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Governnuce and Development: Decenfralization Reform
JICA, March 5, 1998
Presented by DeYuji Suzuki
Hosei University
{ntroduction
1, Impacts of Globalization
2, Moxes towards Localization

3, Criscs and Reforms

Participatory Development
1, Success of State-led Development
2, Structural Deficiencies

3, Quest for Local Development

Governance
1, Efficiency of Authoritarian Regime
2, Structueal Refornms

3, Quest for Democratization

Decentralization
1, De-authoritarianization
2, Redistribution

3. Local Initiatives

Hquitable and Sustainable Development
I, Center- Local interface
2, Capacity Building

3, Participation of Non Government Sectors

Multiple Methods for Transnational Cooperation
1, State-to-State
2, State to Local Authorities
3, State to Local NGOs
4, Local Authorities (o Local Autherities
5, Local NGOs to Local NGOs

Problems and Prospecis
1, Role of Central Government
2, Capabitity of Local Government
3, Function of Multilateral Agencies
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DECENTRALIZATION IN CHINA: BACKGROUND, CURRENT

SITUATION AND INFLUENCE ON ECONOMIC DEVELOPMENT

Presented by Dr.CHEN YAQ

Western China Development Rescarch Centre
Chinese Academy of Social Sciences

Ladies and Gentlemen,

T feel greatly honored to have this opportunity to talk to you about decentralization and regional
development in China. According to the requirement of this conlerence, my speech, which consists of four
chapters, is entitled "Decentralization in China: Background, Current Shtuation, and Influence on

Economic Growth".
Chapter One: Background and Salient Features of Decentralization in the Last Two Decades

You may have known that in the three decades prior to 1979, China was praciicing a highly
centralized planned economic system. During this period power had been decentralized to localities on a
number of occasions, but decentralization in a broad and profound sense of the term did not really begin
untit the adoption of the policy of reform and opening up to the rest of the world during the Jate 1970s.

Decentralization in China over the last two decades is closely associated with the progress made
in the market-oriented reform. For a long period of time enterprises in this country were like workshops in
a gianl factory, and they did not have (he right to make their own decisions in business and management.
Local governments were also deprived of the right to make their own decistons, so that local cconomic
development depended virtually entirely on the central authoritics' investment budget. This high degree of
centralization were eventually backfired. Just as a document of the Third Plenary Session of the 11th
Central Commitlee of the Chinese Communist Party pointed out "A major flaw of China's current
cconomic management system is the over-centralization of power. It is imperative (o decentralize it under
proper leadership, so that localities and industrial and agricultural enterprises can have more say in
business and management under the guidance of a central plan”. The plenary session also called for
*giving Mull scope to the initiative, enthusiasm and creativity of the four quarters—1ihe ceniral authorities,
localitics, enterprises, and laborers®. The plenary session unveiled China's reform aimed at decentralizing
power in two directions, that is, expanding the decision-making power of enterprises, and delegating more
power to local goveraments,

Up until the early 1990s, rcform. in China had never gone further than the decentralization of
power and interests among enterprises and localities and the introduction of the responsibility system, the

property right system had never been touched upon in enterprise reform, and there had been no norms for
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decentralizing power to localities. It was not until the 1dth Panty Congress in 1992 that the ultimate goal
for the reform was sct, that is, to gstablish the socialist market economie system. And it was not uati] 1994
that a series of major reform measuges were worked out in such ficlds as finance, monetary afiairs, forcign
exchange, foreign trade, investinent, prices and the circulation system, and major readjustments were
made in the economic relationship between the central and local authoritics, thereby making a giant step
forward in the direction of the market economy. For instance, the overall local financial rationing syster
was replaced by the classificd tax system so as to standardize the relationship of distribution between the
central and local authioritics; control of financial aflairs and the monetary policy is contralized, subsidized
banks were ¢stablished, and subsidized business were separated from commercial business. These were
universal practices in market cconomies around the world.

Decentralization in Chiva in the last two decades has also been inseparable from the regional
progress of the open policy. The open policy was first carried out in castein coastal regions and then made
gradual headway towards the hinterland. Close proximity to Hong Kong, Macao and Taiwan as well as
Japan and southeast Asian countries, and convenicnt ocean-going condilions, have enabled coastal
regions, those in southeast China in particular, to become the first in China to get in touch with Western
industrialization; the local people have maintained extensive ties with the rest of the world thanks to the
role played by overseas Chinese, and they know how (o deal with foreign business people. The world
cconamy has been shifting to the Asta-Paciftc Regton, a tendency which first occurred during the two oil
crises in the 19703 and became more pronounced in the 1980s. It is only proper for China to scize upon
this opportunity lo accommeodate this global influx of industry, funds, technology and business, and
opening up the coastal regions was undoubtedly a wise step. The opening up of the coastal regions also
means a great deal for achieving national reunification.

During the opening-up effort which began in the 19803, the central government granted a good
varicly of special power and a series of preferential policies to the coastal regions. These included
establishing special economic zones; opening port cities to foreign investors; establishing the Pudong New
Zone and other development zones; reducing the portion of funds to be delivered by these regions to the
central authonities; expanding the power of localities in such matters as approving foreign-invested
projects, keeping a portion of forcign-exchaige revenues at their own disposals, and granting bank loans;
and setting up a number of commercial banks and stock exchanges. {n hinterland China, a number of
border cities, capital cities, and cities along the Yangize River have been opencd lo foicign investors one
after another since the beginning of the 1990s, and the central authorities have also expanded the decision-

utaking power of localities in central and west China in approving the incorporation of forcign investment.

Chapter Two: Current Situation and Major Pelicies

In China's decentralization process the central government delegates part of its power to local
governments so as (o expand their decision-making power. The Chinese decentralization policy is similar

(o that of market economies around the world in some ways, but there are many dissimilarities as well.
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The following is a brief introduction to thesc similaritics and differences in four aspects - industrial

management, finance, investment, and monetary affairs.
1. Industrial Management

Detaching some of the enterprises from the direct administration of central industrial depastments
and leaving them to localities or centrat cities is a major decemtralization step taken by China since the
onset of reform. In 1984, the central authoritics abolished the enterprise-running funciion of various
central ministries and commissions and provinces, and placed the enterprises formerly run by them under
the carc of central citics so as to give full play to these cities'role as economic centers. So far (he pumber
of industrial entetprises directly under the central authoritics has been reduced tremendously. These are
mostly large and medium-sized enterprises mainly in such key economic ficlds as coal-mining, power,
petroleum, chemical, machine-building and clectronics industries, and are still playing a leadiog role in
the national economy. According to the Third National Industrial Survey conducted in 1995, of the
nation's 87,905 state-owned industrial enterprises, only 4,738, or 5.4 percent, were vun by the central
authorities, but they accounted for 34.8 percent of the output value, 46.1 percent of the industrial
increment value, and 72.3 percent of the profit, of alt the state-owned industrial enterprises. (For details
see Table 1)

Today, large and medium-sized state enterprises in China are transforming themselves into joint-
stock firms according to the requirements of the modern enterprise system, and government functions are
being detached from enterprise management. As a result the way the government runs ceatral and locat

enterprises has become very different from what it was during the days of traditional central planning.

2. Finance

Expanding the financial power of localities is 2 major result, and salient feature, of
decentralization in China. Beginning from 1980, the governmental financial relations in China have
broken the patiern of cenfralized revenue and expenditure, and the intreduction of the practice of “each
minding his own financial affairs” has fired local governments with great enthusiasm for increasing their
revenues and curtailing their expenditures, thereby providing a great impetus to local economic
development. In the intervening years, however, the effort of cxpanding tocal financial power was
dominated by an overall financial rationing system, which not enly withheld the growth of the central
financial revenue, but also deprived the entite country of unified standards. This was because the form of
rationing, the base figures for revenue and expenditure,the amount to be delivered to the central
authorities, and the amount of subsidies were all decided through negotiations between central and local
authorities. It was not until 1994 that a relatively standardized classified iax reform was introduced all

over the country.
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Following the principle of adapting administrative power to financial power, taxation in China
falls into three categories: Nirst, Nixed revenue of the central authoritics such as customs duties, consumer
(ax and income tax of central enterprises; sccond, fixed revenue of the local authorities such as business
tax, land wse tax, real cstate tax, income tax to be paid by local enterprises, and private income tax; and
third, revenues shared by the central and local authorities, such as the added value tax, 75 percent of which
belongs o the ceatral authoritics, and 25 pereent to the locatl avthorities. This elassified tax system has
increased the centeal authorities' portion of the total financial revenue. However, with the deduction of the
net amount fransforred {rom the centeal government to localities {such as tax returas to localities, and
reductions of the postion of local revenue to be delivered to the central govemment), the net revenue of the
central authorities in 1996 accounted for 20.9 percent of the nation's total revenue, which was sigaificantly
tower than the 1990 figure of 30.3 percent. (Sce Figure 1)

The current division of adminisirative power is, generally speaking, well defined, with the central
government bearing the responsibility for national defense, foreign alfairs, the armed police, key
construclion projects, repayment of capital and interest of forcign and domestic debts, and funding for
administrative departments under the central authorities, white the local governments are accountable for
expenditures for local cconomic and social development. However, so far China is not ycl to make a
scientific, and concrete legal demarcation of power between the central and locat governments over

cconomic and social affairs.

