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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D C 20523

June 26, 1987

MEMORANDUM

T0: Rural Development Sector Council Members
OL,LN». AP

FROM: S&T/HR, Christopher Russell

SUBJECT: Decentralization: Finance and Management

Attached is a copy of the approved project paper for the new
S&T/KD project, Decentralization: Finance and Management {(DFM).
The main feaiures of the »nroject were unchanged from the PID
version reviewed by a joint meeting of the RD and Education Sector
Councils on 2/11/87. In addition to technical improvements, the
review produced decisionc to: a) reduce LOP central funding from
$6 million to §4.06 million, and b) focus the work of the new
project on rural infrastructure and exclude education
decentralization.

M/SER/OP is currently proceeding with competitive selecticn of the
principal contractor for the proj.ct. An award is expected by
Septembher 30,

The Sector Council review was very helpful in shaping the final
PP. In addition, unusually strong contributions frcm regional
burcau and PPC people on the project subcommittee, and repeated
interaction with a dozen interesteus missions, shaped the project
to meet high priority field necds. Because of strong interest by
ANE missions, ANE plans to contribute to core funding which
supports ANE ficld programs.

Members of the project subcommittee were:

AFR/PD/CCWA, Howard Helman
AFR/TR/ARD/PA, Curt Reintsma
ANC/TR/ZARD/APNE, Sim Lowenthal
LAC/DP, dJduan Belt

PPC/PDPR/RP, Don McClelland
S&T/RD/IDM, Ken Kornher

Attachment: Project Paper for DFM
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DECENTRALIZATION: FINANCE AND MANAGEMENT

PKOJECT PAPER

I. EXECUTIVE SUMMARY

Decentralization: Finarce and¢ Management (DFF) is a
seven-year project expected to utilize $12.01 million of USAID
tunds anc $4.6 million of S&7/RD funds. It will seek answers to

the guestion, "How can developing countries find means to deliver
and pay for essential public services in rural settings--
especleally meintenance of roads and irrigation facilities--on a
sustainabile basis?" The project will work at all levels fron
local through provincial to national. It will be concerned with
service users, wiih distribution of venefits and costs, with nhow

i ére provided (authoriczed, fundec), and how they are (or

nt ) preduced,

DFM will treat "decentralization™ not as an end in itself,
Dut o as & means to improve rural service delivery. It will
recognive thnat institutional and funding arrangements are, or
oucght to be, cifferert for different kinds of services--road
maintenance i different from natural rescurces management, It
will achknowledge that the countriec A.1.D. is worrning with are
poor, that the latent demand for services far cutstrips available
resourcee, that current fiscal arrangements in LDCs are
predominancly centrealized, and that competition for scarce
resources 1s unavoidable,

t will ask whether particular services have to be
ernment, or whether they might be more suitable for

The projec
. v ,

ion (or a combinati.n of private and public
t s

c

]
previded by go
private provi
provicion). will assume that different levels in the heirarchy
of developinc ountry administration or government--along with
private sector resources--cften hLave complementary roles to play.

The project will introduce new social science tools,
those drawn from "political economv"™ and public finence
r

including

economics, to support igorous analysis of alternatives which host
countries can uSe to strengthen institutiona. arrangements and
incentives and find sustainable ways to pay for pubhlic goods and
services in rural areas. The initial state-of-the art paper will
review these new tools, along with better-known approaches; the
final state-of-the~-art paper will report on their usefulness over
the life ¢f the project.

Finally, in three "demenstration"” countries, DFM will take on the
challenge of helping host country people try out new institutional
ané financial arrangements to improve and sustain rural
infrastructure maintenance.
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UeErin/Pakicta
involvement of host
experts so that futu
coun'.ry people. DFM

ve its aims only tnrough an unusually strong
ID missions and projects. Initially it will
roaé¢ maintenance, with secondary attention to
enance, and (k) LDC policies and fiscel
entralization. It will work most closely with
plan buy-ins in rande of $1-3 million, an
pport long term, in-depth work, In five

it will provide long-term recurrent Ti’ and
0 date, USAIDs with buy-in estimates in the

$1 million include Zaire and Bangladesh.

a

L

for support services anc¢ specials studies are
Ds Pakistan anc Nepsal; Indonesia plans a
other missicns are interested.

ct will provide three kincés of services,

by USAEID buy-ins:
Research and Long-term Field Teams.,

vy during the first two yvears will be to
search efforts evolving into closely monitored
proved host country institutional and

tse {or road malintenance or other rural

y USAID projecte. These long-term efforts,
nt of field teams in three countries, will
the DFNM project. During the project's first

exXxpected to abgcorb the major share of

¢ Technical Support and Training.
chnical support and training teams will
for (1) appiied research, design or
inclucing support to policy dialogue on
(2) consulting and "team building"
ions; (3) development of analytic skills,
rstancing of institutional incentives,
cost factors in service delivery; and (4)
skills and capabilities to implement rural
cost recovery functions. These short-term
expectecd to be used extensively by the five
well ¢ the three "demonstration™ countries.
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(C) Dissemination, Networking anrd Coordination

As important lessons are learned from {ield experience and
h, the project will insure the widespread sharing of
£

researc
findings thrcugh conferences, workshops, reports and
publications.

Over 1ts cseven-year life the DFM project will complete
in-depth testes of betiter ways to finance and deliver rural
services (including road ané irrigation maintenance) in three
countries,. it will provide recurrent services to strengthen the
impact of USAID rural service delivery or decentralization policy
prcjects irn {five addicional countries. Finally, it will advance
the "state-ci-the-art of decentralized service delivery by using
&eni promeoting use c¢f ricorous analyris as a complement to
practiceal capacity-bullding vhrouch technical cooperation and
treiningc.

iI. PROJECT RATIONALE AND DESCRIPTIONR
E. Project Rationale

Thetve are four elements in the rationale for the

Decentralization: Finance and Managemnt Project:

1, Over-centralization of many aid recipient countries has
contributed to poor economic and political performance,
"Over-centralizaticn" refers to both a tendency for
governments to intcrvecne in matters better left to private
markets, and & tendency tc conceive c¢f "government" as
having a s.ngle, dominant center with exclusive
responsibility and authority for all matters "public."

