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1.0 I n t r o d u c t i o n  

Execu t i ve  Summary 

1.1.1 P r o j e c t  Overview 

The Research T r i a n g l e  I n s t i t u t e  has completed a  Phase I s t udy  f o r  

t h e  U.S.AID O f f i c e  o f  Urban Development as p a r t  o f  U.S.AID's long- te rm 

program t o  a s s i s t  mun i c i pa l  governments i n  deve lop ing  c o u n t r i e s  t o  improve 

t h e i r  f i n a n c i a l  management p r a c t i c e s .  The purpose o f  Phase I was t o  

i d e n t i f y  e x i s t i n g  f i n a n c i a l  management p r a c t i c e s  i n  deve lop ing  c o u n t r i e s  

t h a t  would se rve  as models f o r  o t h e r  m u n i c i p a l i t i e s  t o  improve t h e i r  own 

p r a c t i c e s .  A d d i t i o n a l l y ,  t h e  s t udy  was i n t ended  t o  develop a  s e t  o f  

recommendations f o r  d i ssem ina t i ng  i n t o r m a t i o n  on those  p r a c t i c e s .  

The Phase 1  s t udy  con ta i ned  seve ra l  un ique f e a t u r e s :  

- f rom t h e  ou t se t ,  i t  focused on successtu l p r a c t i c e s  i n  o p e r a t i o n  
-- t h i s  was n o t  an academic e x e r c i s e  b u t  a  search f o r  proven 
p r a c t i c e s  t h a t  c o u l d  be r e a d , i l y  t r a n s f e r r e d ;  

- t h e  s tudy  examined a  b roader  range o f  p r a c t i c e s  t han  has 
c o n v e n t i o n a l l y  been d e a l t  w i t h  i n  mun i c i pa l  f i nance .  The s tudy  
g i ves  equal  a t t e n t i o n  t o  p r a c t i c e s  t h a t  improve t h e  p r o d u c t i v i t y  
o f  mun i c i pa l  expend i t u res  as w e l l  as t hose  t h a t  i nc rease  l o c a l  
revenue genera t ion ;  and 

- t h e  s tudy  i d e n t i f i e d  a  number of p r a c t i c a l  i n t e r v e n t i o n  p o i n t s  
where improvements c o u l d  be made, w i t h  p a r t i c u l a r  emphasis on 
immediate, low c o s t  improvements. 

The s tudy  covers  e l even  c i t i e s  w i t h i n  e i g h t  deve lop ing  c o u n t r i e s .  

E x h i b i t  1  shows t h e  c o u n t r i e s ,  c i t i e s  and t h e  p r a c t i c e s  under  s tudy .  



E x h i b i t  1.  

Country and S i t e s  

I v o r v  Coast 

Case Study S i t e s  and P r a c t i c e s  Under Study 

Ab id j an  - computer ized l a n d  
r e g i s t r a t i o n  system 

- be t t e rmen t  t a x  f o r  p a r t i a l  
c o s t  recovery  o f  s lum 
upgrading 

Phi 1  i ppines 

Local  Water U t ~ l i t i e s  
A d m i n i s t r a t i o n  

Cagayan de Oro City 

B r a z i  1 

Lages, S t a t e  o f  Santa Ca ta r i na  

- i n t r o d u c t i o n  o f  s e l f -  
t i n a n c i n g  l o c a l  wa te r  
u t i l  i t i e s  

- t r a i n i n g  o f  l o c a l  o f f i c i a l s  
and s t a f f s  

- l o a n  management 

- es tab l i shment  o f  use r  charge 
system i n  l o c a l  wa te r  
d i  s t r l c t  

- computer ized rea l p r o p e r t y  
t a x  i n f o r m a t i o n  system 

- l ow  c o s t  s e l f - h e l p  hous ing 
program 

- economic development 
e n t e r p r i s e s  



E x h i b i t  I con t inued  

Korea 

Dae j eon 

Ghana 

Tama 1  e  

Col ombi a  

Medel l  i n  

Kenya 

E l  Dore t  and Nakuru 

l u n i s i a  

Sousse 

Tunis  D i s t r i c t  

- s e l  f - f i n a n c i n g  p h y s i c a l  
i n f r a s t r u c t u r e  p r o v i s i o n  
( 1  and read jus tment  system) 

- t r a i n i n g  o f  l o c a l  government 
o f f i c i a l s  and s t a f f  

- l o c a l  revenue s tudy  

- exper iments  i n  pe r  c a p i t a  
t a x  c o l l e c t i o n  system 

- be t te rment  l e v y  t o  r ecove r  
i n f r a s t r u c t u r e  c o s t s  

- impact  o f  c e n t r a l  government 
t r a n s f e r s  on l o c a l  f inances 

- management o f  mun i c i pa l  
accounts 

- automat ion of p r o p e r t y  t a x  
i n f o r m a t i o n  system and 
mun i c i pa l  personnel records  

- l ow  income housing program 

- management o f  wholesale 
market 

- s o l  i d  waste c o l l e c t i o n  
sys tem 



I n  summary, t h e  case s tudy  p r a c t i c e s  i nc l uded :  

- t a x  c o l l e c t i o n  system improvements, f o c u s i n g  l a r g e l y  on t h e  
urban p r o p e r t y  t a x  and, t o  a  l e s s e r  e x t e n t ,  bus iness taxes  and p e r  
c a p i t a  taxes; 

- c o s t  r ecove ry  i n  n o n - i n f r a s t r u c t u r e  p u b l i c  se r v i ces ,  c o v e r i n g  
examples o f  urban t r a n s i t ,  markets,  s o l  i d  waste c o l  l e c t i o n  and 
housing; 

- l o c a l  government loan and g r a n t s  management, examin ing f a c t o r s  
t h a t  make l o a n  programs v i a b l e  and t h e  impact  o f  c e n t r a l  
government g r a n t s  on l o c a l  governments; 

- t r a i n i n g  o f  l o c a l  government o f f i c i a l s  and s t a f f  w i t h  emphasis on 
competency based t r a i n i n g  and p r o d u c t i v i t y  improvements. 

The s tudy  concluded t h a t  t h e r e  i s  cons ide rab le  o p p o r t u n i t y  f o r  

improv ing  urban f i n a n c i a l  management p r a c t i c e s  i n  deve lop ing  c o u n t r i e s  and 

t h a t  t h e r e  a r e  proven models of success fu l  p r a c t i c e s  i n  deve lop ing  c o u n t r i e s  

t h a t  can be shared. The s tudy  has recommended t h a t  f u r t h e r  U.S.AID a c t i o n  

i n  t h e  area o f  urban f i n a n c i a l  management be concen t ra ted  i n  f o u r  areas: 

1.  S t r eng then ing  i n d i v i d u a l  deve lop ing  c o u n t r y  i n s t i t u t i o n s  t h a t  can 
p r o v i d e  t e c h n i c a l  ass is tance ,  t r a i n i n g  and i n f o r m a t i o n  t o  l o c a l  
governments ; 

2 .  Develop ing and d i ssem ina t i ng  p r o t o t y p e  f i n a n c i a l  management t o o l  s; 

3 .  Deve lop ing  t r a i n i n g  programs s p e c i f i c a l l y  t a r g e t e d  on ma jo r  groups 
i n v o l v e d  i n  l o c a l  government f i n a n c i a l  management; and 

4. Se lec ted  resea rch  and i n f o r m a t i o n  d i ssem ina t i on  suppor t .  

1.1.2 Summary o f  Study F ind ings  

There a r e  a  number o f  d i f f e r e n t  problems t h a t  s t and  i n  t h e  way o f  

improved mun i c i pa l  f i n a n c i a l  management i n  deve lop ing  c o u n t r i e s .  Whi le  

t h e r e  a r e  many d i f f e r e n t  ways t o  c a t e g o r i z e  these  problems, t h e  s i m p l e s t  way 

i s  t o  d i scuss  them i n  terms o f  a t t i t u d e ,  knowledge and ins t ruments .  



A t t i t u d e  problems pervade mun ic ipa l  management i n  deve lop ing  c o u n t r i e s .  

The f i r s t  problem i s  t h a t  o f  a  dependency a t t i t u d e  which p reven ts  l o c a l  

governments f r om assuming f u l l  r e s p o n s i b i l i t y  f o r  t h e  se rv i ces  t h a t  t hey  a r e  

mandated t o  p rov ide .  The problem i s  p a r t i c u l a r l y  acu te  w i t h  r espec t  t o  

mun i c i a l  l o a n  programs where m u n i c i p a l i t i e s  o f t e n  abandon r e s p o n s i b i l i t y  f o r  

deb t  repayment. The second a t t i t u d i n a l  problem i s  l a c k  o t  r e s p o n s i b i l i t y  

toward s e r v i c e  consumers i n  t h e  q u a l i t y  and t i m e l i n e s s  o f  s e r v i c e s  t h a t  a r e  

d e l i v e r e d .  There i s  a  corresponding l a c k  o f  concern f o r  p r o d u c t i v i t y  i n  

s e r v i c e  p r o v i s i o n  t h a t  r e s u l t s  i n  poor  s e r v i c e s  expens ive ly  d e l i v e r e d .  T h i s  

makes c o s t  recovery  through user  fees d i f f i c u l t .  The t h i r d  ma jo r  

a t t i t u d i n a l  problem i s  t h a t  o f  pe rvas i ve  p o l i t i c a l  i n t e r f e r e n c e  i n  f i n a n c i a l  

management which c o n s t a n t l y  ove r tu rns  sound f i n a n c i a l  judgment. P o l i t i c a l  

i n t e r f e r e n c e  runs t h e  gamut f rom padding l o c a l  government p a y r o l l s  t o  

m a i n t a i n i n g  a r t i f i c i a l l y  low t a x  r a t e s  and use r  charges; i n  many ins tances ,  

l o c a l  t a x  ope ra t i ons  a r e  used t o  reward p o l i t i c a l  a1 l i e s  and pun ish  enemies. 

Lack o t  knowledge i s  t h e  second ma jo r  problem area.  There i s  a  genera l  

l a c k  of  i n f o r m a t i o n  ma in ta ined  by mun ic ipa l  governments on f i n a n c i a l  s t a t u s  

and t rends.  Wi thou t  such knowledge, f i n a n c i a l  dec i s i ons  t end  t o  be mere 

c o n t i n u a t i o n s  o f  p a s t  p o l i c i e s .  Secondly, t h e r e  i s  a  genera l  absence o f  

networks through which i n f o r m a t i o n  on success fu l  f i n a n c i a l  management 

p r a c t i c e s  can be disseminated. T h i r d l y ,  t r a i n i n g  i n  mun i c i pa l  f i n a n c i a l  

management i s  a  ve ry  haphazard a f f a i r ,  compl i ca ted  by t h e  r a p i d  t u r n o v e r  i n  

s t a f f  i n  t h e  s k i l l e d  t i n a n c e  pos t ions .  There appears t o  be a  p a r t i c u l a r  

knowledge problem f o r  smal l  c i t i e s  t h a t  have grown r a p i d l y  f rom fa rm  market  

towns. O f f i c i a l s  i n  these c i t i e s  a r e  n o t  accustomed t o  p r o v i d i n g  p u b l i c  



s e r v i c e s  o r  r a i s i n g  revenues; t h e y  t e n d  t o  l a c k  b a s i c  t r a i n i n g  i n  mun i c i pa l  

management. 

There i s  a  genera l  l a c k  o f  i n s t r umen ts  f o r  improv ing  f i n a n c i a l  

management and t i n a n c i a l  c o n d i t i o n s  o t  deve lop ing  c o u n t r y  mun i c i pa l  i t i e s .  

P ro to t ype  systems and how- to -do- i t  r e f e r e n c e  m a t e r i a l s  a r e  l a r g e l y  absent.  

Whi le  m u n i c i p a l i t i e s  may have s i g n i f i c a n t  revenue r a i s i n g  a u t h o r i t y ,  t h e y  

o f t en  do n o t  have models o f  how t o  app l y  t h a t  a u t h o r i t y  e f f i c i e n t l y .  

Agencies t h a t  se rve  m u n i c i p a l i t i e s  w i t h  t e c h n i c a l  a s s i s t a n c e  and t r a i n i n g  

a r e  n o t  w e l l  developed, excep t  i n  a  few c o u n t r i e s ,  and t h e r e  i s  no 

widespread i n t e r n a t i o n a l  network f o r  t r a n s f e r r i n g  i n f o r m a t i o n  among 

c o u n t r i e s .  Wh i le  i n  some c o u n t r i e s  changes i n  l e g i s l a t i o n  may be needed t o  

suppo r t  l o c a l  government f i n a n c i a l  improvements, t h e r e  i s  much t h a t  can be 

done s imp l y  by improv ing  c u r r e n t  a d m i n i s t r a t i v e  p r a c t i c e s  and imp lementa t ion  

o f  e x i s t i n g  techno logy .  

Our s t udy  has demonstrated t h a t  improvements i n  mun i c i pa l  f i n a n c i a l  

management can be made a t  a lmos t  any p o i n t  r a n g i n g  f r om revenue gene ra t i on  

t o  inc reased  s e r v i c e  d e l i v e r y  p r o d u c t i v i t y .  The f o l l o w i n g  p resen ts  summary 

d e s c r i p t i o n s  o f  t h e  p r a c t i c e s  i d e n t i f i e d  i n  t h e  case s t u d i e s  by t h e  ma jo r  

areas. 

Tax C o l l e c t i o n  System Improvements 

The case s t u d i e s  d e a l i n g  w i t h  improvements i n  l o c a l  t a x  systems have 

demonstrated two t h i n g s .  F i r s t  o f  a l l ,  t h e r e  i s  cons ide rab le  room f o r  

improvement i n  t h e  amount o f  revenues r a i s e d  f r om l o c a l  taxes.  Secondly, 

l o c a l  t a x  c o l l e c t i o n  must be approached as a  whole system: t a x  base 

i d e n t i t i c a t i o n ,  v a l u a t i o n ,  assessment, c o l l e c t i o n ,  enforcement.  



Improvements i n  one aspect  o f  t h e  system must be matched t o  improvements 

elsewhere. For  example, i n  Lages, B r a z i l  t h e  e f f e c t i v e n e s s  o f  an e x c e l l e n t  

p r o p e r t y  t a x  i n f o r m a t i o n  system has been cons ide rab l y  reduced by l a c k  o f  

e f f e c t i v e  c o l l e c t i o n  enforcement procedures; n o t w i t h s t a n d i n g  s u b s t a n t i a l  

i nc reases  i n  t h e  revenues f r om t h e  l o c a l  p r o p e r t y  t a x  ove r  t h e  pas t  f o u r  

years  an es t imated  30 pe rcen t  of p r o p e r t y  taxes  i n  Lages a r e  n o t  be ing  pa id .  

I n  Ab id jan ,  I v o r y  Coast a l though t h e  compu te r i za t i on  o t  l a n d  records  

inc reased  t h e  i d e n t i f i c a t i o n  o f  t a x a b l e  p r o p e r t i e s ,  r e c o r d i n g  o f  t a x  payment 

and f o l l o w - u p  i s  conducted s l o w l y  by hand. 

If o u r  smal l  sample o f  case s tudy  c i t i e s  i s  i n  t h e  l e a s t  

r e p r e s e n t a t i v e ,  cons ide rab le  inc reases  i n  revenues cou ld  be expected from 

improved p r o p e r t y  t a x  a d m i n i s t r a t i o n  i n  genera l .  Occas iona l l y  sma l l  

improvements can make a  b i g  d i f f e r e n c e ;  i n  Nakuru, Kenya, h i r i n g  of a  l o c a l  

p r o p e r t y  v a l u a t o r  ( t o  r e p l a c e  t h e  v a l u a t i o n  s e r v i c e s  of t h e  Na t i ona l  

Commissioner o f  Lands which has n o t  k e p t  up w i t h  t h e  demand) i s  expected t o  

expand p r o p e r t y  t a x  revenues cons ide rab l y  by s imp l y  upda t i ng  t h e  p r o p e r t y  

t a x  r o l l s .  

Several  o f  o u r  case s tudy  s i t e s  under took ma jo r  overhau ls  of t h e  

p r o p e r t y  t a x  system. Typ i ca l  l y  , a cadas t ra l  survey was under taken (Lages 

and Ab id j an )  t o  c r e a t e  a  complete p r o p e r t y  r e g i s t r y  o f  t h e  c i t y .  Secondly, 

an updated assessment was made, w i t h  p r o v i s i o n  f o r  f r e q u e n t  reassessments. 

B u i l d i n g  such an i n fo rma t i on  base i s  c o s t l y  and t ime  consuming. It i s ,  

however, a  necessary foundat ion f o r  t h e  p r o p e r t y  t a x  system. I n  many cases 

t h e  development o t  a  complete p r o p e r t y  r e g i s t r y  i s  j u s t i f i e d  f o r  more than  

j u s t  t a x  purposes. I n  Ab id jan ,  t h e  cadas t ra l  system was developed p a r t l y  t o  



p e r m i t  r e g u l a r i z a t i o n  o f  l a n d  t i t l e s .  Th is ,  i n  t u r n ,  p rov ides  more secure 

c o n d i t i o n s  f o r  mortgage l oans  i n  t h e  housing market. 

I n  t h e  case s t u d i e s  of Lages, Abid jan,  and Sousse, Tun i s i a ,  t h e  

i n t r o d u c t i o n  o f  compu te r i za t i on  i n  p r o p e r t y  t a x  systems has g r e a t l y  improved 

t h e  e f f i c i e n c y  of t h e  systems. Now, t h e  a v a i l a b i  l i t y  o f  cheap microcomputer 

systems should f u r t h e r  extend compu te r i za t i on  t o  s m a l l e r  m u n i c i p a l i t i e s .  

Even w e l l  des igned i n fo rma t i on  systems do n o t  a v o i d  t h e  problems o f  

i n t e ragency  c o n f l i c t  i n  l o c a l  government. I n  Ab id jan ,  access t o  t h e  l a n d  

r e g i s t r y  i n t o r m a t i o n  system which was developed by t h e  Finance M i n i s t r y ,  b u t  

a l s o  used by t h e  p l ann ing  agency, has become such a  p o i n t  o f  c o n f l i c t .  

Whi le  cons ide rab le  improvements i n  p r o p e r t y  t a x  c o l  l e c t i o n s  can be made 

by improv ing a d m i n i s t r a t i o n  o f  t h e  c u r r e n t  system, t h e r e  a r e  i ns tances  where 

changes i n  t h e  c u r r e n t  laws c l e a r l y  a r e  needed. I n  Tamale, Ghana t h e r e  i s  a  

two t o  t h r e e  y e a r  de lay  between i n d i v i d u a l  assessments made by t h e  l o c a l  

assessors and approval  by t h e  M i n i s t r y  o f  Local  Government. The i m p o s i t i o n  

o f  an i n t e r i m  assessment, recommended by a  l o c a l  revenue s tudy  i n  Tamale, 

would r e q u i r e  t a x  code r e v i s i o n .  

I n  some cases, l o c a l  governments may be u s i n g  i n a p p r o p r i a t e  t a x  

c o l l e c t i o n  systems o r  devo t i ng  resources t o  t a x  sources t h a t  a r e  n o t  wo r th  

t h e  e t t o r t .  I n  c o l l e c t i n g  t h e  l o c a l  head t a x  i n  Tamale, Ghana, a  once a  

y e a r  canvass o f  t h e  l o c a l  d i s t r i c t  by agents p a i d  on a  bounty b a s i s  has 

proven t o  be much more e f f e c t i v e  than  t h e  p rev ious  system i n  which 

i n d i v i d u a l  revenue c o l  l e c t o r s  pursued 1  i s t s  o f  d i s t r i c t  r e s i d e n t s .  I n  

genera l ,  l o c a l  governments have n o t  been a b l e  t o  e x p l o i t  l o c a l  bus iness 

taxes  except  I n  t h e  r e l a t i v e l y  more advanced c o u n t r i e s  i n  t h e  case s tudy  s e t  



(Korea, B r a z i l  and r e c e n t l y  T u n i s i a ) .  It i s  c l e a r  t h a t  most l o c a l  

governments do n o t  have t h e  s t a t f  o r  i n f o r m a t i o n  c o l l e c t i o n  systems t o  

m o n i t o r  bus iness r e c e i p t s  and sa les .  I n  B r a z i l  and Tun i s i a ,  t h e  bus iness 

taxes  a r e  c o l l e c t e d  by h i g h e r  l e v e l  government and re funded t o  t h e  

mun ic ipa l  i ty.  Because of t h e  e f f o r t  needed t o  m a i n t a i n  i n f o r m a t i o n  on 

bus iness t a x  bases, l o c a l  governments may be b e t t e r  served by r e p l a c i n g  

r e c e i p t s  based bus iness taxes  w i t h  more e x t e n s i v e  l i c e n s i n g  systems o r  

presumpt ive assessments. 

A l though t h e r e  i s  cons ide rab le  debate over  which taxes  should be b e s t  

admin is te red  l o c a l l y ,  t h e r e  i s  a  s t r o n g  consensus t h a t  g r e a t  improvements 

can be made by s imp l y  improv ing  t h e  management o f  what c u r r e n t l y  e x i s t s .  

Indeed, g i ven  t h e  shor tages of  t r a i n e d  f i n a n c e  s t a f f ,  r a d i c a l  changes i n  t a x  

a u t h o r i t y  w i  11 most 1  i ke l y  be d i s r u p t i v e .  

F inanc ing  Phys ica l  I n t r a s t r u c t ~ ~ r e  

A  second ma jo r  g roup ing  of t h e  case s t u d i e s  has examined t h e  f i nanc ing  

o f  p h y s i c a l  i n f r a s t r u c t u r e  p r o v i s i o n  i n  m u n i c i p a l i t i e s .  F i nanc ing  p h y s i c a l  

i n f r a s t r u c t u r e  i s  a  ma jo r  concern of l o c a l  government f o r  seve ra l  reasons. 

F i r s t  o f  a1 1  , p h y s i c a l  i n f r a s t r u c t u r e  c o n s t r u c t i o n  r e q u i r e s  cons ide rab le  

c a p i t a l  investment  p r i o r  t o  r e a l i z i n g  any b e n e f i t s  o f  t h e  investment .  T h i s  

r a i s e s  i ssues  o f  bo th  c a p i t a l  bor row ing  and long-term f i n a n c i n g ,  i n c l u d i n g  

long- term c o s t  recovery  f rom p r o j e c t  b e n e f i c i a r i e s .  Secondly, t h e  p r o v i s i o n  

o f  p h y s i c a l  i n f r a s t r u c t u r e  se rv i ces  c a r r i e s  w i t h  i t  t h e  need f o r  long- term 

maintenance and replacement,  which p laces  p a r t i c u l a r  demands on f i s c a l  

management. T h i r d l y ,  p r o v i s i o n  of phys i ca l  i n f r a s t r u c t u r e  can g r e a t l y  

i nc rease  t h e  va lue  of raw land,  p roduc ing  severa l  d i f t e r e n t  t ypes  of 



o p p o r t u n i t i e s  f o r  l o c a l  government t o  b e n e f i t  f i n a n c i a l l y  f rom t h e  va lue 

t h a t  i t  helps t o  c rea te .  

Several  d i f f e r e n t  models of c o s t  recovery  have been developed f o r  

p r o v i s i o n  of phys i ca l  i n f r a s t r u c t u r e  t h a t  can serve as u s e f u l  models f o r  

o t h e r  deve lop ing  coun t r i es .  The case s t u d i e s  examined f o u r  d i f f e r e n t  

examples of i n f r a s t r u c t u r e  f inanc ing .  The Colombia case s tudy  examined t h e  

recovery  of t h e  c o s t  of i n f r a s t r u c t u r e  ( p r i m a r i l y  road  c o n s t r u c t i o n )  through 

t he  i m p o s i t i o n  of be t te rment  l e v i e s  t h a t  a l l o c a t e  c o s t  o f  c o n s t r u c t i o n  t o  

a f fec ted  landowners on a  p r o p o r t i o n a l  bas is .  I n  Korea, t he  system o f  " l and  

readjustment"  was s t u d i e d  by which t he  m u n i c i p a l i t y  a c t s  as t h e  deve loper  t o  

conve r t  urban f r i n g e  l and  t o  f u l l y  se rv i ced  l o t s  by p r o v i d i n g  a l l  t he  

phys i ca l  i n f r a s t r u c t u r e .  I n  t h i s  system, t h e  c o s t  o f  p r o v i d i n g  

i n f r a s t r u c t u r e  i s  recovered by w i t h h o l d i n g  a  f r a c t i o n  o f  l a n d  f rom each 

landowner t o  s e l l  on t h e  open market t o  r ecove r  a1 1  cos t s  o f  development. 

I n  Abid jan,  t h e  m u n i c i p a l i t y  i s  r ecove r i ng  a  p o r t i o n  o f  t h e  c o s t  o f  

p r o v i d i n g  i n f r a s t r u c t u r e  i n  s l  um upgrading p r o j e c t s  through a  be t te rment  

l e v y  a t t ached  t o  t h e  p r o p e r t y  tax .  I n  t h e  P h i l i p p i n e s ,  l o c a l  wa te r  

d i s t r i c t s  a r e  be ing  e s t a b l i s h e d  w i t h  t h e  ass i s tance  o f  a  n a t i o n a l  

o rgan i za t i on ,  t h e  Local  Water U t i l i t i e s  A u t h o r i t y ,  which p rov ides  l o a n  

funds, t e c h n i c a l  ass i s tance  and t r a i n i n g  t o  he1 p  e s t a b l i s h  t o t a l l y  

s e l f - f i n a n c i n g  l o c a l  a u t h o r i t i e s .  

I n  a l l  o f  these cases, t h e  o p e r a t i n g  p r i n c i p l e  i s  t h a t  t h e  

b e n e f i c i a r i e s  o f  t h e  s e r v i c e  pay t h e  c o s t  o f  i t s  i n s t a l l a t i o n  and ope ra t i on .  

I n  Colombia, I v o r y  Coast and t he  P h i l i p p i n e s  t h e  c o s t s  a re  p a i d  d i r e c t l y  

th rough  s p e c i a l  l e v i e s  o r  month ly  charges. The l a n d  readjustment  system i n  
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Korea represen ts  a  more r a d i c a l  depa r t u re  i n  t h a t  t h e  m u n i c i p a l i t y ,  o r  

development agency, takes  l a n d  i n  l i e u  o f  cash payment. 

The process o f  u r b a n i z a t i o n  ( i  .e., c r e a t i n g  l a n d  w i t h  publ  i c  s e r v i c e s )  

g r e a t l y  inc reases  t h e  va lue  o f  raw land .  Wh i l e  m u n i c i p a l i t i e s  i n  many 

c o u n t r i e s  have moved t o  cap tu re  some of t h i s  i nc reased  va lue  i n  o r d e r  t o  pay 

f o r  t h e  c o s t  o f  p r o v i d i n g  i n f r a s t r u c t u r e ,  a lmost  none appear t o  have f u l l y  

e x p l o i t e d  t h e  va lue  t h a t  t hey  are,  i n  p a r t ,  c r e a t i n g .  t v e n  i n  t h e  Korean 

1  and read jus tment  system, t h e  rnunic ipa l i ty  i s  1  i m i  t e d  t o  r e c o v e r i n g  o n l y  i t s  

a c t u a l  c o s t s  t h rough  t h e  s a l e  o f  l a n d  i t  has t aken  as payment - surp luses  

must be r e i n v e s t e d  i n  t h e  i n d i v i d u a l  i n f r a s t r u c t u r e  p r o j e c t s .  I f  a  

m u n i c i p a l i t y  does n o t  b e n e f i t  d i r e c t l y  t r om  i nc reased  l a n d  va lues  c r e a t e d  by 

p r o v i s i o n  o f  pub l  i c  s e r v i c e s ,  i t s  main a1 t e r n a t i v e  i s  t o  r e c a p t u r e  sonie of 

t h e  va l ue  th rough  inc reasea  p r o p e r t y  taxes .  However, t h e  poor  e f f i c i e n c y  o t  

most p r o p e r t y  t a x  systems i n  deve lop ing  c o u n t r i e s  renders  t h i s  an 

i n e f f e c t i v e  mechanism f o r  e x p l o i t i n g  r i s i n g  l a n d  va lue .  

C o n t r o l l i n g  Costs i n  P u b l i c  Se rv i ce  t x p e n d i t u r e s  

A number o f  t h e  case s t u d i e s  d e a l t  w i t h  aspects  o f  c o s t  c o n t r o l  i n  

mun i c i pa l  s e r v i c e  d e l i v e r y  systems. I n  p a r t i c u l a r ,  t h e  case s t u d i e s  

addressed a  number o t  d i f f e r e n t  p o i n t s  i n  t h e  s e r v i c e  d e l i v e r y  process which 

a t t e c t  c o s t  o f  s e r v i c e s .  Severa l  m u n i c i p a l i t i e s  have under taken programs 

aimed a t  reduc ing  o v e r a l l  demand f o r  p u b l i c  se r v i ces .  The c i t y  o f  Lages has 

seve ra l  programs aimed a t  improv ing  t h e  income o f  r u r a l  i n h a b i t a n t s  o f  t h e  

m u n i c i p a l i t y  t o  stem t h e  p ressures  t o r  m i g r a t i o n  i n t o  t h e  c i t y  cen te r .  The 

c i t y  of Tamale has under taken a  program t o  channel r e s i d e n t i a l  g rowth  i n t o  

d e s i r e d  p a t t e r n s  (and away f r om haphazard s q u a t t e r  s e t t l e m e n t s )  t o  reduce 



t h e  c o s t  o f  " r e t r o f i t t i n g "  s q u a t t e r  se t t l emen ts  w i t h  urban se rv i ces .  The 

c i t y  o f  Daejeon, Korea, i s  work ing  t o  m a i n t a i n  p r o v i s i o n  o f  p u b l i c  

t r a n s p o r t a t i o n  se rv i ces  e n t i r e l y  i n  t h e  p r i v a t e  s e c t o r  so t h a t  t h a t  c i t y ,  

un l i ke Seoul , does n o t  have t o  p rov ide  pub1 i c  t r a n s p o r t a t i o n  o r  s u b s i d i z e  

e x i s t i n g  companies. 

Some o f  t h e  case s t u d i e s  dea l  w i t h  t h e  s e l e c t i o n  o f  low c o s t  models o f  

p u b l i c  s e r v i c e  d e l i v e r y .  I n  Lages, t h e  m u n i c i p a l i t y  has under taken a  

s e l t - h e l p  p u b l i c  hous ing program t h a t  t r a i n s  would be homeowners t o  

c o n s t r u c t  t h e i r  own houses and lends  them t h e  b u i l d i n g  m a t e r i a l s  t h a t  a r e  

f inanced on a  t e n  t o  twenty  y e a r  mortgage. The program produces hous ing 

u n i t s  a t  a  much lower n e t  c o s t  than  commonly found i n  hous ing programs 

th roughout  B r a z i l .  I n  Tamale and Sfax mun i c i pa l  government i s  p r o v i d i n g  

s e r v i c e d  hous ing s i t e s  w i t h  house c o n s t r u c t i o n  l e f t  t o  t h e  i n d i v ~ d u a l  

r es i den t s .  I n  t h e  Phi 1  i pp ines ,  t h e  Local  Water U t i  l i t i e s  A d m i n i s t r a t i o n  

conducts ve ry  c a r e f u l  f e a s ~ b ~ l i t y  and marke t i ng  s t u d i e s  p r i o r  t o  t h e  des ign  

o f  l o c a l  wa te r  systems; t h e  emphasis i s  on t h e  p r o v i s i o n  o f  an a p p r o p r i a t e  

l e v e l  o t  s e r v i c e  geared t o  t h e  resources o f  t h e  t a r g e t  popu la t i on .  I n  t h e  

case o f  t h e  Phi l l p p i n e s ,  p a r t i c u l a r  a t t e n t i o n  i s  p a i d  t o  t h e  a b i l i t y  t o  

m a i n t a i n  and expand l o c a l  wa te r  systems i n  t h e  system des ign  and wa te r  r a t e  

s e t t i n g .  

Concern f o r  s e r v i c e  p r o d u c t i v i t y  i s  n o t a b l e  i n  t h e  case s tudy  i n  

Cagayan de Oro City, P h i l i p p i n e s .  The l o c a l  wa te r  d i s t r i c t  ma in ta i ns  c l o s e  

watch on worker  p r o d u c t i v t y  and p rov ides  a  range o f  i n c e n t i v e s  f o r  good 

performance. Consequently, t h e  r a t i o  o f  s e r v i c e  consumers t o  employees i s  

more than  t w i c e  t h a t  o f  o t h e r  l o c a l  wa te r  d i s t r i c t s  i n  t h e  P h i l i p p i n e s .  



Service productivity has also been one focal point o t  the training programs 

devel oped by the Economi c and Rural Devel opment Management ( E R D M )  program i n 

Ghana. The ERDM project,  which t ra ins  local government o f f i c i a l s  and s t a f f s  

through mobile training seminars, has resulted in a number of productivity 

improvements in local governments i n  Ghana ranging from the creation o t  

performance incentive schemes to  the reduction of unnecessary s t a f t  

positions. Worker productivity in public services i s  particularly important 

since personnel costs have been shown t o  be the largest  item of local 

government budgets everywhere. Where data exis t  for  comparison, personnel 

and administrative costs appear to be rising rapidly as a proportion of 

total  local government expenditures. I n  Sousse, Tunisia, the centralization 

of personnel records through a single personnel department and the 

computerization of the records permitted the town administration t o  speed u p  

the payroll process w h i  l e reducing the potentia l t o r  fraudulent pay claims. 

P u t t i n g  Local Services on a Self-Financing Basis 

A number of public services can be run on a total  cost recovery basis. 

In addition t o  tne infrastructure services discussed above, several local 

governments in the study were t o u n d  t o  provide a number of other services on  

a sel f-financing bas1 s .  These include sol id waste col lection, markets, 

s l aughterhouses and industrial  parks. Typical ly, these services are tunded 

through separate accounts in order t o  keep them d i s t inc t  trom general fund 

expenditures of local government. In some instances, however, these 

accounts may be merged i n t o  the local general fund, as 1s the case w i t h  

solid waste collection in El Doret and Nakuru, Kenya and in Daejeon, Korea. 

While separate accounts for  these enterprises may be kept, t h i s  does n o t  



mean t h a t  a l l  cos t s  assoc ia ted  w i t h  t h e  e n t e r p r i s e  a r e  n e c e s s a r i l y  charged 

aga ins t  t h e  account. Of tent imes,  s t a t t  t ime,  equipment use, c a p i t a l  

investments  and o t h e r  cos t s  a r e  n o t  i nc l uded  i n  t h e  accounts,  p resen t i ng  a  

d i s t o r t e d  p i c t u r e  o f  " p r o f i  t a b i l  i ty". 

For  se rv i ces  o p e r a t i n g  on a  c o s t  recovery  bas i s ,  t h e r e  a r e  a  nun~ber o f  

cons ide ra t i ons  t h a t  m i r r o r  those o t  any p r i v a t e  e n t e r p r i s e .  The case s tudy  

of t h e  Cagayan de Oro Water D i s t r i c t  examined i n  d e t a i l  procedures f o r :  ( a )  

gene ra t i ng  inc reased  demand f o r  f e e  bea r i ng  wate r  se rv i ces ,  ( b )  expanding 

t h e  customer base t o  make e f f i c i e n t  use o f  f i x e d  c a p i t a l  investments ,  and 

( c )  aggress ive  f e e  c o l l e c t i o n .  

T r a i n i n g  o f  Local  Government O f f i c i a l s  and S t a f f  i n  F i n a n c i a l  

management 

Two case s t u d i e s  examined t r a i n i n g  i n  v a r i o u s  aspects  o f  l o c a l  

a d m i n i s t r a t i o n  and f i n a n c i a l  management. The ERDM program i n  Ghana t r a i n s  

l o c a l  o f f i c i a l s  and s t a f f s  i n  management through a  network o f  r e g i o n a l  

t r a i n i n g  teams t h a t  p r o v i d e  t r a i n i n g  sessions i n  t h e  home s i t e s  o f  t h e  

t r a i n e e s .  T r a i n i n g  i s  c a r r i e d  o u t  th rough  a  s e r i e s  o f  workshops which t ake  

p l ace  ove r  one t o  two y e a r  per iods .  The t r a i n i n g  focuses on problems 

i d e n t i f i e d  by t h e  l o c a l  o f t i c i a l s  and i s  custoni ized t o  h e l p  t h e  t r a i n e e  

group develop p r a c t i c a l  s o l u t i o n s  t o  the1 r problems. A number o t  t h e  

t r a i n i n g  sess ions have focused on f i n a n c i a l  management i ssues ,  r ang ing  f rom 

f e e  c o l  1  e c t i o n  i n  wate r  se rv i ces  t o  budget ing  procedures. 

The Local  Water U t i l i t i e s  A d m i n i s t r a t i o n  devotes cons ide rab le  resources 

t o  t r a i n i n g  l o c a l  o f f i c i a l  s / s t a f f s  i n  wate r  d i s t r i c t  f o r m a t i o n  and 

management. The LWUA has developed a  number of customized competency based 



programs f o r  t h e  d i f f e r e n t  groups o f  a c t o r s  i n v o l v e d  i n  r unn ing  l o c a l  wa te r  

d i s t r i c t s :  l o c a l  o f f i c i a l s ,  genera l  managers, eng ineers ,  f i n a n c e  o f f i c e r s ,  

c o n s t r u c t i o n  supe rv i so r s  and maintenance personnel .  LWUA has r e c e n t l y  

expanded i t s  t r a i n i n g  program t o  u t i l i z e  w e l l  e s t a b l i s h e d  l o c a l  wa te r  

d i s t r i c t s  as r e g i o n a l  t r a i n i n g  s i t e s .  T h i s  w i l l  p r o v i d e  c l o s e r  c o n t a c t  t o  

1  oca l  wa te r  d i s t r i c t s  and f u r t h e r  s t r eng then  LWUA's "hands on" approach t o  

t r a i n i n g .  

I n  summary, t h e  case s t u d i e s  r e v e a l  a  b read th  o f  i n n o v a t i v e  p r a c t i c e s  

i n  d e a l i n g  w i t h  f i n a n c i n g  l o c a l  government ope ra t i ons .  The case s t u d i e s  

p o i n t  o u t  t h a t  improvements can be made a t  v i r t u a l l y  any p o i n t  i n  t h e  

process. P u b l i c  s e r v i c e s  can be d e l i v e r e d  e f f i c i e n t l y  by l o c a l  government. 

Loca l  s t a f f  can be t r a i n e d  t o  ope ra te  s e r v i c e  d e l i v e r y  and f i n a n c i a l  

managment systems. Communities can r a i s e  and manage s i z e a b l e  f i n a n c i a l  

resources.  Furthermore, t h e r e  i s  cons ide rab le  r e c e p t i v i t y  on t h e  p a r t  o f  

l o c a l  o f f i c i a l s  t o  making t hese  types  o f  improvements. 

Wh i le  t h e  case s t u d i e s  p o i n t  up what can be done, i t  i s  e v i d e n t  t h a t  

these  p r a c t i c e s  a r e  n o t  widespread. The i n i t i a l  s t umb l i ng  b l o c k  seems t o  be 

one o f  i gnorance  - l o c a l  governments o f f i c i a l s  s imp l y  do n o t  have 

i n f o r m a t i o n  on what t hey  can do and how t o  do it. The program o u t l i n e d  i n  

s e c t i o n  1.1 above, s t r eng then ing  l o c a l  i n s t i t u t i o n s  t o  p r o v i d e  t e c h n i c a l  

ass is tance ,  p ro to t ypes ,  t r a i n i n g  and i n f o r m a t i o n  i s  a  necessary f i r s t  s t e p  

t o  improv ing  m u n i c i p a l  f i n a n c i a l  management i n  deve lop ing  c o u n t r i e s .  

Report  O u t l i n e  

The r e s u l t s  o f  e leven  case s t u d i e s  i n  e i g h t  c o u n t r i e s  a r e  r e p o r t e d  



i n  d e t a i l  i n  t h e  f o l l o w i n g  sec t i ons .  The case s tudy  m a t e r i a l  has been 

supplemented by pub l i shed  documents, unpub l i shed  work ing  papers, and 

i n t e r v i e w s  w i t h  nunierous i n d i v i d u a l s  f rom n ia jor  i n t e r n a t i o n a l  ass i s tance  

agencies, p r i n c i p a l l y  t h e  U.S. Agency f o r  I n t e r n a t i o n a l  Develop~nent,  t h e  

World Bank and t h e  I n te ramer i can  Development Bank. A l though t h e  p u b l i c  

f inance,  budget ing  and management l i t e r a t u r e  p e r t i n e n t  t o  mun i c i pa l  

f i n a n c i a l  management i n  deve lop ing  c o u n t r i e s  has been considered, t h e  

p r ima ry  conc lus ions  about f i n a n c i a l  management i s sues  and i n t e r v e n t i o n  

p o i n t s  a re  e m p i r i c a l l y  based on ou r  s i t e  v i s i t s  and t h e  observa t ions  o f  LDC 

mun i c i pa l ,  r e g i o n a l  and n a t i o n a l  o f f i c i a l s  w i t h  whom we met i n  t h e i r  

c o u n t r i e s ,  Washington, D.C. and a t  ou r  home base a t  t h e  Research T r i a n g l e  

I n s t i t u t e ,  No r th  Ca ro l i na .  

Th i s  r e p o r t  i s  o rgan ized  i n t o  s i x  sec t i ons .  Fo l l ow ing  t h e  Execu t i ve  

Summary i n  s e c t i o n  I ,  i n  s e c t i o n  2 we p resen t  t h e  o r g a n i z a t i o n  o f  t h e  

p r o j e c t  and a  d i scuss ion  o f  t h e  research  methods. I n  s e c t i o n  3, we d i scuss  

the  o v e r a l l  conceptual  framework i n c l u d i n g  an a n a l y s i s  o f  revenue 

genera t ion ,  expend i t u re  c o n t r o l  and management suppor t  models a p p l i c a b l e  t o  

mun ic ipa l  f i n a n c i a l  management. Sec t i on  4 p resen ts  a  summary o f  t h e  

s p e c i f i c  case s tudy  r e s u l t s ,  f o l l o w e d  i n  s e c t i o n  5 w i t h  ou r  recommendations 

f o r  s p e c i f i c  i n t e r v e n t i o n s  and genera l  i n t e r v e n t i o n  s t r a t e g i e s  f o r  improv ing  

f i n a n c i a l  management p r a c t i c e s .  Sec t ion  6 i s  t h e  s e t  o t  summary case s tudy  

r e p o r t s  on which t h e  o v e r a l l  r e p o r t  o f  r e s u l t s  and recommendations a r e  

based. 



2.0 Study D e s c r i p t i o n  and Methods 

Study Ra t i ona le  

T h i s  s tudy  was sponsored by t h e  O f f i c e  o f  Urban Development, 

Bureau f o r  Science and Techno logy , U.S. Agency f o r  l n t e r n a t i o n a l  

Development, as an i n t e r m e d i a t e  s t e p  i n  a  long- term program o f  t e c h n i c a l  

ass i s tance  i n  mun ic ipa l  management. The s tudy  was preceded by a  

s t a t e - o f - t h e - a r t  r ev i ew  o f  mun i c i pa l  f i nance  i n  deve lop ing  c o u n t r i e s  by 

Pro tessor  Roy Bahl o f  Syracuse U n i v e r s i t y .  The o r i g i n a l  i n t e n t  o f  t h e  

s t a t e - o f - t h e - a r t  rev iew was t o  document f i n a n c i a l  management problems and t o  

recommend a  program o f  AID t echn i ca  l ass is tance .  However, t h e  e m p i r i c a l  

b a s i s  f o r  such a  rev iew  s imp ly  d i d  n o t  e x i s t  i n  s u f f i c i e n t  q u a n t i t y  t o  

p e r m i t  A I D  t o  move immediate ly  i n t o  a  t e c h n i c a l  ass i s tance  program; b u t  t h e  

rev iew d i d  p r o v i d e  a  thorough grounding i n  t h e  genera l  r o l e  o f  

m u n i c i p a l i t i e s  i n  LDC p u b l i c  economies and e s t a b l i s h e d  a  b a s i s  f o r  f i e l d  

research.  

As a  r e s u l t  o f  t h e  f i r s t  phase rev iew e f f o r t ,  AID i ssued  a  reques t  f o r  

p roposa ls  f o r  a  s e t  o f  Urban F i n a n c i a l  Management case s t u d i e s .  The 

Research T r i a n g l e  I n s t i t u t e  was awarded t h e  subsequent c o n t r a c t  i n  1980 w i t h  

work completed i n  1982. S e l e c t i o n  o f  s i t e s ,  i d e n t i f y i n g  a p p r o p r i a t e  

personnel t o  be i n t e r v i e w e d  i n  t h e  h o s t  c o u n t r i e s  and a c t u a l  conduct o f  t h e  

case s tudy  s i t e  v i s i t s  were a l l  c o n t r a c t o r  r e s p o n s i b i l i t i e s ,  w i t h  rev iew and 

approval  o f  t h e  AID Techn ica l  Mon i to r .  I n t e r m e d i a t e  p roduc ts  r e q u i r e d  were 

a  r e v i s e d  t e c h n i c a l  and management p lan,  a  conceptual  framework t o  gu ide  t h e  

case s t u d i e s  and a  case s tudy  s i t e  v i s i t  p r o t o c o l .  The f i n a l  conceptual  



framework, s u b s t a n t i a l l y  r e v i s e d  and augmented as a  r e s u l t  of t h e  case 

s tud ies ,  i s  presented i n  s e c t i o n  3 o f  t h i s  r e p o r t .  The s i t e  v i s i t  p r o t o c o l  

i s  i n c l u d e d  i n  t h i s  s e c t i o n  as p a r t  of  t h e  methods d iscuss ion .  

2.2 Techn ica l  Approach 

2.2. i Study Organ i za t i on  

It was apparent  b o t h  from t h e  reques t  f o r  p roposa ls  and t h e  

s t a t e - o f - t h e - a r t  paper commissioned by AID t h a t  t h e r e  was n o t  a  s i g n i f i c a n t  

l i t e r a t u r e  from which one c o u l d  develop f i n a n c i a l  management ass i s tance  f o r  

LDC mun i c i pa l  i t i e s .  For  t h e  most p a r t ,  t h e  e x i s t i n g  1  i t e r a t u r e  f o l l o w s  

p u b l i c  f i nance  models and dea l s  w i t h  aggregate da ta  r e l a t e d  t o  t h e  r o l e  o f  

t h e  l o c a l  government s e c t o r  i n  t h e  p u b l i c  LDC economy. The s t a t e - o f - t h e - a r t  

paper summarized t h a t  l i t e r a t u r e  w e l l  and p rov ided  t h e o r e t i c a l  

j u s t i f i c a t i o n s  f o r  examining revenue genera t ion .  However, no e m p i r i c a l  

i ns tances  o f  s p e c i f i c ,  success tu l  f i n a n c i a l  management p r a c t i c e s  were 

il l u s t r a t e d ,  and t h e  e n t i r e  expend i t u re  s i d e  was b a r e l y  covered. Our 

problem, t h e r e f o r e ,  was f i r s t  t o  l o c a t e  s m a l l - t o  medium-sized LDC 

m u n i c i p a l i t i e s  w i t h  success fu l  f i n a n c i a l  management p r a c t i c e s  and then  t o  

s e l e c t  a  sample f o r  case s t u d i e s  t h a t  would cover  a  range o f  problems and 

s o l u t i o n s  i n  b o t h  revenue gene ra t i on  and expend i t u re  c o n t r o l .  

Desp i te  t h e  t a c t  t h a t  t h e  l i t e r a t u r e  was q u i t e  sparse, we assumed t h a t  

t h e  c o l l e c t i v e  exper ience  o f  t h e  ma jo r  i n t e r n a t i o n a l  ass i s tance  agencies,  

i n c l  ud ing  AID, cou ld  be tapped t o  i d e n t i f y  promi s i n g  cand ida te  

m u n i c i p a l i t i e s  f o r  case s tud ies .  E a r l y  i n  t h e  p r o j e c t ,  t h e r e f o r e ,  we 
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contacted by telephone, in person, and by mail, program off icers ,  country 

desk off icers ,  and a variety of consultants, asking general questions about 

the i r  experience w i t h  LDC mun~cipal i t ies  that were "reputed t o  be" or  "known 

to the contact" to be generally well managed. In  t h i s  process, we found 

that  project or program oft icers  who  were or had been responsible fo r  

numerous " s i t e s  and  services" projects in severa l countries often were able 

to  suggest candidate municipalities and, i n  several instances, s p e c ~ f i c  

aspects ot municipal financial management. Furthermore, project reports 

that  focused on the loan ac t iv i ty ,  for  example, a housing project, often 

contained material relevant to  municipal finance in the locality or  

loca l i t ies  in which the loan act ivi ty was t a k i n g  ( h a d  taken) place. 

The more promising candidate municipalities were followed u p  through 

consultants and other international assistance agency personnel to  secure as 

much written and informal material as possible. While we confirmed the 

previous experience of the AID Urban Development Office i n  noting a lack of 

empirical l i t e ra tu re ,  we did discover through th i s  "backdoor" process a 

sizable amount of 1 i te ra ture  reporting on various municipal -related loan 

projects that  contained incidental information on municipal financial 

management practices. These verbal and written sources were suff icient  t o  

identify a promising se t  o t  case study s i t e s .  

The original study design called fo r  selection of a l l  case study s i t e s  

prior t o  conduct of any of the s i t e  v i s i t s .  Early in our contacts with 

lending agency personnel, i t  was apparent tha t  a bet ter  strategy would be t o  

begin the case study s i t e  v i s i t s  as soon as a few viable s i t e s  could be 

selected. Following the l a t t e r  strategy enabled us to  improve on our s i t e  



v i s i t  methods and, in some instances, p u t  us in contact with individuals or 

organizations who suggested other case study s i t e s .  Furthermore, the 

practical necessity of f i t t i n g  our research schedule to  host country 

requirements and A I D  mission schedules meant that  concentrating a l l  the s i t e  

v i s i t s  in a short calendar period would have been in~possible. 

S i te  v i s i t s  were conducted by two to three person teams. In each case, 

host country consultants were contacted to a s s i s t  i n  the actual s i t e  v i s i t ,  

t o  col lect  background information available only in the s i t e  v i s i t  country, 

and to a s s i s t  i n  set t ing u p  the interviews with national and local 

of f ic ia ls .  For Kenya and Colombia, s i t e  v i s i t s  were canceled because A I D  

mission personnel were unable to support the v i s i t .  However, suf f ic ient .  

documentary material, and, in the Kenya case, a v i s i t  t o  RTl by a national 

government of f ic ia l  responsible fo r  local government t raining,  enabled us to  

complete a case study without a s i t e  v i s i t .  The Ghana case study was made 

possible by the presence in Ghana of an RTI s t a f f  member on a long-term 

local government assistance project. 

Following each s i t e  v i s i t ,  the individuals conducting the v i s i t  briefed 

the fu l l  project team on the specific financial management practices 

examined, the problems encountered, and suggestions for  subsequent s i t e  

v i s i t s .  The fol lowing subsection detai Is the specif ic  methodological 

elements of the study. 

2 . 2 . 2  Methods 

The overall study approach called fo r  the selection of several 

cases of successful financial management practices and the documentation of 



these p r a c t i c e s  i n  such a  way t h a t  o t h e r  m u n i c i p a l i t i e s  and A I D  t e c h n i c a l  

ass i s tance  e f t o r t s  cou ld  b e n e f i t  from t h e  case s tud ies .  A1 though case 

s t u d i e s  a r e  t r e a t e d  i n  many research  des ign  t e x t s  as a  compromise des ign  t o  

be under taken o n l y  as a  l a s t  r e s o r t  1' case s tudy  des igns occupy an 

i n c r e a s i n g l y  respected p lace  i n  p o l i c y  research.  2' T h e i r  va lue  i s  

p r i m a r i l y  i n  expos ing u n d e r l y i n g  p a t t e r n s  i n  complex s o c i a l  and p o l i t i c a l  

r e l a t i o n s h i p s  t h a t  make sense o f  observed outcomes and i n  t a k i n g  as p r imary  

da ta  t h e  exp lana to ry  concepts and understandings o f  t h e  p a r t i c i p a n t s  

themselves. Yin,  f o r  example, notes t h a t  t h e  need f o r  a  case s tudy  des ign  

" a r i s e s  whenever an e m p i r i c a l  i n q u i r y  must examine a  contemporary phenomenon 

i n  i t s  r e a l - l i f e  con tex t ,  e s p e c i a l l y  when t h e  boundar ies between phenomenon 

and c o n t e x t  a r e  n o t  c l e a r l y  ev i den t " .  2' The u t i l i t y  o f  case s tudy  des igns 

depends p r i n a r i  l y  on t h e  adequate i d e n t i f i c a t i o n  and measurement of 

con tex tua l  v a r i a b l e s  which desc r i be  t h e  s i m i l a r i t i e s  and d i f f e r e n c e s  from 

one case t o  t h e  n e x t  and t h e  e x t e n t  t o  which da ta  c o l l e c t i o n  and obse rva t i on  

procedures a r e  fo l lowed u n i f o r m l y  i n  each case s tudy.  

For  o u r  p r o j e c t ,  i t  was ex t reme ly  impo r tan t  t h a t  each case s tudy  have 

some re levance  beyond i t s  own coun t r y  con tex t .  Considerable e f t o r t ,  

t h e r e f o r e ,  was devoted i n  each case t o  l i n k  t h e  s p e c i f i c  f i n a n c i a l  

management p r a c t i c e s  be ing  examined t o  t h e  l o c a l  government c o n t e x t  and t o  

I i n k  t h e  l a t t e r  t o  t h e  genera l  r o l e  of m u n i c i p a l i t i e s  i n  t h e  coun t r y  

p o l i t i c a l  and economic systems. T h i s  enabled us i n  t h e  recommendations 

s e c t i o n  o f  t h i s  r e p o r t  t o  t ake  s p e c i f i c  no te  o f  c i rcumstances i n  which 

e f f e c t i v e  f i n a n c i a l  management p r a c t i c e s  would r e q u i r e  changes i n  l o c a l  o r  



n a t i o n a l  s t a t u t e s  o r  p r a c t i c e s  i n  o r d e r  t o  be implemented i n  ano ther  

coun t r y .  

Furthermore, o u r  s e l e c t i o n  o f  case s t u d i e s  t o  be c a r r i e d  o u t  was 

i n f l u e n c e d  by t h e  need t o  extend t h e  r e s u l t s  beyond t h e  s p e c i f i c  cases. 

S ince case s tudy  des igns cannot r e l y  on l a rge  sample obse rva t i ons  o r  

exper imenta l  methods, t h e i r  g e n e r a l i z a b i l i t y  i s  a f f e c t e d  ma in l y  by 

i n c o r p o r a t i n g  s u b s t a n t i v e  s tudy  o b j e c t i v e s  i n t o  t h e  s e l e c t i o n  process. We 

u t i l i z e d  f o u r  c r i t e r i a  i n  t h e  s e l e c t i o n  process: 

1. i n c l u s i o n  o f  a  wide range o f  a t t r i b u t e s  across t h e  case 
s tud ies ;  

2 .  i d e n t i f i c a t i o n  o f  common a t t r i b u t e s  between t h e  s e t  of case 
s tudy  s i t e s  and what t h e  genera l  l i t e r a t u r e  descr ibes  as 
l o c a l  government f i n a n c e  i n  LDC's; 

3. i s o l a t i o n  of i n h e r e n t l y  un ique a t t r i b u t e s  w i t h i n  t h e  case 
s tud ies ,  and 

4. examinat ion o f  t h e  con tex tua l  a t t r i b u t e s  o t  each case example. 

The l a s t ,  re levance  o t  c o n t e x t u a l  a t t r i b u t e s ,  i n  a  b a s i c  sense d r i v e s  t h e  

o t h e r  t h ree .  Thus, i n  t h e  research  des ign,  cons ide rab le  a t t e n t i o n  was p a i d  

t o  t h e  p o l i t i c a l  and economic c o n t e x t  w i t h i n  which l o c a l  government 

operates,  p e r m i t t i n g  i n  o u r  subsequent comparisons t h e  i d e n t i f i c a t i o n  of 

u n d e r l y i n g  commonal i t ies  and d i f f e r e n c e s .  

F i n a l l y ,  we developed a  s tandard  s i t e  v i s i t  p r o t o c o l  t h a t  was used as a  

genera l  gu ide  f o r  conduc t ing  each case s tudy.  The p r o t o c o l  i s  reproduced 

here t o  desc r i be  t h e  s i t e  v i s i t  p r e p a r a t i o n  and a c t u a l  s i t e  v i s i t  

observa t ions  c a r r i e d  o u t  by team members a t  each s i t e .  Local  c i rcumstances, 

o f  course, meant t h a t  n o t  a l l  elements o f  t h e  p r o t o c o l  c o u l d  be c a r r i e d  o u t  

i n  each v i s i t .  



I n  summary, t h e  case s tudy  method assembles as much i n f o r m a t i o n  as 

necessary t o  f o rm  a  complete p i c t u r e  o f  why t h e  i n n o v a t i o n  was in t roduced,  

how i t  was i n t r oduced  and operated, who i s  needed t o  r u n  i t ,  and what impact 

has been achieved. 

Case s tudy  v i s i t s  u s u a l l y  l a s t e d  f o r  one week. Given t h e  s h o r t  p e r i o d  

o f  t ime  f o r  t h e  v i s i t ,  cons ide rab le  emphasis was p laced  on s e l e c t i u g  

i n f o r m a t ~ o n  f r om a  number o f  sources t o  t r y  t o  v e r i f y  and c ross  check t h e  

i n fo rma t i on  rece ived .  Case s t u d i e s  no rma l l y  were based on a  s e r i e s  o f  

i n t e r v i e w s  w i t h  key a c t o r s  i n  t h e  s e r v i c e  d e l i v e r y  and f i n a n c i a l  management 

systems, supplemented by as much pub1 i shed  i n f o r m a t i o n  as cou I d  be 

assembled. We rece i ved  a  h i g h  degree o f  coope ra t i on  among l o c a l  government 

o f f i c i a l s  i n  p a r t i c i p a t i n g  i n  t h e  s tudy.  T h i s  can be a t t r i b u t e d  t o  two 

f a c t o r s .  The f i r s t  one i s  t h a t  s e l e c t i o n  as a  case s tudy  s i t e  i s  something 

o f  an honor f o r  t h e  l o c a l  m u n i c i p a l i t y  s i n c e  they  were s t u d i e d  because t hey  

were successfu l ,  i nnova t i ve ,  and be ing  cons idered  as a  model f o r  o t h e r  

deve lop ing  c o u n t r i e s .  Secondly, cons ide rab le  a t t e n t i o n  was g i v e n  t o  

a r rang ing  t h e  s i t e  v i s i t  th rough  b o t h  h o s t  coun t r y  government channels as 

w e l l  as o f f i c i a l  U.S. government channels so t h a t  t h e  l o c a l  o f f i c i a l s  

understood t h a t  b o t h  t h e i r  own government as w e l l  as t h e  U.S. government was 

i n t e r e s t e d  i n  t h e i r  coope ra t i on  i n  t h e  s tudy .  



E x h i b i t  2 .  Case Study Protocol  

Object ive:  To descr ibe the  i n fo rma t ion  t o  be gathered f o r  each 
study and t o  descr ibe p o t e n t i a l  sources. 

INTRODUCTION 

Each case study should be d e s c r i p t i v e  o f  a  successful  f i n a n c i a l  
management p r a c t i c e ,  t he  s e t t i n g  w i t h i n  which the  p r a c t i c e  occurs, i t s  
d isseminat ion p o t e n t i a l ,  and t h e  poss ib le  mechanisms o r  mediums f o r  
d i  ssernination. 

I n  t h i s  p r o j e c t ,  successful  i s  a  r e l a t i v e  term meaning a  p r a c t i c e ,  
procedure o r  system t h a t  i s  reputed t o  work no t i ceab ly  b e t t e r  a t  accom- 
p l i s h i n g  some s p e c i f i c  f i n a n c i a l  management ob jec t i ve (s ) .  " B e t t e r  than" 
imp l i es  a  comparative concept o f  successful  i n c l u d i n g  comparisons w i t h i n  
the  same c i t y ,  among c i t i e s  w i t h i n  the  same count ry  o r  among c i t i e s  i n  
developing count r ies .  For purposes o f  t h i s  p r o j e c t ,  however, a  case 
study o f  a  s p e c i f i c  f i n a n c i a l  management p r a c t i c e  i n  a  s p e c i f i c  c i t y  i s  
use fu l  on l y  i f  the  study would be i n s t r u c t i v e  f o r  o the r  developing 
count ry  c i t i e s .  Thus, t he  judgement i s  made i n  advance t h a t  a  f i n a n c i a l  
management p r a c t i c e  has d isseminat ion  value be fore  we w i l l  regard  i t  as 
a  use fu l  case study. I n  t u r n ,  i t  has d isseminat ion value i f  i t  would 
improve some o ther  c i t y ' s  f i n a n c i a l  management capac i t y  - and i f  i t s  
f ea tu res  are  adaptable i n  o the r  s e t t i n g s  ( i . e . ,  n o t  i n h e r e n t l y  unique t o  
the  case study c i t y ) .  As a  r e p u t a t i o n a l  concept, we w i l l  be r e l y i n g  on 
t h e  case study i d e n t i f i c a t i o n  and s e l e c t i o n  process t o  uncover success- 
f u l  p rac t ices ,  The s i t e  v i s i t  i s  - n o t  in tended t o  l o c a t e  a  successfu l  
p r a c t i c e  a f t e r  we ge t  there.  

A management p r a c t i c e  i s  a  s p e c i f i c  method, procedure o r  system f o r  
o rgan iz ing  personnel and i n fo rma t ion  t o  achieve a  s p e c i f i c  ob jec t i ve .  
F inanc ia l  management p r a c t i c e s  i n  p a r t i c u l a r  are designed t o  manage t h e  
c o l l e c t i o n  o f  revenues o r  t he  expendi ture o f  funds. We are  i n t e r e s t e d  
e i t h e r  i n  narrowly de f i ned  p r a c t i c e s  in tended t o  accomplish a  p a r t i c u l a r  
o b j e c t i v e  such as c o l l e c t i o n  o f  a  market s t a l l  tax ,  o r  i n  broad manage- 
ment systems such as an i n t e g r a t e d  p lanning-budget ing system. A s p e c i f i c  
p r a c t i c e  o r  procedure designed t o  manage the  c o l l e c t i o n  o f  revenues 
might  be designed to :  

1. Improve the  o rgan iza t i on  o f  i n fo rma t ion  about revenue ob l i ga -  
t i o n s  such t h a t  those from whom revenue i s  due are  known, t he  amounts 
owed a re  known, and whether o r  n o t  t he  revenue i s  rece ived i s  known. 

Examples: Proper ty  assessment procedure; t a x  reco rd  keeping system; 
f i l e  search mechanism; system f o r  c o l l a t i n g  i n f o r m a t i o n  from d i f f e r e n t  
sources. 

2. Improve revenue c o l l e c t i o n  o r  enforcement mechanisms. 

Examples: System f o r  c u t t i n g  o f f  se rv i ce  f o r  f a i l u r e  t o  pay taxes; 
mechanism f o r  i d e n t i f y i n g  a l l  persons o r  o rgan iza t ions  l i a b l e  f o r  a  tax ;  
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method f o r  e s t i m a t i n g  o r  measuring amount o f  use i n  o r d e r  t o  determine 
user  charge. 

3. Improve f i n a n c i a l  management p l ann ing .  

Examples: a) Revenue - procedure f o r  e s t i m a t i n g  t o t a l  revenue 
a v a i l a b l e  ( o r  c o l l e c t a b l e )  w i t h i n  a  g i ven  t i m e  p e r i o d ,  procedure f o r  
e s t i m a t i n g  y i e l d  f rom a  s p e c i f i c  source; and b) Expend i tu re  - method 
f o r  a l l o c a t i n g  expend i tu res  over  a  s p e c i f i c  t ime  p e r i o d  t o  p r e v e n t  
unbalanced spending o r  year-end s h o r t f a l l ,  method f o r  e s t i m a t i n g  demand 
o r  need f o r  a  s p e c i f i c  se rv i ce .  

4. Improve f i n a n c i a l  accountabi  1  i ty .  

Examples: Account ing system f o r  r e c o r d i n g  t o  l e g a l  a u t h o r i z a t i o n ,  
measurement system f o r  assess ing r e s u l t s  o f  expend i tu res .  

CASE STUDY CONTENTS 

A  case s tudy  should document a  f i n a n c i a l  management p r a c t i c e  such 
as descr ibed  above i n  terms o f :  

- i t s  purpose; 

- d e t a i l e d  d e s c r i p t i o n  o f  t h e  p r a c t i c e ;  

- why, how and by whom i t was i n i t i a t e d ;  

- h o w l o n g i t t o o k t o b e p u t i n t o e f f e c t ;  

- what ev idence,  i f  any, has been c o l l e c t e d  t h a t  i t  works b e t t e r  
than  what e x i s t e d  be fo re ;  

- who, i f  anyone, has expressed any i n t e r e s t  i n  see ing  o r  l ea rn -  
i n g  about  t h e  p r a c t i c e ;  

- what resources a r e  r e q u i r e d  t o  e s t a b l i s h  t h e  p r a c t i c e  (number 
o f  personne l ,  t ime,  equipment, space, t r a i n i n g  o r  educa t ion ,  
f i nances) ; 

- what resources a r e  r e q u i r e d  t o  opera te  t h e  p r a c t i c e  (personne l ,  
t ime,  e t c . ) .  

a. I n  a d d i t i o n ,  each case s tudy  should p r o v i d e  a  d e t a i l e d  desc r i p -  
t i o n  o f  t h e  s e t t i n g  w i t h i n  which t h e  f i n a n c i a l  management p r a c t i c e  takes  
p l a c e  i n c l  u d i  qg: 

1. A  d e t a i l e d  d e s c r i p t i o n  o f  t h e  c i t y ' s  f u n c t i o n a l  respons i -  
b i l i t i e s  w i t h i n  t h a t  c o u n t r y ' s  governmental system (what f u n c t i o n s  i t  
per fo rms,  what se rv i ces  i t  p rov ides ) .  T h i s  d e s c r i p t i o n  shou ld  focus on 
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the  r o l e  o f  l o c a l  government i n  t h a t  count ry  and the  r e l a t i o n s h i p  between 
l o c a l  and reg iona l  and l o c a l  and c e n t r a l  government. 

2. An est imated a l l o c a t i o n  o f  e f f o r t  t o  each o f  these funct ions 
o r  serv ices i n  such terms as personnel,  d o l l a r s ,  c a p i t a l  f a c i l i t i e s .  
Use the  munic ipal  budget, i f  poss ib le ,  o r  ask f o r  est imates from i n t e r -  
viewed c i t y  o r  na t i ona l  o f f i c i a l s .  

3. A d e s c r i p t i o n  o f  a l l  sources o f  revenue and the  amounts 
(ac tua l ,  p ropo r t i on )  from each. 

4. A t  l e a s t  some crude i n d i c a t o r s  o f  demand o r  need f o r  
serv ices such as popu la t i on  s ize ,  popu la t i on  dens i t y ,  pe r  c a p i t a  income, 
1  i te racy  , e tc .  

5. Describe o the r  "serv ices"  t h a t  a re  i n  some sense " d e l i v e r -  
ed" by o the r  l e v e l s  o r  u n i t s  o f  government. The d e s c r i p t i v e  ma te r ia l  
r e l a t e d  t o  the  s e t t i n g  and the  f i n a n c i a l  management p r a c t i c e  a l s o  should 
r e s u l t  i n  a  c l a s s i f i c a t i o n  o f  t he  c i t y  i n t o  the  typo logy  developed f o r  
the  work p lan.  

b. F i n a l l y ,  each case study should discuss the  d isseminat ion  
p o t e n t i a l  o f  each management p r a c t i c e  documented. To accomplish t h i s ,  
t he  s i t e  v i s i t  should ascer ta in :  

1. For t h e  s t a f f  connected w i t h  the  p r a c t i c e ,  how are they  
t r a i n e d  and where (genera l l y  and w i t h  s p e c i f i c  re fe rence t o  t h e  prac- 
t i c e ) ?  Do they represent  some basic  approach o r  school o f  thought? 

2. What a re  t h e  job  qua1 i f i ca t i ons / requ i remen ts  f o r  the  
s t a f f  connected w i t h  the  p r o j e c t  (e.g., a re  they pro fess iona l  o r  tech- 
n i c a l  s k i l l s ,  p o l i t i c a l  appointments, e tc . )?  

3. What are  t h e  l i n k s  between c i t y  o f f i c i a l s / t e c h n i c a l  
personnel and s i m i l a r  p o l i t i c a l  o r  t echn ica l  people ou ts ide  t h e  c i t y ?  
To whom do they t a l k  about management? How o f ten?  Fornial ly o r  i n f o r -  
ma l ly?  What sources do they read? Do they  belong t o  o rgan iza t ions  t h a t  
a re  r e l a t e d  t o  c i t y  management o r  admin i s t ra t i on ,  do they  a t tend  meetings? 
Even i f  they are  n o t  members, do they know o f  any such organ iza t ions? 

CASE STUDY OBSERVATION/DATA COLLECTION 

Case study observat ions* a re  o f  e i t h e r  t h e  c h a r a c t e r i s t i c s  o f  a  
s p e c i f i c  f i n a n c i a l  management p r a c t i c e  o r  o f  t h e  c i  rcumstances w i t h i n  
which the  management p r a c t i c e  operates. Background p repa ra t i on  f o r  each 
case study, u t i l i z i n g  resources and as consu l tan ts ,  World Bank s t a f f ,  
A I D  s t a f f ,  o ther  i n d i v i d u a l s  w i t h  f i r s t - h a n d  knowledge and pub l ished 

7 
The term observat ions inc ludes  ma te r ia l  ex t rac ted  from pub l ished and 

unpubl ished sources, i n te rv iews  conducted by RTI p r o j e c t  s t a f f  o r  o thers ,  
and ac tua l  observat ion ons i te .  
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m a t e r i a l ,  should r e s u l t  i n  a  considerable d e s c r i p t i o n  o f  t he  general 
governmental and economic circumstances a f f e c t i n g  a  p a r t i c u l a r  case 
study urban government. Minimal ac tua l  i n fo rma t ion  about t h e  s p e c i f i c  
f i n a n c i a l  management p r a c t i c e  t o  be documented i n  t h e  case s tudy  nor- 
m a l l y  w i l l  be obta ined through these secondary sources. The f o l l o w i n g  
ca tegor ies  d e f i n e  t h e  essen t i a l  observa t iona l  elements t o  be assessed 
f o r  each case study. 

1. C h a r a c t e r i s t i c s  o f  F inanc ia l  Management P r a c t i c e  

a. S t ruc ture :  S t ruc tua l  c h a r a c t e r i s t i c s  d e f i n e  t h e  bas i c  
"givens" o f  a  s p e c i f i c  f i n a n c i a l  management p r a c t i c e .  They are s t a t i c  
i n  t h a t  they  do n o t  descr ibe  how o r  why a  g iven p r a c t i c e  works, b u t  they 
do descr ibe the  personnel,  m a t e r i a l ,  and o rgan iza t i ona l  resources t h a t  
a re  u t i  1  ized.  

(1) Personnel: How many personnel a re  r e g u l a r l y  i n v o l v e d  
( t ry  t o  est imate f u l l - t i m e  equ iva len t )?  For each person ( o r  p o s i t i o n )  
what a re  t h e i r  j ob  re1  a ted  s k i  11 s, t r a i n i n g ,  t echn ica l  requirements ( t r y  
t o  determine i f  the re  i s  u n d e r t r a i n i n g  o r  o v e r t r a i n i n g ) ?  What are the  
sources of these techn ica l  s k i l l s  ( a t  a  minimum, determine whether 
t r a i n i n g  a t  a  l o c a t i o n  some d is tance from the  a p p l i c a t i o n  i s  necessary 
and whether i t  i s  i n  count ry  o r  no t )?  

(2) Organizat ion:  How i s  t h e  work organized ( f l o w  
handled s e q u e n t i a l l y  as i t  comes i n ,  f i r s t  i d f i r s t  o u t  o r  s i m i l a r  
minimum l e v e l  o f  p r i o r i t y  s o r t i n g ;  batch -- d i v i d e d  i n t o  batches o r  
groups o f  i d e n t i c a l  o r  r e l a t e d  tasks;  problem-solv ing -- t a s k  teams 
c o n s t i t u t e d  f o r  spec i f c  problems; h i e r a r c h i c a l  -- f u n c t i o n a l  spec ia l -  
i z a t i o n  and r e l a t i v e l y  f i x e d  management s t r u c t u r e ) ?  Th is  d e s c r i p t i o n  
should - n o t  be s imply t h e  formal o rgan iza t i on  o f  a  department. It should 
focus on how t h e  work associated w i t h  the  s p e c i f i c  management p r a c t i c e  
i s  normal l y  hand1 ed. 

(3) Technology: What a re  t h e  techno log i ca l  components 
o f  t h e  work process (computer, paper and p e n c i l ,  manual f i l e s ,  e t c . ) ?  
What i s  essen t i a l  versus what cou ld  be considered superf luous o r  h e l p f u l  
b u t  no t  necessary? 

b. Process: Process measures focus t h e  a c t i v i t i e s  a c t u a l l y  
c a r r i e d  ou t  i n  connect ion w i t h  t h e  f i n a n c i a l  management process and 
descr ibe  t h e i r  volume o r  quan t i t y .  T y p i c a l l y  they measure i n  u n i t s  of 
output .  For se rv i ce  r e l a t e d  a c t i v i t e s  they  may be number o f  persons 
served, processed, d e a l t  w i t h ,  e t c . ,  o r  number o f  work u n i t s  accom- 
p l i s h e d  such as permi ts  issued, b i l l s  sent ,  e tc .  For revenue r e l a t e d  
a c t i v i t i e s ,  they may be such th ings  as number o f  t axab le  u n i t s  counted, 
recorded, examined, etc .  

c. Outcome/Impact: Outcome measures assess t h e  e f f e c t s  o f  
a c t i v i t i e s  c a r r i e d  out.  We should t r y  t o  assess t h i s  as a  s t r u c t u r a l  
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element (does the  admin i s t ra t i ve  u n i t  i t s e l f  attempt t o  measure out-  
comes) and as ac tua l  outcomes such as percentage o f  taxab le  u n i t s  
a c t u a l l y  co l l ec ted ,  ex ten t  (percent) o f  popu la t ion  served, e tc .  

2. Charac te r i s t i cs  o f  Operat ing Context 

I n  a d d i t i o n  t o  the  bas ic  c h a r a c t e r i s t i c s  o f  the  p o l i t i c a l  and 
economic system and the  d i v i s i o n  o f  r e s p o n s i b i l i t i e s  f o r  revenue genera- 
t i o n  and serv ice  p r o v i s i o n  among na t iona l ,  reg iona l  and l o c a l  govern- 
ments (see l i s t  a t  end), we a l so  should assess the  degree o f  opera t iona l  
autonomy a t  the  l o c a l  government l e v e l  ( v i s  a  v i s  reg iona l  and n a t i o n a l )  
f o r  decis ions concerning revenues and serv ice  p rov i s ion .  Focusing on 
the  s p e c i f i c  f i n a n c i a l  management p r a c t i c e  o r  system t h a t  i s  t h e  sub jec t  
o f  t he  case study, we should document e x p l i c i t l y  t he  nature o f  dec is ions  
t h a t  a f f e c t  and e f f e c t  the  p r a c t i c e ,  who makes those decis ions,  how 
autonomous the  ac tors  are, and i f  and how those decis ions o r  the  r e s u l t s  
o f  those decis ions are reviewed by others. F i n a l l y ,  we should at tempt 
t o  measure the  need o r  demand f o r  the  s p e c i f i c  management p r a c t i c e  where 
possib le.  This cou ld  i nc lude  such measures as popu la t ion  served, geo- 
graphic area covered, number o f  p roper t y  u n i t s ,  volume o f  market t r a f f i c ,  
e tc .  I n  r e l a t i o n  t o  measures o f  serv ice  de l i ve red  (e.g., percent  o f  
p r o p e r t i e s  serv iced by  water system), demand o r  need est imates prov ide  a  
basis f o r  measuring e f f i c i e n c y  o f  e f fec t iveness.  
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3.0 Study Framework 

General Model o f  Urban F i n a n c i a l  Management 

Almost a1 l approaches t o  mun i c i pa l  f i n a n c i a l  management i n  

deve lop ing  c o u n t r i e s  have been tocused on i n c r e a s i n g  revenue g e n e r a t i o n  of 

l o c a l  government u n i t s .  4' T h i s  i s  unders tandab le  s i n c e  t h e  ev idence  

i n d i c a t e s  t h a t  i n  a lmos t  a l l  deve lop ing  c o u n t r i e s ,  l o c a l  government revenues 

have n o t  k e p t  up w i t h  expend i t u res  i n  t h e  r e c e n t  pas t .  5' It i s  w e l l  

e s t a b l i s h e d  t h a t  economic development i s  assoc ia ted  w i t h  a  r i s i n g  share  o f  

GNP devoted t o  t h e  p u b l i c  s e c t o r  and t h a t  inc reased  p u b l i c  inves tments  i n  

p r o d u c t i v e  i n f r a s t r u c t u r e  i s  e s s e n t i a l  t o  economic growth.  5' There fo re ,  

i n c r e a s i n g  pub1 i c  expend i t u res  i s  seen as d e s i r a b l e ;  t h e  prob lem i s  r a i s i n g  

revenues t o  match e x p e n d i t u r e  needs. Th i s  p reoccupa t ion  w i t h  revenue 

gene ra t i on  has been f u r t h e r  s t reng thened  by r e p o r t s  o f  a  number o f  e x p e r t s  

t h a t  t h e r e  i s  c o n s i d e r a b l e  room f o r  improv ing  revenue c o l  l e c t i o n  r a t e s  

( p a r t i c u l a r l y  1  oca l  p r o p e r t y  t axes )  among l o c a l  governments i n  devel  op i ng  

c o u n t r i e s .  

Wh i le  i t  i s  c l e a r  t h a t  t h e r e  i s  much t h a t  can be done t o  improve 

revenue gene ra t i on  c a p a b i l i t i e s  o f  l o c a l  governments, n o t  enough a t t e n t i o n  

has been focused on t h e  o t h e r  s i d e  of t h e  mun i c i pa l  f i n a n c i a l  management 

equa t lon ,  improv ing  e f f i c i e n c y  i n  mun i c i pa l  expend i tu res .  Almost a l l  

p rev i ous  work on p u b l i c  f i n a n c e  i n  deve lop ing  c o u n t r i e s  has focused on t h e  

q u a n t i t y  o f  p u b l i c  expend i t u res  (and t h e  need t o  r a i s e  them) r a t h e r  than  t h e  

q u a l i t y  o f  these  expend i tu res .  However, a  ba lanced  model o f  u rban  f i n a n c i a l  

management must address b o t h  expend i t u re  and revenue i s sues .  T h i s  i s  



p a r t i c u l a r l y  t r u e  t o r  l o c a l  governments o t  deve lop ing  c o u n t r i e s  t o r  t h r e e  

reasons : 

1. Developing coun t r y  l o c a l  governments a r e  l a r g e l y  l i m i t e d  by law i n  
t h e i r  t axab le  revenue base. Cent ra l  governments have preempted 
e n t i r e l y  some revenue sources and o f t e n  pose l i m i t s  and r a t e  
c e i l i n g s  on many o t h e r  revenue sources. The n e t  e f f e c t  i s  t o  
l i m i t  t h e  amount o f  revenues t h a t  can be generated by a l o c a l  
government i n  most developing coun t r i es .  

2. l he re  i s  mount ing evidence t h a t  much can be done t o  p rov ide  
mun ic ipa l  se rv i ces  a t  lower  u n i t  c o s t  through i n n o v a t i v e  s e r v i c e  
d e l i v e r y  design, s e l f - f i n a n c i n g  and c o s t  recovery  schemes. Costs 
savings through i nnova t i ons  on t h e  expend1 t u r e  s i d e  can reduce 
demands on revenue genera t ion  and make scarce resources go 
f u r t h e r .  

3 .  There a re  a number o f  d i r e c t  i n t e r a c t i o n s  between s e r v i c e  d e l i v e r y  
expendi tures and mun ic i pa l  revenue generat ion.  For  example, 
c a p i t a l  improvement p r o j e c t s  can promote g r e a t e r  1 oca l  economic 
a c t i v i t y  l ead ing  t o  a l a r g e r  t a x  base. Some pub1 i c  se rv i ces  can 
a c t u a l l y  generate revenue surp luses t o  subs id i ze  o t h e r  serv ices .  

I n  a d d i t i o n  t o  revenue and expend i tu re  elements, a f i n a n c i a l  management 

model a l s o  should i n c l u d e  a t h i r d  element o f  f i n a n c i a l  management suppor t  

systems t h a t  comprise t h e  s e t  of i n f o r m a t i o n  t o o l s  t h a t  a1 low l o c a l  

governments t o  p lan  and mon i t o r  t h e i r  f inances.  These would i n c l u d e  

i n f o r m a t i o n  systems, budget ing  systems and revenue/expendi ture f o r e c a s t i n g  

mechanisms. 

To be t r u l y  u s e f u l ,  a model o f  urban f i n a n c i a l  management must go 

beyond i d e n t i f y i n g  t h e  elements o f  t h e  f i n a n c i a l  management system t o  

i n c l u d e  an i d e n t i f i c a t i o n  o f  i n t e r v e n t i o n  p o i n t s  where improvements can be 

made i n  f i n a n c i a l  performance. To i d e n t i f y  these  i n t e r v e n t i o n  p o i n t s ,  we 

need, f i r s t  o f  a l l ,  an ope ra t i ona l  d e f i n i t i o n  o f  what c o n s t i t u t e s  an 

improvement i n  f i n a n c i a l  management systems. Secondly, we need t o  i d e n t i f y  

t he  v a r i a b l e s  which can be manipulated t o  produce t h a t  improvement. 



We propose t h a t  improvement i n  mun ic ipa l  f i n a n c i a l  management can be 

d e t i n e d  by one o f  t h r e e  c o n d i t i o n s :  

1. More resources ( f i n a n c i a l  and n o n f i n a n c i a l )  a r e  made a v a i l a b l e  t o  
t h e  l oca l  government w i t h o u t  s u b s t a n t i a l  nega t i ve  impacts.  These 
nega t i ve  impacts would i n c l u d e  undes i rab le  income d i s t r i b u t i o n  
e f f e c t s ,  d i s r u p t i o n s  o f  1  oca l  economic a c t i v i t y  and unsus ta inab l  e  
deb t  o b l i g a t i o n .  

2. E f f i c i e n c y  i n  t h e  use o f  resources i s  inc reased  -- i .e . ,  more, 
and/or  b e t t e r ,  s e r v i c e s  d e l i v e r e d  p e r  u n i t  o f  revenue. 

3. A s t a b l e  and sus ta i nab le  l e v e l  o f  expend i tu res ,  s e r v i c e s  and 
revenues i s  es tab l i shed .  

These d e f i n i t i o n s  o f  f i n a n c i a l  improvement a r e  c o n s i s t e n t  w i t h  t h e  view 

o f  f i n a n c i a l  management as e f f e c t i v e  resource  m o b i l i z a t i o n  and use. 

I m p l i c i t  i n  t h e  above d e f i n i t i o n s  i s  t h a t  we view l o c a l  government as an 

economic u n i t :  one t h a t  p rov ides  s e r v i c e s  and c o l l e c t s  revenues t o  pay f o r  

those se rv i ces .  Whi le  a  l o c a l  government has o t h e r  f u n c t i o n s  a p a r t  f r om 

t h a t  o f  a  s e l l e r  o f  se rv i ces ,  t h i s  f u n c t i o n  I s  c r i t i c a l l y  i m p o r t a n t  t o  any 

d i scuss ion  o f  mun i c i pa l  f i n a n c i a l  management and w i  11 r e c e i v e  cons ide rab le  

a t t e n t i o n  i n  t h e  f o l l o w i n g  s e c t i o n s  o f  t h i s  r e p o r t .  

I n  i d e n t i f y i n g  i n t e r v e n t i o n  p o i n t s  i n  ou r  f i n a n c i a l  management model, 

we have broken t h e  d i scuss ion  down i n t o  t h e  t h r e e  main s e c t i o n s  o f  t h e  

model : 

- revenue generat ion,  

- expend1 t u r e  con t ro l ,  

- management suppor t  systems. 

The f o l l o w i n g  sec t i ons  desc r i be  t h e  ma jo r  v a r i a b l e s  i n  each of these 

components o t  t h e  model, focus ing  on t h e  v a r i a b l e s  w i t h i n  each component 

which can be man ipu la ted  t o  improve f i n a n c i a l  performance. 



Revenue Generation Submodel 

The purpose of the submodel i s  to  identify major categories of 

revenue generation of local governments and the factors that  affect  

performance in each of those categories. This discussion i s  divided into 

two main parts. The f i r s t  part describes the categories of local government 

revenues. The second part discusses the relationships among revenue sources 

a n d  the relationship of revenue generation t o  the local resource base. 

3.2.1 Categories of Revenues 

Revenue sources may be divided i n t o  f ive major  categories, 

organized into two divisions: 

1 .  Local ly-generated revenues 

- local taxes - nontax revenues 
- user fees; 

2. External ly-generated revenues 

- intergovernmental transfers 
- borrowing. 

Exhibit 3 shows the major constituents of the f ive  categories of 

revenue sources. The importance of each type of revenue source varies 

greatly from one country to another and even among c i t i e s  in the same 

country. A study of 25 c i t i e s  conducted by Roy Bahl a n d  Johannes Linn 

estimated that locally-generated revenues constituted an average of 77 

of total  revenues of the c i t i e s  in the sample. 1' There was, 

however, tremendous variation in the 25 c i ty  sample, with t h a t  percentage 

ranging from 100 percent t o  26 percent. In the BahlILinn study, an average 
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2. NonTax Revenues 
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o f  23 pe rcen t  o f  l o c a l  government revenues came f r om e x t e r n a l  sources 

corr~pr i  sed o f  g r a n t s  ( i n c l  ud ing  shared t axes )  and borrowing.  

O f  l o c a l  l y -genera ted  revenues, Bahl and L i n n  found  t h a t  l o c a l  taxes  

comprised 60 percen t ,  w i t h  t h e  l o c a l  p r o p e r t y  t a x  compr is ing  a lmos t  a l l  o f  

t h a t .  I n  t h e  s tudy  sample, approx imate ly  25 pe rcen t  o f  l o c a l l y - g e n e r a t e d  

revenues were produced by s e l  f - t i  nanc ing s e r v i c e s  ( use r  charges) .  These 

f i n d i n g s  have l ed  Bahl t o  suggest t h a t  improvements i n  l o c a l  government 

f i n a n c e  can b e s t  be made i n  t h e  areas o f  mun i c i pa l  p r o p e r t y . t a x e s  and use r  

charges s i n c e  these  rep resen t  ma jo r  sources o f  l o c a l l y - g e n e r a t e d  

8 / revenues.- 

I n  a d d i t i o n  t o  unders tand ing  t h e  r e l a t i v e  impor tance o f  d i f f e r e n t  t ypes  

o f  revenues f o r  l o c a l  governments, i t  i s  a l s o  necessary t o  unders tand t h e  

systems t h a t  a r e  used i n  gene ra t i ng  those revenues. Fur thermore,  i t  i s  

i m p o r t a n t  t o  unders tand t h e  cos t s  o f  making irnprovenients i n  these  

revenue-generat ing systems and t o  be a b l e  t o  compare these  c o s t s  w i t h  t h e  

a d d i t i o n a l  revenues l i k e l y  t o  be generated. The f o l l o w i n g  d i s c u s s i o n  o f  

revenue sources focuses on t h e  revenue-generat ing systems and c o s t / b e n e f i t  

c o n s i d e r a t i o n s  i n  changing those  systems. 

Local  Taxes 

The f i v e  ma jo r  t ypes  o f  taxes  t h a t  l o c a l  governments i n  deve lop ing  

c o u n t r i e s  r e l y  on i n c l u d e  p r o p e r t y  taxes ,  p e r  c a p i t a  (head) taxes ,  bus iness  

taxes ,  s a l e s  taxes  and e x c i s e  taxes.  An a d d i t i o n a l  t y p e  o f  "taxU,the 

be t t e rmen t  t a x ,  i s  a c t u a l l y  a  h y b r i d  between a  r e a l  p r o p e r t y  t a x  and a  u s e r  

fee.  The be t t e rmen t  t a x  i s  i n t ended  t o  r ecove r  c o s t s  o f  p u b l i c  

i n f r a s t r u c t u r e  p r o j e c t s  d i r e c t l y  f r om  t h e  p r o p e r t y  owner, who b e n e f i t s  f r om  



t h e  p r o j e c t .  Normal ly ,  cos t s  a r e  appor t ioned  t o  p r o p e r t y  owners on t h e  

b a s i s  o f  imputed b e n e f i t s .  The be t te rment  " tax1'  i s  a  use r  f e e  i n  t h a t  c o s t s  

a re  recovered d i r e c t l y  f rom t h e  des ignated b e n e f i c i a r i e s  i n  p r o p o r t i o n  t o  

t h e  bene f i t s  der i ved .  I t  i s  a  t a x  i n s o f a r  as p a r t i c i p a t i o n  i s  compulsory 

and b e n e f i c i a r i e s  who a r e  taxed,  may i n  f a c t ,  never  make use o f  t h e  f a c i l i t y  

f o r  which they  pa id .  

P rope r t y  taxes  and head taxes  a re  commonly termed " d i r e c t  taxes" ;  

business, sa les  and e x c i s e  taxes  as " i n d i r e c t  taxes" .  There i s  g r e a t  

v a r i a t i o n  i n  t h e  p r o p o r t i o n  of revenue generated by each o f  these  taxes  i n  

d i f f e r e n t  l o c a l i t i e s  and a  number o f  d i f f e r e n t  ways i n  which t hey  a r e  

app l i ed .  I n  o r d e r  t o  m a i n t a i n  ou r  concen t ra t i on  on p o t e n t i a l  i n t e r v e n t i o n  

p o i n t s ,  we w i l l  focus on t h e  ma jo r  systems t h a t  a r e  r e q u i r e d  i n  gene ra t i ng  

these  t a x  revenues. These systems may be grouped i n  t h r e e  ca tego r i es :  

1. i n f o r m a t i o n  systems, 

2 .  t a x  r a t e  s e t t i n g  mechanisms, and 

3. c o l l e c t i o n  system. 

The most w i d e l y  used f o rm  o f  i n f o r n l a t i o n  system i n  l o c a l  t a x  c o l l e c t i o n  

i s  t h e  r e a l  p r o p e r t y  r e g i s t r y  which may o r  may n o t  be 1  i nked  t o  a  fo rma l  

cadas t ra l  system. Cadast ra l  systems, based on f i e l d  surveys o f  a l l  r e a l  

p r o p e r t y  w i t h i n  t h e  j u r i s d i c t i o n ,   maintain i n f o r m a t i o n  on l o c a t i o n ,  s i z e ,  

improvements, va lue  and ownership o f  r e a l  p rope r t y .  Where l o c a l  head taxes 

a r e  c o l l e c t e d ,  l i s t s  o f  r e s i d e n t s  may a l s o  be mainta ined.  A ma jo r  problem 

i n  deve lop ing  c o u n t r i e s  i s  t h a t  t h e  i n f o r m a t i o n  systems a r e  o f t e n  o u t  o f  

da te  and l a c k  b u i l t - i n  mechanisms f o r  upda t i ng  them as changes occur  i n  t h e  

i n f o r m a t i o n  base. For  some ca tego r i es  o f  t a x  bases, such as personal  



p rope r t y ,  i t  i s  cumbersome t o  develop and m a i n t a i n  an accura te  i n f o r m a t i o n  

system. I n  such cases, t h e  m u n i c i p a l i t y  can r e l y  on severa l  a l t e r n a t i v e s :  

( a )  s e l f - r e p o r t i n g ;  ( b )  c o l l e c t i n g  t h e  t a x  th rough a  canvass, o r  a t  some 

c e n t r a l  p o i n t  (e.g., p o l l  t axes ) ;  ( c )  t y i n g  t h e  t a x  t o  ano ther  t a x  base f o r  

which good records  a r e  kept ;  and ( d )  changing t h e  t a x  t o  a  l i c e n s e  t e e  f o r  

which a  l i cense  t a g  must be d i s p l a y e d  a t  a l l  t imes .  

Business, sa les  and exc i se  taxes  share s i m i l a r  problems w i t h  r espec t  t o  

i n t o r m a t i o n  systems. Business taxes  may be c o l l e c t e d  on a  lump sum b a s i s  

(depending on t h e  t ype  o t  bus iness and t h e  es t imated  volume) o r  on a  gross 

r e c e i p t s  bas i s .  Tax ing businesses on a  gross r e c e i p t s  b a s i s  c rea tes  t h e  

same t y p e  o f  i n f o r m a t i o n  system problem t h a t  sa les  and e x c i s e  taxes  c rea te .  

I n f o r m a t i o n  must be c o l l e c t e d  on sa les  o r  p roduc t i on  volume which r e q u i r e s  

coopera t ion  and e f f o r t  on t h e  p a r t  o f  t h e  vendor/producer.  Wi thou t  

s t r i n g e n t  enforcement, unde r repo r t i ng  would appear t o  be t h e  r u l e .  2' I n  

ins tances  where bus iness and sa les  r e c e i p t s  taxes  a r e  c o l l e c t e d ,  

m u n i c i p a l i t i e s  a lmost  always r e l y  on ~nechanisms o f  a  h i g h e r  l e v e l  o f  

government t o  c o l l e c t  them. Because of t h e  d i f f i c u l t y  i n  m a i n t a i n i n g  

accura te  i n f o r m a t i o n  on sa les  r e l a t e d  taxes,  many deve lop ing  c o u n t r y  

m u n i c i p a l i t i e s  r e l y  on lump sum l i c e n s i n g  f o r  bus iness taxes.  S ince much 

economic a c t i v i t y  i n  deve lop ing  c o u n t r i e s  i s  mob i l e  (e.g., s t r e e t  hawkers), 

and hard t o  t r a c k ,  m a i n t a i n i n g  i n f o r m a t i o n  on t h e  business t a x  base i s  no 

s imp le  ma t te r .  Indeed, f o r  smal l  bus iness ope ra t i ons  i t  may n o t  be c o s t -  

e f f e c t i v e  even t o  m a i n t a i n  t h i s  t y p e  o f  i n f o r m a t i o n  f o r  t a x  purposes a lone.  

One method o t  assess ing bus iness taxes  t h a t  l i e s  midway between a  

l i c e n s e  and an a u d i t e d  r e c e i p t s  t a x  i s  t h e  "presumpt ive t a x  assessment" 



e x e m p l i f i e d  by t h e  Tashiv  i n  I s r a e l .  The l ~ a s h i v  i s  aimed a t  c lasses  o f  

businesses which, as a  r u l e ,  do n o t  keep good books e i t h e r  because t hey  a r e  

t o o  smal l  o r  because o f  t h e  na tu re  o f  t he  business. A Tashiv  i s  a  s e t  o f  

formulae f o r  e s t i m a t i n g  t he  income o f  businesses i n  c e r t a i n  c lasses  u s i n g  

o b j e c t i v e l y  v e r i f i a b l e  measures. The measures va ry  by t ype  o t  bus iness and 

i nc l ude :  t l o o r  area o f  business, number of  employees, and i n p u t s  such as 

wate r  and e l e c t r i c i t y  consumption. Tashiv  formulae a r e  worked o u t  w i t h  t h e  

a i d  of bus iness r e p r e s e n t a t i v e s  and a p p l i e d  by t a x  assessors.  I f  a  

businessman d isagrees  w i t h  t h e  assessment, t h e  burden o f  p r o o f  i s  on h im t o  

s u b s t a n t i a t e  h i s  income c la im.  

An a d d i t i o n a l  problem presented by t h e  r e a l  p r o p e r t y  t a x  i s  t h e  

cons tan t  need f o r  upda t i ng  t h e  i n f o r m a t i o n  base. P rope r t y  changes owners, 

r ece i ves  improvements, d e t e r i o r a t e s  and changes i n  va lue  dependiug on market 

forces.  The so -ca l l ed  " i n d i r e c t "  taxes,  based on percentages of  r e c e i p t s ,  

do n o t  encounter  t h i s  problem. A d d i t i o n a l l y ,  these  i n d i r e c t  taxes  can be 

l e v i e d  s e l e c t i v e l y  on consumption goods making them p o t e n t i a l l y  more 

"p rog ress i ve "  t han  p r o p e r t y  taxes.  For  these reasons, many economists favor  

lo/ On such i n d i r e c t  taxes  ove r  t h e  d i r e c t  taxes  i n  deve lop ing  c o u n t r i e s .  - 

t h e  o t h e r  hand, ev idence suggests t h a t  t h e  i n f o r m a t i o n  system requi rements 

o f  t h e  i n d i r e c t  taxes a r e  such t h a t  o n l y  l a r g e  f i r m s  i n  l a r g e  c i t i e s  

11/ c o n t r i b u t e  s i g n i f i c a n t l y  t o  t h i s  revenue source i n  deve lop ing  c o u n t r i e s .  - 

Local  t a x  r a t e  s e t t i n g  i nc l udes  two components - e s t a b l i s h i n g  t h e  t a x  

r a t e  and, f o r  p r o p e r t y  taxes, s e t t i n g  t h e  assessment r a t e  ( t h e  p r o p o r t i o n  of 

t h e  market va lue  o t  t h e  p r o p e r t y  t h a t  i s  used t o  es t ima te  t he  t a x a b l e  

v a l u e ) .  Tax r a t e  s e t t i n g  i s  t y p i c a l l y  a  f u n c t i o n  o f  c e n t r a l  governments i n  



deve lop ing  c o u n t r i e s .  Even l o c a l  p r o p e r t y  t a x  assessment may be handled by  

an agency of t h e  c e n t r a l  government. C e n t r a l l y  e s t a b l i s h e d  t a x  r a t e s  a r e  

usual  l y  presented as r a t e  c e i  l i n g s  f o r  l o c a l  governments. I n  c e r t a i n  

ins tances ,  t a x  r a t e s  may be s e t  so low f o r  c e r t a i n  c lasses  o f  a c t i v i t i e s  

t h a t  i t  does n o t  pay t h e  m u n i c i p a l i t y  t o  b o t h e r  t o  c o l  l e c t  them. Th i s  l a c k  

o f  c o n t r o l  over  t a x  r a t e s  may be a  p a r t i c u l a r  problem f o r  a  m u n i c i p a l i t y  

t h a t  has a  mix o f  t a x  bases d i f t e r e n t  f r om o t h e r  m u n i c i p a l i t i e s  i n  t h e  

coun t ry .  I n  such a  case, t h e  m u n i c i p a l i t y  may n o t  be a b l e  t o  a d j u s t  i t s  

t a x i n g  s t r u c t u r e  t o  mobi 1  i z e  s u f f i c i e n t  resources.  

