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FOREWORD

Efficiency. Accoxintabilitv and Local Democracy

In the attached example of Haryardia, much is made of the concern
of sharing the responsibility for urban deyelopment policy between
appointed officials and elected representatives. For example,
although the Harvard City Council and the Hardacre Coxinty Council
are elected local governments, there are several policy-making
bodies with little local accountability. These bodies include: The
Harvard Urban Development Authority (HUDA); The Harvard Yard
Development Enterprise (HYDE); and. The Harvard Yard Light Railway
(HAYRAIL). Some might claim that they are usurping formal powers
which are more properly the responsibility of the elected local
governments. The counter argument is that this is in the interests
of greater rationality and efficiency.

Unlike the situation in the USA, where local government prestige
and power is quite jealously guarded, many countries in Europe and
elsewhere have to face the dilemma of more limited local democracy,
coupled with central government interference. For example, the
establishment of the London Docklands Development Authority, under
central patronage, was a clear "slap in the face" for the relevant
local governments, albeit for claimed reasons of efficiency.

One eminent British scholar has addressed this situation, as it
applies in the United Kingdom, with some degree of alarm. Because
these matters are of considerable importance to decision-making in
urban planning and development, the following extracts from his
writings are, perhaps, apposite.

THE REBUILDING OF PUBLIC ACCOUNTABILITY

"Public accotmtability rests both on giving account and being
held to account. There is a growing crisis of accountability
in the emerging pattern of government, which places an ever
increasing burden on a single line of accountability to
ministers. The creation of a new magistracy merely highlights
the crisis. Market accountability and contractual
accountability are inadequate responses. Public accountcibility
has to be invigorated, but that cannot be achieved by
accountability of an over-burdened centre or by local
government in its traditional forms

"The weakening of local authorities

The accountability of local authorities to their electorate
was a critical element in traditional approaches to
accountability, avoiding the over-burdening of the line of
accountability through ministers to Parliament. Over recent
years, an increasing range of responsibilities have been
removed from local authorities to non-elected agencies eind
organizations.



/***% "The accountability of the new magistracy

In 1888, responsibility for the administration of counties was
taken away from the magistrates, a lay appointed elite, and
given to elected councils. A new magistracy is being created
in the sense that a non—elected elite are assuming
responsibility for a large part of local governance. The are
found on the boards of health authorities and hospital trusts,
training and enterprise councils, the board of governors of
grant-maintained schools, the governing bodies of colleges cind
housing action trusts.

There is no sense in which those appointed can be regarded as
locally accountable. Indeed, the membership of these bodies is
largely unknown, locally. Nor are they necessarily subject to
the same requirements for open meetings, access to infoinaation
and external scrutiny that local authorities are subject to.
Accountability, such as it is, rests on the accountability of
these bodies to central government, although even that appears
uncertain in the case of the governing bodies of, for example,
hospital trusts and grant-maintained schools.

"The Growing Burden of Central Accountability

Most of the changes set out above mean that what
accountability there is within the system will increasingly
rest on central government. The accountability of the new
agencies and organizations that make up the new structure of
local governance rests upon their accountability to central
government. The weakening of local authorities and the growing
responsibility of central government for their expenditure and
taxation decisions adds to that burden. More and more rests
therefore upon the accovintability of central government and of
Parlicunent to the electorate.

A long and little understood line of accountability has been
created. A burden is being put upon the accountability of
ministers that is probedsly beyond their capacity to bear. It
is difficult enough to expect ministers to accept
responsibility for the acts of civil servants who are directly
under their own control, without expecting them to extend
their responsibilities as is required by the erosion of
accountability at local level. It is likely that the
increasing burden of accoiintability on ministers will not be
matched by an acceptance of responsibilities."

Professor John Stewart
School of Public Policy
University of Birmingham. U.K.
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HARVARDIA - AN INDEPENDENT DEVELOPING COUNTRY

Introduction

Harvard!a has been an independent country for several centuries.
After over half a century of political experimentation and turmoil.
It xs now reasonably well established as a modern, market-friendly,
mixed-economy, democracy.

