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Executive Summary

To enhance democratic participation that leads to
integrated development, this policy brief argues
that the government must establish elected regional
councils endowed with the mandate and the fiscal
authority to do so. The regional councils must be
established over newly drawn territories that
account for a set of agreed-upon developmental
criterion.

Both municipalities and municipal unions are
unable to currently meet this objective. Most of the
municipalities are too small, administratively weak,
and have little fiscal resources to undertake
developmental projects. Municipal unions, which
have more recently become active stakeholders, are
constrained by low administrative capabilities,
bureaucratic oversight, overlapping responsibilities
with municipalities, and fiscal dependency.

In addition, unions suffer from geographical
constraints: Most do not include the municipalities
in their district within their boundaries and half of
them are non-contiguous which effectively hampers
their ability to initiate regional development.
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According to Article 49, the
Municipal Council is in
charge, among others, of the
following tasks: To formulate
and adopt the municipality’s
annual budget; determine the
tax rate and fee to be
collected as allowed by law;
manage the municipal funds;
plan, improve, and expand
streets, establish gardens and
public places, and execute
designs related to
municipality, etc.; and
establish shops, parks, racing
places, playground, toilets,
museums, hospitals,
dispensaries, shelters, libraries,
etc. Furthermore, based on
Article 50 of the above Decree-
Law, the Municipal Council is
entitled to establish or manage
directly or indirectly, among
others, the following: Public
schools, nurseries, and
technical schools; public
hospitals, sanitariums,
dispensaries, and other
health establishments and
institutions; museums, public
libraries, theaters, cinemas,
amusement centers, clubs,
playgrounds and other public
and sports shops as well as
social, cultural and artistic
institutions; and local means
of public transportation.
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Municipalities: Too many, too small, and too weak
Since municipal elections were reinstalled in 1998, they have no doubt
reinvigorated municipal life, engaged citizens at the local level, and provided
an impetus for decentralization in the country. According to the 1977 Decree-
Law, municipalities are entrusted with a broad range of tasks. Article 49
stipulates that any work having a public character or utility within the area
of the municipality falls under the jurisdiction of the Municipal Council.
However, municipalities remain administratively and fiscally constrained which
limits their service delivery to a fraction of their assigned responsibilities.
The number of municipalities in Lebanon, which has mushroomed from
718 in 1998 to 985 in 2012, is already high for a country with a population
of 4.5 million inhabiting a surface area of 10,452 km?. For instance, Croatia
with the same population as Lebanon but five times the surface area has 429
municipalities. Furthermore, 70% of Lebanese municipalities have a registered
population of less than 4,000 inhabitants and hence have a low economic
base. Almost 400 municipalities do not have a single employee and another
400 have very weak municipal administration. The few municipalities which
have the fiscal resources to hire qualified staff face bureaucratic hurdles in
their hiring procedures. For instance, it took the municipality of Ba'aklin three
years, 73 referrals, and up to 15 signatures to hire a treasurer. There are at
least five ministries and agencies - Ministry of Interior and Municipalities,
Court of Audit, Civil Service Board, General Directorate of Urbanism at the
Ministry of Public Works, and Ministry of Finance - that govern the sector.
Most municipalities do not have the fiscal resources to launch developmental
projects. The total amount of spending - both current and capital - by the
municipal sector amounted to only $251 million in 2008 which is 6.3% of
central government expenditure (excluding debt). The total municipal revenue
as a percentage of total government revenue - a proxy measure of municipal
capability to collect taxes - was almost 9% in 2008 (table 1). Both of these
ratios are lower than the 12% to 15% of many comparable countries.

Table 1
Center government and municipal expenditures and revenues (millions)
Expenditures 2008
Central government expenditures LL 6,026,186
excluding debt $4,017
Municipal expenditures LL 377,016
$251
Municipal expenditures 6.3%
as share of central government expenditures
REVENUES 2008
Central government revenues LL 9,794,988
$6,529
Municipal revenues LL 889,286
$593
Municipal revenues 9%

as share of central government revenues
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In addition, direct municipal revenue as a share of total municipal revenue
remains low. It is estimated that direct revenues in 2008 were less than half
(48%) of total revenue hindering the fiscal autonomy of municipalities. Not
only are direct revenues low but municipalities rely heavily on only a handful
of fees. Of the 36 fees that municipalities collected directly in 2008, three
fees - rental value fee, sewerage and pavement fee, and building permit fee -
constituted 83% of revenues and were all directly related to real estate property.
Since the sewerage and pavement fee is collected with the rental value fee,
local administrations are effectively relying on two taxes and fees: Rental
value fees and building permits. All the remaining 33 fees contributed only
17% of direct revenues in 2008.

