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Introduction and Overview

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are very large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain relatively poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Depsite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political ecoomy drivers that shape the dynamics underlying how public governance is managed. 

This section presents a brief overview of ten countries--Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen--on which case studies of decentralization were prepared.
  It succinctly covers basic intergovernmental structures, the decentralization policy frameworks, local government powers and functions, the degree of local government autonomy, subnational political systems and processes, and transparency and citizen engagement mechanisms.
  

This overview is not intended to be comprehensive or definitive--the countries covered here are complex and diverse, and there are considerable gaps and uncertainties in the information presented.  The focus is more on comparatively describing decentralization than assessing it. It is very difficult to compare synthetically the complicated and varied underlying dynamics and goals, so these are treated in more depth in the individual cases.

Basic Intergovernmental Institutional Structures

The majority of the countries examined here have a unitary system of government, in which power lies in a central government that makes decisions about if and how to decentralize powers and functions to subnational government units. Only two of the countries (Nepal and Pakistan) have federal systems, but these were adopted by the national government rather than development voluntarily by constituent regions, and Nepal only became federal in 2015. 

Many of the systems examined use three types of subnational government, but more or fewer can also be found among the cases (Table 1). The types of subnational units listed are not necessarily at different levels--for example they may be different types of local governments, some in urban areas and some in rural areas.  Some of these levels (as discussed later) are devolved entities with elected governments and others are more like deconcentrated levels of administration.  There can also be varying relationships among the tiers--this can vary from being relatively independent to relatively hierarchical.  It is impossible to compare all of these differences across the countries here, but they are treated more in depth in the individual case studies.

Table 1: Intergovernmental institutional structure

	
	Population  (millions)
	Government system
	Subnational levels/types of government

	Bangladesh
	168.9 (2015)
	Unitary
	Rural local: zila parishads (districts, 64); upazila parishads (subdistricts, 510); union parishads (5000);
Urban local: city corporations (11); pourashavas (municipalities, 315);
Hill district authorities (3)

	Bhutan
	0.7 

(2012)
	Unitary
	Dzongkhags (districts, 20) and class A thromdes (self-governing municipalities, 4);
Gewogs (blocks, 205);
Chiwogs (villages, 1044) and small thromdes (municipalities under district administration, 16)

	Cambodia
	15.7 

(2015)
	Unitary
	Provinces (23, including 3 municipal) and capital; 
Districts (159) and municipalities (26); 
Communes and sangkat (municipal communes,1621) divided into villages

	Indonesia
	256.0 (2015)
	Unitary
	Provinces (34, of which 5 are special regions)
Local governments: kota (cities, 98) and kabupaten (rural districts, 410);
Kecamatan and desa (sub-districts and villages, 69249) –two lower levels with limited formal roles, although role of village being expanded in 2015

	Nepal
	31.6 

(2015)
	Federal
	Zones (14);
District development committees (75);
Urban: municipalities (urban including recently amalgamated villages, 191) 

Rural: village development committees (3276)

	Pakistan
	209.7 (2014)
	Federal (new in 2015, details emerging)
	Provinces (4) and Territories (4);
Districts (Zillas, 96);
Tehsils (337);
Unions (6022)

	Philippines
	101.0 (2015)
	Unitary
	Provinces (79);
Cities (112);
Municipalities (1496);
Barangays (villages, 41944)

	Sri Lanka
	22.1 

(2015)
	Unitary
	Provinces (9)

Urban: municipal councils (large urban, 23), urban councils (small urban, 41), 

Rural: Pradeshiya Sabhas (rural, 257)

	Vietnam
	94.3 

(2015)
	Unitary
	Provincial level: Provinces (58) and (centrally-controlled) municipalities (5);
District level (700): Provincial cities/urban districts, towns and rural districts;
Commune level (> 11,000): townships, communes (rural) and wards (urban)

	Yemen
	26.7 

(2015)
	Unitary
	 Regional governorates (21) including the capital city;
Urban and rural districts (333)


Decentralization Policy Framework

All of the countries have some type of decentralization policy framework, but it differs considerably in terms of level of detail on the system it defines, its legal basis, and the drivers underlying it, among other dimensions (Table 2). The multiple levels of subnational government in the intergovernmental systems are often endowed with different powers.  

Some countries, such as Indonesia and the Philippines, more strongly empower local tiers, while in others, such as Pakistan, Sri Lanka and Vietnam, the intermediate tiers are stronger (Pakistan is a federal system, but the others are not).  A number of other countries, such as Bangladesh and Sri Lanka, assign different powers and responsibilities to urban and rural areas.  In some cases, there are elected subnational governments to which powers have been devolved, while in others, one or more level operates more like a decontrated form of administation. (More information on powers and political mechanisms is provided below).

In all countries examined here, with the exception of Yemen, decentralization or local governance are enshrined in a constitution, a stronger form of legal empowerment than legislation. The degree of specificity, however, varies. While the constitutions of Cambodia and Pakistan, for example, only generally refer to local governments, other constitutions, such as the one of Sri Lanka, outline more specific legislative powers and functional responsibilites of different tiers of government. In some cases, the formulation of the constitution represented the initiation of the decentralization reform process, while in others the legal documents have been retrofitted to match evolving developments on the ground. 

Despite constitutional mandates, in many countries subsequent legislation further detailing the design and functioning of decentralization reform remains fragmentary and incomplete. In some countries, this is simply a sign of the fact that decentralization reform is in various phases of implementation, but in others it might be symptomatic of certain influencial powers stalling the reform process (See the case studies for more information). In multiple countries, the full set of legal documents have not been harmonized, resulting in policy inconsistencies that keep subnational governments from assuming their responsibilities effectively.

More generally, the countries discussed here, similar to all decentralizing countries world, face strong power dynamics among political stakeholders.  These play a crucial role in the emergence of decentralization and the form it takes, as well as in shifts in its trajectory. In the majority of cases, decentralization at its heart is about the division of powers and resources, hence it is often accompanied by an overt or covert struggle over who gets what. 

Cambodia, for example, adopted decentralization quickly, but at a very modest level, after a period of political turmoil, and reform slowed when the crisis abated.  Indonesia and the Philippines are among the more decentralized countries in the group and both responded to crisis. Reform in the former was more rapid than in the latter, and both have faced challenges. Bangladesh and Pakistan have in the past had stronger provisions for local governments than they do now, but political factors led to changes in policy. In Yemen, decentralization was a core element of a power sharing agreement negotiated to resolve a conflict, but the reform process stalled when negotiations broke down and the parties relapsed into conflict. 

Thus, those seeking to promote decentralization reform and develop good policies need to be aware of historical influences and carefully consider when and where there might be national political space to create a stronger role for subnational governments. The individual cases studies go into more detail about how these dynamics have unfolded in each country.

Table 2: Decentralization policy framework

	
	Decentralization policy
	Underlying framework

	Bangladesh
	Bangladesh provided for decentralization to local governments in its Constitution, but in practice power is still concentrated centrally and local government functions are executed through deconcentrated local entities. Local elections are held in urban local governments and at the subdistrict and lower rural govenment levels. Urban local governments are responsible for a greater range of services than others.
	The 1972 Constitution makes provision for elected local governments and mandates the Parliament to define local government functions (Article 59 and 60). Since 1972, there have been constitutional amendments and new laws that have changed the role and responsibilities of local governments. The most significant of these reforms is the establishment of Upazila Parishads in 1982 and the Local Government Act of 2009.

	Bhutan
	Long a constitutional monarchy, Bhutan became a democratic constitutional parliamentary monarchy. Decentralization gives Thrombes more autonomy presently, while other local governments function more as deconcentrated tiers of the center.
	Article 22 of the 2008 Constitution makes provision for local governments and citizen participation in local government functions. The Local Government Act of 2009 further defines the levels of local governments and their specific powers and functions.

	Cambodia
	Cambodia’s governance system is historically centralized with some marginal decentralization to the communes since 2001. Reforms have been instituted for provinces, municipalities and districts since 2008. Some progress has been made but reforms are still in the process of being rolled out. 
	A 1993 Constitution refers to an administrative division into provinces and municipalities. Laws on Commune/Sangkat Administrative Management and Elections (2001) established elected commune councils. The Law on Administrative Management of the Capital, Provinces, Municipalities, Districts and Khans (2008) extended powers to higher levels. 

	Indonesia
	Until 1999, Indonesia focused on deconcentra-tion to provinces. With the end of the Suharto regime came a sudden, extensive emphasis on devolution to cities and districts (“big bang” decentralization). Recent reforms have marginally reinforced the role of higher level governments and further reforms are being considered.
	A constitutional amendment from 2000 established the foundation for decentralization. The basic frame-work is articulated in law 22 (1999) on Regional Government, amended as law 32 (2004), law 25 (1999) on Fiscal Balance, amended as law 33 (2004), and law 34 (2000) on Regional Taxes and Levies, amended as law 28 (2009).  New laws are in process

	Nepal
	Local governments have been operating under an interim constitution, and while they have some discretion, they have been run by centrally appointed civil servants. Details under the 2015 Constitution are being worked out.
	Local governments are recognized in the 2007 Interim Constitution and its functions are determined through the Local Self-Governance Act (1999) and Local Self-Governance Regulations (2000).  The 2015 Constitution establishes a federal system with local levels.

	Pakistan
	Pakistan is a federal system; provinces have authority for local government legislation and functional assignments.  Laws differ by province. The constitution mandates provinces to hold local government elections, but since 2008 this has occurred only in Balochistan in 2013. 
	Articles 32 and 140-A of the Constitution broadly promote local government. Since the reconstitution of provincial powers through the 18th Amendment of the Constitution, provincial governments have adopted legislation from the 1979 or 2001 local government ordinances or have adopted a hybrid of both ordinances.

	Philippines
	Since the early 1990s, the Philippines has devolved powers and functions to sub-provincial levels. Due to complex politics around the reform, the emerging system is uneven and central and provincial entities still play some significant roles. 
	A1987 Constitution  madated decentralization, local autonomy and popular participation. The 1991 Local Government Code and various laws create the larger decentralization framework providing the detail on the specific roles and rights of local governments. 

	Sri Lanka
	Sri Lanka has a unitary system with power concentrated centrally. The provincial govern-ments are responsible for local government oversight and have some legislative powers. 
	Devolution is defined through three lists in the 9th Schedule of the 13th Amendment of the Constitution. These lists define legislative powers and functional responsibilities of the central government, the provincial councils and the concurrent responsibilities of the provincial and central government.

	Vietnam
	Decentralization was initiated as part of the economic reforms (doi moi) of the 1980s. The role of local administrations has been shaped by policy initiatives decentralizing public sector decision-making to subnational levels since the early 1990s. While the formal framework has remained fairly centralized, there is considerable de facto decentralization driven by provincially-based party elites. 
	Vietnam’s subnational administration was defined in the 1959 Constitution with changes in the 1980, 1992 and 2014 Constitutions. Under  the 2014 Constitution, the Ministry of Home Affairs is creating a new Local Administration Law. Fiscal aspects of decentralization are specified in State Budget Laws of 1997 and 2002, which specify a framework to decentralize fiscal powers while retaining a single state budget encompassing all tiers of government. 

	Yemen
	Decentralization is on the agenda since 1990s reunification, with the goals of  state building, unity, and economic growth. Recent debates, which have been stalled since 2014, point to political strengthening of regions and making local administrative units (districts and municipalities) the engines for Yemen’s economic recovery. 
	Yemen adopted a Local Authorities Law in 2002 as well as a National Local Governance Strategy (NLGS) in 2008. The implementation of the legal framework however has been compromised by a lack of commitment from both government and donor sides as well as the political crisis starting in 2011. Renewed interest in the revitalization of the NLGS exists. 


Subnational Powers and Functions

In most countries examined in this study, local governments have been assigned some general responsibilites for public functions (Table 3). The extent of functional assignments as well as their clarity and specificity vary considerably from country to country. In fact, in many cases, the functional assignments, in particular for devolved functions, remain relatively vague and subject to interpretation/contestation. There are a few exceptions--for example, Indonesia and the Philippines have relatively stronger clarity in functions, although even here there are grey areas, debates over the details and complex interactions with and intrusions from higher levels.  Overall, there remains a strong tendency for considerable oversight--at times even interference--from central or regional governments.  

In the majority of countries examined here decentralized revenue sources are fairly limited and of only modest or marginal productivity, although urban areas often fare better. The most common local revenue sources are property tax, taxes on selected economic activity, various excise taxes, and numerous types of fees and charges, which are usually assigned to different levels of subnational government. Most revenue assignment is done by the central level, although in federal systems, such as Pakistan, provinces have some mandate to assign local revenue authority to lower level governments. In a number of cases there is also some modest revenue sharing between different levels of subnational government. None of the countries have been showing particularly impressive increases in local own source revenue over time (particularly as a share of local revenue). In fact some cases, e.g. Nepal and Pakistan, have experienced a negative trend.  Thus, generally high dependence on intergovernmental transfers seems likely to persist in the medium term without strong action. 

The countries covered here show a large variation in the size of their subnational share in public expenditures. While in several cases subnational expenditures constitute 15-35 percent, there are variations in both directions. In Bangladesh, for example, subnational expenditure is only 3 percent, whereas in Vietnam, it accounts for 56 percent of total expenditures. Subnational expenditure is usually spread across several tiers of government with a tendency in many countries (with a few exceptions, such as Indonesia and the Philippines) to spend more at higher levels. In all cases however, the majority of funds spent at the subnational level come from the national budget and are handed down to lower level governments through intergovernmental transfers, and local governments also face the types of conditions and central government interference noted above in many countries.

Table 3: Overview of decentralized powers and functions

	
	Decentralized functions
	Decentralized revenues
	Spending share

	Bangladesh
	LGs mostly have no strong direct role in providing services and largely function as deconcentrated central government agents. 
	LGs have some revenue options in the form of taxes, fees, rates, rentals, but heavily depend on transfers
	Only 3% of spending by local units (2011/12); other local spending is centrally controlled 

	Bhutan
	LGs have defined roles; thromdes have 27 functions, including water, sanitation, and solid waste, as per 2011 Thromde Rules. 
	Thromdes and gewogs are legally allowed to levy and collect a limited number of tax and nontax revenues.
	22% of public spending (2008) is local; larger share for dzongkhags than gewogs.

	Cambodia
	Provinces dominate subnational service delivery but remain largely under central ministries. Communes have discretion but few mandatory functions and resources. Transfer of more functions is envisaged. 
	Very minor revenues for communes, which rely on fiscal transfers. Provinces have more but limited powers. Further subnational revenue power is envisaged. 
	About 20% (2010) is subnational, mostly (deconcentrated) provincial spending. Elected communes account for about 3%. 

	Indonesia
	Local governments assigned some obligatory functions, e.g., health, education, environment, and infrastruture. Provinces originally assigned mostly coordination and gap-filling roles, but modestly increased (through law 32/2004) and may be further rebalancing.
	Cities and districts levy taxes on property, hotel/restaurant, and a few other bases, plus user charges, but depend on transfers. Provinces have taxes on vehicles, ground water and cigarettes that are shared with lower levels. 
	Approx. 35 % (2010) at all subnational levels, with about 80 % of that at the local level (districts and cities). 

	Nepal
	Local governments responsible for a range of services, but actual roles less clear, better defined if local governments receive conditional funds. More clarity may emerge with the 2015 Constitution.
	Local bodies, especially municipal, have access to tax bases and user fees but revenues declined from 2006-2012 and transfer dependence is high
	Around 11% of public expenditures by local governments (2014).

	Pakistan
	Functions vary by province and local government: districts (mostly rural infrastructure, some basic social services); tehsils (urban services); unions assist villages; neighborhoods propose projects.
	Sources vary by type of local government (districts, tehsils, unions); overall local own resources are limited with most funding comes through fiscal transfers
	Local expenditures constitute around 5% of public spending (2011). Total provincial and local spending is approximately 33%. 

	Philippines
	Local governments hold major service responsibilities, including  health, social services, agriculture, environment, public works, education, and tourism, among others. Some ambiguity and unevenness in functions persists due to policy inconsistencies
	Local revenues include taxes on property, local businesses, and public enterprise, as well as a range of charges and fees. Only cities may impose the full set of allo-wable taxes Provinces and cities share revenues with lower levels. 
	25 % at the subnational level (2010), with just over half of that by cities, municipalities and barangays.

	Sri Lanka
	Local governments are responsible for municipal solid waste, utilities, and markets. Other responsibilities are shared with the center. 
	Municipal councils are allowed to levy certain taxes and user fees under rules and limits set by the center.
	Municipalities account for less than 0.5% of public spending (2006).

	Vietnam
	Provinces may spend on functions not reserved by center and they assign local functions (e.g. waste collection, street lighting). Norms set/monitored by center; nontrivial functional concurrency
	Local taxes (e.g. land) and fees/ charges are allowed, but with limited discretion; the bulk of subnational revenues from shared taxes/transfers with a redistributive element
	56 % of public spending at subnational levels  (2012), with nearly 80% of capital spending. 

	Yemen
	Local authorities are supposed to provide many public services, but they are legally under deconcentrated organs of central government. Local councils only influence selection of some small-scale infrastructure projects.
	Local authorities can levy a local taxes and fees for administrative services, permits and licenses. Yields are low and some common major sources, such as urban property tax, are not used. 
	About 15 % by all local authorities, with 2-3 % is spent on capital investments. 


Subnational Autonomy/Discretion

The operational autonomy that the countries examined here grant to their subnational (especially local) governments is on balance relatively limited (Table 4). In some countries, local governments largely implement centrally planned and financed projects and services, and there is constrained scope for local influence. The extent of central government influence, however, varies, and there are exceptions to the limited empowerment norm. 

In the Philippines and Indonesia, for examples, local governments have considerable autonomy over a large portfolio of responsibilities, although there is a recent movements towards decreasing local discretion. Another exception is Cambodia, where lower level subnational governments have nontrivial autonomy, but only very limited formal local functions and resources. In some cases, such as Pakistan, Sri Lanka and Vietnam, intermediate tiers have robust powers and nontrivial control over what lower tiers may do.

The countries discussed here represent cases of both independent local budgets, such as in Cambodia, Indonesia, or the Philippines, as well as cases in which local budgets are integrated into the national budget, such as in Vietnam or Yemen. These are, however, not fully clear categories. Local governments in Indonesia and the Philippines, for example, enjoy comparatively extensive budget autonomy, with higher level governments mainly focusing on ensuring the legality of local budget decisions. There have, however, been some changes in these countries in recent years, such as through more developed oversight mechanisms and the introduction of performance based transfers, and the center remains active in legally overseeing local functions.  Even in countries where local budgets are formally part of the state budget, some discretion may be allowed. There are also differences within countries, such that intermediate tiers or urban governments are allowed more de facto autonomy in budgeting.

In many cases, such as Bangladesh, Bhutan, Cambodia, Nepal, and Yemen, local administrative and technical personnel supporting the elected local government councils are largely appointed by or may even belong to the central government. This raises issues regarding accountability as local staff may be less answerable to the councils and more accountable to the central government. Some countries, however, allow their local governments varying degrees of discretion to hire, promote and fire their own staff, such as in the case of Indonesia, Pakistan, and the Philippines. In these countries, however local human resource management is usually regulated by the central government, or provincial governments in the case of federal Pakistan.  And even where local governments have such powers, there can be consequential avenues for higher level interference.

Local revenue autonomy, as already suggested above, seems to be rather low across the board in the countries considered here. While in some countries, local governments have been assinged a fair number of revenue sources, their productivity too often tends to be low, local collection capacity tends to be underdeveloped, and existing incentive structures tend not to encourage robust efforts to improve local revenue generation. Furthermore, local governments usually have little or no discretion over setting tax rates or bases or determining fee schedules. All in all there is a high dependency on central transfers, which widely constitute the lion’s share of local government finance. The low levels of revenue generation and discretion have implcations for local accountability and local governments' ability to finance the functions they are responsible for delivering to their constituents.

Table 4: Subnational autonomy/discretion

	
	General
	Budgeting
	Human Resource Management
	Revenue Generation

	Bangladesh
	Highly limited local government autonomy in most respects
	Central ministry funding dominates local budgets; local governments rely on opaque/erratic transfers
	Most hiring is approved by central administration; all local staff report to central ministries
	Municipalities may set rates/charges following central guidelines, but the center must approve.

	Bhutan
	Increasing local autonomy and higher at the lowest level
	Lower tiers expected to develop budgets for approval/aggregation at higher levels 
	Chief administrative/ officers are appointed by the center, which controls staffing 
	Thromdes may set rates/charges and devise new taxes with central approval.

	Cambodia
	Communes have  high autonomy but few resources. The center retains tight control over higher levels. 
	Communes prepare s separate budget, while a provincial or district budget is just starting to be separated from the national budget.
	Commune councils are supported by few commune staff and they are appointed and paid by central ministries. 
	Communes by law have a right to raise certain taxes/fees, but legal framework to define the details is still pending. 

	Indonesia
	Local government is reasonably empowered with a fair share of local autonomy, but central control has been tightened in recent years.
	Local governments had budget autonomy, with the next-higher level  mandated to review legality. Law 32/2004 expanded higher-level oversight of local budgeting. 
	National civil service regulations provided local discretion, but Law 32/2004 expanded higher-level oversight of local civil service decisions. 
	Greater than in many countries. Some local governments have greater capacity to raise own revenue than they choose to exercise.

	Nepal
	Powers devolved, but less in practice and shifting under new constitution. 
	Budgets follow central medium-term plans; formal local autonomy, less in practice.
	Local officials are hired by the central government. 
	All major local revenues are subject to central regulation.

	Pakistan
	Significant power is devolved to the provinces, but they have been slow to empower districts.
	Districts form their own budgets as per district government budgeting rules.
	District and tehsil governments may hire personnel as per formal provincial policy guidelines.
	Narrow discretion; city districts/tehsils set (provincial) property tax rates under guidelines.

