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June 2020

Dear Local Government Forum Participants,

The development of a sound local governance sys-
tem holds great promise for Libya as we seek to contribute
to improving local development and service delivery, and
thus, quality of life for the Libyan population. As Libya tries
to move forward on its path to improving local governance
structures and capacities, which are an essential condition
for greater stability and resilience, it is vitally necessary to
take stock of the current fiscal and administrative dimen-
sions related to local governance.

The Ministry of Local Government, in conjunction with
the World Bank, prepared the first Libya Local Governance
Forum in September 2019. Planning of this special event was
made possible by the generous contributions of our interna-
tional partners, including USAID through its Libya Economic
Stabilization Program (LESP), the German Development Coop-
eration (GlZ), and the United Nations Development Program
(UNDP). This Forum is equally supported by the World Bank'’s
Libya Building Governance Multi-Donor Trust Fund, which
benefits from the contributions of the European Union (EU),
the UK Department for International Development (DfID),
and the Embassy of the Kingdom of the Netherlands to Libya.

The Libya Local Governance Forum aimed at assist-
ing the government of Libya and the broader international
community in better understanding the current constraints
in the local governance realm, the potential opportunities
for reform, as well as the establishment of a clear road map

for the near- to medium-term. The Forum welcomed over
100 participants, including representatives of Libya's cen-
tral ministries, departments, and agencies responsible for
Local Governance; representatives of relevant line minis-
tries responsible for service delivery at the central and local
levels; representatives from local governments, including
over 20 municipal mayors, advisors, and other staff respon-
sible for the fiscal and administrative aspects of intergov-
ernmental relations; representatives of Civil Society Orga-
nizations and academia; and over 40 representatives of the
broader International community, who are currently sup-
porting local governance in Libya.

The Ministry of Local Government is pleased to offer
participants a range of perspectives to support our dis-
cussions and debate. These include 19 background papers
drafted by international and Libyan experts on numerous
local governance themes, which highlight key theoretical
debates, international good practices, and policy options
for the government to consider.

We look forward to continuing working with you,
our partners, to develop a strategic roadmap for support-
ing decentralization in Libya in the near- to medium-term.

Sincerely,
Dr. Milad El-Taher
Minister of Local Government




THE WORLD BANK

Michael G. Schaeffer

Resident Representative for Libya
Tunisia Country Office

Maghreb Department

Middle East and North Africa

September 14, 2019

Dear Local Government Forum Participants,

The development of a sound local government sys-
tem holds great promise for countries seeking to improve
service delivery, better target local needs, and promote
social inclusion. In particular, these benefits have poten-
tially transformative impact in countries emerging from
conflict where local governance structures can be pivotal
in rebuilding trust, strengthening core institutions, and sup-
porting political stability. However, international experience
has taught us that not all countries have succeeded in their
local governance reform efforts and that a one-size-fits-all
approach does not always guarantee the intended results.
Itis for this reason that that the development of a modern-
ized local governance system requires careful planning, a
tailored approach to the local context, and above all, a stra-
tegic national vision.

As Libya tries to move forward on its path to improv-
ing local governance structures and capacities, which
are an essential condition for greater stability and resil-
ience, itis vitally necessary to take stock of the current fis-
cal and administrative dimensions related to local gov-
ernance. Various subnational modes of governance can
have positive impacts by bringing governance and ser-
vices closer to the citizens. The transformative potential
of these reforms will need to be systematically addressed
with respect to Libya's economic development, mac-
roeconomic and fiscal sustainability, public finance
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management, employment situation, wealth distribu-
tion, and regional disparities.

Against this background, the Ministry of Local Gov-
ernment in conjunction with the World Bank have pre-
pared the first Libya Local Governance Forum. Planning
of this special event has been made possible by the gen-
erous contributions of our international partners, includ-
ing USAID through its Libya Economic Stabilization Pro-
gram (LESP), the German Development Cooperation (GlZ),
and the United Nations Development Program (UNDP).
This Forum is equally supported by the World Bank'’s
Libya Building Governance Multi-Donor Trust Fund, which
benefits from the contributions of the European Union
(EV), the UK Department for International Development
(DfID), and the Embassy of the Kingdom of the Nether-
lands to Libya.

Together, we believe that this Libya Local Governance
Forum can assist the government of Libya and the broader
international community in better understanding the cur-
rent constraints in the local governance realm, the potential
opportunities for reform, as well as the establishment of a
clear road map for the near- to medium-term. Building on
previous workshops and analytics produced by the World
Bank and other international partners, the Libya Local Gov-
ernance Forum aims to bring together various stakeholders,
including the central government, local public administra-
tions, international donors, and civil society organizations



to develop a strategic approach to supporting local gov-

ernance in Libya.

Today, we are proud to welcome representatives
of Libya’s central ministries, departments, and agencies
responsible for Local Governance; representatives of rel-
evant line ministries responsible for service delivery at the
central and local levels; representatives from local gov-
ernments, including mayors, and members of their staff,
representatives of Civil Society Organizations and aca-
demia; and representatives of the broader International
community.

To enrich the proceedings of this three-day Forum,
we are pleased to offer participants a range of perspec-
tives to support our discussions and debate. These include
19 background papers drafted by international experts
on numerous local governance themes, which highlight
key theoretical debates, international practice, and pol-
icy options for the government to consider; presentations

that draw on the policy options considered in the related
background papers; as well as panel discussions, where
participants can share their own experiences and work
together to define a strategic approach to local gover-
nance in Libya. At the conclusion of the Forum, we look
forward to developing a conference document that sum-
marizes key Forum findings, conclusions and recom-
mendations, including challenges, priorities, and pol-
icy options.

We thank you for your participation in this Forum and
look forward to working with you, our partners, to develop
a strategic roadmap for supporting decentralization in Libya
in the near- to medium-term.

Sincerely,
Michael G. Schaeffer
Resident Representative, Libya

Letter of Welcome, World Bank Country Representative



After decades of living with some form of centralized and
autocratic political regime and now having to deal with an
internal conflict that is in large part a of “proxy war”for exter-
nal parties, the Libyan people are embarking on a process
of public sector in order to create a new set of institutions
that will lay the foundation for a citizen-engaged and rep-
resentative political system and a well- functioning market
system. A critically important part of this process has been a
“decentralization dialogue”on how to go about establishing
afiscal partnership between central and local government.
Despite the current conflict, the public sector reform prog-
ress in Libya is real, observable, and revealing of a commit-
ment to making sustainable a new system of governance.

As part of this dialogue, there is a recognition that
an essential feature of a successful broader public sector
reform process is to create a Libya-focused knowledge base
of intergovernmental policy and practice so that when the
current conflict ends— and it will end—and thus the time
is right to implement reform, the knowledge to do so is in
place.

One of the first actions of the newly establishment
of a National Transitional Council (2011), was to issue
Law 59(2012) and an accompanying set of regulatory
regulations for creating a Local Administration System.

Proceedings of the Libya Local Government Forum

Subsequent actions by the Government of National Accord

have further defined the role of local administration, includ-
ing Circular of the Minister of Finance No. (3) Of 2020 regard-
ing the central government’s permission to municipalities
to open own-revenue accounts. As noted by both Minister
of Local Government (MoLG) El-Taher and the World Bank
Country Representative to Libya, Michael G. Schaefer, the
commitment to reform has enhanced a Libyan /interna-
tional collaboration in technical knowledge base develop-
ment. The set of papers provided in this e-Proceedings doc-
ument is intended to take stock of the some of the results
of this collaboration.

In the first paragraph of this Preface, the reference is
made to a Libyan “decentralization dialogue”. That phrase
is important to comment upon since “decentralization”
means different things to different people. For some the
term refers to moving quickly to assign a high degree of
fiscal and administrative autonomy to local (e.g., provin-
cial, municipal) governments. To do this well—to make a
rapid transition to a functioning system of intergovern-
mental fiscal relations work—comes with an important
caveat: local administrations must develop the organi-
zational and, institutional capacity to effectively manage
their assigned roles.

For other newly decentralizing countries, the dialogue
may be largely about first establishing the pre-conditions
for reform whereby a now dominant central authority and



emerging local administrations commit to learn together
with the goal that each become intergovernmentally capa-
ble in a manner that, inter alia, allows local officials to be in
a financial position to take the lead in making own expen-
diture and service delivery decisions.

Both the rapid and phased in approaches have been
shown to succeed. Whether either approach is, or is not,
labelled “decentralization”is of little or no relevance.

The purpose of the set of Proceedings papers is to provide
adocument that informs the citizens of Libya and their gov-
ernment’s policymakers and practitioners on both the cur-
rent status of, and as a guide to, today’s Libyan public sec-
tor reform decentralization dialogue.

To accomplish this goal, the format of the this docu-
ment is designed to offer the generalist a quick and reli-
able introduction to the topic of intergovernmental pub-
lic sector reform (“fiscal decentralization”) as well to further
provide the public finance specialist references regarding
the technical aspects of intergovernmental public finan-
cial management.

Accordingly, this LGF Proceedings document begins
with important- to read-policy statements in the Ministry
of Local Government’s Foreword and the World Bank’s Let-
ter of Welcome on the purpose and scope of the Local Gov-
ernment Forum. This“front matter” material is accompanied
by a set of summaries of each of nineteen papers that con-
stitute the remainder of this document.

The nineteen Proceedings papers are then organized
in five parts in order to a manner that offers the users of
this document logical way-of-thinking sequence for any
country engaged in a discussion of intergovernmental fis-
cal reform.The five parts address (i) the rationale as well as

the historical context for today’s public sector reform dis-

cussions; (i) a universal set of principles for a well-designed
intergovernmental fiscal system, the local application of
which may vary from country to country and, even, region
to region within a country; (iii) the practice that recognizes
that the implementation of the universal principles will
vary not only from place to place, but also sector-by-sec-
tor; (iv) the need to establish institutions to ensure polit-
ical legitimacy (an open society accompanied by pub-
lic sector transparency and accountability systems) and
social accountability (the critical role of citizen participa-
tion); and, (v) the reality that as its public sector reform
proceeds, Libya has a range of policy and practice options
for creating a new and sustainable system of central/local
intergovernmental relations.

Those users of this document who are not directly
engaged in the practice public service or who are new to
the topic of fiscal decentralization may find that rather than
reading all nineteen papers, these Proceedings serve as an
as-needed off-the-shelf (even ifitis a virtual shelf) topic-by-
topic reference to the different aspects of the reform dis-
cussion that is now taking place in Libya. However, for the
more serious student of public finance, a cover-to-cover
reading may make good sense.

For both audiences, generalist and technical policy
practitioner alike, the Proceedings of the Libya Local Govern-
ment Forum provide a timely reconnaissance of the issues
relating to Libya’s public sector reform dialogue. The over-
riding theme is that a well- designed and well-implemented
intergovernmental system is a key to the achievement of
many of Libya’s broader public sector reform objectives.
Moreover, in some countries, a decentralization dialogue
has served as a vehicle for conflict resolution.

The Editors
Michael G. Schaeffer, Maroua Lassoued, Zied Ouelhazi

Preface
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8:30-9:00
9:00-9:30

9:30-11:00

11:00-11:30
11:30-13:00

13:00-14:30
14:30-16:00

Day 1: September 14,2019
MC: Michael Jelenic

Registration

Opening Remarks

e Mr. Michael Schaeffer, Country Representative to Libya, World Bank

e H.E Dr. Mohammad Ammari Zayed, Member of the Presidential Council, Deputy Prime Minister, and Chairman of the Technical
Committee for the Transfer of Authorities to Municipalities

e HE Mr.Milad Adbullah Taher, Minister of Local Governance, Ministry of Local Governance

e Mr. John Pennell, Country Director, USAID/Libya

Session 1: Introduction
e “Presentation of the Work of the Higher Committee for the Transfer of Authorities to Municipalities “
Presenter: Dr. Mohammed Belhaj, Member of the Higher Committee for the Transfer of Authorities to Municipalities
e “Introduction: A Strategic Approach to Local Governance in Libya”
Presenter: Mr. Michael Jelenic, Public Sector Specialist, World Bank
e Plenary Group Discussion
Moderator: Mr. Michael Jelenic, Public Sector Specialist, World Bank

Coffee Break

Session 2: Key Definitions, Distinctions, and Context
e “Definitions and Distinctions in Local Governance”
Presenter: Ms. Maroua Lassoued, Governance Specialist, World Bank
e “The Evolution of the sub-National Government System in Libya: 1951 - 2019”
Presenter: Mr. Rani Daoud, Deputy Head of Program, GIZ
e Panel Discussion
Moderator: Mr. Manfred van Eckert, Head of Program, GIZ / Dr. Yusser El-Gayed, Public Sector Reform, Post Conflict and Gover-
nance Specialist, World Bank

Lunch Break

Session 3: Expenditure Roles Among Different Levels of Government
e “Sorting out Expenditure Roles Among Different Levels of Governments”
Presenters: Mr. Robert Ebel, Lead Public Financial Management Expert, World Bank
“Functional Assignment — A Core Element of the Decentralization Process”
Presenter: Ulrich Leffler-Franke, Decentralization Advisor, GIZ
e “Expenditure Assignment on the basis of law 59/2012"
Presenter: Mr. Rani Daoud, Deputy Head of Program, GIZ
e Panel Discussion
Moderator: Mr. Jan Werner, Inter-governmental Framework Advisor, USAID, Libya Economic Stabilization Program

(continued on next page)
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(continued)

9:00-9:15

9:15-10:30

10:30-11:00
11:00-12:30

12:30-14:00
14:00-15:30

9:.00-10:30

10:30-11:00
11:00-12:30

12:30-15:00
15:00-16:30

Day 2: September 15,2019
MC: Imad Saed

Opening Remarks
e Mr. Gerardo Noto, Resident Representative, UNDP

Session 4: Existing Fiscal Arrangements
e “Existing Fiscal Arrangements in Libya”
Presenter: Mr. Michael Schaeffer, Country Representative, World Bank / Mr. Zied Ouelhazi, Public Sector Specialist, World Bank
e “Case Study: Linking Local Priorities to National Investment”
Presenter: Dr. Peter Rundell, Senior Stabilization Advisor, UNDP.
e Panel Discussion
Mr. Michael Schaeffer, Country Representative, World Bank

Coffee Break

Session 5: Developing a Vision to Guide Intergovernmental Reform
e “Developing a Vision to Guide Intergovernmental Reform in Libya”
Presenter: Mr. Salah Othman Fattah, Director of Provincial and Municipal Affairs, Ministry of Local Governance
e “Options for Reforming the Intergovernmental System as well as the Local Public Finance System in Libya”
Presenter: Prof. Dr. Jan Werner, Senior Intergovernmental PFM Advisor, USAID, Libya Economic Stabilization Program
e “Sustaining the Legitimacy of Local Councils through Elections amid Conflict”
Presenter: Ludwig Daniel Stroux, Specialist, UNDP
e Panel Discussion
Moderator: Ahmad Alyasseri, Project Manager, UNDP

Lunch Break

e Session 6: Human Resource Management
e “Human Resource Management in the Libyan Public Administration”

Presenter: Dr. Yusser El-Gayed, Public Sector Reform, Post Conflict and Governance Specialist
e Panel Discussion

Moderator: Dr. Peter Rundell, Senior Stabilization Advisor, UNDP.

Day 3: September 16, 2019
MC: Imad Saed

Session 7: Service Delivery
e “Current Status of Service Delivery in Libya: Solid Waste Management”
Presenter: Ms. Leila Cactic, PFM Advisor, USAID/ Libya Economic Stabilization Program
e “Public Investment Planning in Service Delivery: Solid Waste Management Case Study Approach”
Presenter: Mr. Ammar Jarrar, Public Investment Planning Advisor, USAID, Libya Economic Stabilization Program
e “Case Study: Service Delivery Perspectives in the Health Sector”
Presenter: Mr. Zied Ouelhazi, Public Sector Specialist, World Bank
e Panel Discussion
Moderator: Mr. Michael Schaeffer, Country Representative, World Bank

Coffee Break

Session 8: Community Planning and Social Accountability

e “Community Planning and Social Accountability”
Presenter: Dr. Peter Rundell, Senior Stabilization Advisor, UNDP.

e “The Local Development Planning Approach for Libyan Municipalities”
Presenter: Mr. Rani Daoud, Deputy Head of Program, GIZ

e Panel Discussion
Moderator: Mr. Dawoud Al-Massri, Program Manager, UNDP

Lunch Break

Session 9: The Road Ahead for Local Governance in Libya
e “The Road Ahead: What are the Main Components of a Local Governance Policy?”
Presenter: Mr. Salah Othman Fattah, Director of Provincial and Municipal Affairs, Ministry of Local Governance
e “Effective International Assistance on Local Governance in Libya”
Presenter: Ms. Saida Borwin, Head of Technical and International Cooperation, Ministry of Local Governance
e Panel Discussion
Moderator: Mr. Imad Saed, Lead Municipal Public Financial Management Advisor, USAID, Libya Economic Stabilization Program

(continued on next page)
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(continued)

16:30-17:00 Closing remarks
e Mr. Michael Schaeffer, Country Representative to Libya, World Bank
Government of Libya Representative
Mr. Gerardo Noto, Resident Representative, UNDP
Mr. Julius Kluepfel, acting Head of German Development Cooperation, Germany Embassy
John Pennell, Country Director, USAID/Libya
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Summaries of Papers




Paper 1

Michael Christopher Jelenic and Michael G. Schaeffer

The first paper in this set of Proceedings presentations pro-
vides an overview and summary of the scope and purpose
of the Libya Local Government Forum (LGF). It also pro-
vides a summary of the current status of the Libyan pub-
lic sector reform process. The paper begins with a note
on the reasons for, and the current status of, the Libya
public sector reform dialogue and why a focus on fiscal
decentralization—the intergovernmental sorting out of
fiscal roles and responsibilities among different types of
governments—makes political and fiscal sense in terms
of its potential economic, social and financial outcomes.
This is true even though Libya is a society in turmoil. The
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paper then proceeds to draw on the 2018-2019 Libya-
requested EU/UN/World Bank recovery and peace build-
ing report and “mapping exercise” in manner that suc-
cinctly lays out the legal and institutional framework for
public sector reform. The paper concludes with LGF find-
ings relating to the key issues and challenges facing Libya
as it works toward well-designed intergovernmental strat-
egy for establishing an efficient, effective, and fiscally sus-
tainable public sector. It further lays out the nature of Lib-
ya’'s partnership with its lead international community
partners (EU, GIZ, Italy, the Netherlands, UK/DfID, UNDP,
USAID, and the World Bank).



Paper 2

Robert D. Ebel and Michael G. Schaeffer

The purpose of Paper 2, which was prepared following
the Local Governance Forum (LGF), is to synthesize the
main themes of the LGF Proceedings (the set of papers
that follow) in a manner that reflects the several “take
away”lessons from the papers as well as from comments
responses to the papers by members of panels and the
participants in the audience. The primary “take away” is
that a well-functioning intergovernmental fiscal system
is key to achieving Libya’s stated broader objectives of
(i) macro-economic stabilization; (ii) improved efficiency
and effectiveness the delivery of public services, and
(iii) a strategy for peacebuilding. To accomplish this pur-
pose, the paper is divided into three sections. The first

section, reviews the history and current context of the
Libya’s fiscal history, and draws the conclusion there are
important reasons that the Libyan decentralization dia-
logue can and should continue even in periods of conflict
so that when peace arrives (as it will) a knowledge base
will be in place to allow policymakers to act. The second
sections lists and discusses the key lessons that emerge
from other nations that have embarked on public sector
reform program of becoming more intergovernmental.
The third section draws on the first two and offers four
initial challenges that emerged from the LGF for today’s
Libya. Cross-references to each of the other LGF papers
are made throughout this discussion.

Summaries of Papers




Paper 3

Maroua Lassoued

The presentation by Maroua Lassoued addressed the key
task of establishing the terminology of the LGF and why
such an agreement is of fundamental importance to the
matters of public sector reform. Lassoued begins by recog-
nizing that whereas there is a common set of definitions of
that apply to all countries engaged in “fiscal decentraliza-
tion"reform, there are also important differences—distinc-
tions—of how these generally agreed upon terms apply to
Libya’s eastern, western, and southern regions. Lassoued
then proceeds to make three points that will frame the sub-
sequent set of LGF presentations: The first is that, at pres-
ent, Libya can be best characterized as having deconcentra-
tion without authority whereby little autonomy is provided
to the municipalities (a matter that many mayors highlight
in the general discussion). The second point is that how
the mix of “decentralization variants” are applied in public
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administration practice will vary from country to country.
To illustrate this second point, she draws on three country
examples: Uganda, Mozambique, and Ethiopia toillustrate
that in making recommendations for intergovernmental
reform: “no ‘no one size /model fits all’ Indeed, she notes
that the typical practice is asymmetry across (as well as
within) countries. The third message there not only differ-
ent variants (deconcentration, delegation, devolution) of
how on a country decentralizes, but also that even with
reform a country will adopt some aspect of each of the
“three Ds."The paper concludes with a matrix-presentation
of Snapshot of Administrative Decentralization Challenges
for Libya. Key messages include: (i) the current conflict is
impeding implementation of Law 59 (2102); (ii); there is a
lack of clarity in the law, and (iii) expenditure assignment
remains unclear.



Paper 4

Rani Daoud

The paper addresses the process of evolution of the Lib-
yan intergovernmental since its independence in 1951
from a Post WWI Allied (British and French) Occupation,
which replaced a previous era (1911-1947) of Italian col-
onization. By focusing on the scope and content of laws
and regulations relating to central/subnational structure,
Daoud identifies in very useful detail series of eras of Lib-
yan intergovernmental system change. To take the reader
through this complex history, governmental (administra-
tive) maps are provided for each of several eras (there have
been eleven in beginning with the Italian colonization in
1911). As a result, Daoud is able to give one a clear under-
standing of how Libya’s current set of intergovernmental
relations frame today’s current public sector reform (and
conflict) dialogue. The intergovernmental history begins
with an era of functioning federalism that included a man-
dated set of expenditure /service delivery assignments to

municipal government. This first era then gave way to short
period of transition to a unitary system of government
that retained some aspects of decentralized governance
of newly established governorates and municipal govern-
ments in Tripoli and Benghazi. Then comes the Coup d*état
of 1969 brings Quaddafi to power that leads to the decon-
centration variant of decentralization that Lassoued defines
in Paper 3. Daoud concludes with a point-by-point summary
of the recent and current status of Libyan intergovernmen-
tal public sector change, including the establishment of
the National Transitional Council and, subsequently, Gov-
ernment of National Accord. Among the conclusions that
Daoud draws is that the “severe and rapid changes”in the
subnational system over the past 70 years have hindered
the establishment of a stable and functional system of gov-
ernment by contributing to the creation of several institu-
tions that have conflicting mandates.
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Paper 5

Robert D. Ebel and Zied Ouelhagi

At present, in order to pay for public services, Libya is
nearly fully reliant on petroleum receipts (a cost sharing,
not a tax, regime), which is a notoriously unstable reve-
nue source. Thus, regardless of the degree to which Libya
remains centralized, even if it Libya adopts a decentral-
ization variant largely that of deconcentration and del-
egation rather than devolution, for Libya to become fis-
cally sustainable over time will require a commitment to
much higher degree of revenue diversification than one
observes today. And, there are untapped revenue options
to do so: optionsinclude an increased reliance of user fees
and charges, and basic simple to administer and com-
ply with taxes on income, consumption, and property.
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Moreover, many of these potential revenues have a sub-
national (regional, local) character. That is, what may fit the
fiscal culture of one part of the country may not be agood
answer for another part. Accordingly, going about choos-
ing among these options requires that a first research
question is to ask what makes “fiscal sense”"—that is, which
types of revenues will “fit” Libya's special demographic,
economic, and institutional circumstances and arrange-
ments. Drawing on data for Libya, the authors systemati-
cally address the “fiscal sense” question from both a pub-
licspending and revenue perspective. Special attention is
given to the intergovernmental (poly-centric) delivery of
health sector services.



Paper 6

Robert D. Ebel

There are four fundamental questions that frame the
public sector dialogue in all nations that have an inter-
governmental character (different types or “levels” of
governments). This is true regardless of the overarching
form of governance (unitary, federal, con-federal) that is
adopted. The four, which may be approached in a gen-
eralized sequence are: which type of government is
best suited from an efficiency and equity perspective to
(i) spend on different types of public services; (ii) gener-
ate revenues to pay for those services; (iii) take the lead
the design of a system of intergovernmental transfers
when the answers to the first two questions lead to fiscal
imbalances to be addressed; and (iv) borrow and take on
debt? Robert Ebel addresses first of these two questions

by identifying and discussing as relevant to Libya three
“universal principles”that that serve as a guide for assign-
ing expenditure roles among governments. By turning to
the delivery of primary education services as an exam-
ple of a key public service, he demonstrates that a well-
designed system of “expenditure assignment”is a com-
plex topic that can be best answered through a degree
of cooperation among different levels of government. By
linking to the paper by Ouelhazi, he further argues that
the “right” expenditure assignment will change as the
nation’s intergovernmental fiscal architecture changes.
That is, although the universal principles do not change,
how they are applied in a decentralized system will by
place and will change overtime.
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Paper 7

Hussam Algahrani

To be “decentralized”—that is to rely on different types
(“levels’) of governments to delivery public services and,
too, to generate“subnational government”revenues—may
mean that for some countries rather than devolve signifi-
cant revenue and spending authority to regional and local
governments, a country may adopt a “deconcentration”
variant whereby the assignment of expenditure authority,
service delivery responsibility and distribution of financial
resources is fully managed by central government minis-
tries. In his essay, Hussam Alzahrani explains how the decon-
centration variant works in practice and that thoughiitis all
centrally managed, it is nevertheless is “intergovernmental
in nature”. He makes the point that deconcentration works
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when it adopts an intergovernmental perspective not only
when it comes to carrying out the role of macro-fiscal policy
(whichis a typically a central function even with the devolu-
tion variant), but also in carrying out the key public sector
functions of (i) budget preparation (adoption of a Medium
Term Expenditure Framework, MTEF); (ii) budget execution
(e.g., illustrating the expenditure chain approach whereby
provincial spending ministries may be held responsible for
various aspects of service delivery); (iii) a Treasury Single
Account, TSA (and how a TSA fits with an integrated finan-
cial management information system), and (iv) systems that
promote fiscal accountability (internal and external audit,
including an independent Supreme Audit institution).



Paper 8

Ulrich Leffer-Franke

Leffer-Franke places the Libyan public sector reform dialogue
on functional (expenditure) assignment in the context of sev-
eral other country practices and experiences. Finding that
the current Libyan framework conditions “seem to be adverse
and contrary to fundamental change as administrative rela-
tions between the national and local level” he argues that
it is time for Libya to undertake the “decisive to escape the
fragility trap..." Leffer-Franke begins by discussing address-
ing core elements of a decentralization process that looks
beyond deconcentration to aspects of devolution while at
the same time recognizing that the successful implantation
of meaning intergovernmental depends very much on con-
textual factors (thus linking to Ouelhazi). He then proceeds

to further emphasize that to make decentralization work
requires not only attention technical detail, but also requires
a process of participatory inclusion that creates ownership
of the reform process. Having addressed core elements of
the public sector/intergovernmental reform process, he
bring in examples from other countries that are engaged in
the same public sector reform dialogue as is Libya. He con-
cludes by (i) acknowledging the understandable pressure
Libya is under to break out of the fragility trap with the pos-
itive message of the “inherent potential of decentralization
for peace building and development, and (ii) providing a list
of guiding principles-of-practice for moving along the Lib-
yan decentralization dialogue.
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Paper 9

Michael Schaeffer and Zied Ouelhagi

As noted elsewhere in this set of summaries, there the four
fundamental questions facing any intergovernmental sys-
tem can be usefully thought of/generalized as sequence
of reform actions. One of the implications of this sequence
is that for a system of decentralized subnational govern-
ments, “finance (revenue assignment and authority) fol-
lows function (expenditure and service delivery). Having
made this function-then-finance set of decisions, it is nearly
always the case that the amount of dinars associated with
the functional assignment are greater than the amount of
dinars that the subnational sector can generate for financ-
ing. Thus, there is a need for a system of central to subna-
tional transfers. Now the question arises: just how impor-
tant is the “finance follows function”rule in a country such
as Libya that has asits initial condition, a (very) high degree
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of fiscal decentralization? Schaeffer and Ouelhazi suggest
that if Libya is to decentralize in a non-chaotic fashion, it
should, for now, skip past the finance/function first steps
and address the current ad hoc and non-transparent sys-
tem of central to municipal transfers so that local govern-
ments can have funds to become credible, indeed in the
views of citizens, legitimate, providers of local public goods
and services.This is, indeed, a very good matter to consider.
Taking this approach, Schaeffer and Ouelhazi lay out a set
of principles for transfer system design so that when Libya
begins to implement Law 59 (2012) and its accompanying
rules and regulations, there will be in place the foundation
to help make the transition to the next steps of assigning
to local governments an increased degree of expenditure
and revenue autonomy.



Paper 10

Dawoud Almassri and Peter Rundell

In the preceding paper, Schaeffer and Ouelhazi note that
one a topic that is often given too little attention in the con-
ventional decentralization dialogue note of “which type
of government does what” is the distinction that must be
made between recurrent funding and capital (develop-
ment) financing. Almassri and Rundell further develop this
distinction whereby they examine how the current set of
laws and practices relating to national investment planning
may be interpreted (there is a high degree of ambiguity) and
implemented in order to address local development inter-
ests. Among their findings is that there is a not only a need
for a central/municipal government investment dialogue

that includes the views of mayors, municipal councils, and
citizens relating to capital project prioritization, but also
that the boundaries between the between municipal and
sector responsibilities are unclear even to the point that
there is often no published information regarding invest-
ment planning and spending. One result of this uncertain
and non-transparent process is that it encourages citizens
tolose trust in their governments in a manner that leads to
informal mechanisms of service delivery that range from ad
hoc utility hookups (wasta) to acts of violence, all of which
contribute to a disaffection between the people and their
governments and heightened risks.
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Paper 11

Mihaly Kopanyi

Mihaly Kopanyi's presentation makes the transition from
topics of the broad framework of fiscal decentralization
and functional assignment, to the fundamental question of
revenue mobilization: how does one sort out the intergov-
ernmental roles in financing and funding central, regional
(provincial) and local (municipal) public services? The first
part of the paper reviews and references the analytical doc-
uments prepared on this topic by bilateral and multilateral
agencies over the past several years, and then proceeds to
make a reconnaissance of the Libya’s revenue mobilization
issues: current status and practice, areas where the finan-
cial framework is still incomplete regarding the requisite
policies, procedures, and capacity provisions to fund sub-
national government, and options for reform. Noting that
Libya’s legislation is in harmony with general international
practices for a decentralized unitary state, he then addresses
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theissues pertaining to how revenues are (or may be) gen-
erated by (i) sector ministries and their agents (a need for a
clear separation between how revenues for central vs. local
services are budgeted); (i) yet-to be established provinces
(a role for revenue management of polycentric services
such as one associates with paying for infrastructure), and
(iii) localities (a fundamental challenge is to increase their
“extremely low” role in financing the public sector). Hav-
ing established the framework for how to intergovern-
mentally pay for public services, the paper then system-
atically addresses the challenges and options for moving
forward to a new era of Libyan revenue mobilization that
pulls together in a systematic way (i) rationalizing the cen-
tral revenue system ; (ii) designing intergovernmental fis-
cal transfers, and (iii) establishing a role for own local rev-
enue generation.



Paper 12

Yusser Al-Gayed

One of the most important matters to be addressed when a
country undertakes a broad reform of its public sector sys-
tem is how to reorganize, manage, and incentivize those who
work for governments. After all the policy papers have been
written and enabling legislation has been approved, Human
Resource Management (HR) is one of the three key pillars of
building a capacity to effectively deliver public services at
all levels of government (the other two pillars are organiza-
tional and institutional capacity). Relying on both quantita-
tive and qualitative data for Libya, Yusser Al-Gayed provides
a comprehensive analysis of the current context (there is no
agency, central or subnational, that has full control over pub-
licadministration and government employment), data issues
(a mixed set of necessary sources, from reliable to “tenuous
atbest”), and the role of local governments, past and poten-
tial (at present, largely non-existent). The paper begins with a
review of the legal framework (there are four key labor laws),

and the proceeds to critically analyze the key components
of human resource management, including how these com-
ponents have changed overtime: size of the workforce, the
recruitment process, pay and grading of salaries, amount of
the wage bill, gender diversity, and the remarkably low role
percentage of non-line ministry personnel in the local gov-
ernment workforce. Al-Gayed's analysis concludes with an
explicit list of challenges to be addressed to as part of along-
term Libyan commitment to improve the quality of govern-
ment and employment and public administration, conclud-
ing that the current system of human resource management
is far from conducive to establishing intergovernmental sys-
tem envisioned in Law 59 (2012). Ending on a positive note
he also identifies a series of “small reform efforts that Libya
can now begin to take”to improve HR, including having local
governments step up identify their priorities in the context
of a conflict affected state.
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Paper 13

Zied Ouelhagi

Throughout the LGF there was a common message that a
well -designed system of fiscal decentralization—the inter-
governmental sorting out and sharing of public sector activ-
ities—is about recognizing that there is a set of universal
principles that apply to all countries, but that in their appli-
cation every one of these principles must “fit” the special
economic, demographic, and institutional circumstances
of place. Thus, how the same principles may apply in one
part of a country may differ from another part. For example,
there will be place differences in geography, urban vs rural,
degree of natural resource endowment, and, even history).
But, it is not just place differences that matter, but also the
reality that the same universal principles will work out differ-
ently by service delivery sector. In this LGF, two representa-
tive sectors are examined. The firstis made by Zied Ouelhazi
who focuses on how the past seven years of conflict have
affected, and thus now frame, the delivery of health care in
Libya. (The second case, below, is solid waste management).
Ouelhazi begins by a review of the universal principles as
they apply to the sector, noting that there is empirical evi-
dence of the overall beneficial effect of on health system
outcomes in developing ad develop countries alike. But,
having said, that, takes on the case of Libya, starting with
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review of the current arrangements of the health sector after
seven years of conflict (destruction of health facilities, dis-
ruptions of utility services, gaps in medical supplies, loss of
health care workers), and then proceeding to examined the
resulting budget implications for both the central Ministry of
Health and local primary care facilities. Moreover, as of much
importance, he makes it clear that decentralization is not
justabout alocal role, but, thatindeed, there is a very large
central role to be played since many health sector activities
have benefits that spillover across subnational boundaries.
Examples of such interjurisdictional “positive externalities”
include immunization and disease control research to sup-
plying medical equipment to establishing national medical
centers that specialize in difficult to address maladies. There
is also a clear local role, e.g., providing hospitals and med-
ical clinics for local and regional communities, hiring and
supervising health care workers, prescribing and distribut-
ing medicines, and informing the MoH regarding medical
supply. Again, it is intergovernmental. Having laid analyzed
what a decentralized health sector looks like, Ouelhazi pro-
vides a summary and set of conclusions on the implications
of conflict for the health sector and a look ahead to Libya’s
National Health Policy 2030.



Paper 14

Lejla Catic

A key part of the case for fiscal decentralization is that
establishing a system whereby subnational (e.g., provincial,
municipal) governments have a significant degree of “‘own”
expenditure and revenue autonomy, local public services
will be delivered with a degree of efficiency and effective-
ness beyond that which central has shown it can provide. It
is this theme that Lejla Catic explores in two-step approach.
Her paper begins with laying out the reality that in today’s
Libya the execution of public services is largely the cen-
tral government through its system of ministries, which, in
turn, rely on another publically owned services providers as
agents. As a result of this high degree of centralization, the
municipal role is basically limited to handling complaints
and requests from citizens, which are then passed on to
public company service providers over which the munic-
ipality has no authority to manage. She then follows up

with a case study of one of the most visible of local services,
that of solid waste management, which is the responsibil-
ity of the Ministry of Local Government and its agents: 23
Public Services Companies (PSC) covering 121 municipali-
ties. She compares the performance of the PSCs to various
standards and norms (quite deficient, minimal investment
in equipment, lack of accountability), but notes that as the
result of a newly approved Solid Waste Management Sector
Strategy, MoLG is making several improvements, including
authorizing municipalities to set fees for service provision.
Catic concludes with a detailed set of recommendations
for a“staged approach” of sorting out MoLG and local gov-
ernment roles. Among the recommendations: the current
PSC model will be dismantled such that the companies will
have to compete for municipal contracts and/or absorbed
by the private sector.
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Paper 15

Ammar Jarrar

Ammar Jarrar’s paper on a way forward for national invest-
ment planning in the solid waste management (SWM) neatly
complements the papers by Catic on the current status and
recommendations forimprovement of the current SWM ser-
vices and the Almassri and Rundell LGF presentation on the
need for a local role on capital project prioritization. Noting
that, at present, most of the SWM budget (91 percent) is allo-
cated on non- development purposes (payroll, administra-
tion, current subsidies), Jarrar addresses the need for a cap-
ital budget process that includes a multi-year financial plan.
Although his remarks are presented in the context of SWM,
Jarrar’s presentation provides a way of thinking about Lib-
yan development budgeting in general. His recommended
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process for today’s Libya has two steps. The first is to be clear
on the initial set of development budgeting arrangements
in Libya, which include identifying the main constraints
on development budgeting (Jarrar lists four) along with a
broader examination the set of laws and their accompany-
ing regulatory instruments of decrees and procedural circu-
lars that the Ministry of Planning distributes to line minis-
tries. The second step is to establish a Public Investment Plan
(PIP) that brings together the central government (e.g., Min-
istry of Planning and Ministry of Finance) with a local “bot-
tom-up”multiyear planning process than includes clarity on
project selection criteria, project financing, and a strategy
for building the capacity of all classes of PIP stakeholders.



Paper 16

Daniel Stroux

There are two political themes that emerge in the decen-
tralization dialogue in any country in any country. The first,
the various aspects which have discussed and debated
in this LGF as well as in the several Libya policy research
papers generated over the past several years, is that a
well- designed system of fiscal decentralization is key to
the achievement of a nations’ broader objectives that
include efficient and effective delivery of local public ser-
vices. The second is that making decentralization “work”
requires a high degree of citizen voice and participation.
For most places this involves adopting an elections pro-
cess whereby citizens select their public officials who rep-
resent their views. The robust presence of this second pro-
cess of elections is what gives legitimacy to the outcomes
promised by the first. However, for Libya, there is a third
aspect that is not so widely applicable, but is nonetheless

very real and relevant: can a system of transparent local
(e.g., municipal) elections be established and maintained
during conflict? It's is this third aspect that Daniel Stroux
addresses. And his answer to the third aspect is not only
“yes’, but also that a counsel for delay in holding local elec-
tions ("why not wait for peaceful time?”) serves to under-
mine a strategy for achieving national cohesion. In making
the case for local elections, Stroux explicitly considers both
the general challenges of holding elections during conflict
and the East-West divide. His paper begins by laying out the
legal background (a key role for the Central Committee for
Municipal Council elections) and then proceeds to how to
make elections conducted in a conflict environment cred-
ible according to Libya’s own stated goals (Law 59 consti-
tutes calls for the establishment of elected municipal and
regional councils) and internationally accepted standards.
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Paper 17

Dawoud Almassri and Peter Rundell

As noted in the commentary by Stroux, while a robust and
transparent local elections process would give legitimacy
to governments (and thus to a national government), there
are other important forms of voice and participation that
add to that legitimacy. The Almassri and Rundell paper fol-
low up on this other-forms message by first reporting on
citizen polling data collected by United Nations Develop-
ment Programme (UNDP; data from 2018), and then pro-
viding a commentary on the implications for community
engagement in municipal planning in a conflict- affected
state. In order to get an across-Libya national view of citi-
zen views municipal government, a series of questions in
a representative survey format were posed six municipali-
ties: Benghazi, Bayda, Gharyan, Kikla, Sebha, and Ubari. The
key questions ranged from whether citizens are clear about
how decisions were made within municipalities, to that
of whether they think their fellow citizens would decide
to spend money on “the right things” if given the chance
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to participate in a project selection process. As would be
expected, the answers varied by municipality. But, impor-
tantly, there are three key points of agreement. The first of
the three is that more clarity is needed on their municipal-
ity’s decision making process. The second is that if given
the chance, citizens can and will have an effective impact
on the spending by their local government; so, “yes” act-
ing collectively, citizens would spend on projects that are
needed. The third is that citizens have a basic sense of
trust in municipal governance, but that under present cir-
cumstances there is a lack of opportunity for participa-
tion. Having reported on and then analyzing the polling
data, Almassri and Rundell offer several conclusions, key
among which is that direct citizen engagement with their
local public officials not only enhances the legitimacy of
the concept of government, but also that communities
are likely to engage across conflict lines if there are credi-
ble incentives to do so.



Paper 18

Imad Saed

The purpose of Imad Saed’s presentation is to pull together
in a summary of what has been learned from the series
of LGF presentations and the participant response and
advice, and lay out a“what is next”Libya agenda for reform
and action. His paper accomplishes this dual purpose. Fol-
lowing introductory comments that for Libya a “modern-
ized local governance system requires a national policy/
vision” and (later) noting that as of now Libya can gen-
erally be characterized as one of administrative de-con-
centration without authority, Saed describes the current
status of local administration, which includes the re-estab-
lishment of a Ministry of Local Government (MoLG) that
is tasked with developing the legal and regulatory frame-
work for a system of governments. He then briefly reviews
the provisions of Law 59 (2012) Concerning Local Adminis-
tration and its accompanying provisions of the Executive
Regulations in a manner that sets the stage for addressing
the status of existing technical and institutional capacities
required for local administrations and the central govern-
ment alike to become intergovernmental. Recognizing

that there is this need for both the central and local gov-
ernments to learn to become intergovernmental, Saed
is clear to note that today’s absence of such capacity to
“should not serve as ajustification for delaying decentral-
ization”. From there he develops a useful primer on both
current and proposed practices relating the assignment
of expenditure functions, the importance of role of a sys-
tem of local own-source revenues, and the need for Libya
to develop a transparent formula driven system central to
local fiscal transfers. His paper also provides a review of
other country cases that are engaged in a decentraliza-
tion dialogue, a review that makes the important point
that Libya is not alone in undertaking the task of develop-
ing a governance “framework that clearly articulates func-
tions to be decentralized...and sources of funding of local
government”. A final section on Recommendations offers
specific changes that can now be made by central govern-
ment’s the Higher Committee for the Transfer of Author-
ities to Municipalities, another message that is a counsel
for action, not delay.
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Paper 19

Jan Werner

By placing the current Libya public sector reform in an
comparative international context, Jan Warner provides
a discussion that lays out a practical path for some next
steps in both broadening the Libyan knowledge base as
well as recommending some early actions that policymak-
ers may consider as a first steps of building a local gov-
ernment public administration capacity. In this manner
the paper expands on the builds on the institutional and
organizational reforms provided in the Saed paper. War-
ner begins his presentation by recognizing that there are
weaknesses of current practice that provide opportunities
toactin a manner that will enhance both central and local
government financial performance. He then proceeds to
review how some other countries have addressed public
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administration challenges similar to that which Libya now
faces. Among the challenges he identifies is the need (as
Schaeffer and Ouelhazi have also identified) to (i) rational-
ize the system of central to local transfers and (ii) at the
same time build a local capacity for own local revenue
mobilization (thus complementing Kopanyi). In both cases,
transfers and own-revenues, Warner provides guidelines for
the first steps: a basic transfer system designed to move
from the current ad hoc approach to an approach that has
the goal of fiscal equalization (two basic approaches: rev-
enue equalization and cost equalization) and to what he
refer as a“tailor made”local property tax system that draws
that can be jointly developed in partnership with the cen-

tral government.
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Introduction: A Strategic
Approach for Libya Public

Sector Reform

Michael Christopher Jelenic, Public Sector Specialist, World Bank
Michael G. Schaeffer, Libya Country Representative, World Bank

Improving Libya's public sector performance by embarking
ona policy of decentralizing its public sector holds promise
for Libya for alleviating bottlenecks in public sector deci-
sion making, reducing complex bureaucratic procedures,
increasing knowledge about local needs and capacities to
meet those needs, and reducing poverty. Moreover, the
empirical evidence is clear from the experience of many
other countries that a well-designed and implemented
system of decentralization—that is, the intergovernmen-
tal sorting out of roles and responsibilities between Libya’s
central and subnational public sector systems—has proven
pay-offs for enhancing the level and quality of public sector
services and providing gains in the pace economic growth
and development. In some cases, a decentralization dia-
logue has also led to a strategy for conflict resolution. (Box1).

In some countries, designing implementing major
public sector reform is made more difficult due to exter-
nally imposed circumstances. This is especially true for
Libya where a prolonged period of conflict has adversely
impacted the relationship between the central public
administration and subnational governments. To make
things even more challenging, the emergence of competing
public administrations between the East, West, and other
areas of the country has led to a web of public institutions

—
i govoen + THE
2 @ FAMIDENK  Susaip Nw

Libya Local Governance For:w
- Supporting a Strategic Approach
i} to Local Governance

with unclear or overlapping mandates accompanied by a

limited technical capacity to execute fundamental primary
tasks of government. According to the World Governance
Indicators for Libya, between 2012 and 2017, the nega-
tive effects of these multiple challenges are evidenced by
declines in public sector effectiveness, political stability,
regulatory quality, and the rule of law (Figure 1).

The data also show that basic Libyan local public ser-
vice delivery has substantially deteriorated over the past
several years. Service delivery challenges are further exac-
erbated along gender lines, with significant differences in



Box1 Why Public Sector
Reform Includes Becoming
Intergovernmental

The practice of public sector reformisframed by an understanding
of why and how citizens come together to collectively to address
four core components of the fiscal‘common good”"— to provide
for (i) their country’s macroeconomic stability; (ii) an enabling
framework for economic growth and development; (iii) the
equitable distribution of income and wealth for classes of
peoples and places, and (iv) arrangements whereby they tax
themselves in order to supply a set of agreed upon community—
demanded “public” goods and services that the private market
system fails to provide. As both the theory and practice of public
finance and public financial management attest, it takes more
than one type of collective organization, thus, more than one
type of government, to adequately and efficiently address these
core matters. It further requires addressing how these different
types of governments fit together as system of governments.
That is, it is intergovernmental. As Bahl (1999) notes, the goals
are for “all the pieces to fit together” The study of the form and
degree of being intergovernmental is conventionally referred
to study of the degree and variants of “decentralization” or of
“localization”.

2World Bank (1990-2000).

access and outcomes. Some reports suggest that thereis a
significant difference in girls’access to education in urban
areas as compared to rural areas, as well as across the differ-
entregionsin Libya. In this regard, access is more restricted
in the south and other areas outside the northern coastal
belt. Likewise, conflict and insecurity have led to a rapid
deterioration in access to health services, directly affect-
ing women'’s access to reproductive and maternal health
services.

Against this background, the purpose of this paper
is to briefly summarize the goals and content of the Libya
Local Governance Forum LGF), which was held in Tunis, Tuni-
siain September 2019. The impetus for convening the LGF
was to (i) highlight the main challenges to local governance
in Libya by building on a recently conducted report on
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Supporting Peace and Stability in Libya, hereafter referred to
as Mapping Exercise (2019); (ii) describe the support mech-
anisms and programs currently supported by the interna-
tional community; and (iii) further identity key themes and
topics for Libya’s public officials, other citizen stakeholders,
and international partners to consider in designing a stra-
tegic approach to designing a system of intergovernmen-
tal fiscal arrangements.

On August 29, 2018, the Government of National Accord
(GNA) requested technical support from the European
Union (EU), the United Nations (UN), and the World Bank
Group (WBG) to undertake a Recovery and Peacebuilding
Assessment. In response to this request and recognizing the
commitment the three organizations have made to collab-
oratively respond to such requests, the Mapping Exercise
was initiated to assess the existing body of work and data on
the situation and needs in Libya. Specifically, the objective
of the Mapping Exercise was to compile a comprehensive
overview of the existing information and data regarding
the status of each sector in Libya and the related institu-
tional setup. As such, it considered the country’s needs as



formulated in the literature, as well as ongoing and planned

interventions. It took as its starting point the significant
body of analytical and data work carried out by the experts
in Libya and the international community in recent years.

The Mapping Exercise report covers 26 sectors across
7 thematic areas. A crucial area of the study was to better
understand the local governance landscape. As such, the
report reviewed a large body of work, including the EU’s
2017 “Libyan Local Governance Case Studies” of the cit-
ies of Zwara, Suq Aljumaa, Zliten, Misrata, Benghazi, and
Albayda; the 2017 “Core Government Functions Assess-
ment” drafted by the United Nations Development Pro-
gramme (UNDP), which focuses on issues and priorities for
local governance;' and the “Institutional Mapping of Ser-
vice Delivery in Libya” by the World Bank in 2014.2 Other
sources include laws and decrees, project documents, and
reports by the United States Agency for International Devel-
opment (USAID), the UNDP? and the Centre for Innovative
Local Governance - International Agency of the Associa-
tion of Netherlands Municipalities (CILG-VNG).*

To complement this desk review of secondary sources,
a core technical team travelled to Tunis to conduct a series
of interviews and consultations. The team used these inter-
views to refine, clarify, and deepen the information col-
lected through the literature review, as well as to map the
existing information and sectoral status. The team also used
these discussions to generate an overview of the support
currently offered by international donors and develop-
ment partners. Seeking to better understand the systemsin
place to assure good coordination of international support,
the team met with more than 70 stakeholders and carried
out 33 interviews. The set of stakeholders encompassed a
wide range of humanitarian representatives, development
experts, peace actors, and bilateral partners.

Legal and Institutional Underpinnings for
Local Governance in Libya®

As a first task, the Mapping Exercise evaluated the cur-
rent status of decentralization in Libya, including the legal
framework, key institutions, and related stakeholders. At the
core of this is Law No. 59 Concerning the Local Administra-
tion System, which was passed by the National Transitional

Council after the revolution in 2012. The Executive Regula-
tion of Law No. 59%and Cabinet Decree No. 130 of 2013 issu-
ing the executive regulation of Law No. 597 subsequently
established a new local government structure composed
of provinces, municipalities, localities, central government
deconcentrated units called Executive Offices (EOs), and
specialized committees of provinces.

According to Law No. 59, provincial councils are
tasked with the province’s oversight, guidance, control,
and follow-up of administrative and financial affairs. They
are also responsible for the general oversight of municipal
activities and the various utilities and activities that by law
fall under the province’s jurisdiction.® Municipalities are
charged with the oversight of enforcing municipal regula-
tions and establishing and managing public utilities related
to anarray of sectors, including urban planning, health and
social affairs, water utilities, lighting, sanitation, roads, pub-
lic hygiene, gardens, public markets, recreational areas, and
construction permits. Furthermore, municipalities are to be
responsible for the following functions: civil registry affairs;
regulating the municipal guard, local markets, and slaugh-
terhouses; issuing local permits; monitoring the environ-
ment and public health; and establishing and managing
small business incubators.’

Law 59 (2012) also calls for creating a Regional Plan-
ning Council and a Supreme Council for Local Administra-
tion (SCLA). The latter shall coordinate national and sub-
national levels of governance under the Ministry of Local
Governance (MolLG). The accompanying Executive Regu-
lation of Law No. 59 provides additional information and
guidance regarding topics such as the general competen-
cies of the Local Administration Units, the administrative

' UNDP (2017¢).

2 World Bank (2014).

3 UNDP (2015).

4 CILG-VNG (20173, 2017b).

5 This section is replicated from the findings of the RPBA map-
ping exercise, conducted in the spring 2019.

¢ Executive Regulation of Law No. (59) of 2012 on the Local Admin-
istration System attached.

7 Cabinet Decree No. (130) of 2013 issuing the executive regu-
lation of Law No. (59)/ 2012 on the local administration system.
8 Executive Regulation of Law N0.59 (2012) on the Local Admin-
istration System attached to Cabinet Decree No. (130) of 2013.

° Article 25 of Law No. 59.
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relationship between decentralized and deconcentrated
units, and the duties and compositions of the Shura and
provincial councils.’

Despite being included in the legislation, the prov-
inces, the SCLA, and the Regional Planning Council have
yet to be established.” Until provinces are established, Law
No. 59 of 2013 stipulates that municipalities are granted
provincial responsibilities.”> However as noted, Law No. 59
was designed with the intention that regions (or governor-
ates) would act as an intermediate form of government,
which shall be entrusted with the competencies of ministries
(EOs). As a consequence, and due to the absence of associ-
ated secondary legislation and the existence of conflicting
legal guidelines,™ the MoLG, other ministries (such as Plan-
ning, Finance, and Public Works) and state-owned enterprises
(SOEs) retain their control over the municipalities." The EOs
are present in municipalities, and typically collect the “local
taxes”, and control municipalities’ budgets and decisions,
including through a veto right." Consequently, services such
as water, electricity, and waste collection remain under the
financial and executive control of the national ministries.'®

Law No. 59 also defines how municipalities can gener-
ate and receive funding. The different sources of municipal
revenue include own-source revenues (for example, rents,
income from municipal investments), shared revenues (for
example, custom duties and transit fees), fiscal transfers
from the central government, and other sources (for exam-
ple, fines from the sale of confiscated assets).”” However, the
legal provisions and implementing rules and regulations to
implement Law No. 59 are not in place. Furthermore, even
if they were, there are several concerns arising from the
law itself. These include the fact that only the population
criterion is considered for elaborating the amount of state
transfers to each municipality, which favors smaller, rural
municipalities over larger urban ones.” Also, state trans-
fers do not include funds for capital projects, which limits
the municipalities’' investment capacity.”

Key Issues Related to Local Governance in
Libya®°

Based on the findings of the Mapping Exercise, a num-
ber of structural and institutional challenges have been
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identified that impact the local governance landscape in

Libya. While not an exhaustive list, key issues noted include
the following:

Limited Public Administration Capacity: Most munic-
ipalities lack administrative structures to adequately
deliver services.?’ Municipal administrations often
have few experienced staff members because staff-
ing is based more on patronage than merit.?? In addi-
tion, there is an unequal distribution in the municipal-
ity workforce; some municipalities have an oversized
workforce, but others lack staff.? Finally, there is a lack
of clarity regarding municipalities’boundaries, leading
to difficulties in planning and implementation that can
in turn result in contestations among mayors.

Limited Municipal Fiscal Resources: Fiscal resources
available to municipalities remain low, centrally con-
trolled, and unequally distributed among localities.
As such, they are unable to sustain their empowered
functions as called for by Law No. 59.* In particular,

19 Executive Regulation of Law No. (59)/2012 on the Local Admin-
istration System attached To Cabinet Decree No. (130) of 2013.
WUNDP (2017), 8.

12 General National Congress Libya, Law No. 9 (2013) amending
Law No.59 (2012) Concerning the Local Administration System.
13 European Union Delegation to Libya (EUD) (2017); UNDP (2017).
“UNDP (2017c¢), 20.

> UNDP (2017c¢), 20.

1S EUD (2017), 12.

7UNDP (2017c¢), 53.

' UNDP (2017¢), 27.

1% Additional bodies exist at the local level. Law No. 51 includes
the establishment of Shura Councils, whose function is to advise
the municipal council on matters related to local governance
(with no voting rights). Furthermore, parallel political and security
bodies exist (for example, the Social Council in Bani Waleed, the
Higher Social Councils in Ubari, and the Military Council in Mis-
rata), which can play a significant role in resolving local disputes
and ensuring local justice. Finally, localities that host many inter-
nally displaced persons (IDPs) often have local crisis committees,
gathering various local stakeholders (for example, CSOs, non-gov-
ernmental organizations (NGOs), EOs, armed groups, municipality
officials) to coordinate the humanitarian response (UNDP 2017¢).
2 This section is replicated from the findings of the RPBA map-
ping exercise, conducted in the spring of 2019.

2TUNDP (2017¢), 21.

22 UNDP (2017¢), 21.

2 UNDP (2015), 5.

24UNDP (2017¢), 21.



the MoLG provides minimal support to municipali-

ties, largely because the MolLG budget is itself based
on the budget projections of the governorates (which
have not yet been founded) and would be informed
by municipality budget projects. Before the conflict,
municipalities (shaabiyat) received little support from
the MoLG; however, since the conflict, municipalities
have received almost no support. At the same time, the
municipalities’ ability to generate revenue is limited.
Competing Power Structures: Amid the conflict, some
municipalities have become militarized: for exam-
ple, nine elected mayors were removed by the Lib-
yan National Army (LNA) and replaced by mayors
appointed by the military.> Also, local-level power vac-
uums have in some instances contributed to the emer-
gence of parallel bodies in the form of social or mili-
tary councils. These bodies can have a stabilizing effect
on communities?® when they cooperate with munic-
ipal councils (such as by signing social charters), and
can also help reconcile neighboring communities (by
signing peace charters). However, they can also under-
mine a municipality’s legitimacy by competing with it
and threatening its independence.

Uneven Levels of Participation: Women, youth, and
ethnic minorities are not equally represented in the
decision-making process,” despite legal provisions
to ensure at least one seat for women and one seat
for veterans who were disabled in the revolution. For
instance, according to the 2015 UNDP survey, although
the 18-30 year age group represents 32 percent of the
Libyan population, this group accounts for only 20 per-
cent of municipal employees and 20 percent of council
members.?® Nevertheless, municipalities were seen as
the most legitimate local actor for representing con-
stituents (except in Ubari and Sebha, where tribal fig-
ures are predominant),?® and demand for participation
in local public meetings remains high.

Lack of a National Vision: Governmental divides and
the lack of a national vision for decentralization com-
plicate the authorities'ability to legislate and regulate.®
For instance, the plethora of decrees promulgated in
2014 and 2015 regarding the municipalities’ internal
organization has created confusion and disparities in

the ways in which municipalities apply legal texts, pro-
cedures, and regulations.?’ Similarly, the lack of secu-
rity has impeded the ability of staff to travel, worsen-
ing communications between the central government
and the regions.®

Analytical Gaps: Based on the main documents and
considering the views expressed by experts inter-
viewed, there are remaining analytical gaps with
respect to the political, fiscal, and administrative
aspects of decentralization. Moreover, there is very lim-
ited information regarding public financial manage-
ment (PFM) at the municipal level, notably in terms of
the treasury, procurement, and audit functions.

33

Given the wide array of challenges, the international com-
munity has been engaging in the local governance sector
for quite some time. Accordingly, the Recovery and Peace-
building Mapping Exercise has identified a number of sup-
port programs that have already been launched to support
local governance in Libya. Key donor interventions in the
sector include the following:

European Union: European Union (EU) support to
municipalities focuses on restoring public services—
including rehabilitating key health/education infra-
structure, restoring public spaces, and so on. It also
entails building administrative capacities within the
municipal councils, including those related to plan-
ning, budgeting, and management. In selected pilot
municipalities, EU support has contributed to local
economic development through support to vocational

2 UNDP (2017¢), 14.

2 World Bank (2018c).

2 UNDP (2017c¢), 33.

2 UNDP (2017¢), 33.

» Center for Insights in Survey Research (CISR) (2016), 19.

% CISR (2016), 19.

31 CILG-VNG (2017b).

32 CILG-VNG (2017b), 26.

3 This section is replicated from the findings of the RPBA map-
ping exercise, conducted in the spring of 2019.
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training centers and small and medium enterprises,

while in others, one-stop shops for municipal services
(for example, permits, civil registration, and so on) have
been established. EU-financed programs are currently
active in 49 municipalities across Libya.

USAID: Through the Libya Economic Stabilization Pro-
gram (LESP), USAID works to improve the PFM capac-
ities of 24 municipalities, including the creation of a
Municipal Budget Planning and Monitoring Unit within
the MoLG.The LESP also works to improve service deliv-
ery through medium-term strategic plans in primary
health care and solid waste management. USAID has
also funded the International Republican Institute’s
(IRI) survey on elections, service delivery, and poll of
citizens’ perceptions at the municipal level.

UNDP: The Stabilization Facility for Libya (SFL), man-
aged by the UNDP, aims to provide tangible “quick-
wins”by implementing projects at the local level, such
as rehabilitating critical infrastructure and restoring
services. It does so in close collaboration with local
governing institutions. The UNDP also supports activ-
ities to increase civic education and voter turnout in
preparation for local elections as part of its support to
the Central Commission for Municipal Council Elec-
tions.* Through its capacity strengthening initiative,
the UNDP also provides technical assistance intended
to strengthen the national government’s capacities
and develop institutions for improved service deliv-
ery at the national and local levels.

German Embassy and German Development Coop-
eration (GIZ): GIZ activities aim to support the decen-
tralization process by dialoging with key national play-
ers (for example, sectoral ministries, national entities,
SOEs, municipalities, the private sector, and CSOs) to
achieve an agreement about a form of local decen-
tralization. GIZ also supports municipalities through
small-scale service delivery projects and the offer-
ing of capacity building to local councils, municipali-
ties, and some ministries such as the MoLG. Likewise,
the German Embassy takes a leading role in co-chair-
ing the local governance sub-working group, which
seeks to coordinate donor support for local gover-
nance in Libya.*
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World Bank: The World Bank supports improved local
governance and service delivery by providing techni-
cal assistance and assistance in organizational, insti-
tutional, and human capacity-building. This work will
include the development of key analytics around the
fiscal, administrative, and political arrangements of
local governance. With respect to the fiscal dimen-
sions of local governance, the primary focus will be
on the public administration aspects of budget plan-
ning and execution, revenue administration and
human resource development and management. Ana-
lytic assistance will also support stakeholder network
analysis and citizen engagement mechanisms (social
accountability) as a means toimprove the transparency
of governments (public accountability). In addition to
this analytic work, the World Bank will continue to sup-
port public sector reform dialogue through workshops,
training, and relevant forums.

British Embassy/Department for International Devel-
opment (DfID): Support for local governance in Libya
is currently being designed around three pillars:
(i) strengthening the capability of the Executive at the
central and municipal levels to implement the emerg-
ing local government and decentralization agenda in
Libya in a conflict sensitive way that supports stability;
(i) improving working relationships between the MoLG
and local municipalities, as well as with the central line
ministries to strengthen governance and service deliv-
ery arrangements at the municipal level; and (iii) sup-
porting sub-national government services to be more
responsive to peoples’ needs through the incorpora-
tion of reconciliation and peacebuilding approaches
into local development planning, as well as by ensuring
that the needs of women and youth are better under-
stood and their participation accordingly increased.
Netherlands: CILG-VNG activities aim to improve the
management of selected municipalities, improve
municipalities’service delivery efforts, and ensure that

3 UNDP (2019).

35 This sub-working group is one of the two sub-working groups
under the governance working group chaired by the Ministry of
Planning and co-chaired by the UNDP.



civil society is empowered to better interact with and
contribute to the work of the municipal councils.
Italy: The Italian government support is directed
toward improving service delivery in Tripoli and other
municipalities through Quick Impact Projects (QIPs).
It also plans to offer this and similar capacity-building
activities to 24 other municipalities.

Given the challenges highlighted above related to politi-
cal, administrative, and fiscal decentralization, the lack of a
national vision, and key data gaps, it is evident that a stra-
tegic approach needs to be articulated for the medium-
to long-term in order to guide reform efforts around local
governance. Moreover, given the large number of inter-
national partners involved in the sector and their diverse
technical assistance and capacity-building activities, such
an exercise will be particularly useful in defining key prior-
ities and areas for support to harness complementarities
and avoid overlaps.

The Libya Local Governance Forum was designed to
achieve three reinforcing objectives. The first was to pro-
vide a venue for policymakers and practitioners and to
engage with one another in discussing key challenges,
priorities, and opportunities in local governance. The sec-
ond was draw on this discussion in order to further build
the knowledge base relating to the political, fiscal, and
administrative dimensions of intergovernmental public
sector reform. The third objective was to serve as an inclu-
sive activity to generate ideas and solutions support Libya
public sector efficiently and effectively deliver regional and
local public services.

In order to accomplish these three objectives, the
forum brought together a broad group of stakeholders,
including central government ministries, municipal lead-
ers, civil society organizations (CSOs), and international
partners. Organized as a series of sessions over the three-
day period, each session began with a short expert pre-
sentation on a series topic that had been agreed upon in
advance by government leaders and other Libya based
stakeholders and representatives of the international

research community. Each session began with a formal

presentation on the nature and scope of the selected top-
ics that was then followed by a panel commentary on the
topic and an all-participant discussion. To summarize the
scope of the issues addressed.

A Strategic Approach to Local Governance in Libya:
The first session introduced and identified the key
themes, challenges, and issues to be discussed over the
three-day Forum.The discussion focused on challenges
related to the current local government arrangements;
the extent to which existing practice corresponds
to the existing legal framework; and, how to choose
among the different public-sector reform tasks to
addressed when “everything is a priority”. Once these
and other issues were put on the table, there followed
the plenary group discussion among participants to
reflect on the issues presented, as well as to suggest
additional areas that should be discussed during the
remainder of the Forum.

Definitions and Distinctions in Local Governance:
The next set of sessions began with a review of the
key concepts and terminology of intergovernmental
fiscal arrangements—recognizing that while there are
universal principles for “getting right” the design and
implementation of a functioning system of local gov-
ernance. Among the topics addressed: variants of inter-
governmental (decentralized) systems, administrative
discretion versus administrative accountability, modes
of service delivery of local public goods and services,
the role of civil society organizations, and the merits of
establishing a Local Governance Association.
Universal Principles and Local Applications: The
Forum discussion then moved to the one of the
most politically challenging of the fundamental
tasks of intergovernmental reform, that of the ques-
tion of sorting out which “level” or type of govern-
ment should provide which type of services Three
key messages emerged to frame the discussions:
(i) “decentralization” is as much about forming an
intergovernmental-capable central authority as it is
about subnational (e.g., provincial municipal) gov-
ernance; it is not a “zero sum “ game whereby only
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local government matters; (ii) there is a set of univer-

sal principles that apply to any society undertaking
intergovernmental reform, but that the local appli-
cations of these principles will vary within a nation
depending a variety of factors that among other
things include, differences in geography, resource
endowments, degree of urbanization, in some places,
culture and history, current or ancient (Bird, 2000);
and (iii) decentralization need not, and usually does
not, occur evenly across the board. That is, implemen-
tation will be “asymmetric”. That is, depending on a
variety of political, economic, and institutional and
organizational realities, different areas of Libya will
look intergovernmental different.

Existing Fiscal Arrangements in Libya: Having
addressed the broad conceptual framework of what
it means to be “intergovernmental” the Forum then
focused on how effective currently applied public
investment arrangements/practices are in support-
ing local municipal development, including how to
link municipal and national investment budget prior-
ities. Topics addressed ranged from case-study lessons
from other countries that have embarked on intergov-
ernmental reform (Libya is far from alone in discussing
the pros and cons of the role of “decentralization”) to
the examination of the technical aspects of intergov-
ernmental (central to local) fiscal transfers and options
for developing a system of local own-source revenue
mobilization and management.

Organizations and Institutions for Reform: Drawing
on the previous sessions, LGF participants engaged
in a dialogue on the direct vehicles for organizational
and institutional capacity building for furthering a pub-
lic sector reform process. Among the topics consid-
ered were intergovernmental budget integration, the
extent to which the Presidential Committee will play a
role in reshaping/transforming the system from local
administration to local governance, and the impor-
tance of a culture of cooperation between the Ministry
of Finance (MoF) and the MoLG for a pursuing a well-
designed intergovernmental framework pursuant to
Article 25 of Law 59 of 2012 that calls for a sorting out
of fiscal roles and responsibilities for among type of
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governments. Recognizing that, at present, local gov-
ernments have little or no own-revenue authority, the
urgency for creating a transparent, sustainable, and
place-equitable system of intergovernmental trans-
fers was also discussed

Human Resource Management in the Libyan Public
Administration: The Forum then proceeded to exam-
ine the key role that Human Resource Management
(HRM) plays in the delivery of local public services.
Issues addressed included payroll budgeting, recruit-
ment, and career and performance management. Spe-
cial attention was also given to legal framework of relat-
ing to managing civil service employment, pay grading
of salaries, and gender diversity.

Current Status of Service Delivery in Libya: Up to this
point in the Forum, most of the attention had been
given to what can be characterized as broad princi-
ples and practices of intergovernmental reform. This
set the stage for moving beyond broad principles and
toa public service sector perspective. Recognizing that
the delivery of most government services requires a
large degree of degree of intergovernmental cooper-
ation, the Forum discussion turned to case studies on
service delivery in two key sectors: health care (which
has national, regional and local features) and solid
waste management (largely local and regional). Spe-
cial attention was given determining which type of
local public scope of local service delivery can quickly
be improved through establishing a performance stan-
dard setting process. Two key messages came out of
this discussion. The first was that if Libya is to have any
prospects creating a system of reliable public service
delivery that at the same time addresses current citi-
zen needs and puts in place a modern stock of phys-
ical infrastructure for development, it must become
intergovernmental capable. This is true since many
public services are “poly-centric” in that their benefits
cross-over local and regional borders. The second mes-
sage, which was well illustrated in the cases of health
care and solid waste management, is that although
nearly all public services are in some manner distrib-
uted locally and thereby requiring capable local gov-
ernments that citizens can control, there must also be



a strong central ability to monitor, evaluate and lead

decentralization

Community planning and Public and Social Account-
ability: The Forum further discussed the social account-
ability dynamics related to local governance, recogniz-
ing that a necessary condition for a decentralization
strategy to be successful is the presence of a recipro-
cal commitment between the citizens and their gov-
ernments to make the system work. Topics included
a presentation of data on citizen perceptions of local
budgets and spending, the social accountability roles
that members of the community can play in a system
of local participatory budgeting, and the need for pub-
lic accountability in the use of public resources.

The Road Ahead and the Main Components of a Local
Governance Policy: The LGF concluded with a panel of
practitioners followed by a robust all-participant dis-
cussion of conclusions/recommendations of the entire
workshop with an overarching focus on importance
of creating a collaborative, transparent, and respon-
sive intergovernmental system for Libya. A key con-
clusion that emerged from this “wrap-up” session that
there is not only a need for further clarity on the roles
and responsibilities to be assigned to different types
governments, but also that that while convening activ-
ities are an important and continuing part of the Lib-
yan public sector reform process, it is time to further
emphasize the “how-to-get-it done” public adminis-
tration aspects of a new era of central and local public
financial management.