It is a middle-income developing country, with a population of
about 15 million, growing at the rate of about 1.0% pa. Its GNP is
around $25 billion equivalent. The capital city is Harvard, with a
population of about 2 million. There are two secondary cities, with
populations of about half a million each. One, Gonbridge,
^proximately 25 miles from Harvard, is the seaport. The other,
Charlestown, is about 10 miles from the international airport.

Other towns, with populations of between 50,000
Urban settlements make up for about another

K  5 ° population, giving a total urban population ofabout 5.5 million. The remaining population is principally composed
of rural-based farmers and fishing-folk, although there is growing
urbanization as agriculture becomes more productive.

The People

All but about 3 million of the population is indigenous. The
remainder is of foreign origin, although many families have lived
in the country for generations. Some are business-people and

commerce, industry and public services,
population, they are, in general, both
educated. They are also much better

provided with housing, health services and other public utilities.

The Economy

Harvardia is largely agricultural. Principal cash
products for export are grains, fruit, vegetables, coffee, tea,

cotton. Fish and seafood exports are increasing, also,
he benign tropical climate lends itself to a variety of crops for

local marketing. Cattle-raising is prominent - some
for s^sistence, some as a traditional way of life for farming

liowever, a growing meat-processing industry.
Chickens, also are increasing, both for cash and subsistence.

Th®r® is some mining industry, notably bauxite - for aluminum
production - ̂ d copper. There is a good supply of hydro-electric
pow®r, some of which is exported to a neighboring country and some
of which IS exported," in the form of aluminum ingots, smelted

^  bauxite. The remainder of the bauxite is
®f exploitation of hydro-electric power ispossible from the development of potential dam-sites. All petroleum

^  ̂®P°^ted. Despite off-shore exploration, nothing10^^ significant has been discovered.



^  the processing of localagricultural and fishing products. Thus, there are textile mea-h-processing, fish-processing and agro-industrial^te?prise4.

are"n utilities, all the Industries
^ sector, often with some degree of foreioncapitalization and management participation. There is naturall^

A railway system carries both passengers and freight linkina the

SivardTu',. lucutlons. Isd a National Docks and Railway Corporation (HANDRAIL).
There is a good system of major roads, many of them with har-r^
of rthl (although perceived of as "dirt roads") arehigh-qualxty construction from local materials derived •F-mm

?Sy- a^^ ̂  /r^ns?b7i???

K'HafM

Sf SLS; Vlatfes! XrVS^ uSoSul
gr-^ras-el&£St-lf?3^books and even re-oyoled bottles, cans and packing JasM.'

SloSlt?c'Tu «rim,^ted,°%^e?Lrtuh';k^^^^^repair and maintenance indultry, with fomal
Fu^ rif ^°rmal activity elsewSSSSriuXl"r4' c^^itry"" nueberM'l^??IS;

nave an international reputation for hospitality This featuT-®

^^^SarioVSuJfJS'dl^^oS?; Tstg^fS



Commercial banks maintain co^resSnnT^®^" these.
overseas headquarters, notably in til Ha """

USA.

Education and Health

mixture of schools run by religious ̂ d nr^ t Provided by a
well as public schools. Public pr"L^ sch«n1l® institutions, as
government units. Major secondarv local
Ministry of Education. schools are provided by the

""rtrthi"?health centers provided by local oo5eJ^n,«°T clinics and also
Itltlll the Mini^tr^of H^aUho® tht

^'^reerTrZlte'^^^^^ is haphazard,
provide highly subsidized services entities
extent of the subsidies has not hJ^
because of relatively rudim^?ar^^vJ® "°t leastaccounting, financial Lna^SS SS rlS^tSg.°'

/-^espaSiif^y"otS fS?^lti Md^'cal Vch^T"'Th ""i'ersity,
Harvardian "National College of Sura^n«»* Hn^ed with the
of Physicians, " which monitor the derr-rAA National College
the graduates. However whilst licensing ofschool Of engineerxng-^an^ a ®1;?. ̂  "law school" "a
each of growing repute, there is verv k ®^lnistration",
administration", "accounting" or "et^nrtm■ « "businesssenior administrators are elpatJiatSs? * ^ professors and

