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URBAN FINANCIAL MANAGEMENT PROJECT

Project Review Issues and Comments

Site Selection Criteria

Sites will be identified in consultation with regional bureaus,

concerned field missions and host countries, using the following

criteria:

A. Existing projects which benefit the urban poof.

B. Ongoing or planned projects in financial planning and
capacity building.

C. COppor:sunities for innovative research and development
activities consistent with project objectives,

D. Receptivity of the field mission and of the host country

institutions to activities of this kind,

The expectation is that there will be activities in three geographic
regions. Encouraging signs are some existing and planned projects
in the Philippines, Egypt, Bolivia, Costa Rica and the Dominican
Republic and the reported interest of several African countries

in such matters.

Municipal development institutions (MDI) have been established

in several countries in Latin America which have operated:
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municipal credit activities successfully for a large number of
municipalities. The urban financial management project could

be particularly beneficial in one or more of these countries

to improve financial planning and public service delivery systems,

Relationship to RAD Projects, Local Revenue Administration and
Mapaging Decentralization

The urban financial project is designed to improve the capacity
of urban local governments, particularly at the intermediate
level and in provincial centers, to develop and manage the
financial resources needed to provide essential services to meet
basic human needs. It focuses on the development of methods

of fiscal analysis and forecasting with particular emphasis

on the relationship between fiscal capacity and economic con-
ditions, and it includes the development of financial policies
and budget planning in such areas as capital improvements,
purchasing, accounting, fund balances, debt practices, and
personnel procedures. This approach requires a continuing
examination of service levels as well as revenue sources and
levels, including changes in the economic base of a community.

It requires also an analysis of revenue and expense beyond the
immellatc budges yeaz, thus troadening percpestives ond Iove-

casting future direction, and, at the same time, lessening un-~

certainty in the financial planning process.



The emphasis in RAD's Local Revenue Administration project is

on field testing new approaches to generate local revenue for
projects directly beneficial to the rural poor; that is,
encouraging more participatory modes of financing rural develop
ment including a new look at voluntary contributions, increased
reliance on user fees and other kinds of revenue which will
stimulate local action. RAD's project, Managing Decentralization,
emphasizes the use of resources to design, implement, and
evaluate projects, strengthen the capacity of decentralized
institutions (such as local government, special purpose
districts, and deconcentrated field services of ministries),
and to identify service areas where "debureaucratization"

might provide expanded services at lower costs. More
specifically, since USAID mission staffs are the direct
beneficiaries of this four year effort, the project would
increase their capacity to identify and resolve administrative

problems inherent in regional approaches to decentralization.

The RAD projects are designed, therefore, to accomplish improve-
ments in the quality of life of the rural poor by emphasizing
increased participation of the beneficiaries and focusing on

greater mission capacity to support decentralization efforts
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directly beneficial to the rural poor. The urban financial
management project, on the other hand, emphasizes skills needed
to understand the relationships between economic variables and
revenue and expenditure projections and to reduce risk and
ancertainty in financial planning. There is no coordinating

effort required other than a monitoring of the RAD projects.

Historical Data Concerning Previous A.I.D. Efforts in the Public

Administration Sector

Public administration reform in years past centered around A.I.D.
efforts to provide added resources(e.g., generating tax income)
enabling local governments to have a greater role in develop-
ment. This, at least, was tbe focus in Latin America. Also,
development assistance examined impediments to effective
development administration, including the inadequacies of

officials and technicians to accomplish development goals.

Organizational and managerial skills were rarticularly weak, so,
efforts concentrated on establishing schools of public adminis-
tration (e.g., Philippines) and up-grading managerial skills
generally. The administrative weaknesses of government at all
levels were examined in terms of development constraints. There
was a major effort to direct some resources to management require-~

ments to improve project impiementation and to respond more
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effectively to existing needs of the poor, These initial
efforts to improve local development administration capacity
can be significantly enharced by adding new skills in financial
planning, including knowledge of the kinds of economic data

needed in local fiscal decision-making.

Procurement of Professional Services

The project is composed of several components =— namely, the
state-of-the-art paper, specific methodology for evaluating the
financial condition of a city with applicable field testing and
consultation, and the formation of fiscal capacity building
practices. The state-of-the-art work will be undertaken
separately and will be used to guide the implementation of the
other components. Proiessional services to develop the
methodology and help build financial management capacity, the

other components of the project, will be procured competitively.,

Project Justification

While it is obviously true that many cities in the developing
countries do lack administrative autonomy, central governments
in a number of countries have, in fact, expanded local authority

over revenue sources, granted greater borrowing power and

“



encouraged local governments to use existing authority more
effectively, Furthermore, local officials even in situations
where autonormy is largely lacking, have considerable implementing
authority. Therefore, while the project may not be applicable

in all countries, it is believed that there are enough host

country situations in which it could be tried.

The fundamental idea behind this project is very much in keeping
with a growing concern of the General Accounting 0ffice (GAO).

As a result of its studies of local government finance in Latin
America and more recently in Africa, the GAO is expected soon

to recommend Congressional action to amend the foreign assistance
act so that a "reasonable" amount of resources can be used to

improve local government financial management capabilities.

The World Bank has expressed interest in a collaborative role,
stating that this project is well worth pursuing. In a recent
press release, the Bank announced a $70 million loan for use
in improving, in part, municipal administration and finances
in medium-sized cities in Brazil. The FY 1981 ABS (Egypt)
includes an urban financizl management project intended to

izmrove urban development decision-making.
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Summarv and Recommendation
Summary

The world's population is increasing by 200,000 inhabitants each
day. At the end of this century, developing countries are expected
to add 1.3 billion people to their urban populace. Each city in
the developing world, as a result of this enormous demographic pres-
sure, is hard-pressed to maintain acceptable standards of livability.

Cities in transition, experiencing rapid growth, are also confronted
with severe fiscal stress. All are encountering the uncertainties
of fiscal imbalance - higher service delivery costs and growing
difficulties in generating sufficient revenue to cope with this
fiscal distress. National resources are, of course, limited, and
intergovermmental transfers never will be sufficient to satisfy local
goverrment needs entirely.

Local officlals in these cities must, therefore, recognize that
budgatary processes in which customary approaches to financing ser-
vices are ratched against expanding local needs are essentially
inadequate O ensure optimum and equitable service delivery. There
i3 a need, for example, to recognize how changes in an urban economic
base translate into changes i{n a city's financial capacity to main-

tain accaptable standards of livability.
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The urban revenue base is influenced substantially by economic
conditions. Understanding the implications of these economic
variables vis-a-vis a city's financial capacity can enable loczl
officials to adjust their financial planning to reflect ecomomic
trends and gauge more accurately the benefits of differing fiscal
strategiles.

It becomes necessary in this context to recognize that the finmancial
capacity and the economic condition of cities are not separable.
Their economic base will determine in large measure the financial
options available to local officials.

As a result of this project local officials will be able to
evaluate better the impact of a city's ecomomic condition on the
local revenue base, project future revenue and expenditures more
adequately, understand the use of the budget as a management tool
in fiscal decision-making generally and in determining financial
policies, and match more effectively available resources against
longer range needs of the cities.

