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The present Working Paper Series emerged from a joint collaborative programme being implemented by 
the Centre for Policy Dialogue (CPD), Dhaka, Bangladesh and the Chr. Michelsen Institute (CMI), Bergen, 
Norway. This three-year research cooperation programme focuses on issues of common interest to both the 
organisations and services the demands of Bangladesh economy in a number of key sectors. This programme 
is being implemented with support from the Norwegian Ministry of Foreign Affairs, in cooperation and 
partnership with the Royal Norwegian Embassy in Dhaka.

The CPD, established in 1993, is a civil society initiative in Bangladesh to promote an ongoing dialogue between 
the principal partners in the decision making and implementing process. A key area of CPD’s activism is to 
organise dialogues to address developmental policy issues that are critical to national, regional and global 
interests with a view to seek constructive solutions from major stakeholders.

The other key area of CPD activities is to undertake research programmes which are both serviced by and 
are intended to serve as inputs for CPD’s dialogue process. Some of the major research areas of CPD include: 
macroeconomic performance analysis, poverty and inequality, agriculture, trade, regional cooperation 
and global integration, infrastructure and enterprise development, climate change and environment, 
human development, development governance, policies and institutions. CPD actively networks with other 
institutions within and outside Bangladesh which have similar interests, and also regularly participates in 
various regional and international fora where interests and concerns of developing and particularly least 
developed countries are discussed (more information is available at: cpd.org.bd).

It may be of interest to note that in recognition of the track record in research, dialogue and policy 
influencing, CPD was selected as one of the awardees under the Think Tank Initiative (TTI) through a globally 
held competitive selection process. TTI is supported by a number of governments and foundations, and 
is implemented by the International Development Research Centre (IDRC), Canada (more information is 
available at: www.thinktankinitiative.org).

The CMI is an independent development research institute founded in 1930 in Bergen, Norway. The 
Institution works to generate and communicate research-based knowledge in the areas of fighting poverty, 
advancing human rights, reducing conflict and promoting sustainable social development. CMI’s research 
focuses on local and global challenges and opportunities facing low and middle-income countries and their 
citizens. 
 
CMI conducts both applied and theoretical research, and has a multidisciplinary profile anchored in ten 
thematic research clusters. These include aid, cultures and politics of faith, gender, global health and 
development, governance and corruption, natural resources, peace and conflict, poverty dynamics, public 
finance management, and rights and legal institutions. The Institution has an extensive network of research 
partners, and works in close cooperation with researchers in the South. CMI’s geographic orientation is 
towards Sub-Saharan Africa, Southern and Central Asia, the Middle East and Latin America. CMI puts emphasis 
on broad country competence and regional capacity as well as insight into development processes in the 
South. CMI is the largest centre for development studies in the Scandinavia (more information is available at: 
www.cmi.no). 

The purpose of this Working Paper Series is to disseminate the outputs of the CPD-CMI programme among 
the various stakeholders with a view to ensuring wider outreach of the programme outputs. 

Series Editors: Professor Mustafizur Rahman, Executive Director, CPD and Dr Arne Wiig, Senior Researcher 
and Coordinator, Poverty Dynamics, CMI
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Abstract

This study, in the context of Bangladesh, explores the nature and extent of devolution of fiscal and financial powers 
to the city corporations/municipalities – the urban local government institutions. The study contends that these 
institutions are characterised by high dependence on the central government transfers, acute fiscal stress and 
weak accountability mechanism leading to loss of fiscal autonomy. Major spending heads of these institutions 
are expenditures on establishments, social/religious institutions, land development; whereas health, sanitation 
and education expenditures receive low allocations. The study reveals that quality of the basic services rendered 
by the city corporations/municipalities is quite poor; indeed, some of the inhabitants of the municipalities are 
even in favour of reverting to the erstwhile union parishad regime. The proposal to establish a permanent Local 
Government Finance Commission seems to enjoy extensive support.
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Executive Summary

Bangladesh has experienced a rapid rate of urbanisation during its post-independence period and local government 
is struggling to keep up. More and more people are choosing to live in urban areas. Successive governments have 
constituted a number of new municipalities (pourashavas) and city corporations over the past four decades. 
As of October 2013, 321 municipalities and 10 city corporations that are mandated to provide various public 
services – in areas such as organisation, production, income generation, employment, public health, sanitation, 
water, infrastructure and welfare – serve the growing urban population in Bangladesh. The extent to which a 
municipality is able to deliver services efficiently depends on the level and nature of finance. Although reform 
initiatives regarding the nomenclature of tiers of local government have been taken from time to time, effective 
financing of local governments such as municipalities remains a major challenge in the country.

This paper aims to update the state of knowledge on contemporary local government issues in general, and local 
government finance in particular. The major focus of this study is municipal finance within the framework of 
fiscal decentralisation and in the specific context of Bangladesh. It attempts to assess the nature and extent of 
devolution of fiscal and financial powers and examine the existing accountability mechanisms for the municipalities 
and city corporations. Empirical evidence was collected through a field survey of selected municipalities and city 
corporations and focus group consultations as well as by debriefing of key informants. A total of nine municipalities 
(at least one municipality from each administrative Division) and two city corporations were selected based on a 
number of criteria such as population size, year of establishment and category of municipality (A, B, C). In its review 
of the challenges faced by municipalities and city corporations, the paper remains sensitive to the fact that local 
governments vary greatly in terms of size (population and area), duration of existence, location in the national 
production network, infrastructure development and institutional capacity.

The study’s findings demonstrate that, in the context of Bangladesh, local governments cannot work autonomously 
and fail to generate sufficient revenue because most of their activities are excessively controlled by the central 
government. The findings also reveal that the major local government expenditure heads include social and 
religious institutions, land development, audits, legal suits, etc., while allocation for health, sanitation and 
education receives lower priority in the city corporations’/municipalities’ development plan. Due to poor tax 
collection and insufficient grants from the central government, local governments cannot undertake and execute 
as many development projects as they would like, and cannot provide quality basic services to local communities. 
In addition, lack of skilled human resources hampers local government’s performance to an extent. The municipal 
standing committees as envisaged in the rule do exist on papers only. Over the years there has not been any 
serious attempt made by the municipalities to make these committees truly functional, and the absence of these 
committees adversely affect their downward accountability to local citizens. The citizens of the sampled city 
corporations/municipalities were found to be utterly dissatisfied with the quality of the basic services, and in some 
cases they were even in favour of reverting to the erstwhile union parishad regime.

There is no denying that strengthening local government is critical to bringing the state closer to the Bangladeshi 
people, enhancing its accountability to citizens, and moving the country away from the ‘winner-takes-all’ politics 
of centralised governance. Systematic and sustainable capacity building initiatives in conjunction with efforts to 
increase mobilisation of own source revenue are essential in this regard. Most respondents to the field survey 
viewed that a permanent Local Government Finance Commission should be set up in order to ensure objective 
distribution and allocation of central government finance to local governments. Such a commission would focus on 
a new leadership style for local government where municipalities and city corporations become more enterprising 
and citizens become more engaged.
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1. INTRODUCTION

Since independence in 1971, Bangladesh has experienced a rapid rate of urbanisation and local government 
is having trouble to keep up with this trend. More and more people are choosing to live in urban centres 
under municipalities (pourashavas) and city corporations. Municipalities and city corporations are two 
distinct urban local government units in Bangladesh. Presently, there are 10 city corporations and 321 
municipalities in Bangladesh. By law, they are mandated to provide a wide range of public services to 
citizens living within their jurisdiction. These public services are in areas such as organisation, production, 
income generation, employment, public health, sanitation, water, infrastructure and welfare.1

As Table 1 shows, the total urban population has more than quadrupled between 1974 and 2011, from 
6 million to 26.74 million. As the growth rate of urban population has been much higher than that of the 
population growth rate of the country, the share of urban population in total population has increased 
from 8.9 per cent in 1974 to 19.2 per cent in 2011, i.e. it more than doubled over the past 40 years.

Table 1: Growth of National and Urban Population in Bangladesh: 1974-2011

Census 

Year

Total National 

Population

(Million)

Annual Growth Rate of 

National Population

(%)

Total Urban

Population

(Million)

Level of

Urbanisation

(%)

1974 76.37 2.48 6.00 8.87

1981 89.91 2.32 13.56 15.54

1991 111.45 2.17 22.45 20.15

2001 123.10 1.47 28.61 23.10

2011 139.25 1.37 26.74 19.20

Sources: Islam (2012); BBS (2012).

According to the United Nations, the projected size of Bangladesh urban population in 2030 will be 86.5 
million (UNDESA 2004). The urban population as a share of the national population could cross the 50 
per cent mark by 2040 and the 60 per cent mark by 2050, when the country’s urban population will likely 
to rise above 100 million (Islam 2012).

The acceleration of urban population growth in Bangladesh can partially be explained by rural to urban 
migration, but more due to the constitution of a number of new municipalities and city corporations 
over the past four decades. Figure 1 outlines the elaborate local government structure in Bangladesh. 
However, not all of its elements are functioning as per their respective mandates.

The focus of local government studies in Bangladesh has largely been on the lower end of the local 
government structure, i.e. the union parishads (union councils). Some studies have also focused on 
different aspects of upazila parishads (sub-district councils). However, studies on municipalities and city 
corporations - the middle tier of the local government structure - are very rare. 

As mentioned above, municipalities are mandated to provide different types of services to citizens within 
their jurisdiction. The extent to which a municipality is able to efficiently deliver these services depends 
on the level and nature of financing. Effective financing of local governments such as municipalities 
remains a major challenge in Bangladesh.

1Local Government (Pourashava) Act, 2009.
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Municipalities in general continue to perform poorly in terms of mobilising local financial resources. 
Since they mobilise low per capita revenue in the form of municipal taxes, they remain dependent on 
government grants. Often, their revenues and central grants together fail to underwrite basic services to 
local communities. Municipalities thus limit their services mainly to road construction and maintenance, 
garbage collection, street lighting and water supply; however, the standard of delivery has always 
remained questionable. It is deemed that improvement in service quality will require better financial 
management by the municipalities.

