
'" ·.': - ' ~ .. 

REPUBLIC OF ~IOZAIVIBIQUE 

LOCAL FINA:\CES SYSTE\1 
A:\D 

THE FEASIBILITY OF ITS DECENTR<\LIZATION 

By: Jose \lanuel Elija Guamba 
Assoc. Professor, Faculty of Economics 
Ed·uardo 'londlane l 'niversity 
.\lozambique 

Maputo, August 1993 

" ' 



"LOCAL FL\ANCES SYSTEM AND THE FEASIBILITY 
OF ITS DECENTRALIZATION" 

I- INTRODUCTION 

This paper is anmng to analyse the financial system of the cttJes and the 
feasibility of its decentralization, to demonstrate how the adoption of an 
autonomous financial system can led, on one hand, to the solution of the 
infrastmctures' degradation and the inefficient urban management vvhich actually 
a great number of our cities faces ; and in the other hand, if a system like this can 
generate local resources to promote development . 

This option is due to the fact that in these last years , there has been a great 
number of preoccupations of the local government responsible because of the 
relatively f:,'Teat complexity in the evolution of the political , economical, social 
and administrative processes in the territorial areas under their administration ; 
contrasting to the ever greater det,TTadation of the existing infrastructures, as a 
result of the weakness of the existing material , financial and human means . 

The analysis of present problems of the cities' management , and the need of 
seeking solutions aiming to a greater perfonnance and efficiency, vvhat can result 
into improvement of the services provided to the citizens, is in the framework of 
the political , ·economical and social changes underway in our country brought by 
the Programme of Economical Adjustment and the 1990's Constitution. 

The Lavv 2/87 of January 19th, approved by the Popular Assembly (Parliament) 
gives to the Council of ivlini sters the competence to assess regulations related to 
the status of administrative and financial autonomy , establishing the competences 
for the oruani sations and institutions that. bv their nature. mav !!faduallv become _. ' .,; . ... ._. ... 

self-sufficient (Art 9, a). 

The new Constitution of 1990, in its Article 1 16, says : "local govenunents ensure 
the participation and decision of the citizens in matters of their respective 
community own interest" ; and later it says: "the local governments are 
constituted by representative bodies and executive ones ... ", Article 186. 
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These changes created favourable conditions to the involvement of communities 
and the adoption of participatory methods in the governance process; a system of 
tllis nature, requires the adoption of an organizational fonn of th~ lo~al 
government, in which these have administrative, financial and pat~1momal 
autonomy. The mechanism through which local govetnments acqmre thts 
autonomy is "Decentralization" . It is in the context of autonomy that is intended 
to test the feasibility of selfsustained municipal management, and its impact in 
the provision of essential services to the citizens, and in the promotion of local · 
government. 

One of the biggest challenge to become effective the decentralization process is 
providing to the local governments, resources to enable them to play an effective 
role in the development of local communities, providing them material, human 
and financial resources so that they can provide services under their 
responsibility (local governments competences). If local governments have no 
resources to perfonn their functions, their existence will not be much more than 
simple tiction, and in many countries \Vhere this situation happens, they are only 
electoral territories or merelv deconcentrated entities of higher level. 

~ ~ 

It is in this context of analysis of the public administration system and its role as 
cataly1ic agent of the development process, that resources made available by the 
state may play a relevant role as long as compatible options in public finances 
systems with autonomous local governments . 

II- CONCEPTUAL REFERENCES 

Our country has inherited from the colonial past, an administrative stntcture 
based essentially on the principle of centralization, that's to say, in the principle 
of administrative decision making reserved to the high level bodies of 
administration. 

With the Independence, the nature of the regime was substantially moditied. 
Anyway, it was not possible to extend fully such change up to the administrative 
structure. The need to reinforce the national unity and the leadership of one 
party, on top of the imperativeness of reaching certain political , economical and 
social goals went on suggesting centralism on the administrative decision 
making. 

'-
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Therefore, the diplomas that first went through the s~bstitution of the colonial 

administrative structures (laws 5/78,6/78 and 7/78 of April 22th, 1978) ~~ted for 
a model based mainlv on three levels: national, provincial and local ( cttles and 
districts). At the city ievel these diplomas extinguished the municipal_ bodies ~1d 
substitute them with executive city councils as executive bodtes of ctty 

assemblies. 

These changes had, with no doubt, great impact in the public finance system and 
in the conditions that they took place, it was recommended a strong financial 
centralization for a great rationality and make the public finances compatible 
with the option for centrally planned economy. This finished with the certain 
financial autonomy that the extinguished municipal bodies had. 