3. Investment

As things stand now, inter-goveramental investment in construction projects in China is managed
at two levels, central and provincial. The construction fund controlled by the central government is mainly
used on the infrastructure, basic industries, and mainstay industrics, as well as key projects in science and
technology, education and nattonal defense.Investment of local governments maialy goes into projects
having to do with public interests and local infrastructure. Competitive projects, with the exception of key
state projects, depends mainly on market allotment of resources, and are invested by enterprises according
to decisions made under the guidance of state policies. In the meantime, positive guidance is provided to
divert the funds of society, enterprises and foreign investors to key industrial fields,

Of all the capital construction projects invested by state units across China, the portion of those
invested by local governments is growing steadily. fn 1990, the projects invested by local units accounted
for 46.1 percent and those by central units made up 53.% percent; in 1996 those by local units accounted
for 60.8 percent for local units while those by central units accounted for only 39.2 percent. (For details
see Table 2.) Of the nation's 1996 investment in fixed assets, the state sector accounted for 52.9 percem,
the collective sector 15.9 percent, the private sector 14 percent, foreign investment (including those from
Hong Kong, Macao and Taiwan) 1 1.8 percent, and the joint-stock sector 4.5 percent,

According (0 sources al the State Commission for Feonomic Reslructuring, from now on the

government will, by transferring shares 1o society, divert state capital from competitive and basic projects
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to those in science and technology, edication and other fields of public inmterests, Morcover, the
government will discontinue investment in compelitive projects, and projects without government
investment will only be registered for the record rather than having to be examined and approved by the

government,

4, Monciary Affairs

The current Chinese monelary system has become a macroeconomic control and regulation
system with the central bank playing the leading role, state banks as the mainstay, and multiple forms of
monetary organization coexisting and cooperating with cach other according to a division of labor.
Despite the establishment of such local banks as the Merchants Bank, the Shenzhen Development, the
Guangdong Development, the Fujian Xingye Bank, and the City Cooperative Bank, the country's credit
and financial management is still highly centralized, and local governments have litile power over
financing. Over the last few years China has established the State Development Bank, the China
Agricultural Developntent Bank and the China Import and Export Credit Bank to raise funds for key
construction projects invested by the central authorities, but there are no corrcsponding subsidized
monetary organizations at the local {evel.

The central bank of China has since January 1, 1998, abolished its conirel of lean quotas for state
commercial banks, and introduced assct-Jiability ratio management and venlure managemient. Acting on
the state-mandated economic growth rate, price contro} goals, and other factors which have an impact on
currency circulation, (he central bank has been using such monetary poticy tools as the intercst rate, open
market business, the reserve against deposits, refinancing, and rediscounts to indisecily control and

regulate the issuance of currency, maintain the value of the currency, and promote economic growth.

Chapter Three: Influence of Decentralization on Socioeconomic Development

After nearly two decades of reform and opening to the rest of the world, the planned cconomy
with its high degree of centralization has basically fallen apart, and the role of the central government is
diminishing steadily in cconomic growth. For instance, the portion of government-controlled investment
in budget in the total investment in fixed assets dropped from 28.1 percent in 1981 to 2.7 percent in 1996,
and the net reveaue of the central authorities now accounts for only 20 percent of the nation's lotal
financial revenue,

On the other hand, with the expansion of their management power, focal governments are playing
an increasingly important role in local economic and social development. The last decades have witnessed
remarkable socioeconomic growth in both developed coastal regions and underdeveloped hinterland. The
sustained high-speed growth of the national economy is inscparable from the contributions of regional
economies which have been thriving in the intervening years.

However, decentralization in the transitional period has also brought some negative impact on
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China's sociocconomic development.

Firstly, lopsided local cconomic development is worsening, wilth the gap growing steadily
between the castern coastal regions and the central and western regions, Take the per-capita GDP as 1,
then the ratio between west, central and east China was 1:1.13:1.94 in 1990, and 1:1.32:2.76 in 1996;
during the same period the gap in per-capital GDP between regions with the highest private incomes and
those with the lowest incomes expanded from 9.2 times to 10,6 times.

Central and west China is handicapped by low economic growth, The focal governments are weak
in their financial accumulation abilities, and after decentralization they will be asked to invest in local
basic and public-interest projects, and provide a certain portien (about 30 percent) of the ancillary funds
for trans-regional key construction projects invested by the central government. In some localities quite a
few such projects have failed to get off the ground simply because local governments are unable to
provide the anciltary funds. For this reason, underdeveloped regions in central and west China are having
great difficultics improving their investment environments and promoting local economic growth.

Secondly, redundant construction has become a serious problem, and local industeial struclures
tend to be similar to one another. Local governments, whose financial ability has been increased after
decentralization, have become major investors. To develop local economy, localitics tend to vie with each
other for the construction of prajects with high costs and high profits, such as those for the production of
color television sels, refrigerators, aii-conditioners, VCD players and other houschold electrical
appliances, as well as auto, machine-building, electronics, petrochemical and other mainstay industries.
China today has more than 100 auto factorics, for example, but because of their uneconomical scales, the
national auto output in 1996 was no more than 1.5 million. 1t is reported that mere than 900 VCD player
manufactures have been set up across the coustry, whose total production capacity is in serious excess.

Thirdly, regional economic friction is aggravating, and regional protectionism is running rampant.
L.acal governments, now that their role has been strengthened, have resorted to different degrees of
protectionism in pursuit of maxinmum local interests. For instance, when a certain raw material is in short
supply, some localities would issue orders to restricl its outflow. To protect a local industry which does not
have a compelitive edge, a local government tends to ban or restrict the same product from entering the
local market. When enterprises belonging to different localities are involved in an economic dispute, an
arbitration tribunal tends to be partial to  and side with the local enterprise. In a vast country like China
with uneven economic growth, it is certainly impossible to establish a so-called unified market free from
protectionism. The problem, however, is that regional protectionism in China is more of an administrative
type, which is vastly dilferent frony legal protectionism in some foreign countries and regions.

Fourthly, contradictions between local economic policies and the state’s macroeconomic policies
are intensifying. Decentralization entails delegating local governments with the pewer to formulate their
own econemic policies. When a state macroeconomic policy has failed to take “regionalization™ into
consideration, it tends to draw dilferent responses from regions at different levels of development. Some
may voice their support, and some may resent it. "Whenever a new policy is formulated from high above,

there will be countermeasures below,” as the saying goes, and this has become an undeniable facl. Now
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that local interests arising from uncven economic development are a solid reality, due allention has to be
paid to studying the "regionalization” of macrocconomic policies, especially financial, monetary and
investment policies, and it is also nccessary to make scientific appraisals of the “regional eftects” of such a
policy beforchand and afterwards.

Fifthly, localitics have unequal opportunities for the development of public wilities in general,
and education in particular, Since 1980, the Chinese government has gradually shifted the financial and
administrative power on rudimental education to governments at different local levels. Today, the central
authorities are mainly responsible for financing institutions of learning run by central departments and
providing certain financial supports to the development of education in underdeveloped regions, while the
local authorities are responsible mainly for financing institutions of learning run by local goveraments at
various levels.

The development of rudimental education in China is becoming increasingly dependent upon
local firancial revenues and allocations of non-governmental resources. The vast income gap between
regions, rural areas in particular, have resulted in seriouns inequity in funding for educational undertakings.
In developed coastal regions, many townships and lowns are making an annual profit of more than 10
million yuan, and it is only too easy for local governmients to raise enouvgh funds for cducation, whereas in
the poverty-siricken central and west China, it is rather difficult to provide necessary funding for
coinpulsory education, the schooling rate among school-age children are low, and it is uncommeon fo se¢

schools in arrears with teachers' salaries,
Chapter four: What Chinese Goverament Does fo Narrow the Regional Disparities

The gap between ¢ast and west China in development is a major issuc which has commanded the
attention of the Chinese government over the ast few years. In his report to the 15th Party Congress held
in 1997, General Secrelary Jiang Zemin pointed out that the state was to increase its supporl of the central
and western regions and strive in dilferent fields to gradually narrowing the gap in regional development.
Following are some of the major policy measures the Chinese government has taken.

First, giving priority 1o the central and western regions in arranging the tapping of resources and
construction of the infrastructiure. The state has adopled an investment policy in favour of projects for
tapping natoral resources in these regions. Major trans-regional projects in cnergy, transport,
telecommunications and other infrastructure will be constructed mainly with government investment. The
geographical distribution of the processing industry is being readjusted so that esource-processing and
lzbor-intensive industries can be moved to these regions,

Second, instituting a standardized central financial transfer payment system and gradually
increasing financial support for the central and western regions. With the development of the mational
economy and the central government’s financial abilities, appropriations in support of these regions will be
gradually increased.

Third, speeding up the pace of the central and western regions in reform and opening up to the
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rest of the world, Upward of 60 percent of the leans from inteinational monetary organizations and
foreign governments will be speat on the central and western regions. Restrictions imposed to cerlain
forcign-invested projects in the coastal regions may be appropriately loosened in the central and westem
regions.

Fourth, increasing the support for poverty-stricken regions and aiding the economic development
in arcas inhabited by cthnie minoritics. Central departments, various walks of social life, and coastal
regions the cast wilk be organized to render all forms of support to Tibet and other regions inhabited by
cthanic minoritics, the areas aronnd the Three Gorges ceservair currently under construction, and other
underdeveloped regions. By the year 2000 China will have basically solved the problem of feeding and
clothing the poor people in rural areas.

Fifth, beefing vp the cconontic tics and technical cooperation belween eastern coastal regions and
central and western regions. The coastal regions are encouraged to invest in the central and western parts
of the coontry, and a good job will be donc to organize the flow of labor and service from central and
western regions to coastal regions. Developed arcas in the cast are encouraged to cooperate in muliiple
ways with the ceatral and western regions (o tap local resources and make use of the abundance of local
labor force 1o develop labor-intensive industries, Training and the exchange of personnel will also be
stepped up.

It has gradually dawned on the Chinese that in narrowing the gap in regional development, the
support of governmen! policies is limited, and in final analysis, the problein can be fundamentally solved
only by relying on the regions' own efforts. The efforis of these regions can be greally increased with the
progress made in decenlralizing government power. To achicve substantial progress in decentralization, it

is necessary to speed up the reform of the political system. In this regard China still has a long way to go.