The LGF started out with a discussion on terminology, focus-
ing on the variants of the term “decentralization”, and, inter
alia, noting that Libya has one of the most one of the most
centralized systems in the world. To give just one of sev-
eral numbers to attest to this, on average, the world’s uni-
tary countries subnational government account for 10% of
total public tax revenues—a number that is in clear contrast
compared to Libya's nearly complete reliance on petroleum
revenues that accrue to the central government (and even
these revenues are from a production sharing, and not a
tax regime). The numbers are also clear that the wealthier
countries in the world tend to be more decentralized and
that in some countries, fiscal decentralization as served as
strategy for conflict resolution among regions. In short, a
commitment to a well-designed and implemented system
of “decentralization” as reflected Libya’s stated objectives
to establish a new system of local administration (Law 59,
2012) has a potentially high payoff.

This said, caution is advised to not let the current pub-
lic sector reform dialogue get bogged down to a debate
over the term or degree of “decentralization”. A much-pre-
ferred way to go is to take the approach of the LGF, and
recognize that for any society, unitary, federal, or con-
federal, “decentralization” is an intergovernmental system
whereby central and subnational (e.g., local, regional) gov-
ernments sort-out as well as share their respective roles.
And, there are proven principles and practices to make
such system work.

Introduction: A Strategic Approach for Libya Public Sector Reform
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PAPER 2

Libya Fiscal

Decentraligation Dialogue:
Entering the 2020s

Robert D. Ebel, Former Lead Economist for Local Public Finance, World Bank Institute
Michael G. Schaeffer, Libya Country Representative, World Bank

l. Introduction
History, Context and Challenges

Emerging from a history of colonialism and occupation,
the people of the newly established Kingdom of Libya
approved the Constitution of 1951 that launched seven
decades of intergovernmental reforms, each of which
included programs for the sorting out of expenditure and
revenue roles among different types of government: cen-
tral, regional, and local (Daoud, Paper 4). The 1951 Consti-
tution established a three tier-federal state accompanied
by enabling legislation for municipal laws and regulations
designed to create a system of local self-government. By
the 1970s, federalism and local self-government had been
replaced by a unitary state characterized by increasing
degrees of centralization and intergovernmental decon-
centration. Today’s Libya is deconcentration without
authority governance (Saed, Paper 18).

As Daoud documents (Box 1) below, the past 70 years
have been not gone well. It is a history that reveals a con-
tinuing struggle between those who prefer an author-
itarian regime and those who do not, and the extreme
and long term damage that can befall a country due to
the intervention of external political players who have no
interest seeing Libya become a self-governing and stable

success (Tosun and Yilmaz, 2009). As a result, Libya is still

in limbo of a drawn-out political transition process that
has left it fragmented socially and institutionally (Mer-
zan, 2018).

There are three reasons why this time it can be dif-
ferent. The first is that for a country to be in a continu-
ing transition is not to say that it lacks a national iden-
tity or that fragmentation is a challenge too difficult
to overcome. Rather, fragmentation can (and in many
places has) become a platform for a results-based con-
sensus for a coming together through a system of inter-
governmental fiscal relations that serves as a strategy for

13



national cohesion. Contrary to the common view that the

Ill

most “natural” nation state is unified and homogeneous
entity, such fragmented countries are found through-
out the world and effectively functioning using the vehi-
cle of some variant of fiscal decentralization (Lassoued, 3;
Bird and Ebel, 2007). It is the homogeneous nation that is
the exception. As the World Bank Development Report,
Entering the Twenty-first Century concluded: when a coun-
try finds itself deeply divided, decentralization can pro-
vide an institutional mechanism for bringing opposition
groups into a formal, rule bound-bargaining process that
sometimes serves as a path to national unity. (World Bank,
2000, p. 207-08).

The second is that the economics can work. The empir-
ical evidencereveals that a well-designed and implemented
system of fiscal decentralization can (i) improve the effi-
ciency and effectiveness of how a nation uses its scarce
resources of land, labor and capital; (ii) enhance economic
growth and promote inclusive economic development;
(iii) create new space for the private market to operate, and
(iv) strengthen the central government’s ability to carry out
its stabilization and distribution role. This is true for large
and small countries alike. However, if decentralization is
done badly, the delivery of local goods such as primary
health care, solid waste management, clean water, and pub-
lic safety fail—a series of failures that worsens rather than
alleviates poverty.

Third, the global politics are in place. There is wide-
spread global acceptance of the United Nation’s Sustain-
able Development Goals/2030 (SDGs), nearly every one of
which entails some element of intergovernmental service
delivery. Key among the highly intergovernmental SDGs:
good health, gender equality (including girls’ education),
quality education, clean water and sanitation, sustainable
cities and communities, and infrastructure development.
What makes this third reason especially relevant to today’s
Libya is that the SDG predecessor, the Millennium Devel-
opment Goals, which were also highly intergovernmental,
showed measurable progress in reducing the number of
people in extreme poverty, reducing gender disparity at
all levels of education, improving some health outcomes,
and providing people access to education and safe drink-
ing water. (Richie and Roser, 2018). So, the challenge arises:
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will Libya position itself to be part of this long-term prog-

ress as it enters the 2020s?
Purpose and Scope

This paper has three reinforcing goals. The first is to draw
on the both the messages that emerged from both this
Local Government Forum (LGF, 2019) and the growing set
of Libya-focused public sector reform research in order pro-
vide an overview of the fiscal decentralization dialogue
now taking place.

The second is to identify a set of lessons learned from
both the Libyan dialogue and the experience of other
nation-states that have worked through the same public
sector reform process that Libya is now undertaking.

The third goal is to provide a look at Libya in the con-
text of the fundamental policy questions that must be
addressed by in any decentralization dialogue.

Throughout this discussion reference is made to the
ongoing Libyan“decentralization dialogue”and why estab-
lishing a well-functioning intergovernmental system is a key
to the achievement of Libya’s broader public sector reform
goals of efficient utilization of economic resources, macro-
economic stability, and provision of the social safety net.
This said, "decentralization” can mean different things to dif-
ferent people. (Lassoued, 3). Indeed, despite common use
of the term, whether Libya’s current public sector reform
process is, or is not, labeled “decentralization”is not all that
relevant. However, what does matter is that for the coun-
try to develop in a fiscally sustainable manner will require
some set of pragmatic intergovernmental relations that will
reflect a combination of (i) a new system of fiscally capable
subnational (e.g., local) governments governance and (ii) a
strong central ability and commitment to monitor, evalu-
ate, and, in Libya’s case, lead reform.

On this matter of terminology, the comment of Dr.
John Garang, Commander of the Sudan People’s Libera-
tion Movement at the successful conclusion of the Sudan
Peace Consultations (July 2002-January 2005) is worth not-
ing with respect to today’s Libya:

“In the peace process...we sat down ...to negotiate and
solve the serious problem of war and peace instead of



being bogged down in whether we should have federation,

a confederation or true federalism. Now that the [peace
agreement has been reached] researchers can give the
name that they believe best depicts the arrangements....”!

There are five lessons that emerge from the late 20th and
21st Century fiscal decentralization dialogue as it applies
to today’s Libya.

Lesson 1: A change of government is not a change in
asystem; rather one of the preconditions for it. More-
over, it is a change that will require a long period of
time and adjustment. (Kornai, 1992).

One of the pay-offs for a nation becoming inter-
governmentally capable is that it is a system that by
due to its mix types of governments can readily adjust
to change as a its economic, demographic, and insti-
tutional “fiscal architecture” changes (Ebel and Ouel-
hazi, 5). There are many examples of such change:
economic disparities among regions over time (Jele-
nic and Schaeffer, 1; Saed, 18); how the composition
of public service delivery evolves as the private mar-
ket develops (Catic, 14; Stroux, 16); citizen willing-
ness-to- pay for a new set of local public services that
they can observe in their daily lives (Kopanyi, 11); how
new central/regional/local organizations and institu-
tions emerge (Leffer-Franke, 8; Jarrar, 15); increased
emphasis on the central government as a financer of
economic growth—creating infrastructure investment
for a diverse population (Almassari and Rundell, 10);
and the introduction of social and political account-
ability mechanisms that bring together the civil soci-
ety, government officials and civil servants (Al-Gayed,
12) Almassari and Rundell, 17).?

To organizationally and institutionally plan for
change, there are two initial steps that Libya can take.
The first is to not only continue, but also further insti-
tutionalize, the robust continue policy research activ-
ity that is underway and is building upon the existing
framework that has as broadly framed by Law No. 59

0f 2012 Concerning the Local Administration System and
its accompanying Executive Regulations and Circulars?
One can argue that to date there has been too much
reliance on advice from external experts and too little
on (some yet to be established) local research organi-
zations that focus on intergovernmental fiscal relations.

The second is to complement the policy debate by
systematically complementing, identifying and prior-
itizing the set of public financial management opera-
tions and management that will allow Libya's 21st cen-
tury system of intergovernmental relations to succeed
rather than fail. As Jelenic and Schaeffer (Paper 1) dis-
cuss, a priority is that of developing a pragmatic stra-
tegic approach of coordinating organizational, institu-
tional, and individual public administration capacity for
an intergovernmental system of the finance and fund-
ing of public goods and services.* One of the several
pragmatic starting points to turn to is the joint multi-
lateral/Libyan “Recovery and Peacebuilding Mapping
Exercise” of 2019.°

' Quote cited in Brockenforde, Markus; Mansour M Elbabour
and Tarek Megerisi. Decentralization in Libya. Berlin: Democ-
racy Reporting International; Tripoli: SADEQ Institute, and
Benghazi: University of Benghazi Research and Consulting
Center. August 2013.

2 Bahl (1999) provides a very nice short essay that lays out a
set of Implementation Rules for Fiscal Decentralization http://
aysps.gsu.edu/publications:

3 Among the documents to date: Executive Regulation of
Law No. (59) of on the Local Administration System attached
to Cabinet Decree No. (130) of 2013 and Circular No (3) of 2020.
4 There is a large and robust literature on capacity building
in developing and fragile state nations. For a start the web-
site of OECD.DAC (www.oecd.dac). Among the many lessons
learned, three merit notes pertaining to Libya. The firstis to be
clear on the purpose of a public sector capacity programme.
This is particularly true in conflict affected states since focus-
ing on capacity development may be one possible way of
engaging different parts of the society in a common task. The
second is to recognize that organizational (how the all the
intergovernmental parts fit together as system) and institu-
tional (the implementation process that includes laws, rules,
and regulations) aspects of capacity building“lead”. Building
individual (human skills) is the easy part. Third, developing
capacity is a long-term process, one that cannot be led from
the outside; it must be owned and led by the very people
that benefit, though they can be assisted by external support.
5 The formal name of the“mapping exercise” document: Sup-
porting Peace and Stability in Libya: A Compilation of Existing
Analysis on Challenges and Needs.
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Lesson 2. Universal principles to local applications.

There is a set of universal principles for getting decen-
tralization right. However, the local applications—the
practice—of those principles will vary from case to
case and sector to sector (Bird, 2000). If all subnational
governments within a nation happen to have the same
set of demographics and economies and the capaci-
ties for carrying out expenditure responsibilities and
raising revenues, then uniformity of practice works.
But, the reality is that uniformity is not a necessary, nor
even, desirable condition for effective decentralization
(Bird and Ebel, 2007; Bahl, 1999).The typical case is that
some subnational governments (SNGs) are more pre-
pared to be decentralized than others. For example,
in Libya’s present circumstances, some former gover-
norates and now large municipalities are better posi-
tioned to function as governments compared to the
now just being established local governments that
need time to develop. Some places need to“grow into
it” (Bahl, 1999).

Indeed, when examined closely, virtually every
country, whether federal or unitary, large or small,
shows some degree of asymmetry in their decentral-
ization practice (Box 3).Itis an asymmetry that may be
permitted by law (constitutional and/or statutory) or
that simply evolves overtime through a social compact
that adjusts for differences in the economics of place
(e.g., urban vs. rural, resource rich vs. poor), demogra-
phy (age distribution and/or factors such as ethnicity,
language and religion), economic structure (natural
resource dependent or diversified), and/or financial
management capacity. Such asymmetrical decentral-
ization is consistent with both a top-down approach
to decentralization (e.g., Egypt) and a bottom-up bar-
gain forincreased autonomy as a condition of national
union (e.g., Canada).

Lesson 3. It is a system of government. Fiscal decen-
tralization is about a central and subnational govern-
ment coming together in a system whereby central and
subnational governments alike can become financially
stronger. It is not to be approached as a “zero sum”
game” whereby a central government is made finan-

leave a union. Rather, it is a power and wealth sharing
arrangement that, as other nation states have shown,
can not only lead to the effective and efficient deliv-
ery of public goods and services, but also to a fiscally
sustainable central authority. Moreover, decentraliza-
tion is not only about sorting out financial roles and
responsibilities among governments, but also about
non-fiscal matters including land use zoning and com-
munity development planning, civil service arrange-
ments, and the institutional relationship a govern-
ment that funds a local service and the instrumentality
(which may be non-governmental) that provides the
service. (Al-Gayed, 12; Almassri and Rundell, 10; Catic,
12, Ouelhazi, 13).

Lesson 4. The way that governments become inter-
governmentally capable is by being allowed to be
capable.® For the intergovernmental fiscal system to
work, subnational governments must demonstrate the
capacity to perform the tasks assigned to them; and
the way they become capable is to allow the SNGs to
perform those functions (Saed, 18). The same lesson
applies to the central authority—that for decentral-
ization to work, national authorities must also develop
capacities—often new to them—to allow them to per-
form the functions of enabling and coordinating a sys-
tem of intergovernmental fiscal relations.

However, at present, this is not the Libya practice.
A message that was pressed by the Mayors and other
local government representatives during the LGF was
that the central authorities are not allowing, let alone
assisting, municipalities to perform the most basic
functions of Public Financial Management (PMF). Thus,
it was not until August 2020 that the Ministry of issued
a Decree authorizing municipality to collect fees and
to open their own-source revenue bank accounts.’

In addition, there is the important matter that the
demarcation of the borders of municipalities and prov-
inces remains in flux. There are well defined provincial
borders that go back to Quaddafi era (2010) but are
not yet recognized—a feature that reflects a thinking

¢ Paraphrasing Sen on democracy (Sen, 1999).

cially weaker or subnational units are incentivized to 7 Circular No (3) of 2020. Reference Bumarati.
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about redefining the borders based on demographic,

socio-economic factors for better income and wealth
distribution.

Lesson 5. Accountability. I fiscal decentralization is to
achieve its intended goals of efficiency, effectiveness,
and national cohesion, it must be accompanied by pol-
icies to ensure SNG budget discretion and public fiscal
accountability—the explicit linking of, and reporting on
in an transparent way, the uses and sources of funds
and receipts (Yilmaz, et al; 2010; UNECA 2010). In turn,
citizens must accept their social accountability role to
develop tools and processes for citizen voice and par-
ticipation regarding how their governments operate,
perform, and report (Almassriand Rundell, 17; Saed 18;
UNECA, 2010). A requirement for satisfying the goals of
both political and social accountability is a citizen right
of free assembly and dialogue (Stroux, 16).

There are four fundamental questions common to all coun-
tries undertaking intergovernmental reform (Bahl and Bird,
2018; Bird and Vaillancourt, 1998). This is true for unitary,
federal, confederal, and conventional and traditional mod-
els alike (Alzahrani, 7). The format of this section draws on
these four questions as a way of illustrating both the policy
and the public financial management agenda for address-
ing the pre-conditions developing a well-functioning Lib-
yan public sector system. Although the four questions are
posed in a logical “way-of-thinking” sequence, it does not
follow that reform should be piecemeal rather than com-
prehensive (Jelenic and Schaeffer, 1; Bahl and Martinez-
Vazquez, 2006).
On to the four questions:

Expenditure Roles: \Which type of government, central,
middle tier,and local (general and special purpose dis-
trict), shall be responsible for delivering which set of
public services (in the jargon, “competencies)?

Policy. In many cases, the delivery of “local” pub-
licgoods and services is polycentric. That is, the financ-
ing and funding—the expenditure side of the bud-
get—has an interjurisdictional character. Consider, for

example, the that it is not only physical infrastructure
projects that cross jurisdictional borders (Box 4), but
also many social services draw on support from“other”
jurisdictions (Ouelhazi, 13). Moreover, the nature of
this cross-border flow changes overtime as service
demands and supply costs change.

Although a checklist in a matrix format of “expendi-
ture assignment”among governments is helpful for get-
ting a first glance sense regarding “which government
should provide which type of public service’, a checklist
is destined to over-simplify and, as a result, cause confu-
sion and, thus, an excuse to delay public sector reform.
Evenin the case of primary education, a function that is
generally agreed as a “local’, gets intergovernmentally
quite polycentric in its application (Ebel, 6).

In addition to the polycentric nature of local ser-
vice delivery functions, further considerations such as
the presence of service “spillovers’, economies of scale
in producing services and budget management capa-
bility lead one to conclude that nearly all “local” pub-
lic services entail some degree of intergovernmental
overlapping (Ebel, 6; Leffer-Franke, 8; , UNDP, 2015).
Sorting out spending roles is far more complex than
the conventional checklist that one often sees in the
literature suggests.

PFM Practice. Interpreting the law. Recogniz-
ing that the danger of over-simplifying the “assign-
ment” question reveals two potential challenges with
interpreting Law 59/Chapter 4/Article 25 on Munici-
pal Functions, which starts with the sentence that“In
general, the municipality may be in charge of..."[eigh-
teen (18) functions].

The first challenge is to get clarity on whether the
listing of the eighteen Article 25 functions is to be inter-
preted as a permissive set of public activities, includ-
ing the granting the to a municipality the authority to
() engagein ajoint-service delivery arrangement, and/
or (i) “turn back”the responsibility to a“higher level” of
government. As written, Article 25 appears to be per-
missive due to those first two words: “In general...”
Suffice it to say, depending on how “In general ..." is
interpreted makes these two words among the most
important words in Law 59 (2012).
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The second challenge that arises when, as is the
case with Article 25, some traditionally-understood-to
be local functions are left off the statutory list of com-
petencies. Thus, Article 25 does not mention educa-
tion (pre-primary, primary, vocational, or tertiary) or
public safety.

Nonetheless, for good reasons—again the uni-
versal principle regarding how to treat the spatial
benefits of a public service—these functions have
a largely local component (Ebel, 6; Leffer-Franke, 8).
The writers of Article 25 may readily agree that “edu-
cation” and “public safety” are to be added to the list
of 18 and, thus, is a matter easily remedied. But, then,
what about other omissions that are sure to arise as
the fiscal architecture of Libya changes (e.g., think of
the changing intergovernmental expenditure roles
as sea level rises and artificial intelligence technol-
ogy changes the scope and nature of the delivery of
local public goods and services such as education
and health)?

One way to promote expenditure role clarity is to
discard the approach of coming up with a statutory
list of permitted SNG functions and instead just iden-
tify the functions that are off-limits—prohibited—as a
SNG municipal function. Itis not difficult to get start on
such “shall not” SNG activities: e.g., issuing money and
regulating its supply (central banking), national border
controls (including the levying of customs taxes and
fees), and establishing a central authority monopoly
over state-sponsored violence.®

PFM Practice. Expenditure Management Systems.
Whereas budgets are political documents, PFM is, as
its name indicates, about operations and manage-
ment rather than policy (Pretorius and Pretorius, 2008;
Freire, 2014; Schaeffer, 2015-1; Prakash, 2019). The
list of PFM components is long and interrelated: from
accounting systems (there are variants) and procure-
ment practices, to establishing procedures for cash
management, internal control and external auditing,
and distinguishing between an operating vs. capital
expenditure. For a Budget Toolkit guide refer to Schaef-
fer (2014, 2015-2).
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Revenue Authority: Which type of government shall

have the authority to impose/levy which type of ‘own”
revenues?

Policy. The first policy point to make about the
decentralization of revenue authority is that for the
Libya central government to be financially sustainable,
the center not only needs to diversify its own revenue
structure, but also assign SNGs the role to collect taxes
that require local knowledge as to the nature, location,
and size of a revenue source.

There are two key reasons for an intergovernmen-
tal “tax mix” approach. The first is that some govern-
ments are far better placed organizationally and insti-
tutionally to utilize a certain revenue source that are
others. A primary central government example is the
control of a value added tax base, which requires tax
payments and rebates adjustments at the borders of
the tax levying jurisdiction, a practice that requires
identifying and measuring a multi-jurisdictional flow
of taxed vs. untaxed goods and services.’

Butitis also the case that SNGs are far better situated
to generate many types of public revenues that is a cen-
tral authority. Two primary examples are the tax on real
property, which is on animmovable tax base (particularly
the land part of the tax) and user fees and charges levied
on an observable flow infrastructure service. The policy
question that arises for Libya's current system of decon-
centration—without—authority (Saed, 18) will, inits own
financial interests, ‘assign” or “permit” SNGs to develop
some form of own revenue sources (Box 5; Bird, 2011).1°

A lack of statutory permissiveness does not appear
to be a problem in the statutory language pertaining

8 This discussion pertains to getting the statutory policy language
right. The resulting statutes can be accompanied by technical
memorandum to indicate the intent of the law. A checklist way-
of-thinking can serve as a good and important policy guide, but
such narrow language should not be incorporated into the law.
° https://www.imf.org/external/np/fad/tpaf/pages/vat.ntm. Libya
is not one of the VAT countries. As of 2018 more than 160 coun-
tries (including countries with populations less than Libya’s 6.5
million) small countries, employ a national VAT or, as referred to
in some countries, a Goods and Services Tax (GST).

There are also examples of central/SNG tax base sharing. For a
review of the intergovernmental sorting out of revenue sources,
see Bahl and Bird, 2018, Part lIl.



to the Financial Resources of Municipalities (Articles

51 and 52). Here the statutory language is explicit:
“municipal resources shall include...other resources
prescribed...” What remains unclear is what revenue
role the provinces will play (Chapter 6, Article 49, and
Financial Resources of the Provinces). (Box 4).

PFM Practice. A fundamental rule frames the rela-
tionship between revenue Policy and PFM: Tax Adminis-
tration is Tax Policy."” What this rule says is that the way
in which revenues are administered is, de-facto how the
“real world” of taxation and tax policy works (Junquera-
Varela. et al, 2017). Indeed, this rule of public adminis-
tration—that practice is de facto policy can be applied
to any public sector activity. Catic (Paper 14) and Jar-
rar (Paper 15) illustrate this point regarding solid waste
management: the government prepares the plans and
draws up the budget as sets the policy standard, but the
how the policy is implementation depends on the per-
formance of a separate set of service providers.

As noted above, two typically employed SNG reve-
nue sources are (i) the tax on real property and (ii) ben-
eficiary user fees and charges. Law 59 (2012) appears
to be clear in permitting the provincial and municipal
use of charges and fees (Article 49 for Provinces, 51a
for municipalities); and maybe, too, for property taxes
(e.g., for municipalities Article 51p.). In both cases,
charges and fees and the tax on real property satisfy the
Matching Principle that those persons (or persons act-
ing together through institutions) who benefit from a
flow of public services should be those who should also
pay for those services. But to note that these two reve-
nue sources make fiscal sense as a local revenue, is not
to say that they can therefore be easily implemented.

Consider the steps that must be addressed to allow
implement a real property tax.

Tax policy:

Tax Yield = Legislated Tax Base (LTB) * Tax Rate

Once given this policy directive, PFM comes
into play. The first step for the SNG Office of Revenue
Administration is to determine the LYD number for
the Tax Base. There are several approaches for making

a measurement of the taxable base. The primary ones
are area covered and market value. Kopanyi (11) sug-
gests an Area Based approach, which is the method
Tunisia employs. For purposes of this illustration the
term Initially Assessed Base (IAB) is used here.

Determining the LTB requires the tax Administra-
tor to put together a Cadastral Map—a census of land
and buildings—that identifies all the properties within
the taxing jurisdiction. This allows a Tax Identification
Number (TIN) to be assigned to each property; ideally
to the owner of each property.

Once the Cadaster is in place, there must be an
administrative adjustment for the proportion of prop-
ertiesincluded in the taxable base (the“Discovery”pro-
cess can be challenging, especially at the initial data
base building stage). This is the task of computing a
Coverage Ratio. Next comes the Collection Ratio, the
proportion of the base that the tax administrator tax
can successfully identify for the purpose of sending a
notice of tax due using to each taxable property. The
Collection Ratio is likely to be quite low at the start as
taxpayers and tax administrators alike get used to the
process. Finally, area-based taxes are often adjusted for
location to consider the fact that the same sized prop-
erty in a commercial area or wealthy residential area
man be more (or less) “property wealthy” than some
other areas. This is Kopanyi’s Zone Factor.

So now:

Taxable Tax Base = LTB* Coverage
Ratio*Collection Ratio* Zone Factor

The next step is for the local government to set a
tax rate (or different rates—further complexity matter
beyond the scope of this Discussion Note; Box 6). The
Tax Rate is calculated by recognizing the two pieces
information: (i) required tax yield determined by the
Office of the Budget and (ii) the computed Taxable Tax
Base. With this information, the tax rate arithmetic is:

""The Tax Administration is Tax Policy quote is attributed to IMF
expert Milka Casanegra de Jantscher; see Bird and Casanegra de
Jantscher, 1992; Bahl and Bird, 2018).

Libya Fiscal Decentraligation Dialogue: Entering the 2020s



Tax Rate = Expected Tax Yield/Estimated Tax Base

Once the Office of Tax Administration (OTA) deter-
mines the required yield tax rate, that information is
transmitted to the policymakers for approval or adjust-
ment. Note that determining the tax rate is part of the
PFM task for the OTA.That is for a given LYD yield, the tax
rate is Taxable Tax Base determined, not rate determined.

But, the tax administrator is not done yet. Among
the next tasks is to (i) send out the tax bills to each TIN
(and for that, a reliable set of street addresses and a
postal delivery system helps a lot; but there are alterna-
tives); (ii) establish an enforcement mechanism includ-
ing penalties for non- or late payment and (iii) set up a
taxpayer appeals process.

Given this complexity, nearly all countries come
up with some form of intergovernmental co-adminis-
tration—a cooperative division of functions that can
combine local autonomy and familiarity with local con-
ditions and the joint-pooling of technical skills. Recog-
nizing that the fundamental requirement for the prop-
erty tax to be local tax is that the tax rate determined
locally, different countries cooperate differently.

McCluskey, Cornia and Walters (2013) identify
four property tax administration variants (dominant
roles) along with the following examples:

Central Assessment and Central Collection: Albania,
Armenia, Czech Republic, Estonia, Cyprus, France,
Georgia, Indonesia, Jamaica, Jordan, Latvia, Portu-
gal, Singapore, Sweden, and Russia.

Central Assessment with Local Collection: Austria,
Columbia, Denmark, Kenya (except largest cities),
Turkey and New Zealand;

Local Assessment and Central Collection: Slovenia
and Tunisia; and

Local Assessment and Local Collection: Brazil, India,
Italy, Japan, Greece. Kenya's largest cities, Mexico,
Netherlands, Philippines, Slovak Republic, Swit-
zerland Romania.

Why would a local government want to take on
administration? There are two reasons. The first is that
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local officials feel they cannot count on the central gov-

ernment make a sufficient effort to get the valuation
right; thus, the locals prefer to have control over the
at least the discovery, billing and collection parts of
the process. The second is that is it often the case that
local officials do not want the central authority to have
the detailed information about their real estate mar-
kets (e.g., who owns which parcel). This second reason
is especially germane in some conflict-affected areas.

Intergovernmental Transfers: What is to be done
when, one sums up the amount of LYD required to
answer the expenditure and revenue assignment ques-
tions, the expenditure number is greater than the rev-
enue number?

Thisinequality if own“fiscal imbalance”is the typi-
cal casein all but the wealthiest and high-income juris-
dictions. There is no a priori reason to expect an equal-
ity between expenditure and revenue assignments,
which are driven by different place-specific demo-
graphic, economic, and institutional factors (Ouelhazi
and Schaeffer, 9; Kopanyi, 11; Saed, 18. Warner, 19).

Policy. There are two imbalances inherentin a sys-
tem of fiscal decentralization. The first is a vertical fiscal
imbalance: the fiscal reality that, due to the cross-bor-
der (national and local) mobility of final products and
the factors of production, the central authority typically
has access to the nation’s most productive tax. This is
the case in Libya whereby, at present, nearly 99 percent
of total public revenues are generated through cost/
profit sharing regime. And, it is a reality that is will con-
tinue until the SNGs become PFM capable.

The second is a horizontal fiscal imbalance that
occurs when the differences in expenditure needs and
revenue-generating ability vary across similar types
of subnational governments since some jurisdictions
are more tax base rich and/or less need impacted than
others. This reality sets up the argument in support of
some form of transfer formula that equalizes the dif-
ferent revenue generating capacities of different SNGs

The presence of these two imbalances make the
case for“rebalancing”through a system of intergovern-
mental transfers—grants—in the form of fiscal flows



between and/or among types of governments. In prac-

tice, these flows almost always move from “higher” to
“lower” tiers of government (Ouelhazi and Schaeffer,
9).And, again, there are universal principles that apply
in order to design the local application (Kopanyi, 11;
Saed, 18; Werner, 19).

PFM Practice. Addressing these two imbalances
requires the establishment of a system of transfers,
some of which may be fully unconditional while others
will require some explicit funding spending conditions
imposed on the grant-receiving government. Plus, once
this grant system in place, the granting government
will, or ought to, appropriately design a system of grant
fund monitoring and evaluation (Vu and Ebel, 2016).

Suffice it to say, Libya's present PFM challenge
is to keep the transfer system simple and transpar-
ent. In doing so, it is most important to avoid political
credit allocation whereby officials in the higher level/
grantor government disproportionately direct trans-
fers to political allies with little or no attention to cri-
teria of economic efficiency or fiscal equity.

Saed (Paper 18) details the Libyan policy problem
and practice challenge: at present, only municipalities
receive funding from the central government’s bud-
get through fiscal transfers made by the Ministry of
Finance to the MoLG, which in turn transfers a lump
sum to municipalities that reportedly follows a for-
mula that provides for a degree of horizontal equaliza-
tion that is based on population and geographic area.
However, the implementation of this formula faces
two major problems: lack of the pre-condition of an
updated census data (the last census was conducted
in 2006); and no clear demarcation of the boundaries
of municipalities and provinces.

Borrowing and Debt: How will the timing of receipts
be handled for the purpose of financing capital expen-
ditures?

Policy. Whether in Libya’s existing and emerg-
ing SNGs are, at present, well enough developed as
governments to take on debt for financing capital
expenditures will be a matter of their meeting a set
of “creditworthiness” standards. For now, for many

now-being-established Libya SNGs, there is no such
readiness. Moreover, it will take a long time to become
borrowing creditworthy and debt management capa-
ble. This said, it is not too early for an SNG to identify
what it will take to become creditworthy so that cred-
itworthiness variables can be considered when build-
ing PMF capacity in spending and taxing (Barati-Stec,
2014; Freire, 2014)

PFM Practice. There are several organizational
and institutional approaches that central govern-
ments use to finance capital investment (infrastruc-
ture), most of which are typically delivered to citizens
by their subnational government or governments.
For now, for Libya to even get to the subnational bor-
rowing and debt management stage, there are two
further pre-conditions: (i) demarcate the boundaries
of the jurisdiction(s) that are capable of engaging in
borrowing and debt management provinces and the
municipalities; (i) and be clear and permissive on the
SNG expenditure roles and own-revenue mobilization.
Once (i) and (ii) are established, the center will still likely
have a role establishing a set of rules for monitoring
and enforcing a SNG hard budget constraint (Werner,
19; Yilmaz and Ebel, 2020).

Along with addressing all of these questions is that
there must be a PFM capacity for Financial Reporting—inter
alia, a PFM capable Office of the Treasurer (e.g., treasury sin-
gle accounts, cash management) and an Office of the Con-
troller function (e.g., to pull it all together in a Comprehen-
sive Annual Financial Report). Both offices must function
if a government is to have a chance at putting together a
Public Investment Management plan (Almassri and Run-
dell, 10; Schaeffer, 2014).

The message that there are several public sector/intergov-
ernmental reform challenges that Libya faces should not be
taken seen as an exercise in criticism of the Libyan dialogue.
Indeed, the Libyan process is quite robust.

To draw on the historical context and lessons learned
discussion, four initial challenges emerge for today’s Libya:
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Act on the proposition that if Libya is to have a finan-

cially functioning and stable central fiscal authority,
that authority must have in place an intergovernmental
system of subnational governments that take on/share
the task of addressing the Libyan people’s expenditure
needs and how to finance those needs;

Recognize that for Libya to succeed in putting together
a functioning intergovernmental system, there is the
first step of addressing the pre-conditions for change
in its public sector system;

Focus on all three aspects of capacity building—indi-
vidual, organizational and institutional, with special
attention on the latter two (which will define what is

Box1 A Brief History of Libya

Intergovernmental Systems

Prior to the Independence of 1951 (December 24), Libya
had a history of occupation and colonialization, and along
with that a system of governance that fit the needs of
the occupiers: Islamic and Christian prior to a three and
a half centuries of Ottoman control (1151-1911); Italian
colonialization (191101947; Post WWI British and French/
UN trusteeship.

1951-1963. A period of Federalism: The Constitution of the
Kingdom of Libya (1951, Art 176) establishes three federal
states (Wilayat): Tripolitania in the north, Cryrenaica in the
East; Fezzan in the Southwest. Federal states are given
the authority to establish municipalities (Law 14.1956)
Municipal Councils: 50% elected and 50% appointed.
Municipalities, including Benghazi and Tripoli are
mandated with 25 expenditure/service delivery functions..
1963-1969. Federal system is replaced by a unitary state
with (10) governorates (Muhafazat) replace 3 federal states,
with governorates divided into districts (Motsrifuayt) and
sub districts (Modiyriyat). Political centralization takes
hold as mayors and municipal councils become appointed
by the center (by the Cabinet). As units of government,
municipalities retain some functions (e.g., health, water
and wastewater, licensing)

1969-1972. Coup d’état of 1969 brings Quaddafi to power,
who, in 1971, citing the inefficiency of administration
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needed regarding individual knowledge and skills);
and

Keep on building the intergovernmental fiscal rela-
tions knowledge base.

Clearly, how readily these challenges will be met is
made much more difficult by the present situation of conflict.
But, as some other conflict-affected nations have found, stay-
ing-the-course of building a policy and public financial man-
agement knowledge base can contribute to strategy for con-
flict resolution. When the Libyan conflict ends, and it will, and
the politics are right, Libya citizens and their governments
must have a knowledge base in place and be ready to act.

declares the Arab Socialist Union (ASU) in 1971. The
ten governorates are retained (two are renamed). A
Ministry of Municipalities (MoLG) created replaces the
local administrative role of the Ministry of Interior. Legal
functional assignment does not change.

e 1972-1975. A unitary three tier governance system
established by law (center, governorates, municipalities).
The Cabinet decides the numbers and boundaries of SNGs.
Governors are appointed by the Cabinet and municipal
councilors are elected from the members of the ASU and
the set of ASU employees. The Ministry of Municipalities is
“reabsorbed” by the Ministry of Interior

e 1975-1983. Further steps toward deconcentration without
authority. Governorates abolished. ASU “recentralizes” to
central control through sectoral ministries. There are now
46 municipalities divided into Wards (Mahalas). People’s
Municipal Committees replace Municipal councils that
were established in 1972.

e 1983-1992. More reorganization. Mayors are replaced by
a Secretary of Popular Committee. During this time the
organizational units were reorganized four times (1983, 1984,
1986, and 1990). By 1990 there are just seven municipalities.

e 1992-1996. Another redesign. Municipalities abolished
and replaced by “Basic People’s Congress” (BPC)’, of which
there were 13 as of 1993. BPCs, which are given a wide
range of powers, include a “popular committee” and a
secretariat (administration). The General People’s Congress
operates nationally.

(continued on next page)



1996-2001. A sub-municipal ward | (Mahala) defines the
boundaries of a BPC with the BPC retaining significant
powers with an Executive Committee In 1999 the term
Shabiya/Shabiyah (administrative districts) is adopted
and the country is divided into 26 Shabiya and 484
BPCs..
2001-2011. In 2001 a new set laws set with the intent
to establish a system of local Governance of three tiers.
People’s Congress is established where several BPCs
constitute the Shabiya—a governorate. During this period
the country was reorganized to first 32, then 22 Shabiya
into 22 and 484 BPCs.
2011-present.
2011, NATO intervenes (March 11), Quaddafi regime
falls (August ) and the National Transitional Council
(NTC) established and issues
2012. MoLG re-established. NTC issues law 59 (2012)
establishing a three-tier structure: National, regional
(provincial/governorate) and Local/Municipal
governments. Provincial and municipal councils have
the authority to create Shura Councils—an advisory
board to examine and study intergovernmental
relations.
2015: A United Nations initiated Libyan Political
Agreement (LPA) creates the Government of National
Accord (GNA) with the intent of establishing a
democratic state.
2015-1/2020. Conflict by two groups claiming
authority; GNA (northwest region) and the Tobruk
Government and Libyan National Army/LNA (east
and central region), Local militias control the south
along the borders of Chad, Niger and Sudan and parts
of southern Algeria and western Egypt. The oil fields
arelargely in the LNA controlled areas, the population
centers are in the Tripoli/ Misrata region (northwest)
and Benghazi/Al-Beyda region (northeast)

Box 1 A Brief History of Libya Intergovernmental Systems  (continved)

September 2019. Local Government Forum The
session served as the Forum'’s first chance to engage
in the topic of what Libyan “decentralization” is /
will be all about. Among other things, the Session
provided the initial opportunity for local officials to
express their frustration on how things are going to
date.The discussion was not so much on terminology,
but on practice. The discussion also revealed that the
institution of MoLG is not fully endorsed /supported
by some other players/institutions in the Tripoli-based
central government. Too, it is useful to note that the
views of Eastern Libya were not well represented in
the Forum (for reasons that are largely beyond donor-
partner control). Topics raised included:

e  (Some) Mayoral concerns that they not only
have no de facto budget autonomy (the line
ministries dominate

e  Further local concerns were expressed that the
central government is not forthcoming about
sharing information on the substance and timing
of the distribution of central — local transfers.

e Uncertainty regarding the process of establishing
municipalities; and, as a related point, a lack
of central clarity on the role of provinces
(governorates) as provided for in Law 59 (2012).

e  Several local officials argued that they have no
revenue autonomy; that the need to develop
own local revenue capacity and mobilization is
being ignored.

e |tis noted that some municipalities that used
to be former governorates (Shabiya) or BPCs
have their own municipal building, public
administration systems, and experiences staff.

Source: Daoud, Background Paper 4. LGF participant discussion. Tunis,
14-16 September 2020.
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Box 2 Terminology: Types and Variants
of Intergovernmental Fiscal
Relations

Political Decentralization, which precedes fiscal, refers to the
empowerment of local populations that are organized into
one or more often over-lapping types of governments: to
a regional (governorates, provinces); local general purpose
(municipalities, towns, districts, settlements), and, sometimes
special purpose, which may be organized as either“sub” part of
aregion or locality (typically sector specific, e.g., education, solid
waste management ( or as a special authority that crosses and
are established by the other types of government boundaries
(“polycentric”large infrastructure services such as water supply,
transportation networks). Taken together these local population
governments are often referred to as“sub-national governments
(“SNGs"). Typically, but not always, political decentralization
is matched by political empowerment in the form of regional
and local elections (Stroux, 16). The institutions of political
decentralization include national (and sometimes also SNG)
constitutions, central government enacted SNG enabling laws/
statutes, and a system of courts, which may also be decentralized
(judicial decentralization). At present, the two key Libyan
documents that directly frame the Libyan decentralization
process are the (i) 2015 Libyan Political Agreement (LPA) that
established the Government of National Accord (GNA) as the sole
legitimate central government authority and (ii) the preceding
and still-in-place Law Number 59 of 2012 Concerning the Local
Administration System and accompanying Executive Regulation
of Law 59. (Daoud, 4).

Fiscal Decentralization. Whereas the decision to decentraliza-
tion is political, the economic and financial practice (and potential
payoff) flows from a system of fiscal decentralization—the sorting
out among the types of governments their financial roles and
responsibilities. As discussed by Lassoued (Paper 3) and Leffler-
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Franke (Paper 8) there are several variants fiscal decentralization
depending on the degree of fiscal autonomy accorded to the SNG
to carry out it's agreed-upon tasks. The broadest classification
of are i) deconcentration, which refers to the decentralization of
central government ministries. Deconcentration with author-
ity means that regional branches of central government office
are created with some ability to make independent decisions.
Deconcentration without authority occurs when the regional
offices are created but with independent capacity for decision
making, All deviations from normal practice must be approved
by the center; (i) devolution, refers to a system of independently
established SNGs that are given the responsibility for delivery of
a set of services along with the authority to impose taxes and
fees to finance and fund the services. Some financial support
may be provided by a “higher level of government; (iii) with
delegation SNGs are assigned the responsibility for delivering
certain services as agents of a “higher level” (central, regional)
authority and for which the assigning level may provide some
or all of the funding through some form of fiscal transfer.(Las-
soued, 3; Saed, 18)

In practice (nearly) all governmental systems across the
world not only have some mix of the “three Ds", but also operate
asymmetrically; that is different SNGs within a nation state will
have/take on different fiscal roles depending factors such as
geographic differences (e.g., urban vs. rural), ethnic, linguistic,
and or religious character (e.g., traditional vs. conventional
history), and, especially prevalent, the capacity to manage and
administer (e.g., degrees of organizational, institutional, and/or
individual capacity to govern effectively).

What appeared at the LGF is a consensus that the Libyan
solution will be that of asymmetric decentralization. And,
recognizing that decisions are yet to be made on agreeing to
the establishment of a middle tier (governorate /province), the
strategy is to now focus on either (i) municipalities and/or (ii)
sectors for which there is a capacity to manage and administer
in process.



Box 3 Confederal, Federal or Unitary?

One other variant of relevance to, and a matter yet to be
determined, per the current Libyan dialogue is whether to be a
unitary or federal, or even, confederal state. As a unitary state,
the central government will have a constitutionally bestowed
authority to not only determine what political and political
and financial powers that are “ assigned” to its subnational
governments, but also whether to create, abolish, or change SNG
boundaries. Under a federal system arrangement for public sector
decisions are made by different types or tiers of governments
that are largely independent of one another but still recognize
the merits of a “coming together” as a nation state. There is still
a strong case for a fiscally strong central authority, but, too, one

Box 4 When “Local” Public Services
Are Polycentric: The Role for a
Middle Tier

During the LGF discussions on the twin topics of the
decentralization sorting out of expenditure roles and the
effectiveness of the delivery of services financed by local
spending, the key point was stressed that the application of
the Benefits or Matching Principle calls for spending function
to be assigned to the type of government that most closely
approximates the area of the flow of benefits.

As an example: Assume that Municipality City A builds a
bridge across a river that cuts through the city. If that bridge
principally serves the residents of Municipality A, then the
decentralization principle is that just the residents of Municipality
A should be called upon to pay for the cost of the bridge. That is,
there is not significant “spillover” benefit to neighboring City B.

However, what if it turns out that the Bridge is a major
roadway that connects Municipality A to the B’s economy in
an important way? Then, the decentralization principle calls for
some form of A and B cost sharing. However, to affect this cost
sharing, the residents of “B” need to agree to be taxed. Of the
resident of B resist bearing “their share” of the tax requirement,
the system has a degree of economic inefficiency to bear.

To extend this example of the breath of the flow of economic
commerce, say that the bridge also serves as a conduit for

which has constrained powers over SNG financial practices. In
a confederation, there is typically a weak central government
whereby through a treaty-based system of states the national
State serves as the agent of the member units and usually without
significant independent spending and taxing powers. On this
matter of constitutional form, two findings are relevant per the
LGF. The first is that the unitary vs. federal choice is yet to be
determined. The second is, that the first choice may not relevant
to the achievement of national cohesion if all parties can come to
an agreement on the degree of fiscal decentralization. Suffice it to
note that there are federal countries that are highly decentralized
(Switzerland) and those that tilt to centralization (Germany). Too,
there are countries that are unitary and centralized (Egypt); but
also, the case of unitary and highly decentralized (China).

transporting Municipalities C, D, E and so on that are several
kilometers away. Now, an inability to get C, E and E to cost
share further exacerbates the economic inefficiency effect;
indeed, maybe enough to that“A” may reconsider the merits of
maintaining (or maybe even building) the bridge.

This matter raises a topic that Libya is yet to adequately
address: in this (quite typical) example, how can the efficiency
benefits of decentralization be realized? That is, what size of
government is efficient for which set of services? As it turns out
Law 59/Art. 12 offers a solution for this very circumstance: either
establish a regional “middle-tier” general purpose provincial
government or give each of the municipalities the authority to
enter into “joint service districts arrangements.”

The Libya reality is that there are many practical examples
of just this situation, e.g., health care whereby the local clinic
receives technical support from a regional hospital center. Or,
consider the intergovernmental implications for getting water
supply from the aquifers of the south to the homes of the 80%
of Libya’s population that lives along or near the Mediterranean
coast (which, in this case, may call for a centrally-financed and
funded“benefits area” solution—upgrading the Great Man Made
River pipeline and the many deteriorated desalination plants).

At present there is a growing Libyan crisis in citizen access to
health services and clean drinking water access. Addressing the
challenge of implementing some form of regional government
is high on the Libya decentralization agenda.
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Box 5 Why Local Own Revenue
Mobiligation Matters

The decision to decentralize is political. But once the decision
is made, whether gradually or with an intended initial “big-
bang"” reform program (as in Indonesia), a necessary condition
is to get the intergovernmental fiscal design “right."That in turn
leads to the decentralization theorem: the set of governments
closest to the citizens can adjust budgets to local preferences
in a manner that best leads to the delivery of a bundle of public
services responsive to community preferences. Subnational
governments (SNGs) become the vehicle provides services
to identifiable recipients until the tax price for those services
reflects the benefits received (Oates, 1972).

The focus is now on improving public-sector efficiency. An
efficient solution maximizes social welfare subject to a given

flow of land, labor, and capital resources. The rule for achieving

Box 6 Own-Revenue Revenue
Mobilization Local Taxes by
Degree of Central/Local Control

High Revenue  SNG sets tax rate and base

an efficient allocation of resources is to supply a service until

at the margin—for the last “unit” of the service supplied, the
welfare benefit to society just matches its cost. In the private
sector, as a rule, the market-price system accomplishes that
goal. When the private market fails in this objective (pure public
goods, externalities, and monopoly), there is a case for public
intervention—the public’s commandeering of resources to supply
the activity. Once the public sector intervenes, the efficiency logic
is in favor of some form of fiscal decentralization. The argument
is that, because of spatial considerations, SNGs become the
conduit for setting up a system of budgets that best approximates
the efficient solution of equating benefits and costs. In the
economist’s jargon, this is the “benefit model” of local finance.

To satisfy those conditions, subnational (local) governments
must be allowed to exercise own source taxation at the margin
and be in a financial position to do so. This is the essence of
decentralization. That is why subnational local tax policy design
matters.

Highest degree of own-source revenues (includes user charges and fees).

Autonomy
SNG sets tax rate only Necessary and sufficient condition for categorization as “own revenue”
(business and income surtax/ surcharge on conforming to the central or
regional government tax base).
Moderate SNG sets tax rate, but only within centrally A typical practice is to cap the top rate

Degree of Local  permissible ranges

Autonom ) ) .
i Tax sharing whereby central/local revenue Can result when a local authority collects the tax and remits to the center.
split can be only changed with consent
of SNG
No Local Revenue sharing with share determined ~ 100% control by center; this category is a source of much misspecification of
Autonomy unilaterally by central authority. what is a central vs. local revenue. Shared Taxes are not own local revenues;

Not Own-Source
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rather a form of intergovernmental (Central to Local) transfers/grants
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PAPER 3

Administrative Aspects
of Local Governance:

Definitions and
Distinctions

Maroua Lassoued, Public Sector Governance Consultant, World Bank

I. Administrative Aspects of
Decentralization

Administrative decentralization refers to the redistribution
of authority, responsibility, and financial resources for pro-
viding public services among the various levels of local gov-
ernment. As such, the transfer of responsibility may include
the planning, financing, and management of certain pub-
lic functions from the central government and its agencies
to field units of government agencies, subordinate units
or levels of government, semi-autonomous public author-
ities or corporations, and/or area-wide, regional or func-
tional authorities.

Libya’s Local Administration Law 59 of 2012 charges
municipalities with enhanced autonomy regarding the
enforcement of municipal regulations, managing health
and social affairs, as well as urban planning, commerce,
public utilities, and infrastructure. However, Libyan
municipalities often lack the institutional capacities and
human resources to effectively deliver basic services.
Apart from shortcomings related to the public finan-
cial management and procurement processes, many
local councils also face a lack of institutional capacity
and resources, as well as low levels of citizen engage-
ment. As such, it will be necessary to conduct this analy-
sis with respect to the multiple administrations that have

emerged—notably between the Eastern, Western, and

Southern areas of Libya.

Before exploring the theme of administrative decen-
tralization more fully, it is first important to distinguish it
from other forms of decentralization, including its fiscal and
political manifestations (Table 1).

The World Bank’s Decentralization Tool Kit' notes that
fiscal, political and administrative policies and institutions
can have a profound effect on political accountability,

! See: http://www1.worldbank.org/publicsector/decentraliza-
tion/toolkit9.pdf.
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Decentraligation: Concepts and Characteristics

Decentralization Type

Political Decentralization

Fiscal Decentralization

Administrative
Decentralization

Concept in Brief

Political decentralization entails some degree of transferring
decision-making power from the central level to local officials.

The concept implies that the selection of representatives by local
citizens—"governments closer to the people’— can lead to more
efficient and effective decisions regarding what local services deliver,
as well as how to help pay for these services from locally mobilized
taxes and charges.

To be fiscally decentralized requires that local bodies have the
authority to make local decisions regarding spending and taxation “at
the margin” Specifically, there must be some degree of local authority
to determine the level and composition of local expenditures and
service delivery, as well as the ability to impose fees and taxes to
finance such services without central interference. Such devolution is
the most complete form of decentralization.

There are two main components to administrative decentralization’,
including the degree of discretion allowed to a subnational

(local) government to direct its “own”business, as well as the
mechanisms used to hold the subnational government accountable
for an administrative rule or regulation. This administrative state
arrangement may apply with any of the “three D" variants listed
above. However, the "3 Ds"are not variants of administrative
decentralization, although deconcentration can be thought of

as the end point of an administrative state. Thus, administrative
decentralization is not as broad a concept as “decentralization’, which
is fundamentally the practice of sorting out intergovernmental roles

Characteristics / Features

This type of decentralization often requires
constitutional and/or statutory reforms,
the development of pluralistic parties, the
strengthening of legislatures and public
participation in budgeting. It is possible—
and, indeed, often likely—to have political,
but not fiscal decentralization (see below).
There are several methods (not always
electoral) for selecting the local leadership.

There are different degrees of fiscal
decentralization. To stress the partnership
nature of the intergovernmental sorting
out of central/subnational roles and
responsibilities, there is almost always

a need to complement local sending

and tax powers with intergovernmental
transfers.

The World Bank identifies three broad
powers associated with an administrative
state: (i) the ability to promulgate

and enforce regulatory decisions; (i)
management of human resources,
including recruitment and performance
management; and (iii) the governing of a
procurement system.

and responsibilities

Source: Bockenforde and others (2013).

fiscal soundness, and administrative capacity at both the
national and subnational levels. This is turn affects the avail-
ability and quality of service delivery, as well as the preva-
lence of moral hazard issues, a soft (or hard) budget con-
straint between levels of government, the potential for
macroeconomic instability, and ultimately, the socioeco-
nomic development impact. For instance, political aspects
related to decentralization can affect administrative dimen-
sions, as decentralization legal frameworks determine the
reporting relationships and requisite staffing at local lev-
els. Likewise, the administrative aspects of decentraliza-
tion can have fiscal impacts, as staffing at the local level
requires a degree of horizontal fiscal equalization to ensure
adequate resource distribution. Finally, fiscal pressures can
impact administrative and political choices, as both hard
and soft budget constraints have effects on access, qual-
ity, and outcomes with respect to service delivery at the
decentralized level.
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Forms of Administrative Decentraligation

Deconcentration: Deconcentration, which is often
considered to be the weakest form of decentralization
and is used most frequently in unitary states, redistrib-
utes decision-making authority and financial and man-
agement responsibilities among the various levels of
the central government. In this example, deconcentra-
tion merely shifts responsibilities from central govern-
ment officials to those working in regions, provinces or
districts. Alternatively, it can create strong field admin-
istration or local administrative capacity under the
supervision of central government ministries.

Delegation: Delegation is a more extensive form of
decentralization. Through delegation, central gov-
ernments transfer responsibility for decision-making
and administration of public functions to local units.
These entities operate on its behalf but are not wholly



Nature of Decentraligation

Deconcentration Delegation

Devolution

e (Central government relocates e Central government refers decision-makingand e Central government transfers/

responsibility for implementing a
policy to its field offices.

e No transfer of power to lower levels of government).
government.

e Failure to create additional levels of
government.

Example: Example:

e Theissuance of a commercial license @ High schools might be national institutions
governed by national laws. However,
implementation lies with the sub-units under
the general supervision of the national Ministry

is governed by the national law and
implemented by national agencies.
e However, in order to create a

commercial license, a citizen who lives of Education.

outside of Tripoli would have to spend e Article 23 of Law 59 of 2012 is characterized
by such a principal-agent relationship, as

one week there to obtain it.

administrative responsibilities for various public
functions to another level of government (local

shifts resources and authority to an
independent and elected regional/local
government.

e Depending on degree of devolution,
there is limited interference by the
central government.

e Devolution requires some degree of
political decentralization, given that
the central government no longer has
sanctions over the sub-units.

The electorate must assume
responsibility by voting in popular
elections.

found between the national minister and the
municipalities in exercising executive functions.

Source: CILG-VNG (2016); Lassoued (2019).

controlled by the central government—although
they are ultimately accountable to it. Governments
also delegate responsibilities when they create public
enterprises/corporations, housing authorities, trans-
portation authorities, special service districts, semi-
autonomous school districts, regional development
corporations, and/or special project implementation
units. Usually these entities have a great deal of dis-
cretion in making decisions.

Devolution: When governments devolve functions,
they transfer authority for decision-making, finance,
and management to independent units of local gov-
ernment. Devolution usually involves a process of
transferring responsibilities for services to munici-
palities that in turn elect their own mayors and coun-
cils, raise their own revenues, and have independent
authority to make investment decisions. In a devolved
system, local governments have clear and legally rec-
ognized geographical boundaries where they exer-
cise authority and perform public functions (Table 2).

Many of the decentralization processes which have taken
placein the past decade have been motivated by political

concerns and a desire for improvements in service deliv-
ery. For example, in Latin America, decentralization has
been an essential part of the democratization process as
discredited central regimes are replaced by elected gov-
ernments operating under new constitutions. In Africa,
the spread of multi-party-political systems created a
demand for more local voice in decision making. In some
countries, such as Ethiopia, decentralization has been a
response to pressures from regional or ethnic groups for
more control or participation in the political process. At
the extreme end of the political spectrum, decentraliza-
tion represents a desperate attempt to keep the coun-
try together in the face of these pressures by granting
more autonomy to all localities or by forging “asymmet-
rical federations."

A variation on this theme has been decentralization as
an outcome of long civil wars, such as in Mozambique and
Uganda. In such cases, opening political opportunities at
the local levels has allowed for greater participation by all
former warring factions in the governance of the country. In
many countries, decentralization has simply occurred in the

2 Asymmetric federalism or asymmetrical federalism can be
defined as a federation or confederation in which different con-
stituent states possess different powers: one or more of the sub-
states has considerably more autonomy than the other sub-states,
although they have the same constitutional status.
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absence of any meaningful alternative governance structure

to provide local government services. In some cases (particu-
larly in East Asia), decentralization appears to be motivated by
the need to improve service delivery to large populations, as
well as the recognition of central administration limitations.

Table 3 provides examples of three fragile, conflict and
violence-affected (FCV) countries, explaining the decen-
tralization process and factors. Specifically, it explains the
different forms of administrative decentralization adopted
by each country, the reasons why each chose to decentral-

ize, as well as the political background of each country.

In the field of public administration, administrative dis-
cretion refers to the flexible exercise of judgement and
decision making according to rules and justice, that is, it
does not include the opinion of administrative author-
ities. One of the four requirements of administrative
accountability is that public administrators exercise law-
ful and sensible administrative discretion. In this context,

Comparative Review of Decentralization Practices

Decentralization Local Government Public
Country Form Services/Scheme
Uganda e Devolution e [ocal governments are
(the central responsible for: public

Mozambique

government has
recentralized
the powers and
responsibilities
of local

services (primary health
care, primary education,
feeder road works, water and
Sanitation, and agriculture).
Local governments rely on

governments, central government transfers.
changing the e Local governments collect
decentralization a very small portion of local
model from taxes.

devolution to e Only 17 percent of the
delegation.) budget is allocated to local

Deconcentration
/devolution

governments.

Ministry of sate administration
(MAE).

Municipal districts, municipal
council and municipal
assembly, provinces, localities.
Executive Council acts as a
secretariat supervising the
administrative apparatus.
Partially manages local
resources.

Collects local revenues (such
municipal taxes, fees and
services) or obtains revenues
from municipal capital or sales
of physical assets.

No transfer of fiscal resources.
Public services (education,
health, transportation,
communications,
infrastructure, basic sanitation,
energy, water, culture, leisure
and sports, social action and
environmental management).
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Rationale Political Situation

e |eads to greater citizen °
participation.
e Enhances citizen-led local

Uganda'’s current legal and
institutional framework
for decentralization took

governance. effect in 1992, first through
e Improves livelihoods at the a Presidential policy
local level. statement and then later
e Delivers quality services to according to the 1995
citizens. Constitution.
e Shifts decision-making e Article 178 of the

Constitution (about
decentralization).

to the people who best
know and understand their
community’s needs.

Civil war between Frelimo
(the Mozambique Liberation
Front), the dominant
political party, and Renamed
(the Mozambican National
Resistance), a militant
organization. Both signed
the Rome General Peace
Accords in 1992.

e The Constitution of 1990
institutionalized the process
of decentralization.

e First municipal law, reversing
Law 3/94 in 1996.

e First municipal elections
in 1998 and then in 2003
in a climate of tension and
conflict.

e Absence of clear policy of

fiscal decentralization.

e Atthe end of the civil °
war, the state was heavily
centralized, with decision
making concentrated at the
central level only.

e Shifting decision making
from the central to the local
level.

(continued on next page)



Comparative Review of Decentraligation Practices (continued)

Decentraligation Local Government Public
Country Form Services/Scheme Rationale Political Situation
Ethiopia e Deconcentration/ e Devolve power, resourcesand ® Ensure good governance. e Decentralization process
devolution responsibilities to lower levels e  Guarantee local safety. started in 1991.
of government. Establish locally e Federal system.
responsive, participatory e Subnational constitution

and transparent and
accountable local
government.

e Ensure efficient service
delivery.

e Process driven by the central
government.

® Ensure democratization.

(local governance law).

Source: World Bank (2006; 2013).

discretionary powers are necessary, but the power needs

to be regulated.

decision maker is to make a judgement considering all rel-
evant information (Table 4).

Administrative decisions often include the exercise

of discretion.? Discretion exists when the decision maker

has the power to make a choice about whether to act, to
approve, or to approve with conditions. The role of the

* http://www.ombudsman.wa.gov.au/Publications/Documents/
guidelines/Exercise-of-discretion-in-admin-decision-making.pdf.

Defining the Decentralization Process

Determine that the decision maker has the
power

Follow statutory and administrative
procedures

Gather information and establish the facts

Evaluate the evidence

Consider the standard of proof to be applied

Act reasonably,
fairly and without bias

Observe the rules of procedural fairness

Consider the merits of the case and make a
judgement

Keep parties informed, advise of the outcome
and provide reasons for the decision

Check the relevant legislation and agency policies and guidelines to ensure that the person
has the power to act or to make the decision.

The person who is responsible for exercising discretion should follow statutory and
administrative procedures.

Before exercising discretion, it is necessary to gather information and establish the facts.
This may require the decision maker to review documents, undertake a site inspection, or
seek specialist advice.

Itis important to evaluate and weigh the evidence, as well as to determine the relevant
considerations and key facts. When evaluating the evidence, the decision maker must
ignore irrelevant considerations.

In administrative matters, the standard of proof to be applied is generally ‘on the balance
of probabilities! This means that it must be more probable than not that the matter or
allegations are proven.

The person deciding must act reasonably and impartially. The decision makers must not
handle matters in which they have an actual or reasonably perceived conflict of interest.

Before taking certain actions or making decisions, the decision maker may be required
to provide procedural fairness to anyone who is likely to be adversely affected by the
outcome.

Although policies, previous decisions, and court and tribunal decisions may exist to guide
the decision maker, it is still important to consider the matter or application on its merits in
making a judgement about the matter under consideration.

The decision makers should keep relevant parties informed during the decision-making
process; they should inform the relevant parties of the outcome and provide reasons for
the decision reached.

Source: World Bank; VNG (2007).
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Administrative Accountability

In its democratic political aspect, decentralization as cur-
rently conceived and increasingly practiced in the inter-
national development community has two principal com-
ponents: participation and accountability. Participation
is chiefly concerned with increasing the role of citizens in
choosing their local leaders and in telling those leaders
what to do—in other words, providing inputs into local
governance. Accountability constitutes the other side of
the process; it is the degree to which local governments
must explain or justify what they have done or failed to
do. Improved information about local needs and prefer-
ences is one of the theoretical advantages of decentral-
ization. However, there is no guarantee that leaders will
act on these preferences unless they perceive some sort
of accountability to their citizens. Local elections are the
most common and powerful form of accountability, but
other mechanisms such as citizen councils can have lim-
ited influence.

Types of Accountability

There are four main types of accountability: (i) traditional
accountability, which focuses on the regularity of fiscal
transactions and faithful compliance, as well as on adher-
ence to legal requirements and administrative policies;*
(iiy managerial accountability, which is concerned with effi-
ciency and economy in the use of funds, property, man-
power and other resources; (iii) program accountability,
which concerns the results of government operations; and
(iv) process accountability, which empathizes procedures
and methods of operation.

1. Traditional accountability
The standards used to judge are set by controllers
external to the responsible person.
Determines if an act is within the provision of laws
and regulations governing the administration.
2. Managerial accountability
A range of activities, from attempting a work sim-
plification process and revision of forms to sys-
tems improvements and agency reorganization.
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Operational audits done by agencies concerned
with management (such as management analy-
sis, method studies and system improvements).
Brings attention to how government agencies
can reduce waste and promote savings in their
operations.

3. Program accountability
Concerned with the government operations
results.
Accountability is the property of units and indi-
vidual bureaucrats
Audit if the government units are accomplishing
their objectives
If the expenditure on carried programs and activ-
ities by the government units is efficient and in
compliance with applicable laws and regulations
Audit whether revenues are being collected and
accounted for

4. Social accountability
Checks if the administrative activities meet citi-
zens' expectations and trust.
Citizens must should be able to hold their elected
local governments accountable through transpar-
ency in the local programs and activities.

5. Process accountability
Focuses on procedures and methods of operation
within public administrations
Indicates that the public administration goals can-
not be measured directly.

Integrity and Accountability in Libya®

Libya is perceived to be among the most corrupt coun-
triesin the world. Itis ranked 170 out of 180 countries on
the 2018 Transparency International Corruptions Percep-
tions Index.® According to the Global Corruption Barom-
eter, 48 percent of Libyans perceive public officials and
civil servants to be either corrupt or extremely corrupt.
The 2014 World Values Survey showed that Libyans do

4 Mckinney (1981), 144, as cited by Carino (2003), 808.

5 This section is replicated from the findings of the RPBA map-
ping exercise, conducted in the Spring of 2019.

¢ Transparency International (TI) (2018).



not trust their government (for example, only 32 per-

cent of respondents expressed trust and 38 percent not
very much trust or none). The same report showed that
almost 50 percent of respondents have little or no trust
in the civil service.

A 2014 report by Transparency International found
that the Libyan integrity system is in an extremely poor
state, with most institutions, laws, and regulations either
outdated or only very recently implemented.” The Ministry
of Finance does not regularly publish details about the fis-
cal regime for the oil sector or regular bulletins about petro-
leum, taxes, and non-tax revenue collection.t Furthermore,
Libya does not participate in international initiatives, such
as the Extractives Industries Transparency Initiative (EITI).?
It also lacks a “Publish What You Pay” coalition.™

In the wake of the 2011 revolution, active and vocal
Civil Society Organizations (CSOs) emerged across the coun-
try."" Along with the media, they have succeeded in putting
some critical questions on the public agenda, while also
making demands for transparency and accountability.'
The rise of citizen activism and the emergence of associ-
ations has helped to build networks across the country. It
has also facilitated grassroots dialogue regarding the Con-
stitution.” However, CSOs are new and generally weak in
capacity. Their community is fragmented, and many are
often affiliated with different political actors.™

The Administrative Control Authority was established
in 2013.Itis designed to increase transparency in the activ-
ities of the various entities that fall under its jurisdiction.'
With regard to asset declaration and management, Libya
boasts a relatively strong legislative framework, but one
that remains limited in terms of implementation.

The National Audit Bureau acts as an oversight mech-
anism and is increasingly critical of the executive branch
of government. It is showing progress, and has been able
to put some key issues with regard to spending and integ-
rity on the public agenda.’ It plays an important role with
regard to oversight of the executive and legislature, and has
contributed to holding the public sector accountable." Itis
the only oversight mechanism that adheres to the princi-
ples of transparency and accountability.'® The introduction
of a National Identification Number (NIN) was designed to
further combat corruption by assigning a unique number

to each individual. As such, it aims to ensure that transfers
and payments go to the right person.*®

20

What does a proper service package consist of, and what
does service delivery mean? Why are services offered at
the local level? Improving service delivery does not always
concern matters that are purely local. For example, the issu-
ance of passports can be a municipal service, such asin the
Netherlands. However, itis administered by the central gov-
ernment. The central government stands for the legitimacy
of the document. The municipality supplies the passport,
but it guarantees a careful procedure that s part of such an
essential public service. The municipality is also a key link as
itis responsible for the population register and the munic-
ipal personal records database. Therefore, it must guaran-
tee that the data is correct.

Municipal services involve those services that are pro-
vided by local governments for its citizens. This does not
mean that services are limited to an individual character.
Rather, it concerns services in the interest of the citizen col-
lective and/or groups of people. The local governments per-
form acts that are of service to citizens. This creates possibil-
ities for citizens (including companies and organizations) to
do things that would not have been possible without the
municipality’s involvement. The distinction between direct
and indirect service delivery is significant for the way in

7 T1(2014).

8 United Nations Economic and Social Commission for Western
Asia (ESCWA) and World Bank (2015).

° T1(2014).

1°T1 (2015).

"' World Bank (2013).

2\World Bank (2013).

13 Bertelsmann Stiftung (2018).

4 Bertelsmann Stiftung (2018).

1> Centre for Innovative Local Governance-International Agency of
the Association of Netherlands Municipalities (CILG-VNG) (2017a).
1671 (2014).

7T1(2014).

8T1(2014).

°T1(2014).

20 This information is drawn from VNG International (International
Co-operation Agency of the Association of Netherlands Munici-
palities).
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which matters need to be organized. Direct services involve
direct contact with citizens and demand an alert attitude
on the part of the municipal staff concerned. Everything
they do, including how well they do it, directly affects the
people for whom they work. Indirect services often involve
an extra step. Sometimes this is easier in terms of personal
relations, but it may demand greater understanding of the
effect of relevant measures.

Direct service delivery: Direct service delivery is
characterized by the direct effect/impact intended for cit-
izens. There is one-on-one contact that revolves around a
service or a product which the user benefits from directly
and for which the user often pays. It concerns a transaction
between the citizen and the government in the form of a
member of government staff.

Indirect service delivery: Indirect service delivery
takes place in a specific context. It is derived from rules and
does not only affect the applicant and/or the user. It is the
user’s first interest, but other interests also play a role. This
often requires the interests to be weighed. Service deliv-
ery by local governments can also concern the devolution
of services to other government bodies or organizations
that perform a task in the public domain. For example, the
land and population registers are dependent on the qual-
ity of information and registration with the municipalities.

Individual service delivery: Individual service deliv-
ery is aimed at services which influence the individual or a
limited group with a strictly private character (for instance,
residents of a home ora company). This does not mean that
there are no third parties that may experience the conse-
quences of such a decision to provide a service. Even when a
permit is refused, this must be considered a form of service.
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Forms of Individual and Collective Service
Delivery

Type Individual Collective

Direct Passports
Drivers licenses

Information: written, meeting
District cleaning

Indirect  Permits Waste collection
Compulsory education  Public lightening

Source: VNG (2007); World Bank.

Collective service delivery: Collective service delivery
is aimed at the whole community, municipality, district, or
possibly even a street. To some degree, this also concerns
the administrative functioning of a local or regional gov-
ernment. Some services do not always have to be directly
carried out by the authority concerned. For instance, a local
government may hire a waste-collection and processing
company in the private sector to collect waste in its area of
responsibility. However, the final responsibility for the qual-
ity of the service provided lies with the contracting party,
in this case, the local government.

Table 6 provides a snapshot of the sequencing of adminis-
trative decentralization in Libya and details the current chal-
lenges.The snapshot reveals the allotment of functions that
are supposed to be implemented by the municipalities are
in fact being implemented by the central government—or
even by some private companies hired by the central gov-
ernment. Further, there are very limited financial resources
currently available to local governments.



Snapshot of Administrative Decentralization Challenges

Government De facto Responsibility Challenges
Legislative and e Six years of experience in decentralization (1999-2005). e Resumption of conflict has impeded the
regulatory framework e Many of administrative functions were recentralized in implementation of Law 59 (2014).

2005. e The new local governance system called

e [aw590f 2011 on local governance and its executive

regulations was established (2013).

for by Law 59 has remains partially
implemented.