The development process in such cities requires adequate financial
management practices. Most, however, lack the financial management
systems to utilize available resources eifectively. As a result,
decision-making is seriously impaired. Local officials frequently

are unable to gather relevant financial information and when they
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do it is often either inaccurate or incomplete. There is a lack

of uniformity among and between govermmental agencies. Internal
controls are frequently weak or nonexistent. Such deficiencies in
local financial management practices contribute to a breakdown

in efforts locally to evaluate project efficiency and effectiveness..
adequately.

Inadequate knowledge of worthwhile financial management practices
for years has hampered efforts of local officials to achieve accep-
table standards of livability in cities of the developing world.
Mounting financial pressures, increased demand for public services,
limited resources and fragmented service delivery arrangements make
it imperative that local officials in these cities accept more inmo-
vative financial management practices.

A major aim of this project is to enable cities in the developing
countries to attain a higher level of financial self-sufficiency
so that more of the revenue required for maintenance of local ser-
vices will be generated locally.

Recommendation
Authorization of a grant in the amount of $317,000 with a

life of project obligation in FY 1979 of this: amount,
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URBAN FINANCIAL MANAGEMENT

Description of the Project

Purpose

This project is designed to promote efforts to assist local
govermnment officials and technicians in improving their finan-
cial maregement practices generally, broaden their understanding
of the kinds of financial and economic data required in decision-
making and policy formulation, and increase their knowledge of
approaches and systems needed to generate finmancial information
and revenue to ensure the effective utilization of scarce
resources. |

The research will focus on ways to improve the financial
condicion of the cities by (1) examining the current status of
local government finances (2) increasing understanding among local
officials of the various factors that affect the financial capacity
of Tocal governments to maintain acceptable standards of livability
and (3) developing a methodology for evaluating the financial
condition of the cities,

In the process of bullding analytical skills-of local officials
and improving local fiscal management, the first phase of the
project will focus, in part, on the need for reliable financial

forecasting, including identification of financial warning

indicators. Concepts and techniques will be formulated in terms
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local officials can understand. The second phase will emphasize
financial management capacity building, including the establishment
of a financial management resource capacity, which is more fully
described on page 29,

The project proposes a new approach in fiscal planming or
budget formulation shaped by the recognition that a city's
financial capacity to maintain acceptable standards of liva-
bility is influenced by economic conditions found in the city.
Therefore, the project will mot focus directly on traditional
sources of locally generated revenue or intergovernmental trans-
fers as described elsewhere in this paper. Rather, the emphasis
will be to increase understanding among local officials of the
manner in which ecomomic variables influence the financial
capacity of local govermments, and how these indicators can be
utilized to strengthen a city's revenue base.

Backeround

In the next two decades, the world's population is expected
to reach 6.5 billion, nearly double the number alive today, and
by then an estimated 3.5 billion of this total will be urban
settlers. The developing countries are expected to add 1.3 billion
inhabitants to their urban populations, bringing the total urban
dwellers in cthese nations to an estimated Z.i bpililon o Cwice
the number now living in cities in the developing world.

Although the nature of migration varies considerably through-
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out the developing world, in many cities in Southeast Asia, for
example, it accounts for at least 507 of the total population

increass, The percentage of squatters and slum dwellers living

in a mumber of Asian cities ranges from 15 to 50% of the city's
total population and these are growing at twice the rate (6=17%)
of the city as a wholes*

In Jakarta, the squatter population is growing at l5% per year
and in metropolitan Manila the slum population is increasing four
times faster than the rest of the area's populatiom. thile such
cities seemingly offer escape from the abject poverty in the rural
areas, the strain on existing resources and services brought about
by such rapid growth is evident.

Furthermore, 80% of the families in slums or squatter areas live
outside the reach of basic public services. High capital costs to
service such settlements are juxtaposed with severe underfinancing

of urban services. This unprecendented urban growth obviously

offers c¢ities in che developing world a real challenge to absorb

the new population in a positive way. Clearly, rural-to-urban

migration plays a major role in reshaping the economic and social
fabric of uroan society in developing countries.
Urbanization Issues. Cities are simly growing too fast and

lack the resources locally to provide even basic amenities.

*Annex C identifies urban and slum squatter growth rates in 1l
cities in developing councries.
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Accordingly, local govermnments generally have been unable to promote
effective solutions to these problems of growth and poverty and it
is quite clear they will be made worse with continued urbanization.
Thus, serxvice requirements in cities in developing countries
have outstripped their capacity to provide and to pay for them.
Rapid population growth throughout the developing world has
contributed also to the dilemma. Fiscal capacity is exacer-
bate further by s shortage of managerial talent and a lack of
authority locally to obtain sufficient self-generated revenues.
So, reliance on central government resources is generally heavy.
Furthermore, urbanization itself results in increased costs for
public services. Movement from rural areas, for example, can
diminish extended family realtionships resulting in a need for

social welfare programs. Also, as people congregate in smaller

areas, cities must give much greater attention to human waste, disease,
transportation, crime, utilities, traffic control, and roads.

The public sector obviously has a significant role in providing
essential services, although for many, if not most, of the urban
poor these services are often nonexistent. 1In Latin America,
for example, only slightly more than half the urban population

is served by piped water. In Asia, the percentage is much less,
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Moreover, the poor often pay higher costs for such services.
More often, though, they are left to their own devices for
meeting basic needs.

The most critical needs are those which contribute to relieving
human disadvantages - namely, housing, health care, education and
employment opportunities. It should be obvious, therefore, that
govermment policies directed.toward the problems and potentials of
urbanization ought to have as a starting point ways in which the
quality of life of the poor can be improved measurably.

The urban poor are too numerous and their numbers are growing

too rapidly in the developing world to be ignored. This

suggests the need to improve the quality of public services

available to the urban poor. In recent times cities in these
countries have been confronted with increasing financial pressure
resulting, in large measure, from growing demands for essential
public services. The core of efforts to improve the capacity

of cities in developing countries to provide these services is

a sound econonic and fiscal base.

Local govermment budgets hardly meet basic service needs and

sencoally cemtral govermments 4o not g

covide cufficient trencier
payments to the cities to bridge the growing gap. Furthermore,
rapid growth clashes with efforts to provide even limited amenities

within the framework of the present general revenue systems. lMore
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over, the transitional nature of urbanization can't be controlled
or manipulated by short-term measures, such as closing a city to
migrants ( as was tried by Jakarta ) or expelling squatters from
their dwellings ( as is attempted from time to time in most urban
centers of the dsveloping world ).

Such practices generally have resulted in unproductive uses of
very scarce public resources as well as a measure of loss to the
squatters themselves in terms of labor, personal savings and materials
furnished to conytruct their habitat and commercial enterprises.

The squatters usually return quickly, because they have nowhere else
to go. They consider their present life better than it was before,
including the potential of jobs, higher incomes and improved
educational opportunities in the city, and are reluctant to leave
these areas. Relocation will not work unless new sites offer

better living and working conditions than the migrants have already
gained.

