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Introduction 

Over the past 15 years, the composition of development finance has undergone tremendous 
changes. What was previously dominated by official development assistance (ODA) provided by 
traditional bilateral and multilateral donors is now far more diverse with remittances, foreign direct 
investment, and new donors such as China entering the field. However, domestic resources—a 
developing country’s own taxes and other government revenue—far outweigh all these other sources. 
Totaling $7.7 trillion in 2012,1 taxes and other government revenue in developing and emerging 
economies were more than 60 times greater than net foreign assistance provided in the same year.2 
Even domestic revenues in sub-Saharan Africa were about 10 times larger than foreign assistance.3 

Of course, this growth has not been even and the commodities super-cycle played a significant role, 
but it does reflect a growing middle class and improvements in domestic resource mobilization 
(DRM). Donors, aid recipients, and others have taken notice: at the 2015 Financing for Development 
conference in Addis Ababa, domestic resources were broadly endorsed as central to paying for the 
new Sustainable Development Goals (SDGs). As part of this agenda, donors launched the Addis Tax 
Initiative that made three commitments: 1) increase technical cooperation for tax/domestic revenue 
mobilization; 2) enhance domestic revenue mobilization to spur development; and 3) ensure policy 
coherence.4 

Much of this conversation, however, focuses on the gains that can be achieved at the national level 
with the very real needs of subnational governments ignored. This is understandable given that 
development is still largely conducted as a government-to-government transaction with bilateral and 
multilateral donors most comfortable with national-level governments. Indeed, the World Bank’s 

                                                            
1 World Bank, Financing for Development Post-2015 (Washington, DC: World Bank, October 2013), 
https://openknowledge.worldbank.org/bitstream/handle/10986/16310/82800.pdf?sequence. 
2 Organization for Economic Cooperation and Development (OECD), “Aid to poor countries slips further as governments 
tighten budgets,” April 3, 2017, 
http://www.oecd.org/newsroom/aidtopoorcountriesslipsfurtherasgovernmentstightenbudgets.htm. 
3 World Bank, Financing for Development Post-2015. 
4 “The Addis Tax Initiative—Declaration,” Financing for Development Conference (n.d.), 
https://www.bmz.de/de/zentrales_downloadarchiv/Presse/Addis_Tax_Initiative_Declaration.pdf. 
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governance documents require that it seek the permission of the national government before it 
engages with subnational governments.  

This is an opportune time for an increased focus on subnational DRM, especially in countries 
experiencing increased urbanization. With over half the world’s population living in urban areas for the 
first time in recorded history, city and municipal governments will be increasingly important. 
Financing the construction of infrastructure, access to clean water, safe housing, and security will 
need greater resources delivered in a timely, accountable, and transparent manner. The benefits are 
similar to those found at the national level: improved delivery of public goods and services will help to 
strengthen the bond between citizens and government and help to build greater accountability.  

This paper is the result of a series of working group meetings convened by CSIS in Brussels and 
Washington, D.C. These meetings brought together a diverse set of stakeholders drawn from former 
and current bilateral donors, multilateral donors, development advocates and practitioners, and other 
policymakers. CSIS sought to identify the unique challenges and opportunities that exist for 
subnational DRM, and how innovation or technology could be applied to help subnational 
jurisdictions to raise greater resources. Although the barriers to raising resources at the local level are 
similar to those at the national level, some of the barriers are unique to the local level. With national 
revenue authorities responsible for collecting taxes at all levels, relatively little tends to trickle back to 
municipalities and provinces. 

Several key themes emerged during the course of research: 

 DRM is an increasingly important tool for development finance as ODA flows decrease to 
least-developed countries.5 

 Taxes in general represent an underutilized resource for the developing world; in 2013, 
countries in sub-Saharan Africa collected taxes worth 10 times the total ODA for all of Africa.6 

 Local DRM—especially in the rapidly urbanizing developing world—is as important as national-
level DRM; financing the growth and success of cities will be key to supporting a growing 
global population. 