It is in this perspective that in the present paper I am intending to analyse the 
present financial system and the feasibility for its decentralization, in a context of 
a public administration system in which the local government has got 
administrative, financial and patrimonial autonomy . 

The paper will be ret~rred to decentralization seen as concept of political nature 
and defined as follows: 

"Decentralization is government related to decentralised entities" (Diogo 
Lordello de Melo - pg 1 - April 1990). 

Owns government suggests autonomy which should not be confused with 
sovereignty (sovereignty is an exclusive feature of national states). In an 
autonomous local government , \vhatever is the adopted central government 

· (central or federative ·), the following requirements are essential: 

Government elected by the population. This requirement prevails 
regardless the kind of government adopted locally. 

Competence of the local government to administrate their services and 
everything which is locally concern, such as public lighting, solid waste 
collection, urban cleanness, roads maintenance, construction licenses, 
construction \\·orks controL shop's location , and so on . Such services are, 
in most countries, defined by sectoral legislation or by high level 
government sectors. 
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Enough revenues so that local govenunents can effectively play their role 
in governance process. These revenues are usually of two kinds: mn1s and 
shared revenues or central authorities transfers. 

Absence of administrative co;trol of local govenm1ents by central 
authorities, in the sense that local govemments do not need previous 
authorization to perform their actions. Local govemments should be 
subordinated to the law and not to any other authority at other level . 

II- LOCAL PUBLIC FINANCES 

The present financial system 

The country has a fiscal system strongly centralized which reflects the 
characteristics of a Public Administration Model with a centralism in the 
administrative decision making: which organization is characterized by the fact 
that each level of govemment works based in instructions, regulations and 
procedures given by the level hierarchically higher. The budgeting process 
includes a consultation period and budget proposal analysis. The proposals 
prepared at the local level are consolidated at the provincial level and later 
revised by the Ministry of Finance and finally included in the budget law that is 
approved by the Assembly of the Republic (actual name of the parliament). This 
law provides a limit of the expenditures as well as global amount to be 
transferred from the central level to each province. The amount of transfers is 
detem1ined by the difference between provincial revenues structure and the 

·expenditures approved. It IS also in this base that the province allocate resources 
to the cities and districts according to the priorities and taking into account the 
limits fixed. 

This system actually in force, regarding the preparation and approval process as 
well as its execution, does not stimulate local authorities for expenditures 
rationalization even for own revenues collection. Definitely, even if the execution 
of the budget is decentralized. the decision about the level of expenditures is the 
responsibility of the central authorities. There's no tradition of programming 
expenditures according to the revenues that may be collected. 

In the present budgeting system, the province and its respective budget play an 
important role and even the transfers to the cities and districts are channelled 
through provincial budget. This does not mean that provincial authorities, 
although they have some autonomy in the preparation of the provincial budget 
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proposal, they are worried about expenditures rationalitY or taxes collection . This 
absence of preoccupation is a result of the strong centralization of decision 

making. 

The strong feature of public fmances in rvfozarnbique is the fiscal deficit 
measured by the difference between revenues collected (fiscal and not fiscal), 
and the total expenditures carried out. In 1990, the state collected 22 .2% of 
GNP, as shown in the following table : 

INDICATORS OF BUDGETARY POLICY 
(IN °/o OF GNP) 

rrE !VI 1985 1986 1987 1988 1989 1990 

1. Total Incomes 13 .1 13 .1 16.2 19.9 23.4 22 .2 
2. Current Expenditures 16.3 25.3 21.9 22 .3 26 .8 27 .5 
3. Current Balance -3 .2 -12.0 -5.7 -2 .7 -3.4 -5.3 
4. Investment Expend. 4.5 5.6 16. 1 21 .3 22 2 24.2 
5. Total Expenditures 20 .8 30.9 38 .0 43 .9 49 .0 51 .7 
6. Global Balance I (b) 7.7 -17.6-21.8 -2-t .O -25 .6 -29.5 
7. Donations 2.1 2.4 8.9 14 .0 16.5 16.9 
8. Global Balance II (c) -5.6 -15 .2 -1 2.9 -10 .0 16.5 16.9 
9. Financcmcnt 5.6 15 .2 12 .9 10 0 9.1 12 .6 
9. 1. Extemal Loans (d) 8.5 12.6 
9.2. Others 0.6 -

Source CNP/0"'\ c , "Informa<;ao Estatistica 199 1 ". pag 22 and 141. 
(a) Provisional data 
(b) Before including donations 
(c) :-\fter including donations 
(d) :--.:et. 

