6. SUMMARY OF DISCUSSION






6. Summary of Discussion

6. Summary of Discussion

Moderator (Dr. SUZUKI):  Now, coming 1o the end, 1 would like 1o ask my co-chairperson, Prof.

Kawamura, 1o sum up in five 1o six, seven minutes,

Moderator (Dr. KAWAMURA):  The purposc of this symposium is (o try to clarify the role of
government for local development based on our research project which was done last year. Today,
we have discussed three things or three issugs simuliancously. Although these three isswes
integrate with each other - the problem is probably we are not so sure how these three integrate
with each other. That could be the missing point for us, The first issue is the kind of macro-level
schemes for the role of government in local development. Although we’re talking about local
devclopment, still, we are talking about macro-level schemes. That’s the first issuc we were
talking about. The second issue we talked about was the local level schemes for the role of
government in local government, which is also different from the macro-level schemes, Then the
third topic we talked aboul was what the international agencies as a donor can do for these
decentralized development schemes, And what we are thinking is, especially in the case of the
macro-level schenes, the globalization is really giving us a kind of very simultaneous different
impact on both local government and central government. Aud then the ceniral government’s
function has been emphasizing more on giving a wacro-environment condilion for lecal
government and for local community development. And then, based on those macro-cnvironment
issues, the local government can funclion as an entity for local development. And the central
government has an important function for redistribution to achieve balance between the local
community. Because by focusing more on the local government functions, it will encourage the
local sitvations to vitalize and then naterally increase the gap among the regions and
communities. So, we are simultaneously dealing with iwo different functions. One is the
vitalization which creates more gaps at the local community levels, but at the same time, we have
to equalize or give equal opportunities to local government situations, or the local development
situations. So this is the kind of contradictory situation we have, but we have to deal with it. Then
this could be a new issue for us to have to face.

The second one is, as | mentiened, the local-level schemes: the government, local
government, and then NGOs and local communities. And then we have to clarily how to integiate
these three factors. We use this as a horizontal integration network. But stitl, this is a very abstract
concepl. In order 1o get clearer ways or in order to get dynamic schemes for development
planning, we probably need mote concrete studies to clarify these three factors. Then, what we
can do as international donors. And these thiee probably can be summarized by borrowing the
words of Mr. Work. He said that probably the important issue as a concept for development s
empowerment, participation, and parinership. To me, empowerment is the very core concept for

macro-tevel scheme development. And partaership could be the very core concept for local-level
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schemes, the core concept for the international donors® stance. And what | really want to do is -
this symposium can be the first step for the intcrnational agencies - to change the kind of
development schemes from central-orientation, or macro-orientation, to the more local-oriented

or more people-oricntations.

Dr. SUZUKL  Thank you, 'rof. Kawamura. Let me also summarize a little bit. From the very beginning,
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we did not expect to reach to any conclusion regarding fundamental issues. By pulting together a
common agenda, local development and the role of goverament, we tried to discuss locality in
terms of administrative uaits, starting from provincial down to municipal and village levels. For
example, Indonesia has 27 provinces where they have provincial goveraments with limited
capability, but 1,500 odd second-level local authorities down to over 60,000 village governments
with very little resource and personnel. In the Philippines, we have 70 odd provincial or
equivallent units. There are 1,500 municipalitics and 42,000 barangays we call the bottom
administrative units, So we wanted (0 concentrate on those sub-national governmental units that
can be wilized for our aim, That is sustainable and equitable development; which appeared to be
very important for donor agencies as well as local populations. How these government units, local
governments can be involved in a more meaningful manner in achieving sustainable and equitable
development? For this main questions, we want to exchange views by sharing concrete examples
from the three participants from China, Indonesia, and the Philippines. At the same time, we want
1o have some reflections on the donor agencies - USAID, JICA, and UNDP - so that we can come
up with better understandings. How to establish a kind of triangular, meaningful parinership
between central government, local governments, and civil societies under or with cooperation
from outside, either bilateral or multilateral? And in this sease, we are very much pleased to leam
that many of the discussions today have gone farther than the limited agenda that we set inilially.
But our discussions have gone to the very fundamental questions; What is locality? What is the
function of the central governmeat from now cn? What will governance be, what witl the NGO’s
role be? Those questions are very fundamental and we take all of them home to study more. |
thank everyone for the very useful contiibutions from the floor. Alse, I would like to thank the
panelists who came from all parts of the world to speak for only just over 15 minutes. I'm sure

everybody here found your excellent presentations and opiniens informative and instructive,

Fhank you very much indeed.



Closing Heivarhs

CLOSING REMARKS

Mulcizo Igarashi
Managing Director
fnstitute for International Cooperation

Fapan International Cooperation Agency

Thank you very much for your very active contributiens. And based on the very large number
of opinions and comments raised, not only SICA but everyone here will try (o carry out various
forms of cooperation and we believe that we have leamed a great deal through this symposium.
And last, but not least, [ would like to thank all the participants for joining us here, and also all
the organizations which have supported us in holding (his symposium. With this, [ would like to

bring this symposium to an end. Thank you very much indeed.
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Keynote Report for International Symposium on
“Local Development and the Role of Government”
organized by the Japan International Cooperation Agency (JICA)
March 5, 1998, Tokyo

Governance and Development:
Decentralization Reform

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

Kyole University

A issue-wise study committee on "local development and ihe role of government” was organized in
January 1996 as a part of the Japan Intcrnational Cooperation Agency (FICA) activitics. This commiltee
conducted research on governance and capacity building in developing countries for miore than a year. The
resuits of this research have been issued in the report titled “Local Development and the Rolc of
Government.” The names of the study commiittee participants are listed in this report. They are all well-

known experis in the field of research relating to developing countries.

This commiliee began our research by collecting nation-by-nation information on the relations between
the central-local governments in developing countries. Then, while adding information about specific
cases in the experience of aid, we explored the problems of governance in these  countries, In the process
of the research, the members of the study commitice visited parts of Asia to collect the latest statistics and
materials in the field and to conduct interviews with goverament officials. As a result of these activities,
we ourselves arived at a new undersianding of governance, which is explained in the report that 1 just
mentioned. This report Tepresenls the first step in JICA's related research on "governance in developing
countrics. * From now on, I expect JICA will go ahead and conduct even deeper rescarch on this subject
of "govemance in developing countries.”

I had not been engaged in any studies on the issues of assistance to developing countrics before the
above study committee began its research. I am rather an expert on central-local relations in Japan.
However, [ participated in the study committee and learned a lot on central-local relations and
decentralization in developing countries from the discussions in the study commitiee which met more than
12 times. More [ attended the study committee meetings, the more 1 was drawn into the aid issues. When
the study committes meetings were over, | had the epportunily 1o conduct field rescarch in Indonesia and

the Philippines, where 1 was able to {eel sure about the views which came out of the discussions in the
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study commitiee. My talk from now on will he based on the results of our study committee, but mainty 1
will give my own personal obsesvations so far obtaincd from my some experiences and also from reading

some literature on "govemance and decentralization in assistance to developing countries.”

Needless (o say, major issuc in developing countrics today is political and economic development. But
another serious problem that is emerging is regional disparities and poverty. | believe that decentralization
reform must be effective for the planning and implementation of development that suits the actual

conditions of a region and at the same time should contribute to the solution of poveuty and regional

disparities.

Before explaining the reasons for the belief that decentralization reform could confribute to governance
in developing countries, 1 would like to consider the background behind the strong interest that assistance

orpanizations have toward decentralization reform at the present tine.

There are several factors behind the promotion of decentralization, but the one that should be noted
most of all is the changes in the international environment. Since the 1980s, the international currents of
the time have been globalization and the deepening of international interdependence. Deepening
international interdependence means that infernational economic and political trends cxtend across
national borders and exert a major direct influence on domestic policies. At the same time, they shake
entitics that are linked to the national unit, such as the national economy or the nation-state. This same

trend can be seen in both developed countrics and developing countries.

In response to this trend, as well as making efforis toward government downsizing and deregulation,
many central governments in developing countries are also cartying out decentralization reform. As a
result, it is estimaled that the transfer of power in some form or other from the center to regional
governments is taking place in more than 60 of the 75 developing or transitional countries in the world
with a population at present of more than five million persons. However, these recent treads toward
internationalization and deregulation are having ihe effeci of benefiting just a few regions, such as
melropolitan arcas, that have advantageous conditions including resources and market access, and
widening the gap between these few regions and the many other regions that have disadvantageous
conditions. This widening of regional disparitics could threaten political stability and exert 2 negative

influence on the economic growth of the country as a whole,

Reading the reports of scholars in regional studies and aid organizations, one sees that opinions are
divided on the question of whether decentralization reform in developing countries will have favorable
results for the solution of the issues that § just mentioned. For the following reasons, 1 believe that
decentratization reform in developing countries in principle is desirable and necessary. Reform should

only be pursued, however, after careful analysis of social and economic environments on the one hand and
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what kind of decentralization is desired and what form it should take in a particular country and region.

First, | beliove that decentralization is necessary for the efficicncy of policy formation. That is to say, it
is difficult to formulate policics that coincide with the needs of a region under a centralized regime. I
decentralization were carricd out so that regional governinent representatives were chosen in an election,
then these representatives would be more sensitive to the demands of regionat citizens and would reflect
these demands in their policies. Of course, this is an optimistic view. The traditional power structure in a
region might easily hold the lid down on clected legislators and mayors and also on the voices of the
citizens. Neversheless, the conflicts and confusion that would thus emerge is alsa the first step in the

management of a deceniralized system.

Sccond, decentralization would enable the promotion of the kind of development desired by residents
on the basis of residents' participation. Then It would be passible to carry out develepment on the basis of
the idea that development is not an order from the center but a wish or objective expressed by people.
Because development sa far has been left to only a small elite, it has not properly attracted the support of

local citizens, so in many cases the mobilization of local resources has nat gone well.

Third, decentralization is a means of capacity building. One often hears the claim that it would be not
only uscless but also dangerous to grant authority —- in other words, political discretion — and fiscal
resources to regional governments that do not have any administrative ability. This claim is quite
convincing. But it is like the question of which comes first, the chicken or the egg. We know that capacity

building and management skills will never be developed unless we provide the opportunity.

1 am not saying here, however, that it is all right to waste resources on capacity bailding, What L want to
say s that central governments must assist and check regional governments in the formation and
implementation of policies when requested or judged (o be necessary. Decentralization docs not mean the
rejection of all central involvement. Indeed, the kind of decentralization reforms that are called for in
developing countrics now is the type in which central and regional governments cooperate and work

together.

Fourth, we must pay atiention to the fact that decentralization has a politicat significance. For example,
granting authority to a region in a mulli-ethnic state means giving authority to a specific social and
economic¢ group. In other words, decentralization ranks alongside the separation of the powers of the
central government into three areas (Jegislature, judiciary, and exceutive) as an important division of
power. While the legislative, judicial, and administrative elites tend to share the same basic values and
ideology in most countries, in the regions there might be social groups with vastly differing ideologies,
ethnic roofs, religions, or other factors. Just think of the examples of Northern Ireland in the United

Kingdom and Quebec in Canada, and I am sure that you will understand this poindt.
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So, what [ want to say is that decentralization is not a simple thing. In order to design and promote
decentralization, we must appreciate that various types of decentralization exist and pay atlention to
numerous variables. For example, if the combination of decentratization reform and the implementation of
clections is poor, then the results will not be good. In ene developing country, because a mayoral election
was held just before the implementation of decentratization, the successful candidate had time to play at
favoritism and appoint his cronies as local public employees. This example teaches us that many

conditions, including timing, must be skillfully combined in decentralization reform.

The most impoitant thing, above all else, is (hat regions mnst not siniply act upon orders from the center
but must formulate specific policies and projects themsebves with (he objective of achieving independent
development. In this report, the independent consciousness of regional citizens is calted "ownership." For
this purpose, decentralization is necessary, and also perhaps involvement and procedures from the center
are necessary in order to monitor (he activitics of regional governments. Before jumping to conclusions,
however, we must understand the types of central-regional relations that exist in countrtes and analyze
their merits and demerits. Basically there are two types of central-regional relations in the world: the

intepration type and the separation type.

The so-called fiscal federalism is a typical case of the separation-type regional government. Integration-
type local autonomy is characterized by the systems developed in Furope and extended to Bast Asian
countrics. In the integration-1ype system, the center maintains much involvement in regional affairs, while
in the separation-lype system regional governments have a high degree of freedom. The integration fype
includes types of decentralization that might be betler called deconcentration, in which the central
government maintains a high degeee of involvement. Under the deconcentration system, while authority
might be transferred to the regions and Jocalities, government officials are, at the same time, dispatched
from the center to local governments lo cngage in implementation of the policies, In other words, the
power of implementation might be transferred, but policy decision-making stays at the center. In extreme

cases of the integeation type, regional governments become simply field agencies of the central

governme ni.

There are also numerous variations of the scparation type. In the German federal system, state
governments have a ot of authority, but at the same time administrative relations and liaison between the
federal government and the state governments are good. Among federal systems, the autonomy of state

governments is probably greatest in the United States, but even here, the federal government's involvement

through subsidies is increasing.

In other words, although decentralization can be categorized into two types, there are actually countless

variations within these types. So whal factors should a country consider when it is thinking about which
type to adopt?
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Well, among the merits of the integeation type are the fact that the couatry as a whole can tackle new
demands and problems that arise in a umited manner and can provide uniforn services, Later I will explain
the specific example of Japan by the case of local aHocation tax. Through such methods as the local

allocalion 1ax, it is possible to correct regional disparities without impeding the autonomy of the regions.

Under the separation-type system, on the other hand, regional governments have strong powers within
the framework of specific duties dirough legislation. In this sense, regions are able to handle their own
individual problems, so regional issues do not escalate onto the national fevel. One of the objectives of
decentralization is to enable experiments by which other regions or the central government can judge
whether or not to adopt a new project afier tooking at its success or failure in a certain region. The
situation here, however, is that because of the trend to minimize the ceniral goverament’s involvement, if
the region dogs not have a strong democratic procedure, the regional government can behave without

effective political control.

Another concern is the economic impact of decentralization. First of all, let us consider fiscal authority.
For example, if tax collection rights are decentralized and the scope of the central government's tax
collection becomes smaller, then its macroeconomic management ability through taxation policics will
become smaller. In fhis case, since it is usual that regional governments does not care think about
macroeconomic stabilily as much as the central government, it is easy for the economy to become
unstable. The same thing also applies for financial policies. In China, for example, cegional governments
had the hiring power over regional public employees. The result was that they borrowed {from the regional
branches of the central bank without thinking about repayments, and this led to increased money supply
and debt burden. The same preblem occurred in Brazil, where regional governments overborrowed from
commercial banks under their jurisdiction. On both the fiscal and financial sides, therefore, radical
decentralization could give rise to many problems for the macrocconomy. So the authoritics that are (o be

decentralized must be carefully scrutinized,

Next I would like to explain about the report’s proposal that the formation of networks is important. In
literature advocating decentralization as a new form of governance, such networks are also called
partnerships. The view here is that the key to development lies in cooperation between the various actors
in the private sector and local governmental agencies. Integrating the numerous contributions of (he
various international organizations, donors, nengovernntental organizations, and other entitics in the
private sector into just one policy process must be made easier than before. As well as urging efficient
governance in developing countries and cooperating in capacity building, denor countries will be
interested in the levels and forus of development and offer advice. Accordingly, while it is only natural
that the region concemed should be responsible for the formation and execution of development policics,

we also continue to think about the procedures and methods of cooperation for capacity building.
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At present, in political and administrative reforms around the world, the separation-type model of

decentralization is more popular than the irtegration type. This has a parallel relationship with the trend of

administrative reform in advanced industrial states, in which the models of New Zealand and the United

Kingdom emphasizing marketization are atlracting popularily. Administrative reform in Japan is

incorporaling the main clements of the reforms adopted in these countries, such as outsourcing and

privatization. With regard also to central-regional relations, reform plans are being prepared to abolish a

major legal instrument of invalvement from the center. At first sight, this decentralization reform appears

to be approaching the separation type. Does this mean that while Japan itself is changing, we are trying to

apply our past model to other countries? Well, no.

