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PREFACE
 

Nepal, like many other Third World countries, has recently put greater
 

emphasis on the development role of its local governments (panchayats). 

Furthermore, there has been a growing recognition on the part of both His 

Majesty's Government of Nepal (HMG) and the foreign assistance donor 

community that there is a need to meet the costs of operating and 

maintaining development projects and that local governments might play an 
important role in mobilizing the resources necessary to cover these costs. 

Yet, l ittle is known about the financial affairs of rural local 

governments. 
 This report is designed to begin to fill that knowledge gap 

by describing and analyzing the financial activities of district and 

village panchayats and to suggest some policies and programs which might 

improve the fiscal health of these rural 
local governments.
 

The report addresses the role local governments are to play in the 

planning and implementation of rural development projects in Neoal and 

analyzes the set of tax and nontax revenues mobilized by these local 

bodies. Attention is also given to the Land Tax revenues which local 

governments currently share with the central government and the grants 

provided by the central government. Particular attention is paid to the 

village-level project implementation process used in the country and the 

process by which nonmonetary resources are mobilized to carry out this 

process. 

The report is based on two short-term visits to Nepal by the authors 

and, therefore, is limited in both its breadth and depth of coverage. 
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These limitations are, however mitigated )y the efforts of the Language 

Culture Training and Research Centre (LCRC) of Kath,, du which contributed 

significantly to analysisthe reported here. Personnel of LCRC gathered 
much of the detailed financial information, conducted a set of detailed 

case studies and spent time conferring with each of the authors.
 
The plan of the study resulted from ny January 1987 visit to Nepal 

during which I consulted with persons in the Ministry of Panchayats and 

Local Development (MPLD), two district panchayats, the Kathmandu mission of 
the United States Agency for International Development (USAID), 

particularly Dr. Carl Dutto, and several other experts, especially Mr. 

Duane Kissick of Planning and Developm2nt Collaborative International 
(PADCO). An advisory committee, consisting of Dr. Dutton, Mr. Kissick, 
Secretary S.B. Rai of the Ministry of Panchayats and Local Development, 
Secretary M.P. Kafle of the Ministry of Works and Transport and Mr. S.P. 
Shrestha of the Decentralization Committee, was established to oversee the 
study. The committee selected 
a sample of ten district panchayats and LCRC
 

initiated its field work 
inApril 1987. 
 James Wozny, Research Associate in
 

the Metropol itan Studies Program, Syracuse University, then spent five 

weeks in the country during May and June supervising the data processing, 
gathering additional data, interviewing HI.G and local governm-nt officials,
 

and visiting several local governments.
 

A study such as this one cannot be successfully completed without the 

full cooperation and assistance of many Dersons. 
 At the risk of omitting
 

certain individuals, Mr. Wozny and I wish to express our deep gratitude to 
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Messrs. J.N. Jha, H. Kharel, T.B. Manandhar, T.N. Shrestha and K.N. 
Pradnan, all of the LCRC, for their dati gathering, translation and 
tabulation efforts wellas as for their insights regarding the workings of 
local governments in;Nepal. Special thanks are due Mr. B.R. Marhatta, 
Director of LCRC 
for his assistance in arranging 
interviews and meetings,
 

extracting information from Government agencies and supervising the work of 
his team. Although the final version of this paper was completed after 

Wozny returned to Syracuse, both its content and form were greatly 

influenced by the efforts of LCRC.
 

We would 
 also like to acknowledge the fine assistance provided by the 
afore-named members of the advisory committee. The authors are 
particularly grateful to Mr. Dutto and Mr. Kissick for the useful guidance 

and generous logistical support they provided. 
 While we 
cannot acknowledge
 
each individual, we are especially thankful for the fine cooperation,
 

generous 
 time and useful insights we obtained from the many HMG and local 
panchayat officials we interviewed. Mr. Nepali, Director of the Department 
of Land Revenue, should be singled out for generously sharing his time on 
several occasions and supplying a substantial amount of departmental data. 

Mr. Ashok Poudy~l and Mr. Harsha Bajracharya of USAID/PADCO served as 
invaluable guides to Wozny during his field trip to the Rapti Zone; Mr. 
C.P. Shresta played similara roll during my stay in the country. Mr. 

Poudyal and Mr. Heller of USAID/Kathmandu entered and processed much of the 

Vijay providingdata with Mr. Rao similar research support in Syracuse. 

Ms. Martha Bonney and Ms. Esther Gray did their usual fine job typing this 
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report and Administrative Assistant, Ms. Carol Swan Babcock, provided us 

excellent administrative support. Any errors in the report are, of course,
 

our own responsibility. 

This report was financed by the Kathmandu Mission of USAID and 

produced as a part of Syracuse University's Local Revenue Administrati.n 

Project. 1he Project is supported by the United States Agency for 

International Development, Washington, DC under a Cooperative Agreement 

(AID/DSAN-5303-A-OO-511.4-O0). The views and interpretations in this 

publication are those of the authors and should not be attributed to the 

United States Agency for International Development. 

Larry Schroeder
 
Syracuse, July 1987
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FINANCINC RURAL LOCAL PANCHAYATS IN NEPAL
 

Larry Schroeder and James Wozny
 
wi th 

Research Support Provided by the

Language Culture Training and Research Centre
 

Executi ve Summary
 

1. The Decentral izat ion Act, 1982 of His Majesty's Government ofNepal (HMG) had several basic objectives including the promotion of popular
participation in the planan j of villag,-. town and district-leveldevelopment works, the ,chiev.nent of intersectoral coordination andbalanced development throughout 
',ne iount ry, the strengthening of localinstitutions 
respensible fi- dvLv'l")1 mlent and the maximization of localresource mobilization to carry aut development works. While localpanchayln (g,'ovornmen ts) areas of nowin tio rural Nepal are actively
involved in th is decerar ized pl nn ing process, the goal of increasedlocal resource mob ilizat in has probably neen emphasized less than theach ievemenu uf the uth'r objqctiveq. 1rdaed, apparently very 1ittle iscurrently known HMGby about the resource nobilization and din istrationactivities 
of disic • and viil.age pa;ch7at3 'Pere is no attempt tocollect nor to an A! finencildai -it the cente,. At the same time,there does appear to he the recognition that, g iven the financ iald ifficulties faced by HMG, effrts to improve the fiscal health of localgovernments can the benefitshave ,ual of provid ing resources to operateand 111d into in ]occl deve opnrent projects while also helping to ease the 
fiscal stress felt a,t Lhe center.
 

2. The objectives of this rnport are three-fold. One is to describegenerally the structure of rur j: local governwents in Nepal and their resources and activities. 
 A second is to document empirically the extentof these activities, at least for a small sample of panchayats. The third
objective is to suggest, 
albeit .n the of
basis 3 relatively short-term
analysis, pol icies 
that might be unde'tdken to improve the fiscal
conditions and strength of these local bodies. Here we attempt tosummarize very briefly the fimdings with respect theto second and thirdobjectives of the research effort. Paragraphs (3)-(13) of this Executve
Summary highl ight our pr imanry findings; paragraphs (14) -(29) summar'ize the
primary recommendrt ions made 
in;the report.
 

3. The Rulas proulgated Actin 1984 under the Decentralization 
prescribe an unreal i mti,lly long ofset 
 fuic tions and powers to villageand district p-ncha ts. The fiscdl heW ith of these local governments is,
however, so weak thit -.2''ry.w ,f the presc rbed functions are actuallyperformed. Inst ead, the bulk of t, publ ic services that are provided in 
rural areas are produced Ly HMG line min istrK-s. 
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4. While local pdnchayats do participate in the decentralizedplanning proceco, administration at the distrt level is conpl icated by
the potential 1v divisive situat ion encountered by HMG employees at thed istr ict eve. On the one hand, they arew-;hich emploDy or 
a part of the Iine ministrieso"rn;tho other hand, arethey expected to comply withlocal pre . 'renn: an', vioned in the Decentralization Act. 

5. Own-sou-,a ru',vs (ex:ludin- the local share of the HMG LandTax) f K K i& pr ni,s are extremely small on a per capita basis,averag ing only ahout is, 0.31 in nine sample districts in 1985/86.Furthermor,, while 1 ist of revynde sources potentially availabled istr 10 i ' .ha s tois d rather long one, nearly all of the potentialsources Mi.fer fr:n i narrow b.sn, restricted statutory rates and revenueyields which do not dutonticilly grow in the face of inflation or economicgrowth. in in twoFci, only districts of nine examined did per capitarevenues increase in real 
resource 

ternis during the period 1981/82 - 1985/86. Localmoi il i:'11,n is also impeded by weak administration, particularly
poor recuo d-keping. 

6. A l bd--bs.d tax similar to the Land Tax, currently imposed by HMGwith Mi ci oanchayak
f se 

sh:' n. the revenues, constitutes a reasonable taxfor rural- ov in1 1co I .erm t Nepal. The Lax base is available inall districts iO'.
the 

an 1 cnno hP ;nvEd to escape taxation. At present, however,tax structu'p notis conducive to revenue growth without explicitincreases in td! ",S; the rOLS, which when originally set may have beeneaoS uatle, arc curoi ntlv quite low; dnd the method of tax collection failsto make obvious an-' ink bet-' tax payment and benefits accruing fromresultant cxpun_,rnJt ; th.rc.y probably contributing significantly to tax
del inquenc ies. 

7. Inta1go1'nmenf-il grnts Lo district panchayats consist of anAdministr.tive Grant is', supplementto local resources to hire additionalemployees, a Developm.nt Grant to be used for development projects, and at
least two special grants progrins-one to be used 
 for development projectschosen by nat ional parichayit representat ives and another based on donor­financed integrated rural development projects (IRP). While the sizethe Development Grant ofincreased substaintially in 1981/82, since then thetotal amounts ailocted have remained nearly constant. 

s. rh qrant svsten, particularly the Development Grant, allowscons iderab I utonomy . d ist, ict. )anchiyats in deciding how the grantproceeds art to be . . o,, inemcirj.tes have recently been instituted toinsure m murlun gitr QL a1 1ocat ions to both the health and educationsector and I o ,,a ir ,'tna mnne! is set as ide for ma intenance andemerge ncy ube, 1 d i ,iul '1rojects 
for 

do not, however, requ ire central 
approval pr ointo u:p of k., funis. 

http:Developm.nt
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9. Allocdtions 
 re 
made across districts primarily on the basis of
population, 
economic conditions as approximated by the location of the
district and with recognition of the amounts of other monies flowing to
district thefrom o&,hr oir:ps. The pol itical influence of members 
of the
National Panchoyot probably is pr"inarya determinant of the allocation ofthat ,PQCid1 craL orogrcm, rhe doqrants I ittle, however, to encourage
local government resource mo illiation. 

10. The accoueting methods byused local panchayats make a fullassessment of the effects of spendinu d iff icult. Sectoral allocations arenot traceable and th. general staie of the accounts is such that it isextremely har] to duternnin the relatlive importance of administrativesupport spending vis-a-vis devApmen t acnd maintenance efforts. 
I. Employees in .l ict panchiyAs are both direct hires and HMG,.:iployees p.std to the s!srict. Although the latter group can bemransferred to uthr ,ras in the country, they have greater job securityand, as such, ,ppecr to be ,n , sratisfied with their positions than are thedirec t-hires. Fun hamre, a (reater proportion of the HIG contingent have
received training 
- inimay be maco prc.ductive employees.
 

12. D-e lopmen i'ojects undert ak 
r,at the village level
combinat icn of non'ry resources tr an.ferred 
use a unique

from district panchayats andmonetary and" nonoimnet.y resources mobil ized from the beneficiaries of theproject, We determined that the 
resources mobilized through village level
contnibutions genrdl1y 2xceei the amounts generated from local fees andtxes. While there 
K little uniformity across projects in differentsectors or K n ivrriws- regardiag the proportion of total costssupported from volintrm contributions, the results suggest that in theterai d strict. .al nn',
total 

ibut ions are at. least two times the amount ofmoneta ry esuII;cIs mb iliz'd 
through formal 
district panchayat taxes
and fees ex i K g theL ndmTax; local contributions in the sample hilldistricts are trim n-arly 2 to 
over 
70 times the amounts earned from formal
taxes and fees. 
 Thi inding is particularly important when 
an assessment
ismade of rural local resource mobil ization capabilities. 

13. Problems in andplann ing implementation of village projectsidentif ied fram a set of case stud ls include insuff ic ient pl ann ing andsupervision of the project; 
local disputes; late release of 
funds; and poor
local leadersh p, particularly in choosing or designing projects that donot correspond with the demands of the villagers. Project choice is also
affected by 
the political d-cision made in many districts to 
allocate equal
amounts to edch v il an in the distr ict. 
 One major result of these
probl ems is a low projecrt -ompl ition rate; 
in none of ten
the districts
examined did the 
annoil project completion rate exceed 50 percent.
 

14. in a short-term st.udy such as this it is difficult to justify therecommendat ion of a 1arg, number of h ighI:ly spec if ic pol icy act ions that 
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should be undertaen to improve fiscalthe s ituat ion of local panchayats.Additional study using more coinprehensive data in a number of areas isneeded. There is, however, little doubt that improved accounting, record­keeping, aud it lg and overal1 revenue idministration practices are needed.A train ing proou-o in these area, is, therefore, recommended as is acompl ete r ev r ret, irlinq Of ti, e stric tore of the f inanc ialma 	 recordsintaineo at th 1- ,I
lvE.jcI A dor-ass isted project conductadd itional s udi s ri to 	
to the

desin d ,f impIeient the necessary trainingprograms would ne app' op', t.
 

15. StrIttory to' teld cr'oan t in nom inal terms in the face ofincreased 	 prices I ed io dec inc s in the purc has ing power of revenuesm bil ized. Cons iderat 'on shoit I be given tod increas ing these 	 rates, e.g.,the rates of the house tax, will and tax Landturb ine and Tax. 

16. FCanch si s issued rfr the operat ion of local publ ic facilitiessuch as roads, hr iqe,; and f rr ios should be encouraged wherever feasible.With cer". 1in pol Iy cf.,,nges the auction system used to allocate these
franch iso s couldII le .:te dd it ic;.l rev enues. Participation in theseauctions shoUld b encouraged, ijnformation concerning potential revenuesshould be made avi labl- io 1)idders and district panchayats should beallowed to reserve th right to hold ,-subsequent auction in the event itfinds bids to be uo-'a so ,)l y low. 

17. Pol ic es ill1owi i' local business establ ishments in addition "omills and ;iater turtbnes to be added to the business tax rolls shouldimpl emen ted. For *npl dis tr ict panchayats 	
be 

should be given the right totax br ickyards ,.'ope I g i the distr ict. Likewise, upon further study,consideration should be given to allowing district panchayats the right toimpose taxes on c e'tf g cs produced it) a district but consumed in other 
parts of the countr/. 

18. Wi i povi enpr, d accounting proc edures, di str -cts might 	 beenco1raged to i0toenter econoci Ic
facilities or 	

act iv it ies such as cold storagesmall electric plants.power ihorough feasibility studies
should be performed prior to undertaking such initiatives. It is
important, however, that these initiatives not supplant private enterprise
pursuits of the same act iv it ies. 

19. While basic admin istration of the Land Tax should remainHMG, we recommend greate,, part icipat ion 	
with 

in the collection process byvillage panchayats 
pol icy 

with ci irect shar ing of locally-collected revenues. Sucha would imprav,- ltax compl iaonce by 1 ink ing payments to locally­observable benefits and would prov ide village panchayats with a source ofcontinuing recrr.'n 
 ,'enues 
to mea,2t local revenue operating and 
maintenance needs. 

20. In the spi it of decentral 	i: tion, district panchayats should begiven 
the power to impose a limited surtax on the centrally-imposed Land 
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Tax. As a result of this

is really just an 

policy the current Local Development Fee (whichinferior alternative to this proposed surtax) could be 
abol ished.
 

21. Consideration 
should be to
Land Tax given altering the structure of theto result in a land value revenue growth potential of 
based tax. This would improve the

classification scheme, would 
the tax and, given the current landnot be unduly difficult to implement. Itwould, however, require that the land survey process currently underway in
Nepal be completed. Again, this is a potential area for financialassistance by donors.
 

:22. Consideration should be given to
exemption level 
in the Land lax. lowering the current one-hectare
Not only would it widen the tax net, itwould discourage uneconomic subdividing of land undertaken purely tothe tax. Study avoidshould be given, however, to the equity implications ofsuch a policy change. 
23. The systempanchayats of allocating Developmentshould be altered Grants to districtto provide increased incentives to localgovernment resource mobilization. 
 Analysis using more complete data could
yield"a system that, while continuing the currentgrant policy of ensuring largerflows to those districts with smaller potential local tax bases,would reward performance.
 

24. While political considerations 
the 

probably require continuation ofspecial grant program suppprting projects identified by members of the
National Panchayat, developmeht project and fiscal
greatly by planning can be hinderedthis somewhat ad hoc program.
should be 

For those reasons the programnot expanded; instead primary emphasis should be given to theformal Development Grant program.
 
25. While increased technical skillsobviously desirable and would lead 

at the district level are 
development projects, 

to better designed and implementedthis may benot feasibleDistrict panchayats should in the shorter run.be encouraged to consider funding fewersomewhat butlarger village-leveltechnical inputs are available 
projects to ensure that the necessaryto oversee the process. While this mightmean that not every village panchayat would be allocated an annual project,fewer, but higher quality projects could result. 

26. In order to 
improve project completion rates, district panchayats
must insure that interjurisdictional disputes, such
.. as those involved in atleast some drinking water projects, are 
resolved prior to project approval.
 
27 Timely release of tofunds development projects is anotherimpor-tant determinant of project completion.

is imperative, While fiscal accountabilityit may be possible. to alter the 
fund-release 
process to
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avoid untimely delays in project inplementation by putting greater relianceon making village panchayat forand user committee chairmen responsible 
fund release.
 

28. Local leadersnip is still probably the 
single most important

determinant of duvelopmi.:itnt project success, part icul irly 
in planning a
project t'hat. will y ielc benefits to members of the users group and ininsur in a suff ici,,ot flow 
of local -ontr ibut ions. Leadership workshops
designed to transfer Wnarmat ion as to techniques which have succeededother villages and districts ;nay be 

in 
an effective way to improve theseabil ities. Again, this should be 
an 
integral part of a follow-on project.
 



.N 

r' 4 

DEVELOPMENT 

. 

E P A L 
REGIONS, ADMINISTRATIVE 

AND DISTRICTS 

.0 

ZONES 

Il 

.. . . ." r,.y..-
-,, // ~ ~ '~L G E;N 

".*"' -' /1-~/A 
". ' 

" 
/ 

.U 
-

-
| 

OPME 

\O 

ZO3Rig ~ a\4DI0(el~\JN 

c "AT 

SOUuPCE; D, Spe.k Arya I . Rbirldri(~dtmdnd; Ntiojal Renv. n ir~ im1 (d..Iea1[jr~ederch-Ass.ucjates, 193). rfl 

k- - J 



FINANCING RURAL LOCAL PANCHAYATS IN NEPAL
 

Introduct ion
 

The Seventh Plan, initiated 
inJuly 1985, has reaffirmed decentrali;ed
 
participation for rural development as a key domestic policy of [is 
Majesty's Governmen. 
of Nepal (HMG). Under 
this policy local panchayt:ts
 
(governments) are expected to b? actively involved thein planning End 
implementation process. There severalare good theoretical reasons for 

such decentral izat ion. Those in the locality should have a better idea of 
the special needs faced locally and, therefore, should allocate resources 
in a manner most closely reflecting these needs. As such, decisions made 
locally are more likely to draw the support and participation of the local 
people, thereby leading to more successful project design and 
implementation. While such increased decision-making power can increase 
the 
likelihood of successfully implemented rural development projects, so&e
 
costs also accompany these benefits. 
 Resources 
are necessary to construct 
such projects; likewise, operating and maintaining such projects also 
require recurring mobilization of resources. A primary 
issue that arises
 

ishow such resources might be mobilized.
 

Most observers 
recognize that increased resource mobilization is 
necessary in Nepal. The budget of HMG is being squeezed by a poor 
performance in mobil izingj revenues internally and an extremely heavy debt 
service burden. Few )ptions are available. Additional external resources
 
can 
be sought; however, this source 
is limited and, 
indeed, could contract.
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Expenditures Can be cut, but political and social realities will limit this 

option. Finally, additional resources may be mobilized nternally. Given
 

the relatively low ra io of taxeq to GDP of only about 8 percent, this 

option will likely he pusued. Nevertheless, there are also limits to this
 

alternative, particularly in the short-run.
 

A final opt ion is to cely more hav ily upon local governments to 

mobilize resourc s. Just is decentral izat ion c-n have the effect of 

increas ing local partic ipat ion in project plann;ng and implementat ion, 

mobil iz ing resour cs 1ocaly can bW enhanced by the knowledge that the 

resources will be used to support local projects. Furthermore, it can be 

argued that those enjoying the increased dec ision-mdking power associated 

with decentrol izat on shouId also be asked to bear increased 

responsibilities in the form of greater resource mobilization. 

That HMG recognizes the potKntial importance of local governments in 

the resource mobil iza! ion process is verified by the fact that it is 

currently support ing the Management Support for Town Panchayats project 

(MSTP) which has improved revenue performance by urban local governments as 

one of it objectives. During that projuLt's brief history much has been 

learned about the current financial status of town panchayats and progress 

has already been made in strengthen ing that status. But, at present, 

little is known about the resource mobil ization problems and potentials 

among rural local gov,:rnments in the country. With over 90 percent of 

Nepal's population 1iviny in rural areas additional attention to district 

and village panchayats is certainly in order. Hence, one objective of this 
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report is to provide some preliminary evidence regarding the current roles 
of rural local governmnts in th, development Proc-ss and the extent to 
which these local bodies engdge in resource mobiliza':-ion acLivities. While 
the evidence docum:nrted her e is sketchy and based upon only a few 
observations, some cncccl us ions car bo reached and recommend-it ions can be 
made. Thus, another -ctive of the report is to suggest steps that might 
be taken to tl' !hest - ruril (.ov'rnments.
 

Rural local guo-rnments 
 (the vill.ge and district panchayats) play 
important roles in tthe decentralized development pianning and 
implementatior procs ; used in the country. To understand these roles a 
famil idrity with the structure of these self-governing institutions and how 
they ire I inked 74jAMG is necessary. Hence, the next section briefly 
describes these I i:r..ge'; dS Il thewe as planning and budgeting processes 

used 	 by local panchavats.
 

As noted above, 
 tMe focus of this report is on the resources available 
to rural local gover ments of Nepal. Presently, there is a fairly long 
list of potential -esou,-ce mobil 	ization instruments available to district 
panchaya ts. 1he 	seqond sect ion of the report describes these various own
 
revenue 
 sources of districts and documents the extent to which they are 
used to mobilize district panchayat revenues in nine districts located in 
different geographic sections theof country. Based thison analysis, 
togeLher with ,ria es of interviews conducted w;th local government 
officials and ,-orKs; suggestions are made concern iog how this resource 

mobilization process qt 	bemig" improved. 
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One current source of local government revenues is a land-based tax
 
imposed by the central government but 
shared with the districts. Since a
 

tax on land probably 
holds the greatest potential as a productive revenue 

source available to all localities throughout the country, the focus of the 
third section is on d descr'iption and analysis of the land tax. Again, 

suggestions for improvements in this tax source are drawn from that
 

analysis.
 

At present district panchayats derive the bulk of their 
resources from 

the central governmn- through a set of intergovernmental transfers. The 
fourth sect ion ;f 0!) repcrt br iefl y descr ibes and analyzes these grant 
programs. While str-onger local governments may have decreased reliance on 

fiscal flows from t. ,onter, it isunrealistic to think that district and 

viK lage panchaya ts , ii1I ever be totally sel f-suffic ient. Some form of 

intergovernmental trdnsFers are both necessary and desirdble.
 

Nevertheless, it is nuggested that the form of the grants can be altered so
 
as to assist in strai;thening local governments.
 

The fifth section of the report focuses on the expenditure side of the
 
district budget. 
 One role the district panchayat plays in financing rural
 

development 
in Nepal is through its direct 
support of development
 

activities tdking plice 
in the district using its own personnel. A second 

aspect of district financial activities isas a conduit through which money 
passes to the village level where certain development projects are 

impl emen ted. 

Project implementation at the village level is the topic of the sixth
 

section. 
 While the bulk of the monetary resources supporting these village
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projects flow from the district, a significant portion of the total 
cost of
 

projects is expected to be derived directly from project beneficiaries. A 

set of case stud is of v illage projects have been conducted in order to 

derive reasons for successes and failures of such activities and to suggest 

changes in the process. 

The concluding section summarizes this rather preliminary study of 
rural local gcvern;nent finance in Nepal and makes specific recommendations 

for policy changes ,nd follow-up activities. With sufficient commitment 
from HMG and some finnc ial 3upport b) the donor commun ity there is good 

reason to think that The fiscal health of local governments in the rural 

areas of Nepal can be improved. 

The Role of Local Governments in Nepal's 
Decent' 'l iza ion P:-ogra m 

So as to undersht":nJ the ro0le of local government in Nepal, it is 

necessary to review the decentralized planning process. The current format 

for decentralized develupment in Nepal is based on the Decentralization Act 

of 1982 and its 5y-laws which became operational at the end of 1984. 

Nationwide implementation of the decentralization program was marked by the 
inception of the Seventh Plan in July 1985. The bosic objectives of the 
progrn-r lo , promote popular participation in the planning of village, 

Lown ind district-leve, de elopmeni works, to maxim ize local resource 

mobl izat ion for thcs" socks, W0 achieve intersectoral coordination and 

balanced devel opiKoL throughout the country, and to strengthen local 

institutions responsib for development. 



