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I Background 

The Government of Kazakstan (GOK) has been reqUIred by the World Bank to 
undertake a "functIOnal revIew" of Its mimstnes as one of the pnmary condItIons for 
release ofthe second tranche of an $80,000,000 World Bank loan 

2 Although the Bank's workmg defimtIOn of "functIOnal revIew" has changed over the 
past few months, m general the Bank's staff wants the GOK (a) to IdentIfy and 
elImmate redundant, overlappmg, or vestIgial government agencIes and programs and 
(b) to upgrade staffing and management capacIty where needed m remammg unIts 

3 The scope of the functIOnal reVIew has been narrowed by the Bank m two prmcipal 
ways smce It was first outlmed m the Bank's AIde MemOlre of March, 1998 FIrst, 
questIOns of governmental decentralIzatIOn have been deferred, the functIOnal reVIew 
IS now merely to examme agencIes and functIOns at the Repubhc level Second only 
a small sample-perhaps only one or two mmistnes-of RepublIc level bodIes are to 
be scrutmized m the first round of reVIew 

4 To that extent that pressure on the GOK to address and clarIfy baSIC legal, 
admmistratIve, and polItIcal questIOns bearmg on terntonal relatIOns has been eased 
by the Bank's actIOns, efforts by ICMA and USAID to encourage greater 
admimstrative decentrahzatIOn Will be Impeded At the same tIme, as wIll be 
dIscussed below, opportunItIes for selectIve mterventIOn and aSSIstance at the oblast 
and raIOn level remam 

5 The scope of the functIOnal reVIew was narrowed folloWing a VlSlt by a Bank team to 
Astana for a "donors meetmg" m late June and early July of 1998 It was deternuned 
at thIS tIme that the ongmal scope was so unmanageably broad that GOK comphance 
was unhkely Indeed, despIte the reqUIrements outlIned m the AIde MemOlre of 
March, 1998, no real progress on the functIOnal reVIew had been made the tIme of the 
Bank s VISIt m June/July 

6 The Bank has now set early September 1998 as a target for estabhshmg a mechanIsm 
to undertake the functIOnal reVIew mc1udmg, presumably, an applIcatIOn to at least 
one test-case mImstry The full Repubhc-Ievel reVIew IS to be completed by the end 
of 1998 

7 The lead agency wlthm the OOK for the functIOnal reVIew IS the Agency for StrategIC 
Planmng and Reform (ASPR) ASPR IS to be aSSIsted m thIS task by a team from the 
UNDP, dIrected by an Amencan techmcal aSSIstant, Dr Chester Newland, a 
dIstmgUIshed professor ofpubhc admimstratIOn at the Umversity of Southern 
CalIfornia 
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8 Because Dr Newland arrIved m Kazakstan only at the begmnmg of July, the ASPR­
UNDP effort IS stIll m very prelImmary stages No formal workmg group has been 
assembled, no systematIc data gathered, and no analytIcal plan approved and put mto 
place 

9 GIven the SIze of theIr task, the pressure to complete It expedItIously and the Bank's 
explICIt narrowmg of the scope of the functlOnal reVIew, It IS unlIkely that the ASPR­
UNDP team WIll gIve any systematIC attentlOn to decentrahzatlOn-related Issues 
Certamly It IS unlIkely that the team WIll have the tIme or resources to look 
exhaustIvely at all GOK expenditures-repubhc, oblast, ralOn-and apply an 
analytIcal model that would permIt a ratlOnal terrItorIal realIgnment of functIOns 

10 At the same tIme, It IS hard to Imagme any functIOnal reVIew, even one WIth the 
narrow focus deSCrIbed above, not engagmg some questIOns that bear centrally on 
mtergovernmental revenue and expendIture aSSIgnments, the heart of admimstratIve 
decentralIzatIOn 

11 It IS therefore Important that ICMA-USAID mamtam a close workmg relatIOnshIp 
WIth the ASPR-UNDP effort, and aIm to support an expanSIOn of the scope of the 
functIOnal reVIew m the months ahead 

12 It IS also Important, however, that ICMA-USAID proceed mdependently to support 
admimstrative decentralIzatIOn and management reform at regIOnal and local levels 
Two oblasts m particular-Paviodar and Karaganda-are apparently led by reform­
mmded akims FunctIOnal reVIews undertaken m these oblasts WIth ICMA-USAID 
aSSIstance may proVIde a template that can be replIcated m other parts of the country 