(1) First, there are models of administration and local government that fit different
ciwvironments and the stages of development. From the end of World War Il to the 1970s the
jategration type, with much involvement {rom the ceater, functioned in Japan. Faced with a
new cnvironment from the 1980s, however, the Commission for the Promotion of
Decentralization thought it was desirable to move the level of decentralization a further step
forward, but with central government keeping functions being involved in local governmental

matters when necessary.

{2) Also, the reform that Japan is meving to implement now docs not signify a move toward
the separation type of local autonomy. The aim of the reform is to expand regional
independence and autonomy just a little within the scope of the integration lype, in order o
adapt to the new intemational trends seen in deregulation and borderless economic activities.
The recommendations of the Commiission for the Promotion of Decentralization accepts the

necessity of substantial preliminary consultations between the central and local governmenis.

These are my tentative views about central-regional relations. I wish to reach a better conclusion after

continuing studies on this subject.

I stop here with expressing my hope that this symposium will serve as a uscful forum for the exchange

of opinions that will contribute to the betterment of governance 1n developing countries.
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Governance and Pevelepment: Decentralization Reform
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Hosei University
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DECENTRALIZATION IN CHINA: BACKGROUND, CURRENT
SITUATION AND INFLUENCE ON ECONOMIC DEVELOPMENT

Presented by DrCHEN YAQ
Western China Bevelopment Research Centre

Chinese Academy of Social Sciences

l.adics and Gentlemen,

1 feel greatly honored to have this oppoitunity to talk to you about decentralization and regional
development in China. According to the requirement of this conference, my specch, which consists of four
chapters, is entitled "Decentralization in China: Background, Current Situation, and Influence on

Fconomic Growth".
Chapter Gne: 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 practicing a highly
centralized planned economic systent. During this peried power had been decentralized to localities on a
number of occasions, but decentralization in a broad and profound sensc of the term did not really begin
until the adoption of the policy of reform and opening up to the rest of the world during the late 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 weie like workshops in
a piant factery, and they did not have the right to make their own decisions in business and management.
Local governments were also deprived of the right to make their own decisions, so that local economic
development depended virtually entirely on the central authorities' invesiment budget. This high degree of
centralization were eventually backfircd. Just as a document of the "Third Plenary Session of the 1lth
Central Committec of the Chincse Communist Party pointed out "A major flaw of China's current
economic managenient syslem is the over-centralization of power. It is imperative to decentralize it under
proper leadership, so that localities and industeial and agricultural enterprises can have more say in

business and management under the guidance of a central plan”. The plenary session also called for
g P p ¥

"giving full scope to the initiative, enthusiasm and creativity of the four quarters—the central authorities,
localities, enterprises, and laborers". The plenary session unveiled China’s reforn: aimed at decentralizing
power in two directions, that is, expanding the decision-making power of enterprises, and delegating more
power to local govemments.

Up unti! the carly 1990s, reform 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 localitics. It was not uniil the 14ih Party Congress in 1992 (hat the ultimate goal
for the reform was set, that is, to establish the socialist markel cconomic system. And it was not until 1994
that a series of major reform measures were worked out in such fields as finance, monctary affairs, foreign
exchange, foreign trade, investment, prices and the circulalion 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 tocal financial rationing sysiem
was replaced by the classificd tax system so as (o standardize the relationship of distribution between the
central and local autherities; control of financial aftairs and the monetary policy is centralized, subsidized
hanks were established, and subsidized business were separated from commercial business. These were
wniversal practices in market economies around the world.

Decentralization in China in the last two decades has also been inseparable from the regional
progress of the open palicy. The open policy was first carried out in castern 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 convenient ocean-going conditions, have cnabled coastal
regions, those in southeast China in particutar, 10 become the first in China to get in touch with Westem
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 to deal with forcign business people. The world
cconomy has been shifting to the Asia-Pacific Region, a tendency which first occurred during the (wo oil
crises in the 1970s and became more pronounced in the 1980s. 1t is only proper for China to seize upon
this opportunily to accommodate this global influx of industry, funds, tcchnology 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 1980s, the central government granled a good
varicty 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 authorities; expanding the power of localities in such matters as approving forcign-invested
projects, keeping a portion of foreign-exchange revenues at their own disposals, and granting bank loans;
and setting up a number of commercial banks and stock exchanges. In hinterfand China, a number of
border cities, capital cities, and cities along the Yangize River have been opened to foreign investors one
after another since the beginning of the 1990s, and the central authorities have also expanded the decision-

making power of localities in central and west China in appraving the incerporation of foreign investment.

Chapter Two: Current Situation and Major Policies

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

to that of markel economies around the world in some ways, but there arc many dissimilarities as well.
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The following is a brief introduction to these similarities and differences in four aspects - industrial

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

Detaching some of the eoterprises from the direct administeation of central industrial departments
and leaving them to localities or central cities is a major decentralization stcp taken by China since the
onset of reform. In 1984, the ceatral authoritics abelished the enterprise-running function of various
central ministries and commissions and provinces, and placed the enterprises formerly run by them under
the care of central cities so as 1o give full play to these cities'role as economic centers. So far the number
of industrial enterprises directly under the centeal authorities has been reduced tremendously. These are
mostly large and medivm-sized enterprises mainly in such key economic fields as coal-mining, power,
petroleum, chemical, machine-building and electronics industries, and are still playing a leading role in
the national cconomy. According to the Third National Industrial Survey conducted in 1995, of the
nation's 87,005 siate-owned industrial enterprises, only 4,738, or 5.4 percent, were run by the central
authoritics, bul 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 ali 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 10 the requirenients of the modern enterprise system, and government functions are
being detached from enterprise management. As a result the way the government runs central and local

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 a major resull, and salient feature, of
decentralization in China. Beginning from 1980, the governmental financial relations in China have
broken the pattern of centralized revenue and expenditure, and the introduction of the practice of "cach
minding his own financial affairs” has fired local governments with great enthusiasm for incecasing their
revenues and curtailing their expenditures, thereby providing a great impetus to local economic
development. In the intervening years, however, the effort of expanding local financial power was
dominated by an overall financial ralioning system, which not only withheld the growth of the central
financial revenue, but alse deprived the entire 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
authoritics. Bt was not until 1994 that a relatively standardized classilied tax reform was introduced all

over the country.
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Foltowing the principle of adapting administrative power ta financial pawer, 1axation in China
falls into three catcgorics: {irst, fixed revenue of the central authorities such as customs dutics, consumes
tax and income tax of central enterprises; sccond, fixed revenue of the local authoritics such as business
tax, land use tax, real estate tax, income tax to be paid by local enferprises, and private incone tax; and
third, rovenues shared by the central and local authoritics, such as the added value tax, 75 perceat of which
belongs to the central authorities, and 25 percent to the local authorities. This classified tax system has
increased the contral authorities' portion of the total financial revenue. However, with the deduction of the
net amount transferred from the central government (o localities (such as tax retums to locatities, and
reductions of the portion of local revenue to be delivered to the central goverument), the net revenue of the
central authorities in 1996 accounted for 20.9 percent of the nation's total revenue, which was significantly
tower than the 1990 figure of 30.3 percent. (See Figure 1.)

The cusrent division of administrative power is, generally speaking, well defined, with the central
government bearing the responsibility for national defense, foreign affairs, the armed police, key
construction projects, repayment of capital and interest of foreign and domestic debis, and funding for
administrative depariments under the ceniral authorities, while the local governments are accountable for
expenditures for local economic and social development. However, so far China is not yet to make a

scientific, and concrete legal demarcation of power between the central and local goveraments over

cconomic and social affairs,

3. Investmentl

As things stand now, inter-governmental investment in construction projects in China is managed
at two levels, central and provineial. The construction fund controlled by the central govermment is mainly
used on the infrastructure, basic industries, and mainstay industries, as well as key projects in science and
technology, education and national defense.Investment of local governments mainly goes into projects
having 1o do with public interests and local infrastruciure. Compelitive projects, with the exception of key
state projects, depends mainly on market allotiment of resources, and are invested by centerprises according
to decistons made wider the guidance of slate 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. In 1990, the projects invested by local units accounted
for 46.1 percent and those by central units made up 53.9 percent; in 1996 those by local units accounted
for 60.8 percent for local wnits while those by central units accounted for only 39.2 percent. {For details
sce Table 2.} Of the nation’s 1996 investment in fixed assels, the state sector accounted for 52.9 percent,
the colleclive sector 15.9 percent, the privale sector 14 percent, foreign investment (including those from
Hong Kong, Macao and Taiwan) 11.8 percent, and the joint-stock sector 4.5 percent.

According to sources at the State Commission for Economic Restructuring, from now on the

government will, by transferring shares to society, divert state capital from competitive and basic projecis
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to those in science and 1echnology, cducation and other fields of public imerests, Morcover, the
government will discontinue investment in conmpetitive projecis, and projects without government
investment will only be registered for the record rather than having to be examined and approved by the

govermment.
4, Monetary Affairs

The current Chinese monetary system has become a macroecononvic control and regulation
systemn with the central bank playing the leading role, state banks as the mainstay, and multiple forins of
monctary organization coexisting and cooperating with each 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 credil
and financial management is still highly centralized, and local governments have little power over
financing. Over the last few years China has established the State Development Bank, the China
Agricultural Development Bank and the China Impoit and Experl Credit Bank to raise funds for key
construction projecls invested by the central authorities, but there are no corresponding subsidized
monetary organizations at the local fevel.

The central bank of China has since January 1, 1998, abolished its control of loan quotas for state
commercial banks, and introduced asset-liabikity ratto management and venture management, Acking on
the state-mandated cconomic growth rate, price control goals, and other faciors which have an impact on
clrency circulation, the central bank has been using such monetary policy tools as the interest rate, open
markel business, the reserve against deposits, refinancing, and rediscounis to indirecily control and

regulate the issuance of currency, maintain the vatue of the currency, and promote econemic growth.
Chapter Three: Influence of Decentralization on Socioecenomic Develsprient

After nearly two decades of reform and opening to the rest of the world, the planned economy
with s high degree of cenlralization has basically fallen apari, and the role of the central government is
dirinishing steadily in economic growth. For instance, the portion of government-controlled invesiment
in budget in the total investment in fixed assets dropped from 28.1 percent in 1981 10 2.7 percent in 1996,
and the net revenue of the central authorities now accounts for only 20 percent of the nation's total
financial revenue,

On the other hand, with the expansion of their management pawer, local govemmeals are playing
an increasingly important role in Tocal 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 inseparable from the contributions of regional
economies which have been thriving in the intervening years,

However, decentralization in the (ransitional period has also brought some negative impact on
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China's socioeconomic development.

Firstly, lopsided local economic development is worscning, with the gap growing steadily
between the eastem coastal regions and the contral and western regions. Take the per-capita GDP as 1,
then the ratio belween west, contral and east China was 1:1.13:1.94 in 1990, and 1:1.32:2.76 in 19906
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 tines.

Central and west China is handicapped by low economic growth. The local governments are weak
in their Nmancial accumulation abilities, and after decentralization they will be asked to invest in local
basic and public-interest projects, and provide a cedtain portion (about 30 percent) of the ancillary funds
for trans-regional key constiuction projects invested by the cenical government. In some localitics quite a
few such projects have failed to get off the ground simply because local governmenis are upable o
provide the ancillary funds. For this reason, underdeveloped regions in central and west China are having
great difficulties improving their investment environments and prometing local economic growth,

Secondly, redundant constiuction has become a serious problem, and local industrial structaces
tend to be similar to one another. Local governmeats, whose financial ability has been increased after
decentralization, have become major investors. To develop local economy, localities tend to vie with each
other for the construction of projects with high costs and high profits, such as those for the production of
color television seis, refrigerators, air-conditioners, VCD players and other household clectrical
appliances, as well as awto, machine-building, electronics, petrochemical and other mainstay industries.
China today has more than 100 auto factories, for example, but because of their uneconomical scales, the
national auto oitput in 1996 was no more than 1.5 million. It is reported that more than 900 VCD player
manufactures bave been sct up across the country, whose total production capacity is in serious excess.

Thirdly, regional economic friction is aggravating, and regional protectionism is running rampant.
Local governmicats, now that their role has been strengthened, have resorted to different degrees of
profeclionism in pursuit of maximum local interests, For instance, when a cerfain raw material is in shoat
supply, some localitics would issue orders to restrict its outflow. To protect a local mdustry which does not
have a competitive cdge, a local government tends to ban or restrict the same product from entering the
local markel. When enterprises belonging to different localities are involved in an economic dispute, an
arbitration tribunal tends to be partial o and side with the local enterprise. fn a vast country like China
with uneven cconomic growth, it is certainly impossible to establish a so-called unified market free from
protectionism. The problem, however, is that regicnal protectionism in China is more of an administeative
type, which is vastly different from legal protectionism in some foreign countries and regions.

Fourthly, contradictions between local economic policies and the state’s macroeconomic policies
are ntensifying. Decentralization entails delegating local governments with the power to formulate their
own economic policies. When a state macroeconomic policy has failed (o take “"regionalization” into
consideration, it tends to draw different 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 fact. Now
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that local interests arising from uncven economic development are & solid reality, duc attention has to be
paid to studying the "regionalization” of ntacrocconomic polictes, especially financial, monetary and
investment poticies, and it is also necessary to make scientific appraisals of the "regionnd effects” of such a
policy beforchand and afterwards.

Fifthly, localities have uncqual opportanitics for the developmient of public utilitics in general,
and education in particular. Since 1980, the Chinese government has graduvally shifted the finoncial and
administrative power on radimental education 1o 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 underdevelopad regions, while the
local authorities are responsible mainly for financing institutions of leaming run by locat gavernments at
various levels.

The development of rudimental education in China is becoming increasingly dependent upon
local financial revenues and allocations of non-governmental resources. The vast income gap between
regions, rural areas in particular, have resulled in serious inequity in funding for educational undestakings.
In devcloped coastal regions, many townships and towns arc making an annual profit of more than 10
million yuan, and it is only too easy for local governments to saise enough funds for education, whereas in
the poverty-stricken central and west China, it is rather difficult to provide necessary lunding for
compulsory education, the schooling rate among school-age children are low, and il is npcommon 1o see

schools in arrears with teachers' salaries.
Chapter four: Yhat Chinese Government Does {o Narrow the Regional Disparities

The gap between east and west China in development is a major issuc which has comnunded the
altention of the Chinese govemment over the last few years. In his report to the 15th Party Congress held
in 1997, General Sccretary Jang Zemin pointed oul that the state was to increase its support of the central
and western regions and strive in different 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 to the central and western regions in arranging the tapping of resources and
construction of the infrastructure, The state has adopted an investment policy in favour of projects for
tapping natural resources in these regions. Major trans-regional projecis in energy, transport,
telecommunications and other infrastructure will be constructed mainly with government investment. The
geographical distribution of the processing industey is being readjusted so that resource-processing and
tabor-intensive indusiries 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 natignal
economy and the central government's financial abilities, appropriations in support of these regions will be
gradually increased,

Third, spceding 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 loans from interpational monetary organizations and
foreign governments will be spent on the central and western regions. Restiictions imposed 1o certain
forcign-invested projocts in the coastal regions may be appropriately loosened in the central and western
regions.

Fourth, increasing the support for poveity-stricken regions and atding the ccononic development
in areas inhabited by cthnic minoritics. Central departments, various walks of social life, and coastal
regions the cast will be organized to render all forms of support to Tibei and other regions inhabited by
ethnic minorities, the arcas around the Three Gorges rescrvoir curcently under construction, and other
underdeveloped regions. By the year 2000 China will have basicatly solved the problem of fecding and
clothing the poor people in rural arcas.

Fifilt, beefing up the cconomic ties and techaical cooperation between castern coastal regions and
cendral and weslern regions. The coastal regions are encouraged to invest in the central and western paits
of the country, and a good job will be done to organize the flow of labor and service from central and
weslern regions (o coastal regions. Developed areas in the east are encouraged to cooperate in multiple
ways with the central and wesiern regions to tap local resources and make use of the abundance of local
labor force to develop labor-intensive industrics. 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 government policies is limited, and in final analysis, the problem can be fundamentally solved
only by relying on the regions’ own efforls. The efforts of these regions can be greatly increased with the
progress made in decentralizing 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 bas a long way to go.