Local administration e Provinces e According to Law 59, provinces,
unit categories (under e Municipalities municipalities and local communities
Law 59) e |ocalities have a legal personality and independent
e Decentralized units are supported by the High Council of financial liability.
Local Administration and the Supreme Council for Regional ® However, they remain local administrative
Planning. institutions and part of the central
government.
Distribution of functions e Provinces have not been established. e The allotment of functions that are

Municipalities provide services dire
should have an independent legal
financial liability.

e In Libya, municipalities should be fi

ctly to citizens. They
personality, and a

nanced by transfers or

grants from the central government. However, at present
there are no intergovernmental transfers. °
e Budget allocations do exist in the form of some subnational

capital spending.

e \Wages and salaries are largely part of Chapter 1's national

budget allocation. Local governme

nts do not currently °

(independently) allocate funding for wages and salaries

from local own-source revenues.

e Municipal functions are identified in Article 26 of Law 59.

supposed to be implemented by
municipalities. However, most functions
are still being implemented by the central
government or private companies hired by
the central government.

Very limited financial resources are
available, leaving the local governments
unable to perform their functions or
service delivery.

Expenditure assignments remain relatively
unclear.

Source: Lassoued (2019); Libya Local Government Law 59.
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The History and Evolution
of the Sub-National
Government System

in Libya
A Rapid Review from 1951 to 2019

Rani Daoud' Deputy Head of Program, Support to Municipalities in Libya
Deutsche Gesellschaft fur Internationale Zusammenarbeit (GIZ) GmbH

l. Introduction

This paper tries to shade a light on the phases of evolu-
tion of the sub-national government system in the mod-
ern Libya over the past 70 years, namely since the inde-
pendence of Libya in 1951. It aims to create a better
understanding of the history of the sub-national govern-
ment system. It also aims to contribute to informing the
efforts of the government of Libya as well as in the inter-
national community in designing a decentralized demo-
cratic local governance system. The paper has been pre-
pared using an analytical approach mainly by reviewing
the relevant regulations? covering the period of 1951 up to
2019, as well as, the very few literatures on the topic which
were found in the internet.?

Il. Phases of Evolution of the
Sub-National Government System

The phases of evolution as suggested by this paper are
defined based on the timeframes of the relevant regula-
tions that have governed the system during these times.
Figure #1 below shows the schematic frame and milestones
of these phases. Then, for each phase, the key characteris-
tics and highlights in terms of the structure of the subna-
tional government system are summarized:

FIGURE1 Schematic Timeframe of the Evolution

of the Sub-National Government System

in Libya
1951 1969 1975 1992 2001
C) ®) O O) O O ®) O) O ®)
1963 1972 1983 1996 2011

' https://www.linkedin.com/in/rani-daoud-36163a1a.

2 All regulations that were analyzed in this paper were obtained
from the DCAF legal database: https://security-legislation.ly/ar.
3 Itis worth noting here that very few relevant (butincomplete) lit-
eratures on the topic has been only found on Wikipedia: https://
en.wikipedia.org/wiki/Districts_of_Libya.
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FIGURE 2 The Administrative Division of Libya during the Period 1951-1963

a. The Federal States of Libya 1951-1963
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1951-1963

During this period, the Constitution of Libya (1951) has intro-
duced a Federal System consisting of 3 Federal States (in Ara-
bic “Wilayat”). See Figure 2. According to Article 176 of the
1951 constitution of Libya stated “The Kingdom of Libya shall
be divided into administrative units in conformity with the
law to be promulgated in this connection. Local and regional
councils may be formed in the Kingdom. The extent of these
units shall be determined by law which shall likewise orga-
nize these Councils.. On that basis, Federal States introduced
municipal laws and systems. For example, in Tripolitania, the
Federal State has established Municipalities by Law 14/1956.
See Figure 2. According to the law, Municipalities were man-
dated with 25 key functions (Art. 66) including, urban plan-
ning and regulation, civil registry, solid waste management,
public parks. Municipal councils were composed of 50%
elected councillors and 50% appointed ones.

1963-1969

During this period, the Federal system was replaced by a
unitary system. A new national law on local administration
was introduced (Law 8/1964). The country was then orga-
nized into 10 Governorates (Muhafazat) that replaced the 3
federal states (see Figure 3). Each governorate was divided
to districts (Motsrifuayt) and sub-districts (Modiyriyat)*.
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b. The cover page of the Municipalities Law 4/1956
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1. Tripolitania 2. Cyrenaica 3.Fezzan

FIGURE 3 The Administrative Division of Libya

during the Period 1963-1969

1. Al Bayda
2. AlKhums
3. Awbari
4. Az Zawiyah
5.Benghazi
6. Darna
7. Al Jabal
al Gharbi
8. Misrata
9.Sabha
10. Tripoli

Key functions of the governorates were; education,
health, social security, security, regional infrastructure.
Governors and Governorate Councils were appointed by
Cabinet.

Municipalities were established in large cities only (e.g.
Tripoli and Benghazi). Mayors and Municipal Councils were
appointed by Cabinet as well. Key functions of municipal-
ities (Article 54 of law 8/64) included: social, health, local

facilities, water and waste water, licensing.

4 There was no data found on the actual administrative division
of the districts and sub-districts during this period.



1969-1972

In 1969, Col. Qadhafi through a military coup took over the
country. Two consecutive laws on local administration were
introduced; Law 62/1970 and law 79/1971. Both laws main-
tained the system as is with 10 Governorates (Muhafazat),
districts (Motsrifuayt), and sub-districts (Modiyriyat). The
only change that was introduced was the re-naming of two
governorates; Al-Bayda was renamed as “Al-Jabal Al-Akh-
dar”and Al-Jabal Al Gharbi was renamed to be “Gharyan”.
See Figure 4.

Nevertheless, law #79/1971 created for the first time
a Ministry of Municipalities which took over the role tradi-
tionally assumed by the Ministry of Interior for several years.
Same functions to governance levels remained with same
composition until 1972.

According to the Congress book on Libya,* the cre-
ation of the Arab Socialist Union (ASU) in 1971 was a key
milestone in re-designing the whole sub-national gover-
nance system. key reasons were the un-satisfaction of Col.
Qadhafi of the levels of participation of the society as well
as the inefficiency of administration.

1972-1975

In 1972, a unitary three tier governance system was estab-
lished by law 130/1972. Sub-national level was composed
of Governorates (Muhafazat) and Municipalities (Baladi-
yat). The Cabinet decides on numbers and boundaries of
both levels (Figure 5).

Municipalities were composed of wards (Mahalat) and
could have branches where necessary (Forou3 or Modiriyat).
Governors and Mayors were appointed. Governorate and
Municipal Councils were partially elected from the mem-
bers of the ASU and partially appointed from employees
of the ASU. Ministry of Municipalities was reabsorbed by
the Ministry of Interior.

Governors and Mayors were given certain ministerial
authorities in administration, finance, and local services
within their jurisdiction.

Key functions/mandate of Governorates according to
Article 7 of law 130/1972 included; Planning and regulat-
ing regional services (health, education, housing, transport),

FIGURE 4 The Administrative Division of Libya

during the Period 1969-1972

1. Al Jabal al Akhdar
2. AlKhums
3. Awbari

4. Az Zawiyah
5.Benghazi
6.Darna
7.Gharyan
8. Misrata

9. Sabha

10. Tripoli

FIGURES The Administrative Division of Libya
during the Period 1972-1975

1. Al Jabal al Akhdar
2. Al Khums
3. Awbari

4. Az Zawiyah
5.Benghazi
6.Darna

7. Gharyan
8. Misrata
9.Sabha

10. Tripoli

<

setting up and collecting taxes, implementing projects of
regional nature.

However, key functions of Municipalities® according to
Articles 18-31 of law 130/72 included; develop and man-
age local services and facilities including urban planning,
water/waste water, electricity, transport.

* https://www.loc.gov/item/88600480/.

¢ Itis worth noting here that law has clearly defined the functions
and mandates of all sub-national government levels in the sys-
tem compared to earlier laws and regulations.
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FIGURE 6 List of the 46 Municipalities of Libya during the Period 1975-1983

1 Ajdabiya 17 Bani Walid 33 Qasr Bin Ghashir

| 2| AlAbyar |18 Benghazi ]34 |Sabha |

3 Al'Aziziyah 19 BinJawwad 35 Sabratah

Shahhat

5 Al Jufrah 21 Ghadamis 37 Surman

6] Allumayl |22 ] Gharyan ]38 [surt |

7 Al Khums 23 Ghat 39 Tajura'

8] AlKufrah
9 Al Marj 25 Jalu 41 Tobruk
[ 10| Al Qarabulli

11 Al Qubbah 27 Masallatah 43 Tukrah

Al Ujaylat

13 Ash Shati' 29 Mizdah 45 Zlitan

14 | Awbari | 30| Murzug____] 46 | Zuwarah ___|

15 Az Zahra' 31 Nalut

[ 161 AzZawiyah | 32] Qaminis | | |

1975: 46 Municipalities

1975-1983

In 1975, the governance structure was changed again. A new
Law 16/1975 was introduced. According to the law (16/75),
Governorates were abolished. Their functions, authorities, and
finances were re-centralized to be executed and supervised by
sectoral ministries: Health, education, housing, social and
youth, labour, agriculture, transport, finance, and economy.

Another law (38/1975) was issued on the same year
which re-established the Ministry of Municipalities. Again,
in that year, additional law was issued (39/1975) which reor-
ganized the subnational level to municipalities only. Accord-
ing to Articles 8-23 of law 39/75, municipalities kept almost
same functions and resources they had by the former law.

Accordingly, the country was divided to 46 Municipal-
ities. Municipalities consisted of Mahalas and could have
had branches. See Figure 6 for the List of Municipalities.

The new addition during this period was that the so
called“people’s municipal committees (Lijan Al-Sha3bieh)”
had formed/replaced the municipal councils.

1983-1992

The system continued to be asit was. However, a new decree by
the Cabinet wasissuedin 1983 (Decree 183/83) which replaced
the Mayor of a municipality by the so called“secretary of pop-
ular committee” (Ameen Al-Lajenh Al-Sha3biyah). The same
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decree had further detailed the organizational units, func-
tions, and tasks within the municipal administration (Figure 7).

According to areport on the decentralization in Libya
by DRI,” the country during this period was re-organized
several times as follows:

® 1983 25 Municipalities
o 1984 24 Municipalities
© 1986 13 Municipalities
® 1990 07 Municipalities
1992-1996

In 1992, a new law was issued (16/1992) that re-designed
the governance structure of the country. At the local level:
Municipalities were abolished and replaced by the so-called
“basic people’s congress (BPC)” or“Mo2tamar Sha3bi”while
at the national level: there was the “general People’s Con-
gress”and its committee.

The “BPC" or “Mo2tamar Sha3bi” was given a wide
range of powers and authorities. The decrees and decisions
had the same power of law at its level.

Each BPC had a popular committee (Lajneh
sha3biya) and Secretariat (i.e. administration).

7 http://democracy-reporting.org/newdri/wp-content/
uploads/2016/03/dri-ly-rpt_en_decentralisation_in_libya.pdf.



FIGURE 7 Division of Libyan into 25 Municipalities in 1983

Period: 1983-1992

1 Ajdabiya 10 Wadial Shatti 19 Sabha

2] Uk |20 | Sawfajin

3 Butnan 12 Zawiya 21 Sirte

Fati 13 | Benghazi 22 | Tripoli
[ 4[Fati __[13]Benghazi |22 Tripoli |

5 Jabalal Akhdar 14 Derna 23 Tarhuna

| 6|Jufra | 15]Ghadames |24 | Yafran |
7 Khoms 16 Gharyan 25 Zlitan
Em-—

9 NugatalKhams 18 Murzuq

Tripolitania M Fezzan M Cyrenaica

Source: Wikipedia.

FIGURE 8 List of the Basic Popular Congress in Libya in 1993

Period: 1992-1996

1993

1 AlButnan 6 AlWusta 11 Naggaza

AlJaball Akhadar | 7| |12 | Sawfajin

8 Benghazi 13 Tarabulus

3 Al Jabal al Gharbi

4 Alufrah | 9 Fazzan | |

5 AlWahah 10 Misratah

In 1993 the country was divided into 13 Mo2tamar
Sha3bi. See Figure 8 for the list of BPCs in 1993.

1996-2001

In 1996, a new Law 1/1996 was issued which re-designed
the administrative structure at the local level again. Law

1/1996 created a sub-municipality level called “Mahala
or in English “Ward". The administrative boundaries of the

1993: 13 Mo2tamar Sha3bi

Mahala define the boundaries of the “basic people’s con-
gress (BPC)" (Mo2tamar Sha3bi).

By this law, the BPC kept a wide range of powers and
authorities.

Each BPC had an executive committee called (Lajneh
Al-Mahla Al-sha3biya) assigned to execute all decisions and
provide services at the level of each mahala

In 1999, the term Shabiya evolved in the laws and regula-
tions and the country was organized into 26 Shabiya (Figure 9).
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FIGURE 9 List of the 26 Shabiya in 1999

Period: 1996-2001

1 Butnan 10 Benghazi

Sirte

3 Jufra

5 Marj 14 Murzuqg

| 6 Murqub |15 | Misrata_____| 24 | Wadi al Shatii _]

7 Quba 16 Nalut 25 Yafran

[ 8 Al Wahat Nugat al Khams

9 Bani Walid 18 Sabha

2001-2011

In2001, Law 3/2001 was issued. The law provides an under-
standing that it was meant to establish a complete self-
local governance system in the country with full powers
and authorities (executive, legislative, and judiciary) to the
local level (Articles 1-2 of Law 3/2001).

The law established a three-tier governance structure
with detailed distribution of competencies, powers, and
resources across the three levels:

Atthelocal level; the basic people’s congress (BPC) and
its executive committee remained (Mo2tamar Sha3bi)

At the regional level: a new administrative level was
constituted called “Shabiya People’s Congress” where
several BPC constitute the “Shabiya” or in English “gover-
norate”. The Country was organized then to 32 Sha3biayat
(See Figure 10) until a resolution in 2006 was issued (Res.
43/2006) which re-organized the country into 22 gover-
norates (Sha3biya) and 484 BPC (Mo2tamar Sha3bi). See
Figures 10 and 11 for a list of the governorates in 2001
and then 2006.

2011-onwards

In February 2011, the Libyan revolution against the former
regime took place. As a result, a series of events took place
which re-shaped the sub-national government system in
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19 Sabrata/Sorman

12 Gharyan 21 Tarhuna/Msalata

4 Kufra |13 | Jabal al Akhdar

23 Wadi al Hayaa

1998/99: 26 Sha3biya

Libya.The following is summarizing the key relevant events/
milestones:

©® 03/2011: The National Transitional Council (NTC) was
established.

© 10/2011: The NTC issued resolution 179/2011 which
regulated the establishment of the so called “Local
Councils” (Majales Mahalia) until elections take place.

® 2012: Cabinet decree 55/2012 on the adoption of the
organizational structure of the Ministry of Local Gov-
ernment (MOLG)

® 2012:theNTCissued Law 59/2012 on local administra-
tion which defined that the subnational level consists
of governorates and municipalities.

© 2013: Cabinet decree 160/2013 to establish the Cen-
tral Commission of the Municipal Councils Elections
CCMCE and decree 161 on the regulation of the munic-
ipal elections.

® 2013: Cabinet issued decree 130/2013 on the Execu-
tive regulation of law 59.

® 2013: NTC issued law 9/2013 on shifting the compe-
tencies of governorate councils to municipal councils/
Mayors until the establishment of the governorates.

® 2013:Cabinet Decree 180/2013 had established munic-
ipalities (99 municipalities were established at that
time). However, administrative boundaries were not
defined and still.



FIGURE 10 Administrative division of Libya in 2001 and 2006

Period: 2001-2011 Period: 2001-2011
26.24
13 13, -12
29 25 14 1

2001: the Country was organized into 32 Sha3biya 2006: the Country was reorganized into 22 Sha3biya

®  2014: the start of the elections process in municipali- FIGURE 11 List of Governorates (Sha3biya) in 2006
ties for the first term of office 2014-2018 had started.

©  From 2014-2018: 95 municipalities were elected (in
rounds) _

®  From 2014-2018: Number of municipalities has Cyrenaica
. T . 1 84,996 159,536
increased to be 116 municipalities according to offi- [ B 8459 |

2 Derna 31,511 163,351

cial Cabinet decrees. Out of which: Jabal al Akhdar 11,429 203,156
® 05 municipalities are still in the status of local 4 Marj Ll Jesee

11,372 670797

councils 6 Al Wahat 105,523 177,047

® 16 municipalities have appointed committees 433,611 50,104
Tripolitania

- Calsne | meso |30

lll. Concluding Remarks 9 Misrata 29,172 550,983

Co e | 6% | 432002

Given the previous, the following are some key conclud- 2666 L
afara
ing remarks: 13 Zawiya 2,753 290,993
Nugat al Khams 6,089 287,662
© Sub-national government system in Libya is not a ﬁ ’ 3'
newly invented system after 2011. The country has a Fezzan
long history that needs to be probably considered and 117410 32,342
. . . 18 Wadi al Shatii 97,160 78,532
the lessons learned must be articulated in the design m
of the current or any new system. 20 Wadi al Hayaa 31,485 76,858
® The severe rapid changes in the sub-national system 68,482 23,518

22  Murzug 356,306 78,621

over the past 70 years have hindered the establish- -_—

ment of a stable and functional sub-national govern-

ment system in Libya. Rather, it has contributed to the Source: Wikipedia
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creation of several institutions that have conflicting
mandates. This has become one of the key challenges
in the development the current local governance sys-
tem in Libya.

Although in many of the legislations that have been
analyzed in this paper, the purpose was clearly stated
and designed to create autonomous and decentral-
ized sub-national government institutions, the prac-
tice as well as the evolution on the ground has cre-
ated the opposite.

Current unbalanced capacities of municipalities are
influenced with the history of the system. For exam-
ple, municipalities which used to be former governor-
ates (Sh3biayt) or BPCs have their own municipal build-
ings, systems, and experienced staff. Unlike, the many
newly established municipalities in 2013.
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FIGURE 12 Selected Libya Municipalities

2011--Onward
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-iscal Architecture: A
_ibya Intergovernmental

Robert D. Ebel, Former Lead Economist for Local Public Finance, World Bank Institute
Zied Ouelhagi, Public Finance Management Specialist, World Bank

Purpose and Scope’

Demographic, economic, and institutional changes are con-
stantly occurring throughout the world (Wallace, 2015).
These forces define the “fiscal architecture” of countries—
the pressures on expenditures and revenue sources fac-
ing government officials worldwide. The concentration of
world population has moved from developed to develop-
ing economies, the distribution of income in most coun-
tries has become increasingly disparate, and some devel-
oping countries are witnessing unprecedented increases
in the percentage of elderly—others in the young. Popu-
lation and income growth, as well as changes in the age
distribution, economic base, and other factors imply pres-
sures for public expenditures that are different depending
on the type of demographic and economic change occur-
ring. At the same time, similar factors affect the capacity of
traditional revenue sources.

In the short run, many of these changes are beyond a
country’s control, but they cannot be ignored in the devel-
opment of an effective fiscal policy. In the long run, gov-
ernment policy may impact some of these economic and
demographic trends. At the same time, the institutional fac-
tors that govern a country and the technological changes

faced by all countries also affect fiscal policy—from short-
and long-term budgeting decisions to antipoverty policies
tointergovernmental fiscal relations. This is because the fis-
cal architecture of a country impacts its expenditure needs
and revenue-producing potential and establishes a frame-
work for developing polices that make“fiscal sense”and pro-
vide practical options. Fiscal architecture analysis looks at
the specific determinants of revenue capacity, expenditure

! The Fiscal architecture methodology was developed by Sally
Wallace (2003). This section on Purpose and Scope draws on Wal-
lace’s essay in the Encyclopedia of Taxation and Tax Policy (2005).
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needs, and policy options that are framed, and constrained,
by the trends. (Wallace, 2003, 2005)

A Way of Thinking

The purpose of this essay is to contribute to the LGF dis-
cussion by presenting a way-of-thinking about the ques-
tion of “what makes fiscal sense” for subnational govern-
ment (SNG)—provincial and local—as the country moves
ahead with its intergovernmental public sector reform dia-
logue. (Wallace, 2003).

There are two steps to a Fiscal Architecture exercise:

Identifying what we know about Libya's demographic,
economic and institutional current features and trend
over the next decades; and,

Understanding how these trends affect the choice of
potential revenue bases and expenditure programs
so that provincial and local policy can be designed
to capture the fiscal benefits and minimize the fiscal
costs of change.

Demographic characteristics comprise population and
population growth, age distribution, health status of the
population, household composition, fertility rates, and life
expectancy. Economic characteristics include both the struc-
ture of the economic base (urban and rural) and the com-
position of sectors (e.g., agriculture, services, and in Libya’s
case,"industry”dominated by a petroleum and petrochem-
ical sector). Institutions are defined in a much broader way
that one may typically attach to the term as on organization
or place. “Institutions” also refer to the practice of budget
execution and preparation and revenue administration as
well as the many social and rule-based systems that make
budget policies work, such as a system of postal addresses
for tax billing and collection; the technology for tracking
budget flows, and a range of tools and systems for holding
public officials accountable to their citizen-clients (UNECA,
2010). In addition, there are cultural-affected matters such
as the ease at which a census taker may be able to secure a
population’s cooperation to generate data that can be used
systematically to examine a variety of impacts of spending
and tax policy on business and households alike.
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The premise of the ‘Fiscal Architecture’ approach is as
straightforward as it is important—that a state’s fiscal
options are a function of the special nature and mix of its
people, how the people generate own-income and wealth,
and the institutions that society must take into account to
bring all of this together.

Given this premise, the task is to adopt “if-then” think-
ing along the lines that

ifbased on the best data available, one can make rea-
sonable statements about Libya's current and future
demographics, economic structure and institutional
arrangements,

then what can one say about what will make “fiscal
sense” for expenditure and tax policy?

Here, in brief, is a stylized way of illustrating this think-
ing framework (Table 1). Further detail and, along with that
detail, notes on the nuances of “fiscal sense”policy, are pro-
vided in Table 2, which is a core part of this essay.

Fiscal Architecture Findings At-A-Glance,
2020-2040

This section presents an At-A-Glance Summary of key find-
ings that flow from thinking how Libya’s Fiscal Architecture
will frame and constrain subnational government expen-
diture and revenue policy options.

Demographics. Libya's demographic profile reveals
both fiscal challenges and opportunities, with a tilt to
opportunities if the country can come to a political resolu-
tion of its current conflict and turn to the task of creating a
sustainable public intergovernmental sector.

One opportunity emerges from today’s age profile
datathat shows Libya having a population that with a high
degree of literacy and in the “worker” age group of 15-64
(Figure 1). This gives Libya a Total Dependency ratio of 49
percent, which is below the world average (Table 2). How-
ever, as Libya approaches the 2030s and 2040s the pop-
ulation begins to age, and correspondingly, its old age
dependency potential support ratio increases (Figure 2). As



lllustrations of Local Fiscal Architecture and Likely Expenditure and Tax Implications

External Reality Trend/Condition Spending Implications
Demographic: Age Workforce: Youth: schools, infrastructure of
distribution and family  disproportionately elderly ~ growth; For the 15-64 cohorts,
composition oryoung? continuing education. And, as society

ages, health, hospitals and access to
transportation.

Tax Implications

For the "end points” of youth and elderly,
charges on consumption (sales receipts,
excises, and non-tax fee and charge revenue).
As employment grows for the workforce age
group, taxes on personal income (e.g., wages).

Petroleum dominant for
now; but Libya must also
look ahead to complement
diversify to non-petroleum
sectors

Economic: Structure of
output mix

Subnational government (general as
well as special purpose) cooperation
with the center in building and
maintaining the physical infrastructure

General Business Activity taxation (e.g.,
receipts; in some countries provinces add

an own-surtax on a national value added
tax/ VAT—at central tax that Libya has yet

to adopt). Taxation of land and /or land and
buildings (for which there are many variants).
In some less developed regions SNGs turn to
presumptive taxation.

Institutional: State of
public records; data.

Many localities have no
property records; or they
are very old (census). The
LGF discussion revealed
that there are many
municipalities that lack the
basic tools and process to
prepare a budget.

General government, with high
emphasis on systems of public
administration/and public financial
management (e.g., Chart of Accounts;
operating and capital budgeting;
transparent and a merit based civil
service system). All such activities entail
research, training, and other capacity
building programs.

Key elements include the public administration
work of establishing SNG offices of local
revenue administration with functions that
include (i) a taxpayer identification process;

(i) revenue base estimation and assessment
procedures accompanied by a revenue
collection capacity; (iii) public accountability
reporting systems; and (iv) a judicial process for
taxpayer appeal

FIGURE 1 Population by Broad Age Groups in

Libya (%)

FIGURE 2 Old-age Dependency Ratio and Potential

Support Ratio in Libya
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noted in the introduction, these demographic trends tend
to be largely beyond a country’s ability to control (Wallace,
2005). But what a society can do is take steps to address
and adjust to these trends, which is where the public sector
reform strategy becomes a matter of critical importance.

Source: United Nations (2019¢), World Bank staff calculations, Quelhazi
(2021).

For Libya, the overarching reform task is to establish
a public financial management system that will allow it to
spend on sectors that foster labor productivity and pro-
mote income and wealth generation. A key part of this
task is a policy of central/subnational cooperation in the

Fiscal Architecture: A Libya Intergovernmental Perspective



provision of public services that are human capital build-

ing and workforce support focused, all of which if they are
to be efficiently provided, entail some degree of decentral-
ized governance. Here the sectors include education (all
levels, but with special emphasis on primary and second-
ary education), health, transportation, solid waste manage-
ment, and water supply and distribution. That that Libya is
aging (Figures 1 and 2) also calls for a spending on “post-
labor productivity”sectors that include components of the
elderly health care, access to transportation. And, just as the
service delivery function is intergovernmental, so, too, are
the revenue tools (Kopanyi, 11; Table 2).2

Libya’s Economic Structure

Libya's economy is heavily dependent on its hydrocarbon
sector that accounts for nearly all its export earnings, which,
in turn, largely pays for total public sector spending (Figures
3 and 4). The importance to Libya of the hydrocarbon sector
will continue for the short/medium term as the world energy
demand increases (IEA, 2019). This petro-economy depen-
denceis notonly reflected in Libya's GDP (Table 2), but also its
public finances. In 2019 revenues from the hydrocarbon sec-
toraccounted for 92.6 percent of total revenues net of a tem-
porary surge in foreign exchange fees (World Bank, July 2020).
However, several problems arise with such an unbal-
anced economy and public sector.? Three key problems
pertain to this discussion of the fiscal architecture and its
implications for the ongoing fiscal decentralization (inter-
governmental) dialogue. The first is the country’s heavy reli-
ance on receipts from the petroleum industry, which is a
highly volatile/unpredictable revenue source (World Bank,
2009). This reality undermines the central government’s
ability to carry out an effective macro stabilization policy,
which is a fundamental revenue-assignment function of
any central authority (Figure 5 and Ebel, 6; Alzahrani, 7; Lef-
fer-Franke, 8; Kopanyi, 11). A perverse outcome is that Lib-
ya's stabilization strategy largely comes down to a policy of
additional government employee hiring that resultsin a high
and ever increasing wage bill with the result that spending
on all other public functions is largely ignored(Figure 5).4
The second is that although the world will continue
to have a demand for fossil fuel energy sources in the next
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decade and, thus, the hydrocarbon industry will continue
to be of key importance to Libya, policymakers will be well-
advised to look to diversification of Libya's economic and
revenue base. This is because the demand for fossil fuels
consumption is expected to “slow markedly” over in the
next few years due to rising motor fuel efficiency along with
the transition to electric vehicles, and the growth of alter-
native energy sources (IEA, 2019). This trend toward a less
fossil dependency is especially relevant for Libya since its
export commodities (crude oil, refined petroleum products,
natural gas, chemicals) are largely to developed economies
(Italy, Germany France, China, Spain) that are not only likely
to be part of the new fuel efficiency era, but also that can
readily adapt to wind, water, and /or solar energy.

The third problem is that Libya’s fiscal imbalance
undermines the country’s ability to effectively not only build
the nation’s infrastructure that provides the foundation for
acountry’s future economic growth, but also to maintain its
current infrastructure. As Ouelhazi notes, Libya's expendi-
ture constrained public sector has led to a loss of its current
assets, resulting in shortages in electricity generation capac-
ity along with negative impacts for other services includ-
ing water and health services (Ouelhazi, forthcoming 2021).

A lesson to be derived from Libya’s current public
sector reform dialogue is that if Libya is to become fiscally
sustainable over time, there is a need, indeed an urgency,
to think inter-governmentally. Nearly all, if not all, of the
public services that promise to lay a foundation for future

2 The evolving theory of tax assignment—which type of govern-
ment is responsible for generating which type of revenue as a soci-
ety’s fiscal architecture changes—is discussed in Bahl and Bird
(2018). The status of, and options for, Libya are addressed in Law
No. 59/Article 51 and in this LGF, the papers by Ebel and Schaef-
fer (Paper 2), Kopanyi (11), Saed (18) and Werner (19).

3 At present Libya has two separate budgets managed by two
existing governments, The Government of National Accord
(GNA) in Tripoli/ West Libya continues to manage all revenues
and expenditures that existed before the current conflict that
started in April 2019, including paying for a substantial portion of
government wages and salaries of government employees. The
Interim Government (IG) operating in Benghazi (East Libya) man-
ages its own “extra spending” by generally financing with gov-
ernment bonds and treasury notes. (World Bank, Libya Economic
Monitor, July 2020.

4 The wage bill will account for 48 percent of GDP in 2020. Libya
Economic Monitor, May 2020.



Real GDP Growth in Libya (%)

FIGURE 3 Hydrocarbon Sector Share in GDP and

FIGURE 4 Value Added by Economic Activity in
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FIGURE 5 Total revenues do not cover wages and
salaries and social transfers (billion LYD)
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economic development are to some degree“polycentric’—
that s, they are such that to function efficiently will require
central and subnational coordination and cooperation.
Moreover, in order to finance and fund these services, sub-
national government will also require an intergovernmental

Source: United Nations (2019b), World Bank staff calculations (Ouelhazi
2021).

response (Schaeffer and Ouelhazi, 9; Kopanyi, 11; Catic, 14;
Saed, 18; Werner, 19).

Institutions. Making useful statements about the fis-
cal architecture reflects the best one knows about not only
demographic and economic features and trends, but also
about the set of institutional arrangements that can foster
or constrain a country ability to develop in a fiscally sustain-
able manner. For the most part, the knowledge development
papers in this LGF have focused on policy design. This has
been animportant activity. Knowledge base development—
and keeping that policy-oriented knowledge base current
as times change—is a necessary condition for any country
thatis intent on meeting its own set of sustainable develop-
ment goals.’ If governments make poor fiscal policy choices,
increasing fiscal imbalances will result, which, in turn, will not
only lead to adverse macroeconomic consequences and a
collapse of the social safety net, but also, potentially, conflict
(Figure 6). But, even if the policy is well-designed, to make it
all work requires accompanying systems of public financial
management/public administration (PFM).5 To paraphrase

5 https://www.un.org/sustainabledevelopment/sustainable-
development-goals/.
¢ Comments by Vito Tanzi in Allen, Hemming and Potter (2016).
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FIGURE 6 Key Fiscal Indicators and Public Debt in

Libya (% GDP)
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de Jantscher, public administration is public policy.” Integrat-
ing the Libyan intergovernmental policy dialogue with a
PFM practice is next on Libya’s public sector reform agenda.

Final Comment

Fiscal Architecture analysis is a key fiscal policy planning
tool for providing a way-of-thinking about the Libyan future
of intergovernmental finance. Given the robust body of pol-
icy research that has been generated in the past few years,
Libya is well positioned to take the next step of focusing on
becoming public administration and public financial man-
agement capable.

7 The comment by the IMF expert Milka Casanegra De Jantscher:
Tax Administration is Tax Policy. (Bird and de Jantscher, 1992).



LIBYA FISCAL ARCHITECTURE ILLUSTRATION

Illlustrations
Demographics
External Circumstances
Trend/Condition Policy Implications/Options
Demographic Expenditure Revenue
Population  0-14 years: 33.6% Pre-elementary schools, elementary, To capture spending of the youth and
Parameters  15-24 years: 15.2% secondary, vocational, and (maybe) other  elderly, user charges, retail sector sales and
25-54 years: 41.6 % post-secondary schools excise taxes
55-64 years: 5.6 %
65 years and over: 4.0 % Vocational training facilities, employment  Taxes on personal income (PIT)
agencies
Housing, healthcare
Total Dependency Ratio: (ratio of the  Emphasis on programs that will develop At present the total unemployment is 30%.
number of dependents aged zero to  social and educational human capital of But it is even worse for youth ages 15-14;
14 and over the age of 65 to the total  the 15-64 population cohort. Plus, public 41% male, 68 % female. This suggests
population aged 15 to 64). Libya is capital spending on local and/or what may
49.1% (compared to world average of  be poly-centric” physical infrastructure e | ow potential capacity personal
52.5) Algeria 52.7; Chad, 100.2; Egypt income tax (PIT) with, now, 2/5 of the
61.8; Japan, 64; Niger 112.6; Sudan Along with the spending on infrastructure: youth and most elderly out of the
83.7; Tunisia 45.6) design public sector systems (local, workforce. However, getting in place
regional and national) for Public Investment the framework for an income (e.g.,
Potential Support Ratio: the number ~ Management (PIM) basic wage) tested PIT is merited.
of people age 15-64 per one older e User charges—many options by type
person aged 65 or olderis 15.5 for of infrastructure.
Libya. Compare to Algeria, 11.2; Chad e |nclude gender budgeting
20.3; Egypt, 12.2; Japan 2.3; Niger 18.6
Population growth rate: 1.6% (65th  Examine reasons for low birth rate; Consumption charges
in world) implications for spending on health and
hospitals. Pre-natal care clinics
Birth rate:
17.5 births/1,000 population (106th);  Libya is ahead of many countries re: literacy.
Death rate:
3.6 deaths/1,000 population (295th)  This literacy success provides a foundation
to focus on school financing and funding of
Literacy: 91% literacy programs, and girls'education
e Female: 86%
e Male:97%
Spatial dis-  Different income distribution/ Infrastructure; e.g., water supply (regional)  Less developed areas: communal taxes;
tribution of  standard of living across regions and distribution (local). user charges, sales
population  (e.g., developed vs less developed Transportation network; housing Much depend the nature of the human
regions). Integration of immigrants capital that contributes to population

Libya is highly urban: 79% of the total
6.7 million population lives in urban
areas. At the 1.64 annual growth rate,
the population will increase 20%

by 2028. At current rate, 10-12% of
that growth will be attributable to
immigration

growth.

Infrastructure charges; explore PIT/wage
tax.

Tax on electricity consumption and other
utility services

(continued on next page)
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LIBYA FISCAL ARCHITECTURE ILLUSTRATION  (continued)
lllustrations
Demographics
External Circumstances
Trend/Condition Policy Implications/Options
Demographic Expenditure Revenue

90% of Libya lives along the
Mediterranean.

Interior is vastly underpopulated due
to the arid Libyan Desert climate and
lack of surface water. Less than 2%

of the land is suitable for growing
permanent crops.

High numbers of internally displaced
persons due to in conflict

Urban: The Matching Principle (tax
individuals and businesses who benefit
from local services) is key. But for the
Principle to work, services delivery must
be effective and transparent. E.g., pick
up the garbage. Note that many service
flows will overlap local jurisdictions; thus
explore intergovernmental cooperation
arrangements including special purpose
districts)

Rural development planning. Assess rural
infrastructure needs; e.g., transportation
and communications network; rural access
to improved water is on par with urban
(54%—55% of population, urban and rural).
Spend on general purpose government

Urban: Best chance at a (needed) mix of
revenue sources: real estate taxation—
commercial as well as residential; income
taxes, general and selected sales taxes,
general business activity tax, non-tax
revenues. Are presumptive taxes needed?

Rural: Hard to tax. User fees and charges.
Again, presumptive taxes. Simple land/
property tax (there are several tax base
valuation approaches that range from the
complex to simple to administer)

Demographics, Concluded

Trend/Conditions

Access to

improved

Services

1. Drinking
water

2. Sanitation
facilities

3. Children’s
health

4. Infant
mortality
rate

5. Electricity

1. 54% of the population (about the same % urban and rural) have access to a
water source. Not a good economic growth and development platform
2. About 95% of the population has access to sanitation facilities. This is a good

number.

3. 5.6% of children under the age of 5 years are underweight/undernourished
(86th out of 195 countries); Health spending is only 5 % of GDP—Libya ranks

143 out of 195 countries.

4. Libya infant mortality rate (10.8 per 1,000 live births) gives Libya a rank well
below world average; indeed near the low end: 143 of 195 countries.

5. The population coverage for electrification is high (99%). There also a need for
upgrading the system to avoid periodic service outages

Budget Implications/Options

1. Water: An intergovernmental /poly-
centric challenge:

e Water supply is a regional and/or
central competency. Distribution
is local

e User charges for financing and
funding

2. Central conditional grants for
financing, may or may not be
matching

3. Same as for water, but more local
than intergovernmental: user charges,
tax on real property in a manner that
serves as a benefits tax

Health Care service are, like physical
infrastructure, polycentric. E.g., local
clinics, regional hospitals. There is also a
national (central) interest, which leads
to a case for conditional central—local
transfer/grant

5. Tax/fee on electric utility service

Proceedings of the Libya Local Government Forum
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LIBYA FISCAL ARCHITECTURE ILLUSTRATION  (continued)

Illustrations

Gross Domestic Product Data (2016 est)
Aggregate GDP = LD 56 bn (USD 40 bn total); Libya is 107

of 195 countries

Per capita (PPP): LD per capita = LD 8,694 (USD 6,300n). Per

capita puts Libya 144 out of 195 countries.

e Composition of Libya GDP by Disposition of LD (2016

est)

* Imports:

Household consumption:
Government consumption:
Investment In Fixed Capital:
Inventories:

Net Exports:

Exports:

petrol products, chemicals)

products).

e Composition by Sector of Origin

e Agriculture:

e Industry: 38.2% (petroleum, petro chemicals,
textiles, handicrafts, cement, iron&
steel,)

® Services: 60.1%

citrus, peanuts, cattle)

32.7% (crude oil, natural gas; refined

42.5% (machinery & transport eq.
Semi- finished goods; food, consumer

1.7% (wheat , barley, olives, dates,

The Economy
Revenue Implications

Consumption based society, thus rely on consumption taxes and user fees

and

® Retail general sales

® Arange of consumer excises from products ranging from tobacco to
jewelry and motor vehicles to transient accommodations.

® User charges and fees

e Presumptive market taxes

General Business Taxation

e Agriculture: some potential in a real estate tax or income tax; also per
cattle head (though that may have s administrative problems due to
culture/owner distrust of government). Petroleum /local revenues.
Severance tax, tax on real property, environmental taxes, user charges for
off- site infrastructure financing and funding. All feasible with Libya's cost/
profit sharing regime
Petroleum: central source of unrestricted intergovernmental grants

® Goods and Services; Gross Receipts Tax (for now, no shared VAT since Libya
is not a VAT country). GRT will have to be apportioned by jurisdiction

Economic Structure: Spatial and Sector Considerations

Key Features

Expenditures: Core Activities

Revenue Policy and Administration

Urban Recognizing the often polycentric ~ Fundamental focus on SNG budget e Destination based business receipts
character of infrastructure and preparation and budget execution. taxes (apportioned)
other core public service delivery, Given the current absence of a middle/ e Real Estate/Property Tax /
focus on opportunities for regional tier of government, the focus is methodologies are available to
intergovernmental cooperation, on municipalities. This may begin with modernize real estate taxation.
which will often be among identifying “pilot” municipalities, thereby e Telephone, electricity and other utility
SNGs—options include local-to- requiring that the central government plays taxes and fees. Licenses and permits as
local contracting arrangements, a key role in local public administration. part of the user charge mix
and the establishment of joint/ For the central authority take on this task e Consumption taxes, fees and charges
special purpose service districts requires that the SNG and the center must
to complement general purpose newly learn to be intergovernmental.
government (which for some
services will require metropolitan
governance )

Rural Lack of access to markets; Basic Transaction fees; user charges—what is
infrastructure (water supply and the willingness to pay? Land taxation; real
distribution; roads, schools) property self-assessment. At some point

an agricultural income tax may be worth
exploring. However, this is not an tax-
wealth agricultural economy

Business Small and medium enterprises Technical Support (e.g., to set establish a Options similar to that illustrated in the

structure micro-business enterprise) bullet points above

(continued on next page)
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LIBYA FISCAL ARCHITECTURE ILLUSTRATION

(continued)

Illustrations

Economic Structure: Spatial and Sector Considerations

Rey Features

Emerging Potential retail sales market for

global sale of goods that bypasses the
conventional “street front"business?

Market-

place for 10% of Libyan residents are internet

destination  users

sales

Expenditures: Core Activities Revenue Policy and Administration

Central Government: Diversify the revenue
base, including adoption of a broad based
national consumption tax (e.g., VAT)

SNGs: plan to institute a broad based
destination sales tax regime that includes
sales/purchases over the internet and on
the use of digital technology to buy and
sell

Institutional and Organizational Capacity

to be Intergovernmental

Systems and Processes

Are Public Accountability Institutions in place?
Systems (includes rules and regulation) that

build the capacity of the central authority and
subnational governments alike to become
intergovernmental. (The related process of sorting
out intergovernmental functional and revenue
authority roles).

Illustrations

Mechanisms and tools to safeguard abuse of government authority: regular Census of
population and business; Financial Reporting (e.g., Comprehensive Annual Financial
Reports; documents to inform citizens of structure and impact of revenue policy,
including how a tax is designed and administered; land and land use records; codes
of conduct, taxpayer identification forms (and fees). Internal and external audit.
Independent budget analysis. Taxation: is there a taxpayer appeal process with
procedures that are transparent? Tax courts

What is the status of Social Accountability
Arrangements? Role of civil society (citizens
acting individually and collectively) to create and
participate in the process of governance.

Financial social accountability institutions and tools may be Constitutional and/or
statutory (e.g.,, mechanism allowing for voice and participation; process for public
hearings, participatory budgeting), administrative (citizen organized information
platforms/ awareness programs)

Communications infrastructure.

E.g., for purposes ranging from systems to facilitate revenue administration can
compliance to billing and collection—institutions ranging from IT systems to reliable
street/postal addresses.

Cultural. Traditions: values, modes, beliefs as the
frame the ways of citizens interacting with their
governments

E.g, what is a“tax”; structure of Census—is it finance administration compatible?
Self-assessment of tax may be an option. Budget policy in Traditional Authorities/
Governments.

Organizational Capacity

1. Sorting out of the expenditure and revenue “assignment” process; including systems
and process for intergovernmental service delivery and tax overlapping; establishing
indicators and fiscal rules relating to what will be required for a Libyan SNG to
become creditworthy.

2. Separate legal treatment of the Capital City

3. Intergovernmental role of (too many?) overlapping central ministries—e.g., MoF,
Planning, MoLG.

4. Recognizing that “local” physical infrastructure is often poly-centric (the flow of
infrastructure services crosses local jurisdictional boundaries), general purpose
government may (likely will have to be) supplemented with special purpose service
delivery districts (e.g., formal systems of metropolitan governance).

Sources: CIA World Factbook; Libya Economic Monitor, selected (monthly) issues. Other Libya Local Government Forum papers cited in text.
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PAPER 6

Sorting out Expenditure
Roles among Types of
Government: Universal
Principles and Local

Applications’

Robert D. Ebel, Former Lead Economist for Local Public Finance, World Bank Institute

l. Introduction: Purpose and Scope
Setting the Expenditure Role Context

The first and most politically challenging of the sequence of
four fundamental questions facing any intergovernmental
societyis the question of sorting out expenditure roles (“expen-
diture assignment), that is, determining which type/level of
government shall provide which set of public functions.?

The primacy of expenditure assignment lies in the
fact that it is the first step in the intergovernmental fis-
cal design sequence. Accordingly, it has profound implica-
tions for what will be a long term set of central/subnational
(SNG) political, economic and fiscal relationships in Libya.?
In public policy jargon, this concerns the fiscal aspects of
“power sharing” and “wealth sharing”.

Power sharing focuses on matters such as changing
the realignment of program responsibilities of central min-
istries and abolishing and/or creating a type of government.
As such it can entail a redefining of government employee
job descriptions and, in some cases, involve the relocation
of employees to other places.

Whereas the power arrangements will define the
variant, or as Lassoued has noted, the mix of variants of

! The theme of Universal Principles, Local Applications is devel-
oped by Bird (2000).

2 The other three questions relate to: revenue assignment and
mobilization; intergovernmental transfers; and subnational gov-
ernment borrowing and debt management. Bahl and Bird (2018);
Bird (1974).

3 Throughout this essay, the term subnational governments
(SNG) refers to provincial and local governments. A SNG may also
be a general purpose or special purpose district (for example, a
special district, or a joint service district).
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decentralization, wealth sharing takes on the issues of

economic and fiscal roles among governments within
a nation state. For example, during the Sudan Compre-
hensive Peace Consultations (2002-05), the wealth-shar-
ing protocol addressed all four of the fundamental inter-
governmental questions. It also dealt with banking and
finance (how to permit both Sharia and conventional insti-
tutions), as well as the fit between conventional and tra-
ditional (indigenous society) systems. (Jackson and Mar-
quette 2003; UNECA 2007).

For purposes of this paper, the focus will be only on the
topic of expenditure assignment. However, to say “only on”
belies theimportance of the topic. This is true for two reasons.

The first, as noted, expenditure assignment represents
the firstin the sequence of the four fundamental questions
facing any intergovernmental society. The level of subna-
tional (for example, local) government revenues required
cannot be established independent of expenditure needs. If
the process begins by fixing revenues and/or central to local
transfers, the correspondence between the economic effi-
ciency question of “who benefits and who pays” will be lost.*

The second is that sorting out the expenditure roles
among governments is the prelude to the topic of the effec-
tiveness of service delivery, which is a primary motivation
and for many countries. Indeed, it is the primary motiva-
tion for establishing a functioning system of subnational
(SNG) governance, (Saed 2019).> Although the bulk of a
country’s basic services are consumed locally, in many coun-
tries the expenditure and service delivery decisions have
been made centrally. The result has been a failed service
delivery system, a system that has failed especially for the
poor. (Ahmad and others 2005; World Bank 2004).°

Initial Considerations

Once a country has made the political decision to restruc-
ture its public sector, the question will arise as to how to
proceed when everything is a priority. For purposes of this
expenditure role discussion, there are four initial matters
for consideration.

1. Agreement on the Need for Public Sector Reform.The
first is to secure agreement on a political consensus
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that recognizes the role of subnational governmentin
delivering and paying for local public goods and ser-
vices. (Jelenic 2019).

For some countries, the starting point of the pub-
lic sector reform dialogue has been a “reaction from
below”against a system of central command and con-
trol (for example, Indonesia, Nepal and parts of the for-
mer Soviet Union.) For other countries, it is a reaction
to alegacy of colonialism (especially in Africa, the Mid-
dle East and South Asia).”

For those in conflict-affected states, some have
turned to decentralization as a strategy for achiev-
ing national cohesion. Examples include present-day
Somalia; recently. Bosnia-Herzegovina, Cambodia,
Indonesia, Nepal and Sierra Leone; and established
“advanced”nations, such as Belgium, Canada, Germany,
Spain, Switzerland.2 Then, there is also the activism of
a new generation that is tired of prolonged periods of
chronic slow growth and development and/or high
levels of corruption.®™

2. The Kornai Rule. The second is to recognize that a
change in government is not the same as a change in
a system, but merely one of the pre-conditions for it. A
change in a system is a process that will require a lon-
ger period of time and commitment (Kornai 1992). This

4 Bahl and Bird (2018). Chapter 5.

* Inthe literature, effectiveness refers to the quantity and quality
of services. This is different from efficiency.

¢ The World Bank’s Public Services Delivery Cluster Report
(2014) deals with the draft local administration law. It states explic-
itly that”...the centralization of power in Tripoli, which was effec-
tively a centralization of control over oil revenues, contributed
significantly to the problems in service delivery!” (Section 6, page
32). For discussion of investment planning and service delivery in
Libya, see Cactic, this Forum (2019).

7 Selected references: For Central and Eastern Europe: Bird, Ebel,
and Wallich (1995); Barati-Stec (2018); and for the Middle East and
North Africa: Tosun and Yilmaz (2009), UNECA (2010); for Indone-
sia: Indonesia MoF (2012) and for India (Rao 2007).

& Bird and Ebel (2007); Tosun and Yilmaz (2009); Bird and Vaillan-
court (2015).

° UNECA (2010).

Y Fisman and Gatti (2002) and Ivanyana and Shah (2011) con-
clude that there is a negative relationship between decentraliza-
tion and corruption. Rossello Villalonga (2017) focuses on Euro-
pean Union (EU) member states and finds that the centralization
of public goods might be more efficient (less corrupt) than decen-
tralized provision.



point is particularly relevant for Libya as it continues its

dialogue on determining the country’s intergovernmen-
tal fiscal arrangements. Intergovernmental systems are
always in transition (Bahl and Martinez Vazquez, 2006).
Understand the Fiscal Architecture: What Make “Fis-
cal Sense”? Third, demographic, economic, and insti-
tutional realities will frame what makes “fiscal sense”in
terms of the design of spending and revenue policies.
Accordingly, one of the policy pre-conditions to exam-
ining Libya’s expenditures (and tax, transfer, and bor-
rowing and debt arrangements), is to determine the fis-
cal architecture trends that are largely beyond national
as well as regional and municipal control (Ouelhazi
2018; Ouelhazi and Schaeffer 2019; Wallace 2003).
Demographic characteristics include population
size, age distribution, and health status of the pop-
ulation, household composition, fertility rates, and
life expectancy.
Economic characteristics consider the impor-
tance of trends for particular sectors. In Libya, this
includes not only its petroleum and energy sec-
tor, but also its non-fossil fuel sectors of services
and manufacturing.”
Institutional features include institutions in the
common use of the word, along with a system/
set of rules, regulations and data that accom-
pany budget preparation and execution. Institu-
tions also include the many social systems that
help to make budget polices work, such as a sys-
tem of postal addresses for tax billing and collec-
tion; technology tools such as computerization
for tracking budget flows; a telephone or website
where budgets can be found and whereby citizens
can learn, understand and access tax forms and
instructions; clarity about property rights and the
rights of different types of government; a range of
tools for holding public officials accountable to
their citizen-clients (for example, a Comprehen-
sive Annual Financial Report), and a judicial sys-
tem for dispute resolution among citizens and
between citizens and their governments (audit
and appeal mechanisms). There are also cultural
matters, such as the ease by which a census taker

may be able to secure a population’s cooperation
to generate data that can be systematically used to
inform spending and tax policy for businesses and
households alike, as well as the degree to which
there is a tradition of citizen voice and participa-
tion—whatever form that participation may take.

The nature of these trends varies not only
among nations, but also within a nation’s “sub-
national” region and its geographically smaller
jurisdictions (for example, municipalities). Thus,
the fiscal architecture for framing national,
regional and municipal expenditure policy will
vary accordingly. Moreover, the increasing glo-
balization of markets for products and services
further magnifies the importance of recognizing
these parameters, including the opportunities and
limitations they may place on policymakers (World
Bank 1999-2000).

4. Design and Implement: Fourth, a generalized
sequence for reform matters (Bahl and Martinez-
Vazquez, 2006). As Libya embarks on intergovernmen-
tal reform, it will face twin tasks of system design (first
generation decentralization) and implementation (sec-
ond generation decentralization).'>'? Libya is getting a
good start on the first task of design by developing a
knowledge base in support of a decentralization dia-
logue.™ Nonetheless, at this early stage, the sorting
out of expenditure (and revenue) roles is unsettled.
Whereas the decentralization model outlined in Law 59
(2012)“reflects an understanding of decentralization as

" Libya's energy sector (petroleum and petroleum products,
electricity) accounts for about 95 percent of export earnings and
nearly 99 percent of total government revenues. The gross domes-
tic product (GDP) composition by sector of origin is as follows:
industry, 38 percent (including petroleum, petrochemicals, tex-
tiles, handicrafts, cement iron and steel); services including con-
struction, 60 percent; and Agriculture, 2 percent. Ouelhazi (2018).
2For a review of the generations literature, see Zhang, forth-
coming, 2019.

3 For a set of core PFM/ budget guidelines, see Schaeffer (2015a;
2015b; 2015¢).

% For example, see Adam Smith International (2018); Bockenforde
and others (2013); Brookings Institution (2019); UNDP (2017);
World Bank (2014); Baifor (2019). Mediterranean Affairs also pro-
vides a bibliography of Libya decentralization references for 2012-
2018. http://mediterraneanaffaris.com.
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the restructuring of decision making and implementa-

tion responsibilities within the central administration, it
... leaves out a major part of the decentralization pro-
cess, [namely] the transfer of subnational responsibil-
ities and resources outside of the central administra-
tion ... (World Bank 2014, p. 24)."”

Addressing the Problem: Universal
Principles to Local Applications

Having recognized the need to address the matter of mak-
ing fiscal sense in a knowledge-based framework, the next
taskis to apply a set of universal principles that frame spend-
ing and revenue roles among governments. As the discus-
sion proceeds during this Forum and beyond, it will become
clearthat although there is no right or optimal answer to the
expenditure assignment question, the principles matter—
and matter very much. Among other things, the principles
serve as guidelines that will allow for the ruling out of vari-
ous options that will undercut the goal of developing an effi-
cientand sustainable public sector (local applications). More-
over, the specifics of what makes fiscal sense at one stage
in Libya’s intergovernmental arrangements may not—and,
indeed, most likely will not—be the best way to proceed at
another time as Libya'’s fiscal architecture changes.'

The focus of this paper addresses a key finding in the Lib-
yan case: although three types of general-purpose govern-
ments are acknowledged in Law 59 (central, middle tier,and
local tier), the jurisdictional boundaries have not yet been
defined. So too, the“demarcation criteria are not identified””
(World Bank 2014, p. v).

Accordingly, the purpose of this paper is to present the
spatial demarcation criteria for determining expenditure
roles. Although this essay includes several references to the
current Libyan decentralization dialogue, it is not intended
to provide specific recommendations. Rather, it will lay out a
way of thinking about which type of government does what.

This paper begins with a brief commentary regard-
ing two threshold topics that are often ignored in the
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expenditure assignment discussion. First, what justifies pub-
lic expenditures in the first place? Or, its converse, why not
let the private sector do all the spending? Second, what are
the forms that spending may take?

It then proceeds to address the following two topics
that will first frame the expenditure decentralization dia-
logue:

The first is to lay out the three fundamental functions
of any public sector system, whether it be unitary, fed-
eral or con-federal. In so doing, it makes the case that
decentralization is as much about forming an inter-
governmentally-capable central authority as it is about
local governance.

The second turns to a set of specific expenditure assign-
ment principles or guidelines for policymakers to
apply as they seek to determine the intergovernmen-
tal spending roles by type of government.

Having established both the broad and expenditure
role normative issues, this paper will then present two matri-
ces to illustrate the determination of expenditure roles
among governmental levels.

Matrix 1 provides a generalized look at the expendi-
ture on a sector-by-sector basis. For most service deliv-
ery sectors, all three types of governments as provided
for in Law 59 (2012) will have a role to play in making
local service delivery work.

In almost every sector, there is a case for a functional
overlapping of intergovernmental responsibilities. This
serves to highlight a key policy point: decentralization
need not be, indeed, ought not to be, about a coercive
central government vis-a-vis the subnational govern-
ment. Of course, there will be tensions regarding vari-
ous aspects of which government performs a particu-
lar function. However, fundamentally decentralization
is about a new and sustainable system of cooperation
among the various types of government.

>Law 59 addresses the jurisdiction of provinces/governorates
(Chapter 3) and municipalities (Chapter 4).
16 Bahl and Martinez-Vazquez (2006); Ouelhazi (2018).



However, because it is so general, Matrix 1 is just a

first step in the expenditure role story. When delving
into the service delivery details of a specific sector, the
sorting out question can become very complex. This
is where some of the central-subnational governmen-
tal tensions may arise. To illustrate this point as well as
to reach a better sense of sorting out the expenditure
roles among governments, Matrix 2 goes into further
details about the service delivery components. As such,
it helps to illustrate the complex nature for one sector,
namely, primary and secondary education.

This paper concludes with a set of comments and
presents a list of topics for further discussion regarding
expenditure management as the Libya decentralization
dialogue continues.

Public versus Private

The economically efficient society, that is, one that uses its
scarce economic resources of people, capital and land to
maximize total economic welfare, will have a mix of expen-
ditures on privately and publicly provided goods and ser-
vices (Samuelson 1954).” Therefore, a first topic that pub-
lic policymakers, central and local alike, must address is
the nature of that mix. Specifically, what makes one type
of spending a private sector function and another a pub-
lic responsibility?

The response to this provision question is based on
the concept of market failure—that is, the circumstances
whereby the private market mechanism thwarts the effi-
cient use of society’s scarce resources. It can include: (i) pure
public goods for which there is no rivalry in consumption
and for which exclusion from use is impossible; (i) the pres-
ence of negative and positive externalities; (iii), over-con-
sumption of common property resources; (iv), incomplete
markets; and (v) monopoly and monopsony power.'®

Itis also true that there can be government failure when
collective decisions undermine social welfare. For example,
this may involve the influence of organized rent seeking in
the form of the private sector’s use of public resources for

private gain; limited information; limited control over bureau-
cracies; and, elite capture of the electoral process.™

The often-blurry dividing line between public and pri-
vate functions has been adequately discussed elsewhere.
Thus, it needs no elaboration here. Suffice it to say that
this question of the proper role for public intervention is a
threshold question for central and local policymakers alike.

Three Forms of Spending

Governments utilize three mechanisms to carry out their
expenditure responsibilities: (1) functional spending made
through the budgetary process; (2) regulation of private
activities; and (3) tax expenditures. This paper focuses on
the functional spending.

Regulations are both complements to and substitutes
for functional spending. They typically involve mandat-
ing private agents to spend on tasks that the government
would otherwise carry out. For example, business firms
may be required to dispose of their solid waste according
to regulations. These are accompanied by fines for non-
compliance. Similarly, there can be regulations relating
to health and sanitation, environmental control, and land
use practices.

The use of such regulation to impose costs on house-
holds or firms cannot be justified on the basis that it reduces
budgetary government spending—or worse, as a technique
to hide the costs to society of governmental decisions. Reg-
ulation is appropriate if it is designed to internalize what
are appropriately private sector costs of production and/or
privately generated external costs to society as a whole.”

A third and much less transparent way of spending

is to use tax expenditures. Tax expenditures are revenue

7 As used here, the term efficiency refers to the public sector’s
role in promoting allocative efficiency, that is, the society’s use of
economic resources that produces the maximum level of output
using a given set of inputs. This concept of allocative efficiency is
distinct from that of technical service provider efficiency.

18 Stiglitz and Rosengard (2015).

19 Stiglitz and Rosengard (2015).

2 This includes a large literature. For a review, see: Stiglitz and
Rosengard (2015); and World Bank (1997).

2 Whenever one economic actor (a firm or individual) undertakes
an action that incurs a (net) added value or cost to another eco-
nomic actor, there is an externality. If these added values (positive
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losses resulting from provisions that grant special tax relief

designed to encourage certain kinds of taxpayer behavior
and/or to aid taxpayers in special circumstances. They may
take one of several forms. However, they can be hard to
measure. Also, because they tend to have a degree of per-
manency in law, they are not subject to the periodic budget
review required for good public financial management.??

There are three fundamental functions of the public sector
budget: (i) securing macroeconomic stabilization; (ii) adjust-
ing the overall distribution of income and wealth; and
(iii) commandeering (allocating) private resources for pub-
lic use (Musgrave 1959).

The first two public sector roles serve to emphasize
that for a well-designed system of intergovernmental
arrangements to work, a fiscally capable central authority
will need to play a key role.

Stabilization. In order to for a nation to maintain high
employment and price stability, there is a presumption
in favor of central governmental control.> This is true
for two reasons.

The first reason is economic. Unlike a central author-
ity, subnational governments cannot effectively establish
barriers to commerce or the flow products and factors
of production across their borders (trade flows, migra-
tion of people, and capital flows).?* Indeed, a necessary
feature for a nation state is a political system that main-
tains economic openness across subnational borders.

Thus, for example, local-only spending on an
employment program will likely attract job-seeking in-
migrants from other jurisdictions. If there are ample
job openings, then this is not an issue. However, if not,
then the local program will dampen the employment
effect for local residents with the result that the national
employment level may not change.” The same sort of
open economy dynamic applies when one subnational
jurisdiction goes it alone in trying to change price lev-
els (Vu, 2011).%8
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The second reason is fiscal. Because subnational
markets are so interrelated—again there are spending
and factor leakages across jurisdictional boundaries—
the responsibility for carrying out counter-cyclical fis-
cal and monetary policy rests with a central authority.
It is for this reason—that is, the financial leakages—
that an effective fiscal policy argues for central govern-
ment control of the main revenue instruments. This is
true for Libya which has a petroleum-based revenue
system that is highly exposed to international price
fluctuations.”” Another institutional reality of finan-
cial leakages is that the basic stabilization tool—con-
trol over the money supply—rests with an indepen-
dent central bank.

Distribution. For the same reason concerning the open
economy, the task of securing equity in the distribution

externalities) are not paid for by the recipient or net costs (neg-
ative externalities) are not paid for by the first actor, the result is
inefficient resource allocation.

2 There are four classifications: (i) exclusions, exemptions, and
deductions that reduce taxable income; (ii) preferential rates that
apply lower rates to part or all of a taxpayer’s income; (iii) credits
subtracted from taxes and ordinarily computed; and (iv) deferrals
of tax, which result from delayed recognition of income by allow-
ing deductions in the current year that are more properly attrib-
utable to a future year.

B This is also becoming the case across nations, thus calling for
international coordination of macro policies.

24 Aninteresting exception to the nation-state only rule—but one
that does not undermine the primacy of the role of a nation state
in stabilization policy—is Switzerland. It delegates the establish-
ment of a permanent residence to its 26 cantons. Dafflon (2007);
Linder (1994).

% There are two different stabilization issues: (i) whether the aggre-
gate fiscal position (taxes and spending) of the subnational sector
influences the overall national economy; and (ii) whether subna-
tional fiscal changes during economic recessions or expansions
might contribute to (pro-cyclical) or dampen (countercyclical) the
recession. For example, a subnational sector would be countercy-
clical if in economic expansions subnational governments would
tend to build up reserves, thereby dampening effective demand;
and, in recessions, it would tend to spend from reserves, thereby
minimizing the dampening effect.

% Examining Vietnam, Vu (2011) finds that expenditures on public
services can influence inter-provincial migration patterns through
a proper design of intergovernmental transfers.

¥ Yusser (2018). Libya's petroleum revenues are generated through
a cost-of-production/ profit-sharing regime. Thus, this is not a tax
instrument. The key/typical central tax is the Value-Added Tax
(VAT)/ General Services Tax (GST) that is used in 160 countries.
Libya is not one of these 160 countries. https://www.imf.org/exter-
nal/np/fad/tpaf/pages/vat.htm.



of income and wealth will largely be a central respon-

sibility.?® Again, an example to illustrate: a local gov-
ernment policy of pro-poor tax and expenditure enti-
tlements runs the risk of attracting the poor to the
jurisdiction. At the same time, it may provide an incen-
tive for high- and middle-income families to relocate to
another jurisdiction and/or for investors to move their
capital out of the redistributing district. Indeed, the
outcome of an aggressive local policy to redistribute
income and wealth may resultin a perverse equality—
everyone will be poor.To say this is not to argue against
SNG poverty alleviation policies, but simply to state
that in the context of this expenditure role discussion,
an effective policy must be national in scope. However,
even with the distribution responsibility being largely
a central function, a national-focused poverty allevia-
tion program can be expected to be highly intergov-
ernmental, whereby one type of government may act
as an implementation agent for another type of gov-
ernment (delegation).?

Efficiency. This leaves the efficiency argument, that is,
allocation policy as the raison d‘étre for a subnational
role.3® Allocation focuses on two topics: (i) the manner
in which the public sector intervenes in how an econ-
omy uses (allocates) its scarce resources by collectively
purchasing not only final goods, but also the services
of the factors of production (labor, capital and land);
and (i) the determination of which type or level of gov-
ernment shall be responsible for which purchases.?'

Principles for Assigning Expenditure
Responsibility

Onceitis decided that a set of goods and services are appro-
priate for public provision, the key question arises: which
government shall provide which set of goods and services?
This concerns the demarcation of subnational boundaries.

There are three distinct, but reinforcing, principles that
serve as a guide in answering this question. Each also has
a geographic, spatial character.

Benefit Area Principle. Functions should be assigned
to the type of government whose jurisdiction most

closely approximates the geographical area of bene-
fits provided by the function. Thus, if the spatial bene-
fits of a service are local, then the type of government
that spends on that service should also be local. In addi-
tion to this being a resource efficient outcome, there
is the added gain of local officials being held account-
able for the quantity and quality of services delivered
(Bahl and Bird 2017; World Bank 1995).
There are two further considerations that fall
under the benefit area principle:
Poly-centric services. A variety of infrastructure
modes cut across subnational jurisdictions, includ-
ing rural town-to-town and city-to city roadways;
water supply and development systems that bring
aquifer waters from the Sahara to the coastal cit-
ies, land and sea ports; and wetlands and soil rec-
lamation systems. Such infrastructure is inherently
“poly-centric” (Bird 1974; Bird and Slack 2017).
This poly-centric character of infrastruc-
ture expenditures calls for cooperation in service
delivery among different types of government.
This cooperation, which may be Central/SNG, or
SNG/SNG, includes not only cooperation in fund-
ing current services, but also in the downstream
functions of monitoring and evaluation.?? This
poly-centric feature also helps to make the effi-
ciency case for joint service council arrangements
(as Law 59 appears to permit), as well as metro-
politan and middle tier (for example, provincial/
governorate) expenditure role cooperation (Peteri
20073, 2007b).% There is also a role for a central

2 Bird and others (1995) make the case that due to the legacies
of acommand economy , the role of subnational governments in
countries that are in transition to a post-socialist system have a
broader role than the traditional model suggests in terms of dis-
tribution (social safety net) policy.

2 Arelated matter is the degree to which a directive for the SNG to
act as an agent is funded by the mandating unit of government.
3 Yilmaz, Viallancourt and Dafflon (2012).

31 The role of mobilization of a SNG's own-source revenues and
intergovernmental transfers for financing and funding a govern-
ment’s assigned expenditure role has yet to be addressed.

32\lu and Ebel (2016).

3 Law 59 of 2012, Chapter 3, Article 12f permits the Provincial
Councils to “conduct joint projects with other provinces or with
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authority, but it will be more on the financing side

of the capital budget than on the intergovernmen-
tal funding ledger of service delivery (Rendell, Ses-
sion 4; and Cactic, Session 6 of this Libya Forum).
Externalities/Spillovers. If an activity of one local
government has an important external effect
whereby its actions create added value (positive
externalities) or costs (negative externalities) for
individuals or businesses located in another juris-
diction, then the responsibilities for providing (or,
in the case of negative externalities, limiting or
compensating for) these services should be coor-
dinated in an intergovernmental fashion. Mech-
anisms for such intergovernmental cooperation
range from the establishment of provincial and/
or local joint project service delivery arrange-
ments to the establishment of governmental as
well as citizen-led coordinating bodies (for exam-
ple, provincial and local governmental associa-
tions, academic research institutions, and non-
governmental monitoring institutions).
Economies of Scale. Public goods and services should
be provided by the government that can best realize
economies of scale in the financing and provision of
goods and/or services. Economies of scale refer to the
unit (accounting) cost of production. For any good or
service, increasing the amount produced may result in
increasing, decreasing, or constant costs. Other things
being the same, the type of government that can deliver
agood or service at the lowest possible cost should pro-
vide that service. Economies of scale generally occur
when a capital-intensive enterprise can spread the
high cost of financing capital over a large number of
customers who share the service benefit area. Where
scale economies come into play, and in a very important
way, is in the financing of large infrastructure projects.3*
Expenditure Management. Functions should be
assigned to the government that can most effectively
manage that function.?® Specifically, subnational gov-
ernments should have adequate policy, planning, and
public financial management capacity to perform
their assigned functions, and they should be willing
to pursue intergovernmental policies for promoting
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inter-jurisdictional cooperation.** The notion that local
government may be better able than a regional or cen-
tral government to determine how a service is to be
organized or delivered is a key part of this manage-
ment principle. This can also help to ensure that best
practices can be identified through experimentation
and then adopted by other jurisdictions.’’”

The application of the principles put forward does not always
yield an unequivocal answer to the right pattern of expen-
diture assignment. For example, take the situation where all
the criteria work for SNG “A” to take the expenditure lead on
a given function. However, in a similarly (spatially) situated
“B", all the criteria for assignment are met except for one,
(for example, the ability to administratively manage expen-
ditures). Then what? The answer is that primary responsi-
bility for the expenditure role will go to “A", but that special
arrangements will have to be made for“B”. That is, there is a
case for asymmetry in how the spending function is sorted
out.“A”and “B" are treated differently. There are many other
such situations that lead to a system of asymmetrical decen-
tralization (Bird and Ebel 2007; Lassoued, 2019).

To take another illustration, consider the universal
principles when applied in the case of primary education. It
is not uncommon to see a report on decentralization pres-
ent a general assignment matrix according to whether a
function belongs to a central, intermediate (for example,
provincial), or local (for example, municipal) general pur-
pose government, and then assign primary education to

other local units or legal entities in the province with the consent
of the competent planning authorities, subject to the relevant pro-
visions of the law in force”.

3 Yilmaz and Ebel (2019).

% In the literature, effectiveness refers to the quantity and quality
of services. This is different from efficiency. Bahl and Bird (2008).
3¢ Morrell and Kopanyi (2014).

3 This criterion of effective management does not refer to the
notion of an “adequate” fiscal capacity, which is a separate topic
(Yilmaz, 2010). The question of fiscal capacity will be addressed
in the subsequent Forums depends on revenue assignment and
mobilization and intergovernmental transfers.



the subnational governments. Indeed, this paper provides
just this sort of presentation (Matrix 1).