13 The chIef constramt that ICMA-USAID WIll face m provIdmg thIS aSSIstance IS the 
reIgmng confuslOn noted m (4) above Because the functIOnal reVIew now underway 
WIll SIdestep fundamental questlOns about the terntonal dIstnbutIOn of 
responsIbIhtIes and resources, the legal, polItIcal, and admImstratIVe status of 
functIOns dIscharged at oblast and raton levels WIll be m lImbo for the foreseeable 
future 

14 FIVe baSIC observatIOns about thIS dIstnbutIOn of responsIbIhtIes and resources may 
prOVIde some gmdance FIrst, the formal system now m place contmues to reflect the 
hIghly centralIzed "stove-pIpe" style of admmistratIOn common m the SOVIet era, 
functlOnal agenCIes tYPIcally dIscharge responSIbIlItIes at oblast and raton levels, but 
do so at the behest of central mmistnes, there IS concomItantly lIttle cooperatlOn or 
coordmatIOn across the "stove pIpes" at regIOnal or local levels of government As a 
second pomt, however, several key documents-the RepublIc ConstItutIOn, the Draft 
Law on Local State AdmInIstratIOn, and the PreSIdent's Kazakstan 2030 Plan-all 
refer, at least oblIquely, to the need for decentralIzed government, suggestmg that the 
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formal structure IS meant to change Thud, severe budget constramts are forcmg the 
GOK to cut expendItures drastIcally at the RepublIc level (30% It IS estimated for FY 
1999) and to pass responsIbIlIty on to the oblasts, though It IS unlIkely that anyone 
senously belIeves that the oblasts have the resources to pIck up thIs slack, the gesture 
Itself may strengthen the case for de facto decentralIzatIOn Fourth, other T A 
mIssIOns-the Barents Group, m partIcular-have assIgnments that support 
decentralIzatIOn ImtIatIVes, Barents, m fact, IS about to deploy a full-time budget and 
finanCial management adVIsor to Pavlodar FIfth, VIrtually all governmental actIVItIes 
m Kazakstan are now condItIOned by the polttIcs surroundmg the upcommg 
preSIdential electIOn, levels of support for reform from varIOUS akims or key 
mmlstenal actors m Astana wIll reflect assessments of the ImpltcatIOns for 
preSIdentIal polItIcs Taken as a whole these observatIOns suggest that there IS some 
"polItIcal space"-albelt a lImIted amount-for functIonal reVIew/decentralIzatIOn 
efforts focused at the oblast level 

II FunctIOnal ReVIew at the Oblast Level Ten-Step Techmcal Process 
ThIS sectIOn of the report outlInes a SImple ten-step technIcal process for 

undertakmg a functIOnal reVIew of government It IS termed a "technIcal" process to 
dIstmgmsh It from the analytIcal model that follows In effect, thIS sectIOn outlmes a 
step-by-step admimstratIve procedure to manage a functIOnal reVIew The followmg 
sectIOn dIscusses the prmciples of the analytIcal model Itself 

The defimtIOn of "functIOnal reVIew" for these purposes IS lImIted to a 
systematIc assessment of the responsIbIlItIes undertaken by a government to ascertam (a) 
If these responsIbIlItIes m fact should be performed by government, and (b) If so whIch 
level of government should perform them 

1 Create steenng group The first order of bus mess IS for the TAiconsultant to help 
assemble a group of local offiCIals that can formally oversee the functIOnal reVIew 
process ThIS IS cntIcal for access and "buy-m" The group should be small, Just 
large enough to mclude key players The mam functIOns of the steenng group are to 
examme and endorse the functIOnal reVIew procedures, aSSIst m gathenng mformatIOn 
and to legItimIze the results of the analYSIS 