The t h i r d  impo r tan t  system i n  t a x  m o b i l i z a t i o n  i n  m u n i c i p a l i t i e s  i s  t h e  

t a x  c o l  l e c t i o n  system. Th i s  system con ta ins  t h r e e  elements:  

( a )  i n f o r m a t i o n  on what t a x  i s  owed and what has been paid,  ( b )  c o l l e c t i o n  

procedures, and ( c )  enforcement measures. 

A1 l l e v e l s  o f  government i n  deve lop ing  c o u n t r i e s  have problems w i t h  

c o l  1  e c t i o n  systems. Typ i ca l  l y  1  oca l  governments l a c k  resources and 

knowledge t o  m a i n t a i n  adequate i n fo rma t i on ;  t hey  l a c k  personnel t o  c o l l e c t  

aggress ive ly ;  and t hey  o f t e n  l a c k  enforcement powers. Even where 

enforcement powers e x i s t ,  t h e r e  i s  o f t e n  a  l a c k  o f  w i l l  t o  f o r c e  payment. 

User Fees 

User f ees  a r e  a  second ma jo r  source o f  l o c a l  government revenues, b o t h  

i n  deve lop ing  c o u n t r i e s  and i n  developed c o u n t r i e s  a l i k e .  I n  t h e  Un i t ed  

S ta tes ,  w h i l e  l o c a l  p r o p e r t y  taxes  have remained r e l a t i v e l y  cons tan t  over  

t h e  p a s t  decade, revenues f r om use r  charges have shown a  cons ide rab le  

i ~ c r e a s e .  - 12' A l though i n fo rma t i on  does n o t  e x i s t  t o  a l l o w  f o r  an 

assessment o f  t h e  changing impor tance o f  use r  charges i n  deve lop ing  



c o u n t r i e s ,  t h e  Bah l /L inn  s t u d i e s  do i n d i c a t e  t h e  impor tance o f  use r  charges 

w i t h  r espec t  t o  o t h e r  sources o f  revenue. I n  t h e  2 5 - c i t y  s tudy ,  Bahl 

r e p o r t s  t h a t  t h e  pe rcen t  o f  l o c a l  budgets made up o f  user  charges ranged 

f r om ove r  50 percen t  t o  zero  w i t h  an average o f  19 percent .  - 13' The 

tremendous range and v a r i a t i o n  show t h a t ,  f o r  some c i t i e s  a t  l e a s t ,  a  g r e a t  

p o t e n t i a l  e x i s t s  f o r  f i n a n c i n g  p u b l i c  se rv i ces  th rough u s e r  charges. 

I m p l i c i t  I n  a  user  charge i s  t h a t  t h e  consumer r e c e i v i n g  t h e  s e r v i c e  i s  

r e c e i v i n g  a  b e n e f i t  t h a t  t h e  nonconsumer i s  n o t  r e c e i v i n g .  Confus ing t h i s  

p o i n t  i s  t h e  f a c t  t h a t  some p u b l i c  se rv i ces  c o n t a i n  b o t h  i n d i v i d u a l  consumer 

b e n e f i t s  and genera l  pub l i c  b e n e f i t s  as we1 1. Fo r  example, immunizat ions 

p rov ided  by pub1 i c  h e a l t h  workers  p r o t e c t  t h e  genera l p o p u l a t i o n  as we1 1  as 

p r o v i d i n g  i n d i v i d u a l  p r o t e c t i o n .  

The a b l l i t y  t o  c o l l e c t  f e e - f o r - s e r v i c e  f o r  p u b l i c  s e r v i c e s  i s  based on 

f o u r  ma jo r  f a c t o r s :  

- demand f o r  t h e  s e r v i c e  and w i l l ~ n g n e s s  t o  pay, 

- c o n t r o l / a u t h o r i  ty  over  s e r v i c e  de l  i v e r y ,  

- t h e  p r i c e  o t  t h e  s e r v i c e ,  and 

- c o l l e c t i o n  mechanisms. 

N i l  l i ngness  t o  pay i s  t h e  c r i t ~ c a l  i s s u e  i n  d e c i d i n g  t o  impose u s e r  

charges on on a  p a r t i c u l a r  p u b l i c  se rv i ce .  C e r t a i n  s e r v i c e s  have 

t r a d i t i o n a l l y  been candidates f o r  c o s t  recovery  th rough u s e r  charges: 

water ,  sewer, garbage c o l  l e c t i o n ,  housing, t r a n s p o r t a t i o n ,  e l e c t r i c i t y  and 

telepnone. These " se rv i ces "  have a  h i g h  va lue  t o  consumers and t y p i c a l l y  

a r e  p rov ided  on a  f ee - t o r - se rv i ce  bas i s .  I n  many cases t hey  can be p rov ided  

by t h e  p r i v a t e  s e c t o r  as w e l l .  There i s  ano ther  s e t  o f  p u b l i c  s e r v i c e s  t h a t  



have t r a d i t i o n a l l y  been p rov ided  by p u b l i c  monies r a t h e r  t han  user  fees.  

Th i s  group i n c l u d e s  those s e r v i c e s  t h a t  a r e  ( a )  hard t o  charge on a  p e r  use 

b a s i s  ( s t r e e t  1  i g h t i n g ,  f i r e  s e r v i c e s ) ;  ( b )  i n v o l v e  p u b l i c  subs id i es  t h a t  

a r e  hard t o  t a r g e t  t o  i n d i v i d u a l  groups ( p u b l i c  t r a n s i t ) ;  and ( c )  s e r v i c e s  

t h a t  i n c l u d e s  publ  i c  as we1 1  as p r i v a t e  goods (educa t ion ,  p u b l i c  h e a l t h ) .  

Even f o r  s e r v i c e s  n o t  known f o r  use r  fees,  t h e r e  i s  i n t e r e s t  i n  

deve lop ing  ways of r ecove r i ng  cos t s  th rough fees ,  p a r t i c u l a r l y  i n  s e r v i c e s  

which a r e  expensive t o  d e l i v e r  such as h e a l t h  care. I n  some cases, t h e  f a c t  

t h a t  d i f f e r e n t  groups have d i f f e r e n t  a b i l i t i e s  t o  pay f o r  s e r v i c e s  has l e d  

t o  a  t w o - t i e r e d  s e r v i c e  d e l i v e r y  system i n  which w e a l t h i e r  c i t i z e n s  purchase 

s e r v i c e s  f rom t h e  p r i v a t e  s e c t o r  w h i l e  poor  c i t i z e n s  r e c e i v e  f r e e  o r  h e a v i l y  

subs id i zed  s e r v i c e s  f r om t h e  p u b l i c  sec to r .  I n  deve lop ing  c o u n t r i e s ,  t h i s  

i s  p a r t i c u l a r l y  t h e  case w i t h  medical  se rv i ces  and, t o  a  l e s s e r  e x t e n t ,  

educat ion.  

W i l l i n g n e s s  t o  pay i s  a  t u n c t i o n  o f  consumer p re fe rences  which can 

change over  t ime.  Demand f o r  c e r t a i n  se rv i ces  can be b u i l t  up ove r  t ime  

e i t h e r  because t h e  i n t r i n s i c  va lue  o f  t h e  s e r v i c e  becomes e v i d e n t  o r  because 

o f  p u b l i c  educa t ion  campaigns by t he  government. Educat ion i s  an example o t  

a  s e r v i c e  i n  which t h e  i n t r i n s i c  va lue  (economic) becomes e v i d e n t  ove r  t ime.  

S a n i t a t i o n  i s  an example o f  a  s e r v i c e  f o r  which demand i s  induced l a r g e l y  by 

publ  i c  educat ion.  

An i s s u e  which has n o t  r ece i ved  much a t t e n t i o n  i n  d i s c u s s i o n  of s e r v i c e  

p r o v i s i o n  genera l  l y  i s  t h e  i s s u e  o f  c o n t r o l ,  o r  a u t h o r i t y ,  ove r  t h e  d e l i v e r y  

o f  mun i c i pa l  se rv i ces .  The ma jo r  i s s u e  i s  whether o r  n o t  t h e  m u n i c i p a l i t y  

has e x c l u s i v e  c o n t r o l  ove r  p r o v i d i n g  t h e  se rv i ce .  Monopoly c o n t r o l  ove r  

4 2 



s e r v i c e  p r o v i s i o n  p rov ides  s t a b i l i t y  f o r  p l ann ing  and i n v e s t i n g  i n  t h e  

s e r v i c e  d e l i v e r y  system. It e l i m i n a t e s  t h e  r i s k  o f  c o m p e t i t i o n  and p rov ides  

market s t a b i l i t y .  I n  a d d i t i o n ,  many se rv i ces  i n v o l v e  " c r o s s - s u b s i d i z a t i o n "  

-- cha rg ing  h i g h e r  u n i t  cos t s  f o r  s e r v i c e s  t o  h i g h e r  income c l i e n t s  t o  

s u b s i d i z e  p r o v i s i o n  o f  se rv i ces  below c o s t  t o  low income r e c i p i e n t s .  Under 

monopoly s i t u t a t i o n ,  t h e  s u b s i d i z i n g  c l i e n t s  cannot t a k e  t h e i r  bus iness 

e  I sewhere. 

Th i s  i s s u e  of monopoly s e r v i c e  p r o v i s i o n  has n o t  r e c e i v e d  much 

d i scuss ion  i n  t h e  l i t e r a t u r e  on p u b l i c  s e r v i c e  d e l i v e r y  systems i n  

deve lop ing  c o u n t r i e s .  However, i t  i s  c e n t r a l  t o  t h e  i s s u e  o f  mun i c i pa l  

t i n a n c i a l  management s i n c e  some c lasses  of se rv i ces  rep resen t  a  revenue 

gene ra t i ng  (even "p ro f i t -mak ing " ) ,  p o t e n t i a l ,  w h i l e  o t h e r s  have t o  be 

subs id ized .  Viewing t h e  mun i c i pa l  government as an econo~nic u n i t ,  i t  i s  

c  l e a r  t h a t  l o c a l  governments shou ld  want t o  cap tu re  as much o f  t h e  revenue 

gene ra t i ng  va lue  o f  mun ic ipa l  s e r v i c e s  as poss ib l e .  However, t h e r e  i s  a  

tendency i n  many c o u n t r i e s  f o r  revenue gene ra t i ng  s e r v i c e s  t o  be removed 

f rom t h e  s e r v i c e  j u r i s d i c t i o n  o f  mun ic ipa l  governments. These se rv i ces  a r e  

o f t e n  made t h e  r e s p o n s i b i l i t y  o f  s p e c i a l  a u t h o r i t i e s  which develop them on a  

f u l l - c o s t  recovery  bas is .  Th i s  leaves  t h e  l o c a l  government w i t h  a  

d im in i shed  resource  base and i n c r e a s i n g  r e l i a n c e  on t a x a t i o n  t o  suppor t  t h e  

rema in ing  p u b l i c  se rv i ces .  The counterargument t o  t h i s  l i n e  o f  reason ing  i s  

t h a t  l o c a l  governments o f t e n  misuse t h e  revenue gene ra t i ng  c a p a c i t y  o f  such 

se rv i ces .  They s iphon o f f  o p e r a t i n g  surp luses  t o  cover  d e f i c i t s  i n  o t h e r  

accounts r a t h e r  than  r e i n v e s t i n g  some o f  these  surp luses  i n  long- term 

maintenance and expansion. T h i s  argument, indeed, has been t h e  main 



j u s t i f i c a t i o n  t o r  e s t a b l i s h i n g  s p e c i a l  a u t h o r i t i e s  f o r  s e l e c t e d  pub1 i c  

se rv i ces .  

The p r i c i n g  o f  s e r v i c e s  i s  a  compl i ca ted  a c t i v i t y  even when no 

o b j e c t i v e s  o t h e r  than  a  s t r a i g h t f o r w a r d  c o s t  recovery  i s  des i red .  It i s  

o f t e n  d i f t i c u l t  t o  determine t h e  t r u e  c o s t  o f  a  p u b l i c l y  p rov ided  s e r v i c e  

because many cos t s  a r e  h idden o r  s imp l y  d i f f i c u l t  t o  es t ima te .  Secondly, 

t h e  c o s t  o f  p r o v i d i n g  t h e  same s e r v i c e  t o  d i f f e r e n t  consulners a t  d i f f e r e n t  

l o c a t i o n s  may va ry  g r e a t l y ,  r a i s i n g  i ssues  o t  whether average c o s t  o r  

marg ina l  c o s t s  c a l c u l a t i o n s  shou ld  be used i n  s e t t i n g  charges t o  consumers. 

The i s s u e  i s  f u r t h e r  c louded by t h e  f a c t  t h a t  many p u b l i c  s e r v i c e s  t h a t  

employ u s e r  fees  i n v o l v e  c ross  s u b s i d i z a t i o n  and p r e f e r e n t i a l  t r ea tmen t  f o r  

c e r t a i n  types o f  users .  There a r e  a d d i t i o n a l  i ssues  o f  v a r y i n g  u s e r  charges 

t o  reduce ove r  consumption and/or  t o  l e v e l  o u t  consumption p a t t e r n s .  There 

i s  a l s o  t h e  q u e s t i o n  o r  t h e  s t r a t e g y  f o r  i n t r o d u c i n g  u s e r  charges which has 

many o f  t h e  same cons ide ra t i ons  o f  a  commercial ven tu re  i n t r o d u c i n g  a  new 

product .  I n  t h i s  case, t h e  s e r v i c e  d e l i v e r y  agency needs t o  b u i l d  a  c l i e n t  

base which i t  must do p a r t l y  th rough  p r i c i n g  p o l i c y .  

The l a rge  number o f  v a r i a b l e s  t h a t  come i n t o  p l a y  i n  s e t t i n g  use r  fees  

suggest t h a t  a  good deal  of f l e x i b i l i t y  shou ld  be g i v e n  t o  t h e  s e r v i c e  

d e l i v e r y  agency i n  s e t t i n g  these tees.  T h i s  p resen ts  p a r t i c u l a r  problems i n  

i ns tances  where t h e  c e n t r a l  government agencies e x e r t  s t r i c t  c o n t r o l  ove r  

f e e  s e t t i n g  o f  s e r v i c e  d e l i v e r y  agencies.  

C o l l e c t i o n  mechanisms f o r  use r  fees  a r e  g e n e r a l l y  niuch more s t r a i g h t  

f o rwa rd  t han  those  r e q u i r e d  f o r  t a x  c o l l e c t i o n ,  s i n c e  use r  t ees  a r e  u s u a l l y  

o n l y  imposed where t h e  s e r v i c e  consumption can be r e a d i l y  measured and t h e  



consumer i d e n t i f i e d .  C o l l e c t i o n  systems do r e q ~ ~ i r e  some form o f  i n f o r m a t i o n  

system wh ich  can keep t r a c k  o f  consumpt ion and payment. Enforcement o f  

payment i s  a l m o s t  a lways handled by t e r m i n a t i o n  o f  s e r v i c e  t o  consumers who 

do n o t  pay. Enforcement may a l s o  be l i n k e d  w i t h  c o l l e c t i o n  e f f i c i e n c y  by 

l i n k i n g  t o g e t h e r  s e v e r a l  s e r v i c e s  t h a t  a r e  p a i d  on one b i l l .  C o l l e c t i o n  

systems f o r  u s e r  t e e s  appear t o  be much b e t t e r  deve loped and more 

a g g r e s s i v e l y  used g e n e r a l l y  t h a n  t a x  c o l l e c t i o n  systems i n  d e v e l o p i n g  

c o u n t r i e s .  T h i s  can be d i r e c t l y  t r a c e d  t o  t h e  f a c t  t h a t  many s e r v i c e s  t h a t  

employ u s e r  fees a r e  p r o v i d e d  by f r e e  s t a n d i n g  a u t h o r i t i e s  who have t o  

o p e r a t e  on a  f u l l  c o s t  r e c o v e r y  b a s i s .  

Nontax Revenues 

The t h i r d  c a t e g o r y  o f  l o c a l l y - r a i s e d  revenues i s  t h a t  o f  non tax  

revenues. On average, these  appear t o  be o f  c o n s i d e r a b l y  l e s s  impor tance  

t h a n  t a x  revenues and u s e r  fees t o  l o c a l  governments i n  d e v e l o p i n g  

c o u n t r i e s .  L i censes  a r e  usua l  l y  c l a s s e d  i n  t h i s  c a t e g o r y  a1 though some 

forms of  l i c e n s e s  may b e t t e r  be c l a s s i f i e d  as t a x e s  (e.g., mo to r  v e h i c l e s  

l i c e n s e s  whose fee amount v a r i e s  by  s i z e / v a l u e  o f  t h e  v e h i c l e ) .  By 

d e f i n i t i o n ,  l i c e n c e s  i n v o l v e  payment of  a  f e e  t o  engage i n  a  r e g u l a t e d  

a c t i v i t y .  The l i c e n s e  f e e  amount may be a  f l a t  r a t e  o r  v a r i e d  by  c l a s s  and 

s i z e  o f  l i c e n s e e .  As n o t e d  above, l i c e n s e s  a v o i d  t h e  prob lem of m a i n t a i n i n g  

complex i n f o r m a t i o n  system t h a t  a r e  found  i n  t a x  systems. F o r  t h i s  reason, 

i n  some c i t i e s ,  l i c e n s e s  can c o n s t i t u t e  an i m p o r t a n t  source of  revenues. 

The t e r m  "nontax revenues" i s  o f t e n  used as a  m i s c e l l a n e o u s  c a t e g o r y  

c o v e r i n g  sources o f  revenue n o t  covered by  t h e  o t h e r  f o u r  m a j o r  c a t e g o r i e s  

o f  revenue sources.  The t e r m  1s o f t e n  used i m p r e c i s e l y  i n  c a t e g o r i z i n g  



l o c a l  government revenue sources i n  d i f f e r i n g  c o u n t r i e s .  Of tent imes,  

revenues t h a t  one would c l a s s i f y  as taxes  (e.g. lump sum bus iness t axes )  and 

user  fees  a r e  ca tego r i zed  as nontax revenues i n  some r e p o r t i n g  systems. 

T h i s  l a c k  o f  c o m p a r a b i l i t y  i n  c l a s s i f y i n g  nontax revenues makes comparison 

d i f f i c u l t .  

By o u r  d e f i n i t i o n ,  nontax revenues i n c l u d e s  a  l i m i t e d  number o f  i tems:  

- l i c e n s e  revenues, 

- revenues d e r i v e d  f rom s a l e  o f  mun i c i pa l  p rope r t y ,  

- revenues d e r i v e d  f rom mun ic ipa l  e n t e r p r i s e s  ( n o t  i n c l u d i n g  
f e e - f o r - s e r v i c e  pub1 i c  s e r v i c e s ) ,  

- payments f rom h i g h e r  l e v e l  government f o r  se rv i ces  rendered t o  
t h a t  government agency (e.g. s e r v i c e  charge f o r  c o l l e c t i o n  o f  
n a t i o n a l  t a x ) ,  and 

- revenues de r i ved  f rom investments  o f  t h e  m u n i c i p a l i t y .  

O ther  than  l i censes ,  nontax revenues a re  e s s e n t i a l l y  those  revenues 

t h a t  a  m u n i c i p a l i t y  can generate f rom investment  o f  resources t h a t  t h e  

m u n i c i p a l i t y  owns. Unless a  m u n i c i p a l i t y  f i n d s  i t s e l f  i n  t h e  unusual 

p o s i t i o n  of hav ing  a  g r e a t  deal  of  assets ,  these  revenues should n o t  p l a y  a  

ve ry  l a r g e  p a r t  i n  revenue genera t ion .  

Since t h e  nontax revenue ca tegory  o f t e n  i nc l udes  misce l laneous  sources, 

i t  may c o n t a i n  s i z e a b l e  revenues t h a t  a r e  non recu r ren t  w i n d f a l l s  o r  

d i sgu i sed  bor row ing  (such as i n t e r f u n d  t r a n s f e r s .  ) These types  o f  revenues 

i n f l a t e  t h e  mun ic ipa l  revenue stream and can c r e a t e  t h e  appearance o f  

f i n a n c i a l  soundness when t h e  m u n i c i p a l i t y  i s  a c t u a l l y  i n  a  long-run d e f i c i t  

p o s i t i o n .  For  t h i s  reason, i t  i s  impo r tan t  t o  know j u s t  what sources make 

up t h e  nontax revenues o f  a  m u n i c i p a l i t y .  



Government T rans fe r s  

Government t r a n s f e r s  ( g r a n t s )  r ep resen t  t h e  f o u r t h  ma jo r  source o f  

l o c a l  government revenues. The impor tance o f  g r a n t  funds t r om c e n t r a l  

governments i n  l o c a l  government budgets i n  deve lop ing  c o u n t r i e s  v a r i e s  

g r e a t l y  by coun t r y .  I n  t h e  Bah l / L i nn  s tudy  t h e  average amount o f  l o c a l  

government revenue s u p p l i e d  by t r a n s t e r s  i s  93 percent .  - 14/ However, as 

w i t h  o t h e r  revenue sources i n  t h e  s tudy,  t h e r e  i s  a tremendous range 

v a r i a t i o n  t r o m  c i t y  t o  c i t y :  .from l e s s  than  1 pe rcen t  t o  ove r  10 percen t .  

To f a c i l i t a t e  d i s c u s s i o n  of in te rgovernmenta l  t r a n s f e r s  which can have 

myr iad  forms, Bahl and L i n n  have developed a s e t  o f  c l a s s i f i c a t i o n s  o f  

t r a n s f e r s  based on two dimensions: 

1. t h e  source o f  funds t h a t  make up t h e  g r a n t  poo l ,  and 

2 .  t h e  method f o r  a l l o c a t i n g  funds t o  l o c a l  governments. 

E x h i b i t  4 shows t h e  c l a s s i f i c a t i o n  scheme and t h e  n i n e  types o t  g r a n t s  

so ca tego r i zed  by Bahl and L inn .  l .his c l a s s i f i c a t i o n  scheme does n o t  

i n c l u d e  c e n t r a l  government expend i tu res  i n  l o c a l  areas t h a t  do n o t  pass 

th rough l o c a l  government accounts.  I n  some m u n i c i p a l i t i e s  these 

expend i tu res  can dwar f  l o c a l  government expend i tu res .  A lso,  n o t  i nc l uded  i n  

coun t i ng  c e n t r a l  government t r a n s f e r s  may be c i v i l  s e r v i c e  s a l a r i e s  o f  l o c a l  

government employees. They t o o  may comprise a s i g n i f i c a n t  percentage o t  

pub1 i c  s e c t o r  expend i tu res  i n  a g i ven  l o c a l i t y .  

Tne most common fo rm  o f  t r a n s f e r s  i n  deve lop ing  c o u n t r i e s  appears t o  be 

t h e  shared t ax ,  i n  which c e n t r a l  government r e t u r n s  t o  t h e  l o c a l  government 

some p r o p o r t ~ o n  o f  taxes c o l l e c t e d  i n  t h e  l o c a l  government j u r i s d i c t i o n .  As 



E x h i b i t  4 .  

A C l a s s i f i c a t i o n  System f o r  In te rgovernmenta l  Grants  

Methods o f  A l l o c a t i n g  Among E l i g i b l e  R e c i p i e n t s  

Returned i n  
T o t a l  o r  i n  P a r t  

Methods o f  on a  Bas i s  of T o t a l  o r  
De te rmin ing  t h e  P o i n t  o f  P a r t i a l  Cost 
T o t a l  Gran t  Fund C o l l e c t i o n  to rmu la  Reimbursement Ad Hoc 

S p e c i f i e d  Share o f  a  
N a t i o n a l  o r  S t a t e  
Government Tax 

Ad Hoc Dec i s i on  --- F  G H 

Keimbursement o f  
Approved Expend i tu re  --- --- J  

SOURCt: Roy Bah l ,  Urban Government F i n a n c i a l  S t r u c t u r e  and Management 
i n  Develop ing Count r ies .  Washington: U. S. Agency f o r  
I n t e r n a t i o n a l  Deve lopment (mimeo) , June 1980. ' 

i n d i c a t e d  i n  t h e  f i g u r e ,  t h e  amount r e t u r n e d  t o  l o c a l  government i s  

determined by one of f o u r  mechanisms: 

1. A  s t r a i g h t  percentage o f  t h e  amount c o l l e c t e d  i n  t h e  j u r i s d i c t ~ o n  
i s  r e t u r n e d  t o  t h e  l o c a l  government. l  h i s  can e i t h e r  be 100 
pe rcen t  o r  some f r a c t i o n  o f  t h e  t a x  c o l l e c t e d ,  o r  i t  may be a  
s u r t a x  on a  n a t i o n a l  t a x .  

2. A  f o rmu la  i s  used t o  c a l c u l a t e  t h e  amount r e t u r n e d  t o  t h e  l o c a l  
government. The formula may be based on p o p u l a t i o n  o n l y ,  o r  some 
more complex s e t  o f  i n d i c a t o r s ,  i n c l u d i n g  f i s c a l  d e f i c i t  o f  t h e  
l o c a l  government. 

3. Grants  may be d i s t r i b u t e d  on an ad hoc b a s i s ,  p r i m a r i l y  as 
d i s c r e t i o n a r y  g r a n t s  t h a t  a r e  n o t  based on any s e t  formula and 
which can v a r y  y e a r  by yea r .  



4 .  Cost reimbursement grants under which the central government 
reimburses the local government for  designated cost incurred. 

As shown in the Bahl/Linn classif icat ion scheme, the s ize of the total  

grant pool may also be determined on a n  ad-hoc and cost-reimbursement basis. 

I n  these cases, however, the grant pool i s  appropriated from general funds 

of the government and not t ied to a specific share of locally raised taxes. 

In addition to  the concern over the amount of central government 

t ransfer  that  a local government may expect, there are several other aspects 

of intergovernmental transfers of in teres t  to  local governments. The f i r s t  

of these i s  the degree of predictabili ty of amount and t im~ng of the 

transfer.  Obviously, the more predictable the flow of funds, the bet ter  

able the local government i s  to plan effectively i t s  financial operations. 

This would argue for  both simplicity i n  the allocation formula a n d  

predictabili ty in the variables on which the formula i s  based. 

Secondly, i t  i s  desirable from the standpoint of local governments t h a t  

central government transfers do not fluctuate in the same manner that local 

taxes f luctuate.  In  t h i s  respect, central government grants designed t o  

make up local government def ic i t s  would be especially desirable,  

particularly i f  central government actions prevent local governments from 

making u p  the de f i c i t  with local revenues. 

A third important aspect of intergovernmental transfers i s  the extent 

t o  which the grants impose future costs on the local government t h a t  will 

have to be borne by local government revenues. Many cost-reimbursement type 

grants are designed to promote local development projects. These grants may 

cover capital and start-up costs ,  a f t e r  which local gove'rnments take over 

a l l  recurrent costs. If such grants do n o t  add to  the revenue base of the 



l o c a l  government, t h e  r e c u r r e n t  cos t s  o f t e n  p u t  a severe f i n a n c i a l  s t r a i n  on 

t h e  l o c a l  government. 

A f o u r t h  area o t  concern i n  government t r a n s f e r s  i s  t h e  e x t e n t  t o  which 

t h e  l o c a l  government has c o n t r o l  ove r  t h e  use o f  t h e  g r a n t  funds. Many 

g ran t s  a r e  earmarked f o r  s p e c i f i c  p r o j e c t s  t o  which t h e  l o c a l  governments 

would n o t  o r d i n a r i l y  g i ven  p r i o r i t y .  On t h e  one hand, t h i s  may spur  l o c a l  

governments i n t o  development a c t i v i t i e s  t h a t  w i l l  b e n e f i t  them and t h e  

n a t i o n  i n  t h e  l o n g  run.  On t h e  o t h e r  hand, i t  e f f e c t i v e l y  removes some 

dec is ionmaking a u t h o r i t y  f r om t h e  l o c a l  government and tends t o  r e i  n f o r c e  

t h e  heavy dependence t h a t  deve lop ing  coun t r y  l o c a l  governments a l r eady  have 

on c e n t r a l  government a u t h o r i t y .  

I n  t h e  aggregate t h e r e  appears t o  be r e l a t i v e l y  l i t t l e  t h a t  l o c a l  

governments can do t o  a f f e c t  t h e  t o t a l  amount o f  revenues t r a n s f e r r e d  t o  

l o c a l  governments. However, i n  some c o u n t r i e s  w i t h  d i s c r e t i o n a r y  g r a n t  

system, t h e  pool  of a v a i l a b l e  funds i s  o f t e n  n o t  d isbursed.  There a r e  

severa l  a c t i v i t i e s  t h a t  i n d i v i d u a l  l o c a l  governments do engage i n  t o  improve 

t h e i r  p o s i t i o n  w i t h  r espec t  t o  t r a n s f e r s .  The f i r s t  a c t i v i t y  i s  t h a t  t h e  

l o c a l  government can promote i t s  own s e l f  i n t e r e s t  i n  d e c i d i n g  which types  

o f  d i s c r e t i o n a r y  g ran t s  t o  seek and accept.  l h i s  i s  p a r t i c u l a r l y  p e r t i n e n t  

f o r  c a t e g o r i c a l  g r a n t s  which impose long- te rm cos t s  which t h e  l o c a l  

government w i l l  have t o  bear.  The second a c t i v i t y  which l o c a l  governments 

can under taken i s  t o  m o n i t o r  t h e  g r a n t  a l l o c a t i o n  process c l o s e l y ,  

p a r t i c u l a r l y  when disbursement formulas based on socioeconomic i n d i c a t o r s  

a r e  employed. The o p e r a t i o n  of these  formulas i s  o n l y  as good as t h e  da ta  

on which they  a r e  based. There i s  o f t en  cons ide rab le  room f o r  n e g o t i a t i o n  



on t h e  accuracy o f  data,  p a r t i c u l a r l y  i f  t h e  l o c a l  government m a i n t a i n s  i t s  

own i n f o r m a t i o n  on l o c a l  s o c i a l  and economic v a r i a b l e s .  

A f i n a l  a c t i v i t y  which l o c a l  governments can engage i n  t o  improve t h e i r  

p o s i t i o n  i s  t h e  f i n e  a r t  of grantsmanship.  Grantsmanship a p p l i e s  

p r i n c i p a l  l y  t o  o b t a i n i n g  d i s c r e t i o n a r y  g ran t s .  It shou ld  be k e p t  i n  mind 

t h a t  t hese  a c t i v i t i e s  do n o t  n o r m a l l y  i nc rease  t h e  t o t a l  amount o f  t r a n s f e r s  

t o  l o c a l  governments b u t  r e a l l o c a t e  them among compet ing l o c a l  governments. 

I n  i ns tances  where t h e  poo l  o t  g r a n t  money i s  n o t  spent ,  t hese  a c t i v i t i e s  

can i nc rease  t h e  t o t a l  f l o w  o f  funds.  

Bo r row ing  

Bor row ing  i s  t h e  f i f t h  ma jo r  ca tego ry  o f  revenues o f  l o c a l  governments. 

Borrowing rep resen t s  a  s u b s t a n t i a l l y  l e s s  i m p o r t a n t  source  o f  revenues i n  

deve lop ing  c o u n t r i e s  t h a n  i t  does i n  t h e  developed c o u n t r i e s .  Fo r  t h i s  

reason, r e l a t i v e l y  l i t t l e  a t t e n t i o n  has been p a i d  t o  deb t  f i n a n c i n g  i n  

deve lop ing  c o u n t r y  l o c a l  governments. The Bah l / L i nn  s t u d i e s  showed t h a t  t h e  

average amount o f  l o c a l  government revenues comprised o f  bo r row ing  i s  

s l i g h t l y  o v e r  f i v e  pe rcen t  o f  t h e  t o t a l .  - 15' As w i t h  t h e  o t h e r  c a t e g o r i e s  

o f  revenue, t h e r e  was c o n s i d e r a b l e  v a r i a t i o n  r ang ing  f r om n e g a t i v e  

percentage (pay ing  o f f  e x i s t i n g  deb t )  t o  s l i g h t l y  ove r  20 pe rcen t  f o r  

seve ra l  Colombian c i t i e s .  

Bor row ing  by  l o c a l  governments i s  t y p i c a l l y  d i v i d e d  i n t o  l o n g  and 

s h o r t - t e r m  debt .  Sho r t - t e rm  deb t  i s  u s u a l l y  i n c u r r e d  t o  smooth o u t  

f l u c t u a t i o n s  i n  revenues and expend i t u res  i n  a  g i v e n  f i s c a l  yea r .  Long-term 

deb t  1 s  n o r m a l l y  i n c u r r e d  f o r  c a p i t a l  expend i t u res  t h a t  w i l l  produce 

b e n e f i t s  (and hope fu l  l y  revenues) i n t o  t h e  f u tu re .  I n  devel  op i ng  c o u n t r i e s ,  



most long- te rm deb t  appears t o  be i n c u r r e d  f o r  s p e c i f i c  revenue p roduc ing  

p r o j e c t s  such as wa te r  systems and housing. Ty i ng  long- te rm deb t  t o  

s p e c i f i c  revenue g e n e r a t i n g  p r o j e c t s  i s  t h e  most c o n s e r v a t i v e  a p p l ~ c a t i o n  o f  

m u n ~ c i p a l  bor rowing.  I n  p r ~ n c i p a l ,  t h i s  t y p e  o f  o b l i g a t i o n  shou ld  n o t  p l ace  

a  f ~ n a n c i a l  burden on t h e  m u n i c i p a l i t y  s i n c e  revenues f r om t h e  c a p i t a l  

investment  a r e  in tended  t o  cove r  t h e  repayment o f  t h e  debt .  Th i s ,  o f  

course, assumes t h a t  t h e  m u n i c i p a l i t y ,  o r  t h e  implement ing agency, can 

manage a  u s e r  fee system and t h a t  i t s  f i n a n c i a l  p r o j e c t i o n s  on c o s t  and 

revenues a r e  accura te .  Ma jo r  problems encountered i n  t h i s  r e s p e c t  a r e  

unde r -es t ima t i ng  cos t s ,  unde r -es t ima t i ng  t h e  t i m e  o f  c o n s t r u c t i o n  o f  c a p i t a l  

improvement p r o j e c t s  b e f o r e  revenues b e g i n  t o  f l o w ,  and i n  unde r -es t ima t i ng  

t h e  s i z e  o f  t h e  c l i e n t  p o p u l a t i o n  and /o r  t h e i r  w i l l ~ n g n e s s  t o  p a r t i c i p a t e  i n  

a  t e e - f o r - s e r v i c e  system. 

Mun i c i pa l  bo r row ing  I n  deve lop ing  c o u n t r i e s  i s  o f t e n  c o n s t r a i n e d  by a  

number o f  c o n d i t i o n s  t h a t  t h e  c e n t r a l  government p laces  on t h e  

m u n i c i p a l i t i e s .  I n  a d d i t i o n  t o  common d e b t - c e i l i n g  l i m i t a t i o n s  p l aced  on 

m u n ~ c i p a l i t i e s ,  c e n t r a l  governnients o f t e n  r e q u i r e  s p e c i f i c  approva ls  from 

p l a n n i n g  and development agencies.  For  revenue-generat ing i n f r a s t r u c t u r e  

p r o j e c t s ,  t h e  c e n t r a l  government o f t e n  r e q u i r e s  o u t s i d e  consu l t i n g  f i r m  

p a r t i c i p a t i o n  i n  t h e  p l a n n i n g  and des ign  o f  t h e  p r o j e c t .  T h i s  u s u a l l y  

r a i s e s  t h e  c o s t  o f  t h e  p r o j e c t  and may impose unnecessa r i l y  s t r i n g e n t  des ign  

c r i t e r i a  on t h e  p r o j e c t .  

In many deve lop ing  c o u n t r i e s ,  sources o f  c r e d i t  may be l i m i t e d  t o  

government agencies o r  government-created c r e d i t  i n s t i t u t i o n s .  Gene ra l l y  

speaking, mun i c i pa l  governments i n  deve lop ing  c o u n t r i e s  do n o t  r e l y  on 



private capital markets fo r  borrowing. Ihe three major types ot 

organizations supplying credi t  t o  municipal governments in developing 

countries include: 

- government agencies or  government banks, 

- specially created authori t ies  or development banks, and 

- funds in which municipalities deposit surplus cash. 

The f i r s t  two types of agencies are  normally capitalized by the central 

government, though they generate revenues on outstanding loans and may 

borrow on national or international c redi t  markets. The l a s t  type of c redi t  

ins t i tu t ion  raises capital from participating municipalities. 

i n  general the low reliance of LDC municipalities on long-term 

borrowing i s  viewed as a constraint to development by experts. Borrowing i s  

seen as the quickest route to  providing the necessary infrastructure upon 

which t o  build modern econo~nies. I t  has been noted, though, tha t  even when 

credi t  i s  accessible, local o f f i c i a l s  are often reluctant t o  incur debt. 

Some experts ascribe th i s  to  the conservative nature of local government 

o f f i c i a l s ,  although i t  may be merely prudent behavior since sources of 

revenue f o r  local governments are  subject t o  change by central government 

f i a t .  Given also the limited experience tha t  local governments have in 

managing revenues and in long-term budgeting, local o f f i c i a l s  may simply not 

be confident tha t  they can handle long-term debt. 

One s ignif icant  problem w i t h  the operation of central government credi t  

system t o r  local government borrowing i s  tha t  many of these schemes are 

transformed into virtual grant programs because repayment i s  not seriously 

pursued. This obviously has a crippling e t f ec t  on such credi t  operations, 



d e p l e t i n g  t h e  c r e d i t  pool  and undermin ing t h e  p r i n c i p l e s  o f  borrower  

o b l i g a t i o n .  I n  some cases, mechanisms do e x i s t  t o  t i e  deb t  repayment t o  

shared t a x  disbursements ( i .e . ,  making t h e  g r a n t  c o l  l a t e r a l  f o r  t h e  l oan ) ,  

161 b u t  even these  may n o t  be agg ress i ve l y  pursued. - 

I n  some c o u n t r i e s ,  l o c a l  mun ic ipa l  i t i e s  may make use o f  bor row ing  f rom 

one l o c a l  government account t o  cover  d e f i c i t s  i n  ano ther  account. 

l y p i c a l l y ,  funds a r e  borrowed f r om an account r unn ing  cash surp luses  

(hous ing o r  wa te r  supp l y )  t o  cover  an overdrawn account,  u s u a l l y  t h e  

mun ic ipa l  genera l  fund. Un fo r t una te l y ,  these  borrowed funds a r e  u s u a l l y  n o t  

r e a l  su rp luses  b u t  tunds needed f o r  maintenance and expansion o f  t h e  c a p i t a l  

s tock .  A lso,  t hey  a re  o f t e n  n o t  repa id ,  s i n c e  t h e  bor row ing  a l l e v i a t e s  t h e  

p ressure  t o  generate a d d i t i o n a l  t a x  revenues t o  ba lance t h e  account. 

3.2.2 I n t e r a c t i o n s  Between Revenue Sources and Local  Resource Base 

There have been many a t tempts  t o  develop models t h a t  l i n k  revenue 

gene ra t i on  i n  deve lop ing  c o u n t r i e s  w i t h  some measure o f  c a p a c i t y  o f  t h e  

l o c a l  resource  base. Since revenues a r e  o t t e n  cons idered  synonymous w i t h  

" taxes" ,  most o f  t h i s  a t t e n t i o n  has focused on deve lop ing  measures o f  so 

c a l l e d  t a x  capac i t y .  Tax c a p a c i t y  i s  d e f i n e d  as t h e  c a p a c i t y  o f  a  coun t r y ,  

o r  l o c a l i t y ,  t o  m o b i l i z e  f i n a n c i a l  resources f o r  p u b l i c  s e c t o r  expend i tu res .  

I t  measures c a p a c i t y  r a t h e r  than  per tor~nance.  Furthermore, by d e f i n i t i o n ,  

t a x  c a p a c i t y  ignores  t h e  c o n t r i b u t i o n  t h a t  u s e r  charges i n  s e l f - f i n a n c i n g  

se rv i ces  can make t o  resource  mobi 1  i z a t i o n .  

Tax c a p a c ~ t y  i s  a  f u n c t i o n  o f  income and t h e  e x t e n t  t o  which t h a t  

income i s  generated i n  t h e  monet ized economy. There fo re ,  c o u n t r i e s  which 



have a  h i g h  GNP and a  h i g h  p r o p o r t i o n  o f  t h a t  GNP generated th rough  t h e  

modern, i n d u s t r i a l  s e c t o r  a r e  found  t o  have a  h i g h  t a x  c a p a c i t y .  - 17/ I t  

must be k e p t  i n  mind t h a t  t a x  c a p a c i t y  measures f i n a n c i a l  resources  o n l y .  

However, i t  IS t e l t  t o  be a  good o v e r a l l  measure o f  t h e  resource  base o f  a  

c o u n t r y  o r  community. 

Tax c a p a c i t y  i s  o n l y  one d imension of t h e  resource  mobi 1  i z ~ n g  process. 

The success i n  t a p p i n g  t h a t  c a p a c i t y  i s  termed t a x  e t t o r t ,  u s u a l l y  d e f i n e d  

as t a x  revenue generated i n  r e l a t i o n  t o  GNP o r  t o t a l  income. 

S tud ies  o f  t a x  c a p a c i t y  and t a x  e f f o r t  ove r  t h e  p a s t  seve ra l  decades 

have e s t a b l i s h e d  t h a t  t h e  developed c o u n t r i e s ,  as a  group, devo te  a  h i g h e r  

18/ p r o p o r t i o n  o f  GNP t o  t h e  p u b l i c  s e c t o r  t han  do poo re r  c o u n t r i e s .  - 

Although  t h i s  f i n d i n g  suggests t h a t  t h e  l e v e l  o f  development i s  a  

de te rm in i ng  f a c t o r  i n  t a x  e f f o r t ,  s t u d i e s  completed among a  subse t  of 

deve lop ing  c o u n t r i e s  f a i l  t o  t u r n  up any s t r o n g  r e l a t i o n s h i p  between l e v e l  

o f  economic development and t a x  e f f o r t .  - 19/ Al though  many s t u d i e s  have 

t r i e d  t o  i d e n t i f y  t h e  key v a r i a b l e s  t h a t  de te rmine  t h i s  performance, most 

s t u d ~ e s  come t o  t h e  same conc lus i on :  some governments s i m p l y  " t r y  ha rde r "  

t o  m o b i l i z e  t a x  revenue t han  o t h e r s .  T h i s  has l e a d  many t o  specu la te  t h a t  

t a x  e f f o r t  depends m a i n l y  on s o c i a l ,  p o l i t i c a l  and c u l t u r a l  f a c t o r s  t h a t  a r e  

n o t  e a s i l y  reduced t o  q u a n t i t a t i v e  I n d i c a t o r s .  One o f  t h e  more s a l i e n t  

f i n d i n g s  i n  t a x  e f f o r t  s t u d i e s  i s  t h a t  t a x  e f f o r t  i s  r a t h e r  d i f f i c u l t  t o  

change ove r  t ime .  201 That  i s ,  c o u n t r i e s  w i t h  low measures o f  t a x  e f f o r t  do 

n o t  demonst rab ly  r a i s e  them ove r  t ime ,  w h i l e  those  c o u n t r i e s  w i t h  h i g h  

measures o f  t a x  e f f o r t  do n o t  f a l l  a p p r e c i a b l y  ove r  t ime.  T h i s  suppor ts  t h e  



n o t ~ o n  t h a t  t a x  e f f o r t  i s  t h e  r e s u l t  o f  c u l t u r a l  and p o l i t i c a l  f a c t o r s  t h a t  

a re  r e s i s t a n t  t o  change. 

The fo rego ing  d i scuss ion  o f  t a x  capac i t y  and t a x  e f f o r t  suggests t h a t  

t h e  a c t u a l  resource base o f  a  comnunity may be a  minor  v a r i a b l e  i n  

de te rmin ing  revenue gene ra t i ng  a b i  1  i ty  o f  t h e  government. Th i s  argument i s  

given suppor t  by recen t  s tud ies  i n  t he  Un i t ed  S ta tes  on " f i s c a l  s t r e s s "  i n  a  

sample o f  66 U.S. c i t i e s .  - ~n t h i s  s tudy,  f i s c a l  s t r e s s  i s  d e f i n e d  as 

h i g h  taxes,  deb t  and mun ic ipa l  expenses pe r  c a p i t a .  The s tudy  d i d  f ~ n d  t h a t  

c i t i e s  w i t h  poorer  resource bases (i .e., o l d e r  i n d u s t r i a l  c i t i e s  w i t h  l a r g e  

dependent popu la t i ons )  were somewhat more 1  i k e l y  t o  be judged f i s c a l l y  

s t ressed than  those w i t h  growing economlc bases. However, t h e r e  was such 

v a r i a t ~ o n  among c i t i e s  w i t h  s i m i l a r  economic c o n d i t i o n s ,  t h a t  t he  

researchers concl  uded t h a t  management r a t h e r  than resource base i s  t h e  

de te rmin ing  f a c t o r  i n  f i n a n c i a l  we l l - be ing  o f  a  m u n i c i p a l i t y .  Th i s  

con ten t i on  i s  f u r t h e r  s t rengthened by t h e  observa t ions  of many work ing  i n  

developing c o u n t r i e s  t h a t  numerous sources o f  revenue open t o  mun ic ipa l  

governments a re  o f t e n  n o t  u t i l i z e d .  Time and again,  taxes a r e  found t o  

e x i s t  on t he  books which m u n i c i p a l i t i e s  have s imp ly  f a 1  l e d  t o  c o l l e c t .  

I n  a d d i t i o n  t o  t he  r e l a t i o n s h i p  between revenues and resource base a r e  

t he  r e l a t i o n s h i p s  between d i f t e r e n t  revenue sources. The f i r s t  r e l a t i o n s h i p  

t h a t  has rece i ved  cons iderab le  a t t e n t i o n  i s  t he  " t r a d e - o f f "  between t h e  use 

o f  p r o p e r t y  taxes versus use r  fees  f o r  f und ing  phys i ca l  i n f r a s t r u c t u r e .  I n  

genera l ,  user  fees a r e  thought  t o  be more e q u i t a b l e  than  t h e  genera l  

p r o p e r t y  t a x  s i nce  t he  b e n e f i c i a r i e s  pay t he  cos t s  (and a b i l i t y  t o  pay can 

be b u i l t  i n t o  a  s l i d i n g  sca le  f e e  s t r u c t u r e . )  The "progress iveness"  o f  use r  



charges i s  ques t ioned  by some who p o i n t  o u t  t h a t  a  s l i d i n g  f e e  s c a l e  i s  more 

r e a d i l y  based on l e v e l  of consumption than  a b i l i t y  t o  pay, and t h a t  poor  

people o f t e n  have h i g h  l e v e l s  of consumption. 22' Desp i t e  t h i s  a t t a c k  on 

t h e  p rog ress i ve  n a t u r e  of use r  fees ,  v a r i a t i o n s  on t h e  use r  fee, such as 

be t te rment  taxes  and land  readjustment  schemes, a r e  g a i n i n g  f a v o r  now as 

a  l t e r n a t i v e  sources t o  t h e  p r o p e r t y  t a x  f o r  f~ nancing pub1 i c  i n f r a s t r u c t u r e .  

S ince most mun ic ipa l  deb t  i n  deve lop ing  c o u n t r i e s  i s  i n c u r r e d  t o  

f i n a n c e  revenue gene ra t i ng  p r o j e c t s ,  we wou I d  expec t  t o  f i n d  deb t  f ~ n a n c i n g  

accompanied by inc reased  r e l i a n c e  on use r  fees.  A l though t h e  Bah l /L inn  

s tudy  does n o t  address t h i s  p a r t i c u l a r  r e l a t i o n s h i p ,  i n f o r m a t i o n  p rov ided  i n  

t h e  t a b l e s  accompanylng t h e i r  s tudy  i n d i c a t e  t h a t  i n  a lmost  a l l  cases where 

deb t  i s  a  s i g n i f i c a n t  p a r t  o f  t h e i r  mun i c i pa l  revenues, use r  fees  a l s o  

23/ c o n t r i b u t e  a  s i z a b l e  p r o p o r t i o n .  - 

User f ees  and deb t  management shou ld  a l s o  go hand i n  hand w i t h  more 

competent f i n a n c i a l  a d m i n i s t r a t i o n .  Management o f  use r  f ees  r e q u i r e s  more 

complex i n f o r m a t i o n  systems, b e t t e r  t r a c k i n g  systems and c o s t  account ing.  

Mun i c i pa l  bor row ing  u s u a l l y  b r i n g s  w i t h  i t  t h e  i m p o s i t i o n  o f  b e t t e r  

f i n a n c i a l  p l ann ing  and account ing  p r a c t i c e s  imposed by t h e  l ende r .  The need 

t o  pay back loans  th rough use r  fee revenues imposes f i n a n c i a l  regimen on a  

m u n i c i p a l i t y .  Indeed, t h e  r o l e  o f  bor row ing  as an avenue o f  upgrading 

mun ic ipa l  f i n a n c i a l  management deserves c a r e f u l  examinat ion.  

I n  a d d i t i o n  t o  r e l a t i o n s h i p s  among d i f f e r e n t  revenue sources, t h e  

comp lex i t y  o f  l o c a l  revenue systems i s  an i s s u e  i n  i t s e l f .  Because o f  t h e  

c o s t  o f  a d m i n i s t e r i n g  a  pro1 i f e r a t i o n  o f  i n d i v i d u a l  taxes ( p a r t i c u l a r l y  t h e  

c o s t  o f  m a i n t a i n i n g  i n f o r m a t i o n  systems),  t h e r e  appears t o  be a  n a t u r a l  



tendency toward inc reased  r e l i a n c e  on t h e  s i n g l e  t a x i n g  system a t  t h e  

mun i c i pa l  l e v e l .  I n  many cases t h e  s ~ n g l e  t a x  system i s  t h e  r e a l  p r o p e r t y  

t ax .  The r e a l  p r o p e r t y  t a x  has an advantage i n  t h a t  i t  u t i  l i z e s  a  r e a d i l y  

i d e n t i f i a b l e  resource  base t h a t  can be t r a c k e d  w i t h  g r e a t  accuracy.  

Furthermore, a d m i n i s t r a t i v e  c o s t s  a r e  min imized by d e a l i n g  w i t h  t h e  s i n g l e  

system. O t  course,  r e1  i ance  on a s i n g l e  t a x  base means t h a t  a  I 1  t a x  

inc reases  a r e  concen t ra ted  on t h a t  source which makes i t  a ready t a r g e t  f o r  

- t axpayer  d i scon ten t .  

3.3 Mun i c i pa l  Expend i tu res  Submodel 

The m u n ~ c i p a l  expend i t u re  submodel i s  concerned w i t h  elements t h a t  

determine t h e  s i z e  and mix  o f  mun i c i pa l  expend i tu res .  There have been 

r e l a t i v e l y  few s t u d i e s  on t h e  de te rminan ts  o f  l o c a l  government expend i t u res  

I n  deve lop ing  c o u n t r i e s .  lhese s t u d i e s  have focused on two ma jo r  ques t i ons :  

( a )  how have l o c a l  government expend i t u res  r i s e n  i n  r e l a t i o n  t o  p o p u l a t i o n  

i nc rease  and t o  l o c a l  government revenues? ( b )  what a r e  t h e  de te rminan ts  o f  

changes i n  l o c a l  government expend i t u res?  

The most r e c e n t  s t udy  t o  examine l o c a l  government expend i t u res  i s  t h e  

Bahl /  L i n n  r e p o r t  c i t e d  above. I n  t h e  sample o f  c i t i e s  f o r  which da ta  were 

a v a i l a b l e ,  Bahl  and L i n n  found t h a t  n o t  o n l y  d i d  expend i t u res  t e n d  t o  r i s e  

y e a r  by y e a r  b u t  t h a t  p e r  c a p i t a  expend i t u re  i n  t w e l v e  o u t  o f  seventeen 

cities r o s e  i n  r e c e n t  years .  

Three ma jo r  v a r i a b l e s  have been i d e n t i f i e d  as t h e  de te rminan ts  of l o c a l  

government expend i t u re  inc reases  i n  deve lop ing  c o u n t r i e s .  These i n c l u d e  



p o p u l a t i o n  growth,  income growth,  and growth i n  t h e  u n i t  c o s t  o t  p r o v i d i n g  

p u b l i c  se r v i ces .  

Popu la t i on  growth o b v i o u s l y  inc reases  demand f o r  p u b l i c  s e r v i c e s  which,  

i n  t u r n ,  i n c reases  expend i tu res .  The p o p u l a t i o n  growth mix i s  a l s o  a  

f a c t o r .  Rap id l y  growing u rban  areas t end  t o  a t t r a c t  poor  m i g r a n t s  who come 

t o  t h e  c i t y  seek ing  s e r v i c e s  and o p p o r t u n i t i e s  n o t  a v a i l a b l e  i n  r u r a l  areas.  

To meet a  minimum s tandard  o f  l i v i n g ,  these  groups o f t e n  r e q u i r e  a  

cons ide rab le  range o f  s e r v i c e s  t o r  which t hey  cannot  pay and which must be 

suppl  i ed a t  government expense. 

U rban i z i ng  areas a r e  a l s o  c h a r a c t e r i z e d  by r i s i n g  l e v e l s  o f  income. 

H ighe r  l e v e l s  o f  income produce demand f o r  h i g h e r  q u a l i t y  o f  p u b l i c  s e r v i c e s  

which a r e  t r a n s l a t e d  i n t o  h i g h e r  l e v e l s  o f  p u b l i c  expend i t u res  by t h e  l o c a l  

government. Growth i n  income a l s o  means t h a t  o p p o r t u n i t i e s  f o r  d i r e c t  

recovery  o f  s e r v i c e  d e l i v e r y  c o s t  t h rough  use r  charges a r e  increased.  

Ihe  i n c r e a s e  i n  t h e  u n i t  c o s t  o f  p u b l i c  s e r v i c e s  may be a t t r i b u t e d  t o  

t o u r  ma jo r  v a r i a b l e s .  

I .  i n f l a t i o n  - p r i c e s  o f  i n p u t s  i n t o  s e r v i c e  d e l i v e r y  and 
a d m i n i s t r a t i o n  a r e  r i s i n g  r a p i d l y  i n  a lmos t  a l l  c o u n t r i e s .  

2 .  c o s t  o f  c a p i t a l  - p h y s i c a l  i n f r a s t r u c t u r e  s e r v i c e s  r e q u i r e  l a r g e  
c a p i t a l  investments ;  s i n c e  many LDC m u n i c i p a l i t i e s  do n o t  have 
we1 1  developed p h y s i c a l  p l a n t s ,  s e r v i c e  p r o v i s i o n  o f t e n  b r i n g s  
w i t h  i t  l a r g e  deb t  se r v i ce .  

3. i n c r e a s i n g  l a n d  p r i c e s  - f o r  m u n i c i p a l  s e r v i c e s  t h a t  a r e  l a n d  
i n t e n s i v e ,  t h e  h i g h  c o s t  o f  urban l a n d  t r a n s l a t e s  i n t o  h i g h  
s e r v i c e  d e l i v e r y  cos ts .  

4. excess ive  l a b o r  cos t s  - c r e a t i o n  o f  j o b s  i n  l o c a l  government 
s e r v i c e  i s  o f t e n  p a r t  o f  n a t i o n a l  government err~ployment p o l i c y ;  
t h i s  c rea tes  i n f l a t e d  p a y r o l l s  and excess l a b o r  c o s t s  f o r  l o c a l  
government. 



Taken t oge the r ,  these  f a c t o r s  suggest  an i n e x o r a b l e  push on c o n s t a n t l y  

i n c r e a s i n g  l o c a l  government expend i tu res .  

I n  o r d e r  t o  i d e n t i f y  i n t e r v e n t i o n  p o i n t s  where mun i c i pa l  expend i t u res  

may be made more e f f i c i e n t ,  i t  i s  necessary t o  l o o k  f u r t h e r  i n t o  t h e  l o c a l  

government ope ra t i ons .  The f o l l o w i n g  d i s c u s s i o n  has c a t e g o r i z e d  t h e  

elements t h a t  determine l o c a l  government expend i t u res  i n t o  two c lasses .  The 

two c a t e g o r i e s  i n c l u d e  genera l  a d m i n i s t r a t i v e  c o s t  o f  l o c a l  government and 

t h e  d i r e c t  c o s t  o f  p r o v i d i n g  mun i c i pa l  se r v i ces .  

3.3.1 A d m i n i s t r a t i v e  Costs o f  Loca l  Government 

The a d m i n i s t r a t i v e  c o s t  o f  l o c a l  government may be cons idered  t h e  

"overhead", o r  t h e  i n d i r e c t  c o s t ,  o f  r unn ing  a  l o c a l  government. For  

purposes o f  t h i s  d i scuss ion ,  we would c a t e g o r i z e  t h e  a d m i n i s t r a t i v e  

f u n c t i o n s  i n  f o u r  ca tego r i es :  

1  . genera l  government, 

2. revenue r a i s ~ n g ,  

3. s u p e r v i s i n g  s e r v i c e  de l  i v e r y  , and 

4. employment p r o v i s i o n .  

I n  deve lop ing  c o u n t r i e s ,  genera l  government goes beyond t h e  t r a d i t i o n a l  

government 's concerns t o  i n c l u d e  economic development a c t i v i t i e s  i n  t h e  

comrnuni t y  . Where government decen t ra l  i z a t i o n  movements a r e  underway, 1  oca l  

government i s  o f t e n  charged w i t h  c o o r d i n a t i n g  a c t i v i t i e s  o f  v a r y i n g  agenc ies 

and m i n i s t r i e s  as p a r t  o f  i t s  economic development f u n c t i o n .  T h i s  can p l a c e  

a d d i t i o n a l  demand on l o c a l  government s t a f f  which t r a n s l a t e s  i n t o  more s t a f f  

p o s i t i o n s  and inc reased  cos t s .  



The revenue r a i s i n g  a c t i v i t i e s  of l o c a l  government w i l l  v a r y  depending 

on t h e  revenue sources which t h e  l o c a l  governments use f o r  g e n e r a t i n g  

revenues. A p r o l  i f e r a t i o n  o t  revenue sources r e q u i r e s  a  p r o l  i f e r a t i o n  o f  

i n f o r m a t i o n  and c o l l e c t i o n  systems as w e l l  as t h e  peop le  t o  r u n  them. l t  

has been observed t h a t ,  i n  deve lop ing  c o u n t r i e s ,  t h e r e  a r e  o f t e n  tremendous 

shor tages o f  s k i l  1  ed manpower i n  t h e  revenue r a i s i n g  f u n c t i o n ,  p a r t i c u l a r l y  

i n  t h e  s k i l  l ed  p o s i t i o n s  o f  accoun t ing .  T y p i c a l l y ,  t h e  l e v e l  o f  t r a i n i n g  i s  

low, t u r n o v e r  i s  h i gh ,  and systems which would improve p r o d u c t i v i t y  a r e  

o f t e n  nonex i s t en t .  T h i s  means t h a t  revenue systems a r e  o f t e n  l a b o r  

i n t e n s i v e ,  u n d e r s t a f f e d  and beh ind  i n  t h e i r  work. 

S e r v i c e  d e l i v e r y  a d m i n i s t r a t i o n  i s  n o r m a l l y  c a r r i e d  o u t  w i t h i n  t h e  1  i n e  

agenc ies o f  t h e  i n d i v i d u a l  se r v i ces .  There appears t o  be c o n s i d e r a b l e  

d u p l i c a t i o n  and l a c k  of corr~municat ion among agenc ies s e r v i n g  t h e  same c l i e n t  

group o r ,  i n  some cases, p r o v i d i n g  t h e  same se rv i ce .  

Develop ing c o u n t r y  governments o f t e n  se rve  as employers o f  t h e  l a s t  

r e s o r t .  P o s i t i o n s  a r e  c r e a t e d  i n  l o c a l  government as p a r t  o f  employment 

p o l  i c y  of t h e  n a t i o n a l  government r a t h e r  than  i n  response t o  t h e  needs of 

t h e  government o r  s e r v i c e  d e l i v e r y  agency. T h i s  t r a n s l a t e s  d i r e c t l y  i n t o  

i n f l a t e d  personnel  c o s t  f o r  t h e  l o c a l  government. Even more d e t r i m e n t a l  t o  

p r o d u c t i v i t y  may be t h e  e f f e c t  o f  o v e r s t a f f i n g  on m o t i v a t i o n  of t h e  s t a f f .  

O v e r s t a f f i n g  tends t o  r e i n f o r c e  t h e  n o t i o n  t h a t  government employment i s  a  

s i necu re  r a t h e r  than  a  p o s i t i o n  o f  p u b l i c  s e r v i c e .  

There appears t o  be v e r y  l i t t l e  s t udy  examin ing t h e  p r o p o r t i o n  of 

a d m i n i s t r a t i v e  c o s t s  t o  o t h e r  c o s t s  i n  l o c a l  government expend i t u res  i n  

deve lop ing  c o u n t r i e s .  buch a n a l y s i s  i s  made d i  t t i c u l  t because 



a d m i n i s t r a t i v e  cos t s  a r e  con ta ined  n o t  o n l y  i n  an a d m i n i s t r a t i v e  l i n e  i t e m  

o t  a  l o c a l  government budgets b u t  a l s o  w i t h i n  t h e  budgets o f  l o c a l  

government departments as w e l l .  However, g i ven  t h e  f a c t o r s  d iscussed above, 

we would expec t  a d m i n i s t r a t i v e  c o s t s  of l o c a l  governments t o  r i s e  o v e r  t ime,  

and p robab ly  t o  r i s e  as a  p r o p o r t i o n  o f  t o t a l  expend i tu res .  T h i s  hypo thes is  

i s  suppor ted by da ta  from o u r  case s tudy  i n  Daejeon, Korea ( f o r  which ve ry  

complete and d e t a i l e d  expend i t u re  da ta  i s  a v a i l a b l e  over  t h e  p e r i o d  1970 t o  

1980.) I n  Daejeon, a d m i n i s t r a t i v e  c o s t s  have r i s e n  as p r o p o r t i o n  o f  t o t a l  

l o c a l  government expend i tu res  f rom 24.2 pe rcen t  i n  1970 t o  49.6 pe rcen t  i n  

24/ 1980. - 
The t r u e  c o s t s  o f  a d m i n i s t r a t i o n  i s  o f t e n  h idden i n  many l o c a l  

governments because personnel cos t s  may n o t  be c a r r i e d  on t h e  l o c a l  

government accounts b u t  r a t h e r  on t h e  n a t i o n a l  c i v i l  s e r v i c e  r o l l s .  On t h e  

one hand, t h i s  i n s u l a t e s  t h e  l o c a l  government budget somewhat from t h e  

f i n a n c i a l  e f f e c t s  o f  o v e r s t a f f i n g  as p a r t  o f  n a t i o n a l  err~ployment p o l i c y .  On 

t h e  o t h e r  hand, i f  t h e  c e n t r a l  government t r a n s f e r s  f i n a n c i a l  r e s p o n s i b i l i t y  

f o r  l o c a l  government s a l a r i e s  f rom c e n t r a l  t o  l o c a l  governments, l o c a l  

governments can f i n d  themselves suddenly w i t h  l a r g e  f i n a n c i a l  burdens. 

3.3.2 Pub1 i c  Serv ice  Del i v e r y  Cost 

D i s t i n c t  f rom cos t s  t h a t  a r e  assoc ia ted  w i t h  t h e  l o c a l  government 

a d m i n i s t r a t i o n  a r e  those cos t s  generated d i r e c t l y  i n  t h e  d e l i v e r y  of pub1 i c  

services. We may i d e n t i f y  f o u r  se t s  of f a c t o r s  which determine t h e  d i r e c t  

c o s t  of s e r v i c e  p r o v i s i o n :  

I .  demand f o r  se rv i ces ,  



2. l e v e l  o f  s e r v i c e ,  

3. e f f i c i e n c y  w i t h  which t h e  s e r v i c e  i s  p rov ided ,  and 

4. e x t e n t  t o  which t h e  c o s t s  a r e  borne by t h e  consumer o f  t h e  
se rv i ce .  

I n  examining demand f o r  p u b l i c  se rv i ces  we must d i s t i n g u i s h  between 

gross demand and e f f e c t i v e  demand f o r  se rv i ces .  Gross demand i s  t h e  amount 

o f  s e r v i c e  t h a t  would be r e q u i r e d  i f  a1 l persons who needed t h e  s e r v i c e  had 

p e r f e c t  knowledge o f ,  and u n r e s t r i c t e d  access t o ,  t h e  se rv i ce .  E f f e c t i v e  

demand i s  t h e  a c t u a l  usage t h a t  t h e  c i t i z e n s  make o f  a  se rv i ce .  

We may i d e n t i f y  f o u r  ma jo r  v a r i a b l e s  which determine e f f e c t i v e  demand. 

These v a r i a b l e s  i n c l u d e  ( a )  t o t a l  popu la t i on ,  ( b )  t h e  d i s t r i b u t i o n  of  need 

f o r  t h e  p a r t i c u l a r  s e r v i c e  w i t h i n  t h e  popu la t i on ,  ( c )  access t o  t h e  s e r v i c e  

and ( d )  knowledge on t h e  p a r t  o f  t h e  consumer. The t o t a l  p o p u l a t i o n  

combined w i t h  t h e  d i s t r i b u t i o n  o f  need w i t h i n  t h a t  p o p u l a t i o n  determines t h e  

g ross  demand f o r  a  p a r t i c u l a r  se rv i ce .  Obvious ly  " d i s t r i b u t i o n  o f  need" 

depends on d e f i n i t i o n  of need and v a r i e s  f r o m  c u l t u r e  t o  c u l t u r e .  I t  can be 

d e f i n e d  n o r m a t i v e l y  i n  terms o f  minimum requi rements f o r  b a s i c  needs o r  i t  

may be d e f i n e d  o p e r a t i o n a l l y  as t h e  l e v e l  o f  s e r v i c e  t h a t  would be consumed 

a t  a  c e r t a i n  p r i c e  and l o c a t i o n  by a  g i v e n  group. Need may a l s o  be de f ined  

by h i s t o r i c a l  p a t t e r n s  - f o r  example, number o f  phys i c i ans  p e r  thousand 

popu la t i on .  

Access t o  se rv i ces  may be 1  i m i  t e d  bo th  p h y s i c a l l y  and t i n a n c i a l  l y .  

Some s e r v i c e s  a r e  a c t u a l l y  " d e l i v e r e d "  t o  consumers (p i ped  wa te r  t o  

households) w h i l e  o t h e r  r e q u i r e  consumers t o  come t o  a  s e r v i c e  o u t l e t  

(schoo ls ,  h o s p i t a l s ) .  F i n a n c i a l  access i s  an i s s u e  when any f o rm  o f  use r  

charge i s  imposed. Over t h e  p a s t  decade i n  t h e  U.S. t h e r e  has been a  s t r o n g  



movement t o  improve p h y s i c a l  access t o  p u b l i c  s e r v i c e s  f o r  d isadvantaged 

groups, p r i m a r i l y  f ocus ing  on t r a n s p o r t a t i o n .  I n  deve lop ing  c o u n t r i e s ,  

no tab le  e f f o r t s  i n  improv ing  access t o  se rv i ces  have been i n  t h e  f i e l d  o f  

p r ima ry  h e a l t h  ca re  i n  r u r a l  areas and i n  t h e  use o f  te lecommunicat ions i n  

educat ion.  

Knowledge about t h e  a v a i l a b i l i t y  and use o f  a  s e r v i c e  i s  t h e  f o u r t h  

v a r i a b l e  t h a t  determines t h e  e f f e c t i v e  demand f o r  se rv i ce .  T h i s  i s  

p a r t i c u l a r l y  impo r tan t  i n  t h e  so c a l  l e d  " e n t i t l e m e n t "  programs where any 

person who meets t h e  e l i g i b i l i t y  requi rement  i s  e n t i t l e d  t o  r e c e i v e  t h e  

se rv i ce .  E n t i t l e m e n t  programs i n  t h e  U n i t e d  S ta tes  have seen tremendous 

inc reases  i n  u t i l i z a t i o n  and expend i t u re  over  t h e  p a s t  decade p r i m a r i l y  

because o t  improvements i n  knowledge and access on t h e  p a r t  of t h e  e l i g i b l e  

consumers. T h i s  has r e s u l t e d  p a r t l y  f r om changing e l  i g i  b i  1  i t y  ( i  .e. , 

r e d e t i n i n g  "need") and p a r t l y  th rough  i n c r e a s i n g  t h e  u t i l i z a t i o n  r a t e .  The 

combinat ion o f  changes i n  e l  i g i b i  1 i t y  ( i n c r e a s i n g  gross demand) and changes 

i n  access/ know1 edge ( i n c r e a s i n g  e f f e c t i v e  demand) has a  compounding impact  

on t o t a l  s e r v i c e  .consumption and expend i tu res .  S ince government p lanners  

have t y p i c a l l y  mon i to red  h i s t o r i c a l  t r ends  i n  s e r v i c e  consumption r a t h e r  

than t h e  more compl i ca ted  g r o s s / e f f e c t i v e  demand f a c t o r s ,  t h e  r e c e n t  

e x p l o s i v e  r i s e  i n  U.S. e n t i t l e m e n t  program expend i tu res  caught most publ  i c  

o f f i c i a l s  and p lanners  by s u r p r i s e .  

The l eve l  o f  s e r v i c e  i s  t h e  second ma jo r  f a c t o r  t h a t  a f f ec t s  t h e  

o v e r a l l  s e r v i c e  de l  i v e r y  cos t .  Almost any publ  i c  s e r v i c e  can be p rov ided  a t  

d i f f e r e n t  l e v e l s .  The p r o v i s i o n  o f  domest ic wa te r  supp ly  serves as a  good 

example o f  t h e  l e v e l  of s e r v i c e  concept.  Domestic wa te r  may be p rov ided  by 



( a )  a  community w e l l ,  ( b )  by  wa te r  p i ped  t o  a  c e n t r a l  f o u n t a i n  f r om  which 

r e s i d e n t s  c a r r y  i t  t o  t h e i r  houses, and ( c )  th rough  d i r e c t  w a t e r l i n e  hookup 

t o  t h e  house. The l e v e l  o f  s e r v i c e  determines t h e  pub1 i c  c o s t  o f  p r o v i d i n g  

t h e  s e r v i c e .  Leve l  o f  s e r v i c e  c a r r i e s  w i t h  i t  a  t r a d e o f f  between p u b l i c  and 

p r i v a t e  cos t s .  Wi th  t h e  community w e l l ,  p u b l i c  c o s t  i s  low b u t  t h e  c o s t  t o  

t h e  consumer i n  t i m e  and e f f o r t  1s r e l a t i v e l y  h igh .  

Level  o f  s e r v i c e  i s  p r i m a r i l y  a  f u n c t i o n  o f  t h e  s tandard  o f  1  i v i n g  o f  

t h e  c o m u n i  ty  and community expec ta t i ons .  I t  shou I d  be emphasized t h a t  

t h e r e  i s  no a b s o l u t e  "bes t "  l e v e l  o f  s e r v i c e  f o r  a  p u b l i c  se r v i ce .  As 

communit ies develop m a t e r i a l  l y ,  t hey  t y p i c a l l y  p rogress  th rough  d i f f e r e n t  

l e v e l s  o f  s e r v i c e .  Th i s  p rog ress i on  occurs  i n  s t e p  w i t h  r i s i n g  e x p e c t a t i o n  

about q u a l i t y  o f  s e r v i c e  and r i s i n g  a b i l i t y  t o  pay f o r  t h e  s e r v i c e .  

M a i n t a i n i n g  t h e  ba lance between s e r v i c e  l e v e l  e x p e c t a t i o n  and a b i l i t y  t o  pay 

can be d i f f i c u l t .  T h i s  i s s u e  i s  most c l e a r l y  man i f es ted  i n  debates ove r  

p u b l i c  hous ing  program des ign  i n  deve lop ing  c o u n t r i e s :  shou ld  t h e  

government p r o v i d e  completely c o n s t r u c t e d  and s e r v i c e d  r e n t a l  hous ing  u n i t s  

( h i g h  l e v e l  of s e r v i c e )  o r  shou ld  t h e  government p r o v i d e  s e r v i c e d  b u i l d i n g  

p l o t s  ( l o w e r  l e v e l  o f  s e r v i c e )  on which r e s i d e n t s  c o n s t r u c t  dwe l l  i n g s ?  

Level  o f  s e r v i c e  i s  a l s o  an i m p o r t a n t  i s s u e  i n  imposing use r  charges 

t o r  s e r v i c e  consumption. User charges work when t h e r e  i s  b o t h  w i l l i n g n e s s  

and a b i l i t y  t o  pay f o r  t h e  s e r v i c e .  The l e v e l  o f  s e r v i c e  must be h i g h  

enough so t h a t  people  a r e  w i l l i n g  t o  pay f o r  i t .  A t  t h e  same t ime,  t h e  

l e v e l  must n o t  be so h i g h  t h a t  t h e  consumers a r e  unable  t o  meet t h e  cos ts .  

'The t h i r d  ma jo r  f a c t o r  i n  s e r v i c e  d e l i v e r y  c o s t  i s  t h e  p r o d u c t i v i t y  o f  

t h e  s e r v i c e  d e l i v e r y  system. P r o d u c t i v i t y ,  i n  t h i s  c o n t e x t ,  i s  t h e  



e f f i c i e n c y  w i t h  which s e r v i c e  d e l i v e r y  system c o n v e r t s  resources  

(expend i t u res )  i n t o  s e r v i c e s  t h a t  a r e  consumed. The f i r s t  t a c t o r  i n  

p r o d u c t i v i t y  i s  t h e  techno logy ,  o r  t h e  form, o f  t h e  s e r v i c e  t h a t  i s  

d e l i v e r e d .  There a r e  d i f f e r e n t  ways of  d e l i v e r i n g  t h e  same se rv i ce .  l o r  

example, educa t i on  can be d e l i v e r e d  by teachers  i n  t h e  c lassroom o r  by 

i n s t r u c t i o n a l  t e l e v i s i o n .  Household sewage can be c o l l e c t e d  by a  system o f  

sewer d r a i n s  o r  c o l l e c t e d  i n d i v i d u a l l y  by " n i g h t  s o i l "  c o l l e c t o r s  f r om  

i n d i v i d u a l  houses. Technology o f  t h e  s e r v i c e  may be c a p i t a l  o r  l a b o r  

i n t e n s i v e  and may o r  may n o t  r e q u i r e  consumer p a r t i c i p a t i o n .  

The second component o f  p r o d u c t i v i t y  i s  t h e  i n t e r n a l  e f f i c i e n c i e s  t h a t  

may be r e a l i z e d  w i t h i n  t h e  s e r v i c e  d e l i v e r y  system. There a r e  b o t h  

s t r u c t u r a l  and o p e r a t i o n  e f t i c i e n c i e s .  S t r u c t u r a  l ly , mu1 t i p l e  s e r v i c e s  may 

be combined i n t o  s i n g l e  d e l i v e r y  systems o r  may share equipment and 

f a c i l i t i e s .  

O p e r a t i o n a l l y ,  s t a f f  performance may be improved th rough  b e t t e r  

t r a i n i n g ,  m o t i v a t i o n  and supe rv i s i on .  I n  many c o u n t r i e s ,  government 

s a l a r i e s  a r e  so low t h a t  workers  t a k e  a d d i t i o n a l  j o b s  t o  ea rn  a  l i v i n g  wage. 

Workers w i t h  t e c h n i c a l  s k i l l s  a r e  o f t e n  h i r e d  away by t h e  p r i v a t e  sec to r .  

Many o f  t h e  problems appear t o  be t r a c e a b l e  t o  t h e  p r a c t i c e  o f  u s i n g  

government s e r v i c e  as t h e  employer o f  l a s t  r e s o r t  where l i m i t e d  funds  a r e  

spread ove r  a  l a r g e  number of employees. A d d i t i o n a l  l y ,  wage sca les  a r e  

o f t e n  s e t  n a t i o n a l l y  w i t h  no p r o v i s i o n  f o r  pay i n c e n t i v e s  f o r  good 

performance. The n e t  r e s u l t  i s  poor  p r o d u c t i v i t y  o f  t h e  p u b l i c  work f o r c e .  

The l ow  wages p a i d  i n  t h e  p u b l i c  s e c t o r  have g i v e n  added impetus t o  t h e  

c r e a t i o n  o f  p a r a s t a t a l  s e r v i c e  d e l i v e r y  agencies.  P a r a s t a t a l s  o f t e n  a r e  n o t  



bound by government wage sca les  and can pay s u f f i c i e n t  wages t o  a t t r a c t  

competent s t a f f .  

The t h i r d  way o f  i n c r e a s i n g  p r o d u c t i v i t y  i n  s e r v i c e  d e l i v e r y  i s  by 

s u b s t i t u t i n g  cheaper i n p u t s  f o r  more expens ive ones i n  t h e  resources  

consumed by t h e  s e r v i c e  d e l i v e r y  system. S e l t - h e l p  d e l i v e r y  programs 

p r o v i d e  good examples o f  t h i s  concept. S e l f - h e l p  programs s u b s t i t u t e  l a b o r  

of t h e  consumer t o r  purchased 1  abor. ( Indeed, s e l f - h e l p  programs r e a l  l y  

r ep resen t  a  comb ina t ion  o f  c o s t  r e d u c t i o n s  th rough  i n p u t  s u b s t i t u t i o n s ,  

l e v e l  of s e r v i c e  r e d u c t i o n  and s h i f t i n g  cos t s  f r om  government t o  consumer - 
d iscussed  be low) .  

I n p u t  s u b s t i t u t i o n  does n o t  n e c e s s a r i l y  -imply l o w e r i n g  t h e  s tandards o r  

t h e  l e v e l  o f  s e r v i c e  d e l i v e r e d  - i .e. ,  d r a ~ n a g e  d i t c h e s  dug by hand a r e  t h e  

same as those  dug by machine. However, i n  many cases, i n p u t  s u b s t i t u t i o n  

does r e s u l t  i n  s tandards l owe r  t han  t h a t  d e s i r e d  by government p l anne rs  o r  

p o l i t i c i a n s .  

The f o u r t h  f a c t o r  i n  de te rm in i ng  s e r v i c e  d e l i v e r y  c o s t  i s  t h e  e x t e n t  t o  

which t h i s  c o s t  may be s h i f t e d  f r om  t h e  government t o  t h e  consumer. User 

charges have been d iscussed  e x t e n s i v e l y  i n  t h e  s e c t i o n  on revenue g e n e r a t i o n  

above and w i l l  n o t  be d iscussed  a t  l eng th  here.  There a r e  a  number o f  

d i f f e r e n t  ways t o  s h i f t  c o s t s  f r om  t h e  government t o  t h e  consumer. One 

mechanism, which i s  g a i n i n g  p o p u l a r  suppo r t  i n  t h e  U n i t e d  S ta tes ,  i s  t h e  

t u r n i n g  o v e r  o f  p u b l i c  s e r v i c e s  t o  t h e  p r i v a t e  s e c t o r .  T h i s  so- c a l l e d  

" p r i v a t i z a t ~ o n "  covers  two d i s t i n c t  aspects :  ( a )  government r e1  i n q u i  shes 

t h e  r i g n t / o b l i g a t i o n  t o  p r o v i d e  c e r t a i n  s e r v i c e s  t h a t  can be t o t a l l y  

s e l f - s u p p o r t i n g  (e.g., re fuse  c o l l e c t i o n )  o r  ( b )  t h e  government r e t a i n s  t h e  



o b l i g a t i o n  t o  p r o v i d e  c e r t a i n  s e r v i c e s  b u t  c o n t r a c t s  o u t  t h e i r  a c t u a l  

de l  i very.  

P r i v a t i z a t i o n  has become an i s s u e  i n  t h e  U.S. where l o c a l  s e r v i c e  

expend i tu res  have inc reased  s i g n i f i c a n t l y  i n  r e c e n t  yea rs  and where t h e  

p r o p o r t i o n  o f  income devoted t o  t h e  pub1 i c  s e c t o r  i s  cons ide rab l y  h i g h e r  

than i n  deve lop ing  c o u n t r i e s .  The c u r r e n t  argument f o r  p r i v a t i z a t i o n  i n  t h e  

U.S. ho lds  t h a t  t h e  p r i v a t e  s e c t o r  i s  i n h e r e n t l y  more p r o d u c t i v e  than  t h e  

government and t h a t  se rv i ces  can be d e l ~ v e r e d  a t  lowered c o s t  by p r i v a t e  

purveyors.  To supplement t h e  l a r g e l y  annecdotal  research  i n t o  t h i s  area,  

2 s/ severa l  research s t u d i e s  a r e  now be ing  c a r r i e d  o u t  i n  t h e  U.S. - 
Another aspec t  o f  s h i f t i n g  cos t s  f r om government t o  consumers 1s t h e  

p r a c t i c e  o f  " c ross -subs id i za t i onn  i n  which some s e r v i c e s  a r e  p rov ided  on a  

f e e  f o r  s e r v i c e  b a s i s  above c o s t s  t o  subs id i ze  t h e  p r o v i s i o n  o f  o t h e r  

se rv i ces  f r e e  o r  be1 ow cos ts .  Cross s u b s i d i z a t i o n  can ~ n v o l v e  ( a )  subs id i es  

t rom one s e r v i c e  t o  ano ther  (e.g., su rp lus  revenues generated i n  t h e  wate r  

system subs id i ze  d e f i c i t s  i n  p u b l i c  hous ing)  and ( b )  subs id i es  f r om one 

c l a s s  o t  consumer t o  another  (e.g., commercial wa te r  consumers pay h i g h e r  

r a t e s  t o  s u b s i d i z e  smal l  r e s i d e n t i a l  use rs ) .  

In summary, s e r v i c e  d e l i v e r y  expend i tu res  a r e  d r i v e n  by bo th  demand and 

supp ly  f a c t o r s .  Both types  of  f a c t o r s  appear t o  be amenable t o  c o n t r o l  w i t h  

t h e  supply  f a c t o r s  o f  l e v e l  o f  se rv i ce ,  p r o d u c t i v i t y  and c o s t  s h i f t i n g  most 

r e a d i l y  manipu lab le .  



3.4 F i n a n c i a l  Management Support Systems 

I he two prev ious  subsect ions d e a l t  ex tens i ve  l y  w i t h  t h e  f a c t o r s  

a t f e c t i n g  revenue genera t ion  and expend i tu res  by mun ic ipa l  governments. 

This  subsec t ion  completes t h e  general  f i n a n c i a l  management model w i t h  a  

d i scuss ion  o f  t h e  management suppor t  systems t h a t  a re  an i n t e g r a l  p a r t  o f  

mun ic ipa l  t i n a n c i a l  management. l nc luded  a re  d iscuss ions  o f  budget ing 

systems, i n t o r m a t i o n  systems ( i n c  l  ud ing  account ing)  , and a n a l y t i c  suppor t  

systems ( i n c l u d i n g  such elements as revenue/expendi t u r e  f o r e c a s t i n g  model s )  . 

3.4.1 Budget ing Systems 

Budget ing systems c o n s t i t u t e  t h e  c e n t r a l  mechanism f o r  i n t e g r a t i n g  

t he  revenues generated by a  m u n i c i p a l i t y  w i t h  i t s  expend i tu re  p lans.  

However, cons iderab le  v a r i a t i o n  e x i s t s  i n  t h e  e x t e n t  t o  which a l l  revenue 

sources (and thus  a l l  revenues) a c t u a l l y  a re  i nc luded  i n  t h e  mun ic ipa l  

budget ing  process and i n  t he  e x t e n t  t o  which a l l  mun ic ipa l  expend i tu res  a re  

s u b j e c t  t o  t h e  budgetary process. Revenue except ions  may i n c l u d e  earmarked 

resources such as user  charges t h a t  a r e  p a i d  d i r e c t l y  i n t o  a  spec ia l  fund o r  

account and a r e  n o t  considered a  p a r t  o f  t h e  t o t a l  revenues a v a i l a b l e  f o r  

mun ic ipa l  expendi tures.  These spec ia l  revenues t y p i c a l l y  a r e  earmarked o n l y  

f o r  expend i tu res  f o r  se rv i ces  r e l a t e d  t o  t h e  a c t i v i t y  t h a t  o r i g i n a l l y  

generated t h e  revenue. Thus, expend i tu res  t h a t  may n o t  be i n c l u d e d  i n  t h e  

r e g u l a r  mun ic ipa l  budget process t y p i c a l l y  a r e  those t h a t  a r e  drawn f rom 

s p e c i a l l y  des ignated funds. 

I n  genera l ,  however, t h e  i s s u e  i s  n o t  t he  presence o r  absence o f  

spec ia l  funds t h a t  exempt p a r t i c u l a r  revenues and/or expend i tu res  f rom t h e  



normal budgetary  process. The i s s u e  concerns t h e  e x t e n t  t o  which t h e  

budgetary system i s  a  u s e f u l  i n f o r m a t i o n  t o o l  t o  mun i c i pa l  o f f i c i a l s  i n  

g rasp ing  t h e  t o t a l  revenue and expend i t u re  s i t u a t i o n  o f  t h e  mun i c i pa l  i t y .  

H i s t o r i c a l l y ,  budgets serve t h r e e  b a s i c  purposes f o r  d e c i s i o n -  

26/ rnakers/managers: c o n t r o l ,  management, p lann ing .  - 
The c o n t r o l  f u n c t i o n  o f  budgets serves p r i m a r i  l y  an accountabi  l i t y  

purpose. Budgets as approved by t h e  mun i c i pa l  c o u n c i l  o r  o t h e r  agency 

a u t h o r i z e d  t o  l e g a l  ly commit t h e  expend i t u re  o f  p u b l i c  funds des igna te  l e g a l  

expendi tures,  u s u a l l y  i . d e n t i f y i n g  t h e  a u t h o r i z e d  agency, department, o r  

o r g a n i z a t i o n a l  u n i t  and t h e  account f rom which funds may be spent. They 

f u r t h e r  t y p i c a l l y  s p e c i f y  t h e  a u t h o r i z e d  l i n e - i t e m  such as X c ruze ros  f o r  

personnel,  Y c ruzeros f o r  supp l ies ,  Z c ruzeros  f o r  t r a v e l ,  and so f o r t h .  A 

pre-  and p o s t - a u d i t  process no rma l l y  accompanies any expend i t u re  t o  i n s u r e  

t h a t  t h e  a u t h o r i z e d  person o r  o r g a n i z a t i o n a l  u n i t  has approved t h e  

expend i tu re ,  t h a t  i t  1s f r om a  l e g a l l y  a u t h o r i z e d  account,  and t h a t  i t  i s  

t o r  a  l e g a l l y  au tho r i zed  l i n e  i t e m  o r  o b j e c t  o f  expendi ture.  Used f o r  these 

purposes then, t h e  budget, accompanied by an a u d ~ t  process, serves t o  

c o n t r o l  t h e  l e g a l i t y  o t  any expend i tu re  and t h e  source o f  funds. 

The management f u n c t i o n  o f  a  budget r e q u l r e s  i n  a d d i t i o n  t o  i n f o r m a t i o n  

on t h e  o r g a n i z a t i o n a l  u n i t ,  l i n e  i tem,  and account,  i n f o r m a t i o n  on t h e  work 

be ing  c a r r i e d  o u t  by t h e  p a r t i c u l a r  o r g a n i z a t i o n a l  u n i t .  A budget s e r v i n g  

o n l y  c o n t r o l  purposes c o u l d  i n s u r e  t h a t  no unauthor ized  personnel were h i r e d  

and so f o r t h ,  b u t  i t  would t e l l  one n o t h i n g  about t h e  n a t u r e  o f  t h e  work 

be lng  performed. For  example, a  departmental  budget f o r  wa te r  system 

c o n s t r u c t i o n  m igh t  s p e c ~ f y  amounts t o  be spent  t o r  s a l a r i e s ,  f o r  m a t e r ~ a l s ,  



f o r  c o n t r a c t s ,  and f o r  equipment. I f  one a l s o  i n c l u d e d  i n f o r m a t i o n  on such 

i tems as number o f  customers served, number o f  m i l e s  o t  wa te r  l i n e ,  number 

o f  g a l l o n s  pumped, and so f o r t h ,  t h e  budget a l s o  would h e l p  assess t h e  

management o f  resources by p r o v i d i n g  a  b a s i s  f o r  assess ing t h e  e f f i c i e n c y  

w i t h  which t h e  wate r  systems i s  be ing  cons t ruc ted .  A budget ing  system t h a t  

. incorporates work load measures as w e l l  as budget l i n e  i tems i s  o f t e n  

descr ibed  as performance budget ing  deno t i ng  t h e  concept o f  l i n k i q g  

performance t o  resource  consumption. 

For  budgets t o  serve a  p l a n n i n g  func t ion ,  they  must i n c l u d e  n o t  o n l y  

t h e  types  of i n f o rma t i on  r e q u i r e d  f o r  t h e  c o n t r o l  and management f u n c t i o n s  

b u t  a l s o  must i n c l u d e  some i n f o r m a t i o n  on t h e  purposes o f  expendi tures.  

O f t en  purposes may be s t a t e d  i n  terms o f  t h e  e x t e n t  t o  which t h e  need f o r  a  

p a r t i c u l a r  s e r v i c e  i s  be iqg  met. To con t i nue  w i t h  t h e  wa te r  system 

c o n s t r u c t i o n  example, t h e  depar tment ' s  budget may p r o v i d e  a  s p e c i f i e d  amount 

o f  funds t o  be spent  f o r  s p e c i f i c  1  i n e  i tems ( c o n t r o l  ) t o  c o n s t r u c t  39 m i l e s  

o f  wa te r  l i n e s  f o r  300 d w e l l i n g s  (management) which represen ts  an i nc rease  

i n  popu la t i on  connected t o  t h e  system from 65 pe rcen t  t o  73 percen t  

( p l ann ing ) .  If t h e  goal  i s  t o  extend t h e  system t o  80 pe rcen t  coverage by 

t h e  end o f  t h e  yea r ,  t h e  73 percen t  f i g u r e  would i n d i c a t e  t h a t  c u r r e n t  p l ans  

a re  f a l l i n g  s h o r t ,  something n o t  apparent  i f  o n l y  c o n t r o l  o r  o n l y  c o n t r o l  

and management t ype  i n f o r m a t i o n  i s  inc luded .  

We no te  i n  a  f o l l o w i n g  s e c t i o n  on r e s u l t s  o f  o u r  case s tudy  

observa t ions  t h a t  LDC mun i c i pa l  budget ing  systems o f t e n  a re  designed t o  

serve  c e n t r a l  o r  r e g i o n a l  government's purposes r a t h e r  than  t h e  f i n a n c i a l  

management needs o f  mun ic ipa l  governments. Furthermore, these  c o n t r o l  



requirements f o r  t h e  most p a r t  a r e  concerned w i t h  i n s u r i n g  t h a t  a  

m u n i c i p a l i t y  i s  do ing  o n l y  what i t  i s  l e g a l l y  au tho r i zed  t o  do, o r  a  c o n t r o l  

o r i e n t e d  budget. O t  course, as one moves toward a  p lann ing  orientation, t h e  

budget ing system i t s e l f  i s  Inore c o s t l y ,  r e q u i r i n g  g r e a t e r  s o p h i s t i c a t i o n  i n  

i n f o r m a t i o n  ga the r i ng  and ana l ys i s .  However, g iven  t h e  revenue s c a r c i t y  i n  

LDC municipa l I t i e s ,  t h e  p ressure  i s  enormous t o  improve management methods, 

i n c l u d i n g  budget ing  systems, t h a t  enhance t h e  u t i l i z a t i o n  o f  those scarce 

resources. 

3 . 4 . 2  I n f o r m a t i o n  Systems 

A s i g n i f i c a n t  p a r t  of t he  d i scuss ion  above o f  budget ing  systems 

focuses on t h e  types o f  i n f o r m a t i o n  r e q u i r e d  t o  accompl ish d i f f e r e n t  

budgetary purposes. It i s  obvious t h a t  major  improvements i n  mun ic ipa l  

f i n a n c i a l  management p r a c t i c e s  i n v o l v e  i n c r e a s i n g  s o p h i s t i c a t i o n  i n  t h e  

c o l l e c t i o n  and u t i l i z a t i o n  o f  i n fo rma t i on .  Three k i nds  o f  i n f o r m a t i o n  a r e  

e s p e c i a l l y  c r i t i c a l  t o  mun ic ipa l  f i n a n c i a l  management: f inances ,  work load 

o r  performance, and need o r  demand. 

F inanc ia l  i n f o r m a t i o n  i s  t r a d i t i o n a l l y  t h e  p rov ince  o f  account ing  

p r a c t i c e s .  A t  a  minimum, an account ing  system must p rov ide  t he  means t o  

reco rd  t he  f i n a n c i a l  t r a n s a c t i o n s  o f  t h e  m u n i c i p a l i t y  f rom the  p o i n t  a t  

which an o b l i g a t i o n  i s  due t h e  m u n i c i p a l i t y  ( e.g., a  p r o p e r t y  owner owes a  

s p e c i f i e d  amount), through t h e  r e c e i p t  o f  t h a t  revenue, t o  t h e  

m u n i c i p a l i t y ' s  i n c u r r i n g  o t  an o b l i g a t i o n  t o  pay o u t  t h a t  revenue, t o  t h e  

f i n a l  pay o u t  o f  t h e  o b l i g a t i o n .  The account ing system can r e c o r d  these 

va r i ous  t r a n s a c t i o n s  a t  d i f f e r e n t  p o i n t s  i n  t ime, and depending on how and 



when these t r a n s a c t i o n s  a re  recorded,  t h e  m u n i c i p a l i t y ' s  ba lance shee t  may 

va ry  cons iderab ly .  For  example, t h e  s ~ m p l e s t  s e t  of accounts may show an 

asse t  o n l y  as a c t u a l  cash i s  r e c e ~ v e d  and a  d e b i t  o n l y  as a c t u a l  cash i s  

p a i d  ou t .  For  smal l  e n t e r p r i s e s  t h a t  ope ra te  p r e t t y  much on a  sho r t - t e rm  

bas i s ,  t h ~ s  t y p e  of  cash a c c o u n t ~ n g  may be a l i  t h a t  i s  necessary.  However, 

if t h e  a c t i v i t y  i n v o l v e s  long- te rm ope ra t i ons ,  aga in  such as i n  wa te r  l i n e  

c o n s t r u c t i o n ,  a  cash b a s i s  would s e r i o u s l y  d i s t o r t  t h e  f i n a n c i a l  c o n d i t i o n  

o t  t h e  wa te r  system because i t  would show ve ry  l a r g e  cash disbursements 

d u r i n g  c o n s t r u c t i o n  w i t h  l i t t l e  o r  no corresponding cash i n f l o w .  

A more a p p r o p r i a t e  s e t  of accounts f o r  most mun i c i pa l  s e r v i c e s  would 

show t h e  o b l i g a t i o n s  as t hey  a r e  i n c u r r e d  by taxpayers ( o r  funds committed 

by c e n t r a l  government f o r  in te rgovernmenta l  t r a n s f e r s )  on t h e  revenue s i d e  

and o n l y  t h e  c u r r e n t  va lue  o f  t h e  mun i c i pa l  expend i tu res .  For  a  l a b o r  

I n t e n s i v e  se rv i ce ,  such as road  maintenance, t h e  c u r r e n t  v a l u e  o f  t h e  

m u n i c i p a l i t y ' s  expend i tu res  i s  p r e t t y  c l o s e  t o  t h e  a c t u a l  cash be ing  p a i d  

out .  For  a  c a p i t a l  i n t e n s i v e  s e r v i c e ,  however, such as t h e  wa te r  system, 

t h e  wa te r  l i n e  cons t ruc ted  i n  t h e  c u r r e n t  y e a r  w i l l  remain i n  s e r v i c e  f o r  

many f u t u r e  years.  The c u r r e n t  c o s t  of t h a t  wa te r  l i n e ,  t he re fo re ,  i s  n o t  

r e a l l y  t h e  cash p a i d  o u t  t h i s  y e a r  f o r  c o n s t r u c t i o n ,  b u t  i s  more adequate ly  

represen ted  by t h e  dep rec ia ted  va lue  o f  one y e a r ' s  use (measured most s imp l y  

by t h e  s t r a i g h t  l i n e  method of  t a k i n g  t h e  t o t a l  v a l u e  o f  t h e  wa te r  l i n e  

a d d i t i o n  d i v i d e d  by t h e  expected yea rs  o f  s e r v i c e ) .  I f  t h e  maintenance 

c o s t s  and i n t e r e s t  on loans  ( i f  bo r row ing  was used t o  f i n a n c e  t h e  

c o n s t r u c t i o n )  i s  i n c l u d e d  i n  t h e  t o t a l  c o s t  ( b e f o r e  d e p r e c i a t i o n ) ,  t h e  

accounts then  p r o v i d e  an accura te  p i c t u r e  o f  t h e  revenue t h a t  w i l l  be needed 



each y e a r  t o  pay o u t  t h e  c o s t  o f  t h e  new cons t ruc t i on .  S i m i l a r l y ,  by 

i n c l u d i n g  a  share o f  t h e  f u t u r e  years  maintenance and ope ra t i on  cos t s  i n  t h e  

c u r r e n t  y e a r  budget, one m igh t  d iscourage the  tempta t ion  t o  view a c u r r e n t  

su rp lus  o f  user  f e e  revenue i n  a  y e a r  when t h e r e  a re  no c a p i t a l  o u t l a y s  as a  

long- term su rp lus  t h a t  cou ld  be t r a n s f e r r e d  elsewhere. 

Account ing systems a l s o  can vary n o t  o n l y  i n  t he  m a t t e r  o f  t i m i n g  of 

t he  reco rd ing  o f  r e c e i p t s  and expendi tures,  b u t  a l s o  i n  t h e  e x t e n t  t o  which 

funds a re  i nc luded  i n  a  general  account o r  separated i n t o  a  v a r i e t y  o t  

d i f f e r e n t  funds. P r a c t i c e s  vary  cons iderab ly  , and any p r a c t i c e  i s  

p o t e n t i a l  l y  s u b j e c t  t o  abuse o r  m i s i n t e r p r e t a t t o n .  Typ i ca l  l y  , revenues from 

genera l  sources such as p rope r t y  taxes,  in tergovernmenta l  t r ans fe rs ,  and 

o t h e r  genera l  taxes a r e  recorded as r e c e i p t s  i n t o  t h e  mun ic ipa l  genera l  

fund. Specia l  revenues t h a t  a r e  d e r i v e d  from s e r v i c e  s p e c i f i c  sources such 

as user  charges o r  genera l  revenues t h a t  a r e  in tended t o  be earmarked f o r  

s p e c i f i c  purposes such as educat ion  a r e  o f t e n  se t -as ide  i n  spec ia l  funds. 

