Effective aid through Municipal Contracts

A challenging perspective on strengthening decentralization and local governments

for investing in service delivery and economic development

Internal working paper
Final version

VNG International
Mirco Goudriaan

May, 2010






TABLE OF CONTENTS

Preface
Abstract

List of abbreviations

1. Challenges for Local Governments
1.1. History of Municipal Contracts
1.2. Urbanization and the role of local government in economic development
1.3. Trends in (fiscal) decentralization
1.4. The role of local governments in the debate on aid effectiveness

2. Describing Municipal Contracts
2.1. Defining Municipal Contracts
2.2. Objectives
2.3. The municipal contract process: five stages of development
2.4. The importance of the audit phase

3. Selected Country Case-Studies
3.1. Overview of Municipal Contracts in Sub-Saharan Africa
3.2. Senegal
3.3. Guinea
3.4. Mali
3.5. Niger
3.6. Ghana

4. Effective Aid through Municipal Contracts

4.1. Results
4.2. Success factors for effective Municipal Contracts

Bibliography



Preface

Rapid urbanization in developing countries is putting increased pressure on the demand for urban
infrastructure and public service delivery in cities and larger municipalities. This is not only affecting
the lives of millions of urban residents but also poses local governments with increasing complex
challenges in the field of urban management. Local governments however also deal with weak
capacities and, despite the increased focus on decentralization since the1990s, with a considerable
lack of financial resources including a low level of locally generated revenues.

It is in these complex circumstances, that Municipal Contracts have become an increasingly popular
aid modality, developed mainly by the World Bank (WB) and applied in more than a dozen (largely
francophone) developing countries in Sub-Saharan Africa. With the aim of supporting integral urban
development and strengthening the capacities and responsibilities of local governments, the
Municipal Contract approach is concentrated around the creation, signing and monitoring of a
performance-based contractual agreement between central governments and individual
municipalities.

This study aims to provide a better understanding of the Municipal Contract model as an aid
modality for supporting local governments. This includes an overview of results and lessons learned
with the actual implementation of Municipal Contracts in a selection of countries and a critical
analysis of the model in terms of strengths and weaknesses. As sources of information, the report
has used existing literature on urban development and local governments as well as country-specific
documentation on the implementation of Municipal Contracts (mainly from WB and AFD). Field visits
were made to Ghana (including the city of Sekondi-Takoradi), Washington D.C. (World Bank
headquarters) and Paris (AFD headquarters) to hold interviews with local and international experts
working with Municipal Contracts.

The structure of the report is as follows. Chapter 1 describes the historical and contextual
background of Municipal Contracts, focusing on challenges for local governments in the areas of
urbanization, decentralization and the debate on aid effectiveness. Chapter 2 gives a description of
Municipal Contracts as well as the different developmental phases that characterize the Municipal
Contract approach. In chapter 3, the country specific experiences (results and lessons learnt) with
Municipal Contracts in Senegal, Mali, Guinea, Niger and Ghana are presented. Finally, in chapter 4,
an analysis is made of main results and impact of Municipal Contracts, as well an overview of factors
that largely determine the potential success (or failure) of Municipal Contracts as effective aid
modality.



Abstract

Worldwide trends in urbanization and decentralization have put enormous and increasing pressures
on local governments, in particular cities, to provide the necessary basic infrastructure and services
to the population. Challenges that can only be met if local governments act as democratic and
accountable institutions and their weak financial and administrative capacity is increased. It is in this
context that Municipal Contracts, developed and implemented primarily by the World Bank, have
become increasingly popular and applied in large donor-driven urban investment programs in Sub-
Saharan Africa.

With the aim to support integrated urban and local development through urban investments and
improved municipal governance and management, the wider process of Municipal Contracting is
more complex and comprehensive than the contractual agreement itself. Defined as performance-
based agreements that are drawn between central government and individual municipalities, their
signing follows a series of (urban, financial and organizational) audits and a participatory process of
strategic development, prioritization of investment projects and reforms at the local level. Given
their strong focus on capacity building and financial and organizational reforms of municipalities, the
primary function of Municipal Contracts is a developmental one.

Coming over from Western-Europe, the earliest experiences with Municipal Contracts in developing
countries occurred in (Francophone) Western Africa in the late 1990s. Currently, the geographical
scope is spreading, also towards Asia and Latin America. Municipal contracts have gradually
developed into accepted and widely used instruments or mechanisms for urban development and
municipal management. Some countries are experiencing second generation Municipal Contracts.

This study describes the results and lessons learnt with the implementation of Municipal Contracts in
Senegal, Mali, Guinea, Niger and Ghana. Results have on average been positive, but mixed. Municipal
contracts have proven to be effective in supporting local governments, also when wider
decentralization processes were difficult. They have increased financial capacities of municipalities
and consequently investments in infrastructural and service delivery projects. The impact on
municipal institutional reforms, including municipal financial and organizational behavior, has been
rather mixed (Senegal being a positive example and Mali a negative one). In some cases Municipal
Contracts have also served as a common platform and financing window for donor interventions and
thereby contributed to harmonization and alignment of aid.

The success (or failure) of Municipal Contracts depends on two main factors: i) the quality of the
Municipal Contract process itself and ii) the political and institutional environment in which
Municipal Contracts are developed and implemented: The first factor refers to the preparation,
auditing, strategic development, signing of contracts and implementation and monitoring stages.
During these stages, a strong focus on capacity building and technical assistance is an essential
prerequisite for assisting both central and local governments and reaching sustainable results. The
second factor (political and institutional environment) refers to political commitment and ownership
at both the central and local level, the level of participation by stakeholders and citizens, and the
extent to which donors are willing and able to harmonize and align their various aid interventions in
the urban development and local government (and decentralization) sector. For Municipal Contracts
to further develop into an effective and even more widely accepted aid modality further
improvements in these areas are necessary, but very well possible.
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Chapter 1: Challenges for Local Governments

Chapter 1 will describe the historical and geographical origin of Municipal Contracts as well as an
overview of developing countries where Municipal Contracts have so far been applied. Furthermore,
three major trends will be described that greatly influenced the rise of Municipal contracts in
developing countries, in particular Sub-Saharan Africa: urbanization, decentralization and the debate
on aid effectiveness and local governments.

1.1 History of Municipal Contracts

The concept of establishing contractual and performance-based agreements between central
government and decentralized levels of governments is a relatively recent phenomenon, dating back
from as early as the 1980s. Whereas this study will focus on Municipal Contracts applied in
developing countries, in particular Sub Saharan Africa, the concept first originated in Europe.
Countries like France, the United Kingdom, Germany, Spain and the Netherlands® all have developed
different types of multi-level governance arrangements. Most of these contracts focused on regional
development and regional authorities and not so much on local governments. As an example, the so
called Contrat de Projets Etat-Région (CPER) has been a well-known mechanism for regional planning
in France based on investment contracts between the central government and CNJ Yy 86S Q&
administrative regions. In the Netherlands, the co-called VINEX arrangements is an example of an
agreement between different levels of government, in this case focusing on massive new housing
development starting in the early 1990s.

Following the experiences in Europe, the concept of Municipal Contracts was developed and
introduced in Sub Saharan Africa during the 1990s (Senegal, Mali and Mauritania) as part of World
Bank and Agence Frangaise de Développement (AFD) lending or grant operations aimed at
stimulating urban and local development. After the relatively successful experiences with these
earlier projects, in particular in Senegal, Municipal Contracting was also applied in several other
developing countries. Currently projects based on the Municipal Contracting approach are being or
have been applied in about 15 countries in Sub-Saharan Africa. Chapter 3 will give a more detailed
overview of municipal contract implementation in Sub-Saharan Africa.

1.2 Urbanization and the role of local government in economic development

For the first time in history, morethan K £ ¥ 2 NJ G KS ¢2 NI RQa LIhitddeel G A2y f
is expect to rise to 60% in 2015. The majority (90%) of this growth is taking place in the developing

world, where the urban populations in Africa (5% urban growth per year) and Asia are expected to

double in the next 15 to 20 years (Kessides, 2006). Nearly one third of these urban dwellers live in

slums and urban poverty rates are gradually reaching the same levels as in rural areas. Rapid

urbanization is not only taking place in mega-cities but to a large extent also in secondary cities up to

500,000 inhabitants. Moreover urban metropolitan areas are rapidly expanding, while urban

densities are declining. Altogether this puts enormous and increasing pressure on the capacity and

capability of local governments to deliver the necessary urban infrastructure and services.

'For an overview of different types of contracts in variious OECD
Contracts for regional devel opment o ( aoBliedivites Rogddes: ) une atypalogien Cont r act

Europeenne (Claire Simonneau, 2007).



The difficult challenges that come with urbanization however also provide enormous opportunities
for developing countries to create jobs and stimulate economic growth. Recent publications by the
Growth Commission (Growth Report, 2008) and the World Bank (World Development Report 2009:
Reshaping Economic Geography) stress the importance of urbanization as a success factor for
economic growth in developing countries. Two main arguments are used: i) the economic benefits
and advantages that larger agglomerations provide for economic activity and ii) the fact that 80% of
economic growth in developing countries comes from the industrial and services sectors, which are
largely based in urban areas.

As a result of these trends, the need to strengthen the financial, administrative and political
capacities of local governments is immediate. The provision of necessary basic infrastructure ¢ roads,
water and sanitation, waste disposal and power - to the residents of these towns and cities will
otherwise be jeopardized. This will have serious negative effects on the living conditions of the
populations and urban economic activity. Urban poverty, which is already significant, is then very
likely to grow further. As a result, some donor organizations have increased their activities and
investment in urban and local development in developing countries. The box below describes the
policy frameworks of two of them, the World Bank and AFD.

Box:2 2 NI R . I yC|50F8#n ahdyLdeal Development Strategies

¢CKS 22NIR .lyl1Qa ! Nbly FYyR [20Ft D2@SNYYSyd {dNIGS3e
In 2009 the World Bank launched its new urban and local government strategy Systems of Cities. The strategy

sets out the objectives and benchmarks for the Bank to monitor its financing and policy advice in the area of

urban and local development. ThestratS3& A& |y 2LISNI GA2yFtATIGA2Y 2F GKS
Hang awSaKFLIAY3I 902y2YAO DS23aANI LKEeésx gKAOK (S8 YSaa

maintain economic growth, built upon agglomeration economies. The urban growth agenda should be dealing
with the complex trade-offs between benefits of agglomeration economies and congestion. The strategy
proposes a system-based and integrated approach, based upon five pillars of action: 1) city management,
finance and governance, 2) urban poverty, 3) cities and economic growth, 4) city planning, land and land
housing and 5) urban environment and climate change. Municipal Contracts are considered as one of the key
instrumentsunder i KS  WOAG& YIylF3aSYSy sz Tungingts RicidalyCdrtrad-Badd
LINEP2SOGa A& R2YyS LINDAYOt NddibgdnstriinleN® dz3 K G KS . Iy Q&
Source: Systems of Cities ¢ Harnessing urbanization for growth and poverty alleviation, World Bank (2009)

I C 5Sf2ategy on Urban Development

The French Development Agency (AFD) is one of the largest bilateral donors and investors in urban and local
development in developing countries. | C5Qa ! NblFy 5S@St2LIySyid t2fA0¢
alleviating poverty and helping vulnerable areas, 2) improving the economic environment and attractiveness of
cities (including Municipal Contracts)2 o0 &G NBYy3IGKSyAy3a 201t | dziK
decentralized cooperation and 5) protecting the environment. AFD is currently financing about one hundred
projects in thirty countries and prepares each year about fifteen new projects valued, on the average, at 150 to
200 million Euros in yearly commitments. The share of the urban development sector is expected to gradually
increase. Projects are financed through grants to the least developed countries and subsidized loans in middle-
income countries. Projects aimed at establishing Municipal Contracts are part of the second pillar of AFD
strategy.

1%

Source: Information Note: AFD and Urban Development (www.afd.fr)
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The continuing need for improving the delivery of services and the infrastructure to promote
economic development and poverty alleviation in the countries of Africa demands a more rigorous
and consensus building approach to solving these problems. The municipal contract provides these
through its process and the partnership of the contract between the central and local municipal
level.

1.3 Trends in (fiscal) decentralization

Since the early 1980s over 75 countries, including most developing countries, have attempted to
transfer (political, administrative and fiscal) responsibilities of the state to lower tiers of government.
The results have been mixed and the motivation for the decentralization has varied. Even when it is
not explicit, improving service delivery is often an implicit motivation behind most of these
decentralization efforts (Ahmad et al, 2005). Delivery of basic services, such as health, education,
water and sanitation, all of which are the responsibility of the state, are systematically failing people,
and especially poor people (World Bank, 2004).

