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PREFACE

This report, "Regional Municipal Sector Assessiinent for Central America," was prepared by
PADCO under contract to RHUDG/CA, USAID. For purpose of this study, the region was
defined as six countries: Guatemala, El Salvador, Nicaragua, Honduras, Costa Rica ard
Panama.

The report is based un field work in Central America carried out between October 1991 and
January 1992, and the text reflects conditions as of that time. The survey process comnsisted
primarily of review of prior studies and analyses, plus interviews with national and local
goverament Officials and other relevant informants.

The PADCO Assessment Team includzd the following specialists:

Joseph E. Arington Team Leader

Sandra Wheaton Community Participation/Empowerment
David Grossman Municipal Finance

Patricia Wilson Urban/Regional Structure

Francisco Echegaray Municipal Mandates/Institutional Structure
Donald Swanson Municipal Mandates/Institutional Structure
Cesar Gonzalez Honduras

Luisa Amanda Pérez Nicaragua

Antonio Oscrio Costa Rica

Miguel Martinez El Salvador

Edgardo Ubarte Panama

Roberto Prata Guatemala

The PADCO Team worked under the direction of Ms. Dianne Tsitsos, RHUDO/CA. We

would like to express our appreciation to her and the many officials of USAID and national

and local governments in each country who provided time and advice as well as access to
the information required to produce this report.
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REGIONAL MUNICIPAL SECTOR ASSESSMENT
FOR
CENTRAL AMERICA

VOLUME I: BASIC ANALYSIS

INTRODUCTION

The changes in Central America in the last half of the decade of the 80s and now into the
90s have been nothing short of dramatic. As part of these changes, there are some indica-
tions of a transference of power and resources from centralized bureaucracies toward local
government. The shift signifies not only a movement toward government that is closer to the
people, but also that the local governments and the central governments of the countries of
Ceuntral America are undergoing a fundamental transformation in their relationship to each
other.

The objective of this report is to present AID with the elements of a regional strategy and
program in support of municipal development. The elements of this strategy are based on
the results of assessments of basic parameters of the municipal systems in Central America.
The report also identifies strategics and approaches to create the policy climate necessary
for integrating municipalities into the region’s democratization and economic development
processes.

The report is organized in two volumes. Volume 1, Basic Analysis, consists of the Introduc-
tion, an Executive Surnmary, and three parts. Part One contains the Assessment Framework,
which presents the basic preinise, considerations and criteria used to guide the study. Part
Two contains the regional comparative analysis of the existing situation and includes three
sections: Context for Decentralization and Municipal Development, Democratic and Partici-
patory Systems and Processes, and Municipal Resource Mobilization and Utilization. Part
Three provides recommendaticns for required reforms which form the basis of the proposed
strategy and program set out in Volume II. Volume I also includes six annexes which
provide the detailed technical analysis. Finally, Volume II, Regional Strategy, provides
recommendations on a general strategy for promoting municipal development from a
regional perspective.



EXECUTIVE SUMMARY

SCOPE OF WORK

AID, in its efforts te support the recent changes in the Central American region towards
greater democratization and decentralizaiion, is engaged in a process of formulating and
implementing a regiona! strategy and program in support of municipal development. The
objective of this study is to present AID with the elements of such a regional strategy and
program. As part cf the scope of work, AID requested that PADCO conduct an assessment
of the existing situation in Central America regarding the key components of municipal
development—these being municipal mandates, municipal finance, community empowerment,
raunicipal associations, and government structures at the local, regional and national level
that impact local development ard self- sufficiency. As a corollary, AID requested that
PADCO develop models, ideals, instruments and/or alternatives for these key aspects of
municipal devetopment. Finally, AID asked that PADCO develop a strategy for possible
AID iaterventions, based on the differences between the existing and ideal situations dis-
covered during the investigation and on the specific country-by-country conditions and needs.

THE EXISTING SITUATION

PADCO based its report on the basic premise that municipal governments, as permanent
institutions with elected reprssentatives, are closest to the peopie and can ultimately be
more responsive to local needs while increasing citizen participation in development deci-
sion-making and providing better access for the redress of grievances. As a basic point of
departure from that premise, PADCO found that municipal governments and democratic
processes can only be strengthened and improved to the degree that municipal governments
effectively: 1) provide political representation and governance at the local level; 2) plan,
organize and manage local development and respond to constituent needs for land, basic
infrastructure, services and employment; and 3) integrate constituent participation within the
process of local development management and decision-making. Accordingly, PADCO found
that the strategic requirements for such municipal development and democratization are
decentralization and municipal autonomy, local citizen participation and representation,
municipal capacity and a strong fiscal base, and finally simultaneous empowerment of both
municipal governments and their communities.

s Urban and Regional Structures: The Context

To understand the existing situation, formulate realistic goals and identify the possibil-
ities for improvement of Central American muricipalities, PADCO found that it was imper-
ative to recognize the regional, national, and local context by which municipalities are
constrained and/or enabled, depending on their geographic location and on their place in
the regional, national and urban hierarchy. Regionally and nationally, Central America and
its countries are embarking on a ser'es of policy reforms—which will be supported by AID’s
municipal development efforts—among which are public sector refcrms that will dismantle
the old statist and centralized framework. These include administrative reforms, decentral-
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ization efforts, and support for improvements in local finance and independence. These
reforms, however, are tied to—albeit circumcised by—stabilization programs that impose
austerity measures requiring public expenditure reductions. Such pressures to cut back public
expenditures—at the national and local levels—affect, indeed may reduce, the possibilities for
decentralization, financial transfer to local governments, and in effect municipal develop-
ment and democratization. These realities simultaneously imply support for and constraint
on the pessibilities for municipal development.

In addition, Central American municipalities are directly affected by the urban and regional
structures in which they operate. First of all, there has historically been and continues to be
a growth of nrimate cities in every country of the region. These primate cities—largely the
capitals—command spheres of influence (some beyond their own countries) that economically
and politically affect the municipalities that fall within their spheres—either inhibiting or
promoting their growth. However, the 1980s did witness a remarkable growth ir the number
of secondary cities, and 21 such citics now show high potential for continued economic
growth and development. Nevertheless, despite the advantages and growth for secondary
cities, they remain limited in the ability to handle growth as a result of their lack of capacity
to meet basic infrastructure and employment needs of a growing population, particularly the
informal sector. Municipal development and decentralization strategies and programs should
make most efficient and effective use of the scarce resources available by targeting cities
that hold the greatest econcmic growth potential as well as take into account the other
positive and negative implications that urban and regional structures hold for municipalities
and their development.

. Municipal Mandztes

PADCO found that, despite some recent and promising possibilities for decentraliza-
tion, power remains to be largely concentrated in the central governments of the region.
While the constitution and municipal codes mandate municipal autonomy and self-governm-
ent (with the exception being Panama), laws and decrees contradict and actually reduce
municipal government powers. The limitation of municipal mandates is compounded by the
limited scope and coherency of national decentralization policies that are directed to address
this situation, even though there are efforts underway in the various committees and com-
missions on municipal development in each country to develop coherent policies. Finally,
the heterogeneity among municipalities make common policies, planning and programs diffi-
cult to formulate and implement. These requirc national decentralization policies, laws and
decrees that together clearly specify the authority, competencies and resources to be trans-
ferred from the national to the local level. In this regard, decentralization strategies must
take into account municipal size, capacity and potential as well as the technical assistance
and training that will be required to facilitate and support the process.

. Municipal Finance/Resources

FADCO found that in five countries of the region, the national constitution proclaims
the "autonomy" of each municipal government and its right tc provide a full range of public
services to its residents. However, the realities of constrained local resources and the inter-
vention of the central government agencies and institutions to provide basic local services
too ofter make a mockery of high-sounding constitutional provisions. The extreme scarcity
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of revenue available to support the recurrent budget is common throughout the region while
capital revenue conditions vary widely. Although a wide range of taxes is generally available
to municipalities, the costs of their administiation often exceed the revenues generated. This
problem frequently is caused by the low tax base and rates set by national governments.
Municipal efforts to change or adjust these are often subject to delay or denial by national
government. Real estate taxes—the basis for local finance in most industrialized countries—
are generally weak or under-utilized for that purpose in Central America. Making the
situation worse, most municipaliities are unable or unwilling to collect even those limited
taxes and service charges they are allowed to levy. Inter-governmental transfers, while sub-
stantial in Guatemala and Honduras, arc extremely limited o:' non-existent in other coun-
tries. Not surprisingly, municipalities can generally provide only a restricted range of public
services plus some revenue producing functions.

On the human—as opposed to the financial—resource side, the lack of municipal capacity
throughout Central America is one of the major constraints to efficiency and effectiveness
of local development activities. The scale of technical assistance and training required in
enormous, yet most of the countries do not have the institutional capacity in place to
provide systematic, timely and relevant technical assistance and training to municipalities.
The absence of strong national institutional technical assistance and training capacity as well
as the lack of systematic policies and sirategies to guide effective utilization of limited
resources are majcr constraints to the decentralization ancd municipal development process.
In light of the large scale of assistance and training requircd and of the scarcity of resources
available for meeting those needs, decentralization programs should make the most effective
use of resources by targeting municipalities with high economic growth and development
potential.

@ Local Government Representation/Community Empowerment

PADCO found that community empowerment and participation are key concerns for
municipal governments, as a means to not only support democratic principles but also to
mobilize local resources for development. With regard to cffectively engaging community
empowerment, three pillars of participation were identified: 1) legitimacy and representa-
tion; 2) democratic and participatory governance systems; and 3) strong citizen participation.
The first—legitimacy and representation—is based on the electoral process, which, however,
is limited throughout the region. For example, in many cases municipal elections are not
separate (in date or political platform) from national elections, limit citizen choice since
ballots are based on a party slate of candidates, and are not in all cases based on the
proportionality of vote principal.

The second—democratic and participatory governance systems—necessitate that municipal
governments should have: the authority, interest and responsibility to encourage participa-
tion; the knowledge of and capability for participatory mechanisms; and should be held
accountable for their decisions and actions. In ali respects, however, municipal governments
are limited. They may possess the authority (and even the responsibility) to encourage parti-
cipation. but they generally lack the capabilities or checks to engage cr ensure that parti-
cipation. Finally, the third key pillar—strong citizen organization—is also critical so as to
assure that the appropriate organizational structures exist within the cominunity so that
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individuals can effectively participate when that participation is allowed and requested.
PADCO found that strong citizen organizations do exist but that the public-private interface
has yet to be developed to effectively tap community organizations as a conduit for partici-
pation and/or the mobilization of local resources.

a Municipal Associ2tions and institutes

Municipal participation, representation and support takes the form of two different
types of institutions: municipal associations and municipal development institutes. The
reality in Central America is that these institutions provide the needed functions in a very
limited fashion. Municipal associations, where they do exist, are very weak or have had
repeated failures, as a result of the difficulty to sustain themselves over the long term in
light of limited resources or support from municipalities, national governments and external
donors. While municipal development instit'ites provide relatively good support in technical
assistance, training and financing, they often do so without a clear framework of strategic
municipal development plan. In addition, these institutes are often controlled and financed
by central authorities, limiting municipal self-determination and participation in their cwn
development process. Finally, the activities of these institutes are not well coordinated with
the complementary and sometimes duplicated role of municipal associations.

PROPOSED STRATEGY

PADCO recommends a strategy that supports a democratic process free of a partisan
political agenda while at the same time addresses the key constraints as perceived by the
actors in the municipal development process. In addition, the strategy should be simulta-
neously realistic, effective, efficient and sustainable. Finally, it should be ccmplementary of
individual country initiatives.

The basic goal in this strategy should be to develop stable democratic societies in the region
through decentralization and the creation of local capability and commitment to respond
both democratically and effectively to development needs. To achieve this, PADCO found
that it is imperative to:
- transfer the authority, responsibilities and resources from local to central
government as well as to consolidate the autonomy of local governments;

« strengthen citizen participation and representation in municipal government and
local development activities;

« strengthen municipal administrative, financial and technical capacity; and

» strengthen the capacity and effective participation of existing intermediary support

institutions, such as municipal and community associations, municipal institutes,
national interagency groups, NGOs, and federations of communities.
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PADCO has identified seven broad strategies that are required to address the limitaticns
in municipal development throughout the region. These are to:

1. Design and Utilize a Conceptual Framework as a Planning and Management Tool.

2. Establish Functional Linkages and Networks Among Municipalities at the National,
Regional and International Levels.

3. Promote Systematically Decentralization Policy Dialogue and Agenda Development

and Implementation at the Regional and National Levels.

Promote Systematic Support for Community and NGO Participation.

Formulate and Implement Technical Assistance and Training Strategies.

Promote Regional and International Networking and Resource Mobilization.

Support the Active Participation of AID Missions in Policy Formulation and Technical

Management and Coordination.

NSne

Within these strategies, PADCO has identified strategic targets for project assistance.
PADCO recommends that the Regional Municipal Development Project will fund six
discrete activities to achieve its objectives: 1) Analysis, research and design; 2) Seminars and
workshops; 3) Training and publications; 4) Networking; 5) A communications program; and
6) Work with regional institutions.

The specific project implementation strategy proposed by PADCO is an action-oriented
approach that seeks to promote and support the formulation and implementation of decen-
tralization and municipal development initiatives at the regional and national levels in a
manner that strengthens the capacity of municipal associations, related municipal institutes
and national inter-agency groups to organize and manage such activities over the larger
term. This approach is predicated on the comparative advantages that such municipal associ-
ations and institutes potentially hold for promoting and supporting municipal development.
They provide a means for leverage, cross-fertilization of ideas, prioritization of activities
based on scarce resources, support for a regional and national policy agendas, the
mokilization of resources, and the implementation of action plans. As a result, PADCO
supports implementation programs through: 1) FEMICA for regicnal-level programs; 2)
national associations for both regional and country-level programs; and 3) bilateral mission
programs for specialized national-level activities. Finally, through these existing municipal
associations and development institutes, support will be required for a dynamic municipal
development process in which continual research, analysis, formation of ideas, and
innovative programs and projects will develop and occur. Only through such an approach
can muuicipalities effectively receive support, formulate programs, obtain leverage, and
manage—as well as generate—the scarce resources required for their development.
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PART ONE: BASIC CONSIDERATIONS AND
PARAMETERS FOR DECENTRALIZATION
AND MUNICIPAL DEVELOPMENT

. ASSESSMENT FRAMEWORK

A. PREMISE: DEVELOPMENT AND DEMOCRATIC GOYERNANCE

Serious political, institutional, social and economic challenges confront the conntries
of the Central American Isthmus as they enter into the last decade of the 20th century. In
response, each national government, in its own way, is undertaking policy and institutional
reforms directed to stimulate and ensure economic growth and peace, based upon the prin-
ciples of social justice and the full 1ecognition of the individual rights of all citizens.

Central American countries are increasingly considering decentralization and municipal
development as important elements of such national reform agendas. In some, there are
clear trends towards a gradual but tangible transfer of power and resources from centralized
bureaucracies to local governments. The implicit premise that underlies these efforts is that
municipal governments, as permanent institutions with elected representatives, are closest
to the people and can (ultimately) be more responsive to local needs while increasing citizen
participation in development decision-making and providing better access for redress of
grievances. That premise suggests an emerging paradigm for democratic governance in the
region that is based on progressive decentralization. It also recognizes and emphasizes the
functional interdependence of development, local governance and community participation.
Thus considered, democratic processes can be strengthened at the local level only to the
degree that municipal governments effectively:

= provide political representation and governance at the local level;

s plan, organize and manage local development and respond to constituent needs for
land, basic infrastructure, services and employment; and

®  integrate constituent participation within the process of local development manage-
ment and decision-making. ‘

The viability of the paradigm will depend on the promotion and implementation of a series
of political, institutional and fiscal changes required to support the decentralization and
municipal development process in each of the countries. That process will take place at the
same time that the countries continue to face serious macro-economic, and fiscal problems,
which limit the resources available for supporting that process. For this reason, the con-
straints and opportunities associated with structural and institutional reform need to be
understood in order to formulate and implement realistic decentralization and municipal
development objectives, policies and programs. Equally important to consider are urban and
regional development patterns that maximize economic development potential as well as the
geo-political and demographic characteristics of municipalities. All of these conditions and
possibilities constitute the basis for a realistic and effective decentralization process in the
region.

Previcus Page Blank
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B. STRATEGIC REQUIREMENTS OF LOCAL DEMOCRATIC GOVERNANCE

The status of the transition to local empowerment continues to be fragile and
uncertain. This is perhaps due in part to a lack of understanding about the implications of
such cmpowerment and the limited knowledge, awareness, consensus and commitment, all
of which are fully required for its implementation.

This section briefly identifies the major requirements of local democratic governance and
discusses the basic considerations and criteria used to guide this assessment. These reflect
and expand upon the discussions and conclusions of municipal leaders at their November
1991 regional meeting in Tegucigalpa, Honduras.

1. DECENTRALIZATION AND MUNICIPAL AUTONOMY

Decentralization and municipal autonomy are two essential and interrelated
elements of the municipal development process. Strong functional and territorial centraliza-
tion that has heretofore characterized governments of the region is gradually undergoing
decentralization. However, this period of transition suggests the need to evaluate and
compare both the legal (de jure) framework and the actual (de facto) situation for that
decentralization. The following criteria will be used for that purpose.

a. Decentralization

_ Decentralization is understood as the transfer of specific competencies
(authority and responsibility) to organisms that do not belong to the central government
administration and which are not subordinated to it. Effective decentralization requires not
only the transfer of areas of authority and responsibility but also of the resources required
to effectively carry out associated functions. The clear functional definition of respective
central and municipal government responsibilities requires the specification of: 1) solely held
or independent functions; 2) shared functions; and, 3) delegated functions.

b. Municipal Autonomy

In order to carry out its responsibilities efficiently, a municipal government
must have a clearly defined level of autonomy with respect to other levels of government,
most particularly the executive power of central government. The concept of municipal
autonomy refers basically to the form and nature of the central-municipal government rela-
tionship and implies the distribution of power to govern, emanating from the population.
The state recognizes those areas in which its powers should not be implemented through
central institutions but rather through municipal governments that possess the mandate and
capacity for self-government within determined limits.

Autonoimy does not refer to a delegation of functions nor an adminisirative deconcentration
of powers. Rather, it incorporates the definition of specific political jurisdiction of authority
related to the gengraphic area within which the municipal government exercises its power.
At least three key aspects need to be examined, as follows:
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(1) Political Autonomy refers to the right of a municipality to establish local develop-
ment objectives and to select and implement strategies, policies, plans and programs
required to achieve those objectives.

(2) Administrative Autonomy refers to the right of a municipality to define and
implement an internal organization and management structure to meet its assigned responsi-
bilities.

(3) Financial Autonomy refers to the freedom of a municipality to set, collect,
administer and use local fees and taxes that are exclusively within municipal jurisdiction.

2. LOCAL PARTICIPATION AND REPRESENTATION

The quality of citizen representation in the municipal government and its participa-
tion in the development of the municipality is, along with the degree of decentralization and
autonomy, a key element associated with the qualitative and quantitative importance of
municipal mandates or competencies.

Three aspects are of particular concern: a) Municipal Government Legitimacy and Repre-
sentation; b) Democratic and Participatory Systems and Processes of Governance; and, c)
Citizen Organization and Leverage, as follow:

a. Municipal Government Legitimacy and Representation

Local electoral processes should ensure and provide for the broadest possible
political legitimacy and representation of the municipal government in order to guaranty its
credibility and the continued support of ciiizens in the exercise of its mandates. For this
reason, to the maximum feasible degree, municipal elections should be: direct and universal,
separate from national elections, and based on local platforms and programs proposed by
the candidates. The electoral process should permit the potential participation of civic
groups and other organizations not affiliated with political parties. The political representa-
tion of municipal corporations or councils should maintain the principle of proportionality
according to results of the popular vote.

b. Democratic and Participatory Systems and Processes of Governance

Municipa! governments offer substantial comparative advantages for the plan-
ning and management of local development activities with local participation. In order to
maximize this potential, municipal governments should have:

(i) The authority, interest and obligation to encourage community participation;

(ii) The capability and mechanisms to promote and incorporate community participation
in the assessment, planning, decision-making and evaluation of development activities;
and,

(iii) Policies, systems and procedures that ensure accountability to the community in all
aspects of local development administration and finance.
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c. Citizen Organization and Leverage

Although not a primary role of municipal (and central) governments, these
public entities can also influence meaningful community participation and empowerment by
promoting and supporting (directly or indirectly) the development of private, non-govern-
mental 1or quasi-governmental community organizations which have the following critical
"traits":

(1) Participatory Mechanisms (internal and external)

(2) Representation (at a broad level)

(3) Legal Status

(4) Regional Leverage

(5) Large-Scale Benefits

(6) Access to Financial Resources

(7) Means to Improve Capacity/Capability (through TA and Training)
(8) Public/Private Linkages

These traits consiitute some of the critical elements of community organizations that best
promote meaningful participation.

3. MUNICIPAL CAPACITY AND FISCAL BASE

Municipal administrative, financial and technical capacity is clearly a paramount
consideration in the formulation and implementation of decentralization and municipal
development policies, strategies and programs. The planning and implementation of integral
and intensive technical assistance and training to support the decentralization process is
essential. Sufficient financial resources must be available to ensure municipal autonomy and
to support the transfer of service responsibilities. The key areas to be assessed include:
(1) The relative municipal share of total government revenue;

(2) Municipal authority and efficiency in local revenue generation activities;

(3) The levels of intergovernmental transfers and the policies governing their destinations
and use;

(4) Public or private credit mechanisms available to 1nunicipal governments to finance
local development activities; and

(5) Municipal financial management capacity.

4. MUNICIPAL AND COMMUNITY EMPOWERMENT

Practical deceniralization and municipal development is a long-term process.
Therefore, it is important to consider a larger institutional and policy framework that
sustains municipal and community participation and empowerment in and through that
process over the long term. Specifically, the characteristics and potential role and responsi-
bilities of existing intermediary support institutions in both the public and private sector
should be assessed.

1A further discussion of these traits and the concept of "meaningful community participation” is contained in
Annex IV, Community Participation and Empowerment.
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a. Public Sector Intermediary Institutions

Public sector intermediate support institutions include both municipal associ-
ations and municipal development institutes. Municipal associations can enhance municipal
representation and participation at the national level while providing the means for resource
coordination, leverage and mcbilization. In order to possess clear legitimacy as municipal
intermediaries, such associations should have the following traits:

(1) voluntary membership;
(2) a political representativeness and participatory management; and,
(3) independence from the central government.

Municipal Development Institutes are normally central government entities created for the
purpose of supporting municipal development through the piovision of technical assistance
and training and, in some cases, financial assistance. Their character as central government
entities can limit their potential as municipal representatives and advocates. A key issue i1
this regard is the degree of representation and control that municipalities exercise in the
determination of assistance policies and programs. As such, majority municipal representa-
tion on the Executive Boards of these Institutes appears to play a critical role in assuring
that representation and control.

b. Private Sector Intermediary Institutions

Second and third tier private sector intermediary institutions can support
community participation and empowerment by providing links between beneficiary and
primary community organizations and municipal and central governments, donors and
financial entities. These may include non-governmental "membership" or "advocacy" organi-
zations, or coordinating networks of such organizations. In generali, the traits of intermediate
organizations that make participation and empowerment more meaningful, include external
and internal economies of scale and scope, organizational flexibility, territorial reach,
regional and national leverage, and participatory management.
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PART TWO: REGIONAL COMPARATIVE
ANALYSIS OF THE EXISTING SITUATION
IN CENTRAL AMERICA

. CONTEXT FOR DECENTRALIZATION AND MUNICIPAL
DEVELOPMENT

A. REGIONAL/NATIONA!. DEVELOPMENT SITUATION

According to the Inter-American Development Bank (IADB) 1991 Report, ihe region
encompassing Central America and Panama (i.e., excluding Mexico) is gradually emerging
from the problems of the last decade, particularly in the cases of Costa Rica, El Salvador,
and Guatemala, each of which registered growth rates of 3.5 percent in 1990. Despite these
positive growth rates and successes in non-traditional exports, Central American economies
continue to be subject to the sway of commodity prices for both imports and exports, (0
unfavorable trade arrangements, and to the challenges of the last decade related to increas-
ing debt service ratios and deteriorating economic conditions.

In response, Central American countries have embarked on a series of policy :zforms
designed to open up their economies [through the Enterprise of the Americas Initiative
(EAI)], to reassess integration movements (by concluding trade agreements with each other
and the U.S.), to modernize their productive capacity through private sector development,
and to engage in public sector reforms that will dismantle the old statist and centralized
framework. Such public sector reforms are intended to result in leaner but stronger systems
of public sector management, capable of supporting more efficiently the economic and social
development of the region. Key among these reforms are administrative reforms and decen-
tralization efforts that will aid governments in the region to respond more effectively to the
needs of their respective populations. As part of these reforms, revenue sharing and local
taxation mechanisms should improve the finances of local governments and reduce their
dependence on the central government.

National conditions and strategies reflect the regional trends outlined above and are closely
linked with—albeit circumscribed by—economic and stabilization programs in each country.
Perhaps the most difficult challenge faced by these countries in carrying out effective stabili-
zation programs is to reduce the public deficit, on the one hand, and to simultaneously meet
basic human needs, on the other. All countries are experiencing minimal if any success at
balancing these opposing demands on the public finance and service sysiems, even though
in alrast every country "safety nets" have been established in the form of "Social Investment
Programs"” to compensate the poor for the austere measures posed hy expenditure reduction
measures.

While the economic program in at least one country (El Salvador) has been comprehensive
and produced positive results, programs in others have been comprised of only partial
measures with less than satisfactory results, as in the case of Honduras and Guatemala. The
challenges faced by these two countries lies in their ability to confront, as previously men-
tioned, public deficit problems: For Honduras, in its ability to reduce the public deficit,
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which will be contingent on increased public utility rates and reductions in public sector
employment; and for Guatemala, in its ability to successfully increase the tax burden so as
to meet basic meeds of the population. In Cosia Rica, the Calder6n Administration
announced and appears to be committed to a new economic program that if effective, how-
ever, will be (as in other countries) politically costly due to the associated austere wage and
employment policy. Nicaragua’s stabilization program, while making improvements in several
areas, is anticipated to be modest, depending on the government’s success in controlling
both the public deficit and domestic credit expansion in addition to obtaining a large inflow
of capital. Finaily, Panama has shown signs cf recovery during the past two years, as a result
of a normalization process, but is still faced with high unemployment levels and widespread

poverty.

As a result of these opposing demands on the public sector, the main challenge posed by
such economic stabilization programs is to mobilize sufficient resources. The ability of the
public sector to achieve the necessary resource mobilization will simultaneously depend on
and influence the success of other programs aimed at economic liberalization, privatization
and decentralization. In light of the public deficit and stabilization-associated austerity mea-
sures at the national level, central governments will continue to be limited in their ability
to offer financial transfers to local governments. As a result, decentralization—the focus of
this report—will undoubtedly need to be compleinented by increased resource mobilization
at the local level in the form of taxes, user fees, direct external donor financing and public-
private partnerships. It is within this context and these challenging conditions that Central
American municipalities are sezking to achieve greater autonomy, increase their resources,
and develop their communities in the overall process of decentralization.

B. URBAN AND REGIONAL STRUCTURES

In addition tc the broader econcmic context, the urban and regional structures in
which Central American municipal governments function also shed light on the larger
"forces at play" that directly impact the current situation and future potential for municipal
development. Central America’s rapid urbanization during the 1950s through the 1970s pro-
duced an ever increasing concentration of wealth and popule*ion in the large capital cities,
expanding urban primate city systems? in the region. In addition, policies and efforts that
were buiit upon the neo-classical theory and the "doctrine of unequal development" pro-
moted concentrated urbanization, which reinforced these primate city systems. Associated
strategies concentrated development in a core region under the assumption that develop-
ment would diffuse out to peripheral areas. While this diffusion did not occur as expect~d
by the late 1970s, and while the growth of primate cities has continued to the present, the
1980s did in fact witness a remarkable growth in the number of secondary cities. This may
be in part associated with subsequent decentralized strategies promoted as a result of the
problems with centralized ones. In addition to the growth of secondary cities, Central

25 primate city svstem is one in which the secondarv cities are smaller than would be predicted by the lognormal
rule. This rule holds that the second largest city is half the size of the largest, the third largest is one-third the
size of the largest, and so on. A flat or unhierarchical system is one which the secondary cities are larger than
expected according to the lognormal rule (Chase-Dunn 1985, p.18).
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America’s urbanization patterns reflect increased polarization within both primate and
secondary cities due to the expansion of the urban informal sector and marginal populations.
Hence, three recent trends are evident: 1) the continued expansion of primate cities; 2) the
rapid expansion of secondary cities; and 3) increased polarization within cities.

1. PRIMATE CITY SYSTEMS: THE SPHERES OF INFLUENCE

The real primate city for the entire Central America region is Miami, serving as
the key regional specialized financial, commercial and even service center, with Houston and
New Orleans also playing a significant commercial role. Seen as one geographic region, how-
ever, Central America’s primate city is Guatemala City, with about 20 percent of the
region’s urban population. San Salvador and Panama City each have about 10 percent,
followed closely by San José and Managu.a, each with 8 percent. The smallest primate
capital city is Tegucigalpa with 6 percent of the region’s population.

However, this primacy in terms of population size belies the sphere of economic influence
these cities command. For example, Guatemala City (the largest in terms of size) has a
commercial and industrial influence restricted largely to Honduras and El Salvador, while
Panama City (at half the size of Guatemala City) maintains international influence in trade
and finance, second only to Miami. Some national capitals have solely a national sphere of
influence, as in the case of San José and San Salvador. Others do not even have their entire
country as their hinterland. For example, Tegucigalpa is the primase city for the Pacific side
of Honduras while the country’s second largest city (San Pedro Sula) actually functions as
a primate city for the Atlantic side. In addition, Managua’s sphere of influence covers only
the Spanish-speaking Pacific half of Nicaragua.

2. SECONDARY CITY SYSTEMS: POTENTIAL FOR GROWTH

While primate cities maintain certain advantages with regard to agglomeration
economies, secondary cities are beginning to offer these advantages and show the most
growth potential in the regior. In addition, they can offer some limited relief from migration
pressure on the primate cities that is feeding the explosive growth of the marginal barrios
in those cities, even though some secondary cities (such as San Pedro Sula) are faced with
their own migration pressures from the hinterland. Finally, secondary cities can play a role
in fostering non-traditional exports that do not have to be locc:ed aear the principal internal
market. While not all secondary cities show high potential for continued growth, 21 second-
ary cities do show such potential, as Table I illustrates, based on expanding agricultural
exports from the city’s hinterland.

Panama City, as previously mentioned, has become a financial, commercial and transporta-
tion center for an international market. However, with the growth of Miami and the drastic
decline in the South: American demand for Panama’s services, the government has begun
to promote non-traditional manufacturing for re-export. Five new intermediate-sized cities
that developed in the 1970s have continued to grow: David, Chitre, Santiago, Penonome
and Aguadulce. David serves as the primary cultural, administrative, commercial, service and
industrial center for the northern province of Chiriqui. Meanwhile, the cities of Chitre,
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Santiago and Penonome serve as the most important service centers for the agricultural
hinterlands.

—W
TABLE 1
SECONDARY CITIES WITH GREATEST GROWTH POTENTIAL
(Outside of Pritnate Cities and their Immediate Zones of Influence)
Population Population
L (000s) (000s)
GUATEMALA - 1985 HONDURAS - 1988
Escuintia 54.9 San Pedro Sula 279.6
Mazatenango 28.0 Tocoa 13.0
Coatepeque 269 Juticalpa 20.0
Realhuleu 34.7 Catacama 17.4
Sta. Lucia Cotzumelgualpa 21.0 Choluteca 53.8
EL SALVADOR - 1987 COSTA RICA - 1984
Santa Ana 144.8 Ciudad Quesada 217
San Miguetl 929 San Isidro de El General 28.3
Nicoya 215
NICARAGUA - 1990 PANAMA - 1930
Leon 98.0 David 1205
Chinandega 68.8 Santiago 60.3
Chitre-Los Santos 346
Penonume 60.6

Guatemala City, the largest primate city in Central America, is the hub of the nation’s trans-
portation network, the country’s most productive agricultural region, the largest industrial
center, and the main beneficiary from the growth of non-traditional exports. Despite the
growth of the capital and its incorporation of surrounding municipalitizs into its metropoli-
tan area, secondary cities are also playing an increasingly important role. A new secondary
city, Escuintla, has blossomed (as the most important service center for the wealthy Pacific
region) and overtaken Quetzaltenango as the second largest city. Other major growth areas
include the productive sugar cane zone, the city of Coatepeque (which is growing from
increased trade with Mexico), Santa Lucia Cotzunalguapa, and Flores.

In El Salvador, the capital of San Salvador is rapidly growing due to its expanding tertiary
sector (including construction, finance, commerce and services) and to its attraction for
migrants from the guerilla zones and subsistence areas (which are largely the same). Unlike
in other Central American Countries, secondary cities showed little change during the 1980s.
However, the country’s intermediate and small secondary cities are well distributed around
the country, and are connected by a fairly well integrated transportation network that belies
San Salvador’s primacy. In addition, several key secondary cities exist: Santa Ana (outside
of guerilla zones), San Miguel (inside guerilla zones), La Union (a recipient of military
assistance), Sonsona.e (an expanding commercial center). In addition, 2 number of small
urban centers are growing.



19

Honduras, as previously mentioned, is divided econo.nically into two large regions: the
southern region, whose primate city is the capital, Tegucigalpa; and the northern region,
whose primate city is actual second largest city of San Pedro Sula. While Tegucigalpa is the
political and administrative center, San Pedro Sula is the economically dominant region of
the country and is expected to expand that dominance further, particularly now that San
Pedro’s growth has radiated out to the nearby secondary cities and free-trade zones (of
Choloma, La Lima and Villanueva) into a metropolitan area. Accordingly, most of the
explosive growth of secondary cities is concentrated in the Sula Valley and the San Pedro-
Tegucigalpa axis. In addition, the population of the entire San Pedro Sula metropolitan area
is fast approaching that of Tegucigalpa. However, other growth centers exist in Tocoa and
Puerto Cortes (as a result of agricultural exports), as well as in Juticalpa and Catacamas of
the eastern region (as a result of new roads and colonization), and Choluteca, a regional
service center in the Pacific coastal plains.

In Costa Rica, the capital city of San José continues to dominate the urban hierarchy, and
some of the major secondary cities of the 1970s lost their dynamism in the 1980s, such as
is the case of the two port cities (Puerto Limon and Puntarenas) and two inter-coastal axis
cities (Turrialba and Liberia). However, three major secondary cities within a 20-mile radius
of San José (Alajuela, Cartago and Heredia) are now important residential, commercial and
service centers. In addition to these existing strong secondary cities are three new secondary
growth cities: Ciudad Quesada (San Carlos) and San Isidro, which are new service centers
for agricultural markets; and Nicoya, a new tourism center.

In Nicaragua, Managua continues to grow rapidly as the administrative and political hub as
well as the site of a newly reponed free trade zone. Four large secondary cities are growing:
Leon and Chinandcga are the two largest and fastest growing; Granada and Masaya, mean-
while, are key commercial centers in the south central region. Otherwise, two major market
towns and service centers exist for the northern highlands (Matagalpa and Esteli). Rama,
one of the few towns in the isolated Atlantic coast region, also shows some potential for
growth in non-traditional exports.

Despite potential advantages and growth for secondary cities, they remain limited in their
ability to handle growth as a result of their lack of capacity to meet basic infrastructure and
employments needs of a growing population, particularly in the informal secior. This reality
lends support to the case that municipal development assistance should be concentrated in
the primate cities to take advantage of the best urban infrastructure, not to mention to
address the need: of the large urban marginal population (Urban Institute /Nathan Report).
Nevertheless, support for successful secondary city growth management could help these
cities relieve migration pressures on the primate cities, offer services where primate cities
have resulted in diseconomies, play a role in non-traditional exports, benefit smaller towns
in their hinterlands, and attend to the needs of their own inhabitants. However, any
secondary city/municipal development program should take into account the growth poten-
tial of urban centers as well as their ability to effect social equity.
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As a result, secondary cities in Central America face a number of common issues, such as
how to:

®»  develop a secure economic base in the new global economy;

» promote non-traditional exports;

= meet the infrastructure needs of their growing populations;

L facilitate informal sector economic developmerit;

. build beneficial linkages with their rural hinterlands;

s work cooperatively with other cities nearby; and

s respond to opportunities created by regional economic integration.

Secondary city municipal governments across Central American should share with each
other their experiences in facing these issues and build a common agenda for development.

3. INTRA-URBAN POLARIZATION PROBLEMS: THE MARGINAL BARRIOS

The third key irend in urban structures—intra-urban polarization—while not the
focus of this study, is an important dimension of urban development because it is a common
and rapidly growing problem in all capital and now, increasingly, secondary Central
American cities. This polarization is a result of the growing number of inhabitants in
informal (spontaneous) settlements (in part due to rural-urban migration) and in marginal
barrios, which encompass both (recent) informal settlements and longer-term disenfran-
chised populations. This phenomenon represents a substantial challenge to municipal and
city governments in their efforts to plan and finance local development, including the
provision of municipal services and infrastructure.

Data on the informal sector is scarce and difficult to obtain, making assessments, urban
development pianaing, and improvements in housing, infrastructure and services all the
more difficult. */avertheless, improvements in data and data collection are improving and
increasingly a. .ilable. For example, according to one source?®, in 1988 20% to 50% of the
urban labor force in the capital cities work in the informal sector, with San Jose on the low
end and Managua on the high end. While the percentages of urban informality in the capital
cities (relative to their total populations) have not increased much during the 1980s (except
for Managua), the absolute numbers of people in the informal sector have grown.

In the secondary city of San Pedro Sula, Honduras, a substantial amount of information has
been collected on the informal sector through surveys. Such surveys have contributed to an
urban devzlopment plan specifically targeting this area, known as the "Cornsolidation Zone."
This zone consumes 30% of the populetion and is the fastest giowing yet lowest income area
of the city, necessitating that the city seriously incorporate this area into its broader develop-
ment strategies and plans. Such an approach, while more difficult to achieve in cities where
the informal population is significantly larger in number, will nonetheless be increasingly

3Juan Pablo Perez Sainz and Rafael Menjivar Larin (eds.), “Informalidad Urbana en Centroamérica," San Jose,
Costa Rica: Editorial Nueva Sociedad, 1991.
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necessary in order for cities (capital, secondary and otherwise) to contend with the needs
of their informal or "marginal" population as well as realistically and effectively plan for
their future.

C. MUNICIPALSYSTEMS: (GEO)POLITICALAND DEMOGRAPHIC STRUCTURES

In addition to the broad regional and urban context, general political structures and
demographic characteristics also offer insight into the systems and realities in which Central
American municipalities must function. Central American countries have political and
geographic divisions at the sub-national level in the form of either provinces or departments.
Below this level, provinces or departments are divided into sub-department levels, known
as municipalities, districts or "corregimientos.” For simplicity, this report will utilize the term
"municipality" when referring to all these terms. In this context, thereiore, municipalities
constitute the basic territorial unit of political administrative divisions in Central American
couatries. Unlike in the USA or South America, there are no counties or couuty seats,
implying that the concept of a municipality is broad in Central America. This difference may
be partially due to the relatively small size of Central American municipalities (and hence
lack of need for another "intermediate" political division) compared to the opposite exper-
ience of U.S. and South American countries.

There are 1,170 mnnicipalities in Central America (including Panama), each with an average
area of 370 kilometers (or approximately 20 km?). This reflects the relatively small land area
of Central American municipalities. In addition, with a total regional population of 29.0
million, the average population size of a municipality (24,786) is also relatively small.

In terms of actual population distribution among municipalities, however, the differences are
marked. In addition, a relatively large percentage of the population (50 percent) resides in
urban areas. For example, only 1.5 percent of municipalities have more than 100,000
inhabitants. This contrasts sharply with the 5 percent of municipalities that have 50,001 to
100,000 inhabitants, 20 percent that have 20,001 to 50,000, 51 percent that have 5,001 to
20,000, and finally 21 percent with less than 5,000. This heterogenous distribution makes it
possible to identify municipalities that are urban, urban-rural and rural. With regard to the
latter (i.e., rural areas), approximately 200 municipalities (or 17 percent), covering a land
area of 500 square kilometers, are tropical and forest areas with very little population.



lll. DEMOCRATIC AND PARTICIPATORY SYSTEMS
AND PROCESSES

A. DECENTRALIZATION AND MUNICIPAL AUTONOMY
1. MUNICIPAL MANDATES

a. The Legal Basis for Municipal Autonomy

The political Constitutions of Guatemala (1985), El Salvador (1983), Hon-
duras (1982), Nicaragua (1986), Panama (1970), and Costa Rica (1949) all make reference
to the municipality as an autonomous entity. They define its authority, giving it autonomy
and establishing its right to self-government and self-determination. In the absence of other
intermediary elected authorities between the national government and the municipality, the
municipality becomes the basic democratic unit, whose power emanates from people’s direct
vote.

This view of the municipality is very similar to the one contained in the municipal codes or
laws these countries: Guatemala (1988), El Salvador (1985), Honduras (1990), Nicaragua
(1986), Panama (1971) and Costa Rica (1971). However, in most countries of the region,
despite the fact that municipal codes establish municipal autonomy, both the Congrsss and
the Executive power try to maintain strict control over municipal governments through laws,
decrees and the revision of municipal codes. In many cases, these actions ignore constitu-
tional mandates, producing internal inconsistencies, contradictions and a substantial reduc-
tion of municipal authority.

Municipal financial autonomy is exemplary of such contradictions. While the Central Amer-
ican municipalities are, theoretically and legally, endowed with the financial authority to
generate their own resources as well as the freedom to spend them, they do not possess the
freedom to establish their income. Generally, municipalities propose their tax plans (Planes
de Arbitros) which are aporoved by the Executive (as in Nicaragua’s case) or by the
Congress as in other countries. This is a key restriction on municipal autonomy.

With respect to municipal mandates, it is also necessary to distinguish between an institution
that has the responsibility and capacity to plan, organize, and manage development in its
jurisdiction and one that is solely responsible for rendering limited services. A municipality
can reach a high level of development as service provider without being transformed into
an entity for local governance. Alternatively, a municipality that "governs” must necessarily
be involved in the provision of such services—directly or indirectly—while possessing broader
and greater functions that enable it to serve as a legitimate and democratic representative
of the populace, achieve self-determination, and meet the needs of its constituents.

Previous Page Blank
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b. Service Responsibilities

In Central America, the municipality is usually considered an organization that
renders services; accordingly, municipal legislation tends to classify it that way.

The actions and activities that municipalities do or might carry out, according to law, can
be assembled in four great divisions:

s Urban services
s Public services
. Social services
®»  Public security services

Chart I summarizes the actual municipa! and national ruies and responsibilities with respect
to the provision of these services.

In general, the Chart illustrates that the municipality—even as just a "service provider"—is
severely circumscribed in its power and responsibilities.

Urban services include street construction, potable water systems, sewage /drainage systems,
garbage collection/disposal, street cleaning, city lighting, and urban development planning/-
land use zoning. Five of the seven urban services are performed almost exclusively by
central authorities for the municipalities (Guatemala being the exception in several cases).
The general tendency is for central authorities to receive recommendations for required ser-
vices from sectoral planning offices at the regional and local level, Congressional requests,
or direct appeals from the municipalities or lower level organizations like juntas comunales.
These requests as well as central authority plans provide the inputs into national, provincial,
and departmental investment plans. Municipalities get involved with voluntary labor and
municipality contribution of supplies. Only the largest municipalities exercise substantial infl-
uence and control over urban development planning and regulation within their jurisdictions.