	Philippines
	Local governments have reasonable local autonomy, although operate under a framework.
	Local governments set their priorities and prepare budgets subject to legality review by the next-higher level. 
	National civil service regulations are in force but permit considerable local discretion.
	Local governments subject to national guidelines but with relatively more revenue discretion.

	Sri Lanka
	Weak autonomy; center retains broad powers that allow intervention in local affairs.
	Local bodies have some discretion in the budget process but many lack technical capacity to use it.
	Provinces hire local staff; provincial chief nationally appointed. governors influence local hiring/HRM.
	Local governments have very limited revenue autonomy.

	Vietnam
	Subnational levels are part of national government; more spending autonomy at provincial and city levels.
	There is one state budget for all levels. Provinces control  relations with lower levels. Provinces/cities have some autonomy. 
	All public sector employees are under the national civil service. Local staff are selected locally with higher level approval. 
	Most subnational revenues are shared rather than independent; more discretion and provincial level.

	Yemen
	Most decisions are still made by central actors, which leave very little discretion to deconcentrated branch offices or to the local councils. 
	Local budgets are a subset of the national budget. Local councils control only a small share of the local capital budget and have no discretion over recurrent expenditures. 
	Staff working for the executive organs of the local authorities belong to central agencies, which are supposed to be accountable to the local councils. 
	Central government sets bases and rates of local taxes and fees without local discretion. Locally collected revenue is constrained by weak capacity. 


Subnational Political Mechanisms

Political decentralization is globally a mixed phenomenon.  In some cases, local elections are an increasingly important contibutor to local accountability.  In other countries they are limited and constrained by lack of administrative and fiscal decentralization, weak political competition, and/or certain central government control-oriented practices.

At least formally, political decentralization appears to have become fairly advanced in the countries covered here (Table 5). In the majority of them, elections are held at all or most subnational levels. There are some exceptions--Nepal has not held elections for more than a decade due to the erpuption of political turmoil, and in Pakistan, where local elections are mandated by law, only one province has to date implemented this requirement. In most cases, subnational councils are directly elected at each level where elections are held. Cambodia, however, features a mix of direct and indirect elections, such that the lower level commune councils are elected directly by their constituents, while district and provincial councils are elected only indirectly by the members of lower level councils. 

Some countries have chosen to adopt special features of local elections.  In Pakistan, for example, there are dedicated local government council seats for women and minorities.  The size of the elected council in the Philippines depends on both the type of council (provincial, city, municipal, barangay) and its population size.  In Vietnam, nominations for local councils face close scrutiny by the ruling party, which constrains choice. These types of specific provisions can have implications for the credibility, fairness and outcomes of local government elections.

Most of the countries included in this review have a more or less functioning multi-party electoral system.  There is, however, great variation regarding the degree and nature of political competition, even where provision for multiple parties is made in the law. In some countries, such as Cambodia or Bhutan, genuine political competition is relatively weak at the local level due to the strong dominance of one party or because of restrictions placed on political party activity at the local level. 

Other countries also face particular conditions with respect to political competition.  The Philippines, for example, does have many political parties. Yet few have emerged as particularly strong nationally, although some are locally.  In a number of countries, such as Indonesia, Pakistan, Sri Lanka and Yemen, at lease some of the political parties line up with tribal, clan or religious affiliations.  In cases where competition is very strong and adversarial, it can sometimes lead to outbreaks of violence. But even in cases where a single incumbent party dominates the overall political landscape, such as in Vietnam, regionally based competing factions within the party can result in a functionally more pluralist environment, which helps to promote a form of decentralized influence. 

The countries examined here demonstrate a clear trend towards elected local leadership.  Only a small number of countries, such as Sri Lanka and Yemen, still determine some subnational leaders through appointment.  In many cases, e.g. Bhutan, Indonesia, and the Philippines, the governors, mayors and other local leaders are elected directly by their constituents. In some cases, however, such as Cambodia, Pakistan and Vietnam, local government leadership is elected indirectly by elected local councilors.  In the case of Pakistan, the province has some authority to dismiss leaders selected in this way, and in Vietnam, the next higher level has to validate local leadership choices made by the the various assemblies.
Table 5: Subnational political mechanisms
	
	Subnational elections
	Extent of political competition
	Election for head of SN government/mayor

	Bangladesh
	Local elections are held at upazila and union parishad, pourashava, and city corporation level, but not in zila parashads
	Two main political parties dominate, but additional smaller ones exist
	All local government chairpersons and mayors of city corporations are directly elected 

	Bhutan
	Local elections at all levels since 2011, but some issues emerged (e.g., low representation of women)
	Candidates may not be members of political parties; low candidacy rates in early local elections 
	All mayors are directly elected

	Cambodia
	Councils are directly elected only at commune level. District/provincial councils elected indirectly by the next lower council. 
	Cambodia has a multiparty system, but political competition has been limited due to dominance by the Cambodia People’s Party (CPP)
	The commune chief (council head) is the person receiving the most votes on the majority party candidate list; higher subnational council heads are selected the same way

	Indonesia
	Subnational assemblies are elected at both local and provincial levels every five years. 
	Indonesia has developed a diverse and competitive multiparty system after long dominance by a single party.
	Provincial governors and local mayors have been directly elected since 2005.

	Nepal
	Local elections have not been held since 2002; with the new constitution, changes are coming
	Electoral competition is high with 122 registered political parties, but some are very small
	Villages/municipalities have elected chairs/mayors who represent constituencies on district development councils

	Pakistan
	Provincial and local elections are required (with dedicated seats for women/minorities), but only one province has conducted local elections. 
	Pakistan has a multi-party system with fairly strong political competition. Parties are often divided along clan or tribal lines.
	Elected local councils in tehsils and districts select a chair/ mayor. Provincial governments have the authority to dismiss local officials after due process. 

	Philippines
	All subnational levels have directly elected bodies; size depends on status (province/city/municipality/barangay) and population.
	The Philippines has a competitive multiparty system, although political parties remain fairly weak.
	Provincial governors, municipal mayors, and barangay captains are all directly elected.

	Sri Lanka
	Elections are held at the provincial, muncipal and village level to elect a local government council. 
	Sri Lanka has a multiple parties often identified along ethnic/religious lines. National parties control local nominations.
	President appoints provincial governors. The national majority party nominates urban government chairs.

	Vietnam
	Local elections (universal suffrage) held for Peoples' Councils at all subnational levels, but candidates vettted by the VCP.
	Political landscape is under the Vietnamese Communist Party (VCP). The VCP is functionally pluralist given competing internal factions 
	Leaders of subnational People's Committee are elected by directly elected Peoples' Council members and ratified by the next higher level

	Yemen
	Local government councils are directly elected at both the governorate and district levels.
	Intense political competition erupts into violent conflict between Shia Huti tribes from the North, Sunni tribes from the South, and Al Qaeda fighters. 
	Regional governors are indirectly elected by a college of district and governorate councilors. District directors are appointed. Local councils select a leader from members.


Transparency and Civic Engagement Mechanisms

Local elections are an essential component of devolution, but they are a very broad instrument of accountability and need to be supplemented by other mechanisms to enhance transparency and foster civic engagement (Table 6). Many countries covered here have passed some sort of Right to Information/Access to Information/Freedom of Information legislation, some of which include specific provisions for local governments. In a few countries, including Bangladesh, public disclosure clauses are also included in local government legislation. Several countries--Cambodia, Philippines, Sri Lanka and Vietnam--have been debating such legislation for some time, but political considerations have thus far frustrated passage.  

Some laws are stronger than others. The Pakistan law, for example, has many exemptions to public access. Even where seemingly strong laws exist, the extent to which their provisions are adhered to (generally and by local governments) or are drawn upon by constituents is not always clear, although anecdotal evidence suggests that such legislation is too rarely applied systematically.  This can be due to lack of will or capacity to enforce the legislation, but citizens may also not know about or feel able to use their access in a meanigful way.

Other steps to enhance local accountability include adopting instruments that provide citizens a means to contribute to local government decision-making. There have been attempts to develop or encourage avenues for citizen input in many of the countries covered here, but these initiatives show great variation.  Most are specific-purpose mechanisms, such as participation in local planning or budgeting, but there are broader efforts, such as the citizens’ charter, as in the Philippines and Sri Lanka. Some participatory mechanisms are only used at certain levels, even below formal local governments (neighborhood/village) as in Bangladesh.  

The nature and timing of participatory mechanisms also varies. A number of them involve organized deliberations (as in Bangladesh, Cambodia, Indonesia, Philippines and Vietnam), while others are simply in the form of open permission for citizens to attend council or committee meetings (as in Bhutan).  Some occur primarily at early stages (such as inputs on development project and budget priorities in Sri Lanka) while other allow input on draft decisions made by the local government (such as opportunities to comment on plans and budgets prepared by local governments in Nepal and Pakistan).

Another type of civic engagement focuses on performance feedback rather than on input into decision-making.  Common mechanisms include appeals of assessments, complaint bureaus, service ratings, citizen satisfaction surveys, etc. Some initiatives concentrate specifically on reporting corruption, as in Nepal. Such mechanisms are not as common or systematic as input participatory mechanisms, but several countries have some experience. Citizen report cards and similar exercises, in particular, have been pursued both by governments and civil society groups and have been piloted or formally adopted in Nepal, Pakistan, Sri Lanka and Vietnam. Punjab province in Pakistan has adopted a particularly ambitious citizen feedback mechanism.

There is limited hard evidence about the impact of participatory mechanisms on local government behavior and outputs--most available assessments are superficial or anecdotal.  It does appear that such mechanisms are unevenly used even within countries, and some of the processes seem to be relatively mechanical or perfunctory. There is anecdotal evidence of positive experiences, but there are also reports of weak, ineffective mechanisms that are subject to political patronage and elite capture. Without more systematic assessments, no overall judgments can be made, but clearly citizens need to be willing and able to engage with local governments, who must in turn face incentives to use citizen inputs and feedback.

Table 6: Transparency and civic engagement mechanisms

	
	Right to information (RTI)
	Input mechanisms
	Feedback mechanisms

	Bangladesh
	The Local Government Act and RTI Act (2009) require publishing of plans, budgets, etc. and access to public documents. 
	The Local Government Act created shava (ward) and local committees to represent citizen interests and demands for local government review
	Ward meetings allow for feedback to local councils but may be subject to elite capture, and the center has final authority over use.

	Bhutan
	RTI law passed in 2014 but is under review. Local governments must publish agendas, development and work plans, and budgets. 
	Limited, but local council meetings are public. Local plans/budgets are bottom up; lower tiers submit to higher tiers (use is unclear). 
	There is no information readily available on specific efforts to collect citizen feedback on local governments.

	Cambodia
	There is a draft Access to Information Law under discussion. Local councils must display official notices and information about their activities 
	Local civic participation provided for through a broad-based planning forum at all stages of local planning and budgeting.  There is open access to council meetings
	Residents are permitted to attend commune council meetings and ask questions or make comments in writing that the council is obligated to respond to. 

	Indonesia
	Constitutional amendments and anti-corruption laws promise access to public information/transparency. The Public Information Disclosure Act was passed in 2008. 
	Citizen input into local government planning processes is provided for but  limited and uneven, in practice; generally strongest wirh small-scale community services provision mechanisms
	There has been insufficient attention to the development of effective local accountability mechanisms beyond technocratic provisions. 

	Nepal
	The RTI Act (2007) requires access to information and documents of public consequence.
	Public input is mandated as a part of local planning and budgeting, but participation is uneven and subject to political interference.
	The central government Good Governance Unit reviews corruption charges; many types of social accountability initiatives.

	Pakistan
	Both FOI and RTI laws are in place in Punjab and Khyber Pakhtunkhwa provinces and a weaker one in Sindh; effective-ness in practise is still unclear.
	Citizen consultation is required before budgets are issued, but civic interaction is generally limited in practice.
	Punjab Province has instituted large-scale proactive feedback mechanisms; smaller pilots by some donors and NGOs.

	Philippines
	A Freedom of Information Bill has been under consideration in Congress but it has not been able to pass both houses
	There are formal participatory mechanisms and active citizens in some areas but also challenges with political patronage and elite capture.
	There are provisions for citizen charters and many types of report cards and citizen monitoring, including some on-line mechanisms

	Sri Lanka
	Sri Lanka currently has no RTI Act, although a draft RTI bill was approved by the Cabinet and is expected to pass Parliament in 2015. 
	During local government planning periods, citizens may submit project requests and may provide input for the budget process. 
	The central government has issued a Citizen’s Charter to support collecting and addressing local grievances.

	Vietnam
	Vietnam has prepared a draft Law on Access to Information but it is still being vigorously debated by the National Assembly
	Pilot participation in 1990s; broadly adopted for 2006-2010 development plan. The 2002 budget law created conditions that limit flexibility in fund use; some provinces are trying to increase local participation
	Focus on standards/upward reporting, but some local governments use feedback mecha-nisms, such as Ho Chi Minh City's citizen report card; more efforts to collect feedback emerging

	Yemen
	Yemen adopted a Freedom of Information Law (2012) that requires government units to nominate a person to respond to information requests within 10 days.
	Yemen piloted district budget participation in 2004. Political crisis prevented scaling up, but a refined approach was broadly used by the Empowerment for Local Development program/ Social Fund for Development and influenced district plans 
	There is no information readily available on specific efforts to collect citizen feedback on local governments.


Concluding Comments

There is no easy way to summarize in a neat manner the decentralization patterns observed in the diverse set of countries covered in this review.  As noted from the start, all of the countries considered are embracing decentralization in certain ways, but the shape it has taken and the factors that drive it differ, so the systems and how they function also differ considerably.  

Even the basic organization of intergovernmental relations is diverse across countries.  There can be few or multiple levels/types of subnational governments.  These can be differentially empowered and may be hierarchically linked or relatively independent from each other.  The underlying frameworks for decentralization may be highly developed and detailed, or they may be weakly articulated and vaguely worded. 

The empowerment of subnational governments can be particularly difficult to accurately characterize.  Even with strong legal framewerks and reasonable specificity in powers and functions, the system may not operate as outlined.  Various factors--constraints imposed by an unwilling central (or in federal systems, provincial) governement,  limited capacity, or weak accountability--can hinder the effective operation of the system. Yet individual local governments can perform well even in uncertain and difficult circumstances, and it is important to understand how they do this.

Accountability mechanisms--both upward to central oversight mechanisms and downward to citizens--have often been provided for in the decentralization frameworks.  Elections are common (mostly direct), political competition extists in some countries, and various non-electoral transparency and accountability mechanisms (freedom of information legislation, participation, citizen feedback) have been adopted in various ways and to various degrees.  Again, these operate unevenly in terms in whether citizens embrace their use and whether they meaningfully influence subnational government behavior. 

Given the diversity, complexity and qualifications involved in this set of countries, few policy generalizations or definitive recommendations for reform beyond relatively broad statements can be made about the shape of decentralization in Asia.  The same can be said about how well decentralization has performed--a range of both positive and problematic outcomes have been observed.  The individual cases review the evidence on performance and try to link it to the considerations outlined above.

A critical step in considering how decentralization can be improved is to better understand how and why it currently works as it does in a specific country.  This section has provided a general overview of the decentralization landscape in ten countries.  The individual case studies delve more deeply into each specific country: the underlying political economy drivers and context; the details of the decentralization policy framework; information on basic structures, actors and mechanisms; the evidence on decentralization outcomes; and a concluding statement on the evolution of decentralization and local government performance.  The cases are not intended to be exhaustive, but they are developed in sufficient depth to provide a solid foundation for understanding current situation and determining options for how to frame and pursue productive and viable reforms to decentralization policies and operations.  They are available in separate individual documents as well as in combined paper including the overview and the ten cases.
Annexes
1 Bangladesh Case Study
In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Bangladesh.

Local governments in Bangladesh have been established since the country's independence from the British in 1971, but they continue to lack adequate power and capacity to play a strong developmental and governance role. Accountability mechanisms at the local level remain weak in Bangladesh, in spite of increased participation in local elections since 1994. Accountability of subnational administrative units is primarily upward to the central government. Fiscally, Bangladesh is highly centralized with local governments having little financial autonomy. There is increasing recognition amongst policymakers and civil society groups that further devolution of powers is needed at the local level in order to increase fiscal and administrative autonomy and develop accountability to improve citizen access to services at the local level.
1.1 Underlying political economy context/drivers of decentralization

Bangladesh attained independence from Pakistan in 1971 and established itself as a unitary state. Since independence there have been various reforms around decentralization and increasing popular participation. The type and extent of these reforms is reflected in its changing political landscape. Bangladesh was ruled by various undemocratic regimes from 1975 to 1990. Political pressure from politicians and citizens led to the restoration of a parliamentary democracy in 1991, after which there has been a national election approximately every 5 years. Every government has either amended existing decentralization policies or introduced new ones. In Bangladesh, there is a tendency following a change in national government to create new local government structures and reverse the previous government’s reforms (Fox et al 2008). The root cause of this frequent change is the need for political parties to secure a local electoral base, which they can achieve by manipulating the distribution and jurisdiction of local elected officials (Thorlind 2001).  In short, the dominant driver for decentralization in Bangladesh has been political rather than improved local service delivery or participation. 
1.2 Decentralization policy

Bangladesh recognized the potential importance of local governments at the outset, and this is enshrined in the 1972 Constitution of Bangladesh as follows: “Local government in every administrative unit of the republic shall be entrusted to bodies, composed of persons elected in accordance with law...” Further, the 1972 constitution mandates the transfer of power to local government bodies to “impose taxes for local purposes, to prepare their budgets and to maintain funds.”

Current decentralization policy is governed by several acts and ordinances, the most recent of which was passed in 2009 - the Local Government Acts 2009 which includes the Union Parishad, Upazila Parishad, City Corporation and Pourashava Acts (CLGF 2011). The most significant decentralization reform came from the military run government of General Ershad in 1982. Ershad created a new intermediate local government called Upazila Parishads which had an elected chairman and council members. 

The Upazila Parishads effectively bridged the gap between the local governments and central administrative agencies and development activities were programmed at this level of government. The councilors running the Upazila Parishad were mainly members of Ershad’s party. They were able to govern large local electoral bases and were granted real resources for local development programing. The councilors soon conflicted with Members of Parliament for control over local electorates and therefore the success of the Upazila Parishads was short-lived.  In 1992, Upazila Parishads were disbanded under the change in government and then reinstated in 1999.
1.3 Basic structures, actors and mechanisms

Bangladesh remains fairly centralized in its distribution of functional and administrative authority to local governments. There are three categories of local governments in Bangladesh: rural, urban and hill districts. Rural local governments have three tiers. The highest is the Zila Parishads (ZP), followed by the Upazile Parishads (UPs) and the Union Parishads. There are two types of urban governments: city corporations and Pourashavas. The three hill district authorities are managed directly by the national Ministry of Hill Tract Affairs. The Ministry of Local Government and Rural Development and Cooperatives (MLGRDC) is responsible for overseeing local government legislation, including developing and implementing local regulations. Hill District Areas are managed by the Ministry of Hill Tract Affairs (CLFG 2011).

There are currently 64 ZPs, which primarily serve an administrative role. There are over 30 central government ministries and line agencies that have offices at the ZP level. Therefore the ZP is a deconcentrated administration unit of the central government. The Zila Parishad Act mandates that local government bodies should be elected bodies, but no direct ZP elections have been held to date, even at the recent 2014 elections (Shujan 2015). ZPs are run by an elected electoral college, which is composed of local government officials and staff who are appointed by the central government (CLFG, 2011). 

Under Zila Parishads, rural local governments are further divided into 510 Upazila Parishads and 5000 Union Parishads. There is a legal basis for Upazila Parishad elections, the most recent during the 2014 national election (BSS News 2014).  The Upazila Parishad serve as an intermediate government between the village-level Union Parishads and higher-level Zila Parishads. Actual levels of autonomy and authority are unclear (Fox et al, 2008). Union Parishads are directly elected; their governments consist of a full-time chairman and council members who are paid an honorarium that fixed by the central government. There are a number of reserved electoral seats for women. 

Upazila Parishad and Union Parishads have planning roles and are responsible for a limited set of public services including primary education, water supply and solid waste management (CLFG, 2011). Planning functions are mainly undertaken by the Upazila Engineer and the Upazila Nirbhai Officer (UNO). The UNO is the chief administrator appointed by the central government, the UNO also acts as the Upazila Parishad chairman in the absence of an election. The UNO reports to the ZPs (Islam, 2002). 

There are two types of urban governments, and both are single tiered. The 11 largest cities are administered as City Corporations by directly elected councils and a mayor. There are 315 smaller cities run by elected urban councils (and a mayor) called Pourashavas. There are three types of Pourashavas (A, B, C class) depending on the size of their revenue.  Both City Corporations and Pourashavas have similar responsibilities, and fiscal and administrative authority. These governments are elected for five-year terms and have special provisions for women, who are also elected directly. Both Pourashavas and City Corporations are divided into wards for administration purposes; each ward must be represented in the Pourashavas and City Corporations Councils (CLFG 2011).

Urban local governments have the greatest degree of authority amongst all levels of local government. The central government can still wield power over these urban governments as they have the authority to shut down City Corporations and Pourashavas. They can also upgrade Pourashavas into city governments. In 2011, Dhaka City Corporation was split into two separate local governments and the central government was able to override the existing elected officials in Dhaka at the time (Islam 2012).  

City Corporations and Pourashavas are responsible for a greater range of environmental sanitation services, public health services and primary education. They are not responsible for water supply, transport or town planning, all of which are directly administered by the central government. They are also responsible for all administrative staffing at the local government level, and Union Parishads can hire their own staff (CLFG 2011). While urban local governments have reduced service responsibilities, mayors within the urban local governments enjoy great decision-making power, including fiscal authority on local development projects (Islam 2012).  
Fiscally, local governments are also dependent on the central government for transfers. Local revenues are income from property taxes and user fees on select services and tolls. Local governments can receive external funding in the form of aid or private donations (CLFG 2011). In urban local governments, it is estimated that approximately 1/3 of municipality revenue is own source revenue. The rest is provided in the form of donor grants, central government transfers and loans. City corporations receive a large portion of their financing from foreign aid and donor projects. The administration of the transfer of these funds to urban local governments, including foreign aid, happens through the Annual Development Program (ADP) block grant mechanism (Fox et al, 2008). Total local government revenues and expenditures though remain very low; local governments currently account for only 2% of all total public revenues and 3% of all total public expenditure, which is less that other South Asian countries (World Bank 2010). 