Decentralization is however often being accompanied by different kinds of imbalances, which reflect
a strong focus on either the revenue side, the political dimensions or the administrative dimension,
while neglecting others. In most countries fiscal (intergovernmental fiscal transfers) and
administrative decentralization are lacking behind the transfer of (legally agreed) responsibilities as
well as decentralization of political processes. This leads to an often weak financial situation and
technical capacity at the local level. According to Boschmann (2009) this implies risks for local
governments in failing to meet the increasing demands for local infrastructure and service delivery,
as well as the accountability relations local governments have with the local population. Increasingly,
efforts are being made by local governments to increase their already low levels of local revenues,
however with mixed results. Sub-national tax autonomy in developing countries has remained
limited and the administrative capacity at the local level is often weak.

Another relevant observation in the area of fiscal decentralization is the increased use of
Wdrflormance-based grantsQAB a response to the transfer of more financial means from the central

government to the lower levels of government, and given the often weak administrative capacities at

the subnational level, performance-based development systems and measures are introduced. This

includes the introduction of incentives for local governments to increase the generation of local tax

revenues. The use of performance-based approaches is strongly encouraged by donors, who have

introduced the conceptof Wa I Y ASYSy i T2 NJ 5 SogeSHe did\iant of their Sidi dzt (1 & Q
interventions (see also next paragraph). Municipal Contract are a good example of a performance-

based instrument, as will be shown later in this report.



1.4 The role of local governments in the debate on aid effectiveness

The Paris Declaration on Aid Effectiveness (OECD, 2005) reflects a consensus on a series of
recommended actions which official development agencies and partner countries could undertake to
enhance the delivery and management of aid. These actions include: i) local ownership of
development strategies, ii) alignment with national development strategies, iii) harmonization of
development interventions, iv) managing for development results and v) mutual accountability and
transparency.

Local governments, as agents of development, have only recently managed to be recognized as
important (and politically legitimate) stakeholders by the development community. The Accra
Agenda for Action (AAA, OECD, 2008), which was the result of the mid-term 3" High-Level Forum on
Aid Effectiveness, explicitly recognizes the role of local governments in the development of national
development policies. Furthermore, the AAA also recognizes the need to support capacity building
initiatives of local authorities and emphasizes the importance of local resources in the provision of
technical cooperation. Recently, the global organization representing local governments worldwide,
UCLG, has produced a position paper on aid effectiveness and local government (UCLG, 2009). The
organization calls upon all development partners, financial institutions, central governments,
international organizations as well as local governments and local government associations to:

1) To increase efforts to further acknowledge the important position of local and regional
governments as well as decentralization processes in the aid effectiveness debate;

2) To respect and actively apply the principles of aid effectiveness in donor interventions
(projects, and programs), at central level and local level. In particular good practice is
required in the areas of harmonization, coordination and alignment of aid to country-owned
processes and strategies.

The principles of aid effectiveness are also very relevant for the provision of loans and grants by
donors through the use of Municipal Contracts, as will be shown later in this report.

10



Chapter 2 Describing Municipal Contracts

This chapter aims to define and describe the concept of municipal contracts, including the
accompanying process that leads to the signing of the actual contracts. The information provided
here is largely based on existing manuals and guidelines developed under the Ghana Urban
Management Pilot Program, executed by VNG International and funded by AFD. For the detailed
description of the urban, financial and organizational audits, various World Bank publications were
used as a sourceX A Y  LITITBuAUSAzE2 TN FNFKFa@dcgle ahdiGAdin,3$0&) and G ¢ K S
5SSt 2LIYSyl 27T (FiriicBuedtd, d0B75a8 2F al £ A€

2.1 Defining municipal contracts

Municipal contracts are based on the need for meeting the increasing challenges of urbanization and
delivery of services in African countries and municipalities. In particular African countries and cities
are increasingly turning to municipal contracts as a tool for managing and regulating relations
between the state and local governments and to develop a more effective approach to the
challenges they are facing in serving their populations.

The process leading to a Municipal contract is based on the development of a thorough analysis of
the municipality characteristics, particularly the urban features and the organizational and financial
capacities. This analysis leads to the identification of an action plan based on the prioritization of the
investments identified in the process and the application of programming and funding capacities to
support the operational maintenance of the municipal services and possible adjustments to the
municipal staffing and organizational structure.

To summarize, a municipal contract can be defined as:

A consensual and binding, performance-based, agreement between a municipality and the central
government for a 4-5 year period, including a:

1. Priority Investment Plan (PIP)
2. Municipal Maintenance Plan (MMP)
3. Municipal Adjustment or Reform Program (MAP)

A municipal contract is signed between a municipality and the state or its representative, setting out
clearly the commitments of each party. The (bilateral or multilateral) donor is not included in the
contract as one of the signatories. Donor funding, either through grants or (concessional) loans is
channeled directly to the central government, usually the Ministry of Finance/the Treasury. The
municipal contract is consequently used as the main channel through which the donor funds can be
transferred to the municipality.

The contract deals both with the reform of the municipality as well as with the financing of physical
municipal investments and services. It may cover all the various communes of local governments in a
country, but on a strictly voluntary basis. This means that municipalities are free to sign the contract,
but financing will be conditional on their agreement to accept the reform component (MAP). The

11



signatory representing the state may differ from country to country: it may be the municipal affairs
department, a specialized agency, or a municipal support unit. The contract sets out the
commitments of the municipality and the state, and the ways in which they are to be executed.

Because municipal contracts are so-called binding agreements between central and local

governments, non-compliance with (parts of) the contract will lead to a breach of contract and

project implementation may be at risk. Although country-studies show that non-compliance has

occurred in practice and municipalities or projects have not been included in the municipal contracts,

more research is needed on the legal and financial (in particular reimbursements) consequences and

AYLE AOFGA2yad LY 20KSNJ g2NRasx K2¢ R2Sa (GKS WoAYyF
in case of non-compliance or not meeting the agreed results in the contract.

2.2 Objectives of municipal contracts

Although the actual signing of a performance-based contract between the state and the municipality
is the most direct and output-based objective of any municipal contract process, the following
objectives are important’.

1. Support integrated urban and local development through increases in urban investments in
infrastructure and service delivery by improved municipal governance and management;

2. To give the municipality greater responsibility in the selection and financing of project
activities, by putting its role on a contractual footing (Farvacque and Godin, 1998);

3. A more reasoned and rational basis for municipal government decision making, selection of
priority investments and resource allocation through extensive urban, financial and
organizational audits;

4. A stronger commitment through signing of a municipal contract between the central
government and the municipal governments based on the provisions of the contract and the
publicly acknowledged obligations that accompany the ratification of the municipal
contracts;

5. A higher level of participation by the citizens in developing the vision and strategic vision of
the municipality for its future growth and development and a stronger accountability relation
between the municipality and its citizens;

6. A method for measuring improvements against specific problems of service delivery, impact
of investment projects, and municipal management based on the implementation of the
priority investment plans, the municipal adjustment plans, and the municipal maintenance
plan developed in the municipal contract process and as per agreed set of indicators.

A number of characteristics make municipal contracting a new and innovative approach to solving
some or the urbanization, poverty, and service delivery challenges that face cities on the African
continent. The earlier approach to solving the problems was a narrow focus on infrastructure

2 On the basis of existing literature and project documentation, no single and uniform overall objective of municipal contracts can

be identified. In many cases several overall, specific or intermediate objectives are used.
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investments that provided some temporary and short term economic stimulus, but failed to
contribute to longer term economic problems and being able to be maintained within constrained
municipal budgets for the continuing operation of these investments. Consequently, many large scale
investments were made without factoring in the heavy costs on the operation and maintenance of
these facilities that later fell into disrepair, abandonment, and crumbling facades.

The municipal contracting approach also takes a more integrated and comprehensive approach to
solving the problems. This is done through the identification and prioritization of investment
projects, that focus on integrated and inter-municipal (or metropolitan) urban development,
through extensive data collection and analysis of the municipal characteristics. This extensive analysis
supports a three pronged approach through an action plan to address the investment, the
maintenance and the organizational requirements in future years to maintain the investment
structure and the operational costs. Therefore, it can be said that municipal contracts provide a
multi-dimensional approach to these problems that not only improves the infrastructure
investments, but all the capacities of the municipal and metropolitan organizational units to support
these structures and their operation and promote performance and reforms at the local level.

From an aid modality perspective, Municipal Contracts can be best compared with sector-wide
approaches, as they are aimed at improving existing (sector-wide) systems, institutions and country
processes in a sustainable manner, as opposed to (many) project-based interventions. The municipal
contract approach is characterized by a strong focus on capacity building of both local governments
and central government and strengthening the accountability relation between them (by means of a
contract).

13



2.3 The municipal contract process: five stages of development

Even more important than the actual contracts is the process that leads to the signing of them and
the monitoring process that follows. The municipal contract process is graphically illustrated by the
following diagram®:

S o dafs oA (B2 y

[y

Development of municipal contracts can be divided into five stages,:

1. The preparatory stage: this is the phase where stakeholders are involved in the
understanding and the design of the project (integrated principles and developmental and
reform objectives of municipal contracts) as well as the phasing and sequencing of the actual
project process (see figure above). During this phase, criteria and procedures (rules of the
game) for participation by municipalities are defined (through project implementation
manuals and eligibility criteria for investment funding). Also, the positioning of external
support (implementation support units, consultancy, etc) at central level and municipalities
during implementation is designed and agreed, as well as the alighment and coordination of
municipal contracts with other financial windows or municipal investment funds. The pre-
phase is very important as it sets the stage for further implementation and creates the basis
for future success (or failure).

® This diagram is based on the Municipal Contract process as developed primarily by the World Bank and implemented by the

the Bank and others.
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2. The Diagnostic or Audit Stage which includes the completion of urban, financial and
organizatA 2y I £ | dzZRAGa 2F GKS Ydzy A OA LlHdre, fAadddS N Y Sy i
needs and gaps are identified as well as gaps in terms of capacity and organization structure,
to carry out the municipal contracts. The objectives and content of the audits will be
discussed in detail in the next paragraph.

3. The third phase constitutes the Strategy Stage which analysis the results obtained at the
Diagnostic Stage and uses the results to develop appropriate strategies. The strategies so
developed can be operationalized to promote urban development, infrastructure
improvements, improvement in the management of municipal financial resources, including
local revenue generation. The strategies can also enhance the organizational structures and
human resources base of municipalities through training, capacity building and improved
service delivery. The Strategy Stage consists therefore of an assessment of how these can be
supported through the implementation of municipal contracts.

4. The results of the strategy stage are utilized to develop the Municipal Contract (stage 4)
which provides a realistic agenda, road map and a commitment of the central and local level
of governments to provide the financial, technical, and other support needed to implement
the strategies for development and the priorities identified in the earlier stages of the
contracting process. In this stage, the municipal contract will identify the priority investment
programs (PIPs) for infrastructure improvements, the maintenance and operations plan
(MAP) to support the ongoing physical and infrastructure facilities that have been developed,
and a municipal adjustment plan (MAP) that will restructure and streamline the
organizational responsibilities and the staffing levels of the municipal departments.

5. The fifth and final stage is the Implementation and Monitoring Stage under which Action
Plans are developed to address the requirements outlined in the Contract. At this stage the
whole process comes together in a coordinated effort: the financing that is available to fund
the projects from central government and municipalities, the technical and human resources
of the municipality, and the commitment of the political leadership to implement the
strategy and municipal contract. Projects that require feasibility studies, particularly the
Priority Investment Projects, need to be identified and budgeted for in the annual
procurement plans for each city and the contracting for these services needs to begin in
order that the construction process will not be delayed. There should be a regular monitoring
of the Implementation Plan activities to the actual achievement of the activities and reports
made to the Main Partners of the Municipal Contract for their review and possible
adjustments of the activities and investments.

2.4 The importance of the audits

The priority investment program, the municipal maintenance program and the municipal adjustment
program are prepared on the basis of an urban, financial and organizational audit of each
municipality, which lead to mutual commitments between the central government and the
municipality. These commitments are later laid down in the Municipal Contract.

15



The audits that take place in the diagnostic phase of the municipal contracts process constitute a
crucial element: assessing the strengths and weaknesses of local authorities in several fields of
responsibilities.

The audits include:

i) a comprehensive review of the urban characteristics: the urban audit;

i) a review of financial management systems which covers a retrospective analysis of 3-4
years and: the financial audit;

iii) an organizational audit which further reviews not only the administrative and service
delivery processes but also the nature and staffing relationships and arrangements
supporting plans and program implementation in the various municipalities: the
organizational audit.

