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Abstract

The views expressed in this Working Paper are those of the author(s) and do not necessarily
represent those of the IMF or IMF policy. Working Papers describe research in progress by the
author(s) and are published to elicit comments and to further debate.

Based on cross-country data for up to 78 countries, this paper shows that fiscal
decentralization—the assignment of expenditure and revenue mobilization functions to
subnational levels of government—is associated with various indicators of governance, such
as corruption, rule of law, and government effectiveness. Unlike previous studies in the
decentralization/governance literature, which focus primarily on expenditure-based measures
of decentralization, the results reported in this paper show that the relationship between
decentralization and governance depends on how subnational expenditures are financed. The
higher the share in total subnational revenues of nontax revenues and grants and transfers
from higher levels of government, the stronger the association between decentralization and
governance.
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