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A. Fiscal Decentralisation

A.1 Research and Analysis for Cambodia

The review for this section includes research
papers conducted within the fidd of locd
govenment  finance and governance in
Cambodia, and consultants evauation of the
different issuesand key actors in this sphere.

The review provides an oveview for
understanding the current process of fisca
decentralisation and loca financing structure in
Cambodia There are some lesons learned that
canh be used in the further design and
improvement of the implementation of the
decentraisation process. This review  will
primarily provide a structured guidance to the
different analyses avalable for Cambodia as
well as exposure to different issues relevant for
future value-added research.

Issues commonly touched upon by these
reports are on the current inter-governmenta
transfer system and implications of its present
pilot programmes before and dfter the
commune eections in 2002.

1. Chig C, Ho, P, e a. 2003. Preliminary
Review of the Local Planning and Finance
Sysems under Cambodia's Emerging
Decentralisation. New York: Robet F
Wagner Graduate School of Public Service,
NYU.

This aticle is a review of the experiences and
chdlenges in commune planning and financid
management with reference to two communes.
Although limited by short fieldwork duration,
difficulty in trandation, and large group
interviews, the article generdly gives a detailed
and good overview of the loca structure and
the processes in place. In addition, it points out
severd critical issues and chdlenges that
communes face in fulfilling their roles and
responsibilities. One year into its first mandate,
structure and progress of implementation takes
place and awareness of the planning process is
considerably higher at the grassroots level.

The findings of this study are: 1) the communes
do no long-term planning except their one-year
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development and investment plan; 2) needs and
priorities identification is not well understood
by commune and village representatives as
throughout the past 5 years the focus has
unremittingly been on infrastructure projects;
3) no dear divison of responghility for service
ddivery exigs among different tiers of
government; 4) there is no clear criteria for
selection of priority projects-some places use
mgority vote whilst others use different
methods, 4) cooperation and coordination
between commune, line department, provincia
office  and politicd paty in  proect
development and activities is week. Projects
offered by line departments, NGOs and
political parties do not necessxily reflect the
priority projects identified by the commune.

Participation by women and the poorest groups
in the planning and project identification
process is limited. Responsbilities are in the
hands of the commune chief and the clerk. The
commune clerk is in charge of various tasks
from adminigraive duties to payment
preparation. Village chiefs and PBCc (planning
and budgeting committees) are accountable to

ther appointers (commune chief and the
district) rather than to their condituents
(villagers).

The commune seems to be able to prepare and
submit their financid management documents.
They have no capacity to do forecagting and
expenditure estimation and rely very much on
technical assistance. Councillors are not aware
of their authority and power in areas such as tax
collection.

The team suggests a few key research areas
which include 1) the issues around
deconcentration, 2) a study on the potentia
conflict in relaionships between a province and
its gaff and the commune, 3) in-depth andyss
of the relationship between clerk and commune
councillors, 4) a study of loca service revenues
with emphass on the sructure of locd
taxation, 5) and an assessment study of the
management and technicd expertise of the TSS
team in fulfilling their duties for the commune.

2. Dom, Catherine. 2002. Sdected |ssues and
Recommendations in Rdation to CS
Financing. Issue Peper-TAR 35274. Phnom

Penh: Asan Development Bank.
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The main objective of this paper is to assess
whether the commune/sangkat (CS) financing
system is properly designed and can effectively
support decentrdisation of governance. It dso
addresses the issues of equity and effective
dlocation of CS finance, and findly analyses
the long-term consisency of the CS Fund
system.

Key chdlenges of the current fisca
decentrdisation process in Cambodia include
the need for revison of legidaion on public
finance to recognise commune and sangkat as a
new tier of government, and the formulation of
cler policy and regulations for fiscd
decentrdisgtion. A long-term (3 years)
expenditure framework for the commune is
needed to secure resource dlocation. It is
suggested that the CSF annud dlocation teke
place in August instead of October. A formula
of ndtiond tranders will have to be
restructured.

The paper dso addresses issues that are
rdevant to drengthening the  current
decentralisation process, i.e. formation of a
system for commune budgeting and financid
management, an accountability system, and a
plan for capacity building of the commune and
relevant inditutions within this area

3. Fiscd Governance Adviser of DFID. 2002.
Cambodia: Fiscal Governance Technica
Cooperation Assigtance Programme to the
Ministry of Economy and Finance. Phnom
Penh: DFID.

This report assesses issues and challenges of
fisca governance in the Cambodian context. It
provides an andytica review of the current
structure and system, then draws on action-
oriented srategies for budget and treasury
reform, revenue generation, rura finance and
liquidity, and provides a vison for a fiscd
reform process.

The report recommends a joint research
programme between CDRI and MOEF on (i)
budget process and sector management reforms
a locd levd, (ii) issues concerning supply of
liquidity a the provindd levd, and (iii) an
andysis of locd impact and effects of any
additional socia sector spending.
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4, Pak, Kimchoeun. 2003. Real Property
Taxes and Cambodiaz Should and can
Cambodia impose the taxes? New York:

Syracuse University (unpublished paper)

Experience from edsewhere shows that red
property taxes are the main source of revenue
for loca government. Redl property taxes have
the characteristics of local tax, and equity bases
auiteble for loca income. The paper presents
some current conditions that need to be taken
into account in creating the mechanism for red
property taxation. Obvioudy Cambodia is not
yet reedy to authorise locad government to
impose property taxes based on the arguments
that Cambodia faces i) weak and insufficient
land mapping and regidration, ii) lack of data
for property value assessment, iii) low levels of
skills and competence in the tax authorities,
and iv) the low income level of the potentid
taxpayers. The author cals for government
action in setting the stage and getting the pre
conditions right before proceeding with further
steps.

5. P&k, Kimchoeun. 2003. Banking Sector in
Cambodia. New York: Syracuse University
(unpublished paper)

The banking sector in Cambodia has undergone
lage and criticad changes over the past 20
years. This paper presents the key
developments in the sector with a good
overview of current regulations and of the
congtraints that hinder its progress and growth.
Mgor condrants ae a lack of palitica
gability, inhibiting the development of the
private  sector, inditutiond and legd
frameworks, and payment systems, and a lack

of capacity of staff.

6. Romeo, Leonardo G. 2001. Towards a
Regulatory Framework for  Decentralised
Financing and Planning in Cambodia.
Consultant report prepared for the Partnership
for Local Governance. Phnom Penh: UNDP.