Fiscal and Monetar-y Fram^wny-i,

from expo^t\ifJs the^Sajo"S^ld°f• customs duties andtaxes. Income taxes livied^f ^®t®ll ^^1®®maxnly collecting froe niddie £d

cap!Si°S^lSerof Yid bti!?ingY''t|gallY®^' assessed^^wered to set its own rate In nraYt- • lurxsdiction isfollow guidance from the Ministry of LoSi^ r' Jurisdictionsturn as influenced by the Treasury Government, which in



to spitted for approval by
^vernnent. Each, based on loca?'rev^aas^oMv"l^^i
defaqit position. Thus, it is reliw 5 1 f^ways in a
goveimment grant fundina Yet the request for centralbudgets is time-coM^ing', ̂ SloSf aS 1„^«,
With continuous fiscal restrain? togetherconseguent resentalSf f?ce fhriocalTver^lit'?" """

Sugh^th^ a^eaallTseptrtU%Mm\r^* utility enterprises,
been required to hi financialil%l^?-o government, they have not
and subsidy is an arbitrary policy o charging
with hardly any grounding In flnaiiil! SiSysfs ® =o»Ptomlse,

desired. Lack'of Administrative "valuatio'^^'^'rt "p®" to be«ake lor far less than optimum oolleotAon ofAts?A?Aht"?aIes"'

hS? «'iX'eTcrlS!LV Srv'a^uiA^ln'I^A^"^-" ® "red
currently about two harderns to the «« a British pound -cents, fhe foreI^''^S?h^ge r?se^:?.Ts into 100

Ao^'S.e'Tatf wMch-'lsAeA^nAfbllAor"^?revaluation. It also prints currencyTd c^AJoAl mfnlAHf°ooln!

'^b^er^^t^L^tS^lorm of^'I^linr^/^rredi^ lends money to the
V  csctauiy Bills; in the open money markets.

Foreign exchange control is in operation An y-oo^ams
possession of foreign currency are remfiVfa coming into
month, to an authorized dealer of within one
commercial bank) in return for lor?^ foreign exchange (normally a
commerce and foreign travel imiQt currency. Foreign currency forand permanent rlsW^ts ofXr^JrdAAAA A°» ® "tisensforeign curnency or to holA f^rjir^r^l^yTanTaAcirs own

cy nank accounts.

Central Governmian-h

Legislatura

government,^with^aMc^SalTeg~i?i^t^^^^^^^ system ofa non-executive President, a "lousn'o" DerniaiS-"^^^^^

electoral college, ?xM^Sed^of the of office by antogether, with each member havitwr . houses of parliament sittingbe qualified to a^S^r^Jf"?hl



®®>^ln9 for a term of
vear«5 On oar^i, ̂ S. • of the members retire every two
iriana°?e^tera\\"rtpX°/=i'-as^fA^^^ «e^rs%^^

(b) The remaining ten members are chosen by lotterv from

Sfore th» iSf^- "ot later than thirty daysefore the beginning of the next session of Parliament.

fJeiVai® a"" Sorse^of^o"!
government council and must on the fSflf ® local
less than forty years of ag4 nor

ifivSa? ISSt*®^,?" ""y members, allDelegates mSt ha^' sa^

committed some breach of public trust, as defined fn'SeSion l^s®

yeLs?"fl ci.° ^dtssoJvef
1^ of a defeat of the 'govemmMt In^^tte® Jtesident in the event

confidence. There must then he a new elision"®®' °'' " '°'®

parliament an^assratal to'tw^the^Presfd"^.""^'.!?^ Doases of
legislation, imlesTrveto hi Ptesident may vetothirds Of the total .SmSShi^ oTYa'ch ̂ Tse^ ̂  ^"°-

illusU«e's%®^sSLle"''solut™"tS'L.'^° practice,statespersons" in the "upper chamber^^iv°?"?« Jtovide "elder
electoral process from th^unliS^fal stable,house, while maintaining a somewhat deiiSfratfc alwoich.''''®



