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This paper considers issues related to the strengthenitr, of local 

goverromwent, which is a major stated goal of the Government of Kenya's rural-urban 

balance strategy and recent Government policy docuunents. After a brief review of 

the history of local government in independent Kenya, the current system is 

outlined and a review and analysis of its major problem areas is presented. 

Reform efforts to date are briefly reviewed, ;nd an agenda for additional efforts 

is suggested. 

A Brief History of Local Government in Kenya
 

Decentralization has been a controversial political issue in Kenya since
 

colonial days, wlen there weve separate forms of local government for natives and 

settlers. The Kenya African National Union (KANU), which has dominated Kenyan 

politics for decades, has historically been in favor of strong central 

goverrTent. Kenya's original Majimbo Constitution provided for strong regional 

government, but KANU, under the leadership of the country's first president, Jomo 

Kenyatta, was successful in a controversial bid Eo reform the constitution and 

eliminate regional government. Local governments were left with substantial 

responsibilities, but there were strong interests that wanted to limit or 

eliminate their broad powers. 1 

PopLlation and demand for certain public services, particularly education, 

were growing rapidly throughout the 1960s. Local authorities in some areas were 

faced with serious financial and managerial problems as demand on their limited 

'For a review of the history of local government in Kenya, see Oyugi. (1983) 
and Akivaga, et. al. (1985). 
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car-city continued to increase. As the situation btensi fied, there was a widely 

held percrption that something needed to be done about the worsening condition of 

1ocal. authorities. 

In 1966, a Iocal Government Commission was set up by President Kenyatta
 

under W.S. Hardacre to look 
 into the types of reforms that would be necessary to 

make the local government system in Kenya more viable. Thbe Commission called for 

sweeping reforms and a general strengthening of Kenya's local authorities. In
 
response to the Commission's report, the Government issued Sessional Paper No. 


of 1967, which accepted most of the recommendations of the Comission about 

revitalizing local authorities. The Sessional Paper also indicated the
 

Goverrmnjt's commibent 
to provide the local authorities with both reliable
 

revenue sources 
and central government grants. 

After much debate on the subject, the Parliament passed the Transfer of 

Functions Act in 1969. Instead of revitalizing local authorities, this 

legislation provided for the transfer of several major services, including 

primary education, health services, and roads, from the local authorities to the 
central goverrmnnt as of January 1, 1970, except in seven of the largest 

municipalities. Diring the 1960s, local governments accounted for almost one

f:ifth of all public-sector spending in Kenya. After the transfer of these 

functions to the central government, the importance of most local authorities 

declined suddenly and dramatically. For example, aggregate county council 

expenditures fell by 85 percent from 1969 to 1970.2 

The 1969 act also transferred the Graduated Personal Tax (GPT), a local 

payroll levy, to the central government, and abolished general grant revenues to 

the local authorities. The MIT had been the principal source of revenue for all 

2Oyugi (1983), p. 134. 
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local authorit.ies. When it was suddenly transferrd to the central government 

along with significant service re-sponsibilities, most local authorities were lefl 

in a greatly weakened position. The local authority system itself was left 

intact, but many of the councils were left with little to do and few procductive 

sources of revenue. local authorities in Kenya have never regiined their former 

importance.3
 

The stated intent was that this transfer of functions and revenue sources 

from the local authorities to the central government would be temporary. There 

was to be a complete reorganization, restructuring, and strengthening of local 

authorities, and service responsibilities and revenue sources were then to be 

returned to them. This has never happened. 

During the 1970s, the nead to strengthen local authorities was regularly 

highlighted by National Development Plans, various. special commission reports, 

and an International Monetary Fund report comissioned by the Government of 

Kenya. 4 Little has been done to implement any of the major recommendations 

proposed by these documents for strengthening local government in Kenya. More 

3 The major municipalities were least affected by the Transfer "ot Functions 
Act. The GFT transfer was accorplished gradually for the large minicipal
councils, and they retained their major service functions. When the transfer of 
GPT was completed in 1974, it was replaced with a compensating grant that was 
also gradually reduced over time. The compensating grant was finally abolished 
in 1978, but the Government introduced various grants to subsidize the large
municipal councils for certain costs incurred in the provision of primary
education and health care. All of these grants, except grants for teachers 
salaries, were abolished in fiscal year 1984/85, placing an additional financial 
burden on the largest municipalities. No other financial assistance for 
recurrent expenditure is given to Kenyan local authorities by the central 
government except limited grants to needy councils. 

4 See, for example: The Report of the Public Service Structure and 
Remuneration Commission, 1970-71; The Report of the Nayga Ccgiittee._973; Bahl 
and Mant (1976); Report of the Civil Service Review Committee, 1979-80; Report
and Recommendations of the Working Party on Goverruent Expenditures, 1982; and,
Sessional Paper No. 1 of 1986: Economic Manaciement for Renewed Grtcth. 
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recent policy doments on local gover,-ment and related reform efforts will be 

j-]iscLed later in this pn-r. 

The Case For Streithening iocal Goverr ent in Kenya 

Tn recent years, there has been b pronounced interest in developirg or 

reviving local govermuent in less-developed countries. This interest has come 

from the governments of developing countries, academics, and international 

development organizations. Economic and demographic changes have triggered 

persuasive atrgumerts to si ort the case for local governmoent in many developing 

countries, and Kenya is no exception. 5 

In spite of Kenya's economic successes, there were elements of its 

centralized developMnt policies followed during the first two decades of 

indeperdence that failed to produce the expected results. For example, it becam 

clear that certain trade policies, such as import sibstitution, were beginning b 

impede rather than stimulate efficiency and growth. There was generally slower 

economic growth than there had been a decade earlier, but population growth, the 

5 The new focus on a greater fiscal role for local government has been 
advanced greatly by major international development agencies, such as the World
Bank and the International Monetary Fund. In conjunction with their emphasis on 
structural adjustment, these institutions have conducted variety of researcha a 
strengthening local government and have implemented a number of programs
requiring their participation. Local goverent has also received a boost from
revised aid guidelines and policies of a number of major bilateral aid agencies.
In the wake of the economic problems of the 1970s and 1990s, conservative 
movements and governments have become more influential and moved into power in 
many industrialized countries. One result has been that the bilateral aid 
agencies have tried to redefine the types of projects thit they will support wit 
grants and loans. There is less emphasis on financing central government 
programs because of a morebias against central planning and control, and
emphasis on the market and decentralized institution-building that supports the 
g--ch of the private sector. Such policies vill often be administered through
decentralized agencies of the central government and local authorities. The 
additional burdens on local authorities have led to calls for strengthening them 
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size of the labor force, and public service demnds were increasing at a rapid 
rate. Because of its eccnomic and population problems, Kenya began to generate 

sirnificant governent budget deficits, which have often been financed by 
external borrowing. Over time, debt service payments began using tip higher
 
percentages of government resources, 
 an] the vicious cycle of borrowing and 

overspending escalated. 

Tle implication of these developments, as outlined in Sessional Paper No.1 
of 1986, is that the Government of Kenya cannot continue to expand at its rapid 
historical rate and must try to focus on functions that are clearly in the
 
legitimate realm of the public sector. 
 Better management of government
 
responsibilities is essential, 
 and public investments must be productive,more 


and, to as great an extent as possible, self-financing. The situation also
 
suggests that the central government should be able 
to reduce its role in 
managing certain legitimate public-sector development policies and programs and 
rely more on local governments, which are underutilized and have trenmendous 

untapped revenue potential. In Kenya, local authoriti es are the only semi
autonomous decentralized institutions with adequate administrative capacity and 
legal or constitutional powers for raising public revenue and providing public 

services. 

The econcaic and demographic real'ities that have triggered a renewed 
interest in decentralization in 'enya have also led to a greater awareness of the 
strong case be madethat can for defining a more substantial role for local 
govenment. The more prominent role of local government in developed countries 

suggests that local authorities may have an important role to play in the 
management of develoint. In a World Bank report on strengthening local 

government, it has been suggested that an effective public sector in a modern 
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develcpi ng country "d7eris on the abili the the certral g.xenment to hirnes. 
the resources of lower levels of gc¢ei.mnt.,,6 

Lccal authorities may soetires be in a position to provide certain kinds of 
important services that it is not practical or possible for the private sector to 
provide efficieitly due to scarce local resources, institutional limitations, 
scale factors, or externalities. For example, the private sector in Kenya has 
often historically failed to provide facilities for local producers to market 
their goods. lhus, market facilities have become an important public service in 
many local authorities, and they also frequently generate substantial surplus 
revenues which can be used to provide othex services. 

Althongh the Government of Kenya has made various policy decisions over time 
jqgesting its acceptance of the assumption that centralized service provision is 

more efficient than local service provision, there- is little evidence to support 
this. In fact, econousts would arcyje that, for many services, just the opposite 
is true. In the absence of economies, of scale, externalities, or uniform demand 
for a service over a large area, it is more efficient to assign service provision 
to decentralized levels of government. 7 Decentralization allows for better 
goverr ent adaptation to dissimilar circumstance and varying preferences for 

public services across local areas.
 

Local governments may be considered the institutional overseers of the 
urban population centers in which many productive and service activities are 
based. These centers provide the input-output linkages for rural procuction and 
are the concentration points for marketing activities, transport, and 
comm-nications. Given limited central government resources and the remote 

6 Cchran. (9,3). 

7See Oates (1972). 
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location of some areas, the effectiveness of local authorities in providing 

inLfrastructure and an atmosphere orlucive to economic activity can have an
 
iqportant influence on the success 
of the local economy and its potential for 

future development. 8 

The role of local authorities in the local economy also means that they can 
play an important role in supporting ard/or implementing national development
 
policies. Local authorities, 
 for example, can have a significant impact on 
population policies and settlement patterns in that effective local. development 
zrd management can play a role in helping to create jobs locally, thereby
 
curtailing the excessive grcwth of porulation and economic 
pressure in the
 
primary urban centers. 9 
 The process of continuing urbanization in smaller local 
authorities creates new wealth through increases in economic activity, izxrxime,
 
and land values, drawing still more 
people and employment to these areas. This is 
an important premise underlying Kenya's Rural Trade and Productior Centre 

Programme.10 

More intensive developirent of smaller local areas may have the potential
 
for longer-term equity gains. 
 Satre development strategies have focused on 
decentralizing the public sector, slowing the growrth of large urban areas, and
 
regionalizing development.i 
 Proponents of egalitarian development have 
stressed the greater equity inherent in decentralized development and the growth

8 For example, se Rondinelli (1982); Little (1984); and, Belsky and Karaska 

(1984). 

9See Evans (1986).
 
1 0 See Gaile (1986).
 

llsee Mera (1972); Richardson (1977); 
 Kelley and Williamson (1982); Cheemaand Rondinelli (1983); and, Rondinelli (1984). 
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stimulating Pffects of r0_Jistr.ihution.1 2 A number of analysts have svnnstcd 
that the weakness of local institutions in developing countries severely 
constrains both economic growth and improvements in eqjuity. 1 3 Other things being
equal, the redistribution attributable to decentralized development has the 
potential to generate an increase in income and further economic grwthj through 
the increased multiplier effects that result from higher mrginal propensities to 
consume among lower-incae people.
 

Some analysts might argue that the most 
 important reason for strengthening 
local authorities is that they are the institutions that are closest to the 
people at a grassroots level. Although the District Development Committees help 
to get local input at the district level in Kenya, they have only a few 
repres.tatives who arre actually elected by the local people. Lccal government 
has great potential to increase the level of local participation in the 
develcnnt process and, b , definition, to increase the degree of self
government. Because local authorities are often staffed by local people familiar 
with local conditions, they have a greater potential than does the central
 
government 
to respond effectively to many local needs. 

Even though a strong case can be made to strengthen local government in 
Kenya, the importance of some degree of central government coordination of local 
government development activities must be acknowledged. Decentralization can go 
too far and lead to the development of local authorities who work against the 
best interests of the country as a whole. Local authorities should be responsive 
to national needs and be willing to explain and support national policies in 
their jurisdictions. Of course, local authorities have their own development 

1 2See Chenery (1.974); Cline (1975); Mellor (1976); and, N.L. flicks (1979). 

