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Resumen: 

En el presente trabajo se estudian los factores que explican la consolidación 

de la  democracia  y  la  rendición de cuentas  en países  con estructuras  de 

gobierno de tipo federal. Estudios empíricos recientes (Boix 2003) muestran 

que  aquellos  países  con  niveles  de  desarrollo  medio-bajo  e  instituciones 

federales  sufren  menos  transiciones  hacia  sistemas  no  democráticos. 

Asimismo, Myerson (2006) ha analizado desde un punto de vista teórico los 

incentivos  que  dan  lugar  a  la  consolidación  de  la  democracia.  El  modelo 

teórico aquí propuesto consiste en la incorporación de factores explicativos 

endógenos  al  modelo  de  Myerson  (2006).  Por  una  parte,  se  analizan  las 

consecuencias  de  la  presencia  de  identidades  regionales  (Brancati,  2006; 

Wibbels 2007) y, por otra parte, se estudian también las consecuencias de 

diferencias en los niveles de renta per cápita. El presente trabajo desarrolla 

1 I would like to thank Gonzalo Rivero and Albert Falcó for helpful discussions. 
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también un estudio empírico de la relación entre federalismo y democracia 

usando datos longitudinales para 145 países en el período 1970-2000.  

1. Introduction

In the present study we will investigate the relationship between federalism and 

the  success  of  democracy.  We  will  address  this  topic  both  theoretically  and 

empirically. Theoretical discussions in recent political-economy literature studying the 

links between federalism and electoral accountability are growing and it’s becoming a 

flourishing field of research (Seabright 1996; Weingast 1997; Besley 2003; Lockwood, 

2005;  Myerson  2006;  Shvetsova  2006).  On  the  other  hand,  however,  empirical 

analysis  are  scarce  and  still  in  preliminary  stages  (Treisman,  2000;  Boix,  2003; 

Persson and Tabellini, 2003; Faguet 2004; Enikolopov 2007). More empirical studies 

are needed of the precise micro-mechanisms proposed by the theory. That’s the main 

reason why we will make an effort to combine theoretical predictions with empirical 

tests, although our empirical approach will be general as well. 

The relation between federalism and democratic accountability is an important 

topic  that  deserves  careful  analysis.  During  many  years  the  literature  has  been 

dominated by insights from fiscal  federalism scholars (Tiebout, 1956; Oates 1999, 

Bordignon 2003). The usual propositions on this side are that fiscal decentralization 

will increase the overall allocative efficiency and the provision of public services. In 

fact, decentralization was one of the main policy-recommendations of the World Bank 

for many developing countries during the 1990’s. Only very recently the so called 

“second-generation”  of  federalism  scholars  have  started  to  question  some  of 

traditional  postulates  (Wibbels,  2005;  Rodden  2006,  Weingast  2007)  and  to 

investigate potential trade-offs between economic gains and political losses, or vice 

versa. 

On the other hand, there is a well-known debate in the academic literature 

about the plausibility  of  ethnofederal  states as adequate institutional  structures to 

cope with ethnic political tensions (Brancati, 2006; Wibbels, 2007). Nigeria and India 

are both federal  countries  highly  diverse but  with  completely  different  democratic 

fates. According to Manor (1998), federalism in India has made possible to sustain the 

“politics of bargaining”. In Nigeria, however, Suberu (2001) claims that despite its 
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positive impact, federalism has been absolutely insufficient to deal with distributive 

tensions and regional conflicts. Nigeria was a democratic country between 1960-1975 

and 1979-1982, but fell into authoritarianism between 1966-1978 and 1983-1994. On 

the other hand, India has been a democratic country since its independence. During 

the  present  paper  we will  make an  effort  to  analyse  the  effects  of  federalism in 

ethnically diverse countries.  

The main objectives of this paper are therefore twofold. First, we will discuss a 

very precise theoretical mechanism by which federalism can promote democracy. This 

mechanism  is  the  one  proposed  by  Myerson  (2006)  and  rests  entirely  on  the 

reputational  incentives  of  politicians  to  compete  for  offices.  In  this  sense  is  a 

madisonian type of argument in which federalism creates opportunities for political 

competition. The main conclusion of Myerson (2006) is that democracy will never be 

frustrated  in  federal  countries  at  both  the  national  level  and all  provincial  levels. 

Obviously, this is just one mechanism by which federalism can improve democracy 

but  many  others  could  be  in  place.  Afterwards,  we  will  quantify  the  relationship 

between federalism and democratic scores with a more general empirical exercise. 

Myerson’s model suggests a positive correlation between federalism and democracy. 

The  empirical  results  presented,  though,  might  be  the  consequence  of  other 

mechanisms non-adressed here. In the empirical analysis we will provide as well a 

detailed examination of the impact of federalism in heterogeneous countries. 

The remaining of the paper is organized as follows. In section 2 we provide, 

first,  a  theoretical  discussion  of  Myerson’s  (2006)  model  and  related  literature 

(Ferejohn, 1986; Seabright 1996; Fearon 1999) and, secondly, an extension with two 

modifications of it.  On the one hand, we make endogenous the costs of switching 

politicians  to  the  income  level  and  the  years  in  democracy  of  a  given  country. 

Afterwards, we analyse the role of regional identities. Then, in section 3 we develop a 

comparative empirical analysis of the relationship between federalism and democratic 

scores. The empirical exercise is done both with cross-sectional and time-series cross-

sectional data. The results are consistent with some of the theoretical predictions and 

in line with Boix (2003). We use an index of averaged democracy over the last 50 

years for each country as a dependent variable (Enikolopov, 2007). Finally, in section 

4 we conclude revising the main results. 
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2. Theoretical discussion of Myerson’s model and related literature 

Myerson  (2006)  constitutes  an  interesting  effort  to  formalize  a  causal 

mechanism  between  federalism  and  democratic  success.  Despite  its  apparent 

complexity, though, the core argument is rather simple: the key is that in federal 

countries the provincial leaders will have incentives to rise to federal leadership and 

will  act  responsibly  to  achieve  this  objective.  It's  therefore  a  pure  reputation 

mechanism what  drives the incentives  of  politicians.  Myerson develops a dynamic 

political game with two main ingredients: costs of switching politicians and incomplete 

information  about  the  nature  of  politicians.  With  respect  to  the  first  assumption, 

Myerson  assumes  that  voters  perceive  some  costs  or  risks  of  changing  the 

incumbents.  These  costs  might  be  caused  by  thefts  of  outgoing  leaders,  the 

inefficiencies of having new politicians learning the job or the costs of financing a 

successful campaign for a new incumbent.

