
INTIERCOVEN," ENAL FISCAL RELATIONS
 

IN EGYP.T'' MND .IOBiLIZATI]ON O LOCAL MVMES
 

by
 

Dr. Willia~n Fox
 

UniVersity of Tennessee
 

Local resource mobilization decisions are not maue in a 
vacutoi, but are one ispecL t of a F;ystem to finance ant1 dkeliver .ocai 

services. Propcrl.y structured intergovernmental relations tbeh.,ecn 

the Central and Local Covernmen ts (GoetnorCovern'.cnL the Ates, 

Marakaz, and Villa.,es) are the key to developing; a local resource 

prog1i:n which c1n provide ihe wherev:ithai to ii-,ijrove operation ana 
maintenance expendi tuze for services, equip:w;ent and infrast.ructure. 

In Egypt, these intergoven:r.2ntal relations alfect the tnrce 

major parts of the locZal, governrcnt budget system: expen(1itOues, 

revenues, and interovernrantal aids. E?ach is dlepeent on tL 
other and the intenL ciL govcricnt policy will be wea..eneu unJ.ess 

all three elemiients are considered as essential par Ls ot an overall 

central local governmcn.oat tinanical systea. A cnane in one 

ccnponent of the sYstnn inu.t 1)e eva]u;td in terms o1 its impact, 

positive or negative, on the other two ccxwiponents 0 1tere inancia. 
systeM. 1Tus, it: is imperative to see that. the three u aoCressei 

as a package.
 

Consider an example affecLing each of the three conpon,,,ns ot 

the system. Enhanced authority over setLing local expenditures 
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could lead go little change in behavior because the central 
authorities could adjust the subsidy to offset local actions.
 
Greater flexibility in mobilizing local revenues will 
 not generate 
new revenues unless local people believe they cain actually i[ncrease 
expen:litures, and improve services in accordance with threi: own 
priorkities. ihere is little meaning to a change in the. subsidy 
structure if central officials retain final decisions over local 

expenditures. 

In this paper, the intergovernmental aspects ot receipt oi 
local revenue,;, granting of central transfers, and expevniture ot 
funds are described and the problc.is the systci creates tor locai 
resource mobilization are listcd. Tne focus here is on current 
rcvenues (Bab I and Bab 11) and current expendituLres (ba I ano na, 
11). A similar analysis for inve!iAz._.nt expenditures and I inancin[, 
could be undc:taken, wIhile realizing tnat Le Plinistry Vlannlngot 

would be Lhe appropriate place for dinl.o'ue. 
 is is noL tWe proper 
context for a (letailcd analysis of ruvenues and expend iLutres, so 
only the relev:-t aspects are described. 1e paper Suj_ ,e,s, i:or 
the consideration of COL policy makcr, a fra.work !or consiaerin
 
the restructuring 
 of ccntral-local fiscal relationships. Furtncr 
analysis of the i'sues discussed belo-.-, bott (luLring and alter tne 
DSS 11 design effcrt, is heartily encou:aged. 'le rCes ul..t; snoulW 
led to improved fiscal performance and accountaoii.ity Uy local 
government Nith corresponding gains for the GO.'s overall national 
development prograo. 

The main conclusions of this report are: 
A. 	 GOE policy nmkcrs should consicder the feasibility ol: 

restruc"i:ing centlal -­ local (i.e. governoraLe) Iiscal 
relationships to more fully align the COE fiscal system win 

http:inve!iAz._.nt
http:problc.is
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the substantial administrative and managemanit respoLssi6jiity 
already granted to Covernorates under various legislation. 

B. 	 'ihe key ministries responsibla for addressing and introucing 
improveamuts in the fiscal system are Ministry of: ainance ana 
Ministry of Planning. Rhe Hinistry ok Local. Goversmant must 
be supportive of decentralization, but is not the farin actor 

in fiscal decentralization. 

C. 	 The cmiponants of the l.ocal fiscal process, i.e.,
 
expenditures, revenues, and intergowrnm.ntal aid, should be 

restructurod as a package, not as independent 
icmlonts. 

D. 	 Ibhe focut.c for expenditure decentralization ana increased locak 
expend itue responsibility mus t be greater control, over 

non-wage recurrent cxpendiLture (Bab I]). 

E. 	 Subs tantiatly increased local authority over tne use o 
revenue source ond selection oj rates is essential to 

decentrali za t on. 

F. 	 Transfers from the Centra] CoverrL-ent shou0 De stDucOtLrLcLLI SO 
that there is a cost reimbursemntt transfer to linance wages 
(Bab 1) and revenue sharing to partially linance otner 
recurrent* costs (Bab II). A formula shoulo be used to 

distribute the revenue sharing &rant.
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EXPENDITURE PAXTERNS
 

The local governmn t budget process begins with submnission 01 

a proposed budget to the 'linistry of Finance by the sum oi all local 
govern:ent:s in a governornte. The actual budget wnicn leaves tLo 
Ministry of .i'ence for hi:her approval, is determined by .ex.mininj& 
rcquests for all. goveru nent entities (not: just local. g!ov'rnmVnts) 
relative to \'al:b]e resources. Each governor has the opportunity 
to negot:iate wi th the Aliist:er of I.i[n;tce on nis budget, bu!- tne 
Governor does not ha\e ability to set his buaget. Governorates and 
vi1.1ages only have direct control over several nmal .un incilnjainj. 

their Local Suivice and Development funds. In is incdicaLts LnaL tWne 
basis for the inteugo\,ornmenLal fiscal Iikirages, tnat is, the 
setting of. expenditure priorities, is outside the oirect control Ut 

local officials.
 

