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1. INTRODUCTION 

1. This document looks at the financing allocated to the maintenance of roads that have been 
decentralized to local administrations. A comparison is made between different countries in Latin America, 
Asia and the Pacific to show the different options that exist and how these have been implemented in 
different countries. The countries included in this document include very large countries and very small 
countries, countries with high road densities and countries with low road densities, relatively rich countries 
(with high GDP per capita) and relatively poor countries, highly decentralized countries and highly centralized 
countries. Although all these factors influence the way decentralized road maintenance is financed, the 
historical choices made in the countries also have a strong influence. Just because a particular option is 
applied in a certain type of country, does not necessarily mean that it is not suitable to other types of 
countries. This document presents the different options for financing the maintenance of decentralized 
roads, describing how these options are applied in different ways in each country and highlighting the 
advantages and challenges of each option.  

2. Considerable variation exists between countries presented in this document regarding the degree in 
which decentralization has been implemented. Some countries have only recently embarked on the 
decentralization process, while others have advanced much further. Larger countries tend to be more 
decentralized and have several different administrative levels, while smaller countries tend to remain more 
centralized. Some countries have a high degree of decentralization, but the local administrations continue to 
be appointed by the central government and are supported by deconcentrated offices of central line 
ministries. Other countries have locally elected local administrations that have a high degree of autonomy 
and have their own departments and staff. For each country, the history and status of the decentralization 
process are described in order to properly understand the context in which the decentralized road 
maintenance is taking place. 

3. Another important factor is the degree in which the management of the road networks has been 
decentralized to the local administrations. In some countries the management of all roads has been 
decentralized to the different local administrations, while in other countries the management of the different 
road networks is still highly centralized. Here it also depends to which level the management has been 
decentralized, and what capacities and resources exist at that level. For each country, the management of 
the different road networks is described, indicating how the management has been decentralized to local 
administrations. 

4. Finally, the financing of decentralized road maintenance shows great variation from one country to 
another, depending on the funding sources that are available and the degree in which these have been 
decentralized or are made available to local administrations. Some countries depend heavily on central 
government financing, while others make use of local revenue. Still others have introduced road user charges 
that are used to finance the maintenance of the different road networks, or are highly dependent on 
community contributions to carry out the local road maintenance activities. The different financing options 
for decentralized road maintenance are described for each country.  

5. An overview of the different countries and the financing options applied by them is provided in the table 
on the following page. This looks at the general characteristics of each country, the levels of decentralization 
and degree of autonomy, the allocation of road management responsibilities, and the main types of road 
maintenance financing. Chapter 2 provides a description of the main financing options for decentralized road 
maintenance with examples of their application in different countries. Chapters 3 to 9 provide more detailed 
descriptions of the different countries reviewed in this document, indicating how they manage the financing 
of decentralized road networks.  
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Table 1 Overview of decentralized road maintenance financing 

Country data China India Laos Myanmar Nepal Peru Timor Leste 
Land area (km2) 9,596,961 km2 3,287,263 km2 237,955 km2 676,578 km2 147,181 km2 1,285,216 km2 15,410 km2 
Population (#) 1,403,500,365 1,324,171,354 7,096,376 53,582,855 28,982,771  31,237,385 1,167,242  
GDP per capita (PPP in $) $18,110 $7,873 $7,932 $6,797 $2,842 $14,252 $5,479 
Road network (km) 4,577,300 km 4,572,144 km 45,825 km 135,792 km 61,047 km 166,765 km 7,505 km 
Road density (km/km2) 47.7 km/100 km2 139.1 km/100 km2 19.3 km/100 km2 20.1 km/100 km2 41.5 km/100 km2 12.9 km/100 km2 48.7 km/100 km2 

Decentralization China India Laos Myanmar Nepal Peru Timor Leste 
Decentralized levels 
 

Province (A) 
Prefecture (A) 

County (A) 
Township (A) 

Village (E) 

State (E) 
District (E) 
Block (E) 

Village (E) 

Province (A) 
District (A) 
Village (E) 

State/Region (A) 
District (A) 

Township (A) 
Village Tract (E) 

Village (E) 

Province (E) 
(District) 

Municipality (E) 
Ward (E) 

Region (E) 
Province (E) 

Municipality (E) 

Municipality (A) 
Admin. Post (A) 

Village (E) 
(Hamlet) (E) 

Local Administrators 
Appointed (A)  

Elected (E) 
Elected (E) 

Appointed (A) 
Elected (E) 

Appointed (A) 
Elected (E) 

Elected (E) Elected (E) 
Appointed (A) 

Elected (E) 

Road management China India Laos Myanmar Nepal Peru Timor Leste 
Administrative road classes 1: National 

2: Provincial 
3: County 
 Township 
 Village 

1:  National 
2:  State 
 Main District 
3:  Other District 
 Village 

1:  National 
2:  Provincial 
3:  District 
 Rural 

1: National 
2: State/Region 
 District 
 Township 
3:  Rural 

1:  National 
2: Provincial 
3: Rural 

1: National 
2: Departmental 
3: Rural 

1: National 
2: Municipal 
3: Rural 

1. Primary network Province 
(Prefecture) 

National Highway 
Authority of India 

National 
Government 

National 
Government 

National 
Government 

National 
Government 

National 
Government 

2. Secondary network Province 
(Prefecture) 

State Province State/Region Province Region National 
Government 

3. Tertiary network County 
(Township) 

(Village) 

District 
(Block) 

(Village) 

District National 
Government 

Municipality Province 
(Municipality) 

Municipality 

Road maintenance financing China India Laos Myanmar Nepal Peru Timor Leste 
1. Primary network Fuel tax 

Tolls 
Road fund (fuel) Road fund (fuel) Tolls (concession) 

National budget 
Road fund (fuel) National budget National budget 

2. Secondary network Fuel tax Block grants 
Local revenue 

Local road fund 

Road fund (fuel) 
Local revenue 

Block grants Conditional grants 
Block grants 

Local revenue 

Block grants National budget 

3. Tertiary network Fuel tax 
Communities  
Local revenue 

 

Fuel tax 
Conditional grants 

Block grants 

Communities National budget 
Block grants 

Conditional grants 
Block grants 

Local revenue 
Road fund (fuel) 

Conditional grants 
Block grants 

National budget 
(Infrastructure Fund) 

Source: Consultant’s processing of collected data 
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2. FINANCING DECENTRALIZED ROAD MAINTENANCE 

6. Financing of decentralized road maintenance often involves allocations from national budgets, either 
directly or through unconditional block grants and conditional grants to local administrations. In some cases, 
local revenue is used provide additional funding. Several countries have also introduced road user charges to 
fund road maintenance, part of which is applied to decentralized roads. The most important of these is the 
fuel tax, although other road user charges such as tolls and vehicle registration fees are sometimes also used. 
Where financing for decentralized roads is very limited, countries often opt for community contributions to 
carry out the required maintenance. A description of the main financing options for decentralized road 
maintenance is given below, providing examples of their implementation in different countries. 

2.1 National budget 

7. In the most basic scenario, the maintenance of decentralized roads is directly financed by the central 
government from the national budget. Although financing from the national budget is common for the 
network managed by the central government, it is less common for decentralized road networks. This 
financing source has the disadvantage that it is highly dependent on national government priorities, and can 
result in strongly volatile allocations to decentralized road maintenance. There is an additional risk that low 
budget allocations for maintenance result in nationally managed road networks being prioritized over the 
decentralized networks. 

8. In Timor Leste the decentralization process is in its early stages and the national budget is used to 
directly finance the maintenance of rural roads that are managed by the municipal governments. The budget 
request for rural roads forms part of the overall budget request of the Directorate for Roads, Bridges and 
Flood Control under the Ministry of Public Works. Issues with the national elections and government 
formation have resulted in problems with the approval of the national budgets in recent years, leading to 
very low budget approvals for rural road maintenance. The risk of nationally managed networks being 
prioritized over decentralized networks is mitigated by having a budget allocation for rural road maintenance 
that is separate from the allocations to the national and municipal road networks. 

9. In Myanmar the rural roads are financed directly from the national budget allocations to the 
Department of Rural Road Development under the Ministry of Construction. The existence of a separate 
department for rural roads also means that the budget is separated from that of the national roads. Recently, 
the states and regions have started providing funding for rural roads, and it is likely that the funding from the 
national budget will phase out over time. 

2.2 Unconditional block grants 

10. A subsequent step that is encountered in many countries, is the transfer of unconditional block grants 
from the central government to the local administrations. These block grants generally form the most 
important source of funding for local administrations. They are often based on revenue sharing 
arrangements, whereby taxes and royalties that feed into the national budget are redistributed to local 
administrations. The redistribution tends to be based on the population levels in the local administrations, 
but also takes account of the amount of revenue generated in each administration and other criteria such as 
poverty. The local administrations are generally free to allocate the received block grants as they please. The 
road sector often receives a significant percentage of these block grants, given the high demand for road 
investments at local level. Allocations to maintenance are less common, however, since there is a lot of 
political pressure to construct and improve roads, rather than maintaining existing roads. In some cases, 
allocations to road maintenance are a requirement for receiving additional funding from central level, thus 
motivating the use of block grants for this purpose. 

11. In Myanmar block grants were first introduced in 2012 and have been an important source of funding 
for the state/regional governments in funding the road networks under their responsibility. With the 
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introduction of the block grants, the states and regions became responsible for financing the secondary roads 
(state/region roads, district roads and township roads), as well as the staff of the Ministry Construction 
located at the district and township levels. More recently, the states and regions have also started financing 
the rural roads from their block grants. Although the annual plans of the states/regions also include budget 
allocations to road maintenance, in practice the allocations to maintenance are very limited. 

12. In India the states and lower Panchayat Raj Institutions at district, block and village level all receive 
unconditional block grants. The national PMGSY rural road programme finances the rehabilitation and 
construction of rural roads, but subsequent maintenance is to be financed by the district administrations 
from their block grants from central and state governments. To motivate the block grant allocations to 
maintenance, the PMGSY funding is dependent on the states and districts providing sufficient funding for 
rural road maintenance. 

2.3 Conditional grants 

13. In some cases, the national government provides funding to the local administrations in the form of 
conditional grants. These grants are specifically for a certain sector (e.g. road sector) and sometimes for a 
specific activity (e.g. road maintenance). The local administrations are required to submit an annual work 
plan defining the works to be carried out, which has to be approved by the central government. Local 
administrations are also required to report on implementation. But different from the national budget 
allocations that are generally managed centrally, the use of the conditional grants is managed by the local 
administrations. 