Judiciary'

appointed ilfe'!®^tr'' mtll r^cM^a Judges,

■^r Of the supreme Court is !uto.S.t®i^Ay tl^ci™f
««P?^th?t "^hl'^reol'^e "StToYd®®guali«cation and serves for a alngle%e\s."^?°St'^„™"^

the Chief'jStlc'^myie^rvi^fo?'i if? Judges, appointed byCourt Judges erercise ^iiSed aitoSrfL™*" =««uty- Highmatters, with power to try Ss? 1?. criminal
jurisdiction, either by jury Malonl .r i-K of originalto the trial. The judges of the Hioh r? option of the partiesappointment) the Court of Appeal and tL SuprL^^urt™'^''®® """
Court Judgi° Ttey "r?apSiuted°°^'?i iS t ""f®® "^9''
Chief Justice. nrea, on a limited time basis, by the

minor offenses aQ t«r<ai iother offenses by the High Court is bv^c^V^^^^
using lay magistrates. The maaistJat^io municipal courts,periods of five years, by municipal renewable
persons who are qualified to ha K,f/ councils, from amongTypically, they aVe PromTnent ^id\esneSt^^^^ councilors^
^  to be lawyers. Each court ic citizens, thoughqualified "clerk of the court " The counts « ■ ^ legallytry minor civil cases. county or municipal courts also

GeSSl, ^mus? hS-e thiir ̂ al'ariis'^ISd^ together with the AuditorCharged against pt^lic fviids
parliament. They may be removed appropriation bya special parliamenLry p^S^edJire misconduct only by

is referred to iTthi™^cti<» ^as ^^off Auditor General
of the executive arm of government. wbo is independent

Thus, it folfowf°B?itish Sd^nli^us^traditioT.^ Supreme Court.



^#1^ Executive

The President, though fomally head of state, is not (effectively)
», ^ecutive. The Presidential role is largely formalalthough ^ the President has some specific constitutional

responsibility, which may be exercised at his or her discretion.

The executive arm of government is led by a prime minister
appointed by the President from among the majority party in th4
House of Delegates. It is customary to appoint the party leader

lileaaies He'^or^sL^^^^h pleasure of the House of
assiS^rt r^K- minister of the government and isthe Prime Minister from among
meinbers of either house of Parliament.

Ministry is responsible to the PrimeMinister. Collectively, the Cabinet is responsible to Parliament.

Ministries, operating under the general supervision of Ministers

-mrttlot ^ne^r^a?^®?^ no'Snally designated a^ ;
C^eral" hare iii'ai officials, such as the "AccountantGeneral have special titles and a degree of independent authority.

^ong the ministries of government are the Ministry of Local
^vernment and the Ministry of Finance and Planning. The latter is
also known as the Treasury. me larrer is

The Ministry of Finance and Planning has five principal divisions:

<Jneral's D^artment - responsible for the
Keoping of fho sovernmont s accounts;

(b) The Office of Management and Budget - responsible for

ereiutiL of Finance on the preparation andexecution of the government budget;

(c) The Economic Planning Department - responsible for

thrCeStril^BaiSi®^®'' Finance (and coordinating with
fijc«? macro-economic planning, includingXXseal and monetary policy;

Regulation Unit - responsible for control
er the nation s securities and money markets; and,

the .eln

The Ministry of Finance is headed by a "Director-General of

Accountant G^eral; Director of Management and Budaet- Chi«^f
conomis , Chief Financial Regulator; and. Commissioner of Revenue.



toother with ministries of: foreion personnel,
public works; transport- oublic I defence; interior;
food and fisheries; ai^d oibli^ nV^-1' -h® agriculture,
government printing o«fce and 2 is also a
Immigration is under the Ministry of ®"PPi^®s department,xs ,«x.aged by a division ol the Treasu'^■ "LSfrSSft'Tf