Th is  serves i n  p a r t  t o  p r o t e c t  those funds f rom be ing  used f o r  o t h e r  

mun ic ipa l  f u n c t i o n s  than  what was o r i g i n a l  l y  in tended.  On t h e  o t h e r  hand, 

t h e  c r e a t i o n  o f  l a r g e  numbers o f  spec ia l  funds inc reases  t h e  chances of 

e r r o r ,  d e l i b e r a t e  f raud ,  o r  s imple confus ion.  Wi th  t oo  many spec ia l  funds 

i t  may be very  d i f f i c u l t  t o  add them up t o  g e t  a  c l e a r  p i c t u r e  of t h e  l e v e l  

o t  governmental a c t i v i t y ,  and t h e  sheer cos t s  o t  account ing  a r e  h igher .  I n  

genera l ,  c r e a t i o n  o t  a  separate o r  spec ia l  fund  seems warranted o n l y  when 

t h e  revenue f o r  t h e  fund needs t o  be p r o t e c t e d  aga ins t  use f o r  o t h e r  

purposes. 



As noted i n  t h e  budge t ing  s e c t i o n  above, f i n a n c i a l  t r a n s a c t i o n s  a r e  

o n l y  one k i n d  o f  i n f o r m a t i o n  r e l e v a n t  t o  mun i c i pa l  f i n a n c i a l  management. 

Workload o r  performance i n f o rma t i on  a l s o  i s  an i m p o r t a n t  element o f  a  

mun i c i pa l  i n f o r m a t i o n  system. Workload o r  performance i n d i c a t o r s  t e l l  t h e  

m u n i c l p a l i t y  how much o f  a g i v e n  a c t i v i t y  i s  be ing  accompl ished o r  how much 

e f f o r t  i s  be ing  devoted t o  it. T y p i c a l ,  and r e l a t i v e l y  easy measures t o  

develop, a r e  such i n d i c a t o r s  as person-days (months, y e a r s )  p e r  a  s p e c i t i c  

a c t i v i t y ,  number of u n i t s  cons t ruc ted ,  number served, m i l e s  completed, and 

so f o r t h .  These a r e  b a s i c  q u a n t i t y  o r  volume measures and, when r e l a t e d  t o  

t h e  expend i t u res  r e q u i r e d  t o  ach ieve  t h e  s t a t e d  q u a n t i t y  o r  volume, g i v e  

some i n d i c a t i o n  o f  t h e  e f f i c i e n c y  o t  t h e  system, agency, o r  department.  

To be u s e f u l ,  performance ~ n f o r m a t i o n  must be t i e d  b o t h  t o  t h e  

o r g a n i z a t i o n a l  u n i t  r e s p o n s i b l e  f o r  t h e  a c t i v i t y  measured and, w i t h i n  t h a t  

o r g a n i z a t ~ o n a l  u n i t ,  t o  t h e  amount o f  resources r e q u i r e d  t o  ach ieve  t h a t  

q u a n t i t y  o r  volume. Th i s  means t h a t  some b a s i s  must be e s t a b l i s h e d  f o r  

a p p o r t i o n i n g  t h e  c o s t s  o f  genera l  a d m i n i s t r a t i v e  suppor t  t o  each mun i c i pa l  

s e r v i c e  and f o r  a p p o r t i o n i n g  t h e  c o s t s  o f  shared f a c i l i t i e s  such as c e n t r a l  

v e h i c l e  maintenance garages. It i s  n o t  a  s imp le  t ask ,  b u t  f a i l u r e  t o  do so 

may s e r i o u s l y  u n d e r s t a t e  t h e  c o s t  o f  a  s p e c i f i c  s e r v i c e  and o v e r s t a t e  t h e  

s e r v i c e ' s  e f f i c i e n c y .  Savas es t ima tes  t h a t  i n  t h e  U n i t e d  S ta tes ,  mun i c i pa l  

budget f i g u r e s  f o r  s e r v i c e  p r o v i d i n g  departments ( w i t h  no a1 l o c a t i o n  o f  

27/ overhead c o s t s )  r ep resen t  o n l y  about  60 pe rcen t  o f  t h e  c o s t  o f  s e r v i c e .  - 
The f i n a l  s e t  o t  i n f o r m a t i o n  elements o t  g r e a t  i r r~por tance t o  mun i c i pa l  

f i n a n c i a l  management c o n s i s t s  o f  i n f o r m a t i o n  about t h e  r e s u l t s  be ing  

produced by t h e  mun i c i pa l  revenue and expend i t u re  process. As ment ioned 



above, these may o f t e n  c o n s i s t  o f  r e f l e c t i o n s  o f  need among t h e  t a r g e t  

popu la t i on  such as percent  o f  needy served, percen t  o f  roads needing r e p a i r  

r e c e i v i n g  it, and so f o r t h .  More s o p h i s t i c a t e d  measures may r e f l e c t  t h e  

e x t e n t  t o  which a  problem 1s a l l e v i a t e d  such as a  r e d u c t i o n  i n  t h e  i nc idence  

of a  d isease spread by unsafe d r i n k i n g  water .  Ihe  more complex t h e  measure, 

however, t h e  more l i k e l y  i t  i s  t o  be i n f l u e n c e d  by f a c t o r s  i n  a d d i t i o n  t o  

t h e  p r o v i s i o n  o f  a  s p e c i f i c  mun ic ipa l  serv ice .  Reduct ion i n  t h e  i nc idence  

of a  s p e c i f i c  d isease may be a f f e c t e d  by i n c r e a s i n g  t h e  number o f  dwe l l  i n g s  

connected t o  t he  water  system, i n c r e a s i n g  t h e  c o l l e c t i o n  o f  garbage, and 

changes i n  t h e  food  p repa ra t i on  and personal  h a b i t s  o f  i n d i v i d u a l s .  S o r t i n g  

o u t  t he  causal l i nkages  f rom a  s p e c i f i c  mun ic ipa l  s e r v i c e  and t y i n g  t h a t  t o  

t h e  expend i tu res  f o r  t h a t  s e r v i c e  may be an imposs ib le  t ask .  

The d i f t ~ c u l t y  o f  t h e  task ,  however, need n o t  be a  d e t e r r e n t  t o  some 

improvement I n  t h a t  d i r e c t i o n .  I n  p a r t ,  obs tac les  i n  t h e  p a s t  have been t h e  

need f o r  l a r g e  s c a l e  da ta  management f a c i l i t i e s  and s o p h i s t i c a t e d  

i n f o r m a t i o n  p rocess ing  c a p a b i l i t i e s  u n a v a i l a b l e  t o  most LDC m u n i c i p a l i t i e s .  

C o n s ~ d e r a b l y  l e s s  expensive hardware technology and i n f o r m a t i o n  hand l i ng  

so f twa re  now makes i t  much more p o s s i b l e  t o  s to re ,  r e t r i e v e ,  and man ipu la te  

data a t  t h e  l o c a l  l e v e l  and t o  experiment w i t h  d i f f e r e n t  approaches t o  

measurement, and p lanninglmodel ing.  

3.4.3 A n a l y t i c  Support  Systems 

The v a r i e t y  o f  i ssues  t h a t  cou ld  be considered here i s  somewhat 

open-ended. The two prev ious  subsect ions deal w i t h  budget ing  and 

i n fo rma t i on  systems, w h i l e  t h i s  subsec t ion  dea ls  p r i m a r i l y  w i t h  p lann ing  and 



a n a l y s i s  models t h a t  a r e  used i n  c o n j u n c t i o n  w i t h  budget and i n f o r m a t i o n  

systems. 

The f i r s t  i s s u e  i n  a n a l y t i c a l  suppor t  systems i s  whether  o r  n o t  t h e r e  

i s  a  s p e c i f i c  a n a l y t i c a l  f unc t i on ,  o r  u n i t ,  c l e a r l y  des ignated w i t h i n  

mun ic ipa l  management. Recent l i t e r a t u r e  on p r o d u c t i v i t y  i n  U.S. l o c a l  

governments i d e n t i f i e s  t h e  c r e a t i o n  of s p e c i a l  u n i t s  which analyze 

i n f o r m a t i o n  on expend i tu res  and s e r v i c e  o u t p u t  as t h e  f i r s t  s t e p  i n  

28' T m s  i s  a  r e l a t i v e l y  r ecen t  phenomenon i n  p roduc t1  v i  ty  improvements. - 
t h e  U.S. S tud ies  i n  t h i s  f i e l d  a l s o  show t h a t  t h e  l o c a t i o n  o f  such 

a n a l y t i c a l  u n i t s  w i t h i n  t h e  power s t r u c t u r e  i s  c r u c i a l  t o  success. I n  most 

success fu l  cases repo r ted ,  t h e  a n a l y t i c a l  u n i t  i s  l o c a t e d  w i t h i n  t h e  c i t y  

managers o f f i c e  o r  t h e  budget o f t i c e ;  i n  some cases, t h e  c i t y  manager 

c a r r i e s  o u t  t h e  f u n c t i o n  pe rsona l l y .  The au tho rs  have n o t  been a b l e  t o  f i n d  

any l i t e r a t u r e  d e a l i n g  w i t h  a n a l y t i c a l  u n i t s  i n  mun i c i pa l  government i n  

deve lop ing  c o u n t r i e s .  The genera l  absence o t  a n a l y t i c a l  da ta  on mun ic ipa l  

f i n a n c e  i n  deve lop ing  c o u n t r i e s  i n d i c a t e s  t h a t  such a n a l y s i s  has seldom been 

i n s t i t u t i o n a l i z e d ,  i f  indeed c a r r i e d  o u t  a t  a l l .  

I n  a d d i t i o n  t o  t h e  e x i s t e n c e  o f  an a n a l y t i c a l  f u n c t i o n  i n  l o c a l  

government i s  t h e  i s sue  o f  a n a l y t i c a l  t o o l s .  The most impo r tan t  s e t  o t  

t o o l s  dea l s  w i t h  a n a l y z i n g  y e a r  t o  y e a r  f i n a n c i a l  s t a t u s  o f  t h e  

m u n i c i p a l i t y .  Having rece i ved  a  l o t  o f  a t t e n t i o n  i n  r e c e n t  yea rs  a r e  

revenue and expend i t u re  f o r e c a s t ~ n g  models. Some d i scuss ion  o f  these has 

a l r eady  been i n c l u d e d  i n  t h e  two p rev ious  sec t i ons  d e a l i n g  w i t h  revenues and 

expend i tu res .  Bahl i n  p a r t i c u l a r  has advocated t h e  widespread adop t i on  o f  

va r i ous  reg ress ion  based and l i n e a r  p r o j e c t i o n  models t o  es t ima te  mun i c i pa l  



29' These types o f  models c l e a r l y  can serve u s e f u l  purposes where revenue. - 

t h e  m u n i c i p a l i t y l s  revenues a r e  h i g h l y  u n c e r t a i n  f rom y e a r  t o  yea r ,  b u t  t hey  

serve a more u s e f u l  purpose when combined w i t h  t h e  b a s i c  i n f o r m a t i o n  and 

dec is ionmaking systems t h a t  would t u r n  t h e  r e s u l t s  o f  a  revenue p r o j e c t i o n  

model i n t o  a s e r i e s  o f  d e c i s i o n s  about  l e v e l s  o f  s e r v i c e  and l e v e l s  o f  new 

revenue gene ra t i on  requ i red.  

The a n a l y t i c  suppor t  r e q u i r e d  t o  improve LDC mun i c i pa l  f i n a n c i a l  

management p r a c t i c e s  i s  p robab l y  n o t  es t imab le  i n  a  genera l  sense. S p e c i f i c  

a n a l y s i s  o f  t he  most p ress ing  problem areas and t h e  cor respond ing  

development o f  p r o j e c t i o n ,  a n a l y s i s ,  o r  p l ann ing  models t a i l o r e d  t o  those  

problems seems a more f r u i t f u l  pa th  t o  f o l l o w .  I n  subsequent s e c t i o n s  we 

ana lyze  ou r  case s tudy  exper ience  and t h e  a v a i l a b l e  l i t e r a t u r e  t o  i d e n t i f y  a  

wide range of problems and suggest areas where a n a l y t i c  suppor t  systems 

c o u l d  be developed t o  deal  w i t h  those  problems. We a1 so i n c l u d e  i n  t h a t  

d i scuss ion  t h e  types  o f  t r a i n i n g  t h a t  would be r e q u i r e d  t o  enhance LDC 

pe rsonne l ' s  c a p a b i l i t i e s  t o  implement such models and develop t h e i r  own. 



4.0 Case Studv Resu l ts  

Case Study Coverage 

Case s t u d i e s  have been conducted i n  e i g h t  c o u n t r i e s  c o v e r i n g  a  

wide range o f  f i n a n c i a l  management and s e r v i c e  d e l i v e r y  p r a c t i c e s .  

E x h i b i t  5 l i s t s  t h e  c o u n t r i e s  and t h e  p r a c t i c e s  s t u d i e d  w i t h i n  each coun t r y .  

T h i s  s e c t i o n  p resen ts  an overv iew o f  t h e  i n d i v i d u a l  case s t u d i e s  which a r e  

p resen ted  i n  d e t a i l  i n  s e c t i o n  6 below. Ma jo r  elements of  mun i c i pa l  

f i n a n c i a l  management were covered i n  t h e  s t u d i e s  rang ing  f r om p r a c t i c e s  t o  

i nc rease  p r o p e r t y  t a x  revenue c o l l e c t i o n  t o  des ign  o f  s e l f - f i n a n c i n g  p u b l i c  

s e r v i c e  systems and management t r a i n i n g  f o r  l o c a l  government o f f i c i a l s .  

Whi le  a  wide v a r i e t y  o f  p r a c t i c e s  was s tud ied ,  t h e  p r a c t i c e s  can be grouped 

i n t o  severa l  ma jo r  c a t e g o r i e s :  

- Improved t a x  c o l l e c t i o n  i s  t h e  focus  o f  f o u r  o f  t h e  case s t u d i e s ,  w i t h  

ma jo r  emphasis on t h e  r e a l  p r o p e r t y  t ax .  P rope r t y  t a x  c o l l e c t i o n  systems 

were s t u d i e d  i n  Lages, B r a z i l ;  Sousse, Tun i s i a ;  and Ab id jan ,  I v o r y  Coast. 

I n  these s t u d i e s ,  p r imary  tocus  i s  on t h e  t a x  i n f o r m a t i o n  system 

improvements. I n  Tamale, Ghana changes i n  t h e  l o c a l  head t a x  c o l l e c t i o n  

system were s tud ied .  

- Cost recovery  i n  phys i ca l  i n f r a s t r u c t u r e  p r o v i s i o n  was t h e  second ma jo r  

focus o t  t he  case s tud ies .  Case s t u d i e s  i n  t h i s  ca tegory  i n c l u d e  Daejeon, 

Korea; M e d e l l i n ,  Colombia; Ab id jan ,  I v o r y  Coast and Cagayan de Oro City, 

P h i l i p p i n e s .  The f i r s t  t h r e e  cases deal  w i t h  p r o v i s i o n  o f  packages of 

i n f r a s t r u c t u r e  devel  opment ( roads,  wa te r  supply ,  sewerage, d ra i nage )  , whi 1  e  



E x h i b i t  5 .  

Case Study S i t e s  and P rac t i ces  Under Study 

Country and S i t e s  

I v o r v  Coast 

Ab id jan  - corr~puter ized 1  and 
r e g i s t r a t i o n  system 

- be t te rment  t a x  f o r  p a r t i a l  
c o s t  recovery  o f  s l  um 
upgrading 

Phi 1  i p p i  nes 

Local Water U t i l i t i e s  
A d m i n i s t r a t i o n  

Cagayan de Oro City 

B r a z i  1  

Lages, S t a t e  o f  Santa Cater ina  

- i n t r o d u c t i o n  o f  s e l f -  
t i n a n c i n g  l o c a l  water  
u t i  1  i t i e s  

- t r a i n i n g  o f  l o c a l  o f f i c i a l s  
and s t a f f s  

- l o a n  management 

- es tab l i shment  o f  use r  charge 
system i n  l o c a l  water  
d i s t r i c t  

- computer ized r e a l  p r o p e r t y  
t a x  i n fo rma t i on  system 

- low c o s t  se l  t - h e l p  housing 
program 

- economic development 
e n t e r p r i s e s  



E x h i b i t  5 con t inued  

Korea 

Daejeon 

Ghana 

Tama 1  e  

Colombia 

Medel l  i n  

Kenva 

- s e l f - f i n a n c i n g  p h y s i c a l  
i n f r a s t r u c t u r e  p r o v i s i o n  
( l a n d  read jus tment  system) 

- t r a i n i n g  o f  l o c a l  government 
o f f i c i a l s  and s t a t f  

- l o c a l  revenue s tudy  

- exper iments  i n  p e r  c a p i t a  
t a x  c o l l e c t i o n  system 

- be t te rment  l e v y  t o  r ecove r  
i n f r a s t r ~ ~ c t u r e  cos t s  

E l  Dore t  and Nakuru - impact  o f  c e n t r a l  government 
t r a n s f e r s  on 1  oca 1  f i nances 

- management o f  mun i c i pa l  
accounts 

T u n i s i a  

Sousse 

Tunis  D i s t r i c t  

- automat ion o t  p r o p e r t y  t a x  
i n f o r m a t i o n  system and 
mun ic ipa l  personnel records  

- low income housing program 

- management of whol~esale 
market  

- s o l i d  waste c o l l e c t i o n  
system 



t h e  Cagayan de Oro C i t y  case s tudy  dea l s  s p e c i f i c a l l y  w i t h  p r o v i s i o n  o f  

urban wate r  supply .  

- Cost recovery  i n  n o n - i n f r a s t r u c t u r e  mun i c i pa l  se rv i ces  i n c l u d e d  case 

s t u d i e s  i n  Daejeon, Korea (urban t r a n s i t )  ; Sfax, T u n i s i a  (wholesa l e  marke t )  ; 

Tun1 s  D i s t r i c t ,  T u n i s i a  ( s o l  i d  waste c o l l e c t i o n ) ;  Lages, B r a z i  1  ( s e l f - h e l p  

hous ing) ;  and Sfax, T u n i s i a  ( l o w  income hous ing) .  

- T r a i n i n g  o f  l o c a l  government o f f i c i a l s  and s t a f f  were examined i n  

Tamale, Ghana and i n  t h e  ope ra t i ons  of  t h e  Loca l  Water U t i l i t i e s  

A d m i n i s t r a t i o n ,  P h i l i p p i n e s .  

- Local  government l o a n  management was exam~ned i n  t h e  case s tudy  of t h e  

Local  Water U t i l i t i e s  A d m i n i s t r a t i o n  i n  t h e  P h i l i p p i n e s .  The genera l  

o p e r a t i o n  o f  c e n t r a l  government g r a n t s  and t h e i r  impact  on l o c a l  governments 

was exam1 ned i n  Kenya. 

- Econcmic development e n t e r p r i s e s  were examined i n  Lages, B r a z i l  where 

t h e  m u n i c i p a l i t y  under takes development a c t i v i t i e s  i n  o u t l y i n g  r u r a l  areas 

t o  p r o v i d e  employment i n c e n t i v e s  t o  s t a y  i n  t h e  r u r a l  areas. 

The f o l l o w i n g  sec t i ons  o f  t h i s  chap te r  desc r i be  some of t h e  ma jo r  

f i n d i n g s  f r om t h e  i n d i v i d u a l  case s t u d i e s  and comparisons ac ross  groups of 

case s tud ies .  

4.2 Case Study F ind ings  

The g r e a t  v a r i a t i o n  o f  p r a c t i c e s  under s tudy  makes g e n e r a l i z a t i o n s  

across a1 l t h e  cases somewhat d i t f i c u l t .  However, t h e r e  a r e  a  number o f  

ex t reme ly  u s e t u l  observa t ions  t h a t  can be made by examining t h e  body of t h e  



case s tudy  m a t e r i a l  which has been assembled. The f o l l o w i n g  paragraphs 

d e s c r i b e  these obse rva t i ons  i n  d e t a i  1. 

Leve l  o t  Pub1 i c  Serv ices  Prov ided  by Local  Governments 

Across t h e  case s tudy  s i t e s ,  t h e r e  i s  tremendous v a r i a t i o n  i n  t h e  t ypes  

of p u b l i c  s e r v i c e s  t h a t  l o c a l  governments a r e  r e s p o n s i b l e  t o r  d e l i v e r i n g .  

There i s  s i m i l a r l y  g r e a t  v a r i a t i o n  i n  t h e  types of revenues t h a t  a r e  used t o  

fund  l o c a l  government ope ra t i ons .  

There a r e  f ou r  ma jo r  c a t e g o r i e s  o f  p u b l i c  s e r v i c e  p r o v i d e r s  a t  t h e  

l o c a l  l e v e l .  These i n c l u d e :  ( a )  l o c a l  government, ( b )  independent  1  oca l 

a u t h o r i t i e s ,  ( c )  n a t i o n a l  government agencies and ( d )  n a t i o n a l  a u t h o r i t i e s  

o r  p a r a s t a t a l  o r g a n i z a t i o n s .  The d i s t r i b u t i o n  o f  respons i  b i  1  i ty  among these  

d i f f e r e n t  c a t e g o r i e s  o f  s e r v i c e  p r o v i d e r s  f o r  d e l i v e r i n g  p u b l i c  s e r v i c e s  t o  

l o c a l  communit ies v a r i e s  g r e a t l y  f r o m  c o u n t r y  t o  coun t r y .  Among o u r  case 

s tudy  s i t e s ,  l o c a l  governments i n  Kenya and Colombia appear t o  have t h e  

g r e a t e s t  r e s p o n s i b i l i t y  f o r  p r o v i d i n g  p u b l i c  s e r v i c e s .  A t  t h e  o t h e r  end of 

t h e  sca le ,  l o c a l  governments i n  t h e  I v o r y  Coast and Ghana have t h e  l e a s t  

r e s p o n s i b i l i t y  f o r  l o c a l  s e r v i c e  p r o v i s i o n .  T y p i c a l l y  p a r a s t a t a l  

o r g a n i z a t i o n s  have been formed t o  p r o v i d e  s e r v i c e s  t h a t  can be opera ted  on a  

c o s t  recovery  b a s i s  - wa te r  supp ly ,  sewerage, housing, e l e c t r i c i t y ,  

communications. 

A l though  i t  i s  d i f f i c u l t  t o  g e n e r a l i z e  about  t h e  r e l a t i o n s h i p  between 

l e v e l  o t  s e r v i c e  r e s p o n s i b i l i t y  and f i n a n c i a l  management p r a c t i c e s ,  seme 

obse rva t i ons  a r e  poss ib l e .  F i r s t  o f  a1 I ,  t h e  w i d e r  t h e  range o f  l o c a l  

s e r v i c e s  p rov i ded  by l o c a l  government, t h e  g r e a t e r  t h e  r e 1  i ance  on use r  

charges as a  l o c a l  revenue source. Secondly, t h e  w i d e r  t h e  range o f  l o c a l l y  



p rov ided  p u b l i c  se rv i ces ,  t he  more l i k e l y  i s  t h e  l o c a l  government t o  

m a i n t a i n  separate accounts by s e r v i c e  area i n  o r d e r  t o  t r a c k  expend i tu res  

and r e c e i p t s .  On t h e  o t h e r  hand, n iun ic ipa l  governments i n  many c o u n t r i e s  

have been unable t o  manage w e l l  c o s t  recovery  se rv i ces ,  p a r t i c u l a r l y  

phys i ca l  i n f r a s t r u c t u r e  s e r v i c e s  which r e q u i r e  1  arge c a p i t a l  investments ,  

deb t  management, and use r  f e e  management ove r  a  l o n g  p e r i o d  o f  t ime.  Fo r  

these reasons, n a t i o n a l  p a r a s t a t a l s  o r  l o c a l  a u t h o r i t i e s  have o f t e n  been s e t  

up t o  manage these types o f  se rv i ces  (e.g., t h e  Local  Water U t i l i t i e s  

A d m i n i s t r a t i o n  i n  t h e  P h i l i p p i n e s ) .  

Importance o f  Local  Revenue Sources 

The impor tance o f  d i f f e r e n t  revenue sources f o r  l o c a l  governments i n  

ou r  s t u d i e s  v a r i e s  cons ide rab l y  f rom coun t r y  t o  coun t ry .  Th i s  would appear 

t o  be t he  r e s u l t  o f  h i s t o r i c a l  and p o l i t i c a l  c o n d i t i o n s  r a t h e r  than  g r e a t  

v a r i a t i o n  i n  t h e  resource  base o f  t h e  communit ies. Fo r  example, B r a z i l i a n  

m u n i c i p a l i t i e s  r e l y  most h e a v i l y  on l o c a l  bus iness and p r o f e s s i o n a l  s e r v i c e  

taxes  as a  l o c a l  revenue source, which i s  uncommon aniong o u r  case s tudy  

c o u n t r i e s .  Wh i le  t h e  l o c a l  p r o p e r t y  t a x  would appear t o  be t h e  ma jo r  l o c a l  

t a x  base i n  deve lop ing  c o u n t r i e s  o v e r a l l ,  ou r  case s tudy  s i t e s  show 

tremendous v a r i a t i o n  i n  t h e  impor tance o f  t h i s  revenue source. I n  Tamale, 

Ghana t h e  l o c a l  p r o p e r t y  t ax ,  which i s  t h e  l a r g e s t  p o t e n t i a l  l o c a l  revenue 

source, a c t u a l l y  c o n t r i b u t e s  l e s s  than some o f  t h e  more minor  taxes and 

l i censes .  I n  Kenya's ma jo r  m u n i c i p a l i t i e s ,  t h e  p r o p e r t y  t a x  has been 

s t e a d i l y  s h r i n k i n g  i n  importance, f a i l i n g  t o  keep up w i t h  i n f l a t i o n  and 

f a l l i n g  as a  p r o p o r t i o n  of l o c a l  government revenues. I n  Tun i s i a ,  a  

r e c e n t l y  i n s t i t u t e d  bus iness t a x  r e p l a c i n g  t h e  p r o p e r t y  t a x  on i n d u s t r i a l  



and commercial a c t i v i t i e s  i s  growing i n  importance, a lmos t  equa l i ng  t h e  

p r o p e r t y  t a x  as a  l o c a l  t a x  resource.  A d d i t i o n a l l y ,  i n  T u n i s i a  management 

of who lesa le  and r e t a i l  markets and mun i c i pa l  government r e a l  e s t a t e  

a c t i v i t i e s  each generate revenues a t  a  s i m i l a r  l e v e l  t o  t h e  p r o p e r t y  t ax .  

The case s t u d i e s  a l s o  p r o v i d e  i n s i g h t s  about how d i f f i c u l t  i t  i s  t o  

change revenue r a i s i n g  p r a c t i c e s .  The p r o p e r t y  t a x  system improvements i n  

Lages were reduced i n  e f f e c t i v e n e s s  by l a c k  o f  enforcement powers ( p r i m a r i l y  

a  p o l i t i c a l  cons ide ra t i on . )  I n  Cagayan de Oro C i t y ,  wa te r  r a t e  inc reases  

have n o t  been approved by t h e  l o c a l  wa te r  d i s t r i c t  board f o r  t h e  p a s t  f o u r  

yea rs  even as i n p u t  cos t s  have r i s e n  s t e a d i l y .  I n  Kenya, l o c a l  mun i c i pa l  

c o u n c i l s  do n o t  p ress  f o r  scheduled p r o p e r t y  r e v a l u a t i o n s  t o  t ake  p l a c e  b u t  

i n s t e a d  use surp luses  f r om housing and wate r  accounts t o  cover  genera l  

revenue d e f i c i t s .  

I t  i s  c l e a r  t h a t  few l o c a l  governments have examined c a r e f u l l y  t h e i r  

sources o f  revenue and t h e  performance o f  those sources. I n  Ghana, f o r  

example, l o c a l  government has over  40 t a x  and l i c e n s e  c a t e g o r i e s  a t  i t s  

d i sposa l .  I n  ou r  case s tudy  s i t e ,  however, o n l y  a  few of these  c a t e g o r i e s  

p rov ide  s u b s t a n t i  a1 revenue. Futhermore , t a x  c o l  l e c t i o n  e f f o r t s  a r e  o f t en  

n o t  a p p l i e d  i n  t h e  most p r o d u c t i v e  areas. For  some taxes ,  t h e  c o s t s  o f  

c o l l e c t i n g  t h e  t a x  may exceed t h e  revenue generated. 

F i n a n c i a l  Sel f - S u f f i c i e n c y  i n  Local  Government 

The movement toward l o c a l  s e l f - s u f f ~ c ~ e n c y  i n  f i n a n c i n g  government 

o p e r a t i o n  i s  an i s s u e  i n  some o f  o u r  case s tudy  c o u n t r i e s .  I n  Korea, 

c u r r e n t  n a t i o n a l  p o l  i c y  i s  t o  promote f i n a n c i a l  s e l f - s u f f i c i e n c y  w i t h  

decreas ing r e l i a n c e  on government t r a n s f e r s .  T h i s  has r e s u l t e d  i n  a  r a p i d l y  



r i s i n g  p r o p o r t i o n  o f  l o c a l  genera l  f und  revenues be ing  accounted f o r  by 

l o c a l  t a x  and nontax revenues. The P h i l i p p i n e s  has s t a t e d  n a t i o n a l  p o l i c y  

promot ing d e c e n t r a l i z a t i o n .  The c r e a t i o n  o f  t h e  Local  Water U t i l i t i e s  

A d m i n i s t r a t i o n  t o  spur  l o c a l  s e l f - f i n a n c i n g  wate r  d i s t r i c t s  i s  a  r e f l e c t i o n  

of t h i s  p o l i c y .  However, o t h e r  a c t i o n s  a t  t h e  n a t i o n a l  l e v e l  have n o t  

s i m i l a r l y  suppor ted ac tua l  d e c e n t r a l i z a t i o n  o f  a u t h o r i t y ,  l e a v i n g  P h i l i p p i n e  

m u n i c i p a l i t i e s  l a r g e l y  dependent on c e n t r a l  government c o n t r o l s .  A s i m i l a r  

s i t u a t i o n  ho lds  i n  Ghana where a  fo rma l  p o l i c y  o f  government decentra-  

l i z a t i o n  has n o t  been matched by suppo r t i ng  a c t i o n .  

I n  B r a z i l ,  t h e r e  i s  l i t t l e  movement toward l o c a l  s e l f - s u f f i c i e n c y  i n  

f i nanc ing  government ope ra t i ons ,  i n  p a r t  because o t  t h e  ve ry  s t r o n g  r o l e  o f  

s t a t e  government and n a t i o n a l  p a r a s t a t a l s .  Lages represen ts  something of an 

anomoly because i t  i s  r u n  by an o p p o s i t i o n  p o l i t i c a l  p a r t y  and has had 

d i f f i c u l t y  o b t a i n i n g  d i s c r e t i o n a r y  g r a n t  funds. Th i s  has f o r c e d  Lages t o  

become more f i n a n c i a l l y  s e l f - s u f f i c i e n t .  

Kenya represen ts  a  coun te r  t r e n d  i n  which l a r g e l y  s e l f - s u f f i c i e n t  l o c a l  

governments a re  becoming more dependent on c e n t r a l  government funds. The 

c e n t r a l  government has removed severa l  sources o f  l o c a l l y  r a i s e d  revenues, 

rep1 a c i  ng them w i t h  g ran t s .  

The l v o r y  Coast, i n  t he  French t r a d i t i o n ,  remains ve ry  h i g h l y  

c e n t r a l i z e d  i n  bo th  source of  revenues and management o f  revenue c o l l e c t i o n .  

However, t h e r e  i s  growing r e c o g n i t i o n  of t h e  impor tance o f  l o c a l  taxes  and 

use r  charges as evidenced i n  changing n a t i o n a l  l e g i s l a t u r e  and program 

e f f o r t s  documented i n  ou r  case s tudy.  T u n i s i a  i s  cons ide rab l y  more advanced 

i n  promot ing s e l f - s u f f i c i e n c y  i n  f i n a n c i n g  l o c a l  government se rv i ces ,  



a l though t h e r e  i s  s t i l l  cons ide rab le  invo lvement  o f  c e n t r a l  m i n i s t r i e s  i n  

c o l l e c t i o n  and management o f  l o c a l  government funds. 

O v e r a l l ,  t h e r e  appears t o  be a  r e c o g n i t i o n  t h a t  l o c a l  governments w i l l  

have t o  mobi 1 i z e  cons ide rab le  1  oca l  resources t o  p r o v i d e  se rv i ces  and 

promote development. A t  t h e  same t ime,  c e n t r a l  governments pe rce i ve  a  

shor tage o f  s k i l l e d  s t a f f  t o  manage l o c a l  f i nances .  I n  some ins tances ,  

t h e r e  i s  a l s o  a  re l uc tance  t o  t u r n  ove r  power t o  groups beyond t h e  c o n t r o l  

o f  t h e  c e n t r a l  government. 

information on Local  Government Finance 

Most m u n i c i p a l i t i e s  i n v o l v e d  i n  t h e  s t u d i e s  m a i n t a i n  a  cons ide rab le  

amount o f  i n f o r m a t i o n  on l o c a l  government f inances .  However, t h i s  

i n f o r m a t i o n  i s  ma in ta ined  f o r  a u d i t  purposes, n o t  f o r  a n a l y s i s ,  and i s  

s c a t t e r e d  among many sources. S ince f i n a n c i a l  da ta  i s  n o t  ma in ta ined  f o r  

a n a l y t i c a l  purposes, c o n s t r u c t i n g  s imple i n d i c a t o r s  o f  f i n a n c i a l  s t a t u s  i s  

t i m e  consuming a n d . f r a u g h t  w i t h  p o t e n t i a l  e r r o r s .  Even da ta  assembled f o r  

t i m e  s e r i e s  comparisons on a  s i n g l e  c i t y  may d i f f e r  f rom one s tudy  t o  t h e  

nex t .  Indeed, some o f  ou r  case s t u d i e s  have revea led  f i n a n c i a l  i n f o r m a t i o n  

d i r e c t l y  c o n t r a d i c t o r y  t o  e a r l i e r  s t u d i e s  completed f o r  t h e  World Bank. The 

d i scove ry  o t  these  c o n t r a d i c t i o n s  does n o t  r e f l e c t  so much on t h e  q u a l i t y  o f  

t he  s t u d i e s  i n v o l v e d  as i t  does on t h e  poor  s t a t e  o f  l o c a l  government 

f i n a n c i a l  data.  As noted i n  s e c t i o n  3 above, t h e r e  i s  no s tandard  s e t  o f  

accounts f o r  f i n a n c i a l  da ta  ma in ta ined  across c c u n t r i e s ,  n o r  i n  many cases 

across c i t i e s  w i t h i n  t h e  same count ry .  Th is  makes a l l  comparisons somewhat 

chancy, p a r t i c u l a r l y  comparisons among coun t r i es .  The comparisons t h a t  a r e  



made ( i n c l u d i n g  those  i n  t h i s  s t u d y )  must be viewed w i t h  these  da ta  

l i m i t a t i o n s  i n  mind. 

Tax C o l l e c t i o n  System Improvements 

The case s t u d i e s  dea l i n g  w i t h  improvements i n  l o c a l  t a x  systems have 

demonstrated two t h i n g s .  F i r s t  o f  a l l ,  t h e r e  i s  cons ide rab le  room f o r  

improvement i n  t h e  amount o f  revenues r a i s e d  f r om l o c a l  taxes .  Secondly,  

l o c a l  t a x  c o l l e c t i o n  must be approached as a  whole system: t a x  base 

i d e n t i f i c a t i o n ,  v a l u a t i o n ,  assessment, c o q l e c t i o n ,  enforcement.  

Improvements i n  one aspec t  o f  t h e  system must be matched t o  improvements 

elsewhere. For  example, i n  Lages, B r a z i l  t h e  e f t e c t i v e n e s s  o f  an exce l  l e n t  

p r o p e r t y  t a x  i n f o r m a t i o n  system has been cons ide rab l y  reduced by l a c k  o f  

e f f e c t i v e  c o l l e c t i o n  enforcement procedures;  n o t w i t h s t a n d i n g  s u b s t a n t i a l  

i n c reases  i n  t h e  revenues f r om t h e  l o c a l  p r o p e r t y  t a x  ove r  t h e  p a s t  f o u r  

years ,  an es t ima ted  30 pe rcen t  o f  p r o p e r t y  taxes  i n  Lages a r e  n o t  be ing  

pa id .  I n  Ab id jan ,  a l t hough  t h e  compu te r i za t i on  o f  l a n d  records  i nc reased  

t h e  i d e n t i f i c a t i o n  of taxab l e  p r o p e r t i e s ,  r e c o r d i n g  of t a x  payment and 

f o l l o w - u p  i s  conducted s l o w l y  by hand. 

I f  o u r  sma l l  sample o f  case s tudy  c i t i e s  i s  i n  t h e  l e a s t  

r e p r e s e n t a t i v e ,  cons ide rab le  inc reases  i n  revenues c o u l d  be expected f r om 

improved p r o p e r t y  t a x  a d m i n i s t r a t i o n  i n  genera l .  Occas iona l l y  sma l l  

improvements can make a  b i g  d i f f e r e n c e  - i n  Nakuru, Kenya, h i r i n g  o f  a  l o c a l  

p r o p e r t y  v a l u a t o r  ( t o  rep1 ace t h e  v a l u a t i o n  serv. ices o f  t h e  Na t i ona l  

Commissioner of Lands which has n o t  k e p t  up w i t h  t h e  demand) i s  expected t o  

expand p r o p e r t y  t a x  revenues cons ide rab l y  by s imp l y  upda t i ng  t h e  p r o p e r t y  

t a x  r o l l s .  



Severa l  o f  o u r  case s tudy  s i t e s  under took ma jo r  overhau ls  o f  t h e  

p r o p e r t y  t a x  system. T y p i c a l l y ,  a  c a d a s t r a l  survey was under taken (Lages 

and Ab id j an )  t o  c r e a t e  a  complete p r o p e r t y  r e g i s t r y  o f  t h e  c i t y .  Secondly,  

an updated assessment was made, w i t h  p r o v i s i o n  f o r  f r e q u e n t  reassessments. 

B u i l d i n g  such an i n f o r m a t i o n  base i s  c o s t l y  and t i m e  consuming. It i s ,  

nowever, a  necessary f o u n d a t i o n  f o r  t h e  p r o p e r t y  t a x  system. I n  many cases 

t h e  development o f  a  complete  p r o p e r t y  r e g i s t r y  i s  j u s t i f i e d  f o r  more t han  

j u s t  t a x  purposes. I n  Ab id j an ,  t h e  c a d a s t r a l  system was developed p a r t l y  t o  

p e r m i t  r e g u l a r i z a t i o n  o f  l a n d  t i t l e s .  Th i s ,  i n  t u r n ,  p rov i des  more secure 

c o n d i t i o n s  f o r  mortgage loans  i n  t h e  hous ing market.  

I n  t h e  case s t u d i e s  o f  Lages, Ab id jan ,  and Sousse t h e  i n t r o d u c t i o n  o f  

compu te r i za t i on  i n  p r o p e r t y  t a x  systems has g r e a t l y  improved t h e  e f f i c i e n c y  

o f  t h e  systems. Now, t h e  a v a i l a b i l i t y  o f  cheap microcomputer systems shou ld  

f u r t h e r  ex tend  compu te r i za t i on  t o  s m a l l e r  m u n i c i p a l i t i e s .  

Even we1 1  designed i n f o r m a t i o n  systems do n o t  a v o i d  t h e  problems o f  

i n t e ragency  c o n f l i c t  i n  l o c a l  government. I n  Ab id j an ,  access t o  t h e  l a n d  

r e g i s t r y  i n f o r m a t i o n  system which was developed by t h e  Finance. M i n i s t r y ,  b u t  

a l s o  used by t h e  p l a n n i n g  agency, has become such a  p o i n t  o f  c o n f l i c t .  

A l though t h e r e  i s  cons ide rab le  debate o v e r  which taxes  shou ld  be b e s t  

adni in i  s t e r e d  1  oca l  l y  , t h e r e  i s  a  s t r o n g  consensus t h a t  g r e a t  improvements 

can be made by  s imp l y  improv ing  t h e  management o f  what c u r r e n t l y  e x i s t s .  

Indeed, g i v e n  t h e  shor tages o f  t r a i n e d  f i n a n c e  s t a f f ,  r a d i c a l  changes i n  t a x  

a u t h o r i t y  w i  11 most 1  i k e l y  be d i s r u p t i v e .  

Wh i le  cons ide rab le  improvements i n  p r o p e r t y  t a x  c o l l e c t i o n s  can be made 

by improv ing  a d m i n i s t r a t i o n  of t h e  c u r r e n t  systeni, t h e r e  a r e  i ns tances  where 



changes i n  t h e  c u r r e n t  laws c l e a r l y  a r e  needed. I n  Tamale, Ghana t h e r e  i s  a  

two t o  t h r e e  y e a r  de lay  between i n d i v i d u a l  assessments made by t h e  l o c a l  

assessors and approval  by t h e  M i n i s t r y  o f  Local  Government. The i m p o s i t i o n  

o t  an i n t e r i m  assessment, recommended by a  l o c a l  revenue s tudy  i n  Tamale, 

would r e q u i r e  t a x  code r e v i s i o n .  

I n  some cases, l o c a l  governments may be u s i n g  i n a p p r o p r i a t e  t a x  

c o l l e c t ~ o n  systems o r  devo t i ng  resources t o  t a x  sources t h a t  a r e  n o t  wo r th  

t he  e f f o r t .  I n  c o l l e c t i n g  t h e  l o c a l  head t a x  i n  Tamale Ghana, a once a  y e a r  

canvass of t h e  l o c a l  d i s t r i c t  by  agents p a i d  on a  bounty b a s i s  has proven t o  

be much more e f f e c t i v e  than  t he  p rev ious  system i n  which i n d i v i d u a l  revenue 

c o l l e c t o r s  pursued l i s t s  o f  d i s t r i c t  r es i den t s .  I n  genera l ,  l o c a l  

governments have n o t  been ab le  t o  e x p l o i t  l o c a l  bus iness taxes except  i n  t h e  

r e l a t i v e l y  more advanced c o u n t r i e s  i n  t h e  case s tudy  s e t  (Korea, Bra21  l and 

r e c e n t l y  T u n i s i a ) .  I t  i s  c l e a r  t h a t  most l o c a l  governments do n o t  have t h e  

s t a f t  o r  i n f o r m a t i o n  c o l l e c t i o n  systems t o  mon i t o r  bus iness r e c e i p t s  and 

sa les .  I n  B r a z i l  and Tun i s i a ,  t h e  business taxes  a r e  c o l l e c t e d  by h i g h e r  

l e v e l  government and re funded t o  t h e  m u n i c i p a l i t y .  Because o f  t h e  e f f o r t  

needed t o  m a i n t a i n  i n f o r m a t i o n  on b u s ~ n e s s  t a x  bases, l o c a l  governments may 

be b e t t e r  served by  r e p l a c i n g  r e c e i p t s  based on bus iness taxes w i t h  more 

ex tens i ve  1  i c e n s i n g  systems o r  presumpt ive assessments. 

F inanc ing  Phys ica l  I n f r a s t r u c t u r e  

A second ma jo r  g roup ing  of t h e  case s t u d i e s  has examined t h e  f i n a n c i n g  

o f  p h y s i c a l  i n t r a s t r u c t u r e  p r o v i s i o n  I n  m u n i c i p a l i t i e s .  F inanc ing  p h y s i c a l  

i n f r a s t r u c t u r e  i s  a  ma jo r  concern o f  l o c a l  government t o r  severa l  reasons. 

F i r s t  o f  a l l ,  phys i ca l  i n t r a s t r u c t u r e  c o n s t r u c t i o n  r e q u i r e s  cons ide rab le  



c a p i t a l  investment  p r i o r  t o  r e a l i z i n g  any b e n e f i t s  o f  t h e  investment .  Th i s  

r a i s e s  i ssues  of b o t h  c a p i t a l  bo r row ing  and 1  ong-term f i n a n c i n g ,  i n c l u d i n g  

long- te rm c o s t  recovery  f r om  p r o j e c t  b e n e f i c i a r i e s .  Secondly,  t h e  p r o v i s i o n  

o f  p h y s i c a l  i n f r a s t r u c t u r e  s e r v i c e s  c a r r i e s  w i t h  i t  t h e  need f o r  long- te rm 

maintenance and replacement,  which p laces  p a r t i c u l a r  demands on f i s c a l  

management. T h i r d l y ,  p r o v i s i o n  o f  p h y s i c a l  i n f r a s t r u c t u r e  can g r e a t l y  

i nc rease  t h e  va lue  of raw land,  p roduc ing  severa l  d i f f e r e n t  t ypes  o f  

o p p o r t u n i t i e s  f o r  l o c a l  government t o  b e n e f i t  f i n a n c i a l l y  f r om  t h e  va lue  

t h a t  i t  he1 ps t o  c rea te .  

Severa l  d i f f e r e n t  models of c o s t  r ecove ry  have been developed i n  t h e  

p r o v i s i o n  of p h y s i c a l  i n f r a s t r u c t u r e  which can serve  as u s e f u l  models f o r  

o t h e r  deve lop ing  c o u n t r i e s .  The case s t u d i e s  examined f o u r  d i f f e r e n t  

examples o f  i n f r a s t r u c t u r e  f i n a n c i n g .  The Colombia case s tudy  examined t h e  

recove ry  o f  t h e  c o s t  o f  i n f r a s t r u c t u r e  ( p r i m a r i l y  road  c o n s t r u c t i o n )  th rough  

t h e  i m p o s i t i o n  o f  be t t e rmen t  l e v i e s  which a l l o c a t e s  c o s t  o f  c o n s t r u c t i o n  t o  

a f f e c t e d  landowners on a  p r o p o r t i o n a l  b a s i s .  I n  Korea, t h e  system o f  " l a n d  

read jus tment "  was s t u d i e d  by which t h e  m u n i c i p a l i t y  a c t s  as t h e  deve loper  t o  

c o n v e r t  urban f r i n g e  l a n d  t o  f u l l y  s ~ r v i c e d  l o t s  by p r o v i d i n g  a l l  t h e  

phys i ca l  i n f r a s t r u c t u r e .  I n  t h i s  system, t h e  c o s t  o f  p r o v i d i n g  

i n f r a s t r u c t u r e  i s  recovered  by w i t h h o l d i n g  a f r a c t i o n  o f  l a n d  from each 

landowner t o  s e l l  on t h e  open market  t o  r ecove r  a1 1  c o s t s  o f  development. 

I n  Ab id jan ,  t h e  m u n i c i p a l i t y  i s  r e c o v e r i n g  a  p o r t i o n  of t h e  c o s t  o f  

p r o v i d i n g  i n f r a s t r u c t u r e  i n  s lum upgrad ing  p r o j e c t s  th rough  a  be t t e rmen t  

l e v y  a t t ached  t o  t h e  p r o p e r t y  tax .  I n  t h e  P h i l i p p i n e s ,  l o c a l  wa te r  

d i s t r i c t s  a r e  be ing  e s t a b l i s h e d  w i t h  t h e  ass i s t ance  o f  a n a t i o n a l  



o r g a n i z a t i o n ,  t h e  Local  Water U t i l i t i e s  A d m i n i s t r a t i o n  which p rov ides  l oan  

funds, t e c h n i c a l  ass i s tance  and t r a i n i n g  t o  h e l p  e s t a b l i s h  t o t a l l y  

se l  f - f i n a n c i n g  l o c a l  a u t h o r i t i e s .  

I n  a l l  o f  these cases, t h e  o p e r a t i n g  p r i n c i p l e  i s  t h a t  t h e  

b e n e f i c i a r i e s  o f  t h e  s e r v i c e  pay t h e  c o s t  o f  i t s  i n s t a l l a t i o n  and ope ra t i on .  

I n  Colombia, I v o r y  Coast and t h e  P h i l i p p i n e s  t h e  cos t s  a r e  p a i d  d i r e c t l y  

through s p e c i a l  l e v i e s  o r  month ly  charges. The l a n d  read jus tment  system i n  

Korea represen ts  a  more r a d i c a l  depar tu re  i n  t h a t  t h e  m u n i c i p a l i t y ,  o r  

developnient agency, takes l a n d  i n  l i e u  o f  cash payment. 

The process o f  l ~ r b a n i z a t i o n  ( i  .e., c r e a t i n g  1  and w i t h  pub1 i c  s e r v i c e s )  

g r e a t l y  inc reases  t h e  va lue  o f  raw land. Whi le m u n i c i p a l i t i e s  i n  many 

c o u n t r i e s  have moved t o  cap tu re  some o f  t h i s  inc reased  va lue  i n  o r d e r  t o  pay 

f o r  t h e  c o s t  o f  p r o v i d i n g  i n f r a s t r u c t u r e ,  a lmost  none appear t o  have t u l l y  

e x p l o i t e d  t h e  va lue  t h a t  they  a re ,  i n  p a r t ,  c r e a t i n g .  t v e n  i n  t h e  Korean 

l a n d  read jus tment  system, t h e  m u n i c i p a l i t y  i s  l i m i t e d  t o  r ecove r i ng  o n l y  i t s  

ac tua l  cos t s  through t h e  s a l e  o f  l a n d  i t  has taken  as payment - surp luses  

must be r e i n v e s t e d  i n . t h e  i n d i v i d u a l  i n f r a s t r u c t u r e  p r o j e c t s .  I f  a  

m u n i c i p a l i t y  does n o t  b e n e f i t  d i r e c t l y  f r om inc reased  l a n d  va lues c r e a t e d  by 

p r o v i s i o n  o f  p u b l i c  se rv ices ,  i t s  main a l t e r n a t i v e  i s  t o  r ecap tu re  some of 

t h e  va lue  th rough inc reased  p r o p e r t y  taxes.  However, t h e  poor e f f i c i e n c y  of 

most p r o p e r t y  t a x  systems i n  deve lop ing  c o u n t r i e s  renders t h i s  an 

i n e f f e c t i v e  mechanism f o r  e x p l o i t i n g  r i s i n g  l a n d  va lue.  

Cont ro l  1 i n g  Costs i n  Pub1 i c  Se rv i ce  Expendi tures 

A number o f  t h e  case s t u d i e s  have d e a l t  w i t h  aspects  o f  c o s t  c o n t r o l  i n  

mun i c i pa l  s e r v i c e  d e l i v e r y  systems. The case s t u d i e s  have addressed a  



number o f  d i f f e r e n t  p o i n t s  i n  t h e  s e r v i c e  d e l i v e r y  process which a f f e c t  c o s t  

o f  se rv i ces .  Several  m u n i c i p a l i t i e s  have under taken programs aimed a t  

reduc ing  o v e r a l l  demand f o r  p u b l i c  se rv i ces .  The c i t y  o f  Lages has severa l  

programs aimed a t  improv ing  t h e  income o t  r u r a l  i n h a b i t a n t s  o f  t h e  

m u n i c i p a l i t y  t o  stem t h e  pressures f o r  m i g r a t i o n  i n t o  t h e  c i t y  cen te r .  The 

c i t y  o f  Tamale has under taken a  program t o  channel r e s i d e n t i a l  growth i n t o  

d e s i r e d  p a t t e r n s  (and away f r om haphazard s q u a t t e r  s e t t l e m e n t s )  t o  reduce 

t h e  c o s t  o f  " r e t r o f i t t i n g "  s q u a t t e r  se t t l emen ts  w i t h  urban se rv i ces .  The 

c i t y  o f  Daejeon i s  work ing  t o  m a i n t a i n  p r o v i s i o n  o f  p u b l i c  t r a n s p o r t a t i o n  

s e r v i c e s  e n t i r e l y  i n  t h e  p r i v a t e  s e c t o r  so t h a t  t h a t  c i t y ,  u n l i k e  Seoul, 

does n o t  have t o  p r o v i d e  p u b l i c  t r a n s p o r t a t i o n  o r  s u b s i d i z e  e x i s t i n g  

companies. 

Some o f  t h e  case s t u d i e s  deal  w i t h  t h e  s e l e c t i o n  o f  low c o s t  models of 

p u b l i c  s e r v i c e  d e l i v e r y .  I n  Lages, t h e  m u n i c i p a l i t y  has under taken a  

s e l  f -he1 p  pub1 i c  hous ing program t h a t  t r a i n s  would-be homeowners t o  

c o n s t r u c t  t h e i r  own houses and lends  them t h e  b u i l d i n g  m a t e r i a l s  t h a t  a r e  

f i nanced  on a  t e n  t o  twenty  y e a r  mortgage. The program produces hous ing 

u n i t s  a t  a  much l owe r  n e t  c o s t  than  commonly found i n  hous ing programs 

th roughout  B r a z i l .  I n  Tamale, Sfax and Ab id j an  mun i c i pa l  government i s  

p r o v i d i n g  s e r v i c e d  hous ing s i t e s  w i t h  house c o n s t r u c t i o n  l e f t  t o  t h e  

i n d i v i d u a l  r e s i d e n t s .  I n  t h e  P h i l i p p i n e s ,  t h e  Local  Water U t i l i t i e s  

A d m i n i s t r a t i o n  conducts ve ry  c a r e f u l  f e a s i b i l i t y  and marke t ing  s t u d i e s  p r i o r  

t o  t h e  des ign  o f  l o c a l  wa te r  systems; t h e  emphasis i s  on t h e  p r o v i s i o n  o f  an 

a p p r o p r i a t e  l e v e l  o f  s e r v i c e  geared t o  t h e  resources o t  t h e  t a r g e t  

popu la t i on .  I n  t h e  case o f  t h e  P h i l i p p i n e s ,  p a r t i c u l a r  a t t e n t i o n  i s  p a i d  t o  



t h e  a b i l i t y  t o  m a i n t a i n  and expand l o c a l  wa te r  systems i n  t h e  system des ign  

and wate r  r a t e  s e t t i n g .  

Concern f o r  s e r v i c e  p r o d u c t i v i t y  i s  n o t a b l e  i n  t h e  case s tudy  i n  

Cagayan de Oro C i t y ,  P h i l i p p i n e s .  The l o c a l  wa te r  d i s t r i c t  ma in ta i ns  c l o s e  

watch on worker  p r o d u c t i v i t y  and p rov ides  a  range o f  i n c e n t i v e s  f o r  good 

performance. Consequent ly,  t h e  r a t i o  of s e r v i c e  consumers t o  employees i s  

more t han  t w i c e  t h a t  o f  o t h e r  l o c a l  wa te r  d i s t r i c t s  i n  t h e  P h i l i p p i n e s .  

Se rv i ce  p r o d u c t i v i t y  has a l s o  been one f o c a l  p o i n t  o f  t h e  t r a i n i n g  programs 

developed by t h e  Economic and Rura l  Development Management (ERDM) program i n  

Ghana. The ERDM p r o j e c t ,  which t r a i n s  l o c a l  government o f f i c i a l s  and s t a f f s  

th rough  mob i l e  t r a i n i n g  seminars, has r e s u l t e d  i n  a  number o f  p r o d u c t i v i t y  

improvements i n  l o c a l  governments i n  Ghana rang ing  f r om t h e  c r e a t i o n  o f  

performance i n c e n t i v e  schemes t o  t h e  r e d u c t i o n  o f  unnecessary s t a f f  

p o s i t i o n s .  Worker p r o d u c t i v i t y  i n  p u b l i c  s e r v i c e s  i s  p a r t i c u l a r l y  i m p o r t a n t  

s i n c e  personnel  c o s t s  have been shown t o  be t h e  l a r g e s t  i t e m  o f  l o c a l  

government budgets everywhere. Where da ta  e x i s t  f o r  comparison, personnel  

and a d m i n i s t r a t i v e  c o s t s  appear t o  be r i s i n g  r a p i d l y  as a  p r a p o r t i o n  of 

t o t a l  l o c a l  government expend i tu res .  I n  Sousse, T u n i s i a ,  t h e  c e n t r a l i z a t i o n  

o f  personnel  r eco rds  th rough  a  s i n g l e  personnel  department and t h e  

compu te r i za t i on  o f  t h e  records  p e r m i t t e d  t h e  town a d m i n i s t r a t i o n  t o  speed up 

t h e  p a y r o l l  process w h i l e  r educ ing  t h e  p o t e n t i a l  f o r  f r a u d u l e n t  pay c la ims .  

P u t t i n g  Loca l  Serv ices  on a  Se l f -F i nanc ing  Bas i s  

A number of p u b l i c  s e r v i c e s  can be r u n  on a  t o t a l  c o s t  r ecove ry  bas is .  

I n  a d d i t i o n  t o  t h e  i n f r a s t r u c t u r e  s e r v i c e s  d iscussed  above, severa l  l o c a l  

governments i n  t h e  s tudy  were a l s o  found t o  p r o v i d e  a  number o f  o t h e r  



se rv i ces  on a  s e l f - f i n a n c i n g  bas is .  lhese i n c l u d e  s o l i d  waste c o l l e c t i o n ,  

markets,  s laughterhouses and i n d u s t r i a l  parks.  T y p i c a l l y ,  these s e r v i c e s  

a r e  funded through separate accounts i n  o r d e r  t o  keep them d i s t i n c t  f r om 

genera l  f und  expend i tu res  o f  l o c a l  government. I n  some ins tances ,  however, 

these accounts may be merged i n t o  t h e  l o c a l  genera l  fund, as i s  t h e  case 

w i t h  s o l i d  waste c o l l e c t i o n  i n  El Dore t  and Nakuru, Kenya and i n  Daejeon, 

Korea. Wh i le  separate accounts f o r  these e n t e r p r i s e s  may be kep t ,  t h i s  does 

n o t  mean t h a t  a l l , c o s t s  assoc ia ted  w i t h  t h e  e n t e r p r i s e  a r e  n e c e s s a r i l y  

charged a g a i n s t  t h e  account.  O f ten t imes ,  s t a f f  t ime,  equipment use, c a p i t a l  

investments  and o t h e r  cos t s  a r e  n o t  i n c l u d e d  i n  t h e  accounts,  p r e s e n t i n g  a  

d i s t o r t e d  p i c t u r e  o f  " p r o f i  t a b i l  i ty". 

For  s e r v i c e s  o p e r a t i n g  on a  c o s t  recovery  bas i s ,  t h e r e  a r e  a  number of 

cons ide ra t i ons  t h a t  m i r r o r  those o t  any p r i v a t e  e n t e r p r i s e .  The case s tudy  

o f  t h e  Cagayan de Oro Water D i s t r i c t  examined i n  d e t a i l  procedures f o r :  ( a )  

gene ra t i ng  inc reased  demand f o r  f e e  bea r i ng  wate r  se rv i ces ,  ( b )  expanding 

t h e  customer base t o  make e f f i c i e n t  use o f  f i x e d  c a p i t a l  investments ,  and 

( c )  aggress ive  f e e  c o l l e c t i o n .  

T r a i n i n g  o f  l o c a l  government o f f i c i a l s  and s t a f f  i n  f i n a n c i a l  

management 

Two case s t u d i e s  examined t r a i n i n g  i n  va r i ous  aspects  o f  l o c a l  

a d m i n i s t r a t i o n  and f i n a n c i a l  management. The ERDM program i n  Ghana t r a i n s  

l o c a l  o f f i c i a l s  and s t a f t s  i n  management though a  network o f  r e g i o n a l  

t r a i n i n g  teams t h a t  p r o v i d e  t r a i n i n g  sess ions i n  t h e  home s i t e s  o t  t h e  

t r a i n e e s .  T r a i n i n g  i s  c a r r i e d  o u t  th rough  a  s e r i e s  o t  workshops which t ake  

p l ace  ove r  one t o  two y e a r  per iods .  The t r a i n i n g  focuses on problems 



identified by the local oft~cials and is customized to help the trainee 

group develop practical solutions to their problems. A number ot the 

training sessions have focused on financial management issues, ranging from 

fee collection in water services to budgeting procedures. 

The Local Water Utilities Administration devotes considerable resources 

to training local officials/staffs In water district formation and 

management. The LWUA has developed a number of customized competency based 

programs for the different groups of actors involved in running local water 

districts of local oft~cial s, general managers, engineers, finance otticers, 

construction supervisors and maintenance personnel . LWUA has recently 

expanded its training program to utilize well established local water 

districts as regional training sites. This will provide closer contact to 

local water districts and further strengthen LWUA's "hands on" approach to 

training. 

In summary, the case studies reveal a- breadth of innovative practices 

in dealing with financing local government operations. The case studies 

point out that improvements can be made at virtually any point in the 

process. Pub1 ic services can be de l ivered efficiently by local government. 

Local staff can be trained to operate service delivery and financial 

managment systems. Communities can raise and manage sizeable financial 

resources. kuthermore, there is considerable receptivity to making these 

types of improvements. 



5.0 Recommendations f o r  I n t e r v e n t i o n s  t o  I m ~ r o v e  

Loca l  Government F i  n a n c i  a1 Management 

T h i s  s e c t i o n  p r e s e n t s  a  s e t  o f  recommended i n t e r v e n t i o n s  t o r  i m p r o v i n g  

m u n i c i p a l  f i n a n c i a l  management i n  d e v e l o p i n g  c o u n t r i e s .  The s e c t i o n  i s  

d i v i d e d  I n t o  two p a r t s .  The f i r s t  p a r t  summarizes t h e  m a j o r  prob lems i n  

m u n i c i p a l  f i n a n c e  and p r e s e n t s  d i s c u s s i o n s  o f  p o s s i b l e  s o l u t i o n s  t o  t h o s e  

problems. The second p a r t  p r e s e n t s  a  s e t  o f  s p e c i f i c  recommendations t o  

U.S.AID f o r  d e v e l o p ~ n g  a  program o f  t e c h n i c a l  a s s i s t a n c e ,  r e s e a r c h  and 

development a c t i v i t i e s  i n  t h e  a r e a  of  l o c a l  government f i n a n c e .  

5.1 Summary o f  Problems and P o t e n t i a l  S o l u t i o n s  

T h i s  s e c t i o n  i s  o r g a n i z e d  under  t h e  t h r e e  m a j o r  head ings o f  

revenue g e n e r a t i o n ,  e x p e n d i t u r e  c o n t r o l  and management s u p p o r t  p r a c t i c e s .  

The problems a r e  p r e s e n t e d  as summary s ta tements  f o l l o w e d  by d i s c u s s i o n s  o f  

p o s s i b l e  s o l u t i o n s  and c o n s i d e r a t i o n s  t h a t  wou ld  a f f e c t  t h o s e  s o l u t i o n s .  

The impor tance  o f  t h e  v a r i o u s  problems d i s c u s s e d  v a r i e s  t remendous ly  by  

c o u n t r y  and even by c i t i e s  w i t h ~ n  t h e  same c o u n t r y .  Some problems appear  t o  

be q u i t e  common a c r o s s  a  number o f  d e v e l o p i n g  c o u n t r i e s ,  w h i l e  o t h e r s  may be 

s p e c i f i c  t o  j u s t  a  tew c o u n t r i e s .  The r e l a t i v e  p r i o r i t i e s  and impor tance  o f  

t h e  v a r i o u s  problems a r e  d i scussed  i n  s e c t i o n  5.2 Recommended U.S.AID 

Programs be 1  ow. 



5.1 .I. Revenue Generat i  on 

Local  Tax Svstems 

1. Local  government o f f i c i a l s  o f t e n  a r e  n o t  aware o f ,  and do n o t  use, 

a1 1  t a x  sources a v a i l a b l e  t o  them. 

The comp I i c a t e d  and f r e q u e n t l y  changing n a t u r e  o f  t a x  l e g i s l a t i o n  keeps 

i t  f rom be ing  we1 I understood by l o c a l  government o f f i c i a l s .  Tax ing 

a u t h o r i t y  g ran ted  t o  l o c a l  governments may n o t  be recognized and 

consequent ly  n o t  u t i  1  i zed .  Overcoming t h i s  s i t u a t i o n  r e q u i r e s  mechanisms 

t h a t  ass1 s t  l o c a l  government o f t i c i a l  s  i n :  ( a )  i d e n t i t y i n g  a1 1  a v a i l a b l e  

t a x  sources, ( b )  i d e n t i f y i n g  which solJrces a r e  n o t  used o r  a r e  

u n d e r u t i  1  i zed ,  ( c )  assess ing p o t e n t i a l  a d d i t i o n a l  revenues which may be 

generated versus t h e  c o s t  o f  implement ing c o l l e c t i o n  procedures, and ( d )  

o b t a i n i n g  s p e c i f i c  models o f  how t o  app l y  and c o l l e c t  t h e  t a x .  S ince t a x  

codes may vary  g r e a t l y  f r om coun t r y  t o  coun t r y ,  ass i s tance  t o  l o c a l  

governments i n  e x p l o i t i n g  u n d e r u t i l i z e d  t a x  sources must be p rov ided  on a  

c o u n t r y - s p e c i f i c  bas is ,  most l i k e l y  by a  n a t i o n a l  i n s t i t u t e  o r  branch of t h e  

m i n i s t r y  charged w i t h  l o c a l  government a f f a i r s .  

2 .  Changes i n  n a t i o n a l  l e g i s l a t i o n  o f t e n  remove sources o f  t a x a t i o n  

f o r  l o c a l  government j u r i s d i c t i o n  and/or impose new s e r v i c e  d e l i v e r y  

mandates w i t h o u t  adequate compensation. 

Changes i n  t h e  t a x i n g  a u t h o r i t y  and s e r v i c e  d e l i v e r y  mandates o t  l o c a l  

governments can d i s r u p t  t he  f i n a n c i a l  ba lance t h a t  even we1 1  - run  c i t i e s  

ma in ta i n .  Cen t ra l  government g ran t s  in tended t o  c o r r e c t  t h e  imbalance a r e  

o f t e n  inadequate and do n o t  address t h e  s t r u c t u r a l  d e f i c i e n c i e s  imposed by 

c e n t r a l  government a c t i o n .  The s o l u t i o n  t o  t h i s  problem has bo th  



i n f o r m a t i o n a l  and p o l i t i c a l  components. The c e n t r a l  government needs t o  

have mechanisms and i n f o r m a t i o n  t o  f o r e c a s t  t h e  impact o f  changing 

l e g i s l a t i o n  on l o c a l  government f i nance .  Secondly, l o c a l  governments need 

adequate r e p r e s e n t a t i o n  a t  t h e  c e n t r a l  government l e v e l  t o  l obby  f o r  t h e i r  

i n t e r e s t s .  I n  many cases, t h e  M i n i s t r y  o f  Local  Govern~iient A f f a i r s ,  whicn 

i s  des ignated t o  r ep resen t  l o c a l  governments, does n o t  have t h e  p o l i t i c a l  

c l o u t  t o  do t h i s  e f f e c t i v e l y .  

3 .  Poor t a x  i n f o r m a t i o n  systems c o n t r i b u t e  t o  under -es t imat ion  o f  t h e  

t a x  base, low t a x  l i a b i l i t y  es t imates ,  and poor  c o l l e c t i o n  performance. 

There a r e  two b a s i c  approaches t o  a t t a c k i n g  t h e  problem o f  poor  t a x  

i n fo rma t i on  systems. The f i r s t  o p t i o n  i s  t o  upgrade t h e  i n f o r m a t i o n  systems 

when two c o n d i t i o n s  can be met: ( a )  f i n a n c i a l  and t e c h n i c a l  resources e x i s t  

t o  upgrade and r u n  t h e  system e f f e c t i v e l y ,  and ( b )  t h e  a d d i t i o n a l  revenues 

r e a l i z e d  f rom t h e  upgrading can more t han  pay f o r  t h e  i n f o r m a t i o n  system 

~mprovements.  Where these  c o n d i t i o n s  cannot be met, a  second approach i s  

recormiiended i n  which t h e  t a x  i n  ques t i on  i s  e i t h e r :  ( a )  r ep laced  by a  f l a t  

l i c e n s i n g  system, o r  ( b )  t n e  t a x  l i a b i l i t y  i s  t i e d  t o  ano ther  t a x  base f o r  

which a  sound i n f o r m a t i o n  system i s  mainta ined.  

Tax i n t o r m a t i o n  systems m a i n t a i n  da ta  on t h e  t a x  base, assessments, t a x  

l i a b i l i t y  and payment. Tax i n f o r m a t i o n  systems must be des igned w i t h  a  

number o t  f a c t o r s  i n  mind: t h e  n a t u r e  o f  t h e  t a x  base; f requency o f  changes 

i n  va lue,  ownership, and assessments; l i m i t a t i o n s  of a v a i l a b l e  data;  and t h e  

n a t u r e  and t i m i n g  o f  t h e  o u t p u t  of t h e  system. The advent o f  inexpens ive  

microcomputers has i n t r oduced  a  power fu l  t o o l  f o r  deve lop ing  t a x  i n f o r m a t i o n  

systems f o r  l o c a l  m u n i c i p a l i t i e s  i n  deve lop ing  c o u n t r i e s .  However, t h e  



nonhardware components of the system are equally important and must be 

developed to match the hardware capabilities. Models of tax base 

information systems have already been developed for certain types of taxes 

in the developed countries and in some of the less developed countries. 

These may be adapted and applied to specific country situations. This 

adaptation may be best done by national organizations who also can provide 

technical assistance to individual municipalities. 

4. Tax assessment procedures are rendered less effective by: (a) 

poor assessment criteria and (b) lack of timely assessment activities. 

Assessment criteria may be too vague to be applied consistently or, on 

the other hand, may require a level of data precision that is not read~ly 

avai lable. Vague assessment criteria promotes under-assessment, opens the 

door for corruption, and makes prosecution of nonpayment difficult. A 

promising solution would be to develop difterent levels of assessment 

criteria appropriate to the different levels of informat~on availability and 

staff capaclty of municipalities. Since tax codes vary from country to 

country, this would best be accomplished within the central government 

agencies which develop tax assessment regulations. Assistance will likely 

need to be provided to individual municipalities in selecting the 

appropriate sets of assessment criteria and in applying them. 

The timing of rate assessments and rate adjustments is the second major 

problem in local tax assessment. In periods of rapid inflation, assessments 

may not be carried out frequently enough to reflect the rapid rises in the 

value of the tax base. Secondly, scheduled reassessments are frequently not 

carried out either because of staff shortages or because of lack of 



po l  i t i c a l  w i l l .  To inc rease  t h e  f requency o f  assessments ( o r  t o  c a r r y  o u t  

scheduled ones),  may r e q u i r e  e i t h e r  a d d i t i o n a l  assessment personnel o r  t h e  

use of  e s t i m a t i o n  techniques u s i n g  sample a p p r a i s a l s .  E s t i m a t i n g  

assessments based on sampl ing i n f o r m a t i o n  r e q u i r e s :  ( a )  p r o f e s s i o n a l  

e x p e r t i s e  i n  des ign ing  t h e  e s t i m a t i o n  system and t h e  sample, ( b )  computer 

hardware, and ( c )  p o s s i b l y ,  a  change i n  t h e  codes govern ing  t a x  assessment. 

Techniques f o r  assessment e s t i m a t i o n  have been developed t o r  r e a l  p r o p e r t y  

t a x  assessment and may be r e a d i l y  adapted t o  i n d i v i d u a l  coun t r y  s i t u a t i o n s .  

rhese may be s u p p l i e d  t o  n a t i o n a l  o r g a n i z a t i o n s  who i n  t u r n  cou ld  p r o v i d e  

t e c h n i c a l  ass i s tance  t o  l o c a l  governments i n  i n s t a l  1  i n g  t h e  systems and 

procedures. 

5. Tax c o l  l e c t i o n  systems a r e  p lagued by: ( a )  l a c k  of aggress ive  

c o l  l e c t ~ o n  a c t i v i t i e s ,  ( b )  poor  recordkeeping and ( c )  lack  o f  penal t i e s  and 

p r o s e c u t i o n  t o r  nonpayment. 

I n  o r d e r  t o  i n t r o d u c e  aggressiveness i n t o  t h e  t a x  c o l l e c t i o n  system i t  

i s  necessary t o  i n t r o d u c e  i n c e n t i v e s  f o r  t h e  t a x  c o l l e c t i o n  s t a f f .  T h i s  may 

e i t h e r  be done by t y i n g  s t a f f  pay t o  some measure o f  p r o d u c t i v i t y  and 

c o l l e c t i o n  o r  t h e  use o t  a  d i r e c t  bounty system on t h e  amount c o l l e c t e d .  

A1 t e r n a t i v e l y  , t h e  mun i c i pa l  i ty  may c o n t r a c t  c o l  1  e c t f  on t o  a  p r i v a t e  agency 

on a  percentage bas i s .  A l l  o f  these approaches may r e q u i r e  changes i n  t h e  

c i v i l  s e r v i c e  r e g u l a t i o n s  o r  n a t i o n a l  l e g i s l a t i o n .  

Poor recordkeeping c o n t r i b u t e s  d i r e c t l y  t o  t h e  low r a t e  o f  p rosecu t i on  

f o r  nonpayment o f  taxes found i n  many deve lop ing  c o u n t r i e s .  Cons idera t ions  

d iscussed under i t e m  3 above concern ing t a x  i n fo rma t i on  systems app l y  i n  t h e  

case o f  t a x  c o l  l e c t i o n  r e c o r d  systems. P a r t l c u l  a r l y  impo r tan t  i s  t h e  



a b i l i t y  t o  i d e n t i f y  nonpayment q u i c k l y  and t o  p rov ide  i n t o m a t i o n  t h a t  w i l l  

s tand as evidence i n  p rosecu t ion .  

The l a c k  of adequate p e n a l t i e s  f o r  nonpayment and r e l u c t a n c e  t o  

p rosecu te  can render  t h e  b e s t  designed t a x  system i n e f f e c t i v e .  Penal t i e s  

f o r  nonpayment o f  taxes  need t o  be s u f f i c i e n t l y  severe t o  f o r c e  compliance. 

P e n a l t i e s  need t o  be en fo rced  q u i c k l y  and s u r e l y  w i t h  enforcement p rov ided  

i n  an i m p a r t i a l  and n o n p o l i t i c a l  manner. The t i m e  r e q u i r e d  t o  c l e a r  t a x  

cases through t h e  c o u r t s  should be shor tened w i t h  p r o v i s i o n  f o r  c o l l e c t i o n  

o f  i n t e r e s t  on t h e  amount owed. I t  appears t h a t  a coo rd ina ted  approach i s  

r e q u i r e d  w h ~  ch woul d: ( a )  improve recordkeeping , ( b )  p rov ide  s u f f i c i e n t  

manpower t o  pursue nonpayment and prepare cases f o r  p rosecu t ion ,  ( c )  enact  

l e g i s l a t i o n  t o  s t i f f e n  p e n a l t i e s  ( o r  enhance t h e  corrunitment t o  en to r ce  

e x i s t i n g  l e g i s l a t i o n ) ,  ( d )  enact  l e g i s l a t i o n  t o  separate t h e  system from 

p o l i t i c a l  i n f l u e n c e  and, [ e )  p rov ide  commitment on t h e  p a r t  o f  t h e  j u d i c i a l  

system t o  prosecute cases q u i c k l y  and f u l l y .  C l e a r l y ,  t h e  s u b j e c t  o f  

enforcement i s  p o l  i t i c a l  l y  charged and d i f f i c u l t  t o  improve w i t h o u t  a h i g h  

l e v e l  o f  p o l i t i c a l  commitment. Wi thou t  it, however, improvements i n  o t h e r  

p a r t s  o f  t h e  t a x  system cannot be e f f e c t i v e .  



User Fees 

6. Loca l  government o f f i c i a l s  o f t e n  do n o t  have a  good unders tand ing  

o f  which p u b l i c  s e r v i c e s  can be p laced  on a  f e e - f o r - s e r v i c e  bas i s .  

There i s  genera l  l a c k  o f  i n f o r m a t i o n  on t h e  p a r t  o f  l o c a l  government 

o f f i c i a l s  about t h e  o p p o r t u n i t i e s  f o r  d i r e c t  c o s t  r ecove ry  i n  mun i c i pa l  

p u b l i c  se r v i ces .  Whether a  p a r t i c u l a r  p u b l i c  s e r v i c e  c a r r i e s  a  u s e r  charge 

o r  i s  p rov i ded  w i t h  no d i r e c t  charge appears t o  be d i c t a t e d  l a r g e l y  by 

custom, o f t e n  s o l i d i f i e d  i n  law. There i s ,  however, tremendous v a r i a t i o n  

among c o u n t r i e s  w i t h  r e s p e c t  t o  which s e r v i c e s  c a r r y  u s e r  charges. T r a i n i n g  

and i n f o r m a t i o n  may be s u p p l i e d  t o  l o c a l  o f f i c i a l s  t o  h e l p  them i d e n t i f y  

cand ida te  p u b l i c  s e r v i c e s  f o r  u s e r  f e e  a p p l i c a t i o n .  General c r i t e r i a  f o r  

a p p l y i n g  use r  charges t o  s e r v i c e s  i n c l u d e :  ( a )  t h e  s e r v i c e  consumer 

r ece i ves  an i n d i v i d u a l  b e n e f i t  t h a t  t h e  nonconsumer does no t ;  ( b )  t h e  

consumer i s  w i l l  i n g  t o  pay f o r  t h e  se r v i ce ;  and ( c )  t h e  consumption o f  t h e  

s e r v i c e  can be measured a t  t h e  p o i n t  o f  consumption. Where s e r v i c e s  t h a t  

c o u l d  c a r r y  u s e r  charges a r e  mandated t o  be p rov i ded  f r e e ,  a  change i n  

n a t i o n a l  l e g i s l a t i o n  may be r e q u i r e d  t o  a l l o w  f o r  t h e  i m p o s i t i o n  of u s e r  

fees .  The c o l l e c t i o n  o f  i n f o r m a t i o n  on d i f f e r e n t  ways o f  a p p l y i n g  u s e r  fees  

t o  d i f f e r e n t  mun ic ipa l  s e r v i c e s  may b e s t  be handled t h rough  an i n t e r n a t i o n a l  

s t udy  o r  i n f o r m a t i o n a l  exchange. I n f o rma t i on  d i ssem ina t i on  t o  l o c a l  

government o f f i c i a l  s  i s  p robab l y  b e s t  handled th rough  n a t i o n a l  o r g a n i z a t i o n s  

t h a t  would r e c e i v e  i n f o r m a t i o n  f r om t h e  i n t e r n a t i o n a l  s t u d i e s  and t r a n s l a t e  

them i n t o  l o c a l  a p p l i c a t i o n s .  Th i s  o r g a n i z a t i o n  m i g h t  a l s o  l obby  f o r  

necessary changes i n  n a t i o n a l  l e g i s l a t i o n  t o  a l l o w  f o r  t h e  i m p o s i t i o n  o f  

u s e r  charges i n  c e r t a i n  se r v i ces .  



7 .  User fees  i n  s e l f - f i n a n c i n g  s e r v i c e s  may n o t  be adequate t o  cove r  

s e r v i c e  de l  i v e r y  c o s t s  because: ( a )  r a t e s  charged a r e  t o o  low, and/or  ( b )  

p a r t i c i p a t i o n  r a t e s  a r e  l owe r  t han  anticipated. 

Rates f o r  use r  charges i n  p u b l i c  s e r v i c e s  o f t e n  a r e  s e t  by t n e  c e n t r a l  

government. These may be s e t  a r t i f i c i a l l y  low i n i t i a l l y .  I n  a d d i t i o n ,  

adequate r a t e  i nc reases  may n o t  be made as needed. The s o l u t i o n  i s  t o  a l l o w  

l o c a l  s e r v i c e  d e l i v e r y  agenc ies cons ide rab le  leeway i n  s e t t i n g  and r a i s i n g  

use r  charges f o r  se r v i ces .  

The second problem, t h a t  o f  l ow p a r t i c i p a t i o n  r a t e s  i n  f e e  b e a r i n g  

se r v i ces ,  i s  e s s e n t i a l l y  a  prob lem o f  p r e d i c t i n g  market  behav io r  - knowing 

what demand can be expected a t  what p r i c e .  The s e r v i c e  d e l i v e r y  agency 

needs i n f o r m a t i o n  and methods f o r  p r e d i c t i n g  t h i s  demand. The s e r v i c e  

d e l i v e r y  agency may a l s o  need a s s i s t a n c e  i n  changing i t s  s e r v i c e  d e l i v e r y  

mix,  t e e  s t r u c t u r e ,  and "marke t ing"  when i t s  f o r e c a s t s  p rove  i naccu ra te .  

T h i s  t y p e  o f  ass i s t ance  i s  b e s t  p rov i ded  by management c o n s u l t i u g  groups 

w i t h i n  a  c o u n t r y  who unders tand market  behav io r  and s p e c i f i c  markets.  

Se rv i ce  d e l i v e r y  agenc ies a l s o  r e q u i r e  a  c e r t a i n  amount o f  freedom t o  

exper iment  w i t h  changes i n  s e r v i c e  m ix  and f e e  schedules t o  improve consumer 

p a r t i c i p a t i o n .  

8. Local  governments o f t e n  r e q u i r e  cons ide rab le  a s s i s t a n c e  i n  s e t t i n g  

use r  f e e  schedules p a r t i c u l a r l y  where m u l t i p l e  o b j e c t i v e s  a r e  i n c o r p o r a t e d  

i n  t h e  p r i c i n g  s t r u c t u r e .  

The p r i c i n g  mechanism of p u b l i c  s e r v i c e s  i s  o f t e n  used t o  meet severa l  

d i f f e r e n t  o b j e c t i v e s .  Beyond t h e  mere recovery  o f  c o s t ,  p r i c i n g  can be used 

t o  t r a n s f e r  income and t o  a f f e c t  demand and consumption p a t t e r n s .  Loca l  



governments r e q u i r e  ass i s t ance  i n :  ( a )  s e l e c t i n g  a p p r o p r i a t e  f e e  schedules , 

( b )  des ign  and imp lementa t ion  o f  systems f o r  s e t t i n g  charges and c o l l e c t i n g  

fees ,  and ( c )  m o n i t o r i n g  t h e  impacts  of t h e  p r i c i n g  schemes. Ass is tance  i n  

these  areas r e q u i r e s  p a r t l c u l a r  e x p e r t i s e  i n  s p e c i f i c  s e r v i c e  sec to r s ,  

( i n c l u d i n g  consumer behav io r )  wh ich  can b e s t  be p rov i ded  by n a t i o n a l  

agenc ies t h a t  s p e c i a l i z e  i n  t hose  se rv i ces .  S ince  such agenc ies may n o t  

have e x p e r t i s e  i n  market  behav io r  o f  consumers, o u t s i d e  a s s i s t a n c e  may need 

t o  be p rov i ded  t o  them i n  t h e  f i e l d  o f  ~ i i a r k e t i n g .  

9. Cons iderab le  revenues can be l o s t  th rough  t h e f t  o f  s e r v i c e  and 

p o o r  c o l l e c t i o n  procedures i n  f e e - f o r - s e r v i c e  systems. 

Safeguard ing p u b l i c  s e r v i c e s  a g a i n s t  " t h e f t "  can be a  s e n s i t i v e  i s s u e  

s i n c e  p u b l i c  s e r v i c e s  a r e  o f t e n  cons idered  a  f r e e  good and t h e f t  o f  such 

s e r v i c e s  i s  n o t  t r e a t e d  s e r i o u s l y .  The obv ious s o l u t i o n  i s  t o  m a i n t a i n  

s t r i c t  access t o  t h e  se r v i ce ,  r e q u i r i n g  payment a t  p o i n t  o f  s e r v i c e  d e l i v e r y  

o r  s t r i c t l y  me te r i ng  t h e  s e r v i c e  "consumption" i n  some manner. I f  

f e e - f o r - s e r v i c e  systems cannot  be so safeguarded, t h e  m u n i c i p a l i t y  may 

cons ide r  e i t h e r  ( a )  t r a n s f e r r i n g  t h e  s e r v i c e  t o  t h e  p r i v a t e  s e c t o r ,  o r  ( b )  

changing t h e  s e r v i c e  t o  a  nonfee b e a r i n g  s e r v i c e ,  s u p p o r t i n g  i t  th rough  t a x  

revenues. 

C o l l e c t i o n  procedures a r e  a t  i s s u e  when t h e  s e r v i c e  i s  p rov i ded  i n  

advance o f  payment, such as wa te r  and e l e c t r i c i t y .  A r r e a r s  a r e  o f t e n  

a l l owed  t o  mount and p rosecu t i on  may be nonex i s t en t .  The s o l u t i o n  i s  l i k e l y  

t o  be a  comb ina t ion  o f  a c t i o n s :  ( a )  agg ress i ve  c o l l e c t i o n ,  ( b )  

es tab l i shmen t  o f  ve r y  e x p l i c i t  payment dead1 ines ,  ( c )  f i n a n c i a l  penal  t i e s  

t o r  l a t e  payment, ( d )  s e r v i c e  c u t o f f  f o r  nonpayment, ( e )  h i g h  charges f o r  



rees tab  l ishment o f  s e r v i c e  f o l  lowing c u t o f f  f o r  nonpayment, and ( f )  l e g a l  

a c t i o n  t o  r ecove r  a r rea rs .  Depending on s p e c i f i c  problems o f  i n d i v i d u a l  

s e r v i c e  agencies,  one o r  more o f  t h e  a c t i o n s  may be a p p r o p r i a t e .  Loca l  

governments w i l l  l i k e l y  need ass i s t ance  i n  s e l e c t i n g  and a p p l y i n g  these  

procedures.  They may a l s o  r e q u i r e  changes i n  n a t i o n a l  l e g i s l a t i o n  t o  a l l o w  

some o f  these  a c t i o n s .  It may be p o s s i b l e  t o  combine b i l l i n g  systems and 

c o l l e c t i o n  procedures f o r  some s e r v i c e s  (such as i s  done i n  Colombia) t o  

i nc rease  e f f i c i e n c y  and m u l t i p l y  t h e  impact  of t h e  c u t o f f  pena l t y .  Needed 

t e c h n i c a l  a s s i s t a n c e  i s  p robab ly  b e s t  p rov i ded  by a  n a t i o n a l  o r g a n i z a t i o n  

des igned t o  a s s i s t  l o c a l  m u n i c i p a l i t i e s .  



NonTax Revenues 

10. Local  governments o f t e n  do n o t  use a l l  o f  t h e  l i c e n s i n g  a u t h o r i t y  

g ran ted  t o  them by law. 

As i n  t h e  problem o f  u n d e r u t i l i z a t i o n  o f  t a x i n g  a u t h o r i t y  desc r i bed  

above i n  i t e m  1, many l o c a l  governments s i m i l a r l y  do n o t  use a l l  o f  t h e i r  

powers t o  " s e l l "  l i c e n s e s  t o  r a i s e  l o c a l  revenues. I n  a d d i t i o n ,  l o c a l  

governments o f t e n  do n o t  charge t h e  f u l l  r a t e s  t hey  a r e  e n t i t l e d  t o  under 

law. The s o l u t i o n  t o  t h i s  i s  t h e  same as t h a t  proposed f o r  u n d e r u t i l i z a t i o n  

of taxes  above: i n f o r m a t i o n  p rov ided  t o  l o c a l  governments t o  i d e n t i f y  

missed o p p o r t u n i t i e s  and t e c h n i c a l  ass i s tance  i n  deve lop ing  new l i c e n s i n g  

sys terns. 

11. L i c e n s i n g  systems a r e  plagued w i t h  poor  recordkeeping and 

enforcement. 

A l i c e n s i n g  system has t o  keep t r a c k  o f  who engages i n  a  l i c e n s a b l e  

a c t i v i t y  and who has p a i d  t h e  l i c e n s e  f e e  f o r  t h e  r i g h t  t o  engage i n  t h a t  

a c t i v i t y .  S ince l i c e n s e  fees  a r e  t y p i c a l l y  sma l l ,  i t  no rma l l y  does n o t  pay 

t h e  m u n i c i p a l i t y  t o  m a i n t a i n  an e l a b o r a t e  r e c o r d  system o f  payment. Rather,  

l i c e n s e  c e r t i f i c a t e s  o r  tags  a r e  i s sued  which a r e  t o  be d i s p l a y e d  openly  by 

t h e  l i censee .  A l though s imp le  and s t r a i g h t f o r w a r d ,  t h i s  system i s  n o t  used 

by many 1  oca l  governments i n  deve lop ing  c o u n t r i e s .  Furthermore, enforcement 

o f  l i c e n s e s  i s  o f t e n  l a x  so t h a t  o p e r a t i n g  w i t h o u t  a  l i c e n s e  c a r r i e s  no r e a l  

f e a r  o t  pena l t y .  A  c o n t r i b u t i n g  f a c t o r  t o  l a x  enforcement i s  t h e  

p r o l i f e r a t i o n  o f  d i f f e r e n t  l i c e n s e s  and t h e  smal l  fees charged f o r  each 

l i c e n s e .  Local  governments may b e n e t i t  by reduc ing  t h e  number o f  t ypes  o f  

l i c e n s e s  i s sued  and r a i s i n g  i n d i v i d u a l  fees .  Th i s  would reduce 



a d m i n i s t r a t i v e  and enforcement cos ts .  Ass is tance  can b e s t  be p rov ided  by 

n a t i o n a l  o r g a n i z a t i o n s  respons ib l e  f o r  h e l p i n g  l o c a l  government 

a d m i n i s t r a t o r s .  Such o r g a n i z a t i o n s  need t o  have c l o s e  f a m i l i a r i t y  w i t h  

l o c a l  government 1  i c e n s i n g  and p rov ide :  ( a )  model s  o f  e f f e c t i v e  1  i c e n s i n g  

ope ra t i ons  and ( b )  ass i s tance  i n  s e l e c t i n g  which 1  i censes  t o  upgrade. 

12. Local  governments o f t e n  do n o t  u t i l i z e  cash balances i n  mun i c i pa l  

accounts t o  earn  i n t e r e s t  revenue. 

Local  governments o f t e n  run  s i z e a b l e  cash ba lances i n  mun i c i pa l  

accounts t h a t  c o u l d  be ea rn ing  i n t e r e s t  f o r  t h e  m u n i c i p a l i t y  i f  i n v e s t e d  

elsewhere. Three main f a c t o r s  c o n t r i b u t i n g  t o  t h i s  i nc l ude :  ( a )  l a c k  o f  

l e g a l  a u t h o r i t y ,  ( b )  l a c k  o f  a p p r o p r i a t e  (usual  l y  sho r t - t e rm)  inves tment  

o p p o r t u n i t i e s ,  and ( c )  t h e  genera l  l y  conse rva t i ve  n a t u r e  o f  1  oca l  government 

o f f i c i a l s .  The f i r s t  prob lem can o n l y  be addressed by changes i n  n a t i o n a l  

l e g i s l a t i o n .  The second may r e q u i r e  spec ia l  a c t i o n  by  c e n t r a l  government 

f i n a n c i a l  i n s t i t u t i o n s  t o  c r e a t e  s p e c i a l  programs. I n  some s t a t e s  i n  t h e  

U.S. t h e r e  e x i s t  c r e d i t  "poo ls "  i n  which l o c a l  governments d e p o s i t  and 

borrow funds on a  sho r t - t e rm  bas i s .  S i m i l a r  i n s t i t u t i o n s  have been proposed 

f o r  deve lop ing  c o u n t r i e s ,  b u t  would w o r k  we1 I o n l y  i f  cash surp luses  and 

d e f i c i t s  were rough l y  balanced. The need f o r  such f a c i l i t i e s  would be 

j u s t i f i e d  where o t h e r  i n s t i t u t i o n s  proved inadequate and where t h e  volume o f  

need was s u f f i c i e n t  t o  cover  t h e  c o s t  o f  s e t t i n g  up t h e  f a c i l i t y .  

To encourage l o c a l  o f t i c i a l s  t o  i n v e s t  sho r t - t e rm  cash surp luses  i n  

e x i s t i n g  i n s t i t u t i o n s  r e q u l r e s  ( a )  i n f o r m a t i o n  on investment  i ns t rumen ts  

a v a i l a b l e  t o  sho r t - t e rm  depos i t o r s ,  and ( b )  knowledge on t h e  p a r t  o f  l o c a l  

o f f i c i a l s  about  how l o n g  t h e i r  money can be t i e d  up. The fo rmer  i s  most 



easily handled by marketing programs of financial ins t i tu t ions  seeking 

depositors. lhe l a t t e r  requires assistance in cash management, logically 

provided by local management consulting or accounting organizations. 

13. Many "profi tmaking" pub  1 i c  enterprises of local government are 

actually unprofitable i t  a l l  costs are counted. 

Local governments may operate commercial enterprises (beyond the 

traditional public services) t o  generate additional income. Many o t  the 

costs of these e n t e r p r ~ s e s  are "hidden" (government personnel, equ~pment, 

land and capital and foregone taxes) in that  the enterprise budget does n o t  

include costs shared across agencies (motor pools, central accounting, 

e tc .  ). Secondly, depreciation on capita 1 equipment and faci l  i t i e s  are often 

not considered, further underestimating the true costs of the enterprise.  

Since local government o f f i c i a l s  who promote such enterprises are often not 

businessmen, they rarely appreciate these considerations. In short ,  they 

need assistance in cost accounting methods and in assessing the value of 

inputs which are hard to determine (e.g. ,  value of government owned 

equipment). This can be done most direct ly by organizations which audit 

1 ocal government accounts. These organizations may, in t u r n ,  need 

assistance i n  developing proper accounting for  commercial ventures. 

14. Internal borrowing among municipa l accounts often obscures the 

deteriorating financial position of the municipal General Fund and depletes 

resources in the debited accounts fo r  expansion and renewal. 

Local governments often borrow from revenue generating accounts (e .  g. , 

housing, water tha t  may run surplus cash balances) to  of fse t  de f i c i t s  i n  the 

General Fund.  Since the General Fund may be in perpetual d e f i c i t ,  there may 



be no r e a l  chance o f  repay ing  t h e  loan.  The cash surp luses  a r e  o f t e n  funds 

needed f o r  renewal o f  t h e  revenue gene ra t i ng  s e r v i c e  s t r u c t u r e  and n o t  t r u e  

surp luses.  F u r t h e r  compounding t h e  problem i s  t h a t  t h e  a v a i l a b i l i t y  o f  

su rp lus  cash r e l i e v e s  t h e  p ressure  on l o c a l  o f f i c i a l s  t o  r a i s e  taxes  o r  

o t h e r  revenues, worsening t h e  General Fund s i t u a t i o n .  

The d i r e c t  s o l u t i o n  i s  t o  p r o h i b i t  i n t e r f u n d  bor row ing  o r  t o  r e q u i r e  

payback w i t h i n  t h e  t i s c a l  year .  I n  a d d i t i o n ,  f u t u r e  commitments o f  

su rp luses  needed f o r  system renewal and expansion need t o  be safeguarded, 

perhaps i n  severe cases, p l a c i n g  them o u t  o f  reach o f  l o c a l  o f f i c i a l s .  I n  

cases where genuine surp luses  a r e  produced (an  amount beyond o p e r a t i n g  

cos ts ,  deb t  s e r v i c e  and expansion needs), mechanisms may be developed t o  p u t  

t h a t  su rp lus  t o  good use. However, account ing  systems need t o  be adopted 

t h a t  can determine when such genuine surp luses occur.  These i ssues  a r e  b e s t  

addressed through n a t i o n a l  1  e g i s  l a t i o n  and account ing  p r a c t i c e s  mandated by 

t h e  n a t i o n a l  government. Outs ide  t e c h n i c a l  ass i s tance  may be needed by  

c e n t r a l  government agencies respons ib l e  f o r  deve lop ing  these codes. 



Bor row ing  

15. Local  governments need b e t t e r  access t o  c r e d i t  f o r  l a r g e  c a p i t a l  

investments  i n  revenue gene ra t i ng  se rv i ces .  

Access t o  c r e d i t  i s  a f u n c t i o n  o f  hav ing  c r e d i t  f a c i l i t i e s  a v a i l a b l e  

and t h e  ease w i t h  which l o c a l  governments may borrow. I n  some c o u n t r i e s ,  

c r e d i t  i s  h i g h l y  r e s t r i c t e d ,  p a r t i c u l a r l y  f o r  s m a l l e r  m u n i c i p a l i t i e s .  I n  

p laces  w i t h  a v a i l a b l e  c r e d i t ,  t h e  bor row ing  procedures may be so onerous and 

drawn o u t  t h a t  l o c a l  o f t i c i a l s  a r e  d iscouraged f r om app ly ing .  On t h e  o t h e r  

hand, c r e d i t  programs must ope ra te  on a sound b a s i s  w i t h  c a r e f u l  sc reen ing  

procedures. Local  o f f i c i a l s  need b e t t e r  i n f o r m a t i o n  on what sources o f  

c r e d i t  a r e  a v a i l a b l e  and ass i s tance  I n  de te rm in ing  whether bor row ing  i s  t h e  

r i g h t  course of  a c t i o n .  They a l s o  r e q u i r e  ass i s tance  i n  a p p l y i n g  f o r  loans,  

p a r t i c u l a r l y  where procedures a r e  compl icated.  Th i s  ass i s tance  i s  most 

r e a d i  l y  p rov ided  by t h e  c r e d i t  i n s t i t u t i o n s  themselves. 

16. Local  government c r e d i t  programs o f t e n  opera te  as "giveaway" 

programs w i t h  1 i t t l e  se r i ous  a t t emp t  t o  secure repayment. 

Some c r e d i t  programs a r e  t ransformed i n t o  t h i n l y  d i s g u i s e d  g r a n t  

programs when repayment o f  ou t s tand ing  loans i s  n o t  pursued. T h i s  n o t  o n l y  

dep le tes  t h e  l o a n  f und  b u t  undermines t h e  p r i n c i p l e  o f  o b l i g a t i o n  which 

u n d e r l i e s  a l l  systems o f  c r e d i t .  There a r e  a number o f  s teps  t h a t  can be 

taken t o  preserve,  o r  r e s t o r e ,  t h e  i n t e g r i t y  o f  l oan  programs. C r e d i t  

a u t h o r i t i e s ,  a t  a minimum, can l i n k  f u t u r e  loans t o  pas t  performance ( n o t  

u n l i k e  t h e  system o f  mun ic ipa l  c r e d i t  r a t i n g s  i n  t h e  U.S. ) .  Loans can be 

b e t t e r  screened f o r  repayment p o t e n t i a l .  Increased t a x  revenues may have t o  

be pledged t o  cover  debts  i f  revenue p r o j e c t s  a r e  n o t  success fu l .  Debt 



repayment may be phased i n  g r a d u a l l y  r a t h e r  than  suddenly t o  a l l o w  

m u n i c i p a l i t i e s  t ime  t o  develop exper ience w i t h  cash management and use r  

charge c o l  1  e c t i o n .  Mechanisms f o r  f o r e c a s t i n g  repayment problems need t o  be 

b u i l t  i n t o  revenue p r o j e c t s .  When repayment problems occur,  c r e d i t  agencies 

should respond q u i c k l y  and be ready t o  p r o v i d e  ass i s tance  t o  t h e i r  c l i e n t s .  

I n  s h o r t ,  t h e  c r e d i t  agencies should a c t  l i k e  bankers.  

The main t a r g e t s  o t  i n t e r v e n t i o n  a r e  t h e  n a t i o n a l  c r e d i t  i n s t i t u t i o n s  

which need t o  upgrade t h e i r  c r e d i t  management. T h i s  i s  p robab ly  b e s t  done 

d i r e c t l y  by  i n t e r n a t i o n a l  t e c h n i c a l  ass i s tance ,  p a r t i c u l a r l y  when combined 

w i t h  an i n f u s i o n  o f  l o a n  c a p i t a l  f r om i n t e r n a t i o n a l  donors. 

17. Local  governments need mechanisms f o r  assess ing t h e i r  f i n a n c i a l  

a b i l i t y  t o  i n c u r  debt .  