Garbage collection/disposal and street paving, maintenance and cleaning, the two excep-
tions, are exclusively performed by municipalities; however, only larger municipalities per-
form these services well and are able to collect user fees from urban residents. In some
cases, municipalities contract with private companies for the provision of these services.
Many smaller municipalities do not even have these services.
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CHART 1. MUNICIPAL MANDATES AND ACTIONS AND ACTIVITIES

CATEGORY

GUATEMALA

EL SALVADOR

NICARAGUA

HONDURAS

COSTA RICA

PANAMA

o o e, — Y ————————— —

pality and Ministry of
Public Works

signs and works;
municipality assists
with labor

tion; minimal local
assistance

MUNICIPAL MANDATES
1. Year of Constitution 1985 1983 1987 1982 1949 1970
2. Constitutional Character of Municipality | Autonomous Autonomous Entity Autonomous unit Independent Deliberating Body Municipal Councit
corporations Politico-administrative and City manager
3. Legal Mandate of Municipality Municipal Code Municipal Code Municipal Code Municipal Code Municipai Code Municipal Code
4, Effective Year 1988 1985 1988 1990; Revised 1991 1971; Revised 1983 1973
Reforms 1986, 1987
5. Municipal Codes Titles and Articles 148 Articles 159 Articles 73 Articles 8 Titles 8 Titles 10 Titles
115 Ariicles 190 Articles 241 Articles
MUNICIPAL ACTIONS AND ACTIVITIES
URBAN SERVICES
1. Urban Street Construction Municipality Shared by munici- Municipality SECOPT provides de- | MOPT principal func- MOP major responsi-

bility; locat support
for labor

some BANVI partici-
pation

pality and central
government (DUA)

Central governmeant

Urbano (GDU of
SECOPT design and
most labor

Central government;
cities sell land for
profit

2. (Potable) Water Systems Municipality has Central government Central government SANNA design and Instituto Costarricense | IDAAN central control
competency; (ANDA) in 1962, 5% of | with some municipal local labor de Acueducto y water systems; Junta
UNEPAR & INFCM for | municipalities; muni- participation Alcantrillado major Comunales assist
rural areas cipalities the rest function; about 50% labor
municipalities in-
volved in construction
3. Sewage/Drainage Systems IDEM Central government Central government SANNA design and AyA provides all as IDAAN major
i (INAA) labor above provider
4. Garbage Collection/Disposal Municipality, Some Municipality Municipality Municipality Municipality Municipality
private operation
5. Street Cleaning Municipality Municipality Municipality Municipality Municipality Muriicipality
6. City Lighting Instituto Nacional de Central government Central government Empresa Nacional de Compania Nacional IHRE and has provin-
Electrificacion-INDE (LEL) (INE) Electrification (ENEE) de Fuerza y Luz, Co- clal offices
operatives and some
Municipalities
7. Urban Planning/Land Use Zoning Municipality with Shared by munici- Direccion General

Land zones at cen-
tral, provincial, and
municipal level

N
W




CHART L.

MUNICIPAL MANDATES AND ACTiONS AND ACTIVITIES

CATEGORY

GUATEMALA

EL SALVADOR

NICARAGUA

HONDURAS

COSTA RICA

PANAMA

PUBLIC SERVICES

1. Parks and Recreation Municipality and cen- Shared by municipali- | Municipality Municipality Municipality Municipality
tral government ty and central govern-
ment
2. Cemeteries Municipality. Some Municipality and Municipality Municipality Municipality, and Municipality
private operation some private parties some private parties
3. Slaughterhouses Municipality. Some Municipality Municipality with Municipality. Some Municipality, and Municipality
private operation some private partici- private operations some private parties
pation
4, Public Markets Municipality Municipality Municipality Municipality Municipality Municipality
5. Licenses and Activities Municipality Municipality Municipality Municipality for Municipality for 42 local licenses
stores, bars, munici- commaerce, industry permitted municipal
pal markets and services level
6. Transportation Terminals Municipality Municipality Municipality Municipality Municipal or Private National Government
SOCIAL SERVICES
1. School Construction Ministry of Education Municipality and cen- Municipality Ministry of Education Ministry of Education Ministry of Education
tral government design and construc- design and construc- responsible; local
tion; local labor and tion labor and supplies
supplies
2. Sports and Culture Ministry of Culture Municipality and cen- Municipality Municipality smali Municipality for small Municipality for small

and Sports

tral government

efforts; central
government major
activities

events but central
gove.nment big
events

events but central
government for large
events

3. Health Ministry of Health. Muicipality and cen- Central government Ministry of Health full Ministry of Health full Ministry of Health full
Some municipality tral government and municipality control; local labor control control
participation
PUBLIC SECURITY Municipal Police for
1. Police enforcemr 1t of local Municipal Central government Municipal police for Ministerio de Seguri- Security representa-
ordinances Competency traffic and minor of- dad Publica control tive at district level
fenses; central gov-
ernment rest.
2. Fire Department Municipality Municipality Municipality Municipality percent- Central government Provincial lavel fire

age coverage is mini-
mal

departments
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Public services® include parks and recreation areas, cemeteries, slaughterhouses, public
markets, licensing, and transportation terminals. In general, these services are performed by
municipalities. There is greater involvement by the municipalities since central authorities
tend to consider them of lesser importance. However, if efficiently managed, these services
can generate revenues. There is also some variance regarding licenses and fees for which
central authorities may get involved. In Costa Rica and Panama, transportation terminals
are regulated by central authorities.

Social services include school construction, sports and culture, and health services. The
building maintenance or rehabilitation of schools are legally a municipal responsibility, with
the national ministries of education and health providing those services. However,
municipalities normally support national school construction efforts by providing voluntary
labor and some local supplies. The construction of small and uncomplicated sports and
cultural facilities and the management of related events are normally handled and regulated
by the municipalities. Larger municipalities generally assume more responsibilities for these
activities than smaller municipalities. Almost all health programs in Central America
emanate from central authorities, with municipalities providing some local support and
voluntary labor.

Public security includes the police and fire departments. The general tendency is for central
authorities to take control of police security at the national level, permitting some munici-
palities in seme countries to handle traffic and minor offenses. Both Guatemala and El
Salvador have municipal police. There is a mixed responsibility for combatting fires; in some
countries like Honduras, it is municipality responsibility while in Panama it is a provincial-
level respousibility, and in Costa Rica it is a central government responsibility. The munici-
palities in Guatemala, El Salvador and Nicaragua also assume these functions to a certain
degree.

Another municipal mandate in most of the countries is the Civil R.egistry, complemented
with the Registry of Citizens, which are in effect birth and voter registrations. These func-
tions are carried out according to the specific laws existing in each country.

An important and final element, in terms of municipal mandates is the promotion of the
citizen participation. Municipal laws are consistent in terms of insisting on citizen participa-
tion. The mandates imply (and sometimes make explicit) the need for democratic pro-
ceedings for decisions-making such that channels are opened for full citizen participation.
Democratic management supposes an open relation between officials and employees as well
as an open attitude to hear the initiatives of the non-governmental and private institutions
and organizations existing in the municipality. It is this type of democratic process that the
mandates embrace in theory. In fact, however, this type of democratic process is severely
limited at the local level throughout Central America. Both the Annex II country case
studies and the section on community empowerment describe and underscore this reality.

“tis important to note that these "public services” could be managed by the private sector, as is sometimes the
case.
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c. The Status of National Decentralization Policies

With the possible exception of Panama, central governments throughout the
region have expressed their intention to decentralize government functions and have taken,
or are considering, descrete actions related to municipal empowerment. A brief summary
of the potential impact of such initiatives in each country follows:

(1) Guatemala

In Guatemala, the constitution calls for decentralized administration of
government and a system of urban and rural development councils. The 1986 decision to
transfer 8 percent of the national budget to municipal governments each year was also con-
sidered an imporiant step in the decentralization process. However, despite these actions,
the decentralization and municipal development movement has not been significantly
advanced. Ratlier, decentralization has been understood largely as a deconcentration of
public administrative authority and functions, and very few (if any) centra! government attri-
butes and responsibilities have been devolved to municipal governments. The development
“councils" were unopposed by municipalities and have, in fact, been unconstitutional, due
to their challenge to municipal authority. Finally, financial resource transfers have not been
accompanied by any coherent policies and strategies to strengthen municipal financial man-
agement and fiscal base.

(2) EI Salvador

Thus far, decentralization in El Salvador has generally been based on the
concept of the municipality as a provider of services. In that regard, the transfer of service
responsibilities is seen, along with privatization initiatives, as part of efforts to reduce the
size of the central government. A Municipal Development Coordinating Committee
(CCDM), organized in 1991. and composed of representatives of COMURES, ISDEM,
CONARA and MIPLAN, is responsible for identifying and recommending those mechanisms
and procedures that will be required to provide an operational framework for implementing
decentralization policy.

(3) Nicaragua

Nicaragua’s national plan for social and economic development hlghhghts
the importance of municipal development and the Ministry of the Presidency is preparing
a statzment of decentralization policies. An inter-institutional Committee for Decentraliza-
iion and Municipal Development (CIDMD) was formed in early 1992. The Committee
includes representatives from the Ministry of the Presidency, the Ministry of Government,
INIFOM and the Mayors. It has been charged with providing concrete direction to guide the
transfer of the areas of authority, responsibilities and resources that will be required.

(4) Fionduras

Decentralization and municipal development is established as a national
policy. The General Public Administration Law highlights the autonomous character of
municipal governments and the need to clearly establish their political, administrative, and
financial jurisdictions and competencies. The 1990 Municipal Law further defines municipal
roles and responsibilities. While operative policies, strategies, and programs have yet to be
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put in place, a National Commission for Modernizing the State has municipal representation
and is expected to address such issues.

(5) Costa Rica

Reform of the constitution (Art.170) for the purpose of transferring
resources and areas of authority and responsibility to municipal governments has been tied
up in the National Congress since 1989. A series of proposals for decentralization and
municipal strengthening have been made since that time. However, it is generally believed
that such changes will come only as part of proposed state reforms (CORECII) currently
under consideration. A pilot plan for the transfer of functions and municipal strengthening
has been initiated in 18 municipalities, with the participation of MIPLAN and IFAM.

(6) Panama

Municipal dependency has been a long established policy in Panama, and
most observers believe that the government of Panama has only become more centralized
since 1989. There are indications that local elections may be reinstituted, but even that
possibility is highly uncertain giving current centralized tendencies.

2. LOCAL GOVERNMENT STRUCTURE

Central American countries have political and geographic divisions at the sub-
national level in the form of either previnces or departments. Below this level, provinces or
departments are divided into a sub-department levels called variously municipalities,
districts, or corregimientos. There are no counties or county seats in Central America as
would be found in South America or in the United States. This means that the concept of
municipality in Central America is broad.

a. Electoral Processes at the Municipal Level

Chart Il summaries the structure of local governments and electoral processes
in Central America. Four of the countries (El Salvador, Honduras, Guatemala and
Nicaragua) have a Mayor-Council form «. government. Costa Rica has a Council-City
Manager roim of local government. With the exception of Panama, where they are named
by the President of the country, municipal authorities are elected through universal, free and
secret election. In Nicaragua, Honduras, Costa Rica, and Guatemala (in cities with more
than 20,000 inhabitants), municipal elections are held simultaneously with Presidential and
legislative clections. In El Salvador, municipal elections are performed separately and inde-
pendently fiom the Presidential ones. This is also the case for Guatemalan cities of less than
20,000 inhabitants.

In five countries, the term of office of the municipal government is the same as that of the
President. In Guatemala, municipalities of less than 20,000 inhabitants elect their govern-
ment only for two-and-a-half years and not for five years, which is the President’s term of
office.



W
(=]

CHART Il. STRUCTURE OF LOCAL GOVERNMENT AND MUNICIPAL ELECTIONS

CATEGORY

STRUCTURE OF LOCAL GOVERNMENT

GUATEMALA

EL SALVADOR

NICARAGUA

HONDURAS

COSTA RICA | PANAMA

1. Local Authorities Elected

Mayors. Syndicos and
Councils by direct
vote

Mayor, Syndicos and
Councils

Councils elected by
direct vote; elect
Mayor from among
members

Mayor, Syndicos, and
regidores elected
direct vote

Regidores elected by
direct vote

Representatives of
corregimientos by
districts

N

. Local Authorities Selected

Governore

Governors

City Managers by
Municipal Council

Governors of prov-
inces; Mayors of
municipalities

w

. Municipal Councils

Mayors, Syndicos and
Regidores

Regidores, Syndicos
and Mayor

Regidores elected
make up Municipal
Council and elect
Mayor

Mayor, Syndico, and
regidores make up
Municipal Council

Regidores elected
make up Municipal
Council; elect own
President; select City
Manager

Elected representa-
tives of corregimien-
tos organize Council
and elect President

E-Y

. Municipal Administration

Council integrated by
a Mayor, Council,
Syndico under a
Strong Mayor/Weak
Council system

Council integrated by
a Mayor, Counclils
and Syndics with a
Strong Councii/Weak
Mayor system

Municipal Council
integrated by Coun-
cils and Mayor with
Strong Council/Weak
Mayor system

Municipal Corporation
and Municipal Devel-
opment Council

Municipal Council
made up of regi-
dores, Syndicos, and
City Manager

Municipal Council
made up of elected
representatives cor-
regidores; Mayor
appointed separately
by President

o

Relationship Municipal Government and
Lower Levels of Representation

Auxiliary Mayor and
municipality delegate

Municipalities respon-
sible for entire
municipal region

Formal relationship
with popular Coun-
cils, municipal popu-
lar committees and
auxiliary Mayors

Municipality responsi-
ble for entire munici-
pal region; informal
relationships with
aldeas, caserios, and
patronatos

Municipality has fcr-
mal relationship with
asoclacions based on
budget presentations

510 corregimientos
correspond equal
with 510 juntas com-
unales; representa-
tives are President of
Junta Comunales

MUNICIPAL ELECTIONS

" 1. Electoral Modsl

Direct for Mayor, Syn-
dicos and Councils

Direct for Mayor and
Regidores

Direct for Council,
indirect for Mayor

Direct for Mayor and
Regidores

Direct for regidores
who form Municipal
Council; indirect for
municipal executive
City Manager

Direct for 510 correg-
idores of corregi-
mientos; Mayor ap-
pointed by President

2. Relationship Candidates with Parties

Listed by parties, 10%

Listed only by

Listed only by

Mayors, Regidores,

Regidores listed by

Corregidores listed

by civic movements political parties political parties Syndicos listed by parties by parties
party
3. Period of office S years in municipal- 3 years 6 years 4 years 4 years 4 years
ity with more than
20,000; 2-1/2 for rest
4, Last Election January 1991 March 1989 February 1990 November 1989 February 1990 March 1989
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It is also important to point out that, with the exception of Guatemala, the candidates for
Municipal Council seats must be presented by political parties. Civic groups or community
institutions are not eligible to present candidates.

In Guatemala, the election of the Mayor is direct, by means of a majority system. Mean-
while, the election of Councilmembers is performed by means of a "cifra vepartidora” system,
which lightly benefits the majorities but permits the minority representation.

In El Salvador, the election of the whole Municipal Council is performed with a sole
votation in closed voting ballots for each party. The party that obtains the greatest number
of votes takes possession of all Council seats. Losing parties do not have any representation
on the Municipal Counci..

In Honduras, the distribution of seats on the Council is proportionally performed according
to the percentage of votes obtained by the political party.

In Nicaragua, seats on the Council are distributed as follows: the party voting ballot receiv-
ing the greatest number of votes obtains 50 percent of the Council seats and the rest are dis-
tributed proportionally to the percentage of votes received by political party. The Council
then elects a Mayor from among their members.

Finally, the election of Councilmembers in Costa Rica is performed through a "cifra repart-
idora" system, which, as in Guatemala, lightly benefits the majorities. Each year, the
Municipal Council elects the President of the Council from among its members. His func-
tions are to preside and organize its meetings. At the beginning of a legislative term, the
Council also selects the Municipal Executive (who cannnt be a Councilmember) to serve for
a period of four years.

b. Municipal Organization and Management

(1) The Municipal Council

In Central America, the Municipal Council functions as a legislative body
with the responsibility for considering and issuing laws and regulations to control and order
the substantive aspects of social and economic life within its jurisdiction. It is in this tunction
that the Council is seen as the interpreter of constituent will. It also exercises a monitoring
or fiscal function, carrying out investigations and reviews related to local public services as
well as controls of prices, weights and measures.

With the exception of Costa Rica, the Mayor exercises executive administrative functions
on benalf of the Council. The Mayor’s office normally includes a Municipal Secretary and
a Treasurer and administers those other municipal offices determined by the Council, as
necessary, to effectively carry out local government functions.
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(2) Sub-Levels of Municipal Government

A variety of sub-levels of municipal government are mandated in each
country in order to promote and organize the participation and input of citizens in develop-
ment activities. These include Assistant Mayors, district delegations, patronatos, community
associations and Community Boards. (See Annex II for a full specification of the particular
mechanisms utilized in each country.)

c. Mechanisms for Community Consultation

Four of the countries in the region utilize the open town meeting (cabildo
abierto) to consult with citizens and community organizations in the planning and manage-
ment of local development activities. In El Salvador, Nicaragua and Honduras, periodic
"cabildos" are cbligatory, particularly related to the planning and execution of annual plans
and budgets. In Guatemala, such open town meetings are not obligatory abut rather left to
the discretion of the Municipal Council.

In Costa Rica, no formal community consultations are required under law. Rather, most
local community participation in Costa Rica takes place through community associations
organized and managed by the central government. While lack of coordination or open con-
frontation with municipal governments is sometimes a result of this system, in some
instances the association and muricipalities coordinate their activities well.

3. CONCLUSIONS

a. Municipal Mandates

The concentration of powers in the central governments of the region is quite
strong despite some recent and promising possibilities for decentralization. In addition, the
actual level of municipal self-government is quite lcw given that municipal governments are
still tightly controlled by central authorities and do not exercise financial autonomy over
municipal income and expenditures. In part, this is due to reduced administrative, financial
and technical capacity. Finally, national decentralization policies directed to remedy the
above situation are generally limited in scope and coherency, reflecting a variety of distinct
and even conflicting concepts. Moreover, the heterogeneity of municipalities make common
policies, planning and programs difficult even though iegal mandates are the same for all.

b. Local Government Structure

The municipality necessarily plays a key role in democratization and political
representation since it is the only level (other than the national one) where political repre-
sentative are elected, with the partial exception of Panama where the President still appoints
mayors. As a result, both the election prceess and the subsequent local government struc-
ture, including participatory mechanisms, are key to democratization and any decentraliza-
tion process. The realities, however, are that democratization is severely circumscribed in
all these areas. As a result, improvements are needed to make municipal elections universal,
direct and representative. In addition, because the internal capability of local government
administration and its ability to interact with and effectively respond to and represent the
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interests of its populace are limited, improvements are needed in local technical, financial
and administrative capacity as well as in establishing meaningful and effective methods for
community participation.

B. MUNICIPAL AND COMMUNITY EMPOWERMENT
1. MUNICIPAL SUPPORT STRUCTURES/INSTITUTIONS

a. The Existing Situation: Introduction

In Central America, two different types of municipal assistance organizations
exist. One type—municipal associations—play a fundamental role in inter-municipal coopera-
tion and representation. These currently constitute a "second- and third-tier" forms of
support for local government, serving as a means for resource coordination, leverage and
mobilization as well as for participation at the national and regional level. The second type—
development assistance organizations (called institutes)—serve as a source for technical
assistance and training in order to expand the capacity and strengthen as well as broaden
the capabilities of local government mayors, institutions and staff. While municipal
associations could provide such technical assistance and training as well, this function in
Central America has historically resided in development institutes.

(1) Municipal Associations

Municipal associations exist at three levels in Central America
and Panama: regional, national and departmental (sub-national).

Regional Level

At the regional level, municipal governments have made several attempts at establishing a
region-wide association. The two first attempts were unsuccessful, with the Federacién de
Municipios de Centroaméricay Panama (FEMUCAP) in 1978 and the Unién de Municipali-
dades del Istmo Centroamericano (UMICA) in early 1591. However, a recent attempt in
late 1991—with the Federacién Municipal del Istmo Centroamericano (FEMICA) —appears
to be much more promising, particularly in light the support it and national associations are
simultaneously receiving from international donors, such as USAID. The potential of
FEMICA was further enhanced during the November 1991 Regional Municipal Seminar
held in Tegucigalpa, Honduras. During the Seminar, FEMICA’s role and base was coiisoli-
dated through the clarification of regional and national municipal association functions, a
declaration of action (the Declaration of Tegucigalpa) for municipalities and their associ-
ations, the formulation of a FEMICA work plan and budget, and the generation of a solid
resource base for FEMICA’s future work.

The purpose of FEMICA is to support mechanisms that strengthen municipal institutions
and the processes of decentralization in the Central American Region and Panama. Specifi-
cally, FEMICA'’s objectives are to:

. Consolidate FEMICA as z permanent representative organization and voice for
municipalities throughout the Isthmus;



34

. Support the exchange of experiences among its members;

. Elevate the theme of "municipalism" and decentralization to the "agenda" of govern-
ments throughout the Isthmus;

. Obtain support from international (bilateral and multilateral) donor agents in the
achievement of FEMICA’s objectives;

L] Conduct research and studies that insert the municipal "sector” into the new econ-

omic strategies and activities of the central governments.

FEMICA has the potential to successfully achieve such objectives, given the clear work plan
that FEMICA has formulated to implement these objectives, initial confidence from mayors
and their local governments, support from the international donor community, and its
ongoing efforts to mobilize a solid rescurce base. However, sustained support will be
necessary for FEMICA to realistically achieve these objectives. In addition, FEMICA must
prove itself to be consistently democratic and participatory in order to ensure its legitimacy
and maintain its support from its members—a problem that is common with associations at
the national level.

National Lev-l

At the national level, in four countries in the region, municipal associations that possess the
potential for dev.:loping a strong national presence and leverage do exist. These are: in
Costa Rica, the Unién Nacior-l de Gobiernos Locales (UNGL); in Guatemala, the
Asociacién Nacional de Municipalidades; in Honduras, the Asociacién de Municipalidaes
de Honduras (AMHON); and, in El Salvador, the Comisién de Municipalidades de la
Repiiblica de El Salvador (COMURES). While a municipal association does exist in
Panama (the Asociacién Panameiio de Cooperacién Inter-Municipal [APCI])), it does not
possess a strong national presence or role. In addition, it is currently shadowed by a new
City Council Association that is in the process of formation. In Nicaragua, a municipal
association does not currently exist, although efforts are being made to establish one.
Historically, national municipal associations have been weak and ineffective since they tend
to lack the clear objectives, resources or support required to sustain themselves over time.
They are, as are institutes, perceived by municipalities as not promising the type of support
needed by municipalities. This further undermines the much-needed support required to
sustain the associations. As such, the ineffectiveness of associations begats the strong
dissatisfaction of municipalities, which in turn results in diminished support for associations
and a downward spiral of mutually reinforcing ineffectiveness and limited support.

Sub-National Level

At the sub-national level, tktree countries (El Salvador, Costa Rica and Guatemala) possess
"departmental” associations. In El Salvador, they are called the "Departmental Councils of
Mayors;" in Costa Rica, they are called "Municipal Leagues" that form part of the National
Local Government "Union" (UNGL); and in Guatemala, they are simply called "Departmen-
tal Associations.” These associations are able to better focus on the unique needs and
interests of the departments they represent, although they suffer from the same shortcomings
of national associations.
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(2) Municipal Development Assistance Organizations/
Institutes

Municipal development assistance organizations in Central
America generally provide their "clients" (mayors and local governments) with technical
assistance and training. Some also have the added functions of: monitoring municipal-central
government relationships; playing the role of representative by serving as a policymaking
body and mechanism for lobbying; conducting research that supports TA, training and policy-
making; and providing a forum for coordination and information exchange among munici-
palities. The types of municipal development organizations that have these functions are
generally known as "institutes."

The two most successful and powerful municipai development institutes in the region are
the Instituto de Fomento y Assorfa Municipal (IFAM) in Costa Rica, and the Instituto de
Fomento Municipal (INFOM) in Guatemala. Other equally important—but possibly not as
strong— institutes include the Instituto Salvadorefio de Desarrollo Municipal (ISDEM) in
El Salvador, and the very young Instituto Nicaragiiense de Fomento Municipal (INIFOM)
in Nicaragua. It is important to mention that some municipal development organizations
also provide economic support through financing mechanisms (in addition to TA and
training). While a real development institute does not exist in Honduras, Honduras’ 1991
Municipal Code calls for the founding of a such an institute. A Honduran municipal
development "bank", Banco Municipal Auténomo (BANMA) does exist, providing financing
as well as TA and training, but it is not highly successful due to considerable financial
problems and credit arrears by municipalities.

As previously mentioned, municipalities do not perceive municipal support organizations as
providing the type of support always needed. While the institutes do provide relatively good
TA and training, most do not do so within a clear framework or strategy for municipal
development, reducing the potential effectiveness of the institutes.

Since the purpose of these institutes is to strengthen municipalities, municipal representation
in the administration of these institutes would be theoretically desirable and advantageous
for both democratic and effectiveness reasons. Such representation does indeed exist on the
board of directors of Nicaragua’s, Guatemala’s and El Salvador’s institutes; however, it does
not exist on that for Costa Rica. The form of representation of these boards differs among
countries. For example, Nicaragua and El Salvador both adhere to a majority mayoral repre-
sentation (34/40 and 5/8 members, respectively). In the case of Guatemala, however, the
central government has majority representation. This majority representation should be
improved where it is lacking.
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b. The ldeal vs Actual Role of Municipal Support Organizations:
Associations and Institutes

(1) Municipal Associations
The 1991 Regional Municipal Development Seminar in
Honduras clarified, in its "Basic Conclusions," the ideal role and responsibilities of municipal
associations to be that they:

. As municipal representatives, support the process of decentralization and incorpora-
tion of municipalities in the economic and social development process of the nation.

. Adhere to the principles of voluntary association, fair and equal representation, and
independence from central government in order to maintain legitirnacy.

L Design and implement policies and strategies for technical assistance and training.

. Support FEMICA as a regional voice for municipalities in the Central American

efforts towards regional integration.

In addition to the above, many cite the need for associations to play a key role in credit and
resource mobilization. This financing role is not only critical for the very existence and sus-
tainability of associations themselves but also for these associations to achieve greater econ-
omic/political leverage with central government institutions and to serve as a source or
channel for funding and financing of municipal government activities. Municipal dues consti-
tute one source of revenue that should be utilized. However, since municipalities generally
face severe resouice constraints themselves, they require greater external financing, either
from central government or the international donor community.

Finally, others cite the need for greater municipal participation in, representation by and
accountability of municipal associations as an integral part to the overall process of democ-
ratization.

Problems

Overlapping Roles of Associations and Institutes

One difficulty with the above ideal is that it may conflict with the key role that development
institutes already play in technical assistance, training and financing. If institutes are to also
or in part play this role, collaboration between associations and institutes is required to
clarify their respective roles and develop a coordinated development agenda.

Sustainability

Municipal associations, where they do exist, are extremely weak or have had repeated
failures throughout the region; they generally have difficulty sustaining themselves over the
long term, because of: a) unclear or unfulfilled objectives; b) a lack of resources, and Jor ¢)
limited political support (from municipalities, national governments, and external donors
alike). For municipal associations (at the sub-national, national, or regional level) to even
begin to work towards the above ideal, they will require substantial support and assistance
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by their member municipalities, national governments, and donors. This support needs to
occur within a democratically formulated and well coordinated strategic plan.

(2) Municipal Institutes

While an "ideal" has been developed for associations, the same
has not been done for the development institutes. This is not only a problem because of the
now potentially overlapping roles of associations and institutes, but also because the role of
institutes is often unclear. As previously mentioned, while municipal development "institutes"
provide relatively good support in technical assistance, training and financing, they often
provide this support without a clear framework or strategic municipal development plan.
The lack of—or at least limited—"guiding force" is very detrimental because the resources
available for development planning are already extremely limited. Central governments and
municipalities just cannot afford to provide technical assistance and training without a well
formulated plan. In addition, municipal development institutes often are controlled and
financed by central authorities, limiting municipal self-determination and participation in the
assistance provided by these institutes. While in some countries there does exist majo: ity
municipal representation on the Executive Boards of the institutes, in others this is not the
case. Finally, the institutes are only most effective when combined with the functions that
municipal associations need to and can play, insofar as representation and a wide variety of
other functions are concerned.

¢. Summary

Municipal support organizations are critical to decentralization and
democratization in the region, playing the same essential role for their member municipali-
ties as community organizations and NGOs play for their respective member and clicni
communities. This role—of providing the means for one to "meaningfully participate in one’s
own development'—implies that municipal support organizations play several critical
functions for their members. These include organization, representation, resource mobiliza-
tion, leverage, economies of scale and access to technical assistance and training. These
functions are certainly the ideal and constitute some of the critical building blocks of demo-
cratization and decentralization. However, the reality in Central America is that all these
functions, as previously described, are provided in a very limited fashion through the com-
bined activities of municipal associations, on the one hand, and municipal development insti-
tutes, on the other. As a result, reforms are required in mobilization, institution building,
technical /financial assistance and training to improve the institutions and processes that
support the development of municipalities in the region.

2. COMMUNITY PARTICIPATION AND EMPOWERMENT

PADCO fulfilled the tasks outlined in the scope of work based on its own
experience and a careful review of the literature on community participation and community
development processes. This experience .nd the knowledge gained from the literature
review is described in the framework included in Annex IV. Based on this framework for
meaningful participation, PADCO prepared a "menu" of key components (including
instruments and techniques), also included in Annex IV, that it perceived were important—if
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not critical—components for engaging effective community participation. This menu was
subsequently utilized by consultants in their surveys of and interviews with individuals
regarding experiences with and specific cases (examples) of community participation in the
municipal development process in Central America, the detailed findings for which are in
Annex IV. This menu allowed PADCO to assess the "ideal" versus the existing situation as
reflected in these cases and to develop a "menu" for participation that sets forth a basic
structure to which are associated various instruments and techniques that can more
effectively engage community participation.

Accordingly, as summarized in the remainder of this section, PADCO:

3 developed a "menu" of the key instruments, techniques, and structure for engaging
effective community empowerment.

. identified and assessed existing examples of community participation in the municipal
development process in Central America;

" analyzed the differences between the existing situation and the menu of key
community empowerment components; and

= developed recommendations to how increased community participation in the

community development process in Central America can be supported.

a. A'"Menu"for Effective Community Empowerment: Structure and
Instruments

The scope of work first requested that PADCO develop a "structure”
along with key instruments and techniques for engaging effective community empowerment.
The structure developed by PADCO has three essential parts: municipal government
legitimacy and representation; democratic anu ovarticipatory systems and processes of
governance; and citizen organization and leverage. £ach part has associated key instruments
and techniques for engaging the community, as described below:

(1) Municipal Government Legitimacy and Representation:
The Electoral Process

PADCO found that one of three principal pillars of effective
community empowerment is municipal government legitimacy and, at the same time,
proportional and effective representation of the community within that government.
Legitimacy and representation are both based on the well-known instrument of the electoral
process. Local electoral processes should ensure and provide for the broadest possible
political legitimacy and representation of the municipal government in order to guaranty its
credibility and the continued support of the citizenry in the exercise of its mandates. For this
reason, to the maximum feasible degree, municipal elections should be: direct and universal,
separate from national elections, and based on local platforms and programs proposed by
candidates. The electoral process itself should permit the potential participation of civic
groups and other organizations not affiliated with political parties. In addition, the political
representation of municipal corporation or councils should maintain the principal of
proportionality according to results of the popular vote.
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(2) Democratic and Participatory Systems and Processes of
Governance

PADCO found that, in addition to legitimacy and representation,
effective community participation requires that the systems and processes of day-to-day
governance be both democratic and participatory. Given the preximity of local government
to the population it serves, municipal governments offer substantial comparative advantages
for democracy by engaging effective community participation in the planning and
management of local development activities. In order to maximize this potential, municipal
government should have:

. Authority, Interest and Responsibility (through Laws and Codes)

Municipal governments must possess the authority, interest and responsibility to
encourage that participation. In this respect, the key instruments are the law, education and
related systems of accountability. The constitution, laws and municipal codes must not only
delegate this authority to municipalities (and delegate it with consistency) but also assign
it to them as a responsibility for which they can in some form be held accountable in the
event local government interest in promoting or engaging community participation is lacking.

. Knowledge of and Capability for Participatory Mechanisms

(such as "Cabildos" and Other Instruments)

Municipal governments need to promote and incorporate community participation
in all stages of the governance and development process, including the assessment, planning,
decision-making and evaluation of development activities. To do this, municipal governments
must utilize the instruments associated with day-to-day participation. Such instruments are
numerous and include techniques such as direct participation (e.g., of key community
representatives in the decisionmaking process), open town meetings (cabildos). referendums,
initiatives (petitions), plebiscites, surveys, questionnaires, interviews, nominal group
discussions, planning simulations, experiments and testing (through pilot projects). Where
municipal governments lack the knowledge or capabilities for effectively engaging that parti-
cipation, technical assistance and training should be provided.

. Accountability (through the Power of Recall, Supervisory Entities, Evaluations
and Other Instruments)

Related to and as part of participatory mechanisms in day-to-day governance is
government accountability, which helps to ensure the "transparency" of municipal decisions
and activities. Municipal governments must be accountable to the community for their
actions in the policies, systems and procedures related to all aspects of local development
administration and finance. As a regular part of the accountability process, municipal
governments should allow, encourage and require periodic evaluations of government
performance. Such evaluations can take many forms and can be incorporated as part of
other participatory mechanisms such as open town meetings, in which mayors and other
officials can present municipal plans and actions for immediate and direct public review and
response. Another instrument would be a supervisory entity comprised of community repre-
sentatives and established for the sole purpose of making municipal representatives more
accountable to the public. Finally, a more drastic yet ultimately key instrument is the "power
of recall.”
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These traits do not necessarily guarantee the best support for participation, but would most
likely exist in a government that does. Important here is not simply the authority,
responsibility, which often do exist. Also important is the institutional capability for engaging
that participation, which usually does not exist. In addition, the presence of meaningful
participation at more than just the preliminary "information gathering" stage or implementa-
tion (execution) stages of development i: critical. In other words, it should be incorporated
at the usually more meaningful levels, such as planning, decisionmaking and evaluation.
Furthermore, participation can only be as meaningful as the systems for accountability are.
If the public sector can be held accountable, then community empowerment can be assured
and made more effective.

3) Citizen Organization and Leverage

Finally, PADCO found that the third pillar of engaging effective
community participation is strong citizen organization. Such organizations are necessary to
help assure that the municipal governments representing them possess the above traits (i.e.,
do promote and know how to p-omote participation). Strong community organizations are
also critical to provide an effective means for individuals to participate. For community
organizations to be able to provide a meaningful channel for participation, they must possess
the critical traits that enable them to effectively participate when their participation is in fact
sought, encouraged or required. Some of these critical traits are:

= participatory mechanisms (internal and external)

= representation (at a broad, not just local level)

- legal status

. regional leverage

. large-scale benefits

= access to financial resources

. means to improve capacity/capability (through TA and training)

= public-private linkages

Municipal (and central) governments can, even though it is not their primary role, influence
meaningful community participation and empowerment by promoting and supporting
(directly or indirectly) the development of private, non-governmental and quasi-governmen-
tal community organizations such that they can participate more effectively in municipal
government activities. Municipal and central government entities can support this process
by strengthening local organizations such that they can ultimately possess these traits and
thereby provide the community organization necessary for that participation.

These traits constitute some of the critical elements of community organizations that best
promote meaningful participation. While they do not constitute the necessary or sufficient
conditions for meaningful community empowerment, they do represent a helpful guide to
the organizational characteristics that could most likely best promote meaningful
participation and empowerment of the community.
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b. Assessment of the Existing Situation for Examples of
Community Participation

PADCO assessed existing examples nf community participation through
an analysis of specific case studies and through interviews with a broad range of representa-
tives in the public and private sectors. The country-by-country analysis, along with a
summary of case studies, in included in Annex IV. The following findings, which are
organized according to the three-part structure for community empowerment presented in
the previous section, arc based on those analyses.

(1) Municipal Government Legitimacy and Representation

PADCO found that community participation in public sector
activities in Central America does take place in the electoral process but that it is limited
throughout the region. The first form—the electoral process—is an integral part of represen-
tation as well as of local government legitimacy and potential for democratic development.
However, several factors limit the meaningfulness of that process. First, political parties
(rather than communities) have the power to select the pool of candidates from which the
electorate chooses. Second, with the exception of Honduras, the electorate in the rest of
Central America does 1ot have the opportunity to undergo a "internal” electoral process (or
the U.S. equivalent of primaries), but rather are subject to the choices made in a political
convention. Third, the public generally votes for a slate of individuals rather than specific
positions and associated candidates. Fourth, in most countries (with the exception of El
Salvador) the electorate must vote for the local and national candidates on the same date,
diminishing the possibility for local political independence at election time. While in many
countries, the ballots themselves are separate (Nicaragua, Costa Rica and Guatemala), the
fact that voting takes place on the same date diminishes the importance of a separate ballot.
In Honduras, both the date and the ballot are still joint. Hence, while the electoral process
in Central America is one existing form of community participation, it still carries several
limitations.

(2) Democratic and participatory systems and processes of
governance

. Traditional Forms of Participation

PADCO found that, aside from the electoral process, three traditional forms of
community participation in municipal government affairs occur, albeit with one form not
directly involving (but rather bypassing) the municipal government. These forms are cabildos
abiertos, participation in the execution of local government public works projects (through
the contribution of manual labor or money); and participation in direc’ Ministry-to-
community programs (that help develop the municipality but do not always involve the
municipal government). PADCO found that the effectiveness of community participation
achieved through the first two (i.e., cabildos and local government public works projects)
was limited. While community participation in Ministry-to-community programs was more
effective, such programs bypassed municipal governments, making it difficult for local
government to effectively administer or coordinate local development activities. These three
forms are described below.



42

" Cabildos Abiertos

Cabildos abiertos constitute an important form of participation in the region, since
that is the one opportunity the community at large has to express their concerns, pnontles
and requests with local government representatives. Cabildos are often used (to varying
degrees of success) as a tool of "co-gestién" (co-development) by the public sector to gather
information about community needs and obtain community input in the prlontlzatlon of
development activities. While it is unclear in most cases how much of that input is used by
the government, it is clear that the actual design, decisionmaking and management of those
projecis take place within local government bodies, with limited involvement by the
community.

Cabildos are also used by some mayors as a tool of "co-responsibility” in which they keep
the public informed about municipal activities and realities so that the community can fully
understand conditions, support the municipality and take some responsibility. However, most
municipal governments only hold cabildos when they are required by law, and some mayors
would prefer to minimize the extent of community participation in municipal affairs since
that participation implies community empowerment and government accountability. These
effects of participation are often challenging and even threatening to the Mayor’s already
limited power and resources. Not surprisingly, the citizenry often consider the cabildos to
be a political tool and that mayors generally try to maintain their own power rather than
empower the community.

These cabildos will usually occur between the municipality (Mayor) and the community at
large or with community/local boards (juntas comunales). These community boards
constitute an important form of representation. In addition, where auxiliary Mayors exist
(such as in Nicaragua), the possibilities for community participation may be greater since
the population involved in the cabildos is smaller and possibly less diverse. However, the
importance of that participation is still dependent on the key Mayor’s openness to and
support for it.

= Public Works Projects: Manual Labor and Money

Another form of participation (i.e., in the execution of public works projects) is often
touted by officials in the public sector—both at the national and local level—as a significant
form of community participation. However, it merely consists of the "contribution” of the
community in the "execution” of a project through their manual labor and sometimes also
materials and money. While this form of participation cannot be discounted or overlooked
since such in-kind or cash contributions are ofien a means to leverage access to development
funds and materials locally, it cannot necessarily be considered very meaningful if the
community at large is not supportive of the project or does not have a substantial role in
the design and decisionmaking related to that project. While apparently communities do
often support the public work projects of their local governments, they seek more
involvement in and more control over those projects.
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. Ministry-to-Community Projects

The last common form of participation involves programs and projects funded by
central government ininistries and/or Congressmen (Diputados) directly to communities.
Congressmen often have access to public funds for addressing constituent needs. Aware of
such resources, local communities will often bypass local governments and seek fuading from
their Congressmen. The "Diputados" can fund communities directly or through local or
central government (i.e., ministries). Such funding generally serves to generate political
support and thus can potentially countermand local governments that are affiliated with
political parties different from those with which the Congressnien are affiliated.

While these ministries, which are recipients of funding from various sources (including
Congressmen), can and do fund municipal governments directly, they also work outside of
local government and collaborate—through their local representatives—with both community
organizations and NGOs operating at the local level. Of course, just as with Congressmen’s
funds, central government funds can also counterrnand local government activities, depend-
ing on the political affiliation. Examples can be found in virtually every country. In Costa
Rica, the Ministry of Government and Policy works with approximately 1,400 community
associations through DINADECO (the Direccién Nacional de Desarrollo Comunal) and the
private Confederation of Community Development Associations. A similar "Directorate”
exists in El Salvador, called DIDECO (the Direccién de Desarrollo de la Comunidad),
although many speculate that, due to its "replacement” by the AID-funded CONARA pro-
gram (which mainly funds municipal governments as opposed to communities), DIDECO
will soon be closed down. In Nicaragua, the Ministry of Health funds the national network
of local health brigades (Brigadistas) through the Sandinista’s Movimiento Comunal in basic
health and nutrition programs. In Guatemala, the Ministry of Urban and Rural Develop-
ment works with approximately 300 community groups through its CAFEDESCO program
and seeks to increase involvement in community organizations by 1,200 in 1992.

The most fascinating—and perhaps most unusual—of these Ministry-community relationships
is that one in Costa Rica between DINADECO (of the Ministry of Government and Public
Policy) and the Confederation of Community Ass. ~*~*ions. The participation of the 1400
community developraent associations registered to date in the Confederation and their local,
regional and national counterparts in DINADECO throughout the 81 municipalities of
Costa Rica constitutes an impressive case of community participation in the public sector.
Most striking is the recent change within DINADECO and the Confederation to improve
this participation by now allowing the associations themselves to design and approve their
own Nacional Community Development Plan through a National Congress held by the
Confederation itself. While the DINADECO-Confederation structure appears to duplicate
the traditional governmental structures and creates jealously among some municipal
governments (given the separate funding channelled directly to these community groups),
it does constitute a well-organized structure for community participation in the public
sector—almost to the point of constituting a quasi-governmental structure. Moveover, in
several instances (such as in Turialba), these community associations successfully coordinate
their funding and activities with their respective local governments.
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= Non-Traditional Forms of Participation: FIS and JCOP

Besides these better known forms of community participation in the public sector,
there are some non-traditional arrangements for that participation as well. The most
prominent of these are the relatively new SIF (Social Investment Fund) programs, which are
designed to mitigate the negative effects of structural adjustment through "social compensa-
tion" programs primarily focussed on temporary job creation but also encompassing other
areas such as health and education. Key to these programs is community development and
participation. While the funding from these programs is channelled to a wide variety of
public and private institutions (including municipal governments and corporations, private
firms, NGOs and community groups), coordination with local governments is always
required.

For example, in El Salvador, any community entering into a contract with the FIS (Fondo
de Inversién Social) must effectively enter into a tripartite contract with the FIS and the
local government, given that any project requires the Mayor’s approval. While such arrange-
ments potentially increase the degree of coordination with the public sector, it can diminish
community empowerment, particularly where the Mayor is of a different political party and
does not wish to see the project come to fruition. Despite the contractual requirement,
however, municipal governments feel the FIS is in actuality working totally outside of the
municipal system, makiny it difficult for local governments to coordinate their activities with
those of the FIS. In addition, the FIS, in El Salvador, is seen as very bureaucratic and
insufficiently participatory.

In contrast, in Honduras the FHIS (Fondo Hondurefio de Inversién Social) is aitempting
to "break the chain of control exercised by the Mayors" (particularly important since the
FHIS originally channelled all their funds through local governments). However, undoub-
tedly the FHIS will continue to require coordination with and approval of the Mayors, as
in El Salvador. The Honduran FHIS receives points from all sectors in its efficient review
of proposals and disbursement of funds, but is considered to be too controlling.

A FISE (Fondo de Inversién Social de Emergencia) exists in Nicaragua but is apparently
encountering many funding problems. Meanwhile, the FIS in Guatemala has not yet gotten
off the ground and thus provides no means for comparison. Finally, in Costa Rica, a FIS
does not even exist. However, international donors and central governments are increasingly
utilizing this type of program to support community development, "social compensation," and
participation.

Another unusual form presently exists in Managua, Nicaragua: a new government supported
grassroots organization or commuaity board program, known as the "JCOP" (Juntas
Comunales de Obras y Progreso). Managua’s Mayor has established the JCOP in an effort
to ultimately replicate the Sandinista grassroots structure and network throughout the
nation, however, with a non-partisan, broad-based forin of community participation in local
government. The intended purpose of the JCOP is to support the participation of individuals
from all sectors and all parties. In reality, however, given the severe political divisions
(especially within Managua) between Sandinista and UNO supporters, participation in the
JCOP has come mainly from non-Sandinista groups. Even some non-Sandinista groups are
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disinclined to participate because they fear animosity from Sandinista groups. The JCOP
may have more success outside of Managua, given that political divisions between these two
opposing groups are less severe there, according to both UNO and Sandinista supporters.
However, many political divisions exist among UNO supporters given that many oppnse
Chamorro. Moreover, the JCOP is a public sector creation and tool, which may limit its
success and support among the citizenry.

