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Execu t i ve  Summary 

1. P r o j e c t  Overview 

The Research T r i a n g l e  I n s t i t u t e  has completed a  Phase 1  s tudy  f o r  t h e  

U.S.AID O f t i c e  o f  Urban Development as p a r t  o f  U.S.AID1s long-term program 

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

f i n a n c i a l  management p r a c t i c e s .  The purpose of  Phase 1 was t o  i d e n t i f y  

e x i s t i n g  t i n a n c i a l  management p r a c t i c e s  i n  deve lop ing  c o u n t r i e s  t h a t  would 

serve as models f o r  o t h e r  m u n i c i p a l i t i e s  t o  improve t h e i r  own p r a c t i c e s .  

A d d i t i o n a l l y ,  t h e  s tudy  was in tended t o  develop a  s e t  o f  recommendations f o r  

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

The Phase 1  s tudy  con ta ined  severa l  un ique f e a t u r e s :  

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

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

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

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

E x h i b i t  1  shows t h e  coun t r i es ,  c i t i e s  and t he  p r a c t i c e s  under  s tudy.  



E x h i b i t  1  

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

Country and S i t e s  P r a c t i c e ( s )  

l v o r v  Coast 

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

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

Phi  1  i p p i  nes 

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

Cagayan de Oro City 

B r a z i  l  

Lages, S t a t e  of Santa Ca te r i na  

- i n t r o d u c t i o n  o f  s e l f -  
f i n a n c i n g  1  oca l  wa te r  
u t i l  i t i e s  

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

- l o a n  management 

- es tab l i shmen t  of u s e r  charge 
system i n  l o c a l  wa te r  
d i s t r i c t  

- con.~puter ized r e a l  p r o p e r t y  
t a x  i n f o r m a t i o n  system 

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

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



E x h i b i t  1  con t inued  

KO rea  

Dae j eon 

Ghana 

~ o l  ombi a  

Medel l  i n  

Kenya 

t l  Do re t  and Nakuru 

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

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

- l o c a l  revenue s tudy  

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

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

- impac t  o f  c e n t r a l  government 
t r a n s t e r s  on 1  oca l  f i nances  

- management o f  mun i c i pa l  
accounts  

T u n i s i a  

Sousse 

Tun is  D i s t r i c t  

- au tomat ion  of p r o p e r t y  t a x  
i n f o r m a t i o n  system and 
mun i c i pa l  personnel  r eco rds  

- l ow  income hous ing program 

- management o f  who lesa le  
marke t  

- s o l i d  waste c o l l e c t i o n  
system 



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

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

- c o s t  recovery  i n  n o n - i n f r a s t r u c t u r e  pub I i c  se rv i ces ,  c o v e r i n g  
examples o f  urban t r a n s i t ,  markets,  s o l i d  waste c o l l e c t i o n  and 
housing; 

- l o c a l  government l o a n  and g r a n t s  management, examining f a c t o r s  
t h a t  make l o a n  programs v i a b l e  and t h e  impact  o f  c e n t r a l  
government g ran t s  on 1  oca l  governments; 

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

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

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

t h a t  t h e r e  a re  proven models o f  s u c c e s s f ~ l  p r a c t i c e s  i n  deve lop ing  c o u n t r i e s  

t h a t  can be shared. 'The s tudy  has recommended t h a t  f u r t h e r  U.S.AID a c t i o n  

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

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

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

3 .  Develop ing t r a i n i n g  programs s p e c i f i c a l l y  t a r g e t e d  on ma jo r  groups 
i n v o l v e d  i n  1  oca l  government f i n a n c i a l  management; and 

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

2. Summary o f  Study F ind ings  

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

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

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

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



A t t i t u d e  problems pervade mun i c i pa l  management i n  deve lop ing  coun t r i es .  

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

governments t r o m  assuming f u l l  r e s p o n s i b i l i t y  f o r  t h e  s e r v i c e s  t h a t  t hey  a r e  

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

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

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

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

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

s e r v i c e  p r o v i s i o n  t h a t  r e s u l t s  i n  poor  se rv i ces  expens i ve l y  d e l i v e r e d .  T h i s  

makes c o s t  recovery  th rough use r  fees  d i f f i c u l t .  The t h i r d  ma jo r  

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

management which c o n s t a n t l y  o v e r t u r n s  sound f i n a n c i a l  judgment. Pol i t i c a  1 

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

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

l o c a l  t a x  ope ra t i ons  a re  used t o  reward p o l i t i c a l  a l l i e s  and pun i sh  enemies. 