There is almost no public consultation on major institutional and policy reform. When the Dhaka City Corporation was split into two entities in 2011, there was little consultation of local governments or citizens. There was also no referendum after the split, despite public opposition. This shows that power, even at the city government level, is still concentrated centrally (Islam 2012). 

Decentralization policies in Bangladesh have differentiated between accountability and administrative efficiency. Vertical accountability of administrative and service delivery efficiency at the subnational level remains weak. Downward accountability mechanisms exist in law at the local government level through popular elections. Public participation is also mandated at Town Level and Ward Level Coordination Committees (Fox et al, 2008). Thus, there is a legal framework that allows for public scrutiny of local governments, but there is very little information on how often these committees are used and whether they are an effective repository for civic participation.

Other transparency measures include the Pourashava Act 2009, which mandates urban governments to publish citizen charters, informing residents of current projects. The Local Government Right to Information Act of 2009 also provides citizens the right to demand access to local government budgets and plans. Both measures are contingent on local governments proactively publishing their plans, budgets and other documents. 

Since most senior staff in local governments, especially in city governments, are appointed by the central administration, accountability tends to be upward. Lack of coordination between ministries and city departments also makes horizontal accountability difficult. Downward accountability to citizens around service provision is further complicated by complex institutional arrangements for service delivery.

1.4 Decentralization outcomes

From a service delivery perspective, reviews have suggested that local governments in Bangladesh have not been able deliver services very effectively and in a fiscally efficient manner. These reviews have been based on anecdotal evidence, and there are almost no recent empirical studies that have been undertaken to understand decentralization outcomes. The root cause for poor service delivery is attributed to local governments having a limited functional and planning authority, technical resource capacity and financial autonomy. In addition, despite the transparency measures noted above, allegations of corruption, especially amongst urban local bodies is quite common

As mentioned in the previous section, local governments are responsible for very few service areas. For services that they are responsible for, the central government often appoint staff, regulate fares and licensing of private operators and undertake all monitoring activities. Urban governments have representation on relevant central government boards, but their influence in practice is very limited. Therefore there is limited reflection of local public interests and needs in the planning and delivery of public services that are administered by the central government (Fox et al, 2008). The services offered by central government have been known to exhibit inefficient delivery, as there is a lack of coordination among the institutions and ministries involved. Local governments have no power or leverage to influence this situation (World Bank 2009).

Services that are provided by local governments are also fraught with administrative and fiscal hurdles. For example some Pourashavas are responsible for providing water supply but do not have for al authority over the service. Senior roles in Pourashavas are appointed by the central government and are known to disrupt the ability of Pourashava staff to manage their service delivery. Local governments do not have sufficient revenue to manage their service delivery obligations and there is poor efficiency in tax collection (Asian Development Bank, 2012). Most of local government funding comes from central government transfers, loans and foreign aid.  Revenue and expenditure information is not available by specific service. This makes it hard to estimate the efficiency of service delivery at the local level (Boex 2012). There is a legal precedent allowing municipal governments to borrow external funds for local development projects after acquiring the necessary central government permission; borrowing almost never happens in practice. 

There are almost no studies that indicate the type or extent of regional variations in service delivery, but there are some studies on equity of distribution of services. The urban poor do not get proportional access to services either from the central government or the city governments (Islam 2012).  Citizens also do not have a positive view of local governments. A survey conducted in urban governments, both municipalities and city corporations, showed that 60-65% of respondents said they were dissatisfied with the services that were provided to them by their municipality. Their main reason for dissatisfaction was poor quality service, followed by the high politicization of municipal affairs. The main areas for dissatisfaction were sanitation and drainage, water supply and lighting (Bhattacharya et al 2013). The first two services fall under central government administration, and the later falls under local government administration (CLGF 2011). 

Civic participation has increased as the result of decentralization in Bangladesh, however increased participation alone is not enough to ensure improved service delivery at the local level (Earle et al, 2010). In rural areas, UPs that solicit local participation are said to be more likely to have a more efficient service. A comparative study on health care access in two UPs found that the UP that invested in bringing in local participation in developing the health services has more responsive service, and residents were more aware of the range of services available at the health care center. The UP that conducted the local participation had a population with better health indicators (Faguet et al 2007). 

Participation in local elections is also an important form of civic participation. Here UPs have a better voter turnout than elections in urban areas. During the 2014, UP elections, there was a 62.44% voter turnout, a small drop from 68.32% in the 2009 UP elections (Dhaka Tribune 2014). Local participation in city corporations has not been as successful, recent mayoral elections in Dhaka and Chittagong had an estimated voter turnout of 5%. In addition to this, the opposition party withdrew their candidacy in protest as they accused the incumbent local government of voter intimidation and voter rigging (Reuters 2015). 

While income poverty has decreased from 59% in 1992 to 31.5% in 2010, particularly due centrally administered programs in education and poverty reduction, income inequality has increased in urban areas. The main reason for the rise is inequitable access to urban services. Development programs are primarily under the jurisdiction of the central government, especially with programs pertaining to access to food and education or are directly administered by development agencies. 

There has been an increase in development agencies working to improve local service delivery through capacity building, increasing civic participation and local government transparency.  Examples include the Urban Governance and Infrastructure Improvement Program (UGIIP), which was designed and executed by the Asian Development Bank and the Local Governance Support Program by the World Bank. These projects have been instrumental in influencing local development policy, including supporting the Local Government Acts of 2009 (Asian Development Bank 2012). A recent performance report form the Local Governance Support Project found that 75% of basic block grants to UPS complied with undertaking a clean audit, including public participation in preparing the budget and producing a bi-annual report (World Bank 2015). 

A major pitfall of external development funding on large local development programs, like in Bangladesh, is that it is difficult to control the amount and frequency of funding (Crook et al, 2000). Recent reforms in the civil service, on part due to development agency involvement, have led to the development of more pro-poor reforms, however it is too soon to assess the efficiencies of these programs and how effectively local governments are involved in their planning or implementation (Earle et al, 2010)
1.5 The evolution of decentralization and local government performance

It is evident from the literature available on decentralization in Bangladesh that local government reform has not been strongly motivated by providing improved access to public services, and has instead been a function of political dynamics. This has resulted in frequent changes to the levels of decentralization and limited real power handed to local governments to flourish. 

From a functional, administrative and fiscal perspective Bangladesh remains a highly centralized state. Therefore, there are limited positive outcomes from decentralization during the last four decades. The prominence of the central government in local government planning and administration is a great challenge. Studies have shown that decentralization in Bangladesh has mixed results when it comes to governance; there has been an increase in participation, but there is inefficient resource allocation and transparency and accountability mechanisms are also not fully developed. Local government performance in service delivery is plagued by lack of adequate funding, resource capacity and planning authority. 

There are currently two possible influences that could lead to improved decentralization outcomes in Bangladesh; there is ongoing debate amongst civil society groups regarding how to demand moving to a more decentralized governance system. This stems from citizens wanting to engage more in the planning process and frustration with the current state of governance in Bangladesh. The second factor that is already leading to incremental changes is the role of development agencies in increasing local government capacity. Considering this precedent for change, Bangladesh could introduce better citizen engagement systems, where citizens can participate in the planning and budgeting process and hold governments accountable for service delivery. A truly independent observer could be used in local elections to reduce the incidence of election related corruption and instill faith amongst the public for an open and fair election. 

There is also considerable value to studying the institutional, societal and political links between taxation, service delivery and accountability. Once these connections are understood it the information be used to inform decentralized fiscal policy including increasing own source revenues through local taxes, reducing transfers and preventing any type of double taxation or inconsistent policies (Fjeldstad 2014).  Such efforts, of course, would need to be linked to the functional responsibilities of local governments.
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2 Bhutan Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Bhutan.

Bhutan is a small land locked country nestled in the Himalayas. It remained an independent monarchy for several centuries, closed to outside influences and operating as an insular agricultural economy. Bhutan has a strong spiritual identity grounded in Buddhist principles and non-material wellbeing. In the late 1990’s Bhutan began its transition into a democracy, a shift initiated by the monarch, King Jigme Singye Wangchuk, who created a development agenda based on the concept of Gross National Happiness, which would more fully capture the identity and philosophy of the Bhutanese people. It was believed that local participation was key to facilitating the Gross National Happiness agenda; this led to the decentralization of functional authority to local governments and a move to democracy.  The transition to democracy has been smooth and Bhutan has achieved significant advances in human development indicators and providing access to public services. Decentralization policies are continually evolving to meet the demands of local population and ensure effective governance. 
2.1 Underlying political economy context/drivers of decentralization

The main driver for modernization, democratization, and in turn decentralization in Bhutan seems to have been the fulfillment of its overarching development agenda. This development agenda is based on the principles of Gross National Happiness (GNH). There are four pillars for GNH framework: "1) the achievement of self‐sufficiency in economic terms; 2) the protection of the environment; 3) good governance; and 4) the promotion of local culture”  (Brassard 2008). Local participation is considered key to facilitate the GNH agenda, and therefore this has also been a driver for decentralization and democratization of Bhutan (Chhoden 2009).

Since the 1980’s there has been ethnic conflict between the Hindu minorities of Nepalese origin who live in Southern Bhutan and the Buddhist majority in Bhutan. The ethnic conflict even turned violent during the 2008 national elections with bombs being set off in the capital, Thimpu (Frelick 2008). The literature available on decentralization in Bhutan does not seem to indicate that this ethnic conflict has been a driver for decentralization. Instead, the literature reinforces that efforts to decentralize have been top down and initiated by the monarchy as a part of their plans to modernize Bhutan. 

2.2 Decentralization policy

Decentralization in Bhutan occurred at the same time as its transition to a democratic state noted above. The historically absolute monarchy has evolved into a constitutional monarchy with a parliamentary government. A draft constitution was presented for debate in 2005 and ratified in 2008. This was followed by the first national elections in 2008. More recently, local government elections were held in 2011 and the last national elections were held in 2013.  It is interesting to note that there was earlier piloting of local government. Local government elections were first held in 2002, for a three-year term. The third local elections were meant to be held in 2008 but were postponed to 2011 in order to ensure the legal framework for local governments, prescribed through the Local Government Act of 2009 was in place. 

Bhutan started the process of decentralization with administrative and fiscal delegation to local governments in the 1980’s. The 5th Five Year Plan (1981-1986) introduced district committees or Dzongkhag Yargay Tshogchungs (DYT) and block committees called Geog Yargay Tshogchungs (GYT), to facilitate local participation in economic planning. The basic legal framework of these committees was established through the 2002 GYT and DYT Chathrims (Royal Edicts or Acts). The Bhutan Municipality Act was introduced in 1999 and recognized four independent urban municipalities known as Thrombes. These acts were consolidated and refined with the promulgation of the Local Government Act (LGA) of 2009 (Brassard 2008).

Today, local government in Bhutan is clearly established through the constitution and the 2009 LGA. Article 22 of the constitution decrees that “Power and authority shall be decentralized and devolved to elected Local Governments to facilitate the direct participation of the people in the development and management of their own social, economic and environmental well being” (Constitution). The Local Government Act of 2009 further defines the levels of local governments and their functions. The pillars of GNH are incorporated into the Constitution, Vision 2020 and the 2009 LGA. The development agenda is set by the central government, with local inputs, in five-year increments. Bhutan is currently executing its 11th Five Year Plan (2013-2018). 
2.3 Basic structures, actors and mechanisms

Bhutan has three levels of local government; below the center are 20 districts (Dzongkag), the next tier consists of 205 blocks (Gewogs) and the lowest tier includes 1044 villages (Chiwogs). The 27 municipalities (Thrombes) are part the third tier of local government.  The four largest Thrombes are considered Class A Thrombes and function as self-governing urban governments that fall directly under the jurisdiction of the central government. Unlike many countries, Bhutan ambitiously undertook political, administrative, fiscal and functional decentralization more or less at the same time. 

Administrative decentralization has occurred simultaneously with the formation of local government. The Department of Local Government (DLG) which falls under the Ministry of Home and Cultural Affairs (MoHCA) is responsible for local administrative functions (Brassard 2008).  Local administration uses the same structure as national government. Administrative officers are responsible for public service delivery in their jurisdiction and are accountable to the local government officials. While there is no devolved authority on administrative staff selection, district governments can redistribute their staff based on need, evaluate performance and recommend promotions (Thompson 2010). It is unclear how the lines of accountability function in practice and whether administrative officers remain solely accountable to local government officers or whether their duty of care lies with the sectoral ministries. Horizontal accountability seems to exist at the district level, particularly with the role of the District Environment officer who is mandated to commission multidisciplinary committees for all new projects (Thompson 2010). 

Functional responsibilities of local government include providing planning inputs, specific regulatory functions, provision and maintenance of infrastructure, providing for capacity building and some human resource development functions (UNDP, UNCDF). Local governments have no legislative powers but can make rules within their mandates and within the laws set by the Parliament. DYTs have specific regulatory functions. GYTs can levy certain taxes like land and entertainment taxes. Class A Thrombes have the greatest legislative autonomy and can set property tax rates. All local governments consist of elected representative members and led by a chairperson for a three-year term (Royal Government of Bhutan, Local Government Act 2009). 

Decentralization of planning in Bhutan was introduced in the mid 2000s through the 9th Five Year Plan. Bhutan has adopted a bottom up planning approach where gewogs develop plans which are then consolidated by the district and central governments. The efficiency of this type of approach is currently limited by the capacity of the gewogs to forecast needs and therefore there is no prioritization of projects. At the chiwog level, micro planning is also uneven. In order to mitigate these capacity issues, the government of Bhutan introduced the Integrated Capacity Building Plan (ICBP) in 2007, but due to the delay in the passing of the LGA, implementation of this plan was also delayed (Thompson 2010). 

There are several donor led projects in place to improve capacity for planning, financial management and environmental management for both local residents and government staff (Work Bank 2014).  The government of Bhutan is also considering increased regulatory decentralization through the introduction of district based one-stop centers for obtaining licensees and permits. Final authority will remain with the respective ministries but it is expected improve accessibility and efficiency of obtaining regulatory permits and licenses (Thompson 2010).

Fiscal decentralization has also been introduced alongside functional decentralization. Each five-year plan has granted incremental financial autonomy to the local level. The central government has assigned up to 40% of its total budget to local government transfers (UNDP, UNCDF 2006). These transfers are distributed in a ratio of 70 to 30 to district and block governments respectively. The amount for the capital annual grant allocation to the block level is determined by a formula using the Resource Allocation Framework (RAF), which is based on the size of the population, level of poverty and geographical size.  The RAF process is continuously improved on with each five-year plan. 

While there is greater devolution of planning responsibilities, the central government still controls the disbursement of funds, which are usually in the form of conditional transfers. Gewogs currently raise less than 1% of their revenue, depending almost fully on transfers. While 80% of the amount transferred has to be used for specific projects or program areas, 20% of the annual capital grant can be used flexibly and to accommodate cost overruns. There is however, a restriction placed on the amount of annual capital grant that can be used for maintenance, a maximum of 5%. This places a burden on the gewogs for ensuring that the infrastructure is well maintained.  

Public participation is facilitated through local elections and through capturing local inputs in the planning process. Local elections have been characterized by low candidacy rates, with 15% of the seats left uncontested in the 2011 local elections (Royal Government of Bhutan 2011). Efforts have been made to sensitive local population on the democratization process. The mechanisms for local citizen participation in local government are laid out in the LGA through the use of open meetings. There has been observed attendance at the gewog public meetings. 

An interesting feature of local government elections in Bhutan is that elected officials may not belong to any political party at the time of election or during their term. This became difficult during the local election of 2011, as local political party members who campaigned and participated in previous elections (2007-2008) stood for local elections (Thompson 2010).

Public scrutiny is not well developed, but there are mechanisms in place to facilitate this. Local government are mandated to publish relevant information to the public either using public notice boards or through annual reports. There are few observational studies undertaken to evaluate whether gewogs comply with these requirements; a field visit in 2009, showed that few gewogs publish information on public notice boards or through annual reports. This could be a capacity issue, with gewogs unable to produce information like annual reports (Thompson 2010).  In a landmark achievement for improved accountability, the National Assembly of Bhutan recently passed the Right to Information Act as to curb corruption and empower its citizenry, the act is currently under review with the executive government (Press Trust of India 2014).

2.4 Decentralization outcomes

Decentralization in Bhutan is still in the early stages and there is very little empirical evidence of decentralization outcomes, particularly related to local government budgets and public expenditure. Arrangements for functional responsibilities, accountability mechanisms and administrative mandates are still being worked out. Bhutan is primarily an agrarian economy with over 69% of the population living in rural areas as subsistence farmers. Economic liberalization has resulted in increased provision of infrastructure to these rural communities, some of which are located in remote mountainous areas, but the specific role of decentralization is not well documented.  

There is some sense that decentralization of service provision and the provision of infrastructure has led to a reduction in poverty rates. Bhutan has seen a phenomenal reduction in poverty from 2007 to 2012 when measured against various indicators. The main drivers for the reduction in poverty has been the commercialization of agriculture, provision of better rural infrastructure like health centers, roads and schools and the construction of the massive hydroelectric projects, the economic effects of which have spilled over to the rural population. The reduction in poverty has not been equitable though; with women-led households being less upwardly mobile than male-led households, and 4 out of 10 chronically poor households falling back into poverty (World Bank 2014). There is a regional variance in the incidence of poverty with urban areas having only 1.7% of their population under the poverty line, while 30.9% of the rural population is considered to be in poverty (UNDP, UNCDF 2009). The Bhutanese government is committed to providing free education and health to all residents, and while there has been overall improved accessibility to these services, but again it is unclear what the role of local governments are in planning and implementing this functions, and whether there are any efficiency or equity variations in service provision. 

As noted above, there have been some issues with interest in local elections, with some areas experiencing shortfalls in candidates and some concerns about voter participation. There is poor representation of women in local governments--only 8.9 percent in the local councils, which is only marginally higher than 8.5 % representation in the National Assembly (Dahlerup 2014). There is currently no legislation around mandatory representation of women. There is limited information about ethnic representation, but this has previously been documented as a concern. In 1998 there were only 16 members of Nepalese decent in a 151-member national body. Such poor representation in national politics and lack of Hindu religious representation at the national level has spurred conflict in the past (Patanaik 1998). There does not seem to be empirical evidence to date about whether decentralization has mitigated ethnic tensions. 

The effectiveness of aid in improving public service delivery or local capacity is not well documented. The Bhutanese government depends heavily on international aid to finance its public expenditure, perhaps raising concerns about accountability. In 2013, 10 percent of its GDP came from foreign grants and 70 percent of foreign aid comes from India. Bhutan has also signed trade agreements with India to provide hydro electricity once the plants come online. There are fears that export of electricity of India could come at the price of reduced service delivery to its citizens  (World Bank 2014). Although this is not decentralization specific, there are several donor agencies involved in decentralization planning, capacity building and policy making (UNDP, UNCDF 2009). There is little information available on whether there is coordination among these organizations to ensure a coherent and effective strategy to achieve the decentralization objectives.  

Bhutan has taken significant steps to improve transparency to its citizens. This includes the passage of the Anti-Corruption Act and the establishment of the Anti-Corruption Commission. Bhutan also recently introduced a government-to-citizen (G2C) program to provide services to citizens electronically through community centers. The use of electronic information is particularly striking when considering Bhutan’s topographical barriers. The policy commits to ensure these centers are less than a day’s travel for every citizen, so their administration will be further decentralized from the district to the block level.  Efficiency of turnaround time on public service requests and the role of the decentralized governments will need to be assessed (Royal Government of Bhutan G2C). Despite these measures, there is some concern that democratization and decentralization has resulted in an increase in corruption (Ahmed 2013).
2.5 Evolution of decentralization and local government performance

Bhutan’s transition to democracy and its move to decentralize authority is unique compared to other countries. As previously mentioned, the shift was initiated by a progressive monarch who made the decision to create a democratic state. The transition was managed peacefully and in a short amount of time, has resulted in improvements to service delivery and poverty reduction (Ahmed 2013). 

Since democracy and decentralization came with economic liberalization, it is difficult to clearly establish causality, and determine whether these improvements were the result of economic growth and huge investments in infrastructure or the decentralization of services. The lack of empirical evidence or research around decentralization outcomes makes it harder to understand the role decentralization played in improving development indicators. The ability of local governments to provide services within a relatively short amount of time could be due to the fact that local government and administrative functions were in place before formal the democratic process took place and these functions remain strongly influenced by the center. 

Decentralization in Bhutan has many challenges ahead, the largest of which is capacity issues at the local level and the lack of real fiscal and political autonomy. The recent lack of candidates for the local government elections demonstrates a concerning level of citizen lack of awareness and/or apathy to participation in politics and local governance.  Getting citizens more involved would be key to ensuring these decentralization policies are worked out and implemented in an efficient, transparent and corruption-free manner.  

Bhutan’s development agenda is built on the pillars of GNH, which is based on “non-material wellbeing, happiness and cultural values." Yet modernization has resulted in some weakening of community vitality. The government's cultural protection strategy has done little to protect Bhutan’s non-monumental assets like villages and other cultural structures that are central to community life. As a result, the government has been working on inclusive policies to institutionalize development that is people centered and culturally sensitive (World Bank 2014). Decentralized bodies like chiwogs could play a significant role in being stewards and preserving traditional community links that form the basis of Bhutanese lifestyle and heritage. 
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3 Cambodia Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Cambodia.

