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Municipal Financing in context of Bangladesh’s
Graduation to Middle Income Country: A Case Study
on Municipal Development Fund (MDF) Application

Ahmmad Zaman Tarig
Abstract:

Bangladesh has already attained some indicators for becoming
middle-income country (MIC). As a result, Bangladesh might face
challenges of gradual shrinking of less cost credit from any
international development partners resulting pushing up cost of
credit which could jeopardize the continvation of development
process as it is enjoving now.

City Corporations and Municipalities in Bangladesh (termed as
Urban Local Bodies-ULB) are mandated o provide basic municipal
services to its urbanites but characterized by inadequate budget,
poor and irregular collection of taxes. poor governance. lack of
capacity and skilled manpower and also highly dependent on grants
from development partners and government through any development
projects or special allocation to meet their municipal infrastructure
development cost.

Bangladesh Municipal Development Fund (BMDF) has been
providing credit, sourced from development partner-the World
Bank- to ULBs all over the country for their municipal infrastructure
development (MID) projects/sub-projects and hence ULBs could
enhance their revenue income. ULBs showed their satisfaction with
the financing system. project types and enhanced revenue income
too, In this respect, the efficacy of MDF application in municipal
financing has become beyond of any reasonable doubt.

Key word: BMDE, MIC. MDF, MID, ULB
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1. INTRODUCTION
1.1 Executive summary

Bangladesh, on the eve of its 50th anniversary of independence,
will cross into the middle-income country (MIC) threshold; its
citizens will enjoy a higher standard of living, will have better
access to education, will benefit from improved social justice, and
will live in & more equitable socio-economic environment (Perspective
Flan of Bangladesh, 2010-2021). In order to attain thal goal, il 18
also required to ensure effective delivery of municipal services to its
urbanites through construction of sustainable physical infrastructure
along with ensuring other social and economic indicators for
becoming MIC. City Corporations and Municipalities in Bangladesh
{combmedly termed a8 Urban Local Bodies-ULB) are responsible
for providing such municipal services to its urbanites.

Bangladesh has been experiencing rapid increase in its urban population
ever since it became independent in 1971. Urban population
estimated around 42 million during the 2011 Census, as a percentage
of total population increased fom around a little below one-lenth (o
nearly one-third during 1974-2011 periods. It is estimated that by
the year 2021, about one-third of the population of Bangladesh will
be living in urban areas. The ever-increasing urban population,
migration of the rural people in the cities and towns for employment,
income opportunities, education, health, and improved community
services leave no other option but to develop ULBs in a planned
way to caler the ever-increasing urban population.

Being responsible, ULBs are trying to develop, operate and maintain
physical municipal infrastructure, but the extent, to which an ULB
is able to deliver services efficiently, depends on the level and
nature of financing and also their financial sustainability. These
ULRBs are characterized by high dependence on the ceniral government
for funding to their development works. mefficient revenue collection
and financial management as well as weak financial mussels. So,
they are facing great challenges in finding municipal infrastructure
development MID projects/sub-projects cannot play its role as
essenlial municipal service provider to its urbanites effectively.
ULBs cannot undertake and execute as many development
projects/sub-projects as they would like, feel necessity, and cannot
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provide quality basic services to local communities. All ULBs are
not so lucky to get financial support from govemment or any
development partpers through project. special allocation, This
phenomenon leads o poor and vulnerable infrastructure development
in urban areas, low quality in municipal service delivery etc.

Now this scepario falls in challenge as Bangladesh is in the
doorway of graduating to MIC. Bangladesh reached the lower
middle-income country status in 2015 In 2018, Bangladesh
[ulfilled all three eligibilily criteria for graduation from the TUUN"s
Least Developed Country (LDC) list for the first time and is on
track for gradvation 1 2024 (World Bank, 2019). Bangladesh, on
the other hand, is going to give up some benefit as it has been
enjoying as LDC such as concessional loan, grant, low-cost loan
and loan with sofi conditions, These benefits enabled the
Government of Bangladesh (GoB) to support ULBs easily for their
MID projects/sub-projects.

For any MIC, the interest rates on loans from various countries and
international agencies will rise, Grace periods will be shortened or
will be umavailable. The penod for paying back loans will be
reduced. These will push up foreign loan related costs. Foreign
funds for NGO will go down; the [unding will step (Mowla, 2018).

