needs, preferences and 
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utilities and for society to 
learn
 
fram these naturally occuring
 
variations In the types, quantity,
 
quality and organization of service
 
(Dunn, 1971; Johnson, 1979). In
 
many countries, decentralization
 
benefits both central governments
 
and local organizations
 
(Rondlneill, Nellls and Cheema,
 
1983). By bringing about broader
 
participation In 
 development
 
planning and management, It can
 
pramote greater political stability
 
and natlonal unity. Greater equity
 
In the allocation of government
 
resources for Investment Is more
 
likely when representatives of many
 
political, religious, ethnic and
 
social groups participate In making
 
public decisions.
 

LIMITATICNS OF DECENTRALIZATION
 

Although decentralization 
can
 
broaden participation In decision
making and Improve the efficiency
 
of service delivery and Infrastruc
ture maintenance, It 'is not always
 
an appropriate prescription for all
 
countries or for solving all 
types
 
of Infrastructure 
 and service
 
problems.
 

Decentralization policies 
have
 
encountered serious Implementation
 
problems In many developing
 
countries In the past (addick,
 
1963; Conyers, 1983; Rondinelli and
 
Nellis, 1986). Inappropriate
 
policies of privatization and
 
deregulation, for example, some
times result In the creation of
 
monopolies. Large groups of people
 

with low Inccnes can be excluded
 
from obtaining goods and services
 
when they are privatized or deregu
lated. It may be unwise to try to
 
privatize in situations In which
 



merit goods are Involved, In which 

substantial externalities are not 

reflected In the accounts of
 
private suppliers, and In which 

charges cannot be levied on
 
Individual consumers (Roth, 1987). 

Criteria of efficiency and effec-

tiveness must be balanced 
wth 

those of equity and feasibility In 

deciding what actions are appro-

prlate In any given situation, 


Devolutlon of authority Is 

saetimes resisted by those who 

will receive It because they 

distrust the central government's 

willingness to provide adequate 

resources to do the Job, and fear 

that the resulting failure will be 

blamed on them 
(Gow and Van Sant, 

1985). Moreover, the proliferation 

of public corporations, parastatal 

enterprises, 
 special function 

authorities, agricultural marketing 

boards, and quasi-public Institutes 
In Africa and Latin America has 
Introduced new Inefficiencies In 
the provision of many services 
(Shirley, 1983). In same countries 
It has actually expanded the power 
and control of the national
 
governent at the expense of local 

governments (Harris, 1983). 


APPROACHES TO ANALYZlING 

DECENTRALIZATIaN POLICY 


If decentralization policies are 

to be Implemented successfully they 

must be designed carefully. 

Analysis of the services to be 

decentralized, the characteristics 

of users, and financial and organi-

zational alternatives must be 

grounded In an Integrated political 

economy framework. Such a frame-

work should link together the two 

major disciplinary approaches to 
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analysis: public choice theory and
 
the public policy approach.
 

Public Choice Anroach
 

Public choice theory can 
be
 
useful In analyzing the benefits
 
and costs of decentralizing the
 
provision of 
 sane public services,
 
expecially those for which user
 
charges can be levied or for which
 
criteria of exclusion can be
 
developed. It ulso can be helpful
 
In determining the feasibility of
 
deregulation and privatization and
 
In changing the rules for renewable
 
natural resource use (Nicholson,
 
1981). The application of public
 
choice theory can be most effective
 
In countries where decisions are
 
still being made about whether or
 
not to decentralize, and where
 
decentralization Is In early stages
 
of ccnceptuallzatlon. In other
 
countries, where governments have
 
already made the decision to
 
decentralize, analytical techniques
 
must go beyond public choice theory
 
and provide guidelines for policy
 
design and Implementation.
 

The min limitations of public
 
choice theories are their overly
 
rationalistic assumptlons 
 and
 
narrow prescriptions (Oppenheimer,

1981). There 
are strong disagree
ments among proponents of public
 
choice theory about definitions of
 
concepts and terms (Ostram, 1986);
 
assumptions and conditions (Baker,
 
1976); the ability to test theoret-

Ical constructs (Moe, 1984) and
 
whether the discipline Is
 
sufficiently advanced 
to allow for
 
empirical testing In developing
 
countries (Hite, 1984). The
 
disagreements are particularly
 
strong over whether or not public
 
choice theor'-3 can be used In
 



Institutional analyses. Ostran 

'1986:48) points out that, little 

agreement exists on what the term
 
'Institution' means, whether the
 
study of Institutions Is an appro-

prlate endeavor, and how to 

undertake a cumulative study of
 
Institutions." 


Institutional 
 economics 

theorists have been highly critical 

of the assumption that market 

transactions are the only effective 

means of providing services and of 

neoclassical econanists'tendency to 

Ignore Institutional factors 

(Langols, 1986; Nelson and Winter, 

1982). Public choice theorists 

rarely concern themseles with 

Improving the capacity of 

governiuent agencies to provide more 

efficiently collective goods that 

cannot be provided through market 

mechanlsms, a primary concern of 

governments In developing countries 

where the private market Is still 

weak or entryonic. 


Public choice theories are based 

on the assuTptlon that people act 

rationally, always pursue their own 

econanic self-interests, and will 

make optimal econanic choices If 

left unfettered by government 

regulations and constraints. But 

even when decentralization has been 

Justified on econanic grounds, most 

governmsnts have not attempted to 

decentralize primarily for econmic 

reasons. Indeed, 
 the econmic
 
Impacts of decentralization have 

not usually been calculated before 

policies were enacted. Rondlnelll 

and Nellls (1986) found In their 

studies of decentralization for the 

World Bank that many recent experl-

ments with decentralization could 

not be assessed entirely by eco-

nanic criteria because they were 
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Initiated primarily for political
 
reasons.
 

PlijcgJIcv. Adrilnstratlon
 
and Finance Amnrod;
 

Policy anelysts using public
 
administration and finance theories
 
take a different perspect;ve on
 
decentralization 
than neoclassical
 
econanists using public choice
 
theories. The neoclassical econmic
 
approach is concerned with macro
econanic Issues based on equl-

Ilbrium models, while the policy
 
analysis approach Is concerned with
 
specific decIslors usually, but not
 
always, focused on micro-analytical
 
Issues. 'In so tbu as the objec
tives of the policy sciences and
 
the neoclassical approach differ,
 
the ccnpetItlon Is not precisely a
 
head-on confrontation," Ascher
 
(1987:8-9) points out. "The
 
difference In temperament Is that
 
the policy scientist will tuck the
 
econcmlc theories In- among the
 
possibilities, and Invoke thern only
 
when a more Intimate look at a
 
particular context Indicates that
 
the econanic explanation Is
 
warranted." Policy ana;ysis
 
attempts to go beyond, or to place
 
In a broader context, econmic
 
factors and Into
takes account
 
political, behavioral, adninls
trative and other factors that
 
affect policy Implementation.
 