On the other hand, Myerson assumes not only incomplete information about the 

nature of politicians but also the existence of virtuous politicians, that is, politicians 

that act responsibly all the time. The payoffs for politicians at the national level are 

higher than the payoffs at the provincial level. This is, of course, what generates the 

incentives of  politicians to seek offices  at  the national  level.  In fact,  though,  one 

important  criticism might  be  posed here  since  is  basically  assumed only  upward-

mobility of politicians. Some politicians might be doing downward transitions as well in 

federal countries to update their reputation. With all the previous elements multiple 

equilibria are derived according to the values of the switching costs of politicians, the 

probability  of  a  virtuous  politician,  the  payoffs  for  voters  and  politicians  and  the 

discount factors.

Myerson  (2006)  assumes  from  the  beginning  a  simple  model  of  political 

accountability, following closely Barro (1973), Ferejohn (1986), Seabright (1996) and 

Fearon (1999). In Myerson's model  voters have no disagreement regarding public 

policy decisions, and therefore there are unique voter policy preferences. All voters 

are  assumed to  prefer  good and responsible  governors  rather  than corrupt  ones. 

Myerson's model is fundamentally a selection model, very much in line with Fearon 

(1999). The existence of different types of politicians causes that under incomplete 

information the past is used by voters to infer expectations about the nature of future 
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politicians.  Moreover,  in  Myerson's  model  there  is  perfect  monitoring  and  voters 

observe  perfectly  if  incumbents  have  acted  responsibly  or  corruptly.  Hence,  the 

reason of a pure selection model rests entirely on the differences among politician 

types2.

The solution concept that Myerson uses, however, is quite different from the 

threshold decision level of moral hazard models like Ferejohn (1986). The natural way 

to search for equilibriums of dynamic political games are sequential equilibriums. The 

nature of the commitment problem that voters face in selection models is summarized 

by  Fearon  (1999):  "in  essence,  the  performance  criterion  that  would  minimize 

politicians' incentive to shirk is not credible because at the polls voters would want to 

apply  a  higher  standard  in  order  to  sort  good types  from bad optimally".  Rather 

differently,  Barro  (1973)  and  Ferejohn  (1986)  assume  that  voters  can  commit 

themselves  to  an  ex-ante  optimal  re-election  strategy.  That's  why  a  threshold 

equilibrium concept  is  not  useful  and instead is  preferable  to  use  the  concept  of 

sequential rationality in selection models. Fearon (1999) recognizes, however, that 

mechanisms of  selection  and sanctioning  inevitably  interact  and that,  in  fact,  the 

problem of adverse selection can make even worse the problem of moral hazard.

The main result of Myerson (2006) is the following theorem: "in any sequential 

equilibrium of the federal game, as long as some province has a governor who has not 

yet acted corruptly, democracy cannot be frustrated both at the national level and at 

all provincial levels". Or even more simply, democracy will never be frustrated in a 

federal country at all levels. What generates this result is a political competition effect 

at the provincial level due to the expected payoffs at the national level. As Myerson 

explains it;  "when national  democracy is frustrated,  in any province where voters 

have (re)elected a governor with no record of past corruption, the voters' expected 

benefit from democracy must be strictly positive." One of the problems of the model, 

however,  is  its  indeterminacy given  the  multiplicity  of  equilibria.  Under  the  same 

values for the main parameters, an equilibrium may exist where democracy succeeds 

at the national level but is frustrated at the provincial level, however, the reverse 

equilibrium where democracy is frustrated at the national level but succeeds at the 

2 Fearon (1999) makes clear the point that even a pure selection model can increase accountability. He 
claims that even when voters focus their attention only on the problem of selection this will imply that to 
some degree elections will act as sanction devices establishing an accountability relationship.
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provincial level also exists. As well as a third one in which democracy succeeds at both 

levels

2.2. Modifications of the model: making switching costs and political types 

endogenous 

This indeterminacy due to existence of multiple equilibria is what points towards 

the need of  further endogeneization of  the main parameters of  the model.  That's 

precisely our objective here, to make endogenous the costs of switching the politicians 

and the probability of having a virtuous politician. With these modifications of the 

model we will be able to develop further arguments and interesting cases. Namely, we 

will explore the role of income per capita and years in democracy and the role of 

regional identities. The second case is specially interesting since many federations 

exhibits a high level of ethnic diversity. It is important to make clear, however, that 

the modifications presented here do not fundamentally change any of the equilibriums 

of the model.

From now on, we will assume that the costs of switching politicians,  x(y,d) , 

are a function of the income per capita and the number of years in democracy since 

the last authoritarian regime. On the other hand, we will  assume as well  that the 

probability  ε   of encountering a virtuous politician depends on the regional identities. 

We postulate that these probabilities will differ depending on the governance level. 

Politicians  may feel  attached to  a given region and be "locally-chauvinistic".  As  a 

result if the subscript 0 refers to the regional level and 1 to the national level, we may 

have countries in which  10 εε ≥  .  That is,  we assume the existence of ethnically-

minded politicians that have a higher probability of being virtuous and act responsibly 

in their own regions.

  

dykdyx 21),( δδ −−=  

iCIH εε =),((

Following  Myerson (2006),  we first  model  a  unitary  democracy.  We do  not 

change all the other parameters of the model and neither the timing of the decisions. 

Therefore,  we assume that  the politician  has  two options,  to  act  responsibly  and 
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obtain b or to act corruptly and obtain during a given legislature b+c. On the other 

hand, if the politician has acted responsibly the voter obtains w, whereas if has being 

corrupt he obtains 0. The game is played infinite times but the players discount the 

future with the parameter  .ρ   To be coherent with Myerson's framework, we define 

as well democracy frustration as the scenario in which leaders expect to be always re-

elected.  Whereas  voters  expected  net  benefit  from democracy  is  defined  as  "the 

voters' expected discounted value of their future payoffs at this level in the given 

equilibrium minus their expected discounted value of the payoffs that they would get 

from their  current  leader  at  this  level  if  he  were  undemocratically  guaranteed to 

remain in office forever".

