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EXECUTIVE SUMMARY
 

The Municipal Devetopment Project has 
three components -- aSkills 
Building Component, a Technical Assistance Component, and
 
a Municipal Developmen Fund Component. Skills
The Building

Component involves the training of 
municipal officials and 
civic
leaders in democratic pr'-,cesses, such as citizen 
participation in

the decision-making prccess, and a of
in number aspects of
municipal admiristrat:)n, including financial 
 management,

budgeting, and project planning and implementation. *Improved taxadministration ir particular appears to 
offer great opportunities

for increaszng the fiscal capacity of the municipalities, enabling
them to ac>'lera'- the Jrovision 
of such basic services as water
and sewage Lystem , streets and roads, education and public health
services. Trn T -nical Assistance(TA) Component targets assistance 
to a selected number of mUnicipalities and to agencies of theCentral Government. Once aga.n the assistance to the municipalities
has great potential resulting 
from improved financial administra
tion and in such o)ther areas as budget control and project planning

and implementation. The third 
component, the Municipal Development
Fund will make loans to municipalities that have profited from the
 
training and technical assistance component and demonstrate an
ability to plan, implement, and manage municipal provision of basic
 
public se-vices.
 

Given 
the problems that the municipalities are experiencing

in keeping the real estate 
tax rolls current and in collecting

delinquent taxes user
and charges, 
a rather small expenditure on
training and technical assistance, assuming the political will to
collect taxes and 
fees in a timely fashion, has a very great payoff. The SIills :,9uilding Component is estimated to have a Net
Present Value(NPV) more than the
double planned expenditure with
 
a Benefit/Cost(B/C) Ratio of 
3.2 and an Internal Rate of Return

(IRR) of 54%. In addition, the Hondurans employed 
in the program

are indirectly benefitted and are
there intangible benefits as
well. Similarly, the-Technical Assistance Component is expected 
to
provide substantial tangible and intangible benefits, showing a B/C
ratio ranging from 1.95 to 
5.8, depending on the assumptions made.
The principal contributions are made by improved financial manage
ment and the creation of a public and/or 
private research and

training program to continue technical assistance to municipalities

not targeted in this component. 
The benefits of the Municipal

Development Fund(MDF) 
lie in the quality of the projects to be
 
funded.
 

A proposed budget of $10 million for 
the Skills Building and
TA Components will 
be provided by USAD while the Government of
Honduras(GOH) will 
 finance 
the MDF with a contribution of $15
million from funds previously made available 
to it by USAID. The
Fund and its expected accumulation will 
revert to the Government
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of Honcj,.ras at tht expir'ati:n of the project. 

The st-engtt.rning of the municipalities resulting from this
 
-program i±' expectod to 
a :elerate the provision of needed physical

and socj,3i infrLtructur. v.hi,:h 
in turn in expected to accelerate
 
economic growth in Honduras, witn consequent benefits of higher

employment and incomes. 
 The acceleration of potable water 
and
 
sanitary waste systems coupled with improvements in education and

health services is expected 
to reduce infant mortality and improve

the quality of lijfe of the citizens of Honduras.
 

While the project has substantial benefits even in the absence
 
of a proposed municipal law, the Government of Honduras is
 
considering proposals 
the would involve the municipalities in
 
decisions of the central government that affect them, give the

municipalities a greater measure 
of home rule, and decentralize
 
central government agencies that provide services in 
 the

municipalities. The political 
effect of such a law would help the
 
municipalities attain greater fiscal capacity and, coupled with the
 
training contemplated 
 by the project, strengthen democratic
 
processes in Honduras.
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The :c'-oniC FesibilL!L of 
the Munici al Development Project
 

-rntroduction
 

The Municipal Dev.elopment Project has 
both political and
economic objecties. Alt.hoc ;h 
they have a high social value, one
cannot quantify Lhe value of accomplishing political 
objectives.
One can ask what the probability is 
that the project will attain
its political objectives and whether there is a more cost effective
 way of achieving those oojectives. Assuming 
that there is no more
cost effective way of a..:hievinq 
the political objectives and that
the probability of achieving those 
objectives is high, 
 the
decision-maer or 
makers who must approve the project have to make
the subjective judqment that the sum of money proposed to 
fund the
project is 
better expended on this project than on 
other projects

or programs competing 
fur those resources. Given that 
the project
also has economic objectives, such as accelerating the provision
of basic public services and doing 
so more efficiently, there may
be economic benefits associated with the political objectives which
should be taken into account in evaluation of the project. Economic

benefits may be 
both tangible and intangible, the former being
easier to quanti-y and the latter often 
as difficult 
to value as
 
political accomplishments.
 

Strengthening democratic 
institutions requires 
making those
institutions effective in the 
delivery of tangible 
benefits to
their constitutents, including an increase in 
 their economic
welfare. As 
 the institutions closest to the 
 people, the
municipalities 
offer the greatest possibility for citizens to
participate in decision-making 
for the provision of the public
services upon which 
their daily live 
and future welfare depend.
At this stage in 
Honduras's development, 
these services are as
basic as the provision 
of water and sanitary waste disposal,

education, health services, roads, and electricity.
 

The proposed project 
has three components. One, a Skills
Building Component involves the training of municipal officials and
leaders of formal 
 and informal citizen's groups in citizen
participation in the decision-making process and in 
several areas
of municipal administration. 
 A second component is the Technical
Assistance Component 
which involves diagnosis of the management
problems 
 faced by a selected 
 lnumber of municipalities and
provision of experts to work 
with municipal officials 
in solving
those problems. It also 
involves technical assistance to the
central government in devising and implementing a municipal reform
law, in decentralizing 
 central. government agencies, 
and in
developing a national research 
and training unit 
to provide
technical assistance to the municipalities. The third component is
the creation of 
a Municipal Development Fund to 
finance project in
the selected municipalities 
that are planned and approved with
citizen participation, conditioned 
on the demonstration 
of a
capacity to plan and implement the project, to amortize the capital
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zosE*..
_ to.. morla;o ai;.j tinance 
itsc -ation 
 and maintenance.
 

T-his .?valu5,tion ii, m.de on 
r-especting 

the bass of different assumptionsthe e.nl~inc national policy 
toward the municipalities.
The best scenario assumes: 
1) a comprerhensive set 
of legislation
coveringq increased 
 home rile 
 for the municipalities, their
involvement decisions affecting
in the use of national lands,
natural resources, 
and provision of infrastructure; 
and 2) a
comprehensive operational plan 
setting forth 
the basis for the
interactioi and cooperation between the' central government and the
municipalities. The middle scenario involves merely 
a decentralization of urban functions currently performed by central government
agencies and increased participation by municipal officials in
decisions of 
such agencies. The worst 
the
 

case scenario is no change
at all in the 
relations 
of the central government with the
 
municipalities.
 

The project will have 
a seven-year implementation 
period
beginning in FY90. USAID will 
provide $10 million to 
finance the
Skills Building and 
TA components and 
the GOH will provide a
counterpart of $15 
million out of 
funds earlier made available
it by USAID, to
the fund to revert to the GOH 
at the project's

termination.
 

The various components of 
the MDP should produce substantial
benefits to 
the people of Honduras. Some 
of these benefits are
intangible such 
as the strengthening of 
democratic processes and
the people's commitment 
to democracy. While 
it may be hard to
quantify an intangible benefit 
such as this, 
events in Eastern
Europe nd elsew'here stiggest

for 

that not only is democracy desirableits own sake but it makes a contribution to the economy byenccu-aging and stimulating individual initiative and privateenterprise and makes productive enterprises more responsive to 
the
 
wants of tie people.
 

