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We review empirical evidence on the ability of decentralization to enhance preference
matching and technical efficiency in the provision of health and education in developing
countries. Many influential surveys have found that the empirical evidence of decentraliza-
tion’s effects on service delivery is weak, incomplete, and often contradictory. Our own un-
weighted reading of the literature concurs. However, when we organize quantitative
evidence first by substantive theme, and then—crucially—Dby empirical quality and the
credibility of its identification strategy, clear patterns emerge. Higher-quality evidence indi-
cates that decentralization increases technical efficiency across a variety of public services,
from student test scores to infant mortality rates. Decentralization also improves preference
matching in education, and can do so in health under certain conditions, although there is
less evidence for both. We discuss individual studies in some detail. Weighting by quality
is especially important when quantitative evidence informs policy-making. Firmer
conclusions will require an increased focus on research design, and a deeper examination
into the prerequisites and mechanisms of successful reforms. Decentralization, School-
based Management, Education, Health, Service Delivery, Developing Countries,
Preference Matching, Technical Efficiency. JEL codes: H41, H75, H77, 01

Introduction

Decentralization is a broad policy movement across both the developing and devel-
oped worlds (Agnew 1990a, 1990b). In the late 1990s it was estimated that 80
percent of the world’s countries were experimenting with one form or another of
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decentralization (Manor 1999). Since then, new or deepening reforms have been
announced in nations as diverse as Bolivia, Cambodia, Egypt, Ethiopia, France,
Indonesia, Japan, Mexico, South Korea, Turkey, and many others. By now it is safe
to say that experiments with, and enthusiasm for, decentralization are essentially
ubiquitous across the globe.

Theories underpinning such enthusiasm are compelling and argue that by
taking the government “closer to the people”, decentralization can improve the re-
sponsiveness and accountability of the state, decrease corruption, increase the polit-
ical voice and participation of ordinary citizens, and also reduce bureaucracy and
lower the unit costs of government expenditure (Faguet 2012; Faguet 2014). The
slogan “closer to the people” can be decomposed into three underlying analytical
advantages that local governments have over central government: (a) superior in-
formation on local conditions and needs; (b) greater participation of citizens in deci-
sion making and the production of local services; and (c) greater accountability of
public officials to voters (Escobar-Lemmon 2006; World Bank 2004). The local gov-
ernments possessing such advantages preside over jurisdictions that are smaller and
more homogeneous than those of national government. Local governments’ decision
making will thus be facilitated by not having to cater to a more diverse set of needs
and wants. With superior information, participation, accountability, and policy chal-
lenges that are less onerous, it follows logically that decentralization should improve
public services.

Yet the many surveys of the literature overwhelmingly agree that empirical evidence
is inconclusive. In one of the earliest reviews, for instance, Rondinelli et al. (1983) note
that decentralization seldom, if ever, lived up to its promise. Shah et al. (2004) concur
in a review of 56 studies published since the late 1990s, chronicling that decentraliza-
tion in some cases improved, and in others worsened service delivery, corruption, and
growth across a large range of countries. Treisman’s (2007) more recent survey is
bleaker still. “To date,” he says, “there are almost no solidly established, general empiri-
cal findings about the consequences of decentralization.” The lack of consensus on de-
centralization’s effects over 25 years and literally hundreds of studies is striking.

