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Decentralization and Recentralization:
L essons from the Social Sectorsin M exico and Nicaragua

Abstract

Thisgudy is designed to help practitioners prepare and evaluate institutional reforms for education
and hedlth programs. It provides an analytic framework for use by public officials and researchers,
with case studies that illustrate a wide range of actual practice, and a set of lessons learned. The
framework uses the concept of “accountability” to link the broad goals of reform to the key
dimensions of organizational arrangements. The case studies, based on fieldwork in Mexico and
Nicaragua, demondrate a wide variety of available policy instruments. Significantly, they also
demonstrate that the responses to these instruments are equally various. creative interpretation of
central regulations by local officials, sef governing schools that complement public funds with
resources mobilized by fees, the reassertion of national control over previoudy decentralized health
programs. A lot of attention is paid to the “how” of reform; the process of implementation is at |east
asimportant asthe question of “ what” isto be reformed. The lessons derived from these experiences
emphasize contingent, rather than absolute, recommendations. Overall, the sudy suggests how
success in achieving greater efficiency, equity and democracy in the management and delivery of
social services requires a careful balance of centralized and decentralized responshbilities.
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Authors' Note

This document summarizes the major findings from four case studies and an Issues Paper produced as part of the study, “ Decentralization
and Recentralization: Lessons from the Social Sectorsin Mexico and Central America.” that was managed by Alec Gerhberg for the IDB.
The |ssues Paper, April 10, 1996, semmed from interviews with RE2/SO2 staff and a review of the current literature. Together with a
workshop held at thel DB on 4 March 1996, the | ssues Paper led to the selection of the case studies. The case research was performed May-
August 1996 and December 1997; the analysis was performed September-December 1996 and November-December 1997.

The cases presented here include:

1. Mexican Educational Decentralization, 1992-1996, by Alec |an Gershberg

2. Nicaraguan Educational Decentralization, 1993-1996: the Municipalization and Autonomous Schools Programs, by Alec lan
Gershberg

3. Mexican Health Care for the Uninsured, by Anne-Emanuelle Birn

4. Nicaraguan Heglth Decentralization: the SILAIS, by Anne-Emanuelle Birn

Each of these case reports, aswell as the | ssues Paper, obvioudy contain alevel of detail and analysisthat it isnot possible to capturein the
following summary. A an extended final report by Alec Gershberg brought together the principal results of the case studies, an extensive
bibliography, lists of people involved and data appendices. Interested readers are referred to these reports for more in-depth discussion. All
are available from Michad Jacobs, IDB, RE2/S02, (202) 623-1903, E-mail: Michadj@ iadb.org ; or from Alec lan Gershberg, Milano
School of Management and Urban Policy, The New School for Social Research, 66 Fifth Ave, NY, NY 10011, E-mail:
GERSH@NEWSCHOOL.EDU, and The National Bureau of Economic Research, (212) 953-0200 ext. 101.



Section | : Decentralization and Recentralization: Building a Framewor k
for Analysis, Summary of Cases, & Lessons L earned

A. Project Goals and Concepts

1. Nobody, it seems, can oppose decentralization. Throughout Latin America reforms have been
proposed in the name of decentrdization by parties of widely different ideology. And, in all fairness,
there is a substantial body of theory to back this political enthusasm. However, even after two
decades of quite extraordinary activity, we know very little about the impact of these reforms,
particularly in the social sectors. Helping fill this gap isthe over arching purpose of the study. We
examine how four specific cases of reform have actually worked.

2. The concept of decentralization is often asvague asit is popular. So the study begins by setting
out a framework for analyzing what it isthat social sector reforms are trying to achieve. We argue
that in an effort to improve the outcomes of service provision decentralization reforms try to
strengthen performance accountability. That is, the transfer of authority to lower level or local
agencies is seen as an instrument for improving the way that services are ddivered, by making the
people who supply the service more directly accountable for their performance. However, by
disaggregating the different aspects of accountability our framework makes clear that, in many
respects, the expected improvement requires both greater autonomy for the local service provider,
and aso drengthened performance of some central functions. We refer to this necessary
strengthening of central functions as recentralization.

3.Thisexplainsthe title of the report and the principal message of the study: for decentralization to
produce the results so widely expected and so badly needed, the reform of social services must pay
attention to changing and strengthening the functions of both local and central agencies. The case
dudies presented here are important in their own right and have interesting lessons for other countries
and other sarvices. They aso show how usng the suggested framework can help government officials
and Bank gaff design these reforms in a comprehensive fashion. A smplified example will give a
foretaste of our discusson. Many social sector reforms seek to give the unitsthat directly deliver a
sarviceto the public greater discretion over how to use their budget. Thisis correctly understood to
be the heart of decentralization. However, a strong central commitment to mobilize financing and
help digribute information about local peformance, islikely to sgnificantly enhance the extent and
sustainability of local service improvement. We can go further. In many cases, if responsbility for
mobilizing financing is decentralized at the same time as expenditure discretion, service delivery could
deteriorate badly for many low income families.

4. Thereport hasthree main sections. The remainder of thisfirst section develops a set of goals that
arethe bass of sound inditutional reform policies. Next, we develop a practical analytical framework
for gudying accountability in social sector decentralization reforms. We then describe the four case
udies, summarize our findings, and present the most generalizable lessons learned. Thisfirst section,
thus serves as both an introduction to the theory and an extended summary of the study as a whole.
Section |1 presents the case sudies of educational reformsin Mexico and Nicaragua and draws case-
specific lessons learned. Section 111 does the same for the case studies of health care reforms.
Throughout, we do not emphasize blanket evaluations (e.g., X is better than Y), but rather
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comparative evaluationssuch as*If X, then the prablems will be A and the disadvantages will be B.”

B. Decentralization & Recentralization: Why Do We Care?

5. Thereisa wide-gpread perception that overly-centralized systems of both financing and providing
government services haveled to huge inefficiencies and poor service delivery, aswell asinequalities
in resource digtribution. These undesirable outcomes arise largely through the mismanagement of
resources and an inability to match service provison with demand. One can begin to discern several
lines of argument in favor of decentralization. However, when examined in more detail, it becomes
ap Theparent that achieving greater efficiency and equity often requires both decentralization and
drengthening of central functions, or recentraization. How can we determine what functions are best
carried out at each level. The concept of subsidiarity, providesarule of thumb: push responshility
for service provigon to the lowest level possible (to promote participatory democracy and achieve the
efficiency gains from matching services to citizen preferences) without sacrificing 1) efficiency
through failing to account for externalities, spillovers, or economies of scale associated with those
services or 2) equity/redistributional concerns.

6. Box 1 setsout in more detail how this general rule of thumb can be devel oped.
Efficiency and Fiscal Resour ces Arguments for Decentralization and Recentralization

7. The firg line of argument, we call the efficiency argument. We can discern essentially three
different aspects of the efficiency argument, and we later seek evidence for each in the cases:

8. Production efficiency isachieved when a desired output is achieved for the lowest cost in terms of
the resources used to produce it. (Or, when output is maximized for a given cost.) It may also be
called technical efficiency. The argument for decentralization here stems from the bdlief that sub-
national levels of government may more effectively choose input mixesto achieve a desired level of
output. In addition, they may manage resources more effectively: this may occur through a) a
reduction in bureaucratic red tape; b) more appropriate and effective management styles; or ¢) greater
accountability to the populace on the part of sub-national officials with respect to how expenditures
and investments are made. On the other hand, service provison must be produced or regulated in
order to account for externalities and spillovers. In addition, if sub-national adminigrative capacity
is weak, then the central government must either take steps to improve it, or continue to use its
expertise to provide services directly. This point holds particularly true for evaluation.

9. Allocative Efficiency involves matching the bundles of services provided with the preferences and
needs of the population receiving them. The argument for decentralization in this respect isbased on
the supposition that sub-national levels of government are closer to the population they serve and
therefore more capable of discerning local priorities and designing programs to meet them.

10. However, it is well accepted that national governments have the greatest capacity for inter-
regiona digributive policies, reallocating resources from wealthier jurisdictions to poorer ones. They
may also have more capacity for inter-personal tranders. Thelogic is that the mobility of congtituents
makes redigtributive policies inefficient if pursued too vigoroudy at the sub-national level. In
addition, centralized allocation may be less vulnerable to capture by local dites. But, if the goal of
improved service provison is met through increased production efficiency, then it stands to reason
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that services may improve for disadvantaged groups, which could improve inter-regional and inter-
personal equity despite the persistence of regional disparities.

TABLE 1: Key Goals & Working Hypotheses for Decentralization & Recentralization

Reforms

Efficiency & Fiscal Resources Arguments for Decentralization & Recentralization

Decentralization

Recentralization

stakeholders. This may augment the public resource base.

Production 1. Sub-national governments may choose input mixes 3. National governments must account for externalitiesand
Efficiency and/or develop programs and policies more effectively spilloversrelated to national goals.
than national governments.
4. National governments may have more expertise, particularly
2. Sub-national governments may manage resourcesmore | for evaluation and ingtitution building in weak sub-national
efficiently than national governmentsby: @) Reducing jurisdictions, and greater capacity for disseminating good
bureaucratic red tape; b) |mplementing more practice. In addition, eval uation mechanisms must be
appropriate/effective personnel management; c) comparable acrossjurisdictions and the national government
Accounting more to stakeholders regarding how fundsare | must rely on comprehensive evaluation measures both for
spent national planning and to hold sub-national jurisdictions
accountable for use of national funds.
5. Sub-national governments know their congtituents 7. Central government has greatest capacity for inter-regional
better than national governments and therefore provide and inter-personal redistributive policies.
services that more closely match citizen preferences.
There may also beimproved equity through more 8. Centralized allocation may be less vulnerable to capture by
Allocative effective targeting of the poor populations. local elitesand interest groups.
Efficiency
6. If reformsimprove services for disadvantaged groups,
equity may improve despite regional disparities.
9. National governments can use leverage from fiscal 11. Many important taxes (e.g., consumption [value added]
transfersto stimulate economically efficient and/or taxes and income taxes) may be handled most efficiently and
socially beneficial behavior by sub-national governments. equitably at the national level.
Fiscal 10. Aswith#5 above, sub-national governments can set 12. Sub-national governments can run deficitsthat in extreme
Efficiency and some limited number of taxes and/or user feesin amore cases can threaten macro stability.
Fiscal efficient and responsive manner with respect to the
Resources regional/local economy, households and other 11. Importantly, greater sub-national fiscal responsbility may

throw regions more to the mercy of their own endowments, thus
increasing inequity nationally.

Democracy/Power Sharing Arguments for Decentralization & Recentralization

Decentralization

Recentralization

12. If reforms allow true power sharing, then democratic
political participation and/or political stability could be
improved. Palitical equity may also improve.

13. Improved power sharing assumes functioning sub-national
democratic ingtitutions, which are notorioudy weak in many
countriesin the region. (See#8 above).

14. Fiscal Efficiency and Fiscal Resources are actually a hybrid of production and allocative

efficiency, and rdate to the intergovernmental fiscal rdations involved with the financing or provison
of servicesby sub-national governments. As Campbell (1991: 7) notes, there are two dimensions:. @)
the sructure of intergovernmental grants and other fiscal relations and b) the impact that sub-national
budgets can have on the national macro-economy.

15. It isoften argued that decentralization can augment and strengthen the overall resource base for
services provided at al levels of government. This occurs because: 1) sub-national governments
and/or other stakeholders can be induced, through matching grants and other intergovernmental fiscal
mechanisms, to increase their contributions to service provison and tax efforts ; and 2) their
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proximity to the urban business population (particularly the poorer segments of it like the informal
sector) and other stakeholders may allow subnational governments to tax or charge fees more
effectivey for the services demanded, thustaking advantage of revenue sources untapped under more
centralized regimes. (Bahl and Linn (1991) and DeSoto (1990)

16. The potentid for tapping these new resourcesis, however, limited by the same forces that make
the central government more effective at redistribution; thus most important taxes will be handled
mog efficiently and equitably at the national level. This calls for revenue raisng potential to remain
largdy at the national level to avoid throwing regions at the mercy of their wealth and endowments,
while augmenting service provision at the sub-national level through a system of fiscal transfers.
These trandfers should be congructed in such away to use central leverage to stimulate economically
efficient and socially beneficial behavior. (See Winble 1998 & IDB 1994)

Democracy/Power Sharing Arguments for Decentralization and Recentralization

17. While decentralization may adversely impact inter-regional equity, it also has been supported as
a means to promote democracy and equity. It may permit increased sharing of power and more
effective methods of addressing the needs of the poorest segments of the population. The popular
impression of central government officialsis that they live far away and out of touch with the needs
and desres of local populations, therefore, strengthening sub-national officials postions via
decentraization of actual power over decison-making may improve democratic decison making and
lead eventually to the strengthening of sub-national political ingtitutions. Power sharing can magnify
the perception of political equity, a phenomenon equally important as equity in the purely economic
sense. Gainsin national political sability that grow from a greater sense of equitable sharing of
power can play an instrumental role in supporting the central government’s efforts for macro-
economic gability. Thus, the power sharing aspects of decentralization relate in some respect to the
fiscal efficiency argument. The caveat here, of coursg, is that democratic power sharing can only
occur if sub-national democratic ingtitutions exist and function. Where they are weak, the central
government must use its expertise to help foster them.

18. In addition the redigtribution of power in the social sectors often involves powerful 1obbying and
interest groups at the national level as well as different levels of government. For instance,
educational decentralization in Mexico necessarily implied a shift in the power structure away from
the extremely powerful national teacher's union. Indeed, many analysts view this as the primary
political aim of the decentralization in Mexico. The extent to which this actually happened is explored
in the case.