Increasing 
the fiscal capacity of the 
municipalities
enable a more rapid extension of 
will
 

potable water and sanitary sewage
systems, 
solid' waste disposal, roads 
and communications, 
and
electricit./ as well as the development of social infrastucture with
consequent beneficial effects on 
health, the quality 
of life,
employment, 
and economic 
growth. The increased resources 
of the
community 
 will enable improvements 
in education 
 and health
services, increasing the productivity 
and capabilities 
of the
population. The Municipal Development Fund component, coupled with
technical assistance, will 
promote effective project planning and
implementation 
in the targeted municipalities and provide a 
model
 
for other municipalities.
 

Training and technical assistancF will increase efficiency in
the delivery 
of public services, keep 
the real estate tax base
current, reduce tax delinquency, and increase the equity of the tax 
system.
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en. :inn pow .-s ti) the mun cipalities c:oup I ed witthr an rc ArJ lI~c ass: stance shoLiI enable them to relievepressi ,',, r oblemi of L-n d tenure, low-income housing, and to
improve -restry ]ractic.s. 

!3taQes of the analysis 

The methodology employed in the 
evaluation 
of the project
employs 
three stages: financial analysis, economic analysis, and
social analysis. fhe evaluation is from the nation's point of view.
Financial analysis 
estrnates the financial benefits and costs
accruing to Hond ran citizens, businesses and governments as a
result of the project. The calculation is done at market prices ofthe year 1990, that is, in constant prices. Economic analysis
recalculates the benefits and costs in 
terms of opportunity costs,
or shadow prices. In financial analysis, for 
example, wages paid
Hondurans employed 
in the project., are shown as a cost, but in
economic analysis, the increased incomes of workers are 
shown as
a benefit. 7o put it another way, 
the real cost to the society is
what their income would 
have been in the absence of the project,
their opportunity cost. In 
economic analysis, indirect effects on
third parties are taken into account as well as intangible benefits
and costs. In social analysis, the distribution of the benefits and
costs among different income classes is calculated to determine the
impact of the project on the distributin of income.
 

The components to be valued are the Skills Building Component,
the Technical Assistance and 
Training Component, and the Municipal
Development Fund 
Component. The evaluations 
are made initially
under the worst 
scenario described above, i.e., 
 assuming no
significant political 
changes. 
Then the effects 
of the best and

second-best scenarios will 
be considered.
 

A. The Skills Building Component
 

The Skills Building Component focuses on citizen 
group/local

government relaticnships and is 
targeted 
to all 289 municipalities

in Honduras. It contemplates the expenditure of $2,539,000 in 
local
currency over a four year 
period from FY1991 
to FY1994. It is
expected to 
provide 2040 officials an average of 
about four days
of training each. About forty percent of 
the training is targeted
toward developing community 
participation skills 
on the part of
government officials 
and community 
leaders and communicating the
essence 
of the Municipal Development Program, making local
governments responsive to community needs. 
A third of the programs
will involve training sessions of up 
to two weeks with municipal
officials 
in the areas of financial management, planning 
and
budgeting, development panning, and prrject preparation, evalua
tion and implementation. 
The manuals, guides, 
and instructional
materials prepared for the training sessions will be made available
to municipal officials, l.braries, and educational institutions and
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3re e, .ect,;d to be us,3d in programs conducted by the Hondurangcver-~~n t and ,T,unicipE I government associations be>ond 1994. 

The municipalities 
are expected 
to benefit by the increased
competence and capabilities of their personnel, be able to providemore and better services at a 
lower average cost, and 
be able to
absorb the demands that economic growth will place upon them.
Better planning, more efficient 
service delivery, and improved
economic 
and social infrastructure 
are the indirect bk.nefits of
such training programs. In addition, there is 
the social value of
strengthening t:emocratic 
 values that accompanies increased
responsiveness to citizen's wants, 
an essential goal of 
the skills
development program and 
to 
increased citizen participation in the
 
decision-making process.
 

The following are 
some of the direct and indirect benefits of
 
this component:
 

1. Even though their exposure to the subject is short, 
the
participants are bound to learn how to do 
something better than
they are currently doing. Whether they 
become more effective
 managers and employees will depend 
on their status and responsi
bility. The more authority they have to innovate, the greater the
benefits can be. Participants 
should also benefit personally if
better performance is duly recognized and 
if better performance is
reflected in salary 
increases. To avoid 
double-counting, 
the
financial benefits 
of the participants 
will be counted in the
benefits to the municipality since the latter must be realized for
personnel to be 
recognized and rewarded 
and the rewards to
personnel for improved 
job performance will come out 
of the
 
municipality's benefits.
 

2. The increased efficiency in the delivery of public services that
 can 
be expected should be substantial relative to the costs of 
the
program. In the 
 programs dealing 
with financial management

especially, the implementation of a 
single good administrative

procedure has the 
 potential to contribute substantially 
 to
revenues, to the collection of taxes, and 
 reduction of tax
delinquency. Similarly, 
improvements in development planning,
planning and budgeting, and 
in project preparation and implementation will enable the municipality to deliver more services at thesame budget level and provide increased services at a lower average
unit cost.
 

Improved tax administration, especially the collection of
delinquent real 
estate a-d occupation taxes, will not only increase
government revenues but will 
result in a more equitable distribu
tion of the 
 burden of financing the municipalities. The
implementation 
of a single good adminrstrative procedure has the
potential to 
:ontribute substantially to revenues, to 
collection
of taxes., or to 
 the -eduction of tax delinquency. So 
far as
taxpayers are corcerned, higher tax burdens are a cost but from the
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,comiun~iu "s point of vJe. , the increesed equity of tav.p yersharing equally thL? b,,rden -nf government more than offsets thecosts to cetinqurt taplyrs. Tho more equitable distribution of
the tax burden ± a net gain. 

4. The manuals aric guide- prepired for the sessions included in thecost of the program are expected to be disseminated to the mayors
and council-members 
in each of the municipalities. 
 The slight
additional 
cost should be 
more than compensated 
by the wider

distribution of 
the contents of the programs.
 

rinancial 
benefits of the Skills Building Component.
 

1. The benefits are expected 
to accrue widely 
since the programs

are extended to personnel of all of the 
municipalities. The
benefits are expected to 
 be substantial 
from the prograns in
Municipal Financial Management. Opportunities to increase revenues

by improved tax atdministration 
abound. Not every participant can
be expected to apply 
what he or she has learned, but a single
participant can 
produce revenue benefits many times the cost of his
participation. Justification 
for this assumption will be found in
the Anne: to this report whici; 
describes 
the current defects in
administering the real estate 
tax and 
the sizable tax delinquency
problem. A factor of 
3 on the average is assumed for the Financial

Management courses, 
i.e., benefits are assumed 
to be three times
 

cost of the course
the and they should continue beyond 
the
project's 
life. The benefits 
from the courses in Development
Planning, 
Planning and Budgeting, 
and Project Preparation and

Management are more speculative but should be at least equal 
to the
cost of the course. There 
are too many intervening variables

including time itself to justify an assumption of greater benefits,

though they are 
possible. The participant may not engage in 
those
activities soon enough after attending the program to realize those
 
benefits.
 

The value of the 
Orientation, Community Participation, and
Panel Discussions are assumed 
to be equal to the cost of the
 programs. However, 
the benefits are intangible and will 
be counted
 
in the economic analysis.
 