The report provides andyss of existing
decentralisation reform and offers advice on
redigning decentrdised planning, financing,
and capacity building in the new decentrdised
system of elected local government.
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Presently the locd councils ae heavily
dependent on nationa transfers both for thelr
adminigration and development expenditure.
The author dresses the importance of
devolving revenueraising powers to the locd
councils dthough the nationd transfers will
remain a critical feature of the loca finance
systems.

It includes detailed and important anadyss of
the exiding reguldions relevant to the
formation of the eected local councils, the
process and system d locd financing, and the
divison of functions of the different actors
pertinent to the local planning process.

7. Romeo, Leonardo R. 2002. Cambodia. In
P. Smoke ad Y. Kim (eds), Inter-
governmental  Fiscal Tranders in Asa
Current Practice and Challenges for the
Future. Manila Asan Development Bank.

The chapter presents information on progress
and chalenges with regard to the design and
structures of inter-governmental transfers in
Cambodia the Commune and Sangkat Fund

(CSP).

It highlights some d the key points that need to
be condgdered in reshaping inter-governmentd
fiscd tranfers as wdl as the fiscd
decentrdisation process in Cambodia. Some of
them ae 1) the possble establishment of a
permanent ingtitution to take over from the CSF
Board as overseer of the fisca decentraisation
process, for example the department of loca
finance, 2) a more well-defined objectives of
the CSF dlocation needs to develop to lift up
output and measurement of commune/sangkat's
performance; and 3) the communes to control
and manage their own accounts a a
commercid bank and the appointment of an
accountant on each commune staff.

The author emphasises that fiscal transfers are,
from internationa experience, crucid for locd
financing in Cambodia, and needs to be
carefully designed taking into condderation (i)
the correction of verticd and horizonta
imbaances, (ii) opening up to externa co
financing, and (iii) edablishing a gradud and
trangparent process of commune development
funding.
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Further areas covered are (i) a detailed review
of mgor conceptud principles and practical
experience with inter-governmental  transfers
around the world. The chalenges of designing
and implementing inter-governmental  transfer
programmes are highlighted, focusng in more
detail on many of the issues raised by the
country case dudies. (ii) a review of recent
experiences with inter-governmenta transfers
in India, primarily focusng on the evolution
and effects of transfers from central to the state
levd. The macroeconomic dimensons of
transfer programmes are dso pointed out. (iii) a
review of the hisory of inter-governmenta
transfers in Indonesia, focusing particularly on
a new revenue-sharing programme intended to
help solve some of the serious problems of the
previous complex and fragmented system. (iv)
an examination of natiiond to provincid fiscd
transfers  in Pakigan, emphasising the
important role of the sub-nationd tax-sharing
programme. It dso evauates a number of other
less trangparently alocated grants and implicit
transfers. And (v) an evauation of the system
in the Philippines, principaly focusng on the
IRA generd revenue-sharing programme, and
reviewing other national to sub-nationd and
inter-local transfers.

8. Royd Govenment of Camboda 2002
Commune and Sangkat Fund of the RGC. An

Interim Progress Report. Phnom Penh; RGC.

This report provides a review of achievements
made by the dected commune councillors
using their own budgets — the Commune and
Sangkat Fund (CSF) dlocaion for the year
2002. In Cambodia, the CSF is referred to as an
inter-governmenta  fisca transfer. There are
two components of the CSF which are 1) the
administrative component to be used for sdary
and office expenses with an average amount of
$1,714 per year; ad 2) the devdopment fund
component, not less than two-thirds of the CSF
dlocation, to be used for development activities
and projects a the communes. Communes are
divided into two types--caiegory 1A and
category 1B; these classifications are used as
the basis for development fund alocetion.

In the first year of its implementation, the CSF
has been used mainly to finance smdl-scae
infrastructure projects including roads, rurd
water supply, small-scde irrigation, and school
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buildings. The report notes that more than 63
percent of the total development component of
CSF was used for road construction. It
concludes by proposing further delegation of
respongbilities and resources to the commune
level for locd service ddivery and to dlow
communes to raise their own revenues by
performing agency functions.

9. Smoke, Paul, and Remy PrudHomme
2000. Workshop on Fiscal Decentralisation:
Report submitted to the Ministry of Economy
and Finance Presentation during a fiscd
decentrdisation workshop in Phnom Penh,
Cambodia

The purpose of the workshop was to begin the
process of developing the commune finance
system. It covers issues such as 1) the concepts
and prectice of fiscal decentrdisation, 2)
commune-generated revenues and transfers, 3)
commune financid management and control
sysems, and 4) the implementation plan of
fiscal decentralisation.

The Law on Adminigration and Management
of the Commune/Sangkat alows the commune
to collect land taxes, immovesble property
taxes, rental taxes, and user charges. Discussion
during the workshop further identified other
sources of revenues for the commune,
including i) certain taxes and other revenues
dready dlocated to the provinces (taxes on
unused land, business licences, vehicle taxes,
and daughtering taxes), ii) a betterment levy,
iii) hotel taxes, iv) taxes on entertainment, v)
taxes on sde of drinks, vi) posshle shared
taxes on turnover and VAT, and vii) non-tax
revenues for various licences and services.

The workshop adso addressed their concerns
regarding the practicdities of implementing the
conclusions of the discussons. This requires
amendments to current regulations such as to
the nationd tax code, the provincid finance
law, and the land ownership law.

In addition, the workshop examined and
discussed options and chdlenges for inter-
governmenta  fiscd  trandfers,  financid
management, and steps to be taken in putting
forward the process of fisca decentraisation as
wel as the coordination roles reevant
stakeholders need to play.
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A summary of the key steps to be taken by the
minisry in processng fiscad decentrdisation
are (i) the establishment of a task force on
fiscd decentrdisation, (ii) a follow-up process
including short papers and workshops for
further discusson and development for the
identified issues (such as CS generaed
revenues, the transfer system, CS financid
management, and fiscd  decentraisaion
drategy), (iii) the building of the capacity of
daff a the MoOEF with regad to locd
government finance, (iv) the development of an
ovedl plan for fisca decentrdisation reform,
and (v) the delegation of responshility to the
taskforce to implement the plan.

10. Smoke, Paul. 2003. Integrated Fiduciary
Assessment and Public Expenditure Review
(IFAPER): Decentralisation and
Deconcentration. First draft for comment. New
York: New York Universty.

