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6.  SUMMARY AND CONCLUSIONS 

The main motivation for decentralization, namely, that subnational governments are better placed to 
allocate public resources more efficiently and effectively, is often supported by the argument that 
subnational governments have better information about the needs for and requirements of public services 
in their jurisdictions. This argument in favor of decentralization rests strongly on the assumption that 
local governments have a substantial degree of fiscal autonomy and are able to use local discretion in 
resource allocation. However, the fiscal responsibilities of local governments often remain quite 
circumscribed, and their budgets are often dominated by external transfers that are usually tied to specific 
investments that may not match the priorities of local governments. Therefore, local governments’ fiscal 
autonomy is intimately tied to their IGF. 

Using 1994–2004 panel data on all 1105

We find that greater past external transfers are significantly and negatively associated with local 
governments’ levels of IGF: District governments with higher externally generated revenues tend to have 
significantly lower levels, as well as experience slower subsequent growth in, internally generated 
revenues. (However, while the negative sign in the latter relationship is consistently present across 
estimation methods and specifications, the effects of transfers on the growth of IGF are statistically not as 
strong as the level effect.) Therefore, the nature of the flow of local governments’ external sources of 
revenue appears to discourage rather than encourage their internal revenue generation. The analysis 
suggests that this result is strongly driven by intergovernmental transfer patterns, especially in the latter 
years (from 2001 onward) of the time period under study.  

 district governments’ public finances (revenues from 
different sources and different types of public expenditures) and other district-level data, this paper 
examined the impact of the flow and size of externally generated revenues (from central government and 
donors) on local governments’ own-generated revenues, or IGF—an issue that has become a critical 
policy concern in Ghana.  

The results also show that greater past public expenditures by local governments are significantly 
associated with greater subsequent local revenue generation, but this effect is strongly differentiated by 
expenditure type. The response of own revenues with respect to past spending is very low in the case of 
capital expenditures, is substantially larger for personnel spending, and is by far the largest with respect to 
nonpersonnel recurrent spending. This strong response differentiation by spending category is quite 
consistent with the way that revenue sources are linked to expenditure types: Local governments 
undertake capital investments primarily using external transfers, while internally generated revenues are 
mostly used for maintenance, operational, and, to a lesser extent, personnel expenditures. Thus, higher 
past expenditures in these categories are more likely to invoke greater local revenue mobilization than are 
increases in past capital expenditures. 

Assuming that subnational governments are better placed to allocate public resources more 
efficiently and effectively, local governments’ lack of fiscal autonomy compromises Ghana’s 
development agenda in using public expenditures for promoting growth and equitable distribution. 
Increasing the discretionary component of transfers to local governments would be one way of increasing 
their fiscal autonomy. Involving local governments in all stages of program and project design, 
implementation, and monitoring and evaluation would help match the priorities of external funders with 
local priorities. The crowding out of IGF by grants may also reflect the relative absence of accountability 
associated with grants compared to IGF. Thus, making local governments accountable to their 
jurisdictions for all sources of revenue will be important, as decentralization is fundamentally about 
making governance at the local level more responsive to the felt needs of the large majority of 
the population. 

                                                      
5 This refers to the number of districts existing during the period under study. 
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Figure A.1. Continued 
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Table A.1. District per capita expenditures and revenues (average by region, real GHC) 

Year 

Expenditure  Revenue  Expenditure  Revenue 

Capital Personnel Nonpers. 
recurrent  External 

grants 

Internally 
generated 

funds 
 Capital Personnel Nonpers. 