Next, the three types of audit will be described in more detail:

Urban audit

The objective of the urban audit is to draw a diagnosis of the city's needs in terms of infrastructure
and services, identify and quantify gaps, and define a coherent set of priority projects that fits the
demand as expressed at the local level and that can be undertaken within the financial limits of the
envelope determined by the financial audit. The urban audit thus should lead to a Priority Investment
Program (PIP), which together with the Municipal Adjustment Program (MAP) and the Municipal
Maintenance Plan (MAP) serves as a basis for the municipal contract.

The urban audit will:

- NBSOASH GKS ft2y3 GSNY dzZNBlFyYy &aidNrGS3e F2NJ S|
constraints;

- identify priority urban and environmental needs as identified in the metropolitan/municipal
plans;

- assess to what extent short-term and medium-term plans are able to improve urban and
environmental conditions, alleviate poverty and improve living conditions;

- identify the potential actions that may improve the performance of the line departments in
meeting identified needs;

- suggest a priority program for investment and maintenance required by the line departments
and linked to the above issues and areas.

In the process of conducting an urban or technical audit, critical information is gathered and
generated to guide decision-making and improve the transparency of infrastructure choices made by
municipal authorities. It also allows for the systematization of the decision making process which is
replicable over time. The content of the urban audit should be comprehensive in various fields
including:
- constraints of the urban site (environmental, land use, economic, social and demographic
constraints);
- efficiency of service delivery (diagnosis of the services networks and performance, including
an analysis of the current and future demand for services, designated providers for the urban

16



services, assigned role of the local authority in the delivery of services, degree of equity in
service delivery, etc);
- assessment of the adequacy and effectiveness of urban tools and urban management
OF LILINI Aalf 2F fFyR dzasS LXIFyyAy3d GSOKyAldzSasz °
capacity of local technical staff, levels of sub-contracting, evaluation of services, etc);
- development of identified priority projects (based on eligibility criteria, feasibility studies
with initial costing, ranking methods based on criteria and financial envelope).

Financial audit

The objectidS 2F GKS TFAYlFIYyOALl ¢ FdzZRAG A& (2 laasSaa GKS
actions to improve mobilization of local resources. It aims at working out with municipal officials

what the municipality's financial conditions are and will be on the basis of future projections of
gNPgiK 2F NBGSydzSa |yR SELSYRAGAINBaD® LG NBOA
financial capacity, and therefore the value of investments to which it can aspire under the umbrella

(p))
™
)

of a Municipal Contract.

The purpose of the financial audit is to be operational in the context of the municipal contract. That
means recommendations have to focus on improvement of the current situation and actions to
implement the recommendations have to be described and their costs evaluated. The audit covers a
number of areas of concern, usually based on financial records for the past three to five years:

- 0 KS Ydzy AdéallJfinbnkidl 8itxdion (overall closing balance/fiscal position and
changes in the financial statements over the past three years and projections for the current
year);

- financial ratios (for example per capita revenues or savings as a percentage of revenues);

- major revenue items (recurrent: local taxes, licenses, fees and non-recurrent: funds, loans,
etc), including identification of potential sources of new revenues;

- major municipal expenditure items (recurrent: personnel costs, water, electricity and non-
recurrent/capital expenditures: see next item);

- major municipal investment expenditures in past 3-5 years and the links of these
investments with (the priorities) in the major planning documents and the sources of funding
(self financing, grant or municipal funds, loans, external funds, including donor funds)

- outstanding obligations and risks (focus on bank debts, non-budgetary activities, ratio of
recurrent and non-recurrent expenditures, impact and past and future trends in
decentralized funding arrangements);

- Y2yiUiKfe Orak Ff2¢a o2 lFaasSaa GKS YdzyAOALI f Al

- dimensioning of the priority investment program (PIP) over the coming years, including
costing of the investments and maintenance operations, execution schedule and ways of
funding;

- various performance indicators (for financial management), to be included as an annex in the
municipal contract.

Organizational audit
The objective of the organizational audit is to assess the city management structure and to identify

specific actions to improve the management capacity. It reviews the existing organization and in
(32Y67\YI-[37\2)[ g AGK 0dKS TAYI-YO)\I'f I dzRA G = Aff dzad NI
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competences ¢ staff and its financial means ¢ with a focus on service delivery and its capacity and
capability to sustain investments envisages under the municipal contract. The organizational audit is
also meant to explain how the population takes part in the functioning of the municipality (domestic
local accountability relations) and what priority measures are required to improve the organizational
performance in service delivery. In doing so, the examination will focus on the administrative level,
the service delivery level, as well as at the political level.

While there are no strict rules on the ratio of staffing between managerial, technical, and support
functions the organizational audit which aims at establishing any organizational capacity gap which
will affect the implementation of the municipal contract should establish the following:

- levels and skills of staffing as against various administrative and service delivery functions of
the municipalities in delivering its development mandate;

- The number of vacant positions and required staff to reinforce and fulfil i KS Y dzy A OA LJ £ A
mandate;

- the data gathered should further reveal whether or not there are possibilities of right sizing
or staff rotation- to reduce or shift staffing from some functions to others;

- whether or not there is duplication of functions and responsibilities between and among
various departments of the municipality in executing their development and other
mandates;

- Whether or not there can be savings in personnel costs based on improved procedures or
application of information technology.

The adjustment measures a municipality is willing to take on the basis of the financial and
organizational audit should result in a municipal adjustment program (MAP), which is later included
in the municipal contract signed by the municipality and the central government.

Conduct of Audits

The conduct of the audits requires careful preparation by those undertaking the audits, usually local
consultancy teams supported by international consultants, and the staff of the municipality. The
audits can be a very intensive and time consuming part of the process if not properly planned for and
resources made available to gather the information.

The outcome of these audits constitutes the basis of formulating subsequent (urban, financial and
organizational) strategies and other agreements that will promote future development. Again, the
urban audit is required to produce a technical assessment report in other to establish the required
infrastructure and municipal services delivery levels, demand and gaps to be bridged under the
project.

Results in the later stages of the municipal contracting process strongly depend on the quality of the
audit phase. First, a high-quality audit, using structured audit frameworks and questionnaires
provides a rational and strong analytical basis for identification of urban, financial and organizational
gaps and priorities as well as and opportunities for reform. Second, active participation of municipal
staff in the preparation and execution (or even self-auditing) of the audits ensure higher levels of
ownership of municipalities at later stages when follow-up is given to the results and
recommendations.
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Drawing up the Municipal Contract

The results of the audits and the identification of priority investment project need to be discussed
with stakeholders at local or community level through participatory workshops, and through existing
decision making processes, in particular approval by local and/or district assemblies. Finally, results
(in terms of projects) and (institutional and financial) reform components are confined in the
Municipal Contract, a binding* agreement between the municipality, the central government, the
funding agency and the executing agency. It provides a clear and well-defined program including the
following strategic documents:

a. Priority Investment Plan, describing new investments;

b. Municipal Maintenance Plan, describing maintenance activities;

c. Municipal Adjustments Programs, describing organizational and financial reform measures.

The contract has to be developed as part of a negotiating process among the main partners to the
contract. The political, economic and financial constraints need to become incorporated into the
development of the Contract. The willingness of the main partners to contribute to the cost sharing
and financing of the projects requires substantial negotiation and the ratio of investment to
maintenance projects needs to be clarified in the municipal contract.

The contract should be widely publicized to the public as a basis for citizens to understand what the
levels of government have committed to do and will be held accountable. Regular monitoring and
reporting on the progress of the activities incorporated into the contract should be reviewed by the
municipal officials and information provided to the local media and citizens on this progress.

Implementation of the Municipal Contract

The next step is to finalize the Implementation Plan to put the contract into operation. Based on the
decisions incorporated into the three main plans, the Maintenance Plan, the Adjustment Plan, and
the Priority Investment Plan, the activities and programs identified need to be incorporated into the
local budget system and adopted by the municipal assembly. Some of the activities in the
Maintenance Plan and the Adjustment Plan should be incorporated into the recurrent budget for the
coming fiscal year and include financial ¢ and staffing commitments of central government ministries
as expressed in the contract. Those projects in the Priority Investment Plan that will require several
years from start of the project to its completion need to be incorporated into a capital investment
budget and the financing arrangements for these projects needs to be identified in the budget.

Once the Implementation Plan is completed and adopted for action, the Implementation Stage is set
to begin. At this stage, financial resources should be set aside to fund the projects, the organizational
structures and staffing levels can be adjusted to the new requirements, and the process of managing
and monitoring the new activities can then begin.

“The exact meaning and legal implications (including repayments) of the binding character of municipal contracts is not

completely clear and needs further analysis.
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Chapter 3 Country experiences with Municipal Contracts in selected countries

This chapter will give a detailed description of activities, results and lessons learnt with the
implementation of municipal contracts in five countries in Sub-Saharan Africa: Senegal, Mali, Guinea,
Niger and Ghana. About 15 Sub-Saharan countries, the large majority being Francophone countries,
have experienced projects that used municipal contracts as an instrument for the delivery of urban
infrastructure investment and the capacity building of municipalities. Some countries (like Senegal,
Guinea and Niger) are experiencing second generation municipal contracts through follow-up
projects. And more municipal contract-based projects are expected, on the African continent (like
Tanzania, Kenya and Burundi) but also in Asia (Vietnam) and Latin America (Dominican Republic).

The five projects described here were selected on the basis of two criteria. First, the project had to
be completed so that results and lessons learnt from the implementation were evaluated and
documented. Second, documentation had to be available from public sources or people interviewed.
This resulted in the selection of Senegal, Mali, Niger and Guinea as country-case studies. In addition,
Ghana, the first Anglophone country where the Municipal Contract approach is used, was selected
for pragmatic reasons, since VNG International is currently providing advisory services to the
Ghanaian stakeholders during a preparatory phase on an AFD funded project. Ghana was also visited
during the study (at at time when audits were about to start), to interview involved experts.

For the description of the projects in this chapter, for all countries, except Ghana, existing World
Bank documentation serves as the main source of information. In particular, self-assessments (or so-
called Implementation Completion Reports) written by World Bank staff is used and summarized,
focusing on results, success factors and lessons learnt. Interviews were used to complement this
information. For Senegal and Ghana, additional information from AFD was used as well as
documentation produced by VNG International in the context of the Ghana project.

It must be noted that by no means does this study intend to give a complete overview nor does it
serve as an evaluation or claims to be a statistically significant representation of municipal contract
projects. In fact, this study is mainly descriptive and analytical in nature, providing a quick-scan of
experiences with municipal contracts.

3.1 Overview of Municipal Contracts in Sub-Saharan Africa

The next table gives an overview of identified projects where municipal contracts played a crucial
role as an instrument or aid modality for channeling urban investments to local governments. The
projects are ranked by financial size of the total investment. It describes 15 projects in 11 countries in
Sub-Saharan Africa worth nearly 900 million USD of investments. The large majority of the projects
and the funding is provided by the World Bank through IDA loans. AFD can be considered as the
second largest donor, using both grants and loans. As the table shows, large differences exist in
financial size (project costs), participating donors, size (%) of co-financing by the recipient
government (including municipalities) and the number of involved municipalities. Additional projects
were identified in Chad, Gabon and Madagascar, but relevant data was not found.
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Table: Selection of identified Municipal Contract projects in Sub-Saharan Africa

fi -
Countr Project title Period Costs WB AFD Others Coblngz‘clltng Participating Main
y ! usD % % % v % Municipalities Donors
(]
Senegal Local Authorities Development Programme 2006-2010 157,0 51 11 19 19 67 + Dakar WB, AFD
WSB, AFD,
Mali Third Urban Development and Decentralization Project 1997-2005 136,5 60 14 11 13 9 Cida, KfW,
BOAD
Senegal Urban Development and Decentralization Program 1998-2005 114,5 71 9 20 67 WB, AFD
N . WB, AfDB,
Mauritania Urban Development Project 2002-2011 99,0 71 3 20 2 AFD, KFW)
. W8,
Cameroon Urban and Water Development Support Project 2007-2012 92,0 87 11 2 5 GPOBA
Ghana Ghana Urban Management Pilot Project 2010-2014 59,5 0 91 9 4 (not Accra) AFD
Benin Second Decentralized City Management Project 2005-2010 50,0 70 23 7 11 WB, AFD
/ 2GS R Municipal Support Project 1996-2004 42,4 81 20 Unknown WB
Niger Local Urban Infrastructure Development Project 2008-2012 30,0 100 0 3 WB
Rwanda Urban Infrastructure and City Management Project 2006-2009 27,3 73 23 3 6 WB, NDF
S . . WB, Kfw,
Mauritania Urban Infrastructure and Pilot Decentralization 1996-2001 24,0 58 27 15 11 Cida
Niger Urban Infrastructure Rehabilitation Program 1997-2003 23,7 81 13 6 11 WB, AFD
Guinea Third Urban Development Project (UDP3)¢ Phase 1 1999-2005 20,0 90 8 2 11 WB, BND
Guinea Third Urban Development Project (UDP3)¢ Phase 2 2007-2011 16,0 94 6 11 WB
Burkina Faso Decentralized Urban Capacity Building Project 2007-2013 10,4 96 4 6 WB
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3.2 Senegal: Urban Development and Decentralization Program (UDDP)k t NB I NJ YY S
Communes (PAC)®

Description and outset of the project

The Urban Development and Decentralization Program (UDDP), a project based program, was
fldzyOKSR AY Moy desentraigsich DIMIiwhich Fad tfaGfgreda ntinBer of
responsibilities to local governments in 1996. Sectors transferred included urban development,
health, education, youth and the environment. In Senegal, municipalities and regions are financially
autonomous legal entities administered by elected councils. Metropolitan communities, such as
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typically with a dozen members and a director.