 Emerging digital technologies provide solutions to subnational DRM questions, but require 
careful implementation and monitoring to ensure security, suitability for individual regional 
needs, and sustainability. 

Local Level Challenges 

An RTI International review for the U.S. Agency for International Development (USAID) of the 
possibility of local resource mobilization highlighted two macro-level characteristics that local 
governments share:  

1. Local governments have a limited tax base and frequently rely on the central government for 
transfers to cover salaries and capital spending; 

                                                            
5 Ana Maria Lebada, “OECD Reports ODA All-time High, But Decrease to LDCs,” International Institute for Sustainable 
Development, January 12, 2016, http://sdg.iisd.org/news/oecd-reports-oda-all-time-high-but-decrease-to-ldcs/. 
6 Center for Strategic and International Studies, “Domestic Resource Mobilization,” https://www.csis.org/programs/project-
us-leadership-development/project-prosperity-and-development/domestic-resource. 
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2. Local governments face an uneven competition with the central government for revenue 
collection that further reduces what is available to local governments.7 

Against this background, at the local or subnational level, increased DRM faces four primary 
challenges: limited local capacity to collect taxes and other fees; lack of regulatory or organizational 
framework for basic government functions; lack of incentives for local-level governments to improve 
DRM in the face of more pressing challenges; and limited taxes and other fees available to collect. 
The first two are, perhaps, the most challenging to overcome. The reality is that many developing 
countries that emerged from colonialism inherited highly centralized national-level governments that 
had little in the way of governing structures at the municipal or provincial level. In several instances, 
authoritarian governments that further centralized power compounded the situation. As countries 
have transitioned toward democracy, donor governments have often responded to the highly 
centralized nature of national governments by encouraging decentralization. This has occurred with 
varying levels of success, especially in Indonesia and Kenya. 

In Kenya’s case, a new constitution was promulgated in 2010 and “provided for a major devolution” of 
power and resources away from the central government.8 Elections held in 2013 provided the official 
start to this new, decentralized form of government with the creation of 47 new county governors 
and assemblies.9 The World Bank has been supporting the devolution process as one of the three 
pillars of the Kenya Country Partnership Strategy 2014–2018.10 Indonesia underwent a similarly rapid 
shift toward decentralized governance in 2000, transferring responsibility for “health, primary and 
middle-level education, public works, environment, communication, transport, agriculture, 
manufacturing, and other economic sectors” to subnational authorities.11 Unfortunately, in both Kenya 
and Indonesia there have been capacity challenges as local government attempted to take on tasks 
and responsibilities previously administered by the central government. 

Countries now face a patchwork of local authorities, some of which lack the legal authority to 
organize local-level governments. Liberia is an example of a country that lacks a framework and, as 
part of an effort by the government of President Ellen Johnson Sirleaf, has sought to improve the 
delivery of basic services to citizens by strengthening local-level governance. Although donors have 
generally eschewed working at the local level for the aforementioned reasons, in Liberia, both 
bilateral and multilateral donors support Sirleaf’s decentralization plan. 

One example of a USAID-funded effort to support local-level capacity building in Liberia is the Local 
Empowerment for Government Inclusion and Transparency (LEGIT) program, implemented by 
Development Alternatives Inc. (DAI).12 LEGIT began in 2016 and will extend through 2019 with the 
goal of supporting Liberian President Ellen Johnson Sirleaf’s agenda of government decentralization. 
The program aims to enable citizens to more fully participate in the governing process through 
accountability, transparency, and more localized access to government. Additionally, the project 