2. A.1.D. anc other donors have a great deal of experience
with attempts to support decentralization in less-developed
countries (LDCsg). To date, results have been mixed.
Respectable outcomes have been achieved in particular
projects, end a number of coun.:®-~ec--especially in
isia--have recorded solid progress in rural delivery of
public services over the past 30 vyears. But in many
cointries, advancer have eroded as centrist regimes
neqlected decentralized development or encountered economic
Cifficultics. Predominant reliance on central budgets
persists in almos all LpCs. Further, A.I.D.'s
undersctanaing of the institutional underpinnings of
sustainable ar-angements f{or loczl provision of services
remains weak, and we have much Lc learn about the Sifferent
arrangements that are necded for provision of Gifferent
kincés of services.

v



3. Recent advances in the social sciences, not heretofore
applied to decentralized service provision in LDCIs, provide
useful new tools %o improve our ability to understand ang
support more effective, efficient, and sustainable
efforts. Working through USAID projects, the applied
research &nd technical assistance provided in this project
will test these new tools, as well as support
capacity-building with more familiar assistance tools and
technigues.
4, h very serious problem is presented for most LDC
governments
1

Ly the financial and managerial difficulties
inherenrt in operating and maintaining large, scattered
rural infrastructure systems, Poor mainterance ancé failure
tEc recover recurrent cocsts are the norm. International
donors, lending organizations, ané LDC governments, having
invested heavily in creecting infrastructure, are now
investing in early, costly rehabilitation. Several USAIDs
are meking serious commitments to solving the evident
problens ol operation and maintenance in order to forestall
the need for future iterations of the cycle,

These points are briefly elaborated in the sectioncs which follew.
1. Over Centrailization

thany LDCs, esperially those of Africa and asia, are
relatively recent c¢volu-ionary "products" of various colonial
empires. lany, toc, have evolved from monarchical or tribal
regimes, sometimes with theocratic overtones. Whether colonial or
traditioneal in origin, there are strong and deeply ingrained
tendencies in these countries toward centralization of all
activities of the "modern" sector under a dominant, monocentric
government

o]

Colonies were primarily organized to be efficient
extractive mechanisms, designed to control the productive
activities of native subjects and to channel thre available, or
achievable, economic surplus to the colonial powers. Traditional
regimes frequently performec¢ similar functions for local elites.

n

t root tendencies were only reinforced by the
pid economic development and nation-building
-colonial era. Iin an effort to "short

These centri
perceivecd need for
of the immediate pos
circuit™ the protracited, evelutionary process of several hundred
years which hed preceded Western economic and political
developrment, LDC central governments, often encouraged and
assisted by well-intentioned international donors, assumed powers
and responsibilities seyond their actual capabilities and, in nmnost
cases, unjustified by subseguent performance. One dominant view
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corruption, and a general tendency by peasants and elites

ward "rent seeking behavior." Without subscribing to the
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any LDC, the DFM project does take the position
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coneldering conor experience with decentralization of
rnrent anc¢ administration, we have reference to great
in objectives and strategies, ost projects intending to
decerntralization have sought to do so by strenathening the

acministrative and, or planning capacities of one or nore
sub-nari velc" of government. Levels vargeted for
strenct: iVe varied widely, from province to village and
many i Strategiec frequently emphasize enticements to
inprov 19 and/or implementation of development
activi ticements are provided as “"free" technical
assistance, c¢r ag funding for sub-projects whose planning
iocuments anc/or process conform to pre-established criteria.
Training in various aspecis of "rationai™ planning or manhagement
1¢ frequently cofifered as an inducement to participation and as the
technical basis Tor improved administrative practices.

Resulets of these attempts have been mixed. There have been

succesce
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. The provincial development programs of USAIDs/
te come to mind, Donor investments in improvement
l service also seem to have produced a competent
dre whose impact reaches to all corners of the

ely salutary effect. Interventions elsewhere
exceptions, produced rather disappointing

alient outcomes are best summarized in the

L

-

Qs

ith la
th som
. The

n

a poi

0

cr
0

In those instances where administrative capacities of
ational governments are improved, effective

ralization of decision-making is not a necessary

. Strengthened administrative capacities can just as
asily become an instrument of central dGomination. The
arcos regime's use of lo-al governments is an example.
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(B) Individual incentives vs, organizational skills
ang resources,

DFK places great emphesis on anelyzing the many and varied
intentives which can and do impact individuals in efforts
to decentralize LDCs. Beliavior (for example, decisions of
organizational actors) is seen as self-interested. 1t
follows that attempts to change behavior might best be
basecd con & clear understanding of the incentives perceived
by individuals and on efforts to modify those incentives.
Previouvs efforts tc deal with decentralization have paiad
only vag ‘ention to incentives, Post-project
incentives have been particularly neglected, ancd their
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neglect wxrlains much 0f the failure to insticutionealize
and sustein many decentrelization projects which achieved

$ adurinec implementation. Previous
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ganizational perfcocrmance were adeguately
lack of skills &nd resources. 1t was

G, often cniy implicitly, that organizaticn
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(C) Institutional arrangements for the delivery of specific
goods or services vs. generic administrative structures,

cr

DFY &assumes tha institutional arrangements are
potentially infinitely varilable and that they greatly
influence the Incentives presented to individuals in
decision-making cituations. When confronted witn
problematic outcomes (e.g., widespread, continuing,
sub-stancard road maintenance), the DFM analyst will
seek to exarine the various institutional arrangements
(incentive structures) which impinge upon the situation
and lead rational individuals to socially prohblenatic
outcomes.

