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A comparative perspective on  
performance management in the public sector: 

Practice and Theory of Decentralisation 
 
Industrialised countries are facing major challenges of the legitimacy of government in society. The bureaucratic 
nature of the public sector is perceived as damaging the competitiveness of the national economy and as 
affecting qualitative and ‘value for money’ service delivery to the citizen. The general public and subsequently 
the politicians become aware of the gap between the state and its citizens, which is becoming larger and larger. 
In supporting the legitimacy of government many countries embark on a strategy of ‘performance governance’, 
in which economy, efficiency, effectiveness and quality are the essential criteria for service delivery and policy 
management. Such a strategy includes three key elements (OECD, 1997: 8):  

• reducing the share of government of social resources by focusing on key tasks;  
• putting the role of government into perspective as networks govern interactions in society; and 
• enhancing performance management in the public sector itself which is about well performing policy 

management and service delivery. 
Crucial characteristics of the introduction of performance management are (1) a contract oriented and results 
focused steering of organisations, operationalised in the use of performance information in the policy and the 
financial cycle; (2) the creation of an autonomous ‘periphery’ of organisational units which have operational 
responsibility and are accountable for their performance to the ‘central’ government units (ministries, 
departments) and (3) the use of market type mechanism, such as competitive tendering and contracting out 
(OECD, 1997: 15). These institutional re-arrangements and procedural changes have or are taking place in most 
OECD countries. Of course different stages of development can be observed and  a variety of practices can be 
distinguished. 
 
This paper focuses on the structural/institutional element of performance management, i.e. the creation of an 
autonomous ‘periphery’ of organisational units to which the centre has devolved at least operational 
responsibility. In several OECD countries there is a trend to separate the service delivery from policy 
management by establishing executive agency-like organisations which are accountable for the achieved results. 
These entities are separated from the central departments, which are responsible for policy preparation, contract 
negotiation and for monitoring and evaluating the agencies and their performance. 
 
In this paper we will take a closer and critical look at this phenomenon and try to seek theoretical underpinnings 
which can support or contradict this trend. The first section provides a definition of the concept of 
‘decentralisation’, which is used here to describe this trend. In the following section the latest developments in 
public sector management in selected OECD countries are screened in order to find evidence of a general trend 
to ‘decentralisation’ inside the public sector. A clustering of countries will be made according to the 
characteristics of the ‘decentralisation’ processes. It will be made clear that the internationally observed trend on 
‘decentralisation’ is grounded in several motives and on an expectation of positive effects on public performance 
if certain conditions are met.  
In the third section several theoretical schools of thoughts will be reviewed with respect to their interpretation of 
‘decentralisation’, motives, necessary conditions and presumed effects of ‘decentralisation’. The following 
clusters of theories are included: (1) neo-institutional economics; (2) social system theory of Luhmann and (3) 
network theory. This third section will make clear how the phenomenon of ‘decentralisation can be described 
and explained through these theories. In the fourth section it will be examined to what extent the motives, effects 
and conditions for ‘decentralisation’ that can be distinguished through the review of international practice are 
underpinned by the theoretical schools at stake and to what extent theory and practice are mutually reinforcing. 
 

I. ‘Decentralisation’: the concept 
 
The creation of agencies within the public sector as hived-off organisational entities separated from traditional 
governmental departments and dedicated to service delivery is a trend which can be observed internationally. 
Such agencies are installed as organisational forms which allow the managers for greater flexibility and 
autonomy in deciding to allocate the inputs and to organise their production processes in order to operate more 
efficiently and customer oriented. The creation of agencies is only one organisational expression of the trend to 
put service delivery (as distinct from the process of policy-making) ‘at a distance’ from political and 
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administrative interference in operational matters and to give the managers considerable discretion in operational 
decision-making. Other forms may include the installation of public enterprises or the devolution of 
competencies to ‘quangos’ or non-departmental organisations (e.g. in the United Kingdom). 
As figure 1 shows the implementation of the policy can be placed ‘at a distance’, but this also could be the case 
with the other components in the policy cycle: policy preparation, decision-making and evaluation. In this paper 
the focus will be on the decentralisation of policy implementation or service delivery. 
 

FIGURE 1: DECENTRALISATION AND THE POLICY CYCLEi
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In international practice, different and related notions are used to describe this concept of ‘decentralisation’, as 
Table 1 shows. 
 

TABLE 1: DIFFERENT LANGUAGES, DIFFERENT TERMINOLOGIES

Shift of Status Feature Structure 
(Languages) Static Dynamic Static Dynamic 

Devolution (E) Autonomy Autonomisation Agency Agentisation 
Decentralisation (E) Subsidiarity Subsidiaritisation   
Dezentralisierung (G) Responsibility Responsibilitisation   
Deconcentration (E/F)     
Delocalisation (F)     
Verzelfstandiging (D)     
(Languages: E: English; G: German; F: French; D: Dutch) 
 
In international literature different authors use different terminologies to describe a similar phenomenon (Table 
2). 
 

TABLE 2: DIFFERENT AUTHORS, DIFFERENT TERMINOLOGIES

Authors Terminology Definition 
OECD (update 1995 28) Devolution the redistribution of functions and decision-making capacity from 

central management units to more widely dispersed units such as 
departments and agencies 

Hoggett (1996:18) Centralised-
decentralisation 

whilst operational managers may be given real control over the 
resources necessary to do the job right the centre retains control over 
key strategic questions such as the allocation of resources to 
operational units and the frame work of financial and personnel rules 
and performance targets within which devolution over operational 
matters is allowed to occur 

Hambleton (1992) Administrative 
decentralisation 

besides decentralisation via markets and political decentralisation; does 
not reject state delivery of services but seeks to create organisations 
more consumer (or citizen) responsive while retaining control over 
political strategy and service distribution 

Strehl (1995: 18) Devolution the planned transfer of power, authority, decision making on strategies, 
priorities and resources, and corresponding responsibility and 
accountability from central organisational units (ministries, 
departments) to other organisational entities leading thus to the most 
cost-effective decision making unit 
 

Klages and Löffler 
(1996: 135) 

Decentralised resource 
accountability 

as an element of the New Steering Model; former departments which 
are partly restructured become autonomous agencies with more 
responsibility for their tasks and the allocated resources 
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Authors Terminology Definition 
Burger and Treur 
(1996:114) 

Decentralisation (from 
the point of view of the 
former government 
organisation) and 
decentralisation (from 
the point of view of the 
decentralised unit) 

more global central control (strategic recentralisation) and more 
autonomy and well defined larger responsibility of the sub units 

 
Throughout this paper the notion of ‘decentralisation’ will be used referring to this phenomenon. Reviewing the 
definitions which are shown in Table 2, ‘decentralisation’ of governmental activities as a concept has an 
managerial aspect and an organisational aspect (see also Künneke, 1991)ii.  
The organisational aspect refers to “the withdrawal of activities from a governmental organisation or the shift of 
activities inside that government organisation” (de Vries and Korsten, 1992: 5). In some literature a distinction is 
made between an ‘internal’ and an ‘external’ form of decentralisation. If ‘decentralisation’ involves the 
positioning of these tasks in an existing or a new organisation (e.g. a quango or a government-owned enterprise) 
outside of the former central government organisation; this process may be called ‘external decentralisation’ of 
government activities. The process of ‘decentralisation’ may also refer to the creation of new organisational 
units or the enlargement of the autonomy of existing units which remain part of the former central government 
organisation; this process is called ‘internal decentralisation’ of government activities. An example of such an 
internal decentralisation is the creation of an agency which performs executive tasks that were formerly 
performed inside the government department to which the agency is linked. In the case of the creation of a 
internal devolved activity , the full responsibility of the minister remains as do the hierarchical relations between 
the top of the unit and the minister. An external ‘decentralisation’ of a activity involves a reduction of the 
ministerial responsibility and a substitution of the hierarchical relationship through a legally defined 
relationship.
On the other hand ‘decentralisation’ isn’t just an organisational matter; it involves also the decentralisation of 
certain managerial competencies  (finance, personnel, housing, and so on ) and degrees of operational freedom 
for the top of the ‘autonomous’ organisation. The managers of the latter organisation are made responsible for 
the implementation of some activities; the concept of ‘decentralisation’ implies that the enlarged responsibility is 
combined with an enlarged autonomy for the managers to perform these tasks in an appropriate way. It is 
believed that such an empowerment of the managers enhances their motivation and improves the quality of the 
decisions on resource allocation and the structuring of the production process. 
Two types of granted autonomy can be distinguished (OECD, 1994: 61). First there is operational autonomy, 
covering (1) the management of financial resources (usually covering only operating expenses, i.e. salaries, 
administration, etc., rather than programme expenditure); (2) the management of human resources; and (3) the 
internal organisation and location of units. A second type of autonomy is strategic autonomy, involving: (1) the 
ability to propose or take part in defining objectives; and (2) the choice of service delivery methods and the 
assignment of priorities according to a unit’s situation and specific constraints.  
In sum, the process of ‘decentralisation’ as to the type of conferred autonomy, may involve operational and/or 
the strategic autonomy. Concerning organisational changes, ‘decentralisation’ may be internal or external. 
 

TABLE 3: A MATRIX OF TYPES OF DECENTRALISATION
 

  Types of granted autonomy 
  Operational 

autonomy 
Strategic 
autonomy 

Types of 
organisational 

Internal 
decentralisation 

A B 

change External 
decentralisation 

C D 

 
In this respect is important to stress that a greater autonomy for the decentralised unit also means a reduction of 
the central steering and influence on operational matters compared to traditional central government 
departments. This central steering may be distinguished in steering of financial, personnel and policy matters 
(De Vries and Korsten, 1992: 6) or as input and process control (OECD, 1997: 129) on the production process. 
Using the extent of central steering and control as a criterion, a continuum can be made positioning the different 
types of ‘decentralisation’, as several authors do (de Vries and Korsten 1992; 6; Dunsire et al., 1988, 1991; Ter 
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Boght, 1994). On the one side, the traditional government department implies full central control; on the other 
side privatisation eliminates either form of central steering of the involved activity. In between these two 
extremes the ‘internal’ and the ‘external’ types of ‘decentralisation’ are situated. In this paper ‘privatisation’ as 
an extreme type of ‘decentralisation’ will not be discussed.  
In general, it may be assumed that the central steering diminishes to a larger extent when the form of 
decentralisation involves: 

• strategic autonomy rather than solely operational autonomy; and 
• an external rather than an internal form of decentralisation. 

This means that referring to table 3 central steering is assumed to decrease when the form of decentralisation 
evolves from A to D over B or C. 

2. Decentralisation: the international practice 
 
The practice in the OECD countries depicts a general trend to decentralize government activities concerning 
policy implementation. Table 4 shows the differences and similarities between a few OECD countries. It should 
be stressed that the review of the practice in these countries is mainly based on OECD reports. This means that 
the focus is solely on the experiences with respect to decentralisation at the national / federal level of these 
countries. Practices of decentralization at the local and state level are not reviewed in this paper. 
 