. Caveats to Participation: Civil/Political Strife

An important caveat to any of these forms of participation is they are limited in
countries where there is severe civil/political strife and where political divisions make
collaboration difficult if not impossible. The most severe examples are Nicaragua, El
Salvador and Guatemala, even though the other Central American countries are certainly
not exempt from political divisions. In El Salvador, a peace agreement was just reached on
January 17th, 1992, but both sides are still guarded about the possibilities for that peace and
for collaboration between opposing parties. Of course, this collaboration is not even an issue
in the FMLN controlled areas, given that the Salvadorean Government conceded total self-
rule to the FMLN in these areas. While the political situation varies from area to area in
Nicaragua, the divisions are frequently clearly marked, with little mutual collaboration
among, on the one hand, the UNO party (in control of the government), and on the other,
the former Sandinista government officials (which have now spun out into approximately 400
NGOs) and the grassroots-based Movimiento Comunal. In addition, and as previously
mentioned, there are also divisions among UNO supporters. Interescingly enough, however,
the Movimiento Comunal is working extensively, as previously mentioned, with the Ministry
of Health on projects, given that the Minister is a Sandinista supporter and given the
Movimiento’s experience and organization in health service and organization. Finally, in
Guatemala, unlike in El Salvador, a formal "peace" agreement has not yet been reached,
and the general consensus is that there exists much "fear” at the community level concerning
organized activities and participation in government even though an extensive network of
indigenous community organization exists throughout the country. These political divisions
do and will continue to limit the extent and meaningfulness of community participation in
the region.

(3) Citizen Organizations: Key for Greater Participation,
Municipal Coordination, Resource Mobilization

What is much more common than community participation in
the public sector, however, is community participation in its own self-help development
activities, which ultimately affects or contributes to overall municipal development efforts.
This participation, in contrast to that previously mentioned, generally takes place in all
phases of development, from the assessment and planning stages to the decisionmaking,
implementation and evaluation stages. As previously mentioned, some of these activities are
financed by central government ministries. A significant percentage of these projects are
financed, however, by the international donors directly to community groups (or through
domestic NGOs), as in the case of Guatemala where 31.4 percent of community groups
receive external donor funding. This financing makes more such self-help efforts not only
possible but significant with regard to the scope and number of these efforts. In effect, the
international donor community, along with central government ministries, are playing a large
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role in the participation, development and empowerment of community groups in
development activities that affect but generally are not coordinaied with the municipality.
The potential for greater coordination with municipal government activities, however, exists
particularly if local governments were to promote greater participation of the community
in municipal affairs. In addition to greater coordination, community funding and organiza-
tional structures offer a virtually untapped resource for local governments. A description of
these resources and structures follow.

. Role of Intzimational Donors

International donc:s, and the projects they fund, cover the development spectrum,
from emergency aiq, basic health/nutrition, and housing, to agriculture, the environment,
urban services, infrastructure and micro-enterprise development. These donors include
foreign governments (USAID, the GTZ of Germany, CIDA of Canada, etc.), international
NGOs (CARE, UNICEF, Save the Children, PACT, NOVIB, etc.), foundations (e.g., Ford),
and Church organizations (e.g., Christian Children’s Fund). Also active in such self-help
community efforts since 1969 is an independent U.S. Government agency, the Inter-
American Foundation.

These international donors work directly with first-tier community organizations, their
second or third-tier associations or federations, domestic NGOs, informal networks, and/or
the donors’ own in-country offices. As such, the funding, scope and scale of activities, as well
as the extent of participation encouraged, vary widely from donor to donor. This variety
makes any attempt to understand or support the community development, participation and
empowerment process in Central America relatively complex. This complexity is exacerbated
by the fact that many of these donors are unaware of the activities of other donors outside
of their "sector" (e.g., health or the environment) or beyond the borders of the specific
commurities within which they work. The exception are donors (such as the IAF or Ford)
that seek to have a broader understanding of the overall community development process
in countries where they are actively engaged. Despite the complexity of international donor
funding and activities, within the boundaries of any given community or municipality, a local
government could become knowledgeable of international donor activities and attempt to
tap or coordinate those resources with municipal activities. Such coordination could also
make the activities of donor and community organizations more effective.

. Community Organizations: First, Second and Third Tier

A common requirement among these donors is the use of existing (or establishment
of new) community organizations to assess community needs as well as design, implement
and evaluate projects to be funded. For example, Save the Children requires the
establishment or use of existing structures for "Community Development Committees" to
manage projects in El Salvador, Most areas in Central America have some form of
community organization that was either existing (such as in the case of Guatemala where
many community organizations have indigenous roots) or was developed as a result of the
need or (external) requirement for such community organization. It is these and other
community structures that could promote participation and coordination with local
governments.
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Typical community organizations include voluntary and primary groups (that usually are not
legally recognized), development organizations, think tanks (research organizations),
associations, cooperatives, unions (sindicatos), professional/trade assnciations (gremios) and
businesses, societies, federations, and foundations. Also common but more within the quasi-
governmental spectrum are local and community boards (juntas locales or juntas
comunales), development associations, patronatos and committees. This variety of
community organizations at the local level further complicates attempts to understand the
forms and processes of community participation since that participation varies among
organizational types. However, it also implies the breadth of resources potentially available
to local governments.

Not only are these local community organizations common in Central America, but also, as
previously mentioned, their respective second and third tier organizations. Any one of the
aforementioned local organizations can and do work at the broader regional or national
level in the form of associations or federations. In addition, domestic NGOs (and their
associations) often act as representatives or advocates of community organizations at the
broader regional and national level. Clearly, numerous relationships are possible between
any one of these organizations (at any level) and the putlic sector. However, these higher
level organizations are often aware of the activities of their members and can help focus
donors and the government in understanding the public-private linkases that occur and the
needs of their members and/or beneficiaries. In effect, these higher local organizations can
help to make local organizations (and the municipal governments who work with them)
more effective.

Some donors have recognized the value of coordinating the efforts of several community
groups and/or NGOs through their respective second and third tier organizations. While in
some countries (such as El Salvador) such higher level organizations are highly politicized
(making activities difficult, depending on the donor’s political or non-political preferences),
in most countries such organizations often facilitate the development process. Specifically,
these umbrella or network organizations facilitate the coordination, mobilization of
resources, technical assistance and training, politic?’ leverage, and economies of scale
needed for projects with a long-term, deep and broad impact. The country case studies
provide additional support for this premise, as summarized in Annex IV. It is through such
comp. tive advantages that higher level organizations can make local and municipal
resomv . and development more effective

. The Role (and Definition) of Domestic NGOs

Domestic NGOs, as previously mentioned, play an important role in channelling
funds, coordinating activities, and providing TA and training to community groups. Their
role and even their definition, however, differs from country to country. NGOs exist (and
are called as such) in every country, except for Honduras, where they are known as PVOs
(OPDs). The broad meaning of NGOs in the U.S. contrasts with the more narrow meaning
in Central America. In the region, the term "NGO" is generally limited to voluntary and
primary groups, development organizations, research organizations and, of course,
international NGOs. Generally excluded from the definition are associations, societies,
federations, foundations, cooperatives, professional/trade associations and unions.
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Exceptions do exist, however, as in the case of Guatemala where foundations are included
in the term NGO. This differentiation is critical for any external donor or local/central
governments seeking to fund or coordinate with "NGOs," particularly because there are
numerous organizations that play an important role in community development and partici-
pation but that do not fall under the rubric of "NGO." External donors and local/central
governments must therefore carefully utilize the term "NGO."

Careful use of the term "NGO" is also important because in some countries (such as Costa
Rica and Nicaragua) the term carries a particular (and sometimes negative) connotation.
For example, in Costa Rica, many of the Community Development Associations have exper-
ienced NGOs only as financial intermediaries that charge above market prices for credit or
other services. Even though NGOs are diverse in Costa Rica, as in other countries, and even
though some actually provide competitive credit rates and other services that are entirely
free, the Costa Rican Associations have a poor view of NGOs from their particular exper-
ience with them. In addition, Costa Rican NGOs themselves will readily point out that
Associations play the role in Costa Rica that many NGOs play in other countries,
diminishing the need for or role of NGOs in the country, even though NGOs do number
approximately 150 and are slowly gaining in importance.

Another example of a particular connotation of "NGO" is in Nicaragua, where not one NGO
existed prior to the current Chamorro government but where now approximately 400 exist.
The reason is the ex-functionaries of the former Sandinista government spun out of the
public sector inty NGOs. The direct association between Nicaraguan NGOs and the pre-
vious Sandinista government implies that these NGOs are not necessarily broad in represen-
tation but rather most likely represent the views of the previous government. While collabor-
ation is reportedly occurring between these NGOs and the current government, it is limited,
particularly when compared tc NGO-Government collaboration in other Central American
countries.

In summary, NGOs are very important for municipal development because of their role in
supporting and encouraging the community participation and empowerment process in the
region as well as providing a vehicle for resource nobilization, but they must be viewed as
possessing a different personality and role (as well as potentially a different definition) in
different Central American countries. Furthermore, there are many key community organiza-
tions outside of the NGO community that play an equally and sometimes more significant
role (such as in the case of Costa Rica). For this reason, while "NGOs" are important for
municipal development, so are other community organizations. The potential of each for
promoting participation, coordination and resource mobilization with municipal government
differs and should be carefully considered.

CONCLUSION ON THE EXISTING SITUATION

Key to the community participation and empowerment process in Central America
are public as well as private actors at the local, regional and national levels. However, the
electoral process and traditional forms of community participation in the public sector are
substantially more limited than participation in self-help community activities. The
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traditional forms of participation include the open town meetings (cabildos abiertos), citizen
in-kind (labor) and cash coniributions to public works projects, and Ministry-community
projects. Some unusual forms also exist, such as the Social Investment Fund programs (in
El Salvador and Honduras) and the JCOP in Managua, Nicaragua. These forms of
participation need to be improved and expanded as well as complemented by other existing
forms.

Alternatively, participation in self-help community activities is extensive and more "meaning-
ful." Particularly important in this process are, not just local community organizations, but
also their second and third tier representatives as well as representative /supporting domestic
NGOs and their respective associations, federations and networks. These broader scale
supporting organizations, along with the myriad of international donors (public and private)
funding them, are an integral component to the community participation and empowerment
process, both for self-help activities as well as towards ultimately enhancing that participa-
tion in the public sector. They also offer an important resource for municipal development
activities. As such, community organizations offer a vehicle for effective participation and
greater resource mobilization.

c. Analysis of the Existing Situation Vs. the Ideal "Menu"

The existing situation in the region suggests that community participa-
tion and empowerment must be supported in both the public and private sectors. In the
public sector, more democratization, education, openness, community involvement, and
accountability are required to better allow and support community empowerment, represen-
tation and participation in those decisions and actions that directly impact the community.
The ultimate legitimization of local governments will require them to define and utilize
participatory sysiems as well as to mobilize their communities and resources in those
communities. They will have to increase their own participatory capacity, disseminate more
information on municipal concerns and activities, obtain more information on needs, and
involve the community more in an overall development process of "co-gestién" and "co-
responsibilidad”.

In the private sector, increased support for and building upon community organizations
(first, second and third tier ones) as well as NGOs and NGO federations is necessary to
improve community leverage, organization, access to resources, participation and, ultimately,
empowerment. That support should be accompanied by programs and projects with
economic ends given that leverage appears to be linked with or enhanced by economic
gains. Municipal governments themselves can support the development of such community
organizations and find ways to better coordinate with them and help to make more effective
use of municipal and community resources.

The earlier analysis of the key components or conditions for supporting meaningful
community participation confirms much of what the existing situation suggests. More specifi-
cally, the earlier analysis suggests that the existing situation could be substantially improved
by supporting processes and institutions in the public and private sector.
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1) Municipal Government Legitimacy and Representation:
The Electoral Process

Municipal government legitimacy and representation exists—and
to a far greater extent than ever before—with almost virtual universal municipal elections
and mechanisms in some countries for proportional representation. The limitations, however,
are the lack of municipal elections in Panama, limited or lack of proportional representation
in som.> countries, and the separation of local from national elections. With regard to the
latter, party "slates" of candidates severely limit popular choice and the extent to which
groups outside the traditional political party system can participate and be represented by
the public sector. Hence, while advances are being made with regard to legitimacy and
representation, several substantial improvements are required to improve community
empowerment and participation in the municipal government.

(2) Democratic and Participatory Systems and Processes of
Governance

" Authority, interest and Responsibility

In Central America, authority (both de jure and de facto) exists for supporting and
allowing community participation; in fact, it is often obligatory, such as in the case of elec-
tions and cabildos abiertos. There also appears to be scattered genuine interest in the public
sector to support the process, such as in the case of Ministries that work directly with
communities, governmental structures that have been established for that purpose (such as
DINADECO in Costa Rica or the JCOP in Nicaragua), and externally funded SIF (Social
Investment Fund) programs that are channelled through government and whose key goal
is to support community development and participation.

However, much of the public sector (both central and local) is not only disinterested in
community participation but is often resistant to it (even those that express interest in it),
since participation implies giving up power and control, for local governments which
heretofore have been already severely limited by highly centralized national governments.
The central government’s resistance to participate is evident in the SIF programs, which are
viewed from the private sector as highly vertical and not very participatory. For their part,
Mayors view SIF programs and Ministry-tc-community programs as threatening since they
lose control over local activities. The fear of losing power is also implied in community
participation. This is a significant challenge, particularly in light of the increasing authority
and resources that will be channelled to Municipal governments and their Mayors in the
process of decentralization and increased local autonomy. To a certain extent, therefore,
more education on and requirements for participation (i.e., more democratization) may be
necessary in order for public officials to share their power.

. Knowledge of and Capability for Participatory Mechanisms

In addition to the fact that authority for, obligation to and interest in participation
have had limited success in Central America, the public sector also has limited capability
for supporting that participation. Local, regional and national government officials and staff
have limited knowledge about the systems, processes and mechanisms that exist to support
and encourage community participation (outside of elections, cabildos and manual labor).
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In some countries, successes have been made with organic participatory structures and
systems, such as in the case of DINADECO and the Confederation in Costa Rica. However,
such a system cannot be arbitrarily or automatically established in another country, even
though it could serve as a useful model, a means for cross-feriilization. In addition, the
Costa Rican model is but one example among a variety of possible participatory structures.

There apparently also exist few examples of participation beyond the traditional mechanisms
of "information gathering," community prioritization and execution (through manual labor).
In other words, participation in Central America generally occurs only at the assessment and
implementation stages, but not in true planning, design and decisionmaking stages. The
reasons are clear: these stages are the ones that involve more power and control over the
development process. Hence, more meaningful participation (i.e., in all stages) implies com-
munity empowerment. However, it also implies "co-development” and "co-responsibility” and
a means for local government to receive support, resources and guidance from the
community at large.

. Accountability

Finally, the community is virtually never involved in the evaluation stage of a project,
where the funding is run by or channelled through the public sector. The FHIS program in
Honduras is a good example: there are no evaluations, much less ones that involve the
community. This stage is critical because it is linked to the accountability and "transparency"
of the public sector. While an evaluation is not as useful if it is not connected to
accountable systems, an evaluation of a public works project that yields poor results could
still result in community pressure for change in the public sector. Hence, this component,
while virtually non-existent in Central America, could increase the meaningfulness of partici-
pation. Finally, the power of recall, while a more drastic measure, is an important tool for
accountability. The power, which is essentially a way to "ensure” that a government will be
accountable, is not but should be a universal power.

All of the above deals with the existence and quality of the interface between local govern-
ments and their communities. If a municipality does not have that interface, that interface
is limited in scope, quality or quantity, the municipality cannot effectively engage the
community. Finally, the impact of that interface also determines its effectiveness.

(3) Citizen Organization and Leverage

Many structures, processes and mechanisms are at play in the
private sector in Central America that are supporting community participation and
empowerment and that offer a vehicle for participation and resource mobilization in the
public sector. Even the numerous individua' small-scale grassroots projects that are being
supported can eventually have a significant "snow-ball" effect in supporting that process. This
is especially true when, within a given small community or neighborhood, actors from
different organizations coordinate with and support each other, as has been the experience,
for example, of Save the Children in El Salvador.
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However, the most sustainable and successful structures appear to be those that provide
some form of broader or larger scale coordination, internal participatory mechanisms, access
to resources/TA/training, representation (legal and otherwise) and political/economic
leverage. Such structures include, as previously mentioned, second and third-tier
"membership" or "advocacy" organizations of communities and community groups (such as
the Confederation of Community Development Associations in Costa Rica). They also
include NGOs and their second and third-tier organizations (such as ASINDES in
Guatemala and FOPRIDEH in Honduras). Sometimes, such coordinating structures are
simply informal "networks" among existing NGOs and community organizations, such as is
the experience of UNICEF in El Salvador. These types of structures are common in every
country and represent an important resource base, coordinating point and leveraging
mechanism for numerous grassroots organizations. While working through such broader
scale organizations is not always necessary, supporting organizations that are members of,
or represented by, such organizations is important for all the reasons cited above.

Some of these organizations support participatory structures but are not always internally
participatory. This lack of internal participatory structures is more common among NGOs
since they are not membership organizations; rather, many work on behalf of the poor. Still
other NGOs operate as private firms or companies, financing themselves from the projects
in which they engage. While NGOs do not necessarily need to become more participatory
themselves, 1t is important to recognize that some do not possess this trait even though they
support it in the communities or organizations they represent.

The economic and political leverage achieved by such organizations tends to be enhanced
by legal status and the extent to which they engage in productive activities. The former is
often a requirement of international donors before an organization receives funding; it is
often a requirement of government before it considers a group to be officially recognized
or formally represented in the political arena.

An example of the latter (i.e., the importance of productive activities for economic leverage)
are cooperatives and federations of cooperatives (such as in the case of CARPROMACOL
in Honduras). Since cooperatives usually focus on productive activities, they tend to achieve
economic leverage through the attainment of economies of scale, diversification, etc. This
contrasts to federations or associations that are focused more on social rather than produc-
tive ends. While cooperatives do not always exhibit internal participatory mechanisms and
are often less concerned with the overall development of the community than with their own
levels of income and production, they do have the advantage of possessing productive goals
that often tramslate into economic leverage and sustainability. NGOs, associations,
patronatos, etc., that are not involved in productive activities can, as a result, learn (and
have learned) from the experierice of cooperatives (and other productive organizations) in
achieving this leverage and sustainability. For this very reason, many organizations interested
in supporting community participation link their support with productive activities. This is
increasingly the approach of the Associations of Costa Rica, the FH'S of Honduras, and the
Inter-American Foundauon throughout the region.
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CONCLUSIONS

To effectively engage community participation and assure its empowerment in the
municipal development process, actors involved in the process can only achieve such goals
through: 1) municipal government legitimacy and representation; 2) democratic and
participatory systems and processes of governance; and 3) citizen organization and leverage.
PADCO found these to be the three pillars of community empowerment.

The existing reality in Central America is that community empowerment through these three
"pillars” or key components is, as a whole, severely limited. The excepticn is citizen organiza-
tion and leverage, which through second- and third-tier support organizations is advanced
in the region. The limitations exist largely along with the appropriate mcchanisms for
accountability in the municipal electoral, planning, decisionmaking, implementation and
evaluation process. In these areas, community participation and empowerment is limited,
thereby reducing participation in municipal government legitimacy and representation, on
the one hand, and democratic and participatory systems and processes of governance, on the
other.

The limitations on participation can be improved through several means. First, improve-
mewts can be made through the education and training of both municipalities and commun-
ity organization in "co-gestién" and "co-responsabilidad," which includes a better under-
standing of respective realities and needs as well as appropriate participatory mechanisms.
Second, such mechanisms need to be institutionalized, along with the appropriate mechan-
isms for accountability. Third, such participation needs to be supported by programs that
effectively and efficiently mobilize, coordinate and utilize scarce municipal and community
resources. Only through such a coherent and coordinated approach can effective community
participation and empowerment be possible.



IV. MUNICIPAL RESOURCE MOBILIZATION AND UTILIZATION

A. FISCAL BASE AND FINANCIAL MANAGEMENT

1. OVERVIEW

Common factors powerfully influence municipal finance in the countries of
Central America. This overview seeks to assess these factors and how they affect the region’s
municipalities. It is also important, however, to recognize the significant differences that
exist both within and among the five countries studied® and more than one thousand
municipal governments in the region, ranging from major metropolitan cities to geograph-
ically isolated rural communities. Efforts to identify and assess these differences are made
in Annex V of the report. But this section reviews the factors most common to the region’s
local governments, including those difficult problems to which a common response appears
most appropriate.

a. Basic Urban Service Deficits

Throughout the region-with exceptions only in high-income urban
areas- there are patent shortcomings in the public services for which local governments are
commonly responsible: streets, sanitation, water supply and pollution control, among others.
Infrastructure and public works are often inadequate, obsolete or entirely absent. Small,
hard-pressed municinal staffs are poorly supplied, equipped, and supported. The result is
that cynicism and despair are common citizen attitudes toward municipal government.
Furthermore, central government officials, too often ill-disposed toward even the idea of
decentralization, cite the widespread failures of local government to justify holding tight to
an array of controls that limit municipal improvement.

In each of the five countries of the region, the national constitution proclaims the
"autonomy" of each municipal government and its right to provide a full range of public
services 1o its residents. But the realities of constrained local resources and the intervention
of central government agencies and institutions to provide basic local services too often
make a mockery of high-sounding constitutional provisions.

b. Municipal Revenue Levels
Low levels of Revenues are the principal reason behind most municipal
shortcomings. Local government revenues in all five countries are extremely limited-whether
measured in terms of the municipal share of total government revenue or the ability to pay
of local residents, industry, or agriculture:

SPanama was not included in this part of the assessment.

Previous Page Blank
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. Municipal revenues in Central America currently range from less than 3 percent of
total public sector revenues (in Nicaragu2) to a high of about 10 percent (in Guate-
mala). This contrasts sharply with the situation in the United States, where local
governments-states, counties, and cities-account for 50 percent of total public sector
revenues.

" Municipal revenues in Central America account for only 0.7 peicent of GNP per
capita, only one-sixth as much as the 3.9 percent of GNP per capita received by local
governments in Spain-which is itself at the low end of the spectrum in municipal
revenue shares in Europe, according to Cooperacién Espafiol.

. In Central America, annual per capita levels of municipal revenue range from less
than $2 in rural areas to $5 in secondary cities and highs of about $25 in the capital
cities. Even with the low salaries of most municipal employees in Central America,
these minimal revenue levels leave local government in a tight fiscal bind.

2. KEY FINDINGS AND CONCLUSIONS

a. Municipal Revenues

Extreme scarcity of revenue available to support the recurrent budget
is common throughout the region while capital revenue conditions vary widely. Everywhere
in Central America, municipal governments have access to few revenues to support their
recurrent budgets-which pay the wages and fringe benefits of municipal employees and for
the supplies and equipment needed to support their service delivery functions. The revenue
constraints on recurrent spending result in few employees, sparse services, and little or no
maintenance or repair of the public capital plant.

Capital revenue availability varies widely. In Guatemala, local governments benefit from 8
percent of total national government revenues for infrastructure and public roads construc-
tion. Honduras will soon begin a similar program. At the opposite extreme, most of the
capital funds available to Salvadoran localities come from a USAID-financed public works
program, initially designed as a counter-insurgency effort, and in Nicaragua there are
virtually no funds at all for capital construction by municipalities.

b. Municipal Resource Mobilization

The principal cause of the municipal revenue shortages in Central
America is failure in resource mobilization. Although a wide range of taxes is available to
municipalities in many of the countries of the region, the costs associated with the
administration of many of these taxes are often higher than the rcvenues which they
generate. This problem frequently results from the low tax base and fixed rates set by
national governments. Municipal government efforts to change or adjust these are often
subject to delay or denial by national governments.

Real estate taxes are one of the principal sources of local finance in Costa Rica and Hon-
duras. However, the utilization of such taxes to finance local development is generally weak
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or non-existent in the other countries. In all cases, the use of real estate taxes to finance
local development can be expanded and improved.

Making the situation worse, most municipalities are unable or unwilling to collect even those
limited taxes and service charges they are allowed to levy; rates of nonpayment between 20
and 50 percent are common.

c. Inter-Governmental Transfers

Inter-governmental transfers vary widely among the five countries. At
one extreme are Guatemala and Honduras, where substantial fractions of all national
revenues (respectively, 8 percent and-starting in 1994-5 percent) are earmarked for local
government. But there are now virtually no inter-governmental aid programs in Nicaragua
and-except for externally-supplied grants-little such aid in El Salvador. Costa Rica is in an
intermediate position; if its sharing of the real estate tax with local governments is viewed
as intergovernmental aid, then such transfers .ccount for the lion’s share of revenues
available to local government.

Intergovernmental transfer programs show little evidence of having been designed in line
with a strategy-such as upgrading selected urban centers for economic development, citizen
empowerment, or upgrading municipal management capacity. Given the stringent economic
conditions under which central governments in the region now operate, this apparent
absence of a municipal strategy means that they are foregoing an opportunity to get
maximum benefit from scarce national resources.

d. National/Municipal Public Service Responsibilities

Because of inadequate revenues, municipal expenditure levels are low
and, largely as a result, finance only a restricted range of public services. For the most part,
local governments provide only refuse collection, street repair and lighting, plus some
revenue-producing functions, such as markets, slaughter-houses, and bus terminals (which
could as easily be provided by the private sector). The major exception is in Guatemala,
where water supply and sewerage are municipal functions. Also, there are specific exceptions
in other countries, particularly in the capital cities, most of which are responsible for a much
broader range of services.

What are commonly local public services elsewhere are generally national responsibilities
in Central America (health, educaiion, social services, police and fire, etc.) Municipalities
exert virtually no influence over these vital systems. As a result, there is widespread concern
about the non-responsiveness cf these key services to local concerns. The failure to obtain
citizen input is viewed by some observers as a major obstacle to strengthening democracy
in Central America.

The decisions on how-or whether-to respond to the fiscal bind of local governments in
Central America must ultimately be made by the people of the region through their local
and national governments. On the basis of the findings and conclusions presented above,
however, the resulting needs are three-fold. First, local resource mobilization must be
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improved through, for example, upgrading of the tax collection and cost recovery systems,
expanding lccal tax authority and credit availability, and fostering information exchanges
among municipalities and countries on different financing mechanisms. Second, the fiscal
base for decentralization must be improved by, for example, making revenue-raising
authority permanent, altering and/or limiting the role of national fiscal "monitors," and
upgrading municipal financial management capabilities. Finally, intergovernmental transfers
need to be expanded and improved. This can be achieved by introducing national revenue-
sharing where it does 1ot now exist or improving it where it does exist (through revised
distribution formulas and levels), conforming revenue-sharing to strategic economic
objectives that are proportional to municipal size and growth potential, and removing
unnecessary and inefficient rules for revenue-sharing.

B. HUMAN RESOURCES DEVELOPMENT: Municipal Training and Technical
Assistance Needs

The scope of work and the level of effort specified for this assessment did not permit
a detailed assessment and prioritization of municipal training and technical assistance needs.
However, PADCO'’s interviews with national and municipal government officials related to
the basic areas of analysis clearly indicate that the local government sector needs streng-
thening in almost every respect. In order to meet the needs, policy and institutional targets
will need to be set selectively and a long-term approach taken, given that practical decen-
tralization constitutes the work of an entire decade. Sustained efforts to increase the effec-
tive participation of the local community and beneficiary target groups in local development
activities must be an essential part of that process. Training and technical assistance support
for the implementation of required changes must be carefully staged and targeted. Table II
summarizes the priority areas identified for municipal training and technical assistance by
the municipalities consulted in a recent INCAE investigation® in Honduras. It provides an
indicative categorization of the types of requirements found throughout the region.

In general, the municipalities consulted in each country during this assessment identified
financial administration :..d management as the highest priority including budgeting,
revenue and tax plans, and related improvements in cadaster systems in support of revenue
generation and development planning.

SINCAE, "Investigacién Participativa de Necesidades de Capacitacion y Asistencia Téchnica de las Municipali-
dades en Honduras,” July 1989.
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TABLE I

PRIORITY AREAS FOR MUNICIPAL TRAINING AND TECHNICAL ASSISTANCE

1. Municipal Budgeting

Principal Area/Basic Actions Basic Requirements for Success
h A. FINANCIAL ADMINISTRATION

s Plan/Schedule for taxes and fees
= Investment plan coordinated with development plan
= Financial analysis and forward planning

e

2. Tax Collection

n Specialized personnel
Community promotion
improve services
Billing :ystem
Collection plan

3. Approval of Plans

Updating of cadaster
s |nstitutional Assessment

1. Development Policies and Strategies

B. PLANNING OF MUNICIPAL DEVELOPMENT

» Upgrade organizational structure

= Assess resources

s Develop short and medium-term strategy

= Promote participation of community leaders

Principal Area/Basic Actions

Basic Requirements for Success

2. Urban Development Plan

= Urban assessment and strategy development
s Urban development regulations

= Update/modernize cadaster

s Promotion/consensus of community leaders
= Inter-governmental coordination

3. Economic Development Plan

| C. PROVISION OF BASIC SERVICES

s Social-economic assessment
» Specialized personnel
= Budget/Equipment

» Participation of community leaders (formal/informal)

| 1. Preparation of Plans/Strategies = Identification of needs

s Socio-economic studies
» Plan formulation/preparaticn
a Promotion of financial resources

2. Execution of Public Works

= Executing units
s Implementation plans
» Monitoring and control of works
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TABLE 1l

PRIORITY AREAS FOR MUNICIPAL TRAINING AND TECHNICAL ASSISTANCE

3. Tariff Rates Setting and Collection

D. LEGISLATION, REGULATIONS AND

1. Plan/Schedule for Taxes and Fees
(Plan de Arbitrios)

Affordability studies
Economic consultancy
Promotion plan

Billing systems

Collection and cost recovery

CONTROL

_—_———————-—————-————-—!

s Affordability assessments
s Legal and economic advice
» Plan for dissemination and promotion

2. Passage of Ordinances to Guide and
Control

s Urban development plan
= Plan/Schedule for taxes and fees
s Technical and legal advice

Principal Area/Basic Actions

Basic Requirements for Success

3. Creation of Decentralized Enterprises
and Units

Feasibility studies

Legislation

Financial analysis

Assessment of human and material resources

1. Promotion of Patronatos and Special
Purpose Organizations

s Community dialogue and promotion

s Leadership training

= Organizational strengthening and role definition/
development (patronatos, committees, etc.)

II E. COMMUNITY ORGANIZATION |
————_—————T—————————_—-—l

2. Approval and implementation of Plans
and Strategies

Identification of needs

Assessment of existing plans
Formulation of budgets

Identification of financial resources
Plan/Strategy approval and execution

3. Coordination

Supervision and control
Evaluation and adjustment

4. Promotion of Intra-Municipal

Assoclations and Support Systems
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TABLE Il
PRIORITY AREAS FOR MUNICIPAL TRAINING AND TECHNICAL ASSISTANCE

. CONSERVATION OF NATURAL RESOURCES |

1. Forest Control /Watershed = Control of cutting and burning

Management s Formulation and application of sanctions and fines
2. Contro! of Concessions to Export

Resources
3. Disaster Prevention = Preventive works

Crop adjustments

SOURCE: Investigaci6n Participativa de Necesidades de Capacitacién y Asistencia Técnica de las Municipalidades en
Honduras, INCAE (1989)

The scale of technical assistance and training required is enormous, yet most of the coun-
tries do not have the institutional capacity in place to provide systematic, timely and relevant
technical assistance and training to municipalities.

Central government ministries and autonomous institutions provide some informal, non-
planned, direct technical assistance to municipal governments. Formal technical assistance
is provided by the technical staff of national municipal institutes. However, for the most
part, this assistance is paid for indirectly by the municipalities through commissions for
credit lines or loans. Municipal institutes sometimes contract for technical assistance with
national consulting firms—mostly for feasibility studies. Larger municipalities have the tech-
nical and financial capacity to contract their own technical assistance and do so, sometimes,
with international financing.

There are reasonable levels of municipal training in Guatemala, Honduras, Costa Rica and
El Salvador; lower levels in Nicaragua; and very low levels in Panama. Most municipal
development trzining is supported by international donor agencies. Some of this training
focuses on local development policies and planning, but most is targeted to improve internal
efficiency (i.e., public administration, accounting and budgeting, etc.) with less emphasis on
external efficiency. Two regional institutions, ICAP and INCAE, have been providing train-
ing to municipalities in recent years.

In summary, the absence of national institutional technical assistance and training capacity
as well as the lack of systematic policies and strategies to guide the effective and systematic
utilization of limited resources are major constraints to the decentralization and municipal
development process.
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PART THRE:
CONCLUSIONS AND RECOMMENDATIONS

V. RECOMMENDATIONS: BASIS FOR A REGIONAL STRATEGY AND
PROGRAM

The previous findings on Central American municipal development realities and
conditions underscore the need for a series of coherent reforms. The region must undergo
these reforms if it is to effectively engage in a process of decentralization, democratization
and economic development. The following recommendations, v:nich form the basis of the
strategy and program set out in Volume II, specifically identify and describe these required
reforms.

A. MUNICIPAL MANDATES

The concentration of powers in the central governments of the region is quite strong
despite some recent and promising possibilities for decentralization. Although the constitu-
tion and municipal codes in five of the countries mandate municipal autonomy and self-
government, a series of specific laws and decrees contradict and reduce municipal govern-
ment powers.

The actual level of municipal self-government is quite low. Municipal governments are still
tightly controlled by central authorities and do not exercise financial autonomy over munici-
pal income and expenditures. Real municipal control over, and responsibility for, the plan-
ning and management of local development and the provision of basic services within their
jurisdictions is extremely limited. In part, this is due to reduced administrative, financial and
technical capacity.

National decentralization policies directed to remedy the above situation are generally
limited in scope and coherency, reflecting a variety of distinct and even conflicting concepts.
The heterogeneity of municipalities (i.e., the size, population and urban-rural differences)
make common policies, planning and programs difficult even though legal mandates are the
same for all.

As a result, national decentralization policies must:

1. Coincide with and be supported by reforms in central government laws, policies and
regulations that impede decentralization.

Clearly specify the authority, responsibilities and resources to be transferred from the
national to the local level.

.

3. Clarify responsibilities that are to be strictly municipal, strictly national and shared.
4, Target and effectively utilize scarce financial, technical and human resources.
5. Take into account municipal size, capacity and potential as well as the technical

assistance and training that will be required to facilitate and support the process.

Previous Page Blank
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B. LOCAL GOVERNMENT STRUCTURE

The municipality necessarily plays a key role in democratization and political repre-
sentation since it is the only level (other than the national one) where political representa-
tives are elected, with the partial exception of Panama where the President still appoints
mayors. As a result, both the election process and the subsequent local government struc-
ture, including participatory mechanisms, are key to democratization and any decentraliza-
tion process. The realities, however, are that democratization is severely circumscribed in
all these areas.

In the electoral process, the fact that candidates can only be submitted by political parties
limits the extent of community choice and voice in the key initial stages of the election pro-
cess. In addition, the tradition of party "slates" of candidates as well as of simultaneously
held national and local elections reduce the extent of local autonomy. Moreover, while
minorities are, in some countries, granted representation through the proportional and "cifra
repartidora” systems, improvements could be made on this front as well.

In order to improve democratization and local representation, reforms must be made in
electoral practices to overcome restrictions on voter choice and ultimately political represen-
tation through reforms that:

Authorize independent candidate submissions;

Abolish party "slates;"

Separate local and national elections;

Make universal and improve the proportionality of vote system; and

Achieve universal local elections of mayors (i.e., including in Panama, where they still
do not occur).

wh L=

In the organization and management of government, the broad form of government (.e.g,
Strong Mayor-Weak Council) is not so critical (given that all forms have their advantages
and disadvantages) but rather the knowledge and capabilities existing at the local level to
support that government as well as the interface that exists between the public and private
sectors. In other words, if either of these are lacking, then the purpose of government (i.e,
in representation, governance and service provision) is severely limited, and democracy is
diminished. In reality, both the internal capability and support of local government adminis-
tration is limited as well as its ability to interact with and effectively respond to and repre-
sent the interests of its populace.

To this end, additional reforms are needed to:

6. Improve local technical, financial and administrative capacity;

7. Establish meaningful and effective methods for community participation in the public
planning, decisionmaking, implementation and evaluation processes;

8. Ensure government accountability (as fully addressed under the section on community

empowerment and representation).
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COMMUNITY PARTICIPATION AND EMPOWERMENT
Effective community participation and empowerment in the municipal development

process can be achieved only through: 1) municipal government legitimacy and democratic
representation; 2) democratic and participatory systems and processes of governance; and
3) citizen organization and leverage. The existing reality in Central America is that commun-
ity empowerment through these three "pillars" or key components of participation is, as a
whole, severely limited. The exception is citizen organization and leverage, which—through
second- and third-tier support organization—is highly advanced in the region. The limitations
exist largely in community participation in the municipal electoral, planning, decisionmaking,
implementation and evaluation process. These limitations reduce municipal government
legitimacy and representation, on the one hand, and democratic and participatory systems
and processes of governance, on the other. As a result, reforms are needed that:

L

Result in more in-depth studies and assessments to confirm and expand on the above
findings (i.e., support on-going research and evaluation). It is important given the
limited amount of successful cases, research and knowledge on community empower-
ment and participation in the Central American municipal development process.

Support the goals of "co-gestién" and "co-responsibilidad." In other words, it is neces-
sary to improve participation such that it, in turn, empowers and makes responsible
both municipalities and their citizens, thereby promoting a joint process of democrati-
zation and development. Such a process should also effectively mobilize and utilize
scarce resources at the local level.

More accurately and systematically assess the impact of different programs at the
local and national levels and of their participatory mechanisms. This is true for all
government-run and funded programs, but particularly for those that channel large
amounts of national and/or international funding to the local level (either through
or around municipal governments) but that at the same time lack systems to evaluate
the impact (and costs and benefits) of such programs, as is the case with the Social
Investment Funds (SIF). However, equal attention should be paid to locally-run and
funded government programs and activities in order to assess where and how com-
munity participation can be improved.

Provide TA and training in the importance, components, systems and instruments for
effective participation to:

a. municipal associations and development institutes (at the regional and
national levels) that can, in turn, provide TA and training to municipalities;

b. national government institutions (e.g., the Ministries, inter-agency groups and
entities operating community and/or SIF programs); and

C. municipal governments (directly).

Provide TA and training on participation in the municipal process to community
organizations and NGOs. Such TA and training should focus on not simply the mech-
anisms for participation but also the laws, responsibilities, and constraints of the
public sector such that the citizenry can increase their awareness of the municipal
government conditions and needs so that the community can, in turn, play a larger
role in "co-gestién" and "co-responsibilidad."
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10.

11.

Institutionalize and improve the requirements and accountability mechanisms for
participation in national and local government-run programs, given that government
interest and incentive for engaging and assuring such participation are often lacking.
Such requirements and accountability mechanisms should be accompanied by the
above mentioned education and training to enlighten government officials and staff
to the advantages of that participation, insofar as credibility, support, assistance and
resource mobilization are concerned.

Support improvements in the electoral process that include making municipal elec-
tions universal, granting greater local politica! autonomy by separating national from
local elections in both date and platforms, expanding the election process to allow
groups not represented by a political party to enter candidates, increasing voter
choice by eliminating party candidate slates, and improving the system of represen-
tation such that it is based on the proportionality of vote principal.

Support greater community participation in not jusi the "information gathering" stage
of the development process but also in the prioritization, planning, decisionmaking
and project implementation stages. In addition, participation in the "implementation”
of projects should go beyond citizens "contributing” their time and labor for public
works projects to include them in the management and supervision of such projects.
This implies making better use of existing instruments such as "cabildos abiertos" but
also utilizing new ones. Finally, it would be helpful to support pilot or experimental
public sector programs that involve active community participation and that would
result in "demonstration projects” for other municipalities.

Support public sector collaboration with broad-based and large-scale second and
third-tier community organizations as well as of NGOs (and their federations) to
improve the community empowerment and participation process in municipal activi-
ties. The natural level of affiliation for such community organizations would be with
sub-national, national and regional municipal development associations and institutes
as well as with government Ministries.

Arrange opportunities for product-oriented "encuentros” between groups in and out
of power to facilitate the participatory process. Such product-oriented "encuentros"
would help to focus groups from highly-divergent political affiliations on action-
oriented programs that transcend politics and in which agreement can be found (such
as in public services, housing and health). This activity, which was recommended by
representatives in both the public and private sector from different political affilia-
tions, is particularly important where political divisions make participation difficult
and where certain groups are otherwise excluded from the development process.

Establish systems for community participation in the evaluation of public sector proj-
ects as well as systems for accountability of the public sector. These would include
evaluations (formal and informal), published public surveys, and the institutionalizing
of the "power of recall.”
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D. MUNICIPAL SUPPORT ORGANIZATIONS

Municipal support organizations are critical to decentralization and democratization
in the region, playing the same essential role for their member municipalities as community
organizations and NGOs play for their respective member and client communities. This
role—of providing the means for one to "meaningfully participate in one’s own develop-
ment"—implies that municipal support organizations play several critical functions for their
members. These include organization, representation, resource mobilization, leverage,
economies of scale and access to technical assistance and training. These functions are
certainly the ideal and constitute some of the critical building blocks of democratization and
decentralization. However, the reality in Central America is that all these functions, as pre-
viously described, are provided in a very limited fashion through the combined activities of
municipal associations, on the one hand, and municipal development institutes, on the other.
As a result, reforms are required to improve the institutions and processes that support the
development of municipalities in the region. Specifically, reforms are required to:

1 Educate and train all those actors involved in the municipal development process (be
they municipalities, departmental representatives, national governments or interna-
tional donors). This education and training are necessary so that coherent strategies
for supporting democratization and decentralization can even begin to be supported.
Most critical, however, is that the municipalities themselves become knowledgeable
of the importance of their supporting institutions.

2. Clearly define and coordinate the respective roles of associations and institutes, parti-
cularly where training, technical assistance and financing mechanisms are concerned.

3. Organize and mobilize municipalities such that their respective municipal associations
and development institutes are representative and sustainable. This mobilization
needs to come largely from the municipalities themselves, since it is a question of
"ownership," participation and self-determination, albeit with support from the nation-
al, regional and international community.

4. Target, obtai. and effectively utilize technical anc financial assistance from actors at
the national, regional and international levels. This assistance will very well need to
come through the same support organizations (associations and institutes) that re-
quire institution building. In other words, municipalities not only need to know what
road to follow in order to reach their goal—and the resources to do it—but must also
know how to make improvements to the vehicle that will ultimately get them there.

5. Combine that institution building with coherent and well-formulated strategic plans.
In fact, by carefully designing policies and the programs to implement them, munici-
palities and their support organizations can maximize the limited resources available
to them. Only with such a strategy can municipalities effectively develop and partici-
pate in an overall process of democratization and decentralization.
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E. MUNICIPAL FINANCE AND FISCAL AUTONOMY

The decisions on how-or whether-to respond to the fiscal bind of local governments
in Central America must ultimately be made by the people of the region through their local
and national governments. On the basis of the findings and conclusions presented previously;
however, the following recommendations appear appropriate. They are presented in order
of perceived priority.

1. Improve Resource Mobilization

a. Upgrade Tax Collection. The present widespread evasion and late payment of local
taxes is a serious problem for municipalities throughout the region. It results in
revenue shortfalls and saps the credibility of local officials. While much should be
done to improve the structure of local tax systems so as to improve collection
capability, there is also ample scope for mayors and councils to mount immediate
efforts to improve rev :nue collection under existing authority. Postponing efforts to
strengthen tax collection nntil municipal service quality improves—the excuse offered
by some local officials—is an unwise and unrealistic approach.

b. Upgrade Cost Recovery. The same serious shortfalls in revenue collection
characterize many service delivery systems for which full cost recovery should be
achieved. This is especially important for services such as water, drainage, and
lighting where the failure to collect legitimate charges seriously hampers efforts to
delivery adequate services. Such failure has also been found to be of little or no
benefit to low-income residents to whom services are often not extended because of
revenue shortfalls.

c. Expand Local Tax Authority. Local governments need the authority to levy efficient,
effective and equitable taxes if they are to support the cost of essential services.
There are three principal choices of tax most appropriate for local reliance:

m The real property tax is the single resource relied on most commonly by local
governments throughout the world. But to be an effective local resource, a real
property tax needs three critical features: it requires an adequate cadastral base
of maps and property records; there must be an effective system for assessing
property values; and the local government must have discretionary authority to
vary the tax rate—at least sufficiently to keep pace with inflation. Significant
efforts are required to strengthen property tax systems where they exist in the
countries of Central America.

w  The vehicle tax, levied on the value or just on the ownership of a motor vehicle,
is a potentially productive and efficient tax for local government. It is generally
progressive because vehicle owners are generally weaithier than other citizens
and—especially if linked to national systems of vehicle registration—is inexpen-
sive and easy to colleci. This is a tax that would be most productive for the
region’s major cities where motor vehicle use generates the greatest demands on
streets and services.
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s The sales tax, either in its direct form or as a value-added levy, is another appro-
priate and effective local tax, especially in situations where it can be linked as a
local surcharge on the rate of a nationally-collected sales tax.

Expand Credit Availability. Expanding the ability of municipal governments to
borrow so as to finance long-term capital infrastructure investments would be of
major benefit, especially for the region’s larger citics. Efforts to expand credit avail-
ability must, however, be based on realistic interest rates sufficient to repay the loans
after inflation and on sound lending policies that assure repayment of principal
through insistence on collateral and other standard practices. For the near future,
credit for municipal governments is likely to come only through public or parastatal
institutions, but a long-range goal should be stretigthening municipal management to
the point where the private sector is willing to provide credit as well.

