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Abstract: This study examines the impact of decentralisation on corruption levels in water utilities
across central India, challenging the widely held assumption that decentralisation reduces
corruption. Using experience-based measures and a natural experiment approach, the research
compares corruption levels between centralised and decentralised water supply agencies Madhya
Pradesh and Chhattisgarh. The study employs a longitudinal survey conducted from over five
years, focusing on bribery in various aspects of water service provision. Results indicate that
decentralised agencies exhibit significantly higher levels of corruption compared to centralised
ones, particularly in the initial stages of decentralisation. While a gradual reduction in corruption is
observed over time, the difference between decentralised and centralised utilities remains
significant in the medium term. These findings contradict the simplistic view of decentralisation as
a cure-all for governance issues and highlight the need for a more nuanced understanding of its
effects on public service provision. The study contributes to the ongoing debate on decentralisation
policies and their implications for corruption in developing countries, offering valuable insights for
managers.
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Introduction

Following the Soviet Union's decline and fall, decentralisation emerged as a popular approach
and was seen as a solution to various political challenges, from managing transitions in Eastern
Europe and South Africa to addressing issues in Latin America and supporting economic growth in
China and India. Decentralisation attracted diverse supporters, specially those concerned about
market failures, as well as various activist groups. Doubling its merits became almost unthinkable.

The high hopes placed in decentralisation partly stem from dissatisfaction with centralised
governance models, which often bred corruption among officials. Arguments for decentralisation are
frequently based on subjective assessments and unclear definitions. At its core, decentralisation
involves transferring powers to junior levels of government. The concept is considered essential to
public administration, leading to various classification systems. The most widely accepted approach
categorises decentralisation into 3 types. Deconcentration transfers authority over specific functions
within the government's jurisdiction. Delegation involves transferring authority for defined tasks to
organisations outside direct government control. Devolution occurs when higher levels of
government transfer authority to semi-independent junior levels. Literature on decentralisation
typically focuses on devolution, based on the assumption that decentralised systems allow for greater
citizen influence on outcomes.

While the standard decentralisation model doesn't explicitly address corruption, it is assumed
that by empowering citizens, decentralisation enhances accountability and reduces corruption. Some
argue that decentralising corruption could have redistributive effects, but this isn't typically used to
justify decentralisation. Instead, proponents claim it will reduce corruption overall. This claim partly
arises from conflating decentralisation with public participation, two distinct concepts often used
interchangeably in development debates. For instance, the World Bank has suggested that
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decentralisation can achieve development goals by responding to local community needs and
assigning control to those with relevant information and incentives. While development
professionals generally agree that beneficiary participation improves outcomes, this doesn't
necessarily endorse decentralisation. Confusing these terms diminishes their individual potential.

Recent theoretical research has shifted focus from inter-jurisdictional externalities and
preference heterogeneity to examining whether decentralisation can effectively discipline
government officials. Some argue that local democracy allows citizens to control corruption using
their knowledge of officials' behaviour. Critics counter that local levels may have fewer safeguards
against corruption due to underdeveloped media and audit systems, potentially leading to
clientelistic networks and elite capture. Ultimately, theory suggests that decentralisation's impact
may be context-specific, making empirical assessment crucial.

Cross-country studies on decentralisation's effect on corruption have yielded mixed results.
World Bank-sponsored research often finds that decentralisation reduces corruption, but these
studies have been criticised for methodological issues such as confusing correlation with causality
and inadequately addressing endogeneity. Other studies have found contrasting results, with some
indicating that federal structures are associated with higher perceived corruption. The discrepancies
in findings often stem from differences in control variables, data sources, and methodological
approaches. Overall, experiential research has not provided clear direction on decentralisation's
consequence on corruption, with some researchers suggesting that the relationship is not robust.

Cross-country studies face several limitations, including the problematic use of the term "sub-
national government" in contexts where provinces or states may have populations larger than many
countries. Additionally, these studies often fail to consider decentralisation between different levels
of sub-national government. This lack of nuance can lead to flawed policy advice, as the effects of
decentralisation may differ depending on the levels involved. For example, decentralisation from
national to sub-national governments might promote democracy, while decentralisation to local
governments could potentially weaken regional governments and consolidate central power, as seen
in some autocratic regimes.

Given the limitations of cross-country studies, more localised and disaggregated empirical
evidence may prove more useful. While numerous within-country studies examine decentralisation's
effects on various economic and social factors, few directly address its relationship with corruption.
These studis provides only a snapshot and doesn't necessarily imply that decentralisation is
inherently flawed. Some researchers suggest that corruption may initially increase with
decentralisation but decrease over time as local governments learn and adapt.

Measuring corruption typically involves assessing transactions, either directly or indirectly.
While observational approaches would be ideal, they are rare due to the risks and logistical
challenges involved. Most empirical studies rely on reports of perceived or experienced corruption.
Perception-based research is common and convenient, with indices from organisations like
Transparency International employed. However, this could lead to faulty conclusions, particularly in
changing circumstances where increased transparency might initially appear to increase corruption.
Experienced data may be more trustworthy than perception data, according to recent studies. In
order to analyse the patterns that the next wave of corruption research reveals, more experience-
based metrics will need to be gathered and refined.