This article provides an assessment and
suggestions for the Government of Cambodia
with regard to issues of financid management
and systems of operation of cash flow at the
commune and provincid levels as well as on
the challenges in deconcentration. It addresses
the current structure of the commune/sangkat
as wdl as that of the provincid and digtrict
levels.

The key issues that were raised in the report
address a need for a dear and wdl-developed
vison for decentrdisation policy and a capacity
building plan for the dected councils. There is
dso a need for an extendgve and wdl-

foomulated  implementation  drategy  and
inditutiond  coordination needs to be
thoroughly  and  adequatdy  aticulated.

Immediate steps need to be taken to tackle
these issues, the author emphasises, before
additional problems occur as a result of
inconsistent and inappropriate strategies.

In response the paper provides some
recommendations, including to 1) creste a
decentralisation secretariat which can be the
link between CAR and NCSC; 2) redesign the
current implementation strategy especidly with
regard to commune/sangkat fund alocation and
technical assistance to commune councilors; 3)
edablish a cdlear plan for cgpacity development
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which consders different approaches and
targets a wider audience. It looks at some other
issues aound fiscd decentrdisation and
deconcentration with some priority
recommendations for both near and long-term
needs. It recommends that policy research on
sources of revenue collected a the commune
level should be developed.

11 World Bank and Asan Development
Bank. 2003. Cambodia: Integrated Fiduciary
Asessment and Public Expenditure Review.
A joint document for the Roya Government of
Cambodia  Phnom Penh: World Bank and
Asan Devedopment Bank.

The document makes four key suggestions on
how and where improvement and reforms can
be made for better service ddivery, including
(i) improvements in resource mobilisation for
fiscd sudtainability, (ii) reduction of fiduciary
risk to public funds, (iii) rationdisation of
government  public expenditure policy and
management, and (iv) undeteking of civil
service reform.

Cambodia has made some progress in its
revenue collection, especidly of tax revenues,
but further work and reform will need to teke
place in order to increase revenues for
necessary public spending. This can be done
through improved tax adminidration and

policy.

The current public expenditure and financia
management  system  dlows  inegfficient
dlocations and gives rise to high leves of
fiduciary risk to public funds. One common
challenge is the use of cashtbased systems and
environments with little, if any, operaiond
control. Mgor reforms needed include the
drengthening of cash management through
increased use of bank accounts, improvements
in planning priorities for public expenditure,
and drengthening legd frameworks and
financia control systems.

Government public expenditure has improved
in tha spending on priority sectors has
increased over time. Further steps need to be in
place to ensure that high priority expenditure
occurs: (i) reduction of expenditure in low
priority aress, (ii) generation of savings from
possble  consolidation  of  adminigtraive
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sructure and retrenchment, (iii) reduction of
overheed and adminidrative expenditures. The
document aso addresses issues for improved
external assstance through the consolidation of
donors funds to meet spending gods in the
government's high priority sectors.

Findly, the issue of reform in the civil service
is addressed. This is an aea where the
problems of sdaries, incentives, and capecity
building needs urgent atention. The document
recommends that unskilled and superfluous
workers should be reduced, and relocation and
redeployment of public servants to priority
sectors and lower levels of governments is
necessary.

The document concludes with some
recommendations for the government in its
reform agenda in which short and medium term
reform options and drategic action seps are
provided.

B.2 Research and Analysis Elsawhere

The collection for this section of the review
focused upon i) the usefulness of information
and broad implications from a literature review
in the field of fiscal decentrdisation, and ii) the
sharing of experience and lessons learned that
coud be rdevant to Cambodids fiscd
decentralisation process. Reports and papers for
this review are mainly based on the work of
academic inditutions as well as professond
organisations working to improve the design,
implementation and therefore results of fiscal
decentralisation in developing countries.

The papers vay from purdy theoreticd
compilations of problems tackling issues in
taxation, to inter-governmenta transfer system
to loca planning, and to sarvice ddivery of
sub-nationa  governments. A large number of
reports look more closdy a applied case
sudies from diverse types of government
systems; both those that have been exposed to
fiscd decentrdisation for a number of years
and those less experienced with decentralised
fiscd governance. Severd papers emphasise
the reaionship and linkages among varigbles
within the decentralisation reform process, for
example, the impact of fiscd decentraisaion
on economic growth and governance.
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12. Bahl, Roy. 1999. Implementation Rules
for Fiscal Decentralisation. Working paper

99-1. Atlanta: Georgia State Universty.

After decades of experimentation with fiscd
decentraisation, there are gill many lessons to
learn. Debates on the best formula for fisca
decentraisation and what needs to be in place
in the dructure and design of the process in
both developing and intrangtion countries
continue to be necessary. This paper offers 12
concise rules for policy makers and
implementers  in  the desgn of fiscd
decentrdisation, including:

1. Design of a decentrdisation sysem must
be comprehensve to accommodate fisca
reforms.

Apply the rule of thumb whereby finance
follows  function, i.e expenditure
requirements must be backed up by the
means to bring in the revenues to carry out
those expenditures.

Mogt loca governments are sill week and
therefore the national government needs to
be capable of monitoring and evauating the
decentralisation process asit evolves.

It is not wrong to have more than one
inter-governmenta  transfer system because
urban and rurd councils are not the same:
some depend heavily on grants, wheress
some rely greatly on local taxation.

For a genuine fisca decentrdisation it
requires dgnificant locad  government
taxing power to be assgned to locd
government.

Usudly regulation of fiscd
decentrdisation is done by the centrd
government--it is therefore necessary that it
keeps its promise and implements the
regulations, otherwise nothing changes.

For sysem and regulations to be
implementable, they should be smple and
should not be over burden for both central
and sub-nationa governments.

Objectives of the decentrdisation reforms
and inter-governmental transfers should be
complementary.

Fisca decentralisation reform should teke
into condgderation dl levels of government,
namey centra, regiond, and locd
government. By doing this we ensure that
power and resource sharing are dl in place
for a suitable implementation.

10. Tough budget condraints need to be
imposed under which locd governments

N
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ae required to be oHf-aufficient and
autonomous a the year-end in terms of
their budget.

11. Centrd government needs to recognise
that inter-governmental transfer systems are
awaysin trangition and plan for this.