2 Determme umt of analYSIS At an early stage, It IS Important to determme how fine a 
seme WIll be used m the functIOnal reVIew At one extreme, whole mmistnes and 
theIr actlvities at very hIgh levels of aggregatIOn could be used as umts of analYSIS 
At the other extreme, It IS pOSSIble to undertake a reVIew that exammes a government 
at the level of ItS smallest operatmg umts Ideally, the finer the reVIew, the better­
although there IS always a pnce to be paId m time and other resources 
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3 CompIle mventory of umts Once the umt of analysIs has been determmed, a full 
mventory of all such umts (mmistnes, departments, agencIes, offices, etc) to be 
exammed should be assembled As wIth the repubhc-Ievel reVIew now underway, 
prelImmary declSlons have to be made about the scope ofthe analysIs WIll all umts 
at a partIcular level of government be revIewed at once or Just a sample':' 

4 DesIgn check-sheet A check-sheet IS a data-entry form that wIll contam key pIeces 
of mformatIOn about each umt It needs to be short sImple and accessIble A good 
check-sheet should elICIt the name of the umt, a bnefmIssIOn-statement and 
mformatIOn about staffing, expendItures and servIces rendered-much as one would 
find m a program budget However, expectatIOns need to be reasonable In the 
admmistratlve envIronment of Kazakstan, mISSIon and servIce onented mformatIOn 
WIll be scarce (although actIvIty data, gIven the norm-based budgetmg system, may 
be more readIly aVaIlable) 

5 RecrUIt local consultants Assemble a functIOnal reVIew staff from amongst the 
younger, better tramed, and more hIghly motlvated local publIc servants The chIef 
task for these local consultants wIll be to gather the data reqUIred for the check-sheets 
The steenng group should be mstrumental m IdentIfymg (and arrangmg for the 
secondmg) of these local consultants The number of local consultants reqUIred and 
the amount of tlme they Will needed wIll be functIOns of the scope of the reVIew In 
any event, It IS Important that these consultants be assIgned full-tIme to the reVIew for 
some set penod of tlme so as to encourage the formatIOn of a missIOn-onented team 

6 Tram consultants The lead expatnate TA consultant should plan to conduct a senes 
of workshops for the local consultants before the functIOnal reVIeW,per se, can 
commence These workshops should explam the purpose of the functIOnal reVIew, 
elaborate the lOgIC of the analytIcal model to be applIed, and tram the consultants to 
use the check-sheets 

7 Collect data Local consultants should complete check-sheets for each mventoned 
umt ThIS WIll lIkely be the most time-consummg stage m the reVIew Certamly It IS 
one of the most cntlcal, as the qualIty of the data collected here WIll determme the 
utIlIty of the overall reVIew The lead expatrIate T A consultant should plan to work 
closely WIth the local consultants to ensure that appropnate data IS bemg generated, 
and to help make deCISIOns about the mevitable compromIses m data collectIOn 

8 Apply analytIcal model The functIOnal reVIew team should now scrutmize each umt 
accordmg to the reqUISItes of the analytIcal model (see next sectIOn) Is thIS a 
functIon that should be performed by government? At what level of government 
should It be performed':' 
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9 RelIabIlIty check Especially If mitIal reVIew deCISIons (Step 8) are made by 
mdIVIduals, It IS Important to subject these deCISIons to rehabilIty checks by other 
members of the team The structure of the analytIcal model should reduce the scope 
for Judgment and biaS m assIgnmg functIOns Nonetheless, It IS cntIcal-especially 
gIVen the polItIcally charged nature of many of these deCISIOns-to ensure that there 
IS, m fact, a hIgh degree of "mter-coder relIabIlIty" 

1 0 Aggregate and dlssemmate The final step m the process IS for the team to pull 
together ItS findmgs and dlssemmate the results of the reVIew The steenng group 
WIll constItute not only an Important prehmmary soundmg board, but a condUIt for 
ensurmg that the recommendatIOns receIve due attentIOn 

III AnalytIcal Model 

The analytIcal model outlmed here IS deSIgned to answer two questIOns that are 
fundamental to a functIOnal reVIew of government 

• Does thIS functIOn belong m government? 
• If so, where m government-at whIch terntonallevel-does thIS functIOn 

belong? 