Furthermore, many municipalities rely on the transfers of the central
government and its public entities. In 2008, the Independent Municipal Fund
(IMF) constituted 36% and surtaxes from water and telephone authorities made
up 16% of total municipal revenues (figure 1). Almost 90% of the revenues of
small municipalities came from the IMF, which makes them highly dependent
on central government transfers.

Figure 1
Distribution of municipal revenues by source in 2008

Surtaxes
from water,
telepohone,
& others

16%

Municipal
direct
revenues

48%

Source Ministry of Finance and Ministry of Interior and Municipalities.

In effect, municipalities have fallen into a vicious cycle: Many of them have
no staff to collect fees and taxes and without municipal revenue they are
unable to hire staff. Consequently, many municipalities are not able to provide
services despite the wide range of competencies given to them by law. There
are currently too many small municipalities with wide responsibilities stated
in the law but with low revenue and weak administration.
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Municipal Unions: Administratively weak, fiscally
dependent, and geographically constrained
Yet, many municipalities have formed municipal unions which have become

2 important stakeholders in the context of decentralization.? Today, there are
A union is created by a decree 48 unions, of which 35 were established in the last ten years. These unions
from the Council of Ministers, . S .

upon the suggestion of the include a total of 680 municipalities as members (more than two-thirds of
Minister of Interior and the total number of municipalities) and they incorporate two-thirds of the
Municipalities either through . ] ’ o )

an initiative from the Minister registered population of the country. The size of municipal unions ranges

of Interior and Municipalities from three municipalities in the Fiha' union to 52 municipalities in Tyre and
or upon the request of the

municipalities. in Kesruwan Futouh.

Municipal unions are headed by a president who is elected by the municipal
union members who are themselves presidents of municipalities. Municipal
unions have several prerogatives. Based on Article 126, they are permitted to
provide public projects of common interest from which all or some of the member
municipalities can benefit. These projects include roads, sewerage, garbage,
slaughterhouses, firefighting, organization of transportation, co-operatives,
and markets. Although some unions have been able to provide services and
undertake development projects, their work is constrained by overlapping
competencies between municipalities and unions, weak administrative
capabilities, excessive procedures to hire municipal staff, and low fiscal
resources to undertake developmental projects.

The lack of clear delineation of responsibilities between municipalities on
the one hand and municipal unions on the other is becoming a source of
conflict between them. The responsibility of unions according to Article 26
overlaps with those of municipalities which include, according to Articles 49
and 50 of Decree-Law 118 of 1977, establishing markets, sewerage, garbage,
and transport organization. In the absence of a proper assignment as well as
a mechanism to solve the problem, some unions have become paralyzed as a
result of this tension.

Although the president of the union is assisted, according to Decree-Law
of 1977, by three units - engineering and health, administrative and financial,
and police - most do not have the staff or the fiscal resources to hire qualified
employees. Because of this, some unions are unable to deliver services even
when the project is established through donor money. For instance, the union
of Suwayjana was compelled to transfer the management of the waste water
treatment plan to the Council for Development and Reconstruction (CDR)
because it had no qualified staff to operate it.