recurrent  External 
grants 

Internally 
generated 

funds 
 Ashanti      Northern     
1994 0.1690 0.1266 0.1874  0.2944 0.2949  0.0824 0.0771 0.0804  0.1657 0.0792 
1995 0.9771 0.1175 0.1611  1.0159 0.2598  0.5001 5.1554 0.0880  0.6189 0.0730 
1996 0.9907 0.1308 0.2732  1.0856 0.2739  1.0672 0.1077 0.1066  1.0434 0.1546 
1997 0.8964 0.1362 0.1577  0.9700 0.2608  0.7264 0.0932 0.0792  0.8420 0.0715 
1998 3.3735 0.1798 0.1819  1.3735 0.3024  0.8252 0.1178 0.0878  1.2723 0.0715 
1999 1.0475 0.2108 0.1734  1.0047 0.2394  0.9138 0.1271 0.1015  1.1402 0.0693 
2000 0.9951 0.2361 0.1745  1.1043 0.2551  1.1720 0.1487 0.0945  1.2551 0.0867 
2001 0.5896 0.2535 0.1688  0.8914 0.2538  2.4633 0.1620 0.1196  1.2234 0.1004 
2002 1.1760 0.2849 0.2208  1.3681 0.3643  1.2836 0.1988 0.1096  1.3424 0.1910 
2003 2.0834 0.3098 0.2400  2.2772 0.3412  2.5997 0.2122 0.1390  3.3762 0.1598 
2004 3.6305 0.3362 0.2747  3.8083 0.4443  2.9905 0.2405 0.1101  4.4170 0.1130 
 Brong Ahafo      Upper East     
1994 0.1764 0.1375 0.2030  0.2215 0.3305  0.3513 0.1065 0.1542  0.4554 0.1899 
1995 0.9694 0.0992 0.1838  1.1223 0.2801  1.3873 0.0899 0.1234  1.5369 0.1858 
1996 1.2465 0.1700 0.1998  0.8788 0.3055  1.3245 0.1381 0.1430  1.1845 0.2529 
1997 0.8892 0.2414 0.1770  1.0655 0.2477  1.0631 0.1842 0.1453  1.2391 0.2521 
1998 0.9478 0.3078 0.2330  1.4743 0.2418  1.3461 0.2220 0.1988  1.9157 0.2376 
1999 0.8992 0.3299 0.2221  1.0276 0.2719  1.0596 0.2346 0.1512  1.1710 0.1818 
2000 0.9068 0.3483 0.1966  1.1519 0.2654  1.2384 0.2994 0.1574  1.5244 0.1996 
2001 0.7049 0.3829 0.1944  0.9652 0.2619  0.7774 0.2512 0.1292  0.8669 0.3064 
2002 1.2416 0.3999 0.2949  1.4193 0.3680  1.3631 0.2899 0.1864  1.4665 0.2578 
2003 2.1648 0.4375 0.2567  1.9838 0.5611  3.1660 0.2002 0.2060  3.8501 0.2496 
2004 2.7835 0.4683 0.2465  3.1774 0.3505  4.7072 0.3158 0.1956  4.3894 0.3081 
 Central      Upper West     
1994 0.2552 0.1467 0.1997  0.3211 0.2357  0.1632 0.0768 0.0956  0.5733 0.1331 
1995 1.0134 0.1204 0.1772  1.1075 0.2292  1.2305 0.0644 0.1147  1.3086 0.1049 
1996 0.9916 0.1636 0.1623  1.0711 0.2599  1.1928 0.0923 0.1255  1.3762 0.1944 
1997 0.9591 0.1876 0.1477  1.1146 0.2233  1.2648 0.1811 0.1258  1.1466 0.1883 
1998 1.2189 0.2574 0.1745  1.7668 0.2143  1.3596 0.1402 0.1319  1.8922 0.1553 
1999 0.7765 0.2871 0.2000  1.0964 0.2300  1.4091 0.2320 0.1800  1.3669 0.1738 
2000 1.1817 0.3169 0.1670  1.4914 0.2238  1.3114 0.2314 0.1441  1.5387 0.2222 
2001 0.6660 0.3674 0.1968  1.2853 0.2355  1.7432 0.1826 0.1022  1.7335 0.1511 
2002 1.1508 0.3827 0.2257  1.4301 0.2886  2.5508 0.2924 0.1687  2.8738 0.2455 
2003 2.4745 0.3669 0.2139  3.2308 0.2510  4.2243 0.2834 0.1654  1.6792 0.2378 
2004 3.2944 0.4056 0.2363  3.5506 0.2974  6.9584 0.2759 0.2558  6.8348 0.3891 
 Eastern      Volta     
1994 0.1750 0.1266 0.1905  0.2969 0.2699  0.1793 0.0901 0.1590  0.2223 0.1940 
1995 1.2153 0.1059 0.1391  1.1283 0.2643  0.8463 0.0728 0.1105  0.9039 0.1853 
1996 0.8337 0.1186 0.1565  0.8989 0.2023  1.0967 0.1078 0.1186  1.0459 0.1797 
1997 0.7922 0.1545 0.1360  0.9069 0.2090  0.8053 0.1321 0.1114  0.9935 0.1656 
1998 1.0109 0.1707 0.1805  1.2012 0.2127  1.1483 0.1831 0.1428  1.4052 0.1762 
1999 0.8226 0.2500 0.1956  1.0518 0.2221  1.1591 0.2278 0.1588  1.1457 0.2153 
2000 0.8914 0.2870 0.1774  1.0812 0.2131  1.0583 0.2823 0.1685  1.2288 0.2331 
2001 0.8206 0.2827 0.1725  0.8662 0.2064  0.7911 0.2820 0.2108  1.1649 0.2290 
2002 0.9215 0.3049 0.2156  2.1792 0.3451  1.0887 0.3097 0.2120  1.3364 0.2618 
2003 1.8793 0.3347 0.2390  2.3638 0.3278  2.0425 0.3263 0.1863  2.3441 0.2427 
2004 2.3233 0.3744 0.3241  2.4341 0.3599  4.1048 0.3559 0.2102  4.1329 0.3005 
 Greater Accra      Western     
1994 0.2385 0.2499 0.3768  0.4366 0.7708  0.2161 0.1150 0.1682  0.4760 0.3298 
1995 1.1159 0.2308 0.3355  0.7363 0.7463  1.0127 0.1865 0.2306  1.0462 0.3958 
1996 1.1533 0.2868 0.3396  0.8604 0.6472  1.2866 0.2219 0.2298  1.1869 0.4400 
1997 0.9922 0.2610 0.3272  0.7735 0.6078  1.1435 0.2251 0.2027  1.2802 0.4342 
1998 1.2611 0.2373 0.3702  1.3457 0.6413  1.0448 0.1800 0.1710  1.1960 0.3255 
1999 1.1105 0.3464 0.5263  1.1932 0.8045  0.9320 0.1943 0.1685  0.9567 0.2760 
2000 1.1496 0.3799 0.5113  1.3414 0.8033  0.9616 0.2205 0.1801  0.9931 0.3085 
2001 0.6317 0.3586 0.4524  1.1211 0.7781  0.6142 0.2350 0.2058  0.5549 0.2943 
2002 0.9992 0.4488 0.6490  1.2598 0.7960  1.1022 0.2980 0.3041  1.1620 0.5150 
2003 1.5256 0.5586 0.7433  2.2263 1.0571  1.9002 0.3104 0.3415  2.2854 0.5927 
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