ThIS sectIOn of the report outhnes a method for answermg these questIOns In 
effect, thIS method entails posmg and answermg a senes of subordmate questIOns that are 
arrayed m flowchart-hke (If thIS, then that) fashIOn Each senes of subordmate questIOns 
corresponds to a set of factors-economIc, phIlosophIcal, admimstratIve, etc -that are 
central elements of a functIOnal reVIew 

The biaS m thIS analytIcal model IS ImplICIt m the above paragraph It IS based 
broadly, rather than narrowly Rather than unwavenngly follow the lOgIC ofpubhc 
finance economICS (whIch IS a very common and perfectly fine baSIS for a functIOnal 
reVIew model), for mstance, thIS model explICitly mcorporates legal, polItical, and 
admmistratIve varIables ThIS IS done m acknowledgment of the constramts on the 
ground m Kazakstan That IS to say, however much we mIght lIke to see a strIct 
applIcatIOn of economIC pnncipies rule the functIOnal reVIew process, we know that thIS 
IS unreasonable At the same tIme, thIS model IS strongly grounded m these economIC 
pnncIples and starts from the assumptIOn that they should, wherever pOSSIble, prOVIde the 
foundatIOn for a functIOnal reVIew of government, mcludmg declSlons about territonal 
allocatIOn of expendIture and revenue aSSIgnments 
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A Does thIs functIOn belong In government? 

1 EconomIC questlOn Does tlus good/servIce exhIbIt exclUSIVIty m consumptlOn and 
costs? In SImple terms, can everyone who benefits be made to pay? Are all costs borne 
by those who generate them? 

• If yes (1 e , If they are pnvate goods), they should probably be pnvatized, but 
first go to (2) 

• Ifno (1 e ,If they are pubZzc goods), they probably should be performed by 
government 

Examples A shoe factory should not be m the publIc sector because those who benefit 
from ItS products-shoes-can be bmited to those who are WIllIng to pay for them They 
WIll, as a consequence, be readtly proVIded by the pnvate market PolIce servIces should 
probably be performed (or sponsored) by government because everyone m a partIcular 
geographIcal area benefits from a reductlOn m cnme, absent a coerCIve mechamsm­
taxatlOn-no one WIll have an mcentive to pay for such servIces (the free nder problem), 
and hence they would not otherwIse be avaIlable 

2 PhIlosophIcal questIon Even If thIS good/servIce exlubits exclUSIVIty m consumptlOn 
and cost, IS It of such a character as to be conSIdered a "'ment" good, one that for 
moral or phIlosophIcal reasons ought to be avaIlable equally to every CItIzen? 

• Ifno, (1 e ,If they are not ment goods), they should probably be pnvatized, 
but first go to (3) 

• If yes, (1 e they arguably are ment goods), they should probably be prOVIded 
by government 

Examples For most purposes, health servIces, educatlOn, and parks exhIbIt exclusIvIt)' 
That IS, the benefits of health care can m pnnclple be lImIted to those who are wIllmg to 
pay for them (some dimenslOns of publIc health notwlthstandmg), much as the benefits of 
educatlOn pnmarily (though not Without some exceptlOns) accrue to those who can be 
made to pay for them SImIlarly, parks and other recreatlOn faCIlItIes could eastly be 
structured so as to hmit access (and thus benefits) to those who were wIllmg to assume 
the burdens of the costs Yet most modem soclelles have deCIded that all human bemgs, 
even those who are not WIlhng or able to pay, are entItled to certam baSIC health and 
educatlOn servIces Most SOCIetIes have also deCIded that acceptable commumty hfe 
demands some general prOVISIon of park land (and lIbrarIes and other such faclhlles) 
These goods, whIch otherwIse m stnctly economIC terms mIght be conSIdered pnvate, 
come to be construed as ment goods, deservmg of publIc prOVISIon 
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3 AdmmIstratIve questIOn Are there compellmg reasons from the perspectIve of pubbc 
admmIstratIOn to keep a good/servIce m publIc productIon? 

• Ifno, they should probably be pnvatIzed, but first go to (4) 
• If yes , they should probably be provIded by government 

Example Some servIces could be proVIded by the pnvate sector and moreover have no 
strong phIlosophIcal claIm as ment goods but are nonetheless proVIded by government, 
largely as a matter of convemence A leadmg example IS a statIstIcs bureau ThIS 
dImenSIOn should be approached WIth extreme cautIOn, however, as VIrtually every 
functIOn performed by government can be construed as admimstratively convement for 
one bureau or another 

4 PolItIcal questIOn Are there overwhelmmg polItIcal reasons to keep these goods or 
servIces m the publIc sector? 

• If no, they should probably be pnvatIzed 
• If yes, they should probably be proVIded by government 