Like municipalities, unions are also subject to the control and monitoring
of various government ministries and agencies which have effectively reduced
their efficiency. Union presidents need approval for spending beyond LL3
million ($2,000), which is a low threshold. Spending larger amounts require
the approval of the District Head which often takes a long time to get. This
leads to a slowdown in the union’s work. In addition to these requirements,
unions’ work is at best not facilitated by the central government. For instance,
the union of Dinnieh submitted a request to establish three natural reserves
five years ago and has yet to receive a response.
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Although unions have several sources of funding by law, they have no
fiscal autonomy to impose or collect new taxes and fees.® In reality, municipal
unions face several fiscal challenges. For one, many municipal members are
not paying their membership fees to the union. Based on 2008 figures,
membership fees constituted only 10% of unions’ total revenues. Conse-
quently, unions have become fiscally dependent on the IMF, which makes up
70% of their total revenues. However, the IMF has its own problems (see LCPS
Policy Brief 1, November 2011): The total amount transferred to unions varied
greatly from year to year which consequently has prevented unions from
planning for developmental projects. This volatility ranged from LL5 billion
in 1995 and 1996 to almost twenty times the amount reaching LL100 billion
in 1998/99 (figure 2). More recently, the transfers to unions stabilized to
around LL50 billion ($33 million) in 2010 which is, on average, LL1 billion
($695 thousands) per union. Even if all the amount is spent on projects, it is
too low to address the developmental needs of residents.

Figure 2
Total IMF distributed to municipalities and municipal unions from
1993/94 to 2010 (billions)
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In addition to the volatility in the unions” amount and share of the IMF,
the distributional criteria have exacerbated the problem. Although 25% of
unions” share is distributed based on registered population to support the
budget and 75% for developmental project as stated in Decree 1917 of 1979, the
government has altered the formula in two ways with negative repercussions
on development. First, the government increased the share unions receive
based on registered population to 60%. This has led to further misallocation
of resources due to the gap between registered and resident population. Out
of 42 unions, 11 receive half of what they should be earning while 23 receive
twice as much. Second, the government distributes the remaining 40% of
the IMF to unions based on the number of municipal members in the union,

3

According to Articles 133 and
134 of Decree-Law 118, the
revenues of the union are
derived from the following
sources: 10% of the revenue
of each municipal member
based on the prior year actual
revenue; an additional
percentage from the budget
of the municipalities which
benefit from a common
project in an amount to be
determined by the union and
approved by the Minister of
Interior and Municipalities;
grants and loans; a share from
the independent municipal
fund transfers for the unions;
central government
contributions to the unions’
budget; and personal grants
and bequests.
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replacing developmental project as a criteria. Effectively, the government has
sacrificed the developmental goal and rewarded unions with more members
than those with fewer ones. Moreover, the problems of municipal unions are
compounded by serious geographical constraints. Although it is argued that
unions could become or replace the elected district councils as stipulated in
the Taef Agreement, only 13 districts have one union which overlaps with
their administrative boundaries and another 12 districts have two or more
unions which are distributed as follows: Six districts have two unions, two
districts have three unions, one district has four unions, and two districts
have six unions. Not only are unions smaller than the districts, there are
multiple unions in many of them which renders regional developmental
coordination a rather impossible task.

Even for the 13 districts with one union, only seven unions are considered
inclusive i.e. contain 80% of the municipalities in the district. The others
exclude between 23% and 85% of the municipalities in their districts. Table 2
shows that municipal unions of Zgharta, Northern, Coastal and Interior Matn,
Jabal 'Amil, Al-Arkoub, Byblos, Upper Jurd - Bhamdun include as low as 15% to
as high as 77% of the municipalities in their respective districts.

Table 2
Coverage of district with one union

District Name Number Total Members in Registered
of union of members number union/Total population in
in union of members number of union/
in district municipalities Registered
in district population in
district
Kesruwan Kesruwan 52 52 100% 100%
Futouh
Bcharra Bcharra 11 11 100% 97%
Tripoli Fiha' 3 3 100% 97%
Hirmil Hirmil 5 5 100% 69%
Batrun Batrun 22 24 92% 63%
Tyre Tyre 52 60 87% 81%
Kura Kura 28 35 82% 84%
Zgharta Zgharta 24 31 77% 71%
Matn Northern, 34 51 67% 26%

Coastal and
Interior Matn

Marja'yun Jabal ‘Amil 11 26 42% 36%
Hasbaya Al-Arkoub 6 15 40% 46%
Byblos Byblos 14 37 38% 13%
‘Aley Upper Jurd - 8 55 15% 13%

Bhamdun
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Not only do most unions not have exclusive control of the territories, half
of the unions are non-contiguous which prevents them from undertaking
development or spatial planning across a unified territory. In addition to the
fact that unions are not territorially linked, eleven of them are made up of three
or more separate geographical entities which makes planning unfeasible. The
extreme case is the union of Byblos which is made up of six disjointed units.