For the past decade and a half, Cambodia has been pursuing an unusual decentralization in an unlikely environment for such reform. The country is characterized by socioeconomic and fiscal conditions not normally associated in conventional thinking with an ideal environment for decentralization. It is small in size and population, and the economy is not very well diversified. Human resource development is relatively limited and poverty remains widespread. The population is relatively homogeneous in ethnic and religious terms. The government has long been highly centralized and non-democratic (as well as having been enmeshed in long periods of conflict), is quite small by international standards and has limited capacity (Turner 2002, Hughes 2003, Blunt and Turner 2005, Smoke 2007, Niazi 2011, Smoke and Morrison 2011). 
3.1 Underlying political economy context/drivers of decentralization

Cambodia has suffered from an unstable modern political history. After an infamous period of conflict during which the Pol Pot/Khmer Rouge regime ruled and was toppled by Vietnam, internal conflict persisted. The UN helped to broker the Paris Peace Accord in 1991, establishing a constitutional monarchy.  The negotiations led to elections in 1993 in which the main contestants were the Cambodian People’s Party (CPP) under Hun Sen, who had served as Prime Minister under the Vietnamese regime, and FUNCINPEC (the royalist party) under Norodom Ranariddh, son of King Sihanouk. 

FUNCINPEC won the election, but Hun Sen retained a powerful influence over the military and refused to yield power. Rather than risk new hostilities, a coalition was created in which the leaders of the two parties became First and Second Prime Ministers.  This pattern of power sharing was replicated through the government system and subnational administration, resulting in considerable bureaucratic conflict and paralysis.  The sharing arrangements collapsed in a 1997 power grab by the CPP, which then narrowly won the next election.

Although this context and political scenario may seem far from amenable to genuine democratic governance, the dominance of the CPP helped to open a window for decentralization.  During the immediate post-peace accord period, a series of international donor (largely UN managed) programs had evolved from supporting local emergency relief and resettlement activities to a focus on the development of subnational institutional and capacity development initiatives. Local level planning and service delivery was eventually embraced by the government and turned into a formal local government system.  Initially (beginning in 2001) this occurred at a low level of government (the commune).  

Focusing on the communes for the early stages of decentralization served at least four purposes.  First, it helped the CPP to get access to external funding and use it to consolidate support at the grassroots level (building in its traditional strong base of rural support).  Second, the policy assisted the government under more stable conditions to shift its public expenditure priorities from internal security to development.  Third and related to the first two, the new policy allowed the central government to deliver many local development projects that its own agencies did not have the capacity or resources to deliver. Finally, since the initial decentralization to the communes was so modest in terms of share of public resources, it did not threaten the power of central government ministries and provincial governors.

Over time the dominance of the CPP was again challenged, and as another round of elections approached there pressure emerged to put additional effort into enhancing service delivery and governance.  Accordingly, the government began a process of expanding the commune decentralization upward to the district, provincial and municipal levels in 2008. Political realities, however, led to the development of a system that kept a heavy measure of central oversight and control in the evolving intergovernmental system (more below). When the decentralization was expanded, the government maintained institutional structures and procedural controls that constrained powerful expressions of local autonomy.  The higher level entities included in the expanded reforms had long been part of a deconcentrated administration and were used to looking to the center for guidance. In addition, the small size of the elected communes--the original object of decentralization--ensured that most of them would never become independently viable local governments.
3.2 Decentralization policy

Although Cambodia has been historically centralized, there have been some efforts over the years to improve subnational administration.  The Law on Provincial and Municipal Budgets and Asset Management (1998) was a particularly important step, defining the basis for a deconcentrated system of nonelected provinces and municipalities to help manage subnational budgets and assets. The law lays out their basic functional responsibilities and assigns considerable tax and nontax revenues to them.  This is done, however, in the clear context of a unified administration and budgeting process with strong upward accountability. Budget and financial management authority is given to the (centrally appointed) governors, and their fiscal role is subject to supervision by the Ministry of Economy and Finance.  In addition, budget approval is required by the National Assembly in line with the public finance laws and regulations. 

The first step towards present decentralization policy--with elements of limited devolution to elected councils--began with the passage of the Commune Sangkat Administrative Management and Commune Sangkat Election Laws in 2001 and follow-up decrees (Royal Government of Cambodia 2002). These laws and regulations laid the groundwork for decentralization by providing for local (commune and sangkat--hereafter referred to as commune) elections, allowing the communes to take responsibilities for certain matter and to raise certain revenues, as well as setting up operating mechanisms and procedures.  The first local elections were held in February 2002.  

In June 2005, the government adopted the Strategic Framework for Decentralization and Deconcentration Reforms (hereafter referred to as the strategic framework) to expand the initial decentralization (Royal Government of Cambodia 2005). This document outlines official policy for subnational democratic development through the restructuring of all levels of subnational administration. The strategic framework outlined two major changes. First, the government declared its intention to maintain direct elections at the commune level but to establish indirectly elected  (by commune councilors) government councils at the province/municipality and district/khan levels.  The framework also declared that it would empower these councils with functions, resources and capacity to deliver services.  Second, these new levels were mandated to adopt unified administrations within their territories aimed at promoting the coordinated development and delivery of public services. This provision in part recognized how difficult it would be to empower the existing small-scale commune councils, but it does state that the higher levels are expected to work closely with communes and help them to assume a greater role in planning, budgeting, service provision and development. 

With the passage of Law on Administrative Management of Capital, Provinces, Municipalities, Districts and Khans in 2008 (hereafter referred to as the organic decentralization law), Cambodia took the next step in decentralization reform. Broadly following the strategic framework, the law empowers new levels of subnational government and reaffirms the importance of the existing commune/sangkat councils. The law also formally establishes unified administrations for each level as per the strategic framework, mandates mechanisms for public consultation, participation, equity, transparency and accountability, and creates a strong implementing authority to oversee implementation. 

Since many details were undefined by the 2008 legislation, it was left to the National Program for Subnational Democratic Development (NP-SNDD) to create a framework, process and policies for reform at all levels of government and to guide development partners – international and national agencies and NGOs–to adopt common strategies and more harmonized approaches to support decentralization (NCDD 2010). This is all being done under the authority of the National Committee for Democratic Development of Subnational Administrations (NCDD), which was established in 2008 to manage the overall reforms.  NCDD is the successor of several previous national bodies charged with managing various stages of decentralization reforms.
3.3 Basic structures, actors and mechanisms

The institutional architecture of the Cambodian government is based on structures and systems used during the French colonial and Vietnamese occupation periods as well as a number of recent innovations (Niazi 2011, Smoke and Morrison 2011). The 1993 Constitution (last revised in 1999) provides (in Article 145) for the national territory to be administratively divided into provinces and municipalities. Provinces are divided into districts, which are further divided into communes. Municipalities are divided into khans (urban districts), which are partitioned into sangkats (urban communes). Article 146 provides that all of these entities shall be governed in accordance with organic law, but it says nothing specific on the principles and policies for decentralization and the roles and responsibilities of different tiers of government. Villages are the lowest level of state presence and exist throughout the country. 

As noted above, the initial decentralization was to the commune and sangkat councils.  These bodies are elected with a five-year mandate on a proportional basis, such that more than one party can be represented.  The council president (chief) is the individual receiving the most votes on the majority party candidate list.  The elected councilors have formal authority for commune administration under the leadership of the chief.  The councils are required to prepare a five-year development plan, three year rolling investment plan and an annual budget. Direct commune staffing is modest.  There is a single clerk assigned by the Ministry of Interior (MOI) and funded through the MOI budget.  The role of the clerk is to assist and advise the commune councils in meeting their duties. In addition, the provincial treasury appoints a staff member to serve as commune accountant.  The councils may directly employ other staff, but only subject to MOI approval.

The decentralization law does not assign mandatory sectoral functions to the communes.  It simply provides a framework in which commune councils are empowered to maintain public order and security; manage public services; enhance public welfare; promote socioeconomic development; preserve the environment, natural resources, and culture; promote tolerance and mutual understanding; and respond to citizen needs.  Commune councils may jointly deliver services.  The legislation also allows for agency functions that communes must perform on behalf of ministries or provincial departments, and it prohibits communes from making decisions in certain sectors reserved for the center.

The main source of commune resources is the Commune Sangkat Fund (CSF), an intergovernmental transfer program capitalized from both domestic and external contributions. It is very modest, starting at 1.2 percent of national domestic revenue and rising to around 3 percent over time. The 2001 legislation technically gave communes the right to raise tax and non-tax revenues and to charge for services.  It specifically assigns land tax, real estate tax, and rental tax to the communes, but provides no details, requiring further legal action to elaborate revenue sources, including types, rates, and collection processes.  Further revenue empowerment has never been formalized, with the exception of minor fees. The law also allows income transfers from national tax or nontax sources, and it requires compensation from the central government for any agency functions that communes performed on behalf of a state ministry or agency.

Participation is facilitated through a broad-based planning forum involved in all stages of the planning process.  It includes all commune councilors, two representatives (one male and one female) from each village, and one representative from each NGO registered with the council. The annual budget is also supposed to be formulated through a broadly participatory process.  More generally, communes are expected to actively promote and coordinate the process of democracy by setting up mechanisms for consultation with residents, civil society organizations, and community groups.  Residents are permitted to attend council meetings, and they can ask questions and make suggestions in writing that the council is obligated to respond to. Commune councils are mandated to set up information boards at their headquarters and at every village under their jurisdiction in order to display official notices and information.

All of this occurs in a centrally defined managerial framework The governor is responsible for ensuring compliance with official rules, but has no formal authority to demand alteration of commune plans and budget if legality requirements are met.  A commune accounting and financial management system was established to record transactions, produce reports, and provide a basis for monitoring budget implementation.  Most commune financial activities are handled by the commune accountant in the provincial treasury.

Key national government actors play important roles in the commune decentralization. The Ministry of Interior (MOI) is the leading central agency in this area. Provincial governors and the provincial/district administrative system fall under MOI jurisdiction. The Ministry of Economy and Finance (MEF) and the Treasury have also been important players in decentralization, and the National Audit Authority is also critical. The Ministry of Planning (MOP) took the lead in initial planning reforms and is continuing to play a role in redefining the planning system as decentralization evolves. Finally, key sectoral ministries, including Agriculture, Forestry and Fisheries, Education, Health, Public Works, Water Resources, Land Management and Women’s Affairs, play a substantial role in subnational activities.  Coordination has been very limited.

Many of the same types of provisions developed for the commune councils--including planning, budgeting, financial management, participation, etc. have been extended to the provincial and municipal system under the 2008 organic law. These higher levels will also maintain their oversight and support relationships with communes, but in changing ways as the system evolves.  Of course, there have already been deconcentrated systems in place at these levels (unlike for the communes when the 2001 legislation was passed), and the 1998 law noted above also outlined certain aspects of the intergovernmental framework that may have to be modified under the new reform scenario.
3.4 Decentralization outcomes

Although decentralization has been in process in Cambodia for some time, there is not a great deal of robust empirical evidence about its outcomes (Spyckerelle and Morrison 2007, Niazi 2011, Ojendal and Kim 2011, Smoke and Morrison 2011).  The development of new and credible systems and procedures has been extensive and generally productive at the commune level--there are planning, budgeting, financial management, procurement and participation mechanisms operating in an environment where this would have seemed incredible no so long ago. In addition, there is no question that the delivery of certain basic services--rural roads and irrigation, and to a lesser extent, domestic water supply, education facilities and urban transport--has expanded, with levels of subnational spending on public services and the extent/coverage of those services growing substantially. There are also some reported enhancements in cost effectiveness and service quality, but most of the evidence is limited and anecdotal.  

In any case, subnational governments continue to account for relatively small percentages of public sector spending, and the long expected formal development of functional assignments to local governments has thus far failed to materialize. At the commune level, most available funds are expended on small capital projects and salaries/councilor allowances.  Another potential concern is that unspent resources being carried-over to the following fiscal year (reserve fund) have generally being increasing relative to total revenues, likely due to limitations in absorptive capacity of some of the weaker communes and bottlenecks in disbursements through the provincial treasury system. 

At the higher subnational levels (provinces and municipalities), almost all of their expenditure is on recurrent operating expenses, with the vast majority of development expenditure handled by the central government, and there is still nontrivial use of off-budget mechanisms (often in conjunction with international donor-financed projects).  The expenditure numbers at the provincial and municipal level are challenging to analyze fully because during the relatively early stages of the decentralization transition, the distinction between what the center manages and what the provinces and municipalities manage as the system rolls out is not entirely clear cut.

Revenue generation performance has been particularly limited.  As already noted above, the mandated (by the 2001 decentralization legislation) elaboration of the details regarding commune revenue sources, including types, rates, and collection processes, has never materialized beyond the devolution of a few minor administrative fees (such as birth, death and marriage registrations).  Provincial and municipal revenues (assigned under the 1998 law discussed above) are more significant, but still represent a modest share of total public revenue.  They have in recent years been increasing largely because of initiatives related to a couple of revenue sources (increases in the stamp duty on property transfers and the introduction of a hotel beds tax).

The picture on governance and accountability is mixed (Kim and Ojendal 2007, Smoke and Taliercio 2007, Ojendal and Lilja 2009, Ojendal and Kim 2011).  On the one hand, some analysts believe that decentralization has played a role in keeping the peace in Cambodia, and there has been a degree of genuine local discretion and accountability fostered at the commune level. There has also been evidence in some areas of growing and broadening citizen participation in the activities of the commune councils and positive perceptions of the role of the communes in the public landscape, at least in some parts of the country.  In fact, although there have been variations over time and there are considerable differences across jurisdictions, the evidence that commune councils have been noticed and are valued is clear.

There is general agreement from many observers that a number of factors have created obstacles to more effective decentralization reform, most of which can be traced back to political dynamics and capacity (both technical and governance) weaknesses. First, there are nontrivial inconsistencies in the overall public sector policy framework.  These are embodied in inconsistencies in national legislation (e.g. conflicting provisions of the 2008 organic decentralization law and the more centralizing tendencies of the 2008 Law on Public Finance Systems) and in public sector reform programs (e.g. the differences between the provisions of the strategic decentralization framework and the more centralizing public financial management program).  These are largely related to varying perceptions of different ministries, the divergent priorities of the international development agencies that support them, and the inability or unwillingness of the central government to better coordinate the various actors involved.

Second, there are potential issues with certain provisions of the 2008 organic law that extends decentralization reform to the district, provincial and municipal level. This move was widely hailed by the international development community, but the system that emerged in the organic law and subsequent regulations raises some nontrivial concerns about the motives behind and the likely consequences of the additional reforms. The councils formed at higher subnational levels in 2009 were indirectly elected by commune councilors rather than directly elected by citizens. This was justified as keeping the locus of accountability at the grassroots level. But candidates for district, provincial and municipal elections ended up being largely nominated by the national government.  The fact that these positions were effectively not open to any interested citizen and that many candidates for the first round of elections were former government employees and ruling party members potentially inhibits reform. In addition, the underlying problems with the composition of district, provincial and municipal councils were compounded by the appointment of a Board of Governors in each of these jurisdictions by the MOI.  The role of this executive committee is supposed to be advisory to the elected councils, but it could end up primarily serving as an instrument of upward accountability.

Third, although there is some evidence noted above of the development of some accountability channels at the commune level, there is no guarantee given the shape that new reforms have taken that these governance connections will take root at the higher levels.  In fact with the potentially declining importance of the communes and in the absence of the commune councils' ability to influence decisions at higher subnational levels, there is a potential risk that citizens could become frustrated and disengage.

3.5 Evolution of decentralization and local government performance

Cambodian decentralization has uncommon origins and is unusually constructed due to a particular set of contextual conditions and the powerful political incentives they created. Some genuine institutional and governance innovations and positive results have been realized in the commune system, but they are very modest in the larger picture, and they somewhat stalled at the initial level as the incentives for pushing further commune empowerment waned. Evolving political dynamics created new incentives to extend the system to higher subnational levels, but in ways that could reinforce central control and limit democratic decentralization despite their portrayal as a means to expand it.

Given the considerations outlined above, there is significant reason to be concerned about how decentralized and locally accountable the evolving system will really be.  With indirectly elected district and provincial councils (based on lists established by the national government), a board of governors at both of these levels appointed by MOI, and a lack of clarity in what the various levels are expected to do and how they will pay for meeting their functions, the role of the communes could be at risk.  More important, the genuine managerial and governance gains that the commune system has attained may be overwhelmed by a higher-level “decentralized” system that seems designed to respond to the national government (and in the current environment the dominant political party).

The Cambodian government has developed a national program for decentralization and a fairly detailed implementation plan.  On paper, many of the provisions of these policy documents look reasonably well conceived.  As they are implemented, however, various central agencies (with ties to specific ruling party factions and international development agencies) are almost surely going to be jockeying to position themselves to shape the details of the expanded system with respect to powers and functions of various levels and sectors and their interrelationships. 

It seems clear that some of these agencies will try to protect and expand downward non-transparent national financial and civil service processes that have long existed in the deconcentrated system, as well as to promote potentially centralizing service delivery reforms in particular sectors. even as these systems are supposed to be subject to formal reforms at the national level. Other actors may try to varying degrees to push to expand to the higher levels the “better practice” administrative, financial and planning systems of the communes and try to protect the modest governance gains that have been realized at the local level, as well as to engage the communes appropriately as service delivery systems are reformed and decentralized. The multiple international donors with different interests are likely to be supporting both ends of the spectrum. 

It remains to be seen where along the spectrum these forces will meet and whether those who seek a more centralized system will prevail over those who wish to preserve and build on the genuine local governance accomplishments—with their recognized limitations—of the commune decentralization.  On the one hand, there are some threatening signs for democratic governance.  On the other hand, the citizens of Cambodia have experienced some degree of autonomous local governance and may resist losing it.  As a new generation of leaders emerges on the political and bureaucratic scene, there may be greater opportunities for advancing democratic decentralization reforms. Moreover, the stakes for Cambodia in terms of economic development and poverty reduction are considerable--the country cannot afford to accept an intergovernmental system that does not deliver improved development to its citizens.
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4 Indonesia Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Indonesia.

Indonesia is well recognized around the world for adopting what has come to known as “big bang” decentralization initiated in 1999 (Hofman and Kaiser 2004, Lamont and Imansyah 2012, Decentralization Support Facility 2012). What had been a highly centralized state in many respects quickly devolved major functions and a large share of national revenues to subnational governments. Many analysts predicted a collapse in the performance of local level service functions with such a dramatic reform, but these failures did not materialize.  In many ways, Indonesia's decentralization can be considered to have been successful, at least up to a point. At the same time, some consequential problems have emerged, and there is growing attention to how to promote better performance of local governments.

4.1 Underlying political economy context/drivers of decentralization

Indonesia practiced a form of decentralized management during the colonial period, effectively necessitated by the vast island territory it encompassed. Following independence, the county developed a strong central government to build national unity, a common approach to state development in ethnically diverse former European colonies.  The strong central state provided a solid foundation for the development of the longstanding (and for a time very effective) authoritarian Suharto regime. Various types of decentralization efforts were undertaken during the Suharto era, but these were mostly in the form of deconcentration that strengthened the role of the provinces as agents of national ministries--local governments were not elected and accountability was primarily directed upward.

The Suharto government succumbed to the Asian economic crisis that emerged in 1997.  The crisis exposed the nature, extent and results of centralized crony capitalism pursued by Suharto and ultimately forced him from power. Sharing power came to be seen as a way to preserve the extensive, diverse and softly unified state. Decentralization became part of the electoral strategy of the vice president, B. J. Habibie, who took over the presidency based on constitutional provisions when Suharto was forced out and wished to stay in power. Reform, however, primarily empowered local governments because of deep concerns that maintaining strong provinces with elected governments could fuel regional conflicts, federalism, or additional separatist efforts.

4.2 Decentralization policy 

Indonesia created a relatively extensive decentralization (devolution) framework. (Alm, Martinez-Vazquez and Indrawati 2004, USAID 2006, Lamont and Imansyah 2012, and Decentralization Support Facility 2012). There is strong expenditure decentralization, such that subnational governments manage nearly a third of total public expenditures and about half of development expenditure. Local governments must provide health, education, environment and infrastructure services and may provide others not specifically reserved the national government.  Revenue decentralization is also significant, although more in the form of intergovernmental transfers than autonomous own source revenues. Regional assemblies are elected at both local and provincial levels every five years; beginning in 2005, citizens have directly elected their provincial governors and local government mayors.

Several foundational laws provide the details of the decentralization framework. Law 22 of 1999 laid out most of the basic institutional and administrative provisions outlined above.  Law 25 of 1999 defined a new intergovernmental transfer system (primarily unconditional) and specified local government own source revenues (modestly enhanced by Law 34 of 2000) and borrowing rights.  The original decentralization laws were replaced by Laws 32 and 33 of 2004, which moderately weakened local budgeting, staffing and revenue control. Additional definition of local revenues was provided Law 28 of 2009, which elaborated a limited list of subnational taxes. 

Own source revenue powers are not nearly as significant as functional assignments. Subnational governments are entitled to a specified share of selected central tax and non-tax revenues. Motor vehicle, fuel, ground water and cigarette taxes are assigned to provinces (rates are regulated) but must be partly shared with lower levels. Local governments exercise limited autonomy only over a small number revenues and may also collect user charges. The previous system of extensive and fragmented intergovernmental fiscal transfers were combined into the Dana Alokasi Umum (DAU), a revenue sharing fund capitalized by a minimum of 26 percent of national domestic revenues. The largest share of the DAU is allocated to local governments. Special purpose transfers (Dana Alokasi Khusus—DAK) were introduced later and have grown (including in the form of performance based transfers), but in total are still much smaller than DAU funding.