In addition to the generally inaccessible location and the over-
crowded conditions of their settlements, the squatters seldom are
taxpayers and, therefore, lack equal access to the amenities of a
city. The squatters and slum dwellers expect and get little from
local govermment and tend to rely on themselves and on self-
contained units or groups to mest Lasic neeGsS. ih ahy Case, their
large numbers would overwhelm the public service capability

of most developing country cities.
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Improvement of financial management capabilities in developing
countries has lagged far behind modernizing efforts in other develop-

ment sectors. Local officials are unable to produce useful

financial information for decision-making and policy formulationm,

and program evaluation and fipancial performance suffers. More-

over .the more attractive 'and remunerative jobs are located generally-
in central; not local, govermment wmhiich results in a brain drain of

serious proportions.

Financing Equitable Services. In the years ahead the financing

of local govermment in developing countries will be one of the most
politically difficult tasks facing govermment. While local govern-
ments are creatures of the central govermnment the latter has thus

far avoided the task of readjusting the finances, responsibilities,

and boundaries of local govermment to meet changing service and
development needs, Such reform is not merely a matter of bringing
about greater efficiency in the delivery of public services; it is

also a matter of dealing with other constraints. If central

government is to modernize the financial condition of local govern
ment, policies that contravene such efforts must be altered. Only
central government in developing countries nas che power CO restructuce

local goverrment finances to meet emerging needs.
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Fiscal aid to the cities will continue to be essential to en-
able them to cope with development tasks. The amount of extermnal
assistance to local governments undoubtedly will have to increase
dramstically in the coming years, and their structure and budgeting

processes will have to be modified to reflect current urban
r“liti‘s .

Pressures on local govermments to provide services have grown
as urbanization has accelerated. Furthermore, increasing costs for

basic services have not been matched by increased public revenue.

There is inadequate local authority over revenue sources; in fact,
central govermment frequently has reduced local revenue authority.
In addition, there is uncertain central govermment fiscal support,
as well as a general failure to recognize the linkages between the
financial condition of the city and the city's economic base.

Thus, local govermments typically have been left with revenue

sources that are not expanding along with population despite rising
expenditures and needs. They face a decided and growing imbalance
batween revenues and expenditures.

Unlike the United States, the issue is not whether central
30Vermment snouid intervens, but what Cype of interventlion Is Tweds
ed to improve the resource base in the cities for the equitable

delivery of essential services to the poor. Central govermment

ass{stance alone never will bas sufficient to meet growing local
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service needs, so such assistance must encourage burden spreading
and resource sharing, Cities must be assisted to strengthen their
financial condition and the local economic base and to understand
the relationships between the two.

An example of the way in which economic conditions can impact

adversely on the financial capacity of a city to provide basic service:

and facilities is to be found in Cleveland, Ohio, a city facing
fiscal collapse and the first major urban center in the United
States in more than 40 years to default on its financial obliga-

tions. The long term impact of this default is likely to be even

more severe as usual sources of borrowing vanish. Although once a

well-off industrial cencer, the city's economy is simply unable
now to produce sufficient revenue to satisfy current budgetary

requiremants and indettedness.

Revenue. Cities rely on a large mumber of revenue sources. A
few are of major importance, as shown in Annex Be. Taxes on proparty
are heavily utilized by African and Asian countries with a British
heritage. Citias in Colombia have developed relatively effec-
tive property tax systems. Sales taxes of various types are also

a significant revenue source.
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Two basic means are used extensively to transfer reverue to
cities in developing countries; i.e., tax sharing and grancs.

In the Philippines and Thailand, for example, shared taxes are
relied on heavily. Tax sharing helps to generate revenues from
sources that often are noc.legally available to local governments,
but it does increase centralization. Intergovernmental grants are
used also as a means of providing additionmal funds to cities.

They are allocated for specific purposes. Unconditional grants,
used as local officials may desire have been uged only sparingly.

A clear need exists to develop at least basic financial
{nformation, but data gathering constraints hamper research in
ci=ies :n developing countries. There is, for example, a distinct
lick of financial management capacity at the local level, a low
level of consciousness of the need for fi{nancial forecasting and
the bureaucracy itself hampers the collection of data for effectire
financial management decision-making. Furthermore, .:ttle information
is avai%gple about the per capita costs of providing basic services.

Whers the property tax has been relied on in the past for
a subscantial part of locally generated revanues by cities in
devaloped countries, this reliance {3 gradually diminishing. In
the United States, for example, the percentage of total ravenues
derived from the property tax decreased from over 707 in che ecarly
parz of the present century to about 35% i{n the 1970 . Citden in
the devaloping world likewise are becoming increazinnly dependant upon nonNe

tax ravenuas and particularly {ntergovermmantal transfers) such crane "an
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will continue to become a more trenchant part of the general

revenue gystems of local governments in the countries. Juxtapnsed

with this growth in central government assistance is a growing

dependence on central govermment revenue; such aid is actually
growin; at a faster rate than is locally generated revenue. At

the same time, many local govermments are facing tighter constraints
on spending, as well as restrictions on the raising of revenue
locally.

The {ncreased use of central govermment agencies in the perfor=
mance of local goverrment functions is a major alternative to the
continued reliance on locally generated revenue. A second is the
direct financing of local government services.

The disruptive growth of population in developing countries

is causing a quasi-revolution in local govermment revenue Systems.

Essentially, the trend has been away from a reliance on locally

generated revenues to intergovermmental transfers. The sources of
reverue examined in this section are classified in three broad
categories: (1) locally generated nonproperty taxes, (2) locally
generated nontax revenues and (3) transfer payments by the central
governmant, All three constitute a search for viable alternatives

to a reliance solely on the property tax.



Local Nomproperty Taxes. The increasing shift to nomproperty

taxes is accompanied by a basic change in the economics of the
developing world from a rural to an urban form. This evolution in
the economic life of the developing world has had expression in
efforts of local govermments to consign some of the burden for
the support of local services to revenue sources other than locally
generated property tax revenue. Taxes can, for example, be levied
on sales, income and privileges. They need safeguards, however,
against inequity, maladministration,,and possibly damaging economic
effects. The following are major local nonproperty taxess
General sales tax. These are taxes on retail sales

of tangible personal property, although the tax base may

include several specified services. They generally focus

on consumer expenditures for goods. It is a good revenue

producer for commercial centers. An added advantage is

that some revenue is obtained from nonresidents. It also

tenda-to create wide tax consciousness.

Gross receints tax. These taxes are imposed on busie

ness and occupations ar are measured by the gross receipts

of such activities. This method of taxing the privilege of

doing business is also used as a broad-based business tax

imposaed on avery person or business engaged for profit.
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Selective sales taxes. This is an excise tax on
specific commodities or services, such as public utilities,

tobacco products, amusements, ard motor fuels.

Locally Generated Nontax Revenues. Local governments often have
broad responsibilities over various busipess activity. Permits and
licenses are issued in some instances - for example, for comstruction
and for food vendors. Often a fee is charged.