The Setting

The study area includes all of central India's major states, Madhya Pradesh and Chhattisgarh, as
well as their rural and semi-urban areas. According to India's constitution, water-related matters fall
under state government jurisdiction. Water is an essential resource for many industries, including
health, agriculture, tourism, inland transportation, and manufacturing. These industries also fall
under the jurisdiction of the state governments. The central government's only responsibilities
include working with foreign organisations and organising interstate water sharing. In actuality, the
federal government is more involved because it funds state governments' initiatives for drinking
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water and irrigation in significant amounts, both directly and through federal welfare programs like
the employment guarantee scheme.

The financing pattern for the drinking water sector has remained relatively stable over the past
two decades. Subnational governments provide 60% of the funding for new and expansion projects,
the federal government contributes 35%, and the remaining 5% is provided by international aid
organisations. All of the funding for O&M comes from sub-national governments. India's water
supply programme is not aid-dependent, as the financial contribution from international agencies
constitutes a small proportion of total sector expenditure. Consequently, policy-making is
autonomous. Federal and state government officials find the aid component useful for demonstration
projects, training, within the country and overseas.

The 1993 constitutional amendment in India formalised the political structure of local
governments, despite the federal system having been in place for six decades. State governments are
urged to transfer more responsibilities to local authorities. A significant portion of federal funding
allocated to state governments is contingent upon decentralisation to local bodies. Whilst non-
governmental organisations (NGOs) advocate for decentralisation, they still hold state governments
answerable during emergencies, even when local authorities manage the water utility.

Methodology and Data

To investigate the effects of decentralisation, we utilise experience-based measures and examine
a natural experiment' using the “difference-in-differences” method. Annually, the sampling frame
was derived from the small towns and villages with populations surpassing 2,000. Water supply
schemes in small towns and large villages functioned as first-stage units, with households serving as
second-stage units. After procuring relevant information from the Public Health Engineering
Departments of both state governments, villages without functional piped water supply schemes
were omitted. From the refined list, 200 small towns and villages were chosen. At that juncture, 49
schemes were state government-controlled and 151 were decentralised (local government-
controlled). In subsequent years, additional schemes were decentralised. This study employs data
from only 122 utilities decentralised between 2007 and 2010, ensuring comparability over a shorter
timeframe. Investigators catalogued houses in the same sequence as the 2001 census, or from the
north-western corner of the settlement where such listings were unavailable. Households without
water connections were removed from this list, and 30 households were then selected from each
scheme.

Our study initially concentrated on consumers who had paid bribes in the previous year for
water bill-related issues, such as reporting lower consumption or evading charges for higher-than-
actual usage. We subsequently examined two smaller cohorts: consumers who required repairs in
the past twelve months and cosumers needing fresh connections. Contractors involved with the
construction of these schemes were also quizzed and asked whether they had paid bribes in the last
twlve moths for utility-related purposes. In the interviews, the corruption-related questions were
posed at the end, allowing the investigator to establish a rapport with the interviewees.

Results

The most prevalent type of bribery involves under-billing, with water-users either bribing
officials to get bills of lower amount or paying bribes (or illegal gratuities) to avoid inflated bills. In
many cases, the payment served both purposes. Overall, a striking 50.9% of consumers had bribed
the officials of the decentralised agencies, compared to 40.9% for centralised agencies - a “statistically
significant” difference. The disparity between the money given to decentralised and centralised
agencies is not statistically significant. A smaller sample, focusing on consumers who required
repairs in the previous year, revealed that 39.7% of the consumers had paid bribes to decentralised
agencies, versus 30.4% to centralised agencies.

Concerning contractors, the fourth sample was examined. Only the incidence of bribery was
noted because respondents were reluctant to provide precise amounts. The ratio of contractors who
bribe decentralised utility authorities is far higher than that of contractors who bribe centralised
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utility officials. We used linear multivariate regression analysis to take additional variables that may
have an impact on corruption levels into consideration.

Upon examination, we find that the difference in corruption levels between decentralised and
centralised utilities remains statistically significant throughout the observed period. The overall trend
suggests that following decentralisation, there is an initial increase in corruption levels. However,
this is followed by a subsequent decline. Notably, even in the medium term, the difference in
corruption levels between decentralised and centralised utilities remains significant, suggesting a
persistent effect of decentralisation on corruption patterns.

Conclusion

For quite some time, the drumbeat of decentralisation has been persistent. Developing nations
have faced pressure from the intelligencia to devolve water supply provision to lower levels of
government. A consensus seems to have formed among international organisations that
decentralisation is beneficial for sustaining democracy and enhancing efficiency. These agencies
frequently incorporate decentralisation to local governments as a condition in their projects.
However, the assumption that decentralisation will reduce corruption lacks empirical support. Our
research reveals that decentralisation significantly increases corruption, particularly in its initial
stages, with this increase persisting over the medium term. Nonetheless, some gradual reduction in
corruption over an extended period is visibe. This nuanced finding challenges the simplistic view of
decentralisation as a panacea for governance issues and underscores the need for a more complex
understanding of its effects on corruption in public service provision.
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