
Devolutionary delusions? 
The effect of decentralization on 

corruption 
Ivar Kolstad 

Vincent Somville  
Arne Wiig, 

 
Chr. Michelsen Institute 

 
CPD/CMI Meeting 

5 October 2013 
 

1 



Perceptions of corruption in 
Bangladesh across key  sectors 

Perception of corruption 

 
 

 
• 45% Political 

parties 
• 41%   Parliament / 

legislature 
• 18 % Business 
• 12% Education 
• 33 % Health 
• 53% Judiciary 
• 64% Police 
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Presentation Notes
Felt that source SOURCE: http://www.transparency.org/gcb2013/country/?country=bangladesh



Experience with corruption (% paid a bribe) 
across sectors: Bangladesh. 2013. GCB-TI 
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Presenter
Presentation Notes
har lav korrupsjon. dette kan vel egentlig tolkes på to måter, dersom disse tjenestene allerede er desentralisert i Bangladesh (indeksene i senere slides tyder ikke på det) kan det være at dette har gitt lavere korrupsjon i sektorene. men du kan likevel ha rett i at effektene av å desentralisere ytterligere kanskje er små.



Three observations 

• As regarding Bangladesh,  perception based measures of 
corruption fit well with experience based measures 
– Not always the case (media) 
– Experience data (validity). Fan and Treisman (2009) 

• Experience with corruption less common in sectors such 
as education, health. These are the sectors that are 
normally decentralized.  
– Small potential gain or are they already decentralized? 

• Lack of variation over time in corruption/decentralization 
nexus in Bangladesh requires a cross country analysis 
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Persepsjonsindekser kan gå opp selv om experience based ikkke gjør det fordi desentralisering fører til at korrupsjon kommer nærmere folk



Theoretical mechanisms 

• Accountability and exit versus local capture 
– Bardhan and Mookherjee (2000) 
 

 
• Co-ordination problems when more tiers 

– Schleifer and Vishni (1993)  
 

• Moderating factors: press freedom, political competition 
and strength of national political parties.  
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Empirical findings 

• Fishman and Gatti (2001) (lower corruption with D) 
• Treisman (2000) Federal structure has higher 

corruption 
• Fan and Treisman (2009).  

– The more tiers of government and the more local 
personnel with pockets to fill, the greater the danger that 
the rents of office will be “overgrazed”” (Fan and Treisman 
2009:33).  

6 



Measures of decentralization 

• Decentralized agency (power):  
– DPI authority: Dummy:  “subnational governments have 

extensive taxing, spending or regulatory authority”  
 

• Decentralized structure  
– the number of government tiers as in Fan and Treisman 

2009 
– Federation (IAEP) Dummy 
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Corruption (% paid a bribe) increases 
with Decentralisation (tiers) 

B many tiers, high corruption.  but score low on power (authority) 

Presenter
Presentation Notes
Bangladesh is decentralized in terms of structure but not in terms of power
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Less corruption or no clear patterns with decentralization (power 
DPI)  

Presenter
Presentation Notes
India malaysia nepal and the philipines has power in asiaBangladesh not
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If any pattern, more corruption in centralized countries  (IAEP – 
federation) 

Presenter
Presentation Notes
India malaysia and Pakistan are according to this measure federations



 
 
 
 
 
 
 
 
But there are many other differences between 
the countries as well  
 
and decentralisation is also an endogenous 
variable  
 
Requires multivariate analysis controlling for 
endogenity 
 

11 



Empirical strategy (IV) 
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i- individual data 
r - regional 
c  -country 



• Results IV: decentralized 
agency 

OLS negative  effect 
(corruption reduces) but not 
significant 
 
Country area significantly 
related to decentralisation 
 
Controlling for endogenity : 
Significant and larger 
reduction in corruption  
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Decentralization structure - Results 

• Tiers 
– OLS: more tiers more corruption as in Fan and Treisman (2009) 
– IV : Do not find any significant results 

• Federation 
– OLS: Federation increases corruption 
– IV: Federation reduces corruption 
– None of these results are significant 

 
• But  results dependent on using one decentralisation 

measure at the time  
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Other results 

• Male, educated, higher income individuals are more 
likely to report paying bribes 
 

• Used other measures of corruption and 
decentralisation for robustness analysis 
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Conclusion 

• There is a lack of robust evidences that 
decentralisation reduces corruption.  
– To the extent that it does, it is unlikely that decentralizing 

structure only, will reduce corruption. 
 

• More studies needed, requires additional instrument 
and additional measures of decentralisation 
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