Most l o c a l  governments opera te  w i t h  c e i l i n g s  imposed on t h e  amount o f  

debt  t hey  can i n c u r ,  u s u a l l y  s e t  a t  a  percentage o f  l o c a l  government 

revenues o r  t a x  base. Local  governments need, however, t o o l s  t o  a s s i s t  them 

I n  assess ing t h e i r  i n d i v i d u a l  a b i l i t i e s  t o  manage long- te rm debt  and t o o l s  

t o  assess t h e  impact  o t  c a p i t a l  p r o j e c t s  and deb t  on t h e  f i n a n c i a l  p o s i t i o n  

o f  i n d i v i d u a l  m u n i c i p a l i t i e s .  These t o o l s  may be e i t h e r  i n  t h e  f o rm  o f  

ongoing t e c h n i c a l  ass i s tance  s u p p l i e d  t o  m u n i c i p a l i t i e s  by  n a t i o n a l  

o rgan i za t i ons  and/or  f i n a n c i a l  model s  t h a t  mun ic ipa l  t r e a s u r e r s  use 

themselves. Th i s  r e q u i r e s  a n a l y t i c a l  models and systems of i n f o r m a t i o n  on 

revenue base, c o l  1  e c t i  on e f f i c i e n c y  , expend i tu re  p a t t e r n s  and ob l  i g a t i o n s  . 
Such models c o u l d  be developed on a  coun t r y  s p e c i f i c  b a s i s  and i n t r oduced  by 

a  t e c h n i c a l  ass i s tance  o r g a n i z a t i o n  o r  a  c r e d i t  i n s t i t u t i o n .  



18. Na t i ona l  c r e d i t  i n s t i t u t i o n s  p resen t  an u n d e r u t i l i z e d  v e h i c l e  t o  

p r o v i d e  t e c h n i c a l  ass i s tance  t o  1  oca l  governments. 

Mun ic ipa l  c r e d i t  programs presen t  a  n a t u r a l  o p p o r t u n i t y  t o r  p r o v i d i n g  

ass i s tance  t o  l o c a l  governments i n  improv ing  f i n a n c i a l  management. C r e d i t  

i n s t i t u t i o n s  n o t  o n l y  deal  d i r e c t l y  w i t h  f i n a n c e  o f f i c e s  and f i n a n c i a l  

i ssues  of c i t i e s ,  b u t  t hey  a l s o  e x e r c i s e  leverage  ove r  those  mun i c i pa l  i t i e s .  

Qu i t e  s imply ,  t hey  can l i n k  improvements i n  f i n a n c i a l  management p r a c t i c e  t o  

t h e  g r a n t i n g  o f  loans,  improv ing  chances o t  repayment and ove ra l  l  f i n a n c i a l  

management a t  t h e  same t ime.  Adding t e c h n i c a l  ass i s tance  t o  l o a n  programs 

undoubtedly  r a i s e s  t h e  cos t s  o f  such programs. However, t h e  improved 

performance i n  repayment shou ld  compensate p a r t l y  f o r  these cos ts ;  t h e  

ba lance may be recovered i n  h i g h e r  l o a n  fees  o r  recovered d i r e c t l y  f r om 

mun ic ipa l  i t i e s  (who shou l  d  have h i g h e r  revenues because o f  t h e  t e c h n i c a l  

ass i s tance ) .  Indeed, payment f o r  t e c h n i c a l  ass i s tance  may even be done on a  

c o n t i n g e n t  f e e  b a s i s  - payment i s  based on t h e  amount o f  improvement i n  

revenue gene ra t i on  ( a  p r a c t i c e  used by p r i v a t e  management c o n s u l t a n t  f i rms  

i n  t h e  U.S.).  
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19. Cen t ra l  government t r a n s f e r s  t o  l o c a l  governments need t o  be 

p r e d i c t a b l e  t r om  y e a r  t o  yea r .  

Loca l  governments cannot  q u i c k l y  change t h e i r  expend i t u re  p a t t e r n s  t o  

accommodate f l u c t u a t i n g  revenues y e a r  t o  yea r .  Cen t ra l  governments must 

recogn ize  t h e  need o f  l o c a l  governments t o  have a  s t a b l e  revenue base and 

p l ace  t h e i r  t r a n s f e r  programs on a  p r e d i c t a b l e  t o o t i n g .  The g r a n t  poo l  must 

be r e a d i l y  p r e d i c t a b l e  and t h e  mechanisms used t o  d i s t r i b u t e  funds must be 

e a s i l y  unders tood by l o c a l  o f f i c i a l s .  Formulas used t o  c a l c u l a t e  amounts 

f o r  i n d i v i d u a l  m u n i c i p a l i t i e s  shou ld  be s t r a i g h t f o r w a r d  and based on da ta  

a c c e s s i b l e  t o  l o c a l  governments as w e l l  as c e n t r a l  government agencies.  

Where ad hoc g r a n t s  a r e  used, t h e  c e n t r a l  government may want t o  e s t a b l i s h  

two g r a n t  poo l s  - one t h a t  o b l i g a t e s  funds by a  p r e d i c t a b l e  and s e t  fo rmu la ,  

and one t h a t  i s  reserved  f o r  ad hoc disbursements.  To ach ieve  these  

c o n d i t i o n s ,  changes t o  t h e  c e n t r a l  government t r a n s f e r  system most l i k e l y  

w i l l  need t o  be made a t  t h e  n a t i o n a l  l e v e l .  

20. Cen t ra l  government program g r a n t s  o f t e n  impose long- te rm c o s t s  on 

m u n i c i p a l i t i e s  t h a t  a r e  n o t  a n t i c i p a t e d .  

C e n t r a l  governments o f t e n  award g r a n t s  f o r  programs t a r g e t e d  a t  s p e c i a l  

c a p i t a l  i nves tments  o r  soc ioeconom~c development p r o j e c t s .  O f t en  p r o j e c t  

c a p i t a l  cos t s  and s t a r t u p  expend i t u res  a r e  covered i n  t h e  g r a n t ,  w i t h  

r e c u r r e n t  c o s t  l e f t  t o  t h e  m u n i c i p a l i t y .  Such p r o j e c t s ,  i t  they  do n o t  

genera te  f ees  o r  l e a d  d i r e c t l y  t o  improvements i n  t h e  revenue base o f  t h e  

m u n i c i p a l i t y ,  can p l a c e  a  f i n a n c i a l  burden on t h e  community. O f ten t imes ,  

such p r o j e c t s  a r e  s imp l y  abandoned when t h e  g r a n t  runs ou t .  The prob lem i s  



exacerbated by t h e  f a c t  t h a t  t h e  r e c u r r e n t  cos t s  a r e  o f t e n  i n c u r r e d  w e l l  

a t t e r  t h e  p r o j e c t  has been s t a r t e d ,  which may be of l i t t l e  concern t o  t h e  

a d m i n i s t r a t i o n  which accepts  t h e  p r o j e c t .  The s o l u t i o n  i s  two - fo l d :  ( a )  t o  

make e x p l i c i t  t h e  r e c u r r e n t  c o s t s  o f  a l l  such g r a n t  programs and ( b )  compel 

l o c a l  ~mp lemen t i ng  agencies t o  i d e n t i f y  sources o f  revenue t o  be used t o  

meet these cos t s .  These a c t i o n s  a re  b e s t  c a r r i e d  o u t  by c e n t r a l  government 

agencies t h a t  a d m i n i s t e r  program g ran t s .  When such programs a r e  

u n d e r w r i t t e n  by i n t e r n a t i o n a l  donor o r g a n i z a t i o n s ,  these c o n s i d e r a t i o n s  can 

be made p a r t  of  t h e  funding agreement. 

21. Local  governments a r e  o f t e n  n o t  aggress ive  i n  pu rsu ing  t h e i r  

r i g h t s  w i t h  c e n t r a l  government g ran t s .  

A l though t h e  a~i iount o f  g r a n t  funds a v a i l a b l e  t o  a  m u n i c i p a l i t y  i s  

deterni l  ned by t h e  c e n t r a l  government, t h e r e  a r e  severa l a c t i v i t i e s  t h a t  

mun i c i pa l  o f t l c i a l s  can t a k e  t o  i ~np rove  t h e i r  p o s i t i o n s .  F i r s t ,  t hey  can 

develop s t a f t  e x p e r t i s e  i n  grantsmanship - e s s e n t i a l  l y  , s t a t t  members who 

know what g ran t s  a r e  a v a i l a b l e  and how t o  g e t  them. T h i s  i s  p a r t i c u l a r l y  

r e l e v a n t  where t h e r e  a r e  numerous g r a n t  programs w i t h  s p e c i a l i z e d  c r i t e r i a  

and a p p l i c a t i o n  procedures. Secondly, m u n i c i p a l i t i e s  can m o n i t o r  t h e  

formulas used t o  d i sbu rse  funds and even m a i n t a i n  t h e i r  own da ta  t o  

cha l lenge c e n t r a l  government es t imates .  Th i s  i s  p a r t i c u l a r l y  r e l e v a n t  i n  

c o u n t r i e s  w i t h  poor  mun ic ipa l  l e v e l  da ta  and where t h e r e  i s  cons ide rab le  

room f o r  n e g o t i a t i o n .  Develop ing these  c a p a b i l i t i e s  can b e s t  be done by 

n a t i o n a l  o r g a n i z a t i o n s  t h a t  p r o v i d e  t e c h n i c a l  ass i s tance  t o  l o c a l  

governments. 



5.1 .2 .  Expendi ture Control 

Administration 

22. Authority for  providing revenue generating public services i s  

often taken away from local governments, leaving them with only services 

that  reauire larae ~ u b l i c  subsidv. 

There i s  a trend i n  a number of countries to  reniove from local 

jurisdiction the provision of revenue-generating service and placing these 

services under a local or national parastatal authority. This not only 

removes potential revenue sources trom the local government, b u t  a1 so 

removes the opportunity for  combining administrative ac t iv i t i e s  and 

concentrating management ta lent .  I t  also frequently se ts  u p  competition 

between the local government and the parastatal as each may expand into 

other service delivery areas. This competition may also extend to  

competition t o r  skilled s t a f f  and even for  credi t .  

The creation of parastatals to  deliver pub1 i c  services i s  usually 

jus t i f ied  on grounds that  local governments are n o t  capable of running 

ef f ic ient  revenue generating services. Since these services often involve 

debt f~nancing for  capital construction, the lending agency often presses 

for  the creation o t  a separate authority. There are obvious tradeotfs 

i nvo l ved in the parastatal vs. 1 ocal government service del ivery. Indeed, 

parastatal may be an ef f ic ient  vehicle fo r  introducing irr~proved management 

techniques into local governments, i f  the techniques can be transferred. 

Further study needs t o  be carried o u t  on the long-term impact of the 

different  modes of local service delivery before conclusions can be reached 

about which ones are preferred under which circumstances. 



23 .  A d m i n i s t r a t i v e  cos t s  o f  l o c a l  government tends t o  r i s e  f a s t e r  than  

s e r v i c e  r e l a t e d  expend i tu res  and t a s t e r  than  s e r v i c e  p r o d u c t i v i t y .  

A l though i t  i s  d i f f i c u l t  t o  c a l c u l a t e  a l l  a d m i n i s t r a t i v e  cos t s  i n  l o c a l  

government ope ra t i ons ,  i n d i c a t i o n s  a r e  t h a t  these  cos t s  t end  t o  be one o f  

t h e  f a s t e s t  r i s i n g  components o f  l o c a l  government expend i tu res .  These cos t s  

r i s e  because o f  s a l a r y  i n t  l a t i o n ,  growth i n  number of  employees, and new 

f u n c t i o n s  added t o  l o c a l  government. When f u n c t i o n s  a r e  taken  away f r om 

l o c a l  government, however, a d m i n i s t r a t i v e  cos t s  conve rse l y  do n o t  go down. 

Since a d m i n i s t r a t i v e  c o s t s  o f  p u b l i c  s e r v i c e  d e l i v e r y  a r e  o f t e n  h idden,  i t  

i s  d i f f i c u l t  t o  m a i n t a i n  a  sense o f  how much a d m i n i s t r a t i v e  "overhead" i s  

a c t u a l l y  be ing  borne by t h e  p u b l i c  se rv i ce .  

Several  a l t e r n a t i v e  i n t e r v e n t i o n s  would h e l p  c o n t r o l  t h i s  s i t u a t i o n :  

( a )  s e t t i n g  l i m i t a t i o n s  on t h e  amount, o r  percentage, o f  a d m i n i s t r a t i v e  

cos t s  t h a t  make up l o c a l  government expendi tures,  ( b )  reduc ing  t o t a l  

a d m i n i s t r a t i v e  c o s t s  by combining a d m i n i s t r a t i o n  o f  c e r t a i n  se rv i ces ,  ( c )  

s h i t t i n g  a d m i n i s t r a t i v e  p o s i t i o n s  t o  s e r v i c e  d e l i v e r y  l i n e  p o s i t i o n s ,  and 

( d )  implement ing more e f f e c t i v e  c o s t  account ing  systems t h a t  cap tu re  t h e  

va r i ous  cos t s  assoc ia ted  w i t h  each government a c t i v i t y .  A d d i t i o n a l  e f f o r t s  

shou ld  be made t o  t r a c e  a d m i n i s t r a t i v e  c o s t s  so t h a t  t hey  can be moni tored.  

These i n t e r v e n t i o n s  w i l l  l i k e l y  i n v o l v e  bo th  changes i n  l o c a l  government 

r e g u l a t i o n s  and t e c h n i c a l  ass i s tance  t o  l o c a l  governments t o  implement t h e  

suggest ions.  Combining o f  a d m i n i s t r a t i v e  f u n c t i o n s  o t  p u b l i c  se rv i ces  may 

r e q u i r e  approval  o r  coope ra t i on  of n a t i o n a l  m i n i s t r i e s  depending on t h e  

l i n e s  o f  supe rv i s i on .  
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24. The long-term cos t s  o f  p r o v i d i n g  p u b l i c  se rv i ces  a r e  u s u a l l y  

Ignored  i n  s e t t i n g  urban growth c o n t r o l s  p a r t l c u l a r l y  w i t h  r espec t  t o  

s q u a t t e r  se t t lements .  

I he c o s t s  o f  p r o v i d i n g  p u b l i c  se rv i ces  t o  t he  urban p o p u l a t i o n  depends 

a  good deal  on t h e  phys ica l l o c a t i o n  and d e n s i t y  o t  t h e  popu la t i on .  It a1 so 

depends on t h e  e x t e n t  t o  which t h e  phys i ca l  s t r u c t u r e  has t o  be a l t e r e d  t o  

accommodate s e r v i c e  systems. Much o f  t h e  urban p o p u l a t i o n  i n  deve lop ing  

c o u n t r i e s  l i v e  i n  s q u a t t e r  se t t l emen ts .  I n  an a t tempt  t o  d iscourage such 

se t t l emen ts ,  deve lop ing  coun t r y  governments o f t e n  w i t h h o l d  p u b l i c  se rv i ces ,  

w i t h  1  i t t l e  e f f e c t  on t h e i r  growth. " R e t r o f i t t i n g "  such communit ies w i t h  

p u b l i c  se rv i ces  1s c o s t l y  s i n c e  these  areas were p e r m i t t e d  t o  develop 

w i t h o u t  any concern f o r  pub I i c  se rv i ces  ( p a r t i c u l a r l y  phys i ca l  

i n f r a s t r u c t u r e ) .  

S ince i t  i s  c l e a r  t h a t  s q u a t t e r  se t t l emen ts  w i l l  con t i nue  t o  grow, 

l o c a l  governments need c o n t r o l  p r a c t i c e s  t h a t  w i l l  channel such growth i n t o  

se t t l emen t  p a t t e r n s  t h a t  can accommodate s e r v i c e  systems e f t i c i e n t l y .  

Recognizing t h e  i n e v i t a b i l i t y  o f  s q u a t t e r  se t t lements ,  l o c a l  government may 

des igna te  se t t l emen t  areas and even p rov ide  some minimal se rv i ces  t o  a t t r a c t  

squa t t e r s  t o  l o c a t e  there .  Such i n c e n t i v e s  may range f r om s imp le  c l ea red  

l a n d  w i t h  access roads t o  f u l l y  se rv i ced  l o t s .  

Develop ing such i n t e r v e n t i o n s  r e q u i r e s  f i r s t  a  r e c o g n i t i o n  t h a t  

s q u a t t e r  se t t l emen ts  need t o  be c o n t r o l l e d  and s e r v i c e d  r a t h e r  than  ignored.  

Secondly, 1  oca l  governments need ass i s tance  i n  e s t a b l  i s h i n g  a  program t o  

channel growth t h a t  i s  more aggress ive  than t r a d i t i o n a l  p l ann ing  c o n t r o l s  



and more e x t e n s i v e  t han  i n d i v i d u a l  hous ing s i t e s  and s e r v i c e s  p r o j e c t s .  

S ince some c o u n t r i e s  have many c i t i e s  w i t h  such urban growth problems w h i l e  

o t h e r s  may have j u s t  one, a  r e g i o n a l  r a t h e r  t han  n a t i o n a l  t e c h n i c a l  

ass i s t ance  program may be c a l l e d  f o r .  

25. Mun i c i pa l  s e r v i c e  d e l i v e r y  agenc ies f r e q u e n t l y  do n o t  know t h e  

t r u e  e x t e n t  o t  t h e  demand f o r  t h e i r  se r v i ces .  

P u b l i c  s e r v i c e s  i n  deve lop ing  c o u n t r i e s  a r e  o f t e n  s e v e r e l y  r a t i o n e d  so 

t h a t  demand i s  never  met and i t s  e x t e n t  t r e q u e n t l y  never  known. To know t h e  

demand t o r  p u b l i c  se r v i ces  r e q u i r e s  one t o  know t h e  s i z e  and compos i t i on  o f  

t h e  c l i e n t  p o p u l a t i o n  and t h e  d i s t r i b u t i o n  o f  need w i t h i n  t h a t  p o p u l a t i o n .  

T h i s  "need" t hen  i s  matched a g a i n s t  some s tandard  o f  s e r v i c e  t o  i n d i c a t e  

demand. 

Because o f  g e n e r a l l y  poor  i n f o r m a t i o n  on p o p u l a t i o n  numbers and 

c h a r a c t e r i s t i c s ,  LDC l o c a l  governments do n o t  know t h e  t r u e  demand f o r  

pub1 i c  se r v i ces .  Not  knowing t h e  t r u e  demand f o r  s e r v i c e s ,  s e r v i c e  agenc ies 

have no b a s i s  f o r  choos ing c o s t - e f f e c t i v e  a l t e r n a t i v e s  among s e r v i c e  

d e l i v e r y  mechanisms. Secondly, t hey  cannot  f o r e c a s t  impacts  of changes i n  

se r v i ces ,  s e r v i c e  f e e  s t r u c t u r e s ,  o r  f u t u r e  investments .  

The problem i s  genera l  t o  a l l  mun i c i pa l  s e r v i c e s  and i s  b e s t  approached 

by deve lop ing  b e t t e r  i n f o r m a t i o n  on t h e  mun i c i pa l  popu la t i ons .  S ince  a l l  

n a t i o n a l  governments conduct  p o p u l a t i o n  censuses, systems shoul  d  be 

developed t o  t r a n s f e r  c i t y  s p e c i f ~ c  da ta  back t o  n iun ic ipa l  governments f o r  

use i n  s e r v i c e  d e l i v e r y  p l ann ing .  Census da ta  w i l l  p robab l y  need t o  be 

supplemented w i t h  more f r e q u e n t  (and more focused)  p o p u l a t i o n  surveys 

conducted by, o r  f o r ,  t h e  l o c a l  governments. These may e i t h e r  be done by a  



n a t i o n a l  o r g a n i z a t i o n  o r  by l o c a l  governments w i t h  t e c h n i c a l  ass is tance .  To 

conserve resources,  such surveys may be done on a  sample b a s i s  and combined 

w i t h  t a x  base surveys and market  s t u d i e s  f o r  fee-bear ing  p u b l i c  se rv i ces .  

26. The l e v e l  o f  p u b l i c  se rv i ces  p rov ided  i s  o f t e n  n o t  w e l l  matched t o  

demand. 

The l a c k  o f  f i t  between l eve l  o f  se rv i ces  p rov ided  and demand has 

severa l  c o s t  impacts.  A l e v e l  o f  s e r v i c e  g r e a t e r  than  demand wastes 

resources and, i n  a  f e e - f o r - s e r v i  ce system, o v e r p r i c e s  t h e  se rv i ce ,  r educ ing  

t h e  l i k e l i h o o d  o f  adequate p a r t i c i p a t i o n  t o  r ecove r  costs .  Too low a  

s e r v i c e  l e v e l  s i m i l a r l y  may n o t  f i n d  enough "buyers"  f o r  fee-bear ing  

se rv i ces ,  r e s u l t i n g  i n  inadequate c o s t  recovery.  

The s o l u t i o n  t o  t h i s  problem i s  t o  m a i n t a i n  accura te  i n fo rma t i on  on 

l e v e l  o f  demand which no rma l l y  i s  ach ieved through s e r v i c e  "market ing"  

s tud ies .  These a r e  c a l l e d  f o r  whenever new p u b l i c  se rv i ces ,  o r  changes i n  

s e r v i c e  l e v e l  , a r e  contemplated. These a r e  -bes t  c a r r i e d  o u t  by personne l 

t r a i n e d  i n  market  s t ud ies .  For  l a r g e r  m u n i c i p a l i t i e s  these may be conducted 

by s p e c i a l l y  t r a i n e d  s e r v i c e  agency s t a f f .  For  sma l l e r  c i t i e s ,  they  a r e  

l i k e l y  t o  be c a r r i e d  o u t  by a  c e n t r a l  government agency o r  a  p r i v a t e  

c o n s u l t i n g  f i r m .  

2 / .  Local  governments o f t e n  do n o t  t ake  advantage o f  demands f o r  

i n c r e a s i n g  l e v e l s  o f  s e r v i c e  t o  impose user  charges. 

Local  governments exper ience  g r e a t  o p p o s i t i o n  t o  imposing use r  charges 

on s e r v i c e s  t h a t  r e s i d e n t s  a l r eady  have been r e c e i v i n g  f r e e  o r  a t  a  g r e a t l y  

subs id i zed  cos t .  The bes t  o p p o r t u n i t y  f o r  i n t r o d u c i n g  use r  fees  on such 

se rv i ces  i s  w i t h i n  a s e r v i c e  upgrading program where r e s i d e n t s  w i l l  r e c e i v e  



a  h i g h e r  l e v e l  o f  se rv i ce .  The use r  charges may be based on f u l l  o r  p a r t i a l  

c o s t  recovery  o f  t h e  systems 'improvements. A l t e r n a t e l y ,  i t  lnay be t i e d  t o  

an e n t i r e  revamping o f  t h e  s e r v i c e  system f i n a n c i n g .  

Se rv i ce  d e l i v e r y  p lanners  need t o  be made aware o f  ( a )  t h e  

o p p o r t u n i t i e s  f o r  imposing use r  f ees  when se rv i ces  a r e  upgraded and ( b )  

mechanisms f o r  i n t r o d u c i n g  such fees.  Experience shows t h a t  p u b l i c  

educa t ion  i s  a  powerful  t o o l  f o r  i n c r e a s i n g  t h e  demand f o r  h i g h e r  l e v e l s  of 

s e r v i c e  and thereby  i n c r e a s i n g  t h e  o p p o r t u n i t i e s  f o r  imposing u s e r  charges. 

Educat ing s e r v i c e  d e l i v e r y  p lanners  r e q u i r e s  t e c h n i c a l  ass i s tance  and 

i n f o r m a t i o n  f r om n a t i o n a l  agencies s e r v i n g  l o c a l  government ( o r  s p e c i a l i z e d  

agencies s e r v i n g  p a r t i c u l a r  s e r v i c e  sec to r s ) .  

28. lnc reased  o u t p u t  o r  p r o d u c t i v i t y  i n  p u b l i c  s e r v i c e  d e l i v e r y  i s  

seldom an o b j e c t i v e  i n  l o c a l  s e r v i c e  d e l i v e r y  dec i s i ons .  

M o n i t o r i n g  p r o d u c t i v i t y  i n  s e r v i c e  d e l i v e r y  r e q u i r e s  a  focus  on t h e  

se rv i ces  o u t p u t  and/or  impact.  Se rv i ce  d e l i v e r y  agencies t y p i c a l l y  a r e  

concerned w i t h  system i n p u t s  ( resources,  personnel ) t o  t h e  e x c l u s i o n  of 

se rv i ces  a c t u a l l y  d e l i v e r e d  o r  t h e i r  impacts.  T h i s  l a c k  o f  a t t e n t i o n  t o  

s e r v i c e  o u t p u t  has severa l  consequences. F i r s t ,  i t  makes i t  imposs ib l e  t o  

app ly  c o s t - e f f e c t i v e n e s s  c r i t e r i a  i n  j u d g i n g  a l t e r n a t i v e  nieans o f  p r o v i d i n g  

se rv i ces .  Second, i t  makes i t  d i f t i c u l t  t o  determine whether i n c r e a s i n g  

s e r v i c e  d e l i v e r y  c o s t s  a r e  a  f u n c t i o n  o f  i n c r e a s i n g  l e v e l s  o t  s e r v i c e  

d e l i v e r e d  o r  t o  o t h e r  f a c t o r s  such as i n e f f i c i e n c y ,  i n f l a t i o n ,  e t c .  Th i rd ,  

i t  h inde rs  f e e - f o r - s e r v i c e  approaches because t h e  s e r v i c e  p r o v i d e r s  do n o t  

pay a t t e n t i o n  t o  t h e  q u a l i t y  o f  t h e  s e r v i c e  o u t p u t  t h a t  t hey  a r e  " s e l l  i n g "  

t o  consumers. Q u i t e  s imply,  fee-bear ing  p u b l i c  s e r v i c e s  a r e  businesses t h a t  



must s a t i s f y  t h e i r  customers.  These customers w i l l  pay f o r  w a t e r  d e l i v e r e d  

and garbage p i c k e d  up; t h e y  do n o t  pay f o r  empty p i p e s  o r  i d l e  garbage 

t r u c k s .  

To s o l v e  t h i s  p r o b l e ~ i i  r e q u i r e s  a  fundamental  change o f  a t t i t u d e s  o f  

o f f i c i a l s  charged w i t h  d e l i v e r i n g  p u b l i c  s e r v i c e s .  The c r e a t i o n  o f  

s e l f - f i n a n c i n g  p u b l i c  s e r v i c e  a u t h o r i t i e s  has accompl ished t h i s  by f o r c i n g  

t h e s e  systems t o  s a t i s f y  a  p a y i n g  customer  base and t o  keep c o s t s  under  

c o n t r o l .  T h i s  suggests  t h a t  t h e  most e f f e c t i v e  approach i s  t o  change t h e  

i n c e n t i v e  s t r u c t u r e  t o  f o r c e  s e r v i c e  d e l i v e r y  o f f i c i a l s  t o  pay a t t e n t i o n  t o  

s e r v i c e  o u t p u t  and p r o d u c t i v i t y .  T h i s  can be done by  ( a )  i n t r o d u c i n g  some 

e lement  o f  d i r e c t  u s e r  charge i n  e v e r y  pub1 i c  s e r v i c e  where i t  i s  f e a s i b l e ,  

( b )  l i n k i n g  n a t i o n a l  g r a n t s  o r  s u b s i d i e s  t o  s e r v i c e  p r o d u c t i v i t y  measures, 

and ( c )  r e q u i r i n g  r e p o r t s  on s e r v i c e  d e l i v e r y  per formance as p a r t  o f  l o c a l  

government r e p o r t i n g  requ i rements .  The d e t e r m i n a t i o n  o f  wh ich  approaches 

a r e  most  c o s t - e f f e c t i v e  under  wh ich  c i r c u m s t a n c e  r e q u i r e s  f u r t h e r  s tudy .  

29. Use o f  s e r v i c e  d e l i v e r y  agenc ies  as employers  o f  t h e  l a s t  r e s o r t  

has n e g a t i v e  impac ts  on c o s t s  and p r o d u c t i v i t y .  

O v e r s t a f f i n g  o f  p u b l i c  s e r v i c e  agenc ies  r a i s e s  s e r v i c e  d e l i v e r y  c o s t s  

d i r e c t l y  and l o w e r s  p r o d u c t i v i t y  i n d i r e c t l y .  P r o d u c t i v i t y  i s  a f f e c t e d  

s e v e r a l  d i f f e r e n t  ways: ( a )  p u b l i c  employees a r e  a l m o s t  a lways p o o r l y  p a i d  

( i n  an a t t e m p t  t o  make s c a r c e  revenue s t r e t c h  o v e r  more p e o p l e )  w h i c h  

encourages t h e s e  employees t o  m o o n l i g h t  o r  engage i n  c o r r u p t  p r a c t i c e s ;  ( b )  

p o o r l y  p a i d  employees a r e  n o t  h i g h l y  m o t i v a t e d  and, i n  f a c t ,  many o f t e n  do 

n o t  have a  necessary  f u n c t i o n  - t h i s  p l a c e s  added s u p e r v i s o r y  burden on t h e  



a d m i n i s t r a t i o n ;  ( c )  devo t i ng  so many resources t o  s t a f f  s a l a r i e s  o f t e n  

leaves  l i t t l e  f o r  needed equipment and o t h e r  suppor t .  

S ince o v e r s t a f f i n g  i s  u s u a l l y  t h e  r e s u l t  o f  n a t i o n a l  p o l i c y ,  i t  i s  

d i f f i c u l t  t o  reverse .  Perhaps t h e  b e s t  approach i s  e i t h e r  ( a )  channel t h e  

excess personnel  i n t o  h i g h l y  p r o d u c t i v e  p o s i t i o n s  ( a c t u a l  d e l  i v e r e r s  of 

s e r v i c e )  o r  ( b )  separa te  t h e  employment program from t h e  s e r v i c e  d e l i v e r y  

agencies.  The second o p t i o n  would a l s o  he lp  keep t r a c k  of t h e  t i m e  c o s t s  o f  

p r o v i d i n g  s e r v i c e s  w i t h i n  each agency. 

l  hese t ypes  o f  changes may r e q u i r e  changes i n  c i v i l  s e r v i c e  r e g u l a t i o n s  

and, i n  some cases, agreements w i t h  l a b o r  un ions.  It w i l l  p r obab l y  t a k e  a  

l o n g  t i m e  s imp l y  t o  f o r c e  r e c o g n i t i o n  o f  t h e  problem. The most l o g i c a l  

p l a c e  t o  s t a r t  i s  w i t h  i n t r o d u c i n g  measures o t  s e r v i c e  p r o d u c t i v i t y  

(d iscussed  above i n  i t e m  28)  which draws a t t e n t i o n  t o  t h e  c o s t s  o f  

o v e r s t a f f i n g .  

30. P u b l i c  s e r v i c e  d e l i v e r y  agencies do n o t  make use o f  i n n o v a t i v e  

ways o f  s h i f t i n g  c o s t s  f r om  government t o  s e r v i c e  consumer. 

There a r e  many ways of s h i f t i n g  t h e  c o s t  o f  pub1 i c  s e r v i c e  p r o v i s i o n  

f r om t h e  government t o  t h e  s e r v i c e  consumer o t h e r  than  d i r e c t  use r  charges. 

The f i r s t  o f  these  i s  t h e  so c a l l e d  " p r i v a t i z a t i o n "  o f  s e r v i c e s  which s h i f t s  

t h e  p r o v i s i o n  of s e r v i c e  from t h e  p u b l i c  t o  t h e  p r i v a t e  s e c t o r .  When 

government c o s t s  f o r  p r o v i d i n g  s e r v i c e s  a r e  a r t i f i c i a l l y  h i g h  (as  i s  caused 

by o v e r s t a f f i n g  o f  mun i c i pa l  agenc ies )  p r i v a t i z a t i o n  c o u l d  s i g n i f i c a n t l y  

l owe r  s e r v i c e  d e l i v e r y  cos t s .  I n  e f f e c t ,  t h e  c r e a t i o n  o f  s e l f - f i n a n c i n g  

s e r v i c e  d e l i v e r y  a u t h o r i t i e s ,  o r  p a r a s t a t a l s ,  i s  p r i v a t i z a t i o n  o f  p u b l i c  

se r v i ces .  



Another approach t o  s h i f t i n g  cos t s  i s  found i n  urban l a n d  development 

i n  which t h e  developer  who p r o f i t s  f r om t h e  development i s  f o r c e d  t o  pay f o r  

i n f r a s t r u c t u r e  s e r v i c e s  and perhaps o t h e r  s e r v i c e s  as w e l l  (e.g., open 

space). Ways o f  a p p l y i n g  t h i s  approach vary .  I n  t h e  U.S., where l a n d  i s  

u s u a l l y  developed p r i v a t e l y ,  t h e  p r i v a t e  developer  i s  f o r c e d  t o  c o n s t r u c t  

i n f r a s t r u c t u r e  t o  community s tandards and ded i ca te  them t o  t h e  mun ic ipa l  i ty. 

l lnder l a n d  readjustment  schemes i n  Korea, t h e  landowners exchange some 

p r o p o r t i o n  o f  undeveloped l o t s  f o r  t he  m u n i c i p a l i t y ' s  c o n s t r u c t i o n  o t  t h e  

i n f r a s t r u c t u r e  f a c i l i t i e s .  The p r i n c i p l e ,  however, remains t h e  same. 

Another approach i s  t o  develop p a r t i c i p a t o r y ,  o r  s e l f - h e l p  se rv i ces ,  

r a t h e r  than  one-sided d e l i v e r y  systems. These se rv i ces  r e q u i r e  t h a t  t h e  

b e n e f i c i a r i e s  c o n t r i b u t e  t h e i r  l a b o r  t o  t h e  s e r v i c e  d e l i v e r y  system and a r e  

most common i n  c o n s t r u c t i o n  programs (housing, roads, water/sewer,  schools ,  

c  l i n i c s  , parks ) .  Such programs may encounter  r e s i s t a n c e  where 1  oca l  s e r v i c e  

d e l i v e r y  agencies a r e  o v e r s t a f f e d  and t h e  agency 's  s u r p l u s  l a b o r  i s ,  i n  

e t t e c t ,  competing w i t h  p a r t i c i p a n t s '  l abo r .  

S t i l l  ano ther  o p t i o n  where t h e r e  i s  a  h i g h l y  developed p r i v a t e  s e c t o r  

i s  t o  c o n t r a c t  f o r  se rv i ces  t o  a  p r i v a t e  p r o v i d e r  whose i n c e n t i v e  s t r u c t u r e  

may d i f f e r  s u f f i c i e n t l y  f rom p u b l i c  s e c t o r  employees t o  e f f e c t  c o s t  sav ings.  

I n  urban areas where m u l t i p l e  p r i v a t e  p r o v i d e r s  o f  t h e  same s e r v i c e  a r e  

poss ib l e ,  compe t i t i on  among p r o v i d e r s  a l s o  may reduce cos ts .  Local  

government t o o  can a c t  as a  compe t i t o r  where t h e  government i t s e l f  " b i ds "  

a g a i n s t  p r i v a t e  f i r m s  t o  p rov ide  s e r v i c e  t o  a l l  o r  p a r t  o f  t h e  urban area. 

The s p e c i f i c  c o s t  p a t t e r n s  may v a r y  f r om t h e  government c o n t r a c t i n g  w i t h  and 



pay ing  d i r e c t l y  t he  p r i v a t e  p r o v i d e r  t o  t h e  i n d i v i d u a l  s e r v i c e  use r  

a r r a n g i n g  f o r  and pay ing  d i r e c t l y  t h e  p r o v i d e r .  

A1 1  o f  these i n n o v a t i v e  approaches r e q u i  r e  fundamental redes ign  o f  

s e r v i c e  d e l i v e r y  approaches. They may r e q u i r e  changes i n  n a t i o n a l  

l e g i s l a t i o n  and s e r v i c e  agency r e g u l a t i o n .  A t  a  minimum, s e r v i c e  d e l i v e r y  

p lanners  and l o c a l  o f f i c i a l s  need i n f o r m a t i o n  on t h e  a l t e r n a t i v e  approaches 

and ass i s tance  t o  implement them. Since these  i n n o v a t i v e  approaches a r e  

be ing  t r i e d  i n  va r i ous  c o u n t r i e s ,  an i n t e r n a t i o n a l  i n f o r m a t i o n  network i s  

needed. I n  a d d i t i o n ,  l o c a l  p lanners  need s p e c i f i c  models and t e c h n i c a l  

a s s i  s tance i n  how t o  imp1 ement these approaches. 



5.1.3. Management Support  Systems 

Imp1 i c i t  i n  many o f  t h e  p o s s i b l e  areas f o r  improv ing  urban f ~ n a n c e  

through changes i n  revenue gene ra t i on  and expend i t u re  c o n t r o l  systems i s  t h e  

need f o r  improvements i n  management suppor t  systems. These p o s s i b l e  areas 

f o r  improvement a r e  d iscussed here  i n  f o u r  headings: budget ing  systems, 

account ing  systems, i n f o r m a t i o n  systems and personnel systems. 

Budget ing Systems 

31. Mun i c i pa l  budget ing  systems a r e  more o r i e n t e d  t o  c e n t r a l  

government requi rements than t o  muni c i  pa l  management d e c i  s i  onmaki ng. 

Al though t h e r e  a re  excep t ions  i n  most d e v e l o p ~ n g  c o u n t r i e s ,  mun ic ipa l  

government budget ing  systems a r e  d i c t a t e d  by a  c e n t r a l  government m i n i s t r y  

w i t h  budget account  s t r u c t u r e s  and procedures c e n t r a l l y  determined. Wh i le  

t h i s  u n i f o r m i t y  across m u n i c i p a l i t i e s  i s  g e n e r a l l y  b e n e f i c i a l  f rom a  

n a t i o n a l  p l ann ing  po- in t  o f  view, i t  tends t o  engender an a t t i t u d e  t h a t  

budgetary  decionmaking a t  t h e  l o c a  l government l e v e l  i s  o n l y  a  m a t t e r  of 

a l l o c a t i n g  funds across c e n t r a l l y  d i c t a t e d  accounts.  T h i s  focuses a t t e n t i o n  

away f r om t h e  p o t e n t i a l  management and p lann ing  uses o f  t h e  budgeta ry  

process toward a  compl iance  perspec t i ve .  

M u n i c i p a l i t i e s  a r e  a t  d i f f e r e n t  l e v e l s  across countries, of course, b u t  

some p r a c t i c a l  g e n e r a l i z a t i o n s  a r e  poss ib l e .  F i r s t ,  adequate budget c o n t r o l  

systems a r e  a  p re requ l  s i  t e  t o  improv ing  mun ic ipa l  f i nance .  Methods f o r  

c e r t i f y i n g  expend i tu res  as l e g a l l y  au tho r i zed  i n c l u d e  bo th  s e t t i n g  

requi rements f o r  one o r  more a u t h o r i z e d  s i gna tu res  b e f o r e  an expend i t u re  can 

be e f f e c t e d  and post -audi  t rev iew o f  a  l l expend i tu res .  Many mun ic i  pa l  i t i e s  

a1 ready have adequate c o n t r o l  systems, espec ia l  l y  i n  t h e  more developed 



c o u n t r i e s ,  and a d d i t i o n a l  e f f o r t s  may n o t  be necessary excep t  i n  c o u n t r i e s  

where mun ic ipa l  systems a r e  o n l y  now be ing  e s t a b l  ished. 

Second, mun l c i pa l  budget ing  systems i n  fewer  c o u n t r i e s  focus a t t e n t i o n  

on t h e  r e l a t i o n s h i p s  between expend i t u re  dec i s i ons  and l e v e l s  o f  ou tpu t .  I n  

p a r t  t h i s  r e f l e c t s  t h e  l a c k  o f  a t t e n t i o n  t o  work load and l e v e l  o f  s e r v i c e  

i n d i c a t o r s  d iscussed e a r l i e r .  Even when performance t ype  i n d i c a t o r s  a r e  

at tempted, however, t hey  o f t e n  a re  n o t  measured f o r  t h e  same l e v e l  as budget 

accounts a r e  kept.  Ihus, i t  may n o t  be p o s s i b l e  t o  t i e  t h e  budget 

expend i t u re  o f  a  mun i c i pa l  department t o  comparable aggregate performance 

i n d i c a t o r s  t h a t  measure u n i q u e l y  t h e  a c t i v ~ t i e s  o f  t h a t  same department. 

Budget system improvements then  can I n c l u d e  deve lop ing  measures of  a c t i v i t y  

l e v e l s ,  workload, and u n i t s  of s e r v i c e  d e l i v e r e d  and making c e r t a i n  t h a t  

these measures a r e  a t  t h e  same l e v e l  as budget accounts t h a t  d e f i n e  t h e  

focus o f  expend i tu res .  

T h i r d ,  long- te rm mun i c i pa l  p l ann ing  r e q u i r e s  t h e  a b i  l  i ty  t o  measure 

c u r r e n t  b a s e l i n e  s t a t u s  and progress toward mun i c i pa l  o b j e c t i v e s .  For  t h e  

budgetary  system, t h i s  means t h e  a b i l i t y  t o  r e l a t e  expend i t u re  dec i s i ons  t o  

planned changes i n  mun ic ipa l  cond i t i ons .  For  example, t h e  c u r r e n t  s t a t u s  o t  

housing requi rements and measures o f  p r o j e c t e d  needs f o r  a d d i t i o n a l  hous ing 

u n i t s  and a d d i t i o n a l  ex tens ions  of  b a s i c  u t i l i t i e s  t o  e x i s t i n g  and new 

housing u n i t s  c o n s t i t u t e s  a  b a s e l i n e  a g a i n s t  which t h e  consequences o f  

expend i tu res  f o r  these  hous ing r e l a t e d  se rv i ces  can be assessed. I n  a  

p l ann ing  sense, what i s  t h e  a n t i c i p a t e d  change i n  t h e  b a s e l i n e  measures due 

t o  planned expend i tu res?  Over t ime,  changes i n  these  measures p r o v i d e  a  



bas i s  f o r  assess ing whether o r  n o t  t h e  a c t u a l  expend i tu res  have achieved t h e  

des i  r ed  changes. 

It should be noted t h a t  many m u n i c i p a l i t i e s  i n  t h e  U n i t e d  S ta tes  and 

o t h e r  developed c o u n t r i e s  do n o t  have f u l  l y  implemented p l  ann ing -o r i en ted  

budget ing  systems. The p lann ing  f u n c t i o n  i s  s t i l l  a  separa te  mun i c i pa l  

f u n c t i o n  j u s t  as i n  most deve lop ing  coun t r y  m u n i c i p a l i t i e s .  I n t e r v e n t i o n s  

t h a t  c o u l d  improve t h e  s i t u a t i o n ,  however, c o u l d  be made. Most i m p o r t a n t  

would be t r a i n i n g  mun ic ipa l  o f f i c i a l s  i n  d i s t i n g u i s h i n g  among t h e  c o n t r o l ,  

management and p lann ing  uses of budget ing  and i n  v i ew ing  t h e  budgetary  

process as a  v e h i c l e  f o r  b r i n g i n g  t o g e t h e r  management and p l a n n i n g  

cons ide ra t i ons .  There i s  a  severe lack  o f  t e c h n i c a l  m a t e r i a l s  f o r  these  

purposes, and t h e  most e f f e c t i v e  i n t e r v e n t i o n s  m i g h t  be a t  t h e  n a t i o n a l  

l e v e l  w i t h  ass i s tance  t o  t h e  m i n i s t r i e s  o r  agencies respons ib l e  f o r  1  oca l  

government t r a i n i n g  and w i t h  t h e  p r e p a r a t i o n  o t  t r a i n i n g  m a t e r i a l s  t h a t  a r e  

adaptable t o  a  v a r i e t y  o f  c o u n t r y  s e t t i n g s .  



Account ing Systems 

32. Mun i c i pa l  account ing  systems a r e  r a r e l y  o r i e n t e d  toward t he  

suppor t  o f  budgeta ry  dec is ions .  

C l o s e l y  t i e d  w i t h  t h e  d i scuss ion  i n  31 above, account ing  systems a l s o  

a re  p r i m a r ~  ly o r i e n t e d  toward c o n t r o l l i n g  mun ic ipa l  expend i tu res  t o  assure 

p roper  i n v o i c i n g  and adherence t o  lega l  requi rements.  Accounts a r e  almost 

e x c l u s i v e l y  on a  depar tmenta l  b a s i s  w i t h  a  s t r i c t l y  o b j e c t  o f  expend i t u re  

focus.  That  i s ,  expend i tu res  a r e  recorded i n  c a t e g o r i e s  such as personnel ,  

m a t e r i a l s ,  equipment and so f o r t h  w i t h  l i t t l e  o r  no a b i l i t y  t o  p r o v i d e  an 

account ing  reco rd  o f  program r e l a t e d  expend i tu res .  For  example, t h e  

department p r i m a r i l y  r espons ib l e  f o r  hous ing w i l l  have accounts t h a t  cap tu re  

t h e  personnel and o t h e r  cos t s  assoc ia ted  w i t h  t h a t  department,  b u t  t h e r e  i s  

n o t  l i k e l y  t o  be any separa te  account ing  o f  expend i tu res  f o r  t h e  d i f f e r e n t  

types o f  hous ing r e l a t e d  s e r v i c e s  p rov ided  such as c o n s t r u c t i o n ,  

i n f r a s t r u c t u r e ,  t r a i n i n g  f o r  s e l f - h e l p  p r o j e c t s ,  e t c .  Wi thou t  accounts t h a t  

cap tu re  these separate s e r v i c e  a c t i v i t i e s ,  i t  i s  imposs ib l e  t o  e s t a b l i s h  a  

b a s i s  f o r  e s t i m a t i n g  t h e  d i f f e r e n t  c o s t  l e v e l s  f o r  d i f f e r e n t  t ypes  o f  

se rv i ces .  S i m i l a r l y ,  where hous ing r e l a t e d  a c t i v i t i e s  c u t  across d i f f e r e n t  

departments,  t h e r e  i s  r a r e l y  any account ing  b a s i s  f o r  combining cos t s .  

33. C a p i t a l  and c u r r e n t  account ing  g e n e r a l l y  a re  k e p t  sepa ra te l y  w i t h  

no 1  i nkages between. 

Both i n  developed, as w e l l  as deve lop ing  c o u n t r i e s ,  i t  i s  d i f f i c u l t  t o  

e s t a b l i s h  a  c o s t  b a s i s  f o r  measuring t h e  t o t a l  c o s t  o f  any p a r t i c u l a r  

mun ic ipa l  se rv i ce .  As no ted  i n  t h e  s e c t i o n  on expend i t u re  c o n t r o l s ,  i n i t i a l  

c a p i t a l  cos t s  a r e  p lanned and budgeted sepa ra te l y ,  o f t e n  w i t h  1  i t t l e  o r  no 



thought  about  t h e  f u t u r e  impact  o f  r e c u r r i n g  cos t s  on t h e  r e g u l a r  mun i c i pa l  

budget. Furthermore, t h e  c u r r e n t  c o s t  o f  any p a r t i c u l a r  s e r v i c e ,  as 

measured by t h e  budget accounts,  i s  l i k e l y  t o  exc lude t h e  annua l i zed  c o s t  o f  

c a p i t a l  investments  r e l a t e d  t o  t h a t  s e r v i c e  o r  t h a t  s e r v i c e ' s  share o f  

genera l  suppor t  f a c ~ l i t i e s  such as c e n t r a l  v e h i c l e  f l e e t  o r  f l e e t  

maintenance. The development o f  c o s t  account ing  systems designed t o  

a l l o c a t e  t h e  f u l l  c o s t s  of s e r v i c e  t o  t h e  a p p r o p r i a t e  s e r v i c e  u n i t  w i t h  a  

m~nimum a l l o c a t i o n  t o  c e n t r a l  a d m i n i s t r a t i o n  o r  overhead i s  a  long- te rm 

process. However, t h e  r e l a t i v e l y  young age o f  mun i c i pa l  systems i n  

deve lop ing  c o u n t r i e s  may make it e a s i e r  t o  move toward c o s t  account ing  

systems than  i n  entrenched, t r a d i t i o n a l  systems i n  o l d e r  m u n i c i p a l i t i e s .  

General improvements i n  account ing  systems a re  more l i k e l y  t o  r e s u l t  

f rom n a t i o n a l  l e v e l  t e c h n i c a l  ass i s tance  i n  t r a i n i n g  a c t i v i t i e s ,  t r a i n i n g  

m a t e r i a l s  and f rom c o n d i t i o n a l  requi rements imposed on g r a n t  o r  l o a n  

r e c i p i e n t s .  I n  t h e  l a t t e r  ca tegory  bo th  n a t i o n a l  governments and o u t s i d e  

donor agencies may i n s i s t  on i n t e g r a t i n g  c a p i t a l  budget i n f o r m a t i o n  w i t h  

c u r r e n t  expend i tu re  accounts.  S i m i l a r l y ,  r e q u i r i n g  t h a t  account ing  systems 

r e t  l e c t  t h e  c o n t r i b u t i o n s  o f  d i f f e r e n t  mun ic ipa l  departments t o  t h e  same 

p r o j e c t  o r  s e r v i c e  area would f o r c e  a  more i n t e g r a t e d  approach t o  account ing  

systems. 



Management I n f o r m a t i o n  Systems 

Budget ing, account ing  and performance measurement a c t i v i t i e s  need 

t o  be t i e d  t o g e t h e r  a t  l e a s t  concep tua l l y  i n t o  mun i c i pa l  p l ann ing  and 

s e r v i c e  d e l i v e r v  Drocesses. 

P rev ious l y  d iscussed problenis w i t h  revenue es t ima t i on ,  expend i t u re  

c o n t r o l s ,  s e r v i c e  d e l i v e r y  performance assessment and budget ing  and 

account ing  systems a r e  an i n t e r r e l a t e d  s e t  o f  problems t h a t  a t  l e a s t  i n  

p r i n c i p a l  need t o  be addressed s imu l taneous ly .  Whi le  s p e c i f i c  p r o j e c t  by 

p r o j e c t  i n t e r v e n t i o n s  cannot t ake  on t h e  burden o f  r e fo rm ing  t h e  i n f o r m a t i o n  

base on which mun i c i pa l  revenue gene ra t i on  and expend i t u re  processes a r e  

b u i l t ,  n a t i o n a l  l e v e l  i n t e r v e n t i o n s  can inc rease  t h e  e x t e n t  t o  which 

mun i c i pa l  o f f i c i a l s  v iew these d i f f e r e n t  a c t i v i t i e s  as i n t e r r e l a t e d .  The 

t emp ta t i on  may be s t r o n g  t o  des ign  and impose c e n t r a l l y  developed t o t a l  

management i n f o r m a t i o n  systems on a l l  m u n i c i p a l i t i e s  w i t h i n  a  coun t ry .  A 

s t r i c t l y  top-down approach, however, i s  more l i k e l y  t o  r e s u l t  i n  mere 

compl iance behav io r  w i t h  mun ic ipa l  o f f i c i a l s  f i l l i n g  i n  forms as r e q u i r e d  

b u t  n o t  making p a r t i c u l a r  use o f  them i n  t h e i r  own dec is ionmaking processes. 

I n i t i a l  e f f o r t s  would be b e t t e r  d i r e c t e d  a t  t each ing  an i n t e g r a t e d  view of 

f i n a n c i a l  management and c r e a t i n g  a  demand f o r  b e t t e r  i n f o r m a t i o n  bases f o r  

dec is ions .  Th i s  demand cou ld  be s t i m u l a t e d  a l s o  by demonstrat ing t h e  

u t i l i t y  of i n t e g r a t e d  i n f o r m a t i o n  systems f o r  s p e c i f i c  p r o j e c t s .  

Microcomputer based systems a r e  p a r t i c u l a r l y  a p p r o p r i a t e  f o r  p r o j e c t  

s p e c i f i c  p l ann ing  and management, and demonstrat ing t h e i r  u t i l i t y  on a  

p r o j e c t  b a s i s  a long  w i t h  t r a i n i n g  o r i e n t e d  toward t h e  e n t i r e  mun i c i pa l  



f i nanci  a1 management process may s t i m u l  a t e  t h e  demand f o r  more corr~prehensive 

management i n f o r m a t i o n  systems. 



Personnel Systems 

Statting plans and personne l requirements analysis focus more on 

the substantive knowledge of specific service delivery areas to the 

exclusion of more genera l management concerns. 

In developing organization structures and personnel requirements 

analyses, local governments tend to focus on the need for specific, 

substantive knowledge ot service delivery problems on a department by 

department basis. With the difficulty of recruiting and retaining more 

genera l management oriented personnel due to competition from the national 

government, private sector firms and outside-the-country organizations, 

municipal department heads often are promoted up from within the ranks. 

While they have been hired primarily for their substantive knowledge (e.g., 

civil engineering) they niay not have a background or have received the 

training necessary for a more general management position. 

Two remedies are possible. First, in-service training of municipal 

managers can provide the type of management oriented training not provided 

for specific disciplinary or substantive backgrounds. Second, training of 

general municipal management personnel in sufficient numbers to meet the 

multi-sector demand would alleviate some of the problems. Current resource 

levels for municipal management training would need augmenting in most 

countries, however, to make these remedies possible. 



5.2 Recommended U. S.AID Program 

It i s  e v i d e n t  t h a t  t h e r e  a r e  a  number o f  p laces  t o  i n t e r v e n e  

p r o f i t a b l y  i n  munic ipa 1 f i n a n c i a l  management systems. Indeed, a lmos t  any 

program aimed a t  t h e  problem areas desc r i bed  above would pay o f f  i n  improved 

resource  m o b i l i z a t i o n  and b e t t e r  p u b l i c  s e r v i c e s .  To t r a n s l a t e  t h e  

p o t e n t i a l  i n t e r v e n t i o n s  i n t o  a  program, we have a p p l i e d  t h e  f o l l o w i n g  

c r i t e r i a :  

- The program shou ld  address problems t h a t  a r e  most widespread and 
impo r tan t ;  

- The program shou ld  address s t r u c t u r a l  and i n s t i t u t i o n a l  problems 
as w e l l  as symptoms; 

- The program shou ld  address problems where l i k e l i h o o d  o f  success i s  
h igh ;  

- The program shou ld  have a  b u i l t - i n  i n u l t i p l i e r  e f f e c t ,  l e v e r a g i n g  
t h e  resources t h a t  U.S.AID commits t o  it; 

- The program i t s e l f  s h o ~ ~ l d  have o p p o r t u n i t i e s  f o r  c o s t  r ecove ry  
mechanisms b u i l t  i n ;  and 

- The program shou ld  be c o n s i s t e n t  w i t h  o t h e r  U.S.AID programs and 
p o l i c y  i n i t i a t i v e s .  

Based on these  c r i t e r i a ,  f ou r  ma jo r  c a t e g o r i e s  of programs a r e  

recomnended. These i n c l u d e :  ( a )  a s s i s t a n c e  i n  s t r e n g t h e n i n g  n a t i o n a l  

o r g a n i z a t i o n s  which p r o v i d e  t e c h n i c a l  a s s i s t a n c e  t o  l o c a l  governments, ( b )  

devel  opment o f  t o o l  s  ( i n f o r m a t i o n  systems, how-to-do- i  t model s  , techno1 ogy , 

and t r a i n i n g  m a t e r i a l s )  f o r  imp rov ing  f i n a n c i a l  iiianagement of 1  oca l  

government, ( c )  t r a i n i n g  programs t o  he igh ten  unders tand ing  o f  t h e  problems 

and t r a n s f e r  needed s k i  11 s, and ( d )  research  and i n f o r m a t i o n  d i ssem ina t i on .  

The f o l l o w i n g  p resen ts  these  program recommendations i n  d e t a i l .  



5.2.1 S t reng then ing  n a t i o n a l  o r g a n i z a t i o n s  t o  p rov ide  t e c h n i c a l  

ass i s tance  i n  l o c a l  governments. 

To reach m u n i c i p a l i t i e s  w i t h  i n f o r m a t i o n  and t e c h n i c a l  ass i s tance  

r e q u i r e s  a  t e c h n i c a l  ass i s tance  de l  i v e r y  system w i t h i n  each coun t ry .  S ince 

l e g i s l a t i o n  and custom v a r i e s  by coun t ry ,  these need t o  be c o u n t r y  s p e c i f i c  

mechanisms. There a r e  f i v e  types  o f  o r g a n i z a t i o n s  commonly found i n  LDC's 

t h a t  can serve t h i s  r o l e :  ( a )  a  u n i t  o f  t h e  c e n t r a l  government m i n i s t r y  

charged w i t h  1  oca l  government a f f a i r s  , ( b )  a  1  oca l government 1  oan a u t h o r i t y  

t h a t  lends money t o  l o c a l  governments, ( c )  a  government a f f i l  i a t e d  i n s t i t u t e  

t h a t  p rov ides  t r a i n i n g  and/or  t e c h n i c a l  ass i s tance  t o  l o c a l  governments, ( d )  

s e r v i c e  agencies t h a t  deal  e x t e n s i v e l y  w i t h  l o c a l  governments, p a r t i c u l a r l y  

on c o s t  recovery  p u b l i c  se rv i ces ,  such as wa te r  o r  hous ing a u t h o r i t i e s ,  and 

( e )  p u b l i c  a d m i n i s t r a t i o n  i n s t i t u t e s  w i t h  l i m i t e d  o r  no d i r e c t  t i e s  t o  

governmental agencies.  T h i s  l a s t  t ype  i s  found e x t e n s i v e l y  i n  Cen t ra l  and 

South America where U.S.AID was o r i g i n a l l y  r espons ib l e  f o r  e s t a b l i s h i n g  o r  

f und ing  them. 

We recommend t h a t  a  s e t  of U.S.AID r e c i p i e n t  c o u n t r i e s  i n  d i f t e r e n t  

r eg ions  be se lec ted  i n  which cand ida te  agencies a r e  s e l e c t e d  f o r  

s t r eng then ing  as t h e  l o c a l  govern~nent f i n a n c e  TA u n i t s .  The TA u n i t  would 

have f o u r  f u n c t i o n s :  

- t r a i  n i  ng o f  1  oca l  government personnel ; 

- p r o v i d i n g  i n f o r m a t i o n  t o  l o c a l  governments i n  new approaches t o  
f i n a n c i a l  management and s e r v i c e  d e l i v e r y ;  

- p r o v i d i n g  o n s i t e  t e c h n i c a l  ass i s tance  t o  h e l p  implement new 
approaches; and 



- representing the interests  of local government to other government 
agencies and providing analysis of changing legis lat ion on local 
government operations. 

The U.S.AID program also should support exchange of information among 

the participating TA units and fos ter  the development of a permanent 

information network. 

There are several ways t o  implement such a TA support program. The 

main options include: 

1 .  a self-contained project tha t  funds a l l  development ac t iv i t i e s  
from a single source and maintains central control over project 
ac t iv i t i e s  ( t h i s  may be done regionally or on a worldwide 
ac t iv i t i e s  basis) ;  

2 .  a loose "federation" of individual U.S.AID mission projects i n  
which U.S.AID/W provides country project design assistance and 
funds the mu1 ticountry information exchange; and 

3.  a piecemeal approach that  introduces elements of the program into 
other l~rban projects as opportunities a r i se .  

In addition, fo r  any of these options the program may be linked to  

U.S.AID loans in the urban sector,  making the loan contingent on undertaking 

the development ot the TA program. Alternatively, U.S.AID many join forces 

w i t h  the World Bank or other regional development banks (who make more urban 

loans to  LDC's than U.S.AID) to incorporate the concept in the i r  urban loan 

programs. 

The success of the Local Water Ut i l i t i e s  Administration in the 

Philippines in tying together loans and financial managment improvements 

suggests that  a combined loan plus technical assistance approach i s  the most 

promising venue. This would argue fo r  targeting local government loan 

agencies as the i n i t i a l  intervention point. A t  the same time, the program 



shou ld  r e t a i n  t h e  f l e x i b i l i t y  t o  seek o t h e r  i n t e r v e n t i o n  p o i n t s  where 

o p p o r t u n i t i e s  occur.  

5.2.2. Develop s p e c i f i c  t o o l s  f o r  use by l o c a l  governments t o  improve 

f i n a n c i a l  performance. 

Four ma jo r  ca tego r i es  o f  " t o o l s "  may be i d e n t i f i e d  t h a t  would 

a s s i s t  l o c a l  m u n i c i p a l i t i e s  t o  b e t t e r  manage t h e i r  f inances and s e r v i c e  

d e l i v e r y  systems. These i nc l ude :  

- d i a g n o s t i c  systems f o r  ana l yz i ng  and f o r e c a s t i n g  f i n a n c i a l  s t a t u s  
and assess ing impacts o f  proposed investments ;  

- models f o r  improved t a x  and l i c e n s i n g  systems; 

- models o f  o p t i o n s  f o r  f i n a n c i n g  and c o s t  recovery  i n  p u b l i c  
se rv ices ;  and 

- models o f  budget ing  and account ing  systems. 

A1 1  of these  t o o l s  have been developed i n  some fo rm i n  t h e  developed 

w o r l d  and i n  some o f  t h e  LDC's as w e l l .  What i s  needed i s  a  program t h a t  

i d e n t i f i e s  these  e x i s t i n g  models, m o d i f i e s  them t o  make them more g e n e r a l l y  

appl  i c a b l e  and develops how-to-do-i t d e s c r i p t i o n s  o f  t h e  model s. The 

f o l l o w i n g  paragraphs desc r i be  i n  more d e t a i l  t h e  s p e c i f i c  a p p l i c a t i o n s  t h a t  

would be h i g h e s t  p r i o r i t y  f o r  development. 

D iagnos t i c  systems f o r  f i n a n c i a l  s t a t u s  a n a l y s i s .  

Two types  o f  models a r e  needed. The f i r s t  i s  a  model t h a t  a l l o w s  a  

m u n i c i p a l i t y  t o  assess i t s  f i n a n c i a l  s t a t u s  and f o r e c a s t  t h a t  s t a t u s  i n t o  

t h e  f u t u r e .  Th i s  r e q u i r e s  deve lop ing  a  combinat ion o f  revenue and 

expend i t u re  f o r e c a s t i n g  models, based on s imp le  f o r e c a s t i n g  techniques 

a1 ready a v a i l a b l e .  Such f o r e c a s t s  a r e  b a s i c  t o  improved mun i c i pa l  f i n a n c i a l  



management. Wi thou t  f o r e c a s t i n g  c a p a b i l i t y ,  l o c a l  government f i n a n c i a l  

d e c i s i o n s  tend  t o  be mere c o n t i n u a t i o n  of p a s t  a c t i o n s , e a s i l y  s u b j e c t  t o  

p o l i t i c a l  i n t e r f e r e n c e .  

The second t y p e  o f  d i a g n o s t i c  model needed i s  one t h a t  a1 lows 

m u n i c i p a l i t i e s  t o  assess t h e  impact  o f  changes i n  t h e  revenue and 

expend i t u re  streams (e.g. , proposed c a p i t a l  i nves tments )  on mun i c i pa l  

f i n a n c i a l  s t a t u s .  T h i s  model would b u i l d  upon t h e  f o r e c a s t i n g  models. The 

models c o u l d  be developed t o  r u n  on m i c r o c o ~ ~ ~ p u t e r s  t o  enhance t h e i r  

a d a p t a b i l i t y  t o  a  v a r i e t y  o f  s e t t i n g s  and l e v e l s  o f  a v a i l a b l e  equipment. 

These models a l s o  shou ld  be genera l  enough t o  a l l o w  use rs  t o  d e f i n e  t h e i r  

own v a r i a b l e  se ts .  

Model s  f o r  improved t a x  and 1  i c e n s i  ng systems. 

Two c l asses  o f  "models" a re  needed w i t h i n  t h i s  ca tegory .  The f i r s t  

c l a s s  i n c l u d e s  i n f o r m a t i o n  systelns t h a t  suppo r t  t a x  base i d e n t i f i c a t i o n ,  

assessment and c o l  l e c t i o n  mon i t o r i ng .  The second c l a s s  o f  "model s" a r e  

a c t u a l l y  how-to-do- i t  gu ides f o r  a p p l y i n g  l o c a l  taxes  and l i c e n s e s .  

The ma jo r  o p p o r t u n i t y  f o r  t a x  i n f o r m a t i o n  systems i s  i n  t h e  r e a l  

p r o p e r t y  t a x  system. Wel l  developed p ro to t ypes  o f  computer ized i n f o r m a t i o n  

systems f o r  r e a l  p r o p e r t y  t a x  systems e x i s t  i n  a  number o f  c o u n t r i e s .  Be ing 

computer based has prevented them from spread ing  t o  some c o u n t r i e s  and t o  

s m a l l e r  c i t i e s  w i t h i n  t h e  more advanced deve lop ing  c o u n t r i e s .  The advent  o f  

cheap microcomputers now makes p o s s i b l e  t h e  ex tens ion  o f  computer ized t a x  

i n f o r m a t i o n  systems t o  a l l  m u n i c i p a l i t i e s  i n  LDC1s. T h i s  r e q u i r e s  adap t i ng  

systems designed f o r  1  a r g e r  computers, des i gn ing  a p p r o p r i a t e  hardware 



c o n f i g u r a t i o n s ,  w r i t i n g  needed so f tware ,  and deve lop ing  i n s t r u c t i o n a l  

guides. 

It should be s t r essed  t h a t  i r r~proved i n f o r i l i a t i o n  systems a lone  a r e  n o t  

s u f f i c i e n t  t o  improve t a x  c o l l e c t i o n s  - t h e  e n t i r e  package o f  a c t i v i t i e s  

( i n fo rma t i on ,  assessment, c o l l e c t i o n ,  enforcement) must be approached 

s y s t e m a t i c a l l y .  Th i s  means t h a t  t h e  i n f o r m a t i o n  system models must c a r r y  

w i t h  them des igna t i on  o f  c r i t i c a l  suppo r t i ng  elements t o  make t h e  system 

work. 

A program t o  develop i n f o r m a t i o n  system models would have two phases: 

( a )  deve lop ing  p r o t o t y p e  systems and ( b )  t e s t i n g  and m o d i f y i n g  these  systems 

i n  s p e c i f i c  cases. The f i r s t  phase c o u l d  be accompl ished i n  a  r e l a t i v e l y  

s h o r t  p e r i o d  o f  t ime, b u i l d i n g  on e x i s t i n g  models. The second phase 

r e q u i r e s  implement ing t h e  systems i n  s e l e c t e d  c i t i e s  and would r e q u i r e  

approx imate ly  two years .  I d e a l l y ,  t h i s  phase cou ld  be c a r r i e d  o u t  i n  

c o n j u n c t i o n  w i t h  s t r eng then ing  l o c a l  f i nance  T A  u n i t s ,  who c o u l d  serve t o  

i n t r o d u c e  t h e  systems i n t o  demonstrat ion s i t e s  and backstop t h e i r  

implementat ion.  

Develop ing how-to-do- i t  gu ides f o r  t a x  and l i c e n s i q g  systems would be 

bes t  done on a  coun t ry -by -coun t ry  bas is ,  a l though many guides would be 

t r a n s f e r a b l e  t o  o t h e r  c o u n t r i e s  w i t h  s i m i l a r  l e g a l  codes. These would be 

u s e f u l  n o t  o n l y  as re fe rence  gu ides f o r  l o c a l  o f f i c i a l s  b u t  a l s o  as t r a i n i n g  

m a t e r i a l  s. 

A program t o  develop these  gu ides may be i n t e g r a t e d  w i t h  t h e  

s t r eng then ing  T A  u n i t s  program; i t  may be i n t e g r a t e d  w i t h  t r a i n i n g  programs; 

o r  i t  may be conducted separa te ly .  Obvious ly ,  i n t e g r a t i n g  t h i s  program w i t h  



t h e  s t r eng then ing  program would produce mutual b e n e f i t s  and enhance t h e  

chances f o r  success fu l  implementat ion.  

Models f o r  f i nanc ing  and c o s t  recovery  i n  pub1 i c  s e r v i c e  d e l i v e r y .  

For every  mun ic ipa l  p u b l i c  s e r v i c e  t h e r e  a r e  o p t i o n s  f o r  s e l f - f i n a n c i n g  

and c o s t  recovery.  Guide manuals f o r  p lanners  and o f f i c i a l s  s p e l l i n g  o u t  

t h e  main op t i ons  ( w i t h  s p e c i f i c  case examples) would be ex t reme ly  u s e f u l  as 

re ference documents. We would suggest t h e  development o f  a  s e t  o f  such 

documents cove r i ng  each o f  t h e  ma jo r  mun ic ipa l  se rv i ces .  The document would 

cover :  

- d e s c r i p t i o n  o f  t h e  se rv i ces  and t he  ma jo r  ways i t  can be prov ided;  

- d i f f e r i n g  l e v e l s  of s e r v i c e  and suppor t  requi rements f o r  each; 

- c o s t  elements i n  t h e  d i f f e r i n g  s e r v i c e  d e l i v e r y  a l t e r n a t i v e s ;  

- a l t e r n a t i v e  f i n a n c i n g  mechanisms f o r  t h e  se rv i ce ;  and 

- c o s t  containment and use r  charge p r a c t i c e s .  

We would suggest t h a t  t h e  gu ide  manuals be based on case s t u d i e s  of 

a c t u a l  p r a c t i c e s  i n  LDC's, which should t ake  approx imate ly  18-24 months t o  

corr~pl e te .  

Models o f  a p p r o p r i a t e  budget ing  and account ing  systems. 

The long- te rm o b j e c t i v e  o f  improved budget ing  and account ing  p r a c t i c e s  

i n  LDC m u n i c i p a l i t i e s  i s  t o  p rov ide  syste~i is  t h a t  a r e  u s e f u l  b o t h  f o r  day t o  

day budget execu t i on  and f o r  management p lann ing .  E x i s t i n g  mun ic ipa l  

budget ing  p r a c t i c e s  and account ing  suppor t  systems i n  LDC' s  a r e  p r i m a r i l y  

o r i e n t e d  toward p r o v i d i n g  r e t r o s p e c t i v e  i n f o r m a t i o n  about expend i tu res  t h a t  

a l r eady  have occur red  and p r o v i d i n g  some s o r t  o f  voucher o r  i n v o i c e  c o n t r o l  

t o  p reven t  unau thor ized  expend i tu res .  T r a i n i n g  m a t e r i a l s  t h a t  p resen t  a  



management and p lann ing  o r i e n t a t i o n  a r e  r e q u i r e d  f i r s t  t o  o r i e n t  mun i c i pa l  

managers a1 ong those 1  ines .  Technica l  ass i s tance  t o  s t r eng then  n a t i o n a l  

o r g a n i z a t i o n s  as d iscussed above i n  s e c t i o n  5.2.1. should i n c l u d e  these 

management and p l a n n i n g  pe rspec t i ves  on budget ing  and account ing .  

Ihe  second recommended s t e p  i s  t h e  development o t  s p e c i f i c  budget ing  

and account ing  models. These can be p r i m a r i l y  adapted f r om e x i s t i n g  

developed coun t r y  p r a c t i c e  and l i t e r a t u r e .  These models shou ld  p r o v i d e  f o r  

i n c l u s i o n  of work load and performance i n f o r m a t i o n  as w e l l  as t r a d i t i o n a l  

f i n a n c i a l  i n fo rmat ion .  Account ing models f o r  measuring, o r  a t  l e a s t  

e s t i m a t i n g ,  t h e  f u l l  c o s t  of mun ic ipa l  s e r v i c e s  shou ld  be adapted as p a r t  of 

an i n t e g r a t e d  system. These models would r e f l e c t  n o t  o n l y  t h e  d i r e c t  c o s t  

b u t  a l s o  t h e  c u r r e n t  va lue  o f  c a p i t a l  investments ,  t h e  c o n t r i b u t e d  v a l u e  

t rom c e n t r a l  suppor t  u n i t s ,  and t h e  c u r r e n t  r e c o g n i t i o n  th rough d e p r e c i a t i o n  

o f  r e q u i r e d  f u t u r e  investments .  These f u l l  c o s t  models c o u l d  h e l p  p reven t  

erroneous i n t e r p r e t a t i o n s  o f  a  t a v o r a b l e  c u r r e n t  cash ba lance i n  a  s e r v i c e  

account f o r  an excess o f  funds. 

We recommend t h a t  t h e  t r a i n i n g  m a t e r i a l s  and t e c h n i c a l  ass i s tance  

components be i n c l u d e d  as p a r t  o f  s t r eng then ing  n a t i o n a l  o r g a n i z a t i o n s  

a c t i v i t i e s .  The adap ta t i on  o f  budget ing  and account ing  models c o u l d  proceed 

s imu l taneous ly ,  and would b e s t  f i t  i n  w i t h  s p e c i f i c  p r o t o t y p e  development 

f o l l o w e d  by use i n  s p e c i f i c  p r o j e c t  s e t t i n g s .  Whi le  i n c l u s i o n  o f  an e n t i r e  

mun i c i pa l  budget system would be d e s i r a b l e ,  i t  would be p o s s i b l e  t o  work i n  

s e r v i c e  s p e c i f i c  areas. I f  t h e  l a t t e r  course i s  f o l l owed ,  a "demonstrat ion 

va lue"  aspect  should be i nc l uded  t o  encourage t h e  ex tens ion  o f  p r o j e c t  



s p e c i f i c  budget ing  and account ing  p r a c t i c e s  t o  o t h e r  se rv i ces  o r  t h e  e n t i r e  

m u n i c i p a l i t y .  

5.2.3. T r a i n i n g  i n  Urban Finance 

T r a i n i n g  i n  l o c a l  governnient f i n a n c e  i s  a  s c a t t e r e d  and g e n e r a l l y  

haphazard a f f a i r .  Most o f t e n  t h e  t r a i n i n g  t h a t  does e x i s t  i s  conducted 

on- the- job.  Some c o u n t r i e s  do p rov ide  t r a i n i n g  o f  l o c a l  government 

o f f i c i a l s  and t r a i n i n g  o f  accountants  who serve  l o c a l  government. 

I n  t h e  area of urban f inance,  t h e r e  a r e  t h r e e  l e v e l s  of o f f i c i a l s  who 

r e q u i r e  q u i t e  d i f f e r e n t  types o f  t r a i n i n g :  

1. c e n t r a l  government o f f i c i a l s  whose a c t i o n s  a f f e c t  l o c a l  government 
f inance ;  

2. 1  oca l  government decis ionmakers and s e r v i c e  de l  i v e r y  p lanners  who 
s e l e c t  and des ign  s p e c i f i c  systems; and 

3. l o c a l  government s t a f f s  who implement f i n a n c i a l  management 
sys te l ls .  

The development o f  t r a i n i n g  programs f o r  each o f  these groups needs t o  

be t a i l o r e d  t o  t h e i r  s p e c i f i c  needs. T r a i n i n g  o f  c e n t r a l  government s t a f f  

i s  aimed a t  i n c r e a s i n g  awareness o f  t h e  problems and p r o v i d i n g  them w i t h  

ranges o f  po l  i c y  and program op t i ons .  (The Economic Development I n s t i t u t e  

o f  t h e  World Bank conducted such a  course i n  Ap r i l IMay  1982 a t  t h i s  l e v e l  ) .  

T r a i n i n g  o f  l o c a l  government decis ionmakers and p lanners  i s  aimed a t  

p r o v i d i n g  them w i t h  s k i l l s  t o  a c t u a l l y  des ign  o r  s e l e c t  f i n a n c i a l  management 

p r a c t i c e s  and s e r v i c e  f i n a n c i n g  mechanisms. I t  needs t o  be much more 

focused on p r i n c i p l e s  o f  program des ign,  s p e c i f i c  program o p t i o n s  and 

implementat ion.  T r a i n i n g  o f  l o c a l  government s t a f f  r e q u i r e s  t e c h n i c a l  

s k i l l s  t r a i n i n g  i n  c a r r y i n g  o u t  s p e c i f i c  j o b  tasks .  



T r a i n i n g  o f  c e n t r a l  government s t a f f  may b e s t  be c a r r i e d  o u t  i n  

n a t i o n a l  o r  i n t e r n a t i o n a l  seminars. T r a i n i n g  o f  l o c a l  decis ionmakers and 

p lanners  i s  b e s t  done i n  n a t i o n a l  t r a i n i n g  programs, p robab ly  i n v o l v i n g  b o t h  

c e n t r a l i z e d  formal t r a i n i n g  and f o l l o w - u p  workshops, s i m i l a r  t o  t h e  ERDM 

program i n  Ghana. The f o l l ow -up  component can a l s o  serve  as a  mechanism f o r  

sha r i ng  i n f o r m a t i o n  among 1  oca l  government o f f i c i a l  s. 

S k i l l s  t r a i n i n g  o f  l o c a l  s t a f t s  can be done th rough c e n t r a l i z e d  

t r a i n i n g  a t  n a t i o n a l  i n s t i t u t e s  o r  ou t reach  t r a i n i n g  u s i n g  s a t e l l i t e  

programs i n  r e g i o n a l  cen te r s  w i t h i n  t h e  coun t ry .  

U.S.AID1s r o l e  i n  meet ing these t r a i n i n g  needs can be severa l ,  r ang ing  

from t h e  sponsorsh ip  o f  seminars f o r  c e n t r a l  government s t a f t  t o  t h e  f und ing  

o f  n a t i o n a l  t r a i n i n g  i n s t i t u t e s .  S ince so l i t t l e  has been done t o  da te  i n  

deve lop ing  a p p r o p r i a t e  t r a i n i n g  systems i n  urban f inance ,  we would recommend 

t h a t  U.S.AID funds be d i r e c t e d  a t  t r a i n i n g  " i n f r a s t r u c t u r e "  (deve lop ing  

c u r r i c u  la ,  t r a i n i n g  t r a i n e r s ,  s e t t i n g  up t r a i n i n g  systems) r a t h e r  t han  

d i r e c t  suppor t  of t r a i n e e s  ( w i t h  t h e  excep t i on  o f  sponsor ing t h e  seminars 

f o r  c e n t r a  l government s t a f f ) .  We would n o t  recommend t h e  f und ing  of 

i n d i v i d u a l  t r a i n e e s  i n  fo rma l  degree programs i n  t h e  U.S. un less  

s p e c i f i c a l l y  f o r ~ i i u l a t e d  programs a r e  e s t a b l i s h e d  f o r  t r a i n i n g  t h e  f a c u l t y  o f  

f i n a n c i a l  management t r a i n i n g  programs. 

5.2.4. Research and I n f o r m a t i o n  D issemina t ion  

It has become c l e a r  i n  o u r  l i m i t e d  s tudy  t h a t  t h e  ma jo r  

i n f o r m a t i o n  network i n  mun ic ipa l  f i n a n c i a l  management e x i s t s  p r i m a r i l y  among 

a  r e l a t i v e l y  sma l l  group o f  p ro fess iona l s  and academics w i t h i n  and 



a f f i l i a t e d  w i t h  t h e  World Bank. The l a r g e s t  body o t  p r i n t e d  i n f o r m a t i o n  i s  

con ta ined  i n  i n t e r n a l  World Bank documents which have l i m i t e d  d i s t r i b u t i o n .  

The Bank i s  moving t o  overcome t h i s  th rough  p r o v i d i n g  t r a i n i n g  t o  hos t  

coun t r y  d e c i  sionmakers ( t h e  1982 ED1 Seminar re ferenced above) and by 

suppor t  o f  t h e  p u b l i c a t i o n s  The Urban Edge and Urban I n n o v a t i o n  Abroad which 

have been e s t a b l i s h e d  s p e c i f i c a l l y  f o r  i n f o r m a t i o n  exchange among urban 

p lanners  and o f f i c i a l s .  

P ro fess iona l  o r g a n i z a t i o n s  such as t h e  ICMA appear t o  have ve ry  1  i m i t e d  

p e n e t r a t i o n  o f  deve lop ing  c o u n t r i e s  and t h e r e  does n o t  appear t o  be good 

i n t e r n a t i o n a l  c o n t a c t  among n a t i o n a l  p r o f e s s i o n a l  groups i n  LDCs concerned 

w i t h  urban t i n a n c i a l  management. 

As proposed above under s e c t i o n  5.2.1., suppor t  shou ld  be p rov ided  f o r  

i n f o rma t i on  d i ssem ina t i on  among l o c a l  government TA u n i t s .  It would appear 

t o  be c o s t - e f f e c t i v e  t o  l i n k  t h i s  w i t h  ongoing e f f o r t s  o f  o t h e r  

o rgan i za t i ons ,  such as The Urban Edge and EDI. 

There a r e  two ca tego r i es  of research  t h a t  appear t o  wa r ran t  suppor t .  

The f i r s t  ca tegory  con ta ins  research  needed t o  develop t h e  t o o l s  under 

s e c t i o n  5.2.2. above. Th i s  i s  l a r g e l y  "app l i ed "  research  aimed a t  

i d e n t i f y i u g  p r o t o t y p e  p r a c t i c e s  and mod i f y i ng  them f o r  d issemina t ion .  These 

have been d iscussed  a t  l e n g t h  above. A  second ca tegory  of  research  i s  aimed 

a t  p o l i c y  concerns and i s  much b roader  i n  focus. Our s tudy  has t u rned  up 

f o u r  ma jo r  i ssues  o f  such a  p o l i c y  n a t u r e  t h a t  wa r ran t  f u t h e r  s tudy.  These 

i n c l u d e  s t u d i e s  o f :  

1. The long- te rm impact of  ass ign ing  p u b l i c  se rv i ces  t o  p a r a s t a t a l  
agencies - p a r t i c u l a r l y ,  t h e  e f f e c t  on f i n a n c i a l  we l l - be ing  and 
a d m i n i s t r a t i v e  c a p a b i l i t y  o f  l o c a l  governments; 



2. I d e n t i f y i n g  t h e  f a c t o r s  wh ich  c r e a t e  p r o d u c t i v i t y  o r i e n t e d  l o c a l  
s e r v i c e  agencies;  

3. Comparat ive s t u d i e s  of  t h e  r e l a t i v e  impor tance of  v a r i o u s  revenue 
sources i n  l o c a l  government budgets  and d i s t r i b u t i o n  o f  t a x  bases 
among l o c a l ,  s t a t e  and f e d e r a l  governments; and 

4. C o s t l b e n e f  i t s t u d i e s  o f  t h e  " r e t u r n "  on inves tments  i n  m u n i c i p a l  
a d m i n i s t r a t i o n  and f i n a n c i a l  management improvements. 
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D e t a i l e d  Case Study D e s c r i p t i o n  

6.1. Ab id jan ,  I v o r y  Coast 

6.1 .l. Rat i ona le  and Focus 

Ab id jan ,  t h e  c a p i t a l  c i t y  o f  t h e  I v o r y  Coast, i s  t h e  s i t e  f o r  two 

s p e c i f i c  pub1 i c  management p r a c t i c e s  t o  be s tud ied .  The f i r s t  p r a c t i c e  i s  a  

computer ized l a n d  r e g i s t r a t i o n  system; t h e  second i s  a  be t te rment  t a x  

e s t a b l i s h e d  t o  p e r m i t  recovery  o f  50 pe rcen t  o f  t h e  c o s t s  o f  s lum upgrading 

p r o j e c t s .  As w i l l  be shown, these two e f f o r t s  a r e  i n  p a r t  in te rdependent .  

It was on t h e  recomiiendation o f  t h e  U.S.AID/RHUDO o f f i c e  i n  Ab id jan ,  t h a t  

these p r a c t i c e s  were chosen f o r  i n c l u s i o n  i n  t h i s  s tudy  o f  f i n a n c i a l  

management p r a c t i c e s .  The l a n d  r e g i s t r a t i o n  system i s  s i g n i f i c a n t  because 

o f  i t s  u t i l  i t y  f o r  a1 l o c a t i n g  p r o p e r t i e s  and improved p r o p e r t y  t a x  

c o l l e c t i o n  procedures, i n c l u d i n g  t h e  be t t e rmen t  t ax .  The be t t e rmen t  t a x  i s  

s i g n i f i c a n t  because i t  pe rm i t s  c o s t  recovery  f o r  a c t i v i t i e s  p r e v i o u s l y  

subs id i zed  i n  f u l l  by t h e  Government of t h e  I v o r y  Coast (GOIC) and, 

t h e r e f o r e ,  n o t  o n l y  r ep resen ts  a  method o f  revenue c o l l e c t i o n  b u t  a l s o  a  

s i g n i f i c a n t  depa r tu re  i n  G O I C  p o l i c y .  

6.1.2 Background 

To p rov ide  t h e  a p p r o p r i a t e  h i s t o r i c a l  and soc iopo l  i t i c a l  c o n t e x t  

f o r  these  two p r a c t i c e s ,  i t  i s  necessary t o  understand: ( a )  t h e  demographic 

c h a r a c t e r i s t i c s  o f  Ab id jan ,  ( b )  t h e  r o l e  of t h e  m u n i c i p a l i t y  i n  terms of 

t u n c t i o n a l  r e s p o n s i b i l i t i e s  f o r  s e r v i c e  d e l i v e r y ,  revenue gene ra t i on  and 



expend i tu res ,  and ( c )  hous ing and l a n d  p o l i c y  i n  t h e  I v o r y  Coast. Fo l  lowing 

t h e  French t r a d i t i o n ,  these  l a t t e r  two elements a r e  p r e d i c a t e d  on a  s t r o n g  

c e n t r a l  government focus  w i t h ,  h i s t o r i c a l l y ,  l i t t l e  mun i c i pa l  f u n c t i o n .  

The 1980 p o p u l a t i o n  o f  t h e  I v o r y  Coast i s  es t ima ted  a t  e i g h t  m i l l i o n ,  

growing a t  an annual r a t e  o f  f o u r  percen t ,  1.5 percen t  o f  which i s  

immig ra t i on  from ne ighbo r i ng  c o u n t r i e s .  Ab id j an  i s  t h e  c e n t e r  o f  urban 

growth w i t h  an es t ima ted  1980 p o p u l a t i o n  o t  1.7 m i l l i o n  and an expected 

annual growth r a t e  o f  seven percen t .  The most r e c e n t  es t ima tes  f o r  Ab id j an  

i n d i c a t e  unemployment a t  15 pe rcen t  w i t h  20 pe rcen t  of t h e  p o p u l a t i o n  

e a r n i n g  below t h e  minimum wage. 

L i k e  most A f r i c a n  c o u n t r i e s  o f  French c o l o n i a l  t r a d i t i o n ,  t h e  

m u n i c i p a l i t y  p e r  se has had ve ry  1  i t t l e  a u t h o r i t y  o r  r e s p o n s i b i l i t y .  Most 

s e r v i c e  d e l i v e r y  r e s p o n s i b i l  i t i e s  were met e i t h e r  by  t h e  c e n t r a l  government 

o r  s p e c i a l  p a r a s t a t a l  o r g a n i z a t i o n s  e s t a b l i s h e d  t o  p r o v i d e  a  s p e c i f i c  

se r v i ce .  A d m i n i s t r a t i o n  o f  secondary c i t i e s  i s  l a r g e l y  t h e  r e s p o n s i b i l i t y  

o f  t h e  "p re fe t " ,  a  c e n t r a l  government appoin tee.  It was n o t  u n t i l  1981 t h a t  

a  c o n s t i t u t i o n a l  amendment was passed c r e a t i n g  e i gh teen  m u n i c i p a l i t i e s  

r e f l e c t i n g  a  new p o l  i c y  of gradual  decen t ra l  i z a t i o n .  The d i s t r i b u t i o n  o f  

a u t h o r i t y  between t h e  c e n t r a l  government and these  m u n i c i p a l i t i e s  i s  i n  t h e  

process o f  be ing  de f i ned .  E x h i b i t  6.1.1. p rov i des  a  breakdown o f  s e r v i c e s  

and p r o v i d e r s  w i t h  d i s t i n c t i o n s  no ted  between r e s p o n s i b i l i t i e s  f o r  p l ann ing ,  

budge t ing  and d e l i v e r y  where a p p l i c a b l e .  

The m u n i c i p a l i t i e s  a r e  s i m i l a r l y  c o n s t r a i n e d  w i t h  r e s p e c t  t o  revenue 

genera t ion .  The m u n i c i p a l i t i e s  cannot pass l o c a l  t a x  laws; t h e y  can o n l y  

app l y  c e n t r a l  government t a x  laws. Thus, f o r  example, t h e  p r o p e r t y  taxes  



E x h i b i t  6.1 .l. 

Serv ice  Respons ib i l  i t i e s  

(Pr imary  Responsibi  1  i ty  f o r  P l a n n i n g ,  Budget ing  and p e l  i v e r y )  

Se rv i ce  

Level  o f  Government 

Cent ra l  Loca 1  P a r a s t a t a l  

I n f r a s t r u c t u r e  

Markets  
Roads 
Water 
Sewer 
E l e c t r i c i t y  
Hous i ng 
S o l i d  Waste C o l l e c t i o n  

and Disposal  
Land Development 
T r a n s p o r t a t i o n  
Telephone 

Soc ia l  We1 f a r e  

Educat ion 
Soc ia l  A f f a i r s  
Hea l t h  
Parks, Recrea t ion  

Pub1 i c Sa fe t v  

Pol i c e  
F i  r e  
Rescue 

A d m i n i s t r a t i o n  

S t a f f i n g  
Equ i pmen t 
Land Use P lann ing  
C i  v i  1  Records 

B, Cons t ruc t i on  
P,B,D 
P ¶B,D 
P,B,D 
D* ,Cons t ruc t ion  



a re  c o l l e c t e d  i n  t h e  m u n i c i p a l i t y  by a  M i n i s t r y  o f  Finance r e p r e s e n t a t i v e  

w i t h  revenues t r a n s f e r r e d  t o  t h e  c e n t r a l  government. The ma jo r  revenue 

source f o r  t h e  m u n i c i p a l i t i e s  i s  t h e  market  t a x  a p p l i e d  a t  t h e  l o c a l  

marke tp lace  and o t h e r  fees and l i censes .  However, under new 

in te rgovernmenta l  s t r u c t u r e ,  c i t i e s  w i l l  r e t a i n  l o c a l  p r o p e r t y  t axes  i n  

t h e i r  own budget the reby  i n c r e a s i n g  t h e  percentage o f  l o c a l l y  d e r i v e d  

revenues f r om t h e  c u r r e n t  40 pe rcen t  t o  approx imate ly  70 percen t  o f  l o c a l  

revenues. E x h i b i t  6.1.2. p rov i des  an i l l u s t r a t i o n  o f  revenue sources f o r  

d i f f e r e n t  l e v e l s  o f  government. 

I n  Ab id j an  t h e r e  a r e  t e n  mun i c i pa l  u n i t s  o r  "communes" each w i t h  t h e i r  

own government headed by an e l e c t e d  mayor. These ope ra te  c o l l e c t i v e l y  f o r  

f u n c t i o n s  a t  t h e  mun i c i pa l  l e v e l ,  b u t  g e n e r a l l y  p r o v i d e  separa te  s e r v i c e s  

such as o p e r a t i o n  o f  t h e  communal market  and s o l i d  waste c o l l e c t i o n .  Thus, 

w h i l e  t h e  tern1 " m u n i c i p a l i t y "  i s  used here,  i t  imp1 i e s  t h e  aggregate o f  t h e  

communes. 

Cen t ra l  t o  t h e  d e s c r i p t i o n  o f  t h e  two p r a c t i c e s  r e p o r t e d  he re  - t h e  

l a n d  r e g i s t r a t i o n  system and t h e  a p p l i c a t i o n  o f  a  be t t e rmen t  t a x  - i s  a  

b r i e f  d e s c r i p t i o n  of hous ing and l a n d  p o l i c y  i n  t h e  I v o r y  Coast. A l l  

hous ing p o l i c y  i s  e s t a b l i s h e d  by t h e  P res i den t  and h i s t o r i c a l l y  has been 

cons t rued  as a  po l  i c y  o f  e q u i t y ,  d e f i n e d  as modern hous ing u n i t s  f o r  a1 1. 

As observed by b o t h  U.S.AID and IBRD, t h i s  has l e d  t o  c o s t l y  s o l u t i o n s  which 

r e s u l t e d  i n  s e r i o u s  f i n a n c i a l  d i s t o r t i o n s  w i t h i n  t h e  hous ing  market.  The 

most f r e q u e n t l y  used approach t o  improv ing  l i v i n g  c o n d i t i o n s  i n  s lum areas, 

f o r  example, has been complete r e c o n s t r u c t i o n  o r  d e m o l i t i o n  o f  e x i s t i n g  

s t r u c t u r e s  and replacement by  new hous ing and i n f r a s t r u c t u r e .  S ince  t h e  



E x h i b i t  6.1.2. 

Revenue Sources 

R e c i p i e n t  

Source Cent ra l  Local  P a r a s t a t a l  
Government Government 

Taxes 

Value Added 
Head Tax 

P rope r t y  Taxes 

Real Es ta te  

Income Taxes 

Persona 1  
Business 
T o u r i s t  Devel opment 

Fees, L icenses 

User Fees 
Market  Fee 
Bet terment  Tax 
P r i v i  l ege  L icenses 
A d m i n i s t r a t i v e  Fees 

Grants 

Na t i ona l  
I n t e r n a t i o n a l  

Loans 

c o l l e c t i o n  
c o l  1  e c t i o n  

c o l l e c t i o n  

c o l l e c t i o n  
c o l l e c t i o n  
c o l l e c t i o n  

Na t i ona l  
I n t e r n a t i o n a l  



c e n t r a l  government has borne a1 l cos t s  of these programs, i t  has proved t o  

be j u s t  such a  c o s t l y  s o l u t i o n .  It has been s o c i a l l y  d i s r u p t i v e  as w e l l ,  

s ince ,  a l t hough  t h e r e  has been a  marked inc rease  i n  t h e  housing s tock  i n  t h e  

pas t  decade, t h e  adopt ion  o f  h i g h  housing s tandards,  r ega rd less  o t  t h e  

f i n a n c i a l  c a p a c i t y  o f  t h e  urban popu la t i on ,  exc luded t h e  m a j o r i t y  o f  those 

i n  need o f  s h e l t e r .  As t h e  IBRD has observed, " t h e  cheapest u n i t s  a r e  

a t f o r d a b l e  by o n l y  t h e  t o p  50 percen t  o f  t h e  popu la t i on  w i t h o u t  subs id i es  

... w i t h  subs id i es ,  t h e  needs o f  t h e  bot tom 35 pe rcen t  o f  t h e  p o p u l a t i o n  

cannot be met." An a d d i t i o n a l  consequence o f  t h e  subs id i es  has n o t  o n l y  

been growth i n  demand f o r  housing b u t  a l s o  f o r  a  f u l l  range o f  urban 

se rv i ces .  

Near ly  80 percen t  o f  a l l  r e s i d e n t s  i n  Ab id j an  a r e  r e n t e r s  o r  lessees. 

Near ly  h a l f  o f  A b i d j a n ' s  p o p u l a t i o n  (and n e a r l y  80 percen t  below t h e  median 

income l e v e l  ) a re  nonnat ionals ;  an es t imated  85 percen t  o f  some o f  t h e  

neighborhoods a r e  nonnat iona ls .  P r i o r  t o  1978, o f f i c i a l  p o l i c y  denied 

nonnat iona ls  b o t h  p r i v a t e  home ownership and access t o  p u b l i c  housing. 

There fo re  compe t i t i on  f o r  r e n t a l  u n i t s  i s  s t i f f .  

The bas i s  f o r  t h e  p r o p e r t y  t a x  i s  t h e  a c t u a l  use of developed l a n d  

de f i ned  by i t s  r e n t a l  va lue.  There fo re  l and  must be o f f ~ c i a l l y  developed t o  

be taxab le .  I n  t h e  o f f i c i a l  process, b l ocks  o f  l a n d  a r e  f i r s t  prepared 

( subd i v i ded  w i t h  b a s i c  i n f r a s t r u c t u r e )  and then  l o t s  a r e  a l l o c a t e d  by t h e  

D i r e c t i o n  Cen t ra l e  du Domaine Urba in  (DCDU) on a  demand/request bas i s .  I f  

an a p p l i c a n t  meets a  s e r i e s  of a p p l i c a t i o n  requi rements,  t h e  "ownern has two 

years  t o  develop and occupy t h e  p r o p e r t y  a t  which t ime  he may be g i ven  a  

t i t l e  and taxed. The t i t l e  r e g i s t r a t i o n  process i s  c a r r i e d  o u t  by t h e  



Cadas t ra l  Serv ices.  I f  n o t  developed t h e  l a n d  r e v e r t s  t o  DCDU. The o f f i c a l  

developlnent process assures home b u i l d e r s  and l e n d i n g  i n s t i t u t i o n s  o f  secure 

p r o p e r t y  t i t l e s .  However, much o f  t h e  development i n  Ab id jan ,  p a r t i c u l a r l y  

i n  low income areas, i s  done through o t h e r  channels.  I r r e g u l a r  t i t l e s  and 

boundary d i spu tes  o f t e n  r e s u l t .  

The p r o p e r t y  t a x  c o l l e c t i o n  process i s  impo r tan t  here, n o t  because i t  

c o n s t i t u t e s  a  ma jo r  revenue source f o r  t h e  m u n i c i p a l i t y ,  b u t  r a t h e r  because 

i t  has r e c e n t l y  become a  p a r t i a l  means o f  c o s t  recovery  t o  t h e  Government 

f o r  housing development. P rope r t y  taxes  a r e  1  egal  l y  appl  i e d  o n l y  where 

t h e r e  i s  a  l e g a l  cadas t re  - a  l and  r e g i s t r y .  S i m i l a r l y ,  a  l a n d  r e g i s t r y  i s  

necessary f o r  a l l o c a t i n g  l and  t o  a p p l i c a n t s  f o r  development e i t h e r  p u b l i c l y  

o r  p r i v a t e l y  as descr ibed  above. 

These r e l a t i o n s h i p s  a r e  c e n t r a l  t o  t h e  imp lementa t ion  o f  t h e  Ab id j an  

Urban Development P r o j e c t  and i t s  p r o v i s i o n  f o r  c o s t  recovery.  The p r o j e c t  

has t h r e e  ma jo r  components - s i t e s  and se rv i ces  p r o j e c t s ,  slum upgrading, 

and t e c h n i c a l  ass is tance .  The t e c h n i c a l  ass i s tance  component, i n  p a r t ,  was 

f o r  t h e  i lnproved corr lputer izat ion of t h e  l a n d  r e g i s t r y  system. The slum 

upgrading program represen ts  b o t h  a  new approach t o  hous ing and 

i n f r a s t r u c t u r e  developnient i n  t h e  I v o r y  Coast, as w e l l  as a  means o f  c o s t  

recovery  through t h e  p r o p e r t y  t a x  and a p p l i c a t i o n  o f  a  t a x  on improvements - 
t h e  be t te rment  t ax .  Fo l l ow ing  a  b r i e f  d e s c r i p t i o n  of t h e  da ta  sources f o r  

t h i s  case s tudy,  t h e  n e x t  two sec t i ons  focus  s p e c i f i c a l l y  on these  two 

techniques.  