13See Uphoff and Esman (1974); ILO (1974); and, Mawhood (1983). 



responsibilities and priorities, but their actions should not be in conflict with 

overall rotiornl development objectives, as articulated throumgh the political 

process. 

The Prospects for Local Government Reform in Kenva 

Among the developing countries in Africa seeking to reform local
 

govern-mnt, Kenya is an interesting case 
to consider because many of the 

ingredients for successful decentralizaticn are present. First, Kenya has 

displayed remarkable political stability on a continent where coups and 

revolutions are regular events. Second, the Kenyan economy has had its ups and 

downs in response to droughts and shifts in the world prices of oil and 

agricultural commodities, hit it has experienced positive growth during most of 

the period since attaining independence in 1963. Third, in contrast to niny 

developing countries, Kenya does have a history of semi-autoncmus local 

government, which played a very prominent role in public service provision 

during the colonial era and the first decade of independence. By and large, 

there is a viable institutinal and legal structure in place, which could, with 

certain reforms, permit local government to have an inportant role to play in 

the development process. Finally, as discussed above, there is widespread 

official recognition by the Kenyan Government that local authorities should be 

strengthened in order that they could fulfill their unique and important 

responsibilities more effectively. 

The Government of Kenya is currently examining possibilities for local 

government reform as part of a broader program of decentralization and 

privatization. The Government's rural-urban balance strategy set forth in 

Sessional Paper No. I of 1986 provides a blueprint for simultaneously stimilating 
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Ille crrl'th of urhbn center.. an.] their agricultural hinterlanis in a way Uiat is 
c-onsistent with macrooc..oncjc goals. Recent policy documents have outlined the 
-ole of ]ocal auJthorities in stimulating economic deve]opment by providing vital 

services that support private sector activity and economic growth. Sessional 
Paper No. 1 of 1986 has stated that the foundation for the rural - 3banbalance 
strategy "must be dynamic and competent District Development Committees and local 
government authorities." More recently, the Sixth National Development Plan 
(1989-93) has reaffirmed the Government's intent to rationalize the functions of 
local authorities and improve their capacity. The Government has also
 
demonstrated 
 its faith in the institution of local government by creating more 
than 20 re-w urban councils during the past several years. Given the rapid growth
of por-laticn and public service dera.nds at a time when the government is working 
to restrain the growth of central public expenditures, the inportance of local

authorities 
as pub1ic scrvice providers is expected to irc-rease in the coming
 

years.
 

In spite of the seemingly favorable climate for decentralization, Kenya hasnot yet made substantial progress in implementing meaningful reforms in its local 
governmet system. What is the nature of the problems that require reforms in 
order to make the system more effective? What are the major obstacles to
 
implementing these reforms? What progress has been made 
 to date? After brief
a 

description 
of the local government system in Kenya, the rest of this paper 
considers these basic questions. 

The Systemof LocalGovermentin Ken?,
 
A 
 system of decentralized central govenment administration exists 

alongside the local governmemt system in Kenya. The country is divided into 

10 



seven provinces under the leadership of provincial commissioners, and the
 

provinces are divided into 
forty districts administered by district
 

commissioner. The districts are divide-d 
 further into divisions, subdivisions 

and locations', wbich are respectively managed by district officers, chiefs, and 
sub-chiefs. The entire system is under the direction of the Office of the
 

President.
 

There are four types of local authority which serve different types of
 
populations and 
 provide different services. The 20 municipal councils are 

established in large urbanized areas and have substantial service provision
 

re-sponsibility. 
 They provide many basic urban services, including roads,
 

sanitation, water, sewerage, housing, 
 and social services. The largest and
 

oldest of these councils are also required 
to provide primry education and
 

healthi care. Town councils, of which there are 19, are generally 
 in smaller 
urban areas not haveand do as much service responsibility. None are responsible 

for health and education, and few have water or sewerage schemes. Both municipal 
and town councils tend to provide some local revenue-generating services, such as 

markets, busparks, and slaughterhouses. 

The 39 county councils are in almost every case geographically *identical 
with districts, the administrative subdivisions of the central. government. The 

service area of a county council is all of the land area of its district not 
under the jurisdiction of a municipal or town council. County councils have had 

substantially fewer service responsibilities since health, education, and 
maintenance of most roads were transferred to the central government in 1970. 

They do provide social services, maintain some secondary roads, construct and 
operate market and slaughter facilities, and generally share in the provision of 

veterinary services. 
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The final type of J.o-crl authority in Kenya is the ur.in council, which 

T.ber 28. lhese are in ererging urban centers being prepared for transition to 
trl,.-n, ard ultiJ.tely municipal, councils. They often provide marketirg and othier 
basic facilities but do not have full fiscal independence. They under theare 


jurisdiction 
of the county council in which they are located. 

In fiscal year 1985/86, local government accounted for only 5.5 percent of 

total public-sector recurrent revenues and 5.0 percent of total government
 

recurrent expenditures, 
 with about 80 percent of this being provided by the 20
 
mnicipal coccils. 
 If only expenditures on goods and services are considered,
 
local authorities accounted 
 for 8.5 percent of the total, the bulk of which was
 
again provided by municipal councils. 
 The role of local government in capital
 
expenditures was 
more significant. Local authorities accounted for 15.9 percent 
of total public sector gross fixed copital formation, in 1985, with minIcipal 
councils alone accounting for 11.9 per-cent; however, isit important to note 
that the bulk of local authority capital financing comes from the central 

government's Local Goverrm ent Loans Authority.
 

Although the local government sector does 
not have a very important fiscal 
role in Kenya relative to the central government, municipal councils do provide 
most of the major public services within their jurisdictions, and rural local 
authorities provide services, such as farm access roads, water, and veterinary 

services, that meet important needs of their constituents and directly affect 
productivity. Thus, the issue of the effectiveness of local authorities is of 

considerable importance to the success of Kenya's economy. 

Evaluatinq Kenya'sSystem of Local Cvernment
 
There are 
at least several highly interrelated levels of concern that need 
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to be examined in analyzing the fiscal role of local goverrmient and options for 
reforming it. First, there are a set of public finance objectives regarding
 
service provision, revenue 
generation, and revenue-experditure linkages. These 
relate to efficient and equitable arrangements for prtu'iding public goods and 
serviceLs. Second, there are a set of issues regarding institutional organization 
and capacity, which affect the ability of the public sector as a whole to provide 

public services efficiently and ecitably. Finally, there are a set of priMr
 
conte\tual issues and constraints--political, 
 economic, constitutional, and
 
legal--that 
affect both the institutional organization and capacity and the 

rublic finance objectives.
 

The 
 following discussion of the local goverrment system in Kenya focuses on 
local public finance issues. 1 4 A treatment of institutional factors and broader 
contextual issues and constraints and how they affect the fiscal role of local
 
government is imcorporated directly into the discussion. 
 The principal focus is
 
the ability of local goverrm)ent to provide 
and finance effective services that
 
are legitimately in 
 the realm of the local public sector. 

Service Provision 
The pattern of needs and preferences for public services follows a 

generally clear pattern in Kenya. Differences in preferences are related 
primarily to differences in economic base. Urban areas require traditial. 

1 4The discussion here focuses on resorce allocation issues, which arerelevant for local governrent. S:tbilization is a 
most 

public sector function that isclearly in the realm of the centyt-ai government because of the small overallpublic spending role of local 'joverm ent in Kenya. Responsibility for thedistribution function is alsa justifiably centralized, although someredistribution takes place at the local level because the burden of major localtaxes is often borne by wealthier residents, while poorer residents, who benefitfrom at least some local services, may pay few or no taxes. 
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ura'ln services, such as roads, water and electricity, while rural ares require a 
if fc:-rent mnix of services, which deperris on the relative jirortance of
 

-r77iculture and livestock production and the lifestyle of the people. 
 In
 
:v)rticular types of areas, 
 e.g., urban, r.ral agriculture-oriented, rural
 
livestock-oriented, pastoral, etc., preferences 
are likely to be fairly similar 
in tens of the types of required services, and due to widespread poverty, with 
respect to service levels. An iportant role for local goverent is indicated 
both by the preference differences across with different econcmic bases andareas 

the geographic dispersal of local authorities. 

Judging by standard local finance criteria, the pattern of service
 

provision that has emerged among levels of government in Kenya is fairly good. 
Mst pblic ser-vices that display externalities or econor.es of scale, such as
 
electricity, health, 
 and education, are provided centrally or subsidized, arn
 
most local authorities have attempted to provide 
a reasonable package of local
 
services, such as 
trash collection, sewerage/pit latrines, street lighting, fire 
services, social services 1 5 , roads,and local particularly in the urban areas. 

In addition, a strong can be madecase for local authorities, particularly
 
in the rural areas, 
 to provide or create incentives for private-sector provision 
of certain facilities and services that are provided inadequately or not provided 
by the private sector. Such activities, which are often crucial for the 
effective operation of the local economy and the well-being of the local people, 
include market places, slaughterhouses, housing, and livestock auction yards. 

15 "Social services,, in Kenya is normally used to classify a wide variety ofmiscellaneous community services, including pre-primary education, communitycenters, local public sports fpcilities, orphanages, and parks. Most of theseservices are very local Althoughin nature. for some of them, such asorphanages, it may be justifiable for the central govenment to intervene onecuity grounds, self-help furdraising is more likely to be a more workablesolution to funding problems, particularly in the rural areas. 
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In fact, most local authorities in Kenya do provide many of these services, and 

many are able to do so effectively and profitably. 1 6 

DI-spite the generally reasonable assignment or self-assignment of service 

re-sponsibilities, scme do arise.problems The present assignment of health and 

education services to seven of the larger municipkl councils, for example, is 

largely a matter of historical accident rather than any determimation by the 

government that the local authorities currently providing these services are 

financially or administratively capable of adequately meeting this important 

responsibility. 

Only a few major piblic services display widespread problems in their 

pattern of provision. Prominent among hese are water and veterinary services. 

Both are services that can be provided locally, but may require central 

government intervention for equity reasons and because of potential 

externalities, and in the case of water, due to scale factors. 17 In Kenya, both 

16 In some developed countries, housing is seen as a basic need and is 
therefore provided at subsidized rates for those who cannot afford other
options. Housing is rarely provided as a public service in that sense in Kenya,
except in a few of the largest cities. Housing needs are very simple in most 
areas, and there is sharing among extended family. Public housing in Kenya isnormally provided for one of two reasons: (1) as a service for civil servants or
local authority employees; or (2) as a revenue-raising enterprise for the local
authorities, who have found that they can normally earn a healthy surplus by
providing housing in urban centers, often for middle- and higher-income residents 
of thei.r jurisdiction. 

lveterinary diseases sometimes have a differential impact on different
breeds of livestock that predominate in different areas of Kenya. Improved
(imported) breeds of cattle, for example, tend to be more susceptible to tick
borne diseases than breeds that are native to the country in question. Thisdoe.s not mean, however, that tick control measures can be ignored by owners of
local cattle, particularly if they are nomadic. Movement of the untreated local
cattle into areas where improved cattle predominate, which may be necessary for
the local breeds to have access to water during dry seasons, can set off an
epidemic among the improved cattle. The situation is further corplicated by the
fact that some breeds of local cattle have developed a natural imTunity against
certain diseases over the centuries. They may be carriers of diseases, but
suffer no ill effects. Efforts to destroy the disease vectors through 
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of th-es'e services are sometimes provided by tJhe central government and scretimes 

v.}, Jczl authborities. 1his situation could be justifiable if the service. 

were on.-=757gmrnt made s.o.nd economic or administrative grounds. Unfortunately, 

thne central government either does not have or dops not consistently follow
 

ex.licit and rational guidelines by which 
 to make the service assignment
 

decision. Tis has resulted a in which
in situation some loca3l authorities who 

could adequately provide these services are being heavily subsidized by the
 
central government. In other cases, local authorities who cannot provide 
an
 

adequate level of services efficiently are receiving central government
no 

assistance. 

It should be reemphasized that many county councils have been functionally 

marginalized since some of their major revenue sources and service functions,
 

including health, education, and roads taken by
were over the central goverTment 

in 1970. Thus, although most local authorities in urban areas have clear and
 

important service provision roles, 
 the role of rural local authorities is often 

more poorly defined.
 