Current charges based on the benefit principle, bear a relatione
ship to the cost of providing the service. These are revenues re-
ceived for performing certain services bemefiting the person charged
and also from the sale of services and commodities, such as rents
and special assessments. Sanitation fees are levied for the col=
lection and disposal of garbage and sewerage services for the pro-
vision of disposal facilities. Recreational facilities also generate
revenue for such purposes as museums, art galleries, swimming pools,
stadiums, and harbors. City housing projects account for some
income. Airport charges, revenues from operation of canals, docks
and wharfs and related facilities, and parking facilities produce
revenue.

Interest earnings on deposits and securities and the sale of

property generate revenue, Finally, there are special assess-
ments imposed on property, which require formal assessment and

are related to a specific benafit.



Intergovernmental Revenues. Local revenues in this category are

derived from the central govermment. The function of this transfer
of resources is to increase the capability of local govermment to (1)
provide needed public services and (2) to furnish the impetus locally
to enlarge certain local service functions.

Such revenues are in the form of grants, shared taxes or revenue
sharing, and are provided for specified purposes. The local govern-
ments are expected to satisfy minimm standards. Shared taxes are
based on an allocation to local govermment of their portion of a tax
collected or imposed by the central govermment. General revenue
sharing, a practice of transferring revenues to local govermment with
few restrictions, is not penerally practised in the developing countries.

A persistent shift toward more diversified revenue structures
emerges in the literature and it is likely to continue as pressure
builds for additional revenue. - At the same time, increasing
disaffection with the property tax (including widespread avoidance
of property tax levies) forces officials to consider other revenue
sources. With proper safeguards, a number of nonproperty resvenues,
such as local income and sales taxes and various user charges,
could be considered more broadly to achieve equity in the funding
of public services. It is clear that a major characteristic of

current local govermment revenue systems is the under utilization
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of nonproperty sources of revenue and the over realiance on the

local property tax. Local officials need to have wider latitude

in the selection of appropriate revenue sources.

Detailed Project Description
(1) Guidelines and Methodology. The first track of this project

will introduce the approachgs city officials in developing countries
can use to evaluate the financial condition of their cities.

These approaches will include developing practical guidelines

for gathering and interpreting the data required in financial
management and a specific methodology for evaluating the financial
condition of the city.

The purpose of this track is to increase local officials’
understanding of the factors that affect a city's financial condi-
tion. Such data properly interpreted can be utilized to establish
local policies and managerial approaches intended to improve the
financial fabric of the city.

Fiscal planning requires measures of effectiveness. If it is
assumed that the broad purpose of local govermment in the developing
countries is to support acceptable standards of livability*

throughout the city, it becomes necessary to measure the effectivenes:

They include: promoting a healthy enviromment, satisfactory housing,
compatible land uses, streets free of hazards, adequate water and
sewer service, suitable drainage system, adequate fire protection,
crime prevention, accessible recreation opportunities, and educa-

tion, among others.
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of public services actually provided against predetermined city
standards for such service delivery. This requires identification
of areas within the city purportedly receiving inadequate services,
designing improvements in the delivery of needed services and then
determining the financial resources required to achieve appropriate
livability standards.

Thus, implementing steps will require (1) an analysis of local
services actually contributing to livability, (2) establishing
city standards for service delivery, (3) measuring the effective-
ness of city sérvices against established standards to identify
areas within the city requiring improved services, (4) seeking
appropriate citizen support and finally (5) a cost analysis to
determine funding needed to achieve acceptable levels of services.

A number of assumptions about present conditions in developing
countries frame the context of the project. These are:

- Reliable financial indicators are not being identified to

project future local government revenue and expenditures
and to evaluate the impact of fiscal decisions in terms
of acceptable public services.

- Local officials do not understand the implication of the

budget as a fiscal management tool to ensure the effective
use of scarce resouzces and to establish approprlate £iscal

policies.
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- Local officials lack the ability to project adequately future
revenue and expenditures.
- Local officials are not generating or using fiscal information
satisfactorily in policy-making.
- New financial management methods are required to reflect
sufficiently the impact of a city's economic condition on
local govermment revenue capacity.
Methodology will focus on intermal operations in the local govern-
ment, including establishing revenue and expenditure profiles,
and simultaneously emphasize economic conditioms, including an
examination of a city's population, housing, income, retail sa..s
and employment, and the effect these economic variables have on
the financial capacity of the city. An end product of the project
will be guidelines written especially for local officials and city
technicians. They will focus on a city's current financial
condigion, fiscal and econmomic trends, and the rate and nature
of change concerning these trends.
The guidelines will assist local officials to gather and analyze
relevant financial and economic data and suggest approaches in

working with those likely to be affected by the project, including,
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contain the most pertinent evaluation techniques being used for

such purposes generally, as well as those specifically developed for

this project.
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Financial Condition. A look at the revenue base in relation to

economic conditions is essential for an understanding of urban

resource needs. Present financing arrangements of local govermments

in the developing countries are not adequate. There is an urgent
need for more effective local revenue systems, but the literature

indicates there is no - clear conseusus about the way in which an

ideal system might be established.

Furthermore, there is in the developing world a decided trend
to centralize financial decision-making resulting in a much larger
role for central govermment in determining unilaterally how local
govermment funds are to be spent. Central govermments appear alsc
to be placing greater restraints on direct assistance. Added
to this general tightening of the strings of the entire local
govermment financial structure is the decidedly uneven distributior
of centrally funded resources.

It"1s imperative, therefore, in efforts locally to monitor the
financial capacity of the city, to develop a suitable basis for
forecasting. In other words, it is essential to develop a notion
of what the financial condition of the city can be under different

economic conditions and differing levels of public services. The
performance of the local economy is critical to identifying appro-

priate forecasting mechanisms since the financial condition of a city
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is, in fact, a product of the city's economic condition. The

financial condition can be defined as measuring such factors as
budgetary liquidity and the structure of short-term and longe

term debt. The economic condition is a measure of such factors as
retail sales, employment, and population, including dependency face
tors (i.e., those in school or too young or too old for income
generating work).

The financial condition of the city is explained largely by the

measure of its assets, liabilities, and future revenue capacity.

However, such components of the city's financial condition as debt

structure, capital facilities requirements, current liquidity, and

ability to generate new revenue are directly influenced by the city's

economic condition. Therefore, any examination of the city's
revenue capacity must take into account the status of its economic
base in determining the actual financial health of the city.

In the absence of greatly expanded central ~~rermment transfer

payments, cities in developing countries must,. consider

such measures as increasing local taxes and nontax revenue, or reducing
already hard.pressed services to the urban poor. These approaches
unquestionably can exacerbate the city's financial problems, and

they along with efforts to find alternative financial resources may

even be counterproductive,
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It is essential to create a set of forecasting tools to identify
the city's capacity to finance facilities and services. The

approach outlined in this section is intended to measure the

potential revenue capacity of local govermment, recognizing the
impact various sconomic variables have on the city's financial
condition. In deciding what needs to be measured, the economic
variables such as population, income, employment, housing, and retail
sales must be monitored-closely, examining both the trends and

the meaning of any changes in the variables.

The concept of a fiscal.a:d cconomic profile of local govern-

ment raises the broader issue of whether the financial condition of

local goverrnment has any meaning independent of the revenue capacitly
of the central govermment, It is extremely doubtful that the central
government can remain aloof from financial problems encountered by

local governments in developing countries. Eventually the stresses

felt at the subnational level will be experienced at the natiomal level.