19. Having laid out the goalsof ingtitutional reform, we now discuss how we analyzed the means by
which governments have tried to achieve these goalsthrough policies called “ decentralization.” Many
reforms gain the label "decentralization” when it is not entirely clear that the term is appropriate.

20. In practice this reform environment contains congtantly evolving e ements of decentralization and
recentralization. Perfor mance accountability emphas zes the need to determine 1) who isresponsble
for what aspects of service provison? 2) how do the incentives inherent in these arrangementstry to
encourage effective sarvice provison? And 3) given these first two determinations, how well doesthe
actual service provison arrangement function?.



21. Table 2 sats out the main aspects of the framework. It conssts of the seven aspects or dimensions
that we have found to be critical to examinewhat reforms can actually do to increase accountability.

Table 2: Framework for Analyzing Accountability in " Decentralizing” Social Service
Delivery Systems

Seven Important Aspectsfor Consideration:

l. FINANCE
Revenue Authority, central and sub-national
Expenditures Authority, central and sub-national
Grants-in-Aid and Intergovernmental Fiscal Transfers
Il. AUDITING & EVALUATION
(by central and all other relevant levels of government)
Financial
Performance
Operational
Program
I1. REGULATION & POLICY DEVELOPMENT
Devel oping/Designing Regulations
Implementing/Enforcing Regulations

V. DEMAND-DRIVEN MECHANISM S (Expression of Demand)
Cost Recovery
Citizen Participation
Others

V. DEMOCRATIC MECHANISM S (National, Regional, and L ocal)
Vating

Citizen Participation/Local & Grassroots Organizations
Conflict Resolution
VI. SERVICE PROVIDER CHOICE/MIX
Public, Private, and Nonprofit (NGO) Provision
Civic Society and Civil Associations
VII. CIVIL SERVICE & (Personnel & Information) MANAGEMENT SYSTEMS

C. Summary of Case Studies

22. By choosng casesin Mexico and Nicaragua, we aimed to draw lessons from both a large, federal
country and asmall, unitary one. The cases were also chosen for their intrinsic importance and their
potential to yield useful insghts. In Mexico, the reforms explored primarily involve the transfer of
some respons bilities in both the health and education sectors from the federal level to the sates. In
Nicaragua, some of the reforms are smilar, emphasizing the transfer of service responsbility and
adminigtration from the central government to either a department-level or municipal-level entity.
However, one of the reforms, the Autonomous Schools Program, involves a transfer of significant
budget, planning, and administrative powers to the site-level (schoolsin this case). We consider this
a much bolder and certainly rarer reform (though not necessarily better) and thus we spend
congderabletime exploring thiscasein Section |1.2. Below, we briefly describe the four case studies
and present brief applications of the framework for each in Tables 3-7. Each of these figures serves
also to provide a concise summary of the most important aspects of the respective reforms.

Education Cases

Case#1. Mexican Educational Decentralization, 1992-1996, Federal-to-state transfer of Primary
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& Secondary education administration. Case Study States: Hidalgo, Guanajuato, & Zacatecas

23.1n 1978, the Federal Government created state-level, Federal “delegations’ (state-level, Federal
authorities) but kept financing centralized (80% federal) via discretionary transfers. States, to varying
degrees, developed their own, independent public school systems. In 1992, the Federal delegations
and all personnd, property, and expenditure responsihilities were officially transferred to the states,
but the substantive meaning of this reform, according to the different aspects of the framework, is
unclear. Financing remains approximately 80% federal, and transfers are done through annually
negotiated trandfers. Municipal and school level councils were part of the decentralization legidation,
but they do not appear to function (i.e., they do not even exist) and there islittle indication that this
ischanging in the near future. Finaly, for better or worse, Mexico’' s decentralization “ sequence’ has
now been in motion for nearly two decades, and undergone at least two very different types of
decentralization reform, providing ample experience for current analysis.

24.Table 3, a summary of the application of the framework to the recent Mexican educational
reforms, showsinwhat ways we determined the system has changed since the 1992 legidation. The
framework proves useful in highlighting that in fact it is difficult to call the Mexican educational
reforms * decentralization.” However, in some aspects there has been a transfer of power .

Case #2. Nicaraguan Educational Decentralization, 1993-1996: the Municipalization and
Autonomous Schools Programs. Case Study Departments: Managua, Matagal pa, and Leon.

25. Municipalization: In alimited number of locales (10 out of 143 municipalities), schools are now
the immediate respongbility of municipalities. Municipal Education Councils, led by the mayor and
the local representative of the central Ministry of Education, have been established in a broader
number of locales. Thisis a more traditional “ decentralization” scheme, which involves transferring
some respons bilities for administration from central to sub-national governments.

26. Autonomous Schools Program (ASP): A bold move to school -based management in which school
councils are established, the school budget is transferred from the Ministry to the school, and
additional fees are charged of parents. School councils have considerable authority over how to use
thefees collected, and thus far most fees go toward increasing teachers salaries. The program grew
out of minigerial mandates, not legidated changes in the general law, and has so far yielded uneven
results, particularly with respect to equity issues. The reforms took place first, before much
institutional development, and only now are accounting systems and arrangements for technical
ass stance being devel oped by the central government.

Table 3: Brief Application of Framework for Analyzing Accountability
M exican Education Refor ms, 1992-1996



Framework Aspect

Comment/Summary Judgement

I. Finance

Relatively unchanged authority for central and sub-national gover nments. No change
at all ontherevenue side. Very little change on the expenditure side: Federal government
continues to determine transfers to states based on yearly budget negotiations, although states
do literally spend the money, which they did not do before. States have only dightly more
control over how to spend than before 1992. Some recentralization from the Federal role
negotiating salaries for all teachers, not just those in the formerly separate Federal system.
States given no ability via grants-in-aid (such as matching mechanism) to alter the size of the
transfer, other than non-transparent yearly budget negotiations.

I1. Auditing & Evaluation (Financial,
Performance, Operational, & Program)

Central government transferred only financial auditing responsibility. The Ministry no
longer does very much due to state autonomy. Little change in quantitative evaluation
systems. States devel oping some eval uation geared towards creating qualitative complements
to the Ministry evaluation. States have same responsibility to provide basic data, but the
Ministry may have less ability to verify, due to state autonomy.

I11. Regulation & Policy Development

Officially, central authority is unchanged. States, however, finding more room to
maneuver devel oping programs officially against Ministry norms.

1V. Demand-driven Mechanisms (Expression
of Demand)

No change. No vouchers or other traditional demand-driven reforms. Some increased state
interest in polling stakeholder priorities though qualitative evaluations and survey.

V. Democratic Mechanisms (Voting, Citizen
Participation, & Conflict Resolution)

Officially, no change. Per haps some democr atic impact: state governorsare (arguably)
closer to the electorate than central officials and now have more control over the sector: they
appoint the state' s education secretary who has the few increased powers described in aspects
111 'and VI1. Official support of citizen participation, but not many successful examplesof its
taking root.

V1. Service Provider Choice/Mix (Public,
Private, and NGO Provision)

No change. No inclusion of private sector. Very little parental choiceto pick schools. Little
change in the differentiation between formerly separate Federal and state school systems.
Little or no involvement of NGOs and other civil associations compared to other countriesin
theregion.

VII. Civil Service and Management Systems

Significant transfer of central authority. Teachers and most administrators are now state
employees. States have increased control of bureaucratic shape and functions, aswell as
allocation of teachers across geographic areas and sub-sectors of basic education (preschool,
primary school & secondary school). Still, however, states face significant resistance from
both union and Federal influence over hiring and placement.

27. Tables4 and 5 present our brief application of the framework to these two programs. The ASP
exhibits a relatively high level of change and transfer of central authority along most of the seven
important agpects for congderation. Municipalization, on the other hand, has effected fewer changes.
Both programs, though very young, show initial promise for improving accountability and educational

outcomes in Nicaragua.




Table 4-- Brief Application of Framework for Analyzing Accountability Autonomous

Schools Program, Nicaragua

Framework Aspect

Comment/Summary Judgement

|. Finance

Significant transfer of central authority to schools: Though the Ministry continues to
finance the system centrally, contributions to schools from parents now play a growing role
in resources available to schools. Schools have greater control on the expenditure side:
principals and school councils have increased discretion over spending patterns. Local
councils can alter centrally suggested fee levels. However, thereisa strong, if non-
transparent, central rolein financially supporting poor autonomous schools. Regarding
grants-in-aid, the Ministry uses newly-devel oped grants to autonomous schools to transfer
resources for salaries, benefits, routine maintenance, and perhaps utilities based on
capitation principles and average costs at the school before autonomy. But transfers are not
truly formula driven.

I1. Auditing & Evaluation (Financial,
Performance, Operational, & Program)

Moderate transfer of central authority: Very little change in central functions, which rely
on a small number of random audits and analysis of departmental performance reviews.
Some increased vigilance on the part of parents and teachers due to interest in school fees.
School and Municipal councils perform program evaluations, but may be ineffective due to
lack of sufficient training. Large on-going central evaluation of ASP undertaken with World
Bank support.

111. Regulation & Policy Development

Little changein central authority: Norms, standards, text books and basic curriculum still
developed centrally. Local councils have some leeway in 1) developing curriculum, though
they have done so little in practice and 2) text selection, though the Ministry only pays for
their own. Little or no attention by local actors to improving teaching methods. Central
Ministry has recently implemented new teaching methods (metodol ogia activa), which have
proven popular with teachers (Fuller & Rivarola, 1998).

1V. Demand-driven Mechanisms
(Expression of Demand)

Significant change in some schools: Required, voluntary, and (in come cases) extorted fees
reflect and influence parental demand for schooling, especially at the secondary level.
Participation of parentsin local councils provide community input to provision of services.

V. Democratic Mechanisms (Voting,
Citizen Participation, & Conflict
Resolution)

Significant transfer of central authority dejure; varied results de facto: Where school
councils function according to norms, parents, through el ected representatives, are given
significant voice in school policy including budget, personnel, and curriculum. Principals
are elected by the school councils.

V1. Service Provider Choice/Mix (Public,
Private, and NGO Provision)

Little change: though autonomous schools represent a significant change in school
administration, the public sector is still responsible for service provision. Parents do not
have increased capacity to choose schools via vouchers or other mechanisms. NGOs and
private organizations do not run autonomous schools. While NGOs and other civic
organizations play a significant role in education, their role has not necessarily changed as a
result of the autonomous schools program. School administrative structure may, however,
facilitate civic involvement.

VII. Civil Service and Management
Systems

Very significant change in central authority: principals and the school councils gain
considerable control over management of personnel and budget. Municipal-level Ministry
delegates are the front line, having gained primary responsihility for recruiting and
overseeing autonomous schoals, training participants, and resolving disputes.




Table 5-- Brief Application of Framework for Analyzing Accountability M unicipalization

Program, Nicaragua

Framework Aspect

Comment/Summary Judgement

|. Finance

M oderate/L ow-L evel transfer of central authority: The Ministry controls school revenues and
transfers funds for school personnel to municipal governments, which provide no substantial
funding. As aresult of increased involvement in education, they do, however, 1) support
municipal-level Ministry delegates more through provision of small but useful contributions, such
asthe use of municipal vehicles; 2) sometimes allocate resources for school rehabilitation; and 3)
prioritize school construction in project proposals to the central government’s social and
infrastructure development fund (FISE). Regarding grants-in-aid, the Ministry transfers resources
for school personal to municipalities, whose primary responsibility isto administer the payroll
system. Transfers are not sizable enough to provide municipal governments with any discretion
over the allocation of funds.

I1. Auditing & Evaluation
(Financial, Performance,
Operational, & Program)

Littletransfer of central authority: Very little changein official central functions, which rely on
a small number of random audits and analysis of departmental performance reviews. Some
increased vigilance on the part of municipal and departmental government, parents and teachers
due to participation in municipal councils. Municipal councils perform program evaluations, but
may be ineffective due to lack of sufficient training.

I11. Regulation & Policy
Devel opment

Very little changein central authority: Norms, standards, text books and basic curriculum still
developed centrally. Local councils have some leeway in 1) developing curriculum, though they
have done so little in practice and 2) text selection, though the Ministry only paysfor their own.
Little or no attention by local actors to improving teaching methods.

1V. Demand-driven
M echanisms (Expression of
Demand)

L ow/M oder ate-level transfer of central authority: To the extent that mayors are more
accessible to citizenry than central government officials and have some increased control over the
system (see |l and |11 above), parents may have more ability to lobby and express priorities.
Participation of parentsin local councils provides community input to provision of services.

V. Democratic Mechanisms
(Voting, Citizen
Participation, & Conflict
Resolution)

M oderate transfer of central authority dejure; varied results de facto: Where municipal
councils function according to norms, parents, through el ected representatives, are given some
voicein school policy including personnel and curriculum. System is administered locally by
elected officials, not smply Ministry-selected delegates.

VI. Service Provider
Choice/Mix (Public, Private,
and NGO Provision)

Little change: public sector till provides and regulates schools. No vouchers or significant school
choice. While NGOs and cther civic organizations play a significant role in education, their role
has not necessarily changed as a result of Municipalization. Municipal involvement may,
however, facilitate civic involvement.

VII. Civil Service and

M oderate transfer of central authority: Municipal governments administer payroll and other

Management Systems personnel transactions. Municipal councils may hire and fire principals and teachers. Municipal-
level Ministry del egates have gained primary responsibility for coordinating Ministry-municipal
relations.