The UDDP, a 110 million dollar (or 85 million euro) program co-financed by the central government
of Senegal and local governments (together 23%), the World Bank (IDA credit, 68%) and AFD (credit,
9%) was executed between 1998 and 2005. The UDDP in Senegal was the first project in Sub-Sahara
Africa to introduce and experiment with the concept of municipal contracts. The municipal contract,
essentially a results-based management system, was designed and extensively tested and negotiated
with the relevant national authorities during the 1992-1996 preparation phase. The UDDP (1998-
2005) project had four development objectives:

1) improve the financial and organizational management of 67 municipalities, which account for
more than half of the Senegalese population

2) improve the programming of priority urban investments
3) rationalize and simplify the financing of urban investments

4) upgrade basis infrastructure in urban and some rural communities

At the start of the project, Senegal macroeconomic climate was unfavorable, specifically the weak
public finances due to low tax revenues and high dependency on donor support. High speed of
urbanization, resulting mostly from rural to urban migration, strained the government resources
even further in an attempt to catch up with infrastructure provision in secondary cities and the
metropolitan area of Dakar. The project was a response, supported by the donor community, to fill
the gap between the capacity of local governments and the execution of the new regulatory and
institutional framework. Advancing decentralization (including fiscal decentralization) and addressing
the issue of local resource mobilization is the main objective of the UDDP. At the outset of the
project, the financial and organizational management of Senegalese municipalities was known to be
weak and no investment programming had been done by the municipalities to reflect their priority
needs and effective financial capacity to finance them. Municipal project could be financed from

® The paragraph on Senegal is based on the following sources: 1) Implementation Completion Report Urban Development and
Decentralization Program Senegal, No. 32408, World Bank, June 28, 2005; 2) Capitalisation a partir de la mise et des resultats
du programme dbdappui aux communes ( PAC)2005 &FDe Jarviar 200% ;i3 Seaebal
Urban Development and Decentralization Program (1998-2005) i Implementation of the Paris Declaration in the Infrastructure
Sector T paper written for the Roundtable on sectoral approaches during the Accra High Level meeting on Aid Effectiveness,

Evaluation Division AFD, February 2008.
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intergovernmental transfers, credit to municipalities, local revenues and donor funding to urban
centers. Also funding was not being allocated in a transparent, fair and efficient way.

The project consisted of two main components:

1) Institutional development of central and local governments (approx 10 million USD or 9% of the
project costs). This component included capacity building of central and local governments through
a) the implementation of a Municipal Adjustment Program (MAP) based on a Municipal Contract (or
Contrat de Ville), a binding agreement between the government represented by the Municipal
Development Agency (MDA) and municipalities; and b) support activities aimed at providing an
enabling environment for these municipal adjustment programs to take place (fiscal reforms, studies,
training). In addition to the municipal contract itself and the MDA, also the public works and
employment implementing agency played a cornerstone role, being responsible for awarding and
monitoring public works contracts.

Each Municipal Contract included a Municipal Adjustment Program (MAP), a Priority Investment
Program (PIP) and a Priority Maintenance Program (PMP). The municipal contract supported the
achievement of the four development objectives by formalizing the level and type of financing of
municipal services and facilities, the choice and degree of construction, rehabilitation or
maintenance on the ground that can be sustainably financed with that amount and the adjustment
measures of each municipality.

The MAP was a requirement for entering into a municipal contract and was based on the results of
an urban audit, and a financial and organizational audit. The MAP activities consisted of i)
improvement of local resources mobilization, ii) improvement of human resources management, iii)
improvement of financial health, in particular clearing of arrears and iv) improvement of financial
management and budgeting. The capacity building component represented a major effort to
strengthen municipal financial management and investment planning.

2) Construction, rehabilitation and maintenance of public infrastructure, facilities and services
under the responsibility of local governments (approx 100 million USD or 91% of the project costs)

This component involved physical investments for construction, rehabilitation and maintenance of
public infrastructure, facilities and services under the responsibility of local governments, including
urban infrastructure (48% of disbursements), commercial infrastructure (transport stations, markets,
36%) and social infrastructure (health and education, 16%).

Results (in terms of outputs and outcome)
In terms of outcomes the following results were achieved:

- The project reached all 67 urban municipalities (all signed municipal contracts), which made
it a single most important operation in the Senegalese municipal sector and a backbone of
G§KS O2dzyiNE Q& RS ®F ydikid With Tall miuki@pyllitiesNIBeF @rdjeht
succeeded not to leave any municipality outside the framework of assistance for the whole
municipal sector.
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The project carried out 421 infrastructure municipal investment projects under the
municipal contract including city halls, markets, bus stations, schools, healthcare centers,
roads, drainage, street lighting, sanitation, and environmental projects. In addition, 310 sub-
projects were implemented in 212 rural districts. This has enhanced the access to basic
services and infrastructure to a large number of urban and rural poor.

The project increased financing capacity of the municipalities by 22% between 1997 and
2003. Given the low level of central government funding available for municipal projects, the
project allowed municipalities to finance their priority investment projects. At the same time,
the project contributed to rationalization of municipal expenditures (e.g. ratio of payroll
expenditures to current revenues were reduced, ratio of capital expenditures to current
revenues has increased). Municipal savings have been improved by 12 over the project
period. More money has been made available for maintenance programs, ranging between 3
and 9% of the budget.

On donor funding, the project was able to create an attractive platform for donor
investments in the urban sector, in particular the World Bank and AFD as the main donors
involved in urban development in Senegal.

¢KS LINRP2SOGQa STF2NIa AYLNROGSR airAayAFAaOolyif
resources. Many municipalities have demonstrated improvements in local resource

mobilization. It was achieved through broadening the tax base and local taxes collection in a

number of large cities, as well as the development of commercial facilities in nearly every

municipality. The policy dialogue that continued under the project led to reforming the local

taxation system, focusing on an increase of local revenues from taxes on property and

businesses.

The project demonstrated that important changes took place in the behavior of
municipalities, namely: a) the concept of auto financing and municipal borrowing was
successfully introduced (loans have been reimbursed) b) they complied with reciprocal
contractual obligations with the central government through municipal contracts, c) they
mastered and made use of new tools for programming municipal investments, and d) they
bought into improving municipal practices, including taking difficult decisions staffing
decisions. Municipal Adjustment Program (MAP), a term that was not well accepted at the
0SAAYYAYIAS A& yAaabdldyNII 2F GKS al @2NAQ

The institutional impact of the project was considered substantial and the project
established clear distribution of roles between the central government, local governments
and the technical agency (MDA) and procurement agency. The project developed a rich set of
basic databases and tools for monitoring and evaluating the municipal sector performance
(in urban, financial and organizational areas). Mechanisms for identifying local priority needs
and establishing sustainable targets have been put in place
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Lessons learned

1. Targeting a large number of municipalities is possible if sound mechanisms are in place.
Whereas urban projects often shied away from involving a large number of municipalities
because of the risk of spreading too thin and the complexity of supervision on a large
territory. By providing well crafted programming tools and clear rules of the game UDDP was
able to bring incrementally and progressively all municipalities on board.

2. Clear implementation arrangements and well defined contractual distribution of roles
(including roles between MDA and AGETIP) is essential for a successful municipal
development program. In particular, local governments and community groups have found a
platform (through the municipal contract) to voice their wishes and commit themselves to
specific objectives.

3. Capacity building works better if it is integrated in a contractual arrangement and linked to
investments than if it is a free-standing component. Municipal adjustment programs, derived
from the conclusions of the financial and organizational audits, and are therefore tied to local
needs and targeted to specific goals and commitments.

4. In second generation municipal contracts, the maintenance program will be more
demanding, not only in financial terms but also in terms of implementation. Also more
attention should be paid to the metropolitan or inter-municipality impact of the investments
rather than a neighborhood impact.

5. Seeking harmonization of financing windows is a challenge which has to be addressed at
the country level. Preventing as much as possible to have several windows of financing
(either through donor funding or through funding by the government of Senegal) with
several rules of the game accessible to local governments. According to the World Bank, the
beauty of the UDDP is that it created a platform away from political considerations,
measured the absorptive capacity of municipalities and catered the investment program and
the maintenance program to the financial and managerial capacity of each municipality. The
risk for the future is to change the nature of the project which is actually a municipal
development program and to transform it into an infrastructure program based on
presidential demands.

6. Improvements in the area of aligning to national budgets are necessary in the future. Most
of the program was channeled directly towards the municipal contracts signed with the MDA
through an extra-budgetary mechanism. The World Bank IDA credit and the AFD grant were
made to the central government. Hence, as government, these aid flows should have
appeared in the national budget, under the regular budget channel of the FECL, the
Equipment Fund of Local Governments. Full integration of the project into the central budget
process allows for earmarking of public (including donor) resources for municipal
investments.

7. UDDP did not specify objectives, procedures or means to involve local population in the
different components of municipal contracts (AFD, Rapport de Capitalisation, p.58).

25



Insufficient discussion and socio-economic analysis of investment options resulted in supply-
driven approaches, largely reflecting standard proposals from the MDA.

¢tKS LINRP2SO0 61 & NIYGSR WKA IK tassess@dntistedmplen2itadidd® Q Ay
completion report, 2005). Based on the success of the UDDP, it was followed up by the ongoing LAPD

(Local Authorities Development Programme / Programme RQ9 |j dzZA LISYSyYy (i BR&las-/ 2t £ SO
PRECOL) project implemented during the years 2006-2010, as a support to the ongoing
decentralization policy under the Poverty Reduction and Growth Strategy 2006-2010. Like the UDDP,

LAPD is financed by the World Bank (IDA credit of USD 80 million) and AFD (USD 18 million), as well

as by own contributions of the government of Senegal and municipalities (USD 59 million). The LAPD

project largely follows up on the results of the UDDP project, but has a stronger focus on integration

of the MDA in the Government of Senegal to ensure full sustainability and better predictability of

fiscal transfers from the central to the local level, mainly through the LAPD. All 67 municipalities, as

well as the metropolitan area of Dakar will be involved through the use of municipal contracts

introduced during the UDDP, with the aim of better incorporating the municipalities into the

Senegalese decentralization process and to let them profit from it.
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3.3 Mali: Third Urban Development and Decentralization project (UDDPIII)®
Description of the project:

At the time of project formulation, the expansion of the urban population took place with growth

NI} GSa FNRdzyR p2 | @SF N 60r T2 NJai opulatior2réiaifs
considerably small, the projections until 2024 show rapid growth of the urban population, which will
ySINIeé R2dzomtS |a | LINE L2 NI A2Y 2F GKS O2dzy i NEB QA

26,7 to 47,5%. Successive drought over several years increased migration to urban areas7. In
addition, access to basic infrastructure was very limited (more than 50% of the population lived
below the poverty level), existing urban infrastructure deteriorated because of poor maintenance,
and municipal financial resources were insufficient.