2. The production of nanjals 
and instructional materials is
assumed to have 
a value beyond 
the life of the program. Even a
small increase in administrative capabilities per municipality will
result in sUbs'tantial 
total benefits when multiplied by nearly
hundred municipalities. The 
two
 

Project Paper does not 
mention plans

to publish and distribute the 
manuals and selected instructional
materials. rhe project should be 
reshaped to 
include distribution
 
to a wide variet/ of municipal and central 
government officials,
chambers of 
commerce, university prof(.msors 
and other interested

personnel and organizations. The 
costs of producing such materials

for wider distribution 
are only the costs of printing and
distribution and are 
estimated at $10.00 
for each the four
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mu1, .:i i.l adm n i-tr3tic-i F:oJra s, 2 'O eacn to be printed ndcistribted, and 3 dist-ij(utijn cost of $2.00 each for a total costof 24,C!: or 9 . ,00fcr" he four courses in municipal administration. it is assumed th,0: t:he present g-roposed budget will permit
the abscr-ption of the ccst-. 

Benefits are calculated for those distributed to each of the2B9 municipalities with an average of five copies each, and 
are
estimated to average 
ten times the cost, 
or 1445 multiplied by
$12.00 for each of the 
four management training 
programs, or$69,360 (1445 x $12 x 4), effective with the second year of the
 
program and continuing for 
ten years.
 

The benefits are accumulated during the first five years of
the life of the program. Two assumptions have been made respecting
the duration 
of the benefits. One calculaton assumes that the
benefits do not continue beyond the fifth year; 
the other that the
benefits continue until 
the eleventh year. There would seem to 
be
little 
reason for the short-life assumptions except that in the
past the municipalities 
have shown little ability to retain key
personnel. It is hoped 
that one of the outcomes of this project
will be continued improvement 
in municipal administration,

fewer setbacks. The longer 

with
 
life expectancy of improvements in
 

municipal administrtion may be justified.
 

Financial Costs of the Skills Building Component
 

Half of the MDP overhead costs are allocated to this component
and half to the Technical Assistance component; 
also half of the
Evaluation and Special Studies 
that have been budgeted. The
Component's direct costs 
are taken from the project paper.
 

Results of 
the Financial Analysis
 

A discount rate of :3.75 percent was selected 
to calculate Net
Present Value (NPV), 
the Benefit/Cost ratio, and the Internal Rate
of Return. It approximates the rate of 
interest on World 
Bank and
IDB loans. It may understate the real rate of 
return on capital
investments in Honduras but it reflects the terms on which Honduras
when it re-establishes its 
credit could be expected to borrow 
in
international markets. The 
results of the analysis appear in the
fdllowing 
two tables, utilizing 
different assumptions about the
duration of the benefits. The NPV is 
$752,000, the B/C ratio is
1.24, and the IRR 
is 25.22 percent under the assumption of shortlived benefits. The NPV is $6.83 million, the B/C ratio, 3.19, and
the IRR is 
54.28 percent under the assumption of a longer benefit
 
period.
 

Economic analysis
 

In economic analysis, sometimes 
called efficiency analysis,
benefits and costs 
that are not calculated in financial 
analysis
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3re tai, .r into 3Lcoun t. Thest. inc:lude benefits to t".? nation aod 
its ci,:' zens ar ising f rc:, the' effects of for(,ign exchange
tr-ansacti-n=, gains to employees arising 
from their increased
 
incomes cccurring 
as a result of the project, indirect effects on
 
competito--s, cu itomers. 
 and suppliers. externalities such as

education 
Lnd health benefits, and intangible benefits such 
as

recreational, cultural, 
and other values of prized by the society.

All of these are involed in the project as a whole. Only the
 
following are considered in 
the Skills Building Component.
 

1. Roreig.-i exchange benefits and 
costs.
 

All of the funds for- this component come from foreign sources.

As a result, there is a substantial foreign exchange benefit to
 
Honduras. The amount 
of the benefit depends 
on the real value of
 
foreign exchange to Honduras compared to the official 
rate. The
 
usual metnodology for ralculating 
the so-called shadow price of

foreign exchange understates the real value of foreign exchange

since the Government 
is in arrears on its international obliga
tions. However the rate of exchange in the parallel market has

risen to more than twice the official rate, L4.2 to the dollar
 
instead of L2 the dollar, 
 at the time of this writing. The new
 
government of Pres. Callejas has prescribed the use of 
the parallel

market rate 
for all but the most essential imports. The Standard
 
Conversion Factor calculated by customary methods results results
 
in a coefficient of 
0.945 (L2 / 2.12) for 1988. Because it is so
 
close to 1.00 and because the 
parallel rate may undervalue the

domestic currency, no foreign exchange adjustment will be employed
 
in this analysis.
 

2. Gains to employees. The wages and salaries -iid to 
Honduran
 
employees in this 
 project are considered high by Honduran
 
standards. Professionals, secretaries, clerical, 
 and drivers

receive a remuneration at least twenty-five per 
cent higher than
 
Honduran rates. An adjustment of 0.8 is applied to wages and
 
salaries of Honduran personnel; that is 
to say, 20 percent of their
 
wages are considered a project benefit.
 

3. The intangible benefits estimated for the Orientation, Community

Participation, and Panel 
Discussion programs included
are 
 as
 
economic benefits.
 

4. None of the other indirect and external benefits and costs
 
normally considered in economic analysis apply 
to this component.

They do apply to the anticipated increased government expenditures
 
on water, sewerage, roads, changes 
in land use, etc. considered
 
below in this report.
 

Results of the Economic Analysis
 

As expected, there were .significant benefits occurring as a
 
result of shadow-pricing 
wages and salaries of those Hondurans
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emp o.e: if) !_e pr-oje -t riI the inclusion
benefits of the in tangible,)f the Or'ient,'.ic-n, Corr,munity Participation, and PanelDiscusS1on progr-im;. TIh, NPY 
and 

is $1.3 mi lion, the B/C ratio, 1.4,the IFR. 41 percent urder 
the assumption 
of short-lived
benefits. 
 Unde- the 
long-lived assumption, the NPV 
is $3.9million, 
the B/C ratio, 3.41, and 
the IRR, 60 percent.
 

Social 
Analysis of the Skills Building Component.
 

The beneficiaries 
of 
the increased efficiency of municipal
governments 
is 'The entire community, and of
the distribution
benefits roughly accords to 
the distribution 
of income in the
community. Therefore 
all will benefit. However, because 
of the
homestead exemption and the exemption of parcels of low value under
the real estate tax, the 50% 
of the population 
with the lowest
incomes will 
benefit more 
than those with higher incomes.
 

The social 
 analysis indicates 
an improvement 
in income
distribution 
as a result 
of the project. When the 
spending of
increased 
tax receipts for 
physical and social 
infrastructure is
considered, 
the improvement in 
 income distribution 
is further
 
enhanced.
 

B. 
The Technical Assistance Component.
 

The Technical Assistance 
component has 
both a national and
local government perspective. In 
the national government agencies,
it is expectad 
to create a capacity to train 
future municipal
officials 
in the areas of community participation; 
financial
management; 
planning and budgeting; 
and project planning, evaluation and management. It till also facilitate the transition in
devolution 
of powers to the municipalities. 
the
 

municipalities targeted for 
In the ten to twelve
 

technical assistance, it 
will contribute even more 
t,. municipal efficiency in 
the delivery of public
services 
than the Skills Component. The projected cost of the
program is $5,181,000 plus one-half of 
the MDP management cost. 
It
is expected to begin in FY90 and 
run through FY96.
 