Some important legal provisions are not strictly concerned with decentralization policy, but they support the environment for local democratic engagement. Constitutional amendments and the introduction of anti-corruption legislation promise freedom of information and transparency, although bureaucratic barriers and capacity constraints weaken the ability of citizens to exercise and use these civic rights.  NGOs have some official protection, but their development and ability to play an activist role is limited by internal security policies. 
4.3 Basic structures, actors and mechanisms

Indonesia's governance system from its early years has used multiple layers of subnational administration.  The highest tier consisted of provinces and the second tier of kota (cities) and kabupaten (districts), which are recognized as local government equals, although the former tend to be more urbanized. Additional levels below these two included the kecamatan (sub=districts) and desa (villages), but these served more minor formal roles.  

The 1999 decentralization formally devolved power the higher subnational levels, primarily to the local governments for the political reasons explained above. There are now 34 provinces, five accorded special status—the national capital region (Jakarta), Aceh (with additional autonomy/special Islamic status), Yogyakarta (traditional sultanate with additional autonomy), and Papua and West Papua (accorded more modest special status based on resource and ethnic considerations)—and more than 500 kota and kabupaten.  

Despite the provisions of the laws outline above, there have long been issues raised about a lack of clarity in the de facto performance of service functions among levels of government. Some of these instances may result from local government capacity issues, but there also seems to be excessive involvement of central government ministries in services that have been formally devolved to local governments (World Bank 2012).  In some cases sectoral legislation has not been updated for consistency with decentralization laws, and sectoral actors tend to follow their specific legislation.

Several national agencies play important roles in decentralization. Primary responsibility for decentralization policy and supervision rests with the Ministry of Home Affairs (MOHA), although the Ministry of Finance (MOF), the National Planning Agency (BAPPENAS), multiple sectoral line ministries, and the Supreme Audit Board, among others, have typical national regulatory and oversight mandates in their area of expertise.  Capacity building is supported by a national training body and a dedicated subdivision of MOHA. Lack of coordination across agencies has been a great challenge often reinforced by international development agencies. The multiple efforts to promote harmonized decentralization policies, most recently the Decentralization Support Facility, have not been very effective (Winters 2010, Smoke and Winters 2011, Decentralization Support Facility 2012).

4.4 Decentralization outcomes

There is a general domestic and international consensus that decentralization has generated important changes in Indonesia (USAID 2006, Decentralization Support Facility 2012). There are potential governance benefits from decentralizing in a large and diverse country--local democracy has begun to develop as local governments have gained some powers and autonomy. 

Local public expenditures on services have increased substantially and service delivery has improved in some sectors (Adrison, Martinez-Vazquez, and Nurhalim 2012), although there are also disputes about the extent and breadth of the gains (Lewis 2010, Lewis and Smoke 2013, World Bank 2012).  The positive effects of decentralization have certainly not extended to all service sectors and reached all areas of the country, and there are issues with the efficiency of spending in some areas (Lewis and Pattinasarany 2010, World Bank 2012). 

Despite a range of questions about local service delivery performance, there is also evidence that citizens generally feel reasonably satisfied with services, at least in certain sectors, including health and education (Kaiser, Pattinasarany and Schulze 2007, Lewis & Pattinasarany, 2009, and Lewis 2010. There are some variations by sector and jurisdiction, but the evidence on citizen perceptions of local public services generally trends to positive results.  It is not entirely clear what these results mean, however, since citizen surveys are known to be subject to respondent bias and in this case Indonesians may have limited expectations relative to past performance. 
Revenue generation at the subnational level increased substantially after decentralization. Local governments, however, raise a lower share of revenues (of course transfers and total revenues have risen dramatically) than they did prior to reform, and performance of some local sources has been weak (Smoke and Sugana 2012).  Local government borrowing used to raise more resources, but it has fallen off in recent years (largely due to changes in the mechanisms that had been used for years to channel investment funds to local governments).  This is a worrying development since local governments have large unmet critical infrastructure needs (Lewis and Niazi 2013). There is also documentation that some local governments do not spend all of the resources that are transferred to them, suggesting that they face limited incentives to raise funds from their own sources. 
There is limited—scattered and uneven--evidence on governance-related outcomes.  A number of studies, both quantitative and qualitative, point to some gains in capacity development and citizen empowerment (Eckhardt 2008, Skouflas 2011, Brinkerhoff and Wetterberg 2013) . Not surprisingly, nontrivial problems are also identified, and some studies have yielded mixed or more negative results, suggesting problematic elements, such as elite capture or corruption (Lewis 2005, Kristiansen and Pratikno 2006, Kaiser, Pattinasarany and Schulze 2007). These selected studies use different methods, target different local governments and cover different time periods, so definitive conclusions would require further investigation. 

It is also important to recognize the strong community driven development (CDD) efforts in Indonesia, which started with parallel, development partner funded programs. The most prominent of these was the Kecamatan Development Program (KDP).  The government ultimately took full responsibility for what is now the National Program for Community Empowerment (PNPM is the Indonesian acronym). There is considerable evidence that KDP and PNPM provided grassroots community services and developed capacity with low levels of corruption, and some evidence that it helped to raise incomes (Olken 2007, Olken et. al. 2013).  There is not, however, any credible evidence that the CDD governance benefits have spilled over into the local government arena.
4.5 The evolution of decentralization and local government performance

A central question for understanding the evolution of decentralization in Indonesia is why the system was able to perform as well as it did in the wake of a dramatic reform that some observers believed would inevitably undermine the delivery of services turned over to local governments. There are multiple possible explanations, but one line of thinking seems to be especially credible.  

At the time of the decentralization, many of the devolved public services were already being provided in the local government jurisdictions under deconcentrated administrative arrangements, and many of the higher level civil servants who had been delivering these services and performing other functions were largely transferred to the local governments as their own employees.  The new local governments faced an incentive to keep these staff members in place created by an intergovernmental transfer formula dominated by an allocation variable that measured a particular local government’s share in the national aggregate local government wage bill.  Thus, the immediate arrangements for providing services did not change much when the devolution policy was implemented. Although possibly conceived to constrain the power of the new local assemblies, this approach ended up being a useful way to pursue the devolution transition in terms of keeping services intact. 

Despite the unusual transition approach and the evidence of certain positive results summarized above, it is probably fair to fair to state that decentralization outcomes overall have not met expectations.  Some local governments have been more successful than others, but many have not been able to play a particularly robust role in promoting territorial development and improving the general welfare of their constituents.  Compared to many developing countries undertaking decentralization, Indonesian local governments were reasonably empowered, enjoyed competitive local elections, received generous access to resources and retained some technical capacity from the way staffing was initially handled.  Why then has performance not been more uniformly strong and more progressively improved? 

There are many opinions and debates over this question, but a number of factors seem to be important. First, some reform elements have not been well implemented and sufficiently supported.  Many central actors (noted above) are involved.  They have different views and face different incentives, and the government has not been able to develop a robust mechanism for coordinating the various stakeholders whose cooperation is required for consistent and effective reforms. Under these conditions, central government agencies have continued to play an excessive role in services that were formally devolved to local governments.

Second, the local governments are for the most part highly dependent on the central government for financial resources.  This is inevitable in some areas, but Indonesia is a country in which at least some of the local governments have greater capacity to raise their own resources than they choose to exercise.  Weak local revenue generation is both a symptom of deeper problems with intergovernmental and local accountability dynamics and an underlying governance factor that also contributes to service delivery performance problems.  

Third, there has been insufficient attention to the development of local accountability mechanisms beyond basic elections and technocratic provisions for development planning, public financial management, participation, etc.  These are important, but local governments must learn to genuinely deal with their constituents, who in turn must learn to hold local governments accountable.  The development of such dynamics may have been constrained in some areas by PNPM, the successful CDD program mentioned above. Despite its genuine and valuable achievements at the community level, there are some concerns about its impact on local government dynamics and performance in providing network services that connect communities of the larger economy and stimulate development.  Anticipated reforms to PNPM were supposed to link it to local government activities, but there has been very little done on this front.

Political economy factors underlie all of these dynamics. Central agencies resist aspects of devolution that weaken their own roles, and they have few or no incentives to cooperate with each other, especially in the absence of effective coordination.  International development partners may bolster these competitive relations by engaging selectively with specific government actors whose interests and objectives they share. At the local level there has generally bee no great clamor for better services, perhaps in part because citizens do no know what to expect of local governments or how to place demands on them, perhaps because in part because they focus their limited engagement on small-scale PNPM services. Local governments receive substantial intergovernmental transfers provided through a formula that creates incentives to spend a large share on staff wages. Without local pressure for better services, reserves accumulate in some jurisdictions, undermining the need for local governments to collect local revenues from their constituents, an indispensible part of the local social compact. 

This stylized scenario is only illustrative, but the types of incentives and dynamics it embodies will have to be considered in looking at how decentralization might be improved in Indonesia.  At a minimum, it suggests a need to move beyond largely technical decentralization reforms that don’t deal with underlying problems. Real reforms require a more integrated approach to deal with fiscal systems, accountability challenges and capacity constraints that threaten implementation. It remains to be seen whether Indonesia is ready to tackle this challenge.
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5 Nepal Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Nepal.

Subnational governments have existed in Nepal since the 1960s, and the foundation for decentralization as it looks today has been in place since the 1990s. Nepal has made moderate progress in improving local service delivery, empowering local governments (although the exact future of local governments depends on ongoing negotiations over a new constitution) and increasing local participation.  There are still centralizing tendencies and the central government retains considerable political, administrative and fiscal control. Nepal has also been marred by ethnic conflict, which has resulted in a commitment to transform Nepal into a federal republic. Debates around how to federalize have not been resolved and may be further delayed by the significant 2015 earthquake, but the impact on local governments once the change takes place is likely to be significant. 
5.1 Underlying political economy context/drivers of decentralization

Subnational governments have existed in Nepal since the 1960s. The Nepalese government adopted decentralization reforms during the 3rd Plan Period (1965-1970) to establish local bodies at the village level. The pivotal moment in the empowerment of local bodies was the Decentralization Act of 1982, which made provisions for elected district and village level councils called panchayats. The main stated driver for decentralization reforms was to increase local civic participation and not necessarily to improve service delivery at the local level. 

In 1990, Nepal became a multi-party democracy and developed a new constitution. Multiparty local government elections were held in 1992 and 1998 for five-year terms. 

Much of the motivation, legislation and institutional infrastructure required to create and sustain local governments was undermined during the decade-long armed conflict between the Maoist groups and the Nepalese governments, which took place from 1998 to 2006. 

Elected local government bodies were disbanded in 2002, and even with the return of national elections in 2006, there have been no local government elections since 2002. Today, local government bodies are run by central government appointed staff and staff from line agencies. In 2009, the central government made an attempt to strengthen local government accountability by inviting political parties into the local government decision-making process.  This occurred under the "All Party Mechanism," was repealed in 2012 after reports of corruption. 

In 2007, the Nepal government made a commitment to transform itself from a constitutional monarchy to a federal republic. The purpose of the creation of the federal state is to mitigate ethnic conflict and as a mechanism to promote regional interests. The Constituent Assembly was commissioned to write a new constitution by January 2015, but it has reached a stalemate on what is the best approach to federalism; current debates center on whether federal state borders should be drawn around ethnic boundaries or what is most viable for efficient public administration, governance structures and electoral reform. No constitution has been promulgated to date and the role of local governments in the new federal state has also not been confirmed (Phuyal, 2015). Current debates around federalism seem to consider local government bodies as channels for local participation and as institutions that execute small development projects as opposed to institutionalizing them as elected governments with significant autonomous responsibilities for service delivery at the local level (Boex, 2012). 
5.2 Decentralization policy

Until the new constitution is in place, the eventual role of local governments will be unclear.  At present, decentralization policy is a mixture of status quo arrangements and ad hoc adjustment. Various previous local government acts were combined into the Local Self Governance Act (LGSA) in 1999. In the same year, the country adopted Local Government Self Governance Regulations, which laid out many of the details on how the local governments were to operate (more detail is provided below. 

In 2002, there was another positive step towards enhancing decentralization with the devolution of three sectoral ministries- primary education, primary health care and agriculture and livestock. This was followed by the devolution of certain local infrastructure functions in 2004. In practice, however, these sectoral devolutions appear to be relatively nominal because these services continue to be administered by central government staff.  The most recent steps included the issue of the Local Body Financial Administration Regulations in 2007, as well as the development of a number of other standards and operations manuals developed by sectoral ministries (Dhungel et al 2011). 
5.3 Basic structures, actors and mechanisms

There are three forms of local government in Nepal; at the lower level are the Village Development Committee (VDCs) and municipalities. Above these lower councils are the District Development Committees (DDCs). There are 75 DDCs, 58 municipalities (133 additional municipalities were created in 2014, but the extent to which they are functioning is not clear) and 3915 VDCs. 

The LSGA is the framework that lays out the institutional structure, functional responsibilities and powers of local government bodies. These governments work as executive committees made up of officials who are elected from an electoral college. VDCs are managed by an elected chairperson and municipalities are managed by an elected mayor, both of whom represent their constituencies in the DDC executive committee. The LSGA mandates that there should be a women representative at each level of subnational government. DDCs, VDCs and municipalities are classified into three categories, A, B and C depending on their population size, geographical topography and location (Dhungel et al 2011). 

In practice, since there have been no local elections since 2002, local government bodies have been managed by civil servants, local political leaders and leaders from other stakeholder groups like NGOs and civil societies. These committees continue to execute local government functions as prescribed in the LSGA. They include formulating annual plans and budgets, preparing five-year plans, overseeing local development projects and ratifying key decisions. The five years plans have to be developed in a participatory way. Implementation of projects is usually carried out by appointed user committees. In 2009, 70% of VDC projects were carried out by a user committee. Regulations around the formation of user committees can be found in the LSGA. These include a mandate that 33% of the user committees be formed by women representatives (World Bank 2014).

At the national level, the Decentralization Implementation and Monitoring Committee (DIMC) and a Local Body Financial Commission (LBFC) were set up in 2007 to improve implementation of the LSGA (Dhungel et al 2011). There seems to be a growing perception in Nepal that local bodies are a branch of the Ministry of Federal Affairs and Local Development (MoFALD). The MoFALD is responsible for executing all policies and functions related to decentralization and local development, including local infrastructure. Their mandate in municipal governments overlaps with the Ministry of Urban Development (World Bank 2014).

 Functional responsibilities for local government bodies are also proscribed in the LSGR. The framework assigns a broad range of services to be carried out by the local government bodies, but the actual responsibilities are unclear. There is an absence of mandatory assignments to local government bodies in the LSGA, with the exception of municipalities. The Local Body Resource Mobilization and Operation Management Guidelines (RMOMG) were issued by the MoFALD in 2013. These provide greater definition of the functional categories that local government can finance. However, there is still significant overlap in the responsibilities of the DDCs and the municipalities. Functional assignments are usually better defined mostly when local government bodies are working with conditional funds. The range of services that local government bodies are involved with, to different extents, include water and sanitation, roads, primary health and education, hydropower and electricity and miscellaneous activities. Other major local services are undertaken by deconcentrated central government units. 

The primary source of revenue for local bodies is transfers from the central government. These transfers have increased six fold in the last 6 years amounting to 9-12% of total public expenditure in fiscal years 2011-2013. The core transfer is an unconditional block grant. Block grants consist of a minimum grant that varies by the size of the local government body and a formula based grant, which is an additional provisional grant based on achieving certain performance requirements. Nepal is among the first developing countries to link performance outcomes to conditional funding (UNCDF 2010). Unconditional transfers make up approximately 34 percent of total local revenue, conditional transfers are 30 percent of local revenue, and own source revenue is approximately 11 percent. Local bodies also have access to user fees but these revenues had been shrinking from 2006-2012 (World Bank, 2014). 

In the absence of local elections, there are few robust downward accountability mechanisms in place. Local accountability mechanism can be interpreted as two broad categories: mechanisms to hold public officials accountable to carry out specific functions and those functions need to be executed to specific standards. The former is mandated by the Right to Information Act in 2007. The public is entitled to demand relevant information from local public officials (World Bank 2014). Local government officials have to take an oath before taking office, and every local government body has to appoint an Information Officer. Local government bodies are also mandated to publish project plans and any other relevant documents (Dhungel et al 2011). 

Accountability around service delivery standards is undertaken through frequent audits of local government bodies’ project budgets and expenditure. The World Bank also initiated a Citizen Report Card in 2012 in certain VDCs (Prasai 2013). There are emerging debates about how to streamline and introduce greater transparency mechanisms in the project procurement process at all levels of government (World Bank 2014). Due to the appointment of civil servants at the local level, upward accountability to sectoral ministries and other central government agencies is already established. 
5.4 Decentralization outcomes

Service delivery in Nepal experiences considerable challenges due to unclear functional responsibilities of local government bodies and overlap between sectoral line agencies and local government body functions and overlap in functional responsibilities between DDCS and Municipalities. Local government bodies tend to supplement the work of the line ministries, rather than take more primary responsibility for local functions as expected in a decentralized system (World Bank 2014). 

Available evidence indicates that there is considerable regional variation in service delivery due to geographical location of the local government, the topography of the land and the economic base; hilly areas have dispersed populations and have greater difficulty in providing services due to the impenetrable terrain. Areas in the plains have greater agricultural productivity, and border areas, such as Terai on the Indian border, engage in cross-border trade and therefore have a more vibrant tax base. Overall, the location of the local government has an impact on its fiscal capability and economic opportunities and generally on service delivery. Seven of the 58 municipalities (prior to the creation of new municipalities in 2014) account for half of all the recurrent expenditure and five of 58 municipalities make up more than a third of capital spending (World Bank 2014).

There is some evidence on particular services, but it is limited and mixed. A 2008 assessment of the primary health care sector, for example, showed that decentralization had resulted in some positive outcomes, such as increased ownership, greater participation in planning and monitoring, greater transparency and even better resource management in certain DDCs. These positive factors, however, did not always improve the poor quality of health care, and local governments suffer from lack of managerial resources and central government constraints on finances and staffing (Regmi et al 2009). 

There have been other positive decentralization outcomes in the form of increased fiscal resource availability and autonomy.  The large increase in transfers to local bodies overshadows the significant gains in revenue raising capacity by local governments, but the latter is significant. The Ministry of Finance reports that internal revenue in municipalities more than doubled from FY 2009/10 to FY 2012/13. DDCs have not experienced similar growth rates--their internal revenue levels have mostly declined. The composition of own source revenues remains balanced between taxes and user charges in municipalities. Taxes constitute 41 percent of own source revenues, service fees constitute 42 percent and other income constitutes 17 percent. Revenue patterns in DDCs differ significantly from municipalities. In DDCs, the bulk of revenues (over 50%) come from taxes, while service fees contribute only three percent. Among all local bodies, own source revenue as a portion of total local government revenue expanded from 6 to 16 percent over the period 2006 to 2012. 

While there is variation in the revenue raising capacity of local governments, the improvements in the revenues of municipalities registered over the past five years were widespread. Though there is not readily accessible revenue data organized by jurisdiction size, given that per capita levels of grant transfers are higher for smaller local bodies, it is reasonable to assume that smaller local governments have made legitimate progress in expanding their revenue capacity.

A related issue is discretion over the use of funds.  A recent study found that VDCs and municipalities have greater discretion (over 50% of their revenues) in how they spend their revenues than DDCs. Many local governments tend to use discretionary funding on small local infrastructure projects, and fiscal accountability is focused more on what the money is allocated for as opposed to service delivery performance (World Bank 2014).

Public participation is mandated as a part of the planning and budgeting processes. The planning process, however, does not appear to be undertaken in full. Local government bodies are not provided with much guidance from the central government or the DDCs on budget ceilings--they can increase the budget up to 10% over the previous year, but there is no systematic approach to budgeting. Ward meetings, which are currently the only place for public participation in the annual budgeting process, appear to take place, and there has been growing representation of grassroots organizations in these ward meetings, which is a positive sign. There is also anecdotal evidence that local political parties participate in local government body planning. The actual influence or impact of civic society groups or local parties is difficult to assess. Mandatory representation of women is required in local government bodies, but since there have been no local elections since 2002, there is little evidence on whether this has been enforced (World Bank 2014).

Local governments in Nepal do not operate within robust systems of oversight to hold the various actors responsible for the manner in which they carry out their responsibilities. Forms of local accountability can be divided into two broad categories: mechanisms for holding officials accountable for carrying out assigned functions and mechanisms for holding officials accountable for carrying out assigned functions up to specific standards. Regarding the former, Nepal adopted a Right to Information Act in 2007 that allows access to “public information of importance.” The Act places a number of obligations on local government bodies including appointing Information Officers and to proactively publish relevant information for the public. However, it is unclear how much these obligations actually incentivize changes in the behavior of local government officials as well as how much of a burden is placed on common citizens interested in submitting requests.

Regarding accountability for the standard of service delivery, the World Bank funded a pilot for a Citizen Report Card in the water sector in 2012, but it is unclear how the findings were used and whether or not this horizontal feedback mechanism is in the process of being institutionalized at the subnational level. The Public Expenditure and Financial Accountability and Fiduciary Risk Reduction Action Plan implementation timetable is coming to an end and improvement of public procurement guidelines has been a major priority. 

A system of public auditing of projects among all local bodies was brought online in July of 2013. However, few if any mechanisms exist for sanctioning poor performance. The lack of sanctioning mechanisms has hindered any progress towards improving project performance. For example, large development projects require significant subcontracting but shortfalls in technical capacity and poor institutional development related to administrative procedures effectively prevent municipalities from being able to expedite approval of subcontractors and their plans.

There is no solid empirical analysis of how well current accountability mechanisms work. While the Right to Information Act is an important step towards increasing local government transparency and downward accountability, there is not much information as to whether local governments proactively publish information for the public or whether the public have filed claims to local government bodies for information. There is currently limited oversight of the appointment of user committees and there is some evidence that the appointments are influenced by local party politics and that appointees often do not have the necessary technical qualifications to carry out the assigned work. 

Local government audits of service delivery budgets and project expenditures are being conducted but there is not a robust framework for sanctioning poor performance. There is also no clear evidence as to whether feedback from the World Bank funded Citizen Report card project for the water sector is being considered in local decision making much less being institutionalized at the local government level (World Bank 2014). 