TABLE 4: INDICATIONS OF DECENTRALISATION IN OECD COUNTRIES (AT NATIONAL / FEDERAL LEVEL).
COUNTRIES OPERATIONAL AUTONOMY STRATEGIC 

AUTONOMY 
AUTONOMOUS  

ORGANISATIONAL 
INSTRUMENTS FOR  
RESPONSIBILITY,  

 RELAXATION 
OF INPUT 

CONTROLS*

RELAXATION OF 
PROCESS 

CONTROLS**

 ENTITIES*** CONTROL AND  
ACCOUNTABILITY****

Australia ++ ++ + + 
Executive agencies 

Resource agreements 
Performance budgets 
Benchmarking 
 

Canada ++ + + + 
Special Operating 

Agencies (SOA) and 
Alternative Service 

delivery Agencies (ASD) 

Planning, Reporting ad 
Accountability structure (PRAS) 
Business Plans 
 
Extended audits 

New Zealand ++ ++ ++ ++ 
Crown Agencies and 

State-owned Enterprises 
(SOE) 

Annual purchase agreements 
Efficiency and effectiveness audits 
Ex ante and ex post performance 
reports 

United Kingdom ++ ++ + ++ 
Next Steps Agencies 

Frame work documents 
Annual performance agreements with 
performance targets 
Value for money audits 
Benchmarking 

United States  + + + 
Performance-Based 

Organisations (PBO) 

Performance agreements and 
performance contracts 

Denmark ++ ++ ++ + 
Contract Agencies 

Performance contracts 
Performance targets 
Performance budgeting cycle  

Finland ++ + ++ ++ 
Agencies 

Annual results agreements 
performance accounting  
Benchmarking 
 

Sweden ++ ++ ++ ++ 
Agencies 

Dialogue between ministries and 
heads of agencies 
Performance budgeting 
Performance auditing 
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COUNTRIES OPERATIONAL AUTONOMY STRATEGIC 

AUTONOMY 
AUTONOMOUS  

ORGANISATIONAL 
INSTRUMENTS FOR  
RESPONSIBILITY,  

 RELAXATION 
OF INPUT 

CONTROLS*

RELAXATION OF 
PROCESS 

CONTROLS**

 ENTITIES*** CONTROL AND  
ACCOUNTABILITY****

France + + + ++ 
(Accountability Centres 

‘Centres de 
Responsabilité’) 

Contrat d’objectifs des cadres 
dirigeants 
Conceil scientifique de l’evaluation 

The Netherlands ++ + + + 
(‘Agentschappen’) 

Performance budgeting cycle 
Evaluations and performance audits 

Germanyiii      

Austria      

Sources: Flynn and Strehl, 1996; OECD, 1997. ++  Major progress / primary approach 
+  Partial progress / partial approach 

  Minimal progress / minimal approach 
*  “Have input controls (limitations on the use of resources, allocation to specific expenditure items) been relaxed? 
**  Have process controls (detailed rules on the process of providing services and operations of agencies ) been reduced? 
***  Have (semi)autonomous agencies been established? Has more autonomy been granted to the existing?” (OECD 1997: 129) 
**** This list is not meant to be exhaustive 
 
The historical background and the institutional traditions of the reviewed countries should allow a clustering of 
countries according to the characteristics of the ongoing processes of decentralisation.  
In the Anglo-American countries and specially in Canada, New Zealand and the United Kingdom the creation of 
agencies has already gone a long way. Australia and the United States have recently but carefully embarked on 
the same strategy. Agencies are being set up to provide service delivery on the one hand; central departments are 
specialising in policy matters on the other hand. The managers of the executive agencies have considerable 
operational autonomy, sometimes even in the field of staff management. Being part of a relatively young and 
inexperienced institutional relationship the strategic autonomy of agencies is rather limited. Contractual 
arrangements to set performance targets and to grant more managerial autonomy to the agencies are widely used, 
certainly in the United Kingdom and Canada. Agencies’ top managers are held personally directly accountable 
for meeting the stipulated performance goals. 
A second evolution and quite distinct for the Anglo-American countries is the application of the principles of 
decentralisation used for the agencies on the central departments themselves (e.g. New Zealand; United 
Kingdom) . Through output budgeting or global allocations and some level of discretion on human resources, 
the chief executives are able in a greater or lesser extent to select the mix of inputs they consider the most 
appropriate. On the other hand the chief executives in some countries (e.g. New Zealand) may be held 
responsible for meeting targets through the use of performance agreements between them and the Minister. 
In Scandinavian countries (except for Norway) a somewhat different picture arises. Most of these countries have 
a long tradition of subsidiarity and of (quasi)autonomous agencies which implemented the policy, made in the 
central ministries. In Sweden as in other Scandinavian countries, managerial autonomy coexisted with an input 
oriented system, where accountability mechanisms focused on compliance to rules (OECD 1997: 103). The 
recent reforms aim at turning these already autonomous but input oriented organisations into results-oriented 
ones (OECD, 1996: 33). Annual agreements or regular dialogue set out the objectives and targets which have to 
be met by the agencies, and for which the heads of the agencies are fully accountable. This is complemented by 
a further devolution resulting in greater flexibility in the field of financial and human resources management. 
Besides having expanded managerial autonomy the agencies also have substantial (de facto) strategic autonomy 
considering their dominance in negotiations with central government in setting the targets. 
The continental countries (underpinned by strong constitutions and a tradition of ‘Rechtstaat’), “Germany, 
Austria (...) have not moved away from the idea of the classical bureaucracy at central government level, with 
civil servants occupying positions and carrying out functions defined by law and legal norms. The services are 
managed by the same people as those who make the policies about what should be provided” (Flynn and Strehl,  
1996: 9). Devolution and autonomy are not a major tool for reform in the public sectoriv. 
The Netherlands, which can be considered as having a mixed regime according to some authors (Flynn and 
Strehl, 1996: 1),  have started with the creation of executive agencies, following the example of the United 
Kingdom. Next to the ministries and the linked agencies, quasi-autonomous non-governmental organisations 
(quangos) play a very important role in the service delivery at the central level. Estimations point at about 550 
‘independent administrative bodies’ (OECD 1992: 200-201). Lately agreements with some of these quangos are 
revised to be more result-oriented. 
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From the Latin countries only France was included in the review. France with its tradition of a centralised civil 
service and traditionally centralised system of administration has embarked on a interesting experiment 
concerning the creation of autonomous units (‘centres de responsibilité’) inside the central government 
departments. As a consequence of its judicial tradition the extent of managerial autonomy which is given to the 
local agents is rather limited (OECD 1997; Flynn and Strehl, 1996: 112-123). 
 
As to the approach to decentralisation the OECD distinguish several approaches (Helgason, 1996: 77). Table 5 
shows in a indicative way the predominant types of deferred autonomy; organisational types of decentralisation 
and approaches in the different clusters of OECD countries.  
 

TABLE 5: TYPES AND APPROACHES TO DECENTRALISATION IN THE DIFFERENT CLUSTERS OF COUNTRIES

Cluster of Countries Type of autonomy Type of 
decentralisation 

Approach to decentralisation 

Anglo-American 
countries 

• extended 
operational 
autonomy 

• some strategic 
autonomy 

• internal 
decentralisation 

• external 
decentralisation 

• creation of autonomous agencies at large 
scale 

• incremental decentralisation of 
autonomy in financial and personnel 
management throughout the public 
sector (including the government 
departments) 

Scandinavian countries 
(excluding Norway) 

• extended 
operational 
autonomy 

• de facto extended 
strategic autonomy 

• external 
decentralisation 

• internal 
decentralisation 

 

• revision of management agreements with 
existing agencies  

• incremental decentralisation of 
autonomy in financial and personnel 
management throughout the public 
sector (including the government 
departments) 

Latin countries 
(France) 

• some operational 
autonomy 

• some strategic 
autonomy 

• internal 
decentralisation 

• gradual decentralisation of autonomy to 
specific government units or to 
experiments 

Continental countriesv 
(excluding the 
Netherlands) 

• minimal 
operational 
autonomy 

• no strategic 
autonomy 

• unified; no 
decentralisation 

• no policy of decentralisation 

 
As to the managerial aspect of autonomy the international practice shows that a system of operational autonomy 
may envisage different types of flexibility (OECD 1994: 62, Helgason 1997: 77, OECD 1997): 

• a increased flexibility at the end of the year for the management of the budget, like e.g. the possibility to 
carry over funds from one year to the next (within predetermined limits) or to lend from the next-years’ 
budget; 

• the possibility to consolidate different funds to one global budget which enables the managers to shift an 
amount of expenditure between e.g. running costs and investment capital and vice versa  

• the possibility of retaining within the unit some or all of the savings made; 
• the capacity to generate and retain income; 
• flexibility in staff management, particularly the capacity to change organisational structures or the 

freedom to recruit certain staff under certain conditions (OECD, 1994: 62). 
The significance of the different types of operational autonomy depends on how far the type of granted 
flexibility goes: “when it involves carrying over funds from one year to the next or making certain operational 
funds suitable for capital, it could be argued that management has more flexibility but that other hierarchical 
rules remain essentially unchanged. When a unit can adjust its charges and income of when it is supposed to be 
strictly comparable with a private enterprise of the same type, it means that certain public policy choices which 
have implications for income distribution and the treatment of different customers are made by managers” 
(OECD, 1994: 63). 
In several countries also strategic autonomy is devolved. “This means that the agencies are able to give an 
opinion on aims and objectives and to suggest how they can be translated into targets. The unit is on a more 
equal footing with central units when it comes to defining the thrusts of its activities”(OECD 1994, 63). 
Strategic autonomy increases according to the degree of participation of the agencies in defining objectives and 
targets: 
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• they could be involved in a consultation by the central units; 
• they could be involved in a  negotiation with the central units; and 
• they could be in the position to determine objectives and targets unilaterally. 

Participation will be relevant “when (1) units have different types of complementary activity and deal with 
different categories of customers and users between which they can make resource allocation choices; and (2) 
objectives are expressed in terms of general goals which units (and not central authorities) are responsible for 
translating in to operational targets” (OECD, 1994: 64). Strategic autonomy will be less of an priority where 
units are single-purpose agencies and where their objectives are mainly financial and performance-oriented. This 
is the case in e.g. the United Kingdom. 
 
Several motives for operational decentralisation can be distinguished internationally. The main motive to create 
autonomous units or agencies is to improve performance by more: 

• adaptability and flexibility: “allowing an agency to take decisions appropriate to its specific situation and 
environment”; 

• responsiveness: “adapting the application of public policies to local conditions or to users’ expectations”, 
• expertise: “letting decisions be made by those having greater knowledge of their impact”; 
• motivation: “motivating staff by giving them some discretion rather than stifling them by rigid rules and 

regulations”; and  
• strategic off-loading: “off-loading decisions so as to free up the higher levels of decision-makers” 

(OECD, 1994: 59); 
 
It is generally believed that decentralisation has a positive effect on the performancevi of the units involved and 
of the administration as a whole. Providing organisations and managers more autonomy in decision-making and 
in the management of resources is believed to enhance their performance, but only if certain conditions are met. 
 