To be useful, any application of
 
public choice theory In developing
 
countries must be crblined 
with
 
policy analysis to assess
 
politically feasible suggestions
 
for Intervention by public and
 
private organizations. But if
 
public choice theories need to be
 
operatlonalized to be useful,
 



public acninlstration and finance 
approaches need to be orbedded In a 

stronger conceptua! framework In
 
order to make 
 sense of their 

primarily descriptive method-

ologles. The 
 study of public 

achIlnIstratlon and finance 
In local 

service delivery In developing

countries !s quite recent, with the 

major work having been done In the 

last 20 years. The "discipiline" 

has grown, not from any deductive 

theoretical 
base, but fr:n a series 

of technical assistance Inter-

ventions and 
 field studies largely 

of a descriptive nature (Nicholson, 

1981). Furthermore, nuch 
of the 

rqsearch In this field has been 

concerned principally-and often 

Inadequately--with 
 tlocumentlng 

existing practices and conditions, 

The field research has focused 

heavily on Identifying the sources 

of locaI govermaent revenue, 

assessing the 
equity and strength 

of those revenue sources, examining 

the dependence of local goverrments 

on central 
 goverment transfers, 

Identifying bottlenecks In the 

system of revenue generation and 

financial managureJnt, and examining 

mechanisms to stimulate greater 

local resource mobilization (Bahl, 

1981). 


By and large, field research has 

not dealt with the Issues of
 
Improving resource 
 utilization 

(expenditure efficiency), 
 alter-

native Institutions for delivering 

services (such as private firms and 

voluntary organizations), or the 

effectiveness 
 of Intervention 

programs sponsored by the inter-

national donor carrmunity. Overall, 

there 
has been a much greater 

erphasis on revenue generation than 

on expenditure controls. This 

generally reflects 
the belief tht 
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service expenditure levels by local
 
governments are too low.
 

AN INTEGRATED POLITICAL-

EOCN( FRA ENW FOR
 

ANALYZING DECENTRALZATICN
 
PCLICY
 

Although botn public choice and
 
public acnInIstratIon and finance
 
approaches to analysis 
 have
 
limitations, both can also
 
contribute to assessing policy
 
alternatives and designing programs
 
for successful Implementation.
 
However, In two
only areas have
 
neoclassical economic theories been
 
Integrated with the public adminis
tration and finance approaches.
 
First, the public finance concept
 
of directly charging service users
 
for "private" goods shares a camion 
foundation with public choice
 
theory. Second, practitioners of
 
cost recovery have been experi
menting with local crnmunIty
 
organizations as Intermediaries
 
between government service agencies
 
and Individual 
 service consumers
 
(Uphoff, 
 1986.) To be effective,
 
these approaches must be Integrated
 
Into a pol ItIca leconcnly framework
 
that Is more systematic and ccapre
henslve In Its coverage, concep
tually powerful, and applicable In
 
developing countries.
 

Such a framework is depicted In
 
Figure 1. Its arponents include
 
the analysis of ) local goods and
 
services arid 
 their users;
 
2) alternative financial 
 and
 
organizational 
 means of providing
 
services, 3) feasible Institutional
 
arrangaments for 
 service delivery,
 
4) soclo-econamic 
 and pol iLtical
 
conditions affecting 
 the design of
 
policy and the Implementation of
 
programs, and 5) feasible policy
 



FIGURE 1: INTEGRATED POLITICAL-ECONOMY FRAMEWORK FOR POLICY ANALYSIS
 

Characteistic& of Local CtAtracterlatics of Users Institutional Structure
Goods " Services 

* E~onomii: 
Sr'ublic goods * Social 


O
r)pen access goods * Political 
oornf use or toll goods * Behavioral 

Private goods ___ 

Alternative Financing 
Arrangements 

" General tevnuos 
" Special levies 
" Intergovernmental transfers . 
" User charges 
" Co-productian 
* Assisted self-help

In-kind and labor contributions 
" Revenue from productive activities 
* Cooperative savings and credit 
" Lotteries and community fund 

raising activilies 

Political Factors 

* Political commitment and support 
* 	Bureaucratic support or opposition 

Arrangements for public participalon 

Organizational and 

Administrative Factors 


" Channels of government assistance 
" Supporting institutions 
" Appropriate planning and 

management procedures 

" Legal arrangements 

,ocial and Behavioral Factors 

" Attitudes and behavior toward 
decentralization 

" Ability to mooilize social support 
" Attitudes toward risk 
" Entrepro-reurial ability 
" Leadership characteristics 
" Attitudes toard cooperation 

Financil end Human 

Resource Factor 


Methods of resource allcationAuthoity to rase local revenues 
Economic demand for ervices 

SIncome distrbuaion of users 
L Ichnical and managerial skills 

Pi'cy dialogue 

Rptcl~ect and program designa o dPolicy 

Frmancial and technical assistance 

I_ aE

of Servce Ue 

* Rules of behavior 
* Institutional patterns 
* Demand for institutional r"ange 

Organizational Alternativeb 
for Decentralization 

- Privatization 
* Deregulation of service provision 

industry 
- Devolution to local government 
- Delegation to public or regulated 

enterprises
• econc ntalon of central 

government bureaucracy 

/ 

Analytical and Research Methods 

• Public c ionce
 
e
Structuralanalysis 

- Process and functional analysis 
* Case study methods 
* Parr':iprint observation techniques 
* Action r.search methodology 
* Descriptive and multivariate statistical analysis 
* Cost/bei refit analysis 
* Contingont v3luatlion (willingness to pay) analysis 
* Financit I impact analysis
* Recurre it cost ar::lysis 
* Muncip.tl management assessment analysis 

fea Sevice Ae e 

Priate businesses 

F "lnfnrrmal sector" enterprises 
s Performance contracting 
, Private voluntary organizations 

Cooperative and membership organizations 
- Assisted sell-help 
* Public enterprises 
* Local governments 

Market surrogates 
h Subnational government units 

* Central governments 

Implimonrtatfon Analysis 

Feasible Policy Interventions
 
" National govwrnment policies and regulations
 
" Local capacir/ building
 
" Training
 

Technical Assistance 
• Support for private sector
 

Others
 
Instrumo its 

- Information dissemination and persuasion 
, Advice and cc tisullatron 

Domonstratio i projects and programs-Incentlives and reinforcement 
•Bargaining ar d negotiation 
- Coalition buildint 
* Mutual adlust nent strategies
* Tacit coordination 
* Subsidization 
* Authoritative irescriplion 
* Command 

http:Muncip.tl


Interventions and Instruments that 

can provide guidance for policy 

formulation project and program 

design, financial and technical 

assistance and program evaluation. 