This paper aims to update the state of knowledge on contemporary local government issues in general, and 
local government finance in particular, with a focus on municipalities and city corporations in Bangladesh. 
The major focus of this study is municipal finance within the framework of fiscal decentralisation, and in 
the specific context of Bangladesh. It attempts to assess the nature and extent of devolution of fiscal and 
financial powers, and examine existing mechanisms of accountability in part of the municipalities and 
city corporations. Empirical evidence was collected through a field survey of selected municipalities and 
city corporations and focus group consultations as well as by debriefing of key informants. A total of nine 
municipalities (at least one municipality from each Division) and two city corporations were selected 
based on a number of criteria such as population size, year of establishment, municipality category (A, 
B, C).2 Data collection took place between December 2012 and March 2013.

2Municipal categories differ depending on the amount of annual revenue that a municipality generates. Category ‘A’ municipalities are 
distinguished by three years average income of Tk. 1 crore or more without any government grant or assistance and collect a holding tax with a 
rate of 75 per cent or more. Category ‘B’ municipalities have three years average income of at least Tk. 60 lakh without any government grant 
or assistance and collect a holding tax with a rate of 75 per cent or more. For the category ‘C’ municipalities three years average income is 
expected to be at least Tk. 20 lakh excluding government grant or assistance. A ‘Special’ municipality is the one which is in a position to generate 
higher income, and therefore, it can claim to be upgraded as a city corporation.

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 
 

 

 

 

 

 

 
 

Figure 1: Local Government Structure in Bangladesh

Source: Ahmed (2012). 
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This paper has five sections. Following the introduction, Section 2 delineates a conceptual framework 
for the study. An overview of the study design, which includes rationale, objectives, methodology and 
major research questions, is provided in Section 3. Section 4 contains the analysis of the field survey 
findings under four broad headings: ‘Institutional and Governance Aspects’; ‘State of Finance and 
Financial Management’; ‘Citizens’ Perceptions about Municipalities and City Corporations’; and ‘Policy 
Perspectives on Finance for Municipalities and City Corporations’. Concluding observations are offered 
in Section 5. An Annex containing the data and information used for sampling is included at the end of 
the paper.

2. CONCEPTUAL FRAMEWORK

2.1 Fiscal Decentralisation: Theoretical Underpinnings

Generally speaking, decentralisation is a government policy process that transfers responsibilities, 
resources and/or authority from higher to lower levels of government. Decentralised governance, 
if carefully planned, effectively implemented and appropriately managed, leads to significant 
improvements in welfare service delivery through local government administration (Abdulwaheed and 
Samihah 2012). Types of decentralisation include fiscal, administrative, institutional, economic and 
political decentralisation. This paper focuses on fiscal decentralisation, given its increasing importance 
in local governance. 

Recent years have seen increased global interest in fiscal decentralisation. Developed countries are 
reshaping their intergovernmental fiscal structures to be more in tune with the realities of the ‘post-
welfare state’ (Bennett 1990; Wildasin 1997). Countries in transition in Eastern and Central Europe 
are busily setting up new systems of local and intergovernmental financing (Bird et al. 1995). Many 
developing countries are also turning to various forms of fiscal decentralisation in attempt to escape 
from the traps of ineffective and inefficient governance, macroeconomic instability and inadequate 
economic growth, in which so many of them have become mired (Bird and Vaillancourt 1998).

Fiscal decentralisation comprises the devolution of financial governance to regional and local 
governments. Alternative descriptions such as ‘central-local (or intergovernmental) financial relations’ 
and ‘fiscal federalism’ are often used by European and American scholars, respectively (Davey and 
Péteri 1998). Fiscal decentralisation covers two inter-related issues. The first is the division of spending 
responsibilities and revenue sources between levels of government (national, regional, local). The second 
is the amount of discretion given to regional and local governments to determine their expenditures and 
revenues in aggregate and detail. Both issues have significant impacts on the reality of decentralisation 
in its broader political and administrative sense. According to Davey and Péteri (1998), the extent of 
power and responsibility that regional and local governments actually exercise depends on:

a. which public services they have the responsibility to finance; 

b. whether their revenues are commensurate with responsibilities; 

c. how much real choice they have in allocating their budgets to individual services;  and

d. whether they can determine the rates of their taxes and fees (both allowing them to vary their levels 
of spending and making them answerable to payers). 

Fiscal decentralisation essentially sets the framework of expenditures, revenues and legal discretion 
within which regional and local governments operate. Such a framework deals with important issues 
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such as processes of budgeting, accounting, delegation, procurement and auditing, among others, by 
which regional and local governments manage their financial affairs (Blair 1993). Figure 2 presents 
various functional aspects of fiscal decentralisation.

Scholars have identified four pillars of fiscal decentralisation (Smoke 2003; Bahl and Martinez-Vazquez 
2006; Boschmann 2009). As outlined by Smoke (2001), these are:

1. Expenditure responsibilities: Expenditure responsibilities and functions of each level of government 
have to be defined.

2. Revenue assignments (including tax sources): Once local governments are assigned certain 
expenditure responsibilities, tax or non-tax revenue sources will be made available to local 
governments in order to provide them with resources.

3. Intergovernmental fiscal transfers: Central governments may provide regional and local governments 
with additional resources through a system of intergovernmental fiscal transfers or grants.

4. Sub-national borrowing: Sub-national government’s failure to balance its annual expenditures 
with revenues and transfers will result in sub-national deficits and the incurrence of debt through 
borrowing.

Fiscal decentralisation is inevitably a dynamic process. Although local government’s responsibilities and 
revenue sources may be fixed by law, demands on their services and the value of their revenues respond 
to social and economic changes over which lower levels of government have little control. It is essential 
to maintain channels of consultation between the central government and local governments so that 

 

   
 

 
 

 
 

 
  

 
  

Avenues of Fiscal Decentralisation

•  Expenditure responsibilities 

•  Revenue assignments

•  Intergovernmental fiscal transfers 

•  Local government borrowing

More local discretion and autonomy

Closer links with people

Democratisation, participation

More transparency More efficiency

Less cost to government

More cost recovered

More willingness to pay

Better services

Figure 2: How does Fiscal Decentralisation Help?

Source: Based on Smith (2001).
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adjustments can be made in timely and equitable ways, usually through the equalisation formula (Bird 
and Vaillancourt 1998). Table 2 exhibits the different choices for fiscal decentralisation.

Intergovernmental fiscal relations can be seen as a system and all the pieces in this system must fit 
together. Ideally, the implementation of a decentralisation programme should begin with the design of 
a comprehensive system and a plan for each element of the system (Crook 2003). Fiscal decentralisation 
involves a lot more than what are traditionally thought of as fiscal issues. In fact, the electoral system, 
the civil service and other institutional arrangements are arguably as important to assuring the success 
of fiscal decentralisation as are the taxing and spending elements. ‘One-off’ piecemeal reform that 
addresses only one element of the system (for example, central government revenue sharing with 
local governments) is unlikely to fully capture the benefits of decentralisation. Instead, it can lead to 
undesirable outcomes, including larger central government deficits and macroeconomic instability (Bahl 
and Linn 1994).

There are several elements that fit together in a comprehensive plan for fiscal decentralisation (Elhiraika 
2007). Managerial control is an important part of local autonomy and has crucial implications for 
local budgets. Local governments need to allocate staff to areas where needs are greatest and hold 
staff accountable for their performance. Otherwise elected local governments cannot be held fully 
accountable for the quality of services that they deliver (Tanzi 2001). Likewise, local government’s financial 
management requires control over the wage bill of local government employees. Countries vary widely 
in the extent to which expenditure autonomy is extended to control over local government employees 
(Evans and Manning 2004). Indian state governments have significant autonomy in this respect, but do 
not extend this autonomy to local governments. Similarly, public employment policy in Pakistan remains 
lodged at the provincial level. In Mexico, the central government still determines (or negotiates) the 
compensation rates for all government employees. Central determination of compensation is also the 
case in Uganda (Shah 2004).

Critical elements of fiscal decentralisation are briefly outlined below, namely expenditure autonomy, 
revenue autonomy, human resources-related autonomy, accountability and local discretion.

Table 2: Different Levels of Fiscal Decentralisation

Index Desirable Feature Second Best Least Desirable

Representation Popular election of executive 
and legislative branches

Indirect election (part elected 
and part appointed)

Appointment by higher-level 
government

Expenditure discretion Significant control over how 
money is spent

Autonomy with significant 
limits, expenditure mandates 
and minimum requirements

Effectively a spending agent of 
the higher-level government

Budget Local approval, hard budget 
constraints

Local approval, soft budget 
constraints

Central approval, soft budget 
constraints

Revenue Significant local power: 
discretion to change rates in a 
closed list of taxes

Some local power: discretion 
to choose tax bases, introduce 
new taxes

No local revenue-raising 
power and full reliance on 
revenue sharing

Intergovernmental 
transfers

Unconditional and formula-
driven

Conditional and formula-
driven

Ad hoc and discretionary

Borrowing powers Broad borrowing powers Restricted borrowing powers No borrowing powers

Human resources Local power to hire, fire and 
determine  compensation and 
promotion

Local power to hire and fire, 
but are unable to determine  
compensation and promotion 

No power to hire, fire or 
determine compensation and 
promotion

Source: Based on Bahl and Martinez-Vazquez (2006).
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Expenditure Autonomy

Local governments should have significant control over their expenditure responsibilities, which 
results in production efficiency, and a responsibility to deliver essential services to local communities, 
resulting in allocative efficiency. If central mandates - direct or indirect - on local budget choices 
rule the day, it is unlikely that efficiency gains from decentralisation will be realised (Bahl 1999). Local 
government discretion is often limited in several ways, including minimum expenditure requirements, 
unfunded mandates, conditional grants and higher-level government determination of hiring/firing and 
compensation of local employees (Martinez-Vasquez 2011). In the context of Bangladesh, expenditure 
responsibilities that have been granted to elected local governments are relatively narrow, at least by 
comparison with responsibilities held by local governments in many other parts of the world. Bangladesh’s 
local governments have little responsibility for primary and secondary education, fire protection and 
primary healthcare, among other policy areas. Responsibilities for services are much broader at the 
municipality, upazila parishad and city corporation level in a decentralised context. Yet, ministry staffs 
who work in offices at these levels, rather than local government officials, deliver services on behalf of 
their respective ministries. Low resource levels and limited institutional capacities significantly hamper 
the delivery of services by local governments (Fox and Menon 2008). 