Exchange Information and Ideas. There already exists in Central America an
enormous body of knowledge and experience in municipal government. Both at the
national and local levels (especially in the larger cities), there are people who have
information that ought to be shared with their peers in other localities and countries.
Expanding the opportunities for such interchange offers a cost-effective approach to
upgrading governmentai capacity and competence.

2. Strengthen the Fiscal Basis of Decentralization

Make Revenue Authority Permanent. At present, municipalities throughout the
region are subject to the requirement of annual approval of their revenue-raising
authority by national legislatures or central administrators. Usually, this takes the
form of requiring approval of a detailed schedule of local taxes and service charges
(often called the "plan de arbitrios"). An important step toward effective home rule
would be adoption of a Municipal Code or other legislation making permanent the
revenue-raising authority of local governments in a form that at least allows them
reasonable flexibility to increase (or decrease) rates. Without this, municipal author-
ities are subject to continual second-guessing by national authorities and much of the
potential for decentralization is destroyed.

Aiter the Role of National Monitors. Another significant obstaclc to increased
decentralization of authority and responsibility to local government is the cversight
role played by central government monitors. This is true ¢ven though in many cases
the central role is justified by the fear—unfortunately, on occasion well-founded—that
local authorities will behave irresponsibly without close supervision by the Ministry
of Government, or by an autonomous body set up to exercise oversight of local
governments or by the national Comptroller’s Office. The goal should be for these
national bodies to limit their interventions to such actions as: providing training and
technical assistance, including written guides on effective local administration;
establishing standards for accounting and other financial controls; and carrying out
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post-review of the financial actions taken by local governments. Pre-audit, pre-
approval of local budgets, such as is now done in several countries, is a serious hand-
icap to effective decentralization.

Upgrade Financial Management. The key financial management systems—especially
budgeting and accounting—of local governments need to be improved. The serious
flaws that now exist in many localities offer too ready an excuse for central officials
already skeptical of the potential benefits of decentralization. In addition, it is essen-
tial to increase the number and improve the quality of financial management per-
sonnel in local government.

3. Expand and Improve Intergovernmental Transfers

Introduce National Revenue-Sharing. National revenue-sharing should be intro-
duced where it dces not now exist (for example, in Nicaragua and El Salvador). Even
with improvements in local revenue-raising capacity, such as those recommended
above, there will still be a critical need for national governments to share their more
ar.ple resources with municipalities. This is especially the case for the many poor
rural and quasi-rural localities in the region.

Review and Revise Distribution Formulas. The experience of Guatemala with its
revenue-sharing system is one from which all countries in the region can learn. One
important feature to corsider is whether a percentage share of all central revenue is
the most appropriate basis for such a system and, if so, what percentage level is likely
to prove affordable for central governments over the long run.

Conform Revenue-Sharing to Economic Objectives. Economic development is a
vital goal for all countries in the region. If substantial national resources are to be
committed to revenue-sharing with local governments, it would be apprnpriate to use
such programs to direct resources where they will have the greatest iinpact on pro-
ductivity and economic development. Distribution formulas that give equal weight to
all municipalities-whatever their population or growth potential-are not consistent
with this standard.

Remove Unnecessary and Inefficient Rules. Another feature of intergovernmental
revenue-sharing that needs careful review is whether there are constraints or limits
that are unnecessary or inefficient. In Guatemala’s program, for example, the prohibi-
tions on using aid fizads for the engineering and legal staffs essential to sound con-
tracting, or for even minimal use to maintain or operate newly-built capital facilities,
could well be eased. The new program in Honduras, or the modest program that now
exists in El Salvador, both of which allow use of a modest portion of the funds for
recurrent budget functions, appear sound in this regard.
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ANNEX |
NATIONAL/REGIONAL URBAN
STRUCTURES IN CENTRAL AMERICA

INTRODUCTION

Central America’s rapid urbanization during the 1950s through 1970s produced an ever
increasing concentration of wealth and population in the large capita’ cities, and a lack of
secondary cities in the 20,000 to 100,000 population range. However, tue 1980s witnessed
aremarkable growth in the number of secondary cities, despite continued growth ot the pri-
mate cities. As Central America looks towards the year 2000 with a reinforced commitment
to export-oriented development, these new secondary cities could play two vital roles: to
foster non-traditional exports that do not have to be located near the principal internal
market, and to absorb some of the migration that is feeding the explosive growth of the
marginal barrios in the primate cities.

This annex documents recent changes in the urban hierarchies in the countries of Central
America, pointing out which secondary cities show the most growth potential. The study
draws on the most recent published census data and other published sources, complemented
by interviews with government officials and other individuals who monitor urban growth in
the region. Besides documenting urban population trends, the annex analyzes the functional
division of labor among the principal cities in each country, their economic base, and their
areas of influence. The anncx concludes with summary recommendations for building a
common urban development strategy for the region.
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A. GUATEMALA

GUATEMALA CITY: Primate City for the Region and Nation

Guatemala boasts the largest primate city in Central America with 20% of the region’s
population, Guatemala City. In addition, as of 1980, 20% of the nation’s population lived
in the Guatemala metropolitan area, which was already 20 times the size of Quetzaltenango
and 27 times larger than Esquintla, the two largest secondary cities (Echegaray 1990, p.12).
By 1985, Guatemala City had nearly 1.25 million inhabitants and more than 60% of the
nation’s enrollment in middle schools (Anuario Estadistico). The growth of the metropolitan
area is due in part to its being the primary destination for migrants within the country
(including many refugees from conflict zones).

At the hub of the nation’s transportation network, Guatemala City is located in the country’s
most productive agricultural region, the central highlands, which produces 85% of the
country’s coffee, along with sugar cane and cattle. The metropolitan area is also the main
beneficiary from the growth of non-traditional exports, as the production of cardamon and
ornamental plants and other such exports are concentrated in the central highlands.

Industrial growth during the 1950s through the 1970s has reinforced the capital’s commercial
primacy over othar cities in Guatemala and even extended its sphere of influence to
neighboring countries.

This industrial growth has continued into the 1980s and 1990s. Now, as an important part
of the growth, apparel maquiladoras and assembly plants are increasingly locating primarily
in the metropolitan area, although there is a free zone for maquiladoras in the port of Santo
Tomas de Castilla on the Atlantic coast. (EIU)

Guatemala City’s metropolitan area has grown to incorporate surrounding municipalities.
Antigua Guatemala has entered the immediate zone of influence of the capit~l city, but is
also experiencing growth in its own right due to the rise of non-traditicnal exports,
particularly flcwers, in its agricultural hinterland. El Progreso (now called Guastatoya),
which is located in a semi-arid zone with little agriculture, has become a dormitory satellite
of the capital city, lacking any strong economic base of its own. Chimaltenango, also in the
capital’s area of influence, is sharing much of the apparel maquila industry with Guatemala
City.

Guatemala City is connected to the Atlantic Coast at Puerto Barrios, on the one hand, and
to Mexico throuch Quetzaltenango, on the other, by one of the country’s major roads. The
Pan American dighway branches off from Guatemala City, connecting it to El Salvador.
Another route connects Guatemala City to the Pacific coast at San Jose, passing through
Escuintla. Rail lines connect both coasts to the capital, and there are branch lines from the
capital to both borders. Commercial air service arrives at only one city outside the capital:
Flores in the Peten region. One major road does not pass through Guatemala City: the
Pacific Coastal Highway that roughly parallels the highland route through Guatemala City
&. passes through some important secondary cities: Escuintla, Mazatenango, and
Coatepeque, skirting by Realhuleu.

17
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' ' TABLE ANNEX L. i
GUATEMALA: NUMBER OF CITIES BY SIZE CATEGORY, 1973-1985
City Size Category 1973 1981 1985
>100,000 1 1 1
50-100,000 1 1 2
20- 50,000 4 6 10
10- 20,000 14 15 9
TOTAL | 20 23 22
SOURCE: Census, 1973, 1981; PNUD/SEGPLAN, 1989.

While relatively stable through the 1970s, Guatemala’s urban hierarchy underwent some
significant changes in the 1980s: the blossoming of a new large secondary city, Escuintla, and
the addition of several new smaller secondary cities in the 20,000 to 50,000 population
range, as Table Annex 1.1 and 1.2 illustrate. The number of towns in the 10,000 to 20,000
range actually declined between 1981 and 1985, however, as those that grew into the next
size category were not replaced by new entrants.

Current estimates show that Escuintla has already overtaken Quetzaltenango as the second
largest city. Four cities are expected to enter the 50,000 to 100,000 range during the 1990s:
Santa Lucia Cotzumalguapa, followed by Coatepeque, Retalhuleu, and Mazatenango, all in
the productive sugar cane region in the western Pacific coastal plains.

Through 1981, Quetzaltenango was the only secondary city between 50,000 and 100,000
inhabitants, serving smaller towns and rural areas in a large agricultural hinterland extending
from the highland coffee zone to the Pacific coastal plains. As Guaiemala City’s primacy
increased during the 1950s through 1970s, Quetzaltenango began to lose its importance for
smaller towns in its hinterland, such as Retalhulen and Mazatenango.

Escuintla, now the second largest city, is the major destination for migrants after Guatemala
City. It is the most important urban service center for the wealthy Pacific region and the
coastal plains that are home to large scale cotton production, along with sugar cane and
bananas. The region’s urban growth began in the 1960s and continued through the 1980s
despite the consistent decline in cotton production during this decade (EIU, p.17). Escuintla
is located strategically at the crossroads between the coast highway and the highway that
connects Tegucigalpa to the major port for the region, Puerto San Jose. Also growing at
above average rates, Puerto San Jose has large, modern port facilities and a diversifying
array of urban services.
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: 4, TABLE ANNEX 1.2
GUATEMALA POPULATION OF CITIES, 1973-1985 |

RBANCENTER i FOPULATION (000) DATIO.__

T 1981 1985/1981
PRIMATE CITY
Guatemala City 979.4 754.2 1,237.7 1.64
SECONDARY CITY
Quetz2itenango a0 62.7 82.3 1.31
Escuintia 372 36.9 54.9 1.49
Retalhuleu 202 22,0 34.7 1.58
Puerto Barrios : ,:,1:9.7' . 242 302 1.25
Mazatenango 242 209 28.0 1.34
Coatepeque 15.9 19.3 26.9 1.39
Chiquimula 16.2 18.7 23.7 1.27
San Marcos-San Pedro 16.7 18.4 , 23'.2 1.26
Jalapa 13.8 16.9 20 1.30
Sta.Lucia Cotzumalguapa 13.9 14.6 210 1.44
Antigua Guatemala 17.7 15.8 201 1.27
Chimaltenango 13.1 15.0 ' 20.0 1.33
Santiago Atitlan 11.5 14.2 17.9 1.26
Coban 11.9 14.2 175 1.23
Huehuetenango 11.8 12.4 16.5 1.33
Tiquisate 10.8 12.1 16.2 1.34
Zacapa 12.7 12.5 15.6 1.25
Pto.de San Jose/Quetzal <10.0 <10.0 14.5 ——
Jutiapa 10.1 10.6 13.5 1.27
Patzun <10.0 <10.0 12.4 ——ee
Sta. Cruz del Quiche <10.0 <o | 11.6 —_
NATIONAL TOTALS 52119 6,054.2 na —
SOURCE: Census, 1879, 1881; PNUD/SEGEPLAN, 1689, -
Bt T haiod aes opesiant sies n e 20000 w8000 e,
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Further up the coastal plains towards Mexico is ihe country’s other major growth area
outside of Guatemala City. This productive sugar care zone contains several small secondary
cities that are growing very rapidly: Santa Lucia Cot-.umalguapa, Retalhuleu, Mazatenango,
and Coatepeque. These are all urban trade and service centers for their surrounding
agricultural hinterland. In addition, Coatepeque is growing from increasing trade with
Mexico. Santa Lucia Cotzumalguapa is expected to become the fourth largest city in the
country, mushrooming from just 20,000 inhabitants in 1985 to a projected 60,000 by the year
2000.

The Peten region in the far north is the least developed region of the country. Nevertheless,
in recent years its large tropical forest reserves have attracted increasing colonization. The
small departmental capital of Flores has grown significantly as a result. Accordingly, the
domestic airline makes its only stop outside of Guatemala City in Flores on its way to the
United States.

The Atlantic port city of Puerto Barrios is not growing rapidly, and the road connecting it
to Guatemala City has deteriorated. However, with a new free trade zone, privatized port
management, and growing banana exports from the region, as well as some non-traditional
agricultural exports, it may be revitalized.

The northern highland region extending from the department of Quiche on the Mexican
border to the departments of Zacapa and Izabal on the Honduran border is a poor rural
region with a large indigenous population dedicated primarily to subsistence agriculture. The
region is experiencing net outmigration. The major town is Coban, which lies on the route
to Peten and is well connected to the highway to Guatemala City at El Progreso. Coban is
growing, although slowly, based on tourism and increasing cultivation of cardamon and
coffee in the surrounding hinterland. Zacapa and Chiquimula are also growing as rival
market towns for increasing output in vegetables (especially tomatoes) and cattle. Oil
development near Rubelsanto, however, has not promoted urban growth in the region. As
a result, the little growth in the region is attributable largely to agriculture.
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Population in Key Cities, 1985
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B. EL SALVADOR

San Salvador, the capital, is the major pole of attraction for migrants from the guerilla
zones and subsistence areas, which are largely the same. With about one million inhabitants
(946,000 according to EIU Country Profile 1991-92), San Salvador has nearly one-third of
the country’s labor force. The metropolitan area is growing as the nation’s commercial and
administrative center. The tertiary sector, fed by migration and expatriate remittances,’ is
the most rapidly growing sector in San Salvador. It includes construction, finance, commerce
and services. While El Salvador’s government pursued an import substitution policy through
the mid 1980s, industry never gained a big share of San Salvador’s economy. Recent
evidence, however, does show an increase in textiles, clothing, food processing, and assembly
for reexport (EIU p.38, citing data from Banco Central de Reserva). San Salvador also
serves the swrrounding agricultural region, which is the major producer of corn, beans and
rice for domestic consumption.

Two highways link San Salvador to the major secondary cities. The Pan American Highway
goes through Santa Ana in the west and San Miguel in the east; the coastal highway, which
runs parallel to the Pan American, links San Salvador with Sonsonate, Zacatecoluca and
Usulutan. A railway links Ahuachapan and the port of Acajutla in the west with San
Salvador and crosses eastward to La Union.

El Salvador’s urban hierarchy changed markedly with the growth of intermediate-sized
secondary cities during the 1970s but, unlike other Central American countries, showed little
change during the 1980s. During the 1970s the number of large secondary cities with more
than 50,000 inhabitants (Santa Ana and San Miguel) stayed the same. However, the number
of intermediate-sized secondary cities (between 20,000 and 50,000 population) more than
doubled, from three to seven as Table Annex 1.3 illustrates. Even the number of small
secondary cities with between 10,000 and 20,000 population increased by fifty percent, irom
si: to nine. During the 1980s, in contrast, there was very little change in El Salvador’s urban
hizrarchy, other than the addition of several more small secondary cities between 10,000 and
20,000 population. These intermediate and small secondary cities are well distributed aronnd
the country, and are connected by a fairly well integrated transportation network that belies
San Salvador’s primacy.

There are at least 500,000 Salvadorans outside the country. The export of Salvadorans due to war, politics,
and ecoaomics is a major scurce of income for the country due to expatriate remittances. In fact, when the war
ends and the political climate becomes more tolerant, the cities of El Salvador will have a very difficult time
absorbing the returning population, not only due to the incrcased demand for housing, infrastructure, and
empioyment, but also due to the loss of the remittances.

.,«/\4“
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| - TABLE ANNEX 1.3
| EL SALVADOR: NUMBER OF CITIES BY SIZE CATEGORY, 1961-1987

Population .
Size Category 1961 1971 1931 1987

>250,000 1 1 1 1
100-250,000 0 0 1 1
50- 100,000 1 2 1 2
20- 50,000 3 3 7 7
10- 20,000 7 8 9 14
TOTAL 12 13 19 25

SOURCE: Census, 1961, Anuario Estadistico, 1971, 1981; official estimations for 1987 by Direccion General de Estadistica y
Censos, Ministerio de Economia, reported in Echegaray (1990).

One of the two major growth poles outside of San Salvador is Santa Ana, located on the
Pan American Highway north west of San Salvador. As the major city in the country’s most
important coffee region—a region unhindered by guerrilla activity—Santa Ana is growing not
only because of expanding coffee procuction in its agricultural hinterland, but also because
of its role as a commercial center for overland trade with Guatemala, an important source
of industrialized inputs. Trade with Guatemala is growing once again after a steady decline
during the most of the 1980s since the collapse of the Central American Common Market.

Two smaller towns in Santa Ana’s area of influence are also growing rapidly: Chalchuapa,
a service center for the coffee growers, and Ahuachapan, which not only is an agricultural
service center for coffee production, but also a commercial center for trade with Guatemala.
Chalchuapa and Ahuachapan are located on the Pan American Highway between Santa Ana
and the Guatemalan border.

San Miguel, the other major growth center outside of San Salvador is located in a region
of guerrilla activity. As a result, despite it being the major city in the region, it has
experienced much rural outmigration due to the people fleeing the violence. Its immediate
hinterland is also a productive coiton and coffee-growing area. South of San Miguel on the
Pan American Highway (close to Nicaragua) is La Union, a small city which grew rapidly
during the 1980s because of military assistance from Nicaragua for the Salvadoran guerrillas,
(Echegaray interview).

Sonsonate, El Salvador’s fourth largest city, is expanding as a commercial center because
of its proximity to the port of Acajutla and good access to San Salvador. The port itself,
however, has been in steady decline since the mid 1980s (EIU, p.45). Sonsonate is also a
service center for the surrounding cattle raising area.
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TABLE AMNEX 1.4
EL SALVADOR: POPULATION OF CITIES, 1971-1987
Population (000) Ratio
Urban Center
l 1971 1981 1987 1987-1981
PRIMARY CITY
San Salvador 498.6 750.2 873.9 1.16
SECONDARY CITIES
Santa Ana 107.0 123.3 144.8 1.17
San Miguel 53.7 81.2 92.9 1.14
Sonsonate 34.8 44.7 50.5 1.13
Usulatan 19.0 29.1 34.2 1.18
Cojutepeque 17.3 28.2 33.8 1.20
La Union 17.7 24.8 29.5 1.19
Chalchuapa 20.5 242 27.4 1.13
San Vicente 20.8 23.9 29.0 1.21
Zacatecoluca 17.0 22.8 29.1 1.28
Ahuchapan 16.7 19.4 21.0 1.08
Quetzaltepeque 12.3 171 19.9 1.16
Acajutla <10.0 14.3 16.6 1.16
Armenia <10.0 119 13.7 1.15
lzalco <10.0 11.7 13.3 1.14
La Libertad <10.0 11.2 13.5 1.21
Santiago de Maria <10.0 11.1 12.5 1.13
Metapan <10.0 10.9 12.6 1.16
Chalantenango <10.0 10.4 12.6 1.21
NATIONAL TOTAL 3,549.3 4,748.2 5,580.3 1.18
SOURCE: Census, 1961, Anuano Estadistico, 1871, 1881; official estimations for 1887 by Direccion General de Estadistica y Censos, Ministerio de Economia,
reported in Echegaray (1990).

NOTE:  Figures are for urban population of municipality. Figures for San Salvador are for metropolitan area, which is composed of 13 municipalities,

Other growing but small urban centers include Zacatecoluca and San Vicente to the
southwest of San Salvador. Both are in an area of strong growth in cotton production and
engage in some simple industrial processing (cotton ginning). They are both departmental
capitals as well. Closer to San Salvador, less than an hour away by the Pan American
Highway, is Cojutepeque, which is growing rapidly as a service center for the surrounding
coffee and cotton growing area. Finally, Usulatan is growing, principally as an administrative
center and departmental capital. (Echegaray interview)
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C. NICARAGUA

The major cities, ports, industries and agro-export farms of Nicaragua are concentrated
in the western portion of the country, from the central mountains to the Pacific coastal
plains. Managua, the country’s administrative and political hub as well as primate city, has
about one million inhabitants (Norsworthy, 1990, p.4). The capital region contains about a
fourth of the country’s population yet produces more than 40% of its value USA, the
primary destination for migrants from all regions of the country (Conroy, p.65, citing data
from 1985). The service sector absorbs 75% of Managua’s labor force, contrasting with
manufacturing, which is at about 15 percent. The country’s newly reopened free trade zone
is in Managua which could over time alter the high service manufacturing sector’s ratio.
(Conroy, p.65)

Managua is connected to the important secondary cities of Leon and Chinandega on the
Pacific coastal plains by the country’s major highway. Another road, the old Pan American,
connects Managua to the northern highland cities of Esteli and Matagalpa. A good road,
serving much commuter traffic, connects Masaya and Granada to Managua.

While Managua continues to grow rapidly, the country has four large secondary cities: Leon,
Chinandega, Granada, and Masaya. As Table Annex 1.5 illustrates, the last three euntcred
the 50,000 to 100,000 size category during the 1980s. The number of sinaller secondary cities
(20,000 to 50,000 range) doubled during the 1970s fror: four to eight, but remained constant
during the 1980s.

o TABLE ANNEX 1.5 |
L NICARAGUA: NUMBER OF CITIES BY SIZE CATEGORY, 1971-1990
 POPULATION.
 SIZE CATEGORY 1971 1980 1990
>100,000 1 1 1
50- 100,000 1 i 4
20- 50,000 4 8 8
10- 20,000 7 n.a. n.a.
TOTAL 13 10 13 ]
SOURCE: Fox and Huguet (1977), pp.168-168, based on Census, 1971, and projections for 1880 and 1890,
NOTE:  Figures ase for urbanized areas.
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Only 25 miles apart, Leon and Chinandega make up the largest and fastest growing urban
area outside of Managua. They are the principal cities for the northwest Pacific coastal
region, one of the richest agricultural areas of Nicaragua, with much of the country’s large
scale, technified, export-oriented agriculture. The largest sugar cane processing plant in
Central America is located near Leon. It employs more than 3000 permanent workers and
about 2500 seasonal workers, producing about half of Nicaragua’s sugar production,
primarily for export. The parent company, Nicaragua Sugar Estates, has large urban interests
in banking, finance, and automobile importing and retailing (Whiteford and Hoops, p.186).
Corinto is the sizeable port city serving the region.

, TABLE ANNEX 1.6 .
" “NICARAGUA: POPULATION OF CITIES, 1971-1990
KNS ' . Average Annual -
L Urban Centef ‘ Population (000) Growth Rate
| 1971 1980 1990 1980-1990
PRIMATE CITY
Managua 384.9 661.9 1,075.2 1.62
SECONDARY CITIES
Leon 54.8 75.3 98.0 1.30
Chanandega 29.9 46.3 68.8 1.49
Granada 35.4 48.2 62.5 1.30
Masaya 30.8 425 55.8 1.31
Matagalpa 20.7 28.8 37.8 1.31
Corinto 134 220 34.6 1.57
Esteli 19.8 334 32.7 0.98
Chichigalpa* 14.6 21.7 31.1 1.43
Bluefields 14.4 20.3 278 1.37
Jinotega 10.2 16.3 25.0 1.53
Jinotepe 12.5 17.2 22,6 1.31
Rivas 10.0 14.8 21.0 1.42
TOTAL
SOURCE: Fox and Huguet (1977), pp.168-169, based on Cencus, 1971, and projections for 1980 and 1990.
NOTE: Figures are for urbanized areas.
* near Chinandega

Masaya and Granada are the major cities of the south central region, a relatively densely
populated area, much of which is within commuting distance of Managua. Nearly 20% of
the region’s labor force is in manufacturing, mainly small scale agro-processing and
handicrafts (Conroy, p.63). The two cities also serve as commercial centers for the
surrounding productive agriculturai hinterland.
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Matagalpa and Esteli are the major market towns and service centers for the norihern
highlands, a poor agricultural region of largely small subsistence plots. The level of under-
employment in the region is one of the highest in the naticn. (Source: INETER/SPP, cited
in Conroy, p.64). Peasant farmers have been pushed furtber and further into the highlands
to grow corn and beans as more profitable coffee and beef production has taken over the
more accessible land. This region was the one most affected by the civil war in the early and
mid-1980s.

The Atlantic Coast region covers half of Nicaragua, but contains less than six percent of the
population and produces only one percent of the national value-added (Couroy, p.65). It is
populated primarily by indigenous Indian groups, such as the Miskito. Rama is one of the
few towns in this isolated region that is connected by road to the Spanish-speaking western
region of the country. Also linked by navigable river to the Atlantic, the town shows some
potential for growth in non-traditional exports. The port town of Bluefields, on the coast,
serves only a small local hinterland and is linked to the west only by river (to the town of
Rama).
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D. HONDURAS

Honduras is divided eccnomically into two large regions: the southern region, whose
primate city is the capital, Tegucigalpa, the political and ac'ninistrative center for the
country; and the northern region, whose primate city is San Pedro Sula. The northern region
is the economically dominant region of the country and is expected to expand its dormnance
even further with the rise of non-traditional exports, both agricultural and industrial.> Over
a quarter of the work force in San Pedro Sula is in manufacturing, which rerresents one-
third of the nation’s industrial work force. One of the country’s richest agricultural areas,
the Sula Valley, surrounds tke city. The country’s rail network is concentrated in the north
coast region and does not reach Tegucigalpa. While San Pedro Sula has continued to have
around 50% the size of Tegucigalpa (1974 and 1988), the San Pedro Sula metropolitan area
was approximately 70% the size of Tegucigalpa in 1988. This is indicative of a much faster
growth rate for the San Pedro Sula metro area than for Tegucigalpa and is due to the fact
that, unlike Tegucigalpa, San Pedro Sula’s growth has radiated out to nearby secondary
cities that have been incorporated into the metropolitan area.

While Tegucigalpa and San Pedro Sula have both shared increased primacy, Honduras has
witnessed a marked growth of secondary cities between 1974 and 1988. As Table Aanex 1.7
illustrates, in 1974, Honduras had only two cities (Tegucigalpa and San Pedro Sula) with
more than 100,000 inhabitants, no cities with a population between 50,000 and 100,000, only
four between 20,000 and 50,000, and six between 10,000 and 20,600. By 1988, there were still
only two cities with over 100,000; only three cities in the 50,000 to 100,000 category; eight
cities in the 20,000 to 50,000 size category; and five in the 10,000 to 20,000 range. This
indicates a doubling of ciiies in the 20-50,000 range and three entirely new cities (where
there were none) in the 50-100,000 range.

Most of this urban growth has been concentrated in the Sula Valley and the San Pedro Sula-
Tegucigalpa axis (Urban Institute, 1989). Fast growing secondary cities in the Sula Valley
are Choloma, La Lima, Villanueva, and El Progreso. These market towns that provide
services to the surrounding banana growing hinterlands have become part of the San Pedro
Sula metropolitan area. Many have received industrial as well as residential spillover from
San Pedro Sula. Comayagua and Siguatepeque on the Tegucigalpa-San Pedro Sula road are
arowing as agro-processing and service centers for the surrounding agricultural hinterland.

2Maquila industry is concentrating in the Sula Valley. Since 1987, the government has authorized six private
free trade zones, most of which are in the Sula Valley. Most of the maquila activity is in apparel; however, US
import quotas on apparel, which Honduras has not yet reached, may limit this growth. The government hopes
to expand into electronics, metal manufacturing, and furniture. The government allows duty free temporary
imports anywhere in Honduras, so while it is likely that maquila activity will concentrate in the Sula Valley, it
does nat have to.
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w7 TABLE ANNEX L7
ONDURAS NUMBER OF CITIES BY SIZE CATEGORY, 1970—
~-1988
'P,Opulbation_:r- Cig7a " 4988

Size  Category

>100,000 2 2
50- 100,000 0 3
20- 50,000 4 8
10- 20,000 6 5
I_ TOTAL 12 18 .

|l Derived from: SECPLAN, National Census Data, 1974, 1988.

Not all the growth is concentrated in the Sula Valley and San Pedro Sula-Tegucigalpa axis,
however. The fastest growing city in the country is located in the Aguan Valley: Tocoa,
which grew from less than 10,000 inhabitants in the early 1970s to well over 13,800 in the
late 1980s. According to Minisiry of Planning studies, the fastest growing region for the
nineties will be the Aguan Valley, based on both traditional and non-traditional agricultural
exports. Banana production is expanding as a result of Chiquita, Standard Fruit, and, more
recently, a British firm opening up new lands and financing new production by cooperatives.
Independent producers are also increasing their production. (EIU Country Profile 1991-2,
Honduras, p.60). There is a substantial food processing industry in the region as well,
spearheaded by the foreign banana companies. Coffee production continues to grow in the
region, despite a dip in international prices in 1990. Non-traditional exports, such as melon
and pineapple, are also flourishing.

None of the north coast port cities have felt the impact of the region’s growth, as yet.
However, as exports increase it is expected that they will. The port cities of La Ceiba and
Trujillo, which are near the Aguan Valley, have experienced only average growth, La Ceiba,
site of one of the completely filled government-owned free zones, has not yet become
strongly linked with the Aguan Valley, but new roads have been built to nieet the expected
growth in demand for shipping. Standard Fruit Company, however, has cut back its
processing in the area and is moving its central operations to Puerto Castillo, where the
Venezuelan government is exploring the possibility of building a new refinery for processing
Venezuelan crude for the Central American market. The port of Trujillo also has unrealized
growth potential because of its proximity to Tocoa, the fastest growing city in the Aguan
Valley.

Puerto Cortes, which is the country’s largest port and handles over half the country’s export
trade, 1s not growing fast, desplte its crucial role as the niajor outlet for the San Pedro Sula
Valley.? Direct container service to Miami and New Orleans is available twice a week.

3Some attribute this stagnation to the physical constraints of being located on a peninsula and to poor
drainage that has created an unhealthy, mosquito-infested environment.
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There is a government-owned free zone at Puerto Cortes, established in 1976, that is now
full. Texaco operates an oil refinery at the port.

Other cities with strong growth potential for the *90s are Juticalpa and Catacamas, the
principai cities of the eastern region. These centers are expected to grow because of their
location on a new road connecting Tegucigalpa to the Aguan Valley and the Atlantic coast.
There is also some agricultural colonization taking place in the region.

The other urban growth center outside of the Sula Valley and the San Pedro Sula-
Teguagalpa corridor is Choluteca, a regional service center for the surrounding farrmng and
ranching in the Pacific coastal plains located on the Pan American Highway.! The main
impetus to the city’s growth is the shrimp industry, cne of Honduras’s most dynamic exports.
Lobster exports are also growing, The surrounding hinterland, however, is not sharing in
Choluteca’s boom. A region of net outmigration, it is largely poor and densely populated
with subsistence farming and production for the domestic market. Nevertheless, the region
shows potential for growth because tr: litional crops are being replaced by more lucrative
non-traditional exports such as melons and cashew nuts, and investment in irrigation
infrastru~ture is taking place.

As in the South, most of the inhabitants of the western region are involved in subsistence
farming, despite some tobacco cultivation and mining in the area. The West has generated
many small market towns, including some of the oldest settlements in Honduras. Santa Rosa
de Copan is the largest and most important of the market towns in the West, offering some
industrialized processing such as beverage production. While the large El Mochito mine is
stepping up its activity in the region, it remains an enclave that does not stimulate much
additional growth in the regicn (Aguirre interview).

Near e Nicaraguan border, Danli grew rapidly in the 1980s because of the flow of refugees
from iis v-ar-torn neighbor. Currently, Danli is growing somewhat because of large-scale corn
production, some of which is now being exported (Aguirre interview).

“Choluteca averaged a 5.3 percent annual rate of growth during the 1974-1988 period, well above the
national average.
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[f—————
TR ' , TABLE ANNEX 1.8
AT S HONDURAS: POPULATION OF CITIES, 1974-1988 .
R ’ . Average Annual
A Papulation (000) Growth Rate (%)
T 1974-1988
P ——————— . . e ———.
PRIMATE CITIES
Tegucigalpa 273.9 551.6 5.1
San Pedro Sula’ 151.0 279.6 4.5
SECONDARY CITIES
La Ceiba 38.8 68.3 4.1
El Progreso 28.1 55.5 5.0
Chcluteca 26.2 53.8 5.3
Choloma <10.0 38.3 10.8
Comayagua 15.9 36.4 6.1
Puerto Cortes 25.8 314 1.4
Danli 10.8 28.1 7.0
La Lima® na. 27.7 n.a.
Tela 19.1 23.3 1.5
Juticalpa 10.1 20.0 5.0
Sta. Rosa de Copan 12.4 19.2 3.2
San Marces de Colon <10.0 18.1 -
Catacamas <10.0 17.4 4.7
San Lorenzo <10.0 15.3 3.5
Tocoa <10.0 13.8 12.1
Qlanchito <10.0 13.6 4.4
El Paraiso <10.0 13.0 4.8
Villanuva <10.0 120 4.6
La Paz <10.0 11.0 3.5
NATIONAL TOTAL 428.2 1,347.4
SOURCE: SECPLAN Population Data, 1988.
1Exciudes La Lima in 1888; growth inciuding La Lima ts 5.2%.
ZMade independent from San Pedro Sula in 1881,
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Estimated Population in Key Cities, 1988

Population

- 10.00 to 19.99
% 20.00 to 49.99
O 50.00 to 99.99
© 100.00 to 1500.00

Last Revision:
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| San Pedro Sula| @

Santa{Rosa

Pan American nghw

Derived from: SECPLAN Population Data, 1986
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E. COSTA RICA®

Costa Rica’s urban hierarchy continues te be dominated by the rapidly expanding
capital zity, San Jose. The San Jose metropolitan area is still by far the primary destination
of migrants in Casta Rica. The metropolitan area now includes the major secondary cities
of Alajuela, Car.ago, and Heredia. These cities, which developed as service centers for their
surrounding rich export-oriented agricultural hinterlands of coffee and sugar cane, are now
important residential, commercial, and service centers for the urban population. All three
are within a twenty mile radius of the capital along the major highway connecting the two
coasts ty San Jose. The San Jose metropolitan area is the commercial, cultural, industrial,
government and service center for the entire country. Construction and transportation are
also major employment generators in the metropolitan area. The bulk of non-traditional
manufacturing (1naquila assembling of appaur=l and electronics, primarily for Asia) is locating
in the metropolitan area, especially near the zirport for easy access to foreign inputs and
markets.

Despite San Jose’s dominance, there have been some important changes in the urban
structure outside the metropolitan area, especially the rapid climb of a number of cities up
the urban size hierarchy. As Table Annex L9 illustrates, in 1973, there were no c<ities outside
the metropolitan area in the over 50,000 category, only two in the 20,000 to 50,00 range, and
also only two in the 10,000 to 20,000 range. By 1984, there was one secondary city outside
the metropolitan area in the over 50,000 category, six (triple the number) in the 20,000 to
50,000 range, and eleven (about six times the number) in the 10,000 to 20,000 range. Also,
by 1984 the three secondary cities within the San Jose metropolitarn: area had entered the
over 50,000 category.

Outside of the rapidly growing metropolitan area, much of th: country’s urban growth is
spread out along the inter-coastal axis in 2 low density lineal fashion, although several uri:an
nodes have recently passed the 10,000 mark in population. Some of this growth is due to
residential expansion by commuters to the larger cities and some of it is due tn expanding
agriculture, especially bananas in the Atlantic coastal plain and sugar cane in the Pacific
coastal region.

St is very difficult to study city sizes in Costa Rica because the urbanization pattern is often lineal, with
urban growth spreading out al-ug the roads between towns, rather than concentrating in urban nodes. Thus, the
distinction between urban and rural becomes almost meaningless. Moreover, data in the 1984 census was
gathered by territorial units (province, cantcn and district) rather thaa by city or urbanized area.

C\\ v
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TABLE ANNEX 1.9 |

COSTA RICA: NUMBER OF CITIES BY SIZE CATEGORY, 1973-1984

City Size Category 1973 1984

>100,000 1 2

50-100,000 0 3

20- 50,000 5 6

10- 20,000 2 11

TOTAL 8 22
SOURCE: Census, 1973, 1984.

Some of the country’s major secondary cities of the 1970s (outside the metropolitan area)
of the 1970s lost their dynamism in the 1980s. The country’s two major port cities that lie
at either end of the inter-coastal route have not been growing much in recent years despite
an increase in exports. Puerto Limon, on the Atlantic coast, is the most important
administrative and trading center in the Atlantic region, although there are a number of
smaller towns that serve the region’s agricultural needs more directly. Producing bananas,
cocoa, basic grains for internal consumption and cattle, the region has been until recently
a major area of agricultural colonization. Basic grain production in the region has lagged
since the government removed the subsic s for domestic production in its effort to promote
exports. Similarly, Puntarenas on the Pacific coast has not experienced rapid urban growth
recently despite growing agricultural exports from the region (e.g. sugar cane).

Turrialba, the other large city on the inter-coastal axis outside the metropolitan area, grew
as the major service center for the surrounding agricultural region, as export agriculture
spread from the central valley to the coastal plains. While the city offers some manufactur-
ing and processing related to local agriculture and urban needs and provides a healthy array
of urban services for its local population, it has lost some of its cor.mercial importance as
a major stop along the intercoastal axis since the highway was rerouted during improvements
to bypass the city.

The largest secondary city of the 1970s outside of the intercoastal axis was Liberia, located
on the Pan American Highway in the northwest (Chorotega). The labor force is migrating
out of this rezion due to increasing mechanization of the region’s agricuiture.® While one

of the largest cities in 1973, Liberia has lost some of its relative importance and is not
growing rapidly now.

New urban growth centers emerged in the 1980s. The major growth pole outside the
intercoastal axis is Ciudad Quesada (also called San Carlos). This provincial capital has
boomed as the service center for expanding agriculture and cattle raising in the north., New
lands in the region have been opened up for producing non-traditional crops, such as
pineapples and flowers, and for raising cattle destined for the US market. New railroad

5The 1984 census shows net outmigration from Chorotega between 1979 and 1984.
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tracks are being built in the banana area of Rio Frio and the rivers themselves serve as
transportation routes in the colonizing areas. Airfields also serve the colonizing areas. In
addition to these signs of growth, the 1984 census shows net inmigration to the region.

Another major growth center is in the southwest: San Isidro de El General (also called
Perez Zeledon) is growing as a service center for expanding production in coffee, sugar
cane, tobacco, and cattle, as well as non-traditional export crops such as pineapples and
mangos. Like Ciudad Quesada to the north, San Isidro serves as the major urban center for
the growing colonization to the south. The Pan American highway gave the initial impetus
to this isolated region.’

The third major growth center is the result of tourism growth on the northwest coast.
Nicoya, which had fewer than 10,000 inhabitants in 1973, grew to over 20,000 by 1984. It has
surpassed Liberia as the largest city in the region. Nicoya is directly linked to San Jose by
frequent commercial air service aimed at the tourist trade. The nearby town of Santa Cruz
is also growing rapidly, with a population of more than 10,000 in 1984.

"Part of the southwest is not growing, however. Golfito, the major town in the once isolated banapa-
producing region in the far southwest, suffered dramatically when United Fruit closed its banana operations in
1985 because of labor conflicts (OIT, p.45). The government established a free port there to help sustain it
(although its initial success is waning since the government is reducing duties across the board without regard
to locatior:) and banapx production is beginning to revive.

x
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" E TABLE ANNEX 1.9
COSTA RICA: POPULATION OF CITIES, 1973-1984
Population (000) Ratio
Urban Center
1973 1984 1984-1973

SAN JOSE METROPOLITAN AREA 496.0 925.9 1.9
San Jose 401.0 656.5 1.6
Alajuela 34.3 127.4* 3.7
Cartago 34.6 87.1* 25
Heredia 26.1 54.9* 2.1
SECONDARY CITIES 1,950.7 2,616.3 1.3
Puerto Limon 29.6 52.6** 1.8
Puntarenas 26.3 29.2** 1.1
San Isidro (Perez 2.) <10.0 28.3** -
Turrialba 12.2 23.7** 1.9
Liberia 10.8 22.5** 2.1
Quesada (San Carlos) <10.0 21.7** -
Nicoya <10.0 21.5** --
NATIONAL TOTAL 1,871.8 2416.8 1.3

* canton
“*district

SOURCE: 1973 Census adjusted by Fox and Huguet (1977); 1984 Census.

NOTE: Population for urbanized area is shown, except when canton or district population is used, as indicated. Cities
ranked by 1984 population size of urbaniz2d area, down to 20,000.
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Estimated Population in Key Cities, 1984
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- 10.00 to 19.99
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Pan American Highway
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F. PANAMA

The greater metropolitan region of Panama has become a financial, commercial, and
transportation center for an international market. The metropolitan area’s economic well-
being depends more on the growth of overseas demand than on the growth of Panama’s
secondary cities and rural hinterlands. With the growth of Miami as a competing financial
and commercial center and the drastic decline in the South American demand for such
services, the government of Panama has begun to promote non-traditional manufacturing
for reexport, with some signs of success (EIU, 1991).

The metropolitan region is also characterized by a dramatic growth in the urban informal
sector, evidenced by the spread of marginal neighborhoods, precarious housing, overcrowd-
ing, and informal employment. The metropolitan region has added over a quarter of a
million people in the last ten years, many of whom fill the marginal neighborhoods and work
in the informal sector. New entrants to the labor force in the metropolitan area—primarily
youth, migrants, and women—are estimated to suffer an unemployment rate of over 40
percent (Urban Institute/Nathan, p.II-3).

The metropolitan region is not the only growing urban area, however, as Table Annex L9
illustrates. Five new intermediate-sized secondary cities developed during the 1970s, bringing
the total to six cities in the 30,000 to 50,000 population range by 1980. During the 1980s,
most of those cities continued to move up the urban hierarchy, as the number of large
secondary cities above 50,000 inhabitants expanded from two to seven.®

‘ TABLE ANNEX 1.9
PANAMA: NUMBER OF CITIES BY SIZE CATEGORY, 1970-1990

‘Population Size Category 1973 1981 -.1985
L Sy S o ver ey I |
>500,000 1 1 1
100-500,000 1 2
§0- 100,000 0 1 5
20- 50,000 4 6 4
10- 20,000 14 n.a. n.a.
TOTAL

SOURCE: Census, 1970, 1980, 1990.

The network of secondary cities in Panama was consolidated during the 1950s and 1960s
with the expansion of David, Chitre, Santiago, and Aguadulce, which are all linked by the
Pan American highway. The economic base of these cities was agriculture, trade, and
services. Government investment in infrastructure and state-owned agro-industries during

#Note that the census figures for 1980 and 1950 are for urban municipalities, not the urbanized area within
those municipalities. Thus, the figures may overstate actual urban center populations.
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the 1970s and first half of the 1980s helped the secondary cities along. (Nuhn and MacKay,
p-64)

David, the largest secondary city, grew rapidly during the 1980s. It’s hinterland, roughly
contiguous with the northern province of Chiriqui, is the major farming and ranching region
of the country. It produces most of the country’s rice, beans, fruit and meat, as well as
export crops such as bananas, coffee, oranges and tobacco. David is the region’s primary
cultural, administrative, commercial, service, and industrial center for the province. David’s
prosperity and growth depend on the well-being of its hinterland and vice versa.

David presides over a well-developed urban network serving the hinterland. The most
important cities in the area outside of David are La Concepcion and Puerto Armuelles.
These two cities are among the ten largest of the country. Like David, they have high
schools, a hospital, a majoi post office and telephone exchange, bank branches, and an array
of commercial services.. The smaller towns have very little urban infrastructure and provide
basic services to the surrounding agricultural lands.

The other major growth area outside the metropolitan region is in the central portion of the
country. The area’s well developed urban network is headed by Santiago, Chitre-Los Santos,
and Penonome, the most important service centers for the agricultural hinterlands. All three
are growing rapidly. Before the 1990 census results were known, Chitre-Los Santos was
considered the major regional growth center (Mizrachi, p.170); but the 1990 census shows
that Santiago and Penonome have outpaced Chitre-Los Santos. Santiago, for example, has
seen recent investment in new hotels and restaurants, new shopping centers and housing
developments. The downtown has expanded and the area of the city has doubled its original
size. It has its own airport and a new bus terminal. The construction industry grew rapidly
during the 1980s due to the demand for housing and land and housing prices are increasing
rapidly. New marginal neighborhoods have sprung up. Most of the labor force works in the
service sector. Through the mid 1980s, the government assisted Santiago’s development with
a new potable water system, its first wastewater system, large silos for grain storage,
construction of new roads to open up new agricultural lands and extend the city’s hinterland,
and paving of some of the important interurban routes.

(Mizrachi, p.175)
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TABLE ANNEX 1.10
PANAMA: POPULATION OF CITIES, 1970-1990

_ Fopulation (000) Ratin
Urban Center
1970 1980 1990 1990/1980

METROPOLITAN AREA 619.6 877.1 1,112.5 1.27
Panama City 519.6 759.8 971.8 1.28
Colon 103.0 117.3 140.7 1.20
SECONDARY CITIES
David 40.8 80.1 120.5 1.50
Penomene <10.0 483 60.6 1.25
Santiago 14.6 49.1 60.3 1.23
Puerto Armuelles/Baru 12.0 46.6 59.8 1.28
La Concepcion/Bugada <10.0 45.2 57.0 1.26
Changuinola/Almirante n.a. 319 56.0 1.76
Anton <10.0 30.6 37.0 1.21
Chitre 19.0 <30.0 34.6 --
Tole <10.0 <30.0 33.2 -
Aguadulce 11.4 <30.0 32.3 --

TOTAL

SOURCE: Census, 1970, 1980, 1990.