                                                            
7 RTI International, Local Resource Mobilization Assessment (Washington, DC: USAID, May 21, 2006), 4, 
http://pdf.usaid.gov/pdf_docs/Pnadh278.pdf. 
8 World Bank, “Kenya’s Devolution,” http://www.worldbank.org/en/country/kenya/brief/kenyas-devolution. 
9 Ibid. 
10 Ibid. 
11 Anwar Nasution, Government Decentralization Program in Indonesia, ADBI Working Paper (Tokyo: Asian Development 
Bank Institute, October 2016), https://www.adb.org/sites/default/files/publication/201116/adbi-wp601.pdf. 
12 Development Alternatives, Inc. (DAI), “Liberia—Local Empowerment for Government Inclusion and Transparency,” 
https://www.dai.com/our-work/projects/liberia-local-empowerment-government-inclusion-and-transparency-legit. 
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builds capacity for government officials through training in three counties and three cities across 
Liberia.13 

LEGIT also works with LAVI, the Liberia Accountability and Voice Initiative, which is also funded by 
USAID and implemented by DAI.14 LAVI focuses on promoting good governance, building government 
capacity, and strengthening the citizen-state relationship. Both of the programs are in the early 
stages, but offer examples of the type of engagement donors should continue to cultivate to raise 
local government capacity while building engagement and trust with citizens. 

The lack of organized government at the local level is further exacerbated by the limited capacity—
human, technology, and resource—of what government does exist. This clearly hinders the ability of 
local governments to ensure that they are collecting the revenue they are entitled to and that what 
they do collect is properly spent. Donors have had some success at building the capacity of municipal 
and provincial level governments to collect revenue and fees through training. The World Bank, for 
example, worked in South Africa to improve municipal financial management through staff training.15 
This work was conducted under South Africa’s Municipal Financial Management Act of 2003 and 
sought to modernize budget, accounting, and financial management practices.  

Municipal or regional governments often have more immediate priorities than improving tax codes or 
monitoring parking fees. This is self-defeating in the long term, as more efficient tax and fee systems 
lead to more government revenues for pursuing more strategic municipal/subnational priorities. 
Changing incentives and language around local tax collection policies can help overcome this issue; if 
not, a vicious cycle may prevent interventions from achieving their full effectiveness. 

Limited access to technology may also prevent more successful collection and use of municipal 
funds. Access to digital technologies, in particular, makes it easier to track and collect potential 
government revenues. Unfortunately, civil servants often lack access and/or capacity to use these 
kinds of technologies. Technical training programs for government officials, including trainings 
specifically focused on technology skills and teacher-training efforts, may be a relatively low-cost 
measure that yields high return.  

In some developing countries, there is an additional issue of trust between national and local 
governments. National governments may be less well-liked or respected by citizens since they are 
farther removed from daily life; local governments, on the other hand, may be viewed as more 
corrupt or inefficient since they are often more transparent. To encourage good practices in local 
DRM, the central government must clearly define: 

 Which governing entity—local or national—is responsible for the collection of a specific tax or 
fee; 

 Which entity can access the collected funds; and 

 Which entity is responsible for tracking and reporting fund collection over time. 

                                                            
13 Ibid. 
14 DAI, “Liberia—Accountability and Voice Initiative,” https://www.dai.com/our-work/projects/liberia-accountability-and-
voice-initiative-lavi. 
15 Catherine Farvacque-Vitkovic and Mihaly Kopanyi, eds., Municipal Finances: A Handbook for Local Governments 
(Washington, DC: World Bank, 2014), 
http://documents.worldbank.org/curated/en/403951468180872451/pdf/888780PUB0Box300EPI198300June182014.pdf. 
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Opportunities 

There are two broad opportunities for donors and other development actors to consider supporting 
to enhance the ability of local governments to collect fees and other revenue. First, emerging 
technologies present opportunities for innovation in not only how taxes and fees are collected, but 
also what kinds of taxes and fees it is possible to collect. Second, behavioral economics may offer an 
approach for local governments to improve tax compliance through slight changes to the wording of 
documents or letters that “nudge” people to comply. 