Thank you.
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‘Table 1: The Central and Local Enterprises of the State-Owned Industry in China

Unit: 100 Million Yuan(RMB)
Total Centrat Enterprises Local Enterprises
Enterprises Quantity Proportion(%) Quantity Proportion(‘z)

Enterprise Number 87905 4738 054 83167 a6

Gross Quiput Valug 2588993 2000.77 348 1688916 652
Value Added of Industy $307.19 3831.87 46.1 4475.32 539
Value of Exports 2051.58 532.29 259 1519.29 741
Total Pre-tax Profits 2874.16 163505 56.9 1239.11 431
Total Profits 665.62 481,51 723 184.11 217
Original Value of Fixed Asscts  30935.69 13423.06 43.4 17512.63 566
Net Value of Fixed Asscls 1747411 7315.67 41.9 101538.44 S8

Source:The Third National Industral Census in 1995, China Statistical Publishing House,1997.

Figure 1: Changing Net Revenue of Central Governments as Percentage of Total Revenue
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Table 2: Investinent in Capital Construction and Innovation of
State-Owned Unils in China

Year

1978
1979
1980
1981
1682
1983
1984
1985
1986
1987
1988
1939
1990
1991
1992
1993
1994
1995
1996

Source:China Statistical Yearbook(1997);China Regional Ifcé:;orrfies.'A Profile of "

162

Capital Construction

Total

1G0mil. Yuan Central Projects Local Projects

8610.83

Share of
(RMB) (%)

500.99 53.2
52348 52.2
558.89 524
44291 54.4
555.53 53.4
594.13 59.8
743.15 594
107437 53.5
1176.11 538
1343.10 56.7
1574.31 55.5
1551.74 54.0
1703.82 539
2115.81 5001
3012.65 44,5
4615.50 398
G436.74 378
7403.02 40.1
39.2

Sharve of

(%)

46.8
47.8
41.6
45.6
46.0
40.2
40.0
46.5
46.2
433
44.5
40.0
46.1
49.9
55.5
60.2
622
59.9
60.8

Innovation
Fotal Share of Share of
160mil. Yuan Ceniral Projects Local Projects
{RMB) (%) (%)
167.73 na na
175.88 na na
187.01 393 60.7
195.30 31.2 68.8
250.37 26.1 73.9
291.13 25.7 74.3
309.28 24.5 5.5
449.14 233 76.7
619.21 24.0 76.0
758.59 23.3 76.7
980.55 21.6 78.4
788.78 26.1 73.9
830.19 27.5 72.5
1023.23 27.3 721
1461.41 254 74.6
2195.85 28.8 71.2
2918.61 31.2 68.8
3209.35 328 67.2
3622.74 34.5

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

65.5
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‘Table 5: Expeaditures of Central and Local Governments in China

as Percentage of the Total

Year Tofal Expenditures  Centrat Government  Loeal Government
{(100mil, Yuan) (%) (%)
1978 1122.09 4142 52.58
1979 1281.79 5611 48.89
1980 1228.83 54.26 45.74
1981 1138.41 54.96 45.04
1982 1229.98 52.99 47.01
1983 1409.52 53.89 46.11
1984 1701.02 52.52 47.48
1985 2004.25 39.08 60.32
1936 2204.91 37.93 62.07
1987 2262.18 37.38 62.62
1988 2491.21 3392 66.08
1989 2823.78 31.47 68.53
1990 3083.59 32.57 67.43
1991 3386.62 3221 61.79
1992 3742.20 31.28 68.72
1993 4642.30 28.26 71.74
1994 5792.62 30.29 69.71
1995 6823.72 29.24 70.16
| 1996 7937.55 27.10 72.90

Source:China Statistics Yearbook (1997).

Figure 2: Expenditures of Central and Local Governments in China
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Table 3: Chinese Government Revemuse and #ts Proportion te (iross Domestic Product

Year Revenie Gne

Proportion of Revenue to GDP
(1001nil. Yuan) {100mil, Yuan) (%)
1979 114638 4038.20 28,40
1980 1159.93 4517.80 25,710
1981 1175.79 4862 .40 24,20
1982 1212.33 529470 22.90
1983 1366.95 5934.50 23.00
1984 1642.86 7171.00 22.90
1985 200482 8964.40 2240
1986 2122.01 13202.20 20.80
1987 2199.35 11962.50 18.40
1988 2357.24 14928.30 15.80
1989 26064.90 16909.20 15.80
1990 2937.10 18547.90 15.80
1991 314948 21617.80 14.60
1992 3483.37 26638.10 13.10
1993 4348.95 34634.40 12.60
1994 5218.10 46622.30 11.20
1995 6242.20 58260.50 10.70
1996 740799 68593.80 10.80

1997 74772.00

Source:Cliina Statistical Yearbook(1997).

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

Year 1979 1985 1992 1993
Uniicd States 3200 33.70 34.50 34.30
France 41.40 46.70 47.10 48.30
Germany 43.80 47.10 55.10 54.80
United Kingdom 810 43.40 39.80 39.50
Ausiralia 31.00 35.60 36,70 36.90
Sweden 54.00 57.80 61.00 58.40
China 28.40 22.40 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 (Beifing),No.5,1997.
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JICA International Symposium on "Local Development and the Role of Government”

Session 2: "Local Developnient and the Role of Governmem”
"Capacity Building and Local Government"

Presented by Dr. Michio Muramatsn
Professor, Facully of Law,

Kyoto University

In this section [ would like to explain how the Japancse local governments and the central-local
relationship work. In my opinion, local government is one of the two major subjects in the issue of
capacity building with which we arc concerned in this symposium. The second is training of civil servant
or compeience in government. Problems of competence and capacity building center on attracting and
retaining able youth for the civil service. In many developing countrics where there are not so many jobs
10 meet the demand, it would not be difficult to recruit a cadre of well-motivated individuals for carcers in
the civil service. However, training them to develop their capabilitics to adapt to changing environments is
not easy. Competence invelves ensuring that personal gain, based on corruption dose not beconie the
driving ambition behind a civil servani's career. Clearly civil service is in my mind as an interest subject.
Here, however, 1 will be concemned with discussion on the functions and shape of local government

desirable for development and democeacy. 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 capacity building, was rather simple. Ctearly, capacity
building came first. State institutions such as the civil service and the central-focal relationship were
established before introducing the constitutional faw and partiamentary system, Chronologically, in 1884,
the cabinet system and central ministrics were organized. In the next year the Universitly system and
curriculum for entry for the civil service was established. Then came the civil service faw. Just one year
before the conslitution went into effect and the parliament began to function, decentralization of the
government was made and operations of municipalities started in 1890. Universal sulfrage was introduced
some 20 years after the constitution was introduced and Japan was still under the emperor's rule. Then the

real era of democratization was introduced after the Second World War during the occupation period.

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

capability building and democratization, at the same time. Achieving these two goals, both of which are
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indispensable to medernization, is a much more difficult job. Oae 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 to go into some of the details of the local government in Japan. First I would like to
explain the formal relationship between the central and local governments, which is not so strictly adhered
to reality in scveral ways. Tn Artictes 92 to 95 of our Constitution, autonomy of the local government is
stiputated. However, we can not know the details of the powers and responsibilities of the municipalitics
and prefectural governments entil we study the Local Government Act and other specific laws concerning

the Jocal governments including tocal finance. (By local government 1 mean here both prefectural and

municipal governments.)
2. Legal Framework

The Occupation reforms introduced American elements inte Japan. First, both the governors and
mayors were to be publicly clected, thereby making prefectures and municipalities completely sell-
governing bodics with a dual representation {(quasi-presidential) system of mayors/governors based on the
direct election of officials and newly empowered local councils. Second, the Ministry of the Interior was

abolished. Third, many direct democratic methods, such as the recall, initiative and referendum were

introduced.

Many characteristics of the prewar integration model remained, however. First, the legal formula for the
central - local linkage, called agency delegation, was carnied over in practice. Agency delegation, which
was used vis-A-vis municipalitics was even extended to the governors, who had become local public
servants rather than national bureaucrats. Second, the Ministry of Home Affairs, successor of the prewar
Ministry of Interior, gradually became a stronger ministry, though its characier was not quite the same as

that of the Ministey of the Interior of the prewar period,

in this way, Japan mixed the prewar inlegration Model and the American presidential system in a
unique way. However, this combination was not a stable one. Since 1945, there have been various attempts
to stabilize the system. For example, Dr. 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 Amcricans 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
municipalities. This recommendation, which was obviously based on Separationist Model, was not
implemented, however. Japan rather took advantage of the other principle that he advocated, which is a
principle of efficiency. Many amalgamations of municipalilies followed as a result of the

recommendation. As the municipalities began (o take over functions hitherlo national government
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functions, the central government had a strong interest in enhancing the capacities of focal governments. [t
therefore cncouraged amalgamation for this purpose by giving these local govemments various financial

and political opportunitics,
[ will explain the way the Japanese local governniental system operates by showing some chatts.
3. Financial Framework
First, 1 would like to explain the revenues and expenditures of prefectural and municipal governments.

+ Kinds of Taxes

- Other Revenue Categories of Expenditures

Then, 1 wish to emphasize the importance of the Local Allocation "Tax, which functions to equalize the

unbalances between and among the municipalitics and prefectures.

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

realiocation formula of national tax revenue as follows.

First there is large-scale reallocation of revenue through earmarked 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 total tax revenues were 84,891 bittion, which were
divided into national and local taxes. Before fiscal transfers, local taxes account for enly 35.7% of total
revenue. However a substaniial portion of national taxes is transferred to the local

gO\'El’lll’ﬂﬁlll.

Major fiscal transfers are of two broad Iypes: transfer on the basis of conditions attached and tax-sharing
grants on a lump-sum basis financed by the local allocation tax. Conditional granis are categorical
grants transferred (o subnational governments on the basis of a specific purpose. After reallocating the
tax sources among different levels of the government, the final share of total tax revenues accruing to
local government increased to 52.2 per cent. The ratio has been increased stcadily for a neasly three
decades. This means that ene-third of national tax revenue is used at the local level. Table 1 shows the
data conceming the central-local fiscal imbalances in industrial economies. 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 comparisen between per capita

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

shows the disparity in the financial resources among rich and poor regions is considerably reduced. In
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Table 2, the richer and poorer local bodics are grouped into classes, according to per capital income in
1993, A marked difference is ohserved in per capital tax revenues among localities, the largest being
Tokyo, the smallest being Okinawa, Aomori and a few others, and they correspond closely to the
difference in those arcas’ economic resources and per capita income of inhabitants. In contrast to this,
per capital revenues from general sources differ litite among different prefectures. It may be assumed

that the Japanese equatization system operates well, in general, to reduce tetriterial inequalities.

4. Feonomic Development

Secondly, I would like to present an example of a case when the govemment proemoted local economic
development, in order 1o understand how the various actors are mobilized to establish a partnership in
cconomic development. This is the case of the 1960s when Japan was in the midst of high economic
growth period with the regained independence of the Japanese state from the US occupation, the Japanese
government was very much interested in economic development in that period. In my analysis, both the
conservative administration that is the Liberal Democratie Parly, and the administrative linkage between
the centrat and local governments played an important role in intermediating the national interests and
local interests to produce efficient development policies. The national development plan of 1962 (Zenkoku
sogo kaihatsu 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 econamic
approach to the location of new industrics, which required investments to be concentrated in the Pacifte
coast area in about 7 to 10 places. However, Parliamentarians from the rural areas responded guickly and
opposed these recommendations. They insisted on the political importance of the vnderdeveloped areas,
and were deeply concerned over the disparity of income distribution among regions. As a result, the
general development plan eventually emphasized not the concentration of investment, but the cormrection of
the regional gap in income distribution. In the early policy stage several economic areas were (o be
selected for developmental targets. However, tremendous pressures’ coming from the localities initially

raised the targeted areas from several 1o thirteen, and they were eventually raised to nineteen.

Local governments contributed to economic development by inviting new industries to local arcas. By
the early 1950s four major industrial arcas— Tokyo-Yokohama, Osaka-Kobe, Nagoya, and Northern
Kyushu were alteady so congested that expanding industries could not find ¢énough room to construct new
factories. For this reason industrial dispersion plans are justified as they were 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 governmcnts to invite new industries and to persvade private industry to locate locally. In
case of Japan, the national government created a special national aid poticy by'whiéh it offered grants-in-
aid to tocal governments that invested matching funds to pay for public. facilities such as piers for sea

ports, indusirial roads, etc. (In developing couniries of today, fraffic jam in capital cities could be
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comparable to the urban congestion.)

On the local governments” side, there were reasons to atlract new industries to their areas in the 19503
and in the early 1960s. In this period, local comununitics suffered from financial deficits caused by
increasing post-war demands for welfare and by expenses for recovery from disasters such as damages
caused by typhoons, Another factor is the taxation system in Japan, which encouraged local communitics
to invite industries offering tax incentives regarding property taxes, cnterprise taxes, and corporation
resident taxes, Thus, in 1966 abouwt 70% of all Japanese citics had created local ordinances giving
incentives to new indusiries. These incentives {ypically included the following provisions: 1) the incoming
industrics would be exempt from paying local property laxes for 3 te 5 years; 2) the industries would
receive land for indusirial sites as a gift; and 3) the local government would promise to construct public

facilitics in support of business activities,

Local communitics not only enacted ordinances to lure 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 governmeat to grant special national support to their
cause. Locally clected parliamentasians and local politicians along with local public officials weat to the
LDP headquarters and to the economic ministrics of the national government. During this process, the
New Industrial Cities Construction Act of 1962, based on the Nationat Development Plan of 1961, played
an exteemely important role in mobilizing local encigies. The new law promised to give special national
aid and borrowing privileges to the designated areas to help them realize their plans for regional
development. The national bureaucracy played an important role in guiding the local governments in

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

The participants in the making of decisions on economic development were conservative politicians,
central ministries, business groups and citizens from local areas. 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 local
governnients, The early 70s, was the period wher opinion was divided on various political and policy
issues such as pollution and environmental disruption and Japan was searching for solutions to these
problems. However, even before the 70s, in reality, there were many such conflicts concerning ceniral 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 (o nationalize
the economy and the standards of public services. In the 1970s the inherent nature of central-local

conflicts took concrete form when the great emphasis on economic growth by the Japanese national
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government was rejected or at east criticized by local communities with differing policy prioritics.
Fusthermore, the reverse impact of local policy initiatives on the national policy outcomes was withessed.
That is, the opposition patties’ local governments wete successful in the late 1960s and carly 1970s in
criticizing the growth-centered  policies of the national government. Crucial here were the so-called
vresidents’ movements” and the increase of leftist local governments. In (his period, responding to the
above problems Japanese tocal govermnments 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

1970s was the transitional peviod for local governments.
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L]
History

1868 Meiji Restoration (Maodcrnization LEfforts Started)

18388 Municipal Governments
B (Councilors Elected, Mayors Indigectly Elected)

1889 Meiji Constitution

p—

1890 Prefectural Governments (Governors appointed)

=

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 Revenne and Exponditures in Japan (FY 1996)
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Table 1: Vertical Fiscal Imbalance in ten countries (PY i992) (%)

S @) by
expenditure revenue
share of sharc of
Country subnationat | subnational
~| gvt, gvi.
United States| 514 (40.7) 459 {34.4)
Federal Canada 05.3 (62.5) 53.2 (47.8)
Countries | Ayqiralia | 48.6 45.9) | 23.0 (24.6)
Germany 58.6 (39.8) 472 (29.6)
Northern | Denmark 57.3 (52, 0) 323 (310
Burope | gweden | 47.6 (394) | 387 (337)
Umltd kmgdom 319 27.9) 0.07 (0.06)
Southern ___ljgg_x_lcq | 311379 | 18007
(Burope | spain | 436 (27.5) | 197 (12.6)
B Japan ] 692 (49.3) 36 5 _(§ D
average 47.3 (40.2) 27.0 (24.8)

ver llcal ﬁsml unhal‘mce

() - {a)

-115(102)_

-25.0 (-20.9)

89 (‘37)

112(27%)

“13.1 (-8.2)

-’!2 7 {- 24 2)

203 (-15.4)

surplusfdeficit

i'i%f;%"i-—éf{) N

depcn clcnce on
_central lransfcr
granls as % of
cureent receipls

{source) OECD, National Accounts, 1996., lMF Gawmmem Finance S‘mnsncs, 1996
note:1. Account of social security {und is excluded.
2. In parentheses, account of social security fund is included.