Health Cases

Case #3. Mexican Health Care for the Uninsured 1982-1996. Case Study States: Hidalgo,

Morelos, & Jalisco

28. By mogt accounts (e.g., Gonzalez-Block [1995]) decentralized health reform in Mexico has not
proven successful, beneficial, or real. Fourteen states signed an accord and received responsibility
for avery limited set of programs. (We call these* Accord states.”) Little changed in the remaining
17 dates (“ Non-accord gates’). Control remains heavily centralized, has perhaps negatively affected
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equity, and proposed reforms have not taken hold in any universal way throughout the states. In a
sense, this creates an opportunity to establish lessons learned in how NOT to decentralize, and a case
study in the possibility of ineffective (from the point of view of services rendered) recentralization.
At the same time, several aspects of the health care system were integrated and a few partnerships

with the private sector have been initiated.

Table 6: Brief Application of Framework for Analyzing Accountability
M exican Health Reforms, 1985-1995

Framework Aspect

Comment/Summary Judgement

|. Finance

Littletransfer of central authority. Virtually no new financing arrangements on
the revenue side with the exception of some user fees, now under state control in
Accord states. On the expenditure side, Accord states gained some new control
over the budget (e.g. materials and supplies) but until 1995 no control over
personnel spending, the lion’s share of the budget. In Non-accord states little
changed. Regarding grants-in-aid, states were given no ability (such as matching
mechanism) to alter the size of the transfer, other than non-transparent yearly
budget negotiations.

I1. Auditing & Evaluation (Financial,
Performance, Operational, &
Program)

Virtually no change. Performance, operational, and program auditing continue to
be federal, largely through the budget-programming process. Financial auditors
are now located in decentralized states, but power of enforcement remains at the
federal level.

111. Regulation & Policy Development

Moderate transfer of central authority. Although norms continue to be
devel oped vertically, some states have devel oped and implemented innovative
programs and policies within those norms.

1V. Demand-driven Mechanisms
(Expression of Demand)

M oderate transfer of central authority. User fees have doubled as a proportion
of total spending in decentralized states to 9.3%.

(Public, Private, and NGO Provision)

V. Democratic Mechanisms (Voting, No change.
Citizen Participation, & Conflict

Resolution)

VI. Service Provider Choice/Mix No change.

VII. Civil Service and Management
Systems

Littletransfer of central authority. States gained only two new powers over
personnel matters, both of which are important but limited in scope: 1) Accord
state health systems absorbed new groups of workers through the merger of a
moderately unpopular state controlled system with a popular and effective Federal
one (IMSS-SOLIDARIDAD), and 2) states could devise a system of integrating
salary structures. Because the Federal Government has been slow to fill needed
new health posts, some Accord states have increased their pool of state workers,
largely financed via state-controlled user fees.

29. Summarizing the reforms with respect to the accountability framework (Table 6) revealsthat it
ishardto call the Mexican health reforms a process of “decentralization,” or even to say that much
was changed. Statesdid not gain a Sgnificant level of control over even a single aspect of the system,
and mogt of the few new powers they did gain have dowly been taken away from them. A
substantively new reform effort, modeled somewhat upon the experience in education, has very
recently been initiated, suggesting that the reform effort we study here (1982-1996) is essentially
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over. Thiscase sudy is, thus, different from the other three, which examine young, nascent reforms
and policy processesin progress.

Table 7: Brief Application of Framework for Analyzing Accountability

Nicaraguan Health Reforms, 1992-1996 (SILAIS)

Framework Aspect

Comment/Summary Judgement

|. Finance

Low/M oder ate transfer of central authority. No new financing arrangements on the
revenue side for Ministry services, but new in-patient contracts for Social Security and private
patients give hospitals greater revenue-raising and spending powers (albeit tightly controlled
by national guidelines). Donor agencies now contribute almost 50% of the health budget, with
some allocation and management by the SILAIS. On the expenditure side, the mix has
changed moderately--with goods and services, roughly 20% of spending, SILAIS-controlled.
Regarding grants-in-aid, SILAIS were given little ability (such as matching mechanism) to
alter the size of the transfer from the center, but formula transfers have begun to replace
historical budgeting which 1) improves transparency and 2) in principle rewards SILAIS if
they demonstrate need and responsible spending of annual budgets.

I1. Auditing & Evaluation

No change.

111. Regulation & Policy
Devel opment

Moderate transfer of central authority. Although norms continue to be devel oped centrally,
formulas for establishing policy priorities place more responsibility on the SILAIS.
Municipalities also given somerolein the policy formulation process. Some increased policy-
making capacity for private hospital services.

1V. Demand-driven
M echanisms (Expression
of Demand)

Littletransfer of central authority and little central development of such practices. User
fees have been established at both primary and secondary care levels. Most monies remain at
theunit or SILAIS, but their use and levd is circumscribed by national guidelines. While user
fees almost fully fund laboratory, dental, and other services, they have generated barriersto
care; recently user fee exemptions have been ingtituted for priority populations.

V. Democratic
Mechanisms (Voting,
Citizen Participation, &
Conflict Resolution)

Littletransfer of central authority and little central development of such practices. More
interaction between the municipalities and their communities. Participatory groups identify
problems but do not have a governancerole.

VI. Service Provider
Choice/Mix (Public,
Private, and NGO
Provision)

M oderate transfer of central authority. The Ministry uses public service providersonly.
However, there is a growing presence of fee-for-service NGO providers, particularly for
women's health services. A development with significant implications for the Ministry --
particularly its hospitals -- are the Social Security Institute’s and private sector’s new managed
care companies, which contract with public hospitals on a risk or fee-for-service basis for
differentiated (read superior) services and wards. Regarding civil associations, volunteer
boards officially govern the SILAIS, but how much power they actually have is questionable,
in part because board members are named by the Ministry , and in part due to lack of
experience. At anational level, a volunteer advisory board for health policy development has
been formed with significant NGO representation, but it has virtually no power.

VII. Civil Serviceand
Management Systems

Littletransfer of central authority. Center (largely the Ministry of Finance) controls the
personnel portion of the budget. SILAIS have gained some ahility to shift personnel within
jurisdictions, but no real ability to hire and fire.
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Case#4. Nicaraguan Health Decentralization: Local I ntegrated Health Care Systems (SILAIS),
Deconcentration/Site-Based Management/Community. Case Study Departments: Managua,
Chontales, Jinotega,and Leon.

30. Thiscaseis"armslength decentralization” in the sense that the jurisdictions receiving control over
regiona hedlth care provison are central entities. Departmental-level health units are established and
given some control over the suppliesbudget and local policy development. The center retains control
over much of the regulation, financing and planning of the system. As of 1995 all SILAIS were
governed by unpaid Boards of Directors, made up of local officials, church officers, people working
within the health sector, and "diginguished” community members. Each SILAIS includes a network
of primary health care units and a secondary level hospital (that offers specialty servicesin internal
medicine, surgery, pediatrics, and obstetrics/gynecology). As of February 1996, SILAIS were
authorized to sl servicesto the social security system or other private purchasers. The World Bank
has hel ped the center defineitsrole, and the IDB is concentrating on the action at the local level.

31. For the case of the Nicaraguan health sector, decentralization may be characterized asinchoate,
with problem definition and all ocative respongbility partially located at 17 departmental level SILAIS
but some trangfer of fiscal contral -- limited to goods and services, approximately 20 % of the budget.
(Table 7) While the fiscal control transferred for this portion of the budget is extensive, permitting
the flexibility to move expenditures from one budget area to another, the management turnover in the
Minigtry of Health, and more importantly, the absence of any binding legidation has considerably
weakened the decentralization effort.

D. L essons L ear ned

Does ingtitutional reform have some of the expected effects and achieve some of the desired
goals?

32. Capacity and effective ideas exit at the sub-national level. Through all four cases, and indeed
through nearly every sub-national jurisdiction included in the individual cases, we found consistent
evidence of capable administrators ready to develop and implement effective policies -- often with a
clearer focus on clients, a more effective use of resources, and/or innovative programs. While this
may be less true for sub-national jurisdictions in a small country like Nicaragua (eg. the
departments), thisfinding issignificant because lack of sub-national adminigrative capacity is often
cited asamajor concern regarding trandferring control from central government bureaucracies. While
the lack of experience at the sub-national level is by no meansatrivial issue (asin the case of the
health sector in the State of Morelosin Mexico), we did not find it as critical as might be expected:
for example, the State of Hidalgo in Mexico handled its new education responsibilities very well, even
with little previous Sate-level experience. In fact, sometimes the absence of an existing sub-national
bureaucracy can be an advantage.

33. All four cases, but particularly the Mexican health and education cases, show that sub-national
adminidrators are crafty at eking out more power and control than they are officialy given. Through
scrutinizing legal codes or smply gaining confidence to defy central norms, sub-national authorities
seemed to take “ decentralization” reforms, however limited de jure, as signals that they should do
more, de facto. Thisis particularly true for regulation and policy development.
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34. Naturally, however, even capable administrators will require both training and an effective
intergovernmental incentive environment in order to be effective and accountable. We believe that
sub-national administrators have effective ideas (and the ability to implement them) that have been
symied by lack of control over therequisite policy levers. The health and education casesin Mexico
support the ideas that 1) Sate-level officials can and do learn from each other and 2) sub-national
officials can be effective in lobbying the central government for support. They showed both
knowledge of what the central programs could do to support them and innovation in striking deals
with the central programs on arrangements such as providing matching funds. The central government
must continue to play a strong role in supporting the implementation of these ideas, particularly
through providing compensatory programs and access to technical and administrative support.

35. Demand responsiveness occurs and may improve accountability. The Nicaraguan education
case and to some extent the Mexican education and health cases, show that developing demand-driven
mechanisms can play an integral role in reforms that transfer administrative powers away from the
central government. These mechanisms may be developed through central guiddines (as in the
Nicaraguan case) or may arise from the impetus of capable sub-national officials (asin the State of
Guangjuato, Mexico). Radical, demand-driven mechanisms (such as school feesin Nicaragua) may
improve accountability, but they also emphasi ze the need for effective, central compensatory policies
and regulations to prevent greater inequities. In addition, the Nicaraguan case shows that demand-
driven mechanismslike school fees can be made more responsive and more effective if implemented
in conjunction with effective participatory mechanisms.

Central government continues to have critical responsibilities: so called “ decentralization” may
alter but not actually reduce the central role. Three responsbilities stland out:

36. Technical Support. Central governments must provide technical and administrative support,
especially for weaker and/or poorer jurisdictions. The centrally-provided training for local-level actors
in the Nicaraguan education case is particularly salient.

37. BEvaluation. Central evaluation practices are important for disseminating good results, holding
sub-national jurisdictions accountable, and identifying areas for national planning. Unfortunately, we
mug makethis point mostly through highlighting the absence of good central evaluation in the four
cases. On the other hand, different forms of evaluation, monitoring, and dissemination of information
should be encouraged at all levels, not just central.

38. Compensatory Financing. As mentioned above, well- targeted central compensatory resources
and policies are needed to aid inequity, particularly where demand-driven mechanisms form part of
the national reform strategy. In Nicaragua, the lack of effective compensatory policies threatens the
heart of both the health and education reforms. In Mexico, on the other hand, sub-nationa
adminigratorsimmediately lobbied central compensatory programs to effectively support their own
innovations.
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What implementation strategies ar e successful ?

I ntergovernmental transfers are powerful toolsthat both create the overall incentive environment
within which social sector systems operate and potentially build the basis for central
compensatory policies.

39. Theformula-based transfersto local unitsin the Nicaraguan education and health cases provide
the transparency needed for effective and rational annual budgeting. They also provide incentives for
local schools and health units to attend to clients the central government views as a priority. On the
other hand, the lack of formula-driven trandfers -- and the use instead of yearly negotiated transfers --
in both the health and education sectors in Mexico has prevented sub-national jurisdictions from
planning and budgeting effectively. At the same time it has failed to hold these jurisdictions
accountable for the funds they receive. The negotiations allow political factors to outweigh the
compensatory goals of the central government, which could, effectively, be incorporated into formula-
driven transfers.

40. Earmarking transfers in very specific ways (as is the case for both health and education in
Mexico) limits the overall effect that transferring such funds to sub-national unitsis, in theory,
expected to have. On the other hand, central governments can (even unofficially) relax or tighten the
actual expectations for such earmarking. In the Mexican education case, we found evidence of
cregtive sub-national interpretations of the intentions for earmarked funds, and a willingness by the
central government not to enforce regulations drictly. In Mexican health, on the other hand, we found
that the central government was able to take back nominally decentralized powers via tightening their
interpretation of regulations. Thissuggests away of achieving “incremental decentralization” that has
not been widely recognized: the deliberate, progressive widening of expenditure categories to make
room for local initiatives -- a means that also potentially creates space for learning by doing.

41. Reforms that do not change personnd policies and practices are ineffective. The powersto
hire, fire, and negotiate salaries are the linchpinsto any potential system of improvements. Health and
education reformsin Mexico have been stymied by the lack of any of these three powers at the sub-
national level. In Nicaragua, to some extent the same istruein health, but in education these powers
have been largely extended to the school and school-council level and this has both improved
accountability and held the entire reform together, even in the face of other significant problems and
obstacles.