One of the main challenges faced by such review efforts is the sheer size and diver-
sity of scholarship. Indeed, the empirical literature on decentralization originates from
a variety of disciplines, including policy studies, public economics, development
studies and comparative politics, to name just a few. Evaluations of reforms are done
in markedly different ways and focus on very different outcomes, ranging from service
delivery to corruption to macro-economic stability and happiness. Any attempt to
review these results as a whole quickly loses the forest for the trees in a confusion of
particular findings that may appear contradictory but are more often simply different.
To draw firmer conclusions from this vast body of literature, we argue, a clearer orga-
nizing principle is required—one that allows students of decentralization to neatly
compare the causal effects of a similar kind of reform on similar predefined outcomes.
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In this review we apply such an organizing principle to assess decentralization’s
ability to enhance service delivery in developing nations. Decentralization is defined
here as “[t]he transfer of authority for decision-making, finance, and management
to quasi-autonomous units of local governments,” (Litvack and Seddon 1999). This
implies transferring the following from national to subnational levels of govern-
ment: (i) authority over physical assets and human resources involved in service
provision; (ii) responsibility for the quality of public services provided; and (iii) ade-
quate finance to fund such activities—including in many cases authority to raise
local taxes. We thus define decentralization as being similar to “democratic devolu-
tion”, per Manor (1999). As Devarajan et al. (2009) have noted, many decentrali-
zations around the world are at best partial reforms that do not meet all of these
criteria. To increase the probability of comparing like with like, we limit this review
to studies of decentralizations where authority, resources, and responsibility have ef-
fectively been devolved, and exclude cases of partial reform.*

Countries decentralize different specific services and bundles of resources to dif-
ferent hierarchical levels of government. This is not least because countries vary
hugely in size and administrative division. Rather than attempt to control for the
fact that, for example, Indian states and cities are vastly larger than Bolivian depart-
ments and towns, we simply acknowledge that countries’ characteristics vary signif-
icantly, as do the reforms that are implemented. It is important to keep this in mind
when generalizing from specific findings to our overall results.

Decentralization is probably the single most advocated measure for improving
the provision of health and education in the developing world. This popularity is
not surprising. Of the many arguments in favor of decentralization, the most impor-
tant is that devolving power and resources to local governments can increase the ac-
countability of public servants, and hence the responsiveness of public services to
citizens’ needs (Faguet 2008; Faguet 2012). While decentralizers’ motives have no
doubt differed across various countries, the improved delivery of public goods has
been at least an implicit goal of most reforms, and usually an explicit one.

To ensure that our conclusions on decentralized public provision of health and
education are not influenced by an arbitrarily selected group of studies, we use pre-
defined criteria to identify papers for inclusion in this survey. Specifically, we focus
on quantitative studies from the last 20 years that evaluate the causal effects of
decentralization on service delivery in developing nations. We exclude qualitative
work not because we consider it inferior, but rather for two strong reasons: (a) The
need to compare like with like—we know of no credible method for comparing qual-
itative vs. quantitative studies in terms of quality of evidence; (b) space constraints.

We group these quantitative studies according to the main substantive themes
they address as follows: 1) preference matching®, defined as the extent to which
public goods provided by local governments match citizens’ preferences or demands;
and/or 2) technical efficiency, meaning the production of more or better public goods
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by a decentralized government for a given set of inputs. In the latter theme, we
further segregate the evidence into sub-categories based on whether it concerns the
provision of (1) health, (2) education to lower tiers of the government, or (3) educa-
tion to schools in what is commonly referred to as a School-Based Management
(SBM) reform. School-Based Management is a particular kind of decentralization that
devolves resources and decision-making authority all the way down to the school
level, and recognizes the individual school as the primary unit of improvement in ed-
ucation.® While we would have liked to extend the study to further sectors, especially
water and sanitation, we opted instead for greater focus, which permits us to delve
more deeply into the particulars of individual studies in these two important sectors.

Another important theme that we cannot address adequately here is the equity
effects of decentralization across subnational units. A significant consensus holds
that the devolution of public funds and taxation authority should, on its own, exac-
erbate inequality amongst richer vs. poorer districts. A simple, well-understood mea-
sure can solve this problem: redistributive fiscal transfers aimed at decreasing
horizontal inequalities. A large strand of the literature analyzes how such transfers
can best be structured (Besley et al. 2003). The fact that such transfers are often not
implemented implies that central governments choose not to do so. Why govern-
ments design such decentralizations falls under the much larger rubric of partial or
insincere decentralizations, which incorporate important horizontal inequalities,
vertical inequalities (service responsibility is devolved without adequate finance), or
are institutionally incoherent in any of a number of ways (e.g., political responsibility
for service provision is devolved without legal authority over the same; legal reforms
are passed but centralized administrations remain unchanged). Analyzing the politi-
cal motives behind such decisions is unfortunately beyond the scope of this paper,
but it is important to acknowledge that without adequate safeguards, decentraliza-
tion can be expected to widen the gaps between poorer and better-off regions.