Economic Condition. The fiscal and economic health of cities in
developing countries are not separable. A major determinant of the

general £iscal health of the city is the level of economic activity.

Ci=fec canmnct be strengthened fisczlly unless they
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economically. Therefore, efforts to provide jobs for the urban
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poor and increase the level of public services available to them
are consistent with a strategy of improving simultaneously the

fiscal base of the city.

Local government budgeting is highly sensitive to changes in

a city's ecomomy. In other words, the economic conditions found
in the city establish the parameters of its fiscal condition. A

weak economic base results inevitably in diminished fiscal optiomns
available to the local governﬁent. In the United States, federal
legislation has been profuse in efforts to subsidize jobs and invest-
ment growth in the private sector as a means of compensating cities

for a weak fiscal base.
Any projection of the fiscal condition that looks even a few years

into the future must give weight to underlying economic trends at

the same time. Although prudent management can contribute to the
city's fiscal strength, a weakening tax base obviously will impact
on efforts to provide adequate services, resulting most likely in

greater dependence on external assistance and other adjustments

in local govermnment general reveaue systems.

Local govermment officials generally are unaware of the special

kinds of data needed to analyze economic conditions in the city.
Nor do they understand precisely how the local economy might ime

pact on the city's financial condition. Moreover, they usually



don't know how to measure the relationship or how to monitor the
linkages between the economic and financial conditions of the city.
As a result, critical decisions are made affecting the budgeting
process without data that are essential to an understanding of the
economic vigor of the city.

What then are the economic variables a city should monitor?
It is critical to analyze trends in populatiom, income, employment,
housing, and retail sales. Examining these variables should pro-

vide most of the information needed to determine the ecomnomic
condition in the city. They are described in more detail below.

2222122&25, This variable is one of the most objectively

measurable of all variables. Population changes alter the scale
of most local government revenue sources. When population is

increasing, for example, taxable income, sales, and property values
tend to increase also. Population growth also contributes directly
to the taxable property base. Among the local revenue sources, the
property tax is obviously most sensitive to population change.

In examining this variable it 1s necessary to look at its size,
the rate of growth, age and sex distribution, geographic pattermns,
and trends in household formations. It is essential to know present
population characteristics and population trends, because popu=

lation changes influence directly economic condition in the city.
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They will, for example, impact on the demand for housing, jobs,

schools, and, of course, public services.

While population changes are mot the only determinants of local

government operating and capital requirements, they become indica-

tors of the city's financial condition when linked with other
economic variables. Knowing age and sex patterns enables the
local govermment to anticipate likely changes in family formation,

housing demand, school enrollment, leisure needs and shifts in the

labor force. Geographic distribution can contribute to improved
facility planning.

Jncome, Income data are an indicator of ability to pay for
housing and consumer goods since they have direct impact on local
government revenues, such as fees, permits, sales taxes and service
charges. Knowing the distribution of family income enables a city
also to identify and monitor generally the number of citizens

living at poverty levels and to plan more realistically for their

needs. By mesns of trend analysis the local government can determine

whether spending i{s increasing or declining as a direct result of

settlers' income.
A decline in per capita income can be a sign alsa of future
trouble in the economy. It puts into perspective real purchasing

power. If the cost locally of goods and services is rising more



rapidly than the rate of disposable income, it is quite likely

the city can expect an economic decline with a resultant weakeaning
of the city's overall financial condition.

Employment. An analysis of employment requires looking at both
the size and distribution of employment by occupational type and, of
course, the nature of the business, the level of unemployment and

underemployment and wage levels also by.cype and business investment.

Employment trends can assist in forecasting requirements for builde

ing space and aid in determining expected local govermment revenues
and capital expendituresrequirements.,
It is important, though, for the local goverrment to maintain

an inventory of the types of businesses and the nature of land uses
for business purposes. Such data will c¢nable the city to estimate
readily the fiscal impact of urban change related to land uses.

Capital investment obviously will impact also on the financial con=-

dition of the city.

Housing. In most cities in the developing countries, providing
public scrvices for residential inhabitants is a significant cost to
local govermment. It i{s seldom, though, that housing pays {its

own wav. Nonetheleas, peonle reasidine {n the citiea dn contribuce

to the economic well-being of business and to the city gensrally;



for this reason, housing is an important variable in the city's
economic base. The city should survey periodically housing and

its characteristics, such as number of rooms, type of structure,
age, and condition.

Retail Srles, Retail sales are a useful barometer of how wgll
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the city is doing economically. Taxable retail sales are a function
of consumer expenditures within the trading area. If the volume

of taxable retail sales is increasing substantially, it is obviously

a sign that the local economy has momentum. Changes in retail sales

have a direct impact on the fiscal condition of the city. 1In

anal zing retail sales it is essential to gather data about the

mmber of retail establishments, the type and the number of taxe
able transactions. Retail sales must then be related to disposable

income as an index of tax revenues.

(2) .Fapacity Building. The second track will focus on financi.l
capacity building. Inadequate knowledge of worthwhile financial
management practices has for years hampered efforts of local officinls
to achieve acceptable standards of livability in cities of the
developing world. Mounting financial pressures, increased demand

for public services, limited resources and fragmented service

delivery arrangements make it imperative that local officials in thess

cities accept more innovative financial management practices.
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This track will include the formation of a financial manage.
ment capacity to furnish the following kinds of services:
- Training and technical assistance on selected financial
management topics, enabling local officials to gain the
required awareness of and expertise to deal with relevant

issues in financial management.

- A listing of practitioner-experts within the host country
to serve as consultants for various local jurisdictions.

< A financial management library with shelf copies of relevant
resource materials for local officials.

- Quick response research and data needed to f1ll gaps in
available financial management literature.

- A catalog of financial management practices to assist local
officials in fiscal planning. The catalog will be available
at workshops, which will emphasize a sharing of techniques,
“oncepts, and approaches focusing on revenue and expenditure
forcasting, and particularly linkages between the cities!
financial capacity and local economic conditiom.

- A macional outreach eftort to identify as replicable modals
exemplary financial management practices among local
officials.

Proiect Outputst The project is certalin to result in financial

managemant activities much more responaive to urban nesaedss
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« Available resources will be matched more effectively agaimst
longer range needs of the cities.

- Local officials will understand the implication of the budget
as a management tool.

e Local officials will have greater ability to project adequately
future revenue and expenditures.

- Fincncial management information will be used more effectively
in the decision making process.

- Local officials will Be better able to establish more

responsive fiscal policies.

= The capacity of local officials to use available financial
management tools will be increased.

- Reliable indicators will be available to local officials
and technicians to evaluate the impact of a city's
economic condition on the local revenue base.