At first glance, this makes a lot of sense—local schools
for local children. Why should a national or provincial
government have anything to say about schooling in a
municipality or village? For the most part, the answer is
that it either probably should not, or it should minimize
central involvement in the provision of primary educa-
tion services.

However, in taking a closer look at the components of
the delivery of primary education, the situation can become
quite complex. For a start, a nation or province as a whole
has a strong interest in a well-educated population. As
such, there is a broader benefit area than just the locality.
Indeed, when applying the guiding principles presented
above, primary education can be divided into several sub-
functions; for example, setting the curricula (which could
include a role for a national core curriculum supplemented
by local options); teacher certification (the center or prov-
ince may wish to set minimum standards); and staff hiring,
firing, and salary determination (local).

Similarly, consider public health and vaccinations
against diseases such as hepatitis, chicken pox, mumps,
along with the research for which there is no vaccine (for
example, leishmaniasis).?® Now the benefits and external-
ity arguments converge to make the case for a supra-local,
indeed, even global role.

Alternatively, consider a situation whereby the local
government has failed to maintain its water distribution
and sewage waste systems (which the conventional Matrix
1 depicts as a local matter) to the point that it is causingill-
nesses (for example, typhoid fever, amoebic dysentery). The
consequences now spill over to other communities in the
form of negative externalities (for example, contaminating
the rivers or groundwater). If the offending local govern-
ment does not act to address these costs, then a capable
regional and/or central intervention will be required—per-
haps even to the point of a take-over the management of
the local department of sanitation by some other authority.

What can be done when there is no clearly established
line in assigning a function? The European Union has for-
mulated a response, which is embodied in the Council of
Europe’s European Charter on Local Self Government. In

this case, there is a presumption in favor of having respon-

sibilities carried out by the authority that is “closest to the
citizen"* That is, a higher (central, regional) “level” of gov-
ernment should have a subsidiary role to the lower level of
government with respect to expenditure assignment. How-
ever, as is true for the European Union (EU), the answer to
whether the principle of subsidiarity works for Libya—now
or in the future—is that it depends. Specifically, it depends
upon a host of factors ranging from history (ancient and
recent) and timing, to culture and budget management
capacity (Matrices 1 and 2).

The two matrices bring together the elements of this dis-
cussion of the intergovernmental assignment of expendi-
ture responsibilities. Though illustrative, both are useful.
Matrix 1, which presents the conventional expenditure
assignment matrix that is found in many country studies,
has the merit of providing policymakers with a framework
for initially thinking through expenditure assignment vis-
a-vis the guiding principles.

However, as noted, it quickly becomes clear that in tak-
ing a closer look at the delivery of a service as complex as
primary education, it is not possible to think in terms of a
single function that calls for a single jurisdictional assign-
ment. Rather, it should be viewed as a set of several differ-
ent functions that come together as complementary and/
or concurrent intergovernmental competencies.

Matrix 2 addresses this point of complexity. Again,
using the illustration of primary education, it reveals the
intergovernmental nature of the service (Gershberg 2006;
2016). For purposes of thisillustration, Matrix 2 provides four
groups of competencies (though other groupings are cer-
tainly possible): (i) organization of instruction (for example,
which students shall attend which schools, instruction time,
and teaching methods); (i) personnel management (the crit-
ical issues of civil service arrangements with respect to hir-
ing, firing and credentialing); (iii) planning and structure (the

%8 World Health Organization (2011).

3 European Charter of Local Self Government, Article 4, paragraph
32. For a method to measure “closest” see lvanyana and Shah
(2012).
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number and types of schools, curriculum and content); and

(iv) financing (including matters of budget process and exe-
cution). As with Matrix 1, Matrix 2 adopts the Libya model of
decentralized governance for three types of governments:
central, regional, and local. However, Matrix 2 adds a school
category, which may be viewed as either a further type of
local government (devolution) or as a service provider that
acts as an agent to one of the three forms of governments
(deconcentration, delegation).*

This paper offers several messages:

The matter of expenditure assignment is the first step in
addressing a sequence of overarching and fundamen-
tal policy questions facing Libya as it undertakes inter-
governmental reform. It is also the prelude to further
examination of the relationship between public provi-
sion and agent/provider of the service delivery function.
Thereis a set of universal principles that deals with the
expenditure assignment question in pursuit of an effi-
cient allocation of resources.

Thereis no best expenditure assignment matrix. More-
over, if such a matrix were available today, that assign-
ment pattern would likely change as the country’s fis-
cal architecture changes.

Although no country attains the perfect decentraliza-
tion assignment, if policymakers ignore the expendi-
turerole guidelines, countries will move down aninef-
ficient resource path, resulting in slowed economic
growth and development.*!

The recognition and implementation of a technically
sensible set of universal principles also recognizes that
local applications will need to fit the country’s unique
circumstances, such as a country’s fiscal architecture. As
Lassoued (this Forum) notes in her overview of the vari-
ants of decentralization:“No one size fits all" Indeed, Lib-
ya's diverse fiscal architecture argues for policymakers to
take a close look at the merits of asymmetrical decentral-
ization, whereby addressing and implementing decen-
tralization will not occur evenly in the same manner
within the country (Bird and Ebel 2007: Congleton 2006).
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Unfinished Business: Expenditure
Management,* the Service Delivery
Process,*® Accountability*

Several other expenditure role-related questions have yet
to be explored as Libya sorts out its intergovernmental fis-
cal system. These include the following questions:

How do the universal expenditure assignment guide-
lines apply to the various service sectors?*

Once a task has been decentralized to a provincial and/
or local authority, does that authority come with a suf-
ficient degree of expenditure autonomy to carry out its
assigned responsibility? In this regard, to be decentral-
ized is not the same as having the budget autonomy
to deliver (and pay for) local service delivery. (Annex 1)
Who decides how much money is to be spent on an
assigned activity?

How is expenditure need measured?

Where and how does performance of the service deliv-
ery provider (which may be public, private, or a public-
private partnership) determine the success of a decen-
tralization program?¥

40 Thereis a distinction between public provision, which is financed
and funded by a government (thus, making it public) and the pro-
vider of a delivery of a service that may be governmental or non-
governmental in nature. (Ahmad 2005; World Bank 2004).

41 For a review of the results literature, see Bahl and Bird (2018),
Chapter 2; Martinez-Vazquez, Lago-Pemas and Sacchi (2015).

42 Bahl and Bird (2018); and Morell and Kopanyi (2016).

4 Ahmad and others (2005); World Bank (2004).

4 McNeil and Malena (2010); UNECA (2010).

4 This paper has focused largely on the expenditure roles among
general purpose governments with a nod to the merits of special
purpose (e.g., joint service) service delivery arrangements. But,
once these decisions have been made there remains the matter
that the universal principles will apply differently to different sec-
tors. How the local application of the universal principles apply
to health and sanitation may not be, indeed probably will not be,
the same for other sectors such as transportation and education
(Ouelhazi, 2019).

“ For a forthcoming review of country practices in measuring
expenditure need as well as revenue capacity see Yilmaz and
Zahir 2020)

“Inaclassic study on Uganda, Reinikka and Svensson (2001) found
that the share of non-salary spending on primary education that
actually reached primary schools was 13 percent. In Bangladesh,
the absenteeism rate for doctors in primary health centers was 74
percent (Chaudhury and Hammer 2003).



Regarding the highly intergovernmental (poly-cen-
tric) technical nature of infrastructure services, which
type(s) of government is/are responsible for (i) financ-
ing the stock of capital expenditures (capital budget-
ing), and/or (ii) funding current infrastructure services
(operations and maintenance expenditure budget-
ing)? (Cactic, Rendell, and Schaeffer & Ouelhazi, this
forum, 2019)

Which institutions are required to monitor, evaluate
and audit delivery public services?

Which institutions provide for political and social
accountability? (UNECA 2010).

How do policymakers and practitioners define, iden-
tify and implement (or oversee the implementation
of) the different facets of intergovernmental local
capacity building?

Final Comments:

This discussion and the accompanying expenditure
assignment matrices implicitly assume that the Lib-
yan intergovernmental reform task is fundamentally
about decentralizing—whether deconcentrating with
authority, delegating or devolving, or some mix of all
three”Ds" That is, it assumes that there is a competent
and capable Libyan central authority. (Alzahrani, 2019;
Biafor 2019). If this is not the case—that is, if the cen-
ter cannot become capable of its role in effectively and
efficiently delivering local public services in an inter-
governmental manner—then an argument can be
made for a city-first strategy. For Libya to adopt a city-
first strategy would not be a radical departure given
the realities on the ground today. Citing the Palermo

International Conference (November 12-13, 2018),
Biafor (2019) concludes that “the future for Libya sta-
bilization could only be pursued by a merger between

top-down and bottom-up approaches that recognize
the need for local authorities to take a major role in gov-
ernance...in order to accomplish an effective decen-
tralization..." A similar argument for a city-based strat-
egy for rebuilding Libya is presented by the Brookings
Institution (2019).484°

A country in the throes of civil unrest, indeed, even
civil war, should not delay the discussions and the
accompanying research regarding both the power
and wealth-sharing aspects of public sector reform.
Even in the face of conflict, it is important to continue
a policy dialogue and build the public financial man-
agement knowledge base so that when the politics on
the ground are right, policymakers and citizens can act
in a knowledge-based and informed manner.

“ The Libyan central authority will still have an important role to
play in developing a transparent, formula-based mechanism for
distributing petroleum revenues to the SNGs.

4 Libya is not alone in facing this problem of determining which
level of government should take the lead in a conflict-affected
society, that is, whether it should be top-down or bottom-up.
There are examples for which there is a SNG-lead, including those
countries that are (i) intergovernmentally well developed and sta-
ble (for example, Switzerland, the United Arab Emirates, and the
United States); (i) emerging but have weak central authorities.
They are learning from their already established subnational gov-
ernments as models (for the new Federal Government of Somalia,
FGS: Puntland and Somaliland); and (iii) functioning as a confed-
eration (Bosnia and Herzegovina). In the late 1990s, the post-Oslo
Palestinian local governments had capable public financial man-
agers in both the West Bank and Gaza municipalities. However,
that capacity was systematically dismantled by Israel following
the Al-Agsa uprising (Intifada) in September 2000.
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Intergovernmental Assignment of Major Sector Functions among Types of Governments —
A First Glance

Expenditure/Service Function

Defense, foreign affairs, trade

Primary Lead

Rationale for Assignment and Comments

Benefit and costs are national in scope.

Post and telegraph; census

Scale economies. Benefits are national in scope. However, there is also
an important regional /local role for “own” data collection.

Monetary policy, currency, banking; fiscal
policy

The institutional reality is that the center must control the central bank
or currency board. Benefits of monetary stability are national in scope.

Water and airports

CRL

Port authorities may be joint service delivery units, central/ SNG or one
among other SNGs. There are numerous examples of sub-central units
managing ports. National coordination is also needed at the national
entry point, for example, for national security and customs control.

Transfer payments to persons (pensions, large
anti-poverty programs)

Redistribution. In many countries, emergency safety net programs are
local and may reflect local preferences.

Immigration control

SNGs are open economies; it is the national border where the flow

of factors and commaodities are best controlled. Thus, this is a typical
central matter. However, there are exceptions of practice: Switzerland
Cantons (regional/intermediate governments) and UAE Emirates have
control of decisions about immigration.

Environment: General

CRL

Economies of scale suggest that the center is responsible for activities
such as geological surveys and ensuring clean air and water. However,
the benefits and preferences arguments suggest a regional or even
local role for activities such as irrigation and land reclamation. In

the case of deterioration of a local environment due to petroleum
extraction or mineral mining, the goal is to internalize the costs of
clean-up/control to the extraction or mining operations. This will
require regulation and taxation by L, R.and C.

Environment: combatting, adjusting to
climate change

Libya has 1,100 miles of Mediterranean coastline. The costs of
adaptation are unknown. Combatting and adapting change will require
a central lead along with significant intergovernmental cooperation.

Land use planning, zoning, and licensing

This depends on the benefits area. However, the principle is that
community land use planning is a local affair. Examples include
regulation of buildings, residential occupancy permits; managing
municipal property, fairs and local markets.

Capital investment planning

RL

Except for very large infrastructure projects having significant
economies of scale and/or national benefits, the capital investment
decision is an appropriate subnational responsibility (benefit area).

Primary and secondary education, literacy

CRL

See Matrix 2.

Health: dispensaries and local hospitals

R L

The benefits argue for a presumption of local engagement. However,
there may be a regional role (economies of scale)

Community fire protection

R L

Primarily local benefits. Fire services are a local responsibility (and in
some countries, there may be some degree of private provision).

Community policing

Applying the benefits rule, there is a core case for local control. Thus,
the "L’ However, there is also a case for special policing for provincial or
central activities (for example, for inter-municipal and inter-provincial
highway control) and information sharing.

Water supply and distribution

CR L

Water supply typically has a national (thus “C") and/or regional character
(watersheds that cross municipal boundaries); however, the responsibility
for connecting water to homes and businesses has a large local/municipal
character (benefits, preferences, management). The distribution of the
supply to local homes or businesses is a local matter (although, here too,
the practice may be asymmetric; for example, rural areas may turn to “R"or
“C"). Special purpose districts are common in many countries.
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Intergovernmental Assignment of Major Sector Functions among Types of Governments —
A First Glance (continued)

Expenditure/Service Function Primary Lead  Rationale for Assignment and Comments

Parks and recreation CRL Primarily local responsibility (C, R); but some heritage parks may be national.
Roads (inter-provincial) C Internal common market.
Local roads and streets L The benefit are is local; thus both construction finance and funding

operations and maintenance are a local responsibility.

Note: C = central; L= local (for example, municipal, special district, counties, towns and townships, villages, settlements); R = regional or intermediate tier
of government (for example, a province) that is sub-central and yet overlaps with municipal/local/village boundaries. SNG refers to the set of subnational
(provincial, local) governments. See also Yilmaz (2010).

Expenditure Assignment and Service Delivery Complexity among Governments:
The Case of Primary Education

Lead/Joint
Responsibility

Decision
Category

Principles for the

Function/Component Assignment Comments

Organization of
instruction

Personnel
management

Which school shall children
attend?

Instruction time

Choice of textbooks and how
to buy them

How to group students for
learning

Teaching methods

Assessing student work

Teaching techniques

Hiring /firing the principal and
the teaching staff

Fixing of teacher salary scales

Duties of service for teachers
and staff

LS B, H, Mgt

R L H, Mgt

S,LLR H, Mgt, Es

S B, H, Mgt.

S R H, Mgt, Es

S,RC Mat.

S. Mgt, H,

S L B, Mgt

S, L B, Mgt, H

S L B, Mgt, H

India, Jordan, the Philippines, Thailand, the
United Kingdom and the United States.
As with many of these assignments, there
are central/SNG mechanisms for policy
consultation and coordination.

Developed countries typically devolve this
decision to the school or local government.

Economies of scale (in purchasing) for a core
curriculum argue for provincial (or perhaps
for a small country, even central) role in
textbook selection and purchasing.

School typical in developing and developed
countries.

School typical; however, India is the
intermediate case. Training may be provincial
or central, as well as school and local.

School typical; India intermediate case;
Jordan central. Standardized testing also may
be a private sector function

“S"in many developing and developed
countries; India is intermediate, and Jordan is“C".

A pattern emerges: countries with a tight
unitary history will opt for central control
(France, Jordan, Malaysia, Thailand and
Turkey). Loose unitary countries tend to

be more SNG-oriented (the Netherlands,
Sweden). Federal and con-federal countries
allocate control to“L. Whether it is general
purpose L or special district S may be a local
decision (United States).

A golden devolution rule is for school / local
control (Chile, Finland, Sweden, and the
United States); yet typically this is a central
matter in many developing countries.
Intermediate countries include Argentina,
Denmark, India, and Spain.

This is a similar pattern as for setting salary
scales.

(continued on next page)
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Expenditure Assignment and Service Delivery Complexity among Governments:
The Case of Primary Education

Decision Lead/Joint Principles for the

Category Function/Component Responsibility Assignment Comments

Personnel Career planning for principals S, L B, Mgt Some countries allocate this function to the

management and teachers center.

continued, o ) . ) o

( ) Credentialing of teachers R LS B Typically, this is central or intermediate in
developing countries. It is also central in
some developed countries (Ireland, New
Zealand). The US is local and intermediate.

Planning and Creation/closure of a school L, may have over- B, Mgt, Es Consultation with the S system is important;

structures laps for R in developing countries, this is often a central
or intermediate function (Austria, India, and
Turkey).

Curriculum and content S,L, some core B L: China, Denmark, Jordan, and Turkey.

courses @ R, C S: Chile, Sweden, Spain, the UK and the US.

Integrating boys and girls edu- C B This is about equal (or intentionally unequal)

cation access. If the center opts for unequal access,
a national benefits case can be made for
a provincial or local authority to expand
options for equal access.

Setting graduation standards LR B, Mgt. Though local is some places (Thailand, UK/
Scotland, US), the typical case is P or C.

Financing Current versus capital budget SLR Mat, B The working guideline is that the expenditure
planning role principles apply to operating as well as
capital budgeting responsibilities. However,
regarding financing and funding, the twin
considerations of vertical and horizontal
imbalances come into play. For further
discussion, see the literature on fiscal transfers.

Funding to schools for cost L Mgt. The practice reflects the twin (and interrelated)

sharing of teaching staff sal- issue of who pays. If the local and school

aries systems are tax and transfer dependent on the

) rovince, then the province will generally be
Allocations for other current LR Magt. H, B, Ex P the pro 9 y
spending in control. Until localities have and then use
P their authority to mobilize significant own-
source revenues, then the center or province
will control this local decision.

Budgeting for capital improve- S L Mgt. B, H, Developed countries are typically S, L;

ments developing countries typically are central or
intermediate.

Whether to set school fees S L Mat, H, This matter must be integrated with the
broader issue of the intergovernmental
grants.

How to pay for off-site infra- LR Ex, Es Externalities argue for government above the

structure school system

Note: C= Central; L= Local (for example, municipal); P= Provincial (intermediate or middle tier); R= Regional, S= School. Technical Principles: Benefits (B),
Heterogeneous Preferences (H); Existence of Economies of Scale (Es), Presence of Externalities (Ex), Management Capacity (Mgt). This matrix expands on
Gershberg, 2006 and 2016.
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Factors Influencing the
Degree of Autonomy

Broad control over policy

Civil service

Standards setting and
regulation

Administration

Monitoring and evaluation

Description of the
Factor

Type of government that sets
the main policy guidelines
for a service (for example,
free primary education as a
national policy).

Control over the level of the
wage bill and decisions with
respect to hiring, promotion
and firing.

Government that sets

the standards for the
composition of local public
services and the regulations
that may accompany SNG
spending programs.

Administration of service
delivery on a day-to-day
basis.

Government that monitors
and evaluates SNG
performance.

Central Control and Low Degree
of Fiscal Autonomy

Center makes or has final control over
the local budget, and/or can override
the provisions of the local budget.

Center determines (perhaps through
negotiation) the level and structure of
civil servant salaries and the conditions
of employment.

(i) Central standardization imposed in
circumstances where there are no clear
spillovers. Which unit of government
sets the standards? (For example, this
could involve national tests of teacher
certification that may be justified for
their externalities; land use zoning and
building codes all fail the externalities
test and are typically local). (i) Lack of
consultation when there are external
effects.

Mandating of internal administrative
organization and day-to-day

expenditure management (for example,

procurement practices).

The center has an appropriate and

important role in monitoring fiscal flows

(spending and revenues). However,
monitoring shall not be confused with
control.

High Degree of Subnational
Fiscal Autonomy

Clearly delineated assignment

of functions; SNG controls its

own budget process and budget
execution institutions (accounting
systems, treasury operations, internal
and external audit).

Local control over civil servants
who are engaged in the delivery
of local public goods and services.
This includes agreements and
settlements on wages and
employment conditions.

Local control consistent with
compliance with the law,
constitutional principles and
international standards of human
rights.

Local authorities determine

their own internal administrative
structures in order to adapt them
to local needs and ensure effective
management.

Clarity in revenue and expenditure
assignments is achieved and the
responsibility to report fiscal flows,
including flows from external
(foreign) sources, is accepted and
practiced.

Source: Author.
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PAPER 7

Managing Decentraliged

Expenditures: The

Deconcentration Variant

Hussam Algahrani, Senior Governance Specialist, World Bank

l. Introduction

Over the past ten years, several governments in the Middle
East and North Africa (MENA) region, including Libya, have
engaged in dialogue regarding the merits of fiscal decen-
tralization as a strategy to improve service delivery. Decen-
tralization can be categorized according to three differ-
ent variants: devolution, deconcentration, and delegation.

Deconcentration refers to the redistribution of author-
ity, responsibility and financial resources among different
ministries of the central government, up to and including
the creation of moderately autonomous field administra-
tions and agencies. The ultimate decision-making power
rests with the center.

Deconcentration with authority implies that central
intergovernmental branches can make some independent
decisions. Deconcentration without authority requires that
all major fiscal decisions are approved by the center. This
paper focuses on the variant of deconcentration without
authority, with special attention to the expenditure side of
the public sector budget.

This paper is organized into three sections: (1) setting
the macro-fiscal policy framework; (2) budget management
(preparation and execution); and (3) fiscal accountability. It
concludes with some comments bridging these three key
activities together.

Il. Macro-fiscal Policy

The first step of the expenditure journey is to establish a
comprehensive and long-term planning and budgeting
process that takes into consideration the needs of all types
of governmental jurisdictions: the center, the provincial and
the local (for example, cities). With deconcentration, this
macro-fiscal role belongs to the central government. Hav-
ing established its macro-fiscal objectives and recognizing
its current and capital spending needs and fiscal space, the
central government is also charged with developing a 3-5-
year Medium-Term Expenditure Framework (MTEF).
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A MTEF outlines the governmental spending that con-

tributes to fiscal discipline and effective resource alloca-
tion, as well as to achieving the objectives of the nation’s
development plan and vision. The MTEF also provides a set
of guidelines for budgeting across sectors in a transparent
and accountable way (Box 1).

Effective budget management, including the two main pil-
lars of budget preparation and execution, is key to aligning
expenditures with MTEF's targets and development objec-
tives. At the same time, it also helps to fairly distribute pub-
lic goods and services across all subnational (intermedi-
ate, intergovernmental) units. The intergovernmental level
refers to the intermediate tier in the budget management
process (for example, the provincial branches).

Budget Preparation

The budget preparation process may be top-down
whereby the central government begins by setting the
annual revenue and expenditure ceilings. Alternatively,
it may be down-top, in which case the line ministries esti-
mate their expenditures for the upcoming fiscal years and
transmit these estimates to the Ministry of Finance (MoF).
More typically, there may be a mix of both top-down and
down-top approaches. Whatever the process may be, the
common objective is for the central government to ensure
that public revenues are appropriately distributed across
line ministries and agencies in a manner consistent with
the MTEF.

In adopting a MTEF, the top-down preparation simul-
taneously addresses compliance with macro-fiscal pol-
icy and the creation of a fiscal space consistent with the
national development objectives. The MoF first deter-
mines the annual aggregate budget ceilings and then
moves to the intergovernmental level. Each spending min-
istry/agency then distributes its allocated budget over its
planned capital projects and operating programs in a man-
ner that ensures equitable delivery of services to all inter-
mediate (intergovernmental) entities (provinces and cit-
ies). (See Annex 1).
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Drawing on the example of Saudi Arabia, a decon-
centrated budget management flow chart is presented in
Annex 2. The process shows nine functional sectors that
cover several line ministries and agencies that, to a large
extent, share mutual objectives. The central spending sec-
tor deals with specific projects and programs (for example,
a giga-project or public subsidy). To ensure the efficiency
of the fiscal regime, each annual budget is prepared and
integrated into the MTEF (Box 2).

Assignificant part of budget preparation lies in address-
ing requests for new capital projects and operating pro-
grams. Taking into consideration the nation’s development
objectives, the intergovernmental entity is responsible for
planning its projects and programs consistent with achiev-
ing the center’s priorities and objectives. They then trans-
mit those plans to the center. In this regard, the MoF role
can be thought of as a convening and management unit
for a joint/intergovernmental system tasked with drafting
the central government’s financial plan.

During the fiscal year, some entities may need additional
funding to meet their obligations and aspirations. These enti-
ties will be required to present their supplemental requests,
including a rationale, along with expense justifications to
the central government. Any such adjustments are subject
to the MTEF and the available fiscal space of the country.

Budget Execution

The budget execution phase begins once the final bud-
get has satisfied the legislative rules and met with cabinet
approval. The central government will then announce the
budget law and circulate it to all line ministries and agen-
cies along with the budget execution instructions. Impor-
tantly, the execution instructions highlight the expendi-
ture rules, controls, and assignments. Spending ministries,
in turn, distribute their allocated budgets to their provin-
cial branches to carry out their operations.

The provincial branches are responsible and held
accountable for their spending and contracting, including
the way in which they deliver services, which should be in a
manner consistent with achieving the development objec-
tives. The bidding process is mainly centralized by the line
ministries in order to ensure transparency and accountability.



Box1 Medium-term Expenditure
Framework Benefits: Budget
Quality and Credibility

Budget realism. The revenues that the government can
reasonably expect to collect and the new borrowing that it
can safely undertake should place an upper limit on spending.
Spending driven by medium-term sector strategies. Rather
than preparing an annual budget by making incremental
changes to current programs, determining priorities based
on the latest political imperative, and budget-ing separately
for capital and current expenditures, resource allocation
should reflect an assessment of priorities within and
between sectors based on agreed objectives and policies.

Spending agencies with a voice. Instead of focusing
primarily on compli—ance with expenditure controls, the
ministries, departments, and other spending agencies
should have significant input into the design of sector
strategies. This would include some flexibility in managing
their resources to pursue sector objectives and implement
sector policies efficiently.

Box 2 AnIntegrated MTEF and the

Budget Preparation Process

9-12 months before the new fiscal year

Cabinet and spending agencies establish national and
sector strategic priorities.

The MoF, in consultation with other economic agencies,
develops the macro-fiscal framework and determines the
MTEF's resources. These will be based on the previous year’s
MTEF and high-level fiscal targets and rules.

Spending agencies cost their existing and new programs.
The MoF prepares a medium-term budget strategy paper
and budget or MTEF guidelines that include provisional
expenditure ceilings.

6-9 months before the new fiscal year

The cabinet reviews and endorses the medium-term
budget strategy paper and provisional ceilings.

The budget strategy paper is submitted to Parliament for
information.

Budget and MTEF guidelines are circulated to the spending
agencies.

Budgets containing multi-year spending allocations. To
the extent possible, spending agencies should have a
predictable resource envelope to ensure effective decision
making, which is lacking when budgeting involves annual
negotiations over incremental resources. With a MTEF,
spending agencies have reasonable assurance about the
resources they are likely to receive over the medium term.
Budget funding linked more closely to results. A shift in
focus from control of inputs to flexibility in the mix of
inputs to produce specific outputs and outcomes allows
for greater emphasis on allocating resources according to
the results achieved by spending programs. It also provides
more discretion over the choice of inputs used to achieve
particular results.

Greater fiscal transparency and accountability. MTEFs
provide a clear-cut mechanism for monitoring government
performance against approved plans, which makes it
easier to hold governments account—able for their choice
of fiscal policies.

Source: World Bank (2013).

Spending agencies prepare their budget and MTEF
submissions, considering sector strategies, program costs,
and proposed ceilings.

3-6 months before the new fiscal year

The MoF reviews the submissions of spending agencies,
and hearings are held between the MoF and spending
agencies to resolve any technical differences.

The cabinetis consulted about policy differences and other
issues that could require a significant reallocation of budget
resources across spending agencies or programs.

The MoF updates the macro-fiscal framework.

The MoF prepares the final budget and MTEF, incorporating
revised expenditure ceilings.

0-3 months before the new fiscal year

The cabinet reviews the final budget or MTEF, endorses
ceilings, and submits the budget to Parliament for approval.
Spending agencies revise sector strategies and prepare
business plans consistent with their ceilings.

Source: World Bank (2013).

Managing Decentraliged Expenditures: The Deconcentration Variant



Legal authorization/
spending authority
that sets the limit,
horizon and purpose
of expenditure.

e Spending authority is
apportioned for
specific periods and/or
spending units.

Example: Budget
appropriation.

e Example: Quarterly/
monthly allotment.

Ceiiaion T

o Confirmation of goods
or services received
and recognition of a
liability based on due
date. liability.

e Example: Certification

and recording of stock
by an authorized staff.

Payment Order

An order to pay against
a bill or invoice is
issued by a designated
official to clear the

Example: In the French
system, an ordonnateur
authorizes payment.

FIGURE 1 Seven Key Stages of the Expenditure Chain
E—

Reservation

Funds are blocked for
a specific expense
before the actual legal
commitment or
contract.

A future obligation to
pay subject to the
fulfillment of a contract
or service delivery.

Example: Spanish
system.

Example: Supplier
contract.

Actual payment (by
cash, check, bank
transfer, etc.) is made to
discharge liability.

Example: Check issued
in favor of a supplier.

Source: IMF (2016).

Most of line ministries’ budgets are allocated to the
intergovernmental (typically provincial) branches. This
necessitates effective intergovernmental expenditure con-
trol mechanisms. Figure 1 presents the seven key stages of
the expenditure chain, beginning with spending authori-
zation and ending with payment release. The central gov-
ernment (again, with the MoF in the lead) will be directly
in charge of only the first and last phases. The line minis-
tries and their provincial branches are concerned with the
remaining stages. This approach is essential for ensuring
that the MTEF is implemented and to enhance the central
government's stewardship of public resources.

Significantly, the commitment control phase, which plays
avital rolein maintaining current and future obligations within
the allocated annual budget, is effectively fulfilled within the
provincial branches charged with spending and contracting.
Thereafter, payment orders are issued by spending ministry
officials after verification and checking for fund availability.

Treasury Single Account

As a global best practice, all payment and receipt trans-
actions should be centralized through a Treasury Single
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Account (TSA) system, whereby the central bank estab-
lishes and manages a main (primary) bank account that
receives and processes all government revenues and pay-
ments.! As such, the TSA allows the central government to
fully access all available funds in a manner that aids in effec-
tive and timely cash management. In addition, it provides
oversight and control of fiscal and monetary policy, as well
as debt management strategy.?

TSA management may be structured either as a fully
centralized function, such as in France, Saudi Arabia and
the United States, where all central government disburse-
ments are made by the central bank. Alternatively, they may
be done through commercial banks held by line ministries,
in which a daily settlement process takes place within the
primary TSA account.

A well-functioning TSA is key to enhancing public
financial management tools (PFM). It also supports the
establishment of an Integrated Financial Management
Information System (IFMIS).

' IMF (2011).
2 IMF (2009).



Budget Transfers

When the need for additional funds arises, the spend-
ing ministry/agency may be authorized to make transfers
between their budget lines. However, this practice will be
subject to certain rules and procedures included in the bud-
get execution instructions that aid in maintaining budget
credibility. For example, in Saudi Arabia, the spending min-
istries and agencies can transferamounts between the bud-
get lines. However, it should not exceed 50 percent of the
allocated budget lines (either transferor or transferee lines).
This is not applicable to recurring expenses (for example,
wages and electricity). For any exception to this, a request
must be submitted to the MoF to review and make the
appropriate decision as necessary.

With deconcentration (or for that matter for any fiscal
decentralization variant or mix of variants), an accountabil-
ity agenda must be part of the PFM system.This includes key
functions such as routine financial reporting and internal
control and audit. These functions play a vital role in achiev-
ing the development targets, as well as in countering waste,
corruption, and potential misuse of funds. In this regard,
some decentralization reforms have failed to meet the
expected results due to poor fiscal discipline, weak expen-
diture management, and misallocation of public resources
that could result from expenditure re-assignments.

If well designed, a system of decentralized control and
monitoring can ensure that regulations and rules of com-
pliance can enhance expenditure management and ser-
vice performance. Such systems require an effective inter-
nal control approach along with a proper internal audit
procedure within each intergovernmental level, includ-
ing ministries and provincial branches. Such a structure
can also lead to a better external audit process, as well as
improved performance measurement by the central gov-
ernment regarding spending by line ministries and their
provincial branches.

Supreme Audit

The central government should establish a robust, indepen-
dent, and capable Supreme Audit Institution (SAI) that pro-
vides essential financial auditing and monitoring over both
intergovernmental and central tiers. The ultimate role of the
SAlis to aid the country in meeting its development prior-
ities, as well as in ensuring that public resources are spent
in an economic, effective, and efficient manner.*

Fiscal decentralization is one of the most important reforms
being considered in MENA countries. The purpose of this
paper has been to focus on one of three variants of decen-
tralization, namely deconcentration without authority,
including its implications for expenditure policy and man-
agement. It provides an overview highlighting the manner
in which macro-fiscal policy, budget management, and fis-
cal accountability can be integrated by central and inter-
governmental entities.

Among the key messages that flow from this essay,
two stand out. The first is that the deconcentration variant
of fiscal decentralization is intergovernmental in nature.
Specifically, as is true for the other variants of decentraliza-
tion, deconcentration is a system entailing the sorting out
of expenditures responsibilities. In doing so, it also recog-
nizes spatial differences among different types of subna-
tional places (for example, provinces, cities).

The second message is that all three variants share a
common set of good public financial management prac-
tices, including the integration of a country’s macro-fiscal
policy and vision.This includes the utilization of sound bud-
get tools by institutions, such as the MTEF and TSA, which
help to promote fiscal accountability.

3 M. Baltaci and S. Yilmaz (2006).
4 OECD (2011).
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Annex 1: Responsibilities of Expenditure Functions

Category Function Responsibility
Macro-fiscal policy National development plan Central level
Medium-term expenditure framework Central level
Budget Preparation Budget ceilings Central level
management Sectoral to ministerial distribution Centraland intergovernmental levels*
New capital projects and operating programs Requested by the intergovernmental
level and approved by the central level
Additional fund requests during the fiscal year Requested by the intergovernmental
level and approved by the central level
Execution Spending and contracting Intergovernmental level

Commitment controls

Intergovernmental level

Payment orders

Intergovernmental level

Treasury Single Account (TSA)

Central level

Budget Transfers

Intergovernmental and central levels

Reporting and auditing
Supreme Audit Institution (SAI)

Internal control and audit

Intergovernmental level

Over both intergovernmental and central levels

Source: Author.

Note: * The intergovernmental level refers to intermediate entities, such as a Ministry up to regional tier, such as a provincial branch.
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Annex 2: Budget Structure of Saudi Arabia

FIGURE 7 Seven Key Stages of the Expenditure Chain

Public Administration
Sector

Military Sector

Security and Regional
Administration Sector

Municipal Services
Sector

Ministry of
Finance

General Budget
Department

Education Sector

Health & Social
Development Sector

Economic Resources
Sector

20 Ministries
and Agencies

Infrastructure and
Transportation Sector

Central Spending
Sector

Ministry of
Environment, Water
and Agriculture

13 Provincial Branches
134 Cities and Towns
Population 33,413,660

Source: Author.
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PAPER 8

Functional Assignment:
A Core Element of the
Decentraligation Process

Dr. Ulrich Leffler-Franke, Decentraligation, Advisor
Deutsche Gesellschaft fur Internationale Zusammenarbeit (GIZ) GmbH

l. Introduction

Experience shows that devolving functions often remains
partial and fragmented, although gradual reform processes
(e.g. Zambia," Ghana, Kenya, Indonesia) are constantly mov-
ing forward with devolution as those countries concerned are
aware that a strategic approach to local governance encom-
passes all building blocks as presented in Figure 1 below.

Therefore, it should be noted that decentralization
is not at all a hit and run approach. Navigating decentral-
ization reform is a demanding and complicated task. Even
OECD countries are still struggling in moving forward. The
Libyan framework conditions seem to be adverse and con-
trary to fundamental change as administrative relations
between the national and the local level are nearly absent,
but considering the protracted crisis in Libya it is time to
undertake decisive step to escape the fragility trap through
a well deliberated stepwise process of change.

So far the MoLG has been considered to be the sole cus-
todian of local governance and decentralization, although
progress has been limited, but the intention of the Libyan
government to put more emphasis on the transfer of compe-
tencies and resources to the municipal level has transformed
and diversified the institutional set-up concerned with
policy formulation, coordination and implementation as
requirements of cross-ministerial coordination and political

leverage regarding devolution and functional assignment

processes are increasing. The Libyan government set up a
Supreme Committee for the Transfer of Competencies of
Local Administration (SCTCLA) anchored in the Presidential
Council (PC) to steer the overall process of administrative
decentralization and discusses actually some pilots as quick-
win or quick-impact attempts to enhance service delivery
for citizens. Making decentralization work is requiring a uni-
form, contextualized approach of transferring competencies
and resources in order to avoid procedural dispersion and

' Leffler-Franke, 2018a.
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Clear and explicit national policies on decentralization are critical for the success of state-building and reforms

Decentralization - The Building Blocks

FIGURE 1 The Building Blocks

Overall steering of the decentralization process institutional options

Clarification on decentralization policies & practice

BB 1 BB 2 BB 6
What is Political, Local government Good local Local economic Intergovernmental
decentralization? adminitrative and organization and governance & developments and relations
(concepts) fiscal management inclusions in private sector
decentralization decision-making involvement
What is the rationale? infrastructure & processes,
& service delivery implementation and
Analysis of the context monitoring
policy objectives; Funtional
federalist vs: unitary assignment in
systems; multi-level
cross—cutting government
indicators
(subsidiarity,
accountability,
transparency)

Inclusive strategy, road-map, accompanying legal framework defining decentralization in Libya

Source: Leffler-Franke 2018b.

therisk that the decentralization reform process enters into
a dead-end street with its first uncertain steps.

The importance of an effective, efficient, coherent and
stable assignment of intergovernmental functions in the
context of a decentralization reform has long time been
neglected in various decentralization processes all over the
world and may be considered as one of the main reasons
of failure of decentralization reforms together with a corre-
sponding lack of transparent flow of financial resources to the
local level. Functional Assignment (FA) is still front and center
of administrative decentralization covering all three modal-
ities (delegation, deconcentration, devolution) and repre-
sents a core building block in decentralization processes. FA
has often been linked to the negative connotation of being
largely technical in nature, but looking at different country
experiences shows that the assignment of responsibilities
with the framework of administrative decentralization is a
highly political dimension. This dimension should be taken

Proceedings of the Libya Local Government Forum

into consideration in FA processes in order to yield adequate
long-tern downstream results, which lead to empowered
local governance. Apart from its importance as an expres-
sion of the subsidiarity principle functional assignment has
so far been often underestimated or decided upon without
considering all dimensions and subsequent implications.
Decentralization on the whole and functional assignment
are quite demanding issues of getting the reforms right.
Although political, administrative and fiscal decen-
tralization are forming the building blocks of decentraliza-
tion, the successfulimplementation of these core elements
depends very much on contextual factors. Looking at the
progress made in various countries regarding all three core
components it became evident that progress in decentral-
ization reform has not been linear. As far as the three com-
mon intergovernmental modes of decentralization are
concerned, functional assignment is a contentious area of
governance. The question of ‘who is doing what’ created a



lot of debates and remains difficult to agree upon between

all stakeholders. U-turns including recentralization in vari-
ous attempts to foster decentralization reform efforts have
been common and generally functional assignment have
remained in most cases fragmented and partial. The obvi-
ous sector-lag of decentralization is an outcome of neglect-
ing the importance of functional assignment.

Looking at administrative decentralization reform pro-
cess on the whole—including the political and fiscal dimen-
sion—one should not forget to get the parameters right in
order to avoid downstream confusion.?

Defining and deciding about the roles and functions of dif-
ferent layers within a multi-level government systemis cru-
cial for the design and implementation process of decentral-
ization. A clear division of roles and responsibilities between
different tiers of government has proven to be central to
obtain a stable, efficient and effective public sector as well
as improved service delivery for the population especially
atlocal level. FA gained in especially a renewed importance
forachieving global policy objectives as defined in the SDGs
depending on the effective interaction, coordination and
developmental cohesion between different layers of gov-
ernment (the important vertical component) and across
sectors (horizontal coordination issue).

The architecture of functional assignment is of prior
importance for the whole set of intergovernmental relations
and defines close linkages to the overall decentralization
policy and goals, the policy implementation process, the
legal framework (from constitutional aspects, the organic
law, the administrative law, bye laws and regulations), as
well as regarding the intergovernmental fiscal architec-
ture, the territorial divisions, and other features important
in structuring governance in a given country.?

Inclusion, Integration and Dialogue

The whole issue of intergovernmental functional assign-
mentis not only ademanding technical administrative task,

but foremost a crucial key success factor regarding inclusive,
sustainable decentralization and local governance reform
attempts. Implementing the functional re-arrangement
between different layers of government, but a laboratory of
policy innovation. Therefore it needs to be well based on the
inclusion of different social and foremost different institu-
tional stakeholders in the design and later the implementa-
tion process, as e.g. all sector ministries need to be involved
in strategy development of decentralization. This process of
participatory inclusion in decision-making allows ownership
of the whole reform and reduces negative effects and influ-
ence by potential spoilers of the decentralization reform.*
The experiences in various countries have shown that
inclusion of all actors concerned is of prior importance in
a gradual reform process, in which also functional assign-
ments are regularly reviewed and adapted. In Zambia
for example this led to sector devolution plans (SDP) as
part of the overall Decentralization Implementation Plan
(DIP) managed by the President’s office on the basis of a
National Decentralization Policy. All policy guidance docu-
ments are regularly reviewed by all stakeholders concerned
and adapted to experiences made. This created a totally
new arena of cooperation between the different layers of
government in the form of a cooperative arrangement.
All experiences in different countries like Indonesia,
Kenya, Nepal, Rwanda, South Africa, Ghana etc. have shown
that a key success factor appears to be the existence of gov-
ernment stakeholders who are willing to take some risk to
explore new institutional arrangements. They need to be
sufficiently interested to give room for a discussion and dia-
logue and possibly some innovative piloting. Ownership by
allinvolved stakeholders including civil society and private
sector actors is key for the decentralization reform process
encompassing the functional assignment process in order
to achieve some coherency in decentralization across sec-
tors. In Niger for example focal points have been created at
the level of each ministry concerned, including the Ministry
of Finance, to accompany the transfer of competencies and
to discuss controversial issues in dialogue for a in order to

2 Leffler-Franke, 2017a.
3 Ferrazzi 2008.
4 Leffler-Franke, 2017b.
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FIGURE 2 Normative Process of Functional Assignment

About Functional Assignment

FA is the process of assigning roles, functions and tasks between different

Getting the right functions assigned to the right
levels of the government.

authorities can:

It is a fundamental building block of multi-level governance, affecting o Ensure effective use of public resources
other key features of inter-governmental relations.
e Increase efficiency of public sector at the national

A normative model of FA comprises of 5 stages: and the sub-national level

Functions can be
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4 Delegation
® Obligatory Devolution

® Optional

Source: LOGIN 2016.

find a‘best fit’ solution for the functional assignment pro-
cess (‘form follows function’). Ghana is still struggling for
the refinement of a successful administrative reform pro-
cess linked to a fiscal transfer system (‘finance follows func-
tion’). In Benin and Burkina Faso extensive debates within
and between all stakeholders concerned including civil soci-
ety and community based organizations at the level of a
national conference on decentralization took decisions on
strategy, implementation and devolution of functions with
some sectors taking the lead, but based on a catalogue of
criteria differentiated by a typology of decentralized func-
tions or tasks. Indonesia as a big bang example is still refin-
ing the functional structure of administrative decentraliza-
tion by reviewing the process and its performance regularly.

Functional Assignment and Shared
Responsibilities

Looking back on all experiences made so far, it became
evident that apart of defining functions exclusively to
a certain layer of government, the exiting exercise has
been how responsibilities and functions have effectively
assigned across different levels of government and how
the different layers arranged and managed the delivery of
these shared responsibilities by choosing the right mode
of administrative decentralization. Although delegation

Proceedings of the Libya Local Government Forum

and deconcentration are always considered to represent
weaker forms of decentralization there are some strong rea-
sons to keep some functions delegated or deconcentrated,
especially in contexts where capacities and the availability
of funds are limited. But devolution includes considerably
more transfer of competencies, powers and resources but
looking on prevailing country examples the combination
of all three modalities is prevailing although some coun-
tries have constitutionally opted for devolution as the final
objective. But most of these countries opted for a gradual
change process considering all dimensions related to the
implications of functional assignment.

Nevertheless, the distillation of a five-step approach of
functional assignment is the outcome of experiences with
administrative decentralization all over the world. Keeping
an eye on the he political dimension always led to more sus-
tainable solutions and more adequate, immediate results of
FA which are consisting of: i) coherent distribution of func-
tions; ii) ownership by key stakeholders; iii) assignment is
implementable and iv) some stability over time.

The process of FA is based on various practical expe-
riences of implementing decentralization and the assign-
ment of r responsibilities all over the world which have been
supported by GIZ.> But this normative approach doesn’t

5 GTZ2009.



FIGURE 3 Methodological Steps

Source: LOGIN 2015, GITZ.

represent at all a prescription of'how to’as there is no blue-
print or one size fits all attempt existing. It a distillation of
experience and process knowledge collected over time
and is meant for elaborating a ‘best fit or contextualized’
approach adapted to the specific and complicated Libyan
framework conditions regarding local governance.

The process itself should be based on dialogue and
exploration in the sense of a problem-driven iterative adap-
tation. It is based on 4 interrelated blocks: i) consultation
with stakeholders; ii) diagnostic exercises on status; iii) inter-
nal government discussions; and iv) knowledge-sharing
between main stakeholders. This will involve feedback loops
regarding a) decisions made on services to be decentralized/
devolved; b) implementation of pilots to test how new institu-
tional arrangements work in practice and finally ) refinement
of the process, capturing of lessons learnt and adaptation.

It's geared at encompassing policy, legal, and institu-
tional reforms and the time span is open ended because
refinement of decisions has to be made on a regular basis
due to the results of the monitoring system or the perfor-
mance assessment framework completing the change pro-
cess of functional assignment.

Tools for Accompanying the Functional
Assignment Process

Trying to differentiate the 5-step approach it is obvious that
the conceptual strategic clarity about the vision and the differ-
ent modalities of decentralization is key to initiate the FA pro-
cess. Navigating the reform process is of central importance

but it should be transparent for all stakeholders where this
reform process is oriented to. One of the pre-cons of step 1
is a dialogue forum of all stakeholders concerned on a more
general vision of decentralization in order to avoid dispersion
and failure, which could even contribute to and accentuate
the actual paralysis of core government functions in Libya.

The process is structured in 5 well defined systemic
stages of FA which remain easily adaptable to different
contexts oriented at stakeholder participation and insti-
tutional involvement of all layers of government in order
assure responsiveness of the process.

The process itself may be distinguished into five dif-
ferent steps but the first two steps are mainly concerned
with goal or parameter setting /the ‘vision’ or guiding pol-
icy document of the decentralization strategy) and internal,
cross-sectoral organization. As step 1 is sometimes difficult
toachieve in short- or medium-term, because it may be too
heavily contested, it may be fed into the process again also
atalater stage. This openness of the process also allows for
further inclusion of additional stakeholders in the overall
reform process (e.g. possibility of open up a dialogue on
decentralization with municipalities in the East of Libya or
Tobruk institutions concerned).

Sequencing of Functional Assignment

Breaking down the FA process into sequences of imple-
mentation (step 3-5) outlines the main thematic issues

6 Rohdewohld 2017; Ferrazzi/Rohdewohld 2017.
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FIGURE 4 Sequencing Functional Assignment
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which need to be tackled during the application of func-
tional assignment.

The tools available for step 3 is a simple ‘who is doing
what'exercise at the beginning, practically a review of func-
tions at sectoral level. The review of functions should be
linked to the identification of functions. One may distin-
guish between exclusive functions normally retained by
central government, residual functions, normally assigned
en bloc to a specific national layer of the government sys-
tem. Concurrent functions represent joint or shared func-
tions between different institutional layers allowing for
flexible solutions under changing framework conditions.
Obligatory functions mainly focused on services laid down
in administrative laws (like law 59) defining minimum stan-
dards of delivery (mainly through deconcentrated levels).
Optional functions are heavily linked to local context.

These functional differentiations distinguish between
service delivery on the one hand and production of services
on the other hand, easily to identify by existing laws, bye-
laws, regulations, government notifications, etc.

Horizontal and vertical unbundling are key tools within
the process of functional assignment and characterizing
the mapping exercise through the vertical disaggregation
of function within a sector (clustering). Horizontal unbun-
dling describes the set of management function related
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to each sector function. These techniques used in the FA
process allow to illustrate the inter-relationships of service
delivery functions within a multi-level governance sys-
tem and embrace also human, physical (assets) und finan-
cial resources.” These tools are ingredients of successfully
elaborate well targeted capacity development measures
and foremost an intergovernmental fiscal transfer system
or architecture (‘finance follows function’).

This mapping exercise leads to proposals how to adapt
the prevailing functional assignment to the new framework
of decentralization. When decisions are made on functions to
be decentralized, pilots may be agreed upon, or direct cost-
ing and adjustment of financial arrangement as well as adap-
tation of personnel and organizational structures will follow.
In a gradual process some sectors will take the lead and will
be followed later by others. This process will be monitored,
reviewed regularly and the performance of service delivery
will be assessed through inclusion of the clients, the citizens.

lll. Challenges Ahead

It is quite understandable that the Libyan government is
highly under pressure to advance with the decentralization

7 Ferrazzi/Rodewohld 2017,106ff.; GTZ 2009.



process in order to counterbalance the growing frustration

within the Libyan population that their livelihoods are per-
manently endangered, effective service delivery is deterio-
rated and that the country on the whole is on a downward
spiral of development. A transition strategy has never been
agreed upon and the formal commitments to administra-
tive decentralization within law 59 have never been imple-
mented. Dispersed decentralization by municipalities is
now really a constraint but government is putting more
emphasis on the reform process itself. The inherent poten-
tial of decentralization for peace, state-building and dev-
lopment is slowly gaining momentum.

Good intention is politically speaking not enough.
Concentrating on the issue of the transfer of competen-
cies, or functional assignment, a 2018 published OECD
study, analyzing the assignment of responsibilities across
levels of government,? pinpointed to the main challenges
related to functional assignment processes and elaborated
specific guideline as for policy-makers with effective func-
tional assignment conducive to local development.

It is worth referring to these 10 guiding principles
because they describe challenges ahead which are also
of importance for the infant reform process in Libya. If the
process of functional assignment is not well designed it
encompasses the danger of failure and adverse outcomes.

1. Clarify the sector responsibilities assigned to different
government levels: clarity in the assignment is critical
for accountability, monitoring, effectiveness of service
delivery, as well as a precondition for effective perfor-
mance measurement through citizens.

2. Clarify the functions assigned to different government
levels: avoidance of grey areas in the way functions
are assigned.

3. Ensure balance in the way different responsibilities and
functions are decentralized: ensure complementarities,
effective territorial development approaches; avoid
a simple focus on operational functions as balanced
decentralization is conducive to growth.

4. Align subnational responsibilities and revenues and
enhance subnational capacity to manage their resources:
the alignment between control of financial resources
and responsibility for spending is key. ( intergovern-
mental fiscal architecture)

5. Capacity development for SNGs must actively supported
with resources with the center: this requires long-term
commitment from all sides, municipalities and national
level.

6. Build adequate coordination mechanism across levels of
government: build up a workable system of intergov-
ernmental relations to manage joint responsibilities.

7. Support cross-jurisdictional cooperation: horizontal
cooperation links increase efficiency through econo-
mies of scale.

8. Allow pilot experiences and asymmetric arrangements:
ensure flexibility during the implementation process
based on contextualized approaches.

9. Focus on complementary reforms: inclusion and partic-
ipation of citizens in decision-making.

10. Strengthen monitoring systems and data collection: cre-
ate adapted, but effective monitoring system allow-
ing for assessing the performance of service delivery,
spending and outcomes.’

8 OECD 2018.
° OECD 2018, 45ff.
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I. Introduction’

Most countries have several tiers of government. In addition
to the national level, many countries have two sub-national
levels; provincial (or regional) and local governments. Fur-
thermore, local authorities are often divided into sub-lev-
els, such as ward and village councils. In many countries,
the lower levels of government undertake important fiscal
functions, both on the expenditure side and with respect
to revenues (Boadway and others, 2000).

In such federal systems, various forms of fiscal arrange-
ments between the national and lower levels of govern-
ment determine the way in which taxes are allocated and
shared among the various levels of government, as well as
how such funds are transferred from one level to another.
Thus, intergovernmental relations, both vertical (between
levels of government) and horizontal (within levels) are
important for the development and operation of an effi-
cient and effective public sector. According to Bird (1990, p.
281),itis the“workings of the myriad of intergovernmental
relations that constitute the essence of the public sector”

Libyan legislation appears to be in harmony with gen-
eral international trends and practices in that it presumes
an intergovernmental finance system for a decentralized
unitary state with three government tiers: central, regional,
and local governments. Various revenues are assigned to

each of these tiers. However, the Libyan economic, politi-

cal, social, and the financial system is extremely centralized.

This paper addresses some of the key issues and con-
cepts that are of general relevance with respect to intergov-
ernmental fiscal relations. Based on the experiences of several
countries, it attempts to derive some basic principles and con-
siderations that should be considered when restructuring gov-
ernmental functions and finances within a federal economy.

! The discussion in the following sections largely draw from Bahl
(2000a); Bahl and Linn (1992; 1994); Bird (2001); Schroeder (1988);
and Shah (1994).
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Akeyissue inintergovernmental fiscal relations is the assign-
ment of functions and finances to different levels of gov-
ernment. This can also be described as the allocation of the
authority and responsibility for the public sector decisions
among different power centers. The traditional theory of fis-
cal federalism identifies three major functions for the pub-
lic sector: macroeconomic stabilization, income distribu-
tion and resource allocation (Oates 1972; 1999). The theory
assigns the stabilization and redistribution functions to the
national government, as well as a significant role to subna-
tional governments in allocating resources. A brief discus-
sion of the basic arguments behind this reasoning follows.

Since lower levels of government are often very depen-
denton the national government for funding, it sometimes
makes more sense to think of them as part of the national
government rather than asindependent actors. However, in
some federal countries where a substantial share of national
revenues is diverted to lower levels, the existence of several
tiers of government may give rise to difficulties in macro-
economic management (Bird 1990). Even in cases where the
primary responsibility for local public services is devolved to
subnational governments, several reasons may justify fiscal

transfers to local government entities, including:

To equalize vertically (thereby improving revenue ade-
quacy);

To equalize horizontally (interjurisdictional redistri-
bution);

To correct for interjurisdictional externalities; and

To correct for administrative weaknesses and to possi-
bly streamline the public administration bureaucracy.

Both central and local governments are expected to
provide public services. However, it is common to find that
the own-source revenue raising powers of subnational gov-
ernments may not be enough to meet the costs of providing
services assigned to them. The resulting gap can be filled
by vertical equalization, that is, increasing local revenue-
raising powers or transferring resources from the central
government. Horizontal equity is also important because

Proceedings of the Libya Local Government Forum

FIGURE 1 Share of Subnational Government
Revenues in GDP and General

Government Revenues for a Sample of
Countries (%)
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there are generally significant differences in the ability of
subnational governments to mobilize resources indepen-
dently. A third rationale for transfers is that some seemingly
local government services generate interjurisdictional spill-
overs, which are benefits (or costs) that extend beyond the
boards of the locality. For example, health services provided
in one jurisdiction may improve the overall health situation
in neighboring communities. To ensure that the locality pro-
vides a greater amount of these services, the central gov-
ernment may transfer additional funds to generate these
positive spillovers. Transfer mechanisms are often the most
suitable means by which to achieve vertical equalization.
However, in developing the transfer mechanism
scheme, itis essential to understand the magnitude (size) of
subnational government revenues, as well as to fully under-
stand the nature of actual subnational government expen-
ditures. A brief international comparison of subnational
government revenues and their composition illustrates that
there is significant variation among countries depending
on their administrative structures and financial arrange-
ments (Figures 1 and 2). For example, while the share of
subnational government revenues in general government



FIGURE 2 Breakdown of Subnational Government
Revenues by Category for a Sample of
Countries (%)
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revenues in Kenya and Ethiopia account for 20.6 and 30 per-
centrespectively, it reaches 50.2 and 54.7 percent in South
Africa and China respectively (Figure 1). The breakdown of
subnational government revenues also shows the impor-
tance of intergovernmental transfers for countries such as
Kenya, and South Africa (Figure 2). In Argentina, the most
decentralized country in Latin America, transfers repre-
sent only 2.6 percent of subnational government revenues.

The importance of intergovernmental transfers in
subnational government revenues is explained by the
fiscal asymmetries in revenues and expenditures among
subnational governments and the financial arrangements
among different governmental levels.? Subnational gov-
ernments are assigned several responsibilities for pub-
lic services provision (see Annex regarding the main
responsibilities of subnational governments in the same
sample of countries) compared to their limited ability to
raise revenues (for example, China). In some countries,
the lack of clarity in legislation or in the responsibilities
for tax collection (for example, Ethiopia) the lack of reve-
nue base (for example, in Kenya and South Africa) hinder
the capacity/ability of subnational governments to raise

their own-source revenues. The tax-sharing agreements
between several governmental levels may also affect
the proportion of subnational government tax revenues
retained (China, as an example). In the Argentinian case,
transfers represent only 2.6 percent because the equaliza-
tion scheme between the federal level and the provinces
is funded through the withholding of a specified percent-
age of provincial tax revenues.

The preceding discussion of objectives provides the
basic rationale for the use of intergovernmental transfers.
However, equally important is a related set of desirable fea-
tures that can be considered criteria for evaluating transfer
mechanisms. These criteria include revenue adequacy and
growth, predictability, simplicity and transparency, allocative
efficiency, equity, incentives for sound fiscal management
and subnational revenue mobilization. Unfortunately, these
objectives often conflict with each other. As such, construct-
ing a transfer system requires careful consideration of trade-
offs among the government'’s various goals. For example,
encouraging spending on services with external benefits can
conflict with the assumption that subnational governments
should best know their own public needs and demands.

Determining the Sizge of the Transfer Pool

Any mechanism intended to transfer funds from one level of
government to another will entail a series of policy choices,
including: how to determine the total amount of resources
to be distributed; how to allocate that resource pool across
all eligible subnational governments; and how to restrict
the way in which transfers can be used. Thus, the appropri-
ate design of a transfer system should systematically con-
sider each of these design features.

The size of the transfer pool can be determined in
three basic ways. First, the transfer pool may be based on
a predefined portion of national revenues in the current or
previous fiscal year. This approach can provide an increased
degree of certainty to the subnational authorities that

2 The Argentina case shows an important share of tax revenues.
However, this is explained by the fact that in the Argentinian
accounting system, the tax revenues category encompasses both
exclusive and shared taxes. These represent almost half of subna-
tional government tax revenues.
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FIGURE 3 Determination of a Transfer Pool

The Two Step Process: An lllustration
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Source: Ebel (2018).
Note: GDP= gross domestic product; LYD= Libyan Dinar.

they will receive a certain level of funds. Second, aggre-
gate transfer allocation maybe be linked depending on the
spending plans of subnational governments. Third, a com-
mon way of determining a transfer pool is through annual
budget decisions. Figure 3 provides a basic example of a
transfer pool that could conceivably be applied to Libya.
For example, national government revenues are estimated
at LYD 56 billion. A certain amount of these funds should
be allocated for subnational government transfers. In the
case of the example provided, 10 percent of total govern-
ment revenues are allocated for the subnational gover-
nance grant pool.

Fund Allocation

Several approaches are used to allocate the transfer pool
across jurisdictions. First, tax-sharing transfers return to a
subnational government all or some portion of a central
government tax collected within its geographic jurisdic-
tion. Such transfers can be elastic in terms of their growth,
if the tax being shared has significant potential for growth
(for example, China). Second, transfers allocated based on
an objectively defined formula are increasingly popular
(for example, Ethiopia). Specifically, they are transparent
for the recipient governments and can give the grant gov-
ernment considerable latitude in determining how to meet
the main objectives. One limitation of formula-based trans-
fers commonly faced in various developing countries is the

Proceedings of the Libya Local Government Forum

lack of timely and adequate data required to implement
the allocation formula. Third, cost-sharing transfers reim-
burse subnational governments for expenditures on prior-
ity activities that are deemed worthy of subsidization. Such
grants involve either total or partial cost sharing (matching
grants). However, if such subsidization is not clearly justi-
fied to correct for an interjurisdictional spillover, or to meet
some equity goal, then the budgets of recipient govern-
ments can be distorted.

Some transfer allocation mechanisms depend on the
ad hoc decisions of the granting authority in determining
how much of the transfer pool each jurisdiction receives.
Such mechanisms may create great uncertainty on the part
of transfer recipients since they do not know how their grant
will be allocated, or how much they will receive. This also
opens the door to arbitrary non-transparent allocations that
may work against broader public sector goals. Some major
federal systems such as Argentina use a fair degree of non-
transparent criteria in their transfer programs.

Afinal policy choice concerns the degree of autonomy
enjoyed by recipient subnational government jurisdictions
in using the funds from transfers. Several mechanisms are
commonly used. General-purpose allocations, for example,
give a subnational government full autonomy over the use
of transferred funds (within the legal limits of decentralized
functional responsibilities). Such transfers are closest to the
spirit of full devolution of spending powers (for example,
Kenya, South Africa).

Limited block allocations for sectors permit the recip-
ient government to choose how funds are to be used, but
only within a sector. These transfers are particularly relevant
when the government determines that significant bene-
fits external to the spending locality are associated with
activities, such as health. Finally, specific purpose grants
are sometimes used, but can be highly restrictive in terms
of how the funds are spent.

This discussion suggests a theoretical total of 36 dif-
ferent combinations of transfer programs (3 methods of
determining a transfer pool; 4 types of allocation mech-
anisms; and 3 levels of restrictions on funding use). How-
ever, only a relatively limited number of these combina-
tions are typically considered and used. Table 1 illustrates
the various possibilities that are considered feasible. The
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types of spending restrictions that are feasible are also
presented.

Choosing Among Options

As noted, there are numerous forms of transfer instruments.
Itis useful to consider how these different instrument types
relate to the objectives discussed above. Since the transfer
system of most countries generally includes two or more
of these mechanisms, the overall effects of the system can
only be determined by evaluating all these mechanisms
relative to country priority objectives.

Tax-sharing transfers (A in Table 1) can grow if linked
to elastic tax revenues. However, tax-sharing transfers tend
to counter equalizing across local governments. They can
also take advantage of the superior tax administration abil-
ities of the national government and provide a reasonably
certain flow of revenues. Formula-based transfers (Types
B and F) can be constructed to allow local councils to use
the funds with total discretion. Alternatively, various for-
mulas can be used to distribute funds intended for utiliza-
tion across different sectors.

The most challenging task in formula-based trans-
fer design is constructing the appropriate formula. Mea-
sures of relative demand for services (for example, kilo-
meters of road, spatial aspects) are nearly always included
in transfer formulas. Also common are measures of the
fiscal gap and local financing capacity. These measures
can create incentives for localities to mobilize their own

resources rather than to use transferred funds primar-
ily for tax relief.

Because cost reimbursement grants (types C, G, and
K) are meant to reimburse the subnational government for
all or a portion of the cost of an activity, they are either tied
to a sector or to highly specific uses—regardless of the way
that the pool is determined. In either case, a choice arises as
to whether 100 percent of the financing of approved costs
is to be reimbursed, or only a portion thereof. Partial cost
reimbursement (for example, a matching grant) encourages
subnational governments to mobilize their own resources
to meet a portion of the total costs of the activity. How-
ever, a locality is more likely to use its limited funds on a
subsidized activity than on one for which the local coun-
cil is required to fund it fully from its own resources. Such
grants tend to interfere with subnational fiscal choices and
can lead to local inefficient outcomes, unless there is a need
to offset an externality. There are various advantages and
disadvantages of the different types of transfer mecha-
nisms. As such, the final choice in the design of the system
depends on the relative importance of the various objec-
tives that the system is intended to achieve.

Issues in Transfer Design

Several critical issues arise in the design of transfers. First,
there is a distinction between transfers for recurrent (rou-
tine) and capital (development) expenditures. Recur-
rent expenditures are made for day-to-day activities.

Intergovernmental Fiscal Concepts and Best Practices: Lessons for Libya



Development expenditures are made for longer-term activ-
ities, such as to construct facilities. In some countries, trans-
fers for recurrent and capital expenditures are clearly sep-
arate, whereas in other countries a single transfer can be
used for either purpose. As a result, the use of such funds
must be monitored judiciously if the central government
is serious about achieving its service delivery and bud-
get targets.

A second transfer design issue is that some coun-
tries have different types of transfers for the various kinds
of subnational governments. In countries where multiple
tiers exist, programs for second-tier (provinces, states) and
third tier (cities, municipalities) are usually separate. In some
cases, transfers to third-tier governments pass through
the second tier. However, this can create a problem if the
higher tier government retains the resources for its own
use.The urban-rural distinction is often particularly impor-
tant in designing differential transfers because rural gov-
ernments tend to have fewer functions and sources of rev-
enue than urban areas.

A third transfer design issue concerns the structure of
administration. The various transfers can be administered
in many ways. In this context, a few key issues are worth
noting. Unrestricted and formula-driven grants are usually
administered from a special unit established primarily at
the Ministry of Finance. Some things can be implemented
incorrectly. Grants that involve restrictions on use are typi-
cally more problematic because they require more informa-
tion and interaction. Some countries, such as India, have a
complex system of conditional and unconditional transfer
system controlled by uncoordinated central and/or state
government agencies. Because of the complex and incon-
sistent objective, the aggregate effects of the transfer sys-
tem may be difficult to measure. This implies that all com-
ponents of the entire system must be reviewed to ascertain
the overall impacts.

Allintergovernmental transfer systems have various objec-
tives. Equalization and redistribution are the key concerns.
As noted, intergovernmental transfers are used to improve
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both vertical and horizontal differences in the abilities of

governmental levels to mobilize resources to improve ser-
vice delivery. Although the two dimensions are gener-
ally considered separately, they are related. As such, any
attempt to improve vertical equity through grants also
affects horizontal equity.

The issue of vertical inequities in a multi-tier sys-
tem of government stems primarily from the outcomes
of public service responsibility and revenue assignment
decisions. In effect, there is likely a significant imbalance
between national revenues and spending requirements
and local revenues and spending needs, thus necessitat-
ing intergovernmental transfers to correct theimbalances.
Implementation questions that arise when attempting to
improve the balance include measuring the extent of the
imbalance and choosing an appropriate transfer mecha-
nism to correct for it. Table 2 provides a snapshot of how
vertical and horizontal transfers are used to correct for fis-
cal imbalances.

Several approaches can be used for correcting mis-
matches between the levels of spending and revenue at
the subnational level. One approach used is to set aside a
certain portion of central revenues for local government
as mandated by statute or regulation. A separate approach
would be to provide for fixed-share arrangements. How-
ever, while these methods can improve the vertical fis-
cal balance, there is still no certainty that the proportions
chosen can lead to a truly balanced system. Only a more
detailed analysis of normative spending requirements and
revenue potential at the various levels of government can
resolve the issue.

Although vertical equity is important, significantly
more attention has been given to the horizontal dimen-
sion. There is little doubt that resources in most countries
are not spatially distributed in a uniform manner. All regions
are not endowed with similar levels of natural resources or
economic potential. Vertical and horizontal equalization
effects are not independent. Once a reasonable degree of
vertical equalization has been achieved, there is still a need
to determine how the funds are to be distributed among
subnational governments.

Two basic approaches are used in addressing equal-
ization. One approach is to concentrate on the abilities of



Snapshot of Vertical Imbalances and Horigontal Equaligation

Adjusting for Vertical Imbalances and Horigontal Equalization

Formula

Adjusting for vertical

Discretionary central government finance transfers are based on available

Comment

Includes Counter cyclical stimulus
packages during a current fiscal crisis as

money out.

Imbalances resources or special circumstances—and are often used to achieve central
goals (for example, shared revenues, direct grants, cost-reimbursement and  the center uses SNGs as agents to get the
/or direct grants).
Horizontal Grants designed (objectively measured) for variations in fiscal capacity [gap Formula-driven grant which can build
equalization between expenditure needs]. For example, for a given quality of public

service as measured by workload factors (such as the number of children
of school age, poverty levels) and unequal capacity to generate local own-
source revenues (standardized tax bases, national average tax rate); or

a floor to address the Constitutional
requirement for similar services and/or
support to subnational governments.
Neutral with respect to own revenue

data available as proxy for capacity (for example, GDP, personal income, effort.

population).

Providing incentives
to localities—
spillovers

on public goods having positive externalities.

(i) Promote efficiency in local service provision; (i) stimulate local spending  Recognize the need to coordinate with a

system of debt financing of infrastructure
investment.

Source: Ebel (2018).

the different regions to mobilize resources on their own and
to provide greater transfers to municipalities with lower fis-
cal capacities. A second approach is to include differential
expenditure needs in the equalization calculation. If all local
governments have approximately the same level of fiscal
capacity, equalization may focus almost exclusively on dif-
ferential spending requirements.

Intergovernmental transfer programs serve multiple pur-
poses, including assisting in covering subnational fiscal
imbalances, and meeting national re-distribution objec-
tives. Such programs can also be used to encourage local
government expenditures on goods and services. Several
issues and problems are involved in designing transfers.
For example, different types of transfers are appropriate,
depending on the circumstances. Unrestricted transfers,
forexample, are appropriate forincome redistribution pur-
poses, whereas conditional grants are a less expensive way
of encouraging expenditures on target services character-
ized by spillovers or unacceptable inequities in distribution.
If designed properly, both types of transfers can encourage
fiscal responsibility.

Fiscal equalization grants are often a priority, but they
are difficult to design because of technical (data, and so
on) and political complexities. Equal resources do not guar-
antee equal results. As such, there is no transfer mecha-
nism that may alleviate all situations. However, redistribu-
tive grants can generally be designed to improve the status
quo. They can also be enhanced over time as better infor-
mation (data) becomes available.