Municipal Component

A preliminary reconnaisance survey will serve 
to identify the
special needs of 
each of the ten or 
twelve municipalities targeted
fo- technical assistance. 
The technical assistance 
will then be
tailor-made 
 to meet the requirements 
 of the municipality.
Municipal administrators 
and employees 
will obtain the personal
assistance of 
experts 
in solving their problems. As a result of
such technical 
assistance, the municipality should be 
able to:
 

I. develop and 
 maintain cadasters utilizing their own
 
personnel,
 

2. improve tax 
collection administration,
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(z v' lcc:p 1an n in -. 3 1 )dLI Q .nq ';* ills 

4. ciev- Ic the 
infrastr,cture 

capA -. : 

prjoect;. 
y to evaluate,prepare, and implement 

5. 
certain 

develop 
nrojects 

municipal 
by means 

policies respecting 
of betterment levies 

the financing of 
(special assess

men ts) . 

The benefits to be achieved are the following:
 

I. Increased efficiency in the delivery of 
public services. As a
 
result, the municipalities will be able 
to deliver more services
 
at 
the same budget level and provide increased services at a lower
 
average unit cost. 

2. Improved ta;. admiristration, as a result of up-to-date

assessment rolls and 
the collection of delinquent real estate and
 
occupation taxes, will 
increase government revenues and result in
 
a more equitable distributicn of the burden of 
 financing the
 
municipalities. Care should be taken since higher 
revenues are
 
offset 
by higher tax burdens of the taxpayers affected. However,

the more equitable distribution of the burden
tax resulting from
 
improved tax administration is a net gain. Further, 
program and

project evaluation should ensure that the expenditures finan:ed by

increased tax revenues 
will make a greater contribution to society

than the LISe taxpayers would mike of 
the funds paid in taxes. Given
 
the vast needs for infrastructure, education, and 
health expendi
tures and the economic growth such expenditures will make possible,

that should prove 
to be the case. A benefit equal to twice real
 
estate tax collections is projected under the worst and 
middle
 
scenarios and four times 
under the best scenario.
 

3. 
Improved zoning and regulation of land use, including residen
tial, industrial, commercial, agricultural, and forest and mineral
 
properties. This is expected 
to result in the privatization and
 
titling of residential and agricultural properties, in 
 the
 
development of 
industrial paris, and facilitate the preparation of

real estate assessment rolls. 
Increased lotification 
for low
income households is expected with more control over national lands
 
by the municipality and better use of 
municipal lands.
 

4. Improved budget control and 
avoidance of waste by improved

planning, prugramming, and budgeting capability. These benefits are
 
subsumed under increased government efficiency above.
 

5. Imprcved"project identification, evaluation and implembntation.

This 
is expected to result in the expansion of water and sewage
 
systems, road construction, school buildings, etc. and devising
 
means of financing suc!. projects. The indirect effects should prove

substantial accelerating the delivery of 
vital municipal services
 
by better project planr-ng and 
improved project management. The
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"t:?ner f s .-:' c l '- i1 oe.'inI c nsi-dered "n the evaluati on of e 
:.1.e orme t can fund. 

Ld-aifiatio0n of the enefits is difficult. Only. periodic

post--e.v'lustions can pr,:)vide reliable estimates. However, whenassessmen' • rol Is beenh ;ve brought up-to-date, which is only cneof the ecected benefits, depending o i the date of the lastcadastral -iurve;,. the va!ue ,f taxable property on the rolls at 
.east doubles anc often quadrttples,. Delinquent real estate taxes
often amount to fifty percent or more of 
the potential tax: yield.
And gcod tax coil ction *arnforc:ement has also been shown to pay offsignificantly. Tte ass.istance rendered in programthis shouldreduce 
 tax delinquency substantially. Improved planning,
programming and budgeting should result the
in abandonment of
ineffective programs, reduce vaste, and get things accomplished in a more timely fashion. Suffice it to say, 
 there is the potential
of great benefits relative 
to the cost of the prrigram. A doubling
of the real estate tax yield is projected under the worst andmiddle scenarios and a quadrupling under the best scenario which
 assumes an increase in the rates of the real estate tax . Moreover,
the successes achieved in the targeted 
municipalities will 
be
replicated more and
easily inexpensively in those municipalities

that have not been targeted.
 

Diagnostic surveys of a few municipalities under-taken for AIDrecently all show substantial delinquency rates. One is a munici
pality targeted for this project, La Ceiba. In 1988, La Ceiba
budgeted Collection of Delinquent Taxes in the Ls.1.15
amount of

million and collected Ls.O.24 million, 21.2
or per cent. It
collected 84.5 per cent of 
 the, budgeted real estate, taxes,
budgeting Lps.0 .372 million arid 
collecting Lps.0.314 million. The
real estate tax yielded 23.6 per cent of total 
current revenues.

Tela and Choluteca included 
in the survey showed mauch higher

delinquency rates than -a Ceiba. Except for San 
Pedro Sula, the
other targeted municipalities are all smaller. A recent survey of
Juticalpa reported that -evenues varied greatly from year to year.

It recites,
 

This tiew Wa ift cuiTr.-fter-aboues is due to a combination 
of factors: little support by local
the authorities to

the tasks of cadaster, 
deficient tax administration
 
(register of 
taxpayers and mechanisms of payment), 
non
use of the legal steps to rear-just taxes (the revaluaLion

of real estate for tax purposes was not implemented in

the year 1985 
even though it was mandated by law), and

weaknesses of admi',istra-tive controls 
that presumably

present an opport, nit, 
 for an important waste of
 
resources.
 

Further, there is no eviJence of any attempt to collect delinquent

taxes. 
A similar surve%, of Choloma, another of 
 the targeted

municipalities recites:
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eJe .e- b' tLe ..omn;;un t. , ' es.dents rom the del ivery' of the.un1aipa it s s IrCTes finarced by taxes.their Regularizingg ran tS-n- id so tha.t nJTicipalities may budget such funds in"advance ,iII arlsimi iricreas3 thE capacLty to budget improvementsin municipal 
ser. ices atc r._kt, municipalities better credit risk.s*or obtaining loans to 
f~iance projects. Revenue-sharing would do
the same. Two can 
Jidates for revenue-sharing are the sales 
tax and

the tax on automtive fUels.
 

The justification for grants-in-aid is the disproportionate
numbers of poor i.,different municipalities that require municipal
services but not to
are able 
 pay taxes or user charges. The
justifications for revenue-sharing are two: 
first, an equitable way
of financing municipal roads is the 
tax on automotive fuels and a
national tax is fore appropriate than local gasoline and 
diesel
fuel taxes; and second, 
the national government has pre-empted two
broad-bsed taxes, 
leavi~ig the municipalities with the real estate
tax, with, local btsiness taxes (which are being abused by taxpayers
who do b,_sirvess i) more t an 
oone municipality) and with occupation

taxes.
 

Couolec wit- the devolution of powers to 
the municipalities
ought to some the
go of funds currently allocated 
for these
 
purposes by 
the national government.
 

E. Increased citizen participation; and regular separate 
local
 
elections.
 

Separate municipal elections 
 and increased citizen
participation are 
 related. Their 
 purpose is to make 
 local
governments more responsive to 
 their citizens' needs and to
strengthen democratic 
 processes 
 and values. Since municipal
residents are taXpayers, they ought 
to have significant input in
the making of tax and expenditure decisions by 
their governments.
Local governments as the level of government closest to the people
are more easily controlled by 
 their -itizens. Commitment to
democratic values 
 said be
can be to instilled -by responsive
governments. Although intangible, it has 
to be highly valued.
 