12. There is a need for drong interna
champions who understand the costs and
benefits of edablishing such a reform
programme. In summary, fiscal
decentrdisation has been held back and
needs to be carefully thought through with
regard to some of the key issues presented
above.

13. Bahl, Roy. 2000. Sustainable Local
Government Financing Strategies in LDC and
Trangtion Countries. Retrieved  from
www.urbanicity.org on August 4th 2003.

This short paper addresses the key issues
aound the actud and theoreticd implications
of fiscd decentrdisation policy, with an
emphass on its impact on economic
development. The most important rationae for
or advantage of a fiscal decentraisation
strategy is to nove government closer to the

people.

Fiscd  decentrdisation  promotes  revenue
mobilisation, accountability of eected officids,
and grassroots participation in governance, dl
of which work to dimulate locad economic
development. However, fisca decentrdisation
has not been happening swiftly in LDC and
trangition countries because fisca centrdisation
is often drongly favoured, based on the
agument tha it faclitaaes  naiond
governments macroeconomic control, aids in
the management of socid projects with big
externdities, and gives them control over the
equdisaion potentid.

Other discussions in the paper address local tax
options in LDC and trandtion countries. The
paper concludes with ten points on politica
champions and detractors of sustainable locd
government financing.

14. Berlekom, Maria 2001. Introducing
Commune and Village Development Budgets.
2 years experience of decentralisation to local
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levels in Northern Vietnam. Vietham: Ministry
of Agriculture and Rura Development.

This is areview of a two-year pilot programme
of a new decentrdised development approach
whereby a the commune and even a the
village levels, budget dlocations are provided
for plaoning and  implementation  of
devdopment needs in the village and
commune. The paper provides a detailed and
good overview of different stages and issues
within  commune and village development
budgets (C/VDB). Along with discussons of
chdlenges and the problems encountered, the
paper includes interesting case studies for the
purposes of illugtration.

The findings and recommendations can be
summarised as follows 1) the initiative to
introduce a village levd budget creates an
environment where villagers demand more
resources to be dlocated to them directly; 2)
villagers become involved much more actively
in smdl-scale infrastructure where they take
the initiative to monitor and supervise the
activities. The same occurs in natural resources
management, and 3) by introducing C/VDB to
villagers, they are more willing to give both
cash and in-kind contributions.

The report concludes that specid attention must
be gven to more efforts to secure the
participation of women and the poorest groups
in society, current contract bidding procedures
and reporting formats must be smplified, and
that there is an immediate need for <kill
upgrades and delegation of responshilities at
the didrict and provincid levels for ther
support of the commune and village levels.

15. Bird, Richard, and Francois Vaillancourt
(eds). 1998. Fiscal Decentralisation in
Developing Countries Cambridge: Cambridge
Univerdity Press.

Recent years have seen a worldwide trend
toward fisca decentraisation. Many
developing countries are turning to various
forms of fiscal decentraisation as an escape
from inefficient and ineffective government,
macroeconomic  indability, and inadequae
growth.
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This collection provides up-to-date research
from leading scholars in the field to assess the
progress, identify the problems, and analyse the
potential for lessons learned from a variety of
countries around the world including Ching,
India, Indonesia, Colombia and South Africa

In summary, the book provides a few critica
recommendations for better fiscal
decentrdisation implementation, including: (i)
the imposition of restrictions on the borrowing
ability of sub-nationa governments in order to
retain  macroeconomic bdance, and (i) the
dmultaneous implementation of revenue and
expenditure decentraisation in order to avoid
Oecreased revenue mobilisation and
macroeconomic  imbalance.  The  authors
emphasse that fiscad decentrdisation and
political will can enable efficient and effective
savice delivery regardless of potential adverse
macroeconomic  circumstances  and  poorly
functioning public administrations.

Additiondly it is possble for locd
governments to be 90 percent dependent on
centrd government transfers and ill be fully
accountable for their citizens and/ or the centra
government depending on the circumstances of
each country.

16. Bird, Richard M. 1999. Rethinking Sub-
national Taxes A New Look at Tax
Assignment. IMF Working Paper 99/165.
Washington DC: International Monetary Fund.

The assgnment of revenues from centra to
locd government in most developing and
trangtiond countries has arguably facilitated
irresponsible behaviour by some sub-ndiond
governments. One way to relieve this problem
is to drengthen sub-nationa tax regimes. The
paper proposes two approaches to this in
developing  countries. The  fird--most
gpplicable to large countries with important
regiond governments-is to edablish sub-
nationd vaue-added taxes (VATS); the second
is to replace the various unsatisfactory state and
local taxes imposed on business by a low-rate
value-added tax levied on the basis of income
(production origin) rather than consumption
(destination). (Author's abstract)
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17. Bird, Richad M.  2000.
governmental Fiscal Reations
Principles, Local Applications.
paper# 0002, Atlanta
Univergty.

I nter-
Universal
Working
Georgia Stae

Inter-governmental  transfer  policy needs to
take into account both political and economic
condraints. The paper examines four issues
around inter-governmental fiscal transfers and
addresses their precticd implications. Firdt,
expenditure assgnments for the lowest level of
government should be consstent with its
efficient performance. The firs dep in
achieving this is to edtablish clear lines of
responghility and accountability. The author
dso suggests the use of a mediumterm
expenditure  framework  for  sub-naiond
budgeting.

Second, sub-naiond governments should be
assigned with appropriate taxes, to be assessed,
collected and st by them. It is important that
appropriate levels of revenue assgnment be

given to subnaiona governments for a
meeningful  locd  atonomy and  locd
accountebility.

Third, transfers are necessary regardless of
resources made available to loca governments.
Trandfers can dso be used to achieve dlocative
efficiency, digtributional equity, and
macroeconomic  stability. The design of a
transfer system should consder (i) the
digributable poal, (ii) the distributive formula,
and (iii) the conditiondity of expenditure.

Finaly, the paper analyses the impact of fisca
decentrdisation  from  macroeconomic  and
ingtitutional aspects. The author concludes that

dl thee aspects can be appropriately and
contextudly  dedgned to fit individud
countries.

18. Bird, Richad M. 2003. Fiscal Flows,
Fiscal Balance and Fiscal Sudainability.
Working paper# 03-02. Atlanta. Georgia State
Univergty.