1991(a) 

23 .9 
26.4 
-2.5 
24 .8 
-1 ') ) ·-
-27.3 
21 .2 
21.2 
6.1 
6.8 
-0.7 

The problem of deficit become more critical if it is considered the fact that 
tributary charge in the country is relatively high , about 22 .2% of GNP in 1990 
and therefore. it would be expected an increase of the Gross National Product. 

5 



The principal source of the fiscal deficit fmancement has been extemal resources, 
made available through donations or loans in composition of the state budget for 
1991, since incomes and expenditures are still in the same level of 1990. 

Being the major part of the external resources related to projects classified as 
investments, the investment tax (lnv/GNP) increased considerably in these last 
years from 6.9% in 1985 to 42 .7% in 1991 . The part corresponding to the public 
investment in the same period was 4.5% and 24 .8% respectively. what shows 
that the state absorbs the major part of the resources allocate to the investment. 

In the present tributary system, it is of central govemment competence the most 
relevant taxes, not only as a political economical instrument but also in tenns of 
collection of those taxes . The provinces and executive city cow1cils have the 
responsibility only with taxes relatively less sihrnificants (see next table). 

ITE~I 

CURRENTI~COMESOFTHESTATE 

GENERAL BUDGET BY ITEI\IS 
1990 

106 of'lt 
(per year) 

1 . Incomes of central budget 284 ,067 
1. I. Fiscal revenues 268,261 

. Labour income Section A 12,5 70 

. Industrial Contribution 
Sections A and 8 39,040 

. Circulation tax 89,409 

. Conswnption tax 46,0 II 

. Fuel tax ) ..., 61 - , .) 

. Tax on extemal trade 65 ,319 

. Other fiscal revenues 13,551 

1.2. No fiscal revenues 15 ,806 

Percentage 
(o o) 

9- ..., 
) ·-' 

90 .0 
4.2 

I .3 . 1 
30 .0 
15 .4 
0.8 
21 .9 
4.6 

5.3 
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2. Incomes of provincial budget 13,995 4.7 

2. 1. Fiscal revenues 2,308 0.8 

~ ational Reconstruction. tax 785 0.3 
. - ~ 

. Tourism tax 952 0.3 

. Industrial Contribution tax 
Group C 127 0.05 

. Labour tax - Section B 123 0.05 

. Other fiscal revenues 321 0.1 

2.2. No fiscal revenues l ,953 0.6 

2.3. Consignatcd incomes 9,694 3.3 

3. Total incomes State General Budget (I+ 2) 298,002 100.0 

Source: Ministt~rio das Finan~;as "OGE" pag 3/6. 

By this table it can be seen that more than 95° o of the total collected in 1990 
belongs to the central government, missing only 5% for provincial and local 
levels. This distribution of competences favouring the central government, 
associated with the inexistent mechanism based on more objective criterions to 
transfer resources to the provinces and executive city councils , has led to the 
adoption of fortuitous system to allocate resources to finance activities executed 
at the local level. 

Revenues 

The governments of big cities, have been depending on fiscal transfers from the 
central government. This tendency was sharpened after the independence and 
actually become unsustainable . In 1988, they were adopted some measures to try 
to modify this tendency . Such measures consisted in the reduction of transfers to 
the executive city councils and the allocation of 100% of the National 
Reconstmction Tax that was already collected by the cities and districts 
governments. 
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On top of the transfers, the sources of revenues for di"stricts and cities include: 
taxes (12%), tariffs (40%) and other taxes and contributions (15%). Base~ on 
these percentage taxes it can be concluded that transfers represent about 33 Yo of 

total revenues . 

The state expenditures at cities level include current expenditures of central 
directorates and those depending on the office of the president of the city 
council; some of which are covered by the provincial and central budgets . The 
first are covered by central and provincial budgets while the last depend on the 
executive city council budget whose source are : taxes of local nature and 
subsidies of provincial budget to the city . 

Taxes 

Some taxes of colonial period are still known by some local officials and some of 
them are included in the public registrations. Anyway, they have not been 
collected since 1977178. Some officials working actually in the local 
governments don't know the taxes still in force , and even those taxes that are still 
collected, their figures need to be updated. And to become the situation worst, 
the mechanisms that the state have to collect taxes usually do not work properly. 

The main taxes that were collected then , are : 

National Reconstmction Tax- paid by each national ; 

Industrial and Commercial Contribution - applied to the industrial 
and commercial acti\ ities of low scale classified in group C; 

Tax on the work's income - applied only for the rural workers 
salaries; 

Tax on the sales (actual circulation tax). 