The main objective of the Third Urban Development and Decentralization Project (UDDPIII),
implemented between 1997 and 2005 was to improve the delivery, on a sustainable basis, of urban
infrastructure services by local governments, in partnership with the Central Government, the

LINK OGS aS0G2NE FyR O2YYdzyAdAiSad a2NB LINBOAaSt

1) build local government management capacity, improve performance, strengthen operations
and maintenance, and improve planning, programming, budgeting, financial management,
and revenue generation;

2) improve the provision of basic urban services, especially in the poorest neighborhoods;
3) KSt LI LNBaSNBS alfAQa KAAG2NARAOIE OAGASaA
4) pursue improvements in the operation of the urban land market initiated under the IDA-

assisted Second Urban Project.

The total project costs of UDDPIIl amounted to USD 154 million, including an USD 80 million IDA loan,
with co-financing from AFD (USD 20 million), CIDA (USD 18 million), KfW (USD 7 million) and other
bilateral agencies (together USD 18,9 million). The contribution of the government of Mali was USD
13,5 million (9% of the project costs).

The project consisted of five components:

- Capacity building (USD 7,4 million, or 6% of the project costs), including the introduction of
municipal support measures, the introduction of urban management tools and the
introduction of municipal contracts;

- Basis infrastructure investments (USD 83,3 million, 62 % of project costs), including
maintenance of existing infrastructure, investments in urban road rehabilitation,
construction, drainage, sanitation, upgrading of poorest neighborhoods of Bamako, etc.

® The paragraph on Mali provides a summary of the World Bank Implementation Completion Report No. 34791, December 29,
2005. This document contains a self-assessment by the World Bank and was an IEG (Internal Evaluation Group) award winning

ICR in 2007 as a result of the focus on outcomes.

” Source: Development of the Cities of Mali, Farvacque et al., Africa Region Working Series Number 104, World Bank,

September 2007
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- Construction, preservation and restoration of historical cities and monuments (USD 12,1
million, 9% of program costs);

- Drinking water supply to Bamako and Mopti (USD 17,8 million, 10% of program costs);
- Land development and housing in Bamako (USD 19,9 million, 13% of program costs).

The obligations of the local governments under the project were formalized through Municipal
[ 2y G N® Dy & NI (WEigndd Snnudlliy iy th& Ministry of Urban Planning and Housing (MUH),
each of the municipalities, and the District of Bamako. These contracts, which include performance
indicators, provided that the municipalities and the District of Bamako are responsible for meeting
agreed upon performance benchmarks, providing funds for infrastructure maintenance as project
counterpart funds, managing maintenance expenditures efficiently, providing adequate staff for the
project, performing financial accounting, improving management, especially for fee collection
(marketplaces, transport stations, solid-waste collection, among others).

Results

The outcome of the project was rated WnsatisfactoryQby the World Bank by means of self-
assessment (implementation completion report). Despite the project being quite successful in
achieving the objectives in terms of provision of urban services, preservation of historic monuments,
and improving the functioning of the urban land market, the unsatisfactory rating was attributed to:
(i) an increase in revenue generation, a critical element to the maintenance of financed investments
by the project, was not achieved; (ii) resettlement issues from another operation supported by the
Government that had been entrusted to the land development component were unresolved; and (iii)
the financial sustainability of the Energy and Water Utility (EDM), one of the implementing agencies
remains threatened.

The building up of local government management capacity, improvement of performance,
strengthening of operations and maintenance and improvement of planning, programming,
budgeting, financial management and revenue generation was not achieved. Municipalities were
unable to prepare meaningful annual investment programs and the monitoring system of the
Ministry of Urban and Housing, the ministry in charge of the implementation of the project, was not
reinforced. Local governments were not able to significantly increase their income, and local
I2BSNYYSY(aQ 2wenfcoBigeyitly Nth ahdlitileduRrylLécal governments themselves
were not organized to finance operation and maintenance and did not have the needed resources to
cover their overall infrastructure services. The urban tax was not implemented, nor were the
recommendations from the audits of municipal contracts to improve their capacities for planning,
budgeting and financial management. Urban master plans, that were developed under the project
for all cities in Mali, providing them with a long-term vision for (spatial) development, were the only
tools used as references for planning investment projects in the municipalities.

To summarize, the project was evaluated by the World Bank itself to be successful in terms of
outputs but unsuccessful in terms of outcomes. { dzA G F Ay 6 A f A (i & besalusad of tha
weak financial situation and programming and financial management capacity of local governments.
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Lessons learned

Delegating management contracts to qualified and experienced agencies remains one of the best
options to deliver infrastructure services quickly and effectively. For municipalities with weak
capacities, delegated management contracts remain an essential tool for timely delivery of basic
infrastructure of good quality to the population. The project has shown that it is very difficult to
achieve strengthening of municipal capacity, increase revenue generation and better manage their
financial resources in the short term. At the same time, embarking local governments in procuring
and managing multiple large scale contracts that require specific skills would have been disastrous in
terms of urban service delivery.

Municipal contracts are useful tools to improve performance of local governments but need to be
monitored to be meaningful. Municipal contracts are important tools that set up contractual
obligations between the central government and local governments. They support performance
improvements of local governments and also ensure that central governments are meeting their
obligations by creating an enabling environment for local governments to strive. However, these
contracts cannot succeed without close monitoring of their implementation.

Achieving infrastructure outputs may not lead to sustainable outcomes when capacity building is
compromised. Increasing capacity and creating the conditions for credible management of urban
services are critical elements of any sustainable service delivery mechanism, and should receive the
highest level of attention during project preparation and project implementation of any urban
operation that deals with local governments.

Urban operations are complex by themselves and require long periods of implementation that
exceed the five year period that has been the norm so far. Urban operations dealing with
decentralized levels of governments are prone to delays because of the institutional weaknesses of
most of the municipalities and they require time to implement reforms associated with increasing
their revenues. Seven to eight years appears to be the realistic time frame for such projects.

Follow-up:

A new World Bank urban operation in Mali, in which Municipal Contracts will play a central role, is
currently under preparation. No details were known at the time of writing.
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3.4 Guinea - Third Urban Development Project (UDP3)¢ Phase 1°

The project (phase 1) executed between 1999 and 2005 was desighed to support the long-term
effort necessary to improve the performance of municipalities of Conakry and those of in the major
urban centers in the hinterland. The project focused on municipal priority needs (solid waste
management, accessibility of densely populated urban neighborhoods) and on building municipal
capacity and tools to program and manage investments and services and mobilize local resources for
their financing.

The two objectives of the project were to:

1. ¢2 AYLINROS GKS fAQGAy3d O2yRAGAZ2YE 2F [/ 2y { NBQ:
services.
2. Create an enabling environment for sustained programming, financing and management of
priority investments and services in major urban centers of the country, and in addition, to
reinforce the capacities of the municipalities by targeting specific municipal services and by
introducing new tools to improve selection and implementation of infrastructure and basic
services benefiting as many people as possible.

The project costs of phase 1 amounted to USD 19,5 million, of which USD 18 million were financed
through IDA. The remaining part was financed by counterpart funds from the Government of Guinea
and the municipalities. This was spent on the following components:

1. Improvements of priority infrastructure and services in Conakry (USD 11,1 million or 57% of
project costs), consisting of investments in the areas of solid waste management,
neighborhood upgrading, and the primary road network;

2. Assistance to the secondary cities (USD 3,7 million or 19% of total project costs). This
O2YLRYySyild AYyGNRRddzOSR (KS O2yOSLIi 2F adzyAOALJ
outside of Conakry, based on the results of the audits, and leading to a priority investment
program (PIP) and a municipal adjustment program (MAP);

3. Institutional strengthening (USD 2,8 million or 15% of the total project costs), including
support to the operational units, to improved financing of priority services (improved tax
collection) and a community outreach program.

Results

¢tKS 2dzi02YS 2F GKS LINR2SOU gl a N}y SR walagra¥tl o
objectives with respect to improvement of solid waste collection and services, neighborhood
upgrading and preparation of primary road construction. Ten municipal contracts were prepared and
seven signed between 2002 and 2004 against six planned. The project demonstrated that important
changes took place in the behavior of the municipalities in the secondary cities, namely, they i)
abided by auto-financing discipline (5% local co-financing for PIPs was paid on average on time and at
a 100% payment rate), ii) they complied with reciprocal contractual obligations with the central

® The paragraph on Guinea is provides a summary of the World Bank Implementation Completion Report No. 33541, December

16, 2005.
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government through municipal contracts, iii) they made use of the new tools for programming
municipal investments; and iv) they bought into improving municipal management practices.

As part of the municipal contract preparation, each participating municipality was audited by local
technical experts and, for the first time, a rich exhaustive database or urban, financial and
organizational locally produced data, supported by aerial photography and maps was made available
to local and central decision making bodies.

Lessons learned from phase 1 of the project

Continuity is key to long-term development impact. UDP3 is the third generation of urban projects
in Guinea and has built on previous projects with no interruption in the policy dialogue. This had lead
to a consistent set of activities in favor of service delivery and municipal development while keeping
up with large infrastructure investment needs. Little by little, progress has been made on the
decentralization/municipal agenda.

Municipal contracts have enhanced performance in decentralization. The key to success was the
introduction of municipal audits which for the first time provided baseline information on the spatial,
organizational and financial attributes of Guinean municipalities and helped shape municipal
programs which were not politically based but instead based on priority needs set in local realities
and expressed at the local level.

Counterpart funding availability is strongly linked to a fully owned, well justified, and enforceable
local commitment. Counterpart funding has never been an issue in secondary cities, while it has
plagued activities in Conakry. This shows that i) ownership of the municipal contract and ii) proper
determination of the absorptive capacity of the municipalities to the very good record of local
governments outside of Conakry. Instead in Conakry, in the absence of a municipal contract,
counterpart funding has been a problem, also due to lack of political commitment.

Follow-up phase 2 of the UDP (2007-2011)

The second phase of the project (Guinea urban Ill, project costs are USD 16 million, of which USD 15
million through IDA credit) is currently in implementation. The project is based on the municipal
contract approach of the first phase of the project (described above) which in turn capitalized on
previous municipal contract management experience in Conakry. The objectives of phase 2 of the
Third Urban Development Project are: (a) to improve the provision of infrastructure and services in
Conakry and secondary cities; and (b) to improve the financial and organizational management of
municipalities in support of the decentralization process. The project will include the following three
components: (i) City of Conakry Municipal Contract; (ii) Municipal Contracts for secondary cities; and
(iii) Institutional strengthening. ¢ K S LINE 2S00 Qa LK a$s H gAff
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into account a yearly budget commitment of at least 3% of the municipal current revenues for
maintenance for the duration of the MC, beside the 5 % counterpart funding to the PIP.

So far, it seems that Phase 2 has helped to consolidate municipal contract arrangements in Conakry
(city of Conakry and its five municipalities) while introducing such arrangements in secondary cities,
thereby providing baseline information on the spatial, organizational and financial characteristics of
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the concerned municipalities and supporting implementation of municipal investment programs
based on priority needs established from a participatory process at the local level.

Despite a relatively poor governance at the national level in Guinea, implementation of municipal
contract arrangements has fostered overall higher level of ownership for local authorities in project
cities. Phase 1 of the APL had been particularly successful in improving local governments' capacity to
mobilize resources and target expenditures toward priority infrastructure and services, determined
in consultation with local populations in Conakry as well as in the 7 secondary cities then concerned.

Phase 2 builds on phase 1 and covers Conakry and ten secondary cities. The project became effective
in December 2008 and so far is being implemented under a rather difficult political, social and
economical environment. Nevertheless local governments' commitment and ownership remain high
with for example timely mobilization of their counterpart funding to demonstrate their willingness to
further deepening the municipal contract processing and then contributing more effectively to
decentralization throughout the country.
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3.5 Niger: The Urban Infrastructure Rehabilitation Project (PRIU)®

The Urban Infrastructure Rehabilitation Project (PRIU) was executed during the years 1998-2003, a

LISNA2R 6KAOK 61 & OKINIOGSNAT SR o6& |y dzyadlofs$

in 1999 following an earlier one in 1996. Due to these political, social and economic problems,
putting in place the decentralization framework based on the 1996 laws, these laws were cancelled
as well as local elections. The Decentralization Law, adopted by Parliament in 2002, clarifies the
fundamental principles for transferring power ton regions, departments and municipalities. In 2004,
the first municipal elections took place. However, the mechanism for the transfer of the very limited
resources to municipalities is not in place. PRIU was followed up by the Local Urban Infrastructure
Development Project (PDIL) that will be implemented in the period 2008-2012. Both projects are
heavily based on Municipal Contracts that were agreed between the central government (its
representative bodies NIGETIP and the National Coordination Bureau (BNC) and all 11 involved
municipalities. For reasons of evaluation, focus here will be on the results and lessons learnt during
PRIU, and were picked-up in the formulation of the later PDIL project.