Problems with Service Provision 

With the exception of the few issues noted above, local authorities have an 

important and economically justifiable fiscal role to play in Xenya. There are, 

vaccination or dipping may time undermineover the developed immunity of thelocal breeds, giving rise to an increase in disease incidence among local cattlewho were treated solely to prevent the spread of the disease to other breeds.Although clinical veterinary treatment for injuries and non-infectious diseasesmay be provided privately in such a situation, the complex externalities involvedwith infectious diseases mandate a significant role for the public sector withrespect to monitoring the composition of herds, their movements, and diseasecontrol efforts. Uhis requires significant irvjut from decentralized levels ofgover7ment whose officials and employees are familiar with local conditions, but
central coordination is clearly necessary. 
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however, a number of problems observed' in service provision. In many local
 
authorities, service quality is poor, and scme 
 local authorities are not able to 
pro -ide the services for which they are responsible. A number of 

intergovermental and local institutional and managerial deficiencies create or 

exacerbate these problems. 

Interj urisdictional Cooperat ion
 

Interjurisdictional cooperation 
among local authorities is very rare in
 

Kenya. The Local Government 
 Act does provide for the formation of joint
 

committees and 
joint boards across local authorities for the planning and 

provision of mutually beneficial projects subject to the approval of the 

Ministry of Local Government (M1G). However, few, if any, local authorities use 

interjurisdictional cooperationl 8 , although there are many cases in which such 
cooperation would be very appropriate. For example, a municipal council putting 

in a water line to serve part of its constituency might pass its line thr.ugh 

villages under the jurisdiction of the county council. Water service might also 

be lacking in the county council villages, which are unable to provide it 
independently, at least in the foreseeable future. In this type of situation, 

coordination mdght enable the county council to provide the service sooner, and
 

it 
 would certainly be more cost-effective for both the county and municipal 

councils. Various forms of intergovernmental cooperation at the local level are 
widely used in countries with developed local goverment systems. The local 
authorities in Kenya seem not to realize the potential benefits of coordination, 

and they have no precedent or encouragement from the central government to 

1 8Smoke (July 1987) found no cases of such coordination in a study coveringnearly one-third of all local authorities existing in Kenya at the time of the 
study. 
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a-rarvje joint undertakiogs that increase efficiency. 19 

Corn.trn'Us TnmP-.Ped by Cntrnl CovetTment Mnistries
 

The MG, which 
 has broad powers of contrnl over loc l authority activities, 

cin also generate local service provision problems. Local authority bxget
 

recguests must be approved by the MIG, 
 but guidelines and decision-making ruiles
 

for this approval process are poorly developed. As a result, legitimate
 

expenditure levels may be cut arbitrarily by MTIG for particular services, 
 making 

it difficult to provide the services demanded by a local authority's
 

constituency. Similarly, local authorities are not permitted to hire new
 

employees of a certain skill-grade and above, even to replace those sluts left 

open by death or retirement, without MIG approval. Such approvals sometimes 

take long periods of time, so that vacan.ies or "acting" appointments ray drag on 

for a year or mo-e. In the meantime, Tranagement and/or service provision suffer 

from a lack of staff. In addition, the Local Government Loans Authority (LGLA), 

which provides the vast majority of funding for the capital expenditures of 

Kenya's local governments, is under the control of the MIG. The LGLA has been 

poorly managed and is widely presumed to allocate funds on political "grounds. It 

1 9The one genuine form of intergovernmental cooperation in Kenya-the
regional development authority-has not been comprehensively evaluated, and it is
limited in its geographical coverage. In 1980, the Government established threeregional development authorities: the Lake Basin Development Authority, the Tana
and Athi Rivers Development Authority, and the Kerio Valley Development
Authority. Each covers at least several districts. Their primary goal is to manage and plan activities related to hydrological resources within their
jurisdiction, but they are also supposed to monitor, coordinate, and evaluate alldevelopment activities undertaken in their areas. There is certainly potential
for valuable projects and activities that might be undertaken by these regional
authorities. However, their relationship to other levels of government and
agencies is not very clear, and this ambiguity may constrain their ability to
provide effective coordination. Some critic have charged that these authorities
have pursued their own objectives and ignored the activities of other levels of 
government. 
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has also been extremely inefficient at recovering the loans it has made 2 0 , and, 
at least partially as a result of its inability or unwil]ines to be self

sustaining, it has been unable to provjide the volume of capital required for 

basic local authority infrastructure developmenit. 2 1 

Additional constraints on service provision come frcm. the lack of support 

from other central governent ministries that have an imortant role to play in 

local rxiblic service provision. Although the MLG is the primary link between 

the central and local governments, there are working relationships between the 

local authorities and other operating ministries, which are necessary largely 

because of limited local technical capacity. 2 2 Coordination between local 

authorities and these supporting ministries is often plagued by problems of 

bureaucratic delay, inadequate technical and financial assistance, and lack of 

staff at the central ministries. Many specific projects suffer long delays or 

never get off the ground because of these problems. ' 

2 0Good data on local authority debt are difficult to get because of the way 
in which the Local Government Loans Authority keeps its records and the
reluctance of many local authority off'icials to discuss the topic in detail. 
Available evidence indicates that total outstanding local authority debts to the 
TCLA excped two billion Kenyan shillings, at least several hundred million of . 
which are in arrears. About 89 percent of this debt is estimated to be held by
fewer than 20 Tminicipal councils. Many of the indebted local authorities have 
made little or no attempt to repay, and the 1LGA has made little attempt to 
recover loans. 

21local authorities in Kenya are permitted to borrow on the open market, but 
few can afford cmreial interest rates, and most would be considered poor
credit risks. In recent years, a few booming comunities, such as Eldoret 
Municipality, have sucoessfully applied for loans fra private institutions, but 
this very rarely occurs. 

2 2 1he Ministry of Public Works (MF), for example, is in charge of 
coordinating infrastructure development. Other ministries work with the local 
authorities on specific projects. A local authority wishing to be a water 
provider, for example, must obtain permission from and work with the Ministry of 
Water Development (MlD). Similarly, local authorities wishing to provide
veterinary facilities must work closely with the Ministry of Livestock 
Development (MID). 
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The Role of Provincial Administration
 

Other service provision bottlenecks occur 
because of the activities of the 
provincial administration, which includes the district administration and all 
d-centralized offices of the Office of the President. There is a close working 
relationship between the provincial administration and the local authiorities
 
because of the District Focus for Rural 
Development strategy, which became
 
operational in July 1983. 
 This deconcentration policy involves shifting the
 
responsibilities 
 for planning and inplementing decentralized development projects 
from the Nairobi headquarters of the ministries to the district level. The
 
District Delormnt Co...-ittee.s 
 (DYCns) are the. district level bodies with
 
r-sposibility for i]pl-,enting Distri'ct Focus. 
 Basically, District Focus is
 
designed 
 for the desirable goal of generating greater local input into district
 

development projects. 2 3
 

District Focus 
 Is important for local authorities because they are required 
to submit their planned development (capital) projects to the DOCs before they 
are forwarded to the MLG for approval ad assistance in identifying potential 
sources of funding. Projects being jointly implemented by a lccal authority and 
a ministry must also go thrucgh this review process. Unfortunately, arethere 

23 Although the ministries retain responsibility for general policies andthe planning of multidistrict and national programmes, districts have beendelegated responsibility for the operational aspects of district-specific ruraldevelopment projects. Districts are also responsible for the implementation ofdistrict-specific subcowponents of national or multidistrict activities.responsibility for planning and DOCcoordination of develctvent activities covers notonly projects sponsored by the ministries, but also projects supported byHarambee (self-help), local authorities, hoingovernmental organizations, andforeign donors. For more details on
District Focus 

District Focus and district planning, seefor Rural DIvelopent (1987) and Cohen and Hook (1986). 
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sometimes long and unnecesrsary delays in this process, largely due to 

inefficiencies in the local authorities and the DCfs and/or tensions between 

then. 

Some local governments are threatened by the D(Cs, which they feel infringe 

on their autonomy, and they are therefore reluctant to cooperate. 2 4 In other 

cases, the DOC is perceived by local authorities as nothing more than another 

level of bureaucracy and delays through which they must channel their project 

plans. In a few cases, there is a lot of friction between local authorities and 

the DDC--there are examples of DDCs holding up local authority capital projects 

because of political infighting, even in cases in which the local authority had 

clearly demonstrated its financial capacity to undertake the project as well as 

the need for it. 

Same critics maintain that local authorities are inadequately represented 

on the DCs. The only official members of the Or from local authorities among 

the fifty or more total members are the Clerk to Council, an appointed officer 

who is the chief administrator, and the chairman of the Council, an elected 

official. There are also Members of Parliament on the committee, but it is 

dominated by technocrats from the central government ministries, mank bf whom 

are not from the local area but have been assigned to the district from Nairobi. 

Thus, there is a feeling that the organization that is supposed to be soliciting 

input from local people is not really the grassroots organization it is so often 

claimed to be by national politicians. 2 5 Yet, this organization has a great deal 

2 4 See Smoke (July 1987) for more information on how local authority 
officials perceive the DOCs. 

25 It is clear from a careful reading of the District Focus for Rural 

Development guidelines that the strategy is one of deconcentration rather than 
devolution. It is normally discussed by politicians and the press, however, as 
if it were genuine grassroots decentral ization. 
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of control over most of the development projects undertaken by local
 

-11. ,loOF .1e s ..2
 

Finally, the DXCs do an irkadequate job of initiating coordination among
 
local authorities 
 for mtually beneficial development projects. As noted
 

ear ier, interraincil cooperation the provision of public services
on is
 
extremely rare among local authorities in Kenya. 
 This type of coordination is
 
logically the responsibility of the D=qs. 
 They have the administrative power to 
require coordination, which has the potential to introduce greater efficiency and 
reduce certain cross-council inequities in the provision of local authority 

services.
 

There seems 
 to be general agreement among policymakers and politicians in
 
Kenya that the ba:;ic cornzept of District Focus and the idea of 
a stronger and
 
more cooerative relatiorship amor) lccal authorities, district officers of the
 
central goverrimnt ministries and decentralized representatives of the Office of
 
the President 
are desirable. In a strong centralized state such as Kenya, the
 
local authorities will be able to operate more 
 effectively if they have the
 
cooperation 
 and support of the most powerful elements of the central government. 
It is clear, however, that the current system has been unable to satisfy some
 

locals that their input is 
 being seriously considered. 

26t should be noted that divisional DOCs, which function in specific areasof the districts, have much more local representation than the DOCs, but in manyplaces they are not very powerful and in some areas may not be active at all. Ifthe decentralized DOCs were more effective, it might be argued that the largelytechnocratic and nonlocal composition of the DOC is a good thing.decentralized groups would provide the local input, 
The 

while the main DOC would addan element of technical expertise and objectivity to the system, possiblyminimizing the number of decisions based purely on local/tribal politic-s.is the direction in which the process This
is supposed to be moving, but whether ornot it will be successful rEnains to be seen. 
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Iocal Managerial Problems 

The provision of services in Kenyan local authorities is greatly impeded by 

problems with local institutionkal capacity and procedures. It is sorewhat 

misleading to isolate these problems as "local" because central government 

actions and policies, or lack thereof, can greatly affect local institutional 

organization and pen:formance. Nevertheless, these problems are largely local in 

their impact, and it is useful to make this distinction for purposes of the 

analysis. 

In some local authorities, the process of preparing budget estimates is not 

a very useful exercise. The budgeted figures for some categories of spending are 

meaningless, as they are often not used as expenditure ceilings. 2 7 After the 

budgeted amount has been spent, some councils just keep on spending, wreaking 

havoc with the process of expenditure management. 

Cash-flow management is a serious problem in many local authorities because 

most council revenues are collected during a several-month period, while 

expenditures are made on an ongoing basis throughout the year. Sae local 

authorities spend all of their money when it comes in and then have none to cover 

even basic expenditures, such as salaries, later in the year. 2 8 

A significant number of local officers lack adequate training, experience, 

and skills, and there is a widespread problem with a lack of incentives for local 

authority employees. The pay scale is very low compared with the private sector, 

2 7 Although a formal analysis of this problem has not been undertaken, the 
author examined budget estimates for 10 local authorities over a several year
period and found that in no case were budget ceilings for most expenditure lines 
strictly adhered to. 