As to the necessary conditions for a successful process of operational decentralisation to result in a well-
performing unit, throughout the different national practices there is an emphasis on embedding decentralisation 
in a strategy of “results-oriented management” (OECD 1994; 1997). The key to the reforms is not only the 
creation of autonomous agencies but also matching autonomy, responsibility, control and accountability . 
“Agencies can only be fully accountable when: 

• they have the necessary autonomy to produce the required results; 
• what is required of them is clearly spelt out (responsibility); 
• there  is appropriate measurement, reporting and analysis of results (control)”. (OECD; 1994, 55) 

As Table 4 shows, the OECD-countries are therefore complementing the creation of autonomous units with 
instruments and procedures for responsibility-definition (e.g. frame work documents and annual performance 
agreements in the United Kingdom); for control (e.g. performance monitoring systems) and accountability (e.g. 
Extended Audits in Canada).  
As to the prerequisites of the devolution of autonomy, three elements are mentioned in OECD reports (OECD, 
1994: 64): (1) the definition of the units must be consistent; units must have clearly demarcated, compatible 
primary functions and a certain measure of internal homogeneity and have to be viable in terms of management 
and primary functions; (2) the autonomous units must use their autonomy to change their internal management 
practices (e.g. further decentralisation inside the units) and to change personnel qualifications; and (3) the 
autonomous and central units must be strengthened, e.g. the central units must dispose of appropriate monitoring 
and audit-provisions. 
In sum, the objective of the reforms is “to give units greater operational autonomy while developing a greater 
steering and strategic control capacity at central level” (OECD, 1994: 54). 
 
In international practices, implicit or explicit assumptions on the causal relations between the process of 
decentralisation, its motives and its ultimate effect on the performance of the units involved may be observed. 
Figure 2 is mapping these assumptions. 
 
This section points out that there is a general trend towards more autonomous units for policy implementation. 
As to the types and approaches to decentralisation in which this trend results, international practice shows a 
wide variety, involving managerial and strategic decentralisation and internal and external decentralisation. The 
next section will examine to what extent the trend to decentralise, and the motives, presumed effects on the 
units’ performance, and the conditions to have a successful decentralisation process are theoretically 
underpinned.  
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FIGURE 2: ASSUMED CAUSAL RELATIONS BETWEEN THE PROCESS OF DECENTRALISATION, 
ITS OBJECTIVES, ITS CONDITIONS AND ITS ULTIMATE EFFECT ON PERFORMANCE 
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3. Decentralisation: the theories 
 
In this section several theories are reviewed with respect to their contributions to the understanding of the 
phenomenon ‘decentralisation’. More precisely, for each theory this section describes: (1) what the basic 
assumptions of this theory are; (2) how decentralisation is interpreted; (3) which motives for decentralisation are 
to be distinguished; (4) what the effect on performance of decentralisation is supposed to be; and (5) what the 
conditions for an ‘effective’ decentralisation are. 
At the end of this section in paragraph 3.4 conclusions will be drawned with respect of the different positions of 
the theories on the notion of ‘decentralisation’. First it will be examined in how far the reviewed theories are 
comparable or contradictory in their interpretation of decentralisation. In the second part of paragraph 3.4 we 
will look for common elements in the different theories with respect to 1) the motives of decentralisation; 2) the 
presumed effect of decentralisation on performance; and 3) the conditions for an ‘effective’ decentralisation. At 
the end we will compare these with the motives, effects and conditions as defined through the international 
experiences, reviewed in the second section. 
The selection of theories which are reviewed with regard to their interpretation of ‘decentralisation’ in this 
article isn’t exhaustive. It should be seen as an attempt to give an overview of some interesting recently 
developed theoretical perspectives in the field of organisational theory - by which organisational theory is 
defined rather widely (see e.g. Morgan 1986, Pröpper 1993). Several criteria were taken into account by making 
the selection: 

• The theory concerned can be labelled as a part of the field of organisation theory; 
• The theory concerned is developed rather recently and reflects a part of the contemporary thinking on 

organisations in public administration. 
• The theory concerned has to give reasonable attention to the notion of ‘organisational autonomy’ and to 

the relation of that notion to ‘organisational success’; 
The following clusters of theories are included: (1) neo-institutional economics; (2) inter- and intra-
organisational network theory; and (3) social system theory of Luhmann. Many authors (Hood 1991; Aucoin 
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1990; Gray and Jenkins 1995: 84; Kirkpatrick and Lucio 1996: 3-4) consider the neo-institutional and public 
choice economics as the  theoretical foundations of the New Public Management (NPM). Decentralisation as a 
structural reform is seen as a predominant element of NPM (Pollitt 1995: 134) or even as the structural 
prequisite for NPM (Gray and Jenkins 1995: 83). Several authors have already linked the notion of 
decentralisation to the neo-institutional economics (See e.g. Mol and Verbon 1993; Ter Borght 1994; Künneke 
1991; Neelen 1993). The contributions of some of these authors to the understanding of ‘decentralisation’ are 
included in the following review. 
Network theory and social system theory are getting considerable attention, because they offer promising and 
refreshing frameworks and concepts to understand contemporary changes in government (In ‘t Veld et.al. 1991; 
Kickert 1991; Kooiman 1993; Koppenjan et al. 1993). In this field the first steps are taken to explain 
‘decentralisation’ by using these theories (see e.g. Bekkers 1993, Bekkers et al. 1996). These different 
theoretically approaches have a potential to add to the understanding of the notion of decentralisation. 
This selection includes economic theories and theories from the field of administrative science and of sociology. 
However, this is not an comprehensive selection. It will be very useful to complement this review with an 
examination of older theories, like Webers’ bureaucracy theory, contingency theories and theories of public 
policy. Such theories may shed a totally other light on ‘decentralisation’ and its merits. This lack of 
completeness is acknowledged by the authors. 

3.1. The neo-institutional economics and decentralisation 
 
The neo-institutional economics consists of several relatively new lines of economic theory, of which property 
rights theory, Williamsons’ transaction costs economics and agency theory are the most prominent onesvii. 
Besides these theories, three other theories will be discussed: the public choice theory of bureaucracy (Niskanen, 
Migué and Bélangér); and the theory of bureaucracy of Wilson. 
These theories are strictly spoken not a part of neo-institutional economics but they may be considered as 
precursors (Niskanens’ theory) of or reactions (Wilson) on the neo-institutional economical approach (Ter 
Boght 1994; Mol and Verbon 1993; Moe 1984). Moreover, they gives useful insights on the organisation of 
public bureaucracy in general and on the notion of ‘decentralisation’ in specific. 
According to Tijdinck (1996: 246-247) the neo-institutional economics are based on the core of the neo-classical 
economic paradigm: stable preferences; rational choice-model and equilibrium (see also Moe, 1984: 750). On 
the other side the neo-institutional economics also mean a challenge to some other neo-classical assumptions: (1) 
methodological individualism - the individual inside the firm as primary unit of analysis instead of the firm 
treated as a black box -; (2) institutions as constraints to human choice and behaviour; and (3) information 
problem and positive transaction costs in stead of complete and free information for the economic individual. 

 
Property rights theory 
This theory (Furubotn and Pejovich, 1974) focuses on the allocation of different property rights, which are 
associated to a certain good, over the different economic actors and the influence of this allocation on their 
behaviour. The types of property rights are: (1) usus: the right to use a good; (2) usus fructus: the right on yield; 
and (3) abusus: the right to chance form of content of a good or to transact it (Furubotn and Pejovich, 1974: 4);.  
These categories of property rights influence the economic allocation process. An actor with only the right to 
use a good (usus) won’t be interested in investing in that good, since he can’t yield the profits of his efforts. An 
actor which has the usufruct but not the right to sell it (abusus) will have little interest in taking the future value 
of that good into account, since he isn’t able to capitalise that value through selling the good. The actor which 
owns the unlimited and exclusive property rights of a good will use that good in an efficient way with respect to 
cost efficiency (and allocative efficiencyviii in the case of goods without a collective character, goods without 
external effectsix, and in the case of non-monopolistic production). Property rights theorists consider private 
ownership as leading to more efficient behaviour than public property. In the case of the public sector there 
exists an attenuation of property rights (Furubotn and Pejovich, 1974: 4); individuals can’t claim any 
individualised rights on a certain good. Hence, the efficiency of public organisations will be less than of private 
organisations (McKean, 1974). Privatisation of government activities is in that sense to be recommended, except 
for collective goods and goods with external effects (externalities) for which compensation or government 
regulation is hard to realise (Ter Boght 1994: 229, 232). 
Some authors go beyond traditional property rights theory and have stated that the application of property rights 
theory to public sector organisations needs a modification of the assumption of methodological individualism 
(Künneke 1991, de Vries 1992; Tijdinck 1996). This methodological individualism must be applied to 
organisations instead of individuals; since in the public sector not the individuals have the property rights but the 
public organisations themselves. According to these autos these organisations may be seen as holistic entities. 
Following this reasoning, property rights theory becomes more useful to study the phenomenon of 
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‘decentralisation’ and the effect of such a process on the efficiency of public organisations. Künneke points out 
that extending the autonomy of an government organisation may be considered in some cases as the allocation 
of certain property rights to that organisation. The more unlimited and exclusive these allocated property rights 
are, the more efficient the government organisation will behave. Künneke (1991, 125-160) states that 
decentralisation should take one of the three following forms to have a positive effect on the organisations’ 
efficiency: 
1. The right for the autonomous organisation to create and to have own funds, which it is free to use in 

whatever way it wants to: In that case efficiency gains could be added to the organisations’ own capital as a 
form of  usufruct of property (usus fructus), what should, as a profit incentive, stimulate the organisation to 
produce more efficiently. The reservation of surpluses and profits inside the organisation is seen as 
enhancing the organisations’ objective of accumulation of resources in order to guarantee the economic 
sustainability of itselfx. 

2. The right for the autonomous organisation to borrow capital on the capital market without being backed by 
the central government: As a operationalisation of the ‘abusus’ property rights; autonomous access to the 
capital market stimulates the efficiency of government organisations by facing major disturbances in their 
organisations if they fail to pay back the borrowed capital (cf. the ‘control hypothesis for debt creation’). 

3. The separation of decision management and decision controlxi. It means that policy preparation and 
implementation are done by the autonomous organisation, while policy ratification and control are the tasks 
of the public owner (the mother department; the cabinet). This may be seen as a enlargement of the ‘usus’ 
property rights (Tijdinck, 1996: 252). Such a ‘division of labour’ will enhance the efficiency since the 
specific knowledge of the autonomous organisation with respect to the policy field and the production 
processes is used in the policy-making and implementation. Also, the information costs will decline because 
less exchange of information is necessary. More over a system of checks and balances will inhibit the public 
owner to exploit the involved organisation by consuming emolumentsxii, like forced spending. 

In short, decentralisation will enhance the efficiency of the production of the involved organisation if the 
discretion of the managers is enlarged and in the same time the responsibility of the managers for the economic 
sustainability of the organisation is establishedxiii. In this way managers are forced to adopt a long term view and 
strategic thinking. 
 