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

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

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

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

networks th rough which i n f o r m a t i o n  on successful  f i n a n c i a l  management 

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

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

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

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

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



se rv i ces  o r  r a i s i n g  revenues; t hey  tend  t o  l a c k  b a s i c  t r a i n i n g  i n  mun i c i pa l  

management. 

l h e r e  i s  a  genera l  l a c k  o f  ins t ruments  f o r  improv ing  f i n a n c i a l  

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

P ro to t ype  systems and how-to-do-i t re fe rence  m a t e r i a l  s  a r e  1  a r g e l y  absent.  

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

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

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

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

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

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

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

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

of e x i s t i n g  techno1 ogy. 

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

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

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

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

areas. 

Tax Col 1  e c t ~  on System Irr~provements 

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

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

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

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

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



Improvements i n  one aspec t  of t h e  system must be matched t o  improvements 

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

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

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

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

y e a r s  an es t ima ted  30 pe rcen t  o f  p r o p e r t y  taxes  i n  Lages a r e  n o t  be ing  pa id .  

I n  Ab id jan ,  I v o r y  Coast a l t hough  t h e  compu te r i za t i on  o f  l a n d  reco rds  

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

and fo l low-up i s  conducted s l o w l y  by hand. 

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

r e p r e s e n t a t i v e ,  cons ide rab le  inc reases  i n  revenues c o u l d  be expected from 

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

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

p r o p e r t y  v a l u a t o r  ( t o  r e p l a c e  t h e  v a l u a t i o n  s e r v i c e s  o f  t h e  N a t i o n a l  

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

expand p r o p e r t y  t a x  revenues c o n s i d e r a b l y  by s i rnp ly  u p d a t i n g  t h e  p r o p e r t y  

t a x  r o l l s .  

Severa l  o f  o u r  case s tudy  s i t e s  under took ~ i i a j o r  overhau ls  o f  t h e  

p r o p e r t y  t a x  systeni. T y p i c a l l y ,  a  c a d a s t r a l  survey was under taken (Lages 

and A b i d j a n )  t o  c r e a t e  a  complete p r o p e r t y  r e g i s t r y  o f  t h e  c i t y .  Secondly, 

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

B u i l d i n g  such an i n f o r m a t i o n  base i s  c o s t l y  and t i m e  consuming. It i s ,  

however, a  necessary f o u n d a t i o n  f o r  t h e  p r o p e r t y  t a x  system. I n  many cases 

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

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



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

c o n d i t ~ o n s  f o r  mortgage loans  i n  t h e  hous ing market.  

I n  t h e  case s t u d i e s  o f  Lages, Ab id jan ,  and Sousse, Tun i s i a ,  t h e  

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

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

systems should f u r t h e r  extend con ' lputer izat ion t o  s m a l l e r  m u n i c i p a l i t i e s .  

Even w e l l  designed i n f o r m a t i o n  systems do n o t  a v o i d  t h e  problems o f  

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

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

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

Whi 1  e  cons ide rab le  improvements i n  p r o p e r t y  t a x  c o l  1  e c t i o n s  can be made 

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

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

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

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

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

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

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

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

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

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

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

individual revenue c o l l e c t o r s  pursued l i s t s  o f  d i s t r i c t  r e s i d e n t s .  I n  

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

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



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

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

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

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

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

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

rece ip ts -based  bus iness taxes  w i t h  more ex tens i ve  l i c e n s i n g  systems o r  

presumpt ive assessments. 

