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4 N7 LOOK AT THE FUNDING OF LOCAL GOVIRMMWNT TH GHANA

By
Joseph ReA. Ayee*
Introduc tion

There are geveral problaens facing local govermment in Ghana.:
They include finance, apathy on the part of the local people, exces-
slve contrel from the centre, political J.nte:cferenceandlackof
persormel. Of these problems, I consider finance as the majr one;
adequate financing is cmeial to the development of local govermment.
For local authorities cannot adequately discharge their resgponsibili-
ties if their revenue is meagre; and they camnot plan for the future
if the revenve yield is unstable and unpredictable. And yet local
government finance in Ghana in general has been bedevilled by inade~
quate revenue collection; by dispropartionate amounts of the revenue
that are gpent on payment. of stalf salaries; by the focus of its
expenditure on social services to the virtual neglect of investrfnent _
projects; - and by inadequate adninistrative ocontrol over the money

collected.

This paper attempts to direct the search light %o, and thus focus

public attention on, the inadequate financial respurces of the local

*I.ec-hJ.rer_, Department of Political 3cience, University of Ghana, Legone.
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goverrment thits mnd rOGOP.rnég .f.-n ef factive moans of overcoming this
deficimey e that the diffisultisg exporienced by individual loeal
government tnits may not only be minimiseds if not tot=lly done awyy
with but 2lso that they (ise. loczl grvernment bodiss) may bacome.
capable of playing effectively their legitimate role in the tagk of

soclio—econonmic development.

Sources of Revenue

It is a significant fact that while loeal government services
keep on expanding, the sources of revenue for local government bodies
ranain inelzgtic and unreliable. The main gources of finanece are
local taxation and government grantse. Four alternstive gy stoms of
local taxation were permitted by law. These wore - and still are -
the Bagic Rate, the Graduated Rate, Property Rate and Rate on assesged
1:1033655:‘}.0118«1 Of thege, the most popular arc the Basic Hate, payable
by all able-bodied adults and aéblescents of 18 years and sbove, and
the Property Rate, payable by. omers of premiges in the loecal council
area. Although these altermatives have obvious limitations in terms
of relinbility in yield and squity, there is ne way of getting away

from than in the ghort termoz

The other source of rovenue for local government units is
central governmont grants-in-z2id. The fellowing tahle indicates
central government ;;rants.-in—nid over a number of fiscal years for

three selected regions:
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PR ACCRA ATHANTT CTAITR AL

Figesl Year Amornt Figeal Year Amotmt Figeal Yenx Amount
1978/79 £32,144,682.71 1978/79 £30,649,422.00 1978/79 £751235 124,00
1979/80 40,696,537 23 1979/80 38,444,443.00 1979/80 5,760,854.00
1950/8 30,456,600,00 1980/8 1 66,437,592.47 1960/8 85912, 984.00
1981/82 1,518,698, 00 1981/82 295,000, 00 1981/82 135; 000. 00
1962/83 7,405, 97.2.00 1982/83 2,6 25,000, 00 1980/82 15 540, 000, 00
Total 119 223,492, 94 141,451, 347 =47 23,471, 962.00
Eo— e ———— - —

Soure e

e

Finanec Section, Minigtyy of local Govermment -nd Rur=l Development.
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reneral patterm in the country.

thres regions are chosen only for convendence ng an exwmple of the
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B?rom it‘t'--:é trble 1t ig cbvious That the grantg=in-aid from the
L,_rtrﬂ gbvﬂrmrnt fm stietes The wne grbainty wnd irresularity

ch’zrw;ter ’th of grents-in-sid md t}n, ndve ‘g impact it hoz on

local g‘WJI’V‘ll‘“ it unit! 5 opar~tion 3, esp-:foially on its developmant
plan i‘urtr‘ef ewphnsises the wnid cslr‘Lbl'L:i't-:,r rci“ locel govermment's
overifmélrnjilg L_rclimgg_or_l__c_a?tr:_l flmr ts for ity development sl
activii_tiesa Tt should be noted that -th;; 1981/82 and 1982/83 grnts-
in-aidz; te local governmoent oouncil% werr-é;‘ only given t0 thom during

the 1984 and 1985 fiscal voarg. s

iho éentrﬂ. governrent's inability Ito meet the developmental
needs of the people at the local lgvel mmkrm it impeorative for the
local govermren'b counegils to find fll’l"l"cj a1l regurccs othar than the
centr’al- government subvention -nd ’crnc‘lltlonn,l taxes and rates. This
suhgegtlon is n‘rL,c to tho ‘LT"’blll‘tV o most councilg, if not =11, to

meet thjelr revenue btargets for ﬂlr"ost r:vs,mr yoears The tables below

indicate this vividly.