and are held accountahle

The Civil Servings

Secretary^ f^the^ office'^ of^ the^^"^^"^ headed by a "Chief
directly to him or her He is ®froister and who reports
government department is headed by a^MirecS Cabinet. EachIS, administratively, accountable to th^ rh° e^® s^®
work of the department. He or shl is Secretary for theguidance to the departmental MiiJister Ear^f^d®""® policyassisted hy a hierarchy of depJ't\\"r'ieUt'Sitt"a^nriS«^^^^^^
"admlnlstratl^c^ref^°5^y°o5"tJJ^f*'°°'^ 6?loa9 h°superiors (including the Chief slcreta^v^ theiroffice, rather than to any particular 4. a.^^^®® minister'saround, on pronotlon or otL?win?"^?LX"?St t?S^SsSr
respecTol'l^jr^'?pl|'„t"fcJJ®|^|®^^tave, in general, earned the
fdirness, ©ven when perceived n-F ao >> - andpolicies, in keeping ^Itl unpopular
service, their reiponsibllltle? arl ™ 1,°^® S* ® aautral civil
those of the (political) oovenSnon^ readily distinguishable fromfrom time to time, xmpopular or controversial?^°^^ naturally.

This includes^ a^ wfde ^rang^^of^'^S?* ^i® Professional class,
agriculturalists, physicians ®® engineers,teachers, statisticians, geolooi?tr A Professors, collegerather fewer financial specialists AH theJ^^r® '''^®^® ®nethe exception of financial SDeciarit^o ^^®®® Professionals, withown departments, with promotioni "^PrmaUy remain in theirtypically well-trained, bighly-gua^iH^nnd'"™^^^^^^^^ ®"®
"managerial" of^ficeS'r^Si^rv/i^L ^ "executive" orthe "clerical" officers. Both the «e^tfvi?^"^i^®i®' together with
carry out the day-to-day task! ^ clerical officerspolicies laid down by the o-Jminlstrato^TIS^lf ̂ o°f nfnflteS®
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Se?al'%/ p'?l\'°e"' lT\TTlTs^.^S^''%^ ^ -Inspector-
analogous to the "Roval Canarti-j»n ̂  ̂  Prestigious force,
however, to a ̂ e^ree delLS?lf.S Police." Policing is,
every municipality and county desima^ln^^ ̂  force in
that community. For example the So • • Police force of
(Municipality/is kno^"r"tL -H^rvrrd'^SliTe.'" " """"""

2Sii?S't^ty^^|'So??GSe?al"''''n®^ ="0 isWith the municipal government and cnnf consultation
police Chief reporS^ ?o^S iSsoe^Sn^^^ council. The
government. However, the local oovetnm^SS®^® local
premises (not vehicles and equiSentr^fS^ P^o^i<le
own resources. All other poli^e the police, out of itspolice expenses are funded nationally.
State Owned Enterprigog

are a number of

responsible for the delivery of ® corporations,
include: electric power, Sstfl utility services. These
natural gas and railways. ervices, telecommunications,

6MeJ^nsls7'^Sl ''^^°*TOs?*'°seni^®fre utility
directors." Thev reno-rt- +•« «• known as "managino

directors. There are also deput^ or boards ofuepury or assistant managing directors.

Divisional directors will usuaIIv *
example, the "managing directori^ Professionals. Thus, for
telecommunications enterprises are ®^®®tricity, gas ordirectors of the technical division^ a^mistrators - but the
engineers, as appropriate This orof?«e1 Power, gas or telephonerealm of finanS. Mntn« di/e?to2 the
Staff, are usually qualified accountanfc « their senior
credentials. accountants or hold other financial

Other Utility Servlf;e«a

pJovidid^by^muiiclpalitS^Sr^ou^tiJs''"^^ areas, is typicallyvery informal or comes from privat^^o? Elsewhere, it is either
sewer systems (or septic tai^s) onlv ?n wells. There areespecially in rural ̂ areU^lJeSge is x'isten^r'*

pre?en"vrp'tS>l?c'tellTf'lo^^ services of
sanitation, minor road mai'nteSiiceSd ci^l?-^®®®®^!' ®®«®rage andbuilding control, recreation and some degrS'ofVrfml?y^e^i??o?^^



Local Governmenf-

i*?" constitutionalfunds for tha Individual local gola^Hfit?