Revenue Autonomy

Local governments should be given some revenue autonomy if there are to be hard budget constraints 
imposed on them (Smoke 2001). This means that a decentralisation programme must include provisions 
for local governments to gain the power to choose the rates of their taxes and fees, and where 
appropriate, to access capital markets for financing of long-term infrastructures. It is also important 
that local governments receive intergovernmental transfers that give them the discretion to choose 
the mix of their public expenditures. Unconditional grants and block grants can provide such discretion, 
whereas tightly earmarked transfers do not (Bird 2000). Unless local government decision makers have 
the freedom to decide on the use of resources, they will not be held fully accountable by local voters for 
the outcomes of public spending.

In Bangladesh, local government’s revenue generation is poor because they have little control over 
their tax and fee rates. As a result, local governments heavily depend on transfers from the central 
government. The narrow tax base and inefficiency in the tax collection process are perceived to be 
the major constraints on this front. Still, of all sources for local government revenue, taxes are key for 
local governments in Bangladesh. At present, there are two different ways of collecting local taxes and 
fees: by local governments themselves and by the central government on their behalf. In the latter 
case, the central government shares a portion of the revenue collected in relevant jurisdictions with 
the concerned local government. But local governments in Bangladesh in general have efficiency in tax 
collection. Local government explanations tend to be that people cannot afford to pay taxes, but this 
may be evidence of low political will and excuses for poor management (Fox and Menon 2008). Due to 
poor collection of taxes and insufficient grants received from the central government, local governments 
cannot undertake and execute as many development projects as they would like, and cannot provide 
basic services to local communities. 

Human Resources-related Autonomy

It is important that local governments have control over employees who deliver services in local communities 
(Boex 2009). Such control over human resources is an essential component of fiscal decentralisation policy. 
Local councils might be held fully accountable for the efficiency of local government employees. If they 
are to remain under the control of higher-level governments, or if the powers to hire, fire, promote and 
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determination of compensation are vested in a higher-level government, then local councils are relatively 
powerless to affect changes in the quality of local public services (Boex 2009). Perhaps more important is 
the question of who controls the local government employees and pays their compensation.

Since compensation decisions in many countries are made by higher-level governments, the local 
governments often have very little control over their human resource management (Bird 2000).

In Bangladesh, the lack of skilled human resources is a factor that is affecting the performance of local 
governments. Local governments generally lack adequate human resources-related autonomy. The 
appointment of officials is done by the central government or its subordinate agencies operating at the 
division or district level. Essentially, all local government staff are employees of the Ministry of Public 
Administration, and ultimately report and remain accountable to their respective central government 
bodies rather than to the local government where they are posted. An approval from the Local 
Government Division is required to appoint new staff and such approval is generally difficult to obtain. 
Notably, municipalities and city corporations have their own personnel arrangements determined by 
the central government. Each city corporation has a chief executive officer seconded from the central 
civil service (UNESCAP 1999). All other officials, whether directly recruited by the city corporation or 
coming on secondment, are to work directly under the chief executive officer. 

Local government institutions except union parishads have officials on deputation who actually represent 
different ministries under the central government. The conditional ties of their services are fixated by 
their parent ministry. On the contrary, officials and employees who are appointed by union parishads 
and upazila parishads follow the service rules formulated by these institutions. Likewise, the officials 
appointed locally by municipalities and city corporations follow their respective local service rules. The 
management of municipal and city corporation services is pivoted by the Ministry of Local Government, 
Rural Development and Co-operatives as the central personnel agency.

Accountability

Accountability to local voters is perhaps the most crucial element of a decentralised system, the one 
that ties together all the other elements (Boex 2009). Local councils should be locally elected, preferably 
by vote of the local population. If the local leadership is appointed by higher levels of government, its 
accountability will likely to be not to the local population. The efficiency gains that are at the heart of 
fiscal decentralisation strategies will not be realised if local voters do not have a voice in making budget 
decisions. There are other problems with not providing for accountability to local voters. For instance, 
governing local councils will not be pressured to provide better services in exchange for the chance of 
re-election (Boex 2009). 

Accountability generally has two dimensions: government employees being accountable to the elected 
representatives, and elected representatives being accountable to the public. In Bangladesh, no 
serious attempt has been made by the central government to enhance accountability. The mechanisms 
for holding local governments accountable appeared to be very weak. Elections of parishad (council) 
members and chairmen for union parishads, upazila parishads, district councils and municipalities 
are the most positive means of achieving accountability to local population. However, the inability of 
politically elected officials to hire and control their staff lessens accountability and responsiveness to 
local demands. Compared to locally hired and controlled staff, appointed officials have weaker linkages 
to local population and are less accountable and responsive. The separation between local political 
leaders and civil service officials allows each to blame the other for service delivery failures, making it 
difficult for population to know whom to hold accountable (Fox and Menon 2008). Relations between 



CPD-CMI Working Paper 6

Page | 8

elected representatives and government officials have become strained because of an unclear allocation 
of authority. Local governments are subject to strong control from higher-level governments, especially 
from the central government, which further weakens the accountability chain.

Local Discretion

Local government’s level of responsibility and resource mobilisation make a substantial difference to 
their discretion - their ability to make decisions about the nature and levels of public services. For 
example, a local government should have the ability to determine its level of expenditure if it obtains a 
significant proportion of its revenue from local taxes and fees, the rates of which it can adjust. Revenue 
sharing and block grants tend to provide more freedom of allocation than targeted grants (Bird and 
Vaillancourt 1998).

In practice, local government discretion depends on a more complex set of factors. Shares of a buoyant 
national tax may support more budgetary choice than dependence on a politically sensitive and 
administratively burdensome local tax sources. Targeted grants may release local government funds 
for other expenditures. Expenditure decisions may be largely determined by national regulations rather 
than service requirements. 

The classic argument for maximising local government discretion has been made in the fiscal federalism 
literature mostly associated with Oates (1977). He argues that the greatest efficiency is achieved when 
budgetary decisions are made by local officials elected by local people who have to meet the full cost of 
their decisions through local taxes. 

In Bangladesh, there is heavy centralisation in terms of the relative size and independence of local 
governments. Local governments enjoy very limited decision making autonomy, which is evidenced on 
both the expenditure and revenue sides of their budgets. Local Government Division must approve 
annual local government budgets (Fox and Menon 2008). Generally, higher-level governments must also 
approve projects before they can be implemented. Tax and fee rates are set by the central government. 
Local government discretion is minimal, which limits operational jurisdictions and the autonomy of local 
government institutions as a whole, and creates role ambiguity among different levels of government. 
Additionally, the decision making power of local government is subject to central control. The central 
government oversees expenditure decisions and grant allocations to local government institutions, 
which restricts local governments from enjoying functional autonomy.

Using the conceptual framework laid out above, this paper now makes a brief assessment of 
decentralisation in general, and fiscal decentralisation in particular, in the context of Bangladesh.

2.2 Local Government in Bangladesh: Current Status

The local government structure in Bangladesh consists of multiple layers of local governments largely 
coordinating with the central government. In rural areas, two levels of local government exist, but 
unlike in urban areas these are hierarchical in nature. There are 487 upazila parishads. As with district 
councils, many ministries have offices at the upazila level. Union parishads are the second level of 
local government in rural areas. In October 2013, there were 4,556 union parishads, but the number 
changes frequently. Local government institutions in urban areas include municipalities (pourashavas) 
and city corporations. There are 10 city corporations, each having been established through a separate 
ordinance. City corporations have directly elected mayors and councillors. Municipalities are the 
second level of local government in urban areas. There are 321 municipalities as of October 2013. 
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There are three categories of municipalities - A, B and C - that depend on the amount of revenue 
generated. Union parishads, municipalities and city corporations have elected bodies composed of one 
chairperson or mayor, one representative from each ward and female members from reserved wards. 
Union parishad chairmen and city corporation and municipal mayors are directly elected by popular 
vote of the entire constituency while the union parishad members and councillors are elected by their 
respective constituencies. In addition, there are seats reserved for women (Fox and Menon 2008).

Local governments in Bangladesh continue to have poor records of being efficient, accountable and 
responsive providers of public services to local communities. The extent of fiscal powers accorded 
to various tiers of local government is very limited. The local government structure is complex and 
deconcentrated rather than devolved. The number of local government tiers is high compared to 
international standards. From a fiscal perspective, Bangladesh can be considered as a highly centralised 
state (Fox and Menon 2008). No macro-level clarity is found regarding the aggregate amount of resources 
available to different tiers of local government institutions. Each local government tier generally has 
a long list of potential revenue instruments, including various taxes, fees and other income sources. 
In practice, however, many of these generate only little revenue. Local governments tend to depend 
heavily on central government transfers. This, to an extent, forces the local government institutions to 
compromise on their autonomy. 

Municipalities and city corporations occupy an important place in the local government structure in 
Bangladesh. Rapid population growth in the country and other pull factors such as better civic amenities, 
job opportunities and improved quality of life have resulted in an acceleration of migration from rural 
to urban areas. In Bangladesh, municipalities and city corporations act as the principal administrative 
units for urban areas. One wonders to what extent these institutions will be successful as vehicles of 
decentralised urbanisation.

2.3 Fiscal Decentralisation: Where does Bangladesh Stand?

By most standard measures of fiscal decentralisation, such as total local government expenditure as 
a share of total public expenditure, Bangladesh lags behind many Asian and African countries having 
relatively longer tradition of local government. For example, total annual local government expenditure 
as a percentage of gross domestic products has hardly crossed more than 3 per cent in Bangladesh (Fox 
and Menon 2008). As a matter of fact, the local government financial system in Bangladesh is one of 
the most centralised in the world. Total annual local government expenditure as a percentage of total 
consolidated government expenditure is estimated to be in the range of 2-3 per cent on an average. 
Comparable figures for Indonesia or South Africa, two countries that decentralised within the past 20 
years, are 34 per cent and 52 per cent, respectively (Das n.d.). On the revenue side, most major tax bases 
in Bangladesh remain under the control of the central government. While own source revenue potential 
varies vertically across different levels as well as horizontally across different institutions at each level, 
less than 2 per cent of total government revenue is collected at local levels, again placing Bangladesh at 
the lowest end internationally (Das n.d.).  

