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In this Issue

One of the goals of the Local Revenve Adminisiration
Froject {(LEAFP), the several-vear agreement between Al
and the Metropolitan Studies Program, is to develop a center
of expertise at Syracuse in local public finance, with ¢lose
contact with other experis throughout the world, so as to
promote greater knowledge and practice of deceniralized
local public finance. Evidence that such a soal is being met
can be found in a recently published coliection of articles
on local public finance edited by Larry Schroeder, the direc-
ior of the Metropaolitan Studies Program and the Local
Revenue Adminisiration Project, The volume is a direct out-
come of an Expert Group Meeting on Financing Local and
Regional Development sponsored by the UN Centre for
Regional Development (UNCRD) held in Nagova, Japan,
in March 1986.

Published 1n Japan by UNCRD in the Auzust 1986 issue
of its quarterly journal, Regional Developmeni Diclogue,
this collection of six articles and commentaries provides a
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timnely and important coniribution to the study of local
public finance in developing countries. The individual ar-
ticles were not ail direct resulis of LRAP funding, though
the one by Schroeder and Dalton was prepared under LRAP
institutional support. The overall task of coordinating the
mufti-authored publication was greatly facilitated by LRAP,

In order to help provide greater awareness of the publica-
tion, this issue of Revenews presents a surnmary of the ar-
ticies. Intevested readers should contact the United Nations
Centre for Regional Development, Nagono 1-47-1,
Makamura-ku, MNagova 450, Japan, for information on how
to cbiain a copy of the journal

Approaches to Financing Regional
and Local Development

There are several theoretical reasons to expect that decen-
iralized decision making can lead 1o more effective spend-
ing of local governments and, thus, 1o more rapid econoinic
growth, Localized decision making can more efficiently
match spending decisions o the specific needs of a locality.
Likewise, decision making at the local level can avold many
of the costs and delays of decision making which require
approval from the capital city. Finally, since the decisions
are their own, local residents will more actively participate
in the development efforis of a locality.

Al times central governments may also rely upon decen-
tralization and iocal resource mobilization for somewhat
self-serving reasons. In many developing countiries urbaniza-
tion 15 recognized as one of the most pressing domestic
issues. Ag such, central governments may wish {0 stem the
tide of migration inio the cities. 1t 13 someiimes felt that such
migration rates will be decreased by iimproving the relative
quality of life in secondary cities and rural areas. Likewise,
there is recognition that local governments may be in a bet-

- {er position than the central government to capture local

revenue-raising capacity ouiside major cities and, thereby,
reduce ihe revenue pressures on the national governments.

What resource-raising instrumenis are available and are
used at the local government level? Basically, there are two
classes of resource mobilization techniques available—local
taxes and user fees. The former group mcludes a wide range
of instrumenis from simple head or poll taxes levied on each
individual or houscheld i the locality (0 more complex taxes
on the value of property, sales, or business transactions iak-
ing place localiv. User fees are especially appiopriate sources
of revenue when attached to particular services provided by
local governments, e.g., water supply, cattle dips, waste col-
leciions, or markets.



Even with locally accessible resources being mobilized, i
is untikely that local governments in develpping couniries
can be totally independeni of external sources of funding.
The two primary forms of external funding include loans
tor the local eovernment and interpovernmentsl grants. While
the first of these is net prominent in mosi third world coun-
tries, as development proceeds and focal governments
become more credit-worthy, there is good reason 1o turn
to this source of funding to provide the resources for larger
and longer term capital projects. Intergovernmental grants,
too, can he designed to provide resources to localities while
simudtaneousty providing some avionomy 1o local govern-
menis and encouraging them to carry out resource mobiliza-
tion efforts on their own.