Neoclassical econamic and Insti-

tutlonal analyses provide Insight 

Into the functional characteristics 

of local goods and services and 

their 
 users, and Institutional 

rules of behavior, and can contrl-

bute to assessing alternative 

organizational and financial 

arrangenents for service provision 

and feasible Institutions for 

service delivery. Public acninis-

tratlon and finance concepts can be 

most useful In assessing alterna-

tive financial and organizational
 
arrangements for service provision, 

socIo-econanlc and political condi-

tiGns for policy ImrpIementation, 

and Inplementation analysis and 

program design. 


Alyl the Characteristics 

of Local Goods and Services and 

ThelEJJser, 


The analysis of decentralization 

policies must begin with a clear
 
understanding of which services can 

be efficiently and effect!vely 

decentralized and the political, 

econanic, social and behavioral 

characteristics of service users. 

Existing Institutional rules of 

behavior concerning the use of 

goods and services must be under-

stood before feasible proposals for 

Institutional change 
can be formu-

lated. 


1. Public choice theory offers 

a set of criteria by which the 

characteristics of services be 
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categorized and assessed. These 
Include such criteria as: 
a) excludability; b) Jointness of 
consumption; c) willingness to pay;
d) relation of payment to demand 
and consunptIon; e) availability of 
financial resources 
 to pay;
 
f) strength of the public services
 
Industry to produce and provide
 
services; g) measurability of the
 
quantity and quality of the
 
service; h) degree of consumer
 
choice In the
using service;
 
I) basis of allocation decisions
 
concerning the service (market
 
versus political processes); and
 
J) type of production technology
 
(Olson, 1965; 
 Ostram and Ostrcm,
 
1977).
 

These criteria help analysts to
 
categorize services and Infra
structure and Indicate the most
 
effective and efficient financial
 
and organizational alternatives for
 
their provision and maintenance.
 
Services and Infrastructure can be
 
classified Into public, 
 open
 
access, Joint use and private goods
 
(Buchanan and Tullock, 1962;
 
Vlueller, 1979; Ostran and Ostrcm,
 
1977).
 

PlicLagod are those that are
 
consumed Jointly and simultaneously
 
by many people and frcm whichi It Is
 
difficult to exclude people who do
 
not pay. Payment (usually through
 
general taxes) for the goods Is not
 
closely related to denand or
 
consLuyption, allocation decisions
 
are made primarily by political
 
processes, Individuals generally
 
have little or no choice about
 
whether or not to consume them, and
 
the quantity and quality of such
 
goods are relatively difficult to
 
measure.
 



Cgoods are those fram

which people cannot easily be 

excluded and that are not jointly

used-that Is,the use by one group

of people does not preclude their 

use or consumption by others, 

Exanples of these types of goods 

are ground water, cannon pastures,

fish-bearing lakes and rivers, and 

most other natural resources, 


Joint use or tlg are
those which can be provided on the 

basis of people's ability to pay;

exclusion Is usually feasible and 

the use Is Joint, that Is,the use 

of the goods by one group of 

consumers usually precludes the use
 
of the same goods by others. 

Utility services, scne types of 

roads, electric power and other 

such services are Joint use goods

that can often be provided by

market mechan Isms. 


Private goods are those tiat can 

be consuned by Individuals. Those 

people who cannot or will not pay
for them can easily be excluded. 

Allocation decis'ons are made 

primarily by market mechanisms, 

Payment for the goods Isclosely

related to demand and oonsun1tion 

and Individuals have a good deal of 

choice about the kind and quality

of goods they consume. It Is 

relatively easy to measure the 

quality and quantity of these goods

and to illocate per unit and 

marginal production costs.
 

This classification of services 

can help policy analysts determine 

which of them can be provided by

market mechanisms through user 

charges or Individual payment, and 

which must be provided by public or 

collective organizations. The 

functional classification of goods 


Research Triangle Institute 10
 

and services can also help

determine when market surrogates,

co-production, or quasl-mrket
 
mechanisms might be used to
 
Increase the efficiency of public

organizations and how to establish
 
the Incentives for people to use
 
collective goods more efficiently
 
and responsibly. Analysis of the
 
functional characteristics of
 
services can provide strong clues
 
about the need for deregulation of

private provision of goods or tho
 
need to regulate markets to
 
minimize or eliminate Irperfections
 
or social adversities (Bates,
 
1981).
 

2. Policy analysts must also
 
understand the characteristics of
 
service users. Although much of
 
neoclassical econamic theory Is
 
based on the assurption that people

everywhere act on the basis ;.)I*
 
rational self-interest, human
 
behavior Is subjectively rather
 
than objectively rational. That
 
Is, Interpretations or perceptions
 
of rationality are conditioned by

cultural, political and social
 
factors that differ frm country to
 
country and even among groups of
 
people within the sane country.
 
Political constraints, social
 
taboos, religious principles and
 
well-ingrained econanlc practices-
even Inefficient ones-can restrict
 
people fram pursuing their concepts

of rational self-interest.
 

Over long periods of time, these

restrictions shape peoples'

attitudes, mold their behavior in
 
seemingly "irrational" patterns,

and Influence the type and amount
 
of service they deand. Studies of
 
the behavior of rural populations
 
in developing countries with
 
Islenic and Bhuddist cultures, for
 



exanrle, note that behavior does 

not always conform to market-

oriented assurptions of Western 

neoclassical econcnics. 
 Keyes' 

(1983:865) studies of 
 Thai
 
villages, for Instance, found that 
'although peasants 
do seek through 

rational calculation to maximize 
the well being of themselves and 
their families, 'they are con-
strained In doing so by particular 

political and econanic conditions 

within which they live and also by 

the particular world of meaning in 

which their actions make sense.* 

Keyes concluded that for 
Thai 

Bhuddlsts 'the world Is a moral 

universe In 
 which Individual 

desires, to 
 employ Bhuddist 

language, are to be brought under 

control by moral reflection on 

whether one's actions cause suffer-

Ing to others.' 


For all of these reasons, the 

political, econamic, social and 

cultural characteristics of service 

users must be understood before 

alternative organizational and 

financial arrangements for 

decentralizing finance and
 
management can be analyzed 

effectively. 


3. Another Irportant aspect of 

policy analysis must be the 

Identification and assessment of 

the Institutional structure of 

seYJc us, including the rules of 

behavior of different groups of 

users, Institutionalized patterns 

of service use, and the demand for 

Institutional change. Advocates of 

the "naw Institutional econanics" 

reject the assurptlon of public 

choice theory 
 that econanlc 

activity can be explained primarily 

by price mediated transactions In 

markets and Insist 
 that econanic
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behavior Is also conditioned by the
 
structure and operation 
of a wide
 
range of econcmic and social
 
Institutions (Runge, 1984).
 