It's easy to prove that if the two inequalities in (1) are satisfied then two types 

of sequential equilibria will exist. These inequalities are derived taking into account 

that (i) for voters the discounted payoffs of having a politician acting responsibly must 

be greater than the costs of switching politicians  xw ≥− )1/( ρ   and, (ii) for politicians 

the expected discounted payoff of acting responsibly must be greater than what they 

would  obtain  deviating  once  and acting  corruptly   cbb +≥− )1/( ρ  .  In  the  "good" 

sequential  equilibrium  the  corrupt  politicians  are  always  fired  and  democracy 

succeeds. Both the normal and the virtuous politicians behave responsibly. Whereas in 

the bad one democracy is frustrated, in the sense that corrupt leaders are always re-

elected, and the voter's  expected benefit  from democracy is 0.  Note that what is 

driving  the  multiple  equilibria  is  that  people  believe  that  only  virtuous  politicians 

behave responsibly and the costs of switching the incumbent are greater than the 

expected benefit of it:  ).1/( ρε −≥ wx  Rearranging the previous inequalities we obtain:

1/)1)(( 21 <−−−< wdyk ρδδε   ,     )1/( ρ−<+ bcb        (1) 

From the first inequality we can derive what we will refer to it as  V  , which is a 

measure of the lowest probability of a new incumbent serving responsibly such that 

voters would replace a corrupt leader. Note, however, that voters will only replace 

corrupt incumbents if they think that afterwards they will behave responsibly all the 

time. Another way to interpret  V   is as the weighted costs of switching politicians 
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relative to the payoffs for voters of having responsible leaders. The lower the costs 

and the greater the payoffs the lower  V    will be.

Let's define  wdykV /)1)(( 21 ρδδ −−−=   and note that:

( ) ( )ρδρδδ −−=∂
−−−∂ 111/)1)(( 21

wy
wdyk

( ) ( )ρδρδδ −−=∂
−−−∂ 121/)1)(( 21

wd
wdyk

Hence, the greater the income per capita of a unitary democracy, the lower the 

minimum probability  required  of  a  new  incumbent  serving  responsibly  such  that 

voters would replace corrupt leaders. Using the alternative interpretation, the greater 

the  income per  capita,  the  lower  the  weighted  switching  costs  relative  to  voter's 

payoffs. On the other hand, the more years the country has been in a democratic 

regime,  also the lower the minimum probability  required of  a new leader serving 

responsibly such that voters would replace corrupt incumbents.

Now, we can develop an illustration of our first modification of Myerson's model. 

Let's imagine a federal democracy with two levels of government, the provincial and 

the federal one. To make it simple, assume that there are no regional identities and 

therefore  .10 εεε ==   Assume as well the following inequalities3 which constitute the 

baseline specification of a federal country that give rise to multiple equilibriums: 

1/)1)(( 0210 <−−−< wdyk ρδδε   ,   )1/(000 ρ−<+ bcb

1/)1)(( 1211 <−−−< wdyk ρδδε   ,   )1/(111 ρ−<+ bcb

Imagine a situation in which we have two federal countries, A and B, and both 

countries satisfy each of the four inequalities above. The main difference among them 

is the level of income per capita. Country A is richer than country B and therefore 

yA  yB .  Note that if country A is richer this directly implies that the costs of switching 

politicians is lower in country A than in country B, as long as the years in democracy 

3 The subscripts refer to the government level. 
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are the same for both. We will assume, however, that the two countries have distinct 

switching  costs  at  the  regional  level  but  not  at  the  nation-wide  level;  that  is, 

),(),( 00 dyxdyx AB ≠   but  ),(),( 11 dyxdyx AB =  . This is, of course, an strong assumption 

but it might be argued that at the federal level there is greater competition that keeps 

switching costs under control. By simple substitution, it is easy to see that:

≥−−−= 02100 /)1)(( wdykV BBB ρδδ  ./)1)(( 02100 wdykV AAA ρδδ −−−=

In words, the lowest probability of a new regional leader serving responsibly 

required  by  regional  voters  to  replace  corrupt  regional  incumbents  is  greater  in 

country  B  than  in  country  A.  Now,  take  two  regional  governors  with  the  same 

reputation,  one  from each  country.  In  country  B  the  costs  of  switching  regional 

incumbents are higher and hence the regional governor anticipates that has better 

chances of being re-elected even if  he behaves corruptly. Whereas other potential 

regional campaigners anticipate that it  will  be more costly for them to defeat the 

governor. In sum, the political competition effect has been reduced at the regional 

level of the low income per capita country.  Therefore, federal country B is more likely 

to achieve the sequential equilibrium in which democracy succeeds at the nation level 

but is frustrated at the provincial level than country A. 

2.3. The role of regional identities

Now, we proceed to discuss the second modification of Myerson's model. As 

explained before, we incorporate regional identities into the model by assuming that 

0  1  ;  that  is,  politicians are ethnically-based and have a higher probability  of 

being virtuous at the regional level than at the national one. To illustrate what are the 

likely implications of having regional identities we proceed as before and imagine a 

federal country A. For simplicity, we assume that  ),(),( 10 dyxdyx AA =  , that is, the 

costs of switching politicians are the same at the regional level and at the national 

level. Following Myerson (2006), we assume also the scenario in which we may have 

three types of sequential equilibriums if the inequalities below are satisfied:
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1/)1)(( 02100 <−−−< wdyk ρδδε   ,   )1/(000 ρ−<+ bcb

1/)1)(( 12111 <−−−< wdyk ρδδε   ,   )1/(111 ρ−<+ bcb

If  εεε == 10   Myerson (2006) shows that the frustration of democracy at both 

levels of  government will  never occur. This happens because the expected benefit 

from  democracy  at  the  provincial  level  is  greater  than  0  due  to  the  political 

competition effect that federalism generates. Once we introduce regional identities, 

though, the updating of beliefs that voters do at the national level will be different 

because they will anticipate that the regional governor who is willing to go for the 

national  leadership  may be locally-chauvinistic  and hence his  probability  of  acting 

responsibly is lower at the national level. Contrary to what we saw before, now we will 

argue  that  with  the  existence  of  regional  identities  the  likelihood of  a  sequential 

equilibrium in which democracy succeeds at the provincial level but is frustrated at the 

national level increases. We will provide an illustration of it and not a complete proof. 

In fact, for big enough values of   0ε   and  1ε   all the three type of equilibriums 

described above are still possible. To investigate the updating of beliefs of voters, and 

differences between this updating process at the regional and national level, define 

the following probabilities:

 =iπ   Probability that a politician with no record of previous corruption is virtuous at 

governance level  i.   

 =iQ   Probability that a politician acts responsibly at period t at governance level  i.  

 =ii Q/π   Probability that a politician is virtuous in period t+1 at governance level  i.  

If we assume that  10 εε >  , then is reasonable to assume as well that  10 ππ > . 