3. Tax sharing arrangementis caluculated as "

tax TL\@!]UG .

4. In federal countrics, subnational gvt. includes both states and local level.
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'l able ¥' l‘l‘i(‘ﬂl | thmlmn I)\' Iocal allocallou fax (4? r el‘ecime, FY 1993)
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INSTITUTIONAL, AND TECHNICAL CONSTRAINTS IN NARROWING
REGIONAL DISPARITIES IN INDONESIA
(TIE CASE OF THE INTERGOVERNMENTAL GRANTS POLICY)'

Presented by Dr. Adrian Panggabean
Faculty of Fconomics University of Indonesta,

Jakarta. Indonesia.

Sty
The objective of this handout is three-fold. First, to slonmarise the salient features of the broad patierns of
regional developmeat in Indonesia. In here, the handout docwments the great interregional disparities os judged
from several indicators such as: econontic aclivities, income, social, and production stricture. Findings from the
niost recent studies on the issue of regional convergence is also reported. They confirnt the non-convergence
trends in Indonesia. Second this handout swrveys the most important government's policy approach in dealing
with the issue of regional disparities. Here, the nature of the grants system (as ihe most intporiant government’s
policy instrwment), as well as the underlying institutional feature within which this policy operates, will be
outlined. Finally, this handont exantines, in a more detailed manner, the performance of this policy in {rying fo
narrow the regional disparities. Then, it will stonmarise findings fron various studies as to how the underlying

institutional setup dilutes the potential effectiveness of this policy in narrowing regional disparities.

L. Patterns of Regional Disparities: A Non Convergence Tendency.

Thanks to the improved database collected by the Central Bureau of Statistics (BPS), the stock of studies
on the patterns of regional development in Indonesia has increased (see for examples: Panggabean: 1997;
Garcia-Garcia and Soclistianingsih, 1997; Hill, 1997; Akita and Lukman, 1995; Azis, 1995, 1992; Barlow
and Hardjono, 1995; Kim, Knaap, and Azis, 1692: Hill, 1992, 1989; Devas, 1989; Ravallion, 1938;
Kameo and Rictveld, 1987; Uppal and Sri-Handoko, 1986; Giarratani and Soeroso, 1985; lbrahim and
Fisher, 1979; Esmara, 1975). Al of these studies examine, from various angle and using diffcrent sets of
data, the pattein of regional development in Indonesia over the last 25 years.

Having surveyed all of those literatures, It is interesting to conclude that interregional disparity is still
wide. Some even come down 10 one common conclusion: that the interregional disparity in Indonesia is
neither closing nor widening. In other words, the broad patern of interregional disparitics in Indonesia has
been characterised by a non-convergence tendency. Five salient features of this survey is worth reporting.
Bach feature (i.e., interregional disparity in: (1) economic activity; (2) income; {3) socjal indicators; (4)

production siructures, as well as; {5} trends in regional disparities), is summarised below.

1. Handout preseated in JICA's international symposium 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 activily. The distribution of
activities between regions in Indonesia is highly uneven. Roughly (wo-third of the Indonesian cconomic
activity (measured in terms of non-oil GDP) takes place in Java. The rest one-third is shared by regions in
the islands of Sumatra, Bati, Kalimantan, Sulawesi, Maluku, and {rian Jaya (we call it non-Java, for
simplicity purpose). Within the non-Java groupings, in only four provinces (North Sumatra, Sowth
Sumaira, South Sulawesi, and East Kalimantan) do cconomic activities appear to be refatively significant,
Such a picture has been similar over the last twenty-five years,

Second, is reganding the interregional income disparities. Using non-oil GRP as a measure of income,
i}l {1997 8) noted that the province of Jakarta is the only really high income province. Only a small
number of other provinces are marginally above the national average: North and South Sumatra, Hast Java,
Bati, Central Kalimantan, and South Kalimantan. Further, Hill (1997) also noted that pine provinces of
Eastern Indonesia, and all three provinces in Nusa Tenggara areas are poor. Using houschold expenditures
data as a mcasure of income, interregional disparitics appear to be less uneven. However, the conclusion
reached from using this data set is not veiy different from the one reached by using the non-oit GRP data.
More importanily, ten years ago the conclusion reached was the same with this.

Third, is regarding the interregional disparitics in secial indicators. Here, the record has been rather
differcnt than what income and economic activity suggests. According to standard cducation and health
indicators, interregional disparitics in Indonesia are low and declining. Provinces in Nusa Tenggara areas
are, once again, stand out as the least developed regions in Indonesia. Again, such a picture has been the
same for the last ten years or so (sce: Hill, 1997, 1992, 1989; Kim, Kmaap, and Azis, 1992; Hill and
Williams, 1989).

Fourth, is regarding the interregional disparities in production structures. Java and Bali are regions where
atimost all foottose export-oriented and import-substituting industrial activities lacated. Qutside Java,
location of such indusirial activities is found in Batam and Nosth Sumatra. Natural resource based
industries, on the other hand, are concentrated more in outside Java. Production of cash crops are also
located in off-fava, especially in Sumatra, West Kalimantan, and parts of Sulawesi. With regard 1o service
cconomy, Java (especially Jakarta) stands oul as the most developed region. This conclusion is of no
different with what it was ten years ago.

Pinally is regarding the trends in regionat disparities. This is a comparison of interregional relativities
over a period of time. Studies by Panggabean (1997), Garcia-Garcia 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 disparitics, [ could not mention another policy, more imposiant
aud larger in scale, than the intergovernmental grants policy. The scale of this policy is laige. In average,

over the last 15 years, this fiscal instrument 1akes about 8 to 9 per cent of the Indonesian GDP per year.
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Tn principle, this grants systeny is to finance decentralization. However, in Indonesia, this single policy
has anolher objectives: to stimulate local ccononties as well as 1o create a more balanced development.
That's why this policy has always been at the very centre of the central government's ¢Cconomic strategy.
Using this fiscal instrument, the central govemment pools all financial resources before being distributed
to regions. Through this policy, regional socio-cconomic performance was kept relatively stable even
when the national cconomy (i.e., botween 1978 and 1989) was subject to karge external shocks.

This strategy, however, is not without costs, First, while the flow of funds may be favourable from
regiontal economics' viewpaint, such a system has ceeated 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 achieved has become very sensitive to the design of
this fiscal instroment. Just when the design of this instrument is unintendedly biased against equity and
cfficiency principles, fiscal disequalisation and inefficiency occurs; and, as will be shown later, that aftects
the potential achievement that this policy's abjective is supposed to achieve (i.c., a batanced regional
development).

1 limit my policy observations only on this grants policy instrument. This handout will describe the
performance of this system. Simultancously, I will try to show how technical and institutional aspeets of
this policy have affecied 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 decentratization format in Indonesia. This is important since
grants system exists within the context of decentralization.

There are three principles of governance in Indonesia. The first is called decentralization principle. This
term is broadly defined as the devolution of functions to subnational levels of government. Though the
definition seems clear, in practice the functions devolved represents a small fractions of the real functions.
The second principle is deconcentration, meaning field administration of central government, The third
principle is called co-administration, which essentially is a combination between deconcentration and
devolution whereby local government as an autonomous entity can be instructed by the higher goverment
level to execule a particular function or authorily on its behall {i.c., delegation of functions). While the
definition seems clear enough, in practice it is not.

More importantly than just definition, perhaps, is the implementation practice of these three principles.
First, in practice the deconcentration and co-administeation principles have been the two most imporiant
principles in shaping the centralization of authority in Indonesian system of subnational governance. Both
principles reinforce the already unclear division of functional responsibilities. Second, within this
approach, not only that the deceniralization 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 fuactions have been
officially devolved {0 subnational governments, the central government still retains its role in decision

making. Third, along with this centralized approach plus a refatively weak accountability character of the
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local burcaucracy, the limited character of decentralization has created numerous implications for the
nature of local budgetary choices regarding spending and speading efficicncy. Finally, this institutional
sctap is uniformby applied across the whole country. This is the institutional environment within which the

intergovernmmental grants policy operates.

2.2. Nature of the Grants System: A Brief Descriplion.

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 developnicnt grants consists of scven separate components and each kaunched in different
years starting 1969. They all have different administrative features, formulac, and weighting. Hence, the
total amount of grants received by each region becomes the sum of various individual grants, cach of
which is assessed and allocated separately by the relevant ministries. The effect of such a design has been
on the fluctuation of the effective (as in contrast (o nominal) weighting over time. An unsystematic and
inconsistent approach to interregional equalisation, has, therefore, resulied.

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

The same story happens with the SDO component of the grants system. SDO comprises of around ten
individual grants (by 1996). Each of it has its own objectives. Not al] of the elements has an allocation
formulag, The per capita amount of each individual grant is also small.. Most of them raisc a number of
issucs in relation to cquity and efficiency. For examples, some elements of this grant are being distributed
without a clearly defined 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 calculated upseis the principle of equity in allocation (see:

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

3.1. The Effects of Grants on Interregional Equalisation.

Let us first talk aboul the good story of this grants policy. While it is true that the subnational
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governments are chronically underfinanced, intergovernmental grants system has apparently helped
adjusted the fiscal deficiciicies at subnational level by financing a major part of the local expenditare
responsibilitics. This, has enabled the subnational govermments (o paticipate in the provision of merit
goods and (hus in the redistribution of opportunitics, access and hence income. However, certain vertical
fiscal imbalances remain.

It is argued before that the way the intergovernmental granis are distributed means that they have not
been able to neutralize the fiscal imbalances between the three levels of govemment. Hence, the following
results occur. First, equalisation of horizental fiscal imbalances is rather weak. The analysis done by a
number of studies suggest that the distribution of grants only mildly compensates for interregional
differences in expenditure needs and costs. Tiqualisation of fiscal capacity between regions is even weaker
This result leads me to assert that intergovemmental grants bring about interregional equalisation only ma
limited sense. This means that differentials in fiscal opportunity and access belween regions remain,
which in turn reduces the contribution of the grant system in bringing about interregional cquity.
Econometric analysis preseated by Panggabean (1997), Garcia-Garcia and Soclistianingsth (1997}, and
Azis (1992) confirm the above asserfion: that the equalisation in income per capita between rcgioms kends
to be very slow, cven after including grants within the estimation process. However, It may be fair to also
comment that the intcrregional varialions in growth rates are generally the result of private or sectoral
investment pursting the greatest returns, The grants system, af least by design, has the role as an antidote
to this tendency. We could plausibly speculate that in the absence of this grants, disparity would have been
worse. Some specific findings pointing at the suboptimal performance of the grants system arc worth
reporiing and summarised below.

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

Second, the evidence suggesis 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 celation to equalisation of both spending needs and costs
of service provision. Hence, the grants system onty mildly compensates for interregional difterences 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 oppoitunity and access between regions remain,

thereby reducing the grant system'’s contribution o interregional equity.

3.2, The Effects of Grants on Interregional Growth.

Not many studies, appacently, 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 total stock of capital accounted for by INPRES grants appear to play

litlle or no role in regional per capita income growth. In other words, INPRES investment appears not ta
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be productive. By comparison, there is some evidence, albeit not much, to suggest that sectoval investment
fmade by the government) is productive and that it contributes to interregional growth in per capita
income. In contrast to INPRES, private sector investraent is invariably productive, This result, however,
does not rule out the possibility that the infra-marginal productivity of INPRES investment may stili be
substantial even when its net additions to the tofal capital stock make very little or no contribution to
growih. Explanations for this relate to the sirucfure and the institutional environment within which this
grant operades.

To add, the existing studics on this issue also suggest that the design and the structure of the grants
system does not provide adequate incentives for cfficicncy improvements. Panggabean (1997)
demonstrates that the underlying institutional environment has severely constrained the beneficial effects
of grant on regional economic growth stimulation, through its negative effects on resource mobilization,
on stimulation of capital spending, on investment productivily, and on allocation and productive
efficiencies.

With regard to So, no resource mobilization incentive is incorporated into its design. Evidence from the
field suggests that in its policy process, the centralize system of personnel, coupled with inadequate
arrangements in personnel administration, has led to misforecasting of the level of So required. As a
result, there has been some opporfunity loss 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 inefficient so that the efficiency of So, which is direcily Jinked
with them, is distorted. A Link is also established between the centralize authority and local budgetary
choice. Tt is suggested that pressures from rigid and centralize organisational and personnel siructures
prevent the subnational governments from providing sufficient funds for capital spending and for
operation and mainterance purposes. While the former would mean a stower rate of capital formation in
regions, the {atter would affect the long term productivity of granis-generated assets.

Nenit, the design of the development grants includes virtually no element to promote local revenue effort,
This prevents the development grants from being effective in stimulating local resource mobilisation.
Field evidence suggests that the link between grants and other sources of investment is weak within the
planing cycle. In other words, the planning and budgeling processes do not ensure a complementarity
between public and private investment. Hence, the potential effects of grants on the savings rate locally is
reduced.

Finally, regarding the nature of the assignment of functional responsibilities which irhibits an efficient
aliocation of resources. Evidence was put forward to claim that the disteriion in the choice of investment
is also the result of an overly detailed specification. Some more field evidence also suggests that policy
fragmentation, weak administrative capacity, and delays in disbursement all reduce the productivity of the
assets which are generated and contribule (o inflation in the costs of investment.

All of the above field findings helps 1o explain why developnient grants appear to have litile impact on
regional economic growth, n addition, the unclear division of functional responsibilities may inhibit the

adoption of a least cost cambination of inputs for production of goods and services (i.e. production
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efficiency).

3.3, How Institutional Factors Affect the Effectiveness of Granis System.

Finally, the analysis on the benefit incidence of grants-funded programmes shows that institutional
arrangements can weaken the redistributive effects of (he grants (see: Panggabean, 1997; Shah, et al,
19943,

The field examples presented by some studies suggest that the way programmes are planned or
implemented can polentiatly dilute the effectivencss of intergovernmental grants in reaching the poor.
Unclear definitions of functional responsibitities are shown to have dituted the potential effectivencss of
grant-funded programmes. Limited discretion given to tocal authoritics, tack of accountability on the par
of executive branch of focal government, and lack of co-ordination between goveimment agencics, are also
factors which can displace the incidence of benefits from grani-funded programmes, and so reduce the
impact of these grants on interregional and interpersonal equity. Finally, ficld evidence presented in many
studies shows that institutional arrangements can weaken the redistributive and allocative efficiency
effects of the grants, It was shown that the way programmes are planned and inplemented can polentially
dilute the cffectivencss of grant-funded programmes in reaching the poor. Unelear definitions of
functional responsibilities, limited discretion, and the lack of co-ordination between government agencies,

are all institutional factors which can dilute the potential efficiency effects of grants policy in narowing

regional disparities.
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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 Liconomics

University of Indonesia

Indonesia: Some Facts

& 17,000 istands

#2 million square kilometres of land (or § million square kilometres-incl. waters)
45,000 kilometres in distance {East-West)

4200 million population

& More than 200 different ethnic groups and languages

Administrative Structure--

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

€303 Local Governments

#3,840 Sub-disiricts

45,000 Urban Kampongs

63,721 Rural Villages

€4 Million civil scrvants (1 million of which is subnational governments’ employces)

Broad Patterns of Regional Development---

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

& Disparities in Income, Using non-oil GRP-income is yueven (Jakarta is very high, Bastern
Provinces and Nusa Tenggara are poor, small number of regions are marginally above national

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

-+ Patterns of Devetopment (Cont'd}
& Disparities in social indicators. The same story and magnitude as ten years ago.