Transaction cost theory  
Williamsonxiv applied transaction-cost on the external boundaries and the internal structure of firms. With regard 
to the external boundaries of a firm Willamson made clear why some transactions are made on the market while 
other transactions occur inside the hierarchy of a firm (Williamson, 1975). The actors chose the most appropriate 
governance structure (i.e. a combination of methods, procedures etc. to prepare a transaction, make contracts, 
and monitor completion of the transaction) to minimise the transaction costs. Whether a hierarchy or the market 
are the most appropriate governance structure depends on three characteristics of the transaction: (1) uncertainty, 
(2) frequency and scale with which the transaction occur, and (3) asset specificity. Asset specificity is the degree 
to which durable transaction-specific investments are required to realise least-cost supply (Williamson, 1981: 
555). Williamson distinguishes between three types of asset specificity: human assets, physical assets and site. 
Human resources being the most important asset in government organisations, it is relevant to focus on these 
human assets and their relation to decentralisation of government activities (Soeters, 1992: 25-26). In discussing 
human assets, Williamson differentiates between low and high degrees of human asset specificity (i.e. the level 
of necessary organisation-specific learning and skills) and between easy and difficult conditions of meterability 
of the results of the work of these human resources. “The internal organisation counterpart for uncertainty is the 
ease with which the productivity of human assets can be evaluated” (Willamson, 1981: 564). This results in four 
classes of labour governance structures (Williamson, 1985: 242-248), which are listed in table 6xv: 
1. internal spot market: the goods produced and the services delivered by human assets with no organisation-

specific skills and from which work results are measurable should be acquired on the market ; 
2. primitive team: transactions by human assets with no organisation-specific skills and from which work 

results aren’t measurable should occur through the market if the frequency of the transaction is rather low; 
3. internal obligation market: transactions by human assets with organisation-specific skills and from which 

work results are measurable may occur on the market only if the stability of the contractual relation is 
guaranteed; 

4. relational team: transactions by human assets with organisation-specific skills and from which work results 
aren’t measurable should occur inside the organisation since continuing contacts between the two parties 
should be possible. 

 
TABLE 6: TYPOLOGY OF TRANSACTION COSTS AND DECENTRALISATION 

 human assets non-specific human assets specific 
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productivity is objectively 
measurable 

internal spot market 
e.g. custodial employees; domestic 
waste collection 
appropriate for contracting-out or 
decentralisation 

internal obligation market 
e.g. water quality management 
contracting-out or decentralisation are 
possible (if stability of the contractual 
relation is guaranteed in the case of 
contracting-out) 

productivity is not objectively 
measurable 

primitive team  
e.g. organisation consultants 
contracting-out or decentralisation are 
possible (depending on the frequency of 
the transaction in the case of 
contracting-out)   
 

relational team 
e.g. secretarial service of the minister 
cabinet 
decentralisation or privatisation are 
impossible 

Sources: Williamson 1985: 242-248; Soeters, 1992: 26-27; Bouckaert and Halachmi, 1996: 99 
 
With respect to the internal structure of a firm transaction costs theory put the co-ordination inside the firm into 
the centre of attention (Williamson, 1985). He distinguishes two types of co-ordination: co-ordination by 
hierarchy (the unitary form or U-form) and co-ordination by mutual agreements between relatively autonomous 
organisation units (the multi-divisionalised form or M-form). The U-form, applied in large organisations, creates 
some problems with regard to information-processing. Firstly, the central authority gets overloaded with detailed 
information and can not longer fulfil its tasks to design properly the firms’ strategy (i.e. corruption of the 
strategic decision-making). Secondly, because of many different hierarchical levels the information processing 
slows down and cumulative control loss occurs. The M-form eliminates this problems. Since the divisions 
operates autonomous, less downwards and upwards co-ordination is necessary and the top gets its hands free to 
dedicate more attention to strategic decisions. The more specific the used assets are, the more centralised the 
internal structure of the organisation will be (Van Helden, 1993, 59-65). On the other hand if a centralised 
organisation gets too large and too complicated and if the information processing capacities get overloaded, a 
form of internal decentralisation (i.e. the creation of the M-form) is to be advised. 
Williamson stresses that if transaction costs are too high, an organisation should look for a more efficient 
governance structurexvi. In the long term, this is also essential for a non-commercial organisation; such as a 
government department (Willamson, 1981: 573-574). With respect to decentralisation of government activities, 
transaction cost approach states that, in order to economise the transaction costs: 
1. The lesser asset specificity is involved, the more preferable central government activities can be organised -

in the stated order - in internal autonomous units (internal decentralisation or the M-form); in an external 
autonomous unit (external decentralisation) or through the market (contracting-out or privatisation) (Van 
Helden, 1993: 63-64). The reliance on hierarchical supervision will decline throughout these forms and the 
relevance of price-agreements will rise.  

2. The more complex a centralised organisation is, the more preferable such an organisation should be 
organised as the M-form (i.e. internal decentralisation) to enhance the information processing and the 
strategic decision-making 

3. The more the results of the activities can be objectively measured, the more a form of decentralisation is 
possible (Williamson, 1981: 561-563). 

4. Decentralisation should imply more reliance on price/output agreements and a reduction of the level of 
hierarchical supervision, planning and input- and process-control by the mother organisation or by the 
involved minister (Van Helden, 1993:  61) 

5. Competition with the market will enhance efficient behaviour of autonomous units (Williamson, 1985; Moe, 
1984). 

 
Agency theory / principal-agent approachxvii

The principal-agent approach points at the existence of a certain level of discretion of agents when implementing 
tasks. This discretion allows the agent to organise the implementation in such a way that he pursues his own 
objectives rather than those of the principal. It is assumed that the objectives of the agent (consumption of 
emoluments) are conflicting with those of the principal (productivity and profit). Other assumptions concerning 
the relationship between principal and agent are: (1) it is based on an implicit or explicit agreement; (2) there is 
utility maximising behaviour but with different utility functions for the principal and the agent; (3) the problem 
of imperfect monitoring and (4) transaction costs  are positive (Jensen and Meckling, 1976: 308-310; Neelen, 
1993b: 75). The principal tries to direct the agent in a way the agent gives priority to the principals objectives. 
Given the assumption of information asymmetry, the conflicting objectives of principal and agent and the 
positive transaction costs, such a direction will not be without any costs. The principal as rational utility 
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maximiser will try to minimise the agency costs. The literature distinguishes 3 types of agency-costs (Jensen and 
Meckling, 1976, 308): (1) ‘monitoring costs’ which are the costs of the activities, done by the principal to assure 
that the agent puts the principals interests first; (2) ‘bonding costs’ which are the costs of the activities by the 
agent to force himself to acts in the interests of the principal; and (3) ‘residual loss’ which is the welfare-loss for 
the principal due to the ‘shirking’ (Alchian and Demsetz, 1972) of the agent. There will be a trade off between 
the monitoring and bonding costs (together they make the enforcement costs) on the one hand and the residual 
loss on the other hand. In the principal agent approach, maximising the efficiency is translated in minimising the 
agency costs. 
Applying agency theory to the concept of ‘decentralisation’ of government activities, it is necessary to adapt the 
methodological individualism to the organisational level (Tijdinck 1996; De Vries 1992). In the view of Neelen 
(1993a), ‘decentralisation’ is seen as a change in the constraints, i.e. the rules and regulations, imposed by the 
principal on the behaviour of the agent. In the case of ‘decentralisation’, the constraints on the agent’s behaviour 
will be less specific and less on operational level, less focused on content and more on general procedural 
elements (procedures to exchange information and to account for the results), less compulsory and more focused 
on output of production than on input and throughput.  
The question whether ‘decentralisation’ as an enlargement of the decision discretion of the agent, results in a rise 
or fall in the agency costs, opinions differ. Neelen (1993b: 82-83) states that concerning the agency costs two 
distinct effects will occur: 
1. The enforcement costs of the principal will declinexviii. On the one hand, less detailed rules and regulations 

will induce less information costs. On the other hand the compliance of the agent with these constraints may 
be monitored for lesser costs. This is only the case if the traditional instruments for monitoring and 
enforcement (e.g. compliance audits) are replaced by performance related monitoring and evaluation devices 
(e.g. performance audits). Coexistence of these instruments would lead to a monitoring and audit surplus and 
to higher enforcement costs (Bouckaert, 1995b). 

2. The residual loss will rise. As the enforcement costs decline the agent will be tended to pursue his own goal 
to consume emoluments. Two other factors are at stake here. First, it is likely that not all the objectives of the 
principal are translated in clear rules and regulations. This is especially the case with more general, 
politically and less economic objectives. This gives the agent more possibilities of ‘shirking’. Secondly, the 
higher residual loss are less visible in contradiction to the enforcement costs. 

In short, It is rather difficult to study, let alone to predict the global effects of decentralisation on the agency 
costs or the agents’ efficiency. To offset the negative effects of decentralisation on the efficiency of government 
activities, some scholars (Bouckaert, 1995b; Ter Boght, 1994: 234; Neelen, 1993b) list the following conditions:  
1. Decentralisation should be complemented by a performance-related budget, which is underpinned by a 

correct costs calculationxixor by commercialising the activities and products of the autonomous organisation. 
In the latter case is the agent responsible to bear the costs of his production. 

2. The principals’ objectives, that has to be executed by the agent should be defined in a unambiguous way 
(Jensen and Meckling, 1976; Neelen, 1993b) 

3. Performance related enforcement instruments should replace, rather than surplus compliance-oriented 
instruments (Bouckaert; 1995b). 

4. The setting of decentralisation should provide in an appropriate performance related incentive for the top of 
the autonomous unit (Pratt and Zeckhauser,1991)xx. 
 