6
 

Local Government Structure
 

Nepal isdivided administratively 
into five development regions, which 
in turn are div id d into 14 zones and 75 d istr icts. The district
 
panchayats are the largest units of 
local government and play 
the key role 
in the new decentralized planning system. Each district is divided 
into
 
village panchayat and town panchayat areas, which inturn are normally sub­
div ided into nine wcrds a.ch; there are 4,022 village panrhayats and 29 

town panchayits in the country. 
The reprecenttive process begins at the ,q.rd level where the adult 

resident o, t d ward representitive to the village panchayat, the 
governing body of the village. The chairman and vice-c;.:iirmar, of the 
village pnchayat are ele cted at large by ill adult residents of the 
village. 
 Each ward also elects fonr representatives to the village 
assembly; members of the panchayat 
are also members of the assembly. The 
village and town assembl ies 
within 
a district elect the chairman, vice­
chairman 
and nine other members of 
the district panchoyat. 
 The district
 

assembly comprises a) the members of the district panchayat, b) the 
chairman and vice-chairman of each village and town panchayat within the 
district, and c) representatives elected by town assemblies (one per every 

three wards within a town).
 

Two good sources of information regarding thes t at us of d i st r i c t history and currentad in in i Strat ion are T . N. Shrestha , NepaleseAdm in israt. ion an Wnaye (Kathmandu:
dmin strat 

Saj ha Prakashan:, 1981) and Districti ion in e-.-l Issues ,nd Ideas, ed. 
T.N.: Shrestha (KathmandutNepalTdminI stErAt Staff College, 85 
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responsibleare for the day-to-day governance and plan 
formulation within the villages, towns and districts, while the assemblies 

issue directives and approve or reject proposals developed by the 
panchayats. \Vii ilage parchayats have been assigned a broad portfol io of 
adm in istrd ive and deveIlopn on-al responsib I it ies, rang ing from arrest ing 
criminalsI iving within their jurisd ictions to conducting literacy 

The panchayats 

Campa igns. The 112 du hies of the vii lage panchayats specifically 

enumerated in the [ecentrul izat ion (Work ing Arrangements) Rules are 
summarized in Appendix A. But financial and personnel constraints preclude 
most v ill age panchaypts from ful fil ing more than a fraction of these 
numerous respne ibil i Iies. 0istr ct panchayats are entrusted with an 
equl ly daunting ist of respons ib it ies (also summarized in Appendix A), 
many of which ovorlp the ducies assigned to the villages. The development 
works undertoken by Lhe village and d istrict panchayats are coordinated 
with HMG's devulopmert efforts via a relatively complex planning and 

budgeting process. 

Local Development Planning and Budgeting 

The Decentral izat ion Act requires each distr ict to prepare annual 

District Development Plans (DDP) and five-year plans which are to integrate 
local plans formulaed by the village and town panchayats with the spending 

A D/c o f town panchayat financesmade; tus , fMu r is has already been? Ih it,,d to the f inanc i respons ib il it iescapQb i ties I andage and district pa chayats. See Town PanchayatFinances J _,, K.:.: aa:. Lanjuage Cul tur Tra in ing and ResearchCenter and Bhaktpu, Ov. on' iet Project, August 1985). 
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programs of !IMG's line ministries operating in the district. The focal 

point of tnis planning effort 
is the district panchayat secretariat headed
 

by the Local Development Officer (LDO) who 
isdirectly responsiole to both
 

HMG, as dt emph ye, of the Ministry of Panchayat and Local Development 

(MPLD), and the district assembly, where he serves as district panchayat 

secretary. The hierarchical structure of governmental units participating 

in the planning and implementatinn exercise is diagrammed in Figure 1. 
The planninj process begins in the September prpceding the fiscal year 

(July through June) during which the plan is to be implemented. The MPLD 

initiates thn actirn by providing each district with an estimate of the 
development grant that it can expect to receivc for the plan period. 

Around this time the line ministries also estimate their district-wise 

budget allocations ind the district, village and town panchayats estimate 

the resources 
that they will be able to mobilize locally. By mid-November,
 

whe;i the district panchayat has an estimate of the total resources at its 

disposal, each village and town panchayat is given an initial estimate of 

the grant allocation and is informed of the HMG expenditures that are 

likely to be undertaken in its area so that it can prepare its own plan. 
Each ward committee? within a village or town prepares a list of 

development works or prograns (including maintenance of existing Drojects) 

after consultation with the residents of the ward. The ward plans are 

reviewed by the village panchayats and integrated 
into annual and five-year
 

village plans. By mid-Decemnber the village and town assemblies should 

approve their annual 
plans and forward them to the district panchayat.
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The District Planning Office (OPO) withir, the panchayat secretariat 

collects the plans submitted by the villages and towns. Each district 

panchayat has five sectoral plan formulation committees, consisting of 

representatives from panchayat, localthe class organizations, and the line 

ministries. These commi!tees rev iew the local projects that fall within 

their respe: t ive se t rs and orepare ne':toral plans.
 

By the end of January the LDO chairs a jn int meet ing of the 
 plan 

formulation committees to work out the overall DOP. Altnough the district­

level off ic i,jI of Uthe vr ionus Iin mini str ies have been integrated into 

the d istr ict 0,,.lhayat secretar at under the leadersh ip of the LOO, they 

rema in rvopons ibl e to the ir parvnt i in istr ies and the panchayat has no 

all ocat ive autho i ty over thu rescur ces of the 1 ine ministries; the 

ind iv idual inin istr ies have final say over where and how their money is to 

be spent. The district panchayat does, however, decide how to allocate the 

various grants received from HMG (although the central government sets 

sectural gu idel ines for integrated rural development project grants) and 

locally mob il ized resources. The purpose of the plann ing process is to 

coordinate centrally operated development works with locally formulated 

prnjects to avo id overl apping projects or major def ic ienc ies in publ ic 

works. The DOP must be dpproved by the district assembly in March; it is 

then for.arded to the MPLD and National Planning Commission (NPC) for their 

approval. lhp';. cut fromnt. ,l agencies cannot anything the DDP but they 

can prescribe ,dddti i , projects. 

The District Technical Office (DTO) must perform cost estimates for 

all local projects but it is unclear when the estimates are completed. 
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Some districts try to do the estimates before the projects are put before 

their district assemblies for approval; other districts perform the 

est imates only after the projec Ls have been approved. Al 1 d istr icts have 

trouble completing estimates incost a timely fashion due to shortages of 

technical staff. 

Once the plan hdS rece ived final HNG approval, responsibility for 

implementing the various projects is assumed by the line ministries for HMG 

projects, the district panchayat for district-level projects and village 

and town panchayats via their appointed "consumers'" or "users'" committees
 

for villaqe and tcjwn projects. For each local project the local panchayat
 

appoints a cummittee of five to seven members from among the beneficiaries 

of the ward in which the project is to be located. The ward chairman is 

supposed to thechair users' committee which has responsibility for 

mobilizing the local contribution for the project and maintaining the 

project (collecting fees for this purpose if necessary) once it is 

completed.
 

The Seventh Plan calls for up to nine service centers per district to 

be establisheo to provide technical assistance to the local panchayats for 

planning and project design and to facil itate the flow of materials to 

users' groups. As this very ofof date few these centers have come into 
operation. A technician from the DTO is supposed to visit each project at 

least once during its implementation to monitor its progress. Each 

trimester the v i 1 Iage/town .,anchayat reports on the progress of its 

projects to the district panchayat and on the basis of these reports the 
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district decides 
whether to continue disbursing funds or not. An 
Inspection and Approval Comrnittee 
 is to be formed in each district to
 
inspect completed projects and reports its sat isfact ion or 
dissatisfaction
 

with each project to 
the district paichayat.
 

Summary
 

While this brief 
review of the planning process currently used in
 
Nepal cannot 
do justice to its complexity, 
it does reveal that locally­

chosen representatives of the people in villaqes and towns are actively 
involved, at least theoretically, in the process. Districts play dual 
roles as centers for the service delivery departments of central government 
ministries and as the highest tier of local government (although political 
representatives at t-he district level are only indirectly chosen by the 
voters). 
 With both central government ministries 
and local governments 
involved in providing %,rvices,a principle objective of the planning and
 
budget ing process is coord inat ion these
of activities. The coordination
 
process is compl icated by the fact 
 that 1 ine personnel are directly
 
responsible to their independent 
central ministries whereas local 
representatives are 
likely to have a much narrower scope of interest. 3 It
 

is the task of the local development officer to that theinsure necessary 
degree of coordination occurs among these groups with competing goals and 

incentives. The 
task isobviously a difficult one.
 

3This situation is not unique

similar problems arising 

to Nepal. The autho-s have observed
in local governments in Bangladesh and Pakistanwhere line ministry decision, may conflict with local preferences.
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District Panchay at Own-Source Revenues
 

The bulk of puhl ic sector-supported activities within districts are 

provided directly by central 
government ministries. 4 
 While quantitatively
 

less important, resources directly under trie control of district panchayats 
should not be ignored particularly if, in the spirit of decentralization, 
local governments are Lo take on more responsibility for the development 

process in Nepal.
 

In the current section we focus primarily upon the revenues which 
district pancbeafirjs c-in mobilize through their own efforts; however, in 

order to provide some perspective, we begin the discussion by presenting a 

brief overview of the financial situatioi found in a sample of districts in 
the country. This byis followed a description of the cwn-source revenues 
available to district p.nchay'/:;, as well as an analysis of the performance
 
of these revenue instruments. 
 The section closes with a discussion of how 

these instruments might be improved and how additional resources might be
 

made available to district governments.
 

Overv iew
 

4A complete study of resources available in rural areas would includeanalysis of line ministry spending. 
 The current study is,however, limited
to the direct role of local governments and policies that might beimplemented to strengthen these institutions. For a more complete analysis
of all resources available within one 
region of the country see Rapti Zone
Regional Assessment, Report prepared by Planning and Development
'Collabo-aje niternatianal (PADCO) for USAID and His Majesty's Government 
of Nepal, Septentubr 1985.
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It is common in analyses of local government revenues to distinguish 
between revenue; mobilized directly by the local government itself, termed 
own-source reVenU-s , and those resources mobil ized through the efforts of a 
higher level o . (vern;ne nt. At 1eas t two types of resources constitute 
this latter fl ow o.f revenues--gran ts made directly from the higher level of 
gover nent and revenues collected 5y the higher government but shared with 
the local governments in tne area from hich the taxes were collected. In 
Nepal, district panchayats receive both direct grants and a share of the 

land tax col lected within the d istr ict. 
As with i,devel,op ig oountries , the HMG makes no toeffort collect 

extensive date localan resources available to district and village 

panchayats.5 For that reason, we must rely on 
information collected from 
a
rel at ively smal I number of districts rather than analyze centrally
 
collected and verified 
data for the entire population 
or even a large
 
sample of districts. Aithough the 
nine districts were chosen nonrandomly, 
they represent a variety of geographi; and economic areas (see the map
 
displayed above). 
 Two terai districts were included, one located in the 
far eastern portion of the country and the other from the Rapti region; six
 
hill districts were a part theof sample including one each from 
the
 
eastern and 
western development regions; and one mountain district was 

1ndeed, on pr imAry reason for this limited study is to document the 
extent of these resources. 
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included. 6 In general, the sample represents slightly more than 10 percent 
of the popuIation, land area and villages in the country. Appendix B 

discusses this sample 
inmore detail 
including the problems associated with
 

the qual ity of data collected.
 

As shown in Table 1.,own-source revenues generally account for only a 

small fraction of the totrlJ resources 
available to district panchayats. In
 

six of the 
nine s,,riple :Jisl:r its this category contributed less than 5
 

p:ruent of tot.il uren t revenues 
in fiscal year 1985/86. In no instance
 

did revenues colle'ted J iroctly by 
the district panchayats account for 
even
 

15 percent of the tota. Shared 
taxes, wh;ch are mobilized in the local
 

community, ireiior,
relatively tri in the two teral districts (Dang and
 

Jhapa) 
where rev enua:- ox, ed Rs. q Per person. Various grants from the 

centrcal goverament o,'counted fromfor 3/ to 99 percent of total district
 

panchayat income with the single mountain district (Rasuwa) almost entirely
 
dependent upon these t-ansfers. The daLi suggest an expl ic it pol icy of 
providing a greater flow of grants to the hill districts than 
in the terai
 

and an extremely large 
per capita amount (Rs. 73) transferred to the
 

6For readers uqifmii iar 
with Nepal, the country is dividedtopologically into types of
three areas. The terai is the basically flat
I anti that extends throughout much of the southern tier of the country

Lordering on India; the hill areas lie to the north of the terai and, whileagriculturally less productive than the 
terai, is experiencing large
population pressures n spite of the major difficulties associated 
with
transportation oi sj;o ,s into and the the
from area; mountains extend
throughout tIhe 
nrtherr; bo,arder of the country and contain relatively few
 
res idents.
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'FABLE I 

LEVEL AND COMPOSIT[ON oF tOTAL DrSfIUCT PANCHAYAT

REVENUES INSAMPLE DISTRICrS, 1985/86
 

Owin-SoLR ','e 

Per'
DistrictP Percent__Prcetd 


District Capita of Totl 


Darn 1.90 13.9 
Jhav.,:j 0.24 3.2 
Dhankuit 1.15 8.6 
Pylithan 0.75 4.5 
Rol pa .5 3.2,
Rukujn 0.31 2.7-
Sallyan 0.7; 4.2 
Tankhun I.3 2.7 
,',. 2 0.3 

aIncludes IRP qrdks. 

Shar.dI .. 


Per Pe"-cm 

C>pl) of ot., 


;.51 33.7 

4.4o 59.6 

0.22 1. , 
0. 7i 1.3 
(J.0 .2 
NA ,A 

2.00 10.8 

2.89 26.7 

0.69 0.9 

a
Gran tsrG a 
16C Pe t 

Capita of rotal 

7.19 52.4 
2.80 37.2 


11.93 89.7 

15.08 91.2 

17.64 96.6 

12.48 97.3 

15.83 85.1 

6.5F 60.6 

71.95 98.8 


b1nc 1iij o .niq daccu unless noted otherwise.
 

Inrupees; W.:,! on ta, (u,'ban plus rurdl) 
 district population as 
19085.
 

Ex :1udos oplnei; Win
 

Blxclules shirW-ii 1 ix cral -q1-irxj bctllance. 

SOURCE: Accounts of then i v 

Avail able
Resourcesb
 

PerPe 

Capita Total 

14.57 4,666,080
 
9.51 5,950,514
 

14.81 2,225,692
 
16.54d 
2 760 8'34d
 
26.70 4,593,951
 
12.82 
 1,925,911e
 
18.74 2,919,471
 
14.18 3,661,884
 
73.08 2,688,435
 

estimated for 

i1uaI district pancha'ats, records maintained at local Landrax Off ires, and ,population figures fran Tdble B.1. 
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mountainous district with its very small population (see the section on 

grants below). i 

Tabl e 1 al so suggests that in at least so~me d istr icts there is a 
relatively lcge amount fundsof carried over as unspent balances from the 
previous year. e×xmpleFor the Rolpa Oistrict Panchayat had Rs. 8.44 per 
capita in its opening hlKanc. in 1985/86, accounting for nearly one-third 
Of the tOtdl resources avj ilab1 e to the district in that year. Large 
,-arryovcr of tun; ent 5-ill 3nes can indica , that local governments are 
experienc ing difficulty in f inishing projects. We return to this issue in 

the section devoted Lo dev2lopment project administration.
 

In summary, thiS ov2rv iew of the 
 financ ial situation of district 
panchayats is not p.i-rti,:lrly promising. While one thatmight hope flows 
of airect grants from HMG would 0iprove this situation, improved own-source 
and -hared revenu. performance ought to receive greatest attention due to 
the Ludgetary probleis faced by the central government. 

PopnolOw-Suc Revenues 

As is often ,hf .ecase in developing countries, the oflist revenue 

sour(:es which district panchayats in Nepal can and do tap is an extremely 
long one, yet the revEnes generated from each source is generally very 
small. As shown theis at bottom of Table 2, own-source revenues per 
capita ranged from only Rs. 0.22 to Rs. 1.90 in 1985/86. The nine-district 
average (unw il hLed) of Rs. 0.81 per person (approximately US$ 0.04) 

7The sect ion of the Peport on 1and taxation suggests that there issome uncertainty "egardlng the land revenue figures reported in Table 1. 
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TABLE 2 

COMPOSITION OF OWN-SOURCE REVFNUES, SAiMPLE DISTRICTS, 1985/86 
Cpercent of own-sou,'ce revenue) 

_istricts 

Terai _ Hill Mountain
Rev:_,nue Source tang Jnapa flhankut,; Pyuthan Rolpa Rukum Sallyan Tarahun Rasuwa 

klus].. 0.0 0.0 0.0 1.5 6j x 62.4 1.2 0.0 0.0'oaJ 1v< 79.7 1.1 0.0 0.0 0.0 0.00.0 13.9 0.0idg,/F,,rr ir 0.0 11.9 54.9 0.0 10.1 0.00.0 3.4 0.0,ter lurbi-,l Tax; 0.0 0.0 ,.0 0.0 4.2 1.3 0.09.5 0.0 
'tnnu and OmJ 1rx 0.4 11.3 7.0 2.0 P.00.0 0.0 5.6 0.0 
:, , 
'S, 

0.0 0.4 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
0.0 0.0 0.0 9.0 1.2 0.0 0.0 0.0 

no!, 0.1 0.? 0.0 0.2 0.4 0.0 0.5 0.1MilI Esti i nment, Fee 2.5 40.0 0.0 2.0 0.0 0.0 
1.3 

0.0 0.5 0.0iddir) Lien, 2.8 6.8 5.4 3.0 4.2 12.9 1.63.3 11.7 
'ppl i:a ion Fee 0.2 0.4 0.0 0.3 0.4 1.19.1 0.1 0.0i fzensh i Fee 0.0 14.2 6.1 0.0 0.0 ().0 0.0 0.0 0.0
;ales of Forms 0.0 0.0 0.0 3.5 19.9 0.3 5.6 3.4 0.0Other Sales 0.0 0.0 0.00.6 1.1 0.0 0.0 72.6 0.00ents 0.4- 6.0 0.0 0.0 0.8 2.5 6.70.3 87.1trrears---PDL; 0.4 0.4 0.0 O.U 0.0 0.0 0.0 0.0 0.0 --- Other 0.0 2.2 0.00.0 0.0 0.0 0.0 0.0 0.0Other Specified Revenue 11.5 5.2 20.6 89.2 0.0 0.6 69.2 4.3 0.0

Other Nonspecified Revenue 2.1 0.0 0.35.5 3.6 0.2 0.8 4.7 0.0Total 
 100.0 100.0 100.0 
 100.0 100.0 100.0 100.0 
 100.0 100.0
 

Total Own-Source Rvenue (Rupees) 609,817 150,332 172,578 125,370 99,692 51,771 120,685 356,227 8,105 

Per Capita Own-Source Revenue 1.90 
 0.24 1.15 0.75 0.34
0.58 0.77 1.38 0.22
 

SOURCE: Ac-ounts of the individual district panchayats and population figures from Table 8.1. 
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amounts to only 0.02 percent of average annual incomes assuming income 
levels average Rs. 3360 per person (US$160). The data in the table also 
indicate that the house tax is relatively important in of hilltwo the 
districtLs. The road tax dominatas own-source revenue collections in Dang 
with a bridge/ferry tax most important in one of the hill districts. The 
mill establishment fee is particularly important in Jhapa district. 

The structure of each of these revenue sources is discussed in more 
detail below. Before turning to that description, however, it is useful to 
consider the extent to totalwhiah own-source revenues have grown during 
the first najIf if the 1960s. Only if revenues grow more rapidly than do 
prices ard population can real per capita spending increase. Table 3 shows 
the overall percentkgc growth in totdl own-source revenues for the period 
1981/82-1985/96 as well as che impl ied annual average increases in nominal 
revenues. Two of the dist:rict panchayats experienced declines in own­
source revenues with only two districts enjoying annual average revenue 
growth rates in excess of 4 percent. The third and fourth lines of the 
table are moreeven sobering. When the ofeffects inflation, as measured
 
by the consumer price 
 Vdex , are factored in to the growth rate estimates, 
only two districts experienced increases in the total purchasing power of 
resources which they mobil ized locally. And in only one of these two 
districts (Pyutho1n) ,did the real increase in revenues exceed the estimated 
rate of increjsv in pup a ion. in all other disLricts own-source revenues 
per cap it could pa,-hisy fewer goods and services by 1986 than they could 

five years edrl iMr. 
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TABLE 3
 

OWN-SOURCE REVENUE GROWTH IN SELECTED DISTRICT
 
PANCHAYATS, 1981/82-1985/86
 

Average Average 
Annudl Annual 

Districts 
Percentige

Growth 
Nor inal 
Growth 

Real 
Growth 

Popul at ion 
Growth 

Dang 21.08 3.90 - 5.91 
 4.72

Jhapo 10.76 2. 06 - 7.58 6.84
Dhankutd 47.18 8.12 1.44 
 1.79
Pyuthan 
 98.1 14.66 4.52 1.40 
Rolpa -16.40 -3.54 -12.07 0.39
Rukum - 3.7?. -0.75 - 9.53 3.23 
Sallyan 27.1 5.03 - 4 .26 a 0.69Tanahijn 20.96 3.8 - 0.05 3.57Rasuwa 10.23 1.97 - 7.05 
 5.44 

aExc ludes oLnr specific r vpnup.
 

SOURCE: 
 Revenue figures are from the dccounts of the 
individual 'i strict panchoyats; the rate of 
inflation is based on the consumer price index 
presenrt.d in HMG, Ministry of Finance, Economic 
Survy, Fiscal Yedr 1985-86 (Kathmandu, 1986); and 
populatl ion growth ra tes are from Nepdl:

ContraceL)t v Preveflance Survey RepoT 1981 
(Kathmandu: Ministry of Heath, NFP/iLR'Project

and Westinghouse Health Systems, 1983), Appendix 1, 
pp. 1/2-175. 
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If this performance is to be improved, changes will have to be made in 

the revenue structure. Prime candidates for such improvement are likely to 
be those revenue sources dlroady being utilized by the district panchayats. 

We therefore beg in this review of own-source revenues by describing briefly 
several of the most common revenue instruments currently being used by 

local governmen s in ruril Nepal. 

House Tax. 1he districL panchayats are authorized to impose taxes 

0n houses situa:ed outside of urban areas at rates not exceeding Rs. 10 per 
year. Of the ten sample districts only the four hill districts of the 

Rapti Zone ".vy this tax. The districts normally graduate the rates of tax 
according to the size or qual i y of honses ,nQ they commonly contract the 

tax out to the village panchaynts Ku cul",:ct in return for a share of the 
revenue. The exact division of responsibilities and revenue between the 
district and villages is negot iaf.td then written into a directive that is 
passed by the district assembly. The basic chardcteristics of the house 

taxes levied in the Rapti Zone are presented in Table 4. 

The administration of this tax appears to be very lax. In Sallyan the 

public 

village panchayats are supposed to subnit omplete lists of households, 

indicating which have or have not paid, but the district does not compile 

this information and has no record of the total amount of arrears 

outstanding. The district panhayat simply encourages the villages to 
colle .t arreOr as soon ,s possible. Th ere is aparently a 

perception th. A s izeAhle portion of the tax which is collected is 

siphoned off by village officials while district officials lack the records 
and desire necessary to ensure poper admrninistration of the tax. 
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TABLE 4 

BASIC CHARACTER[ST!CS OF WHE HOUSE TAXES LEVIEDINTHE RAPTI ZONE 

Dstrict Panchqyat Rates of Tax Division of Revenue 
Pyuthan House with grnurdj 

One story houto 
IM)story hWse 
Three story h,uo 

flor only Rs. 
Rs. 
Rs. 
Rs. 

5 
1 
9 

10 

75 percent to village panchayat,, 
25 percent to district panchayat 

Rolpa Build iru with an area 
].I&X3s(lu-Jx e feet 

Buildhi-g wilh an area 
139) squr, feelt 

not exceed ing 

exceeding 
Rs. 

Rs. 

3 

5 

50 percent to village panchayats
50 percent to district panchayat 

Rukun "Onj ina.'y" Hoose 
House with tc or more star ies 

Rs. 
Rs. 

3 
4 

Unknown 

"Big" buildiryg Rs. 6 
Sal lyan Var ies hetvween Rs. I and Rs. 5 accordinj to Originally the district collect 

the n*uter of 
of the-_Nuse 

stor ies and type of roof inJ the tax ard the spi it was 50/50
since 1984/85 the village pancha 
have collected the tax and have 
received 85 percent. 

SOURCE: Interviews with district panchayat officials. 
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Transportation rolls. The district panchayats may 
impose charges on 
persons, inimdil s or teh icles that travel the roads, br idges and ferr ies 
under tWe cor rol; they levycannot charges on the major- rojds and 
br idges u t anj ;md ite ined b; HMG. Four of the nine sample districts for 
which we have financ ial jo.counts ccl ected tel Is in at least one year 
between 1981/82 anol 1 85/86. TWe J istricts establish the rates fo r th e 
tolls, which are normally gradunted according typeto of aniOl or' vehicle 

(see Table 5), and then invite tenders from 
 ind pendent contr'ac tors who bid 
to collect the tolls. The ind iv idual subm it theing highest bid is 
supposed to rec :We the contract and is then committed to pay the d istr'ict 
the amount bid by the end of the f iscal year. The contrdctor keeps the 
d ifference between the amount collected and the crnount or ig ina ly b id. The 
districts enforce the conditions of the contract but do not know how much 
the contractors collect over the cuurse of the year. 
 The contractors also 
have an incent ive to keep potent ial compet ilg bidders ignorant of this 

amount.
 

Several of the 
sample districts have had 
tolls on their books but have
 
failed to &ttr.ct contractors in some years when the condition of their
 
roads restricted traffic 
and diminished toe willingness of transporters to
 
pay the 
 tol I to such an extent that operating d toll post was not 

worthwhile. Deig District, Panchayat rel ies very heavily upon its road 
tolls which ha:v a(.coun ted for about 90 percent of the district's own­
source revenue. 
 [Any ha also collected a ferry toll up until 1982/83 at 
which time it transferred this revenue source to two village panchayats. 
Dhankuta District Panchaydt relies heavily upon 
revenue 
from a toll bridge.
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TABLE 5 

RATES OF TOLLS IMPOSED IN SOME SAMPLE DISTRICTS
 

I. Dang Road Toll
 

A. lamah i to Ghuc jih i Sect ion (paid each way; Vehicles travelling betweenLaMahi atd Ko i Ims pay half of thesc to is)
-jeup Rs. 6.50-- mi in j is n, exceed ing 20 sets Rs. 6.50
-- trrtat r n t O Ce, i 4 .1h.p. 