Thank you.
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Table 1; The Central and Local Enterpriscs of the State-Owned Industry in China

Total

Unit: 100 Million Yuan(RMB)

Central Enterprises

Local Enterprises

Enterprises Quantity Proportion{‘) Quantity Proporlion{%)

Enterprise Number 87905 4738 054 83167 916
Gross Qutput Value 2588993 9000.77 KR 16889.16 652
Value Added of Industry 8307.19 3831.87 40.1 4475.32 539
Value of Exports 2051.58 532.29 259 1519.29 4

"otal Pre-tax Profits 2874.16 1635.05 56.9 1239.11 431
Total Profits 665.62 481.51 723 184.11 271
Original Value of Fixed Assets 30935.69  13423.06 43.4 17512.63 566
Net Value of Fixed Asscls 17474.11 41.9 10158.44 581

Figure 1: Changing Net Revenue of Central Governments as Percentage of Total Revenue
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Note:Net Revenue of Central Government = Revenue of Central Government-Transfer

Payment including a returning of tocal tax and subsidies + the Revenue delivered by
Local Governments.
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‘Table 2: Investment in Capital Construction and Tnnevation of

Year

1978
1979
19380
1981
1982
1983
1984
1985
1986
1987
1988
1939
1990
1991
1992
1993
1994
1995
1996

Source:China Statistical Yearbook(1997), China Regional Economies:A Profile of
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Staic-Owned Units in China

Capital Construction

Tolal Share of Share of
100mil. Yuan Central Projects Local Projects

(RMB) (%) (%)
500.99 532 46.8
52348 52.2 47.8
558.39 524 47.6
44291 544 45.6
555.53 534 46.6
594.13 598 40.2
74315 59.4 40.6
1074.37 535 46.5
1176.11 53.8 46.2
1343,10 56.7 433
1574.31 55.5 44.5
155174 54.0 46.0
1703.82 539 46.1
211581 50.1 499
3012.65 44.5 55.5
4615.50 3938 60.2
6436.74 37.8 62.2
7403.62 40.1 59.9
3610.83 392 60.8

Tunovation
Total Share of Share of
10mil Yuan Central Projects Tocal Projects
(RMB) (%) %)
167.73 na na
175.88 na na
187.01 393 60.7
195.30 312 68.8
250.37 26.1 73.9
201,13 25.7 743
309.28 24.5 15.5
449.14 233 76.7
619.21 24.0 76.0
758.59 233 76.7
980.55 21.6 78.4
788.78 26.1 73.9
330.19 215 72.5
1023.23 273 727
1461.11 254 74.6
2195.85 28.8 71.2
2918.61 31.2 08.8
3299.35 328 67.2
362274 345

65.5

17 Years of Reform and Opening-up,China Statistical Publishing House 1996.



Table 5: Expenditures of Central and Local Governments in China

Figure 2: Expenditures of Central and Local Governments in China
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as Percentage of the Tofal

Year

1978

1979
1980
1981
1982
1983
1934
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995

Total Expenditures  Cenfral Government  Lecal Government
(100mil. Yuan)

1122.09
1281.79
1228.83
1138.41
1229.98
1409.52
1761.02
2004.25
220491
2262.18
2491.21
2823.78
3083.59
3386.62
3742.20
4642.30
5792.62
6823.72

as Percentage of the Totatl

(%)

47.42
SHA1
34.20
54.96
52.9%
53.89
52.52
30.68
37.93
37.38
33.92
31.47
3257
3221
31.28
28.26
30.29
29.24

27.10

B

(%)

52.58
48.89
45.74
45.04
47.01
46.11
47.48
60.32
62.07
62.62
66.08
68.53
67.43
67.79
63.72
71.74
69.71
70.76

7290

—m— Central Government{%)

—3— Local Government{%)
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Tabte 3: Chinese Government Revenue and its Proportion te Gross Domestic Product

Year Revenue GDY Proportion of Revenue to GDP
(100wil, Yuan) {100mil, Yuan) (%)
1979 1146.38 4038.20 2540
1980 1159.93 4517.80 2570
1981 117579 4862.40 24.20
1982 1212.33 529470 22.90
1983 1366.95 5934.50 23.00
1984 1642.86 T71.00 2290
1985 2004.82 §964 .40 22,40
1986 212201 10202.20 20.80
1987 2199.35 11962.50 18.40
1988 2357.24 14928.30 15.80
1989 2604.90 16909.20 15.80
1990 2937.10 18547.90 15.80
1991 314948 21617.80 14.60
1992 3483.37 20638.10 13.10
1993 4348.95 34634.40 12.60
1994 5218.10 46622.30 11.20
1995 6242.20 58260.50 10,70
1996 140799 68593.80 10.80

Table 4: Goveriniment Revenue as Percentage of Gross Domestic Product in Some States

Year 1979 1985 1992 1993
United States 32.60 33.70 34.50 34.30
France 41.40 46.70 47.10 48.30
Germany 43.80 47.10 35.10 54.80
United Kingdom 38.10 43.40 39.80 39.50
Australia 31.00 35.60 36.70 36.90
Swed:n 54.00 57.80 61.00 58.40
China 28.40 2240 13.10 12.60
Singapore 23.90 38.10 32.60 35.10
Malaysia 28.40 35.00 3150 3140
Tailand 14.90 17.30 20.10 20.10

Source:Local Government Finance (Beijing),No.5,1997.
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JICA International Symposivm on *Local Development and the Rate of Government”

Session 2: "Local Development and the Role of Government”
"*Capacity Building and Leocal Government™

Presented by Dr. Michio Muramatsu
Professor, Faculty of Law,

Kyoto University

In this section 1 would like to explain how the Japanese local governments and the ceniral-local
retationship work. In my opinion, local government is one of the two major subjects in the issue of
capacity building with which we are concerned in this sympasiwm. The second is training of civil servant
or competence in government. Problems of competence and capacity building eenter on attracting and
retaining able youth for the civil service. In many developing countrics where there are not so many jobs
o meet the demand, it would not be difficult to recruit a cadee of well-motivated individuals for carcers in
the civil service. However, training them to develop theie capabilitics to adapt to changing eovironments is
not easy. Competence involves ensuring that personal gain, based on corruption dose not become the
driving ambition behind a civil servant’s carcer. Clearly civil service is in my mind as an interest subject,
Here, however, 1 will be concerned with discussion on the functions and shape of local government

desirable for development and deinocracy. I would like to present the case of Japan.

1. History

Looking back over the history of the Japanese local governmental system, we can see the relationship
between two issues, that is democratization and capacily building, was rather simple. Clearly, capacity
building came first. State instilutions such as the civil service and the central-local relationship were
established hefore introducing the constitutional law and parliamentary system. Chronologically, in 1884,
the cabinet system and central ministries were organized. In the next year the Universily system and
curricelum for entry for the civil service was established. Then came the civil service law. Just one year
before the consiilution went into effect and the parliament began to funclion, deceniralization of the
government was made and operations of municipalities started in 1890. Universal suflrage was introduced
some 20 years after the constitution was introduced and Fapan was still under the emperor's rute. Then the

reat era of democratization was introduced after the Second World War during the occupatian period.

When we look at the developing countries al preseat, we can see they are facing the two issues of

capability building and democratization, at (he same time. Achicving these two goals, both of which are
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indispensable to modernization, is a much more difficult job. One message that can come from the
experience of Japan is that, for a good strategy of governance, state institutions should be introduced in

sequence, one after another.

Next, 1 would like (o go into some of the details of the local government in Japan. First T would like to
cxplain the formal relationship between the central and Jocal governments, which is not so strictly adhered
to reality in several ways. In Articles 92 to 95 of our Constitution, autonomy of the local government is
stipulated. However, we can nol know the details of the powers and responsibilities of the municipalities
and prefectural governments until we study the Local Government Act and other specific laws concerning
the local governments including local finance. (By local government T mean here both prefectural and

municipal governments.)
2, Legal Framewerk

The Occupation reforms introduced American clentents into Japan. First, both the governors and
mayors were 1o be publicly elected, thereby making prefectures and municipalitics completely sell-
governing bodics with a dual representation (quasi-presidential) system of mayors/governiors based on the
direct clection of officials and newly empowered local councils. Second, the Ministry of the Interior was

abolished. Third, many direct democralic methods, such as the recall, initiative and referendem were

inteoduced.

Many characteristics of the prewar integration model remained, however. Firsl, the legal formuta for the
central - local linkage, called agency delegation, was carricd over in practice. Agency delegation, which
was used vis-a-vis municipalities was even extended to the governors, who had become local public
servants rather than national burcaucrats. Sccond, the Ministry of Home Affairs, successor of the prewar

Ministry of Intetior, gradually became a stronger miniséry, though its character was not quite the same as

that of the Ministry of the Interior of the prewar period.

In this way, Japan mixed the prewar integration Model and the American presidential system in a
unique way. However, this combination was not a stable one. Since 1945, there have been various altempts
to stabilize the system. For example, Di. Shoupe was dispatched from the United States in 1949 to
examine the central-local relations and local finances, and he made several recommendations. He and
other Americans rugged to clearly define the functions of governments (principle of making
administrative responsibility clearer) and assign them according to the principle of giving priority to
municipalitics. This recommendation, which was obviously based on Separationist Modet, was not
implemented, however, Japan rather took advantage of the other principle that he advocated, which is a
principle of efficiency. Many amalgamations of municipalitics followed as a result of the

recommendation. As the municipalities began to take over functions hitherto national government
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functions, the centtal governament had a strong interest in enhancing the capacities of local governments, It
thercfore encouraged amalgamation for this purpose by giving these local govemments various financial

and political opportunitics.
I will explain the way the Japanese local governmental system operites by showing some charts,
3. Financial Framework
First, I would like to explain the revenues and expenditures of prefectural and municipal governnents,

+ Kinds of Taxes

» Other Revenue Categorics of Expenditures

Then, T wish to emphasize the importance of the Local Allocation Tax, which functions to equalize the

unbalances between and among the municipalities and prefectures.

As to this topic, 1 would like to explain how regional disparities can be corrected by the use of a

ceallocation formula of national tax revenue as follows.

First there is large-scale reallocation of revenue through carmarked and general subsidies in Japan.
Table I shows the situation concerning tax share and fiscal transfer between the central and local
governments from the historical perspective. In 1989 tofal tax revenues were 84,391 billion, which were
divided into national and local taxes. Before fiscal transfers, tocal taxes account for ondy 35.7% of total
revenue. However a substantial portidn of national taxes is transferred to the local

goveimment.

Major fiscal transfers are of two broad types: transfer on the basis of cenditions attached and tax-sharing
grants on a lump-sum basis financed by the local allocation tax. Conditional grants are categorical
grants transferred to subnattonal governments on the basis of a specific purpose. After reallocating the
tax sources among different levels of the goverament, the final share of (otal tax revenues aceruing o
local government increased to 52.2 per cent. The ratio has been increased  steadily for a nearly three
decades. This means that one-third of national tax revenue is used at the local level. Table 1 shows the
data conceming the central-local fiscal imbalances in industrial cconomies. Japan is the largest both in

terms of imbalance and also the rate and amount of transfer from central to subnational governments.
The Second aspect is its equalization effects on financial resources. A comparison between per capita

local 1ax revenue from general fiscal sources (i.c. local taxes, local allocation tax) of prefecture in 1993,

shows the disparily in the financial resources among rich and poor regions is considerably reduced. In
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Table 2, the richer and poorer tocal bodics are grouped into classes, according to per capital income in
1993, A marked difference is observed in per capital tax revenues among localities, the largest being
Tokyo, the smallest being Qkinawa, Aomori and a few others, and they correspond closely to the
dilference in those areas' cconomic resources and per capita income of inhabitants. In contrast to (his,
per capital revenues from general sources dificr litde among different prefectures. 1t may be assemed

that the Japanese equalization system operates well, in general, to reduce territorial incqualitics.