3., Project Svecific Analyses
a. Economic Feasibility

Development of an institutional framework which will facili-
tate efficient and equitable financial management practices and
a lessening of a city's dependence on transfers from the central
government are major goals of this project. Likewise, improve-
ment in financial management practices locally such as improved
revenue and expenditure forecasting, better utilization of
fiscal malugewehi approaches and 3yStems anc o€ acsacs i
relevant economic information in decision-making are among the

project purposes.
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The nature of this project, however, makes it rather difficult, if
not impossible at this time, to make a suitable cost-benefit analysise.
Specific project costs in terms of anticipated state-of-the-art studies,
adaptive research and consulting services are itemized in the financial
plan contained on page 39, The cost to the concerned cities and central
govermment agencies canmot be computed, tiough, because data relating
to existing financial practices and various institutional arrangements
are not yet available. Similarly, it is not possible to determine now
the significance local officials and technicians and central govermments
will attach to the anticipated benefits described on page 30.

b. Social Soundness Analysis

Cities in developing countries are becoming increasingly more
dependent on central govermment revenue transfers and, as a result,
political and fiscal policies in most developing nationms are weakening
local authority to govern and importantly to make choices. Effec-
tive decentralization in terms of fiscal revenue systems is gene-
rally considered in the developing world by leaders at the center
as politically costly, for it means a lessening of central govern=-
ment power and, of course, creating other power centers that can
then make claims on scarce financial resources.

Central governments historically tend to resist changes,
especially regarding sources of revenue, which contribute significantly
to increased authority at the local level of governance. This

project is expected to promote self-supporting cities by encouraging



urban policies that (1) enhance local decision-making authority
over various revenue sources, and (2) lead to more effective
use of existing revenue sources. Thus, the overall effort will
reduce fiscal imbalances among various public entities and, at
the same time, focus on appropriate social equity issues.

Beneficiaries. Ultimately, the major beneficiaries of this
project will be the urban poor in the selected cities whose numbers
are growing rapidly. By the year 2000, for example, the developing
countries will add 1.3 billion people to their urban populations -
twice the number now inhabiting cities in the developing world.

In 1975, there were 90 cities in the developing world with popula-
tions over ome million. In two decades, there will be 300. More-
over, the urban population in these countries actually will grow in
this period from 28% of the total inhabitants to more than 40%. In
some cities in the developing world, more than half the total
population consists of slum and squatter settlements as shown in Annex
C. About half the new urban resident residents will be migrants and
most, of course, will be unskilled and poor.

Local officials will, however, gain direct benefit in terms of
increased awareness and knowledge of the various approaches and
systems for generating financial and economic data and for using
these data in decision-making. The project will also result in
such data being accessible to incterested citizens and the privace

sector generally.
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Participation. Citizen support is considered essential to promote
city policies and action in this sensitive area of financing
public services equitably. Local official will be expected to
estublish effective communication networks with intended benefi-
ciaries in terms of their responsibilities.

Citizen participation will include a continuocus communication
system imvolving, as appropriate, public hearings, media coverage,
surveys to chart citizen opinion, advance notice about peunding decisions
and a8 full explanation of decisions actually made. Areas of decisione
making in which citizens will be expected to participate include
goal-setting and ranking of priorities, for example, in the allocation
of locally generated revenue and national govermment assistance,
which would be accomplished through the annual budget process and
periodic monitoring and evaluating of the effectiveness of city
services.,

Citizen participation mechanisms will include information collection
and dissemination, promoting cltizen accessibility primarily by
reducing physical and psychological barriers citizens are likely to
encounter when they interact with their local govermment, ‘involvement
in actual decision-making related to public services issues,and
accountability in which local officials are required to explain or
dafend their actions. Several approaches will be utilized in cone
nection with the citizen participation scraﬁegy, including temporary

convenings such as task forces, public hearings and briefings.
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Citizen participation is expected to reduce feelings of both
alienation and apathy and, at the same time, to strengthen their
commitment to local govermment efforts to provide basic needs.

Such interaction also will increase understanding about the kinds
of resources needed to deliver services and to ensure that city
policies are, in fact, the result of a collaborative effort. The
increasing complexity of urban issues mandates such interaction.

Citizen participation, as outlined above, will result in more
meaningful access to local.officials and the processes that determine
the city's quality of life, provide opportunities to foster broader

public support and understanding in local govermment decision-

making, facilicate exchange of information, foster a better under-
standing of the capabilities of local officials and encourage them

to seek the views of greater numbers of citizens,

Local officials will be expected to encourage and promote the
participation of women, as described above, appropriately in overall

efforts to increase the capacity of local govermments to utilize

more fully available financial management tools and to improve

financial management practices generally so that services colla-

borativelv decided, in fact. will contribute to acceptable standards

of livability.,
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c. Technical Feasibility

Cities in developing countries all face critical problems in
financial management. The UsSe General Accounting Office reporting
on more than 20 years of evaluating development assistance activi-
ties has cuncluded that there is a need to strengthen financial
management practices, The World Bank is urging greater attention
to municipal finance in expanding urban centers. Yet, little
research has been undertaken in the developing world to examine
critically the capacity of a city to furnish services and facilities
so essential to achieve a desired level of livability in each
area of the city.

This project will in Track #l assist local officials to improve
their financial management practices, especially in building analy-
tical skills and in their monitoring of a city's financial and
economic conditions.

The analysis of current financial management practices and the
introduction of improved forecasting and financial management
lpproaﬁhes will serve as the basis for the guidelines, which will
contain relevant concepts, finmancial warning indicators, and
sconomic and fiscal forecasting tools.

The research in Track #2 will expand opportunities among local
officials for information sharing and technical assistance primarily
through institutions currently providing such services to local

goverrment. This latter component of the project, capacity
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building, will provide local officials with a focus for inquiries
and information about their financial capacity problems. Both
components are suitable for replication elsewhere. The recommended
technology as described more fully in the guidelines and methodo-
logy beginning on page 18 and again begimmning on page 28 should
accomplish readily the expected project results noted on page 30.
Moreover, local officials, as a result of this adaptive research,
can expect a greater capacity to explore altermative strategies

for financing local services.

The project will increase awareness and ability among local
officials to use relevant f£inancial and economic data for effective
policy and service delivery decisions, and, a:‘the same time, expand
their knowledge of approaches to generate these data and then to focus
this data on decision-making. It will promote better financial
management practices and reduce dependence on a heavy inflow of
national assistance.

The capacity building components will serve as a point of conmtact
for quick response to inquiries, and it will utilize a wide range
of local government practitioners and financial management experts.
This segment will include financial management materials, a
referral service for examplary jurisdictions and provide training
and limited tachnical assistance. A goal of this track of the projocl
is to provide quick response tailored to specific needs of inquiring

local officials.,



Consultants with adequate experience in the analysis and utiliza-
tion of financial and economic data related to urban finance and with
knowledge of econmomic condition linkages are available to carry
out the project purposes. They will be expected to use the most
appropriate and imnnovative conceptual and analytical techniques.

The research, for example, will focus, in part, on measuring parti-
cular kinds of economic and fiscal distress. Analytical approaches
" will include an examination of economic conditions such as populationm,
income, employment, housing and retail sales which were described
earlier in this paper. Population is recognized as a major variable
influencing a city's economic condition. The analysis of a city's

fiscal condition will include an examination of its. capacity to
furnish services to areas of jdeptified deficiepncies rather than

attempting to provide each section with the same level of services.