Local current ex:penditure budcts are doi-inatc by "ne bad I 
wage account (Wee Table 1). tore than 85 percent o tne total. LE 
1.89 billion for ;cs 

is for recurring non-labor expondiLures (Bau 11.). The preponderance 

the FY 84,-85 budg ct is for W.., ano trio rcnainoer 

of tas in the bud(g!tL is substantially the re.:;ul.L of Guob; po].icies 
to guarantee cnploywenL to all graduates and then to decentralize 
those hired.* Unless c.:ployanent policies are changed, tWe t:ocus at 
local expenditure options must: be Bab I. iNote that high rab 11 
expenditure shares are found in the eight least poI)uIlated 

goveLnorates. 

Actually, it is uncertain what woulci happen to the wage Duaget it 

local. govcrn:1:cnts hired only those people they desirec, but paid 

them market wage rates. 
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Tabl e 1. Hxjve it-ure _ucThcK.. r,-e o.- Y. . ' - - ' _-' , 

Govcrlor ate, b.1 I 13-jb IT Total Cu.r.t i t 

1. Cairo 81.8 18.2 209;, 83.,228 

2. Giza 84.2 15.8 82, S-12 ,7:7. 

3. Qaliubia 85.9 14.1 85,37b,78B4 

4. P.] rxandria 83.6 16.4 122, 839, 33:. 
5. Matruh 71.4 28.6 10,.- 4,93Si 

6. }leheira 83.3 11.7 !02,2?-" -i 

7. Garbiya 88.9 11.1. ].29,377,2Lb 

8. enufia 90.9 9.1 100,860,275 

9. K[afr El Sheikh 87.0 13.0 62,251,448 
10. Port Said 69.1 30.9 '14,29o,D13 

11. Ismai]i a 81.4 18.6 31,045,:t16 

12. Suez 72.3 27.7 21,915,507 

13. North Sinai 70.3 29.7 16, c4utl71 

14. South Sinai 59.6 40.4 8,22o,46: 
15. Red Sea 59.6 40.4 11,704,1,2 

16. Sharqia 86.5 3.5 139,37,17u 

17. Daqahlia 90.2 9.8 133,v12,743 

18. Damietta 83.5 16.5 35 , 13d,3:5 

19. Fayoua 82.8 17.2 58,95U,75 

20. Beni Suef 88.5 11.5 64,583,024 

21. Minia 88.4 11.6 89,525,234 

22. Assiut 87.9 12.1 76,723,bni 

23. Sohag 88.8 11.2 94,738,321 

24. Qena 85.4 14.6 83,926,448 

25. Aswan 80.9 19.1 53,991,068 

26. New Valley 73.3 26.7 16,2o3,109 

TOTAL 85.1 14.9 l,888,bo3,Ouu 

*Source: GovernRent of Egypt Budget, 1984-e5 

BC (: Tat~~
 



-6-


REVEN!UE. SOURCES FOR EGYPTIAN LOCAL GUVE1ifib'NTS 

Table 2 illustrates the major revenue sources for iocai
 
governments in the ]-984-85 buJget. Sovereignty revenues. providin1g 
r rlcl 
5.5 percent of ]Ioca]. b.l],Jets, aUe t-Xes ]eVie natjon.nue aL a 
constant rate for the use of the local governments. inciucieu are 
the land, building, and vehicle taxes. Shiared taxes are tue snare 
of joint revenues and the share of the joint Jund, botri ol wnicn are 
financed with a surtax on imports and ex:?ort-s, and which raise a 
conbined 9.7 percent of local funds. enhalf of Lne surtax goes to
 
local govern:nts where the tax is collected (shire ol. oint­
revenues) and the other half less K1one million is all.ocatcO Dy tWe 

hHinsi try of Local Governmnt (share of the 1oint WYOli). A tax 
shared by tMY f ive governorates bordering the Suez Canal (lort Said, 
Ismailia, Suez, North & South Sinai) is also included nere.
 

Other current revenues and es include utiitY user Iees, 
many small taxes and ies on itcns such as hi cycles, do,,, uML1'UK
 
animals, quarrying taxes, and miscellaneous revenue;. W:n,.inA,
 

these sourceS generate 3.8 percent Of revCnueS; or 1,L 1.!..Z fl;iion1.i 
Revenuos for Cairo and Alexanniria Water Cx.yipan en i d Ourer 
institutionI that are set up -ISService AuLnorities or PuDI1c etor 
Companies, are Mut in these statistics. 

Revenues from other local activities are the Local. bervice ano
 
Development Funds, the Economy HIousing Funds, and - the Cleanrsing 
Fund. These are reported in the budget so Ltait the llinirLry o.t 
Finance has information on the amount-s .involved. Oespite tne rapid 
growth in these funds, t-y provide only. 3.7 percent ot DucigeteOd 

revenues. 