(1)

Though the potential variety of institutional
arrangements is infinite, the variety of effective,
efficient, eguitable, etc. arrangements in any
particular situationr is sharply constrained by the
economnic, sodial ancé technical characteristics of the

&
good or service in guestion. Theoretically speaking,
this means that "private" goods are best provided
through markets, "public" goods rejuire government

intervention, nd that "tcll"™ andé "common pool" goods
are intermediate cases of considerabls complexity, but
clearly ameneble to analysis. Iin reality, many goods
and servicec have some mixture of the above
characteristics and reguire government intervention in

o3

T



some aspects ¢I the institutional arrangements for their
provision, and market arrangements for other aspects,
The core of the DFM project's analytical work is the
ability to comparatively analyze actual and potential
institutional arrangements in order to determine tneir
likely eifects on delivery of a particular good or
service.

By contrast, previous attempts to support

decentralization have frequently confined analytic
attention to & single organizational hierarchy. Within
tile hierarchy an attemprt was made to move the locus of
decision-making to lower levels, strencgthen
administrative and/or planning capacities, and,
Sometimes, inccorporate provicions for uscr/benefiiciary
participation. Little analyvtic asttention was civen to
the econonic, social and,/or technical nature of the gooa
or service being producec. hlternatives to public
sector purecucravic production were oftven aiforded
insufficient attention. "Contracting out™ was employed
for certain functions, but its proper role was not

well articulatea, In the absence of comparative
institutional analysis, decisions often led to
strencthening of administrative hieravrchies, even when
the professed goal was "decentralization.”

o
n
r
~
C

4, Rural Infr cture Operation and lMaintenance

tmong the veluable suggestions that DFM received from the
Technical Sub-committee of the Rural Development Sector Council
that advised on project development, was the suggestion that the
project concentrat its applied research and long-term technical

=
assictance on the decentralized provisiorn of just one service, or
a related small agroup of services; in its early vyears in order to
maximize its chances for learning and eventual impact.
Infrastructure operation and malntenance is a relatively well
definec public sector service delivery "system." It 15 relatively
easy to understand what the task 1s, or ought to be. The
engineering reguirements of the task are reasonably well definegd.

Current svestems seem to malfunction because of a lack of knowledge

regarding the appropriate institutional, managerial and financial
s of operation and maintenance. ' Thus, the expertise of
&

dimensio
DF¥ ig apparently relevant to the problem.









It should be noted that the DFM project does not propose to
resolve (at leas: not single handedly) one problem earlier
identified &s a common source of failure in previous attempts to
support LDC decentralization--the problem of insufficient skilled
human resocurces in newly decentralized systems,. DFM does propose
a significant traiaing effort, but the potential impact of these
sessions will be limited to certain functions in selected
locations. It is expected that, as a partial solution, USAID
projects will make provision for necessary humnan resources
development and that the DFM approach is its own partial solution
to the problems notecd 1in previous attempts in that it does not
have administrative (bureaucratic) strengthening as a primary
goal. DFI solutlions to deccntralizat.ion problems should be less
reliant on skillec¢ public managers and more reliant on
appropriately motivated public managers ancé private citizens.

s & center for the Agency's attention to

DFM will function a
resoclution of the institutional and financial constraints on
decentralized operation and maintenance of -aral infrastructure
systems. This project will conduct & centrelly coordinated
prodram of appliec researchh on the institutional and financial
difficulties of decentralized operation and maintenance of rural
roads systems a& the major activity of the first three years.
Such research will provide specific suggestions to major buy-in
missions a&s to the most apprepriate courses of action to resolve
rural roads maintenance problems. Research will als> test
specific hypotheses developea from the DFM theoretical framework.
The proiect thus has specific commitment to achievement of USAID
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2roject coeals
decentralized
Systems.

a
> advancing the Mgency's understanding of
ion and maintenance of rural infrastructure

The evelution of the project may see the extension of the
lessons learned with respect to rural roads operation and
maintenance to irrigation systems and to other problems such as
natural resources management. DFM analytic methods are easily as
applicaeble to irrigation systems as to feeder road systems,
althouch the specific issues of irrigation systems will be

somewhat cdifferent than those of road maintenance.

The project will have two principal modes of applied
research and technical assistance. Those LDC governments and
USAID miessions naking a multi-year commitment involving long-fterm,
recid-nt technical assistance staff provided by a DFM contract
will be designatea as Demonstration Countries (DCs). Under such
multi-year buy-in arrangements, the DFM contractor will make a
specific, nrnegotiated commitment to the stuccess of the buy-in
mission project. The intent iIs to hold the DFM contractor
rezponsible for specific aspects of the success of the buy-in
project. These responcibilities will be negotiated at the time of

s
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the m:1li-year buy-in and will normally be concerneld with insuring
the susteinability of dncentralized modes of operation andg
maintenance, In Demrnstration Countries the DFM contractor will
attempt to miximize the transfer of analytic and operational
methocCs to host country institutions through formal training and
involvement of host country persons and institvtions in DFMN

project wcrk,

Recurrent technical assistance, or special studies, design,
or evaluation efforts will be provided by USAID buy-ins in DFM
Support Countries. The conmitments made by DFM in Support
Countries will generally be limited to specific high-quality
consultations, or training sessions, with responsibility

producteg, i
for project outcomes left to USAIDs, "roads" contractors and host
GOVernmencs. However, recurrent support, quality control of TDY
teams, and DFM's strong anslytic tools and cross-country learning
shoull c¢reacly penciit host countries through USAID programs.

The project activities and ocutputs mentioned so rfar are all
country specific, or at ieast derived in the context cf a

ific activicy. DFF¥ will also work with analytic

country-s i
k tvole, and syntheses of experience that transcend the
unc

frame

2
la]
ve

ry-srecific work. It will be in these more general
s inat &cvances in the state-of~-the-art of
decentralization will be evaluatwed and recorded. Documents of
this kind will include an initial state-of-the-art paper with a
life-cf-project applied research prospectus and annexes treating
road maintenance (vear one) and irrigation maintenance (year

two) . An interim guidance paper for LDCs and donors, plus
end-of-project cuicdance and & state-of-the-art summary will be
produced. Research and development reports, four academic journal

articles and a book are also planned.
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Finally, it is intended that DFM serve as a catalyst and
coordination pcint for LDC, A.I.D. and othe. donor efforts dealing
Wwith decentralization. The concerted program of DFM action and
research is intended to he.p stimulate related and coordinated
efforts from other sources. DFM will seek Lo establish networks
of interested persons and iastitutions in order to maximize
discussion, learning, and dirsemination of the approaches which
emerge as useful.