6.1.3 Data Sources 

Three ma jo r  sources o f  i n f o r m a t i o n  were used i n  p repa r i ng  t h i s  

case s tudy.  F i r s t ,  p r o j e c t  papers, r e g i o n a l  conference r e p o r t s  and o t h e r  

p r o j e c t  documentat ion were reviewed b o t h  p r i o r  t o  t h e  s i t e  v i s i t  and d u r i n g  

i t s  course. Second, personal  i n t e r v i e w s  were conducted w i t h  r e p r e s e n t a t i v e s  

o f  t h e  Government o f  t h e  I v o r y  Coast. T h i r d ,  o n s i t e  d i scuss ions  w i t h  

U.S.AID o f f i c i a l s  i n  Ab id j an  were h e l d  w i t h  t h e  Low Income S h e l t e r  Program 

i n  p a r t i c u l a r  and w i t h  r espec t  t o  Ab id j an  i n  genera l .  

6.1.4. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

Computer izat ion o f  Land R e g i s t r a t i o n  

Al though t h e  l e g i s l a t i v e  mechanisms f o r  a  c a d a s t r a l  survey 

e x i s i  t e d  1  ong be fo re  independence i n  t h e  I v o r y  Coast, by 1964, o f f i c i a l  s  

found i t  d i f f i c u l t  t o  keep pace w i t h  r a p i d  u r b a n i z a t i o n .  A  l a c k  o f  c l e a r  

records  prevented t h e  c a d a s t r a l  s e r v i c e  f rom de l  i v e r i n g  l a n d  t i t l e s .  A t  

t h i s  p o i n t  a  new numer ica l  system based on common coo rd ina tes  was 

es tab l i shed .  

N i n e t y  thousand d e s c r i p t i v e  and e s t i m a t i v e  b u i l d i n g  f i l e s  were created;  

a lmost  30,000 l o t s  had been claimed. By 7972, a l l  r e a l  e s t a t e  t i t l e d  

doss ie r s  were en te red  i n t o  a  computer ma in ta i ned  by t h e  M i n i s t r y  o f  Economy, 

Finance and P lann ing  i n  which t h e  Cadast ra l  Serv ices  u n i t  i s  loca ted .  A l l  

da ta  e n t r y  ope ra t i ons  were o r i g i n a l l y  performed by t h e  Cen t ra l  Computer 

Se rv i cs  Of f i ce .  The system was in tended t o  p e r m i t  p roper  l a n d  r e g i s t r a t i o n ,  

avo id  p r o p e r t y  d i spu tes  and improve p r o p e r t y  t a x  c o l l e c t i o n s .  The D i r e c t o r  

o f  Cadast ra l  Serv ices r e p o r t e d  t h a t  p r o p e r t y  t a x  c o l l e c t i o n s  i n  Ab id j an  



i nc reased  f rom 600 m i l l i o n  f r a n c s  CFA p r i o r  t o  t he  i n t r o d u c t i o n  o f  t h e  

compu te r i za t i on  system t o  two b i l l i o n  f r a n c s  CFA i n  t h e  y e a r  f o l l o w i n g  i t s  

appl  i c a t i o n .  The system a1 so f a c i l  i t a t e s  annual r e v a l u a t i o n s  o f  p r o p e r t i e s .  

Because a l l  l ease  agreements a r e  recorded w i t h  Cadast ra l  Serv ices  and 

s u b j e c t  t o  v e r i f i c a t i o n ,  i t  i s  r e l a t i v e l y  easy t o  t r a c k  annual changes i n  

p r o p e r t y  va lues  th roughout  t h e  c i t y .  Nonrenta l  u n i t s  t a x a b l e  va lue  can be 

computed accord ing  t o  r e n t s  i n  t h e  neighborhood. A  r e v i s e d  annual 

assessment can t hen  be c a l c u l a t e d ,  accord ing  t o  t h e  age and use ( p r i n c i p a l  

res idence,  r e n t a l  u n i t s ,  o r  bus iness)  of p r o p e r t y  by computer programs which 

have been developed i n  t h e  Cadast ra l  Serv ice.  

The hardware c u r r e n t l y ' u s e d  f o r  t h e  cadas t ra l  r e g i s t r y  i s  a  Swiss 

Cadori  corr~puter and d i g i t i z e r  t o r  r e c o r d i n g  new p l o t s  and r e v i s i n g  e x i s i t i n g  

maps. System i n p u t s  a r e  p e r m i t t e d  v i a  I B M ,  TSO (Time Shar ing  Op t i on )  

t e r m i n a l s ,  o f  which Cadastre has t h r e e  which a r e  l i n k e d  t o  t h e  computer o f  

t h e  M i n i s t r y  o f  Finance. The users  a r e  encounte r ing  some d i f f i c u l t i e s  w i t h  

t h e  system i n  t h a t  maintenance, p a r t s ,  and con t inued  p rogramming  t e c h n i c a i  

ass i s tance  a r e  r e q u i r e d  f rom f o r e i g n  sources. Thus, t h e  system i s  n o t  y e t  

smoothly o p e r a t i o n a l .  D iscuss ions  a r e  c u r r e n t l y  underway f o r  i n t e r n a t i o n a l  

ass i s tance  i n  purchas ing  equipment which w i l l  p e r m i t  t o t a l  in-house 

opera t ions .  

A  r e c o r d  o f  a l l  p r o p e r t i e s  i n c l u d i n g  those n o t  occupied was necessary 

f o r  t h e  Ab id j an  Urban Development P r o j e c t  t o  proceed. Assignment o f  

p r o p e r t y  f rom new s i t e s  and serv ices ,  f o r  example, n e c e s s i t a t e d  a  l a n d  

r e g i s t r y  t h a t  would p e r m i t  l i n k i n g  app l i can ts /owners  t o  p r o p e r t i e s .  Under 

t h e  aeg i s  of t h e  D i r e c t i o n  Cen t ra l e  du Domain U rba in  (DCDU) a  l a n d  r e g i s t r y  



procedure was developed. App l i can t s  f o r  p r o p e r t y  app l y  t o  t h e  DCDU and a r e  

screened on t h e  b a s i s  of income ( 2 5  percen t  of income i s  c a l c u l a t e d  as a  

p e r m i s s i b l e  s h e l t e r  r e l a t e d  expense and must be proven f o r  a  t h r e e  month 

p e r i o d  p r i o r  t o  t h e  r eques t ) .  When t i t l e  i s  g ran ted  ( t h e  a p p l i c a n t  i s  g i ven  

two yea rs  t o  develop and occupy t h e  1  and t o  r e c e i v e  a  t i t l e  o t  occupancy),  a  

paper l i s t i n g  o f  occupants i s  p rov i ded  t o  t h e  Cadas t ra l  S e r v i c e  and t h e  

p r o p e r t y  t a x  i s  app l i ed .  E x h i b i t  6.1.3. p rov i des  a  s i m p l i f i e d  il l u s t r a t i o n  

o f  t h e  process. 

O r i g i n a l l y ,  t h e  two systems were l i n k e d  i n t o  t h e  same computer system 

such t h a t  t h e  Cadas t ra l  S e r v i c e  was a f f o r d e d :  ( a )  t h e  s t a t u s  of a  t axpaye r  

r e g a r d i n g  r e a l  e s t a t e  taxes;  ( b )  ownership records ;  ( c )  l a n d  use records ;  

( d )  l e g a l  s t a t u s  o f  a  g i v e n  l o t ;  ( e )  subsequent upda t ing ;  and ( f )  r e c o r d i n g  

of r e g i s t r a t i o n  data.  However, t h e  l i n k a g e  between t h e  DCDU l a n d  r e g i s t r y  

and t h e  Cadas t ra l  S e r v i c e  system was f o r m a l l y  broken due t o  concern f o r  t h e  

DCDU be ing  p e r m i t t e d  unnecessary access t o  t a x  i n f o r m a t i o n  and s i m i l a r l y ,  

t h e  Finance M i n i s t r y  be ing  p e r m i t t e d  access t o  income i n f o r m a t i o n .  

Consequent ly,  t h e r e  a r e  now two r e g i s t r a t i o n  systems, b o t h  computer ized,  b u t  

l i n k e d  by a  paper t r a n s f e r  process. 

The DCDU l a n d  r e g i s t r a t i o n  system f o l l o w e d  f r om t e c h n i c a l  ass i s t ance  

p rov i ded  by t h e  U.S.AID funded A b i d j a n  Urban Development P r o j e c t .  I n i t i a t e d  

i n  1976, t h e  p r o j e c t  p rov i ded  f o r  two t e c h n i c a l  ass i s t ance  p o s i t i o n s :  an 

engineer-manager t o  be r e s p o n s i b l e  f o r  t h e  p r o c e s s i n g - o f  a p p l i c a t i o n s  f o r  

l o t s  and p r o p e r t i e s  and an engineer-programmer i n  charge o f  t h e  management 

o f  t h e  compu te r i za t i on  o f  an urban da ta  bank. T h e i r  r e s p o n s i b i l i t i e s  were 

t o  p repare  new f i l e s  from t h e  da ta  p rov i ded  by t h e  government; t o  update and 
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s e t  up t he  compu te r i za t i on  o f  t h e  f i l e s ;  t o  process t h e  a p p l i c a t i o n s  f o r  

land  a g a i n s t  s e l e c t i o n  c r i t e r i a ;  and t o  t r a i n  I v o i r i a n  coun te rpa r t s .  The 

t o t a l  cos t  of t h i s  e f f o r t  was 3  t o  4 percen t  of t h e  t o t a l  p r o j e c t  c o s t s  

(between $350,000 and $450,000), and r e q u i r e d  t h e  t r a i n i n g  of c l e r i c a l  and 

keypunch personnel.  

Desp i te  these d i f f i c u l t i e s ,  and t h e  severance o f  d i r e c t  l i n kages  w i t h  

t h e  Cadast ra l  Serv ice ,  t h e  l a n d  r e g i s t r y  ma in ta ined  by t h e  DCDU i s  a  

va luab le  t o o l  f o r  l a n d  use p lann ing ,  p r o p e r t y  r e g i s t r a t i o n  and p r o p e r t y  

a l l o c a t i o n .  As o f  e a r l y  1982, approx imate ly  2,000 o f  10,000 reques ts  f o r  

l and  had been s a t i s f i e d .  

Cost Recovery Through a  Bet terment  Tax 

A r e l a t i v e l y  un ique c h a r a c t e r i s t i c  o f  Ab id j an  Urban Development P r o j e c t  

i s  t h a t  i t  prov ides  f o r  t h e  p a r t i a l  recovery  o f  t he  cos t s  o f  s lum upgrading, 

p r e v i o u s l y  subs id i zed  i n  f u l l  by t h e  G O I C .  The P r o j e c t ,  as i t  has evolved,  

i n v o l v e s  t h e  upgrading of approx imate ly  3,610 a f f ec ted  l o t s  i n  f o u r  areas, 

two of which a re  w i t h i n  t he  mun ic ipa l  boundar ies of  Ab id j an  - Adjame and 

P e l i e u v i l l e  - and two w i t h i n  t h e  u rban ized  area o f  Ab id j an  - Abobo Gare and 

P o r t  Bouet 11. These comprise a  t o t a l  o f  211 hec ta res  occupied by 

approx imate ly  16,400 households o r  200,000 i n d i v i d u a l s .  Improvements t o  

these areas i nc l ude :  f i l l ,  roads, dra inage,  water ,  sewerage, e l e c t r i c i t y ,  

and community f a c i l i t i e s  such as e lementary  schools ,  playgrounds, meet ing 

ha1 1s and markets.  The cos t s  o f  these improvements a r e  t o  be recovered 

through t h e  t a x  system and user  fees. 

T?e i n i t i a l  c a p i t a l  c o s t  o f  i n s t a l l i n g  t h e  i n f r a s t r u c t u r e  w i l l  be 

recovered th rough a be t te rment  t a x  which i s  c o l l e c t e d  w i t h  t h e  p r o p e r t y  tax .  



The ope ra t i ng  c o s t s  o f  t h e  se rv i ces  (sewerage, wa te r  t rea tment ,  and 

e l e c t r i c i t y )  w i l l  be recovered through t h e  normal use r  charges o f  t he  

u t l i t i e s .  Whi le  i t  i s  t h e  be t te rment  t a x  t h a t  i s  o f  i n t e r e s t  here, i t  i s  

necessary t o  desc r i be  t h e  more genera l  aspects  o f  t h e  c o s t  recovery  

procedures t o  p rov ide  an i n d i c a t i o n  o f  t h e  s teps  r e q u i r e d  f o r  i t s  

imp1 ementat ion. 

Two i n i t i a l  exe rc i ses  were r e q u i r e d  t o  e f f e c t  c o s t  recovery  o f  slum 

upgrading. F i r s t ,  i t  was necessary t o  conduct a  census o f  e x i s t i n g  

c o n d i t i o n s  i n  t h e  areas t o  be a f f e c t e d  t o  determine: t h e  s t a t u s  o f  l and -  

ownership and t enu re  (as i n d i c a t e d  taxes  a r e  o n l y  a p p l i e d  t o  occupied u n i t s  

l e n d i n g  f u t h e r  importance t o  t h e  l a n d  r e g i s t r y ) ;  c u r r e n t  r e n t a l  charges; and 

socioeconomic da ta  on r e s i d e n t s  i n c l u d i n g  sources and amounts o f  income. 

These l a t t e r  two p ieces  o f  i n f o r m a t i o n  p rov ided  t h e  b a s i s  f o r  e s t i m a t i n g  t h e  

economic impact  o f  t h e  upgrading a c t i v i t i e s  on t h e  res iden t s .  It was 

assumed t h a t  inc reases  i n  p r o p e r t y  va lues  would t h e r e f o r e  i nc rease  p r o p e r t y  

taxes  which would be passed on t o  t enan ts  i n  t h e  f o rm  o f  h i g h e r  r e n t s .  The 

r e s u l t s  o f  t h i s  census i n d i c a t e d  t h a t  t h e  be t te rment  t a x ,  f o r  example, was 

t o  be c a l c u l a t e d  so n o t  t o  r e q u i r e  a  more than  10 t o  15 pe rcen t  i nc rease  i n  

r en t s ,  cons idered  t h e  maximum t h e  e x i s t i n g  r e s i d e n t s  cou ld  a f f o r d .  

A second requi rement  b e f o r e  imp lementa t ion  of t h e  c o s t  recovery  

procedures was an examinat ion o f  t h e  l e g a l  l i m i t a t i o n s  on t a x a t i o n  i n  t h e  

I v o r y  Coast. L e g i s l a t i o n  o f  1930 o r i g i n a l l y  govern ing  urban development 

p e r m i t t e d  t h e  government t o  r ecove r  c o s t s  o f  p u b l i c  works th rough t h e  

inc reased  va lues  o f  p r o p e r t i e s  s u b j e c t  t o  e x p r o p r i a t i o n  o r  nearby and 

b e n e f i t t i n g  from t h e  p u b l i c  works. However, a  r e v i s i o n  o f  those  laws i n  



1963 retained only the recovery of costs through taxation of properties 

directly affected by the works b u t  n o t  neighboring properties which could 

also benefit. Therefore, a decree was passed in 1977 which permitted the 

assignment of internal infrastructure costs t o  a l l  benefitting lo t s  on a 

square meter basis and therefore permitted the application of the t a x  of u p  

t o  50 percent of the increased value of the improvements, equal to the 

amount of the cost of secondary and ter t ia ry  improvements. The - taxe 

d'assainissement (sewer t ax ) ,  a surcharge on the property tax, i s  the 

vehicle for  recovering the infrastructure costs. The legislat ion,  however, 

was necessary to allow the t a x  to be applied t o  upgrading areas and to  

identify the portion of the tax which would be used to repay the assistance 

loans. Two features of th i s  legislation are significant.  F i r s t ,  i t  

represents the potential fo r  a fundamental change in G O I C  housing policy 

permitting upgrading rather t h a n  reconstruction. Second, of interest  in 

terms of repl icabi l i ty ,  the legislation i s  stated specif icial ly in terms of 

urban upgrading and more specifically includes only those areas included in 

the Project. 

The legislation (Article No. 6 of the Decree of 24 August 1977) de ta i l s  

the costs t o  be absorbed by the beneficiaries. These include: 

1 . The constrr~ction of infrastructure (earth work, sewerage, roadways 
and t r a f f i c  controls, water and electr ical  ins ta l la t ion ,  surface 
drainage and t i t l e  clearance; 

2 .  Engineering studies and construction supervision; 

3. Administrative and general contractor charges; 

4. Financial costs; and 

5. Maintenance costs (until  taken over by local authori t ies) .  



The share o f  these  cos t s  ass igned t o  each p r o p e r t y  owner i s  c a l c u l a t e d  

by d i v i d i n g  t h e  t o t a l  c o s t  by t h e  t o t a l  number o f  square meters a t t r i b u t e d  

t o  r e s i d e n t s  t o  determine t h e  c o s t  p e r  square meter.  The t a x  i s  then  

determined by t h e  su r f ace  area o f  an i n d i v i d u a l  l o t .  T h i s  r ep resen ts  (based 

on I B R D  c a l c u l a t i o n s )  an average charge p e r  p l o t  o f  4500 CFA ($20)  p e r  

month, f o r  bo th  e x i s i t i n g  u n i t s  and those  t h a t  a r e  t o  be b u i l t .  The t a x  

w i l l  be c o l l e c t e d  over  a  p e r i o d  o f  20 years ,  w i t h  e s c a l a t i n g  payments every  

f i v e  years ,  a t  a  r a t e  which inc reases  a t  i n t e r e s t  r a t e  e q u i v a l e n t  t o  t h a t  o f  

t h e  o r i g i n a l  p r o j e c t  loan.  

Tax c o l l e c t i o n  i s  t h e  r e s p o n s i b i l i t y  o f  t h e  D i r e c t i o n  des Recet tes 

Domai.niales ( D i r e c t i o n  o f  P u b l i c  Land Rece ip ts )  and begins upon comple t ion  

o f  c o n s t r u c t i o n .  S ince much o f  t h e  upgrading i s  c u r r e n t l y  under  

c o n s t r u c t i o n ,  t a x  c o l l e c t i o n  - c o s t  recovery  - has n o t  y e t  begun i n  a  ma jo r  

way. It i s  observed, however, t h a t  a lmost  100 pe rcen t  o f  t h e  t a x  w i l l  be 

passed on f rom owners t o  r e n t e r s ,  c o n s i s t e n t  w i t h  i n i t i a l  p r o j e c t  

assumptions. 

Imp1 i ca t i ons /Gene ra l  i z a t i o n s  

The p o t e n t i a l  va lue  o f  t h e  computer ized c a d a s t r a l  system, t h e  

computerized l and  r e g i s t r y  and t h e  be t te rment  t a x  f o r  c o s t  recovery  of 

p u b l i c  p r o j e c t s  i s  c l e a r .  I n  t h e  case o f  t h e  l a n d  r e g i s t r y ,  lessons can be 

l ea rned  f rom t h e  p a y o f f  i n  terms o f  improved l a n d  d i s t r i b u t i o n ,  l a n d  use 

p lann ing  and t a x  c o l l e c t i o n .  S p e c i f i c  p i t f a l l s  i n c l u d e  t h e  c o n s t r a i n t s  

imposed by l a c k  o f  t r a i n e d  s t a f f ,  access t o  p a r t s  and maintenance, and 

p o l i t i c a l  f r a c t i o n a l i z a t i o n  ove r  access t o  i n f o r m a t i o n .  I n  t h e  case o f  t h e  

be t t e rmen t  t ax ,  t h e  p o t e n t i a l  f o r  rep1 i c a b i l  i t y  i s  perhaps b e s t  i l l u s t r a t e d  



by t h e  f a c t  t h a t  U.S.AID/IBRD hope t o  con t i nue  i t s  a p p l i c a t i o n  i n  t h e  

Secondary C i t i e s  Low Income She1 t e r  P r o j e c t ,  (an  ex tens ion  o f  t h a t  f o r  

Ab id j an ) .  As s t a t e d  by M r .  A l b e r t  Ley o f  t h e  I v o r y  Coast, "Th i s  proven 

method can be a p p l i e d  t o  economic development ... t h e  f a c t  t h a t  c o s t  

recovery  i s  o n l y  50 percen t  o f  t he  develop~nent cos t s  c o n s t i t u t e s  an 

e f f e c t i v e  subs idy f o r  economica l ly  weak people who earn a minimum wage". 

P r e r e q u i s i t e s  f o r  success o f  such a mechanism based on t h e  Ab id j an  

exper ience are:  ( a )  t h e  a v a i l a b i l  i t y  o f  complete l a n d  use records;  ( b )  

c a r e f u l  assessment o f  t h e  f i n a n c i a l  c a p a c i t y  o f  taxpayers / tenan ts  t o  absorb 

t h e  i m p o s i t i o n  o f  t h e  tax ;  and ( c )  t h e  l e g a l i t y  o f  such a tax .  



6.2. P h i l i ~ ~ i n e s :  Local  Water U t i l i t i e s  A d m i n i s t r a t i o n  

6.2.1. Ra t i ona le  and Focus 

The Local  Water U t i l  i t i e s  A d m i n i s t r a t i o n  (LWUA) s tudy  rep resen ts  a  

depa r tu re  f rom o t h e r  case s t u d i e s  i n  t h a t  i t  i s  focused on an o r g a n i z a t i o n  

o t h e r  than a  m u n i c i p a l i t y .  The LWUA i s  a  government c o r p o r a t i o n  e s t a b l i s h e d  

i n  1973 t o  promote and t o  p r o v i d e  t e c h n i c a l  ass i s tance  t o ,  and f i n a n c i n g  f o r  

l o c a l l y  c o n s t i t u t e d  wa te r  d i s t r i c t s  th roughout  t h e  P h i l i p p i n e s .  LWUA i s  o f  

i n t e r e s t  i n  o u r  s tudy  p r i n c i p a l l y  as an i n s t i t u t i o n a l  approach t o  

i n t r o d u c i n g  f u l l  c o s t  recovery  s e r v i c e  d e l i v e r y  i n  l o c a l l y  managed p u b l i c  

se rv i ces .  Secondly, LWUA i s  o f  i n t e r e s t  as a  c e n t r a l  government l e n d i n g  

agency p r o v i d i n g  f i n a n c i n g  t o  l o c a l  s e r v i c e  d e l i v e r y  agencies.  I n  t h i s ,  we 

a r e  p a r t i c u l a r l y  i n t e r e s t e d  i n  t h e  a b i l i t y  o f  l o c a l  agencies t o  manage deb t ,  

t h e i r  t e c h n i c a l  ass i s tance  requi rements as l o a n  r e c i p i e n t s  and problems t h a t  

have been encountered. I n  a d d i t i o n  t o  examining t h e  ope ra t i ons  o f  t h e  LWUA, 

t h e  s p e c i f i c  case o f  t h e  wate r  d i s t r i c t  s e r v i n g  Cagayan de Oro City was 

examined t o  s tudy  how a  success fu l  wa te r  d i s t r i c t  implements a  f u l l  c o s t  

recovery  s e r v i c e  d e l i v e r y  system. 

6.2.2 Background 

By t h e  l a t e  19601s,  i t  had become c l e a r  t h a t  l o c a l  wa te r  systems 

i n  t h e  P h i l i p p i n e s  were n o t  meet ing t h e  needs o f  t h e i r  communit ies i n  bo th  

t h e  q u a n t i t y  and q u a l i t y  o f  water .  A  th ree-year  s tudy  conducted i n  1969-72 

documented t h a t ,  w h i l e  t h e r e  were abundant wa te r  resourcss  i n  t h e  



P h i l i p p i n e s ,  l o c a l  wa te r  systems were plagued by problems common t o  a  number 

o f  deve lop ing  na t i ons .  These problems inc luded :  

- Local  wa te r  r a t e s  were unrea l  i s t i c a l  l y  low and t y p i c a l l y  had n o t  
been inc reased  i n  10 t o  15 years .  

- Few systems c o u l d  a c t u a l l y  generate enough revenue t o  pay 
o p e r a t i n g  expenses. 

- Water system c a p i t a l  c o s t s  were government funded, g e n e r a l l y  i n  
t h e  fo rm o f  piecemeal a p p r o p r i a t i o n s .  

- Maintenance and irr~provement o f  wa te r  systems were min imal  . 
- Free water ,  unau thor ized  connect ions and l a x  c o l l e c t i o n  o f  wa te r  

b i l l s  were w i d e l y  t o l e r a t e d .  

- Water connect ions were u s u a l l y  unmetered, r e s u l t i n g  i n  wastefu l  
use o f  water .  

- There was no e s t a b l i s h e d  method f o r  c a l c u l a t i n g  wa te r  r a t e s .  Such 
r a t e s  e s t a b l i s h e d  by  l o c a l  government were g e n e r a l l y  based more on 
p o l i t i c a l  convenience t han  on a c t u a l  c o s t  o f  p r o v i d i n g  t h e  
se rv i ce .  

- Because of  l ow  o p e r a t i n g  revenues and l a c k  o f  funds f o r  
maintenance and expansion, e x i s t i n g  systems d e t e r i o r a t e d  f a s t e r  
than  t hey  c o u l d  be mainta ined.  Th i s  r e s u l t e d  i n  a  c o n t i n u i n g  
r e d u c t i o n  i n  t h e  l e v e l  of s e r v i c e  which l e d  t o  t h e  i n c r e a s i n g  
re fusa l  of customers t o  pay f o r  t h e  se rv i ce .  

I f  l o c a l  wa te r  systems were t o  keep pace w i t h  t h e  r i s i n g  l e v e l  o f  

income and q u a l i t y  o f  l i f e  i n  t h e  P h i l i p p i n e s ,  massive investments  would be 

requ i red .  The c e n t r a l  government o f  t h e  P h i l i p p i n e s  d i d  n o t  have t h e  

resources t o  upgrade l o c a l  wa te r  systems on a  wide sca le ,  and exper ience had 

shown t h a t  p a s t  c a p i t a l  investments  w i t h o u t  maintenance d e t e r i o r a t e d  

r a p i d l y .  The government, there fo re ,  embarked on a  program embodied i n  

P r e s i d e n t i a l  Decree #198, i ssued  i n  1973, t o  e s t a b l i s h  a  system o f  l o c a l l y  

opera ted  wa te r  d i s t r i c t s  w i t h  a  n a t i o n a l  suppor t  o r g a n i z a t i o n  t o  implement 

t he  n a t i o n a l  p o l i c y .  The two ma jo r  p o i n t s  o f  t h e  Decree were t h e  



es tab l i shment  of l o c a l  wa te r  d i s t r i c t s  which would be f u l l y  s e l f - f i n a n c i n g ,  

and t h e  c r e a t i o n  o f  LWUA t o  p rov ide  t e c h n i c a l  ass is tance ,  t r a i n i n g  and 

f i n a n c i n g  f o r  l o c a l  wa te r  d i s t r i c t  system improvements. 

A  wate r  d i s t r i c t  i s  a  co rpo ra te  e n t i t y  o p e r a t i n g  a  wa te r  supp ly  system 

i n  a  geographic s u b d i v i s i o n  composed of one o r  more c i t i e s  o r  

m u n i c i p a l i t i e s .  The d e c i s i o n  t o  e s t a b l i s h  t h e  l o c a l  wa te r  d i s t r i c t  i s  a  

l o c a l  o p t i o n  and i s  n o t  compulsory; i f  a  community so choses, i t  does n o t  

have t o  s e t  up a  wa te r  d i s t r i c t .  Local  wa te r  d i s t r i c t s  a r e  mandated t o  be 

s e l f - f i n a n c i n g  w i t h  c o s t s  recovered f u l l y  f rom use r  charges. Under t h e  LWUA 

program, wate r  d i s t r i c t s  may be s e t  up i n  communit ies w i t h  20,000 r e s i d e n t s  

o r  more. The minimum s i z e  o f  t h e  s e r v i c e  area has been lowered seve ra l  

t imes  s i nce  LWUA was f i r s t  env is ioned .  There i s  some ques t i on  as t o  whether 

f u l l  c o s t  recovery  systems can be e s t a b l i s h e d  i n  communit ies approaching 

t h i s  s i ze .  

6.2.3. Data Sources 

Data f o r  t h i s  case s tudy  were ob ta i ned  f r om two types  o f  sources. 

Personal i n t e r v i e w s  were conducted w i t h  a  number o f  s t a f f  members o f  t h e  

Local  Water U t i l i t i e s  A d m i n i s t r a t i o n  i n  Quezon City i n  December o f  1981. 

A d d i t i o n a l  i n t e r v i e w s  were conducted w i t h  Cagayan de Oro Water D i s t r i c t  

s t a f f  i n  Cagayan de Oro d u r i n g  t h e  same t ime  per iod .  A d d i t i o n a l  i n t e r v i e w s  

were conducted b o t h  i n  person and by te lephone w i t h  adv i so rs  f rom t h e  James 

M. Montgomery Company, c o n s u l t i n g  engineers who have p rov ided  1  ong- te rn  

t e c h n i c a l  ass i s tance  t o  t h e  LWUA f rom t h e  t ime  o f  i t s  founding.  



W r i t t e n  documents were p rov ided  by LWUA s t a f f  i n c l u d i n g  q u a r t e r l y  and 

annual r e p o r t s ,  program d e s c r i p t i o n s  , genera l  publ  i c a t i o n s  and a r t i c l e s  

prepared by LWUA s t a f f  f o r  p r e s e n t a t i o n  a t  i n t e r n a t i o n a l  conferences. 

A d d i t i o n a l  background documents were p rov ided  by U.S.AID/Manila, t h e  World 

Bank and t h e  Maxwell School, Syracuse U n i v e r s i t y  which i s  conduc t ing  a  l o c a l  

government f i n a n c e  s tudy i n  t h e  P h i l i p p i n e s .  

6.2.4 D e s c r i p t i o n s  o f  P r a c t i c e s  Under Study 

LWUA i s  a  government c o r p o r a t i o n  which rece i ves  f und ing  f rom two 

sources. E q u i t y  c a p i t a l  i s  p rov ided  by t h e  Government o f  t h e  P h i l i p p i n e s .  

Loan funds, which a re  used t o  f i n a n c e  l o c a l  wa te r  d i s t r i c t  p r o j e c t s ,  a r e  

secured f rom l e n d i n g  i n s t i t u t i o n s .  Whi le  LWUA i s  empowered t o  borrow from 

l o c a l  P h i l i p p i n e  sources, t o  da te  i t s  l o a n  funds have a l l  come from 

i n t e r n a t i o n a l  l e n d i n g  o r g a n i z a t i o n s ,  p r i m a r i l y  t h e  World Bank, whose r a t e s  

have been cons ide rab l y  lower  than  those  p r e v a i l i n g  on t h e  P h i l i p p i n e  c a p i t a l  

markets. 

LWUA's o v e r r i d i n g  o b j e c t i v e  i s  t o  i n t r o d u c e  s e l f - f i n a n c i n g  l o c a l  wa te r  

systems o f  a  h i g h  q u a l i t y  t o  l o c a l  m u n i c i p a l i t i e s .  Water systems f o r  

communit ies s m a l l e r  than  20,000 r e s i d e n t s  a re  handled by ano ther  government 

program. The a c t i v i t i e s  o f  LWUA may be ca tego r i zed  i n  s i x  ma jo r  f u n c t i o n a l  

areas: 

1. Generat ing inc reased  p u b l i c  demand f o r  c l ean  wa te r  systems th rough 
publ  i c  educat ion;  

2. E s t a b l i s h i n g  l o c a l  wa te r  d i s t r i c t s  i n  m u n i c i p a l i t i e s  and c i t i e s ;  

3. P r o v i d i n g  t e c h n i c a l  ass i s tance  i n  management o f  1  oca l  wa te r  
d i s t r i c t s ;  



4. P r o v i d i n g  f i n a n c i n g  f o r  wa te r  d i s t r i c t  system improvements; 

5 .  P r o v i d i n g  t r a i n i n g  f o r  l o c a l  water  d i s t r i c t  s t a f f ;  and 

6. A s s i s t i n g  i n  s e t t i n g  up l o c a l  wa te r  r a t e s .  

The f o l l o w i n g  s e c t i o n s  d iscuss  t h e  a c t i v i t i e s  o f  LWUA i n  these  ma jo r  

ca tego r i es .  

Generat ing Grea te r  Demand f o r  Improved Water Serv ices  

Making l o c a l  wa te r  systems s e l f - f i n a n c i n g  r e q u i r e s  t h a t  consumers pay 

t h e  t o t a l  c o s t  o f  c o n s t r u c t i n g  and o p e r a t i n g  t he  l o c a l  wa te r  system. Since 

t h e  h e a v i l y  subs id i zed  systems i n  t h e  pas t  had ve ry  low r a t e s ,  t h e  LWUA has 

had t o  genera te  demand f o r  wa te r  a t  cons ide rab l y  h i g h e r  r a t e s  than  consumers 

were f o r m e r l y  paying. LWUA has faced  severa l  problems i n  do ing  t h i s .  F i r s t  

of a1 1, i t  i s  d i f f i c u l t  t o  prove t h e  b e n e f i t s  o f  p r o t e c t e d  wate r  systems 

o t h e r  than  improved convenience t o  consumers. Secondly, w i t h  heavy seasonal 

r a i n s  i n  t h e  P h i l i p p i n e s ,  a t  c e r t a i n  t imes o f  t h e  y e a r  wa te r  i s  l i t e r a l l y  

everywhere f o r  t h e  ca t ch ing .  T h i s  depresses demand f o r  p i ped  water ,  

p a r t i c u l a r l y  i n  poorer  communit ies, d u r i n g  t h a t  per iod .  

LWUA has embarked on a  p u b l i c  educa t ion  campaign t h a t  seeks t o  i n s t i l l  

an expec ta t i on  t h a t  p i ped  wa te r  i s  a  necessary component o f  a  r i s i n g  

s tandard  o f  1  i v i n g .  It i s  a  broad-based campaign t o  make p iped  wate r  a  

minimum accep tab le  standard. To do t h i s ,  LWUA has i n i t i a t e d  bo th  mass media 

campaigns as w e l l  as educa t i ona l  campaigns i n  t h e  p u b l i c  school system. 

A d d i t i o n a l l y ,  t a r g e t e d  campaigns have been i n i t i a t e d  i n  wa te r  d i s t r i c t s  t o  

c r e a t e  a  bandwagon e f f e c t  f o r  households connec t ing  t o  improved wa te r  

systems (see t h e  d i scuss ion  o f  Cagayan de Oro C i t y  be low) .  



LWUA's educat iona l  a c t i v i t i e s  have grown i n  s i z e  and scope over  t h e  few 

years  o f  LWUA's ex i s tence  as t h e  c r i t i c a l  na tu re  o f  p u b l i c  demand has become 

more apprec iated.  Wi thout  t h a t  demand, LWUA has found t h a t  l o c a l  r e s i d e n t s  

a r e  s imp ly  u n w i l l i n g  t o  pay t h e  water  r a t e s  necessary f o r  f i n a n c i a l l y  

s e l f - s u f f i c i e n t  l o c a l  water  systems. 

Ass is tance i n  S e t t i n g  Up Local Water D i s t r i c t s  

Water d i s t r i c t s  a r e  s e t  up by l o c a l  i n i t i a t i v e  w i t h  a cons iderab le  

amount o f  promot ional  a c t i v i t y  by LWUA s t a f f .  To date, approx imate ly  180 

l o c a l  water  d i s t r i c t s  have been s e t  up o u t  o f  a  p o t e n t i a l  700 candidate 

communities. I t  should be noted t h a t  t h i s  number i s  cons ide rab l y  more than 

t h e  i n i t i a l  program planners f o r  LWUA env is ioned when the  LWUA program was 

designed i n  t h e  e a r l y  1970's.  LWUA has developed an e i g h t - s t e p  process by 

which l o c a l  water  d i s t r i c t s  a r e  formed. The process inc ludes :  

- LWUA s t a f f  conduct p r e l i m i n a r y  t a l k s  w i t h  i n t e r e s t e d  l o c a l  
government e n t i t i e s  , 

- i n t e r e s t e d  l o c a l  governments conduct hear ings  t o  develop a 
consensus on whether o r  n o t  t o  form a l o c a l  water  d i s t r i c t ,  

- t h e  l o c a l  l e g i s l a t i v e  body secures nominat ions f o r  candidates f o r  
t he  water  d i s t r i c t ' s  board o f  d i r e c t o r s  f rom t h e  community, 

- t h e  mayor o r  governor  appo in ts  t h e  d i r e c t o r s  o f  t h e  l o c a l  water  
d i s t r i c t  board, 

- t h e  l o c a l  l e g i s l a t i v e  body enacts a r e s o l u t i o n  t o  form a water  
d i s t r i c t  i n c l u d i n g  t h e  names and terms o f  o f f i c e  o f  t h e  appointed 
board o f  d i r e c t o r s ,  

- t h e  mayor o r  governor approves t h e  r e s o l u t i o n  and forwards i t  t o  
LWUA , 

- LWUA reviews t h e  r e s o l u t i o n  t o  determine compl iance  w i t h  
r e g u l a t i o n s ,  and 

- i f  t h e  r e s o l u t i o n  compl ies w i t h  t h e  requirements,  LWUA f i l e s  t h e  
r e s o l u t i o n  and t h e  water  d i s t r i c t  i s  f o r m a l l y  created.  



The process i s  designed t o  i n s u r e  l o c a l  suppor t  and c o n t r o l  o f  t h e  wa te r  

d i s t r i c t  b u t  w i t h  c a r e f u l  s u p e r v i s i o n  and c o n s u l t a t i o n  f r om t h e  LWUA. 

Whi le  LWUA i s  mandated t o  develop d i s t r i c t s  i n  700 communit ies, i t s  

i n i t i a l  a c t i v i t i e s  were t a r g e t e d  on 100 p r o v i n c i a l  urban cen te rs  f o l l o w i n g  a  

p l ann ing  s tudy  i n  1975-76 t o  develop a  p r i o r i t y  l i s t  f o r  wa te r  d i s t r i c t  

development. The survey t a r g e t e d  t h e  l a r g e s t  m u n i c i p a l i t i e s  o u t s i d e  o f  

Man i la ,  which meant t h a t  t h e  i n i t i a l  wa te r  d i s t r i c t s  formed tended t o  be 

l a r g e r  n l u n i c i p a l i t i e s  w i t h  h i g h e r  incomes, l a r g e r  s e r v i c e  areas, more dense 

se t t l emen t  p a t t e r n s  and a  l a r g e  percentage o f  f u n c t i o n i n g  wa te r  systems i n  

t h e  coun t r y .  These a r e  t h e  m u n i c i p a l i t i e s  where s e l f - f i n a n c i n g  wa te r  

systems a r e  most l i k e l y  t o  be a b l e  t o  be r e a d i l y  es tab l i shed .  As LWUA moves 

t o  s m a l l e r  communit ies, i t  appears t o  be more and more d i f f i c u l t  t o  s a t i s f y  

t h e  s e l  f - f i n a n c i n g  requi rement  f o r  t h e  wa te r  d i s t r i c t s .  There i s  some 

specu la t i on  w i t h i n  and o u t s i d e  o f  LWUA t h a t  s m a l l e r  wa te r  d i s t r i c t s  may 

r e q u i r e  some fo rm o f  ongoing subs idy  f rom e i t h e r  l o c a l  o r  n a t i o n a l  sources. 

Ass is tance  i n  E s t a b l i s h i n g  Sound Management Systems o f  t h e  Local  
Water D i s t r i c t s  

From t h e  ve ry  beg inn ing  o f  s e t t i n g  up a  l o c a l  wa te r  d i s t r i c t ,  

management adv i so rs  f r om c e n t r a l  LWUA s t a f f  work w i t h  t h e  l o c a l  wa te r  

d i s t r i c t  s t a f f  and o f f i c i a l s .  Each l o c a l  wa te r  d i s t r i c t  i s  under  t h e  

d i r e c t i o n  o f  a  f u l l - t i m e  General Manager who r e p o r t s  t o  t h e  l o c a l l y  

appo in ted  board. The l o c a l  wa te r  d i s t r i c t  i s  mandated t o  r u n  i n  a  bus iness 

l i k e  manner. Cen t ra l  LWUA s t a f f  a s s i s t  t h e  wa te r  d i s t r i c t  i n  s e t t i n g  up t h e  

l o c a l  s t a f f i n g  p l an ,  account ing  and f i n a n c i a l  management systems, wa te r  r a t e  

c a l c u l a t i o n s  and r e p o r t i n g  systems. I n  cases where l o c a l  management cannot  

manage t h e  wa te r  d i s t r i c t  cor r~petent ly ,  LWUA can even p l a c e  a  LWUA s t a f f  



member i n  t h e  r o l e  o f  a c t i n g  General Manager ( a l t hough  t h i s  happens ve ry  

i n f r e q u e n t l y )  . I n  a d d i t i o n  t o  i n s t i t u t i o n a l  development ass is tance ,  LWUA 

a l s o  p rov ides  wa te r  d i s t r i c t  s t a f f  t r a i n i n g .  Wh i le  i n s t i t u t i o n a l  

development se rv i ces  a r e  p rov ided  f r e e  o f  charge, t r a i n i n g  se rv i ces  a r e  p a i d  

f o r  by t h e  d i s t r i c t s .  

For  f i n a n c i a l  management, LWUA designed a  Commercial P r a c t i c e s  System 

f o r  t h e  wate r  d i s t r i c t s .  T h i s  i n c l u d e s  procedures f o r  b i l l i n g  and 

c o l l e c t i o n ,  purchas ing  and i n v e n t o r y  c o n t r o l ,  and account ing  and budget ing.  

Cent ra l  LWUA s t a f f  a l s o  ma in ta i ns  f r e q u e n t  c o n t a c t  w i t h  wa te r  d i s t r i c t s ,  

w i t h  LWUA's Commercial D i v i s i o n  S t a f f  spending t h e  b u l k  o f  t h e i r  t i m e  i n  t h e  

f i e l d  v i s i t i n g  l o c a l  wa te r  d i s t r i c t s  th roughout  t h e  coun t ry .  

The implementat ion o f  t h e  l o c a l  wa te r  d i s t r i c t  program occurs i n  two 

ma jo r  segments. F i r s t  i s  t h e  t h e  t r a n s i t i o n a l  p e r i o d  between t h e  o l d  

m u n i c i p a l l y  r u n  system and t h e  new wate r  d i s t r i c t  system. It i n v o l v e s  a  

program c a l  l e d  " E a r l y  A c t i o n  Works" which i n v o l v e s :  

- r e p a i r i n g  t h e  e x i s t i n g  system t o  reduce leakage and improve t h e  
q u a n t i t y  and q u a l i t y  o f  water ,  

- i n s t a l l i n g  meters  on a l l  o u t l e t s ,  

- s e t t i n g  i n t e r i m  wa te r  r a t e s ,  

- p r o v i d i n g  equipment f o r  wa te r  d i s t r i c t  personnel , and 

- i n i t i a t i n g  a  b u s i n e s s l i k e  r e l a t i o n s h i p  w i t h  t h e  p u b l i c .  

The second phase of t h e  program i s  t o  develop a  we1 1  planned and 

corr~prehensive wate r  system f o r  t h e  community which no rma l l y  i n v o l v e s  

cons ide rab le  expansion o f  t h e  system. The long- te rm program i nvo l ves :  

- a comprehensive f e a s i  b i  1  i ty  s tudy  and assessment, 

- system design, and 



- c a p i t a l  c o n s t r u c t i o n .  

System development i s  no rma l l y  phased i n  o v e r  a  l o n g  p e r i o d  o f  t ime.  

The i n d e p t h  f e a s i b i l i t y  s t udy  i s  t h e  key t o  t h e  long-range p lan .  I n  

a d d i t i o n  t o  a  d e t a i l e d  s t udy  of t h e  p h y s i c a l  c h a r a c t e r i s t i c s  o f  t h e  

community and t h e  e x i s t i n g  system, t h e  f e a s i b i l  i t y  s tudy  devotes 

cons ide rab le  a t t e n t i o n  t o  t h e  "marke t ing"  o f  wa te r  supp ly  s e r v i c e s .  

Ma rke t i ng  s t u d i e s  a r e  c a r r i e d  o u t  t o  determine t h e  r e s i d e n t s '  a b - i l i t y  and 

t h e  w i l l i n g n e s s  t o  pay f o r  wa te r  s e r v i c e s  w i t h i n  t h e  s e r v i c e  j u r i s d i c t i o n .  

T h i s  determines t h e  range o f  r a t e s  t h a t  can be charged and t h e  p r o s p e c t i v e  

number o f  customers a t  t h e  v a r i o u s  l e v e l s  o f  r a t e s .  T h i s  i n  t u r n  determines 

t h e  p o t e n t i a l  revenue o f  t h e  wa te r  d i s t r i c t  and s e t s  c o s t  parameters f o r  

c a p i t a l  c o n s t r u c t i o n  and o p e r a t i n g  expenses. A ma jo r  outcome o f  a  

f e a s i b i l i t y  s tudy  i s  a l o a n  c e i l i n g  e s t a b l i s h e d  by LWUA which s e t s  t h e  

amount o f  money t h a t  LWUA w i l l  l e n d  t o  t h e  l o c a l  wa te r  d i s t r i c t .  T h i s  l o a n  

c e i l i n g  e f f e c t i v e l y  determines what t h e  l o c a l  wa te r  d i s t r i c t  can do i n  terms 

o f  c a p i t a l  c o n s t r u c t i o n  s i n c e  LWUA p r o h i b i t s  l o c a l  wa te r  d i s t r i c t s  f r om  

bor row ing  f o rm  non-LWUA sources i f  t h e y  o b t a i n  any l e n d i n g  f r om LWUA a t  a l l .  

I n  t h e  pas t ,  LWUA f e a s i b i l i t y  s t u d i e s  have been c a r r i e d  o u t  by 

i n t e r n a t i o n a l  c o n s u l t i n g  f i r m s  as a  requ i rement  on t h e  loans  t h a t  LWUA 

secured f r om i n t e r n a t i o n a l  l e n d i n g  agencies.  T h i s  has added t o  t h e  c o s t  o f  

t h e  p r o j e c t s  and, from t i m e  t o  t ime ,  imposed unnecessa r i l y  s t r i n g e n t  

requi rements  on t h e  des ign  o f  l o c a l  wa te r  systems. It now appears t h a t  t h e  

LWUA s t a f f  has s u f f i c i e n t  exper ience  and competence i n  conduc t i ng  such 

f e a s i b i l i t y  s t u d i e s  t h a t  o u t s i d e  c o n s u l t i n g  f i r m s  shou ld  no l o n g e r  be 



r equ i red .  ( T h i s  de te rm ina t i on  has been made by U.S.AID which i s  p r o v i d i n g  

a d d i t i o n a l  l o a n  funds t o  LWUA.) 

LWUA prov ides  des ign and c o n s t r u c t i o n  management ass i s tance  t o  l o c a l  

wa te r  d i s t r i c t s  i n  c a r r y i n g  o u t  t h e i r  l ong- te rm c a p i t a l  improvements. LWUA, 

i n  f a c t ,  manages t h e  t ende r i ng  and awarding o f  c o n s t r u c t i o n  c o n t r a c t s  f o r  

these p r o j e c t s .  Cons t ruc t i on  i s  c a r r i e d  o u t  by p r i v a t e  c o n t r a c t o r s  who a r e  

awarded c o n t r a c t s  under a  formal  b i d d i n g  process o f  LWUA. The demand t h a t  

LWUA has c rea ted  f o r  s k i l l e d  engineers w i t h i n  t h e  P h i l i p p i n e s  has rebounded 

on LWUA somewhat i n  t h a t  LWUA s t a f f  a r e  c o n s t a n t l y  be ing  h i r e d  away by 

p r i v a t e  c o n t r a c t o r s  t o  b u i l d  wate r  systems. Th i s  has c rea ted  a  cons ide rab le  

amount o f  t u r n o v e r  on t h e  LWUA p r o f e s s i o n a l  eng inee r i ng  s t a f f .  

T r a i n i n g  f o r  Local  Water D i s t r i c t  S t a f f  

To suppor t  t h e  development o f  s e l f - s u f f i c i e n t  l o c a l  wa te r  d i s t r i c t s ,  

LWUA has developed an ex tens i ve  t r a i n i n g  program f o r  wa te r  d i s t r i c t  s t a f f .  

The f o l l o w i n g  1 i s t s  t h e  separate t r a i n i n g  programs r u n  by LWUA. 

- Eng ineer ing  "Cadetshipn T r a i n i n g  f o r  u n i v e r s i t y  eng inee r i ng  
graduates t o  g i v e  them s p e c i f i c  "hands on" s k i l l s  needed f o r  
eng inee r i ng  a c t i v i t i e s  i n  l o c a l  wa te r  d i s t r i c t s .  

- Technica l  t r a i n i n g  f o r  exper ienced engineers i n  l o c a l  wa te r  
d i s t r i c t s  t o  improve t h e i r  t e c h n i c a l  s k i l l s  w i t h  new systems and 
equipment. 

- Pre-Cons t ruc t ion  Seminar f o r  wa te r  d i s t r i c t  s t a f f  i n v o l v e d  i n  
s u p e r v i s i o n  o f  c o n s t r u c t i o n  a c t i v i t i e s ,  i n c l u d i n g  c o n s t r u c t i o n  
i nspec to r s .  

- Management Seminars f o r  managers o f  newly c o n s t i t u t e d  wate r  
d i s t r i c t s .  

- F inanc ia l  Management and Cont ro l  Seminars f o r  t h e  wate r  d i s t r i c t  
General Manager and f i n a n c i a l  o f f i c e r s  t o  f a m i l i a r i z e  them w i t h  
f i n a n c i a l  c o n t r o l  systems. 



- Pol icymakers  Seminars des igned f o r  board  members o f  l o c a l  wa te r  
d i s t r i c t s .  

- T r a i n e r  T r a i n i n g  Programs aimed a t  wa te r  d i s t r i c t  t r a i n i n g  s t a f f .  

- Water We1 1  D r i  11 i ng I n s p e c t o r  Seminars. 

- Opera t ion  and Maintenance Seminars f o r  O&M d i v i s i o n  ch ie fs ,  
p r o d u c t i o n  c h i e f s ,  ma in tenance /serv ice  foremen. 

- Opera to r  C e r t i f i c a t i o n  Program aimed a t  t e c h n i c i a n s  and s e r v i c e  
personnel .  

I n  suppo r t  o f  i t s  t r a i n i n g  program, LWUA has b u i l t  a  t r a i n i n g  c e n t e r  a t  

i t s  headquar ters  i n  Quezon City (on t h e  o u t s k i r t s  o f  Man i l a )  which c o n t a i n s  

a  l a b o r a t o r y ,  a  work ing  model of a  l o c a l  wa te r  supp l y  system, c lassrooms and 

workshops. T h i s  f u l l y - e q u i p p e d  c e n t e r  a l l o w s  LWUA t r a i n i n g  s t a f f  t o  conduct  

a l l  courses i n  a  "hands on" s e t t i n g  where t h e  t r a i n e e s  can c a r r y  o u t  a c t u a l  

o p e r a t i o n s  i n  t h e  t r a i n i n g  cen te r .  

I t  shou ld  be emphasized t h a t  t h e  ma jo r  t h r u s t  o f  t h e  LWUA t r a i n i n g  

program i s  t o  p r o v i d e  s p e c i f i c  j o b  s k i 1  1s t o  w a t e r  d i s t r i c t  s t a f f .  Every  

s k i l l  r e q u i r e d  i n  t h e  r unn ing  o f  t h e  l o c a l  w a t e r  d i s t r i c t ,  f r om  po l i cymak ing  

o f  t h e  l o c a l  l y  e l e c t e d  board t o  t h e  r e p a i r  o f  wa te r  meters ,  i s  covered i n  

t h e  LWUA t r a i n i n g  program. 

LWUA has a l s o  r e c e n t l y  ernbarked on an a d d i t i o n a l  t r a i n i n g  approach 

which i s  t o  use e s t a b l i s h e d  (and w e l l  r u n )  wa te r  d i s t r i c t s  t o  p r o v i d e  more 

l o c a l i z e d  t r a i n i n g  i n  t h e i r  r eg i ons  o f  t h e  coun t r y .  S ince  t h e  t h e  

p o p u l a t i o n  o f  t h e  P h i l i p p i n e s  i s  spread o u t  o v e r  a  number o f  i s l a n d s ,  

e s t a b l i s h i n g  r e g i o n a l  t r a i n i n g  c e n t e r s  a t  e x i s t i n g  wa te r  d i s t r i c t s  appears 

t o  be a  c o s t - e f f e c t i v e  approach t o  l o c a l  wa te r  d i s t r i c t  t r a i n i n g .  The 

c e n t e r s  a r e  b e i n g  s e t  up w i t h  g r a n t  funds f r om LWUA w i t h  ongoing c o s t s  met 

by  t r a i n i n g  f ees  p a i d  by t h e  wa te r  d i s t r i c t s  whose s t a f f s  a r e  be ing  t r a i n e d .  



T h i s  i s  c o n s i s t e n t  w i t h  c u r r e n t  LWUA p o l i c y  i n  wh ich  t r a i n i n g  c o s t s  a r e  met 

by  t h e  wa te r  d i s t r i c t s  themselves. 

P r o v i d i n g  Loan F inanc ing  t o  Local  Water D i s t r i c t s  

LWUA i s  e s s e n t i a l l y  a  s p e c i a l i z e d  l e n d i n g  i n s t i t u t i o n  which niakes two 

types  o f  l oans  t o  l o c a l  wa te r  d i s t r i c t s .  Shor t - te rm l oans  ( f o r  a  p e r i o d  o f  

up t o  f i v e  y e a r s )  a r e  made f o r  t h e  i n i t i a l  improvements t o  l o c a l  wa te r  

systems and t h e  t r a n s i t i o n  f r o m  t h e  mun i c i pa l  system t o  t h e  wa te r  d i s t r i c t  

a u t h o r i t y .  Long-term loans  (up  t o  25 y e a r s )  a r e  comprehensive l oans  f o r  

r e h a b i l i t a t i o n  and expans ion o f  wa te r  d i s t r i c t  systems. Bo th  l oans  have an 

i n t e r e s t  r a t e  of n i n e . p e r c e n t  pe r  annum, which was e s t a b l i s h e d  i n  1974 and 

has n o t  been i nc reased  s ince .  As ment ioned above, LWUA borrows money f r o m  

i n t e r n a t i o n a l  l e n d i n g  i n s t i t u t i o n s  ( p r i m a r i l y  t h e  World Bank) and r e l e n d s  i t  

t o  l o c a l  wa te r  d i s t r i c t s .  I t  i s  t o o  e a r l y  t o  f u l l y  assess LWUA's 

performance on these  loans  s i n c e  a l l  o f  t h e  l oans  c a r r y  w i t h  them an i n i t i a l  

grace p e r i o d  o f  seve ra l  yea rs .  S i m i l a r l y ,  LWUA may c a p i t a l i z e  t h e  f i r s t  

severa l  yea rs  i n t e r e s t  on i t s  l oans  t o  l o c a l  wa te r  d i s t r i c t s ,  so i t  does n o t  

have a  g r e a t  deal  o f  exper ience  i n  c o l l e c t i n g  payments f r om  l o c a l  wa te r  

d i s t r i c t s .  

There a re ,  however, some p o t e n t i a l  problems on t h e  ho r i zon .  Some l o c a l  

wa te r  d i s t r i c t s  have been d e l i n q u e n t  i n  making t h e i r  l o a n  payments, wh ich  

has c r e a t e d  a  p o t e n t i a l  cash f l o w  prob lem f o r  LWUA wh ich  must b e g i n  t o  make 

ma jo r  repayments on i t s  i n t e r n a t i o n a l  l oans  i n  t h e  conling years .  Slow 

payments on t h e  p a r t  o f  l o c a l  wa te r  d i s t r i c t s  seems t o  be p r i m a r i l y  a  r e s u l t  

o f  o v e r - o p t i m i s t i c  f o r e c a s t s  of t h e  r a t e  a t  which s u b s c r i b e r s  would  connect  

t o  t h e  systems, de lays  i n  co r r~p le t i ng  c o n s t r u c t i o n  p r o j e c t s  which de lay  



s u b s c r i b e r  connec t ions  and h i g h  d i sconnec t  r a t e s  d u r i n g  t h e  r a i n y  season i n  

some communit ies. LWUA has i d e n t i f i e d  t h i s  p o t e n t i a l  cash f l o w  problem and 

i s  t a k i n g  s teps  t o  c o r r e c t  it. These s teps  p r i m a r i l y  i n v o l v e  c l o s e r  

counse l i ng  w i t h  l o c a l  wa te r  d i s t r i c t s ,  r eschedu l i ng  some deb t  o f  t h e  l o c a l  

wa te r  d i s t r i c t s  and, i n  gene ra l ,  a c t i n g  more l i k e  bankers -- i . e . ,  g e t t i n g  

t h e  wa te r  d i s t r i c t s  t o  pay what t hey  can. LWUA i s  a l s o  b u i l d i n g  up more 

exper ience  i n  e s t i m a t i n g  c o n s t r u c t i o n  t i m e  requ i rements  and f o r e c a s t i n g  

r e a l i s t i c  r a t e s  o f  s u b s c r i b e r  connec t ions  t o  t h e  system. T h i s  exper ience  i s  

f i n d i n g  i t s  way back i n t o  t h e  f e a s i b i l i t y  s t u d i e s  which w i l l  produce more 

r e a l i s t i c  assessments of d e b t  c a p a c i t y  and repayment per iods .  

Ass is tance  i n  S e t t i n g  Local  Water Rates 

The s e t t i n g  o f  u s e r  charges i s  t h e  h e a r t  o f  a  c o s t  recovery  system. 

Consequently, t h e  LWUA pays c l o s e  a t t e n t i o n  t o  t h e  r a t e  s e t t i n g  process.  

There a r e  a  number o f  f a c t o r s  taken  i n t o  c o n s i d e r a t i o n  i n  s e t t i n g  t h e  r a t e  

s t r u c t u r e  f o r  l o c a l  wa te r  d i s t r i c t s .  F i r s t ,  r a t e s  may va ry  between 

d i f f e r e n t  wa te r  d i s t r i c t s  w i t h  t h e  i n d i v i d u a l  r a t e s  determined by t h e  

f a c t o r s  p a r t i c u l a r  t o  each system. Th i s  removes a  ma jo r  c o n s t r a i n t  faced by 

many f e e - f o r - s e r v i c e  systems i n  deve lop ing  c o u n t r i e s  where l o c a l  r a t e s  a r e  

s e t  n a t i o n a l l y .  Secondly, s i n c e  f u l l  c o s t  r ecove ry  r a t e s  a r e  we1 1  above 

what consumers a r e  used t o  pay ing,  wa te r  d i s t r i c t s  must adopt  a  s t r a t e g y  f o r  

r a i s i n g  r a t e s  i n c r e m e n t a l l y  f rom i n i t i a l  r a t e s  t o  f u l l  c o s t  recovery  r a t e s .  

T h i r d l y ,  t h e  s e t t i n g  o f  r a t e s  depends i n  l a r g e  p a r t  on an assessment of t h e  

a b i l i t y  t o  pay and w i l l i n g n e s s  t o  pay o f  p o t e n t i a l  consunlers i n  t h e  s e r v i c e  

area. F o u r t h l y ,  a  s l i d i n g  s c a l e  o f  r a t e s  i s  used wh ich  p rov i des  wa te r  a t  

low c o s t  t o  sma l l  r e s i d e n t i a l  consulners and h i g h e r  r a t e s  t o  l a r g e r  volume 



consumers and d i f f e r e n t  c lasses  of  consumers. F i f t h l y ,  r a t e s  r e f l e c t  t h e  

a c t u a l  c o s t  o f  r unn ing  t h e  wate r  d i s t r i c t ,  i n c l u d i n g  o p e r a t i n g  c o s t ,  c a p i t a l  

cos t s  and rese rve  fund  requi rements.  F i n a l  l y  , t h e  i n t e r a c t i o n  between 1  eve1 

o f  s e r v i c e  and c o s t  i s  w e l l  recognized i n  t h e  f e a s i b i l i t y  and des ign s tages 

so t h a t  system designs a re  o f t e n  changed t o  meet lower  a b i l i t y  t o  pay. 

Water r a t e s  a re  a  v o l a t i l e  s u b j e c t  and LWUA has n o t  been spared i n  t h e  

p o l i t i c a l  debate over  h i g h e r  wa te r  r a t e s  which have f o l l o w e d  i n  t h e  wake of 

LWUA's a c t i v i t y .  Indeed, d u r i n g  one p e r i o d  LWUA was s h u t  down f o r  one month 

because of p o l i t i c a l  o u t c r y  f o l l o w i n g  s u b s t a n t i a l  r a t e  inc reases  i n  a  number 

o f  wa te r  d i s t r i c t s .  Th i s  was f o l l o w e d  by a  P r e s i d e n t i a l  decree l i m i t i n g  

r a t e  h i k e s  t o  60 percen t  a t  any one t ime. 

S ince use r  charges a r e  t h e  s o l e  source o f  revenue f o r  l o c a l  wa te r  

d i s t r i c t s ,  t h e  o n l y  way t o  i nc rease  revenues i s  t o  i nc rease  t h e  number of 

consumers and/or  t h e  wa te r  r a t e s .  Where f o r e c a s t s  o f  t h e  number of 

p a r t i c i p a n t s  have been ove r  o p t i m i s t i c ,  wa te r  d i s t r i c t s  have been f o r c e d  t o  

r a i s e  r a t e s  more than  a n t i c i p a t e d  t o  cover  revenue s h o r t f a l l s .  

I n  de te rmin ing  what r a t e s  can be app l i ed ,  t h e  wate r  d i s t r i c t  has had t o  

deal  w i t h  t h e  t w i n  concepts of a b i l i t y  t o  pay and w i l l i n g n e s s  t o  pay. Us ing 

p rev ious  s tud ies ,  t h e  LWUA has determined t h a t  households have an a b i l i t y  t o  

pay equal t o  an average o f  f i v e  percen t  o f  d i sposab le  income. On t h e  o t h e r  

hand, based on marke t ing  s t u d i e s  i n  watered d i s t r i c t s ,  LWUA has determined 

t h a t  t h e  w i l l i n g n e s s  t o  pay equals ,  on average, o n l y  45 pe rcen t  o f  i t s  

es t imated  a b i l i t y  t o  pay. When t h e  wate r  d i s t r i c t  goes beyond t h e  

w i l l i n g n e s s  t o  pay t h resho ld ,  i t  exper iences problems o f  h i g h  i n c r e a s i n g  

d isconnec t  and slowed new connec t ion  r a t e s .  Th i s  i n  t u r n  has spur red  t h e  



water  d i s t r i c t s  and LWUA t o  i nc rease  g r e a t l y  i t s  p u b l i c  educa t ion  campaigns 

t o  r a i s e  t h e  w i l l i n g n e s s  t o  pay l e v e l  c l o s e r  t o  t h e i r  t a r g e t e d  a b i l i t y  t o  

pay f o r  water .  

S ince wate r  d i s t r i c t s  go th rough a  p e r i o d  o f  development i n  which t hey  

go from a  subs id i zed  t o  a  s e l f - s u f f i c i e n t  system, t h e  r a t e  s t r u c t u r i n g  i s  

somewhat f l e x i b l e  t o  accommodate d i f f e r i n g  a b i l i t i e s  and schedules t o  meet 

t h e  s e l f - s u f f i c i e n c y  t h resho ld .  For some "marg ina l "  wa te r  d i s t r i c t s ,  t h e  

rese rve  requi rements may be waived and i n t e r e s t  due c a p i t a l i z e d  d u r i n g  t h e  

eng inee r i ng  and c o n s t r u c t i o n  stages i n  o r d e r  t o  a l l o w  t h e  d i s t r i c t  t i m e  t o  

develop i t s  consumer base and a v o i d  ab rup t  inc reases  i n  r a t e s .  

The f o rego ing  has descr ibed  t h e  o v e r a l l  ope ra t i ons  o f  t h e  LWWA w i t h  

r espec t  t o  l o c a l  wa te r  d i s t r i c t s  i n  t h e  P h i l i p p i n e s .  I n  o r d e r  t o  b e t t e r  

understand how t h e  system works a t  t h e  l o c a l  l e v e l ,  t h e  case o f  Cagayan de 

Oro C i t y  was a l s o  examined. The f o l l o w i n g  s e c t i o n  p resen ts  i n fo rma t i on  from 

t h a t  wa te r  d i s t r i c t  w i t h  p a r t i c u l a r  emphasis on t h e  i n i t i a l  problems o f  

in~p len len t ing  t h e  s e l  f - f i nanc - i ng  concept.  

6.2.5. Exper ience i n  Cagayan de Oro City Water D i s t r i c t  

Cagayan de Oro City Water D i s t r i c t  (COWD) was t h e  f i r s t  wa te r  

d i s t r i c t  e s t a b l i s h e d  i n  t h e  P h i l i p p i n e s .  By a l l  accounts,  COWD i s  one o f  

t h e  b e s t  managed and most success fu l  wa te r  d i s t r i c t s  i n  t h e  P h i l i p p i n e s .  

When t h e  wate r  d i s t r i c t  was formed i n  1974, t h e  wa te r  u t i l i t y  was under t h e  

a u t h o r i t y  o f  t h e  Na t i ona l  Water Works and Sewerage A u t h o r i t y  (NAWASA). The 

system had approx imate ly  3,000 customers and was p roduc ing  approx imate ly  3  

m i l l i o n  g a l l o n s  o f  wa te r  pe r  day. Whi le t h e  system was metered t o  a  l a r g e  



e x t e n t ,  f u l l y  80 pe rcen t  o f  t h e  meters  were n o t  work ing.  A t  p resen t  t h e  

system has 16,000 customers w i t h  an o u t p u t  o f  5  m i l l i o n  g a l l o n s  pe r  day. 

The p h y s i c a l  improvements i n  t h e  system were made r e l a t i v e l y  e a s i l y  

w i t h  LWUA loans.  COWD d i d ,  however, exper ience  a  number o f  ma rke t i ng  

problems t h a t  a r e  common t o  t h e  development o f  c o s t  recovery  wa te r  systems 

th roughou t  t h e  r e s t  o f  t h e  P h i l i p p i n e s .  Once t h e  r e f u r b i s h e d  and expanding 

system was i n  ope ra t i on ,  a p p l i c a t i o n s  f o r  new s e r v i c e  connec t ions  were w e l l  

below t h e  number p ro j ec ted .  There were a  l a r g e  number o f  p r i v a t e  w e l l s  i n  

t h e  COWD s e r v i c e  area which e s s e n t i a l l y  corr~peted w i t h  COWD f o r  customers. 

The i n i t i a l  connec t ion  f e e  of 1000 peso ($125) was t o o  h i g h  f o r  most 

p r o s p e c t i v e  COWD subscr ibe rs .  The COWD dropped t h e  connec t ion  f e e  

a l t o g e t h e r ,  p r o v i d i n g  " f r e e "  s e r v i c e  connec t ion  ( w i t h  t h e  a c t u a l  c o s t  o f  

connec t ing  i n c l u d e d  i n  t h e  r a t e  base).  To f u r t h e r  reduce t h e  c o s t  of t a p  

l i n e s  f r om  t h e  household t o  t h e  main, would-be consumers were g i v e n  a  bonus 

o f  30 meters  o f  i n s t a l l e d  p i p e l i n e  f r e e .  

I n i t i a l l y ,  t h e r e  was a  cons ide rab le  amount o f  r e d  tape  i n  a p p l y i n g  f o r  

s e r v i c e  connec t ions  which d iscouraged  COWD customers. The o f f i c e  o f  t h e  

City Engineer,  which processes appl  i c a t i o n s ,  was persuaded t o  simp1 i f y  t h e  

appl  i c a t i o n  procedure.  

Water r a t e s  i n  Cagayan de Oro City became a  p o l i t i c a l  i s s u e  i n  t h e  

mid-1970's.  Going f r om a  f l a t  r a t e  o f  3  pesos t o  a  minimum r a t e  of 10 pesos 

caused a  p u b l i c  o u t c r y  wh ich  l e d  t h e  COWD Board t o  f reeze t h e  r e s i d e n t i a l  

minimum r a t e  i n  1977 a t  10 pesos p e r  10 c u b i c  meters.  T h i s  occu r red  a t  a  

t ime  when energy c o s t s  were s o a r i u g  f o r  a l l  energy users  i n  t h e  P h i l i p p i n e s .  

S ince t h e  COWD was prevented by l o c a l  o f f i c i a l s  f r om  i n c r e a s i n g  i t s  r a t e s ,  



t h e  wa te r  d i s t r i c t  concen t ra ted  on r a p i d l y  expanding i t s  consumer base. 

COWD r e v i s e d  i t s  wa te r  system development p l ans  t o  t a r g e t  areas where low 

c o s t  ex tens ions  o f  branch l i n e s  c o u l d  t a p  new consumer areas. 

The wa te r  d i s t r i c t  a l s o  embarked on a  p u b l i c  r e l a t i o n s  campaign t o  

i nc rease  t h e  demand f o r  p a r t i c i p a t i n g  i n  t h e  wa te r  system. The wa te r  

d i s t r i c t  produced o f f i c i a l  l o o k i n g  s i g n s  which r e s t a u r a n t s  f i x e d  t o  t h e i r  

doors n o t i f y i n g  t h e  p u b l i c  t h a t  t hey  were a t t a c h e d  t o  a  " sa fe "  d r i n k i n g  

wa te r  system. Compet i t i on  among r e s t a u r a n t s  soon spread t o  1  oca l  b o t t l  i n g  

p l a n t s  (even those  which had t h e i r  own p r o t e c t e d  wa te r  systems).  Workers 

complained about  f a c t o r i e s  which d i d  n o t  have approved COWD connec t ions .  I n  

s h o r t ,  COWD q u i c k l y  r a i s e d  t h e  l e v e l  o f  e x p e c t a t i o n  th rough  a  c l e v e r  and 

r e l a t i v e l y  i nexpens i ve  m a n i p u l a t i o n  o f  p u b l i c  op in i on .  So success fu l  were 

t h e  combined s t r a t e g i e s  o f  COWD t h a t  t h e  number o f  subsc r i be r s  r ose  f r om 

app rox ima te l y  4,500 i n  1977 t o  o v e r  16,000 i n  1982. 

COWD a l s o  endeavored t o  reduce i t s  c o s t s  o f  c o n s t r u c t i o n  and w a t e r  

wastage th rough  use o f  a  new t y p e  o f  p i p e  t u b i n g  i n  s e r v i c e  connec t ions  and 

th rough  a  s t r i n g e n t  me te r i ng  enforcement p o l i c y .  I n  a d d i t i o n ,  COWD p a i d  

ve ry  c l o s e  a t t e n t i o n  t o  t h e  p r o d u c t i v i t y  o f  i t s  employees, seek ing  t o  

maximize t h e  r a t i o  o f  s e r v i c e  connec t ions  t o  employee . I n  1980 w h i l e  t h e  

n a t i o n a l  average f o r  number o f  s e r v i c e  connec t ion  p e r  employee was 65, CO'dD 

had a t t a i n e d  149 connec t ions  p e r  employee. The wa te r  d i s t r i c t  a1 so sought  

t o  m o t i v a t e  employee performance by reward ing  good performance t h rough  a  

number o f  d i f f e r e n t  i n c e n t i v e  schemes, p r o v i d i n g  bonuses and p e r q u i s i t e s  f o r  

h i g h  s t a f f  p r o d u c t i v i t y .  



COWD main ta ins  a  b e t t e r  than  average c o l l e c t i o n  r a t e  among wa te r  

d i s t r i c t s  (91 percen t  versus 80 percen t  across t h e  c o u n t r y )  and en fo rces  i t s  

d i sconnec t i on  po l  i c y  s t e r n l y .  For  example, i n  October o f  1981, COWD had 350 

new connect ions,  132 d isconnec t ions  f o r  nonpayment, and 85 reconnec t ions .  

E x h i b i t  6.2.1. shows t h e  r a t e  schedule f o r  t h e  COWD. As shown i n  t h e  

E x h i b i t ,  t h e  r a t e  s t r u c t u r e  v a r i e s  by t h e  s i z e  o f  connect ion,  t h e  q u a n t i t y  

used and t h e  t ype  o f  user.  I n  t h i s  way, COWD p rov ides  wate r  below c o s t  t o  

smal l  r e s i d e n t i a l  users ,  making up t h e  d i f f e r e n c e  on l a r g e r  r e s i d e n t i a l  and 

commercial users  o f  water .  

Much o f  t h e  i n n o v a t i o n  of t h e  COWD system can be t r a c e d  t o  t h e  General 

Manager o f  COWG who i s  b o t h  p r o f e s s i o n a l l y  we1 1  t r a i n e d  and was a l r e a d y  

exper ienced i n  wa te r  system management when he t ook  ove r  t h e  management of 

COWD i n  1973. I t  i s  d i f f i c u l t  t o  say whether such a  p r o d u c t i v i t y  o r i e n t e d  

approach would have been adopted by t h e  wa te r  d i s t r i c t  under t h e  d i r e c t i o n  

o f  ano ther  person. It i s  no tab le  t h a t  t h e  s t r u c t u r e  o f  wa te r  d i s t r i c t s  and 

t h e  r e g u l a t i o n s  under which t hey  opera te  p e r m i t  such i nnova t i on .  Indeed, 

t h e  f a c t  t h a t  l o c a l  wa te r  d i s t r i c t s  opera te  as separate co rpo ra te  e n t i t i e s  

f o r ces  them t o  adopt  a  p r o d u c t i v i t y - o r i e n t e d  approach. The Cagayan de Oro 

City wate r  d i s t r i c t  has been f o r t u n a t e  i n  some respec t s  i n  t h a t  i t  has a  

s i z e a b l e  p o p u l a t i o n  and has r e a d i l y  access ib l e  and abundant wa te r  sources. 

However, t h e  f a c t  t h a t  i t  was p r o h i b i t e d  f rom r a i s i n g  r a t e s  s i nce  1977 has 

f o r c e d  i t  i n t o  new s o l u t i o n s  t o  m a i n t a i n  f i n a n c i a l  s u f f i c i e n c y .  Th i s  has 

l e d  t h e  COWD General Manager t o  s t a t e  t h a t  " t h e r e  i s  no such t h i n g  as an 

i n h e r e n t l y  v i a b l e  o r  a  nonv iab le  wa te r  d i s t r i c t . "  



E x h i b i t  6.2.1. 

Cagayan de Oro City Water D i s t r i c t  

Water Charges 

1. Serv ice  charge f o r  10 cub i c  meter  mininium 

Connect ion p i pe  
S i ze  ( i nches )  

Domestic 
and Government 

* 
P 10.00 

Category o f  User 

I n d u s t r i a l  

P - - 
Who1 esa l  e 

P - - 
75.00 

120.00 

240.00 

600.00 

1,500.00 

2,700.00 

5,400.00 

2. Commodity charge f o r  a l l  metered consumption i n  excess o f  t e n  (10)  cub i c  
meters p e r  month: 

(*  8 Pesos = $1.00) 



6.3. Lages, S t a t e  o f  Santa Cata r ina ,  B r a z i l  

6.3.1. R a t i o n a l e  and Focus 

Lages was s e l e c t e d  f o r  a  case s tudy  on t h e  recommendations of 

B r a z i l i a n  government o f f i c i a l s  and s t a f f  o f  t h e  B r a z i l i a n  I n s t i t u t e  of 

Mun ic ipa l  A d m i n i s t r a t i o n  (IBAM). Lages i s  no ted  by these  sources as hav ing 

an a s s e r t i v e  and p rog ress i ve  mun ic ipa l  government and f o r  t h e  f a c t  t h a t  i t  

i s  one o f  t h e  few m u n i c i p a l i t i e s  i n  B r a z i l  i n  which bo th  t h e  Mayor and 

L e g i s l a t i v e  Counci l  a r e  f r om a  p o l i t i c a l  p a r t y  i n  o p p o s i t i o n  t o  t h e  c e n t r a l  

government. T h i s  l a t t e r  c h a r a c t e r i s t i c  appa ren t l y  has two consequences f o r  

Lages. City o f f i c i a l s  i n  Lages a r e  somewhat i n  c o ~ n p e t i t i o n  w i t h  c e n t r a l  

government and s t a t e  of Santa Ca ta r i na  o f f i c i a l s  f o r  t h e  p o l i t i c a l  l o y a l t y  

o f  t h e  popu la t i on ,  and Lages rece i ves  somewhat l e s s  d i r e c t  ass i s tance  from 

c e n t r a l  and s t a t e  d i s c r e t i o n a r y  funds t han  corr~parable n iun ic ipa l  i t i e s .  

As a  consequence, Lages has developed severa l  programs f o r  e i t h e r  

maximiz ing revenue f rom t h e i r  own sources o r  l e v e r a g i n g  e x i s t i q g  resources 

t o  maximize t h e  l e v e l  o f  se rv i ces .  Our s i t e  v i s i t  focused ma in l y  on t h r e e  

fea tu res :  ( a )  a  computer ized r e a l  p r o p e r t y  assessed-value i n fo rma t i on  

system; ( b )  a se l  f -he1 p  hous ing development p r o j e c t  ( t h e  Mu t i r ao  P r o j e c t ) ;  

and ( c )  severa l  economic e n t e r p r i s e  p r o j e c t s  designed t o  generate inc reased  

r u r a l  s e c t o r  income i n  o r d e r  t o  d iscourage i n - m i g r a t i o n  t o  Lages. 

The o v e r a l l  case s tudy  focus was t o  understand t h e  va r i ous  ways i n  

which a  m u n i c i p a l i t y ,  under resource c o n s t r a i n t s  i n  p a r t  imposed by a  

sem i -un f r i end l y  s t a t e  and c e n t r a l  government, a t tempts  t o  i nc rease  t h e  use 

Previaus Paga Elax~k 



o f  a v a i l a b l e  resources.  I n  Lages, these a t tempts  focus bo th  on revenue 

gene ra t i on  and on t h e  p r o d u c t i v i t y  of  resource  expend i tu res .  

6.3.2. Background and S e t t i n g  

Lages, w i t h  an es t ima ted  1980 p o p u l a t i o n  o f  180,000, i s  

p o l i t i c a l l y  o rgan ized  as a  m u n i c i p a l i t y  w i t h  an e l e c t e d  Mayor, an e l e c t e d  19 

member Counc i l ,  and 13 mun ic ipa l  departments w i t h  appo in ted  agency heads. 

The t h r e e  most impo r tan t  departments, i n  t h e  v iew o f  t h e  Mayor, a r e  Finance, 

Educat ion and Soc ia l  We1 f a r e  ( i n c l u d i n g  Housing).  A1 though t h e  f u n c t i o n s  

performed by B r a z i l i a n  m u n i c i p a l i t i e s  a r e  s i m i l a r  t o  mun ic ipa l  f u n c t i o n s  i n  

Un i t ed  S ta tes  c i t i e s ,  t h e  B r a z i l i a n  m u n i c i p a l i t y  has j u r i s d i c t i o n  and 

s e r v i c e  p r o v i s i o n  r e s p o n s i b i l i t y  ove r  an area more comparable t o  a U.S. 

county.  Thus, Lages government i s  r espons ib l e  f o r  t h e  s p e c i f i c  mun i c i pa l  

c e n t e r  o f  Lages and seven o t h e r  r u r a l  p o p u l a t i o n  c l u s t e r s .  About 30 pe rcen t  

of t h e  m u n i c i p a l i t y ' s  p o p u l a t i o n  i s  i n  t h e  o u t l y i n g  areas. 

B r a z i l  i s  a  h i g h l y  c e n t r a l i z e d  a d m i n i s t r a t i v e  system; m u n i c i p a l i t i e s  

have few independent sources o f  revenue. Funds p rov ided  v i a  t r a n s f e r  f i l t e r  

through t h e  s t a t e  governments. Pr imary l o c a l  revenue sources a r e  a  r e a l  

p r o p e r t y  tax,  a  f i v e  percen t  surcharge on p r o f e s s i o n a l  se rv i ces  performed 

w i t h i n  t h e  m u n i c i p a l i t y  and f ees  from permi ts ,  l i censes ,  garbage c o l l e c t i o n ,  

and so f o r t h .  For  1981, approx imate ly  14 percen t  (CR $14 m i l l i o n )  of Lages' 

t o t a l  CR $1,020 m i l  1  i o n  revenue came f rom i t s  own sources. The remainder 

came from: 

- CR $300 m i l  1  ion :  I C M  ( e s s e n t i a l l y  a  s t a t e  c o l l e c t e d  t a x  on 
commercial a c t i v i t y ,  about 20 pe rcen t  o f  which i s  r e t u r n e d  t o  t h e  
m u n i c i p a l i t y  i n  which t h e  commerce occu rs ) .  



- CR $50 m i l l i o n :  I S S  ( s i m i l a r  t o  t h e  I C M  b u t  on s e r v i c e s )  

- CR $280 m i l l  i on :  Federal  c a p i t a l  t r a n s f e r s  ( d e f i n e d  by law, n o t  
d i s c r e t i o n a r y )  

- CR $220 m i l  1  i on :  C r e d i t s  and bor row ing  * 

- CR $28 m i l l i o n :  Other,  u n s p e c i f i e d  

Lages and t h e  sur round ing  area a re  r e l a t i v e l y  prosperous. Through t h e  

19601s, t h e  ma jo r  economic base was t i m b e r i n g  ( f o r  r e g i o n a l  e x p o r t  t o  t h e  

c o n s t r u c t i o n  o f  t h e  c a p i t a l  c i t y  B r a s i l i a )  . The Federa l  government 

suppor ted r e f o r e s t a t i o n  th rough t h e  e a r l y  1970 's  and a  good p u l p  and paper 

bus iness cont inues.  Farming i s  t h e  second b a s i c  economic a c t i v i t y  . Lages 

a l s o  has a  l a r g e  commercial and s e r v i c e  base p r o v i d i n g  bank ing and 

commercial suppor t  f o r  t h e  sur round ing  reg ions .  

The mun ic ipa l  i ty  ' s  developmental problems stem 1  a r g e l y  from a  

c o n t i n u i n g  growth o f  urban p o p u l a t i o n  i n  Lages p roper  ( d o u b l i n g  every  t e n  

years  u n t i l  1980), and v a r i a t i o n s  i n  t h e  f o r t u n e s  o f  t h e  t imbe r  and wood 

p roduc ts  i n d u s t r y  t h a t  i s  dominated by n a t i o n a l l y  based co rpo ra t i ons .  More 

r e c e n t l y ,  t h e  volume o f  Federal  revenue t r a n s f e r s  has d e c l i n e d  due t o  t h e  

o p p o s i t i o n  p a r t y  s t a t u s  o f  c i t y  o f f i c i a l s .  Thus, Lages has had t o  extend 

c i t y  s e r v i c e s  and deal  w i t h  housing shor tages f o r  an expanding p o p u l a t i o n  

base w i t h  a  r e l a t i v e  d e c l i n e  i n  a  ma jo r  revenue source. 

* Maximum debt  payments a r e  l i m i t e d  t o  f i v e  pe rcen t  o f  t h e  m u n i c i p a l i t y ' s  
annual t o t a l  budget o r  25 pe rcen t  o f  c u r r e n t  expend i tu res .  



6.3.3. Data Sources 

The s p e c i f i c  elements o f  t h e  case s tudy  documented here were 

developed i n  a  one week s i t e  v i s i t  t o  B r a z i l ,  t h r e e  days o f  which were spent  

i n  t h e  m u n i c i p a l i t y  and two days w i t h  a  c o n s u l t a n t  and w i t h  s t a f f  o f  t h e  

B r a z i l i a n  I n s t i t u t e  o f  Mun i c i pa l  A d m i n i s t r a t i o n  (IBAM). S i t e  i n t e r v i e w s  

were completed w i t h  t h e  Mayor and h i s  two c h i e f  a d m i n i s t r a t i v e  a s s i s t a n t s ,  

t he  heads o f  t h e  Finance, P lanning,  A g r i c u l t u r e ,  and Soc ia l  Wel fare 

departments, and four  o t h e r  s t a f f  members o f  t h e  r e s p e c t i v e  departments. 

Observa t iona l  v i s i t s  were made t o  t h e  s e l f - h e l p  hous ing p r o j e c t ,  a  f i s h  

c u l t u r e  p r o j e c t  and a  coope ra t i ve  a g r i c u l t u r a l  development p r o j e c t .  

Severa l  documentary sources were u s e f u l  i n  t h i s  case s tudy  r e p o r t .  

Copies o f  t h e  mun ic ipa l  budget, t h e  t r i b u t a r y  code f o r  B r a z i l i a n  mun ic ipa l  

government, and a  p o l i t i c a l  p r e s e n t a t i o n  o f  t h e  genera l  ph i losophy  o f  

c i t i z e n  p a r t i c i p a t i o n  (pub l i shed  by t h e  p a r t y  o f  t h e  Mayor and m a j o r i t y  

counc i l  ) were p a r t i c u l a r l y  u s e f u l .  Copies o f  mun ic ipa l  p l ann ing  documents, 

zoning maps and o t h e r  c i t y  documents a l s o  were made a v a i l a b l e  on t h e  s i t e  

v i s i t s .  

6.3.4. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

Three elements o f  Lages' f i n a n c i a l  management p r a c t i c e s  were 

examined. The f i r s t ,  a  cot r~puter ized r e a l  p r o p e r t y  assessment system, 

focuses on i n c r e a s i n g  one o f  t h e  few revenue sources a v a i l a b l e  f o r  t h e  

m u n i c i p a l i t y ' s  d i s c r e t i o n a r y  use. The second, a  s e l f - h e l p  hous ing 

development p r o j e c t ,  focuses on l e v e r a g i n g  a  smal l  amount o f  e x i s t i n g  

resources t o  produce a  h i g h e r  l e v e l  o f  s e r v i c e  pe r  u n i t  o f  resources. The 



t h i r d  element examined focuses on a t tempts  by t h e  Lages mun i c i pa l  government 

t o  reduce t h e  g rowth  i n  demand f o r  urban s e r v i c e s  by encourag ing r u r a l  

development. 

Real P rope r t y  Assessment 

The p r o p e r t y  t a x  assessment adm in i s t e red  by Lages i s  desc r i bed  by c i t y  

o f f i c i a l s  as a  p a r t i a l l y  p r c g r e s s i v e  system. T h e i r  d e s c r i p t i o n  o f  t h e  

p r o g r e s s i v e  aspects  suggests an i m p l i c i t  a n a l y s i s  o f  t h e  d i f f e r e n t  t ypes  o f  

p r o p e r t y  owners and t h e i r  income s t a t u s .  A  vacant  l o t  i n  t h e  c i t y  i s  t axed  

a t  one pe rcen t  o f  book va lue;  book va lue  i n  t u r n  i s  about  70 pe rcen t  o f  

market  va lue.  The a d d i t i o n  o f  a  d w e l l i n g  o r  o t h e r  b u i l d i n g  i nc reases  t h e  

t a x  by o n l y  .5 percen t .  The same p r o p e r t y  owner would  pay an a d d i t i o n a l  .1 

percen t  f o r  each separa te  developed p r o p e r t y  owned w i t h i n  t h e  m u n i c i p a l i t y .  

The h i g h e r  t a x  ( p r o p o r t i o n a t e )  on vacant  versus developed p r o p e r t y  and t h e  

l owe r  increment  f o r  a d d i t i o n a l  developed l o t s  a r e  designed t o  d iscourage  

h o l d i n g  empty l o t s  and t o  c r e a t e  i n c e n t i v e s  f o r  deve lop ing  t h e  p r o p e r t y ,  

thus  p r o v i d i n g  more dwe l l  i ngs .  

P rope r t y  va lues  were e s t a b l i s h e d  by a  c a d a s t r a l  survey f o r  which Lages 

r e c e i v e d  o u t s i d e  a s s i  stance. P rope r t y  r eco rds  f r om t h e  cadas t re  a r e  

computer ized, and p r o p e r t y  i s  reassessed annua l l y .  Reassessments a r e  based 

on severa l  e lements:  

- an a n a l y s i s  o f  s a l e  t r a n s a c t i o n s  by area o f  t h e  c i t y ;  

- an a n a l y s i s  o f  mun i c i pa l  improvements by  area o f  t h e  c i t y  ( s t r e e t s  
paved, sewer and wa te r  l i n e s  extended, s t r e e t  l i g h t s  i n s t a l l e d ,  
e t c . ) ;  

- a  d e t a i l e d  reassessment o f  sample p r o p e r t i e s  by  area o f  c i t y ;  

- b u i l d i n g  p e r m i t  records  f o r  new c o n s t r u c t i o n  o r  improvements; and 



- w i n d s h i e l d  i n s p e c t i o n s  t o  no te  c o n s t r u c t i o n  o r  changes n o t  
cap tu red  by t h e  p e r m i t  process. 

S ince most m u n i c i p a l i t i e s  make l i t t l e  use o f  t h e  p r o p e r t y  t ax ,  r e l y i n g  

p r i m a r i l y  on Federal  and s t a t e  t r a n s f e r s ,  t h e  h a b i t  o f  pay ing  t h e  p r o p e r t y  

t a x  i s  n o t  w e l l  es tab l i shed .  City o f f i c i a l s  es t ima te  t h a t  about  30 pe rcen t  

of p r o p e r t y  owners do n o t  pay t h e i r  taxes  annua l l y ,  and few l e g a l  recourses 

e x i s t  i n  B r a z i l i a n  law. The m u n i c i p a l i t y  does n o t  have t h e  power t o  p l a c e  a  

t a x  l i e n  on p rope r t y ,  b u t  i n s t e a d  must f i l e  s u i t  i n  a  Federal  c o u r t .  

Mun ic ipa l  o f f i c i a l s  i n  Lages i n d i c a t e d  t h a t  t h e r e  would be no p o i n t  i n  

f i l i n g  s u i t  s i n c e  they  a r e  p a r t  o f  a  m i n o r i t y  p a r t y .  

The i n s t r u c t i v e  aspect  o f  Lages' a d m i n i s t r a t i o n  o f  t h e  p r o p e r t y  t a x  i s  

i n  two areas, a  computer ized base t h a t  pe rm i t s  r a p i d  reassessment and t h e  

use o f  assessments t o  c r e a t e  i n c e n t i v e s  f o r  development. A l though advanced 

f o r  many m u n i c i p a l i t i e s ,  t h e  reassessment system depends b a s i c a l  l y  on Lages 

c i t y  employees hav ing  a  s u f f i c i e n t  degree o f  t r a i n i n g  and on t h e  development 

o f  a  computer ized system t h a t  supp l i es  a  u n i f o r m  area and i n d i v i d u a l  

p r o p e r t y  code f o r  c o l l a t i n g  i n f o r m a t i o n  o f  t h e  va r i ous  types l i s t e d  above. 

The computer ized base makes i t  p o s s i b l e  t o  e x t r a c t  i n d i v i d u a l  p r o p e r t y  

records  q u i c k l y  t o  t ake  i n t o  account p r o p e r t y  s p e c i f i c  o r  neighborhood 

changes and t o  app l y  u n i f o r m  changes t o  a l l  p r o p e r t i e s  as genera l  c o n d i t i o n s  

change. The l a t t e r  i s  e s p e c i a l l y  impo r tan t  i n  a  h i g h l y  i n f l a t i o n a r y  

economy. A  p r o p e r t y  t a x  system unable t o  make r a p i d  and f r equen t  

reassessments would be q u i c k l y  o u t  o f  da te  w i t h  t h e  i n f l a t i o n  r a t e s  of an 

economy l i k e s  B r a z i l ' s .  

The second i n n o v a t i v e  aspect  of t h e  p r o p e r t y  assessment system i s  t h e  

na tu re  o f  t h e  va lues p laced  on underdeveloped versus developed p rope r t y .  
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Faced w i t h  r a p i d  and s teady p o p u l a t i o n  g rowth  w i t h i n  t h e  urban area, Lages 

uses t h e  t a x  assessment system t o  p l a c e  t h e  h i g h e s t  (marg ina l  ) va l ue  on 

undeveloped p r o p e r t y  and a  decreas ing  ( i n  p r o p o r t i o n  t o  t o t a l )  va l ue  as a  

mu1 t i  -1 o t  owner devel  ops a d d i t i o n a l  p rope r t y .  

Mu t i r ao :  Se l f -He lp  Housing Development 

To p r o v i d e  a  more r a p i d  i nc rease  i n  t h e  number o f  hous ing u n i t s ,  Lages 

has developed a  s e l f - h e l p  hous ing c o n s t r u c t i o n  p r o j e c t  on m u n i c i p a l l y  owned 

land.  Q u a l i f i e d  p a r t i c i p a n t s  a r e  r e s i d e n t s  o f  t h e  urban area f o r  a t  l e a s t  

t h r e e  yea rs  who do n o t  q u a l i f y  f o r  any o t h e r  government p r o j e c t  ( such  as a  

f e d e r a l l y  b u i l t  hous ing p r o j e c t ) .  The land ,  a  b u i l d i n g  m a t e r i a l s  "bank" o r  

"warehouse" f i l  l e d  ma in l y  ' w i  t h  sa lvage  m a t e r i a l  f r om  mun i c i pa l  c l e a r i n g  and 

redevelopment a c t i v i t i e s ,  a  m u n i c i p a l l y  b u i l t  b r i c k  f a c t o r y ,  and t e c h n i c a l  

ass i s t ance  f r om 19 c i t y  employees a r e  t h e  c i t y ' s  b a s i c  inves tments  i n  t h e  

p r o j e c t .  

P a r t i c i p a n t s  a r e  grouped i n t o  workgroups o f  t e n  f a m i l i e s  each. Fo r  t h e  

f i r s t  week o r  two, a l l  t e n  f a m i l i e s  work on t e n  s t r u c t u r e s  r e c e i v i n g  

t r a i n i n g  i n  c o n s t r u c t i o n  techn iques  from c i t y  employees. Fo r  t h i s  f i r s t  

t ime  pe r i od ,  no one knows which house w i l l  be t h e i r ' s  so t h e r e  i s  a  genera l  

i n c e n t i v e  t o  do an e q u a l l y  good j o b  on a l l  p r o p e r t i e s .  I n d i v i d u a l ,  

p a r t i a l l y  completed s t r u c t u r e s ,  a r e  then  ass igned t o  f a m i l i e s  by l o t t e r y .  

As t h e  i n d i v i d u a l  f a m i l y  con t i nues  t o  c o n s t r u c t  t h e  d w e l l  i n g ,  m a t e r i a l s  a re  

drawn f r om t h e  b r i c k y a r d  o r  t h e  m a t e r i a l s  bank w i t h  each wi thdraw1 recorded  

by  t h e  f a m i l y ' s  name. 

The t o t a l  marke t  va l ue  o f  a  completed house i s  es t ima ted  a t  about  CR 

$180,000. The a c t u a l  c o s t  o f  c o n s t r u c t i o n  i n c l u d e s  about  CR $25,000 i n  



m a t e r i a l s ,  an imputed va lue  o f  CR $25,000 i n  l a b o r ,  and a  l a n d  va lue  o f  

about  CR $30,000. The c i t y  ho lds  a  20 y e a r  mortgage; i n  t h e  f i r s t  t e n  years  

of t h a t  mortgage t h e  t y p i c a l  f a m i l y  repays about  CR $25,000. S ince most o f  

t h e  m a t e r i a l s  a r e  salvage, t h e  c i t y  es t imates  t h e  f u l l  20 y e a r  mortgage 

rep resen ts  a  breakeven p o i n t .  

I n  a t t emp t i ng  t o  develop a  rough c o s t - b e n e f i t  es t imate ,  we were a b l e  t o  

l e a r n  o f  two p o s s i b l e  areas o f  c o s t  unde res t ima t i on  by t h e  m u n i c i p a l i t y .  

F i r s t ,  t h e  19 c i t y  employees who a s s i s t  i n  c o n s t r u c t i o n  techniques a r e  

no rma l l y  ass igned t o  c i t y  pub1 i c  works and o t h e r  departments. The t i m e  t hey  

spend i n  t h e  Mu t i r ao  p r o j e c t  i s  n o t  separated, and no r e a l  a t t emp t  i s  made 

t o  es t ima te  cos ts .  Second, t h e  b r i c k  f a c t o r y  i s  a d m i t t e d l y  o p e r a t i n g  a t  a  

h i g h e r  u n i t  c o s t  than  a  nearby commercial b r i c k  f a c t o r y .  S ince i t  i s  o n l y  

r e c e n t l y  i n  f u l l  ope ra t i on ,  s t a f f  of t h e  Soc ia l  We l fa re  department had n o t  

y e t  determined if i t  would become a  pay ing  ope ra t i on ,  b u t  they  were 

r e l u c t a n t  t o  cons ide r  c l o s i n g  i t  i n  f a v o r  o f  purchas ing b r i c k s .  

As o f  June, 1981, t h e r e  were ove r  370 houses completed, 80 i n  progress 

and 2800 res iden t s .  The c i t y  es t imated  a  need f o r  approx imate ly  3000 more 

u n i t s .  Most f a m i l i e s  had w i t h i n  one t o  two years  o f  comple t ion  extended t h e  

b a s i c  6 x  6 meter  u n i t  i n t o  severa l  modest rooms. C i t y  o f f i c i a l s  a t t r i b u t e  

t he  success o f  t h e  p r o j e c t  t o  two fea tu res  -- t h e  s e l f - h e l p  c h a r a c t e r  o f  t h e  

c o n s t r u c t i o n  and a  genuine mortgage r e l a t i o n s h i p  w i t h  t h e  c i t y .  I n  

c o n t r a s t ,  t h e  Federa l  hous ing p r o j e c t  i s  h e a v i l y  subs id i zed  w i t h  no 

ownership p r o v i s i o n .  It was apparent  t h a t  much o f  t h e  c i t i z e n  p a r t i c i p a t i o n  

i deo logy  o f  t h e  p a r t y  i n  power i n  t h e  m u n i c i p a l i t y  was d r i v i n g  t h e  M u t i r a o  

p r o j e c t ,  b u t  t h e  respondents t o  ou r  i n t e r v i e w s  were r e a l i s t i c a l l y  aware of 



t h e  c u r r e n t  economic problem w i t h  t h e  b r i c k  f a c t o r y  and of t h e  need t o  s e t  

t h e  mortgage p r i c e  c l o s e  t o  an es t imated  breakeven p o i n t .  

Rura l  Economic E n t e r p r i s e  P r o j e c t s  

The f i r s t  two elements of o u r  Lages case s tudy  focus on revenue and 

s e r v i c e  enhancement -- a t t emp t i ng  t o  maximize t h e  revenue generated by t h e  

p r o p e r t y  t a x  and i n c r e a s i n g  t h e  l e v e l  o f  hous ing se rv i ces  d e l i v e r e d  per  u n i t  

of resources spent.  The t h i r d  case s tudy  element focuses on t h r e e  r e l a t e d  

e f f o r t s  by t h e  mun ic ipa l  government t o  reduce t h e  l e v e l  o f  demand f o r  urban 

se rv i ces  by s t i m u l a t i n g  a c t i v i t i e s  t h a t  p rov ide  b e t t e r  r u r a l  l i f e  

a l t e r n a t i v e s .  The t h r e e  e f f o r t s  i n c l u d e  a  f i s h  ha tchery  p r o j e c t ,  a  

community coope ra t i ve  farm, and coop markets f o r  t h e  s a l e  o f  a g r i c u l t u r a l  

produce. The coop markets a l s o  p r o v i d e  an a l t e r n a t i v e  source t o  commercial 

markets f o r  f ood  purchases by t h e  urban poor.  I n  t h a t  r espec t  t h e  coop 

markets a r e  s i m i l a r  t o  a  n a t i o n a l  program at tempted i n  Peru i n  t h e  1960 's  

f o r  t h e  same two o b j e c t i v e s  -- a  r e t a i l  o u t l e t  f o r  smal l  f a m i l y  farms and 

smal l  coopera t i ves  and an a l t e r n a t i v e  source o f  f ood  f o r  t h e  urban poor.  