28 It should be emphasized that such extreme behavior happens largely in 
very poor councils, such as Thrkana County Counci 1 and Lamu County Council, but 
there is room for improved cash-flow management in other local authorities as well. 
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a:,l t2ere is no clear system for raises and promtions. In addition, there are 

fj p-nefits or opportunities for bonuses. Thus, local authority employees have 

little incentive to work hard, and there is substantial inertia, low 

productivity, and some degree of rent seeking in mny councils. All of these 

factors have the potential to affect service provision adversely. 

Inrxme Generation 

Several Acts of Parliament, including the Local Government Act, the Rating 

Act, the Valuation for Rating Act and the Regional Assembly Act, give local 

authorities in Kenya the right to raiseI inoone from a wide variety of sources. 

No prticular sources of revenue are reserved exclusively for specific types of 

local authorities, but wide variations in the use of many sources of revenue 

across local authorities do exist for a number of important reasons. 

Type of council and geographic location are the major factors that should 

determine the principal revenue sources of a local authority. 2 9 Municipal 

councils get most of their revenue from water charges, land rates, market fees, 

house rents, plot rents, slaughter fees and buspark fees. The very large 

mun.icipal councils are less diversified in their principal sources of revenue 

than the smaller ones. They tend to rely very heavily on water charges, land 

rates, house rents, sewerage fees and grants for teachers salaries, with very 

small percentages of income coming from all other sources. Town councils rely 

less on land rates and infrastructure-based revenues and more on plot rents for 

public land and inc-me from less capital-intensive services, such as markets and 

busparks. 

2 9 See Smoke (June 1987) for details on revenue generation patterns across 

local authorities. 
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Co_--ytv =c=-is tnd to have fewer abstantial sctzrces of revenue than the 

local aut-horities in uztan areas, except for those c=ncils that have been 

hoistricaly pei-.-_A to charge cess on cash cros or have significant aces to 

ac.ricxia land rates. 3 0 Most county cocils rely heavily on market- late 

fe and. licenses. Scre cov c c eI- have 1xs-arJes and slaughte-M_lses, 

and a few collecrt large am~ms of revenue from game reserves wi-tin their 

jursdiction. A number of czity councils also have access to house rents, poll 

rates, and a wide variety of other sources of revenue. Ym of these, ho6c)er, 

are often very unprductive or unreliable. 

The geograic location of local authorities also has a significant imact 

on their revenue couposition and capacity. Given the diverse a_eco-iogical 

conditions in Kenya, location is a prie deerminant of econcmic base. Thus, it 

also deterines the forms of ecrxnic activity that generate public revenues. 

Te fertile areas in the cen-tral and western hiqJlands are very productive, and 

agriculture-related taxes te.'4 to generate significant aIa.rits of revent'e. 

Merket fees and various tpTes of cesses are excellent sources of funding in these 

areas. in ruch of the rest of Kenya, agrioultural cpportn.nities are ore 

limited. Even thogh rarket fees may still be iio rtant for the local authority 

in these areas, they are often nuch less productive than in more fert-ile reions. 

Seni-arid areas tend to be more dependent on livestock than on crcps. conditions 

pe-ntt2ing, lives' ck-related taxes, such as st ck auction and slaughter fees, 

can be very inportant to councils in arid and semi-arid areas. 

30Cess is an ad valorem wholesale tax on agricultural production. It has 
historically varied across crops and districts, norrally in the ra-nge of one to 
three percent. Cesses are charged only on produce sold through markezing
boards, who collect the revenue and remit it to the local authorities. The 
Ga7'erfernit is in the process of sa-_iardizing cess to a rate of one percent on a 
fixed set of crops in all districts. 
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~~-~ir R-s~ GneratIcnevenue 

wide variety of revenue sources enjoye by
Given the legal access to a 

dire avene-e.
i.a 1 in reve-nue generaton an: inagesau0-horties Kenya', 

that have an inadequate revenueLhouid pose rajor prcblens except in areas 

base because of Poor agroecolcgical conditions. in reality, a majority of local 

revenue generation problems.aut-horities experience significant 

Elasticity ve-rs Stability 

for local authorities is the relativeOne of the principal revenue problems 

nts of their revenue bases with re;--pect- to
inelasticity of eztLn -rajorcmrieon 

t g.-ro, of Ln=mve, prices, and pop-!at-ion. . 1thaxth there have not been 

for -! s-,-.ies to esziatae elas-ticities, there is plenty of evidemi- to suggest 

that reve.-re Lnelasticity is a sig-ificant p-clem. Same irportant sources of 

c forard house rents, are amost letely fixe revenue, sch as land rates 

Even though valuation rolls are supposed to be
sigrificant periods of tim. 

are long delays in this process. Iocalundated every five years, there 

interim rate increases between revaluations,authorities are pernitted to impose 

but this is often difficult for political reasons, so that the revenue yield fran 

or more, except for smallland rates remains essentially static for five years 

most local au-horitiesadditions to the base from 5.pplem-t"ary valuation rolls. 

do not en- lay their own valuer, so they rely on the Ministy of Lands and 

staffed to deal with the enormous workload in a timelyHousing, which is not 

oned-a.nuJp-oved site value,fashion. Fah-d-ere, valuation Ln Kenya is o so 

that the property tax base does not gra., substantially with increases in lccal 

econauic activity. 
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Otbher local taxes, such as market fees, are partially based on the level of 

ecnrc activity, but they are almost always specific (per =irt) rather than ad 

valoran charges, so that the revenue derived from the ta-xas grc-s slowly as the 

volume of trading grows. T-s problem is exacerbated by the failure of many 

local authorities to raise their per unit fees regularly as the cost of living
 

goes up, a problem largely due to local political constraints on raising local
 

taxes.
 

The elasti.city of certain local taxes in an
Kenya displays asy=netry not
 

normally observed in developed countries. Market and sltock auction fees, for
 

example, are dependent on the level of trading, which would be expectid to be
 

dependent on the overall economic conditions. As noted above, the fact that 

many agric-'tre-related taxes are fixed fees rather tha. ad valorn, liriTs 

their responsiveness to ecormic upr-ings; never theles, they do grow during 

these periods due to increases in sales. During downtrns- in econcamic activity, 

however, the yield from these taxes appears to fall dramatically. Thus, in years 

when there is a carp failure or low animal sales because of dr ht or disease, 

the volume of revenue can be substantially reduced. This is especially 'a problem 

in semi-arid areas where the arrival of rain is uncertain. 3 1 

The observed asymuetry of local tax elasticity may be a problem even with 

taxes that are generally presumed to be relatively stable, particularly under 

extrem econcic conditions. This could be due to the limited role of formal 

sector savings in many parts of Kenya where people lead subsistence-oriented 

3 1 1t could also, however, be a problem even in relatively wealthy
agricultural areas during serious floods or droughts because of the extreme
depFe-ndence of scie local authorities on one or two main ofsources revenue. Some 
of the county councils, such as IIranga and Meru, who have access to cess on
valuable crop ray get 40 50 percent of their annual fran coffeeor income or 
miLaa cess. These councils are so dependent on this revenue that a serious crop
failure could possibly reder then insolvent. 
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!i-fv--.les. If L-K m is reduoed either directly or irdirectly because of a 

d_-'watic drop in agrica!1tu a prccaction, pecpie may not have funds available to 

pay land rates, business license fees, cha.rges for water services, and other 

local taxes. This sit-ation can have a draratic impact on local revenue 

yields. 

The problem of local goverrmerrt revenue instability can be clearly 

dEz-ars-ated by recent events. There was a serious drought in Kenya in 1984 

tr-ing which agricultural prouction fell by 3.7 percent from the previous year 

arr gross domestic product increased by only 0.9 percent, the lowest figure 

rrzorded in post-independence years. This did not affeat the growth trend of 

- go,'-_. t rze rrent rveres ---r: e>z-dituras greatly. Ln spite off the 

dc-or=.,ine..c. a=zivi-y, revenues rose by 10.4 percent between 1983 and 

L984,_.9... " t- 209-59 t z-zi, 6-"lion1-;ile e~z ndiz-es rose by 20. 

percent, f-r, 984.58 to 1091.32 million pounds. 

During the same time period, the local authority revenue base was greatly 

eroded. Fhzicipal concil revenues fell by 11.1 percent, fran 52.73 to 46.89 

riL0lion pounds, and expenditures fell by 19.0 percent, fram 50.55 to 40.93 

rillion pcwxis. Other local authorities, primarily county councils with 

jrxisdction over rural areas, were even more dramatically affected. Their 

income fell by 36.2 percent, from 12.94 to 8.26 million pcunds, while 

ex>nrditres declined by 38.6 percent, from 11.6 to 7.16 million pounds. In all 

cases, local authority revenue and exreniditure increased significantly in 1985 as 

the country recovered from the drought. 32 Similar patterns of instability can be 

fcund in an e:-riartion of a longer trnd of local atho:;it finp-nce. 

32These data core from various years of the Economic Survey, an annual 
report published by the Central Bireau of Statistics of the Ministry of Planning 
and Ecornnic Develcpment. 
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Mhe a retric elasticity of key local revenue sources creates serious 

pr'l for the local authorities. In good economic times, expenditure 

-vmercial ac-vities andreqirernts may greatly increase with the growth of 

yields can plumret, particularlyDu)ring econcmic crises, revenue 

population, but revenue does not. As a result, many Yenyan local authorities are 

faced with groving deficits each year, even when the econxwy is flaurishing. 3 3 

for those 

sources related to agricultur-al and livestock production. 

Roemu-Dpeni-nre Linkages 

The issue of revenue-expenditure linkages is a very complex one in the 

case, and the situation again varies greatly across local authorities.KeNyan 

Because most sevices are not assigned by the central govenment per se and most 

sources of revenue are allowed to all local authorities provided the proer 

seem that there should be difficulties inclearances are btained, it does not 


obtaining a correspondence betwen service provision and sources of incm.
 

Unfortunately, the situation is not nearly that simple.
 

Mny of these services provided by councils in urban areas can be financed 

by charges if the charge levels are properly set and the revenue is actually 

collected. land rate and license income should go a long way towards covering 

the costs of rost services for wich charges cannot be made. Some of the largest 

mnricipal cincils have additional responsibilities for health and education. 

The latter is largely financed financially by generous grants for teachers 

salaries frmn the Mnistry of Education, but health is the one service where 

Costsignificant problemrs might be foreseen because of an inability to charge 

found that less than half of the local authorities among3 3 Smoke (June 1987) 

26 studied ran surpluses on a regular basis. 
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recvering fa and a lack of aid from the cental govermn _t. In general, 

however, thezre sems to be a fair'y good correspxndence between services provided 

by nicipal councils and their sources of income. Ths correspondence, however, 

breaks dom. because of institutional, renagerial, arnd political constraints. 

In the ruzra! coAciis, the corresoonience between expenditnres and incane 

is ch less appare-r. Mre are few fee-for-service type activities in many 

co=ry conc is, an-d sawe of the major ones, such as water and veterinary 

services, often require susidies. Furthermore, local authorities in urban 

areas all have access to land rates, but has historically been no general and 

productive source of reverie available to all county councils except license 

fees. Scue con-ty concils hwve had land rates, others have had agricultural 

cess, a few have had both, and still others have had r)either. 71.is sitaation is 

being par-ially rectified by the orgoing stardaxdization of cess, ut land rates 

are still used only by certain county councils. The situation is further 

c.licated by the sae irsitutional, managerial, and political constraints that 

plague muicipal c=ncils. 