Example There are sometImes extenuatIng cIrcumstances, essentIally polItIcal In nature, 
that lead governments to fund actIVItIes that are unjustIfiable In economIC, phIlosophIcal 
or admInIstratIVe terms These may represent compensatIOn for polItIcal support (a new 
bndge for a dIstnct that voted the nght way) or an attempt to paCIfy dIsgruntled 
communItIes (speCial programs for IIngUlstiC or relIgIOUS mInontIes) Then, too, such 
funded actIVItIes may SImply represent the whIm or predIlectIOn of a powerful person or 
factIOn A functIOnal reVIew should be aware of-though not necessarIly drIven by­
such realItIes 

In general, these questIons are arrayed along a scale of dechrung theoretIcal Importance 
That IS to say, economIC Issues are far more Important-theoretIcallY-In determInIng 
whether a functIon ought to be performed by government than pohtIcalIssues ThIS 
means that when thIS model IS applIed, greater scrutIny should be gIven to answers to the 
later questIOns "Yes' answers to questIOns 2, 3 & 4 should not be accepted readIly, III 
other words 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

9 

B At what level of government does thIs functIOn belong? 

The pnmary assumptIOn of thIS component of the analytIcal model IS that, other 
thmgs bemg equal, pubhc goods and servIces should be prOVIded at the lowest pOSSIble 
level of government There are two major reasons for thIS bIas IS favor of 
decentralIzatIOn, one economIC, the other pohtIcal FIrst, goods and servIces dehvered by 
lower levels of government tend to exhIbIt greater economIC efficIency and thus, m the 
aggregate, to encourage a more ratIOnal use of resources Local governments are better 
able to regIster and react to consumer preferences Indeed, the chOIces mherent m 
multIple local governments, whereby cItizens can opt through 10catIOnai chOIces for 
dIfferent mIxes of pubbc servIces, allow m pnnciple a near-optimal dIstnbutIOn of 
resources The second, pOlItICal reason for provIdmg goods and servIces through local 
government IS that such decentrahzatIOn permIts stronger lInes of accountabIlIty of publIc 
OffiCIalS to CItIzens Local government, by defimtIOn, IS closer to the people Democratic 
partICIpatIOn IS eaSIer to develop and sustam at the grassroots level ThIS IS espeCIally 
Important m socIetIes WIth a weak democratIc tradItion 

ThIs section of the model reflects thIS biaS dIrectly It assumes that all pubbc 
functIOns WIll be aSSIgned to local government unless some specIfic contravemng 
condItIOn IS met The heart of the model thus conSIsts of a lIst of three such pOSSIble 
contravemng condItIons To use It, the analyst SImply reads senatlm through the lIst of 
condItIOns and asks whether each apphes If a condItIOn does seem to apply, It then 
constItutes an argument that the good or servIce may better be performed at a hIgher level 
of government Always thIS argument has to be weIghed agamst the pnmary 
assumptIOns, outlmed above, that mItIgate III favor of decentrahzatIOn 

1 Does thiS good or service exhibit slgmficant "spillover" effects (externalIties)? If 
yes, conSider asslgmng It to a higher level of government 

An externalIty IS a cost or benefit that extends beyond-that spIlls over-the commumty 
that IS provIdmg the good or servIce For mstance, If CommunIty A pays for a park that 
IS used pnmanly by reSIdents ofCommumty B, some of the benefits have been 
externalIzed, though the costs have been mternalIzed One solutIOn would be to have a 
hIgher level of government-one that encompassed both CommunIty A and Commumty 
B-take responSIbIlIty for parks A more senSIble solutIOn-one conSIstent WIth 
decentrahzed government-m thIS case would be to reqUIre park users to show 
IdentlficatIOn at the park entrance, With user charges Imposed for non-reSIdents A more 
difficult example of externaltles concerns secondary roads Who should be responSIble, 
for mstance, for the highway lmkmg Commumty A and CommunIty B? In thIS sort of 
case, the most expedIent solutIOn IS to aSSIgn the functIOn of secondary road constructIOn 
and mamtenance to a hIgher level of government 
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2 Does productIOn of thIS good or service exhIbIt sIgnIficant economIes of scale? If 
so, consider asslgnmg It to a hIgher level of government 