S?S; a^:is"^V4^eTn^far?ourf"o'riS''^oi Act.
each differing only in matters of Tetail^and government,
covered by a countv anvAT-nmoni- title. Ihiral areas are
government but typically resnonsilJio^' similar to municipal
services. ^ypicaiiy responsible for a smaller range of

Funding systems for local oovernment a.t. .
parliamentary legislation This
independent, levy id conectii limited, butwell as borrowing power bv 1 n^-?} fees and charges, as
provision for general government grlnt?^1^clud^i^®* i®
as well as specific arantsfn7- «aJS- ^^®venue-sharing,
intended to support the operatic - ^^®s® ®re
activities. They are administered as oSt of i f^ ongoing
the Ministry of Local Gover^St Th<^ L° o^®^®!! budget of
revenue is the real estate (property) tal This
about half of the local govemiSxt reviue. Provides

SS, ""JStriurfx^ flnSISal LSonomTas ® corporatecapital. Harvard, has a munf??S?? prescribed by law. The
Harvard." it has a rifv ri • known as the "City ofsuffrage, cllpr^lnl universal alult

or she^thereiSiOT^te^cSes'^he'chlS"^!^,''^"'! members. Re
City, With tu^r edalnlstrator of the
Chief Erecutive. The toyor instructions to itscouncil but not its chairperson. SJate^y

offiSS,"a?®?oS"!oS??rLf^™ aecutive or otherCouncil are prohibited from civino in«^* ^°^^^f"fnal members of theinstructions' are ^o^fS'l'^^sofuSSTI^^r

manages the staff of the Counr^i t ^ f P^®®®"re. He or she
executives. These inc?Le Xpu??^lo^personnel; technical service; s^d! S^,ciaT^erVi^"'®

in th?5^'"a^^
resides in the -state," -federal- or



with sub-aepartnents or divisions
regular, day-to-day deliver^ ofpublic services. Each major service has a director reoortlno t-n

one of the deputy chief executives. a^recror, reporting to

Srvices are^mJnaiS'^h'^^ development department. Its technical
?n managed by a director. He controls a staff specialized

^ civil engineering. Financial resources for canitalCity pmciulh2"a?f^rs£??Id ̂ d SSgeHy'^JSrSepuly^ChS^

are for the acquisition or constructlon^flxld istwi.
I»ong—tsrni losns msy no't b© rais©d n-r .c

borrowing was considMed LraSSaS'To "S>ver^f»

The system is intended to ensure that:

recovery costs of asset usage® are

costs^of oneriJfn ® service delivery, along with the
tSt s^^vico- «nH ' maintenance and administration oftnar service, and, consequently,

delivery costs are covered from revenuescollected or appropriated for each specific servlS?
(b)

to rede^"h"clpitll°Slt!\t''S''iimilSr®tS"i%'T'"®^ payment)



For example, costs of road operations will include the capital
recovery costs (rent) of road construction, as well as those of
operation and maintenance. These total costs will be recovered from
any specific revenues, such as (say) tolls, or from allocations of
national government annual grant funds for (say) major roads. The
balance, unfunded from specific revenues, can then be identified as
the net charge against the City Council's general tax revenues.

Other examples would be the charging of the effective rent for the
use of schools or clinics - in addition to the more usually
recognized expenditures on teachers or nurses - against specific
service fees, so as to disclose the net charge on general revenues.

These principles are especially important for "enterprise" or
"trading" services, where service recipiehts can be assessed as the
sole or major beneficiaries. This would apply to water supply.

Capital Development Financing

Introduction

Funding of capital development includes limited provision for
capital grants to local government units by the Ministry of Local
Government. There is also a "Development Fund," administered by the
Ministry of Local Government. Partially financed by budgetary
appropriations, it is also funded by the issue of special "Local
Development Bonds," effectively, central government long-term debt
iiistriiments. The funds of the Development Fund are loaned out to
local government units for capital projects. Similar loans are also
made to local public utility entities, such as water authorities.

All loans are for periods related to the lives of the assets to be
financed. They are repaid, periodically, with interest, at variable
rates set and adjusted from time to time by the Economic Planning
Department of the Ministry of Finance. The rates are, typically,
about one percentage point above the current market rates for
comparable government debt instruments. They are, however, well
below what local government units would have to pay, were they to
borrow in the commercial market-place. However, this is somewhat
academic at present. Few local government units have established
sufficient credit-worthiness to enter the commercial money markets.