& Disparitics in production structures (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-++

& Daspite the government's continuous effort to batance the development using the grants system-
+swhich has been in place since 1969

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

largeted to all lower levels of government

--swhich is relatively reliable, even during bad economic times

Fconometric Tests Suggests That--
& Grants as an economic instrument only affect regions’ production structure marginally.

@ Investments made through grants appear to play little or no role in regional percapita income
growth.

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

& The cffect of grants on interregional income equalisation in also marginal.

Two Types of Constraints:
& The Ability of this fiscal instrument to achieve the objective is consirained by two factors:
& Technical constraints (i.e., the design of this fiscal instrument)

# Institutional constraints (i.c., the underlying institutional framework within which this policy
operates)

Technical Constraints--
@ Qriginated 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 system.

@ Sceend, 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 marginaily represented

& I'ragmented nature of the system. Hence, produces unsystematic approach to equalization

#1n a number of the grants' clements, 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 inoderate in relation to equalization of both spending needs and
costs of service provision

€ 1n cficet, the grants' contribution to interregional equalization is reduced.

Institutional Constraints-

@ Funciional boundaries overlap. The way grants-funded public programmes is thus being affected.
& Administrative anangements 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 ¢ycle.

What's More---?

@ Policy fragmentation, weak administralive capacity, and delays in disbursement contribute to
inflation in costs of investments. Reducing potential efficiency.

#1.ack of accountability to electorates inhibits the promotion of an oplimal 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 —Law on Local Tax and Charges (Effective on 23 May 1998).
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JICA Taternationat Symposium on Local Development and the Role of Governmeat "l.ocal
Governance ~ Cebu Experience”
Presented by HonMayor Alvin, B, Garcia,
Cebu City Mayor,

the Philippines

Ladics and gentlemen,
A pleasant good afternoon!

{ will talk about Locat Development and Governance in the context of decentralization, But first, allow
me to give a littde background and history of the city where 1 sit as Mayor. Cebu City is (he biggest city
outside Melro Manila. {t has a population of abouwt 800,000 people occupying approximately 33,000
hectares of tand, 15% of which is a densely populated coastal plain.

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

Magellan's men fled in their boats and eventually returned to Spain through the Southeast Asian seas,
the Tndian Ocean and Cape of Good Hope. This is the first recorded circumnavigation of the world since
they started their trip from the Spain through the Atlantic Ocean, then to the Paciftc Ocean 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 iniroduced the first rudiments of a formal
government when he organized the numerous seitlerents he visited and subdued, into a colony of Spain.

The early form of Colonial government was highly awtonomous. Local tribal Chieftains had full
control over their areas, exacted tributes (taxes) from them and defended them from external threats. In
turn, these chiefiains share part of the tributcs to Spain through the Colonial government in Manila. As the
local communities grew and governing them from afar became more complex, the central government
established administrative bodics in the local communities and this was the beginning of local
governments as we understand it today.

When the Americans took over the Philippines at the turn of the country, local govermments as
previously described, were already in existence. They were highly decentralized and autonomous. In order
to fulfill the America's sclf-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 MacArthur in Japan after the Pacific War).
Even the title evokes vast powers and resources at 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 Republic convened, it realized

the importance of decentralization to spur local development. They passed laws on decentralization and
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tocal autonomy only to be derailed once again in 1972 when President Marcus declared Martial Law. He

arrogated all powers into himself so that all local governments had to literally beg on their knees to get

{avors from him,
LOCAL GOVERNMENT CODE OF 1991

It took another S years, after the everthrow of President Marcos, fer a cesponsive Local Government
Code to be enacted. Although acknowledged locally and internationally as a very progressive piece of

legistation for local develapment, 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. [l now has a broader tax base than
before. The Code, however, prohibits the Local Gavernment Units (LGUs) from assessing taxes on
Internal Revenue, such as income taxes, excise faxes, turnover taxes, sales taxes, customs duiies, etc.
These taxes are lumped together in a pic and distributed back to the LGUs on a formula based on :

population 50%, land area 25%, and equal sharing 25%. This is called IRA (Internal Revenue Allotment).

equat sharing

25%
population
50%

land area

25%

- Drawback
The formula does 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 acts as an equalizer to the poorer regions who do not generate much income, they will
still get their share on the basis of the Formula without regard to income contributed therein, A good cure
for regional disparities.

The broader tax base of LGUs caumerated by the Code include Real Properly taxes, Mayor's License

and Permit Fees, Antusenicni ‘Taxes and other minor taxes, The big and progressive LGUs take advantage,
while the smaller LGUs cannot.
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Advantage:
Cebu city and other progressive 1.GUs are developed enough and the values of their real propertics ate
sufficiently high to mean considerable assessments and the concentration of businesses are sullicicntly

dense to make collection activities cost-effective.

Drawback:
Inn smaller L.GUs 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 incflective,

PEOPLE EMPOWERMENT

Another window of opportunily opened by the Code is for people and private sector pariicipation in
local democratic processes. The Code mandates the ereation 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 finms.

Cebu 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 Intranc/Internel connectivity program; while the Ialter has been meting out disciplinary
actions against erring policemen.

How come some bodies are more effcctive than others? 1t boils down to the know-how of the people
who lead and comprise these boards. These who have the initiative and experience can take advantage of

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

OTHER FORMS OF LOCAL FINANCE

The Code enumerates other development finance oplions and some [.GUs have taken advantage of
them. Mandaluyong City built a market through the BOT scheme (Built-Operate-Transfer), the Province
of Cebu issued bonds backed by real estate, Legaspi City and San Carlos City ftoated 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 scems surprising that
these forms of development financing are still the exception rather than the rule. ' know of only less than
10 LGUs of the over 1600 LGUs in the Philippines using these innovative schemes. Why aren't there more
of them? My guess is that only a few LGUs can access the know-how to take advantage of the

opportunity. Those who can, do it. Those who cannot, use traditional means of financing.
THE LOCAL GOVERNMENT CODE: CONCLUSION

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

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 own terms,

For example, a highly-respected award for local govemment programs is given partly on the basis of
how the program is taking advantage of the Code. It's almost saying Ihat other beneficial pragrams 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-all and be-all of
decentralization. Many of us labor vnder the illusion that we have decentralization because of the Cede.,
We have forgotten that the Code is there, because of decentralization, to foster the inherent autonomy that
has been the birthright of local communitics since time immemorial,

The Code provides opportunitics, but there are other opportunities outside of it. And where it provides
limitations, alternative means may be provided through other legistation,

In other words, our attitude towards the Code should be : take advantage of its opporiunities, but do
not be limited by it. Otherwise, from being a window for the empowerment of local govermments, 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, USATD chose 1.GUs where the local chief execulive
is noted for his leadership, accomplishment and inngvativeness. Donors alse want to put in their money
where the local government has demonstrated a capability to implement previous projects. 1 would like to
think this is part of the reason why there is much OECFAICA 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 QDA interaction? The principle applicable on
revenue generation, is also applicable to accessing Official Donos Assistance. Provisions in the Code that
allow L.GUs to benefit from direct contact with donor agencies are only good for those LGUs which are
ready for such confact,

These are LGUs which are ready with their own development and infrastructure plans because they
have appropriate technoltogy such as GIS (Geographic Information System), or maybe CADD (Compulter-
Aided Drafting and Design). They have state-of-the-arl communications and networks, Intrancts and
Internct connectivity. In shor, they have strong project development capabilities.

LGUs which are not ready and are caught napping on (he side of the road have litile chance of getting

oit the ODA gravy train.

Regional Disparity

This dynamics of growth leading to {urther growth has created disparities in regional development.
Leaders from the provinces and cilies outside Metro Manila complain about” Imperial Manila™ for the
dispropottionate amount of public and foreign funds expended in the capital. At the same time, because

Metro Cebu has attracted so many grants and loans, neighboring provinces and regions have started

complaining abowt" Imperial Cebu” .

130



Appendi 2, Presentation Papers and Other Hand-Outs for Presentation

It is clear that the level of development is different between rogions. When this difference increases
because of the disparity between the regions’ capability to attract more investient or to access ODA,

maybe it's time for some kind of attempt to fevel the playing fictd.

Project Development Offices

What 1 hoped to underline in the previous discussion is that apportunities do nol actualize themselves,
What matters most is whether a city has the capabilily to take advantage of an opportunity. May 1
therefore proposc that Official Donor Agencies or the National Government be directed first towards
helping L.GUs or regions attain a minimum level of capability that allows them to take advantage of
opportunitics - inside and ouiside the Code. Such assistance could be specifically directed to those LGUs
or regions which so lar have not availed the subject of any official donor assistance or project. o
particular, 1 would propose helping LGUs Or the regions set up their own Project Development Oflices.
Donor agencics can provide training, capital outlay, or equipment/software. The project to be developed

may be for revenuc generation, human resource development, ptanning, elc.

PERIODIC LGU-ODA FAIR

I would like to proposc a two-parl cvent. The first part is an infroductory mecting between Ciy
Mayors, Development and Planning Officers, Finance Officers and Dovelopment Agencies. 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 opporiunitics, Using their new
Project Development Office they start working on their proposals. At this point it may bc necessary for
them (o contact a specific Donor Agency for clarifications.

The second part takes place after a sufficient peried of time for proposal preparation, a month or (wo
thereafter. fn this latter event, the LGUs take their proposals to various ODA tables, or ODA
representatives, who receive and browse the proposals in booths set up by the 1.GUs for this yearly event,
The arrangement is supposed to work like a fair or a market, give the sellers an opportunity to meet the

buyers.

Looking beyond the elections

After thie coming elections in May, the new Congress will have to review the Local Government Code.
1 am confident that we can improve and fine tune the Code fusther based on our experiences with it in the
past & years.

in the end, after the amendments shall have been proposed, discarded or accepted, we will still end up
with a document that will net be perfect. It will still contain opportunities, as well as limitations.

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

Jocal autonomy for cffective tocal govemance.
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The Role of ODA in Advancing Regional Development
and the Capacity Building of Local Governments
March §, 1998

Prescnted by Mr.M., Kojima
Managing Dircctor, Planning Department , JICA

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

(1)Mega-City problems and the widening gap beiween big cities and rural areas.

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

(3)Self-determination of political and administrative system in cach country including the

relations between the central government and local governments.
2. JICA's Activities

{1yTechnical Cooperation

- Receiving trainees and specialists

- Sending experts

- Providing necessary equipments

- Project-type technical cooperation

- Dievelopment Studics ( FfS, M/P)
(DIOCV (Japan Qverseas Cooperation Volunteers)
(3)Emergency Disaster Relief

(@) Implementation of Grant Aid Program
3. The Rote of ODA in Rural Development and the Capacity Building of Local Govermments

(1)Economic and social aspecis—Rural developments and developments «+— of local
communilies,which also serve for the capacity-building of local governments together with
narrowing gaps.
(2)Political and administrative aspects-—local administration,local autonomy and decentralization
{3Mode of project - iype cooperation

- Center type cooperation

- Local development lype cooperation

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

local governments, and the clear identification of budget allocation and responsibilities
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4. Coordination between HCA and the Japanese Local Governments and the Active Ulilization of
Their Bxpertise in Canrying out JJCA's Activities

(1)Recciving trainees(573 persons in 32 prefectural governments in FY 1996)
(2)Sending prefectural expecis{157 local officials from 31 prefectural governments in FY1996)

- Direct contribution of the Japanese local governments and local autonomy.
5. Process of Decentralization and increasing T.ocal Autonomy in the World and the Emerging
Aspects in Carrying out QDA

{1)Shifting authorities and budget allocation from a centrat government 1o focal govermments
- Increasing importance of the role of local governments, in particular, in cartying out

cooperalion in rural development and their capacity building,

{2 The role of the central government in G-G base cooperation
- Confirmiation of the intention and priorities of the central government

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

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

Presented by DrMichaet M. Calavan
Chief, Office of Governance and Participation

1.8, Agency for International Development, Manila

I've been asking myself why T was invited here. My best guess is because USALD is doing culting-cdge
progranuning {in place well before | arrived) and because 1 said some fairly provocative things in recent
meetings with JICA teams in Manila. I'm not here to convey official USAID policy, but to talk about what
we've learned about supporting democratic local governance in the Phitippines. [hope L can do that in a

way that provokes discussion without seeming arrogant.

First, a litile background information:

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

- -Significam new financial resources were made available under the "Internal Revenue Atloiment”, a
sharc of national revenues.

—Local governments also have significant authorities 1o make and enforce laws, raise revenues, and hire
local full-time staff.

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

~—Qur project in this area is GOLD~-" governance and local democracy”. (There is handout.)

Now for some tentative lessons leamed:

L.Optimism, not pessimism is called for

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

- Qur field observalions and periodic Rapid Ficld Appraisals give ample reasons fos optimism. (RFA#7 is
available as a handoul.)

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

course is reasonable?

iLIt's okay to {carefulty) embrace open politics
—We don't do this in an over-enthusiastic, young lover's way, but more like mature Latins.
-—But we work directly with governors, city and municipal mayors, local legislators, even barangay

{village-level) officials.
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-~ We won't support any candidate or party in the coming local elections, but hope ongoing activitics
under the GOLD project will be discussed and debated during the campaigns,
--We're very pleased the (non-partisan) tocal government leagues are becoming potent political actors.
(For exarmple, by shaping debate on revision of the Local Governmeat Code.)

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

enployees, NGO leaders, or private business leaders,

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

~We don't attempt to strengthen local governmients by working through a national government agency,
and now that we don't, find it ironic we did so in the past.

—We do work dircetly with 9 provinces, 2 independent cities, and their constituent municipalities and
barangays.

—We also work closely with 3 local government "leagues” (for provinees, cities, and municipalities) and a
new "league of teagues”.

—Mast expertise under the project is provided by Filipino consuliants. We're optimistic they will seH their

services (o local governments after the project ends.

1V.Demand-driven programming can really work

- -\We began by “advertising” for partners, and chose the most promising. (Net the richest, but the most
creative, energelic, and {ransparent,)

~-Project stall really don't enter a situation with a ready-made program hidden in their brief cases.
—Praject activities were identified at lacge (70-175), padiicipatory workshops where the governor's vote
weighed no more than other parteipants’.

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

—Project activilies are directed and pushed hard by Technical Working Groups and "Protocols™.

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

etc. and are tegularly creating new budget line itemss to ensure long-term support of activities inititiated
under the project,

V.It's time to move participation from rhetovic o reality

—The GOLD project brought a particular package of facilitation skills {called the "Technologies of
Participation”) to the Philippines. Filipinos love i,

~—ToP is stimple and teachable, but highly adaptable, and has been used in dozens of ways in about 1000
evenis.

~ Over 900 people have been trained in ToP, and use is spreading well beyond the project.
-—Impressive uses of ToP include a large participatory 3-year planning in Bohol Pravince, 250 Barangay

Planning and Budgeting workshops in several provinces, and in our work with politicians and revenue
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officials on improving local property tax collections.
~ Perhaps 30,000 people have participated in one or more participatory workshops/
dialogucs/planning sessions.

—--Cost-sharing is a potent participarion technique.

Perhaps Yve confused you enough. Il gladly answer questions in this session, talk to you informally later.
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Governance and Local Democracy Project
Background

The Local Government Code of 1991 actualized the Filipino people’s commitment 1o decentralized,
democratic governance and sustainable developrient. As an cnabling instrument, that landmark
legistation opencd immense opportunities for locat development initiatives and for greater community
participation in govemance. Since the Code's implementation in 1992, communities and their local
governments have responded with unsurpassed enthusiasm and creativeness, resulting in remarkable

gains.

The Governance and Local Democracy (GOLD) Project is designed 1o

. GOLD Project Sites
demonstrate that, through a decentralized system of govemance, local

Bohol Province
Buiacan Province
autonomous plaaning, local revenue generation, and improved service Captz Province
Cotabato Province
General Santos City

cammunities can accelerate the development process theough

delivery. Consistent with the teacts of local autonomy, the GOLD

project hopes to achieve this through a strategy of assisied self reliance hig?gg: Norte Pravince
|
and provision of technical support on a demand driven basis. Under this Negros Oriental

Nueva Vizcaya Province
Patawan Province
on its own, but recognizing its limitations, sceks supperi in areas of Sarangeni Province

strategy, @ major consideration is a lecal govemment's interest o develop

concern that the community itself defines, In that support, emphasis is

placed on enhancing the ability (o access and use fesources more

effectively.