SometImes local governments are not the most effiCIent producers of pubhc goods 
and servIces It may be that a partIcular good reqUires such a substantial capItal 
mvestment that umt costs WIll be unmanageably hIgh unless the run of productIOn IS very 
large No one could afford an automobIle, for mstance, If every CIty and town had to 
have ItS own car factory By the same token no one could afford to have a CAT scan 
done If every local health chmc had to mvest m Its own CAT scan eqUipment In health, 
educatIOn, and other SOCIal servIces espeCIally It makes sense to dIstmgUIsh among types 
of servIces, and to aSSIgn to lower levels of government those that are conSIdered pnmary 
and to aSSIgn to progressIvely hIgher levels of government those that are conSIdered 
secondary or tertIary based on the umt costs mvolved 

3 Does thIS service by Its nature reqUIre a hIgh level of standardIZatIOn? If so, 
conSIder assIgnmg It to a hIgher level of government 

ThIS condItIOn IS somewhat more sUbjectIve than the first two It refers to the fact 
some SOCIetIes place a very hIgh value on equal treatment for all CItIzens for certam 
categorIes ofpubhc goods and servIces Most Western European countrIes, for mstance, 
assume that all CItIzens, regardless of theIr resIdence, are entItled to the same level of 
welfare benefit The Umted States by contrast, has m the past few years allowed 
tremendous dIfferential across the fifty states The baSIC lOgIC of thIs model suggests that 
standardIzatIOn IS to be embraced WIth the greatest of cautIOn, decentralIzed government 
assumes that there WIll be dIfferences m the quahty and quantIty of servIces across a 
terntory Nevertheless, aSSIgnment of a functIOn to a hIgher level of government should 
be conSIdered when, after due analYSIS, It has been determmed that no VariatIOn m servIce 
delIvery can be countenanced for that partIcular pubhc good 

IV ConclUSIOn 

Because of the nature of the condItIOns ofthe World Bank loan and of the ICMA­
USAID mISSIon, thIS report has dealt only WIth questIOns of governmentalfunctwns 
WhIle It IS theoretIcally pOSSIble to undertake an analYSIS that focuses exclUSIvely on 
functIOns, m practIcal terms one very soon has to face the other half of the equatIOn, 
namely governmental revenues WIthout gomg mto detail on questIOns of revenue 
aSSIgnment here, It should at least be noted that the two questIOns-functIOns and 
revenues--do not always alIgn neatly WhIle It IS always true that no level of 
government should be gIven a functIOnal responsIbIhty WIthout a correspondmg abIlIty to 
pay for that responsIbIhty--despite what seems now to be happemng m Kazakstan-It 
does not follow that Just because a functIOn IS aSSIgned to one level of government that 
revenues need necessanly be generated by that level of government All sorts of 
creatIve-and economIcally ratIOnal-alternatIves present themselves on the revenue 
SIde, all of whIch by the way are conSIstent WIth admInIstratIve decentrahzatIOn 
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Revenue shanng and grants-m-ald are Just two examples When the functIOnal reVIew IS 
undertaken at the oblast level, It wIll be Important to consIder some of these revenue 
alternatIves 

One final related pomt Integral to meanmgful functIOnal reVIews of government 
at the oblast level IS the broader questIOn of budget reform Even If the elements of thIS 
model, or some varIant thereof, were to be apphed faithfully throughout Kazakstan, the 
results would fall short of the necessary mark The reason IS that what we would have 
would be a senes of functIons that m pnnciple should be performed at varIOUS levels of 
government without a correspondmg abillty to make mformed choices amongst 
competmg alternatives m the face of extreme scarcity Put m SImpler terms, Kazakstan 
needs more than a method to determme what should be m the pubhc sector or what 
should be undertaken at the local level Kazakstan hke all former SOVIet states, needs to 
aSSImIlate the lOgIC ofbudgetmg Not everythmg that m pnnciple should be m the publIc 
sector can be m the publIc sector There Just Isn't enough money But the GOK, gIven 
ItS tradItIon of norm-drIven fund allocatIOn, lacks the mechanIsm to set pnontles Thus, 
any ICMA-USAID functIOnal reVIew should be undergIrded by a program of focused 
asslstance on budgetmg and financial management 