Therefore, we can safely assume that in period t the following holds:  000 >≥ επ   and 

011 >≥ επ   . This means nothing more than the expected probability of encountering a 

virtuous politician given than he has a previous record of no corruption is higher at the 

regional level. Now, if we assume that democracy is frustrated at the national level, 

by definition we must have that the national voters are not willing to replace a corrupt 
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incumbent by a regional leader. Therefore, if democracy is frustrated nationally, the 

following inequality must be true:

112111 /)1)(?()1/( xwdykw =−−−−Φ ρδδρ

Where  Φ   is the probability term that stands for the updated beliefs of national 

voters of encountering a virtuous politician at the national level after observing the 

behaviour of  the regional leader who is ethnically-biased. Now, we may have two 

cases in here. In the first one we assume that national voters formulate their beliefs 

about finding a virtuous politician independently of the previous behaviour of regional 

leaders. If this is the case then  1π=Φ  and the Bayes Rule simply do not apply. In the 

second case,  the national  voters take into account the observed behaviour of  the 

regional leader and hence    01 /Qπ=Φ  . 

In  both  cases,  however,   00 /? QπΦ  ,  which  is  the  updating  of  beliefs  that 

regional voters make and thus their perceived probability that the governor is virtuous 

in  period  t+1 after  having observed responsible behaviour.  In  fact,  if  no regional 

identities were present  00 /Qπ   would be equal to  Q/π  . Hence, we can conclude 

that  with  the  incorporation  of  regional  identities  into  the  model  the  perceived 

probability of encountering a regional leader who is virtuous both at the regional and 

national level declines. Even with reduced switching costs at the national level this low 

perceived probability  of  virtuous politicians worsen democracy at  the nation level. 

That's why we claim that under these circumstances the likelihood of a sequential 

equilibrium where democracy fails at the national level but succeeds at the regional 

level increases. In the extreme case, however, of very strong regional identities the 

lack of national-office opportunities for responsible local politicians may at the end 

frustrate democracy at the regional level as well. 

The main proposition of Myerson’s model, which is that democracy is never 

frustrated at both levels of government still holds with the two modifications proposed 

here.  But  since  the  model  predicts  the  existence  of  multiple  equilibria  (Schelling, 

1960), we have tried to develop arguments pointing towards conditions under which 

democracy is  more  likely  to  fail  in  the  regional  or  federal  level.  The  presence  of 
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regional  identities,  as  one  would  reasonably  expect,  encourage  the  success  of 

democracy at the regional level but undermines it at the national level. In the next 

section,  we  will  investigate  some  empirical  regularities  linking  federalism  and 

democracy  and,  subject  to  constraints,  we  will  test  some  of  the  theoretical 

predictions.    

3. Empirical analysis of the relationship between federalism and 

democracy

Although in the theoretical discussion we have focused on Myerson (2006) here 

we will adopt a much more general approach due to data availability. We will establish 

a  positive  and  statistically  robust  correlation  between  federalism  and  democratic 

scores. This empirical regularity, though, is perfectly consistent with the reputation 

model discusssed before and we could state it as a theoretical pediction of the model. 

The most interesting result presented here, however, will be the strong positive effect 

of the interaction term between federalism and ethnic diversity on democracy. In the 

theoretical discussion we have just analysed a mechanism by which regional identities 

may encourage democracy specially at the provincial or regional level. Here we will 

see that the data supports the proposition that federalism is conducive to democracy 

when  subnational  states  enjoy  fiscal  and  political  power  combined.  In  this  case, 

however, this is a much more indirect test of the theory.  

Our results, in a way, complement and validate the findings of Boix (2003). The 

statistical approach, though, used here is completely different from the estimation of 

probabilities  of  democratic  breakdown that  Boix  (2003)  does  with  dynamic  probit 

models.  Our  statistical  approach is  more general  and tests  directly  the impact  of 

federalism and diversity on the evolution of democratic scores. Furthermore, given 

data  availability  and  constraints  we  will  not  be  able  to  test  more  specific  causal 

mechanisms  a-la Myerson.  The  formulation  and  empirical  test  of  precise  micro-

mechanisms  linking  federal  institutions  and  democratic  scores  and  accountability 

remains  an  important  task  for  future  research (Rodden and Wibbels  2005;  Nupia 

2005; Lockwood 2007) 

First, we will investigate this relation with a very simple cross-sectional analysis 

across 120 countries. Although the cross-sectional regressions are rather crude, they 
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provide some interesting initial  insights.  Federalism seems to have a positive and 

significant  effect  on  democratic  scores.  Once  we  control  for  heteroschedasticity, 

however, this effect loses its statistical significance. We also include an interaction 

term between the federation dummy variable and the ethno linguistic fractionalization 

variable.  We will  see  that  this  interaction  term has  a  very  powerful  positive  and 

signifant effect on democratic scores. Later on we will discuss carefully this result and 

its  interpretation,  although it  seems to provide  support  for  those who argue that 

federalism is an adequate institutional structure for ethnically diverse countries. As a 

robustness  check  we  also  provide  a  brief  discussion  of  a  logistic  regression  and 

investigate some non-linearities with respect to the effect of GDP per capita. 

Afterwards, we will construct a much more rigorous time-series corss-sectional 

analysis  of  the  association  between  federalism  and  democratic  scores.  The  data 

available runs from 1970 to 2000 for about 145 countries. As we will discuss, it is 

therefore a cross-sectionally dominated panel. Once we include the time dimension, 

the positive effect of federalism on democratic scores remains statistically significant 

and  it  is  robust  to  the  inclusion  of  other  control  variables.  We  also  study  the 

interaction  between  the  federation  dummy  and  the  level  of  ethno  linguistic 

fractionalization. Afterwards, we also provide some tentative investigation about the 

distinct effects of political decentralization and fiscal decentralization on democratic 

consolidation.  The  data  suggests  that,  for  ethnically  diverse  countries,  fiscal 

decentralization alone will not incentivate democratic consolidation whereas it more 

likely to be the case if fiscal decentralization goes hand in hand with devolution of 

subnational political power.  Finally, we close this section with the discussion of some 

important caveats with respect to the results obtained. Some of the variables suffer 

from severe measurement error and the endogeneity problem might be pervasive. We 

will discuss possible improvements of the analysis. 

3.1. Data Description 

The data set used here comes from Enikolopov et alt (2007). The number of 

countries included here, though, it is much bigger since they only used developing and 

transition countries. Here we use the whole available sample, including as well OECD 

and other developed countries. The time period covers from 1970 to the year 2000. 

The  main  sources  of  the  data  are  the  World  Development  Indicators 2001,  the 
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Governance Indicators (Kaufmann et alt 2002), the Database on Political Institutions 

Version 3.0, the IMF’s Government Finance Statistics 2001 and the Polity IV Dataset. 

Each of these datasets suffer from their own caveats and measurement issues, even 

though they  are  quite  standard  and  widely  use  in  comparative  political  economy 

research.          

