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FISCAL AND ADMINISTRATIVE DECENTRALIZATION
FOR RURAL SFRVICES AND INFRASTRUCTURE:
VIETNAM AND OTHER CASES

Dr. William L. Ascher

Duke University
Moderator: - Good afternoon. Today, we will focus on issues relating to
decentealization of developing countries with the distinguished guest lecturer
from the Un_ited States, Professor William: L. Ascher, Director and Chair,
Sanford Institute of Public Policy of Duke University. Of the decentralization,
renewed allention have been paid from the viewpoint of economic liberalization,
administrative reform and political democratization, for which developing
countries and transition countries are now struggling to petform. .

- Today’s title is, “Polilical Issues of Decentralization: Vietnam and Other
Cases”. Decenlralization might be cornerstone to be considered in proceeding
these civil reforms. Of course here iniJapan too, there aré great arguments about
decentralization. We asked Professor ‘Ascher 1o present us a lecture on this
subject, especially Vietnamese and other cases; a kind of comp';irative perspeclive.
. Tam pleased to intcoduce Professor Wllham L Ascher for starting ihe
presentalion . ST o o @
‘Dr. Ascher: Good aftemoon 1°s an honor t6 bo here. Let mé ﬁrs{t apologize -
" for not being able to speak to you in Japanese. I do speaka\pa'nish,: but that
doesn’t do much good here, and I've been trying to leam the Thai language,
but that also doesn’t do much good here. So 1 do apologize for not knowing
your language Let nie also apologize for not being an expert on Victnam. |
was asked to be on a World Bank mission to look at decentralization in
Vietnam, because I had studied decéntralization issues in Columbla ‘Mexico,
Thailand and a few other countries.  But this was really my first trip to Vietnam.
-1 spent only two weeks there, so I do not claim great experlise in what’s going. |
~on in that country. Let me also say that I do not speak for the World Bank in
talking about issues of decentralization in Vietnam. Our report will go into
the World Bank’s counltry’ economic report, which will be presented to the



consultative group on Vietnam. But the report that I am doing with my
colleague, Dennis Rondinelli at the University of Noith Carolina is a background
stady. The World Bank is very careful only to make official annouticements.
I feel free here tliough to talk more about the politics. So please understand
that this is nol a discussion of the World Bank’s position, This is a discussion
of my owa interpretations of the political, administrative, and economic
consiraints on decentralization. :

The reason why the Woild Bank is interested in de- centialization is that
“decentralization, in theory, has some great advantages, but that depends on what
aspects of decentralization you're really interested in talking about. ~Let me
spend just a few minutes talking aboul different concepts of decentralization.

One of the big confusions in Vietnam and in other cotintries is that when
people talk about decentralization, they are really télking about many different
things under one label. But in fact, one concept is deconcentration, which
simply means that officials who report to the central government are situated
at the province, district, and commune level. 'They stifl réporl up to the central
government, but they ‘may be given tho_re practical discretion in' making
decisions. Dwonceniralioxi is the mildest form of decentralization reform.
_ The second form is delegation, whlch means that the central goverament
allows some other level of govcmmcnt to make decisions for the time bemg, -
wuhout requ:rmg approval from the highest levels. * So for example, the
Japanese government could delegate a slate enterprise to deal with some issue
without having to report on every one of its actions and gelting approval for
it. Delegation, therefore, is a more serious form of decentralization than simply

~ * deconcentrating, which only means moving the people out to the countryside.

Dcvorulion'\means: thal you actually give other levels of government some
“real authorily: In Columbia today, the mayors of the citics ate clected, and
" those mayors have the authbrity to impose city taxes and to decide how to
spend those cily taxes without secking approval from higher levels of
governmen!. So that’s true devolution. In the United States, all fifty states
have their own powers which cannot be abridged l:fy the federal governmient.

- Parallel to devolution is privatization, lhat'is, a function (hat formerly was
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part of governiment becomes privatized. This also is a form of decentralization
inn that the cesntral government no longer performs that function.

Now, what 'm going to argue is that in Vietnam as well as in a number of
other countries, there is great confusion; because these countries are really unitary
systems where there is teally only one government, Tn Viemém, they tatk about
there being provincial governments, district governments, and commune
governments. Bul in fact there is one government in Vietnam from a legal and
constitutional perspective, and that's the central government. Everything else is
administration in a formal sense, that is, in a de jure sense. What that means is
that if you want to actually get some flexibility or discretion at the lower levels,
either the central government has to approve of that by delegation, or the lower
~ levels have to do it de facto. In theory, every decision made at every tevel in
© Vietnam tequirés the approval of higher lcvcl_s'going all the way back up into
Hanoi. So what we are really going to be discussing is the politics of where true
flexibility comes in. Why is it that at the district level, and cven at the comnnine
~level, some leaders are ‘able to do things which are not fully apprdved by the
“center? Where does this flexibility come from, and what does it mean in tcrms of
- the effective provision of social setvices and mfrastructure? .

The reason why the World Bank is mtcrested in deceulrahzalmn is not for
ithe sakc of deceniralizing.  ICs not out of any mouvc to have' popularz
2 pamcnpahon As you know, the World Bank is pl‘Ohlbllcd from takmg potitical
considerations into account. The World Bank is interested in decentralization

out of the belief that it leads o more efficient social services and infrastructure
to the rural areas in Vietnam. For Victnam to be a successful country in the
future economically, it needs to provide better 'educa!ion services, health
services, better roads, and better water suj}ply So the theory behind:
decentralization is that if these decnslons can be made at a more local level,

you "I get better decisions. R |

Let's talk about this. Let's talk about, why decentralization. EThe first

argument is that it leads to greater efficiency, Why greater efficiency? Because
you can take advantage of locat knowledge. Do people in Hanoi know whether -
thé Khe Minh commune in‘Lang Son province should-put more money into



schools or mor¢ money into the water supply? No. Do they know how many
leachers are really needed for effective education on the commune or district
level? No, they don’t.  There is no way for a thousand communes to funnel
information up to the ministries, and expect the ministeies to understand what's
going on in every location. So local knowledge can be gained if you reduce
the level of decision making into the disteict and commune level.