Many of the problems of 
providing and maintaining services 
and of dealing with overconsurpcion 
or overuse of public resources In 
developing countries arise fran the
 
failure of goverments to detect
 
ccmmon property Institutions and to
 
assume that a resource Is unowned
 
and therefore In need of governTlent
 
regulation. But research Indicates
 
that people In saoe developing
 
ccuntries have formulated and
 
maintained detailed 
and effective
 
regulations and rules 
of behavior
 
about the use 
of Ccrmon resources
 
and public services, while In other
 
countries the nature of 
open access
 
and collective goods leads same
 

groups to abuse them (fVtKean,

1986). It Is crucial to understand
 
these rules of behavior before the
 
potential for protecting resources
 
and ensuring fair access to 
services through Incentives or 
regulation can be determined. 

Major questions that need to be
 
addressed concerning alternative
 
Institutions for dealing with the
 

management of camlon resources and 
public services are: 1) who
 
controls the management and rules
 
that determine the timing and rate
 
of use of resources?, 2) who Is
 
likely to receive benefits arising
 
fram a particular pattern of use or
 
Frcn changes in use patterns?,
 
3) who Is likely to bear the costs
 
arising from 
changes In Institu
tIonal patterns of use?, and
 
4) what organizations play in
 
reflecting social values In
 
resource use? (Batle, 1984).
 



Other critical Issues are how 

demand for Institutional change can 

be Initiated, how Institutional 

changes can be made effectively, 

and how Incentives for new forms of 

Institutionalized behavior can be 

used to sustain those changes. The 

emerging literature In the field of 
Induced Institutional Innovation 
provides sane Insights Into the 
dynamics of Institutional change. 
BInswanger and Ruttan (1978) note 

that the denand for Institutional 

change can result fram a variety of 

sources Including: Increasing 

population pressure existing
on 

resources; perceptions of 

deterioration in service quantity

and quality of In resource 

availability; 
 changes In relative 

factor prices and factor endow
ments; technological changes; 

Improvements In the ability of 

society to supply Institutional 

Innovations; and changes In 

cultural endownents. They claim 

that shifts In the supply of 

Institutional change are Induced by 

advances In knowledge. Ruttan 

(1975) points out the 
 Intimate 

relationships between technological

and Institutional changes, and 

suggests that 
 Institutional 

transfer Is easier In organizations 

whose operations are primarily 

concerned with applying a well-

developed technology than In 

organizations that 
are not techno-

logy centered. The capacity of new 

technology to generate new incane 

streams represents an Important 

source of 
 demand for institutional 

change. 


Analysis of the functional 

characteristics of services and 

users, and 
 the Institutional 

pntterns of service and resource 

use can help policy analysts deal 


with fundamental questions about
 
Investment In local services and
 
Infrastructure. The questions
 
should focus on whether or not
 
proposed Investments are congruent
 
with the desires, capacities and
 
resources of the local population;
 
whether or not demand 
Is distorted
 
by government regulations and
 
processes; whether the camunity
 
can sustain the Investments and
 
maintain them; whether public goods
 
are being overproduced; and whether
 
or not the distribution of costs
 
for Investments is consistent with
 
the distribution 
 of benefits
 
(Nicholson, 1981).
 

Financing Local Service In Develop
Ing.ojries
 

After the characteristics of
 
services, users and Institutional
 
rules of behavior are Identified
 
and analyzed, alternative means of
 
providing services more effectively
 
and efficiently must be assessed.
 
This requires an examination of
 
alternative financing and organIza
tional arrangements.
 

Financial responsibility Is at
 
the core of the concept of
 
decentralization. Anong 
 the
 
financing arrangements that should
 
be considered are: 1) adoption of
 
user charges; 2) application of
 
betterment levies; 3) adoption of
 
co-financing; 4) expansion of
 
general revenue sources for public
 
goods; 5) earmarking special 
revenues or funds from specific 
revenue sources such as tax 
charges, Import duties, fees and 
fines, amusement or entertalment
 
taxes or lotteries for rural
 
Infrastructure 
 and services;
 
6) mobilization of government
 
resources 
(through loan guarantees
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or subsidized credit) for borrowing 

by Individuals to obtain services 

from private providers; 7) exchange 

of services or labor of bene-

flclarles In return 
for extension 

of services or Infrastructure by 

local governments; 8) use of 
fiestas, community fairs, and the 

solicitation of ad-hoc contri-

butlons and donations to raise 

funds for self-help service 

provision; and 9) creation of 

small-scale ccnnunIty productive 

activities to raise funds for 

services provision and Infra-

structure construction and 

maintenance (Rondinelli, 1986). 


If decentralization Is to have a 

real Irpact on enabling local 

organizations to 
provide services 

and Infrastructure 
 more effec-

tively, both public and private 

local organizations must have 

stronger authority to raise 

revenues and to generate larger 

amounts of revenues. These 

conditions are not the same because 

In many countries local adninIs-

trative units possess the legal 

authority to Impose taxes, but the
 
tax base Is so weak or the 

dependence on central subsidies so 

Ingrained that no attempt Is made 

to exercise that authority 


Local Income generating 

activities can cover a wide 

spectrum, from charging 
user fees 

for services to establishing an 

enterprise specifically devoted to 

raising funds for 
 service 

provision. Personal property and
 
real estate taxes, cesses on 

sellers and buyers In local 
markets, school fees, portions of 
Incone derived from local ly-
marketed natural resources (e.g., 
forest products), and profits 

derived from Industries owned and
 
operated by local authorities are a
 
few of the ways In which local
 
organizations have been able to
 
generate revenues. The Harantbee
 
self-help movemnt In Kenya
 
demonstrated that large sums could
 
be ralsb.. from poor rural people
 
when projects clearly meet their
 
needs and were Implaemnted by local
 
organizations (Rondinelli 
 and
 
Nellls, 1986). Introducing
 
financial management and municipal
 
development support In Nepal
 
resulted In a 69 percent Increase
 
In own-source 
revenue collections
 
In the eight panchayats In which
 

the project operated (Nl~cCul ough,

1986). In Zaire. rural Infra
structure In North Shaba Is
 
financed by Ponts et 
 Routes
 
Agricoles de I'Est (PRE), a local
 
organization created 
by an Inter
nationally assisted 
rural develop
ment project that generated enough
 
economic growth In the region to
 
permit taxation without Inhibiting
 
merchants' willingness to Invest In
 
local enterprises (Goldensohn,
 
1986).
 

A wide range of possible
 
financial 
sources and mechanisms Is
 
available at local In
the level 

developing countries to pay for
 
services and Infrastructure without
 
relying only on central government
 
funds. The analysis of financial
 
arrangements must be concerned with
 
who pays, how the payment amount Is
 
determined, and what 
 form the
 
payment my take.
 