D. Objectives

Goal

The goal of the DFM project is "Economic growth, increased
ti.come and wide access to guods and services.™ The DFN project
shares this goal with many other projects, both host country and
A.I.D. financed, and will complement them. Measures of progress
in attaining the project's goal will be explicitly lirked to goal
attainment for the specific USAID projects that DFM is working
with,
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Achievement of the project's goal will depend on economic
conditions and the guality cf government and donor economic,
education, health, and other programs. Factors that are outside
the project's control, but which influence its achievement of
objectives, are called "assumptions™ in A.I.D.'s logical framework
system for designing projects.

Sub-goal

The DFM project's sub-goal is "Sustained usefulness and use
of rural infrastructure.," Sustained usefulness of rural
infrastructure reguires satisfaction of both technical criteria
and user preferences. From a@a technical standpoint, it means
ion, recuced freguency of facility breakdown and
or capital investment. From the users' viewpoint,
necs meang that user preferences regarding access
1
r

r

slowed deteriora
increased life €
sustained useful
to services €

a increasingly fulfillied, and per unit costs angdg
time spent acg
€

irine services are lescs than perceived benefits.
Sustained us f rurel infrastructure is measured by frequency,
function anc socioecconomic class (wiich addresses equity issues).
Measurement of project progress in meeting both usefulness and use
indicators for the goal would include both absolute levels and
trencs over time.

Illustrations of sustained infrastrucuure usefulness would
be a stable cr rowing number of kilometers of passable roads by
season anc vehicle type over time, and reliable access to
irrigaticn water at & price users are willing and able to pay.
Exampl=zs of sustained use woulc be stable or increasing numbers of
people using roads for market, education and health purposes, and
steble or growing guantities of irrigated land or numbers of
farmers irrigating their land.

a
c

Achievement of the sub-goal depends on the existence of
economic anc social activities that utilize rurel infrastructure;
the equipment, facilities and income necessary to
ructure; and the technical maintainabilicty of
€.

user access to
make use of infr
rural infrastru

9]
t om

Purpose

The DFM project purpose is "Increased decentralized
capacity to finance, manage and maintain rural infrastructure.
It is achieved when the following occur:

i. mainterance &and repair functions are carried out
reglarly over time;

-- 1i. recurrent ccsts are covered by a combination of
fees, local taxes and, when appropriate, transfers from
central governments; &and,
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-- iil. multilevel institutional arrangements exist that
allow expression of user preferences, their translation
into infrastructure maintenance and recurrent cost

coverage.

Achievement of the project's purpose depends on the
political and administrative feasibility of decentralization,
including willingness of the host country government to
decentralize, sufficient potential incentives from
decentralization, local willingness to take on the
responsibilities &and costs of infrastructure maintenance, and the
desire of USAID missions to support decentralization. In logical
framework terms, these factors are "partial assumptions" since

they are nct totally beyond the control of DFN project personnel,
The prolect will attempt to influence purpose level feasibility
factors cthrough policy dialogue with host country governments and
successfiul cemonstrationes.

E. Qutputs andc Expected Achlevements

Expected cutputs and achievements during the DFM project
will include the following:

-- tested methods for the design and operation of
sustainable decentralized finance and management Systems;

~- demonstrations of sustainable decentralized rural

infrastructure maintenance systems;

-- decentralization policy guidelines:

-~ a trained cadre of host country individuals who are
capable of designing and operating decentralized finance
and management systems; and,

-- a network of international development practitioners and
scholars interested in sustainable decentralized finance
and management systems.

These expected acceomplishments are discussed in more detail in the
following subsections.

Tested Methodologies for the Design and Operation of Sustainable
Decentralized Finance and Management Systems

Thes« will be developed within a context of rural
infrastructure¢ maintenance, but will also be adaptable for
resolving recurrent cost and local management problems in a broad
range of cituations. Two primary tools will be used in the.2
methodologies.
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First, diagnostic procedures will be used to assess the
feasibility and appropriateness of decentralized finance and
management c¢f specific functions in developing countries. The
diagnosis will address decentralization in developing country
contexts from both institutional and public finance standpoints.
Issues addressed by these diagnostic tools will include:

-- the task

& and management arrangements reguired by
different types

of rural infrastructure;

-- whether the infrastructure maintenance problem warrants
decentralization;

-—- inducements and obstacles to decentralization from
Cifferent perspectives; ancd,

-- the public finarce implications of decentralization.

Second, technigues for designing decentralized institutions
to finance ancd manage the maintenance of rural infrastructure will
be developec. Desian tools will state the conditions under which
different cecentreélization arrangemente are appropriate. Problems
addressed by the design tools will include.

-- matcring of infrastructure problems with jurisdictional
units and orgenizational structures:

-- assignment of finance and management tasks and
responsibilities;

-- design of local finance and management systems;

-- design of contracts vith maintenance and repair
organizeations; and,

-- development of tools to monitor and evaluate the
cost-effectiveness arnd responsiveness of decentralized
finance &and management institutions.

