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ABSTRACT 

Urban centres constitute an important part of local government in Ethiopia. 
They serve as the centre of services, manufacturing and markets for both 
urban and rural people. Thus, improving urban management should be part 
of the national development endeavor. One of the important conditions in 
this regard is improving the financial management of the urban centres. This 
in turn calls for improving revenue bases, proper allocation, spending and 
record keeping. However, the fact that urban centres in Ethiopia are being 
governed by age-old rules and regulations, lack of viable revenue bases, less 
buoyant sources, lack of stable management and poor municipal staff profile 
have obstructed municipalities ji-om providing urban services to their 
residents in a meaningful manner. 

This paper analyses the financial management of Jimma town in light of the 
above issues. It appears that the financial management of the city is 
characterized by dual problems of scarcity of fimds on the one hand and 
inappropriate management of those which are available on the other. These 
problems are analyzed in terms of the revenue structure of the city, its 
collection process and the problems encountered. It also critically assesses 
the allocation and spending which includes the budgeting process, record 
keeping and inspection. Then in its conclusive remarks, the paper tries to 
suggest ways and means to improve sources of revenues and their 
management. This last part consists of two issues. Since urban centres are 
affected by both internal and external forces, any attempt to reform urban 
finance must take duly these factors in to account. Internal financial issues 
include effective institutional capacity that could enable the municipal 
government to manage its financial resources. External factors include the 
removal of heavy hands of higher tiers which in this case includes zonal 
administration and zonal bureau of works and urban development. 
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PART I 

CHAPTER 1 

INTRODUCTION 

1.1 Background 

Managers and platmers of the cities of the developing world face enormo us task 

because of the increase of th ei r population at a phenomenal rate. In some cities tens of 

thousands of people are added to the total population every yeat·. This poses a huge 

challenge to those who are responsible for the management of urban development and 

provision of serv ices. 

Under normal conditions cities make vit al contributions to economic growth by 

provid ing public services such as health, education, sanitation , platming, road construction 

etc . In many countries citi es account for about two-thirds of the national output (Cheellla, 

1987). The moderni zation of the agricultural sector depends largely on the emcrgence and 

efficient func tioning of a netlyork of smaller urban centers and market towns to provide 

financ ial , marketing, processing and distribut ion functions. These towns also serve as places 

of commerce, where the rural populace can purchase modern consumer goods and se ll its 

produce. The ex istence of such networks leads to an increase in employment opportunities . 

Cities also fac ilitate the pro\·ision of diverse career with abundance and variety of 

opportunities that are not found in rural areas . 

Despite these contri butions of cities to development, most evidence suggests that city 

managers of the developing ,,·orlel have faced problems to meet these demands. Large 

number of citi zens is left without adequate shelter, wi thout access to safe water or sanitation. 

Education, power supply, hc'1lth service, roads, firc protection and recreation centres are 

below the growing demands of urban residents. The reasons for this failure are quite 



numerous and complex . R ural-urban migration is one of the chall enges which over strains 

the limited municipal finance. Most urban centres could not supply the influx of migrants 

with basic fac ilities, as urbanization in the developing world is not accompanied by 

industrialization unlike in western cities. Urbanization in the develop ing world is si mpl y a 

demographic not an economic. 

The failure in the sup ply and quality of urban serVlces reflects, in most part, 

constraints in financial resources. The limited resources and the incapability of expanding 

the existing ones are the impeding financial problems. 

Ethiopian towns reflect same urban features. Official report indicates that urban 

population in Ethiop ia has kept on increasing though not as high as in many Ali'ican 

countries. For instance, in 1993 total urban population was estimated to be about 8 million 

with the average annual growth rate of 3.2 % (CSA 1994). There were 294 towns with more 

than 2000 people. Most urban population li ves in poverty . According to a Wo rld Bank 

report (1992) the urban poor in Ethiopia is estimated to be four million of which tw o million 

are said to be chronica ll y poor. 