User charges are likely to
 
become a major source of financing
 
local services In developing 
countries for two reasons: one Is 
that general revenues f ram central 
government treasuries are stag-
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nating or camitted to other types 

of expenditures of higher national 

priority, and the other 
 is that 

general tax revenues of local 

goverrments can only be Increased 

so much without a corresponding 

Increase !n service quality and 

quantity. User charges tie the
 
receipt of the service directly to 

the amount paid. User charges can 

also reflect differences In ability 

to pay by Incorpurating sliding 

scales for type of user or amount 

of usage. User fees have other 

benefits beyond raising revenues, 

CanTnItting resources usually rmkes 

the contributors more concerned 

with the success of development 

Investments (Gow and VanSant, 

1985). These caTmltments can be 

either In cash or In kind and can 

be generated through mntbershlp 

fees, quotas determined by family 

size, or same form of recycling of 

benefits, 


In addition to user tees, there 

Isconsiderable scope for Inproving 

the effectiveness of local 
 tax 

collections. NLmerous 
studies 

Indicate that local governments In
 
developing countries collect as 

little as 40 to 60 percent of the 

revenues actually to
owed them 

(Johnson, et al., 1983; Johnson, 

1984; 1985; 1986.) 


Although the need to decrease 

them Is one of 
 the primary 

Incentives for decentralization, 

central government transfers 
are 

still a major element of financing 

local services and infrastructure 

(Johnson, 1985; Prakash, 1988). 

Transfers can take many different
 
forms, and there are often great 

discrepancies betwen the formal 

allocation formulas 
and the actual 

transfers. In general, transfers 


can be made on a shared tax basis
 
(returning some portion of a
 
centrally-collected tax 
 to the
 
Jurisdiction), a formula grant, an
 
ad hoc-grant, or a reimbursement
 
grant for certain specific types of
 
expenditures.
 

At least In the early stages of
 
decentralizaton, policy analysts
 
will have to 
assess more effective
 
means of praotIng Intergovern
mental transfers In the form of
 
block grants, vouchers, special
 
purpose grants and local budgetary
 
support to encourage the decen
tralizatlon of service provision
 
fran central to local governments
 
and private organizations, since
 
the driving force behind decen
tralizatlon In many developing
 
countries Is the need to reduce
 
subsidies to parastatal enterprises
 
(Nellls, 1986; Shirley, 1983). The
 
critical Issue Is how to arrange
 
the necessary central government

support so that the local ccmunity
 
retains the sense of ownership and,
 
hence, responsibility for nminte
nance.
 

Another Inmportant means of
 
recovering costs or of Increasing

the capacity of people to pay for
 
services In poor ccmunltles Is to
 
extend services that Involve or
 
proote employment for conaunity

residents (Rondineill, 1986).
 
Using labor-intensive methods of
 
construction and paraprofessional
 
staffing can often Involve the
 
beneficiaries themselves In service
 
provision and Infrastructure
 
maintenance (Esmen, et al., 1980).
 

Finally, the need and demand for
 
additional revenue can be reduced
 
by Inproving service delivery
 
performance. As noted earlier,
 

Research Triangle Institute 14
 



little attention has been paid to 

the efficiency of local goverment 

expenditures In developing 

countries, although this aspect of 

service delivery Is as critical as 

revenue raising 
 In Improving 

service performance. Field studies 

have found that the bulk of 
local 

government expenditures goes for 

personnel costs, and that much of 

the labor expenditure Is unrelated 

to the provision of services 

(IMACul ough, 1983; NIvCullcx jh and 

Stuebner, 1985). Increasing 

attention by lnternatlcial 

assistance organizations to the 

efficiency of local expenditures Is 

leading to efforts 
to Improve the 

quality and quantity of local 

services relative to costs through 

performance 
management assessments 

and management Improvement programs 
(Johnson, et al., 
 1986; Johnson, 

1987). 


Organizational Arrangrwts for
 
centra llzation 


There are five major 
organizational forms of 
decentralization that policy 
analysts must 
assess ar.,' caypare. 

These are prlv.Izatlon, 

deregulation of private service 

provision, devolution 
 to local 

government, delegation public
to 

enterprises or 
 publicly regulated 

private enterprises, and decon-

centration of central government 

bureaucracy. For each organl-

zatlonal form several 
Institutional 

alternatives may be feasible, 


1. PrIvatlzation and Deregula-


IlQn 


There Is a 
growing Interest 

anong governments In developing 

countries In privatizing many 


services and facilities that they
 
now provide. Through privatization
 
and deregulation s.'e governments
 
have divested thernseives of
 
responsibilities 
 for functions
 
either by transferring them to
 
voluntary organizations or by
 
allowing them to be performed by
 
private businesses (Cheems, 1983;
 
Roth, 1987). In sane cases,
 
governments have 
 transferred
 
responsibility to 
 #parallel
 
organizations' 
such as national
 
Industrial and trade associations,
 
professional 
 groups, religious
 
organizations, political parties or
 
cooperatives (Rondinelli 
 and
 
Neills, 1986). 
 These pe-allel
 
organizations have been given
 
responsibility to license, regulate
 
or supervise their nrnters 
 In
 
performing functions that were
 
previously performed or regulated
 
by the government (Leonard and
 

Ivlrshall, 1982).
 

Private voluntary organizations
 

can play a crucial role In
 
expanding access to services and
 
Infrastructure. 
 Voluntary
 
organizations In Sri Lanka, for
 
example, have to an
cane play 

Important role In delivering
 
services to meet basic humn needs.
 
They run day-care centers, nursery
 
schools, health c~lnlcs, h-mes for
 
destitute children, and old 
age
 
hanes, and provide vocational
 
training, non-formal education, and
 
sports and recreation programs.
 
They operate rural development
 
projects and ccnmunlty self-help
 
programs that provide social
 
overhead capital -roads, 
 water
 

tanks, Irrigation, canals,
 
sanitation facilities, and wells.
 
Mlany provide working capital for
 
loca!, small-scale agricultural and
 
handicraft projects, and market
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outlets for the goods produced In engineer 
 and accountant, since
 
villages (James, 1982). 
 local government pay levels are
 

Maintenance of Irrigation 

channels and equipment In the 

Philippines has been done 

successfully by Irrigation Service 

Associations ccaposed of small-

scale farmers who are willing to 

make productive Investments In the 

land they cultivate (Steinberg,

1980). There 
 Is growing evidence 

that, with appropriate Inducements, 

road maintenance 
and other local 

services can be performed by 

carmunIty associations more 

efficiently than by an overburdened 

central government (Roth, 1987a; 

Anderson and Vandervoort, 1982). 

Matching grants or 
other Induce-

ments can be used to persuade 
property owners to form associa-
tions held together by deed-based 
covenants, 


Local governments also privatize 

by contracting out some government 

administrative functions. This 

approach holds great potential for 

lowering the current 
operating 

expenditures of local governments
 
since personnel costs tend to be 

the largest expenditures In 

operating budgets. In Nepal, nny 

town goverrments already use 

private contractors 
 to collect 

local taxes (McCuIIough and 

Stuebner, 1985). In Jordan, sane 

cities auction off the right to 

collect market 
taxes (MzIulIough, 

1985) and In Tunisia and In Sri 

Lanka, municipal markets are rented 

under tender to private merchants 

on a annual basis (Minis and 

Johnson, 1982; McCullough, 1984). 