Demonstrations of Sustainable Decentralized Rural Infrastructure
Maintenance Systens

In cooperation with local people and specific USAID
projects, the DFM project will analyze, d=sign, set up and support
rural infractructure maintenance demonstrations that can be
replicated, AhS 1t& primary purpose, the project will seek to
produce sustainable infrastructure maintenance and cost-coverage
processes wherever it makes an intervention.
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Decentralizetion Policy Guidelines

the DFM project

In &adcdition to design anfd management tools,
will produce policy recommendations on generic decentralization,
public finance ant recurrent cost problems and issues. Although
the preoject will focus on specific rural infrastructure
maintenance proilems, it will generate guidelines on
decentralization for both the countries in which it works and for
general use 1in LDCs.
Trained Cacre of Host Country People

The DFN project intends not only to influence policies and
procecures Iin ti¢ participating countries, but also to provide &
basic for inmyreoviag performance throuvghout A.I1.D. and the
developine weorlia, Thus, treining based oa the tools andg
methodcloclers just Clscu sed 1s an 1mMportant project
contribetion., The preject will promote Luman resource development
throuch the following aotivivico:

-- training or &ssisting host country people to analyze and
reach decisions 7 gecentraiization demonstrations
(throveh shert-ternm, in-country treining programs);

-- educating &and training hoft country people to analvze
anc desigrn wmultilevel, decentrelized finance and
managenent systems (through long-term training at the
gracuate level elinhe in-country or abroad, and through
supplenental short-term training.);

-- training or escisting host-country people to perform the
operaticnal functions needed in cemonstrations of
sustainabie rural roade maintenance finance and
manedement (oI cther service delivery);

-- repering craining materials for in-country
demonstration or replication programs; and,

-- preparing materlals for treining programs emphasizing
the design and operation of decentralized finance and
management systems that can be used generally in
gragduate andc professional institutions in developing
countries,.

Network of International Development Practitioners and Schoilars
lethodologies, conclusions and policy gquidelines regarding
decentralization in the developing world wil: pe communicated to

research

ana cevelopment communities by means of

publications,
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workshops and conferences. Particular target populations will

include:

-~ LDC policy-makers, program managers, experts, and
trainers;

-- other cevelopment practitioners (including donors); and,
-- LDC and international researchers and analysts,
III. COST ESTIMATE AND FINANCIAL PLAN

A, Cost Eestimate

Total cest of the project is estimated at $16.61 million,
cistributed ac fcllows:

-- 5&T Bureau - $4.6 million (including $130,000
contingency unallocated in the financial plan);

-~ ANE - expected to contribute $.05 million to the
56T tctal above through an FY &7 P10/7 or OYB transfer;
andc

-- USAID Misesions - $1:.02 million.

S5&T Bureau core funding will provide for overall
administration of the applied research and field work, for
elements of R&D which cut across individual mission projects andg

programs, {or comparactive state-cof-the art work, for dovor and LDC
cocrdination and exchange, for publications andé dissemination, and
tol pero 0f training design and support costs, S&T (or other
A.I1.D./W) funding for the principal contract is expected to
support .0 person-menths of U.S. professional and 64
person-nonths of U.S. administrative personnel over ceven years.
Otner S&7 procurement i ted to support about 30
person-nonths ol U,S5., p onzl and 15 person-months of U.S.
administractive services ancd about 37 person-months of LDC
professional anada 1% person-nonths of LDC administrative services.
ARL inrends to support the core activities of the project

.

for cemparative regional research or support work.

¢ a particular country, or participation
of host country people in re 2
1

g escarch, Th, training, R&D workshops,
or related activities, will oreinarily be aission-funded. S&T
funds may be Used to support field work of any type, but funcs for
field werkh wiil nearly always come from USAIDS. ¥ission buy-ins
are expectes to come meinly {rom project funds. However, the

lysie for strategy, program analysis,
D&S funds nma

Y
be tsed, lission

project wi

‘V
11l alsgo support an
andé projec v

1
t development, Su
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buy-ins are projected for distribuion cppronlimately as fcllows:
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$12.0]1 million over seven years.

USAIDs are projected to support long-term field teams
four
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S&T

FY 87 370
FY 88 450
FY &9 450
FY 90 €50
FV °1 650
FY ¢2 650
v @5 €50

650

4,470

Contingency 130

Totals 4,

4866p:4/16/87

600

~20-~

Table 1.
Estimated AID/W and Mission

Obligations, Life of Project

($000)

Other AID/W USAIDs Total
50 ANE = 370
non 600 1,050
add 1,000 1,450

to 2,510 3,160
S&T 2,450 5,100
2,650 5,300

1,800 2,450

- 1,000 1,650
IZ,UIU lG,qBU

L eemmeeee e 130
12,010 16,610



Taple 2

Decentralization: Finance and Management

runding Plan, S&T ($000)

Contract R&D Tech. Guidance and Field Liaison Other Total
- Pipeline Pipeline Procurement LOP
FY Obl. Avail. Exp. 9/30 Obl. Avail. Exp. 9/30 Obl. o
87 320 320 0 320 [Perf. Mgt. Proj. 10}
88 350 670 484 186 100 110 60 50
89 400 586 511 75 - 50 50 J 50 LDC Grants
90 650 725 580 145 - - - - ~
91 580 725 590 135 - - - - 70 Evaluation
92 625 760 620 140 - - - - 25 LDC Grants
93 600 7406 640 100 50 LDC Grants
94 560 660 660 0 90 Final Eval.
95 L
Totals 4,085 4,085 100 285 4,470
Contingency 130
LOP PAF 4,600
Regional and Central Bureaus, Contract
J, ANE will provide 50 for contract in FY 87 by OYB transfer (included in S&T 320 shown above).
o
l Funding Plan, USAIDs ($000)
Contract Program Management and Training Other Total
) ) Pipeline Pipeline Procureinent LOP
FY Obl. Avail. Exp. 9/30 QB}. Avail. Exp. 9/30 Obl.
87 - - - - o/ USAID participa-
88 600 600 3500 250 b/ tion in other
89 1,000 1,250 562 (88 b/ procurem:nt is
90 2,510 3,198 1,274 1,924 authorized by
91 2,450 4,374 2,369 2,005 PIO/T or OYB
92 2,650 4,655 2,749 1,9068/ transter.
93 1,800 3,706 2,976 730
94 1,000 1,730 1,730 Y
Totals 12,010 12,016 )
( 9,210 basic contract, 2,800 extension)
Hote: Countract will provide for a two-year extension at the option of the U.S. Government for

a/
b/

4825p 4/ .3/87

FYs 93

and 94.

Assunes extension option exercised.
USATD buy-ins authorized under Performance Management Project FyYs 87-89.