3.2. Cross-Sectional Analysis

In  this  subsection  we  start  with  a  simple  cross-sectional  study  of  the 

determinants of democratic consolidation. As a dependent variable, and throughout 

the whole analysis, we will  use an averaged index of democracy as a measure of 

democratic consolidation. This index is the same one used by Enikolopov  (2007) and 

is constructed based on data from  Polity IV Datset.  Specifically, it  is  an averaged 

index of democratic values for the last 50 years in each country. It scales from 0 to 10 

with higher values corresponding with better democratic outcomes according to Polity 

IV: Argentina scored 3.65, Spain 4.70,  Sri Lanka 6.7, India 8.5 and Sweden 10 in the 

year 2000.

Table 1

Dependent 

Variable:

Index  Democratic 

Tradition  Year 

2000

OLS

(1a)

OLS

(1b)

Robust 

OLS

(1c)

OLS

(1d)

Robust 

OLS

(1e)

Federation

2.596**

* 0.984* 0.984 -0.872 -0.872
[0.810] [0.587] [0.630] [1.248] [1.327]

LogGDP 0.466** 0.466** 0.508** 0.508**
[0.229] [0.217] [0.228] [0.224]

Ethnolinguisticfrac

tf85 0.257 0.257 0.092 0.092
[0.681] [0.612] [0.682] [0.619]

DemocracyAge 0.054*** 0.054*** 0.053*** 0.053***
[0.007] [0.011] [0.007] [0.011]

Openness -0.012 -0.012* -0.014* -0.014**
[0.008] [0.007] [0.008] [0.007]

LogPopulation -0.312** -0.312** -0.339** -0.339**
[0.133] [0.152] [0.133] [0.151]
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OECD 6.127*** 6.127*** 6.081*** 6.081***
[0.686] [0.778] [0.681] [0.779]

English  Legal 

Origin 1.858*** 1.858*** 1.761*** 1.761***
[0.386] [0.485] [0.387] [0.485]

Regulatory Quality 0.525** 0.525** 0.535** 0.535***
[0.261] [0.206] [0.259] [0.202]

Federation*elf85 3.758* 3.758*
[2.236] [2.257]

Constant 2.920*** 2.796 2.796 3.123 3.123
[0.295] [2.913] [2.639] [2.896] [2.598]

Observations 158 121 121 121 121
R-squared 0.06 0.75 0.75 0.75 0.75
* significant at 10%; ** significant at 5%; *** significant at 1%
Robust standard errors in brackets
Standard errors in brackets

In Table 1 we run the first regression of our index of democratic tradition on a 

constant and a dummy variable which takes value 1 if according to its Constitution the 

country  is  a  federation  and  value  0  if  not.  The  coefficient  is  positive  and  highly 

significant, and seems to explain around 6% of the variability. In estimation (1b) we 

include a bunch of standard control variables to test for incorrect specification and 

ommitted variable bias. The estimation in (1b) will be our baseline specification from 

now on.  The controls  include: the log of  the GDP per  capita; the ethno linguistic 

fractionalization in 1985 which ranges from 0 to 1; the democracy age that measures 

the years since the beginning of the last democratic regime; opennes which is the 

standard measure of averaged total exports and imports as % of GDP; the log of the 

population; a dummy variable for the OECD countries; a dummy variable that take 

value 1 if the country has English legal origins and 0 if not; and, lastly, an index of 

regulation quality  that ranges from -2.5 to 2.5 with higher values corresponding to 

better  governance  indicators.  The  coefficient  of  the  dummy  variable  for  federal 

countries remains, though, statistically significant once we include all these controls. 

The R2 of the baseline estimation in (1b) is 0.75.    

After running our baseline regression, though, we performed a Cook-Weisberg 

test  for  heteroschedasticity  and  rejected  the  null  hypothesis  of  homoskedasticity. 

Once we  run robust  OLS using the White-matrix  the  coefficient  of  the  federeral 

dummy loses it’s  statistical  significance although the estimated coefficient remains 

equal to previous one (0.984). The existence of heteroskedasticity across countries is 
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a relevant problem that we will  address later on in the time-series cross-sectional 

analysis. In fact, we will see that once we include the time dimension and therefore 

the  number  of  observations  increase  substantially  the  coefficient  of  the  federal 

dummy  variable  remains  positive  and  significant   even  when  correcting  for 

heteroskedasticity. Thus, this is one important reason to extend the analysis to time-

series cross-sectional data. 

In the estimations (1d) and (1e) of Table 1 we include an interaction term 

between the federal dummy variable and the ethno lingustic fractionalization variable. 

The theoretical reason to do that is to test if  ethnically diverse countries that are 

federal are on average more prone to higher democratic scores. There is a well-known 

and still ongoing debate in the literature about the adequacy or not of ethnofederal 

constitutions as a way to manage potential ethnic conflicts. Some of the most recent 

and substantial contributions to this debate are Brancati (2006) or Wibbels (2007). 

Recall,  though,  that  the  ethno  lingustic  fractionalization  variable  was  per  se not 

statistically significant in any of the specifications of Table 14. However, the estimated 

coefficient  for  the  interaction  term  in  both  (1d)  and  (1e)  is  positive,  strong  in 

magnitude and highly statistically significant. This suggests that, indeed, on average 

there  is  a  positive  correlation  between  ethnically  diverse  federal  countries  and 

democratic  scores.  In  Graph  1  we  can  see  a  scatter  diagram for  all  the  federal 

countires  available  in  our  sample  with  the  level  of  ethnic  fractionalization  in  the 

horizontal axis and the index of democratic tradition in the vertical axis for the year 

2000.  A  fitted  line  is  also  provided,  although  a  simple  regression  between  both 

variables is not statistically significant. Interestingly enough, however, if we exclude 

Nigeria, Yugoslavia and Bosnia Herzegovina from the sample then the relation turns 

out to be positive and statistically significant5. 