The paper examines three issues. Fiscd flow is
used to messure the redistribution of income
among levels and areas. This measurement can
provide some picture of the geographica
incidence of tax and expenditure structures
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which can then help guide policy draegy.
Measuring fiscd flow is conceptudly difficult,
but if properly done it can be used to assess the
redistribution of income among regions, and
can be paticualy ussful for tax and
expenditure analysis. However, the use of fisca
flow is limited due to methodologica
problems.

Second, fiscd baance looks a which area of a
country is paying or receiving too much or too
little. The author recommends that aress facing
fiscd imbdance should be dlowed to keep
their own locad revenues. Fiscal bdance is
commonly associated with the notion of
vaticd and horizonta fiscd  imbaances.
Veticd fiscd imbdance refers to the
differences between expenditure and own-
source revenue a the different levels of
government. To correct for this type of
imbaance, there should be similar revenue and
expenditure  assignments.  Horizontal  fiscal
imbalance refers to the differences of avalable
resources to governments a the same levd.
These concepts are not separate. The author
emphasises the implications of equaisaion
transfer programmes for the capacity of locd
governments. Disparities, and the ams and
effects of equalisation programmes need to be
clearly defined so that the fisca capacity of all
locd governments is dmilar, and it is not the
case tha the government which tries least
receives the most.

Third, fisca sugtainability might offer some
clue for the problems raised with regard to
fiscd flow and fisca baance. However, this
indicator can be varied and therefor needs to be
carefully designed as its use reflects subjective
judgment rather than objective measurement. In
conclusion, the uses of these three indicators
do not tel the whole story, dthough they do
facilitate an  undergtanding of  locd
governments performance. The best option is
to develop meaningful and comparable fiscd

indicators  especidly  with  respect to
sustainability.

19. Boex, Jamie. 2001. An Introductory
Overview of  Inter-governmental  Fiscal

Relations Fiscd Policy Training Programme

2001: Fiscd Decentrdisation Course. Atlanta:
Georgia State University.
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The paper addresses three aress. it gives an
overview of fiscd decentraisation, looks at
policy rdevant to fiscd decentrdisation, and
assesses the advantages and  disadvantages of
decentrdisation. The author notes that fisca
decentrdisation is rdevant to dl countries
regardless whether they are unitary, federad or
confederation countries.

There are four pillars of fiscal decentralisation.
Frg is the expenditure assgnment and
respongbilities of each level of government.
Second is the revenue assignment which should
correspond  to sub-national governments
expenditure responghilities. Third are the inter-
governmenta fiscal transfers that sub-naiond
governments  should receive from centra
government in  addition to the revenue
assgnments  provided. Findly the paper
addresses the issues of borrowing and debts of
sub-nationa governments.

The paper concludes with an interesting
discusson on the pros and cons of fiscal
decentrdisation based on worldwide
experience.

20. Castles, Francis G. 1999. Decentralisation
and the Post-war Political Economy.
Discusson Paper No. 399. Canberra the
Audrdian  Naiond  Universty, Research
School of Socia Science.

This paper uses cross-nationd daa for 21
OECD nations to examine whether there is any
evidence of a connection between measures of
politicd and fiscd decentrdisation and the
magjor, long-term, performance parameters of
the pogt-war political economy. The findings of
this exploratory andysis of a wide range of
policy outcomes suggest that low levels of
fiscd centrdisation gppear to have restrained
postwar inflationary pressures and were
commensurate with higher rates of post-war
economic growth. However, no evidence is
found to link fiscal decentralisation with post-
war labour market performance. While the
balance of evidence indicates that messures of
politicd decentrdlisation do not have ay
sgnificant impact on political outcomes, the
sudy confirms the standard finding in the
literature  that  federdism and  other
decentralised condtitutiond arrangements
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impede the expansion of the socidly protective
gtate. (Author's summary)

21. Castro-Led, Horencia, Dayton, Julia,
Liond Demeay and Mehra Kapana 1999.
Public Social Spending in Africa: Do the Poor
Bendfit? The World Bank Research Observer,
val. 14, no.1: 49-72.

Education and hedth care are basc services
essentid in any effort to combat poverty and
are often subsidised by public funds to help
achieve that purpose. This paper examines the
effectiveness of public socid spending on
education and hesalth care in severd African
countries and finds that these programmes
favour not the poor, but those who are better
off. It concludes that these targeting problems
cannot be solved by adjusing the subsdy
programme. The congraints that prevent the
poor from taking advantage of these activities
must aso be addressed if the public subsidies
are to be effective. (Authors abstract)

22. Dethier, JeanrJacques. 2000. Some
Remarks on Fiscal Decentralisation and
Governance. Paper prepared for presentation at
the Conference on Decentralisation
Sequencing, Jakarta.

The paper provides a review of chalenges and
a discussion of mgor issues by focusing on the
linkeges of decentraisation and governance.
Decentrdisation in  itsdf does not creste
accountability and responsiveness. It argues
that the rdionde for decentrdisaion is not
cdea, and internationd evidence does not
confirm that decentralised governance is better
than centraised governance. Some paliticians
use decentrdisation policy to gan the
confidence of those at the grassroots level. The
author looks a the pros and cons of
decentralisation from different aspects such as
public provisons, fisca discipline, and poverty
reduction.

India is one of the case studies sdlected for a
discussion of the impact of decentrdisation and
governance on the welfare of the poor, with an
emphasis on hedth and education sectors. Pro-
poor policies mean more investment and
money is put into subsidisng hedth and
education activities. Such policies need to be
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vigilant with regard to corruption of public
officids and any attempt to privatise these
basic public services.

23. Eaton, Kent. 2002. The Link Between
Palitical and Fiscal Decentralisation in South
America.  Princeton:  Princeton  University,
Center of Internationd Studies

The hypothesis of this paper is that sub-nationd
elections generate pressures for  fiscal
decentrdisation. In  Latin - America eected
officids in loca government are sdected under
a free and far dection process and their
accountability leads them to demand more
fiscd responshility. Only sub-nationd leve
legidaiors ae involved in  sub-nationd
budgeting and policy-making. The devolution
of responshilities to sub-national governments
should increese the authority of legidative
positions at those levels. This is dso the case
for the revenue and expenditure side of fiscd
policy. From the four case studies, two
countries confirm the hypothesis while the
other two offer no linkages between politicd
and fiscd decentrdisation in which the nationa
politicd system plays a great role. The paper
concludes from the four countries experience
that  decentrdisation tends to follow
democratisation.