Local accountability is another tremendous advantage for efficiency. If
the Chair of the People’s Commitiee which is the executive in Lang Son
province is really held accountable by the people from his province, then he is
more likely to do the things that arc actually nceded. If the district committee
" chair can be dismissed by the district people’s councit, then he has an incentive
to do the right things becatise he’s being held accountable. So this is a concept
of accountability as it contributes to the efficiency of the syster.

Third, rapid response.  How long does it take to fix the foof of a school?
Well, if you need to get the approval of the Minister of Education in Hanoi to
buy a picce: of plastic to put over a leaky roof, it m;ght take you months (o
‘get it done. If on the other hand, you could just say we have our budget we
Thave flexibility in this budget, we’ll go out and buy the piece of plastic and
hlrc a man for half a day to put it up there, then it could be done overnight.

So these are fairly obvious points. I would add that ‘there is greater

‘satisfaction on the local level, and greatcr participation, and that this is an
objeclwe in and of itself. Now why is this an objective? Because at lhc local
level, you get greater value if the local people can decide on the mix of services
across sectors. Let’s say for the sake ‘of argument, that a particular commuane
has a budget of 10,000 dollars, not counting the salaries for teachers. How
should that commune spend the 10,000 dollars? . Should it go to hire an
addilional health worker? Should it go to get better desks for the schoots?
Should it go to improve the irrigation system? The obvious argument in favor
of decentealization is that if this decision is made at the local level, the ldcal
people can decide on the best mix of services across these sectors.

But keep in mind that most governments operéle on a completely different
structure. It's the Ministry of Health that decides all health expendilures. It's



the Ministry of Education that decides on all education expenditures. The
Ministry of Transportation decides what roads will be built.  So the top-down
approach is very different from letting local people decide on how much of
each one of these services they wish to purchase. . That’s why decentralization
of this sort, letting local levels really decide on the mix, is a very rcvblutibnary
idea.

And of course having the flexibility to decide the specifics within that
sector. Should we have another health worker, or should we get another piece
of medical equipment? As it is now in Victnam, these decisions formally need
" to be made at the level of Hanoi. So the Vielnamese government, even the
central governiment, is very excited about the idea of decentralization, in ihé:ory.

I was in Thailand three times last year. All the Thai officials are very
committed to decentralization, -in theory: The Mexican governmem,' the
Brazilian government, the Columbién ‘governmenl; everybody is convinced that
decentralization is a good idea, in theory. So where is the problem?

Let's look at the other objectives, There are two other objectives that are
also crucial. One is targeting bcncﬁ:é to the areas that the 'cenfra'l government
rcaily believes are important to larget. And this is a matter of income redistribution.
One quarter of the total central budget of Vlemam comes from Ho Chl Mmh’ :
City. ‘It's the booming area. It"s where the commcrc;al interests are. :Is where

“the mdustnahzauon is. Now, surely the Vieinamese central govemmenl has a.
right to redistribute this to a certain degree. Thc central governmcnt of Vietnam
is more committed to equalizing the inputs that go to different communés”and
districts than the provinces are. The provinces are more interested than the
districts and the comununes; that is to transfer resources from one dislrict to
“another ditrict, or from one commune to another commune. “And this I think is
an ;mporiam politicat lesson that I've seen in many countries. The lower down
you go in the administration, the more parltmpahon you have from all of lhe :
local people of that level, the less redistributive the policies will be, '

1 was asking all of the embarrassing questions on this mission as a political

scientist to try to understand how decisions were really wade on this very
sensitive issuc of redistribution. So the one question I asked all the peoplc on
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the provincial, district and conimune levels was; if you wanted one unit to get
more resources than another, would this be possible? - And the lower you go,
the less possible it becomes. '

Why is that the case? Well, in a typical district in Victnam, and a district
might have 15 to 20 COmmu‘nes in it, each commune might have five to ten
villages in it, the way the members of the district council are chosen by the
Fatherland Front Organization, which is an organ of the communist ‘party, is
that each commune gets-one or two representatives depending on 'their size.
So if you have 15 communes, you might get 20 members, but every commune
is tepresented. The communes with the larger populations usually have two
representatives instead of just one.

‘Now it’s not very plausible to believe that in that kind of circumstarce,
that’the decisions of the district people’s council will say, let's take money
away from these communes and give it to another a set of communes. Usually
when everybody gets more or less equal represéntation, all of the decisions are
to treat the units pretty much alike. So there is very little practical commitment
1o redistribution at the district level, a little bit more at the province level, but
lhen again the provmc;al people’s councils are also chosen representing all of
. the different districts, and representing all of the different scctors. But at the
: nallonal tevel, there is!a stronger ideological and political commitment: to
' redistribution. So this is very ironic fof somebody like mysclf, because I have
a commitment (o decentralization, but I also’ have a commilment . to poverty
alleviation. And yoil have to balance those two things. You have to come up
with a structure. that allows the central government to target the poorer
- provinces, the poorer-districts, and the poorer communes, while at the same
“ time giving more flexibility on all those levels. And that’s difficult to do.
| ~The second crucial objective is to have compelence in how these things
‘get admlmstered as you go down the line. And what you hear in Columbia,
"Thaitand, Mexico, and all the other countries that our research centet has studied

is that central o'ffi‘cials say, on the one hand we belicve strongly in
decentralization, but when you go down to these local levels, the governments
are captured by the Mafia or by fools, or by crooks. So whereas' in theory

“‘ﬁf‘



we're in favor of this, in practice we can’t trust those people. Now, I'H have
more to sdy about this in:a couple of minutes.

~ So the isstie is moré complicated than juSl'lhinking that decentralization
can be done without any costs. Let’s look at the specific issues.