In Bangladesh, the central government is responsible for making a major annual fiscal transfer to the 
local governments in terms of block grants under the Annual Development Programme (ADP). In fact, 
ADP funds the development budget of the central government which is financed by the surplus revenue 
budget, domestic borrowing, external borrowing and aid from donor agencies. The transfers through 
the ADP are segmented into four major expenditure classifications: sector/programme allocation, block 
allocation, self-financed allocation and food assistance (Fox and Menon 2008).



CPD-CMI Working Paper 6

Page | 10

Of these, the block allocations fund the local government block grants.  A large share of ADP allocations 
supports vertically-driven sector programmes that are implemented directly by ministries and their 
subordinate agencies. Only a small share of allocations is channelled through block allocations, of which 
a smaller share actually translates into transfers to local governments (Fox and Menon 2008).
 
Generally, a negligible portion of the national budget is directly spent by local government institutions. 
For instance, Table 3 shows that the allocated percentage for local government institutions remained 
between 2 per cent and 4 per cent of the ADP in fiscal years 2004-05 to 2009-10.

Table 3: Amount Allocated to Local Government Institutions from the Development Budget of the Local 
Government Division

Fiscal Year Total Amount Allocated
(Crore Tk.)

Allocated Amount
as % of ADP

2004-05 470 2.29

2005-06 520 2.48

2006-07 690 3.19

2007-08 851 3.78

2008-09 450 1.96

2009-10 715 2.34

Source: Local Government Division, Government of Bangladesh.

The block grant is the major source of revenue for local government institutions in Bangladesh. All local 
government institutions have their own sources of revenue. However, these institutions generally either 
have low revenue mobilisation capacities or unwillingness to mobilise revenues for fear of political 
backlash. Given this, they can generate only a small amount of revenue from own sources relative to 
their needs, which leaves these institutions in constant shortage of funds. For the local government 
institutions, the major own sources of revenue include taxes, rates, fees and charges imposed by them. 
Besides, they also receive rents and profits from leased out properties and assets owned by them, 
and also the sums received by way of providing different types of services. Non-tax revenue sources, 
although not very common, include contributions from private individuals or entities, grants received 
from the government, rents and profits received from investments, receipts from charitable trusts placed 
with local government institutions, loans secured by local government institutions, and proceeds from 
different services being provided by local government institutions (UNESCAP 1999). It is to be noted 
that holding taxes are the most important source of revenue for local government institutions. In urban 
areas, local governments can raise on an average 40-50 per cent of their revenue from own sources, but 
a significant part of their revenue still comes from government grants (UNESCAP 1999). Table 4 outlines 
the sub-components of local government’s key revenue sources.

In addition to the main fund allocated by the central government, local governments receive additional 
assistance through other means as well. These include union parishads receiving grants in grains for 
programmes and schemes such as Test Relief (now known as Rural Infrastructure Maintenance Program), 
Food for Works, Vulnerable Group Development, Vulnerable Group Feeding and pensions/allowances 
for widows and Muktijodhha (Freedom Fighter) in cash. These grants are generally used for small-scale 
local infrastructure development projects. However, it must be mentioned that union parishads do not 
enjoy any discretion over these allocations made by the central government. Similarly, municipalities and 
city corporations also receive such grants for infrastructure development, but these funds are mostly set 
aside for particular development projects funded by either donors or the central government. It is to be 
noted that these fund allocations are made with respect to particular areas rather than specific to local 
government institutions (Fox and Menon 2008). 
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Table 4: Sources of Municipal Revenue in Bangladesh

Source Sub-Components

Property tax Property tax on annual value of buildings and lands

Conservancy rate

Water rate (except Dhaka and Chittagong)

Lighting rate

Shared property tax Surcharge on the transfer of property ownership

Other taxes Tax on professions, trades and callings

Tax on vehicles and animals

Tax on cinema, drama and other entertainments

Tolls and minor taxes (on advertisement, marriage, etc.)

Non-tax sources Fees and fines

Rents and profits from property

Other sources

Loans Internal, from banks, etc.

International agencies

Government grants Salary compensation grants

Octroi compensation grants

Normal development grants

Special grants

Source: Chowdhury (1997) cited in UNESCAP (1999).

Over the years, a broad consensus has emerged in Bangladesh regarding the need to strengthen the local 
government system to accelerate the country’s inclusive development process. It is widely recognised 
that strengthening local government is critical to bringing the state closer to the people, enhancing its 
accountability to citizens and moving the country away from the ‘winner-takes-all’ politics of centralised 
governance. Notwithstanding this broad-based appreciation of the role of local government, little 
progress has been made in this regard in the recent past. Despite their long history and constitutional 
status, local governments continue to have records of being inefficient, unaccountable and unresponsive 
to needs of the local communities. Vigorous threads of dialogues prolong among policymakers and the 
civil society of the nation as to how Bangladesh can make the transition from the overly centralised state 
to a more devolved entity where control will stream through the hierarchy from the peak to the troughs 
of the grassroots. Over the decades, the local government system in Bangladesh has been more an area 
of policy experimentation than one of stable institutional development. Decentralisation-related policy 
reforms have been an important agenda item of all successive governments. Various committees were 
set up, recommendations were made, and it was witnessed that most governments were half-hearted 
on the implementation front. Therefore, the country is still chasing the mirage of the truly capable and 
accountable local governments fully committed to local communities, their needs and priorities (Fox and 
Menon 2008).
 
Under the existing system, the higher level authority in general and central government in particular, 
tends to establish full control over the local governments. Notably, in case of union parishads - earlier 
there existed a mechanism of dual control and supervision used and exercised by the upazila parishads 
and the central government in its affairs. However, currently the central government alone tends to exert 
a higher degree of control over the union parishads. In the case of upazila parishads and municipalities, 
the central government tends to exercise similar control. Besides, the local governments are currently 
subject to control in various matters. For instance:
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• The central government has the full control over enactment of legislation on local governments. 
The central government frames detailed rules relating to conduct of elections, business, authority 
and responsibilities of elected representatives. Besides, the central government also formulates 
detailed rules as to how the local institution’s taxes are to be levied and assessed, how budgets are 
to be prepared, contracts are to be awarded, audits are to be carried out, and accounts are to be 
maintained among other important areas. Additionally, the central government makes appointments, 
and service matter and employment-related rules for the local government institutions. In some rare 
cases, when local governments make rules, these cannot be put into effect without prior approval 
from the central government.

• The size and boundaries of a local government’s jurisdiction get determined by the central 
government.

• The central government dictates the terms of determining the structure and composition of local 
governments.

• The central government controls the human resource arrangement of local institutions such as the 
appointment of officials including the chief executive officer in city corporations.

• Additionally, the central government can impose new functions on local institutions.

• Unraveling disputes between the institutions within the local government’s jurisdictions is also the 
responsibility of the central government.

• Central government stringently administers the financial issues on its own. In addition to central 
government’s supervision and control over local institutions, it can exert control through reductions 
or additions to fund allocation of local institutions.

• The severe assertion of supervising power of central government over local institutions allow the 
provision of ordering an inquiry into the transactions of a local government institution in general, or 
a specific issue questioned randomly by itself or as a follow-up of a formal complaint lodged by an 
individual.

• Furthermore, the central government has the extended power to dissolve a local government 
institution on charges of gross inefficiency, abuse of power or inability to meet financial 
obligations. 

Thus, the current local government system is evidently under heavy control of the central government. 
Local government institutions, both rural and urban, significantly lack autonomy (UNESCAP 1999). 

Local governments generally lack operational capacity. The capacity to provide services results from a 
combination of the skill levels of public employees, adequacy of local resources, and willingness and 
commitment of local government institutions and their employees. Budget resources are scarce in 
Bangladesh. Budget pressures tend to postpone actions that can most readily be postponed, especially 
when there are large cost consequences. Local governments routinely defer maintenance of facilities, 
which erodes their service delivery capacity.

3. DESIGN OF THE STUDY

3.1 Rationale

In Bangladesh, the number of people moving to live in urban areas has been significantly increasing each 
year since independence. Many new municipalities have been constituted over the past few decades, 
as is evident in Figure 3. Subsequently, citizens’ demands for effective public services from their local 
governments have also substantially increased over time.
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Generally, data and information on local governments and local government finances in Bangladesh are 
scant. Even within relevant ministries, such as the Ministry of Local Government, Rural Development and 
Co-operatives and Ministry of Finance, there is little information beyond aggregate budget figures and 
broad outlays. Many writings on union parishads exist, but no study by national or foreign researchers has 
ever focused on municipalities and city corporations exclusively. These realisations led to the conception 
of this paper. This study is essentially based on primary data gathered from nine sampled municipalities 
and two city corporations, and combining these with whatever secondary sources’ materials are available 
on the topic.

In its review of the challenges faced by municipalities and city corporations, this paper remains sensitive 
to the fact that these local government institutions vary greatly in terms of size (population and area), 
duration of existence, location in the national production network, infrastructure development and 
institutional capacity. Notably, successive central governments created new municipalities without 
taking into account their financial and institutional viability as local government institutions. In many 
cases, union parishads were turned into municipalities upon political considerations. Many then failed 
to provide the expected services. Regardless, local tax rates increased, which led to great dissatisfaction 
among municipal population in general, and the urban poor in particular. 

In several municipalities, the situation is such that people have been in favour of reverting to a union 
parishad. As a matter of fact, a municipality or city corporation can be financially and operationally 
viable only when it has the financial means and functional authority to support the social and economic 
development goals of its citizens through planning and the equitable, sustainable provision of services. 
A financially and operationally viable municipality or city corporation should involve:
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Figure 3: Growth of Municipalities in Bangladesh

Source: Local Government Division, Government of Bangladesh.