Local governments In same 

developing countries are turning to 

private consulting firms to fill 

technical positions 
 such as 


often 
 too low and skilled
 
professionals 
mey not even be
 
available. 
 For these reasons,
 
local authorities In Sri Lanka are
 
considering using local accounting
 
firm to 
 run many of their
 
financial management activities
 
(Mc ullough, 1984).
 

Small Individual or family run
 
Ninformal" enterprises can also
 
provide a significant nurber of
 
local goods and services, partlcu
larly to lower Income users
 
(Montgomery, 1988). SmaIf-scale
 
entrepreneurs 
can be used effec
tively In such activities as road
 
maintenance (World Bank, 1981;
 
Cook, Beenhakker and -lartweg, 
1985). Local roads projects In 
Kenya, for examrple,, make heavy use 
of Individuals and Informal sector
 
enterprises 
 In road construction.
 
Maintenance Is also carried out by
 
Individual workers-both men and
 
women-under performance contracts
 
supervised 
 by road engineers
 
(Anderson and Vandervoort, 1982).
 

Performance contracting 
can be
 
most effective In situations where
 
efficiencies 
 In service provision
 
arise from economles of scale,
 
where greater productivity can be
 
obtained from hired 
 labor or
 
professionals than 
from the civil
 
service, and where contractors can
 
make use of part-time labor or less
 
labor-Intensive 
methods cF opara
tion. Private contra 'Cors are
 
often free from the 
severe labor
 
practice restrictions of civil
 
service regulations and seek
 
minimun cost approaches to service
 
delivery In order to meximize their
 
profit margins (Ferris and Graddy,
 
1986; Roth, 1987).
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2. De &j ionL 


In sane cases, government may

decentralize by shifting responsi-

bility for producing goods and 

supplying services that were 

previously offered by central 

government agencies and ministries 

to parastatal or public corpora-

tions or to publicly regulated 

private enterprises. More often, 

government transfers responsi-

bilities to organizations repre
senting specific Interest groups In 

society and that are establ ished 
and operated by members of those 

organ izat ions (Uphoff and Esman, 

1974). These Include farmers' 

cooperative oroanlzatlons, trade 

unions, or waen's and youth clubs 

(Ralston, Anderson and Colson, 

1981; Esmen and Uphoff, 1984; 

LUphoff, 1986). 


Often the organizations to which 

public functions are delegated have 

semi-Independent authority to 

perform their responsibilities, and 

may not be located within the 

regular government structure, 

FUnctions are being delegated frao 

central ministries to public 

corporations, regional planning and 

area development authorities, 

multi-purpose and single-purpose 

functional authorities, and project 

Implementation units In many 

developing countries. Delegation 

Ipilies the transfer or creation of 

broad authority to plan and 

Implieent decisions concerning 

specific activities--or a variety 

of activities within specific

territorial boundaries--to a semi-

autonaoous public private
or 

organization that Is technically 

and administratively capable of 

carrying them out (Rondineill, 

1979, 1981). The response of many 


governments to the 
severe limita
tions on public administration
 
capability and financial 
resources
 
Inmuch of the Third Wox-ld has been
 
to delegate more functions to
 
public corporations and special
 
Lauthoritles. The experience of such
 
organizations Is mixed, however,
 
and In many countries governments
 
are now trying to dismantle sane of
 
those parastatal "empires" (Neills,
 
1986; Shirley, 1983; Jones, 1982).
 

3. Devolution
 

Service provision and mainte
nance can 
often be Improved by

devolving responsibilities to local
 
goverrnnts or admlnistrative units
 
(M~whood, 1983; Friedran, 1983).
 
Devolution requires that local
 
governments be given autoncry and
 
Independence and be clearly
 
perceived of as a separate level
 
over which central authorities
 
exercise little no
or direct
 
control. Local governments should
 
be given clear and legally
 
recognized geographical boundaries
 
over which they exercise authority
 
and within which they perform
 
public functions. Devolution Is
an
 
arrangement In which there are
 
reciprocal, mutually benefitting
 
and coordinate relationships
 
between central and local
 
governments; that Is, the 
 local
 
government has the ability to
 
Interact reclprocally with other
 
units In the system of government
 
of which It Is a part (Sherwood,
 
1969).
 

Nigeria devolved a wide range of
 
statutory local functions such as
 
maintenance of and
law order,
 
construction and maintenance of
 
public roads and bridges, formula
1
" on and Implementation of rural
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development schemes, agricultural 

development and the provision of 

health, water and housing to local 

governments In 1976 (Kolawole, 

1982; Okafor, 1982). Local 

governments then became the only 

legally recognized level of 

government below the 
state level, 

Same local council mnbers are 

elected directly and others are 

appointed by state governors. Both 

the federal and state governments 

are required annually to make 

statutory grants fran their budgets 

to local governments. Localities 

also have sane powers to raise 

their own revenues, but these are 

limited (Idode, 1980). 


4. Deconcentration 


Sane types of public goods can 

only be provided effectively by 

government, either at 
 the central 

level or by scne agent of the 

central government at the field or 

local level. These are often 

"network" based services that 

require large Investments In 

capital equipment, and that must be 

linked together In a system in 

order to operate effectively, those 

that have high political saliency 

or sensitivity, those frcm which a 

politically Irportant group such as 

the poor or a minority would be 

excluded If they were provided

privately, or with
those strong 

Implications 
for public health, 

safety or welfare (Montgomery, 

1988). 


If central government leaders 

are unwilling to decentralize 

services, analysts iust be prepared 

to assess how central goverments 

or their subnatlonal agents can 

provide the services more 

efficiently and effectively. Even 


for the public goods and services
 
that must be provided by central
 
government, however, 
 there are
 
Institutional arrangements 
 that
 
help to make service delivery more
 
responsive to users' needs, and the
 
delivery process more efficient and
 
effective. The least extensive
 
form of decentralization, but an
 
Ilportant step In highly central-

Ized countries, Is to deconcentrate
 
central goverment Institutions. In
 
Its weakest form deconcentratlon
 
merely Involves the shifting of
 
workload from central government
 
ministry headquarters to staff
 
located In offices outside of the
 
national capital. The 1985 earth
quake In Mexico City, for examrple,

hastened an existing program to
 
relocate many central government

agencies outside of the capital 
In
 
order to deconcentrate activities
 
as part of an overall decentrali
zation policy (World Bank, 1986).
 
In highly centralized governments
 
even shifting workload can be a
 
crucial 
 first step that allows
 
agencies to learn to 
be more
 
responsive and can 
 lead to greater
 
decentralization later. More
 
extensive forms of deconcentration
 
Include creating field offices for
 
national agencies and establishing
 
local or provincial acnilnistrative
 
units (Rondinelli, 1981).
 