Accountability is a wonderful thing. Everybody is in favor of accouﬁlability. :
How many of you like accountability, please raise yoiir hand. .Anyone in favor
of accountability, that is, making sure that everybody has to report on what lhey '
are doing, so that their performance can be judged, and they could be rewarded
or punishcd according to how well they are doing. How many of you are in
favor of that? 1 am sure I could eventually get all of your hand up. Tn America, |
the style of seminars is to force people to speak, but I'll respect your Iocal |
customs. _ , j

But the quesl.ion is, how are yoﬁ accountable and to whom? And this is
much more complicated. In Vietnam, there’s profound ambivalence and
ambiguity élbout accountabilily You see, Vielnam believes in democratic
centralism, But Vlemam has only one government; lhe central government,
So ‘consider the district commiltee chair, - That district commmee chmr has to

- get approval in whatever he does from the provmcnl government, which needs
“approval from the national’ government. But hc.al_so needs approval from the
‘People’s Council on the district level. ’l‘hi§ is called by one prof_cssor in _"
Vietnam, double subordmatmn _ | - ' o '

Now, there is a very mtereslmg political analysis done by a colIeague of
minc named Yaira Haroni, an Israeli, who wrote a very famous article which
has as part of its title, “if you have more than one master, you have no masters.”
So one political logic is that if you have two bosses or four bosses, then your
fifc is miserable because you cannot do anything. This man is telling me what
to do, this man is telling me what to do.  If they don’t fit, then l' just don’t
sleep at nlght

‘But there is another theory of accountability, that says that when hc asks
me 16 do something, I say, oh, I would love to do that, but I can’t because he
tells me to do something else, and when he tells me 1o do somcthing, I say I
can’t do that either because he is telling me something clse, and I do whatever



I want. - Well, that’s not the situation in Vietnam now, but it coul'd ‘well be,
because there is a real ambiguity in terms of accountability. And this is true
‘in any system that believes in democratic socialism, or rather demacratic
centralism. |

Now, there are debates as to how democratic it is or how centralized it is.
But es‘scntially, we found that there are many provinces, districts, and communes
that have a lot of flexibility, but it does not come through formal rights to
flexibility. And we will discuss in a littlc while what it comes from. _

- Now, does local decision-making add or detract from the targeting to the
poor? Here our finding is that, as | mentioned, before, there is very little
capability to target when you get to the district and commune lével, and in
fact, very little on the province level either. So this is the argument for the
center, bccauéc it has higher ideological commitment to redistribution.

The question is, how docs ﬂexibilily or discretion come about in a top-
- down, unitary system? This was our empirical question of our mission. Given
* that, in theory, everything has te be reporled up and épprovcd down, where
. does flexibility come from? And here are the answers which are rather sad.
. First, flexibility comes through rather arbitrary bu'dget outcomes. One of
~ the most important provisions in Vietnamese fiscal policy is thal a province
" has discretion over its excess revenues. Now what is an excess revenue? Bvery
year, the provincial governments send to thc'ccnlral governinent an estimate
“of how much taxes they can collect. The central govemment then decides to
accept or modify that estimate, and the central government’s projection of
revenues for each province becomes part of the formal blidgel process. I think
“it’s quite similar here in Japan. But in Vietnam, in order to provide greater
incentives for the provinces to raise moncy through taxes, every province is
pérmiucd to make its d\Vﬂ decisions on how to spend the greater taxes it raises
“above that projection,
This is a complicated thing, so 1 want to make sure everybody understands.
Is this clear to everyone? O.K. If for example, Lang Son Province is given a
revenue forecast of 100 mitlion dong, and if Lang Son Provinee in fact raises
120 million dong of revenues, then they decide how to spend that 20 million



dong. Now this is good. I’s flexibility. [If you believe that the provincial
level does a betler job than the central level at decndmg how much should be
spent on cducation or health or roads, then you would be in favor of that. But
note how arbitrary this is; that one province should be able to take one sixth
- of its budget, 20 million out of 120 million, and have fleéxibility to allocate
that budget, whereas another province may have zetro.
Now you might say that's O.K. You want to reward provinces that collect
more taxes. But many provinces deliberately underestimate their revemie
capabilities so they can get this big amount. And the point is that provinces
deserve some- flexibility, but for flexibility to come simply because somebody
misestimates what your revenues would be, is very arbitrary.

Second, in Vietnam like many other developing countries, a distinction is
made between taxes and fees. And local governments from the communc level -
and the district level, can charge fees which they can develop themselves. They
only need 'approval from the higher levels. So the norms that come down from
the center do not tell each district or commuﬁe’ in a uniform way what fees to
charge, which means that the districts and the communes in the wealthier areas
can charge higher fees. Moreover, every commune and district can also denmnd
voluntary contribulions.

. When I first heard this, T lhought I was m]sunderstandmg the !ranslatlon
" These are called voluntary contsibutions, but you carinot rcfusc to glve one. It
used to be that you had to work one month for the commune govcmment,
helping to fix the roads and the schools. Now they just demand it in cash.
And it’s truc that in many communes, the poorer families arc exempt from
- paying these contributions. But everybody elsé has to pay them.

Well again, this gives the local levels of government some flexibility. If
‘they feel that they feall}" need another teaéhcr,'lhcy do not have to go and
petition Hanoi to get another teacher. They could a charge higher voluntary
contribution and hire a teacher off budget. "The problem here is that the
communes that could do this are already in the wealthier areas, whereas a poor
commune that nceds more flexibility cannot demand these contributions to the
same 'de‘gréc. ‘So again, there is a' mechanism for flexibility, but it’s not a



mechanism that is determined by the need or the competence of the local
government to provide il.

Finally, on all levels, lower ofﬁcmls get ﬂexnblllty by deliberately feducing
the transparency of wh_at thcy are doing. We had an intéresting meeting with
some people from Oxfant International who have been spending a lot of time
working in one of the poorest provinces in Vielnam, where the per capita
income is 60 dollars a year. Think about that; 60 dollars a year per person. [
think you can take a taxi ride in Tokyo and pay more than that.

Well, one of the people from Oxfam said, they were doing this local fiscal
survey, and they noticed that in some of the communes, the reports going up -
to the district level, instead of reporting how much was gomg for health and
education, and roads, and general administration and water supply, were simply
r«,portmg, this is how much we soent this month. And when the district officials
became concerned about this, they went down to that commune and said, where
arc your records? And they said, we lost them.
~ Well, no wonder central officials think that local admlmstralors are slup:d
people. Bul in fact, it's not at all stupid to lose those records, or to deliberately
- report it in a way thal cannot be processed by higher levels of government. As
 the director of an institute, I sometimes report information up to my dean in ways
that I don’t think he-could understand. 1t gives me more flexibility. But again,
" il's sad, that then the communes and districts that have this flexibility have it not
~ because they are doing the right thing, but because they are doing the wiong
thing. And a system like this reduces the incentives for people to be accountable.