CPD-CMI Working Paper 6

Page | 14

• An efficient, cost-effective organisational structure built around key business processes and 
objectives.

• Administrative procedures that are efficient and well-documented, and provide understandable, 
accurate information to key stakeholders and decision makers, both within and outside the 
government.

• Local revenue sources that are robust and diversified, and that create rational incentives for the use 
of public services.

• A system of internal and external controls that minimises opportunities for corruption and encourages 
a culture of transparency and accountability.

• Public services that are provided using a model of commercial viability that controls expenses, 
mobilises adequate resources directly from users and makes subsidies transparent.

• Mechanisms that are regularly employed to involve citizens in defining goals for the development 
of municipalities and determining the levels and quality of services and provide feedback to the 
government entity on citizens’ satisfaction.

Efficient, effective local governments are necessary for successful accelerated urban development. The 
activities of municipality and city corporation authorities lack transparency and accountability. In the 
absence of proper monitoring, people have no idea about the budget allocation system, implementation 
and maintenance of development activities and income and expenditures of municipalities and city 
corporations. This paper addresses such issues and more.

3.2 Objectives

The study has the following objectives:

• To update the state of knowledge on contemporary local government issues in general, and local 
government finance in particular, in the context of Bangladesh.

• To assess the nature and extent of devolution of fiscal and financial powers.
• To map the flow of revenues and expenditure composition of municipalities and city corporations.
• To examine the existing mechanisms of accountability for municipalities and city corporations in 

general, and those of financial accountability in particular.

3.3 Methodology

In order to achieve the above mentioned objectives, the following methodology was adopted: 

• Conceptualisation: Preparation of the concept note
• Desk research: Literature review
• Expert group meeting
• Design of survey
• Field tests using the survey (carried out between December 2012 and March 2013)
• Focus group discussions
• Validation through expert group workshop

3.4 Sample

The stratified sampling technique was used to select at least one municipality from each division. The 
study covers a municipality that became a city corporation, at least one municipality far away from the 
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capital Dhaka, a relatively newly established municipality that has been able to significantly increase its 
own source revenue, a long-established, populous municipality that struggles to generate own source 
revenue, and category A, B, and C municipalities.

The study also covers two city corporations - one newly established (Narayranganj City Corporation) 
and the other one is relatively old (Khulna City Corporation). The other criteria followed in selecting the 
city corporations was their relative distance from the capital - one is closed to Dhaka (Narayranganj),  
and the other is located far away from the capital (Khulna).

The salient features of selected municipalities and city corporations are presented in Tables 5 and 6, 
respectively. Survey respondents’ attributions are presented in Table 7.
 
Table 5: Sample Municipalities and Rationale for Sampling

Municipality Division Category Year of 
Establishment

Total 
Populationa 

Rationale

Arani Rajshahi B 2006 28,300 During the period of 2005-2012, a total of 28 
municipalities were established; out of which 
only two are still in category B. These are 
Arani and Belkuchi with a total population of 
28,300, and 75,364 respectively. Both were 
established in 2006, but Arani was chosen 
as it moved from category C to B within 
a shorter span of time and has a smaller 
population size

Bajitpur Dhaka B 1869 34,898 Before 1947, there were 31 municipalities. 
Out of those, 29 belong to category A 
currently, and two municipalities namely 
Bajitpur and Gouripur still belong to category 
B. Bajitpur was chosen as it is older than 
Gouripur and has a relatively large population

Dhunat Rajshahi C 2001 15,575 Between 2000 and 2012, a total of 28 
municipalities (with population size 
ranging between 15,000 and 25,000) were 
established. Out of those, nine municipalities 
are currently in category B and one 
municipality has moved from category B to 
category A with less population than Dhunat. 
Dhunat was chosen as it was in category C

Haragach Rangpur C 1989 61,425 At present, nine municipalities of Rangpur 
Division are in category C. Among them, 
Haragach is the oldest and has the largest 
population (61,425)

Kasba Chittagong C 1999 40,416 There are 130 municipalities with population 
ranging between 25,000 and 50,000, out of 
which 30 are in category C. Established in 
1999 and with a population of 40,416, Kasba 
is one of the municipalities in that category

Kumarkhali Khulna A 1869 29,000 Out of the municipalities established before 
1900, a total of 25 municipalities moved 
to category A. Kumarkhali belongs to this 
category which is having the least

(Table 5. contd.)
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(Table 5. contd.)

Municipality Division Category Year of 
Establishment

Total 
Population 

Rationale

population. Also under the population range 
(25001-50000), 42 municipalities moved to 
category A - in which Kumarkhali is the one 
having the relatively less population

Mathbaria Barisal A 1993 18,375b In the Barisal Division, there are 11 
municipalities having the status of category A. 
Among these, Mathbaria has moved to 
category A from category B within a relatively 
short span of time

Nabiganj Sylhet B 1997 30,286 Established in 1997 and having a population 
of 30,286, Nabiganj is in category B. On the 
other hand, Madhabpur is a neighbouring 
municipality which was established in the 
same year as Nabiganj and even having 
relatively small size of population (21,930) 
has already been upgraded to category A

Tarabo Dhaka B 2002 64,875c Tarabo was established only in 2002. 
Compared to other municipalities established 
around the same time, Tarabo has progressed 
quickly from category C to B. Now it is being 
considered for a further upgradation

Source: Local Government Division, Government of Bangladesh; and also information collected from municipalities.
Note: aBBS (2012); and also information collected from municipalities.
bThe figure is as of 2011 Population Census, but as per the data collected by the EPI workers of municipalities the number of polpulation is 
about 46,000.
cAs of 2001.

Table 6: Sample City Corporations and Rationale for Sampling

City Corporation Division Year of Establishment Total Population Rationale

Khulna Khulna 1984 1,050,000 Relatively old

Narayanganj Dhaka 2011 729,000 Newly established

Source: Local Government Division, Government of Bangladesh; and also information collected from city corporations.
 
Table 7: Broad Profile of Survey Respondents

Type of Respondents Number of Respondents Comments

Municipality and city corporation mayor 11 One from each sampled municipality/city corporation

Chief executive officer 2 One from each sampled city corporation

Municipality secretary 9 One from each sampled municipality

Female councillor 22 Two from each sampled municipality/city corporation

Male councillor 22 Two from each sampled municipality/city corporation

Accounts officer/tax collector 11 One from each sampled municipality/city corporation

Citizens 110 Ten from each sampled municipality/city corporation

Source: Authors’ elaboration.
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3.5 Major Research Questions

The major research questions of this study are as follows:

1. Do municipalities have adequate legal frameworks, human capacity and financial resources to carry 
out their mandated functions? 

2. How much autonomy do municipalities enjoy in fiscal, financial and personnel management?
3. What are the factors that impede devolution of fiscal powers to municipalities? 
4. What are the factors affecting upstream and downstream accountability of municipalities?
 
4. ANALYSIS OF FIELD SURVEY FINDINGS

4.1 Institutional and Governance Aspects

4.1.1 Functions of Urban Local Government Institutions in Bangladesh

Municipalities and city corporations in Bangladesh are vested with a long list of functions delegated 
to them by the central government under the Municipality (Pourashava) and City Corporation                                
Act, 2009. 

As Figure 4 shows, the functions broadly relate to:

• Public health (water supply, sewerage and sanitation, etc.)
• Public welfare (public facilities for education, recreation, etc.)
• Regulation (enforcing building by laws, encroachments on public land, etc.)
• Public safety (fire protection, street lighting, etc.)
• Public works (construction and maintenance of roads, culverts and drainage systems, etc.)
• Development activities (town planning and development of commercial markets, etc.)

Public
Health 

Public 
Safety

Development 
Activities 

Public 
Works 

Regulation 

Public 
Welfare 

Broad 
Functional 

Jurisdiction of 
Municipalities 

and City 
Corporations

Figure 4: Functional Jurisdiction of Urban Local Government Institutions

Source: Local Government Division, Government of Bangladesh.
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Municipalities and city corporations are statutorily responsible for the provision and maintenance of 
basic services and infrastructure in cities and towns. Some municipalities are presently facing difficult 
situations where the demand for services has been rising due to urbanisation, but on the supply-side, 
the local resource base has been declining. 

4.1.2 Human Resource Management

Autonomy on Recruitment and Control over Officials

As far as the recruitment and appointment of personnel is concerned, municipalities lack autonomy. 
They are not fully autonomous in hiring and firing their staff. First and second-class officials get appointed 
by the Ministry of Public Administration, while only third and fourth-class employees get appointed by 
municipalities and city corporations. By law, an employee selection board is supposed to be formed 
by a municipality to consider the appointment of third and fourth-class employees, with the sitting 
mayor acting as the chair of the board. Notably, members of parliament and district commissioners 
have informally influenced the recruitment process in the cases of eight out of nine (88.9 per cent) 
sampled municipalities. Out of 11 sampled municipalities and city corporations, six (54.5 per cent) 
were reportedly overstaffed and four (36.3 per cent) were understaffed. In one of the sampled city 
corporations, 600 employees were working on master roll and the total annual salaries amounted to 
Tk. 18 crore which represented about 28.46 per cent of the actual budget (Tk. 63,23,91,577) of the 
Narayanganj City Corporation in 2011-12, and 13.16 per cent of the actual budget (Tk. 136,72,92,352) of 
the Khulna City Corporation in 2010-11.

Out of nine sampled municipalities, three were significantly understaffed, not having at least one or 
more important officials such as a secretary, an accountant, tax collectors or tax assessors. 

Capacity Building

Training is not given much importance in any of the sampled municipalities or city corporations. It was 
found out that only the mayors received short orientation training upon taking office, and only a small 
number of councillors received capacity development training. A limited number of initiatives were 
found to have taken by the municipalities and the city corporations to improve administrative capacities 
through training of tax assessors and other personnel responsible for the collection of taxes. Only in two 
out of nine (22.2 per cent) sampled municipalities officials attended training programmes, and in those 
cases they did not find them to be useful or relevant to their needs. The central government permits 
municipalities to sack any employee for poor or unsatisfactory performance. A mayor can exercise his 
or her authority to fire employees recruited by the municipality that he or she leads, but this has not 
yet been done in any of the sampled municipalities or city corporations. The survey revealed that seven 
out of nine (78 per cent) sampled municipalities were experiencing elevated fiscal stress in attempts to 
operate and maintain existing services at satisfactory levels.