-- Rs. 12.50o ( "difidg I h . Rs. 21.00-b , n.: 20l s' ts Rs. 25.50
-- trwk 
Rs. 37.50
 

B. Ghorahi to r!lsiii Sec tion p id each way)
-- pep 

Rs. 7.00
-- ; n rotibu,. ex;:-eJ ing 20 sees Rs. 7.00
-- tract(or not exceeding 4 h.p. Rs. 7.00
'-tractor oC:Cd in, 4 np. Rs. 12.00
-- bus i;×'.: linig 20 serts Rs. 12.50
-- truck 
Rs. 25.00
 

C. Ghorahi to hJrnik Sect ion (paid one direction only)-- j aep Rs. 7.00 -- inn 1),j,, nt exc(eed inq 20 seal.s Rs. 7.00-- t*'uCur on)t exceed ng 4 h.p. Rs. 7.00-- tractor excoed ing 4 h.p. Rs. 12.00-- bus .:,,,.,j ing 20 seats Rs. 12.50
-- truck 
Rs. 25.00
 

II. Sallyan Road roll 
-- min ibus Ps. 100.00 per trip between Sallyan and Dang-- rac Ior Rs. 100.00 per, tr ip between Sallyan and Dang-- truck Rs. 100.00 r tr ip between Sal lyan and Dang 

I1. Rolpa Rorad Toll 
-- horse Rs.s 1.00 pr- t" ip mi,n n road
 -- nulcs. 1.00 per t ir'pP on0 ii road
 
-- tractr Rs. 10.00 tr'ip olin roadpar on

(No cu , ,to:' hIve bid , - this toll 
 in the past five years) 

IV. Rukum Su spens ion "h-idqe Toll 
- -,h, s. 25 per head per crossing-n',.a, ')- , nrc]cs ,)odonkeys Rs. 1.00 per h,,ad per' crossing-] ,l * , cl c ,, donkeys Ns. 2.00 per head pe," cross ing-- buffuloi :-; Rs. 10.00 per head per crossing
 

SOURCE: ntIr.,i :,c b.citO district panchayat off ic ials. 
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Water Turbine Tax. Districts may tax mills or water turbines 

located wiLhin their jurisdict ions. Normally an approval fee is chrged 

when a will iK first establ shed drnd then an annual charge is levied, often
 

graduated ircord ing to the size of the mill or the number of months the 

mill operates during the year. in Dang the approval fee is Rs. 160 and the 

annual tax is Rs. 20 per horse power. These taxes are collected by 

contractors in some olaces; in other districts they are collected by 

district panchayat staff and in a number of districts the village 

panchay.. t s col 1ek and re a in shares of the tax es ( in Dang the v ill ages 

keep alii of the annua l charge). Jh:pa, the most economically advanced of 

the sample districts, collected Rs. 60,000 from its m ill establ ishment fee 

in 1985/36; no othur samplh district collected more than a quarter of this 

amount from mills. 

Conlractcs to ',JI1c istrKt Resources. Di str ic ts may grant 

contracts for the collection of bones, shells, feathers and other animal 

parts that ire used for med ic inal or ritual purposes. They may dl so grant 

contric Ls to catch fish and to collect stones, sand, timber and other 

materials rhat are borne by r i,,rs w,thin their boundar ies. Town 

panchayats have also been given authority to sell stones and sand from 

river beds lying within town borders and conflicts have sometimes arisen 

when both towns and districts have attempted to exploit the same resources.
 

Other Presribed 
o''vnu, Sources. The District Panchayat Act also 

empowers Lhe d Q r i 's o l)vy cesses on water used for irrigation, to 

impose fines and penalties for late payment of taxes, to collect rents from 
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persons using district guest 
houses, libraries, dispensaries .nd other
 

pubi ic buildings, to purchase 
and dispose of assets at a profit, and 
to
 
appropr i.t.e up to h percent if the incomes of v ilage and town panchayats. 
The Perentral iat ion Act furtiier aut ,or iz s the districts to collect fees 
for licensingt ad ios, tape-recorders and video sets and to el ic it 
"contributions" from indjividun-Is or businesses for specific projects. 
 None 
of the saMPe disiricts has imposed a water cess during the past five years 

and no d istr ict hs demanded a shar'e of its local panchayats' income during 
the past four years, The radio license fee is the only revenue source that 
has been used by every sample district over the past few years. Most of 

the sample d istr' icts have been abla to earn soma income from the rental or 
sale of their assets, The Sallyan Discrict Panchayat isproud of the gross 
income it has earned by renting a tractor it had purchased several years
 

ago, but. no onie in the accountant's office had a 
 clear picture of the net
 
income 
 earned from this enterpr ise Tanahun has col lected considerable
 
sums in recent years from 
 the sale oF some of its land for housing plots. 
Ohankuta omb, revenue
has s,.ed by contracting out the operation of its 

m,:ngo garden and press. 

Nonp -esrbedRevenue Sources. The sample districts have imposed 
some taxes and Foes which are not specifically prescribed in either the 
District Pkr:hayat Act or 
the Decentralization 
Act. The nonprescribed
 

charges impose,! by sample district panchyats include a tax on house sales,
 
a "coiml'I it y" i !a>r.,J sales tax on exported an imnal s and timber. It 
should be no ted, however , that SecL ion 50 of the District Panchayat Rules 
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specifically prohibits districts from iWposing import 
or export customs 

duties or surchdrges on central exuise duties. 

rhe Panch /,t Avelopmentind land Tax (PULT) Chapter 4 of the 

Decentral z, i ion Act m e'.s prov isions for village and town parchayats to 

levy he PULI. Out HMG ha s inforMally suspendep this tax ing authority since 

198L. The PDLI was enactedl in 1965 and first introduced on a trial bas is 

in a score of v il ,dge parchayats in the tera i. The primary objectives of 

the .xperirnent were to increase local resource mob i izat ion and to 

strengthen the financiil standing of the local panchayats, 

Wh ile l:he hasic concept and objectives of the PRLI were sound, the 

spec fic desig n of the tax was overly compl icated for many local 

authorit ies. In order to gain the required approval from the district 

panchayat 
to levy the tax, a village panchayat had to pr-,pare a plan and 

budget for the projects on which the tax revenue was to be spent. Priority
 

was to bo given to o ,rojoc s that increosed agricultural output. The tax 

was imposed on both landlords and tenants as percentages of the primary 

annual crop produced on the land. The village panchayats were permitted to 

keep 85 percent of Lhe tdx proceeds ahi W yielding 10 percent of the 

revenue U the d istrict pdunhayat -nd 5 percent to HMG. The central 

gove nment Land Tax was suspended invillage panchayats where the POLT was 

levied. 
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In the 19d70s an attempt M.ds made to implement the PDLT on a nationwide 

basis. In many ireas the local iuthorities simply could not handle this 

it in'.ni ; r- U -; otherr,,[ NY y IL H in areas tax revenues were misused 

... . ni :V to pu b i dissatisfaction,c Popular reaction against the PDLT 

,iq districts contribut ,d to the it ic 6lsoNe pa1 disturbances of 1979 and led 

LOOaGar nen! ru sus;putd the tax in 1981, beforp it ever became 
eonerat ion in n-ry districts, D ')ite the nationwide failure of the PDLT 

t nea *.,rgyo r uj,. ty of he village panchayer. officials from the terai 
A s r Kr'K in :Yv,i,, ,w by I he Qudy team were in favor of re introduc ing the 

tax and h,ioi n t ! e onit- i Luermt. shared the ir sent ients.c I a tie v These 

s1 f ic al s s ld thy perlol v prefer'red be ing ab! e to pay the tax in their own 

v 11olqes -'aW- lin krrvel 1ing to r:eg oal tollect On sites nd they 

preferreo hav ing the revenue kept in the village, unl ike in the case of the 
Land Tj& w ich w.. popu .:"l perceived to flow out: of the v illages, never 

to rprurn. 

Evalation at AIttrndTivy M Sourev Revenues 

rne s . *wn.. .. pa'forna ce of district panchayats has 

neon pnor.ly uor [mimc ving n , formarcy will require a variety of 

irmt O sc reqinjr' i i bo' tn struc'ur. a:- dd lin istrat i)n of these revenue 

instrumen ts, At t he same time, ,ol icy changes should be impleanented only 

N rccg s, d io n:, the PUL F are 3 e,.:v r 1 hurngana, Nar ndra Kayasthaand ,l Ro'. ' Sturn .'; n Pn':hy:t De',,el opn... t :d L=nd Lx,' processed
(Ka hiain : -n r- ,. Econ V, f.vel opment Ah; in istrat ion, 1976) andV jay- .r , " arc hdyl O n upwnt and Land Tax in SomeSO ,d '1i; Vii :,n' o ... of Jhana F) i ,Efr," processed (KathMandu. HMG 

.
so'me
 ,Wm YOi 'i 0F. , 102). 
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after considering the andequity economic effects of the alternative 

in strumen ts. Here we evaluate thcpse aspec ts of the major own-source 
r'venues currentl y col 1ec ted by distr ic t panchaya ts as well as severdl 
J if feren revenue sources which were recomriended by local government 

ofiicials interviecd during fieldthe work.
 
The house tax, ds currently impo sed, suffers from poor 
 admin istration 

aIda low; r t sructure wh ich does nut land itself to automlat ic revenue 
.jro*;.;h in toresponsy infl-tion or economic growth. While the rates in 
some jur siAic t ioni re graduated according to thp size or value of the 
hoCuse, reven2s wil 1 [.row pr iWar ily in toresponse inc(reused numbers of 
taxed structures rather than to enhanced values of the ex ist ing stock of 

houses.
 

Some cons iderdt ion can be g iven to increasing the max imum dllowable 
rates of hous_the tax. The current rates, ranging from Rs. 3-10 per 
structure as shown in Tabl e 4, are ex tremel y low even g iven the economic 
cond it ions of the rural areas of Nep, lo.jbl in,,I the mix imum dl 1owabl e 
rates but ma inta in ing the Ir graduated structure would see reOdsonable. 

St. i1 1, s i:Ip y incras;ng rates is not --,uff ic ient to improv ing the 
per formonre o f this levY. One necessary condition is improved tax 

administration, partic :rirl y be tter recorl-keepi ng. This objective should 
be one portion of an ov-rall strenqthen ig in financ ial adr in istrat ion 
pract ices at the district level. Even then, however, it cannot be 
overemphasized tha t such revenue enhancements, incl ud ing those discussed 

below, must also be acnoyn. led by service benefits received by house tax 
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payers. The entries in Tables 
4 and 5 reflect thnis fact. 
 Users of the 

services of road bridge are will ing and able to pay 
d or 

rates equal or 

above the annual smounts d,. on the house tax for which no direct benefits 

ar7- en.
 

-TO!IS on ruads, and
bridges ferries as currently administered in Nepal 

have considerable moerit 
and should be encouraged. 9 At the same tino, with 
constant rate s;trurk Jr'es, strong revrue g rowth cannot be antic ipated from 

this sour:, sin,:e onl the level of traffic will lead to enhanced revenues. 
Periodic rvi -,r ,- l. should uc,:ur 3o that they reflect the additional 

costs of ma intj in irg and r'pa iring He ine frdstructure.
 

ProbablY the most importanL id ;nistrative aspect of the 
 toll system 

is ensuring 
a m' -titive fr'anchising nvironmrent If few bidders 

partic ipate or if collusion agr'I b iders UcLcus, the amounts obta ined 
from
 

this re ,,enue -ar will b 1 iKmiitad. Several pol ic ies 'can usedbe to 

max im i,. the re',e;vu, earned. Auct ions must be pubi icly announced in 

advdnce so as t) attract the max imum number of potent ial 0 idders .
 

Informlal ion regaro ing irnate,ppru traffic level s should col 1ced abe on 

smal sampi:, h.s is and made pub] ic so as to allow b idders to mke good 

est im tes of gross revoriqs that ight expected. This will also allow 

district pan.hayit offic id!S to etrm ne whether bidder collus ion is 

DFo a . : t0 1 nod ' in Bang 1ad. sh ; r l audingd iscuss ionaof pri c 1 a n in, .< Lar ry S: hrued r " " To 1 1 ,S dS a Z 11 1d Par ishadRevenul, Sou', A Cava Study," M tropl iVan tIJd iCs Pr)grain OccasionalPaper lu. 5,, Fhn Md'<,el I School f Syracu se , NY: syracus? n ivers ity,
November 
1982 [r,,sd Mdy 1984]).
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OCCurr ing. Open duc tions should be used to insure that pr ice informit ion 
is available t') ail bidders and to reduce the I ikel ihood of collusion 

L" ,ween o fin ..MIS drnd fr.ncni se bidders. And, thin event that one 
' fIj in Vield s urweojably Iow h id s, the d istr i t panchidy, t might reserve 
th"e iLl to haId , JU0-s'pwrit~ i : t- ion wi th the franch ise g ivan to the 
h ihes t b idder in e rh., of tK d c r;ons. Finally, as w.s mentioned bove, 

: A is triQt mus! e",sure th, t ,, ih dSt.rUCrVr On which tlIs a'e being 

m .,d is T: ir ta ed if il ,iMSh s to continuo to derive revenues from the 

fac iI i ty.
 

D52 i,:Ls A ,M.consider ot'ing the toll
m systems themselves. The 
pr-i,,rmy rev:':wr advrtqa' of solf operation thatis it would allow the 
distrits 0 , ., the profits currently accruing theto winning pr ivate 
enterprise operators. A second poss ibl e reason for sel f-operat ion is that. 
it would help to insure thAt franchise operators do not use their toll 

co le" t in utuhur i t t ex tr d: t tol l s greater thdn those allowed in the 
toll sa.h.du , Offsetting ..hese poss ibl a ddvantaes is that if the 
d i str ict pdnchynts were operatetu the facil ities there would be a need 
for increased -taffing levels and greater ,!LUin istrat ive costs. Also, 
under the current. system Iho dO ing mechanism 1, theaws pr ice system to 
reveal, at 1yst indirect ly, the w ill in yn.ss of us,'s Lo pay for the 
f-c i1ity (wit,: iss %hp K A':k of ' d ers on cpr. iH r'a ,; in Rolpa and 

Sal lyan) . We " Ijo> nr .rnijmend:n iers ion to sel f-opera t ion. 
Pc(: II i1! Id ' iK ',," iS une frurn of local business tax which, due 

to the easn c& ident ,-y;nthe keeps. business, costs of administering the 
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tax relatively low. Consideration might be given to expanding the base of 
this type of Lax to other larger business opera t ions found at leastin some 

istr icts, r,.,, br ickyard ;. theAgi in, aJm in ist"at ive and record-koep ing 
:zosts could be kept low since rel tivul y leWh 'stahl ishments would Le added 

t.o the roll. Such tax.es are not t,-uiv bomerf : hased nn es [hey are only 
indirectly tied to th'e servic, providd by the district pdMnchy,-t t4 the 

business establishmrents. For reason,that arid the fct that excess ive 

rates Cdln hav, detr imrtt-il a.onimn ic de','elop,'.ont effects, the ratins imposed 
on inills am! other et.abl ishnents should I mitd.be Whether or not the 
current ratoe sould he altered cannot be dekerminqd wi tuouLt further study. 

It was noteu aaoive Lha t the Punc,ha p 1evelopment andl Land Tax is 
theoretically sound; its weaknesses lie in its idm in istrat ive comnpl ex i ty. 
Essentially the tax is a form of agr icu tur, I incoieian taxat, ion, a form of 
taxation which has encount.red adm in istrative difficulties wherever it has 
been attempted in the developing world. With low ates the tax does not 
havec major production disincentiives; however, equal yield taxes based on 
the potential value of land have preferable incentive effects. Tying the 
tax to a sp:cific project orovides a beretfit bsis for the Lax strument, 
but it g'eat y co 'pi ic l.'.; tax admin istration. Furthermore, local 
governents reyi ire a p'oduc tiv e revenue ;n'rr that _yields revenues on a 
cont iuing basis ,nd can e usn-i for a varietv of ne,,ds, espec ially the 

recurrent costs of operating and ma inta in ing locdi governments serv ice 
facilities. As currently structured Lhe PIILT does not achieve that 
objective. As is discussed below, there are ,ood reasons to prefer the 

Land Tax to the PILT. 
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In addition to these local revenue sources our interv iews el ic ited 

several suggest,ions for new puss ibl-. 'local revenue sources. One type of 
revenue source mentioned by lu,'al governnent Afficials are VdCiOUq economic 

act iv it iCs tu ho ,ndyrtaken by 1oc a governn nts. In add it on to the 

trerctor pu,- -ase-l oa n l or'ron.jmO en irnS,l li),Q: Dist,"ic m,'t iKned above, 

other inter'v iwes suggestod oper, ting COld 91orae f]cil ites, opeVLing 

currently idl, mines, col letting and sell ing her bs, bu ild ing and operating 
ml Is ,nd small electr ic power pl ants, evenor ust:l ishing cottage 

industries. Whi1e iocal panchdyts micjht mobilize re.ourres through these 

or other economic act ivitieKs, there are sevral factors that should be kept 

inmind before reconm,endin.. d widescale entraince_ of local governments into 

these vontur,;. First, of theall suggested activit ies could be operated 

as pr ivate enterprisas, If these ac Liv it is are, in fact , potentially 

profitable oi,oo wur dprs why private entrepreneurs are not engaging 
in them. 

Since there is 11 iio reason to bel ieve that local governments Lan operate 

these bi ,ine.-cs m--w e,f fir iently than the private sector, the revenue­

generating viability of tho-se activiti s must be quest ioned. One exception 

could arise if privat sector investors cannot obtain credit necessary fur
 

large capit ,l ivostnts asso, iat d w!th dr ! N it irs such as tractors, 

mills and cold storog> Dli",ts whe-eas oel governments culd obtain such 

cred it. Even then, however, the eronni r fedn ib ili ty of such act iv ities 
should be stud ii cHrl, ly. Finally, if local governuenL s were to enter 
into ;ore ecr oa, c iv ities, account ing systema; must be improved to 

ensure tA& those iadrtk inys do drainnot revenues needed for other 

publ ic se,:tor serr i,:s. 
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Several new taxes were also recommended by local officials contacted. 
Many sugqested tUKt p,-rLicular goods produced in district usedthe hut 

el sewhere sho .ld taxed
be upoin removal from the d ist r ict. Among t.he
 
prO(iUALS ,'.e iO end were roofing sl-ate, ghee, herbs, ginger, joats or other 
animals and resin. Such "x oort"F t-xes should he consid ered cdrtully and 

Cur'tnl0]y deserve greater study. They ca'l be productiye producers of 

:rcvenue. lhey do, however, have questionablp conomic effects. When the 
taxed products are produc: d under compet itie coniditions aidn re wide ly 
availabl- from m.ny districts, as would appear to tho forbe case the 
products ment oro above, oviner of capiVal (producers) wuld bear the 
burden of "he tiy. If, or, the other hand. ine prduc(-s are produced by 
only i hrwi ful of producers in a single dist rict, consumers would bear the 
bulk of the tax burden. In either instAnce, if rates are kept low, the 
efficiency losses assoc i withed ithe tax should not be severe. A 

potentially more important efficiency loss to Nep a l's economy which might 
arise 
are cHOW Waited with tax administration. Local 'export' taxes 

are similar to the oc:,"oi and each increases the costs of transporting 
goods since loads must be slopped and inspected prior to paying the tax. 

Even more detr imental is the puss ib il it y that the taxes be allowed to 
cascade as the load passes through dinfricts enruute to its final 
destinatiinn; but ensuring rthat goods in transit are not taxed also adds to 
the AdminisLr tivie costs (parficul-irly the compi iance costs) associated 

1Osimil.dr" f nax re used by rural local governments in Pakistanare commonl1y thi mos[ iilport[ant local revenue source. 
and 

http:1Osimil.dr
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with the levy. Hence, while we provisionally recommend that consideration 

be given to the impos it ion of new taxes on spec if ic goods, we feel that 
add tiolnal srudy should be made be faore such pol ic ies are inpl emented. 

wia
 
There are some 
pal icy act ions that can be undertaken to improve own­

source revenues of d istr ict ,arnchayats. Rates of several of the revenue 
instruments might te ircreased anJ 
sUme add itiondl revenue sources might be 
tapped. Stiiil, it is extr.m:sly inpo,".nt that any of th,:s, pol ic ies be 
accompan i,:d by impro'.arzernts inr u dmin ist coti on.e.... P0 rd K ug at 
the local govornmeMt level is p- c i 1ly weak; tra inin ,r sme rev is ion 
in the types of records that shou:j be ma inld Wed at the l0141 level ar2 

cal led for. Anolys is s, ld be underta.en of a possible tax on goods 
produced in rurdl d istr icts and :onsumed in other partn of the country. 

Still, orohably the ,rtest po.ential for sustained, impruved revenue
 

performance is 
 the land tQx. [t is to that source we now turn. 

Lind Taxation
 

Given the extreme relative impcrtance of agriculture in the economy of 

Nepal it isrwasonable to UAPOCCt toldnd play an important role inresource 

mubil iz t un efforts of the countr'y. At. present ther'e is a I nd tax 

imposed; howev ,r it accunted for less than 2.5 percent of total HMG tax 
revenues in J480i35. Mere are good reasons to th ink that this ratio can 
be increased throUJ MorU active pdrticipa tion of local governments in the
 

Land Tax process so as 5 create a more obvious link between tax payments 

http:underta.en
http:inpo,".nt
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and benefits reccived. Here we review the structure and record of land 
taxation in NIpal ind make several suggest ions for irnproving its resource 

mob ilizit ion w oaol- ities. 

The 'urrent WA t0. o.r Rur1 L:nd in Nepal
 

Land rv_ e 
 il Lurrunrly h)eing :nollccted under two distinct systems 
in Nepd 1a 3Id or wheth or , ,t for'mal surveys have been conducted 
jc;ording tu th. Land survey A ,t. In the 24 districts that have not yet 

We.n s ,vey. :.2s..smunt records are not forMl ized; instead land revenue 
continues to o.; lrid by traditional agan .s-- uKhi ya<s ant Zlim wals-­
and tax yields i .(kl nel, low (the sampi districts Py',t han, Rolpa and 
Rukum fal I into this Itcqoy)In the re;r, in inj 51 d ist,'iC s the Land 
Survey Depir tnent heS- ,-i wssif lI ldnda Wd nul sidu of the town panchayat 
dred into four types mnd ikur grades within ewch type (sve fable 6). The 
Land Survey !)epc rtma, is "" pinsibla for adju Ling the grade of land when 
it is improv.d such a3 when irr igot ion is in troduced or when it 

deter iorates dut to soil eras ion. 

In each surveyed d istr ic t the Department Landof Revenue operates 
offices thot col lect three tax as on land: the bas ic Land Tax, wh ich 
cons ists of spec i fic ccl :s graduated accord ing to type ard grade of I and; 
the Local Development Fee, which is equal to (0percent of Odch Icindowner's 
basic Land Tx payment; and the Land Registration Fee app! ied tc transfers 
of land. I Revenue from the Land Tax enters into HIMG's fiscal accounts and 

Te same thre- taxes are collected in the nonsurveyed districts butthe rate of the Land rmx is lower and is not graduated. 
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TABILE6 

LANM RATES AND ASA ERCETAGE VALUE 
SURVEYED OF1.5 BI(WS OR20 ROPII 

STATUTORYTAX TAX OF LAIr. FOR 
LANOILIUNGS IN EXCESS 

Ptuihl y 

Srdtutnr, Ta, Est imated Pe- Tax as a 
Primary Cndract.rist ics Rate or a Per HKctare LYrd P rcent m of 

1vC a; Grxm, of Lind of bro, _ _ ctase KaSis Vilu't, Larr Value 

1. Lartis in Terai,,Pupon 
A. 	[DItciandr Ldn(I5 

i) Ar)al Lst Qual ity A)iI ;veor-ruur Rs. 76.5 Rs. 110,000 .07 
irrioit ioi;;.Allv) can t'e gr.r; 
yielas at 1-ri two C,'1 )' 
yeor 

ii) Liyan cxll ity; ,t oy Rs.PRs.64.5 E',M0 .07 
part of tooye ylrls Lw'-

Crops p- yed­

iii) Sir 	 irrigatux ; one 51.5 66,000 .08nit ic, 1only P.s. Rs. 
crop pC' year 

(iv) Cha-r ary soil cor'iri gr del or Rs. 39.5 Rs. 44,000 .09 
sanr-; yields Crops only in 
intermi'tent years 

B. Bhit Lands 
(i) 	 Abdl #il cadsuumnr: ury -'ice, Rs. 19 . 5d n.a. n.a.
 

wnieat.wz,,, rni]1pt
dri 
similar c(rtn,'iiirjps
 

-i ,
(ii) 	 Doyam infe'o saro:, teat cani ks. 14.5 n.a n.a.
 
suprcrt maize, millet drO
 
Smildlr CrnTPr"'i CroS 

(iii) Sim sardy ur ar,. ll!sojl that Rs. 10.0 n.a. n.a.
 
cannot suD~owrt crooS incon-

Secut ive ya 

(iv)Chahar lars that dre ro:l ,velan Rs. 5.0 n.a. n.a.
 