Municipal administration is not capable of supplying adequate basic services to the 

people. Most urban centres are characterised by unemployment, inadequate housing, social 

problems (such as crime, theft, j uveni le delinquency, prostitution, street dwelling) and 

environmental pollution. But the degree of these problems varies from town to town. The 

trend is that the larger the town, the higher the extent of these problems. The major causes fo r 

these situations ill part are lack of fi nancial resources on the one hand and inefficient 

management of the ex i sti ng ones on the other. 

The writer of thi s paper takes .1imma town as a case in point to study the role and problems of 

tina ncial resources management within the time frame since 1991. 
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1.2 The Statement of the Problem 

Eth iopia is predominantly an agrarian economy, w ith 87% population living in rural 

areas . The percentage share of agriculture in the economy was 60% in 1992/93, 

followed by 30% services and 10% industry (CSA, 1996) .. 

In 1994, Ethiopia had a population of 54,939,000 out of which 8,2 19,000 constituted 

the urban population (CSA, 1994). The rate of urbani zation was 3.2% . The function of most 

urban centres is to serve as seats of govel11m ent and as market centres where goods and 

services are transacted. 

Despite the present low level of urbani zation compared with many least deve loped 

countri es on same economic leve l, it is felt that accelerated growth of urban population will 

occur with the cu rrent annual growth rate of 5.4% per annum 

A major contributing factor for urban growth is the hi gher natura l growth of urban 

population as we ll as increas ing rural urban migration. Especially, the latter is initi ated by 

recurren t droughts which resu lted in agricu ltural cri ses in ru ra l areas and the popular 

expectation fo r better li fe in urban cent res. 

Due to such populati on pressure, municipa l admini st ration faces challenges in 

providing adequate physica l and social infrastructures. T he problem is aggravated by weak 

institutional capacity of municipalities which denied them the ability to cope, in meaningful 

manner, with the number of problems. These major probl ems that faced urban centres today 

inc lude: 

I. poor financial position and financial management 

2. poor service provIsion. 
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3. poor intern al organization and lack of skilled managerial and teclUli cal staff. 

4. lack of c larity with regard to the powers and duties of municipalities . 

5. lack of autonomy in management. 

Though the issues listed above reinforce each other, thi s paper foc uses on the m un icipa l 

finance by tak ing Jimma town as a case in point because the fin ancial issues have a far­

reaching impact on the management and development of the town. T he development of the 

municipality is partly conditioned by its capacity to identify revenue bases, raise suffi cient 

revenues, a ll ocat e and undertake spending on urban programmes. Despite thi s, Ji mma 

municipali ty faces problems in all the issues li sted. The revenue bases are limited in 

comparison with the ri sing demands for urban services . The demand for services has been 

fueled by an increase in populat ion. According to the Central Stati sti ca l Authority, the urban 

popu lation was 3.0,000 in 1965. It has grown to 54,000 in 1984 . Ten yea rs later, it has now 

grown 10 11 3375 . 

The problem is not only lack of fi nancial resources but also fai lure to utili ze 

appropriately the ex isting ones. There are many reasons for thi s state of affairs. But 

generall y the prob lem could be viewed fro m intern al and extern al perspectives. Internall y, 

the municipali ty is poorly equ ipped with trained and motivated personnel in revenue and 

expenditlll'e management, reco rd keepi ng and reali sti c budget preparation and 

imp lementat ion. 

Extern ally, the mun icipa li ty is vague ly accoun table to more organs than necessary. 

Techni call y, it is accountable to zo na l bureau of works and urban develojJment which 

su perv ises perfo rmances and provides techn ical ass istance. In princip le, the Woreda council 

has al so a stake in municipal issues withou t which major deliberati ons are not made. But 

Jimma is c urrently mo re affili ated to zonal ad mini stration than to that of Woreda 

4 
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