An important reveue-eenditure linkage problem in Kenyan local 

authorities is that cost recovery is- often very poor. Certain services that 

should cover costs thugh fees do not do so in a substantial number of local 

authorities. 3 4  Furthermore, the taxes, fe, and charges levied by a particular 

type of council vary dramatically across local authorities. It is not unusual, 

for exanple, for two county councils with similar characteristics to charge very 

different fees for the same. license or service. Although there are sometimes 

3 4 Smoke (June 1987) fcr-,d that few ccunty councils generate surplus revenue 
on any of the services they provide. A sirple majority of municipal councils 
studied run surpluses on many of their services, but a significant minority run 
deficits even on services that would be expected to be self-financing through 
user charges, such as sewerage, garbage collection, and rarket facilities. 
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rational e\lanatiors for these variations, many of the differences seem 

arbitrary, with no apparent jus"ification on the basis of population, wealth, or 

costs of service provision. 3 5 

Efficiency 

Locad authority taxes in Xenya are not often very gene-ral in coverage. In 

s~ =anicipal councils, there is, in fact, fairly general coverage of most 

ecmic activities through a system of land rates, business and trading 

licenses, and marketing and vex-ding fees. n other urban and most rural areas, 

tax syst-r, coverage is mruch less general. In a few county councils, there have 

historically been agricultural land rates or cesses in the rural areas and land 

rates and rading fees in the urban areas. However, many of the county councils 

with agricultural land and/or production taxation have not bothere much with
 

taxes 
in their urban centers, while those lacking agricultural taxes tend to tax 

very heavily in their urban centers. 

The diversity aid lack of generality of the local authority tax base 

certainly creates the possibility of serious efficiency effects, but it.is very 

difficult to measure them. There are sicnificant interjurisdictional 

differences in both the local tax base and local tax rates that could generate 

locational efficiency effects. 3 6 This is not very likely, however, for several 

reasons. First, there are clear caltural constraints on mobility in Kenya. 

3 -5Smrmk~ (February 1987) found not only that there were enormous differen
in the levels and rates of fees, charges and taxes across local authorities, butalso that a perverse pattern sometires existed. For e>znple, it was discovered 
that business and license fees were often considerably higher in the poorest
local authorities. Ihis is probably due to the fact that these authorities do 
not have access to the more prochictive sources of revenue collected by wealthier 
councils.
 

36See Smoke (February 1987) for details. 
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y-v people rill not want to give =p their residenze or bu.,siness in their hane 

,ea even if taxes are higher than in other areas. Tis is not to say that 

large-scale indus-"iaJ investors wiLU not, to some extent, react to 

•ir tjurisdictional tax differences, bizt most larger-scale industry in 

,centrate in a few major urban centers in Kenya, and there are needed iats 

and local business tax incent_,ves in these places. Secoid, the absolute levels 

of most local tax rates and charges in Kenya are fairly low, and it is likely 

that rany people would not respond even to relatively large interjurisdictional 

tax differences, particularly if there were other more iportant considerations, 

such as access to labor or nearness to fzmily. 3 7 Despite the substantial 

differences in busiress liceznse fees and land taxes between local authorities in 

t-e same dis-rict or contigqcus districts, there i's no clear evidence of a 

migration to the less expensive area. nhird, infc..mation about tax differences 

in other districts is probably not widespread, which may )ccant for same of the 

lack of response to Lnterauthority tax differentials. Finally, many producers in 

Kenya must operate in a specific region because of the nature of their business. 

A coffee grower must operate in a particular agro-ecological zone and is not in a 

position to-move to a semi-arid district even if it has lower agricultaral or 

lard taxes. Although food crops might be grown in the semi-arid district, the 

after-tax return fron coffee or other cash crops is likely to be much higher. 

The potential for intrajurisdictional efficiency effects ay be somewhat 

greater than in the interjurisdictional case. For exaxrle, there have 

historically been great differences in the cess rate darged on different 

37 The results of a recent study of the informal sector in four districts in 
Kenya clearly show that, althaugh informal sec-or workers ccmlain about license 
fees and taxes, only three percent of the respondents in the survey indicated 
that license fees and taxes were a barrier to them in setting up their 
businesses. Detc-ils may be found in Ng'ethe, Wahcue and Ndua (1987). 
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a=.ruc.trU-al crops in the same district. These rates often ranged tra= one to 

,-hee percent, potentially inducing a fa re to sift to the less highly taxed 

=-,psif the after-tax return is higher. Again, this is p'---babiy not c=m=. 

.igher cesses are often on higher-value crops, so the after-tax retxLrn on the 

more highly taxed crops may still leave the farmer indifferet or better off. 

similarly, smetimes not al! land in an urban area is surveyed and valued, and 

there are no land rates charged in unsurveyed areas. 3 8 mis may induce same 

businesses and residents to move to unsurveyed sections of the urban area. It is 

also doubtful that this is widespread, but there are certainly some cases of it 

in Kenya. 

Dgiity 

It is difficult to assess adequately the equity of local authority revenue 

scrces in Kenya because of a lack of relevant data, but it is possible to make a 

few observations. First, it is clear that there is lit-le equity across local 

authorities. The fact that sare farmers in some districts have to pay land rates 

while those in other-, do -ot is not equitable, nor is the fact that the same 

taxes are charged at such different rates in similar local authorities. 

There have historically been vertical and horizontal inequities within local 

authorities. A local authority with stock auction and market fees but no cess or 

agricultural land rates might be a case in point. Small farmers or herders who 

sell one bag of potatoes or one cow locally in the period of a week have to pay 

fees to the local authority, but a wealthy farmer, who may cultivate thousands of 

acres of a cash crop, may pay little or nothing. This type of problem is being 

3 8 For example, less than 50 percent of the central business area in Bungcma 

Winicipal Council is surveyed land on which rates can be collected. 
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-,- -- '-ted as cotmrv cmncils take at--antaae of Gve.nt's e-_-eral pennission 

f ti-t to levy cess. 

,.nna'~ local authorities, most of the major tax revenue ccmes fran center 

c -v merchants and bUsihesren. They often have to pay land rates or rents, fees 

and carges for water, sewerage and conservancy, and license fees. PIthough they 

ay be a-mng the wealt dest people in the jurisdiction, same of their middle and 

hi.her m= counterparts who are less centrally located or located in 

un. -veye parts of the city ceter may be much less heavily taxed. In ge-neral, 

only businesses are taxed to any significant degree in many local authorities, 

and scme of them are treated very differently thin others. 

Aother potential eoity issue is relevant in ccu;,nty councils where there 

are .-- dif- _e a:r !olica!c iitions and econnic activity ina in 

different parts of the c=.,dies. In a county such as Meu, for exnpie, the 

landscape ranges fr= productive, wealthy agricultural divisions near Mt. Kenya, 

where coffee is cuitivated, to semi-arid areas in which little can be gron, with 

many people relying on subsis-tence herding for their existence. In such cases, 

fees, charges, and taxes are usually uniform across the entire jurisdiction, 

despite the tremendous divisional differences in ability-to-pay. 

Thus, there is no general statement that can be made regarding the 

horizontal, vertical, and geograical equity of local authority taxes in Kenya. 

There are clearly equity problems, bit their nature and severity differs widely 

aross local authorities. 

Peasons for Lccal Authority Revenue Generation Problems 

It is clear that the local revenue generation process in Kenya is plagued 

by major problems, including an asymmetric elasticity of certain major sources, 
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sbstantial and unjustifie variations in the use of particular revenue sounces 

and the rates that are charged across local authorities, and potentially 

signific-nt cross-ouncil inefficiencies and inequities. In addition, there 

are serious prkoblens with revenue-expenditure linkages. Mst of these problem 

a-e the result of a wide variety of institutional, legal, and political 

cortraints on the revenue greneration process. 

Central Govent C straints 

As was shown to be the case with se-vice provision, local governments in 

](enya are dependent on central goverrment ministries and agencies in a variety 

of ways. Local authority revenue souces are subject t, the approval of the 

Y-inistry of Local Goverrmpnt (KS). As a consequence of inadequate staffing, 
SerdeveJed operating procedures and guidelines, and'political constraints, 

the MG is frequently arbitrary in granting permission for local authorities to 

use certain revenue sources. Although all local authorities seem to be allowed 

to collect license fees, market fees, and a few other fairly standard sources of 

revenue, the disparity in per-mission granted to use same sources, such as, land 

rates, agricultural cess, and forest fees, has historically been extensive. Scrue 

councils denied access to proxuctive sources of revenue are much poorer than 

moretheir counterparts, or they must tax themselves much heavily from oather 

sources. These arbitrary inconsistencies in granting revenue sources to local 

authorities have clearly been one of the main reasons for widespread 

intperjurisdictional fiscal disparities. 

There are also serious problens with MIG procedures for setting tax rates, 

fees, and charges for revenue sources that it does allow to the local 

noauthorities. The Ministry, which =ust approve all local revenue rates, has 
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clear guidelines and citeria for making decisiors about local authority reques s 

for approval of fees and charges and no basis for making cauarisons acr-ss 

ouincils. Tis c-ibites to the wide variatins in tax rates, levels of fees 

and charges, and per capita collections across local authorities that were 

dsc-sed earlier, which in turn have the potential to generate significant 

efficiency and equity effects. 

Other central goverrnnt ministries and agencies have an important support 

role to play in the local revenue generation process, and they often fail to 

meet their reonsibilities in a timely manner. Sometimes a minitry is upiose 

to provide an ongoing service related to revenue generation that the local 

authorities rely on, b.-t the Ministry is unable to keep up with its caznit-nts. 

L au.hority land, for e-.-_.e, is -pcsed to be revalued at least every five 

years, and supplaentary valuation rolls are supposed to be prepared every year 

by the Mirnisty of Lnds, Housing and Physical Planning. The MFIZH, however, is 

years behind sc-hedle, and same local authorities sdeduled for revaluatorA.s in 

1985 or 1986 are still waiting for tlhem to be conducted. In other cases, a one

time service is provided by a specialized office or ministry of the central 

government. The Office of the Attorney General, for exanple,- is required to 

prepare and approve the local by-laws that give the local authorities power to 

undertake certain of their functions, such as raising revenue frco a specific 

source. Sametimes, it takes years for these by-laws to became operational. In 

addition, local authority costs can be inflated by salary decisions made by the 

Public Service Comission or the Industrial Ccurt. 

k-nother prbl, faced to sc-e extent by mcst local authorities in enya i s 

the delinquancy of central govexTunt agencies and parastatals in su--ittirng the 

taxes, charges, and payments they cwe to local authorities. In scwe cases, 
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hillings by theselocal authorities 	claim to be owed millions of Kenyan 

2 9 First,delinquent groups. The problem see to persist for several reasors. 

the claiJ-s of local authorities are sax~tiMes disputed by the aleged defaulter 

not been properly resolved, even after many years. 4 0 

and the disputes 	have 

Second, GOK ministies rarely budget enough money for their district offices to 

be able to pay for such local authority services as sewerage and water and for 

lieu of land rates. Finally, local authority officers lack effective 
pay rnts in 

The local authoritiesauthority to enforce the collection of such revenue. 

supplies of such services as schools, prisons,cannot easily turn off the water 

and hospitals, and they canrot force central government ministries or other local 

a localauthorities to pay for such services. In some instances in which 

debtor local authority or parzastatal to ccrt, the
authority has tried to take a 

is not good to' involve a sister local
MLC has intervened on the grounds that it 

authority or ipo-rtant parastatal in litigation. 4 1 in essence, this revenue has 

become uncollectible frn a practical point of view. 

Finally, the central gove-rnment has failed to deal with the issue of poor 

local authorities. Many of these councils, which are expected to perform the 

would be unable to generatesame basic functions as other local authorities, 

sufficient revenue to dischrge their responsibilities even if other constraints 

3Smoke (July 1987) found that officials in 16 of 26 local authorities 
offices and parastatalsstudied cited non-payment of taxes by central government 


as their most significant revenue collection probleri.
 

4 0For examle, the Nairobi City Canission claims to be owed in excess of
 

Ksh. 500 million by the cent-l government and parautatals. nach of these
 
This parastatal also ccpies nearly


arrears are attributed to Kenya Railways. 

25 perc-Tt of the land under the jurisdiction of the Karatina Town Council, bt
 

has not paid land rates for uany years.
 