F. Devolution of control 
of national lands 
to the municipalities.
 

With the responsibility of maintaining cadastral 
records and
the fact that the real 
estate tax yield depends on land use and on
complete and accurate 
description of each of
parcel land in the
municipality, municipalities have a *vital interest in land uses and
their effects on values. The purpose of zoning land 
uses is to
maximize and maintain land values. 
National agencies are much less
concerned since 
they derive n, revenue from the real tax.
estate
rt is expcted to contribute to lotification for low-income housing.
 
By itself, the devolutio, of 
power over national lands will
not create benefits. The benefits arise from improved land uses and
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~'D. e e 1 a2. c!:I. Ij mrj-s Lo im pr-oved 1and uceS3r. the. r ,*-1 t .I ' tt On of pu:,I: c lands for residentij I ,-cc ,er- aL~1.a Ln3j, jrI :lt,u ral, x-d other uses. Among theuses iPel,. to 7a,te the iidirei:t effect of promoting economicgrowth ire matinI lars available for agricultural and industrialUses. A,celeratj.n cf tte dis':ribUtion of land co landless farmerswould ,-ctribute irectl, to economic growth, especially if coupledwith in-reased E,:cess to credit. secondary roads to market, andagrcultur-l extension services. Industrial zoning and creation ofindustrial par.s with all the infrastructure required would givetremend-'-s impetus to mdnufacturing growth. It should also resultin increased lotification for low-income housing. Again, although
intangijle. it has the potential of relieving a very great problem. 

G. Accelerated spending on social and physical infrastructureexpected to result from the project. These include accelerated
spending for water, sewerage, waste disposal, 
streets and roads,
electricity, edu,-ation, and health. The combination affordspossibility 
of accelerating the economic growth 

the 
of Honduras
 

substantially.
 

1. Water, sewerage, solid waste d).sposal, and health services. The
lack of potable water and sanitary waste disposal 
is a primary
factor in the high rates of infant mortality in Honduras. Althoughdown from 90/1,000 births in 1980, 
the infant mortality rate
continues high .t 62/1,000 in 1966. The average for Central Americawas estimated at 45.2/1,000 in 1986.It is estimated that 29 percent
of all infant deaths 
 are dues to water borne diseases, and 13.7percent of all deaths. 
Tne importance of clean 
water is evidenced
in an E'idemiology and Pamily Health Survey 
conducted in Honduras
in 1987. Neo-natal and 
infant mortality rates were 
substantially

lower in those hcuseholds that had piped water than thise that usedpublic piped 
water, and highest 
in those that had neither. The
rates were also highly rated to 
the level of education of parents.
Those households with indoor 
toilets 
had much lower incidence of
infant mortality 
than those with latrines or with no facilities.
 

Construction costs for delivering water services are estimatedat LISO per capita for urban water, and 
L140 for rural water. A
report of an engineering 
firm CINSA in 1988 reported the cost of
installing a water 
system in San Jose 
Colinas was LI05.62
capita 
and to install sanitary 
per
 

sewer-s in the municipality of
Gracias was L92.10 per 
capita. Other estimates of construction
 
costs for urban 7anitary sewers are L334 
per capita and L40 in
 
rural areas.
 

2. The effects 
of the construction 
of rural roads under USAID
projects was madei in 1988 by Development Associates Inc. They foundthb overwhelming problem was 
the lack of proper maintenance.

Placing resources and resposibility for 
their maintenance 
on the
municipalities would contribLite greatly to solving this problem.They found that the people and businesses in 
the regions served
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pro ace, .... -ti a 1 r. e"r tr.2 impr - ed a.:,-ss to markets a-,d 
su pp! i .A. La.rd -gpc 4nO pr.d ctla ity increased, access to school s
and 	 s--! pa-t .cirat:.rn r -tes increased, including secondary
school ttendarc:. There we-&,more jots 
for women, for blacks and
other nuri,-,ties. New irustries were established, including exportindusn is. The variet7 of a;rictltural products and their value

increase. with greater 
 f-uit, vegetable, dairy, and beef
production. Ther, 
was iicreaEed access to 
health facilities. Many
new social organizations, pccducer associations, and 
cooperatives

were formed. Ana new public 
transportation businesses, 
carrying

people and cargo.The effect.s on economic growth of improved roads
 
are drantic. 

in a 	contract with SECOPT., CINSA, an 
engineering firm, agreed
to construct 
11!0 	km. o roads for L318 million, or L27,652 per
kilometer. Other estimates ar.o as 
low as L40,000 in rural areas and
 
several times higher in 
urban areas.
 

T. 	Education and health expenditQres

Although the responsibility 
of the central government for
education and health expenditures is primary, municipalities expend
eight percent of 
their current revenues on education as well. The


increased capacity 
of the municipalities expected 
to result from
the project under all of the scenarios will automatically increase
spending for schools. 
The imoortance of vocational and technical

schools to the development o,? 
 the agricultural and manufacturing

sectors cannot 
be overstated. Honduras 
which now has 
greater
literacy rates, greater oarticipation rates in primary schools than
 
ever, before, has the 
conditions to benefit 
from more advanced
training 
 and to supply 
 the cadres required for economic
 
deve 1opmen t.
 

The 	nationail illiteracy 
is
rate was 40.5% in 1984 and


considerably lower now. The rate in 1984 was higher in rural areas,

51.2%. and 
lower in urban areas, 30%.
 

V. The -roject's contrit.:jtion to economic growth
 

Strengthening the tiscal capacity and the management capabilistability, 
provide greater efficiency in the delivery 
of public

services, and facilitate a period of unparalleled economic growth
in Honduras. Some of the conditions precedent to 
rapid growth, to
the taPe-off of the Honduran economy, already exist. 
 The country
has abundant natural resotrces, the beginnings of a thriving

agricultlural sector, 
and the number and quality of workers 
that
 
would mate such growth possible.
 

The abundance and quality 
of Honduras's 
forestry resources

have long been recognized and their exploitation and development

have been a target of 
public policy for decades. Unfortunately,

instead of -elyirng on 
the private sector, the government undertook

the role of managing those resources with very 
negative results.
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'ore.-t oa:'t ,vi" ,_-
w -Ew r'.-t iona Ir e z.e. nr 1974 wi th creation u.f 
:OHDE--O 
oDf 

C roor-c.,io;u Idi ,Lur.a do Desac--ollo Forestal). Insteadh' h-...-' for de'_c y:a-. of its 
ma :or nAtural resource,

Coutr. ,o ,tractj debt ,hic 

the
 
ha-. been difficult 
to amortize andins ,., r ea'ping an ateqte return, the government has beernforced: , '0.bsid:zethe corpcatio.n's activities and amortize the
-:ternw de:t that was ,-eated. 
CHDEFOP is reported to have
1290 million 
 in the interveniig period. 

lost
 
Instead of higher
wrod.cti,,it , 
the government confronted 
reduced productivity. The
losses cf Carfir. the governnent operated sawmill, 
amounted to a
substartial sum. Allegation.s cf corrupt practices in the operation
of gover-nment sawmills have 
been made. Some sawmills have 
been
privatized but 
managing the forests 
has appeared to be beyond
COHDEFO's capabilities 
 in spits of considerable external
 

as is tance.
 

Some argue that the municipalities sould control.the forestrysector by transferring responsibility for regulating forest use tothe muniipalities. While thEy are unlikely to do any worse, thereis no 
reason to suppose that 
they would do better.
 