4.1.3 Level of Awareness and Involvement of Elected Representatives

Twenty nine out of 36 (80 per cent) surveyed municipal councillors appeared to be largely unaware of 
important municipal affairs and developments. They did not even appear to be aware of their rights and 
obligations. The councillors of city corporations were found to be more informed and aware of their rights 
and obligations than councillors of municipalities. Surveyed female councillors of municipalities and city 
corporations alike were found to have little knowledge about local government affairs and their rights and 
responsibilities. Twenty out of 22 (91 per cent) surveyed female councillors of municipalities indicated 
that their voices were not generally heard. They were sometimes not officially informed about different 
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municipal events, and even when informed, they were generally not informed in advance. In extreme 
cases in some sampled municipalities and city corporations, female councillors were not even informed 
about the regular monthly meetings. When asked why they did not bring this issue to the monthly meeting, 
several female councillors said that “such issues are discussed in the meetings. Promises are made not 
to make such mistakes again. But they know these are empty promises. No one monitors anything, so 
nothing changes.” Surveyed female councillors of municipalities and city corporations also pointed out 
that how well one is treated by mayors depends on one’s political affiliation, one’s personal relationship 
with a mayor, and the extent to which one accepts or endorses a mayor’s priorities and conduct.

4.1.4 Governance and Accountability

By law, municipalities are supposed to form a number of standing committees to ensure effective 
governance and accountability. Most sampled municipalities were found to have formed or were in the 
process of forming standing committees, but none had been able to make these committees operational. 
To ensure public oversight of development activities, greater coordination and citizens’ participation, 
municipalities are, by law, supposed to form ward-level coordination committees and town-level 
coordination committees. It was found out that in most municipalities and city corporations these 
committees were formed but there were no sincere attempts to make them functional. Surveyed citizens 
from sampled municipalities and city corporations said that in many cases their grievances had not been 
addressed by their elected representatives. Tables 8 and 9 show that surveyed citizens’ complains were 
generally not attended to by municipal and city corporation representatives. Seventy per cent of the 
surveyed citizens of sampled municipalities indicated that their complaints were never given adequate 
attention. The situation was graver in the cases of category C municipalities, where 80 per cent of surveyed 
citizens said that their complaints were never addressed by their representatives. Strikingly, about 72 per 
cent of surveyed citizens in category A municipalities expressed similar views.
 
Table 8: Public Representatives’ Responses to Citizens’ Complaints

Nature of Response Percentage

Never attended complaints 69.90

Always attended complaints 30.10

Source: Based on authors’ field survey findings.

Table 9: Category-wise Variations in Public Representatives’ Responses to Citizens’ Complaints

Category of Municipalities Never Attended Complaints (%) Always Attended Complaints (%)

A 72.22 27.78

B 53.85 46.15

C 80.00 20.00

Source: Based on authors’ field survey findings.

4.2 State of Finance and Financial Management

4.2.1 Patterns of Urban Local Government Finance

Vested with a range of functions through acts and other administrative orders, municipalities and city 
corporations are constrained in discharging their obligatory functions due to limited resource bases. 
Their low per capita receipts do not enable them to meet the minimum standards of services. Overall, 
current revenues are insufficient to meet the growing needs of urban population. Improved financial 
management is necessary to increase efficiency in revenue collection and expenditure control. 
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Main sources of revenue of municipalities and city corporations include own source revenue, central 
government transfers, and borrowing. Each will be described in turn.

Own Source Revenue

Sources: Municipalities’ and city corporations’ own source revenue is made up of property-based 
revenue, activity-based revenue, and revenue from own property. Property-based revenue gained from 
taxes and rates is a major component of municipalities’ and city corporations’ total revenue. Taxes are 
imposed on residential and commercial properties, while rates are collected for providing street lighting, 
conservancy and water. There is a property-based tax called the immovable property transfer tax, which 
is collected directly by the central government at the time of property transfer. Two per cent (of the 
value of every deed of transfer) of this revenue is shared with municipalities and city corporations. 
There are several activity or benefit-based revenue sources. These include taxes on professions, trades 
and callings, taxes on applications for erection and re-erection of buildings, taxes on advertisement, 
amusement, vehicles, fees on shops and licenses, and tolls on ferries, bus stands and sand deposits. 

Volume: The survey revealed that municipalities’ own source revenue mobilisation is generally poor. 
In five out of nine (55.6 per cent) sampled municipalities, only salaries and some basic activities could 
be paid for with own source revenue. In two (22.2 per cent) category C municipalities’ employees 
remained unpaid for eleven months and in another for seven months, which contributed to a great deal 
of frustration and low morale of these employees. Only two out of the nine (22.2 per cent) sampled 
municipalities - in categories A and B - managed to mobilise enough revenue to have a surplus after 
paying the salary bills of the employees.

Existing challenges: Focus group discussions and interviews with municipal citizens revealed that citizens 
were generally reluctant to pay taxes. Many citizens indicated that they were not interested in paying 
taxes because they did not have a clear idea as to how the collected tax money would be used. Mayors 
were asked why residents did not want to pay taxes. They ranked the reasons in the following order:

1. Residents are not used to paying taxes;

2. Low levels of income;

3. Poor quality of services delivered by the municipalities and city corporations;

4. Unwillingness of elected representatives to collect tax.

Municipal citizens indeed were found to be generally unwilling to pay taxes because they were 
unaccustomed to it. Many citizens were found to be apathetic about municipalities’ and city corporations’ 
affairs. Their knowledge about local government administration, services and development activities 
was limited. Most interviewed citizens were in agreement that municipalities and city corporations 
should try to engage citizens as much as possible in different activities and events. Improving 
communication by municipalities and city corporations would directly contribute to enhance own 
source revenue generation. 

Revenue from holding taxes is another major component of municipalities’ and city corporations’ total 
revenue. Different stakeholders were interviewed on the subject, including elected representatives, 
permanent officials of municipalities and city corporations and citizens. Some general problems were 
identified by officials who were associated with the assessment of holding taxes. First, assessing annual 
rental values is at times difficult. Property taxes are levied on the basis of rateable value of a property. 
The rateable value is usually defined as the rental value that the property would fetch if it were rented 
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out. In practice, however, the rateable value is estimated not through the market mechanism but 
through administrative procedures. Therefore, on average only between 50 and 70 per cent of potential 
taxes are collected, not to mention that taxes on property continued to be plagued by the problems 
of narrow base, persistent undervaluation, high rates, poor collection efficiency and limits imposed on 
rents of properties under rent control acts. Second, assessors in general do not have complete records 
when additions to buildings are constructed and rental values are increased. Third, the assessment of 
holding taxes is often manipulated due to illicit collusion between taxpayers and assessors. Fourth, 
most mayors and councillors do not want a regular and objective assessment of holding taxes on the 
grounds of losing popularity in the process. This was identified by interviewees as one of the biggest 
problems that hinder regular assessment of holding taxes. Critically, a number of sampled municipalities 
were found to have less than required number of tax assessors, some only had a few apprentice level 
or unskilled tax assessors. In extreme cases, a number of sampled municipalities had no tax assessors at 
all. Figure 5 outlines the causes and effects of low local revenue collection by municipalities.

Interviewees also identified problems associated with the collection of holding taxes. Most interviewed 
municipal citizens were found to be unaware of the holding tax rate and the collection procedure. The 
survey revealed that only about 30 per cent of sampled municipal citizens were aware of the holding 
tax rate, and only about 15 per cent had moderate knowledge about the collection procedure. Tax 
collectors are supposed to go door-to-door to deliver tax bills, but citizens informed that tax bills were 
not regularly delivered. The survey revealed that about 48 per cent of citizens did not get their bills on 
time. On average, they got their bills two to three months after a tax assessment was made. Moreover, 
sampled municipalities followed either the manual procedure or bank collection procedure. In the 
case of manual dealings, there was wide scope for corruption and tax evasion, mainly due to the illicit 
collusion between taxpayers and collectors, was identified as common. Only a few municipalities were 
found to have prepared tax defaulters lists. In select cases lists were made public, but no subsequent 
penal measures were ever taken. Most municipalities did not make any effort to make their list public. 
There was an evident lack of political will to enforce penalties.
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Figure 5: Causes and Effects of Low Local Revenue Collection by Municipalities

Source: Based on authors’ field survey findings.
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As shown in Figure 6, councillors ranked weak institutional capacity and the unwillingness of elected 
representatives as the main obstacles to raising own source revenues in municipalities. Interestingly, 
Table 10 indicates that the unwillingness of elected representatives, institutional capacity and tax bases 
are major problems in category C municipalities than in category A municipalities. Councillors did not 
consider generous central government transfers and donor-funded projects to be impediments to own 
source revenue mobilisation.

Table 10: Relative Importance of Barriers to Own Source Revenue Generation for Municipalities
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Source: Based on authors’ field survey findings.

Central Government Transfers

Sources and volume: Fiscal transfers comprising shared taxes and block grants have a special role in 
the finances of municipalities, despite the absence of well-set policies in Bangladesh. The rationale of 
transferring resources is based on the assumption that local governments cannot generate the revenues 
they need, and the assertion that transfers from the central government to local governments are 
necessary to correct functional and fiscal mismatches. Generally, municipalities and city corporations 

Figure 6: Barriers to Own Source Revenue Generation for Municipalities

Source: Based on authors’ field survey findings.
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depend heavily on central grants, namely ADP block grants and special block grants. These central 
grants are provided primarily to fund development and maintenance activities. The survey revealed 
that most sampled municipalities and city corporations received ADP block grants more or less on time, 
but transfers have been delayed in case of special block grants (Table 11). The survey also revealed that 
decisions about special block grants are often made upon political considerations. The value of these 
grants and when they would be released largely depend on whether or not a mayor represents the 
ruling party, how well the mayor is connected with the core leadership of the ruling party, and how well 
the mayor can navigate through the difficult maze of central bureaucracy. Securing special block grants 
is difficult for municipalities that have a mayor who represents opposition political parties, and in cases 
where they are in a position to secure such grants, the disbursement often gets delayed.