4. Economic Development

Secondly, I would like to present an example of a case when the government promoted local economic
development, in order to understand how the various actors are moebilized to establish a partacrship in
cconomic development. This is the case of the 1960s when Japan was in the midst of high cconomic
growth period with the regained independence of the Japanese state from the US occupation, the Japanese
governmenl was very much interested in economic development in that period. In my analysis, both the
conservative administration that is (he Liberal Democratic Party, and the administrative linkage between
the central and local governments played an important role in intermediating the national interests and
local interests to produce efficicnt development policics. The national development plan of 1962 (Zenkoku
sogo kaihatsn keikaku) was the plan that gave effective guidance to the developmental plans of local
governments in the 1960s. Initially, the government-burcaucracy-advisory conunission complex—the
most important institutional policy-making arrangement in Japan— attempted 1o follow an economic
approach to the location of new indusiries, which required investments to be concentrated in the Pacific
coast area in about 7 to 10 places. However, Parliamentarians from the rural arcas responded quickly and
opposed these recommendations. They insisted on the political importance of the underdeveloped areas,
and were deeply concerned over (he disparity of income distribution among rcgions. As a result, the
general development plan eventually emiphasized not the concentration of investment, but the correction of
the regional gap in income distribution. Tn the carly policy stage scveral economic areas were to be
selected for developmental targets. However, tremendous pressurcs’ coming from the localities initially

raised the targeted areas from several to thirteen, and they were eventually raised to ninetecn.

Local governments contributed to economic development by inviling new industries to focal arcas. By
the early 1950s four major indusltrial areas— Tokyo- Yokohama, Osaka-Kobe, Nagoya, and Northern
Kyushu were already so congested that expanding industries could not find enough room fo consiruct new
factories. For this reason industrial dispersion plans are justified as they werc in Japan in the 1960s, In
Japan one of the roles of the national government in the plans for economic development was to
encourage local governments te invite new industries and ta persuade private industry to locate locally, In
case of Japan, the national government created a special national aid policy by which it offered grants-in-
aid to local governments that invested matching funds to pay for public facilitics such as piers for sea

ports, industrial roads, etc. (In developing countries of today, traffic jam in capital cilies could be
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comparahle to the urban congestion.)

On the local governments' side, there were reasons to atlract new industries to their areas in the 1950s
and in the early 1960s. In this period, local communities suffered from financial deficits caused by
increasing post-war demands for welfare and by expenses for recovery from disasters such as dantages
caused by typhoons. Anothcr factor is the taxation systent in Japan, which encouraged local communitics
to invite industries offcring tax incentives regarding property taxes, enterprise taxes, and corporation
resident taxes. Thus, in 1966 aboul 70% of all Japancse cities had created local ordinances giving
incentives to new industries, These incentives typically included the following provisions: 1) the incoming
industrics would be excmpt from paying local property taxes for 3 to 5§ years; 2) the industrics would
receive land for industrial sites as a gift; and 3) the local government would promise to constuct public

facilities in support of business activities.

Local communities not only enacted ordinances to lurc industrics, but they were also active in
establishing direct contacts with the big industries in Tokyo and Osaka. In addition, local officials would
go to Tokyo to persuade the officials of the national government to grant special national support to their
cause. Locally clected parliamentarians and local politicians along with local public officials went to the
L.DP headquarters and to the cconomic ministries of the national government, During this process, the
New Industrial Cities Construction Act of 1962, based on the National Development Plan of 1961, played
an extremely imporlant role in mobilizing local encrgics. The new law promised to give special national
aid and borrowing privileges {0 ihe designated arcas to help them realize their plans for regional
development. The national bureaucracy played an important rale in guiding the local governments in

defining the terms upon which industries were invited to locate in designated arcas.

The participants in the making of decisions on economic development were conservative polilicians,
central ministries, business groups and citizens from local arcas. There were many political consequences

of the spread of industries in the new regions.
5. Environmental Issues

In the early 1970s Japan experienced cases of political conflict between the central and lecal
governments. The carly 70s, was the period when opinion was divided on various political and policy
issucs such as pollution and environmental disruption and Japan was scarching for solutions to these
problems. However, even befoce the 70s, in reality, there were many such conflicis concerning ceairal and
local governments, which were related to economic problems. Local communities sought to preserve their
own business interests and their own way of life, while the national bureaucracy was trying to nationatize
the economy and the standards of public services. In the 1970s the inherent nature of central-local

conflicts took concrete form when the great cmphasis on economic growlh by the Japancse national
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government was rejected or at least criticized by local communities with differing policy prioritics.
Furthermore, the reverse impact of local policy initiatives on the national policy ontcomes was witnessed.
That is, the oppositien parties' local governmetts were suceessfol in the late 1960s and carly 1970s in
criticizing the growth-centered  policies of the national government, Crucial here were the so-called
"residents' movements” and the increase of leftist tocal governments, In this period, responding to the
above problems Japanese local governments expanded their role as policy makers in environment, city
planning, welfare or many other policy arcas on their own as well as agents of the central government. The

19705 was the transitional period for local govermnments.,

112



(HE 2 IR/ ¢ 0 2 v 2 (D) AGVEH
History

1868 Meiji Restoration (Modernization Efforts Started)

-,

1888 Municipal Governments
- (Councilors Elected, Mayors Indirectly Elected)

1889 Meiji Constitution

1890 Prefectural Governments (Governors appointed)

s

1945 War (WWII ) Ended and Occupation Reform

1952 Independence Recovered

* Economic Growth
* Environment and Pollutions
* Welfare Programs and Financial Problems

1995 Decentralization Reform Commission Established

—

1997 Recommendations from the Commission

-

1998
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Local Revenue and Exporditures in Japan (Y 1996)

consumer tax and other
e JE 1)

[.ocal Revenue Local Exponditures
{75.1 tyillion yen) {85.3 triliion ycn) (85.3 trillion yen)
n | Local
a | Distribution Tax salaries
t (22.9%)
i local taxes
0 | (33.8%)
n
2]! - _ L
grants o localities
t general administeation
: additional local tax(2.0)| 17>

local distitbution tax

{16.8)
national B,
. expenditures grants from central mvcslmc?; ;::;[;cndnurcs
governiment o
(13.1)
T o borrowing
(13.0) i B ,
borrowing borrowing
others (6.6) p@lic enterprises (3.2)
o _ Lo 11 others{18)

LOCAL ALLOCATION TAX

Sources : Income Tax + Corporate Tax + Liquor Tax>X0.32 + A Part of Concurmer Tax

Estimmation Formula

(For Each Local Government)

Sum of Allecaied Money
= Basic Needs - Local Tax Reverue

12 Large Cities ¥ 25,083
Other Cities ¥ 30,970
Town and Villages ¥ 154,304
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FTable 1: Vertical Fiscal Tmbalance in ten countyics (FY 1992) (%)

~_ (‘1) (b) | \erllcal I" cc*ﬂ imbatance
expenditure revenue ) dependence on
share of share of surplus/deficit central transfer
Country subnatienal | subnational [~ 7 grants as % of
gyl g"" ) - () current receipls
United States| 514 (40 7) 4% 0 (34. 4) -5.5 (-6.3) 209
Federal Canada 65.3 (62.5) 53.2 (47.8) 121 (14 354
Countries |~ Ausuralia | 48.6 (45.9) | 230 (246) | 256 (21.3) | 403
Germany 58.6 (39.8) 47.2 (29. 6) li 4 ( iO 2) - 185
Northern | Penmark + 57.3 (52.0) 32.3 GLID 1250 (-20.9) 1 45
Burope | Sweden | 476 (39.4) | 387 (337 | 8O (ST | 222
United kingdom 319 (21.9) | 0.07 (0.06) 312 (27. B | 798
Southern FranCc., ’H 1 (179 18.7(7}7 (9.?) ______ jl?r.l (-82) | '% 86 _____
Lji‘i(’pc 43.6 (27.5) 19.7 (12.6) | -23.9 (-149) 46.6
o Japan 692 (49. 3) 36.5 (25.1) | -327 (-242) | 396
average 47.3 (40.2) 27.0 (24.8) 2203 (-15.4) 36.0

' (source) OECD, NaliaﬁaMccoums, 1996., IME, Government I““I.H(;JE‘;’?VSfﬂﬁ;;l'(‘S, 1996-._-

note: L. Account of social security fund is excluded.
2. In parentheses, account of social security fund is included.

3. Tax sharing arrangementis caluculated as

“lax rcvenut, .

4. In federal countries, subnational gvi. includes both states and local tevel.
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Table 3: Fiscal Equalization by local allocation tax (47 prefecture, BY 1993)

Source:-MOHA's data.