4 1 For ex le, the linistry has forbidden Kisii Municipal Council to take
 

Gusii County Council to court in a dispute aver arnual unpaid land rates that 

account for one third of the municipal councril's tor-al annual land rate revenues. 
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were reIaxed. Ther --used to be a s..bstpatial .,,,st of grants to the local 

authorities during the colonial period and in the 1960s after independence was 

established. For example, between 1964 and 1969, grants to all county councils 

ranged fr" 21.3 to 30.1 percn,t of their total ex-penditures. 4 2 Grart prcgr-ais 

to local authorities have been gradually eliminated sino , 1970, and n only two 

grant prograns of any iortance ex-ist. The major one is the Ministry of 

Education's grants for teachers salaries, which go to the large municipalities 

tat have retained responsibility for education. In fiscal year 1985, 70 percent 

of the 14.3 million Kenyan pouds in central government grants to local 

authorities went for teachers salaries. The other grant program is made "r-m a 

srall annual allocation to the Minister for Lccal Gover=.n-nt to assist "nedy" 

councils. There are no specific criteria for defining "needy," so that the money 

is distributed according to the Ministry's judgement. 

ij~gi Issues 

lack of legal enforcement authority can greatly cons-rain revenue 

collection, even in those councils that are adequately staffed. 4 3 As noted 

earlier, sae local authorities do not have p,,per by-laws for same sorces of 

revenue due to forces beyond their control. This is a problem especially in 

places where residents are aware of the lack of by-laws and refuse to pay the 

tax in question. 4 4 

4 2 Clebath (1974), p. 69. 

43Smoke (July 1987) found that officials in 17 of 26 local authorities cited
this as a major revenue ollection problem, and that there uas evidence to 
suggest that revenue collection inpraved substantially when enforceent was 
provided by the Kenya Police, who are under the central govenment. 

44Turkana County Council, for example, submitted by-la to collect trade 
licenses and hawkers fees in mid-1985. Such by-laws are fairly standard and 
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Even in places in which prcer by-laws are in place, local officers lack 

strong lEg-l authority to collect sae sources of revenue and the legal 

machinery for collection is very cmplex and curbersme. The priray exanple of 

this is la)d rates, which is one of the most important sources of local 

authority revenue in Kenya, bo-th in urban areas and rural areas where it is 

permitted. here are certain tir local authorities can do to enforce land 

rate collection, such as require tenants of a plot in arrears to pay re.t to the 

council instead of the landlords. However, in addition to being politically 

difficult to inplement in same places, the power of force is not really there. 

The local authority itself cannot fine or take delinquent taxpayers to jail, nor 

does it retain the power of sale for serious defaulters. It ntzst operate through 

the national legal systrm, wnich has several disadvantages. First, there are 

long delays in the legal system, and recovery of revenue usually takes a great 

deal of time. In addition, most local authorities cannot afford their own full

time advocate, and they ist therefore hixe one to represent them. .eT, costs 

are often so high that they are not covered by the revenue that would be 

collected in a successful case. There are also several instances in which 

lawyers have kept all of the money recovered from those prosecuted by the local 

authorities. In such cases, the local authority is faced with the undesirable 

choi,,:. of instituting further costly legal proceedings against their counsel or 

sinply dro-Lng the matter to minimize their losses. 

Local Is 

ILcal political pressure can have a major irpact on the ability of local 

should not have taken a long tire to review, but approval had not been received 
by late 1986. Officers of the council reported that the local people were aware 
of the lac: of approved by-laws and were refusing to pay the required fees. 
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authorities to raise taxes and collect revenue. Tis problem stms fr the 

inive_-sally upplarity of taxes and the need for councillors who wish to be 

re-elected to be popular. As a result, there are cases when councillors 

intervene in an attempt to prevent water fra being turned off for default on the 

water/sewerage bill, to prevent tenants frc. being evicted for not paying rent on 

council-owned housing, etc. 4 5 Councillors are often reluctant to raise taxes and 

diarges, even if they have not been raised in scme time and the council is 

rrnning persistent deficits. This is true not only because of the popularity 

issue, but also because ccx illors are scmetimes major landwners or prdtaent 

businessmen in the local area, arxi they see the higher taxes as having a direct 

negative effect cn them. All of these factors can greatly undxeine revenue

expeniture linkages. 

Despite official conderation, rent-seeking behavior is likely to be a 

problem of varying degree in many local authorities. Because of the lack of 

enforement and revenue cortrol in many local authorities, it is relatively easy 

for revenue collectors to pocket some portion of the cash that they collect each 

day. Se-ior local government officials may be aware of these abuses, but are 

reluct"nt to take action because of local political pressuzes, because the 

procedures for hiring and firing employe are so cumberscnae, or because they 

themselves are also involved in such behavior. 4 6 

Finally, the weaknesses in local govenment administrative procedures and 

operations that were discussed earlier with respect to service provision 

problems also have a major iarpact on the collection and use of revenue. In 

45 Smoke (Ju-y 1987) found that these types of problems were reported by 
acis -ative officers in 8 of 26 local authorities studied. 

46Officials in 9 of 26 local authorities visited by Snoke (July 1987) 
admitted that cor ption was a serious problem in their councils. 
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gen -- , the sys--m of record-keeping in local authorities is inadequate. .or 

and inaccLrate records keRpt on council fin-ncial transactions lead to poor 

revenue collection and control, and irake it ven, difficult to plan for the future 

and prepare revenue es-ates. Data on specific revenue/activity at particular 

revenue collection sites, for exarple, would help the local authority officers to 

monitor and project their revenue trends for that source of revenue more 

accurately. This type of detaile data is very rarely kept. Revenue collection 

is also hindered by other management practices. For example, proper internal 

auditing and cross-checking of records are lacking in most local authorities. 

The resalt of the problems and constraints outlined above is that a 

rajority of local authorities in KYenya are stuggling to make ends meet, and sre 

have been for rr:y years. Yzny consistently rm deficits, and a significant 

number are heavily in debt, winch they are unable to r6pay. Access to capital is 

inadequate, investment in inrastrucn-te is generally low and maintenance is 

poor, and many services are of low quality and are provided at insufficient 

levels. 

An Agenda for Reform 

It has been suggested that the pattern of services provided by the central 

goverrnint and local authorities in Kenya is basically rational on economic 

arcunds. There are a few services for which reonsibility is not clearly or 

rationally assigned or self-assigned, but the basic division of responsibilities 

is normally reasorable. Local govenments in Kenya also have legal access to a 

wide variety of revenue sources. It has been demonstrated, however, that there 

are in reality"significant problems with both service provision and revenue 

generation, largely due to intergoverrmntal and institutional problems, and 
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adinristrative arxd managerial cons-t-aints. The situaticn could be significa tly 

improved by a series of integrated reform masures, sane of the more inportant of 

u.iih are outlined below. 

Service Provision 

It was noted earlier that certain services, such as water and veterinary 

services, were provided by both central and local governments without explicitly 

followed guidelines to determine this assig-mnt. Given the importance of these 

services and the fact that presezit arranaents do cx t ensure for adecuate 

provision in some local authorities, clear guidelines should be developed for 

assiging such serzices to particular levels of government. 

The c-rnt lack of central gove.rPrnt standards for reviewing local 

au-Leri h - ijn arbitra_-v, decisions thLat my] f--rateb--ntary aloato -L~ts 

the ability of local authorities to spend at a level coeznsurate with local 

service demands. Te Ministry of Local Govenrnent should develop guidelines for 

approving ependitures levels based on local needs and exenditure trerds. 

While mot local authorities in urban areas have significant service 

responsibility, many of the rural local authorities have limited functions, as 

noted earlier. 4 7 A strong case can be made for defining a productive role for 

county councils to augment their u-arent responsibilities. Enhancing the role of 

county councils as maxketing and distribution facilitators, for e xmle, would 

give them a useful role to play as well as provide an important service presently 

47Sore might argue tJ-at couin-v cuncils, palricul~r41 the fainl" iractive 
ones, should be abolished and their few responsibilities turned over to the 
central gover-.rnt rinistries. 'Bis would not be desirable, however, because of 
varying cross-caun-il preferences due to different economic bases, the limited 
resour of the central goven-mient, and the geographical rmoteness of some 
axras. 
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councils currently facilitate ma-ketinglacking in Kenva. Althoh most county 

many of thesethrough the provision of markets and stock auction yards, 

one or a few major trading centers that may befacilities are located only in 

inaccessible to many district residents. Also, there are no good sources of 

basis available in Kenya.=rrent marketi~J/price information on a decentralized 

collecting and distributing weekly information on the availability and cost of 

goods in the districts would help people to decide where to buy and sell their 

products. This type of service could have an iportarrt inpact on private sector 

development in the area. Development would be enhanced further if county 

councils could take responsibility for improving impassabie rural access roads, 

inputs andu.ich presently hinder the distribution of both agricul- !xal 

agricultural products grown in their districts. 4 8 Improvemi;t of trade in 

would give a major boost to cot-y council self-sufficiency andparticaar areas 

their ability to provide services because most county council reveni.es are based 

on private-sector trading activity. 

Revenue Generation 

There are sev,. al major revenue generation policies in Kenya that will need 

in order to insure that localto be imleirented by the central government 

authorities can effectively play a significant fiscal role. First, authority to 

sources of inccue should be extended to all applicable localuse existing 

authorities, unless there are special ciromst-nces that suggest ortherwise. The 

cess to all rural localGovernment's recent action extending agricultural 

48The results of a recent study of rural-urban linkages in Kenya (Bendavid-

Val, et. al., 1988) suggest that poor access roads and inadequate marketing 
in the rural areas are the most significant constraint tofacilities/information 


the timely distribution of agricultural inputs and production.
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authorities will be a iportint step in the right direction if it can be 

successfually iplemented. 4 -9

The extension of land rates in urban areas is another step that should be 

taken. Every effort must be made to survey fully all of the central town areas 

of local authorities to alleviate the inefficiencies and inequities discussed 

earlier. Furthermore, as part of its efforts to expand the use of urban land 

rates, the Goverrme.nt should consider options for taxing iaprovements. There is 

a great deal of debate on the issue of taxing the developed value of land. A tax 

on improvements is likely to increase revenue yields, and it may imrove 

efficiency to the extent that more developed land makes more intensive use of 

sa.rvices financed from. land rates. There is also the possibility that a tax on 

i.ruverpn-ts will be more vertically equitable. The use of an i=roveants base, 

however, ray tend to discourage intensity of land use and to encxirage the 

speculative withholding of land from the market. Research in Kenya has suggested 

that a limited movement to tax the developed value of land would be productive, 

at least in a few of the largest municipal councils. However, there would be 

49An alternative to allowing more uridespread use of cess that might be 
pursued over the longer term woul.d be to abolish all cesses and substantially
upgrade the use of rural land rates. In rural areas, a few county councils do 
have rates on agricultural land, but most do not rely on this source of revenue 
to any significant extent. It essentially taxes the same base oess;as 
therefore, the two should not be used together. Cess is based upon the value of 
output sold, possibly creating disincentives for production. Iand rates may
have the proble of being regressive, but they are more stable because they are 
based on the value of the land and are less likely to decline in low production 
years, except to the extent that scne fanmers/landners do not have cash income 
sufficient to pay the tax. In addition, collecting a fixed rate land provideson 
an incentive to produce as much as possible, because any earned surplus over the 
value of the rates will be kept by the farmers as profit. A problem arises in 
that land rates are very difficult to collect without proper cafor eent 
authority and adequate collection pe-sornel. Because of the sib-tantial 
administrative costs and problers associated with land rates, cesses are a more 
reasonable short-term solution to the revenue problems of rural local 
authorities, despite their potential lack of stability and efficiency loss. 
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major aCiniin--tive problems to overcae, which richt be insuntable in the 

hcr--ten-. 5 0 More research on this issue is reqr. 

Gove-menzt efforts to rationalize the use of exist-ing taxes should include a 

cmrehensive review of all fees, charges, and taxes used by Kenyan local 

authorities. On the basis of that review, the MLG should issue guidelines for 

local authorities to use rates and itself toin setting revenue for the Ministry 


use in considering revenue rate requests. License fees should be set within
 

cerxt-ain nds that would vary by profession, type of local authority, and 

wealth of local authority. Many types of fe and charges levied by local 

authorities should be differentiated on the basis of size, location, or other 

basiness characteristics. These actions would redujce inequities in fee levels 

across professions as well as streamline the schedule of fees and charges. 