To further explore the potential for behavioral economics to improve tax compliance, the Global 
Innovation Fund provided a £3 million grant to the UK-based Behavioural Insights Team (BIT).16 The 
grant funds “a series of randomized controlled, behavioral-based trials” in Bangladesh, Guatemala, 
Indonesia, and the Philippines that aim to strengthen tax compliance and build capacity of local civil 
servants.17 This kind of investment is an example of small, cost-effective intervention that has the 
potential for catalytic impact and broad application. The project is still in its early days in terms of 
tangible outcomes, but the first wave of trials has been launched in Bangladesh, Guatemala, and 
Indonesia. Results from those trials are expected in early 2018. 

Examples of existing technological developments for tax administration include the following 
innovations: 

 Electronic invoicing to reduce both costs and the time it takes to file taxes; 

 Pre-populated tax returns; 

 Websites that serve as “one-stop shops” for all questions citizens may have about filing taxes; 

 Entirely digital tax administration, currently used in the Netherlands; and 

 Tech-based compliance control, especially useful in already digital systems such as e-filing 
and call centers.18 

All of these technologies are being applied at the national level and would make sense at the 
subnational level, but it is important that donors ensure that local-level governments have the training 
and technical capacity to make use of them. These are, however, accepted technologies commonly 
found throughout developed countries, and increasingly developing countries. For local 
governments, there may be an opportunity to “leapfrog” technologies by considering new 
approaches and innovations that remove earlier steps. The lack of current systems in place is an 
advantage, as in most instances donors and local governments are starting with a blank slate. This 
includes incorporating mobile phone payment options, something that has gained wide acceptance 
across developing countries where access to formal banking remains weak. Mobile phone payments 
would be especially helpful for municipal governments as much of the revenue they rely upon comes 
in the form of fees, payments, and fines for various services or infractions. This also has the benefit of 

                                                            
16 Global Innovation Fund, “Investments: The Behavioural Insights Team,” https://globalinnovation.fund/investments/the-
behavioural-insights-team/. 
17 Ibid. 
18 International Monetary Fund (IMF), Current Challenges in Revenue Mobilization: Improving Tax Compliance (Washington, 
DC: IMF, April 2015), https://www.imf.org/external/np/pp/eng/2015/020215a.pdf. 
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being a technology that has received relatively widespread acceptance in many countries and 
regions. 

While blockchain technology can simplify, track, and verify transactions instantaneously and with an 
unprecedented degree of security, it may be ill-suited to the needs of developing country municipal 
government offices that may not have computer access or internet connectivity. According to the 
2016 World Development Report, more than 6 billion people still lack high-speed internet access; this 
significantly reduces the potential for development impact from digital technologies.19 While 
blockchain has significant potential for widespread use including in the developing world, there must 
be continued growth of internet connectivity along with reliable access to wi-fi and electricity in 
underserved areas for it to be fully realized as a development tool. 

Digital mapping technology drawing on the use of drones and satellites could also help boost 
revenue collection at the local level. In wealthy countries, property tax frequently serves as the 
cornerstone for municipal and other subnational governments to fund operations; most developing 
countries have no ability to do so due to weak land tenure. In the United States, for example, property 
tax is just 3 percent per year of GDP; in most developing countries, the figure is well below 1 
percent.20 

Local DRM is especially suited to digital payments, since local payments are more often parking fees 
or tolls. Information and communication technology (ICT) is a tool that continues to grow in 
importance when it comes to tax collection, either through online or mobile payment systems. While 
lack of widespread internet access is still a barrier to the expansion of ICT-based tax collection— only 
15 percent of people in least developed countries (LDCs) had internet access in 2016— the rapid 
proliferation of mobile phone connectivity in developing countries may provide an alternative to 
internet-based collection systems.21 The World Bank notes that mobile-cellular prices have continued 
to fall in LDCs even while fixed broadband prices remained too high for most consumers on those 
markets.22 

There are also new and emerging technologies that may help propel developing countries forward in 
terms of government capacity broadly, as well as tax collection more specifically. For example, 
satellite imaging technology has potential uses as a method of tracking land ownership and paying 
land taxes and fees. As noted earlier, blockchain technology has potential in this space and has 
already been deployed for land title registration and government recordkeeping in several countries, 
including Georgia.23 Donors should continue to monitor these emerging technologies and consider 
funding pilot projects to test viability and potential for expanded use. 