F

classification

aichi
osaka
kanagawa

saitama
chiba
hyogo
kyolo
tochigi
ibaragi
fukuoka
guRma
hirgshima
gifu
shiga
mic
_miyagi
okayama
ishikawa
nagano
kagawa
toyama
fukushima
nara
fukui
yamaguchi
niigata
yamanashi

ehime
wakayama
kumamoto
. _oita
yamagata
saga
nagasaki
iwate
kagoshima
tokushima
miyazaki
okinawa
akila
aomori
toltori
shimane

average

shizuoka

hokkaido

.kochi |

Note 1:general revenue means the sum of prefectural tax, local allocation tax, and local transfer tax.
Note 2:47 prefecturcs are grouped into 5 categories based on the index of fiscal capacily.
A10~ BO5~10,C04~05,D03~04,E ~0.3
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prefeciural Tocal general peir capita {(thousand of yen)

fax revenue | allocation tax revenue “Tocal | oeneral

thundred (hundred (hundred | Prefecturall 008 | genesal
miltion) million) million) tax tax revenue
9,552 69 10,017 143 | 150
11,369 272 12,232 130 3 140
9210 24 976s|  msp 2 122
4,495 927 5,853 122 25 159
6,286 1.563 8,145 98 24 127
5,652 1,448 7,408 102 26 133
5,738 2,286 8,400 106 42 155
2,800 1,213 4,221 108 47 162
2,188 1,240 3,621 113 04 187
3122 1,742 5,049 HID 6l 177
4,363 2,394 7,039 91 50 146
2,121 1,203 3,513 108 ol 179
2,930 1,837 4,971 103 64 174
2,201 1,546 3,927 107 15 190
1,398 1,079 2,574 114 88 211
1,949 1,469 3,586 109 82 200
232 1,661 4,183 104 4 186
1.925 1,752 3,830 100 91 199
1,290 1,217 2,688 111 105 231
2,266 2,116 4,606 105 98 214
1,064 1,072 2,220 104 145 217

1,261 §,388 2,150 113 124 246
2,120 2,222 4,549 101 105 216
1,150 1,348 2,580 84 o8 288
1,082 1,152 2,317 131 140 281
1,505 1,757 3,394 96 112 216
2,539 2,828 5,607 103 114 227
. 81w/ 1,228 2202 103 | 144 258
5,205 7,114 12,837 92 126 227
1,253 1,854 3,224 83 122 213

241 1,560 2,600 88 145 242

1,364 2,306 3,816 74 125 pi T

. Loo3 1,865 2,984 8t 151 241
1,007 1,938 3.068 30 154 244

740 1,476 2,288 84 168 264

1,095 2,320 3,528 70 148 226

1,093 2,489 2,114 T 176 262

1,200 2,743 4,085 67 153 227

688 1,565 2,319 33 188 279

815 1,958 2,362 70 167 245

735 1,800 2,605 60 147 213

919 2,198 3,218 75 179 262

1,041 2,471 2,626 70 167 245

486 1,356 1,914 79 220 31

615 1,848 2,546 79 237 326

_ 5590 1,863 2,531 My 226 307

~ 23,191 — 24,447 196 — 206
138779 80,878 229,456 112 65 186
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INSTITUTIONAL AND TECHNICAL CONSTRAINTS IN NARROWING
REGIONAL DISPARITIES IN INDONESIA
(THE CASE OF THE INTERGOVERNMENTAL GRANTS POLICY)'.

Presented by Dr. Adrian Panggabean
Faculty of Economics University of Indonesia,

Jakarta. Indonesia,

Smnmary
The objective of this handout is three-fold. Firsi, to summarise the salient features af the broad patterns of
regional development in indonesia. In here, the handont docrnents the great interregional disparities as judged
from several indicators such as: economic activities, income, social, and production structure. Findings from the
most recent studies on the issue of regional comergence is also reported. They confirm the non-convergence
trends in Indonesia. Second |this handout surveys the most inportant goveriment's policy approach in dealing
with the issue of regional disparities. Here, the nature of the grants system (as the most important governient's
policy instrument), as well as the wnderlying institutional feature within which this policy operates, will be
outlined. Finally, this handout examines, in a miore detailed manner, the performance of this policy in trying to
narrow the regional disparities. Then, it will sumniarise findings from various studies as to how the underlying

institutional setup dilutes the potential effectiveness of this policy in narrowing regional disparities.
1. Patterns of Regional Disparities: A Non Convergence Tendency.

Thanks to the impraved database collected by the Central Burcau of Statistics (BPS), the stock of studies
on the patterns of regional development in Indonesia has increased (sce for examples; Panggabean: 1997;
Garcia-Garcia and Soelistianingsib, 1997; Hill, 1997, Akita and Lukman, 1995; Azis, 1995, 1992; Barlow
and Hardjono, 1995; Kim, Knaap, and Azis, 1992; Hill, 1992, 1989; Devas, 1989; Ravaltion, 1988;
Kameo and Rietveld, 1987; Uppal and Sri-Handoko, 1986; Giarratani and Socroso, 1985; Ibrahim and
Fisher, 1979; Esmara, 1975). Al! of these studies examine, from various angle and using different sets of
data, (he pattern of regional development in Indonesia over the last 25 years.

Having surveyed all of thosc literatures, It is interesling to conclude that interregional disparity is still
wide. Some even come down o one common conclusion: that the interregional dispanity in Indonesia is
neither closing nor widening. In other words, the broad pattern of interregional disparities in Indonesia has
been characterised by a non-convergence tendency. Five salieat features of this survey is worth reporting.
Each feature (i.e., interregional disparity in: (1) economic activity; (2) income; (3) social indicators; (4)

production structures, as well as; (5) trends in regional disparities), is summarised below.

1. Handout presented in JICA's interrational sympaosium on "Local Development and the Role of Government ", Tokyo,
5 March 1998,
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The first feature is regarding the interregional variations in economic activity. The distribution of
activilies between regions in Indonesia is highly uncven. Roughly two-third of the Indonesian economic
activity (measured in terms of non-oil GDP) takes place in Java. The rest one-third is shared by regtons in
the islands of Sumatra, Bali, Kalimantan, Sulawesi, Maluku, and frian Jaya (we call it non-Java, for
simplicity purposc). Within the noni-Java groupings, in only four provinces (North Sumatra, South
Sumatra, South Sulawesi, and Bast Kalimantan) do economic activitics appear o be relatively signiticant.
Such a picture has been similar over the 1ast twenty-live years.

Second, s regarding the interregional income disparities. Using non-oil GRP as a measure of income,
Hill (1997 8) noted that the provinee of Jakarta is the only really high income province. Only a small
number ol oiher provinces are marginally above the national average: North and South Sumaira, East Yava,
Bali, Central Kalimantan, and South Katimantan. Further, Hill (1997) also noted that nine provinces of
Fastern Indonesia, and all three provinces in Nusa Tenggara areas are poor. Using houschold expenditures
data as a measure of income, interregional disparitics appear to be less uneven. However, the conclosion
reached from using this data set is not very differcat ftom the one reached by using the non-oil GRP data.
More importantly, ten years ago the conclusion reached was the same with this,

‘Third, is reparding the intereegional disparitics in social indicators. Here, the record has been rather
diffecent than what income and cconomic activity suggests. According to standard education and health
indicators, inteiregional disparities in Indonesia ace low and declining. Provinces in Nosa Tenggara areas
are, once again, stand out as the teast developed regions in Indonesia. Again, such a picture has been the
same for the last ten years or so (see: Hill, 1997, 1992, 1989: Kim, Knaap, and Azis, 1992; Hill and
Williams, 1989).

Fourth, is regarding the interregional disparities in production structures. Java and Bali ar¢ regions where
almosl all footlose export-oriented and import-substituling industrial activities located. Qutside Yava,
location of such industrial activitics is found in Batam and North Sumatra. Natural resource based
industrics, on the other hand, are concentrated more in outside Java. Production of cash crops are also
located in off-Java, especially in Sumatra, West Kalimantan, and parts of Sulawesi. With regard ta service
economy, Java (cspecially Jakarta) stands out as the most developed region. This conclusion is of no
different with what it was ten years ago.

Finally is regarding the trends in regional disparities. This is a comparison of interregional relativities
over a period of time. Studies by Panggabean (1997), Garcia-Gareia and Soelistianingsih (1997), Akita
and Lukman (1995), and Amiruddin (1992), suggest that no significant changes has occured in

interregional disparities. Their findings reinforce the previous assertions.
2, The Role of Government in Narrowing Regional Disparities in Indonesia.

In dealing with the problem of regional disparities, 1 could not mention another policy, more important
and larger in scale, than the intergovesnmental grants policy. The scale of this policy is targe. In average,

over the last 15 years, this fiscal instrument takes about 8 to 9 per cent of the Indonestan GDP per year.

118



{451 2 HAMGVEHL + 2 v 1 2 {2) @i

In principle, this grants system is to finance decentratization. However, in Indonesia, this single policy
has another objectives: to stimulate tocal economics as well as 1o ¢reate a more balanced development.
That's why (his policy has always been at the very centre of the central government's cconomic strategy.
Using this fiscal instrument, the central government pools all financial resources before being distributed
te regions, Through this policy, regional socio-economic performance was kept relatively stable even
when the national cconomy (i.¢., between 1978 and 1989) was subject to large external shocks.

This strategy, however, is not without costs. First, while the flow of funds may be Tavourable from
regional cconomies’ viewpoind, such a system has created chronie fiscal dependency on central
government transfers. Two thirds of subnational governments' revenue derived from this source. Second,
the success by which a balanced development can be achicved has beconie very sensitive to the design of
this fiscal instrument. Just when the design of this instromeat is vnintendedly biased against equity and
efficiency principles, fiscal disequatisation and inefliciency occurs; and, as will be shown later, that affects
the potential achicvement that this policy's objective is supposed to achieve (i.c., a balanced regional
development).

I limit my policy obscrvations only on this grants policy instrument. This handout will describe the
performance of this system. Simultaneously, 1 will try to show how technical and institutional aspects of
this policy have affected this policy’s effectiveness. Subsections below will describe several salient

features of this policy.

2.1, Decentralization Format in Indonesia: A Brief Description.

To begin with, it is necessary to outline the decentralization format in Indonesia. 'This is important since
granfs system ¢xists within the context of decentralization.

There are three principles of governance in Indonesia. The first is called decentralization principle. This
term is broadiy defined as the develution of funclions (o subnational levels of government. Though the
definition sceras clear, in practice the functions devolved represents a small fractions of the real functions.
The second principle is deconcentration, meaning ficld administration of central gavernment. The third
principle is called co-administration, which essentiatly is a combination between deconcentration and
devolution whereby local government as an autotomous enlily can be instructed by the higher government
level o exceute a particular function or authority on its behalf (i.e., delegation of functions). While the
definition scems clear enough, in practice it is not.

More importantly than just definition, perhaps, is the implementation practice of these three principles.
First, in praclice the deconcentration and co-administration principles have been the two most important
principles in shaping the ceniralization of authority in Indonesian systen of subnational governance. Both
principles reinforce the alrcady wnclear division of functional responsibilities, Second, within this
approach, not only that the decentralization of allocation power through the local tax is very limited, but
also that the decentralization of managerial power is low. Even in the areas where functions have been
officially devolved to subnational governments, the central government still retains its role in decision

making. Third, along with this centralized approach plus a relatively weak accountability character of the
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local burcaucracy, the limited character of decentralization has created numerous implications for the
aature of local budgetary choices regarding spending and spending efficiency. Finally, this institutional
setup is uniformly applicd across the whole country. This is (he institutional environment within which the

intergovernmental grants policy operates,

2.2. Nature of the Graunts System: A Brief Description.

Now we talk about the grants system itself, The grants system in Indonesia comprises of two main
components: the INPRES development grants, and the SDO routine grants.