42. Legidation need not precede reform. Mexico has followed the more conventional reform
process of building alegal and legidative base for a reform agenda, and then implementing changes.
Nicaragua, on the other hand, effected large-scale changes via internal ministerial directivesin the
absence of a firm legidative base. The dangers of the Nicaraguan model are not trivial, and they
include the potential that changes in central administration or early pitfalls in implementation may
scuttle the entire reform effort. On the other hand, Nicaragua was able to effect fundamental and far-
reaching changes in school adminigtration and finance in a remarkably short amount of time, while
avoiding the ssumbling blocks of legidative battles. In addition, the Nicaraguan modd encouraged
a great deal of learning by doing that is sure to make any subsequent legal foundation more
appropriate and effective. The conventional model makes ensuing changes far more costly. We
suggest that both Mexico and Nicaragua have important lessons to learn from consdering the
attributes of the alternative strategy. In fact, the right recipe for reform in most countriesislikely a
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combination of both strategies, even if one or the other dominates.

43. Citizen and community participation can play a constructive, and even a decisive, rolein
effective local service provision, but it is not an end in and of itself and it cannot simply be
legidated. While induding community participation in the reform legidation may help to encourage
such practices by putting the topic on the reform agenda of all involved, true and constructive
participatory mechanisms cannot be legidated. Unless participatory groups are given clear
responsibilities that they themsalves value -- such as budgetary or personnd control -- as well as
confidence that their decisons matter and will gtick, participation is unlikely to support effective
reform. Participatory groups should be given the opportunity to buy into a reform process because
they view it asbeing in their bedt interedts. It is very important to offer all stakeholdersan interest in
reform programs, and this can be done by offering them either money or power or both.

44. Mexico built school councils into the reform legidation, but these councils did not have clear
powers, did not build upon existing parent associations, and exist in a system of up to ten other
councils associated with any given school. They do not function. Nicaragua created school councils
with the powers to hire and fire teachers and handle significant portions of the school budget. They
compensated teachers, who might otherwise have been losersin the system, with higher salaries. The
Nicaraguan school councils function, and they have augmented the accountability of the entire
system. Participatory groups in the Nicaraguan health reform were given less binding decision-
making powers and it is not entirely clear that their functions are indeed appropriate: they do not
function particularly well. Participation itsalf (which requires the time and effort of citizens) must be
treated asa scarce resource to be put to its most productive use: used in one areg, it cannot be used
elsewhere,

45. Protect the crown jewels: make sure that the reform process protects popular and well-
performing programs. The Mexican health reforms essentially did away with a joint program
between the Mexican Ingitute of Social Security (IMSS) and the National Solidarity Program
(Solidaridad) for the rural uninsured, which smultaneoudy hurt service provision and tainted popular
sentiment againgt the reform movement in general.

46. Defining the appropriate jurisdiction for reform isimportant and difficult. 1t is also different
for the health and education sectors. The best sub-national level to produce a service from a
production technology point of view may be quite different from the administrative level most capable
of producing it. The Nicaraguan health case is a perfect example. Considering only the production
of health services, regional units seem quite attractive. However, in Nicaragua (as in many small
countries) the regional unit of government isnot a full-fledged administrative entity capable of taking
on the respong bility for service provision, nor doesit have elected leaders. The choice then becomes
oneof transferring responsbilities to more local units (such as municipalities or individual health
centers), or trandferring control to semi-public integrated agencies, or keeping the control central. In
small countries the latter may be preferable. The point at which the actual production of health and
education takes place is different enough that pursuing a smilar set of reforms (or attempting to
discern common lessons learned) can be difficult at best, wrong at worst. Education is largely
produced very locally (at the school or even the classroom level). Health on the other hand, presents
far moreregional issueseveninitsbasc production. Thisgreatly affects the choice of the appropriate
level to which to transfer control. Nicaragua shows that schools can be an appropriate level for
education administration, but municipalities may not be. Health, on the other hand, provides a
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stronger case for continued central control inasmall country.
How should we think about and begin to analyze “ decentralization” reforms?

47. The framework for analyzing accountability presented above is a useful way of examining
institutional reform. It encourages the analysis of specific functions and discourages general (and
not particularly useful) questions regarding the degree of decentralization and centralization of the
entire reform. The framework helps us to observe how well the specific functions are organized to
achieve overal accountability and effectiveness. Thus, we advocate using the word decentralization
aslittle as possible and instead advocate focusing on the important dimensions of the reform.

Section |1: Education Cases
Section I1.1; Mexican Educational Decentralization 1992-1996
A. Background & Summary of Findings

48. The Mexican system of primary and secondary education has undergone two major reformsin
the pagt 20 yearsthet it labeled “ decentralization.” Thefirgt, in the late 1970s, involved the reforms
to the structure of the Federal Government's Public Education Secretariat (SEP) without any
significant transfer of either funds or responghbilities to state governments themselves. Federal
del egations (del egaciones) were established in each of the 31 independent states in an effort to move
the locus of Federal educational adminigtration out of the Federal Didrict (D.F.) and closer to the
popul ations served. The second, explored in this case study, began in 1992 and officially transferred
responsibility for direct service provision from the Federal Government to the states.

49. During the 1980s, the Federal Government continued to dominate the financing of the sector
through a budgeting process requiring each of the delegations to compete for a national pool of
resources allocated annually by the Federal Government through the Ministry. Mog of the
approximately 1,000,000 primary and secondary teachers remained Federal employees.

50. Since mid-century, States could establish their own education sysems financed through their own-
source revenues (most of which come via the Federal revenue sharing system). These systems
remained virtually independent, with their own teachers and administrators (both state employees) and
their own infrastructure. The degree to which states chose to do so varied widdly, with some dtates,
like Nuevo Leon, actually spending more of their own resources on their state system than the Federal
Government spent on the Federal system in their state. On the other hand, some states, such as
Hidalgo, rdied amog entirdly on the Federal Government's sysem of primary and secondary schools.
Gershberg (1995) showsthat some state governments had, before 1992, significant experiencein all
agpects of the education sector (including budgeting and administration) while others had practically
none. In addition, since dates were allowed to devel op their own systems and use their own resources
to financeit in thefirg place, the decision to enter the sector was, to some extent, in the hands of state
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governors long before even the 1978 reforms.*

51. Conditutionally the Federal Government was responsible for securing primary education for all
Mexicans while states were free to choose where to place schools within their own systems.
Gershberg (1995) provides evidence that states targeted better-educated urban populations leaving
the Federal Government to cover the more disadvantaged and rural populations.

52. 1n 1992, the Minigry took what it hoped would be the next big step towards decentralizing the
education sector. The National Agreement for Basic Education Modernization (ANAM), signed by
the governors of all 31 dates, legally trandferred the previoudy Federal system (teaching and
administrative personnel and infrastructure) to the states, which had to establish their own State
Secretariats of Education, if they had not already done so.? Only the National Council for Educational
Development (The Federal compensatory program targeting isolated communities) and Federal
Didrict teachersremain officially employed by the Federal Government. The 1993 General Education
Law (LGE) solidified the 1992 ANAM, and gave it more legal muscle?

53. The combination of 1) agreements signed between the Federal Government and each state and 2)
the passage of a new General Education Law made it very unlikely that the transfer of adminidtrative
control to the states could be reversed quickly by a subsequent Secretary or presdential
adminigration. Up to 1992, the trandfer of adminigrative responsibilities to the states faced two main
obgtacles 1) governors fearsof receiving responshility for which they were not prepared and 2) the
National Teachers Union, discussed below. The 1992 ANAM overcame the first of these two
obgtacles Remarkably, the negotiating process for the ANAM took only about three months with the
governors, though negotiations with the union essentially started in the late 1980s. Nevertheless, we
must emphasize that the critical authority to hire, fire, and place personnd was not granted to the
states, nor was the authority to negotiate teacher salaries. These facts call into question the true
importance of the responghilitiesthat the Federal Government granted to sates.

B. Mexico: State-level Education Case Studies Highlights

54. The states chosen for case studies are Hidalgo, Guanajuato, and Zacatecas. One working
hypothess was that Sate experience Snce the 1992 ANAM would vary with the extent to which each
date had devel oped its own non-Federal sysem before 1992; therefore, we chose states with different
levels of gate expenditure as a proportion total expenditurein 1991%. All three sates are relatively
poor and relatively non-urban. All states also exhibit relatively poor educational outcomes. And,
thereisno dear, a priori relationship between outcome or quality indicators and the state contribution
to the share of education resources.

Hidalgo

It isimportant to note that the degree to which states contributed islargely the result of political and historical forcesrather than socio-
demographic or economic indicators. That is, one might expect, for instance, that wealthier states would contribute more. But thisis not
necessarily the case: whileit istrue that Nuevo Leon, a weelthy state, contributes heavily, Chiapas -- one of the four poorest states -- also
contributes relatively heavily.

Basic education in all case sudiesrefersto preschool, primary, and secondary school levels. The ANAM also includesinitial, indigenous
and normal schooling.

Wewill refer to the 1992 ANAM and the 1993 L GE together as*“ the decentralization legidation” or the 1992 reforms.”

1991 State Expenditure was 3.7%, 23% of total (State & Federal) expenditurein Hidalgo, Zacatecas & Guanajuato, respectively.
Gershberg 1995
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55. The actual transfer of the formerly Federal system to state control went smoothly. Other than
trandferring the functions of the federal Ministry’ s delegado to a governor-appointed state secretary
of education, there was little alteration in the bureaucratic chain of command, the administrative
personndl, or in the major functions of what had previoudy been the Ministry delegation. The
governar cleverly chose a young and capable legal expert as secretary of education, who worked at
the time under the federal Minigtry's unit that essentially wrote and negotiated the sgning of the 1992
ANAM with each governor.

56. This secretary picked two well-defined programswith political overtones, and made sure that they
worked: the literacy campaign and the preschool program. The literacy campaign reduced official
illiteracy rates from 17% before 1992 to 10% in 1996, bringing the rate in line with the national
average and winning an award of international recognition. A key component of the program was
the use of primary and secondary school teachers, who worked for extra pay as literacy teachers. This
agpect would have been impassible prior to the 1992 reform because of Federal norms. The preschool
program’ s key aspect isteaching preschool sudentsto read and write, a practice that is ill officially
counter to Federal norms. However, the state has won its legal and bureaucratic battles with the
Ministry and the program has survived. Both programs provide some evidence that increasing the
freedom with which date and local actors operate, even dightly, can lead to innovative sub-national
reforms improving both production and allocative efficiency. Importantly, Hidalgo's state level
administrators also showed acumen and innovation in lobbying and working with Federal
compensatory programs to support both programs.

Guanajuato

57. Before 1992 Guanagjuato had developed its own system of education, which accounted for
approximately one third of the expenditures annually for basic education in the state. Interestingly,
this figure has not changed since 1992. In 1992, the tate system had been headed by the same
secretary Snce 1985, and he was kept on by the governor as secretary of the entire system, including
the Federd tranders. It is clear, from this case and additional interviews with Federal officials, that
gateswith more extensive state systems at the time of 1992 reforms had a rich source of personnel
from which to staff the new system under their responsibility.

58. On the other hand, these personndl still faced great administrative obstacles and the first two
years after the 1992 ANAM werefilled with concerns related to merging the two systems. By most
accounts, the sysem did not progressat all vis-a-vis traditional outcomesin this time period because
of this process. This does not mean that the overall administrative bureaucracy shrank. Rather, it was
re-organized: for about two years after the gate inherited the Federal system, each key administrative
category had two smilar posts -- a director of primary schooling for the state and another for the
Federal system, a director educational planning for the state and the Federal system, etc.

59. In the area of demand-driven mechanisms and evaluation, the gtate is implementing a large
number of interviews with and surveys of key actors -- especially parents, sSudents and teachers --
to determine demand and priorities. They continue to rely on the Federal Government for macro-level
quantitative eval uations such as sudent exams and various attendance and efficiency criteria, but they
are complementing this information with qualitative evaluations. The results are not yet available.
This program was developed because of a sense that, given its new responsibilities, the Sate felt a
need to determine demand, but cost recovery was non-existent and community input inconsistent at
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best. The interview process, while susceptible to manipulation, is an innovative solution (in the
Mexican context) that has grown out of the 1992 reforms.

60. In terms of policy development, Guanajuato has two programs that can clearly be attributed to
the reforms semming from the 1992 reforms. The first isa policy of municipalization, in which state
education officials have tried to a) establish municipal level offices to handle payrolls, settle work
disputes, and participate (in the near future) in planning and school construction and b) foster
stakeholder participation through municipal-level councils. The second is a program to increase
preschool enrollment.

Zacatecas

61.The gtate proportion of school finance has actually fallen in Zacatecas since 1992. State officials
explain the trend saying that the declining share of state spending is due to increases in Federal
support since 1992 at a higher rate than the absolute increases of the state. We found some support
for this explanation. Increased Federal support supposedly has occurred because the state has low
education indicators. State officdals suggested, however, that the state is not complying with itsend
of the bargain and hasreallocated to other sectors gate funds previoudy destined for basic education.
Remarkably, officials from the state Department of Finance also verified this trend. Zacatecas
provides examples of the incentive problems inherent when sub-national entities spend national
money.

C. General Discussion of Key Reform Aspects
The Revenue Side of Education Finance

62. On the revenue sde, financing hasremained largely Federal (approximately 80% nationally), with
the Ministry using a system of annually-negotiated, non-transparent transfers essentially smilar to
those usad pre-1992. As discussed below, states have not gained significant control over either how
these transfers are determined or how they must be spent. That is, the sources of funding do not
exhibit any decentralization and the authority over the use of funds exhibits little more. Despite the
fact that the 1992 ANAM iscalled a*“ decentralization,” some traditional measures of decentralization
have not risen: As mentioned above in Zacatecas, the Sate share of financing the sector has actually
fallen since 1992.