Intergovernmental transfers can play only a limited
role in stimulating more equitable in-country growth. Even
under the very best of circumstances, a variety of other
interventions will be required to overcome a range of addi-
tional constraints on local development. Thus, transfers can
serve only as one part of a broad mosaic of policy initiatives
to encourage economic development.

Countries may be expected to design their inter-
governmental transfer systems in different ways. In more
advanced systems, for example, where subnational gov-
ernments have inadequate sources or revenues (such as
South Africa), a more substantial and sophisticated sys-
tem of transfers is being developed. This system includes
redistributive grants designed to alleviate fiscal inequali-
ties, as well as conditional grants designed to cover prior-
ity investment needs.

Intergovernmental Fiscal Concepts and Best Practices: Lessons for Libya




(2b0d 1xau Uo panujauod)

2 (pateys) 2 2 2 (S|eululal sng) 2 (peoJ) Lodsuen olgnd
(sAemiarem
Py P A A P puejul ‘bulysy pue eas) s30d
(1e20]
s 2 2 A s ‘leuolieu ‘|euoneusaiul) spodily
(le20| ‘[euoibai ‘jeuoneu)
2 2 2 2 SN1|1DB) PUB SHIOMIDU Kem|iey
Bupyied
(1e20]
(le1dUINOI A ‘leuoibal ‘[euolieu ‘skemybiy)
» -isu) % % A (uequn) (jeuoibay) % (le20y) % 59l1l|19€) PUE SYI0MISU PeOY
syiodsuei] /siiejje djwouody
2 (IIN1> pue Aieyljiw) 9su)eQ
s1ybi| pue
s SUBIS dYJel] /[0J1U0D dljel) peoy
S3DINIDS
(paieys) 2 2 2 A Aousbiaws iy uondaoid 1A
(pa1eys) (paseys) % A % bunybyai
[ERIINEN
(paieys) AleuonaIdsiq) A 9D1|0d
asuajap pue A1ajes “4apio d1gqnd
(seale oydads 03 paubisse
2 2 2 -UoU) S3IIAIIDE YDIeasal Diseg
(suonduny oydads
01 paubisse-uou) Sa21AIS [elauab
A A A P A P 2 Jo uonesado pue uoneASIUILIPY
(219 ‘s9sNOY UMOY)
2 » » » » sa11[1De4 pue sbuipjing dijgnd
(239 'yuiq
A s A2 A 2 ‘abelIIeW) S9IIAIDS SAINRASIUILIPY
(uonensiulwpe) sadIAIaS dijqnd |essuan
‘divunpy aduIn0Ad funoy  aunmdajald  adulnold ‘diounpy adulnoad funo) ‘diounpy 2101
punuably bulyd DOLIJY Yjnos phuay nidoyag

$3113Uno Jo 3jdwpg D U] SFUSIWUIIA0E) |DUOIIDN-GNS JO SaNIIqIsuodsay UID| | Xauuy

Proceedings of the Libya Local Government Forum



(260d 1xau U0 panujauod)

2 bunybiisland
(Pa1eys) (Paieys) A2 2 uoNNQIISIP 1a1em bupjuliq

sauawe AJunwwod pue HuisnoH

2 A 2 Buiues|d 192115

(Auswabeuew

(paseys) (paseys) 191eMm 335BM) 96RIIMSS

>
>
>

(15EM JO [eSOdSIP pUE JUSUIIeSI)
P P ‘U01193]|02) JUSWISBRUR 31SEAN

uondatold a3ewiD

P uonda3oid I21eMpunolb pue 10§

uonnjod ry

SIS IS IS S

1UsWalege UoleIgiA pue oSION

SIS IS IS IS S
>

(paieys) A A uoneAlasaid ainleN

P P A A seale U2a1b 1§ syled

uold3joid |ejudWIUOIIAUT

(GSTRITIRETE)) s s ((STITNWETE)) (12313 ‘seb ‘A1o1103)9) Ablaul

) 7 A Py 3DI3WWOD

A A a 2 wsino|

uononNIsuod pue @C_Ljuumu_jcﬁm—\c

\»
2 Buuiy
a
\

1]/ SUONEIUNWIWOIDD|

uonebuul
P A S 2 s 2 ‘JuaWdolaAsp [elni ‘2inynoLby

diysinauaidanua
A P 2 A s P pue sasudiaiua [ed0| 03 1oddng

s $921AIDS / sa1dljod JuswiAojduwg

(Hodsuesy Juspnis pue jidnd
'69) $921AI9s 1odsuel) [epads

(Aemuwen
A (pa1eys) s ‘sKem|lel) 1iodsueil dligngd

‘dislunyy  adulnolg fijunoy  aunjoajald  adulnoug ‘divlunyy  3dulnoug fizuno) ‘divunpy ERLATS
punuably bulyd DOV Yjnos phuay nidoyyg

(panunuod)

Intergovernmental Fiscal Concepts and Best Practices: Lessons for Libya



(260d 3xau U0 panujauod)

sa01A19s bulysignd

P pue bunsespeoig/eipay
(pa1eys) 2 sjuaWwnuUoWw/abeilay [einind
(s20R AS (012 ‘suspJeb
us AQ ‘suspleb |EDIUBIOQ ‘SOOZ ‘S||eY UOIIQIYXa
[eDlUR1IOg) 2 A ‘SaJ1ea)) S9I1IAIDR [BIn}ND)
[EBIINEN
Aleuonainsiq) A A A SWN3sNA
A a a s saueIqn
(11O A9) 2 2 2 2 uoneaidal pue suodg

uoibi|21 pue uoIIeIIIAI ‘21NY ND ‘UOIIIIIRY

(pa1eys) » % A » » ’ S9IAISS LiesY Jljqnd
(pa1eys) (pa1eys) \ A % ’ A S4EDU{1[ESY SAlIBIUSASI]
(3s1je1dads
(paleys) P 2 s 2 pue |esauab) sad1AI9s [e)dsoH
(s191ud
(p=seys) (pa1eys) A A % A a % [edipatu) a1edu|eay Alewitld
(3182 |RYUap '69)
S9IAISS [eDIpaRIed puUe SDIAIDS
[edIpaW pazijedads pue [elausD
spnpoud
[eDIPSW pUP [PONSDEBWIRYY
YijesH
(Buiuue| 4
A UmMoy ) A wisiuequn
(Butuue) 4

2 s |euoibay) 2 2 2 Bujuueld asn pue| pue uegin
P P 2 P (Auswiabeuely) bulsNoH
(K0S (uoneaousal
s 2 2 Buisnoy) 2 /UO11DNIISUOD) buisnoH
% » » % (s31pisqns) BuisnoH
2 Buneay ueqin

‘diounpy ERIV I fjunoy  aunmydajald  adulnold diounpy aduinoad funo) ‘divunpy ER1 Rl

punuabay bulyy DOV YInos pfiuay pidoiya3g

(panupuod)

Proceedings of the Libya Local Government Forum



110day 6107 — JUBWISIAU| PUE 2DURUIH “TUSLIUISAOD) [PUONRUGNS UO A101eAISSAQ PIIOA :224N0S

(paseys)

s

DUERELe
/S21pIsgns uswAodwaun

s1yauaq/salpisgns BuisNoH

SI91USD 21BJ|OM [BIDOS

S12ubla10y Jo uoneIbaU|

>

AS
SOS SIS S

>

syuelbILIW|

(sa1d1j0d pue siyauaq)
K1anod / uoisn|oxa [e1Dog

3|doad pa|gesiq

Aapi3

S3l|IWey 40§ Sa2IAIS 1oddng

SIS IS IS S

SIS IS IS S

UINOA pue UaJp|iyd 40} 21ed [e1D0S

uoidajoud |eos

>

Juswdo|ana 13 YdIeasay

>

uolnesnpa [epads

>

AN

Bujulell / UOLINPS [PUOIEIOA

(paieys)

(suonninsul
uoneINPa AI1IaY JaY10
'S9IISIDAIUN) UOIEINPS 19y bIH

N

uoleINPa A1ePUOIAS

’ »

uonesnpa Alewild

>
SIS IS S

A ’ ’

SN IS S

uonesnpa Alewld-ald

uoljeonp3

‘diojunyy  aduinoag

punuabiy

Ajuno)

alnjoajaild adulnold  didlunp  3dulnoag fiauno) ‘diounpy ERRTS

ouyo DOLYY Ynog ofiuay oidoiya3

a

siieje snojbijay

(panunuod)

Intergovernmental Fiscal Concepts and Best Practices: Lessons for Libya



Abrahams, Mark, and Francis Conway include all names. 1996.
Credit Finance Analysis Handbook for Municipalities in the
Czech Republic. Washington, D.C.: The Urban Institute.

Ahmed, Junaid, Shantayanan Devarajan, Stui Khemani, and
Shekhar Saha. 2005. Decentralization and Service Deliv-
ery. World Bank, Washington, DC.

Alm, Jamed, Jorge Martinez-Vazquez, and Sri Mulyani
Indrawati. 2004. Reforming Intergovernmental Fiscal
Relations and the Rebuilding of Indonesia: The ‘Big Bang’
Program and its Economic Consequences. Edward Elgar
Publishing. UK.

Bahl, Roy and Barbara D. Miller. 1983. Local Government
Finance in the Third World. Praeger Publishers.

Bahl, Roy and Johannes F. Linn. 1992. Urban Public Finance
in Developing Countries. Oxford University Press, pub-
lished for the World Bank.

Bahl, Roy. 2000. “Intergovernmental Transfers in Develop-
ing and Transition Countries: Principles and Practice”
Municipal Finance Working Paper 21097, World Bank,
Washington, DC.

Bird, Richard M. 1999. Setting the Stage: Municipal Finance
and Intergovernmental Finance. The World Bank.
Financing of Urban Services Seminar. Unpublished.

Boadway, Robin and Anwar Shah, eds. 2007.“Intergovern-
mental Fiscal Transfers: Principles and Practice” The
International Bank for Reconstruction and Develop-
ment, The World Bank, Public Sector Governance and
Accountability Series. Accessed at: http://siteresources.
worldbank.org/PSGLP/Resources/Intergovernmental-
FiscalTransfers.pdf.

Boex, Jamie and Serdar Yilmaz. 2010.“An Analytical Frame-
work for Assessing Decentralized Local Governance
and the Local Public Sector” Urban Institute Center
on International Development and Governance. IDG
working Paper No 2010-06.

Boex, Jamie. 2013."PEFA Performance Measurement Frame-
work at the Sub National Government Level - Defini-
tions and Typology."Working Paper, PEFA Secretariat,
February 12.

Proceedings of the Libya Local Government Forum

Campos, Ed and Sanjay Pradhan. 1996. The Impact of Bud-
getary Institutions on Expenditure Outcomes: Binding

Governments to Fiscal Performance. Washington, DC:
World Bank.

Commins, Stephen. 2009.“Basic Service Delivery in Conflict-
Affected and Fragile Areas.” United Nations Economic
and Social Commission for Asia and Pacific.

Hatry, Harry P. 1977. How Effective are your Community Ser-
vices? Washington, D.C.: The Urban Institute.

ICMA. 1994. Evaluating Financial Conditions - A Handbook
for Local Governments. Washington, D.C.

International Federation of Accountants (IFAC). 1997a.
“Auditing for Compliance."Website.

. 1997b."“Perspectives on Accrual Accounting”. Web-
site.
. 1997c. “Guidelines for Governmental Financial

Reporting” Website.
. 1991. “Financial Reporting by National Govern-

ments.” Website.

Lehan, Edward A. 1984. “Budget Formulation.” In Budget
making: A Workbook of Public Budgeting Theory and
Practice. New York: St. Martin’s Press.

Litvack, Jennie, Junaid Ahmed, and Richard Bird. 1998.
“Rethinking Decentralization in Developing Countries.”
Sector Studies Series. World Bank, Washington, DC.

McMaster, James. 1994. Urban Financial Management A
Training Manual. World Bank, Washington, D.C.

Meyers, Roy T. 1996. Is There a Key to the Normative Budget-
ing Lock?. World Bank, Washington, D.C.

Organization for Economic Cooperation and Development
(OECD). 1994. Performance Management in Govern-
ment: Performance Measurement and Results — Oriented
Management. Paris: OECD.

Peterson, George and Zedenka Matouskova. 1998. Czech
Republic Monitoring Report for the Municipal Infra-
structure Finance Program.Washington, DC: The Urban
Institute.

Powdar, Julie Carol. 1996.Implementing and Monitoring the
Budget. Chapter 6 in The Operating Budget: A Guide for
Smaller Governments. Chicago: Government Finance
Officers Association.



Powers, Vicki J. 1998. Benchmarking in Practice. Issue 11.
American Productivity and Quality Center, Internet
Edition.

Riley, Susan L., and Peter W. Colby. 1991. Practical Govern-
ment Budgeting. New York: State University of New
York Press.

Schiavo-Campo, Salvatore, and Daniel Tommasis. 1999.
Managing Government Expenditure. Asian Develop-
ment Bank (ADB). Manila, Philippines.

Schroeder, Larry and Paul Smoke. 2015. “Intergovernmen-
tal Fiscal Transfers: Concepts, International Practice,
and Policy Issues!” In Intergovernmental Fiscal Trans-
fers in Asia.

Shah, Anwar. 2007. “A Practitioner’s Guide to Intergov-
ernmental Fiscal Transfers.” In Intergovernmental Fis-
cal Transfers: Principles and Practice, Edited by Robin
Boadway and Anwar Shah, The International Bank
for Reconstruction and Development, The World
Bank, Public Sector Governance and Accountability
Series. Accessed at: http://siteresources.worldbank.
org/PSGLP/Resources/IntergovernmentalFiscalTrans-
fers.pdf.

Sliman, Nidal. 2016. “Legal Aspects of Municipal Revenue
Generation: Assessment of Current and Best Practices.”
AMEG. PFM-Libya, January.

Spofford, Tom, and Emil Savov. 1999. Budget Preparation

Manual for Bulgaria. Washington, DC: The Urban Insti-
tute.

Thain, Colin and Maurice Wright. 1995. The Planning and
Control of Public Expenditures, 1976—1993. Oxford Uni-
versity Press, Incorporated.

United States Agency for International Development
(USAID). 2009.“Democratic Decentralization Program-
ming Handbook! June. Produced for USAID by ARD,
Inc. for the Office of Democracy and Governance,
Washington, D.C.

Weisner, E.D., 1993. “Macroeconomic Correction to Public
Sector Reform: The Critical Role of Evaluation.” Discus-
sion Paper 214. World Bank, Washington, D.C.

Wingender, Philippe 1988. “Intergovernmental Fiscal
Reform in China." IMF Working Paper WP/18/88. IMF,
Washington, D.C.

World Bank 2014. Libya: LY-LCNA - Public Services Delivery
Cluster (Institutional Mapping of Local Service Deliv-
ery in Libya). Report No: ACS8901. World Bank, Wash-
ington, D.C.

World Bank. 1998. Public Expenditure Management Hand-
book. World Bank, Washington, D.C.

World Bank. 1997. The State in a Changing World.World Bank,
Washington, D.C.

Intergovernmental Fiscal Concepts and Best Practices: Lessons for Libya
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Linking Local Priorities
to National Investment:
Context and Challenges

Dawoud Almassri and Peter Rundell

United Nations Development Programme, Libya

Law 59 of 2012 and Law 13 of 2000 govern municipal
planning, but both present ambiguities in the present cir-
cumstances. These mechanisms seem to lack clarity and
make duplication and uncoordinated intervention possi-
ble—and even likely. Greater transparency regarding how
decisions are made, and what decisions have emerged,
would help.

The system also lacks transparency regarding out-
comes. Allocations, funding releases, expenditures and
outcomes are all covered under the regulatory provisions.
However, it has not been possible to locate any publication
of these provisions at the municipal level. Greater transpar-
ency regarding all aspects of funding—including approv-
als, provisions, and achievements—would help to reduce
public disaffection and promote confidence in democratic
systems.

|. Background

Law 59 (2012) defines the roles and responsibilities of local
authorities, and Law 13 (2000) defines procedures for plan-
ning. The division of resources between the municipalities
and the government bodies is regulated by Law 59, Articles
(49-63). However, both these pieces of legislation (Law 59
and Law 13) present challenges in interpretation, not least
because they envisage the operation of a further layer of

sub-national government at the provincial level. What fol-

lows is an analysis (or best understanding) of what is cur-
rently provided for in the legislation and procedural regu-
lations. It is also an indication of areas where comparison
of this understanding of these provisions with practice on
the ground could reveal opportunities for improvement.

Il. Local Priorities and National
Planning: Theory

Municipal investment plans are submitted for national fund-
ing through two formal routes. Since some functions which

113



are important at the local level remain the responsibility

of the sectoral line ministries (for example, health service
facilities such as local hospitals), their investment needs
should be submitted through the appropriate sector min-
istry. The sector ministry then consolidates local requests,
prioritizes them according to sector technical criteria, and
submits the resulting national sector investment bid to the
Ministry of Planning (MoP) for consideration. The Ministry
of Planning reviews the bids from all budget-funded invest-
ment authorities. It then presents a draft overall investment
budget to the National Planning Council (NPC). The Coun-
cil's final proposal is consolidated with the other Chapters
of the budget and submitted to the legislature for approval,
after which it can be implemented.

Other investments that remain within the Municipal-
ity’s authority are submitted through the Ministry of Local
Government (MoLG).These investment proposals are aggre-
gated by the MoLG, which also reviews the balance of local
investment proposals from a technical and national per-
spective. A consolidated bid is then submitted to the Min-
istry of Planning, alongside bids from other line ministries.

The General Companies may also submit investment
proposals to the Ministry of Planning. These should be coor-
dinated with the proposals from the relevant sector minis-
try. However, in cases where the General Company reports
to the Council of Ministers rather than to the sector minis-
try, theirinvestment budget request is submitted separately
rather than consolidated with the sector ministry’s proposal.

The Ministry of Planning is expected to prevent dupli-
cation of requests through these two routes. Thus, for exam-
ple, if the Ministry of Health's bid includes a proposal for
investment in the Sebha General Hospital, the Ministry of
Planning should check that the Ministry of Local Govern-
ment’s bid does not also contain a duplicate bid for the
same investment.

Since resources will inevitably be insufficient for all invest-
ment aspirations, priorities need to be established. These
are naturally negotiated at various stages of the planning
process. In theory, at least four fora appear to present

Proceedings of the Libya Local Government Forum

opportunities for negotiation (or political prioritization): the
municipalities, the sectors, the MoLG, and the MoP / NPC.

At the municipal level, two forms of prioritization nego-
tiations may occur. These involve resolving which projects in
a given sector will be prioritized (for example, which wells
should receive new pumps, or which stretches of roads should
be resurfaced), as well as negotiating the priorities between
sectors (for example, whether to allocate more resources to
sewage treatment or primary clinics). Since some of these
investments should be funded through sector ministry bud-
gets, negotiations may reflect different views about the divi-
sion of labor between sectoral and municipal investment
budgets, as well as different judgements about relative pri-
orities. The municipal investment budget should be pro-
posed by the Mayor for approval by the Municipal Council.

Municipal-level prioritization may also engage citizens
directly. This allows the municipalities to benefit from com-
munity insights into immediate needs, and to communicate
the trade-offs they may have to make in deciding on priori-
ties. The careful design of such consultations may also allow
local peace structures to bring to the municipality’s atten-
tion (and to the attention of wider audiences, such as the
international community or the national authorities) oppor-
tunities to reduce the risks of conflict through well-cho-
sen priorities. It would also serve to highlight the hazards
of concentration of investment in areas which benefit only
one community—or disadvantage another.

Within the sector ministry, negotiations between sub-
sectors and between sub-national entities may occur. These
prioritization decisions may be based on technical criteria
(such as the number of patients currently unserved who
would be served through a new facility, or the estimated dis-
ability-adjusted life years saved through an investment) or
around more political criteria, such as geographical balance.

Similarly, within a General Company, priorities will be
negotiated among functions and locations. These negoti-
ations may be coordinated with those of the relevant sec-
tor ministry, or they may operate independently.

Within the Ministry of Local Government, prioritization
between municipal requests may also involve negotiation
if the bids markedly exceed any ceiling set in the budget
circular. The Ministry’s role may also include review of the
technical content of proposals from the municipalities, and



this process may also identify areas where further negoti-

ations are required within a municipality. However, it may
also fall to the MoLG to identify aspects of regional imbal-
ance or particularly neglected areas.

The Ministry of Planning reviews all bids for techni-
cal content. If the sum of proposals exceeds the Chapter llI
ceiling,' then the MoP must negotiate with bidders about
the required reductions to achieve an appropriate balance.
This again may involve technical criteria (for instance, com-
paring a municipal request with a sector ministry request
in the same field), as well as more political criteria such as
geographical balance and political priority.

Globally, political influence is a more significant factor in
planning than technical optimality. However, technical cri-
teria (such as the estimated rate of return on investments,
or the least-cost route to a defined policy objective) remain
significant. Investments without monitorable indicators
of progress, along with those without measurable bene-
fits, pose significant challenges for the MoP. However, the
absence of such indicators may reveal the limited capacity
of the sponsoring body (for example, an under-staffed or
under-trained Municipal Council) rather than the intrinsic
weakness of the project itself.

At the municipal level, it is not clear that capacity and
procedure yet promote transparent negotiations between
or within sectors. In theory, the Municipal Director of Plan-
ning might convene technical discussions to prepare a pro-
posal for the Mayor to submit to the Municipal Council,
drawing in his/her fellow Directors and the local leadership
of the General Companies. However, no minutes of such dis-
cussions have been found in any internet searches, and it
is not clear whether such meetings take place—Ilet alone if
minutes are prepared and reported to citizens.

Choices between sectors and regions will inevitably
have a political resonance. Citizens might therefore rea-
sonably expect the outcome to be published. At present, it
has not been possible to identify any forum in which MoLG
allocations to the municipalities are published (on paper
or on-line). Without such public proclamation of budget

ceilings, it is difficult for citizens to judge the performance
of the municipalities or to hold Councillors to account for
their use of resources.

The boundaries between municipality responsibil-
ities, duties of General Companies, and expectations of
sector ministries remain unclear to citizens. As a result,
there remains a real risk of duplication of effort, waste of
resources, and imbalance of provision. Without clarity of
responsibility, as well as transparency of reporting, account-
ability remains elusive.

While allocations are not published, neither are fund-
ing releases. It has not been possible to establish from any
published source how much funding any municipality has
received in recent years, let alone to discover the compo-
sition of their expenditures. It has also been impossible to
discern how much has been spent in most municipalities by
most sector ministries. Likewise, General Company spend-
ing lacks transparency.

Similarly, there is no obvious published source of
information regarding the achievement of the expected
results of Chapter Il investments. The MoP circular
demands quantitative and qualitative goals to be achieved
by the state’s public policies, as determined by the legisla-
tive authority. This is in addition to the sector’s proposals
about the relevant indicators for evaluating implementa-
tion according to quantitative objectives. Neither the tar-
gets nor progress towards them seems to be available
on-line, making it difficult to establish whether progress
is in fact being made. Indeed, it is not clear whether the
MoP itself receives this information. Hence, it is uncertain
whether the monitoring of investment progress can be
effective. This includes determining the effectiveness of
investment expenditures, value for money, and the poten-
tial need for additional resources.

Polling data shows that citizens wish to have a say in local
planning, but do not understand how decisions are made.

' The Chapter Il ceiling is the agreed maximum value for the total
investment budget (Chapter Il of the Budget).
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This lack of understanding, perceived as a lack of transpar-

ency, undermines public trust in the municipalities. It also
encourages citizens to turn away from formal systems of
advocacy and accountability toward more informal mech-
anisms—including those involving connections (wasta), or
even threats of violence—as an alternative. These inevita-
bly increase conflict risks.

Proceedings of the Libya Local Government Forum

Transparency in resource allocations and expenditure
outturns is the necessary accompaniment to transparency
in the decision-making processes. Given the widespread
public anger, perceptions of corruption and misuse of
resources—and the heightened risks of conflict which this
disaffection generates—an investment in transparency of
resource allocation, funding, and accounting would seem
likely to yield high returns.



PAPER 11

Subnational Government
Revenue Mobiligation

in Libya
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Municipal Finance Consultant, World Bank

l. Introduction

Libya is undergoing a long and slow process of state-build-
ing, including the formation of a subnational government
system for a decentralized unitary state. In the last five years,
national legislators and ministries have issued various laws
and regulations that include fragments of such a system.’
Although inconsistent, stipulations are often unclear.Thus,
the set of current regulations provide an incomplete frame-
work for the future. As a result, rules and regulations are not
enforced or have not yet became effective. However, the
legislation is valid and legally accepted., Regardless of the
said shortcomings they are in line with international prin-
ciples and practices.

In parallel, there are various movements on the ground
(for example, cities and towns exist, they provide some
services, spend their budget, and collect some revenues
despite lacking clear, supportive legislation). Many of these
developments and movements are in harmony with legisla-
tion. However, some go beyond, signal future options, and
demand the adoption of new legislation to fill legal gaps
and/or change existing legislation to reduce conflicts across
various legal documents. In so doing, they would help to
provide a clearer picture and guidance for the future.

The agenda for subnational government revenue
mobilization is only one part of the picture. Although

it constitutes a significant block of this puzzle, it cannot

cover all the needed changes. Instead, it assumes that the
required changes will be legislated and become effective
in the near future. As such, it takes into account: (i) the sys-
tem framed in the said legislation, that s, a certain measur-
able level of decentralization in a unitary state with prov-
inces or similar regional entities and local governments

' Law No. 59 of 2012; Council of Ministers No. 130 of 2013; Law
No. 9 of 2013; The Resolution 111 of the Minister of Local Govern-
ment cancelled the majority of these decisions in 2015. However,
this cancellation has not been taken into consideration in many
regions and continues to be in force until today.
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(municipalities, cities, towns); (ii) expenditure and reve-
nue assignment addressed in various legislation (without
good consistency); and (iii) local practices, including, for
example, service delivery, own-source revenue mobiliza-
tion, national or regional revenue sharing, and the exis-
tence of efficient national service providers, such as the
electricity and telecommunication companies. These all
need to be respected in taking the next steps toward
building a reliable, simple, and pragmatic revenue mobi-
lization system.

Assuming such a system will emerge gradually as a
result of policy and political consensuses, it would then be
enshrined in the legislative framework and adopted in prac-
tice. The expenditure workshop in July 2019 was a unique
opportunity to open policy dialogue with key stakehold-
ers. The proceeds of that workshop (Ebel 2019) will play a
crucial role in forming the revenue assignments and the
intergovernmental finance framework; these will be incor-
porated in a revised version of this note.

The issues of how, when, and under what circum-
stances such an enabling framework of an intergovern-
mental system will emerge is beyond the scope of this
policy note. It does assume that such moves will happen
in the foreseeable future. This note discusses an agenda
along these lines, exploring options that are possible,
desirable—and that reflect some level of growing consen-
sus across various entities, as well as political or regional
groups in power.

This note is a companion document to the note on
Libya Revenue Assignment: Universal Principles and Local
Applications from Libya—from Decentralization to Reve-
nue Autonomy (Ebel 2019b). However, it approaches rev-
enue mobilization from a different and somewhat more
prescriptive manner, namely in the context of a possible
intergovernmental financial framework.

The note also considers the analysis of the situation
and options framed in analytical documents prepared by
consultant teams under various bilateral and multilateral
donor agencies in the last 5-10 years. These analyses are
not built consistently upon each other. The approaches
and advice differ, in part because they were drafted at
various points in time and for different purposes. As such,
they focus more on political and policy issues, with only
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limited attention to exploring options for the revenue

assignment, framework and policies (with three excep-
tions: Adam Smith International 2007, UNDP 2017, and
World Bank 2015). With these limitations in mind, this
note aims to consolidate current knowledge by explor-
ing and discussing reasonable and pragmatic options
toward the future.

A framework of an intergovernmental finance system can
be outlined from bits and pieces of various legislation
despite a great deal of variation, gaps, unclear stipula-
tions, and contradicting concepts found in the various laws,
decrees, and regulations.? Meanwhile, some municipalities
often manage to collect revenues operating beyond the
legal framework. The revenue assignment issues under the
current legal framework are well covered in the Revenue
Assignment Note (Ebel 2019b). Thus, this note takes the
key findings and results of that note into account without
repeating them (for example, Box 2 in the Revenue Assign-
ment note). The discussion on revenue assignments and
the intergovernmental finance framework should also
take into account the fiscal architecture, as well as the fact
that that Libya is highly urbanized, with about 79 percent
of the population living in urban areas—in fact, in a few
dozen cities, towns, and municipalities. This characteristic
has major implications in seeking options for an appropri-
ate intergovernmental finance framework, and especially
for local revenues.

Current Situation

A 2017 United Nations Development Programme
(UNDP) study provides a glimpse into the current situa-
tion, although much of the data reflects the situation in

2 The most notable laws include: Law No. 59 of 2012 Concerning
the Local Administration System, and the Executive Regulation of
Law No. (59) of 2012 on the Local Administration System attached
to Cabinet Decree No. (130) of 2013; the Cabinet Decree No 130 of
2013, and Law No. 9 of 2013; amending Law No. 59 of 2012 con-
cerning the Local Administration System.



2013. The budget situation has improved substantially

since 2013. A Reuters report states that Libya earned
USS$14 billion in oil revenues in 2017—nearly three times
more than in the previous year. This enabled the coun-
try to halve its budget deficit, according to the Central
Bank. This occurred amid a partial recovery in oil output,
despite continued political and economic turmoil. Libya’s
budget deficit for 2017 stood at 10.6 billion Libyan dinars
(US$3.748 billion), down from 20.3 billion dinars (US$7.18
billion) the previous year, according to the Central Bank
(Reuters, Jan 5,2018).

The data in indicative of anotherimportant character-
istic of the fiscal architecture, namely, Libya’s high depen-
dence on oil revenues—which are very volatile for both
external and internal reasons. Thus, the need for strong cen-
tral control over public revenues and expenditures prevails.
However, it does not preclude the gradual decentralization
and the increase in revenues for subnational government
entities, especially if those revenues are collected outside
the current public revenues within an agreed intergovern-
mental finance framework.

The main findings of the UNDP (2017, pp.27-28) study
include the following:

i. Fiscal resources available to municipalities remain
low, centrally controlled and unfairly distributed
among localities. The amount transferred in 2013
represented about 1.1 percent of state expenditures

and this share seems to have marginally changed, if

at all, since then.

State transfers have also become increasingly erratic;

they are often late and unpredictable.

a. Thereisarevenue-sharing practice that had been
regulated, but it is unclear and unheeded.

b. The transfer pool is vaguely defined.

¢. The transfers appear to aim to counterbalance
both vertical and horizontal disparities, but the
formula may need revision since it does not seem
to be effective.

d. The intergovernmental finance framework and
practices include elements of a good financial sys-
tem, albeit with a set rules that are only partially
followed (Table 1).

Service fees are not common in Libya. When they are

collected, it is done by the Executive Offices and depos-

ited into the central government’s treasury.

Some municipalities collect local revenues at the fringe

or outside of the legal framework, for instance by:

a. Taxinglarge companies operating in their jurisdic-
tion (for example, a cement factory or quarries);

b. Collecting a“share” of customs duties and transit
fees in border towns;

¢. Collecting user fees for services not under their
mandate, or that they have to co-deliver given the
weakness of state delivery systems (for example,
solid waste management); and

Elements of Current Revenue Practices as Provided or Potentially Available for Local Governments

Revenue Source Composition and Status

Own-source revenue Centrally-regulated service fees

Rents (from municipality-owned assets)

Income from municipal investment

Fifty percent of revenues generated from investment of municipal properties.

Shared revenues

Share of customs duties and transit fees

Share of central taxes assigned to the Governorate
Ten percent of proceeds from “Rikaz"—oil revenues.

Fiscal transfers Grants from the central government.

Other revenue sources
Fines and penalties
Sale of confiscated assets.

Loans and grants as authorized by the Governorate Council (on an ad hoc or emergency support basis)

Source: UNDP (2017, p. 52).
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d. Collecting revenues from illicit activities taking

place on their territory (for example, drug, human,
and/or arms trafficking).

v. Theinvestment capacity of municipalities is almost nil
because state transfers do not include funds for capi-
tal projects, and municipalities have no savings from
operations revenues.

vi. Private or external donations also represent a grow-
ing share of municipal budgets. However, donor fund-
ing often bypasses municipalities, especially from
the United States Agency for International Develop-
ment [USAID] and the UNDP. They support municipal-
ities with fully structured, completed projects that are
then handed over as in-kind donations. Some donors,
such as German Development Cooperation (GIZ) or
the European Union provide funding for Quick Impact
Projects that are then implemented by municipalities
(except for financial transactions).

It can be concluded that the current practices include
the elements of a good intergovernmental finance system.
This would include options for central government grants,
shared taxes that are in fact formula-based transfers, and
own-source revenues. However, the financial framework is
still incomplete and inconsistent. Specifically, it lacks the
requisite policies, procedures, and capacity provisions to
fund local governments.

Revenue Assignment Issues

Article 51 of Law 62 No. 59 of 2012 legislates 16 revenue
sources to municipalities and three to the (not yet exis-
tent) provinces. The shortcomings of these assignments
and implications for local revenues are discussed in detail
in the Revenue Assignment Note (see Box 2 in Ebel 2019b).
The legislation would serve as a good basis for local reve-
nue assignments—with certain necessary changes. Also, the
scope of locally assigned revenues is in harmony with prac-
tices of developing countries. However, the details include
numerous challenges that will be addressed herewith.
The Executive Regulation of 20133 was supposed
to provide implementation rules and procedures, but it
falls short of regulating local revenues. Instead, it lists 18
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regulations of which 13 are related to local taxes and fees.
The minister of local governments should issue these reg-
ulations, but this has not yet been done (Article 131). There
are, however, important refinements in the Executive Reg-
ulation 2013; for instance, Article 76 states that “...where
municipal fees are imposed on certain services or as a price
for products within the coverage of their expenses. Such fees
shall remain in the balance of the concerned local govern-
ment.”This reinforcement of local revenues may encourage
local governments to impose local service fees, and retain
fee revenues in their own budgets. The discussion will turn
next to a possible framework for an effective, pragmatic,
and workable intergovernmental finance system, includ-
ing specific revenue options for local governments. At the
same time, it will take into account the current legislative
framework and practices.

Libyan legislation is in harmony with general interna-
tional trends and practices in the sense that it presumes
an intergovernmental finance system for a decentral-
ized unitary state with three governmental tiers: cen-
tral, regional, and local, with various revenues assigned
to each of these tiers. It is also understandable given the
Libyan economic, political, social, and security situation
that the financial system is extremely centralized—and
that the system will and should be gradually decentral-
ized in a pragmatic manner.

The Intergovernmental Finance
Framework

The Libya intergovernmental finance framework includes
rules and procedures that assign revenues to the three gov-
ernmental tiers, namely the central, the intermediate (pro-
vincial), and local/municipal governments. Libya’s current
situation justifies that the vast majority of public revenues

3 Executive Regulation of Law No. (59) of 2012 on the Local Admin-
istration System attached to Cabinet Decree No. (130) of 2013.



are collected by and assigned to the central government.

Ideally, these revenues should be deposited to the central
treasury account. The share of central revenues constitutes
over 99 percent of all revenues, as only a symbolic volume of
revenues is collected by the subnational entities. This note
supports and seeks options to gradually increase the sub-
national share of revenues, along with the effective devolu-
tion of some service functions over the medium term (see
also Adam Smith International 2007).* This section discusses
the issues and options for a remodeled intergovernmen-
tal finance framework with refined revenue assignments
among the three governmental tiers.

Central Government Revenues

Central government revenues constitute the bulk of total
public revenues in all countries because the central gov-
ernment has the best capacity to collect such revenues.
In fact, most central governments purposely seek a man-
date to collect most of the broad-band taxes to finance
general services and to transfer revenues to the lower gov-
ernmental tiers to support reductions in vertical and hori-
zontal disparities. This is also the case in Libya—although
the nearly 100 percent share of centralized revenues it
collects makes Libya one of the most centralized coun-
tries in the world.

This note focuses on subnational revenues. How-
ever, there are a few issues for consideration and discus-
sion that have a direct impact on subnational revenues.
These include: (i) determining the main revenue sources
for the central government; (ii) deciding whether all cen-
tral government revenues are directly deposited to the sin-
gle treasury account, or whether ministries and deconcen-
trated central government entities will have direct revenue
mandates; and (iii) deciding how to transfer money from
the central to the subnational government (SNG) bud-
gets. Libya faces several challenges in this regard. So too,
there are issues requiring clarification in building a reli-
able, sustainable, and predictable intergovernmental
finance system.

The current assignment of revenues seems to be ade-
quate in the sense that the legislation assigns all major
broad-band and largely indirect revenue sources, such as

oil revenues, customs duties and transit fees. One option
to consider is to add a number of new sources to central
government revenues, for example, a corporate income
tax (CIP), a value-added tax (VAT) or sales tax, a personal
income tax (PIT), an excise tax, a tax on telecommunica-
tions or transport (airport, seaports). Such taxes are better
administered centrally. The present and possibly expanded
central revenues provide funds that the central govern-
ment should use to support subnational entities, as will be
discussed in the section on transfers. Thus, one challenge
is how to expand central revenues to create the space for
transfers. The second challenge is how to allocate them to
stakeholders in a proper and equitable manner.

Ministry Revenues and Deconcentrated
Entities of the Central Government

Today, Libyan ministries and various deconcentrated enti-
ties are entitled to collect public revenues largely through
fees and charges directly from citizens/customers. This may
need to be changed, along with devolving service functions
to the lower local governments. For better control of pub-
lic revenues, it would be preferable to collect and deposit
all non-subnational revenues to the central Treasury. This
seems to be a rule, but it is not followed consistently. In
sum, an option to consider is for ministries and deconcen-
trated entities (that exclude public utility companies) to be
funded from the central budget and financed via budget-
ary allocations in order the improve central control of pub-
lic revenues and expenditures.

The implication of this option is that as long as minis-
tries or their deconcentrated regional or local entities are
entitled to collect revenues, they will be discouraged from
handing over services and revenues to municipalities—
regardless if the municipalities could provide such services
more effectively and if the ministries and deconcentrated

entities manage to gain net income or lose money every

4 The proposals by the Adam Smith International “Executive Struc-
tures at Regional and Local Level — A Comprehensive Review”
(2007) is an extremely valuable contribution to the policy dialogue
regarding the intergovernmental finance framework, although the
situation has changed since then. Knowledge has also improved
since that presentation.
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year from collecting revenues and financing the respective

functions or services. This would also be the case if they
are motivated to properly serve, expand, and improve the
respective services or just behave like a typical budgetary
entity that utilizes its annual allocation.

Provincial Revenues in the
Intergovernmental Finance Framework

Provinces (or other forms of intermediate or regional enti-
ties) require revenues to fulfill their mandates and func-
tions. However, it is unwise to finance them mainly to cover
the expenses of their administration or to use them as post
offices to transfer revenues from central to local govern-
ments. Provinces have three specific roles in the revenue
framework. First, provinces manage services of a polycen-
tric nature that require coordination of resources and ser-
vice functions across several municipalities or even in a
zone comprised of several provinces (for example, water
in some areas of Libya). These services may be provided
by private or corporatized public entities (such as national
electricity or telecommunications companies) that do not
require the involvement of provinces. Second, provinces
manage revenues that are inherently of a regional nature.
For instance, natural resource loyalties, and revenues to be
shared between the central and local government on a der-
ivation basis are not suited for disaggregation to the munic-
ipalities because the municipal jurisdiction may not match
with the accounting possibilities of such revenues.’ Third,
revenue sharing on derivative bases widens horizontal dis-
parities. This is a very tangible issue in Libya, where oil rev-
enues are collected in some particular regions and close
to some municipalities, whereas others have no access to
such revenues. From this perspective the current revenue-
sharing system seems to be suboptimal.

An additional challenge is that the provincial revenue
sources underscore the need for an effective and equitable
revenue-sharing framework between the provinces and the
incumbent municipalities. Provinces should not retain and
spend all of the provincial revenues; instead, a fair share of
50 percent or more should be distributed to incumbent
municipalities. This is one more challenge in forming such
a distribution system, namely that provinces in urbanized
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areas may focus more on the distribution of provincial rev-
enues. In contrast, provinces in rural and desert areas with
low levels of urbanization and dispersed populations may
need to step in and provide services directly. As such, they
may need to retain and spend the bulk of provincial reve-
nues directly, without making downward distributions. This
asymmetry in revenue and service responsibility should be
discussed and sorted out in forming the revenue framework
for provinces (or intermediate-level regional governments).

Municipal Revenues in the
Intergovernmental Finance Framework

The first fundamental challenge for municipalities is figure
out how to increase their revenue share in the intergovern-
mental finance system. The current share—likely less than
one percent of total public expenditures—is extremely
low by all measures. As a result, these low revenues under-
mine the inherent positions of local governments because
being closer to their customers, they are normally respon-
sible for the level and quality of local services and func-
tions.5 An additional challenge closely related to the first
one is that increasing municipal revenues should be grad-
ual. It should also be preceded by or combined with the
gradual devolution of service functions. No big bang devo-
lution as in the case of Indonesia seems to be feasible in
Libya. In short, options for expanding municipal revenues
should be explored. So too, the gradual and very selec-
tive expansion of local revenues should be emphasized;
it should also be in line with expanding local service and
administrative capacities.

The revenue frameworks for municipalities around
the world are comprised of a combination of three main
revenue or income groups. Each of these is important,

5 Thisis a big issue in many countries in Eastern Europe or Turkey,
forinstance, when the corporate revenues or natural resource loy-
alties are reported via the corporate headquarters, whereas the
services are localized (tank-stations, transport or water networks).
Thus, cities do not benefit from fuel surcharges unless the sale of
fuel is measured and reported by city jurisdictions.

¢ Most of the studies prepared in the last 5-10 years regarding
Libyan decentralization, governance, public finance, or intergov-
ernmental issues strongly underline this fundamental challenge
(See UNDP 2017; World Bank 2015).



although they play very different roles according to coun-
try circumstances.

a. Transfers from higher governmental tiers (central and
provincial in Libya)—including unconditional trans-
fers with or without shared taxes, conditional trans-
fers (earmarked grants, targeted grants for operation
or development funding), and ad-hoc grants that are
supposed to be for emergency—often play a larger
role in developing countries.

b. Own-source revenues. These include taxes, fees and
charges, asset proceeds, dividends from municipal
enterprises and other miscellaneous revenues.

c. External revenues/income’ (that s, from outside the fis-
cal system) consist of private grants and donations, as
well as proceeds from debts and financial gains.

The revenue assignment for Libyan municipalities
includes most of these revenue sources, but with differ-
ent qualifications and challenges that will be discussed
in detail in the following sections. It can be concluded
that the advisors on drafting the legislation for revenue
assignments, the revenue allocation framework, and the
revenue system have utilized most of the elements of
well-functioning subnational revenue systems in other
developing countries. Thus, the fundamentals of a func-
tioning intergovernmental revenue framework are in place
in Libya. However, there are still shortcomings, contradic-
tions, gaps, and numerous issues that need to be sorted
out in policy dialogues, aiming to achieve a consensus on
key issues and attributes. This note aims to generate and
support such dialogues.

This section aims to explore challenges, responses, and
options for building a reliable, sustainable, and pragmatic
revenue framework, system, policies, and procedures for
Libyan municipalities over the medium term. This analysis
is based on the literature, and relies heavily on the Reve-
nue Assignment note (Ebel 2019b). However, it is more spe-
cific and somewhat prescriptive in analyzing the various

challenges and options. The entire spectrum of possible

local revenues in the three groups will be discussed. It will
also open the scope of possibilities by discussing options
to include new revenue sources left unaddressed in previ-
ous literature about Libya. It will include well-known sources
of revenues in developing countries, as well as in countries
facing similar situations.

Intergovernmental Transfers

The term intergovernmental transfers® has several mean-
ings. It is used here in the broadest possible sense to
include all kinds of financial movements (except on-lent
loans) between higher governmental entities to local gov-
ernments. This would include various transfers and grants
from the central treasury, ministries, other central govern-
mental entities, and provinces or other intermediate tiers
of governments. A more detailed classification includes:
unconditional transfers with or without shared taxes, con-
ditional transfers (earmarked grants, targeted grants for
operations, or development funding) and ad-hoc grants
(see also Muwonge and Ebel 2014). A pragmatic, workable
and sustainable combination of these possibilities would
require a discussion of the pros and cons and the options
selected for Libya. Libya is highly centralized today, and is
likely to remain highly centralized over the medium term,
albeit to a lesser degree over time.

Transfer Pool

The cornerstone of an intergovernmental transfer system
is a transfer pool. This could be a specific dedicated fund or
an account from which the central government’s funds are

7 Revenues, income, receipts, and gains are used here inter-
changeably in harmony with the financial reporting approach
that distinguishes two sides of the budget or income statement:
revenues and expenditures, with detailed distinctions about the
specific sources, as explained above.

& Some literature and scholars distinguish transfers and grants to
reflect specific qualifications. By contrast, this paper uses the term
grants as one form of transfer, for example, block grants, or con-
ditional or earmarked grants. This is in line with the Organisation
for Economic Co-operation and Development (OECD) approach
that allows for the interchangeable use of the terms grants and
transfers (Bohlinger-Rebesona 2009).
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allocated to the subnational tiers (as in the case of the Gen-

eral Budget Grant Revenues in Turkey, Kopanyi 2015). The
transfer pool can be a dedicated fund with a fund manager
(as with the lller Bank in Turkey). However, more often it is
a virtual pool defined by a set of rules without consolidat-
ing or depositing central revenues into one single account
through which the transfers are distributed. In this context,
a big transfer pool may also include a collection of small
pools that are part of the big lake—sometimes contain-
ing hidden underground connections. However, they do
not form a single pool unless they are well connected and
balanced. Libya is facing challenges regarding the trans-
fer pool, which is a sort of virtual pool defined by various
central revenues to be shared with subnational govern-
ments. The most significant source concerns the oil/petro-
leum revenues (Rikaz) supplemented by revenues from cus-
toms duties and transit fees. In addition, municipalities may
receive shares from the provinces.

The specific challenges with the transfer pool include
the following:

a. Oil/petroleum revenues appear to be a kind of shared
revenues distributed on a derivative basis. As such, they
half-heartedly fund a general transfer pool; if deriva-
tive, then they would be considered a shared tax. Fur-
ther problems include the fact that shared oil revenues
are not suitable or are not in adequate in their current
form to fill the transfer pool because: (i) only a hand-
ful of municipalities are eligible to receive funds on a
derivative basis, and this is the most substantial rev-
enue source for both central and local governments;
(i) with derivation, it expands the horizontal fiscal dis-
parities and leaves vast areas ineligible and unserved;
(iii) it increases disparities across municipalities even
within the geographic regions that receive shares from
oil revenues because derivation targets municipalities.
In sum, the derivative base allocation of this revenue
source resembles a royalty paid to local entities based
on the extraction of natural resources. An explicit royalty
would better serve the fair allocation of oil revenues, and
it could be clearly accounted as an own-source revenue.

b. Revenues from customs duties and transit fees
appear’ to be very suitable for funding the general
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transfer pool. Libyan practice appears to aim to use
this pool for serving both vertical and horizontal equal-
ization purposes. An allocation formula (Table 2) (as
explained in UNDP 2017) reflects a strong government
priority to use these transfers for equalizing disparities
across small and large municipalities—strongly favor-
ing support for the small. The per capital allocation is
six-fold greater for the smallest municipality as com-
pared to the largest municipalities. The banded distri-
bution of recipient local councils is justified by the pre-
sumed uncertainties of estimating local populations.
Thus, this would help to reduce perverse incentives to
over-estimate populations with larger shares. A further
challenge is that these are called shared revenues.” In
actuality, they are apparently formula-based, general
or unconditional transfers.

Options for Improvement

There is a need for policy dialogue about the function,
characteristics, and size of the transfer pool. Currently, all
revenues transferred from national collections may repre-
sent a share of 1 percent of total public expenditures. Pol-
icy dialogue among all key stakeholders (national, regional,
local) is needed. In this context, the options for improve-
ment may include the following:

a. Expand the revenue pool to 2-3 percent of pub-
lic expenditures. This would serve several purposes
including: signal and underscore the policy priority
of central government support to local governments;
improve financing capacity of local governments; and
build citizens'awareness and trust in devolution. These
measures could be achieved with a moderate cost to

the central government.

° The term “appear”is used to reflect that the respective regula-
tionis unclear and there is only anecdotal evidence (no hard num-
bers) about the practical allocation of the revenues.

'%n many countries in Africa but also South-East Europe, the govern-
ments use the term“shared revenues”to reflect the fact that centrally
collected revenues are shared with the local government sector. Also,
it may be to distinguish formula-based allocations from earmarked
or ad-hoc grants. In contrast, revenues are classified as shared in
the literature only if those revenues are shared on a derivative basis
directly with each municipality (Béhlinger and Rebesona 2009).



Allocation Formula for Central Transfers in Libya (2013, Libyan dinar)

Class Population range

1 — 15,000
2 15,000 20,000
3 20,000 27,500
4 27,500 35,000
5 35,000 42,500
6 42,500 50,000
7 50,000 70,000
8 70,000 100,000
9 100,000 125,000
10 125,000 150,000
11 150,000 175,000
12 175,000 200,000
13 200,000 250,000
14 250,000 350,000
15 350,000 750,000
16 750,000 1,350,000

Allocation Allocation per capita
3,000,000 400
3,500,000 200
4,500,000 189
5,000,000 160
6,424,000 166
7,165,000 155
8,650,000 144
9,145,000 108

10,130,000 90
11,120,000 81
12,110,000 75
14,085,000 75
15,800,000 70
17,800,000 59
33,500,000 61
67,000,000 64

Source: UNDP (2017, page 51).

Define the set of central government revenues that
will fund the transfer pool. This may include to chan-
nel for a substantial portion (half or more) of oil rev-
enue shares (for example, 5 of the 10 percent) to the
general transfer pool. It may also expand the pool by
collecting and channelling revenues from new sources,
such as a corporate income tax, a personal income tax,
and a general sales tax (however, establishing a VAT
would be cumbersome at this time, but could be part
of a longer term plan).

Establish two transfer pools or dedicate a sub-pool to
exclusively support development expenditures at the
local level. This option should be assessed together
with the option to devolve some development roles
from ministries to municipalities in harmony with Arti-
cle 21 of Law No. 59. Many countries rule that local
governments should spend about 40 percent of total
revenues (including transfers and own-source reve-
nues) for development. This aims to restrict excessive
spending for operations, and especially reckless hir-
ing of staff, among other things. This works with or
without development transfers in those countries (for

instance, Turkey has only shared revenues and general
transfers, but still stipulates 40 percent of spending on
development). As such, it makes the rules simple. How-
ever, enforcement is often weak, and municipalities
fail to spend the 40 percent on development for many
years—without sanctions or negative consequences.

Forms of Transfers

As noted, transfers can be general, unconditional, condi-
tional, or ad-hoc grants from central to subnational gov-
ernments. Given the present shortage of central govern-
ment revenues and the political and security situation in
Libya, selecting the right set of transfers should follow the
principle of simplicity and central control. However, the set
of transfer instruments should also be small to avoid an
overly dispersed distribution of miniscule transfers from
a small pool.

Shared taxes-shared revenues. The current legisla-
tion and practices stipulate as shared revenues customs
duties and transit fees and 10 percent of oil revenues,
plus revenues shared between municipalities and (not yet
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existent) provinces. However, currently the customs duties
and transit fees are in fact general formula-based transfers,
and are allocated in part using a formula (Table 2) and in
part on an ad hoc basis. The oil revenues are suitable for rev-
enue sharing, but one option may be to instead split these
shares into a combination of natural resource royalty fees.
Another may be to use transfer pool and formula-based
grants as a source of revenue sharing. For example, in the
beginning, half or 5 percent of the current 10 percent of oil
revenues could be changed to royalty fees and collected
and transferred to municipalities together with other loy-
alties as own-source revenues.

The current subnational revenue base—and the very
minimal information that would underscore a fair sharing
arrangement—do not support maintaining a class of rev-
enues as shared revenues. This is because those are shared
between the central government and the local government
sector. However, they are not shared with individual munic-
ipalities on a derivative basis. Municipalities may prefer
shared taxes for general transfers because the name shared
revenue may signal to them a sort of entitlement. They
may also prefer this arrangement because of a low level of
trust in central transfers. Also, shared revenues transferred
through the treasury have been subject to delays, unpre-
dictability and so on.

The municipal share of the value of local taxes allo-
cated to the province and municipal share of customs, tran-
sit, airport, and port fees levied in the province are valid
options for shared revenues, as stipulated in the Law No.
59, Article 51. However, they are not yet effective or do not
comply with the law so long as the provinces do not exist.
Anecdotal evidence suggests that they might be effective
because agencies of the central government collect and
share them on a derivative basis. Should provinces manage
these taxes and fees in the future, they could share them
with municipalities on a derivative basis. Should they share
them based on an explicit formula or on an implicitly used
formula (population), then these would be provincial trans-
fers and not shared taxes. Furthermore, a revised intergov-
ernmental financial framework may entitle municipalities to
collect local taxes, although it may leave some room for the
provincial administration to improve collection efficiency.
This could be especially important in less populated and
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unurbanized provinces or regions. In short, the revision of

principles and classification of shared revenues are among
the important subjects for policy dialogue in building a sus-
tainable and consistent subnational revenue system.

Unconditional transfers. Unconditional transfers or
unconditional grants (also called block grants to signal
a lack of conditions attached) cover various possibilities,
including all kinds of grants/transfers that are provided to
the municipalities without conditions attached to them
that would limit either access or spending eligibility. The
unconditional transfers are often allocated by using specific
formulas that could range from very simple (for example,
using only population as an allocation base) to very com-
plicated' formulas. Table 2 presents a banded distribution
formula for unconditional grants that was applied in 2013.
Itis supposedly being applied to date in Libya, although it
has been mistakenly named shared revenues. However, this
isa good precedent and historical practice for an equaliza-
tion formula that can be revised and further improved. Few
countries distribute central grants without adopted and
published formulas. That means that they provide ad-hoc
grants often based on political rather than socioeconomic
principles. The present transfers in Libya are unconditional
transfers that are generally accepted, although they have
been very small to date.

Conditional grants. Conditional grants are transfers
thatinclude conditions attached to them, either in obtaining
them or (mostly) in spending them. Conditional grants are
often used to fund services assigned to higher government
tiers, but they are performed by local governments as dele-
gated functions. Conditional grants are used very extensively
in Rwanda, where ministries are assigned as the provider of
many local services including primary education, health,
social assistance, and so on. However, local governments per-
form these functions and are financed by earmarked grants
from ministries. These funds should be spent exclusively on
the specific services, and unspent/saved money should be
returned to the ministry. On the other hand, should expendi-
tures appear greater than the grants, the local governments

""The Turkish allocation formula is very complicated, and it is
defined in a large matrix. It includes 10 factors and defines 8 var-
ious portions of allocated amount (Kopanyi 2015).



should cover extra costs from other local revenues (through

a general block grant or an own-source revenue).

Conditional grants could assume a form of performance
grants with conditions attached to access them. The most
common form is matching targeted grants where the cen-
tral government sets national policy or service priorities such
as"improving water services”. Municipalities can then apply
for these grants if they are able and willing to cover 30 or
50 percent of the total investment cost from local revenues
(general grants and own-source revenues). This is a powerful
instrument, but it makes the rich municipalities richer and
leaves out poor municipalities who lack funds to match the
central grant. Thus, they are unable to receive such grants.

Libya's system does not include conditional, ear-
marked, targeted or performance grants. They are not part
of the country’s practice or legislation. Instead ministries are
assigned to provide several local services directly or through
deconcentrated entities. A good step toward improving
devolution would be to delegate or devolve some ser-
vices or functions to the municipalities. They could initially
be funded with earmarked grants and later with general
grants and own-source revenues. As such, it would enable
the maintenance of control over public expenditures, at
least temporarily. Such an arrangement would benefit from
local knowledge, management, initiatives, and improved
accountability toward local citizens.

Libya does not use performance-based grants. These
do not seem to be adequate in the medium term because
the transfer pool is small, and the socioeconomic circum-
stances of municipalities are very diverse. As such, it would
create an imbalance and unfair advantages to the richer
municipalities. Donors promote a special performance grant
system in developing countries (for example, in Bangladesh,
Kenya, and Nepal) that include simple minimum conditions
for municipalities should meetin order to obtain such grants.
Performance measurements are used to obtain additional
and higher shares of grants (these are called minimum con-
ditions performance measurement [MCPM] systems).

In Libya, the current information base for setting con-
ditions for performance grants is so weak that it would be
very difficult to establish a set of fair conditions. In the near
future, however, Libya may be able to test a performance
grant system (for example, after positive experiences with

the expanded transfer pool and earmarked grants) based
on MCPM. For example, the West Bank and Gaza experience
includes a classification of municipalities by financial and
management capacities ranked into 8 bands, as well as a
graduation system to incentivize better performance and
eligibility for larger grants. The Palestinian allocation sys-
tem has been very effective, demanding, and successful;
initially, only two best municipalities were ranked into the
C band (third rank), and the rest were all below. Only one
municipality reached grade A in ten years because the sys-
tem is demanding and controlled to avoid inflating scores
(World Bank 2014b).

Formulas for Allocating Unconditional
Grants - Options for Libya

International practices show that countries may opt for
using one simple formula that serves both vertical and
horizontal equalization. Alternatively, they may apply two
grants with two separate formulas, one as a general transfer
(ablock grantin Rwanda), and the other as a specific equal-
ization grant. Some more complicated formulas (such as
in Turkey) include segments of both general transfers and
equalization with either strong or symbolic equalization
effects. It should be noted that equalization, no matter how
it is communicated, is always relative; that is, even a super
formula can only reduce disparities rather than eliminate
them. Total elimination of disparities by transfers is neither
possible nor advisable because it would penalize the best
performing municipalities and induce adverse incentives.

The current situation in Libya suggests that municipal-
ities need both a general transfer to provide a basic, sus-
tainable funding of core local functions (which should be
defined in the policy dialogue), and an equalization grant
to support reducing horizontal disparities. In the begin-
ning, maybe the half of the (expanded) transfer pool could
be allocated by a general formula. This could be an undif-
ferentiated allocation of grants to all municipalities, per-
haps based on population.’? This is further justified by the

2]n fact, such an allocation already has some equalization effect
because it provides more funding to highly populated municipal-
ities, given their need to provide services that are larger in terms
of scope and size.
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fact that Libya is highly urbanized, with about 80 percent of

the population living in urban areas. Thus, a general grant
would serve as a basic fund to finance urban services. The
other would then aim to reduce horizontal disparities.

Libya faces multiple challenges in this field. First, there
are disparities across large and small municipalities. Sec-
ond, there are greater disparities between urban and rural
areas, and provinces and localities. Third, there are dispari-
ties between areas that benefit from oil revenues and those
that do not.Thus, there is a great deal of overlapping across
these three sets of disparities that further complicates the
picture. For example, municipalities in oil revenue areas
appear to be larger and richer because they benefit from
all three disparities. This may suggest that Libya needs a
very sophisticated transfer system to address these dis-
parities, for example, in large and urbanized cities located
in oil-revenue zones.

Developing such a precise and sophisticated equal-
ization system requires data and time. For instance, the
development of a new transfer formula for Jordan took
over a year, and it required substantial data and a detailed
regression analysis and model (World Bank 2015). Even-
tually, two major factors were identified, including pop-
ulation and the area of the municipal jurisdiction. In this
context, a complicated formula may appear to be too dif-
ficult for stakeholders to understand, raising reservations
about distortions that favor some municipalities. Further-
more, without the requisite data, there is no chance of
developing a sophisticated allocation formula for Libya.
Instead, experts and stakeholders may aim to produce a
very simple, professionally justified formula that could be
as straightforward as a combination of population and
jurisdiction area (square kilometers [km2]). Such a formula
would be clear and easy for stakeholders to understand
and accept, although adequate coefficients still need test-
ing. This could be based on the limited data available to
measure its effectiveness in reducing horizontal disparities.

The great disparities across small and large municipal-
ities, and especially between urban and rural areas/prov-
inces, justify seeking and testing options for an asymmetric
allocation system. For instance, provinces (instead of small
municipalities or rural settlements) would receive transfers
to manage sparsely populated rural or desert areas.
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Options for Improvement of the Transfer
System

As aresult of this analysis, the importance of simplicity can-
not be overestimated. Key lessons include:

a. Expand the revenue pool to 2-3 percent of public
expenditures.

b. Define an expanded set of central government reve-
nues that will fund the transfer pool.

c. Establish two transfer pools or dedicate a sub-pool to
exclusively support development expenditures.

d. Adopt a combined transfer formula that provides for
both general funding and an equalization grant.

e. Explore options for servicing and funding sparsely pop-
ulated rural and desert areas.

Local Own-source Revenues

The common set of own-source revenues includes local taxes,
fees and charges, loyalties on natural resource exploitation,
asset proceeds, and others such as penalties, or miscella-
neous administrative fees. Libya's current regulations and
practices include many of these “internationally standard”
own-source revenues, but lacks some key local revenues. In
other cases, it shows misclassification of shared revenues.
Policy dialogue to clarify own-source resources and reach
consensus on a set of reliable and sustainable own-source
resources is a vital next step. This section aims at assessing
the situation and exploring options for improvement.

Local Taxes

The current legislation does not assign local taxes to munici-
palities, except those to be shared with the provinces. Some
municipalities are reported to collect some taxes, such as
a sort of corporate income or local business tax from large
local companies (cement factories, manufacturing com-
panies). However, these are not clearly legal, and remain
sporadic practices. International experience suggests that
exploring options to empower municipalities in collecting
a reasonable amount of local taxes may be worth consid-
ering. The most obvious among these taxes could be an



(urban) property tax set in a very simple way to administer
(forexample, an area-based tax). Initially, it would not collect
a high volume of revenue, but it would start to build a cul-
ture among citizens (especially in urban settlements) about
the need to contribute to financing general services. A mod-
erate, but similarly important, communal fee could serve
similar purposes, and would be another option to consider.

Local business taxes based on net turnover (already
under experimentation) is another option combined with or
collected in the form of a local business license fee. This is a tax
if it is far greater than the negligible administrative cost of
registering local businesses (Kopanyi-Franzsen 2018). Taxing
informal business activities with presumptive taxes' is also
a good option that would generate revenues. In addition, it
would incentivize regularization and licensing of some of the
informal business activities. Finally, municipalities may col-
lect betterment levies (that are also, in fact, taxes) from prop-
erty owners who benefit from publicinfrastructure develop-
ment, such as roads, water, and transport infrastructure. This
can be done if authorized, regardless of who has completed
the development—whether it be a municipality, a central
government entity, or an international donor. For their part,
the donors would be supportive of municipality’s charging
owners with betterment levies.

In sum, introducing local taxes (those that would
increase own-source revenues without burdening the
central budget/treasury, establishing or increasing down-
ward accountability) would be a bold opportunity, and
should be among the key policy options to discuss among
the main stakeholders. However, taxing illicit activities and
actors should not be a part of a sound local revenue sys-
tem, framework, and practices.

Local Fees and Charges

Municipalities currently collect a negligible volume of fees
from a very short list of sources, mainly small administra-
tive fees. One practical reason behind this arrangement is
that a municipality may collect fees in exchange for the
cost of the service it has delivered. However, municipali-
ties provide very few services today, regardless of legisla-
tion and regulation. In fact, most of the local services are
provided by the ministries (for example, the Ministries of

Local Government, and Transport) or deconcentrated enti-

ties of ministries or the central government.

Current legislation provides a framework for munic-
ipalities to collect fees, although detailed regulations for
moving the provisions of some local services from the min-
istries or other agencies have yet to be issued and enforced.
This requires a consensus on policies that municipalities
should provide local services and collect fees whenever
they are likely to be the most efficient agents. Municipali-
ties can also achieve this in a simpler way whenever they
are willing and able to provide those services. However, they
need to press the current providers to hand over assets, ser-
vice instruments, data, and management responsibilities.
Regulations can be drafted quickly'*—if consensus can be
reached on these fundamental principles and procedures.

Article 76 of the Executive Regulation 2013 provides a
new path of own-source revenues for municipalities by stip-
ulating that:"All citizens shall be equal in benefitting from local
services, which shall be provided free of charge, and in the cases
where municipal fees are imposed on certain services or as a
price for products within the coverage of their expenses. Such
fees shall remain in the balance of the concerned local gov-
ernment.” In harmony with this regulation, the Law No. 59
of 2012 lists 14 different fees the municipality may collect.
These include: “Fees for municipal services; proceeds of muse-
ums, exhibitions, gardens, clubs, etc., revenue of fairs, libraries
and stadiums owned by the municipality; sales of advertising
and tourism products and of publications issued by the munici-
pality; proceeds of public open markets, slaughterhouses, baths,
and public transportation operated by the municipality.”

One pragmatic approach in moving forward would
be to reach a consensus on the said principles and options

3 Presumptive tax means that the tax-base is assumed to be a
certain amount irrespective of the actual base. It is often set in
bands. A presumptive tax is commonly used for income, busi-
ness, or transport taxation.

4 One caveat to this quick move is that the agencies that have been
providing local services—whether effectively, ineffectively or in
mediocre ways—are not willing to hand over the respective assets
and services because such a move may result in the dissolution of
those entities. For instance, Kenya adopted a detailed devolution
program in 2012, devolving functions and finances to local govern-
ments (called counties). However, the deconcentrated central gov-
ernmentagencies have not handed over assets and functions to local
governments 8 years after devolution (Kopanyi-Muwonge 2019).
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and then allow municipalities, especially in the larger cities,
to take over the provision of selected local services grad-
ually. In tandem, the municipalities would start collecting
fees and charge for services. However, experience suggests
that collecting fees to cover the cost of services would not
generate substantial free revenues to municipalities; rather,
they would provide cost recovery at best.

Some services may generate free revenues above and
beyond the costs of operation. These include revenues for
fairs, billboards and advertising, tourism, and public mar-
kets. Local service fees are not money-makers or panaceas
that would lift local free revenues to measurable higher lev-
els. However, improved provision of local services increases
the legitimacy of the local government, supporting collec-
tion of general taxes and other charges. Some municipalities
are reported to have started correcting their service short-
comings to support citizens, for example, improving solid
waste collection and transport from their own budget. This
is a signal that localizing local services may improve them.

Loyalties

Article 51 stipulates that municipalities are entitled to retain
ten percent of any ore found within municipal boundaries, in
lands not owned by the State and on beaches that are located
within the municipal boundaries, in accordance with the leg-
islation in force. This is the legal basis for collecting loyalties
with a rate of 10 percent of oil revenues included. However,
many more are listed. Some municipalities collect loyalties
(for example, from gypsum mining, quarries). In short, a pol-
icy dialogue on loyalty fees could serve as a means of defin-
ing a consistent own-source revenue base. As noted, the
current“shared tax”on oil revenues could be changed into
two funding instruments: a part of general transfers (say 5
of 10 percent total) and another part could be turned into
municipal loyalties. This could be a bold option deserving
of policy dialogue and decision.

Asset Proceeds
Municipalities currently own a minimal amount of public

assets, although ownership might be unclear and disputed
among possible owners, that is, among central, regional or
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local government entities. However, it seems that munic-

ipalities may facilitate selling public assets found in their
jurisdictions regardless of whether they are the registered
owners. They could retain half of the proceeds and share
the other half with the registered owner (although not
stated so explicitly). Nevertheless, the Article 51 of Law No.
59 of 2012 lists four possible asset proceeds in harmony
with international experiences. These include both poten-
tial current and capital revenue sources: “Rents of proper-
ties leased by the municipality and sales of goods confiscated
by the municipal guard can be considered as potential cur-
rent revenues, municipal investment yields (that is, dividends
orinterests)” Meanwhile, the Article also empowers munic-
ipalities to retain 50 percent of the value of buildings and
properties sold by municipalities that should be classified
as capital revenues.

These considerations suggest that legislation assume
the municipalities to be owners or co-owners of all public
lands and assets in their jurisdictions. This is reconfirmed
by the stipulation in Article 17 of the Executive Regulation
2013 that provides a long list of assets the municipalities
should retain or allocate areas (that is, land) for these pub-
lic purposes. “In accordance with the approved plan, every
municipality shall allocate a part of its total area to establish
the State-owned municipal facilities that may not be disposed
of by transfer of property or easement for any entity, in par-
ticular: The headquarters of the municipality, including the
conference hall; The municipal square; The municipal hotel;
The municipal mosque; The municipal stadium; The munici-
pal theatre; The municipal garden; The municipal dispensa-
ries and hospital; Municipal guard and police stations; Reform
and rehabilitation institutions; Shelters; Cemeteries; Nurseries;
Temporary affordable residence for the poor; Public markets;
Slaughterhouses; Industrial zones; Areas belonging to the Min-
istries of Defense and Transportation; Parking lots; Museums;
Central libraries; Ruins located within the municipal boundar-
ies; and Public squares.”

The Regulation also emphasizes that “..the general
character and actual requirements of the municipality shall
be taken into consideration! The latter can be interpreted
to mean that the municipality should not be merely a pas-
sive provider of land or sites. Rather, it should be an active
decision maker according to the approved (master?) plan,



while also taking into account the local character and

requirements.

Municipalities seem to be owners or co-owners of pub-
licland and public assets in their jurisdiction. As such, they
may propose and facilitate the selling of land or property to
the private sector while retaining half of the proceeds. How-
ever, it should be noted that those land parcels and prop-
erties unutilized and unnecessary to the well-functioning
of the municipality and local services are in fact very lim-
ited in most cases. The careless selling of land may generate
good revenues today. However, in the near future, it may
force the municipality to purchase land for some key ser-
vice purpose at a much higher price. Thus, it may generate
no net revenues, but rather net losses in the medium term.

A worse-case scenario could be when the land or other
assets are divested for free under the flag of supporting
local business development or some other specific policy
or political goal. However, more often than not, such trans-
actions are motivated by political objectives or corruption.
Thus, municipalities should account for and register all
assets. They should develop an asset management strat-
egy, system, and plan to sell assets strategically and gen-
erate substantial own-source revenues. At the same time,
they should take into account the core function and sus-
tainability of the municipality and services.