Public choice theory of bureaucracy (Economic theory of bureaucracy of Niskanen, Migué and Bélangér) 
Although the economic theory of bureaucracy ought to be seen as a part of the public choice literature, several 
scholars state that the bureaucracy theory can be considered as an extreme variant of the agency theory (Meijdam 
and Verbon 1993; 93; Ter Boght 1994; 219). The model of Niskanen (1971) assumes a situation of bilateral 
monopoly: politicians and the administrative ‘bureau’ are mutually dependent as purchaser and provider of goods 
or services. The bureau is dependent on the sponsor (i.e. the political leadership) for financing while the sponsor 
needs the co-operation of the bureau for the production of goods and services. The model expresses the demand of 
the sponsor as a ‘budget function’ or ‘total evaluation function’ (which shows the maximal budget that the 
sponsor wants to spend for each production level) and the supply by a ‘total costs-function’ (which depicts the 
minimal costs with which a certain level of goods or services can be produced). 
In the original variant of Niskanen (1971) the bureaucrat is assumed to be budget-maximising. The budget is a 
necessary means to enlarge the bureau and in the end to realise the ultimate objectives of the bureaucrats, such as 
higher salaries, reputation and influence and better co-operation of subordinates. A second assumption is that the 
sponsors have no information at all with respect to the bureau’s costs function. The bureaucrat will further the 
level of output that maximises his budget and because of the information-asymmetry, he will always get what he 
wants. In this model the produced volume of goods will be too high from the perspective of social optimality; 
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In the Migué and Bélangér variant (1974) the assumption of budget-maximising behaviour by the bureaucrat is 
critised. These authors assume that the bureaucrat will look for the optimal combination of the level of output and 
the level of ‘managerial discretionary profit’ or ‘organisational slack’ that allows him to realise personal 
objectives (e.g. lower workload by taking on additional staff). ‘Managerial discretionary profit’ is the positive 
difference between the received budget and the minimal budget by which the level of output produced by the 
bureau had been possible. In this view the bureau will produce a lower quantity for a budget which is higher than 
the real costs. From the viewpoint of the social welfare maximising politician, the over-supply will decline in this 
model, compared to the model of the budget-maximising bureaucrat. On the other hand, in this situation the 
bureaucrat produces in a cost-inefficient way.  
Some authors have stated that the dominance of one of the partners in the bilateral monopoly-model in the case of 
government bureaus is not or is just limited in favour of the bureaucrat.(Miller and Moe, 1983). Miller and Moe 
see financing on the base of fixed normcosts or output prices as a possible strategy by the sponsor to improve  the 
result of the negotiation process of budget-allocation. The sponsor can ask the bureaucrat to determine the costs of 
the production of one output, if the output is clearly identifiedxxi. In this way the sponsor is able to set the output 
quantity as well as the budget. Because of the information-asymmetry, the bureaucrat by setting the price for one 
output can still determine the output level and the budget according to his preferences. The result isn’t necessarily 
social efficient (i.e. welfare optimising) or cost-efficient. But the result in this model is to be preferred from a 
welfare-optimising point of view compared to the two other models of Niskanen and of Migué/Bélangér (Miller 
and Moe, 1983: 302-305; Meijdam and Verbon, 1993: 91-92). 
Applying this model and its variants to ‘decentralisation’, it is clear that enlarging the autonomy of the ‘bureau’ 
or executive agency strengthen the negative effects of the prevalent information asymmetry and the bureau’s’ 
monopoly on the efficiency of the production process. This applies even more if the output of the production is 
insufficiently measurable. To optimise the production of the bureaucrat in a situation of decentralisation, the 
following conditions can be deduced from the economic theory of bureaucracy: 
1. Decentralisation of government activities is only successful if the output of the activities can be measured 

unambiguously, and if the production process is relatively transparent for the sponsor (Niskanen, 1971; 
Meijdam and Verbon; 1993; 103-104). 

2. Decentralisation of government activities should be complemented by financing on fixed normcosts (or 
output-related funding) (Miller and Moe, 1983). The involved contract or performance agreement should 
provide in appropriate monitoring devices and sanctions, if the bureaucrat does not reach the agreed output 
level. The demanded quality and volume of goods should be sufficiently stable, which implies a certain 
reluctance of the political sponsor to interfere in the contractual conditions during the period of the contract. 
In this sense a provision for which it is essential that the minister has the overall possibility to alter the 
quality or the volume of the provision, should not be made autonomous (Kraan, 1993: 117). 

3. To enhance the efficiency of the production of the autonomous unit an effective performance incentive 
should be created. An incentive should be designed to enhance the bureaucrat to maximise the difference 
between the received budget and the stated or visible costs of the production. In that way, the visible costs 
would equal the real production costs. When the bureaucrat is supposed to be slack-maximising (an  extreme 
variant of the . Migué/Bélangér model), an appropriate profit incentive would be that the bureaucrat receives 
a part of the efficiency gains for his own use in the form of a profit related salary (Moe, 1984: 763-764). In 
the model of the slack-maximising bureaucrat the possibility for the autonomous unit to retain its efficiency 
gains and add it to next-years budget is not considered as a effective profit incentive. For the slack-
maximising bureaucrat will always use the efficiency gains to consume emoluments. 

4. In order for the production to be welfare optimising, administrative or market competition should be 
introduced (e.g. compulsory competitive tendering), for competition undermines the monopoly powers of the 
supplying units and loosens their exclusive control over cost information (Niskanen, 1971; Miller and Moe, 
1983: 311). 
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The theory of agency origin by Wilson 
The American political scientist Wilson develops in his book ‘Bureaucracy: What government agencies do and 
why they do it’ (1989) a distinctive view on bureaucracy and specifically on executive government agencies. His 
approach is not meant as building a theory, but rather eclectic pulling together what already exist from different 
theories, such as concepts of Mintzberg; new economics of organisation (transaction costs theory and agency 
theory) and Niskanens’ bureaucracy theory and from specific findings from empirical research (Moe, 1984). 
Wilsons’ ideas are not exclusively economically oriented. The assumptions on which the behaviour of the actors 
is based is not only ‘maximising the economic utility’ but also ‘a just treatment’ and ‘client satisfaction’ do 
matter for individuals and organisations (Ter Boght, 1994; 222). 
Departing from a principal-agent view Wilson states that in the case of insufficient direct control of the 
principal, which is the case in complex organisations, agents tend to ‘shirk’ - the agent doesn’t devote himself 
entirely for the objectives of the principals (‘he is doing too little’)- or to ‘subvert’ - the agent performs well, but 
not in the line of the objectives of the principal (‘he is doing the wrong thing’). In government-organisation the 
shirking- and the subverting problem is more manifest than in private organisations because of three reasons: (1) 
the output and the outcomes is not always measurable and goals may be too vague to judge the work up on; (2) 
the subordinates in government organisations are likely to have many principals instead of one; (3) the 
bureaucrats bring their own political preferences to their job, which play a role in the policy execution (Wilson, 
1989: 156). 
To reduce the shirking and subverting problem solutions can be principal-oriented or agent-oriented (de Vries, 
1992:60-61). Principal oriented solutions are: (1) strengthening central control; (2) creating a monitor function; 
(3) a detailed planning; (4) formulating the tasks. Wilson state that these solutions create additional constraints 
for the agents, which enhance opportunistic behaviour of these agents. For the executing bureaucrats are 
characterised by on the one hand contacts with specific clients; for which they need a certain measure of 
discretion in performing their task. On the other hand, the bureaucrats have also to do with the top of the 
organisation, which wants to control them. Because the bureaucrats aren’t able to fulfil the questions of the top 
(rules and policy) and of the clients, they pursue a certain measure of autonomy in the organisation.  
Therefore, according to Wilson an effective agency should be politically autonomous, separated from but 
accountable to other political institutions and oriented to its clients (Wolf, 1994). Solutions to reduce the 
shirking and the subverting from the viewpoint of the agents are to be advised: (1) reducing central control; (2) 
decentralising competencies; (3) strengthening the responsibility of the bureaucrats in executive agencies; (4) 
formulating the core-tasks of the bureaucrats (de Vries, 1992: 61). 
The possibilities to overcome the shirking and subverting problem depend in a large extent of the measurability 
of outputs and outcomes. Wilson has developed a typology of executive agencies: (1) production organisation: 
outputs as well as the outcomes are measurable such as the ‘Internal Revenue Service’. (2) procedural 
organisation: the outputs are measurable, the outcomes are not. The army in peace-time is an example; (3) craft-
organisations: outputs aren’t measurable, outcomes are. Examples of this are the army in war-time or police 
inspectors; (4) coping-organisation: outputs and outcomes aren’t measurable, like schoolsxxii (Wilson, 1989:158-
171). 
 Decentralisation of executive agencies as a process is clearly underpinned by Wilsons’ agent-oriented remedy 
for the problem of shirking and subvertingxxiii. The decentralised executive agency should fulfil the following 
conditions in order to be effective (Wilson, 1989: 369-376): (1) the agency should have a clear goal and a strong 
sense of mission (2) the managers should have the authority and the control over resources which match the 
tasks their organisation is performing; external constraints should be minimised (e.g. the devolution of human 
resources management); (3) the agency should be judge by its results (therefore results should be measurablexxiv) 
and the income of those involved should be dependent on the achieved results (Wilson, 1989: 349); (4) 
whenever possible, competition in service supply should be made possible, and (5)authority should be placed at 
the lowest level at which all essential elements of information are available; this means that devolution of 
responsibilities within the decentralised unit ought to be considered. 

3.2. The inter- and intra-organisational network approach and decentralisation 
 
Interorganisational network theory has evolved out of, among others, the contingency-approach and more specific 
the ‘resource dependence’ -model of organisations of Pfeffer and Salaznick (1978). In this model organisations 
are viewed as being dependent of critical resources (financial means, human resources with certain qualifications;  
machines and other technical means; political support...) out of the environment. Their survival depends upon 
gaining and retaining sufficient and appropriate resources. These resources are controlled by other organisations, 
so that these resources are not freely disposable for use. Organisations are as such mutually interdependent and try 
to reduce the uncertainty involving the access to resources by establishing more or less sustainable relations of 
resource exchange. These relations institutionalise themselves in the form of interorganisational networks. Benson 
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(1978) defines networks as patterns of interactions between organisations aimed at material and immaterial 
resource exchange. Similarly, interactions are seen as ‘resource games’ (Pfeffer and Salaznick, 1978) by which 
actors seek to maximise their power (Morgan, 1986: 158-182) inside the network and attempt to reduce their 
dependencies. Kooiman defines an interorganisational network as: a set of semi-autonomous organisations with 
tasks and/or objectives on a specific field, which interact with each other because of their mutual 
interdependencies. In the network no central organisation exist which can impose its will on the other 
organisations (Kooiman 1980: 70). 
This aspect of networks, i.e. no central dominant organisation, was seen as appropriate in public policy and 
administrative science to study the failing impact of government on society. Several scholars (See e.g. Scharpf et 
al. 1976, Marin and Mayntz, 1991; Marsh and Rhodes, 1992) use the concept of ‘policy network’ to describe the 
interorganisational networks that exists around public policy programs. For public policy is developed and 
implemented in and through government, semi-public and other organisations. The government is only one of the 
many relevant actors and is on its turn dependent on the other actors. Societal steering of society is failing because 
government actions are still based on the assumption of the ‘feasibility of society through unilateral government 
action’. Policy network scholars (Koppenjan et al., de Bruijn and Ten Heuvelhof; 1991) state that government has 
to act as a ‘network manager’ using new policy instruments as contracts, incentives, performance measures and 
communicative instruments to steer social actors which participate in policy networks.  
How should the government be internally organised to be able to act as a ‘network manager’? Answers to that 
question are to be found in the field of network theory that focuses on intra-organisational structuring (Bekkers, 
1993: 84-49xxv). As Scharpf states, government is differentiating itself as reaction to the growing differentiation 
and complexity in society. The intra-organisational pluriformity and variety should be mirroring that of society. In 
that sense, the government organisation may be seen a network of mutual interdependent actors and organisational 
units with different interests and different levels of power. As Kastelein (1990) makes clear, the intra-
organisational network of government is structured in a way which inhibits the steering capacity of government 
rather than enhancing it.  
Kastelein sees the organisation as a network of several units, which have each their own primary process. Modular 
units are seen as open systems which interact with their environment. In contemporary big complex organisations 
(as in the public sector) the internal processes (the throughputs) of these units are not only controlled by the top of 
the organisation, but also by a manifold of external specialised aspect-controlling, -co-ordinating, -supporting and 
supplying centres (like the human resources unit...) (Burger and Treur, 1996: 116). The resulting mode of control 
is one by which the different aspects of the production processes of the units are specified by multiple centres in 
the organisation. Such a mode of control has several disadvantages: (1) the flexibility and the autonomy, and the 
adaptability to the environment of the units is decreasing; (2) the controllability of the whole organisation for the 
top is decreasing (‘control deficit’); (3) the alienation of the members of the units because of the reduction of the 
overall-view and the strengthening of the dependency of others. In sum the overall effectiveness of the unit and of 
the whole organisation is threatened. 
A different means of control is (Burger and Treur; 1996: 116): “one in which central steering and regulation is 
limited to some strategic mainlines and aspect-oriented steering, regulation and support of the modules by external 
centres is replaced by input-output-steering and regulation, based upon contracts, self-management and market 
relationships between the units”. In such a alternative system the units are made more autonomous of the different 
process-controlling centres and are made results-oriented by contractual agreements. As such, units are able to 
adjust their characteristics to fit the environment and the top of the organisation gain more strategic control over 
the units (Burger and Treur, 1996: 125). The introduction of result-oriented units requires the material 
implementation of the following provisions (system-conditions): (1) suitable management-contracts (between the 
top and the unit) and production-contracts (between units) in input-output-terms (in stead of throughput 
specifications); (2) suitable monitoring systems (used inputs, produced products or services); (3) provisions for 
arbitration in case of disputes between the different actors; (4) provisions for certification in those cases that 
external units have to get indispensable information on the process inside an unit; (5) incentives for the units 
related to the achieved results (to the extent that the results are depending of the activities of the units); (6) 
absence of frequent line-interventions in the internal affairs of the units; (7) absence of frequent line-interventions 
in the contractual terms during the period of the contract; (8) abolition of the forced trade with support centres 
(Kastelein, 1994: 79). 
 