The total project costs of PRIU were 23,7 million USD, of which 19,2 million USD came through IDA
funding and 3,0 million from AFD funding. The remaining 1,4 million USD was contributed by the
central government of Niger and the participating municipalities.

The objectives of the project were to:
1. Reduce poverty in urban areas by creating employment;
2. Provide municipalities withy skills necessary to develop and manage their infrastructure;
3. Promote local engineering firms and contractors, labor-based methods and local material.

Results

LJZ
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environment is developed in Niger for urban development and further support is provided to
municipalities. The project was right to support the cities in a period of uncertain political and fiscal
decentralization. Local capacity was developed using simple tools, involvement of local consultants
and community participation. And the preparation of Municipal Contracts (contrats de ville) to
materialize the support received by the cities and their commitment for counterpart efforts (in kind
and cash) and maintenance of assets had a positive impact on the ground. All infrastructure and
equipment built have been transferred to the beneficiaries and are currently in use. The 11
municipalities who signed a municipal contract, have secured maintenance funds in their budgets.

° The paragraph on Niger provides a summary of the World Bank Implementation Completion Report No. 26677, October 29,
2003.
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PRIU consisted of the following components (including results achieved):

A. Public Works Program (approx. 17 million USD): Promotion, identification, appraisal,
designing and evaluation of municipality initiated sub-projects and construction and
rehabilitation of local economic and social infrastructure works and the strengthening of the
local construction industry: a total of 164 projects were implemented in 11 cities who signed
a municipal contract. Road improvement and drainage dominated. Schools, social and health
centers represented another large share of projects. Other projects included both income
generating (markets, slaughterhouse, parking lots, bus stations) and non-income generating
activities (road paving, sidewalks, drainage, schools, health centers, youth facilities)

B. Capacity building (project costs: 2.5 million USD): mainly carrying out of studies including i)

iKS NBOASs 2F bAISNDRE fFg FyR NBIdA I GA2ya

modification of the budget structure and the identification of new budgetary resources for
municipalities, iii) the restructuring of the Atelier Nationl f RQ! NB I yAaYSx
of urban development activities through private sector participation and v) the definition of a
methodology for urban development. This component included the development of an urban
management toolkit in Niger, including urban audits, municipal audits, community
participation mechanisms, tools for monitoring, a digital data base on urban data, etc. The
toolkit was mainly targeted at medium-sized cities and was based on tools already tested in
urban projects in West Africa in the 1990s. These tools and procedures formed the basis for
the development and signing of Municipal Contracts in 11 municipalities. The contracts
allowed NIGETIP to monitor on a regular basis the actual implementation of the
commitments.

Lessons learned

The project clearly demonstrates that the institutional environment is key for a project aimed at
supporting decentralization. Clear commitment from the Government should be a prerequisite for a
support in this field. The difficult political situation in Niger during Project preparation and, in
particular, the cancellation of the decentralization laws and the local elections in 1996, should have
been sufficient reasons to design a more realistic institutional component. The decentralization law
finally passed on August 2003, five months after the project closed. Fortunately in this case, the
Project was focusing on strengthening municipalities and not supporting decentralization.

The project confirms that it is very difficult to deal with all cities in the country at the same time.
First, their initial number was too large and did not allow the implementation units to focus on
realistic targets. Second, the cities were too different in kind. The project would have been more
effective if tailored for one kind of city, as municipal management difficulties, and solutions to deal
with, are different in the case of (i) the capital city; (ii) two to three medium size cities; and (iii)
several small cities. The decision to reduce the number of cities to eight (including 11 municipalities)
was a good one.

The project confirms that the delegation of contract management and the reliance on the private
sector (consultants and SMEs) are powerful and successful ways for municipalities to implement
their development and infrastructure programs. Except in the capital city, it is unlikely that any mid-
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size cities in Niger will succeed in developing in-house capabilities for proper management of
investment programs (technical studies, procurement, supervision of works, etc...). Thus, there is a
need for the creation or the improvement of external partners like NIGETIP with sufficient activity to
maintain a critical mass of know-how. This kind of instrument will be key when decentralization
develops in Niger and other West-Africa countries. Municipalities need a minimum in-house capacity
in order to be able to benefit from the simple management toolkit prepared through the project
(urban audits, municipal audits, community consultations).

The requirement for counterpart funding from the municipalities, as set up during Project
preparation (up to 15%) was not realistic and not at par with the economic and financial situation
prevailing in the country.

Adequate training for consultants (studies and supervision) and SMEs is needed to ensure a
satisfactory quality for the works ordered by the municipalities. In addition to the training program
implemented by NIGETIP itself, a strong external partner was needed to ensure a sufficient impact of
the sessions. The development of partnerships between the Government, municipalities, NIGETIP
and local training institutions is needed to ensure sustainability of the transfer of know-how.

Follow-up project in Niger: Local Urban Infrastructure Development Project (PDIL)

Niger is currently experiencing its second generation of municipal contracts in Niamey and two other
cities (Maradi and Dosso) as part of the follow-up project PDIL. The project costs of PDIL are 20
million USD, funded by IDA. After the first generation of municipal contracts implemented under the
PRIU, Niger officially adopted municipal contracting and its related tools (urban audits -
organizational and financial audits - urban reference plans etc.) as core tools for urban planning and
management. The current PDIL ¢ effective between 2008 - 2012, builds on this experience and sets
the framework for increased accountability for local governments (now with newly and directly
elected mayors) with for example targeted small works to be implemented under the direct
responsibility of local governments, notably through the processing of procurement activities. It is
expected that under the same Municipal Contract arrangements and based on the outcomes of the
first phase of the project, municipalities which would have demonstrated higher ownership and
effectiveness in dealing with their assignments may be provided with increased responsibilities,
including in terms of procurement and financial management. Based on the lessons of PRIU, PDIL will
focus on a limited number of operations in a limited number of cities (3), will have a stronger
emphasis on capacity building of local stakeholders and will emphasize community participation in
the selection of priority investments (based on urban audits). Special efforts will be dedicated to the
need for better collection and management of taxes directly managed at the local level (tax
collection capabilities of urban municipalities are extremely weak with the exception of Niamey).
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3.6 Ghana: Preparatory phase of the Ghana Urban Management Pilot Project (GUMPP)™

In the context of growing urbanization and the support to the decentralization process in Ghana, AFD
is preparing the Ghana Urban Management Pilot Project (hereafter GUMPP) in Ghana which aims to
finance and support an integrated urban management program in four Metropolitan, Municipal and
District Assemblies (MMDAs): Kumasi, Tamale, Sekondi/Takoradi and Ho. The project followed an
extensive participatory study performed by the World Bank, called the Development of Cities in
Ghana (2008). The study suggested a set of actions designed to unlock the development potential of
cities of Ghana. The implementation of Municipal Contracts was one of the suggested actions with
great potential in the Ghanaian context, which was given follow-up by AFD through the design of the
GUMPP.

The GUMPP, which is expected to start by the end of 2010 waiting approval of the AFD Board, will
consist of (approximately) a 40 million Euro highly concessional loan (and 0,5 million Euro grant) from
AFD to the Government of Ghana''. The loan will be on the basis of an agreement through which the
Ghanaian central government commits to reassign the fund to the four selected cities. The GUMPP
implementation will be four to five years, starting after the signing of municipal contracts (or
Memoranda of Understanding) between the government of Ghana (represented by the Ministry of
Local Government and Rural Development (MLGRD) and the Ministry of Finance and Economic
Development (MOFEP)). The GUMPP will typically consist of i) physical urban priority investments
and support actions in the areas of urban planning, administrative and financial management for the
four cities and ii) institutional strengthening (TA) of both the four MMDAs as well as the supervising
Urban Development Unit (UDU) in the MLGRD. Ghanaian (central and local) authorities are required
to provide own contributions to the project adding up to nearly 10% of the project costs. The
Municipal Contract approach will form the basis under the implementation of the GUMPP.

Municipal Contracts may respectively be signed between the cities of Kumasi, Tamale, Sekondi-
Takoradi, Ho and the Ghanaian State. This is an innovative approach in Ghana since relations
between the central State and local authorities are characterized by a low level of predictability in
financial transfers, as well as a lack of clarity in the division of sectoral competences.

¢CKS AY 2F GKS O2y iGN OG oAttt o0S G2 asSi 2dz

servicing and maintenance, compliance with procedures, responsibility for decision-making, financing
for a priority program, supervision of financial transfers for the State and mobilization of resources
for the local authority. The central ministries concerned by the projects will make a commitment to

7
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supervise the financial transfers it receives. Draft contracts per city will be formalized and proposed
by the short-term TA following the audits results.

One of the major issues of the programX AY fAYS HAGK DKIYyl Q&
decentralization, is to reinforce local autonomy. Ownership for the program will consequently be

% The paragraph on Ghana is based on existing documentation produced by AFD, MLGRD , VNG International and ILGS
prepared under the preparatory phase of the GUMPP. In addition, a one-week field visit to Ghana was held to keep interviews
with involved expert. Of the participating four cities, the municipality of Sekondi/Takoradi was visited.

11 |

n comparison, AFDO6s contribution to the UDDP in Senegal
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entrusted to the four cities, under the supervision of MLGRD. The cities will therefore be in charge of
procurement, with support from the technical assistance mechanism, as soon as the project is
launched.

! Kumasiz (GKS O2dzyiNBEQa aSO2yR OAGE oOomMdp YAffAZ2Y
communication crossroads between the coast and the Savannah Belt (Northern Ghana).

 Sekondi-Takoradi> DK I®DAQ®e ndoTnEZnnn AYKEFEoAGIYyGaos Aa
LI aa Ay GNryardge LG A& GKS OFLMAGEE 2F GKS 2
economic attractiveness following the discovery of offshore oil reserves. Oil production, operated by
international companies, is expected to begin in 2011.

! Tamale> (KS Cv)técdw(ﬁ())nhom\ﬁabipnts), is the capital of the North Region. It was excluded
from major investment programmes for many years. The city is the only urban centre in a vast rural
area and attracts major migrant flows.

Ho (235,000 inhabitants) is the capital of the Volta Region on the border of Togo. It is the only city out
of the 4 not to have the status of Metropolitan Assembly but of Municipal Assembly. The city was
included in the programme at the request of the new NDC government (the region supports the current
President of the Republic, John Atta-Mills).

Source: GUMPP project document, AFD

¢tKS RAAGNRAROdzOA2Y AT milioK Biro)2d2tike Ndurtcifies vailldzR Ba&dion the n
eligibility criteria for (priority) project selection validated by the MOFEP, MLGRD and AFD, as well as
the results of the audits. These criteria will need to take into account the population of the cities, the
urban growth rate, poverty indicators, as well as the management performances of the cities (cf. the
functional and organizational assessment (FOAT) implemented in the framework of the District
Development Facility ¢ DDF, financed by donors, including AFD). All cities will consequently not
automatically receive the same volume of financing.

VNG International, in collaboration with the Institute of Local Government Studies (ILGS) is providing
training and advisory services to the MMDAs and UDU in the preparatory phase (2009-2010) of the
GUMPP. These services focus on providing assistance to the Urban Development Unit (a small unit of
4 people) of the MLGRD as well as the four selected pilot cities in the preparation and consequent
implementation of the GUMPP. The expected results of the (preparatory phase of the GUMPP)
project are:

- Both UDU as the focal point persons in the four pilot cities have a clear understanding of the
municipal contracts concept and are capable of implementing the contracts once these are
signed;

- UDU has accompanied the (financial, organizational and urban) audits that have been carried
with success and both at central and local levels the results of these audits are shared and
have formed the basis for Priority Investment Plans and Municipal Adjustment or Action
Plans;

- Manuals of procedures, including eligibility criteria for projects to be financed under the
GUMPP (see box below) and reports pertaining to the municipal contracts approach have
been elaborated and validated by the MLGRD and the four pilot cities;
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- In the pilot cities, Priority Investment Plans have been implemented and grants under the
municipal contracts have been properly accounted for;

- The model of municipal contracts have been well documented, validated by the central
government, disseminated to local governments in Ghana and will serve as a model for
future local government funding.

Eligibility criteria for a project proposed to be included in the Priority Investment Plan can be summarized as
follows (source: draft Manual of Procedures under GUMPP):

- Has been identified as a priority project in the Medium Term Development Plans of each city;

- Has been approved by the Assembly and prioritized accordingly;

- Provides for an investment in improving directly or indirectly urban environmental conditions,
preventing urban sprawl and/or alleviate urban poverty;

- Concerns one of the core functions of the local authority;

- Has been subjected to (at least) a draft evaluation and project implementation if feasible within the
stipulated timeframe;

- Corresponds to capital expenditure;

- Is within the implementation capacity of the local government;

- Issupported by accompanying measures which sustain the investment;

- Shows stated involvement, contribution and support of key stakeholders;

- Provides for full realization of presented results and outputs within the identified project cycle.