14. In Nepal local administrations receive several conditional grants next to their unconditional block grants. 
In the case of the road sector, these conditional grants may be specifically for bridge construction or for road 
maintenance. The road maintenance groups that were until recently financed by development partners, are 
now financed through such conditional grants from central government. 

15. In Peru the block grant transfer of the FONCOMUN is supplemented with a conditional grant to finance 
the routine maintenance of rural roads by microenterprises. The conditional grant is provided to the 
provincial administrations, which in turn provide it to the provincial road institutes (IVPs) to contract the 
microenterprises. 

2.4 Local revenue 

16. In countries with high fiscal decentralization where local administrations have considerable local 
revenue at their disposal, this can form an important source of financing for decentralized road maintenance. 
Generally, this is more prevalent in larger and richer countries, where the subnational administrations are 
larger and have been allocated a greater responsibility for the fiscal revenue collection and usage.  

17. In China, the provinces and prefectures have the power to collect local revenue from different taxes and 
use this at their discretion. Part of this funding is used to finance road maintenance, providing counterpart 
funding to the fuel tax allocations from central government. Especially in the richer eastern provinces this is 
an important source of rural road maintenance financing. 

2.5 Fuel tax 

18. Many countries have introduced a fuel tax or fuel levy to finance road maintenance, introducing the 
concept of “the user pays”. The advantage of a fuel tax is that it is relatively easy to collect (generally the tax 
is levied as an import tax or as an excise tax at the wholesale level). The other advantage is that the level of 
revenue increases with the number of vehicles using the roads. A fuel tax has the advantage that it increases 
with the fuel price, but volatile fuel prices can result in unpredictable funding levels. A fuel levy results in a 
more consistent and predictable revenue, but may require periodic increases to adjust for inflation.   
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19. An important challenge with the fuel tax is the fuel use for non-road transport purposes (e.g. agriculture, 
water transport, industry, electricity). Although it is possible to have separate fuel pricing systems with and 
without the fuel tax, this is often complicated if the same fuels and sources are used, and it is preferable to 
apply the tax to all fuels, possibly providing subsidies to non-road users. A decision also needs to be made 
whether the fuel tax will only be used for road maintenance, or also for road rehabilitation and possibly even 
road construction. This will depend in part on the expected revenue to be collected from the fuel tax. Another 
challenge is the distribution of the available fuel tax funding to the different road types. Here there is a strong 
tendency to allocate the funding to the roads with the highest traffic volumes (generating the most fuel tax), 
which tends to leave rural roads with no or very limited funding. 

20. China introduced a fuel tax in 2009, replacing (farm) vehicle maintenance fees and tolls on lower class 
roads. Contrary to most other countries, China did not link the fuel tax to a road fund, and instead the fuel 
tax is directly managed by the Ministry of Finance. The fuel tax has provided an important source of funding 
for the expansion of the road network in the past decade. For the maintenance of the national and provincial 
highways, provinces are provided with a certain percentage of the fuel tax. For the maintenance of rural 
roads, the local administrations are provided an allocation from the fuel tax that is equal to the previous 
revenue from vehicle maintenance fees. This is insufficient to cover the maintenance needs, and local 
administrations are forced to provide additional funding from other sources, which is proving problematic in 
the poorer provinces. 

21. In Laos a Road Maintenance Fund was created that is primarily funded from a fuel tax. To ensure that 
some funding is provided to local roads, the road fund law defines that 10% of the revenue should be 
allocated to these roads. However, the local road network includes provincial, district and rural roads that 
make up three-quarters of the total road network. As a result, the allocation per kilometre is very limited, 
and nearly all funding is used for the maintenance of provincial roads. 

22. In India the Central Road Fund is also funded from a fuel tax, but the allocation to rural roads has been 
set at 33.5%. This allows a large national programme for rural road rehabilitation and maintenance to be 
financed from the revenue. Subsequent maintenance still needs to be financed by the states and districts 
using other funding sources. As this was proving difficult, the PMGSY programme now includes the first 5 
years of maintenance after construction or rehabilitation. 

2.6 Tolls and other user charges 

23. Tolls are another common source of road sector funding, both for maintenance and also for the 
repayment of road improvements. Toll collection is quite costly, however, and as a result tolls are more 
common in roads with high traffic volumes where the collection costs forms a small portion of the total 
revenue. In most decentralized roads, tolls are not applied because of the low traffic volumes. Other user 
charges such as vehicle registration fees, heavy vehicle surcharges, overloading fees, traffic fines, etc. may 
also be used to fund road maintenance. The collection of these user charges also tends to be costly, however.  

24. In Myanmar most national roads have tolls on them. Many of these roads have build-operate-transfer 
(BOT) concession contracts, where the private sector finances the initial investments and subsequent 
maintenance, receiving revenue from the collected tolls as repayment. For the lower volume (decentralized) 
roads where the toll revenue was not sufficient to finance concession contracts, the government had 
introduced a different system of auctioned tolls. Here private sector was able to bid for the collection of the 
tolls, whereby the contract was awarded to the highest bidder. The bid price generally formed approximately 
80% of the expected toll revenue and was paid up front, with the bidder allowed to keep all collected tolls in 
the road section concerned (toll rates were fixed based on vehicle types and the length of the road section). 
However, in 2015 these tolls were abolished since the revenue was very limited and they formed an obstacle 
for local transport on these roads. 

25. China used to collect (farm) vehicle maintenance fees that were used to finance road maintenance (the 
farm vehicle maintenance fees were reserved for rural roads). It also collected tolls on lower level roads. The 
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collection of these fees and tolls was very costly, with a significant portion of the revenue used to cover the 
collection costs. In 2009 it was decided to replace the vehicle maintenance fees and tolls on lower level roads 
by a fuel tax. 

26. In Laos the Road Maintenance Fund is financed mainly by a fuel levy, but it also receives revenue from 
tolls on roads and bridges, from heavy vehicle surcharges, from overloading fines, from traffic fines, from 
public transport permits, and from several other user charges.  

2.7 Community contributions 

27. Where funding for road maintenance is not available, communities are often required to provide annual 
contributions to provide basic maintenance to the road. This often takes the form of voluntary contributions 
of labour and materials, although cash contributions may sometimes be required to cover the costs of specific 
materials or skilled labour. Because the contributions are not remunerated, they are often provided only 
once or twice a year, and generally in seasons when there is no great demand for labour (not during the 
planting or harvest seasons). Often the contributions are only provided once damage has occurred to restore 
the road access. The resulting level of maintenance is generally low and inadequate to keep the road in good 
condition. Where basic remuneration is provided to labourers to carry out the same maintenance activities, 
better results can be achieved by ensuring the timeliness of the maintenance activities. So-called 
lengthpersons have been introduced in many countries in the past, although this involves a high management 
burden. More recently, road maintenance groups and microenterprises have been introduced whereby the 
workers are organized and contracted as teams, often remunerated on a performance basis, thus reducing 
the management burden. 

28. In China, voluntary labour contributions are still common in rural roads. These are organized once or 
twice a year to carry out basic repairs. For the rest of the year the road receives no attention at all and 
resulting road conditions tend to quickly deteriorate, especially in unpaved roads. Road maintenance groups 
have been introduced in some provinces, funded from the fuel tax allocations to county transport bureaus. 
This has resulted in year-round maintenance and has led to better road conditions. In village roads, however, 
the fuel tax allocations are too low to allow road maintenance groups to be financed. In the poorer western 
provinces where local revenue is limited, the county transport bureaus are dependent on community 
contributions to carry out the routine maintenance. 

29. In Laos there is no funding available for rural road maintenance. Funding from the Road Maintenance 
Fund is used mainly for national roads, and a small portion is allocated to provincial roads and a few district 
roads. The rural roads connecting villages are therefore dependent on voluntary contributions of labour and 
materials to carry out basic repairs. Road maintenance groups have been introduced by the Poverty 
Reduction Fund as a means of ensuring basic maintenance of improved roads and of providing incomes to 
local people. Discussions are ongoing to see how the Road Maintenance Fund may be used to ensure the 
sustainability of the road maintenance groups.  
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3. CHINA 

 

Area: 9,596,961 km2 

Population: 1,403,500,365 (2016 estimate) 

GDP per capita (PPP): $18,110 

Road network: 4,577,300 km 

Road density: 47.7 km/100 km2 

Source: Wikipedia 

3.1 Administrative divisions 

30. China is subdivided into 33 provincial-level jurisdictions, including 22 provinces, 5 autonomous regions, 
4 provincial level municipalities and 2 special administrative regions. The provincial level entities are very 
large, with an average population of over 40 million people and an average size of nearly 300,000 km2, larger 
than most countries. Below the province level are 334 prefecture-level jurisdictions, including 294 prefecture 
level cities. The prefecture-level jurisdictions are further subdivided into 2,851 rural counties and urban 
districts, which are in turn subdivided into 39,864 rural townships and urban subdistricts. The lowest 
administrative level consists of 662,393 rural villages and urban communities. 

Figure 1 Administrative divisions in China 

 

3.2 Road network 

31. China has a registered road network of nearly 4.8 million kilometres. Over 600,000 km of these are high 
standard class II or higher roads. By far the majority of roads are class III or IV, complying with minimum 
standards for paving and geometry. An ever-decreasing portion is considered underclass, often consisting of 
unpaved roads. The road network is divided into national highways crossing various provinces, provincial 
highways connecting different parts of a province, county roads connecting different counties, township 
roads connecting townships within a county, and village roads connecting down to the villages. The county, 
township and village roads are together often referred to as rural roads, and together have a length of 
approximately 4 million kilometres. There has been a large drive to upgrade the road network in China, and 
in the past five years alone, over 1.3 million kilometres of rural roads have been constructed or rehabilitated, 
with nearly all townships and villages now connected by asphalt or cement concrete roads. 

National Government 

334 Prefectures 

33 Provinces and Regions 

2,851 Counties and Districts 

39,864 Townships and Subdistricts 

662,393 Villages and Communities 
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Table 2 Road network in China (km) 

 Expressway Class I Class II Class III or IV Underclass Total 

Length 136,449 105,224 380,481 3,716,406 434,909 4,773,469 
% 3% 2% 8% 78% 9% 100% 

Source: National Bureau of Statistics of China, 2018 

3.3 Decentralization 

32. Although China remains a unitary political system where subnational government elections are virtually 
non-existent, its administration is highly decentralized with local governments at province, prefecture, 
county, township and administrative village levels. Decision-making is decentralized, although it is strongly 
influenced by national policies and strategies. China has a high degree of fiscal decentralization, with most 
expenditure taking place at the subnational level. Fiscal decentralization has included a gradual sharing of 
fiscal revenue sources and increasingly the collection of this revenue at subnational levels. Initially this 
included negotiated fiscal contracting systems, which were later replaced by fiscal revenue sharing systems. 