The application of intra- and interorganisational network theory on the ‘decentralisation’ of government 
organisations is quite obvious. The recent trend of creation of ‘autonomous’ agencies can be explained as an 
adaptation of the structure of the intra-organisational network of government to mirror the complexity and 
differentiation in society, and to secure the steering capacity or government in an evolving society and as one of 
the actors in policy networks. Process controls on governmental units are made more loose and contracts are used 
to make the units more result-oriented. This in order to improve the adaptability of these units to their 
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environment; to improve the strategic control of the central government and to motivate the staff of the units by 
giving them some degree of autonomy. In short effective ‘decentralisation’ should imply: mutual agreements; 
monitoring systems; certification and arbitration provisions and a extended managerial and strategic autonomy for 
the managers of the decentralised units. Some of these provisions imply that internal management of the public 
sector is based on the same principles as the ‘external’ network management by government. 

3.3. The social systems approach of organisations and decentralisation 
A first part deals with the question: how does autopoietic theory (Luhmann, 1987) look at society and at the 
different systems and organisations in society; what are the consequences for the ability of the government to steer 
the systems in society? The second part examines how the government should be organised in the view of 
autopoietic theory and with respect to its view on the ability of the government to steer societal systems. 
In the autopoietic social systems theory, society is considered as an extremely complex system, existing of several 
subsystems. This complexity is caused by a process of ongoing functional differentiation and specialisation, which 
causes the society to split in a lot of subsystems, which have their own tasks and functions. These subsystems are 
at the same time interdependent. However, through a process of institutionalisation these systems have became 
more and more turned into themselves (Bekkers, 1993: 111). The systems are recursively closed systems with 
respect to communication (Luhmann, 1987:176). The ‘closure’ is of a selective characterxxvi; i.e. the systems are 
closed in their internal functioning. The maintenance of a system is determined by a circular reproduction of its 
own identity and of its internal functioning. An autopoietic system wants to have its identity confirmed; that is 
why a system is continuously in interaction with its self and reflects over its own identity. The perception of the 
environment of a system is determined by its own internal functioning (Bekkers, 1993: 111). “(The) closure (of 
the social systems) implies that information is not transferred between systems but rather is always internally 
constructed by a system according to its own binary code (e.g. legal/illegal for the legal system; true/false for 
science, etc.)” (Paterson, 1997: 38).As an effect, insight in the functioning of other systems by that system is 'an 
sich' impossible. This ‘mutual opacity’ means that systems have the character of a "black box" (Morgan, 1986: 
238; Bekkers, 1993: 69). The resulting steering problem (Luhmann1997: 41-57)xxvii is how can government 
(which is also a partially closed system) effectively intervene, if one knows that other social systems will only 
react to these interventions if these interventions contribute to the reproduction of the system identities involved. 
The government as a system can try to influence the self-steering of another system by creating appropriate 
conditions for the self-steering of that system having first observed (in accordance with its own distinctions, of 
course) how the other system operates (Paterson, 1997: 39). Or as Bekkers puts it “The reflexive and 
communicative capacities which as system uses to re(define) its identity, with reference to its interdependencies 
with other systems, is the most important object of steering” (Bekkers, 1993:333-334). 
The concept of steering that can be deducted from the social systems theory contrasts the classical form of central 
steering (Luhmann, 1997: 47). Typical for classical steering is the idea of detailed prescription and regulation of 
the throughput of the organisations to be steered from a central, above society located, point of view, based on a 
rational-comprehensive approach of policy-making. Bekkers discerns two alternative modes of steering based on 
autopoietic theory which aim to influence the self-steering of the involved systems (Bekkers, 1993: 98-113). A 
first mode of steering is steering on the borders of the organisation (cf. ‘the organisation as a black box’): 
Instruments that can be used in this mode are on the one hand steering on input and output measures (e.g. output-
budgeting and contract-management) and on the other hand steering by incentives. Steering on performance 
measures complies the steered organisation to realise a certain objective, but the organisation has the freedom to 
organise itself its internal processes with respect of its internal and external contingencies, without the 
interventions of the steering actor on its throughput processes. Bekkers stresses that steering on performance 
measures must be based on mutual agreement about the function and interpretation of these measures. A second 
mode of steering is steering of the mutual interdependencies: through the use of communicative steering or 
contracts a common view on relevant developments, problems and solutions should be created. 
 
How should the government be structured to be able to deal with this societal steering problem ? According to 
Bekkers’ interpretation of Luhmanns’ theory, the ability to steer of a social system and more precisely of the 
political system is determined by the extent in which a system is able to differentiate his own internal structure as 
a reaction on a complexity in the environment of the system which is increased in quantity and quality (Bekkers, 
113). This assumption is based on Ashby's ‘law of requisite variety' (Ashby, 1956), which states that the internal 
diversity of a selfregulating system must mirror the complexity and the variety in the environment of the system. 
A system that operates in an environment with a great variety of disturbances must have a appropriate variety of 
sensors and responses to handle these disturbances. Internal complexity of the system defends the system against 
the pressure from a environment, that is at all times too complex. (Brans and Rossbach, 1996: 208)). In the case of 
central steering, the steering actor is structured according the ideas of 'perfect administration': the organisation as a 
pyramid, a machine and as a scheme of goals and means (Bekkers, 1993: 333). However, in the case of 

 16



autopoietic steering the steering actor should be organised in several autonomous units, which are, being a mirror 
of the environments’ complexity, more able to observe how the steered social systems operates.  
In this sense ’decentralisation’ in the public sector should be interpreted as mirroring the complexity of the 
political systems’ environment, which consists of relatively autonomous and self-steering subsystems. The aim of 
differentiating the internal structure of the political system is to improve the adaptability and the responsiveness of 
the several subsystems (the decentralised units) to disturbances in their environments. In the end this will help to 
enlarge the steering capacity of the government with respect to societal problems. More over by decentralising  
the subsystems a better use is made of their capacity of self-steering. With application of the appropriate steering 
modes (steering on borders and on interdepenties) and instruments towards its own subsystems, the internal 
steering ability of the central government will rise. Such an internal steering should be based on the same 
principles as societal steering. 

3.4. Theoretical motives, effects and conditions of decentralisation 
 
In the second section an overview has been given to the motives, effects and conditions of decentralisation that 
are stated throughout the international practices. This section examines and compares motives, effects and 
conditions of the screened theories. But first we have to examine whether the interpretations of ‘decentralisation, 
as given by these theories are comparable. In the first section a definition of the concept of decentralisation has 
been given. Table 7 gives the interpretations of that concept by the selected theories. These definitions 
emphasise each the managerial and/or the organisational aspect of ‘decentralisation’: 

• the managerial aspect which includes the devolution of autonomy to the involved unit is stressed by the 
interpretations of property rights theory; agency theory; economic theory of bureaucracy, and Wilsons’ 
theory; 

• the organisational aspect is stressed by the interpretation given by transaction costs theory; network 
theory and social systems theory. 

Because of the interdependence of these two aspects, the interpretations of the notion of ‘decentralisation’ are 
considered as comparable. 
 

TABLE 7: INTERPRETATIONS OF DECENTRALISATION 

THEORY INTERPRETATION OF DECENTRALISATION 

Property rights Decentralisation as the enlargement of the allocated property rights (usus, usus fructus and abusus) 
to a government unit 

Transaction costs Decentralisation as the evolution of the organisation to a governance structure (internal: M-form or 
external decentralised unit)  that is situated between the unitary hierarchical organisational form and 
the market 

Agency theory Decentralisation as a change of the constraints, i.e.  rules and regulations on the agents’ behaviour, 
imposed by the principal 

Economic theory of bureaucracy Decentralisation as the enlargement of the discretion of the bureaucrat 
Wilsons’ bureaucracy Decentralisation as the enlargement of the discretion of the bureaucrat 
Network theory Decentralisation as the evolution of a intra-organisational network of external process- controlled 

units to a network of ‘autonomous’ result-oriented units 
Social systems theory Decentralisation as the internal differentiation of the government system and the creation of 

relatively autonomous and self-steering subsystems 
 
Examining the motives for decentralisation, listed in section 2, support can be found for each motive in one or 
several theories. The motive for decentralisation in the view of neo-institutional economics is primarily focused 
on economising on transaction costs, agency costs or information costsxxviii in order to perform more efficiently, 
although other motives can be deducted (Table 8). Social system theory and modular organisation theory view 
decentralisation in the first place as a means to facilitate the ‘adaptability’ of the decentralised unit to its 
environment, again in order to improving the unit’s performance. The last motive refers to the aim of ‘strategic 
recentralisation’ (Burger and Treur, 1996): the centre enhances its control over its pherical units by focusing of 
strategic steering and regulating functions. Therefore, Hoggett (1996: 18-19), referring to new organisation 
literature (see e.g. Heydebrand, 1989), calls the process of decentralisation in public sector ‘centralised-
decentralisation’. 
 

TABLE 8: THEORETICAL UNDERPINNINGS FOR THE MOTIVES OF DECENTRALISATION  (INDICATIVE) 

THE MOTIVES FOR 
DECENTRALISATION 

PR TA PA ETB Wils. NW SST Total /7 
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THE MOTIVES FOR 
DECENTRALISATION 

PR TA PA ETB Wils. NW SST Total /7 

ADAPTABILITY AND 
FLEXIBILITY 
allowing an agency to take 
decisions appropriate to its 
specific situation and 
environment 

     + + 2 

RESPONSIVENESs 
adapting the application of 
public policies to local 
conditions or to users’ 
expectation, thus improving 
responsiveness 

    +   1 

EXPERTISE  
letting decisions be made by 
those having greater knowledge 
of their impact 

+  + + +   4 

MOTIVATION 
motivating staff by giving them 
some discretion rather than 
stifling them by rigid rules and 
regulations 

+    + +  3 

STRATEGIC OFF-LOADING 
off-loading decisions so as to 
free up the higher levels of 
decision-makers. 