Table 11: Timely Receipt of Central Government Transfers in the Sampled Municipalities (by Source)

Source Grants Received on Time (%) Grants Not Received on Time (%)

ADP block grant 88.9 11.1

Special block grant 44.4 55.6

Source: Based on authors’ field survey findings.

Effectiveness of the current system of grant distribution: The majority of sampled municipalities do 
not support the existing system of grant distribution. Five out of nine (55.6 per cent) municipalities 
labeled the system’s approach as illogical and ineffective (Table 12). Generally, the government grants 
are allocated based on the category (Special, A, B, C) of municipalities. While distributing this grant, 
the central government does not pay any attention to important issues such as actual need, capacity, 
population size or backwardness of the municipalities. 

Table 12: Opinion on the Effectiveness of the Current System of Grant Distribution

Effective (%) Effective to Some Extent (%) Not Effective (%) 

33.3 11.1 55.6

Source: Based on authors’ field survey findings.

There are two reasons for dissatisfaction about the existing system of grant distribution. First, it fosters 
discrimination between municipalities. The system is unfair given that municipalities have their inherent 
weaknesses owing to structural, geographical and other reasons. There has been no systematic attempt 
by the central government to enhance the capacities of weaker municipalities or treating the weaker 
municipalities separately while distributing central government grants. Therefore, weaker municipalities 
remain weak under the existing system of grant distribution. Second, there are municipalities that are 
not in positions to raise revenue even if they exert maximum effort. Upgrading from one category of 
municipality to another thus remains a distant possibility for them. The current system has a demoralising 
effect on municipalities that have low revenue mobilisation potential. 

Challenges: For local governments, functional and fiscal mismatches result in a high degree of financial 
dependency on transfers from the central government. Given the benefits of financial autonomy, own 
source revenue should play a major role for municipalities and city corporations, while dependency 
on the central government should be as low as possible. One danger of liberal provisions of ADP block 
grants and special block grants is that the efforts of municipal bodies to mobilise their own resources 
get slackened. Mayors and councillors indicated that the special block grant is a discretionary grant 
that is more often than not allocated upon political considerations - the municipalities having mayors 
representing the ruling party always get preferential treatments, and these funds are never allocated to 
any municipalities having mayors affiliated with the opposition political parties.
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Municipality and City Corporation Borrowing

By dint of the Local Authorities Loans Act, 1914, a municipality can borrow money from banks and 
financial institutions. But since advanced approval from the central government is required, no sampled 
municipality borrowed from any bank or financial institution. There is a World Bank-supported central 
government project known as the Bangladesh Municipal Development Fund, from which a municipality 
can obtain preferential loans to undertake development activities. Only two out of nine (22.2 per cent) 
sampled municipalities have received grants from that fund. Municipalities and city corporations that 
have been able to demonstrate increasingly higher own source revenue generation can claim additional 
grants from the Urban Governance and Infrastructural Improvement Project funded by the Asian 
Development Bank (ADB). The two sampled city corporations have received grants under this project.

4.2.2 Mapping Financial Autonomy in Urban Local Government Institutions

Most sampled municipalities and city corporations are heavily dependent on central government transfers, 
as shown in Figure 7. For municipalities, such transfers constitute between 30 per cent and 99 per cent of 
total revenue. The average contribution of holding taxes to the total revenues of sampled municipalities 
and city corporations is 25.38 per cent, while the average contribution of central government transfers 
to total revenues is about 74.61 per cent. Strikingly, eight out of 11 (72.7 per cent) surveyed municipal 
and city corporation mayors said that their dependence on central grants is adversely affecting their fiscal 
autonomy and institutional capacity to carry out mandated functions (Table 13).

An analysis of various aspects of financial management demonstrates that urban local government 
institutions are not autonomous in many areas. As shown in Table 14, elected representatives perceived 
that they are less autonomous in preparing the list of credit defaulters, whereas they perceived greater 
autonomy in settling audit objections. Perceived autonomy generally varies according to categories of 
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municipality. For instance, in the case of tax evaluation, the higher the category of municipality the higher 
the perceived autonomy. In the cases of planning and budget implementation category C municipalities 
perceived to be having the lower level of autonomy. Key trends are presented in Table 15.

Table 13: Perceptions of Mayors and Councillors on Autonomy in Different Aspects of Financial Management

Aspect of Financial Management Not Autonomous Autonomous

Settle audit objections 27.80 72.20

Determine tax rate 42.10 57.90

Tax appeal disposal process 50.00 50.00

Tax evaluation 52.60 47.40

Increase the tax ambit 52.90 47.10

Tendering 68.40 31.60

Making investments in commercial markets or buildings 72.20 27.80

Budget implementation 72.20 27.80

Planning 77.80 22.20

Preparing lists of credit defaulters 82.40 17.60

Source: Based on authors’ field survey findings.

Table 14: Perceptions of the Mayors and Councillors on the Financial Autonomy of the Municipalities

Indicator on Financial Autonomy Category of 
Municipalities

Not Autonomous 
(%)

Autonomous
(%)

Tax evaluation A 33.30 66.70

B 44.40 55.60

C 71.40 28.60

Preparing lists of credit defaulters A 50.00 50.00

B 75.00 25.00

C 100.00 0.00

Tax appeal disposal process A 0.00 100.00

B 77.80 22.20

C 28.60 71.40

Planning A 66.70 33.30

B 77.80 22.20

C 83.30 16.70

Investment in alternative sources of permanent incomea A 50.00 50.00

B 66.70 33.30

C 85.70 14.30

Budget implementation A 66.70 33.30

B 62.50 37.50

C 85.70 14.30

Settle audit objections A 33.30 66.70

B 12.50 87.50

C 42.90 57.10

Tendering A 100.00 0.00

B 55.60 44.40

C 71.40 28.60

Source: Based on authors’ field survey findings.
Note: aInvestments by municipalities in the construction of commercial markets or shopping malls, for instance.
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Table 15: Variations in the Degree of Autonomy on Different Indicators

Indicator Observations

Tax evaluation As the category of municipality increases, perceived autonomy 
increases

Preparing lists of credit defaulters As the category of municipality decreases, perceived autonomy 
decreases

Tax appeal disposal process Category A municipalities are perceived to be fully autonomous

Planning As the category of municipality increases, perceived autonomy 
increases

Investment in alternative sources of permanent 
income

As the category of municipality increases, perceived autonomy 
increases

Budget implementation Category C municipalities are perceived to be least autonomous

Settle audit objections Category C municipalities are perceived to be least autonomous

Tendering Category A municipalities do not perceive having any autonomy

Source: Based on authors’ field survey findings.

4.2.3 Expenditure Patterns of Municipalities and City Corporations

As demonstrated in Figure 8, major local government expenditures include Establishments, Others, and 
Health and Sanitation, with Education evidently being a low priority. ‘Establishments’ covers honorariums 
of mayors and councillors, staff salaries including wages of daily labourers, purchases and maintenance 
of vehicles, fuel for vehicles, telephone bills, electricity bills, purchases of furniture, purchases and 
maintenance of computers and travel allowances. ‘Others’ covers expenditures on social and religious 
institutions, land development, audits, legal suits, observing national days, sports and cultural activities, 
emergency relief, street lighting and meetings. Major development expenditures include Infrastructure 
Development, Infrastructure Maintenance, Others and Donor-funded Projects, as shown in Figure 9. 
‘Others’, in case of development expenditures, mostly covers street lighting, education, sports, public 
health, neighbourhood development, animal resources and renovation of bus terminals.

Figure 8: Major Areas of Expenditure of Sampled Municipalities and City Corporations: 2010-11

Source: Based on authors’ field survey findings.
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4.2.4 Budgets and Budgetary Processes

Municipalities in general, and city corporations in particular, use budgets more as instruments for 
obtaining central government funds than tools for efficiency, transparency and accountability. Budget 
preparation is a routine exercise that is done in a simplistic manner. A budget is divided into three basic 
categories: ‘Current,’ ‘Capital’ and ‘Special’ fund accounts. Due to the absence of proper definitions, 
municipalities mainly use the first category. In discussion with the municipal mayor and councillors, 
accounting departments select projects and allocate funds. Revenue estimates are prepared by totalling 
arrear taxes and current demand for taxes and increasing other revenues by certain percentages. 
Municipalities are legally required to have balanced budgets, but a significant part of arrear taxes often 
remains uncollected, which causes the actual revenue to fall well short of projected revenue. Only about 
one-third of budgeted property taxes and rates are collected annually. Estimates for central government 
grants are then made on projections based on the previous year’s receipts (Ahmed 2000). Municipalities’ 
and city corporations’ revenues and expenditures are thus conditioned by the level of resources available. 
In municipalities where revenues are low, expenditures are also low. Such low expenditures have crucial 
impacts on the nature and quality of public services that can be provided.

4.2.5 Auditing Practices in Municipalities and City Corporations

External audits are carried out every year in municipalities. There were no provisions for internal auditing 
in sampled municipalities and city corporations. External auditors come from the local revenue audit 
department of the office of the Accountant General of Bangladesh. Two auditors typically take about 10 
days to complete an audit. Audit reports concentrate on the accuracy of financial records, but do not 
look into financial management aspects such as realistic budgeting, tax collection performance, cash 
management and interest earned from bank deposits (Ahmed 2000).  

Figure 9: Major Areas of  Development Expenditure of Sampled Municipalities and City Corporations: 
2010-11

Source: Based on authors’ field survey findings.
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4.2.6 Financial Transparency and Accountability

Copies of audit reports, annual financial statements, tax assessments and annual budgets are generally 
not shared with the wider population of municipalities. Open budget meetings are held in some 
municipalities where budgets are shared with citizens. However, it is to be noted that only the influential 
local people are invited to those meetings and common citizens are largely unaware of this practice. 
Councillors are often unaware of audit reports and objections. The current accounting system used in 
municipalities is the single-entry accounting system, and only 50 per cent of sampled municipalities had 
computerised tax record-keeping systems. The financial activities of municipal authorities therefore lack 
transparency and accountability. In the absence of monitoring by the members of local civil society, 
citizens have hardly any idea about municipal revenues and expenditures, funding allocations and 
implementation of development and maintenance activities.