Started in 1995, GOLD works with nine (9) Provinces and two (2) highly urbanized cities selected
through a participatery process. 'The Project Steering Commiiltee consists of project partners and is
chaired by a Local Chiel Exccutive.

Parpose and Stratcgy

The GOLD Project seeks to bring about more responsive democratic institutions with greater citizen
participation for local govemance and development. The purpose is 1o achieve effective local govemance
with maximized popular participation in selected local government units and establish a functioning

system of communication support replication.
The GOLD Project strategy supports selected local conumunities in their efforts to;
* Enhance participatory decision-making processes;
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« Hdentily and achieve improved performance in governmental operation;
+ Strengthen supportive organizational linkages at the local and national fevels; and

* Addeess policy roadblocks that constrain local govemance and development.

The strategy is premiscd on assisted self-reltance. This involves using external resources to steengthen
local capacities to initiade and manage activities that benefit the community. t means working with the
public and private seclors on aclivities that bring abowt development. It also means supporting focal
communities-their local governments and NGOs-on a demand-driven basis; i. ¢., giving support in thosc

arcas where such is most needed as defined by the local communities themselves.
Activities
GOLD Project activities fall under five catcgories:

* Steengthening of Participatory Mechanisms

* Local Government Action Areas

* Support for the Local Government Leagues and NGO Networks
* Policy Support

* Institutionalizing Comnwnication Systems

Breakthroughs

Strengthening Participatory Mechanisms; GOLD Instituttonalizes partticipatory modes of delivering
technical assistance thiough {(a) mobilization of Code-mandated local special and mulii-sectoral bodics,

and customized applicalion of group process faciliation methods in the delivery of technical assistance.

* GOLD has trained 920 participants in basic group facilitaion (Technology of Participation)
methods drawn from local government partners, GOLD wechnical protocol teams, and other

USAID-supported projecis,

« GOLD piloted additional facilitation and special-purpose tcaining courses for Barangay officials

and advanced-level facilitators.

Resource Mobilization and Management. GOLD's provides; 1) the Real Properiy Tax System (RPTS)
assistance, 2) Fund Management Jnformation System (FMIS) assistance, and 3) general revenue
generation-related technical assistance, and 4) Hunan Resource Mobilization and Managenicnt assistance

in support of service delivery Improve initiatives identificd by local governmeats.

139



Appendix 2. Presentation Papers and Other Hand Outs for Presentation

« Provineial Technical Assistance Teams in all four RPTS protocol sites are redesigning propeity

tax assessment and callection processes.

» Negros Oriental’s five-year Financial Management Information System (FMIS) Plan was
approved by the Provincial Government and a rapid assessment of Nueva Vizcaya's FMIS needs is

uaderway.

» Bohol, Nueva Vizcaya, Lanao del Norte, Negros Oriental, Naga City and Capiz are
implementing systematic interventions to build capacity for implementing and managing
organizational change for improved service delivery. A key focus is lo provide local government
officials with appropriate tools, technology to understand, lead, and manage change through

participatory mechanisms.

» Cotabalo was awarded by the Department of Health at the Third National Health Assembly for
the GOLD-supported Municipal Health Planning and Budgeting Workshops and Hospital Boards

were ¢reated in all public hospitals to improve managemenl oversight of service delivery.

« Naga City formulated a 3-year Health Services Delivery Plan in response to prioritics set in the

previous GOLD-supported multi-sectoral conference for improved health services.

« GOLD devcloped a participatory local planning-budgeting process in five GOLD sites for 204
local governments (o help; 1) make local planning and budgeting processes more participatory, 2)

link plans with budgets, and 3) make plans and budgeis more responsive (o development needs and

priorilics.

Development investment Prioritization and Promotion; GOLD assistance includes twa types; (1)

lavestnient Promotion and (2} Project Development for Resource Mobilization

¢ Investment Promotion Offices or Resource Management Centers have been created to assist established
businesses and atiract new investment in potestial projects and Cotabato held its first Trade and

Investment Exposition with the assistance of the Department of Trade and industry and GOLD.

+ Local Governments in Palawan, Capiz and Bohol have undertaken feasibility studies of infrastructure,
irrigation, and agro-industrial projects using their own resources and expertise in collaboration with the
private sector.

« Municipalities in Capiz developed project specific master plans, operationalized a joint venture
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erterprise in panership with the private sector, and explored innovative financing mocles for funding the

cxpansion of a public market.

+ Right municipalities in Capiz initiated the Inter-municipal Water Supply System Project to improve

services while capitalizing on cconomies of scale to reduce costs (o citizens.

+ A Rural Waterworks Association in Palawan is receiving assistance (o rehabilitate the water supply
system and the watershed from which the town's water supply is sourced. GOLD provides guidance in
developing the association’s collection and financial management systems, and to strengthen the

relationship between the association and municipal govermment,

Environmental Planning and Management; GOLD assists local governments to work more closely with
their citizens to define priority problems, initiate achicvable actions, and fund these initiatives using local

resources. Sixiy-two locally inittated projects are currently underway.

+ Solid waste management programs have been launched by participating local governments that include
a waste recovery center in Bulacan, collection and dumpsite improvements, segregation schemes, and

integrated SWM approaches in General Santes and Metro Dumaguete.

« Local governments in Capiz have decentralized coastal resource management respensibilities and four

municipalities have joined to jointly manage Pllar Bay, a shared resource.

* Local governmients in Saranganl, Bohol, and Nueva Vizcaya have initiated free farming programs witht
private sector supporl, assumed the management of watershed and reforestation projects from the national
government, and implemented the first local government-initiated Community Based Forest Management

Progranm in the country.

+ Local governments in Palawan, Bulacan, Bohol, Capiz, Naga City, Geaeral Santos City and Cotabato

have incorporated parlicipatory modes into their development and environmental planning process.
Policy and Commanication, GOLD's Policy and Communication assistance helps local governments and

the Leagues of Local Govemment to develop their own capabilitics, and monitors GOLD sile protocal

activitles to formulate emerging policy issues.

« GOLD presented the resuits of the 7th Rapid Field Appraisal of Decentralization to national

government agencies, the leagues of local government and the media.
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* Thirtcen Occasional Papers were published on local finance, potice supervision, personnel
arndgement, health services, opportunities for improving local government-NGO relations, refonming the

municipal development fund, inter-local cooperation, and resource allocation d iparitics.

* A key focus is assistanee to the Leagues of Local Government and DH.('s Oversight Commiittee in
their review of the 1991 Local Government Code and support in creating (he new League of Leagues of

Local Government,
Implementing Agency

the Govemance und Local Bemocracy (GOLD) Project is a United States Agency for international
Development (USAID)-sponsored technical assistance program to the Govemment of the Republic of the
Philippines. Techaical support is provided to participating local governments by ARD, inc., a consuiting
firmy with a strong interational track record in decentralization and local govemance concerns. ARD
previously implemented the successful Local Development Assistance Program (1LDAP) which provided
valuable support to the Philippine Government’s decentralization effort from 1991 10 1994. ARD is

assisted by OIDCY, GIFG, HERS, and PADCO through subcontract managements.

For institutional development assistance to NGOs and the Leagues of Local Goveinment, USAID provides

scparate grants to the Philippine Business for Social Progress (PBSP) and the Evelio B. Javier Foundation
(EBIF).

For additional information on the GOLD Profect, please contact.

The Chief of Party Telephone: (632)893-9647; 893-9760; or 893-9766
GOLD Project Facsimile: (632)893-9602
7th Floor ALPAP [ Building E-mail; ardgold@mnl.sequel.net

140 Alfaro Street, Salcedo Vitlage
Makati City, Philippines
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Michae! M. Calavan

SYNOQPSIS OF FINDINGS

SEVENTH

RAPID FIELD APPRAISAL OF DECENTRALIZATION

Summarizing Past RFAs

July 1982 saw newly elected local government officials adopting a "wait and see” allitude.

January 1983 found local government officials beginning to move forward on Code
implementation, with national government agencies responding.

September 1893 had problems in the devolution of personnel beng solved, and the
internal Revenue Allotment system beginning to function.

June 1994 demonstrated increased momentum on the part of LGUs as thay reaped
fruits of experimentation.

June 1995 found increased local resource mobitization, and improved service delivery.
However, National Government agencles had not pro-actively filled new roles after
devolution was accomplished.

May 1996 demonstrated incredible diversity of experimentation as the decentralization
process diffused across all classes/types of LGUs and deepened into more mature
management of service detivery.

Governance and Local Democracy Project
Project No.492-0471
Prepared by the Associates in Rural Development, Inc.
Under Contract No.492-0471-C-00-5089-00
With USAID/Philippines
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EXECUTIVE SUMMARY

This Rapid Ficld Appraisal of Decentralization is the seventh in a secies undertaken since the
implementation of the Local Government Code in 1992, Thesc appraisals provide the local perspective on
trends in the decentralization process, and constraints to those trends. Consultants familiar with a region
undertook a rapid, qualitative investigation based on intervicws. In the 7t RFA all regions except the

National Capital Region were covered, along with National Government Agencies.

‘The 7th Rapid Field Appraisal revealed innovation, quality, and relevance at the local level. Innovation
because tocal officials sought new ways to accomplish matters that the Code atlows local governmeats to
achieve. Quatity service is more often the goal, as local communities focus on how well service is being

provided. Relevance as officials and communities work together to address locally defined issues.

The Tth Rapid Field Appraisal puts forth four conclusions:

1. Governanee in the Philippines is being redefined at the local level.

2. Decentralization under the 1991 Locat Government Code has been a success.

3. A new, participatory style of local leadership is emerging.

4. National government agencies have not pro-actively addeessed the challenge of providing technical

backup to local governments pursuing locally defined priorsities.

These themes are supplemented with a wealth of local detail, discussed in terms of Trends discovered,
Constraints to these trends, and possible Recommendations. Trends describe what is happening in the
dynamic process of decentralization. Constraints are then linked to these trends, and recommendations are

aimed al those actions that will hasten the forward movement of the process.

There arc several sections:

+ $,0col Revenue and Resource Mobilization, which discusses the upsurge in alteation being given to
increased efforts at revenue generation and allernative financing modes;

+ Delivery of Basic Services (Health, Agricolture, Social Seivices, Environment}, where the problem of
localizing delivery in the face of continuing initiatives on the part of national government agencies,

+ Participation, which juxtaposes substantial compliance with the letter of the Local Govemmment Code
and some continuing constraints on deepening citizen parlicipation;

* The National Government Agencies, with special fecus on NEDA, DILG, and COA; and

+ Special Focus: Autonomous Region in Muslim Mindanao, which delineates the special situation

faced by local governments under the ARMM's own Local Government Code (passed in 1994).

Rapid Field Appraisals are designed to provide timely feedback on the policy and adminisirative
adjustments needed to fulfill the goals for greater local autonomy set forth in the 1987 Constitution. It is in

this spirit that recommendations are put forward.

{46



Appendix 2, Preaciation Papers and Oiher Hand-Outs for Presentation

SYNOPSIS OF FINDINGS
SEVENTH
RAPID FIELD APPRAISAL OF DECENTRALIZATION

BACKGROUND

tn August 1997 the Governance and Local Democracy Project (GOLD)* undertook this seventh in a series
of Rapid Field Appraisals (RFAs). The rapid appraisal approach to monitoring decentralization reforms
was pioncered in 1992, during the USAlID-assisted Local Development Assistance Program (LDAP).
REAs have tracked the implementation of the 1991 Local Goverament Code since that itme, and it is

anticipated that RFAs will continue to be undertaken at approxtmately yearly intervals.

Rapid Field Appraisals have playcd a unique role in monitoring decentralization reforms in the
Philippines. The Implementation Teams for both LDAP and GOLD have been specifically tasked with
tracking the pace and direction of the government’s decentralization agenda. This effort provides timely
feedback on the policy, administrative, and political adjustments needed to respond to the vision and goals
for greater local autonomy set forth in the new Constitution of 1937 and its subsequent ¢nabling

legislation, especially the Local Government Code which was implemented in January 1992.

Among all Rapid Field Appraisals, the Seveath RFA is the most extensive. All regions except the National
Capital Region were covered. National Government Agencies were also contacted in order to assess their

perspectives as they participate in the decentralization process.

Rapid Field Appraisals have always been chiefly concerned with describing the actual experience of
decentralized govemance at the local level, rather than with reporting anecdotal viewpoiats derived from
secondhand information. Consultants famifiar with a region underlake a rapid, qualitative investigation
based on interviews with local government officials, national government agency personnel, and
respondents from the private sector and non-government organizations. Interviews are guided by an

informal questionnaire designed to assay key elements of the decentralization process, namely:

+ Local Revenue and Resource Mobilization
+ Delivery of Basic Services (specifically Health, Agriculture, Social Wetfare and Development,and
Environment)

¢ Participation, and

*The Governanee and Local Demacracy Project (GOLDY), assisted by the United States Agency for Internationat Developrent, is
curreatly providing suppost 12 the Government of the Philippines for its decentratization reforms. This represents a contineing
parinership between the two governments (o institutionalize the demaceatic teforms voder the 1987 Constitetion and dramatically
restructure the character of govemance in the Phitippines from a cenlratized Lo a decentralized system.
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+ Government Operations, including Personnel Matters and Intergoveramental Relations

The resulis of regional appraisals are then brought together in a "Synthesis Seminar” in which a team
consensus is sought as to prevailing trends and major constraints, The views of national agencics are
reviewed and fed into the distillation of trends/constraints, and are used to Rapid Field Appraisals have
always been chiefly concerned with deseribing the actual experience of decentralized governance at the
local level, rather than with reporting anccdotal viewpoints derived from secondhand information.
Consultants familiar with a region undertake a rapid, qualitative investigation based on interviews with
local government officials, national government agency personnel, and respondents fiom the private sector
and non-government organizations. lnterviews are guided by an informal questionnaire designed to assay

key clements of the decentralization process, namely:

+ Local Revenue and Resource Mobilization

* Delivery of Basic Services (specifically Health, Agriculture, Social Welfare and Development, and
Environment)

* Pasticipation

* Govemment Operations, including Personnel Matters and Intergovernmental Relations

The results of regional appraisals are then brought together in a "Synthesis Seminar” in which a teai
consensus is sought as to prevailing trends and major constraints. The views of nationai agencies are
reviewed and fed into the distillation of trendsfconstraints, and are used to compare local experience with
national perceptions. Where appropriate, recommendations that suggest themselves from the
trendsfeonstraints consensus are also formulated by the consullant team. A Synopsis is then prepared on
the basis of the consensus reached at the synthesis seminar. (More details on Rapid Ficld Appraisal

methodology can be found in the Annex on Method.)

THEMES OF THE SEVENTH RAPID FIELD APPRAISAL

The Fth Rapid Field Appraisal revealed innovation, qualily, and relevance at the local level. Innovation
because local officials sought new ways to accomplish matters that the Code allows local governiments to
achieve. New resources are being sought and new enabling environments are being established at the local
level. Quality service is more often the goal as local communities change from a focus on whether or not
a service is provided to a concem with how well the service is provided. Relevance is the touchstone of
local governance now, as officials and communities work together to addiess locally defined tssues with

locally available resources.

The empirical findings from the field led the team to put forward four general conclusions:
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1. Governance in the Philippines is being redefined at the local level. The 1991 Local Goverament Code

provides an enabling environment that altows experimentation, patticipation, and dif ferentiated service
delivery throughoul the Philippines. For instance, goveraments are no longer seen as the sole deliverer
of social services. Partnerships with the private scctor and non-governmcit organizations have been

crafted for more responsive local governance.

2. Overall, decentralization under the 1991 Local Government Code has been a success. Despite transition

4.

difficultics encountered at the beginning of implementation in 1992, and administrative systems that
are often holdovers from pre-Code centralized proceduses, redefinition of governance has allowed local

governmenis to better serve their communilies.