Ta -- • " : "" " ..... ... , 1y wvrI owa te, 19t4 -85 

C,.1 -r r C! t 
t,-,' r - -- :; d" [ 

'ei ru]'<OV (: r30 Ercj.-..L. h'.ger O:R 

Sha ed Saarred .,ocl 1 c aI Central 
Gov,.:r Iorafte Ta xes(2) 'i'a:es(3) Act ixi'iie-;(.4) Actlvit.ius( 5) Sunidy 

Cairo 13.5 25.3 5.9 7.7 47.7 
Gi C.. 8.9 t. 8 3.9 3.3 74.7 

3.6 6.3 5.2 1.9 83.0 
A] exa::/ria 0. 5 17.3 3.5 6.22 

0.9 3.2 ,t.0 3.3 88.7
 
]k.eira 5.5 7.3 2.9 2. b 
 81.7 
Gharhiya 3.8 5.3 2.9 2.6 85.4 

.nu ia 3.1 4.9 2.0 1 . 0 128.9
 
K}afr E Sheikh 4.3 6.5, 2.0 2.7 
 84.5
 
Port. Said 2.8 
 17. 1 3.2 19,4 57 .4

Is-na 31ia 5.5 22 . 9 
 1.8 2.3 67.5 
Suez 5.4 25.0 2.6 9.6 57.4
 
North Sinai 2.8 83.2 
 4.1 9.3 75.5
 
South Sirnai 2.2 ]8.8 
 1.4 32.. 65.4
 
. Sea 2.0 3.2 
 7.7 3.2 83.9 
Sh-rciya 3.5 5.5 7.2 1.5 82.3
aa:J... 5.1 6.5 2.4 1.0a U5. 0 

I):ctta 3.8 5.0 4.3 2.6 84.,
Feyoum 2.8 5.6 8.5 4.1 79.0
 
}.;ii Suef 3.7 .1.9 2.9 
 2.L 85.9
 
M nija 3.9 6.7 2.8 
 2.4 84 .2 
AS t 3.6 6.3 2.5 1.9 85.7 

S '1 .0 5.8 1.91 2 .2 P7 .2
Qena 3.3 5.7 2.1 2.2 86.7 
Aswan 1.9 3.6 3.9 1.9 88.6 
New Valley 0.7 1.5 2.4 5.7 89.0 

Avc - 5.5 9.7 3.8 3.7 77.4 

.. Totals may not ecqua! 100k,, due to rounding. Total revenue equals total
expj-;,ditures, fro, Table 1. 
2. Sovereignty revenues .i:jnus Lhe share of the joirt fund and minus the share 
ChT juint revenues. 
3. Share of fund r, u, tc. C-jc;of ,oint- revenues. 
4. iwab Ii vevtnu.:s i lcludcYlocall% lrivcd txes;.nicn are in the central 
budgat. Catc.:oo'.' 5. of t1n s group nan c Icuc; ed.
 

...... <.... .... S-- a..
Ser..... DF ea:,ent Fund, the Economy 

6. rc. .C . buo. doccu.ment. 

*Sour e: Go ~:~t of Er-tiu~~t 
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Thie central subsidy do:ninaLes local revenues, proviciing 77.4 
percent of budget. colunn labelcd central
total The ;ubsiuy
 
includes all. i are regarded a toitems which technically as transter 
the local governments;, and though it appears in the budget document 
as a single time, it is more than one transfcr. 'Inc overall. 
grant-in-.aid progrniV, can be interpreted more broadly to include 

other revenue categories ited above. For exauylu, the snared 
taxes are a type of revenue sharing. CoDined with tne central 
subsidy, this means that 87.1 prcnt ot revenues are part L1 t1e 
grants systen. Further, the sovereignty reveuues arc naLiconally set 
taxes and are not urder direct control at tne i.ocal Lov,'tm~antS 

Evidence of this is that the local. governm.nt; can only :eej O0 

percent of sovereignty revenues collected aive the LuJ4uet. rlaiiy 
loca] officials also regird these sove:eignty revenues as a 
transfer. Whis means that local govei6nments actually ave, i.,tnn 
limits, s(xs. direct control over setting We revenue: sources ]or 

Only 7.5 Vaercent of rev(:nues. 

Cenerally, tH e cenLral subsidy provides a signiticantly 
below-average share of revenLIes in those governorates where the 
shared taxes (cole-rn 2, Table 2) or revenues from, otner local 
activities (col.uni 4, Table 2) are, significantly above average. 

Irequcntly, the sie governorates tlove high percentages fur eacn ol 
these categories (Cairo, Alexamiria and four o1 tn live Suez 

governorates). This is mainly because one-haIL of toe surtax or. 
imports is allocated according to situs (i.e. location) at
 
collection and tlhe tax becoues incident wnen tne goods i.irsL lana in 
the country. The special tax for the Suez Canal exaceroates tne 
importance of the shared taxes in the Suez governorates. Also, 
these appear to be governorates which have clhosen to use tne Local 

Service and Laveloppent Funds. Cairo's low central SuDSiWy is al-so 

http:governm.nt
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the result of significant sovereignty revenue collections for 
building and vehicle taxes, it should be notea tnat Whe more rural 
governorates generally have relatively large central subsidies. 