So when we study natural resources on other projects, we often ask, how
- much information is really going to the top about what's going on? And the
- answer usually is, that if people have an incentive to suppress information lower
“down, then the people al the top have no idea how many trees are being
‘chopped down, or what the budget is being used for. So one of the real

problems in a centralized system, that depends on information flowing up'is
that if al the local level, people get more flexibility by suppressing information,
then they’ll do that. And then the plann.ing becomes very, very poor.

This leads to another problcm here. I mentioned before ihat if you talk to
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officials in all these govemnicnts contemplating decentralization, they always
say, it's too bad that the local officials are incompetent. But if you explore
this issue a litle further, you discover that some people are competent at certain

‘things and very poor'al other things.

If you take a commune person who has had maybe six or seven years of
school, and you send him a budget form with alf the complexitics of that budget
form, and tell him that the norms are 3.5 teachers per 100 students unless there
are somie students who go from primary to secondary during the year, in which
case you have to apply a 1.2 multiplier, he’s gding to do very badiy with that.

Whether he has an incentive to fudge it or not, he is going to do badiy at it. -
- ¥f you ask him to writ¢ a long proposal explaining why they need a road, hc
is going to do badly at that.

- But that same person is' probably a very good local politician, who could

- find what the people in the commune want, and can mobilize people to build

a new school, or to put some labor into the road if the provincial government

- provided the materials for the road. It's just a quéslion of mobilizing that
~ committee chairman’s skills instead of expecting htm to do something that goes -
" beyond his educational level.

- So our diagnosis is that there is a vicious circle in & top- down system
If you ask s_omequy to report up the cham, he is always gomg_to look like he
is not very :compctcht. On the other hahd,? if )_'oil have a bottom-up system,
where the demand on the local official is to find out what the ‘pcople in your
comunune or district want, and then come up with a slrategy for mobilizing
social pressure so that people will cooperate together, then I think these pcoplc
can do very well. So that requires & change in how you arrange the system.

Let me go through my last issue and then I'll talk about what the r_cmedms:
might be.  Will legal changes make a difference in a uvnitary, deconcentrated
system?- All of the discussion in Vietnam now has been over this new budget |
taw. Here is the Victnam News. This is really the official paper for English-
speaking pcople. This is the most important picce of legislation passed in the tast

three years, and they label it having to do with clarifying oil profits, which is a
very minor issue. But if you read through this, you see a complete



misundetstanding of what you can do legally in a unitary system. They (alk
aboul People’s Councils will impose their will over the committees at the same
leve! on revenue and spending. People’s Councils, that is; the élccted officials,
will impose their will over the People’s Commi@tecs at the same level, in other
words, at the commune level, district level, provincial level, on revenue and
spending. Well, that’s impossible, because the chairs of the People’s Commiltees
are obligated to follow the directives of the Pcople s Committees on the next
higher level.. And the People’s Commitlecs at the next higher level have an
bbligation to veto anything passed at the lower level if they believe it is
inappropriate. _

So even the Vietnamese government has just passed a law which lgnorcs
the contradictions in trying to have formal authority at lower tevels of a
~ centralized unitary system. That’s not the way it can work. The way it has
" to work is that the central government on a case by case basis has to delegate
authority to lower levels. And the central government needs to provide block
grants to the district level or the communé level in such a way that there’s
* still accountability. And one rccommendation that we are going to make is
“that Vietnam adopt a schéine that is now being (es{ed as a prototype 'in
" Indonesia, which is called the “Vl]lage Meau Systcm
Have any of you worked in Indonesia? O.K. You know, Indones&a is very
_ centralized. But they are now expernmenlmg with an interesting program in
which the village or commune is given a certain amount of money and a list

~ or menu of the kinds of projects that can be financed there. So the list might

be...these are for capital projects...a school, a road, a water pump, a health clinic,
" an irrigation system. It’s up to that village or commune to decide on which
~of these projects it will pick. _ |

| Now ' the reason why the list is not,-spend the money on anythmg you
- want, is that it might get spent on buying a new car for the committee chair.
So it has to be from the approved list. But it does not take much work 1o
come up with a flexible enough list-of worthy projects that would then require
the People’s Council in the Vietnamese case to choose the projects that will
make the most sense for that community.



Now, this would have the authority of the higher levels, bt it would not
need the approval of the higher levels. In other words, it would be a matter
of delegation of the authority to make the decision at the lower level. . And
that will be quite workable in Vietham,

Now let’s talk a little bit about the purely political aspects of this. Vletnam |
of course, is in a very interesling situation. “All the people there are fully aware
of the fact that it is making the transition from a centrally planned economy to
a niarket economy. But what kind of markel economy? Well, they’re talking
about a socialist market cconomy. What does that mean? If it means anything,
it means a concern for the distribution of income, and:trying to make sure that
everybody gets employed.

The system is also claimiﬁg to be in a transition from very heavy-handed
democratic centralism to some other form of democratic centralism with more
emphasis on the democratic than on the centralism. - Bul this has not been sorted
out either. | '

The main concern of the central government seems to be, how to maintain
some equity in income distribution as the country inovcs:in the same direction
that China has been. movmg, with derc,gulauon and .de Sfacto decentralization.
The Vietnamese government is very fnghtcned about the Chinese modcl'
“because from their viewpoint, the ccn(ral govemmenl of China, in gwmg up,
- taxing authonty, has rcally allowed the wcaltluer parts of China, espccnally-
Guangdong in the southern region, to take the:r own financial resources and
‘control them without contributing to the center. So the central government in
China gets weaker and weaker while the provincc’s"and the districts and the
equivalent of the cominunes become stronger and stronger in the wealtﬁy areas.
 Now as you probably knaw, in Vietnam, the growlh is occurring in the
South. - And the Southerners, as’ y{m know very -well, have never been as
committed to the whole structure that was reunified in the mid-1970s as the
North is. So the reason why the government of Victnam is so committed to

redistribution is because the redistribution would go to the North.