The f i s h  ha tchery  p r o j e c t ' t a k e s  advantage o f  an abundance of 

unpol l u t e d ,  c o l d  wate r  sources necessary f o r  t r o u t  p roduc t ion .  Outs ide  

t e c h n i c a l  ass i s tance  has been p rov ided  by a  Gennan p r i v a t e  v o l u n t a r y  

t e c h n i c a l  ass i s tance  o r g a n i z a t i o n  and some ha tchery  employees have rece i ved  

t r a i n i n g  i n  U.S. n o r t h e r n  s t a t e s  (Pennsy lvania and Mich igan) .  The ha tchery  

i s  s t i l l  i n  t h e  development stages, b u t  i t  has passed t h e  c r i t i c a l  p o i n t  o f  

s u c c e s s f u l l y  r a i s i n g  t h i r d  gene ra t i on  ha tchery  f i s h .  

The c u r r e n t  demonstrat ion phase i s  designed t o  show how an i n d i v i d u a l  

f a m i l y  fa rm can opera te  a  smal l  commercial f i s h  ha tchery  w i t h  o n l y  s t a r t - u p  



assistance in the construction of f a c i l i t i e s .  Fish from the demonstration 

project are being marketed locally,  and several jobs are being provided 

through the income generated. I t  i s  s t i l l  somewhat early to judge the 

project a success. U.S. experience with t rout  hatcheries indicates that  

disease i s  a particular problem with the brown t r o u t  being raised. Rainbow 

trout are being introduced in anticipation of th i s  problem. 

The community cooperative far111 project i s  being demonstrated on the 

outskirts of the urban area. A t  the moment, i t s  objective i s  to  demonstrate 

the feas ib i l i ty  of the cooperative project which provides a broader 

financial base f o r  experimenting w i t h  new crop variet ies  and carrying o u t  a 

more intensive cul t i  vat ion cycle. Given i t s  1 ocation, the current 

demonstration s i t e  i s  not affecting the rural/urban population flow. 

However, i t  has attracted in teres t ,  and plans are underway fo r  s tar t ing 

similar cooperative farms near several of the other population clusters 

outside the Lages urban area. The municipality also has started a t ractor  

rental program making more mechanized equipment available t o  the small, 

rural farmer. Operating costs,  b u t  not the original capital investment, are 

recovered through the rental rate. 

The cooperative farm market venture was established a t  the time of our 

s i t e  v i s i t  in two of the seven rural population clusters .  Currently the 

project consists only of a market 1 ocation and minimal transportation 

assistance to help small farmers get t h e i r  produce to  these outlying 

markets. The objective i s  to  provide a source for  food purchases t h a t  will 

reduce the need for  the rural population t o  journey to the urban area for  

purchases. Current cornmercial firms have 1 i t t l e  incentive to develop 



commercial markets in these outlying areas. Although the markets are being 

used, there i s  no hard information being collected on whether rural 

residents make fewer t r ips  t o  the urban area. 

City o f f i c i a l s  seem r e a l i s t i c  in the i r  appraisal of the rural 

enterprise development projects. They are uncertain about the eventual f a t e  

of the f ish hatchery and rural market e f fo r t s ,  b u t  willing to continue to 

invest fo r  an unspecified future time. They also volunteered without 

questioning by the s i t e  v i s i t  team a recognition of the need fo r  some kind 

of economic evaluation of the projects a t  some near term point. The 

cooperative farm e f fo r t  seems relat ively assured of being an economic 

success i n  that  participating families were growing much of the i r  own needs 

and had found suitable markets fo r  an increasing surplus. Given the s i t e ,  

however, i t  i s  unclear i f  the available market out lets  in Lages proper w o u l d  

be as viable i f  the s i t e  were located in a more rural area. If the projects 

do not succeed in the outlying areas,  however, the municipality's objective 

of providing an incentive f o r  people to  stay i n  the rural areas will not be 

met. City o f f i c i a l s  were clear  that  these projects are viewed as means, not 

as ends themselves. Thus, the c i ty  i s  not particularly interested in 

engaging in long-term enterprise ac t iv i ty .  

Imp1 ications 

The Lages case study provides useful insight into an expanded 

perspective on the role of a municipal government in controlling i t s  own 

environment. I n  the developing country context, municipal governments often 

function under the sole guidance of central government agencies. Brazil i s  

clearly on the more developed end of the spectrum, b u t  the role  of the 



c e n t r a l  government i s  no t  l e s s  ev iden t .  D r i ven  p r i m a r i l y  by i t s  "outgroup"  

s t a t u s ,  Lages has i n i t i a t e d  severa l  a c t i v i t i e s  t h a t  a re  r e p l i c a b l e  i n  t h e i r  

gener ic  fo rm i f  n o t  i n  s p e c i f i c s .  

The p a r t i c u l a r  p rope r t y  assessment system i s  a  model many developed 

count ry  mun ic ipa l  i t i e s  cou ld  emulate. Lages uses a  l a r g e  computer f a c i l i t y  

approx imate ly  200 k i  lometers away. More recen t  developments i n  

microcomputer technology a r e  making i t  poss ib le ,  however, t o  achieve t h e  

same o b j e c t i v e  w i t h  l o c a l l y  operated hardware. However, t h e  system requ i res  

a  l e v e l  o f  t e c h n i c a l  t r a i n i n g  and hardware suppor t  n o t  immediate ly  

a t t a i n a b l e  i n  many l e s s  developed coun t r i es ,  b u t  i n c r e a s i n g  s o p h i s t i c a t i o n  

and p r i c e  decreases i n  microcomputer hardware may make systems l i k e  Lages' 

more g e n e r a l l y  access ib le .  As t h a t  p o s s i b i l i t y  increases,  t h e  l i n k i n g  of 

every t r a n s a c t i o n  o r  event  r e l a t e d  t o  every p r o p e r t y  i n  a  m u n i c i p a l i t y  as a  

means f o r  annua l l y  upgrading assessments i s  wo r th  eva lua t i ng .  The o t h e r  

i n n o v a t i v e  f e a t u r e  o f  Lages' p r o p e r t y  assessment, t h e  d e l i b e r a t e  use o f  t a x  

r a t e s  t o  c rea te  d i s i n c e n t i v e s  t o  h o l d i n g  undeveloped p r o p e r t y  and 

corresponding i n c e n t i v e s  t o  develop r e s i d e n t i a l  dwe l l i ngs ,  cou ld  be adopted 

i n  o t h e r  c o u n t r i e s  where law permi ts .  Given t h e  h i g h l y  c e n t r a l i z e d  na tu re  

o f  most deve lop ing  coun t r i es ,  l e g a l  changes m igh t  be r e q u i r e d  i n  most 

coun t r i es .  Simi 1  a r  mechanisms have been implemented elsewhere, w i t h  mixed 

success. La Paz, B o l i v i a ,  f o r  example v a r i e s  r a t e s  w i t h  t h e  q u a l i t y  o f  

c o n s t r u c t i o n  and by d i f f e r e n t  "income zones" through the  c i t y .  Ho l l and  



notes,  however, t h a t  t h e  d i f f e r e n t i a l  ad justment  mechanisms i s  i n e f f e c t i v e  

1 / i f  c o l l e c t i o n s  a r e  n o t  enforced. - 
Lages a l so ,  by v i r t u e  o f  t h e  B r a z i l i a n  system's d e f i n i t i t i o n  o f  

mun ic ipa l  j u r i s d i c t i o n a l  l i m i t s ,  has taken  advantage o f  i t s  p o s i t i o n  t o  

a t t emp t  t o  a l t e r  t h e  i n c e n t i v e s  f o r  r u r a l  t o  urban m i g r a t i o n .  These 

a t tempts  have been l e s s  nega t i ve  i n  o r i e n t a t i o n ,  d i scou rag ing  i n - m i g r a t i o n ,  

t han  p o s i t i v e  i n  encouraging s t a y i n g  i n  r u r a l  areas. The p a r t i c u l a r  

p r o j e c t s  c u r r e n t l y  be ing  at tempted may o r  may n o t  work, b u t  Lages o f f i c i a l s  

v iew them p r i m a r i l y  as exper iments.  T h e i r  genera l  c h a r a c t e r  i s  more 

impo r tan t  -- t h e  c i t y  a t t emp t i ng  t o  a l t e r  t h e  env i ronment  o u t s i d e  t h e  c i t y  

p roper  as a  long- run  investment  i n  reduc ing  t h e  i nc rease  i n  demand f o r  c i t y  

se rv i ces  . 
F i n a l l y ,  t h e  s e l  f-he1 p  hous ing p r o j e c t  focuses a t t e n t i o n  on making-do 

w i t h  a v a i l a b l e  resources.  From t h e  m u n i c i p a l i t y ' s  p o i n t  o f  v iew, i t  i s  n o t  

a  c a r e f u l l y  cos ted  p r o j e c t ,  a l t hough  Lages does i n t e n d  i t  t o  be a  breakeven 

p r o p o s i t i o n .  From t h e  p a r t i c i p a n t ' s  p o i n t  o f  v iew, however, every  

t r a n s a c t i o n  i s  f u l l y  recorded w i t h  a  corresponding o b l i g a t i o n  t o  repay t he  

f u l l  va lue.  There i s  c l e a r l y  an element o f  p o l i t i c a l  p a r t y  i deo logy  i n  t h e  

1' Danie l  M. Hol land,  " A d j u s t i n g  t h e  P rope r t y  Tax f o r  Growth, E q u i t y  and 
A d m i n i s t r a t i v e  S i m p l i c i t y :  A Proposal  ," i n  The Taxa t i on  o f  Urban 
Proper ty  i n  Less Developed Count r ies ,  Roy W. Bahl (ed. ). Madison: 
U n i v e r s i t y  o f  Wisconsin, 1979. 



p r o j e c t  design, b u t  t h e  genera l  p r o p o s i t i o n  be ing  t e s t e d  i n  Lages i s  t h a t  

t h e  development o f  an acceptance o f  l e g a l  deb t  r e l a t i o n s h i p s  and o b l i g a t i o n s  

t o  mun ic ipa l  government i s  an impo r tan t  s t e p  i n  p o l i t i c a l  and economic 

development. I n  o t h e r  case s t u d i e s  i nc l uded  i n  t h i s  volume, we no te  t h a t  

t h e  h a b i t  of pay ing  taxes and pay ing  f o r  s e r v i c e s  i s  o f t e n  n o t  a  p a r t  of 

t r a d i t i o n a l  c u l t u r e .  

Lages i s  d i s t i n g u i s h e d  from t h e  o t h e r  cases s t u d i e d  i n  one impo r tan t  

respec t .  The o p p o s i t i o n  p a r t y  s t a t u s  o f  n iun ic ipa l  o f f i c i a l s  and t h e i r  

s t r o n g  " p a r t i c i p a t o r y  governance" i deo logy  operates t o  c r e a t e  a  genera l  

o r i e n t a t i o n  toward s e r v i c e  p r o v i s i o n  and d e l i v e r y  o f  adequate s e r v i c e s  t o  

c i t i z e n s .  Mun i c i pa l  employees i n  many LDC c i t i e s  o f t e n  a r e  i n  t h e i r  

p o s i t i o n s  because o f  c e n t r a l  government dec i s i ons ,  n o t  because o f  any 

p a r t i c u l a r  o r i e n t a t i o n  toward p r o v i d i n g  s e r v i c e s  t o  l o c a l  c i t i z e n s .  A 

number o f  t h e  recommendations e a r l i e r  i n  t h i s  volume f o r  improv ing  mun ic ipa l  

f i n a n c i a l  management assume t h a t  i n c r e a s i n g  t h e  l e v e l  o f  s e r v i c e s  p rov ided  

and a c c o u n t a b i l i t y  f o r  se rv i ces  p rov ided  a r e  d e s i r e d  by  mun i c i pa l  o f f i c i a l s .  

Whi le  t h a t  o r i e n t a t i o n  i s  obv ious i n  a  c i t y  l i k e  Lages, i t  may n o t  . 

c h a r a c t e r i z e  a l l ,  o r  even a  m a j o r i t y  o f  LDC m u n i c i p a l i t i e s .  



6.4. Daejeon, Korea 

6.4.1. Ra t i ona le  and Focus 

The p r i n c i p a l  focus i n  t h e  case s tudy  o f  Daejeon, Korea i s  t h e  

o p e r a t i o n  of t h e  Land Readjustment System used e x t e n s i v e l y  i n  Korea t o  

p rov ide  p h y s i c a l  i n f r a s t r u c t u r e  t o  u r b a n i z i n g  l a n d  on a  t o t a l l y  

s e l f - f i n a n c i n g  bas i s .  S ince  t h e  p r o v i s i o n  o f  p h y s i c a l  i n f r a s t r u c t u r e  i s  one 

of t h e  ma jo r  cos t s  of l o c a l  governments i n  deve lop ing  c o u n t r i e s ,  t h e  l and  

read jus tment  system of Korea has been i d e n t i f i e d  by some expe r t s  i n  t h e  

f i e l d  as one of t h e  most p romis ing  approaches. 1' A second, and 

cons ide rab l y  more minor ,  focus o f  t h e  case s tudy  i s  on t h e  o p e r a t i o n  of t h e  

l o c a l  bus system i n  Daejeon which i s  operated by a  c o l l e c t i o n  o f  p r i v a t e  

companies under t h e  r e g u l a t i o n  o f  t h e  m u n i c i p a l i t y .  O f  i n t e r e s t  i n  t h i s  

area i s  t h e  c o l l a b o r a t i v e  r e l a t i o n s h i p  between t h e  bus companies and t h e  

mun i c i pa l  government and t h e  forms o f  coope ra t i on  t h a t  have been developed 

among t h e  14 competing bus companies t h a t  serve t h e  c i t y .  A t h i r d  element 

o f  i n t e r e s t  i n  t h e  Daejeon case s tudy  i s  t h e  o v e r a l l  o r g a n i z a t i o n  o f  

mun ic ipa l  f i n a n c e  which emphasizes i n c r e a s i n g  s e l f - s u f f i c i e n c y  i n  l o c a l  

government opera t ions .  It i s  n a t i o n a l  p o l i c y  i n  Korea t h a t  an i n c r e a s i n g  

share o f  l o c a l  government expend i tu res  be funded o u t  o f  l o c a l l y  r a i s e d  taxes  

and nontax revenues. The case s tudy  examines t h e  e x t e n t  t o  which Daejeon 

has been successfu l  i n  t h i s  e f f o r t .  



6.4.2. Background 

Daejeon i s  a  c i t y  o f  approx imate ly  650,000 p o p u l a t i o n  (1980 

es t ima te )  l o c a t e d  a p p r o x i ~ i i a t e l y  170 k i l o m e t e r s  sou th  o f  Seoul. Daejeon i s  a  

t r a n s p o r t a t i o n  hub, b e i n g  l i n k e d  t o  Seoul and t h e  ma jo r  c i t i e s  o f  t h e  sou th  

by f o u r - l a n e  l i m i t e d  access highways and r a i l  l i n e s .  Daejeon has grown 

r a p i d l y  ove r  t h e  p a s t  two decades, w i t h  cons ide rab le  p o p u l a t i o n  i nc rease  i n  

t h e  p a s t  f i v e  yea rs  (30 pe rcen t ) .  Daejeon i s  a  commercial and manufac tu r ing  

c e n t e r  w i t h  ma jo r  growth and employment t a k i n g  p l a c e  i n  t h e  manufac tu r ing ,  

commercial and s e r v i c e  sec to r s .  C u r r e n t l y ,  Daejeon has a  ve r y  low 

unemployment r a t e  (2.9 pe rcen t )  which i s  c o n s i d e r a b l y  l owe r  than  t h e  

n a t i o n a l  average o f  f i v e  pe rcen t  i n  1981. 

L i k e  o t h e r  ma jo r  c i t i e s ,  Daejeon i s  e n c i r c l e d  by a  "green b e l t "  which 

i s  designed t o  l i m i t  urban sprawl  and p reserve  a g r i c u l t u r a l  l a n d  on t h e  

p e r i p h e r y  o f  t h e  c i t y .  The green b e l t  concept  i s  impo r tan t  i n  urban s e r v i c e  

d e l i v e r y  i n s o f a r  as i t  d e l i m i t s  t h e  spread o f  se t t l emen ts  t h a t  r e q u i r e  

se r v i ces ,  and r a i s e s  d e n s i t i e s  o f  t h e  p o p u l a t i o n  t h a t  consume urban 

se rv i ces .  Th i s  has a  d i r e c t  impact  on s e r v i c e s  whose c o s t  a r e  d i r e c t l y  

r e l a t e d  t o  t h e  l a n d  a rea  ove r  which t hey  must be p rov ided .  It shou ld  be 

no ted  t h a t  t h e  i m p o s i t i o n  o f  t h e  green b e l t  has neve r t he less  l e f t  

2/ cons ide rab le  amount o f  undeveloped l a n d  w i t h i n  t h e  c i t y  o f  Daejeon. - 
Whi le  t h e  c i t y  economy i s  c u r r e n t l y  dominated by manufac tu r ing  and 

commercial e n t e r p r i s e s ,  a  research  pa rk  a t  Daedeuk on t h e  o u t s k i r t s  of t h e  

c i t y  has been e s t a b l i s h e d  and may become i n c r e a s i n g l y  i m p o r t a n t  i n  t h e  

f u t u r e  economy of Daejeon. The c r e a t i o n  o f  t h e  research  pa rk  i s  one o f  many 

a c t i o n s  t h a t  t h e  Cent ra l  government has taken  t o  a t t emp t  t o  s h i f t  p o p u l a t i o n  



growth t o  c i t i e s  o t h e r  than  Seoul. The research  park  i s  modeled on t h e  

Research T r i a n g l e  Park o f  No r th  Caro l ina .  It con ta ins  research  f a c i l i t i e s  

o f  government and p a r a s t a t a l  o rgan i za t i ons .  

Mun i c i pa l  government i n  Korea i s  r espons ib l e  f o r  a  wide range o f  p u b l i c  

se rv ices .  Support  f o r  these se rv i ces  i s  d i v i d e d  between t h e  mun i c i pa l  

genera l  fund account and a  s e r i e s  o f  s p e c i a l  accounts,  t h e  most impo r tan t  o f  

which a r e  s e l f - f i n a n c i n g .  E x h i b i t  6.4.1. l i s t s  t h e  se rv i ces  and t h e  

accounts under which t hey  f a 1  1. 

The genera l  f und  suppor ts  expend i tu res  i n  mun i c i pa l  a d m i n i s t r a t i o n ,  

u t i l  i t i e s  (sewerage and roads) ,  s o c i a l  w e l f a r e  ( i n c l u d i n g  pub1 i c  h e a l t h )  and 

c i v i l  defense ( i n c l u d i n g  f i r e  p r o t e c t i o n ) .  The genera l  f und  re1  i e s  on f o u r  

ma jo r  sources o f  revenues: 

- l o c a l  taxes,  

- nontax revenues ( i n c l u d i n g  use r  charges f o r  u t i  1  i t i e s ) ,  

- n a t i o n a l  shared t ax ,  and 

- c e n t r a l  government subs id ies .  

The p r i n c i p a l  s p e c i a l  accounts a re  housing, water ,  l a n d  readjustment  

and i n d u s t r i a l  es ta tes .  Less impo r tan t  spec ia l  accounts i n c l u d e  medical  

insurance  f o r  1  ow income r e s i d e n t s  ( funded by n a t i o n a l  subs idy ) ,  t h e  Samael , 

o r  "new v i  1  l age "  , community development program ( funded by t r a n s f e r s  from 

t h e  1  oca l  genera l  account) ,  and c u l t u r a l  promot ion account,  (a1 so funded 

f rom t h e  l o c a l  genera l  account.)  The f o u r  ma jo r  s p e c i a l  accounts a r e  

s e l f - s u p p o r t i n g ,  r e l y i n g  on u s e r  charges o r  i n t e r n a l  l y  generated income t o  

ba lance t h e  accounts.  The heavy r e l i a n c e  on s e l f - s u p p o r t i n g  s p e c i a l  

accounts i s  c o n s i s t e n t  w i t h  t h e  emphasis on making l o c a l  government and 



E x h i b i t  6.4.1. 

Local  Government Serv ices  i n  Daejeon 

Serv ice  

Water 

Sewerage 

Housing 

Garbage 

T r a n s i t  

Educat ion 

Hea l t h  

F i  r e  

Parks 

Pol i c e  

I n d u s t r i a l  Development 

We1 f a r e  

E l e c t r i c i t y  

Communications 

Account 

Spec ia l  wa te r  account 

General Fund and Land Readjustment Account 
( f o r  i n d i v i d u a l  p r o j e c t s ) "  

General Fund and Land Readjustment Account 
( f o r  i n d i v i d u a l  p r o j e c t s ) "  

Spec ia l  Housing Account 

General Fund 

P r i v a t e  companies 

Federal  r e s p o n s i b i l i t y  

General Fund and Medical  Insurance 
Specia l  Account 

General Fund 

General Fund and Land Readjustment Account 
( f o r  i n d i v i d u a l  p r o j e c t s ) "  

Federal  r e s p o n s i b i l i t y  

Specia l  I n d u s t r i a l  Development Account 

General Fund p l u s  Medical  Insurance 
Spec ia l  Account 

Na t i ona l  p a r a s t a t a l  

Na t i ona l  p a r a s t a t a l  

* C a p i t a l  c o n s t r u c t i o n  cos t s  o f  i n f r a s t r u c t u r e  w i t h i n  Land Readjustment 
P r o j e c t s  i s  p a i d  by p r o j e c t  funds. 



pub1 i c  se rv i ces  se l f - suppo r t i ng .  Th i s  para1 l e l  s t h e  movement t o  make 1 oca l  

genera l  fund expend i tu res  i n c r e a s i n g l y  dependent on l o c a l l y  generated 

revenues - l o c a l  taxes  and l o c a l  nontax revenues. 

The success i n  deve lop ing  s e l f - s u f f i c i e n c y  among a1 1 Korean c i t i e s ,  and 

Daejeon, i n  p a r t i c u l a r ,  can be seen i n  E x h i b i t  6.4.2. which shows t h e  

pe rcen t  of genera l  account revenues de r i ved  f rom l o c a l  sources i n  1970, 

1975, and 1980. C u r r e n t l y ,  among a l l  c i t i e s  i n  Korea approx imate ly  82 

percen t  of genera l  fund revenues come f rom l o c a l  sources. I n  Daejeon t h e  

f i g u r e  f o r  1980 i s  75 percent .  Whi le  t h i s  f i g u r e  i s  used e x t e n s i v e l y  f o r  

comparisons i n  o f f i c i a l  Korean s t a t i s t i c s ,  i t  does n o t  r e f l e c t  t h e  

importance of l o c a l l y - g e n e r a t e d  use r  charges which a r e  l a r g e l y  con ta ined  i n  

t h e  spec ia l  accounts. (However, use r  charges c o l  l e c t e d  i n  l o c a l  u t i  1 i ty 

s e r v i c e  fees, n o t  i n c l u d i n g  wate r  fees, - a r e  i nc l uded  i n  t h e  l o c a l  nontax 

revenues of t h e  genera l  account) .  

I n  o r d e r  t o  develop a more accu ra te  e s t i m a t e  o f  a l l  sources o f  l o c a l  

revenue i n  Daejeon, a composite budget of genera l  and spec ia l  accounts has 

been assembled and shown i n  E x h i b i t  6.4.3. By i n c l u d i n g  s p e c i a l  accounts,  

which a r e  s e l f - f i n a n c i n g  and r e l y  i n  one fo rm o r  ano ther  on use r  charges, we 

have a b e t t e r  e s t i m a t e  o f  t r u e  revenue sources f o r  a l l  l o c a l  government 

ope ra t i ons  and se rv i ces .  From t h e  e x h i b i t ,  we see t h a t  i n  1980, l o c a l l y -  

generated revenues accounted f o r  approx imate ly  78 percen t  o f  t o t a l  l o c a l  

government revenues w i t h  t h a t  d i v i d e d  between l o c a l l y - r a i s e d  genera l  

revenues ( l o c a l  t a x  and nontax revenues) o f  46 percen t  and u s e r  charges 

( s e l  f - f i n a n c i n g  spec ia l  accounts)  of 32 percen t .  These p r o p o r t i o n s  a r e  up 

f rom 1975 when 1 oca l  l y - r a i s e d  revenues and 1 oca l  l y -genera ted  u s e r  charges 



E x h i b i t  6.4.2. 

A l l  C i t i e s  

Daejeon 

Percentage o f  Loca l  General Fund Account 
De r i ved  f r o m  Loca l  Taxes and Nontax Revenues 



E x h i b i t  6.4.3. 

D i s t r i b u t i o n  o f  Local  Government Account Revenues 
Daejeon 1980 

T o t a l  Won (100 ' s )  Percentage 

Gen. Acct .  (W18,449,140) (67.9%) 

Local  Tax * 6,185,264 22.8 

Nontax Revenues* 6,243,252 23.0 

Shared t a x  2,538,000 9.3 

Subsidy 3,482,624 12.8 

Spec ia l  Accts .  (8,710,665) (32.1 % )  

Water U t i l i t y *  4,298,445 15.8 

Housing* 708,837 2.6 

Land Readjustment* 2,952,400 10.9 

I n d u s t r i a l  Complex* 499,377 1.8 

OTHER ACCTS* 251,606 0.9 

TOTAL ACCTS REVENUES W27,159,805 100.0 

Local  l y  Generated Revenues 

1 U.S. D o l l a r  = Approx imate ly  700 Won 



accounted f o r  s l  i g h t l y  more t han  70 pe rcen t  o f  t o t a l  l o c a l  government 

revenues i n  Daejeon. T h i s  i nc rease  i n  l o c a l  government s e l f - s u f f i c i e n c y  i s  

p r i n c i p a l l y  t h e  r e s u l t  o f  i nc reased  revenue gene ra t i on  w i t h i n  t h e  genera l  

fund account,  l a r g e l y  t h e  r e s u l t  o f  i nc reased  l o c a l  t a x  c o l l e c t i o n s  and, t o  

a  l e s s e r  e x t e n t ,  i nc reases  i n  nontax revenues. 

There has been a  tremendous o v e r a l l  i n c rease  i n  l o c a l  government 

revenues and expend i t u res  i n  Korea ove r  t h e  p a s t  decade. I n  Daejeon t h e  

t o t a l  amount of revenues and expend i t u res  has gone up approx imate ly  seven 

and a  h a l f  t imes  between 1970 and 1978 ( i n  c u r r e n t  Won). For  a l l  Korean 

c i t i e s  t h e  i nc rease  was s l i g h t l y  h i ghe r ,  i n c r e a s i n g  e i g h t  and a  h a l f  t imes  

d u r i q g  t h e  same pe r i od .  P a r t  o f  t h i s  i nc rease  was due t o  h i g h  i n f l a t i o n  

d u r i n g  t h a t  per iod .  However, even a f t e r  c o r r e c t i n g  f o r  i n f l a t i o n ,  t h e  

i nc rease  i n  Daejeon 's  budget i s  t h r e e  and a  h a l f  t imes  g r e a t e r  i n  1978 t han  

i n  1970. For  a l l  Korean c i t i e s  t h e  i nc rease  i s  a lmos t  f o u r f o l d .  

Wh i le  a l l  expend i t u re  c a t e g o r i e s  i n  t h e  Daejeon l o c a l  budget have seen 

cons ide rab le  inc reases  over  t h e  p a s t  decade, t h e  l a r g e s t  i nc reases  a r e  found 

i n  t h e  c a t e g o r i e s  o f  genera l  a d m i n i s t r a t i o n  and s o c i a l  w e l f a r e  expend i tu res .  

E x h i b i t  6.4.4 shows t h e  comparisons between 1970 and 1980 o f  t h e  expend i t u re  

c a t e g o r i e s  i n  t h e  Daejeon genera l  fund  account.  One must be c a r e f u l  i n  

a t t e m p t i n g  t o  e x p l a i n  t h e  i nc rease  i n  genera l  a d m i n i s t r a t i o n  expenses. For  

one t h i n g ,  a l l  mun i c i pa l  personnel  c o s t s  a r e  i n c l u d e d  i n  t h i s  l i n e  i tem.  

A l l o w i n g  f o r  t h i s ,  however, t h e  i nc rease  i n  a d m i n i s t r a t i v e  c o s t  as a  

p r o p o r t i o n  of t h e  t o t a l  s t i l l  appears t o  be e x t r a o r d i n a r y .  The r a p i d  growth 

i n  l o c a l  government revenues and expend i tu res  m i r r o r s  t h e  phenomenal growth 

r a t e  o f  t h e  Korean economy ove r  t h e  p a s t  decade. Local  government revenues 



E x h i b i t  6.4.4. 

General Fund Expendi tures 

Daejeon (Thousand Won) 

General Admini s t r a t o r  W227.4 24.2% W8,637.0 49.6% 

P u b l i c  U t i l i t i e s  437 .O 46.6 4,159.1 23.1 

I n d u s t r i a l  Development 33.9 3.6 338.0 2.0 

Soc ia l  We1 f a r e  126.6 13.5 3,137.7 18.0 

Other  113.8 12.1 1,137.3 - 6.5 

TOTAL W938.7 100.0% W17,409.0 100.0% 



and expend i tu res  as a  pe rcen t  o f  GNP have remained r e l a t i v e l y  cons tan t  over  

t h a t  per iod .  

6.4.3. Data Sources 

Three ma jo r  sources were used i n  conduc t ing  t h e  case s tudy  o f  

Daejeon. The f i r s t  was a  s e r i e s  o f  personal  i n t e r v i e w s  conducted w i t h  

mun ic ipa l  o f f i c i a l s  o f  t h e  c i t y  o f  Daejeon and c e n t r a l  government o f f i c i a l s  

r espons ib l e  f o r  l o c a l  government a d m i n i s t r a t i o n  and f i n a n c e  i n  Seoul. These 

i n t e r v i e w s  were c a r r i e d  o u t  i n  December of 1981, on a  v i s i t  t o  Korea. 

Secondly, a  l a r g e  amount o f  s t a t i s t i c a l  i n f o r m a t i o n  on a l l  aspects  o f  

mun ic ipa l  f i nance ,  c i t y  c h a r a c t e r i s t i c s ,  popu la t i on ,  and urban se rv i ces  was 

p rov ided  by va r i ous  p u b l i c a t i o n s  o f  t h e  government o f  Korea which ma in ta i ns  

an impress ive  amount o f  q u a n t i t a t i v e  i n f o r m a t i o n  on m u n i c i p a l i t i e s  i n  Korea. 

A t h i r d  source o f  i n f o r m a t i o n  was r e p o r t s  f rom t h e  World Bank concern ing  

urban t r a n s p o r t a t i o n ,  1  and devel  opment po l  i c y  and 1  and readjustment .  

Several works by W i l l i a m  A. Doebele o f  Harvard were p a r t i c u l a r l y  u s e f u l  i n  

understanding t h e  i n t r i c a c i e s  o f  l a n d  read jus tment  system. 

6.4.4. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

Land Readjustment 

The main p r a c t i c e  under s tudy  i n  Daejeon i s  t h e  l and  read jus tment  

system. The 1  and read jus tment  system (sometimes c a l l  ed 1  and consol  i d a t i o n )  

i s  a  procedure i n  which urban f r i n g e  land,  p r i m a r i l y  a g r i c u l t u r a l  l and ,  i s  

conver ted t o  urban use by p r o v i d i n g  phys i ca l  i n f r a s t r u c t u r e s  and s u b d i v i d i n g  

t h e  l a n d  i n t o  b u i l d i n g  p l o t s .  The d i s t i n c t i v e  f e a t u r e  o f  l a n d  read jus tment  



i s  t h a t  t h e  c o s t s  o f  p r o v i d i n g  i n f r a s t r u c t u r e  i s  recovered by w i t h h o l d i n g  a 

p r o p o r t i o n  o f  t h e  newly se rv i ced  l a n d  t o  be s o l d  on t h e  open market.  

Land read jus tment  r ep resen ts  one o f  f o u r  main approaches t o  t h e  

f i n a n c i n g  o f  t h e  urban l a n d  development process: 

1. I f  t h e  convers ion  i s  c a r r i e d  o u t  by p r i v a t e  developers,  t h e  
government may r e q u i r e  t h e  developer  t o  i n s t a l l  a l l  i n f r a s t r u c t u r e  
a t  h i s  c o s t  d u r i n g  t h e  development process. 

2. The mun ic ipa l  i t y  may i n s t a l  1  phys i ca l  i n f r a s t r u c t u r e  and recove r  
i t s  cos t s  through a be t te rment  l e v y  on a l l  a f f e c t e d  p r o p e r t y  
owners. 

3. The l a n d  read jus tment  system may be used where t h e  m u n i c i p a l i t y  
becomes t h e  developer  and w i t h h o l d s  a c e r t a i n  amount of l a n d  from 
t h e  development t o  s e l l  on t h e  open market  t o  r ecove r  t h e  c o s t  o f  
devel  opment . 

4. The m u n i c i p a l i t y  may f i n a n c e  t h e  i n f r a s t r u c t u r e  th rough p u b l i c  
monies, r ecove r i ng  t h e  c o s t s  th rough t a x  and o t h e r  revenue 
sources. 

The f i r s t  t h r e e  approaches recove r  t h e  c o s t  o f  convers ion  and upgrading 

d i r e c t l y  f rom t h e  owners of t h e  l a n d  who b e n e f i t  f rom t h e  convers ion.  The 

f o u r t h  recovers  t h e  c o s t  i n d i r e c t l y  f rom a l l  t a x  payers,  a1 though t h e  

p r o p e r t y  t a x  r e c e i p t s  on a f fec ted  p a r c e l s  o f  l a n d  shou ld  be inc reased  by t h e  

improvements t o  t h e  s i t e s .  

The ma jo r  d i f f e r e n c e  between l a n d  read jus tment  and be t te rment  l e v i e s  i s  

t h a t ,  under l a n d  readjustment ,  t h e  m u n i c i p a l i t y  accepts  l a n d  i n  l i e u  o f  cash 

payment, and consequent ly  accepts  t h e  r i s k  t h a t  t h e  v a l u e  o f  t h e  l a n d  may 

d rop  when t h e  c i t y  a t tempts  t o  s e l l  i t. ( T h e o r e t i c a l l y ,  t h e  m u n i c i p a l i t y  

may a l s o  recoup w i n d f a l l  p r o f i t s  i f  t h e  va lue  o f  t h e  l a n d  r i s e s .  However, 

as d iscussed below, i n  Korea t h e  m u n i c i p a l i t y  i s  prevented f r om r e a l i z i n g  

p r o f i t s  i n  1  and readjustment  schemes. ) 



The process o f  l a n d  readjustment  dates back t o  t h e  e a r l y  1900 's  where 

i t  i s  f i r s t  f o r m a l l y  recorded i n  l a n d  t r a n s f e r  laws i n  P russ ia  i n  1902. It 

found i t s  way q u i c k l y  i n t o  Japanese law be ing  i nco rpo ra ted  i n  t h e  City 

P lann ing  Ac t  o f  1919. Land readjustment  became an impo r tan t  i ns t rumen t  o f  

urban development i n  Japan ove r  t h e  n e x t  30 years .  Land read jus tment  was 

i n t r oduced  i n t o  Korea by t h e  Japanese i n  t h e  p e r i o d  1910 t o  1920 where i t  

remains today a  p r i n c i p a l  t o o l  o f  urban l a n d  convers ion.  Land read jus tment  

i s  a l s o  used t o  c o n s o l i d a t e  a g r i c u l t u r a l  l a n d  ho ld i ngs  t o  a l l o w  f o r  more 

mechanized a g r i c u l t u r a l  opera t ions .  

I n  Korea l and  readjustment  i s  p r i m a r i l y  c a r r i e d  o u t  by mun i c i pa l  

agencies which have t h e  power o f  compulsory convers ion  o f  l a n d  t o  urban 

uses. By c o n t r a s t ,  t h e  Japanese p r a c t i c e  has been l a r g e l y  v o l u n t a r y  w i t h  

most o f  t h e  convers ion  done by groups of p r i v a t e  landowners. (As noted 

below, l and  readjustment  by landowner groups has now become a  common 

p r a c t i c e  i n  t h e  c i t y  o f  Daejeon as w e l l ) .  

Land readjustment  as a  p u b l i c  agency a c t i v i t y  tended t o  d i e  o u t  i n  

Japan w i t h  r i s i n g  l a n d  va lues t h a t  made i t  p r o f i t a b l e  f o r  landowners t o  

develop urban f r i n g e  l a n d  themselves. The l a n d  read jus tment  process has 

a l s o  been used e x t e n s i v e l y  i n  Taiwan and i n  t h e  Mun i c i pa l  Improvement T r u s t s  

of t h e  B r i t i s h  co lon ies .  These t r u s t s  s t i l l  opera te  i n  I n d i a ,  and t h e  

p r a c t i c e  o f  l a n d  readjustment  i s  r e p o r t e d  t o  be growing i n  use i n  A u s t r a l i a  

3  / as we1 1. - 

The process of l a n d  readjustment  i s  q u i t e  s imp le  i n  concept and 

somewhat compl i ca ted  i n  a p p l i c a t i o n .  There a r e  s i x  ma jo r  s teps i n  l and  

readjustment  as p r a c t i c e d  i n  Korea. These i nc l ude :  



1. T r a c t s  o f  l a n d  a r e  des igna ted  by t h e  mun i c i pa l  p l ann ing  agency f o r  
development. The t a r g e t  areas a r e  p l a t t e d  w i t h  l a n d  uses f o r  each 
p l o t  designated. 

2 .  The developer  f o r  t h e  t r a c t  i s  se lec ted .  Whi le  most l a n d  
readjustment  i n  Korea i s  c a r r i e d  o u t  by mun i c i pa l  l a n d  
read jus tment  agencies,  f i r s t  p r i o r i t y  i s  a c t u a l l y  g i ven  t o  t h e  
landowners o f  t h e  a f f e c t e d  area. Other  agencies,  such as t h e  
hous ing development agency, may a l s o  under take t h e  l a n d  
read jus tment  p r o j e c t .  

3. The deve loper  acqu i res  a l l  t h e  p a r c e l s  o f  l a n d  i n  t h e  p r o j e c t  
areas, c a l c u l a t i n g  t h e  share t h a t  each landowner pu ts  i n t o  t h e  
p r o j e c t .  The deve lop ing  agency i n s t a l  1  s  phys i ca l  i n f r a s t r u c t u r e ,  
p roduc ing  s e r v i c e d  b u i l d i n g  l o t s .  The f u l l  development o f  t h e  
p r o j e c t  s i t e  may t a k e  p l ace  ove r  a  number o f  years .  

4 .  The l a n d  development agency d i s t r i b u t e s  se rv i ced  p l o t s  t o  t h e  
o r i g i n a l  landowners, h o l d i n g  o u t  enough l a n d  t o  pay f o r  t h e  c o s t  
o f  development and i n f r a s t r u c t u r e .  

5. The l and  development agency s e l l s  t h e  w i t h h e l d  l a n d  t o  r ecove r  i t s  
" investment"  i n  t h e  p r o j e c t  ( w h i l e  t h i s  i s  supposed t o  r ecove r  a l l  
a d m i n i s t r a t i v e  as w e l l  as d i r e c t  cos t s  o f  t h e  p r o j e c t ,  a l l  
a d m i n i s t r a t i v e  c o s t s  may n o t  always be recovered) .  

6 .  Surp lus revenues generated f rom s a l e  o f  w i t h h e l d  l o t s ,  i f  t h e r e  
a r e  any, a re  i n v e s t e d  i n  upgrading t h e  l a n d  read jus tment  p r o j e c t  
s i n c e  i n d i v i d u a l  1  and read jus tment  p r o j e c t s  a r e  supposed t o  
ba lance o u t  comple te ly ,  i .e . ,  t o t a l  revenues equal t o t a l  cos ts .  

A1 though conceptual  l y  s t r a i g h t f o r w a r d ,  t h e  1  and read jus tment  system i n  

Korea i s  compl i ca ted  by seve ra l  f a c t o r s .  The f i r s t  o f  these  i s  t h a t  p r o j e c t  

c o s t  and revenues have t o  balance f o r  each i n d i v i d u a l  p r o j e c t .  S ince cos t s  

a r e  recovered over  a  number of yea rs  th rough t h e  s a l e  o f  l o t s ,  i t  i s  a lmost  

imposs ib le  t o  p r o j e c t  t h e  amount o f  l a n d  needed t o  be w i t h h e l d  t o  generate 

f u t u r e  revenues i n  o r d e r  t o  ba lance t h e  inc reased  cos ts .  S ince t h e  p r i c e  of 

urban l and  i n  Korea has been c l  imbing s t e a d i l y  ove r  t h e  pas t  severa l  

decades, l a n d  read jus tment  p r o j e c t s  t end  t o  r e a l i z e  g r e a t l y  i n f l a t e d  

revenues which then  have t o  be r e i n v e s t e d  i n  t h e  p r o j e c t s  t o  ba lance t h e  



accounts. Th i s  i s  no rma l l y  done by upgrading t h e  o r i g i n a l  i n f r a s t r u c t u r e ,  

e.g., pav ing  and widening s t r e e t s .  

A second f a c t o r  which compl i ca tes  t h e  process i s  t h a t  d i f f e r e n t  pa rce l s  

of l a n d  have d i f f e r e n t  va lues be fo re  and a f t e r  t h e  l a n d  convers ion  process, 

w i t h  t h e  convers ion  process i t s e l f  c o n t r i b u t i n g  g r e a t l y  t o  these  

d i f f e r e n t i a l  values. Obvious ly ,  l a n d  des ignated f o r  a  commercial c e n t e r  i n  

a  development p r o j e c t  i s  cons ide rab l y  more va luab le  than  an equal s i z e d  

pa rce l  o f  l and  i n  r e s i d e n t i a l  use. Even w i t h i n  s i m i l a r  l a n d  use ca tego r i es ,  

l o t s  w i t h  c e r t a i n  a t t r i b u t e s  have g r e a t e r  va lue  than  o t h e r  l o t s .  To account 

f o r  these  f ac to r s ,  Korea l a n d  readjustment  p r a c t i c e  has developed a  ve ry  

compl i ca ted  s e r i e s  o f  procedures f o r  v a l u i n g  l a n d  and f o r  de te rm in ing  

e x a c t l y  what p r o p o r t i o n  o f  l a n d  a  landowner "g i ves  up" t o  pay f o r  t h e  c o s t  

o f  devel  opment . 
Since t h e  landowners always r e c e i v e  a  reduced amount o f  l a n d  f r om what 

t hey  had o r i g i n a l l y ,  t h e  procedures c o n t a i n  fo rmu las  f o r  de te rm in ing  t h e  

p r e c i s e  reduc t i ons  t o  each landowner 's  o r i g i n a l  pa rce l  ( s )  of land.  

There a r e  t h r e e  ma jo r  ca tego r i es  o f  r educ t i ons .  The f i r s t  r e d u c t i o n  i s  

made t o  account f o r  l a n d  needed f o r  p u b l i c  f a c i l i t i e s ,  i n c l u d i n g  roads, 

parks,  school s i t e s  and o t h e r  p u b l i c  uses. Th i s  r e d u c t i o n  i s  t h e  same 

percentage f o r  a l l  pa rce l s ,  r ega rd less  of s i z e  o r  l o c a t i o n .  The second 

ca tegory  o f  r e d u c t i o n  i s  c a l l e d  t h e  " c o s t  e q u i v a l e n t  r e d u c t i o n "  which i s  t h e  

amount of l a n d  taken  by t h e  development agency t o  r ecove r  i t s  c o s t  i n  

p r o v i d i n g  phys i ca l  i n f r a s t r u c t u r e .  W i t h i n  t h i s  amount a r e  no rma l l y  i n c l u d e d  

t he  a d m i n i s t r a t i v e  cos t s  o f  t h e  l a n d  read jus tment  agency ( t h e  "overhead" on 

t h e  t o t a l  ope ra t i on ) .  Since l a n d  p a r c e l s  d i f f e r  i n  va lue  on t h e  bas i s  of 



l o c a t i o n  and s i t e  c h a r a c t e r i s t i c s ,  t he  c o s t  e q u i v a l e n t  r educ t i ons  va ry  by 

t ype  o f  l a n d  p a r c e l .  The c o s t  e q u i v a l e n t  r e d u c t i o n  i s  based on t h e  va lue  

ca tego r i es  used f o r  r e a l  p r o p e r t y  t a x  assessment. E x h i b i t  6.4.5. g i ves  an 

example o f  l and  reduc t i ons  made i n  a  t y p i c a l  l and  read jus tment  p r o j e c t  i n  

South Korea. One should no te  t h e  v a r i a t i o n  i n  t h e  c o s t  e q u i v a l e n t  r e d u c t i o n  

based on t h e  l and  ca tegory  as shown i n  t h e  e x h i b i t .  

A f i n a l  r e d u c t i o n  may be made i n  a  landowner 's  pa rce l  when he rece i ves  

h i s  l a n d  a f t e r  t h e  s i t e  development process i s  completed. These a r e  " road  

w i d t h  reduc t i ons "  which occur  on l o t s  f r o n t i n g  on s t r e e t s  w i t h  w id ths  

g r e a t e r  than  t h e  minimum thoroughfa re  s ize .  The p r o p e r t y  owners o f  l o t s  on 

wide roads e s s e n t i a l l y  "donate" t h e  l and  r e q u i r e d  f o r  t h e  added w id th .  Th i s  

i s  j u s t i f i e d  by t h e  f a c t  t h a t  l o t s  on wide roads a r e  more va luab le  than  

those on narrower  roads. The added va lue  compensates f o r  t h e  t a k i n g  of t h e  

a d d i t i o n a l  road w id th .  There a r e  a d d i t i o n a l ,  and r a t h e r  complex, 

c a l c u l a t i o n s  f o r  co rne r  l o t s  and odd l y  shaped l o t s  as w e l l .  

I n  some cases, an i n d i v i d u a l  landowner w i l l  n o t  r e c e i v e  t h e  exac t  

amount o f  l a n d  due him a f t e r  t h e  l a n d  r e d u c t i o n s  a r e  ca l cu la ted .  Because o f  

d i f f i c u l t i e s  i n  s i z i n g  t h e  p l o t s  t o  t h e  exac t  l a n d  r e d u c t i o n  c a l c u l a t i o n s ,  

many landowners w i l l  r e c e i v e  s l i g h t l y  more o r  s l i g h t l y  l e s s  l a n d  than  t hey  

should. To smooth o u t  these t r a n s f e r s ,  t h e  l a n d  read jus tment  agency must 

monet ize t h e  va lue  o f  t h e  l and  invo lved .  A s e r i e s  o f  a d d i t i o n a l  

c a l c u l a t i o n s  a r e  t h e r e f o r e  made t o  p u t  a  p r e c i s e  va lue  on these  l a n d  

adjustments.  A system has been developed which ass igns r e l a t i v e  we igh ts  t o  

t h e  f a c t o r s  o f  road w id th ,  l a n d  use type,  d i s t ance  f r om commercial cen te rs ,  

l and  s lope,  o r i e n t a t i o n  t o  sun, d i s t ances  f rom parks,  schools ,  and markets ,  



E x h i b i t  6.4.5. 

Hypo the t i ca l  Examples o f  Land Val ue Reduct ions 
Made i n  Land Readjustment i n  South Korea 

P u b l i c  l a n d  Cost e q u i v a l e n t  T o t a l  r e d u c t i o n  
r e d u c t i o n  reduc t i on *  ( " read jus tment " )  

Land Category (pe rcen t )  ( p e r c e n t )  ( p e r c e n t )  

Parce ls  w i t h  houses a1 ready b u i  1  t 15.083% 6.633% 21.716% 

B u i l d i n g  s i t e  w i t h  no house 15.083 6.633 21.716 

Paddy 15.083 8.635 23.718 

Fo res t  and up land 15.083 11.996 27.079 

Land s u b j e c t  t o  f l o o d i n g  15.083 18.259 33.342 

a. The numbers g i ven  a r e  i l l u s t r a t i v e .  I n  f a c t ,  t h e r e  a r e  no " t y p i c a l "  
q u a n t i t i e s  - they  va ry  e x t e n s i v e l y  f rom p r o j e c t  t o  p r o j e c t ,  depending on t h e  
s i t e  p lan ,  e x i s t i n g  c o n d i t i o n s  on t h e  s ide ,  d e n s i t i e s  t o  be developed 
( h i g h e r  d e n s i t i e s  b r i n g  h i g h e r  pe r  meter  p r i c e s  and tend  t o  l essen  t h e  
percentage o f  " cos t  e q u i v a l e n t "  1  and needed). Ac tua l  r educ t i ons  r a n  f rom 
6.6 t o  13.2 percen t  i n  t h e  p r o j e c t s  s tud ied .  

b. I f  a  s i t e  has a  r u r a l  house, i t  i s  no rma l l y  removed ( w i t h  f u l l  
compensation) when i t  i s  necessary t o  t h e  comple t ion  o f  t h e  p r o j e c t .  If i t  
remains, i t  w i l l  con t i nue  t o  be t h e  p r o p e r t y  o f  t h e  o r i g i n a l  owners. Thus, 
b u i l d i n g  s i t e s  and s i t e s  w i t h  houses have t h e  same r a t i n g .  

c. "Upland" i n  Korean usage r e f e r s  t o  nonpaddy a g r i c u l t u r a l  land.  It i s  
no rma l l y  h i g h e r  than  paddy, b u t  need n o t  be h i l l s i d e  o r  h i l l t o p .  

SOURCE: Repr in ted  f rom W i l l  iam Doebele, "Land Readjustment as an 
A l t e r n a t i v e  t o  Taxa t i on  f o r  t h e  Recovery o f  Bet terment :  The Case 
o f  South Korea" i n  Roy W. Bahl (ed. ) The Taxa t i on  o f  Urban 
P rope r t y  i n  Less Developed Count r ies .  U n i v e r s i t y  o f  Wisconsin 
Press, Madison, Wisconsin, 1979. 



and other neighborhood amenities. (For a more complete description of the 

calculations,  the reader i s  referred to William Doebele's a r t i c l e  on land 

readjustment i n  South Korea). 

Land readjustment i s  the dominant practice in converting urban fringe 

land t o  urban use. Exhibit 6.4.6. shows the proportion of residential land 

being developed under land readjustment as a proportion of the exis i t ing 

residential areas for  the major Korean c i t i e s .  From the exhibit  i t  i s  c lear  

that  land readjustment i s  the principle means by which new residential land 

i s  being made available in major Korean c i t i e s  today. 

There have been 23 major l a n d  readjustment projects undertaken i n  

Daejeon since 1940. Currently there are seven projects underway containing 

almost two mil lion square pyong of area (1 pyong = 3.31 square meters). Of 

the seven current projects, the f ive  most recent are  being carried out by 

landowner associations rather than the niunicipal land readjustment agency. 

I n  each case, the landowners in the target  area have formed a separate 

corporation with a full-time manager and s t a f f  to  run the development 

process. Construction loans are received from commercial banks to cover the 

cost of constructing the infrastructure and paying the s t a f f  sa lar ies .  

Alternative arrangements are  also possible in which the land development 

association trades 1 and fo r  construction services and engineering services 

of contractors. A l l  work including engineering and construction i s  

contracted out for  l a n d  readjustment projects. I n  one of the f ive  projects 

underway in Daejecn, the association has petitioned the municipality to  take 

over operation of the l a n d  readjustment project. This was brought on by 

disagreements arising among the landowners over the allocation formula. 



E x h i b i t  6.4.6. 

City 

Seou 1 

Busan 

Daegu 

Incheon 

Gwang j u  

Daejeon 

Masan 

Jeon j u  

Ul san 

Seongnam 

Comparison o f  Area Being Developed 
i n  Land Readjustment P r o j e c t s  

t o  E x i s t i n g  City Area C l a s s i f i e d  as D w e l l i n g  

(A)  
Land Area 

(B)  
Land Area o f  Land 

C l a s s i f i e d  as Readjustment P r o j e c t s  
D w e l l i n g  - 1975 Underway - 1974 

( c >  

(A I B )  
p e r c e n t  

53% 

4 2 

54 

SOURCE: W i l l i a m  A. Doebele and Myong Chan Hwang "Land P o l i c i e s  i n  t h e  
Republ i c  of Korea, w i t h  Spec ia l  Reference t o  Decen t ra l  i z e d  
Development" Urban and Regional  Report  No. 79-4. The World Bank, 
Washington, DC 20433. August 1979, p. 142. 



Since 1940, the percentage of land withheld i n  l o t  reductions in land 

readjustment projects in Daejeon has increased from about 30 percent to  

almost 50 percent in current projects. This i s  the resul t  of increasing the 

level and cost of the infrastructure t h a t  i s  being provided in the land 

readjustment projects. For example, in the early projects only unpaved 

s t r ee t s ,  s i t e  grading and drainage ditches were provided. By contrast ,  now 

paved roads are  provided w i t h  water supply and sewer systems bui l t  into the 

project. In addition, land for  public uses has increased over the years 

providing more areas for  parks, markets and other public uses. 

A major issue w i t h  the land readjustment program in Korea i s  tha t  i t  

produces relat ively expensive land. This has two rather .irr~portant 

ramifications. F i rs t  of a1 1 ,  landowners affected by land readjustment 

almost always real ize a much greater value fo r  t h e i r  developed plots even 

a f t e r  subtracting out the land reductions (which i n  recent cases approach 50 

percent). I t  i s  not uncommon fo r  land values to  t r i p l e  or quadruple a f t e r  

conversion giving the landowners a handsome profi t .  This probably explains 

the high degree of will ingness of landowners to  participate i n  land 

readjustment which, in turn, explains why the system appears to  work so 

smoothly. 

Rising land values also reduce the risk of loss to  the land 

readjustment agency, because the value of the land which they have withheld 

i s  constantly appreciating in value. Consequently, individual land 

readjustment projects almost always run surpluses. This i s  important since 

1 and readjustment agencies cannot recover 1 osses in one project from 

surpluses in another. 



The municipality manipulates land values a n d  prices by controlling the 

amount of developable land i t  allows onto the market. This s i tuat ion,  in 

f ac t ,  makes i t  possible t o  operate l a n d  readjustment in a financially secure 

manner. I t  i s  d i f f i cu l t  t o  say how successful land readjustment would be in 

a less controlled environment. 

The second issue with respect to  the high land values created by land 

readjustment i s  the proble~n of providing land to low income residents. I t  

has been suggested that  the municipality may recover some of the "windfall 

profits" produced by l a n d  readjustment by withholding a larger fraction of 

land to  accomodate subsidized or low income housing. This approach i s  being 

incorporated into a World Bank-funded project in Korea which i s  in the 

i n i t i a l  design stages. Under the proposed program, the to ta l  amount of land 

reduction would increase from approximately 45 percent on average to close 

t o  55 percent, with the additional reduction provided for  low income housing 

s i t e s .  In th i s  way, the l a n d  fo r  housing would be treated the same as 

common land (e .g. ,  park land) in a normal land readjustment scheme. 

There i s  evidently some resistance t o  the proposed scheme which i s  

placing an additional , and  unprecedented f o r  Korea, burden on one group of 

landowners. The argument supporting such a policy i s  that  i t  i s  the land 

readjustment process that  i s  creating the incremental value in the land and 

that  the municipality i s  en t i t led  to recover some fraction of tha t  increased 

value. 

A third issue w i t h  respect to  land readjustment i s  tha t  i t  does not 

cover costs of infrastructure expenditures outside the project boundaries 

which are generated by the project i t s e l f  ( for  example, widening s t r ee t s  



l e a d i n g  t o  new p r o j e c t  s i t e s ) .  It i s  argued t h a t  these cos t s  a r e  borne by 

t h e  added t a x  revenues generated by t h e  p r o j e c t  ( p r i m a r i l y  p r o p e r t y  t a x  

r e c e i p t s )  . 
I n  summary, t h e  l and  read jus tment  system seems t o  have served Korea 

w e l l  by p r o v i d i n g  a  l a r g e  amount o f  urban i n f r a s t r u c t u r e  a t  no n e t  c o s t  t o  

t h e  l o c a l  government. As ment ioned above, i t  i s  d i f f i c u l t  t o  say whether 

t h e  system would work as w e l l  under l e s s  f a v o r a b l e  market  c i rcumstances.  

Land readjustment  does have severa l  a t t r i b u t e s  t h a t  recommend i t  as a  

mechanism f o r  u,rban l a n d  development ove r  t h e  a l t e r n a t i v e s .  F i r s t  o f  a l l ,  

i t  does p rov ide  i n f r a s t r u c t u r e  a t  no n e t  c o s t  t o  t h e  l o c a l  government. 

Secondly, i n  c o n t r a s t  t o  t h e  normal p r i v a t e  developer  p r a c t i c e  i n  t h e  U.S., 

i t  a l l o w s  t h e  o r i g i n a l  landowners t o  r e t a i n  t h e i r  l a n d  and t o  " p r o f i t "  i n  

d i r e c t  p r o p o r t i o n  t o  t h e  va lue  c rea ted  by l and  convers ion.  T h i r d l y ,  u n l i k e  

be t te rment  l e v i e s ,  i t  does n o t  r e q u i r e  a  cash payment which may f o r c e  

landowners t o  s e l l  o u t  e n t i r e l y  i n  o r d e r  t o  cover  t h e  payments. F i n a l l y ,  i t  

i s  a  r e l a t i v e l y  p a i n l e s s  way t o  e x t r a c t  use r  chargers f r om b e n e f i c i a r i e s .  

As W i l l i a m  Doebele has p o i n t e d  ou t ,  w i t h h o l d i n g  land,  l i k e  w i t h h o l d i n g  

income t a x  payments, has t h e  b e n e f i t  o f  deduc t ing  payment before t h e  

4 / r e c i p i e n t  eve r  has possess ion o f  t h e  goods. - 
By t a k i n g  l a n d  i n  1  i e u  o f  payment f o r  s e r v i c e s  rendered t h e  

m u n i c i p a l i t y  accepts  a  r i s k  w i t h o u t  a  corresponding chance o f  ga in .  Th i s  

makes t h e  Korean model somewhat l e s s  appea l ing  as a  model t o  be t r a n s f e r r e d  

t o  o t h e r  c o u n t r i e s .  However, t h e r e  i s  no reason why t h i s  c o n s t r a i n t  cannot 

be re laxed ,  a l l o w i n g  mun i c i pa l  governments t o  " p r o f i t "  f r om added va lues 

produced by t h e  convers ion  process. Indeed, a  p r a c t i c e  s i m i l a r  i n  concept 



has been used r e c e n t l y  i n  Kenya i n  hous ing s i t e s  and s e r v i c e  p r o j e c t s .  I n  

these  p r o j e c t s ,  a  p r o p o r t i o n  o f  t h e  developed s i t e s  a r e  s o l d  a t  market  va l ue  

t o  genera te  a  s u r p l u s  t o  s u b s i d i z e  s i t e s  s o l d  below c o s t s  t o  low income 

5/ r e s i d e n t s .  - 
Daejeon Bus System Opera t ions  

The second focus  o f  t h e  Daejeon case s tudy  was t o  examine t h e  o p e r a t i o n  

of t h e  p r i v a t e l y  owned bus companies i n  t h e  c i t y .  T h i s  was focused on one 

p a r t i c u l a r  aspec t  o f  t h e  bus system, namely t h e  mechanism by which p r i v a t e  

companies have been persuaded t o  o f f e r  s e r v i c e  on u n p r o f i t a b l e  r o u t e s  i n  t h e  

c i t y .  T h i s  i s  a  common problem i n  p r i v a t e l y  p rov i ded  s e r v i c e s  o r  s e r v i c e s  

mandated t o  be s e l  f-f inanc ing .  Na tu ra l  l y  , t h e  s e r v i c e  p r o v i d e r s  want t o  

p r o v i d e  s e r v i c e s  t o  markets  on which t hey  can t u r n  a  p r o f i t ,  and abandon 

those markets  which t hey  must se rve  a t  a  l oss .  T h i s  i s  as much a  concern 

f o r  p u b l i c  wa te r  u t i l i t i e s  as i t  i s  f o r  p r i v a t e  bus companies. 

Daejeon i s  se rved  by 14 bus companies supp l y i ng  bus s e r v i c e  ove r  42 

d i f f e r e n t  r o u t e s  w i t h i n  t h e  c i t y .  The companies range i n  s i z e  w i t h  t h e  

s m a l l e s t  hav ing  13 buses and t h e  l a r g e s t  hav ing  46 buses. The bus system i s  

e n t i r e l y  i n  p r i v a t e  hands, w i t h  no s u b s i d i e s  p rov i ded  by t h e  government. 

However, f a r e s  a r e  r e g u l a t e d  by t h e  c e n t r a l  government w i t h  t h e  d e s i g n a t i o n  

o f  r o u t e s  and f requency  o f  s e r v i c e  r e g u l a t e d  by t h e  m u n i c i p a l i t y .  

I n  1974, i t  became apparent  t h e  t h e  p resen t  system was n o t  p r o v i d i n g  

adequate s e r v i c e  t o  newly deve lop ing  areas i n  t h e  c i t y ,  because d e n s i t i e s  

were t o o  low and d i s t ances  were t o o  g r e a t  t o  make t h e  r o u t e s  p r o f i t a b l e  t o  

t h e  p r i v a t e  companies. Whi le  t h e  mun i c i pa l  i ty  c o u l d  r e g u l a t e  r ou tes ,  i t  

cou ld  n o t  compel bus companies t o  s e r v i c e  new p a r t s  o f  t h e  c i t y .  Under 



p r e s s u r e  f r o m  t h e  m u n i c i p a l  government, t h e  bus companies formed an 

a s s o c i a t i o n  wh ich  drew up a  program f o r  s e r v i c i n g  t h e  u n p r o f i t a b l e  r o u t e s  o f  

t h e  c i t y  which t h e  m u n i c i p a l i t y  wanted served. The s o l u t i o n  was q u i t e  

s imple .  The bus companies r o t a t e  a l l  of t h e  m u n i c i p a l  r o u t e s  among 

themselves on a  r e g u l a r l y  scheduled b a s i s ,  so t h a t  each b ~ i s  conipany has t h e  

chance t o  s e r v i c e  t h e  p r o f i t a b l e  and u n p r o f i t a b l e  r o u t e s  a l i k e .  I n  t h i s  

way, l o s s e s  f r o m  t h e  u n p r o f i t a b l e  r o u t e s  a r e  spread o v e r  a l l  companies and 

compensated by p r o f i t s  f r o m  t h e  more p r o f i t a b l e  r o u t e s  i n  t h e  c i t y .  The 

system appears t o  be w o r k i n g  q u i t e  we1 1. There do appear t o  be two 

p o t e n t i a l  problems, however. The f i r s t  prob lem i s  t h a t  i t  i s  v i r t u a l l y  

i m p o s s i b l e  f o r  new bus companies t o  p e n e t r a t e  t h e  marke t  s i n c e  t h e  

a s s o c i a t i o n  o f  14 companies a c t s  as a  r a t h e r  e f f e c t i v e  c a r t e l .  Secondly,  
t 

t h e r e  w i l l  need t o  be some agreement among t h e  companies as t o  how g rowth  i n  

company s i z e  can be a l l o c a t e d  as t h e  marke t  grows. Tha t  i s ,  s h o u l d  g rowth  

be p r o p o r t i o n a l  t o  s i z e  o r  be e q u a l l y  d i v i d e d  among t h e  14 companies. These 

p o t e n t i a l  problems, however, s h o u l d  n o t  d e t r a c t  f r o m  t h e  f a c t  t h a t  t h e  

system appears t o  be w o r k i n g  q u i t e  w e l l  and a t  no c o s t  t o  t h e  m u n i c i p a l  

government. It s h o u l d  be n o t e d  t h a t  t h e  c i t y  o f  Seoul ,  i n  c o n t r a s t ,  has t o  

p r o v i d e  s u b s i d i e s  t o  i t s  m u n i c i p a l  bus company. 

The v i a b i l i t y  o f  u rban  bus systems i s  a i d e d  by two f a c t o r s  i n  Korea. 

F i r s t  of a l l ,  d e n s i t i e s  a r e  q u i t e  h i g h  i n  c i t i e s ,  and a r e  g o i q g  even h i g h e r  

under  t h e  green b e l t  system. T h i s  appears t o  be a  necessary  c o n d i t i o n  f o r  

f i n a n c i a l l y  s e l f - s u f f i c i e n t  urban t r a n s p o r t a t i o n  systems. Secondly,  t a x e s  

on p r i v a t e  au tomob i le  ownersh ip  a r e  so h i g h  t h a t  t h e r e  r e a l l y  i s  no 

a l t e r n a t i v e  t o  p u b l i c  t r a n s i t  f o r  most r e s i d e n t s  o f  m u n i c i p a l i t i e s .  As w i t h  



t he  1  and readjustment system, government pol  i c y  g r e a t l y  i n f  1  uences the  

market i n  which s e l f - f i n a n c i n g  serv ices  are  ab le  t o  f l o u r i s h .  
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T u n i s i a  

6.5.1. R a t i o n a l e  and Focus 

The case s tudy  o f  T u n i s i a  i s  comprised o f  f o u r  f i n a n c i a l  

management p r a c t i c e s  c u r r e n t l y  i n  use o r  under development i n  va r i ous  

governmental u n i t s  i n  T u n i s i a .  A f t e r  c o n s u l t a t i o n  w i t h  va r i ous  

i n t e r n a t i o n a l  ass i s tance  agencies,  most n o t a b l y  U.S.AID and t h e  World Bank, 

t h e  s tudy  team concluded t h a t  t h e  p r a c t i c e s  i n  T u n i s i a  would exemp l i f y  some 

o f  t h e  b e s t  l o c a l  government p r a c t i c e s  i n  t h e  r e g i o n  and would, indeed, be 

a p p l i c a b l e  t o  many o t h e r  secondary c i t i e s  i n  No r th  A f r i c a n  c o u n t r i e s  whose 

governmental s t r u c t u r e  has been s t r o n g l y  i n f l u e n c e d  by t h e  ind igenous 

c u l t u r a l  t r a d i t i o n s  and t h e  French c o l o n i a l  exper ience. 

The s p e c i f i c  p r a c t i c e s ,  t h e i r  s e t t i n g s  and t h e  element o f  t h e  f i n a n c i a l  

management process which t hey  demonstrate a re :  

1. automat ion o f  mun ic ipa l  records  -- City o f  Sousse: revenue 
g e n e r a t i  on, expend i t u re  c o n t r o l  ; 

2 .  low income housing program -- City o f  Sfax: s e r v i c e  d e l i v e r y ;  

3. management o f  wholesale market  -- City o f  Sfax: revenue 
genera t ion ;  and 

4. s o l i d  waste c o l l e c t i o n  system -- D i s t r i c t  o f  Tunis :  s e r v i c e  
de l  i v e r y .  

The p a r t i c u l a r  mix  of  p r a c t i c e s  was chosen because t hey  rep resen t  many 

o f  t h e  elements o f  t h e  f i n a n c i a l  management process. A l though some of t h e  

p r a c t i c e s  o r  programs a r e  n o t  un ique t o  t h e  s i t e s  which a r e  desc r i bed  i n  t he  

case s tudy,  t h e  s i t e s  rep resen t  successful  a p p l i c a t i o n  o f  t h e  p r a c t i c e s .  

The s tudy  team was g r a t i f i e d  t o  f i n d  many examples o f  success fu l  o r  

p o t e n t i a l l y  success fu l  management p r a c t i c e s  i n  one governmental system. 



T h i s  i s  p robab ly  due t o  t h e  r e l a t i v e  m a t u r i t y  o f  t h e  governmental system 

( T u n i s i a  as an independent c o u n t r y  and fo rmer  French co lony  has had a 

we1 l - d e f i n e d  l o c a l  government system f o r  n e a r l y  a  c e n t u r y ) ,  t h e  number o f  

q u a l i f i e d  t e c h n i c i a n s  and a d m i n i s t r a t o r s  and i t s  moderate resource  p o s i t i o n .  

It i s  i m p o r t a n t  a t  t h i s  p o i n t ,  however, t o  d e f i n e  " success fu l "  i n  t h e  

c o n t e x t  o f  t h e  p r a c t i c e s  s t u d i e d  i n  Tun i s i a .  One measure would be a 

q u a n t i f i a b l e  impact  on improv ing  revenue f l o w s  (Sousse, f o r  example), o r  i n  

making s e r v i c e s  a v a i l a b l e  t o  consumers a t  an a f f o r d a b l e  c o s t  w i t h o u t  

burden ing  t h e  l o c a l  government u n i t  (hous ing  i n  S fax ) .  Another  measurement 

of success may be t h e  degree t o  which a p r a c t i c e  r e i n f o r c e s  t h e  i n t e g r i t y  of 

a  l o c a l  government and i t s  a b i l i t y  t o  conduct  i t s  bus iness.  W i t hou t  

i d e n t i f y i n g  t r e n d s  towards c e n t r a l i z a t i o n  o r  d e c e n t r a l i z a t i o n ,  t h e  m a t u r i t y  

o f  l o c a l  u n i t s  can be judged by t h e  degree t o  which t hey  a r e  g i v e n  

respons i  b i  1  i t i e s  and resources t o  meet those  respons i  b i  1  i t i e s .  The des ign  

o f  t h e  s o l i d  waste c o l l e c t i o n  system i n  t h e  Tunis  D i s t r i c t  i s  notewor thy i n  

t h i s  regard.  

It shou ld  a l s o  be no ted  t h a t  some o f  t h e  p r a c t i c e s  which a r e  documented 

i n  t h i s  s tudy  a r e  o n l y  i n  an advanced des ign  o r  e a r l y  imp lementa t ion  stage. 

It i s ,  t h e r e f o r e ,  premature t o  judge t h e i r  l ong- te rm "success." Rather,  i t  

was t h e  s tudy  team's  approach t o  i d e n t i f y  p r a c t i c e s  which a r e  w e l l  t hough t  

o u t  and appeared t o  have weathered p u b l i c  s c r u t i n y  and d i scuss ion .  

6.5.2. Background 

Urban cen te r s  h i s t o r i c a l l y  have p layed  a ma jo r  r o l e  i n  T u n i s i a ' s  

development. A l though t h e  t o t a l  p o p u l a t i o n  of t h e  c o u n t r y  i s  sma l l  by  



comparison t o  o t h e r  c o u n t r i e s  i n  t h e  reg ion ,  i t  i s  h i g h l y  u rban ized  (47 

percen t  i n  1975). Serv ing  as commercial cen te r s  and gateways t o  t h e  

i n t e r i o r ,  t h e  coas ta l  c i t i e s  con t i nue  t o  accommodate a ma jo r  share o f  t h e  

c o u n t r y ' s  popu la t i on .  The t h r e e  l a r g e s t  c i t i e s ,  Tunis ,  Sfax and Sousse, a r e  

s i t u a t e d  on t h e  coas t  and account f o r  66 percen t  o f  t h e  urban popu la t i on .  

As i n  many c o u n t r i e s ,  t h e  pr imacy of t h e  c a p i t a l  c i t y  i s  no tab le .  

Tunis  has a p o p u l a t i o n  of a  l i t t l e  more than 600,000. However, taken as an 

aggregate,  t h e  p o p u l a t i o n  o f  Tunis  and t h e  sur round ing  suburban towns i s  

s l i g h t l y  more t han  1 m i l l i o n  o r  one -s i x th  o f  t h e  t o t a l  coun t r y  p o p u l a t i o n  o f  

6  m i l l i o n .  I n  1975, g r e a t e r  Tun is  had 50 pe rcen t  o f  a l l  t h e  ca rs  i n  

Tun i s i a ,  60 percen t  o f  p u b l i c  investments  and 42 percen t  o f  i n d u s t r i a l  j obs .  

It i s  an area c h a r a c t e r i z e d  by t h e  t r a d i t i o n a l  h i g h  d e n s i t y  medina, s q u a t t e r  

se t t lements  on t h e  f r i n g e  of t h e  c i t y  and moderate and high-income v i l l a s  

and apartment complexes. 

Sfax, t h e  second l a r g e s t  c i t y  w i t h  a  p o p u l a t i o n  o f  350,000 has been 

c a l l e d  t h e  Gateway t o  Southern Tun i s i a .  T r a d i t i o n a l l y ,  i t s  economy has been 

based on mar i t ime  a c t i v i t i e s  and a g r i c u l t u r a l  p roduc t i on ,  p a r t i c u l a r l y  

o l i v e s  f rom t h e  sur round ing  reg ion .  Recent ly ,  however, i t  has grown i n  

impor tance as a l i g h t  i n d u s t r i a l  cen te r .  S f a x ' s  phys i ca l  growth has been 

u n l i k e  o t h e r  c i t i e s  i n  t h e  reg ion .  From t h e  o r i g i n a l  h i gh -dens i t y  medina, 

t h e  c i t y  has spread o u t  i n  moderate-dens i ty  p a t t e r n s  c h a r a c t e r i z e d  by v i l l a s  

and smal l  apartment complexes -- a l a r g e  suburban p a t t e r n .  Recent growth 

has occur red  a t  approx imate ly  3.5 percen t  annua l l y .  Some of t h i s  has taken 

p lace  i n  uncon t ro l l ed ,  substandard s q u a t t e r  neighborhoods. 



Sousse, with a population of approximately 100,000, i s  Tunisia 's  third 

largest c i ty .  Although i t  has historical significance as a commercial and 

cultural center,  Sousse has recently emerged as a major tour is t  center in 

the region. Many large international-class hotels occupy the beach front in 

the northern portion of the c i ty .  Recent municipal development e f for t s  have 

focused on modernizing the c i ty  while preserving i t s  historical character. 

6.5.2.1. Local Government Structure 

Reflecting a long history of centralized governments established 

by various conquering foreign powers, particularly France, Tunisia's 

existing governmental structure i s  highly centralized. The national 

government maintains most revenue generating authority and most services are  

provided direct ly th ro~~gh  central ministries or nationally organized 

parastatal agencies. Local governments are l e f t  with relat ively meager 

resources and correspondingly few unique service responsibi l i t ies .  However, 

because of increasing awareness of the potential importance of local 

government in the development process, a debate i s  currently taking place 

over the proper role of municipal and regional governments. Major changes 

in intergovernmental relationships since 1975 ref lect  a growing concern fo r  

decentralized development on the one hand and the ambivalence in delegating 

resources and responsibili t ies to  local units on the other. 

Two types of local governments form the base of the governmental 

structure: municipalities (communes) and governorates. With similar 

legis lat ive mandates, the governorates are responsible f o r  managing rural 

areas while the municipalities are responsible fo r  the urban areas. The 



major  d i f f e r e n c e  between t h e  two u n i t s  i s  i n  t h e  s t r u c t u r e  o f  t h e i r  

r e s p e c t i v e  govern ing boards. The governorates have c o u n c i l s  comprised o f  

appointed r e p r e s e n t a t i v e s  o f  p r i n c i p a l  p r o f e s s i o n a l  and s o c i a l  

o rgan i za t i ons .  The c h i e f  execu t i ve  i s  appo in ted  by t h e  P res iden t .  On t h e  

o t h e r  hand, each commune i s  governed by a  l o c a l l y - e l e c t e d  board which i n  

t u r n  e l e c t s  i t s  chairman. The r e l a t i v e  impor tance o f  t h e  two u n i t s  i s  

i l l u s t r a t e d  by comparison o f  t h e i r  revenues and expend i tu res .  I n  1980, t h e  

167 communes had t o t a l  revenues o f  45.9 m i l l i o n  d i n a r s  and t o t a l  

expend i tu res  o f  40.9 m i l l i o n  d i na rs .  The t o t a l  revenues o f  t h e  governorates 

i n  1980 were 6.4 m i l l i o n  d i na rs ,  w h i l e  t h e i r  t o t a l  expenses were 4.8 m i l l i o n  

d i n a r s  . 
The a d m i n i s t r a t i v e  s t a f f  o f  mun ic ipa l  governments i s  a  combinat ion o f  

c e n t r a l  government c i v i l  se r van t s  and l o c a l l y  h i r e d  a d m i n i s t r a t o r s .  

T y p i c a l l y ,  t h e  s e c r e t a r y  genera l  ( c i t y  manager) o f  t h e  l a r g e r  towns i s  a  

c e n t r a l  government c i v i l  se r van t  appointed f o r  a  l i m i t e d  t e rm  t o  a  

p a r t i c u l a r  town. As p r o f e s s i o n a l  c i v i l  se rvan ts ,  t h e y  a r e  l i k e l y  t o  work i n  

many o f  t h e  impo r tan t  urban cen te rs  i n  Tun i s i a .  On t h e  o t h e r  hand, t h e  

s e c r e t a r y  genera ls  o f  t h e  sma l l e r  towns, who o f t e n  serve  o t h e r  l i n e  

f u n c t i o n s ,  a r e  l o c a l l y  r e c r u i t e d .  The t a x  c o l l e c t o r ,  who i s  r e s p o n s i b l e  f o r  

t h e  c o l l e c t i o n  o f  bo th  l o c a l  and n a t i o n a l  taxes,  i s  an employee o f  t h e  

M i n i s t r y  o f  Finance. 

There appears t o  be an a c t i v e  network o f  l o c a l  government o f f i c i a l s  

which f a c i l i t a t e s  d i s c u s s i o n  o f  urban problems and new approaches t o  

mun ic ipa l  management. One o f  t h e  p r i n c i p a l  f o r c e s  i n  t h e  network i s  t h e  

l o c a l  government d i v i s i o n  o f  t h e  M i n i s t r y  o f  t h e  I n t e r i o r .  I n  a d d i t i o n  t o  



i t s  r e p o n s i b i l i t i e s  f o r  r ev i ew  and approva l  o f  l o c a l  government a c t i v i t i e s  

and budgets,  t h e  d i v i s i o n  sponsors seminars and workshops f o r  l o c a l  

o f f i c i a l s .  For  example, s e c t i o n s  o f  t h e  Local  Government D i v i s i o n  a r e  

p l ann ing  conferences on t h e  r o l e  o f  compu te r i za t i on  i n  mun i c i pa l  management 

and s o l i d  waste management. The Na t i ona l  Federa t ion  o f  T u n i s i a n  C i t i e s  a l s o  

sponsors annual conferences which focus  on c o n t i n u i n g  t r a i n i n g  f o r  l o c a l  

e l e c t e d  o f f i c i a l s  and c i v i l  servants .  

6.5.2.2 Mun i c i pa l  Finances 

Revenue Sources 

Local  revenue sources c o n s i s t  o f  a  m ix  o f  proper ty-based taxes,  

a c t i v i t y  f ees  and 1  icenses , mun i c i pa l  r e a l  e s t a t e  a c t i v i t i e s  and c e n t r a l  

government t r a n s f e r s .  E x h i b i t  6.5.1. i n d i c a t e s  t h e  r e l a t i v e  impor tance o f  

t h e  p r i n c i p a l  revenue sources i n  1980. 

L e g i s l a t i o n  i n  1975 r e f l e c t e d  n a t i o n a l  concern o v e r  t h e  need t o  improve 

t h e  q u a n t i t y  and f l e x i b i l i t y  o f  revenue sources o f  mun i c i pa l  governments and 

t h e  need t o  channel more funds t o  s m a l l e r  m u n i c i p a l i t i e s .  P r i o r  t o  1975, 

t h e  t a x e  l o c a t i v e  ( p r o p e r t y  t a x )  had been t h e  s i n g l e  most i m p o r t a n t  l o c a l l y  

d e r i v e d  revenue source; t h e  t a x  was l e v i e d  on r e s i d e n t i a l ,  commercial and 

i n d u s t r i a l  p r o p e r t i e s .  The re fo rms o f  1975, however, s p l i t  t h e  base of t h a t  

t a x  a l l o w i n g  a  con t i nued  l e v y  on r e s i d e n t i a l  p r o p e r t y  b u t  changing t h e  

t a x a t i o n  o f  commercial and i n d u s t r i a l  p r o p e r t i e s .  Rather  t han  a  

p roper ty -based  t a x  c o l l e c t e d  by t h e  l o c a l  t a x  o f f i c e ,  t h e  l e g i s l a t i o n  

p r e s c r i b e d  a  bus iness t a x  (0.27 pe rcen t  o f  t h e  month ly  s a l e s  f i g u r e )  on a l l  

commercial and i n d u s t r i a l  es tab l i shments .  T h i s  t a x  i s  c o l l e c t e d  by t h e  t a x  



E x h i b i t  6.5.1. 
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c o l l e c t o r  a t  t h e  same t i m e  as o t h e r  n a t i o n a l  bus iness taxes  and t r a n s f e r r e d  

t o  a  l o c a l  account i n  t h e  n a t i o n a l  Treasury.  The r e s u l t  o f  t h i s  change has 

been t h e  c r e a t i o n  o f  a  resource  which much more c l o s e l y  r e f l e c t s  development 

a c t i v i t i e s  i n  t h e  m u n i c i p a l i t y ,  i s  s imp le r  f o r  t h e  m u n i c i p a l i t i e s  t o  c o l l e c t  

and i s  g e n e r a l l y  respons ive  t o  i n f l a t i o n .  It was observed by severa l  t a x  

c o l l e c t o r s  i n t e r v i e w e d  t h a t  t h i s  t a x  i s  becoming an i n c r e a s i n g l y  s i g n i f i c a n t  

1  oca l  resource. 

Because i t  i s  one o f  t h e  o l d e s t  and most impo r tan t  l o c a l  revenue 

sources, t h e  p r o p e r t y  t a x  remains a  p reoccupat ion  o f  l o c a l  a d m i n i s t r a t o r s .  

L e g i s l a t i o n  r e q u i r e s  t h a t  t h e  r e n t a l  va lue  o f  p r o p e r t i e s  ( r e s i d e n t i a l  ) be 

reva lued  every  t h r e e  years.  One t h i r d  o f  a1 1  e l  i g i b l e  s t r u c t u r e s  a r e  

genera l  l y  reva lued  every  yea r .  'The p r i n c i p a l  p rob le~ i i  i n  t h e  procedure i s  

t h e  l a c k  o f  d e t a i l e d  v a l u a t i o n  c r i t e r i a .  As a  r e s u l t  assessments a r e  o f t e n  

s u b j e c t i v e  and genera l  c r i t e r i a  vary  f r om c i t y  t o  c i t y .  There i s  a l s o  

d i f f i c u l i t y  i n  m a i n t a i n i n g  t h e  p r o p e r t y  t a x  r o l l .  A l though t h e  r o l l  must be 

updated and approved annua l l y  by t h e  M i n i s t r y  o f  Finance, t h e  l a c k  o f  c l e a r  

c r i t e r i a  r ega rd ing  e l i g i b l e  p r o p e r t i e s ,  t h e  l a c k  o f  p r o p e r l y  t r a i n e d  t a x  

o f f i c e  s t a f f  and t h e  manual method o f  m a i n t a i n i n g  records  makes t h e  annual 

process p a r t i c u l a r l y  time-consuming. Fol  l ow ing  t h e  e s t a b l  ishment o f  t h e  

r o l l ,  a  s e r i e s  o f  announcements ( e s t i m a t e  o f  t a x ,  convoca t ion  f o r  p r o t e s t  o f  

es t imate ,  and payment n o t i c e )  a r e  issued t o  p r o p e r t y  owners. A1 though t a x  

c o l l e c t o r s  have recourse  t o  p r o p e r t y  s e i z u r e  i n  case o f  nonpayment, 

n e g o t i a t i o n s  w i t h  d e l i q u e n t  taxpayers a r e  t h e  most common enforcement 

method. 



The problenis i n  p r o p e r t y  t a x  management a r e  p a r t i c u l a r l y  f e l t  a t  a  t i m e  

when r a p i d  growth o f  most T u n i s i a n  c i t i e s  demands expans ion o f  budgets.  The 

p r o p e r t y  t a x  remains v a s t l y  u n d e r u t i l  i zed ,  b u t  w i t h  t h e  p o s s i b i  1 i ty o f  

improvement i n  c o l  l e c t i o n  r e l a t i v e l y  easy. C u r r e n t l y ,  c o l  l e c t i o n s  a r e  o n l y  

about  40 pe rcen t  o f  t h e  p o t e n t i a l .  

The r e f o r m  of 1975 a l s o  changed t h e  d i s t r i b u t i o n  c r i t e r i a  o f  c e n t r a l  

government t r a n s f e r s  t o  l o c a l  government th rough  t h e  common fund. P r i o r  t o  

1975 t h e  fund was d i s t r i b u t e d  acco rd i ng  t o  p o p u l a t i o n  and t a x  e f f o r t .  Th i s  

c r i t e r i a  con ta i ned  an obv ious b i a s  towards l a r g e r  towns and w i t h  r e s i d e n t s  

who were more accustomed t o  t a x  exe rc i ses .  The new c r i t e r i a ,  however, w h i l e  

m a i n t a i n i n g  t h e  s t r o n g  w e i g h t i n g  towards p o p u l a t i o n  and t a x  e f f o r t  a l s o  have 

an earmarked p o r t i o n  which i s  d i s t r i b u t e d  even l y  t o  a l l  m u n i c i p a l i t i e s .  The 

o b j e c t i v e  o f  t h i s  r e a l l o c a t i o n  i s  t o  g i v e  t h e  s m a l l e r  m u n i c i p a l i t i e s  a  

g r e a t e r  o p e r a t i n g  base. As a  r e s u l t ,  t h e  common f u n d  may account  f o r  up t o  

80 pe rcen t  of l o c a l  budgets,  depending on t h e  s i z e  o f  t h e  town. 

A l l  mun i c i pa l  budgets a r e  prepared by t h e  mun i c i pa l  c o u n c i l  and 

rev iewed by t h e  M i n i s t r i e s  o f  I n t e r i o r  and Finance. For  t h e  s m a l l e r  towns, 

f i n a l  approva l  i s  g i v e n  a t  t h e  r e g i o n a l  l e v e l  w h i l e  f o r  t h e  l a r g e r  c i t i e s ,  

approva l  i s  g i v e n  by  t h e  M i n i s t r y  o f  I n t e r i o r .  

Se rv i ce  Responsibi  1  i t i e s  and Expendi tures 

As s t a t e d  e a r l i e r ,  most s e r v i c e s  i n  T u n i s i a  a r e  p rov i ded  e i t h e r  

d i r e c t l y  th rough  a  c e n t r a l  m i n i s t r y  o r  by p a r a s t a t a l  o r g a n i z a t i o n s .  

A l though  by  s t a t u t e ,  m u n i c i p a l i t i e s  can under take  t h e  f u l l  range of urban 

se rv i ces ,  i n  r e a l i t y  t h e y  p r o v i d e  few s e r v i c e s ,  o t h e r  than  those  which a r e  



n o t  p rov i ded  by o t h e r  l e v e l s  o f  government. E x h i b i t  6.5.2. i n d i c a t e s  t h e  

d i s t r i b u t i o n  o f  s e r v i c e  r e s p o n s i b i l i t i e s  f o r  urban p u b l i c  se r v i ces .  

The r e c e n t  t r e n d  i n  T u n i s i a  has been t o  c r e a t e  p a r a s t a t a l  o r g a n i z a t i o n s  

t o  p r o v i d e  urban s e r v i c e s  r a t h e r  t han  encourag ing and equ ipp ing  l o c a l  u n i t s  

t o  p r o v i d e  t h e  s e r v i c e s  themselves. Wh i le  some o f  t h e  p r i n c i p a l  u t i l  i t i e s ,  

wa te r  and e l e c t r i c i t y ,  f o r  example, have been i n  e x i s t e n c e  f o r  seve ra l  

decades, r e c e n t l y  c rea ted  p a r a s t a t a l  o r g a n i z a t i o n s  have been r e s p o n s i b l e  f o r  

s e r v i c e s  such as i n d u s t r i a l  and r e s i d e n t i a l  development and s a n i t a t i o n .  

T h i s  leaves  t h e  m u n i c i p a l i t i e s  t o  p r o v i d e  such s e r v i c e s  as parks  and 

r e c r e a t i o n ,  s o l  i d  waste c o l  l e c t i o n  and markets.  

Mun i c i pa l  expend i t u res  c o n s i s t  o f  two separa te  budgets:  one f o r  

o p e r a t i n g  expenses and t h e  o t h e r  f o r  c a p i t a l  expenses. E x h i b i t  6.5.3. 

i n d i c a t e s  t h e  r e l a t i v e  impor tance o f  s p e c i f i c  l i n e  i tems i n  t h e  o p e r a t i n g  

budget i n  1980. 

O f  t h e  s a l a r y  expense ca tegory ,  76 pe rcen t  i s  p a i d  t o  a  permanent pool  

o f  mun i c i pa l  l a b o r e r s ,  w h i l e  18 pe rcen t  i s  p a i d  t o  h i g h e r  l e v e l  s t a f f .  

It i s  n o t a b l e  t h a t  t h e r e  i s  a  d isc repancy  c o n t i n u o u s l y  between t h e  

proposed budget and t h e  a c t u a l  expend i tu res .  For  example, i n  1980 t h e  t o t a l  

proposed o p e r a t i n g  budget f i g u r e  f o r  a l l  m u n i c i p a l i t i e s  was 44.7 m i l l i o n  

d i na rs .  However, t h e  a c t u a l  expend i t u res  o n l y  r o s e  t o  40.9 m i l l i o n  d i n a r s .  

T h i s  i s  due t o  t h r e e  f a c t o r s :  d i f f i c u l t y  i n  p r o g r a m i n g  expend i t u res  so 

t h a t  t hey  occu r  i n  a  t i m e l y  manner, occass iona l  unde res t ima t i on  o f  revenues 

and f i n a l l y  a  d e l i b e r a t e  under-spending so t h a t  unused p o r t i o n s  o f  t h e  

budget may be t r a n s f e r e d  t o  t h e  c a p i t a l  budget t h e  f o l l o w i n g  year .  



E x h i b i t  6.5.2. 

Se rv i ce  Responsi b i  1  i t i e s  
P=Primary Responsi b i  1  i t y  S= Secondary R e s p o n s i b i l i t y  

Cen t ra l  P a r a s t a t a l  
Se rv i ce  M u n i c i p a l i t y  Govern~iien t Agency 

Water Supply 

E l e c t r i c i t y  

S a n i t a t i o n  

T r a n s p o r t a t i o n  

Telephone 

Educat ion 

H e a l t h  

Food Markets  

Re1 i gious  Bu i  1  d i ngs  

Housing 

Empl oymen t 

P l  ann i  ng 

Recrea t ion  

Emergency Serv ices  

S o l i d  Waste 



E x h i b i t  6.5.3. 

Debt S e r v i c e  

S a l a r i e s  and a l l owances  

Equipment and m a t e r i a l s  

S o c i a l  programs 

C o n t r i b u t i o n  t o  c a p i t a l  budget  

O t h e r  

Percentages 

1.2 

50.8 

22.0 

12.0 

13.0 

1 .o 



6.5.3.  Data Sources 

Background i n f o r m a t i o n  which l e d  t o  t h e  i d e n t i f i c a t i o n  o f  some o f  

t h e  case s tud ies  i n  T u n i s i a  was p rov ided  through m a t e r i a l s  and d i scuss ions  

w i t h  t h e  Urban P r o j e c t s  D i v i s i o n  and t h e  World Bank. More d e t a i l e d  

i n fo rma t i on  was ob ta ined  d u r i n g  a s i t e  v i s i t  t o  T u n i s i a  i n  March, 1982. 

Du r i ng  t h e  v i s i t ,  t h e  s tudy  team i n t e r v i e w e d  o f f i c i a l s  i n  t h e  m i n i s t r i e s  

most concerned w i t h  l o c a l  government management, a t  t h e  D i s t r i c t  o f  Tunis ,  

and i n  Sousse, Sfax and Tunis.  Where a v a i l a b l e ,  w r i t t e n  documentat ion 

p e r t a i n i n g  t o  l o c a l  government a f f a i r s  and t h e  s p e c i f i c  management 

techniques was obta ined.  

6.5.4. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

Sousse: Automation o f  Tax and Personnel Records 

The case o f  Sousse represen ts  t h e  a p p l i c a t i o n  o f  technology and 

improved management systems t o  render  more e f f i c i e n t  t h e  account ing,  

personnel and t a x  records  o f  t h e  c i t y .  A l though t h e  o r i g i n a l  impetus f o r  

t h e  change i n  management techniques arose o u t  o f  a personnel problem, i t  was 

q u i c k l y  demonstrated t h a t  t h e  s o l u t i o n  t o  one problem cou ld  a l s o  be a 

s o l u t i o n  t o  a number o f  o t h e r  mun ic ipa l  problems. 

Personnel records ,  p r i o r  t o  1977, were ma in ta ined  and processed 

manual ly  f o r  a1 1 790 town employees, whether temporary o r  permanent. I n  

a d d i t i o n ,  t h e  pay f u n c t i o n s  were n o t  c e n t r a l i z e d .  Each d i v i s i o n  w i t h i n  t h e  

town government was respons ib l e  f o r  i s s u i n g  a month ly  s a l a r y  check t o  each 

employee w i t h i n  t h a t  d i v i s i o n .  A separate check was g i ven  f o r  t h e  va r i ous  

accounts o r  al lowances which a p p l i e d  t o  each i n d i v i d u a l  - over t ime,  



hazardous pay, n i g h t t i m e  du ty ,  o r  r e t i r emen t .  I n  o r d e r  t o  produce checks by 

t he  s t a r t  o f  t h e  month, p rocess ing  o f  records  had t o  s t a r t  by t he  10 th  o f  

t h e  p rev ious  month. Personnel changes o r  v a r i a t i o n s  i n  i n d i v i d u a l s  hours 

due t o  s ickness o r  j o b  demands which occurred d u r i n g  t h e  i n t e r v e n i n g  t ime  

cou ld  n o t  be r e f l e c t e d  i n  t he  p a y r o l l .  I n d i v i d u a l  personnel h i s t o r i e s  were 

r a r e l y  ma in ta ined  by t he  i n d i v i d u a l  d i v i s i o n s  n o t  t o  ment ion by any c e n t r a l  

se rv i ce .  The r e s u l t s  o f  t h e  manual a d m i n i s t r a t i o n  o f  t h i s  complex pay 

system were f r e q u e n t  de lays i n  p rocess ing  month ly  checks and cons iderab le  

inaccuracy  i n c l u d i n g  d u p l i c a t e  payments o r  payments t o  f i c t i t i o u s  employees. 

A se r i ous  problem developed i n  1977 d u r i n g  Ramadan when t h e  town 

workers had n o t  been i ssued  t h e i r  checks by t h e  10 th  of t h e  month. 

Considerable worker  u n r e s t  r esu l t ed .  Soon a f t e r ,  t h e  town f i n a n c e  committee 

began t o  s tudy  a l t e r n a t e  ways f o r  s t r e a m l i n i n g  t h e  p a y r o l l  system. The 

purchase o f  a  smal l  computer o r  automated records  system was seen as t h e  

most s u i t a b l e  s o l u t i o n .  Dur ing  t h e  n e x t  f i s c a l  y e a r  a  reques t  was made t o  

t h e  M i n i s t r y  o f  Finance f o r  14,000 DT(28,OOO U.S. do1 l a r s )  f o r  t h e  purchase 

o f  t h i s  equipment and t r a i n i n g  o f  town s t a f f .  The i n i t i a l  r eques t  t o  t h e  

M i n i s t r y ,  however, was t u rned  down f o r  a t  t h a t  p o i n t  a  more c e n t r a l i z e d  

computer ized system l oca ted  i n  Tunis  was envisaged by t h e  n a t i o n a l  

government. 

Soon a f t e r  however, a  new dynamic sec re ta r y  genera l  began s e r v i c e  i n  

Sousse. Because o f  h i s  p r i o r  exper ience i n  t h e  M i n i s t r y  o f  I n t e r i o r  and h i s  

t r a i n i n g  i n  computer a p p l i c a t i o n s ,  t he  Secre ta ry  General was a b l e  t o  s tudy 

t h e  i n f o r m a t i o n  needs o f  t h e  c i t y  which were most adap tab le  t o  

computer i za t ion  and then  t o  conv ince t he  M i n i s t r y  o f  t h e  need f o r  t h e  



proposed system. I n  o r d e r  t o  maximize t h e  b e n e f i t s  o f  i n s t a l l i n g  a  computer 

t h e  p r o p e r t y  t a x  a l s o  became a  t a r g e t  f o r  computer i za t ion .  

As d iscussed  e a r l i e r ,  t h e  p r o p e r t y  t ax ,  based on r e n t a l  va lue,  i s  one 

of t h e  most impo r tan t  l o c a l  t a x  resources y e t  i t  i s  cumbersome f o r  a  l o c a l  

s t a f f  t o  manage e f f i c i e n t l y .  I n  Sousse, approx imate ly  25,000 n o t i c e s  f o r  

i n d i v i d u a l  p r o p e r t y  taxes a r e  i ssued  annua l l y .  Because each p r o p e r t y  

r ece i ves  a  s e r i e s  of n o t i c e s  a  l o n g  n o t i f i c a t i o n  process i s  necessary.  The 

f i r s t  n o t i c e  in fo rms t h e  p r o p e r t y  owner o f  t h e  es t imated  t a x  on h i s  

p a r t i c u l a r  p rope r t y .  Subsequently, a  second n o t i c e  i s  i s sued  i n f o r m i n g  t h e  

owner o f  h i s  r i g h t  t o  p r o t e s t  t h e  assessment. Ten t o  f i f t e e n  pe rcen t  o f  a l l  

n o t i f i c a t i o n s  a r e  p ro tes ted .  Th i rd ,  a  payment n o t i c e  i n fo rms  t h e  owner o f  

t h e  amount owed and t h e  p l ace  o f  payment. F i n a l l y ,  subsequent f o l l ow -up  

n o t i c e s  a r e  i ssued  i n  case of d e l i n q u e n t  payment. 

The town s t a f f  o f  Sousse es t imated  t h a t  s imp l y  t o  i s s u e  manual ly  t h e  

t i r s t  t h r e e  n o t i c e s  r e q u i r e d  a t  l e a s t  s i x  months. I n  a d d i t i o n ,  i t  sometimes 

t ook  up t o  18 months between t h e  f i r s t  n o t i c e  and f i n a l  c o l l e c t i o n  o f  t h e  

p r o p e r t y  t a x .  As a  r e s u l t ,  t a x  c o l l e c t i o n s  were always i n  a r r e a r s  and 

maintenance o f  adequate records  o f  t h e  va r i ous  n o t i c e s  and subsequent 

payment o r  nonpayment was d i f f i c u l t .  The town s t a f f ,  t h e r e f o r e ,  worked 

more on t h e  r e q u i r e d  assessment procedure and t h e  subsequent n o t i f i c a t i o n  

r a t h e r  than  t h e  f i e l d  con tac t s  which a r e  e s s e n t i a l  t o  t h e  c o l l e c t i o n  

process. It was c l e a r  t o  those  i n v o l v e d  i n  town f i nances  t h a t  t h e  p o t e n t i a l  

f o r  improved c o l l e c t i o n  o f  t h e  p r o p e r t y  t a x  i n  Sousse was ve ry  g rea t .  