Wha_ the sector needs is privatization under rules that would
 ensure 
good fu.est management, rules similar 
to those applied
the exploitation of public lands in the U. S., 
to
 

for example or by
the large firms in the p-ivate sector who manage their own 
forests.
Where forestry rehabilitation *and development are in order, private
ownership and investment 
should be encouraged, domestic and
foreign. The sector has 
long been 
ripe for productive development
and could be a considerable source of employment and income forHonduranss 
and should contribute to public 
revenues directly 
by
the paynent of rjyaltie. and 
indirectly by augmenting income tax'
receipt. of the 
federal joverrnment- and real estate tax 
receipts of
 
local go,,ernmento.
 

The countr-y has corsiderable reserves of 
silver, gold, lead,
zinc, tin. 
iron, copper, coal, pitchblende and antimony, but so
has e,:pLoited oniy silvor, 
far
 

lead, 
 inc, and small amounts of gold.
It is doubtful that the municipalities would fare better if control
and ownership 
of the resources 
were transferred 
to them. Just as
in the c:ase of developme.nt of 
the forestry sector, development of
mineral resources should be left 
to the private sector. 
It should
not be difficult to secure 
foreign private investment under terms
advantageous to Honduras. Just as in the case of forestry,
government revenues would 
be increased directly by 
royalties

indirectly by increased 

and
 
income tax and 
property tax revenues.
 

Although the country's topography appears at 
first glance to
make 
it unsuitable for ogricultural exploitation, the country has
barely 
touched its potertial. 
Of its nearly 11.9 million hectares,
only two are devoted tc crops and 3.4 million to pasture. It isextimated 
that only 20 percent of the total land 
area suitable to
agricultural production is being 
utilized. Bananas, coffee, and
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bL31e- . ttle .: p C) rIII in ) : ne S 4 C E..1 L:Cr-UPE i t h c_c, ..'u .... r,:; : i' I ,, I; . • l~ r im pc r ' -zint p r od u c . Bu t re ceun t 
.:'ev'e l,:'.2,,t.-in rt-it pr'odur t ion 3how *.]reat potential ; current!y,,re c.- ,eepp:es. a,_ ,i, rus are being exported,. and theoote ':i il for other fruits ainc ve.jetable ., e.g., tomatces, apples,cauli'CLer, squa.sh. etc. is equally great. One advantage of thetree crops is that level .ard i'. not essential, increasing the
potential a.ea that can bv. tcevote.J to agricultural production. 

GrowJ th during the past. decade has occurred in the fishing
indstr-.. Shrimp and lo'-ster" 2xpo-ts grew from relative insignifi
cance a 
decade ei.rlier 
--o $61.4 million 
in 1987 and its potential

has only been scratched. 

Hon duras. therefor?, has the natural resources to support
consideraile economic growth and increased employment. It also has
a populaticn with greater capabilities than ever before. Thepublic sctool poDulaticn 

thehas comprised a high percentage ofeligible age groups for 
more than a decad%. It has a young
population and a larger proportion have secondary school 
training

than ever b.efore. More emphasis ne;L. to be placed on technical andvocational training and the cohorts exist that could benefit from
 
such tr-Iining. 

In addition to natural resources and labor force potential,
Honduras has actual 
ar potential hydro-electric resources to
provide a cheap and abund!ant amount of electric energy required forthe development of manuf;icturi.ng. It currently meets nearly all ofits domestic requirements 
for electricity from hydro-electric
 
resources and exports electri:ity to neighboring Nicaragu.a.


In spite of all of 
the foregoing productive resources, the
country's industrqial sector 
ls the smallest in Central 
America.
What has prevented its- development has been a combination ofmercantilist public policies, a socialist orientation in itseconomic planning, 
and excessive economic chauvinism. There 

many historical reasons 

are
 
for the existence of these policies. 
 But
protectionism 
 and social ism contribute little 
 to economic


development. Such manufacturing development that has occurred has
been in the export-oriented iidustries under private enterprises.

Government experiments in entrepreneurial activities have

uniforml,1 negative results, 

had
 
producing a 
 crisis and falling
productivity wherever they have been tried. They not only failed 

to produce benefits for the country; they drained 
resources from
the private secto)r where- the, could have been 
put to productive
 
use.
 

The mere existence of such resources is no guarantee thatgrowth will occur. 
 What. needs to be done is to release the latent

energies and capacities of the Honduran people. The project todecentralize dec sion-making, develop greater 
local autonomy, to
increase the fisial capacity of local governments, and improve
their management skills will 
enable te municipalities to provide
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a 
thr-i.. 

, a',,j '2_,iL',.i. onfnllt t0-:.re pr'ivate enterprisehe o ,m *:?.i,, -, crtar-t con., 
tion to the take--off of the 

E-:ch of th,:. pr-c:.je,:t 
o 

ele nents is e:.'pected to contributeeccnC1,Ti2c v to ttegr ti o-f ::n1dL--s by maI ing possible adeve more rapidppren t nf the s.,iai and physi:aI infrastructurerQ'icipitie of the
Most ,o so by increasing the revenues
g--ver'n.rets ena31ing of loc:l
 
t-,erm t) finance the 
increased expendi-tures
for Gu,: purp 
 Soie do so 
by giving municipalities 
access to
.it._l 
 ,Undsthat WOU] be unavailable without the project. Others
do so t,, raisirg the nanagerial and aoministrative conpetence of
mnicina sUpervisor,, personnel, 
 increasing the 
 technical
competernce 
of ,nunicip.l employees, 
and making possible a 
more
efficient delivery of municipal services. 
Whether or not they may


reaso nabl, be e .pected to 
do so is the purpose of the benefit-cost
anal,vsis 
that -fllows.
 

While the projecl, s 
,-cmponents, particularly
Developjment Fund and Tec:hnical 
the Municipal


Assistance components, are targeted
toward the dep-=rtments 
and urban centers in the
Nortneast regio--s, North Coast and
 mun. :ipalities in 
other regions of the country
wilI benefit 
f-om the training components 
of the project. In
additicn, the ,oihole CoLPtrv is expected to benefit from the reforms
which have beer. urged 
on t~ie national government 
which include
greater 
home rule 
in tthe setting of 
tax rates, fees and 
charges;
devolution 
 of au thori.t,, 3nd control 
 over national
r.egular'izing grlts-in-ic t:D 
lands

the municipalities; 
and introducing
revenue-sharing with respect to automotive fuel taxes and the
national sales Lax. 
Th's proj'ect 
has the potential of accelerating

economic growth considerab"y.
 

19
 



oa tity ,f the ,-.nicip.] it, :o finance public services 

AlthOtjh thce fnunicipalit.- has authority to provide all sorts
of servic-4 not pre-emrted by the central government, with the
excepticn of a fe,. large- cities like San Pedro Sula, they have not 
done so. The obvious reasons for not undertaking to provide wanted
 
public services is the inadequate 
tax base, central government

constraints on 
 their powers to tax, and possibly a lack of
 
leadership.
 

The diminutive 
role of the municipalities in the Honduran
 
economy is c:learly evident 
from a comparison of 
the tax revenues
 
of the central government ard the municipalities. Tax revenues of

the central government amounted to Lps 1,196 million in 
1988 while
 
tax collections of local govenments amounted to about Lps 36.9million, or three percent of the total. In 1985, they were
estimated 
at 3.7, percent.(fn. Price Waterhouse/IBAM, Estudio the

la Administracion Tributaria 
Nacional, Tegucigalpa, 1987.) These
figures Lnderstate the relative importance of local governments
somewhat since about half of local government revenues are derived
from non-tax sources such as rents, fees, and so on. Even so, local 
governments probably account for 
about six percent of total
 
government 
current revenues.
 