Urbanization and Decentralization in Ghana'?

In the last two decades Ghana has experienced massive migration from rural to urban areas.

Il OO2NRAY3I G2 F2NBOlradaz cp>r 2F DKFYyFQ& L2 Lz | (A
2010) while the population is expected to double by 2040". Cities are engines of economic growth

and play a key role in generating gross domestic product and employment and reducing poverty. It is

estimated that the area of influence of the capital Accra (Greater Accra Region) alone accounts for
almosthalfof DKI yI Q& YI ydzFl QédzNAy3a I QGAGAlE ®
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being observed that there is a gradual extension of the urban boundaries towards the rural space.

This population concentration leads to a rise in needs for infrastructure, services and natural

resources, and an increase in polluting emissions and waste. With no effective planning (low level of

technical and financial resources and lack of long-term strategic vision), this city growth directly leads

to urban sprawl, the proliferation of informal neighborhoods and urban poverty. The number of

“The description of Ghanats demographic and decentralization pro

GUMPP project.
'3 Source: Development of the Cities of Ghana, the World Bank, January 2008 and Ghana Statistical Services
 Source: 2008 World Population Data Sheet Report on the global population, Population Reference Bureau
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people living below the poverty line in Ghanaian cities is estimated at 1.9 million people. Urban
poverty levels are slightly increasing, while rural poverty is declining.

DKFyl Qa RSOSYGNIfATFGAZ2Y LINROS&a Aa 2y3I2Ay3ITd Li
was since then confirmed through a number of legislative instruments. Formally, all the structures

required for effective decentralization are now more or less in place. Despite this progress, the

division of competences (including sectoral competences) between the State, regions and districts

remains unclear. Pending the clarification of competences, district contracting authorities only have a
fAYAGSR ydzYoSNI 2F YIyF3aSYSyid adrFF FyR NBYIFIAY &
departments.

Moreover, the implementation of local public policies and local service delivery is hampered by the
f2g tS@SH 2T NBa2dzNDOSa 2F DKIEYyFQa RAAGNAOGaD ¢k
Assemblies) are largely made up of transfers. In 2004, the total revenue of DAs including
municipalities, metros and districts was estimated at USD158 million of which 84% were transfers
from central government or donors. Only 16% are generated from internal revenues such as rates,
fees and land revenues. The bulk of these transfers is channeled through the District Assemblies
Common Fund (DACF) (over 100 million Euros in 2007). It mainly finances national targets and gives
priority to smaller towns in rural areas. Indeed, almost two-thirds of the population is concentrated
in urban districts, yet these districts do not benefit from any specialized fund (such as an urban fund)
and are disadvantaged by the existing equalization system within the DACF. Although districts
generate own resources, these resources are insufficient due to the ineffective land registry and
recovery systems (15% of their revenues on average, but the situation is better in urban districts).

The decentralization process is currently being scaled up and the new NDC government (National

Democratic Congress), elected in December 2008, has put decentralization at the top of its political
F3SYyRIF® { SPSNIt YSIadaNBa dzyRSNAO2NB (GKS ySg b5/
to decentralization based on strengthening the autonomy of districts. In March 2008, the Parliament

ratified an increase in fiscal revenues transferred from the State to local authorities from 5 to 7.5%.

The government has also set up a new facility ¢ the District Development Facility (DDF, see box

below) ¢ that is destined for all districts.

THE DISTRICT DEVELOPMENT FACILITY (DDF)

The DDF aims at deepening decentralization for accelerated development in Ghana, which comes in two fold;
to provide financing support to MMDAs for the implementation of district development plans that will provide
infrastructure and services at the local level (provision of schools, hospitals, markets among many others),
based on the need of the individual Assembly, and to provide performance-based grants. The DDF is a facility
set up jointly by the Government of Ghana and the Development Partners in 2008 to harmonize all investment
funding in the districts and also to allow the District Assemblies some discretional power to utilize their
resources. In contrary to the DACF, the DDF uses strong incentives for MMDAs to improve institutional
performance and capacity building. The total funds made available through the DDF are approximately 100
million Euros, including 10% co financing by the government of Ghana. Under the fund, the districts will be
assessed through the FOAT (Functional and Organizational Assessment Tool) and those districts that meet the
minimum conditions can assess 50% of the fund. The districts will then be ranked based on the performance
measurements and those which have performed well can assess the next 40% of the Fund. The final 10% of the
fund will then be used to feel the capacity gaps identified in the assessments.
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Some observations during implementation of the preparatory phase

Although the GUMPP project is still in a preparatory phase and the actual signing of the municipal
contracts as well as the actual investments have not happened vyet, it is possible to draw some
lessons from this early stage, based on the VNG International involvement in the project and the field
study that took place for this study to Ghana in February 2010.

1. The quality of the preparatory phase and a strong focus on capacity building will have a
large impact on the results of the project in the coming years. This refers to: i) the
understanding of the concept of municipal contracts by stakeholders (central government
and municipalities), partly supported by training, ii) the quality of the financial, organizational
and urban audits, ii) the preparation of clear and fair guidelines and rules of the game
through project implementation manual, iv) ownership and buy-in from the four
participating municipalities at all levels (administrative and political) and v) a genuine process
of participation by the population in the prioritization of the projects. The quality of these
products depends not only on the behavior of Ghanaian stakeholders, bit is also influenced
by incentives and technical assistance provided by the donor, in terms of allowing sufficient
implementation time for these processes, managing for development results, and creating
the right conditions for effective capacity building and high-quality technical assistance
(sufficient funding for local and international technical assistance and not creating parallel
implementation units). Capacity building throughout the GUMPP is essential for ensuring
that results, both in terms of physical investments as well as the reform components, will be
sustainable both at the local level (four MMDAs) and at central level (UDU).

2. Harmonization, coordination and alignment to national and local legislation, policies and
budgets by donors active in the field of urban development, local government and
decentralization, will be a crucial success factor. This means that donors have to make sure
that their individual interventions do not compete, but align to a set of coordinated policies
and financing windows. Using competing funding mechanisms, with different rules of the
game and incentives for municipalities to get access to money will have a negative influence
on the sustainable outcomes of the project. More concrete, donors needs to harmonize and
coordinate their efforts in the urban and local government (and decentralization) sector, by
harmonizing and coordinating their efforts under the DACF, the DDF and the GUMPP
(Municipal Contracts), under the guidance of the Ghanaian government. If not, there will be
I ASNA2dza OKI yOS 2RSMD atTiyloBANEI WeAAIGT-A Y@ 0F 2 |
selected projects and institutional and urban development objectives will be jeopardized.

3. Ownership and coordination at central and local level: given the integrated, comprehensive
and system-wide design and objectives of the municipal contract process, and the strong
emphasis on municipal sustainable (financial and organizational) reforms, strong (political)
commitment, ownership as well as coordination by MLGRD (including UDU), MOFEP (for
budget allocation and performance-based budgeting) as well as the four participating cities
to the principles and objectives of municipal contracts is essential. Creating a better
understanding of the municipal contract approach and objectives at municipal level, and
allowing sufficient time and proper sequencing of the various stages will positively contribute
to getting sustainable results through increased ownership and accountability.
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Chapter 4: Effective Aid through Municipal Contracts

This chapter will give an overview of outputs, results, main lessons learnt and success (or failure)
factors of the experiences of implementing Municipal Contracts in five countries, as described in the
previous chapter. It aims to answer the main question of this study: have Municipal Contracts proven
to be an effective aid modality or instrument with positive impact on a range of objectives, like
increasing urban investments, strengthening of municipal governance and management and
supporting wider decentralization processes.

The countries that have been examined, Senegal, Mali, Guinea, Niger and Ghana™ have all
experienced full realization of Municipal Contract projects during the last decade. For these
countries/projects documentation on results is publicly available. It should therefore be mentioned
that these are (only) five countries out of a total number of approximately fifteen where Municipal
Contracts have been implemented or are currently implemented. For the many projects that are
currently being implemented, no information is available on results and lessons learnt. Consequently,
this study does not claim to be a (statistically) representative sample. It can however claim to provide
a rather extensive insight in the effects of Municipal Contracts in a number of countries where the
concept has been used and tested.

In doing so, this study aims to contribute to a deeper understanding of the functioning of Municipal
Contracts and to give some lessons that could contribute to more effective future implementation
and better results on the ground.

4.1 Results

Results in Senegal, Mali, Guinea, Niger and Ghana have been described in chapter 3 and will be
summarized below. Certain aspects make it difficult to compare the projects, because of difference in
design, implementation as well as the political and institutional context in which they were
implemented. Looking at design features, two relevant differences between the various projects are
worth mentioning:

- First, the financial size of the projects varied considerably, ranging between 137 million USD
in Mali (UDDP phase 1) and 115 million USD in Senegal (for phase 1, including phase 2: 271
million USD) on the one hand and 20 million USD in Guinea (for phase 1, including phase 2:
36 million USD including phase 2), 24 million USD in Niger (phase 1, including phase 2: 54)
and 60 million EUR in Ghana on the other hand.

- Second, the number and type of participating municipalities varied: In Senegal all 67 urban
municipalities have signed municipal contracts and even a large number of projects have
been implemented in rural communities. Dakar was also included in phase 2 of the project,
which was not the case in phase 1. In Mali (9 cities), Guinea (11 cities) and Niger (11 cities)
Municipal Contracting was targeted at a smaller number of municipalities, mostly the capital

'3 Implementation of Municipal Contracts in Ghana is in a preparatory phase, actual implementation will take place in the period
2010-2014. Consequently, outputs and results have not yet materialized. However, important observations could already be

made in the design phase (see paragraph on Ghana in Chapter 3) that provide valuable insights for this study.
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included, but not the capital Accra.

Taking into account these differences in the scope of the projects, it can be concluded, on the basis
of the four countries studied that results with Municipal Contracts have on average been positive,
although mixed. Municipal Contracts have proven to be an effective and accepted instrument to
support urban development and improve the performance of local governments in most of the
countries under review in this study.

The results have been mixed both between and within countries. In general, one can conclude that at
impact level, positive results can be observed in Senegal, Niger and Guinea and results have been
disappointing in Mali. Senegal can be considered to be the most successful country case-study, both
in terms of output as well as impact, Mali as the least successful. Both WS E (i NiFe YuSi@aflzed in
the box below:

Box: Summary of results of Municipal Contracts in Senegal and Mali

The project in Senegal has reached a large number of municipalities (and citizens) through the signing of
municipal contracts, and has succeeded in funding and supporting a large number of urban development
projects. More important the project has contributed positively to (long-term) capacity building and
institutional reform within local governments in the fields of urban, financial and organizational management.
Financial capacities of the municipalities have increased considerably and positive results were achieved in the
field of broadening the tax base and increasing local tax collection. The project changed the behavior of many
municipalities in these respective areas, which has a positive impact on the sustainability of the results.
Ownership by the Senegalese central government and the municipalities was strong, illustrated by the fact that
nearly 25% of project costs came through co-funding. The Municipal Contracts have served as a platform for
donor harmonization in the country and for channeling bilateral and multilateral interventions. Greatly
contributing to the positive results have been the fact that the project was implemented in a time when the
political environment with respect to decentralization was supportive, new legislation in the field of
decentralization was recently introduced and the willingness at the level of municipalities to cooperate also
was favorable.

In comparison, the Municipal Contract approach in Mali was less successful. Despite the satisfactory
implementation of the physical component of the project, in terms of provision of urban services and
infrastructure investments, the institutional reform and capacity building component did not achieve the
expected results. The management capacity of local governments was not improved, municipalities were
unable to prepare meaningful investment programs and the supervision and monitoring by the Ministry of
Urban and Housing was lacking. Political and financial commitments and co-financing by local governments was
weak. Efforts to increase local (tax) revenues by introducing new tax reforms did not succeed. Lack of capacity
building to local governments, as well as the short period of implementation were considered important
factors that contributed to the negative results with respect to institutional reform.

On the basis of the experiences with Municipal Contracts in the five countries that were studied, the
following results can be observed:

- Municipal Contracts have developed (Senegal) or are gradually developing (Guinea, Niger)
into accepted and widely used instruments for urban development and municipal
management by the central government and municipalities. This refers not only to the use of
the contract itself, but also the ongoing use of the various urban, financial and organizational
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tools, audit manuals and data monitoring systems that a part of the wider process. In most
countries, this has resulted in follow-up projects, where municipal contracts continue to
function as the core instrument facilitating the project investments and municipal reforms,
usually with the same or even more municipalities involved.