EVALUATION 01 COGCi AI'S 

Roy Bahl and Johannes Linn develop&d a system for categorizing 
the grant-in-aid pror=rs dcwuopingof countries accordclin; to a) 
the meth:xi of detr'rin jug the anunt to b granted an b), ttLc 
method of distributing the tota grant am.ount a-mone, -a 

n , ,governown.-


1]he r.,Lhc of d, termii,,I 
o th& total grant uriount for all J.oca.. 
governmont; c.fn he LIe of a shad tax (local goverr;enLM receive a 
pe.centage of cnitra]. Lax reveue.s), ad [10c (central gover LVJnt 
Midei.; each year on t h total grant amaunlt), or roDur scen l.Or 

costs i<qUpoS.,e . he n=11hCoi of (1i)st.r utLinjg Le tLotal, yrant across 
local gov'ri::am.nts can be on the hasis of whe:e r veriues are 
collected, A Inoc, forula daternin ci (objeixctive ci Le,: i a are USed 
to d istr Itute the grant) , or cost rlmJimuvur:Se; ' . n is 
categorization is ueful for interpreLing, tMe system operbat ing ]tr 
Egypt and is picscnted in mat-:.: torWmt'n Table 3. 

*lRoy Bahl ind Johannes linn, Ulr~nn Pul. ic fiances anc 
Ad ...inis-zrnt in Less Cr,n ,,.is, LInpu1IishC manu;cri,L, 
cited in Roy Bahl, "htergovern.nt-a1 Cran-s in larigitisf.", Zi]ia 
Roads/Local. Finance Projcct, Interim Report i o. 10, f'OVCe.,DoeI 1v 3, 

p. i1. 
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Table 3: Eyptian Revenue Structure 

Type of Grant
 

Method of
 

Distribution Cost Adhoc lax
 
Rembul: grn t S iar ing 

ost Bab I 

Ad. Ioc hal) li Gasoline tax 
JoJllfI'UndI( 

Site(lo2ction) jo i LL.OeV lL, 

of collection ,;cus; SuvcinnLy 

For basic COE grant:s will be discUssC nero: tnu basic 

centrally provide', subsidy, the shared taxes;:(joinL LunO and joint 

revenues) , the excess coleeLion, of local Soverci-,y reCvCnuus, and 

the high,'o y fui (.,-,oliny tax) The total a..vouLnt 01 Lnu baSIC 

central sWul)Sidy is dotermi fld parL.y as a cost ro i:i1)urswC,;,unt tor 

scane Blah 1 exp.:'nditLures and partly ad noc (par Licular y tnose 

related to El) 11).- 'Ilre 2cnLral g,OVCrnsuL' S c,l oyinent p-olicies 

which lead to missive hirings, and distribution o nany oployce;s to 

local go\'crnents, require a large central subsidy tWr rar 1. as d 

cost reimbursem~ent. Ih distribution ot this grant across 

governorates is also meant as cost reinbursueant tor MaD 1klaDlD. 

3). The basic transfer for bab II is oistriDuteO across 

governorates in an ad hoc fashion ('lable 3). 

'The iWplicit assuaLtion in this discussion is that tne suDsioy can 
be separated into t;o components. Ihis is qualiratively true, Dut 
is not quantifiable. 
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Transfers frown the central goverment wtich are meant as cost 

reimburscnent bar a relationship to central government revenue 
growth to the extent that the CUi solary polI.icy is rcJ.atea co 

revenutLe gro;.'th. But since these cost reillibursc'leint trans]ors are 

the result of GCOE employment policies, they are outsice ouc current 

interesL and will be discussed no further. 

The central subsidy which is oriented towards r6ab 11 bears no 
fixed relationship to GOE revenues. 1he result is inadequate 

revenues to finance Bab ]I because non]anor expenaitures ano 

particularly those for maintenance are the easiest to cut in a 
budget crisis. MIiis ad hoc grant system hinders rinancial ana 
operations planning as the local governiaents are unable to preoict 

resources for the following year. 

'1he m)st Jmo)rtant basic shared taxes are tile joint tuna ano 
the joint revenues. The aaunt of nIney to be UiistriDuStUe is 

determinad by sur tax collections, so in Lnis CaSe, tne local 

governments do share in soe central revcnue gro.,,th. A recenu worLi 

Bank report indicatled that the revenue growth [ro.i i,ryOr1t (ILIL es iS 

slightiy inelastic, indicatin, rcvenus increaseac sio,.er tnan uutc. 

ThuS this sharing is Wr a s3i0.1 gro,Xing nax.e cISLitl-ion 

across governorates is based on ori:gjin t collections lor joIL 
revenues and is ad hoc for the joint lunu (J aL).ie 3). IJStI DULlion 

by origin of collection can be inequirab]e because point ot 
collection presunably bears no relationsnip to revenue neo, but tWe 
joint funId is partly allocated to oflset ttIis problem. Cairo ano 

Alexandria governorates, for example, are bud4,eted to receive none 
of the joint fund, while they are major recipients ot joint 
revenues. lhese shared revenue sources are likely to Do more 
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effective in providing adequate revenues and stimulating t:inancial 

planning than the central subsidy, because of the bctter giowcn ana 

predictability. 