Policy Recommendations

To achieve development in Lebanon, there is a need to think of an integrated
rather than a balanced approach to development where poorer areas become
better linked to richer ones. This is more complex than to simply improve
the conditions of poorer areas. An integrated approach requires a new tier of
government on regional level. With this in mind, the current institutions are
unfit to meet this challenge. This policy brief calls for the creation of regional
councils entrusted to achieve integrated development based on the following
four parameters:

Identify the competencies and responsibilities across
tiers of administration

Regional councils must be endowed with the task of designing economic, social,
urban, and environmental policies to achieve regional integrated development.
Building on the national land use plan (schema directeur) developed for CDR
by IAURIF, regional administrations must become the conduit for applying
the national plan to the regions. With this logic, there is a need to redistribute
the competencies and responsibilities of municipalities, unions, regional
councils, and the central government. For instance, the central government
should be responsible for functions that have a national concern such as
trade, defense, foreign affairs, criminal and civil law, and industrial policy,
whereas municipalities should be responsible for delivering local services that
are compatible with the size of their “benefit area”. These include street
cleaning, asphalting secondary roads, garbage collection, maintain lighting,
etc.. Regional administrations, on the other hand, should be responsible for
regional integrated development which must go beyond infrastructure. The
actual role and responsibilities of municipal unions needs to be re-assessed
in light of regional administrations so they are complementary rather than
redundant. Some functions must be shared between the central and regional
administrations, between regional administrations and unions, and between
regional and local administrations. The government must set up a commission
to assign these responsibilities across the various tiers of administrations
including their requlatory, policy, and service delivery components.

In order to facilitate the developmental work of regional councils, there
is a need for a technical unit to provide advice and expertise on economic,
social, urban, and environmental issues that are necessary for integrated
development. This could be an autonomous entity or a unit within regional
administrations.
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Redraw the boundaries of regional administrations

Although the Taef Agreement stipulates the establishment of elected district
councils, the district is not necessarily the most suitable boundary for development.
Hence there is a need to re-draw new geographical boundaries for regional
councils based on developmental criteria such as topography, demography,
environment, economy, and other relevant criteria. The government must set
a commission tasked to identify the key criteria as well as recommend a map
for regional councils. A good starting point is the national land use plan
(schema directeur) which could serve as a base for defining the boundaries.

Ensure fiscal authority

For regional councils to be effective in implementing their responsibilities,
they must have the fiscal authority to set the tax rate as well as collect it.
Hence there is a need to reallocate some of the taxes and fees currently
collected directly by municipalities to regional councils where economies of
scale is necessary. As stated earlier, municipalities are only able to collect
three out of the 36 taxes and fees assigned to them. Regional councils must
be endowed with the tax administration to efficiently and effectively collect
these taxes. The government must set up a commission to identify these taxes
and fees. A proxy measure of the revenues that should be assigned to regional
councils is the share of regional administration to central government revenues
in other countries which is around 6 to 7% for OECD and Central and South
America.

Although direct taxes and fees ensure a degree of fiscal independence,
they will unlikely cover the spending needed for regional administrations. Two
additional sources of revenues must be channeled towards them: The first is
from the IMF where significant portion of its revenue could be transferred to
regional administrations rather than spent by the central government on
items that do not benefit municipalities. Second, there is an estimated $1 billion
of revenues collected over the years by the Ministry of Telecommunication
that was not distributed to municipalities. This is a significant amount that
could be distributed to regional administrations to initiate developmental
plans and undertake some projects.

Directly elect regional councils

The regional council members including the president should be elected directly
by citizens. This will not only enhance democratic participation but will also
hold elected officials directly accountable to voters. One of the major problems
in Lebanon is the inability to directly elect the head of the major political
institutions which leaves room for bickering and bargaining among the political
elite at the expense of addressing peoples’ needs. Since electoral law shapes
the politicians’ incentives and their willingness to provide public goods, it
must be based on a proportional representation system in order to provide
broad rather than narrow programs which enhance development.
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