Those local services over which
 
the central government retains
 
control for political reasons can
 
often be Improved through "market
 
surrogate" arrangements. A market
 
surrogate approach has been defined
 
as one that seeks to Improve
 
performance In puolic sector
 
Institutions by Institutional
 
reforms or designs which offer sane
 
Important efficiency elements of
 
markets--which Increases 
Incentives
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by enhancing carpetition, choice 

and accountability-in a nomarket 

setting" (Lanti, 1982). ivrket 

surrogate strategies can have two 

major components, one that alters 

the campetitive environment 
 In 

which an organization must operate 

so that pressures are greater for 

It to Improve Its service delivery 

In order to survive; the other, 

that rearranges conditions within 

the organization 
so that Internal 

Incentives reinforce the carpeti-

tive pressures from the external 

envirorment (Roth, 1987). 


Analysis of Soclo-Econamic and 
Political Factors Affecting Pol cy 

Iolementation 

The ability of goverrments to 

Implenent any of the alternative 

financial and management arrange-

ments described earlier depends on 

the existence of, or the ability to 

create, appropriate political, 

administrative, organizational 
and 
behavioral conditions. Rondinelli, 
Nellis and Cheema (1983) have 
Identified a nLwTier of 
factors that 

affect the Implementation of 
decentralization 
 program In 

developing countries, 


1. Research Indicates that 

successful Implementation of 

decentralization policies depends 

heavily on 1olitlcal factors, 
Strong political camIltment and 
support must coe fram national 
leaders to transfer planning, 

decislon-mking and managerial 

authority to field agencies and 

lower levels of administration, or 

to the private sector. Political 

leaders must be willing to accept 

the participation in planning and 

management of local organizations 

that are outside of the direct 


control of the central government
 
or the dominant political party.
 
Support of and cami1tment to
 
decentralization must also cne
 
from line agencies of the central
 
bureaucracy and central 
goverlm'ent
 
officials must be willing 
to
 
transfer functions previously
 
performed by them 
to local organi
zatlons. Decentralization usually
 
requires strong administrative and
 
technical capacity within central
 
government agencies 
and ministries
 
to carry out national development
 
functions and to support-with
 

adeqLate planning, progranIng,
 
logistical, personnel and budget
 
resources-their field agencies and
 
lower levels of government In
 
performing decentralized functions.
 
Finally, effective channels of
 
political participation and
 
representation 
must be developed
 
that reinforce and support
 
decentralized planning and
 
administration 
 and that allow
 
citizens, and especially the poor,
 
to express their 
needs and demands
 
and to priss claims for national
 
and local csvelopment resources. 

2. OrganIzatIonal factors
 
conducive to decentralization
 

Include the appropriate allocation
 
of planning and administrative
 
functions among levels of govern
ment and local organizations with 
each set of functions suited to the 
decision-fmking capabilities of 
each level of organization.
 
Decentralization requires 
 laws,
 
regulations and directives that
 
clearly outline the relationships
 
among different levels of govern
ment and administration, the
 
allocation of functions among
 
organizational units, the roles and
 
duties of officials at each level
 
and of cooperative and private
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organizat'ons, and their IInlta-

tions and constraints. Decentrall-

zatlon must be supported by 

flexible legal arrangemnents, based 

on performance criteria, fcr 

reallocating functions as the 

resources and capabilities of local 

organizations change time.
over 

Clearly defined and relatively 

uncarpicated planning and rmnage-

ment procedures for eliciting 

participation of local leaders and
 
citizens and for obtaining the 

cooperation or consent of benefl-

clarles in the formulation, 

appraisal, organization, IrrpIle-

mentation and evaluation of service 

provision programs are also needed. 


3. Behavioral and DsVchololcaI 

conditions supporting decentrall-

zation Include appropriate 

attitudes and behavior 
of central 

and lower level goverrtnent 

officials 
toward the decentrall-

zatlon of service provision and 

maintenance, and a wililngness on 

their part to share authority with 

citizens and accept their partici-

patlon In public decision making. 

Effective means must 
be found for 

overccnIng the resistance, or
 
getting the cooperation, of local 

elites and traditional leaders. A
 
mlnimnm level of 
 trust and respect
 
must be created between local 

organizations and goverment 

officials, and a mutual recognition 

that each Is capable of performing 

certain functions and participating 

effectively In various aspects of 

financing and managenent. Strong 

leadership must be developed within 

local organizations and private 

enterprises that will allow them to 

deal effectively with Iccal and 

central goverm-ents. 


4. Financial and hunn resource
 
factors required for decentraliza
tion Include granting sufficient
 
authority for local units of
 
adninistration or goverment,
 
cooperative and private organIza
tins to obtain adequate financial
 
resources to acquire the equipment,
 
supplies, personnel. and facilities
 
needed to carry out decentralized
 
responsibilities.
 

Ultimstely, the success of
 
decentralization policies hinges on
 
Institutional capacity-building.
 
The Institutional capacity of local
 
public and private organizations to
 
finance and manage service pro
vision and maintenance, and of
 
central goverments to facilitate
 
and support decentralization, nust
 
be strengthened (Rondinelil, 1978;
 
1981; 1982; Leonard, 1983; Uphoff,
 
1986). In general terms, capacity
 
may be defined as the ability to
 
anticipate and Influence 
change,
 
make Informed decisions, attract
 
and absorb resources, and manage
 
resources to achieve objectives
 
(Honadle, 1980; Van Sant et al.,
 
1987).
 

Policy and Proqram Implementation
 

Policy analysts must find the
 
best carbInatlon of feasible policy
 
Interventions to facilitate and
 
support the decentralization of
 
service provision, financing, and
 
managenent. ATnong th3 options aro
 
changes In national goverrmnent
 
regulations and policies; local
 
capacity building; training;
 
financial assistance; technical
 
assistance; and, support of private
 
sector development.
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Often, decentralization can be 
Initiated simply by creating sets 
of preconditions - through prices, 
subsidies and rewards - that 

Induce local officials and 

organizations to finance and manage 

services and Infrastructure. 

International organizations 
 can 

provide assistance for decentrall-

zatlon most effectively by helping 


r
to build the capacity o local 

administrative units and private 

enterprises. The most urgent needs 

of African countries, for Instance, 

are for personnel training In 

managerial and technical skills and 

for generating local financial 

resources 
(World Bank, 1981a). The 

need for personnel training Is 

especially urgent at the provincial 

and district 
levels In most African 

and Asian countries (Rondinelli, 

1987), and at the municipal level 

In Latin and Central American 

countries (Ozgediz, 1983). 