 + +   +  3 

PR: property rights; TA: transaction cost; PA: agency theory; ETB: economic theory of bureaucracy; Wils: Wilsons’ theory; NW: network 
theory; SST: social system theory 
 
The theories are not unanimous as to the question if ‘decentralisation’ leads by definition to a better performance 
and for whom (Table 9). Nor do they have the same understanding of what ‘better performance’ means. A 
remarkable observation is that within neo-institutional economics, theories do have different views on the effect 
on the performance of decentralisation (Tijdinck 1996). Property rights theory is affirmative with respect to the 
positive effects of decentralisation: more discretion means more efficiency. On the other hand, as the agency 
theory and also the economic theory of bureaucracy make clear, decentralisation may lead to an efficiency loss, 
since the enlarged operational discretion of the unit enhance opportunistic behaviour by the agent which results 
in a residual lossxxix. This reserved position towards decentralisation of some of the theories at stake should be 
emphasised. Because it seems that the protagonists of the decentralisation-trend, which are to be found in most 
OECD-countries and in international organisations (like the OECD), pay rather limited attention to the negative 
consequences of autonomy (OECD 1994, 1997). This is even more relevant considering that the empirical 
testing of theories that presume a positive effect on performance, is hereto insufficiently. The scarce research 
projects that seek to test this positive effect assumption in e.g. property rights theory (Dunsire et al., 1988, 1991; 
Künneke, 1991) or in intra-organisational network theory (Burger, 1991) were not able to verify this hypothesis. 
 

TABLE 9: THEORETICAL UNDERPINNINGS FOR THE PRESUMED EFFECTS OF DECENTRALISATION  (INDICATIVE) 

THEORIES DEFINITION OF ‘BETTER PERFORMANCE’ EFFECT ON PERFORMANCE 
OF DECENTRALISATION 

Property rights more efficiency + 
Transaction costs more efficiency  

(minimising on transaction cost) 
? 

Agency costs more efficiency 
(minimising on agency costs) 

+/- 

Economic theory of 
bureaucracy 

more efficiency +/- 

Wilsons’ 
bureaucracy 

more efficiency, fair treatment and client satisfaction + 

Network theory more effectiveness (operationalised in more positive 
judgements of their relevant stakeholders) 

+ 

Social systems theory sustainability  + 
+: presumed positive effect with respect to performance 
+/-: uncertainty concerning the saldo-effect with respect to performance 
?: + or - depends entirely on the features of the transaction 
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As table 10 shows, three categories of conditions for an effective decentralisation may be deducted from the 
theories at stake: (1) the features of activities; (2) the necessary instrumental and structural provisions; and (3) 
the attitudes of the involved institutional parties. The second and the third categories of conditions are system 
conditions: instrumental, structural and cultural conditions which have to be fulfilled to make the new system 
work (Kastelein, 1994). 

 
TABLE 10: THEORETICAL UNDERPINNINGS OF THE CONDITIONS FOR AN EFFECTIVE DECENTRALISATION  (INDICATIVE) 

CONDITIONS PR TA PA ETB Wils. NW SST Total /7 

FEATURES OF ACTIVITIES         

1. Measurability of results  + + + + (+) (+) 4 (2) 

2. Low potential for political salience    + + (+)  2 (1) 

3. Limited collective character +   +    2 

4. Controllable externalities +   +    2 

5. Medium or low level of asset specificity  +      1 

6. High potential for clear definition of objectives of 
the principal  

  + + +   3 

7. Homogeneity of activities    +  + (+) 2 (1) 

ACCOMPANYING PROVISIONS         

1. A performance agreement  + + + (+) + (+) 4 (2) 

2. A performance-based financial incentive (e.g. 
performance-related pay) 

+  + + + + (+) 5 (1) 

3. A output-related financing  + + +  + + 5 

4. Monitoring or certification devices   + + + + + 5 

5. Arbitration devices      +  1 

6. Internal management change (e.g. decentralisation 
within the unit, new personnel qualifications) 

    + + (+) 2 (1) 

7. Market type mechanisms (e.g. compulsory 
competitive tendering) 

 + + + + +  5 

8. Borrowing capacity  +       1 

ATTITUDES OF THE INSTITUTIONAL PARTIES 
INVOLVED 

        

1. Absence of political interventions in operational 
matters 

+   + + + (+) 4 (1) 

2. Absence of interventions in operational matters by 
the administrative top 

+   + + + (+) 4 (1) 

PR: property rights; TA: transaction cost; PA: agency theory; ETB: economic theory of bureaucracy; Wils: Wilsons’ theory; NW: network 
theory; SST: social system theory 
+: clearly supported by the theory at stake 
(+): can be deduced from the theory at stake 
 
Concerning the features of activities, most theories emphasise the measurability of the results, low potential for 
political salience, high potential for clear definition of objectives and homogeneity of activities. Performance 
agreements, incentives, output-related financing, monitoring devices and market types mechanisms are the most 
prominent provisions. It is clear that these provisions are elements of a strategy of performance management. 
Absence of central intervention is also well-supported. As to these conditions the selected theories are quite 
univocal. Much of this unanimity has to do with the fact that five of the theories at stake are based on an 
economical paradigm. 

4. Conclusions: theory and practice of decentralisation 
 
This section will evaluate the relations observed and assumed in the international practice between the process 
of decentralisation, its motives, its conditions and its ultimate effect on the performance of the involved unit (see 
figure 2). This will be done by confronting it with the point of view of neo-institutional economics, network 
theory and social systems theory. Stated differently, we will examine if theory and practice are mutually 
reinforcing. 
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The first section focused on the definition of the notion of decentralisation. In the different languages different 
terminologies are used to describe this notion. Within international literature the ‘Babylonian Tower’ is even 
higher with different scholars using different terminologies. In our definition decentralisation has a managerial 
aspect (the devolution of operational and/or strategic autonomy) and an organisational aspect (the transfer of 
competencies and tasks from one central unit to a more widely dispersed unit). Central steering on the 
production process diminishes when decentralisation of activities occurs. 
 
In the second section it was found that decentralisation is a major trend in a lot of OECD countries, although a 
wide diversity is observed of granted autonomy, organisational types and used approaches. A analysis was made 
of the assumed relations between the process of decentralisation, the motives, conditions and effects on 
performance. In international practice decentralisation is believed to have a positive effect on the units’ 
performance and on the performance of the public sector as a whole, if the process of decentralisation is 
embedded in a overall strategy of result-oriented management and a setting of balanced autonomy, responsibility 
and accountability, if decentralised units are defined consistently, if they apply internal management changes 
and if central units are able to monitor and to audit the performance of the decentralised units. 
 
The third section reviewed the neo-institutional economics, network theory and social system theory with 
respect to their interpretation of decentralisation, the motives for decentralisation, its conditions and its effect on 
performance. If we compare the findings of the review of the theories with the results of the first two sections, 
the following conclusions can be made. 
First, decentralisation as a concept is interpreted by these theories in a quite analogous way. They emphasise the 
managerial aspect or the organisational aspect of the notion of decentralisation as most of contemporary 
definitions in international literature do (See table 2). 
Secondly, the motives for decentralisation which can be distinguished in international practice are corroborated 
in one or several theories at stake. On the other hand, some theories, such as principal-agent theory and the 
economic theory of bureaucracy, are questioning the assumed positive effect of decentralisation on the 
performance of the decentralised organisation and to the public sector as a whole. Moreover, theories which 
claim a positive effect of decentralisation are insufficiently underpinned by empirical evidence. Tempering the 
international ‘euphoria’ concerning decentralisation as one of the main structural solutions on the problems of 
governmental performance isn’t in any case harmful, considering that the development of control and 
accountability procedures and instruments, which has to complement the enlarged autonomy on the level of the 
agencies, encounters still several obstacles. The construction of appropriate performance measures (systems); 
the consistency and the congruence of financial management instruments; the problem of audit are elements to 
develop (Bouckaert and Halachmi 1995; Bouckaert 1995). These shortcomings of the performance management 
system should be dealt with more thoroughly in order to avoid the decentralisation projects losing credibility and 
support of the political environment. In addition to this, more systematic evaluation of the public sector reform 
processes involving decentralisation is required (OECD 1993: 16; Politt, 1995). 
As instrumental and structural system conditions, the performance agreement, the performance-based financing, 
the monitoring and control provisions, the existence of a performance incentive and the introduction of 
competition receive significant attention in the theories. This picture resembles the international practices, where 
decentralisation is complemented by the introduction of performance management and of market type 
mechanisms (cf. Section 2).  
Theoretical schools emphasise the importance of an appropriate incentive for the autonomous unit to perform 
well; but there is less consistency about the desired kind of incentive. On the one hand, some theories (e.g. 
agency theory and economic theory of bureaucracy) see only a performance related payment of the manager 
(and eventually the subordinates) as an effective incentive. On the other hand, property rights theory considers 
the efficiency gain as incentive, but only if this efficiency-gain is allocated to the units’ own capital. Theories 
are unanimous with respect to the fact that if the unit isn’t allowed to have its own capital, retaining the achieved 
efficiency-gain in the unit leads to enhancing inefficiency and the consumption of emoluments. In international 
practice however, carrying over funds from one year to the next as a type of managerial flexibility is used 
frequently. The rationale behind this type of autonomy is to avoid the ‘years-end’-problem: consuming the non-
spend budget before the end of the year  on unnecessary goods. This type should be complemented by one of the 
incentives named above, if an efficient production is expected to result from it. 
The introduction of competition in the form of market type mechanisms is another means to stimulate units to 
perform well. Although the creation of internal and external (quasi-) markets have also potentially destabilising 
consequences, e.g. fragmentation and undermining of solidarity; (Hoggett, 1996: 14) “there can be no doubting 
the powerful effects that markets are having on the behaviour of the vast majority of public sector employees” 
(Hoggett, 1996; 15). In the view of the economic theory of bureaucracy, exposing the bureaucrat to competition 
is the only way for the politician to receive welfare optimising service deliveryxxx. 
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As a system condition concerning the culture of the public sector, the absence of intervention of the political and 
administrative top in operational matters is the most prominent, considering the importance of this condition to 
build a mutual relation of trust between the unit and the centre. The matter of political intervention will be 
discussed below. 
In sum, comparing the system conditions noted in theory (section 3) and in practice (section 2), it seems that 
system conditions are getting substantial attention in the international practice. Stated differently, the theories at 
stake seem to describe and explain quite well international practices concerning the system conditions for a 
effective decentralisation. 
 