L EInhle
379/80
Tame of Council Babimated |} Chotual | Burplu  Shortfall

Sekondl/Taker-al | £29,G92,119.00 | A7, 504,077.15 | CAT15588,046.55
Aowin/amenfi 456,780.00 351, 103. 16 - 105,676.84
Hzena 15 172,6 20,00 332,147+ 37 - 840,472463
3efwi/Bibiani 67,640.00 372,447.70 - 299, 190, 30
Hassaw/Flase/Mpohor 858, 597,00 595,793 39 - 560,333461

1980{81
Sekondi/Makoradi 314416, 705.00 020,856 ,418.02 - 10, 560, 93 . 98
Nzema, 457, 230,00  %62,002.79 - 195, 207. 21
Sefwi/Bibani 3,726,420.00 530, 110+ 25 - 3,19, 309.75
Jassaw/Fiase/Vpohor} 4, BT, 590,00 3,081,611.66 - 15 205, 975 34
NZeI‘ﬁﬂ. 2’6 319260=OO 1—2']9784--% - 29 2099475.72
Sekondi/Takoradi 33,075, 120.00 - 3,920,897.00

3$,99%,018.00

@urce, Report of the Auditor-General on thr-\ Public Accounts

" ¢f Ghann

Supplernont.

For the Poriod nded 3%}1 Jarie 1981 Second
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AQCRA CITY rOTNOTL

Fiscal Yenr _I Estijfnﬂ,ted Revenue |- Aetusl Revenue Ml lectead
1979/80 £2T, 87,6700 | £14,507,088.50
1980/8 1 30,261,082, 00 | 15,672,642.00
181/82 | 20,877,064. 24 | 6,212,110.00
1%82/83 - 12,027, 100,00 | 32,927,893-00
1983/84 551715602, 00 40,932,510.00

A
Table 37

KPAITU DISTRICT COWRICIL

:. Fisenl Yerr - Bstimated Revenue Actual Revenue Collected
197980 £1:111,650.00 £15 196, 38323
£ 1980/81 - 3,09, 500, 00 | 2,088, 533,79
. 1981/82 1,9%6,410.00 1, 272,688.66
1982/83 | 39%.630.00 ] 3,471,919:8
1983/84 " 5,952,780.00 44657, 589,12

The figures on Table 1 reves=l the ppor performmmce of the Wzema
District =nd the 3ckondi/Trkoradi ity Couneils during the 1981/82
figeal year In revenue collection and alze the huse shortfall that

pecurred for =1l the Councils during the two preceding years.
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~ In the erse of the fisuraes on tables 2 =.nd 3 basgic rates alone
congtituted about | of estimated revenue. Again, from the 3 tnbles
it is_ very c¢lesr that something positive has to be dme about the
revenue gencroting capacity of the Councils before the situation

detariorates.

The Tgme of Revenue ~ gharing

Because of the financial diffimlties facing local government
covncilsg in Ghana some scholars have advocated @y stems of revenue
gharing between the cantral government =md the local government
councils: MNkrumah, for example, has stated,

Both the central governmant and loc=l government

councils could derive revemue concurrently from

the same source. The fruitful sources of revenue

guch ag excise dutics on beer, cigarettes and

textiles and persomel anrd company taxes would

lend themselves as to thig double taxing. Thig

could be dane by raising the rate of 1:3.:;151.1::’.ona5

But successive governmants in Ghana have been unwilling to share

rovenus with both regional and local councils because of their “degire
to avoid multiple tax arrangements that culd lead to confusion and
aleo the scan'l:iness of personnel in the area of tax administration®, 6
though the cmtral govemment' s tax net ig wide and mdeed covers all

the 1ucrative areag. Yebt a revenue-sharing formula must be fully

coneidered and a,dopted by the govemment because the bulk of 'I;he
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Ghrnai-n population is in the nweas of Jurisdiction of logal govemm=—
nment counecils which provide gsorvicas dirvectly for the people in the
rural areaz who are not less than 7% of the total population. We

contend that the potential wtility of our local govemment gystem is
underminad by inadequacy of fundse This sttu-tion mey be rectified

which would be trken ovar by our local governmont council so?