Within our thematic classification, we further classify studies according to the
self-reported quality of their data and credibility of their identification strategies,
and place greater weight on what high-quality evidence has to say. Distinguishing
between studies that are able to tease out the causal effects of decentralization more
plausibly than others is the crucial step that allows us to identify patterns in the
findings. Earlier empirical contributions on decentralization were commonly
plagued by problems of attribution—surveys based on such evidence therefore had
similar challenges in isolating the effects of reform. In recent years a deeper appreci-
ation of the pitfalls associated with causal inference has pushed empiricists to find
more credible identification strategies that use observational data to construct valid
counterfactuals, and thus approximate the “gold standard” of randomized experi-
ments.” This is the higher quality literature we focus on in our review.

The rest of this paper proceeds as follows. The next section describes the criteria
used for including and classifying studies in this review. The section following that
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discusses the papers included by theme. We conclude by comparing our findings to
broad surveys of the literature and suggesting priorities for future research. The
papers reviewed are summarized in tables 1 to 6. Our aim is to provide insights into
patterns of findings on one piece of the larger decentralization puzzle. What follows
hopefully helps to answer some important question surrounding decentralized
service delivery of health and education in developing countries. Even so, we do not
pretend that this survey can cover more than a fraction of a huge body of literature.

Scope and Methodology of Review

This section describes the steps we undertook to identify, organize, and classify
studies from this vast body of literature for our review. Our strategy was to conduct
a wide search and then systematically filter papers that met predefined criteria for
relevance. Following this, we arranged the literature first by substantive theme, and
then, crucially, by quality of the evidence.

Identifying and Organizing the Literature

Our search focused on published and unpublished working papers from 1992 and
onwards. To ensure thorough coverage, we identified these papers using the EconLit
bibliography, as well as by consulting other key resources such as Google Scholar,
JSTOR, SCOPUS and Web of Knowledge. We also referred to major publications by
international organizations such as the World Bank, used citation indices, and re-
viewed reference lists in identified papers to confirm that no critical contributions
were omitted from our review.

Based on the information contained in their abstracts, we short-listed those
studies that a) were of a quantitative nature, and b) dealt specifically with decentral-
ization of service delivery of health and/or education in developing nations. We
then organized this short-listed body of evidence into our two themes: preference-
matching, and technical efficiency. The body of scholarship on technical efficiency
is larger, and therefore we further segregated the papers examined into sub-catego-
ries based on whether they address: (1) decentralization of health, (2) decentraliza-
tion of education to lower tiers of governments, or (3) decentralization of education
to schools or SBM. Table 1 summarizes the evidence by theme, sub-category,
author, publication type, and countries covered.

Quality of the Evidence

Next we evaluated the quality of the evidence. We did so in the knowledge that re-
searchers attempting to assess the effects of decentralization on education and
health services face a number of challenges. These challenges include the difficulty
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of disaggregating decentralization’s effects from those of other reforms that tend to
accompany it, the time it takes service delivery outcomes to change, and the diffi-
culty of conducting randomized decentralization experiments. Together these chal-
lenges not only impose sizeable data demands on researchers but also make it
particularly difficult to make plausible claims surrounding causality.