GaoB, following the Municipal Development Fund (MDF) concept
of the World Bank. formed a company Bangladesh Municipal
Development Fund (BMDF) in 2002 to finance MID projects/-
sub-projects of ULBs in the form of loan or loan-grant blended
fund. It has made a notable coniribution i changing the ever-
practicing attitude of ULBs of receiving grants from central
government and has introduced loan financing to ULBs for the first
time which in tumn, became a popular means of financing for municipal
infrastructure development. ULBs, who already have received
Goancial support from BMDEF, became lamiliar with the loan
financing and developed their municipal infrastructure and eventually
became able to strengthen their financial foot.

Graduation to MIC will create some sort of tremor to the economy
of Bangladesh and GoB might face challenges to continue the
Gnancial supports toward ULBs for their MID projects/sub-projects
in the form of grant financing. It will be convenient for the GoB to
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continue the fnancing o ULBs in the form of loan financing,
BMDF may be the window of GoB for such types of support to
ULBs in for MID projects/sub-projects. In the context of new status
of Bangladesh- from LDC to MIC. MDF approach will be an
effective approach for municipal financing.

1.2 Statement of the problem

Being responsible, as per Local Government Act, 2009, to meet the
ever-increasing demand for better municipal services of ever-
increasing wbanites. ULBs are trving to develop. operate and maintain
physical municipal infrastructure. But the extent, to which a
municipality is able 1o deliver services efficiently. depends on the
level and nature of financing and also their financial sustainability,
Without sound financial strength, ULBs cannot play its role as
essential municipal service provider fo its urbanites effectively
because of scarcity of financial resources. ULBs are trying to meet
the demand of it through internal and external sources. GoB is the
only source of mumicipal financimg and manceuvre fund sourced
from international development partner (DP) to ULBs.

Now this scenario fall in challenge as Bangladesh is in the foot step
of graduating to MIC, s0 the flow of less cost credit to ULBs is
gradually shrinkmg, The sustainable development of MID will be in
threat. BMDF has been providing loan grant blended funding to
ULBsz. But no study was done to explore the efficacy of MDF
approach followed by BMDF yet, Whether MDF is an effective
municipal financing in MID at ULBs level in context of graduation
of Bangladesh to MIC, what is the view of ULBs regarding BMDF
funding should be explored.

The major focus of this study is to find out the scope, efficacy,
potential expansion loan financing received by ULBs for physical
municipal infrastructure development project in context of graduation
of Bangladesh to MIC,

1.3 Significance of the study

From the above statement related (o the research, the research
questions arisen that, is there any positive change in revenue
income after implementation of MID projects/sub-projects by the
concemed ULBs with the financial and technical supports from
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BMDF? Not only that. it will explore any positive behavioural
change of ULBs in taking credit (not grant which is free of cost) for
the development project.

So, this study will try to explore the possibilities of MDF approach
for local government financing as well as the efficacy of MDFE in
gugmentation of revenue income after implementation of mcome
generating projects/sub-projects (IGP) by the concerned ULBs with
the financial and technical support from BMDE. The major focus of
this study was to find out the scope. efficacy, and potential
expansion of loan financing received by ULBs for their municipal
development projects/sub-projects in context of graduation of
Bangladesh to MIC.

1.4 Objectives of the Stady

The main objective of this study to find the efficacy of MDF in
financing the physical MID projects/sub-projects implementation
as well as strengthening financial foot of ULBs in context of
graduating of Bangladesh to MIC. The specific objectives are:

* To find out whether there is any positive relationship between
loan financing through MDF and the increase in revenue income
of ULBs after implementation of development projects/sub-
projects financed by BMDE.

* To detect the attitude of ULBs towards loan financing for their
municipal infrastructure development projecis/sub-projects.

2. Methodology
2.1 Study Design

This study was based on the analysis of data available in the secondary
sources from BMDF record as well as primary sources. ULBs,
implemented MID project/sub-projects financed by BMDF were
congidered as the sample frame. Revenue income of base year (year
of implementation of project) was compared with the immediate
three next financial years for identifying the impact of project
implementation. For easy comparison, average of three years revenue
income of each ULB was compared with the revenue income of
base year in percentage. Generally, there may be normal growth in
the revenue income of the ULBs. So. 5% growth in the revenue
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income of ULBs will be considered as the normal growth and more
than this, the growth will be considered as the impact of projec
financing under BMDF,

2.2 Satisfaction Survey

A satisfaction survey was carried oul to find out the funding policy
for MIT} project/sub-projecis of ULBs. Through tlus survey, (he
satisfaction level of the ULBs was measured.