Local governments should receive groups 8 and C and 25 % of NR T revenues. 
Anyway, a great number of local governments have not collected other taxes 
beyond the NRT since 1988. Taxes are fixed by the central government, except 
those belonging to group C that are proposed by provincial government and the 
NR T that are fixed by provincial govenlffient and proposed by cities and districts 
governments. 
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In 1988, central govenunent policy was changed in order to allow local 
govemments to collect enough revenues to cover all their operational 
expendihrres, and not to depend on the central govenunent transfers. This new 
policy allow local govemments to retaip all NR T re\·enues. 

Fiscal Transfers 

Transfers to city and districts govenunents are calculated by the difference 
between local revenues and expenditures. 

This criterion put into action an incentive in the intergovernmental fiscal transfers 
system of the local govenunents underestimating local revenues and, on the other 
hand, overestimating local expenditures . In this way, the current account deficit 
seems to be higher than it really is, maximizing incomes via transfers. This 
present system, at the end, compensate the bad financial management, penalting 
the good management what is an unincentive to local governments initiatives to 
explore new sources of local incomes . 

The importance of fi scal transfers as source of income varies according to the 
characteristics and dimension of each city or district . Fiscal transfers represent a 
source of financement of the big cities, having reached a level varying between 
40% and 60% of total incomes in 1989. Related to small cities and districts, the 
transfers' level is si t:.rnificantly lower representing a level of 4% and 17% m 
Nacala and Dondo, respectively. 

The fiscal transfers in percentage of the global central budget had a sharp 
· reduction from 3-+(% in 1985 to 13% in 1988, what may be as a result of the 

policy of transfers' reduction that central government adopted since 1987 . 

The allocation of financial resources thro ll!~h the investment fund. is made 
~ . 

through evaluation of local governments proposals to provincial governments . 
The criterions for investment funds allocation vary , what means that each 
province adopt priorities according to the specific conditions . Decisions 
concerning investments are taken bv a bodv called "Provincial Investment 

~ . -
Commission" composed by four provincial directorates : Planing, Finance, 
Construction and Water and Agriculture . Local governments do not take part and 
do not participate in the debates of investment priorities and none in the phases 
of decision making. Therefore, Investment funds are seldom allocated efficiently. 
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Investment Expenditures Financement 

Local governments (cities and districts) investment expenditures are ~anced by 
central government transfers to proyincial governments through mvestments 
fund. There are other sources of incomes that are: provincial transfers (taxes 
participation or other provincial incomes); specific local incomes related to the 
balance of local governments current account, possibility of city and district 
governments to have loans to finance some investments. Some cities benefit 
direct or indirectly of external support as financement or donations. 

Capital Expenditures 

Local governments submit their project proposals of investment to the provincial 
government through the provincial directorate responsible for the proposed 
activity . The financement of the registed project is made through the investment 
fund after being approved by the central govenunent and allocated resources by 
the provincial investment commission. Districts and cities have an operational 
budget referred only to current revenues and expenditures. 

The investment fund request submitted to provincial governments has been one 
of the way to get infonnation about investment activities already executed. 

Current Expenditures 

The budget for expenditures of each local government is divided in salary and 
· material fund. The · salary fund pays government offices costs but does not 

include salaries for tirban services personnel whose payment is through high 
le\·els budget (central/provincial) Personnel of other directorates are usually paid 
by provincial budgets. The material fund covers expenditures on goods and 
sef\ ices , including oftlce material, training, equipment maintenance and repair, 
vehicles , fuel , travels, insurance costs, rent costs , public services, stamps, etc . 
The material fund covers between 35% and 80% of global local governments ._ ..... 

expenditures , while salary fund covers the rest . 
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Financial Control 

Cities and districts inform periodically to provincial govemments about their 
expenditures and incomes. This infol1I!ation is carried out in normal process of 
budget preparation and simultaneously they justify requests of central 
government transfers. By their tum, provincial goYenunents evaluate estimated 
revenues, fix limits conceming salaries, goods and services costs, and determine 
the amount of incomes to be transferred . 

The Ministry of Finance is responsible for extemal auditing to local governments. 
According to the present central govemment regulations, local governments send 
the full accounting monthly to the Ministry of Finance through the Provincial 
Directorate of Finance, desaggregating by categories and values paid. It is 
through this justification that they receive the monthly reimbursement. 

Auditing is carried out fortuitously and only when it seems to be necessary. Its 
objective is to verifv the need of subsidies at the current levels in order to avoid 
miSUSeS . 
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