3.4 Decentralization of road management 

33. Road management is almost completely decentralized in China, with the central government Ministry 
of Transport only responsible for setting policies and monitoring progress. The national and provincial 
highways are almost fully managed by the provincial highway bureaus under the provincial level 
governments, and in some cases the management has been further decentralized to the prefecture level 
governments. Management of the rural roads (county, township and village roads) is decentralized to the 
county transport bureaus under the county-level governments, with the management of the lower level 
roads further decentralized to township governments in some cases. Especially in the richer and more 
developed western provinces, road management has been further decentralized to lower levels, involving 
ever greater numbers of entities. This has created challenges for developing the necessary capacities and 
ensuring the use of uniform systems. 

34. The provincial highway bureaus have high capacities with large numbers of staff. Data on road roughness 
and pavement defects is collected using special vehicles on an annual basis and is published in a statistical 
yearbook. Most of the works are carried out by in-house units located in the different prefectures (these also 
function as state-owned companies carrying out works for third parties). Expressways are often constructed, 
operated and maintained by special state-owned companies set up specifically for this purpose.  

35. The county transport bureaus also tend to be qualified with appropriate staff numbers. They are often 
supported by staff from the township governments in the case of township road maintenance. Data on the 
condition of the rural roads is collected on an annual basis, often visually but increasingly also using 
specialized vehicles. Maintenance of county and township roads is often carried out using in-house units or 
is contracted out (in which case it is often awarded to state-owned companies under the highway bureaus). 
In the case of the village roads (and the township roads in the poorer provinces), maintenance often involves 
voluntary labour contributions from communities along the road. This is often organized by the heads of 
villages, with community members coming together once or twice a year to carry out routine maintenance 
and repairs. In some provinces systems with paid road maintenance groups have been introduced. 

3.5 Decentralization of road maintenance financing 

36. In 2009, a fuel tax was introduced to finance road development and especially maintenance. The fuel 
tax replaced several existing taxes and tolls, including all tolls on class II highways and the annual vehicle 
maintenance fees. Tolls were placed on all class II highways immediately after construction as a means of 
repaying the investment. After 2009, all tolls on these roads were removed and replaced by transfers from 
the fuel tax. Tolls on expressways and class I roads are still used to repay the initial investment costs. In some 
cases, specific companies are set up to finance the original construction, and subsequently operate and 
maintenance the expressways, repaying the initial investments from the collected tolls.  
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37. The vehicle maintenance fee used to be paid by all vehicles and was collected at prefecture level and 
forwarded to the provincial level. This fee was used for the maintenance of all roads in the province. There 
was also a farm vehicle maintenance fee for agricultural vehicles that was collected at county level and 
forwarded up to provincial level. The farm vehicle maintenance fee was used specifically for the maintenance 
of rural roads. Collection costs were very high, however, and coverage of maintenance needs was limited. 
With the introduction of the fuel tax, both vehicle maintenance fees were abolished. Instead, the prefectures 
and counties received a guaranteed transfer equal to the 2007 levels of the maintenance fees. The transfers 
were supposed to grow with 10% per year, but in practice this was not always achieved and especially in 
western provinces the transfers remained at 2007 levels. Fuel tax allocations for rural road maintenance were 
in the order of $1,100/km/year for county roads, $550/km/year for township roads and $150/km/year for 
village roads.  

38. The fuel tax revenue is growing with increased vehicle numbers and usage, and allocations are similarly 
growing. About half the fuel tax revenue is used for maintenance, with the other half used for construction, 
administration and repayment of loans. National and provincial highway maintenance are largely dependent 
on fuel tax allocations, and coverage of needs has increased gradually over the years. Even in the poorer and 
less developed western provinces, maintenance funding is now largely meeting needs. A problem being faced 
are the pension costs of retired in-house staff, which are financed from the current maintenance budgets, 
taking up as much as 25% of the available funding. In the case of rural roads, coverage of maintenance needs 
from the fuel tax is more limited since the allocations have not grown as much. For rural roads the national 
government issued policies requiring counterpart financing from prefecture and county level. In the richer 
eastern provinces this has been achieved, but in the western provinces this was lagging for a long time. 
Currently counterpart funding exceeds the allocations from the fuel tax in most provinces.  
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4. INDIA 

 

Area: 3,287,263 km2 

Population: 1,324,171,354 (2016 estimate) 

GDP per capita (PPP): $7,873 

Road network: 4,572,144 km 

Road density: 139.1 km/100 km2 

Source: Wikipedia 

4.1 Administrative divisions 

39. India is subdivided into 28 states and 7 union territories (including the national capital territory) with 
populations ranging from one hundred thousand to nearly two hundred million people. According to the 
2011 Census, the states and territories are further subdivided into 640 districts (zilla) with populations 
ranging from a hundred thousand to eleven million people.  There are a further 5,924 development blocks 
or subdistricts1 managed by the Panchayat Samti. Villages form the lowest administrative division, with 
640,867 villages in the country as a whole. Some governmental functions are managed at hamlet level 
(referred to as habitations), of which there are 1,714,556.  

Figure 2 Administrative divisions in India 

 

4.2 Road network 

40. India has a very high road density with a registered road network of nearly 4.6 million kilometres. Nearly 
100,000 km of these are expressways and national highways managed by the National Highway Authority of 
India (NHAI). A further 1,270,000 km are state highways and major district roads managed by the state public 
works departments. The so-called other district roads and village roads are together referred to as rural 
roads, which make up 2,440,000 km (more than half the total network). These rural roads are managed by 
the state rural roads departments with involvement of so-called Panchayati Raj Institutions (PRI - this refers 
to the locally elected bodies at district, block and village level). In addition, there are nearly 470,000 km of 

                                                           
1 These have different names depending on the state or territory, including tehsils, talukas, sub-divisions, mandals, and 
circles. 

Union Government 

640 Districts 

35 States and Territories 

5,924 Subdistricts 

640,867 Villages 

1,714,556 Habitations 



Financing Decentralized Road Maintenance – Experiences from Latin America, Asia and the Pacific 

11 

urban roads managed by the cities and towns and over 300,000 km of project roads managed by specific 
entities. 

Table 3 Road network in India (km)  
National 
Highway 

State 
Highway 

Major 
District 
Roads 

Other 
District 
Roads 

Village 
Roads 

Urban 
Roads 

Project 
Roads 

Total 

Paved 97,991 165,272 973,088 499,994 986,075 346,796 88,590 3,157,806 

Unpaved - 1,837 128,090 106,218 844,968 120,310 212,915 1,414,338 

Total 97,991 167,109 1,101,178 606,212 1,831,043 467,106 301,505 4,572,144 

% 2% 4% 24% 13% 40% 10% 7% 100% 
Source: Ministry of Statistics and Programme Implementation, 2018 

4.3 Decentralization 

41. Before independence, India was divided into British-administered provinces and nominally autonomous 
princely states, which were governed by the British administration. After independence in 1947, India was 
divided into states which were further subdivided into districts. The 1950 constitution identified 9 Part A 
states (former governors’ provinces of British India), 8 Part B states (former princely states), 10 Part C states 
(former chief commissioners’ provinces and some princely states) and 1 Part D state (Adaman and Nicobar 
Islands). The colonial system of administration continued until 1956 when the States Reorganisation Act 
abolished the provinces and princely states in favour of new states (Part A and Part B states) and union 
territories (Part C and Part D states) which were based on language and ethnicity. Further changes to the 
states and territories between 1960 and 2000 led to the current 28 states and 7 union territories. 

42. The 73rd Constitutional Amendment of 1992 introduced the three-tier Panchayati Raj Institutions (PRIs) 
at district, block and village levels and initiated decentralization to these levels. Local elections are supposed 
to be held every 5 years to elect the Zilla Parishad at district level, the Panchayat Samiti at block level and 
the Gram Panchayat at village level.  

43. Implementation of the decentralization process has been largely managed by the states, and in practice 
decentralization is not advancing very rapidly. Although some powers have been transferred to the PRIs, 
administrative capacities and procedures remain very much with the states. Fiscal decentralization is also 
lagging, and most PRIs remain dependent on conditional transfers from the union or state governments. As 
a result, the PRIs tend to lack discretionary powers and autonomous budgeting powers, and they have 
inadequate powers of taxation. In many cases, the states are able to allocate or withdraw functions and 
responsibilities to the PRIs by executive fiat. 

4.4 Decentralization of road management 

44. The road network in India is largely decentralized. The National Highway Authority of India (NHAI) is 
responsible for the development, maintenance and management of the national highways. State 
governments are responsible for the development and maintenance of state highways that connect national 
highways to districts, important towns, tourism centres and minor ports. The Zilla Parishads at district level 
are formally responsible for the management and maintenance of main district roads (MDR) and other 
district roads (ODR) that connect the development blocks and important production areas and markets 
within the districts. The Gram Panchayats are formally responsible for the village roads (VR) that make up a 
large portion of the total network, connecting villages and habitations to the rest of the road network. 

45. To support the development of the rural road network, the Pradhan Mantri Gram Sadak Yojana (PMGSY 
- Prime Minister Rural Roads Scheme) was initiated in the year 2000. The objective of PMGSY is to provide 
all-season road access to all villages and habitations with more than 500 people (250 in the case of hill states). 
The PMGSY programme identified the core rural road networks that would need to be constructed or 
upgraded to provide the necessary single connectivity to the prioritized villages and habitations, including 
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both other district roads (ODR) and village roads (VR). The programme furthermore developed rural road 
standards and standard bidding documents to be applied. As of 2017, PMGSY has constructed 504,727 km of 
core rural roads connecting 124,709 habitations. 

46. The programme is centrally managed by the National Rural Roads Development Agency (NRRDA). At 
state level, autonomous State Rural Road Development Agencies (SRRDA) were set up to implement the 
programme within each state, and are responsible for planning, fund management, works and contract 
management, and for maintenance management. Each state is also responsible for identifying executing 
agencies with a presence in the different districts and established experience with road construction works. 
These may include state public works departments or similar, Zilla Parishads, or other Panchayat Raj 
Institutions, as long as these have the necessary expertise and manpower.  The Executive Agencies are 
required to form district programme implementation units (DPIU) to manage the works on a day-to-day basis. 