Another possibility might be to charge license fe on the basis of volume of 

business instead of type of profession or trade. Finally, sam types of 

cccpercial and professional service providers are currently not required to pay 

any license fees, including certain wealthy professionals such as doctors and 

lawyers. Tis exclusion should be revoked because there is good ecnicno 

basis for it.
 

User charges, which at present frequently fail to cover costs, should be set 

at least high enough to cover relevant costs unless there is adequate 

justification for the subsidization of particular services and a source of 

subsidy funds has been identified. in order to assist local authorities in 

setting user charges properly, the Governent should develop measures of cost 

effective-ness and standards for the provision of local authority services. These 

would also permit the identification of excessive spending labor and materialson 

5 %ahl ard Mant, (1976). 

45 



for specifi: services, e-abling action to be taken to adjust costs to a 

reaso.nable level. 5 1 

Tax rates, fees, and charges must be reviewed on a regular basis. As noted 

ear-ier, the failure to revalue land regularly and to increase fixed fee charges 

is a significant cause of the inelasticity of the local authority tax base in 

Kenya. Sae fixed-fee local taxes could be rade ad valorem, while others could 

be indexed to the increase in consumer prices. These maasures should increase 

the elasticity of the local tax base substantially. 

In many areas, it will be necessary to provide access to additional sources 

of revenue even if the revenue reforns suggestued above are inplemented. The 

instition of a local authority ser-vice levy in early 1989 should prove an 

important source of revene, particularly for many urban local authorities, but 

data are not yet available to ev-luate i-s i_,=ac. 5 2 

An important potential source of revenue rarely used by local authorities is 

tcurism-based levies, such as a bed occupanc, tax. 5 3 Such a tax could have a
 

significant inpact on local authorities in tourist areas, 
 where substantial 

expenditures are often made on infrastructure for tourist facilities. Allowing 

more local authorities to be water providers, to the extent it is feasible to do 

so, would enhance their revenue capacity, as would more widespread use of other 

5 1It is i-portant to recognize that this may cause other problems. For 
exale, many local authorities are likely to discover that they enploy more
people than they need for service provision. Although it may be politically
difficult to dismiss excess staff, it ray at least be possible to use them more
productively in another position. 

52Ths tax is a controveri al fixed fee paymnent that varies with incmrelevel deducted monthly from all salaried enployees. All businesses also pay amonthly charge. it is discussed in greater detail later in this paper. 

5 3A tworist tax also has the advantage of allowing local authorities toexport a portion of their tax burden to nonresidents, who in this case are often 
relatively wealthy foreigners. 
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revenue-generatig activities, such as housing estate, slaughterhouses, 

buspars, and hotels. In saae disricts, it would be possible to develop new 

game reserves as a source of -evenue for conty couils. 

There are also a number of other smaller or special sources of revenue tt.t 

have not been tapped by rany local authorities. Ciar for parking fees and 

other automoile-related taxes in urban areas are one example. Others might 

include g-razing fees for livestock and special assessnents for specific capitl 

projects in areas where there is ability to pay for such projects. An exampl, 

the latter would be apportioning some of the costs of road develo=ment to 

adjacent plot owners, a policy which has been applied successfully in some arCu:. 

of Nairobi. 

An alternative approach to allowing local authorities sa-e of the above 

sources of revenue would be to give then the option of adding sace small local 

percentage to centr-a goverrnment taxes. As long as the existing central 

government tax rates are relatively low, a small local add-on will not be very 

dirstortive, and would be very productive for local authorities; furthermore, 

centralized collection is, in many cases, more administratively efficient thar; 

local collection. One possibility might be to allow local authorities to add 

small percentage to the national sales tax. Another possibility would be to 

allow local authorities a small percentage of the motor vehicle license fees 

and/or the motor fuel tax. Scne portion of this revenue could be used for rcl 

construction and maintenance, a costly service which most local authorities dr, 

not have the resources to provide adequately at present. 

The central goverruent should ensure that adequate re-surces are availa&)]. 

to local authorities for capital ,Ypenditures. Qirrent efforts to reform thr. 

Local Goverrlent Loans Authority along the lines of a conmerially viable 
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mr-.icipa! develcpment bank are a step in this direction. 54 In conjunction ith 

this, it is necessary to think about dev-ising a reasonable plan for dealing withn 

the local authority debt problem. Forcing local authorities to pay back their 

outs-.ing loans fully to the Lom Goverrnmnt Loans Authority is not 

necessarily the solution to the prole, and it ray not even be possible. It 

shoid be recognized that many of the outs-tanding, loans to local govenr-ents are 

old and were the reilt of the poor plaining, lack of management skills, and 

perhaPs di-shonesty of local authority and/or Government officials who ray have 

retired or changed jcs long ago. Sae of these loans were used to finance the 

construction of assets, such as roads, hospitals and schools, taken over by the 

central gverTment in 1970. There is also the issue that local authorities are 

owed large sums of money by the central goverrnent and parasItatals. The 

financial c2= cf both sides are in scra cases so enormous that full repa- _nt 

on either side may be extrmely difficult. It seems likely, therefore, that 

Goverrm-ent ray at same point need to work out a loan forgiveness and/or 

rscteuling plan that is fair to all parties. 

Any scheme for loan forgiveness or reheduling should reward those ccuncils 

that have done their best to service their debt and, at the very least, not 

unduly penalize those that have been unable to pay. In same cases, however, it 

may be possible to demonstrate that same relatively well-off councils have failed 

to make payments due to negligence or corruption, and these councils should be 

dealt with more severely. 

came elements of the donor cunrniity interested in strengthening local 

authorities have considered the po-oity of devising an arrangement for 

547e Government caiissioned Price Waterhoise to do a study of the options 

and to make recommendations for reform. 
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helpi-g to repay central goverMnlet and/or pa-astata! debts to local authorities 

or, the cirrition that local authorities then repay their deb-s to the central 

gover-,ent. This could be done, for example, by attaching a conditionality to a 

new loa-n rade by a donor to Kenya. Before the loan is applied for its intende 

purpose, the central government could use the funds to settle its debts and 

perhtaps those of the parastatals to the local authorities. The local authorities 

would be required to use these funmds for the purpose of settling their 

outstaning debts to the Iocal Goverent Loans Authority arnd other central 

government institutions to which it is indebted. The LGLA would not be allowed 

to use any of these funds that are owed to the central governrment-they would be 

iately credited to outstiidng LGIA loan accounts with the Treasury. 

A plan of this nature wvuld not cpletely erase the debt problem becuse 

sae local authorities may owe the central government more than the central 

government owes them, and vice versa. It would, however, reduce the magnitude of 

12itergove-rnm-rtal claims, put many local authorities in a better financial 

position, and help to recapitalize the Local Government Loans Authority or the 

institution that eventually replaces it. The local authorities, the cnitral 

government, and the parastatals would still have various claims on each other, 

but the only case in which debt would have increased would be that the 

parastatals would owe more money to the central government to the extent that 

same of their debts to local authorities had been paid with money lent to the 

Treasury. 

Even if local authorities improved revenue collection and were granted 

aditional scurces of revenue, there rarains one issue that the Government of 

Kenya has not attempted to solve: sane local authorities are so impoverished and 

have so few types of economic activity that they will remain in poor financial 
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sh;zpe ever ith "±--.r,,e atira:ion and new sauces of revene. A'thou 

the-e are grants to needy concils provided by the YZZ for sare of the very 

poores-t councils, there is no -static way of measurirg such need and 

&.ane ling grait funds to these cmncils. In the interests of equity and to 

ouar-_a-tee basic service p-ovision, a systen needs to be developed to allocate the 

scare gant resrces of the MLG to those local authorities who need it most. 

In the absence of such a systen, the likelihood of using such grants imrpoperiy 

is greatly increased. In addition, the grants cu-T-entlv being given to needy 

local auathorities are in many cases only nominal sums that do not go very far in 

helping these local authorities solve their revenue problems. 

he needed Lntergover-anza cys-	 in a variety ofaid ould be designed 

way. It ight, for exla, be a traj.sfer proaim that provides dire-t gr-ants 

to local authorities from central goverrcent revenues on the basis of a fomula 

that 	rewards tax effort and limited fiscal capacity. Alternatively, there cold 

tax-sharing syst whereby certain peroentage a nationalbe a n a of tax or taxes 

is remitted to local authorities acording to same reasonable distribution 

criteria.
 

Inrtitutional Reform 

Major intergovernmental and institutioral factors have the most dramatic 

impact on the ability of local authorities to perform their fiscal functions. 

Most izportantly, restrictive, c=.-.bersne, and inefficient policies and 

proCedures in the MIL can cause or further complicate same local authority 

probleirs, as detailed abo.ve. Th conjunction with the proc=z of ida~ risng 

procedures discsse-d above, the goverm-cent siould improve staffing and training 

in the MIL to facilitate more rapid and stardardized processing of local 
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goverrirnt requests and su-nissiors regarding buaget estirates, schedules of fees 

and c-harges, by-laws, n-!ovrent decisions, etc. To the extent pexritted by the 

Local Goverrnent Act, there should be greater delegation of authority both within 

the MG and among the MLG, the Provincial Local Goveriinent Officer, and the local 

authorities. This will allow for greater administrative efficiency in both the 

KG and the local authorities. 55  Only if revenue possibilities and e>penditure 

and employment reuIremnts are understood more fully will it be possible for M.G 

to make good decisions on local authority budgeting requests, and reform is 

clearly recqaired for this to happen. 

The Government should encourage local authorities to take advantage of the 

provisions in the Local Gover-nt Act that allow them jointly to provide 

mutually beneficial services. Most local authority officials are aware of these 

prroisions, but seem reluctant to take advantage of them even when there are 

situations in which their councils could clearly benefit from them. isIt up to 

the Ministry of Local Govenment to take the lead in educating local authority 

officers about the possibilities and procedures for exploiting the opportunities 

available to them in the interests of greater efficiency. It would be possible 

to devise some incentives to encorage interjurisdictional cooperation in cases 

where it is appropriate. 5 6 

The capacity of other ministries that work with local authorities should 

also be augmerted. Insufficient recurrent resources and inadequate staff are the 

5 5 It my be necessary to consider options for reforming the Local Government 
Act because some of the provisions of the Act can be conservatively interpreted 
to proscribe meanirgful decentralization. 

561t would also be efficient in sore cases to use the regional development 
authorities to facilitate the provision of certain services over ualtiple local 
authority jurisdictions. Sne. additional regioar development authorities may
need to be created to serve areas where they do not currently exist. 
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prini:Pal reasons for s- of the prble- discussed ear-iez, sucn as the delays 

on ztne part of the MiY.n--_ry of Linds, Housing- and Physical Plaming in revaluiy-g 

land and of the Ministry of Water Deelopent in approving p-ars for water
 

projects.
 

There is a lot of unrealiz pote'-itial in the District Focus for Rural
 
-
Developn strat, and the cent-al government should try to tap it. in recent 

years, there has been nuch closer interaction between local authorities and the 

pmvincial administration because of the District Focus, but ruch more effort 

needs to be made in this direction. Although local authorities ray feel 

rnfringe .uponby District Development Comittees, there are certain irportant 

advantages to havinc a close relationshicr with the provincial admLnistration, and 

the goal of cordinating al development projec--s in the districts is a worthy 

one. For the strategy to be nore sucoessful, however, the relationslhip between 

local authorities and the District Development Cmmttees must be clarified, and 

a well-articulated set of guidelines for inter-council cooperation and 

coordinat.ion should be developed. he DDCs could also help local authorities to 

obtain financing for certa.n types of projects. If a more effective and ' 

we1-defined role for the DDCs vis-a-vis local authorities can be developed, 

great benefits for residents of both the local authorities and the districts in 

general may be realized. 

Local Manaerial Reforrs 

1hatever other step the Government may take to strengthen local 

authorities, it will be necessary to deal with administrative and managerial 

constraints if the local authorities are going to be able to operate effectively. 

Irproving service assignment, instituting new sources of local authority reenue, 
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and streaniining ?G procedures will not have the intended effect without an 

iL-rovempnt in the way local authorities are managed. Some of the needed reforis 

can be initiated by local authorities, but suppo and incentives frai the 

central gove.rm-nt are likely to be required in many cases. 