All local. sovereignty revenL.les can be thought of as ,;nareo 
taxes where the resources are distributed by location or 

collection. 'lhe sov ereignty revenues are collected in t he 
governor'a tes by t:h, MinistrUy of Finance and are for'w-aIrded to t1e 

Central. Govecnment. Ibe amounts appear in the DUget , OUt are 

little different frun a traisfe:. Local. gove:rirnntl£s are, houcver, 

permitted to retain one-hal f of any excess co]llection; aMove the tax 

estimates included in the iudgeL. 'Jilis excess is doposi ca in tne 

governor awstL~' iW)Cd! Soviccs and 1k'el 0oAwjnII ii: . uatLa reporcECu 

in the ]cceitra]l,, tion Sector Assessment indicaLe tnat Lnis excess 

was the lay, est revenue soure lor the lunc.s in i aanlailci h'llz, 

Again, iti is a shared ax there Le snare is nasca on all. 

sovereigpny taxes wiich are defined as local anti the ai],Er lout,.ion is 

by oigi of collect io' ('lable 3) 7 This slri)' E]ua loCll 

collect iOn of sOVei b'nty revenues hico eCourgesn6ShCci l ZOC0e 

financial planninj,, as it provido,; revDenues 101' to locally 

controlled fund. 

Seventy percent of a two-piasteLr tax on gasoiine is 

distributed by the Ministry ot Local overn:ent Ir highiay 

constrLuction and nminLenance. le total grant to be distributeo is 

determioned by the sharcd tax and the d istr i out ion across 

governorat:es is ad hoc (Table 3). Ihis grant snould be rea.onaoly 

effective in stinmu].atin financial planning, unless the ad noc 

distribution changes radically from year to year. 
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EVALUATION OF EFFCTS OF I NiLQG0VW\'ELnfq AL 
REL''IONISHIPS ON LWAL 1 SCAL AU'.OL O;,jY 

'le key question in Egyptian inLergovernmentaL, tiscal 
relationships ]ocal wiis; can govern,,.ntsluceaL:e scaL plannin8, 
and determine t:heir own expenditures? SufiicienL data are not 
aailable to (Ietenine the degree to which local goveln'n tS control 
expanditurs. As noted abiove, ]oCa.l govc-(Vm.2tns. SuL>n iL a proposed 
budge L to the 1'injs Ly of Ihn:ice and tl buget sent IroniiWe 
mini atry for furLtler aproval is negoiated betwcer, the Governor and 
the 'iinister. C]ear].y, Lhis indicatus limittd capacity at best lor 
local leaders to daoerminn ex.).itLure l.evels and specitic .su.; ilt 
the soma Lima, local. Crledrs do tri ve input i [1 Lie dccjijon proo,,ces"

My judg.wnt is that iocal. leaders (part icularly thLe Governor) 
probably d inf[].u.nce exp:nditu:e dec isions, bL,[L in a controilun 
fnshicn ard Liic.,y a e piob'1- l .y uns!Lb e to achO \iVUe.:p n-:i Lures V..n1cn 
are rare thcan no:ina.1y (dif1(1:cL feunC.I wht te P1 in is Lry a. rinance 
is plKA:nipy; r;a, WAuther govcrimra es coin;.are Jne SitLULion1 is 
exacerbated as local gfovereeen L. r].oyoes le dual atlegiance to 
the goveLrnorate, mirkaz or \'il.Ja2e and tne line ministry. 

An equally important and close.y relat~ea question is, can 
local governm:nts rj)iize additional revenues an1 Lrasler tnese
 
into increased ex:penditures, or do a.ditonal local revenues resul.t
 
in a lo,,er suIsidy frcil the CLIlenLral (overnment? or exa!]I.le, Could 
a local user fee for water be imposed and tne revenues used to 
improve operation ai:d mintenance of a local. system? 'Inc aa noc 
nature of the central subsidy and its dxinance of revenues maices 
this question one without a simple ans.er. A high official in one 
Governorate indicated that local. taxes are collected on te basis ot 
ability to tax, but bar no rel.ationship with expenditur1-es. "tbe
 

http:exa!]I.le
http:no:ina.1y


local expendi:lure budgets are set based on some judgrent or 
expenditure needs. This sug?,es.Ls that, with the exception tneo 
lf)cal. Scrvi ce and Deve]oj ,nt Fund, local govunrmonts are 
adiniatrators and spenders, but not really generators.revenue 

Soae infomnLion on the linkage between expenditures an 
revenues can be found in statis tical 'heanalysis. correlation 

betwccn per capita expenditures and per capita local govcri imnt 
revenues is general]y about 0.0, with a slight dif ference occurring 
as diferent categorie.s of eXpenditures or revenues ar useO (Oasci 

193A-.85 andon .Lo budget 1983 papulation). Inc only real 
abl'rrat ion is that Ah H. revonus, wnicn are tMlose oasea on .ocal.ly 
imposed raes and lbses, have a .88 correlation witi per capit-a oaD 
11 expUnd i turCs Nich o i th, Correlations is1; staWs]L ctly 

different frovi zero.* A correlation Wich is not stat1sLcall.y 
different f rua zero t.uuld u:ean tnak ctxpena i turcs are n ].unot iner 
g;Overn)lr; ' ( -l a' h'a h i he2 12', and vice ver"sa. 'n is 

provids casual dvice Lievt Iii,,her local revenue's are relateci to
 
graOte (:4.2:V1(1 [1"w.y il s cvid that MoneS. expnt i 's
ItA. (en"e t ur 

are ihore like]y to he for Bo,-b 11 CaLeLuru. e-" HVLu.Ues oo
rUSUI[s 
rot prove that e:.:9ndiLtCS are higher whIere r CV(-nues- arc hi gher 
Another pct(o- ib ilIy is that reVeru~s are hiiL,he in.. ri crer 

goveruora'w s, and t he political pu;.er to at tract higier expend i Lures 
is also conccnLrated in the richer governoraLes. 'his woCli Mean 
that tic correlation indicates no causality. Also, increasea local 
revenues could be part]y reflected in increased CXl),.C2]Ltures at: cre 
local level, bu the priorities for the spending iinay be diflorent 
from hose antic.ipated by the local officials. 