NOTE: Cities ordered by 1930 municipal population, down to 30,000. 1970 data for urbanized areas; 1980 and 1990 data
for urban municipalities. Panama City figures include San Miguelito and Chorrera-Araijan.




Panama Annex-1, 28
Population of Key Cities, 1990
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CONCLUSIONS AND RECOMMENDATIONS

The inadequate database is a major obstacle for analyzing urban growth patterns in Central
Amcrica. Often the best figures available are official projections based on a census taken
decades ago. Another problem plaguing urban analysis is the definition of urban center.
Many of the most recent census reports have stopped using the more useful urbanized area
definition and instead use only municipal level data. Municipal governments themselves
would benefit from having data clearly distinguishing their urbanized area from the rest of
the municipality.

Despite the data problems, three trends clearly stand out in Central America’s urbanization
pattern: (1) continued primate city growth, (2) rapid expansion of secondary cities during
the 1980s, and (3) polarization within the cities due to the expansion of the urban informal
sector and urban marginal population.

The number of large secondary cities grew markedly during the 1980s. Working their way
up the urban hierarchy during the 1970s. Many of these cities are unprepared to handle the
growth. They lack the capacity to meet the basic infrastructure needs of the expanding
population and the capacity to meet the needs for productive employment, particularly in
the informal sector. The ability of Central America’s cities to handle growth is one of the
key issues for consolidating democracy in Central America in the 1990s. There is a strong
case that municipal development assistance should be concentrated in the primate cities to
take advantage of the best urban infrastructure and address the needs of the large urban
marginal population (see Urban institute/Nathan report). Nevertheless, successful secondary
city growth management could help these cities relieve migration pressure on the primate
cities and benefit smaller towns in their hinterlands, as well as attend the needs of their own
inhabitants.

Not all secondary cities show high potential for continued growth. An effort to promote
secondary city municipal development should take into account the growth potential of the
urban center. The analysis pinpoints twenty-one secondary cities as showing the most
potential for continued growth. The growth potential is most often based on expanding
agricultural exports, whether traditional or non-traditional, from the city’s hinterland.

Another issue is the relatiouship between seccudary city growth and social equity. The
export-oriented growth centers may not be the most effective ones for spreading rather than
polarizing the benefits of growth. More policy-oriented research is needed on this issue.

Secondary cities in Central Amer.za face a number of common issues: how to develop a
secure economic base in the new global economy; how to promote non-traditional exports;
how to meet the infrastructure needs of their growing populations; how to facilitate informal
sector economic development; how to build beneficial linkages with their rural hinterlands;
how to work cooperatively with other cities nearby; how to respond to opportunities created
by regional economic integration. Secondary city municipal governments across Central
America should share with each other their experiences in facing these issues and build a
common agenda for development.

, \00



ANNEX Il
MUNICIPAL MANDATES AND STRUCTURES

. GUATEMALA
A. MANDATES

1. CONSTITUTIONAL LAW

Guatemala’s 1985 Constitution restored municipal autonomy which had previously
been interrupted by the military government in 1982. This new Constitution mandates the
election of local officials and empowers municipalities to: (1) obtain and dispose of their
funds; and, (2) attend to local public services, the territorial arrangement of their jurisdiction
and the implementation of their objectives. In addition, Article 257 binds the national
government to transfer 8% of the national revenues on an annual basis to the municipalities
for investment in basic infrastructure.

2. STATUTORY LAW

Based on these Constitutional provisions concerning local govern:inent, the
Guatemalan Congress issued the Municipal Code of 1988 (Decree No. 58-88), which states
that:

a.  Municipalities are autonomous public institutions, comprised of the following basic ele-
ments: territory, population, authority, community organization, and economic capa-
city;

b.  The principal purpose of the municipality is to render and administer nonprofit public
services for the population under their governance; and,

¢.  Municipalities have four main responsibilities as follows:

(1)  Promotion and rendering of services, such as the:

Establishment, regulation and provision of local public services;

Control of prices, weights, measures and quality as well as the impositio.: of penalties and
sanctions for the cases of speculation or adulteration;

Administration of the birth and voter registrations according to law; and
Authorization and inspection of public and private works.
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(2) Matters having an effect on development, such as the:

» Formulation, approval, and execution of urban and rural development plans;
s Formulation, approval, and execution of urban regulations and ordinances; and

» Execution of activities complementary to those of other institutions related to education,
culture, sports, recreation, sciences and arts, environmental sanitation, as well as the pre-
vention of and fight against diseases.

(3) Environmentai conservation, such as the:

= Defense of the rights of the inhabitants and communities as well as of their cultural
identity, according to their values, languages, traditions and customs; and

» Defense and iraintenance of springs and sources of water.

(4)  Satisfaction cf people’s needs, such as the:
= Creation, administration and regulation of local retail and wholesale markets, as well as
services facilitating the marketing and supply of basic food products;

» Provision -f street cleaning, sweeping, collection and disposal of garbage, and solid waste
treatment services;

= Provision of cemetery services, authorization and control of private cemeteries, and
private funeral services;

» Promotion and organization of popular 1airs and festivities; and
® Regulation of passenger and cargo transportation in local terminals.

3. REAL SITUATION

In practice, municipalities, the central government and the private sector provide
local public services and sccial infrastructure, as follows:

a. Infrastructure/Services Provided Exclusively by Municipalities
Roads, police and public markets.

b. Infrastructure/Services Shared with the Central Government
Water, waste water, health care, and urban planning and conirol.

c. Infrastructure/Services Shared with the Private Sector
Carbage disposable, street cleaning, slanghterhouses and cemeteries.

d. Infrastructure/Services Provided by the Central Government Exclusively
Energy, education, culture and sports.
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B. LOCAL GOVERNMENT STRUCTURE

1. THE ELECTORAL SYSTEM

According to the Electoral Law and the Political Parties I.aw, the relative majority
system is applied to the municipal elections of mayors and the "Sindico"! which means that
the slate of candidates having the greatest number of valid votes wins the election of all of
those candidates.

In the case of the City Council election, the system used is proportional representation of
minorities. According to this system, the total valid votes obtained by each slate of candi-
dates is divided successively by two, three, four and so on, depending on the number of
positions to be assigned. The resulting quotients are placed in decreasing order until the
number of them is equal to the total positions and the one in last place constitutes the
distribution figure. Each slate receives the resulting number of elected candidates from the
division of the votes obtained by the distribution figure.

The assignments correlate to the order of the slates beginning with the one who draws them
up, and following with the one who succeeds in strict order. This election system allows the
representation of minorities, which in principle fulfills the constitutional mandate.

2. GOVERNMENT SYSTEM

Guatemalan local government is exercised by a mayor, a city council, and the
"Sindico" within the so-called system of "Strong Mayer—Weak Council”. Under such a system,
the mayor possesses most of the power (depending on the extent of his executive powers),
is the chief administrator and, at the same time, presides over the City Council.

The various branches of municipal government are organized as follows: As previously
noted, the Mayor is the chief executive of municipal government and administration. In
addition, he presides over the City Council, which is the legislative body at the local level.
The local administration (Alcaldia) includes a secretary, a treasurer and the police. In short,
the Mayor legally represents the municipal government, has the authority to carry out regu-
lations passed by the Council, and issues orders and instructions to conduct municipal affairs
that have not been ascribed to any other authority. At the same time, the municipal secre-
tary presides over the City Council, representing the Mayor who appoints him. The City
Council, which is the legislative body, is comprised of the municipal secretary who presides
over the Council and represents the Mayor, as well as the Councilmembers and the
"Sindicos". In Guatemala, the majority of city council members have been elected from the
slates presented by the different political parties. However, there are some cases where civic
committees that have attained electoral victories are represented. Finally, the Sindicos are
the judicial representatives. They are the "inspecting agents" of municipal finance who carry
out the duties of the Ministry of Government at the local level.

1The Sindico is the second most important official, who generally has fiscal and legal responsibilities,
gererally requir'ng a law degree.
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3. RELATIONSH!P BETWEEN MUNICIPA'ITIES AND TOWNS

According to the Municipal Code, city councils may appoint auxiliary mayors to
reach villages, hamlets, cantons, quarters and other settlements. As such, auxiliary mayors
exercise a delegation of municipal government and represent it within its territory.

4. RELATIONSHIP BETWEEN LOCAL AND CENTRAL GOVERNMENT

The Guatemalan Ccnstitution establishes a decentralized administrative system
and, for such a purpose, a "System of Urban and Rural Development". In <ite of the Con-
stitution and the promulgation of the Development Councils Law, little has been achieved
in the implementation of such a sysiem or councils. Rather, decentralization has been
comprised of the transfer of functions from a central body located in Guatemala City to
another central body located at the regional level.

5. COMMUNITY PARTICIPATION IN THE PLANNING PROCESS

There is a lack of adequate systems to promote community participation. The
Urban and Rural Development Systems Law tried to promote pcpular participation in the
development process; however, it was declared unconstitutional on the basis that it
undermined or contradicted municipal autonomy. Nevertheless, there is some community
participation in Guatemala, as follows:

m Mechanisms exist for the community to participate in the definition of their needs and
in the selection of options for the satisfaction of such needs; and

= Direct participation in the execution of such options, mainly through the manual laber
and personal and collective contributions.

Animportant mechanism of participation—Development Councils—was frustrated by the fact
that the Municipal Code considers such councils to be not an obligation but as only a possi-
bility. The Municipal Corporation votes on the execution of the Codes with a majority (two-
thirds) rule.
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Ii. EL SALVADOR

A. MANDATES

1. CONSTITUTIONAL LAW

The Salvadorean Constitution of 1983 dedicates an entire Chapter (IV) to local
government. In this section, it points out that municipalities "will be autonomous in
economiic, technical, and administrative respects”. Meanwhile, Article 204 establishes that:

© municipal autonomy consists of the power to create, modify, and eliminate public taxes
and contributions; and

® municipalities legally possess the powers to: (a) enact its own revenues and budget
expenditures; freely manage matters related to municipal competence; (b) designate and
remove its officials and employees; (c) enact local ordinances and regulations; and, (d)
establish tax rates and propose them as a law to the Legislature.

2. STATUTORY LAW

The Constitution determines that local government regulations are the responsibili-
ty of Congress. In additicn, tiie Salvadorean Municipal Code of 1986 reinforces the role of
City Councils, defining them as the primary political and administrative units of the State
organization and reiterating the Constitutional Mandate regarding municipal autonomy. In
this respect, the Municipal Code sets up a number of municipal functions ihat may be classi-
fied in four groups, as follows:

a. Management and rendering of services, such as the:

® Development and control of the nomenclature and public ornaments;

» Planning, execution and maintenance of all kinds of public work, necessary for the
municipality;

® Regulation and/or supervis..n of prices, weight, and qualiiies;

® Regulation and/or supervision of the activities carried out by commercial, industrial and
service and other similar establishments, as well as the operation of restaurants, bars and
nightclubs; and

@ Creation of the birth and voter registrations, in accordance with law.

b. Matters having an effect on development, such as the:

a Usage of streets, sidewalks, parks, and other public municipal and local places;
= Preparation, approval, and execution of urban and rural development plans for the
locality; and

® Activities which complement those of other responsible institutions related to education,
culture, sports, recreation, sciences, arts, health, environmental sanitation, and the preven-
tion of and fight against diseases.
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c. Environmental conservation, such as the:

w Increase and protection of renewable and non-renewable resources; and
® Tenancy of domestic and wild animals.

d. Satisfaction of people’s needs, such as:

» (Cleaning services, street sweeping, collection and disposal of garbage;

» Creation, regulation, and provision of services facilitating the marketing and supply of
basic consumer products, such as markets and slaughterhouses;

= Authorization and inspection of private works;

= Cemeteries and funeral services (including privately-owned ones);

= Control of local transportation and the operation of cargo and passenger transportation
terminals;

» Promotion and organization of industrial, commercial, agricultural, handicraft and service
development, as well as that of popular fairs and festivities; and

e Promotion of national and foreign tourism as well as the regulation and use of tourist and
sport areas, lakes, islands, bays, beaches, and otker municipal areas.

3. REAL SITUATION

In general terms, the provision of services is rendered by both the central and local
governments according to the following distribution:

@ Services provided exclusively by the Central Administration: water, sewers and energy;

s Services shared with the Central Administration: Urban development planning and
control, roads, education, environmental protection and health care; and

s Services provided exclusively by the Municipalities: garbage disposable, street cleaning,
public markets and police.

B. LOCAL GOVERNMENT STRUCTURE

1. GOVERNMENT SYSTEM

Unlike the Guatemalan local government system, Salvadorean law has resulted in
a "Strong and Weak Mayor" system. In this case, the principal authority is the City Council
which has a deliberative and normative character. It is integrated by the Mayor, the
"Sindico", and the Councilmen. fHere, the municipal secretary, who presides the Citv Council,
and the treasurer are appointed by the Council and not by the Mayor. However, it is
impor:ant to note that the electorai process in El Salvador provides for the absolute control
by the party obtaining the most votes (i.e. the Mayor and a!! Councilmen are members of
the same party).

Tte Mayor represents the municipality both legally and administratively, being the chief of
government and the administration. This office is a paid post depending on the economic
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possibilities of the municipality. The Mayor is also responsible for the organization and
direction of the Municipal Police.

The "Sindico" has obligations and duties not only as a Councilmember, but he is also respon-
sible for the judicial and extra-judicial representation, defense of municipal interests, the
examination and supervision of municipal accounts, and for other functions.

The Councilmen’s duty is to attend the Council meetings—having voice and vote—and to inte-
grate the commissions and fulfill those assignmenis for which they were elected.

2. THE ELECTORAL PROCESS

The election o1 the entire Municipal Council is carried out through a single vote
in closed voting ballots tor each party or electoral group. The voting ballot with the greatest
number of votes occupies every office in the Council. As a consequence, minorities are left
without representation. There are two elected Councilmen (apart from the Mayor and the
Sindico) for cities with less than 10,000 inhabitants; four for those having between 10,000
and 20,000 inhabitants; six for those between 20,000 and 50,000 inhabitants; eight for those
between 50,000 and 100,000 inhabitants; and ten for those with more than 100,000
inhabitants.

3. COMMUNITY PARTICIPATION IN THE DEVELOPMENT PROCESS

The Municipal Code establishes two tools to promote the participation of the
community in the development process: a) Cpen Councils; and b) Community Associations.

a. Open Councils

Open councils musi be held at least every three months in order to inform the
public about municipal management, address issues raised by residents and considered perti-
nent by the Council.

Every resident in the municipality can attend the Municipal Councils and take part of the
discussion as well as frrmulate suggestions and questions on the matters registered in the
daiiy agenda. The Council can summon residents whenever it considers it necessary or wants
to know the people’s will with respect to a certain project or policy to be developed. In such
cases, the Council cannot act against the opinion of the majority expressed in the
consultation. As a result, the Open Council mechanism is a forum where communities
express their needs and also approve or disapprove municipal management.

b. Community Aisociations
As for the case of Commmunity Associations, they are the organized representa-
tives of the community. They are responsible for the study and analysis of the social
conditions, problems and needs of the community as well as for the elaboration and promo-
tion of solutions and projects to benefit the community. Municipal Associations also have
a legal role designated by the City Councils and are constituted by no less than 25 members
of the community.

- \O
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An important aspect of the legal mandate is that it states that municipalities must encourage
the organization of citizens into Community Associations and promote participation through
them. The Council also has the obligation to meet periodically with the associations in order
to analyze and solve problems as well as to elaborate and execute works of any nature for
the benefit of the community. Thus, in El Salvador, the base organization and its respective
population are converied by law and in theory to actively participate in the management of
municipalities, which in turn is a key element of municipal autonomy. Community
Associations appear to be the basic cells for a new model of participation, and the Open
Councils appear to offer free forum for discussion, approval or disapproval of municipal
management.
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Ill. NICARAGUA

A. MANDATES

1. CONSTITUTIONAL LAW
The 1987 Constitution of Nicaragua specifies that, for administrative purposes, the
national territory is divided into regions, departments and municipalities. The Municipality
is defined as "the base unit of political and administrative division of the country". At the
same time, the Constitution establishes that "municipa! government and administration
correspond to the municipal authorities without detriment to the central government
authority".

The Constitution establishes three concepts that can be confused: municipality, city council,
and municipal government. First, the Municipality is the basic unit for the political and
administrative division of the country. Second, the City Council is the governing body of
such a territorial unit and establishes a judicial represzntative in public law that emanates
from the people’s will. Finally, the Municipal Government is a body composed of municipal
authorities and exercises governmental, normative, administrative and inspection duties.

2. STATUTORY LAW

The Municipal Law of 1988 establishes the nature, purpose, authority and duties,
organization and resources of local governments as well as the participation and
administrative relationships between municipalities and the central government.

In terms of municipal autonomy, the Nicaraguan Municipal Law mandates: 1) the direct
elections of high public officials; 2) the right to structure and operate the municipal
government according to the situation of each municipality; 3) the possession of patrimony,
which can be used freely according to law; 4) the capacity to manage and dispose of
resources; and S5) the exercise of authorities for the satisfaction of people’s needs.

The Municipal authority and functions stated by the law may be classified as follows:

a. In management and rendering of services, such as:

= Public ornaments;

w Construction and maintenance of streets, sidewalks, paths, parks, bridges, neighborhood
roads;

» Establishment of the accuracy of weights and measures;

® Drainage of rain water;

= Authorization and registration of iron goods, permits for local movement and livestock;
» Public lighting; and

» Birth and voter registration.
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b. In matters having an effect on development, such as:

» Urban development and land use controls; and

= Complementary activities to those of other institutions related to education, health,
housing, water, lighting, culture and sports.

¢. Environmental conservation, such as:

= Hygiene of the population and environmental conservation; and
» Reforestation of the municipality (i.e., the creation and maintenance of tree nurseries).

d. For the satisfaction of the needs of the inhabitants, such as:

s Construction of recreation areas, town squares, markets, s'aughterhouses, public lavatories
and cemeteries;
w Collection, disposal and treatment of solid waste; and

» Libraries, museums, municipal bands and zoological gardens.

3. REAL SITUATION
Services and basic infrastructure are provided by both municipalities and the
central government. However, the majority and most important are provided by the central
government, including water, waste water, energy and police. Nevertheless, at this time, ser-
vices related to water, education, health care, culture and sports are in the process of being
transferred to the municipalities on a pilot basis.

B. LOCAL GOVERNMENT STRUCTURE

1. THE GOVERNMENT SYSTEM

Like the Salvadorean System and unlike the Guatemalan, the local government is
composed of a Council, a Mayor and a Sindico under the "Strong Council and Weak Mayor"
system where the Mayor is appointed and removed by the City Council.

The Municipal Council is elected by the populiation for a mandate period of six years and
its members elect the Mayor among them through a majority vote. Councils are comprised
of five, ten or twenty Councilors, depending on the number of inhabitants.

2. COMMUNITY PARTICIPATION

With regard to popular participation in the management of local matters, the laws
and supplementary rules of Nicaragua address participation in several instances.

a. Municipal Councils
The Municipal Councils are assemblies comprised of inhabitants from each
municipality that participate in a free and voluntary manner in order to know about,
contribute to, and constructively criticize municipal management. They must assemble two
times per year in order to stay informed about the budget and its creation. But it is possible

S
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to convene other meetings—in fact, as many as the Mayor considers convenient—to deal with
themes proposed by the inhabitants or with the problems and needs of the community.

b. Popular Municipal Councils

The Popular Municipal Councils’ function provides a mechanism for mobilizing
the participation of citizens, institutions and organizations interested in specific areas of
municipal activity. They have consultative duties and can formulate proposals and contribute
to municipal management.

c. Complementary Organizations of the Municipality

Complementary Organizations of the Municipality function to strengthen
popular participation, improve the rendering of services to the population and improve
efficacy of municipal management. These complementary organizations can be the Delegate
Councilors, the Mayor’s Assistants, the District’s Delegations and the Institutional Councils.

d. Citizens Associations

Finally, the municipal government is obliged to support the creation of Citizen
Associations to support the development of the municipality as well to facilitate the partici-
pation of sectoral, cultural, trade, athletic, professional organizations, and associations in the
municipal management process. With regard to the case of the participation of inhabitants
of the autonomous Atlantic Coast region in community and municipal management, the law
determines that traditions and customs of the inhabitants will be respected and taken into
account.
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IV. HONDURAS

A. MANDATES

The 1981 Honduran Constitution makes several references to municipalities. In
addition, the new 1991 Municipal Code which replaces the 1927 Municipal Code, holds
important implications for decentralization in the country. Together, these laws form the
mandates for municipal government in Honduras.

The new Code has some significant and important implications. For example, it:
= Passes to municipalities the rights conferred under the Constitution;

» Opens new doors for demacracy;

» Increases citizen participation at local level; and

Transfers some services to municipal government.

This Code defines 18 attributes of municipalities, such as the:

1.  Elaboration and implementation of municipal development plans;

2. Control of urban development, lands and city boundaries;

3. Hygiene and cleanliness of the city;

4. Construction, maintenance and administration of water and sewage systems;
5. Construction and maintenance of public avenues;

6. Construction and maintenance of cemeteries, n:arkets, and slaughterhouses;
7.  Environmental protection and reforestation;

8. Maintenance of parks, beaches, public places and transportation terminals;
9.  Development and regulation of commercial activity, industry and services;
10. Control of public events;

11. Promotion of tourism, culture, recreation, education, and sports;

12. Creation and maintenance of a fire fighters department;

13. Establishinent and operation of a local civil service;

14. Municipal services contracting;

15. Health services contracting;

16. Construction of utility (electricity) systems at the municipal level in collaboration with

the Empresa Nacional de Energia Electrica (ENEE); and
17. Coordination of municipal development plans with national development plans.

These new attributes represent more of an ideal, and many Honduran public sector
observers, like SECPLAN, doubt that municipalities are qualified to implement these
attributes.

The Municipal Code takes a gradualist approach, targeting 1995 as the goal for implementa-
tion of the Code. This gradualism will increase the autonomy of municipalities in such areas
as forestry, water rights, and financial independence. Nevertheless, there will be some

N\
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conflicts with central government as municipalities take over some central government
functions. '

Over a four-year period, municipalities will receive gradually increasing percentage of the
national budget. This is to be 2% in 1992, 4% in 1993, and 5% in 1994. Municipalities will
receive ap cstablished amount of Lempiras, based on number of inhabitants in each
municipality and according to the SECPLAN 1988 census.

There was geiieral optimism and enthusiasm for the new municipal law among those inter-
viewed. With only a few exceptions, there were no indications that central government is
giving autonomy to municipalities with one hand and then taking it away with other regula-
tions and decrees. There is some skepticism by some government officials, however, that
municipalities, especially the smaller ones, are capable of implementing the attributes as
defined. In addition, some suggested that the Instituto Nacional Agraria (INA) stands to lose
power as municipalities get more involved with agrarian reform. Finally, many observers
expect major turf battles on land reform, land entitlements and services.

No one interviewed believed that the new municipal laws would create new regional
development poles, increase privatization, or really turn over to municipalities power for re-
industrialization.

Municipal Actions and Activities
The following is an examination of municipal actions and activities in Honduras.

Urban Services

Urban street construction SECOPT operates at the national level, but
municipalities provide assistance in the larger
cities

Water systems SANAA provides national services, and munici-

palities provide SANAA with manual labor

Sewage/Drainage Systems SANAA provides national services, and munici-
palities provide SANAA with manual labor

Garbage collection/disposal Municipalities provide this service. Smaller
municipalities do not provide the service at all

Street Cleauning Municipalities provide this service. Smaller ones
do not

City Lighting Empresa Nacional de Electrificacion (ENEE)
provides

Urban Planning/Land Use Direccién General Urbano (DGU) of SECOPT

Zoning and selected municipalities
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Public Services
Parks and Recreation

Cemeteries

Slaughterhouses

Public Markets

Licenses and Activities

Transportation Terminals

Social Services
School Construction

Sports and Culture

Health

Public Security
Police Department

Fire Department

Municipality responsibility
Municipality responsibility

Municipalities responsible with some private
initiative and control

Municipality responsibility

Municipality runs municipal markets and provides
licenses for stores, bars, restaurants, as well as
collects municipzl tzxes for them

Municipality responsibility; licenses at municipal
level but payments are small

Municipalities provide land and labor to build
schools in connection with the Ministry of Educa-
tion. Some are under pressure to provide teach-
ers, but there are also municipal schools

Municipalities have some responsibilities in both
sports and culture. Central government also offers
sports and cultural programs nationwide

Ministry of Health is respoasible nationwide. Mu-
nicipalities can provide land for health clinics and
labor for construction but there are no municipal
health clinics

Local municipal police for traffic and minor
offenses

Municipal responsibility, although coverage is
minimal in smaller municipalities

San Pedro Sula is considered the most progressive municipality in the country with regard
to taking over services from central government. Examples are its water system through

DIMA and its own firemen.
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According to most observers in Honduras, municipalities are a function of size. Many
observers are skeptical about municipal services at present. They state that over 90% of the
municipalities do not even have budgets or full time Mayors. A major constraint is revenue
collection, limiting or making impossible operating budgets to conduct programs or services.
More specifically, only 15 municipalities are large enough to have moderate programs and
services, and 90 are medium-sized with limited programs and services. The majority (185)
are small, with minimal funds (70% of which have no budgets), drastically limiting services.

While progressive municipal officials will pressure government for roads, schools, and other
such services, they still have to request these of the central government, which contradicts
the new municipal law. Municipalities must still petition the central government for services,
keeping municipalities at the bottom of the totem pole, in a vertical relationship with central
government.

The conclusion is that municipalities generally provide only basic services with limited finan-
cial and human resources. Municipal development rhetoric and laws are considered to be
at least ten years ahead of real possibilities. Many central government officials, according
to several sources, are waiting for municipalities to fail so that they can return to the powers
they had before the new municipal law. Some of these people interviewed thought that
government officials were cynical and unwilling to cooperate with municipal officers contri-
buting to what could then become a self-fulfilling prophecy.

A few people interviewed thought that the municipal development initiative could fail before
the 1993 elections, and could become an election issue. In response, some municipalities
state that President Callejas’ expressed commitment to decentralization is not reflected in
concrete actions taken to implement it. Two people stated that in mid-October 1991,
Callejas was already losing steam for reforms and was proposing no new ideas or directions.
Opposition candidates could call for a new and different relationship between municipalities
and central government.

The "Plan de Gobierno 1990-1994" provides a succinct assessment of how Honduran munici-
palities could function in the future. The document states that government will "return to
the municipalities the capacity to take control of their own development, with full civic con-
science and a capacity for decisionmaking and implementation." The municipal policy lines
are:

1.  Provide maximum participation of the municipalities in their own development.

2. Allow, encourage and increase the participation of communities and their organiza-
tions in solving their problems.

3. Decentralize services, transferring to the municipalities part of the responsibilities now
performed by the central government.

4.  Strengthen the democratic process given to municipalities with autonomy in the
election process.

5. Create technical, judicial, administrative, and financial conditions favorable to commun-
ities empowerment in the development process.

\?
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6.  Support local governments in improving their organizational structure so that they can
improve the public services they offer.

7. Transfer economic resources from the national budget to the municipal level for
implementing community works and providing services.

8.  Develop training programs in planning and municipal administration for the municipal
staff.

B. LOCAL GOVERNMENT STRUCTURE

Honduras has 18 departments, 289 municipalities, 3,072 aldeas, and 19,756 caserios.
The entire country is divided into municipalities. There are roughly nine aldeas (townships)
and 60 caserios (neighborhoods) per municipality. The 1988 census showed 104 (36%) to
be urban municipalities and 185 (64%) to be rural municipalities.

Representational Form3s at Local Level

The new Municipal Law in Honduras does not afiect the operation of "departments”.
Department governors—a semi-decorative position and a liaison role between municipalities
and the central government—are still appointed by the Precident. Each mumicipality
continues to be part of a department.

The municipal government is headed by a Municipal Corporation that serves as the deliber-
ative organ of the municipality and is elected by the people. The principal duties of the
Corporation are to: create, reform and abolish municipal judicial instruments, approve
annual budgets, conduct town meetings, approve municipal contracts, and carry out urban
development planning. The Municipal Corporation is made up of the mayor and a number
of "regidores" determined by the number of inhabitants of the municipality. It is important
to note that, the municipal law provides for proportional representation of regidores
according to the popular vote. Regidores (representatives) are elected on the same ballot
and with the same party as the mayor.

The new Municipal Code calls for a Municipal Development Council with advisory func-
tions. The Council is presided by the Mayor, members are selected by the Corporation equal
to the number of municipal "regidores". This means that, if there are five elected regidores,
then there would be five Council members.

Electoral Processes and Mayoral Periods

The November 1989 elections used electoral law existing at time. Therc were 289 mayors,
Sindicos and regidores listed on same ballot with President and Congressmen by party. This
was a free election and with a secret ballot.

Elections are organized by the Tribunal Nacional de Elecciones. Election places are avail-
able a. the aldea level with a ballot box for every 300 registered voters. Inhabitants at the
caserio level must go to an aldea to vote.
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The new Municipal Law states that Mayors are to be elected at same time as the President
and Congress. There is some debate in Honduras how these elections will take place in 1993
(i.e., if mayors will be elected in party slates, as in the past, or will be independent frorn
Presidential and Congressional elections). The term of office of municipal officials--January
25, 1990 to January 24, 1994—is the same as President.

Regidores are elected, proportional to the popular vote, but based on party slates.

Relationship of Candidates with Parties

In the 1989 election, mayors, regidores, and sindicos had to be members of one of the four
Honduran parties. The National Party won 80% of the mayoral positions (a total of 200) on
the party slates. There were no independent candidates.

Relationships between Municipal Government and Lower Levels of Representation
Municipalities are responsible for entire municipal regions, urban and rural. Honduras is still
roughly 50% urban and 50% rural. Municipality, thus, is the lowest denominator for political
division. The relationship among municipality, aldea, and caserio varies from place to place.
Assistant Mayors are selected by the Municipal Council from a slate of candidates presented
by the communities. Their relationship to patronatos is completely informal.

Administrative Forms at Local Levels
Municipal administration is stated in new Municipal Law. Only a few municipalities net-
working with community organizations, patronatos, aldeas and caserios.

Participatory Planning Process

There are provisions in the Municipal Law for plebiscites at the local ievel. Municipalities
can have a public vote on issues. In this sense, the new law opens up the participatory
process.
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V. COSTA RICA

A. MANDATES

The Costa Rican Constitution refers to the establishment and maintenance of
municipalities. Article 169 states that the administration of services in each canton/munici-
pality is the responsibility of the municipal government, which is led by elected council-
members and run by the city managers (who are, in turn, selected by the councilmembers).
Article 170 states that municipal governments are autonomous. Article 173 states that muni-
cipal laws can be revoked. Article 174 states that the National Assembly can prevent munici-
palities from signing agreements. Article 175 states that municipalities have their own budget
but it must be approved by the Controller General of the Republic, an arm of the Congress.
In general, the Constitution is somewhat "reserved” in its granting municipal autonomy.
While in one article municipalities are granted full autonomy, in others severe restrictions
are placed on municipal operations. For example, the Constitution states that municipalities
have "independent" budgets, but in reality the municipal budgets must be approved by the
Controller. Local autonomy is circumscribed. This has been the general environment for
municipal development in Costa Rican history. In addition, municipalities do not automati-
cally receive central government transfers. Article 170 of the Constitution allocates a certain
percentage of the budget for municipal decentralization programs; however, this legislation
has never passed Congress.

The Municipal Code of 1970 provided for the selection of the municipal executive (City
Manager) by the Municipal Council. Before that date, the City Manager was appointed by
the President.

Municipal Actions and Activities

The 1970 Municipal Code calls for municipal activities and actions to be coordinated with
central authorities and closely supervised by the Controller. Consequently, there is a large
number of central government programs throughout Costa Rica.

The Municipal Code states that municipalities are to get involved with local activities but
always in coordination with the appropriate central authority. For example, water projects
need to be coordinated with "Agua y Alcantrillado” (AyA) electrical systems with the Insti-
tuto Costariccense de Electrificacién (ICE), road projects with the Ministerio de Obras
Publicas y Transporte (MOPT), and municipal development plans are made in coordinatic:
with the Ministerio de Planificacion (MIDEPLAN), the national planning ministry.

National Congressmen, of which there are 57, have access to Specific Project Funds
("partidas especificas") for their respective provinces (i.e., to use in addressing constituent
needs). Within the provinces, there are Community Associations in each province whose
activities are coordinated with the National Community Development Organization
(DINADECO). In practice, these associations receive funding through DINADECO and also
appeal directly to their congressmen for community development funds. Essentially,
community organizations do not have to go through municipalities for these funds but do
in fact coordinate with their respective local governments in the process.

1
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Development program plans are generally initiated and implemented by central government
public sector entities, for which municipalities play subordinate and supportive roles. In
education, for example, the central government controls schools, but does allow municipal-
ities to support programs through school construction and special education projects within
the national program. Several congressmen have attempted to introduce new legislation to
promote education reform programs but with little success.

As a Research Triangle study for USAID/Costa Rica states:

"At present, centralized control of the provision of local goods and services is
pervasive and overwhelming in Costa Rica. Central control is exercised through
laws, the control of revenue and funding sources, and through fiscal controls and
auditing powers. Municipal authorities have little voice in these matters. As a
consequence, citizens find no reason to look to municipal governments in the
hope of improving services. It is not surprising, consequently, to find that
municipal governments enjoy little prestige or authority. Many argue that there
is a corresponding lack of municipa! competence to supervise the provision of
local goods and services in any event. The self-justifying logic is ineluctatle:
Municipalities do not have resources or the abilicy to provide goods and services
so centralized institutions provide them; therefore, there is no municipal
capability to provide them and centralized agencies must continue to provide
local goods and services."

The following are the services provided by municipalities and central government in Costa

Rica.

Urban Services
Urban Street Construction

Water Systems

Sewage /Drainage Systems

Garbage Collection/Disposal

Provided by Ministry of Public Works and Trans-
portation; however, municipalities do have a few
street projects on their own. IFAM, which pro-
vides financing to municipalities, reported only 13
credits for city streets over six-year period.

Supervised by the Instituto Costarrensense de
Acueducto y Alcantrillado (AyA) at the central
level. An RTI study reports that 46 of 81 munici-
palities are responsible for providing their own
water and sewage services (with financing from
IFAM) but must always coordinate with AyA.

Provided by AyA as above.

Provided by municipalities. RTI reports that 76 of
the 81 municipalities provide trash collection and
waste treatment systems. Most of them (64) do it
directly and 12 municipalities contract out.

WA
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Street Cleaning

City Lighting

Urban Planning/I.and
Use Zoning

Public Services

Parks and Recreation

Cemeteries

Slaughterhouses

Public Markets

Licenses and Activities

Transportation Terminals

Social Services
School Construction

Sports and Culture

Health

Public Security
Police Department

Fire Department

Provided by municipalities. (This is one area
delegated to local governments.)

Provided by central government through the Insti-
tuto Costarrense de Electricidad (ICE). There are
no municipal lighting systems; however, in rural
areas, municipalities do provide generators
through ICE.

Provided mainly by central government; however,
municipalities do receive income from property
taxation.

Provided by municipalities.

Provided by municipalities.

Provided by municipalities.

Provided by municipalities (i.e., IFAM provides
credit for construction); however, central govern-

ment collects taxes for stalls at public markets.

Municipalities and central authority share this
responsibility.

The National transportation systems is nationally
controlled. Terminals may be run by municipali-
ties, but central government controls the overall
system.

Ministry of Education exercises responsibility
even though municipalities can assist in school
construction.

Municipalities exercise considerablz influence in
this area.

Under the authority of the Central Ministry of
Health.
Under the authority of the central government.

"Ministerio de Seguridad Publica".

Under central government authority.

A0
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Municipal Attributes
The Municipal Code (Article 4), identifies ten central attributes that belong to municipali-

ties and are their responsibility, which are to:

1.  Promote culture, sciences and the arts.

2. Promote general and vocational education in coordination with central administration
and private sector organizations.

3. Supervise the physical and mental health of people in their respective municipalities.

4.  Establish integral urban development plans as well as the policies and services
necessary to carry them out.

5. Formulate rural development policies and services for rural communities.

6. Protect and promote agricultural, industrial and commercial development within
municipalities.

7.  Protect natural resources.

8.  Promote tourism.

9.  Protect citizens in coordination with national authorities.

10. Promote civic conscienceness of citizens.

These attributes, which are already very general, have been restricted, as well as
contradicted in the process of their implementation with the central government. As a result,
municipalities possess in actuality only a small percent of the attributes listed above or of
the mandates otherwise specified in the Constitution or Municipal Code.

B. LOCAL GOVERNMENT STRUCTURE

Costa Rica is organized into seven provinces; 81 cantons or municipalities; 405
districts; and about 1,600 development associations.

Representational Forras at Local Level
Representation at the local levels is as follows:

l Provinces l Districts I Canton/Municipalities
0

San Jose 111 2
Alajela 107 15
Cartago 47 8
Heredia 43 10
Guanacaste 47 1
Punta Arenas 43 11
Limon 23 6
TOTALS 421 81
SOURCE: 1988 Census
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There are 13 municipal leagues in Costa Rica that are groups of cantons in a geographical
region organized as more political, econoruic and social pressure groups. All are regionally
based (i.e., provincial) except for Municipal League of Banana Producers, which is sectoral
rather than regional. These are as follow:

League No. Cantons/Municipalities
Cartago Province League 10
Santos and Caraigres League 5
Pacific Sur League 6
San Jose League 3
Guanacaste and Upala League 11
Banana Production League 9
Zona Norte League 4
Heredia League 10
Limon League 6
Pacifico Central League 9
Zona Alta de Guanacaste League 3
Alajuela Cccidental League 8
Sur Oeste San Jose League 3

Eiectoral Processes and Mayor Periods

The Municipal Council is formed every four years at the same time that elections are held
for President and the Congressmen on the first Sunday in February. The Municipal Council
elects the President of the Municipal Council for a one-year period and selects its Municipal
Executive (City Manager) who serves for four-year period.

There is a pyramid system for selecting Councilmembers. The process starts with district
assemblies held by the political parties and continues at the canton level. These canton
assemblies then select the "regidor" {Councilmember) candidates that will appear on the
ballot for each political party. Each party selects its "regidor" candidates in accordance to
the number of "slots" for each canton. Political parties rank their candidates in order of
preference since the "regidores" will be elected based on the proportional number of votes
received by each political party in each canton. As a result, political parties select candidate
"slates" for each of 81 municipalities. On election day, citizens vote at the municipal level
for Councilmembers. The total number of Courcilmembers elected for each municipality
is based on the following formula:

| Population Municipality I No. Regidores

25,000 or less
25,001 to 50,000
50,061 to 100,000
200,001 to 200,000
200,001 and above

W= 0O~

[ Gy

In 1989, 505 regidores were elected nationwide in the 81 municipalities.

-



Annex JI1, 23

According to percentage of votes won by party, the party receives a proportional number
of regidores. Also elected is a Sindico at the district level. There is a total of 405 Sindicos
and alternates elected. Municipal elections are held on the same day as the elections for
President and Congressmen.

After the election, Councilmembers then select the City Manager. Different from other
countries, in. Costa Rica, there are no Mayors, only City Managers.

Relationships between Municipal Government and Lower Levels of Representation
The Costa Rican municipal structure conforms to the principals established during the
Figueres Admiinistration (in the 1970s) at which time a strong central government was
formed. Municipal administration, in Costa Rica, unlike most of Latin America, follows a
City Manager approach to administration which is directly supervised by the Controller’s
Office. In this respect, municipalities are closer to the concept of "deconcentration” (rather
than decentralization) of goods and services emanating from central authorities. The 1970
Municipal Law, in conjunction with 1983 reforms, have improved the situation dramatically
since the era when central authorities hand-picked canton officials. However, at the same
time, open-ended Municipal Code articles are refuted, contradicted and controlled by other
articles or central government decrees.

In contrast to the limitations imposed on municipalities, Costa Rica has fostered well over
1,600 local development associations (roughly 20 per canton/municipality or four per
district). In fact, since the associations often work at the disirict level, they duplicate and
sometimes even replace some district functions.

The relationship between associations and municipalities is uneven. Sometimes collaboration
and coordination is good, and sometimes substantial tension exists. The reasons are:

1. Local development associations become rivals with munuicipalities for limited funds.
Leadership battles can emerge among the association and municipal leaders.

2. Congressmen with their "partidas especificas" (ear-marked funds for congressmen) go
directly to associations in order to gain favor for elections. If the municipality is con-
trolled by an opposition party, then congressmen may wish to provide funds directly
to "friendly” community development organizations.

3. Municipal governments have the tendency to work with larger districts within the
municipality/canton because the Councilmembers are elected from the larger districts.

As also illustrated in Annex IV (Community Participation and Empowerment), and as the
RTI study points out, the community development structure parallels that of the municipal
government, as illustrated below.
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I LEVELS MUNICIPALITIES COMMUNITY DEVELOPMENT
DISTRICT District Council Community Development
Associations
CANTON Municipal Government Union Cantonal
NATIONAL Union Nacional de Gobiernos Confederacion Nacional
Locales
NATIONAL SUPPORT IFAM DINADECO

The provision of bilateral and multi-lateral assistance can be difficult due to the duplication
of functions and since good coordination and support among these groups may not exisi.

In general, and as the RTI study points out, "most municipal governments do not now
provide for systematic participation by the community in local decision-making and imple-
mentation, and have little capacity to mobilize the population to support development
activities."

Municipal Code (Article 64) discusses how Districi Councils are to function. The District
Councils are to serve as: 1) links between municipal governments and local communities;
2) serve as organizations with which municipal governments can collaborate; and 3) monitor
municipal operations that are carried out within the district and to report to the City
Manager on how they could be better performed. These Councils (in all 421) are not
functioning well, exacerbated by the gap between the community organizations and munici-
palities.

Administrative Forms at Local Levels

The municipal executive functions as a City Manager and is appointed by the canton council
for a four-year period. The City Manager can be removed from office, although normally
this does not occur.

Decentralization Policies

Article 170 of the Coustitution would be the likely place to reform the Constitution with
respect to decentralization in Costa Rica. However, there is genuine debate regarding even
the desirability of decentralization. Municipalities are even skeptical about decentralization,
given the success of central government management. Conceptually, the RTI study empha-
sizes strongly that the possibilities for decentralization in Costa Rica are weak. The principal
interest, instead, is in "deconcentration,” in which central government sets up branch offices
in the seven provinces. This may be a more likely outcome for Costa Rica.

Two proposals have been published by IFAM regarding decentralization: "Decentralizacién
Territorial y Fortalecimiento Municipal en Costa Rica: una experiencia” (Octubre 1989); and
"Plan de Decentralizacién Territorial y Fortalecimiento Municipal" (January 1990). Both
documents cover the same basic areas of discussion, such as: 1) The need to make
municipalities stronger; 2) A call for a gradualist approach to decentralization, in which
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certain functions such as garbage collection, water and sewage become the responsibility of
the municipalities; 3) Calls for reform of Article 170 of the Constitution; 4) The need to
document how the 1Municipal Code is contradictory, to the centralized control of federal
authorities. Apparently, after discussing these documents with Congress and the President,
IFAM perceives that these proposals have minimal central government support and minimal
chances of being implemented. Most of the people interviewed stated that municipal reforms
and decentralization will occur in a backhanded fashion through administrative reforms
proposed under COREC II.

The Research Triangle study stated that "small-scale programs designed for limited impact
are likely to generate more positive and durable results than large-scale, sweeping organiza-
tional reforms. Programs should, therefore, be planned initially on a small scale and
expanded incrementally." This is preciscly what IFAM is attempting to do with 15 to 18
municipalities in a demonstration or pilot project. The project is intended to promote decen-
tralization within those municipalities.

The principal debate in Costa Rica revolves around the desire and convenience of having
decentralization or not. Central authorities are interested in maintaining a strong and
competent government, with minimal decentralization tc or empowerment of municipalities,
not only because central government programs are so successful but also because Costa Rica
is such a small country. Even the municipal support organizations (IFAM and the Uni6n)
are not radical proponents of decentralization. Rather, they couch programs within the
context of municipal development and competence.