Whose Soil COnte irijs Sn or­
gravel
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TABLE6 (CCXT, Pge 2 

Rofihly 

Typea Grw.e of LdrI 
Priniary Craracter 

of Gr'i.. 
st is 

Statutory Tax 
Rite or a Per 
h.ctere Basi a 

Est irtr-i Pe,-
Hectdre lnd 

Vdl: U 

lax as a 
Percentage of 
Lard Value 

11. Larns in Otner iruions 
A. Khet Ldrxis(i)ADdi OWd Soils on /I'edt he.', ,. 39.5 Rs. 70,000 .06 

terra in at -lti tcs O370: 
3,000 fee'; ;r,J,,ti; ye,­

(ii) Doyan 
roun:; pakdy can no ortwr, 
Wd 'Oil; Dirt-vadv irrig-

CIP ion;ita2lt 'tu.J!e bel'l, 

Rs. 34.5 Rs. 51,000 .07 

3,009 feet or Yd'-roun 
irr t t alttules 

Detme 3,000 &0 .o,000 feet 
(iii) Sin Sdy or grdveliy roil im 

snort-pericy! i-rcIdt en belwC 
Rs. 29.5 Rs. 34,000 .09 

3,000 feet or cxyte"
irrigation at nignrr 

soils arn, 
ititres 

(iv) Chahar landis that COni, w:-soil 
or are steply -o . tat 

Rs. 19.5 Rs. 20,000 .i 

very hign e'xat inn. 

B.Pakho Lardsi) Aoal soils unsuitable 
but otnerwise of 

'or D-dy 
DocxQuality; 

Rs. 19.5 Rs. 39,000 .05 

loDtatLJ in vil uIes belc&M 
2,000 feet, (raiient run'cate 
enoujg for nlcivin. 

(ii) Doyan aoerate praient lernits Rs. 14.5 Rs. 25,000 .06 
plowinl but suil is mrferior 
or lac, is situatcLd DotweF, 
2,000 and .,000 feet 
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TABLE 6 (CONT.), Paje 3 

Roughly 
Statutory Tax Estimated Per Tax as a 

Primary Crrcteristics Rate or a Per- Hectare Land Percentage oflyme and Grle of Land of Grait hectare Basis" Vaiues . Lard Value 

(iii) Sir IdW ,itr txar soil or step Rs. 10.0 Rs. 16,000 .06 
grdxlin at loM dltitwe or 
better qua;ity lard aL high 
elevatluns 

(iv) Chahar lars 1irqntly we)rsL tran Rs. 5.0 Rs. 10,000 .05 

0 t1 terli rj iPTl,, nvnnenjr,.: ir, l::],,s; I D(qrk - . 68 ha. In the other regions land is 
reassed in ropn:; I rp,,, , h ,. ii-,: rates have been rounded to tne nearest Rs. .5. 

bn. vaiiu(! fo," (JnLou'i, l, i art n'nse on averxize sale myices reco:ied by the Lard Tax Office in Dang 
I hOistricot. 'ile! :,': I. -iri, th eastern terai arl mauch higaher in the 

Katirram. VI ty. lr ',, i p.), t &,n; kr)k'larvs na si--l on mnimmn transfer orices for such land set 
by officials ir; S a' at. 5v nuvo un)err 1o ourvW tr nrd o'n fth, side of land value estimtes. 

'tr-nn,- lrns tn .: 1ct; outsiae of trie tera reu on but are situated in Katnnardu Valley,
)khnrr: V-Cli', f.tV -vi' D-ra Jil {'i!re arc taxal in toe saie manner as dhanhar lands in the 

Tara i. 

"''he, oI, o to nr,: n.c:' c; Der'ron of Laqr!Reveonu does not ccitair seoarate rates for bhit 
lard in the t-in K beua'- alS r. i-ut this lanr classification is equivalent to the pakho 
Ciassificatior, in otrh.r r--;ions. 

SOURCE: Toe Larw Survey. Act and information p-ovioal by the beparbnent of Land Revenue. 
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then 50 percent of the collections in each district is turned over to the
district pdnchayat as a supplement to 
the Development Grants, a portion of
which 
in to ke d ist ;ibuted to village parchayat. ( [ f less than Rs.
100,OcU is :llecned i, a district, the ent mre.m:unt in turned over to thedistrict 
 The Lot 6- ,ehlopment 
Fee i nver record.d as HMG revenues, 
rCdther 
it is supposed i fV w d irectly in to the d istr ict 's account- and can
be used ir a man,cr similar to any of the district's own-.souirce revenue. 
0isriKt s receiv 
 no portion of the tax on land tr.nsfers. In somedU tcr i t:s th, Land [ix Offices are still collect:ing arrears from the PULT;
th dist.rict ranc Creceive all such arrpa-s clclected.
 

i 
 a 
 us, differen, methods torevenue account for theflows fron 
th, Land Tax Offices to the distric:ts. Among the s ix 
districts fr which we have actual accounts, only Dang shows a clear record
for both the Local 0ev 1,oprent Fee and the shdre oi: the Land Taix it 
receive. 
 ln Dancg's ac:nn .sthe Fee appears in the District Assenbly Fund 
while the Land 
Wax share flows irno the Developmernt Grant Accoui . Sallyan

keeps a sspar,-te Local D"velopment Fee acnounL bur shows no accounting ofthe Land Tax Ohce (the pr incipal accountarnt was not available to explain
the accoun Us) . Te accounts for Tanahun, Rasuwa and Rolpa conta in no
reference to ary reven.a received from the Land Tax Depa-tmert. Most of 
the panchayal: 
acca nt.s could locate records for this revenue item but in some cases the _URCi eld reqea'chers had to obtain this informat ion from 

the distric:t-leP Lap QK o'f fic
 
in five hof e
he sampi. districts the locally reported land revenuefigures are largelry consistent with records kept by the central office of 



the Land lax Deparftnent. In Dhankuta District, however, the local account 

of land -"evenue is much below the amount impl ied by the central office 

records, whi. the converse iK Jrue for Pyuthan and r,-dnahun Oistricfs. In 

0 ' , rS l]yun ic t tho Local Devlopment Fee .(,ouric is ambigucus and appears 

t. .vr - the amouint MON frol onIe L..) 8il Inn Fee.YeVe t 


Obviously, there is a need far" impr)vad 
 accounting anJ record-Keeping at 

Whe dirtr i .t level, 

In labl, ] we relied upon revenue fil wes collected by the field 

mosearchmrs. If we were to replace the 1o,:, I y rerted land revenue 

r it;V ones Hat were csonssten t wi iLhe "entril records, there 

would exist a mi re consis ent pattern of re lianc, upon land amongrevenue 

the hill distri,- s in our samle. The revised figures would show the three 

nonsurveyed hill d tir'icts--Pyutham, Rolpa "nd Rtukum--r'eec ' vinq lens than 1 

percent of total revenwj land (thetheir currert from taxation cc mhination 

of the 50 pert. ent Lard Tax share and the Local Development Fee). The three 

surveyed hill districts 6o'.ibe shown to receive between 4 and 8 percent 

of their totai current rE'venu, from land taxdtion. 

Optional h.ses for Land laxa. ion 

Land L.ation i. imemented in d variety of forms in both developed 

and .v..j ccurir1 .. anid each approich nq inas v irttusP and drawbacks. 

Fhe crudest form of land tax is ene based s imp! y on the area of 

landhold i"qq , "uct as the Land Dev.l, .,en! Tax in U ng Iadesh. lhis type of 

tax is aorta in 0 ie e siesf to aam in i A er but it is def ic ient in terms of 

equity. Even hhen thE rWes of the tax ra"graduated according to the size 
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of a taxpayer's landholdings, the tax is not equitable because holdings of 
equal s ie can vary considerably in product iv ity. Furthermor , the nominal 
revenue o1 a aro e area-based tax will rema in sr .rinant (ddc in li-g in real 
terms) uMless the ra es are periodically a-djusted.
 

Taxes are somctimes imponed 
or 
 he p,.onj., or income generated by both 
l;and and other fc,.tor,; empl oyed theon I and. The PDJ fa Ils into this 
Wceyaeory of land :raes which are more equitable and provide for greater 
revenue growth do siple area-basrdthan taxes. lhe problem with these 
taxes is that an 'tensive and well-trained CompleMer f tax 
administratLr4 is requ i red to estimate *ccu'ety the annual product or 
income of each landowner. Tn addition, 
income and production taxes 

decreise Lhe incen Live to ut ilize land prodint ively, Some oovernments
 
avoid the ad rninisn trative and incentive drowbacks of taxes on actual 
agricultural 
prod uc Lion Or income by Lax ing "presumpt ive" agricultural 
income. .'er 
the this type of tdx reg ime land is normal ly classified 
ccording to its product iv ty and Wien al est..-wite is made of the average 

annual income edrned from unit,one eg. , one hec tare, of each class of 
I and within tW, tax ig jur isd ict ion. Each taxpayer's presumpt ive or
 
potent ial incoe 
 is then dCMermimed by multiplying the numuer of land units 
he owns by the appr-'.r. Ie per-unit average income. F inil ly, the tax is 
appl fed a:. a pepcentage of presumed income. lhe presumptive income tax is 
equ itable in te,nis of the "abil ity to pay" Cr iter a if ability to pay is 
measured in tors o f ab. i ty to earn income rather than in terms of actual 
income. Furthermore, Sire.e the istax based on potential rather than 
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actual production, a landowner cannot reduce his liability bytax 


curtcailing his production so the tax encourages the most productive use 
 of 
t{he land.
 

Many c.,u:;i impose on the ust iMdte value
ies taxes market of 

,-gricultural land. Since the price that an ind iv idual in willing to pay 

for a piece Und be theof I should approximately equal to d iscounted value 

of the stream of income he expects to earn Frr, the 1land in the future, tax 

r L.e; ha.H...' . Cled as A- prcetg .. if land , l my reseated as a 

perc enlayp -'yr ted annual in:om. s ,on extfmnpie, take the case o: a 

land tax osoa We, is equal, to [ percent of th;e mrkt. Uv no loand. A 

unit of Add valued at Rs. 100,000 would baa'r ani annual tax of Rs. 1,010. 

if the normal net: rate of return on a unit of lad is 5 percent, a producer 

is not I ikely L pay s. 100,000 for a pie-e of 1and unl ass he can 

reasonably expect to earn apprOA Wim tely Rs. 5,000 net income par year From 

it. in this case the lnd tax represents.0 perceLnt of the expectePd annual 

income from the land. Since the land vdluc tax can be reincerpreted as a 

tax on expected irncomyn from land, it shares the same equity and incentive 

characteristics as the presumptive agricultural incomp tax. 

Nepal's currentP Lind Tax is a sophisticated veorsion cf an area-based 

tax since it rc aunts for d i fr'encs iW, the prodac five potential of 

various types of land. Nepal's tax, however, falls shcrt of being either a 

presumptive incoime Wi.,x aor land value tax . To c'vnvert the LandfOx into a 

presumpt ive n , =t wnould a e to est na e the average net income 

earned per hectare of ,',c .rau.e of land in a lo::al it, and set the tax rate 

as a percenL.g, of each Ianrowner's estima ed to Pal net: in:ome e:rned from 
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land. To convert the Land Tax into a land value tax one would havIe to 

estimate the 

a locality 

average market price 

ard then apply the 

per hectare of each 

tax 'as a percent 

grade of land within 

of the value of a 

landholding. 

The Rata Structure of the Land Tax, 

When 

years ago, 

the rates of the Land Tax 

the Government must have 

were last determined 

(at least implicitly) 

twenty or 

based them 

more 

upon 

some estimate of the income that could reasonably be generated by a unit of 
each grade of land. At that time the rates were deemed to be an acceptable 

percentage of expected income from land. Over the past two decades the 

nominal tax rates per hel-tare of land jhave remained unchanged while nominal 

incomes from land have risen due to both economic growth and price 

inflation. The Land Tax rates, stated as percentages of real income from 

land, have therefore fallen below what was considered an acceptable burden 

twenty years ago. 

In two of the sample districts, 

collected data concerning the transfer 

Dang and 

prices of 

Sallyan, 

various 

the study team 

grades of land. 

The estimated land 

Table 6 are based 

values for different grades of land that are reported in 

on these data; they represent conservative estimates of 

the average market values of land:,12 The data in Table, 6 indicate that the 0 

12 
In.Dang District the data were based on the sale prices of land 

reported to the Land Tax Office. Since these reported prices are likely to 
considerably uderstat. the true value of the lands transferred, we raised 
the prices by 10 percent in order, to obtain the estimated land values for 
Dhanabar land presented inTable 6. In Sallyan District the data consisted
of the minimum prices that were permitted to be reported for transfer tax 
purposes., These minimum prices were set by a committee of local and HMG 

.... officials arid are said to be slightly below true market prices., These 
~3"333prices were set on a villIage-by-v illIage bas is and we report the average

values in 7able 6. 3~'-~ 

. 

0 
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current Land Tax rates range between 0.05-0.1 percent of land value (the 

mS variations grades are within the margin of error of ourinor across 

estimotes). The rate of 0.1 percent is roughly equivalent to the average 

rate of the Land Development Tax in Bangladesh. In contrast the average 

* rate of land value taxes on rural lands in Latin America and the Caribbean 

is 0.4' about percent and the combined rate of rural, property taxes in the 

Philippines is 0.6 percent. 1 3 

0 One might also examine Nepal's Land Tax rates as percentages of 

expected income from land. 
 Since the tax represents somewhat less than 0.1 
percent of 1and value, if the annual net rate of return on land is 5 

0 percent, the tax would be sl ightly less than 2 percent of annual income; if 

the rate of return were only 1 percent, the tax would equal about 10 

percent of annual income. By combining recorded data on net returns per 

S.hectare in Nepal with our data on per hectare land values, we estimate that 

the average net rate of return on agricultural land in Nepal falls roughly 

* 
 1 3 1n order to compare these disparately designed tax systems we haveredefined each country's tax rate as the statutory tax liability as a 
percent of the market value of land. For more detail on each of the taxes
cited see James Alm and Larry Schroeder, "The Land Development Tax inBangladesh," Metropolitan Studies Program: Occasional paper No. 84, TheMaxwell School (Syracuse: Syracuse University, May 1984); Hernando R.
Garzon, "A Quantitative Evaluation of the Revenue Determinants of the
Property Tax System in Peru and an International Comparison with Other 
Property Tax Syste'ms Applied in Latin America and the-Caribbean"(Syracuse:

Doctoral Dissertation, forthcoming); and Roy Bahl and Larry Schroeder, "The
Real Property Tax," in Roy Bahl and Barbara D. Miller (eds.) , Local 
Government Finance in the TnirdWorld:. ACase Study of the PhilippineII p nes(NewYrk: ;Praeg(New ra(!r Pu lshers, 1985), pp. 46-81. 
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between 3 and 5 percent. 14 
 If this estimate is accurate, the current Land
 

Tax is roughly equivalent to a tax on agricultural income at a rate of 2 to 
3 percent. Not. only are these tar, rates relatively low, but a substantial 
portion of the tax bdse (13.4 percent in 1984/85) is exempted by the 
provision under which any Indholding less than 1.5 bighas or 20 ropani in
 

size (each ceiling is roughly equal to I hec tare) bears d tax of only 

Rs. 1. 

The Government has some leeway Lo raise the rates and lower the 
exemption level of the Land Tax without making the tax 
overly burdensome in
 
comparison to either world standarus or its own standard of twenty years 

ago. The ofamount revenue to b'2 raised via land taxation should be 
determined by the demand for local public expenditures. We suggest below 
that this determination can best be made when some responsibility for rate
 

setting and tax collection 
isdevolved to local authorities.
 

Current Yield of the Land Tax 

At current rates the average district-wide tax assessment before the 
"poor farner" exemption is about Rs. 1.5 mill ion. The terai districts on 
average possess tax bases that are 6.5 times the average tax base of 
surveyed hill districts and over 20 times that of surveyed mountain 
districts or any of the nonsurveyed districts (see the first column of 
Table 7). The "poor farmer" exemption reduces the nation-wide tax base by 

14For data on net returns see Rapt i Zone Reg ional Assessment, Appendix
Table A.[II.18, p. 221. The returns presented in that study have beenconverted to 1986-rupee equivalent for the purposes of our analysis. 

http:A.[II.18
http:percent.14
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TABLE 7
 

AVERE LANOTA ASSESSWNT$, UI4'TIONS Ar COLLECTIONS 

FOR'EPA:, HILL AND MOUNIAIN IiISTRICT, 1984/85 

-xemptions as Collections as 
a Percent of a Percent of
 

Prp-exemtici A ouit of Tax Post -exemptlo Actual Ore-Exempt lol Post-Exempt ion 
As"ssrnent s Exevlei AsseCs,'Tr, CalIect ioris AssessmentsS 	 Assessments 

1. Surveyed Districts 
18 Tera Distr its 
24 H1'1 05 trIt t, 

.ii, ,4I2j,1',' 

(2*' 
,995 

9, 6(': 
2 6 ,,466 

,96 
2.225 ,65 

216,946 
11.5 

16.7 
60.7 

54.8 
Molintii 111iSricts 216,673 3,2-1% 203,.01 160,794 14.1 79.1 

4 0s ~r , 4rv,'v5 3?43 ,2"0.]"l .784,191 1,068 ,F64 12.3 59.9 

1. 	Nonsurveyed Districts 
9 Hill istr lts 125.b64 9,. 2.,079 7,146 77.7 25.5 
8 Mourtain Drstr lets 45.532 35,069 10,463 
 6,558 77.0 
 62.7
 

17 N.,survye flisict 87.955 
 6;2,166 19,;2 6,869 77.5 
 34.6
 

61 Districts 
 .52
., .0Y2 19,1 1,292 484 772 .892 13.4 
 59.8
 

aTIe actual collections figures include coliections of arredrs from previou-i years as well as penalties for late payment.
 

Averaqes for- the Irs. t.wocobwriUsar. l sitec
dverdes.
 

LCompleti dut3 -'eenrytu, lb, to, iou,"s10'eeL dl sticts . For the pur'jo'es of this table a dlstrict is defined as aterai district if it least o of ts re)stere,oft-thi-' dn, is classified as teryi land; distinctions between mountain and hill 
districts were mde on t, ,-sisof .,rr jcrI'catlon. 

In:ludino tnC tour Katn'flrnou Vil e, .IjStrl-ts. 

Data were not avallabl for ten ninsure-yeC dustricts.
 

SOURCE: 
 Data provided butthe Planning Section of tie Department of Land Revenue.
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13.4 percent; this provision cuts the 
tax base in the nonsurveyed districts
 

by over 75 percent.
 

The ter'ii disrricts contain over 80 percent of the country's post­
exempt ion Land Tax base and account for over 85 percent of actual 
collections. Sin~e the f iures fur ac tuol col lect ions shown in Table 7 
include collections of arrears from previous years dS well aS penalties for 
1ate payment of thetax, collection p'er'centages shown thein last column of 
the table overstate the efficiency of Land Tax administration in Nepal. If 

from Dang and S l1yen 9 istric L;ddta are ,epresn tative of districts in 
general, then between 29 and 39 percent of collections in dny year consist
 

of arrears dnd penalties and should theone reduce collec ion percentages 
accordingly. The adjusted duta imply that in the surveyed districts a 
1 ittle less than one-half of the current year's tax due is ictual ly 

collected each year. Ao the nonsurveyed districts less than 30 percent of 

the tax flue is col lnet on time. 

The local Land lax uffices estahl ish several regional collection sites 

within their districtLs for periols of on? to three months each year; they 
do not have sufficient staff or funds to maint ain these posts for longer
 
periods. In the hill 
 d istr icts, where seasonal migration is common, 

landowners are often out of their districts at collection time and then 
have difficulty t ravel1ing theto district headquarters to theirpay tax. 

The tax off ines hivy neither the will nor the resources to pursue 
del i nqu!nt s ,ij,r. ivel y. Offfic ials readily impose the pre sc r ibed 15 
percent penalty on payments aftermade June 29th but this usually occurs 
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only when d! inquent taxpayers come in on their own volition to settle 
their accounts. No interest is charged on arrears so once a landowner has 

VY ild to meet the payment deadl ine he has no incentive to clear off his 

arre-rs, urloess he wishes to sell or transfer his land, in which case all 

taxes due on the land must be paid, 1 5 The provisions in the Land Tax Act 

that author .. tax J fffic ial s to sequester or auction off land on which 

arredrs are due are almost never appl ied. 

Summary and ioys 

This reviWv of the Land Tax in Nepal has documented the previously­

noted wik: es~ei in the record-keeping and accounting activities in 

district. pdnchayikts and has indicrted that the level of land taxation in 
the country is low on a statutory basis and is even lower when tax 

delinquency is taken into account. Add itional technical assistance is 

certainly in order to improve the record-keeping and accounting skills at 
the district 1eveI. In addition, changes in the structure and 
administration if the t-ix could lead to improved revenue performance of the 
levy. Of primary importdn-_ in this regard is greater involvement of local 

governiiients in tax administration. Thus, we suggest (1) that village 

panchayats be given a role in col lectionthe of The tax with a larger 

proportion of the taxes collected remaining at the v illage level; (2) that 
in the short-run the Local Development Fee be abolished, the basic rate of 

the Land Tax be rd isad , and the d istr ict assembl ies be g iven limited 

15Landowners who pay their taxes early receive a 5 percent rem ission
but early payments are extremely rare. 
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authority to impose a surcharge; and (3) that in the longer run the tax 

structure be altered to enable taxes to reflect current land values. 

The collection efficiency of any tax icreases both with the will to 
collect of the tox colle,ctor cdnd chu wil lingness to pay of the taxpayers. 

Bo th of' th 2se far tors can be increased by means of a greater 1ocaliZdtion 
of the tci which means yivingJ loca juthorities a role in tax collection 

while at the samIe time giving them d g',:ater share of the take and making 

them rely mure heivily on this local ly mobil ized resource and less heavily 
on the HMG grants for local developnent works. Of course, those districts
 

with severely restricted land tax bases will continue to remain largely 

dependent upon funds from the center.
 

A strong argument can be mide for giving village panchayat authorities
 
a role in collecting the Land Tax and it, arrears and, as an incentive, 

earmarking a share of the tax collected within their panchayat areas to thk 
village panchaydts. We hove heard complaints from both taxpayers and tax 
officials regarding the latter's 
inability to maintain a presence outside
 

of the district headquarters 
to fac ilitate tax payments. A possible
 

solution would be 
to have the land 12x offices continue to establish their
 

temporary reg ional 
 col 1ect ion sites but give the 
village panchayats
 

pay on time at the collection site.
 

responsib ility f)r pursuing the tax del inquents jnd collecting arrears. 

One would like to keep as little cash as possible flowing through the 
panchayat offices. This should not be too much of a problem since the 
higher taxc as will ;r!We the 15 percent penalty on late payments a more 

formidable incentive to landowners to 
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Village panchayat officials can be vary effective collectors of 

arrears if the th.tthey dre given incentive a significant share of the tax 

Lke will be ed aveiilable ti thum for projects within their panchdyats. 

Similarly, ladlowners should be more 
willing to pay the tax if they can see 

a more direct 1 ink between their payrents and the benefits of local 

development works. Puul 	ic pressure will also be more easily mobi ized 

dgdinst tax who bedel inlU nts will v iewed as not pull ing their 4eight for 

the village. Lists of delinquents shcN ld be posted at pcnchayat offices 

and read 
at the v illage assemtl ies when people's awarenes; of their public 

finance constraints is a t its peak. 

As we noted earl ier, the amount of revenue to be raised from the land 

cax should be d-termine,! by the deland for devr'1lopnent expenditures. If 

the demand for local dvel opmen t works LA eeds the amount that HMG can 

support f inanc id! y, the J istr ics should be enbled to meet the excess 

demand by ra is ing their own Land Tax col lct ions. One suggestion would be 

for HMG to set a basic rate for the Land Tax, say one that 	approximates 0.4
 

percent o f lancd valeu, in order ensure o mto imn contribution frm each 

d istr ict toward the support of local s ri cs and permit each district 

assembly to impose a surtax of up to an additional 0.4 percent. The 

current Local Development, Fee could then be abolished since it is really 

just 	an inferior alternative to the proposed surtax. 

In order to ;rovide ;oc l communities a sufficient incentive to rely 

more heavily , I,-,-.-.l.. . ., all of the surtax revenue and 70 to 80 

percent of the basic Land 	 fox revenue should reimain in the districts with 
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at I east half of this local share being allotted to the villages in which 

the revenues were raised so as to main tdin the closest possible link 

between contributions and benefits. (A 20 to 30 percent share of the 

higher-yield hisic tax should amount to at least as much as HMG's current 

share of the Land Ii:x. and should be sufficient to cover its administrative 

costs.) The grant allocation system should also be redesigned to induce 

heav ier rel ianc on the 1and tax hase. As will be expl a ;ned more fully 

below, each district's grant allocation should Oe inversely related to some 

measret2 of i Ls I rnd tax base, such as the amount of tax due under the basic 

0.4 percet rate sot by HMG. 

irn the short-run the sugested basic rate, which we state as a 

percentaje of li nd value, can be approximated by raising each of the 

existing rates four-foId. The result ing rates could also be used as 

ceil ings for the d istrict surtaxes. in the longer run the Government 

should give serious consideration to shifting to a land value based tax 

since such a tax would permit revenues to grow in step with the general 

price level and would permit local authorities to keep up with the rising 

cost of prov ld ing publ ic serv ices wi thout hav ing to vote on rate increases 

every few years. A land value t.x would be easier to impl ement than a 

presumpt ive income tax because informat ion on atual land sales is 

ava i1abl e to tax assessurs and prov ides them with some ev idence concern ing 

the actual value of lands of various qual itias i, various locations. 

Since ,sk,. .r grading land is already in place thr'oughout most of 

the country, the remaining task to be accumnpl ished is the assignment of 
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values tu specific grades of land in each locality. This task should be 

performed by a committee consisting of HMG land survey and land tax 

offic ials as well as local authorities knowledgeable of land prices in 

the ir jur isd ictions. Tie values could be based on a survey of transaction 

prices of land wi th recognition given to the fact that transfer prices 

recorded at the Land Tax Offices probahly understate the true market value 

of 1And. The HMG reprospntt ives on the committee must have the final say 

in determ in -in I anr values and tax assessments since the local 

representi t y/es .oyad have an incent ive to inderstate the tax bases in 

their dis ,' ict', Lheruby gaining larqer grants from the central government. 

Onu suggfstion would be for the Land Revenue Officer in each district to 

serve as the final assessment authority ..,ith the other members theof 


committee serv a
.ing in consul tative capacity.
 