63. For another example, the data show little change in the percentage of state own-source
expenditures on basic education in Guanagjuato. The same pattern holds true for Hidalgo, which
continuesto rdy almog exclusvey on the Federal Government to finance education. This pattern of
no change seems more common than that found in Zacatecas.

64. Government data in this area are much sketchier than they were before 1992. This owesin part
to the increased autonomy given Sates, which now report their own-source contributionsin the sector
to Federal authorities less consistently.

65. One very interesting lesson learned is that one standard measure of decentralization, the
proportion of resources raised and/or contributed by sub-national governments, is not a good
indicator of “decentralization,” or more correctly of local control. Thisis especially true snce well-
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designed transfer mechanisms can provide greater expenditure autonomy without transferring
responghility for the provigon of funds. In fact, such measures may reveal recentralization of certain
aspects of sources of funds.

66. Since the sources of education revenue have not been decentralized, the transfer mechanism and
expenditure authority become critical. As discussed in the previous section, subsidiarity would call
for a relatively centralized system of revenue but a more decentralized authority over expenditure
authority.

The Expenditur e Side of Education Finance

67. On the expenditure sde, there has been some transfer of respongbility to states, but much less
than at first appears. The official line isthat expenditure responsbilities have been decentralized. It
is true that the states receive their Federal transfers, make their own contributions to the basic
education budget, and then disburse expenditures. However, in reality states have control over only
avery small portion of the basic expenditures. Teacher salaries condtitute over 90% of expenditures
in the sector, and teacher salaries continue to be negotiated in Mexico City, between the teachers
union and the Ministry, with certain involvement by the president himsdf. States are then left to
execute budgets 90% of which arelargely out of their control. Thus, expenditure decentralization has
given states power only over that portion of the budget that is not salaries. States must also follow
regulations developed centrally. States have some increased power to allocate teachers across levels
of schooling and, to a lesser degree, across localities within the state; thus, states have gained some
limited control over the portion of their budgets devoted to salaries.

68. The states have lost some authority. Before the 1992 ANAM, the date systems were totally
separate from the Federal sygems. The ANAM specifically dictates the equalization of salaries and
benefits of teachersin the two formerly separate systems. Now, salaries for the entire system (both
the formerly Federal and state systems) are negotiated in the center, a fact that affects, if not totally
negates, the new date power over the non-wage portion of expenditures. This situation highlights the
importance of the personnel portion of the budget and the conclusion that without changing power
over personnd, a reform is not likely to change much ese. In Guanagjuato, when the Federal
Government mandated raises to teachers formerly under its employ, the state was forced to raise
salariesequally for those formerly state teachers with whom it had previoudy negotiated salaries on
its own.

Budgeting Processes and | ntergover nmental Transfersin Education Finance

69. In addition, the federal budgeting process itself has not changed significantly. The federal
allocationsto gateswould ill be described as annual, negotiated, discretionary transfers. Interviews
reveded that Ministry officials had hoped to implement a matching mechanism in the transfers, but
faced opposition from the governors of poor states. In the years since, they have continued to try to
reward sates for spending own-source revenues on education, but the processis as non-transparent
astherest of the budgeting process.

70. In this environment, the states have had to absorb the Federal education system into their own

governments. For those states previoudy financing their own separate systems, this has meant
merging two systems effectively. Viewed in the most positive light possible, the 1992 reforms can
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best be deemed an intermediate Sep towards areal trander of important powers to the states in which
the Federal Government officially transfers personnel, property, direct service provison
respong bility, and some administrative control to states but maintains both the purse strings and the
power to form general policy and regulations (normatividad) -- including determining the national
curriculum, approving the regional curricula, performing national evaluation, negotiating teacher
contracts, and allocating most resources. Strategically we may view this reform as the Federal
Government attempting to increase its legitimacy using the rhetoric of “decentralization as
democracy” while neither abdicating its own control nor serioudy challenging the control of the
national teacher’sunion. (Ornelas[1996])

71. Regarding regulation and policy formation, on the one hand, and auditing and evaluation on the
other, the Mexican reform appears to have rever sed what would be considered good practice. 1) the
Federal Government continues to transfer resources to the states, but they audit these funds more
poorly than before; 2) they have made no special efforts to improve central evaluation, which is
precisely the central function one might consider most important, after basic finance; and 3) they
continue to tie state officials hands with centrally mandated and heavily regulated curricula and
procedural norms, as well as with teacher salaries negotiated at the center. Along with the
decentralization legidation, the Ministry should have redigtributed funds and reorganized technical
expertise within its own ranks to weaken regulation and the “long arm of the sate,” and strengthen
this important function. If funding is ever to be connected to evaluation, the Ministry must pay
particular attention to thisissue.

Social Participation in M exican Education Reforms

72. To increase broad-based participation in education, the ANAM established the school-level Social
Participation Council. These councils were designed to be more broad based than the existing and
well-established Asociacion de Padres de Familia because they include many different stakeholders --
teachers, adminidrators, and other community members. Unfortunately, the councils do not function
asintended. Writing participation into the decentralization legidation does very little unlessit builds
on previoudy exiging social participation and goes hand in hand with the Federal and date
government willingness to give the participatory councils more than advisory power over school
personnel, budgets, and local curricula. Both are largely missing in the Mexico reforms.

73. Another problem with the legidation of social participation is the proliferation of participatory
ocouncils There are at least ten potential formal mechanisms for social participation at each school.®
Obvioudy all cannot possibly function at each school, but some schools we visited had as many as
five committees attempting to function smultaneoudy. This phenomena, called comitismo in Mexico,
has saturated school stakeholders with organized participatory entities. In this context, the
participatory councils stand little chance of functioning widely. Nevertheless, the State of Hidalgo --
at the cost of great adminidrative effort at both the state and the school levels -- has formally
congtituted 4270 councils. Finding even a few that worked, let alone any that worked according to
regulations, proved difficult.

In addition to the CPS, CMPS, and APF, there are committees or councils for: the Programa de la Calidad Educativa (PCE); the Comité
Escolar de Salud; the Comité de SOLIDARIDAD; the Consgjo Técnico, a council of teachers; the Comité de Desayuno Escolar; the
Comité de Parcela Escolar, a council of teachers, parents, and students charged with tilling an gido for a rural school; and the Tienda or
Cooperativa Escolar.
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D. Conclusions

74. Oveall, the Mexican reforms initiated in 1992 show some signs of promise, but nearly as many
missed opportunities. The lack of any innovation in Federal budgetary practices and fiscal transfers
is perhaps the biggest, especially given that the Federal Government till providesthe lion’s share of
the funds. The states administer a system whose most important fiscal attributes are determined in
Mexico City: teacher salariesand the annual size of state budgets. Transfers are as discretionary as
they have been for decades, and they create disincentives for both the states and the Federal
Government for effective service provision. The failure to secure strong central evaluation and
auditing is salient as well. Indeed, the Federal Government has transferred some limited powersto
the states, but it has transferred more serious problems than powers.

Section I1.2: Nicaraguan Educational Decentr alization 1993-1996:

The Municipalization and Autonomous Schools Programs

80. Under the Sandinista regime, the Nicaraguan system of basic education was highly centralized,
although during and after the civil war, the tradition of local payments by parents to support
secondary schools was solidified. Since the 1990 el ections brought the United National Opposition
to power, there have been two digtinct policy efforts to transfer more responsibility and decision-
making to the sub-national and school level.

81. The first policy reform associated with decentralization by the Ministry of Education is the
“ Autonomous Schools Program (ASP),” which is essentially an adaptation of school-based
management that combines school ste councilswith a sysem of school/user fees paid by parents. The
second policy reform labeled as decentralization by the Ministry is* Municipalization,” a program
through which municipalities receive fiscal transfers to administer school payrollsand other limited
powers. Both reforms also function in conjunction with an effort to establish Municipal Education
Councilsintended to further involve municipal and other local stakeholders.

A. The Autonomous School Program
Basic Description of the Program

82. The ASP has grown impressvely rapidly since its inception in 1993. According to King et al
(1996), about 100 sacondary schools and over 200 single primary sthool s entered the program in only
three years. In addition 42 Nucleos Educativos Rurales have also become autonomous. These nucleos
are groups of two to four rural schools usually sharing a sngle principal that join together in order
to share services and adminigtrative functions. Primary schools became eligible for autonomy only
in 1995. In terms of scope, approximately 8,000 of the 32,000 primary and secondary pubic school
teachersin the country now teach in autonomous schools.

83. The basic components of school autonomy involve:

o A monthly fiscal transfer to the school principal to pay for teacher salaries, benefits, and
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bas ¢ maintenance. Teachersreceivetheir salary in cash rather than checks.

o The formation of a school ste council charged with powers over budget; personne; and
(officially) some curricular decisions and evaluation and planning functions.
o The implementation of supposadly mandatory school fees for secondary school students and

supposedly voluntary school fees for primary students. The fees may be for monthly
attendance and/or exams, registration forms; services such as diploma processing; library
use; and other services (such as use of a computer lab). These fees are used to augment
teacher salaries or perform other operations as deemed necessary.

84. Though it represents a fundamental change in the way that a significant portion of the national
sysdem of education is governed, the ASP is not established in national law. It has not been ratified
by the national legidature, but rather has been governed by a series of Ministry internal directives,
many of which are not in the public domain. The Ministry officials proudly proclaim that the reform
processis one of “hechos no de derechos’ (accomplishments, not laws). This provides an interesting
alternative to the process in, for instance, Colombia, where years were spent constructing
decentralization policies on paper without significant implementation. This strategy has provided
some tangible benefits asde from the mere speed of the reform. The Nicaraguan government, and the
Ministry more specifically, have learned a great deal from the early experiences of the ASP -- and this
knowledge will undoubtedly impact postively on thelegal framework. That is, if the legal framework
isever developed.

85. The danger with this strategy is, of course, that the reform is more easly reversible until it is
firmly and legally established. In Mexico, for instance, the 1992 decentralization reform was
established firg with individual agreements between each gtate governor and the Ministry of
Education -- and shortly followed by a new national education law -- making the reform, for better
of for worse, very difficult to turn back on. Luckily (for Ministry officials and others favoring the
ASP) the results of the recent presidential election probably assure the program’s short-run survival.
However, at the end of the Chamorro adminigtration, uncertainty both imperilled the program’s
gahility and put many participants (actual and potential) in a“ wait and see” mode. Y et another pitfall
with this process has been considerable confusion (or even purposeful manipulation) on the part of
government officials and other participants over the precise rules governing the ASP.

How Schools Become Autonomous

86. The Minidry firg targeted secondary schools for autonomy. The logic was that secondary schools
were larger in size, fewer in number, generally run by more experienced principals, and had a more
edablished history of charging feesthan primary schools. In addition, the Ministry hand-picked the
first 20 secondary schoolsin 1993 from among large, urban secondary schools presumably based
upon their likelihood of success.

87. Schools are recruited by Ministry delegates in each of the 143 municipalities. The Ministry
correctly recognized the need to have a cadre of local representatives to spread the program. With
support from U.S. AID, they trained each municipal delegate, teaching them the philosophy, goals,
and components of the reform as well as strategies for promoting it. Thistraining took placein a
central location and it is clear from our interviews that it was of high quality. The delegates, to a
person, understand and fully support the program.
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88. Thefirg gep in the processis for the Minigry delegate to convince the teachersin the school to
sgn aletter requesting autonomy. They do not promote the program in all schools, however. They
choose schools with capable principals and teachers and large matriculation. The primary selling
point with the teachers is the promise of increased salaries supported by the school fees. Thisis
perhaps the most clever, if controversial, aspect of the program. Teachers would otherwise have
substantial reason to oppose autonomy, particularly because of the new power shared between
principals and parents to hire and fire teachers.®

89. When approved, the principal travels to Managua and signs an agreement with the Minister of
Education called the School Co-management Agreement. This agreement contains the Ministry’s
promise of monthly transfers the school will receive for paying salaries and, importantly, spells out
the policiesfor school fees.

School-Based M anagement and Fees in Autonomous Schools

90. After entering autonomy, a school isgoverned by the principal along with the school site council ,
which always has a voting majority of parents. Consgjos Directivos have an array of functions that
include approving internal school rules and physical renovation; informing the community of its
decisions, and elaborating and approving school operating plans, budgets and voluntary monetary
contributions. The Consgjos Directivos have extensve human resource powers including hiring or
dismissing any school gaff, including the principal. Consg os Directivos have some curricular powers
in altering, improving and incorporating different elementsinto existing programs.

91. By far the most contentious and controversial component of the ASP is the imposition of user
charges upon parents. They provide, firgt, the only incentive strong enough to win the support of
enough teachers to make the ASP process tractable. Second, they provide critical additional resources
to the sector which are unlikely to come from the Minigtry, which can only be described as
remarkably cash poor.

92. Scarce educational resources notwithgtanding, the fee policies do rai se serious questions regarding
the equity of the ASP and have provided the source of staunchest social and political opposition.
Central Minigtry officials are fond of trying to play down the size of the fees with the analogy that
C$10 per month is only the price of two beers. But, for atypical family with average performing
students,” the monthly paymentsif fully collected can hardly be called inconsequential: a family with
six children in school would have to pay C$60 per month in attendance fees and perhaps another
C$40 to C$60 per month in materials, examination, and other related fees. C$120 per month could
easly be 50% of the family’ s household income. Naturally, the result isthat they do not pay some

We say little about the teachers unionsin this case study; however, we note the following: In Nicaragua fours different teachers unionsvie
for power among each other. The union with the largest membership (ANDEN) is strongly associated with the Sandinistas, and thus has
suffered aloss of prestige under the current administration. While they are saunchly opposed to the ASP and in fact have launched
publicity campaigns againgt it, ANDEN has not proven strong enough to block it. The fighting between unions may have allowed the ASP
to succeed. A plainlesson that emergesisthat weak union power smplifiesthe fight to implement controversial decentralization reforms.