Participatory Planning Process

The local development associations provide an excellent backdrop for participatory planning
processes. This organizational structure is complemented by 3.0 million very political
inhabitants who get organized for anything and feel this is real democracy. This informal
pressure combined with the formal mechanism for channeling this political pressure (through
Associations) provide a viable means for participatory planning. The Municipal Code
(Article 21, i) refers to the celebration of plebiscites, referendum and open council meetings
as a means of promoting participation. However, the use of such mechanisms is not common
and community participation in municipal affairs could be improved.
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Vi. PANAMA

A. MANDATES

Municipal legal mandates in Panama emanate from the Constitution and other laws
that govern provincial administration, municipalities, and community and local boards. The
Constitution addresses the "Municipal Regime," in Titles XIII and IX (Articles 207-252). All
these articles relate to the local government structure, provincial administration, municipal
council, and municipalities. Law No.106, dated October 8, 1973, is the most comprehensive
Municipal Code. The law establishes that:

Article 1:  Municipalities shall be autonomous.

Article 2:  Local governments shall be independent specifying that municipalities shall
provide certain services.

Article 3: The Mayor shall exercise control at the local level.
Article 4: A Municipal Council shall exist, describing their functions.

Article 5:  Municipalities can protest against any national law that goes against the
province level.

Article 6:  Local government shall be involved in addressing local epidemics.

Article 7:  Citizens have the right to participate in referendums at the provincial level
when the central government violates municipal authority and autonomy.

Article 8: Munucipalities can create enterprises or public-private enterprises to generate
income for municipalities or provinces.

Law No. 52, passed December 12, 1984, made some revisions to Municipal Code, as follows:
1.  Mayors are not to be elected by people but rather appointed by the President.
2. Mayors and local Councilmembers are to be paid with local funds.

3.  Municipalities shall collect taxes and those funds go directly to National Treasury and
are subsequently returned to municipalities.

Other relevant laws are as follows:
Law No. 2 (June 2, 1987) which establishes the functions of the Provincial Governors.
Law No. 51 (December 12, 1984) which states the functions of Provincial Councils.

Law No. 105 (October 8, 1973) which establishes regulations regarding Community and
Local Boards.

Article 52, which confers Manicipal Councils a wide array of legal responsibilities
programming, budgeting and local administration.

N



Annex II, 27

s Article 4 (reforming Article 17 of Law 106), which states that Municipal Councils can
crcate mixed or public companies for any type of activity, provide directly or under
contract a wide range of public services currently provided by the central government, and
authorize the construction of slaughterhouses and markets, along with a wide range of
other activities and functions.

Most observers who read these laws and regulations find serious contradictions, barriers, and
restrictions that impede municipal development. Many municipal regulations are simply not
followed under present circumstances. Many informants interviewed call for either radical
or at least critical revisions of the present laws affecting municipalities.

Municipalities have a small role in the provision of infrastructure and public services. While
municipal mandates provide them with adequate authority, these simply are not fully used.
The potential of local government in responding to local needs is not yet realized because
of their poor organization and unprepared staff. In addition, the information base (knowl-
edge) for decision-making is simply lacking, further limiting local potential. Finally,

most municipalities have incomplete taxpayer rosters as well as outdated and incomplete
cadastral systems, limiting the possibilities for local revenue generation.

Municipal Actions and Activities

There are 65 municipalities and 510 corregimientos (districts) in Panama. These fall into
four broad levels of municipalities, ranging from simply organized ones (with few employees)
to larger and more complex municipalities like Panama City. The following chart outlines
the number of municipal employees by province in 1987 from MIPPE data:

| PROVINCE NUMBER OF EMPLOYEES |

Panama 3,373*
Chiriqui 577
Colon 432
Veraguas 292
Cocle 203
Herrera 183
Los Santos 183
" Bocas del Toro 104
| TOTAL 5,385
I *Panama City has 3,069 and San Miguelito 304.

There is an average of 47 municipal employees in urban municipalities and ten in rural
municipalities with considerable turnover: 55% of municipal employees changed jobs in the
last year. This helps explain why 75% of municipal employees require training in planning
and municipal development.
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|| Province No. Projects Percentage Amount US$ 00Cs
Cocle 79 14 898
Colon 44 8 461
Darien 35 6 594
Panama 115 20 4,376
Los Santos 27 6 555
Veraguas 79 14 1,144
San Blas 7 1 67
Herrera 47 8 645
Bocas del Toro 54 6 591
National Level _ 6 1 1,482
TOTAL 582 100.0 14,082 ]
SOURCE: Fondo de Emergencia Social, 1991.

The central government provides almost all basic municipal services in Panama, although
Law 52 states that municipal councils have a wide variety of legal authority. However,
municipal governments do not have the skills to take on large scale projects nor the
resources to do so. Local governments normally provide supplementary services.

The following are the services provided by municipalities and central government in

Panama.

Urban Services
Urban Street Construction

Potable Water Systems

Sewage/Drainage Systems

Ministry of Public Works (MOP) has the major
responsibility while municipalities provide manual
labor. In addition, some street maintenance com-
mittees exist at the Community Board level.

Instituto de Agua y Alcantrilado Nacional
(IDAAN) provides central control of water
systems. Apparently municipalities get involved in
the design and location of water systems, and
then the (.ommunity Boards appeal directly to
IDAAN for services. IDAAN provides water
supply systems to all communities with a popula-
tion of more than 500. The Ministry of Health
plans and builds rural systems, which typically are
operated by local communities. IDAAN cooper-
ates with the Ministry of Housing (Ministerio de
Vivienda-MIVI) in planning low-cost develop-
ment so that water and sewage infrastructure can
be made available where it is most needed.

IDAAN provides this service (as described for
water system).
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Garbage Collection/Disposal

Street Cleaning

City Lighting

Urban Planning/Land

Use Zoning

Housing

Public Services

Parks and Recreation

Cemeteries

Slaughterhouses

Public Markets

Licenses and Activities
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Provided by municipalities. However, municipality
of Panama is considered to be very delinquent in
collecting garbage, and it has been reported that
in smaller municipalities garbage collection does
not take place at all. As a result, in Panama City,
garbage collection primarily done by DIMA,
which is part of IDAAN.

Provided by municipalities.

Provided by IHRE-Instituto Hidraulico de Elec-
trificacion. IHRE has provincial offices and
collect user fees at provincial levels.

This is complex service because land zoning is
done at the central, provincial, and municipal
levels. To complicate matters, in some of the
larger municipalities (Panama, San Miguelito, La
Chorrera, David, Colon), there is considerable
land invasion, making urban planning and zoning
difficult.

The Ministry of Housing (MIVI) is in charge of
housing. Pressure comes from the Community
Boards through housing cooperatives or a Local
Board dedicated to housing. Construction is
largely done by MIVI, with some self-help com-
munity efforts.

Provided by municipalities. MIPPE reports that
they assist municipalities in park designs and
provide services to municipalities.

Provided by municipalities.

Under municipal control. Some municipalities
own a slaughterhouse and others rent out munici-
pal facilities for such a purpose.

Under municipal control.

The Municipal Code establishes 42 licenses and
tariff activities that are relegated to municipali-
ties. The problem is these 42 licenses and taxes
are "mixed" and only 10-15 of these 42 are really
used effectively.
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Transportation Terminals

Social Services
School Construction

Sports and Culture

Health

Public Security
Police Department

Fire Department

Under central authority.

The Ministry of Education provides school con-
struction. Apparently there is good collaboration
with Community Boards in manual labor.

Municipalities have primary responsibility with
support from central authorities.

The Ministry of Health has primary responsibility,
with municipalities assisting in clinic construction.
Apparently, this is the favorite activity for Com-
munity Boards.

There are 510 public security representatives
(selected by the President) that correspond to the
corregidor representatives. Municipalities do not
possess their own police, even for traffic. All
police activities occur through the Direccién
Nacional de Transito. At the municipalit level,
the Mayor appointed by the President and is de
facto in collaboration with the National Police.
Municipal "technicians" are designated to control
local markets. These are not police, rather en-
forcers of municipal codes and regulations.

There are provincial-level fire departments, with
little services at the municipal level. Panama City
is the only one with its own fire department.

B. LOCAL GOVERNMENT STRUCTURE

Panama has nine provinces (Bocas del Toro, Chiriqui, Veraguas, Cocle, Herrera, Los
Santos, Panama, Colon, and Darien) with a population of 2.4 million in 1991.

9 Provinces
65 Municipalities
510 Corregimientos (Districts)
510 Junta Coimunales (neighborhood councils)
6,000 Junta Locales (estimated)
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Province Number Municipalities Number Districts
Bocas del Toro 3 15
Cocle 6 39
Colon 5 40
Chiriqui 13 101
Darien 2 24
Herrera 6 40
Los Santos 7 72
Panama 12 98
Veraguas 11 Al
San Blas - 5
TOTAL 65 505

There is no geographic or population base for setting up municipalities or districts. Like
Montana or Wyoming, some municipalities in Darien and Bocas del Toro have large land
masses but small populations. Others have small geographic areas but large populations.

In general, districts have populations ranging from 500 inhabitants to 80,000, with an average
population of 4,700. Perhaps 60-70% of districts have less than 4,700 inhabitants.

Panama is gradually becoming an urban society. At least 60% of the population resides in
sprawling urban cities like Panama City which now has roughly 50% of this country’s 2.4
million population (1991). This means that some of the traditional roles for Panama’s
municipalities may be different than in other Central American countries.

Representational Forms at Local Level
Representation takes place on a parallel system, as follows:

LEVEL | ELECTED APPOINTED
Provincial Provincial Council Provincial Governor
(Municipal Council) Regional Ministry Officials
Technical Council
Municipal Municipal Council Mayor (by the President)
(Corregimiento Reps) Correidores Districts (by the Mayor)
Junta Comunal (Corregimiento Reps) Corregidores
Junta Locales na. Appointed Leaders

This complex system carries different interpretations. Ons view is that local boards are
"cells" or local units that are appointed by government corregidores at the community board
level and are in effect control elements of central government at the local level. From this
perspective, appointed Mayors and provincial Technical Councils are "masks" for central
control. The other view is that there exists real representation at the local level that can be
brought to bear for participatory democracy and empowerment. In fact, the reality may be
a combination of both of these views.
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Province Level
Provincial Governors are selected by the President and serve at his discretion. The President

also runs a Provincial Technical Council, represented by the nine provinces, each with a
Provincial Council. The provincial government is regulated by laws approved on June 2,
1987 for Provinces and Law No. 51, December 12, 1984 for the Provincial Council. Most
observers find provincial-level government weak and inefficient. Each Provincial Council
consists of elected officials (Municipal Council Presidents and members selected from the
corregimientos) coming from municipal council election.

Municipal Level

There are 65 municipalities that correspond to 65 geographic districts. Each Municipality
has a Municipal Council. The Mayor of e«ch municipality is selected by the President and
serves at his discretion. The mayoral system is the executing body at the municipal level.
Mayors oversee a municipal operation with tiie 5,885 municipal employees.

The Municipal Council, an advisory body, is comprised of the Mayor (voice but no vote) and
representatives of the "corregimientos” plus Councilmembers. The Council selects its own
president.

‘There are 510 corregimientos (districts) within the 65 geographic districts. These districts
are not based on either population or geographic criteria.

Mayors have a dual function in Panama. They serve as the selected Mayor of the President,
and as the principal policeman at the municipal level. Municipalities must deal with police
actions and judicial processes for fines greater than §$15.

Electoral Processes and Mayor Periods

In understanding Panama’s local development, it is important to remember that two parallel
systems exist at the same time. One system is based on popular election, and the other is
based on appointments made by the President at the provincial, municipal, and district
(corregimiento) levels. Elected officials are dependent on central authorities for budgets,
salaries and operational expenses. In some cases, elected and appointed officials can work
together, while at other times there is both direct and indirect confrontation. This mixed
system is terribly inefficient and works at cross-purposes for the socio-economic development
of the country.

These dual systems are a result of conflicting political philosophies that have dominated
Panama in the past 23 years. These include a military administration with both a populist
bent as well as other military leaders with a more authoritarian orientation (Torrijos vs
Noriega). New laws and administrative procedures have been piled on top of older ones that
together create a jumbled puzzle that is both confusing and contradictory.

Panama has three types of elected officials: 1) the President, along with his two Vice-
Presidents; 2) 67 Representatives to the National Assembly; and 3) 1,020 corregidor repre-
sentatives. They are all elected at the same time and for a five-year period. Provincial
governors and mayors are appointed by the President.
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The President of the country selects the Mayor of the Municipality, for an unfixed period
of time and entirely at the disposition and discretion of the President. In concept, the
Municipal Council passes laws and sets policies while the Mayor is Administrator. The
Municipal Council has minimal staff and certainly no technical staff while the Mayor
possesses the technical staff. This can create a strained relationship between the Municipal
Council and Mayor if from different parties.

In late 1991, Panama began to undergo a transition with regard to elections. The 1984
mayoral elections, which occurred for the first time in 40 years (after 16 years of military
rule, from 1970 to 1984) was a watershed for elected local officials. This lasted only five
years (until 1984), at which time direct election for mayors was rescinded. There is currentl;
much discussion about having mayors elected directly again.

Relationship of Candidates with Parties

Three separate ballots exist for the President, Congressmen and corregidores. For
Congressmen, candidates are listed by party at provincial level. Corregidores are also listed
by parties and can be candidates for multiple parties. In each electoral district, corregidores
are listed only for that electoral district.

Relationships between Municipal Government and Lower Levels of Representation
Corregidores (representatives, consejales) by law are the Community Board Presidents.
Community Boards exist within each geographic district or corregimiento. Members of the
Community Boards are selected from representatives of the Local Boards.

There is considerable debate, hoth positive and negative, about Corimunity Boards. Some
Congressmen claim that Community Boards were formed by Torrijos for national security
and control reasons at the corregimiento levels. Others state that these constitute a good
form of democracy at the grass roots level. In any event, Community Boards wield
considerable power at the local levels.

Administrative Forms at Local Levels

Corregimiento

The corregimiento is the basic unit at the local level. It works at three levels of government
through direct participation in the corregimiento, municipal council and the provincial
council.

Junta Communal

In each corregimiento, there is a Community Board that is in charge of community interests
and that channels funds to the community. Law No.105, dated 1973, and revised by Law
No.53 in 1984, provides 24 specific attributes to the Community Boards. These range from
conducting community needs assessments to establishing small businesses or engaging in
mixed companies to generate income for the community. These laws, if implemented,
provide Community Boards wide flexibility to represent the interests of the corregimiento.
Community Boards are from the same geographic area as the corregimiento, each
represeuting about 4,700 average inhabitants,
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Members of the Community Board are appointed by the representative corregimiento, who
is also the Board President. This directly links the Community Board to the corregimiento.

The Community Board has the responsibiliiy to develop and promote the socioeconomic and
cultural needs of the community it represents in coordination with the Municipal Council
and the central government agencies represented in the province. It serves as the
coordinating board for the needs of the community at the local level.

Juntas Locales

Below the Community Board are a number of neighborhood organizations called Local
Boards that articulate community needs. Local Boards may be trade-based, labor-based, or
other, non-geographic-based groups. These grassroots organizations support and implement
programs and projects of the Community Board, of which they are an auxiliary organ.

There are an estimated of 6,000 of these unwieldy clusters of local groups, representing
cooperatives and interest groups. Panama has traditionally had a system of local government
that is designed for grassroots participation. Elected Local Boards (juntas locales) represent
the interests of neighborhoods. Each of the 510 geo-political districts or corregimientos in the
couniry have several of thesz neighborhood boards; a representative is elected from each
corregimiento who chairs the Community Board and who is also a member of the Municipal
Council.

This layered structure of local government does not necessarily result in a responsive
government since some councils and neighborhood councils are inactive. In addition, local
authorities do not always have the means to determine local priorities and have even less
capacity to finance projects that respond to the needs of their constituents. The various
layers of local government also diffuse decision-making and weaken the autonomy of
municipalities.

Decentralization Policies

Panama has historically had a highly centralized government, with municipalities servirg as
"tentacles" of central authority. In 1941, the Constitution severely restricted municipal
attributes, placing municipal administration under the control of centrai authoritics. While
municipal administration was established under the Consejo-Alcalde system, lacked
autonomy. Municipalities are taking a beating by central authorities. Most observers even
witness increased centralization and a deterioration of municipality authority since the
Panama revolution in December 1989. Municipalities are becoming more clearly dominated
by the Controller. Municipalities are weak and have difficulty responding to or challenging
more sophisticated central authority.

The general impression is that municipalities represent a "deconcentration" (rather than
decentralization) of services initiated by the central authorities. This general tendency
contrasts with healthy signs of local initiative and actions by the Community and Local
Boards.
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Still decentralization is not alive and well in Panama. Most observers maintain that Panam:
has gone down hill since December 1989. Not surprisingly, many people interviewed feit
present government was tending to centralize, especially through the Comptroller’s Office.

Participatory Planning Process

Community Boards and Local Boards have sporadic histories. Each community is different,
and depending on the corregidores from the Boards. In Pueblo Nuevo, Panama City, the
corregidor has been active in promoting her neighborhood through the Community Board.
Community Boards can place direct impact on the central authorities. For example, on
October 29, 1991, two references in La Prensa by two different Junta Comunales (David,
Panama City) in which the Community Boards demanded the central authorities of IDAAN
to take action for needed repairs. Thus, while Community and Local Boards can and do play
a role in planning, it is uneven.

N

y

\.7



ANNEX Il
MUNICIPAL SUPPORT INSTITUTIONS

REGIONAL LEVEL

At the regional level, municipal governments have made several attempts at establishing a
region-wide association. The two fiist attempts were unsuccessful, with the Federacién de
Municipios de Centroamérica y Panama (FEMUCAP) in 1978 and the Unién de Municipali-
dades del Istmo Centroamericano (UMICA) in early 1991. However, a recent attempt in
late 1991—with the Federacién Municipal del Istmo Centroamericano (FEMICA) —appears
to be much more promising, particularly in light the support it and national associations are
simultaneously receiving from international donors, such as USAID. The potential of
FEMICA was further enhanced during the November 1991 Regional Municipal Seminar
held in Tegucigalpa, Honduras. During the Seminar, FEMICA’s role and base was consoli-
dated through the clarification of regional and national municipal association functions, a
declaration of action (the Declaration of Tegucigalpa) for municipalities and their associ-
ations, the formulation of a FEMICA work plan and budget, and the generation of a solid
resource base for FEMICA’s future work.

The purpose of FEMICA is to support mechanisms that strengthen municipal institutions
and the processes of decentralization in the Central American Region and Panama. Specifi-
cally, FEMICA’s objectives are to:

® Consolidate FEMICA as a permanent representative organization and voice for
municipalities throughout the Isthmus;

= Support the exchange of experiences among its members;

= Elevate the theme of "municipalism” and decentralization to the "agenda" of governments
throughout the Isthmus;

® Obtain support fromn international (bilateral and multilateral) donor agents in the
achievement of FEMICA’s objectives;

= Conduct research and studies that insert the municipal "sector" into the new economic
strategies and activities of the central governments.

FEMICA has the potential to successfully achieve such cbjectives, given the clear work plan
that FEMICA has formulated to implement these objectives, initial confidence from mayors
and their local governments, support from the international donor community, and its
ongoing efforts to mobilize a solid resource base. However, sustained support will be
necessary for FEMICA to realistically achieve these objectives. In addition, FEMICA must
prove itself to be consistently democratic and participatory in order to ensure its legitimacy
and maintain its support from its members—a problem that is common with associations at
the national level.
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GUATEMALA
Guatemala has various entities working to support municipal development. First, as in other
countries, it possesses both a municipal association, "ANAM" (the Asociacién Nacional de
Municipalidades), and development institute, "INFOM" (Instituto de Fomento Municipal).
In addition, two other private entities—FUNDAZUCAR and APOLO—are supporiing the
municipalities.

ANAM, the municipal association, was approved by the government in November 1969 to
attend to the interests of all municipalities throughout the country and to promote their
development. It represents all municipalities and currently charges a fixed fee based on a
"sliding scale” (i.e., on municipal income). The association is comprised of the National
Assembly, an Executive Board and a Secretariat. In January 1992, Guatemala’s municipal
governments held a Congress to reform the statutes of the association such that the associ-
ation’s President will be elected by its members rather than, as previously established, be
automatically held by the Mayor of Guatemala City. This change will improve the represen-
tation of association members and, through elections, allow greater participation of its
members. It is important to note that, in addition to the national association, departmental
associations exist, which convene on a regular basis in order to erchange ideas, discuss
common problems and obtain information on the state of municipalities.

INFOM, the municipal development institute, was created in February 1957 and provides
training, assistance and financing, The role of INFOM in financing is significant, given that
central government transfers (8% of the annual budget and a percentage of taxes on beer,
spirits, coffee and other items) to municipalities are made through INFOM.

The two other entities that provide assistance to municipalities are clearly limited in their
scope or by their fees, but are nonetheless worth mentioning. FUNDAZUCAR, a nonprofit
foundation organized by sugar producers, provides assistance to municipal corporations as
part of broader socio-economic development efforts. Meanwhile, APOLO, an organization
established by the Francisco Marroquin University, provides technical assistance to city
councils in return for some form of remuneration.

EL SALVADOR

El Salvador possesses, as several other countries in the region, both a municipal association
and a municipal development institute. These are "COMURES" (the Corporacién de Muni-
cipalidades de la Repiblica de El Salvador) and "ISDEM" (the Instituto Salvadoreio de
Desarrollo Municipal), respectively. In addition, there also exists an institute that supports
municipal councils, known as "ISAM" (the Instituto Salvadorefio de Administracién Muni-
cipal), which is funded by the Adenauer Foundation but which has a party affiliation.

COMURES, the municipal association, was organized in November 1940 during the First
Congress of Salvadorean City Councils. It eventually became inactive, not to be re-estab-
lished until September 1991 during the Sixth National Congress of Salvadorean City
Councils. At this Congress, the municipalities agreed to a proposal that reforms the statutes

Y
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of COMURES. The changes establish COMURES as an association comprised of the
National Congress of Mayors, the Departmental Mayor Councils,’ an Executive Board (with
38 directors), a Secretariat and various "commissions" dedicated to research, evaluation, con-
sulting and publication. Accordingly, the association has already defined its goals for 1992,
which include to: 1) create and operate Departmental Mayor Councils; negotiate with the
Legislature in order to establish a Commission on Municipal Affairs; formulate Social
Security programs for municipal officials and staff; and implement Article 28 of the Muni-
cipal Code, which calls for the creation of a special court to hear complaints against council
members. These efforts, if achieved, will strengthen and help assure the sustainability of the
association.

ISDEM, the municipal development institute, was created in March 1987 with the objectives
to provide technical, administrative, financial and planning assistance to city councils. The
ultimate goal is to empower city councils and assist them in better accomplishing their duties
and obligations. According to law, the institute is also responsible for the "Economic and
Social Development Fund of Salvadorean Municipalities” as well as the distribution to city
councils of their share of the coffee export tax. As such, the institute provides both technical
assistance and financing services.

Finally, the Salvadorean Institute for Municipai Administration (ISAM), while limited by
its apparent politicization, does offer important services to its members. It provides technical
assistance training and legal assistance to municipalities as well as serves as a research and
publishing arm.

NiCARAGUA

Nicaragua, while it does possess a fairly strong municipal development institute (INII" M),
can not claim to have a broad-based, nationwide association. In the 1980s, there was a
"Mayor’s Movement," with the ultimate purpose of forming an association. However, this
movement acquired a political affiliation and lost its municipal one. While there exists
recognition that the political affiliation of municipal associations must be diminished in
order to effectively promote decentralization, this problem persists. For example, in the
Department of Matagalpa, a Mayor’s Association has been established but only some
municipalities in the Department belong, due to its political affiliation with the UNO party
(Unién Nacional Opositora).

The development institute that does exist ("INIFOM" or the Instituto Nicaragiiense de
Fomento Municipal), was recently created (in March 1990), but has already established a
good track record as well as a relatively autonomous character. The basic purpose of
INIFOM is to strengthen municipal administration and promote municipal development.
The Executive Board has 40 members, 34 of which are mayors. At the present time,

These councils, which are comprised of all the city councils in a given department, constitute the represent-
ative bodies of COMURES at the departmental level.
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INIFOM does not have a stable funding base, despite some international assistance, and
relies almost totally on central government funding. While INIFOM is quite new and
currently has severe budget limitations as well as a heavy dependence on central govern-
ment, the institute holds potential, particularly given the majority representation of mayors
on its board.

HONLURAS

Two organizations function as municipal support organizations in Honduras. The first is
"AMHON" (the Asociacién Municipal de Honduras), which is the official municipal
association. The secend is "BANMA" (Banco Municipal Auténomo), which is the municipal
development bank. In such capacities, AMHON plays a key role in representation and
exchange of ideas while BANMA, despite some financial difficulties, continues to play an
important role in financing, technical assistance and training.

AMHON includes representatives of all municipalities of Honduras. The current President
is the Mayor of La Ceiba. While it has been relatively iractive in the past, it is currently
attempting to revitalize itself. To do that, AMHON is working closely with BANMA to
secure credits for its member municipalities. While all mayors are automatically considered
members of AMHON, only the larger municipalities (i.e., 35-40) are active in the
association.

BANMA plays the role that many municipal "development organizations” or "institutes" play
in other countries, at least with regard to technical assistance and training. In addition, as
a development bank, it offers financing that some of the "institutes” do not. However,
BANMA faces serious difficulties that limit its potential. It has substantial arrearages in loan
repayments by the municipalities and generally lacks the full confidence of the municipali-
ties. BANMA currently bas a TA and training staff of 12 and plans on contracting 13 addi-
tional persons in the near future with JADB funds. These are experts in accounting,
budgeting, project preparation and land surveys. With LADB funding, BANMA is providing
financing and technical services (free of charge) to 40 medium-sized municipalities (with
10,000—80,000 inhabitants each), with plans to expand these services to another 50.

In addition to the municipal support organizations, there exists a central government-run
entity that supports municipalities. This entity, working out of the Ministry of Government,
is called the General Direction on Technical Assistance to Municipalities. The Direction’s
assistance is extremely limited and focused primarily in budget preparation, given that the
vast majority (70%) of municipalities do not have any internal budget planning capabilities.

AMHON and BANMA entered into a cooperation agreement in April 1991. This agree-
ment, which was also approved by the General Direction on Technical Assistance to Munici-
palities, was accompanied by financial assistance from the German Development Foundation
(CFE). This agreement should further strengthen both support organizations and improve
their cooperation in assisting municipalities.
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The new Municipal Law requires the formation of a municipal development institute, as is
common in other countries. While as of October 1991, the institute had not yet been
formed, meetings were being held within the Ministry of Governinent to establish one. The
formation of such an institute could indeed replace the assistance provided by the Ministry’s
municipal technical assistance office. However, it could also potentially replace some of the
technical services provided by the already troubled BANMA. As such, ultimately there could
be three municipal support organizations with some overlapping and possibly competing
functions.

COSTA RICA

Costa Rica also has two municipal development support organizations. These include the
municipal association, the "UNGL" (Uni6én de Gobiernos Locales), and a municipal develop-
ment institute, called "IFAM" (the Instituto de Fomento y Asesoria Municipal).

The UNGL, founded in 1977, officially represents Costa Rican municipalities at the national
level, while the "municipal leagues" (Ligas Municipales) represent municipalities at the
regional level. In general, the Union works with 40 of the 81 municipalities, and largely
these are the smaller ones, perhaps due to a greater need for representation. Municipalities
elect delegates to the national assembly of the UNGL and pay a quota (2C per every 1,000
inhabitants) for its operations. In addition to domestic financing received through quotas,
the UNGL also receives international financing. With a resulting annual budget of $50,000
(C 7 million), the UNGL provides services in three areas: training of municipal officials;
national representation and legal advice; and land title searches, which are helpful in
identifying people avoiding municipal property taxes. The UNGL also recoups a fee for this
last function (US$1.00 per search), helping to finance its operaticns.

IFAM is an autonomous public organization, which was established in 1971 as was the
Municipal Law. The organization was established as a means for central government to
implement this Municipal Law. Since IFAM is a central government-run program and does
not represent municipalities but provides a service to them, IFAM is in effect an example
of "deconcentration” rather than "decentralization." Despite the potential limitations of a
centrally-run organization, IFAM is in fact the strongest, largest and best organized
municipal development institute in the region, with 245 employees and an operating budget
(as of 1991) of C 1,197,777,250. IFAM’s work comprises eight areas:

1. Project Development

IFAM works with municipalities on the following types of projects: irrigation,
construction, machinery and design.
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2. Credit Program
IFAM provides credit for water and sewage systems, construction, procurement
of machinery and computer equipment, road repair, secondary road construction, and a
variety of other municipal operations.

3. Technical Assistance

IFAM’s technical assistance encompasses: income generation activities (290 in all);
administration assistance (260 in all) including computer work and tariff studies; budget and
project planning; judicial and legal matters; civil engineering, architecture and topography;
reconstruction and maintenance of machinery; and the development of the municipal
leagues and intermunicipal organizations. The high municipal staff turnover rate every four
years, due to the desire of municipal executives (city managers) to contract their "own"
people, presents a problem for retained knowledge and capabilities, necessitating repeated
assistance to municipalities.

4. Training
IFAM has a total of eight training programs. The two largest training areas are
in management and operations. Other training programs include policymaking, legislation,
municipal education, urban development, computers, relationships with communities and
research. IFAM also has domestic agreements with the Ministry of Education and Health
as well as international agreements with IULA and UNDP. Under all their programs, IFAM
estimates that it trains 2,000 officials per year.

5. Research and Publications

IFAM conducts research in a variety of areas. For 1991, IFAM has planned to
produce approximately 30 research activities, articles and publications. While the quality of
IFAM’s publications are quite high, the distribution of publications is low since IFAM can
generally produce only 1,000 copies per study.

6. Municipal Tax Collectioni Program

IFAM collaborates with the Ministry of Finance (Hacienda) in efforts to increase
tax collection at the municipality level.

7. Secondary Road Programs

IFAM has a special program, in addition to training, that supports secondary road
construction and maintenance.

A
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8. Other Programs

IFAM is engaged in a variety of other activities, including coordinating functions
and conducting international seminars.

PANAMA

Panama, in contrast to other countries in the region, does not currently possess a functioning
municipal association or development institute. While not currently active, there have been
three associations: an association of mumnicipalities (the APCI); an association of local
representatives; and an association of mayors. There is a National Council of City Councils
that is active, but it does not serve as a municipal association per se. Finally, there is a very
recently established development institute (IPDEM) but, having only been in operation since
January 1992, as of yet possesses no track record. While attempts are being made to both
reactivate APCI and to begin a development institute (IPDEM), neither yet effectively
supports municipalities or any decentralization process.

The first type of association is a municipal one: the "APCI" (Asociacién Panameiio de
Cooperacién Inter-Municipal). The APCI, which was founded in 1954, only functioned well
for five years. While it was re-activated 20 years later in 1985, it has not been particularly
active in recent years. The purpose of the association was to further communication among
mayors and local representatives who form the 65 municipal councils. Once an advocate of
municipalities against encroachment and increased power of provincial governments, the
APCI no longer plays this role.

The second association is for a relatively "loose" organization of "corregimiento” representa-
tives nationwide: the Asociacién Nacional de Representantes. Apparently, the association
represented a political initiative to organize representatives by parties. Currently, the associ-
ation is not active.

The third is an association of mayors, known as the "Asociacién de Alcaldes." It was estab-
lished when mayors were elected directly by popular vote. However, currently, this associa-
tion is also no longer functioning.

The Council of City Councils and Representatives, while not an association per se, functions
as such for its members. It serves as a representative and liaison with ministries in efforts
to foster development projects at the provincial levels. While the Council reportedly has a
limited budget, it does receive approximately $100,000 per year to run its operations. In
terms of organization, the Council has nine members who, in turn, are the Presidents of the
nine Provincial Councils. The National Council President is elected by all 510 representa-
tives and the 24 councils at large. The current President is Guillermo Guillen, Represent-
ative from the Francisco Diaz corregimiento in the Panama District.
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The development institute that exists, [IPDEM, is extremely new and has, as of this writing,
virtually no track record, given that it was formed in late October 1991 and did not eveu
begin its operations until January 1992. Along with support of the Adenauer Foundation,
it will attempt to provide services directly to municipalities in analysis and training. Given
that the IPDEM leaders are also members of the Partido Democracia Cristiana (PDC),
however, they will have .o demonstrate clearly and early on that IPDEM is not a party
organization. This will be necessary to establish broad credibility and legitimacy among
municipalities.



ANNEX IV
COMMUNITY PARTICIPATION
AND EMPOWERMENT

INTRODUCTION

This Annex contains the supporting analysis, menu of key components and case studies
related to Section IILLB.2 on community participation and empowerment in Central
America. The first section briefly summarizes the analytical framework on which the
assessment was based, the guidelines for identifying key community empowerment
characteristics, and the individual country studies. These country studies include case studies
on community participation. Given the complexity and numerous dimensions of community
participation, as well as the different conditions within each country, the studies differ
substantially among countries. These complexities and differences make any regional (cross-
country) analysis difficult. Likewise, they only enabled PADCO io draw general conclusions
and to only suggest an approach, some guidelines for key components, and recommendations
for a regional and national strategy for community empowerment and participation in the
municipal development process.

A. PARTICIPATORY PLANNING FRAMEWORK'

This framework is primarily focused on community participation through NGOs in the government planning
process. However, this framework is also directly relevant to the participation of municipal governments (individually
or through municipal associations) in the departmental and/or central govemment planning process. As a resull,
the framework is relevent to the other areas covered under the broader Central America Municipal Assessmeni.

1. The Debate Over Participation: Top-Down Vs. Bottom-Up

The debate among development policy specialists over the participation of the poor
in the benefits of development has revolved around two theoretical points of view. As Figure
I illustrates, these perspectives are to assume, first, that the benefits of development will
trickle down to the poorer, less direct beneficiaries, and second, that local small-scale and
participatory projects are the best means for the poor to participate in the benefits of devel-
opment. Because of these perspectives, the focus on alternatives has been associated with
top-down or bottom-up development approaches, respectively. However, theory and
experience indicate that the benefits of development do not necessarily "trickle down" to the
poor and that a small-scale, disjointed approach does not necessarily address the larger
political and economic obstacles that impede the poor from significantly improving their
living conditions.

'Note: a complete version of the framework, including a full description and analysis of approaches and cases,
can be made available upon request from the author, Sandra Wheaton (Copyright 1991), PADCO, Inc.
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FIGURE I: REGIONAL DEVELOPMENT APPROACHES

Top-Down Approaches

N

Growth Centres/Poles
Interdisciplinary Framework
Small City/Rural Centres
U.F.R.D.

Reduced Planning
T.S.P.

R.U.E.

/ Comprehensive

Action-Oriented

Distribution
and equity
unaddressed;
market-based
and assume
wealth will
trickle down

- to the poor
Mixed Approaches
Multi-Cevel Planning == Planning-based Address
Interdependent but not equity/
Rurban Rehovat implementable |distribution
. and avoid
- Plal.mmg-based disjointed
g o and implementable process;
G elodaent =] Grassroots-based | regional in
and implementable|framework,
Ipartlcipatory

Bottom-Up Approaches

,e‘
irassroots
Development -
Selective Closure
Revised Agropolitan

Agropolitan

Self-reliance
within an open
economy

Limited Closure

Autarky

yd AN

Disjointed
processes;
assume
participation
and
small-scale
projects are
optimal
development
solution

W



Annex IV, 3

2. The Shortcomings of Top-Down Approaches

Neoclassical economic theory and associated top-down strategies encompass diverse
methods of fractional and spatial integration and diffusion that promote economic growth.?
While these strategies are diverse, they share a "doctrine of unequal developraent" that
underlies neo-classical theory. This doctrine maintains that inequality is potentially efficient
economically and may promote growth because "...the rich save...more out of their incomes
than the poor and..high profit levels...[are]...essential as an inventive tn private...saving"
(Friedmann® 1979, p.93). Distributional questions arc considered of lesser importance
because they are presumed to be addressed by market forces and the eventual "trickle down"
of the benefits of development from the more direct ar.d wealthier beneficiaries of society
to the less direct and poorer ones (Friedmann 197%).

While the assumption of neo-classical theory is that distributional issues will ultimately be
addressed by market forces, the resulting top-down strategies do not necessarily alleviate
disparities between socio-economic income groups. Top-down decentralized approaches for
small city/rural center development are an improvement upon the more traditional
functional approaches and may in fact alleviate regional and rural/urban disparities in broad
terms. Nevertheless, no matter how decentralized, top-down approaches continue to be
based on the "trickle down" theory and do not address problems of distribution or equity,
such as land tenure, income distribution and market control. Neither do they address the
problems of channelling development through government agencies that are not democrati-
cally elected and/or are disinterested in true participation and, as a result, tend to direct the
benefits of development to individuals with vested interests and political /economic control.

Furthermore, the one form of participation that is considered acceptable under the neo-
classical view—and in some cases is considered necessary when market forces fail to address
distributional issues—is limited. This form of participation, know as the "welfare" approach,
is limited in that it constitutes the "passive" participation of the poor in only the benefits of
development through either the "trickle down" of benefits or contributions from the rich.
This form of participation may indeed help the poor, but it does not address problems
inherent in the socio-economic and political structure and may be, at best, a temporary and
partial strategy.

3. The Shortcomings of Bottom-Up Approaches

The role that participation plays in the development process is the main factor that
differentiates bottom-up from top-down approaches. The underlying assumption of bottom-
up approaches is that local participation of the poor in small-scale development activities
will facilitate the transfer of resources and the benefits of development to that group and
will have a positive impact on socio-economic conditions for this group. These approaches

*These strategies include: Growth Centers/Growth Poles; Interdisciplinary Framework; Small City/Rural Centers;
Urban Function in Rural Development (UFRD); Reduced Planning; Themes Systems Planning (TSP); and the
Rural-Urban Exchange (RUE).

3'l‘erritory and Function: The Evolution of Regional Planning. London: Ernold Arnold, 1979
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focus on activities primarily at the local level, advocate varying degrees of economic closure
(from total autarky to an open economy), and support participation in either a capitalist or
socialist context.* The theoretical paradigms underpinning these approaches advocate active
participatory processes in which the poor are given not simply the benefits of development,
as in the "welfare" approach, but rather the means to develop. As a result, bottom-up
approaches are based on "advocacy"” and other empowerment views and support participa-
tion in the local development process.

While bottom-up approaches do provide the poor with more direct access to the benefits
of development as well as the means to develop, the assumption underlying these
approaches (i.e., that local participation in smai!-scale development activities is the most
effective and meaningful means of participation) is flawed. Bottom-up approaches constitute
somewhat unrealistic or impractical views about the devolution of power and resources to
the local level in both theoretical and practical terms and about the long-term or wide-scale
impact of that devolution (assuming it occurs) on the welfare of the poor. In addition, the
tendency of such approaches to promote numerous, isolated small-scale projects tends to
result in a disjointed development process.

4. The Need for Middle-Level Participatory Approaches

Because of the flaws in the assumptions underlying the top down and bottom-up
approaches, policy specialists have begun to focus on middle-level approaches—such as the
"Participatory Planning" or "Scaling Up" approaches—that attempt to combine the advantages
and eliminate the shortcomings of top-down and bottom-up approaches. Specifically, they
focus on approaches that are both participatory and territorially broad (i.e., regional) in
framework.’ These middle-level approaches have made significant advances towards solving
a cc;mmon problem: making development planning—and participation in it—more meaning-
ful.

The "Participatory Planning" approach is a generic approach that merits consideration
because it provides planners with practical tools for incorporating participation into the
planning process. It explains how to identify the criteria that determine the most appropriate
approach (techniques and actors) for participation throughout the planning process. The
approach further specifies that public participation can be elicited through various means:

“These approaches include: Agropolitan; the Revised Agropolitan; Selective Closure; and Grassroots Develop-
ment.

*These include the following strategies: Participatory Planning; Integrated Regional Development; Micro-Regional
Planning 4; and Scaling Up.

*Meaningful” refers to a more positive quantitative impact (i.e., growth) and/or qualitative impact (i.c., develop-
ment). Examples of the former are increases in production, income and savings. Examples of the latter are
improvement in the quality of life or the means to improve one’s living conditions thrugh, for example, greater
participation, economic or political leverage, economies of scale and scope, legal status or human rights,
environmental and natural resource protection, and access to technical assistance, adequate infrastructure,
housing and social services.
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one-one approaches and/or through interaction with community leaders, community
meetings, and representative organizations that are community and multi-village, regional
and/or functional in nature. Which approach should be taken depends on: 1) the depend-
ability of the information which would result from the use of a given approach; 2) the
practicality of the approach in regard to cost and efficiency; 3) the approach’s integratability
with the regional planning process; and 4) the amount of local support to the plan which
a particular approach may generate. In general, the closer to the local level and the wider
the range of participation, the greater the dependability and local support but the lower the
practicality and integratability to the plan.

A grassroots-based (as opposed to a planning-based) middle-level strategy that is becoming
more prevalent is the "Scaling Up" approach. Of all the middle-level approaches, only this
one is based on initiatives from the grassroots (i.e., the poor themselves). The Scaling-Up
approach is not a theory but rather a way of conceptualizing the lessons gained from
bottom-up development experiences during the last two decades. By the late 1980s,
bnttom-up strategists began to recognize the need to work within a larger framework that
sustains grassroots growth over the long run. Some of these strategists noted that:

Non-governmental grassroots organizations are so frequently lost in self-admira-
tion that they fail to see that the strengths for which they are acclaimed can also
be serious weaknesses...In the face of pervasive poverty..’small-scale’ can mean
merely ’insignificant’...Politically independent” can mean ’powerless’ or ’discon-
nected’... "Low cost’ can mean "underfinanced’ or poor quality’..’Innovative’ can
meail simply 'temporary’ or "unsustainable.” (Anuis and Hakim 1988 in Wheaton
1991).

However, from the growing "web" of smaller, dispersed and less sustainable grassroots organ-
izations have emerged grassroots-based regional and micro-regional intermediary organiza-
tions, known as "Grassroots Support Organizations (GSOs). Specifically, GSOs are a sub-set
of the broad spectrum of NGOs (or Non-Governmental Organizations). GSOs are develop-
mental civic entities that provide services for and channel resources to local groups of disad-
vantaged rural or urban households and indivicuals. In their capacity as intermediary institu-
tions, GSOs provide a link between the beneficiaries and the often remote levels of govern-
ment, donor and financial institutions. They may also provide services indirectly to other
organizations that serve the poor or perform coordinating or networking functions (Carroll
1990 in Wheaton 1991).

This Scaling Up approach suggests that local participation can be made more meaningful
when raised (i.e., connected) to a broader territorial level and larger scale through inter-
mediate, "non-governmental" organizations (NGOs) or "grassroots support” organizations
(GSO:s). Literature on intermediate organizations, particularly that on network forms of
organization, sheds light on the GSO traits that make participation more meaningful. These
traits include external and internal economies of scale and scope, organizational flexibility,
terriiorial reach, regional leverage and participatory management. This literature suggests
that small organizations and communities can make their participation more meaningful by
participating in networks of intermediate organizations such as GSOs.

[
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Figure 11 illustrates that the regional dimension of the grassrootis-based Scaling-Up approach
is necessary to increase the success of grassroots projects. Without this regional dimension,
the small, diverse, dispersed, impovrished and unempowered community organizations are
unable to compete with the regionally based power of local and regional elites. However,
with the regional and large-scale dimension of GSOs as well as their leverage and technical
assistance, these poor groups can increase their impact and improve the socio-economic and
environmental conditions of their members. GSOs also provide linkages with the public
sector which, in turn, increase the role of local groups in the development process.

Figure III illustrates, through NGOs and GSOs, how: (1) middle-level approaches can
achieve more meaningful participation and have a more positive impact on development
projects; (2) the planning-based approaches can improve their impact on projects through
increased participation; and, (3) the grassroots-based approaches can improve their impact
through a regional framework and affiliation. On the one hand, the planning-based
approaches can, through participation, improve their information base, beneficiary commit-
ment and initiative as well as achieve a greater transfer of resources and skills to the benefi-
ciary population. On the other hand, bottom-up projects can, within a regional framework,
improve their impact on development projects through institutions that make possible: 1)
regional leverage; 2) large firm benefits; 3) widespread provision of social services, infra-
structural investments and technical assistance; 4) public/private linkages. These benefits
of GSO:s can, in turn, contribute to the process of regional planning. Since GSOs could help
to make the development and planning activities of both these groups more meaningful,
such "intermediate” organizations will most likely become a more critical link for the mutual
interaction of these approaches.

The above illustrates that it is possible to suggest that GSOs not only constitute a channel
for raising participation to a meaningful level, but also provide a means for making
top-down regional planning efforts—and participation in them—more meaningful. GSOs
provide a link between top-down and bottom-up initiatives and a mechanism for synthesizing
approaches, which suggests that GSOs should be incorporated into the planning process.

B. GUIDELINES: KEY COMMUNITY EMPOWERMENT CHARACTERISTICS

To assist the team in selecting, evaluating and drawing cross-case conclusions, PADCO
prepared preliminary guidelines for conducting the assessment. These guidelines consist of
a means to: 1) identify and select cases that share as many characteristics as possible (so
as to make the cross-case analysis possible); and 2) evaluate these cases based on a prelimi-
nary "menu" of coniponents or "variables" for "effective" or meaningful” community participa-
tion in the municipal development process.