International practice seems to pay much less attention to the features of activities, although this appears to be 
crucial for a successful decentralisation. Inreports of international organisations (e.g. OECD-reports) all 
activities, as long as they involve the implementation of policy, are seen as candidates for decentralisation and 
an overall organisational split of policy development and operational service delivery is propagated. Theories 
warn for such an over-optimistic position, emphasising the contingencies of the features of activities. Two of 
these ought to be emphasised. First of all, results of the activities should be measurable in order to make 
contracting, monitoring and auditing possible. It suffices to refer to the enormous amount of literature 
concerning performance measurement in the public sector to make clear that measurement of government 
activities is not ‘an easy task’ (Bouckaert, 1995a; Halachmi and Bouckaert, 1996). Secondly, the activities 
should not be in the midst of political salience, not now or nor in the future (Bekkers, Albers and Frissen, 1996). 
According to Dudley “for these agencies with a potentially high political salience, preservation of the arms’-
length relationship is much more problematic. In particular, frequent ministerial intervention can lead to great 
confusion and conflict over lines of authority” (1994: 239). Moreover in the case of political salience it is 
doubtful if it is possible at all to express clear objectives and contract terms (Fraser, 1991). Frequent intervention 
by the minister contradicts the cultural system conditions. Direct ministerial control should be preferred in the 
case of activities or  units with a high potential for political salience (Dudley, 1994: 235-239). Units will tend 
towards high salience if they are of “a relatively large size in terms of personnel and budget, and/or have a face-
to-face relationship with a relatively large proportion of the public” (Hood and Dunsire, 1981: 76-94). 
This condition refers in a wider perspective to the question of the feasibility of an overall organisational split 
between policy and service delivery, which is a strategy that can be observed internationally (see section 1). 
Bekkers, Albers and Frissen distinct two types of agencies (1996). Characteristic for the ‘sequential type’ is the 
clear distinction between the sequential phases of the policy cycle, especially between policy formulation and 
implementation. Implementation tasks are of a routine and a predictable nature, the environment is stable and 
policy programmes are in the stage of completion. The ‘interdependency type’ is characterised by numerous 
interdependencies between policy formulation and implementation in a dynamic environment; separation of the 
two phases is impossible. The result of autonomising the latter type is that the policy process as a whole is 
distanced from the political centre (Bekkers et al., 1996: 143-144). It goes without saying that separating the 
political process as a whole is in most cases not the purpose of a decentralisation process. The management of 
these interdependencies between the mother organisation and the agency should be a major point of concern. As 
Jorgensen points out, even in the case of the sequential type, the separation of politics and production will imply 
“the tendency for politics to be moved downwards  in the system -from politically responsible bodies to 
administrative units” (Jorengsen, 1995: 37-38) and that the agencies would have to combine politics and 
production. This contrasts the original aim of decentralisation: a better production of goods and services because 
of less disturbances by politics and restrictions. Besides these unintended possible consequences of splitting 
policy and implementation, there is a concern that this split will lead to a suboptimal level of policy 
effectiveness and cause enormous but invisible transaction costs, that ultimately will be passed on to the 
customers/citizens.  
 
In conclusion, motives for decentralisation, which can be deducted from international practice are theoretically 
underpinned. As to the effects of decentralisation on the performance of the unit, theories are not so univocally 
positive. This is in  contrast with the ‘euphoria’ noticeable in many OECD-countries. Therefore it should be 
useful to have a closer look at the empirical base for the presumed effect of decentralisation on performance by 
evaluating these kinds of reform more systematically and thoroughly. International practice emphasises the 
system conditions but little focus is on the necessary features of activities in order have a successful 
decentralisation. The measurability and the lack of high potential of political salience of the activities are among 
the most important. An organisational split between policy development and operational service delivery 
through the creation of executive agencies shouldn’t be an overall strategy, but should be decided upon case by 
case after a feasibility study. 
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Notes 
 
i This figure is based on a more extended one (OECD, 1997: 13), which also takes into account the link between policies and policy 
components of programmes. This article will not discuss the issue of the consolidation or the decoupling of policy components (preparation, 
decision, implementation and evaluation), although it is acknowledged that the necessity to consolidate policy components may arise from 
decentralising these components. 
ii It should be clear that the notion of ‘decentralisation’ as it is meant here, does not embrace the transfer of competencies and decision-
making power on resources to lower administrative (regional and local) levels (‘territorial decentralisation’). In this paper ‘decentralisation’ 
refers to a redistribution of functions or tasks from central units to more widely dispersed units which on the same administrative level as the 
centre. In this context, the focus is solely on the national/federal level of states. 
iii The continental countries (Germany, Austria) still have a rather centralised government apparatus at the national/federal level. However, 
devolution and decentralisation is a important strategy of reform at the regional and local level of government.  
iv See note iii. 
v See note iii. 
vi ‘Performance’ as a notion should be understand in this context as economy, efficiency and effectiveness. 
vii Several authors name these three lines of economic theory with regard to neo-institutional economics (Tijdinck, 1996; Mol and Verbon, 
,1993; Neelen, 1993). Alternative classification are made by Moe (1991: 119); Künneke (1991); Ter Boght (1994). 
viii Production of a good is costs-efficient if the volume produced is produced with a minimal amount of input. In the case of allocative 
efficiency or social efficiency the volume produced by an organisation is (Pareto)-optimal from a societal viewpoint; it maximises welfare. 
ix Pure collective goods, such as national defence or road illumination, have the following characteristics: there is non-rivalry  and non-
exclusion in consumption. In the case of quasi-collective goods, e.g. parks and roads; exclusion and congestion in the consumption  of these 
goods are possible. In the case of goods with positive external effects, e.g. education and cultural manifestations, the demanded and supplied 
volume of the good will be too low without government intervention to be Pareto-optimal and the price will be too high. In the case of goods 
with negative external effects, e.g. polluting goods, the supply and the demand of goods will be too high without government intervention to 
be Pareto-optimal. 
x Künneke considers two possible types of usufruct for a government organisation. First, bureaucratic inefficiency or ‘slack’ may be seen as 
some kind of organisational profit. In that case the organisation will try to maximise the difference between real costs and the minimal costs 
of a given production process. The organisation (or its consisting individuals) will consume a maximum amount of emoluments, which are 
non-pecuniary benefits stemming from the slack, e.g. lower workload through the recruitment of additional staff or more comfort at the 
workplace. A second type of yield for government organisations is the reservation of savings and profits within the organisation in order to 
extent the own fund. Künneke does not consider profit-sharing  for the managers and the subordinates (e.g. in the form of performance-
related pay) as an extension of the right of usufruct, because of the adaptation of the methodological individualism on organisational level. In 
our view, performance-related pay is an important incentive as will be stressed in this paper. 
xi This third type of extension of property rights is based mainly upon an article from Fama and Jensen (1983) and is closely related with the 
principal-agent approach, which will be discussed further. In general it is quite difficult to draw  sharp lines between the different schools in 
neo-institutional economics. This means that there is some overlap in the review of these theories. 
xii The meaning of the notion of ‘emoluments’ as it is used in this paper is explained in the note x. 
xiii This applies to ‘external’ as well as ‘internal decentralisation’ since in the property rights not the (formal) legal ownership is involved, but 
the (material) economical ownership. More over even in the case of ‘internal decentralisation’ the property rights are mostly laid down in a 
formal quasi-juridical way as in contract management ( Mol and Verbon, 1993: 7). 
xiv Williamson makes two assumptions concerning the economic behaviour of human beings: (1) bounded rationality and (2) opportunism of 
man. 
xv Williamson uses these types of governance structures to explain and predict the type of employment relations that will exist inside a firm. 
In our paper we use this classification to explain and predict the external efficient boundaries of a government organisation. This particular 
use of Williamsons’ scheme is only appropriate under the next conditions: 1) site-specificity is high; 2) physical assets are held constant, 3) 
frequency is recurrent and 4) uncertainty of external transactions can be equalled to the level of meterability of results of these transactions.  
xvi An analogous reasoning may be found in the theory of economics of information which may be seen as a precursor of transaction cost 
theory. The economics of information deals with the significance and the costs of information flows for economic organisations. More 
specifically the theory pays attention to the influence of uncertainty on the extent of information flows. The more uncertainty prevails 
(caused by fast external changes in the environment (prices, actors) or by a greater complexity of tasks to perform), the more information the 
organisation has to collect and to process to make good decisions. Larger flows of information can lead to overloading of information 
channels or in a hierarchical structure of top managers. This overloading compels on its turn the need for a more efficient data collecting and 
processing system (like faster equipment) or a adjustment of the structure of the organisation, like a evolution toward a M-form in which each 
division has an own product-market combination (Ter Boght, 1993; Douma and Schreuder,1991). 
xvii A good introduction to the agency theory can be found in Pratt and Zeckhauser (1991: 1-36). 
xviii In the view  of Jensen and Meckling, bonding and monitoring costs are (in the end) both borne by the principal (Jensen and Meckling, 
1976). 
xix A correct calculation of costs by the principal is difficult to achieve in a situation of information asymmetry. Benchmarking may provide 
a solution in this case. 
xx In traditional agency theory the principal directs the behaviour of the agent through the use of a proper aligned incentive structure. 
xxi Miller and Moe refer to two polar modes of oversight by the sponsor:  the demand-revealing mode and the demand-concealing mode 
(Miller and Moe, 1983: 301). In this paper the emphasis is on the demand-concealing mode of oversight. 
xxii De Vries J. criticises this typology of executive agencies. A executive organisation can have characteristics of different types. More over 
in the executive organisation there also exists a hierarchy, which causes the same problems of shirking and subverting (the Droste-effect) (de 
Vries, 1992: 60). Further should it be stressed that Wilson is very unclear about the specific meaning of the notions of outputs and outcomes. 
In the examples given in his book, outputs refer to activities done in the production process (e.g. the activities of auditors of the Tax Revenue 
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Service) and the outcomes are more referring to the immediate results of these activities (e.g. taxes collected) rather than to the effect of these 
government activities on society. 
xxiii It should be stressed that in the view of Wilson, the most effective solution for the problems of bureaucracy is ‘less government and 
more market’. According to Wilson there are no reasons to assume why executive activities should be done by the government rather than by 
the market (Wilson, 1989: Chapter 19, 346-364). Privatisation is not a subject of discussion in this paper.  
xxiv In the case of decentralisation of non-measurable activities, competition of supply should be provided. 
xxv Bekkers (1993) draws the link between the ability of government to steer policy networks and the necessary organisational structure of 
government. As to the latter point he refers to intra-organisational network theory. 
xxvi “The concept of autopoietic closure has to be understood as the recursively closed organisation of an open system. It does not return to 
the old notion of ‘closed (versus open) systems’” (Luhmann, 1987: 183). 
xxvii This implies that “steering can only ever be self-steering. Even if steering is aimed at the environment, it is still self-steering because it can 
be aimed only at the system’s own environment which is, of course, internally constructed according its own code” (Paterson, 1997: 38).  
xxviii As Ter Boght (1994: 228-231) makes clear, the information costs and enforcement costs (as part of the agency costs) may be seen as 
part of the transaction costs. 
xxix The reserved position of agency theory and economic theory can be explained by the central position of information asymmetry in these 
theories. The agent (bureau) has a information advantage compared with the principal (sponsor) which he may use for his opportunistic 
objectives. This information asymmetry is aggravated by the process of decentralisation. 
xxx Although this can be discussed in the case of  externalities and pure collective goods.  
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