In sum, the lease, rent, or sale of land and properties
could and should be considered as a strategic source of
own-source revenues. When managed properly and strate-
gically, it can increase the wealth of a municipality, broaden
the base and depth of local services, and support sustain-
ability. These benefits justify a policy dialogue about the role
of land and other public assets in funding municipalities.

Contribution and Land-Value Capture
(LVC)

Contributions in the form of charges that municipalities
collect from developers or from property owners to con-
tribute to the development of infrastructure are very com-
mon in both developed and developing countries. They are
well justified and relatively easy to collect when develop-
ers are keen to invest in sizable projects. Such projects also
require trunk infrastructure, such as water and sewer mains,

electricity, telecommunications, gas, and roads. Developers
have directand imminent interests in both obtaining build-
ing permits and ensuring access to trunk infrastructure.
Thus, they are often willing to pay the required contribution
that could be as high as 50 percent of the investment cost of
suchinfrastructure. These fees not only generate a substan-
tial volume of own-source revenues, but they also improve
equity by encouraging developers to share the often-enor-
mous private benefits they gain from those developments,
largely because of good location and services.

Turning a fair share of their private gains into public
gains and using them for infrastructure development is a
major equity/fairness factor. Likewise, common citizens and
owners of properties are willing to contribute and provide
a fair share of their gains when the infrastructure increases
property values. This is especially the case when the agree-
ment is part of the decision-making and consultative pro-
cess. Such contributions are very common worldwide (50
percent of the contribution is stipulated in Jordan and Tur-
key) However, it is much more difficult to collect such con-
tributions retrospectively, because people may say these
are entitlements.

Other Revenues

Municipal or other public or private accounts always include
a line item called other revenues or receipts. These may
include penalties and settlementsimposed in return for rec-
onciliation, security deposits, and miscellaneous charges.
Forinstance, traffic violation fines generate substantial rev-
enues for the city of Amman, Jordan. The Executive Regu-
lation includes one “other item”: “penalties and settlements
imposed in return for reconciliation”. However, as said, there
might be many more. Other revenues should be properly
accounted for, despite the fact that the line of “other reve-
nues”should represent a very small share of total revenues.
A high share (for example, anything above 10 percent of
own-source revenues) would signal poor classification of
revenues made on purpose or by mistake. A bad, but com-
mon, practice in municipal budgeting is that the expendi-
ture budget is adopted first and then the revenue budget is
formed, but this often signals a gap between revenues and
expenditures, that is, a budget deficit. Some officers correct
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this deficit in a simple way: they increase the line of “other

revenues” to turn the budget total to a zero balance, that
is, a balanced budget. When asked, the officer may admit
this and say that there is indeed a hidden deficit, and the
municipality may fill it with extra efforts to collect revenues
(not a realistic goal) or by selling land (that may happen).
However, it is still a questionable practice.

External Revenues

External revenues may include loans, donations and trusts
as also stipulated in the executive order. In fact, Libyan
municipalities have been benefitting from external reve-
nues in many forms. By law they are eligible to borrow only
in short-term liquidity loans that should be repaid within
the same fiscal year. Debt financing of infrastructure is not
allowed by the Law. Debt financing of infrastructure can
still be an indirect option for municipalities. It can be done
by forming or investing into legally independent service or
business entities (hotels, resorts, and so on) who can bor-
row funds from the market for development (Article 93 of
Executive Regulation 2013). Thus, municipalities can indi-
rectly fund development from debts. Another issue that
deserves attention through policy dialogue and regula-
tion includes the fact that the municipality may sign for-
mal commitments and support such borrowing by a guar-
antee. Alternatively, lenders may consider the municipality
asasole owner of such business entities as an effective guar-
antor of debt without a signed guarantee. In fact, this is the
equivalent of on-budget debt financing.

Libyan municipalities also benefit from donor sup-
port. However, with few or any exceptions, donors man-
age them as off-budget items from the municipal financ-
ing perspective. As noted, some donors (GIZ, EU) discuss
development projects (for roads, health, school facili-
ties) with the municipalities and work cooperatively on
construction. However, they keep their finances indepen-
dent of the municipalities. Other donors may or may not
discuss projects with municipalities at all. Instead, they
may coordinate with the ministries, and then implement
the projects with full discretion. In such cases, the munic-
ipality is left out of the coordination process and is hardly
aware of the costs of the project. However, it receives
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it as an in-kind contribution from the donor (USAID,
UNDP) after completion.

Such management of donations is understandable
given the fluid political, intergovernmental, economic,
and security situation, as well as the low capacity of the
municipalities in Libya. However, it often undermines the
sustainability of the developed assets because the munic-
ipality is not involved, or is unaware of, and/or often lacks
the capacity to finance operations and maintenance in the
years ahead. In some cases, donors soften this challenge
by including, for example, 3 years of operations and main-
tenance costs capitalized into the project cost. In this way,
they improve sustainability, give time to the municipality
to adjust its budget and management for proper opera-
tions and maintenance. However, it may also simply hide
the weakness in sustainability.

In sum, external revenues already play a reasonable
part of municipal development in Libya.The current restric-
tion of debts for short-term liquidity borrowing is well jus-
tified by the low level of local and especially own-source
revenues, as well as the lack of creditworthiness and bor-
rowing capacity of Libyan municipalities. As this restriction
is rightly and likely to remain in force in the medium term,
no policy change is justified. Furthermore, donors play a
substantial role in developing municipal assets in certain
regions. These are in line with the regulation. However,
most donor support does not truly qualify as external rev-
enues. Rather, donors support municipalities only through
the provision of assets apart from on-budget revenues. This
arrangement is likely to remain in practice in the medium
term, and there is no good reason to change it.

Options for Improvement of Own-Source
Revenues

This analysis discussed and explored numerous options for
improving subnational revenues, especially municipal rev-
enues. These merit in-depth policy dialogue and political
and policy consensus. This brief analysis aims to address
only the main policy options without detailed analysis of
the conditions, scope, and modalities that can be done in
the course of a broader policy dialogue. The main options
discussed include the following:



a. Streamline definition of shared taxes and define shared

taxes as only those fit for revenue sharing on a deriv-
ative basis.

b. Shared taxes seem to be more adequate for sharing
with regions or provinces rather than with the munic-
ipalities.

¢. Introduce the systematic collection of loyalties, some of
them by changing“shared”taxes to“loyalty’, for exam-
ple, through oil revenue sharing.

d. Institutionalize local taxes by moving tax assign-
ment from the provinces to the municipalities. Also,
empower the municipalities to collect new local taxes
that may include: property tax, communal tax, busi-
ness tax, business license fee, and betterment levies.

e. Streamline local fees in tandem with changing service
provisions and devolving services that can be more
effectively provided by the municipalities. Encourage
the systematic collection of fees by reducing services
provided free of charge.

f.  Regulate asset proceeds and guide the municipalities
to increase revenues from public assets in a strategic
and sustainable manner;

g. Institutionalize collecting contributions from devel-
opers and from citizens. This would expand develop-
ment funds for municipalities and improve equity by
turning a fair share of private gains from public infra-
structure development into public benefits and fund-
ing new infrastructure.

h.  Explore options for land-value capture instruments.

i.  Exploreoptions to better inform and involve the munic-
ipalities in selecting and implementing donor projects.

The main purpose of this note is to provide background
material and inform discussions in one of the unique policy
dialogue events, namely a Workshop on Subnational Govern-
ment Revenue Systems: Framework, Policy, and Administra-
tion. This event is planned to be held with the involvement
of Libyan central and local government officers in Septem-
ber or October 2019. This note was prepared for this spe-
cific purpose, and includes a broad set of issues and options
important for the planned revenue workshop. As such, it

will help to further policy dialogue among key Libyan stake-
holders. Policy dialogue is vital to sorting out the issues, as
well as to supporting the subsequent revision of the legis-
lative, institutional, and financial framework.

This note is based on studies that donor consultants
have developed in the last 5 years, exposing numerous
weaknesses, gaps, and a lack of clarity in laws and regu-
lations. However, this note assumes that many of those
weaknesses and normative texts of laws and regulations
can be fixed quickly after consensus is reached on key
characteristics of the intergovernmental finance system.
This would include reaching a consensus on issues such
as expenditure and revenue assignments, service deliv-
ery, and details on financing of the municipalities. Thus,
this note discussed options in the context of a possible,
desirable, sustainable, pragmatic, and workable intergov-
ernmental financing and local revenue framework. In this
context, it will help to support and provoke in-depth pol-
icy dialogue in Libya. The main lessons learned include
the following:

a. Libya is a highly urbanized country, with about 80
percent of its population living in urban areas, that is,
municipalities. Thus, the municipalities should be posi-
tioned to lead local service provision whenever local
provision would be most effective.

b. Municipalities currently have an extremely small reve-
nue base that is not sustainable. It prevents the effec-
tive and efficient provision of local services and con-
strains downward accountability. Thus, both transfers
and own-source revenues should be increased, along
with the gradual devolution of some local services.

¢. The possible roles, functions, and funding of the prov-
inces should be carefully analysed. Provinces may be
the most appropriate entities for service provision in
rural and desert areas with dispersed populations. In
such cases, they may take over all services and func-
tions that municipalities would normally perform in
urbanized areas.

d. Thenoteanalysed nine possible options forincreasing
own-service revenues that are not mutually exclusive.
However, the introduction of such revenues requires
careful selection of the most adequate sources and
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expansion options and modalities, but also pragmatic
sequencing.

The empowerment and increased funding of munici-
palities should be considered as a gradual process. As
such, it should follow the generally accepted princi-
ples and vision for the intergovernmental finance sys-
tem and framework.
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The current legislative framework is not conducive to

streamlining the intergovernmental finance system and
framework. However, the normative texts of laws and
regulations can be fixed quickly, in fact as soon as a pol-
icy dialogue can lead to acommon understanding and
consensus on the basic principles and key attributes of
adevolved intergovernmental system of a unitary state.
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Public Administration and
Government Employment

in Libya

Dr. Yusser Al-Gayed
Public Sector Consultant, Word Bank

This paper provides a critical analysis of public administra-
tion and government employment in Libya. It includes a
short diagnostic of the context and identifies challenges
and opportunities for enhancing the current public admin-
istration system. In doing so, it relies primarily on both
quantitative and qualitative data from primary and sec-
ondary sources in the form of archival records, reports
and legislation. In this context, is important to note that
primary data concerning Libya's public service is scarce
and unreliable.

A variety of legislation has been adopted to address pub-
lic administration and employment issues. Libya’s public
administration is governed by a legal framework comprised
of the following labor laws:

Labour Law 58 of 1970

Law 55 of 1976

Wage System Law 15 of 1981
Labor Relations Law 12 of 2010

Law 12 of 2010 governs public employment and cov-

ers all employment relations, including partnerships (Part
1), contract employees (Part Ill) and the civil service (Part
IV) (International Labour Organisation, 2010). A separate
civil service law has been drafted by the General Planning
Council and the Ministry of Labor and Capacity Building
(MoLCB). However, it has not yet been approved by the
House of Representatives.

At the executive level, the MoLCB has oversight and
responsibility for ensuring a competent, merit-based and
independent public service that has the capacity to manage
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the effective and efficient delivery of services to the Libyan

people.Thus far, however, the MoLCB has been unsuccessful
in fulfilling its mandate. The existing difficulties stem from
the public service inherited by the Gaddafi regime and suc-
cessive governments. Aside from deficiencies in technical
capacity, there are also strong political-economy pull fac-
tors that have undermined the pace of public administra-
tion reform over the years.

Current Context

Currently, there is no central agency that has full con-
trol over the Libyan public administration or its human
resources. Priorto 2011, it was the sole remit of the General
People’s Committee of Manpower, Employment and Train-
ing. Between 1970 and 1979, the Ministry of Public Admin-
istration was the putative regulator in the sector. However,
it was merged with the Ministry of Labor and Professional
Training from 1970 onward.

Over the years, public service authorities have been
reduced to a single department or unit within the various
ministries. Accordingly, the scope of their role has been
reduced to merely providing authorization for entry into
the public service. Although the MoLCB has not been able
to carry out its remit effectively, in theory, it remains the
sole agency responsible for public service employment.

The Libyan public service is devoid of civil servants
with optimal skill levels. Consequently, it remains ineffi-
cient in delivering public services. The inefficiency of the
public service is inextricably linked to its systemic, patron-
age-based nature. Indeed, over the past four decades, it has
served as a steady source of income for civil servants. Lib-
yan society has developed entrenched, systemic attitudes
of entitlement to public sector jobs, conceptualizing these
jobs as their personal slice of the country’s oil wealth. There
is the suggestion, therefore, that merit plays little part in
recruitment and promotion decisions in the country’s pub-
licadministration. Indeed, clientelist networks have played
a primary role in facilitating and controlling recruitment
into the public sector, serving to ensure the regime’s hold
over society.

This phenomenon remains unchanged. In fact, it may
have increased, with every successive government injecting
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more public servants into the public administration pool
for political gains. The power to control the use of the pub-
lic service has been contested both politically and militar-
ily and is likely to continue in the short- to medium-term.

Data Issues

Any review and assessment of public sector employment
should be as comprehensive as possible. In this context,
statistics and trends regarding the number of public ser-
vants should include: (i) a historical analysis to show how
staffing patterns have changed over time; (ii) a ministry/
department review to match spending with declared prior-
ities; (iii) a focus on cadres to identify areas of overstaffing,
such as drivers, assistants and secretaries; and (iv) a review
of salary grades to facilitate pay reform.

A comprehensive analysis of public sector employment
must also include data obtained from the following sources:
payroll data, headcount exercises, budget documents, Audi-
tor-General reports, national accounts, and public expendi-
ture reviews. In most cases, such data is available from the
Ministries of Finance, Planning or Labor. Other important
sources of data include the Central Statistics Office and the
Public Service Commission or their equivalents.

In the case of Libya, however, these bodies are unable
to provide the data required to conduct such an analysis.
Data has historically been scarce and lacking in content.
As such, the scope of this paper is necessarily limited due
to these data constraints. Instead, this paper will attempt
to provide a snapshot of what the public administration in
Libya looks like today based on the limited available data.

Data Discrepancies

There is no accurate centralized database detailing the size
and composition of government employment in Libya.
There is no national human resource (HR) database with
complete information about who is employed by the central
and local governments. A national HR archive was removed
and relocated to the office of the Prime Minister in 2010,
just before the 2011 conflict. However, many records were
destroyed, changed, or replaced with the onset of conflict.
As a result, existing data is often riddled with mistakes and



inconsistent entries. In addition, it is not shared vertically
or horizontally within the government.

To counteract this data shortage, initiatives such as
the National Identity Number (NIN), introduced by Law 8
of 2014, have been implemented to restore and/or correct
records, as well as help eliminate ghost workers using false
or duplicate identification numbers. However, the appli-
cation of the NIN has been adversely affected by bureau-
cratic and political setbacks, and has not achieved its goal.

As noted, another problematic area concerns the fact
that the sparse data that does exist is not being shared
horizontally or vertically. Rather, each administration acts
as an island with no record integration between them.
Ideally, HR employee files should include basic personnel
information about current and past compensation, grade,
performance reviews, and details confirming pensions,
leave, and health benefits (World Bank 2000). However,
the Libyan central and local administration units main-
tain their own individual employment records, includ-
ing some minimal data about their employees. The scope
of this data may include name, date of appointment,
grade, qualifications, and annual leave. Some units may
also have financial records that contain data concerning
the employee’s monthly wages. Examples of such units
include the Central Bank, the Audit Bureau, the MoLCB,
and the Ministry of Finance (MoF)—all of which hold
their own data.

Although there are vast discrepancies in the data pub-
lished by the Libyan Government and its various institu-
tions, and as a result of its limited availability, this paper
relies on primary data drawn from the MoF database. Min-
istry data suggests that 1,712,798 salaries were paid to pub-
lic sector employees as of April 2019.

The Decentralization Experience

Libya has had previous experience with adopting a decen-
tralized form of government. Between 1977 and 2005, for
example, the structure of the Libyan government changed
eighteen times. These changes reflected the struggle
between local and central governments. To a large extent,
these changes have been mostly demand-driven by polit-
ical and tribal pressures. Nevertheless, the underlining
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trends and outcomes of these different structures are use-
ful for understanding the national vision and strategy for
decentralization in the current context.

The Libyan public administration has undergone suc-
cessive periods of expansion and downsizing. In 1999, Libya
witnessed a wave of decentralization driven by the goal of
absorbing some of the resentment and dissent occurring
at the local level. Increased political and financial manage-
ment powers were allocated to the local government, fur-
ther shifting human resource management towards the
local level. Thus, the Libyan public administration more
than doubled in size from 403,000 in 2000 to 950,000 by
2006 (Figure 1).

In 2006, the Libyan government launched a public
administration reform program to address the overstaffed
public sector and improve performance and service deliv-
ery. As part of the program various redundancy packages
were offered, such as continued payments for a period of
three years to public sector employees who would take
voluntary redundancy. Other initiatives included the Eco-
nomic Social Development Fund, which is designed to pay a
minimum dividend of Libyan Dinars (LD) 500 per month to
approximately 250,000 families as part of a revenue-sharing
scheme. Eventually, by 2009, approximately 300,000 pub-
lic sector employees left the service.

In March 2011, the Gaddafi regime mandated the
doubling of public sector salaries and requested that the
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300,000 employees who had been made redundant be

readmitted into the public service. The underlying motives
of this decision were political in nature and informed the
increase in government spending on wages from LD 8 bil-
lionin 2011 to almost LD 20 billion in 2012 (Central Bank of
Libya, 2012). The wage bill has continued to increase until
the present day.

The total number of public servants peaked in 2015,
reaching approximately 2.1 million (MoF 2015). This figure
then dropped to approximately 1.8 million public servants
in 2016. Today, the estimated figure is approximately 1.75
million (MoF 2015). This inflated public administration has
become a drain on the fiscal account to the point that it
has become a hindrance to the state’s ability to function

properly.

Government Employment as Suggested by
Law 59

Chapter 7 of Law 59 outlines the provisions that govern
the employment of public servants within local govern-
ment entities. It stipulated that all public servants employed
to deliver services at the local level be transferred to the
administration of the governorates. Additionally, accord-
ing to Article 68 (a) of the law, all employees contracted to
these local entities are to be transferred to the governor-
ate with the same contracts. This action is to be taken after
consulting with the line ministries affected by this transfer.

Article 68(a) further suggests that the governor is
the executive responsible for all public servants within
the governorate. However, the situation is different for
public sectors that operate at the local level but report
directly to the central line ministries that have not been
transferred to the governorate. In such cases, according
to Article 72, the governor has designated the following
authorities to take actions, such as: (i) reporting to the line
ministry the transfer of any employee from the jurisdiction
of his governorate, if deemed to act contrary to the pub-
lic benefit; and (ii) recommending to the line ministry the
promotion of any employee operating in the jurisdiction
of the governorate.

Article 72 further suggests that the mayor is the chief
executive responsible for all public servants operating
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within the municipality. As such, the mayor is delegated all
therelated authorities of the Minister of Finance and Admin-
istration. Thus, the law’s division of authority between cen-
tral and local government entities in the hiring and firing
of public servants is loosely defined.

Public Administration Size

The size of the public service has increased dramatically
since 2011.Figure 2 draws on data obtained from the Minis-
try of Finance and Ministry of Labor for the following years:
2000, 2006, 2012, 2015, and (April) 2019.

In conflict-affected countries, extensive market ineffi-
ciencies cause a country’s labor market to become unsta-
ble and unpredictable (Beasley, 2006). These dynamics
invariably impinge on certain demographics within a soci-
ety. Affected groups include mostly ex-combatants, dis-
placed persons seeking reintegration, women, youth, the
disabled and the war-wounded. From a stabilization per-
spective, these categories of persons need to be absorbed
into some type of labor.

In the Libyan context, which lacks a robust private sec-
tor, the only employer is the state. With the ongoing con-
flict and continued political divisions, the size of the public
administration has increased over the past 8 years, further
straining the country’s fiscal finances.

The data extrapolated from the various data sets from the
MoF shows a trend in new recruitments in the under 30 age
bracket into both the Ministry of Interior and the Ministry
of Defense. This is naturally justified considering the num-
ber of combatants that have been involved in the various
conflicts since 2011. Governments have had limited con-
trol over the police and the security apparatus as a whole.
The national police force, which reports to the Ministry of
Interior, has official responsibility for providing security to
the Libyan public.

This arrangement has varied widely since 2011,
depending on whether the organizational police struc-
tures from the Qadhafi-era remained intact. For example,
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this was true for most cities in the East, such as Tobruk,
where the vast majority of the security personnel con-
tinued to function to a certain degree as they did follow-
ing 2011.In others, such as Sebha, though, they existed in
name only (United States Department of State 2018). The
government had only nominal control of the police and
the security apparatus, and security-related police work
generally fell to different armed groups—all of whom were
absorbed into the public sector, receiving salaries from the
Libyan government.

It could also be argued that large numbers of unem-
ployed youth were among the factors that sparked the 2011
conflict. The situation persists and could likely destabilize
a peace process or a transitional period, which could lead
to renewed conflict. The reintegration of ex-combatants in
Libya has been carried out haphazardly. Again, it should be
noted that Libya has been in conflict since 2011. As aresult

of conflicting warring political factions, jobless youth are
easier to recruit as troops, participating in renewed violence.
Hence, the majority were offered a public sector wage by
parallel governments.

The high incidence of conflicts requires large secu-
rity-related payrolls which are often not reported by gov-
ernments. Security-related payrolls are likely to be high in
many parts of the Middle East, North Africa, Afghanistan
and Pakistan (MENAP). In Iraqg, for example, the security-
related wage bill accounts for approximately 40 percent of
the total government wage bill, according to figures from
the International Monetary Fund (IMF) (2018).

Pay and Grading

There are atotal of 16 salary grades in the public sector. Both
the salary grades and the steps for higher-level personnel
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Public Service Salary Grades in the Libyan
Public Administration System

Yearly Raise (LD)

Grade Starting Salary (LD)

1 450 5
2 475 5
3 500 6
4 530 6
5 560 8
6 600 8
7 640 9
8 685 9
9 730 12
10 790 12
11 862 12
12 939 12
13 1,006 15
14 1,096 15
15 1,186 15
16 1,276 15

Source: Law 27 of 2011 of the General People’s Committee.
Note: 1L.D=0.71USS.

are outlined in the salary schedule attached to Law 27" of
2011 of the General People’s Committee. The scale con-
sists of 16 grades, the lowest being the first and the high-
est being the sixteenth (Table 1). These are further divided
into three levels of positions, including: (i) low-level admin-
istration starting from Grades 1-6; (ii) mid-level administra-
tion from Grades 7-10; and (iii) senior administration from
Grades 11-16.

As illustrated in Table 1, with a compression ratio of
1:3, the salary scale is too compressed. The ratio between
the highest and the lowest salary is not conducive to high
productivity and performance. Therefore, the pay scale fails
to attract those with the right technical skills and manage-
rial capacity into the public sector. Thus, the existing sal-
ary scheme does not serve to retain and recruit well-qual-
ified staff.

Information related to the composition of the public
sector by managerial, technical, administrative and support
staff is not available. Thus, there are no grades assigned to
the approximately 1.3 million publicemployee entriesin the
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data. According to the Director of Information Technology
at the MoF, the vast majority of the Libyan public service
employees are between Grades 6-9. However, because of
data limitations, this is difficult to verify.

Gender

Figure 2 illustrates the male-to-female worker ratio by min-
istry. Most female members of the public service tend to
work for the Ministry of Education as teachers or substi-
tute teachers. This was particularly true during the period
between 1999 and 2006. During this time, some schools
had a teacher-student ratio of 3-1 (General People’s Con-
gress of Manpower and Employment 2006).

Local Government Public Sector Employees

Libya's data concerning public sector employees is tenuous
at best. As noted, the data is scarce, particularly at the local
level. The data that suggests that Libya has only 22,871 pub-
lic servants appears to be overly conservative and does not
align with the scope of public service duties required across
the country’s 104 districts (Figure 3). Employees of munic-
ipal administrations are often seconded from the national
public administration.

There is also a shortage of experienced civil service
employees in local government staffing. Those that do
not get paid through Chapter 1 of the Libyan National
Budget have temporary contracts issued directly by the
municipalities. These may be in the form of renewable
secondments, time-limited contracts or consultancies
(UNDP Libya 2015).

Recruitment procedures for municipal staff lack clar-
ity and transparency. They do not follow a systematic selec-
tion process due to the lack of a human resource strategy.
Recruitment and promotion decisions are made at the local
level in consultation with the central government (World
Bank 2014).

' According to Law 51 0of 2015, a new committee has been formed
to study the revision of the pay and grade scale, including start-
ing and maximum salaries for each grade. However, no action
has been taken.
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Wage Bill as a Percentage of GDP and
Total Expenditures

The Central Bank of Libya (2019) noted in a published
paper that the Chapter One budget amounts to 55.2
percent of the country’s gross domestic product (GDP).
As such, it has spent LD 9.933 billion on salaries alone
(Figure 4). In many countries, particularly those in the Mid-
dle East and North Africa, past socioeconomic models of
governance have resulted in the government acting as
an ‘employer of first resort; in effect, offering public sec-
tor employment as a means of social support. This is par-
ticularly true in oil-rich countries such as Libya. Indeed,
Libya has the highest wage bill as a percentage of GDP in
the Middle East and North Africa region, followed by Iraq
and Yemen (IMF 2018).

FIGURE 4 Total Calculated Spending by Ministry (Chapter 1 Budget, April 2019)
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As noted, public wages have been used as a tool of

oil wealth distribution—and as a means of gaining politi-
cal support. The IMF (2018) has also suggested that coun-
tries with higher oil income per capita generally have high
public wage bills in per capita terms.

Reforming the public administration in Libya is an essen-
tial part of restoring legitimate, inclusive and account-
able governance institutions. Without an effective, effi-
cient and competent public administration, Libya will face
difficult challenges in delivering essential public services
and stimulating the economy. This paper concludes that
the current sub-optimal political equilibrium manifested
in government employment and public administration is
reinforced by a number of systemic dysfunctions, includ-
ing the following:

Weak formal public administration institutions: There
is no central oversight agency and only a weak legisla-
tive basis for managing government employment and
the public administration.

Weak human resource management systems: The sys-
tem is characterized by a shortage of technical and
managerial skills at the senior cadres of civil service, a
bloated civil service and a large wage bill, as well as a
prevalence of ghost workers.

Weak data management systems: There is no unified
and up-to-date civil service data management system.
Inadequate training: Inadequate training for civil ser-
vants is a problem at all levels.

Lack of employment opportunities in the private sec-
tor. Few alternatives to public sector employment exist.

Increased efforts are needed to improve the quality
of government employment and public administration in
these priority areas. Thus, reform efforts will require a long-
term commitment on the part of the Libyan leadership.

It should also be noted that any public adminis-
tration reform process ought to be a part of an iterative
and evolutionary long-term process, rather than as rapid
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comprehensive program of change. Basic good manage-
ment practices are required at this point in time because
the Libyan public administration system does not have the
capacity or political space toimplement more sophisticated
human resource practices. In this regard, experience with
post-conflict public sector reforms undertaken by fragile
governments warns of the dangers of overloading such
governments with too many or complex reforms. Even
urgent reforms need to be approached more gradually.

Challenges

The primary feature of effective local government is the
clear allocation of functional and expenditure assignments.
Without accurate data, it is impossible to provide costs for
decentralization. Therefore, this is perhaps the biggest chal-
lenge today.

In order to determine the cost of decentralization for
Chapter 1 in the Libyan National Budget, it is imperative
that the functions of the public sector employees be deter-
mined. In addition, there needs to be a clear delineation of
what governmental level and district each employee occu-
pies, as well as their grade.

The possibilities for costing decentralization are sig-
nificantly undermined because the current MoF database
does not contain the requisite data. Without this data, it will
be almostimpossible to determine what amounts ought to
be transferred to each municipality for Chapters 1,2 and 3
of the Libyan National Budget.

Law 59 divides the Libyan territory into the following
three tiers: (i) governorates, a territorial subdivision of the
country consisting of deconcentrated administrative units
of the central government headed by a governor, (ii) the
municipality headed by the Mayor; and (iii) the Mahala
(locality) headed by a mukhtar (representative).

Poor implementation of the Sections of Law 59 per-
taining to governorates and the absence of governors
suggests that the municipalities can be conceptualized as
decentralized local administrations (governments) who
enjoy administrative and fiscal autonomy. Article 24 of the
law states that the municipality is the executive local insti-
tution which performs service delivery (World Bank 2014;
UNDP Libya 2015). According to Article 25 of the Law:



The municipality shall be in charge of the enforcement
of municipal regulations, and the establishment and
management of public utilities related to urban plan-
ning, organization, buildings, health and social affairs,
water utilities, lighting, sanitation, roads, squares,
bridges, local transportation, public hygiene, gardens,
public recreation areas, shelters, real estate, spaces,
public markets, and construction permits for tour-
ism and investment projects within the boundaries of
the municipality. The municipality shall establish and
manage within its jurisdiction, whether personally or
through an intermediary, the institutions that it deems
ableto execute the functions thereof in the manner pre-
scribed by the Executive Regulation of this law.

However, the prospect of effectively carrying out these
functions is severely limited if there is no clear allocation of
function and expenditure. The data is simply unavailable to
perform these functions.

The large wage bill amidst the ongoing conflict also
adds enormous fiscal pressure on the state and is unsus-
tainable. In this regard, an IMF (2018) diagnostic tool to
strengthen wage bill management in the Middle East and
Central Asia poses four questions:

Is the wage bill fiscally sustainable?
Is it delivering public services efficiently?
Are institutions and data adequate?

El S

Are wage bill policies coordinated with other policies?

The response to all four questions posed in the diag-
nostic in the context of Libya is no.

The Way Forward

Adiscussion about reforming public sector employment
and the wage bill in Libya cannot be held in isolation

of the country’s current conflict. As such, this reform

process will need to be conflict-sensitive. In other
words, any type of reforms or interventions will need to:
(i) prevent or reduce violence; (ii) protect people and key
institutions; (iii) promote political processes which can
lead to greater stability; and (iv) prepare for longer-term,
non-violent politics and development (HMG Stabilization
Unit 2010).

Public administration reforms in the Libyan environ-
ment will ultimately need to ensure that central and sub-
national governments can fulfil their‘core’or‘survival'func-
tions. Across the country, there is an acute failure to deliver
even the most basic survival functions.

Public administration reform is by definition a
long-term process. This is especially the case where sys-
tems have suffered years of neglect, under-investment,
destruction of infrastructure and deterioration of human
capacity. By contrast, stabilization activities are compar-
atively short term, exploiting small fragile windows of
opportunity.

Focusing on international HR and public sector
employment best practices will not work in the current
context. As such, it would be wiser to move forward with
smaller reform efforts, which would be a comparatively
more sustainable and effective strategy to undertake. Thus,
this paper seeks to highlight possible opportunities that
should be seized to achieve as good as possible a result. In
this case, such reforms could start by costing public sector
employment across the local government. This would be
a tremendous feat in its own right.

When everything is broken, it is critical to prioritize.
Although data collection ought to be a priority, it comes
down to the individual local governments to identify what
their underlying priorities in the context of conflict will be.
These may differ from one locality to another.
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PAPER 13

Service Delivery
in a Decentraliged
Environment:

Perspectives in the Health
Sector, the Case of Libya

Zied Ouelhagi, Public Finance Management Specialist, World Bank

l. Introduction

After seven years of conflict, the Libyan health system has
been severely, and adversely, impacted. Libya’s national
health system faced structural challenges even before the
conflict began. It was hospital-centric and inefficient; primary
health care and referral systems were lacking; health informa-
tion systems were underdeveloped; management capacity
was weak; and infrastructure and services were concentrated
in urban coastal areas. Since 2011, many of these challenges
have been exacerbated, and new ones have developed.
The fragmentation of the country into competing govern-
ments and militia-controlled areas has eroded stewardship
and governance in the health sector. Health budgets have
been sharply reduced due to the country’s budgetary crisis.

To tackle these structural issues, the Ministry of Health
in Libya drafted a policy document setting the stage for a
development of the health sector strategy in Libya. The
draft suggests a high-level macro policy addressing the
systemicissues of health sector and contributing to achiev-
ing the Sustainable Development Goals (SDG), 2030, essen-
tially SDG-3.

The policy aims to improve health service delivery
deconcentrating and delegating responsibilities to entities

in the Libyan health system.The Policy emphasizes the need

to respond to needs of citizens as individuals, families or
communities, while encouraging a participative approach.
In addition, the policy intends to shift the paradigm of how
the health system is governed by granting further auton-
omy to hospitals of reasonable size and devolving powers
to regional and local entities that.
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The purpose of this paper is to review MoH policy

reforming the health sector and to bring policymakers
and decision-makers'attention to key aspects linked to the
decentralization of health services. The paper is structured
as follows: The second section focuses on whether decen-
tralization improves or not health services delivery based
oninternational experience; The third section presents the
case of the health sector in Libya; and, The last section sum-
marizes and concludes.

Decentralization has been promoted as a means to improve
allocative efficiency of public goods and service delivery,
improve the accountability and responsiveness of govern-
ment, facilitate popular participation in decision making,
maintain state legitimacy and stability and contribute to
better democratic governance (Dwicaksono and Fox, 2018).
Having superior information on local conditions and needs
than central governments and having control over jurisdic-
tions that are smaller and more homogenous than those
of national government, local governments are believed
to better match local citizens’ preferences and demand in
terms of public services delivery (Channa and Faguet, 2016).
In the health sector, decentralization would allow local

governments to better align with the key principles
of primary health care service provision (Dwicaksono and
Fox, 2018). Taking the government “closer to the people”
increases technical efficiency by reducing bureaucracy and
lowering the unit costs of government expenditure (Channa
and Faguet, 2016). Citizens’engagement is greater in deci-
sion making and production of local services than at the
central level which increases local officials accountability to
voters and, hence, reduces corruption(Channa and Faguet,
2016). Decentralized health systems are believed to encour-
age citizen participation in planning and providing health
services (Dwicaksono and Fox, 2018)

Skeptics note that decentralization may exacerbate
economic inequality, reduce social welfare and reduce
central government control. Significant consensus holds
that the devolution of public funds and taxation authority
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should, on its own, exacerbate inequality amongst richer
versus poorer subnational units (Channa and Faguet, 2016).
For the provision of public goods—such as health ser-
vices—decentralization of decision power to local govern-
ments may in fact be inefficient from society’s perspective
(Couttolenc, 2012). According to Couttolenc, when given
the possibility to choose, citizens tend to prioritize provi-
sion of goods and services which benefit them directly (pri-
vate goods) rather than those which benefit larger groups
or society as a whole (public goods). This gives evidence for
a crowding-out effect for local governments, whose neigh-
bors budget higher amounts on public-type goods, bud-
get less on such goods themselves, which gives place to a
responsiveness-vs-spillover effects trade-off. According to
Oates decentralization theorem, devolution is superior only
so long as there are no spillover effects. In the presence of
spillover effects, the theoretical prediction for preference
matching of decentralization is ambiguous or even nega-
tive (Akin et al., 2005).

Despite the difficulty of measuring impacts of decen-
tralization due to the complexity and multifaceted nature of
the process (Couttolenc, 2012, Dwicaksono and Fox, 2018),
several studies have attempted to empirically assess its
effects on health system components. While some studies
focused on preference matching, others showed more inter-
est to technical efficiency. Different research approaches
have been used to assess the effect of decentralization
on the health services provision varying from economet-
ric models to Randomized Control Trials technique. Stud-
ies covered single or sample of countries belonging to dif-
ferent income groups. Health performance and outcomes
indicators that have been used are mostly related to service
delivery,immunization, out-of-pocket health expenditure,
mortality rates (infant, child, adults). To measure decentral-
ization, studies used fiscal indicators (for example, local rev-
enues, fiscal autonomy, local government health expendi-
ture, etc.) and political indicators (degree of autonomy at
the local level, dates holding local elections, etc.).

There is empirical evidence of beneficial effect of
decentralization on health system performance and out-
comes. An analysis of 45 developing and developed coun-
tries shows that decentralization could enhance preference
matching (Channa and Faguet, 2016). Faguet and Sanchez



Torres (2014) find a beneficial effect of decentralization on

health system performance in Columbia. In Tanzania, full-
scale decentralization coupled with health system reforms
have increased the utilization of skilled birth attendants
among poor women and reduced disparity across socio-
economic groups (Kengia et al., 2013). In India (Asfaw et
al., 2007) and China (Uchimura and Jiitting, 2009), more fis-
cally decentralized subnational units with functional trans-
fer system in place have lower infant mortality rates than
other units.

Other empirical studies show that decentralization has
a harmful or no significant effect on the health system at
thelocal level.In Uganda, as subnational governments pro-
gressed further into the decentralization process, they allo-
cated less money for public goods and primary healthcare
(Akin et al., 2005). The same result is also found for Philip-
pines (Schwartz et al.,, 2002). In Indonesia, increase in local
revenues did not translate into an equal rate of increase in
public health spending (Kruse et al., 2012, Skoufias et al.,
2011). In addition, disparity of facility-based birth delivery
has worsened (Hodge et al., 2015). While preference match-
ing has been observed in other sectors in Bolivia such as
education, water management and urban development, it
was not the case in the health sector (Faguet, 2012). Decen-
tralization implied higher out-of-pocket costs in state-con-
trolled healthcare providers compared to centrally-man-
aged healthcare providers in Mexico (Bustamante, 2010).
Maharani and Tampubolon (2014) did not find any signifi-
cant effect of fiscal decentralization on complete immuni-
zation status of children aged 12-23 months.

Another set of studies provided mixed or contradic-
tory, results while assessing the effect of decentralization
on the health sector. Conducting an analysis on 140 low-
and middle-income countries over 18 years, Khaleghian
(2004) finds positive and significant benefits of decentraliza-
tion on immunization in low-income countries however it
is associated with a decrease in the diphtheria and measles
coverage in middle income countries. Based on this result,
the author encourages continued central government sup-
port to health initiatives. Robalino et al. (2001) find signif-
icant and negative relationship between fiscal decentral-
ization and Infant mortality in their analysis of 45-70 low
and high incomes countries. They also note that benefits

associated with fiscal decentralization may have a U-shaped
curve with respect to GDP per capita implying that coun-
tries with low and high income are more likely to bene-
fit from the reform than middle-income ones. Using the
same study design, Rocha et al. (2016) and Guanais and
Macinko (2009) find contradictory results in the case of Bra-
zil. While the former finds no significant effect of decentral-
ization on health sector, the latter find significant beneficial
effects. Using same unit of analysis but different analytical
methodology, Jin and Sun (2011) and Uchimura and Jit-
ting (2009) reported different findings with harmful effect
of decentralization for the recent study.

Decentralization design, institutional (resistance to
change, low managerial capacity at local level, low moni-
toring and evaluation capacity at regional/national level),
political and macroeconomic factors, among others, may
lead to lower than expected impacts of decentralization
(Dwicaksono and Fox, 2018, Couttolenc, 2012):

In some countries, decentralization has been imple-
mented in a phased manner (for example, Columbia),
while in others, it was a sudden policy change (for
example, Indonesia).

The relationship between the level of decentraliza-
tion (as measured by the ratio of own-source subna-
tional government revenues to subnational govern-
ment expenditure) and key health performance and
outcome indicators show variations among coun-
tries belonging to different income groups (see fig-
ure in Annex).

In Philippines (Couttolenc, 2012), for example, decen-
tralization process and the parallel reforms have been
challenged all along by civil servant unions and a
strong medical establishment. Decentralization in the
country seemed to further increase health system frag-
mentation lowering the ability of local governments to
build their capacity. Despite efforts of improving coor-
dination and reducing fragmentation, these were chal-
lenged by the lower managerial capacities at the local
level and monitoring and evaluation capacities at the
regional and national level. Health indicators in Philip-
pines show an increasing share of out-of-pocket expen-
diture in total health expenditure a stagnating level of
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maternal mortality rate and relatively declining immu-
nization against DPT (Figure 1).

Despite strengthening the decentralization process in
1999, central government of Nigeria retained impor-
tant authority and influence over subnational gov-
ernment and overlapping responsibilities creates pol-
icy conflicts, duplication of efforts and inefficient use
of resources. As shown in Figure 1, the out-of-pocket
expenditure share in total health expenditure has rarely
decreased below the level of year 2000. The evolu-
tion of Immunization against DPT slightly improved
after 1999 however it remains lower than its level of
year 1990.

Studies appraising the effect of decentralization on
health system components show beneficial, no signifi-
cant or even harmful impacts. Studies focusing on assess-
ing the effect of decentralization on input’s component of
the system show harmful effects on local health spending;
contradicting allocative efficiency arguments advanced in
the decentralization literature (Dwicaksono and Fox, 2018).
Decentralization changes the pattern of local spending but
there s little evidence that sustains increase of local spend-
ing in the health sector due to a lack of visible change in
allocation patterns and the possibility of externalities in
the area (Channa and Faguet, 2016). The review of empiri-
cal studies interested by the impact of decentralization on
health performance and outcomes provide mixed finding.
Health decentralization could have a positive influence on
mortality rates, however, the same is not necessarily true
for immunization. (Channa and Faguet, 2016)

After seven years of conflict, the Libyan health system has
been severely impacted. Libya’s national health system faced
structural challenges even before the conflict began. It was
hospital-centric and inefficient; primary health care and refer-
ral systems were lacking; health information systems were
underdeveloped; management capacity was weak; and infra-
structure and services were concentrated in urban coastal
areas. Since 2011, many of these challenges have been
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exacerbated, and new ones have developed. The fragmenta-

tion of the country into competing governments and militia-
controlled areas has eroded stewardship and governance in
the health sector. Health budgets have been sharply reduced
due to the country’s budgetary crisis. Violence has directly
affected the functionality of health facilities; more than 1in
3inBenghaziand 1in 6 inTripoli have been partially or fully
destroyed, and nearly 20 percent have closed. Disruptions
of electricity, water, and heating have been widely reported.
The health sector now faces critical gaps in medicines and
supplies and a loss of health workers, many of whom were
from overseas and have fled amid the violence.

Current Situation of the Health Sector in
Libya'

The health sector is governed by a Minister of Health
(MoH) established in 20112 which is supervising several
central institutions (World Health Organization et al., 2017):

Health Information Center (HIC)

National Center for Disease Control (NCDC)
National Council for Medical responsibilities (NCMR)
National program for organ transplantation (NPOT)
Libyan board for medical specialties

Medical Supply Organization (MSO)

The center for human resource development
Authority of ambulance services

Hospitals and Medical Centers

Directorates of health services at the district level

The District Health Officer (DHO) is responsible for
providing comprehensive healthcare. Promotive, preven-
tive, curative, and rehabilitative services are provided to
all citizens free of charge. Initially, the DHO's responsibility
included overseeing hospital care, but hospitals have now
become autonomous. The DHO now oversees only the pri-
mary health care facilities working at the municipal level.

' In this background paper, the analysis is limited to the public
health sector.

2 Formerly the Secretariate of Health re-established in 2006 in
efforts of re-centralization of health system in Libya.



FIGURE 1 Trends in Key Health Indicators in a Sample of Countries Affected by Conflicts
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However, as per several decrees of the presidential Coun- primary healthcare type facilities such as clinics, laborato-
cil approving the financial arrangements, the number of ries, treatment centers. The number increased from 103 in
autonomous facilities have increased to cover also other 2012 to 233in 2018.
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FIGURE 2 Public Health Service Availability and Readiness in Libya (2017)
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Governance of the health sector in Libya is challeng-
ing. Supervision and monitoring systems in the sector are
not effective and the accountability mechanisms are weak.
In addition, supply chain management systems are out-
dated and poorly regulated, leading to waste and gover-
nance issues. Management capacities, such as planning
and financial management are weak. Moreover, weak gov-
ernance has slowed the roll out of policy reforms, such as
implementing a basic primary service package or an essen-
tial medicines list, as well as efforts to improve transparency
within the pharmaceutical supply chain.

Despite the conflict and the structural challenges,
Libya remains well-endowed in terms of health infrastruc-
ture and health workforce but exhibiting disparities among
provinces. As per the Service Availability and Readiness
Assessment conducted by the World Health Organization
(2017) in Libya health service availability index® is around
81 percent. The score is mainly driven by a strong average
infrastructure density index (87 percent), health workforce
density index (100 percent). However, The Service availabil-
ity index is negatively impacted by the service utilization
index (57 percent at the national level). Service utilization
index ranges between 3 and 94 percent with 13 from 22
provinces registering scores below the national average.
In addition, health service availability displays disparities
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among provinces with Ubari, Sirt and Aljifara lagging
behind with scores lower than the average at the national
level (Figure 2-a).

Public health facilities in Libya suffer from weak capac-
ity to provide general health services with disparities among
provinces (Figure 2-b-1 for hospitals and 2-b-2 for primary
health care facilities). Based on the availability of very basic
items and utilities, the health services readiness index score
for public health hospitals at the national level is around
69 percent (World Health Organization et al., 2017). This
would likely imply that, for specialist services, the readi-
ness score should be lower. Regarding primary health care
facilities, the service readiness index is even lower than for
public hospitals, with 45 percent. Based on the scores at
the national level, primary health care facilities are mostly
lacking basic medicines, diagnostics equipment, and basic
amenities (World Health Organization et al., 2017).

A Rapid Survey of Primary Health Care conducted by
the World Bank (2018) with 1012 patients in Tripoli and
Benghazi, shows that the quality of care is very low. Approxi-
mately a third of all patients do not go to the clinic closest to
their home.The lack of doctors and nurses, medications, and

® For detailed methodology on how the index is calculated, refer
to World Health Organization et al. (2017).



overcrowding were the primary reasons that patients used
more distant PHC facilities (Messiah et al., 2018). Most of the
patients interviewed (between 70 and 86 percent) report
that providers are not conducting physical exams and tak-
ing vital signs. Waits are reported as an issue for 33 percent
of respondents from Benghazi but only for 3 percent of
those in Tripoli (World Bank, 2018). Shortage in necessary
medicines, vaccines and contraceptives is reported as the
main challenge for 63 percent of respondents from Tripoli
and 56 percent of those from Benghazi.

The Ministry of Health (MOH) health budget has
sharply declined amid ongoing fiscal challenges and most
resources are allocated towards salaries and away from
operations budget. In addition, the system is suffering from
significant inefficiencies. Health sector budget® represents
8-9 percent of total government budget, declining from
5.3 Billion LYD in 2013 to 3.6 in 2017 (Libyan Audit Bureau,
2017).In 2017, only 67 percent of the health sector appropri-
ation were disbursed to the reporting units with an amount
of 2.8 billion LYD (Figure 3). Wages and salaries represented
59 percent of the disbursed amount followed by recurrent
expenditure and subsidies with, respectively, 19 and 12 per-
cent. Development expenditure represented only 1 percent
of total disbursements to health sector which could explain
low scores of service readiness index. Primary health care
as well as the autonomous hospitals received only 78 and
64 percent from the allocated budget for wages and sala-
ries and recurrent expenditure hindering the capacity of
health facilities and quality of service provision.

According to World Bank (2018), 88% of interviewed
health providers reported that they had not been paid on
time, and 52% reported that they had not been paid in
full. Delayed payments were a problem in both Tripoli and
Benghazi (Messiah et al., 2018). In addition, out-of-pocket
health expenditure is increasing. 52 percent of patients in
Tripoli and 44 percent in Benghazi report that healthcare
costs are a problem; 26 percent of respondents in Tripoli
and 23 percent of those in Benghazi reported also that they
are foregoing recommended services or medicines due to
cost (World Bank, 2018).

To tackle these systemic issues, the MoH developed a
draft policy document setting the stage for a development
of the health sector strategy in Libya (Ministry of Health

FIGURE 3 Health Sector Budget: Appropriations
vs. Disbursements (2017)
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Libya, 2019b). The draft suggests a high-level macro policy
addressing the systemic issues of health sector and con-
tributing to achieving the Sustainable Development Goals
(SDG), 2030, essentially SDG-3. The policy vision specifies
that “well and healthy people, whose health needs, espe-
cially of the underserved and vulnerable, are effectively
addressed”. Hence, the policy aims to reform and re-build
a responsive health system that ensures access by all to
the needed health services while lowing healthcare costs
burden.

Libya National Health Policy 2030

The Libyan national policy® seemingly sets the ground for
decentralization reform of the health system. It promotes
citizens' preferences matching, communities’ participation
and powers’decentralization to regions (Ministry of Health
Libya, 2019b). The Policy emphasizes the need to respond

4 Health sector appropriations, as reported by the Libyan Audit
Bureau, includes wages and salaries, recurrent expenditure, devel-
opment expenditure, subsidies and contingency.

5 An analysis of the reform is provided in the Annex 2 of the pres-
ent background paper. It focuses on the common health'’s func-
tional areas that can be affected by decentralization: planning,
budgeting and management of finances, service organization,
human resources management, governance and evaluation and
monitoring).
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to needs of citizens as individuals, families or communities,
while encouraging a participative approach. In addition,
the policy intends to shift the paradigm of how the health
system is governed by granting further autonomy to hos-
pitals of reasonable size and devolving powers to regions
where a regional health authority may be established. To
this end, and as a first step, the MoH (2019a) proposed a
reorganized structure of the ministry.

Under the suggested policy and the restructured
organization of the Ministry of Health, the decentraliza-
tion model to be adopted is a mix of deconcentration and
delegation but remains unrelated to components of sub-
national governments (provincial, once defined and estab-
lished, and municipal). The draft policy is deconcentrat-
ing health services provision and financing to lower levels
of the health system at the regional and municipal level.
The MoH delegates regulatory and technical provisions to
autonomous health institutions and organizations at the
national Level. However, it should be noticed that concepts
such as“decentralization’,“delegation”and “devolution”are
used interchangeably in both documents. For example, in
the reorganized structure of the MoH document (Ministry
of Health Libya, 20193, p.10), it is stated that “... decision
making powers related to planning, financing and manage-
ment will be decentralized and delegated to lower levelsin
the health system hierarchy”. In addition, in the policy doc-
ument, “...It is proposed to grant autonomy to the hospi-
tals and devolve powers to the regions, where a regional
health authority may be established” (Ministry of Health
Libya, 2019b, p.7).

The reorganized structure of MoH (Ministry of Health
Libya, 2019a) suggests three levels of governance of the
health system (Figure 4). The first level encompasses the
ministry and autonomous regulatory, professional and
technical bodies® as well as autonomous tertiary hospitals.
At the second level, autonomous regional health authori-
ties (RHA) are established based on several criteria related
to demographic and territory size, closeness to the com-
munity, providing less complex and effective manage-
ment and supervision. At the same level, regulatory, profes-
sional and technical autonomous bodies have their regional
branches. In addition to the above, second level of gover-
nance comprises the secondary care hospitals (general and
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FIGURE 4 Suggested Governance system of the

Health System in Libya
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rural ones) which are made partially autonomous.The third
level of governance includes autonomous municipal health
offices (MHO) that are autonomous in their operations and
ensures the delivery of primary health care.

MoH with the Ministry of Local Governance
(MoLG) signed recently (on September 12,2019) an agree-
ment to transfer responsibilities related to primary health
care to municipalities. Technical committees from both
ministries should meet to agree on the functions to be
transferred. To this regard and to ensure that the decen-
tralization improves health performance and outcomes at

¢ These bodies comprise: i) regulatory bodies such as Accredita-
tion and licensing authority of health facilities, Health technology
assessment and certification authority, Drugs regulatory authority
and Quality control laboratory, ii) professional bodies such as Gen-
eral healthcare council regrouping the independent professional
councils, syndicate s and societies, and Libyan medical specializa-
tion board, and iii) Technical bodies such as National medical sup-
plies organization, National health insurance fund, National ambu-
lance services, National blood transfusion services.



the local level, attention should be paid to following areas
(Couttolenc, 2012):

Scope: What are the activities to be decentralized; plan-
ning, budget preparation, human resources manage-
ment, procurement, etc.? The decision related to the
scope of decentralization depends on a number of fac-
tors such as economies of scale required for particular
activities or functions.
Depth and degree of autonomy in managing the trans-
ferred responsibilities: there is a need to balance the
potential conflict between national policies and plan-
ning, and local needs at the level of municipalities.
National policy and strategy: The decentralization
process’s definition and implementation should be
guided by a clear and comprehensive strategy bring-
ing together all aspects and issues of decentraliza-
tion (decision space). Lack of comprehensiveness may
lead to fragmented, uncoordinated and even conflict-
ing policies.
Institutional capacity: To which extent are munici-
palities ready to take over their new responsibilities?
Does the municipality have sufficient number of qual-
ified personnel? If not, will staff be decentralized from
central level to municipalities or will it be hired under
municipalities own regime? International experience
reports several models of hiring regimes:
i.  uniform centralized national civil service;
ii. decentralized civil service (for example Uganda);
iii. mixed models with central civil service being
transferred under their original regime but new
staff being hired under municipality’s own regime;
iv. separation from national civil service and hiring
staff under a new regime (for example, Ghana); or
v. old civil servants are transferred but “delinked”
from the central civil service (for example, Zambia).
Depending on the model chosen, a strategy of
managing change should be considered; civil ser-
vants in Philippines, threatened by decentralization,
often mobilized against it. Another aspect linked to
the decentralization of the civil servants with their
acquired benefits is the risk of financial sustainability
at the level of the municipality.

Financing: Transferring responsibilities without proper
financial autonomy usually reduces the benefits of
Libya (Couttolenc, 2012). In the case of health sector
in Libya, depending on transferred responsibilities,
both technical committees should answer the follow-
ing questions: How these activities will be funded tak-
ing into account the current regulation? What mix of
transfers from Libyan government, municipal revenues
and donors is appropriate? What type of accountability
mechanisms should be putin place to avoid leakage of
allocated funds to other sectors such as education, etc.?
Accountability and participation: The degree of
autonomy of municipalities, institutional capacity and
accountability are identified as the three key elements
for effective and efficient service delivery at the local
level. For the primary health care responsibilities to be
transferred, there is a need to define the appropriate
set of accountability mechanisms to put in place. These
should be accompanied by incentive mechanisms to
municipal agents. Allowing for increased local citi-
zens' participation improves, also, the accountability
of the municipal council. However, discussion should
also take into consideration the possibility of capture
of the devolved autonomy by local leaders or interest
group which could weaken community participation
and transparency.

Current situation of the health sector in Libya urged the
government to draft a national health policy until 2030
seeking to bring health services provision closer to citizens
while ensuring efficient allocation of resources. The Policy
suggests moving from a heavily centralized health system
to deconcentrated and delegated one. Recently, the MoH
Libya moved further in the decentralization model and
signed an agreement with MoLG to devolve primary health-
care to municipalities. Both ministries agreed to constitute
technical committees at their respective levels to discuss
functions to be transferred.

In the present background paper, international
experience shows that devolution could be beneficial,
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harmful or with no effect on health performance and out-
comes. Decentralization could positively impact mortal-
ity rates, but it is not usually the case for immunization.
On the other side, decentralization could worsen eco-
nomic inequality and reduce social welfare and central
government control.
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To ensure that decentralization leads to the desirable

health outcomes, MoH Libya should pay attention to sev-
eral policy areas. The policy reform should reflect the local
demographic, socioeconomic and institutional specificities
of Libya. The policy discussion should cover the decision
space of municipalities, the mechanisms of accountabil-
ity and how to build institutional capacities at their level.
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Annex 1: Relationship Between Level of Decentralization and Key Health Indicators
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The analysis of the reform focuses on the common health’s

functional areas that can be affected by decentralization:
planning, budgeting and management of finances, ser-
vice organization, human resources management, gover-
nance and evaluation and monitoring). It is based on the
policy document and the restructuring of the Ministry of
Health document.

Planning

Health policies and strategies’ design is retained by the
Ministry of Health (MoH) while Regional Health Authority
(RHA) adapts it to the regional context and implements it;
however, the latter still needs that the adapted plans are
approved by MoH. The Ministry put in place the appropri-
ate planning mechanisms for framing national health pol-
icies and strategies, leads and steers the policy process
at the national level and assists RHAs in adaptation and
implementation processes. RHA conducts policies’adapta-
tion process of the nationally approved health policies and
develops development and operational plans that should
be approved at MoH level within a“planning forum/board".

Budgeting and Management of Finances

Budget process remains complex and ill-defined. Budget
preparation is processed at the different levels of gover-
nance (national, regional and municipal) following national
guidelines. Autonomous regulatory and technical bodies
submit their budget requests [operational (wages and sal-
aries, and recurrent) and development expenditure] that
MoH consolidates and submits to the Ministry of Finance
(MOF). The policy and new structure of MoH’s documents
remain silent whether autonomous hospitals should also
submit their funding requests to MoH or continue to deal
directly with the MoF as per the law 9-2004 and law 179-
2009. Once the budget is approved, MoH disburses funds/
grants to the respective budget centers while ensuring
also equitable distribution of MoH funds to regions, health-
care levels and programs based on a transfer formula to be
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defined. At the level of RHA, once development and opera-
tional plan’s funding is approved, this is submitted directly
to MoF which should disburse financial resources to the
implementing agencies!

Regarding collection and use of user fees, these are
defined by law for the case of autonomous and partial-
autonomous hospitals. These facilities are also able to col-
lect other revenues upon approval from the competent
authority. However, for other public health facilities, the
policy draft states that the basic health services’ package
will be provided free of cost, while other healthcare services
should be financed through a contribution scheme (pre-
mium and co-payment incase insurance scheme is intro-
duced). At the level of Municipalities, MHOs are made able
to liaise with the mayor for potential additional funds from
the municipality revenues.

Service Organization

The draft policy confirms the autonomy of hospitals
(granted by law 9-2004 and law 179-2009; although the
appointment of the director general is not defined by these
regulations), establishes a payment mechanism for provid-
ers, deconcentrates the procurement to the regional level
and set the ground for improved access to health services
for the vulnerable and underserved population.

Providers payment mechanisms are defined at the
level of RHA in coordination with related MoH authorities
at national level, regional social security and health insur-
ance fund (established by law 20-2010) to agree on ben-
efit package options. At the national level, MoH oversees
the execution of the agreed benefit package.

Procurement and supply chain management show
some duplication of responsibilities between MoH and
RHA while allowing RHA for processing procurement at
theirlevel. Duplication of responsibilities is observed at the
level of developing dataset/dictionary of drug lists, drug
formulary, equipment and other consumables as well as
procurement planning. While operating guidelines and
standard procedures of procurement (pharmaceutical,



vaccines, health equipment, supplies, etc.) are defined

at MoH in collaboration with related regulatory autono-
mous bodies, RHA is able to procure these inputs, to man-
age their storage and distribution among health facilities
and municipalities. The MHO follows up on basic ameni-
ties and medicines’ availability at the level of health facil-
ities but is also able to procure emergency items through
medical supplies organization.

The draft policy establishes a mechanism to improve
access to health services for the most vulnerable, but it does
not specify how these are identified. For the vulnerable and
underserved population, these will benefit from subsidies
and safety nets programs.

Human Resources Management

By reference to the draft policy and the restructured orga-
nization of MoH document, the ministry plans (over 10
years) Human resources mix needs and defines guidelines
and operating procedures related to human resources man-
agement. It also defines salary scale and introduces career
structure and incentives regimes as well as needs for contin-
uous capacity building for healthcare personnel. RHAs hire/
fire, promote/demote, transfer health workforce in response
to regional needs. These authorities ensure also staff train-
ing and implement continuous professional development.

Governance

Autonomous hospital is led by a General Director who is
appointed by the Minister of health and managed by the
Scientific committee which sets the strategy of develop-
ment plan for the hospital. The regulation does not pro-
vide the size of the committee.

RHA is led by a politically appointed deputy minister.
The Deputy minister is appointed by MoH but account-
able to the citizens of the region. In another option, RHA
could be led by a board of governors comprising two Chief
Executives at hospitals, two Municipal Health Officers, one
Director from RHA, the Director of Regional Health Services
(these members are selected on rotation basis for one year),
Director General of Regional Health Service. RHA is headed
by a Director General of Health Services and comprises six
Directorates. It should be noticed that RHA replicates, to
some degree, the organization of MoH.

MHO should operate with support (and not under
control) of the Mayor of the municipality. MHO reports to
its respective RHA. MHO has three sections: i) information,
monitoring and evaluation; ii) primary health care; and
iii) health administration, legal and resource management.

While the draft policy underlines the importance of
community participation, it remains silent on the mech-
anisms and processes to implement such participatory
approach at the municipal and/or regional levels.

Evaluation and Monitoring

As per the draft policy, MoH should put in place an integrated
HMIS to collect data from the different levels of health system.
It also suggests establishing a National Health Observatory
to disseminate information on health status, health manage-
ment and to produce periodic reports Data to be collected
encompass demographic, epidemiological, vital statistics,
medical records, health status data through household and
facility-based surveys. Information collected and analyses
conducted should support the evaluation and monitoring
of health policies and promote scientific research in health.
It should be shared and disseminated in dashboard format.
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Akin, J., Hutchinson, P. & Strumpf, K. 2005. Decentralisation
and government provision of public goods: The public
health sector in Uganda. The Journal of Development
Studies, 41, 1417-1443.

Asfaw, A., Frohberg, K., James, K. S. & Jitting, J. 2007. Fis-
cal Decentralization and Infant Mortality: Empirical
Evidence from Rural India. The Journal of Developing
Areas, 41, 17-35.

Bustamante, A. V. 2010. The tradeoff between centralized
and decentralized health services: Evidence from rural
areas in Mexico. Social Science & Medicine, 71,925-934.

Channa, A. & Faguet, J.-P. 2016. Decentralization of Health
and Education in Developing Countries: A Quality-
Adjusted Review of the Empirical Literature. World
Bank Research Observer, 31, 199-241.

Couttolenc, B. F. 2012. Decentralization and Governance
in the Ghana Health Sector. World Bank Studies. The
World Bank.

Dwicaksono, A. & Fox, A. M. 2018. Does Decentralization
Improve Health System Performance and Outcomes
in Low-and Middle-Income Countries? A Systematic
Review of Evidence From Quantitative Studies. The
Milbank Quarterly, 96, 323-368.

Faguet, J.-P. & SanchezTorres, F. 2014. Decentralization and
access to social services in Colombia. Public Choice,
160, 227-249.

Faguet, J. P. 2012. Decentralization and popular democracy:
Governance from below in Bolivia, University of Mich-
igan Press.

Guanais, F. C. & Macinko, J. 2009. The Health Effects Of
Decentralizing Primary Care In Brazil. Health Affairs,
28, 1127-1135.

Hodge, A, Firth, S., Jimenez-Soto, E. & Trisnantoro, L. 2015.
Linkages between Decentralisation and Inequalities in
Neonatal Health: Evidence from Indonesia. The Jour-
nal of Development Studies, 51, 1634-1652.

Jin,Y.&Sun, R.2011. Does fiscal decentralization improve
healthcare outcomes? empirical evidence from
china. Journal of Public Finance and Management,
11,234.

Proceedings of the Libya Local Government Forum

Kengia, J. T, Igarashi, I. & Kawabuchi, K. 2013. Effectiveness

of Health Sector Reforms in Reducing Disparities in
Utilization of Skilled Birth Attendants in Tanzania. The
Tohoku Journal of Experimental Medicine, 230, 241-253.

Khaleghian, P. 2004. Decentralization and public services:
the case of immunization. Social Science & Medicine,
59, 163-183.

Kruse, I., Pradhan, M. & Sparrow, R. 2012. Marginal benefit
incidence of public health spending: Evidence from
Indonesian sub-national data. Journal of Health Eco-
nomics, 31, 147-157.

Libyan Audit Bureau 2017. General Annual Report 2017.
Libyan Audit Bureau.

Maharani, A. & Tampubolon, G. 2014. Has decentralisa-
tion affected child immunisation status in Indonesia?
Global Health Action, 7, 24913.

Messiah, E., Abdalla, M. & Graber, K. 2018. Is There a Doctor
in the House? The challenge of primary health care
(PHQ) in Libya Future Development [Online].

Ministry of Health Libya 2019a. Reorganized Structure of
the Ministry of Health. National Center for Health Sec-
tor Reforms.

Ministry of Health Libya 2019b. Well and Healthy Libya:
National Health Policy, 2030. National Center for Health
Sector Reform.

OECD & UCLG 2019.2019 Report of the World Observatory
on Subnational Governments Finance and Investment
- Country Profiles Geneve: OECD.

Robalino, D. A., Picazo, O. F. & Voetberg, A. 2001. Does Fiscal
Decentralization Improve Health Outcomes? Evidence
from a Cross-Country Analysis, The World Bank.

Rocha, F., Nishijima, M. & Orellano, V. F. 2016. Health spend-
ing autonomy and infant mortality rates: A matter of
local administrative capacity? Journal of Developing
Areas, 50, 293-300.

Schwartz, B. J., Guilkey, D. K. & Racelis, R. 2002. Decentraliza-
tion, allocative efficiency and health service outcomesin
the Philippines, Citeseer.

Skoufias, E., Narayan, A., Dasgupta, B. &Kaiser, K.2011. Elec-
toral accountability, fiscal decentralization and service
delivery in Indonesia Policy Research Working Paper.
Washington DC: World Bank.



Uchimura, H. & Jiitting, J. P. 20009. Fiscal Decentralization, World Health Organization, Ministry of Health Libya &

Chinese Style: Good for Health Outcomes? World Health Information Center Libya 2017. Service Avail-
Development, 37, 1926-1934. ability and Readiness Assessment of the Public Health
World Bank 2018. Libya Rapid Survey of Primary Health Facilities in Libya World Health Organization.

Facilities — Key Findings. Washington DC: World Bank.

Service Delivery in a Decentralized Environment: Perspectives in the Health Sector, the Case of Libya






Current Status of Service
Delivery in Libya Solid
Waste Management’

Lejla Catic, PFM Adviser, USAID Libya Economic Stabiligation Program

According to the Libyan Law on Local Administration Sys-
tems (Law 59/2012) the “municipality” is the executive
local institution that aims at service delivery. The func-
tions of the municipality include enforcement of munic-
ipal decrees; establishment and management of public
utilities; administration of urban planning affairs, social
services, health services, water utilities, sanitation, light-
ing, road maintenance, public buildings, public gardens,
public stores and waste management. Additionally, the
municipality is authorized to issue construction permits
for implementing tourism and other investment projects
within its jurisdiction.?

However, due to lack of subsidiary regulations (and
inconsistencies in the existing regulations described further
in the text), many articles of Law 59 are not being imple-
mented in Libya. For example, law 59 of 2012 states that
the country is to be divided into provinces and up to date
provinces have not been established.

In reality, the execution of public services is largely the
responsibility of the central government. The various line
ministries prepare sector plans and budgets and contract
service providers. Implementation is carried out not by the
ministries, but by service providers, mainly publicly owned
companies. Some of the examples include:

A government owned company, the General Electricity
Company (GECOL), provides electricity. GECOL reports
directly to the Ministry of Electricity and Renewable
Energy. The company has its own operational struc-
ture and budget and is considered to be one of the best
organized public service providers in Libya.

! Disclaimer: This paper was made possible with the support of
the American People through the U.S. Agency for International
Development (USAID). The contents of this document are the
sole responsibility of the authors and do not necessarily reflect
the views of USAID or the US Government.

2 Law 59/2012, Article 25.
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Operation, management and maintenance of the

water and sewage network as well as the sanitation
plants are responsibility of the General Water Com-
pany (GWC). The GWC reports to the Ministry of Hous-
ing and Utilities.

Landlines, post, Internet and mobile service provid-
ers come under the authority of the Libyan Post, Tele-
communication and Information Technology Company
(LPTIC), a holding company with 8 subsidiary compa-
nies. LPTIC reports to the Ministry of Telecommunica-
tions and Informatics.*

Solid waste management is the responsibility of 23
public companies that share the same name—Public
Services Company (PSC). PSC reports directly to the
Ministry of Local Government.

In reality, the role of municipality in service delivery is
limited. The municipalities are mainly responsible for moni-
toring service delivery—the municipal councils receive com-
plaints and requests from citizens, forward these to the ser-
vice providers and/or relevant ministries and advocate for
resolutions where applicable. However, municipal councils
have no authority over the service providers. Their ability to
actually influence the quality of services is greatly limited and
dependents on the individuals involved and the personal
relationships between the members of the municipal coun-
cil (mostly mayor and the deputy) and the service provider.

At the same time, their proximity to the citizens, as well
asthefactthat they are elected bodies creates expectations
among citizens regarding the responsibility and ability of
municipal councils to deliver services and/or solve their
problems. This puts the municipal councils in an unenvi-
able position of accountability without authority.

The proximity of the municipalities to the citizens cre-
ates opportunities for the service delivery to be delivered
in a more effective and responsive manner. There is a gen-
eral consensus amongst all stakeholders in Libya that a
more effective system of service delivery can be created by
engaging local governments in managing their infrastruc-
ture, and by engaging local governments in managing their
infrastructure and service delivery. However, decentraliza-
tion may take several different modalities. Which particular
modality would be best applied in Libya greatly depends
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on the specific characteristics and complexities inherent to
each sector. Thus, a thorough analysis of the current situ-
ation of each key public service and institutional arrange-
ment for their delivery should be a first step in establishing
a regulatory framework for decentralization.

The purpose of this paper is to examine in more
detail—using as an example one key sector, solid waste
management—the current roles and responsibilities of
central ministries, local government and public compa-
nies; the status of service delivery; major performance
gaps and the potential way forward, in line with interna-
tional best practice.

The Current System

Solid waste management is the responsibility of the MoLG.
This authority comes from the statute of the Ministry, con-
tained in the Government Decree on Organisational Struc-
ture of MoLG (133/2014). The MoLG is discharging this
responsibility by outsourcing the service out to and over-
seeing the work of the Public Services Companies (PSC).

There are currently 23 Public Services Companies
(PSC), covering 121 municipalities. Apart from collection,
transportation and disposal of the solid waste, these com-
panies are also responsible for streets sweeping, as well
as pest control, public gardens maintenance, burials and
graveyards maintenance. There is no contract in place cur-
rently to govern the relationship between the MoLG and
the Public Service Company. Thus, performance standards,
performance targets, funding assumptions and enforce-
ment mechanism are not set anywhere.