Land asscssmenrts will have to he 
updated periodically to reflect 

changes in inarkat values. Ideally reassessments should be performed 

annually but, since each assessment involves a considerable administrative 

effort, it is more reasonable to aim for assessing land values every three 

to five years. 

Consideration should also be given to lowering the one-hectare 

exemption level so as to bring a larger percentage of the 1 indholding 

population into the tax net. Although the exemption ,ay improve the 

apparent progressivity of the tax, previous experience Nepalin and other 

developing nations has demonstrated that it is extremely difficult to 

administer fairly a land tax whose rate structure is graduated according to 
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size of holdings or which provides for a substantial exemption. The higher
 

the exempt ion lovel is th -'-qier t is for landowners to divide their 
holdings ,rtif icidlly purely for the purpose of tax avoidance. A 

relatively low axemption level would make this tactic infeasible for all
 

but the smallest landholders.
 

Intergovernmental Fransfers
 

The data in Table I make it ver'y clear that intergovernmental grants 
are, by far, the rarost importdlt source of revenue to many district 

panchayats. Here describe andwu inevaluate the several different ways 

whichi HMG tansfers 
 funds from thW center to the districts. The section 

closes with several suggestions regarding how this system could be
 

improved.
 

Types of rransfer Programs 

There are two primary grants programs used by HMG to transfer money to 
the districts--an Administrative Grant and a Development Grant. In 
addition, there are several other smaller grants programs which transfer 

funds to districts as well 
as a loan program that can be used 
to supplement
 

lcal resources.
 

Administrative Grants. 
 Administrative Grants are 
subsidies allocated 

by HMG to pay the salaries and allowances of approved district panchayat 

personnel. The profys onal staff of the district panchayats, includ ing 
the LDOU, planning officens, accountants, engineers and supervisors in the 
district panchaydt secretarits, are direct employees of the HMG and enjoy 
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full civil service benefits. Additional personnel can be hired directly by 
the district panchayat, but if their salaries and allowances are subsidized 

by Administrative Grantc, the Ministry of Panchayats and Local Development 

(MPLD) muc;t apOLWOvy the hiring. Due to their special employment status, 
thes, emplovees re not members of the civil service and have no assurance 
of being funded from one year to the next. The Administrative Grant is to 
pay salaries and allowances; however, financial records in at least one 
district ind icated that the Adrn in istrative Grant was for aused wide 
variety of recurrent cost expenditures including expenditures for fuel, 

building maintenance, etc. 

The size of the total Administrative Grant pool is determined
 
annually; it is contained in the regular portion of the HMG budget. The 
MP.D allocates the grant among the recipient panchayats on tne basis of the
 
perceived needs of the 75 districts. There does not appear to be a single, 

fully specified for;ula to determine these allocations; instead, judgmental
 

dllocations are used. Three d ifferent criteria are supposedly used in 
making this allocation: geographical location (terai, hill or mountain); 
population size; and the access by a particular district to other 
development resources. The underlying objective thisof system appears to 
be redistributional in nature with those districts perceived to have lower 
1evels of ,conomic activity and higher costs for providing services given 
greater amounts of grants. For these reasons terai districts generally 

receive the smIllest per capita allocations with the largest per capita 

Administrative Grants provided to mountain districts. 
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Development Grants. Development Grants are provided by HMG to the 
districts for local construction works. While these are essentially block 
grants, sectoral allocations of a portion of the funds have recently been 
mandated. There is to be Rs. 100,000 set aside for each of two sectors-­

education and heaith--wiLh an additional Rs. 100,000 reserved for natural 

calamities and another Rs. 
100,000 devoted to maintenance. Finally, as is
 

the case with total spending of district panchayats, no more than 15 

percent of grant to spentthe is be directly on administration. Some 

districts have interpreted this to mean that 15 percent of the grant should 
be set aside to employ additional workers. According to the 
Decentral ization Act Rules'Working (Section 72) one-half of district 
revenues, includ ing HMG grants, are to be al oc;7ted to village panchayats 

based on the population, geographic location, efficiency and loc.l
 

resources of the 
 village. This provision has, however, apparertly never 

been seriously enforced. 

Since these block grants are meant for development purposes, they are
 

a part of the HMG development budget. The approximate size of the grant 
pool is determined in the national five-year plan. According to the 
Seventh Plan, a total of Rs. I billion are to be d isbursed to local 

panchayats (rural urban)and over the five-year period 1985-1990. In 
1985/86 total disbursements of rural panchayat grants amounted Rs.to 117 
million with the 1986/87 allocations approximately the same at Rs. 116 

mill ion. 

Allocation of the amounts across the 75 district panchayats is still 
linked to decisions nade during the formulation of the previous (Sixth) 
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five-year plan. At timethat officials of the MPLD and the National 
Planning Commission (NPC) determined what share of the total grant fund 
was
 
to be allocated to each district. As with the case of the Administrative 
Grants, the three factors used to determine the allocations included the 
location of the district, its population and access to other resources for 
development. This last factor allows the Government to take into account 
development works beto undertaken directly by HMG as well as the "other 
grants" (described below). The resulting shares have apparently remained 
nearly unchanged since the early 1980s; since most members of the National 
Panchayat appedr satisfied with the allocation, HMG is reluctant to propose 
major revisions in system.the Instead, it is the other grants that are 
used by the MPLD and the NPC to meet special needs which they perceive in 

particular districts.
 

Other Grants. 
 Two grant programs are included in this category--
Special Program Grants and Integrated Rural Development Program (IRDP) 
Grants. 
 The former grants are allocated by MPLD to members of the National 
Panchayat (primarily on the basis of the member's political influence) for 
use in their home districts. While the money flows through the district 
panchayats, the national representatives control the project selection 

process. The grants tend 
to be used for projects similar to 
those financed
 
from the development grant program but provide a method whereby National 
Panchayat members, who are frequently political ofrivals district 
panchayat chairmen, can distribute benefits to their constituencies to 
weigh against the substantial patronage systems that district chairmen 

control.
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The IROP grants are funded primarily by foreign donors with at least a
 

portion of the money flowing through district panchayats. Sectoral 

guidelines for the use of these grants are jointly determined by the 
donors, the MPLD, NPC and line ministries. That is, districts are told how 
much of the grant is to be spent in the health sector, the education 
sector, etc. The districts can then choose individual projects within 

these gu idel ines.
 

Loans. For the past 
 four years HMG has permitted the Ministry of 
Finance to guarantee loans by commercial banks (most whichof are 
government-owned) to district panchayats for productive projects. Over the 
per iod Jhapa has been the only district in the country to have negotiated 
such a loan. Apparently, banks are disinclined to lend to district 

panchayats because of 
inherent risks perceived insuch loans as well 
as the
 

large administrati/e costs which the banks must bear.
 

Analysis and Evaluation of Transfer Prorams
 

As with the case of local resource mobilization instruments there are 
several different criteria against which one can evaluate intergovernmental 
grant systems. Among these are the size and growth of the transfers, the 
equity implications of the system, the effect of the system on local 
government spending, resource mobilization and planning and the fiscal 

accountability built 
into the grant scheme.
 

Size and Groth of the Grants. Table 8 shows 
 the per capita 

distributions of the Administrative, Development and other grants to each 

of the sample districts for each fiscal year 1983/84-1985/86 as well 
as the
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PEP CAPIT, ALUKATIOrN AT)98LATIVE IMP IAIJE OF 

I JERGOvNE ENIkk.G 6RNI, d-6L2T0 {DISIRICT

P~kv'Ar.,1983$/8-1930518' 

S.r , . kOxIL U".L Sdl (yan Tananri ksuwa 

0.42 0.22 0.97 J.& 0.84 0.97 0.87 0.55 4.17
i;,istr iv, 

7.41 74.79
3.54 1.55 13.90 .14 11.23 12.45 8.40 


O.5 (151 0.89 3.O 4.1 1.19 0.48 1.25 0.00 7.98 
13.90 9.53 8.94 86.942.65 6.1,? 13.26
A!I Gryits 4.47 17.l 

(35.73 (28.42) (74.48 (K-.26) (53.05) (98.50) (92.14) (78.89) (79.78)
 

t 0.40 0.70 .33 U.81 0.82 0.96 0.93 0.79 3.96 

ieeor 2.92 1.45 q..'A.7) .65 10.35 10.31 6.99 65.86 
k 8.67 0.80 25.58.1I
7.9? 1.89 .7 6.23 

1. 17.:4
All Grpnt.s 11.>29 3.5,1 21.5 1.65 19.92 8.56 95.40
 

(4C P,r,_,:<ICL d-* j. 

ke, :j (60.49, (36.22) (22.31) (92'.49;" (98.20)" (52.85) (97.77)(59.9,13) (90.45) 


0.2 2 1.20 1.2, 1.40 1.28 0.77 5.350.5, . 6 0.%- . 9.6. 10.03 6.5 5.79 59.34X 2.7 

i.1 ( U3.81 . 6.8 1.05 ..7 0.00 !.27 

Gra.t, 7.1; '.80 92 1. 17.64 12.4d 15.63 6.55 71.95 

(49.20) (29.4") ) 56 ..1 (66.07) (97.31) ("A.47) (16.22) (%.48) 

" T<.ar in 1re' c'is vrC-itn of total wlstr,cL Rrchayat revenues frans. c,-",tk; dTuunts ,;;,. 

a l , i gQ. irI:: 1,'wce,in.-:r 

E'cili ri,Open ,L an,!(, srere of idy t 

xcUli,? )n, s;. nui rr siro : of llaK, rei'ntm.# 

SOURCE: Disrrir.* panan;jvrlt rc oris ar,, m LJtiur,oat, ritf above. 
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proportion of total district panchayat revenues accounted for by this flow 
of resources thefrom center. As had been stated above, the relative 
importance of these grants in the overall revenue structure of these rural 
local govern;nents is quite large. The data also verify that, generally, 
hill districts received a larger per capita allocation of both the 
Administrative Grant theand Development Grant than did the terai districts
 

and that the mourtain district (Rasuwa) received, by fdr, the largest per 
capita allocation of Administrative Grants. 

SeverdI putterns are observed in the year-to-year changes in 
allocations withit, listricts. Generally, per capita Administrative Grants 
increased, particularly between 1984/85 and 1985/86. Less stable patterns 
of changes were in theobserved Development Grants and the special grant
 
allocations; espe:iolly dramatic per capita changes 
 were observed in the
 
latter. 
 For exampie, in Dang District, the per capita allocations 
increased from Rs. 0.51 in 1983/84 to Rs. 7.97 in 1984/85 and fell again to 
Rs. 3.81 in 1985/36. Similarly large changes, though with slightly 
different patterns, are observed in the bulk of the other districts 
represented here. This is not particularly surprising given the ad hoc 
nature of these grant programs. In part, the variabil ity might be 
attributed to the pol itical nature of the Special Grant Program where 
projects may be undertaken even though they are not fully integrated into 
the district panchayat planning and budgeting process. The problem with 
such major variability is that it can add greatly to the fiscal planning 

problems encountered inlocal governments.
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The data in Table 8 suggest that per capita development grants 

generally declined during the period 1983/84-1985/86 but that the decreases 

were not uniform for all districts. In part, this isdue to the growth in
 

district populations; but it also can be attributed to discretionary 
changes made by HMG 
in the allocation of funds. 
 Table 9 displays the year­
to-year percentage changes over the five year period 1981/82 through 
1985/86 by district. While in 1982/83 six of eight districts exhibited 

increases in Development Grant allocations over their 1981/82 levels, by 
the middle of the decade seven of the eight had experienced decl ines 
relat ive to the 1981/82. Since nom inal data were used to compute the 

entries in Table 9, the obvious implication is that HMG was decreasing its 
support of development spend ing through district panchayats, at least for 
the several districts represented here. Such decreases run counter to the 
supposed interest in decentral ized development commonly attributed to the 

Government. 

In order to investigate longer term trends in HMG support for local 

government development efforts we have constructed Table 10 which shows the 
proportion of aggregate development spending by HMG allocated specifically 

to panchayats and local development expenditures (both urban and rural). 
The Table also displays the ratio of this spending tu GDP and total HMG tax 
revenues. The data suggest that there was a pronounced increase in the 
relative importance of such spending in 1981/82 relative to the prior two 

years but that subsequently the ratios have slowly declined (as was found 
for the saiple districts shown in Table 9). The implication is that, 
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TABLE 9
 

PERCENTAGE CHANGES IN 0EVELOPMENT GRANT REVENUES,
SELECTED DISTRICT PANCHAYATS, 1981/82-1985/86
 

1981/82- 1982/83-
 1983/84- 1984/85-
District 1981/82­1982/33 1983/3,4 1984/85 1985/36 1985/86 

Dang 
 34.70 -27.35 -13.54 
 0.00 -15.39
Jhapa -13.12 -14.50 
 0.00 
 0.12 -25.63
Dhankuta 
 14.50 -13.06 -13.78 
 0.25 -13.95
Pyuthan - 9.39 -38.64 761.77 
 0.00 -11.77
Rolpd 
 44.37 -36.35 -13.77 
 0.12 -20.66
Rui'um a -21.86 -14.19 0.00 a
Sallyan /4.08 
 -47.45 40.22 
 -33.19 -14.29
Tanahun 
 36.28 
 - 1.61 -13.75 
 -14.30 
 - 0.89
Rasuwa 
 51.29 -22.28 - 7.15 ­ 5.00 3.71
 

aCannot be computed due to lack of data. 

SOURCE: District panchayat records. 
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TABLE 10
 

PANCHAYAT AND LOCAL DEVELOPMENT EXPENDITURES
 
(in percents)
 

Panchayat and Local 
Development Expenditures

(Development BudQet)


As Percent of Total" 
 As Percent
Fiscal HMG Development

Year Spending 


1979/80 1.69 

1980/81 3.29 

1981/82 7.25 

L982/83 6.73 

1983/84 6.48 

.984/85 6.18 


As Percent of Tax
 
of GDP Revenues
 

0.17 2.56
 
0.33 4.42
 
0.87 12.22
 
0.99 13.84
 
0.88 12.22
 
0.81 10.77
 

SOURCE: HMG, Ministry of Finance, Economic Survey, Fiscal 
Year
 
1985-86 (Kathmandu: HMG, T986).
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whereas the 
Government dramatically increased 
its support of local
 
panchayat, at 
the time there was a significant increase 
in interest in
 
decentral ization, 
this support has slowly decl ined in the 
face of other 

pressing needs. 

[4y icmiwins. Since there are no good district-level income 
or economic base Jita, it is not possible to analyze statistically the 
extent to thewhich grant system allocations 
are correlated 
with local
 

incomes. St ill, there 
isgood reavon to believe that, 
in fact, incomes in
 
the hill d strkits lower
are than 
those in the tera i and greater than in
 
the mountaiins. In gen ral, the allocations as shown in Table 8 are in 
conformity with the general goal that greater 
per capita allocations of 
development grants he made to thuse di strints with weaker economic bases.
 

ImpI ions for Local Government. Lhav ior. Grants have several
 
different potential effects 
on loc: l government planning and fiscal
 
behavior. 
 Grant systems may alter spending decisions made locally; they
 
may affect local resource mobilization efforts; and they may 
interfere with
 

the fiscal planning process.
 
In general, the 
 structure of the grant mechanisms used in Nepal 

suggest that have
they relatively little reallocation 
effect on spending 
decisions. The Development Grants carry mandates that particular amounts
 
(not percentares) of th total district panchayat- allocation is to be spent 
on health and ed'irtior and that additional apounts are 
to be set aside for
 
mdl'tenance an calamities. Such mandates can affect local government 
spending decisions if they do not coincide with local needs. For many of 
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the districts, this is probably not a problem 
since the total 
Development
 
Grant al loca. ien 
 is commo.nly in ecess 
of 
Rs. I nill ion. For some
 
d iStri Ls, hn(' m.,er,dna ffndat­m s i, y act ds a co nstr'd in on local 

gover! ,n t. ,j, or ex .mp"-I - , in 1985/ , District,0hapa received an
C;l o!-,Li on0f Rs. 8,.l , 00. rhe nr i.,t, :, f-fectively determnHe how nearly 
one-hal I of the grant is to sper ' 1.be This iiight. consti tLite an effective 
constr'ain t on budgetary flex ibil ity; it couij be byavoided changing the 
maii:1at,o into a pe -,:c:ntage r,:the,- than spfc i fying it termsin of absolute 
amounts, e.g., spec ify that leastat 10 per,.ert of the allocation isto be
 

spent inone st.c to.
 

The Admiri ;-tra tive Grant 
which subsid izes labor spending by district
 
panchayats could prov ide 
an 
incent ive for districts to 
try to augment their
 
labor frOLe si: .ney ,re nut 
requ ire ta bear th'se costs from 
tne ir own
 
resources. 
 lie incen tive is .IiLmperned , howeve'r, by the requirement that
 

sul- rie,,,,
employ-.:s be hired ,. :th 
h G apprnval .
 
No'e of 
t, gj'dr, sc.he:W"es 
 prnv ides any d ire 
t positive incentive for
 

district ninchincs 
 mnobi Iize resources of their own. There is no
 
mat: [1ing r , .-,onue pruv ision in the.ffort 
 grant allocation 
formula.
 
Whi e the 'yster; pr,:.v iJe- anc or.illy grants tosinei I:,.? 
 terai districts with
 
healthier 
econu ic bause an-d greattur resource oi1 iZcdt ion potential, there 
is noth ing :i",e system to reward districts 
which do a better job at
 
mobilizIn(] 
ra T rr c s on Lh-ir ,wr.
 

In somn , ,,,, i,, oing
cilntrius intergovernmental grants 
are promised to
 
local goverllent.s hit then, lu.: to other c ircunistences, the money is not 
tr.nsferrci d. Su. it;
i tarrpt.ions in 
 1eo. of funds can greatly impede 
the develupri;it proess since itresults 
in the need 
to curtail or postpone
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projects. Apparently this problem arose during one recent fiscal year in 

Nepal; however, certainty of grant flows does not appear to be a 

significant problem with the grant system. 

The ,indate to set aside funds from the development grant for the 

purpose of ma intenince is obv 'osl y des irable from the standpoint of 

helping to ensure that efforts are undertaken to maintain development 

projects in the districts. One practical problem faced in many developing 

countries that have attempted to use a similar requirement is that commonly 

it is very Ii ff icul t to d ist inju ish betwen actual maintenance and 

recons r- , icn 1 6act iv it ies. Unless he rec ipien t governmen t is 

technical Iy capabl e of undertak ing a true maintenance program and is 
aud ited to insure that the funds are spent in this manner, the requirement 

has no actual effect. 

Specify ing fhat rr,:nt are be used tofunds to finance maintenance 

activities can create an undesirable incentive in the grant system inthat
 

local ities begin to rely on the central government for such money rather 

than mob lizing the resources themselves. Ideally, the localities would 

see it in the ir best interest to maintain .i "velopment projects fron their 

own resources so as t3 derive the long-termgreatest benefits from the 

Fo' ex Imp! e in Jtd,.,n s soe,,a projects are simply termedmaintendn Y,, CI s ev01 thoug 1, they are similar to other development
projects. l is i s done in order to comp I y w i th the requ iremen ts
1)romul, It If '.k i )y I' , rt al gov'rn ent. S'e iLarry Schroeder, Rural
Developme,± ) ALGyvernerns in Asia, Metropol itan Stud iesProgram Monot rap, A .l9, lIne Max wl 11 Sc hool (Syracuse, NY: Syracuse 
tiniver'siLy, March 1987). 
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require both the political will 
and techn ica know-how at the local 1evel to mob ilize the necessary 

resources and undertake the maintenance act iv ities. 
Summ a!rY 

centrally funded projects. But this wilt 


Local panchayats wil I likely have to continue to rely heav ly on the 
flow of transfers from HMG for some time in the future. At the same time, 

it is not ikely thdt the size of the grant allocations will increase
 
significant9y in the face of severe central government resource 

constraints. Instead, slo, patthe very growth ,terns as observed over the 
past couple of years are likely to extend into the future. 

W iiea.the grant system, at 1east the [ThvrlopMent Grant portion, is 

generally in kaepirnj with the decentral izat ion p9l ic ies of HMG in that it 
interferes very i ittle in local dec ision-mak ing, it also does nothing to 

encourage local gover:wie;ts Lo mobil ize resources of their own. We do not
 

have adequate data to suggest a fully spec ified development grant system 
here; however, with some add it Kna study and more extensive data one could 
be constructed which would do more to encourage local revenue efforts while
 

still allocating relatively greater resources 
to 
those areas of the country
 

with fewer local resourag ovailable to tip. 
 In addition to population and
 

location of the district (as purportedly used thein current allocation 

system) local revenue col lect ion efforts, including collections of current 

and past-due Land Toxvs, should be included in the feimula to encourage 
local governments L, nob ilize greaiter ariounts of resources from this 
source. Wi th improved financial administration practices implemented at 
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the district level, the grant system could become a potent force in 
encourag ing d i str i t pdrInChayats to strengthen their financ ial health 

through theIt own efforts. 

In the 1onger rut, there may be good opportunities to use cred it to 
finance Eciiie invest:ment 'ipportun it ies in rural areas. Until the financial 
health ano admini;trd yive capabilities of district panchayats are 

strentk ened, however, extensive !,an financ ing is probably not warranted. 

Dis!.r1ct Panchayat Expend itures dnd Employment 

Given the paur Ity of revenues documented above, it is unreal istic to 
expect that o,d istY- i.:, village panchayats are able to perform the 
extremely long 1 st of funct ion l respons ib il ities assigned to them 
outl ined in Append ixA. it. is, however, useful to examine the expenditure 
activities of these govern,nents wh ile recognizing that only a longer term 
study might ascer,(iin the effectiveness of this spending. Since the 
qual ty of services a,'e closely tied to the quality of labor inputs used, 
we also briefly examnin, employment conditions and attitudes in district 

p3nchayats.
 

Expend itures
 

The nture of the financial records maintained by district panchayats 
do not fac i italte an inf-,.epth analysis of activities of these local 
governmnen ts. In p-rt the ddifficulty stens from the thatfact several 
d ifferen,. acco.n [s or fun,.d.- are ma inta ined by district panchayats, but the 
methods generally employed in accounting for these funds are quite crude 
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and do not permit a thorough analysis of spending patterns. It is also not
 

possible to construct a distribution of a district's spending according 
to 

the type of service provided, e.g., for roads, health or water resources. 

Instead, the ac(ounLs are mdinta ined only on the basis of the object of 

spending, e.g., fur labor, rent, etc. 

In additinn to these conceptual issues, the data available for several 

of the sample districts contain no information concerning the amounts spent 

from IRGP and Sper ia Programs Grants and there are only two u istr icts for 

which detailed accountings of expenditures financed by Development Grants 

were recorded. OData relating to D istrict Assembly Fund expenditures were 

collected and ,re presented in Table i, but these expenditures represent 

only a small fraction of the to tal ox pend i Lures channel led thrc:igh the 

district panchayi ts and, when examined in isolation of other expenditures, 

they reveal very little. Since the financial resources recorded in the 

various accounts maint:ained at the district level are quite fungible (for 

example, furniture and suppl ies for the district panchayat may be purchased 

out of either the District Assembly Fund or the Development Grant Account), 

it really only makes sense to look at functional breakdowns of consolidated 

expend itures. 

Chapter 6 of the Decentralization Act imposes two restrictions on the 

consolidated expenditures of the district panchayats. 67Section 

stipulates that, except when HMG grants specific permission, the panchayats 

may not spend mr.ru than 15 percent of their consolidated financial 

resources for adiniistrative purposes. The definition of administrative 

expenses is imprecise: 
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DISTRICT ASSeIBLY FUO EXPEIOIIURES: 1985/86 
1r percemts) 

Dlstr'its 
District Assen)ly FurKi Ud1 Jrka{, inKUt rOid, I 1 L,. lIanduri Rasuwdk1jKtj, cA1 

Salaries aryl Allowarxe:, 31.3 30. n 62.5 64.9 51.5 *9.9 11.3 78.0 
Mdintenlce dnl Repjir 0.4 1.8 2.3 0.0 0.4 0.3 3.1 0.0Rent 3 0.0 2.7 0.0 0.0 0.6 0.0 0.0 
Furniture afl Suppl 1es 8 5.9 5.8 0.0 3.2 2.3 5.5 19.4"Vehicles anlt Fu 0.' 4.7 a 0.0 0.6 0.1 1.4 0.0
Services t.2 3.5 2.9 0.0 0.3 0.5 .. 9 0.0
Financial Assistance 35.2 8.9 2,4 3.2 33.3 14.7 36.0 2.6
Developirmt Works 1.1 na 0.0 0.0 0.0 0.7 37.4 0.0 
Mise1l1aneu 14.6 ".?. 4d 1.9 13.62 61.0 3.5 0.0 

Total District Ass,"mlv
Fund 711,057 1,714,562 417,732 84,662 1z,7,883 444,92S 1,139,499 11,702 

aIn tr, case of Dnkute the miscellaneus category includes an undetermirable axunt spent c , fel. 

SOURCE: D.t)t coileztoi Dy LERCfield researcnerS. 
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Amounts spent on 
salaries, allowances, fuel, transportation,

furniture, 
etc., of iocal panchayats and branch 
off ices...shall be treated as administrative eKpenses.
Provided thdt the amounts to be spent on employees who reside
at the project site itself shall be treated as project 
expenses. 

This imprecision, combined with the lack of detail 
in even the best kept of 

the districts' accounts, makes it extremely diff.ult for HMG to verify 
that the restriction an administrative expenditires is being met.
 

Officials of several of the hill districts said that HMG realized that they
 

could not 
stay w,.tlhin the 15 percent limit and, therefore, did not pressure 

them to do so. Section 72 of the Act requir.s that at least 50 percent of 

the consolidated resources of the district panchayats be transferred to the
 

village panchdyats. The districtssa,.'ile appeared to have less trouble 

meeting this expenditure co strairt than they have complying with the 

restriction on aiministrativc expenses.
 