47. Since 2003, the PGMSY contracts include the construction and upgrading of rural roads as well as 5 years 
of performance-based maintenance. After the five-year maintenance period, the roads are handed back to 
the Zilla Parishads, which then become responsible for managing the maintenance of these roads. The state 
governments are responsible for building up the capacity of the Zilla Parishads and to devolve funds. State 
governments are also encouraged to prepare rural road maintenance policies, with such policies already 
prepared in 20 states and territories. The DPIUs may continue to be involved in the management of the 
maintenance contracts, with the Zilla Parishads approving the contracts and the budget allocations to the 
different roads. This foresees the DPIUs remaining heavily involved in planning and contract management, 
with the Zilla Parishads mainly approving budget allocations. 

4.5 Decentralization of road maintenance financing 

48. The PRIs receive funds from i) local body grants from the Union Government as recommended by the 
Central Finance Commission, ii) funds for implementation of schemes sponsored by the Union Government, 
and iii) funds released by the State Governments on the recommendations of the State Finance Commissions. 
The income of the block level Panchayat Samiti comes mainly from grants and loans from the State 
Government and the local Zilla Parishad, ii) land and water use taxes, professional taxes, liquor taxes and 
others, iii) income-generating programmes, and iv) voluntary contributions. For many Panchayat Samiti, the 
main source of income is state aid. For others, the traditional taxing function provides the bulk of revenues. 
Tax revenues are often shared between the Gram Panchayats and the Panchayat Samiti. The income of the 
Gram Panchayat mainly comes from i) taxes collected locally such on water, places of pilgrimage, local 
mandirs (temples), and markets, ii) fixed grants from the State Government in proportion to the land 
revenue, and iii) money for works and schemes assigned to the Parishads. 

49. The PMGSY programme is the main funding source for rural roads. It receives financing from the Central 
Road Fund (CRF) that was created in 2000. The CRF is financed from a fuel levy (cess) on petrol and diesel (a 
combination of additional customs duty and additional excise duty). Initially the levy was INR 1 per litre but 
reached INR 6 per litre by the end of 2017, and was further increased in 2018 to INR 8 per litre (approximately 
$0.11). An amendment bill approved in December 2017 increased the scope to also include waterways, 
changing the name of the CRF to the Central Road and Infrastructure Fund (CRIF). In 2016-17, the CRF had a 
total revenue of INR 808 billion (approximately $11.6 billion), while for 2018-19 a total revenue of INR 1,130 
billion is expected (approximately $16.3 billion).  

50. The collected revenue from the fuel tax is transferred to the Consolidation Fund of India, from which 
transfers to the CRF are be made upon approval by parliament. According to the 2017 amendment bill, the 
CRF funding may be used for development and maintenance of national roads (39.5%), the development of 
rural roads (33.5%), the development of railway crossings (14.0%), the development and maintenance of 
state highways (10.0%), the development and maintenance of inland waterways (2.5%) and the development 
and maintenance of roads in border areas (1.0%). It must be noted that for rural roads the use of the CRF is 
limited to development costs, with maintenance to be funded from other funds.  
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51. PMGSY was initially fully centrally funded from the CRF, but as of 2015, 40% of the funding comes from 
states (10% in the case of special category states). PMGSY also receives funding from development partners, 
receiving a total of $4.3 billion in loans from the World Bank and ADB for a total of 13 states. 

52. The PMGSY allocation to rural roads is used to finance rural road development (new construction and 
upgrading to all-season standard) combined with 5 years of performance-based maintenance. The allocation 
is limited to identified core rural roads and approved district rural road plans. In 2016-17, PMGSY carried out 
12,302 road works with a total length of 51,613 km as well as 1,131 bridges with a total length of 70,304 
metres, at a total cost of INR 305 billion (approximately $4.4 billion). Subsequent maintenance of the 
developed roads is to be funded by the states and Panchayat Raj Institutions. To stimulate allocations to 
maintenance funding by states, PMGSY funding to the different states has been made dependent on the 
State Governments allocating maintenance funding to the SRRDAs. 

53. Several states have also created state road (maintenance) funds. These are funded from different 
sources, including union budget and state budget allocations, fuel taxes (e.g. Uttar Pradesh), motor vehicle 
taxes and fees, toll collection (e.g. Madyha Pradesh), traffic fines, and returns on investments made by the 
funds. However, most of the revenue of these funds is used for state highways. In some cases, there is specific 
revenue earmarked for rural roads, such as a levy on agricultural products sold in the state. 
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5. LAOS 

 

Area: 237,955 km2 

Population: 7,096,376 (2015 census) 

GDP per capita (PPP): $7,932 

Road network: 45,825 km 

Road density: 19.3 km/100 km2 

Source: Wikipedia 

5.1 Administrative divisions 

54. Laos is divided into 17 provinces (khoueng) and one prefecture (nakhon louang) that includes the capital 
Vientiene. Province populations range from just under 100,000 to nearly 1 million people. Provinces are 
further subdivided into 148 districts (mueang) with populations ranging from just under 20,000 to nearly 
100,000 people. The districts in turn are subdivided into 8,507 villages (ban).  

Figure 3 Administrative divisions in Laos 

 

5.2 Road network 

55. Laos has a low road density with a registered road network of just under 46,000 km, nearly half of which 
has an earthen surface. This includes nearly 7,400 km of national roads, three-quarters of which are paved 
and 6% of which has an earthen surface. There are 8,200 km of provincial roads of which only 11% are paved 
and one-third of which has an earthen surface. The 5,600 km of district roads have a similar make-up as the 
provincial roads. In the case of the 20,000 km of rural roads, two-thirds have an earthen surface, with only 
1% paved. 

Table 4 Road network in Laos (km)  
National Provincial District Rural Urban Special Total 

Paved 5,279 979 294 187 883 225 7,846 

Gravel 1,628 4,596 3,319 5,439 909 470 16,360 

Earth 470 2,635 2,032 14,632 424 1,428 21,619 

Total 7,378 8,209 5,643 20,258 2,216 2,123 45,825 

% 16% 18% 12% 44% 5% 5% 100% 
Source: Department of Roads, Ministry of Public Works and Transport, 2013 

5.3 Decentralization 

56. The 2004 Law on Local Administration defines three levels of local administration: the provinces, districts 
(and municipalities) and villages. The Law defines the province and district as budget units, while the village 

National Government 

148 Districts 

17 Provinces 

8,507 Villages 

1 Prefecture 
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is a unit for revenue collection. The local administrations are delegated responsibility for administering 
certain functions on behalf of the national government. The heads of the provincial and district 
administrations are appointed by the national government and are supported by provincial and district 
divisions of the central government line ministries. There are no directly elected positions or bodies at 
provincial and district level. Only the village heads are locally elected, although they need to be approved by 
district or municipal chiefs.  

5.4 Decentralization of road management 

57. This structure is also reflected in the management of the road network. Formally the management of all 
roads is under the responsibility of the Department of Roads under the Ministry of Public Works and 
Transport (MPWT). National roads are managed directly by MPWT. The management of local roads (defined 
as provincial, district, rural and urban roads) is delegated to the provincial and district levels. MPWT has 
deconcentrated provincial Departments for Public Works and Transport (DPWT) and district Offices for Public 
Works and Transport (OPWT) that are responsible for the provincial, district and rural roads. 

5.5 Decentralization of road maintenance financing 

58. In 2001, the Road Maintenance Fund (RMF) was created by Prime Minister’s Decree. Overseen by an 
advisory board, RMF consists of representatives from the public and private sectors, as well as appointed 
members of the general public. The RMF is financed from a fuel levy, heavy vehicles surcharge, overloading 
fines, tolls on roads and bridges, international transit charges, and other local and foreign funding sources. 
In 2013 this was expanded to also include traffic fines, number plate fees, public transport permits and other 
road user charges.  

59. Initially the RMF was heavily dependent on donor loans and grants, which gradually reduced and ended 
in 2011. Currently the RMF depends on the fuel levy, which makes up 97% of all revenue. The fuel levy was 
initially set at LAK 40 per litre and has since increased to LAK 420 per litre currently (approximately $0.05 per 
litre). Both the increased levy and the increased fuel consumption have resulted in significant increases in 
the amount of funding available under the RMF. Tolls used to form a second important source of revenue, 
but most tolls were abolished in 2010 to reduce the obstacles to international trade. RMF revenue has been 
increasing by more than 10% per annum in recent years, reaching $80 million in 2016. 

60. According to the original decree, 10% of the RMF budget was to be allocated to local roads (provincial, 
district, rural and urban roads), with the remaining 90% to be allocated to national roads and the operation 
of the fund. This was amended in 2011, with 5% reserved for safety activities, 5% for urban roads in Vientiane, 
10% for local roads and the remaining 80% of national roads and the operation of the fund. In practice, 
however, the allocation to local roads (especially provincial roads) can be considerably higher in some years. 

61. The use of the RMF is limited to maintenance and rehabilitation, although in practice some construction 
and upgrading works are also included. In some years a considerable portion of the RMF is spent on 
emergency maintenance to restore roads damaged by heavy rains, reaching 38% of the RMF budget in 
2009/10 and 2010/11. Rehabilitation also forms a considerable portion of the expenditure, reaching 39% in 
2012/13. Routine maintenance allocations tend to form 10-20% of the RMF budget allocation, while periodic 
maintenance forms 20-30%. 

62. The RMF budget allocations to national roads are covering a considerable and ever-increasing part of 
the maintenance funding needs. For local roads, however, the RMF allocations are much lower and need to 
cover a much larger road network. A 10% allocation of the $80 million revenue of the RMF to nearly 40,000 
km of local roads translates into an average allocation of only $200 per kilometre of road. As a result, the 
RMF funding only covers a small portion of the local road maintenance needs. Most of this is targeted at 
provincial roads. District roads also receive some funding, especially where this involves roads that have been 
improved under donor funded projects requiring subsequent maintenance to be funded by government.  
Village roads tend to receive almost no maintenance funding. The World Bank funded Poverty Reduction 
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Fund (PRF) is currently supporting the maintenance of PRF improved village roads by local road maintenance 
groups as an inexpensive means of providing basic maintenance to these roads. Provinces and districts 
sometimes allocate some of their revenue to local roads, but this is again focused mainly on provincial and 
district roads, and mostly at construction and upgrading.  
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6. MYANMAR 

 

Area: 676,578 km2 

Population: 53,582,855 (2017 census) 

GDP per capita (PPP): $6,797 

Road network: 135,792 km 

Road density: 20.1 km/100 km2 

Source: Wikipedia 

6.1 Administrative divisions 

63. Myanmar is subdivided into 1 union territory (capital), 7 states, 7 regions, 5 self-administered zones and 
1 self-administered division. The states and regions are further subdivided into 74 districts. The districts, 
together with the union territory, the self-administered zones and the self-administered division are 
subdivided into a total of 330 townships. The townships are subdivided into 3,228 urban wards and 13,601 
rural village tracts, with village tracts further subdivided into 70,657 villages.  