The INPRES development grants consists of seven separate components and each taunched in different
years starting 1969. They all have different administrative featuses, formulae, and weighting. Hence, the
total amount of gramts received by cach region becomes the sum of various individual grants, each of
which is assessed and alocated separately by the relevant ministrics. The effect of such a design has been
on the fluctuation of the effective (as in contrast 1o nominal) weighting over time, An unsystematic and
inconsistent approach to interregional equalisation, has, therefore, resulted.

From administrative side, there are also conflicting perceplions with regard to INPRES grants.
BAPPENAS (National Planning Agency) argues that grants intended to finance decentralization principle
since the grant effectively finance deceatralised functions. Meanwhile, the Ministry of Home Affairs
claims that this is the financial implication of the co-administration principle (i.e., the third principle of
local governance in Indonesia) since the INPRES funds are the central government's money. This
conflicting interpretation has its effects, i.c., on the extent of control and discretion over the funds. While
BAPPENAS interpretation would mean a movement towards a more decentralised use of funds {and thus
towards a block-type of grant), the Ministry of Home Aftairs' interpretation would mean continued close
scrutiny and specification over the usc of monies (and thus towards a specific-type of grant). The
prevalence of such a conflicling interpretation is mainly attributed to the failure in clarifying the three
principles of governance adopled.

"Che same story happens with the SDO component of the grants system. DO comprises of around ten
individual grants (by 1996). Each of it has its own objeclives. Not al] of the elements has an allocation
formulac. The per capita amount of each individual grant is also small. Most of them raise a number of
issues in relation to equity and cfliciency. For examples, some elements of this grant are being distributed
without a clearly delined allocation criteria (in the sense that allocations do not take into account
differences in spending needs, cost variations, and revenue capacity factors); some others do have
allocation criteria, but the way they are caleulated upsets the principle of equity in allocation (see:

Panggabean, 1997}, The question, then, is: with such a design, how does the system perform?
3. The Role of the Granis System in Narrowing Regional Disparities.

3.1 The Effects of Grants on Interregional Equalisation.

Let us first 1alk about the good story of this grants policy. While it is true that the subnational

120



(15F 2 0O VEHEL S 4 b 0 20 (2) AiERE

goveraments are chronically underfinanced, intergovernmental grants system has apparently helped
adjusted the fiscal deficiencies at subnationad level by financing a major part of the local expenditure
responsibilities. This, has enabled the subnational governments to paiticipate in the provision of wmeril
goods and thus in the redistribution of apportunities, access and hence income, However, certain vettical
fiscal imbalances remain.

1t is argued before that the way the intergovernmental grants are distributed means that they have not
been able to neulralize the fiscal imbalances between the three levels of government. lence, the following
resulis occur. First, equatisation of horizontal fiscal imbalances is rather weak. The analysis done by a
number of studies suggest that the disteibution of grants only mildly compensates for interregional
differences in expenditure needs and costs. Equalisation of fiscal capacity between regions is even weaker.
This result leads me (o assert that intergovernmental grants bring about iterregional equalisation only in a
limited sense. This means that differcotials in Mscal opportunity and access between regions remain,
which in turp reduces the contribution of the grant system in bringing about interregional equity.
Econometric analysis presented by Panggabean (1997), Garcia-Garcia and Soclistianingsih (1997), and
Azis (1992) confirm the above assertion: that the cqualisation in income per capita between regions tends
to be very slow, even after including grants within the estimation process. However, It may be fair to also
comment that he interregional variations in growth rates are gencrally the result of private or scetoral
investment pursuing the greatest returns. ‘The grants system, at teast by design, has the role as an antidote
{0 this tendency. We could plausibly speculate that in the absence of this granis, disparily would have been
worse. Some specific findings pointing at the suboplintal performance of the grants system arc wortth
reporting and summariscd below.

First, the intergovernmental grant system has addressed the issue of vetical equity by financing the
subnational goveraments' expenditure responsibilities, enabling them to provide merit goods and thus
contribute to the redistribution of opporiunities, access and income. However, the vertical fiscal imbalance
has not not been fully eliminated.

Sccond, the evidence suggests that the role of grants in bringing about equalisation of horizontal fiscal
imbalances is rather weak. Statistical assessments indicate that the grants system scores low with respect
to equalisation in fiscal capacity, and moderate in relation to equalisation of both spending needs and costs
of service provision. Hence, the grants system only mildly compensates for imterregional differences in
expenditure needs and costs of service provision, while having barely any effect on equalisation of fiscal
capacity between regions. As a result, differences in fiscal opportunity and access belween regions remain,

thereby reducing the grant system's contribution to interregional equity.

3.2, The Effects of Grants on Interregional Growth.

Not many studies, apparently, focus on this issue. From some studies which are available, a common
conclusion may be reached. Using an econometric analysis, there is an evidence to suggest that
incremental changes in a region's tofal stock of capital accouvnted for by INPRES grants appear to play

little or no role in regional per capita income growth. In other words, INPRES invesiment appears not to
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be productive. By comparison, there is some evidence, albeit not much, to suggest that sectoral investment
(madc by the government) is productive and that it contributes to interregional growth in per capita
income. In contrast to INPRES, private sector investment is invariably productive. This result, however,
docs not rule out the possibility that the infra-marginal productivity of INPRES investment may still be
substantial ¢ven when its net additions to the total capital stock make very linde or no contribution to
growth. Explanations for this relate to the structure and the institutional environment within which this
grant operates.,

To add, the existing studics on this issue also suggest that the design and the steucture of the grants
system does not provide adequate incentives fer efficiency improvements. Panggabean (1997)
demonstrates that the wndelying institstional enviconment has severely constrained the beneficial effects
of grant on regional econsmic growth stimutation, through its negative effects on resource mobilization,
on stitmulation of capital spending, on investment productivity, and on allocation and productive
ctticiencics.

With regacd to So, no resource mobilizalion incentive is incorporated into its design. Evidence from the
field suggests that in its policy process, the centralize syslem of personncl, coupled with inadequate
arrangements in personnel adminisiration, has led to misforecasting of the level of So required. As a
result, there has been some oppoitunity foss in terms of the number of development projects which could
have been undertaken within that fiscal year had resources been more accurately allocated. Organizational
and personnel structures themselves are inclficient so that the efficiency of So, which is dircctly linked
with them, is distorted. A Link is also established between the centralize authority and local budgetary
choice. It is suggested that pressures from rigid and centralize organisational and personnel structures
prevent the subnational governments from providing suflicient funds for capital spending and for
operation and maintenance purposes. Whike the former would mean a slower rate of capital formation in
regions, the latter would affect the leng term productivity of grants-generated assets.

Next, the design of the development grants includes virtually no element to promote local revenue effort.
This prevents the development grants from being clfective in stirnulating local resource mobilisation.
Field evidence suggests that the link between grants and other sources of investment is weak within the
planning cycle. In other werds, the planning and budgeting processes do nol ensure a complementarity
between public and private investment. Hence, the poteatial effects of grants on the savings rate locally is
reduced,

Finally, regarding the nature of the assignment of functional responsibililies which inhibits an efficient
allocation of resources. Evidence was put forward to claim that the distortion in the choice of investmeni
is also the result of an overly detailed specification. Some more field evidence also suggests thal policy
fragmentation, weak administrative capacity, and delays in disbursement all reduce the productivity of the
assets which are generated and contribute to inflation in the costs of investment,

All of the above field findings helps to explain why develepment grants appear te have little impact on
regional economic growth. In addition, the unclear division of functional responsibilitics may inhibit the

adoption of a least cost combination of tnpuls for production of goods and services (i.€. production
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efficicacy).

3.3, Haw Institutional Factors Affect the Iffectiveness of Grants System.

Finally, the analysis on the benefit incidence of grants-funded programntes shows that inshtuiional
arrangements can weaken the redistributive elfects of the geants (sce: Panggabean, 1997; Shah, et al.,
1994).

The ficld examples presented by some sludies suggest that the way programmes are planned or
implemented can potentially dilute the cifectiveness of intergovernmental grants in reaching the poor.
Unclear definitions of functional responsibilitics are shown 1o have diluted the potential effectiveness of
grant-funded programmes. Limited discretion given to local authorities, lack of accountability on the part
of executive branch of local government, and lack of co-ordination between goverament agencics, are also
factors which can displace the incidence of benelits from grant-funded programmes, and so feduce the
impact of these prants on interregional and interpersonal equity. Finally, icld evidence presented in many
studics shows that institutional arrangements can weaken (he redistributive and allocative efficiency
effects of the grants, I was shown that the way programmes are planned and implemented can potentially
ditute the effectiveness of grant-funded programmes in reaching the poor. Unclear definitions of
functional responsibilities, limited discretion, and the lack of co-ordination beiween gavernment agencics,

are all institutional factors which can dilute the potential clliciency effects of grants policy in narrowing
regional disparilies.

123






fHik 2 TR e 1w o g 22, (2} Ol

INSTITUTIONAL AND TECHNICAL CONSTRAINTS
IN NARROWING REGIONAL THSPARITIES IN
INDONESIA:

THE CASE OF THE
INTERGOVERNMENTAL GRANTS POLICY

Presented by Dr, Adrian Panggabean
Faculty of Economics

University of Indoncsia

Indonesia; Some Facts:-

& 17,000 islands

&2 million square kitometres of land (or 5 miltion squarce kilometres-incl. waters)
€ 5,000 kilometees in distance {East-West)

€200 million population

@ More than 200 different ethnic groups and languages

Administrative S{ructure-

@ Unitary state in the form of a Republic
#27 Provinces

#3023 Local Governments

93,840 Sub-distriets

#5,000 Urban Kampongs

#63,721 Rural Villages

€4 Million civil sesvants (1 million of which is subnational governments’ employees)

Broad Patterns of Regional Development---

@ Disparities in economic activities (2/3 of Indonesian cconomic activity is in Jave). The same for
the last 25 years.