" But this is not a criticism because in fact, the north and the centeal part
of the countrics are very poor, and for Vietnam to be a true success in the



long term will require much more investment in human capital and infrastructure
in the Nosth and the central regions of the cotintry. If the Sou(h is the only
region to grow, then the kind of urban miigration would create the kind of
nightmare that you see in Bangkok or in Jakarta. And the Victnamese
government is also very, very concerned about that, -

In fiscal and administrative terms, these worries translate into a worry about
tax evasion.. So our mission was to look at fiscal policy. After ahihost every
statement that a government official would niake about the virtues of
decentralizing, he would say, but of course not if it incans reducing"the overall
revenue collection from the area, So this also explains the aimbivalence of the
Vietnamese government. What now goes under the label of decentralization
reform has as many clements of centralization as it does decentralization. In
the same breath, a government official will say, we need to have niore
responsibility on the local level, but this responsibility means collecting. the
taxes that we set from the top. And that’s fair. It’s a two-way street. If a
government asks local people to collect more taxes, it should also be willing
to give those local people greater discretion. But currently, the formulas are
very perverse. - They’re leading to very perverse and strange outcomes,

Right now, Vietnamese officials at the provincial district and commune
level face the 'follo:wi_ng dilemma. We can keep more money if we increase
th%a taxes on our people, if we collect more taxes. But our people are happier
if we do not coliect that money, and then we can go 1o them and demand a
voluntary contsibution. So what would you do if you were a commune leve}
official, and the central government says, you nced to collect 25% more taxes?
If you comply with that and collect 25% more taxes, you've then made ¢nemies
of the'pe'ople in thé commune, and you do not have any discretion over how
that money gets spent. If on the other hand, you do not collect the higher
taxes, and just éxplaill to the provincial level; we're sorry, we had bad harvests,
- and some people simply cannot pay, then you could always go back to your
local people and say, I saved you from the 25% tax increase, now you have to
give a voluntary contribution of 15%. But then the commune level decides on
" how that money goes. So that’s the kind of perverse outcome that having a



centralized system with some local de facto “autonomy is creating in Vietnam.
_ Let me say one last thing. Part of sthe confusion over fiscal policy in
Vietnam has been caused by the fact that ali of these formulas and rules have
been made in ‘an ad hoc, improvisational manner. Every one of them was
negotiated. - No one knows how long any arrangement would last. ' The
significance of this budget law is that it will hold for three years. Il make
everything much more transparent.  So that’s a tremendous advantage. But in
locking it in for three years and making things more transparcnt, you actually
have a reduction in the flexibility at various levels.

- Let me stop here, and sec if you have any questions or comments. “Thank
you very much.
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[ QUESTION AND ANSWER SESSION }

Moderator: Thank you very much. - We would like to move to the question-
and-answer session. '
Question {: Thank you very much for your interesting presentation, Dr.
Ascher. '

Vietnam is probably one of those countries who are in tidnsitional process,
as you said, from one type of system to another. I think your presentation
pointed out some very key dilemmas or trade offs. For example, one may say
that one motive behind decentralization is, as you said, to address the poverty
questions.  One of the dilenimas that you indicated is the requirements for
" addressing poverly issues on the one hand, and creating more flexibilily on the
-~ other, for example. Probably that’s one of the dilemmas posed in this whole
'proécss. _ _ _

It is cerfainly not an easy question to devise a formula to satisfy both, for
cxashplc, poverly issues on the one hand and qucs{ioins of more cfficient
economic development on the other hand. - But I want you to ask, or | would :
appreciate it if you can talk a bit more about the prescription, or how y01|
can overcome what you called, the vicious circle. How can onc system get
out of that ‘vi;:i(:)us circle? 1'know it is not easy, and it may differ from country :
jlo_cémiury,j and il dcpends on a economic level of developmcht or a political
system. But if there are some commonalities among those countries where
you worked, and if 'fou can sort of generalize some of the lessons that you
think would be crucial for future planning to think about decentralization, I
think that'il be very useful. Thank you. : _

Dr. Ascher: That’s a very good question. Thank you for askinig it. I think

~ the key to overcoming the trade-ofT between poverty alleviation and flexibility
s to target those districts and communes that are of lowest income, give them

“ block grants, and allow the local people to decide on how they should be used.
Now when I say decide how they should be used, that could be interpreted
two ways. I mean in terms of the overall mix, I am not talking about in
technical terms. So the reason why I'm so atiracted to the Indonesian vit.la'ge



menu strategy is that I want the local community to be able to say, we really
don’t need another road, we are much more interested in the fact that our
children are suffering te'rribly:fr‘om diarrhea, and so we want the health clinic
and ‘another hiealth worker. And then it’s perfectly appropridte to get technical -
assistance from other levels to show them how to do it.

I would not want a commune level person with six years of education to
know what kind of medical equipment purchase. That would put him in a
position to always fail. But I would want that commune leader fo say, we’ve
decided that we want more attention to health than to another road coming in
here. And then, you bring'ih' the district officials and the provincial officials to
help them work on that. So to me the flexibility really has to do with choosing
what kinds of services are needed rather than dealing with the technical side.

Now it's interesting that donor agencies, whether it’s Japanese foreign
assistance, or USAID, or the World Bank, or the Asian Development Bank,
are used to working at the highest level in deterinining what the overatl portfolio
of projects will be, and then somehow it's supposed to be trickle down. In
the unitary system, formally it has to work that way, thal is, the lndonasia'n
government or the Vietnamese government insist that it’s the only borrower
from the World Bank, whether it’s World Bank funds or IDA funds.” But, you
can_get the central government to delegatc thé interface between lolca'l
government and the international organiialion or the Japanese tdopcra{ion
agency to work on that basis. ' So I know that many of you aré concerned
with how foreign assistance can be adapted to a decentralized system. In a
unitary systein like the Viethamese system or the Indonesian system, you still
need formal approval fromn the top. But they can delegate résponsibility down
10 any level they wish. Then the question is what do you expect of that local .
level? How do y'mi avoid that vicious circle? And again, I think the way you
avoid it is by having them do what they can do successfully, which is malch
their uffor(s with your efforts, and have them dccnde on what sectors are going
to be important.