Detailed breakdowns of Development Grant expenditures by object were 

available for Dang District Panch.yat for 1985/86 and for Rasuwa District 

Panchayat for 1982/83. Toe combination of these data with data concerning 

expenditures from the District Assembly Funds and Administrative Grants for 

the twO panchayats provides a more comprehensive picture of district-level
 

expenditures than 
is possible for any of the other sample districts. The 

consolidated accounts ;presented in Tables 12 and 13 are, nevertheless, 
still incompletc mince they contain no breakdown of expenditures financed 

from other grants. These other grants accounted for 28.4 percent of the 



72
 

T LE 12 

CONSOLIDATED EXPENDIITRE ACOJUNTS OF DANG DISTRICT, 1985/86 
(all figures except percentaiges are in rLees) 

Totl Excluding 
D,str ictL 
Assenbly 
Furw 

velopnent 
Grant 
Account 

A.inistrat ive 
Grant Account 

Other 
Grents 

Otter Grants 
Percmt 

PAount of Total 

Salaries and Allcwa .ces 222,827 11,752 183,000a NA 524,579 17.0 
Maintednce art!Repairs 
(ent 

2,864 
21,072 

11b,709 --- NA 
NA 

119,573 
21,07? 

3.9 
0.7 

Furniture ai, Gtuul ies 56,787 26,6&1 NA 83,471 2.7 
Vehicles arkl FUtUi 1,178 10,777 NA 11,955 0.4 

Services 43,992 3,000 --- NA 46,992 1.5 
aont itawi)c" 
V'nn: wil Assi,we 

88 3 
250,6,14 

-. 
---

-- NA 
NA 

88,843 
250,644 

2.9 
8.1 

Iools ara EcuiprentCons tr't +o --- 27,50321.86- --- NANA 27,503241,868 0.97.9 

,Ork 8,125 1,654,991 NA 1,663,116 54.0 
M Ianeou.; 2,c,?2,41e ...... NA 2.418 0.1 

foz.alCnrr-Ht Exrtoditure 69:2,750 2,200,284 183,000 1,221,376 3,082,034 100.1 

,;ince i'rr"ied For r.,rj . 392,428 -A 404,735 

Lo2ta of trie 1 k5:i,,is "vq tni"t ie Grant Acccunt .Pre not ava ilable but, on trie basis of 
I-act ice cbs'rvri inrr years, trat tne rnt ire grant was spent on salaries andVor it is assuT 
I': i t.,w;jr(K.e=
 

h 
allocati t.)the villaes for projects are labelled 

"Fnar ialAssistirw-e," m4ever, since tnis swm2 ten, rmisa different mean irgin tre District Asserbly 
Fund, w pla e tr.; V'o.ctt fu-os on tr ,Deelopnent Works Ine. 

I,the iY_:loprio-rt Grpvit Accoun: furtis 

SJURFZ: Accounts ,urnisnhLe by trv, Darc District Parf-hayat. 
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TALE 13 

r
CONSOLIOATED EXD9UVI JRE ACCOUffS ()RASIJWAOISTRICI, 198!83 
(all f igures except V rcentfues ere in rupees) 

Total Exclud i 

Dvr EctI.eloon', Othr Grants
t'.3I Iv Grnt i v , tAkr.n s t rit ir 1ner Pen-een
 

turjY-,, 
 Gran, Accot Grant ,'Trknt of Total 

Salaries ard Alluwvice, 4,W0 239,6, a 
NA111,812 355,987 E.9Maintmarnae dill &ekqj --- 4,65 --- N, 4,659 0.1

Rent --- 1.350 --- NA 1,350 ---
Furnituve dr*,upl ies --- 90,09 --- N 90,099 2.3Vehicles jrc Fuel --- 10,660 --- NA 10,660 0.3Services --- 9,273 -- NA 9,273 0.2Cont irvricy --- 1J,615 NA 10,615 0.3
Financial As istance 600 1,426 NA 2,026 0.1 
100 aS LIur 5,000 --- NA 5,000dr r: 0.1Corstrirt 10,. 3,504,265 NA 3,504,265 87.7
MIs;: I j ---- NA-of5jx -
 -

lotai Crrit.Exir:te .10) 3,877,022 111,812 4.163,532 3,993,934 100.1
 

ef ftr122/83 knt::,,at iv' o.ere availale.e Grant A:count not For the Durposes of this 
table -4'nave .ssIntil trn.t tne mt.re grant wxs srar: on salaries and allowances since this is how thegrant is suJ,-nse: .. n. One (Iis.r ct irc:I in te .dle) a, howver, found to spen its 
aRCin: Atrccau'jt ofatri or. a n ra, sDsi ntens. 

SOURCE:Accow~t.' rur'r sn,,j tri tr,, kos:,ta Dkt' iCt PdcndVdl 
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funds channelled through Dangthe District Panchayat and 51 percent of the 

funds flowing through the Rasuwa Listrict Panchayat.
 

In fiscal year 1985/86, 17 percent of the expenditures financed by the 
Development Grant, Administrative Grant and own-source revenues available 

to the Dang District Panchayat was devoted tn salaries and allowances. The 
Administrative Grant was spent on the salaries and allowances of 15 

nongazetted staff in the pinchayat office. (The principal employees of the 
district and vil i-ie panchayets, such as the LOO, the district planning 

officer, administrative assistant and accountant, the engineers and several
 

superv isors in the Distr ict Techri ical Office, as well as the town and 
village panchayat secretar ies were all paid directly by the MPLD.) Nearly 

32 percent of the District Assembly Fund was spent the salaries andon 


allowances of district, and
the town village panchayat chairmen and vice­

cha irmen, allowances pai id to d is.ri,:t, town and v illage Assembly members 
and a few nongazettod stdff of the district panchayat. Approximately 5 

percent of the Development Grant funds was used to hire eight project 

supervisors and a peon. In addition, approximately Rs. 12,000 of the 
"financial assistance" heading of the District Assembly Fund was 
distributed as administrative stipends to the village panchayats for the 
purpose of hiring office peons. ff one were to assume that the salaries 
and allov,,ia.ces funded from the Development Grant asqual ified project 

expenses (there is no way of tell ing from the accounts), then 

administrative salaries and expenses consumed 13.6 percent of the 

district's consolidated resources, excluding other grants.
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Expenditures on rent, furniture suppl ies,
ar'd vehicles and fuel and
 
services purchased by the panchayat 
would all appear to qual ify as
 
administrative expenses. The contingency category in the District Assembly
 
Fund represents d sum 
that was not specifically allocated 
in the budget and
 
which 
can be spent at the discretion of the panchayat during the fiscal 

year. 
 If onl y ole-third of this contingency fund were spent on 

administration, then roughly 20 percent of the identifiable expenditures of
 
the panchayat weno toward administration. We have no way of determin ing 
what percent ige of other grants was onspent administration. If HMG is 
intent on enforcing the percent it15 Nit, wil have to provide a more 

precise definition of administrdtive expenses and design a standard 

panchayat accounti ng nomenclature that permits the identification of each
 
rupee spent as 
 eithar an administrative or nonadministrative expenditure. 

The Dang District P,,nch(yat fulfilled the HMG requirement that at 
least Rs. 100,000 from the development grant be spent on maintenance and 
repairs. The district devoted very little of its own resources for these 

purposes, however, and the total amount spent for maintenance represented 

less than 4 percent of consolidated expenditures. 

Slightly over 8 percent of the District Assembly Fund expenditures 

went to "financial assistance," a category which comprises both the 
administrative stipends theto village panchayats (approximately Rs. 

12,000) and donations to needy individuals or people suffering calamities 
(the remaining Rs. 238,000). In several 
of the sample districts the field
 
researchers heard allegations that the panchayats' authority to 
distribute
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assistance was being abused and that much of the money distributed went to 
relatives or friends of pdnchayat members. financialThe assistance 
arrangement :erta inly appears to hold great potential for abuse and the 
popular corcern over this item suggests that a full public disclosure of 
all aid allocations be made on a regular' basis.
 

0',er 50 percent of Lhe current 
 revenue accruing to the Dang District 
PanchayL is passod on to the village panchayats for development works, 
even before the other grants are intotaken consideration. If the latter 
funds were included, the villages' percentage share would be considerably 
higher. Furthermore, nearly all of the Rs. 392,428 Development Grant 
balance that was carri' forward into fiscal year were1986/87 allocations 
for development projects that could not be spent by the villages before the 
end of 1985/86. 

The expenditure accounts for DistrictRasuwa Panchayat for 1982/83 
(Table 13) predate the two restrictions imposed by the Decentralization Act 
but would easily have satisfied both restrictions. Salaries and 
allowance:, including ofthose personnel working on development projects, 

comprised less than 9 percent of total district expenditures, excluding 
other grants. While this figure is much lower than the 17 percent share of 
expend itures in Dang that was devoted to salaries and allowances, this 
superfic ial crnlparison is mislead ing. Dang's expenditures on salaries and 
allowances amount to Rs. 1.6 on per capitaa basis while the per capita 
figure for Rdasuw is Rs. 11.3. This per capita comparison suggests that a 
crude spending restriction such as the 15 percent ceiling on administrative 
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expenditures may be much more colstrdining on districts with very low total 

expenditures per capita than on those with high per capita expenditures. 
Rnsuwa U :J;>' icr Pachayan spent a very iigh proportion of its 

f inanc i rus ;r,:s in 1982/3 on development projects (labeled as 
"construction" in the ,acounts). In ontrast., the district allocated a 

miniiscule fraction of its funds for mintenance and repairs. Rasuwa's 

accounts show no bal ance of .Anspt-nt funds being carried forward into 

[983/31 but project lists miinti ine, by thU district panchayat clearly 

indica te that iut al I projects viere completed by thle end of the fiscal 

year. 

Ihere is an obvious need tW br in some order to the f inancial accounts 

maintained by district panchayits. There are at least three d i fferent 

aspects to such an effort--accor L design, accounting sk lls and audits. 

No one (f thes. should b, expected to 12ad to improvements by itself. As 

currently structured the accoun ts do no givu any indication of the types 

of services provided by district p,,chjyats. And while there are good 

reasons to quast ion thy desirah i1 ity of the limit on administrative 

spendingj, auditing this limitation is nearly impossible. 

P) this Lief icudvis nut possible to document the adequacy of 

account inej skills in thes_ local governnents. There is reason to suspect, 

however, that these skills need :.o be improved through additional training 

(but only after Cho -,counts have been rational ized). 

Au] its arL Kethi prong of d wel1-administered and accountable 

financial administration system. No audits of any district accounts have 
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been undertaken in the past seven years. The MPLD has plans to establish 

separdte audit units within each Jistrict panchayat secretariat. Once 

these inits are able to! complete internal audits, the districts will be 

required to hire auditors registered with the Auditor General s Office to 

conduct final dud its. At present district funds are quite vulnerable to 

misappropriation. It is not possible to gauge the extent of actual abuse, 

but: the popular perception the t suc h abuse exists seriously weakens the 

cunfidenca of the people in 1aca I government and undermines revenue 

nob iI i za t ion efforts. Whi le property aud iteud accounts are absolutely 

necss.-ry, we would coution against concentrating solely iA this area of 

financil adm in istration. Account structure and accounting/bookkeeping 

skill s are a] so necessary ingred ients to improvements. 

Empl oymen1 t 

noted that twoIt ,,os above there are types of labor employed at the 
district panchdyot level--HMG civil service employees posted in the 

d istrict pnc ayat and d irect hire district panchayat employees. As HMG 

empl oye.s the fWrmer group can be transferred to other jobs in other 

locatius at the discretiun of the center; however, their continued 

employment ismuch more certain than that Of the latter group. Such a two­

tier emplement composition can certainly affect overall employee morale, 

particular ly if civil serv ice employees have benefits, e.g., pension 

rights, nut enjoyed by d irect hirs of the local panchayat.
 

Th i s issue of _mployment sot isfact ion 
 is borne out in a survey 

conducted by the LGCC in te J istr icts. A total of 130 district-level 

workers were survey.d; // of '.he respondents (59.2 percent) were direct 

h ires of the district: panchaya t t P.remaining 53 (40.8 percent) being 
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HMG employees. When asked whether they were satisfied with their jobs, 

nearly one-half (48.5 percent) of all respondents indicated that they were. 
Rut there is a significant d ifFerence in the proportions satisfied with 

their jobs when the t.Uo types of employees are d ifferentiated. Only 36.4 

percent of All direct hire district panchayat epmployees surveyed said they 

were satisfied with their jobs while 66.0 percent of the HMG employees were 

sat isf ied. 

Another major difference in the two sets of employees concerns their 

training. In the same survey it was found that while slightly more than 

one-half of all respondents had received training of some form, only 37.7 

percent of district panchayd t d ir':t hires had been trained 73.6whereas 

percent of the HtMG employees had reci ved special training.
 

While personnel jdministrarion issu s are somewhat outside the domain 

of this study, these dd: do suggest that future efforts to strengthen 

local panchayats in Nepal should encompass efforts to learn more about the 

subject anI include training efforts. One pol icy issue that should be 

included in sucLh n initiative is creation of a local government service. 

The LLLCRC survey foun,:, not unexpectedly, that 83 percent of the 
responding d isr,ict hnich-ya t d ire:t hires supported the idea of such a 

service. 
 Al though thC ,ie major drawbacks of local government services, 

the idea does deserve additional study in follow-up analysis. 

Finjjjrmyr!d Min istering Local DevelormentProjects 

Obviously, 
one pr'imnory cbjective of local governments ina developing
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country is economic development. A means to this end is the development 

project. Muny aspects of administering and financing development projects 

in Nepal arc unique; and while there are certain weaknesses aissociated with 

the proces that should be altered, there are also features that could be 

utilized inother dievelopiog countries.
 

Jn th i 
 se(: t inn e rev iew tIh pr imary features of the d i str ic t and 

village project impleen tat ion process concentrating on the financ ing 

mechan isms used. We th" analyze some un ique data regard ing the set of 

village developte~nt projects being financed in six sample d istr icts. We 

close by d;.:ussing some of the maior issues regarding project
 

admin n istrat on 
 no. finance as raised dur'ing the course of our interviews 

and from the nalysis of the available data. 

Fidnc ing Proj -c r 

Develop ient projects are under'Laken by both the district panchayat and 

v ilage pa nc hdy its. Wh ile there is no cIearcut differentiation between 

district and vill age projects, commonly the furrnr will involve more than a 

single v illage whereas village projects tend to be small projects with a 

relatively smal 1 number of benef ic ir ies. In the 1atter instance user 

groups are fortned to carry out the project and to mobil ize a share of its 

financ ing. 

Village projects tend to be technolog ically quite simple. Local 

drinking water projects, small irrigation systems, school and local 

panchayat build ing,, roads, bridges and culverts are, apparently, the 
principle types of .rojocts undertaken at the village level. To carry out 
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a project a locdl users' committee is formed to represenc the households 
who will be di-ect beneficiaries of the scheme. The five to seven person
 
comm ittee iq ap)ointed by the villaje panchat isand chaired by the 
chad rmun O thne w,.a, J in -,.riich the pruject is located. Not only does the
 
conr: itt ee over see the construc, iKn o f the project, it alsois to be 
resporsiDle for project repair and meain temance. There is, however, some 
question as to Opthe, dny susairned me irntcnaCe program is ever considered
 
at the ,w tset of projoct design. ,s teai, maintenance appears to be an 
afterthought with needed repairs naue to a project only when it becomes 
obvious tnjat repairs are necessary. This is one area in which &dditiona. 
study and technical assist nce needed sois a- to improve the long-term 
productivity of projets arnd sustain the flow of project benefits, 

Nearly all of he villaje proje: ts undertaken are financed through a 
combination of monetary inputs provided from the district panchayat and 
other rescurces maoilized at the v illage level. Although village 
panchayats have the toautho' ity mobilize resources through formal taxes 
and fees, the resources 'sed to meet project costs mostare commonly 

mobilized "voluntKrily" 1 . W11iie these ccntrijutions may be in the form of
 

]7Village pinrehay- ts ire authorized 
on shops, mills. to levy a trade o;" occupation taxthoern, markets, commerci-l sites, etc.;fees for they may impose
the re, iSt.-t oL of ieh ic esrenewl aid firearms aiwd for the annualof ma0, ,icn ss. Io those 
sha,-e the hous. ! 

Aistr icts which do not impose and,!,,ith the II Qe' 'mchayats the latter have extremelyrestic iageTwo v 1 panchayats which were visitedcollected on ,fi , i ,, r Qe and W,.tr turbine 1 icense fees; their annualown-sour.e re. u w2, : s than R . 5,000, di of -which were spent or.
panchaya t ff i,_ ex,.r, 4 n village panchayat,small to , i y gretor which encompassed aaorr, 
 hI revenue by impos ing ashopkeeper; dcrd ,i tax ont he- yby able to hire street cleaners. Even those v illage onchay,-s that c va dcces ,a house tax raise very little formalrev.nue; one such punchayt raise! Rs. !5,000 in 1985/86. 
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cash, most commonly they are nonmonetary resources particularly labor and,
 

at times, locally availdble materi-ls,
 

In estimating project costs it is necessary to value the amount of 
labor dnd' nol] :tOr unpuLtS contr ibuted locally. Each district uses an 

est imate of the current pr ice of laber, soet imes d ifferentiating between 

the go ing wages of 
sk ilI d and unsk iled labor. For exdanple, in 1986/87 

SalIyan District used Rs. 13 per J y Far unskilled labor and Rs. 35 for 

skilled labor; in [ang )is,'ict ds. 0 per Jay was used; in Bhakt ipur 

Distr ict, vhich ismore 
urianized 3nd lies adjacent to Kathmandu, the wages 
were est imated cc be Rs. 30 arid 4. for unskilled an skiMled labor, 
respectively. Iee dita suggnqk that 
there isan attempt to use reasonable 

estimates of the opportunity costs of the voluntarily mobilized labor. 

While the ( ausfer f f.unos from the district to villages is 

equ ivalent to an inkLer.iovernrmentael grarnt with a local match, there is no
 

well-defined matching 
system ased by districts. 
 That is, the local
 

contribution as a proportion of the o4l project costs may vary greatly 
from project to project and from viliage to illage. In some districts the
 
district panchayats 4is5Tribute grant monies among villages on 
approximately
 

an equal per village bosis. Since total 
project costs differ considerably,
 
equal village alloca:ions result 
in significant differences 
in the relative
 

importance of local contributions from project to project.
 

Equal allocai.ion of grants among 
all villages precludes the need for
 

the district pOncho, t.o attminpt to eval uate 
the relative merits of the 

numerous schemes presentcd from nach village. While politically preferable
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and possibly necessary due to the shortage of technical skills at the 

district level, this lack of hard evaluation probably results in some 

t.chnically inferior projects being undertaken. 

Different v illdaues have shown unique approaches to the issue of 

raising voluntary resources. In some projects all beneficiary families are 

expected to contribute equal labor shares towards the completion of the 
project; for other projects, p,.,ticularly irrigation projects, landowners 

art expected to contribn t. twdrds the project in proportion to the amount 

of land to be irig'oted by the project. Sa'lyan District has authorized 

smNl I annual foes, amount ing to Rs. 5 per benefi tt ing household, to be 

col c tel by the comm it tee to operate and maintain of drinking water 

projects. F inal ly, al though i t was not financed through the Development 

Grant, a communl forest projec: in one villiJe uses collections of in-kind 
contributions of .ra to theg in prov ide resources necessary to hire a 
watchvan to ensure that Ponpart ic ipants in the project do not take wood 

from the forest. 

Eiyir'iVal Analys s of tr.jets 

Each disfrict panchdy[3t is to maintain a project book containing 

in format ion mn the v il l ge-level projects partially financed from its 

finds. We have obtinOd summary information from ten districts regarding 

sur projects undertaken dur ing the pdst several years. Table 14 shows the 
sec toral f MCA ion Of these projects, both y number of projects and their 

total n t (the .inr-.atn-of district funds and locally-mobil ized 

contr but ions). lo aid in the interpretation of the data, the percent of 



Distric 

Dan') 

Year 

1985/36 

,I)CaDa 1985/86 

DhdnkJta 1.985/8r, 

PyuLhan 

Rolpa 

19/8135 

1984/35 

Ruk n 1985/86 

Sallyan 1985/86 

Tanahun j.985/36 

La'!itpur [985/86 

Rasuwa 1983/84 

84 

TABLE 14
 

SECTORAL ALLOCATION OF PROJECTS FOR SELECTED DISTRICTS
 

,water 
Niurber Total 

Sector 
Irrjgat i 

-Nbr ." 
Projecs Cost Projets Cost 

8 409,2330 23 1,407,351 
(20) (17) (58) (58) 

3 52,313 8 124,314 
(12) (11) (31) (26) 

16 525,1& 8 208,130 
(36) (25) (18) (10) 

H5 na 5 na 
(33) (11) 

na 1,368,641 na 219,758 
(70) (8) 

11 535,782 
(21) (11) 

3 1,126,188 12 661,811 
(7) (27) (27) (16) 

64 1,778,746 4 63,683 
(93) (94) (6) (3) 

8 105,244 7 93,674 
(18) (9) (16) (8) 

14 1,356,716 9 631,356 
(19) (25) (12) (13) 

B ld ings 
N --
Projectsa 

1 otal" 
Cost 

6 
(15) 

440,404 
(18) 

4 
(15) 

56,824 
(12) 

18 
(40) 

1,221,001 
(59) 

14 
(30) 

na 

na 507,052 
(19) 

26 
(49) 

3,423,801 
(73) 

27 1,886,313
 
(60) (46)
 

19 831,177
 
(42) (73)
 

19 1,675,962
 
(26) (35)
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TABLE 14 (PONT.), Page 2 

Sectar 
Roa] s Br idges Other 

NLzTEer Total NuTber To tal Nuter TotlDistrict Year 'j Lc tS Cost 5 Drtoj eCt Cost Projects Cost 

Darg 1985/,.- 3 147,757 
(8) (6)
 

Jhapa 985/86 5,145 8 223,653 2 18,032
 
4) (1) (31) (46) (8) (4)
 

Ohdnkuta 1985/86 3 116,553 
(7) (6) 

Pyuthcn 1984/85 --- 12 na 
(26)
 

Rolpa t984/85 na 78,382
 
(3) 

Rukufn 185/86 16 754,055
 

(30) (16)
 

Sallyan 1985/86 
 3 462,678
 
(7) (11)
 

Tanahun iq85/86 
 1 42,392
 

(1) (2)
 
Lal itpur 1985/86 3 46,189 ... 8 62,363
 

(7) (4) 
 (18) (5)
 

Rasuwa 1983/84 1.3 921,043 14 164,321 4 66,989

([8)(19) (19) (3)( )( )
 

aNunber in pirre9ths is is percent of tot,,l number of ali village panchayat projects 
financed in tht~a yedr. 

b N'Tiber in l-r' t _-,is is percent of total costs of all village panchayat projects financed 
in that year. 

SOURCE: District pafnchdyati re ords. 
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the district totals are also shown.
 

No single conclusion can be reached frcT these data 
 other than to 
suggest that, as should occur under decentral izat ion, each district 
allocates the funds qh it.,d iff,-ently, preferably in accord with the needs 
perceived locally. For example, irrigation projects dominated the 
allocation in the terdi diStriLt of Dang whereas drinking water projects 

were ,ppdrentl deemed most incrucial several of the hill districts, e.g., 

lanahum And R:,lpa.
 

Laru difforenc,?-; 
 in the sectordl oercentige allocations of projects 

and csts sau,- S oin if icant roject size differences. For example, in 
Dhdnkuta 36 of allpercent projet. s undertaken were drinking water projects 
but they used only ?5 percent if the funds while buildings accounted for 40 
percent of the projec ts an 59 perceit of the funds. Hence, water projects 
were considerably smaller, on 
average, than were the building schemes. 

W ile locaI contr ibut ions are commonly advocated as a desirable 
resource mobil ization technique for low-income developing countries, there 
is a dearth of info rmation Va i1able on the topic. Thus the data in Table 
15, which show, by sector, the proportions of actual or budgeted project 

costs raised through contributions, are especially interesting. 18  It is
difficult from thuse ddtd to reach any firm conclusions regarding those 

18It s b, tedould n that there is no ex post aud it ing of the actualamount of 1A cn kr ibut ions nade towards the completion of project.aFor the ent, iY mj i:Md as budgeted amounts, contributions are thedifference buywa.n ; nftr project costs and the grant from the district;lactual' e tris .-,e vt l q panchayat estimates of local contributions.In either instance the r Vios shown very well may bc biased. 
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TABLE 15 

LOCAL COST SHARING RATIOS BY SECTOR FOR SELECTED DISTRICTS
 
(amounts shown are percentages of shared
 

costs to total project costs)
 

District Water Irrigation Buildings Roads Bridges Other 

Dan-] a 43.19 54.29 60.15 --- 52.65
"aJ on 75.21 71.04 63.32 12.54 84.06 50.09
Ohankuva 22.28 23.49 63.54 .. . 37.71Pyuth n na na na na na naRolpa 9S.50- 33.14 23.45 48.91Ru .; d 66.63 --- 87.33 60.51Sy~ana 10.29 6107 74.19[onmhun a .... 56.67 . 61) 32.61 50.00 
 54.31
La itpur 12.4: 25.41 12.82c 33.02 --- 15.36
Ra sujw. 5.2/ 8.74 14.19 23.93 16.12 14.99 

aActuals according to records.
 

bEst imalted,
 

cLocal sharing ratio 
is46.08 if the one district panchayat building 
with no cost sharing is omitted. 

SOURCE: District panchayat records. 
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sectors in which local sharing is likely to be more or less successful. At 
the same time, one can conclude that the local normonetary matches are 
quite hig h. In the terai districts of Dang and Jhapa local matches in 
excess of 50 percent were generally the rule. 
 fhe hill districts exkibited
 

generally lower 
local matches, nevertheless local contributions commonly 
arnonted t) Thanmor, one-third of the total costs of the projects. In 
great part this outcome may be due to the previously noted pol icy to 
trasfer ldrger d; elopmo nt jrants to the hill districts. This conclusion 
is strengthened ,hn observing the data from the one mountain district 
representd hre-->,asuw,,. here tHe local match ratios are even lower, 

again pOssMiiy beCause of the very large per capita Development Grants 

provided 
to the moun t,indistrivts.
 