From a conceptual standpoint, thers seems (o be an ade-
guate set of resource mobilization instruments available (o
loca!l governments in developing nations. Yet, as the six
papers in the volume document, reality may still be far from
ihis conceptual ideal. User fees are not widely used, iaxes
assigned to local governmaents are not particularly suited to
provide a growing source of revenues to meet increased
demands for services, loan financing is limited by the
macroeconomic circumstances faced by ceniral govern-
ments, and intergovernmental granis are designed in such
a way as fo increase reliance upon the central government
rather than to encourage local avtonomy and fiseal

responsibility. )

The Six Papers

The papers in the velume include three thai concentrate
on different types of local government financing instrumenis
and three that are country-specific in focus. In the first
paper, Ved Prakash reviews the curreni status and poten-
tial of user fees as a way to finance urban services in deveiop-
g coutries. His paper discusses the underlying concepiual
basis for user fees and why they can be deemed o be a
desirable method of fimancing particular local government
services io ensure that such services are, in fact, provided
to local residents. He then provides detailed discussions of
the applicability and techniques that might be used 1o im-
pose user fees on such services as public housing, markets,
and other comimercial activities, transportation-related ser-
vices, solid waste collection and disposal, water supply and
sewerage Tacilities, as well as land and land development.
Prakash concludes that, while user fees do not currently play
a significant role in financing local government services, the
potential for such fees is great 1f the political, administrative,
and management problems that he raises could be
surmounted.

Adthough local tax sources can and should be evaluated
according o several criteria, Larry Schroeder and Elizabeth
Daiton focus on the revenue growih or buoyancy characier-
istics of tax instruments most commonly used by local
governmenis in developing couniries. Their review of
available studies suggesis that the automatic growth poten-
tial of most revenues assigned (o local governments is
generally inadequate and that discretiopary changes are
necessary to achieve buoyant growth in revenues. Particular-
ly imporiant for property tax revenue growth is the assess-
ment process. Finally, Schroeder and Dalton note that i
might be a mistake to overemphasize revenue increases if
such long-term growth iz attainable only by giving up cer-
tainty or stability in revenues over (ime.

The third paper focuses on local government credit within
a single country. Angel . Yoingco reviews the use of credit
within the Philippines and emphasizes how policy recom-
mendations made within one macroeconomic environment

should, perbaps, be reevaluated in the light of changing
political and economic developments within the country. The
paper documents the sources and uses of credit finance, in-
cluding the repavment record of local governments which
had previously obtained loans for a vanety of activities,
Yoinges notes how changing the current administrative
structure that provides loan funds o local governments
could and should be streamlined and stresses that, perhaps,
loans designed o improve the fax administration capabilities
of local governments might be particularly productive in the
longer run.

The final three papers in this set turn to local finance issues
in four different countries—Philippines, Repubiic of Kovea,
Sudan, and Thailand, The paper by Kraivadht Dhiratayaki-
nant focuses on the taxing powers of Iocal governments in
Thailand. In general this review finds that Thai local govern-
ments do not have extensive tuxing power. At the same time,
the analysis suggests (hat there is considerable scope for ad-
ditional taxes to be levied locally. Dhiratavakinant siresses,
however, that io do so will requive a major change in central-
local government relations in the country with the central
government providing consgiderably more {axing autonomy
1o local bodies than currenily iz the ¢ase. It is fikely that
the same holds true in most developing nations.

Bashir Omer Mohamed Fadialla’s paper concenirates on
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embarked on a course to increase greatly the role of regional
goverpments throughout the country by assigning them a
wide range of responsibilities and functions. There was not,
however, an equally sweeping increase in the revenue rais-
ing powers nrovided to these governments. As such, in-
tergovernmental grants must continue to provide the bulk
of the revenues necessary 1o finance these responsibilities,
Unfortunately, the current gram system probably does not
fulfill the goals of an effective grant system. Fadlalla,
therefore, proposes a new grant system that, if deeed feasi-
iHe by political leaders, would provide for a much more ra-
tional and effective flow of funds from the cenier to regional
governmenis.