Figure 4 Administrative divisions in Myanmar 

 

6.2 Road network 

64. Myanmar has 40,097 km of trunk roads managed by the Ministry of Construction (17,685 km) and by 
the State/Regional governments (22,412 km), and 95,695 km of rural roads managed by the Ministry of 
Construction (75,885 km) and the Ministry of Border Affairs (19,808 km). Over half the trunk roads are paved, 
with only one-quarter having an earthen surface. In the case of the rural roads, only 6% are paved, with two-
thirds having an earthen surface. 

Table 5 Road network in Myanmar (km)  
Concrete/ 

Bituminous 
Macadam/  

Gravel 
Earthen Total 

Trunk roads 21,361 10,172 8,595 40,097 

Rural roads 5,935 26,984 62,774 95,695 

Total 27,296 37,156 71,369 135,792 

% 20% 27% 53% 100% 
Source: Myanmar Transport Sector Policy Note – Trunk Roads (ADB, 2016), National Strategy for Rural Roads and Access (2018) 
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6.3 Decentralization 

65. After independence in 1948, Myanmar developed a very centralized system of governance. This changed 
with the new constitution in 2008 that introduced subnational governments in the 14 states and regions with 
executives, legislatures, and judiciaries. The executive branch of a state/region government is led by a Chief 
Minister, appointed by the President. The legislative branch consists of a unicameral, partially elected 
parliament2, the state/region Hluttaw. The constitution introduces a division of legislative and administrative 
responsibilities between the union and state/regional governments, and defines the revenues that can be 
collected by the states/regions. Although this has resulted in considerable political decentralization, the fiscal 
and administrative decentralization to the state/regional governments has been lagging. 

66. The constitution does not introduce any provisions for a third tier of government below that of the 
states/regions and instead there is a system of deconcentrated offices of the union government line 
ministries, with many different agencies represented at the (district and) township levels, generally with 
unclear linkages with the states/regions. Public administration at the township and district levels is led by the 
General Administration Department under the Ministry of Home Affairs.  

6.4 Decentralization of road management 

67. Responsibility for the management of the road network mainly lies with the Department of Roads (DOR) 
under the Ministry of Construction (MOC). Rural roads were previously managed by the Department of Rural 
Development under the Ministry of Agriculture, Livestock and Irrigation (MOALI), but in 2017 the rural road 
management functions and related staff were transferred to the newly created Department of Rural Road 
Development (DRRD) under MOC. MOC has offices at state/regional level, district level and township level 
that are involved in the day-to-day management of the road network. 

68. Although the responsibility for roads is formally still with the union government, in practice this has been 
partially transferred to the states/regions. As a result, the departments responsible for roads at the 
state/regional level and below are accountable to both the union government and the state/regional 
governments. This involves staff in deconcentrated offices of the Ministry of Construction that are formally 
still registered as MOC staff, but who are financed largely by the states and regions. These staff work in the 
national roads managed directly by MOC, but also in the state/regional roads, district roads and township 
roads managed by the states/regions. With the transfer of the rural roads staff from DRD, the deconcentrated 
MOC offices also work in the rural road network, which is managed directly by MOC. 

6.5 Decentralization of road maintenance financing 

69. Although state/regional governments are able to collect their own tax revenue, they remain largely 
dependent on fiscal transfers from the union government (approximately 80% of their total revenue). This 
includes general grant transfers, tax revenue sharing and development funds. General grant transfers are the 
most important, reaching MMK 1,707 billion in 2017/18 (approximately $1.1 billion) and forming 69% of the 
total revenue of the states/regions (varying from only 10% in the richer regions to over 90% in the poorer 
states). Allocations to the different states and regions depend on the population size, poverty level, per capita 
GDP, land area, urban population and per capita tax collection. 

70. The general grant transfers form the most important source of funding for roads managed by the states 
and regions (state/regional roads, district roads and township roads). The states/regions are also required to 
provide cofinancing for the national roads managed directly by MOC. Maintenance of the roads managed by 
the states/regions is also financed largely from the general grant transfers. The states/regions also collect 
tolls and vehicle registration fees, but these are not directly allocated to the road network and feed into the 
general state/regional budget.  

                                                           
2 Some of seats in the Hluttaws and in the national parliament are reserved for the army. 
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71. While tolls form an important income source for national roads, financing many concession contracts, 
in the lower level roads the traffic volumes are often too low to generate significant revenues. A system of 
so-called auctioned tolls used to be in place, where the private sector was able to bid for the collection of 
the tolls. These bids would generally form approximately 80% of the expected toll revenue which the winning 
bidder would pay to the government, after which the winning bidder was allowed to keep all collected toll 
revenue form the road concerned (toll rates were fixed based on vehicle type and road length). However, 
with the new government in 2015, many of these tolls on low volume roads were abolished since they only 
generated limited revenue for the government, while forming a hindrance to local traffic. 

72. The development and maintenance of the rural road network is managed directly by MOC. Up till 2017, 
the rural roads were fully financed from the union government budget, but in 2017/18 the states/regions 
started allocating funds to rural roads. Allocations from the union budget have been declining, and it is 
expected that this funding will gradually be replaced by budget allocations from the states/regions from their 
general grant transfers.  

73. The National Strategy for Rural Roads and Access (2018) estimates a total need of $2.5 billion for the 
upgrading of rural roads to an all-season standard (to connect 80% of all registered villages in Myanmar) as 
well as $1.4 billion for the maintenance of these roads up till 2030. It is expected that $2.1 billion will be 
financed from government allocations (averaging $150 million per year), shifting gradually from union budget 
allocations to state/regional budget allocations. The government also plans to introduce a Road Fund 
financed by a fuel tax, which would provide a further $1 billion for rural roads up till 2030 (most of the fuel 
tax would be allocated to the higher-level roads). It is expected that this will be focused on road maintenance. 
Development partners are expected to provide the remaining $800 million, mainly for upgrading and new 
construction.  

74. With the Road Fund not yet introduced, road maintenance continues to depend on the general budget 
allocations at union and state/regional level. State/regional budget allocations to the road sector were very 
strong in the initial years after 2012 when the states/regions started receiving the general grant allocations. 
There was a clear need for investments and the states/regions had not yet developed plans for other sectors. 
However, in subsequent years the state/regional budget allocations to the road sector have started reducing. 
The state/regional budget allocations are also largely focused on upgrading and new construction, with 
limited allocations to maintenance. Even where the allocations are reportedly for maintenance, in practice 
this is often used for upgrading. As a result, road maintenance remains very poorly developed in Myanmar. 
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7. NEPAL 

 

Area: 147,181 km2 

Population: 28,982,771 (2016 estimate) 

GDP per capita (PPP): $2,842 

Road network: 61,047 km 

Road density: 41.5 km/100 km2 

Source: Wikipedia 

7.1 Administrative divisions 

75. Up till 2015, Nepal was subdivided into 75 districts that were formally headed by a locally elected District 
Development Committee (DDC). With a lack of local elections, however, in practice the districts were headed 
by the Local Development Officer (LDO) appointed by central government. The districts were further 
subdivided into 3,157 Village Development Committees (VDCs) each encompassing several wards and 
formally headed by the elected VDC members. By 2015, a total of 217 municipalities had also been defined, 
mainly encompassing the cities and towns. 

76. With the promulgation of the new constitution in 2015, Nepal became a federal state and the 
administrative structure was radically changed. The country is now subdivided into 7 provinces. The 
provinces are subdivided into a total of 77 districts. These are the same districts as before, with the exception 
of two districts that have been split in two. The district level no longer has a governing function. The districts 
are further subdivided into a total of 460 rural municipalities (gaunpalikas) with populations ranging from 
less than 1,000 to just over 60,000 people, and 293 urban municipalities, comprising 6 metropolitan cities 
(mahanagarpalika) with more than 300,000 people, 11 submetropolitan cities (upmahanagarpalikas) with 
more than 150,000 people, and 276 smaller urban municipalities (nagarpalikas) with populations ranging 
from 10,000 to 150,000 people. The municipalities themselves are further subdivided into 6,681 wards.  

Figure 5 Administrative divisions in Nepal 

 

7.2 Road network 

77. Nepal has a registered road network of 61,047 km, of which 5,287 km are national highways, 7,585 km 
are feeder roads, and 23,438 km belong to the so-called district core road network (DRCN).  There are also 
24,737 recorded village roads, although the actual length is likely to be much longer. Two-thirds of the 
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national highways are paved, as are over 40% of the feeder roads. For the DRCN roads this is only 5%, while 
village roads are almost exclusively unpaved.  

Table 6 Road network in Nepal (km) 

 National  Feeder DRCN Village Total  
Paved 3,477 3,321 1,166 - 7,963 13% 
Unpaved 1,810 4,265 22,272 24,737 53,084 87% 
Total 5,287 7,585 23,438 24,737 61,047 100% 

 9% 12% 38% 41% 100%  
Source: Department of Roads and District Transport Master Plans, 2016. 

78. With Nepal’s administrative restructuring in 2015, there is a need to reclassify the road network. The 
Public Road Act and the definitions of the road classes are currently still being amended. These are expected 
to include a Central Road Network (CRN) made up of the former national highways and a portion of the 
former feeder roads, which will be reclassified as national highways. A Provincial Road Network (PRN) will 
likely include the remainder of the former feeder roads, as well as a portion of the former DRCN roads 
connecting the different palikas, which will be reclassified as provincial highways and provincial roads. The 
draft Road Act further defines a Local Road Network (LRN) that includes urban roads encompassing all the 
remaining roads within the (sub)metropolitan cities and nagarpalikas, and rural roads encompassing all the 
remaining roads within gaunpalikas. The actual reclassification of the road network has yet to be carried out. 

7.3 Decentralization 

79. Nepal began its decentralization process in 1999 with the promulgation of the Local Self-Governance 
Act (LGSA), which provided a legal basis for the management of local bodies in Nepal (DDCs, VDCs and 
municipalities). The LGSA provided these local bodies with the power to collect different taxes (including 
business tax, property tax, professional tax, advertisement tax, vehicle tax, entertainment tax, house and 
land tax) as well as non-tax revenues (such as building permission fees, parking fees, etc.), and made them 
responsible for managing local infrastructure.  