Municipal Tax and Non-tar, Revenues 

The central government has pre-empted 
two broad-based taxes,

the income tax which accounted for 28.6 percent of 
tax revenues in
1988 and sales and related 
ta:es which produced 34.7 percent, and
 
taxes on foreign t:ommerce, another type of sales tax, 35.5 percent.

The only broad-based tax left 
to the municipalities 
is the real
 
estate 
tax which provides about 18 percent of local 
government
revenues (12 percent 
 or less in the 
 three representative

municipalities included in 
this study).
 

The principal sources of 
local government revenues 
are shown
 
in the following Table.
 

t 

Revenues of Local Governments as a Percentage of 
total
 
revenues, Honduras, 1988.
 

All
Category 
 Cholu- Juti- Choloma Municipal
teca calpa ities


Rentas y ventas, etc. 
(Rents of properties, etc.) 35 11 12 6.2
 
Imp. a establecimientos
 
(Taxes on businesses) 22 22 19 16.0
 
Ingresos Servicios Publicos
 
(Service Fees and charges) 10 17 
 27 24.4
 
Imp. Bienes Inmuebles)

(Real Estate taxes) 9 10 12 18.0
 
Imp. Fijos
 



F ,: .es ' 14 13 7.0 

(Head :e.) ) )I mp . dJ - ,c!a s i f i : at i o n i.r zi a)) 7.2 

(Ta. -or certain ,ctivi,*ies ) 4 ) 26 } 17 4.0
Jtros. no lasiricado 
Jther or not clssified 8 ) ) 17.2 

Total 100 100 
 100 100NOTE: Categories 
 ma> vary somewhat from 
 municipality tomunicipality sinc-e financial statistics are not uniformly reported. 

As the table shc-is, the real estate tax 
accounts for 18 percent of
municipal curren-. revenues, but in the three representative cities,the yield is 12 percent or less. Fees and charges account for 24.4per-cent of curreTt revenues but only 10 inpercent Choluteca. Inthe latter city, rentsi and sales of property accounted for 35percent but in the aver-age city only 6.2. 
 Similar variability is

found with 
the cther sources of income.
 

Real estate taxation
 

The yield of the real 
estate tax is limited by the fact that
assessed values are 
not Pept current, by the 
low rate legislated
b%, the central government, and by inadequate enforcement

administration. 
 The levy on real estate cadastral values 
is set
at 1.5 mills or 
0.15 pLrceit. In many countries, effective rates
of two to three percent are common, 13 to 
20 times higher.
Cadasters have a one-time impact and 
then are eroded by failure tokeep them up-to-date. And delinquency rates of 50 percent or moreare not uncommon. A 
1987 study previously referred to found
cadastral rolls in Honduran municipalities out-of-date, incomplete,and characterized 
by improvisation 
and a lack of technical
criteria, low 
revenue, high delinquency; 
and rapid turnover of
 
personnel.
 

The real estate 
tax is the prinicipal 
source of revenue of
local governments in 
the United States and other countries. It is
one of the 
two principal broad--based taxes in 
Brazil, the other
being a value-added ta x on 
 service industries including
construction, distributive trades, and professions. Without doubt,
the rapid growth of Brazil 
from an agricultural producer to the
eighth industrial power of 
the world has been made possible by the
infrastructur.e 
created and services provided by state 
and local
governments. As we 
 shall have occasion to examine below,
municipalities 
in Honduras have 
an important role 
to play in the
country's 
economic development. The 
real estate tax is the great

neglected source of municipal 
revenue in Brazil.
 

The economic char.cteristics of 
the real estate tax make it
the most desirable broad-based tax for municipalities. Obviously,
this is not the place to 
go into the economics of the tax 
in detail
but some of the Acvantages of the real estate tax are worth noting. 
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t I .c.s nat.n eutraI, Iut n i itttr 
,:. .e,.! :e ., dLI' -.r ,- I d uses and economic activities. .ne to P tbe- by t 1,-rd-owners .1 rld cannot be shi f ted to 

tenants r Qusr.,,ers. r ; . t- iother way, the tax on the valueof the improvemorn ts (buildinrgs) is shif ted to the land-ownerreducing the pri.e he c n obtai, for the parcel. The value of anyreal estate parcel is the capitalized value of the prospective orexpected income stream net of the actual or imputed payments to theother factor's of "roduction employed in the land use and net of theta: levy., too. 1he capitalized value of the net income stream socalculated is th. capitalized value of the economic rent, the valueof the l,,nd. Sinct the other f.ctors of production are variable butthe supply of land is fixed, the incidence falls on the factor
whi-h is fined, that 
is, land, on the land-owner. This is so as
long as the parcel, land plus improvements, has a value after taxes 
that eceeds the replacement value of 
the improvements.
 

2. The base of the tax, when assessments are kept up-to-date,

is elastic with respect 
to GNP. That is, as a 
country develops'

the value of real estate increases at a faster rate than productionincreases. As the municipality develops, 
the yield of the tax
increases 
faster than population and economic activity.
 

3. The tax is proportional to the 
value of real estate and
because Lhe ownership of real estate is highly concentrated, thetax imposes a greater nurden 
on the rich, on corporations, and
large landholders 
than on the landless. In addition, the 
tax is
progressive amonq residential owners and small 
landholders as a
result 
of the homestead exemption of Lps 20,000 and of theexemption of parcels valued at less than Lps. 10,000.
 

4. Techniques of tax administration have improved so much in

the past several decades that maintaining assessments up-to-date,

enforcing collection, and doing all 
of that at reasonable cost is
in the competence of local governments regardless of size.


The real estate tax, properly administered, is an ideal taxfor financing 
local governments. It is underutilized in Honduras.
 

Business and occupation taxes
 

Every business and occupation is covered by such taxes as 
the
Tax on Commeraial, Industrial, 
 Mining, and Agricultural

Enterprises, Impuestos Fijos, and Impuestos sobre ClasificacionMunicipal. The first uses the volume of sales as the base,
fixed amounts ar- estatlished for- each bracket. For example, 

but 
abusiness enterprise with sales over Lps I million pays Lps 300monthly, 
one witl- sales rom Lps 500,000 to Lps I million, Lps 200

monthly. 7a::es similar t these are sc-called gross receipts taxeswhich apply a rate to t'e sales of the firm. Unfortunately, thebracket -ates are not p'sportional as may be seen from the above

example. The tax is in "act regressive. Although economists frown 
0- gross receipts tav'es, the latter would be better than the
present s/stem oi taxes that affect businesses, and those that
affect occupations such as ba-bers, beauty salons, photographers,
 

A 



Abt:._ half .:f the inccm, 
of municipalities comes 
from non'ax soLr.--
 such as ren.s, sa!es ,of property, fees or charges for

1,unicipal services wihict- mignt 
include water, pavements, lighting,

fire departments and 
so on. 'learly, there is a good case 
for user
-ha,-ges. 
 1hey sriould he used to amortize projects where the
onunicipalit. produces 
a good or service which if produced in 
_rivate se:'or "-,c-uld be sold 

the
 
-t market price. Thi! is clearly the 

:ase ,.-ith Lwater. electricity. and .so on. Charges for servies that
 cannot be allocated b prices should 
be made through a tax.

'-har-ges for fire depurtment. 
and police services should be
7roportionai 
to the value uf the property protected, suggesting

that such services be financed through 
the real estate tax.
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I. Cu- 'ent ,-oI:- of tt c.,ritraI gover;",ment in the delivery of:,u,,icipal public servic,. 