1. List of Shared Characteristics
To facilitate the case selection process and to make a cross-case analysis feasible,
PADCO identified a list of suggested characteristics for the cases. While it will be impracti-
cal and impossible to select cases that fulfill all or even the same characteristics in the list
provided, the team made every effort to identify cases that share a majority of the
characteristics suggested, as included in Table I.

WA
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FIGURE II: SCALING-UP APPRCACH - THE IMPORTANCE
OF REGIONAL ASSOCIATION AND GSOs
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FIGURE III: MIXED REGIONAL DEVELOPMENT APPROACHES
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secure reliable information and the analysis thereof, beneficiary commitment and initiative,
and the transfer of resources, skills and knowledge to and from the beneficiary population.

Regional/Micro-regional
Government Entities
Regional Grassroots Support Organizations (GSOs)
Community Organizations Individual Community
and Meetings Leaders and Members

Collaboration among and between local organizations, regional GSOs, regional and
micro-regional governments (ceatralized and/or decentralized) to achieve economies
of scale, regional application/dissemination/impact,
public - private coordination,
leverage, and vertical and
hortizontal integration.

?

Scaling-Up
Grassroots Development
Initiative

A
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“TABLE I: CHECKLIST FOR SUGGESTED CASE CHARACTERISTICS

L Reduce local and/or regional disparities (in income, services, infrastructure, etc.)

2, Promote public/private collaboratior

3. Improve/increase participation in the municipal development process

4, Improve the leverage of community groups at the local and/or regional level in the
municipal development process

5. Achieve or improve economies of scale and/or scope

L Increase and/or improve the local provision of and access to services, facilities, housing
and/or infrastructure

2. Increase and improve community participation in the needs assessment, planning/design,
decision-making process, implementation and/or evaluation of municipal development
policies, programs and/or projects

3. Improve technical methods/skills and provide technical assistance/services to local organiza-
tions

4. Improve the legal status and rights of the pror

5. Increase focal access to and control over land/natural resources

6. Promote local economic development (through better access to financial resources,
increased employment, better market conditions, etc.)

7. Achieve or improve horizontal /vertical integration within/among NC Os

8. Achieve or improve NGO diversification

9. Achieve or improve NGO economies of ccale

'C.’ACTORS =

1 National governmental agency or agencies operating at the municipal/local level and/or
municipal government

2. Non-governmental or quasi-governmental organization(s) ai the local level that is/are part
of one of the following local or regional/inter-community organizations:
a. Membership non-governmental, cooperativc or other organization
b. Membership quasi-governmental organization (e.g., federation or association of

communities or patronatos)
c Advocacy organization (private; (i.e., that works on behalf of the poor but is not a
membership organization).
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2. "Menu" of Key Community Empowerment Components

To facilitate the evaluation and analysis process, PADCO also prepared a prelimin-
ary list of components or "variables" related to effective community participation in the
municipal development process. Since the dimensions of what constitutes "meaningful” or
"effective” participatory planning are diverse and numerous, particularly depending on the
nature of the project and the actors involved, the preliminary list is understandably more
comprehensive than the scope of any given project. However, this "menu" provides a helpful
checklist in the case evaluation process and also assists in identifying cross-case patterns and
the relative strengths and weaknesses (as well as obstacles and opportunities) related to
meaningful participation in the cases evaluated. PADCO and its consultants utilized this list,
incorporated as Table II, in the evaluation and analysis processes.

o
.

~ TABLE NI
... .. COMPONENTS
" A. COMMUNITY PARTICIPATION IN THE PROJECT

1. Evidence of participation of the poor that is:

a. Direct (through membership organizations or the one-on-one ap-
proach); or

b. Indirect (through advocacy organizations)

2. Utilization of Participatory Techniques

a. Group Discussion Techniques

scommunity meetings (forums or "cabildos")

” sworkshops and workshop surveys of a sample population

e"'nominal" groups, through which individuals formulate independently
and contribute anonymously their opirions about specific problems,
priorities and solutions but learn from and discuss the combined
opinions of the entire group

aconflict resolution (in conjunction with other techniques)

splanning simulation, through which participants must assess and rank
the impacts of different policies, as would be required in a real plan-
ning situation

b. Individual or "one-on-one" techniques:

spublic opinion surveys

ssurveys about different scenarios
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~ TABLE n COMPONENTS OF MEANINGFUL PARTICIPATORY PLANNING

CON[PONENTS

mquasi-experiments to obscrve the effect that manipulated or naturally
occurring circumstances have on public preference and apply such
information to project planning and information (e.g., a pilot project)

3. Nature and Stage of Participation

a. Assessment Stage: Participation in the form of "information-giving"
regarding opinions, conditions, needs, solutions

b.  Planning/Design Stage: Participation in planning and design of
policy, program or project

c.  Decision-Making Stage: Participation in the ultimate approval or
rejection of the activity

d. Implementation Stage: Participation in actual implementation

e. Evaluation: Participation in on-going or post-activity evaluation

B. PUBLIC/PRIVATE LINKAGES ACHIEVED THROUGH PARTICIPATION

1. Increased/improved access to government TA, social services, and other
programs

2. Increased/improved access to governmental infrastructure investments

3. Increased/improved collaboration and coordination in government develop-

ment activities

4, Increased democratization by making public agencies more respon-
sive/accountable to citizenry

C. LEVERAGE (POLITICAL/ECONOMIL,/SOCIAL) ACHIEVED THROUGH
PARTICIPATION . _ :

1. Increased/improved access to (public or private) land, services, housing,
facilities or infrastructure

2, Increased access to financial resources
3. Attainment of legal status, righis, representation and/or licenses
4. Attainment of government concessions, commitments, procedural and/or

legislative changes

5. Increased/improved capacity to generate, fund and/or manage development
activities
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TABLE II COMPONENTS OF MEANINGFUL PARTICIPATORY PLANNING

COMPONENTS
D. _HARACI‘ERISTICS/ENVHIONMENT OF PARTICIPAT[NG MUN”ICIPAL
GOVERNMENT
1. Authonty/Approval:

a) De Jure: Has legislative mandate/authority for community participation
in its development and planning activities

b) De Facto: Has actual (effective) authority to engage in participatory
development activities

" 2, Rationale: Is engaged in community participation (in this case) due to:

3. a. Central government and/or external donor requirements
b. Irterest in promoting community participation

4, Capability: Has system(s) for engaging community participation
(Briefly describe: - )

S. Obstacles: Encountered obstacles in engaging participation (If yes, please
list obstacles and reasons for them separately)

6. Opportunities: This case as presented or revealed opportunities for partici-

pation (If yes, please list these opportunities separately)

CHARACTERIS’I‘ICS/ENVIRONMENT OF PARTICIPATING NGO

1. Legal Status: Has formal, official or legal status as an NGO

2. Representation: Is considered by members’ or clients’ to be a true repre-
sentative of their interests and concerns

3. Internal Participatory Mechanisms: In the case of a membership organiza-
tion, possesses good participatory mechanisms

4, Organizational Flexibility: Has shown itself capable of adjusting/adapting
to changing market, legal, or other external conditions

5. Leverage: Has shown to possess local and/or regional leverage (Describe
how and why: )

6. Large-Scale Benefits:
a) Has achieved economies of scale
b) Has achieved vertical and/or horizontal integration
c) Has diversified its services, products, etc.
d) Has obtained superior access to and/or prices for inputs
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: ‘COMPONENTS OF MEANINGFUL PARTICIPATORY PLANNING

. COMPONENTS

e) Has overcome market, distribution and/or supplier monopolies

7. Access to Financial Resources (credits, grants, etc.)
8. Means to improve capacity/capability through TA/training services
0. Obstacles: Has encountered obstacles in community participation (If yes,

please list obstacles and reasons for them separately)

10. Opportunities: Has identified new opportunities for increasing and/or

improving participation in the future (If yes, please list separately)

\s
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C. COUNTRY STUDIES

Belov are country studies on participation, based on both interview and case study
evaluations conducted by PADCO staff and field consultants.

1. Costa Rica

General

In Costa Rica, there are essentially two public sector entities in which and with which the
community can and does (to varying degrees) participate: Municipalities and DINADECO
(Direccién Nacional de Desarrollo de la Comunidad).

With regard to the former, Costa Rican municipalities are considered institutions of popular
representation and should, among its responsibilities "...support the active, conscious and
democratic participation of citizens in municipal affairs." [Instituto de Fomento y Asesoria
Municipal (IFAM), Informacién Bésica, p.18]. While community participation in the
activities of municipal governments takes place, the consensus of those interviewed was that
this participation exists on a very limited basis through: 1) elections; 2) some collaborative
projects (e.g., to build a road); 3) community meetings (cabildos); and 4) informal
collaboration.

The organizational entities in the private sector that represent an important conduit for
collaboration between the public secter and communities are the "Asociaciones de
Desarrollo Comuntario.” These associations are private but are not considered—or even
permitted to register as—NGOs in Costa Rica. In fact, the Asociaciones, from their
experience, view NGOs as financial "intermediaries" that function like private companies
(sociedades anénimas) and simply offer financial and legal services at elevated prices and
interest rates. While only some NGOs need to increase prices aiid interest rates to finance
their own activities, other NGOs have their own funding sources and offer competitive
financial assistance (among other types of assistance, as will be discussed further below).
Nevertheless, as a result of this view, the Asociaciones adarr ..ntly oppose being compared
with or referred to as an NGO even though they functions m many respects as NGOs.

The Asociaciones are directly linked to the public sector, however not through municipal
governments, but rather through a public institution, called DINADECO, which is the
second—and currently the most important—public sector entity in which communities partici-
pate. While the arrangement between Costa Rican communities and DINADECO does
require and results in collaboration between these communities and their respective munici-
palities, such collaboration is still fairly limited and pales in comparison with these commun-
ities’ collaboration with DINADECO representatives at the regional, Canton and local level.

DINADECQO was created in 1967 under the Executive Branch and is attached to the
Ministry of Gove.nment and Policy, as a "...basic instrument for development to support,
guide, coordinate and evaluate community organizations throughout the country, in order
to achieve the active and conscious participation [of the community] in the implementation
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of the objectives outlined in the National Economic and Social Development Plan." (Article
I, Chapter I, Community Development Law, No. 3859) According to this Law, any public
or private entity (at the national or international level) that dedicates itself to community
development in Costa Rica and that obtains the expressed authorization from DINADECO,
can operate [as an association] under this law. (Article II) These associations can be for a
specific purpose or for integrated development, can exist at the District, Canton, Regional,
Provincial of National level, and should ideally have a membership of between 100 and 500
individuals. (Article 15 and 16, Chapter IIT) Once formed, these associations are in theory
supposed to coordinate their activities with the municipal governments in order to support
municipal activities and obtain, in turn, their support. (Article 18, Chapter III)

The Confederacién de Asociaciones and DINADECO, along with their regional and local
entities, are responsible for administering the National Community Development Plan that
is based on individual work plans from the associations, formuiated by the National
Confederation of Associations and approved by DINADECO and the Consejo Nacional of
the Confederation. DINADECO is responsible for working closely with the Confederation
and the associations in carrying out the plan, providing funding for and monitoring projects,
and keeping the municipalities informed of DINADECO’s activities in their respective local
associations. These governmental and quasi-governmental structures involved in community
participation efforts are illustrated in Figure 1. Within DINADECO and the Confederacién,
there exists significant local participation in the assessment, planning, decisionmaking for
and implementation of projects.

S ©o. ... .. FIGURE]I .
* - FORMAL STRUCTURES FOR COMMUNITY PARTICIPATION
IN THE PUBLIC SECTOR, COSTA RICA
Sector Quasi-Gubernamental Sector Publico | Sector Publico Municipal
S ' Nacional e
(Concejo Nacional) DINADECO Union, Nacional de Gobiernos Locales
Confederaciéon de Asociaciones
Federaciones Regionales Representantes Ligas de Regiones Sectoriales
Regionales
Asociaciones Cantonales Representantes Municipios
Cantonales
Asociaciones Locales Representantes Distritos
Locales

The participation of the 1,400 community development associations registered to date in the
Confederation and DINADECO throughout the 81 municipalities of Costa Rica constitutes
an impressive case of community participation in the public sector. Even more striking are
recent developments within DINADECO and the Confederation that seek to improve this
pariicipation. First, while in the past (up until two years ago) DINADECO technicians
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designed themselves the National Community Participation Plans, now these plans are
entirely formulated by the Associations in a Congreso Nacional, convened by the
Confederation. DINADECO and the Concejo Nacional approve the plans but generally
make little change, once the Association themselves have reached agreement. Second, there
has traditionally been in some municipalities much jealousy between the municipal
governments and the associations within their boundaries since the latter often has access
to resources unavailable to the municipalities, usually as a result of party differences and
a resulting inability to share and coordinate resources. Now Costa Rica is undergoing a
"Reforma del Estado" that seeks to encourage activities between municipal governments and
community associations (15 cantones have already been selected) in order to help resolve
differences and promote collaboration where it is needed. This Reforma is being
coordinated with IFAM and MIDEPLAN (the Ministerio de Planificacién). It includes
support for more cabildos through Comisiones Informales under the Conejos Municipales.
An important aspect of these Comisiones is that they would meet in the district where the
associations exist in an informal setting, since community associations shy away from the
Comisiones of the Concejo Municipal, which they consider extremely formal.

According to an interview with the Director of a Costa Rican NGO called CECADE
(Centro de Capacitacién y Desarrollo), the structures and functions of the Confederacién
and DINADECO fulfill many of those traditionally filled in many Central American
countries by NGOs. As a result, the Costa Rican case is peculiar and to a large extent
obviates the need for NGOs. Nevertheless, Costa Rican NGOs (now numbering 150 in all)
are not only thriving and playing an increasingly important role, but they also offer support
to the community development and participation process in ways that apparently the
Asociaciones or DINADECO do not. As previously mentioned, some NGOs offer credit and
other financial services at somewhat elevated prices in order to finance their operations,
which has proven entirely unhelpful to the Asociaciones.

However, there is extensive diversity among NGOs in Costa Rica. As such, other NGOs
(such as CECADE) receive their funding from external donor agencies, such as AID
(through PACT), the Inter-American Foundation, Ford Foundation, FAO, and international
NGOs from Germany, France, Holland and Canada. This fundi.g, which eliminates the
need to charge for their services, provides largely free support to grassroots organizations
(grupos de base) through, for example, revolving credit funds as well as TA and training.
It is this TA and training (as well as the associated financing) that could be very helpful to
the Asociaciones, not only because NGOs may be able to offer knowledge and techniques
unavailable through DINADECO but also because they require a highly participatory
process within the communities or organizations recsiving assistance, which could only
support the process already in place through the Asociaciones and DINADECO. CECADE,
for example, focuses its support on largely integrated rural development projects (at the
micro-regional level) and provides TA and training in institutional development, strategic
cconomic and microenterprise planning (including production, commercialization and
processing). The expertise of CECADE and NGOs in "productive" development projects
could prove quite useful to the Asociacicnes, which (along with the support of DINADECO)
are seeking to engage in less (or not solely) infrastructure projects and more (or
additionally) on productive projects. In addition, CECADE is the current headquarters for
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a Central American regional network of NGOs called "Concertacién," the expertise and
resources of which could further assist the community development process in Costa Rican.

As a result of the potential among the Asociaciones, DINADECO, CECADE and the
municipalities in improving community development and participation, CECADE has
expressed a strong desire for increased collaboration among these groups. Specifically,
CECADE has recommended "espacios de encuentro” among these groups at all levels but
particularly at the highest level (i.e., with the Director of DINADECO) in order to initiate
the collaboration required at the broadest levels.

SUMMARY OF CASE STUDIES

The following three case studies are all of private community development "associations"
(not cooperatives or NGOs) that were formed in accordance with the Community Develop-
ment Law (No0.3859). As such, they all fall under and are represented by larger umbrella
organizations at the regional and national levels, which are the Regional Federations and
the National Council of Associations, respectively. In turn, this private National Council
(and its second and first-tier entities) is directly connected to the public sector through
DINADECO (the National Directorship for Community Development) and its respective
representatives at the regional and local levels. As such, the organizations analyzed in the
following cases have parallel public sector representatiives at the local level.

= Asociacion de Desarrollo Comunitario de Futricultores de Atenas, Provincia
de Alajuela

General

This Association, which currently has 138 paying members, was founded in 1988 by Don
Ivan Perez and is the first association in Costa Rica with a "specific" rather than multi-
faceted purpose: to form an association of mango producers with economic ends. These
small producers (the majority or 86 percent of which have no resources and only between
four and ten "manzanas" of mango trees growing at any given time) are represented by a
volunteer Board of Directors (with an administrator and secretary) that meets every eight
days; however, they hold a general assembly for all the producers on a yearly basis. These
producers began with 1,750 three-year old mango trees and received their first assistance
from a Del Monte subsidiary (called PINADECO) that, through technical assistance, helped
them to increase their annual income from 60,000 to 400,000 colones. Subsequently, they
received assistance from DINADECO in two installments totalling 650,000 colones. With
still additional assistance from DINADECO in the form of feasibility studies and financing,
they are currently attempting to purchase property (costing 11 million coiones) on which
they will package their mangos for export. Now the Association buys approximately 4.5
million colones worth of fertilizer alone. In addition, it has increased its exports by 48
percent (from 338,000 kilos in 1990 to 500,000 in 1991) and anticipates increasing its exports
to 5 million in the next five years (by 1996 or 1997) or nearly 10-fold.

<o
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Benefits Achieved

Resource Leverage/Legal Status:

The mango producers have found the association and related legal status advantageous in
terms of economies of scale since it reduces the costs of their inputs considerably, leaving
them with a more disposable income to invest in infrastructure, property and machinery. In
the future, they hope that this savings will also enable to invest in social and cultural
projects for their community. The association also helps them leverage financing (from
DINADECO, the National Bank and the Popular Bank) as well as techn .cal assistance
(from Del Monte’s PINDADECO).

Participation and Representation:

The association is participatory (among its members) even though this is limited due to lack
of time and physical distawnce. It encourages the participation of their members through the
general assembly, through their representatives, and through frequent on-site visits to the
farms and meetings with the members. In addition, in the Board of Directors’ Meetings,
anyone is allowed to express their opinion, even though they may not have the right to
actually vote. While the association appears to have some control and discretion on the
planning and development process of its members, each pruducer does collaborate with the
association directors. The association also engages in informal surveys and discussions with
its members. Note that there is no participation of community members outside of the
association.

Public-Private Linkages:

The association does interact with DINADECO, which is a public sector entity. While the
association does not interact with local government, its members feel that its collaboration
with DINADECO is substantial and supports the democratic process.

»  Asociacién de Desarrollo Comunitario del Barrio el Carmen del Canton de
Tres Rios en la Provincia de Cartago

General

This community development association for the Carmen Neighborhood (now with a total
of 690 families) was founded in 1987 by 125 members and has grown to 147 paying
members. The association has both productive and social ends since it runs a small village
store and a curb and block factory but has also been engaged in the construction of a school
and is attempting to obtain transportation services for the community. Carmen began as a
very small, isolated village, located on the edge of a hillside with a road that had a 37
percent slope, meaning that no vehicle to climb the road to reach the village. In order to
go to the nearby town of Tres Rios, the residents had to spend more on transportation than
on the goods they purchased. They also had no school for their children, who had to go to
Tres Rios schools. To overcome these obstacles, the inhabitants decided that they needed
to gain legal status and form a community development association.

The villzge formed an association that now has five employees and a Board of Directors
that meets every 15 days and once a year in a general assembly. After forming the
association (tkough which the members receive 60,000 colones per year from DINADECO),
Carmen began construction of the school (partially with AID financing), the factory and a
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road. The village obtained a land donation of nearly one hectare from the landlord (the
Castillo family) in order to build the road; the school and factory were finished in 1982, and
the road in 1986. The Carmen association subsequently built a S-kilometer aqueduct as well
as several homes alongside the road. With additional assistance from AID, the village built
an additional 115 homes in 1989. Now with the factory, the village can provide housing for
their own residents and neighbors. In addition, the association trades blocks that it produces
for material and equipment from the Ministry of Public Works and Transportation (MOPT).

Benefits Achieved

Resource Leverage:

Through the association, the community has access to financing, materials, services,
infrastructure. The association has achieved economies of scale with thzir production of
blocks, which now only cost 3 colones in the village. There are no special price privilege for
association members over the village at large, thereby allowing the entire village to take
advantage of the association’s scale economies. The association has also been instrumental
in providing water and wastewater systems as well as housing, as previously mentioned. The
association’s success is evident by the fact that less than 10 percent of the population rents
their homes and, of the 90 percent that are homeowners, the association helped every single
one in building their homes. In addition, through fideicomiso, association members can
obtain financing for home improvements. Finally, the factory allows the association to have
a lucrative business and provides employment for village residents. Moreover, the village
stores provides additional income znd provides food and basic necessities to the residents.

Participation and Representation:

The association members have legal status and are represented, as previously mentioned by
a Board of Directors that meet regularly; any village resident (whether an association
member or not) can express their ~~inions during the Board of Directors meetings as well
as in the general assembly that mects annually. The association also holds workshops with
the village at large, such as the one on cholera, which has resulted in the formation of a
women’s committee and improved trash collection through contracting out for such a service
(paid for by residents at 50 colones/each). The association also uses various informal means
to collaborate and survey the population on needs and opinions. It also has engaged in pilot
projects on, for example, erosion avoidance. Finally, association members engage in
quantitative and qualitative evaluations of their own projects.

Public-Private Linkages:

The association does not ask for "gifts" but rather negotiates with the public (and private)
sector for resources, goods and services. It collaborates with the following national level
public sector agencies: DINADECO; the MOPT; the National Production Council; the
Ministry of Housing; and the National Housing Bank. While the National Institute of
Housing has also made offers to the association, it has never delivered. At one time, the
association had worked a lot with the Tres Rios Canton Union but had found it to be a
large obstacle, due to its being highly politicized. It does not ccllaborate with the
municipality because it "...promises but does not deliver."

o



Annex IV, 20

= Asociacién de Desarrolio Comunitario del Barrio de la Margot en el Municipio
de Turrialba, Provincia de Cartago

Generual

The Margot village (or neighborhood) association was formed approximately 20 years ago
and now has 350 members, the current President for which is Mr. Jose Rafael Rojas. Mr.
Rojas has directed his efforts on changing the paternalistic mentality of its members, obtain
their economic collaboration through membership fees for specific projects, and effect
important community public works projects. While such efforts are not all presently visible
(e.g., the community smells badly from backed up sewers), they are underway (such as the
current canal construction, for which residents are paying 5,000 colones/each (for a total of
800,000). In only eight months, the association has installed 1,000 water pipes and has
constructed a wastewater and irrigation system (the latter of which has benefitted their
coffee production).

When Rojas first arrived in the community, the association was not doing anything to
improve community conditions. Mr. Rojas soon formed block committees and helped to
establish a new Board of Directors. While the Margot Association is considered one of the
most dynamic in the Turriabla municipality, it has achieved many of its successes with very
little support from either the municipal government or from DINADECO. However, now
the association (through its Board) meets and collaborates regularly with the mayor, who
"...helps them when he can." This contrasts sharply with the former mayor, who never gave
the association any assistance at all. While the GTZ provides assistance to many of the
associations in Turrialba, it is unclear whether Margot receives such assistance.

Benefits Achieved

Resource Leverage/Legal Status:

The association has been able to obtain and provide services and infrastructure for residents
that were previously non-existent. The landowners have also legalized their properties and,
as such, have achieved more housing rights and privileges. While the association has not
achieved any income-producing activities, it may in the future. For example, it would like
to begin a small store to sell basic necessities to its residents, but some of the Board
Members are indecisive about this. The association would also like to produce its own
construction materials, such as blocks.

Participation and Representation:

The Board of Directors represents the association members and also encourages the
participation of both members and Margo* residents in their meetings (biweekly and
annual). In addition, the Board and its members meet and inquire with the residents who
are affected by the community’s problems and, accordingly, the association’s projects. The
association then solicits the approval of those residents affected for any specific project. In
addition, the residents participate (with their labor) in the execution of projects that directly
affect them; for example, they help with the digging and installation of water pipes that cross
their land. Finally, the association invites the residents to a final public report on the
project.

¥
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Public-Private Linkages:

The association is registered with DINADECO (as is required by law) but it does not belong
to (or at least participate in) the Regional or National Federation of Associations. However,
it does appear to collaborate directly with DINADECO (probably the local representatives)
and, unlike some other associations, collaborates extensively with the municipal government
of Turrialba. In the case of the latter, the association does not obtain financial resources but
does obtain access to macliinery and tools. (Note that, while this is only conjecture, the
association’s collaboration with local government may actually diminish its need to collaborate
with the National Council of Associations and DINADECO). The association also collaborates
with and seeks the assistance of the privately owned "Peter" Hacienda.

FINDINGS

The case studies showed that all three cases fulfilled (i.e., shared) the basic characteristics
suggested by PADCO (making a cross-case analysis possible), with the exception of those
characteristics referring to NGOs since none of the associations consider themselves NGOs
even though they all have relations with non-governmeutal groups. Participation within the
associations was extensive and direct, based on a variety of group and one-on-one
techniques, and occurred in all phases of the planning process. The participation tended to
be greater and more complex in the associations with productive (rather than just social)
ends. Participation with governmental entities outside of the associations and DINADECO
takes place at the municipal level (such as in Margot), even though it is limited (in the
Atenas case it was non-existent). With regard to the municipal government environment for
participation, all cases showed that their respective governments had legal and effective
authority to promote participation and that in only two cases the rationale was due to both
government/external donor requirements and interest (the exception was Atenas). An
important finding is that in no case did the municipal governments have the capability (i.e.,
the systems or techniques) for engaging the participation of the community development
association.

All associations studied achieved most all of the benefits (included in the survey) as a result
of public/private linkages, increased leverage, legal representation, internal participatory
mechanisms, and their large scale made possible through DINADECO and the National
Council. The only exception was Turrialba, which has not achieved increased access to finan-
cial resources, largely because it has social rather than economic ends, but does intend in
the future to increase its economic base. For this reason, these case studies suggest that
DINADECO provides the community with the means—largely outside of the traditional
municipal government system—to achieve meaningful participate in the development of their
communities. Given the success of the National Council/DINADECO structure, all the asso-
ciations surveyed considered their associations to be good models for other communities.
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RECOMMENDATIONS

1.

Private Sector—Recognize that Asociaciones de Desarrollo Comunitario, despite their
non-governmental nature and important role in community participation are not NGOs
and are not permitted to register themselves as NGOs. They could instead be viewed
as quasi-governmental organizations. Since the NGOs that do exist in Costa Rica do
not support or represent community participation as widely as elsewhere, efforts to
support community participation in Costa Rica should be directed not solely or mainly
to NGOs but rather also to the associations. While the associations could use support
in all areas, small microenterprise development assistance could be particularly useful.
In addition, support could also be given for more communication and collaboration
between NGOs and associations, which currently is somewhat limited.

Public Sector—Three efforts should be made in this arena. One is to support the
existing public sector entity that is central to the community participation process
(DINADECO) but such that it will collaborate more with municipalities. The second
is to provide TA and training to municipal governments regarding community parti-
cipation as well as require that they engage the participation of the community in
projects funded by USAID. The third is to support the overall Reforma del Estado
and the increased collaboration between municipalities and asociaciones de desarrollo

comunitario.
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2. E! Salvador

General

Community participation in El Salvador takes place within the context of severe political
divisions, as it does in Nicaragua, but also carries the added burden of very recently (as of
January 17, 1992) emerging from civil war. In addition to the existing modes of participation
in government (albeit limited) and in the guerrilla-based or associated FMLN structures,
external donors have continued their development activities during the fighting and have
also provided support for the community participation process. As a result, community parti-
cipation in the country can be viewed as falling into three broad categories:

s  Community participation in government;
s  Community participation in their own self-help programs;

»  External donor programs (such as CONARA, FISE, UNICEF, Save the Children, etc.)
which fund and support community participation and participatory projects.

Traditional community participation in government is required, as in other countries, in
accordance with the Municipal Code.” However, such participation is limited, generally
occurs through the electoral process, cabildos and utilization of the community’s labor for
the execution of projects. In addition, ai the national level there are three public agencies
whose purpose is to support municipal and community development. The first is DIDECO
(the Direccién de Desarrollo de la Comunidad), under the Ministry of the Interior, which
had its heyday in the 1960s and 1970s, before the proliferation of community development
organizations, the proliferation of the civil war, and finally the creation of the second public
institution designed to support similar programs through municipal governments:
CONARA. While DIDECO is still in existence, its role appears to have diminished consid-
erably, serving largely as a political instrument, and is apparently facing termination.

Community participation in their own self-help activities is widespread, as in other countries
and is not coordinated to a great extent with municipal government. This community partici-
pation occurs through a multitude of grassroots groups, such as associations and/or cooper-
atives, depending on the locale. There also exist unions, professional/trade associations, and
service organizations. Moreover, as in other countries, there exist higher level (second and
third tier) organizations of all these groups, such as federations and co-federations, respec-
tively. While these higher level organizations play an important role in broader scale issues,
they are also more politicized that their grassroots counterparts, such that some external
donors prefer to work with the grassroots groups rather than with the higher level ones. It
should be noted that grassroots groups in the highly militarized zones are apparently among
the best organized, despite previous fighting conditions.

"This code requires city councils to hold open cabildos and to promote community organizations (associations).
The purpose of the former is to inform the public about municipal development activities, obtain the participation
of the community in discussions on policies and projects needing to be implemented, and to hear the opinions
of the public. The purpose of the latter is to organize the public in a permanent fashion and obtain its
participation in the research and analysis of municipal realities.

\\0



Annex IV, 24

While community participation in municipal government programs is limited, participation
under externally funded programs is more extensive. External donor programs can be differ-
entiated into those that principally work through: municipal governments (i.e., CONARA);
through NGOs and community nrganizations such as the Asociaciones (e.g., UNICEF, IAF
and Save the Children); and finally through both the public and private sector (i.e., FIS).

CONARA is a central government run program, whose principal source of funds is AID,
designed to support tie municipal development proc:ss in El Salvador. As such, CONARA
works solely through municipal government and provides funding (through a quota system
for each municipality) in primarily infrastructure projects. It supports community participa-
tion at three levels: 1) "cabildos abiertos" for projects in which the funding is strictly under
the municipal government’s domain; 2) community manual labor to execute infrastructure
projects; and 3) comrunity projects themselves, in which the community has the opportunity
tc plan and execute their own projects, albeit with municipal government control of the
funding. This last form of participation falls under a new program called the "Fondo de
Fortalecimiento Institucional." CONARA supports the organization of communities at the
local level into legally-recognized Asociaciones Comunales (a structure that is regulated
through the Municipal Code) and, at a broader level, CONARA supports the organization
of communities into "Comités Especiales Departmentales" (14 in all) through which com-
munities have a forum to identify needs and prioritize projects.

The FIS, while also managed by central government, is perhaps more successful at promot-
ing community participation, not only because it provides funding to public and private
entities alike, and is broader in the nature of projects (i.e., not just infrastructure); it is also
required to include community participation. As one representative phrased it, the projects
must be "demand-driven” (i.e., requested by the community); otherwise, the FIS will not
enter into a project. When a request is submitted to the FIS, the FIS goes to the community
to verify the need through an on-site assessment and a workshop in which the community
identifies and prioritizes those needs. While open cabildos are not required, the FIS is
pleased to see them occur. The project that is proposed by the community must meet the
FIS criteria and conditions, which are readily distributed in the form of a "guide" to any
interested parties. If the FIS finds the project "eligible," it provides funding to the executing
organization or contractor of the community choice.

Community participation, then, for projects in the private sector takes place at the level of
assessment, planning (although the plan must conform to the FIS guidelines), and in coun-
terpart of (in-kind) contributions during the execution of the project. This may take the form
of manual labor but may also take the form of providing materials or complementary func-
tions as part of the project to be financed by the FIS. For projects in the public sector,
community support must exist, but the extent of community participation is unclear. It is
important to note that the Unidades Ejecutoras established under the FIIIS in Honduras
are not used in El Salvador. Rather, communities utilize whatever structures they have and/
or utilize the assistance of the contractor of their preference for the execution of a project.

FIS funds originate from the IADB (not the World Bank), UNICEF, UNDP, and USAID;
apparently the European Community is also becoming involved in the FIS. The funding
received via the FIS by community organizations, NGOs and municipal governments are
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largely in the form of donations but sometimes rotating credit funds as well. According to
the FIS, contract requires the approval of the Mayor as well as of any central government
agency whose scope covers that of the project (e.g., the Ministry of Health for a health
project). This undoubtedly creates more bureaucracy, but in theory keeps the FIS projects
coordinated with all the pertinent public sector entities at all levels. In reality, however, the
general opinion was that funding to the private sector was not always coordinated with local
governments. The experience of municipal governments, in particular, seems to confirm this
perception. They feel the FIS does not take into account the opinion of municipal govern-
ments.

As in Honduras, the consensus in El Salvador was that the FIS is focused on quantitative
results and technical design and that the level of requirements and control are excessively
high. Different from Honduras, however, was the consensus that the FISE in El Salvador
was not that efficient but rather very bureaucratic. In other words, the FISE in El Salvador
encounters cimilar advantages and disadvantages as the FHIS in Honduras (i.e., somewhat
participatory but still needing much more democratization and loosening of controls), with
the exception that the FISE in El Salvador was not as efficient as its counterpart in
Honduras.

Finaliy, in the realm of external donors, there exist public and private groups (NGOs) that
primarily fund domestic NGOs and community organizations, such as associations or cooper-
atives. There are approximately 150 domestic NGOs (that are largely non-profit operations)
in El Salvador, and provide a wide variety of development assistance.

An example of this type of support is Save the Children, which provides substantial funding
to the DJC (Desarrollo Juvenil Comunal), the local equivalent of Save the Children. As its
international counterpart, the DJC is an NGO that provides integrated programs for agro-
fisheries, education, health and sanitation, and financing (through community banks). It
apparently is quite successful at stimulating community participation in self-help efforts and
also in collaboration with local governments. They require that local groups establish local
Committees of Community Development, utilizing either existing or new organizations. The
Committees analyze community needs, identify projects and manage project funds ther-
selves. The funding for these projects (and henze for DJC) originates in large part from AID
(about 75-80 percent), with the remaining quarter originating from Save the Children. It is
important to mention, however, that the DJC encourages the community to coordinate their
funding and activities with other private and public entities working the area, so as to maxi-
mize funding and avoid duplication of efforts.

UNICEF, a UN-funded program, supports grassroots groups, just as DJC, but also munici-
palities concerning the activities and needs of such groups. Essentially, UNICEF focuses its
work on the role of women and children in development (leadership, health, education,
water and sanitation). As such, their simultaneous support for participation within the
community (through development projects, technical support, etc.) and with local govern-
ment (education, institution building and legislation) revolves around these areas. It bases
its work on the concept that three areas are key to meaningful community development:
1) empowerment; 2) decisionmaking in development activities; and 3) access to resources,
TA and services.

e
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Under the projects for which funding is provided directly to the communities (not municipal-
ities), UNICEF provides education, technical assistance, the "tools" for participation, and
materials to assess, design, and execute their own projecis. The fundamental aspect of these
projects is "learning by doing," a common concept among NGOs supporting grassroots organ-
izations. An unusual aspect of the assessment, prioritization and design stage is the use in
at least some of the UNICEF-funded communities of a methodology that is a crude (but
highly effective) system of planning. It involves an integrated spatial analysis of all the condi-
tions, activities and needs in the community through a system of sketching out the collective
knowledge of the community on a comprehensive map. The community then utilizes this
information to better identify and prioritize needs as well as design viable and critical
projects.

The projects supporting local governments takes place largely at the level of improving the
government knowledge and acceptance of community activities and methodologies as well
as the establishment of a social indicator system, which the government can use to more
effectively and appropriately plan their own projects. Also important, at the national level,
is the role that UNICEEF plays in promoting legislation (Tratados Internacionales, such as
the Convenci6n de los Derechos de la Mujer) and the subsequent secondary laws (Cédigos,
etc.) that support their special interest areas in health, the role of women in development,
etc. Another valuable component of UNICEF’s work and of NGOs in general, are the exist-
ence of special interest networks.

The IAF, another international donor (a quasi-public independent U.S. government agency),
also funds grassroots organizations in El Salvador as in most other countries in Latin
America and the Caribbean. The IAF works, as DJC, uniquely with community organiza-
tions and has witnessed only limited community participation in government through
cabildos. Otherwise, most participatory activities are community (not municipality) organ-
ized, designed, managed and executed. The IAF provides donations to a variety of projects
in both rural and urban areas, the majority of which are income-generating projects. While
the IAF often supports second and third tier organizations in other countries, it has
refrained from doing so, given the extensive politization of the higher level organizations.

UNICEF and others have noted the excellent organization of local groups, particularly in
the FMLN dominated areas. The relationship between some community associations and
the FMLN in former guerilla zones is extremely important in light of the recent peace
agreement between the government and the FMLN guerrillas. The parties agreed that, as
part of the transition process, the FMLN would be given complete control of 15 traditional
guerilla sectors of the country, to administer as they chose, totally independent of central
government involvement, collaboration, funding, or military presence. At a later date,
perhaps, collaboration might take place with central government, but for the time being,
these sectors will be totally governed by the FMLN. Hence, the role of the associations, and
their relationship with the FMLN, in these sectors will be particularly key to community
development. While undoubtedly there will be external support in these sectors, it will more
than likely be mainly from private NGOs.

In contrast, associations in other sectors, while perhaps continuing their affiliation with the
FMLN (those that are affiliated to begin with), will need to work in collaboration with El
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Salvador’s traditional system of government. These associations will therefore be key to the
community participation process in non-FMLN controlled areas as well and perhaps more
open to public sector funding.

SUMMARY OF CASE STUDIES

In El Salvador, institutional—as opposed to project—case studies were conducted. The follow-
ing institutions were surveyed and analyzed:

L Municipal Governments (9 in all). These included the municipal governments
of Nueva San Salvador, La Libertad, Zaragoza, Quezaltepeque, San Martin,
Apopa, Nejapa, llobasco and Cojutepeque
In general, the majority of the local governments surveyed found that there was not

significant community participation in government activities and that the results for
community participation as an instrument of support for these local governments was very
limited. The participation that did occur was usually in government infrastructure projects
in the form of suggesting ideas, discussing planned activities and executing projects.
However, participation in project execution mainly involved community contribution of its
own resources in the form of manual labor but sometimes also materials. The best example
of such participation, however limited, is in projects financed under CONARA (the
Comisién Nacional de Restauracion de Areas), which generally utilize open town meetings
to obtain community participation in the prioritization and selection of public works
projects, to some extent in the planning and costing of such projects, and finally in the
execution of projects through manual labor or materials {comprising 25 percent of the
project cost). However, the control and direction of such projects resting with local govern-
ments diminished the incentive for community participation. In addition, community partici-
pation supported or obtained by local governments is not permanent in character since it
tends to be based on infrastructure or service projects rather than on organizational,
economic or integrated community development. Despite the criticisms that can be made
of municipalities with regard to limited participation, municipalities are restricted by their
owri resource limitations to supporting community participation. Not surprisingly, the impact
of this participation was found to be limited, as exemplified by that fact that a significant
majority (80 percent) did not consider the participation to improve the quality of life. A
similar majority also did not consider it to improve citizen access to credit, services or infra-
structure. The one benefit that 2 majority (70 percent) did cite was an improvement in legal
status and rights. While there was a 50/50 split regarding the stability of that participation,
this split may have had to do with whether or not the #ype of participation used (e.g., manual
labor) was consistently provided.

= The Social Investment Fund (SIF)

As an instrument of social compensation for Bank-funded structural adjustment
programs, the SIF is focused on satisfying community needs in general with particular
emphasis on communities with the highest level of poverty. Support for communities can be
direct or indirect through NGOs or other entities. However, communities must be organized
in order to participate in the identification of public works, as a pre-requisite for obtaining
financing. In addition, communities must contribute 25 percent to the cost of implementing



Annex IV, 28

the project, with manual labor, materials or both. Typically, after the project is finished,
there is no longer any need to maintain the organization or to continue community
participation, potentially resulting in a temporal form of community organization and
participation. A criticism of the SIF, besides those related to community participation, is that
is does not take into account the opinion of local governments in either the identification
or execution of projects within their respective jurisdictions; as such, the SIF projects do not
always complement local government activities.

Private Development Institutions

These included both domestic NGOs (3 in all) and international donors (2 in all). The former
included: the local office of Save The Children (known as Domestic Junveil Comunitario or
"DJC"); the Comité Evangélico de Ayuda para el Desarrollo (CESAD) and the Fundacion
Cristiana para el Desarrollo (FUCRIDES). The latter included UNICEF and the Comité
Internacional de Rescate (CIF).

In general, these institutions support (as part of their philosophy) medium rather than short-
term projects and the most stable (sustainable) and participatory community development
projects as possible, with the goal that the participating community organizations play an
active role in their own development and attainment of self-sufficiency. These private
development institutions suppcrt the active participation of these community groups in the
planning, execution and administration of the non-governmental projects they fund in a wide
variety of areas. They experienced participation usually in form of suggesting ideas,
discussing planned activities, and in the execution of projects. However, contrary to local
government projects, participation in project execution took the form of not only providing
their own resources but also in the administration and supervision of the projects. For the
most part, these institutions believed that it contributed to the self-development of
community groups and that across-the-board it improved the quality of life. In addition, a
majority (60 percent) consider the integration of community participation with government
planning and development to be important. However, these private development institutions
did not always find (i.e., only 40 percent found) participation (in municipal activities) to be
significant, and they found that participation contributed little to municipal development,
improving their own legal status or rights, or obtaining better access to government services,
credit or infrastructure.

FINDINGS

The findings of these institutional studies were generally that community participation is
limited and that the advantages resulting from s-ch participation are poor. The reasons for
relatively unsatisfactory results, as compared to the case studies for other countries, stem
from the majority of the institutions (i.e., 9 or 60 percent of the 15 analyzed) being public
sector (municipal government) entities. which showed minimum advantages from public
participation. In addition, the surveys conducted focused more on "external” participation
with the public sector than on "internal" participation within non-governmental groups. As
a result, the type of institution (i.e, public or private) and the type of participation (with
public institutions) had much mc .- of an effect on study results than the central purpose of
the institution or organization being surveyed. [With regard to the latter, a vast majority of
all the institutions (87 percent) cited as their central purpose to both support local

/\\.



Annex IV, 29

government and "assist communities."] Such results tend to confirm the general analysis of
community participation in the public sector, which is limited. When such participation does
take place, it occurs mainly in the information gathering and prioritization stage (during
open town meetings) or in the execution of projects through manual labor or contribution
of materials. Such participation also tends to not be permanent but rather to be project-
focused such that when the projects terminate, there remains little rationale for maintaining
the organization cstablished to execute the project or to continue community participation.

In contrast, the results for NGOs and "others" were more favorable in terms of the extent
of participation and the impact/advantages of that participation (e.g., 100 percent cited that
it improved the quality of life of the community). However, the response was equally
unfavorable where the survey questions focused on participation in the public sector and
improvements in access to infrastructure, credit and services. Both of these results confirm
the conclusions of the regional report that participation is much more extensive in the
private sector and that much progress still needs to be made for that participation in the
public sector.

Despite the existing limitations of participation in government activities, there was a
universal consensus on the importance of that participation. All of the institutions
surveyed—public and private alike—believed that integrated municipal development would
be strengthened 10 the extent that sustained community participation was achieved. For this
reason, all fourd it important to support a permanent form of community participation.

RECOMMENDATIONS

The following are recommendations made by representatives of the public and/or private
sectors.

1.  Establish "espacios de encuentros" for representatives of the current government and
of the FMLN. These encuentros should be product-oriented, with an emphasis on
activities that transcend political differences, such as specific health, environmental or
project development activities.

2. Support NGOs in their support of community development activities, both those that
do not involve local governments and those that do. Promote more projects like the
UNICEF program that simultaneously works on community and municipal develop-
ment but that focuses on the mutual education of the two groups in the other’s
activities and that supports the collaboration of the two.

3.  Provide ¢ducation and support to public institutions (municipal governments) in the
importance, timing and mechanisms for meaningful community participation. At the
same time, resources should be directed to municipal governments to enable them to
improve and engage the participation of their communities.
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3. Guatemala

General

In theory, Guatemala has a structure that supports participation in government and develop-
ment. This structure, designed by the government and established in the 1985 Constitution,
is based on tiie concept of "concejos” (councils) that provide a platform for collaboratinn
between the public and private sector. Its specific objective was to provide technical assist-
ance and stimulate citizen participation to guide the use of the 8 percent transfer. The
creation of this system stemmed from a number of previous experiences with establishing
decentralized development administrziion that had met some success.® The structure was
intended to encompass many levels in the public and private sector: Central Government,
Ministries, municipalities, NGOs, cooperatives, unions, and private businesses. Unfor-
tunately, political polarization, resistance from mayors, a dislike among the military for such
a participatory structure, and fear among more disadvantaged groups to participate have
rendered the structure unimplementable. In fact, the government ultimately ruled that the
councils were unconstitutional, based on their challenge to municipal authority at the local
level. Nevertheless, representatives in both the public and private sector and NGOs, hold
that it would be worthwhile to reconsider and eventually re-implement the councils, given
the right conditions.