80. Despite the power to collect local revenue, the main source of income for the local bodies has been the 
transfers from central government, both as unconditional block grants and as conditional grants. The size of 
the block grants is based on population size, area, poverty, and tax efforts. In 2006 a system of Minimum 
Conditions Performance Measure (MCPM) was introduced that links the level of the grants to the 
performance of the local bodies. The MCPM looks at planning and budgeting, resource mobilization and 
financial management, expenditure and programme execution, monitoring and transparency, and 
organizational management. Local bodies that do not comply with the minimum conditions do not receive 
any grant. Local bodies that comply with the minimum conditions but have poor performance receive a 
deduction to the block grants, while those that perform well receive a bonus to their block grants. In addition 
to the fiscal equalization grants, the local bodies also receive a portion of the collected royalties related to 
tourism, mining, etc., and a number of conditional grants related to different sectors 

81. With the federalization of Nepal in 2015, the new constitution identifies the right of provinces and 
palikas to collect taxes within their jurisdiction, and defines that the National Natural Resources and Fiscal 
Commission will determine the size of the fiscal equalization grants from the federal government to the 
provinces and from the provinces to the palikas. This will be done based on criteria related to the Human 
Development Index, socio-economic status, infrastructure status, revenue status and potential and 
expenditure needs. In 2017 the Intergovernmental Fiscal Management Act was promulgated that stipulates 
that the provinces and palikas will receive a combination of fiscal equalization grants aimed at improving 
vertical and horizontal imbalances, conditional grants related to project implementation, complementary 
grants related to infrastructure development, and special grants from the federal government. The law 
furthermore defines the taxes and fees that can be collected by provincial and palika governments. These 
remain largely the same as under the LGSA and are therefore unlikely to provide significant revenue, except 
for a few highly populated local bodies. The law also defines that provinces and palikas will each receive 25% 
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of all royalties related to natural resource exploitation in their area, and that they will each receive 15% of 
the revenue from the VAT and excise duty. This is likely to have a larger impact on the revenue base of the 
local bodies. According to the law, the provinces and palikas do not have the right to obtain foreign grants 
or loans, which remains the sole right of the federal government. Based on this law, it is expected that the 
provinces and palikas will remain heavily dependent on the transfers from central government. In the budget 
for the 2018/19 fiscal year, these transfers add up to $4 billion, with roughly 40% going to the provinces and 
60% to the palikas.   

Table 7 Funding transfers to provincial and palika governments in 2018/19 ($ million) 

Type of transfer Provinces Palikas Total 

Equalization Grant $452.5 $766.6 $1,219.2 
Conditional grants $568.0 $988.3 $1,556.4 
Complementary grant $45.0 $45.0 $90.0 
Special grant $45.0 $45.0 $90.0 
VAT and excise tax $543.6 $484.2 $1,027.8 
Royalties (mining, water, forestry) $12.0 $12.0 $24.1 
Total $1,666.1 $2,341.1 $4,007.3 

Source: Budget Speech of Fiscal Year 2018/19 

82. Local administrations in Nepal are directly elected. The people living in the wards directly elect 5 
members to form a Ward Committee, and also elect the palika executives (a mayor and deputy mayor in the 
case of nagarpalikas, and a chief and deputy chief in the case of gaunpalikas) who together with the Ward 
Committee members from the different wards form the Palika Assembly. The palika executives from the 
different palikas in a district, together form the District Assembly, but its only function is to improve 
coordination amongst the palikas and between the palikas and the provincial and federal governments. The 
provinces are headed by a locally elected Provincial Assembly that in turn elects a provincial council of 
ministers. 

7.4 Decentralization of road management 

83. The Local Self-Governance Act of 1999 provides for a significant degree of decentralization, making the 
DDCs and VDCs responsible for much of the infrastructure in their jurisdictions. In the case of the road sector, 
the Road Act of 1989 defines national highways, feeder roads, district roads and urban roads. The central 
government was responsible for the national highways and the feeder roads, which were managed by the 
Department of Roads (DOR) under the then Ministry of Physical Planning and Works (MPPW). The DDCs were 
formally responsible for managing the district roads, while roads within municipal boundaries were defined 
as urban roads and were managed by the municipalities. The issuance of the Guidelines for the preparation 
of District Transport Master Plans (DTMP) in 2012 introduced the concept of a district road core network 
(DRCN), which consisted of the minimum network required to connect all VDCs to the higher-level road 
network. This introduced an additional road class of village roads as being the non-core rural roads, which 
were made the responsibility of the VDCs. According to the LSGA, the DDCs and VDCs were responsible for 
all road works and maintenance, with the central government Department of Local Infrastructure 
Development and Agricultural Roads (DOLIDAR) under the then Ministry of Local Development (MLD) 
responsible for setting standards and monitoring road development.  

84. However, because no local elections had been held, the management of the district governments 
became the responsibility of the Local Development Officer (LDO) appointed by MLD. A coordination process 
with local political parties was introduced, but this did not involve elected members. Implementation was 
carried out by the District Technical Office under DOLIDAR, sometimes supported by engineers hired directly 
by the districts. Capacity at district level was very low, with often one single DTO engineer responsible for all 
road works in the district, as well as works in other infrastructure sectors. A desire of the political parties to 
please all potential voters meant that available funding was sprinkled over many small projects, with as many 
as 100 small road projects ongoing in a single district in a given year, in addition to the projects in other 
sectors. The sprinkling of funds was further exacerbated by the fact that the LSGA allowed for the 
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implementation of smaller works through user committees, a practice that was widely misused to avoid 
procurement regulations.  

85. After the structural reform in 2015, the new responsibilities for road management have still not been 
fully formalized. The Road Act is being revised and is expected to define exactly which roads will continue to 
be managed centrally by DOR under the new Ministry of Physical Infrastructure and Transport (MPIT). It will 
also define the road classification that will be used to determine which roads will be managed by the 
provinces, and which will be managed by the palikas. Only once the national highways have been clearly 
defined, will it be possible to identify the PRN and subsequently the LRN. The provinces are expected to 
receive support from the development partners and from the Department for Local Infrastructure (DOLI, 
formerly DOLIDAR) in the identification and mapping of the roads under their responsibility. DOLI is currently 
being supported in the development of Guidelines for the preparation of Provincial Transport Master Plans 
(PTMP) which build on the DTMP Guidelines, adapting them to the new administrative structure and the 
changes to the network. This will be complemented by Guidelines for the preparation of Municipal Transport 
Master Plans (MTMPs) that will support the palikas in identifying their local road networks and planning for 
their improvement and maintenance. The PTMPs and MTMPs are expected to form the basis for conditional 
grants from central government and from development partners for the provincial and local road networks. 
Responsibility for preparing and approving these plans ultimately lies with the provincial and palika 
governments.  

86. In the case of road maintenance, development partners have been supporting the development of 
maintenance capacities and maintenance funding. A system of road maintenance groups (RMG) carrying out 
routine maintenance of DRCN roads was first introduced in 2008, and has gradually spread throughout the 
country. Initially the RMGs were formed and contracted through development partner projects, but gradually 
they became the responsibility of the government. In 2017 the government took over the management of all 
the RMGs, which were managed by the DTO engineers at district level. With the restructuring there has been 
some difficulty keeping the RMGs going, as it is not yet clear who is responsible for the different roads and 
for their maintenance. 

7.5 Decentralization of road maintenance financing 

87. Financing for local roads comes from many different sources, with more than 25 different funding 
sources identified in the different District Transport Master Plans (DTMPs). Most of the funding involved 
conditional grants to the DDCs from development partner projects and from specific government 
programmes. A review of the DTMPs for all 75 districts carried out in 2016 found that 56% of all planned 
funding for DRCN roads came from development partner supported projects, with a further 18% coming from 
conditional grants from government-funded road programmes. A further 16% came from unconditional block 
grants to DDCs, VDCs and members of parliament that had been allocated to the road sector by local 
governments. Only 3% came from local revenue collected by the DDCs. Government policies required local 
contributions from local communities in the form of labour and materials, which made up the final 7% of the 
planned budgets. The total planned budgets for the 75 districts added up to approximately $750 million for 
a period of 5 years, equivalent to $150 million per year and an average of $2 million per district per year. This 
was targeted at the construction and maintenance of nearly 23,500 km of DRCN roads, giving an average of 
only $6,400 per kilometre per year. 

88. Despite the administrative restructuring, it is expected that the number of funding sources will remain 
high. Conditional grants related to development partner projects and government funded programmes will 
continue to form a significant portion of PRN and LRN funding for the near future. Unconditional block grants 
can to a large extent be allocated by the provincial and palika governments as they see fit, and the amount 
going to the road sector will largely depend on the level of development and the needs in other sectors. 
However, traditionally the road sector has received a large portion of such block grants, and this is expected 
to continue. With increased transfers related to the fiscal equalization grants and the sharing of royalties, 
VAT and excise, the amount allocated by the provinces and palikas is likely to increase. Allocations from Roads 
Board Nepal have also been steadily increasing and now form a considerable portion of the road funding. 
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Allocations from local revenue used to be very low as a result of low revenue collection, but with the 
administrative restructuring the collection of local revenues at provincial level has increased considerably. It 
currently forms the main source of funding for the PRN and LRN, with provinces also providing some of this 
revenue to the palikas. The main funding sources and amounts for the 79 palikas in Karnali Province are 
provided below. 

Table 8 Road sector funding transfers to palika governments in 2018/19 ($) 

District Palikas Fiscal 
Equalization 

Conditional 
Grants 

Roads  
Board Nepal 

Provincial 
Revenue 

Rukum West 6 $50,547 $73,108 $95,716 $280,665 

Dolpa 8 $46,308 $53,801 - $348,122 

Humla 7 $41,823 $62,616 - $301,951 

Mugu 4 $34,923 $49,809 $36,463 $180,374 

Kalikot 9 $79,134 $92,525 $95,716 $412,142 

Dailekh 11 $87,384 $135,734 $159,526 $511,468 

Surkhet 9 $99,991 $136,217 $191,431 $457,284 

Salyan 10 $81,331 $114,412 $128,532 $464,221 

Jajarkot 7 $55,597 $94,321 $86,600 $327,056 

Jumla 8 $67,265 $75,296 $66,545 $362,753 

Total 79 $644,303 $887,840 $860,529 $3,646,035 

Average 1 $8,156 $11,238 $10,893 $46,152 
Source: Department of Local Infrastructure, 2019 

89. In the case of the road maintenance groups, these were initially financed through development partner 
projects. Over time, government counterpart funding has provided a greater portion of the funding, and in 
2017 the government decided that all RMGs and all routine maintenance of DRCN roads would be financed 
through conditional grants provided to the districts. With the structural reform, the continuation of this 
support has been complicated as it is not yet clear which roads are the responsibility of the provincial and 
palika governments. In addition, the systems for transferring the conditional grants from provincial level to 
palika level are not yet in place, complicating the use of the funding. However, for the 2019/2020 the 
government is planning to provide funding to the provinces and palikas for all the previously created road 
maintenance groups as well as a number of additional roads. 