A l though t h e r e  i s  cons ide rab le  debate ove r  which taxes  shou ld  be b e s t  

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

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

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

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

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

A second ma jo r  grouping o f  t h e  case s t u d i e s  has examined t h e  f i n a n c i n g  

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

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

F i r s t  of a l l ,  phys i ca l  i n f r a s t r u c t u r e  c o n s t r u c t i o n  r e q u i r e s  cons ide rab le  

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

r a i s e s  i ssues  o f  b o t h  c a p i t a l  bor row ing  and l o n g  t e rm  f i n a n c i n g ,  i n c l u d i n g  

l ong  t e rm  c o s t  recovery  f rom p r o j e c t  b e n e f i c i a r i e s .  Secondly, t h e  p r o v i s i o n  

of phys i ca l  i n f r a s t r u c t u r e  se rv i ces  c a r r i e s  w i t h  i t  t h e  need f o r  l o n g  te rm 

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

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

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



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

t h a t  ~t he lps  t o  c rea te .  

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

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

o t h e r  deve lop ing  c o u n t r i e s .  I he  case s t u d i e s  exanlined f o u r  d i f f e r e n t  

examples o f  i n f r a s t r u c t u r e  f inanc ing .  The Co l on~b ia  case s tudy  exam1 ned t h e  

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

t h e  i m p o s ~ t ~ o n  o f  be t t e rmen t  l e v ~ e s  t h a t  a l l o c a t e  c o s t  o t  c o n s t r u c t i o n  t o  

a f fec ted  land-owners on a  p r o p o r t i o n a l  bas i s .  I n  Korea, t h e  system o f  " l and  

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

conve r t  urban f r i n g e  l a n d  t o  f u l l y  s e r v i c e d  l o t s  by p r o v i d i n g  a l l  t h e  

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

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

land-owner t o  s e l l  on t h e  open market  t o  r ecove r  a l l  cos t s  o f  development. 

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

p r o v i d i n g  i n f r a s t r u c t u r e  i n  s lum upgrading p r o j e c t s  th rough  a  be t t e rmen t  

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

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

o r g a n i z a t i o n ,  t h e  Local  Water U t i l i t i e s  A u t h o r i t y ,  which p rov ides  l oan  

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

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

I n  a1 I o f  these .cases, t h e  o p e r a t i n g  p r i n c i p l e  i s  t h a t  t h e  

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

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

through s p e c i a l  l e v i e s  o r  month ly  charges. The l a n d  read jus tment  system i n  



Korea represen ts  a  more r a d i c a l  depa r tu re  I n  t h a t  t h e  m u n i c i p a l i t y ,  o r  

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

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

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

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

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

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

l a n d  read jus tment  system, t h e  m w n i c ~ p a l i t y  i s  l i m i t e d  t o  r e c o v e r i n g  o n l y  i t s  

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

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

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

p r o v i s i o n  o f  p u b l i c  services, i t s  main alternative i s  t o  r ecap tu re  some o f  

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

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

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

Controlling Costs i n  P u b l i c  Se rv i ce  Expendi tures 

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

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

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

a f f e c t  c o s t  of se rv i ces .  Severa l  m u n i c i p a l i t i e s  have under taken programs 

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

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

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

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

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



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

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

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

u n l i k e  Seoul, does n o t  have t o  p r o v i d e  p u b l i c  t r a n s p o r t a t i o n  o r  s u b s i d i z e  

e x i s t i n g  companies. 

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

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

s e l  f-he1 p  pub1 i c  hous ing program t h a t  t r a i n s  would-be homeowners t o  

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

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

u n i t s  a t  a  much l owe r  n e t  c o s t  than  commonly found i n  ho!rsing programs 

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

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

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

conducts v e r y  c a r e f u l  f e a s i b i l i t y  and marke t ing  s t u d i e s  p r i o r  t o  t h e  des ign  

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

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

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

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

s e t t i n g .  

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

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

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

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

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



Serv i ce  p r o d u c t i v i t y  has a l s o  been one t o c a l  p o i n t  of t h e  t r a i n i n g  programs 

developed by t h e  Economic and Rura l  Development Management (ERDM) program i n  