Are their any Japanese efforts to do it in this fashion? Do any of your
agencies work with tocal governments directly? "Or do you have to work with
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national governments?

Other questions or comments please.

Question 2: I"'m really puzzled. . Stitl I'm not clear when it comes to the aimed
or-planned system, the final systems in Vietnam il the form of decentralized
government. You have mentioned, for instance,'ihé application of village menu
systems, or the existence of de facto authority, for instance. OK. One could
make some minor adjustiments, but under the so-called unitary systems, to what
extent can they actually achieve the decentralization? I have been listening to
your speech, but still it's not clear [what] your conclusion is on this.

And the second question is in relation to the process; how to-achieve, how
" to arrive at the aimed systems in the planned decentratized systems.- And of
course, one has to concern himself or herself with the social, political and
administrative, certain stability, Nobody wants to have sudden changes and
disorder in the country. Now politics come the first, of course. So one cannot
ignore the political reality. Then, one could have an image or planned system,
but again the question is how to artive at the system, and this is extremely
difficult. _ :

So 1 am puzzled. I am locking for the solutions [or] answeis to these
questions, but I haven’t found any answers. ~Sorry, but maybe 1 have
‘misunderstood your presentation, but it’s very dlfﬁcult for me to conceive any
solutions or something over these issues. Thanks. :
Dr. Ascher: Those are also exce_llent questions. In fact, they’re about six
hours worth of discussion, but let me try to be much briefer than that.

You ar¢ asking the key question; to what extent can they really achicve
true decentralization, that is, beyond de- concentration and beyond some token
things. But then, you actually answered your own quc’slibn when you said
‘that so much of this depends on politics.. Like any other government, . the
government of Victnam, not only wants rapid economic growth but also has to
be concerned about its own legitimacy, that is, whether the people of the country
look at it as the appropriate form of government and whether they respect and
support the pcoplc who are in power., And as we know, no matter. how
authoritarian a government nught seem fo be, every government depends on
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the will of the people indirectly, We saw the Shah of Iran who tried to defy
that principle and he failed. So I'm 'sure that the government of Victnam is
very concerned about niaintaining its -own legitimacy. That allows us to
rephrase the quiestion. ‘Under what circamstances does’ decentralization
conlribute to the legitimacy and political stability of the system?

This allows us to look at some other cases and my favorile case is
Columbia. Have any of you worked on Columbia? Good, I can say anything
1 want about it then. (laughter) But seriously, Columbia has had a crisis of
legitimacy. There have been guerrilla groups. There’s been a certain amount
of violence there. The Columbian governinent has done more than any other
government it Latin America, except for Chile under the Pinochet government,
to decentralize, because it finally occurred to them that unless they pmVidcd
morc power to the local levels, that the people would simply hate the
government. - And one of the major advances that was made in Columbia in
~ recent years is thal mayors arc now clected. Before that, mayors wcre chosen
by governors, who were chosen by the president.

Now that’s significant. I€’s not just deconcentration; it's devolution. And -
it takes a cerlain pressure on any govérnment lo actually give up power.
Delegation méans I'm giving up power temporarily, F'm allowing you to do
- something.  You don’t have to report to me, but if 1 hcar that you are domg a
bad job, I can always bring that back.. Dclcgauon is loa_mng power lemporanly.
But devolution is saying, here, you have the power; we write a new constitution.
And that’s a bigger risk. So the key thing is that in some countrics, that
becomes the lesser of the two evils.

Now let’s look at the Thailand. - All the Thais, as I mentioned before, are
very éxcited in theory about decentralization, but nothing happens. Why? The
country :is growing at 9% or 10% a year. ~ Everybody loves the l-'cingf The
government in géneral has very high popularity even though they might ot like
any particular prinie minister at the time. - So there’s no pressure on the Thai
government o give up power. [ think those are very opposite kinds of 'siw‘ilions

‘Now another point you made, which is, how do arrive there? Well, the
initial learnmg process in’ decentralization has to take into account the fact that



it’s risky and frightening. - Think of how embarrassed a government would feel
if it gave auwtonomy lo soiiie local officials, who in fact were part of the Mafia
or lotally‘incompétent, and the government would look bad.” So you have to
pick your cases in a way that you bet on the winnérs first. And this is also
something being done in Columbia. Certain districts havc'qualificd for more
“decentralization than others. * And then ds the government léains to get
confidence that this is successful, as the pcople there learn what it takes to run
a government locally, then decentralization could spread further and further.
Let me say onc final thing about this. [It’s also possible to set up a system
in which if decentratized decision making fails, it goes into receivership.
Believe or not, this happened to New York City. In the United States, from a
fiscal perspective, the cilics are creatures of the states. So if a cily goes
bankrupt, the state takes over all of its fiscal funictions. ' In the 1980s, the city
of New York went bankrupt. The State of New York took it over. "And in a
exchange for allowing any decision making at the city level, -every budget
decision made by the city had to be approved by ‘an outside conunission of .
people who were overseeing its budget. So this is a case of delegation, which
when il was shown that it failed, was just taken back in, despite the fact that
- New York City has an elected mayor and an elected council.

So 1 agree with you' that decentralization has political difficulties, and :
therefore, it _éeéms like such a daunting task. "But if it's done in a gradual |
" enough way, you could also have ‘a confidence building that decentratization
can be successful.

Are there any other brilliant questions?
" Question 3¢ I ain graduatly understanding what you are explaining to us. 1 have
-a queslidn about central government political function; how can it shift to
- provincial level? 1 had experience 10 work South Pacific for about four or five
years, In Vanuatu Republic, under Minister of Interior, they have department of
~local :govcrnment. I watched their political game during my assignment, The
local governinent conldn’t get ODA assistance easily because of the strong control
of the central government. So my question is, under the central governmeit
administration, is it possible to create, to pick up local needs; some kind of



organization which can perform local néeds. I belicve the ODA money through
the central governiient can distribute to local government. So maybe you could
suggest to us a solution to do for ODA procedure; get money from the central to
provincial; what kind of organization can bé regards?