5.5 Evolution of decentralization and local government performance

Decentralization reforms in Nepal have made some progress over the years, but there are concerns that they have tended to focus on increasing local participation rather than improving development outcomes through enhanced service delivery at the local level.  There have been substantial increases in local revenues and formal increases in transparency through the Right to Information Act.  There are, however, major weaknesses--ambiguities exist about service roles at various levels, and it is not clear how well oversight mechanisms are being used. At the same time, it is important to recognize that Nepal has had a complex recent political history, which has resulted in an institutional climate that is not particularly conducive for pursuing effective decentralization reforms. Nepal clearly has a long way to go before it can achieve more effective local governance and development outcomes through subnational governments. 

The overarching issue impacting the future of decentralization is the core controversy over the shape of the state. Ongoing debates on federalism have been robust, but they may not have fully considered the impact that federalism might have on local service delivery and local development, despite the likelihood that weak public services are one factor underlying conflict. There are concerns that the current approach to restructuring Nepal’s government has been focusing on the state level structures rather than considering appropriate empowerment the local level and “building up” a local government structure that can most effectively deliver on functional assignments. 

The federalism debates are considering the removal of the district-level governments in a new federal state system and only having local governments at the municipal and village level. This may be in some respects politically strategic, but perhaps it is not developmentally strategic--district level governments should be more efficient in delivery of services to scale compared to individual village development councils (Boex, 2012). Nepal has always has centralizing tendencies.  One key issue is whether the transfer of central power to federal states will result in another form of monopolization of power.  Will this be effective, or might another way of sharing power that includes strong roles for multiple tiered local government do a better job of assuaging ethnic tensions and delivering more efficient public services and better development?
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6 Pakistan Case Study 

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Pakistan.

Pakistan reconstituted itself as federal republic in 2010 with the promulgation of the 18th amendment of the constitution. This amendment reversed some changes to the constitution by various governments over the years.  It resulted in the establishment of four federal states or provinces. Local governments were dissolved with the expiration of the 17th amendment of the constitution, and the responsibility for local governments was transferred to the provinces. The change in legal basis for local governments creates challenges and opportunities for improved service delivery, local participation and local development. In addition, Pakistan has been undergoing rapid urbanization due to population growth and increased rural-urban migration. This has created further constraints and pressures on service delivery in urban areas (Kugelman 2013). The direction that each province takes with their local governments will be key in determining the success of constitutional democracy in Pakistan. 
6.1 Underlying political economy context/drivers of decentralization

Local governments have existed in Pakistan since the turn of the 20th century and have been legitimized through various local government ordinances. Politics in Pakistan has cycled between military regimes and civilian governments. The most important local government ordinances to date have been introduced during military regimes; the 1979 Local Government Ordinance was introduced under General Zia ul-Haq and the 2001 Local Government Ordinance under President Musharaff. 

The main driver for decentralization in these instances was to enable the military regimes to build a local support base that was an alternative to local democratic parties. During civilian governments, political parties often viewed local government officials as competition for power and therefore local government systems were never strengthened under these governments (Cheema et al 2014).

Today, Pakistan is a federal republic as reestablished through the 18th constitutional amendment. Under this amendment, local governments are entities under the provinces. Provinces are responsible for local government legislation, including tax and expenditure assignments, however they do retain the right to intervene in local administration. The constitution also mandates that the provinces schedule local government elections. There have been no local elections held since 2008 with the exception of Balochistan in 2013 (Democracy Reporting International 2014). Local government legislation is different in all four provinces, and therefore there is a patchwork of institutions consisting of local governments, deconcentrated administrative units and the provincial governments who are involved in local service delivery, local development and increasing local participation (Mezzera et al 2010). 

The Devolution Trust for Community Development, which regularly conducts social audits on local government outcomes, have reported that since Pakistan became a federal republic “some kind of local government or local processes are in place, but it cannot be said that there are fully functioning local governments on the ground delivering regular services to the public” (Khalid et al 2012). 
6.2 Decentralization policy

Articles 32 and 140-A of the constitution broadly promote local government. Article 32 (under the heading "Promotion of local government institutions." indicates that "The state shall encourage local government institutions composed of elected representatives of the areas concerned and in such institutions special representation will be given to peasants, workers and women.’ Article 140-A under the heading "Local government" states that "Each province shall, by law, establish a local government system and devolve political, administrative and financial responsibility and authority to the elected representatives of the local governments." 

Since the reconstitution of provincial powers through the 18th Amendment of the constitution, provincial governments have adopted legislation from the 1979 or 2001 Local Government Ordinances or have adopted a hybrid of both ordinances (CLGF 2013).  This means that local government legislation varies by province, so that making comparisons across provinces can be challenging. 
6.3 Basic structures, actors and mechanisms

The four federal provinces each have three tiers of local government: District and City District Governments (DDGs), Tehsil Municipal Administrations (TMAs), and Union Councils (UCs). These local governments are government by an elected council, headed by an elected mayor or nazim. The local governments are supported by administrative units that also follow the same structure; district government administrations, tehsil/town municipal administrations and union administrations. 

The Local Government Ordinances define local government service responsibilities by level of government.  The legislation also mandates that these local governments are integrated through bottom-up planning and practice certain functional assignments around service monitoring and electoral arrangements. District and city governments are in charge of education, health, agriculture and other service areas related to community development at the district level. They are also permitted to decentralize the provision of any service to a lower level of government. Tehsils are responsible for a range of municipal services, such as water and sanitation, urban roads, the fire service and town planning functions. Union councils are generally responsible for more community-based activities (CLGF 2013). 

During the establishment of local governments through the Local Governance Ordinances, administrative units were also set up to match the local government structures. The district administration is headed by the District Co-ordination Officers (DCOs). They head 12 groups or service areas. The staff at the district level are hired and are paid by the provincial and national level governments accordingly. They are supposed to report to the Nazim or head of the local government (Pracha 2003).

In practice, there have been managerial conflicts between local government and the local administrative units, which has resulted in poor intra-jurisdictional service delivery coordination. This was particularly prevalent in the water and sanitation service delivery; the Public Health and Engineering Department (PHED) was initially responsible for water and sanitation and this then fell under the jurisdiction of the TMAs. In the North West Frontier Province (NWFP), this resulted in a "turf war" due to the lack of trust and perceptions of poor capabilities on part of the PHED. In the end the two agencies split the responsibilities, the TMAs controlled the water supply in the urban areas while the PHED serviced the remaining rural areas in the district (ADB 2005). Here the PHED’s tried to re-centralize control rather that work to build coordination and support amongst the different institutions. This also results in a blurring of accountability (Arshad 2003). These types of “turf wars” were also reported in Punjab. 

Managerial issues have also arisen within local government and administrative institutions due to staff absenteeism. This occurs more in remote areas but is attributed to poor supervision and lack of disciplinary action. Local providers in health and education sectors have been seen to accept supplies for services in-kind instead of monetary support. These supplies often did not meet the needs of the local population (ADB 2005). More information on service delivery outcomes is provided below.

At the provincial level, the Provincial Finance Commission (PFC) allocates revenues from central government transfers, provincial tax and non-tax sources to local governments in the form of internal grants. These grants are meant to make up for local government revenues and also ensure that there is equitable expenditure spend across the province (Bahl et al 2009). In practice, data shows that local governments are highly dependent on the provincial governments for transfers. In the fiscal year 2010-2011, only 5 percent of revenue receipts came from local government transfers (World Bank 2012). The local government revenue share was only 5% of the national revenue share in 1995. This dropped to 1% in 2005 and has remained at 1% (Mukthar et al 2010).

The districts, tehsils and unions have different revenue sources and have different levels of control over their revenue instruments. District councils are allowed to levy fees and taxes on education, health, land, license fees and tolls on roads. Tehsils councils are allowed to collect taxes on property and property sales and transfers, certain services, advertisements in public places like markets and cinemas and other small public works fees (Bahl et al 2009). These revenue instruments do not amount to large own source revenues. Lahore’s own source revenue amounts to 5% and comes almost entirely from services fees and licenses (World Bank 2012). Local government dependency on transfers means that they are restricted in the type of capital projects they can invest in, and they are unable to raise enough own source revenue to operate and maintain the infrastructure.  

There is another institutional issue with local government revenues centering on tax and fees administration and collection. Polices around taxation, including levels of taxation and types of taxes are largely mandated by the provincial government. In Punjab, the local government has to collect an urban immovable property tax (UIPT), whose tax rate and base are set by the provincial government. The amount collected hardly adds up to 10% of the total own sources revenue for the TMA (World Bank 2006).  Some provinces mandate revenue sharing of certain taxes; the state of Punjab and the NWFP require revenue sharing of property tax between city councils and TMAs (Bahl et al. 2008)

On accountability structures, the LGO of 2001 mandates that local government elections should be held every four years. The last countrywide local government elections, however, were held in 2008, raising concerns about the provisions for adequate downward accountability. While Balochistan did hold an election in 2013, the Provincial Election Authorities of the remaining provinces continue to postpone local elections. The Election Commission of Pakistan has now stepped in and released a schedule of local government elections in the remaining provinces to be held from May to November 2015 (Butt, 2015).  There are some official provisions for citizen participation, but it is not clear how much they are used.  Only Punjab has instituted broad mechanisms for citizen feedback.
6.4 Decentralization outcomes

Local service delivery has existed in some form since Pakistan’s independence in 1948. As noted above, decentralization of power to local bodies took place through the LGO in 2001 and was revoked in 2010 and power was shifted to the provinces. Currently local governments exist in law but there have been no local elections since 2008 (except for Balochistan) and therefore local service delivery has been administered mainly through a mix of elected and administrative units. It is difficult to attribute decentralization outcomes to the 2010 devolution, as there are some institutional structures that continue to remain since the 2001 local government devolution. In addition to this, establishing a baseline for the quality and distribution of service provision in each province has proven to be difficult. 

Using the 2001 decentralization legislation as a baseline, there are two public services provided by local governments that have shown remarkable improvement in the last decade; they are sewerage and sanitation and the provision of electricity. However there are vast regional differences, with the provinces of Punjab and Sindh showing greater access and satisfaction with sanitation and sewerage facilities than the NWFP and Balochistan. Since 2001, almost 97% of households in Pakistan have gained access to electricity, but satisfaction levels with the service provided have decreased steadily since 2009 due to the mismanagement of supplies and a decrease in the availability of services. The energy crisis currently plaguing Pakistan is a national issue, and unlikely to be addressed by local governments (Khalid et al 2012). 

An empirical study on the impact of decentralization reforms on service delivery has found some positive results; there have been substantial increases in the provision of water canals and school facilities (Aslam et al 2011). In addition the study found that there have been significant increases in the provision of street paving and sewer lines. These existence of these services is proportional to the size of the population. The provision of water canals and school facilities is not related to the size of the population and expansion seems to be a direct result of decentralization. The study also looked at the influence of Rural Support Programs (RSP), there was no statically significant relationship between any of these services and RSPs except for water canals. RSP activities, however, were found to substitute for local government provision of water canals (Aslam et al 2011).

In 2008, a study looking at service provision at the rural level found that decentralization had indeed increased provision of local services, like drain pipes, in areas that were not previously serviced. The study also found that villages where the union council leader was a resident were far more likely to have access to services. In addition to this, services were more likely to be made available to the majority ethnic group of particular villages (Cheema et al 2008). These findings indicate that while decentralization has increased access to services, the distribution of these services remains influenced by political considerations.  

A qualitative survey on state provided healthcare services at the union level indicated that poor quality healthcare services has persisted even after the decentralization of this service in 2001. The public health care service is poorly funded and union-level facilities have a shortage of doctors, medicines and there are large distances between facilities (Cheema et al, 2007). This has resulted in villagers turning to poor quality private sector health care services (Cockcroft et al, 2005)

As noted above, provincial government are mandated by the constitution to conduct local government elections. So far only the province of Balochistan has conducted recent local government elections (in December 2013). The remaining provinces have been scheduled to conduct elections but continue to postpone them. The elections in Balochistan, however, were characterized by a high level of invalid ballots (38%) and some areas had very low voter turnout. Awaran for example had a voter turnout of 1.18%, although Awaran lost a lot of infrastructure in the 2013 earthquake. There were reports of violence at election centers, and this could have resulted in lower voter turnout. Local government laws in Balochistan also mandated for the inclusion of at least one women, one to two ethnic minorities and a number of rural representatives in the elected councils but there has been no empirical study conducted to understand whether these local councils have been compliant with the representation quotas (DRI 2014).  

Pakistan has had some successes in its downward accountability by soliciting public opinion in project planning. This is facilitated through the LGO mandated Citizen Community Boards (CCBs). The LGO mandates that 25% of the local government budget that is earmarked for local development be programmed by the CCBs.  The CCBs must also raise 20% of the project costs. There is no available empirical evidence to date as to whether local governments have achieved this 25% target and whether CCBs actually contribute to the project selection. There are some other factors that might impact the quality and extent of CCB participation and this could include CCB leadership, literacy rates, commuting distances and whether or not a NGO assists the CBO in putting together a proposal (Kurosaki, 2006).

A survey study conducted on analyzing the effects of decentralization on Pakistani women was statistically insignificant. Survey results did indicate that political instability and existing cultural norms also affected women’s access to services and participation in local government. The existence of a democratic government did generate more benefits for women at the local level than when martial law is in place (Stojkova 2008).
6.5 The evolution of decentralization and local government performance

Decentralization in Pakistan has undergone political and administrative changes to create more responsive subnational governments that can better provide public goods and services. The current legal framework has been established through the 18th Constitutional Amendment and the LGO 2001. The intergovernmental/decentralized system is a mix of institutions responsible for service delivery including local governments, deconcentration administrative units and the provincial government.  Interventions by the national and provincial governments over the past decade and a half have created de facto institutional arrangements that limit local powers and would require time and resources to overcome. Near absolute revenue authority lies with the national level, and provinces can modify local government ordinances without consequences. The system as it exists strongly concentrates power within national and provincial government.

For more meaningful local decentralization to occur in Pakistan, there would have to be some consideration of how to allow greater local autonomy and increase fiscal decentralization. This can only be undertaken if there is a proper review and understanding of local government politics, institutional structures and capacities in each province. Establishing a baseline in each province, using the same metrics, would be helpful to determining how the provincial local government legislation has functioned and what the feasible options might be to increasing the role of local governments and regularizing local elections. 

Attitudes amongst political parties and central and provincial governments toward local governments seem resistant to change.  In some circles, local governments appear to be considered as a vestige of military rule rather than as a potential mechanism to help strengthen Pakistan’s federal system. There have been suggestions that a more productive role for local governments could emerge if mainstream political parties would participate more actively in local democracy. Local government institutions in turn could help broaden the political base of active supporters, and therefore strengthen the party at all levels (Cheema et al 2014). 

As the Election Commission of Pakistan has announced a schedule for local government elections in the three provinces that have not recently conducted them, there may an opportunity to bring local governments into the fold of main stream politics and therefore increase their importance as vehicles of a democratic state. Of course, much also needs to be done to strengthen capacity for delivering development and service deliver, but political, fiscal and administrative mechanisms would need to work together for this to occur.
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7 The Philippines Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of the Philippines.

The Philippines was a leader on the decentralization front in East Asia, initiating its local governance reforms before the broader wave of decentralizations that emerged in the 1990s and 2000s (World Bank and Asian Development Bank 2005, World Bank 2005, Matsuda (2011). It is also among the more decentralized countries in the region, certainly in terms of devolution. Although its strong decentralization effort was initially motivated by a crisis, the details of the reforms were negotiated and designed over a period of time rather than quickly formulated and implemented--it is a substantial but not a "big bang" decentralization.  The designers gave considerable attention was given from the outset to improving governance and involving citizens—local democracy was a very conspicuous goal. At the same time, certain aspects of the Philippine intergovernmental system and the country context constrain local government autonomy and performance.  Although this is recognized, the national government has not been able to take tough remedial steps to strengthen decentralization. 
7.1  Underlying political economy context/drivers of decentralization

The political economy of decentralization in the Philippines has received considerable attention (Rood 1998, Eaton 2002, Hutchcroft 2004 and 2010, Matsuda 2011).

As in many former colonized countries, the legacy of foreign dominated regimes shaped the government system in ways positive and problematic, but it did lay some foundation for modern administration and governance. During the Marcos era, various laws and presidential decrees intended to improve the operation of subnational administration further established the architecture for a functioning intergovernmental system. Democratic decentralization, however, was not a priority for the Marcos regime, and local governments were heavily managed and influenced. 

After Marcos fell in 1986 to the People’s Power revolution that arose in opposition to his regime, there was a strong consensus to re-establish a democratic system. An important milestone in this process was the adoption of a new constitution in 1987. Decentralization, local autonomy, and popular participation were among the fundamental principles embodied in the new constitution. 

Marcos' presidential successor, Corazon Aquino, piloted decentralization project and created autonomous regions in Muslim Mindanao and the Cordilleras (the latter status was later abolished). But despite the constitutional mandate, the complex politics around decentralization led to a five-year delay before the national Congress was able to adopt the law that created the operating framework for the local government system.  The system that emerged was very much the result of a hotly debated political compromise, the effects of which endure to the present day. 

7.2 Decentralization policy 

The 1987 generally made provisions for local government autonomy, the passage of the Local Government Code (LGC) in 1991 provided the detail on the specific roles and rights of local governments. The LGC not only replaced the previous local government law, but it also merged and amended existing laws to create the larger decentralization framework currently in force.  It defined a system designed to increase local government autonomy and accountability through assignment of functions and dedicated revenue powers to local government units (LGUs). These LGUs have reasonable autonomy, although within a framework.  LGUs, for example, are empowered to prepare their own budgets--these are subject to legality review by higher-level government, but the latter cannot interfere in budget priorities. Similarly, there are centrally issued civil service regulations, but they provide for considerable LGU discretion.

Several specific functions were devolved to LGUs (primary or shared), including health, social services, environment, agriculture, public works, education, tourism, telecommunications, and housing. The principal LGU revenues include real property tax, public enterprise proceeds tax and local business turnover tax. Other sources include taxes on property transfer, quarries and amusement, and there is a wide range of allowable fees and charges. Cities are authorized to impose the full set of allowable taxes, while provinces and municipalities are granted more limited access. have more limited access. Cities and provinces are required to share some of their revenues with the municipalities and barangays.
Generous revenue sharing is provided for in the LGC.  The Internal Revenue Allotment (IRA), which is the main transfer program, shares 40 percent of internal revenues through a clearly defined formula and according to specific shares with different types of LGUs.  These resources are considered a block or unconditional grant, although there are certain guidelines/standards LGUs must follow is using their resources. There are also a number of much smaller special purpose (conditional) grant programs, and borrowing is allowed for LGU investment.  There have been efforts to broaden borrowing access in recent years, but much of the loan portfolio still flows through government operated or supported lending mechanisms

The LGC defines a solid basis for civic participation in local governance There are direct elections for local bodies at all subnational levels, with number of local assembly members determined by LGU status (province, city, municipality, barangay) and population.  There are direct elections for provincial governors, municipal mayors and barangay captains.  Beyond elections, the LGC makes some specific provisions for transparency, public participation and accountability in LGU affairs. 

7.3 Basic structures, actors and mechanisms

The Philippines intergovernmental system is comprised of four levels of subnational government, all of which are empowered in the Local Government Code.  These include provinces (of which there are 79); cities (112); municipalities (1,496) and barangays/villages (41,944). In addition to the regular jurisdictions. the Autonomous Region of Muslim Mindanao includes a number of largely Muslim provinces with a dedicated regional assembly and more autonomy than other subnational government entities.  The basic system remains in place.

As noted above, the LGC is specific about certain functions, but there is also a provision that allows central agencies to provide public works and infrastructure services and supplement local public services where they are not being provided or are provided insufficiently by LGUs.  As a result, some ambiguity and unevenness in functional assignments persists.  In addition, the Congress established (as part of the deal to enact decentralization) a program known as Priority Development Assistance Funds (PDAF).  This is a constituency fund that allocates to members of Congress a pool of discretionary resources that can be used to finance priority projects in their constituencies.  The PDAF is large and generally growing, and it finances infrastructure projects that are the legal responsibility of LGUs, further confusing accountability channels. 

The Department of Interior and Local Government (DILG) has primary central government responsibility for LGU oversight, regulation and support. A number of other national agencies, including the Department of Finance, the Department of Budget and Management, the National Economic and Development Authority, and the Commission on Audit, are also very important players in LGU affairs. There is also a Local Government Academy (LGA), which provides training and capacity building for LGUs and DILG staff. Coordination of all of these central government actors is lax, and development partners are also lacking on this front, although they make efforts to coordinate with each other. 
Although the LGC was years in development, once it was passed the efforts to execute its provisions does not appear to have been very strategic. The government did develop a Master Plan for the Sustained Implementation of the 1991 Local Government Code.  This laid out three stages of decentralization reform: (a) the first phase (1992–93) was supposed to involve formal transfer of functions to the LGUs; (b) the second phase (1994–96) was defined to allow local governments the time needed to adjust to the adoption of their responsibilities; and (c) the final phase (beginning in 1997) was intended to institutionalize the system and strengthen it over time.  There was some phasing of devolution, including the transfer of many central government staff to LGUs. There is not, however, information available on the extent to which this strategy was followed or how well it worked. 
7.4 Decentralization outcomes

Most observers seem to agree that decentralization has been a productive force in the Philippines.  It marked a turning point in the country's history, and there is a general consensus that it has contributed to some improvements in development and citizen well being.  Despite such sentiment, there have also been some disappointments and frustrations with decentralization reform.  Empirical evidence, however, is limited and uneven, so it is difficult to be definitive about the impact of decentralization on local development outcomes. 

The bulk of the empirical literature on decentralization focuses on system design (Manasan (2004), World Bank and Asian Development Bank (2005), Capuno (2007), and World Bank (2011).  Multiple problems are identified, including the mismatch between revenues and expenditures (including unfunded mandates), the poor link between local revenues and service delivery, the structure of the IRA, and the weak transparency of non-IRA funding, among others.  Given how much of LGU expenditures are devoted to administration, there are also concerns about spending efficiency. 