GLOSSARY @

Year 1 (FY 88)

Contract beglns:
2-yr. workplan w
one-year approval
Bageline papers

w LOP AR prospectus
and roads annex

DC fl gelected
Conntry baseline/
plan prepared.

3 DC TCARg

SC #1 selected

1 SC TCAR

rable 3

Fxcecutive or Analytlce Tralotng

AR = Apnlled Resecarch

D = [ aongtration CountTy
EAT =
LOP = Life of I'roject

2 (Rt wy)

2-yr. workplan;

FY 90 approved
Irriga. Aanex

to Bagellne

R&D Horkshop
(bonors, 3 Lbty)
bCs 2, 3 selected
and baselline/plans
prepared.

3 DC TCARs

SC 42 selected

L SC TCARs

2 FAT

tralning sessions
(eltner DC or 5C)
Select library eatab.
54 docunents
dissemtnated

_3 kY 90)

2-yr. workplan;

FY 91 approved

b #1 R&D Workshap
Long-term advisors
arrive DCa 41 and 42
mid-yr.

3 bC TCARs

SCs #3, #4 selected

2 SC CTCARs

2 EAT

2 operational
traluilng sessions
100 documenty
disscmlaated

1 artlcle
published

Managemeat Review

R&D =
s¢ =
SuAP =
TUAR =

A (FY 9L)

l-yr. workplaun;

FY 92 approved

R&D Conference
{Donora, 5 LbUs)
Guldanee paper
Long-term advisors
Arrive DC 43
mid-yr.

2 XX TCARs

SC #5 sclected

3 5 TCARs

3 EAT

3 uperational
tralulng secugiouns
150 docuzents
dissemina ed

1 artlcle
publ tshed

Pro}. Evaluastion
Feb. '91 deciulon
on optional extens
of coatr.
(Yrs 6, 7)

¢ lapleaentation Plan

Regearch and Developeent

Support Counlry
State of the

ATt Paper
Tech Couperation or Applied Research Uutputs

(Predoninant USALD Fundlag)

(5 (FY 92)

2-yr. workplan;
FY 93 approved
Optivnal SOAP
{(Sce YR 7)

bBe wvs *, 3

K&D Workshop.

2 DC TCARs

4 SC TCARy

2 EAl

4 operational
trainlng sesslons
200 documents
disgeninated

1 article
published

Uptlunal Contractual kExtension Perfod

_.6 (FY 93)

I-yr. workplau;
FY 94 approved
R&D Grant to
host country.

2 DC TCARs

4 SC TCARs

1 FAT

5 operational
training aesslons
200 docuwcats
dissemlnated

1 artlcle
published
1 book

published

Hanagement Review

1 AFY 94)

Final S0AY

Flaal R&b

Confercuce

(Donors, 5 Lbis)

3 teaws LT advisors
retura mid-yr. 1 get
final guldance papers
Select llbrary

dounated to unlversity.

2 DU TUARs

3 SUC TCARs

2 vperational

tralnlng sesafong
Juu
dissealnated

Jocuments

Fianal Evaluation
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Hypotheses

Appendix B
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the question,
worth doing and will lead to valid and useful conclusions?"”
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"Why should we presume that this research is
They

Case Evidence Supporting DFM Working

Svmmary of A.I.,D. and World Bank Experience

Roads Projects.

tppendix ¢ - Summary of A.I.D. and World Bank Experience

with Decentralization.

Appenciy D - Decentralized Finance and Management for

Developmnent. (Lot attached. Incorporated by referance)

Appendisx E - Institutional Analysis: Procedures and Results.

Appendix F - Public Finance Analysis: Procedures and

Results,

hAppendix G - Infrast:sucture Meintenance as a Local Public

Good.

Appendix H - Problems and Strategies.

Aprendix I - Demonstration Activities.

The appendices have been grouped so as Lo emphasize
commonality of subjecct matter among adjacent appencices.
Appendices A through C report tne e¥perience which suggests the
need for and feasibility of & project dealing with the operation
and maln-enance oL rural infrastructure. Appencices D through h
deal with varicur aspects ¢f the conceptual basis of the proposed
project. Aprencis forecasts Iin some getall the "demonstration
country"™ mocde of overation of the project.

1. Fvperiocnco,

Appencices &, B and C review the three kinds of experience
relevant to the design of this project, Appendix A reviews tlre

"case" or

central to the
(h) local
(B) local
(C) local
(D)

infrastructure

intr

revenue

seli~

anecaotal”
eventu

separation

regarding five issues thought to be

of the DFM prolect:

evidence
al success

LELTUCLUre maintenance;
generation and resource mobilization;
requlation;

provision and production of
and

of tne

maintenance services;
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(E) wmultilevel, overlapping jurisdictions as efficient
systems for the provision of maintenance services.

The first three deal with the capacity of local groups to
perform the functions identified. That is, do we have at least
prima facie evidence that local groups can and/or will
successfully maintain local infrastructure, mobilize resources,
end regulate themselves in the use of infrastructure or other
economic resource systems? The Appendix identifies many instances
in which these functions have been successfully performed with
respect Lo rosz  bricdges, irrigation systems, water supplies and
schoole, Loceal groups have pertormed these functions, sometimes
for very extenced time periods, with varying degrees of
involvement anc supervision from central authorities and external
donors.

‘L_.

ctors our and five deal with structural arrangements for
decentr dllzed service delivery thought to be preferable by DFN
project aeolgrtrs. The Appendix concludes that aspects of these
types of structures are commonly found in existing LDC public
service delivery systems, particularly road m-intenance systems,

QY
|44}

0

O]

The Appendix considers the feasibility of road maintenance
in technical, economic and social terms. Local routine
maintenance, which can be a relatively labor-intensive activity,
is well within the range of local technical feasibility, subject
only to a minimum population density requirement. From the
economic poirnt of view, the aggregate payoffs to maintenance
activities appear to provide strong incentives and to be
capturable by local groups. The conclusion is worth guoting:

Local finance of rural road maintenance appears to be
economically feasible in the aggregate, drawing upon
user-baseda finance mechanisms. The amount of revenue
generated for a given road from user charges, however,
depends on the rate of use in vehicles per day. At the
same time, maintenance reeds are only partially dependent
on rate of use. This implies some variability in the
feasibility of local user-based {inance from one road to
another.