24. Ebd, Robeat D., and Sardar Yilmaz. 1999.
Inte-governmental Reations  Issues  in
Public Policy. World Bank Inditute.
Washington DC: World Bank.

The paper reviews the recent advances in
economic theory and changes in the practice of
governance. Fiscd discipline and coordination,
the sysgem of inter-governmentd  fiscd
relations and the legd bass on which they
operate determine the performance of public
sectors.

The authors discuss the functions of
government in three key areas where sharing of
responsbilities is possble between centrd and
sub-nationd  governments.  macroeconomic
dabilisation,  income  redigribution,  and
resource alocation.

In addition, they conduct a regression andysis
in which their concuson shows that an
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increese  in the shae of sub-naiond
expenditure in totd government spending
would limit the sze of the government in the
€conomy.

25. Feldsad, Odd-Hege, and Lise Rakner.
2000. Dilemmas of Fiscal Decentralisation: A
sudy of local government taxation in
Tanzania. Forum for Development Studies,
Val.27, No.1: 7-41.

This paper reviews the main characteristics of
the exigting loca tax system. It discusses how
the present tax system emerged, and why it has
been maintained for such a long period in spite
of dl its weaknesses. Findly, it condders
options for reform.

Local taxes represent less than 6 percent of
totd nationd tax revenues in  Tanzania
However, the large base of these taxes, together
with their unsatisfactory nature, means that
their economic, politicd and socid impacts are
considerably more significant than the revenue
figureindicates. (Author's summary)

26. Feldstad, Odd-Helge, and Joseph Semboja
2001. Why people pay taxes. the case of the
devdopment lewy in  Tanzania World

Development, Vol.29, No.12, pp.2059-2074.

This paper examines factors determining tax
compliance behaviour in loca authorities in
Tanzania. The case study is the pall tax--localy
named the "development levy." The dudy
finds support for the hypothess that tax
compliance is pogtively rdaed to factors such
as ability to pay, the (perceived) probability of
being prosecuted, and the number of tax
evaders known persondly by the respondents.
Oppressive tax enforcement, harassment of
taxpayers, and discontent with public service
ddivery seem to increese tax resistance and
may explain widespread tax evason. (Author's
summary)

27. Feldsad, Odd-Hege, and Lise Rakner.
2003. Taxation and tax Reforms in
Developing Countries. Illustration form Sub-
Saharan Africa. Development Studies and
Human Rights, Report 6. Chr. Michdsen
Inditute.
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Many low income countries face praolems with
respect to taxation: 1) there is an urgent and
obvious need for more revenues to enable
resource poor states to provide and maintain
even the mogt basic public services, 2) the
redity is, however, that those with politica
power and economic ahility are few and do not
want to pay tax; and 3) those without political
power are many, have dmost nothing to tax,
and aso resist paying taxes. It follows that the
chdlenge for taxation is to raise domedtic
revenues from consenting citizens in poor and
increesingly ~ open  economies. Elected
governments in poor countries are therefore
facing hard choices a&bout taxation. These
choices will most likdy have profound impacts
on the future democratisation itsef and on
public service provison. They will aso have
condderable implications for the politics and
sustainability of aid.

The report provides interesting accounts on
how reforms in tax adminisration can be
achieved in the African countries addressed in
the study and the role the donor community can
play. It examines options and congtraints for
policy-making on revenue mobilisation and
democrdtisation. The report concludes with
issues for further research.

28. Le Houerou, P, and Tdiercio, R. 2002.
Medium Term Expenditure Framework:
From concept to practice, a preiminary
lessons from Africa Africa Regiond Working
Paper Series No. 28. Washington DC:. World
Bank.

Do Medium Term Expenditure Frameworks
(MTEF) work in practice? This paper
undertakes a comparative assessment of the
design and impact of MTEF on public finance
and economic management in nine African
countries. MTEF is objectively set to improve
inter- and intra- sectord resource alocetion,
macroeconomic  balance  induding  fiscad
discipline,  accountability  for  budgetary
decisons, and public expenditure efficiency
and effectiveness.

Findings from the sudy are 1) there is no
evidence that MTEFs have a dgnificant impact
on macroeconomic baance, 2) there is some
limited and qudified evidence that MTEFs are
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linked to redlocation to a subset of priority
sectors; 3) there is no support for the contention
thaa MTEFs ae associagted with greater
discipline and less deviation; and 4) only if
properly designed can MTEFs create pressure
for palitical accountability.

The paper concludes with some suggestions on
how and what needs to be addressed in order to
make MTEFs work in different countries.

29. Locd Body Fiscd Commission of Nepd.
2002. Work Plan for the Local Body Fiscal
Commission (LBFC). Draft work plan funded
by DASU/Danida

This report provides a comprehensive analysis
of the exiging sysem of locd government
finance, the chalenges, and recommendations
for establishing of a permanent locd fiscdl
commission in Nepd.

The focus is on the main chalenges of the
adminigrative structure and the
decentrdisation reform process, which could
hinder the further development of fisca
decentrdisation of the loca government. The
recommendation put forward is to engage both
national governments and the donor community
in a support process for the implementation of
the work plan.

30. Matinez-Vazquez, Jorge, and  Robert
McNab. 1997. Tax Reform in Transtion
Economies. Experience and Lessons. Prepared
for the Internationd Seminar in Public
Economies, Tokyo. Atlanta Georgia Stae
Universty.

The paper reviews trangition experiences in tax
reform over the past six years, and draws on the
successes and failures of the reform process for
lessons learned.

The overall performance of tax systems in the
countries in trandtion (CITs) has been
undermined by growing tax evasion. Through
review of each key tax reform, the author
provides a good account of the CITs tax
gructure and their tax reform process. The
author's concluson is that effective and
successful tax reform also requires ingtitutional
and gructura reforms of the economy.
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31. Martinez-Vazquez, Jorge, and Robert M.

McNab. 1997. Fiscal Decentralisation,
Economic Growth and Democratic
Governance Presented a the USAID
Conference  on  Economic  Growth and

Democratic  Governance. Georgia  Georgia
State University.

The main issues addressed by this paper are i)
the link between fiscal decentraisation and
economic growth and ii) fisca decentraisation
and democratic governance. It gives a good
overview of literature that tests the relationship
of these variables. Results for the firdt
hypothess from most of the tests indicate

mixed correlaions between fisca
decentraisation and  economic  growth.
However, there is an explicit link between
fisca decentralisation and democratic
governance.