Respcnsibility for providing ater, sewage, streets and roads,education, 
 and health has 
 oeen delegated 
by law to central
government institutions. In addition the central government hasassumed responsinility 
for providing 
technical assistance, for
oversight of municipal 
budgets, and for 
providing municipalities

4ith access to ca-pital markets. 

Amvng the institutions responsible for the delivery ofservices to muniijipalities *re the Servicio Autonomo Nacional de
acueductos 
 y Alcaritarillados 
 (SANAA), 
 the Secretaria 
 de
Comunicaciones. Obras Publicas y Transporte (SECOPT), 
the Empresa
Nacional de Energia Electrica (ENEE), and the Corporacion Hondurena
de Desarrollo Forestral iCOHDEFOR), the Ministry of Natural
Resources, the Ministry of Health, and 
the Minister of Education.
Those in 
the category of providing technical assistance or having
powers of oversight are 
the Direcion 
General de Asesoria y
Asistencia Tecnica Municipal which pertains 
to the Secretaria de
Gobernacion Y Justicia, the Direccion Ejecutiva des CatastroNacional (DEC) 
 which pertains 
 to the Secretary of Planning
(SECPLAN), and 
the Banco Municipal Autonomo (BANMA).
 

SAN AA 
SANAA has the responsibility 
for construction, operation and
maintenance of water systems in the principal cities. It currentlyoperates 95 systems in Tegucigalpa, 15 
secondary cities 
and 79
municipalities iii rural areas. There are 2,000 water systems incurrent service Ln Honduras. 
Even in the municipalities served,
large proportions of 
the population lack 
access to piped water and
sewage systems although the demand 
is very great. Some of the
larger cities like San Pedro Sula operate their own systems andmany are desirous of doing 
so but lack the financial resources to
underta 
e the task themselves. 
 It serves water 
 to 121,000
subscribers and 
sewers to 58,00, 
principally in 
the vicinity of
Tegucigalpa. An evaluation made by 
Arthur Young international 
in


April, 1989 recites:
 

The performance of 
SANAA in respect to the demand
for water service is deficient, given 
that only a small
proportion of 
its subscribers in 
the.area Tegucigalpa /
Comayaguela receive water 
service twenty-four hours a
day. Part of 
the reason 
-:s that SANAA has not developed
water sources capable of providing the quantity necessary

to satisfy the increasing demand 
in the area of Tegucigalpa. Besid ?s, SANAA' 5 weak financial condition has madeit difficult for it 
to adequately 
maintain its treatment

plants and systems of distribution. Outside the area
Tegucigalpa, the quality 

of 
of SANAA's water services isdeficient due to the financial condition of SANAA as well
also to the highly centralized structure of 
responsibi



A LLl h7Cr.' r t/ I vi .t-- hA ia, it Cdifficul r 
t lhca I c-rd regio'ia, ct fficps to res pond to subscribers' 

ne-ds. 

Moreove-its se e s xtem I cks treatment plants and sewage and 
storm drainage i.. discha--god 4ithout treatment.
 

Of 86 muni:ipalities w th populations between 10,000 and
800000, 83 had w,4ter systems and 15 had sanitary sewers. 
Of those

that had water and sewage systems, a substantial proportion of 
the
households did not 
have access to the grids. It 
is estimated that

86.1 
percent of urban households are connected to 
water systems
while an additional 8.0 oerce-it 
live within 200 meters of a water

spigot, and that 
56.0 percent of rural households have access 
to
 a water system. 60.5 percent of urban 
households are connected 
to
 
sewer systems, 27.7 percent have 
latrines or septic tanks, while
 
66 percent of rural 
households have such facilities.
 

SECOPT
 
SECOPT constructs, -epairs and maintains roads and streets and
other public 
works upon the request of municipalities. It has


limited funds of 
its own and substantial 
areas of the country lack

paved roads or roads 
that perinit travel 
in the rainy season. Only
17 municipalities; 
have paved streets. The financing of additional

projects depends on 
the willingness and ability of 
the municipali
ties to finance 
them. It Direccion General de Urbanismo (DGU)
cooperates with 
the munipalities in 
 the preparation of urban

development plans. 
Although about thirty-five of the principal

cities are supposed to be included in its scope, 
only two plans
were developed 
in the past five 
years and two others are in
 
progress.
 

DEC and SECPLAN
 

DEC has the legal authority to conduct cadastral surveys and
to inventory natural resour:es everywhere in the country. Bycontract with municipalities, 
 it prepares and up-dates the
cadasters that form the Oase for the imposition of the real 
estate

tag. Its principal effort has been directed to the support
agrarian reform and pro'viding good titles to land. 

of 
Since 1967, it
has prepared cadasters in the cities of Puerto Cortes and the Villa

de San Antonio. As 
a result of those cadasters, the yield of the
 
real estate tax in 
both cities increased substantially.
 

Since .the beginning of 1987, departments and municipalities
classified as 
urban are required to coordinate their developmentplans with SECPLAN. Development boards have been created in the 
departments but implementation has been slow.
 

SECRETARIA DE GOBERNACION Y JUSTICIA
 

Gobernacion is responsible for oversight of the departmentsand municipalities. Through the Direccion General de Assessoria yAsistencia Tecnica Municipal, it is also supposed to provide
 



.ecr'~i -a -" -,ec in )im~i! Cr-..t ion, zadastrer-9, and budgeting.
In Practice. it, "imj.tec.; recurce . have permitted it to do littleriore than. tc rev ,aw and appr,)e the budgets of the municioalities. 

3ANMA 

BANMA was established in 1961 as a development bank for themunicipalities, making 
Inans and providing technical assistance tothe municipalities. 
Its shareholders are 
the municipalities which
 are required to budget an annual contribution to augment thecapital of the bank 
and to 
keep their liquid funds on deposit with
the 
bank. The amount of delinquent loans representing funds
borrowed by th-e municipalities amounted 
to about Lps 47 million,
or seven percent. of its caPital, forcing the bank to reduce

personnel and to practically suspend 
its technical assistance
activities. It is currenlt:Iy executing grants from the Interamerican
Development Bank involving cadastr-al surveys.
 

ENEE
 

Created in 1957, ENEE is charged with providing electricalservice to ali ports of the country. Of the existing municipal
systems, some 60 oercent are operated by ENEE, the remainder by the
municipalities or 
by private enterprises. 
The latter accounts for
about nine percent. Municipalities wanting service or 
extensions

of the existing grid can accelerate service 
by co-financing the
construction required. Sixty-five municipalities have electric
 
systems. 

COHDEFOR and the Ministry of 
Natural Resources
 

COHDEFOR was established to manage, 
conserve and rationally

exploit 
the forest resources of Honduras. 
Since timber is an
important 
 natural resource 
 of many municipalities, the
municipalities have 
a substantial 
interest in the management and
taxation of forest 
resources. A 
tax on the cutting of timber is
collected by COHDEFOR and remitted to the municipalities concerned.


The Ministry of Natural Resources was similarly 
established
 
to regulate and control the mineral 
resources of the country and

the municipalitic-s likewise have an 
interest in 
how such resources
 
are utilized.
 

There are frequent complaints of a 
lack of communication and
coordination 
 of the activities 
 of these agencies with the
 
municipal ities.
 

THE MINISTRIES OF EDUCATION AND HEALTH
 

The Ministry of Education is charged with 
providing primary

and 
secondary education is all the municipalities. 
 In practice,

eight percent of municipal budgets is ear-marked for education and
supports the construction 
and maintenance of schools and even

teachers 
salaries. Only two municipalitLes have technical schools.
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