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• The need for a holistic approach for public resource 
mobilization in Asia-Pacific cities

• A diagnostic framework for municipal public finance 
reforms

• Municipal fiscal governance and revenue options: pros and 
cons



Financing demand for urban infrastructure and services would be in 
trillions

• A-P is in the middle of the world’s largest rural-urban migration in history

• It is also home to 17 of the 28 megacities worldwide 

Prioritizing municipal public finance reforms in large metropolitan cities 
could be a pragmatic choice

• Greater revenue base
• Better equipped for sub-national taxation
• Higher demand for public goods/services

Municipal finance in A-P: the scale of the challenge



Asian countries by level of fiscal decentralization

Significant expenditure 
decentralization

Significant Formal Tax Revenue 
Decentralization

Differentiation of Fiscal Powers 
to Large Urban Governments

China (85%) N Y
India (66%) S Y
Indonesia (35%) S Y
Viet Nam (55%) N
Philippines (25%) S Y
Pakistan N N

Negligible Expenditure 
Decentralization

Formal Revenue 
Decentralization

Differentiation of Fiscal Powers 
to Large Urban Governments

Bangladesh N
Cambodia N N
Laos N N
Nepal N N
Thailand N
Sri Lanka N



• Progresses made in various A-P countries, but ad hoc reforms haven’t 
changed the overall landscape

• Fiscal systems of municipal local governments are complex

• There is unlikely simple fix to municipal public finance problems

A holistic approach covering multiple dimensions:

• expenditure assignments, revenue assignments, intergovernmental 
transfers, municipal government structure, and local own-source 
revenue mobilization

The need for a holistic approach for municipal public 
finance reforms



A diagnostic framework for municipal public 
finance reforms 

Dimensions for 
municipal public 
finance

Reform objectives Background research 
required

Reform possibilities

Expenditure 
Assignment

§ clarity on expenditure 
assignment

§ matching expenditure 
functions with 
comparative advantages 
of different levels of 
government

§ ensure consistency 
between expenditure 
responsibilities and 
revenue

§ inventory of 
expenditure functions

§ costing of 
expenditure functions

§ estimate impact of 
reforms on central 
transfers

§ rationalized 
assignment 
structure

§ better 
understanding of 
revenue 
implications

§ potential 
reduction in 
inter-gov
transfers 



A diagnostic framework for municipal public 
finance reforms 

Dimensions for 
municipal public 
finance

Reform objectives Background research 
required

Reform possibilities

National Government 
Revenue Mobilization

§ ensure adequate 
financing for metro 
area public services 
with national benefits

§ address other issues, 
like the equalization of 
fiscal disparities

§ costing of metro area 
public services with 
national benefits

§ identify potential 
shortfalls between 
these costs and 
national revenue 
allocated

§ increase revenue 
mobilization at 
central level

§ shift some local 
servicing costs to 
metro local 
governments or 
to the central 
government



A diagnostic framework for municipal public 
finance reforms 

Dimensions for 
municipal public 
finance

Reform objectives Background research 
required

Reform possibilities

Metropolitan 
Governance Structure

§ balance home rule with 
the efficiencies of 
areawide governance 
(in service delivery & 
revenue mobilization)

§ review current 
structure to identify 
strengths and 
shortcomings

§ review fiscal 
disparities within the 
metropolitan area, 
and the fiscal 
problems that result 
from jurisdiction 
boundary issues

§ reassign some 
functions to 
area-wide 
government for 
efficiency

§ implement 
areawide taxes 
(to bypass the 
tax exporting 
problems)



A diagnostic framework for municipal public 
finance reforms 

Dimensions for 
municipal public 
finance

Reform objectives Background research 
required

Reform possibilities

Intergovernment
al Transfers

§ remove disincentives to 
local revenue 
mobilization

§ better align transfers with 
the financing needs of 
services that have 
significant national 
benefits

§ identifying local 
revenue 
mobilization 
disincentives

§ estimation of the 
vertical share 
allocated to metro 
local governments

§ remove undesirable 
incentives

§ limit the vertical share 
of inter-gov transfers 
to cover only national 
benefit services

Local 
Government 
Revenue 
Mobilization

§ increased revenue to 
fund local government 
services

§ reduced reliance on 
intergovernmental 
transfers

§ detailed analysis of 
local taxes and user 
charges in the metro 
region

§ identifying 
bottlenecks to 
revenue increases

§ Reformed property 
tax

§ new areawide 
consumption/payroll 
tax

§ increased user 
charges to cost 
recovery levels



An important part of reform design for municipal public finances, and this 
diagnostic framework, is to recognize the local constraints on policy options