Capital Markets

There is a somewhat limited capital market in Harvardia. It is,
however, steadily strengthening. Shares of a small number of
private sector companies are traded on the Harvard stock exchange.
Occasionally there are new issues.



The Government of Harvardia issues, from time to time, publicly
tradable bonds, to finance its ovm budgetary deficits. These bonds
are usually in multiples of H.lOO million. The issues are managed
by a designated official of the Harvardia Central Bank, known as
the Government Broker.

There are about three small brokerage firms in Harvardia. These are
associated with - and supported by - foreign firms. They "make the
market" for the trade in private sector stocks and government
bonds. They also take up — and market - regular issues of short-
term government lending, in the form of Treasury Bills. They have
access to the Bank of Harvardia - the Central Bank - to borrow
short—term (overnight) funding. This is done by the "discounting"
of Treasury bills at the Central Bank "discoiant rate."

Money market and stock exchange activities are regulated by the
"Financial Regulation Unit" of the Ministry of Finance. The Central
Bank is regulated by - and consults with - the Economic Planning
Department of the same Ministry. It is this department which,
effectively, sets and adjusts the "discount rate." Within this
regulatory framework, however, the Central Bank conducts day to day
operations more or less independently of the Ministry of Finance.

Capital Market Development

The Central Government wishes to develop more efficient capital
markets, where the local government units can borrow directly. This
would normally be done by the issue of "general obligation" bonds,
secured on the tax and other general revenues of individual local
government units. For services directly earning revenues, there
would be "revenue bonds" secured only against these revenues.

It would be expected that every loan issue by a local government
unit would need to receive the approval of both the Ministry of
Local Government and the Ministry of Finance. There are already
legal provisions for this, at present confined to borrowing from
the Development Fund. Before permission to borrow is granted, the
relevant project must be appraised in a variety of ways.

The Ministry of Local Government seeks assurance that the local
government unit will continue to operate in a financially viable
manner, even when covering the operation, maintenance and debt
service on the new project. Approval by the Ministry of Finance is
directed at whether a proposed project represents a priority in the
national economic planning process.

In addition to encouraging direct market borrowing, the Central
Government is considering the establishment of a Municipal Bank.
This would raise private funding in the market-place and use this
to supplement the capital raised by the Development Fund. Indeed,
eventually, the Development Fund might be incorporated within the
Municipal Bank or be administered by it.



Capital Market Constraints

The Central Government, however, has several concerns. First, it
claims to have great difficulty in inducing local government units
to be financially viable. Until they are, private funding will
clearly not be offered for development projects. Second, while the
government would expect a Municipal Bank to develop superior
expertise in project appraisal, it does not wish to lose its own
sovereignty over the choice of projects.

In particular, the government does not wish to encourage the
unrestricted prioritization of so-called "revenue-earning"
projects, to the exclusion or relegation of non-revenue-earning
P^03®cts of greater assessed social or economic value, to be
supported largely from taxes. This, it fears, could be a temptation
of a commercially-oriented Municipal Bank.

The Urban Development Situation

For many cities in Harvardia, including Harvard, there is
considerable demand and potential for the development of urban

rastructure. This includes: roads; bridges; drainage; water
supply and sewerage; schools; clinics and health centers; police
posts; traffic management schemes; parks and open spaces;
libraries; and, cultural centers.

addition, there is demand for housing, as well as for commercial
property, including offices, shops and small factories.

The Government has been concerned that the municipal councils of
Harvardia, including the City of Harvard, lack the technical and
fin^cial capacity, as well as the political will, to develop
public infrastructure at the required pace. There is much of land-
price speculation, without an accompanying orderly development.

Private-sector developers, on the other hcuid, have been able to
marshall limited parcels of land and to raise much of the required
financing for development projects. They have lobbied the municipal
councils to grant the necessary planning permission. This has been
more or less on the developers' own terms, because the alternative
would have been no development.