To support them in delivery of the solid waste collec-
tion, transportation and disposal, the PSC sub-contracts
part of the work to the private sector, to so called “support
companies”. In many municipalities the private companies
manage majority of waste collection (for example in Souq

3 The World Bank, Institutional mapping of local service delivery
in Libya, Feb 2014.
4 The World Bank, Institutional mapping of local service delivery
in Libya, Feb 2014.



Al Joumah private companies manage over 70% of the

waste collection, in Al-Khoms they manage 55% of waste
collection). However, no contract s in place to govern rela-
tionships between Public Service Company and support-
ing (private) companies either.

The funding for the solid waste management comes
from the MoLG directly to the PSC, in a form of a transfer of
funds through Chapter 4 (subsidies) of the Government’s
budget.® The budget is calculated using unit cost set by
a Committee formed by MoLG, and chaired by the Direc-
tor of the PSC Supervision Department. However, over the
past years the MoF has consistently approved a lower bud-
get than what was requested. The PSC bridges this gap in
funding by contracting out large portions of service deliv-
ery to supporting companies, and paying them significantly
lower price than the set unit cost. The supporting compa-
nies often compensate for the low price by charging fees
from the citizens.

The funds for the PSC are released on quarterly basis
upon receipt of the performance report from the PSC to
the Environmental Sanitation Office of the MoLG. In theory,
the Environmental Sanitation Office is meant to assess the
performance of the PSC and recommend the amount to
be transferred to the company. However, given that there
is no contract in place between MoLG and PSC (and thus
performance criteria and targets for solid waste collection
are not set anywhere), the MoLG cannot assess whether
the PSC's performance was satisfactory or not. Hence,
upon receipt of these reports, the MoLG automatically
releases 25% of the annual budget, without any assess-
ment of the actual performance. The system does not pro-
vide incentive for PSC to implement robust internal mon-
itoring mechanism.

The Environmental Sanitation Office of MoLG is meant
to provide external oversight over the work of the PSC
through its branch offices in each municipality. In many
municipalities, the Environmental Sanitation Office and PSC
municipal branch hold regular meetings. However, without
any feedback/correction mechanism this oversight has very
little impact on the work of the PSC.

The Law 59/2012 assigns responsibility for the solid
waste to municipalities. Furthermore, the new Decree
28/2019 on“Public Hygiene Regulations” (discussed in more

details below) clearly gives the responsibility for solid waste
management, either directly or through outsourcing to
the municipality. However, due to the lack of the required
Government decrees and regulations as well as perceived
inconsistencies between the existing laws, municipalities
play minimal or no role in the solid waste management. In
some cases, municipalities do allocate limited resources for
solid waste management either from their own operational
budget (Chapter 2) or from allocated funds for the munic-
ipality from the Government’s Emergency Fund. However,
these instances appear to be rare.

Service Delivery Status and Comparison to
the Standards

There is no exact information on the amount of waste pro-
duced annually in Libya. Most transfer stations and land-
fills do not have weight bridges, and those who do have it,
due to lack of proper supervision do not have reliable data.
The records of the collected waste are made by simply cal-
culating the volume of the trucks that enter a landfill. This
in itself is a problem—as it makes it extremely challenging
to establish a realistic budget for the SWM, or to monitor
the performance of service providers; and it creates signif-
icant space for records manipulation.

Several studies conducted in Libya since 2011, in Trip-
oli and Benghazi, assessed the amount of waste produced
by households to be between 1.1-1.3 kg/person.

The table below includes comparison between the
existing status of service delivery in SWM and the Libyan
standards, based o international standards and norms:

A total number of 31,500 employees work in the sec-
tor, of which 24,000 administrative staff® and 7,500 street
workers. Of the total budget for SWM, some 70% is spent
on the salaries. Still, in comparison to the Libyan solid waste
management standards, the sector is currently operating

5 Although collecting fees from business is allowed by law, fee col-
lection in general is not practiced. Fee collection from the house-
hold is not stipulated in the law, however, there is anecdotal evi-
dence that the private companies collect fees form households in
some cases to bridge the gap between the actual cost of service
delivery and the amount they are paid by the PSC.

¢ Administrative staff term used in this document includes tech-
nicians, supervisors, admin and finance staff.

Current Status of Service Delivery in Libya Solid Waste Management



Comparison to the Service Delivery Standards and Norms:

Current
Item Situation Standard® Gap
Total population 7,181,245
Total urban population 5,385,934
Average waste generated per capita (kg/person/day) 13
Total waste generated annually (tons) 2,555,625
Total length of roads swept (km) 5,709
Service coverage (% of population serviced) 50-80%* 100% 20-50%
Number of landfills operated 40 na. na.
Number of temporary landfills (transfer stations) 80* 121% 41
Number of workers 7,532 20,071 -12,539
Number of administrative staff (incl. technicians, supervisors and engineers) 23,995 10,437 +13,558
Number of vehicles 880* 2,500 1,620
Number of garbage containers 30m 60* 600 540
1100l 7,500% 75,000 67,500
small 5,000 50,000 45,000

*MoLG's estimate, the actual data is missing.
@ Needs are calculated applying Libyan standards for solid waste management.

with the shortage of 12,500 street workers. At the same
time, there is an excess of 13,500 administrative work-
ers (including technicians, supervisors, admin and finance
staff). Anecdotal evidence suggests that many of these
administrative staff do not actually show up for work, i.e.
are ghost workers. These numbers indicate significant
inefficiencies in the way limited public funds are spent on
SWM services.

The companies (PSC and support companies com-
bined) have at their disposal estimated number of 880
operational vehicles. The sector is currently operating with
ashortage of some 1,620 vehicles; while the 880 available
and operational vehicles are long past their useful life and
thus vulnerable to frequent breakdowns.

The number of containers provided in Libya is limited,
and insufficient for ensuring coverage for all residents. Most
municipalities have very few to non-residential containers,
and only 10% of communal containers are available. Waste
is mainly disposed in plastic bags left either at a designated
collection point, if it is available, or in any accessible road
side and open areas. This results in waste being scattered
by elements or animals, making it more difficult to collect;
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and increasing environmental and public health hazards.
Moreover, due to lack of supervision by the company and
more importantly by the authorities (i.e. Environmental San-
itation Office), collection routes are often not followed and
frequency of waste collection quite variable.

The state of service delivery in solid waste manage-
ment sector is quite deficient overall, with only 50-80% of
citizens receiving service. This is a result not only of low lev-
els of funding, but also of very inefficient utilization of exist-
ing funding—itis mainly concentrated on a bloated admin-
istrative workforce, with minimal investment in equipment
or running costs. The inadequate management of funds is
also demonstrated by the lack of transfer stations, which
leads to overuse of vehicles and unnecessarily high con-
sumption of fuel.

These inefficiencies in the system are possible due to
lack of clear and accountability-focused contractual arrange-
ments between the government and the service provider;
the lack of a defined set performance standards and targets;
and lack of clearly defined oversight responsibilities. These
deficiencies could largely be addressed by introduction of
clear performance-based contracts. Moreover, opening the



sector to competition would further improve efficiency in

public spending on solid waste management.

Lack of supervision is another serious shortcoming for
the sector.This is largely because supervision is the respon-
sibility of the central ministry and is thereby removed from
the purview of local residents. As a result, service delivery
agents are effectively shielded from pressure for account-
ability at the local level.

The existing legislation in Libya contains contradicting def-
initions of roles and responsibilities in the solid waste man-
agement sector:

The Solid Waste Law (13/1984) has not been updated
since 1984 and contains outdated references to who has
the authority over the sector, referring to the people’s com-
mittees of municipalities, as bodies responsible for super-
vision of street cleaning.

The Law on Local Administration (59/2012) envisages
a significant role for the municipalities in the sector, partic-
ularly with respect to oversight of affairs pertaining to pub-
lic hygiene. The Executive Regulation of the Law, attached
to the Cabinet Decree 130/2013, gives municipalities clear
responsibility to “conduct the necessary tenders related to
public hygiene and waste transfer’, as well as to“propose...
environmental decisions, legislation, and regulations that
govern the work progress at the municipality”

At the same time, the Government Decree on the
Organizational Structure of the MoLG (133/2014), Article 9,
gives MoLG responsibility to propose legislation pertaining
to solid waste management, propose and circulate public
hygiene programs, oversee waste collection sites, oversee
recycling and technically monitor units concerned with
public hygiene, amongst other things.

The Decree on the Organizational Structure of Munici-
palities (212/2018), Article 19, gives responsibilities for super-
vision of solid waste management, development of programs
and improvement of quality of services to the Environmental
Sanitation Office of the Municipality. However, the affiliation
of these offices to the MoLG s not entirely clear. If these offices
are meant to report to the Environmental Sanitation Office
of the MoLG, this gives the MoLG powers to impose controls

on all activities of municipalities with respect to the solid
waste management, from the choice of staff to the choice of
investments and the extent and modalities of services deliv-
ery. Effectively, the Decree does not envisage decentralization
(stipulated in the Law 59), but rather delegation of authority
for solid waste management to the municipality.

The Decree on Public Hygiene Regulations (28/2019),
issued as a result of the newly approved Solid Waste Man-
agement Sector Strategy, clearly gives the responsibility
for“public hygiene and rodent and insect control” or “entrust-
ing of these tasks to a company authorized to engage in these
activities"” to the municipality. According to the Decree, the
municipality is responsible for setting the daily schedule for
waste collection, specifying collection locations, establish-
ing final disposal locations and overseeing street cleaning.®
The Decree further stipulates that “fees for services of pub-
lic hygiene and rodent and insect control shall be determined
through a decision made by the municipal council and shall
be within the standard rates established by the State”?

The Decree on Municipal Fee Regulation (14/2019) also
contains a provision mandating that the municipalities are
to set the fees for service provision.™

Public General Service Provision

What are the most appropriate institutional arrangements
for service delivery?

According to the “decentralization theorem” formu-
lated by Wallace Oates, “each public service should be pro-
vided by the jurisdiction having control over the minimum
geographic area that would internalize benefits and costs
of such provision”"

The Maastricht Treaty underscored the critical impor-
tance of the well-known “principle of subsidiarity,” for

7 Decree 28/2019 on“Public Hygiene Regulations’, Article 2.

& Decree 28/2019 on“Public Hygiene Regulations’, Article 4.

° Decree 28/2019 on“Public Hygiene Regulations’, Article 29.

1 Decree on Municipal Fee Regulation (14/2019), Article 4.

" Wallace E. Oates, Journal of Economic Literature, Vol. 37, No. 3
(Sep., 1999).
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purposes of determining the assignment of responsibilities

among members of the European Community. According to
this principle, service delivery functions should be assigned
to lower levels of government, unless a convincing case
can be made that the service would be more effective at a
higher level of government. In turn this again is determined
fundamentally by whether or not most of the benefits and
costs associated with the provision of that service are expe-
rienced at the local level—when that is the case, local gov-
ernments should be given service provision responsibility.

These fundamental public finance efficiency princi-
ples underscore the rationality of a central role for local
government in service delivery across a range of functional
areas because:

The locus of benefits/cots is at the local level for many
types of public services.

Local governments understand the concerns of local
residents;

Local decision-makers are closer to the voters making
them more responsive to their needs;

Unnecessary layers of administration are eliminated.

The circumstances under which provision of services
should be undertaken by the central level include:

Benefits and costs of public services are realized by
nonresidents (i.e. the provision of the service gener-
ates external benefits for citizens outside the bound-
aries of the community);

Provision of the service is in the national interest, such
as defense or foreign affairs;

The service requires an area larger than a local jurisdic-
tion for cost—effective provision—i.e. economies of
scale exist in service provision. This would be case with,
for example, with certain forms of public transportation.

Inline with the above considerations, Anwar Shah sug-
gests the following general guidelines for the appropriate
assignment of responsibilities for service delivery between
local, regional and central government.'

It should also be underscored that the assigned gov-
ernment authority may decide to provide services directly,
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orto outsource it to private sector. In general, the evidence
tends to suggest that private provision of a range of ser-
vices can promote efficiency and effectiveness.

Solid Waste Management

International best practice recognizes that solid waste man-
agement, including control over collection, storage and dis-
posal of waste, is most efficiently administered at the local
(municipal or county) level. This relates to the fact that local
government is the unit of government closest to the citi-
zenry and will likely be the most responsive and account-
able to local citizens in providing the service. In addition,
the vast majority of benefits associated with garbage col-
lection and disposal are captured at the municipal level.
The local government may either provide these services
directly or by outsourcing to private sector.”

Local government usually has a clear responsibil-
ity for zoning, which divides a municipality into districts
based on functional utilization, and prohibits given activi-
ties within districts. Local government is also free to adopt
and enforce any additional regulations imposing condi-
tions, restrictions or limitations on the local handling or dis-
posal of solid waste, providing that no conflict with state
regulations occurs.

By contrast the central government is usually responsi-
ble for establishing national solid waste management strat-
egy, setting national norms and standards and maintain-
ing a national waste information system.

In addition, in a number of countries waste disposal is
usually managed collectively by a group of municipalities
sharing geographical boundaries and final disposal land-
fills. In a case of Jordan, for example, such bodies are called
Common Service Councils.

Table below shows several examples of roles of local
government in solid waste management from different
countries in the region and internationally:

12 The Reform of Intergovernmental Fiscal Relations in Developing
and Emerging Market Economies, Anwar Shah, The World bank, 1994.
3 In addition, even in those cases where the service is outsourced to
the private sector, often local government is responsible for providing
waste bins, including special bins for waste separation at the source.



Policy, Standards,

Expenditure Category Oversight Provision Comment

Defense F F Benefits and costs are national in scope
Foreign affairs F F Benefits and costs are national in scope
Monetary policy, currency, banking F F Benefits and costs are national in scope
Environment F F Benefits and costs are national in scope
Subsidies to business F F Regional development, industrial policy
Industry and agriculture FSL SL Significant inter-jurisdictional spillovers
Education FS.L SL

Health FSL SL

Social FSL SL

Police S.L S.L Primarily local benefits

Water, sewerage, waste L L Primarily local benefits

Fire protection L L Primarily local benefits

Parks and recreation

Primarily local benefits, but national and provincial governments
may establish own parks.

L=local; S=state (regional); F=federal (central).

Country
The United States

United Kingdom

Germany

South Africa

Turkey

Jordan

Role of Local Government is Waste Management Service Delivery

The Resource Conservation and Recovery Act (RCRA) sets forth comprehensive federal planning guidelines to be utilized
by local and state governments in the development of individual state or regional solid waste programs. However, it
leaves primary responsibility for solid waste management with state and local governments.

In California, the Waste Management Act leaves primary responsibility for solid waste management and planning
(providing household waste collection and recycling services, managing and operating landfill sites, delivering
education and awareness programs, and providing and maintaining litter infrastructure) with local government; subject
to the requirement that all activities conform with the state Solid Waste Management Plan.?

"

The Environmental Protection Act 1990 designates the roles of “waste collection authority”and “waste disposal authority
to councils. Single tier unitary authorities have collection and disposal responsibility, whereas two tier authorities have
separate collection and disposal responsibilities between the district and county councils respectively.

According to the Basic Law for the Federal Republic of Germany and the constitutions of the Ldnder, wastewater waste
management is amongst the most important services provided by the municipality.® Waste management legislation is
based on European law, German federal law, the regional laws of the federal states and the statutes of the local authority
waste management services.

Article 5B of the Constitution assigns responsibility for provision of the waste management services, which include
waste removal, storage and disposal services, to the local government. Municipalities also must work with industry and
other stakeholders to extend recycling at municipal level. Provincial government is the primary regulatory authority
for waste activities, except for activities for which the Minister is the authority. National government is responsible for
ensuring that the Waste Act is implemented and National Waste Management Strategy set.

The 1991 Solid Waste Control provides guidelines and standards for solid waste collection, storage, transport, and
disposal. The responsibility for waste collection lies with the municipality, within the regulatory framework set by the
Ministry of Environment and Forestry 4

Waste collection is the responsibility of the 22 Common Service Councils (CSCs), which were created to serve groups of
municipalities, given the impracticality of assigning each municipality to operate its own landfill.¢

2 An Assessment of the Role of Local Government in Environmental Regulation, Corrie, Pamela, 1986.

b Local Government Administration in Germany, Dieter Haschke, 1997.

¢ National Waste Management Strategy (NWMS) Final Draft, Environmental Affairs Department, South Africa, 2011.
4 Municipal solid waste management strategies in Turkey, Andac Akdemir, 2019.

¢ Solid Waste Management in Jordan, Mohammed Aljaradin, 2014.
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When it comes to institutional arrangements for solid
waste management, there is a general agreement
amongst stakeholders in Libya that the efficiency of
SWM can only be decisively improved by bringing ser-
vice delivery closer to the citizens. As described above,
both theory of service delivery, fiscal decentralization
and international best practice in SWM service provi-
sion underscores that this should be the preferred ser-
vice delivery approach.

Following the principle of subsidiarity, the assign-
ment of roles and responsibilities most likely to be asso-
ciated with efficient and cost-effective service delivery
would include:

1. National Government, represented by the MolLG:
responsible for policy setting including:

Setting the overall sector strategy and general
policy framework,

Setting policies and regulations to incentivize
recycling,

Setting up standards and norms,

Regulating fees to be collected by the local gov-
ernments,

2. The regional level of government, represented by
the Solid Waste Management Joint Service Councils,
or clusters of municipalities (through which a num-
ber of municipalities who share landfills, and are geo-
graphically close to each other, can be members of
and manage the collection and transportation of solid
waste) should be responsible for the following waste
disposal service aspects:

Ownership over the final landfills,

Entering into contracts with specialized manage-
ment companies to conduct management and
operation of final landfills,

Oversight over the management of the landfills,

3. Local authorities, represented by the municipali-
ties, should be responsible for waste collection, sort-
ing and transfer within its administrative boundar-
ies, including:
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Setting locality specific policies and executive

regulations,

Development of the Municipal Operational Plan
for Solid Waste Management,

Contracting out waste collection and transpor-
tation through competitive public procurement
processes,

Conducting field monitoring to ensure that waste
is collected in accordance with agreed upon waste
zoning, routes, and scheduling arrangements,
Collecting feedback from citizens on solid waste
management, and sharing/discussing them with
service providers,

Overseeing the waste weighing and recording
process for collected waste at the transfer stations
and final landfills,

Through the activities of municipal guards: (i) con-
trolling disposal of wastes in unallocated areas,
and (ii) imposing fines provided for by the law.

4. Service providers, i.e.companies competing in the mar-
ket for contracts awarded by the authorities through an
open public procurement process, should be respon-
sible for:

Collection of waste, in line with the performance

standards and targets specified in their contracts,

Transportation of waste to the specified landfills,

Management of the transfer stations and landfills.

The PSC would most likely be either dismantled
or broken into smaller companies, who would com-
pete for municipal contracts, and would gradually be
absorbed by the private sector.

Law 59/2012 empowers the municipal council to manage
arange of local services, including public utilities; adminis-
tration of urban planning affairs, social services, health ser-
vices, water utilities, sanitation, lighting, road maintenance,
public buildings, public gardens, public stores and waste
management. Indeed, the principle of subsidiarity would
suggest that solid waste, sewage, water, firefighting, and
parks management services are in general best provided at



the local level. These services can best be provided directly

by the local government, or outsourced to the private sec-
tor, within the context of overarching regulatory/opera-
tional standards set by the national government.

The Government of Libya has developed a compre-
hensive and best practice compliant Solid Waste Manage-
ment Sector Strategy, which recommends decentralization
of service delivery in the sector as the optimal approach
for improving service delivery. In line with the Strategy’s
key recommendations, the Government has issued Decree
28/2019.This clearly states that waste management is the
responsibility of the municipality and provides control
over setting solid waste management fees to the munici-
pal council. To improve overall service delivery in Libya, a
similar approach should be adopted with other key local
services, including sewage, water utilities, road mainte-
nance and lighting.

In this regard, a National Decentralization Strategy
should be expeditiously developed which articulates:

The structure of the sub-national governance system
and relations between its tiers;

The assignment of responsibilities in services delivery
to the different tiers of the public governance system,
following the principle of subsidiarity (effectiveness
and efficiency in local service delivery); and
Assignment of the appropriate financial resources to
match these responsibilities, including a mandate for
the municipalities to set and levy cost-based fees for
service delivery.

Considering the limited institutional capacity of
newly formed local government units, a staged approach
to decentralization may be the most realistic strategy to
adopt at this point in time. Along the same lines, open-
ing the sector to competition through outsourcing of
service delivery to private sector (through open procure-
ment processes) is likely to promote more efficient ser-
vice delivery.
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Suggested Way Forward

for National Public

Investment Planning in
Libya On Solid Waste

Management'

Ammar Jarrar, Public Investment Planning Advisor, USAID Libya Economic Stabilizgation Program

l. Introduction

Huge fiscal deficits have emerged during the post-transi-
tion period in Libya. Because virtually all public funds are
channeled into wages/salaries and a large-scale public sub-
sidy system, limited fiscal space has been made available
for capital expenditures. As a result, physical infrastructure
has been adversely impacted across Libya, and national
and sub-national governments face an ongoing crisis with
regards to their capacity to deliver basic goods and ser-
vices to citizens. As the following statistics show, salaries
and administrative expenses (chapters one and two, respec-
tively) have accounted for no less than 60% of the total pool
of expenditures since 2014. This rate stood at 74% by end
of 2018, and reached 91% after adding subsidies, leaving
no more than 9% for development-specific expenditures.

From a budget planning dimension, no coordina-
tion—Ilet alone integration—of recurrent and capital bud-
get planning takes place in Libya; and there is no urgency
for change given that the majority of spending goes to the
public-sector payroll and subsidies. Therefore, a strong pol-
icy must be put in place that requires a disciplined, longer-
term approach to establishing budget priorities and that
singles out capital spending as a key priority. Also, the policy

will need to be supported by a multi-year macro-fiscal and
budget formulation process? that is compatible with the
needs of capital budgeting.

! Disclaimer: This paper was made possible with the support of
the American People through the U.S. Agency for International
Development (USAID). The contents of this document are the
sole responsibility of the authors and do not necessarily reflect
the views of USAID or the US Government.

2 Currently, the budget formulation process is conducted on an
annual basis, whereby all planning takes place on an incremental
basis, hence leaving little room for medium- to long-term planning.
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Breakdown of Revenues vs Expenditures in Libya (2014-2018) in Libyan dDinar

2014 2015
Revenues 21,543 16,843
Expenditures 43,814 36,015
Deficit —22,271 -19,172
Expenditures breakdown:
Salaries 23,632 20,307
% 54% 56%
Administration 3,260 3,626
% 7% 10%
Development 4,482 3,862
% 10% 11%
Subsidies 12,440 8,220
% 28% 23%

2016 2017 2018
8,595 22,338 35911
28,788 32,692 39,286
-20,193 -10,354 -3,375
19,093 20,293 23,607
66% 62% 60%
2,223 4,541 5,663
8% 14% 14%
1,398 1,888 3,390
5% 6% 9%
5,724 5970 6,627
20% 18% 17%

Source: Central Bank of Libya, Q4 2018 bulletin.

Note: the four expenditure components cover national and sub-national spending, and they coincide with the four chapters under the budget, namely
chapter one (wages and salaries), chapter two (administrative expenditures), chapter three (development and capital expenditures), and chapter four

(subsidies and price-stabilization schemes).

Due to the de-concentrated nature of intergovernmental
finance in Libya, responsibilities for expenditures and rev-
enue source control is vested in the national government.
Most public services are provided by local offices of sec-
toral line ministries, and budget execution functions at the
local level are handled exclusively by local MOF offices. This
financial management state of affairs is expected to change
as Law 59 s put into effect, which will result in greater sub-
national empowerment.

The situation for development budgeting is similar
to the existing public financial management framework
for expenditure and revenue management. To illustrate,
provinces and regional planning authorities are envi-
sioned in Law 59 as coordinating bodies for municipal
development budgets, but since no provinces have yet
been formed, no development planning takes place at
the subnational level. The Ministry of Local Government
coordinates the budgets and activities of municipalities,
including any development requirements as municipal
operating and development budgets must pass through
the MOLG budget.
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Main Constraints on Development
Budgeting in Libya

The following are the main issues that negatively impact
development budgeting in Libya:

There is no programming for public investments from
either a top-down or bottom-up standpoint. MoP does
not plan for investments within a strategic sectoral
approach or at the line-ministry level. Instead, line min-
istries apply for a share of the annual funds allocated
by the Presidential Council under Chapter 3 based on
their year-to-year requirements.

There are no consistent or homogeneous guidelines for
project screening and/or appraisal even though MoP’s
internal bylaws specify that such guidelines are a pre-
requisite for investment selection.

The Libyan government has a poor track record of pub-
lic investment implementation. This is evident from
the huge inventory of suspended projects that dates
to the pre-transition period,® which reflects a flawed

3 In 2008, the development budget peaked at LYD 28.9 billion, fol-
lowed by LYD 19 billion in 2009, compared to LYD 1.9 and 3.4 bil-
lion in 2017 and 2018, respectively.



framework for project selection and implementation.

This substantial backlog of projects has gravely stalled
development budgeting as private investors have
become reluctant to re-enter the market.
Development and recurrent budgeting are not syn-
chronized, which echoes the lack of coordination and
joint planning between the MoP and the MoF for devel-
opment budgeting.

Law 13 of 2000, Cabinet Decree 137 of 2012, and the MoP’s
internal bylaws are the principal cornerstones that set the
tone for public investments as they formally recognize MoP’s
responsibilities and development budgeting requirements.

A Synopsis of the Key Regulatory
Documents

Law 13 of 2000 focuses on project development for large
scale investments that are to be selected and implemented
by a public planning council (PPC). The law specifically
embraces economic reform measures.

The law identifies eight sources of funding for reform
projects, but it provides that oil revenue is to be the prin-
cipal source. According to the law, at least 70% of a proj-
ect’s funding is to come from oil revenue. However, actual
disbursements are in breach of this requirement. This was
pointed out in the 2017 Audit Bureau report,* which noted
that over the five-year period of 2013-2017, only 57% of
the development budget was financed from oil revenues.

This decree assigns to the MoP a range of authorities
to establish plans and programs needed to implement
economic development policies;

As far as the public investment mandate is concerned,
three managerial layers (stipulated in article 4 of the
law (on organizational structure) stand out:

1. The Economic and Social Planning Department.
This department is responsible for drafting strat-
egies and economic policies. It is also responsi-
ble for validating proposed projects and deter-
mining their technical and economic inputs. The
department is also responsible for determining
the availability of project finance and maintain-
ing a database of macroeconomic data across dif-
ferent sectors.

2. Technical Affairs and Project Feasibility Depart-
ment. This department has a wide mandate cover-
ing different aspects of public investments, includ-
ing the conduct of feasibility studies, determining
infrastructure projects'needs, and setting procure-
ment criteria for selecting contractors.

3. Oversight Department of Projects under the Bud-
get.This department is responsible for classifying
development budget projects, maintaining the
books, and preparing the financial statements for
such projects. The department also issues the dis-
bursement instructions for the funds that finance
project implementation.

MoP distributes a circular to line ministries in Novem-
ber outlining the next year’s guidelines for the devel-
opment budget under Chapter 3, including expendi-
ture priorities, and the deadlines for the submission
of line ministry proposals. The Presidential Council
(PC) sets the guidelines and budget allocations across
the four chapters.

Between November and Q1 of next year, the PC
approves a budget for Chapter 3 investments

Within this timeline, line ministries forward their pro-
posals to MoP

The PCidentifies sector ceilings in May across the four
chapters, including the Chapter 3 development budget
MoP sends the final list of project proposals to the PC
in July

4 The Libyan Audit Report, 2017, page 52.
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The PCapproves the allowances for Chapter 3in August

Adialogue ensues between the MoP and the line min-
istries to finalize line ministry requests within a period
of two months

MoF is involved at the final stage (following the PC
decision on budget allocations) where focus shifts to
the disbursement of funds

Identify a Public Investment Plan (PIP)
Methodology

Working closely with the Libyan government, USAID’s LESP
project has selected the solid waste management (SWM) and
primary health care (PHC) sectors with a view to developing
and implementing pilot delivery models for these services,
which are crucial to citizen welfare. The LESP project’s pri-
mary objective in this area has been to develop each sec-
tor’s service provision and related cost management strategy
and related PIP for a medium-term timeframe (2020-2022).

The LESP project also has prepared PIPs that are linked
with these strategies. The SWM investment plan identifies
a number of key required investments, which the Minis-
try of Local Government (MoLG) has endorsed. These are
located across important Libyan municipalities and aim
to expand SWM services and enhance the functionality of
landfills, a major infrastructure investment priority required
to improve the performance of the entire SWM service sup-
ply chain. The PHC investment plan identifies capital refur-
bishment requirements for a number of PHC clinics located
in crucial municipalities. The concerned clinics require major
rehabilitation due to lack of maintenance and, in some
cases, damage suffered during periods of conflict.

The Main features of PIP Formulation are
as Follows

Public investment selection needs to be based on the
medium-term goals and outcomes specified in sector

Proceedings of the Libya Local Government Forum

strategies. Investments are a critical element in the imple-
mentation of such strategies; they support the expansion
of services and respond to critical infrastructure needs.

Screening criteria need to be applied at an early stage of
investment proposal development by line ministries. These
are determined based on project capital size thresholds,
ranging from qualitative criteria to cost-efficiency and cost-
effectiveness measures for small to medium-size invest-
ments, respectively. Cost-benefit analysis is applied for
large projects. Screening criteria provide the guidelines for
validating and establishing a short list of priority projects.

CBAs are tools to assess a proposed public investment’s
financial and economic feasibility. A financial CBA assesses
a project’s financial costs and revenues; an economic CBA
identifies the benefits that would accrue to Libyan society
after adjusting values to account for market distortions.

Propose a Public Investment Plan (PIP)
Organigational Setup

The following are the initial recommendations suggested
by LESP for consideration by public and private stakehold-
ers, and by the major donor organizations engaged in the
medium-term budgeting and IGF reform process:

Firstrecommendation. The PC should establish a joint
MoP/MoF PIP committee to manage and oversee a
public investment project application process for line
ministries. Planning for sub-national public invest-
ments would remain under the MoLG until Law 59 is
fully implemented.

Second recommendation. A bottom-up national PIP
planning process should be introduced. This process
would involve the preparation by line ministries of



their public investment proposals in accordance with

guidelines provided by the PIP Committee. The pro-

posals should align with the priorities set in the rele-

vant medium-term sector strategy and be submitted
within a specific period in the annual budget cycle.

The process would begin with a capital budget call by

the MoP and MoF and would culminate with the sub-

mission by the ministries of requests to the MoF for
the inclusion of approved public investment projects
within the next year’s budget.

Third recommendation. A PIP Unit should be estab-

lished within the MoP to manage the PIP process on

behalf of the Ministry. A principal function of the PIP

Unit would be to ensure that the investment propos-

als of line ministries are aligned with the relevant sec-

tor strategy or with clearly articulated specific objec-
tives or priorities of the ministry.

Fourth recommendation. The PIP Unit should estab-

lish the selection criteria, which should be setin accor-

dance with the capital size® of the proposed invest-
ment as follows:
I.  Small projects would be screened according to the
following factors, which are treated as elements
to support project relevance for the ministry or
sector, as opposed to being prioritization criteria:
1. Size of project, including crucial assets
required, such as land and fixed assets
Geographic location
Ministry’s track record of implementing sim-
ilar projects
Environmental and social risk factors

5. Estimated demand for the service in question,
or estimates for a similar service provided in
another sector or by another ministry
Expected timeline for implementation

7. Foreign exchangerisk, based on the projected
need for foreign labor, management, and/or
equipment.

IIl.  Medium-sized projects would be screened using
qualitative criteria and cost-efficiency and/or cost-
effectiveness indicators. Examples include:

1. Degree of societal impact (e.g., the projected
health and/or environmental benefits)

2. Contribution to investment promotionin tar-
geted geographical regions
3. Degree of support for certain business drivers
Degree of support for capacity development
in high value-added industries (e.g., manufac-
turing skills, agricultural skills))
Cost efficiency of investments
Cost effectiveness of investments in achiev-
ing pre-set targets and outcomes
lll. Large projects would be screened using a full-
fledged cost-benefit analysis, as follows:
1. Financial analysis recording all projected costs
and revenue streams
2. Economic analysis to identify all projected
societal benefits
3. Calculating net present values for both types
of analysis, supported by projected financial
and economic rates of return
Provide basic training on CBA skills
5. Develop templates and formats for line min-
istries to apply analytical techniques
IV. Screening of medium-sized and large projects
should result in the ranking/prioritization of a
short list of public investments, which the PIP
Committee would then match with available bud-
getary funds.
Fifth recommendation. The PIP Unit should identify
the PIP capacity-building needs of the most signifi-
cant PIP stakeholders. This needs assessment would,
for example, determine the capacity of various stake-
holders with respect to procurement and crucial tech-
nical and appraisal areas (project design, appraisal and
selection) requiring substantial expertise.
Sixth recommendation. The PIP Unit should develop
and maintain a project database that encompasses the
projects that are within the budget ceiling established
by the MoF. This would strengthen planning capacity

5 LESP proposes that the MoP use three distinct thresholds for
determining the capital size classification of a proposed invest-
ment project. For example, such thresholds could potentially be:
Small: up to LYD 500,000; Medium: over LYD 500,000 but no more
than LYD 2,000,000; and Large: over LYD 2,000,000. LESP that such
thresholds be used as part of the process for setting selection cri-
teria for public investments.
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and promote the making of informed investment deci-

sions with respect to the government’s portfolio of
projects. This database should serve as a highly reli-
able and up-to-date source of information on public
investments and allow the tracking of projects through
the entire project lifecycle.

Introduce Improvements in Line with PEFA
Frameworks

The public investment planning framework in Libya could
also benefit from the model prescribed by the World Bankin
accordance with the PEFA platform for public investments.
This would complement the ongoing reforms suggested by
USAID and promote higher efficiency in public investments,
especially from an ex-post perspective. The areas described
below are consistent with the PEFA assessments that have
been conducted in several MENA countries (Jordan, Tuni-
sia, Irag, and Morocco):

Public Investment Costing: The budget documenta-
tion for public investments should include total life-
cycle costs of major investment projects, including
both capital and recurrent costs. Also, a year-by-year
breakdown of the costs should be provided for each
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project for at least the current budget year and the
two following years.

Public investment Monitoring: Public investments
should comply with standard procedures and rules
established for project implementation. Information
on costs and physical progress should be published at
least annually. Progress in project execution should be
effectively monitored by the sponsoring line ministry
and reported to the MoP on a quarterly basis.

Public Investment Ex-Post Evaluation: Public invest-
ments that have been implemented need to be exam-
ined to validate whether the key sectoral objectives
related to the project have been achieved, a process
that becomes even more crucial when project imple-
mentation is delayed and capital overruns are being
experienced. Ex-post evaluation processes can play
a very important role in revealing flaws or shortcom-
ings in design, formulation, planning, orimplementa-
tion. In some cases, inadequate project performance
may also be linked to deteriorating economic and
political conditions. Project evaluation determines
whether a publicinvestment provides adequate“value
for money;” it also provides lessons learned that can
improve the design and implementation of similar
projects in future.
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Sustaining the

Legitimacy of Municipal

Councils through

Elections Amid Conflict

Daniel Stroux, United Nations Development Programme (UNDP)

How can the democratic legitimacy of Libyan municipal
councils be maintained during the on-going conflict in
the country? The recent launch of a second generation of
municipal council elections in March and April 2019 was
severely affected—although not completely halted—Dby the
outbreak of hostilities on April 6, 2019. The Central Commit-
tee for Municipal Council Elections (CCMCE) has held a total
of 25 elections since 2018. However, it faces multiple secu-
rity and politically-related challenges in conducting elec-
tions in those remaining nearly 100 councils whose four-
year-mandate has expired after the elections of 2014/2015.
In addition, the newly created municipalities are also seek-
ing democratic legitimation.

The recently elected councils are also facing major
political pressure as a result of the Libyan East-West-Divide,
as the internationally non-recognized‘Interim Government’
challenges their legitimacy by appointing parallel Steering
Committees, among other measures. Additional tensions and
conflict in these municipalities are the result of these some-
time successful interventions by the Interim Government
even beyond its territorial reach. Within this challenging
context, special attention needs to be given to the mandate
renewal of the municipal councils through local elections
in Libya to further promote local democracy in the country.

The paper argues that despite the conflict, the demo-

cratic legitimization of the municipal councils should not be
halted but carefully continued. However, certain conditions
must be met to ensure credible electoral processes and to
support the subsequent, systematically building of the coun-
cils'capacities. We plead for a democracy bonus for the newly
elected, not only to help with improving service delivery, but
toalso promote the democratic practice of inclusive participa-
tion of citizens. This includes citizen participation in between
elections, as well as through periodic elections in accordance
with the councils’legal mandate, respecting the basic rights
of the Libyan people to freely elect their representatives.
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Furthermore, we argue that democratically-elected
local leaders acquire a natural, but undetected and insuf-
ficiently promoted leadership role in Libya. Local leaders
assume this role through the growing importance of the
municipality level for the citizenry—and the simultaneous
weakness of national institutions. The East-West-Divide with
the Interim Government’s intervention against the newly
elected councils’ affairs needs to be dealt with through a
mix of support to these councils and clear political mes-
saging vis-a-vis these destabilization attempts. Otherwise,
the efforts to promote democratic governance and stabil-
ity through democratic processes at the local level may fail.

Legal Background

Law N° 59, the Law on Decentralization of 2013, constitutes
the legal framework for the establishment of the municipal
councils and their democratic legitimation through periodic
elections.' The tasks and obligations of the Central Commit-
tee for Municipal Council Elections were addressed in Exec-
utive Regulation 160/2013, which determined the rules and
regulations of the autonomous electoral authority for pre-
paring and conducting municipal council elections.

The CCMCE is administratively and financially under
the aegis of the GNA Ministry of Local Governance. However,
itisindependentin its action in terms of taking all decisions
related to elections—without the Ministry’s interference. It
is also financially located within the Ministry’s budget allo-
cations. In this context, it should be noted that it had a neg-
ative impact on the electoral authority’s ability to renew
expired councils'mandates in due time in 2018 and 2019.

The Presidential Council replaced Regulation 160/2013
in October 2018 with a new text, mainly changing the elec-
toral system from a Single Non-Transferable one to a Party
Block Vote System. It also issued final amendments in Jan-
uary 2019. Further changes were introduced regarding
mechanisms pertaining to the Electoral Dispute Resolu-
tion System by referring the responsibility for all disputes,
including administrative disputes, to the court system. All
regulations dealing with the preparation and conducting
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of local elections are now included in Executive Regula-
tion 18/2019.2
A recent court ruling, however, has brought Regula-

tion 18/2019to a stop, mainly by contesting the newly intro-
duced Party-Block-Vote system. The court ruling is being
challenged and a final decision is pending. It might ques-
tion the elections already held in March and April 2019, thus
endangering the legality of those newly-elected councils.
The term of the municipal councils is four years.
Depending on the size of the municipality (whether it is
below or above 250,000 inhabitants), eligible Libyan vot-
ers elect either a seven- or a nine-member council. Law N°
59 specifies the composition of the council, with a one-
seat quota for female representation, as well as a one-seat
quota for a person hurt/disabled during the 2011 Revo-
lution. Municipal councils plan, direct and supervise the
municipalities’ service delivery to the citizenry.

Libya held 92 municipal council elections throughout the
country between 2014 and 2016. Municipal elections were
not possible in six cases because of the difficult security
situation. Libyan authorities in the East and West also cre-
ated new municipalities by dividing larger administrative
units. As a result, about 100 councils today seek legitimacy
through democratic elections, as well as the 25 that already
held elections in 2018/2019.2

' Law No. 59 also created elected regional councils. However,
these have not yet come into existence in Libya.

2 These changes resulted in criticism against the Presidential Coun-
cil. It was argued that while the previous regulatory framework for
local elections was a product of the unity government from before
2014—and therefore accepted nationwide—the new framework
was created by the Presidential Council (PC) without consulta-
tion. As such, it could not be applied throughout Libya. This was a
major setback to the CCMCE’s plans to conduct elections in East-
ern Libya. It set the scene for the ‘Interim Government’to strongly
oppose the CCMCE's work as an all-Libyan institution.

3 Sixty-seven municipal councils were supposed to elect their
councils in 2018 following the expiration of their four-year man-
date; 13 mandates will expire in 2019; and two are due for elec-
tion in 2020, and one in 2021. The CCMCE started in 2018 with
the holding of elections in the municipalities of Beni Waleed, Derj
and Zawiya, which were still first-generation council elections.



The main challenges for conducting credible munici-

pal council elections and sustaining these legitimate institu-
tions are related to the security situation, the political divide,
financial problems, and the lack of democratic practice and
knowledge among the citizenry. The unstable regulatory
framework has continued to hinder the CCMCE's invitation
to the citizens to participate in the polls.

Security-Related Challenges

Of the 35 elections that had been planned for March and
April 2019, the CCMCE was able to conduct 22 elections
in Southern and Western Libya. These elections occurred
in the midst of an environment characterized by tensions
and conflict in and around Tripoli. Elections in the Western
municipalities were geographically located outside Tripo-
li's conflict zone, and nine elections were held in the South.

The CCMCE suspended 13 elections following the
CCMCE sub-committees’ recommendation and the Minis-
try of Interior’s advice that elections could not be secured.
These municipalities were partially affected by the conflict.
In most cases, the sub-committees, working in close coordi-
nation with the security forces on the ground, had advised
against the holding of elections.

One election (Al Haraba) had to be halted during
election day. The police did not provide the required secu-
rity, leaving polling stations without protection. An armed
group’s intervention finally brought the election to a halt
around mid-day, thereby forcing the CCMCE to suspend
the process.

East-West Upheavals, and ‘Attacks’ on the
CCMCE and Elected Councils

Several of the suspensions were politically rather than secu-
rity driven. In some of the municipalities, key stakehold-
ers had aligned—or felt forced to align—with the Libyan
National Army (LNA) and the Eastern Government. They
rejected the CCMCE’s call for elections, as operating under
the umbrella of the Government of National Accord (GNA).
Boosted by the LNA territorial advances during the first
three months of 2019 toward Tripoli and the possible sce-
nario of acomplete LNA takeover, the‘Interim Government’

had exacerbated its campaign against the CCMCE conduct-
ing elections.

Since October 2018, the Interim Government had pub-
lished several letters contesting the CCMCE's legitimacy.
Specifically, it said that the CCMCE was a GNA branch, and
not an independent institution. As such, it was not legiti-
mized to run elections in the East. In another letter, the Min-
ister of Local Governance in the East personally attacked
the CCMCE Chairperson saying that he would be arrested
if he travelled to Eastern Libya, hinting at the previous
CCMCE plans to run elections throughout Libya includ-
ing in the East.

In March and April 2019, the campaign intensified
with letters sent to municipalities having had elections or
those about to go to the polls that these elections would
not be recognized and would have to be repeated. Since
May, the appointment of ‘Steering Committees’as parallel
councils, including in municipalities where elections had
already been held by the CCMCE, created additional ten-
sions in a number of municipalities.®

The ‘Interim Government’ established a Parallel Elec-
tion Committee for local elections on July 1,2019. On July
7,2019, the ‘Interim Government’ held a press conference
announcing elections within 90 days, once more trying to
delegitimize the work of the CCMCE and putting pressure
on the newly-elected municipal councils. Once more, it
reiterated that it would not recognize elections that were
organized by the GNA. Thus, according to the‘Interim Gov-
ernment;, Municipalities that want to deal with the Interim
Government in a stable and secure manner will have new

elections.

4 Elections were suspended in Kikla, Al Asaaba, Zawiya South,
Sabratha and Surman, among other places.

> The case of Sabratha can serve as an example for the power
struggle between the GNA and the Interim Government. The
Interim Government appointed a mayor for Sabratha without the
LNA having control over the territory. The postponement of the
election from April 20 to April 27, and then later to after Rama-
dan can be seen as part of this power struggle between the group
leaning toward Haftar / AIThinny government—trying to prevent
elections from happening—and the GNA side pushing the coun-
cil elections forward.

¢ Thisincludes: BeniWaleed, Gaser ben Ghashier, Souq Alkhamies,
Gheryain, Alshewreif, Sebratha and Surman, although BeniWaleed
and Alshewreif are those with recently elected councils.
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The Eastern Government's pressure created a lot of

uncertainties, but only partiallyimpacted negatively on the
conduct of elections or the work of the newly-elected coun-
cils.. For instance, despite the LNA excursion to the South
in February 2019, elections were held in the South without
political interference that could halt the process or stop
councils from taking office through swearing-in ceremo-
nies conducted by the GNA Ministry of Local Governance.
In other cases, such as in Beni Waleed, the appointment of a
parallel council created major tensions within the council.”

Legal and Financial Challenges

Alack of funding had been a major obstacle to the CCMCE's
ability to organize municipal elections in accordance with
the timelines stipulated in the law. When funds were finally
received by the CCMCE, the PC substantially changed reg-
ulatory framework in October 2018 with a fundamental
change of the electoral system. This forced the CCMCE
to reorganize from scratch the electoral process, thereby
again delaying elections for several months. Finally, with
22 elections held before Ramadan, the Supreme Court rul-
ing to cancel Regulation 18/2019 may spoil the CCMCE's
work to date. In addition, it has once again been the rea-
son for a deferral of several already scheduled elections
for August 2019.

Democratic Practice Yet to be Acquired
and Knowledge of Councils to be Increased

Low turnout in local elections is a pattern worldwide for a
variety of reasons. In Libya, voters'participation has been an
average of 56 percent during the first-generation municipal
elections of 2014/2015.This rate is being reproduced during
the ongoing second-generation local elections. Currently,
voter participation averages 46 percent, ranging between
24 and 64 percent in terms of turnout rates. A Libya-spe-
cific pattern is the low participation of women and youthin
local elections. On average, female registration was 10 per-
cent below male registration. In some cases, women’s turn-
out on Election Day was only at 30 percent as compared to
a male participation rate of 70 percent.
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While voter turnout figures on Election-Day look rela-
tively ‘normal’ at first glance, these figures need to be ana-
lyzed with registration figures of between 37 and 84 per-
cent, as well as in relation to the potential electorate per
municipality in the 2018 and 2019 elections. Voter partic-
ipation in relation to the potential electorate of a munici-
pality therefore ranges between 13 and 53 percent. There
is no minimum threshold regarding the voter registration
or turnout rates for conducting elections.

There are numerous reasons for low participation in
2019, including among others: the lack of knowledge and
awareness about the work and function of the municipal
councils; frustration with service delivery in the municipal-
ities; the lack of visibility of the mayors’and councils’ work;
the lack of democratic practice in Libya with generally mal-
functioning institutions; as well as hesitation to go to the
polls during these troublesome times.

In this context, it should be noted that the decen-
tralization process in Libya is largely lagging behind. The
municipal councils had little funding since the time of
their establishment, and they have no financial autonomy.
As such, many of their legally set tasks have not yet been
transferred from the Central Government to the local level.
Councils have mostly been left on their own. However, by
virtue of the creativity of their mayors and council mem-
bers, many have been able to gain respect among their cit-
izens.The latest survey commissioned by the International
Republican Institute (IRI) in 15 municipalities throughout
Libya confirms the good reputation of municipal coun-
cils among their citizens—despite the lack of reliable ser-
vice delivery®

Considering these challenges, planning further munic-
ipal elections requires a careful strategy. It should take into
account a set of additional challenges beyond the already
complex task of planning and conducting elections. We out-
line elements of a possible way forward in the next chapters.

7 The Interim Government’s nomination of elected council mem-
bers nearly broke the elected council apart. A combination of sev-
eralfactors, including negotiations among the mayor and council
members, as well as the LNA withdrawal from BeniWaleed during
June alleviated the situation. As a result, the legitimately elected
council continued its work in July.

8 The International Republican Institute’s (IRI) Center for Insights
in Survey Research released the survey on May 15, 2019.



Why should Libya elect its municipal councils during times of
conflict? Many say that it is better to wait for more peaceful
times for municipal elections, asking why people should vote
now. There are at least five arguments to reply to this ques-
tion, confirming the need for conducting elections and allow
the newly-elected councils to assume their responsibilities.

The first reason is that Libya is a signatory to interna-
tional law treaties including the Universal Declaration of
Human Rights 'UDHR’ (1948), and ‘The International Covenant
on Civil and Political Rights (1966), which include the right of
a citizen to take part in the government of his or her coun-
try as a voter and as a candidate. These treaties also state
that the will of the people shall be the basis of the author-
ity of a government through periodic elections.

The basic right of citizens to choose their leaders is
part of the Libyan transitional constitutional framework
(Article 18). As noted, it has become part of its legal frame-
work through Law N°. 59 and executive regulations. Thus,
the renewal of the council’s mandate after four years is part
of Libya’s legal obligations, which should be respected by
its institutions as well as its international partners as a com-
mitment to the rule of law and citizens'rights.

In fact, the CCMCE had been asked by key stakeholders
in municipalities, including by its elected leaders and citizens,
not to delay elections following the mandate expiry. Libyan
citizens want to see their council members mandate renewed
and want a fresh start. Despite the relative popularity of may-
ors, there has been considerable frustration with the first
generation of councils, who were not only unequipped to
fulfil their function, but often struggling internally. In many
cases, mayors and council members are tired of their unful-
filled and unfulfilling tasks. In the East, only very few elected
councils remain, and the Eastern government appointed
most of them. Small demonstrations regularly pop up advo-
cating for local elections (forinstance in Benghazi on 23 July).

The municipal councils have been positively perceived
by the Libyans through the role of the mayors (and council
members) as mediators and peacekeepers in their respective
communities. Despite major challenges, many local leaders
becamelegitimate and respected representatives of theircom-
munities, as confirmed by the IRl survey of 15 municipalities.

Therefore, there seems to be a solid case of promoting

the idea of mandate renewal through democratic processes.
The timid democratic gains Libya has achieved through
legitimately elected leaders at the local level should be fur-
ther promoted by carefully renewing mandates where pos-
sible from a security and political feasibility point of view.

As to whether elections can be conducted during ten-
sion and conflict, scientific research in this respect mostly
focusses on national elections during transitions and post-
conflict situations. Local elections have rarely been analyzed
in relation to conflict situations. This is in line with inter-
national electoral assistance, which is generally oriented
toward national electoral processes.

In Libya, there are at least three major differences
between national and local elections: the geographic
dimension as municipal elections are held in many smaller
entities, the time dimension as elections do not have to be
held all on one day; and the political dimension as local
elections, while competitive, seem on first sight to be less
challenging than national elections.

These three aspects have allowed municipal council
elections to proceed without major difficulties in March and
April 2019—at least in the Southern and Western munici-
palities. In addition, as noted, there are the increasing diffi-
culties considering the GNA and the Interim Government’s
competition over the authority of municipalities, as well as
the’Interim Government’s’ claim to run municipal elections
on its own, not to mention its continuous undermining of
newly-elected councils.

Voter and Candidate Trust are at the
Heart of a Credible Process

In such a crisis situation, it is crucial that elections not be
held just for the sake of elections. Rather, these must be
credible processes producing credibly elected, legitimate
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institutions. At the heart of the credibility of an electoral

process is voter confidence and trust in the electoral pro-
cess, closely interlinked to personal security and safety.

Several key questions arise from these criteria: Can
the voter cast his/her ballot in a secured environment and
without fear? Does the voter trust the process, and does
his/her vote count? Can the voter trust that his/her vote
and those of other voters are duly reflected in the outcome
of the elections?

Similar criteria of confidence and trust determine
the candidates’ participation in the electoral process. This
includes questions related to a secure election campaign
period, to the capacity to mobilize voters, to the electoral
authority’s independence to run a transparent process with-
out political interference. It also includes questions about a
conclusion to the elections through an uncontested swear-
ing-in process and a stable four-year mandate—without
interference due to the competition between East and West.

Experience from the March and April 2019
Elections

From the experience of the 22 elections held in March
and April 2019, apart from some exceptional cases includ-
ing Sebha and those mentioned above, where elections
had to be postponed or were disrupted, elections were
largely credible and results were accepted by key stake-
holders. These elections have in principle provided good
conditions for an uncontested start of the newly-elected
councils.

As a basis for this judgement, we use a combination of
voter registration rates, the turn-out rate (also in compari-
son to the 2014/2015 elections), available observer reports
from 15 municipalities, as well as internal reports from elec-
tion day by the CCMCE sub-committees’® In addition, we
can determine that the eleven electoral complaints follow-
ing candidate registration and the announcement of pro-
visional results confirm a healthy functioning of the elec-
toral process, allowing criticism and recourse through the
legally-provided electoral dispute resolution mechanisms.
The ongoing court case in Sebha regarding its annulled
election results may be an exception, related to the high
level of polarization of the situation in Sebha.
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Conditions to Hold Further Credible
Elections

In this context, there are four main areas in which the
CCMCE must pay special attention to solidify the electoral
processes. These are: (1) the inclusion of key stakeholders
of a municipality in the decision-making process about
whether to hold elections; (2) ensuring operational capac-
ity at all levels in the preparations and conduct of the pro-
cess; (3) an increased level of transparency and credibil-
ity of the process through an improved communication
with all stakeholders; and (4) a considerably increased
outreach effort, including informing voters about the pur-
pose of the elections, as well as the added value of demo-
cratic elections.

Regarding the first point, the CCMCE needs to fully
involve the CCMCE sub-committees in analyzing the sit-
uation in the municipality through stakeholder meetings.
These meetings should include candidates, civil society
groups, and other relevant stakeholders, such as the local
police/ security providers. Analysis should cover a variety
of questions. For example, to what degree does the gen-
eral security situation allow elections to be held? Does the
general security situation negatively impact voter’s partic-
ipation? How can the CCMCE campaign better reach out
to citizens and motivate them to participate in the pro-
cess? Efforts should also be made to analyze the feasibil-
ity of candidates to organize their participation on Election
Day. In this context, the CCMCE decided to conduct sur-
veys in municipalities to be in a better position to analyze
these questions and take decisions based on more thor-
ough information.

Regarding the second point, the CCMCE needs to
ensure that it has sufficient operational capacity at the
headquarters and sub-committee levels to smoothly con-
duct the electoral process in a given municipality. Aspects
to be considered include: whether all staff, including poll-
ing station staff, has received sufficient training; whether

° National Democratic Institute, NDI, 2019, Libya Municipal Elec-
tions Observation, Preliminary Report, April-May 2019.The report
is the preliminary conclusion of the observations conducted in 15
municipal council elections by three NDI partners, including Ho2,
Libya’'s Network for Democracy Development (LNDD), and Aladasa.



sensitive materials, in particular the ballot papers, are
available in time for distribution on Election Day; and
whether logistical challenges to transport sensitive mate-
rials through third-party contractors can be solved with-
out those materials being intercepted by conflicting forces.
Another factor to be considered concerns whether the
arrangements taken vis-a-vis the results compilation can
be realized in a timely fashion in Tripoli (centrally), and so
on. In future elections, these aspects may require addi-
tional careful planning from the CCMCE to ensure the high-
est level of transparency and reliability in the conduct of
the electoral process.

Regarding the third point, the CCMCE should employ
additional efforts to boost its institutional credibility and
reputation during this crisis. The ‘Interim Government’
tentative move to contest the CCMCE's credibility and the
newly elected councils’ legitimacy has been ongoing. The
CCMCE will need to further build confidence and trust
with voters and political actors at all levels. A multi-lay-
ered communications strategy should comprehensively
capture these aspects, including outreach to national and
local stakeholders. In principle, the CCMCE is operating on
solid ground, with a total of 124 credible municipal elec-
tions conducted between 2014 and 2019.

Finally, regarding the fourth point, it is important to
promote voter registration where rates are below a certain
level. So too, it is important to promote higher turn-out in
the elections through additional civic and voter information
campaigns. In this context, it is recommended that a cer-
tain minimum percentage of registered voters be reached
before the CCMCE calls for an election. This is particularly
important in larger cities, such as Misrata or Khoms or in
some municipalities in Tripoli, where voter registration rates
have been at a level of less than 30 percent of the poten-
tial electorate. At the same time, the level of voter registra-
tion should not be an impediment to elections, especially
if local stakeholders give a green light to moving ahead
with mandate renewal.

In conducting further municipal elections before the
end of the year, a number of aspects beyond the CCMCE's
zone of influence need to be addressed. When the outstand-
ing court case regarding which regulation the CCMCE shall
continue its work is decided, the CCMCE will then be able to

schedule further elections in Western and Southern Libya.

With the CCMCE currently not welcomed in the Eastern part
of the country, and negotiations between East and West
not yet on the horizon, we can expect the ‘Interim Govern-
ment’s’ Parallel Committee to run some elections—albeit
with delays regarding the announced 90-day-schedule for
first elections, as well as questions about its credibility. At
this stage, we take note of the’Interim Government’s public
announcements that it wants to conduct democratic local
elections for mandate renewal. In this context, we unequiv-
ocally plead for ONE local electoral authority for Libya, while
referring to the CCMCE'’s record of conducting credible
elections since 2014. Technical cooperation between the
CCMCE with the Parallel Committee at the sub-committee
level may, as of today, be a dream, but it may represents a
longer-term vision for reuniting efforts and institutions fol-
lowing for instance a new political agreement or a peace
accord between the two conflicting sides.

There is a common understanding that the newly-elected
councils need to be strengthened to perform within the dif-
ficult context of a delayed decentralization effort, specifi-
cally within the challenging political divide between East
and West. Previously, we dealt with questions of capac-
ity building and how the international partners can pro-
mote the newly-elected councils and their administration.
We also proposed a way forward in relation to those coun-
cils under political pressure from both the‘Interim Govern-
ment’and the GNA.

Leave No One Behind

Newly-elected local council members face similar problems
worldwide to varying degrees, depending on how anchored
a political system may be. The second generation of Lib-
ya's council members deserve special attention in the con-
text of a yet to be implemented decentralization process.
Awareness and practical knowledge are needed in the many
areas for which a municipality is responsible. This includes:
financial and strategic planning; decision making about the
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priorities during their four-year-mandate; an understand-

ing of their oversight function; communications skills and
outreach to their citizens; as well as many other areas of
responsibility. Such knowledge would enable the mayor
and council members to efficiently and effectively run the
affairs of the municipality.

Considering these tasks, newly-elected council mem-
bers, including the mayors, should undergo similar capac-
ity strengthening efforts. Due to different priorities and
limited funding, international partners cannot focus on all
124 municipalities in the same way. However, from a capac-
ity-building point of view, there is no reason why we can-
not allow newly-elected council members to profit from a
jointly implemented and systematic approach.

The UNDP program to support local elections includes
basic training related to inclusive participation and out-
reach. We strongly promote the idea of increasing the syn-
ergies among international partners to jointly approach
the newly-elected councils. ‘Leave no one behind’is the
core idea behind this approach. It is intended to ensure
a balanced and fair development in the municipalities,
and skilled council members will help to ensure more bal-
anced results.”

How to Sustain Newly-Elected Institutions

As noted, newly-elected municipal councils are under
intense political pressure. Letters have been written and/
or announcements have been made to disprove / deny
the council’s legitimacy. In addition, Steering Committees
have been appointed to replace the elected councils. Such
denial of the people’s verdict delivered through the ballot
has created social and political tensions and conflict within
the communities."

How to Sustain the Elected Councils

Firstly, it is important to systematically support the newly-
elected councils in a balanced capacity-building effort. The
councils need to form their identity as the driving force for
service delivery, supervising the municipality’s adminis-
tration. The greater the self-concept and commitment to
advance the municipality’s affairs, the stronger a mayor
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and council members can counter initiatives to discredit,
delegitimize or to dissolve a council. At the same time, the
council should be in a position to work together with both
sides, including the GNA and the ‘Interim Government’
where needed. The main reference point for the council
should be service to the citizens, not the question of loy-
alty to the GNA or to the‘Interim Government’ We are aware
that such a statement is easy to make, but its implementa-
tion will help strengthen the position of the elected council.

Secondly, supported by their international partners,
Libyan stakeholders at all levels in the East and West should
systematically remind themselves of Libya’s obligation to
renew the mandate of the councils every four years through
periodic elections according to the legal framework. The
respect of the rule of law is an important part of Libya's tran-
sition process toward a new political culture.

Thirdly, service delivery through an elected mayor and
council members is, by definition, more promising. Elected
local leaders are more oriented toward the electorate of
a municipality who voted for them. Their direct responsi-
bility to the citizens through the election is usually a bet-
ter guarantee of success than through an appointed, loyal
Steering Committee.

Fourthly, international partners should publicly pro-
mote the elected councils and clearly differentiate their rela-
tionships with non-elected / appointed councils. A review
of the scope of a given program to support municipalities
should include incentives, such as a’‘Democracy Bonus'giv-
ing priority to legitimately elected councils in the immedi-
ate post-election period. Such a bonus should be accompa-
nied by a public show of support to these councils. In cases
where due elections have not been held, or could not be
held, or were openly rejected, it will be important to remind
key stakeholders of the need for democratic mandate

YThere is a high level of (uneven) support to municipalities
depending on many factors, including geographic scope, pop-
ulation, and municipalities affected by conflict, and so on. Key
international partners include the European Union, Germany, the
Netherlands, and the United States Agency for International Devel-
opment (USAID), as well as a number of implementing agencies.
" We wish to point out that it is not about the promotion of the
GNA and the denial of the‘Interim Government’. Rather, itis about
respecting the people’s verdict of legitimately-elected councils
through credible elections.



renewal. There is a choice of having or not having public

appearances with an appointed mayor or council members.
International partners should make a conscious choice of
how local democracy can be supported—or undermined—
in the current Libyan context.

Fifthly, promises of financial contributions to munic-
ipalities by the Central Government usually remain unful-
filled. A true creation of loyalty will be through effective
financial support to the municipalities for better service
delivery.International partners must continue their appeals
through coordination mechanisms and bilateral talks to
promote a more responsible local governance approach.

Sixth, newly-elected mayors and council members
should become more aware and self-conscious of the added
value of their democratic mandate in representing Libya’s
people. Their united voices as locally elected democratic
leaders could make a difference not only in self-defense
against external interventions, but also in finding national
solutions, including solutions for building peace, democ-
racy and development as opposed to war and destruc-
tion. The newly elected councils could be joined by those
elected in 2014/2015 and still in charge. Municipal associ-
ations could help to foster this, as yet, undetected poten-
tial for Libya.

Mandate renewal of the municipal councils through dem-
ocratic elections in Libya should be carefully but systemat-
ically pursued by the CCMCE and its partners during times
of conflict. Local elections can be conducted where local
stakeholders largely agree to mandate a renewal according
to the legal framework and when national institutions can
(more or less) guarantee the security of their citizens when
casting their ballots. We also described the efforts needed
by the CCMCE to ensure a high level of transparency and
credibility of the electoral process through operational
readiness, increased institutional communication efforts, as
well as a strengthened civic and voter education campaign.
We also recognize the clear link between the slow pace of
the decentralization process between the (non-) function-
ing of the municipal councils and the municipality’s service

delivery with the low interest in local elections on the part
of the citizenry. Therefore, there is an urgent need to break
the vicious circle of dysfunctional local institutions coupled
with a lack of awareness and knowledge about the munici-
pal council challenges.

Strengthening local democracy in Libya must trans-
late into strengthening the newly-elected councilsin a sys-
tematic fashion, including through the reinforcement of
capacities and skills of the mayors, council members and
their administration. These councils should also profit from
a Democracy Bonus provided by international partners,
who should review the scope of their programs in favor
of an immediate post-election support initiative directed
toward the newly-elected councils.

Any initiatives to object to or destabilize the man-
date renewal through democratic elections or demote
the newly-elected councils need to be opposed in the
same way by national and international stakeholders
alike. Libya is legally committed to its people’s political
rights to democratically elect their leaders. The ‘Interim
Government's recent efforts to schedule municipal elec-
tions on their own must therefore be carefully observed,
although this paper clearly pleads for ONE CCMCE con-
ducting local elections, thereby avoiding a further dupli-
cation of institutions.

Coordination mechanisms and synergies should be
promoted in the international support to the municipali-
ties. In addition, national stakeholders at the governmen-
tal level, as well as the newly-elected themselves, need to
become more conscious of their role and impact in pro-
moting or degrading local democracy. There is, as yet, an
undetected force of democratic local leadership for the
local level, and indeed beyond the local level: The agenda
for peace, democracy and development in Libya is, at least
partially, in the hands of locally-elected leaders in Libya.

Disclaimer: The views expressed in this publication are
those of the author and do not necessarily represent the
views of the United Nations Development Programme,
the United Nations generally or the United Nations Mem-
ber States.

Sustaining the Legitimacy of Municipal Councils through Elections Amid Conflict







Community Participation
and Social Accountability
Citigen Aspirations,
Knowledge and Agency

Dawoud Almassri and Peter Rundell

United Nations Development Programme (UNDP)

Polling data indicates that Libyans wish to have a say in
local investment, but they lack a clear understanding of
the decision-making process involved. They also lack infor-
mation on how municipal budgets are set and how they
are spent.

Experience indicates that community participation in
investment planning can enhance municipal relationships
with citizens—and reduce conflict risks. Community-based
social accountability mechanisms provide another avenue
through which public investment can enhance the social
contract and minimize conflict risks. Greater clarity on deci-
sion-making processes would help to manage these asso-
ciated risks.

Municipalities are the mostimmediate points of contact for
most Libyans, and citizens think they should have a say in
their use of resources (Figure 1). Polling data suggests thata
strong majority of respondents believe that people should
have a say in how their municipality’s budget is spent.
Three hundred and fifty respondents in each city,
with equal numbers of men and women, were contacted
through household selection by random walk from ran-
dom start points in each city for face-to-face interviews

(respondents within the household were selected by the

Kish grid). Ninety-five percent confidence interval = 5% at
worst. June-July 2018.

Those who responded “No” appear to do so for tech-
nocratic reasons. Their answers are mainly based on confi-
dencein the technical capacity of municipal decision-mak-
ing, together with a mistrust of citizen decisions (Figure 2).

Those respondents who said“Yes” seem driven primar-
ily by a desire for citizen direction of municipal activity—
a democratic imperative—with doubts about municipal
capacity ranking a very low fourth place (Figure 3). There
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FIGURE 1 Citigen Responses to Participation in
Municipality Budget Decisions

Yes

No

Benghazi Bayda Gharyan Kikla ~ Sebha  Ubari

Source: UNDP 2019.
Notes: The question posed was: “Do you think that citizens should be able
to have a say in how a municipallity’s budget is spent?.

FIGURE 2 Rationales for Replies: If Not, Why Not?

Municipality knows
best which projects
are needed

/

Citizens would
set the wrong
priorities
pyil  Citizens would
spend the money

5 on the wrong
11% 11%  things

72% [ 68%

Benghazi
Bayda
Gharyan
Kikla
Sebha
Ubari

Source: UNDP 2019.

is both a sense that citizens know best what they need,
and that municipalities should listen to their citizens. This
indicates a desire to see local democracy operate through
continued accountability, rather than purely through peri-
odic elections.

However, citizens have limited knowledge about the
budgets of the municipalities. Reporting of public expen-
ditures by municipalities seems difficult to find. Indeed, few
respondents think there is enough information available
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about the size of the municipal budget (for instance, from
6 percent in Benghazi to 41 percent in Ubari).

This lack of information also pertains to the com-
position of municipal spending. The same polling data
show that between 1 and 41 percent of respondents
claim to know what the municipality spends its money on
(again the figures are low in Benghazi and high in Ubari).
Given the paucity of published information, those who
agree or strongly agree presumably do so on the basis
of other, less formal, sources (such as family connections
with municipal officials, radio reports, local conversa-
tions, and so on).

Citizens are also unclear about how decisions are made
within municipalities. Typically, the lower the share of cit-
izens who think the municipality holds meetings to dis-
cuss future plans, the higher the share who do not know
how decisions are made (although it is noteworthy that
in Benghazi, where only 6 percent think the municipality
holds meetings to discuss future plans, the rate who agree
or strongly agree that they do not know how decisions are
made is relatively low).

Generally, this data indicates that citizens lack informa-
tion about their municipality’s investment plans and wish
to have a stronger say. However, this gives no indication of
engagement fatigue or lack of interest in local planning.
Rather, it indicates a lack of opportunity for participation.

Il. Community Engagement in
Municipal Planning

Experience indicates that community participation in
local investment can usefully complement official munic-
ipal functions. For example, UNDP has worked with local
peace structures to develop a collaborative mechanism
for local social accountability. Citizen groups join munici-
pal officials when items are handed over to end-users (for
instance, a refurbished school to the Principal, oran ambu-
lance to the hospital). They are not able to offer a profes-
sional judgement about the work done as that is the role
of the relevant sectoral expert, for example, the Munici-
pal engineer. However, they can provide a mechanism for
community reassurance that what has been done meets
the stated expectations.
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FIGURE 4 Share of Respondents Who Agree or
Strongly Agree with Five Statements
about their Engagement with Municipal
Planning
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Such engagement helps to reduce the risk of conflict
through disappointed expectations. Bringing together the
technical experts, the service users, and community repre-
sentatives has enabled all parties to dismiss the rumours
that otherwise populate social media about inadequate
work or inappropriate provision. In addition, by ensuring
that representatives from across the various communities
take part, the risk of perceived favouritism for some com-
munities over others is diminished. It also provides an ave-
nue through which municipal representatives can engage
with responsible citizens and demonstrate that the munic-
ipality is in fact meeting citizens’ desires and concerns.

Conflict reduction gains only come about, of course,
if allocations are seen to be fair and inclusive. Techno-
cratic planning is the natural purview of technical experts
in municipal service divisions, and their responsibility is
to identify the technically optimal allocation of resources.
However, the investment plan that optimizes the number
of connections to a reliable fresh water supply, for instance,
or the number of pupils having access to a given level of
education, may leave some groups at a disadvantage—or
even largely excluded—without deliberate intent. Such
allocations will, however, not be seen as fair and inclusive;
instead, they have the potential to stoke future tensions
and invite instability.