This conclusion points to the need for careful attention to
understandin: individuul local realities and to constructing the
institutional arrangements necessary for "capture" and
distribution of costs and benefits with local realities in mind,
rather than mythical "averages."

appendix B identifies various institutional arrangements
which have been, and are being, used to provide local maintenance
services. Among the arrangements cited are use of local,
commercial agricultural companies and parastatals to maintain
roads essential to business; agreements between central road
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authorities and local r -ad-maintenance associations; and,
increasingly, the use ¢. private road maintenance contractors.

The Appendix notes tha.

"The institutional development efforts of both A.I.D. and
the World Bank have been largely focused on strengthening
national institutions to maintain primary and secondary,
usually paved, roads. These efforts have been directed
mainly toward the development of professional capabilities
in central highway bureaus and toward appropriate financing
and budgeting techniques. Community participation Zin rural
roads projects have been undertaken largely as an adjunct
to national rurel development efforts that are primarily
oriented toward planning and construction, Local
institutions liave been taken as given. Yet sustalned
community maintenance of rural roads has been rare (World
Bank, 19&5, p. &). This indicates a need to try out
fundamentally difi{ferent approaches. One approach 1is to
concentrate onrn tne creation of new local institutions,
specifically desianed and tallored to provide rural road
maintenance in péarticular communities.,

The Appendix conclude. with a section dealing with specific
country exzperiences of A,I.D.

Appencix C begins the task of reviewing donor
organization's cxperience with decentralization. The Appendix is
presentec in three sections:

{4) Global review by development organizations of
experience with decentralization;

(B) Case studies of specific attempts to implement
decentralization; and,

(C) Reviews of decentralization literature and
theoretical discussion.

The Appendix notes that decentralization has taken a number
of forms: a) deconcentration of functions within the central
bureaucracy; b) delegation to semi-antonomous or quasi-public
corporations; c¢) devolution to local government; and d) transfer
of functions to non-governmental organizations. The Appendix
lists factors which may affect su:cess of decentralization
efforts, including fragmentation of local governments, limitation
of sources of local revenue, levels of local capacity, and
conflicts between capacity-building and production objectives.

Samples of A.I.D. and World Bank experience are based on
available documents, not a systematic review. The material

suggests that decentralization efforts in some countries (e.g.,
Indonesia, Morocco, Thailand, Pakistan and Tunisia) may be
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associated with improvements in resource distribution, local
par*.cipation, extension of public services into rural areas,
project identification and implementation, and employment
generation,

The review identifies a pervasive lack of conceptual
clarity in the "decentralization™ literature as a problem, noting
that:

Much implementation and research work has been done by
development organizations in the area of decentralized
administration, Sometimes the work has been done
explicitly in the name of decentralization. Just as often
it has peen undertaken with other objectives andé using
other terminology.

The Appenciy aces on to identify a number of potentially
relevant documents for future analysis ranging from single-case
studies of efforts to strengthen & particular aspect of loceal
gove.nment to global summarizations of knowledge about
decentralizetion. Although the heterogeneity of this experience
will make 1t difiicult, the early stages of the DFM project will
include & review and critique of this material to derive reliable

generalizations and identify fruitful hypotheses to guide applied
research and field work.

2. Conceptual Basis of the DFM Project

Appendices D through H deal with aspects of the DFM
conceptual framework. The tone of these appendices is explanatory
and advocative. hAppendix D {(incorporated by reference) was
writter in May, 1986 as the concept paper for this project; it
provides by far the broadest overview of the conceptual
framework, sppendices E through H supplement Appendix D and the
conceptueal sections of the Project Paper. hppendices E through H
provide "discrete" treatment, Appendices E and F may be
especially worthy of further attention during project
implementation, because they describe the two major analytic
procedures anticipated for DFM--institutional analysis and public
finance analysis.

B. Annex 5 - Economic anc Financial Analysis

Benefits of the DFM project are difficult to quantify.
This is particularly true of the bencfits to be derived from the
core funding to be contributed by S&T. The benefits which are
expected to result from this funding include the following:

-~ the capability to learn about ané improve the practical
ability of decentralized decision-making units in
developing countries to maintain infrastructure
investments;
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-- the ability to provide technical support to USAID
nissions, through the DFM project, for policy dialogue
with developing countries decision-makers on the crucial
issue of finance and management of decentralization; and,

-- a means to systematically disseminate DFNM project
findings to interested policy makers, analysts and
researchers in the developing world and elsewhere,
thereby improving overall understanding of the issues
involved in decentralized finance and management systems.
While these benefits are significant, they are also
largely intangible and, for that reason, probably
impossibtle to quantify.

Benefits to be derived from USAID mission buy-ins to DFM

are somewha:r eacler to identify and will be relatively easy to
quantify in the context of USAID projects. hAmong the benefits
which will result from improved and sustained maintenance of rural
roacs are the followina:

-- lower transportation costs;

-- higher farm-gate prices for commodities;
-- increased agricultural production;

-- improved access to agricultural credit:

-- generally higher land values for land located near
maintained roads;

-- increases in small scale commercial and industrial
enterprise activity; and,

~- improved access to and, in some instances, greater usage
of social services, such as health clinics and primary

education.

A number of alternative ways to achieve effective and
efficient use of S&T/RD funds in the project were considered
during PP design, and are briefly discussed in Annex 5. The main
benefit/cost issues revolved around means to achieve a) enough
concentration to increase the probability of reliable learning and
of impact in cooperating countries, along with b) economy of scale
in both comparative applied research and provision of field
support. The option of providing a broad menu of services in
response to a broad set of USAID needs was rejected early in the
design procecs in favor of both sub-sector and country
concentration, This led to the decision to concentrate on rural
infrastructure as a sub-sector and on about three "demonstration"”
and five "support" countries. It was the consensus of the

Subcommittee of the RD Sector Council which played a key role in


http:cruci.al
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design decisions that these parameters would assure reasonable
concentration, while achieving good economies of scale in field
work.