All fee exemptions are based in part upon grade-point average. They may also then consider poverty or if the parents are teachers. We
found significant evidencein interviews with both parents and teachers that poor parents could not and often did not pay voluntary fees. In
particular, parents of large families found the cumulative charges onerous. On the other hand, we found less direct evidence that parents
discouraged their children from attending school because of the fees, so this statement expresses a concern more than a finding. However,
oneteacher did say that she felt that the fees played arole in discouraging parents from sending their children to first grade on time.
Clearly, these finding signal a need for compensatory mechanisms as discussed below.
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or all of the fees or they discourage their children from attending.®

93. In primary school the fees are by law voluntary. However, instances of teachers refusing to
adminiger exams to non-paying primary school students are not rare, and even cases of teachers or
principals refus ng to admit sudents occurred. In these Stuations, the MED delegates and the mayors
play akey ralein conflict resolution by “reminding” school staff that the fees are voluntary. But even
if they are successful in supporting the students, it is hard to escape the class-based social
environment being created within the ingtitutions that are supposed to play an equalizing role. It is
hard to make voluntary school fees truly voluntary. It is even harder to avoid emphasizing class
differences. Compensatory mechanisms must be well established and preferably implemented
transparently at the same time as the fee system.

94. Schools exhibit a broad range of fee collection strategies. In relation to the size of the monthly
trandfer recaived from the Minidry, total fee collection ranges from 0% to as much as 161%. In other
words, some schools derive nothing from fees while others use them to more than double their
available resources. Fee policy is set by the school councils obvioudy based only loosely upon
Ministry guidelines. Councils then allocate fee revenue according to the priorities they establish.
Interviews revealed that if fee revenue is substantial, the councils typically allocate half to teacher
remuneration and half to maintenance/repair; purchase of furniture or other amenities such as
computers or library books; and/or social events. However, if fee revenueislow, councils seem to
cut the teacher remuneration first. The salary bonus for teachers ranged from 0% to 50% of their
monthly income for secondary school teachers and 0% to 30% for primary school teachers.
Unfortunatdy, thisis probably why we found morale to be particularly low among teachersin very
poor, and particularly rural, communities where autonomy has wrought none of the promised
financial rewards for teachers.

Stakeholder Analysisin the ASP

95. However, this observation, even coupled with fears over inequities, should not be taken as a fatal
criticiam of the user fee component of the program. To the contrary, we are convinced that they are
a critical component of the Nicaraguan ASP model. A summary of the main winners and losers, in
the theoretical absence of fees, shows why this model may not work without them.

96. Principals, at least those with leader ship ability, are winner s for they gain far greater control
over school functions and now answer much more loosgly to higher powers. Those with vision have
the possihility of implementing it. True, principals now answer to a council in which parents have
majority voting control and the power to dismissthem. But thisis a trade-off worth making for the
vas majority of capable principals, especially since 1) controls exist whereby MED del egates have
the ability to block capricious actions by the council and 2) parents are likely to follow good
leadership from school staff.

All fee exemptions are based in part upon grade-point average. They may also then consider poverty or if the parents are teachers.

We found significant evidence in interviews with both parents and teachers that poor parents could not and often did not pay voluntary fees.
In particular, parents of large families found the cumulative charges onerous. On the other hand, we found less direct evidence that parents
discouraged their children from attending school because of the fees, so this statement expresses a concern more than a finding. However,
oneteacher did say that she felt that the fees played arole in discouraging parents from sending their children to first grade on time.
Clearly, these findings signal a need for compensatory mechanisms as discussed bel ow.
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97. Parents, too, are potentially winners, aslong as they are satisfied with their representation on
the council. They gain majority control of the councils; send their children to schools less encumbered
with a distant bureaucracy foreign to them; and, according to many of our interviews and the
evaluations presented King et al (1996), may witness improved teacher and sudent performance.

98. Teachers, on the other hand may be losers. They neither gain majority control of the councils
nor freedom from their original manager. They may gain improved working conditions if they share
the vision of the principal and/or the parents, but without increasing teacher salaries the tripartite
symbiotic reationship between the sets of actors beginsto unravel. Some remuneration isin a sense
necessary to “ buy” the teachers under the auspices upon which they were “sold” the program in the
first place.®

99. Achieving this outcome without exacting costs upon parents higher than the benefits they receive
and adversdly affecting equity isthe challenge of the Nicaraguan school-based management reform,
and requires a grong compensatory effort on the part of the central government. That is, the central
roleisnot smaller but different after well-designed reforms.

100. We found that while the central government does indeed provide added compensation to
autonomous schoolsin poor districts, the mechanisms are not transparent and appear to occur at the
expense of non-autonomous schools. One suggestion would be a poverty-based match of parental
contributions where autonomous schoolsin poor communities would receive Ministry matching funds
for al fees collected. Thiswould produce multiple benefits 1) it would maintain the sense of financial
involvement that has apparently made parents more dedicated to participating in school affairs; 2)
it also maintainsthe increased accountability and citizen oversight that comes when people fed they
are paying directly for a service; 3) it would ensure that compensatory funds were targeted at |east
in part to supporting teachers salaries, which we have seen isa critical component for the success of
the Nicaraguan mode of school-based management; and 4) it would combat the inequity that results
from throwing schools more at the mercy of the endowments of their communities.

B. The Municipalization Program and the M unicipal Education Councils

101. Many countries (e.g., Brazil and Chile) have implemented policies that transfer some school
adminigration repongbilities to municipalities. Nicaragua, through the Municipalization Program,
iSno exception. Sinceit isnot nearly as unique asthe ASP among school reformsin Latin America --
nor nearly as fully implemented -- we pay far less attention to this second Nicaraguan
“decentralization” reform here. At the same time that the Ministry first started developing and
promoting the ASP as one form of decentralization, it formulated and began to implement a
Municipaization process that transferred certain, albeit limited powers, to municipalities chosen to
participate. When the ASP gathered steam, the Ministry appears to have de-prioritized the
Municipalization effort and only 10 of 143 municipalities have entered the program. One interesting
lesson learned is that a central ministry can indeed set up two reforms, one more controversal than
the other, as a way to hedge its administrative investments.

However, as Savedoff (forthcoming) points out improvementsin school management can increase teacher satisfaction. In Venezudla and
Chile this was the case even though teachers had less job stability.
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102. The municipality operatesin the sector through a Municipal Education Council (CEM, Consgo
Educativo Municipal), composed of the mayor and other municipal officials, the MED delegate,
teachers, parents, members of the religious community, and members of the commercial sector.
Importantly, CEMs are not unique to decentralized municipalities®® They are officially required in
all municipalities, even non-decentralized municipalities which have few or no adminigrative
functions and handle no Minidry trandfers. To the mixed extent that the CEM has taken hold across
the country there has been some increase of municipal involvement even in areas not in the
Municipalization Program. At the outset, the Ministry chose three large cities to be the firg to
experiment with the program. A major consderation for which municipalities to choose was the
character of the mayor. Each was consdered talented, in favor of decentralization reformsin general,
and personally close to the Minister of Education. The next step was supposed to be the expansion
of the program to other municipalitiesin the departments of the three large cities. This happened only
in Matagalpa. It seems that the administrative and political energy required to expand the ASP so
quickly madeit difficult to devote the needed time and resources to Municipalization. It remains to
be seen if the new administration takes it up again.

103. The CEMs have increased the participation of mayors in the education sector even in
municipalities that have not been “decentralized.” Apparently the CEMs have forged a closer
relationship between the mayors and the MED delegates and placed the education sector higher on
thelig of mayoral priorities Thus, the CEMs seem to have expedited and even increased the number
of school congruction projects proposed to the central government. The interaction between the
mayors and the MED delegate and other members of the CEM has also involved more actorsin the
location of new schools, and both mayors and MED delegates expressed that the choices had
improved since the CEM had been initiated.

104. The closer reationship between the mayor and the MED delegate has had other benefits as well.
MED ddegates consistently stated that they received more backing from the mayor in the execution
of their responghbilities. Mogt often this involved small but significant support such as the use of
municipal vehiclesto ddiver suppliesto schods (most MED delegates have no vehicles of their own)
or the provision of municipal funds or buildings for school meetings, parties, and other functions.

105. Many mayors have fdt |eft out of the process of school autonomy. While that may be precisely
a goal of the ASP, given the role of the mayors in proposing construction projects, it could not be
considered beneficial to have mayors feding unconnected to the education sector. The CEMs have
hel ped involve mayors more in the sector amidst a major reform process that could have isolated them
from it more. Also, outside of major cities, mayors are where many citizens go to lodge many kinds
of complaints. In the case of the ASP, a major complaint has been the pressuring of parents to pay
voluntary fees. The CEM has given the mayors an official ingrument through which to resolve
disputes arisng over fees in the autonomous schools, even if their direct power over autonomous
schoolsis weak.

C. Conclusions

Note that we will refer to municipalitiesin the Municipalization Program as“ decentralized” and those not in the program as“ Non-
decentralized.” This does not imply any judgement asto thelevel and extent of decentralization as, for instance, in the framework in
Section |. Rather, we do this because thisis the term used by the actorsinvolved and be cause *“ municipalized municipalities’ isan
ungainly term.
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106. Overall, the Nicaraguan decentralization reforms provide a very interesting and innovative
example from which to learn. Of course, it remainsto be seen if positive results will be generated in
the mogt important aspect, student outcomes. In addition, if the Ministry cannot resolve some of the
serious equity issues, thereform issureto fail for political reasons and its legacy will beincreased
digparitiesin performance and opportunity between different and varied populations. Neverthel ess,
the unique characteridic of the reform is the extensive role of the school council in setting policy for
school governance, not Smply advisory functions, and theinitial results indicate that this arrangement
isat leas achievable and potentially beneficial. Finally, among Latin American school reforms, there
may be no other example for sudy in which the user fees are so sizable at the same time they are
controlled by the councils themsalves. Whether or not the program proves successful, development
ingtitutions and education analysts are sure to learn a great deal more from the experience.

Section I11: Health Cases
Section I111.1: Mexican Health Care for the Uninsured, 1982-96

A. Background and Summary of Health Sector Refor ms and Findings

107. For the case of the Mexican health sector, the 1980s reforms may be characterized as “partial”
or “incipient” decentralization, whereby, in 14 of Mexico's 31 states, responsbility for the uninsured
population was transferred from the Federal to the state level, but budgetary decentralization was
limited to drugs, supplies, and general service expenditures. Even within this limited budgetary
reform, the degree of date autonomy varied over time and Presdential adminigtration.
Notwithstanding these serious limits to decentralization, the Mexican reform case offers a number
of interesting lessons, both in terms of positive and deleterious effects on the administration and
ddivery of health care and in terms of how not to decentralize.

108. The Mexican health sector comprises three basic components:

a) the Social Security syslem conggting of a number of different ingtitutions, which cover all
employeesin the formal economy and are financed by employer-employee payroll taxes (in
1994 approximately 48 million people or 53% of the population, were officially affiliated);

b) the Secretariat of Health (SSA or “ The Ministry™), which serves the uninsured population
and isfunded through general revenues (gpproximately 29 million or 32% of the population)
and the Integrated Family Development Program (DIF), the National Indtitute for Indigenous
Peoples (INI), the Federal Didrict Department (DDF) and the Rural Health Program run by
Social Security (IMSS-Solidaridad, discussed below) which together serve 14 million people
(15% of the population) and

¢) the private sector, which is organized around private insurance (2.4 % of the population)
and out-of-pocket payments. Data regarding private sector coverage are incomplete, but
there is evidence that both the insured and the uninsured population attend the private sector
(with expenditures concentrated among the wealthiest segments of the population).
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109. The Federal government has recently admitted that there are 8 to 10 million people with no
accessto public health services whatsoever (approximately 1/4 of the uninsured population or 10%
of the entire population). Many among this population may attend traditional healers and midwives,
there isalmost no information about coverage and expendituresin this area.

110. Overall, the private sector constituted 42.7% of total health spending in 1992, Social Security
made up 44.3% of spending, and the Ministry 13% of spending. The social security system spends
approximately four times as much per capita for the covered population as the Ministry spends for
the uninsured.

111. Smultaneousto the devastating economic recession of the early 1980s that eventually reduced
the per capita health budget by almost half, Presdent Miguel dela Madrid (1982-1988) promoted
“the decentralization of national life,” asa meansto fulfilling Mexico’ s historical commitment to a
Federal system of government and as a tool to “achieve unity in the national development of the
geographic, ethnic, and cultural mosaic” that characterizes Mexico. As part of thisglobal plan and,
according to many, as a pretense for reducing Federal spending on health, the de la Madrid
adminigration planned the “ decentralization” of health servicesto the state level, at once promising
autonomy to the north, equity to the south, and greater efficiency overall. Fiscal reform was
envisoned viathe 1984 General Health Law, through which the Federal government gave the states
responsbility for organizing, delivering, supervisng, and evaluating health services.