In addition to acknowledging the impact of
fiscd decentralisation on democratic
governance, the authors highlight severd
chdlenges within the decentrdised systems: i)
potentid  domination of locd dites i)
posshility of decentraised governance to
enhance corruption; and iii) limited locd
capacity to sustain democratic governance. The
paper ends with some policy advice.

32. Peterson, George E. 1997.
Decentralisation in Latin America: Learning
through  Experience.  World Bank Ldin
American and Caribbean Studies Viewpints.
Washington DC: the World Bank.

This paper examines the current process of
decentrdisation reform  in Latin - American
countries. It specificaly addresses three key
issues--fiscd  framework, level of government
closer to the people, and service deivery of
loca government.

Severd countries in Lain America that have
been swept with slence reform  have
experienced some drawbacks. In Mexico and
Brazil, problems occurred in the
implementation of decentralised policy when
nationa laws left functiona respongbilities
unclear or assigned the same functions to more
than one levd of government. Locd
governments have walked away from services
that proved too codly. In addition, locd
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governments tend to prefer free centra
transfers to loca tax revenues, particularly in
poor rura aress. Also, the use of formula-based
revenue and grant transfers has decreased the
flexibility to make macroeconomic adjustments
as necessyy according to the changing
condition of the public-sector budget. From the
point of view of congructing fiscd
frameworks, the author suggests that the
following are necessary: (i) reconciliation of
fiscd  frameworks and  macroeconomic
management, (ii) correction of unbaanced
financing dtrategies to reduce fiscal risk under
decentralisation, (iii) control over sub-netiond
borrowings, (iv) locd government be given
share and control of fiscal resources, and (v)
revenues assigned should  accommodate
responsbility assgnments.

Secondly, the issue of local government
performance and responsiveness as government
is moved closer to the people is addressed.
Latin  American  countries have  been
transformed, under the decentralisation palicy,
by the srengthening of the elected leadership.
It is rare to find indirect popular eection of
mayors today and dections of loca
governments are conducted separately from
those a centrd and dtate levels. The result has
been an increase in the accountability of eected
officids to the public a large and an enhanced
capacity to respond to locd priorities.
Moreover, the mgority of citizens surveyed in
Columbia showed that they trust locd
govenment more than the naiond
government. Yet the paper offers a few points
for improvement in implementation including,
(i) the use of the eection of locd officids as a
greater means for public participation, (ii) the
paticipation of citizens requiring their
involvement in actud budget and service cost
choices, (iii) the identification of the role of
citizens in collaborating with government, (iv)
the increased decision-making of ditizens in big
projects, and (v) sharing of successful models
among regions and aress.

Devolving responghilities from higher levels of
government to lower levels of government is
good as long as they are able to deliver services
to meet the needs a the locd levd. Locd
governments  require  sufficient  resources
granted to them both in terms of improving the
skills of local saff and revenue sources. In
addition to this reguirement a mechanism to
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measure accountability and output needs to be
in place for better service delivery. The author
goes even further to suggest incorporating
market principles into the service ddivery of
locd  government--competition. A good
structure of transfers and grants should be able
to address these issues: (i) transfers of al kinds
should follow clear and stable rules, (ii) grants
should not be used to compensae locd
authorities for budget deficits and debt, (iii)
specific functions of nationad importance that
ae transfered from the centrd to locd
authorities should be accompanied by revenue
transfers that must be spent on the function.

33. PrudHomme, Remy. 2003. Fiscal
Decentralisation in Africaz A Framework for
Considering Reform. Public  Adminigtration
and Development, Vol. 23, No. 1: 17-27.

This article argues that there is no smple (or
even complex) unifoom modd for fiscd
decentralisation in Africa Each country has to
devise its own strategy. The article proposes an
andytica framework to help countries consider
how to structure fiscal decentralisation.

It presents briefly the main decentradisation
indruments  available--alocation of functions
and revenues across the levels of government,
devdopment of inter-governmenta transfers,
indtitutions of centra monitoring and control
mechanisms, and the inditution of eectord
rules.

It then examines various objectives that will be
served or impacted by these ingruments,
including economic efficiency, macroeconomic
gability, interregiond or interpersona  equity
and political efficiency. Sdected impacts are
reviewed and illustrated to demongtrate how an
understanding of these issues in each country is
a prerequiste for designing appropriate
decentraisation. (Author's summary)

34. Schneider, Aaron. 2003. Who Gets What
from Whom? The Impact of Decentralisation
on Tax Capacity and Pro-poor Policy. IDS
Working Peper 179. Brighton: Inditute of
Development Studies.

This project studies patterns of decentraisation
and public finance in 68 countries in 1996. Six
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indicators of decentraisation clustered around
fiscd, adminidrative, and politicd dimensions
ae examined: these dimensons had
independent and surprising relaionships with
how much tax governments imposed and what
they did with ther money. Firdt, politicaly
decentralised regimes taxed less overdl and
spent less on socid policies.  Second,
adminigrative  decentrdisation showed a
positive impact on socid policies, but nether
adminigretive nor fisca decentraisation had a
systematic reationship to tax capecity.

These results suggest that  multi-levd
governance might be best pursued in a partid
fashion. Politicadl centrdisation favours the
actors and interests who seek large amounts of
progressve  public  action;  adminidrative
decentralisation alows competition,
information, and innovation to lead to efficient
and effective public policies. Together, political
centraisation and adminidrative
decentralisation may offer the optima
combination to achieve large quantities of
effective, efficient, and redistributive public
action. Fiscal decentrdisation had no detitica
impact in any of the modes (Author's
summary)

35. Shrestha, Mangj. 2002. An Overview of
Inter-governmental Fiscal Relations in Nepal.
Working paper # 02-05. Atlanta: Georgia State
University.

The author provides a comprehensive overview
of the achievements and chdlenges of fiscd
decentrdisation reforms in Nepd. It dso
addresses the directions for effective further
reform.