As discsse earlier, accounting procedures in Kenyan local authorities are 

unnec saily ccuplex and diverse. They should be sinplified and standardized to 

facilitate better financial managawnt, so that reliable financial information is 

available. 5 7 This implies that auditing of local authorities by the central 

govexent mist also be conducted in a nore timely fashion. 

The !IG and the local authorities should jointly devise and institute 

better revenue and expenditure control management techniques, including budgeting 

and planning, cash flow r.nagknt, and stenthening the role of the internal 

auditor. These procedures should be irpleTented on a rationally designed, step

by-step basis. There is no sense, for example, in requiring local authorities to 

prepare three-year forward budgets if they are still unable to prepare a single 

year's buxdget pr-cpely. 

The central government should intensify its efforts to train local authority 

officers and employees at all levels, and should formally institute relevant 

training for councillors as well. The training should be on-going and, in some 

cases, on-site in order to have the best possible impact. Incentives for 

promotion and advancement as well as penalties for dishonest behavior should be 

irplnemnted in an effort to increase staff productivity. 

5 7The PZGPP should use the new accounting system to develop a time-series 
database on local authority finances. This type of infornation will facilitate 
the work of the Ministry in m.nitoring the financial position of local 
authorities, developing guidelines for setting tay rates and charges, and 
establishing revenue colletion targets for the councils. 
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nhe diff iculties of reverre collection are p)Dozabiv the rost cr-irIL-g of 

all lozal authori-y actri ndztzative problems. The 1.inisty and the local 

authorit_es should irstitute policies designed to stx-then local authority 

revenue collecion and expand enforceent staff and tehnicaes, including the 

solicitation of forral cooperation fran the Kenya Police and the introuction of 

better collection a-nd monitoring procedures. institutionalized cooperation 

between the local authorities and properly e rciered enforcement authorities 

could go a long way torards irproving council revenue collection capabilities. 

The pocketing of piblic funds by local authority enployees could be somewhat 

reduced by hniring better screened and better trained collectors, rotating and 

mo itoring colle7-crs and enfcrenn officers, i ituting bet-er pay and bonus 

systems for m-:re productive revenue c!lector_, and where pssible, intiting 

checks on and contr-ol of the revenue-collection process. It would be extremely 

helpful, for em le, to institute multiple record-keeping and cross-checkLing of 

ece ipts and records for revenue sources where this is feasibie. 

local authorities clearly need stronger enfo-ceent powers for land rates, 

and a local court system for local matters would greatly expedite local authority 

collection prceedings. The councils would also benefit fram a pool of trained 

lawyers who had experience in land rate recovery cases. As many local 

authorities could not afford a full-time advocate, it might be possible for the 

PS- to retain a group of advocates, who could be hired out on a fee-for-service 

basis to the local authorities. 

The MLG should institute a system for regular monitoring of the 

relatiosihip between local authority officers and elected councillors in order to 

deal with the probles in this area discussed earlier. One of the major probles 

is the exertion of political pressure for certain _xpenditures to be irade or 
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certain tayes nort to be collected. Pressures for spending on favored activities 

will never be eir-haed, but improved quidelines for project feasibili'y stLiies 

and evadluation can help to e axtent by formalizing proce1ares and standards 

for project selection. Better auditing and IG review of projects might also 

help reduce inefficient spe.ding. On the revenue generation side, some of the 

refor-ms discussed earlier, such as greater standardization of allowable revenue 

sources, explicit guidelines governing the periodic increase of tax rates, and 

bett r and more independent auditing, should reduce, to some extent, local 

political randipation of revenue collection. 

It is irortant to -phasize that many of the reforms suggested here are 

highly interdependent. For exw=ple, giving local authorities access to 

additional sources of revenue will not be very suocessful in making them more 

effective if iccal managerial capacity is not enhanced and various 

intergovernmental. constraints are not relaxed. Unless'a omprehensive package of 

mtually supporting reforms are initiated, significant results should not be 

expected. 

Recont Local Government Reform Efforts in Kenya 

Despite substantial rhetoric about strengthening local authorities, few 

concrete policies toards that end were irplemented during Kenya's first two 

decades of independence, as discussed earlier. During the past five or six. 

years, however, local goverrmtent reform efforts have gone beyond plans and 

prescriptions outlined in central government policy documents and consultant 

reports. Although there is still a long way to go, the Government has taken a 

nunber of positive actions towards meeting its objective of strengthening local 

authorities in support of the rural-urban balance strategy. 
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"he Yinistry of L Ghae_-r- has been developing a large-scale lo-al
 

authority training proraM dring mu.-h of the 1980s. 
 A series of workshocs on 

local authority fiances aand mnagee-rt for senior adrJ_.istative officers arid 

elected =.Lncillors were developed with USA.ID technical assistarnce from 1983-87. 

These workshops were held in week-lcrg segmnts either at hotels or the 

Gove-rmvr'7 Tt-aining Institute in More recently, a(GTI) Yzmbasa. mobile tr-airing 

nit has been developed on a pilot besis with G=Z assistance. The purpose of 

this urit is to work with local au'thority officials on site in their council 

he ad .at ers. 

With USAID assistance, the IaL also Lnstitated the Loal Authority 

DLjelogent Pr -e (LADP) as a planning tool in the mid-1980s. LADPs are 

cap l a- l-,.ure plan- anichat-11ne the long-ter= irres r nt rje-ts of
 

local autthorizies and assess their capacity to finance them. 
 They "were developed 

on a pilot basis but are now being required of all local authorities. The 

teahrncal assistance provided by IG as the local authorities are drafting the 

IADPs also helps to train local autbority officials to do sirple planning and 

feasibility analysis. 

Daring the period 1985-89, MLG has developed a set of manuals designed to 

help local authorities formally plan and implement capital develcpnent project. 

These manuals cover all phases of the imlementation process, including 

preliminary feasibility studies, designs and costings, tendering, construction 

monitoring, and post-=struction maintenance. They have proven very useful to 

local authorities and are expected to provide guidance for dis-trict-level 

projects as well. 

In 1987, the Goven-mnent cxnissioned a study funded by the World Bank to 

explore options for reforming and revitalizing the Local Goverrnent Loans 
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.uthoritv. Several draft reports have been received and reviewed by Gover nrent, 

and the consltant has recently subitted a final report for Goverrmert 's action. 

Mhus, sone action to improve local authority access to capital should be 

forth,ing in the next few years. 

Another inportant reform issue is being explored with the Ministry of Iocal 

Governmntt's recent ccumission of a consultancy to design and test on a pilot 

basis in a number of councils a standardized and sinplified accoutting system for 

local authorities. This consultancy is only getting underway in the second half 

of 1989, so results and recnendations for action will not he forthccming for 

sane time. 

Goverment is also demonstrating its cmmitment to local authorities through 

priorities being erphasized in the development of new donor projects. World Bank 

un-focused projects in the past have focused on lare-scale infrastructure 

construction with insufficient regard for the issue of the capacity of local 

authorities to raintain and operate the newly provided facilities. In contrast, 

the proposed focus of the Bank's Fourth Urban Project, whida has been agreed to 

in principle by the Goverrnet of Kenya, is to strengthen the institutional 

capacity of local govermenL-s and the central government ministries that work 

closely with them. 5 8 A World Bank mission to draft a local finance sector study 

in preparation for the Fourth Urban Project is expected to begin its work in 

Feruary 1990. 

The Goverrnment has attempted to deal with the problem of insufficient local 

authority revenue by extending the use of agricultural cess to all couty 

councils and instituting a service levy that prirarily benefits urban local 

5 8A joint Government of Kenya-World Bank aide memoire of June 1987 indicates 
the general agre tentof both Government and the Bank that local government 
reform should be a major focus of the Fourth Urban Project. 
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auth:rities during 1987-89. Althout" the tiring of this dezision to broaden 

local authority access to revenue is caestiorable because it was done before 

mn$.Xrg i~j'it oral and am erial reforms sufficient to ensure tat these 

resources are collected and well spent, the Goverment has shomn that it 

rez-o nizes the nee for local government reform and that it is willing to take 

certain actions towards that end. 

While the above initiatives are a step in the right di-rection, it must be 

aculedged that most of them have run into problems. The LG/CTI-Mombasa 

local au-,thority tra,:.iag proram as susp nded in April 1987, and it has to date 

not been fully resum d. The research efforts on the Local Government Loans 

Authority and standardized accounting system have been subject to numerous 

delays over the past sever-al years. tis seem to have occ.rred largely because 

of bureaucrazic delays rather th n significant cpposiion to these initiatives. 

Finally, efforts to finalize plans for the World Bank's Fourth Urban Project have 

been moving in fits and .starts for more than two years. The problem does not 

seem to be poex-ful forces fighting against the initiative. In this case, there 

has been a struggle between the Ministry of Local Governent and the Ministry of 

Lands, Housing and RVsical Planning for control of the project, coupled with a 

59The Cabinet in 1987 approved the application of a fixed county council 
cess of one percent on a standardized set of marketed agricultural produce by
laws were prepared in 1988 by the Ministry of Local Govenment and the Office of 
the Attorney Ge-neral, and most county councils have now adopted these by 
resolution. The Local Authorities Services Charge Act (No. 6 of 1988) authorized 
the local authorities to levy a charge on all resident. and businesses within 
their jurisdictions. The charge on residents ranges from Ksh. 10 per mnrrth for 
those with a -monthly irxxzi of between Ksh. 700 and 999, to Ksh. 100 per month 
for those with a monthly inc-e in excess of Ksh. 5,999. The annual charge on 
businesses v-.ries by ty;e of business establishhrnnt and by tyrpe of local 
authority. Different charge schedules apply in Nairobi, other mwnlcl.pa1 
councils, town and urban counci-Is, 
charge cane into effect on 25th Nove;ber, 
assess the impact of the charge on 

and county councils. The 
1988, so that it is 

local authority revenues. 

local 
still 

servio 
too early to 
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nuimrber of redefinitions of ministerial responsibilities that have affectad both 

of these ministries. 

Conclusion
 

Despite the historical terency twards centralization and recent
 

bottlenecks 
that have been encountered in developing and irmleme-ning local 

goverment reform initiatives, there is reason for some tiim that local 

goverm-ent in Kenya will be strengthened in the future. In the year-s since 

independence, the Government has seen marny decentral.ized development projects 

collapse or function poorly because there was not adequate admiistrative,
 

implementation, 
 and recurrent financial capacity available at the local level. 

Kenya can no longer afford such extensive wraste of resources. The country's 

population and service demends are rapidly growing at the same time that central 

government ministerial budgets are being cut to meet donor corditionalities, 

pointing to the possibility of greater reliance on local authorities. In 

addition, it is being increasingly recognized by central gove.nzmvnt .officials 

that local authorities have an important role to play in implementing national 

development policies, such as the rural-urban balance strategy, which crucially 

depends on the ability of local authorities to function effectively. 

Many Government of Kenya policy makers and influential donors seem 

convinced that significant reforms are require to revitalize the institution of 

local government, so sae degree of reform is thethat likely to be realized in 

next few years. The reform outlined above that are already being implemented 

are a step in the right direction, but these will have to be moved forward much 

more vigorously. In addition, other comprehensive measures along the lines of 

those set forth earlier in this paper will have to be undertaken if local 
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ge_.znt i Kenya is to be effectively reitalized. auccess in ths endeavour 

vw_!l require a serious candt ent cndoope.erative effort fra local authorities 

arid the centr"al government, as well as additional support .r, the donor 

i ity. 

In the interests of generating a consensas on the need for local governmeryt 

reform and developing a coordinated set of policies on this matter, the 

Gove---nt of Kenya should consider appointing a special ccmmission of enquiry to 

make a ccr Phensive assessment of the role of local authorities and how they 

c:-rently fit into the ove-all administration of development. Together with the 

reforr, efforts already underx-ay, the appointment of such a crnission would give 

a clear message that the G7venm-,ent is serious about designing effec-tive local 

gcver-r--t reform, and the cc~amision would provide detailed information that 

would give the Gove-ment a strong basis on which to decide how to proceed. 
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