112. As a preliminary step to a supposedly full transfer of budgetary control to the states, the
Minigtry deconcentrated their Coordinated Health Services Offices in the states. These offices were
date-level, Federal delegations headed by an official who was essentially the secretary of health for
the gate. They were given an expanded involvement in the budget and planning processin that they
could propose more than before, but the final decisions continued to be made in the center. This
change was the only reform that took placein all 31 states.

113. WhiledelaMadrid' s plan envisoned reforming all 31 states, only the 14 states that had signed
the decentralization agreements (here called the* Accord States’) by 1987 ultimately implemented
the most important elements of the reform described below™. Political will and the sate’ s potential
capacity to increase its proportional contribution to health spending for the uninsured were important
criteriain this process, although many observers have noted that, with the exception of Guerrero --
whose Governor was the intellectual architect of the reform -- all of the Accord states had either a
high level of socioeconomic development and/or a medium to low poverty rate. This hasled to the
concluson by analyds of the processthat Sates were selected based on relative wealth and the “ | east
resstance” to change on the part of the state governments themselves and Social Security.

114. The dominant element of the reform was the creation of a sngle state system of health for the
uninsured, which entailed transfer of responsbility for uninsured populations from the IMSS-
Solidaridad and the State Coordinated Health Services of the Ministry to new entities under state
authority. Due to the opposition of Social Security, the states selected had the least IMSS-
Solidaridad infragtructure, leaving 72% of the program’ s unitsintact and 6.5 million people covered

In the Accord States are: Aguas Calientes, Baja California, Columa, Guanajuato, Guerrero, Jalisco, México, Morelos, Nuevo Ledn,
Quinatana, Querétaro, Sonora, Tabasco and Tlaxicala.
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inthe 17 Non-Accord dates (Gonzalez Block et al., 1989). By the end of the 1980s reform, IMSS-
Solidaridad had turned over 23 hospitalsand 911 rurd medical units, leaving it with 50 hospitals and
2404 units for nine million people in the remaining 17 states.

115. Throughout the country, the fuson of the IMSS-Solidaridad and State Coordinated Health
Serviceswas and remains the most controversial aspect of the reform for a variety of reasons. Fird,
because not al IMSS-Solidaridad personnel joined the new state health secretariats, there was a net
loss of health personnel serving the uninsured population immediately after the fuson, even though
the number of health personnel generally increased in the late 1980s. Next, many |M SS-Solidaridad
employees were opposed to joining the Sate health secretariats because of inferior working conditions.
The merger was also expensive, costing hundreds of millions of pesos for salary equalization and
severance pay. Mogt important, because of the broad popular support for IMSS-Solidaridad thanks
to its more comprehensive and integrated services, better staffed and equipped units, and superior
outcomes, a merger with the less favored coordinated health services was widely opposed.

116. The 1980s reform was thwarted for a number of reasons.  First the Federal government’ sfailure
to give states power over the personnel budget meant that fiscal transfers to the Accord States
congtituted less than one fourth of spending. Because of their limited tax base (or ability to retain
taxes at the date level), mogt sates were unable to sgnificantly increase their financing capacity even
though they were assuming greater administrative cods. Moreover, athough one of the main
objectives of reform was to localize programmatic decision-making, the Federal Ministry continued
to exercise control of major program selection and overall health policy. Finally, the fusion of IMSS-
Solidaridad facilities with those of the Minigry ultimately resulted in fewer resources and less equity,
particularly in impoverished rural areas.

117. Despite the vast legidative decentralization framework created during the 1980s,
decentralization was not only never achieved but also reversed. The Federal health reform impulse
was suspended at the end of the de la Madrid adminigration after only 14 states had signed
decentraization agreements. The suspension of reform is attributed to internal reports citing a sharp
dedinein quality of health servicesin Guerrero, Morelos and other states and to public outcry over
deterioration of former IMSS-Solidaridad services. In a nutshell, by the late 1980s it was clear that
“decentralization” reforms had not improved performance or accountability for health services and
that the health infrastructure had deteriorated in many Accord states.

118. In 1989 the administration of President Carlos Salinas de Gortari (1988-1994) began a quiet
reversal of the previous reforms of health services for the uninsured. This took place through a
gradud subgtitution of more generalized transfers with line-by-line budget earmarking and through
the creation of several centralized public health initiatives to improve maternal and child health.
Many observers have attributed the Salinas recentralization to an improvement in the Mexican
economy and to the Salinas administration’s desire to wrest control from state governments. This
suggests that political forces, not the failure of the legidative mechanisms, ultimately doomed the
reform effort of the 1980s.

119. Decentralization has only recently re-emerged as a major goal of the Zedillo government and the
National Accord for the Decentralization of Health Services sgned on August 20, 1996 appears to
be a 9gnificant step.  Although this next episode of on reform faces a number of obstacles, because
of the importance assgned to decentralization as a policy initiative by the Zedillo adminigtration,
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virtually all personsinterviewed at every level of government pronounced themselves in favor of
budgetary and programming “decentralization.” Moreover, there was at least a surface-level
consensusthat “ decentralization” had been carried out only partially in the 1980s, in contrast to the
plansfor the Zedillo reform which was perceived to be more legitimate in itsdesign. Thusfar only
afew activities have been decentralized, such asthe transfer of check disbursement for salariesto the
states and an option for direct purchase of pharmaceutical products.

120. Summarizing the reformswith respect to the accountability framework revealsthat it is hard to
call the Mexican health reforms a process of “decentralization.” States did not gain a sgnificant level
of control over even a single agpect of the sysem, and most of the few new powers they did gain have
slowly been taken away from them. As mentioned above, the case provides lessons in how not to
decentralize. Despite the fact that we cannot label the reforms * decentralization,” since the Mexican
government did in fact use that label, all future efforts to implement true reform will begin with
having to overcome the legacy of these failed reforms.

B. State-level Health Case Studies Highlights

121. State cases were selected based on their ability to illuminate particular problems of the reform
process of the 1980s or to innovate in some aspects of the performance accountability framework
regardless of whether they were officially Accord sates. Since signing the decentralization agreement
in 1985, Jalisco has introduced both training and administrative mechanisms to prepare it for the
responsibilities of it will take over from the federal government. In areas where budgetary and
administrative authority has been transferred to the states, Jalisco's preparation has paid off;
however, dueto Federal limits on sate budgetary control, Jalisco has been unable to decentralize fully
or successfully. The case of Mardos, which possessesa amilar marginalization index to Jalisco and
thustheoretically sarted from a comparable leve of social development, demonstrates the tremendous
problemsthat can be created in health services delivery even under partial decentralization.

122. As a Non-Accord date, Hidalgo has undergone interesting innovations both in health and
education reform over the last few years. Hidalgo, the nation’s fourth poorest state, represents an
alternate “ path” to budgetary and policy reform in accordance with the performance accountability
framework despite its exclusion from the official reform process. As one of four states benefitting
from the $180 million World Bank Firs Basc Hedlth Care Project (PASSPA), Hidalgo was provided
the resources and responsihility to increase accessto care for marginalized population. While this
responsbility initially proved problematic, a new state health team ingtalled in 1993 has been able
to take full advantage of PASSPA’sflexibility, creating its own system of service ddlivery and Sate-
level accountability. An assessment of the Hidalgo experience suggests that decentralization may be
enabled by state demonstration projects.

C. Key Reform Aspects

Health Finance and Personnel M anagement in Accord and Non-Accord States

123. In exchange for budgetary transfers from the Ministry, Accord states signed agreements
promising to increase the Sate contribution to public health spending.  On the eve of the reform, the

states that would subsequently sign the Accord contributed an average of 17.43 % to public health
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expenditures compared to 5.58% in the remaining states, a threefold difference. (Gonzalez-Block et
al., 1989) The average state proportion of spending on the uninsured in Accord states actually fell
from 1985 to 1987 by 37.3%, but proportionate state spending dropped even more dramatically in
Non-Accord states during the mid 1980s.

124. Additional evidence of the consstency in spending differences between gates is an internal
Ministry sudy comparing 4 Accord to 4 neighboring Non-Accord states which found that the Accord
states contributed 22.6% of health care financing compared to 7.8% for Non-Accord states, still a
threefold difference. Thus, through periods of economic growth and contraction, the Accord states
did not proportionately increase their contribution to the health budget, and the three to one ratio
between Accord and Non-Accord gates remained remarkably consistent before, during, and after the
reform process.

125. Another indicator of the continued centralization of financesis the proportion of the Ministry
budget that is under state control versus Federal control. [SSA, 1995] finds that Accord states in
1994 controlled 23.4% of their budgets vs. 20.4% control in Non-Accord States, a very small
difference. The largest reason that Accord states have gained little more control over their health
budgets than Non-Accord states sems from the failure to transfer significant control over the
personnel portion of the health budget.

126. Other than the fuson of IMSS-Solidaridad and Ministry employees, the 1980s reform process
resulted in no significant personng management changes for either Accord or Non-Accord States.
The existence of state health workers, with their own unions and salary structures suggests that
further reform may be complicated, as suggested by the experience with the education sector. In
theory, the Federal government has promised to pay to raise the salaries of state health workersto the
leve of Federal workers, in part to allay the fears of the national health unions. The personnel and
union decisions made for the Secretariat of Public Education reform are being used as a model for
the Minigry, but problemswith the education reform resulting in recent teacher strikes may make the
assurances of union compliance with the reform plans of August 1996 far too optimistic. Because
health workers union is amaller than the teachers union, there is considerable concern about breaking
it up into 31 branches.

Eking Out a Little Real Decentralization: Policy Development and User Fees

127. In general, regulations and norms continue to be Federal, although over the last decade some
dates have developed their own norms, particularly in the area of Sanitary Regulation. Jalisco’s state
health care plan has defined a basic package of essential services that is more extengve than the
Federally recommended package (three more free services), and one jurisdiction has developed a
package with a further free service. Likewise, Hidalgo’'s recently-elaborated packages of essential
sarvices are oriented around demographic groups rather than programmatic activities and also go far
beyond the services specified by Federal norms.

128. Policy development, distinct from regulation and norms, has seen more decentralized activity,
with states and municipalities now encouraged to develop their own priorities. For example,
municipalitiesin many sates now rank their health priorities based on the local epidemiological and,
to some extent, socioeconomic profile, rather than grictly following national programmatic priorities.
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Thishasled to greater awareness of local health problems and attempts by municipalitiesto increase
health promotion and disease prevention activities. Hidalgo’'s packages of essential services based
on age groups and social conditions have a far more preventive focus than has been typical of
Minigtry services. However, the budgeting process continues to be organized around Federal
programs, requiring state planning and budgeting personnel to carry out gymnagticsto judtify state
policies according to the Federal budget guidelines.

129. In terms of demand-driven mechanisms, the main e ement present in Mexico has been the user
fees. 1n 1994 user fees ranged from 2.3 to 16.1 percent of total health spending by state. The use
of these funds differs by sate. In Non-Accord states, most monies stay at the unit level and are used
for the purchase of medicines and other supplies not covered by the regular budget. Case-by-case
socioeconomic investigations are carried out in most states to determine the veracity of claims of
inability to pay for health services: In Hidalgo 85% of the fees stay at the unit or jurisdictional level,
10% go to the state, and 5% to the Federal public welfare fund. In Jalisco, 100% of the feesgo to
the state secretariat of health where they are used to pay for personnel and other expenses. This
Stuation is probably unique among Accord states-el sewhere the monies go firg to state coffers.

130. The exclusive state use of user feeswas a small but important element of the decentralization
agreements of the 1980s;, recent Federal suggestions that the feesin Accord states return to Federal
control have been met with consderable opposition. User fees are becoming an increasingly
important revenue source, more than doubling as a proportion of total spending for the uninsured in
Accord dates, from an average of 4% in 1985-7 to 9.3% in 1994-5. Although Non-Accord states
have less control over user fee revenues, these states collected almost as much - a proportional
contribution of 6.9% of total spending in 1994/5.

D. Conclusions & Lessons L earned from M exican Health Decentralization
131. Summarizing the reforms with respect to the accountability framework (Figure 4 in Section I)
revealsthat it is hard to call the Mexican health reforms a process of “decentralization,” or evento

say that much was changed. States did not gain asgnificant level of control over even a single aspect
of the sygem, and mog of the few new powersthey did gain have d owly been taken away from them.
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Section I11.2: Case Study of Nicaraguan Health Decentralization
A. Background and Summary of Health Sector Reforms and Findings

132. The Sandinisa government created a centralized sygem of health services delivery, though there
was some experimentation with local level budgeting for hospitals and digtrict health sysemsin the
mid 1980swhich divided the country’ s then 9 regions into “ health areas.” Following a solidification
of central control from 1990-1993, over the past few years the Chamorro government turned to the
Local Integrated Health Care Systems (SILAIS) modd at the departmental level as its primary
reform to manage over 800 health units and 27 hospitalsin the nation’s 143 municipalities.

133. Interestingly, unlike some other countries in the region, Nicaragua has allowed policy
formulation and implementation to take place before the development of national reform laws. A
series of Ministerial Resolutions starting in 1991 have led to the development of 17 SILAIS. This
isgmilar to the process followed in the education reforms analyzed in Section 11.2. Nicaragua's recent
reform has also taken place within the context of technical cooperation with a large number of donor
agencies. Some of these continue to have a centralized focus, while others have a SILAIS-level focus
that may or may not be coordinated with the central level.