Graph 1 

4 Although if we run a cross-section OLS regression for the whole sample of DemocraticTradition on a 
constant  and  ethno  linguistic  fract85  the  estimated  coefficient  for  elf85  is  negative  and  statistially 
significant with an R2  of  0.0272. 
5 Obviously, this should be taken as an speculative exercise. With the 3 countries excluded, if we run a 
cross-section OLS regression for the sample of federal countries of DemocraticTradition on a constant and 
ethno linguistic fract85 the estimated coefficient for elf85 variable is 6.5, significant at 10% level and 
with an R2  of 0.166. 
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Now, to make clear the interpretation of the interaction term, recall that we are 

estimating the following regression model:

iiiiii uisticfractethnolinguFedisticfractethnolinguFedy ++∗+++= ..8585 3210 ββββ

From  this equation we can specify the conditional expectations of the expected 

democratic scores, and obtain a final expression for the interaction coefficient:

( ) ...8585,1| 3210 +∗+++== ii isticfractethnolinguisticfractethnolinguXFedtionDemocTradiE ββββ

( ) ...85,0| 20 ++== iisticfractethnolinguXFedtionDemocTradiE ββ

( ) ( ) iisticfractethnolinguXFedtionDemocTradiEXFedtionDemocTradiE 85,0|,1| 31 ∗+==−= ββ

(1)                   
( ) ( )( )

385
,0|,1| β=∂

=−=∂
iisticfractethnolingu

XFedtionDemocTradiEXFedtionDemocTradiE
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In words, a positive (negative) coefficient of the interaction term means that, 

ceteris paribus, the greater the level of ethno linguistic fractionalization, the greater 

(lower)  will  be  the  difference  that  federalism  makes  in  promoting  democratic 

consolidation.  This  effect  will  reappear  as  well  in  the  time-series  cross-sectional 

analysis.

 Finally, to close the cross-sectional analysis, we construct a simple and rather 

crude logistic analysis to investigate possible non-linear effects of the independent 

variables. The dependent variable in this case is a dummy variable that takes value 1 

if the index of democratic tradition in the year 2000 was greater or equal than 4 and 0 

if it was less than 4. In Table 2 we summarize the estimated coefficients. As expected, 

the GDP per capita has an strong and positive effect. On the other hand, Graph 2 

depicts the probability of the dependent variable taking value 1 for different levels of 

the GDP per capita variable for federal and non-federal countries. As we can see, the 

GDP per  capita  variable  exhibits  a  highly  non-linear  positive  effect  on  democratic 

consolidation.  The  nice  thing,  though,  is  that  federalism  does  seems  to  make  a 

difference on democratic consolidation for low and middle income countries but not 

rich enough ones. Obviously, this analysis is far from being conclusive but it goes in 

the  same  direction  as  the  results  in  Boix  (2003)  when  he  concludes  that  the 

probability of a democratic breakdown its significantly lower for low-income federal 

countries6.  

Table 2

Dependent 

variable:

IndexDemocTrad>

4

Logit 

Regression 
GDPperCapita 0.0002584***

[0.000]
Federation 0.953

[0.723]
Ethnolinguisticfrac

tf85 3.200***
[1.203]

Constant -4.555***
[0.944]

6 This is of course a very crude result that needs further consideration. In any case, recall that Boix 
(2003) does an “inversed” analysis in the sense that he estimates probabilities of democratic breakdown 
whereas here we estimate probabilities of democratic consolidation. 
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Observations 142
Peudo_Rsquare 0.3921
Standard errors in brackets, *** significant at 

1%

Graph 2
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3.3. Time-Series Cross Sectional Analysis

Now we turn  into  a  dynamic  analysis  that  will  be  useful  to  exploit  greater 

variability in the data available. The much higher number of observations will enable 

us  to  estimate  with  more  precision.  As  explained  before,  once  we  corrected  for 

heteroschedasticity  in  the  cross-sectional  sample  the  results  of  federalism  on 

democratic scores losed its statistical significance. This will no longer be the case in 

here.  The panel-data sample covers  around 145 countries  from 1970 to the year 

2000. As before, the countries are not only transition and developing countries but 

OECD and other developed countries as well. Therefore, the panel is cross-sectionally 
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dominated since the number of unit (country) observations is much greater than the 

number of time-periods available. The dependent variable is the same one as before, 

but now it evolves over time, that is, for every country and year the averaged index of 

democratic tradition for the last 50 years is computed. 

We  started  considering  the  possibility  of  a  pooled-OLS  regression  but  the 

Lagrange Multiplier test for random effects helped to reject this idea. Afterwards we 

also  runned  Random  Effects  and  Fixed  Effects  estimations  and  performed  the 

Hausman test to check which model was preferable. According to it, the difference in 

coefficients was not systematic and therefore the Random Effects model seemed to be 

more  adequate.  The  severe  autocorrelation  in  the  dependent  variable  for  each 

country-unit and the existence of heteroschedasticity discouraged, however, the use 

of  a  simple  Random  Effects  model.  A  modified  Wald  Test  for  groupwise 

heteroschedasticity  rejected the null  of  common variance  across  all  country-units. 

These are the reasons why from now onwards we will provide the estimates of the 

Feasible  Generalized  Least  Squares  (FGLS)  and  Panel  Corrected  Standard  Errors 

(PCSE) methods. In many cases the estimates that both methods generate are quite 

similar, which is a sensible result given that both of them are specified to address the 

same main problems: heteroschedasticity and panel-speific serial correlation7. 

The  models  that  we  will  estimate,  therefore,  can  be  summarized  with  the 

following equations:

ititkkit eXy +∑+= ββ1

ititiit ee ερ += −1  ,   ( ) 22
iiteE σ=

In Table 3 we replicate our prior baseline estimation model including the federal 

dummy variable  as  main  independent  variable  of  interest  and the rest  of  control 

variables  (due  to  availability  constraints  and  because  substantial  results  do  not 

change much we do not include, however, the English legal origin and the regulatory 

quality  variables  from now on).  Note  that  the  coefficient  for  the  federal  dummy 

variable remains positive and highly statistically significant in both (1a) and (2a). On 

the other hand, in models (1b) and (2b) we include the interaction term between the 

7 The main difference between FGLS and PCSE is that FGLS controls for both correlation between and 
within units (i.e. for both serial correlation and contemporaneous correlation). On the other hand, the 
standard PCSE method assumes that the disturbances are heteroschedastic and that the disturbances are 
contemporaneously correlated across the panels,  but not controls  directly for the existence of  serial 
correlation within panels.  
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federal dummy and the ethno linguistic fractionalization variable. The interpretation 

for the coefficient of this interaction term is exactly the same as before. Thus, these 

results provide further evidence that on average the greater the degree of  ethnic 

diversity the greater the positive difference that federalism will make in promoting 

democratic consolidation. The inclusion of the dynamic dimension has helped to give 

robustness to the results presented here. All the other control have the expected sign 

and most of them are statistically significant. 