An Important challenge for 

policy analysts will be to Identify 

and test Instruments for 

Irpementing decentralization 

policies and programs that rely

less on central control and more on 

Incentives and exchange. 
A variety 

of Instruments for policy 

Intervention should be assessed, 

Including Information dissemination 

and persuasion, advice and 

consultation, demonstration 
pro-

jects and programs, Incentives and 

rewards, bargaining and 

negotiation, coalition building, 

mutual adjustment, coordination of 

existing activities, subsidization, 

authoritative prescription, 
 and 

cnamnd (Llndblm, 1965; Olson, 

1965; Mehrablan, 1970; Rondinell, 

1975; 1976). 


The state of knowledge about how
 
to Implement Institutional changes
 
Is stlil weak and here political
 
and organizational theories can be
 
quite useful. Downs (1967) has
 
generated a nurber of propositions
 
about the dynamics of change In
 
bureaucratic institutions. He
 
contends that Institutional change
 
Is more likely to occur In
 
organizations with more 
unstable
 
envirom-ents, and In which there Is
 
weak consensus about what 
they
 
should be doing. Downs claims that
 
the larger the Institution the more
 
reluctant It will be to adopt
 
changes, 
and that small Institu
tions tend to 
be more flexible and
 
Innovative than larger ones.
 
Leaders of Institutions tend to
 
oppose changes that cause a net
 
reduction In the amount 
 of
 
resources under their 
own control
 
or decrease the number, scope, or
 
relative Importance of the social
 

functions entrusted them.
to 

Rivalry or c.,.petition among
 
Institutions, however, can generate
 
creativity that 
leads to Innovation
 
and change.
 

Institutional 
 econcnists
 
correctly point out that 
It Is not
 
only necessary to understand the
 
functional characteristics 
 of
 
Institutions, 
 but also their
 
history of evolution. Nelson and
 
Winter (1982) argue that the
 
capabilities and 
rules of Institu
tions change over time as a result
 
of both deliber-ate problem solving
 
and randam events. Unless policy
 
analysts understand the evolution
 
of Institutions 
and the causes of
 
past changes In capabilities and
 
rules, they cannot prescribe
 
fee-lble Institutional changes.
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Political theory also provides 

useful Insights Into the relation-

ships among Interest group 

behavior, Institutional change and 

declslon-makIng on Issues that will 

be decided by political processes, 

Lowl's (1972) work on dIfferentlat-

Ing the types of political Inter-

action and the relationships among 

Interest groups on various policy
 
Issues offers guidelines for 

Il-ilementation analysis In develop-

Ing countries. He notes that 

difFerent types of Interest groups 

becaie Involved and Interact with 

each other In different ways on 

distributive, regulative, constl-

tuent, and redistributive policies. 

Classifying the policy arenas In 

which Issues will arise Is critical 

to understanding how Interest 

groups might behave and which 

groups are Iikoly to participate,
 
but little work has been done 

thusfar on testing the applica-

blilty of these categories and the 

propositions derived fra them In 

developing countries (Grlndle, 

1980; Cleaves, 1980). 


The political dimensions are 

crucial because even In non
democratic regimes decisions made 

about Institutional change result 

not from rationalistic caculatlon 

but fra-n political bargaining and 

negotiation. The Implications of 

the trade-offs between econmic and 

political rationality must be 

analyzed carefully, and the 

Implicatlons for designing 

decentralization policies and
 
programs must be given special 

attention. Information dissemina-

tion, educational, and persuasion 

techniques are often more effective 

than threats, pressures and 

punishments In ellciting coorera-

tion and generating Innovative 


approaches to problen-solving. But
 
central goverment and local
 
officials In many African and South
 
Asian countries have a long
 
tradition, stemilng fra colonial
 
experience, with the latter methods
 
of governance and little experience
 
or knowledge of the former
 
(Rondinelli, 1982; 1983).
 

Although mruch more must be
 
learned about the factors that
 
affect decentralization policy,
 
program and project Implementation
 
In developing countries, research
 
on decentralization In more than
 
two dozen countries undertaken by
 
Rondlnelli, Nellis and CheeT
 
(1983) Identifies a nulmber of
 
lessons that should be reflected In
 
the design and managerent of
 
programs and projects:
 

1. Srall-scale decentralized
 
programs designed for limited
 
Impact are likely to generate ntre
 
positive and durable results than
 
large-scale, sweeping organiza
tional reforms. Progiams should,
 

therefore, be planned on a small
 
scale and expanded Incrementally.
 

2. Abstract and ccmplex
 
programs and procedures are un
likely to be Implemented effec
tIvely In most developing countries
 
and therefore decentralization
 
programs should be kept as simple,
 
flexible and appropriate to the
 
management capacities of local
 
organizations as possible.
 

3. Decentralization requires a
 
lengthy period of gestation before
 
Its benefits will be realized, and
 
programs must therefore be planned
 
for the long term. Because decen
tralization often goes against the
 
grain of tradition and custm r'.
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against the Interests of same 

groups whose support Is Important 

for Its success, It cannot be
 
ImpIemented without conflict.
 
Successful decentralization 

programs often require a long

period of testing Ouring which 

political support and camiitment 

must be mobilized. 


4. Decentralization programs In 

whi'.h the first stages are closely 

supervised efforts to teach local 
org nizations how to handle new 
resp"nsibillties will be more 
successful than those that transfer 

large numbers of tasks or great 

responsibilities all at once. 

Programs should therefore be 

planned "tutorially." 


5. Decentralization programs 

can benefit frcm the Involvement of 

International donors, but when aid 

agencies are relied upon 
 too 

heavily for financial and technical 

assistance, Ilog range In-pacts may 

be constrained. Programs should be 

planned with donor Involvement, but 

at the same time for the gradual 

phasing out of their activities 


6. Decentralization programs 

that Include a cczponent for 

training central administretors, 

local officials and leaders of 

local organizations will be more 

likely to have a positive effect
 
than those that do not.
 

7. Decentralization programs
 
that transfer adequate financial
 
resources and the authority to
 
mob Ilize resources local ly, as weIl 
as additional powers and responsi
bilities, will be more successful
 
than those that merely call for
 
consultation with or participation
 

of local officials and private
 
organizations.
 

OCNCLUSICN
 

In brief, the growing Interest
 
of governments In developing
 
countries In decentralizing the
 
provision, financing and
 
maintenance of local services and
 
Infrastructure will require a more 
ccmprehensive and Integrated 
framework for polIcy analysis than 
Is offered by either neoclassical 
economic theories or public 
administration and finance 
theories. An Integrated political
econany framework that draws fron 
the most useful aspects of each set 
of approaches can provide policy 
analysts with a more powerful set 
of concepts and methods for
 
designing and Implementing
 
decentralization policies 
 more
 
effectively. Such a framework can
 
help analysts to understand better
 
the characteristics of services,
 
their users and Institutional rules
 
of behavior, the feasibility of
 
alternative financing and
 
organizational arrangements, and
 
the political, econamic, acklns
tratlve and financial factors that
 
affect policy outccmes, and to
 
assess alternative strategies for
 
policy Implementation.
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