During the PID review the iscue of LOP mortgage was raised
in the light of possible straight-line funding for the S&T/RD
Office over the next few years. At the same time, the
Subcommittee, especially AFR and ANE representatives, were urging

e
te with the large Mission buy-ins

an S&T input commensura
anticipated ($12Z to $15 million LOP). This issue led to unusually
detailec PP bLudget analysis, anc an agreement endorsed by S&T/HR
chat S&T/RD inputs cshould be authorized at & $4.6 million LOP
level, Hence, there 1s good reeson to believe that 567 funding 1is
provided at tne wminimum level reguired for overall DEN management,
R&D, and cdicsenlination recuirements, with USAID funding to cover
nearly &il tascke which will have specific country benefits,

C. ANLEY €. Social Souncdness knalysis

Introcuction

The major impacts of DFN in LDCs will be achieved through
its buy-in USAI. mission projects, each of which will operate
under its own social souncdness analysis. The eventual impacts of
DFM will be accounted for in the social soundness analyses of the
USAID projects,

The DFM project is likely to have very positive social
se the primary purpose of the project is to conduct a
progrem oi applied social research in order to improve and sustain
the impact £ USAEID mission projects. Improving the social
souncness of buv-1n projects and improving the Agency's social
science knowledge base in this area is the primary justification
for DFH.

impacts becau

[¢}]
C

Social impacts of DFM will benefit from the strict analytic
ndéividuels and the incentives that they perceive. TO
that views of a wide range of participants can be
nc reflected in project interventions, project impacts
o be increased and more sustainable. The focus on
incentives will include gender differences.

[l

focus on
the exten
captured
are likel
individua

b= T D or

n each USAID "demonstration" project, relationships
between existing state organizatione and loceal socio-volitical

es will have to be analyzed in detail. The latter will

ly influence feasibility of institutional innovations
designeé to decentralize finance and management functions to local
levels,

Beneficiaries

Benefits of the S&T/RD fundeé portion of the project will
be =spread among host country government officials (both central









[14]
"y
9]

-y
. m

B B S 7 oY
4]

€T

oo
(a2
—

(o1}
T ()

D
&

sl

mor
nul

[eI e N}
o

9]

I A T o Y

r

=
[
[}
b

4]

rnoe
L
o]

The ex
favor

socio-
infras
poten
fecsi

malintena

-
b
— 0 T W
R

cr
N
(Y

T

rY
e

i

Seconcl
incenti
instit

able to

it
O ~omo~

O

n

[

'
-
1 7]

e O
=

N

o

m Do

[

T O O,
'm
s

or

¢}
w
2

[

T

[ e
- 3
3
QI
s
[
A e
T U ™ D ot
o e S 10

"
e

[ S

)
P

o
te
o

corn v
©

<7
m
b

3D e

0 < O

— l.'}!

o

'
ol 3]
= [
—

o R S

5

—
oot

cr
[
re

-
=
(1N 0 I it e

ey
8]

e

a

i

oy

1
LS e gl o
M =3
ol ad
11}

=M

o
5w

=

I SRz

[

Lr
S U

6]

an
erc

'
5

b=+ 1n
I

oo

nal

ith

cr s

5
-

1
©
r~

[

-

1]

vl
—-

fr
b=
-

Q0
1¢
ot

)

g
.

™

=

o
£}

rr

ol
"
re T

o0,
r

o
[

[o]]
cr
tn

O
crory

O 0

T

bt

C

o)

=g

r~

[
n
.

oo
[CU TR G ¢ I o}

r

(ot}
[t

s
f—
30 O 0
cr tn
o

thi

(g2l

‘vices

€se cdangers is the
project, which
ibility
not

is

It

y of

pprcach,
individuals
Is re

I
oy cuntries

S

revenue
aenerat

thn
)€

cr

ed a

.

ivate
sust
ion
ing f£

vided, pr-
fected to
cllaborat
fits aris

@]
£
i
C
[ G
he

rom

rr

Lo
.

To ot
ti

1l inves
rtially

._,.
or e

M will be felt
tion will
h public &andg
having
Seconc,
in accordance

£
1
t

ultimate
concerns itself with the
of decentralized

S5e dangers
rural

emphasizing the

asonable

will contribute to the
increase their
Cnly throug
required
the

and
alnable
and con

extent that
tutional framework
tment periog,
financed from

in two ways,
have lasting and
private sector
apprepriate combinations
the motivating effect of

argument in

rural

only DFM which is

, 1t 1s the very
infrastructure

study of
and comparative
hope of being

goal
incones
enhanced economic
for infrastructure
local level,

h

incdividual
patterns of
eti’son for
increased
collective action
for sustaining
the costs of
benefits

%
€

th

First,

with local

bounds of

iocal willingness to pay

b

olm O

[
[
)

Susteal
are pec
unders
partil
accep
arran

cr 0 vy
Qi ke 1

o

(¥4

D. &nn

@

Nt

“ments whd

[l b}
’-\l

i

e

[

v
&) o8]
[ Gl

)
"~

Danteo.

e

e

[
3
o
(e

cr

re

1]

[

nts,
tart
ion
ngemen
¢ nunber

r
6]

roEn
4]

an

Strative

have

ed.,

a t
pos
po
stalned through
rticipants,
inmpacts.

meajor

i
ition ¢

re
o)
=

n

[t
=
o
(]
O r

Analysis

ancé 1imgp
A.I1.D./
prcject

My =
018

nnex

e}

a
lementati
Washington
fairly

IS
-

n

gescribe
require
and buy-
typicel

hat

are

of local citizens,
attempts to

ints of view of individual

time by the
the only

$ suggested administrative arrangements

ments for the DFW
in USKIDs.

of S&T projects

project
Administratively,
in that

in
the
the overall