Table 3

Dependent 

Variable:

IndexDemocTra

dition

FGLS

(1a)

FGLS

(1b)

PCSE

(2a)

PCSE

(2b)

LogGDP -0.009 0.004

-0.238**

* -0.189**
[0.008] [0.008] [0.080] [0.082]

Federation

0.572**

*

-3.149*

**

0.991**

*

-4.487*

**
[0.056] [0.196] [0.162] [0.408]

Elf85 0.763*** 0.165** 0.382 -0.590*
[0.070] [0.073] [0.419] [0.354]

DemocracyAge 0.087*** 0.077*** 0.107*** 0.087***
[0.002] [0.001] [0.006] [0.004]

Openness 0.000 0.000 0.000 0.000
[0.000] [0.000] [0.000] [0.001]

LogPopulation 

-0.188**

*

-0.231**

*

-0.192**

*

-0.259**

*
[0.007] [0.008] [0.040] [0.042]

OECD 8.030*** 7.791*** 8.056*** 7.684***
[0.059] [0.064] [0.250] [0.221]

Federation*elf8

5

7.253**

*

10.541*

**
[0.390] [0.765]

Constant 4.096*** 4.984*** 6.082*** 7.310***
[0.138] [0.174] [0.469] [0.422]

Observations 3028 3028 3029 3029
Number  of 

countries 144 144 145 145
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant at 

1%
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On the other hand, in Table 4 we abandon the federal dummy variable and 

instead we use other measures of fiscal and political decentralization. The indicators of 

subnational expenditure come from the IMF’s Government Finance Statistics. Although 

they are are problematic, are standard measures of fiscal decentralization. Once we 

use this independent variable, however, we lose and important number of country 

observations since this variable has many missing data. In specification (1a) of Table 

4,  using FGLS estimation,  we obtain  a  positive  and siginificant  coefficient  for  the 

subnational  expenditure  level  on  democratic  scores.  If  we use  a  PCSE estimation 

method,  however,  the  subnational  expenditure  variable  is  no  longer  positively 

statistically correlated with democracy. This might be due to the problem of missing 

data. 

 Then we use two measures of political decentralization from the Database on 

Political Institutions. First, the dummy variable “autonomy” that takes value 1 if the 

country has autonomous regions and 0 if  not  and, secondly,  the dummy variable 

“authority”  that  takes  value  1  if  states  have  authority  over  taxing,  spending  or 

legislation  and  0  otherwise.  We  should  take  both  dummy variables,  however,  as 

rather  imperfect  measures  of  political  decentralization.  Note  that  even though we 

refer  to  the  “authority”  as  a  political  decentralization  variable  because  it  includes 

legislative competences for the states, it could be considered as well an indicator of 

fiscal decentralization. In fact it is highly correlated with the degree of subnational 

expenditure. Moreover, with the dummies “autonomy” and “authority” we have the 

same problem of substantial missing data.

 Surprisingly enough we see in specifications (2a) and (2b) of Table 4 that the 

“autonomy” variable has a significant negative impact on democratic scores. On the 

other hand, however, the “authority” dummy variable is not statistically associated 

with democracy. At a first sight, this might indicate that political decentralization is 

not conducive to democratic consolidation. In fact, this is an unexpected result since, 

obviously, political decentralization should be a proxy for federalism. Another possible 

explanation  could  be  measurment  error  and  missing  data  in  these  dummies.  To 

further check these results  we incorporate in the next table the interaction terms 

between  the  dummy variables  of  political  decentralization  and  the  level  of  ethno 

linguistic fractionalization. 
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Table 4

Dependent 

Variable:

IndexDemocraticT

radition

FGLS

(1a)

PCSE

(1b)

FGLS

(2a)

PCSE

(2b)

FGLS

(3a)

PCSE

(3c)

LogGDP

0.028**

* 0.178 0.010* -0.044

0.077**

*

0.253**

*
[0.008] [0.160] [0.006] [0.032] [0.015] [0.041]

SubnExp

0.002*

*

0.0003

9
[0.001] [0.007]

Elf85

2.756**

* 1.134

0.848**

*

0.897**

*

0.943**

*

1.558**

*
[0.126] [0.894] [0.066] [0.162] [0.097] [0.188]

DemocracyAge

0.053**

*

0.142**

*

0.077**

*

0.096**

*

0.066**

*

0.065**

*
[0.001] [0.022] [0.002] [0.004] [0.002] [0.002]

Openness

-0.001*

**

-0.007*

** -0.000 -0.000

0.001**

*

0.004**

*
[0.000] [0.003] [0.000] [0.001] [0.000] [0.001]

LogPopulation 

-0.350*

**

-0.595*

**

-0.075*

**

-0.219*

**

0.054**

* 0.028
[0.017] [0.175] [0.008] [0.030] [0.014] [0.062]

OECD

6.999**

*

6.839**

*

8.290**

*

8.040**

*

8.729**

*

7.853**

*
[0.069] [0.325] [0.040] [0.118] [0.061] [0.126]

Autonomy

-0.516*

**

-0.397*

**
[0.042] [0.086]

Authority -0.006 0.056
[0.029] [0.071]

Constant

6.586**

*

9.155**

*

2.232**

*

5.057**

*

-0.992*

**

-2.138*

*
[0.258] [2.518] [0.133] [0.456] [0.253] [0.963]

Observations 1201 1206 2760 2760 1349 1350
Number of countries 93 98 141 141 81 82
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant at 

1%
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In Table 5 we extend the main results interacting the economic and political 

decentralization  variables.  These  results  should  be  taken  with  caution,  given  the 

amount of missing data and the likely measurment errors in variables. In any case, it 

is  surprising  that  in  specificaiton  (1a)  the  interaction  term  between  subnational 

expenditure and ethno linguistic fractionalization has a negative and significant effect 

on democratic scores. This is the only case in all the empirical analysis presented here 

where  the  interaction  term  has  a  negative  and  significant  effect.  This  negative 

coefficient may suggest that just fiscal decentralization is not a good way to promote 

democracy in those countreis that are highly ethnically diverse. 

The interaction term between “autonomy” and ethno linguistic fractionalization 

in (2a) has a positive and significant effect but is not very high in magnitude (given 

the negative and significant effect that “autonomy” exhibits by their own). On the 

contrary, the interaction term between the “authority” dummy variable and the level 

of ethno linguistic fractionalization is positive, strong in magnitude (1.053***) and 

statistically  significant.  Thus,  in  sum,  results  in  Table  5  suggest  that  just  fiscal 

decentralization  by  their  own  will  not  help  to  improve  democratic  scores  in 

heterogeneous countries. However, if the states in a federation enjoy enough fiscal 

and political powers combined, measured with the dummy variable “authority”, then 

federalism  will  make  a  real  difference  in  promoting  democratic  consolidation  in 

ethnically  diverse  countries.  Note  that  this  empirical  result  is  consistent  with  the 

theoretical discussion of the role of regional identities in section 2. According to the 

values  of  the  Database  on  Political  Institutions,  India  scores  1  in  the  “authority” 

dummy variable between 1975-2000, whereas Nigeria scores 0 between 1985-1998, 

the period for which data is available.   