A range of studies on the initial period of decentralization suggest that local service delivery spending increased dramatically, local accountability was improved, civic participation rose, and some LGUs acted more innovatively (Rood 1998, Brillantes 2003). Such findings, however, were based largely on informal research. 

Perhaps the most striking feature of the full body of empirical evidence on service delivery is how weak it is.  The literature is full of cases and anecdotes, but there is not much hard data. Even available indices and survey results are largely focused on selective description of LGU performance, with limited systematic analysis of underlying factors. 

A recent World Bank (2011) review/assessment of local service delivery in the Philippines characterizes the state of empirical evidence on decentralization as follows: “After almost 20 years since the passage of the LGC…data on public services provided by LGUs have been scarce. On one hand, there have been numerous documented examples of innovative LGU practices to effectively deliver public services. On the other hand, assessments of the overall quality and extent of local service delivery vis-à-vis the mandates of the LGC and subsequent legal mandates have thus far been inconclusive.”

The governance literature is similarly mixed and inconclusive, although much of it suggests at least some modest gains (Azfar et al 2000, Campos and Hellman 2005, De Dios 2007, Capuno 2007). Levels of citizen engagement improve and perceptions of corruption declined in some areas, but establishing strong citizen-LGU linkages seems elusive and patronage politics appear to persist. A more recent study (Khemani 2013) finds that vote buying is associated with lower expenditure on primary health services for the poor and some health outcomes are unsatisfactory. Thus, even if there is more citizen engagement, some evidence casts doubt on the how local democracy affects development outcomes. 
In short, available evidence on service delivery is restricted, diverse and hard to systematically interpret. The bottom line is that some outcomes have improved and others have not, and there is limited analysis of the factors underlying the findings. The majority of the limited literature on governance outcomes paints a similar picture of modest gains tempered by considerable challenges. 
7.5 The evolution of decentralization and local government performance

The evolution of decentralization in the Philippines has been both typical and unusual compared to global experience.  On the one hand, decentralization was driven by a crisis situation that opened the door to and even mandated political change.  On the other hand, it took years to develop a basic local government framework despite the apparent urgency of reform. The key priority in the crisis was removing Marcos from power, and the promise of decentralization seems to have been enough to satisfy the public for a period.  In addition, the politics of working out the local government system details took some time, and this seems to have been understood as preferable to rushing into major reform without consultation.  This is of course sensible, but a key question is whether the political compromises embedded in the system framework have contributed to the weaker than expected performance of decentralization.

Some of the key debates in the decentralization policy formulation centered on the structure of the IRA.  Members of Congress may have wanted to please LGU mayors and avoid heavy financing of provinces because of a perceived electoral competition from provincial governors. They also wanted to establish the constituency fund noted above (the predecessor of the PDAF was the Countrywide Development Fund, which was established before the LGC became law). Thus, keeping LGU own source revenues weak opened up some space for members of Congress to use their pork-barrel funding and reduced the political effect of allocating such a large share of the IRA to the LGUs. 

Whether PDAF is on balance a positive force (its proponents claim it reaches areas and fills gaps where LGUs are weak) can be debated, but it unambiguously blurs lines of accountability, especially if members of Congress provide funding for services that are legally under the jurisdiction of LGUs.  This situation is further aggravated to the extent that central agencies, as noted above, are also able to step in if LGUs are not performing. These are just examples of the many political economy forces at work and the kinds of impact they can have on local outcomes. 

A further concern at the local level is that, as discussed above, political patronage, elite capture, vote buying, and other nondemocratic dynamics stubbornly persist.  Such behaviour challenges local democracy, and some of the evidence referred to above suggests that it can hinder and distort local service delivery. Although civil society is generally stronger in the Philippines compared to much of the region, there does not seem to be enough pressure from citizens to counter the effects of LGU political dynamics and press the LGUs for improving service delivery. 

The concerns briefly outlined here are well known and there have been many attempts to correct some of the weaknesses of the system, but most national level attempts have failed. More than 700 decentralization-related bills have been introduced in Congress since 1987, but only five (none on the most consequential matters) have made it out of Congress.  A number of these initiatives were not intended to strengthen LGUs, but to recentralize some of their authority. Most of the initiatives that have been taken have involved attempts to introduce performance based funding and to increase access of LGUs to development finance (which requires that they face incentives to spend on better services).  Many attempts on other matters, such as to reform the IRA and introduce stronger local revenues, have fallen flat. 

At the local level, only a small number of LGUs seem inclined to adopt major reforms, again perhaps because they face no strong pressure from above or below. There does not seem to be a great demand from citizens for better services, and there is no great movement to contribute more to local government functions by paying local taxes.  Thus, LGUs seem comfortable with receiving substantial fiscal transfers, keeping local revenue collections small, and allowing other actors--central agencies and members of Congress--to finance some LGU services.  

This is not to say that there are not constructive reforms and movements in some LGUs, but there does not appear to be a broad and deep movement to fix the LGU system. Perhaps this will emerge over time as the consequences of mediocre or weak performance are recognized, but that time seems not to have come, and it appears that individual reform minded LGUs will need to take their own steps with other reformist actors to improve on the status quo.
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8 Sri Lanka Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Sri Lanka.

Sri Lanka embarked on the decentralization of central power to subnational provincial governments in 1987 primarily in order to mitigate the considerable ethnic conflict between the Tamil minority in the North and the Singhalese majority populating the rest of the island. Decentralization is often considered a tool to reduce ethnic conflict and secessionism, although in practice the role of decentralization in addressing such tensions has been mixed (Brancati 2006). 

The civil war between the Tamils separatist groups in the North-East and the Singhalese central government officially ended in 2009. Today, there is an increasing sentiment, even among government officials, that the provincial system has not been successful in reducing tensions or improving service delivery in conflicted effected regions. This is attributed by some to inadequate devolution, as major power is still heavily concentrated centrally.  The central government continues to administer several functions that are intended to be executed at the provincial and local level (Senanayake, 2013).
8.1 Underlying political economy context/drivers of decentralization

The type, extent and speed of decentralization in Sri Lanka have varied over time since it gained independence in 1948. From 1948 to 1987, decentralization took the form of devolving administrative functions to deconcentrated government units at the local level. In 1987, the Sri Lankan government took significant political, financial and administrative steps to devolve power (Perera, Bedgar 2001). Some central powers were devolved to nine subnational provinces in early 1988 (Selvanayagam 2006). 

As noted above, the main driver for decentralization was to reduce ethnic conflict, but the creation of provincial governments was also intended to help achieve balanced regional growth (Herath 2009). The changes in the late 1980s were also mandated by the Indo-Sri Lanka Peace Accord. According to this treaty, the central government would devolve power to the northern and eastern states, withdraw their troops, and the Tamil separatist rebel groups would lay down their arms. 

In late 1998, the Sri Lanka government temporarily merged two provinces into one administrative unit, the northern and the eastern provinces, which have a Tamil majority. They did this in order to assuage tension and overcome the separatist agenda of the Tamil political parties and separatist groups (M. L. Marasinghe 1998). This temporary merger continued till 2006 when it was declared illegal by the Sri Lankan Supreme Court and the North-Eastern province was split into the Northern and Eastern Provinces respectively (Selvanayagam 2006).

The previous government seemed to be taking some steps to improve the execution of subnational functions, but much of the subnational power still remained with the provinces.  The direction of the new government, which came to power in 2015, on the decentralization front, remains unclear
8.2 Decentralization policy

Decentralization policy has slowly evolved from 1948; deconcentrated central government ministries were first established in the 1950’s to improve service delivery in rural areas. In the 1970s, there was an attempt to bring decision making to the local level with the creation of District level and Divisional level councils. The creation of the District Decentralized Budget in 1974 allowed for conditional transfer of funds from central government for capital expenditures at the district level. These policies and institutions essentially continue to exist in Sri Lanka today.

Local governments today are protected by 13th Amendment to the constitution, which prescribes a service delivery system in which public service responsibilities are shared between deconcentrated line agencies at the district and divisional level and local governments at the provincial and rural/urban level. The subnational provincial governments were formally introduced by the Provincial Councils Act 1987. The third tier (local) governments were originally introduced by the Urban Councils Ordinance 1939, with additional provisions outlined by the Municipal Councils Ordinance 1947 and the Pradeshiya Sabhas Act 1987. 

The devolution of powers is defined through three lists that are enshrined in the 9th schedule of 13th amendment of the constitution. These lists define legislative powers and functional responsibilities of the central government, the provincial councils and the concurrent responsibilities of the provincial and central government.  Local governments were recognized in the 13th amendment as entities of the provinces, which devolve service responsibilities according to provincial legislative ordinances. In practice, most local authorities share spending responsibilities with the provinces, and the division of labor between them is murky and unstable. The central government has retained the constitutional power to directly intervene in subnational affairs for purposes of national planning, further constraining subnational autonomy. 
8.3 Basic structures, actors and mechanisms

The Sri Lankan governance system is divided into three tiers: central, provincial and local. There are 9 provincial governments and the local governments are divided into three types of local councils. The local councils include 23 municipal councils, which cover cities and larger urban areas; 41 urban councils, which cover smaller towns, and 271 rural councils, which are also called pradeshiya sabhas. 

The breadth of functional responsibilities of local governments is limited to public health initiatives, solid waste management, public urban thoroughfares, public utility services and civil protection services like the fire brigade. Rural councils might be additionally responsible for certain development projects. The provincial governments have a greater portfolio of service responsibilities, including law and order, provincial economic development and housing and local development, among others. The bulk of public services is still planned and administered by the central government. The public service responsibilities at the local level are limited to operation and maintenance and collection of local taxes and fees (CLDF 2012). 

The higher level role is executed through a deconcentrated local administration. Deconcentrated administrative units of the different line agencies and ministries have been set up to match the electoral districts (Perera, Bedgar 2001). These deconcentrated units are  divided into two tiers, district and divisional. The functional responsibilities of these bodies include planning, coordinating between different line agencies and local government and implementing central government services at the local level (CLGF 2012). Although there is supposed to be coordination, there are reports of inefficiencies in service delivery due to the existence of multiple service delivery agencies and channels (World Bank 2006).

From a fiscal perspective, local government in Sri Lanka are heavily dependent on central and provincial government transfers and loans. Own source revenues, which include property taxes, user fees and licensing charges, account for less than 1 percent in total public sector revenue. Transfers are in the form of block grants that flows to the local government from Provincial Councils. The transfer includes resources for staff expenses, operations and maintenances, capital expenditure and recurrent expenditures related to subnational spending on roads, hospitals and other public service utilities (World Bank 2006).

Local bodies are permitted to develop their own budgets, create staff positions and hire personal. In practice, these roles are often not played for two primary reasons. In practice, staffing responsibilities at the local level have been large defined at the provincial level and staff are appointed through the Provincial Public Service. Tax and spending decisions are reflected in he annual budgeting process, but in practice the local level is allowed limited flexibility, and there is very little formal planning undertaken to produce an effective budget. 

The Ministry of Local Government and Provincial Councils is responsible for all national policy formation regarding local government, and this is then implemented by the provincial councils. The Ministry oversees local government legislation and has the power to define local authorities and extend or reduce the term of elected officials by one year. At the national level, there is also a Finance Commission that advises on the type and amount of transfer to provincial governments.  

The governance (legislative and executive) structures differ between the provincial and the local governments. At the provincial level, there is an elected council (for a five year term) led by a chief minister, who is the leader of the majority party. The chief minister appoints a cabinet of ministers to carry out the council’s executive functions.  

The local governments also have an elected council with a majority leader, but for a four year term; there is no executive council or cabinet (as noted above, the role of local government administration is small compared to higher levels). Municipal councils have a mayor (again the majority party leader). Although higher level roles are dominant, certain policy issues, such as housing and community development, are supposed to be directed through the local council and this is done by an appointed committee. The mayor also has some discretion in appointing standing committees. Urban councils and pradeshiya sabhas are also led by a majority leader but are not mandated to appoint special committees. Legislative powers are highly limited at the local level, but municipal councils do have some authority to introduce new user fees and taxes. 

As noted above, most local governments are unable to raise sufficient revenues to meet their service delivery obligations, so they are heavily dependent on central government for transfers. Revenues raised by municipal governments are differ greatly across different cities. Colombo raises over 50% of its own source revenue, 46% of which comes from property taxes. Batticola on the other hand has 60% of its revenues coming in from central and provincial government transfers and only 7% of its revenue coming from property taxes. Property taxes are reviewed by the central government every 5 years.  Some places have special revenue problems, e.g. Batticola’s property values suffered from the civil war and are only beginning to recover (Gunawardena 2013).

Downward accountability mechanisms from the local governments to the public have received some attention but remain weak. Unlike most other South Asian countries, Sri Lanka has no Right to Information Act. There is formal provision for public participation in planning and budgeting, but this does not happen extensively in practice. Recently the central government has been developing initiatives to encourage local consultation with the public; the Ministry of Public Administration and Home Affairs (MOPAHA) has developed an integrated Information Initiative with UNDP to help district and divisional governments provide real time information on service delivery to their constituents.  MOPAHA has also recently developed a citizen charter and is working with other department agencies to establish a standardized citizen feedback program (UNDP 2009). 

There are some challenges with horizontal accountability due to the above-noted conflicts or lack of clarity in responsibilities between administrative and government agencies. For example, the city/town planning functions of local governments have been taken over by the Urban Development Authority (UNDP 2009). Another concern is with solid waste management, one main municipal service delivery function. There is high absenteeism among laborers who collect and dispose waste and their supervisors. Since municipal governments have limited power under public sector employment regulations and they depend on provincial governments to subsidize their wage bill (and fear losing this revenue), they have little incentive to undertake any type of staff rationalization process.
8.4 Decentralization outcomes

Some of the challenges with service delivery and revenue generation and some basic statistics illustrating deficiencies were outlined above.  Beyond that there are few empirical studies available on the performance of provincial governments and almost no empirical studies undertaken on subnational government performance in Sri Lanka. There are, however, a few service specific studies that can highlight some of the results of decentralization. 

A comparative study on the degree of decentralization in various countries found Sri Lanka to be weak--provincial governments made up only 9% of the central government expenditure. This is far less than other unitary governments’ public expenditure spending in developing and developed countries. The study indicated that the degree of decentralization in Sri Lanka was too small to have a significant impact on regional economies (Herath, 2009). The decentralization of most public schools to the provincial level has resulted in greater student enrollment but quality of education has deteriorated, as reflected in poorer performance in standardized tests (Herath, 2009).

Most available data on service delivery do not take into account quality of service, therefore does not paint the whole picture when it comes to efficiency and effectiveness of service delivery. Where such data are available, the results are not encouraging. For example, while Sri Lanka is well connected by roadway, over 90% of the roads are considered to be of poor quality (World Bank 2006). Most roads, other that main inter-provincial arterial highways, are operated and maintained by the provincial or local governments.  Local governments are, as noted above, responsible for solid waste collection and disposal, but it is estimated that only 40% of the solid waste is actually collected, and there is currently no treatment facility for solid waste in any municipality (CLGF 2012, World Bank 2006). 

There is some documentation of huge regional variations in the extent of service delivery. Households in Western Province and the capital city Colombo enjoy 95% access to sanitation and electricity, while Trincomalee has only 46% coverage for sanitation services. The conflict effected regions of North and East province are particularly impacted by poor services. These regions have poor roads and only 9% and 36% of households have access to electricity in these areas respectively (World Bank 2006). 

Another key objective for the creation of provincial councils was to reduce conflict and improve service delivery in conflicted effected regions. The North and East province do not enjoy the same access or quality of service as the rest of the country, although some reports have indicated that this is slowly improving. Although it is not recent, one piece of empirical research into conflict reduction and decentralization concluded that local governance structures and institutions that were not yet capable of reducing conflict and accommodating minority groups. The local government’s inability to respond to local needs was rooted in its limited statuary powers, planning and budgeting capability and inadequate attention to priority issues of the local elected leaders (Bigdon 2003). 

On the broader governance front, although there has been effort to increase in the representation of minority groups in local and provincial politics, there is only 6% representative of women in elected central government positions, and even less in local governments (UNDP 2009). Broader representation of minorities at the local level is in any case not necessarily very meaningful without local autonomy. 

One study on local governments in Sri Lanka found that there has been an increase in corruption, insufficient transparency and poor accountability. There is a lack of transparency during elections as political aspirants can raise their own campaign financing, resulting in corrupt practices. For example there have been instances of vote buying and corruption in the issuance of voter ID cards. There is also a lack of audits of local government financial documents--there are internal procedures but the audits are not comprehensive, and there is no well functioning external audit. More generally, the financial activities of provincial councils are not made transparent to the public, and there is limited trust between the public and their elected local politicians and public servants (Ramesh et al 2013). 

Power in Sri Lanka is still concentrated at the center. Tamil political parties continue to call for decentralization reform and the introduction of a federal structure, which will provide the Tamil provinces with more power. During the 2015 elections, the opposition leader, and current prime minister indicated that he would not consider a proposal to federalize Sri Lanka when he comes to power (The Hindu 2014).

8.5 The evolution of decentralization and local government performance

While Sri Lanka has always had some form of administrative decentralization since independence, the main impetus for the creation of provincial governments was to reduce ethnic tensions and conflict. The performance of provincial governments have been considered to be disappointing in some circles because they have not played a major rule in reducing ethnic conflict nor have they substantially improved service delivery at the local level or generated more balanced regional development.  The role of local governments, by design and in practice, has been even more limited. 

Sri Lanka has made considerable progress in improving its human development indicators, but there are major regional variations in these indicators as well as in the quality and access to public services.  The role of local governments in the gains that have been made is probably quite limited given the institutional architecture of the state, and as noted above there is some lack of clarity in service delivery channels and not much revenue or managerial power vested at the local level. Local participation and accountability is largely limited to the public elections (which have unclear accountability significance given the structure of the system), although some efforts are being made to introduce greater citizen feedback in policy making. 

There are some movements to push for stronger subnational governments, and international development partners seem willing to help support such efforts. Tamil political parties in particular continue to call for decentralization reform and the introduction of a federal structure, which will provide the Tamil provinces with more power. During the 2015 elections, however, the opposition leader and current prime minister indicated that he would not consider a proposal to federalize Sri Lanka when he comes to power (The Hindu 2014).

For Sri Lanka to truly capitalize on the benefits of decentralization there must be some willingness to devolve more power and provide greater autonomy in planning and budgeting at the local level. This could not only potentially improve the central government’s relationship with the Tamil majority states but also go a long way in improving local service delivery and local participation.  Some want stronger provincial governments, while others also see a stronger role for local governments, especially cities.  Such reforms would require substantial changes in administrative and fiscal arrangements as well as significant augmentation of managerial, technical and governance capacities at all levels. There is currently no strong indication that there are plans to introduce decentralization reforms, but there may be some space for beginning reforms as the new government finds its footing and works to improve the performance of the overall public sector.
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9 Vietnam Case Study
In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Vietnam.

By both Asian and global standards, Vietnam is a highly decentralized country. On the revenue side, over 40% of the domestic income is retained at subnational level. On the expenditure side, when both earmarked and non-earmarked central transfers are factored in, subnational spending accounts for 70% of public expenditures. Between 40% and 50% of development spending is actually programmed at subnational level.

Vietnam decentralization reforms are rooted in national Đổi mới (economic innovation) reforms of the 1980s, which initiated the country’s transition to a socialist, market-driven economy and led to a development success story. Since Đổi mới began, the country has experienced significant economic gains, attaining lower middle-income status in 2010. The poverty rate has dropped to 11.3%, down from 58% in 1993.  Vietnam’s development vision for 2011-2020 is outlined in its Socio-Economic Development Strategy (SEDS). It focuses on three “breakthrough areas” the government identified as essential to meet its ambitious goal of becoming a fully modernized country by 2020: (I) promoting human resources and skill development, especially for modern industry and innovation; (ii) improving market institutions; and (iii) infrastructure development. 

Nevertheless, despite Vietnam’s considerable progress, many factors may still hinder its ability to reach the ambitious goals outlined in the SEDS. Among those are politics-driven decentralization choices, which may be cause for confusion and inefficiencies rather than promotion of local development and poverty reduction. 
9.1 Underlying political economy context/drivers of decentralization

Local administrations in Vietnam are not set up by Constitution or Law as genuine logic governments, but as hierarchical articulations of the Central State (see below). Yet they have seen since the mid-80’s a considerable expansion of their relative autonomy, one which is normally associated with some form of political (not just administrative) decentralization and which is not entirely supported by the legal framework within which they operate, requiring a certain amount of “fence breaking” (Malesky 2004). It is indeed much greater de facto than de jure. Given the absolute dominance of the Vietnamese Communist Party (VCP), its direct control of the State machinery, and the hierarchical nature of such machinery one would not expect decentralized decision-making, unsupported by legal statutes, to take place at any level or to any meaningful degree.

Yet In Vietnam, as elsewhere, decentralization reforms are driven by politics, and analysts of the country’s political system have long been questioning the image of a monolithic VCP. They have come to describe the party as functionally pluralist with independent factions competing not over ideological goals, but rather over wealth, power and, importantly, autonomy for their regions (Kolko 2004, Nguyen-Hoang and Schroeder (2010). The political competition has led to a form of de facto political decentralization, which has been referred to as “power scattering” (Gainesborough 2002). In other words, rather than just implementing in the locality national policies and party’s resolutions, subnational administrations’ officials who are mostly VCP members, have claimed increasing autonomy over their own jurisdiction.  Eventually, what enables or constraints such autonomy is not so much the formal legal framework within which People’s Councils and People’s Committees operate, but rather the position and authority of local leaders within the VCP and the internal dynamics of the party.