To classify the persuasiveness of each paper’s identification strategy, we use a
four-point scale of Very Strongly Credible, Strongly Credible, Somewhat Credible, and
Less Credible. In this categorization, we in effect rank papers’ empirical methodolo-
gies according to their widely-accepted abilities to mitigate endogeneity concerns
and identify causal effects. We rely primarily on the established hierarchy of iden-
tification strategies in economics as widely taught in graduate programs today for
this ranking, although we do validate our final categorization by reviewing the
covariates included in the analysis, the measures used for decentralization, the self-
reported quality of data, and the nature of robustness checks performed in the
paper. This scale, along with a snapshot of how papers in this survey have been
classified, is presented in Table 2. The categorization is adapted from a similar typol-
ogy by Santibanez (2006).

Our top category, Very Strongly Credible, consists of randomized control trials
(RCTs), the “gold standard” for identifying causal effects. At the other end of the
spectrum, work that relies on simpler quantitative methods such as ordinary least
squares (OLS), and fails to employ any other sophisticated methodology to control
for endogeneity bias, is categorized as having a design that is Less Credible in
drawing causal inferences. The papers we place in this category are mostly cross-
sectional OLS analyses of observational data, often with self-selected populations.

The Strongly Credible category, on the other hand, consists of research that is rea-
sonably successful in producing a valid comparison group. Much of this literature
uses quasi-experimental techniques such as instrumental variables (IV) or differ-
ence in differences (DID) approaches. The key benchmark for being classed as
Strongly Credible, however, is how persuasive studies are in communicating a thor-
ough understanding of the institutional environment and then—importantly—
using this understanding to design their empirical strategy. So, for instance,
Strongly Credible papers using IV techniques make plausible claims for the relevance
and exogeneity of their instruments. Studies using DID in this category claim that
the treatment is what is responsible for altering a trend between treatment and
control groups. This category also contains some panel data estimations using fixed
effects and a set of relevant covariates, but only where the case for limited endoge-
neity based on knowledge of confounding factors is particularly convincing.

The remaining studies are classed as Somewhat Credible. In practice, this is the re-
sidual category, containing all remaining studies once Very Strongly, Strongly, and
Less Credible studies have been removed from the sample. What this leaves us, in our
view, are studies that are less persuasive in addressing endogeneity than those that
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are Strongly Credible, but more convincing than the Less Credible set due to their use
of various kinds of comparison groups. This category thus houses diverse econo-
metric methods, from matching to instrumental variables.

It is worth underlining what this survey does not seek to do. We recognize that
the identification strategies employed by researchers are largely determined by a
combination of the data available, the nature of the reforms implemented, and the
nuanced questions they seek to answer. Hence, we make no attempt to rank papers’
broader quality as pieces of research, nor to comment on the analytical skills of their
authors. What we seek to do, rather, is recognize that there is an established hierar-
chy of rigor in econometric identification, and apply that hierarchy to the evidence
that the literature provides. This allows us to roughly categorize how convincing
studies’ results are, and hence how we should weight evidence when making policy.

The Effects of Decentralization on Education and Health

We now move on to the heart of our review, and describe the papers included in this
survey in some detail. We first discuss preference matching and then turn to techni-
cal efficiency. Throughout this section, we make use of our quality distinctions
when describing key papers in order to allow readers to understand how our con-
clusions are drawn.

Preference Matching

Although preference matching is one of the classic arguments posited in favor of
decentralization (see Oates 1972), the empirical evidence devoted exclusively to
testing this proposition is surprisingly small. The evidence also produces somewhat
contradictory results for the service delivery of education on one hand, and the pro-
vision of health on the other.

The contributions we review with Strongly Credible identification strategies
examine reforms in Bolivia and Indonesia. Bolivia undertook devolution in 1994,
and as part of the reform moved responsibility of key public services to local govern-
ments. The shift in responsibility was accompanied by two other critical changes—
the doubling of funds available to these devolved units during this period, and the
establishment of oversight bodies to monitor local spending.

In one of the first papers to employ a before and after estimation strategy to
examine preference matching, Faguet (2004 and 2012) studies patterns of invest-
ment in public investment projects in a total of ten categories, including education
and health. By doing so first for municipal averages, and then one by one for all mu-
nicipalities examined, Faguet finds a statistically significant increase in investment
in education overall, as well as a