4.3 Citizens’ Perceptions about Municipalities and City Corporations

A total of 110 citizens from the sampled municipalities and city corporations were interviewed. Eleven 
in-depth focus group discussions were also conducted with citizens of these municipalities and city 
corporations. Important perceptions included:

• 60 per cent of citizens were not satisfied with the quality of services provided by their local 
government.

• 67 per cent of citizens did not lodge a complaint about poor service quality because they “knew 
nothing would change.” 

• 90 per cent of citizens perceived that they could not participate in development project identification 
processes.

• 63 per cent of citizens “heard” about corrupt practices in municipal development projects.
• 55 per cent of citizens said that the constitution of their municipality contributed to ending some 

social safety net interventions such as the Vulnerable Group Development programme and female 
students’ scholarships, which have heavily affected the extreme poor in particular. 

• 40 per cent of citizens opined that municipal officials were corrupt and inefficient. 
• Many citizens, both poor and rich, of two sampled municipalities advocated for reverting to union 

parishads. They opined that they were better-off under union parishads.

4.4 Policy Perspectives on Finance for Municipalities and City Corporations

Does Population Size Matter? 

A large population does not necessarily help a municipality or a city corporation mobilise more own source 
revenue. A municipality or a city corporation with a relatively small population may be better positioned 
to mobilise more of such revenue. Strikingly, municipalities and city corporations were found to have 
performed poorly on own source revenue mobilisation, both with large and small population. Population 
size is therefore not linked with better financial management capacities, improved accountability and 
increased autonomy of municipalities or city corporations.

Does the Strong Economic Base of the Municipality or City Corporation Matter?

A municipality or a city corporation that has a relatively small population but a strong economic base, 
is generally in a better position to raise own source revenue. But it does not necessarily guarantee an 
efficient financial management system or effective accountability mechanisms. A strong economic base 
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certainly contributes to increased autonomy. It might contribute to more finance, but it alone might not 
improve financial accountability. The attitudes and education of the mayor and councillors are important 
factors in improving accountability.

Does Political Affiliation of Elected Representatives Matter?

Councillors’ political affiliations were not found to have negative impacts on the working relationships of 
officials and employees functionaries. A mayor’s political affiliations, however, tend to have significant 
impacts. If the mayor belongs to the ruling political party:

• The municipality or city corporation can easily secure funding from the central government. 

• The mayor is less accountable to the local community for the nature and quality of public services.

• The municipality or city corporation is more autonomous since checks and balances are relaxed. 

• Both local and central administration becomes more supportive to the mayor.

If the mayor belongs to an opposition political party:

• The municipality or city corporation receives “no or fewer” special block grants.

• The mayor needs to be more accountable for public services to the local community.

• The municipality or city corporation is less autonomous, since local members of parliament and 
influential local political leaders linked with the ruling party tend to influence the decision making 
process of the municipalities and city corporations.

• Both local and central administration is less supportive to the mayor.

If the mayor and local members of parliament are from the same political party and the mayor has long-
term political ambitions, then local members of parliament tend to dominate the local political scenes, 
and at times dictate the terms of the affairs of the municipalities and city corporations given his or 
her relatively intimate and close association with the central leadership and this often leads to serious 
political conflict. In extreme cases, this conflict causes serious disruptions in the usual functioning of the 
municipalities and city corporations. Such an instance was found in one of the sampled municipalities.

Does the Location of a Municipality or City Corporation Matter?

A number of sampled municipalities are located far from Dhaka or a district town but were found to 
have relatively good financial management and accountability practices. On the other hand, some 
municipalities with relatively closer proximity to the capital or a district town were found to have poor 
financial management and administrative capacities. One sampled city corporation was closer to Dhaka 
and the other was located far from Dhaka. The study reveals that the performance of both the city 
corporations on financial management has been less than satisfactory. 

When compared the relative performance of these two city corporations, it was found out that on some 
indicators of financial management and accountbaility practices, Narayanganj City Corporation seemed 
to have performed better than the Khulna City Corporation. On the other hand, on some indicators, 
however, Khulna City Corporation has outperformed Narayanganj City Corporation. Location then, 
appeared not to have influenced financial management and accountability practices.
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Does the Year of Establishment of the Municipality or City Corporation Matter?

A few of the older sampled municipalities were found to have poor financial management, weak 
accountability systems and low administrative capacities. However, some old municipalities were found 
to have good financial management and high administrative capacities. A few relatively newly established 
municipalities were found to have relatively good financial management records and accountability 
practices, while several new municipalities appeared to have poor financial management records, dismal 
accountability practices and low administrative capacities. Similar trends were revealed in case of city 
corporations as well. Therefore, a municipality’s or city corporation’s year of establishment appears to 
have no effect on financial management, accountability or administrative capacity.

Does the Category of Municipality (A, B, C) Matter? 

The category of municipality has effects on financial management, accountability and autonomy. 
Category A municipalities’ financial management, accountability practices and autonomy were found to 
be better than that of category B and C municipalities. The two category C municipalities in the sample 
were found to have dismal financial management and accountability practices.

Does the Amount of Generated Revenue Matter?

The amount of revenue generated was found to be associated with proper financial management, 
strong accountability and relative autonomy. It was found out that the more revenue generated, the 
better the financial management and greater the observed level of accountability and autonomy. For 
example, municipalities and city corporations that generated larger amounts of revenue had relatively 
good financial management and stronger accountability systems in place. On the contrary, municipalities 
and city corporations with smaller amounts of own source revenue had poor financial management and 
weak accountability practices.

5. CONCLUDING OBSERVATIONS

In recent years in Bangladesh, there has been a major shift in thinking about the provision of public 
services, such as water supply, sewerage, and road construction and maintenance, in urban areas. These 
services are no longer viewed as free public goods or obligatory services provided by local governments 
in return for the payment of taxes. Increasingly, these services are being considered as commodities that 
are to be provided on a commercially viable basis, as goods for which service charges or user fees have 
to be paid, at times in addition to general taxes. Service charges or user fees are expected to meet the 
total cost - both capital costs and operation and maintenance costs - of supplying these services over 
the long-term. Many municipalities and city corporations do not have adequate capacities to provide 
basic services. In cases where public services are provided, the cost recovery of some of them, like the 
provision of water, is often low. With a view to balance local governments’ revenues and expenditures, 
the costs of public services should be recovered by charging the users of those services appropriate 
fees. The rationalisation of user fees for public services is therefore necessary to mobilise substantial 
revenues for financing both services and urban infrastructure development.  

There is no denying that for municipalities and city corporations to operate efficiently and effectively, 
systematic and sustained capacity building initiatives are needed in addition to increased revenue. 
Institutional capacity includes both human competences and logistics. 
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This study has revealed that the overwhelming majority of elected representatives appeared to lack 
that knowledge and understanding of local government functions, operational procedures, and even 
knowledge about their rights and obligations. Strikingly, most of the elected representatives, particularly 
the councillors also seemed to have little knowledge with regard to budgeting, planning and resource 
management. Adequate attention should thus immediately be paid to:

• Ensure proper financial management systems including regular internal and external audits for 
municipalities and city corporations;

• Systematic devolution of power to the municipalities and city corporations with a view to make 
them more autonomous on the front of human resource management including various aspects of 
local taxation;

• Systematic training to enhance the knowledge of the elected representatives about their rights and 
obligations;

• Enhance the capacity of the municipalities and city corporations in order to improve the quality of 
the services being delivered by these institutions;

• Activate the committees envisaged in the rules to enhance citizens’ participation and engagements 
in the affairs of the municipalities and city corporations;

• Computerisation of tax and accounting systems;

• Sustained capacity building initiatives to help increase the elected representatives’ knowledge about 
budgeting, planning and local resource management;

• Minimise the gender discrimination (between male and female councillors) which currently exists in 
municipalities and city corporations.

 
Now the question is who can and will do it? The Ministry of Local Government, Rural Development 
and Co-operatives is overburdened with the management of many national and donor-funded projects. 
The ministry is currently engaged in implementing as many as 135 different nation-wide projects either 
alone or in collaboration with other government institutions. The Implementation, Monitoring and 
Evaluation Division (IMED) of the Ministry of Planning is responsible for monitoring the functions of local 
government institutions, but it is weak, ineffective and ultimately inadequate. Field-level government 
officials, such as deputy directors of local government, conduct inspections, but their functions relate 
more to control than monitoring.

Over the years, all the successive governments in Bangladesh always remained seemingly committed to 
local government reform and reorganisation, but in reality they all lacked serious commitment to it. It is 
important to note that three reform commissions were set up by the successive governments namely, 
the Local Government Structure Review Commission (1993), Local Government Commission (1997) 
and Committee for Recommendation of Financial Powers and Sources of Financing Local Government 
Institutions (1999) with a view to bring about substantive changes in the role, structure and management 
of local governments in Bangladesh. These commissions produced voluminous reports, offered useful 
recommendations. But the successive governments just shelved those reports, and never made any 
serious attempt to implement even the most important and pragmatic recommendations of those reform 
commissions. In 2008, the then Caretaker Government set up a Local Government Commission according 
to the popular demand of a wide range of stakeholders, including local government representatives, 
academics and development partners. But the Awami League government hastily abolished the 
commission after assuming power in 2009 without assessing its potential to provide meaningful support 
to local governments. During the field survey conducted for this study, elected representatives and 
citizens alike were all in favour of setting up an independent Local Government Finance Commission.
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Most respondents viewed that a permanent Local Government Finance Commission should be 
established in order to ensure objective distribution and allocation of central government finance 
to local governments. Such a commission would bring a fresh perspective to the role that local 
government can play in helping the big social and economic challenges. The commission would focus 
on a new leadership style for local government where municipalities and city corporations become 
more enterprising and citizens become more engaged. The commission would also oversee auditing, 
financial management and accountabily systems of the local governments and monitor their overall 
performance on a regular basis.
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