  

                                                            
19 World Bank, World Development Report 2016: Digital Dividends (Washington, DC: World Bank, 2016), xiii, 
http://documents.worldbank.org/curated/en/896971468194972881/pdf/102725-PUB-Replacement-PUBLIC.pdf. 
20 Nara Monkam, “Implementing the 2030 agenda—the role of subnational taxation” (presentation at the 5th International 
Workshop on Domestic Revenue Mobilization in Development Countries, Bonn, September 13–14, 2016), https://www.die-
gdi.de/uploads/tx_veranstaltung/6._Monkam_-_How_Property_Tax_would_Benefit_Africa_Final.pdf. 
21 World Bank, “Information and Communication Technologies: Overview,” 
http://www.worldbank.org/en/topic/ict/overview. 
22 Darejani Markozashvili, “Media (R)evolutions: Trends in information and communication technologies,” Digital Divide 
(blog), January 11, 2017, http://blogs.worldbank.org/category/tags/digital-divide. 
23 “Governments may be big backers of the blockchain,” Economist, June 1, 2017, 
https://www.economist.com/news/business/21722869-anti-establishment-technology-faces-ironic-turn-fortune-
governments-may-be-big-backers. 
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Conclusions and Recommendations 

Rapid urbanization, the proliferation of new technologies, and growth of potential domestic revenue 
pools in emerging economies will continue to elevate the importance of subnational domestic 
resource mobilization. The growth of urban populations throughout the developing world could be a 
significant economic and social boon; with adequate financing and competent management, cities 
are drivers of economic activity and creativity. It will, however, take significant investment in 
infrastructure, capacity, and public services to realize this potential. Otherwise urban centers could 
serve as exporters of crime, radicalism, and pandemic disease.  

Technology can be a significant tool in helping achieve competent public management as well as 
more effective mobilization of domestic resources. While there are remaining challenges around the 
capacity of government employees to utilize these new technologies, there are “low hanging fruit” 
opportunities to deploy simple technologies to strengthen the effectiveness and efficiency of 
domestic resource mobilization. Given the growing pool of domestic wealth in many developing 
countries, as well as the rising prominence and responsibilities of subnational actors in providing 
services and public goods, it is critical that the international community support the capacity building 
of substate entities now. 

To support more effective and efficient domestic resource mobilization at the subnational level, the 
international community should: 

 Build local governance capacity to collect local taxes and fees: This process begins with 
strengthening basic numeracy and literacy through the education system to raise the baseline 
capacity of the workforce, and extends through specialized training for current government 
officials focused directly on governance and tax and fee collection. Additionally, governments 
should consider policies that incentivize top talent to take jobs at the subnational level rather 
than in the central government or major population centers. 

 Support widespread training and dissemination of digital technologies to track, collect, 
and manage government revenues: The early focus should be on basic technology transfer 
of existing technologies that offer relatively simple and inexpensive solutions. Included under 
this work is the continued support for the proliferation of high-speed internet access, but 
there should also be a focus on providing mobile access and platforms as an alternative to 
internet access. 

 Invest in new opportunities to identify innovative and catalytic interventions to improve 
tax collection and local government capacity: The grant given to the Behavioural Insights 
Team is a good example of an investment into a nontraditional approach to improving the 
quality and accountability of government. Donors should continue to fund pilot programs with 
similarly innovative approaches; efforts that utilize behavioral science or seek to realign 
incentives for government officials would be good starting points. Identifying and scaling up 
innovative interventions requires investment and some level of risk tolerance—we should be 
willing to make these kinds of investments. 
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