Dr. Ascher: Is the Vanualu Republic a unitary system?
Question 3: Yes. _

Dr. Ascher: O.K. Well first, ODA always involves d certain degree of
bargaining between the donot and the tecipient country. 'Formally, just about
every country will insist that if it gets a loan, even if it’s a concessional loan,
that the money would have to be handled by the central government because
only the central government will guarantee an official 1oan. So I don’t think
there is any way of farmally avoiding having to work with the central
‘government. But in the bargaining between Japanese aid agencies an.d_thc
governmient of the couitry, you can certainly ask or demand that the authority
over the project be delegated by presidential or prime ministerial decree to
whatever level of government you believe is most appropriate. Now the politics
of lhebmmtr‘y may make the prime minister willing to do that or tm\villihg to
do that.. The prime minister might say, this is fine, [ dont mmd if the |
- provincial health authorities are directly mvolved But the Mlmsler of Health
- might object very strongly. On the other hand the Mlmster of Heallh always
. has approval over what's going on at the depanmcm level So' this really does
become a political issue for them to handle.

The World Bank is always trying to figure out some way of gelting the
paymenlts to contractors to be more efficient. Well, if everything has to get
approval at the disteict level and the provincial level, and then at the ceniral
level, it's going to take too long. “So if you can get an agréement'that payment
approval will only occur at the district level or the provincial level, then you
could cut down on the paper work.

Let's make a distinction. There’s the formal need:to gcl things approved,
which require a signature, so that the documents have to go from one office to
anather office to another office. And then there is the theoretical level. Does
every level really report to a higher level? And in all unitary systems, they
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always report to the higher levels, in theory. But there’s nothing to prevent a
departmental level perSmi in your scenario to have the délegated authority to sigh
the agreements, to sign the chits, to get people paid, to get the w’orkers'as:signed
to whatever project you're working on. But of course it takes the decree frorh the
prime minister for this to work in that sysfem. -Theni; if the higher officials in the
ministries want o control or shape that program, they have to go to a lat of effort
to do so. And in most cases, it's easier for them just to let it go.

So it often boils down to the question of what yotir bargaining position is
with respect to that government. If that govemment can go to a dozen different
aid agencies to gel that project furided, then your effort to impose a
conditionatity won't work very effectively. But if they really necd your money,
then you are in a stronger bargaining position, and you could say, I think it
would be more efficient for all the paper work to be handled at the departmental’
“level, and that legally this requires a decree of delegation from the prime
minister; let’s do it that way. And then you see what they say.

Question 4: I think the more decentralization is progrcsséd, the more important
‘role that local area or local government should play. But in general, there is a lot
‘of shortage of human resources in this area. This shortage of human resource in

local ar¢as of the most developing countries have become a kind of barrier to

uhdédake decentralization; My question is, how can we overcome these barriers?

'Dr.‘A’sche:r:'_ Well I think there are three ways. One way, as [ mentioned

bé,forc, is io shape the tasks of local level adininistratorslo fit in better with

the skills they already have. Not everybody has to be an accountant to be an
effective local administrator. Second, you need fraining, and more training,
and more training.  And I think that that pays off very nicely, because if you
provide moncy; people can always divert the money into somcthing else. But

i's very hard to divert training. If you bring somebody in and give them a
‘month-long workshop on water resources and water charges, it’s very hard for

them to sell their expertise on the blackmarket. The third thing is that you

can rely on both other levels of government and on NGOs to provide tutelage
and technical assistance. And in fact, | should have talked about the NGOs
in answering the previous question, because there are some cases where NGOs
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can gel away with déaling ‘with lower levels of governinent where official
devclopment assistance ‘cannot,

Believe it or not, USAID is not dead; it’s hiding. And one way it hides
is by funding NGOs, which then go in and deal on the lower levels of
government or administration.  Oxfam, for example, can work directly with
district officials, with the approval, of course, of the Vielnamese government,
but they are working directly with distcict officials. Both the district officials
and the NGOs are providing technical assistance to people on the commune
level in detérmining how to write a budget, or how o balance costs and benefits,
or deciding on what the school fees should be. This secems very mundane for
people like yourselves who are very well educated, who have gone to university
and have done graduvate work. But some things that we take for granted, like -
how do you even think about a problem, arc téachable skills. And it’s also a -
good way for rewarding tocal officials, because it enhances their status. In
countries like Vietnam and many other East.Asian Confucianist societics, getting
more ¢ducation and mor¢ training is a wonderful thing. * So somebody who
could come back and say, I spent a month in a prmmcml capital learnmg how -
to do this, has received a real reward. ' o

So T think the combination of lechnlcal assmlance tra:mng, and t'ulormg ‘
the tasks for what peoplc s 'skills ar¢ is the long term solullon But lhcrc‘ is -
no doubt that takes a long' timé. . o
Question 5: I stayed in Bangkok for quﬂe a long time, and 1 had the
opportunity to visit many Indochinese countries including Victnam for last ten
years or so, and I realized that the so-called deceatralization issue is not so
¢asy thing to practice. Because when we say decentralization that means
always so-called responsibility has (o be 'done by local people. And; by
responsibility, in many cases, I may say Laos, Vietnam; Cambodia, also Nepél,-:

the eentral government’s contribution is usuatly less and less. That means o' = -

say that the local ;govemment has the authority or more power to do if they
do have their own resources.: But as you were menuoximg, the rich district or
rich province will be all right: But the poorer area; they have no much money
to run the government services. So for example, T can see in these countries



so-called government exiension services are generally speaking, deteriorating.

‘1 am a livestock officer, and I can see, for éxample, vaccination practice.
Usually the vaccination practice was done by the central government because
ih'cy cannot charge any moncy from the poor family. Then once delegation
went to local governnient, that means local government has no money, and then
no extension services, _

So my question is, decentralization is gencrally speaking a very good thing.