While one might anticipane some sectoral bias in the 
 levels of local
 
contribution, 
 e.g., higher local contributions to labormore intensive 
projects such as drink:inj water systems lower
and ratios for building
 
projects, the dat.a do not support this expectation. Instead, the ratios
 

within a 
sector vary greitly across districts.
 

The large local contribution ratios shown in Table 15 suggest that 
these voluntarily mobilizd resources are significant in the overall 

activities of local governments 
in Nepal. To examine this, Table 16 shows 
the ratio of to,,tal loca1l project contributions relative to the monetary 
resources mobil izd by 
The district through its own-source revenues as well 
from the total A ow,.-sun , revenues plus sharedthe land taxes (which are 
also raised locally). 
 ie results are quite interesting as they suggest 



TABLE 16
 

RELATIVE IMPORIANCE 9F PROJECT CONTRIBUTIONS,
 
SELECTED DISTRICTS
 

Contr ibut ions 

Or- ' urce 
Relative ti; 

Own- Ow'-Source 
[istrict yedr I.a t' 

'Sndre!Proj'2c
Con r ibut rn 

Source 
',"venues 

Plus Smdred 
Tdxes 

D6dng 

J] p3 

Pyuthanr 

Rukul)Sillydn 

ill9, 
, 5 

Und:Jt,., .'" . 
I ,- '1,b 

a19.;. q ,, 
, 1 771:1,. '.7, 

,, : /0, 

'5322 
, '; " 

9 
9 

" . ,.r, 

,6n,10' 
36., 6I(.42 
9 ' 691 ' 
N'A 

2 07- 50'. 
,03 ' , . p 

2,00 

71 
NA 

2 
73.46],45.[ 

0.61 
0.12 
4.79 
NA 
19.54 
NA 

1;fndh,-3 
L..dl itpu, 

Rd ,w, 
. 

I 

, 
Iu 

,": 

,j9, 
:1,, 

1 

, .,n 

'16 
J3,,969, 

174,8'l 
t)62,3486 

1. 
2.06 

343.1C 

0.57 
1.35 

343.10 

LPE s rt c v c 
",]PFCE:[ str;ct p,.icn,ya t records. 
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that local nonmonetary contributions tend to dominate the amounts mobilized 
through the mure formal taxi tion techn iques.19 in all instances 
contr'ibutions ore consider dbly g'eat r than the amournts derived fron own­
source revenue instrume.i ts. In the teraI districts, where the land tax is 
very productive, contribut ions take or rn atively less significance in the 
overil1 resource packaje of districts; however, 
inthe less prosperous hill
 
and noun idin districts the projec.t-related contr ibutions generally dominate 
the f ",rma mone [ary-base. rus)urce mob"l izat ion inst ruMIen ts. The 
conclusion that must be fromdrawn these estimates is thethat resource 
mobil ization effort 
in the rural areas of Nepal 
are certainly greater than
 

a simple revew% f district panchayat accounts would suggest. 
While the pevii-,us discussion suggests that the 
project implementation
 

effort in Nepal 
is quite successful , the record is not uniformly positive. 
One ,ijor problem is proj ect com;pl tion. One indicator of the problem is
 
tlie arge closing find balances ment ioed above. The data in Table 17 
spec ifically address the p,,jec ,iofipletion problem. In only a very few 
inst nc,.s could tM di.strit pan, ,_hayjt report that projects were fully 
completed by endthe of the fiscal year inwhich they were initiated. In 
fact, in no inst._ince am )rng the six districts were even one-half of the 
projects undertakOn conpl eted by the end of year. Unfortunately, the 

19 i . in cLuc on that the con tr ibut ion values may be overstatedsince in n inst-mus they ware fromdrawn budgets rather than fromactual 'pv-n 1' '. 
On the ether hand, sinceunaudited) ci the actual (albeit.. '. ita -representonly those contributions made by theend of the fi.cal r-, fuKrther conr ibut ions should be forthcoming inorder 
to finish w-y f hJ, projects (see below). 

http:iques.19
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TAB LF 17 

PERCENTAGE OF PROJECTS COMPLETED AF END OF FISCAL
 
YEAR BY SECTOR, !1LECFED [STrUICTS
 

________Sec toi 
Disir ict Yed" Wd L, If,"gati ion ul Roxis Bridqes Other Total 

ow"1980 5/8 25.0 ,i4.8 33 3 --- 33.3 32.5
05.0 

DhankLuf- 985/2 0.10 25. .) 0.01) ... ... 

9.5 36.0 ,00.0 0.0 I30.0 44.4 
0.0 4.4'-yu f. 1084K; 0a no(B/l (

pOi li I93 II/. rid rd na na na nd 
,ok, !.,a n), na na nona na 

Sall vn 1905,',) 66. / 75.0 25.9 --- 66.7 44.41 2.5 0.0 ... ... ...- 0.0 5.8 
Lal i'r 9. 0.0 14.3 10.5 0.0 22.2 10.9 
Ras. 14. 3 41.4 31.6 69.2 78.6 na na 

SOIR F' Jis'., icL par chmya t records. 
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problem also cannot be traced to a single sector nor to one region of the 
coun try. Only with more thorough and in-depth analyses of individual 
projects can one determine the possible weaknesses in the process to 
determine how the situation might be altered. Several case studies provide 

some of Lh is needed ins ignt.
 

Case Stud ies
 

Personnel 
 of the LCRC conducted 13 case stud ies of ind ividual 

devlopment projects located in six different districts. The sample chosen 
was not random; inste ,l a purposeful sampl ing technique was used. 
Information ws e:,ired bothW ,o.o t "s ucce ssf I' and "unsuccessful" projects 
so, in conjunction with local )I f ic is. projects representing both 
outcomes were chosen. The resul ting s,-.t of projects represent four 

different sectorl i]location of funds: seven drinking w.a ter projects, two 

buildings (one village anchayat office build ing and one local school 
build ing), three irrigation projects (two irrigat ion distr ibution schemes 
and one dall) and )ne road (a MIl track). Sum ,ary in format ion on these 

schemes is shown in Tab . 1. 

As might be antic ipated from the nature of the sample chosen, it is 

aga in di ff ic]l t to reach definit ive cunclus ions regard ing the factors wh ich 
lead to successful complet ion of iil lage projects. Of the seven drinking 

water projects only two w-,'ei emg successful; the bulk of the fd ilures 

were at tr ibul bi I n dIi spi S reg:rd ing th, s~uuce of water. This is a 

classic example lNI 2 l imitedUt :11 3ier resource 4hich, on hasis ofthe the 
social benefits rec-e ive , shoul i be made ava il able outside the area in 
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TABLE 18 

SUflARY OF DEVELOPMENT PROJECT OUTCOMES,SELECTED PROJECTS 

Year 

Type Persons Project Local Contribution Project Coopletion 

District Project tlenpfited Costs 'nare Per Person Began Date Ccnments 

Tananur Water 250 kps. 2,424 20L Rps. 18 1985 1986 Successful small project 

lananun Water 400 1b,144 22 9 1985 Incomplete Water source dispute 

Tanaun Water 500 34,279 35 24 1985 Incomplete Manioement problems and 

'ate grant; excessioe labor 

share 

Sallyan Water 500 157,583 20 64 1983 1987 Problems In supervision 
and participation 

Sallyan village Entire 67.781 70 na 1985 1986 Regular supervision and 

Building Village good local participatlon 

Rolpa Mule track 1,200 15,000 na lid 1985 1987 High local interest 

(road) (district) 

Rolpa Water I,001 217,745 26 80 na na Disputes at water source 

led to problems 

Dhankuta Water 60G 54,125 8 a na na Good supervision and timely 
release of fund' 

a 

Dnankuta Irrigation 500 23,333 14 na na na Political conflicts and 

lack supervision 

a 
Rasuwa Irrigation 30 18,621 20 na 1982 1983 Gcod participation and 

timely fund release 

Rasuwa Water 150 85,403 5 28 1982 Incomplete Dispute over water source 

Jhapa Dam 800 27.285 83 28 1985 1986 Strong leadership of user's 

group 

Jhapa School 200 29,674 85 126 1985 Incomplete Political controversy and 

building alleged misuse of funds 

a 
Rooani lard, no' nubnuer of beneficiaries. 

NiAr[ker o* school childrrn. 

Per stuoent. 

SOURCE: LCRC survey. 
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which the resource 
is located. 20 In such instances it will be absolutely
 

necessary for the higher level of government, in this instance the district 

Pan:he .),t 
i sist in resolv ing the dispute. Perhaps some sort of 
compansntieu wil1 have to be made to the village holding the resource in 

qust,ion; this is particularly true if there are alterrative uses of the 
sae resour e in the source vill.rJe. In any event, prior to district 

approval of n,aproject, chere should be assurance that the supply problem is 
aiieady resolved or can be resolve_ in a timely manner fundslest be 

com'tted to projects which cannot be completed due to such disputes.
 

The propori on of 1ocal share does not aippear to be a significant 

fdctor indeterminin, the success or fd iure of a pruject. One successful 

project, the iwg:v ill n nayat building proj-c L in Sallyan District was 

successfully conpl tt spit? of the thatlr fc. 70 percent of total costs 
to be raised 1oclly w'heroas the much lower 35were percent local share on 

the drinking water project in Tan, 'rwas deened excessive. Similarly, the 
83 percent local shar the dimon 
 inJhapa district was raised while the 14 

percenL share thefor irriga tion projcc:t. in Ghankutai did not -lead to a 
successful outcome, Interest ingy, dt least personssome interviewed 

suggested that no more than a 20 percent Aching ra te should be required; 

the data here, however, do not necessarily support this contention. 

Economic theory would suggesr that. sd scale moretMYer projects are 
1ikely to be a,... f wf,,hen local cuntribut ions are necessary. There is 

20 i iiar pr'oule:s re faced in the western states of the United 
States who.re ,Waar is quite plentiful in some areas but scarce in other 
locations.
 

http:located.20
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some sl ight ev idence of this in these data. The relatively small (30 

ropani) irrigdtion project in Rasuw. was successful whereas the 500 ropani 

irrigation scheme in Dhankuta was not successful.
 

1-wo i tR;s ovr wh ich d istr icts have at least some control should be 

noted as importdnt constraints to the success of development projects. One
 

of these is th t timely release of grant funds. Without such funds 

purchasos of necessd'y inputs c.inno - made at the in time when1-)e point 

local labor wiHl be furthcoiirg. Efforts should be made to overcome this 

constraint. Also proble at ic is the lack of sufficient technical 

superv is io n The drink ing water project in Ohankuta received such 

supervision from the district technical officer (0TO) and was successful 

whereas the consideraly larger water project in Sallyan was not 

successful, iq prt because of the lack of adequate technical supervision. 

Strong local leadership emerges as probably the single most important 

determ inant of the success of these local development projects. It 

obviously is necessatry if local participation is to occur and if disputes 

within the user group ,cre to h- avoided. It may be possible to conduct 

leadersrnip ,or!kshopF in var iMs cogimlun ities to help foster these leadership 

characterM Attempts be to past projectsLis. should ade have successful 

cha irmen attend these w,-orkshops so that they may pass on to others the 

1techniquo.s Y:vhaie found useWr in encouraging 1ocal par ticipation. 

Summary sne "li , ',(.S; 

Tile v i i ij proj c t implementation process used in Nepal is 

particul Irly intoryisting, especially regarding the techniques used to 
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mobilize resources 
through nonformal mechanisms even 
though the monetized
 
portion of the projects flows through 
local governments. 
 Based upon the 
case stud ies and the aggregate dat, analyzed obove together with personal 
interviews conduct_d with villaeg and distr;ct officials, it is apparent 
that several issues need 
to be addressed if the development project proct ss 

is to be improved.
 

Among the 
issues identified are: allocation of funds across 
projects; 
carryover and acLruUlation of funds; planning and supervision of projects; 
release of und,; mobil i;-tion of contributions; and maintenance of 

projects. We consider each in turn.
 
Allocation o-Funds. 
 One potential cost of decentralization is 

that politicf, 
fo: ors are likely to play an important role in the 
allocation of fu Is. Th is is probably the case when district panchayats 
determine the distribation of funds across villages. Whereas economic 
effic iency would dictate that the limited district funds be allocated 
across villages in toa way maximize the overall social benefits of the 
projects, such an allocation mechanism isnot only unlikely to 
be feasible,
 
political 
real ities preclude it.. Still, simply dividing the total
 
available fund; equally among all 
 villages, as theis practice in at least
 
some districts, is unlikaly 
 to lead to the most effective use of limited 
district panch-yat funds. There should be some attempt to scrutinize 
projects pi or to their" approval at the district level. Particularly 

important, i f : sources permit, is consideration 
of the technical 
feasibility of 
tlhu i,.2< ts ds well as possibil ity that the pledged local 
contributions can realistically be mobilized. 
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A related issue concerns project choice at the local level. Some 

village officials sdy that they realize that at least some cf the projects 

undertaken are nuut high qudI ity schemes. They argue, however, that the 

incentives of the system discourage undertaking higher quality projects.21 

The moneary grants provided to v illdges are seen as being too small to do 

iuch with thern; h.wver, Lth viliages feel that if even this small amount 

of muney is not use., ho lostit will in succeeding years. Local officials
 

argue that they shoild be allowed to accumulate the funds unt i1 a 

sufficient: amount is available to fund a higher quality project. 

While there may be- so:ie . "It to this aryruman t, a better solution that
 

would 
perm it hiqhr qual ity projec ts and would also avoid uneconomic 

accumulating of funds ''ould be to a tr t,-! allocation of funds at the 
district level. Rather thar opting fir the politically preferable 

allocation of a smll alMun of funds co every v illage (which may further 

subdivide the amounts among several differenl projects indifferent wards), 

it would probably be better to fund a smaller number of projects. In this 

way, greater superv is ion could. be prov ided by the technical officers at the 

district level and higher qual ity project.s result.might To mandate such 

allocations would, however, de eat the idea f decentralization and t&:e 

away some local political discretion. This is a pol icy choice that only 

HMG can make.
 

2]The ajsumpL io here is, of course, that the necessary technical
competence is available to complete successfully higher quality projects. 

http:projects.21
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Unspent Balances. Problems associated with project delays have 
been mentioned at several po-ints throughout this review of local resources 

mobilization in Nepal. It was observed that at least several of the sample 
districts had c.ccumulated relatively large closing balances. Such balances 

will accu ulkate if projects ore unduly delayed such that budgeted fund:: :,,e 
riot spent. Unl ss he s, od, ar'L productively invested, they constitute a 

dr,iin to) the overal d evol opuent effort-,of the country. At present, 

app.rently, excuss Fund bhalrinces do no-: yield interest earnings for the 
district panchay.:ts. Tni s siLuation shoould be altered; technical 

assistance in financ ia! idrin itrati,)n prov ided to districts should include 
cons iderat ion of ,cash 1ianireoo nt Le( hn iques. 

Poj2ect P1 ann ii j ad S1,- r, is ion. The case stud ies show that lack 

of proper project pl,inn ig an,i superv is ioo is one cause of project failure. 
Our ing our ficldwoK w,: observed a smoll dam that had been partially washed 

away dur ilg the r-iiny season due tol poor design and workmanship. No 
eng ineer had een .iov ai bl, to he p design the dam and an overseer had 
visited the works ite only t,iice dur ing its construction. In another 
village a small dr in;< ing water system had been constructed without any 
tUCh n ical ass i stance; however, because a pipe had not been placed
 

sufficiently deep in the ground, a tractor had collapsed the pipe thereby 
reducin the numbeor of working taps From six to five. Again, overcoming 

these obsticles will ,oquire additiotial tecnnical manpower and/or technical 
tra ining. Tnue -ti', nt ivo w.ill be to undertake fewer projects at the 
village level, at l.,ist until greater technical assistance is available. 
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A second, related issue concerns the previously mentioned problems 
dsSOC iated with projects, part icul irly water projects, that affect more 
than a single village. District. level officials must act to avoid these 

interjurisdict ionao problems if projects are to be completed successfully. 
Reledsy of Funds. Fimel/ release of funds is another problem that 

apparently hijn tocontr ibuted projecL failure. Again a difficult dilemma 
fdces d istr V.n oF fin ials. On the one hand, fiscal accountability requires
 

that funds la he wdsted, hence funds should not be released unless it is 
known thUt they ure b'ing spent correctly. On the other hand, delays in 
the relea P i f rurs mny mean that crucial 
inputs cannot be made available
 

whn they ad,, ne.deJ. A pl icy introduced during the past year, requires 
that when d vil lgn. project is not completed on schedule funds for 
subsequent projects in that village b,? withheld by the district. While 
some form of sanc tion is required current practice penalizes villagers who 
are likely to have had no involvement in the failed project. It is a] so 
not clear hov, long a village will be punished if one of its projects is 

never completed.
 

One obv ious remedy to the project completion problem is a larger 
number of ov,2rseers and/or fewer projects. Lacking the resources for this 
alternative, it benay possible to put greater responsibility in the hands 
of the v illalo- panchdy.:at cha irmnan and, simultaneously make them liable for 
misappropr i ion of funds. Releasn of funds could occur upon submittal to 
the LDO of p-pers joinfly submitted by the village panchayat chairman and 
the user group chairmdn; as soon as possible, inspection of the project 
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site and records would occur. Any improper use of funds should result in 

penalties lodged against these two individuals.
 

Mothil i tiLan of Contrilut ions. 
 Some projects have failed due to 
insufficient 1ocal c;ontributions. While local leadership capabilities may 
have been K[ fout L, suc, f.Hi ire is .lso an ind icator of A poor match 

between 1,A.. l prefkren,.a,; and project selct ion and design. In fact, 
one 

major ddvantage of ;iuh i I.Q ig resources t hrough local contributions is that 
the techn iq, povu, 'Ies a good ind ic ,r uf th, demand for a project. If 

the local match is so gret thf t the costs of participating nutweigh the 

ben afit ex ,,c tQd frolm Lho project, contributions will not occur and the 
projec t is 1ikely to fi iI. As experience is gained 
and shared among
 
v illages it 'ray 
 be puss ib n to improve the plann ing and budgeting process 

so that projacts chosen will also el icit the local cost sharing necessary
 

to complete the projert.
 

PrQctMaoirnt nce. 
 The fieldwork undertaken here showed that 

project ;n in vr.ca is not a high priority item in the mobil izat ion or 

utilization of funds. 
 While Nepal is certainly not unique 
in this respect,
 

gre ter t gntin should 
be paid to the issuu:. Mandating that a portion of
 

the devel opment grant bo 
spent on na intenance nay help overcome 
some of the
 
problems, howver, local ities 
will have to on aantic ipate tak ing 


sign 1ificant 
 port ion uf the maintenance responsibility. 

Users .rui). cu .:nd , ipparEn!t! y),do informal means to mobil izeuse, 


voluntary carot- ka ions LK repoair projects. Yet some repairs require 

monetar ' rasources n t cad ily accessihl e from project benefic iar ies.
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Greater rel ance upon the 1 nd ax, as Jiscussed above, is still the most 
reasonable approach to insur ing a cont inu inj flow of resources tQ be made 

available for project operdtion and maintendnce. 

Sumry and Romnendtl: ions 

Still, we caution that, since the 

While 1 imited in sc oe rid - :h, the a alysis allows us to draw 

several conc us ion s reg rj 1, the Fin, nos of rural local panchayats and to 
make some reomuIInt i uns rogrdr'jin pl I ic is and prograims that n ight be 
used to strung'. nen thus._ lor:il bad ios. 

data analyzud .,' e w-. generally 1 inited To only a handful of districts 

and v illages, additional study of most of the recommended policies is 

certa inly appropr iMt. 

The 75 district and 4,022 village panchayats are expected to play an 

active role in the development process in Nepal. Their participation is 
cruc ial to tho decental ized planning process as well as to aspects of 
project inplem tation Still, only with greater resource mobilization at 
the oca I eve I will these rur'l governments be able to supplement tle 
developilnt ac' i i. ies currently doninatd by HMG and, as importantly, be 

able to opr-ite dnd maitd in v ?oij,!lent projects. 

Our dnc!ysis of the inances of nine district panchayats show that 
only a smill act ion of the ir finaic in] resources are earned from own­
source revequY,. The Land Tax, which is idministered by HMG and shared 

ic ,overnwith Yistr n tn :, is particulr'ly important in terai districts; 
hill and mount.-in districts rely :;nost heav ily on direct grants from the 
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center. Still, 
 the overall per 
capit, amount 
of revenues available 
to
 
d istr ict pan [chy, ts is extremely smaI 1 and the recent record of revenue 
growth suggests that few districts have experienced any increase in the per 
cap i td pur:hdq'11.i poD'ower of own-source revenues. Likewise, while the size
 
of de vel eqpmwn gr r s increased subs tantially upon irpl emen tat ion of the 
deCentral izat ion poI icy, recent growth in these transfers has been
 

stagnant.
 

Taxes currently available to 
district panchayats generally have narrow
 
bases and 
structures 
which are not conducive 
to revenue growth;
 
furthermore, they suffer from poor adin in istrat ion. Other local revenue 
sources, part icul .rly tolls and other user fees, have cons iderabl e mer it 
and should be encuu'ayed. Still, as suggested below, there is room for 
greaLer resource mub iization at tna local level. 

The shred Land Tax appears to thehold grea test potent ial for 
improved revenue pe'turmdnce for all districts in the nation. As currently 
struc Lured, howaver, it is not conduc ive to strong revenue growth, its 
effect ive rates ar, 1ow itsand revenue performance coul' probably be
 
improved throuj, a directmore 
 involvement 
of local authorities in its 

admin istrat ion.
 

The system of HMG 
grants to d istr ict panchayats is generally in 
keeping 
with Nepal 's decentraliW tion pol icy and does not appear to 
interfere greatly with local dec is ion mak ing. The system does 1 ittle, 
however, to 
ocourg : loc] resource nobil izjtion. Furthernore, political 
influenc s an thu f ,,uF, jrof t ,jWspec ific local it ies may interfere with 
systemd tic deve.Iopment ubject ies in tended for the transfer system. 
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The analysis here has concentrated on local government resource 
mobilization and administration, therefore, less attention is given to the 
spend ing side c.Clof budgets. An examination of l imited spending data 
does, however, indicate that record-keeping, accounting and audit practices
 

deserve improvements. Still,, there was no way in this brief study to draw 

conclusions regard ing the effectiveness of the spending undertaken by local 

panchayaats.
 

One unique feature of the study is its exam inat ion of the project 
implementation process at 
the village level 
in Nepal, pdrticularly locally­
mobil ized con tributions used supplenentto monetary transfers from district 
to v ilIa e pnchaynts. While th2 (1al ity of data ava il able is limited, 

there is strong vidence to suggest that 
the 
value of these nontraditional
 

resources generally ePceel the amounts of Iocally-moi il ized, formal tax and 
other ow:-source revenues. Exam inat ion of inrdividual projects suggests 

that a variety of fac:tus can 
impede t e projett implementation process but
 
that the keys to success ire careful hoice of projects which are in accord 
with the needs of beneliciaries together with strong local leadership and 
at least miniMal technical 
advice in planning and implementing the scheme.
 

Recommendit ions
 

While we have couched many of these recommendations in rather absolute 
terms, wv r.,:,gniz, that at least a portion of them deserve considerably 

more s*udy, pr, frbly a ided by supplemental economic data. This is most
 

particul ar 1y th, rase 
fir the sPv ral suggested changes in revenue 
structures where more dataco pilet could yield more accurate estimates of 



104
 

revenue, incentive and equity implicdtions of the policies. 

1. 	 There is 1ittle doubt that improved accounting, record­
keep ing, aud it ing and r j-nue am in istration, incl ud ing
cash management ski 1s a-2 eeded at 	 the local level. At rain i'g program in isn areas, pussibly in conjunction
with fur'th r aralysis of putentit-l policies is, therefore 
recoien d d. A donOr- s utod projer: t, not unlike that 
curr ntl h irj iilplr)1 nf;yd 1i town panchayats, is
particu li'rl, appr priate. Q should, hwever, be 
accoipani"J 
 , dI :r' thorIhj ' study of local resourcepol icy by :ons ir ni'j fur hOr the pal icy recommendat ions 
made bhyw. 

2. 	 Stat utory tax rates held cinstant in nominal Lerms in the
fa c e o r incru,aS pd pr ices I ed to d cl ines in 	 the 
purcho-sij powe'r o ! revn ; mob il ized. Considerc t ion
should Ou g p qi, to ncra ei these rates, e.g., the rates
of thu hou';e tix , Yil 	I -n tur Wne tax and Land Tax. 

3. 	 Franchi ;vs issued fir the operat ion of local publ ic 
fdc ii it iOr such aS MRc S, bridges ,ind ferries shoula be
undert .n ;whorever feasib. The .uc t ion sys ten used toallocate t-hese francnisos ;,culd, however, be examined
carefully to1 that p,rn,. :', arewnsure 	 i nues generated.Part ic iation in auc t ionsthese 	 should be encouraged;
informat ion c,,:r ing potent ial revenues should be made 
avd ildble t A Mr.s; nd I istr ict panchayats should be
allowed t, resirve the r ght to hold a subsequent duct ion 
in the evun iU iels bids are unreasonably low. 

4. 	 Bus iness sahl isiments 0 adition to wills and water
turb ines snou!d be aided ia tihe bus iness tax rolls. For"
example, district pdnchdya.ts should be given the right to 
tax brickyards operating in the district. Likewise, upon
further study, consideration should be given to allowing
d1is' rict pan,:hays.ts the r iht to impose taxes on certa in 
goocs prulucod in a d istr ic t but consumed in other parts
of the country. 

5. 	 With iI , ,,,r ior of better account ing procedures,districts mght bhe encouraged to enter into some economic
activiK ion, hut inly eia ter thorough feasibil ity stud ies 
have ,, , , orrmed. Particularly important in this 
reg,o I, theso' in iti aiv s do not supplant private
enter'i ,: purc-jits of the same activ it ies. 

http:pan,:hays.ts
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6. 	 While basic ad inistrat ion of the Land Tax should remain 
with HMG, grantor participation in the collection process
by villil e p,-hOchriynt4 with J irect sharing of locally­
col 	1ec I rtnas is recomm:anJed . Such a pol 	icy should 
i~iiptY'. t.: < an, ian 	.: by 1 ink ing pdyfu eits to locally­
observ.b! 2O f '-Is ai would prov ide aevil panchayatsWi d ;KJ " a AF jUt.K1L iMij recurren t revenues to meet 
lorJl rev-HUY pnrq rin i a d md intenance needs. 