*Each correlation is statistically different froan zero, but tWe .bb 

correlation is not statistically di ferent Irca most otner 
correlations calculated. 

http:193A-.85
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PROPOSED SPRUGFURE FORl 1ifl'11;OVE N~i 'AL FISCAL IELATI1OIS 

Tne substantial prog!er,;ss m1aide by the COL to clecentralize 

decision making to local L-OVennPr2OL over the past several years 

cannot develop furhtcer until ch;"L's oCu" in the ther:ee major 

cmponents of f J'.xcai. relations: exx.,nd i ues, revenues , and 

grants-in-ni d. Reocx;ia..:n Lions for chawkys in each ol. tnese three 

areas are provided scparael y belo., but these three must be 

addressed as p:ckage.- ca Li on one, appropr iatea Mod i fli i wi Lou t 

chnncs in the other would bw fruil]ess. 

The fo1low.,,ing goals are suggestd tr LiscaI. 

decentralization: 

a) 

b) 

c) 

to allow gr

to impyrove 

tu im-rove 

a].l]oin! 

eater locn] conlLroL over 

local fiscal planning; 

loci I si vice livery , 

bL tur op.ra tion and 

expeIYi'Lure dec is io

r..icularJy 

ma inLenance 

ns; 

by 

UL 

inkastrucure; 

d) 

e) 

to 

to 

in.cr.ase 

cuiIhCe 

local aacoun LabiliLy for 

ioe Cap:aciLy and Uc,'.;ire to 

ser 0011Vlry; 

YUabi I ie r,suuirces 

vice 

local] y. 

These goals are the' basis fo Ine reco:rLticda! ions or 

restructuring central-.local financial relationships, 1.U considercd 

approprinte by ME pol icy tinkers the recCo.-7nciatLions which are 

outlined beIo,., ,'ul(I necLssitate soe modification ol the 

relationships between the Mlinistry of Finance and Lne local 

governments. Support of the Ministry of Local. Govern:i nt is 

necessary to the success of decuntralization, but the next major 

steps in the decentralization process fall with the dcmain ot 

central-local. financial relationships wnich is tne principal 

responsiblity of the Ministry of Finance. 
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Expenditures 

Decentralization of decision making and tie motivation ror 

local resource mobilization, to be iully effective, must e base on 

local. control of e:Sedittirc', The local govcments riust nave ttle 

ability to Mertel:iine the levels of and priorilties tar expendiLures, 

part iculrly for Bab I1. Iocal. control over IMau 11 (nonlauor 

recu:rent co:s ts) is cssetsial to establishin g a decentralizec and 

lOca l.ly accountInbJk servicu deli.vry strFuCtur. 'Iiis inC.iches tne 

abil. t> to -. of the tardetermine the l.evel and priorities Bab 11 
expenditurcs. Wi thnut this control., ].ocWt govern:nents will. ue 

ret icent about ILobi] i izg r,sources. 

As previou:sly noted, the .Bab I budget (wages) is s',tsta nti al..y 

the result of (iE :ic:ployw:nt po].icis; and responsibi.ity Jor tnes. 

should not thi:u,.;t aLk.coa. ., 'ie Coverir-I.. u: )n l.ovarl,'nt 's ;:uiu 

].MY=cc over war, ervi1.1a,, ,'... l C W o : cD':;t7Iol all ocLatLJo1 l. 

acros rectors. in or.r to target the laI.r inputs to local 

p" or i ti';. As rc:o. l.y occurs, th- local gc crl,,lls. slio la 
receive a co st re',:,.'t:t.Q -i (,uc tJ i,*e! tf tro.r, tile r to tn .k,e 

budget. 

W.ca 1 pr io Lies.,i are sC,rV,C-d only w-n Lee UX1, 0 tLI:e(I 

decisions are ma.de local.ly and are not a co.e:jo;ient ol an o,,'erail. 

national bugat. At the same time, the GU m,;'nave cmrua in 

nati:nal priorivt ic Qwhich require ¢Cp]at cn otL t-,e l.cal 

go,,,err mr;eott, these be using so tecgcabut can achievea ca]:e.LIi.ly 

madates a ( categorical grants. Furtheur, central governe;ant. 

oversight o' service delivery and local resource mobilization must 

rcnain in place, but only as oversight.
 

http:ca]:e.LIi.ly
http:local.ly
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In su:m, local gover,n,ent expenditures for rccur rent nonlabor 

purposes should be, to the greatest ext:Cnt possible, removed Iroan 
the central. bu'Jgeting process and determined locally. Cost. 
reimbur,,ement gilts3 ~shoulld be provided to local governments iA: tey 
are to be respons;ible for labor costs. 