Wi th  these  p a r t i c u l a r  p a y r o l l  and t a x  problems i n  mind t h e  town 

a d m i n i s t r a t i o n  began t o  conceptual  i z e  a  new management system which would 



improve t h e  e f f i c i e n c y  o f  t h e  two systems. A p r i n c i p a l  f a c t o r  i n  t h e  des ign  

o f  t h e  improved system was t h e  d e c i s i o n  t o  s t a r t  w i t h  a r e l a t i v e l y  smal l  

system which cou ld  accompl ish a few h i g h - p r i o r i t y  t asks  and which c o u l d  be 

en la rged  l a t e r ,  b u i l d i n g  on e x i s t i n g  exper ience.  Because o f  t h e  

i nexpe r i ence  o f  town s t a f f  and decis ionmakers w i t h  automated systems, t h e  

demonstrat ion va lue  o f  t h e  f i r s t  a p p l i c a t i o n s  was impor tan t .  A smal l  system 

would have t h e  advantage of be ing  r e a d i l y  operated by l o c a l  s t a f f ;  t h e  

a d m i n i s t r a t i o n  dec ided t h a t  i t  was more impo r tan t  t o  upgrade t h e  s k i l l s  o f  

e x i s t i n g  mun i c i pa l  s t a f f  r a t h e r  than  r e c r u i t  new s p e c i a l i s t s .  A f t e r  

examining o t h e r  bus iness computers i n  t h e  reg ion ,  t h e  s t a f f  dec ided t o  

purchase a Burroughs B-90. Other  p r i v a t e  f i r m s  a l r e a d y  had s i m i l a r  machines 

i n  t h e  Sousse r e g i o n  and, t h e r e f o r e ,  i t  was hoped t h a t  t h e r e  would be fewer  

maintenance problems and t h a t  i n  t h e  even t  o f  a breakdown, t h e  records  cou ld  

be processed on ano ther  machine. S p e c i f i c  computer programs f o r  t h e  Sousse 

a p p l i c a t i o n s  were w r i t t e n  by computer s p e c i a l i s t s  a t  t h e  Na t i ona l  Computer 

Center i n  Tunis  and l o c a l  s t a f f  members were se lec ted  f o r  t r a i n i n g  a t  t h e  

Center.  

I n  a d d i t i o n  t o  t h e  equipment, a c e n t r a l  Personnel Department was 

c rea ted  t o  manage a l l  personnel records  and f i n a n c i a l  account ing.  I n  t h i s  

process s a l a r y  bases were s tandard ized  f o r  a l l  town employees and a s i n g l e  

l i s t  o f  employees was generated. Personnel h i s t o r i e s  o f  a l l  err~ployees a r e  

ma in ta ined  by t h e  new department a l l o w i n g  t h e  c i t y  t o  mon i t o r  t h e  acc rua l  o f  

s i c k  l eave  and a l l  o t h e r  t ime  ca tego r i es  and t o  a v o i d  d u p l i c a t e  o r  

f i c t i t i o u s  r e g i s t r a t i o n  o f  employees. Through t h e  automated system 



up- to-date personnel i n f o r m a t i o n  can be pub l i shed  as each month ly  p a y r o l l  i s  

devel  oped. 

Aside from g r e a t e r  accuracy, one o f  t h e  p r i n c i p a l  b e n e f i t s  o f  t h e  

automated system i s  t h e  speed w i t h  which t h e  p a y r o l l  i s  prepared and checks 

i ssued  t o  employees. Rather  t han  t h e  t h r e e  weeks r e q u i r e d  f o r  a  manual 

p repa ra t i on ,  t h e  p a y r o l l  i s  now prepared i n  two days. The p a y r o l l  o u t l a y s ,  

a r e  processed t o  t h e  account ing  department so t h a t  t h e  c i t y ' s  cash f l o w  

p o s i t i o n  i s  known immediate ly .  

P rope r t y  t a x  records  a re  ma in ta ined  i n  a  two phased f i l i n g  system, t h e  

c o n t a c t  f i l e  and computer ized f i l e .  A c o n t a c t  f i l e ,  prepared by t h e  t a x  

c o l l e c t o r s  s t a f f  a f t e r  s i t e  v i s i t s ,  con ta ins  background i n f o r m a t i o n  about  

each p rope r t y .  A t  t h i s  p o i n t ,  t h e  b a s i s  f o r  t h e  f i l e s  i s  o n l y  numer ica l  as 

a  c a d a s t r a l  survey has n o t  been completed i n  Sousse. The key v a r i a b l e s  f rom 

t h e  c o n t a c t  f i l e  a r e  f e d  i n t o  t h e  computer ized f i l e  f o r  t h e  p r e p a r a t i o n  o f  

t a x  b i l l s  and no t i ces .  Wi th  one machine o p e r a t o r  r ead ing  t h e  updated 

c o n t a c t  f i l e s ,  t h e  p r e p a r a t i o n  o f  t a x  n o t i c e s  now o n l y  r e q u i r e s  one and a  

h a l f  months. The n o t i c e s  resemble t h e  computer ized b i l l s  o f  u t i l i t y  

companies which t h e  l o c a l  c i t i z e n s  recogn ize  and pay r e a d i l y .  Wi th  reduced 

t i m e  f o r  process ing,  t h e  t a x  c o l l e c t o r ' s  s t a f f  i s  a b l e  t o  devote more t i m e  

t o  t h e  n e g o t i a t i o n s  w i t h  taxpayers which a r e  o f t e n  necessary f o r  c o l l e c t i o n .  

The improvement i n  c o l l e c t i o n s  s i n c e  t h e  i n t r o d u c t i o n  o f  t h e  new system 

i s  obvious. P rev ious l y ,  t h e  c o l l e c t i o n  r a t e  was approx imate ly  40 pe rcen t  of 

t h e  va lue  of t h e  p r o p e r t y  n o t i c e s .  C u r r e n t l y ,  however t h e  r a t e  has 

inc reased  t o  60 o r  70 percent .  Sousse's percentage of d i r e c t  taxes  as p a r t  



o f  a l l  revenues i s  h i g h e r  t han  most o t h e r  T u n i s i a n  c i t i e s  r e f l e c t i n g ,  i n  

l a r g e  p a r t ,  t h e  improved c o l l e c t i o n  p r o p e r t y  t a x  system. 

Due t o  t h e  improved t a x  c o l l e c t i o n  and inc reased  e f f i c i e n c y  o f  

personnel  management, t h e  c i t y ' s  inves tment  i n  hardware and t r a i n i n g  was 

p a i d  back w i t h i n  t h r e e  years .  I n  a d d i t i o n ,  t h e  modest i n i t i a l  exper ience  

w i t h  automated systems has prompted t h e  town s t a f f  and c o u n c i l  t o  s tudy  

o t h e r  i n f o r m a t i o n  needs which c o u l d  be computer ized, i n c l u d i n g  c i v i l  records  

( b i r t h ,  death,  ma r r i age ) ,  e l e c t i o n  r o l l s ,  mun i c i pa l  p r o p e r t y  and equipment 

i n v e n t o r i e s .  

Sfax:  Low Income Housing 

The p r o v i s i o n  o f  l ow income hous ing i s  a  component o f  t h e  Wor ld  Bank 's  

second urban p r o j e c t  i n  Tun i s i a .  I n  a d d i t i o n  t o  a c t i v i t i e s  i n  Tun is  and t h e  

D i s t r i c t  of Tunis ,  t h e  p r o j e c t  i s  f und ing  slum upgrad ing,  low income s i t e s  

and s e r v i c e s ,  sma l l  s c a l e  e n t e r p r i s e  development and t r a f f i c  improvements i n  

Sfax.  Th i s  p o r t i o n  o f  t h e  l o a n  i s  managed by t h e  Caisse de P r e t s  e t  de 

Sou t ien  des C o l l e c t i v i t e s  Locales (Loca l  Government Loan and Suppor t  Bank) 

w i t h  t e c h n i c a l  c o o r d i n a t i o n  and s u p e r v i s i o n  by t h e  M i n i s t r y  o f  I n t e r i o r .  

The ons i  t e  work i s  superv ised  by personnel  o f  t h e  c i t y .  The t e c h n i c a l  s t a f f  

o f  t h e  town a r e  r espons ib l e  f o r  c o o r d i n a t i n g  a c t i v i t i e s  of p a r t i c i p a t i n g  

mun i c i pa l  and n a t i o n a l  agencies,  hous ing a l l o c a t i o n  and s u p e r v i s i o n  o f  t h e  

i n s t a l l a t i o n  o f  t h e  i n f r a s t r u c t u r e .  The c o s t  o f  t h e  s i t e s  and s e r v i c e s  

programs i n  two neighborhoods p r o j e c t e d  t o  be 1,990,000 DT ( T u n i s i a n  

d i n a r s ) .  O f  p a r t i c u l a r  i n t e r e s t  t o  t h e  case s tudy  team was t h e  development 

of t h e  f i r s t  s i t e s  and s e r v i c e s  p r o j e c t  i n  Cimer Sud, and p a r t i c u l a r l y  t h e  

s e l f - h e l p  method of hous ing c o n s t r u c t i o n .  



The development o f  Cimer Sud c o n s i s t s  o f  t h e  purchase and t i t l e  

c lea rance  o f  150,000 square meters  o f  l a n d  on which approx imate ly  1,000 l o t s  

f o r  r e s i d e n t i a l  development and a  smal l  number o f  workshops. The e n t i r e  

area w i l l  be s e r v i c e d  w i t h  b a s i c  urban i n f r a s t r u c t u r e  (wa te r ,  e l e c t r i c i t y ,  

sewerage, roads and a  p r ima ry  schoo l ) ,  t h e  c o s t s  o f  which w i l l  be recovered 

th rough  t h e  purchase p r i c e  of t h e  l o t .  The cos t s  w i l l  be r e p a i d  a t  6.5 

percen t  i n t e r e s t  ove r  t e n  years .  Whi le  t h e  m a j o r i t y  o f  l o t s  wi  11 be s o l d  

w i t h o u t  hous ing c o n s t r u c t i o n ,  about  40 percen t  w i l l  be equipped w i t h  a  co re  

house f o r  f u r t h e r  development by t h e  b e n e f i c i a r i e s .  The co re  c o n s i s t s  o f  a  

pe r ime te r  w a l l ,  b a s i c  l i v i n g  space and an a b l u t i o n  u n i t ,  c o s t i n g  

approx imate ly  2,400 DT f o r  t h e  t o t a l  l o t .  

To those  buyers  purchas ing  a  bare  l o t ,  a  500 d i n a r  c o n s t r u c t i o n  l o a n  

would be made a v a i l a b l e .  To those  purchas ing  a  co re  house, a  250 d i n a r  l o a n  

would be a v a i l a b l e .  The town s t a f f  makes a v a i l a b l e  t o  p r o j e c t  b e n e f i c i a r i e s  

p l ans  f o r  new houses and expans ion o f  t h e  co re  u n i t  and g i v e s  t e c h n i c a l  

adv i ce  as needed. However, b e n e f i c i a r i e s  a re  r e s p o n s i b l e  f o r  o b t a i n i n g  

b u i l d i n g  m a t e r i a l s  on t h e i r  own and f o r  secu r i ng  whatever s k i l l e d  workers  

a r e  needed. 

The f i r s t  l o t s  a l l o c a t e d  t o  low income r e s i d e n t s  were made a v a i l a b l e  t o  

those  f a m i l i e s  r e l o c a t e d  f r om upgrad ing  p r o j e c t s  where home d e m o l i t i o n  was 

necessary.  A t  t h e  t i m e  o f  t h e  case s tudy,  25 o f  these  f a m i l i e s  had 

purchased a  co re  u n i t  and were comple t ing  c o n s t r u c t i o n  o f  a  more e l a b o r a t e  

house. From t h e  e a r l y  r e s u l t s ,  b e n e f i c i a r i e s  were moving immed ia te ly  t o  

complete t h e i r  houses commi t t i ng  t h e i r  own t i m e  on t h e  weekends and 

employ ing s k i 1  l e d  workers  as necessary.  C o n s t r u c t i o n  m a t e r i a l s  



were ob ta i ned  th rough  l o c a l  s t o r e s  by r e q u i s i t i o n s  f r om  t h e  town. The 

p r o j e c t  s t a f f  es t ima ted  t h a t  homes cons t ruc ted  t h i s  way would be 

s i g n i f i c a n t l y  cheaper t han  homes b u i  1  t th rough  t h e  normal c o n t r a c t i n g  

process. I n  a d d i t i o n ,  t h e  town s t a f f  r e a l i z e d  t h a t  b u i l d i n g  t h e  co re  u n i t  

o u t  o f  poured conc re te  would be 35 pe rcen t  cheaper t han  b u i l d i n g  o u t  o f  

conc re te  b locks .  I n  t h e  f u t u r e  co re  houses w i l l  be b u i l t  i n  t h i s  way i n  

o r d e r  t o  reduce c o s t  t o  t h e  b e n e f i c i a r i e s .  

Because of t h e  l a r g e  denland f o r  low income housing, t h e  town s t a f f  

r e a l i z e d  t h e  need t o  develop o b j e c t i v e  c r i t e r i a  t o  s e l e c t  b e n e f i c i a r i e s  f o r  

t h e  p r o j e c t .  An i n t e r v i e w  form t o  be processed by town case workers  has 

been developed f o r  r e c o r d i n g  t h e  c r i t i c a l  f a c t o r s  i n  s e l e c t i n g  candidates.  

The f a c t o r s  i n c l u d e  age o f  t h e  head-of-household,  f a m i l y  s t a t u s ,  number of 

c h i  1  dren , c u r r e n t  hous ing c o n d i t i o n  ( r e n t e r  versus owner), p ro fess i on ,  and 

s a l a r y  l e v e l  and o p i n i o n  o f  neighborhood and town a u t h o r i t i e s .  These 

c r i t e r i a  were ass igned a  we igh t  and a  r a n k i n g  procedure was e s t a b l i s h e d  f o r  

responses. The i n i t i a l  3,500 reques ts  f o r  l o t s  were screened and processed 

by computer and 1,800 f a m i l i e s  were s e l e c t e d  as b e n e f i c i a r i e s  i n  t h e  hous ing 

program. 

Sfax:  Management o f  F r u i t  and Vegetable Wholesale Market  

To promote t h e  p u b l i c  w e l f a r e ,  T u n i s i a n  c i t i e s  a r e  r e s p o n s i b l e  f o r  

assu r i ng  t h e  d i s t r i b u t i o n  of food  t o  t h e  urban popu la t i on .  Th i s  i s  

f u l f i l  1  ed th rough  t h e  c o n s t r u c t i o n  and t h e  management o f  who lesa le  and 

r e t a i l  markets .  A1 though t h i s  s e r v i c e  promotes mun i c i pa l  we l f a re ,  i t  i s  

a l s o  an a rea  i n  which p a r t i c u l a r l y  e f f i c i e n t  management o f  t h e  markets  can 



assure t h e  town of a d d i t i o n a l  revenue. There fo re ,  mun i c i pa l  management 

c a p a b i l i t i e s  a r e  impo r tan t .  

Sfax has r e c e n t l y  completed a  l a r g e  new complex f o r  f r u i t  and vege tab le  

who lesa l ing .  A l though t h e  town has cons t ruc ted  t h e  b u i l d i n g s ,  management o f  

t h e  markets i s  t h e  r e s p o n s i b i l i t y  o f  i n d i v i d u a l s  o r  coopera t i ves  under  

c o n t r a c t  t o  t h e  town. Every y e a r  t h e  m u n i c i p a l i t y  c rea tes  a  scope o f  work 

f o r  t h e  management o f  t h e  market  and t h e  c o l l e c t i o n  o f  market  fees.  The 

terms of re ference i n c o r p o r a t e  s tandard ized  management r egu l  a t i o n s  . B ids  

f o r  p e r s p e c t i v e  managers o r  "commissioners" a r e  cons idered  on t h e  b a s i s  o f  

t h e  volume of a c t i v i t y  and t h e  fees which a r e  d e r i v e d  t he re f rom f o r  t h e  

coming year .  Annual l y  Sfax c u r r e n t l y  accepts 13 commissioners t o  manage t h e  

market. Because t h e  c o m i s s i o n e r s  r e c e i v e  a  f e e  as a  percentage o f  gross 

sa les  f o r  which they  a r e  respons ib l e ,  t h e r e  i s  a  b u i l t - i n  i n c e n t i v e  f o r  t h e  

cornniissioners t o  promote as much bus iness as poss ib l e .  I n  f a c t ,  successful  

commissioners a r e  known f o r  r e c r u i t i n g  farmers t o  s e l l  a t  t h e  wholesale 

market.  

Each fa rmer  o r  coope ra t i ve  pays two s e t s  of f ees  f o r  t h e  management of 

t h e  wholesale market.  Four pe rcen t  o f  a1 1  sa les  a re  c o l l e c t e d  by t h e  

m u n i c i p a l i t y  t o  cover  t h e  o p e r a t i n g  expenses o f  park ing ,  s torage,  and t h e  

p r i c e  announcers i n  t h e  market.  An a d d i t i o n a l  f o u r  pe rcen t  i s  p a i d  t o  each 

commissioner th rough  whom sa les  a re  made. Each commissioner i n  t u r n  g i ves  

one pe rcen t  o f  t h e  farmers sa les  t o  t h e  town as h i s  f e e  and keeps t h e  

remain ing t h r e e  percent .  The fees a r e  f i x e d  by t h e  n a t i o n a l  government. 

I n  1979 63,000 tons  o f  f r u i t  and vegetables were s o l d  i n  t h e  Sfax 

wholesale market,  cornpared t o  54,000 tons  s o l d  i n  1977. 'The t o t a l  va lue  of 



sa les  f o r  t h e  wholesale market i n  1979 amounted t o  6.6 m i l  1  i o n  d i n a r s .  The 

va lue  o f  t h e  t o t a l  earn ings  by t h e  commissioners amounted t o  265,374 d ina rs .  

Th i s  r e s u l t e d  i n  approximate earn ings  by t h e  town o f  320,000 d ina rs .  I n  

terms o f  importance of a  revenue source, t h i s  corresponds t o  approx imate ly  

s l i g h t l y  l e s s  than  50 percen t  o f  t h e  va lue  o f  t h e  l o c a l  p r o p e r t y  t ax .  It i s  

r e p o r t e d  some producers avo id  t h e  wholesale market  because o f  t r a n s p o r t a t i o n  

d i f f i c u l  t i e s  and p o t e n t i a l  h i ghe r  p r i c e s  e l  sewhere. However, t h e  mun i c i pa l  

market  remains t h e  p r i n c i p a l  wholesale o u t l e t .  

A l though t h e  number o f  commissioners has inc reased  r a p i d l y  i n  t h e  l a s t  

few years ,  t h e  volume o f  sa les  i n  t h e  wholesale market  has a l s o  inc reased  

thereby  a l l o w i n g  t h e  shares o f  each commissioner t o  remain s tab le .  A r ecen t  

s tudy  f o r  t h e  town o f  Sfax recommended t h a t  as t h e  c u r r e n t  complex i s  

completed and a d d i t i o n a l  warehouse space i s  a v a i l a b l e ,  t h e  number of 

commissioners be en la rged  f r om t h e  p resen t  13 t o  20. 

D i s t r i c t  o f  Tun is :  Sol i d  Waste C o l l e c t i o n  

The r e g i o n a l  c o n s o l i d a t i o n  o f  s o l i d  waste c o l l e c t i o n  and d i sposa l  i s  a 

component o f  t h e  World Bank's Second Urban P r a j e c t  i n  T u n i s i a .  The key. 

i n s t i t u t i o n  i n  t h i s  a c t i v i t y  i s  t h e  D i s t r i c t  o f  Tunis,  a  p l ann ing  and 

c o o r d i n a t i o n  agency comprised o f  t h e  C i t y  o f  Tunis  and 12 ad jacen t  towns. 

The D i s t r i c t  was o f f i c i a l l y  e s t a b l i s h e d  i n  1972 w i t h  t h e  goal  o f  p r o v i d i n g  

t e c h n i c a l  suppor t  i n  s o l v i n g  r e g i o n a l  problems i n  t h e  Tun is  area. Examples 

o f  t h e i r  r ecen t  s t u d i e s  have i nc l uded  a  t r a f f i c  s tudy  f o r  t h e  City of Tunis,  

a  r e g i o n a l  development master  p l a n  and an a d m i n i s t r a t i v e  gu ide  f o r  c i t i e s .  

To t h i s  p o i n t ,  t h e  D i s t r i c t ' s  s t a f f  has p layed a  r o l e  o f  t e c h n i c a l  adv i so rs  



i n  deve lop ing  p lann ing  s tud ies  f o r  t h e  development o f  t h e  D i s t r i c t  and has 

n o t  been i n v o l v e d  i n  t h e  a c t u a l  implementat ion o f  p r o j e c t s .  

The growing importance of t h e  problems o f  so l  i d  waste co l  l e c t i o n  and 

d isposa l  has been perce ived  by bo th  mun ic i pa l ,  d i s t r i c t  and n a t i o n a l  

government agencies and has been t h e  s u b j e c t  o f  conferences and seminars. 

By s t a t u t e ,  t h e  r e s p o n s i b i l i t y  f o r  s o l i d  waste c o l l e c t i o n  has been delegated 

t o  t h e  mun ic ipa l  i t i e s .  A1 though each town has exerc ised  t h i s  r e s p o n s i b i l i t y  

through ' i t s  own town s t a f f ,  they have exper ienced cons iderab le  d i f f i c u l t i e s  

i n  m a i n t a i n i n g  adequate c o l l e c t i o n  equipment and f i n d i n g  adequate d i sposa l  

s i t e s  f o r  s o l i d  waste. As a r e s u l t ,  d isposa l  s i t e s  have o f t e n  been chosen 

on an ad hoc bas i s  w i t h o u t  due regard  t o  t h e  env i ronmenta l  hazards which 

improper d i sposa l  c rea tes .  Household wastes, dead animals,  and o t h e r  

i n d u s t r i a l  wastes, were o f ten  s imp ly  d isposed of i n  open f i e l d s  c r e a t i n g  

severe problems w i t h  p o l l u t e d  r u n o f f  and o t h e r  p u b l i c  h e a l t h  hazards. The 

m a j o r i t y  o f  s o l i d  waste was s imp ly  disposed o f  i n  i l l e g a l  dumps. 

The D i s t r i c t  con t rac ted  a s tudy o f  t h e  s o l i d  waste d isposa l  system i n  

1976 i n  an a t tempt  t o  s o l v e  t h e  growing problem. The s tudy  i n d i c a t e d  t h a t  

t h e  c o l l e c t i o n  a t  t h e  mun ic ipa l  l e v e l  , a1 though adequate, cou ld  be improved 

and t h a t  t h e  ma jo r  problem was t h a t  o f  r e g i o n a l  d i sposa l  o f  s o l i d  waste. 

The s tudy considered t h r e e  p o s s i b l e  s o l u t i o n s :  ( a )  i n c i n e r a t i o n  - 
considered a f a r  t oo  expensive s o l u t i o n ,  ( b )  composting - a v i a b l e ,  low-cos t  

s o l u t i o n  o f  t h e  l a r g e l y  o rgan ic  household waste i n  t h e  D i s t r i c t ,  b u t  which 

would r e q u i r e  cons iderab le  educat ion o f  p o t e n t i a l  users f o r  i t  t o  be 

s u c c e s s f u l l y  commercial ized, and ( c )  l a n d f i l l  s  - considered t h e  most 

app rop r i a te  s h o r t  and mid- term s o l u t i o n .  Subsequent s t u d i e s  by t he  D i s t r i c t  



and consul  t a n t s  cons ide r i ng  p o t e n t i  a1 d i sposa l  s i t e s  determined t h a t  because 

o f  s o i l  c o n d i t i o n s  and ground wa te r  l e v e l s  o n l y  two l a r g e - s c a l e  permanent 

l a n d f i l l s  cou ld  be considered. A  t h i r d  p o t e n t i a l  s i t e ,  a l t hough  o f  marg ina l  

s u i t a b i l i t y  was i d e n t i f i e d  i n  case an a d d i t i o n a l  s i t e  was needed. The l a c k  

of s u i t a b l e  d i sposa l  s i t e s  r e i n f o r c e d  t h e  need f o r  a  r e g i o n a l  system o f  

d i sposa l  . 
Subsequent s t u d i e s  were concerned w i t h  t h e  equipment needs f o r  adequate 

c o l l e c t i o n  and d i sposa l ,  t h e  arrangement o f  c i t i e s  which would be served by 

each l a n d f i l l ,  and t h e  va r i ous  management s t r u c t u r e s  t o  oversee t h e  

c o l l e c t i o n  and d i sposa l  o f  s o l i d  wastes i n  t h e  D i s t r i c t .  The 

s e c t o r / s t r u c t u r e  cons ide ra t i ons  ranged f rom a  u n i t a r y  system i n  which a  

s i n g l e  o r g a n i z a t i o n  would be respons ib l e  f o r  t h e  c o l l e c t i o n  and d i sposa l  

th roughout  t h e  D i s t r i c t  w i t h  no r e s p o n s i b i l i t y  exe rc i sed  by t h e  towns, t o  

severa l  separated a l t e r n a t i v e s  i n  which t h e  towns would be r e s p o n s i b l e  f o r  

c o l l e c t i o n  of s o l i d  wastes which would be t r a n s p o r t e d  e i t h e r  d i r e c t l y  by t h e  

town o r  th rough  a  s e r i e s  o f  t r a n s f e r  p o i n t s  t o  a  r e g i o n a l l y  managed 

l a n d f i l l .  I n  o r d e r  t o  s t r eng then  e x i s t i n g  i n s t i t u t i o n s  i t  was dec ided t o  

m a i n t a i n  t h e  mun i c i pa l  r e s p o n s i b i l i t y  f o r  t h e  c o l l e c t i o n  o f  s o l i d  waste 

w h i l e  e s t a b l i s h i n g  a  r e g i o n a l  a u t h o r i t y  t o  manage t h e  two l a n d f i l l s .  

A t  t h e  t i m e  o f  t h e  case s tudy ,  t h e  Tun i s i an  government had requested 

t h a t  t h e  D i s t r i c t  s t a f f  be respons ib l e  f o r  t h e  management o f  t h e  l a n d f i l l s .  

A l though t h i s  would i n v o l v e  them i n  t h e  ope ra t i ons  o f  a  p r o j e c t ,  a  new r o l e  

f o r  t h e  D i s t r i c t  as an o r g a n i z a t i o n ,  i t  i s  an i n s t i t u t i o n  which i s  aware o f  

t h e  mun i c i pa l  a c t i v i t i e s  and which i s  f a m i l i a r  w i t h  t h e  e v o l u t i o n  o f  t h e  

s o l i d  waste p r o j e c t .  It i s  p o s s i b l e  t h a t  as s o l i d  waste management evo lves  



b o t h  r e g i o n a l l y  and n a t i o n a l l y  and a  number o f  o t h e r  problems a r e  t r e a t e d  

(e.  g  . , s l  udge management, commercial i z a t i o n  o f  compost, t o x i c  waste 

management), a  d i f f e r e n t  management s t r u c t u r e  w i  11 be requ i r ed .  

The f i n a n c i n g  o f  t h e  d i sposa l  system has a l s o  represen ted  an a t t e m p t  by 

t h e  c e n t r a l  government t o  r e i n f o r c e  t h e  r e s p o n s i b i l i t i e s  o f  t h e  

m u n i c i p a l i t i e s .  A l though  i n i t i a l l y  seve ra l  s p e c i a l l y - c r e a t e d  f e e  o r  t a x  

systems were cons idered,  t h e  M i n i s t r y  o f  I n t e r i o r  r e j e c t e d  t h e  c r e a t i o n  o f  a  

new t a x i n g  system, a r g u i n g  t h a t  s u f f i c i e n t  t a x  resources  a r e  a v a i l a b l e  t o  

t h e  mun i c i pa l  governments. Rather  than  c r e a t e  new f u n d i n g  systems, t h e  

M i n i s t r y  i n d i c a t e d  t h a t  i t  would be more d e s i r a b l e  t o  improve t h e  e f f i c i e n c y  

o f  c o l l e c t i o n  o f  t h e  e x i s t i n g  taxes .  As a  r e s u l t ,  mun i c i pa l  c o n t r i b u t i o n s  

t o  t h e  d i s p o s a l  o p e r a t i o n s  w i l l  be made th rough  t h e i r  p o r t i o n  o f  t h e  common 

fund, t h e  p r i n c i p a l  c e n t r a l  government t r a n s f e r  t o  m u n i c i p a l i t i e s  as 

desc r i bed  p r e v i o u s l y .  A  p o r t i o n  o f  t h e  funds which would n o r m a l l y  be 

r e c e i v e d  f r o m  t h e  c e n t r a l  government would i n s t e a d  be t r a n s f e r r e d  t o  t h e  

management a u t h o r i t y .  A t  t h e  t i m e  o f  t h e  case s tudy,  i t  had n o t  y e t  been 

dec ided whether  mun i c i pa l  shares would be p r o r a t e d  by  p o p u l a t i o n ,  revenue, 

o r  amount o f  garbage generated.  Should t h e  mun i c i pa l  governments w ish  t o  

improve t h e i r  f i n a n c i a l  p o s i t i o n  because o f  t h e  channe l i ng  o f  a  p o r t i o n  o f  

t h e i r  normal revenues t o  t h e  d i sposa l  system, i t  w i l l  be t h e i r  

r e s p o n s i b i  1  i ty t o  improve t h e i r  c o l  l e c t i o n  o f  e x i s t i n g  taxes ,  p a r t i c u l a r l y  

t h e  p r o p e r t y  t a x .  

The development o f  t h e  s o l i d  waste c o l l e c t i o n  and d i sposa l  system i n  

t h e  D i s t r i c t  o f  Tun is  i s  a  response t o  a  t y p i c a l  urban development problem. 

It i s  no tewor thy  t h a t  t h e  s o l u t i o n  env i s i oned  a t  t h i s  p o i n t  works th rough  an 



e x i s t i n g  i n s t i t u t i o n ,  a1 though t h a t  i n s t i t u t i o n  ( t h e  D i s t r i c t  o f  Tun i s )  i s  

n o t  exper ienced i n  p r o j e c t  ope ra t i ons .  T h i s  s o l u t i o n  i s  somewhat c o n t r a r y  

t o  many o t h e r  s o l u t i o n s  t o  urban developmental  problems i n  which t h e  

government has chosen t o  c r e a t e  a  p a r a s t a t a l  agency t o  assume a l l  

r e s p o n s i b i l i t y  f o r  s e r v i c e  d e l i v e r y .  The t e c h n i c a l  s t a f f  o f  t h e  D i s t r i c t  

has proven t o  be a  h i g h l y  competent body t o  cons ide r  t h e  v a r i o u s  t e c h n i c a l  

aspec ts  o f  t h e  s o l i d  waste problem. The problem o f  a  management s t r u c t u r e ,  

however, appears t o  have been a  t h o r n i e r  problem t o  t a c k l e ,  and y e t  i t  i s  

one o f  t h e  e s s e n t i a l  aspects  o f  an e f f i c i e n t  and e f f e c t i v e  long- te rm 

s o l u t i o n  t o  s o l i d  waste management i n  t h e  D i s t r i c t .  



6.6 Tamale, Ghana 

6.6.1. Ra t i ona le  and Focus 

Tamale, Ghana was s e l e c t e d  as a  case s tudy  s i t e  f o r  a  number o f  

reasons. F i r s t  of a l l ,  Tamale has been t h e  focus  o f  severa l  t e c h n i c a l  

ass i s tance  programs aimed a t  improv ing  l o c a l  government a d m i n i s t r a t i o n  and 

p u b l i c  s e r v i c e  d e l i v e r y .  The o r i e n t a t i o n  o f  these  programs i s  t o  maximize 

l o c a l  resource  m o b i l i z a t i o n  and emphasize low c o s t  s e r v i c e  d e l i v e r y  models. 

Secondly, Tamale has undertaken a  program t o  improve i t s  l o c a l  revenue 

c o l l e c t i o n  beg inn ing  w i t h  a  wide rang ing  s tudy  o f  a l l  revenue sources and 

performance. The c i t y  has a l s o  embarked on some s p e c i f i c  measures t o  

improve revenue c o l l e c t i o n ,  p r i m a r i l y  i n  i t s  c o l l e c t i o n  o f  head taxes,  t h e  

1  a r g e s t  source o f  1  oca l  l y -genera ted  revenues. 

Tamale a l s o  serves as a  good case s tudy  i n  t h a t  i t  rep resen ts  a  number 

o f  common problems i n  mun i c i pa l  f i n a n c i a l  management i n  deve lop ing  

c o u n t r i e s .  Tamale i s  a  r a p i d l y  growing secondary c i t y  which has grown from 

an a g r i c u l t u r a l  marke t ing  town i n t o  a  ma jo r  c i t y  i n  t h e  l a s t  two decades. 

I t s  p o p u l a t i o n  i s  p redominan t l y  f i r s t - g e n e r a t i o n  c i t y  d w e l l e r s ,  many o f  whom 

s t i l l  fa rm i n  t h e  sur round ing  reg ions .  As Tamale i s  t rans fo rmed f r om a  

r u r a l  c e n t e r  i n t o  a  c i t y ,  t h e  c i t y  leaders  a re  con f ron ted  w i t h  t h e  need t o  

develop and supp ly  pub1 i c  se rv i ces ,  s e l e c t  and app l y  taxes,  and deal  w i t h  a  

p o p u l a t i o n  which i s  n o t  used t o  r e c e i v i n g  p u b l i c  se rv i ces  n o r  pay ing  f o r  

them. A d d i t i o n a l l y ,  Ghana has embarked on a  government d e c e n t r a l i z a t i o n  

movement, in tended t o  p l ace  dec is ionmaking and c o o r d i n a t i o n  o f  p u b l i c  

se rv i ces  i n  t h e  hands o f  l o c a l  c o u n c i l s .  T h i s  comes a t  a  t ime,  when t h e  



Ghanaian economy i s  i n  severe d i f f i c u l t y  and t h e r e  i s  cons ide rab le  p o l i t i c a l  

i n s t a b i l i t y .  

6.6.2. Background 

Tamale i s  t h e  ma jo r  urban c e n t e r  of t h e  Nor thern  Region o f  Ghana. 

It serves as t h e  a g r i c u l t u r a l  marke t ing  c e n t e r  as w e l l  as t h e  c e n t e r  o f  

educat ion,  f inance, and government a d m i n i s t r a t i o n  w i t h i n  t h e  Region. The 

c i t y  o f  Tamale i n  1980 had a  p o p u l a t i o n  o f  approx imate ly  o f  160,000. Tamale 

i s  l o c a t e d  w i t h i n  t h e  West Dagomba D i s t r i c t ,  one o f  seven d i s t r i c t s  t h a t  

make up t h e  Nor thern  Region. The p o p u l a t i o n  o f  t h e  d i s t r i c t  was 

approx imate ly  330,000 i n  1980 w i t h  an es t imated  annual growth r a t e  o f  f i v e  

percent .  

The Nor thern  Region has become a  ma jo r  r i c e  p roduc ing  area o f  Ghana 

over  t h e  p a s t  decade. Th i s  growth i n  r i c e  p roduc t i on  has i n  t u r n  f u e l e d  

i n d u s t r i a l  development and suppor t  i n d u s t r i e s  i n  a g r i c u l t u r a l  process ing,  

i n p u t s  and se rv i ces .  There has been cons ide rab le  m i g r a t i o n  i n t o  Taniale from 

sur round ing  reg ions .  I n  a d d i t i o n ,  Tamale c i t y  has expanded outward, 

e n g u l f i n g  r u r a l  v i l l a g e s  t h a t  were once separa te  f rom t h e  town. Much o f  

Tamale's c i t y  p o p u l a t i o n  s t i l l  cons iders  i t s e l f  t o  be farmers,  many of whom 

now ccmmute f rom res idences w i t h i n  t h e  c i t y  t o  t h e i r  f i e l d s  on t h e  o u t s k i r t s  

o f  t h e  town. 

The expansion o f  Tamale c i t y  i n t o  r u r a l  v i l l a g e s  has c rea ted  

cons ide rab le  amount o f  confus ion and disagreement over  landownership.  Use 

o f  lands  has t r a d i t i o n a l l y  been c o n t r o l l e d  by t h e  v i l l a g e  c h i e f s ,  a l though 

t h e i r  have been severa l  s t a t u t o r y  changes ove r  t h e  years  v e s t i n g  these  lands  



i n  d i f f e r e n t  a u t h o r i t i e s .  W i t h  fo rma l  t r a n s f e r  o f  l a n d  c o n t r o l l e d  by t h e  

Government o f  Ghana Lands Commission, fo rma l  "ownership" o f  t h e  land i s  

o f t e n  hazy s i n c e  many t r a n s a c t i o n s  w i t h i n  t h e  v i l l a g e  a r e  n o t  recorded.  

V i l l a g e  c h i e f s  o f t e n  s e l l  o f f  t h e  r i g h t s  t o  use l a n d  t o  c i t y  d w e l l e r s  t h a t  a  

v i l l a g e  farmer may a l r e a d y  be us ing .  T h i s  problem o f  l a n d  t i t l e  has d i r e c t  

i m p l i c a t i o n s  f o r  p r o p e r t y  t a x  assessment and c o l l e c t i o n ,  which i s  d iscussed  

i n  some d e t a i l  below. 

As i n  many r a p i d l y  growing t h i r d  w o r l d  c i t i e s ,  Tamale has a  prob lem 

w i t h  s q u a t t e r  se t t l emen ts .  Tamale has a  r a t h e r  l a b o r i o u s  l a n d  r e g i s t r a t i o n  

and b u i l d i n g  p e r m i t  process t h a t  i s  n o t  keeping up w i t h  t h e  hous ing  needs o f  

m ig ran ts .  Many m ig ran t s  s i m p l y  i g n o r e  t h e  r e g u l a t i o n s  and s t a r t  b u i l d i n g  

houses i n  haphazard p a t t e r n s  i n  p r e v i o u s l y  vacan t  land .  ( T h i s  process has 

been slowed somewhat by t h e  c u r r e n t  l a c k  o f  b u i l d i n g  m a t e r i a l s  on t h e  l o c a l  

market . )  The haphazard n a t u r e  o f  s q u a t t e r  se t t l emen ts  comp l i ca tes  p r o v i s i o n  

o f  p u b l i c  s e r v i c e s  and makes p r o p e r t y  t a x  c o l l e c t i o n  d i f f i c u l t  s i n c e  t h e  

p r o p e r t y  t a x  i s  keyed t o  i n f o r m a t i o n  s u p p l i e d  by b u i l d i n g  pe rm i t s .  

Loca l  government i n  Tamale r e s i d e s  i n  t h e  l o c a l  d i s t r i c t  c o u n c i l  which 

i s  r o u g h l y  e q u i v a l e n t  t o  coun ty  government i n  t h e  U n i t e d  S ta tes .  A l though  

Tamale c i t y  i t s e l f  has a p p l i e d  f o r  s t a t u s  as a  separa te  m u n i c i p a l i t y ,  i t  

s t i l l  remains governed by  t h e  West Dagomba D i s t r i c t  Counci 1. 

S ince  independence, t h e  l o c a l  government s t r u c t u r e  i n  Ghana has been 

composed o f  d i s t r i c t  c o u n c i l s  which a r e  r e s p o n s i b l e  t o  t h e  M i n i s t r y  of Loca l  

Government. As t h e  p r i n c i p a l  l o c a l  a d m i n i s t r a t i v e  u n i t ,  d i s t r i c t  c o u n c i l s  

have had s t a t u t o r y  respons i  b i  1  i ty f o r  p r o v i d i n g  va r i ous ,  b u t  1  i m i  t ed ,  

governmental se r v i ces .  The M i n i s t r y  o f  Loca l  Government has been 



r espons ib l e  f o r  l o c a l  budget rev iew and resource a l l o c a t i o n  i n  a d d i t i o n  t o  

t r a i n i n g  and a u d i t i n g  s e r v i c e s  f o r  t he  l o c a l  u n i t s .  Dur ing  t h e  l a s t  decade 

t h e  n a t i o n a l  government has begun t o  i n s t i t u t e  a  new l o c a l  government 

h i e r a r c h y  which, i n  des ign a t  l e a s t ,  a t tempts  t o  d e c e n t r a l i z e  a u t h o r i t y  and 

p rov ide  f o r  l o c a l l y  respons ive  i n s t i t u t i o n s .  

The new l o c a l  government l e g i s l a t i o n  r e q u i r e s  t h a t  t h e  d i s t r i c t  c o u n c i l  

serves as c o o r d i n a t i n g  u n i t  f o r  s e r v i c e s  be ing  p rov ided  through a l l  

government agencies i n  t h e  d i s t r i c t .  Thus, t h e  d i s t r i c t  c o u n c i l  th rough  t h e  

p r i n c i p a l  a d ~ i i i n i s t r a t i v e  o f f i c e r ,  t h e  D i s t r i c t  C h i e f  Execu t i ve ,  i s  t o  

coo rd ina te  t h e  a c t i v i t i e s  o f  t h e  f o r m a l l y  autonomous c e n t r a l  government 

departments w i t h i n  t h e  d i s t r i c t .  I t  c l e a r l y  w - i l l  t ake  a  l o n g  p e r i o d  o f  t ime  

f o r  t h e  d i s t r i c t  c o u n c i l  t o  become e f f e c t i v e  i n  t h i s  c o o r d i n a t i n g  f u n c t i o n .  

Separate departments s t i l l  tend  t o  l o o k  t o  t h e i r  home m i n i s t r i e s  i n  Accra 

f o r  d i r e c t i o n  and suppor t .  

S ince t he  departments r e c e i v e  t h e i r  f i n a n c i a l  suppor t  f rom t h e i r  

m i n i s t r i e s ,  one would expect  t h e  d i s t r i c t  c o u n c i l  t o  con t i nue  t o  have 

d i f f i c u l t y  i n  c o o r d i n a t i n g  these departments. Indeed, t h e  d i s t r i c t  c o u n c i l  

c o n t r o l s  ve ry  few p u b l i c  s e r v i c e s  and r e l a t i v e l y  l i t t l e  i n  t h e  way o f  

revenue gene ra t i on  a t  present .  A1 1  ma jo r  pub1 i c  se rv i ces  a r e  p rov ided  by 

separate m i n i s t r y  departments w i t h  t h e  excep t i on  o f  s t r e e t  maintenance 

w i t h i n  t h e  c i t y  o f  Tamale and w i t h i n  o t h e r  towns and v i l l a g e s  w i t h i n  t h e  

d i s t r i c t .  A l l  o t h e r  s e r v i c e s  a r e  p rov ided  by n a t i o n a l  m i n i s t r i e s  o r  

p a r a s t a t a l  o rgan i za t i ons .  

The d i s t r i c t  c o u n c i l  f i nances  r e f l e c t  t he  r e l a t i v e l y  l i m i t e d  c o n t r o l  

ove r  s e r v i c e  d e l i v e r y  and revenue sources. The annual c o u n c i l  budget i s  



approx imate ly  t h r e e  m i l l i o n  c e d i s  o f  which o n l y  s l i g h t l y  o v e r  f o u r  hundred 

thousand comes f r om l o c a l l y - g e n e r a t e d  sources. The d i s t r i c t  c o u n c i l  i s  

r e s p o n s i b l e  f o r  t h e  development of i t s  annual budget. The budget i s  based 

l a r g e l y  on revenues a n t i c i p a t e d  f r om counc i  1  - l e v e l  resources,  g r a n t s - i n - a i d  

f o r  t h e  n a t i o n a l  government and any o t h e r  resources  a u t h o r i z e d  e i t h e r  by t h e  

d i s t r i c t  c o u n c i l  o r  under t h e  General Laws o f  P a r l i m e n t  r e g a r d i n g  revenue. 

The d i s t r i c t  c o u n c i l  r e l i e s  p r i m a r i l y  on two l o c a l  sources o f  revenue: 

r a t e s  and fees. Rates a r e  taxes  l e v i e d  on r e a l  p r o p e r t y ,  pe rsona l  p r o p e r t y  

and on i n d i v i d u a l s  ( p e r  c a p i t a  t a x ) .  - Fees a r e  revenues c o l l e c t e d  f r om 

i s s u i n g  l i c e n s e s  and/or  commissions t o  c a r r y  o u t  an a c t i v i t y  w i t h i n  t h e  

d i s t r i c t  c o u n c i l  area. The most s i g n i f i c a n t  ca tego ry  o f  l o c a l  revenue i n  

t h e  Western Dagomba D i s t r i c t  i s  t h e  b a s i c  r a t e ,  o r  p e r  c a p i t a  t ax .  Bas ic  

r a t e  i s  a p p l i e d  on a l l  r e s i d e n t  a d u l t s ,  w i t h  a  d i f f e r e n t i a l  burden imposed 

on males and females.  A d u l t  females pay two c e d i s  p e r  person w h i l e  a d u l t  

males a r e  r e q u i r e d  t o  pay t h r e e  ced i s .  

The c o l l e c t i o n  o f  t h e  b a s i c  r a t e  has been c a r r i e d  o u t  w i t h  t h e  use of a  

r e g i s t r y  o f  a l l  persons r e s i d i n g  i n  a  d i s t r i c t ,  t h e  so c a l l e d  "nominal  

r o l l " .  Recent i n v e s t i g a t i o n  has shown t h a t  t h e  nominal  r o l l s  a r e  o u t  o f  

da te  and p o o r l y  ma in ta i ned  so t h a t  accu ra te  assessment o f  t h e  number of 

p o t e n t i a l  r a t e  payers  i n  t h e  d i s t r i c t  i s  v i r t u a l l y  imposs ib le .  

Consequent ly,  f o r  budge t ing  purposes, t h e  d i s t r i c t  counc i  1  f o r e c a s t s  annual 

es t ima tes  f o r  t h e  b a s i c  r a t e  on t h e  b a s i s  o f  t h e  p rev i ous  y e a r ' s  

c o l l e c t i o n s .  

The p r o p e r t y  r a t e  i s  t h e  t a x  on r e a l  p r o p e r t y  and temporary  s t r u c t u r e s  

l o c a t e d  w i t h i n  t h e  d i s t r i c t .  The p r o p e r t y  r a t e  c o n s t i t u t e s  t h e  second most 



i m p o r t a n t  t a x  base w i t h i n  t h e  d i s t r i c t  a l t hough  i n d i c a t i o n s  a r e  t h a t  i t  i s  

g r o s s l y  u n d e r u t i  1  i zed .  Appl i c a t i o n  of t h e  p r o p e r t y  r a t e  s u f f e r s  f r om  poor  

assessment p r a c t i c e s  and a  l e n g t h y  and cumbersome rev i ew  process d u r i n g  

which assessments have t o  be approved by t h e  M i n i s t r y  o f  Loca l  Government i n  

Accra. T h i s  procedure c r e a t e s  a  l a g  t i m e  between assessment and i m p o s i t i o n  

of t h e  t a x  o f  a t  l e a s t  two and a  h a l f  years .  A d d i t i o n a l l y ,  t h e  p r o p e r t y  

r a t e  appears t o  be p lagued w i t h  a  v e r y  poor  i n f o r m a t i o n  system which make i t  

d i f f i c u l t  t o  know what p r o p e r t i e s  have been assessed and what t axes  have 

been pa id .  T h i s  has r e s u l t e d  i n  v e r y  poor  enforcement o f  de l inquency  which 

c o n t r i b u t e s  t o  t h e  o v e r a l l  poor performance o f  t h e  p r o p e r t y  r a t e  system. 

The o t h e r  two l o c a l  taxes,  o r  r a t e s ,  o f  s i g n i f i c a n c e  a r e  t h e  c a t t l e  

r a t e  and t h e  b i c y c l e  r a t e .  C a t t l e  and b i c y c l e s  a r e  t axed  a t  one c e d i  each 

p e r  year .  A l though  f o rma l  surveys o f  c a t t l e  and b i c y c l e  ownersh ip  have n o t  

been c a r r i e d  o u t ,  t h e  consensus i s  t h a t  t h e  c u r r e n t  es t ima tes  on t a x a b l e  

u n i t s  a r e  v e r y  low. 

E x h i b i t  6.6.1. shows t h e  es t ima tes  and t h e  a c t u a l  c o l l e c t i o n s  f o r  t h e  

f o u r  r a t e  c a t e g o r i e s  f o r  1978/79. The e x h i b i t  a l s o  shows an a d d i t i o n a l  

column c o n t a i n i n g  " independent"  es t imates  o f  t h e  t a x  base f o r  t h e  b a s i c  r a t e  

and t h e  p r o p e r t y  r a t e .  As no ted  above, t h e  o f f i c i a l  es t ima tes  a r e  based on 

e x t r a p o l a t i o n s  from p rev i ous  c o l l e c t i o n s  r a t h e r  t han  an independent 

d e t e r m i n a t i o n  o f  what i s ,  i n  f a c t ,  c o l l e c t i b l e .  To develop t h e  independent 

es t imates ,  c a l c u l a t i o n s  have been made f o r  t h e  b a s i c  r a t e  and t h e  p r o p e r t y  

r a t e ,  u s i n g  i n f o r m a t i o n  generated i n  s t u d i e s  conducted by t h e  Taniale Land 

Use Programming (TLUP) p r o j e c t .  Es t imates  o f  t h e  b a s i c  r a t e  use p o p u l a t i o n  

d i s t r i b u t i o n s  developed i n  t h e  Resources Developnient Handbook produced by  



Exhibi t  6.6.1. 

Revenues from Local Rate (Tax) Coll e c t i o n  
West Dagomba D i s t r i c t  

1978/79 
O f f i c i a l  Estimate 

of C o l l e c t i b l e  Actual l y  
Rate Category Amount - 1 /  Collected 1 /  - 
Basic Rate (Head Tax) $1 50,000.00 $132,494.00 

Property Rate 124,199.00 51,738.00 

C a t t l e  Rate 30,000.00 19,242.00 

Bicycle Rate i5,OOO.OO 11,262.00 

Independent 
Estimate of 
C o l l e c t i b l e  
Amount - 1 /  

Source: An Appraisal : The Western Dagomba D i s t r i c t  Council Revenue 
Study. Tamale Land Use Planning P r o j e c t ,  April  1981. 

2' Source: Population e s t ima tes  ca l cu la t ed  using 1970 population 
d i s t r i b u t i o n  e s t ima tes  and growth r a t e s  from ~ e s o u r c e s  ~eve lopmen t  Handbook 
f o r  Western Dagomba D i s t r i c t  Council Area ( F i r s t  Ed i t ion ) .  Tamale Land Use 
Planning P ro jec t  and Economic and Rural Development Management Program, J u l y  

9 Source: Property value based on est imated of 6,989 p r i v a t e l y  owned 
housing u n i t s  i n  Tamale (Resources Development Handbook - see note 2/ above) 
and an average value per h o u s e 1  value of house c o s t  
i n  survey of f o u r  neighborhoods in  Tamal e c o n d u c t e d m e p t e m b e r - O c t o b e r  
1980 by Tamale Local Land Use P ro jec t  ( H .  S i i t a ,  "TLUP Household Survey" 
mimeo. Research Tr iangle  I n s t i t u t e  - September 1981 ) .  Assumes t a x  
assessment of e.01 per  $1.00 of value which i s  the r a t e  f o r  second c l a s s  
r e s i d e n t i a l  , Property Rate Code. 



t h e  TLUP p r o j e c t .  Secondly, p r o p e r t y  r a t e  es t ima tes  have been d e r i v e d  u s i n g  

es t ima ted  number o f  dwe l l  i n g  u n i t s  i n  Tamale (Resources Development 

Handbook) and assessments o f  hous ing u n i t  c o s t s  f rom a  survey  o f  f o u r  

neighborhoods i n  Tamale conducted under  t h e  Tamale Land Use P lann ing  

P r o j e c t .  Whi le  v e r y  crude, these p r o p e r t y  r a t e  c a l c u l a t i o n s  show a  

tremendous p o t e n t i a l  t a x  base i n  r e s i d e n t i a l  p r o p e r t y  a l one  i n  Tamale. 

E r r i n g  on t h e  s i d e  o f  conservat ism,  t h e  p r o p e r t y  v a l u e  e s t i m a t e  i n c l u d e s  

o n l y  p r i v a t e  r e s i d e n t i a l  u n i t s  w i t h i n  Tamale which have been w e l l  surveyed 

-- i t  does n o t  i n c l u d e  bus iness p r o p e r t i e s  o r  r u r a l  p r o p e r t y  w i t h i n  t h e  

d ~ i s t r i c t .  Furthermore, t h e  e s t i m a t e  uses a  c o n s e r v a t i v e  v a l u e  o f  hous ing 

c o s t s  which i s  cons ide rab l y  l owe r  t han  t h e  average va lue  r e p o r t e d  i n  t h e  

ILUP survey. Even so, t h e  c o l l e c t i b l e  p r o p e r t y  t a x  on r e s i d e n t i a l  hous ing 

i n  Tamale a l one  comes t o  a lmos t  700,000 c e d i s  which i s  a lmos t  14 t imes  t h e  

amount c o l  l e c t e d .  

Loca l ,  i n f o r m a t i o n  es t ima tes  a l s o  p u t  t h e  t o t a l  number o f  b i c y c l e s  a t  

severa l  t imes  t h e  e s t i m a t e  con ta ined  i n  t h e  d i s t r i c t  c o u n c i l  revenue 

p r o j e c t i o n s .  O v e r a l l ,  t h e r e  appears t o  be a  cons ide rab l y  l a r g e r  t a x  base i n  

t h e  d i s t r i c t  than  recogn ized  i n  o f f i c i a l  es t imates .  Combined w i t h  poor  

c o l  1  e c t i o n  e f f i c i e n c y  ( p a r t i c u l a r l y  f o r  t h e  p r o p e r t y  r a t e ) ,  t h e  amount of 

u n d e r u t i l i z a t i o n  o f  l o c a l  taxes  appears t o  be v e r y  l a r g e  indeed. 

I n  a d d i t i o n  t o  t h e  f ou r  t ypes  o f  r a t e s  t h a t  a r e  c o l l e c t e d ,  t h e  d i s t r i c t  

c o u n c i l  has 37 o t h e r  c a t e g o r i e s  o f  l i c e n s e s  and fees  on which i t  can c o l l e c t  

revenue. E x h i b i t  6.6.2. g i v e s  a  complete breakdown o f  c a t e g o r i e s  o f  r a t e s ,  

fees  and l i c e n s e s ,  showing t h e  o f f i c i a l  es t ima ted  amounts and t h e  amounts 

c o l l e c t e d  f o r  each i n  1978/79. It i s  c l e a r  f r om  t h e  e x h i b i t  t h a t  some of 



E x h i b i t  6.6.2. 

WESTERN OAGOMBA DISTRICT COUNCIL 

REVENUE/ESTIMATES 1978/79 

Ac tua l l y  Percentage 
Rates Estimate Co l lec ted  Col lected 

1. BASIC RATE 

2. Property Rate 

3. C a t t l e  Rate 

4. B icyc le  Rate 

FEES: - 
Market Fees 

Slaughter House 

Dressing Stat ions 

Pub l i c  Pound 

Lorry Park 

Charcoal Fee 

Conservancy Fee 

Export o f  foods tu f f  

B u i l d i n g  Permit 

Entertainment Fee 

Rice Fees 

Rent/Market S t a l l  

Oay Nursery 

Corn and Rice M i l l s  

Pub l i c  Kiosk 

B u r i a l  Fees 

Dust Bins Fees 

LICENSE: 

Liquor P i t o  

Herbal i s t  

Hawkers 

Hand Carts 

TAX I - 
Timber 

S e l f  Employed A r t i s a n  

S p i r i t  Bars 

Beer/Wi ne 

Wholesale 

Hotel 

Extension o f  Hours 

Restaurant 

Book Men 

F ish ing  

Hoarding 

009 
Beer/Wi ne/Di sco 

Pe t ro l /S ta t ion  License 



t h e  f e e  and l i c e n s e  ca tego r i es  generate a cons ide rab le  amount o f  income 

w h i l e  o t h e r s  appear t o  be h a r d l y  wo r th  t h e  e f f o r t .  I n  one way, t h e  l a r g e  

number o f  ca tego r i es  revenued can be a h inderance r a t h e r  t han  a he lp  i n  

l o c a l  revenue genera t ion .  It has been r e p o r t e d  t h a t  revenue c o l l e c t o r s  i n  

t h e  d i s t r i c t  a r e  n o t  w e l l  t r a i n e d  and appear t o  be overworked. Reducing t h e  

types o f  revenues w i t h  which t h e  c o l l e c t o r s  have t o  deal  cou ld  s i g n i f i c a n t l y  

l i g h t e n  t h e i r  load,  and a l l o w  them t o  concen t ra te  on t h e  most p r o d u c t i v e  

revenue sources f o r  t h e  d i s t r i c t .  Fo r  example, t h e  d i s t r i c t  a t tempts  t o  

m a i n t a i n  a complete nominal r o l l  as a b a s i s  f o r  t h e  b a s i c  r a t e  c o l l e c t i o n .  

As i s  d iscussed i n  d e t a i l  below, a one-t ime canvass o f  t h e  d i s t r i c t  

generated more revenues i n  t h e  b a s i c  r a t e  than  t h e  r a t h e r  curr~bersome 

procedures us ing  t h e  nominal r o l l  produced p rev ious l y .  By t h e  same token, 

r e g i s t r a t i o n  o f  c a t t l e  and b i c y c l e s  may be b e t t e r  handled by a s t r a i g h t  

fo rward  1 i c e n s i n g  system r a t h e r  t han  t h e  r e g i s t r y  ma in ta ined  by t h e  revenue 

c o l l e c t o r s .  T h i s  cou ld  f r e e  revenue personnel t o  concen t ra te  on t h e  

p r o p e r t y  r a t e  c o l l e c t i o n  where t h e r e  appears t o  be tremendous room f o r  

expansion of revenues. T h i s  approach i s  d iscussed below i n  t h e  d e s c r i p t i o n  

o f  t h e  D i s t r i c t  Revenue study. 

6.6.3. Data Sources 

Two p r ima ry  sources of i n f o rma t i on  were used i n  conduc t ing  t h i s  

case s tudy.  The f i r s t  i nc l uded  i n t e r v i e w s  w i t h  persons i n v o l v e d  i n  

p r o v i d i n g  t e c h n i c a l  ass i s tance  i n  t h e  TLUP and IIPUP p r o j e c t s  and t h e  ERDM 

p r o j e c t .  Secondly, documents produced by t h e  two groups o f  p r o j e c t s  were 

reviewed. I n  a d d i t i o n  t o  documenting t h e  p r a c t i c e s  r e f e r r e d  t o  i n  t h e  



study, many o f  these  r e p o r t s  a l s o  con ta ined  i n f o r m a t i o n  a b s t r a c t e d  f rom 

pr imary  da ta  sources w i t h i n  t he  d i s t r i c t  c o u n c i l  and government agencies 

loca ted  w i t h i n  Tamale. These documents a l s o  con ta ined  d i scuss ions  o f  

household surveys conducted by t he  TLUP and i n t e r v i e w s  w i t h  revenue 

c o l  l e c t o r s  and s tuden t  revenue c o l  l e c t o r s  who p a r t i c i p a t e d  i n  t h e  bas i c  r a t e  

campaign o f  1979. 

6.6.4. D e s c r i p t i o n  of P r a c t i c e s  Under Study 

There a re  t h r e e  s e t s  o f  " p r a c t i c e s "  con ta ined  w i t h i n  t h e  Tamale 

case s tudy.  The f i r s t  p r a c t i c e  i s  a c t u a l l y  a s e t  o f  t e c h n i c a l  ass i s tance  

programs t o  l o c a l  d i s t r i c t  government t o  improve government a d m i n i s t r a t i o n ,  

s e r v i c e  d e l i v e r y  and revenue genera t ion .  The second p r a c t i c e  under s tudy  i s  

t h e  d e t a i l e d  revenue s tudy  and s e t  o f  recommendations produced by t he  Tamale 

Land Use Programming p r o j e c t .  The Revenue Study was under taken t o  ana lyze  

c l o s e l y  a l l  l o c a l  revenue sources w i t h i n  t he  d i s t r i c t  and t o  develop a s e t  

o f  improvenients i n  t h e  revenue system t o  inc rease  revenues f o r  l o c a l  

government. The t h i r d  p r a c t i c e  under s tudy  i s  an exper iment  t o  i nc rease  

revenue c o l l e c t i o n  of t h e  b a s i c  r a t e  which was under taken by t h e  Tamale Land 

Use Program i n  t h e  summer o f  1979. 

Technica l  Ass is tance  Programs 

Four i n t e r r e l a t e d  programs have been under taken i n  t h e  West Dagomba 

D i s t r i c t  t o  improve l o c a l  government a d m i n i s t r a t i o n ,  s e r v i c e  d e l i v e r y  

p l ann ing  and revenue genera t ion .  These p r o j e c t s  a r e  d i v i d e d  i n t o  two 

groups. The f i r s t  group i nc l udes  t h e  a c t i v i t i e s  o f  t h e  Economic and Rura l  

Development Management P r o j e c t  (ERDM) which opera ted  th roughout  Ghana under 



a  g r a n t  funded by U.S.AID. The second group i n c l u d e s  t h r e e  s e p a r a t e l y  

funded p r o j e c t s ,  a l l  i n t e r r e l a t e d  and c a r r i e d  o u t  by one c o n t r a c t o r ,  t h e  

Research T r i a n g l e  I n s t i t u t e  i n  Tamale w i t h  suppo r t  from U.S.AID. These 

p r o j e c t s  i n c l u d e  t h e  Tamale Land Use ~ ' r o ~ r a m n i n ~  (TLUP) p r o j e c t ,  t h e  

I n t e g r a t e d  Improvement Program f o r  t h e  Urban Poor ( I IPUP) and t h e  Tamale 

Acce le ra ted  Impact Program (A1 P) . 
The ERDM p r o j e c t  was aimed a t  p r o v i d i n g  management t r a i n i n g  f o r  l o c a l  

government o f f i c i a l s  i n  Ghana i n  suppo r t  of t h e  government d e c e n t r a l i z a t i o n  

movement mandated by law. The TLUP p r o j e c t  and i t s  a f f i l i a t e d  p r o j e c t s  

o r i g i n a l l y  began as a  l a n d  use p l ann ing  demons t ra t ion  p r o j e c t  and was 

subsequent ly  expanded i n t o  p u b l i c  s e r v i c e  d e l i v e r y  c o o r d i n a t i o n  and s i t e s  

and s e r v i c e s  demons t ra t ion  p r o j e c t s .  The two groups o f  p r o j e c t s  o v e r l a p  i n  

Tamale where t h e r e  has developed a  cons ide rab le  amount o f  coope ra t i on  

between t h e  two programs. 

ERDM i s  a  f i v e - y e a r  p r o j e c t  funded j o i n t l y  by U.S.AID and t h e  

Government o f  Ghana. The main component o f  ERDM i s  a  network o f  mob i l e  

t r a i n i n g  teams t h a t  conduct  t r a i n i n g  t h roughou t  Ghana f o r  l o c a l  o f f i c i a l s .  

The t r a i n i n g  teams a r e  based i n  s t r a t e g i c  l o c a t i o n s  around t h e  c o u n t r y  and 

s e r v i c e  a  w ide  area. The team based i n  Tamale serves t h e  No r the rn  and Upper 

Regions o f  Ghana. Teams a r e  composed o f  one e x p a t r i a t e  t r a i n i n g  e x p e r t  and 

seve ra l  Ghanaian t r a i n e r s .  

T r a i n i n g  i s  conducted f o r  l o c a l  d i s t r i c t  c o u n c i l  members, l o c a l  

a d m i n i s t r a t i v e  o f f i c e r s  and s t a f f  o f  m i n i s t r i e s  r e s p o n s i b l e  f o r  p l a n n i n g  and 

d e l i v e r y  o f  l o c a l  p u b l i c  se r v i ces .  The ma jo r  i n n o v a t i v e  aspec t  o f  t h e  



program, i n  a d d i t i o n  t o  use o f  mob i le  teams, i s  t h a t  t h e  t r a i n i n g  i s  

conducted i n  a  number of i n s t a l l m e n t s  over  a  seve ra l  y e a r  per iod .  

Each t r a i n i n g  program i s  focused on a s p e c i f i c  t a r g e t  group i n  each 

l o c a l e .  The t r a i n i n g  program i s  i n i t i a t e d  w i t h  a  two-week seminar i n  

general  management and a d m i n i s t r a t i o n .  Dur ing  t h i s  seminar, s p e c i f i c  

problem areas and p r i o r i t i e s  o f  t h e  l o c a l  group a r e  i d e n t i f i e d  and become 

t h e  focus f o r  subsequent t r a i n i n g  a c t i v i t i e s .  O r i g i n a l l y ,  ERDM was designed 

t o  conduct a  c y c l e  of t h r e e  t r a i n i n g  programs f o r  each l o c a t i o n ,  w i t h  each 

c y c l e  c o n t a i n i n g  t h r e e  workshops o f  two t o  t h r e e  weeks each. I n  f a c t ,  

a c t u a l  t r a i n i n g  programs have become much more i n d i v i d u a l i z e d  and may 

i n c l u d e  as many as seven o r  e i g h t  separate sess ions o f  v a r y i n g  l e n g t h s  

depending on t h e  needs o f  t h e  l o c a l  group. 

Whi le  ERDM was n o t  o r i g i n a l l y  aimed s p e c i f i c a l l y  a t  f i n a n c i a l  

management concerns, i t  has o f t en  ended up address ing these  concerns as 

p r i o r i t y  i ssues  of t h e  l o c a l  areas.  I n  Tamale, t h e  ma jo r  focus of ERDM has 

been on improv ing  t h e  budget ing  process of t h e  D i s t r i c t  Counci l  and M i n i s t r y  

departments. I t  has i n c l u d e d  a s e r i e s  o f  workshops on improved, and 

coord ina ted ,  budget ing  f o r  these groups. A s e t  o f  t r a i n i n g  m a t e r i a l s  and 

g u i d e l i n e s  were developed s p e c i f i c a l l y  f o r  Tamale i n  l o c a l  budget ing  

sys terns. 

S ince  ERDM i s  a  na t i onw ide  program, t h e r e  a r e  a number o f  a d d i t i o n a l  

examples o f  ERDM t r a i n i n g  impacts found on areas th roughout  t h e  coun t ry .  

The f o l l o w i n g  l i s t s  examples o f  d i r e c t  ERDM impacts  taken f r om a r e c e n t  

1  / r e p o r t  summarizing t h e  ERDM exper ience i n  Ghana: - 

- When t h e  head of t h e  A u d i t  Department i n  Yendi i n s t a l l e d  t h e  j o b  
enr ichment  p l a n  he had designed w i t h  an ERDM team i n  t h e  seminar, t h e r e  



was a  t r i p l i n g  i n  t h e  number o f  a u d i t s  completed i n  t h e  d i s t r i c t .  He 
broke h i s  department i n t o  t h r e e  competing sec t i ons .  As news o f  h i s  
r e fo rm  became p u b l i c ,  he began t o  serve as a  l o c a l  c o n s u l t a n t  t o  f e l l o w  
department heads on how t o  de lega te  and use work o b j e c t i v e s  t o  a i d  
superv is ion .  

- Fo l l ow ing  ERDM seminars f o r  r e g i o n a l  o f f i c e r s  i n  t h e  Nor thern  
Region, t h e  reg iona l  heads o f  t h e  M i n i s t r y  o f  A g r i c u l t u r e ,  u s i n g  
p r o b l e m - i d e n t i f i c a t i o n  techniques,  developed a  p l a n  t o  make t h e i r  
ope ra t i ons  more c o s t - e f f e c t i v e .  They designed a  way t o  reduce t h e i r  
s t a f f s ,  espec ia l  l y  many o f  t h e i r  redundant young female l a b o r e r s .  Over 
100 l a b o r e r s  were re leased  th rough t h e i r  p l ann ing  and u n i t e d  
implementat ion o f  a  c o n t r o v e r s i a l  personnel a c t i o n .  

- I n  Techiman D i s t r i c t  i n  Brong-ahafo Region, f o l l o w i n g  a  revenue 
c o l l e c t i o n  c o n t r o l  exerc ise ,  revenues c o l l e c t e d  i n  t h e  market  have 
inc reased  400 percen t .  Data c o l l e c t i o n  exe rc i ses  across t h e  coun t r y  
have i n d i c a t e d  an average o f  o n l y  about  20 percen t  o f  t h e  c o l  l e c t i b l e  
income i n  a  d i s t r i c t  i s  depos i ted  i n  t h e  d i s t r i c t  t r e a s u r y .  Th i s  
i n f o r m a t i o n  has been used by ERDM s t a f f s  t o  develop an awareness on t h e  
p a r t  of l o c a l  d i s t r i c t s  how improvements i n  revenue c o l l e c t i o n  c o u l d  be 
made. 

- The E l e c t r i c i t y  Corpora t ion  d i s t r i c t  head i n  Cape Cost plagued 
w i t h  u n c o l l e c t e d  funds which r e s u l t e d  i n  poor s e r v i c e  t o  customers, 
made t h e  d e c i s i o n  t o  d isconnec t  customers w i t h  b i l l s  overdue by two 
months, i n t r oduced  a  new b i l l  c o l l e c t i o n  p l a n  based on j o b  r o t a t i o n  
which reduced s t a f f  c o r r u p t i o n  among t h e  c o l l e c t o r s ,  and launched a  
p u b l i c  r e l a t i o n s  campaign t o  prepare people f o r  these  changes. It was 
r e p o r t e d  t h a t  these changes r e s u l t e d  i n  100 percen t  r e d u c t i o n  i n  
u n c o l l e c t e d  b i  11s i n  l e s s  than  two months. 

There has been a  cons ide rab le  amount o f  in te rchange among t h e  ERDM 

mob i l e  teams through f r equen t  conferences and workshops. Techniques found 

u s e f u l  i n  one r e g i o n  had been r e a d i l y  t r a n s f e r r e d  t o  teams o p e r a t i n g  i n  

o t h e r  reg ions .  Furthermore, t h e  f l e x i b i l i t y  o f  t h e  t r a i n i n g  approach, 

focused as i t  i s  on p r i o r i t y  problems of d i s t r i c t s  r e c e i v i n g  t h e  t r a i n i n g ,  

accounts f o r  t h e  good acceptance of .  t h e  program by l o c a l  o f f i c i a l s  and t h e  

number o f  impacts t h a t  have a1 ready been r e a l i z e d  i n  t h e  program. 

One aspect  of ERDM t h a t  was n o t  r e a d i l y  app rec ia ted  a t  t h e  beg inn ing  

b u t  which has become ve ry  impor tan t ,  i s  t h e  r o l e  o f  ERDM seminars as a  p o i n t  
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o f  i n f o r m a t i o n  exchange among l o c a l  o f f i c i a l s .  It has been noted f r e q u e n t l y  

t h a t  ERDM seminars rep resen t  t h e  ma jo r  o p p o r t u n i t y  f o r  l o c a l  o f f i c i a l s  t o  

come t o g e t h e r  and d iscuss  corlmon problems. For  some l o c a l  o f f i c i a l s  i t  

represen ts  t h e  f i r s t  t ime  t h a t  l o c a l  l y - e l e c t e d  o f f i c i a l s ,  l o c a l  

a d m i n i s t r a t o r s  and department heads o f  t h e  m i n i s t r i e s  have gathered t o  

d iscuss  s e r v i c e  d e l i v e r y  i n  t h e  l o c a l  area. Th is  has been p a r t i c u l a r l y  t r u e  

i n  Tamale where such d i scuss ion  sess ions have been f o r m a l i z e d  by t h e  Tamale 

Land Use P lann ing  p r o j e c t  on a  b i -week ly  bas is .  

The second group of t e c h n i c a l  ass i s tance  p r o j e c t s  under  s tudy  a r e  t h e  

Tamale Land Use P lann ing  p r o j e c t  and i t s  f o l l o w - o n  e f f o r t s .  The Land Use 

P lann ing  p r o j e c t  began as a  demons t ra t ion  p r o j e c t  i n  1978 t o  demonstrate 

l a n d  use p lann ing  c o n t r o l s  t h a t  c o u l d  be a p p l i e d  t o  r a p i d l y  growing 

secondary c i t i e s  i n  t h e  deve lop ing  c o u n t r i e s .  Tamale was one of t h r e e  s i t e s  

i n  t h e  deve lop ing  w o r l d  chosen as p a r t  o f  t h i s  program. The p r o j e c t  q u i c k l y  

evo lved  f rom a  p l ann ing  e x e r c i s e  i n t o  a  more an lb i t i ous  e f f o r t  which 

i nvo l  ved: 

1. urban growth management programs, 

2. s e r v i c e  d e l i v e r y  c o o r d i n a t i o n  a t  t h e  l o c a l  l e v e l ,  and 

3. l o c a l  r e s o u r c e m o b i l i z a t i o n .  

The growth management s t r a t e g y  was developed i n  response t o  t h e  

tremendous r a t e  o f  growth i n  t h e  City o f  Tamale which had o u t s t r i p p e d  t h e  

a b i l i t y  o f  t h e  l o c a l  government t o  p r o v i d e  s e r v i c e s  o r  even c o n t r o l  t h e  

development o f  new r e s i d e n t i a l  se t t l emen ts  w i t h i n  t h e  c i t y .  The ma jo r  

i ns t rumen t  o f  growth management has been t h e  development o f  mechanisms f o r  a  

channel i n g  new growth i n t o  d e s i r e d  se t t l emen t  p a t t e r n s  th rough t h e  p r o v i s i o n  



of minimum infrastructure t o  a t t r ac t  residential growth. The strategy 

includes minimum infrastructure provision (access road drainways, water1 ines 

and graded building plots) in undeveloped areas a n d  " re t rof i t t ing"  existing 

squatter areas w i t h  minimum infrastructure services. Innovative aspects of 

the program include adoption of 1 ow cost ( m i n i m u m  standard) infrastructure 

development coupled with a considerable amount of ci t izen participation in 

the planning process. Surveys were conducted in the target areas t o  

identify needs of the target groups, levels of service desired a n d  ab i l i ty  

and willingness t o  pay for  certain services. Currently, construction i s  

a b o u t  to  begin in two demonstration s i t e s ,  one built-up squatter area in the 

center of the c i ty  and one undeveloped area on the outskirts of the town. 

A t  the same time, the project i s  working with local public service delivery 

agencies to coordinate services in the two demonstration s i t e s .  

The TLUP project also embarked on a program to coordinate local public 

service delivery in Tamale. This was undertaken through several means, the 

f i r s t  of which was t o  develop the workshops for  agency s t a f f s  involved in 

service del ivery. The workshops bring together representatives of the 

different service agencies t o  coordinate a c t i v i t i e s ,  avoid negative 

interactions and overlap i n  service delivery, and identify areas of 

cooperation. The project has se t  u p  a formal steering committee of 

representatives from the service del ivery agencies t o  advise the d i s t r i c t  

council on service delivery improvements in the two demonstration s i t e s .  

The project has also succeeded in having professional s ta f f  from the 

ministry departments seconded t o  the d i s t r i c t  council t o  serve in s t a f f  

positions in p l a n n i n g  a n d  implementing the demonstration projects. This i s  



viewed as a  ve ry  impo r tan t  s t ep  i n  a l l o w i n g  t h e  l o c a l  d i s t r i c t  c o u n c i l  t o  

t ake  up i t s  r o l e  i n  l o c a l  s e r v i c e  d e l i v e r y  c o o r d i n a t i o n  -- a  r o l e  which 

d i s t r i c t  c o u n c i l s  have r a r e l y  been a b l e  t o  accompl ish t o  da te  i n  Ghana. 

A  t h i r d  i m p o r t a n t  f a c e t  of t h e  p r o j e c t  has been l o c a l  resource  

m o b i l i z a t i o n ,  i n c l u d i n g  bo th  inc reased  l o c a l  revenue c o l l e c t i o n  f o r  t h e  

d i s t r i c t  c o u n c i l  and a c q u i r i n g  resources o f  l o c a l  communit ies and l o c a l  

s e r v i c e  d e l i v e r y  agencies f o r  t h e  demonstrat ion p r o j e c t s .  One premise o f  

t h e  t e c h n i c a l  ass i s tance  p r o j e c t s  has been t h a t  o u t s i d e  donor ass i s tance  

would o n l y  be ob ta i ned  f o r  those e le~ i i en t s  which cou ld  n o t  be secured f r om 

l o c a l  resources.  The o n l y  i n p u t s  be ing  f i n a n c e d  by o u t s i d e  sources a r e  ( a )  

1  i m i  t e d  e x p a t r i a t e  t e c h n i c a l  ass is tance ,  ( b ) recond i  t i o n e d  heavy equipment 

f o r  road  c o n s t r u c t i o n ,  and ( c )  l i m i t e d  overseas t r a i n i n g  f o r  key Ghanaian 

p r o j e c t  s t a f f .  A1 1  o t h e r  resources a r e  p rov ided  by t h e  d i s t r i c t  c o u n c i l  and 

coope ra t i ng  departments of  t h e  m i n i s t r i e s .  I n  suppor t  o f  l o c a l  resource  

mobi 1  i z a t i o n  have been two a c t i v i t i e s  suppor ted by t h e  TLLIP: ( a )  a  thorough 

revenue s tudy  o f  t h e  d i s t r i c t  and ( b )  an exper iment  i n  inc reased  revenue 

c o l l e c t i o n  f o r  t h e  b a s i c  r a t e  (head t a x ) .  These p r a c t i c e s  a r e  desc r i bed  i n  

more d e t a i  1  be1 ow. 

One impo r tan t  aspect  o f  l o c a l  resource  m o b i l i z a t i o n  be ing  addressed by 

t h e  TLUP p r o j e c t s  i s  t h e  r e s i s t a n c e  o f  l o c a l  r e s i d e n t s  t o  pay taxes.  Local  

c i t i z e n s  a r e  u n w i l l i n g  t o  pay l o c a l  taxes  because l o c a l  government does n o t  

d e l i v e r  many se rv i ces .  Consequently, t h e  l o c a l  government cannot genera te  

t h e  resources t o  d e l i v e r  se rv i ces .  It i s  a  c i r c u l a r  problem. To overcome 

t h i s ,  t h e  Land Use P lann iog  p r o j e c t s  ( w i t h  U.S.AID fund ing )  a r e  a s s i s t i n g  

t h e  1 oca l  c o u n c i l  i n  a c q u i r i n g  heavy c o n s t r u c t i o n  machinery,  p r i n c i p a l l y  f o r  



road c o n s t r u c t i o n  w i t h i n  t h e  demonstrat ion s i t e s  and g e n e r a l l y  th roughout  

t h e  d i s t r i c t .  I n  a d d i t i o n ,  t h e  equipment w i l l  a l s o  be used t o  c o n s t r u c t  

smal l  wa te r  catchments i n  v i l l a g e s  i n  t h e  d i s t r i c t  t o  p rov ide  a t a n g i b l e  

" s e r v i c e "  h i g h l y  va lued  by t h e  r u r a l  popu la t i on  i n  t h e  d i s t r i c t .  Th i s  i s  

p a r t  o f  a c a l c u l a t e d  a t tempt  on t h e  p a r t  o f  t h e  d i s t r i c t  government t o  beg in  

t o  generate a p o s i t i v e  a t t i t u d e  o f  t h e  p o p u l a t i o n  toward d i s t r i c t  government 

and t o  inc rease  i t s  w i l l i n g n e s s  t o  suppor t  l o c a l  government a c t i v i t i e s .  

Local  government i n  Tamale c l e a r l y  has a l o n g  way t o  go. Surveys 

conducted i n  t h e  demonstrat ion neighborhoods, as w e l l  as i n t e r v i e w s  w i t h  

revenue c o l l e c t o r s ,  e l i c i t e d  ve ry  nega t i ve  a t t i t u d e s  on t h e  p a r t  o f  t h e  

p o p u l a t i o n  toward l o c a l  government as a competent p r o v i d e r  o f  se rv ices .  

Th is ,  o f  course, t r a n s l a t e s  d i r e c t l y  i n t o  an u n w i l l i n g n e s s  t o  pay taxes  f o r  

suppor t  o f  l o c a l  government a c t i v i t i e s .  

D i s t r i c t  Revenue Study 

The second ma jo r  p r a c t i c e  under s tudy  i n  Tamale i s  t h e  conduc t ing  of  a 

comprehensive revenue s tudy of t h e  d i s t r i c t  government and proposed 

implementat ion o f  i t s  recommendations. The revenue s tudy  was conducted 

under t h e  Tamale Land Use Planning P r o j e c t ;  i t s  recommendations a r e  now 

be ing  implemented under t h e  IIPUP p r o j e c t .  The revenue s tudy  i n c l u d e d  a 

sys temat ic  rev iew o f  revenue sources w i t h i n  t h e  d i s t r i c t  f ocus ing  

p a r t i c u l a r l y  on accuracy o f  t a x  base es t imates ,  c o l l e c t i o n  e f f i c i e n c y ,  and 

t h e  r e l a t i v e  importance of t h e  va r i ous  revenue sources i n  t h e  t o t a l  l o c a l  

revenue stream. The s tudy  i nc l udes  i n t e r v i e w s  w i t h  revenue c o l l e c t o r s  t o  

i d e n t i f y  problems i n  m o t i v a t i o n  and t r a i n i n g  o f  revenue c o l l e c t o r s ,  

enforcement problems and a t t i t u d i n a l  problems on t h e  p a r t  o f  taxpayers.  The 



s tudy  a l s o  has i d e n t i f i e d  a  number o f  o p e r a t i o n a l  i n e f f i c i e n c i e s  w i t h i n  t h e  

revenue c o l l e c t i o n  system and has t a r g e t e d  a  number o f  areas t h a t  needed 

improvement w i t h i n  t h a t  system. 

The revenue s tudy  completed by t h e  TLUP p r o j e c t  has been augmented by 

a d d i t i o n a l  analyses d u r i n g  t h e  c u r r e n t  I IPUP p r o j e c t .  The c u r r e n t  focus  

i nc l udes  s i x  ma jo r  areas of improvement: 

1. Concent ra t ion  o f  revenue c o l l e c t i o n  a c t i v i t i e s  i n  h i g h  p a y o f f  
areas. T h i s  would e n t a i l  d ropp ing  some revenue sources f r om 
c o n s i d e r a t i o n  and reassignment o f  revenue personnel t o  t h e  hi 'gher 
payoff revenue sources. 

2. Adopt ing more e f f i c i e n t  c o l l e c t i o n  s t r a t e g i e s  f o r  t h e  v a r i o u s  
ca tego r i es  o f  r a t e s .  S t r a t e g i e s  f o r  more c o s t - e f f e c t i v e  
c o l l e c t i o n  o f  t h e  l o w - r a t e  i tems (bas i c ,  c a t t l e  and b i c y c l e  r a t e s )  
a r e  be ing  examined w i t h  a t t e n t i o n  on one-time canvassing and 
convers ion  t o  l i c e n s i n g  systems. 

3. Develop ing a  system o f  i n t e r i m  p r o p e r t y  r a t e  c o l l e c t i o n  t o  a l l o w  
t h e  d i s t r i c t  t o  c o l l e c t  p r o p e r t y  r a t e s  w h i l e  t h e  l e n g t h y  rev iew 
system i s  t a k i n g  p lace.  

4. Develop ing a  more e f f i c i e n t  i n f o r m a t i o n  system f o r  t h e  p r o p e r t y  
r a t e  t o  r e p l a c e  t h e  c u r r e n t  d i so rgan i zed  system u s i n g  i n d i v i d u a l  
f i l e  f o l d e r s  on i n d i v i d u a l  p r o p e r t i e s  (which makes i t  very  
d i f f i c u l t  t o  t r a c k  progress th rough t h e  system). 

5. Develop ing c o s t  recovery  mechani sms f o r  i n f r a s t r u c t u r e  p r o v i s i o n  
i n  t h e  demonstrat ion s i t e s  through t h e  adopt ion  of a  p l o t  
development charge, a1 lowed i n  Ghanaian law b u t  r a r e l y  used i n  t h e  
pas t .  

6. I n v e s t i g a t e  t h e  a p p l i c a t i o n  o f  i n c e n t i v e  schemes f o r  revenue 
c o l l e c t o r s  t o  a1 low them t o  be rewarded f o r  more e f f i c i e n t  and 
v i go rous  p u r s u i t  of t h e i r  a c t i v i t i e s .  

These improvements a r e  c u r r e n t l y  i n  t h e  des ign  phase o f  t h e  I lPUP 

p r o j e c t  w i t h  implementat ion proposed t o  beg in  f a l l  of 1982. The IIPUP 

p r o j e c t  has begun t o  i d e n t i f y  models f o r  improved p r o p e r t y  t a x  i n fo rma t i on  

systems. Whi le  computer ized systems would be t e c h n i c a l l y  s u i t a b l e ,  problems 

w i t h  power supply ,  maintenance and spare p a r t s  i n  Tamale make a  manual 



system p r e f e r a b l e  a t  t h i s  t ime.  Moreover, t h e  problem appears t o  be one o f  

o v e r a l l  o r g a n i z a t i o n  and management as much as "hardware." It i s  f e l t  t h a t  

improvements w i l l  focus e q u a l l y  on management and i n f o r m a t i o n  system design. 

Bas ic  Rate C o l l e c t i o n  Experiment 

A number o f  e f f o r t s  have been made i n  t h e  p a s t  by t h e  d i s t r i c t  c o u n c i l  

t o  i nc rease  t h e  l e v e l  o f  revenue c o l l e c t i o n .  Such campaigns have focused 

p r i m a r i l y  on improvement i n  t h e  bas i c  r a t e  c o l l e c t i o n  and have niet w i t h  

v a r i e d  success. The d i s t r i c t  c o u n c i l  has t r i e d  va r i ous  s t r a t e g i e s  t o  g e t  

t h e  government agencies t o  cooperate i n  c o l l e c t i n g  t h e  b a s i c  r a t e  a t  t h e  

source o f  payment. The d i s t r i c t  counc i l  has requested t h a t  t h e  b a s i c  r a t e  

f o r  government employees be p a i d  d i r e c t l y  by t h e  paymaster w i t h i n  each 

government agency. The d i s t r i c t  counc i l  o f f e r e d  t o  p r o v i d e  revenue c l e r k s  

t o  a s s i s t  each agency i n  t h e  c o l l e c t i o n  o f  such revenues. O f  t h e  more than  

20 government agencies l o c a t e d  i n  Tamale, o n l y  two departments responded 

f avo rab l y .  The remain ing departments e i t h e r  ignored  t h e  reques ts  o r  

i n d i c a t e d  t h a t  t hey  were u n w i l l  i n g  t o  c o l  l e c t  t h e  revenues on beha l f  of t h e  

Western Dagomba D i s t r i c t  Counc i l .  

The D i s t r i c t  Ch ie f  Execu t i ve  has a l s o  encountered d i f f i c u l t y  i n  

o b t a i n i n g  employee l i s t  o f  a l l  government agencies i n  t h e  d i s t r i c t  f rom t h e  

Regional  T reasurer .  Regional  o f f i c i a l s  argue t h a t  i t  i s  n o t  p a r t  o f  t h e i r  

r e s p o n s i b i l i t y  t o  c o l l e c t  revenues on b e h a l f  o f  t h e  d i s t r i c t  counc i l  and 

t h e r e f o r e  have re fused  t o  cooperate.  The d i s t r i c t  c o u n c i l  argues i n  t u r n  

t h a t  i f  t h e  b a s i c  r a t e  on government employees (wh ich  makes up a 

cons iderab le  p o r t i o n  of t h e  work f o r c e  i n  Tamale) c o u l d  be c o l l e c t e d  

d i r e c t l y  f rom t h e  government, f i e l d  c o l l e c t i o n  o f  t h e  b a s i c  r a t e  c o u l d  



concent ra te  on o t h e r  groups -- a r t i s a n s ,  sel f -employeed persons and 

nongovernmental workers.  Having met w i t h  such l i m i t e d  success i n  these 

e f f o r t s  t o  c o l l e c t  b a s i c  r a t e s  from employers, t h e  d i s t r i c t  c o u n c i l  embarked 

on a  more r a d i c a l  exper iment  i n  b a s i c  r a t e  c o l l e c t i o n  i n  t h e  summer o f  1979. 

A t  t h a t  t ime,  t h e  d i s t r i c t  c o u n c i l  employed approx imate ly  60 s tuden ts  t o  

under take a  spec ia l  b a s i c  r a t e  c o l l e c t i o n  campaign. It shou ld  be no ted  t h a t  

t h i s  exper iment  took  p l ace  d u r i n g  t h e  p e r i o d  f o l l o w i n g  t h e  coming t o  power 

of the 'government  headed by L t .  Rawl i n g  on 4  J u l y  1979. The Rawl i n g  

government had mounted a  program aimed a t  c o l l e c t i n g  funds owed t o  t h e  

government by c o r p o r a t i o n s  and i n d i v i d u a l  s  , genera l  l y  a t  t h e  n a t i o n a l  l e v e l  . 
Dur ing  t h i s  p e r i o d  t h e r e  were a  number o f  p u b l i c  s ta tements ask iog  c i t i z e n s  

t o  pay t h e i r  r a t e s ;  however t h e r e  was no s p e c i f i c  program aimed a t  t h e  

d i s t r i c t  i e v e l .  The d i s t r i c t  c o u n c i l  under took a  s p e c i a l  b a s i c  r a t e  

c o l l e c t i o n  campaign by employing s tuden ts  on a  commission b a s i s  t o  c o l l e c t  

t h e  r a t e s .  Students were r e c r u i t e d ,  i n t e r v i ewed ,  bonded and t r a i n e d  before 

be ing  employed by t h e  c o u n c i l .  A l though t h e  geographic  focus  of t h i s  

spec ia l  revenue c o l l e c t i o n  was Tamale c i t y ,  some r a t e  c o l l e c t i o n  d i d  occur  

i n  a  few o f  t h e  nearby v i l l a g e s .  The p r o j e c t  opera ted  f o r  approx imate ly  

e i g h t  weeks s t a r t i n g  i n  l a t e  August and ending i n  e a r l y  October 1979. The 

s tuden ts  were a b l e  t o  c o l l e c t  i n  excess o f  210,000 ced i s  d u r i n g  t h e  e i g h t  

week pe r i od .  The campaign proceeds exceeded t h e  annual b a s i c  r a t e  es t ima te  

o f  150,000 ced i s .  S u b t r a c t i n g  20,000 ced i s  f o r  expenses and bonuses p a i d  t o  

t h e  s tuden ts ,  t h e  d i s t r i c t  c o u n c i l  n e t t e d  approx imate ly  190,000 ced i s  which 

exceeded t h e  t o t a l  b a s i c  r a t e  es t ima te  by more than  40,000 ced is .  



More than 70 percent of the students that  participated in the campaign 

were surveyed by the Tamale Land Use Project team to document the i r  

experiences in the exercise. Students were asked to highlight problems 

observed and individual corn~nents on at t i tudes tha t  were expressed by the 

taxpayers. Students ' observations during the exercise can be summarized as 

fol lows: 

- The nominal roll  i s  grossly out of date. There tended to  be 
significantly more adults living in a  household than was indicated 
on the ro l l .  

- The rate  payers generally commented tha t  the d i s t r i c t  council did 
not effectively use the tax revenues to  improve the level and/or 
quality of services. Citizens generally d i d  not observe any 
significant act ivi ty being carried out by the d i s t r i c t  council in 
providing such services. While most ci t izens did acknowledge some 
development ac t iv i ty  taking place w i t h i n  the d i s t r i c t ,  the 
act ivi ty was not direct ly linked to  d i s t r i c t  council ac t iv i ty .  

- Taxpayers general 1y f e l t  tha t  the permanent revenue co1 lectors 
were ineff icient  and insincere in carrying out the i r  
responsibi l i t ies .  

- A significant number of rate  payers indicated tha t  they pay the i r  
rates a t  the i r  place of employment. However, due t o  the system of 
recordkeeping by the d i s t r i c t  treasurers off ice,  i t  was very 
d i f f i cu l t  to  verify tha t  such revenues had been paid. 

The successful outcome of the basic rate  campaign indicates that  a 

one-time canvass of the d i s t r i c t  may be the most e f f ic ient  way to col lec t  

the basic rate .  This would do away w i t h  the cost of maintaining and 

updating nominal ro l l s  and f ree  revenue collectors t o  focus the i r  e f fo r t s  on 

other revenue sources. Since the amount collected per head i s  relat ively 

small ( s l ight ly  more than one U.S. dol lar  per head fo r  males a t  the of f ic ia l  

exchange r a t e ) ,  tracking individual payment/nonpayment by maintaining a 

registry would not seem t o  be a  very cost-effective approach. I t  may be 

possible also to extend the canvassing approach to two other rate  
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ca tego r i es ,  t h e  c a t t l e  r a t e  and t h e  b i c y c l e  r a t e ,  which cou ld  be done a t  t h e  

same t i m e  as a  b a s i c  r a t e  canvass. T h i s  would make maximum e f f e c t i v e  use o f  

t h e  canvassing c o l l e c t o r s .  It would a l s o  make i t  w o r t h w h i l e  t o  extend t h e  

canvassing i n t o  r u r a l  areas where more revenue p e r  household c o u l d  be 

c o l l e c t e d .  On t h e  o t h e r  hand, such a  combined r a t e  c o l l e c t i o n  canvass m igh t  

i nc rease  t h e  i n c e n t i v e s  f o r  r a t e  payers t o  leave  home d u r i n g  t h e  canvass. 

To p reven t  t h i s ,  t h e  t i m e  of t h e  canvass cou ld  be s e t  t o  c o i n c i d e  w i t h  

pe r i ods  when t h e  p o p u l a t i o n  i s  most l i k e l y  t o  be i n  res idence.  

One v a r i a t i o n  on t h e  b a s i c  r a t e  c o l l e c t i o n  canvass be ing  examined i s  a  

bounty system f o r  revenue c o l l e c t o r s .  The system uses i n d i v i d u a l  c h i t s  f o r  

bas i c  r a t e  payment which a r e  " s o l d "  t o  revenue c o l l e c t o r s  f o r  a  d iscoun ted  

amount. The revenue c o l l e c t o r s ,  i n  t u r n ,  would " s e l l "  t h e  c h i t s  t o  r a t e  

payers f o r  t h e  f u l l  va l ue  o f  t h e  c h i t .  For example, a  revenue c o l l e c t o r  

would purchase c h i t s  f o r  $2.75 each f o r  a d u l t  male and $1.75 each f o r  a d u l t  

females. He would then  c o l l e c t i o n  $3 and $2 r e s p e c t i v e l y  from t h e  r a t e  

payers,  pocke t i ng  $0.25 each as h i s  commission o r  wage. T h i s  system would 

i n t r o d u c e  a  s t r o n g  i n c e n t i v e  f o r  revenue c o l  1  e c t o r s  t o  c o l  1  e c t  a g g r e s s i v e l y  

and remove t h e  ma jo r  o p p o r t u n i t i e s  f o r  t h e f t  o f  funds by t h e  c o l l e c t o r s .  



Note - 

1' C. D a v i d  Esch and W i l f r e d  Owen, Jr. "Us ing M o b i l e  C o n s u l t i n g  Teams f o r  
Management Improvement: The ERDM Exper ience  i n  Ghana". Paper 
p resen ted  t o  t h e  U.S. Agency f o r  I n t e r n a t i o n a l  Developnient Workshop on 
Development A d m i n i s t r a t i o n  Programs i n  Ghana. May 1982. 



6.7. Kenya 

6.7.1. R a t i o n a l e  and Focus 

Kenya i s  one of t h e  two case s tudy  s i t e s  i n c l u d e d  i n  ou r  s tudy  i n  

which we were n o t  ab le  t o  conduct a  s i t e  v i s i t  t o  t h e  coun t r y .  Kenya, 

however, p resen ts  so many aspects  o f  l o c a l  government f i n a n c e  s a l i e n t  t o  ou r  

s tudy  t h a t  we have i n c l u d e d  i t  as a  separa te  case s tudy,  u s i n g  e x t e n s i v e  

secondary source m a t e r i a l s  a v a i l a b l e  o u t s i d e  t h e  coun t ry .  

Kenya serves as a  good case s tudy  s i t e  f o r  a  number of reasons: 

- mun ic ipa l  governments i n  Kenya p rov ide  a  l a r g e  number o f  p u b l i c  
se rv i ces ;  

- a r e l a t i v e l y h i g h p r o p o r t i o n o f  p u b l i c r e v e n u e s a r e r a i s e d  
l o c a l l y ,  w i t h  cons ide rab le  r e l i a n c e  on use r  charges; 

- severa l  o f  t h e m e d i u m s i z e d m u n i c i p a l i t i e s  i n  K e n y a a r e w e l l  known 
f o r  sound f i n a n c i a l  management and have been a b l e  t o  m a i n t a i n  good 
f i n a n c i a l  p o s i t i o n s  even d u r i n g  t h e  c u r r e n t  i n f l a t i o n a r y  t imes;  

- l o c a l  government f i n a n c e  i n  Kenya has been w e l l  s t u d i e d  w i t h  a  
l a r g e  amount o f  docunientat ion a v a i l a b l e  on p r a c t i c e s  there .  

Desp i t e  t h e  impor tance o f  l o c a l  government i n  d e l i v e r i n g  p u b l i c  

se rv i ces  and t h e  s t r o n g  f i n a n c i a l  p o s i t i o n  o f  some m u n i c i p a l i t i e s ,  o v e r a l l  

t h e  system o f  l o c a l  government f inance  i n  Kenya i s  a  system under extreme 

s t r e s s .  Ac t i ons  by t h e  c e n t r a l  government have l e f t  l o c a l  governments w i t h  

p reca r i ous  f i n a n c i a l  s i t u a t i o n s .  Over t h e  p a s t  decade, t h e  c e n t r a l  

government has removed severa l  sources o f  revenue f r om l o c a l  government 

c o n t r o l ,  changed t h e  n a t u r e  of c e n t r a l  government g r a n t s  t o  l o c a l  

a u t h o r i t i e s ,  and c a r r i e d  o u t  a  number of a c t i o n s  t h a t  impact  d i r e c t l y  on 

l oca l  government expend i tu res ,  p a r t i c u l a r l y  wage se t t l emen ts  cove r i ng  l o c a l  

government empl oyees . 



T h i s  case s tudy  w i l l  examine t h e  s t r u c t u r e  of l o c a l  government f i n a n c e  

i n  Kenya and some o f  t h e  l ong - t e rm  t r e n d s  t h a t  have been s e t  i n  mot ion  by 

c e n t r a l  government a c t i o n .  It w i l l  a l s o  examine some o f  t h e  ma jo r  problems 

be ing  faced by l o c a l  governments i n  Kenya and a c t i o n s  b e i n g  taken  by l o c a l  

government t o  cope w i t h  these  problems. 