- The Municipal Contracts approach has proven to be both integrated and comprehensive
(sector-wide) in nature as opposed to project interventions, but at the same time strongly
focuses on the strengthening of local governments and creates guarantees (through a
performance-based contract) that the money (aid or co-financing) reaches the decentralized
levels of government or the service delivery units at local level. The latter, being a serious
concern for many other aid modalities, like budget support or sector-wide approaches.
Municipal contracts have in cases proven to be very effective in supporting local
governments where wider decentralization processes were difficult.

- The financial capacity of municipalities and consequently investments in municipal
infrastructure and public service delivery increased (sometimes substantially) in all countries
where Municipal Contracts were introduced;

- Local resource mobilization has improved through activities aimed at raising local tax
revenues and introducing new local tax incentives (property and business taxes) in some
countries (Senegal and Guinea). In others (Mali and Niger) strengthening of municipal finance
through increased local taxes was unsuccessful.

- Maintenance has received considerable attention in the planning and budgeting of municipal
urban investments. In some countries, the maintenance component however, needs further
strengthening in second generation municipal contracts.

- With the exception of Senegal, Municipal Contracts have focused on larger cities (the capital
city and secondary cities). This is understandable from a (metropolitan based) urban
RSOSt2LIYSyd LISNELISOGAGSD® hy GKS 20KSNJ
Contracts approach could also support smaller (more rural-based) municipalities. These
municipalities often face the same problems, in terms of weak municipal management, lack
of funding and weak accountability towards citizens, and could therefore benefit greatly
from participating in these projects.

- Central and local governments were supported in developing urban development policies.
Although the identification and selection of priority projects are still very much based on
Yy SATIKOo2NK22RQ 0 éhéedbriod Frbarityold Shd audtShivie sometimes
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strategies.

- The results of Municipal Contracts on institutional reform of local governments are mixed. In
Senegal impact was clearly positive, in Mali negative. Many factors influence the way in
which municipalities can profit from the municipal contract approach and become more
effective and efficient organizations. First, these factors relate to the political and
institutional environment in which municipal contracts are implemented, like political will
and ownership at local and central level. Second, the quality and the size of the capacity
building component during the implementation, including high-quality technical assistance
have a direct impact on the capacity of municipalities.

'8 For example in Senegal, nearly 800 projects were supported
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- Effects of Municipal Contracts on accountability are difficult to assess and have not been
reported on frequently'’. However, some positive (indirect) effects can be anticipated upon:

0 Municipal contracts, due to its transparent and performance-based design in terms
of delivered priority investment and public services, financial contributions made by
each party (including maintenance), reform measures taken, etcetera, allow for
better monitoring of performance and strengthens accountability between central
and local governments as well between municipalities and their citizens.

0 Second, local participation and high visibility consensus building during the audit and
strategy phase (including the selection of priority projects), improvements in the
financial and organizational management of the cities, including better
administration of local taxes and transparency in municipal budget processes can
further improve accountability at the local level.

- Municipal contracts can serve as a common platform and financing window for (bilateral and
multilateral) donor interventions in urban development and strengthening of local
governments, as well as wider donor efforts in supporting decentralization. The project in
Senegal has yielded very positive results in this respect, also because municipal contracts
have played a central role in the national decentralization policy. There are however also
signs of concern: in cases where municipal contracts do not serve as a platform for different
donor activities and donors are not harmonizing and aligning their interventions, municipal
contracts may lose much of its potential (see next paragraph describing success factors).

4.2 Success factors for effective Municipal Contracts

Effective implementation of municipal contracts depends on a number of critical success factors that

can easily turn into failure factors if they are not supportive. Success factors strongly relate to the

institutional and political environment or context in which municipal contracts are implemented. This

very much includes the behavior of government behavior in developing countries, as well as donor
OSKI@A2NI 6 A0GK NBALISOG (2 OSNIIFIAY WIAR STFSOUAOBSY
intrinsically and directly relate to the quality of the Municipal Contract process itself. On the basis of

the five country experiences, the following factors seem to play an important role:

1) Timing and political commitment with respect to the decentralization process: in most
African countries, decentralization has started in the 1990s, but is still uneven in terms of
finding the right balance between political, administrative and fiscal decentralization. In
many countries, local governments can still be seen as deconcentrated units of central
government and mayors or members of the assemblies are not directly chosen by the
population. In many countries, the capacities of local governments are weak and inadequate
to meet the growing demand for local public service delivery and improved municipal
infrastructure. Municipal Contracts are designed in such a way that they aim to improve the
overall responsibilities and performance of local governments as well as its accountability
relation towards central government and the municipal population. Given its ambitious and
comprehensive nature, the timing of implementation of municipal contracts in relation to the

7 Accountability is a complex concept (see for instance, World Development Report 2004: Making Services Work for the Poor,
World Bank), which is difficult to measure at an impact level. Available documentation used for this study does not pay much

attention to the actual (ex-post) effects on accountability.
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2)

3)

4)

wider context in which decentralization takes place is a crucial success factor. Before
implementation of the municipal contract approach, the question should be answered
whether countries are ready for a municipal contracting-based approach? If political and
legal preconditions are not in place, municipal contracting will unlikely contribute to
institutional reform and sustainable results.

Ownership by local governments of the Municipal Contract process: commitment of
stakeholders to the preparation, implementation and monitoring of Municipal Contracts is
important. This includes ownership of i) the selection, prioritization and co-financing of
priority investment projects and ii) the introduction and implementation of municipal
reforms on the basis of the municipal adjustment program. Lack of commitment to the
reform component will likely results in physical investment without any significant change in
municipal managerial behavior. Counterpart funding and effort to raise more local (tax)
revenues by municipalities is considered a strong signal of ownership. Ownership is also
stimulated by using existing systems and procedures, and avoid creating parallel
implementation units as much as possible.

Ownership at central level of the Municipal Contract process: equally important as
commitment by municipalities is strong ownership by central governments, in particular the
coordinating Ministries (usually Ministries of Local Government and/or Urban Development
and the Ministry of Finance). Both play a critical role in developing, coordinating and
implementing the various policies and activities aimed at local governments. Central
government needs to provide clear and consistent urban development and local government
policy-frameworks, coordinate the various donor interventions and avoid the creation of
parallel systems and (financial) incentives for performance. In addition, central government
should provide the necessary (financial and technical) support to municipalities along the
process of municipal adjustment/reform, allow policy and fiscal space through discretionary
funds. They need to be true development partners, in addition to their responsibilities of
supervising and monitoring performance of local governments.

The quality of the participatory process and accountability at the local level: becoming
more accountable and legitimate local governments towards citizens, requires both more
transparency towards and increased participation by citizens in (political) decision making at
the local level. Municipal contracts can positively contribute to this, but only if their design
allows for genuine interaction with the population and is supporting and not weakening
existing (political and administrative) accountability mechanisms. This means that citizens
should, in addition to the regular approval process by assemblies, be involved through
community participation, media involvement and stakeholder workshops throughout the
entire process of municipal contracts. Its design should therefore allow for sufficient time to
involve citizens in the audit phase, the strategic phase (in particular with respect to
prioritization of projects) as well as the implementation and monitoring phase. Also,
alignment to local financial and budgetary systems and cycles is crucial for strengthening
these systems instead of weakening them by creating parallel systems. Finally and foremost,
only tangible results (roads, sanitation, drainage, schools, etc) will be the most decisive factor
for strengthening accountability.
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5) Alignment and harmonization of donor practices. In most developing countries, aid
provided by (bilateral and multilateral) donor agencies, still accounts for a large part of the
total government budget. This is also very true for donor funding aimed at urban
development and providing financial means directly or indirectly to local governments. Since,
donor funding is a major factor, alignment and harmonization by donors is one of the most
critical (success or failure) factors for effective implementation of municipal contracts. First,
alignment to and use of national and local legislation, institutional frameworks, policies and
budgetary processes (provide on-budget funds) is extremely important for strengthening
ownership and accountability of recipient governments. Not aligning to these policies and
countryQ a 26y AY a dyitdindzibA @eyftihg parafleR systems, extra-budgetary
activities means that donors will only weaken existing systems, strategies and accountability
mechanisms.

In addition of aligning aid, coordination and cooperation (or harmonization) is equally
important. Donors need to implement common arrangements for funding, using common
principles and instruments, like (minimum) conditions and eligibility criteria for funding and
performance-based incentives for local governments. Especially in the field of urban
development and local government, it is a major challenge for individual donors to act
accordingly and avoid individual project and programs aimed at selected cities or selected
sectors, based on individual preferences. By doing so, donors will strongly undermine
existing decentralization processes (relations between central and local governments) and
weaken urban development policies and performance by local governments in the long-
term. For Municipal Contracts to be successful this means that it should aim at full
integration in other aid modalities or instruments for funding local governments. Municipal
contracts have proven to be, under the right circumstances, to provide a platform for donors
to invest. In many countries, however, reality shows that coordination and harmonization
between donors and full-alignment with national policies is weak. In as situation like this,
municipal contracts are less likely able to reach sustainable results.

6) The quality of the Municipal Contract process: in addition to the earlier factors that relate to
the political en institutional environment in which municipal contracts are developed and
implemented, a necessary condition for any municipal contract process to be successful is
the quality of the process itself. This includes the preparation, the design, the
implementation and the monitoring. The following factors are crucial:

a. Clear understanding of the municipal contract approach during the preface:
Clarification of objectives and principles (for example performance based approach
or integrated metropolitan approach), selection of municipalities, type of projects,
available funding, planning of the various stages, etc are important issues that need
to be clarified to all stakeholders before the start of the audits.

b. Proper and timely sequencing of the various stages of the municipal contract
approach: The preparation, audit, strategic development and implementation phases
are equally important phases and need to be sequenced in the correct order and be
given sufficient time to be executed. If either one of these phases is being neglected
or even skipped for reasons of quick implementation (recipient or donor pressures of
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quick signing of contracts or quick investment, etc) institutional reform and capacity
building objectives are sacrificed.

c. The quality of the audits. Well designed and analytically sound urban, financial and
organizational audits provide a rational basis for further project prioritization and
(participatory) decision making. They can also serve as strong monitoring and data
collection instruments throughout and beyond the implementation period.
Complementarity between the Priority Investment Program and the Municipal
Adjustment Program is important for balancing the wurban, financial and
organizational gaps and priorities (as laid down in the contract). The terms of
reference for the audits should include this. Finally, involvement of domestic
consultancy firms and municipal staff in preparation and execution of the audits is a
success factor for ownership and follow-up of audit recommendations.

d. Clear rules of the game through high-quality project materials: development of
project implementation guidelines, urban, financial and organizational audit
manuals, manuals of criteria for eligible projects in the Priority Investment Programs
and various training materials are necessary and tools that directly support the
municipal contract process and the municipal contract itself. They do not only
directly contribute to capacity building of local governments and coordinating
ministries at central level, they also contribute to establishing clear rules of the game
for all parties involved, which increases the compliance to the contract.

e. Technical support during implementation: after the signing of the municipal
contracts, the implementation stage starts. During this phase, priority investments
need to be developed further into projects and works that can be executed following
public procurement procedures. Also, municipal adjustment programs need to be
translated into action plans and implemented. This process, although already part of
the agreements in the municipal contract need extensive guidance in the shape of
technical advice, training, daily on-the-job support, etc. Through close monitoring
and technical support during the implementation phase, reality checks are created
during the process. These reality checks can be used to see how the municipal
contract model works out in practice, how bottlenecks can be solved and how to
provide additional support to municipalities where needed.

f.  Monitoring of the Municipal Contracts: Municipal Contracts are effective if each
partiesQobligations and performance as agreed in the contract is not monitored.
Annual reviewing (or auditing) of results achieved, funding made available and
reforms being introduced, in combination with incentives for rewarding or punishing
good or bad performance, is crucial for their success.

7) Capacity building through coordinated technical assistance: Without capacity building of the
beneficiaries (central and local governments) throughout the entire municipal contract process,
for example in the areas of urban and spatial planning, public financial management, local
revenue mobilization and organizational management, outcomes will likely be less sustainable.
Coordinated and high-quality technical assistance that avoids creating parallel implementation
units as much as possible is indispensable. Capacity building works better if it is integrated in a
contractual arrangement and linked to investments than if it is a free-standing arrangement.
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