But so-called iransition period; how long the people, those poor people have
to wait uniil they can get the visible impact, or visible behefit in those countries,
~including Vietram? What is the best benefit for poor people to realize so-
called decentralization is really the good thing for them? Thank you.
" Dr. Ascher: 1 think you are talking about a very important scenario that
sometimes arises, in which the central government because it has lcss funds,
decides to cul back on its spending to various areas, and in order to pul a
- good face on it, ¢alls it decentralization. And you sce this happen whenever
there is a big downturn in a country. Viemam’s agricullilre collapsed not very
- long ago. And with the fall of the Soviet Union, and the subsidies from the
" Soviet Union drying up, Vietham was essentially bankrupt. = At that time,
_ \i/iein:am said, yes, we need more local responsibility. But in a way, that was
just a mechanism for packaging the really bad news which was, ‘there’s no
“moncy. Well, I think you are absolutely right: In those circumstances, the
' pbdrer arcas will suffer terribly. And the need for targeting those poorer areas
“is very important.

-Again, how do you do that? You do that by transfers from the richer
provinceés to the poorer provinces, in such a way that you still allow the local
‘areas to have some flexibility in how that money is going-to be spent. So I
have great sympathy for the situation you.are talking about, but I would not
diagnose that as a problemi or fa_iluré of decentralization. 1 would diagnose
that as the obvious consequences of running out of resources.

Now, it’s ironic that, politically, sometimes that’s the best circumstance to
try to decentralize. In fact, this is what's happening in the United States right
now. In l'hc Unilted States, there’s tremendous pressure to reduce the federal



deficit. So suddenly: our federal officials have discovered the virtues of states’
rights, and allowing eveiy statc to take care of welfare paymenls and social
services, and so on. If you are in favor of states’ rights, you can look at this
as a trcmendous opportunity. You have to say; all right, great! Now make it
scrious and irreversible,

You see, one interpretation of whal’s going on now in Vietnant is that when
the money ran oul from the Jate 1980s until just about three years ago, (here was
tremenddus decentralization, because the cenlral government had no money to’
hand out. So every province, ¢very district was on its own.  Well, now that the
- money is rolling in again, especially from the South, the central ‘government
wants to recapture that surplus. Now it’s worricd about tax evasion. It was not
worried about tax evasion when there was no economic activity to tax. ‘

So 1 think you're gelling to a very important aspect of the political economy
of the situation. But of course, with a unitary system, unlike the U.S. syélcm,
there was no way for the provincial officials to say, ok, if you want us to pay
our own way on these things, let’s change the constitution so that we have the
right, the legal authority to do this. To this day, the provinces, the districts
“and the communes do not have legal' slaﬁding. which also gcls back to your

question about whether ODA can go Ihmugh a district or a provmce ora
‘dcpartmen( Well you could imagine what the lawycrs at the Asian’
Development Bank would think if you said, we want to make a toan to a district:
level where that district level has no legal slandmg in the system. You can’t
really execute the contract.

© 8o that’s why it’s so reversible in a sitvation like Vietnam. - 1 think it’s

like an accordion. Over tine, it’s going to become more and less and miore | B

and less decentralized, ':moving probably toward decentralization as confidence
that local decision making can be competent, increases. '

How about one more guestion or comment? We've heard from all the
males here, but we haven’t heard from any of the women in this group. Is
that because Japancse women are not allowed to participate, or that the males
are better educated ‘and (rained, or what? Yes? I knew this would work.
(la&ighter)
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Question 6: | want to continue Question 5's question. - Generally speaking, |
agree with decentralization to help the needs of local people. However, you
talked a lot of example in the United States. - But I think there are very big
differences between the Uniled States and some developing countrics, because
some developing countcies organize different ethnic 'grou'p, and one nation has
a Yot of different culture and different province, I think. So if decentralization
occurred, who can get the authority in the local area? The question is, now
who has the power in the local area? It’s a very important point, | think.

For example, 1 am studying about Turkey. TFurkey has big ethnic problem
about the Kurdish and muslims, etc. [f the localization happened, the local
power may be goiten by the so conservative man, then maybe the gender
problem will be not improved compared with now. But actually now is
centralized political system. However, actually the central politicians allows
the local power to be the same. So maybe we think about the point...

Dr. Ascher: [ think that’s an excellent point, Let me try to clarify that there

are many circumstances where I would not be in favor of decentralization.
You’re always trying to compare the equity and efficiency of d'oin'g things on

the local level,‘andiasking, what would the tocal government do with the equily
and efficiency ‘cfl taking care of things on the higher levels? And in different
contexts and different countries, even in different districts within ‘the same
country, you may come up with differént decisions, |

For example, one of the questions I was trying to answer in Vielnarn was
‘whether in a given commune, the dominance of the most imporlant threc or
four familics or clans would exclude the other people, the really marginal people
in that commune, There are some. places, this is particularly true in India,
where they have a' marvelous institution called the panchayat; local village
council. - In lheofy, it’s the most 'democratic thing you could imagine. But
when the panchayat gets captured by the wealthy. land owners in that village,
then they might completely exclude the other people. And-in some previous
research that we did in our center on foresiry policies, we found that in some
places if the wiiole village were running the wood lots, the poor people would
be excluded from them, and the rich pcbple would have access to them.
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So 1 think that you first have to sce what the micro level politics is like,
and then decide whether you are in favor of putling the authdrily on that tevel.
If that level is not good, then you go up to the next level. I 'was told by some
of the NGO pedpic'in Vietnam that the district level is the appropriate level,
because on the commune level theré is usually a parly boss who dominates; but
on the district level, they are much more interested in helping the poorer families.

So your point is well taken. I agree with you a hundred percent that there

" are cases where the local politics is more unequal or more anti-feminist or more
anti some cthnic group than another level. And this creates a tremendous
challenge. How do you deal with this problem in a country where some districts
would do very well with local governance, and other districts would do very
badly? Can you do what the Columbians are lrying to do, and make it on the
basis where some qualify and some do not qualify? Or do you need to go in
‘and change the local institutions so that they become more demecratic? “So
these are very big questions that people are Wwrestling with. [ don’t have any -
simple answers to them. : '

But thank you for your qucsllon and 1 thank all of you for your quesuons
I promise U'll include them in my rcport Thank you again.

Moderator: Thank you very much Professor Ascher and audlencc I'd hke |
to close this seminar. Thank you very much.
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