134. Asof 1995 all SILAISwere governed by unpaid Boards of Directors, made up of local officials,
church officers, people working within the health sector, "distinguished" community members, and
the SILAIS director, who has a “voice’ but no vote. Each SILAIS includes a network of primary
health care units and a secondary level hospital (that offers specialty servicesin internal medicine,
surgery, pediatrics, and obstetricsgynecology). Asof February 1995 (Ministerial Resolution 36-95),
SILAIS were authorized to sell services to INSS or other private purchasers. Despite this
authorization, the SILAIS remain contractually accountable to the Ministry of Health to meet
productivity, health, and satisfaction targetsin return for funds and technical assstance.

135. These reforms were designed to change the Ministry of Health's roles to those of aiding the
SILAISin policy development, norm-setting, evaluation, monitoring of health system performance,
and technical assganceto the SILAIS. Nonetheess, the Ministry retains control over health sector
funding via performance agreements and continues to control staff levels and composition (although
SILAIS are permitted to fire staff). Drugs and medical supplies are also purchased centrally to
preserve economies of scale, but purchases are now based upon the requests of the SILAIS. The
principal change that has been generated by the reform thus far relates to the local management of
the budget for operating costs (goods and services), approximately 20% of SILAIS funding.

136. For the case of the Nicaraguan health sector, decentralization may be characterized asinchoate,
with problem definition and all ocative respongbility partially located at 17 departmental level SILAIS
but with decentralized fiscal control limited to goods and services, approximately 20% of the budget.
Whilethefiscd control for this portion of the budget is extensve, permitting the flexibility to move
expenditures from one budget area to another, the management turnover in the Ministry of Health,
and more importantly, the absence of any binding legidation, has considerably weakened the reform
effort.

B. Departmental Case Study Highlights
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137. SILAIS cases were sHected basad on their ability to illuminate particular problems of the reform
process and for regional balance. Leon was selected as an example of one of the best SILAIS with
the most experience. Jinotega was selected as an extremely marginalized region with high infant
mortality. Managua wasincluded for being the largest SILAIS and center of the nation’ s reference
hospitals. Chontalesis an example of a small, marginalized region whose adminidrative capacity has
been bolstered by the FORSAP program adminigtered by the Dutch government. Finally the region
of Bluefieddswasincluded as a mini-case because of the particular problems posed by the Caribbean
region and because its political legitimacy and greater autonomy contrasts with the Pacific Coast
SILAIS.

138. The experience of Bluefidds SILAIS in many ways demongtrates that accountability has been
lost or confused through the reform process. For example, the SILAIS generated e ectricity debts
in 1995, and it remains unclear whether it is the responshility of the SILAIS or the Ministry of
Hedlth to assumethisectricity debt. The SILAIS argues that the budget all ocated was insufficient,
while the Ministry argues that the SILAIS was responsible for rationing the use of eectricity.
Interestengly, smilar confuson over utility bills occurred through the Autonomous Schools
Programs. Ironically, it isultimatdy the Minigry of Finance, not the Ministry of Health that controls
the purse strings.

C. General Discussion of Key Reform Aspects

139. Health spending comprises approximately 20% of total government expenditures, but real health
spending has declined by over 12% from 1992 to 1996. Outside of the Atlantic autonomous regions,
the departments have no spending powers and cannot raise their own revenues since they are not
constitutionally recognized entities. In sum, discretionary authority over resources at the SILAIS
level to accomplish local objectives has been highly limited.

140. There have been some changes to the budget process intended to enable further transfers of
budgetary power to the SILAIS. In the past the budget was decided on a historical basis, but since
1995 it has been based on local, formula-based requests and the efficient utilization of the prior year’s
budget. I1tisnot dear whether this change has been fully implemented. The old methodology of cogt-
rationing specified budgets down to the detail, including the unit cost of each item (tires, gasoline etc.)
Today, the SILAIS signs a budget which isalist of responsibilities for the year based on its plan of
activities. Both SILAIS and hospital s present a monthly budget by program and expenditure concept.

141. As of 1995 the goods and services budgets transferred to the SILAIS for primary care were
assgned based on the following adjustment factors: 1) health status; 2) access, 3) epidemiological
characterigtics, and 4) health prevention indices. The formula derived from these factorsisintended
to assgn more money to primary care to adjust for imbalances that were created in the early 1990s.
In 1993, for example, 30% of expenditures went to primary care, 50% to secondary care, and 20%
to adminigration. From 1994 onwards the central government mandated that 46% of the budget
should go to primary care, 50% to secondary care, and 4% to the central Ministry and SILAIS
adminigration. While some SILAIS reported adhering to this formula, in 1995 national level health
spending was designated as follows: 26% to primary care, 56% to secondary care, and 18% to
adminigtration.

142. A fina note on the budget concerns external aid, which now exceeds $60 million, almost as
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much as government health spending. It is difficult to separate the role of the Nicaraguan reform
process from the infuson of outsde funds in ascribing any efficiency and medical productivity gains
of the last three years. Since these agencies are such large players in the health care budget, it is
particularly important to coordinate their specific programs with larger reform efforts to transfer
authority to sub-national entities to prevent both duplication of efforts/'services and potentially
contradictory reforms.

143. Asin Mexico, the failure to decentralize human resources, which comprises 65% of the health
budget in Nicaragua and over 23,000 workers, is perhaps the most important impediment to reform.
One of the main human resource problemsin Nicaraguaisthe oversupply of doctors and undersupply
of nurses. This has been exacerbated by the failure to decentralize personnel. Not only does the
continued centralization of personnel prohibit the shifting of expenditures to other areas, but if a
physician’s position is replaced with that of a nurse or any other lower paid postion, the SILAIS
loses the salary differential. This has led to game-playing, with many persons working under
incorrect job categories. It has also prohibited the redressing of physician-nurse imbalancesin the
health system.

144. Despite the failure to decentralize the personnel budget, the SILAIS have gained authority to
transfer people within the SILAIS (for example moving specialists from hospital to primary care
settings) and even to other SILAIS, aslong as the health workers union agreestoit. The SILAIS
can dso fireindividual s but cannot create new positions and may not be guaranteed the right to fill
positions of fired and retired individuals.

145. Norms and regul ations continue to be established centrally, but supervision is carried out by the
SILAIS, who complain that thisought to be a central respongbility. Thereis agreement that far more
norms and regulations are deve oped than can be carried out and supervised. Policy planning has been
partially decentralized. There is a new method as of 1995 to prioritize health problems usng
following criteria (Ministerio de Salud, 1994a): 1) magnitude of the problem defined by frequency
(%) of morbidity and mortality rates in affected group and by the importance in terms of demand for
services, 2) importance of the problem as decided by the SILAIS Board, SILAIS Adminigrative
Team, local government, community, and relation of the problem to national health and social policy
priorities, 3) cog of addressing the problem according to the volume of human, material and financial
resources used; and 4) susceptibility of the problem to preventive and treatment technology, such as
equipment and ingruments, medicines, the input of qualified personnd, and the capacity to mobilize
these resources at the opportune place and time.

146. Each munid pality devisesits own priorities based on local needs, which are then forwarded to
the SILAIS. Once scores are aggregated, the problems areranked for priority according to the scores
and the SILAIS Board decides how many of the problems will be addressed in accordance with the
recommendations of the SILAIS Administrative Team and national health policies. These policies
then become the basis for program budgeting. 1t is not clear how much this priority-setting process
isactually used for changesin operations-although certainly the local level is now much more aware
of own health problems and budgets.

D. Conclusions
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147. The government’ s concept of * decentralization” here may be categorized as an end not a means.
Thisisnot, unfortunately, an a-typical model of reform and thus yields useful "lessons learned.” For
the case of the Nicaraguan health sector, decentralization may be characterized as inchoate, with
problem definition and allocative repongbility partially located at 17 departmental level SILAIS but
some transfer of fiscal control -- limited to goods and services, approximately 20 % of the budget.
(Table 7 in Section I) While the fiscal control transferred for this portion of the budget is extensive,
permitting the flexibility to move expenditures from one budget area to another, the management
turnover in the Minigry of Health, and more importantly, the absence of any binding legidation has
considerably weakened the decentralization effort.

148. Asin the M exican case, because the majority of the budget, particularly the personnel
budget, was not released to sub-national control, decentralization cannot be said to have taken
place to date. The tight control over personnel on the part of the Ministry of Finance has had
particularly pernicious effects. Notwithstanding the well-known imbal ance between physicians and
nurses in Nicaragua, no SILAIS daresto replace a physician’s dot with one of a nurse, for fear of
losng resources. The Ministry of Finance' s stronghold on personne has resulted in an insuperable
disincentive to rationalizing the distribution of health human resources. 1n addition, the failure to
decentralize personnel expenditure blocks organizational innovations at the local level and prohibits
local decison-making over the appropriate balance to strike between human resources, medications,
supplies, and other parts of the budget. A recent series of IDB-funded studies on demand for health
carein Nicaragua (Minigterio de Salud, 1996 a-d) suggests that there are cons derable unmet needs
for medications and health servicesin general. Without flexibility to allocate resources appropriately
at thesub-national levd, it isunlikdy that the SILAIS or the municipalitieswill succeed in efficiently
meeting that demand.

149. A further problem has been caused by the separ ation of administration and budgeting for
primary careand secondary care. Thissegparation isresulting in a breakdown of referral systems,
the loss of accountability for the health of the population, and a de-emphasis on prevention. That
hospitals no longer cross-subgidize primary careislikey to result in lower primary care funding. The
primary leve’ struncated respong bility for the patient may result in over-utilization of the emergency
room and in higher preventable hospital admissons. The sole example of continued coordination
between primary and secondary care is in Leon, where there is an atypically close relationship
between the hospital and the SILAIS based on conjunctural, personal factors.

150. Nicar agua provides an example of the importance of defining the appropriate sub-national
level for receiving new responsibilities. While the 17 departmental SILAIS appear to offer, from
atechnical sandpoint, an appropriate and manageable administrative level for providing services,
the lack of legal standing of the departments, their inability to govern or raise revenues, and the
absence of representation of other sectors has created reform in a vacuum. From atechnical stand
point, municipalities are unlikely to be appropriate for many health services, so the central
government should maintain a high degree of control.

151. The rationale for “ decentralization” on the part of international donors has not been
demonstrated to have succeeded. The reform process was initiated in response to the deteriorating
quality of health servicesin the early 1990s and due to condderabl e pressure from international donor
agencies which currently favor this policy as a means to increase equity and efficiency. However,
there is concern that international aid for decentralization is leading to more rather than less
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inefficiency in that the agency-funded programs--particularly those based at the central Ministry of
Hesdlth rather than at the SILAIS or municipal level--do less (with more money) than the Ministry of
Hedlth. Moreover, there is consderable concern about the continuing deterioration in the quality of
health care services even though some departments have shown improvements.

152. Thisis not to say that thereis no role for international agenciesin the decentralization effort.
Indeed those agencies that worked at a SILAIS rather than a central level and that participated and
coordinated with SILAIS gaff were able to show administrative improvements and in many cases
literally kept the system from collapsing. Decentralized international donor support combined with
the varying capacity of SILAIS directors and teams has led to uneven successesin reform. Here, the
role of the more successful agencies might be taken as models of donor support. At the central
Minigry of Health level, international agencies could help devel op reform legidation and assst in the
definition of national data collection priorities and standards.

153. At the same time, the Nicaraguan Health case demonstrates the pitfalls of putting the
implementation cart before the legislative horse. While the employment of ministerial decrees
beginning in 1993 jump-started reform, the failure to legally ingtitutionalize these changes raises
cons derable doubts about the sustainability of the reform process. In Nicaragua there are no laws
governing the health sector in general or the transfer of control to sub-national jurisdictions in
particular. Minigerial decreesor informal changesin practice are the sole instruments guiding health
reform, leading to great insecurity on the part of administrators who are unsure of the permanence
of changes. Legal ingruments were expected to be created asthe reform process evolved, but political
obstacles and the ease with which minigterial resolutions resulted in reform, stymied these
developments Thisresult stands in marked contrast to the conclusionsin the Nicaraguan education
case and points out the risks inherent in the Nicaraguan strategy. However, in a sense, thisisalso a
positive outcome -- aweak reform was not cast in legidative sone and therefore was not difficult to
re-work or diminate.

154. The Nicar aguan case also begs the question of whether the transfer of significant control
to sub-national jurisdictionsis the best response to the country’s needs. The rationale of reform
in a country of the sze, financial and human resources, and rel ative epidemiol ogic homogeneity of
Nicaragua should be carefully questioned. When coupled with overall cutsin financial resources and
only partial fiscal decentralization, the process has generated resentment at the decentralization of
problems but not decision-making capacity.

155. The conflation of the “ decentralization” process with the establishment of privatized
hospital wards and managed car e arrangements has been praoblematic on several levels. Firgt,
privatization and so-called differentiated services and wards have generated inequities, in direct
oppodtion to the intended goal of using the transfer of contrals to the regional level to increase equity.
Second, privatization has been used as a means to generate extra-budgetary “ decentralized” hospital-
level revenuesingead of decentralizing the main budget. A better focus might be to improve revenue
collection and digribution. In any case, the coordination of al such reform activitiesis clearly arole
for central government.

156. Considerable pitfalls notwithstanding, the reform process has resulted in a number of
favorable changes, particularly in the area of policy development, priority setting, and
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programming. The new priority-setting process has alerted the SILAIS and municipalities of the
need for better data and data analysis in the establishment of both local and national priorities. The
first-time budget knowledge at the local level has permitted municipalitiesto think carefully about
how to balance various needs and activities. Enhanced civic participation in the governance of the
SILAIS hasthe potential to improve the responsiveness of Nicaragua' s health syssem. Formal and
on-the-job training has given experience to the subnational levels in executing budgets, devising
means of rewarding employees, and supervison.
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