An alternative would be for local governme;onts to have the 
authority to .t priort itcs for certain artegories oi. new 
exp nditures, st;cl as tho.e for operations and mai nntatice oi USAID 
financed projects. Ibfis a]l eunatLive is much less ,xtrerama, but would 

reqoire s,2 stiplakLo s on the recuipt of su,):Diuiu. Witiet 
careful design of the subsidy, tLhe centra]. governinirit cul 
no.niall.y a]low local gov'rmients to determine operaLions ana 

maintenance ux:pndi tures for USA]I) projects ana rien reouce te 
subsidy a corrc'.;pondii :g a;w'un - for wLie approprin to cirectora l in 

that goveri orate. In Lb is case, no new expendiLures t;IKe place, Out: 

local. goVrICnnt; have rISd iP0r170 ny Since tOe local. pCO)I 

are paying isore, but gettIn, no uetLtr service, tney Cannot De 

expected to support the nec.sary tax increases. 

A contin tQion o,f s rt clause that ciis t e central 
authority to m.aint ain its subsidy at solpme p'sevious level, can 
minimiz-e this Itroblen.it is insufficient to say t:Liat next year's 
subsidy cannot be lo..'er than this year's, becaus;e the subsiciy woulo 
prob.ably have incrcaswd. So:::2 objective mechanism for Laking growLh 

in the subsidy into account- (such as the average growth in revenues, 

etc.) shnuld also be included. 
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Revenues
 

Local expenditure control does not constitute ssustantial 

deccntra].izat-io uniless revenues can be generated to permit 

decisions on the level of e:penditures. For exaziplk, it an increase 

in new opcrti,(n andm m-in tenance ex;enditures are to be financecd by 

mobiliza Lon of revenues aL- tle local leve]., greater revenue raisin, 

cnpaciLy mst,1W,avai!Q,. 'fI-hose t:ax.es and fees over Meicn Me 
local jovcrn.-'nk have c:oat-rol arc currently too .Iitc, a ano tWe 

rates which can be applied are J.iMited evn furthier, as autr,ority 

for increases mrust cme frcan the Cabin t. 

'1ve ma jor advantage.; woulid rusul.t frum an improveci legai 

arranq',eJent a'l ammmsphure for mobilizing local resources. i irst, 

service deqi\,r)y wil]. i;jprove as local. goveri:,c'nts have acequate 

resources to operate and mriintain tel faci liki us. Sco, Lne 

necessiLy for cent ra. governmcont tLrarIsers wilL b. lessen, as local. 

govrmn:,?nts gencrate i:ore of their o,, remou' es. 0lbis cannot be a 

cc plute subs Li uLion, but the liece:;sity for central taxes to 

suppo t local serv' ices provision can Wa lessened. 

Considerakon of what resources are best for local, revenue 

mobilization ;ust: await the results ol: on going work under tie b5 

II dasign. Alternatives include a tax on the properly whicn 

benefits frcxi n,.' pLl.A.C project:s (tnx i ncremen C iatncing,) 

increased flexibility ove: the use e existing tax bases anc tMeO 

setting of rntes; greater use of shared taxes witfn We central 

goverrrr.cnt and n 0 which are not currently c-,nployeci. At a.ources 

miniru::;, the local. goverti-:;nts should have atLLoriity to se user 

fees to provide for the operation and mintcnance ol water ana 

sanitation systWas being financed by DSS 11. Aility to set: Otner 
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charges for financing the operation and maiutenance of road Systalis 

and other infrastructure should also be addressed. L)ca]. 

governments should also have author:ity to set expenditures basea on 

the revenues w-lhich they generate. 

Interovergyn t.al (_an t s 

A irop xly operating system of intergovernmental grants has 

three aims. The first is to provide adequate financing i r locally 

produced services. 17nC! necXt is [0 encourage local C[,en(iturU on 

areas of n:iovia interest. he third is to parLially CA&set 

unequal abi].i ty to ra ise revenues across the Govrnorates. Ine 

recorendaticno isLed loelo. provide for thee three, out are not a 

detai led descrilption of a p:oposed , rant structure. 

categorized in lank 3(.pag lU) accoraing to Lne 

inwth,'J of deL cTriiain; the overa.l grant anOWL MO Lnuc mutnuj ol 

distributnv te grant across u.,vrnoraLs. 'In is saw nIcai: couLJu 

be ut'ed for .d ," r O tWe inL.',OVcrl La.Ithe . . 'ce.[ ittcLu.-i n, n;Y 

grant: systemi. Cons idur iitst the iae th- Jor coteurm inin ;the overal l 

grant awou& i. The fi for 1 must in sl.-,,'nonin Bob waLs'e; r'i t n 

so a cost uci ,ursent. dcterwinc'i ,rant LIs; t stii.[ be used , ano 

should also be disLributud on the basis of cost reiDursem.nt. 

'1he amount to be allocatcd f.or the rinin g transfer shoula 
be based on a revenue sharing forul.a rather than being dCtOrnifiea 

ad hoc. B:.cause they are inelastic, local governmert revenue 

sources are likel.y to be inadequate to finance opcratiotis ann 
maintenance, making it essential. that grants b avajlat1].e. Shar ing 

in the growth of Centr ,l. Governent rvenu.:,s can i[Isure sutticienu 

revenues to meet local operation and kilaintcnuce noons. A second 

http:reiDursem.nt
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advantage of tax sharing is that local governmjents woud be better 
able to undertake finncia]. planning. Finally, tax sftaring is tlu 
nmst decentralized approach to providing grants, as it ma:dizes 
local goverrn:nnt control over expend i Lu:e pr 1or:i es. 'Iflese 

advantages :Ri1 only result if. the di ;tribution across local. 

goverm:.n:; is a]so Imroperly designed. 