There are two tiers of loca government in
Nepd; one is the didrict and the other is the
municipdity and village. Both of these tiers are
devolved with many locd level functions and
taxing powers. The decade long experience of
decentrdised governance has resulted in many
positive achievements. However, the paper
highlights severa important reform issues. (i)
rationdisation of the sze of the governing units
(there are a large number of smdl locd
governments) is conddered not economicaly
vidble and therefore there are high cosgts for
technical support and capacity building which
must be covered by the centra government, (ii)
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the practice of consensus building to reach
decisons has resulted in nondecisons, late
decisons, and a loss of accountability, and (iii)
the ambiguous relationship between the locd
councils and the digrict councils, which has so
far resulted in the creastion of a subordinate
relationship, and an undear divison of
respongibilities.

In addition, the paper identifies four categories
of mgor chalenges to the reforms. First it
discusses issues around expenditure
assgnments, and identifies two key problem
aess. Thee are (i) overlgpping and pardld
functions assigned to different levels of
government in terms of regulating, financing
and implementation. This is aso an issue with
regard to funding sources from donors and
NGOs that ae channdled outsde locd
governments  adminigration, and (i) LGs are
too focused on minor capital expenditure like
sndl infrastructure projects because of the
restrictions in their budget that require them to
use their funds mainly for capita expenditure.
Second it addresses LG revenue sources. The
main chalenges include improving the revenue
assgnment  structure to  reduce  vertical
imbdance, redefining ad making Cdear
arrangements for tax sharing, and the linking of
accountability for tax collection with service
provison. Third the issues related to inter-
governmental transfers are highlighted: (i) the
trandfer system is unpredictable as it is ad hoc
and deemined vyealy by paliamentary
dlocations, and (ii) the current transfer system
afects local revenue generdtion. Findly, the
budgeting and monitoring process of LG is
currently not well coordinated and does not
dlow autonomous decison-making & the locd
levels.

The chief recommendations provided in the
paper are as follows. (i) there should be a clear
assgnment of expenditure responghilities at dl
levels of government, (ii) there needs to be a
drengthening of loca governments ahility to
implement expenditure respongbilities through
provison of adequate funding and co-ddivery
of services with private or civil society groups,
(iii) LG musgt be provided with devolved and
autonomous revenue assignments, (iv) the
objectives of the fiscd transfers in addressing
the ams of decentralisation reforms must be
specified, (v) a sysem must be designed to
dimulate locd revenue generation,  (vi)
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budgetary  autonomy,  accountability and
transparency should be increased, and (vii) the
oversght and the audit of the LG must be
strengthened.

36. Smoke, Paul. 2001. Fiscal
Decentralisation in Developing Countries. A
review of current concepts and practice
Democracy, Governance and Human Rights
Programme Paper No. 2. Geneva UNRISD.

This paper examines the origins, conceptud
foundations and  practice  of  fiscd
decentraisation in developing countries. Firdt,
it condders why fisca decentraisation has
been s0 prominent higoricaly in developing
countries, and why this trend has been
reversang. Second, it summarises conventiona
fiscal decentraisation theory and condiders its
relevance for developing countries. Third, it
reviews some popular clams made for and
against fiscad decentrdisation, and considers
the avalable empiricd evidence. Fourth, it
outlines some key dements of fiscd
decentralisgtion as it is being promoted in
sdected countries, including some of the
problems being faced and successes being
redised. The paper concludes with some
observations on how to think about designing

more  agppropriate  and  effective  fiscd
decentrdisation in developing  countries.
(Author's summary)

37. Smoke, Paul and Roy Bahl. (eds). 2003.
Regtructuring Local Government Finance in
Developing Countries. Lessons from  South
Africa. Chdtenham: Edward Elgar.

This compilation book provides a discussion of
the status of fiscal decentralisation in South
Africa. South Africa is one of the leading
countries in implementing fisca
decentralisation with its sub-nationd
expenditure of 29 percent compared to 14
percent in other developing countries for the
period of 1992-97.

The rest of the book covers issues regarding 1)
local government powers and functions, 2)
loca government revenue systems, 3) issues

regarding property texes, 4) the regiond
sarvice council levy, 5) inter-governmentd
transfer systems, and 6) integrating fisca
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reforms and the chalenges of implementation.
Most of the concepts and discussion have been
dravn from the authors' internationa
experience and its relevant lessons for other
developing countries.

38. Vergara, Victor. 1996. Local Integrity
Sysems and Fiscal, Palitical and Functional
Decentralisation: An overview to making local
government credible and effective
Washington DC: World Bank, Municipd
Technicd Assistance Programme.

This paper presents key issues regarding locd
government integrity; it provides an overview
of the issues that affect and define locd
integrity and the need to build in locd integrity
initiatives as pat of decentrdisation policies.
Furthermore, the paper introduces severd tools
that can be used to build local integrity systems
including inter-governmental fiscal  transfers,
information systems focusing on public
revenue and expenditure, and participatory
techniques for monitoring and developing loca
budgets. (Author's summary)

39. Wescott, Clay, and Doug Porter. 2002.

Fiscal Decentralisation and Citizen
Participation In Eas Ada Manila Adan
Development Bank.

This is a comparative study on the impact of
fiscd decentrdisation on reforms of five
countries in East Asia, which have been and are
curently embarking on a decentraisation
process. The article sets the stage by looking at
the economic growth trend and
conceptudisation of decentraisation in  the
region as a whole. It then provides a country-
by-country andysis on: i) background of the
reform and how reform initiatives come about;
i) challenges and issues of the current structure
and sysem, and of fiscal decentrdisation
reform; iii) andyss of public finance
management reform; iv) achievement and
progress of reform so far. Cambodia, for
example, has no regulaion yet on what and
how the commune can collect fees/charges and
levy local taxes.

The article concludes with major experiences
of the decentrdisation process in East Ada
including the process of democratisation, loca
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governance, efficiency and effectiveness of
service ddivery and the link/interaction
between economic growth and decentralisation.
Some interesting questions for further research
study are suggested.

40. Yilmaz, Serdar. 2002. Concept of Fiscal
Decentralisation and Worldwide Overview.
World Bank Online Course on Fiscd
Decentrdisation.

The purpose of this introductory paper is two-
fold: to provide an overview and address the
emerging chalenges in the process of fiscal
decentralisation. It begins with a discusson of
the concept (eg. digtinguishing fiscal from
other forms of decentraisation and pointing out
the variants this may take), and then proceeds
to ask severd criticd questions: Why/why not
decentralise? What are the benefits and risks?
How does one measure and monitor? And,
what are the basic approaches and instruments
of a fiscd decentrdisation and locd financid
management policy?