Local Credit Institution

One other effective mesnsg of agsisting in the provigion of the
necessary capital finanee is the cstablidment of a gpecialised Loeal
Credit Institut ion8 to mobilize local rewmurces for the development
of cur local communities. Ths egbablishment of wich an institution
ig of gupreme importance t¢ local sovernmontsz throughout the world end
egpecially to those developing countries such as Ghana. Such a cen-
tra2l finsnecinl institutibn would be regponsible for collating fimds
from varicusg sourcss snd for lending monegy to local government councils

to help finance thelr capital development vrojects.

If such an arvangement were successfully introduced, it would
anable our loeal governmant vnits to play an effcctive role in the
provision of social services to our rural communities. Assigning
mreater responigibilitics to local govermmant councilg is realistice

only with the gatabligiment of » leeal credit ingtitution, if their



2bllity to moot the day-to~dsy owpenses arising from the provigion of.
essential é,oci'nl services iz not to be overtaxed. In trying to folfil
new and chre’*csm{; obligationg, local govermments in developing cou.n-.
tries geﬁerelly experience capital shertages. In Ghana while the cen~
tral government anjorn fl pxibility in its reveue-raising ways, loenl
government hodies are greatly restficﬁed in their access to rewmurces
because they need the approyal of th.e t:entmi government to both taxa-

9

tion =d borrowing.

Wo strongly feel that speﬁalized credit instituti.ons for our
local authoritics would agmigh irobtaining a more gatisfasctory’ supply
of funds to finance both develepmental =nd welfare pro jectss To g
to the open market may be useful in some cases but in most cages the
chargce for the loans are toe highe It wonld bo more degirahble there-
fore if gpecial local oredit insgtiftutions ars formed on regional base
as a memeg of providing finanecial md technicsl gervices to loeal
government cowncils in each region. Thig ig the operative idea behind
the British Loeal Governmaont Act of 1958 which anpowers County =nd
County Borough Counoils, and in certain cases other councils, to set

o
up the Local Wongolidated Loms Fandghs |

To help the smaller loeal pvernment wnits overcome the diffi-
culties thay ewperienced in securing capital in the open mnarkst, the

British Government gset up =2 body ¥nowm ag the Public Yorks loan Board



(PYIB) which to all intents -nd purposes ig » crodit inetitution. It
cany and; in fact, dozs, borrow 1*-,‘.31".1-3:3;' in tho opmn r_;xm..ljket. on the same
terme ag the Cantral Government. It then lods fundg from itas owmn
roegources to 100:;-1 governmant councils at a glightly higher rate then
it (the PWIB) bormwws itselfe Although the rate of interest it charses
ig Isli,ggh{'jlj,r higher then that which it borrowsd from the open merket,
the fact ramaing -~ and this is crucislly important - that the rate

of interesgt is still considerably lower than the rate of interest the
amaller local authoritizs would succeed in gotting for monay borrowed

on the open m?%rke‘t.&].i

gources of Funds for the Propoged Gredit Institution

T'hgiocs,l credit instituvtions should rely heavily on governméntal
or public sources for fundg with which they cm start the lending
operatiohs ‘co loga.:l_.government' ooﬁ.ncilse Tach regicnad admini stration
shouldm"dce avnilable grants; in the form of annual appropriations,
of about 2 per cent of all monies acﬁcruin;_a: to it every year to the ™
creadit institution in its ares of jurisdiction- The local govem'mdi"t
councilg in the region con ce'm'ed.'si'loizl.d m-’tké their contributions in
the fomm of regular devositas of surplus funds, and of proceeds from
commercial widertakings. The Central Government should alse .:.c_:ontribute
3 per cent of all monias accruing to it evéry year. There can alsgo be