90. Nepal also has a road fund managed by Roads Board Nepal (RBN), which finances road maintenance and 
to a limited extent also road rehabilitation. Funding primarily comes from a small fuel levy (less than $0.01 
per litre) that provides around 85% of funding. The remainder comes from road tolls and vehicle registration 
charges. The funding from RBN is shared between central government (DOR) and local bodies, which each 
have to prepare an annual road maintenance plan (ARMP) in order to get the funding. RBN allocates 70% of 
its funding to DOR, covering a significant amount of its maintenance needs. For the local bodies, however, 
the amount of RBN funding is small in relation to the number of local bodies and the lengths of roads they 
are responsible for, providing only 2% of planned local road funding in the DTMPs. Local bodies are required 
to provide at least 20%-30% counterpart funding. The additional reporting requirements related to the use 
of RBN funding and the small funding amounts have resulted in several local bodies not making use of the 
funds. An increase to the fuel levy and a redistribution of funds between the CRN and the PRN/LRN could 
make RBN funding an important source of maintenance funding for provincial and local roads. 
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8. PERU 

 

Area: 1,285,216 km2 

Population: 31,237,385 (2017 census) 

GDP per capita (PPP): $14,252 

Road network: 166,765 km 

Road density: 12.9 km/100 km2 

Source: Wikipedia 

8.1 Administrative divisions 

91. With the passing of the Regionalization Law in 2002, Peru is now subdivided into 25 regions (regiones) 
and the capital city Lima. The regions largely coincide with the former departments, with the exception of 
Callao that has been created as a separate region, and the city of Lima that forms an autonomous province 
(this is separate from Lima region). The regions are headed by regional governments that consist of a 
president and a council elected for a period of four years. The regional governments are organized in the 
National Assembly of Regional Governments (ANGR – Asamblea Nacional de Gobiernos Regionales). 

92. The regions are further subdivided into 196 provinces (provincias), which in turn are subdivided into 
1,678 districts (distritos). Many districts have very small populations, below the required minimum 
population of 3,500 people in the Amazon area or 10,000 people along the coast. The provincial and district 
governments are referred to as municipalities (municipalidades) or local governments and consist of a mayor 
and a council. The provincial and district governments are organized into the Association of Municipalities of 
Peru (AMPE – Asociación de Municipalidades de Perú). 

Figure 6 Administrative divisions in Peru 

 

8.2 Road network 

93. Peru has a very low road density with a road network of 166,765 km. The national roads make up 26,792 
km (16%) and are managed by the Ministry of Transport and Communications (MTC - Ministerio de 
Transporte y Comunicaciones) through its national road programme (PROVIAS Nacional). Of the remaining 
roads, 27,481 km (16%) are departmental roads managed jointly by the regional governments in the 25 
regions and the centrally managed departmental road programme under MTC (PROVIAS Departamental). 
The remaining 112,492 km of roads (67%) are rural roads managed jointly by the 196 provincial governments 
together with the 1,678 district governments and the centrally managed rural road programme under MTC 
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(PROVIAS Rural). Three-quarters of the national roads are paved, compared to 14% of the departmental 
roads and only 2% of the rural roads. Unpaved roads are either gravel roads, earthen roads or tracks (in the 
case of rural roads, one-quarter are gravel, one-quarter are earthen, and half are simple tracks). 

Table 9 Road network in Peru (km) 

 National Departmental Rural Total  
Paved 20,368 3,714 1,884 25,966 16% 
Unpaved 6,424 23,767 110,608 140,800 84% 
Total 26,792 27,481 112,492 166,765 100% 

 16% 16% 67% 100%  
Source: Sistema Nacional de Carreteras (SINAC), December 2017 

8.3 Decentralization 

94. The Framework Decentralization Law of 2002 foresaw the conversion of the existing departments into 
regions, which would initially receive fiscal transfers from central government. This would be followed by 
merging of several regions into macro regions, which would subsequently collect and receive 50% of the 
selected taxes within the region to fund investments. However, in a referendum regarding the creation of 
these macro regions, the people overwhelmingly rejected the idea. As a result, the regions remain small and 
their ability to collect taxes is reduced. The regions still do not collect taxes and are fully dependent on 
transfers from central government. At the municipal level, the small populations in many of the districts 
means that the collection of taxes is likely to cost more than the potential revenue to be collected. Tax 
collection at municipal level only forms approximately 5% of total tax collection, and municipalities remain 
strongly dependent on transfers from central government. 

95. The two main transfers from central government are the Municipal Compensation Fund (FONCOMUN – 
Fondo de Compensación Municipal) and Royalties (Canon). The FONCOMUN is largely funded from a 2% 
surcharge on the VAT, with small contributions from the vehicle registration tax. It is used exclusively to 
provide block grant transfers to municipal governments, with rural and marginal urban municipalities 
receiving a greater share. The Canon royalties are a tax on corporate income related to the exploitation of 
natural resources (mining, petroleum, gas, fishing, forestry). Half the royalties go to the central government, 
while the other half is transferred to the regions and municipalities where the exploitation takes place. Of 
the transferred portion of the royalties, 25% goes to the regional government, 40% goes to the different 
provincial and district municipalities in the region, 25% goes to the provincial municipalities where the 
exploitation takes place, and 10% goes to the district municipalities where the exploitation takes place. The 
Canon royalties do not include any redistribution mechanisms, and with the increased prices of minerals and 
other resources, certain regions and municipalities have received very large transfers while others have not 
received anything, increasing inequality.  

96. The FONCOMUN is provided to all 196 provinces (including the metropolitan city of Lima) and 1,678 
districts. The total transfers amounted to $1.8 billion in 2018, with an average of $3 million for each province 
(excluding Lima) and $0.6 million for each district. The most important and widespread of the Canon royalties 
is the Mining Canon (Canon Minera), which reached $960 million in 20183. This was only provided to 22 
regions, 176 provinces and 1,543 districts, with an average of $0.7 million per region, $0.7 million per 
province, and $0.3 million per district. Total transfers to regional and municipal governments added up to 
$7.9 billion in 2018, with over half going to the district municipalities. The average per regional government 
came to $53.8 million, while for provincial municipalities this was $9.1 million and for district municipalities 
it was $2.6 million. 

  

                                                           
3 Other Canon royalties are much smaller and are transferred to a much smaller number of regional and municipal 
governments. 
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Table 10 Funding transfers to regional and municipal governments in 2018 ($ million) 
 Number of entities Transfer amount Average per entity 

FONCOMUN  $1,789.6  
Lima 1 $46.3 $46.3 

Province 195 $644.2 $3.3 
District 1,678 $1,099.2 $0.7 

Mining Canon  $960.0  
Lima 1 $0.7 $0.7 

Regions 22 $239.3 $10.9 
Province 176 $152.9 $0.9 

District 1,543 $567.1 $0.4 
Total transfers  $7,867.0  

Lima 1 $177.4 $177.4 
Regions 25 $1,552.1 $62.1 

Province 195 $1,798.2 $9.2 
District 1,678 $4,339.5 $2.6 

Source: Ministry of Economy and Finance 

8.4 Decentralization of road management 

97. Peru started a process of decentralization reform in 2002, amending the constitution and introducing 
three levels of government: central, regional and municipal. The decentralization process was designed to be 
gradual, with the transfer of responsibilities and funding going hand-in-hand with the development of 
capacities at regional and municipal level. The Organic Laws for regional and municipal governments stipulate 
the gradual transfer of functions from the central government, provided the regional and municipal 
governments are certified as capable of undertaking these tasks. 

98. The road sector is one of the sectors where decentralization has advanced most. Decentralization of 
road management has followed a stepwise process, with responsibilities and funding transferred as 
capabilities were developed in the local governments. At the start of the decentralization process in 2002, 
rural roads were managed centrally through MTC’s rural road programme (PCR - Programa de Caminos 
Rurales). This programme carried out the rehabilitation of rural roads through contractors, subsequently 
putting them under a regime of routine maintenance by road maintenance microenterprises. By 2000, nearly 
11,000 km of national, departmental and rural roads had been rehabilitated by PCR and were under 
maintenance. Between 2003 and 2005, the second phase of PCR started decentralizing the management of 
departmental and rural roads. The responsibility for 2,706 km of departmental roads was transferred to the 
regional governments, together with the 110 microenterprises that had been contracted for their routine 
maintenance. PCR also started building up capacities at provincial level through the creation of Provincial 
Road Institutes (IVP - Instituto Vial Provincial) which gradually became responsible for the management of 
the microenterprises. The IVPs are headed by a committee formed by the district mayors and chaired by the 
provincial mayor, and have technical staff for the day-to-day management. The IVPs are responsible for 
preparing participatory provincial road plans (PVPP - Planes Viales Provinciales Participativos) that form the 
basis for funding allocations. As capacities of the IVPs increase, they also become responsible for the 
contracting of microenterprises and contractors to carry out the PVPPs. Towards the end of the second phase 
of PCR in 2005, the management of 456 microenterprises in rural roads was transferred to the IVPs, with only 
58 microenterprises still managed centrally. 

99. In 2006, PCR was renamed PROVIAS Rural under the Decentralized Rural Transport Programme (PTRD - 
Programa de Transporte Rural Descentralizado). Management of routine maintenance of rural roads and the 
related microenterprises was fully transferred to the IVPs, and PROVIAS Rural limited itself to creating 340 
new microenterprises and rehabilitating rural roads. PROVIAS Rural continued strengthening the role of the 
IVPs in management and financing the routine maintenance of rural roads. IVPs were categorized according 
to their technical and financial capabilities, with more responsibilities handed over to the IVPs as their 
capacities increased. By the end of PTRD in 2013, half the IVPs were considered to be in category III or IV and 
have sufficient technical and financial capacity for the management of their rural road networks (compared 
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to 12% in 2008), receiving conditional grants from the Ministry of Economy and Finance (MEF) for the routine 
maintenance of rural roads. In addition, approximately 70% of the IVPs were investing funds from other 
sources in the rehabilitation and maintenance of rural roads without support from PTRD. 