6.7.2. Background 

There a r e  f o u r  l e v e l s  o f  e l e c t e d  l o c a l  a u t h o r i t i e s  i n  Kenya: 

1  . Mun i c i pa l  counc i  1  s, 

2. Town counc i  1  s, 

3. County c o u n c i l s ,  and 

4. Urban counc i  1  s. 

The h i e r a r c h y  g e n e r a l l y  r e f l e c t s  p o p u l a t i o n  s i z e  and i n c r e a s i n g  

r e s p o n s i b i l i t y  f o r  s e r v i c e  p r o v i s i o n ,  a l t hough  c r i t e r i a  f o r  c a t e g o r i z i n g  

v a r i o u s  e l e c t e d  c o u n c i l s  i n  t h e  f o u r  c a t e g o r i e s  a r e  n o t  s t r i c t l y  app l i ed .  

The c e n t r a l  government p e r i o d i c a l l y  rev iews l o c a l  a u t h o r i t y  s t a t u s ,  a l t hough  

promot ions f r o m  one ca tego ry  t o  t h e  n e x t  o f t e n  appear t o  be based on 

p o l i t i c a l  cons ide ra t i on .  

There a r e  11 mun i c i pa l  c o u n c i l s  r e p r e s e n t i n g  t h e  11 ma jo r  urban areas:  

N a i r o b i ,  Mombasa, Kisumu, Nakuru, Th ika ,  K i t a l e ,  E l  Dore t ,  Kakamega, N y e r i  , 

Embu, and Meru. There a r e  11 town c o u n c i l s  and 20 urban c o u n c i l s .  The 

m u n i c i p a l ,  town and urban c o u n c i l s  cover  d i s t i n c t  l ~ r b a n  areas. 'The coun ty  

c o u n c i l s  se rve  t h e  40 government a d m i n i s t r a t i v e  d i s t r i c t s  which cove r  a l l  

areas o u t s i d e  t h e  m u n i c i p a l ,  town and urban c o u n c i l  areas. 



The o v e r a l l  o r g a n i z a t i o n  and s u p e r v i s i o n  o f  l o c a l  a u t h o r i t i e s  i s  t h e  

r e s p o n s i b i l i t y  o f  t h e  M i n i s t r y  o f  Local  Government. The p r i n c i p a l  e x e c u t i v e  

o f f i c e r  i n  mun i c i pa l  and town c o u n c i l s  i s  t h e  Town C le rk  who i s  appo in ted  by 

t h e  l o c a l  c o u n c i l  on t h e  adv i ce  o f  t h e  M i n i s t r y  o f  L o c a l  Government. The 

day t o  day work o f  t h e  l o c a l  a u t h o r i t i e s  i s  per formed under t h e  d i r e c t i o n  o f  

severa l  committees which a r e  appo in ted  by t h e  c o u n c i l  w i t h  t h e  approval  o f  

t h e  M i n i s t e r  o f  Local  Government. A Finance Committee i s  r e q u i r e d  by 

s t a t u t e .  For  those  l o c a l  a u t h o r i t i e s  which have r e s p o n s i b i l i t y  f o r  

p r o v i d i n g  p u b l i c  educa t ion  s e r v i c e s  an Educat ion Committee i s  a l s o  

s t a t u t o r y .  Other  coninii t t e e s  which a r e  no rma l l y  appo in ted  i nc l ude :  

- Town Planning,  Works and Housing; 

- H e a l t h  Educat ion and S o c i a l  Serv ices;  and 

- Staf f  andGene ra l  Purposes ( o f t e n  combined w i t h  Finance 
Committee). 

The management s t r u c t u r e  of  l o c a l  a u t h o r i t i e s  promotes cons ide rab le  

invo lvement  o f  e l e c t e d  counselors  th rough these committees. I t  has been 

no ted  t h a t  t h i s  invo lvement  o f t e n  takes t h e  f o rm  o f  p o l i t i c a l  i n t e r f e rence .  

The l a r g e r  l o c a l  a u t h o r i t i e s  i n  Kenya p r o v i d e  a  wide a r r a y  o f  p u b l i c  

se rv i ces .  'The seven 1 a r g e s t  munic- ipal  counci  1  s  p r o v i d e  t h e  w ides t  range o f  

se rv i ces  : 

- pr imary  educa t ion ,  

- h e a l t h s e r v i c e s ,  

- sewerage and wate r  supply ,  

- road c o n s t r u c t i o n  and maintenance, 

- s o l i d  waste c o l l e c t i o n ,  

- markets  and s l a u g h t e r  houses, 



- public housing, 

- beer ha1 l s ,  and 

- social services. 

The smaller municipal councils have reduced responsibility while town 

councils have even less  responsibility for  service delivery than do the 

smal l e r  municipal counci 1 s. 

The various public services provided by municipal councils are financed 

by differing mechanisms. Water supply and housing are provided on a fu l l  

cost recovery basis with separate Water and Housing Funds maintained to  keep 

these accounts separate from General Fund transactions of the local 

government. A second s e t  of services are supplied largely on a cost 

recovery basis with expenditures and revenues incorporated in the General 

Fund account - sewerage, solid waste collection, markets, slaughterhouses, 

beer hal ls  and other commercial enterprises.  Education, health, social 

services and road construction and maintenance are financed by general 

revenues of the local council although a large proportion of education costs 

are borne by central government grants for  teachers salar ies .  In the past, 

local councils charged school fees b u t  these have been largely abolished by 

action of the central government. Grants are also received for  drugs and 

dressings provided by the local health service, although these grants amount 

to  a very small fraction of the total  health service expenditures of the 

local counci 1 s . 
I t  has been noted that  road construction and maintenance i s  the one 

local service for  which neither user charges nor central government grants 

are available to  defray the i r  cost. While local authori t ies  require a 



r e l a t i v e l y  h i g h  s tandard  o f  road  c o n s t r u c t i o n  i n  new r e s i d e n t i a l  

developments, resources a re  ex t reme ly  l i m i t e d  f o r  ma in ta i n i ng ,  upgrading, 

and ex tend ing  t h e  e x i s t i n g  road system. 

E x h i b i t  6.7.1. p rov ides  a  breakdown o f  r e c u r r e n t  and c a p i t a l  

expend i tu res  f o r  t h e  11 mun ic ipa l  c o u n c i l s  f o r  1975, 1977 and 1979. The 

l a r g e s t  expend i tu res  were i n  t h e  areas o f  educat ion,  wa te r  systems, 

s a n i t a t i o n  systems, and hous ing es ta tes .  The percentage o f  t h e  t o t a l  t h a t  

each o f  these areas commands has been ma in ta ined  r e l a t i v e l y  cons tan t  ove r  

t h e  f i v e  y e a r  per iod .  However, t h e r e  has been some smal l  d e c l i n e  i n  t h e  

impor tance o f  hous ing expend i tu res  which has been compensated by r i s i n g  

expend i tu res  i n  wate r  supp ly  and s a n i t a t i o n  systems. Over t h e  same pe r i od ,  

educa t ion  as a  percentage o f  o v e r a l l  spending has d e c l i n e d  s l i g h t l y .  

The ma jo r  sources o f  revenue f o r  l o c a l  m u n i c i p a l i t i e s  are,  i n  o r d e r  o f  

importance, ( a )  use r  fees  and income, ( b )  t r a n s f e r s  f rom t h e  c e n t r a l  

government, and ( c )  r e a l  p r o p e r t y  r a t e s  ( t a x e s ) .  E x h i b i t  6.7.2. shows a  

breakdown o f  t h e  revenue sources f o r  1975, 1977 and 1979 f o r  t h e  11 

mun ic ipa l  counci  1  s. The re1  a t i v e  impor tance o f  t h e  t h r e e  ma jo r  ca tego r i es  

has remained cons tan t  w i t h  some d e c l i n e  i n  t h e  impor tance o f  p r o p e r t y  r a t e s  

compensated f o r  by inc reases  i n  c e n t r a l  government t r a n s f e r s .  The issuance 

o f  1  icenses and cesses ( a g r i c u l t u r a l  p roduc t i on  t axes )  a re  r e l a t i v e l y  

un impor tan t  i n  t h e  o v e r a l l  p i c t u r e  o f  l o c a l  revenues. 

There appears t o  be cons ide rab le  roo111 f o r  improvement i n  t h e  o p e r a t i o n  

o f  t h e  p r o p e r t y  r a t e  system. Kenya employs t h e  s i t e  v a l u a t i o n  system f o r  

assess ing p r o p e r t y  r a tes .  I n  t h e  performance o f  p r o p e r t y  r a t e s ,  Kenya 

s u f f e r s  a  problem conilnon t o  most o t h e r  deve lop ing  c o u n t r i e s  - revenues f rom 



E x h i b i t  6.7.1. 

Se rv i  ce 

Percentage Breakdown o f  Mun ic ipa l  Counci l  
Expendi tures by Serv ice  D e l i v e r y  Area 1975 and 1979 

A d m i n i s t r a t i o n  12.5% 10.9% 11.2% 

Community Serv ices  
Roads 
S a n i t a t i o n  
Other  

Soc ia l  Serv ices  
Hea l t h  
Educat ion 
Other  

Economi c Serv ices  
General A d m i n i s t r a t i o n  3.6 3.2 3.2 
Water System 10.0 12.8 15.1 
Housing Es ta tes  17.7 17.0 13.3 
Other  4.2 3.6 4.9 

TOTAL 100.0% 100.0% 100.0% 



E x h i b i t  6.7.2. 

Revenue Sources f o r  Mun i c i pa l  General Fund 
A1 1 Mun i c i pa l  Counc i l  s 

1975, 1977 and 1979 ( K f  '000)  

Amount 

Rates 5,665 

L icenses and 
Cessess 210 

T r a n s f e r s  5,395 

User f ees  
and income 10,097 

TOTAL 21,267 

% - Amount % - Amount 



t h e  p r o p e r t y  r a t e s  a r e  n o t  keeping up w i t h  e i t h e r  expend i t u res  o r  i n f l a t i o n .  

The ma jo r  problem appears t o  be t h e  l a c k  o f  t i m e l y  assessment and 

r e v a l u a t i o n  o f  p r o p e r t y  va lues.  Reva lua t ions  a r e  mandated t o  occu r  every  

f i v e  yea rs  b u t  t h e r e  i s  i n d i c a t i o n  t h a t  these  assessments a r e  f r e q u e n t l y  

skipped. W i t h  r e l a t i v e l y  h i g h  i n f l a t i o n  i n  Kenya, i n f r e q u e n t  r e v a l u a t i o n  

has two i m p o r t a n t  impacts.  F i r s t  o f  a l l ,  when r a t e  i nc reases  do occur ,  t h e  

i nc rease  i n  an i n d i v i d u a l  p r o p e r t y  owner 's  r a t e s  i s  q u i t e  l a r g e .  T h i s  

c rea tes  b o t h  p ressure  t o  postpone t h e  r e v a l u a t i o n  and r e s i s t a n c e  t o  pay ing  

t h e  inc reased  t a x ,  when t h e  reassessment i s  c a r r i e d  ou t .  ( T h i s  f e a r  o f  

l a r g e  sudden r a t e  i nc reases  has been blamed f o r  t h e  unw i l  1  ingness o f  some 

mun i c i pa l  c o u n c i l s  t o  a l l o w  r e v a l u a t i o n s  t o  t a k e  p l a c e  as scheduled).  The 

second impac t  o f  i n f r e q u e n t  p r o p e r t y  r a t e  assessment i s  t h a t  t h e  mun i c i pa l  

c o u n c i l s  l o s e  a  cons ide rab le  amount o f  revenue d u r i n g  t h e  p e r i o d  between 

reassessments. I t  i s  e v i d e n t  t h a t  more f r e q u e n t  assessments would b o t h  

reduce t h e  s i z e  o f  i n d i v i d u a l  r a t e  inc reases  and p r o v i d e  more revenues i n  

t h e  process. 

The c e n t r a l  government t r a n s f e r s  a l s o  p resen t  problems f o r  l o c a l  

m u n i c i p a l i t i e s .  The t r a n s f e r  program i n  based on ad hoc a p p r o p r i a t i o n s  o f  

c e n t r a l  government funds and may v a r y  f r om  y e a r  t o  year .  The t h r e e  ma jo r  

g r a n t  programs t h a t  go t o  mun i c i pa l  genera l  funds i n c l u d e  t h e  educa t i on  

g ran t s ,  t h e  GPT g r a n t  and t h e  g r a n t  f o r  medic ines and d ress ings  f o r  l o c a l  

h e a l t h  programs. A l l  t h r e e  o f  these  g r a n t  programs were c r e a t e d  i n  response 

t o  revenue problems o f  t h e  l o c a l  governments c r e a t e d  by c e n t r a l  government 

a c t i o n .  



The GPT (Graduated Personal  Tax) i s  a  l o c a l  income t a x  p r e v i o u s l y  

l e v i e d  by l o c a l  a u t h o r i t i e s  which compr ised t h e  m a j o r  revenue sources o f  

l o c a l  a u t h o r i t i e s .  C e n t r a l  government preempted t h i s  source,  and c r e a t e d  a  

c e n t r a l  government g r a n t  t o  r e p l a c e  t h e  GPT which would  be phased o u t  

g r a d u a l l y  o v e r  a  p e r i o d  of y e a r s .  It has been n o t e d  t h a t  t h e  amount of t h e  

GPT g r a n t  f o r  m u n i c i p a l i t i e s  has d e c l i n e d  more r a p i d l y  t h a n  a n t i c i p a t e d  when 

i t  was i n s t i t u t e d .  P r e s e n t l y  i t  i s  a  r e l a t i v e l y  m i n o r  source of revenue f o r  

m u n i c i p a l i t i e s .  

The e d u c a t i o n  g r a n t s  a r e  composed o f  funds  t o  pay p r i m a r y  school  

teachers  s a l a r i e s  and compensat ion f o r  school  f e e s  no l o n g e r  charged t o  

s t u d e n t s  f o l l o w i n g  c e n t r a l  government decree t h a t  p r i m a r y  s c h o o l i n g  s h o u l d  

be f r e e .  S i m i l a r l y ,  t h e  med ic ines  and d r e s s i n g s  g r a n t  i s  i n t e n d e d  t o  

compensate l o c a l  a u t h o r i t i e s  f o r  t h e  c o s t  o f  p r o v i d i n g  these  i t e m s  which 

have been mandated t o  be p r o v i d e d  f r e e  t o  l o c a l  c i t i z e n s  by t h e  c e n t r a l  

government. 

The ad hoc n a t u r e  o f  t h e  g r a n t  system makes i t  d i f f i c u l t  t o  f o r e c a s t  

t h e  f u t u r e  f i n a n c i a l  s t a t u s  o f  m u n i c i p a l  i t i e s  w i t h  any accuracy.  T h i s  

prob lem i s  h i g h l i g h t e d  by an IMF r e p o r t  completed i n  1976 wh ich  made a  

nunlber o f  recomniendations f o r  i1.11provenlents i n  1  o c a l  government f i n a n c e  i n  

Kenya based on t h e  f o r e c a s t  o f  revenue and e x p e n d i t u r e s  f o r  t h e  m a j o r  

m u n i c i p a l  c o u n c i l s .  1' An examina t ion  o f  t h a t  f o r e c a s t  w i t h  what a c t u a l l y  

happened i n  y e a r s  1976 t h r o u g h  1979 shows t h a t  w h i l e  sources o f  l o c a l l y  

r a i s e d  revenues were p r e d i c t e d  w i t h  f a i r l y  good p r e c i s i o n ,  c e n t r a l  

government g r a n t s  v a r i e d  c o n s i d e r a b l y  f r o m  t h e  p r e d i c t i o n s .  D u r i n g  t h a t  



per iod ,  t h e  educa t ion  g ran t s  g r e a t l y  inc reased  (which b e n e f i t e d  l o c a l  

a u t h o r i t i e s )  whi 1  e  t h e  GPT compensation g r a n t  dec l  ined.  

The v a r i a t i o n  i n  t h e  amount o f  c e n t r a l  government t r a n s f e r s  d i s t r i b u t e d  

among m u n i c i p a l i t i e s  h i g h l i g h t s  t h e  ad hoc n a t u r e  o f  t h i s  r e l a t i o n s h i p .  

E x h i b i t  6.7.3. shows t h e  revenues pe r  c a p i t a  by d i f f e r e n t  revenue source f o r  

t h e  m u n i c i p a l i t i e s  o f  E l  Doret ,  Nakuru and N a i r o b i  i n  1979. The e x h i b i t  

p o i n t s  o u t  t h e  v a r i a t i o n  i n  t h e  amount o f  c e n t r a l  government t r a n s f e r s  t o  

d i f f e r e n t  m u n i c i p a l i t i e s ,  w i t h  Nakuru r e a l i z i n g  o n e - t h i r d  more g r a n t  funds 

p e r  c a p i t a  than  t h e  o t h e r  two. The heavy r e l i a n c e  on g r a n t  funds i n  Nakuru 

means t h a t  45 percen t  of i t s  General Fund revenues comes f rom t rans - f e r s ,  as 

opposed t o  29 percen t  f o r  a l l  mun i c i pa l  c o u n c i l s  as a  group (see E x h i b i t  

6.7.2.). 

There has been r e l a t i v e l y  s low r e a l  growth i n  mun i c i pa l  revenues i n  

Kenya over  t h e  pas t  f i v e  years .  I f  f i g u r e s  i n  E x h i b i t  6.7.2. a r e  c o r r e c t e d  

f o r  i n f l a t i o n  d u r i n g  t h e  p e r i o d  1975 t o  1979, t o t a l  revenues grew a t  an 

average annual r a t e  o f  two percen t .  User fees,  l i c e n s e s  and c e n t r a l  

government t r a n s f e r s  grew s l i g h t l y  f a s t e r  than  i n f l a t i o n  w h i l e  p r o p e r t y  

r a t e s  d e c l i n e d  i n  r e a l  terms. 

6.7.3. Data Sources 

Two sources o f  da ta  were used i n  conduc t ing  t h e  case s tudy.  The 

p r imary  source i nc l uded  a  number o f  documents ( b o t h  pub1 i shed  and i n  d r a f t  

form) supp l i ed  by t h e  Urban P r o j e c t s  Department o f  t h e  World Bank concern ing  

l o c a l  government f i n a n c e  i n  Kenya. O f  p a r t i c u l a r  impor tance were two 

s tud ies ,  one conducted i n  1975 and t h e  o t h e r  conducted i n  1981 o f  government 



E x h i b i t  6.7.3 

Comparison o f  Per Cap i ta  Revenue C o l l e c t i o n s  i n  
Local  General Fund - E l  Doret ,  N a k u r ~ ~  

and N a i r o b i  M u n i c i p a l i t i e s  - 1979 (KC) 

Revenue Col 1  ec ted  E l  Dore t  Nakuru N a i r o b i  

Rates/capi  t a  

L icense f e e s / c a p i t a  1  .ll 0.61 ( i n c .  i n  
u s e r  fees) 

User fees  and 
i ncome/capi t a  

Local  l y  r a i  sed revenues 
p e r  c a p i t a  

( T o t a l  l e s s  t r a n s f e r s )  



f i n a n c e  i n  t h e  mun ic ipa l  c o u n c i l s  which a l lowed f o r  comparison ove r  t i m e  o f  

t h e  changing p o s i t i o n  of mun i c i pa l  f i n a n c e  i n  Kenya. 'The second source o f  

i n f o rma t i on  i s  comprised of i n t e r v i e w s  conducted w i t h  World Bank s t a f f  

f a m i l i a r  w i t h  mun i c i pa l  f i n a n c i a l  i ssues  and housing i n  Kenya and w i t h  s t a f f  

of t h e  Kenya I n s t i t u t e  o f  A d m i n i s t r a t i o n  a t t e n d i n g  a World Bank t r a i n i n g  

program i n  Washiqgton, D.C. i n  t h e  Sp r i ng  o f  1982. 

6.7.4. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

Th i s  p a r t  o f  t h e  case s tudy  w i l l  examine f i v e  ma jo r  areas o f  

concern, f ocus ing  p a r t i c u l a r l y  on t h e  exper iences o f  E l  Dore t  and Nakuru as 

examples. U n l i k e  o u r  o t h e r  case s tud ies ,  we w i l l  be f ocus ing  more on 

problems encountered than  on success fu l  a p p l i c a t i o n  o f  i n n o v a t i v e  

techniques.  Th i s  i s  n o t  t o  suggest t h a t  t h e  m u n i c i p a l i t i e s  o f  E l  Dore t  and 

Nakuru a re  per forming poo r l y .  On t h e  c o n t r a r y ,  these two m u n i c i p a l i t i e s  

seem t o  be making r e l a t i v e l y  good progress i n  a d i f f i c u l t  environment.  Many 

of t h e  problems which t hey  have t o  overcome a r e  l a r g e l y  c rea ted  by fo rces  

o u t s i d e  t h e i r  c o n t r o l .  

The problem areas under s tudy  inc lude :  

- l o c a l  government revenues a r e  n o t  a b l e  t o  keep up w i t h  expend i tu re  
needs, 

- l o c a l  governments a re  u n d e r u t i  1 i z i n g  a v a i l a b l e  c o s t  recovery  
p o t e n t i a l ,  

- t r a n s f e r s  f r om l o c a l  s p e c i a l  accounts t o  t h e  l o c a l  General Fund 
a r e  endangering t h e  long- run  v i a b i l i t y  of t h e  s p e c i a l  accounts,  

- t h e  p r o p e r t y  t a x  system i s  plagued w i t h  problems o f  v a l u a t i o n  and 
c o l  1 e c t  ion ,  and 

- s t a f f i n g  problems a re  c u r r e n t l y  hampering a l l  aspects  o f  l o c a l  
f i n a n c i a l  management. 



The f o l l o w i n g  s e c t i o n s  d i scuss  each o f  these  problem areas i n  t u r n .  

Revenue Sources Are Not  Match ing Expend i tu re  Needs 

Whi le  pe r  c a p i t a  expend i t u res  f o r  l o c a l l y - p r o v i d e d  s e r v i c e s  a r e  growing 

y e a r  t o  year ,  t h e y  have n o t  k e p t  up w i t h  i n f l a t i o n  o r  p o p u l a t i o n  growth. 

E x h i b i t  6.7.4. shows t h e  p e r  c a p i t a  expend i t u res  i n  t h e  genera l  f und  

accounts  o f  N a i r o b i ,  E l  Do re t  and Nakuru i n  1975 and 1979. To keep up w i t h  

i n f l a t i o n  d u r i n g  t h i s  pe r i od ,  pe r  c a p i t a  expend i t u res  shou ld  have i nc reased  

more t han  one-and-a-hal f  t imes.  I n  none o f  t h e  t h r e e  cases c i t e d  was t h i s  

growth r a t e  achieved. W i t h  p o p u l a t i o n  growth ave rag ing  f o u r  pe rcen t  p e r  

annum and i n f l a t i o n  11 pe rcen t  p e r  annum f o r  m u n i c i p a l i t i e s  d u r i n g  t h e  

p e r i o d  1970-79, l o c a l  expend i t u res  would have t o  i nc rease  by app rox ima te l y  

15 pe rcen t  p e r  y e a r  i n  c u r r e n t  Kenyan Pounds t o  keep up. 

Whi le  government g r a n t s  t o  l o c a l  governments inc reased  s u b s t a n t i a l l y  

between 1975 and 1979, t h e  b u l k  o f  t h i s  i nc rease  was generated by t h e  

c r e a t i o n  o f  a  t eache rs '  compensation g r a n t  aimed a t  removing t h e  burden of 

s u p p o r t i n g  t eache r  s a l a r i e s  f r om  l o c a l  government budgets.  However, w h i l e  

educa t i on  expend i t u res  c o n t i n u e  t o  r i s e  i n  r e c e n t  years ,  t h e  amount of these  

g r a n t s  has l e v e l e d  o f f  l e a v i n g  l o c a l  a u t h o r i t i e s  w i t h  i n c r e a s i n g  amounts o f  

educa t i on  expend i t u res  t o  be f i n a n c e d  by l o c a l  sources. E x h i b i t  6.7.5. 

shows t h e  impact  o f  t h i s  phenomenon i n  E l  Dore t .  

The f a c t  t h a t  p u b l i c  expend i t u res  a r e  n o t  r i s i n g  as f a s t  as i n f l a t i o n  

i s  n o t  n e c e s s a r i l y  a  problem i f  t h e  p r o d u c t i v i t y  o f  those  expend i t u res  i s  

r i s i n g  as w e l l .  However, i n d i c a t i o n s  a r e  t h a t  t h e  c o s t  o f  s e r v i c e  i n p u t s  i s  

r i s i n g  a l o n g  w i t h  genera l  i n f l a t i o n ,  so t h a t  t h e  o u t p u t  and qua1 i t y  o f  

s e r v i c e  must be d e c l i n i n g  p r o p o r t i o n a t e l y .  A  ma jo r  c o s t  component o f  p u b l i c  



E x h i b i t  6.7.4. 

Per Capi ta  Expendi ture i n  General Fund Account of 
N a i r o b i ,  E l  Dore t  and Nakuru Mun i c i pa l  Counci l  

1975 and 1979 ( K f )  

General Fund Expendi ture 
Per C a ~ i t a  

1975 ( c u r r e n t  K f )  

1979 ( c u r r e n t  K f )  

1979 ( cons tan t  1975 Kf) 

N a i r o b i  E l  Dore t  Na kuru  



Exhibit 6.7.5. 

Education 
Expenditure 

Education Expenditures and Central Government Education 
Growths fo r  El Doret Municipal Council, 1979 - 1981 ( K t )  

Grant f o r  
Teachers ' Salar ies  

Surplus ( d e f i c i t )  
t o  be financed from 
other sources 



se rv i ces  i s  l a b o r  cos t s  which have r i s e n  as a  p r o p o r t i o n  o f  l o c a l  government 

expend i tu res  f rom 61.8 pe rcen t  i n  1975 t o  66.3 pe rcen t  i n  1979. Rises i n  

l a b o r  cos t s  a r e  produced p r i m a r i l y  by c e n t r a l  government a c t i o n  because i t  

i s  t h e  c e n t r a l  government t h a t  se t s  wage sca les  f o r  government employees. 

Underu t i  1  i z i n g  D i r e c t  Cost Recovery i n  Se rv i ce  Del i v e r y  

D i r e c t  use r  chargers p l a y  an impo r tan t  p a r t  i n  l o c a l  revenue genera t ion  

i n  Kenya. From E x h i b i t  6.7.2. above, i t  can be seen t h a t  use r  fees  

rep resen t  a lmost  h a l f  o f  General Fund revenues f o r  a l l  mun i c i pa l  counc i l s .  

A d d i t i o n a l l y ,  wa te r  and hous ing funds opera te  on a  t o t a l l y  s e l  f - f i n a n c i n g  

bas i s  th rough  use r  charge c o l l e c t i o n s .  I f  a  conso l i da ted  budget o f  t h e  c i t y  

o f  E l  Do re t  were developed adding t o g e t h e r  t h e  spec ia l  accounts and genera l  

fund, l o c a l l y - g e n e r a t e d  u s e r  charges would account  f o r  65 percen t  o f  a l l  

revenue rece i ved  by t h e  funds. Th is  percentage, which i s  t y p i c a l  f o r  t h e  

l a r g e r  m u n i c i p a l i t i e s  o f  Kenya, i s  much h i g h e r  than  i s  g e n e r a l l y  found i n  

deve lop ing  c o u n t r i e s  as a  group. 

Desp i te  t h e  r e l a t i v e  importance o f  use r  charges i n  l o c a l  revenue 

genera t ion ,  t h e r e  i s  i n d i c a t i o n  t h a t  these sources a r e  n o t  be ing  e x p l o i t e d  

t o  t h e i r  p o t e n t i a l .  I n  r e c e n t  s t u d i e s  i n  E l  Do re t  and Nakuru i t  was l ea rned  

t h a t  r e n t s  charged f o r  hous ing owned by t h e  mun ic ipa l  c o u n c i l s  a r e  more t han  

50 percen t  below e x i s t i n g  market l e v e l s  i n  t h e  two c i t i e s .  / However, r e n t  

inc reases  appear t o  be g e n e r a l l y  unacceptable t o  l o c a l  p o l i t i c i a n s .  The 

problem i s  exacerbated by t h e  f a c t  t h a t  t h e  hous ing accounts a r e  runn ing  

c u r r e n t  o p e r a t i n g  surp luses  so t h a t  t h e  l o c a l  p o l i t i c i a n s  see no need f o r  

r a i s i n g  r e n t s .  Th is ,  o f  course, i gno res  t h e  need f o r  deve lop ing  surp luses  

f o r  replacement and expansion o f  f a c i l i t i e s .  I n  a d d i t i o n  t o  t h e  low r e n t s  



charged, E l  Dore t  appears t o  have exper ienced b i l l i n g  and c o l l e c t i o n  

problems which reduce t h e i r  n e t  r e n t a l  income t o  approx imate ly  85 pe rcen t  o f  

t h e  amount est imated.  2' Given t h e  l a r g e  number o f  hous ing u n i t s  owned by 

l o c a l  a u t h o r i t i e s  i n  E l  Do re t  and Nakuru, a r e l a t i v e l y  modest i nc rease  i n  

hous ing r e n t s  c o u l d  c o n t r i b u t e  s i g n i f i c a n t l y  t o  t o t a l  revenues f o r  t h e  

m u n i c i p a l i t i e s .  

Housing and Water Fund Surpluses Used t o  O f f s e t  D e f i c i t s  

i n  t h e  General Fund 

Surpluses c u r r e n t l y  be ing  generated i n  hous ing and wate r  funds i n  many 

m u n i c i p a l i t i e s  i n  Kenya a r e  be ing  d i v e r t e d  t o  cover  growing genera l  f und  

d e f i c i t s .  A1 though t e c h n i c a l  l y  i 1 l e g a l  , t h e  f a c t  t h a t  mun i c i pa l  a u t h o r i t i e s  

have d i r e c t  c o n t r o l  ove r  t h e  wate r  and hous ing f und  accounts a l l o w s  them t o  

"borrowN f rom these  funds t o  cover  o t h e r  d e f i c i t s .  I n  r e a l i t y ,  t h e r e  

appears t o  be l i t t l e  hope t h a t  these  borrowed funds w i l l  e v e r  be p a i d  back. 

The s t r i p p i n g  o f  these  funds n o t  o n l y  reduces c a p i t a l  replacement and 

expansion w i t h i n  t h e  hous ing and wa te r  se rv i ces ,  b u t  a l s o  reduces t h e  

p ressure  on l o c a l  c o u n c i l s  t o  a d j u s t  o t h e r  revenue sources t o  cover  

o p e r a t i n g  expenses. Wi th  a cons tan t  f l o w  o f  funds f r om housing and wa te r  

accounts i n t o  t h e  General Fund, l o c a l  p o l i t i c i a n s  have been r e l u c t a n t  t o  

r a i s e  p r o p e r t y  r a t e s  o r  even press f o r  t h e  scheduled p r o p e r t y  r e v a l u a t i o n s  

t o  t ake  p lace.  

The impact  o f  these d i v e r s i o n s  o f  funds f r om t h e  s p e c i a l  accounts can 

be seen i n  E x h i b i t  6.7.6. which shows t h e  El  Dore t  wa te r  fund  surp luses  and 

amounts d i v e r t e d  t o  t h e  General Fund i n  t h e  p e r i o d  1977-81. Steady growth 

i n  t h e  amount d i v e r t e d  c o n t r a s t s  w i t h  t h e  r e c e n t  r a p i d  s h r i n k i n g  o f  t h e  



E x h i b i t  6.7.6. 

E l  Doret Water Funds Surpluses and Con t r i bu t i ons  
t o  General Funds 1975-81 (KC) 

5 Year 
1977 - 1978 1979 - - 1980 - 1981 TOTAL 

7-m 

Surplus 40,215 94,058 121,634 24,140 16,810 296,857 

Amount D i rec ted  
t o  General Fund 30,000 30,000 45,000 70,000 75,000 250,000 



annual su rp luses  t o  e f f e c t i v e l y  erase most o f  t h e  t o t a l  s u r p l u s  generated 

over  t h e  f i v e - y e a r  per iod .  The s i t u a t i o n  i s  even worse w i t h  r espec t  t o  t h e  

hous ing fund where a  f i v e  y e a r  su rp lus  o f  a lmost  KL 53,000 has been erased 

by a  t o t a l  of K L.65,000 d i v e r t e d  t o  t h e  General Fund. 

P rope r t y  Rate System Plagued by Problems w i t h  V a l u a t i o n  and C o l l e c t i o n  

V a l u a t i o n  of r e a l  p r o p e r t y  f o r  purposes o f  t a x a t i o n  i s  t h e  

r e s p o n s i b i l i t y  o f  t h e  Commissioner o f  Lands f o r  a l l  m u n i c i p a l i t i e s  excep t  

t h e  two l a r g e s t  ones, N a i r o b i  and Mombasa. E l  Do re t  and Nakuru have . 

exper ienced cons ide rab le  d i f f i c u l t y  w i t h  t h e  se rv i ces  o f  t h e  Commissioner o f  

Lands i n  terms o f  t i m e l y  r e v i s i o n  o f  v a l u a t i o n  r o l l s .  The Nakuru mun i c i pa l  

c o u n c i l  has decided, w i t h  t h e  approval  o f  t h e  M i n i s t r y  o f  Local  Government, 

t o  employ i t s  own p r o p e r t y  v a l u a t o r .  By employing i t s  own v a l u a t o r ,  t h e  

Nakuru mun i c i pa l  c o u n c i l  expects  t o  have a  r e g u l a r l y  r e v i s e d  and updated 

p r o p e r t y  v a l  u a t i  on r o l e .  Consequently, p r o p e r t y  r a t e  revenues a r e  expected 

t o  i nc rease  b o t h  as a  r e s u l t  of more f r e q u e n t  r e v i s i o n s  of s i t e  va lues  and 

t h e  expansion o f  t h e  v a l u a t i o n  r o l l .  I n  Nakuru, f o r  example, a  cons ide rab le  

amount o f  l a n d  t h a t  was p r e v i o u s l y  used f o r  f a rm ing  i s  now i n  r e s i d e n t i a l  

use. However, t h e  a g r i c u l t u r a l  r a t e s  s t i l l  p r e v a i l  because t h e  e v a l u a t i o n  

r o l l  has n o t  been updated. 

Expansion o f  t h e  v a l u a t i o n  r o l l s  and t i m e l y  r e v a l u a t i o n s  appear t o  be 

t h e  most f e a s i b l e  way f o r  improv ing  p r o p e r t y  r a t e  revenues s i n c e  i t  appears 

t o  be q u i t e  d i f f i c u l t  t o  i nc rease  t h e  t a x  r a t e s  themselves. I n  Nakuru, i n  

f a c t ,  t h e  mun i c i pa l  c o u n c i l  vo ted  r e c e n t l y  t o  decrease t h e  t a x  r a t e  b u t  t h e  

r e s o l u t i o n  was n o t  approved by t h e  M i n i s t r y  o f  Local  Government. 



Local  counc i  1  s  appear t o  exper ience  cons ide rab l  e  amount o f  d i f f  i c u l  t y  

i n  c o l l e c t i n g  r a t e  a r r e a r s  f r om  government departments and p a r a s t a t a l  

o rgan i za t i ons .  It has been r e p o r t e d  b o t h  i n  E l  Do re t  and Nakuru t h a t  t h e  

Kenya Rai lways Co rpo ra t i on  i s  cons ide rab l y  overdue on i t s  p r o p e r t y  r a t e  

payments. S ince  t h e  m u n i c i p a l i t i e s  appear t o  have l i t t l e  recourse  i n  

f o r c i n g  payment from government o rgan i za t i ons ,  c o l l e c t i o n  o f  these  a r r e a r s  

may r e q u i r e  some form o f  m i n i s t e r i a l  a c t i o n .  

The b a s i s  on which r e a l  p r o p e r t y  i s  t axed  i n  Kenya has a l s o  come i n  f o r  

cons ide rab le  amount of examina t ion  and d i scuss ion .  Kenya employs t h e  s i t e  

v a l u a t i o n  system of t a x a t i o n  w i t h  t a x  l e v i e d  on t h e  va lue  o f  t h e  s i t e  a lone,  

i r r e s p e c t i v e  o f  t h e  va l ue  o f  t h e  improvements. There has been cons ide rab le  

d i s c u s s i o n  about  r e p l a c i n g  t h e  s i t e  va l ue  system w i t h  one o f  " improved s i t e  

r a t i n g "  -- t a x  on b o t h  l a n d  and improvements. However, as p o i n t e d  o u t  i n  

t h e  1976 IMF s tudy ,  r e p l a c i n g  t h e  s i t e  va l ue  r a t i n g  w i t h  an improved s i t e  

r a t i n g  system would n o t  n e c e s s a r i l y  i nc rease  revenues b u t  would  i nc rease  

a d m i n i s t r a t i v e  cos t s  r e q u i r e d  by t h e  changeover. 9 Furthermore, g i v e n  t h e  

c u r r e n t  s t a f f i n g  shor tages among v a l u a t i o n  personnel ,  i t  i s  p o s s i b l e  t h a t  

such a  changeover m igh t  a c t u a l l y  decrease p r o p e r t y  r a t e  revenues ove r  t h e  

p e r i o d  o f  implementat ion.  The p r i n c i p a l  advantage t o  changing t h e  system 

would appear t o  be t o  use t h e  t r a n s i t i o n  t o  e f f e c t  an inc reased  t a x  burden 

on p rope r t y .  T h i s  may c i rcumvent  t h e  c u r r e n t  problems t h a t  l o c a l  c o u n c i l s  

have w i t h  t h e  approv iqg  t a x  r a t e  inc reases .  

S t a f f i n g  Shortages i n  Key F i n a n c i a l  P o s i t i o n s  

Local  government f i n a n c e  i n  Kenya s u f f e r s  t h e  s k i l l e d  s t a f f i n g  

shor tages common t o  o t h e r  deve lop ing  c o u n t r i e s .  I n  r e c e n t  s t u d i e s  o f  t h e  



major  secondary c i t i e s  i n  Kenya, a  l a r g e  number o f  vacancies i n  account ing,  

5/ a u d i t i n g  and revenue c o l l e c t i o n  s t a f f s  were i d e n t i f i e d .  - 

The problem has severa l  dimensions. F i r s t  o f  a l l ,  t h e  c u r r e n t  system 

cannot produce a l l  t h e  s k i l l e d  people r e q u i r e d  i n  Kenyan l o c a l  government. 

The Kenya I n s t i t u t e  o f  A d m i n i s t r a t i o n  i s  r espons ib l e  f o r  t r a i n i n g  government 

o f f i c i a l s  and account ing  personnel f o r  government se rv i ce .  Whi le  t h e  KIA 

program i n  l o c a l  government t r a i n i n g  appears t o  be exce l  l e n t ,  t h e  p roduc t i on  

o f  t r a i n e d  s t a f f  cannot match t h e  needs o f  t h e  l o c a l  l e v e l .  The problem i s  

exacerbated by t h e  f a c t  t h a t  s k i l l e d  accountants  a r e  drawn away f r om p u b l i c  

s e r v i c e  t o  t h e  p r i v a t e  s e c t o r  as r a p i d l y  as t hey  a r e  t r a i n e d .  

A  second t r a i n i n g  problem i s  t h a t  t h e  t r a i n i n g  course r e q u i r e s  l o c a l  

government s t a f f  t o  l eave  t h e i r  p o s i t i o n s  and a t t e n d  courses a t  KIA i n  

N a i r o b i .  KIA i s  i n t e r e s t e d  i n  deve lop ing  ou t reach  programs f o r  t r a i n i n g  

l o c a l  s t a f f  a t  t h e i r  home s i t e s ,  b u t  c u r r e n t l y  does n o t  have t h e  resources 

6 / t o  under take such a  program. - 

KIA appears t o  p resen t  a  s t r o n g  i n s t i t u t i o n a l  framework on which t o  

b u i l d  a d d i t i o n a l  c a p a b i l i t i e s  f o r  t r a i n i n g  i n  l o c a l  government f inance .  

Indeed, a l t hough  KIA i s  p a r t i a l l y  subs id i zed  by t h e  c e n t r a l  government, i t  

does charge fees  f o r  i t s  t r a i n i n g  programs. It i s  f e l t  t h a t  t r a i n i n g  aimed 

a t  improv ing  l o c a l  government revenue c o l l e c t i o n  c o u l d  be p laced  on a  

t o t a l l y  s e l f - f i n a n c i n g  bas i s ,  s i n c e  t h e  inc reased  revenues t o  t h e  l o c a l  

a u t h o r i t i e s  would more than  pay f o r  t h e  s t a f f  t r a i n i n g .  KIA may a l s o  serve 

as an i n f o r m a t i o n  network t o  l o c a l  a u t h o r i t i e s  s i n c e  many o f  i t s  f o rmer  

s tuden ts  a r e  employed i n  l o c a l  government a u t h o r i t i e s .  T h i s  would p resen t  a  



ready network f o r  d i ssem ina t i ng  i n fo rma t i on  on improved f i n a n c i a l  management 

p r a c t i c e s  w i t h i n  t h e  coun t r y .  
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6 .S Col ombi a  

6.8.1. Ra t i ona le  and Focus 

The be t te rment  t ax ,  o r  l e v y ,  concept may be t r a c e d  t o  t h e  

Roman D i g e s t  o f  t h e  s i x t h  cen tu ry  and i s  g e n e r a l l y  known i n  t h e  U.S. as 

a  "spec i  a1 assessment." A1 though o f t e n  c i t e d  as a  p o t e n t i a l  l y  r e l e v a n t  

source o f  l o c a l  revenue, i t s  ac tua l  imp lementa t ion  has been q u i t e  

1  imi ted. l l  Based on t h e  b e n e f i t  p r i n c i p l e  o f  p u b l i c  f i n a n c e  ( t o  be 

d iscussed below),  t h e  be t te rment  l e v y  has a  s t r o n g  conceptual  case f o r  

b road  appl  i c a t i o n ,  b u t  i t s  ac tua l  use has been 1  i m i  t e d  by t he  pe rcep t i on  

t h a t  i t  i s  burdened by t e c h n i c a l  obs tac les ,  p a r t i c u l a r l y  those re1  a t e d  

21 t o  assess ing i n d i v i d u a l  bet terments  and 1 i abi  1  i ti es .- 
Th i s  case s tudy  focuses on t h e  Colombian exper ience w i t h  be t t e rmen t  

l e v i e s .  Colombia and Mexico p resen t  t h e  o n l y  two "success s t o r i e s "  

r ega rd ing  t h e  use o f  be t te rment  l e v i e s ,  and t h e  Colombia case i s  by f a r  

t h e  b e s t  documented o f  t h e  two. The s tudy  i s  l i m i t e d  t o  secondary 

sources o f  d a t a  and wi 11 examine exper iences i n  t h r e e  Colombian c i t i e s  . 
Th i s  "between c i t i e s "  approach permi ts  a  more e f f e c t i v e  use o f  t h e  

a v a i l  a b l e  documentation, whi 1  e  p r o v i d i n g  a  broader  base f o r  assess ing 

t h e  t r a n s f e r a b i l i t y  o f  t h e  be t te rment  l e v y  t o  o t h e r  c o u n t r i e s .  

6 . 1 1  Conceptual Framework o f  t h e  Bet terment  Levy 

The be t t e rmen t  l e v y  has i t s  t h e o r e t i c a l  f ounda t i on  i n  t h e  

b e n e f i t  p r i n c i p l e  o f  t h e  pub1 i c  f inance l i t e r a t u r e .  Simply s ta ted ,  t h e  



b e n e f i t  p r i n c i p l e  i s  based on t he  assumption t h a t  those who r e c e i v e  t he  

b e n e f i t s  o f  a  publ  i c l y  p rov ided  good o r  s e r v i c e  should pay f o r  i t s  

p r o v i s i o n .  For t h e  b e n e f i t  p r i n c i p l e  t o  be an e f f e c t i v e  i ns t rumen t  o f  

revenue c o l  l e c t i o n ,  a t  l e a s t  two c o n d i t i o n s  must be met: 

1 . The b e n e f i c i a r i e s  must be i d e n t i f i a b l y  d i s t i n g u i s h e d  f rom non- 

b e n e f i c i a r i e s .  I n  o t h e r  words, t h e  exc lus ion  p r i n c i p l e  must 

be opera t i ve ,  i n  which nonconsumers o f  t he  good o r  s e r v i c e  a re  

exc luded f rom i t s  bene f i t s .  I n  t h i s  regard, be t te rment  l e v i e s  

a r e  a p p r o p r i a t e  o n l y  f o r  p u b l i c l y  p rov ided  goods and se rv i ces  

which a r e  s i m i l a r  t o  p r i v a t e  goods and se rv i ces  i n  t h a t  e x t e r n a l  

b e n e f i t s  (and c o s t s )  a r e  n o t  o f  s i g n i f i c a n t  impact .  

2. I n  o r d e r  t o  make i n d i v i d u a l  revenues d i r e c t l y  p r o p o r t i o n a l  t o  

t h e  i n d i  v i d u a l  b e n e f i t s  rece ived,  t he  b e n e f i t s  o f  each taxpayer  

must be q u a n t i f i a b l e  and c o n s i s t e n t l y  measurable between 

b e n e f i t t i n g  taxpayers.  

The b e n e f i t  p r i n c i p l e  o f  t a x a t i o n  has t he  impo r tan t  c h a r a c t e r i s t i c  

of  d i r e c t l y  1  i n k i n g  t h e  proposed q u a n t i t y  o f  a  publ  i c l y  p rov ided  good o r  

s e r v i c e  t o  t h e  sources of revenues f o r  i t s  p r o v i s i o n .  I n  t h i s  regard,  

t h e  be t te rment  l e v y  i s  q u i t e  s i m i l a r  t o  user  charges, which g e n e r a l l y  

a l s o  must s a t i s f y  c o n d i t i o n s  descr ibed  above f o r  e f f e c t i v e  imple-  

menta t ion .  

When s u c c e s s f u l l y  implemented, t he  b e n e f i t  p r i n c i p l e  a l s o  s a t i s f i e s  

c e r t a i  n  we1 f a r e  c r i t e r i a  f o r  e v a l u a t i n g  a  socioeconomic change. Given 

t h a t  t h e  b e n e f i c i a r i e s  o f  a  change ( p r o v i s i o n  o f  a  good o r  s e r v i c e )  



i d e n t i f y  a  w i l l  ingness- to-pay (bene f i t s ,  B) g r e a t e r  than  t h e  cos t s  (C) 

o f  p roduc ing  t h e  good o r  se rv i ce ,  then  t h e r e  has been a  n e t  i nc rease  i n  

t h e  we l fa re  of t h e  group i n v o l v e d  (B-C>O). The p o t e n t i a l  n e t  improve- 

ment i n we1 fa re  ?' shoul d  generate a  demand f o r  t h e  pub1 i c l y  p rov ided  

good o r  s e r v i c e  which i s  f i nanced  through t h e  b e n e f i t  p r i n c i p l e  o f  

revenue (be t t e rmen t  l e v y  o r  use r  charge) .  

It i s  i m p o r t a n t  t o  n o t e  t h a t  when t h e  b e n e f i t  p r i n c i p l e  i s  appl  i e d  

t o  t h e  p u b l i c  p r o v i s i o n  of goods and serv ices ,  t h e r e  i s  g e n e r a l l y  a t  

l e a s t  a  s i m u l a t i o n  of t h e  market, o r  p r i c e ,  system. E f f e c t i v e  demand 

o n l y  appears when t h e  consumer i d e n t i f i e s  a  p o t e n t i a l  n e t  i nc rease  i n  

h i s  we l f a re  th rough t h e  exchange. I n  p r i n c i p l e ,  consumer sove re ign t y  i s  

respected.  I t i s  assumed t h a t  t h e  consumer can eva lua te  what i s  good 

f o r  h i s  own we1 f a re ,  and he may e l e c t  t o  n o t  p a r t i c i p a t e  i n  a  program i f  

h i s  personal va lues  i n d i c a t e  t h a t  p a r t i c i p a t i o n  w i l l  decrease h i s  n e t  

we1 fare.  

I n  c o n t r a s t  t o  t h e  b e n e f i t  p r i n c i p a l  i s  t h e  ab i  li ty- to -pay  p r i n -  

c i p l e  o f  p u b l i c  f inance.  Th i s  p r i n c i p l e  s t a t e s  t h a t  consumers o f  

p u b l i c l y  p rov ided  goods and s e r v i c e s  should n o t  be taxed  accord ing  t o  

t h e  q u a n t i t y  o f  b e n e f i t s  rece ived ;  r a t h e r  those who can pay more (have 

h i g h e r  incomes) must pay more. The c e n t r a l  focus o f  t h e  a b i l i t y - t o - p a y  

p r i n c i p l e  i s  w i t h  income d i s t r i b u t i o n  and e q u i t y ,  and i t  works f rom t h e  

assumption o f  decreas ing marg ina l  u t i l i t y  o f  income. There i s  no a t -  

tempt t o  d i r e c t l y  1  i n k  l e v e l  o f  expend i tu res  w i t h  e f f e c t i v e  demand 

th rough a  quas i -market  i n  which consumer w i l l i n g n e s s - t o - p a y  i s  key. 



Rather, t he  p o l i t i c a l  process i s  used t o  e s t a b l i s h  a  des i red  l e v e l  and 

d i  s  tri b u t  i o n  o f  expendi tu res ,  whi ch a r e  f i  nanced accord i  ng t o  t he  

a b i  1  i ty- to-pay o f  each socioeconomic group o f  the  popul a t i  on. Consunier 

sovere ign ty  i s  n o t  respected except as each consumer has t h e  o p p o r t u n i t y  

t o  p a r t i c i p a t e  i n  t he  p o l i t i c a l  process. Once t h e  l e v e l  and d i s t r i b u -  

t i o n  o f  expendi tures a r e  es tab l i shed,  p a r t i c i p a t i o n  i n  f i n a n c i n g  i s  

compulsory, w i t h  t h e  except ion  of those groups judged t o  have no a b i l i t y -  

to-pay . 
As noted i n  s e c t i o n  3.2.1, bet terment  l e v i e s  may be considered a  

h y b r i d  case i n  ac tua l  a p p l i c a t i o n .  They a re  in tended t o  be d i r e c t l y  

p r o p o r t i o n a l  t o  t h e  b e n e f i t s  which the  bet terment  conveys t o  each bene f i -  

c i a r y - - i n  t h i s  respec t  i t  i s  s i m i l a r  t o  a  user  change. However, p a r t i -  

c i p a t i o n ,  o r  payment, i n  t he  l e v y  i s  g e n e r a l l y  compulsory, which makes 

i t  s i m i l a r  t o  taxes based on the  a b i l i t y - t o - p a y  p r i n c i p l e .  

The h y b r i d  na tu re  o f  t h e  bet terment  l e v y  i s  impor tan t  t o  an under- 

s tand ing  o f  i t s  acceptance, success o r  f a i l u r e .  As w i  11 be noted below, 

t h e  Colombian experience w i t h  bet terment  l e v i e s  inc ludes  bo th  b e n e f i t  

and a b i l  i ty- to-pay cons idera t ions  i n  i t s  implementat ion. From t h i s  r e -  

v iew o f  t h e  conceptual framework on the  bet terment  l evy ,  t h e  f o l l o w i n g  

cons idera t ions  a re  key t o  i n t e r p r e t i n g  the  Colombian experience: 

- separa t ion  o f  bene f i c i a r i es  from non-benefi c i  a r i  es ; 

- q u a n t i f i c a t i o n  o f  benef i t s  by i n d i v i d u a l ,  o r  group, bene f i -  
c i a r i e s ;  

- consumer sovere ign ty  i n  r e l a t i o n  t o  pub1 i c  p r o j e c t s  and t o  the 
p o l  i ti c a l  process; and 



- t h e  a b i l  i ty- to-pay o f  b e n e f i t t e d  groups. 

6 $8.1.2. Re la t i onsh ip  With Other Local Revenues 

Before examining the  s p e c i f i c  case o f  Colombia, i t  i s  usefu l  

t o  compare the  bet terment  l e v y  w i t h  o ther  revenue sources. Having r e a l  

p rope r t y  as i t s  base, t h e  bet terment  l e v y  has sometimes been considered 

superf luous o r  over lapping w i t h  o ther  taxes which have the  same base. 

Be1 ow i s a  b r i e f  examinat ion o f  the  re1  a t i o n s h i  ps between the  bet terment  

l e v y  and o t h e r  revenue sources which have s i m i l a r  conceptual o r  t a x  base 

s t r u c t u r e s  . 

Real Proper ty  Tax 

Some may argue t h a t  bet terment  l e v i e s  and r e a l  p roper ty  taxes are 

i n  e f f e c t  r e p e t i t i v e  and represent  double taxa t i on .  This argument holds 

t h a t  p u b l i c  works betterments are  incorpora ted  i n  the  r e a l  p rope r t y  t a x  

41 and should no t  be taxed again through bet terment  lev ies . -  

A t  t he  t h e o r e t i c a l  l e v e l ,  the  r e a l  p roper ty  t a x  i s  assessed on 

t o t a l  s i t e  values and seeks t o  c o l l e c t  t h e  e n t i  r e  n e t  r e n t  o f  l and  and 

i rnprovements . 
S i t e  value may be increased e i t h e r  as the  r e s u l t  o f  publ i c  betterments 

ex te rna l  t o  t he  s i t e  o r  through owner improvements ons i te .  The bet terment  

1  evy seeks o n l y  t o  r e f l e c t  t he  b e n e f i t s  conf ined t o  the  owner o f  a  s i t e  

5 / through a  s p e c i f i c  publ i c  works betterment.- 

I n  p r a c t i c e ,  t he  r e a l  p roper ty  t a x  i s  u s u a l l y  regarded as a general 

revenue which may be used f o r  c i t y -w ide ,  non- loca l ized serv ices ,  such as 



pol ice protection, education, justice and health. All of these services 

have high external i t i e s ,  and distinction between beneficiaries and non- 

beneficiaries i s  d i f f i c u l t ,  i f  not inappropriate. Expenditures may be 

for  investment or consumption purposes, as well as the general expense 

of administering 1 ocal government. As real property ownershi p i s  assumed 

t o  be direct ly proportional t o  wealth, the real property tax Iiiay be 

considered as a surrogate for  a local income tax, so t h a t  city-wide 

services are financed on an abi 1 i ty-to-pay base. 

The betterment levy focuses only on the benefits generated by a 

public investment, which i s  generally quite localized. I t  i s  not di- 

rectly linked to an increase i n  consumption of such services as educa- 

t ion or security. Thus, an important distinction i s  that  real property 

taxes are generally used to finance city-wide investment and consumption 

expenditures, and the tax i s  a form of rent for access to general urban 

opportunities and amenities; the betterment levy i s  limited t o  the bene- 

f i t s  which direct ly accrue to the property owner as the resul t  of a 

localized public investment. 

An operational difference between real property and betterment 

revenues i s  in the ra te  structures. The real property tax rate  i s  

usually low (often less  than 1 percent and rarely greater than 2 percent) 

and i s  applied to the value within a s i t e ,  both land and improvements 

for  perpetuity. The betterment levy i s  a one-time l i  abi 1 i t y ,  generally 

with 50 percent to 100 percent due during the public works period, and 

refers only to  betterments t o  the property owner generated by public 



works external to  his property. If only one ra te  s t ructure were applied 

to  both cases, the r e su l t  would be of questionable equity impact, with 

betterments generated by public i n i t i a t i v e  taxed a t  the same ra te  as 

61 onsi t e  improvements financed by the property owner .- 
Finally, the two taxes may be expected to have different  impacts on 

land use. When the real property tax i s  re lat ively low (say, about 1 

percent) and paid for  in perpetuity, i t  may not be a strong incentive to  

t ransfer  land used for  speculation purposes to  direct ly  productive uses, 

especially when the tax rate  i s  less  than the increase in land value 

over time because, fo r  example, of demographic pressures on the land 

market. Also, the landowner knows tha t  any onsite improvements he makes 

will be incorporated into the real property tax base. As a tax on pure 

s i t e  value, the betterment levy does not penalize onsite improvement of 

undeveloped land. However, the public investment providing the betterment, 

and incorporated into the levy to  be paid in a lump sum or over a short  

period, does quickly increase the opportunity cost of the land and 

71 provides a strong incentive t o  p u t  the land to more productive use.- 

User Fees 

These fees are  closely t ied to the benefit principle and may be 

indi rec t ,  such as a fuel tax to  finance road construction, or d i r ec t ,  as 

in  the cases of a bridge or road t o l l ,  o r  ins ta l la t ion  and service fees 

f o r  water and sewage. I n  the application of user fees,  i t  i s  assumed 

tha t  the users are the beneficiaries,  which may be separated from non- 

beneficiaries by making payment of the fee necessary for  access to the 



s e r v i c e .  The p u b l i c  a u t h o r i t y  which manages t h e  s e r v i c e  u s u a l l y  s e t s  

t h e  use r  f e e  on t h e  b a s i s  o f  p r o j e c t e d  demand and consequent expected 

revenues s u f f i c i e n t  t o  r ecove r  investment,  maintenance and o p e r a t i n g  

expenses, as w e l l  as t o  generate excess revenues which may form the  base 

f o r  f u t u r e  investments.  

Usir lg an urban road  as an example, t h e  a c t u a l  users  may o r  may n o t  

be p r o p e r t y  owners, and if owners, t h e i r  p r o p e r t y  may n o t  have i t s  va lue  

d i r e c t l y  i n f l u e n c e d  by t h e  road. Proper ty  owners w i t h i n  a  phys i ca l  i n -  

f l u e n c e  area o f  t h e  road  may expect  t o  have t h e i r  s i t e  va lues inc reased  

by  t h e  improved a c c e s s i b i l i t y  o f  t h e i r  s i t e .  They may never  use t h e  new 

r o a d , '  b u t  t h e i r  p r o p e r t y ' s  va lue  i s  enhanced, o r  be t t e red ,  by t he  i n -  

creased p o t e n t i  a1 access i  b i  1  i ty  o f f e r e d  by t h e  new publ i c investment .  

Thus, use r  fees  and be t te rment  l e v i e s  have d i f f e r e n t  f u n c t i o n s .  The 

former seeks t o  recover  cos t s  and, a t  t imes, f i n a n c e  f u t u r e  investments ,  

th rough  cha rg ing  users  f o r  access t o  t he  s e r v i c e .  The be t te rment  l e v y  

seeks t o  recover  t h e  b e n e f i t s  accrued t o  landowners which r e s u l t  f rom a  

9 / publ  i c  i nvestment.- 

C a p i t a l  Gains Tax 

A1 though t h e  c a p i t a 1  ga ins  t a x  i s  no rma l l y  n o t  a  l o c a l  t ax ,  t h e r e  

a r e  a  number o f  s i m i l a r i t i e s  and d i s t i n c t i o n s  between i t  and t h e  be t te rment  

l e v y  which should be noted. 

- C a p i t a l  ga ins  taxes accrue t o  inc reased  va lue  o f  r e a l  p rope r t y ,  
whether t h i s  i nc rease  r e s u l t s  f rom improvements i n t e r n a l  o r  
e x t e r n a l  t o  t h e  s i t e ,  w h i l e  be t te rment  l e v i e s  focus  o n l y  on 
improvements r e s u l t i n g  f rom pub1 i c  investments  e x t e r n a l  t o  the 
s i t e .  



- C a p i t a l  ga ins  a r e  t a x a b l e  o n l y  a t  t he  t ime  o f  sa le ,  w h i l e  
be t te rments  a r e  l e v i e d  a t  t he  t ime  o f  t he  inves tment  conveying 
be t te rment .  

C a p i t a l  ga ins  a r e  g e n e r a l l y  n o t  in tended t o  t a x  inc reases  i n  
r e a l  p r o p e r t y  value, per se, a1 though they  do have t h i s  e f -  
f ec t ;  t h e i r  purpose i s  u s u a l l y  t o  supplement income t a x  reve-  
nues as a  t a x  on " i nc rease  i n  wea l th . "  I n  t h i s  sense, t h e  
c a p i t a l  ga ins  t a x  tends t o  d iscourage  o w n e r - i n i t i a t e d  c a p i t a l  
improvements ons i t e ,  w h i l e  t h e  be t te rment  l e v y  f i nances  
pub l  i c  c a p i t a l  improvements and s t i m u l a t e s  owner- in i  t i a t e d  
investments  ons i  te ,  as d iscussed e a r l i e r .  

- Bet te rment  l e v y  r a t e s  g e n e r a l l y  approach 100 percen t ,  w h i l e  
t h e  c a p i t a l  ga ins  r a t e  i s  no rma l l y  around 25 percen t .  

A1 though c a p i t a l  ga ins  taxes and be t te rment  l e v i e s  may d i f f e r  by 

t a x i n g  a u t h o r i t y ,  t a x i n g  p r i n c i p l e ,  t i m i n g  and r a t e s ,  t h e r e  i s ,  nonethe- 

l e s s ,  m e r i t  t o  t h e  argument t h a t  t h e r e  i s  a  s u b s t a n t i a l  o v e r l a p  i n  t h e  

two. T h i s  ques t i on  of  f i s c a l  e q u i t y ,  o r  j u s t i c e ,  may be reso l ved  by 

deduc t ing  t h e  amount o f  be t t e rmen t  l e v i e s  f rom c a p i t a l  ga ins  l i a b i l i t -  

101  i es .- 

6.b.2. Background and S e t t i  n p  

Al though i n  Colombia t h e  concept o f  bet terment ,  o r  v a l o r i z a t i o n ,  

may be t r a c e d  as f a r  back as 1599, t h e  c u r r e n t  form o f  t h e  be t te rment  

l e v y  began i n  1921, w i t h  t h e  n a t i o n a l  law r e g u l a t i n g  f l o o d  c o n t r o l  and 

i r r i g a t i o n  p r o j e c t s ,  which peri i i i  t t e d  inves tment  c o s t  recovery  through 

l e v i e s  on b e n e f i t i n g  p r o p e r t y  owners. La te r ,  t h e  l e v y ' s  p o t e n t i a l  scope 

was extended t o  v i r t u a l l y  a1 1  publ  i c  works p r o j e c t s  t h a t  r e s u l t e d  i n  an 

i nc rease  i n  r e a l  p r o p e r t y  va lue,  and t h e  1  i m i t a t i o n  o f  changes t o  c o s t  



r ecove ry  was removed. Cu r ren t l y ,  a l l  l e v e l s  o f  Colombian government may 

11/ use be t te rment  1  ev ies,  b u t  mun i c i pa l  i t i e s  have been t h e  p r i n c i p a l  users  .- 
I n  t h e  i n t e r p r e t a t i o n  o f  t h e  cases presented below, i t  i s  u s e f u l  t o  

cons ide r  t h e  f o l l o w i n g  b a s i c  i ssues  rega rd ing  imp lementa t ion  o f  a  

be t t e rmen t  l evy :  

- Should t h e  v a l o r i z a t i o n  charge be viewed as recove r i ng  a  bene- 
f i t  o therw ise  bestowed g r a t u i t i o u s l y  on t h e  landowner by t h e  
S t a t e  ( t h a t  i s ,  recovery  o f  be t t e rmen t ) ,  o r  p r i m a r i l y  as a  way 
o f  i n c r e a s i n g  mun i c i pa l  so lvency by recouping t h e  a c t u a l  c o s t  
o f  pub1 i c  investment? 

- How i s  t h e  p r i n c i p l e  o f  be t te rment  t o  be a p p l i e d  i n  low income 
neighborhoods? 

- How can a  steady, s e l f - s u s t a i n i n g  s e r i e s  o f  be t te rment  based 
p r o j e c t s  be ma in ta ined  i n  t h e  f ace  o f  l i q u i d i t y  and c o l l e c t i o n  
problems? - 12/ 

6.8.3. D e s c r i p t i o n  o f  P r a c t i c e s  Under Study 

The approach taken  here i s  t o  examine t h e  process o f  be t te rment  

assessment and l e v y  c o l l e c t i o n  i n  Colombia, t a k i n g  t h r e e  c i t i e s  as case 

s tud ies .  T h i s  approach a1 lows us t o  t r e a t  t h e  i ssues  r a i s e d  above i n  a  

comparat ive manner and t o  i d e n t i f y  t h e  c o n d i t i o n s  under which t h e  

be t t e rmen t  l e v y  concept  may be t r a n s f e r r e d  t o  o t h e r  n a t i o n a l  con tex t s .  

Emphasis i s  n o t  on t h e  t e c h n i c a l  ins t ruments  o f  l and  va lue  assessment; 

these  i ns t rumen ts  a re  w i d e l y  d iscussed i n  t h e  l i t e r a t u r e  o f  l o c a l  taxa-  

t i o n ,  as w e l l  as i n  t h a t  o f  Colombia. 13/ 

Al though t h e  be t te rment  l e v y  has f inanced  a  f a i r l y  wide range o f  

p u b l i c  inves tment  i n  Colombia, i n  urban areas road c o n s t r u c t i o n  i s  by 

f a r  t h e  most comnon t ype  o f  a p p l i c a t i o n .  Furthermore, much o f  t h e  non- 



r o a d  urban p u b l i c  works f inanced  through be t te rment  l e v i e s  a r e  road- 

14/ r e l a t e d ,  such as s e r v i c e  networks, dra inage systems, b r i dges  and parks.- 

Mede l l i n :  Example o f  Urban Bet terment  Levy 

Under Colombian 1  aw, m u n i c i p a l i t i e s  have wide autonomy i n  be t te rment  

l e v y  admini  s t r a t i o n .  lrledell i n  i s  t h e  Colombian c i t y  hav ing  t he  g r e a t e s t  

exper ience w i t h  t h e  l evy ,  which has been i n  use con t i nuous l y  s i n c e  i t s  

c r e a t i o n ,  i n  1948, th rough  es tab l i shment  o f  t h e  Bet terment  Department 

(Departamento de ~ a l o r i z a c i c f n ) .  A1 though autonomous a t  t h e  l o c a l  l e v e l  , 

t h e  Be t te rment  Department r ece i ves  t e c h n i c a l  and l e g a l  suppor t  from t h e  

Na t i ona l  Bet terment  Di  r e c t o r a t e  (D i  r e c c i  6n Naci onal  de Val o r i  zac i  dn)  o f  

t h e  M i n i s t r y  o f  P u b l i c  Works. A t  t he  l o c a l  l e v e l ,  t he  Department I s  

e f f e c t i v e n e s s  has been g r e a t l y  enhanced by t h e  development and growth o f  

a  new c l a s s  o f  p r o f e s s i o n a l s  s p e c i a l i z e d  i n  t he  techniques o f  be t te rment  

assessment and revenue c o l l e c t i o n .  These s p e c i a l i s t s  work i n  p u b l i c  

admi n i  s t r a t i  on as we1 1  as consul  t a n t s  t o  bo th  t he  muni c i  p a l  government 

and t o  i n d i v i d u a l s  o r  groups of c i t i z e n s  a f f e c t e d  by the  be t te rment  

l e v y .  A1 1  a d m i n i s t r a t i v e  and investment  cos t s  o f  t h e  Department a r e  

15/ expected t o  be s e l  f - f i n a n c i n g  through t he  be t te rment  levy.- 

Over t h e  p a s t  t h r e e  decades, M e d e l l i n  has f i nanced  a  s u b s t a n t i a l  

p r o p o r t i o n  of i t s  phys i ca l  i n f r a s t r u c t u r e  through t h e  be t te rment  l e v y ,  

and t h e  approach has become an accepted p a r t  o f  p u b l i c  expec ta t i ons ,  as 

e x e m p l i f i e d  by t h e  popu la r  ca t ch  phrase "Mede l l i n  i s  made o f  be t t e rmen t  

1  ev ies .  " Q u a n t i t a t i v e l y ,  be t te rment  l e v y  revenues c u r r e n t l y  a r e  approx i  - 
16/ m a t e l y  equal t o  those o f  r e a l  p r o p e r t y  taxes.- 



The process of be t t e rmen t  l e v y  and c o l l e c t i o n  i n  Medel l  i n  i s  sum- 

1  7/ mar i  zed below.- 

De te rm ina t i on  o f  t h e  B e n e f i t  Area o f  t h e  P r o j e c t  

A1 though t h e r e  i s  a  genera l  requ i rement  t h a t  a1 1  p r o p e r t i e s  w i t h i n  

t h e  b e n e f i t  area w i l l  r e c e i v e  a  d i f f e r e n t i a l  b e n e f i t ,  t h e r e  i s  no l e g a l  

l i m i t a t i o n  of a  geographic  n a t u r e  t o  de f i ne  t h e  area, and t h e  methodology 

i s  r e l a t i v e l y  f l e x i b l e  and nonspec i f i c .  For  example, t h e  usua l  d e f i n i t i o n  

o f  t h e  b e n e f i t  a rea  as a  s t r i p  f o l l o w i n g  a  proposed road  may be a d j u s t e d  

f o r  such f a c t o r s  as i n t e r s e c t i o n s  and r i v e r  c ross i ngs .  I n  o t h e r  cases, 

t h e  b e n e f i t  a rea  may be s t r i c t l y  determined, as w i t h  sewer systems, 

which b e n e f i t  p r o p e r t i e s  served by t h e  system. Th i s  i n i t i a l  s t e p  o f  t h e  

be t t e rmen t  l e v y  process may a l s o  i n c o r p o r a t e  c e r t a i n  management and 

p o l i c y  dec i s i ons .  For  example, t h e r e  may be a  poor  d i s t r i c t  composed o f  

numerous, sma l l  l o t s .  The r e l a t i v e l y  sma l l  i n c rease  i n  each s i t e ' s  

va l ue  may n o t  j u s t i f y  t h e  a d m i n i s t r a t i v e  cos t s  o f  c o l l e c t i n g  a  be t t e rmen t  

l e v y ;  o r ,  t h e  poor  area may be exc luded f r om t h e  l e v y  because o f  income 

d i s t r i b u t i o n  p o l  i c y .  

P r o p e r t y  Owner Survey and Represen ta t ion  

A f t e r  de te rm in i ng  t h e  b e n e f i t  area, a  survey o f  p r o p e r t y  owners i s  

made, c o n c e n t r a t i n g  on t h e i  r income l e v e l  s.  Simul t aneous l y  wi t h  t h e  

survey,  p r o p e r t y  owners l i v i n g  i n  t h e  b e n e f i t  area a r e  c a l l e d  t o  a  

meet ing  i n  o r d e r  t o  e l e c t  r e p r e s e n t a t i v e s .  I f  r e p r e s e n t a t i v e s  a r e  n o t  

e l e c t e d  f o r  any reason, t h e y  a r e  appo in ted  by t h e  r e s p o n s i b l e  agency. 



The r e p r e s e n t a t i v e s  a r e  expected t o  p a r t i c i p a t e  i n  p r e p a r a t i o n  o f  t h e  

pub1 i c  work 's  budget and i n  de te rmin ing  t he  d i s t r i b u t i o n  o f  b e n e f i t s  and 

l e v y  quotas on t h e  b a s i s  o f  expected inc reases  i n  p r o p e r t y  va lues.  The 

r e p r e s e n t a t i v e s  have vo i ce  b u t  no vo te  i n  management o f  t h e  investment .  

Thus, t hey  cannot h a l t  implementat ion o f  a  p r o j e c t ,  b u t  t hey  do have a  

supe rv i so ry  r o l e  i n  t h e  investment  o f  funds, and they must have access 

t o  a l l  r e l e v a n t  i n f o r m a t i o n  rega rd ing  t he  p r o j e c t .  

Es t imates  o f  Inc reases  i n  Aggregate Value 

The aggregate be t te rment  o f  t h e  a f f e c t e d  area must be es t ima ted  i n  

o r d e r  t o  s a t i s f y  a  l e g a l  l i m i t a t i o n :  t o t a l  l e v y  revenues must n o t  

exceed t h e  investment  and a d m i n i s t r a t i o n  c o s t  o f  t he  p r o j e c t ,  n o r  t h e  

amount o f  b e n e f i t s  r ece i ved  by p r o p e r t y  owners. I n  o t h e r  words, i t  must 

be determined whether t o t a l  p r o j e c t  imp lementa t ion  expend i tu res  a re  more 

o r  l e s s  t han  t h e  b e n e f i t s  r ece i ved  by t he  area. I f  b e n e f i t s  a r e  g rea te r ,  

t h e  appor t ionment  o f  cos t s  i s  made based on t h e  t o t a l  c o s t .  I f  t hey  a r e  

no t ,  cos t s  a r e  appor t ioned  p r o p o r t i o n a t e l y .  For these es t imates ,  pragmatism 

i s  t h e  genera l  r u l e .  Usua l l y ,  r e a l  e s t a t e  assessors a re  used t o  c a l c u l a t e  

t h e  expected i nc rease  i n  va lue  of a sample o f  p r o p e r t i e s  throughout  t he  

b e n e f i t  area. The sample i s  then expanded f o r  t o t a l  area es t imates .  

Recognizing t h e  p o t e n t i a l  marg in  o f  e r r o r  i n  such a  procedure, t h e  

be t t e rmen t  l e v y  process u s u a l l y  o n l y  con t inues  when t he  expected i nc rease  

i n  p r o p e r t y  va lues amply exceeds p r o j e c t e d  cos t s .  



Determi nation of Individual Liabi 1 i ty 

This step presents a delicate process, which usually stimulates 

i ntense i nteraction between resident representatives and technical 

spec ia l i s t s .  The operation ca l l s  for  the use of lo t  sizes as the basic 

point of reference for  prorating costs. I t  i s  important to note that  

the property tax cadaster i s  normally used only as one of several input 

18' Individual l i a b i l i t y  i s  determined by consideration of a factors .- 
number of factors which convert the physical area of each l o t  to i t s  

v i r tua l ,  or weighted, area: 

where: V i  = virtual area of property i ;  

Fj  
= different  factors,  1 to j; and 

Ai = the physical area of property i .  

Next a conversion factor i s  calculated, which i s  the total  cost of the 

public works projects divided by the number of the virtual property 

areas of the benefit area, which yields the betterment cost per unit of 

vi rtual area : 

when: T = the conversion factor and 

P = cost of the project. 

The i ndi vidual 1 evy fo r  property i , Ci , i s  thus : 



I n  summary, t h e  i n d i v i d u a l  l e v y  f o r  each p r o p e r t y  i s  t he  r e s u l t  o f  

ass ign ing  t o  t h e  weighted, o r  v i r t u a l ,  area of t h e  p r o p e r t y  i t s  p ropor -  

t i o n  o f  p r o j e c t  cos t ,  spread over  t h e  sum o f  weighted p r o p e r t y  areas. 

A1 though assessment of  i n d i v i d u a l  be t te rment  1  i ab i  1  i t y  i s  a1 ge- 

b r a i c a l l y  s imple,  de te rm ina t i on  o f  v i r t u a l  o r  we igh t  f a c t o r s ,  F  i s  
j , 

key t o  acceptance of  t h e  l e v y  assessments and t o  success o f  p r o j e c t  

implementat ion.  Techniques f o r  de te rm ina t i on  o f  these  f a c t o r s  d i f f e r  

w i d e l y ,  and argreement on procedure r e s u l t s  f rom n e g o t i a t i o n  among the  

Be t te rment  Departii ient, independent consu l t an t s  and p r o p e r t y  owner r e -  

p resen ta t i ves .  

Assignment o f  F .  va lues can become q u i t e  s o p h i s t i c a t e d ,  w i t h  t he  
J 

degree of  complex i t y  depending on t h e  t ype  o f  p r o j e c t .  For example, f o r  

a  sewage system, i t  may be assumed t h a t  a1 1  p r o p e r t i e s  r e c e i v e  e x a c t l y  

t h e  same b e n e f i t .  The d i s t r i b u t i o n  o f  d ra inage  b e n e f i t s  may depend on 

t h e  r e l a t i v e  a l t i t u d e  o f  each p rope r t y .  For a  road  p r o j e c t ,  severa l  

p h y s i c a l  , socioeconomic and i n s t i t u t i o n a l  f a c t o r s  may come i n t o  p l a y .  

Because be t te rment  l e v i e s  have been most common i n  M e d e l l i n  road p r o j e c t s ,  

and i n  o r d e r  t o  desc r i be  a  more general  process, t h e  remain ing d i scuss ion  

w i  11 concen t ra te  on t h e  re1  a t i  v e l y  more corr~pl ex s i t u a t i o n .  

I n  t h e  formulas above, t h e  F .  f a c t o r s  a re  m u l t i p l i c a t i v e .  Th is  i s  
J 

t h e  most comnion s i t u a t i o n  and imp1 i e s  t h a t  each F .  be p o s i t i v e  (a  
J 

nega t i ve  va lue  r e s u l t s  i n  a  p r o p e r t y  owner c r e d i t )  , a1 though i n  some 

cases an F. may be 0, which n u l l i f i e s  t h e  l e v y  l i a b i l i t y .  However, i f  
J 



f o r  some reason t h e r e  i s  a  d e c i s i o n  t o  i n c l u d e  i n t e r n a l  subs id i es  w i t h i n  

t h e  p r o j e c t  (because o f  a  decrease i n  l and  va lue  accord ing  t o  one o r  

more f a c t o r s ,  o r  because o f  an income p o l i c y )  , then  a  summation proce- 

d u r e  which a l l ows  f o r  nega t i ve  F .  va lues may be p r e f e r r e d .  Fo l l ow ing  
J 

a r e  examples o f  t h e  most commonly used f a c t o r s  i n  Medel l i n .  

1.  I d e a l  Fac to rs  

T h i s  f a c t o r  seeks t o  measure b e n e f i t s  r ece i ved  by each p r o p e r t y  

i n  t h e  f o rm  o f  i n d i c e s .  It i s  s i m i l a r  t o  e s t i m a t i o n  o f  t h e  i nc rease  i n  

aggregate va lue  d iscussed above, b u t  i t  d i f f e r s  i n  c o n c e n t r a t i n g  on t h e  

r e 1  a t i  ve d i f f e r e n c e s  i n  p r o p e r t y  bet terment ,  n o t  on abso lu te  d i f f e r e n c e s  

measured i n  monetary u n i t s .  It i s  sometimes c a l l e d  t h e  "bas ic  f a c t o r "  

because i t  p rov ides  t h e  f i r s t  bas i s  f o r  we igh t ing ,  based p u r e l y  on 

b e n e f i t s ;  i t  i s  " i d e a l "  because r e l a t i v e  measures a re  made assuming t h a t  

a1 1  p r o p e r t i e s  have i d e a l  shapes and measurements, w i t h  ac tua l  shapes 

and l o c a t i o n s  taken i n t o  account  by l a t e r  f a c t o r s .  The most common 

i n d i c a t o r s  used i n  de te rm in ing  t h e  i d e a l  f a c t o r s  a re :  

- d i s t a n c e  between t h e  p rope r t y  and t he  p r o j e c t ,  w i t h  g r e a t e r  
d i s t a n c e  genera l  l y  l owe r i ng  t h e  re1 a t i v e  value; 

- access t o  o t h e r  serv ices ,  measuring t h e  degree t o  whcih t h e  
new p r o j e c t  opens o p p o r t u n i t i e s  t o  e x i s t i n g  se rv i ces ;  

- c u r r e n t  e x p l o i t a t i o n ,  w i t h  h i g h e r  qua1 i t y  o f  su r round ing  uses, 
t h e  h i g h e r  t h e  e lement ' s  weight ;  and 

- c o n s t r a i n t s  on use, t end ing  t o  decrease t h e  we igh t  when t h e  
p r o p e r t y  owner has b a r r i e r s  t o  use o f  t h e  p r o j e c t - - i n  some 
circumstances, t h i s  may make t h e  f a c t o r  equal  t o  0, e l i m i n a t i n g  
t h e  1  evy. 



2 .  Shape-of- the-Lot Fac to r  

Whi le  t h e  i d e a l  f a c t o r  i s  c a l c u l a t e d  on t he  bas i s  o f  i d e a l ,  o r  

s tandard,  l o t s ,  t h i s  f a c t o r  seeks t o  a d j u s t  f o r  l o t  shape. I n  genera l ,  

i t  i s  assumed t h a t  l o t s  w i t h  g r e a t e r  f r o n t a g e  i n  r e l a t i o n  t o  t h e i r  

pe r ime te r  have g r e a t e r  va lue  per  su r f ace  u n i t .  S i m i l a r l y ,  topograph ic  

c o n d i t i o n s  may be i n c l u d e d  i n  t h e  f a c t o r  w r i g h t .  

3. Socioeconomic Fac to rs  

The pub1 i c  works p r o j e c t  may b e n e f i t  p o p u l a t i o n  groups w i t h  

d i f f e r e n t  socioeconomic c h a r a c t e r i s t i c s .  These c h a r a c t e r i s t i c s  a r e  

i d e n t i f i e d  i n  t h e  survey s t e p  d iscussed above and d e t a i l e d  a t  t h i s  

f a c t o r  l e v e l .  I n  M e d e l l i n  t he  procedure has u s u a l l y  been t o  ass ign  a  

va lue  o f  1 t o  h i g h e r  income p r o p e r t i e s  and a  va lue  l e s s  than  1 t o  lower  

income p r o p e r t i e s .  Th i s  i s  a  depar tu re  from the  b e n e f i t  p r i n c i p l e ,  

i n c o r p o r a t i  ng a b i  1  i ty - t o -pay  cons ide ra t i ons ,  and i t s  use appears t o  have 

g r e a t l y  f a c i l i t a t e d  acceptance of t h e  system. Even h i g h e r  income groups 

have suppor ted t h i s  f a c t o r ,  a1 though i t  i s  c o n t r a r y  t o  t h e i r  d i r e c t  

i n te res  t s  . 
4. D e n s i t y  and Land Use Fac to rs  

P a r t i c u l a r l y  i n  t h e  case o f  l a r g e  p u b l i c  works, changes i n  

l a n d  use and d e n s i t i e s  may be a n t i c i p a t e d ,  and these cons ide ra t i ons  may 

be  weighted. 

5.  I n s t i t u t i o n a l  Fac to r  

A1 though as a  r u l e  no p r o p e r t i e s  a r e  exempt f rom Colombia's 

be t t e rmen t  l evy ,  excep t ions  occur  i n  t he  cases of p u b l i c  we l f a re ,  educa t iona l  



and c h a r i t a b l e  i n s t i t u t i o n s .  When used, t h i s  f a c t o r  has a  va lue  l e s s  

t han  1, reduc ing  i t s  r e l a t i v e  l e v y  burden, and i t  may reach 0, r e s u l t i n g  

i n  l e v y  exemption. 

6.  Cu r ren t  Use Fac to r  

Cons i s ten t  w i t h  t h e  be t te rment  p r i n c i p l e  f o r  be t te rment  l e v i e s ,  

i n  Colombia, as a  r u l e ,  no l e v y  i s  imposed on improvements; t he  l e v y  

base i s  r e s t r i c t e d  t o  l a n d  va lue.  However, i n  some cases i t  was found 

t h a t  g i v i n g  h i g h e r  we igh t  on l a n d  w i t h  improvements when compared t o  

vacan t  land ,  f a c i l i t a t e d  acceptance o f  t h e  system. S i m i l a r  t o  t he  

socioeconomic f a c t o r s ,  t h i s  f a c t o r  i nco rpo ra tes  t he  a b i l i t y - t o - p a y  

c o n s i d e r a t i o n  and appears t o  appeal t o  t he  Colorr~bian sense o f  f i s c a l  

j u s t i c e .  

Levy C o l l e c t i o n  

C o l l e c t i o n  i s  p robab ly  t h e  weakest l i n k  i n  t h e  be t te rment  l e v y  

system. Exper ience i nc l udes  1  i a b i  1  i ty  assessed be fo re ,  d u r i n g  and a f t e r  

p r o j e c t  execu t ion .  General l y ,  t h e  e a r l  i e r  t h e  assessment occurs,  t h e  

h i g h e r  t h e  p r o b a b i l i t y  o f  c o l l e c t i o n .  

Payment i s  made on demand, g e n e r a l l y  w i t h  a  d i scoun t ,  o r  i n  i n s t a l l -  

ments, w i t h  i n t e r e s t .  I n  genera l ,  t h e r e  has been no system f o r  a d j u s t -  

ment t o  changes i n  p r i c e  l e v e l  s, except  d u r i n g  t he  p e r i o d  o f  l e v y  l i a -  

b i l i t y  de te rm ina t i on  and comple t ion  o f  t h e  p r o j e c t .  Thus, i n f l a t i o n  has 

been an i n c e n t i v e  t o  de lay  l e v y  payments. 

Even w i t h  some problems i n  l e v y  c o l l e c t i o n ,  M e d e l l i n  has had per iods  

d u r i n g  which be t te rment  1  evy revenues. exceeded r e a l  p r o p e r t y  t a x  revenues. 



I n  1963, f o r  exaniple, t o t a l  Mede l l i n  munic ipal  t a x  revenues pe r  c a p i t a  

were 115 pesos, of which the  bet terment  l e v y  accounted f o r  54 pesos (47 

19/ percent )  and t h e  p rope r t y  t ax  42 pesos (36 percent )  .-- 
More recen t l y ,  Mede l l i n  has been experimenting w i t h  an innovat ive ,  

consol i d a t e d  system o f  user  fee revenue c o l  l e c t i o n .  A1 though c u r r e n t l y  

l i m i t e d  t o  serv ices  prov ided by the  Mede l l i n  P u b l i c  Serv ice Company 

(Empresas ~ ; b l  i c a s  de Medel l  in--EPM) , t h i s  approach cou ld  be appl i e d  t o  

the  bet terment  l evy .  Under the  EPM system, b i l l i n g  i s  computerized, 

w i t h  b i l l s  on a  monthly c y c l e  bas i s  and due 10 days a f t e r  r e c e i p t  by the  

subscr iber .  A consol i d a t e d  b i  11 f o r  water and sewerage, e l e c t r i c i t y  and 

telephone serv ices  i s  presented, w i t h  each se rv i ce  charge shown separa te ly .  

If t h e  subscr iber  does n o t  s e t t l e  h i s  account w i t h i n  th ree  months, a l l  

u t i l i t y  serv ices  a r e  disconnected. With t h i s  r i g i d  po l  i c y ,  t h e  l e v e l  of 

20/ ou ts tand ing  and overdue accounts i s  general l y  1  ow.- 

~ o g o t a '  

The bet terment  l e v y ' s  f i r s t  use was i n  0ogot i ,  i n  1938, a l though i t  

has had several  i n t e r r u p t i o n s ,  l a r g e l y  because o f  publ i c  oppos i t i on  t o  

l e v y  design. Since 1966, however, t h e  system has been i n  cont inuous 

21 / e f f e c t ,  w i t h  general publ i c  support.- 

Compared t o  Medel l i n ,  Bogota i s  a  l a r g e r ,  more complex and l e s s  

homogenous c i t y ,  and the  bet terment  l e v y  has had r e l a t i v e l y  l e s s  i m -  

portance i n  Bogota. Th i s  may be a t t r i b u t e d  t o  g rea te r  p o l i t i c a l  i n t e r -  

ference i n  t he  l e v y  process and t o  l e s s  competent l e v y  management. Even 

so, t h e  bet terment  l e v y  has prov ided about h a l f  as much l o c a l  revenue as 



t h e  r e a l  p r o p e r t y  t a x  and about 25 percen t  o f  t h e  c i t y ' s  t o t a l  t a x  

2  21 revenue .- 
Bet te rment  l e v y  ope ra t i ons  s i nce  1972 have been t h e  respons ib i  1  i ty  

o f  t h e  semiautonomous I n s t i t u t e  o f  Urban Development ( IDU),  a l though t h e  

D i s t r i c t  Water and Sewer E n t e r p r i s e  (EEAB) and t h e  Na t i ona l  M i n i s t r y  o f  

P u b l i c  Works have a l s o  c a r r i e d  o u t  p r o j e c t s  on a  be t te rment  l e v y  bas i s  

i n  ~ o ~ o t i .  C o l l e c t i o n  o f  l e v i e s  f o r  these  two agencies have been made 

231 by IDU, f o r  which i t  rece i ves  a  20 percen t  commission.- 

Be t te rment  1  evy p r o j e c t s  a r e  approved by t h e  Bogota! D i s t r i c t  P l  anni  ng 

Board and t h e  Board o f  D i r e c t o r s  o f  IDU, w i t h  t he  excep t i on  o f  sewer 

p r o j e c t s ,  which a r e  t h e  r e s p o n s i b i l i t y  o f  EEAB. Approval f rom t h e  C i t y  

Counc i l  i s  a l s o  requ i red ,  except  f o r  s t r e e t s  o f  l e s s  than  200 meters i n  

l eng th ,  which may be au tho r i zed  by t h e  mayor. 

Once approved, t h e  be t te rment  l e v y  process i n  Bogot6 i s  q u i t e  s i m i -  

l a r  t o  t h a t  i n  Mede l l i n ,  i n c l u d i n g  de te rm ina t i on  o f  t h e  b e n e f i t  area, 

t h e  i d e a l  f a c t o r  and "ad justment"  f a c t o r s  such as l o t  shape and socioeconomic 

c h a r a c t e r i s t i c s .  A1 though ab i  1  i ty- to -pay  cons ide ra t i ons  a r e  i n c l u d e d  

i n  t h e  l e v y  f a c t o r s ,  t h e r e  appears t o  have been l e s s  emphasis on a f -  

f e c t e d  p r o p e r t y  owner r e p r e s e n t a t i o n  i n  p r o j e c t  des ign and s u p e r v i s i o n  

i n  Bogot;. T h i s  may p a r t i a l l y  e x p l a i n  why, as o f  December 1973, 65 

pe rcen t  o f  payments on a l l  be t te rment  l e v y  p r o j e c t s  undertaken by IDC 

remained t o  be c o l l e c t e d .  On average, about  o n e - t h i r d  o f  l e v y  o b l i g a t i o n s  

were c o l l e c t e d  i n  t h e  f i r s t  p r o j e c t  year ,  and one-ha l f  by t he  end o f  t he  

241 second y e a r  .- 



Cartagena 

The be t te rment  l e v y  was c rea ted  i n  Cartagena i n  1953. An O f f i c e  o f  

Be t te rment  was e s t a b l i s h e d  i n  1957, b u t  i t  had very  l i m i t e d  a c t i v i t y .  

I t s  main f u n c t i o n  was t o  c o l  l e c t  be t te rment  revenues f o r  p r o j e c t s  executed 

by o t h e r  l o c a l  agencies. T h i s  procedure separated t he  be t te rment  produced 

by t h e  inves tment  f rom t h e  l e v y  c o l l e c t i o n .  Th is  sepa ra t i on  appa ren t l y  

undermi ned t h e  c h i e f  c h a r a c t e r i s t i c  o f  t he  be t t e rmen t  l evy ,  d i  r e c t l y  

1  i n k i n g  inves tment  b e n e f i t s  w i t h  l e v y  payment. Thus, Cartagena had an 

i n i t i a l  exper ience  w i t h  t he  be t te rment  l e v y  which was e s s e n t i a l l y  i n e f f e c t i v e ,  

due p r i n a r i  l y  t o  i t s  r e f u s a l  t o  l e a r n  f rom the  exper ience  o f  o t h e r  

2  5/ Colombian c i t i e s . -  

I n  1971, a  new Department o f  V a l o r i z a t i o n  was es tab l i shed .  The new 

Department made a  s e r i o u s  s tudy  o f  o t h e r  Colombian be t te rment  l e v y  ex- 

per iences ,  e s p e c i a l l y  M e d e l l i n  and Bogota. The be t te rment  l e v y  process 

i n  Cartagena i s  e s s e n t i a l l y  t he  same as t h a t  descr ibed  i n  Medel l  i n ,  w i t h  

p a r t i c u l a r  emphasis on taxpayer  p a r t i c i p a t i o n .  Each a f f e c t e d  p r o p e r t y  

owner i s  assured o f  a t  l e a s t  i n f o r m a t i o n  and i n d i r e c t  vo i ce  ( t h rough  h i s  

r e p r e s e n t a t i v e )  r e g a r d i n g  each e s s e n t i a l  s tep  o f  t h e  l e v y  process. I n  

a d d i t i o n ,  he may t ake  l e g a l  recourse, which i s  l i m i t e d ,  however, t o  h i s  

own p r o p e r t y ' s  1  i a b i l  i t y .  Col l e c t i o n  procedures a r e  a l s o  s-inii l a r  t o  

those o f  Medel l  i n .  I n  a d d i t i o n ,  p r o o f  o f  f u l l  l e v y  payment i s  a  cond i -  

t i o n  o f  p r o p e r t y  t r a n s f e r ,  and t h e  Department may, a f t e r  due j u d i c i a l  

process, a u c t i o n  o f f  l a n d  f o r  which t h e  l e v y  has n o t  been p a i d  and use 

26/ t h e  proceeds as c o l l a t e r a l  f o r  t h e  debt.- 



Transferabi  1  i t y  and General Imp1 i ca t i ons  

Colombia i s  one of t h e  few coun t r i es  i n  which t h e  be t te rment  l e v y  

has been used as an e f f e c t i v e  ins t rument  f o r  c o l l e c t i o n  o f  l o c a l  reve- 

nues. A1 though t h e  cases examined a r e  s u r e l y  n o t  f ree o f  problems, bo th  

conceptual  and ope ra t i ona l ,  t h e  f o l  low ing  appears t o  be especi  a1 l y  

r e1  evant  t o  t r a n s f e r a b i  1  i t y  and t h e  genera l  impl  i c a t i  ons o f  be t te rment  

l e v y  use. 

P o l i t i c a l  Commitment and Management S k i l l  

E f f e c t i v e  implementat ion of t h e  bet terment  l e v y  requ i res  a l o c a l ,  

and o f t e n  n a t i o n a l ,  p o l i t i c a l  commitment t o  t he  bet terment  l e v y  as a 

1 e g i  t i m a t e  source o f  1  oca l  revenue. This  co,mi tment u s u a l l y  impl  i e s  

t h a t  t h e  1 evy process be removed f rom t h e  personal and p a r t i s a n  p o l i t i c a l  

arena, w i  t h  respons i b i  1  i ti es and a u t h o r i  t y  concentrated i n a t echn i  c a l  

agency. Th i s  agency should i n t e g r a t e  b e n e f i t s  and cos ts  o f  p u b l i c  works 

p r o j e c t s ,  based on t h e  b e n e f i t  p r i n c i p l e  o f  t he  l evy ,  and be managed by 

people who combine t e c h n i c a l  competence w i t h  s k i  11 s  i n  b u i l d i n g  consensus 

on p r o j e c t  goals,  areas o f  in f luence,  ope ra t i on  and i n d i v i d u a l  1  i a b i l  i - 
t i e s .  Wi th proper  po l  i t i c a l  commi tnlent and management, t he  a f f e c t e d  

popu la t i on  should be convinced t h a t  t he  agency represents a l e g i t i m a t e  

e f f o r t  t o  p rov ide  needed serv ices,  f inanced through f a i r  mechanisms i n  

which a l l  consumers have a n e t  inc rease  i n  we l fa re .  With t h i s  p o s i t i v e  

environment, be t te rment  l e v i e s  should n o t  rep1 ace o t h e r  revenues, r a t h e r  

27/ t h e y  should inc rease  revenues f o r  c l e a r l y  demanded serv ices. -  



Pub1 i c  P a r t i c i p a t i o n  

Both t h e  Medel l  i n  and Cartagena cases h igh1 i g h t  t h e  need t o  e f f e c t i v e l y  

i n v o l v e  a f f e c t e d  p r o p e r t y  owners i n  a l l  phases o f  t h e  be t te rment  l e v y  

process. I n  a d d i t i o n  t o  b u i l d i n g  consensus and coope ra t i on  on p r o j e c t  

des ign  and imp1 ementat ion, they  can c o n t r i b u t e  t o  key va l  ue judgements, 

such as use o f  t h e  a b i l i t y - t o - p a y  c r i t e r i o n  i n  some cases, which can 

g r e a t l y  enhance t h e  l e v y ' s  l e g i t i m a c y  and acceptance, and consequent 

p r o b a b i l i t y  o f  t i m e l y  payment. 

Land Use and Value Impacts 

Whi le  i n  genera l  be t te rment  l e v i e s  r a i s e  l a n d  va lues i n  t h e  b e n e f i t  

area, t hey  t end  t o  e x e r t  an o v e r a l l  downward pressure on l a n d  p r i c e s  as 

t h e  l e v i e s  p e r m i t  a r e l a t i v e l y  r a p i d  ex tens ion  o f  t h e  c i t y ' s  s e r v i c e  

network,  i n c r e a s i n g  t h e  aggregate supply  o f  s e r v i c e d  land .  Th is ,  i n  

t u r n ,  may be expected t o  lower  r e s i d e n t i a l  d e n s i t i e s  and improve access 

between hous ing  and employment. I n  genera l ,  be t te rment  l e v i e s  tend  t o  

d iscourage  l a n d  s p e c u l a t i o n  and encourage t h e  t r a n s f e r  o f  i d l e  l a n d  t o  

2 8/ p r o d u c t i v e  use.- 

L i m i t i n g  t h e  Levy t o  Cost Recovery 

Al though founded i n  t h e  b e n e f i t  p r i n c i p l e ,  i n  success fu l  p r a c t i c e  

t h e  be t te rment  l e v y  has been l i m i t e d  t o  recovery  o f  p u b l i c  works p r o j e c t  

cos ts .  I t s  acceptance h inges on a l l  l e v y  payers be ing  conv inced t h a t  

t h e  p r o j e c t ' s  b e n e f i t s  t hey  expec t  t o  r e c e i v e  w i l l  be g r e a t e r  than  t h e i r  

c o n t r i b u t i o n s  t o  c o s t  recovery.  A genera l  conc lus ion  i s  t h a t  t h i s  



acceptance w i l l  o n l y  be probable i n  those c i t i e s  expe r i enc ing  r a p i d  

r a t e s  o f  p o p u l a t i o n  increase,  w i t h  t he  assoc ia ted  h i g h  demands f o r  urban 

se rv i ces .  I n  o l d e r  c i t i e s  o f  more developed c o u n t r i e s ,  w i t h  low o r  

n e g a t i v e  r a t e s  of  p o p u l a t i o n  increase,  t he  be t te rment  l e v y  niay be expected 

t o  have ve ry  l i m i t e d  appeal. 

S t a r t  Small 

The Colombian exper ience shows t h a t  t h e  be t te rment  l e v y  process 

shou ld  be s t a r t e d  on a  smal l  sca le .  Th i s  permi ts .  a  c l e a r  i d e n t i f i c a t i o n  

o f  b e n e f i t s  on t h e  p a r t  o f  p rope r t y  owners, f a c i l i t a t e s  t he  b u i l d i n g  o f  

neighborhood awareness and consensus, and a l l ows  t e c h n i c a l  and management 

s k i  11 s  o f  t h e  imp1 ementi ng agency t o  be acqu i red  gradual  l y  and s t e a d i  l y  . 
Large p r o j e c t s  i n  a  complex c i t y  may make t h e  i d e n t i f i c a t i o n  o f  t h e  r e -  

l a t i o n s h i p  between p u b l i c  investments  and inc reases  i n  s i t e  va lues so 

29 / i n t r i c a t e  as t o  undermine t h e  be t te rment  l e v y  process.- 
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