contributions from private sources as well, such as donations from



wealthy bueinzsarm wd woman, while other powaible sources include
loansg from intemational orgmizations and retenticn of profits

accruing to the cantr=l finmmeial institution itgslf. e

Criteris for londing

The moghb import-nt function of » eredit Ingtitution is the
lending of funds either on short, medium or long tormse. The idea is
fo ensure that there is 5 steady flow of refv(—amzee13 In determining
the duration of the lo=m the credit institution will consider the
pericd for which it hag borrowed from other lenderg. Thug it is
gaerally unwise and clearly wnadvigable to borrow on ghort term and
lend such finds on long term. Thus the credit institution, in lending
funds to local government councilg, will heve o cmsidsr firstly,
whether the local council h=ag my leézal ~uthority to borrow which is
a roequirenent rormally imposed on loeal govemments in developing
comntries, who mist zeck 2 lomn smetion before funds are made
available to them by any lending source. 3eoondly, the credit ingti-
tution will locdk intc the ecamomic and tedmical visbility of fhe
pro ject which-the loesl government council hag in mind. Thirdly, it
will have to congider the finmncial positicon and the capacity of the
local government council to repay the loan with interest. It follows
that the lending institution will have to make exhaustive study of the

14

credit-worthiness of the client as a pre-requisite for lending.
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Some o;her criteria have to be taken into asccount in deciding the
emount of loan to be granted. .Thosa that readily come to mind are the
size of population amu availability ol arabie latic. the firgt 2i these
criteria is in line with the.Benchamite uallitarian.prihciplé or thels'
greatest good of the grestest number; tae local gcvel.-rinen_t,'_,coijg;gil‘__qq'i_'j;t;i"
the largest povpulsztion should receive ths largest shere of the fund.16
The other criterion is of special significance because of the current
anphasis on agriculture and the improvement of livestock by the Provi-
siongl National lefence Council (ENDC). Thus, the greater the cultivable
and productive land a local government unit has the greater should be its
credit-worthiness. These criteria should be considered together with
the soundness of the proposal for lending in terms of cost-benefit
analysis. It should be noted that these criterie will be affected by
the Central government's fiscal policy as well as the prevalent economic
conditions in the country as a whole.l”  Unquestionsbly, the local credit
institution is not without some drawbacks. For example, it scems only
thé'ﬁigllooal govermment units of the urban centres will really benefit
from the scheme as they are the ones that can invest the funas they

obtain from the crecit institution in revenue yielding projects, so that

repayment of the loan will not pose any pronlen.
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Organizat ion and Management of the Credit Ingtitution

Althougr: the mode of operationsg of a local credit ingtitution
will be influenced to 2 large extent by the size of its capital, we
would advocate ths gebtting up of an internal governing hody which
would be charged with the respongibility of fermulating the financial
and administrative policies of the ingtitution. This body should be
able to deal with matters relating to the lending of funds as stipulated
in the organization’s cousgtitution, the approval and disapproval of
proposed loeal development projects Ilﬁased on feasibility study reports
and the maintenance of the financial position compatible with the -
needs o.f. theborromnglocal gWemmmt unitge '.-‘;fe sugéegt that-maiibex‘s
of the governing body should be appointed on full time basis by the
Regional Secretary and drawn from Regional and loocal govermment council se
The members of the board should be experts in the fields of planming
and finsncial menagement, since they would be responéible both fo:r; daar_-_
to-day ruming of the credit insgtitution =md planning, progra:mning,

budgeting mnd -assessing the feasibility of projects.

Oon-élu;«;ion'

If adequate fundgs are to be made available‘;}s q_a,;cital_. for loeal
develbpment ad if the seriocus _dj.fficulties ant_i___:'.__:_'.tc;qz.weniences_
experienced at the moment by local govemment bodies, not only in

financing their capital development programmess but also in providing
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satisfactorily essential gocinl gervices, then the issues of the
central govéermmant sgharing revenuvs with loeal government units mnd
the estzblighment of a local credit ingtitution in ench region should
be geriously omsidered. The resolution of thege issues is nédessary
i1f our local government bodics are to play a meaningful role in the

wcio~eoonomic development of cur rural areas.
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