7. 	 In the. ;,ji,,i'i ,>C ,en ",i iz.-:'ion , d istr ict panc hayatsshould b 	 g rivenOe pow ,r to ivpo ,e a 1 imnited surtax onthe cfltr, Iy- iupusad L.nd At heFi;. same time, thecur'rent LoA.W )evol pnmi:nt Fee could be ,bol ished since itis red! just in dl teroKfyivy Lo this proposedly ifa, ior 
surtax. 

8. 	 In the lcnrr,,' run, the -urrerit s ur' the Taxlruj. cf Landshould k jI t ereo1 ti resl t in r 'ic v:alue based tax.
This woul inrip'ove the (avenue growth potential of the taxarc!, .; i'm Current 1 ir I l ss i f icit ion schem!,1(-,ri would 
not be umdulyi difficult to impl'ment. would, however,r Itrequire t hit the land survey process currently underway inNep 1 , k ,.ta.- . Alain, this is : potential areawherby dunars Ogh prov ide f~ 	anc ial =,port. 

9. 	Cons iderl ion should b y ilien to lower ing or even 
abolishikj thu :urtrent uf!M-! re exemption love! in theLand lax . No ,r,nl y w n' d !L 	widen the tax net, it wouldd iscour u; un a:con subi ivmi id ing of land undertaken
purely Lo avo id the Lax. Study should be given, however, 
to the equity ip icit ions o.f 	such a pol icy change. 

10. The svstet,- of . iuo', at ing ,-vlopmt,,nt Grant s to d istr ictpanchanti s'auNi be altered t, prov ide iincreasedincentives to loral govern, t resoarce mobil ization.With surH rlea:Kora!: CI u~isi nr; m:)re complete data it
would be possib]i- to dsigir quc I a systom while continuingthe currenti pri try of ensiring targ grant flows to those 
districts ,.,tith swtollere pntential taxlocal bases.
 

I&.Wh 
 po : Ki:i Icons iderat ions proiudiy requ We that the 
spec I 1 j,',n: prnr,'an t, mnbers of toe N tional Panchayatbe 	mnin, ' ,n .:,, m.lop,., uj .-nd fis ot p1,atnning
ho 	 h ih.i , r 

can 
v ; : y hy t?' i qnilmwk) yjd ho, .rogratf. ForLho - r , * n.,! ne p,'', i v r'L t inly should not be 

Np6 K.; in " 1 ;I)s hold be g iven to the 
formal v)e,.,?lupn ., r- pAI]ro dim. 
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12. 	While increase! rechnical skills at the district level are
obviously desirabl. and should be sought so as to lead to 
better des igned and implemented development projects, this
 may nut be f-asible in thVe shorter run. Distr ict 
pdnChoa'n should i0a McOu,'aged to cons ier fund ing fewer 
bat somrw.i f nI r" vi IIajo-Ievel projects to ensure that 
the n,,c ' ar, !Yc rnical inputs can be available to oversee
the proCu9 s, Wh ile th 4i.,ight ean that not every village 
pan:h.oyo would h, -ilo, d an dnnual project, they could 
plan torr i Irow, h quali ty projets. 

13. 	In orde, tu Ir,roy e a oj:Oc :o pl ion rccies, district 
panchayats ios. insure that, inter juris icticinal disputessuch as t hosp, i: ,,d i dt 	 I east smr dr ink ng water
projects are resu ie prior to prrj ,c dpproval. 

14. 	 Fimel y '_I ?as; nr funds t,a leval p. ros t proj ects are
another i30 tan m iinanLe t ' of OK t 1ompletion.
Wh i ,-i ua i.., tounab 1 ity is imprat lWe, it ;lay be 
poss ib1to dlA Qr t rc. urd-rel.asy prc.ress to avoid 
untimely d:al y- inq j cp i omen tat ion by putting 
greate rlinnce <41' villagpe 'anchayit and user committee 
Chdirimeo inmtKkinj ces:2;' ] ty fur release.fund 


15. 	Local n i% dr.i.p ; robably the single most
important A ter=; in int of developuerfnt project success, 
part icu -rl; in p!dnP i'] a project that A11 yield
berefi:s c9 w,;by_,s of She js',rs group and in insu ring a
suffic en, flow of o cal contr ibut ions. Leadership 
workshop d-s,in)l2 K transfertechniques hlv,, succe,-eded in otherinformdticn regarding whatv illages and d istr icts 
may be an eff tuivo 	iy improve these abilities.
 

In summry, the anilys is here has revealed ru-h heretofore unknown 

information regarding the fiscal of rural local governmentscurrent roles 

in Nepal. While the financial health of these bodies is not strong, there 

appear to be areas where significant improvements can be made with some 

pol icy changes and additional technical assistance.
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APPENDI( A
 

FUNCTIONS, DUTIES AND 
 POWERS OF VILLAGF AND DISTRICTPANCHAYAFS UNDER -IE JECEYRALI ZATION 
(WORKING ARRAMNM3 E1.'IS) RULES, 1914 

Given' the ?xtreuly ong list. of funct ions, we have opted to conserve 
space by simply listing .d sampling of the functions that are to be 
performod by village .nchyats and district pdnchoyats within several 
difrercot devlop.m-. sujcLors. We note in parenhesos the total number of 

detailed functionrs tn-t dre specified in Line Rules. 

Vi loge PaOchdyats 

Education and Cultur.{(10
 

The funcliun. include: 
 operateliLrjCy :dp;igrs; operte adqiIt litpracy classes; conductprimary schools; operate libraries; 
spnnor sport~s cupotit ions; build stidiums;
Imlus ic and! :her conrp t i ions ; 

sponsor dram , painting,
ind x,, i ',, in re-COrdS of p IdCeS Ofdrcha olod l , rel 1 ii n,'1 si"I "portdice. 

Htea lth dqd Popu lat. io n ..V _
 

The funrt ion,,, prescr'ibe garbag du 0 ing sites; 
 reove anymf .eril V .h is ,'iu s to pub',i, helh; arrange Ior cre;Itiongrounds; ,r-rign ta*r v3,, inations of children; direct the cleaning ofponds, .,din, and . ochus; drran - for pr:'vut, ion of epidemics andt tl- L i:', in t - , ?,,' Stf a o n r. 2, 4 ,; GO ~rdt and fld&eg healthposts aid Ci -i t , ; m, int in poou lit i. records ; arrangemidwi v.: ; forna rodds , i -, br iges , cu iverts, drains, lanes
and other puli i i - ps. 

Agriculture, irriqcv ion ao LadI Reforms (_))
 

The f-un ,iun , i .: 
 :,c.,n rij., 5roiars to gruw part icular crops andto breed p ik i . I n is rd plant:u Q fruit trees; to arrdnge forseeds f er ir_,, n Li id and cred i for farmers; to makearrdni-e in(gtc ,i , nt , -i s-, 1n I arkt.s; to crange for(on s rudc i in , r ,pi dioi7 a-i t.a na->q , uf l e,e bn; k t1s, cnal saquaduc [s, ,po . , ,. i:In : 0 .; t:o i or:,] r1on-,, ,nt for pre venmt ion and 



108
 

treatment of animal and bird diseases; and to maintain recordsconcerning lands, tenant farmers, birds and animals in the village.The penchay-r MJy 
alSO n) ili rain fund into which grain is tobe deposited at i r'Ve no.u ,xaeeJing 5 percent of the annualpreductinn of lands wit, in On ajc, during the first year of the 
funds
operation a l 1in d p cdL ,-t- in succeeding years. The fund will 
be ,ang ind "n-1 an h Panchjy-Nt sees fit. 

Wlorks and Tr (7' 

iO inc WdThe .I - ionshrucL, repa ir and onaintain dirt or mu letr icks, m L ia:, ru:n s, fali,-,rther roads, all-weather roads, 
briIgo s. n ,.-rVn, dr,- irs, ga: is ,, <u pdrks., gymnasiums, etc.; toconstruct. mir,,.s did
vehicls 'n ! 

arrange for I.he r operation; and .o register all .,.n W e istertd A N ,G.
r HIi 

Watr-Suppl ind Hi a-Pec rijiny (61
 

Th f:.inct i 1, li,. forn i andia : . imp Wmant p ns and programs tosupply pu--e 
dHinU, mar; .nstrct, 
rapair and maintain water-taps,

tanks, ponds, 02.1 is, Q iI-pun;,; , aAt . in public pla1ces; and makenecess. v ,.-a ..., " to pro,,i -Rn in, wdter for cattle and fev.Wdshing .in's Als n for ,clt.c 
 lights on roads or tracks in 
the vill a , as r-ar as i')Sil . 

Forest, Soi I , '_ ijy 0)' 

Thu funr 1ons i ! ni proltec-. trees and encourage villagers
to d lrL fs , ornSU'rs conniittees conserve,5- to and managefor n;, i 'vn = M ori.ed aelling or destruct ion of forest p c i no iv', H 'id IK; underioake ri ver control works to 
pre._nn )oil ."n pubr,,a; and conduct ic i ty about importance of
forests.
 

Industry, T'nde !nd Tuiw(' 

The faNi-tins incuW recofn,.w 
 to appropriate institution for supply
of credi' ..,-uLKq.. industries; todah skills relating 
to cottage and
rural inW '.Oris; ar' ar ge for sal? of foodgyains and agricultural
input-, a ; i prices; check accuracy of 4eights and measures beingused in .,ilyi; 2:"'Fuct resc-hu;ses; and protect lourists. 

Ernergy (32) 

he funct inn: in lud: pub! icize utility of bio-gas; recommend todisL r ic t parchaya Kfir i; sue of f i rewood permi ts; and prepareestimates gr Ircequiremenits for 'osene, gasoline, diesel etc. 
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Social Welfare (5)
 

The functions include: 
arrange to take helpless persons and orphans to
hospiral 
or hei thp )st iffnecessry; maintain records of disabled
personq; " 90. re lief of victims of 
natural disasters; and
arrany: fo," ion,. 
 of 3ny helpless person or personrelatives .- di--< in lil lage. without 

Powers of Panchavyts (Qi
 

The ffur t Jl.
tc n, i,i, mi ita i'
n r,?cords and maps 
of panchayat area
oporate pro; of., class organ izat ions; inspect activitiescqW~as.; P:i in0corp'orate in village 
of ward 

k 
development plan programs of
1355,/SOr''I'JI L'ra- (rS 

A hnlinistr' or! , l '1 tsi ln tMtters 29)
 

FhP ff.. i, include: ovict 
 o rsons encroaching on village land;
,' /n.,.riiiL lic .1;-s, fil di hs adnd demolish buildings that mighte~dn .r 1 i ,;,.con ,'l d.. l ig andra liquor consumpt ion; maintain
.ros; Pre-,r -bsc,,m i ,IrWind Is; celebrate national days
fest Wils; pub pi'imnportanc, Aiational language, 
and 

heroes, dressand embiw i1lii
V i_; comv .;l or ¢cdaste discriminations; present to
village sinl y paniulti: of ,approved program, progress made in theplan, finrci,-l , rnnts an oufliJt report ; comply with directives
issues by ch, district en hiyat or 
by His Majesty's Government. Item
(16) gi , in ys,os 11logo p.ach right to enlist volunteer labor of
villagers and ny
"in cdse i- villager refuses to contribute volunteerlabor the Village Panhiyat may direct him to 
hand over to it money or
goods IqUidlent to 
the value of volunteer labor.'
 

District Panchayats
 

Education and Culture (9)
 

The functions inqludy: supervise adult educatiun; grant permission for
pre-primd,ry schools; 
est .iblish1, operate and manage vocational schools
arid 1ibrri' orranq to tra in teachers up to lower secondary level;
distribut 
 d'.a ironal 
 aterials; and arrange availability oftexthooks ,p Q 
s,.,. ry school ].vel
 

Health 
and In IuI- o.; (!i)
 

The funct ions 
 inc Jude:: stabl ish and operate health posts, healthcenters and Ayurvdi: and Homeopathic hospitals; operate programs
relanting to Family planning, maternity and child welfare and 
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population colrol; operate malaria eradication programs; arrange for
midwives 
irn a 1 village Panchayats; and maintain ap-to-date
population, h)irth, dedlth, 
narn;idj anard mijraticn records.
 

Agriculture, Ir'ri 
 V.on w 
L.nd R, tr±,i
(15) 

Th ufn ion, 
 i a''d . rine istr ict targetsproduction; P VA, 1A iHp qk 
in foodgrain

rquiaentsarrange forand their
procurem, , .' j K', ribul ion; ''ar j F r soi 1-testing; protect and
ma. t,a ...... 110 0 i 1 ', 'i f lands; construct, repairand mi ini ,
di: , n;,is, ils, PA., cevaring more than villageone
,nda rrnd,- 1arij,.i't n a , in th, JisLr ia ; construct, repair andmaringe g,'a'',; O r 'Jwj /irwin land',s under the plow.
 

Works and ranspor .
 

The fmt irt rs
n ; KAI,: ,nons ruci, repdir and maintain trails, muletracks, Ick 1 
] 'rod- . W,i in more than one village or, ifvi IlaI is urablo fa .:,,thea u do Jistrict should carry out thefunct u s AI t o Cho vA Ill]ge; costuoct , ma intain and repairbridgn , L , ri qes, quest hoss, hostels,th , K A , , i ,at:.os, 
 M.1.'a Ii Ord r i es , etc.; operate and controlboats, ­ a ) . , , aidj- _, ),' - i vers ; arid prescribe fares forbuses, ,xis, ri,'; 
 ,;,hurs.-c-irts, and other vehicles.
 

Drinking Wate,r and Hydr 


The function 
 0n .50: foarmulate 
wa-ter supply schemes benefitting more
than onora vi 11w ira ' ia ribut hand-pumps, tanks and water-taps for 
.
supply of pu:" dr0 in api


Forests, Soil Coraserv, irand Ec, louy (14) 

The fjr,. i ,i ois ii cn :"furmulatt? an affore station program in thedistrict 
and make arr'anjgi:ments to 
supply saplings; protect and utilize
1)a(yc,,,chuyj 'orests;a consrv, forests,
issue pPrits f,' forest products and wildlife;buildingi timber and firawood; supply timber requiredfor devoloipme, t parposes ; prevent uprooting of plants and trees;ensure ira Lrdustrid est.hlishmeats do not pollute rivers and air; 
and pre'pare lan -u's )s. 

Industry, Trde ij ," 9) 

lhe fun , i .; : ',:,''a'j; for train ing to develop local ski 1Issuch a; we,iv a , . .: rk,uOK car ­et-aaking, knitting and tailoring
as to ,doj lop i '.' ;t0 cottage so
indust ries ; license establ shment ofrice, dal, oil, 1ou,- and other ifll ls not exceeding 15 hp; conductfeasibility surveys for cottage industries; register and renew 



licenses of cottage induscries; 
protect slate dnd stone quarries; 
construct repa ir mangean( tourist spots and rest-houses; and grant
permission f:r ote Is, lodges, rest aurants touristand accorumnodat ions 
anj inspect iem. 

Energy (3)
 

Ihe fun Cinf s inc lude: publicize uti it of bio-gas and arrange for 
su )nly of cre l to ffirThers to listaI I bio-gas plants; select sites 

ner- d pt, anii ee,e y s ; rupr s atia.-s of annual requirements of 
K(?C" lr t , 1 lle, raiosJ I .ind othur energy ,esources and arrange for 
the rr. 1,I I dfist i bution 

-oc __aii ' el i _ 

The fnrt t 1cn ctinn (:i * C D 't!t ri a-c inum daily wages other tha; those 
t Inp v ainbst manage orphanages, old people'si osali i sh.nents ; 

horn , Iq ,, I.;; 
 , r coris,iiof destitutes in district; and 
,, . " fiif on] ,,1, 1victims of natucal disasters. 

Pan chaya _LL) 

Ihi functio.s num u itt', iJn' s in villages and towns; settle
disputes regard, q iilgt ij o' n undories; prescribe location of
thrn c on ter of- ne w 1y (cc t?(I \,I I a pan chay at ; main ta in records ofparichiiyu, ad Ian sId (laat ion worters inspect movable and 
inm;;ovabl Jsc Qf F! 1illaS 0,') I -s 1bl i,.s and panchayats; insure 
root.. i, tiers, ,rcordst , rg(i'" and documents arewaintine' hy ;.'n vi i njnchay-)ts; operace programs of class 
ort<,i zii ;i t .ec,sssr procy.ure the records, accounts, minute­
bo0k , 1 ,I' SSws ry do,, n,ntts possessed by town or village 

arif, cani .r :r i neCsSry, issue orders forestall any action of 
', viy I n a nu'. t or!tWi or ppancnayat i Ls conittees or sub­coni te4,s that Iil l] t, hai.n the public or endanger the life of 

any p&t ,fir w ichi i ht hlrJ tin is furhances anywhere, 

Administr',. liot -- Mis cel ,njnd I s Natt ers (19) 

rhe fu ,tr n ibclude: regi ster radios, viJeo sets and tape-recorders 
n the districr and license theni; d;scourage consumpcior of narcotics; 
arrange for 
cel) r- t ion o at ional days; arrange for food,
dCCOintred0ij, jo - d n''rcy into temples to pi lgriins on reIigious
festivals; Cc'eseI. beiore t he district assembly the district
devecoIo,,t p .,n dget and other programs and proposals for 
collect ing tixes , (ecnoy,r s, contributions etc.; present the auditreport before tt ':,ri~ ssmbly; fornu ;.te pol icies and programs
for imlpr,-v i'1, th 2cr;.; t iC)O f wc)iien ; n a roads or streets built by
the district pacnay-t.; pub'ish statistius on different matters; and 
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to perform any other 
Function entrusted 
by His Majesty's Government
 
but 
comply with the directives of His tljesty's Government.
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APPENDIX B 

DATA AND METHODOLOGY
 

Much of the analysis presented in this report is based on financial 

data collected1 for, a noni'ndunm sa,ple of ten districts selected by the 
Advisory Committee of the project. 
 Due to USAID.'s special interest in the 
Rapt i /one all five districts in tris zone Yore included in the sample. 

The remaining fiv 
 sample districts were chosen by HNG's representatives on
 

the committee with the intention of nahing the smnple as representative as 

poss iKe of UIl 15 districls in the country. The geogrdphic locations of 

the samp1 districts are indica ted on the map above.
 

Selected characteristics of the sample districts are presented in 
lable B.I. The ten districts represent 13.3 percent of the 75 districts, 

containm 13.5 percent of Lh cuomic ry's population and 10.6 percent of its 
land drad, posSeSs dpprox ifat ly 12.5 percent. of the country's assessed 
land ta bae, and received 13.2 percent of the MPLD's total development
 

grant allocation in i985/,. 
 rnirty percent of the sample districts have 
yet to be surveyed for the land tax, compared to 32 percent of the 

districts nationwide. All these
of indications 
lead us to believe that the
 

sample is reasonably r'epresentative of Nepal's districts as 
a whole.
 

The five districts of the Rapti Zone comprise one of the poorest 
economic regins 
of the country. The arable land of the zone is 
concentrated in D-r.i JisLrict. The four other districts, Rukum, Rolpa, 

Pyuthan and S-llyan face food deficits every year. While Dang has 
agricultural surpluses, it faces the problem of extreme concentration of 
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TABLE B.I 

SELECrFD CHARACTERISTICS OF SNIPLE DISTRICTS
 

d}istrict 
Panchayat 

Geographical 
Classification 

Estimated 1986 
Population 

Total- Area 
in tIious nlds 
of nectares) 

Ni;iber of 
Vi11ge 

Panchayats 

Town 
Panchayats 
within the 
District 

Land Tax 
Assessnents 

(in thousands 
of rupees) 

Development 
Grant Received 
(in thousands 

of rupees) 

Rang 
Jhapa 

Tera i 
Tor al 

335,299 
66 ,?84 

299.5 
14-1.2 

39 
49 

Tr ibhuwannagar 
Bhadrapur, 

3,488.1 
7,120.3 

1,000 
1,000 

Lalitpur 
Rian kuta 
Sanah un 
'yuthan 

P,,IP1 
ukir 

Sallyon 
suwa 

Hill 
Hi 1 

Hill 

Hill 
Hill 
Hi 11 

Hill 
%aMturta in 

199,598 
157,383 

267,548 

169,227 
1172,,'08 
155,053 

156,871 
38,791 

39.5 
899.8 

149.8 

132.9 
170.4 
183.7 

187.6 
124.0 

40 
35 

45 

49 
51 
43 

47 
18 

[)aiak 
Lal itpur 
Dhankuta 

444.1 
416.4 

414.9 

121.5* 
68.4 
13.1 

412.7 
64.9 

1,500 
1,600 

1,750 

1,600 
1,655 
1,506 

1,600 
2,298 

Sample Total 
is Percentage 

,f Nationwidte 
Total 13.5. 10.6% 10.3% 17.2% 12.5% 13.2% 

SOURCE: Population and arej figures are frum Nepal: Contraceptive Prevalence Survey Report, 1981 (Kathmandu: Ministry
of iealth, NFP/MCH Project er'i Westinghouse Health Systens, 1983), Appendix 1, pp. 173-175; Land Tax data wereprovided the Planning &etion )f the Depwrtbnent of Land Revenue; Grant data were provided by MPLO; the remaining 
infornation is frun the LCRC survey. 
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land ownership. 
Education and health facilities are less developed 
in this 

zone. The primdry long secondary, and s fcondary enrol lIment rdtios in this 

zone are much lower thdan ;t.ional averages. Farming is ruinly of 

subsistence nature. The inception of the Rapti Ifntegrdted Rural 

Development 
ProJect has greatly benefitted the 
zone. The project provides 

assistance 
in areas of agriculture, health, education, rural roads, 

conservation and rural1 
 industry.
 

Jhapa dL strict is agr icul turd Ily prUSperous , and has 
 been the venue of 

severdl soc ioconomic -xpe" ir,'nt.s and demonstrat ion projects. It also has 

above-average transport aCCeSS to other distrirts. This district should be 

in a strong posit ion fo raise local resources: since the standard of living 

of its popW ut ion is well abov TMe fat ional norm. Dhankuta district is 

one of the more prosperous hill districts of Nepal. The implementation of 

the Koshi Hill Area Rural Develupnent Project (KHARDEP) has especially 

benefitted the district's road linkages 
with other districts opening it up 

to the outside world. Lelitpur diOict has the advantage of proximity to 

the capital city and has recently become a very popular residential area.
 

The district does 
hav2 several underdeveloped 
areas without access to
 

transport 
or other public f-cilinies. Tanahu;m district 
is a hill district
 

having the attendant problms of transportation and provision of social 

services, The district, however, has tNe advantage of being the mainon 

road between Kathm;aidu and Pokhara, .making it a favored location for 

studies, s'rveys, );N uxprimentil1 progruals%. Rasuwa district lies in the 

country's mountainous, making it the poorest and least accessible district 

in the sample.
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Most of the financial accounts data for the sample district, were 
collected from PanchayAt officials and district 
land tax offices by field 
researchpers eiloyed oy tne Lnj ng, Culture Trdirling and Research Centre 
(LCRC ). Problems in W e analysis of som,: portions of the data have arisen 
prinarily due theto lick of stand.JrJjZ, ion, detail, completeness and 
accuracy of the accounts kpt in distric offiLs and partly due to the 
absence of some details in the quest ionnaire formaL emp loyed by the field 
res drchers. rhore exists of iaidi,_-.:] ca u iin f-rindL that is supposed 
to 
be fulloe, by every district Padchdydt he: 
 few of them comply with this
 
regulation. 
 The LCRC col lected hwW-t documnts produced by 
some of the
 
districts 
but these ocmumnents were rdrely comprwhensive in that revenue 
from the land 
Lax and from some types of grdnts were frequently left out. 
Most of the Pnchayiat offices could dig out ,igures for these last two
 
rev.;nue iLems 
but 
 in some cases 
the researchers 
had to rely upon land
 
revenue 
figures supplied by the district-level 
Land Tax Offices. Some of
 
these locally raported figures 
are inconsistent 
with records kept by the
 
central 
office 
of the Land Tax Department; 
these discrepancies 
are
 

described in the 
text.
 

Our data concerning 
 the districts' own-source revenues are reasonably 
comprehensive 
and accurate, except in the :ase of Lalitpur whose accounts
 
ware inco,,prehnnsible 
to the field r..searchurs. 
 For this reason w2 have 
had tu drop L,-i pJr ,irritt from our analysis of financial accounts. We 
also should have o kF.ily Va::r , accounL ing of the various grant funds 
received by each district, although there are a few discrepancies between 
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the 	 amounts of development grants that the MPLD reported disbursing in 
1985/86 and 	 the amounts t.hat the districts claimed to have received. We 

rely upon the amounts reported by the districts, except in lable B.1. where 

we need to rely upon MPLD figures for the nationwide development grant 

allocation.
 

The 	 principal problem with 	 our expenditure data is that for many 

districts we thelack amounts spent fro andIRDP Special Programs Grants 

and for all but two district,; (for one year eaich) we lack a detailed 

accounting of exponditures findnced by Development Grants. In one of the 

Development Grant Accounts that we do have there is a large summation 

error, iead ing us t.o be 	Iieve that a major, expenJi t:ure item was omitted or 

Jrastically 	understated.
 

In addition to collecting financial accounts 
 data the LCRC researchers
 

collected 1ists 
 of Iucal develo pment works undert-iken within the districts
 

and some data regarding 
 District Panidylt personnel. The LCRC staff also
 

interviewed district 
 of fic idls involved in evenu, administration and 

conducted brief 'Audiescase of 13 local development projects. The 

Syracuse University researchers interviewed government officials at the 

central, district and village levels, conducted case studies of an 

additional five projects, and collected detailed datd regarding land 

taxation 
from the L and Tax Department's central office and from the 

district office; in D.anq an- Sallyan.
 