• Constitutional and Legal

• Culture and Priorities in National Policy

• Economic Conditions

• Political 

A diagnostic framework: constraints on reform 
options



Alternative municipal governance structures

Government 
structure

Emphasis Advantages Disadvantages Examples 

Jurisdictional 
fragmentation

Home rule • voters have more control 
over services delivered 
and tax levels

• does not deal effectively with 
spillover effects

• coordination is difficult
• can lead to large fiscal 

disparities

Manila, 
Kolkata, 
Karachi

Functional 
fragmentation

Technical 
efficiency

• professional management
• can capture economies of 

scale
• may have access to a 

dedicated revenue stream

• Less directly accountable to 
local voters

• coordination with other 
services can be difficult

Mumbai

Metropolitan 
government

Coordination of 
service delivery, 
technical 
efficiency

• external costs can be 
internalized

• economies of scale can be 
captured

• broad based taxes are 
more feasible

• fiscal disparities can be 
eliminated

• government decisions are 
more distant from local voters

• intergovernmental conflicts 
with lower tier neighbourhood 
governments

• diseconomies of scale

Jakarta, 
Beijing, 
Bangkok



An efficient local government revenue system will reflect the services that 
it is assigned to deliver.

•user charges - where the benefits accrue to individuals within a jurisdiction and 
where the exclusion principle can be applied in pricing

•taxes and licenses - other local government services whose primary benefits 
accrue to the local population

•intergovernmental transfers - services in which substantial spillovers to 
neighbouring jurisdictions commonly occur

•borrowing - financing capital outlays that have a long service life

Revenue options: some general rules of thumb



Options for 
revenue 
mobilizations

Advantages Disadvantages / implementation 
obstacles

Policy options

Property tax § a broad-based and 
stable revenue source 
for municipal 
governments

§ reclaim part of property 
value increase 
generated by 
urbanization and public 
investment

§ promoting 
accountability in public 
service delivery

§ a visible tax & associated political 
costs 

§ could be costly and difficult to 
administer 

§ unsatisfactory revenue 
mobilization in most developing 
countries

§ notional definition of tax base & 
assessment based on discretion 

§ levied against unrealized 
increases in the (housing) wealth 
of a taxpayer 

§ pair it with at least 
one other broad-
based, revenue 
productive local tax

§ identify champions 
for reforms limited 
to metropolitan 
areas

Revenue options: pros and cons



Revenue options: pros and cons

Options for revenue 
mobilizations

Advantages Disadvantages / implementation obstacles

Taxes on property 
transfers 

§ an easy tax handle & low cost of 
collection

§ good revenue mobilization 
potentials 

§ distribution of the tax burden 
tends to be progressive

§ less voter opposition
§ value capture & policy lever for real 

estate market

§ significant market distortion
§ serious risk of underreporting in taxable 

value
§ negative side effect on data accuracy for 

other taxes /administrative purposes

Value capture § equitable in that it reclaims some 
of the benefits of government 
sector actions for the public

§ productive in revenue mobilization 
§ particular interest for Asia-Pacific 

given the real estate booming

§ Challenge of effective design to avoid 
undesirable incentives and minimize 
economic distortions

§ Implications to fiscal stability when 
revenue is linked to real estate market 
performance

§ long-term sustainability concerns in the 
case of land lease



Revenue options: pros and cons

Options for 
revenue 
mobilizations

Advantages Disadvantages / implementation 
obstacles

Policy options

Local 
consumption 
and production 
taxes

§ broad-based and 
productive taxes for 
resource mobilization

§ reduce the claim of 
intergovernmental 
transfers on local 
governments

§ distortions in resource 
allocation

§ cascaded taxation can give 
advantage to vertically 
integrated companies, and 
enable the exporting of tax 
burdens

§ the “headquarters problem” 

§ Piggyback on 
nation-wide 
broad-based 
consumption and 
production taxes 
(e.g. GST)



Revenue options: pros and cons

Options for revenue 
mobilizations

Advantages Disadvantages / implementation obstacles

Taxes on motor 
vehicles and motor 
vehicle use

- motor fuel tax
- motor vehicle 
registration and 
licenses

§ addressing negative externalities of 
congestion, air pollution and 
greenhouse gas emissions

§ linkages between tax revenue & local 
public investment in transport 
infrastructure and services

§ robust revenue base given the 
concentration and continuing 
increase in motor vehicle numbers in 
urban areas

§ motor fuel could have already been 
heavily taxes by central government

User charges § users pay for public services 
according to how much they benefit 
from them

§ considerable revenue potentials

§ the service must be amenable to pricing



Thank you!

https://www.unescap.org/publications/tax
-policy-sustainable-development-asia-and-
pacific

https://www.unescap.org/resources/taxing
-shared-prosperity