However, planning permission has normally been contingent upon
undertakings, by private developers, to vest public assets from
their projects, free of cost, in the municipality. There have often
been, moreover, additional promises by developers to provide other
public assets, such as small parks or public walkways. From time to
time, there have even been financial contributions towards serious
P^I^lic concerns, such as job—training or low—cost housing.
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Private Sector Developers

Private developers, either on their own land or on sites purchased
from the development authorities, have tended to focus on the upper
end of the income spectrum. They have used short-term development
financing to install infrastructure on their own sites and to
construct superior commercial and residential property. All of the
property constructed in this way is eventually sold to private
households and businesses, who raise their own long-term mortgages,
as necessary, from banks or other financial institutions.

Because of the embryonic nature of the nation's capital markets,
there are still very few institutions or funding directed at medium
or long-term mortgage financing. Thus, mortgages typically require
large down-payments, often as much as 30-40% of the purchase price,
with maximum repayment periods of 10-15 years. Financing operations
can result from extended family cooperation or private syndicates.

Municipal Government Participation*

It might be thought that the mxinicipal governments would be
grateful to have handed to them, debt-free, a great deal of public
infrastructure. Indeed, it represents, for them, a low-cost way of
fulfilling their own public obligations.

Unfortunately, this is not always the case. First, the political
Will of the municipal governments will often be out of tune with
that of the central government. Indeed, it is often perceived that
the (non-elected) urban development authorities are being used as
-agents of the central government to usurp the power and authority
of the locally elected mianicipal councils.

The typical response of the central government is that the
municipal councils have not fulfilled their lawful and democratic
responsibilities.

Central to the ongoing dissension, however, is the shortage of
independent sources of local revenue. Although the local
governments have, in principle, independent powers to raise
adequate revenues, these are frequently constrained by central
government interference or lack of support.

Some of the issues raised here are analogous to "unfunded
federal mandates" (USA) and the problems of property taxation (UK).
The latter led to the introduction and demise of the "poll tax."



Most iBDportantly, a principal local revenue source is the property
tax, to be levied on market capital values of all residential and
commercial property. Although the tax levy is within the power of
the municipal governments, valuations are the responsibility of the
Ministry of Lands and Surveys. Because of a claimed shortage of
valuers, surveyors and related skills, tax valuation and mapping
have not been kept up to date.

The municipal councils, however, claim that the central government
lacks the political resolve to carry out necessary revaluations.
Because they have fallen so badly behind, any immediate revaluation
would likely bring about draconian chsmges in tax burdens.

This might have been mitigated by the municipal governments levying
increasingly higher tax rates on the existing values. However, the
central government, which must approve annual tax rates by
municipal governments, has refused to allow this.

The question of property valuations has been exacerbated by a
variety of decisions of the high court, upheld on appeal. These
have arisen from challenges by tcixpayers against property
valuations. Without going into detail, cases have almost always
gone against the financial interests of the municipal governments.

Most legal scholars do not blame the courts. They agree that, in
law, court decisions are valid. Clearly required are amendments to
the law, together with comprehensive revaluation of property. This,
the central government has, so far, failed to address.

In addition to property taxes, other fees, charges and taxes for
municipal services have also not been allowed to rise to cover
increased costs of service delivery. Time and again, the central
government has refused to approve requests for these increases,
albeit supported by competent and credible financial analysis.

Finally, municipal governments claim not to have been adequately
consulted by the urban development authorities. Thus they claim to
have had very little participation in the planning, design, sizing
and location of public infrastructure, which they will be expected
to operate and maintain.

The result has sometimes been, therefore, a refusal, by municipal
governments, to accept this responsibility - or at best a sullen
acceptance. This has resulted in some public infrastructure
continuing to be maintained by the urban development authorities,
out of their own direct central government funding.
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This is not, however, the responsibility of the development
authorities. Thus, they have either to curtail their development
activity or seek further central government funding. In the latter
case, it is a roundabout way of providing general maintenance
grants to local government units. Instead of providing these funds
directly to the municipalities (or, more appropriately, permitting
them to raise their own funds) there is a "grant-in-kind" through
the (forced) services of the urban development authorities.
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