Community participation in investment allocation
can support fairness and inclusion. Extensive prior consul-
tations with communities and sectoral experts are a pre-
condition for effective participatory conversations. As such,
they require suitable resources. Such consultations need
to be seen by communities as genuinely open and trans-
parent, providing the opportunity for citizens to raise their
concerns and state their preferences.

Investment allocation needs to reflect the realities of
local conditions. Where there has been conflict, especially if
it occurred recently, investment plans will need to address
the concerns of the parties. Ideally, they should strengthen
the interests that sustain the peace deal, broaden it to
bring others into the arrangement, and disarm those who
threaten the deal or feel threatened by it. This requires care-
ful prior conflict analysis, so that interests are properly iden-
tified. Also, participation should be structured to ensure
that no key actors are excluded.

Community Participation and Social Accountability Citigen Aspirations, Knowledge and Agency



Communities are more likely to engage across con-

flict lines if there are credible incentives to do so. Actors
external to the conflict will inevitably have an impact on
the dynamics when they bring resources to bear. Interna-
tional donors such as the UNDP may be able to engage
without being seen as aligned to one or another party,
but their resources will be far smaller than those of the
state budget. Hence government engagement —which
may or may not be external to a local conflict—is a key
factor in shaping the conflict impact of planning. It is of
course also key to ensuring the sustainability of such
investments because the state budget will be the source
of financing for operations and maintenance. Hence,
it is important for the local planning process to bring
together all sources of investment finance—including
local enterprises, civil society, international donors and
the government—to ensure that a coherent picture
emerges. This also helps to avoid wasteful duplication
or damaging exclusions.

Discussions of formal and informal avenues of invest-
ment planning need to accommodate the complex systems
of local power and communications. Since technical criteria
cannot completely identify optimal investment packages,
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there must always be a political choice in setting priorities.
In this context, Libya is no exception to this general rule. In
Libya, as elsewhere, there are competing sources of local
power, including commercial wealth, traditional author-
ity, elected representation, military forces, social standing,
political charisma and many more. At the same time, there
are also contested avenues of communication for messages
to reach those who hold positions of power and responsi-
bility. As such, discussions of investment planning need to
be sufficiently flexible to accommodate these complexities
and their locally-specific manifestations.

For effective engagement of communities in local
planning, greater clarity about the processes would help
to manage risks. Communities appear keen to engage in
these discussions, as demonstrated by both polling data
and project experience. However, their understanding of
the process by which consultations at the local level are
translated into funding flows is uncertain. Here again, poll-
ing data and project experience show this lack of clarity to
be widespread. Clarity about where decisions lie and how
they are made would help to mitigate the risk of unrealis-
tic expectations which, if disappointed, can precipitate seri-
ous disaffection or even violent rejection.
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Towards Democratic,
Decentraliged, Responsive
and Transparent Local
Governance in Libya’

Imad Saed, Lead Municipal PFM Advisor, USAID Libya Economic Stabilizgation Program

l. Introduction

It is important to understand how the meaning of “local
governance” differs from other related concepts. Local
governance is distinct from decentralization, although the
two terms are at times used interchangeably.? Decentral-
ization is a national level political process that can involve
changes in political, legal, administrative, functional and
fiscal systems.

Local governance encompasses a broad spectrum of
issues and actors that influence local political, economic,
and overall human development planning and decision-
making. Some of the elements that shape local gover-
nance include political patterns, institutional arrangements,
accountability mechanisms, the degree of civil society
empowerment, and the extent of the capacity to gener-
ate local resources.

Local government generally denotes government insti-
tutions at the local level, comprising representative bodies,
administrative organs, and the local branches of the central
government. Municipalities and local or district councils are
common terms used to refer to local government.

Many, if not all, countries in the Middle East and North
Africa (MENA) region inherited local governance systems
from various ruling powers over the past century that did
not at the time reflect national interests. Furthermore,

although these systems were reformed and modern-

ized over time in their countries of origin, they remained
largely unchanged in the countries to which they had been
exported, a fact that underscores the current calls for their
comprehensive reform.

' Disclaimer: This paper was made possible with the support of
the American People through the U.S. Agency for International
Development (USAID). The contents of this document are the
sole responsibility of the authors and do not necessarily reflect
the views of USAID or the US Government.

2 Rethinking approaches to local governance in the conflict
affected countries in the Arab Region, UNDP report, 2010.
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The development of a modernised local governance

system requires a national policy/vision to establish and
guide a comprehensive set of reforms that cover and pro-
mote local public service delivery, administrative and fis-
cal decentralization, enhanced community participation,
and broad legal realignment. Such reforms are necessary to
the establishment of a fundamentally democratic, decen-
tralized, transparent, and responsive local governance sys-
tem. However, in many countries the achievement of this
objective remains highly challenging, particularly in those
that have undergone a fundamental political transforma-
tion but have yet to establish mechanisms for building con-
sensus among the new holders of political power.

In Libya, following the first elections after the 17 Febru-
ary Revolution, the General National Congress (GNC) was
elected and installed in August 2012. An interim govern-
ment was formed in November 2012. Among the priorities
of the interim government was the development of a com-
prehensive process of public sector reforms. This process
included a substantial restructuring of the Libyan local gov-
ernance system with the goal of enhancing local capacities
to address the long-forgotten needs of local populations.
To advance this process, the Ministry of Local Government
(MoLG) was tasked with the development of a Local Admin-
istration Law to provide the regulatory framework for the
operation of the local councils that had evolved during the
transitional period.

Local governance in Libya manifests mainly in the
forms of de-concentration and delegation (agency), or as
complex mixtures of these. There are some signs of move-
ment towards delegation that are more pronounced at the
previous shabiya? level. Variations can be noted among ser-
vice sectors—and among services within given sectors—
even though such services do not appear to have been del-
egated to the subnational level.

Local Administration Tiers in Libya

The Libyan local administration system comprises two
tiers—central and local—with three administrative layers:
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1. The central level. The top administrative layer is the
MoLG. The MoLG has its main headquarters in Trip-
oli, which makes it hard for municipalities to commu-
nicate with the MolLG in an effective and timely man-
ner, given that Libya is a large country (970 thousand
square kilometres) with municipalities scattered across
its territory.

2. Theprovinciallevel. Following the revolution, the local
administration structure underwent a major re-organi-
zation in 2012 when the Government of Libya decided
to eliminate the Sha’biyat* and to instead establish prov-
inces. Although Law 59 of 2012 provides for the estab-
lishment of provinces, these have still not been created.
The establishment of provinces would add a second
layer to the local administration system. The provinces
are foreseen as having a monitoring and financing func-
tion vis-a-vis municipalities and as serving as a mediator
between the MoLG and the municipalities. The decision
to establish provinces was not based on public policy
considerations but resulted principally from political
concerns. Furthermore, the boundaries of neither prov-
inces nor municipalities have yet been demarcated.

The complications resulting from this approach
are administrative, financial, and technical. The sources
of these complications include the creation of 121
municipalities and an unknown number of provinces
without defining a clear role for either layer, the lack
of adequate technical capacity at either the local or
provincial level to carry out mandated responsibili-
ties in service delivery, and the failure to elaborate in
detail the structure and responsibilities for the man-
agement of the own source revenues (OSR) sources
specified in Articles 25, 49, and 51 of Law 59 for either

® Shabiya Shabiyah (Arabic: d.=s $a’biyyah, plural: cl.=s
sa’biyyat) is a neologism exclusive to Libya under Gaddafi, in line
with exclusive terms for republic (jamahiriya), ministry (@amanah).
The term basically means governorate, that is, a top-level admin-
istrative division that previously existed at the local level before
the Feb 11th revolution in 2011.

4 Sha'biyat used to exist as districts in Libya under the Gaddafi’s
regime where the country was divided to 22 sha'biyat. Within
each one people elect a popular conference committee, while the
committee elects a secretary who acts as a governor and reports
directly to the central government.



municipalities or provinces. Many municipalities have
been unable to support themselves financially; they
lack the tax base required to finance their operations
and must therefore depend almost entirely on the cen-
tral government and outside donations.

3. The municipallevel. There are 121 municipalities; 118
are officially recognized while three are not.

Municipal Functions/Service Delivery

Even though Article 25 of Law 59 specifies a wide range
of public services to be performed by municipalities,” the
delivery of virtually all public services continues to be car-
ried out by the central government, either by line minis-
tries (e.g., health care and education) or by government-
run public companies (water and sanitation, electricity and
solid waste management).

In early 2018 the Presidential Council (PC) of the Gov-
ernment of National Accord (GNA) issued Decree No. 35,
which established a Higher Committee for the Transfer of
Authorities to Municipalities. The membership of this com-
mittee was at the deputy minister level until February of
2019, when the PCissued Decree No. 247, mandating that
the membership of the committee was now to be composed
of ministers. This move can be considered as demonstrat-
ing arecently increased seriousness on the part of the GNA
with respect to advancing the process of decentralisation.

With technical assistance provided by the USAID-
funded Libya Economic Stabilization Program (LESP),® the
MoLG also took significant steps to advance decentralisa-
tionin late 2018 and early 20019 by issuing a series of min-
isterial decrees that expanded the authority of municipal-
ities over the delivery of certain public services, and over
the regulation of a number of other regulatory functions.
The services and public oversight functions covered by
the decrees include water and sanitation, billboards, pub-
lic spaces, public gardens, coffee shops, municipal guards,
business licensing, public markets, building licensing and
urban planning, swimming pools and summer resorts, pub-
lic transportation, and slaughterhouses.

The MoLG also increased the potential sources of OSR
available to municipalities when it issued MoLG Decree
Number 14 of 2019, which authorised municipalities to

propose and collect fees related to these services and sub-

ject areas, and to establish bank accounts for the deposit
and expenditure of municipal OSR.

While the measures described above constitute signif-
icant steps in the right direction, a clear strategy on decen-
tralization is still needed. Such a strategy should articulate
in detail the specific mandates and roles of the sector line
ministries and municipalities vis-a-vis each other. In addi-
tion, the strategy should clearly define a robust mechanism
that will ensure that municipalities have sufficient funding
to perform all mandated functions. The strategy should
also lay out an approach for increasing municipal capacity
to carry out those functions; such an approach should be
based on a needs assessment that identifies the areas where
targeted assistance is required to build municipal capacity.

For the transfer of functions to municipalities to be
effective and to serve the purpose of decentralization, ade-
quate technical capacity needs to be in place to ensure
municipalities are capable of delivering services that meet
specified quality and coverage standards, and that satisfy
citizen expectations. Nevertheless, the absence of suffi-
cient capacity at the municipal level should not serve as a
justification for delaying decentralization. There is a need
for a clear vision that specifies the public service delivery
functions that are to be transferred. Such a vision can then
serve as the basis for the design and implementation of a
capacity development program.

The development and implementation of public ser-
vice sector strategies that articulate an effective role for
municipalities can be an effective approach for advanc-
ing decentralization. A current example is the solid waste

5 According to article 25 of law 59 of 2012, municipal functions
include: urban planning, organization, buildings, health and social
affairs, water utilities, lighting, sanitation, roads, squares, bridges,
local transportation, gardens, public recreation areas, shelters, real
estate, spaces, public markets, and construction permits for tour-
ism and investment projects within the boundaries of the munic-
ipality. In particular, the municipality shall assume the follow-
ing functions: a) Civil Registry affairs, B) Regulation of municipal
guard, local markets and slaughterhouses, C) Construction and
management of local roads and bridges, D) Issuing local permits,
E) Monitoring the environment and public health, and F) Estab-
lish and manage small business incubators in cooperation with
competent authorities.

¢ https://pragmacorp.com/project/economic-growth-best-prac-
tices/.
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management (SWM) sector strategy that was recently
approved by the MoLG. That strategy introduces a decen-
tralised role for municipalities, by authorizing them to con-
tract for the delivery of SWM services by companies selected
through a competitive bidding process. The strategy also
introduces new fiscal management arrangements and a
transparent financing mechanism.’

Existing Technical and Institutional
Capacities

Having the required capacity means that local authorities
can effectively exercise their authority and autonomy to
respond to the local needs for which they are held account-
able, because they have the competence to do so. The main
challenge facing decentralization is ensuring that the insti-
tutions to which responsibilities are decentralized have the
capacity to discharge those responsibilities.

Capacities can and do vary widely in terms of both par-
ticular functions and across municipalities of the same cate-
gory. A decentralized system will quickly fail if local author-
ities have no capacity to deliver expected services. The
capacities of a municipalities vary widely in accordance with
their size, experience, donor assistance, and political linkages.
On the other side, national authorities require certain capaci-
ties—often new to them—to allow them to perform the func-
tions of enabling and coordinating a decentralized system.

The existing capacities of the MoLG and munici-
palities—which have only been established relatively,
recently—are considered to be weak. This is especially true
with respect to public expenditure management and ser-
vice delivery® and other areas that require a higher degree
of decentralization: local economic development, local and
sub-national strategic planning, community participation,
anti-corruption, human resource management, and OSR
management.

The MolG is a newly established ministry, and the
capacities of its staff need to be enhanced to equip them
with the advanced skills needed to perform the ministry’s
mandate as specified in Law 59. The MolLG’s capacities
must also be increased in other areas to enable it to more
effectively carry out its role in developing the policies®
and strategies associated with a more decentralized local
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administration system. In particular, the MoLG requires sub-

stantial capacity building work to enable it to carry out its
key functions in the areas of policy development, strategy
development, planning, monitoring, and steering.

Most municipalities cannot respond adequately to the
growing expectations of citizens that municipalities can
carry out the central government’s functions in areas where
the latter is failing to protect citizens, and/or provide for
their basic needs. Even carrying out the most basic admin-
istrative functions with some level of efficiency and trans-
parency represents a serious challenge for many munici-
palities.”

In terms of human resources, some municipalities find
themselves with a ballooned workforce inherited from pre-
vious local administrations, while others lack necessary
staff. The recruitment of qualified candidates in munici-
pal administrations based on merit-based competition is
not the norm.

Harmonizing the performance of MoLG and the munic-
ipalities can only be achieved through a clearly delineated
and detailed division of their respective roles and author-
ity that is laid out in professionally drafted legislation, and
supported by staff with well-developed capacities. In this
regard MoLG has taken a number of significant steps in for-
mulating a new local governance system. It can achieve
better results if its staff have the necessary expertise and
skills. In particular, the MoLG needs to develop a clear and
detailed policy to guide the reform of the local adminis-
tration/governance system. Such a policy is expected to
inform the efforts of national and international partners in

7 The solid waste sector strategy was developed by MoLG with
technical support form the USAID funded Libya Economic stabili-
zation Program (LESP) implemented by The Pragma Corporation.
8 The institutional and capacities arrangements at he local level
during the transitional period in Libya, Assessment report, UNDP/
Libya, March 2013.

° The Ministry of Local Government shall develop the plans and
programs necessary for the implementation of the State’s public
policy in the field of local government, including facilities, urban
planning and development that are within the mandate of local
administration units, particularly the following: 1) Propose draft
laws, regulations, policies and development plans related to the
work of the Ministry, follow up and evaluate their implementa-
tion once approved.

19 Rapid Diagnostic on the Situation of Local Governance and Local
Development in Libya, UNDP/Libya, November, 2015.



their efforts to strategically support the establishment of a

democratic, decentralised, responsive, and transparent sys-
tem of local governance in Libya.

Despite the tireless efforts made over the past few
years to build local administration/ governance capacity in
Libya, there is still a very large amount of work to be done.
It is important that there is a substantial level of harmony,
coordination, and consistency among the various capac-
ity building efforts; and that steps be taken to ensure that
they are directed at increasing the ability of the institutions
of local government to carry out their core roles, tasks, and
responsibilities.

Current donor-funded capacity building programs
and central government assistance in developing human
capacity should be based on a strategic approach that con-
siders the distinct needs of municipalities of different sizes
(rather than one approach for all). Clear and detailed job
descriptions/requirements must also first be put in place
for all municipal staff so that capacity building efforts can
be properly targeted and designed; this applies equally to
staff involved in providing or arranging for the delivery of
public services.

Although a number of needs assessment exercises
have been conducted by various stakeholders, it is recom-
mended that a comprehensive needs assessment be con-
ducted for the entire local government sector. In develop-
ing such an assessment, due account should be taken of
the specific roles and tasks of the different local govern-
ment institutions. Conducting such a needs assessment
will ensure that future efforts at building the capacity of all
related local government institutions are both truly required
and appropriately targeted.

Fiscal Arrangements

Current municipal financing in Libya is highly centralized.
Municipalities only receive funding from the central gov-
ernment’s budget through fiscal transfers made by the Min-
istry of Finance to the MoLG, which in turn transfers a lump
sum to municipalities that reportedly follows a formula that
provides for a 50% equalization rate, 25% based on popula-
tion, and 25% on based on geographic area. However, the
implementation of this formula faces two major problems:

lack of updated census data (the last census was conducted
in 2006); and no clear demarcation of the boundaries of
municipalities and provinces.

Government financial transfers to municipalities through
the Ministry of Local Government are not regularized or
transparent, leaving municipalities with severe financing
shortfall situations. This severely limits their ability to pro-
vide services that respond to citizen’s needs and meet their
expectations.

Article 51 of Law 59 lists a significant number of cate-
gories of revenue that are to serve as municipal OSR; how-
ever, taken together, for the foreseeable future these OSR
sources will only provide a fraction of the revenues needed
by municipalities. In addition, Article 49 specifies several cat-
egories of shared taxes that are to be provided to munici-
palities by provinces; however, as already noted, no prov-
inces have yet been established. Therefore, developing a
responsive, effective, and transparent Inter-Governmental
Finance Framework (IGFF) should be deemed of the highest
priority. Such an IGFF should advance fiscal decentralisation
by providing for well-targeted direct financial transfers to
municipalities that meet objectively defined needs-based
criteria. These should help ensure that the municipalities
have the fiscal capacity to finance the delivery of public
services. The IGFF should also provide for impactful public
investments by the central government to improve public
service delivery, especially in critical services such as SWM,
primary health care, and education.

Article 49 of law 59 of 2012 states that provinces are
to distribute 10% of shared tax and fees with the munici-
palities located within the province, but the provinces have
not been established and the relevant boundaries have not
been defined. Instead, the MoF transfers a lump sumto the
MoLG, which in turn acts in the place of the provinces, and
distributes this lump sum among the municipalities. How-
ever, the distribution of these funds reportedly follows a
formula that is neither responsive nor transparent. Under
the formula, the application of an equalization rate deter-
mines 50% of the funds provided to a municipality, while
25% is based on its population and 25% on its geographic

Towards Democratic, Decentraliged, Responsive and Transparent Local Governance in Libya



area. However, again in the absence of recent census data

and the lack of official geographic boundaries has meant
that the amount actually provided to a municipality is likely
heavily influenced by political factors.

MoLG, with technical support from USAID’s LESP proj-
ect has made significant progress over the past year in its
efforts to help refine Libya’s IGFF to make it a more respon-
sive, effective, and transparent transfer mechanism. These
efforts include work on the development of new approach
that is based on international best practice and that intro-
duces fair, transparent, and responsive equalization and
subvention formulae that take into consideration popula-
tion, development indicators, and categorical factors that
give special attention to municipal size differences and their
impact on the cost of providing services."

Own source revenue (OSR) originates mainly from local
taxes and service fees, which are currently collected by the
central government. Article 51 of Law 59 lists 16'? distinct
potential sources of municipal OSR revenue.

Currently, most, if not all, of the revenue from the
sources specified in Article 51 are collected by the cen-
tral government. To begin the process of transferring the
authority for the collection of this revenue to municipali-
ties, the MoLG recognized in 2018 that three major steps
were required:

1. The MoLG had to issue one or more decrees transfer-
ring the collection authority to municipalities.

2. The MolLG had to authorize municipalities to open
their own bank accounts, which were to be used for
the deposit and proper management of the funds
collected.

3. The MolLG had to promote the development of the
PFM capacities of municipalities with a special focus
onthe collection, management, budgeting, and expen-
diture of OSR.

To this end, earlier this year the Minister of MoLGissued

Decree Number 14 of 2019 authorizing municipalities to col-
lect fees and to open their own OSR bank accounts.
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Legal Frame

Libya is approaching a critical stage in its transition: the
preparation of a new constitution and laying the legal
foundations of the new Libya. Two of the most important
questions in any constitution-drafting process, and partic-
ularly in Libya’s, is how and to what degree governmental
authority will be decentralized, and how will that decentral-
ization be reflected in the local administration/governance
system. At the moment, the situation in Libya can gener-
ally be characterized as one of administrative de-concen-
tration without authority."

Prior to the revolution in 2011, the Libyan local admin-
istration system had not been altered since the early 1970s
when the first local administration law was issued. That law
provided for a considerably low degree of decentralization
and was not informed by any national vision or conceptual
policy framework. The result was fragmented development
across the different areas and governorates, and growing
frustration among the populations of less developed areas,
particularly the southern areas of the country.

Following the national elections in 2012, the new
Libyan government established for the first time a minis-
try responsible for local government matters, the Ministry
of Local Government (MoLG). The MoLG was mandated to
lead the development of a decentralized local administra-
tion/governance system, and the national policies on local

' See IGF frame developed and endorsed by MoLG with techni-
cal assistance of the USAID Libya Economic Stabilization Program.
12 Article 51: Municipal resources include: Fees for municipal ser-
vices, proceeds of museums, exhibition, gardens, clubs...etc;
rents of properties leased by the municipality; revenues from fairs,
libraries, and stadiums owned by the municipality; municipal-
ity share of value of local taxes allocated to the province; munic-
ipal share of customs, transit, airport, and port fees levied in the
province; municipal investment yield; 50% of the value of build-
ings and properties sold by municipalities; penalties and settle-
ments imposed in return for reconciliation; loans, donations, and
trusts approved by the provincial council; sales, of advertising and
tourism products; proceeds of public open markets, slaughter-
houses, baths, and public transportation operated by the munic-
ipality; 10% of any ore found within municipal boundaries; sales
of goods confiscated by the municipal guards; government sup-
port and subsidies and other resources prescribed by a decision
of the council.

13 Executive structures at regional and local level, comprehensive
review, Libya, Adam Smith International, 2013.



governance.The MoLG also was made responsible for mon-

itoring the performance of the local councils and governor-
ates." In accordance with its mandate, the MolLG led the
development of a new law on local administration, Law
59, which was endorsed by the temporary national coun-
cil and came into effect in 2012.

While Law 59 of 2012 can be considered a step in the
right direction toward the establishment of a local gover-
nance system in the country, the new law still needs to be
well-articulated to citizens, municipalities, governorates,
and civil society. It also needs to be validated through
a participatory implementation strategy, that strives to
achieve consensus through the participation of all local
and national partners.

The law states that the system of local administration is
to have two tiers: municipalities and provinces. To date, 121
municipalities have been established, of which 118 have had
their legal status validated, while three still need to legal-
ize their establishment and obtain the official recognition
of the MoLG. Provinces, which were foreseen in Article 49
of Law 59 as having an important role in local PFM and the
financing of municipalities, have not yet been established
and there are no signs that this will change in the near future.

Article 25 of Law 59 describes the functions that are
to be performed by municipalities with respect to public
service delivery; however, most, if not all, of these services
are being provided either by the local branches of sector
line ministries (education, primary healthcare) or by pub-
lic government companies (electricity, water, sanitation,
and SWM). These public government companies still enjoy
a legal status that is in conflict with Article 25 of Law 59.
Thisis an issue that needs to be addressed rather urgently,
if the decentralization of service delivery to municipalities
is to be advanced.

Tunisia

InTunisia, local governments used to be under the Ministry
of Interior, which implied a central state approach in man-
aging local affairs. Following the revolution in 2011, the

Ministry of Local and Environment Affairs was established
to regulate, supervise, and lead the reform of local gover-
nance in the country.

On March 3, 2011, Tunisian elected a new council for
drafting the new constitution in Tunis. On 26th January
2014, the new constitution of Tunis was approved. Chap-
ter 13 of the constitution stated that “the state is commit-
ted to support and adopt decentralization in the country”
which is a major constitutional step forward. Moreover,
chapter 7 of the constitution further emphasized concepts
of decentralization, democracy, community participation
and accountability.

With regard to the administrative tiers of local gov-
ernance, the Tunisian constitution was very clear regard-
ing the creation of provinces (wilayat), municipalities and
localities. In 2018, municipal elections were conducted in
Tunisia, allowing citizens to elect their local representatives.
This represents the fundamental building block for demo-
cratic local governance.

Guided by the clear articles of the Tunisian constitu-
tion on local governance decentralization, the national gov-
ernment (represented by the Ministry of Local and Environ-
ment Affairs), initiated practical steps—grounded in clear
constitutional guidance—to reform the local governance
sector, and to effectively coordinate/focus relevant donor
assistance activities. In this regard the USAID funded Tuni-
sia Accountability, Decentralization, and Effective Munici-
palities (TADAEEM or “Consolidation”)' Program is a good
example of a constitutionally-guided technical support
effort, that s tailored to empower service delivery and com-
munity participation decentralisation in Tunis.

Jordan

In 2015, Jordan took a step forward in further supporting
decentralisation in local governance by issuing Decentrali-
sation Law Number 49 of 2015.The new law offered a higher
degree of decentralization, where provincial council and
governors are elected and enjoy higher administrative and
financial authorities and responsibilities at the provincial

" Libyan Local Administration Law number 59 for 2012.
> https://www.usaid.gov/tunisia/democracy-and-governance.
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level. This includes collecting local taxes and fees and con-

tributing substantively to municipal budgetary processes.

Following the decentralization law, the Government
of Jordan issued the new amended municipal law of 2015
that delegates a wide range of service delivery to elected
local councils and mayors as stated in articles 5 and 6.
Through this reform over 30 functions have been delegated
to municipalities. Moreover, in support of fiscal decentral-
ization, the new municipal law of 2015 pinpointed decen-
tralized sources of own source revenue for municipalities
to manage, collect and budget.

In addition, municipalities in Jordan have the chance
toaccess financing in loans form through the Cities and Vil-
lages Development Bank (CVDB)'¢ that receives funds from
the central government. It offers a soft long term borrowing
mechanism for cities and municipalities to provide access
to financing special infrastructure, development and ser-
vice delivery projects.

Somalia

Somalia has taken progressive decentralisation steps and
included decentralization of local governance in“Somalia’s
Constitution of 2012"and Law 23." Local governance func-
tions, own source revenue sources, and the overall inter-
governmental framework have been clearly defined under
this legal framework.

Local governance tiers in Somalia consist of three lay-
ers: Ministry of Interior as the regulatory ministry, regions
and districts. Each district has an elected council and mayor
for the capital city and in each cluster within its boundar-
ies. The district capital city provides services for all clusters
in the district. Services include, but are not limited to: pri-
mary education, primary health care, public cleaning, local
economic development, business licencing, construction
and maintenance of internal roads, electricity, urban and
spatial planning, building licencing, natural resources and
environment, water and sanitation.

Since the approval of the constitution of Somalia
and Law 23 of 2012, the federal governments of Somali
Land State of Somalia and the Puntland State of Soma-
lia have made progressive steps in advancing local gover-
nance decentralisation. In this regard they formed a local
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governance decentralisation champion office thatis chaired
by the Vice President in each of the two federal states. This
office includes membership of the key sector line minis-
tries: Ministry of Interior, Ministry of Finance, Ministry of
Planning, Ministry of Health, Ministry of Education, Min-
istry of Public Works, Ministry of Environment and Natural
Resources, and Water Authority.

In November 2013, the Champion Office for Local
Governance Decentralisation, with technical support from
a consortium of UN agencies: UNDP, UNICEF, UN Habitat,
ILO and UNCDF, developed a local governance decentrali-
sation policy.”® The decentralisation policy has guided the
development of clear sector decentralisation strategies
for service delivery and fiscal decentralisation. These were
developed by the champion office, and through technical
support provided by the United Nations Joint Program for
Local Governance (UNJPLG) service delivery.”

Decentralization refers to the restructuring of authority,
such that there is a system of co-responsibility between
institutions of governance at the central, regional and local
levels (in accordance with the principle of subsidiarity).
Under such a governance regime, functions (or tasks) are
transferred to the lowest institutional or social level that
is capable (or potentially capable) of completing them.
Decentralization relates to the role of, and the relationship
between central and sub-national institutions—whether
they are public, private or civic.?

'®https://www.govserv.org/JO/Amman/227723844665542/

O3V1--- g,8lls- ubl- dwis- lio-CVDB---Jordan.

7 https://www.constituteproject.org/constitution/Somalia_2012.
pdf.

18 See local governance decentralisation and road map for Somalil-
and State of Somalia and Puntland State of Somalia, developed
and approved by both governments in 2013.

Y http://www.so.undp.org/content/somalia/en/home/opera-
tions/projects/womens_empowerment/joint-programme-on-
local-governance-and-decentralized-service-de.html.

2 UNDP (2004) Decentralized Governance for Development: A
Combined Practice Note on Decentralisation, Local Governance
and Urban/Rural Development.



To support decentralization in local governance, coun-
tries have chosen to develop a local governance public pol-
icy framework that clearly articulates functions to be decen-
tralized; a fiscal decentralization system where sources of
funding of local governments are clearly articulated; and
a legal framework that regulates intergovernmental fiscal
relations, responsibilities and authorities in service delivery
and financial management and community participation.

Public policy is a combination of basic decisions, com-
mitments, and actions made by those who hold authority
or affect government decisions. The policy-making process
weighs and balances public values. Often there is no “right”
choice or correct technical answer to the issue at hand. Policy-
making can at times be an adversarial process, characterized
by the clash of competing and conflicting interests and view-
points, rather than an impartial, disinterested, or “objective”
search for“correct” solutions for policy issues. The larger and
more diverse the constituency, the more difficult policymak-
ing becomes, particularly when addressing regional issues.”'

Local governance policy, if it exists, is expected to
guide the national and international efforts in Libya towards
systematically support the development of a democratic,
decentralized, responsive and transparent system of local
governance. The following serve as a set of proposals to
consider for inclusion in an overarching policy framework
for local governance:

Political Decentralisation

To ensure local democratic presentation, where citizens
have the chance to choose their local representative offi-
cials through direct democratic and transparent local elec-
tions that are conducted on a regular basis and are guar-
anteed by law.

Administrative Decentralisation

Clear and effective relations between central, regional/pro-
vincial, and local governments should be well articulated,
and guarantee a decentralized role for local governmentsin
service delivery. This should be defined in a manner which
enables local governments to perform an effective role in
providing high quality services to their constituents.

Fiscal Decentralisation

To clearly enable and articulate decentralized fiscal
resources, including local taxes and service fees to be
collected directly by local governments, in addition to a
responsive intergovernmental framework where guar-
antees predictable and transparent fiscal transfers of
shared taxes and earmarked funds in accordance with
objectively defined needs-based criteria, in order to
enable local governments to perform mandated func-
tions and responsibilities. Viewed as a whole, this fiscal
financing framework provides for a robust local finance
strategy that clearly identifies funding for decentralized
local services.

Service Delivery Decentralisation

Well-defined functions of service delivery, where the role
of the central government is focused on developing pub-
lic/national sector policies, and the regional/provincial
level focus is geared towards ensuring the implementa-
tion of public policies at the regional level; while local gov-
ernments have a decentralized role in carrying out imple-
mentation of service delivery at the local level, in line with
national policies and in a participatory fashion.

Community Participation/Social
Accountability

Locally elected officials can best be held accountable by
their constituencies (rather than being answerable only
or primarily to the central government). Moreover fruitful
community participation and social accountability tools
help citizens effectively monitor and evaluate local govern-
ment’s performance. This in turn underscores the impor-
tant role which can be played by Civil Society Organisa-
tions in democratic community governance processes.
Community participation should not be left as an optional
feature of the governance regime. and should be legally
guaranteed.

2 Local Government Policy Making Process, Municipal Research
and Services Center of Washington, February 1999.
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Anti Corruption/Transparency

During the decentralization process, special attention
should be given to ensuring transparency and account-
ability, in order to ensure not to decentralise possible cor-
ruption that could be nested at the central level, or (even
worse) to encourage a further intensification of corrupt
practices. To avoid this outcome, robust legislations that
empowers and enforces transparency in local budgeting
and public financial management is critically important.
The overall public governance framework for decentral-
ization which is put in place should also mandate anti-
corruption measures to combat nepotism, favouritism,
abuse of authority and funds mismanagement. Moreover
the“checks and balances” based regulatory oversight role
of the central government in enforcing compliance with
core service provision and related fiscal governance stan-
dards, can play an important role in promoting improved
fiscal efficiency and transparency outcomes under a decen-
tralized fiscal system.

Legal Revision

Conduct comprehensive reform of the elements of the
legal framework that affect local governance to reflect all
components of the decentralized local governance policy.
These reforms should be developed through a participa-
tory approach, whereby all stakeholders (the central gov-
ernment line ministries, municipalities, civil society, aca-
demia, and the private sector) are effectively represented.
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In addition to the four ministries that currently constitute
the membership of the Higher Committee for the Transfer
of Authorities to Municipalities, it is recommended that
the membership of the Higher Committee be expanded
to include the following ministries: the Ministry of Health,
the Ministry of Economy, the Ministry of Planning, and the
Ministry of Transportation and Public Works.

The Higher Committee’s mandate should also be
expanded to make it responsible for the development
of a national policy on decentralized local governance,
which can better guide the transformation of the cur-
rent local administration system to a democratic, decen-
tralized, responsive, and transparent local governance
system.

The evolution of a democratic, decentralised, respon-
sive and transparent system of local governance in Libya
is expected to provide strategic guidance to the Govern-
ment of Libya and international partners in directing efforts
that can contribute to transformational reform of the local
administration systemin Libya. Moreover, such a policy will
guide and inform the comprehensive revision of the exist-
ing local governance-related sector legal/regulatory frame-
work, in @ manner which helps to ensure harmonised leg-
islative guidelines moving ahead.

The below chart shows suggested steps and actions
to be taken by the higher committee to lead and steer the
development of a national local governance policy.
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Options for Reforming
the Intergovernmental
and Local Public Finance

System in Libyad’

Jan Warner,? Senior Intergovernmental PFM Advisor under the Libya Economic Stabiligation
Program (LESP) of the USAID Middle East Growth (MEG)

Libya is a unitary country, with the central government in
the capital Tripoli. There are 22 districts and 121 municipal-
ities. The number of municipalities has increased in recent
years. With Law 59 of 2012 (hereinafter referred to as “Law
59"), in combination with Decree numbers 180 and 540 of
2013, the central government originally established 99 new
municipalities. Those were subsequently split up to create
112 municipalities by July 2014. Today there are 121 munic-
ipalities; 118 of which have been formally established, with
the creation of three still in process.

Intheyears 2013 and 2014, around 85 municipal coun-
cils were effectively elected under the supervision of the
Central Committee for Municipal Council Elections. In the
municipalities where no elections were conducted, ad hoc
local councils, inherited from the revolution period in 2011
and selected by popular acclamation or through other non-
official electoral processes, have remained in place.?

Libya had more than 6.7 million inhabitants*in 2018.
The exact distribution among the 121 municipalities is pro-
vided in the appendix.

The expenditure assignment of municipalities in Libya
takes two forms. On the one hand, the legal framework for
decentralisation is mainly provided for in Law 59, which—in
Article 25—specifies a number of municipal expenditure
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3 See UNDP, 2015, page 11.

4 The World Bank has reported 6.3 million people for 2017, see
World Bank, 2019, page 1.
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areas (the appendix contains the full list of these areas). On

the other hand, however, the majority of municipalities are
only acting as an agent for the central government; e.g., issu-
ing identification cards or doing simple works like cleaning
public parks or taking care of street lighting. In some areas,
such as water utilities, there are special purpose public enti-
ties that work independently and away from any municipal
control.® The so-called municipal guard, which—for exam-
ple—is responsible for monitoring the local markets, col-
lects the market fee without any municipal supervision®
and is an agent of the Ministry of Local Government (MoLG).

The legal framework specifies a vast number of expen-
diture areas that are to be delegated to the municipalities,
such as housing, planning, roads, basic health, securities,
permits, water utilities, and electricity. However, the munic-
ipalities do not offer this range of public services to their
inhabitants due to the substantial capacity deficits (in terms
of both know-how and equipment) of the local administra-
tions, fiscal deficits (owing to the low volume and unpredict-
ability of revenue flows), and a lack of political will.

Another major weakness in the intergovernmental
framework in Libya is that the municipalities are not man-
dated to collect taxes nor in reality to receive any fixed por-
tion of national taxes. Apart from a small amount of reve-
nue from user fees, the municipalities must rely on vertical
transfers from the central government as their main or sole
source of revenue. The following table explains the struc-
ture of these vertical grants from 2013 until 2018, based on
the value per citizen’ in US-dollars:®

2013 2014 2015 2016 2017 2018

Wage reim- 36 30 2.7 3.7 36 10.8
bursement Us-$ Us-$ Us-$ Us-$ Us-$ us-$
Funds 60.5 30.2 15.1 18.3 21.5 12.1
for local Us-$  USsS  USS USS USS USS
expenditure

Funds 24.2 2419 72.6 0 0 0
for local Us-$  USsS  USS  USS USS USS
investments

Source: Own calculation based on Law 13 of 2014 and the budget plans
of the central government, mainly from the budget plans of the MoLG for
201310 2018.

The salary structure of the municipalities relies on the
allocation factor of the wage reimbursement fund. Local
employees are hired and fired by the MoLG. The MoLG
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transfers the exact salary amount to the municipalities, and
the municipalities pay out the salary. This structure results
in a zero sum game for the municipalities, as they cannot
influence the personnel structure, but only act as an agent
of the central government. This situation is an extreme vio-
lation of the principle of administrative decentralisation.’
The funds for local expenditure and local infrastructure
are supposed to be distributed between the municipalities
based on three indicators: population, geographical area,
and a lump sum. However, neither the exact basis of data
nor the exact calculation are published by the MoLG. Thus
the transfer system could be described more as an ad hoc
system, which creates a lot of negative potential for politi-
cal pork-barrelling.

Another challenge for the municipalities is the time lag
in the availability of resources. In 2018, for example, the first
allocation of the fund for local expenditures was released
in September and October.

In addition to the municipalities'low fiscal autonomy,
local expenditure is dependent on federal revenue transfers
that leave little room for any freedom in fiscal policymak-
ing. Unfortunately, a low quality of education and health
services leads to low living standards, and their improve-
ment is the key to raising the economic prospects of the
municipalities in Libya. Only well educated people with a
sound public service delivery are able and willing to pay

5 The Great-Man-Made-River-Project (GMMRP) is the biggest cen-
tral water supplier in Libya; for this reason the decentralization of
water supply is quite a tricky task. The municipalities can only col-
lect some user fees. Moreover, the Libyan population does not
have high tax morale, because historically no fee at all was charged
for such basic services.

¢ In April, Decree number 56 of 2019 was issued, and Article 19
thereof provides that a municipality’s mayor should supervise the
Municipal Guard and determine, with the Minister of Local Gov-
ernment, on the link and communications system between the
Municipal Guard and the municipality. However, as in various other
areas in Libya, there is a large discrepancy between the law and
its practical implementation in the municipalities.

7 The median total population of 6.2 million people during the
period 2013-2018 was used in the calculation for each year.

& The average exchange rate used for the period was 1 Libyan
Dinar =0.75 US-Dollar .

° Inadministrative decentralization, the central government gives
regional and local authorities the right to provide and manage
public goods under their own full responsibility. For example, the
local units are allowed to hire and fire their employees or to offer
a particular level of child care.



taxes, because both tax morale and the tax ratio in relation
to GDP'>—only 1.5 % in 2018"—are extremely low in Libya.

Il. Local Public Finance and
Intergovernmental Transfer
around the World

The decentralisation of expenditures and public functions
in fiscal federalism raises two key issues: 1. How will these
be financed; and 2. What degree of autonomy should be
granted to subnational and local authorities in providing
public goods and services.

In Anglo-Saxon countries such as Canada, the United
States, and the United Kingdom local authorities have
access to an extensive system of local property taxation,
which creates a direct link between the preferences of the
citizens in terms of local public goods and the policy mak-
ers who have to provide the local public goods. In con-
trast, grants or transfers do not create a similar connection
between public payment and the reception of services.

Several European countries—including Switzerland,
Belgium, Croatia, and the Scandinavian countries—give
local authorities significant tax autonomy. Besides a local
property tax, they commonly apply a local surcharge on
personal income taxes.

Countries such as Austria, Bolivia, Germany, Pakistan,
and Poland have developed local tax systems with their
own revenues as well as tax-sharing.

The following three figures summarise the different
local taxation concepts, as well as the pros and cons of tax
sharing and local tax structures around the world.

The pros of a tax-sharing system include stable rev-
enues, because the taxes are not as strongly affected by
economic fluctuations. A common tax for all tiers of gov-
ernment also strengthens the solidarity between them as
they are all sitting in the same boat.

19GDP in Libya was estimated to be 43.6 billion US dollars or 69.32
billion Libyan dinars in 2018.

" The total public revenues in Libya amounted to 35.9 billion Lib-
yan dinars (LYD) in 2018, made up of 33.5 billion LYD from oil rev-
enues and 2.4 billion LYD from non-oil revenues. The non-oil rev-
enues themselves can divided into 1.1 billion LYD of tax revenue,
0.4 billion LYD in customs revenue, and 0.9 billion other revenues.
Source Central Bank of Libya, 2018, pages 61-62.
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FIGURE 1 Options for Local Taxation
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FIGURE 2 Pros and Cons of Tax Sharing and Own
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FIGURE 3 Local Public Finance Structure Around
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The cons of tax-sharing include the lack of revenue
autonomy, which in turn leads to a lower level of local
accountability and less transparency compared to the
Anglo-Saxon model with its intensive property tax, or in
the Scandinavian model with its local piggy-back tax on
the national personal income tax.

Nevertheless, vertical grants also are needed in the
Anglo-Saxon, Scandinavian, and the German models.
Grants and transfers avoid external effects and spillovers; for
example, alocal jurisdiction benefits from services of other
local authorities without participating in the cost. This situ-
ation often exists in the relationship between a metropol-
itan city and its suburbs.

But why should a country use intergovernmental
transfer or even a fiscal equalisation system? The reasons
are diverse and include:

Bridging vertical fiscal gaps, e.g. Canada

Bridging fiscal divide through fiscal equalisation, e.g.
Indonesia and the province of Aceh

Setting national minimum standards, e.g. Denmark and
Sweden for their education sector

Compensating for the spillover of benefits, e.g., Swit-
zerland and Germany with their city states
Influencing local priorities or political pork barrelling,
e.g. with the US Homeland Security grants, earmarked
grants for capital investments

Dealing with infrastructure deficiencies and creating
macroeconomic stability in depressed units through
incentive grants, e.g. Cohesion Fund of the EU, bail out
dilemma in federal countries

When a country wants to create an equalisation sys-
tem, the first consideration is whether it should consist of
direct horizontal transfers between the subnational enti-
ties or be purely a vertical equalisation system, meaning
that there is transfer between the different tiers of govern-
ment (e.g., from the central government to the provinces
or from the regions and municipalities).™

The majority of equalisation systems worldwide are
vertical ones. However, Germany’s equalisation system
among the 16 federal states has a strong horizontal ele-
ment. Likewise, Switzerland has a horizontal education
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equalisation system for its 12 universities. Two of them are

institutions of the central government, with the rest spread
across 10 different Swiss cantons. The 16 remaining cantons
do not have universities but make payments horizontally
to those that do to cover the spillover costs of educating
their commuting students. The calculation of the funds is
very detailed, taking into account the duration of the stud-
ies and different faculty costs, for example.™

The equalisation system may be based mainly on
revenue equalisation or on cost equalisation. Revenue
equalisation means that a rich local unit is considered rich
because it possesses more fiscal revenues per capita than
the national average.

Cost equalisation means that the different expenditure
needs of municipalities or regions are considered and extra
burdens are rebalanced or compensated for in the respec-
tive equalisation system or rather in formula.

Two well-known examples of revenue equalisation
include the Canadian equalisation system between its
provinces (see Boadway, 2004; Bird & Vaillancourt, 2007
and Tombe, 2018) and the German equalisation system
between its federal states (Werner, 2003; Spahn & Wer-
ner, 2007 and Werner, 2018). In contrast, Australia, Den-
mark, and Sweden (see Werner & Shah, 2005) base their
respective equalisation systems on the concept of cost
equalisation.

In Denmark, the local units are responsible for pri-
mary education. Thus education expenditures are higher
in municipalities with more young families and school-
aged children than in those with a similar population but
fewer pupils. To compensate, the Danish equalisation sys-
tem has a demographic composition,' where the popula-
tion is divided into different age groups, and the munici-
palities receive their funds based on the individual age of

2 Normally a vertical equalisation system is a top-down approach,
but in the case of the European Union and Bosnia-Herzegovina
(from 1995 until 2005, see Werner, Guihéry and Djukic, 2006) there
isa bottom-up approach, for the latter because the central govern-
ment was politically weak and did not have its own taxation right.
3 For detailed description see Werner, 2008.

4 Besides the demographic factor, there is also another factor
which balances the respective socio-economic circumstances of
each citizen, for example if a person is unemployed or not or if
the person is a migrant or not.



every citizen. According to the formula, citizens aged 6 to
16 and those older than 85 years generate the highest funds
for the municipalities, and people in the age group from 20
to 24 generate the lowest funds.

Another form of equalisation takes into account geo-
graphic or spatial diversity across different regions. For
example, in Nepal, it is quite easy to construct an asphalt
road in the flat area along the Indian border, but will cost
three times more to do so in the mountainous terrain of
the Himalayas due to the need for bridges and more inten-
sive earthwork. Switzerland has addressed discrepanciesin
geography, economic development, and population across
its cantons by factoring in a “load-balancing” (Lastenaus-
gleich) inits equalisation formula. Based on the calculation,
the central Swiss government will transfer 710 million US-
dollars to the cantons in 2019.

The following two figures describe the two principle
questions of revenue and cost equalisation systems.

While the German system mainly equalises revenue
disparities between the federal states, the Swiss univer-
sity education equalisation system considers the different
expenditure needs of each canton.

Revenue equalisation systems are easier to admin-
ister and more transparent, but not suited for taking into
account spillover. In the view of this author, revenue equal-
isation should be used solely for regions or provinces,
while a local equalisation system should be based on cost
equalisation.

The third question to consider in any equalisation sys-
tem is which type of institutional arrangement to be used.
Options include:

Central government agency (“sink or swim”)

® MoF asin China, Croatia, Italy, and Poland

National legislature (“A cobbler should stick to his last”)

® Senate of Brazil fixed by the constitution

Intergovernmental forum (“avoid a toothless paper

tiger”)

® Bolivia, Canada, Indonesia, Germany, and Monte-
negro

Independent agency / grant commission (“political

outsourcing”)

® Australia, India, Pakistan, South Africa,and Uganda

FIGURE 4 Local Public Finance Structure around
the World
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Source: Spahn / Werner, 2007.

FIGURE 5 Difference Between Revenue
Equalisation and Cost Equalisation
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Source: Werner, 2018.

As an example of an independent agency, Austra-
lia has a strong, vertical fiscal imbalance in favour of the
central government. It corrects this imbalance by using
asymmetric vertical grants (based on the goods and ser-
vices tax) with an implicit equalising effect. The Austra-
lian Commonwealth Grants Commission (CGC), set upin
1933, advises the central government and the Australian
states. As an advisory body, the CGC is asked to calcu-
late appropriate ratios of per capita grants for the distri-
bution of general revenue assistance from the Austra-
lian Government to the states and territories. The central
government, as well as the states and territories, accept
the suggested distribution of the grants to the states,
even though de jure the right to make the final decision
belongs to the Commonwealth Minister for Finance and
Administration.
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The Australian system of fiscal equalisation is perhaps

the most complex, all-embracing, and thorough system of
all federations worldwide. Indeed, it is often criticised for
its complexity and lack of transparency. Even the CGC itself
observes that “the simplification of methods should be a
priority going forward” (see CGC, 2004, page84). The coun-
try has put in place an explicit and ambitious equalisation
scheme that aims at full, standardised budget equalisation.
In establishing a point of reference for such a scheme, Aus-
tralia not only attempts to evaluate the standardised taxing
capacity of its states, but also of standardised expenditures
adjusted for needs and cost differentials among jurisdictions.
As an example of the intergovernmental forum, the
Canadian equalisation system is embraces the country’s het-
erogeneity of different forms of cultural heritage, with the
major French-speaking province of Quebec, the bilingual
mixed province of New Brunswick, and the eight English-
speaking Anglo-Saxon provinces. While Canada has one of
the highest forms of subnational tax sovereignty in the world,
its economically weak provinces, which are mostly located on
the Atlantic Ocean coastline, are heavily influenced by the ver-
tical equalisation grants of the central government in Ottawa.
On 5th December 2003, the premiers of Canada’s 10
provinces and 3 territories created the Council of the Feder-
ation. Its objectives are to promote interprovincial territorial
cooperation, to foster the relations between governments
based on respect for the Constitution and recognition of
the diversity within the Federation, and to show leader-
ship on issues important to all Canadians. This intergov-
ernmental forum is a council without the central govern-
ment and shows the political strength of the provinces in
Canada.The Canadian Intergovernmental Conference Sec-
retariat (CICS) is a neutral agency which provides adminis-
trative services required for the planning and conduct of
intergovernmental conferences. The CICS was established
in May 1973 and is an impartial agency at the service of 14
governments (central, provincial and territorial).

Recommendation 1. Address the need for governance
capacity strengthening by reinvigorating the Abu Saleem
Local Governance Center as a local governance public
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service academy. The local governance system in Libya is
currently undergoing substantial changes, as significant
steps are undertaken towards greater decentralization of
service delivery and fiscal responsibilities. This decentral-
ization initiative requires that persons possessing the nec-
essary technical skills be available to both the Ministry of
Local Government and the municipalities (and the prov-
inces, if and when these are established). To ensure that a
sufficient pool of persons possessing the needed technical
skills are available, the Abu Saleem Local Governance Cen-
ter should be reinvigorated to serve as a local governance
public service academy. Currently this advanced training
institution is dormant, with no courses being held and the
institution existing virtually only on paper. However, the
municipalities in Libya have a huge personnel deficit in
terms of administrative knowledge and skills; and the gen-
eral principle for successful decentralization is that “finance
follows function, and function follows capacity.”

Recommendation 2. Continue to hold yearly elections. To
ensure the legitimacy of the local officials who are manag-
ing local financial resources—including both those gener-
ated as own source revenue and those transferred by the
central government—it imperative for the country to con-
tinue holding nationwide local elections every four years.
Democratic legitimation is important to the establishment
of the tax-benefit connection at the local level and can
send a clear signal of normality, peace, and stability to the
people.” Moreover, it is crucial to the deepening of social
accountability and community participation that local gov-
ernments be made answerable to their constituencies.

> An international example is the Pakistani province of Khyper
Pakthunkhwa (KP), close to the border with Afghanistan. The
province was confronted with the “War in North-West Pakistan”
in 2004, which was an armed conflict between the regular Pak-
istani army and various armed militant groups, such as the Teh-
rik-i-Taliban Pakistan (TTP), Jundallah, Lashkar-e-Islam (Lel), Teh-
reek-e-Nafaz-e-Shariat-e-Mohammadi (TNSM), and al-Qaeda..
Local elections were held in KP on 30th May 2015, and a total of
84,420 candidates contested 41,762 seats on district, town, neigh-
bourhood and village councils. They were the first local elections
in the province for ten years, because the last local elections in
the province had taken place in February 2005. The local coun-
cils that had been elected then were dissolved on 20th February
2010 after their term of office ended, and they were replaced by
administrators until the 2015 elections.



Recommendation 3. Introduce significant types of own-

source revenue for municipalities in Libya. Currently, the
municipalities are highly dependent on vertical transfers
from the central government and have no fiscal autonomy.
One of the key issues for the Libyan local authorities is thus
torelease them from their fiscal dormancy, and enable them
to generate own-source revenues.

Own-source revenues may be either taxes or fees, but
fees and user charges also imply direct costs for a local juris-
diction; no fees are generated if no service is offered. For
this reason, taxes are always preferable to fees.

Based on the classification of Figure 1, only the
option of property tax seems to be advisable in the Lib-
yan context, because there is no enhanced personal
income tax system in Libya yet, which would allow a
piggy back of local surcharges on the national personal
income tax, as in the Nordic countries, Switzerland, Bel-
gium, and Croatia. Moreover, a tax sharing system such
as that of Bolivia, Pakistan, or Germany is also not pos-
sible, because there is no valued added tax to share in
Libya and—even if there were—tax sharing of this kind
would not sufficiently increase the fiscal freedom of the
municipalities in Libya.

Hence, the introduction of a local property tax could
be the only main source for gaining local revenues. How-
ever, the introduction of a property tax system is not a
short-term goal, it has to be seen as a medium/long-term
goal, as its introduction requires a thorough strategy and
implementation plan, which could be developed during
the next five years.

A general problem of all property tax systems is the
question of how to obtain a market-based valuation of the
property without generating high administrative costs. In
Libya, there is only an incomplete nation-wide cadastre.
Furthermore, since properties are sold without conveyance
duty / real estate transfer tax, it is impossible to determine
property values on the basis of selling prices.

A tailor-made property tax system for Libya should
thus use the following concepts.

Tax administration and tax collection should be han-
dled by the central administration, with the central
government receiving 15 % of the total tax revenues

as a refund for administration costs. This feature can
be compared to a tax sharing system.
The tax rate should be fixed independently by every
municipality and the central government should set
only a minimum tax rate. This feature guarantees high
revenue autonomy for the municipalities.
Due to the incomplete cadastre for properties, prop-
erty values cannot be established based on the sell-
ing prices of neighboring properties. The assessment
of the property thus has to be handled by the central
government along the following general guidelines:
Three benchmark indicators could be used to
determine the tax assessment base for real prop-
erty:
a.  Maximum ground space
b. Maximum number of floors
c. Size of property’

All three figures would be multiplied and, in
order to attract incentives for optimal land use, it
would be irrelevant whether the property is fully
constructed or undeveloped.

The municipalities would divide individual building
sections into special building zones,"” to which they
would allocate individual building zone factors. The
municipalities themselves would decide not only how
high this building zone factor should be but also how
big the zone should be.

The municipalities would also set the local real prop-
erty tax rates, with all zones being subject to the same
municipal assessment rate.

The real property tax rates set by municipalities would
be subject to a minimum/maximum range established

% Indicator c is measured in square meters, whereas the two indi-
cators a and b are measured in decimal numbers and calculated
in relation to the total size of the property. For example, if a prop-
erty has a size of 400 square meters and the building on this prop-
erty has two floors, with a ground space of 240 square meters, the
respective benchmark indicators are a = 0.6, b = 2.0, and ¢ = 400.
17 Based on decree 225 /2018 the municipalities are newly respon-
sible for offering construction permits. Article 11 of this decree
orders also a filed survey by the office of urban planning and pub-
lic property (OUPPP). The democratically elected mayor—with
the assistance of the OUPPP—could suggest the building zones
and to lower the corruption factor such building zones need the
approval of the local council.
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by the central government. This is to ensure that munic-
ipalities do not set rates that are either excessive or so
low that the property tax contributes only marginally
to a municipal budget.

Hence, the new local real property tax would be cal-
culated in the following manner:

Ground space * Floor number * Size of property *
Zone factor * Local tax rate = Tax liability

In addition, a process for valuing real property will
need to be established. Various valuation approaches based
on limited surveying work have been used in developing
countries. These approaches should be reviewed with an
eye to establishing a mass valuation process best suited to
the current Libyan context.

A new property tax system such as this one could be
implemented within the next five years in Libya, if there is
acommon political will-power. Moreover, a well-conceived
and properly managed pilot program involving a small
number of municipalities could be completed within two
to three years. Such a pilot program could establish the
basis and build the culture and experiences for the new
property tax system.

Recommendation 4. Introduce a transfer system that is
formula-based and ensures that national income, mainly
from the oil revenues, reaches all citizens through decen-
tralized, improved service delivery in Libya. The basic ver-
tical transfer could have the nature of a block or uncondi-
tional grant. Additional vertical transfers could be made in
the long term in the form of categorical grants; i.e. grants
provided for a specific purpose, such as education or health.
The amount of any vertical transfer, regardless of type,
should be determined in strict accordance with a formula
that is highly transparent and easy to administer.

To prevent any future ad-hoc decision-making or
even political pork barrelling, it is essential for the Ministry
of Local Government to publish all information—the for-
mulae, collected data, and calculation for every municipal-
ity—in advance on the internet. Such a transparent process
allows the municipalities to control the whole workflow of
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the transfer system on the one hand, and at the same time,

the civil society can also cross check how funds have been
delivered from the central government to their respective
municipalities.

The following block grant formula is a transparent and
easily administrable example for Libya.'®

T.=0.50* (POP,/ POP
+0.10 (LocalRev , - LocalRev

)+O.40(Devi— Dev

)19

)

nation nation

nation

T: receiving transfer of the local authority i

POP,: number of inhabitants in local authority i
based on the census of 2006

POP .. total population of the whole nation based
on census of the year 2006

LocalRev :  collected own revenues in local authority i
per capita (based on census of 2006)

LocalRev . :total collected own revenues in the region
per capita (based on census 2006)

Dev : development index® of the local

authority i
Dev average, nationwide development index

region

In the years without any revenues from the future

4

property tax, the formula can use the indicator “LocalRev”
instead—a"“population readjustment factor”to strengthen
the urban centres in Libya. For example, the number of
inhabitants in municipalities with more than 100,000 citi-
zens would be “readjusted” in the formula; i.e. the inhabit-
ant numbers would be multiplied by a factor of 1.35.

'8 A metropolitan area has per capita a higher expenditure needs
than a city with just 10,000 inhabitants.

% In a previous version, a ratio of 75 % population and 15 % devel-
opment index was suggested to the local partner. The emphasis
on population in the suggested ratio was made because popula-
tion is a very transparent indicator as well the only fully available
data set for Libya. Nevertheless, the clear response from the local
partner was that such a population-heavy ratio is not politically
desirable. Here, it must again be stressed that the future process
of selecting criteria for the development index will create even
more political tension; however, the formula will be revised to
reflect the desire of the local partner.

2 The development index considers for example the topographic
situation, the climatic circumstances or the burden from Libyan
refugees in every municipality individually.



Moreover, in the first years after the introduction of
the local property tax, the “LocalRev” indicator could be
an incentive grant, which would mean that, for every Lib-
yan dinar collected from property tax, the municipality
would receive an additional Libyan dinar from the trans-
fer system to generate an incentive to collect the tax in a
proper way. However, in the long run this indicator should
be changed to an equalisation grant, which would reduce
the fiscal gap between fiscally rich municipalities and fis-
cally poor municipalities.

In addition to block grants, many IGF regimes around
the world establish one or more categorical grants to pro-
vide financing for specific purposes. Categorical grants are
sometimes desirable, because they ensure a much stronger
correspondence with objective needs-based indicators in
critical expenditure areas (e.g., health, education) than can
be achieved if fiscal resources are allocated solely through
a general unconditional block grant. Categorical grants
could be viewed in some instances as eroding the fiscal
autonomy of the local units, as it limits the autonomy of
local mayors to independently determine about their fis-
cal resources. From that perspective at a theoretical level
of accountability, unconditional block grants make more
sense than earmarked grants.

However, under the current transitional circumstances
in Libya it is unrealistic to fully and accurately reflect the pri-
ority needs of local citizens. Given this, and in the interest
of ensuring national minimum standards of public goods,
earmarked grants are sometimes considered preferable.
For this reason, Libya should give serious consideration to
the types of categorical grants. Libya should start with a
formula-based bock grant, and should seriously consider
designing and implementing a categorical grant mecha-
nism in the next 2-4 years in key service provision areas
(e.g., education, health care), in a manner that would effec-
tively supplement the block grant formula.

Recommendation 5. Establish a pooled financing arrange-
ment to enhance municipal revenue through a Local
Development Fund (LDF). Besides taxes, fees, and vertical
transfers, the concept of local borrowing also has a major
effect on the delivery of infrastructure. Possible options for
the local government borrowing system include:

1. Severe restriction and generally no independent local

borrowing?
Ethiopia, China (until 2015) and Pakistan
2. Pooled municipal government debt through a provin-
cial government agency
Canada and India
3. A municipal bond system
USA, Mexico, Poland, Czech Republic, Slovakia,
Hungary, China (since 2015), and South Africa
4. Commercial and private banks
France, Belgium (until the collapse of Dexia)
5. Public“savings banks”with a normal commercial busi-
ness
Austria, Germany
6. Public central institution or a public bank without any
commercial business
Denmark, France, Norway, and United Kingdom

Because of the limited capital market in Libya, options
three, four, and five are not feasible. In addition, the exam-
ples of South Africa or the United Kingdom?? prove that the
municipal bond system is not always a silver bullet.

A public banking institution is not a realistic possi-
bility under current institutional circumstances either for

2 National law restricts any form of local borrowing. For exam-
ple, the Pakistan province of Punjab reformed its local govern-
ment system in April 2019. Article 149, clause 1 of the law says
that a local government may raise a loan with the previous sanc-
tion of the government of Punjab. In China the national Minis-
try of Finance has operated with a similar strict regulation, lead-
ing to a situation where nearly no municipality was allowed to
attract money from the capital market. The goal of the Chinese
MoF was to create macroeconomic stability, but the municipal-
ity sometimes undermined this regulation by founding a private
company, and this company attracts credits (e.g., Shanghai bridge
construction company). In 2015, China reduced this strict regula-
tion, and since this time the municipality has been able even to
offer municipal bonds.

2|n the United Kingdom, the UK Municipal Bonds Agency was
created—in addition to the Public Works Loan Board—to lower
the long-term financing costs of British municipalities through the
bond market. The Municipal Bonds Agency was introduced by the
Local Government Association with the idea that multiple councils
banded together would have enough clout to raise hundreds of
millions of pounds. The theory was that investors would be reas-
sured by lending across a diverse, pooled spread of councils. The
response of the capital market to this concept was reserved, espe-
cially after the fiscal crisis at Northamptonshire County Council.
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Libya, given the major institution-building requirements
implied, and the checkered governance and financial via-
bility track record of such entities in general in emerging
market settings.

However, instead of unregulated access to the capi-
tal market, Libya might consider combining the concept of
pool financing and the establishment of a local infrastruc-
ture finance mechanism. Including rural entities in a com-
mon pooled financing system?? is almost certainly cheaper
forthe urban areasin Libya. If the gap in infrastructure deliv-
ery between rural and urban entities increases, then rural
depopulation will also increase, putting pressure on the
infrastructure provisions of urban authorities.

Another potential option for Libya is the establish-
ment of a Local Development Fund (LDF). Such a fund
could, for example, offer municipalities grant financing
for future local infrastructure projects, but not for current
expenditures. There are various potential mechanisms for
financing an LDF. One possibility would be through Arti-
cle 49 of Law 59, which provides that 10% of national tax
and customs revenue is to be allocated to the provinces.
As the provinces do not currently exist, perhaps a legal
mechanism could be found to make this funding available
to local governments.

One drawback to this option is that national tax reve-
nues are low currently low, and customs revenues are not
significant. Moreover, the creation of an LDF or other local
finance institution will require substantial institutional
capacity building, as well as the development of a robust
system of safeguards to protect against abuse and pork-bar-
rel arrangements. Grant allocation should in fact be made
on the basis of a rigorous cost-benefit/cost-efficiency anal-
ysis regarding the net benefits of an infrastructure project
financing proposal.

Recommendation 6. Create a stabilisation fund
(see Werner, 2012) for oil revenues—as in Russia for oil
or in Chile for copper—to reduce the negative economic
effects of any oil price fluctuation for Libya.** Note that the
creation of such a fund must take into account the exist-
ing Libyan Investment Agency (LIA), a government entity
that manages Libya’s sovereign wealth funds. One poten-
tial approach might be to provide for the draw-down of
funds from the LIA as appropriate to provide a source of
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infrastructure financing. It should also be noted that the

establishment of a stabilization fund will involve consider-
ations that go beyond local finance issues.

Recommendation 7. Widen bank account access and
provide full fiscal responsibility for all collected fees, rev-
enues from property rents, and revenues from the sales
of property by the municipalities (“own source revenues
bank accounts”). Recently the competence for some,” but
not all, fee collections by the so-called MH5 of the MoF’s
accounting department has already been red. However,
it provokes criticisms based on inadequate transparency
when the fees are not collected directly by the municipali-
ties. Instead, all such revenues are transferred from the MoF
to the MoLG, and the MoLG then sends them to the munic-
ipalities; local units thus have no possibility to control the
flow of capital. Finally, it is important to note that even for
the best tax systems, in combination with an upright, incor-
ruptible tax administration, it is impossible to improve a tax
collection rate without political will.

Local public finance and fiscal transfers are a highly techni-
cal as well as political issue. Institutional arrangements can
reduce or increase fiscal conflicts. Thus, the importance of
the institutional arrangement of the future equalisation sys-
tem in Libya cannot be underestimated.

Because of limitations in the administrative capacity
of the national MoLG and in the quality and accuracy of
available data in Libya, any new equalization system must

2 An international example about pooled financing from India is
presented in the Appendix.

24 Such a stabilization fund is not a new instrument rather it should
be a general principle of the already existing Libyan investment
agency. Moreover the Libyan Investment Agency (LIA) should also
consider the Extractive Industries Transparency Initiative (EITI) and
it should be politically decided a priori how much money from
this fund should be used for the local units.

ZThe transfer of authorities to municipalities that started in
late 2018 and early 2019, when MoLG issued a series of decrees
authorising municipalities to carry out a number of functions
as stated in article 25 of law 59 of 2012 and to point out decree
number 14 of 2019 issued by the minister of local government
on municipal fees where municipalities are authorised to collect
fees and have their own source revenue bank account at a local
commercial bank.



be simple and transparent. It should use the existing data

on population figures, though a new new census should
be undertaken as quickly as possible to acquire an even
more reliable indicator.

The suggested concept of pooled financing and the
creation of an institution to provide debt financing to local
governments for local infrastructure projects, like the MIA,
which could be a municipal development fund—admin-
istrated purely by the MOLG or in a combination of MOLG

Short Term within One Year

Medium Term within 1-3 yYears

with some additional local representatives—offers subna-
tional entities alonger term option for financing infrastruc-
ture investments. It also fulfils the so-called Golden rule of
fiscal policy, whereby a government—including a local gov-
ernment—may only borrow to finance investments and not
to fund current spending.

The following table classifies the seven recommen-
dations of this report in terms of their temporal imple-
mentation.

Long Term within Five Years

A transparent formula for the block grant verti-
cal transfer

Full operation of the local governance school
Full bank account access rights for the munic-
ipalities in the area of fees and any revenues
from property

Municipal Development Fund (MDF)

Oil stabilization fund

Local elections throughout Libya

Pilot application of a local property tax
Establishment of two or three categorical grant
transfer mechanisms and the formula for each as
well as for the block grant

A nationwide local property tax
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The following table classifies the municipalities based on

population figures in 2018:

Population Structure of the Municipalities

in Libya

Size of Population # of Municipalities Band
Over 500,000 1 A
From 100,000-499,999 19 B
From 75,000-99,999 7 C
From 50,000-74,999 6 D
From 25,000-49,999 27 E
From 10,000-24,999 37 F
From 5,000-9,999 13 G
From 1,000-4,999 10 H
Under 1,000 1 I

Source: Ministry of Local Governments, 2019.

The expenditure assignment of the municipalities in
Libya is twofold. On the one hand, the legal framework
for decentralisation is mainly law 59 /2012, and article 25
of the respective law determines the following expendi-

ture areas:

Urban planning

Health and social affairs
Water utilities

Street lighting
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Sanitation / Public hygiene, for example waste man-
agement

Local transportation, for example the public transpor-
tation system or licences for private taxis

Public parks

Shelter / social housing

Public space management, for example licences for
billboards or pedlars, control of the traffic and provi-
sions of parking lots

Cemeteries

Civil registry affairs, for example birth certification, civil
status or identification cards as agents of the central
government

Regulation of local markets and slaughterhouses
Construction and maintenance of local roads and
bridges

Licences for economic activities of private companies
Monitoring of the environment and public health, for
example pollution and the safety of commercial prem-
ises, foodstuff inspections and pest control in private
or commercial properties

Promotion of economic development, for example
the establishment and management of small busi-
ness incubators

The following Box 1 explains the concept of pooled

financing in India.



Box 1 Pooled Financing Like the Tamil
Nadu Urban Development Fund in
India

The Tamil Nadu Urban Development Fund (TNUDF) was
established in 1996 and is mainly financed by the regional
government of Tamil Nadu and the World Bank.

The fund manager of the TNUDF is Tamil Nadu Urban
Infrastructure Financial Services Limited (TNUIFSL). The
regional government holds 49 % shares of the TNUIFSL and
the remaining 51% of shares belongs to three national banks.
The daily management responsibility of this fund belongs to
the ICICI Bank, which holds with 21%, the largest share of the
three Indian banks.

Eligible Borrowers for the Tamil Nadu Urban Development
Fund include both urban local bodies in India and any private
institutions that create urban infrastructures in India.

The TNUDF uses both capacity development and polled
financing for the infrastructure financing. Polled financing
means that several projects are pooled and lumped together
in a bond issuance, and this can provide a significant reduction
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of transaction costs and improved pricing. Especially for smaller
and less creditworthy local authorities, this concept makes sense.

Currently, a sum of Rs.3,510.19 crores is available at the
TNUDF for providing financial assistance for the implementation
of urban infrastructure projects.?

The lesson to be learned from the Tamil Nadu Urban
Development Fund in India is that the local units should use
the idea of polled financing as much as possible to reduce their
financing costs. Moreover, the urban areas should not be blind
to the financial situation of their surrounding rural entities.
To include those rural entities in a common polled financing
is surely cheaper in the long run for the urban, because if the
infrastructure delivery gap between rural and urban entities
increases, then the rural depopulation will also increase and the
urban authorities will have pressure on their own infrastructure.

Furthermore, the aspect of capacity development should
not be underestimated, as financial institutions such as
commercial banks or pension funds from abroad expect very
qualified dialogue partners.

Tamil Nadu Urban Development Fund, 2019, page 2.
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