# Disparities in Income, Using non-eil GRP-income is uneven (Jakarta is very high, Eastern
Provinces and Nusa Tenggara are poor, small number of regions are marginally above national

average). Using household expenditures data-income is less uneven.

--Patterns of Development (Cont'd)
@ Disparities in social indicators. ‘The same story and magnitude as fen years ago.
@ Disparities in production structuees (interregional differences in production basis). No change

over 10 years or so.
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#Trends in disparitics confirm the non-convergence tendency:
-—'The speed of convergence is low.

— Weak tendency towards convergence.

Such a Pattern Exists-

# Despite the government's continuous cffort to balance the development using the grants system---
~which has been in place since 1969

<and very large in scale (8-9% of GDP)

targeted to all lower levels of government

which is relatively reliable, even during bad economic times

Econometric Tests Suggests That-+-

@ Grants as an cconomic instrument only affect regions' production structure marginally.

¥ Investments made through gramts appear to play little or no role in regional percapita income
growth,

#1n other words: productivity of grants-funded investments is inarginal.

@ T'he effect of grants on mterregional income equalisation in also marginal.

Two Types of Constrainis:
@ The Abitity of this fiscal instrument to achicve the abjective is constrained by two factors:
® Technical constraints {i.c., the design of this fiscal instrument)

@ lnstitutional consteaints (i.c., the underlying institutional framework within which this policy
operates)

Technical Constraints -
@ Originated from the failure to put in place rational design in the fiscal system:
@ First, the grants are prescribed in too much detail. Hence introduce distortions into the systen.

@ Sccond, the system does not provide adequate incentives for efficiency and equalization.

To be specific:--

# Virtually no fiscal capacity equalization element is included

@ The clement of fiscal effort is only marginally represented

@ Fragmented nature of the system. Hence, produces unsystemalic approach to equalization

@10 2 number of the grants' elements, objective allocation criteria are missing

What's more-?

@ The grants system scores low with respect to equalization in fiscal capacity
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#The grants system only scores moderate in relation to equatization of both spending needs and
costs of service provision

®1n clfect, the grants’ contribution to interregional equalization is reduced.

Institational Constraints: -
@ Functional boundaries overtap. The way geants-funded public programunes is thus being affected.
® Administrative arrangements for the various elements of the grants are cumbersome.

@ The link between grants-funded investments and other source of investment is weak within the
planning cycle.

What's More--?
@ Policy fragmentation, weak administrative capacity, and delays in disbursement contribute to
inflation in costs of investments. Reducing potential efficiency.

#1.ack of accountability to electorates inbibits the promotion of an optimal choice of spending of

the grant's funds.

Recent Developments -+

€1DT—Grants to Poor Villages with strong Eastern Indonesia Focus.

@ PP No.8/1995 —Experimental Programme of Decentralization (Pilot Regions).

@ Enactment of Law No.18/1997—TLaw on Locat Tax and Charges (Effcctive on 23 May 1998).
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JICA Interaational Symposivm on Local Development and the Role of Goverament "Local
Governance - Cebu Experience"
Presented by Hon Mayor Alvin. B, Garcia,
Cebu City Mayor,
the Philippines

Ladies and gentlemen,
A pleasant good afternoon!

I will talk about Local Development and Governance in the context of decentralization. But first, allow
me to give a little background and history of the city where I sit as Mayor. Cebu City is the biggest cily
outside Metro Manita, It has a population of about 800,000 people occupying approximately 33,600
hectares of land, 15% of which is a densely populated coastal plain.

Cebu was discovered by Spanish explorer, Ferdinand Magellan in 1521, At that time, it was already a
thriving port city. He planted a cross therein which today still exists. He moved on to nearby Mactan
tsland whose inhabitants distrusted him. He waged war against them and in the heat of battle, Magellan
was mortally wounded. At present, an old monument marks the spot where he died.

Magellan's men fled in their boats and eventually retumed to Spain through the Southeast Asian seas,
the Indian Ocean and Cape of Good Hope. This is the first recorded circumnavigalion of the world since
they started their trip from the Spain through the Atlantic Ocean, then to the Pacific Occan passing Cape
Cod.

In 1565, another Spain explorer, Miguel Lopez de Legaspi landed in Cebu. He moved to other parts of
the Philippines and eventually colonized the entire country. He introduced the first rudiments of a formal
government when he organized the numerous scttlements he visited and subdued, into a colony of Spain.

The carly form of Colonial government was highly autonomous. Local tribal Chieftains had full
control over their areas, exacled tributes (1axes) from them and defended them from external threats. In
turn, these chieftains share part of the tributes to Spain through the Colonial government in Manila. As the
local communities grew and governing them from afar became more complex, the central government
cstablished administrative bodies in the local communitics and this was the beginaing of local
governments as we understand it today.

When the Americans took over the Philippines at the turn of the country, local governments as
previously described, were already in existence. They were highly decentralized and antonomous. Ia order
to fulfill the America's self-proclaimed mission to educate the Filipinos and develop the Philippines prior
to granting it independence, they moved to centralize power in the National government headed by an
American Governor-General (such title is similar to General MacArhur in Japan alter the Pacific War).
Even the title cvokes vast powers and resources al his disposal.

By the time, the Philippines was granted independence, it inherited a highly centralized National
government based in Manila. When the Congress of the newly independent Republie convened, it reakized

the importance of decentralization to spur local development. They passed laws on decentralization and
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tocal autonony only to be deraited once again in 1972 whea Peesident Marcus declarcd Martial Law. He
arrogated all powers into himself so that all local governments had to literatly beg on their knees to got

favors from him,
LOCAL GOVERNMENT CODE OF 1991

It took another § years, after the overthrow of President Marcos, for a responsive Local Governinent
Code to be enacted. Although acknowledged locally and internationally as a very progressive piece of
legislation for local development, it has attained some successes and suffered some drawbacks in its

implementation.

REVENUE GENERATING POWER

Cebu city has taken advantage of this power granted by the Code. It now has a broader tax base than
vefore. The Code, however, prohibits the Local Government Units (LGUs) from assessing taxes on
Internal Revenue, such as income taxes, excise taxes, {Urnover 1axes, sales taxes, customs dutics, etc.
These taxes are lumped together in a pie and distiibuted back to the LGUs on a formula based on :

population 50%, land arca 25%, and equal sharing 25%. This is called 1RA (Internal Revenue Allotment).

equal sharing
25%

population
50%

Iand area
25%

- Prawback
The formula docs not take into consideration the amount of contribution the local government has
placed in the pic. Usually, big income-generating local governments need bigger infrastructure and other

support than others in order to sustain its growth and progress. Hence, the need for a bigger share.

- Advantage

The formula acks as an equalizer lo the poorer regions who do not generate much income, they will
stilf get their share on the basis of the Formula without regard to income coniributed therein. A good cure
lor regional disparities.

The broader tax base of LGUs enumerated by the Code include Real Property taxes, Mayor's License
and Permit Fees, Amusement Taxes and other minor taxes. The big and progressive LGUs take advantage,

while the smaller 1.GUs cannot.
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Advantage:
Ceba city and other progressive 1.GUs are developed enough and the values of their real propestics are

sufficiently high to mean considerable assessments and the concentration of businesses are sufficiently

dense to make collection activities cost-¢flfective,

Drawback:

In smaller LGUs where property values are low and businesses are few, small and dispersed, it costs

more to collect than the revenue intended to be raised, this taxing power is ineffective,

PEOPLE EMPOWERMIENT

Another window of opportunity opened by the Code is for people and privale sector parlicipation in
tocal democratic processes. The Code mandates the creation of many special local bodies, the biggest of
which is the City Development Council. Recently this body met and decided to have a master plan created
for the development of Cebu City and bid it out to interested consulting firms.

Ccbu City Local School Board and People's Law Enforcement Board (PLEB) are also very active. The
former is now undertaking a massive school-building program under its own budget and is also
implementing an [ntranet/Intemet connectivity progrant; while the latter has been nicting out disciplinary
aclions againsl cring policemen.

How come some bodics arc more effective than others? It boils down to the know-how of the peeple
who lead and comprise these boards. These who have the initiative and expericnce can take advantage of

the Code. These who don't, just hold meetings.

OTHER FORMS OF LOCAL FINANCE

The Code enumerates other development finance options and some LGUs have taken advantage of
them. Mandaluyong City built a market through the BOT scheme (Built-Operate-Transfer), the Province
of Cebu issucd bonds backed by real estate, Legaspi City and San Carlos City Noated bonds for its
socialized housing projects, Cebu City has a pending socialized housing bond flotation, BOT for a
housing condominium, a market and a City Hall annex.

Given the demand for capital for development projects in local governments, it seems surprising that
these forms of development financing are stilt the exception rather than the rale. [ know of only less than
103 LGUs of the over 1600 LGUs in the Philippines using these innovative schemes. Why aren't there more
of them? My guess is that on]y a few LGUs can access the know-how to take advantage of the

opportunily. Those who can, do it. Those who cannot, use traditional meaas of financing.

THE LOCAL GOVERNMENT CODE; CONCLUSION

Six years has passed after the Code has taken effect, many LGUs have indeed benefited from iis

provisions. But progress has also been hindered because it has often been defined in the context of the
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Code, when progress should be defined on its owa terms.

For example, a highly-respected award for local government programis is given partly on the basis of
how the program is taking advantage of the Code. It's almost saying that other bencficial programs are not
successful if these did not take advantage of a Codal provision.

The tragedy of the Code is that many people have come to think of it as the end-al! and be-all of
deceniralization. Many of us labor under the illusion that we have decentralization because of the Code.
We have forgotten that the Code is there, because of decentralization, to foster the inherent autonomy that
has been the birthright of Tocal communities since time immemorial,

The Code provides opportuaities, but there are other opportunities cutside of it. And where it provides
limitations, alternative means may be provided through other legislation.

In other words, our attitude towards the Code should be : take advantage of its opportunitics, but do
not be limited by it. Otherwise, from being a window for the empowerment of local governmentis, the

Code becomes the wall that hems them in.

ACCESSING OFFICIAL DONOR ASSISTANCE

Donors look for places that are most likely to produce results for their investment. For its Governance
in Local Democracy (GOLD) Program, for example, USAID chose 1.GUs where the local chief exceutive
is noted for his leadership, accomplishment and innovativeness. Donors also want to put in their moncy
where the local government has demonstrated a capability to implement previous projecis. 1 would like to
think this is part of the reason why there is much OECF/JICA assistance to Metro Cebu.