The growing complaxities of urban governance and the dramatic
increase in funding needs for basic local goverrmment services require
a major research effort to provide local officials with up-to-date

financial management information and practices.
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d. Administrative Feasibility

This project requires specialists in the field of urban finance
who have specific local govermment expertise and developing country
experience. A team approach is anticipated. Host country expers-
tise will be used as fully as possible.

More specifically, the team will comsist of a public finance
economist with considerable experience in local govermment finance
and intergovermmental relations? a political scientist/public
management expert capable of examining critically a city's intermal
orgdnization and management processes, and an accountant with relevant
skills in local govermment budgeting, including a knowledge of
budgeting as a management tool in fimancial planning and policy
formulation.

As a result of significant changes in technologies associated
with urban finance which will be manifested in the guidelines and
methodology developed by this project, it 1s proposed to assign
technical and professional personnel on a person-to-person basis to
work directly with local govermment officials in the application of

these tools. This will be a subsequent or follow=-on activity.

Arrangements for such assigrments, generally on a short-term basis
will be made in consultation with the International City Management
Association, Sister Cities Intermational, the Municipal Finance

Officers Association, the National League of Cities, the National
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Municipal League and the State Department Liaison Office with
State and Local Governments headed by Ambassador We Beverly

Carter.,

Envirommental Concerns

This project is essentially adaptive research and will

have no direct envirommental impact.
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Pinancial Plan

Total project costs are estimated at $317,000.

This document,

thereforu, seeks approval of $317,000 to finance the urban financial

managenent project. Host government contributions are expected to

be inekind. Disbursement of AID/W funds will be as follows:

Core Consultant Staff
Public finance economist (7 man-months @4,200)
Political scientist (7 man-months @3,000)
Public finance accountant (3 man-months @2,000)
Overhead (60% and fringe benefits (30%)

Bxpert consultants (10.5 man-months @3,600)
Overnead (60%)

International travel and per diem
Core staff
Expert consultants

Domestic travel - core staff

Host government subcontracts

Support package-clerical, printing, supplies,
publications, workshops

Totals

FY 1979 FY 1980
16,800 12,600
12,000 9,000
2,000 4,000
31,050 23,040
37,800
22,560
12,150 43,000
20,000
3,500 5,000
7,500 15,000
10,000 30,000
95,000 222,000

Iotal

29, 400
21,000
6,000
54,360
37,800

22,560

55,150
20,000

8,500
22,500

40,0600

v O r———y

317,000
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5. Implementation Plan

The major project imput by AsI.De is an expert team which will
be recruited by contract. Counterpart expertise will be furnished
by appropriate host government agencies and local govermment
entities, Participation of host govermment counterparts and parti-
cularly certain officials in local goverrment entities will be
encouraged to expand overall fiscal and economic analysis efforts.

An essential part of the project is to determine how urban
financial management issues are perceived by the various centfral
govermment agencies, as well as by local govermment entities respon-
sible for financing urban services. At the central government level
this approach will involve the Ministries of Planning, Finance, and
Local Govermment; and at the local level, the chief executive officer
(usually the mayor), members of lccal legislative bodies, the city
treasurer, administrative officer (cicy manager), and representatives
of decentralized central goverrment agencies.

Qverall management of the project will be the responsidbility of
the Office of Urban Development, Development Support Bureau (DS/UD).
Field application will be the rasponsibility of the expert team,
the host govermment and the fiald missions a3 appropriate.

It {s ancicipated that the contribution of the project managar
wiii s in the foliowing uruasl

= Project management and monitoring activities.



- Extensive liaison with regional bureaus and missions to assure
optimal use of the contractor's resources and to assist in
determining priorities for the contractor's state-of-the-art
and research activities.

- Professional .nput into the substantive activities of the cone
tractor and review of the outputs.

Arrangements for the core of activities will be worked out between
DS/UD and the contractor during'che first month of the contract. The
schedule of the activities will be specified through consultation
with the regional bureaus, concerned missions, host goveraments,
the contractor and the DS/UD.

The work of the contractor will consist of two phases:

- State-of-the-art studies, field application and consulting.

- Involvement in the formation of financial management capacity building
in the concerned countries.

Arrangements will be worked out with at least three field missions and
host govermments for the contractor's imvolvement in ongoing consulting
and field-application related to the project purposes as described on
paées 4 and 5. By the end of FY 1979, the following outputs will have
-been achieved:

- Field application and cunsulting arrangements will be
worked out with at least one mission and host government,
and plans will be underway for specific informacion disse-

rnination activities.
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- State of the art activities and applied research will be
reviewed for the purpose of determining appropriate project
modifications.

Consulting arrangements will be pursued on the basis of the
predominant capability of Dr. Roy We Bahl, Jr., Syracuse University,
to accomplish in cooperation with others the purposes of this project.
Dr. Bahl is uniquely qualified to provide consulting services in
connection with the public fiﬁances of developing countries. A
professor of economics in the Maxwell School of Citizenship and
Public Affairs since 1973, Dr. Bahl's primary research and teaching
interests are in public finance, urban economics and development.

His international experience includes relevant assigmments with
various departments of the Worlc 2ank, the Intermational Monetary
Pund, Harvard Institute for Internmational Development’ and the
govermments of Kenya, Philippines, Korea and Egypt. He has also
served as project director for mumerous research activities on urban
finance and has published extensively in the public finance field.
It is anticipated that Dr. Bahl would have a substantive role in
recruiting the remainder of the expert team.

Details of the proposed schedule of activities are noted in tha

table following this aection.
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The tasks outlined in this section will be organized as an integrated
arrangement of research and informational activities, including forming a
network of practitioner specialists in various aspects of urban financial
management analysis and practice. These individuals will be linked to the
information dissemination activities. Also, linkages will be established

with a range of institutions working on urban financial management issues.

In an effort to establish a multiplier effect, a two level approach is
proposed. Research in the first level (Track 1 as described in this paper
beginning on page 18) will focus on improving forecasfting mechanisms to
enable local officials to project revenues and expenditures more
effectively and to use more efficiently financial management information
in decision-makinz. The research will produce an overview of fiscal
management practices currently in use in the targeted cities, including
an analysis of financial accounting practices, relationships between
budgeting and development planning and the use of the budget for program
evaluation. It will also consider perceptions expressed by central
government agencies about local finance issues. At the national level
this will involve consultation with the ministries of finance, planning
and local government and at the local Llevel, the views of chief execu-
tives, finance officials and members of legislative bodies. Officials of

decentralized autonomous agencies will also be contacted. These expressiony
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will then serve as a forum for the exchange of views among those at
different levels in the political system, providing relevant information
about the climate for urban fiscal reform. USAID views regarding

the importance of urban financial management will be solicited.

A general analysis of all local govermment fiscal functions will be
undertaken to determine the efficacy of existing financial practice:.
Major sources of tax revenue generated in the targeted cities, for
example, will be examined in terms of statutory authority for levying
different taxes at the local level and as they relate to the tax rate
structure, assessment procedures and collection practices. Thé analysis
will focus on both growth and performance of major revenue sources in
terms of population, income, employment, housing and retail sales.