Table 5

Dependent 

Variable:

IndexDemocTra

dition

FGLS

(1a)

PCSE

(1b)

FGLS

(2a)

PCSE

(2b)

FGLS

(3a)

PCSE

(3c)

LogGDP 0.042*** 0.199 0.011* -0.037

0.070**

*

0.233**

*
[0.009] [0.154] [0.006] [0.031] [0.014] [0.042]

SubnExp 0.005** -0.014
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*
[0.002] [0.014]

Elf85 2.657*** 0.727

0.511*

**

0.841**

* 0.320** 0.356
[0.123] [1.060] [0.075] [0.165] [0.143] [0.230]

SubnExp*elf85 -0.006* 0.038
[0.003] [0.028]

DemocracyAge 0.056***

0.145**

*

0.075*

**

0.095**

*

0.065**

*

0.067**

*
[0.001] [0.022] [0.002] [0.004] [0.002] [0.002]

Openness -0.001**

-0.007*

** -0.000 -0.000

0.001**

*

0.004**

*
[0.000] [0.003] [0.000] [0.001] [0.000] [0.001]

LogPopulation

-0.335**

*

-0.601*

**

-0.052*

**

-0.215**

* 0.022* -0.024
[0.017] [0.138] [0.008] [0.031] [0.013] [0.056]

OECD 7.232***

6.969**

*

8.342*

**

8.025**

*

8.677**

*

7.815**

*
[0.072] [0.356] [0.040] [0.118] [0.072] [0.185]

Autonomy

-1.004

***

-0.598*

*
[0.086

] [0.242]

Author

-0.296*

**

-0.478*

**
[0.067] [0.128]

Authority*elf85

1.053**

*

1.727**

*
[0.185] [0.548]

Autonomy*elf8

5

1.036*

** 0.363
[0.147

] [0.394]

Constant 6.063***

9.194**

*

2.008*

**

4.968**

* -0.272 -0.732
[0.287] [2.111] [0.135] [0.466] [0.237] [0.923]

Observations 1201 1206 2760 2760 1349 1350
Number  of 

countries 93 98 141 141 81 82
Standard errors in brackets
* significant at 10%; ** significant at 5%; *** significant 

at 1%
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3.4. Empirical Concerns

There  are  several  important  caveats  in  the  present  empirical  analysis  that 

should be acknowledged. On the one hand, some important variables may suffer from 

severe measurment error. The dependent variable itself, which is an averaged index 

of  democracy  scores  for  the  last  50  years  for  every  country,  is  highly  serrially 

correlated and some of its measures for given countries are dubious. Another variable 

that  may  suffer  from  measurment  error  is  ethno  linguistic  fractionalization. 

Furthermore,  the  usefulness  of  this  variable  has  been  widely  discussed  in  the 

literature  (Alesina,  2005).  Recent  efforts  have  been  made to  construct  indices  of 

peripheral diversity which should be much more appropiate for the type of analysis 

done here (Desmet et alt, 2005). Also the federal dummy variable is quite crude and 

may  be  a  good  exercise  to  encode  it  again  according  to  other  criterias  used  in 

comparative federalism (Burgess, 2006).         

The  most  important  criticism,  though,  that  might  be  posed  to  the  present 

analysis is the problem of endogeneity. It could be argued that, in fact, is the level of 

democratic consolidation what drives and makes possible the emergence of federal 

institutions. Recent new democracies, however, with an already federal Constitution 

caste doubt to this  propistion. And secondly,  as a robustness check we runned a 

random-effects logistic regression with the federal dummy as a dependent variable 

and with our baseline specification plus the index of democratic tradition in the right 

hand  side.  The  coefficient  for  the  democratic  scores  index  turned  out  to  be  not 

significant. However, it is true that if we run a random-effects logistic regression with 

only democracy scores and logGDP as control variables the coefficinet is then positive 

and significant.

 In any case, it would be quite ambitious to assert that we have established 

causality. At most, we have established an statistically robust and positive correlation 

between federalism and democratic scores. And also a positive correlation according 

to  which  the  greater  the  level  of  ethnic  diversity  the  greater  the  difference  that 

federalism makes in promoting democracy. Lastly, it  would be ideal to run all  the 

regressions  again  using  a  whithin-country  panel  study  to  avoid  country-specific 

unovserved heterogeneity. Besley and Burgess (2002), for example, use a powerful 

Indian panel to investigate the determinants of government responsiveness. It would 
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be  a  good  exercise  to  exploit  variation  across  Indian-states  in  accountability 

measures. 

4. Conclusions 

In the present paper we have analysed the relationship between federalism and 

democratic  success.  First,  we  developed  a  theoretical  discussion  of  a  precise 

mechanism  by  which  federalism  can  improve  democracy:  it  enhances  a  political 

competition effect that via reputational incentives increases electoral  accountability 

(Myerson, 2006). We did  two main modifications of the model, making endogeneous 

the costs of switching politicians and incorporating regional identities into the analysis. 

Empirically,  we  have  established  a  positive  and  significant  correlation  between 

federalism and democratic scores. These results are consistent and in line with the 

findings of Boix (2003) according to which the probability of a democratic breakdown 

is significantly lower for low-income federal countries. 

On the other hand, we have paid special attention to the role of federalism in 

heterogeneous countries. From a theoretical point of view, the presence of regional 

identities  may  encourage  the  success  of  democracy  at  the  regional  level  but 

undermine it  at the national  level.  In  the extreme case of  very powerful  regional 

identities, however, the incentives of responsible regional leaders may be seriously 

damaged and democracy finally frustrated. Whereas from an empirical analysis we 

have seen that if the states in a federation enjoy enough fiscal and political powers 

combined  then  federalism  will  make  a  real  difference  in  promoting  democratic 

consolidation in ethnically diverse countries. This might be a plausible explanation of 

the completely opposite democratic paths of India and Nigeria, two highly ethnically 

diverse countries; the continuous redistributive tensions and specially the lack of real 

fiscal and political decentralization in Nigeria (Suberu, 2001). 

Finally, the need to study more precise micro-mechanisms to disentangle this 

relationship, both theoretically and empirically, remains as a guide for future research. 

Leaving aside the reputational incentives of regional leaders, separation of political 

powers,  shared-economic  insurance  and  redistributive  tensions  should  be  other 

powerful explanations of links between federalism, electoral accountability and voters’ 
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welfare. The inclusion of ethnic politics, as in Brancati (2006), to these studies should 

enrich as well the explanations and results provided.  
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