100. At the same time, the Departmental Road Programme (PCD - Programa de Caminos Departamentales) 
was initiated with a focus on departmental roads. PCD was later renamed PROVIAS Departamental. With the 
greater capacities, all implementation was through the regional governments, although funding continued 
to come from the central government. 

101. In 2015 the new $600 million Subnational Transport Support Program (PATS - Programa de Apoyo al 
Transporte Subnacional) was initiated. PATS focuses on the paving and subsequent maintenance of 
departmental and rural roads. Due to the higher surface standard, PATS is introducing new contracting 
modalities, combining initial works followed by 5 years of performance-based maintenance as well as general 
routine maintenance contracts with local contractors. Routine maintenance of unpaved roads continues to 
be carried out by microenterprises, although PATS has introduced multiannual contracts to reduce the need 
for procurement. PATS continues to support the strengthening of the regional governments and IVPs to 
manage the roads. 

8.5 Decentralization of road maintenance financing 

102. Initially all road works and maintenance were financed by the central government through the PCR rural 
road programme. Under the second phase of PCR, co-funding was required from the municipalities, for which 
use was made of the FONCOMUN transfers. However, FONCOMUN allowed only 30% of the transfers to be 
used for recurrent costs, including maintenance. With most of the recurrent budget going to salaries, this left 
very little for road maintenance. This was adjusted through new legislation, allowing a greater portion of the 
FONCOMUN to be used for maintenance. Approximately 40% of the cost of the microenterprises 
($300/km/year) was automatically withheld from the FONCOMUN transfers as cofinancing for the routine 
maintenance of rural roads. Later this system was changed, and an agreement was signed between the 
provinces and PCR regarding the cofinancing of road maintenance microenterprises. The central government 
funding for routine maintenance was transferred directly from MEF to the IVPs as conditional grants, with 
the provincial and district governments providing cofinancing from the FONCOMUN block grants. Under the 
subsequent PTRD programme, all financing for routine maintenance came from provincial and district 
governments, either from the conditional grants or from FONCOMUN transfers. 

103. As a result of the strengthening and successful performance of the IVPs under PTRD, MEF increased its 
funding of routine maintenance in 2008 from 60% to 100%, transferring a total of $250 million to the IVPs 
between 2009 and 2014, making it the biggest funding program in the rural road sector. To be eligible for 
this funding, the participatory provincial road plans had to be approved by PROVIAS Rural, which would also 
check that proper supervision and payments were carried out by the IVPs. The current funding mechanism 
of the conditional grants from MEF to the IVPs has not been institutionalized in any legislation, nor have the 
IVPs themselves, putting this financing modality at risk.  

104. The current PATS program aims to introduce relevant policies and legislation to institutionalize this 
financing modality for road maintenance. Under the PATS programme, agreements continue to be signed 
with the regional and provincial governments regarding the routine and periodic maintenance of 
departmental and rural roads, with funding subsequently transferred to the relevant entities. PATS also aims 
to introduce multiannual budgets in order to facilitate planning and budgeting.  

105. Although legislation allows up to 20% of the Canon royalties to be used for the maintenance of 
infrastructure, there is little evidence that this is being used for road maintenance. The use of the 
FONCOMUN grants for road maintenance appears to be mainly due to it being a requirement for receiving 
the additional conditional grants for road maintenance from MEF. 
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9. TIMOR LESTE 

 

Area: 15,410 km2 

Population:  1,167,242 (2015 census) 

GDP per capita (PPP): $5,479 

Road network: 7,505 km 

Road density: 48.7 km/100 km2 

Source: Wikipedia 

9.1 Administrative divisions 

106. Timor Leste is subdivided into 13 municipalities, including the enclave and Special Administrative Region 
of Oecusse. The municipalities have populations ranging from 50,000 people to a maximum of nearly 300,000 
in the capital Dili. The municipalities are further subdivided into 65 administrative posts with populations 
ranging from just 2,000 people to over 70,000 people. Under the administrative posts are 442 villages (sucos) 
that are in turn subdivided into 2,225 hamlets (aldeias). 

Figure 7 Administrative divisions in India 

 

9.2 Road network 

107. Timor Leste has 1,401 km of national roads connecting to the border crossings with Indonesia and 
connecting the different municipal centres to the capital and to each other. Approximately 220 km have 
recently been upgraded and a further 580 km are currently under construction. There is also a recently 
constructed stretch of 30 km of expressway in the south of the country. The 767 km of municipal roads 
connect the different administrative posts. This network is not as clearly defined as the national road 
network. Approximately 100 km are currently being upgraded. There are 605 km of urban roads in the 
different municipal centres. Many urban roads have been improved, especially in the municipal centres of 
Dili, Suai and Same. Lastly, there are 4,702 km of rural roads connecting sucos, aldeias and agricultural fields. 
A core rural road network of 1,975 km has been identified that connects all sucos with more than 500 people. 
This core network receives priority in investments, with over 500 km already rehabilitated and currently 
under maintenance. 
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Table 11 Road network in Timor Leste (km) 
 Expressway National Municipal Rural Urban Total 

Length 30 1,401 767 4,702 605 7,505 
% 0.4% 19% 10% 63% 8% 100% 
Completed/  
Under construction 

30 800 100 540 140  

Source: Directorate of Roads, Bridges and Flood Control (DRBFC) 

9.3 Decentralization 

108. Decentralization in Timor Leste is in its early stages. Administrative decentralisation is embedded in 
Timor Leste’s Constitution. The 2014 Decree-Law on Administrative Pre-deconcentration has provided the 
legal framework for increased decentralisation to the municipalities. Municipal managers continue to be 
appointed by the national-level government. Yet now these managers will have a bigger budget and direct 
authority over most of the offices operating at district level. The municipalities receive funding from central 
government in the form of unconditional block grants. They also receive funding through the PDID program 
(Planeamento Desenvolvimento Integrado Distrital - Integrated Municipal Development Planning). Although 
this involves only small amounts of $5-10 million per year, it allows the municipalities to gain experience with 
planning and implementation. 

109. The 2016 Suco Law defines that sucos will be headed by a chief, who will be supported by a suco council 
made up of the suco chief, the aldeia chiefs and male and female delegates from each aldeia, as well as a 
male and female youth delegate from the suco. The responsibilities of the sucos are limited to information 
gathering and dissemination, with no responsibility for infrastructure development or maintenance. Under 
the PNDS program (Programa Nasional Dezenvolvimentu Suku - National Program for Village Development), 
the sucos receive funding from national government. However, this involves very small amounts per suco. 

9.4 Decentralization of road management 

110. The Road Transport Law of 2003 indicates that municipal and local roads (understood to refer to rural 
and urban roads) are to be transferred to the municipal governments. However, road management is 
currently still formally the responsibility of the Directorate of Roads, Bridges and Flood Control (DRBFC) under 
the Ministry of Public Works. DRBFC used to have 5 regional offices that were responsible for the day-to-day 
management of the road network. These were later converted into municipal offices, which were 
subsequently transferred to the municipalities as part of the decentralization exercise.  In line with the 
transfer of the municipal offices, the responsibility for the management of rural roads has in practice been 
transferred to the new municipal road departments. Urban roads as well as municipal roads continue to be 
managed directly by DRBFC head office together with the national road network. Since DRBFC no longer has 
any regional or municipal offices, it requests the municipal road departments to support the management of 
the different roads (especially the urban roads). 

111. The rural road sector is being supported by the Roads for Development (R4D) programme that receives 
technical support from the Australian Department for Foreign Affairs and Trade (DFAT). This programme has 
supported DRBFC in the preparation of a Rural Roads Master Plan identifying the core rural road network 
and defining criteria for the prioritization of individual roads for rehabilitation. Under this programme, all 
rehabilitated roads are immediately put under a system of routine and periodic maintenance, with contracts 
for several roads in the same area contracted out to labour-based contractors. Where the R4D used to work 
directly with the DRBFC regional offices and later the DRBFC municipal offices, it now coordinates primarily 
with the municipal road departments, supporting these in preparing annual plans for rehabilitation and 
maintenance. The contract procurement is carried out centrally by MPW or by the National Procurement 
Commission (depending on the funding source and contract amount). Supervision of the contracts is carried 
out by the R4D consultants together with the staff from the municipal roads departments. 
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9.5 Decentralization of road maintenance financing 

112. Funding for rural roads continues to be channelled through DRBFC. It receives funding from the 
Infrastructure Fund, which is financed through annual transfers from the Petroleum Fund. The Infrastructure 
Fund is focused on road upgrading and rehabilitation. Road maintenance is generally funded through budget 
allocations from the General State Budget. Where allocations from the Infrastructure Fund to the road sector 
tend to exceed $200 million per year, the budget allocations from the General State Budget are much lower 
at around $10 million per year, and maintenance funding is therefore limited. 

113. In the case of rural roads, however, the budget allocation is provided from both the Infrastructure Fund 
and from the General State Budget is separate from the allocation for national, municipal and urban roads, 
ensuring a kind of dedicated funding for rural roads (in the case of the other roads, a shifting of budgets often 
takes place once the approved budget is known). The budget allocations to rural road maintenance tend to 
be in line with the budget requests, allowing all recently rehabilitated roads to be maintained (2017 and 2018 
were exceptions, since budgets were not approved and funding levels were exceptionally low, allowing only 
limited routine maintenance to be carried out). The received budgets are allocated to the different roads in 
accordance with the annual plan, giving priority to routine maintenance and subsequently periodic 
maintenance. In years with very limited budgets, rehabilitation works are postponed (in some cases periodic 
maintenance is also postponed). The R4D programme supports the preparation of the bidding documents 
and provides training to the local contractors to ensure they are able to prepare responsive bids and properly 
implement the works.  

114. For 2019, a total of $18.1 million had been requested, including $1.3 million for routine maintenance, 
$3.9 million for periodic maintenance and $12,9 million for rehabilitation. The proposed budget for 2019 is 
only $11 million, allowing all maintenance to be funded as well as part of the proposed rehabilitation works. 
In 2017, due to general issues with the approval of the budgets, only $1 million was allocated to rural roads. 
This was then fully utilized to cover routine maintenance costs, with all periodic maintenance and 
rehabilitation works postponed to later years. 