Why are some LGUs more capable than others in implementing ODA-assisted projects, and therefore
more capable of exploiting Codal provisions for direct ODA interaction? The principle applicable on
revenue generation, is also applicable to accessing Official Donor Assistance. Provisions in the Code that
allow L.GUs to benelit from direct contact with donor agencies are only good for those LGUs which are
ready for such contact.

These are 1.GUs which are ready with their own development and infrastruciure plans because they
have appropriate technology such as GIS (Geographic Information System), or maybe CADD (Computer-
Aided Drafting and Design). They have state-of-the-art communications and networks, Intranets and
Intcrnet connectivity. In shor, they have strong project development capabilities.

LGUs which are not ready and are caught rapping on the side of the road have little chance of getting
on the ODA gravy irain,

Regional Disparity

This dynamics of growth leading to further growth has created disparities in regional development.
Leaders from the provinees and cilies outside Metro Manila complain about” Imperial Manita" for the
disproportionate amount of public and foreign funds expended in the capital. At the same time, because

Metro Cebu has attracted so many grants and Ioans, neighboring provinces and regions have started
complaining about" Imperial Cebu” ,
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It is clear that the level of development is different between regions. When this differcnce increases
because of the disparity between the regions' capability to altract more investment or to access ODA,

maybe it's time for some kind of attempt to level the playing field.

Project Development Offices

What T hoped to underling in the previous discussion is that opportunitics do not actualize themselves.
What malters most is whelher a city has the capability to take advantage of an opportenity. May |
therefore propose that Official Doner Agencies or the National Government be directed first towards
helping LGUs or regions attain a minimum level of capability that allows them to take advantage of
opportunitics - inside and owtside the Code. Such assistance could be specifically directed to those L.GUs
or regions which so far have not availed the subject of any official donor assistance orf project. In
particutar, 1 would propose helping LGUs Or the regions sct up their own Project Development Offices.
Donor agencies can provide training, capital oullay, or equipment/software. The project to be developed

may be for revenue gencration, human resource developnent, planning, etc.

PERIODIC LGU-ODA FAIR

1 would like to propose a two-part event. The first part is an introductory meeting between City
Mayors, Development and Planning Officess, Finance Officers and Development Agencics. During this
meeting, the Donor Agencies explain what kind of projects they can support, and present guidelines for
proposal, The LGU officials then go home to consider their needs and opportunities. Using their new
Project Development Offlice they start working on their proposals. At this point it may be necessary for
them to contact a specific Donor Agency for clarifications.

The second part takes place after a sufficient period of time for proposal preparation, a month or two
thereafter. In this latter event, the LGUs take their proposals to various ODA tables, or GDA
representatives, who receive and browse the proposals in booths set up by the LGUs for this yearly event.
The arrangement is supposed to work like a fair or a market, give the sellers an opporiunity to meet the

buyers.

Looking beyond the elections

After the coming clections in May, the new Congress will have to review the Local Government Code.
I am confident that we can improve and fine tune the Code further based on our experiences with it in the
past 6 years.

In the end, after the amendments shall have been proposed, discarded or accepted, we will still end up
with a document that will not be perfect. [t will still contain opportunitics, as well as limitations.

My advice then would be the same - let's take advantage of the opportunities, but seck not to be
hemmed in by the limitations. After all, our quest is not for an perfect document, but for the promotion of

local auvtonomy for effective local governance,
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The Rele of ODA in Advancing Regional Development
and the Capacity Building of Local Governments
March §, 1998

Presented by Mo, Kojima
Managing Director, Planning Department , JICA

1. The Importance of Regional Develepment and the Capacity Building of Local Governments

(DMega-City problems and the wideaing gap between big cities and rueral areas.

(2)The increasing importance of the role of local governments in the process of decentralization
and increasing autonomy.

(3)Sel-determination of political and admiaistrative system in cach countey including the

relations between the central government and local govermments.
2. HCA's Activities

{HTechnical Cooperation

- Receiving trainces and specialists

- Sending expeits

* Providing necessary equipments

- Project-type technical cooperation

* Development Studies ( F/S, MR )
{2)OCV (Japan Overseas Cooperation Volunteers)
(3)Emergency Disaster Relief

(4mplementation of Grant Aid Program
3. The Role of ODA in Rural Development and the Capacity Building of Local Governments

(1}Ecoaamic and social aspects—-Rural developments and developmenis < of local
communities,which also scrve for the capacity-building of local governmients together with
narrowing gaps.
{2)Political and administrative aspcets—-local administration,local autonomy and decentralization
(3)Mode of project - type cooperation

- Center type cooperation

- Local development Lype cooperation

- Increasing importance of close coordination between the central government and the

local governiments, and the clear identilication of budget allocation and responsibilitics
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4. Coordination between HCA and the Japanese Local Goveraments and the Active Ultilization of
Their Expertise in Carrying out JICA's Activilics
(1)Receiving trainces(S73 persons in 32 prefecteral governments in FY 1996)
(2)Sending prefectural expeets(157 local oflicials from 31 prefectural governments in FY 1996)
- Direct contribution of the Japanese local governments and tocat avtonomy,
3. Process of Decentralization and inercasing Local Autonomy in the World and the Emerging
Aspects in Carrying out ODA
(D)Shifting authorities and budget allocation from a central government to local governments
- Increasing importance of the role of local governments, in particular, in carrying out
cooperation in mural development and their capacity building.
{2)The role of the contral government in G-G base cooperation

- Confirmation of the intention and priorities of the cenical government

- Importance of respecting initiatives and ownership of local governments in carrying out
cooperation

136



f1EE 2 BIACAITTRL 4 v w30 (2) AT

THE ROLE OF DEVELOPMENT ASSISTANCE
IN LOCAL GOVERNANCE PROGRAMMING
—WHAT WE THINK WE'VE LEARNED IN THE PHILIPPINES

Presented by DeMichael M. Calavan
Chiefl, Office of Governance and Participation

U.S. Agency for International Development, Manila

I've been asking mysell why 1 was invited here. My best guess is because USAIID is doing cuiting-edge
programming (in place well before I arrived) and beeause 1 said some fairly provocative things in recent
meetings with JICA teams in Manila. F'im not here to convey official USAID policy, but to talk about what
we've learncd about supporting democratic local governance in the Philippines. [ hope I can dothat in a

way that provokes discussion without seeming arrogant.

First, a little background information:

—The Philippines passcd a far-reaching Local Government Code in 1991. (The only law we know of that
is even roughly equivalent is Bolivia's.)

—Significant new financial resources were made available under the "Internal Revenue Allotment”, a
share of national revenucs.

—Local governments also have significant authoritics to make and enforce Iaws, raise revenucs, and hire
lacal full-time staft.

—In USAID/Philippines, work in this area is a governance and democracy activity.

~—Qur project in this arca is GOLD—" governance and locai democracy”. (There is a handout.)
Now for some lentative lessons leamed:

E.Optimism, not pessimism is catled for

—Surveys about problems and shortconings of local government bring predictable, traditional, not-very-
useful answers, It's more useful to ask about broad, positive trends.

—Qur field obscrvations and periodic Rapid Field Appraisals give ample reasons for optimism. (REA#7 is
available as a handout.)

—Of course, we're working with "the best®, but if we want to support fundamental change, what other

course is reasonable?

1LIt’s okay to (carefully) embrace open politics
- -We don't do this in an over-cnthusiastic, young lover's way, but more like mature Latins.
—But we work directly with governors, city and municipal mayors, local legisiators, even barangay

{village-tevel} officials.
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--We won't support any candidate or party in the coming local clections, but hope ongoing activities
under the GOLD project will be discussed and debated during the campaigns.
—We're very pleased the (non-partisan) local government leagues are becoming potent political actors.
(FFor example, by shaping debate on revision of the Local Goverament Code.)

---Some project Technical Working Groups are headed by elected leaders, others by local government

cmployees, NGO leaders, or private business leaders,

111, The obvious way to strengthen local governance is to work with local governments

--We don't alicmpt to strengthen ocal governments by working through a national government ageacy,
and now that we don't, find it ironic we did so in the past.

~-We do work directly with 9 provinces, 2 independent citics, and their constituent municipalitics and
barangays.

- “We also work closcly with 3 local goverment "leagues” (for provinces, cities, and municipalities) and a
new "league of teagues”.

-—Mosl expertise under the project is provided by Filipino consultants. We're optimistic they will sell their

services to local governments after the project ends.

1V.Demand-driven programming ¢an really work

—We began by "advertising” for partaers, and chose the most promising. (Not the richest, bul the most
creative, energetic, and transparent.)

—Projeet staflf really don't enter a situation with a ready-made program hidden in their bricl cases.

- Project activities were ideatified at large (70-175), participatory workshops where the governor's vote

weighed no more than other partcipants”,

- -Demand-driven programs have predictable similarities, but also some striking differences.

—-Project activities are directed and pushed hard by Technical Working Groups and "Protocols”.

~-Praject inputs are limited to facilitation/coordination services, and short-term technical assistance.
—There is extensive cost-sharing, Local governments pay some of the costs of workshops, cross-visits,

cte. and are regularly creating new budget line items to ensure long-term support of activities ititiated

under the project.

V.It's time to move participation from rhetoric to reality

~-The GOLD project brought a particular package of facilitation skills (called the "Technologies of
Parlicipation") to the Philippines. Filipinos love it.

- ToP is simple and tcachable, but highly adaptable, and has been used in dozens of ways in about 1000
CcVenis.

—-QOver 900 people have been trained in ToP, and use is spreading well beyond the project.

——Inpressive vscs of ToP include a large participatory 5-year planning in Bohol Province, 250 Barangay

Planning and Budgeling workshops in several provinces, and in our work with paliticians and revenue
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officials on improving local property tax collections,
—Perhaps 30,000 people have participated in onc or more participatory workshops/
dialogues/planning scssions,

- Cost-sharing is a potend participation technique.

Perhaps 1've conflused you enough. I'll gladly answer questions in this session, talk to you informally later.



	5. 総括討論 
	6. モデレーター総括 
	閉会の挨拶 
	付録 
	1. 基調講演者、パネリスト略歴 
	2. 当日配布資料 