. A new, participatory style of local leadership is emicrging. Many local leaders are more attuncd to

development activities, and are willing 10 engage in partnership with the private sector and non-

government organizations. In this manner, scarce resources are maximized.

A major constraint to further decentralized democratic development is reluctance at the center o
change. After initial administrative moves to devolve personnel to local governments, national
government agencies have not pro-actively addressed the challenge of providing technical backup to
local govemments pursuing locally defined priorities, Too often governance takes place in the context
of inherited centralized modes of thinking and planning, and administrative systems have not been

changed to reflect new realities.

While these are general themes that emerge from this Seventh Rapid Field Appraisal, there is a wealth of

local detail, which enriches our understanding of democratic decentralized governance. This "Synopsis”

discusses these details in terms of Trends discovered, Constraints to these Trends, and possible

Reconumendations. There are several sections:

Local Revenue and Resovrce Mobilization

Delivery of Basic Services (Health, Agriculture, Social Services, Environment)
Participation

National Government Agencies

Special Focus on the Autonomous Region in Muslim Mindanao

LOCAL REVENUE AND RESOURCE MOBILIZATION

There is an upsurge in atlention being given to, and concern for, focal revenue mobilization and
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management. Local officials are engaged in increased efforts to generate local revenues and to avail of
alternative revenue sources and creative financing modes. Key aspects of this trend include a growth in
joint ventures and creative forms of public-private parinerships aimed at bringing the issue of generating
local revemies to a broader audicnce: There are even stirrings of greater participation in the decision-
making process surrounding new revenue ventures, This is the outcome of local government’s growing
realization that elements of civil socicty need to be brought into the process of sustaining government

revenue ventuees.

On the down side, there is continuing frestration among local governments with respect to policy and

administrative constraints, many of which have been noted in previous RFAs,

Trends

Four basic trends were idemtified. The first three reflect continwation of strong trends indicative of crealive
resource generation first identified during the Sth and 6th RFAs. Tirst, there appears to be increased
pacticipation of the private sector (both business and NGO/PO groups) in generating resources—lmancial
and human—-for loca! initiatives. Theee are reports of renewed efforts to develop small-scale BOT
schemes, to form joint ventures in building or managing markets, and to construct small-to medium-scale

infeastructure such as fish ports, markel buildings, ete.

Second, an increasing number of local governments are actively pursuing pre-implementation of
alternative veatures to generate revenues, These include user fees, fee for service, credit finance (foans and
bonds), etc. Bul there remains a large knowledge gap affecting both the pace and scale of such activities.
This gap should not detract from the bastc trend that continues from previous RFAs; that local officials are

intenscly interested in and pressing forward with alternative forms of finance.

A third trend is that local governments are more activist in exercising their corporate powers for purposes
of creating investment and economic developraent incentives. There are exanmiples of local governmenis

developing quasi-public corporations in order to atiract, coordinale, and participate in development

enterprises managed via privale sector means.

The last trend in this category is not entirely new, but is gaining strength. There is a significant rise in the
assertiveness of local governments in exercising their dominion in matters affecting their locality, but
implemented by national agencies. Local officials are more adamant that project objectives be in line with
local priorities and that resource allocations be under their management, or at least be subject to local
discipline. Instances were even cited where localities were willing to lose projects, both large and small,
as a result of insisting that focal prioritics/perspectives prevail. While the team does not venture to judge

whether this trend is advantageous, it nonetheless represents a genuine effort to assert the preeminence of
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local avtonomy.
Constrainls

In terms of inter-governmental relations, there remains frustration at the local level with counter-
productive policics and administrative procedures constraining local development. Concern is expressed
over a wide varicty of aveas, but most frequently with respect to policies affecting financial autonomy,

audit, planning and approval processes.

While there are certainly a multitude of specific problems affecting better revenue mobilization and
management, the consultants focused on three areas. Firsy, it continues to be cvident that various
administrative practices and systems held over from the pre-Code era are unresponsive and severely
constrain momentum toward revenue self-sufliciency. This is especially evident with respect to audit
procedures and real property tax administration. Audit regulations remain so tied to antiquated methods
and procedures that local governments experience not only consiraints on their most innovative efforts, but
also face consiraints Lo such basic improvements as computerization of fund management and fax
systems. Local officials report that the very ebjectives of computerization—elfficiency, streamiined
processing, multiple entry and forms reduction —-arc undercut by the interpretation of auditors insisting on

the use of cerfain forms, steps, elc.

In the case of real property tax administration, local governments find that the rule-bound systems
inheriled from the pre-Code era have contributed to endemic migimized tax collections. This situation is
further exacerbated by the many years before 1991 when valuations were not market adjusted, leaving
tocal governments to face the daunting task of adjusting ratcs 10 market values in a short period, which is

politically unacceptable.

A second constraint is that there remains a significant deficiency of timely, practical infosmation, relevant
skills, and local experience available to enable alterpative financing niodes. It must be recalled that prior
1o the Code, local staff and officials were rarely called upon to act outside of strictly proscribed
boundaries of financial management. Debt financing was not encouraged and the sophisticated funds
management requiced to deliver devolved services was rarely practiced. Most local governments operated
in a “projectized” mode, that is, funds were received and applied for specitic projects, and little discretion
or management flexibility were required. Thus, outside of cities and adjacent municipatities, there is bule
sophistication regarding innovative public finance management. Information that docs exist, such as

supplied for BOT, is generic and only of use in early stagces.

A third constraint is the problem of rationalization of public financial resources. There is strong objection

to unfunded mandates, the steep rise in national agency budgets, and the lack of focus arising frem funds
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allocated via congressional insertiions and countryside development funds. Local governments regularly
and aggressively pursue the latter as a means of funding projects. However, many point out that an
extremely large amount of national resoucces - far more than local governments receive as their Internal
Revenue Allotment - is being allocated to local activities without benefit of cither local input or rationale.
While short-termy development needs might be met via such centralized funding mechanisms, longer-term
development plans of local communities are continually disrupted by congressional funding of "pet”
projects, typically with a bias for visible infrastructure, much of which is nonessential to long-term

investment priorities. This is on top of exhortations to pursuc unfunded mandates or accepl new

nationally-defined programs,

Finally, local government officials continue to protest, as they have since 1992, that local shares of
national wealth ace neither transparently identified nor rationally allocated. Although the Department af
Budget and Management last year issued DBM Circular §-96 on the processing of claims to local

government shares in national wealth, there is consensus that more needs ta be done on this subjact,

DELIVERY OF BASIC SERVICES

1n a general trend first noted in the Sixth Rapid Field Appraisal, local officials, staff and even NGO
representatives are increasingly questioning the unchecked rise in the budgets of national agencies that
have devolved significant functions and personnel to local government. Respondents noted that some
agencics have been devolving functions and major personnel costs while continuing to receive budgetary
altocations from Congress as if they were still in charge of delivering the very services that were devolved.
This issue goes bayond the problem of the cost of devolved functions to renew critical questions aboul

“tmperial Manila's” apparent reluctance to accept the profound implications of a decentralized approach to

development and govemance.,

[t is in this context that the 7th RFA examined trends and constraints in four devolved service delivery

areas: health, agriculivre, social welfare, and environment.

ON HEALTH

Overall it is observed that while delivery of health services is most often the most difficult technical
challenge for local governments, the Department of Health has been supportive and creative as a devolved
agency. For instance, it set up an office—Local Government Assistance and Monitoring Service—
precisely to respond to issues and concerns that arose out of the devolution process. This is all the more

admirable in that Department of Health is constantly faced with balancing the rights and needs of healih
workers and local community needs.
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Trends

Since devolution, local governments have continued to allocate revenues from both traditional and non-

traditional sources to address healih needs and provide benefits to personnel.

Consultants found that participatory decision-making with respect to health care is on the rise. There is
increasing participation of communities, NGO/POs in the planning, implementation, monioring and
evaluation of health progiams, especiatly at the nunicipal and barangay levels, in response to the demand
for quality health services and DOH promotion and suppott for participation at the local level outside of
mandated venues. However, the trend is toward more pariicipation in program implementation, rather than
in organized health boards. At the barangay level, NGOs are more able to influcace the degree of

participation and the quality of service delivery.

On the financial front (a key issue, given the expense of health care), local governments are increasingly
generating income from fees for services, charges for materials and similar methods. However, the
Commission on Audit continues to insist that fees and the like be returacd to the local governments’
general fund. Thus, those localities that have passed legislation requiring that such income be used only
for health services must accomplish this indirectly via the budget. That is, after the funds are returned to
the general fund and accounted for, they are then budgeted for health-—rather than the more direct method

of health centers ulilizing retained eampings.

Aside from fee for service schemes, there are other indications that local financing for health is on the
rise. There is an increase in local governments devising community-based health finance schemes outside
of the new Phitippinc Health Insurance Corporation. Realignments of maintenance and other operating

expenses for health personnel and capital outlays are on the rise.
Constraints

The first constraint is that Local Health Boards are not fully functional in many lecales. Consultants
suggest this is a result of a lack of clarity regarding Local Health Board functions and mandates. This is
compounded at the municipal level by limited flexibility in planning and budgeting accorded l.ocal Health

Boards, since most funds are pre-programmed by the Province or the Department of Heath.

Department of Health Field Offices and the Population Commission’s Provincial Offices are stili not yet
fully attuned to provide technical assistance. They still act as primary implementers of nationally

conceived or nationally desirable programs.
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Recemmendalions

The mandate and funciions of L.ocal Health Boards should be reviewed and communicated to localities
through more creative information, education, and communication. The goal would be to have Local
Health Boards become more involved in focal health care management. Also, the Department of Health,
the League of Provinces, and the f.eague of Cities, should conduct a study on modes of hospital
management to include non-traditional approaches such as cooperative management, parlial or full
privatization, or establishment of independent management committees. It is recommended that both
national and local legislation be considered to earmark revenues generated from health facilities and

services for health programs.

Finally, it is worth neting that a number of consultanis reported that the Department of Health has
managed to involve local governments in the conceptualization and ncgotiation of Official Development
Assistance. The Integrated Comnunity Health Services Projeet, a $50.8 mission loan and technical
assistance grant co-financed by the Asian Development Bank and the Australian Agency for Tnternational
Development, was developed in partnership between the DOH and local governments. Tt is recommended
as a model for how National Government Agencies could involve localities in the accessing of

development aid.

ON AGRICULTURE

Past Rapid Field Appraisals have repoited mixed trends in the agricultural sector. Prior to passage of the
Code, local officials often viewed delivery of agricultural extension services as oo generic, poorly
managed, and not adapted to local realities. Tt became evident in early RFAs that develved agricuftural
personnel were having great difficulty figuring out what to do when challenged to plan prionty programs
for their localities, It appears that this service, perhaps more than any other, has been so highly centralized
over the years that its staff are unaccustomed to independent operations of the type required by
decemtralization. As a consequence, the performance of devolved extension personnel has not genecrally

mel the expectations of local executives,

The main venues for participation in agricultural planning are provincial and municipal development
councils, fisheries resource management councils, and agricultural resource management councils. In

ihese venues the citizenry attempt to influence agricultural and fisheries programs that are vital to their

livelihood.

The Department of Agriculture's strategic response o the call to provide technical assistance to
decentralized services is still basically organized around, and limited by, opportunities set by national

programs. This appreach may be useful in some respects, In others it serves to diminish local priorities
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and divert attention from the more fundamental need for devolved personnet to design and manage locally
determined programs. For instance. Gimeng Ani is in part premised on augmenting the salaries of
devolved agricultare extension workers in order that they implement Gintong Ani programs. Local
officials aver that they welcome any support available and are reluctant to refuse offers of assistance——and
since the 6th RFA they seem to have growa more comfortable with Gintong Ani. Siill, it remains the case
that the assistance is seldom closely related to local prioritics, At the national level, Department of
Agriculture officials claim that local officials are "not prioritizing” agriculture, when in fact local officials
are acutely interested in agricultural development. However, they may be giving priority to aspects of the

problem not favored or supported by DA,

Trends

Two major tiends appear in this arca. First, in many localities there is a growing trend for innovating in
agricultural programs, both national and locally generated, with NGO participation. Both regular and
special programs of the Depariment of Agriculture infuse additional resources into lecal government units
and contribute to agricultural development, There is a slight difference in emphasis between the
governmental ang non-governmental sectors in localities. The tendency is for NGOs to be more involved
in alternative, more innovalive programs, while the local government turns to the Department of

Agricultore for more conventional assistance.

Seccond, since devolution, local governments have consistently demonstrated support for agriculture as
shown by their funding of agricultural infrastructure, mobilization and support of PO/NGO and

cooperative movements, of nurseries, training programs and the like.

Constraints

Most local governmeats implement Department of Agriculture progeams and, in varying degrees, constder
them helpful. However, given the program’s stiucture there is little tecway for substantive variation. In
spite of "full devolution” local governments continue to have limited contrel over planning,
implementation, monitoring, and evaluation of projects Tunded from the national budget and overscas
assistance. To address local priorities, local governments typically source their own funds and find
technical assistance outside the Department of Agricuiture structure. Likewise, localities conlinue to be
constrained from developing and implementing their own programs, in part because the Department of
Agriculture continues to dominate the ficld with "large and in charge” programs such as Gintong Ani. This
constraint is exacerbated by the fact that local governments lack access to technical assistance for

planning, since devolved extension workers had not been required previously to have these skills.
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Recommendations

The Depariment of Agriculture should launch an on-site training program for devolved personncl in
agriculture development planning, especially at the municipal level. In conjunction with this, the
Department of Agriculture must develop systematic pro-active means to solicit and respond to local
technical assistance needs. This will counter-balance the current tendency to focus efforts on enlisting
devolved personnel and local offileials to suppoit centrally designed and managed programs. Fifth and
sixth class municipalities should be given priority in this effort. Consultants felt that the since there were
Provincial Agriculturists even before the 1991 Local Government Code, training at the provincial level is

not As urgent,

Department of Agriculture funds earmarked for what are essentially extension activitics should be re-
directed into block grants to local governments for agriceltural development. Operational priorities should
be shilted from national programs "topping up” devolved personne! benefits to suppert of actual extension
activitics that respond to lacal priorities. The practice of topping up perpetuates inequities between locat

and fosmerly national personnel, and exacerbales problems of integrating devolved personnel into local

structures.

A last recommendation is for the Department of Agriculture to adopt a more demand-driven approach to
use of both general appropriations and overseas development assistance (ODA). As noted, above, the
Department of 1ealth has demonstrated with the Integrated Community Health Support Program ihat this
is possible. Funds should not be pre-programmed for specific, relatively inflexible purposes, but should be
allocated via block grants or similar mechanisms to support a wide variety of local agricultural
development prioritics,

ON SOCIAL WELFARE

Devolution of social welfare services has been in most respects a "success story” of decentralization. The
Depariment of Social Welfare and Development willingly and aggressively managed the devolution of its
personnel, who were typically well respected by local executives and readily absorbed into local

organizational structures. Overall, the changeover process has gone well. Services continue to be delivered

without too many difficulties.

Trends

There is, by all accounts, a productive continuing partaership between the Department of Social Welfare
and Development and local governments in delivering social services. Even before develution, local

governments had a role in selecting social service beneficiarics. Devolved personnel do not feel cut off
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from the "mother agency,” as there is continued coordination in programming and priovitizing. Former
national personnel have accepted devolution to local governments, in part because these govermments do
indecd prioritize Tunding of social services. And the role of non-government organizations in service
delivery and coordination is less contentions in the area of social services. In shoit, there tends 10 be a
strong cffective linkage among local governments, noa-government ageucies, and the Department of

Social Welfare and Development,

An interesting development in the aeca of social services is linked to the Minimum Basic Needs (MBN)
approach, Implementation of the MBN data systen is far from universal, and it is occasionally viewed as
an "unfunded mandate”. However, in some areas il is being seriously utilized to direct soctal services; and
this tends to broaden service delivery from short-term crisis response 1o more wide-ranging help for
clients. Nonetheless, it cannot be said that the MBN approach has had an abiding impact on how planning

is done.