It is therefore the intra-party competition among regional (provincially-based) VCP elites (similar to China), struggling to make the most of the opportunities created by the transition to the “market-based socialist system” that drives the decentralization process in Vietnam and gives to it its markedly “regional” (provincial) rather than “local” (District and Commune level) character.   
9.2 Decentralization policy

The role of local administrations has been shaped by policy initiatives undertaken by the Vietnam since the early 1990s to decentralize public sector decision-making to subnational administrations. The main legal instruments have been the State Budget Laws (SBL) of 1997 and 2002.Vietnam is unique among decentralizing countries in adopting an Organic Budget Law that specifies budget responsibilities of the different tiers of government. Other countries tend to have a Decentralization or Local Government Law The latter is the most recent legal framework for decentralizing fiscal powers to subnational governments while retaining a single state budget encompassing all levels of government (Nguyen-Hoang and Schroeder 2010).    

The SBL 2002 established the key principles for spending assignments, revenue arrangements, and intergovernmental fiscal transfers and has allowed a reasonable level of differential treatment across provinces to take account of their specific circumstances. But, most importantly, and in a major change with respect to the 1997 SBL, it granted provincial authorities a fair degree of autonomy to determine fiscal relationships with districts and communes within their jurisdiction, thus giving some “federalist” flavor to the Vietnamese subnational authorities system.  

Decentralization recently re-emerged as a major issue in Vietnam's political debate. The chapter on local government of the 2014 Constitution was heavily debated in the National Assembly and the Ministry of Home Affairs is mandated to formulate a new Local Administrations Law (Charlier 2015). Some drawbacks of moving to empower provinces in the absence of effective central oversight and policy coordination mechanisms are coming to the fore. In particular, in the aftermath of the 2008 financial crisis the government was faced with an immediate need to regain a measure of control over the largely decentralized public investment system to increase efficiency and effectiveness of public spending and correct the distortions associated with a provinces-led race to invest in economic infrastructures without a broader regional and national vision. 

9.3 Basic structures, actors and mechanisms

The diagram below summarizes the territorial structure of   the Vietnamese governance and public administration system (as outlined in Article 110 of the 2014 Constitution). The system is organized into four levels. Below the central/national level there are three tiers of subnational jurisdictions, generically referred to as the “Provincial tier”, the “District tier” and the “Commune tier”. They are articulated as follows:
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 At the first (Provincial) level there are 58 Provinces, ranging in population between 300,000 and 3,500,000 and 5 Municipalities (or centrally-run Cities: Hanoi, Ho Chi Minh City, Hai Phong, Can Tho and Da Nang) ranging in population between 900,000 (Da Nang) and 7,200,000 (Ho Chi Minh City). 

· At the second (District) level, the Provinces are divided into (i) Provincial Cities (of which there are 62 ranging in population between 70,000 and 320,000), (ii) smaller District-level Towns (43 Towns between 15,000 and 300,000) and (iii) Rural Districts. The 5 centrally-controlled municipalities are subdivided into (i) Rural Districts, (ii) District-level Towns , and (iii) Urban Districts. The total number of jurisdictions at this second level exceeds the 600 units     

· At the third (Commune) level, there are over 10,000 units, including  (i) Small commune-level Towns , also called Townships, (ii) Communes (rural sub-districts) and (iii) Wards (urban sub-districts) 
The nature and basic structures of the subnational administration were defined already by the 1959 Constitution. Some changes were nevertheless introduced by the Constitutions adopted in 1980, 1992, and most recently in 2014. The latter is considered by many observers as a “missed opportunity” for reform of Vietnam’s political and economic governance in general, but some steps forward have been made with respect to the subnational administration system, somehow catching up with a reality already in place. 

The relevant provisions are contained in Chapter IX (Art. 110 – 116). They describe local administrations as distinct components of the governance and public administration system’s architecture, and endow them with both greater autonomy and clearer lines of accountability than allowed under the 1992 text. 

To be sure the new Constitution still does not support subnational self-government structures as understood in most OECD countries, but substantially deconcentrates the State apparatus, enhances the policy-making role of the People’s Councils, expands the discretion of the People’s Committees, and strengthens the accountability of the latter to the former.  
Importantly the new Constitution (Article 111) introduces a distinction between “Administrative units” and “Local Administration levels”, decoupling the territorial subdivisions of the State, from the jurisdictions where effective local administrations may be set up. This may overcome the rigidities of former legislation (Laws on People’s Councils and People’s Committees of 1994 and 2003), which imposed the establishment of Councils and Committees in every administrative unit of the State. It will now be possible to (i) asymmetrically eliminate Districts where necessary (already piloted in ten provinces), and (ii) be more flexible and adapt administrative structures to the specific spatial organization requirements of varied urban and rural jurisdictions.

The Constitution then supports a substantial deconcentration of the State and calls for a Law to define “duties and authorities of the local administrations […] on the base of differentiation of powers between central organs and local state organs and between different ranks of local administrations” (Article 112). It also supports the principle of autonomous decision making by subnational People’s Councils, stating that the “Councils should decide on local issues provided by the Law” (Article 113). Ultimately, the extent to which local administrations will be empowered to promote local development in an autonomous and accountable way will depend on legislation that remains to be developed. Yet, the 2014 Constitution may make such empowerment slightly easier.
9.4 Decentralization outcomes

A recent World Bank (2014a) study suggests that the fiscal decentralization system in Vietnam may be effective in redistributing revenues to poorer provinces and districts (pro-poor geographic targeting), but this does not necessarily translate into intra-jurisdictional allocations that enhance the conditions of the poor or improve service delivery (Jutting et.al. 2005). An earlier econometric study had actually shown that sub-provincial resources allocations made by Provinces had a negative effect on the lowest-quintile average monthly income and concluded that the Vietnamese government should require provinces to adopt pro-poor allocation norms (Nguyen 2008).

After more than a decade of accelerated decentralization, discontent with its results is palpable among both the national and the subnational administrations, although, predictably, the diagnosis is different. The first believes that decentralization threatens the efficiency and uniformity of national policies, favors damaging competition between provinces, and results in an increase of narrow localism. The second generally feel that decentralization has not provided them with the necessary autonomy and fiscal capacity to effectively make it work (Charlier 2015). The search for a way forward is made difficult by the fact that politics, rather than development policy, continues to drive the process, with Provinces pressing for greater autonomy, while central government struggles to impose an appropriate accountability framework.

From a developmental point of view the key issue is whether the politics-driven decentralization reforms that have devolved to the provinces the power to arrange the finances of lower level administrations (Districts and Communes) has a positive impact on local development and poverty reduction. Under the new system Provinces have tended to retain the bulk of capital investment budgets leaving little discretionary allocation to lower levels, which can only “apply” and submit proposals for consideration by the Province. The lack of programmable resources at the grassroots level, however, makes it very difficult to carry out meaningful participatory planning exercises and, most importantly, limits the ability of local authorities to mobilize the additional financial and material resources that communities and private sector would be willing to contribute if enabled to identify, fund and implement their own priority investments, rather than just influence the way in which national/provincial programs are implemented locally. 

A mismatch has then developed between commune-level efforts to empower citizens to participate in local public policy making and hold local administrations accountable (Government of Vietnam 1998), and a decentralization policy devolving powers and resources to provinces (a form of recentralization when seen from the Commune level). As a result Vietnam's decentralization has not led to an empowerment of citizens through their local administrations or enabled them to hold local administrations accountable for budgetary allocations and their outcomes. It could then be seen as an example of “partial decentralization”--without popular empowerment (Deverajan et. al. 2007) Ultimately in Vietnam the lack of downward accountability of local authorities may lead to inferior outcomes, even if adequate resources are transferred from higher levels governments.

9.5 The evolution of decentralization and local government performance

The last decade in Vietnam has witnessed significant spending decentralization both in terms of spending assignments and autonomy over resource allocation decisions. The fiscal decentralization policies embodied in the 2002 SBL have helped channel more spending to the poorest parts of the country where development needs and costs of service delivery are higher. There is also evidence that decentralization has on the whole moved in line with administrative capacity (World Bank 2014a). 
However, while there is general acknowledgement that the SBL 2002 has provided a solid framework for public finance management, including intergovernmental fiscal relations, some of its limitations are now being discussed. After 10 years of implementation a number of issues arise such as: 

· clarity of spending responsibilities and local level accountability including for national priorities and objectives; 

· spending performance of local authorities; 

· the effectiveness of local revenue arrangements in meeting spending needs and the potential for increased revenue autonomy for provinces;

· the extent to which provincial authorities are promoting or impeding central government’s redistribution efforts; and the potential for increased debt financing for local authorities (World Bank 2014a). 

A revision of the 2002 SBL is now being considered, but beyond the technical adjustments that may be needed, a deeper reflection is needed on how the current politics-driven decentralization process may also be made to foster local development. While some stakeholders conclude that Vietnam decentralized too much too fast, others argue that the decentralization reforms remained incomplete in the sense that fiscal transparency and accountability have not kept pace with the devolution of spending and that the potential of sub-provincial authorities to mobilize resources and promote local development may not be tapped and might even be compromised. 

In fact, Article 35 of the 2002 SBL entitles the sub-provincial administrations (not the provinces) to “mobilize contributions from organizations or individuals for investment in the construction of infrastructure of the communes, townships, and cities on the province on a voluntary basis”.   
Evidence from several provinces, where regular transfers of some discretionary resources to lower level governments have been supported, in combination with efforts to improve local planning practices, shows that such resources mobilization effect can be very significant. It may therefore be asked whether the focus on provinces (and related provincial “re-centralization” of development resources and decision-making) may not have reduced the incentives for the desired sub-provincial resources mobilization effort for local development. 
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10 Yemen Case Study

In Asia, as in many other regions of the world, decentralization occurs in countries of all sizes and in highly diverse contexts.  A few countries are large and have substantial and heterogeneous populations, while others are much smaller in area and have populations lower in number and less varied in composition.  Some countries have attained middle income status, while others remain poor.  A number of countries have some history of decentralization and democratization, while others have had little previous experience.

Despite the great variety, many Asian countries have chosen to pursue some form of decentralization. The way decentralization is structured and functions, however, is as diverse as the countries themselves, and not always in systematic ways. This variety results from considerable differences in country characteristics, histories and various political economy drivers that shape the dynamics underlying how public governance is managed. 

In order to better understand decentralization in Asia, EC DEVCO B2 prepared a set of short case studies--on Bangladesh, Bhutan, Cambodia, Indonesia, Nepal, Pakistan, Philippines, Sri Lanka, Vietnam and Yemen.  This note presents the case of Yemen.

Since the domestic political crisis of 2011, and the demise of the 35-years old regime of president Saleh, Yemenis have been struggling to negotiate a new political order. Hopes for a fair and peaceful process were raised by new presidential elections, the setup of a transitional government led by president Hadi and the holding of a broad-based National Dialogue Conference (NDC), which was meant to lead to the drafting and adoption of a new Constitution. But the process broke down in 2014 with the military occupation of over half of the country by Huti tribesmen, supported by forces loyal to former president Saleh, which ousted the transitional government, while Mr. Hadi fled the country. 

Since then Yemen has been engulfed in a civil war opposing the Hutis coalition, allegedly enjoying Iran’s support, to Sunni tribes, a resurgent Southern Yemen independence movement and a growing number of Al Qaeda fighters. More recently Saudi Arabia intervened to bomb Hutis’ positions, in a move that achieved little to resolve the conflict but worsened the unfolding humanitarian crisis. Most analysts agree that the country is trapped in a nightmarish situation whose outcomes are hard to predict. Remaining hopes are currently tenuously pinned on a new round of “peace talks” in Geneva
.Underlying political economy context/drivers of decentralization

In such a context it may seem odd to discuss options and drivers of decentralization reforms in Yemen. Yet these reforms will inevitably be part of any future political settlement. Differences on the desirable structure of the State (federal, or unitary, with a greater or smaller degree of regionalization, and with a greater or smaller degree of local autonomy at sub-regional level) were hotly debated in the NDC and remain at the core of the current conflict. 

Decentralization at regional and sub-regional level has been prominent in the discussions of the NDC before the collapse of the dialogue process and there is much to be learned from the NDC deliberation. In essence, the debate brought to light the difference between (i) the political perspective of regional elites, focusing on the federalization (or strong regionalization) of the country as a way to enlarge and reconfigure the composition of a new national power block (or eventually return to an independent South) and (ii) the developmental perspective of civil society and development advocates , focusing  on the  empowerment of  lower level (district) authorities and communities to mobilize resources and promote local development as a key to address the country’s development challenges. Ultimately the inability to reach a political consensus, made it impossible to discuss how, regardless of the unitary, regionalized or federal model adopted, decentralization reforms could be deepened and designed to promote effective local development  

Interestingly however the NDC outcomes were finally aligned with the developmental perspective and suggested that while a strongly regionalized or federal Yemen might be a political necessity, the greatest impact on development would be made by autonomous and accountable local (sub-regional: district level) governments. Specifically the NDC Working Group on Economic Development (WGED), suggested that the primary role in the national economic management system should be given to the lowest tier administrative units (districts and municipalities), which should then be the entry points for the national effort to revive and develop Yemen’s economy. To reinforce the above point the Working Group on State Building (WGSB) recommended that sub-regional authorities be recognized as legally distinct (from state and regional administrations) entities with substantial fiscal and managerial autonomy. 

 These recommendations should continue to guide a re-engagement of external actors in support of decentralization reforms in Yemen, if and when this will become feasible.
10.1 Decentralization policy

Since Yemen’s reunification in 1990, decentralization reforms have periodically resurfaced on the national political agenda because they are critical to address the country’s three major political and developmental challenges: (i) to build a modern State at its periphery, (ii) to secure the country’s unity against all forms of separatism and (iii) to adopt a more geographically diffuse and sector diversified (away from hydrocarbons) economic growth model: one in which local development and related resources mobilization would play a critical role for national development. With respect to the latter, Yemeni policy-makers have only to look back at the experience of Local Development Associations of the 70’s and 80’s to find evidence of both the potential of local autonomy for development and state building and of the economic and political cost of denying local autonomy and replacing it with centralized patronage.

With the adoption of the Local Authorities Law (LAL) in 2000 and, most importantly, of the “National Strategy to Move Toward a Local Government System by 2020”, (also known as the National Local Governance Strategy –NLGS) in 2008, the decentralization process was put in motion again, but real change was compromised by the government’s hesitations to translate it into an implementable national program, the lack of engagement of major aid providers, and, eventually, the crisis of 2011.

Yet, the post-2011 transitional government indicated as one of its priorities (Ministry of Planning and International Cooperation) the recovery of the NLGS. Again, a future re-engagement of external actors in support of decentralization reforms could start from supporting the NLGS, as much could be done to promote developmental local authorities, within the existing legal framework. Ultimately however a new constitutional foundation and an organic legislation more enabling than the LAL of 2000 will be required. 
10.2 Basic structures, actors and mechanisms

The current Constitution of Yemen does not mention local governments. Instead it divides the country into two tiers of subnational “administrative units”. The upper tier is made of 21 regional governorates; the lower tier includes 333 urban and rural districts. The capital city Sana’a has the status of governorate and its neighborhoods that of districts. Local Authorities overseen by elected local councils were established at the level of both the governorate and district administrative units and both their internal structure and mutual relations were regulated setting them up as distinct “legal entities” within the public sector at large.  Local Authorities in Yemen therefore include:

· Directly elected local (governorate or district) councils, responsible for: (i) adopting plans, programs, and investment budgets of the respective administrative unit; (ii) overseeing their implementation and (iii) assessing the performance of the local service delivery units (see below “executive organs”). Each council elects among its members a secretary general of the council and establishes three mandatory committees for “planning”, “services delivery” and “social affairs”. 

· Appointed chief executives: a governor (for governorates), or a general director (for districts), who both chair the local councils and head the local administrations. Since May 2008, regional governors (but not district directors) were indirectly elected by a college of district and governorate councilors in their respective governorates. Yet their functions and accountability relations have not been modified. 

· Executive organs, branches of line ministries and national agencies in the local jurisdictions. Through governors and district directors, they have a dual accountability - to the local councils (for the implementation of local plans and budgets), and to their respective central agencies (for national sector policies, programs and projects).

Local policy making is the responsibility of the local authority’s management committee composed of the chief executive (governor or district director), the council’s secretary general, and the heads of the three mandatory committees of the council. Local programs and projects administration is the responsibility of the local authority’s executive office, composed of the chief executive, his deputies, the council’s secretary general and the heads of the executive organs (sector and other agencies). 
10.3 Decentralization Outcomes

There has been no rigorous attempt to gauge the developmental impact of enacting the LAL of 2000 and electing subnational councils of 2001. Yet there is some evidence that local authorities, when able to exercise discretion, have realized substantial efficiency gains in the use of public funds for small-scale infrastructure. However, since the developmental potential of decentralization depends on increased local autonomy and accountability, it would be surprising if reforms that changed so little in these respects had any major developmental impact. The 2000 LAL did not create genuine developmental local authorities (this was the task that the 2008 NSLG set out to accomplish), but only made (on paper if not in practice) the existing local administration of the state also accountable to an elected local council.           

The regulations of the LAL (Decree 269/2000) define the “Tasks and Responsibilities” of local authorities. The list is extensive and covers services and infrastructure in practically all sectors. But the functions listed, are neither “devolved” nor “delegated” to the councils. They are, de jure, a responsibility of the “de-concentrated” organs of the central administration. De facto, even such “deconcentration” is largely illusory as ministries in Sana'a continue to make all major decisions; leaving hardly anything to the autonomous choice of their branch offices and of the councils to which such offices should be also accountable. In practice, local councils may influence only the selection and funding of some small-scale infrastructure projects. 

A quick look at intergovernmental fiscal relations provides a sobering view of the actual scope of Yemeni local authorities to operate as developmental actors.  National accounts show that local authorities (councils + de-concentrated executive organs) get about 15% of the total public sector revenue (about 1.5 B. USD in 2010).  But this revenue is made of two streams (each with several sources). The first is revenue earmarked for mandatory recurrent expenditures (wages and other operating costs of the local executive organs), which is totally derived from categorical central transfers. The second is revenue earmarked for capital expenditures which comes from both local and central sources and is somehow improperly called LA’s  “own revenue”. In an average year, the two streams represent respectively 85.0% and 15.0% of the total revenue/expenditures of local authorities. Only the latter is controlled by the local councils, representing about 2-3 % of the total public sector resources.  

Moreover, as the bulk (95%) of the first stream of funds goes to salaries of the de-concentrated administration (the executive organs), little is left for other costs for services delivery and local assets maintenance. Yet, councils can neither supplement (with some of the limited resources they control) nor optimize, (through inter-sectoral resources allocation choices), the 5% left for non-salary operating costs. They have no discretion on local public sector recurrent expenditures as the recurrent budget and the capital budget are governed by different logics. The result is that local capital programming is not framed by a realistic local development strategy and the system is strongly biased in favor of new investments, against maintenance of existing facilities and actual services delivery 

On the revenue side, the constraints affecting the developmental potential of local authorities are no less stringent.  Central government sets both bases and rates of local taxes and fees with no margins for local discretion. Most revenue sources assigned to local authorities do not yield revenue that justifies collection costs and the absence of property tax in urban areas is a major limitation to sustainable local authority self-financing. 

Moreover, some local revenues come from fees on different administrative services (authorizations, permits, licenses, legal documents), which are not available in all districts. On the other end, according to a recent study, locally assessed and collected revenue could increase by at least 40%, if basic capacity problems with local revenue administration were addressed, including clarifying the categorization of some of the revenues, providing transparent monetary incentives to collectors and focusing efforts on the Zakat, Qat consumption tax, and fees for services delivered by executive organs (particularly education). 

Finally, reflecting the deconcentration (as opposed to devolution) approach taken by the 2000 LAL, the budgets of local authorities in Yemen are just sub-sets of the national budget, and are ultimately approved with the national annual budget law, leading to excessively short timeframes for preparation and lack of flexibility for amendment. In fact local authorities must complete the formulation of their budget very early in the year (often before they started executing the current year activities) and cannot adjust their budget during the fiscal year, as this would require an amendment of the national budget.
10.4 Evolution of decentralization and local government performance

Even if enabling constitutional and legal provisions were eventually put in place, and a system of genuine local governments emerged, as foreseen by the 2008 NSLG, it would be unrealistic to expect that the current sub-regional administrative units of Yemen develop overnight into genuine local governments that promote local development and build the state “from below” across the country. This will obviously require a long-term process of change of attitudes, capacities, and leadership in local political and administrative personnel, which is in turn dependent on the establishment of political incentives for the emergence of effective local leaders, and the implementation of effective capacity development programs.  

Local authorities’ capacity development efforts are typically multidimensional and long term, and require the identification of specific entry points for proper sequencing and overall effectiveness. In Yemen two aspects of capacity would be the logical entry points of any local authorities’ capacity building effort. 

The first is local capacity for public resources management, including local revenue administration and local expenditures management. Helping local authorities develop their own institutions and capacity for participatory and technically sound planning, investment programming, budgeting, implementation and procurement, assets management, accounting, auditing and evaluation, is a prerequisite for any further development of their functions and resources. 

This capacity would need to be developed to fulfill the statutory, legally mandated obligations of district and municipal governments, rather than the conditions imposed by special aid-financed programs, including those that might be managed by the SFD. In particular, community-level participatory planning institutions and techniques as well as innovative community practices (e.g. community contracting) should be integrated within the broader, legally regulated, public expenditure cycle and financial management procedures of the local authorities.            

The second dimension concerns the building of a minimum of genuinely local administration. As hinted above, currently the sub-regional authorities do not really have an administration of their own and must rely, on the agencies of the central administration operating in their jurisdictions. This would need to change if full-fledged, autonomous and accountable, local governments are created. However, it is neither necessary nor desirable to reproduce at local level the same structures of the central administrations this would represent a waste of resources. Instead some innovative solutions would be needed to strengthen the capacities of the current Diwan offices of district directors and governors, which are indeed the embryos of a genuinely local administration, with a few multi-functional agents (both reassigned and retrained civil servants and contractual technical staff). 
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