The final paper in this set is unique from the standpoini
of the research method emploved. Rather than relving upon
finzneial or other records of local governments, Ed. B. Pran-
tilla, Roman €. Bacani, and Choong Yong Ahn used the
responses (0 a questionnaire mailed to responsible govern-
ment officials in two countries—Philippines and Republic
of Korea—to ascertain opinions of these leaders regarding
the primary financial issues that they face. Whiie the in-
dividual country findings are intevesiing, the cross-national
comparison of the resulis is even more insightful. Local
governiments in the Bepublic of Korea are considerably more
centralized than those in the Philippines (which the authors
suggest gives 1ise to a broader question of whether the usual
arguments favoring decentralization as a vehicle for growth
are factually supported). It may not be particularly sorpris-
ing that local government leaders int the Philippines were
found to be more concerned with equity than their counier-
parts in the Republic of Korea, whose responses indicaied
thai they are more growth-oriented. Another interesting dif-
ference between the two countries, which suggesis future
research is in order, is the finding that t1ax delinguency is
viewed 1o be a major issue in Philippine local governiments
whereas it does not appear 10 be an imporiant issue in the
Republic of Korea,

Where Next?
As is commonly the case, the papers included in this set
as well as the others presented to the Expert Group Meeiing



answered some guestions but also raised others. The part-
cipanis in the meeting rocognized that more work on policy
and implementation remains to be done in the area of local
and regionai finance.

Bince the social, economic and political circumstances of
different developing countries vary so greatly, it is impos-
sible to reach highly specific recommendations that might
be inplemented within all countries. At the same thme, there
was general agresment that the upitary and highly centralized
nature of governmental systems in most developing coun-
tries gives rise to the neglect of subnational government
finance, Likewise, it was felt that bilateral and muliilateral
assistance programs have generally ignored local government
finance,

Participanis in the meeting felt thar there definitely is
potential for greater resource mohbilization at the iocal level.
From the papers and other experiences ot those in atten-
dance there was the general feeling that simple, broad-based
taxes, including shared taxes, should be emphasized in
developing countries while abolishing the many ““nuisance”
taxes that characierize the revenue menu of many local
zovernments, Likewise, there was the recognition that the
role of user fees, wncluding those for regulatory services,
could be greatly expanded.

While the potential of greater resource mobilization ef-
forts ai the local level exists, a necessary condition for such
umprovement 15 an increase in the institutional and ad-
ministrative capaciies at these levels. Personnel issues, in-
cluding pay structures, training, career opporiunities, and
retirement benefits, mav be as importapt 1o successful
resource mobilization efforts as tax structures.

Cross-national analysis of the relative advantages of
antonomous versus centralized local government personnel
services is an issue that deserves further research. Par-
ticipants concluded that focused comparative rescurce could
provide additional understanding of those resource mobiliza-
tion techniques that are successful and unsuceessful. The
key is ““focused.” Rather than considering the entire set of
functions undertaken by local governments (which differ
greatly among countres), such research would more likely
lead to replicable resuits if functions were held constant and
afternative financing methoeds were emphasized. Among the
functions identified by the Expert Group Meeting par-
ticipants were water supply, reads, public health, and
primary education. Finally, empirically based research on
the impaci of alternative grant and credit systems was felt
to offer strong potential for research payofts.

fn Rwanda

Steve Haggblade spent the month of August in Rwanda
studying the textile industry for the Ministry of Finance and
Eeonomy and for USAID. He was particularly interested
in the impact of large and growing used clothing imports
on employment, incomes, and income distribution, Govern-
ments of neighboring countries have banned used ¢lothing
imporis because of the potential displacement of domestic
textile and garment manufacturers. Haggblade's study
direcily measured for the first time the net employment and
imcome impact of imported used c¢lothing in that country.

In Jamaica

Dan Holland of the Massachusetts Institute of Technology
and James Wozny spent a week in Kingston, Jamazica, in

Sepiember. They presented thelr recommoendations concer-
ning reform of the company tax 1o the Revenue Board and
the Tax Reform Commiiiee.

In Latin

David Robinson spent bwo weeks during July in Venezuela
assisting in the organization, cataloging and staffing of the
new historical archive of Bolbivar State, Ciudad Bolivar. In
August he iraveled 1o Peru where, in Muaraz, he advised
the Ancash regiomal office of the Peruvian National
Siatisiics Instituie concerning thelr proposed project on
district delimitation and regional planning.