The Likert Scale is a five-point scale which is used to allow the
ULBs to express how much they were salishied or dissatisfied with
the service BMDF provided to them. Based on Likert Scale, ULBs
expressed their satisfaction level as wvery satisfied (value 35),
satisfied (4), neither satisfied nor dissatisfied or OK (3), not
satisfied (2), strongly dissatizfied (1), were determine. In respect of
each level ol salisfaction, frequencies of ULBs were counted and
finally the satisfaction level was measured.

2.3 Study Population

In fact, more than one hundred and 60 ULBs were supported by
BMDF during the period starting from the vear 2004 to 2018. All
these ULBs implemented various types of development projects/-
sub-projecis either révenue generating or nol revenue generating in
nature or both. Considering this, there was 43 ULBs were considered
as sample frame. Among the sampled ULBs, 20 ULBs were selected
through random sampling method,

2.4 Secondary Data

For attending the first objective of this study, a secondary data related
to revenue income. types of infrastructure implemented by those
ULBs were collected. These data were sourced from the BMDF
records.

2.5 Primary Data

To meet the second objective. primary data were collected to find
out the attitude of ULBs regarding the loan fmancing for MID. In
this respect, comments from Mayor, councilor or the officer/staff of
engineering section, or accounts section were collected. Again,
partial requirement to meet the first objective. some primary data
related to revenue income of the ULBs were collected. A format for
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data gathering was sent to selected ULBs and were asked to send
the filled-up format to the researcher.

3, Findings
3.1 Projects/sub-projects Implementation by ULBs
3.1.1Number of projects/sub-projects

Usually, ULBs prefer to implement more than one sub-project/-
sub-project either IG or NIG or both. So that, they can repay the
loan with the revenue income generated by the IG project/sub-project.
From the study it was found that, most of the ULBs i.e., 75% of the
total implemented either 2 or 3 projects/sub-projects, but 40%
ULBs implemented 2 projects/sub-projects. On an average every
ULB implemented 2.55 say 3 projects/sub-projects.

i
GPLE I 2EIIPS

Fig 1. Number of sub-projects of ULBs
3.1.2Types of Projects/ sub-projects

Projects/sub-projects implemented under BMDF financing 15 of
either 1G or NIG in nature. But the ULBs more specifically the
public representatives - the mayor, councillor prefer to implement
road or drain types project which are NIG in nature but bring quick
popularity to them as these are more visible. Only 13% ULBs
implemented only IG project/sub-projects, but 50% of the total
implemented both IG as well as N1G project/sub-projects. But there
were some ULBs (7 nos, 35%) which implemented only NIG
project/sub-projects.
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Mo of ULBs

Fig 2: Types ot sub-projects of ULBs
3.1.5Revenve Enhancement

There were impacts on reverence of the BMDF funded ULBs. The
revenue of ULBs either increased or decreased after implementation
ol projects/sub-project. For easy comparison, average ol three years
revenue income of each ULB was compared with the revenus
income of base year, i.e., year of project/sub-projects implementation
in percentage. The following figure represents the comparizon in
percentage revenue income of sample ULBs.
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Fig 3: Change of average revenue income (%) of ULB
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From the study it was found that there were positive changes -
increase in revenue income of the ULBs. Most of the ULBs (63%)
have more than 30% increazes in their revenue income and among
those 30% ULBs have more than 50% increases in their revenue
income. Though 10% ULBs have below 10% and 5% has decrease
in their revenue income but average revenue income is more than
40% which is significant,
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In the immediate first year after the project/sub-projects implemen-
tation year, revenue income of the ULBs was increased except one.
There was average 19.26Y% increase in the revenue income of
ULBs. It continued with high trend in the following year that means
there was average 27.41% increase in the revenue income. Though
there were 20% ULBs who failed to earn more comparing to previous
year. But in the next year the increased average revenue income of

the ULB fell intensely, to 5.81%.
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Fig 5: % of change of revenue income in successive vears of different
ULBs

3.2 Trends of Revenue Enhancement

The study showed that the change in revenue income of each
sample ULBs were not positive in successive years. The increase of
average revenue income continued for consecutive two years, but it

fell in third year.

Some ULBs have positive change in successive year while other
has fluctuation. In second year, there was more average positive
changes (27.41%) than that of 1st year (19.26%). Bulin the 3rd year
the increase of average revenue income of sample ULBs went down
intensely, to 5.81%.
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