Finally, efforis towards the Social Reform Agenda have had an impact at the local level. While there were
problems with funding releases for the first year of the Poveriy Alieviation Fund {when guidelines were

released late in the year), for the second year local respondents cited considerable impact.

Conslraints

There are three constraints to the optimum delivery of sociat services cited by consultants. The first is the
preference some local governments have for concrete, visible infrastructure, as these are perceived to be
better means of getling votes. Thus, while social services are supported in the budget, there remains a gap

relaiive to actual needs— particularly in lower class municipalitics.

The other constraints have to do with the structure of projects under the Social Reform Agenda. A listing
of programs and projects——what amounts to a menu—-js available to localities. The input of local
governments is restricted (o selecting from this pre-identified list, rather than being able (o design their
own projects to meet the goals of alleviating poverty and meeting minimum basic needs. For instance,
officials in Lanao del Norte fell that what was needed were Level 11T waterworks, but guidelines for

Poveriy Alleviation Funds specified only Level 1 or Level L.

Finally, since national government agencies serve as conduits for the Poverty Alleviation Fund, their

internal  procedures can delay the refease of moneys.
Recommendations
We do not presume to offer recommendations regarding the first constraint, since it is the responsibility of
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yolcrs to encourage their governments Lo set prioritics wiscly within existing budgets. However, wilh
regard to projects under the Poverty Alleviation Fund (I1), there ore two recommendations to the Social
Reform Council:

1. The programming mechanism should be reviewed to include greater tocal control over fund allocation
and utilization—-with barangays and various scctors of civil society included in consultations. For
instance, rather than choosc from a set menu prepared by the national governmenl, tocal governments
coutd be encouraged to specify exactly what they necd.

2. Since Poverly Alleviation Funds are for municipal projects, funds should be released directly to

muaicipalities
ON ENVIRONMENT

Eovironmental management is in an ambiguous position, since it is not a completely devolved function.
Section 17 of the Local Government Code specifies that eavironmenial functions devolved to local

government are still under the "supervision, control and review” of the Department of Environment and

Natural Resources.

Trends

There is a very high level of concern about the environment throughout the Philippines. Mindful of their
obligation to promote the general welfare of their inhabitants, local governments everywhere are getting
involved in eavironmenial management. Local governments are increasingly developing programs and
budgeting revenues for the environment, Urban areas often focus on the solid waste management, while
rural arcas focus on watersheds or other water supply issues. Groups of mwnicipalities have banded
together to protect coastal resources. Awards and recognition programs, the best known being the anouat
*Clean and Green” contest, are utilized to increasc awareness and participation in environmental
management. The attitude of locally assigned officials of the Departrent of Environment and Natural

Resources varies— from encouragement, to indifference, to altempls to preserve the administrative

prerogatives of the Department and its employees.

Particolarly impressive is the high level of citizen involvement observed throughout the Phitippines. Local
govemments have formed many specialized organizations to deal with the environment, generally multi-
sectoral. The fact that there is greater cooperation among local governments, the non-govemment sector,

international groups, and national government agencies augues well for environmental management at the
local level,

This environmental aciivism is not confined to the exccutive branch, but also includes activist

138



Apponedin 2. Presentation Papers and Other Band-Outs for Presentation
1!

Sanggunians and individual Kagawads, Many new environmental codes have been prepared or are being

drafted.
Conslraints

Current policy implementation limits and discourages local government involvement in forest
management, The Departmient of Bnviconment and Natwral Resources still Jargely implements Intcgrated
Social Forestry, Because their actions are still under the "supervision, control, and review” of DENR, local

governments have yet to demand control over communal forests.

Since environmental management is a rew arca of local government action, there is a lack of technical
expertise. Convmunities recognize this, and thus there is a streng demand for training, cross visits to other

localities, and similar forms of technology transfer.

National policics often have ambiguous goals and objectives, and confliciing regulations, which hinder
private secior investment and local government inittatives. For instance, national government
pronouncements encourage private sector {ree farming, while at the same time regulations atempt to
insure that cul trees do not come from natural forests. These two laudable goals come into conflict when

cumbersome verification processes for cultivated logs makes private sector production very difficult.

As is $o often the case with national government programs, tocal governments are unable to effectively
address environmental concerns because they are nol involved in planning and managing nalional
programs in their areas. Too often the national govemment makes palicy commitinents that affect local

governments, but those governments are excluded from the decision-making process.

Recommendations

{i is most important to clarify the eavironmeatal policy framework for the Philippines as a whole, and the
corresponding roles and relationships among the Department of Environment and Natural Resources, its
local offices, and local governments. Lacal governments are anxious to protect the environment and
reatize that the Depariment of Environment and Natural Resources, is oversiretched in its nation-wide
responsibilities. Much greater clarily is nceded on what the Department is going to do, and what local

governments will do.

Once this is accomplished, focal governments can begin to institutionalize focal units responsible for
addressing local environmental concems. These could be separate eavironmental offices, or units within,
say, the agricultural office. In any case, technical support from the Department of Environment and

Natural Resources for these usits must occur.
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PARTICIPATION

Concern for participation permeates all subject areas examined in Rapid Field Appraisals, Uffective
citizen participation can (ake place in any policy arena, at any point of the policy cycle. In this secilon we

take a brief look at the overall picture of participation.

Trends

Garlier RFAs identified a positive trend toward greater participation in local governance. These
assessments identified a broad trend toward more NGOs being accredited and subsequently incorporated
into special bodies. In short, there has been substantial compliance with the letter of the Local

Govemiment Code.

Likewise, RFAs reported the gradual casing of interference by local chief executives in the choice of NGO
representatives and in NGO participation in general. While there are some localities where local
executives and NGOs have difficultics working together,this occurs less frequently than conventional
wisdom would have it-——there has been much less “tead-pol” behavior among local chief executives than

many expected or assumed.

Reinforcing these positive trends is the widespread use of multiple venues for popular parlicipation.
Venues not mandated by the Code, bat utilized for specific purposes can cifectively funnel citizen inputs
to governance. Fisheries and Aquatic Resources Management Councils allow direct input into policies and
actions vitally important to coastal dwellers. Community organizing which typically accompanies many
social services increases citizen impact on the government. Bantay Dagat and Banfay Gibat bodics

translade citizen concern about the eavironment inlo participalion in governance.

Local offilcials have realized that the "resources” available to local governance are greater when activities
incorporate NGOs, private fitms, and ordinary citizens. Joint ventures, BOTs, and other public-private
partnerships multiply resources brought to bear on specific issues. The volunteerism that is encouraged by,

for instance, Local Health Boards proves to citizens that their activilies can make a difference.

Constrainls

One of the major constraints to fulfilling the spirit of the Local Government Code as well as the letter is
the diffuse mandate of Local Development Councils. The non-government ¢community has spent
constderable effort to obtain seats on the Council, often to learn that nobody knows what exactly is

supposed 1o occur, or how to nmanage il. Thus, as time has passed more energy hias been devoted to the

spectalized, non-mandated bodics discussed above.
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A second constraint flows from the discussion of agricultural and cnvironmental service delivery. There is
a lack of community involvement in planning and managing national programs in their locality. National
government agencics in Manila continue to plan programs and projects that atfect localities, The mandate
of the Lecal Government Code (Scetions 2(c), 26, and 27), on prior consultations before any program or

project is implemented in local jurisdictions, has rarely been followed.

A final constraint is remaining clashes of perspectives between local governments and noa-governmeat
organizations. The wild suspicions of the early 1990s (NGOs perceived as communist, local goveraments
perceived as oppressive) have faded, but difficulties remain that must be worked oul. Elected tocal
officials are accustomed 10 mceting deadlines of the governing cycle and deriving their legitimacy from
clections. NGOs are accustopcd o maximizing discussion, no matter how long the process takes, and
derive their legitimacy from service delivery or more professional criteria (such as patticular expettise).
o cite this constraint is not to imagine that it will disappear—it must be recognized by obscrvers as

ineradicable.
Recommendations

Technical assistance should be made available for designing processes which maximize the utility of
Local Development Councils, and ether participatory venues, for both government and non-government
representatives. This would include technelogics for participatory planning, facilitation of meetings,
linking budgets to plans, and participatory monitoring. Already certain provinces like Nueva Vizcaya arc

demonstrating that this can be accomplished.

A second recommendation is that both national government agencics and foreign donors should make the
effort to embrace a demand-driven project style. The Department of Health, through its Integrated
Community Health Care Support Program, has shown how this can be done even for large, foreign-funded

programs.

THE NATIONAL GOVERNMENT AGENCIES

As has been the case since the Sth RFA (June 1993), Rapid Field Appraisats now include an examination
of the plans and initiatives of National Government Agencies with respect to decentralization under the

1991 1Local Government Code,
Many issues originating from National Government Agencics have been canvassed in the separate
discussions of resource mobilization, and of the devolved services in agricultuse, health, secial services,

and the environmen!. This section briefly notes findings from the National Economic and Development
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Authority (NEDA), the Department of Interior and 1.ocal Government (DILG), and the Commission on
Audit (COA).

NEDA has identificd as one of its prioritics the “building of LGU capacities in planning and projcet
development and the rationalization of national government support to L.GUs according to the LGUs'
financial strength and economic potentials.” Toward this end, NEDA initiated the formation of Project
Development Assistance Centers in cach region to assist local governments in the project cycle. In
addition, NEDA Board Resolution No.1(1997) allows local governments to construct national reads and
bridges within their jurisdiction as long as at least 50% of the funds cemc from local budgets. The aim of

this policy is 1o promote local "ownership” of such projects.

The DILG performs a somewhat contradictory role with respect to decentralization. The Bureau of FLocal
Government Development is the secretariat for the Oversight Committee, and as such is in extensive
contact with local governments as amendments to the Code (during the 5-Year Review of the Code) are
discussed. The FLocal Government Academy is attempting to build local capacity in a number of areas.
Yet, the DILG's several memoranda on the use of the 20% Development Fund are widely seen by local

officials as prejudicing local autonomy.

Finally, the Comniission on Audit also figured in recent moves with respect to autonomy. In response to a
widespread clameor about the operations of provincial hospitals, a joint circular by DBM, DILG, and COA
was drafted to allow the Provincial Hospital Administrator to approve vouchers. However, the Legal
Department of COA gave the opinion that such an action would need legislative approval rather than just

action by the executive branch of govemment, and thus the circular was not issued.

SPECIAL FOCUS: AUTONOMOUS REGION IN MUSLIM MINDANAO

The Autonomous Region in Muslim Mindanao (ARMM) mcrits special focus for two reasons.
First, the region is important for peace and developmient in the Philippines. Many, both within the
Philippines and abroad, look for progress in this region to alleviate decp-seated problems of southern

Philippines. The second reason is that the context for local governance in the Autonomous Region in

Muslim Mindanao is very different from the rest of the Philippines.

Centext

The 1987 Constitution specifies that special autonomeous regions be constituted for Muskim Mindanao and
the Cordillera. The Qrganic Act for the Autonomous Region in Muslim Mindanao was passed in 1989,

and ratified in a plebiscite in four provinces.” This resulted in the devolution to the regional govemment
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of practically all domestic functions of goverament. When the 1991 Local Government Code was passed

only health services were left ta be devolved.

When the Autonomous Region passed its own Local Goverament Code in 1994, it insured that all powers,
responsibilities, and resources were relained by the regional government rather than by provinces and
municipalitics’ The regional government insured that the act not diminish the power of the regional
government. For instance, Scetion 457 of the ARMM Local Government Code provides that the regional
government appoint provineial officials: 1lealth Officer, Social Welfare and Pevelopment Officer,

Agriculturalist, Natural Resources and Environment Officer, and the Tourism Officer,
Findings

Not surprisingly, there is a desire among provincial and muaicipal officials in the ARMM for the same
powers, responsibilities, and resources that their counterparts in the rest of the Philippines enjoy. These
officials are patt of the same Leagues of local government as are officials from the rest of the Philippines,
and are well aware of the opportunitics for decentralized governance offered under the 1991 Local

Government Code.

A second finding is that, even given the regional dominance in service delivery, local government units
supplement regional efforts. This is particularly the case for agricultural and fisheries programs, which are

s0 imporiant in these rural areas,

A third finding is the increasing intellectualization and professienalization of local elected leadership, and
local povernment bureaucracies. More officials have college degrees, and more express technocratic or

professional aspirations for decentralized development.

A fourth finding is that civil sociely in the Autonomous Region in Muslim Mindanao is quite strong and
dynamic. This finding may strike some observers as surprising, given stercotypes of Moslem society.
However, il is easy to find self-help groups at the local level to which many citizeus can orient their
activities. These groups, like non-goverament groups throughout the Philippincs, occasionally source

funds from abroad. However, fundamentally their roots are in the local community.

* An Organic Act for the Cordiflera was defeated in a plebiscite in January 1990, A second Ocganic At was passed in lae 1997,
and will be subjected 1o a plebiscite on 7 March 1998,

The second Organic Act for the Cerdillesa, by contrast, provides that nothing in the act shall diminish the powers and

sesponsibilities that Jocal gavernments enjoy under the 1991 Local Government Cede.
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ANNEX: ON METIHOD

Rapid Field Appraisals have always focused on the local perspective. This RFA is no exception.
Consultants are choscn who are knowledgeable about their regions. The consultants are asked to observe,
investigate, and repoit on tocal opinions and experiences of the decentralization process. Regional reports
are then discussed at a two-day seminar among the consubtancy team (for the 7th RFA, 13-14 August

19973, which discussions form the basis for the overall "Synthesis”.

The RFA approach typically yiclds very different information than do cvaluations that rely on reposts o
central government from government field representatives, or studics which portray local reality by

interpreling what should be happening as a result of policies and administrative promulgations emanating

from the center.

Topical Areas

Past appraisals have addressed a wide variely of topics that scemed most important at a given point in the
decentratization process. The choice of (opics has been largely dependent on the most conspicuous and
critical dynamics of the moment. Yet all RFAs have in various ways looked at cerfain consistent themes

such as local finance, local service delivery and participation of the NGO sector,

For the 7th RFA we reviewed all past RFAs and then derived the following (five topical areas which

maintain continuity as well as take cognizance of emerging themes:

1. Local Revenue and Resource Mobilization
2. Local Government Service Delivery

3. Participation

4. Inter-Govemmental Relations

5. Local Government Administration,

Local service delivery as usnal received focus and attention; consultants looked at agriculiure,
environment, health, and social welfare. Also examined was participation in relation to planning and

service delivery issucs,
Trends Analysis Approach

The 7th RFA again uses the trends analysis approach. Trends analysis differs from conventional problem
analysis in two ways. First, trends analysis seeks to understand and describe what is happening in the

dynamic process of decentralization rather than to undertake a critique based on the premise that
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decentralization should hypothetically be at a certain point.

Seccond, while not averse to acknowledging and recording problematic issues, trends analysis is cssentially
concerned with identifying positive trends as & means to describe in what manner decentralization is
moving towards its objective of better governance based on local exercise of greater powers, awthorities

and responsibilities.

Trends analysis also identifies constraints and links these to the positive processes. In this manner,
recommendations are more precisely aimed at those actions that will hasten the forward movement of the

Process,
List of Consultants
This Synopsis of Findings was prepared by Kenneth 1. Ellison, Chief of Patty, and Steven Rood, Policy

and Indicators Measurement Specialist, on the basis of the 7th Rapid Field Appraisal seminar and

individual appraisal papers submitied by the following consultants:

Consullant Region

Alex Bello Brillantes Region 1

Nelia Zingapan-Cauilan Region 11

Alberto C.Agra Region 1}

Conchita Ragragio Region ¥V

Femanda Navarro Region V

Agncs Villaruz Region V1

May Elizabeth Segura-Ybanez Region VII

Oscar Francisco Region Vill

Carmencita Cochingco Region IX

Emesto Villegas Region X

Ma. Asuncion Chin Region X1

Nelia Bonita B. Agbon Region X1

Arellano A. Colongon, Jr. Cordillera Administrative Region
Annabelle Cajita Caraga

Macapado Muslim Autonomous Region of Muslim Mindanao
Heaedina Razon-Abad Nationtal Government Agencies
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