B China

Rovy Bahl spent the month of September in Zeigang Pro-
vince as part of 2 World Bank mission. His assignment was
to prepare an analysis of the public finances of the proviage.

In India

Barbara Miller fraveled o India in September under fund-
ing from the Wenner-Gren Foundation for Anthropological
Research, Inc. Her purpose was 1o do preliminary planning
of a research proiect on infant mortality in rural Nerih
India. The study will be used 1o help reduce infant mortali-
ty through improved nealth inicrventions.

oy Bahl on Leave

In September Roy Bahl began a one-year leave from the
Maxwell School, He will divide his time between working
with the Water Supply and Urban Development Department
of the World Bank and continuing his vesearch on Iocal
public firance in developing countries. He continues to
direct the Jamaica Tax Struciure Examination Project.

Visitors to Metro

Sue Horton, economics professor at the University of
Torento, visited Metre in order to confer with Barbara
Miller about the 1983-84 Low-Income Household Expen-
diture Survey which was conducted in $amaica as part of
the Jamaica Tax Structure Examination Project.

Nick Devas, a member of the Institute of Local Govern-
ment ai the University of Birmingham, England, visited the
program in July. He gave a seminar on local government
firance and adminisitation in Indonesia.

JTSEP Staff Paper No. 31

Rovy Bahl and Matthew Murray wrote on ““lncome Tax
Evasion in Jamaica” in the 31st Staff Paper produced for
the Jamaica Tax Structure Examination Project (November
1986, 167 pp, 33.00). The repovi provides detailed estima-
tions of the revenue cost of income iax evasion in Jamaica.
The analysis is focused on the seif-employved sectorv and
employs data from a sample survey of Jamaicans waorking
in nine “‘hard-to-tax” occupations. The results demonsiraie
a substantial revenue loss to evasion and indicate ways a



more active enforcement program mishf broaden the ncome
iax base. The authors y address the npacts on evasion
of the reformed, {lat rate income {ax.

Stait Publications

Un Fiscal Decentralization

Roy Bah! and Shyam Math published ap article on **Public
Expenditure Deceniralization in Developing Countries” in
Erviromment and Planning, 1986, Vol 4, pp, 405-414, The
authors demiify the exient and deteriminants of public ex-
pendifure decentralization in developing countries. It i3
found that the public expenditure share of subnational
governmenis is greater where the level of cconomic develop-
ment is higher, in countries with larger populations, and in
countries whose central government budgets carry less of
a defense burden. The results also suggest that where cen-
tral governments mobilize more resources through the
revenie system, the subnational governments’ share of ex-
penditures tends to be lower because tax revenues are less
likely to be passed as grants (o local governments.

Mews and Motes

David Robinson pave two invited lectures during July for
the Department of History, National University, Medsllin,
Colombia, The lectures were on “*Spaiial Aspects of Latin
American  Colonial History” and “The Historical
Geography of Latin America: Recent Advances and Recur-
rent Problems.”” At a symposium on Populailon Movements
in West-Central Mexico, sponsored by the French Embassy
and El Colegio de Michocan, he delivered a paper on “‘Pat-
terns of Migration in Michocan: Data and Methodologies.”

Steve Haggblade participated as a panelist in the 25th An-
aiversary Celebraiion of the Peace Corps in September in
Washingion. As a panelist on the Boilswana, Lesotho,
Swaziland Country of Service update session, he gave a
review of the recent sconomic developmenis in Botswana
and an update on seversl Peace Corps projects.

David Greyiak went to Washington, DC, in Ocioher to
discuss the topic of local governimenis and education finance
in Laiin America with ATy officials.

Barbara Miller gave a presentation in September on
“Public Health Implications of Son Preference and
Daughter Neglect in Rural India” at the United States Agen-
oy for Interpaticnzl Development mission in New Delhi
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