Ghana. The ERDM p r o j e c t ,  which t r a i n s  l o c a l  government o f f i c i a l s  and s t a t t s  

th rough  mob i l e  t r a i n i n g  seminars, has r e s u l t e d  i n  a  number of p r o d u c t i v i t y  

improvements i n  l o c a l  governments i n  Ghana rang ing  f r om t h e  c r e a t i o n  of 

performance i n c e n t i v e  schemes t o  t h e  r e d u c t i o n  o f  unnecessary s t a f f  

p o s i t i o n s .  Worker p r o d u c t i v i t y  i n  pub I IC s e r v i c e s  i s  p a r t i c l r  l a r l y  impo r tan t  

s i nce  personnel cos t s  have been shown t o  be t h e  l a r g e s t  i t e m  o t  l o c a l  

government budgets everywhere. Where da ta  e x i s t  f o r  comparison, personnel  

and a d m i n i s t r a t i v e  cos t s  appear t o  be r i s i n g  r a p i d l y  as a  p r o p o r t i o n  o f  

t o t a  l l o c a l  government expend i tu res .  I n  ~ o u s s e ,  Tun1 s i a ,  t h e  c e n t r a l  i z a t i o n  

o f  personnel records  th rough a  s i n g l e  personnel department and t h e  

compu te r i za t i on  o f  t h e  records  p e r m i t t e d  t h e  town a d m i n i s t r a t i o n  t o  speed up 

t h e  p a y r o l l  process w h i l e  reduc ing  t h e  p o t e n t i a l  f o r  f r a u d u l e n t  pay c la ims .  

P u t t i n g  Local  Serv ices  on a  Se l f -F inanc ing  Basis  

A number o f  p u b l i c  s e r v i c e s  can be r u n  on a  t o t a l  c o s t  recovery  bas i s .  

I n  a d d i t i o n  t o  t h e  i n f r a s t r u c t u r e  s e r v i c e s  d iscussed above, severa l  l o c a l  

governments i n  t h e  s tudy  were found t o  p r o v i d e  a  number o f  o t h e r  s e r v i c e s  on 

a  s e l f - f i n a n c i n g  bas i s .  These i n c l u d e  s o l i d  waste c o l l e c t i o n ,  markets,  

s laughterhouses and i n d u s t r i a l  parks.  T y p i c a l l y ,  these  s e r v i c e s  a r e  funded 

th rough separate accounts i n  o r d e r  t o  keep them d i s t i n c t  f rom genera l  fund  

expend i tu res  o t  l oca l  government. I n  some instances,. however, these  

accounts may be merged i n t o  t h e  l o c a l  genera l  fund, as i s  t h e  case w i t h  

s o l i d  waste c o l l e c t i o n  i n  E l  Do re t  and Nakuru, Kenya and i n  Daejeon, Korea. 

Whi le  separate accounts f o r  these  e n t e r p r i s e s  may be kep t ,  t h i s  does n o t  



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

a g a i n s t  t h e  account.  U t ten t imes ,  s t a f f  t ime,  equipment use, c a p i t a l  

investments  and o t h e r  c o s t s  a r e  n o t  i n c l u d e d  i n  t h e  accounts,  p r e s e n t i n g  a  

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

For  se rv i ces  o p e r a t i n g  on a  c o s t  recovery  bas i s ,  t h e r e  a r e  a  number of 

c o n s i d e r a t i o n s  t h a t  m i r r o r  those  o f  any p r i v a t e  e n t e r p r i s e .  The case s tudy  

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

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

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

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

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

Management 

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

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

l o c a l  o f f i c i a l s  and s t a f f s  i n  management th rough  a  network of  r e g i o n a l  

t r a i n i n g  teams t h a t  p rov ide  t r a i n i n g  sess ions i n  t h e  home s i t e s  o f  t h e  

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

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

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

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

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

t e e  c o l l e c t i o n  i n  wa te r  se rv i ces  t o  budget ing  procedures. 

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

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

management. The LWUA has developed a  number o f  customized competency based 



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

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

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

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

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

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

t r a i n i n g .  

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

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

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

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

Local  s t a f f  can be t r a i n e d  t o  opera te  s e r v i c e  d e l i v e r y  and f i n a n c i a l  

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

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

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

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

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

one o f  ignorance - l o c a l  governments o t t i c i a l s  s imp ly  do n o t  have 

i n t o r m a t i o n  on what t hey  can do and how t o  do i t . The program ou t l ' i ned  i n  

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

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

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

The complete r e p o r t  on t h e  phase I  case s t u d i e s  i s  presented i n  t h e  

companion volume t o  t h i s  Execu t i ve  Summary e n t i t l e d  Urban F i n a n c i a l  

Management Phase 1: Case S tud ies  and Ana l ys i s  F i n a l  Report .  