These economic variables are described beginning on page 25.

The research will also consider the actual effectiveness of assessment
practices, the implication of tax exemptions, the use of penalities to
enforce tax collection and the potential for tax revenue. User charges
will be reviewed to determine the basis for these charges, their
relationship to service costs and the extent of flexibility, if any,

in the rate structures to allow suitable adjustments in the billing and

collection systems.
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the transfer of funds to local entities as well as recent changes and



likely trends in such funding arrangements. Also, their role will
be examined in connection with national control of local government
financing. The types of transfers = tax sharing, formula assistance,

ad hoc payments, cost matching or reimbursement grants - incentives or
disincentives generated by the grants, efforts, if any, to reduce
financial dependence of local govermment, comparisons of revenue
generated within the city and accruing to local govermment will be
compared to transfers from higher levels and finally, central govern-
ment steps to support local governments by means of technical assistance

and training will be studied.

Fiscal spending and planning will be examined to determine if expendi-
ture responsibilities of local goverrment are in line with revenue
authority. Efforts to satisfy the needs of the poor and to establish
standards which permit spreading of benefits to the disadvantaged will

be reviewed. The nature of administrative and political processes by
which financial decisions are actually made and the degree of coordination
in fiscal planning with other public entities and with private organiza-

tions providing urban services will be analyzed.

This examination of urban financial management practices will focus
further on institutional and administrative relationships between the

local governments and central govermments, organizational structures
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defining functional responsibilities, the quality of the professional
and technical staffs, the nature of budgeting, accounting and record
keeping practices and whether these practices provide information

regularly to assist in the analysis of a city's financial condition.

A major purpose of the financial management capacity building effort

is to create an effective demand for good financial management informa=
tion essential to sound decision-making. This approach will rely, in
part, on the initiative of local officials to seek assistance. Local
officials will be provided a basic learning package consisting of
financial management guidelines as mentioned in the project description.
These guidelines will address the role of key officials and tech: ‘cians
in the financial management process: forecasting revenue and expendi-
tures, integrating budgeting, accounting and performance measures and

the uses of financial warning indicators.

The guidelines willlbe distributed along with self-assessment checklist:
to help local officials clarify their specific problems and to determinc
their readiness to change financing practices. Workshops will take the
resource package beyond dissemination. Technical assistance is to be
provided throush practitioner experts working with local officials and
technicians demonstrating to them where there are real opportunities fou.

change, helping to clarify problems and identifving resources available



for planning and implementing new financial management practices.

The capacity building effort in thke second level will include develop-
ment of financial management materials, including case studies, articles
and exemplary working documents. Practitioner experts will assist in
assessing these materials for completeness and importantly transferability.
Local officials seeking information will be referred to other jurisdictions

and individuals in cities who have dealt with financing problems.

A national outreach effort to identify exemplary financial management
practices will be undertaken. Local officials are to be asked to suggest
programs and practices of their own they believe are useful for others

to consider. These will be reviewed for eventual dissemination to
requesting practitioners. They will emphasize particularly issues of

importance to officials in smaller cities.

The most wor hwhile practices will be selected for use in workshups.
Practitioners who have developed innovative approaches to key problems
will share their experiences with others who might have an interest in
{mplementing similar approaches in their own cities. Reports will then

be prepared for dissemination describing the exemplary practices discussnd
at the workshops. The capacicy building effort will also be a source for
arranging oeer matches of officials who actually use these exemplary

practices with practitioners in other jurisdictions. This peer-matched
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information exchange is a critical component of the project. In some
cases, on-site technical assistance will be provided practitioner

experts. Training will focus om priority financial management issues.

The U.S. General Accounting Office (GAO) in a recent report to the
Congress suggests weaknesses in the financial management practices of
developing countries are a major problem, and states that the interna-
tional community must act to assist these countries in collaborative
efforts to improve their financial management practices. Despite ample
evidence, though, of severe deficiencies in such practices, donors are,
according to the GAO ignoring the critical need to support developing
countries in their efforts to upgrade urban financial infrastructure.
This paper puts forth approaches in financial management reform not

previously attempted by any donor.
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Implementation Schedule

FY 1979

1. Contractor selected July 15

2. Contract signed September 15
3. Recruitment of core staff September 30
FY 1980

4. Review state-of-the-art proposal (SOAP) October 15
5. Selection of three project sites November 15
6. Negotiate and approve work plan December 15
7. State-of-the-art work campleted December 30
8. Work commences in country #1 February 1
9. Interim project review April 1

10. Work commences in country #2 April 15

11. Work commences in country #3 June 1

12. Interim project review July 1

13. Final evaluation September 15
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6. Evaluation Arrangements

The project will be subject to periodic evaluation to provide
appropriate feedback concerning overall project effort and to
measure progress in comnection with overall objectives. These
appraisals are to be completed following guidelines established by
the fieldmmissions, host govermments and the Office of Urban
Development. A final evaluation will be made jointly by the host
govermment, missions and DS/UD.

The following specific evaluations are planned during the life
of the project: '

- State-of-the-art papers will be evaluated both in terms of
professional standards and their utility to DS/UD and to the
project. This will be the responsibility of the project
manager with assistance from appropriace officies in AID/W
and external resources.,

Six months: General evaluation of project outputs involving
the contractor and DS/UD with particular emphasis on the
effectiveness of arrangements for the applied research, infor-
mation dissemination, and interaction among the regional
bureaus, DS/UD, mission, host govermment and the contractor.
This analysis will consider variations of existing pro ject
approaches as well as new ones. Project changes could result

in specific modification which would be monitored to assurs

proper implementation.



Nine months: Interim evaluation by the missions, host governments,
and DS/UD especially directed toward the results of the applied
research and consulting and the functioning of the contractor,
host government and mission relationships.

Final evaluation: All components of the project will be
examined jointly to ascertain the results, findings, and
experience acquired by all participants. The purpose of this
will be to find out how well the project achieved expectations
and also to identify particular portions of the project

that might have merit for other cities. The evaluation will

set out detailed approaches to continue and exnand proven project

concepts.
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Conditions, Covenants and Negotiating Status

Conditions. Memoranda of agreements will be executed between
the participating cities and the Ministry of Local Govermment
specifying city and host govermment obligations, reporting require-
ments and other applicable provisions necessary to achieve project
objectives. Each legislative body in the participating cities
will adopt in accordance with appliciﬁle procedures a resolu-
tion concerning implementing ‘features of the urban financial
management project. The host government will assign appropriate
and fully qualified urban finance and management specialists to

the project.
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ANNEX C

percent of Slum and Squatter Settlements for Selected Cities

Slum/Squatter
Population Settlements as %
Country Ccity (_000 ) of City Population
Afghanstan Kabul 483 21
Cameroon Yaounde 165 90
Ethiopia. Addis Ababa 737 90
Ghana Accra 865 53
Guatemals Guatemala City 778 30
India Makassar 555 33
Kenya Mombasa 255 66
Sri Lanka Colombo 590 43
Tanzania Dar es Salasm 334 50
Upper Volta Ouagadougou 101 70

Source: Sector Policy, Housing, Annex 2, World Bank (May 1975)