T-he Fi) ta,,>:which ocoal govrn':cnt S(IOLI1. I)cific to r evcJnus 

linked is mr c: flexible 'T. a] Lax revcnu,-c;, win 'iain ai e . ic ty
 

of 1.13 be&m.'een 1926 and FY BI/62, arc one goon opt ion.* 
Consnumption t ax.:n, which are S]ightly lcss elas1.iC, are anuLter 
reasonabil, 'p ion. Sa2 po Liotns of L0 gant COU aIo W 

determin'd Iy a s:ncific tax, such as the funding lor Iti :n 

the gasol in? tax. 'he,vercen LagY of ttho r,:venue source to be snZ;rca 
wilh loc:a. ,over tnu.tt ~ should be su[ficienIn o ro',in, at Mast: lna 
sumie levej of [i-b 1] fundin, , th;L wo lid trve oCCuL red in thcI year 
re\ve\...l rii , in. l r dcs.; A gre 't sharea .1 guieg to pr ovicie ot :,.r 

operation:; end i:riin I:,nt: co-l d be j ti I icd , 1ut io [L Doe 

d if fi cult ktc obta in , VC, , f i .-Cal i t io(2 aic i j t0% .)'ly

in an~y tc,nt , at !'c,!te'e in;.anil:+rel wod .ea br~eauoe
'',, $,h JI tO 

In~~& LiyaU i.l 

o1 .ration and.cei . ,,-- , oyer t-. se,, Lte" .. fn. n+,;, Line, ce lo:al. 
govCrrr;QnI: 1l,,, budgut 6(1 a1H would u., at ...... L , an: 

than being a target for controlitg the governnrent del i.cik. 

)it~ribution of the grant: Iunc; across Govuctoracs ano
 
villages shuld by dosign.-.d to encourage local i ;cil planning, 
support noc.ds for oporat-ion and uiainLetunance, ana Ion t.er loc]1. 

• fsis;a total, e.-'sticit)' wich incl.d.- the Iicc ot tax tse 
grwoth and t-a rate changes. he statistic is oran lr7 5aoI (I
Ah.ed, ''Public Fixao in Qypt: Its Structure and 'Irepos", v.'or t 
Bank St,[ff Orkinp., No. 639. 

http:elas1.iC
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taxes,resource ,ohilization. llo;evcr, care muLIst be takeri to prCvent 
the grant system fQu boccoming too cnplex. ]deas for achieving' 
these goals aye di.scumscd 1,:I.o., bit iR would t)oar).y be dceiiraoi)c 
to o:iy fac:Wr - fe',.;of the, into a ryant pro i;n. An 

unintelligiie formula WiL.noQ 
 iot ivte the d'si r elecs 

"ijscal l:i, oI}eco viable(local.Wen guvcrn.Lws calnI 2JtL, .s 

do c:12 ,. L]rCes wid'. Iic [1 W] ].]. tiWon.rcas dbly n, 1'( w l he ]v;aiJe to 

Iis argos for a for.;uiLIagrxant which ioildL allo, tILr: Jocal 

govern :.,nt 5 to predict tin grant aaL2O0n- . A forovula £rAWt is oneic 
di:tr i ,lAWiiin Of is l'lWhere At fuNOs lc.;cd o:n a eJ.J, u; r-;to:)I, 

obj,2:tive set of criter:i:. Adequ:;t linncin, Jor ojcr ;tjons ana 

nsaintI.e.:cr' cIII aI]so. 1:K provided thro;tgt) -a Jorrou], gr oii il. ttie 
fOrUl],2 MI] 11 Of2L-ilOtIC d. be ils,,01 }.OUI1 at. J11 Ca tU''a a 

proxy for noel, but does fai. to n1c'ouAt: for I-nrccjuircawn t.; caus,-i 
by dif re ite ,,,,,].Mt , inf : ;t-rucLuru boing in pl]:c , ol, or Li ons 

the graP t cotuli 1)"'.,d on aCt LI']. opernt icy: ; ann wlintenanc(.
 

re uti rc.,it.s u:., 1:i -nrs;roA::d;;, c ,, y
,', o,., of iuTT, ( h J ]5-, f,2,.:l,,. 

servr, ,'itLh withtr, ki].ot-rs of piml.ines, or atr sciea, ; bor 

Op2 1 .1iul1n:inCL'Litun and con;s. 

local. re:u, , ,,tion is uad:: a h;A tnU, -' Nathi: ct', .. ii, at ;.til:T , 

Cent ral go'ver' .., t gra:,it is not SUb12tant i] ll)' Ciii I .[i JWoc.a . 
goven-::,'t-,s; i:.j$"v t:: o orr; fc:cs. ]xcJ r'OUFC'"! l.uloi)jiii z l. 10 1J 

cud iau:cdJ furt ICr if the gr=,nt forwi.a.. is po:;it \vcy liiii:eci to tax 

effort (rOSour-cu.; U-o lizd locally) or ii tlC' ,rant ii),*.itcl :; local 

expWn] iLures. 

A broad ,,. such as tnat sketched acuoe:, iS neCssaryl01: 

truly decenralized dccision making. Such a restructuring is 

impractical for term, it t;O asthe shortt thoui snould cons icicera a 

policy goal. In the short term, the grant system SOUI c De 

structured such that it does not counter efforts to moDilize local. 
resources. Ideas on this point were listed above unoer 

"Expend i ures". 

(6666D/101OA, nm) 