While the government’s council structure does not presently work, a much more informal
council structure within the private sector does. It consists of a broad spectrum of organiza-
tions known as "grupos organizados,” encompassing associations, Comités de Pro-Desarrollo
and cooperatives. These "grupos de base" are supported by the "Movimiento de Base,"
known as the Asociacién para la Cooperacién para el Desarrollo Rural del Occidente
(CEDRO). This "movement" is represented by a "Concejo Comunal" (Communal Council),
which is the point of union of all the "sector-specific" committees (i.e., for water, etc.). The
community participates through the councils in virtually all aspects of self planning and
development. The activities of these councils are also apparently coordinated with the local
government structures in informal means and through cabildos abiertos.

Community participation in government, however, is extremely limited and usually consists
of the electoral vote, cabildos abiertos, and "participation” through manual labor in the
execution of municipal infrastructure projects. The last form of participation is consistent
with a 1991 Municipal Development study by the Urban Institute (Ferguson and Echegaray)
that states that village "participation” in such infrastructure projects was characterized as
"significant," given the contributions made by the village with their labor and also material

8These antecedents include: the National Reconstruction Committee (Comite de Reconstruccion Nacional), which
stimulated and coordinated a system of departmental, municipal and local reconstruction committees to repair
damage from the February 1976 earthquake; a development project supported by the Organization of American
States in the department of Baja Veracruz in the late 1970s; local Civil Defense Committees stimulated in 1982
by government efforts to deal with guerrilla insurgency; and a National Forum of Interinstitutional Coordination
for Reconstruction and Development, which sought to involve government and local people in infrastructure
provision and planning, (Ferguson and Echegaray, "Municipal Development in Guatemala: A Role for T ISAID,"
D.C.:Urban Institute, 1991)

Y
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and money. The study also referred to participation of the community in the prioritization
of public works projects and noted that "local government officials say these village
committees and auxiliary mayors know what is best for their community..." and that they
"..seldom overrule their prioritization of public works." However, the role of these
committees in the actual planning of and decisionmaking on projects was unclear.

The participation of the community in its own development projects (outside of the public
sector) is not limited, as previously mentioned, and is supported by an estimated 300 NGOs
operating in Guatemala. In addition, these NGOs coordinate their activities with and obtain
funding through a national association of NGOs (known as ASINDES), which represents at
least 50 of these NGOs. Other representative organizations of the broad NGO community
exist, such as: 1) COINDES (the Consejo de Instituciones de Desarrollo), which is
essentially a think-tank; and 2) the Centro de Integracién Central, which is more focused
on development projects. Moreover, ASINDES and the other NGOs have access to the
Central American region-wide NGO confederation called CONCADE (the Confederacién
Centroamericana de Organizaciones de Desarrollo). These NGOs together provide the
financial, theoretical, and technical support often required at the local level. Finally, the
Inter-American Foundation provides funding and support to grassroots organizations
throughout Guatemala, as well as ASINDES.

The Ministry for Urban and Rural Development, while unable to erect its "concejo"
structure, is currently supporting 300 "grupos organizados" principally through its
CAFEDESCO program, which is the "Capacitacién Femenina para el Desarrollo Comunal.”
The Ministry has a myriad of other programs (such as BANDESA—funded by AID); such
programs primarily benefit the same CAFEDESCO beneficiaries. In the near future (for
1992), the Ministry plans to support an additional 1860 "grupos organizados" with seed
funding (for production) and small business development. It intends to utilize the funding
it receives from the 8 percent tax for this purpose.

The Fondo de Inversion (FIS) or "Social Investment Fund" in Guatemala, while still largely
inoperative, is designed to "complement” the 8 percent that is going to municipalities. Unlike
in Honduras or El Salvador, however, the Guatemalan FIS has not yet gotten off the ground
and is still awaiting Congressional approval, even though FIS money is already being
disbursed in small amounts through a variety of organizations and programs and even
though FIS offices are being set up under a central-government program called FCINDAPA-
Z. If the FIS does ever obtain approval, it will be, as in other countries, a temporal program
for social compensation. Given that it will be modelled after the FIS programs in Honduras,
El Salvador and Bolivia, it will probably also be higuly vertical in structure, although with
potential for supporting participatory development among grassroots organizations and
NGOs.
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RECOMMENDATIONS

The following constitute recommendations made by representatives in the public and/or
private sectors.

Recognize that NGOs serve as representatives of base groups and that programs
supporting the community development process should be conducted through NGOs
and the "Movimiento de Base."

Coordinate with and draw on the resources of the "Movimiento de Base" through
CEDRO, the national NGO of ASINDES as well as regional NGOs such as
COINDES and CIC in identifying and collaborating with base groups.

Provide assistance and funding to a public-private committees or councils that are led
by ASINDES and the Ministry of Urban and Rural Development in support of
participatory projects, stipulating the participation of non-traditional beneficiaries (i.e.,
not solely CAFEDESCO beneficiaries).

Support long-term activities towards the restoration of peace and trust such that
eventually the government can reconsider the institution of public-private "concejos."
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4. Honduras

General

Honduras counts among its principal actors in the community development process the
"Patronatos" and associated organizations (such as the Clubes d= Amas de Casas), the OPDs
(PVO:s), cooperatives, municipal governments and Corporaciones Municipales, local Ministry
representatives, Churches and external donor agents. The Patronatos, perhaps the most
common form of community organization in Honduras, are recognized as civil public-interest
associations at the local level with legal recognition and exist in both urban and rural areas.
The OPDs, which are Honduran equivalents of NGOs, provide a wide variety of support for
community organizations and play a much more integral role in community development in
Honduras than NGOs do in Costa Rica or Nicaragua. In addition, these two groups have
access to higher level support, representation and coordination of their activities through the
Federation and (ConFederation) of Patronatos, on the one hand, and the Federation of
OPD:s of Honduras (FOPRIDEH), on the other. Even though only the most active OPDs
(39 in all) are members of FOPRIDEH, the Federation helps to coordinate and support all
139 existing OPDs in Honduras. The Patronatos and the OPDs collaborate with each other
and with the public sector in their development project activities.

While these groups traditionally collaborate through cabildos and informal means, as in
other parts of Latin America, an increasing amount of this collaboration between the
communities and municipalities takes place within the context of a highly coordinated
national development program that is a form of nationwide participatory planning, albeit
with a majority of the planning and virtually all of the decisionmaking taking place from
above. Given the impact, predominance, coordination and visibility of this new program
(begun in 1990), the community participation process in Honduras has been described by
some as "BF" (Before the FHIS) and "AF" (After the FHIS). This program, called the Fondo
Hondureno de Inversion Sociai, is one of the World Bank’s "social investment fund"
programs that have become a common tool throughout the underdeveloped world to
mitigate the negative effects of structural adjustment or—as it is known in Honduras—for
"social compensation." These funds are generally known in most countries to provide short-
term employment largely in infrastructure projects.

However, the programs and structures associated with these funds differ widely among
countries, even within Central America, of which Honduras is a good case in point.
President Callejas saw this fund as a concept with tremendous potential for nationwide
development of disadvantaged groups and as an important component towards democratiza-
tion and participation. President Callejas’ idea was to essentially coordinate as many external
(and internal governmental) funds as possible under one program and utilize these
combined resources to target development where, how and when it was most needed. To
achieve this, Callejas consulted with international donor agencies and, apparently, domestic
private sector entities to formulate the "Plan de Gobierno: 1990 - 1994," which was entitled
"Cambio: Participacidn, Bienestar y Dignidad Nacional." The knowledge and experience
of all consulted were integrated in this Plan, which covers virtually every aspect of develop-
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ment, from democratization and participation to health, education, infrastructure, business
development and exports.

The Callejas Administration designed the FHIS as a temporary instrument (only through the
end of his Administration) to implement the social sector development component of the
Plan. The main objectives of the FHIS are to:

s Help reduce traditional and aggregate poverty;

®»  Generate permanent and temporary employment;

Modernize and extend community infrastructure in the poorest areas;
Guide the social program from the current administration.

The critical aspect of the FHIS is that the Honduran Government is utilizing the program
as the centralized instrument to channel its own funds and those from the international
donor community, even though international donors are still free to work directly with
community groups. The participating donors to the funds (outside of Honduras) include:
1) the World Bank; 2) the UNDP; 3) UNICEF; and the 4) U.S., Canadian, German, Dutch,
Swiss and Taiwanese governments.

As a result of this centralized system for planning and funding development, private sector
and community groups seeking funds for development that falls within the scope of the
FHIS are encouraged to submit requests to the FHIS, including at the local level. This
constitutes a significant transition in the development process for Honduran communities,
patronatos, and OPDs. The centralized control felt by the FHIS beneficiaries was
exacerbated at the beginning of the program because, when the FHIS was new and the
experience and contacts of the FHIS staff at the local level were few, it channelled much
of its funds through local municipalities. While now, according to the FHIS, it is trying to
"break that chain of control gained by municipal governments” by working with local groups
directly or through the network of PVOs that exists, the fundiug is nonetheless centralized
in the FHIS. Furthermore, these municipal governments must continue to play a role given
that, according to the FHIS, most of the Unidades Ejecutoras are housed in municipal
government offices.

With regard to the process used by the FHIS, it reviews requests for assistance and funding
from virtually any private sector group (including Corporaciones Municipales). Depending
on if and how these requests fall into the larger Government Pian and FHIS program, the
FHIS will provide the funding needed. According to PVOs interviewed, the FHIS gets an
excellent rating for its expedient funding process. However, the drawback for the recipients
(and yet the pride of FHIS staff) is that the FHIS is extremely demanding in its require-
ments. Furthermore, it is perc=ived as being extremely controlling (and hence quite vertical
in structure) to the point, for example, that it designates where a PVO will provide its
assistance (i.e., it is not always the PVO’s choice).

To its credit, the FHIS does expediently fund projects that are largely designed by
communities, community groups or their representatives (such as the Church or PVOs), and
that are largely executed and supervised by them. Even the demanding requirements set
forth by the FHIS can be considered to ultimately result in local training in the management

-
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and execution of development projects. While perhaps the FHIS, in its current structure, is
still far from the ideal of participatory planning, it nonetheless is a form of participatory
planning that does contribute to the community development and participation process. The
biggest concern of those interviewed included its temporal nature (even though it is not
always publicized as such) and its emphasis on efficiency and control in its relationship to
beneficiaries rather than on negotiation and participation.

The FHIS, despite its temporal nature according to the Government plan, appears to be
different from traditional SIF (Social Investment Fund) programs in that it is not limited to
short-term employment. However, the SIF programs all follow a basic plan. The Honduran
FHIS, as others, has three broad areas in which it works: 1) basic necessities (food and
health); 2) infrastructure; and 3) small enterprise development. The FHIS sees communities
at different levels: some require the basic necessities before anything else, and others have
the basic necessities but may now need assistance in infrastructure or small enterprise devel-
opment. In order to determine who needs what, the FHIS requires that each solicitation be
accompanied by a pre-designed survey of community needs. It then determines what
assistance it will provide.

These community development projects, according to the FHIS, are ideally and in fact often
coordinated at the local level witi; the municipal/local governments and other groups living
and working there. Hence, while community associations and patronatos, for example, have
their usual working relationships with local government through elections, cabildos and
informal arrangements, they are also expected to collaborate with local governments iz any
FHIS-funded project. The Unidades Ejecutoras at the local level are supposed to formally
serve that role, even though it also occurs informally.

Effectively, communities, community groups and local governments are able to engage in
a form of participatory planning through the FHIS in that they propose their own projects
either by themselves or in collaboration with another group, such as an OPD, private firm
or some other community entity. This constitutes much more than simply participation in
the assessment stage given that communities are able to actually design and ultimately
execute as well as supervise their own projects. They simply do not have control over the
decisionmaking process and possibly certain aspects of the design, as these must ultimately
be consistent with the Government’s Plan and the FHIS program. While missing from the
FHIS is participation in the decisionmaking process, there exists a large extent of community
participation at all the other stages. As a result, the FHIS itself can be considered the first
attempt at a nationwide structure for participatory planning, even though the FHIS, in its
relations with community groups needs to become more democratic and participatory.

However, apparently the FHIS is not the only entity that could benefit from more
democratic processes. For example, several interviewed expressed a need for more
democratization of municipal governments (i.e., the Mayors who are considered by some to
now possess too much power under the New Law), of the Ministries in their dealings with
communities, Patronatos (some of which canalize power for themselves as do Mayors), and
of OPDs (which tend to support participatory process but are not themselves internally very
participatory). One suggestion was the creation of Juntas Comunales at the local level to
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serve as a representative of all community groups that could not only balance the
distribution of power with the Mayors but also with the Unidades Ejecutoras of the FHIS.

CASE STUDIES

As in other countries in Central America, two case or "institutional" studies represented an
increasingly important aspect of t.- existing situation in Honduras, namely the significant
role of the FHIS in projects supporting community participation. Another project focused
on the role of cooperatives and the importance of organizations with productive ends.
Finally, two others focused on the importance of community organizations in the municipal
development process and specifically the legally-recognized Patronatos and/or affiliated
organizations, such as the Housewives’ Clubs.

= Agencia de Desarrollo Integral Comunitario de Honduras (ADINCOH)

ADINCOH is a PVO (specifically, a legally recognized non-profit civil association) that
was created as a result of a convergence of advocacy interests (concern) for community
development, on the one hand, and of an entrepreneurial spirit, on the other. Mr. Jose
Roberto Lopez, co-founder of ADINCOH, had previously worked in organizations involved
in community development, such as FUNDESA, Save The Children, and Foster Parents. In
1989, he decided, together with seven colleagues, to establish ADINCOH as a PVO to work
in community development. These eight co-founders all had previous relevant experience
working as employees or consultants for PVOs. Their technical backgrounds together
covered the areas of social work, economics, law, agronomy and civil engineering, enabling
ADINCOH to work in a variety of different disciplines.

The overall goal of the organization is to "improve the quality of life for the residents of
communities where ADINCOH develops its activities, specifically oriented to marginal
populations, be they in urban or rural areas." The focus in all cases is on children but
through an overall strategy for community development (much like Save The Children), for
which the specific objectives of the organization are to:

 Support and strengthen communities through training and participation;
« Construct training, athletic and social centers;

» Create a rotating fund to provide financing for small enterprises or industries of
those individuals whose conditions otherwise prohibit them from obtaining access
to such finarcing;

» Generate employment within these communities;

« Coordinate activities with national and international development institutions in
physical infrastructure as well as equipment necessary to conduct workshops on
carpentry, shoe repair, sewing and other vocations, with the ultimate purpose to
help children avoid entering life without proper preparation;

» Attend the unprotected infant population that lives in the streets; and

« Participate in programs that support women in order to create and improve
employment, health and educational conditions.
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ADINCOH does not seek to increase its own membership (i.e., broaden its own local base
and internal participation) but rather to serve as an advocate for local broad-based
participatory groups, such as Patronatos, Housewives’ Clubs, and agricultural or environmen-
tal protection committees. As an advocate of these groups, ADINCOH plays an intermediary
role between coinmunity groups and the public sector agency of the FHIS. As a result of the
FHIS, ADINCOH has been effectively assigned to play a role in a rural area south of
Tegucigalpa (i.e., it did not select the location), which is composed of six municipalities
(possibly the poorest in Honduras). In such a capacity, ADINCOH provides support in
nutrition, health and water sources.

ADINCOH also coordinates with and supports local governments even though those
municipalities in which ADINCOH works are very weak. Of the six municipalities in which
ADINCOH works, four mayors collaborate with ADINCOH and the other two are
indifferent. Generally, the collaboration consists of ADINCOH making mayors aware of
community problems and needs in order that they, in turn, support community initiatives
proposed to the FHIS. Fart of the reason for this coordination is a resulc of the mayors and
city council members often being members of the patronatos that ADINCOH serves. The
areas in which the most concrete work is done is in natural resources (including water)
protection, health, sanitation and animal control. Note that the communities served by
ADINCOH are also provided by the National Professional Development Institute (in
agriculture and small ruminants), the Ministry of Natural Resources, and the Ministry of
Health.

The projects financed through ADINCOH support community participation in those projects
at various stages, including needs assessments, institution building, project planning,
administration and execution. Through interviews, surveys and record review, ADINCOH
identifies basic community needs. At the same time, ADINCOH identifies community
leaders who are interested in solving community problems and available to work on a
voluntary basis. This group of leaders then undergo a six-month training process in the areas
of health and agriculture. These leaders later help to coordinate various community groups,
for which they generally serve in a leadership role anyway. As such, these leaders serve as
the link between ADINCOH and community groups.

Once the groups to work on a project are formed and their leaders are trained, the project
planning or "gestation" period commences. Through the leaders, ADINCOH convenes the
community in an open town meeting, in which the project planning occurs. Later in the
execution of the project, the same groups participate in the weekly work plan and
assignments, collaboration, decisionmaking, and assistance in manual labor.

L Fondo Hondureno de Inversion Social (FHIS)

The FHIS is a public sector agency of a temporal nature that was established, as in
other countries, to mitigate the negative effects of structural adjustment programs, largely
through short-term employment but also through other programs, such as in health.
Accordingly, the basic objectives of the FHIS (in Honduras) are to: 1) help reduce
traditional and aggregat: poverty; 2) generate temporary and permanent employment; 3)
modernize and increase infrastructure provision to the poorest communities; and 4)
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coordinate the government’s "social" program. In this capacity, the FHIS is in a unique
position to support the privatization of public goods and service provision for the benefit of
the poorest sectors of the population through contracting mechanisms and by allowing that
the poorest communities themselves identify needs and projects as well as supervise their
execution. In other words, the FHIS is in effect supporting privatization and decentralization,
with an eye to helping the poorest segments of the population.

While the ultimate purpose is to assist the poorest communities, a wide variety of groups
are allowed to solicit funds for, execute, supervise and finance development projects in these
communities. The groups allowed to solicit funds for development are the communities
themselves (patronatos, cooperatives, associations, Father’s Associations, and municipal
corporations), PVOs, church groups and even other State agencies. All of these soliciting
organizations are required to conduct a small socio-economic research (survey), according
to a pre-established FHIS basic community indicator (rieeds survey) form. Later, the groups
actually allowed to execute the projects are patronatos, municipal corporations, PVOs,
independent professionals and private enterprises. Finally, the groups that are allowed to
supervise projects are patronatos, community associations, municipal corporations, private
enterprises, independent professionals, the FHIS and State agencies. As such, the FHIS
works under a scheme of "identification, financing, execution and supervision."

The FHIS claims that its contribution in multiplier effects, social impact and national
coverage is based on the pa:ticipation and execution capacity of PVOs, churches and private
enterprise, which are all intermediaries and/or contractors, rather than individual commun-
ities themselves. Essentially, the projects are executed by contractors (construction com-
panies, PVOs, religious groups or independent professionals) that are rnamed by the
communities themselves. This contractor then, in turn, contracts within the community for
manual labor and other services. The community, however, generally plays a supervisory role
over the project.

Since 70 percent of the mayors throughout the country belong to the same party of President
Callejas, who created the FHIS, one can assume that municipal support for the FHIS is
fairly widespread. In addition, the Unidades Ejecutoras (or "Executing Branches") of the
FHIS are located in municipal offices, suggesting a close affiliation between the FHIS and
municipalities.

Financing for the FHIS comes from the Honduras government as well as from bilateral and
multi-lateral donors. The bilateral donors include the U.S., Canadian, Dutch, Swiss, German
and Taiwanese government. The multilateral donors include the World Bank, UNDP and
UNICEF. In the first year and a half of existence, the FHIS has approved some 2400
projects totalling 192 million lempiras (or US$35.5 million). Employment generation from
these projects is estimated to be valued at 52 million lempiras, with 290 municipalities, 40
PVOs, 20 religious groups and 5 clubs or associations benefitting from these funds.
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. Cooperative Agropecuaria Regional Proyecto de Mecanizacion Agricola la

Concepcidn, Limitada (CARPROMACOL)

CARPROMACOL is a regicnal agricultural cooperative, for which the central purpose
is to promote integrated development of its members and the community through the pro-
duction of goods and services. Effectively, the cooperative provides a means for small pro-
ducers to take advantage of the economies of scale, access to credit and other assistance
(such as in technical methods and mechanization), and product marketing to which they
would otherwise not have access and which are made possible by the cooperative.

The regional agricultural cooperative or "CAR" was created in 1982 by the Executive Com-
mittee of the National Farmer’s Union (UNC) in collaboration with a Dutch development
organization called CEBEMO. CAR’s creation was a result of a previous failed attempt
between the same two organizations to develop a project called "La Concepcién” in the
Olancho Department. Because of the failures of the project, CEBEMO would provide addi-
tional assistance and support under the condition that the new entity to manage the project
would have a clearly defined organizational structure and obtain legal status. Since the UNC
did not yet possess legal status, its Executive Committee opted to establish a new cooper-
ative—CAR—for which CEBEMO did provide substantial support. Now the CAR also collab-
orates with and/or receives assistance from the Ministry of Natural Resources, the National
Agrarian Institute, the Ministry of Health, the Honduran Agricultural Marketing Institute,
tue National Bank for Agricultural Development, input suppliers and grain marketers or
intermediaries. This assistance includes technical assistance, credit and marketing.

CAR currently has 13 affiliated (participating) local groups from the National Farmer’s
Union and a total members..’p of 153. The local groups preduce basic grains, such as corn,
rice and beans. Some have diversified their production with soya, sorghum, ranching, and
other activities. The cooperative makes available to its members mechanization, commerciai-
ization, special deals on production inputs, transportation, training and credit services. In the
cooperative headquarters, they also produce corn and amacena.

The CAR appears to be to some extent internally participatory (since it is a cooperative)
but to be largely run as a private business. Apparently, the administration of the cooperative
is heavily influenced by its "donors," particularly where guarantees are requirzd on their loan
investments to the CAR. Its participation therefore with the public sector, is more as a
business then a socio-economic development organization, such as a patronato or a House-
wives’ Club.

s Community Projects in the Consolidation Zone of San Pedro Sula: ASECOCA
and the Club de Amas de Casa

General

The municipality of San Pedro Sula, Honduras, is a local government that would like to
support and engage community participation in the public sector. Currently, it is engaging
in a strategic plan for the city, which necessarily focuses on the poorest and fastest growing
areas of the city that together comprise a larger area denominated the "Consolidation Zone."
As part of this process, the government has been interested in, albeit unable to, effectively

g
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engage the participation of the zone residents, largely comprised of informal and marginal
populations that do not possess legal status for themselves or their property, are hence not
registered with the city and are virtual "unknown" residents, and who for the most part do
not have adequate access to services or infrastructure. As a result, much difficulty exists in
obtaining the participation of the zone residents. To make matters more difficult, the muni-
cipal offices that do interact with this population (Social Assistance; Community Services;
and the Municipal Housing and Development Unit or "UMVIDE") are limited in their
ability to engage community participation. These offices are limited by: 1) their official
functions (e.g., Community Assistance is mainly an office for registering and giving legal
status to patrcnatos as well as serving as the office to channel community proposals to the
Mayor or relevant departments but does not have any function or funds for providing
community assistance or engaging participation); 2) their limited experience and knowledge
of participatory processes or mechanisms (the case for all but particularly important for
Social Assistance since this office has both the assigned functions and funds for providing
assistance to and engaging the participation of communities); unorganized corzimunities (as
is the case with some marginal populations and spontaneous settlements); and/or resistance
among communities to formally participate since that often implies formally registering
themselves and/or their property with the city and consequently requiring that they make
payments (however minimal) to the city for housing, services and infrastructure (which is the
experience and one of the main obstacles for UMVIDE).

The experience between the municipality and a small relatively unorganized group called
"ASECOCA" is a good case in point of the limitations of unorganized communities as well
as of municipal offices established to work with them. This experience contrasts to commun-
ity participation within more crganized groups (such as the Housewives’ Clubs) that are
affiliated with the legally-recognized patronatos. While the city does also interact with these
more organized groups (such as is the case with Community Services), the limitations of the
city in providing assistance to or engaging the participation of these groups, as described
above, limits both the nature of assistance and the meaningfulness of community participa-
tion. Consequently, it necessitates that community groups themselves engage in more self-
help activities that are independent of local government activities. Below is a summary of
these two case studies.

=  Asentamiento de la Comunidad de Calpules (ASECOCA) del Municipio de San

Pedro Sula

The human settlement project for the Consolidation Zone sub-area of Calpules was
initiated in 1988 by the San Fedro Sula Municipality (under the Mayor Ing. Sandoval Sorto
and through the Community Development Office), along with UNCHS. The purpose of the
project was to resolve the problem of the residence (both in terms of land and housing) of
families living in precarious conditions (e.g., in shacks on the edge of the river, green space,
and municipal lands destined for road construction). The targeted informal settlements
would simultaneously be those that were severely affecting urban development planning, The
project be an example of integrated development to include three components: housing;
training; and employment generation. Accordingly, the objectives of the project were to: 1)
relocate the families from their precarious conditions; 2) implement nutrition and work
programs that would also result in providing basic services to these families; and 3) create
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programs, sub-programs and projects focused on engaging the economic participation of
these families. The project consisted of providing small urbanized lots to 2,736 families, of
which 1,670 would be homeless families, according to certain criteria established by the
Municipality. In light of the socio-economic conditions of these groups, the Municipality
established significantly reduced costs and interest rates that it would ultimately charge the
families for the urbanized lots.

I order to execute the project, the Municipality unilaterally organized informal and rela-
tively unorganized families into a community organization called the Calpules Cornmunity
Settlement (ASECQCA). It also created a General Administration Board in the organization
that, however, did not operate in practice, possibly due to limited autonomy from the
Municipality and lack of democratic represzntation of the families. Apparently, the relation-
ship between the Municipality and the ASECOCA families was not a very positive or
participatory one given that the project was perceived by the families as an act of "force"
rather than a process of participatiorn. Nonetheless, they complied with the relocation and
the pressures to be included in the project.

While the project did manage to relocate some of the families in the targeted areas, the
project could be considered as generally unsuccessful. First, it did not accomplish all its
objectives. Specifically, it did not accomplish the objectives for training or employment
generation that were supposed to complement the relocation/housing objective. Second, the
short gestation period (3 years) made successful implementation of the project difficult.
Third, the project and the "community crganization" that was created by the Municipality
to implement it were both controlled by the Municipality and were not very (if at all) parii-
cipatory. While some might conclude that passive participation did take place, the top-down
manner in which the Municipality ran both the project 4nd the organization imply instead
that forced participation occurred. This resulted in a very weak community organization that
was not democratically organized, that never received its much needed training, and that
ultimately could not withstand local political pressures aad fell apart. Finally, the uncertainty
that surrounded the ownership and future of the land onto which :he families had a negative
effect on the renting and purchasing of the homes there.

This case underscores two serious limitations in local governments attempting to engage the
participation of community groups. The first is limited knowledge in local government on
the processes and mechanisms necessary for engaging meaningful community participation.
The second (and equally if not more important) limitation is lack of recognition by local
government of the importance of the institutional structures within the private sector
{communities) that are also necessary for making that participation meaningful. The Munici-
pality of San Pedro Sula had neither the knowledge on how to engage the participation of
the public nor the institutional structures to do so. By creating its own structure and by not
engaging the families’ pariicipation, neither the project nor the organization created for its
implementation could be or were successful.

s Comedor Infantil de la Colonia Lopez Arellano
The child nutrition projeci in the Lopez Arellano community was created in 1979 as
a joint effort among the National Well-Being Board ("Junta Nacional de Bienestar Social"
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or the "JNBS"), CARE, the Centro de Investigaci6n y Acci6n para el Desarrollo (CIADES),
the Housewives’ Club "Amor a Dios," and the Women’s Club "Struggle and Brotherhood."
This project built upon a 1972 joint JNBS-Housewives’ Club Baby Bottle/Breastfeeding
project. In 1978, the community decided it wanted to expand the project and hence
presented its child nutrition prnposal to the JNBS. The proposal was approved, and the
project was jointly run by the JNBS and the Housewives’ Club, with additional support from
CARE, the Womens’ Club, and CIADES. The JNBS provides food supplies and technical
assistance s well as supervises and assures project compliaiice. Meanwhile, the Housewives’
Club directly provides all the necessary equipment and machinery for the children’s cafeteria
and attends to a minimum of 50 malnourished children aged 3—6 years at lunchtime five
days a week. The nutrition program provides lunch, naptime and also some preschool educa-
tion.

The limitations of the program include: coverage (a maximum of 50 children despite much
greater community needs); inconsistent support (i.e., periodic cutbacks) from the JNBS in
its food supplies; limited :+aining of the Housewives’ Club members in organization and
technical (health and nu.rition) subjects; and difficulty in getting mothers to participate in
the program (since some prefer to pay the 2 lempiras per day to cook themselves). Despite
these limitations, the project has still achieved its objectives and is perceived to have positive
resulis.

The Housewives’ Club that runs the child cafeteria was created "by its own dynamic" (i.e.,
not by a donor or public agency) based on a real need felt by the community. It is con-
cerned about its development and periodically conducts an assessment of the organization.
Currently, it plans to expands the program, in terms of both services provided and number
of children attended, with the support of a private organization, CIADES.

It is important to mention that Housewives’ Club are not able to achieve "legal status” as
patronatos. However, they are considered patronatos-affiliated organizations. As a result,
they have access 1o the patronato structures at the local, regional and national levels. This
is potentially important for representation, leverage and assistance.

FINDINGS

Three of these cases were examples of direct participation of communities (CARPRO-
MACOL and San Pedro Sula community organizations) while two were examples of indirect
participation (ADINCOH, which is a PVO or NGO that serves as an intermediary to local
groups, and the FHIS). The participatory techniques that were most commonly used were
community meetings, (informal) group discussion and surveys of the population. All of these
entities (except the San Pedro Sula community organizations) shared to varying degrees the
goals to reduce local/regional disparities, promote public/private collaboration, increase
participation in the municipal development process, improve the leverage of community
groups, and improve economies of scale and scope. The FHIS possessed 100 percent of
these goals and ADINCOH 80 percent, while the cooperative possessed only 20 percent of
these goals. focusing its energies in the more economically productive goals of its members
and less on those improving the quality of life for the commuriity as a whole. The same was
reflected in the range of objectives that can be attributed to meaningtul participation. These
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showed that ..DINCOH and FHIS sought to improve the overall participation of the
community and improvement of their welfare, whereas the cooperative was focused more
on its legal rights, access to land, and income gains where the cooperative was concerned.

Comrnunity participation in the FHIS, ADINCOH and CARPROMACOL cases occurred
at every stage, except for the decisionmaking stage where only the cooperative case study
allowed the participation of its members (Note that in no cases did the evaluation stage
even exist). All cases achieved private-public linkages, although the most a:hieved were, not
surprisingly, through the FRIS itself. While all showed some kind of increased leverage, the
cooperatives achieved the most (100 percent of those listed) through its productive activities.

In these three cases, there existed many of the necessary elements in the public and private
environment to support community participation. ADINCOH and FHIS (at its broadest
level) represent public sector support based on both interest and donor requirements. The
cooperative did not show the support of the public sector for its activities. While the FHIS
can not be easily evaluated on its non-governmental environment (bec: 1se it is a public
sector agency), it does offer to its beneficiaries large-scale benefits as well as a means to
have access to financial resources and impr2ve their capacity and capability through TA and
training services. In addition, the FHIS does not (but could) in its present state provide
internal participatory mechanisms or representation of the groups it services. ADINCOH
and the cooperative, on the other hand, shared most all of the characteristics that constitute
an environment conducive to community participation, with the exception that ADINCOH
did not possess good internal participatory mechanisms even though it did support participa-
tion within the community.

The cases that focused on community organizations and projects in the Consolidation Zone
of San Pedro Sula were not evaluated according to the same criteria as the previous three
cases (and hence could not be comparec:) but do illustrate and confirm the importance of
organizational representation and capacity in the private sector to support the community
participation and development process. One of these projects was between a community and
the joint support of the local government and an external donor (UNCHS), while the other
was between a community and the combined support of a national entity (the JNBS), a
private development organization (CLADES) and an external donor (CARE). The first of
these cases involved an unorganized and unrepresented spontaneous human settlement
population that the Municipality of San Pedro sula (specifically the Community Develop-
ment or Services Office), along with UNCHS, organized into the "Asentamiento de la
Comunidad de Calpules del Municipio de San Pedro Sula" (ASECOCA) in order to imple-
ment a settlement project. the other involved a comparatively well-organized "Club de Amas
de Cases" (Housewives’ Club), which is a community organization affiliated with and repre-
sented by the legally-recognized local Patronatos Board (and Patronatos Federation) and
the National Social Well-Being Board ("Junta Nacional de Bienestar Social" or "JNBS"), to
carry out a child nutrition (cafeteria) program.

The difference in the success of these two projects related directly to the communities’
organizational capabilities, support and resources. The government-organized human settle-
ment (ASECOCA) had very limited success, not only to the lack of participatory
mechanisms used by the government, but more importantly the lack of organizational exper-
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ience of the settlement, its poor relationship with the municipality, and to its not receiving
appropriate institution building during the project, even though such institution building was
one of its objectives. While the nutrition program of the Housewives’ Club also had its
challenges (limited beneficiary coverage, inconsistent donor support and limited organiza-
tional capacity), it was much more successful (in fact, did achieve all its objectives),
primarily because it did possess previous organizational experience and the long-term (albeit
inconsistent) organizational support of community organization (Patronatos and JNBS) as
of CIADES and CARE. The issue of "ownership" is also important here: ASECOCA was
created by local government to achieve a government end; the Housewives’ Club is a self-
organized community group existing throughout Honduras to respond to basic family needs.

RECOMMENDATIONS
The specific recommendations for Honduras would be to:

1.  Analyze the impact of and potentially improve the democratization of the FHIS to
ultimately improve support through FHIS for community development projects. While
it does support community participation in the public sector and in their own
community development, its emphasis on efficiency and control reduce its potentiai for
supporting the community development and participation process.

2.  Provide financial, administrative and technical support to the key existing community
development entities (the Patronatos and OPDs) through their Federation networks
at the national and regional levels.

3. Investigate the possibilities for a long-term (not just temporal) program that seeks to
improve the welfare of the poor and to support the community participation process.

4. Provide training and technical assistance to the public sector (national and local
governments alike) in participatory mechanisms and processes.
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5. Nicaragua

General

Any anaiysis of the existing situation in Nicaragua with regard to community participation
must take into account the recent political changes in the country. With the election of
Chamorro in 1990 and the end of the Sandinista Government, the structures and processes
for community participation that once were integral to the functioning of the latter (i.e, the
extensive nctwork at the local level) exited the public sector arena entirely. While this
Sandinista organization "de base" continues to exist as a private sector entity under the
"Movimiento Comunal," they are relatively isolated from and engage in fairly limited partici-
pation in government. In addition, the ex-functionaries of the former Sandinista Government
have spun out of the public sector into approximately 400 NGOs, which were virtually non-
existent prior to 1990, and which now (due to their affiliation) do not interact extensively
with the public sector. As a result, much of the former government employees and
associated network of grassroots organizations are now entirely private political and/or
development organizations.

Given this dramatic change, the new Chamorro Government was left with few (if any)
community (grassroots) structures or processes on which to build. Chamorro did not have
access to the vast network established by the Sandinistas, on the one hand, and was not
going to be able to easily establish the collaboration she needed between the Sandinista
organizations and her Government, on the other. This situation posed a serious problem for
Chamorro, given the obligation of Mayors and City Councils in Nicaragua to support
popular participation in government (Articles 28 and 34 of the Municipal Law). At the same
time, the Instituto Nicaragiliense de Fomento Municipal (INIFOM), a public sector agency
that provides assistance to municipal governments throughout Nicaragua, is also obliged by
law to support popular participation. Furthermore, a new municipal support organization
called POPOL NA (apparently associated with the Sandinistas and operating primarily in
the interior parts of the country) also advocates popular participation.

The initial outcome of this situation is not surprising given the political divisions in the
country: Chamorro is on her way in supporting popular participation, with the one caveat
that most of the participation is coming from the non-Sandinista sectors of the population.
Those closely affiliated with the Sandinista party have largely refrained from involvement
in the new Government programs. In some cases, even some non-Sandinista supporters have
refrained from involvement for fear of animosity from the FSLN.

The minimal involvement of Sandinista supporters is particularly true of the new "Juntas
Comunitarias de Obras y Progreso” (JCOP), which have been established by Managua’s
Mayor to begin building a parallel structure to the Sandinista’s Movimiento Comunal and
which is necessary to build their own "organizaciones de base," as the figure below illus-
trates. While the JCOP do not have any political affiliation and seek to ultimately incor-
porate all sectors (including the Sandinistas), the Sandinisia supporters have avoided partici-
pation in the JCOP by the latter’s inherent affiliation with the current Government.
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ORGANIZACION DE JCOP
(ALCALDIA DE MANAGUA)

Distritos (7) Responsuble de JCOP al Nivel de Distrito
Barrios (15)  JCOP (15 o 1 por cada barrio)

Juntas de JCOP (7 miembros en cada uno)

Interviews from both the public and private sectors (including the Movimiento Comunal)
suggest that these political divisions were much less severe outside of Managua. Sandinistas
and UNO supporters, be they Mayors or citizens, interact much more freely aud more
commonly in coordination with each other than in Managua. This is true in informal collab-
oration as well as in more formal assemblies (asambleas) and obligatory cabildos, where the
citizens interact with the Mayor, auxiliary Mayor (known as the Delegado Comarcal,
Delegado de Alcalde or Gestor Municipal) and/or the governing board (Junu Directiva)
of individual neighborhoods or districts. Needicss to say, these Juntas Directivas and
auxiliary Mayors represent a form of local level organization on which the Chamorro
Government may be able to build. In fact, there are plans to duplicate the JCOP established
in Managua so as to eventualiy achieve a national network.

Currently, the JCOP is seeking "personeria juridica" and is developing its statutes. It is also
engaging in seminars on social promotion, human relations, organization building, project
development, self financing techniques and legal procedures. While these JCOP activities
are promising, much remains to be seen, particularly with reg.rd to community participation
in the JCOP, especially given the political divisions in the country.

As mentioned previously, the participation of the Movimiento Comunal in the public sector
remains limited. Despite this limitation, however, there are areas in which the Movimiento
Comunal is participating i a rather significant way. For example, it does collaborate
extensively with the Ministry of Health, probably due in part to the Minister’s affiliation with
the Sandinistas, in part due to the Sandinista experience in health, and in part to tiie
Movement’s transition into an "social service institution" (as it now defines itself) with parti-
cular emphasis or health and housing but also on employment and child survivai.
Apparently, through the Movement’s extensive network of Popular Health Brigades (a
critical grassroots entity left over from the Sandinista Government), it is successfully engaged
in several projects related to basic community health, from nutrition and vaccination to the
fight against cholera, the improvement of water systems and the building of latrines. These
efforts have been supported not only by the Ministry but also by external donors such as
UNICEF, the Organizacién Panamericana de la Saiud (OPS), and others. Nevertheless, it
recognizes the limitation of its Brigades and the importance of the new "Sistemas Locales
De Atencién Integral a la Salud" (SILAIS) that the Ministry has proposed in order to
develop a nationwide health system. To support that system, the Movimiento seeks (actually
demands) real and effective participation (in the form of Neighborhood Health Commis-
sicns) in the new structure and in the decisions that affect the health of the communities it
serves. ("La Salud Comunitaria: Un Compromiso de Todos; Augusto, 1991). Needless to
say, the Movimiento offers much experience and organization from which SILAIS could
benefit.
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Another area in which the Movimiento is playing an important role is in housing. As an
advocate of the poor, it is assisting the poor in how to gain access to housing and basic
services. In so doing, it maintains extensive documentation on the housing conditions of the
population, at least in Managua, if not elsewherc. While the collaboration of the Movi-
miento with the public sector in the area of housing 5 uncertain, at least it does have its
hand on the pulsz of the population and could pocentially sexve as a conduit for housing
programs.

It is important to mention that, in addition to the JCOP, Movimiento Comunal, and the
NGQCs existing in Nicaragua are a variety of other private sectar entities, including the
Centro de Promocién de Desarrollo Local y Superacién de la Pobreza (CEPRODEL) and
various service clubs and associations. CEPRODEL, for its part, is an organization of young
professionals that provides TA and training in various aspects of integrated development
directly to communities and not to municipal governments. The service clubs and asso-
ciations include organizations such as the Lion’s Club, Rotary Club, Fundaciones de Pro-
Desarrollo, Chambers of Commerce, FUNDE, Asociacién de Ganaderos, INDE, Amigos
de Wisconsin, and the Movimiento Civico de Unificacion Democratica.

In additicn to limitations on participation posed by political divisions as well as the inexper-
ience of and still unstructured Chomorro Governnient, there also exist limitations with
regard to knowledge and experience in both the public and private sectors The public sector
could benefit from inore training in the role of the private sector and in participatory tech-
niques. The private sector could benefit from a better understanding of the laws guiding the
communities and of the responsibilities of the public sector. Both could benefit from training
in conflict resolution and negotiation. Particularly useful would be opportunities for product-
oriented "encuentros" and "collaborative projects" between groups from the Sandinista and
non-Sandinista sectors of the population. Both the public sector and Movimiento Comunal
communicater! the importance of such opportunities for collaboration.

SUMMARY OF CASE STUDIES

The Nicaraguan case studies were not as fully elaborated as those for other countries, given
the newness of the public sector structures and the limited history (since 1990) of community
participation in this new public sector, political divisions and the resulting reticence to
participate in or collaborate with groups of the opposing political party, and the relative
isolation of both the Movimiento Comuna! and the new NGOs. Nevertheless, the case
studies of two communities (Leon and San Isidro) illustrated current realities. In both cases,
the objectives of the communities were essentially the same, that is, to improve living condi-
tions of the citizens, promote public/ private collaboration and increase citizen participation
in municipal development. However, participation took place in the form of: 1) public
“listeniing to" (or information gathering on) citizen needs through assemblies and obligatory
cabildos held two times per year; and 2) "manual labor" (to implement, for example, infra-
structure projects)l There was no evidence of participation, however, in municipal develop-
ment planning. The biggest obstacles cited were the current political situation, difficulty in
reaching public/private agreement in local development plans, lack of financial resources,
and limited capacity to formulate projects. Despite the limitations, the participation th=t has
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taken place has to some extent facilitated access to infrastructure and financing, from central
government and external donors alike.

Municipio de Leon

Leon (in the Leon Department) is located on the Pacific Coast and has a population of
161,000, of which 138,000 live on the outskirts of the city, not including those that have
invaded approximately 60 manzanas in the last four months. Since the last municipal
elections (of 1996), the City Council has been comprised of 8 FSLN city councilmembers
and 2 UNO City Councilmembers. According to the procedures established by law, a new
mayor (who is also a Sandinista) was elected mayor. The City Council then formed work
committees for different areas, including health, housing and markets.

The Municipality has several objectives, including: 1) to reduce the impact of social
problems (i.e., unemployment, diseases, etc.); 2) increase service provision to the commun-
ity; 3) improve municipal infrastructure; 4) support citizen participation in local develop-
ment; and 5) promote public/private collaboration. To further support this process, there
exist national government agencies including the only branch of the Nicaraguan Central
Bank. In addition, other technical assistance is provided to the Municipality through
INIFOM. Access to infrastructure projects has also been increased through the FISE (Fondo
de Inversién Social de Emergencia) but is not significant compared to real needs. Despite
the fact that many national agencies are represented locally, these are not well coordinated.

In the private sector, many NGOs are also present, including the Movimiento Comunal. In
addition, there exist service clubs (such as the Lions’ Club) and other social organizations,
such as the Pro-Development Association. Since November 9th, 1991, however, none of
these organizations—with the exception of the Movimiento Comunal--are working with the
Mayor due to ideological differences.

In terms of citizen participation, the Municipality does comply with the legislative mandate
to promote community participation by seeking manual labor of the community in project
execution. However, participation does not exist in all phases of the development process.
The Municipality does not utilize participatory techniques ‘o ascertain public opinion.
Citizens also do not exercise their right 10 solicit open town meetings to deal with issues of
public concern. Instead, the Municipality holds only those open town meetings that are
required by law: two per year, one of which is to inform citizens on the proposed budget,
tha other of which is to inform citizens on a post-facto assessment of how that budget was
executed. While citizens may express their opinions during these open town meetings, the
nature of the meetings are to inform not engage in joint public-private planning or decision-
making,

Obstacles for participation are several. First, political polarization has resulted in many
government sympathizers avoidirg local organization in order to avoid violent actions by the
armed forces. In addition, therc exists very few resources to support basic needs of the
municipality and even less for projects supporting participation. Third, there is inadequate
technical training at the level of the Municipality and the citizenry on effective participatory
mechanisms. Finally, the citizenry is virtually unaware of the municipal law by which the
Municipality must abide.

o
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Opportunities for participation do exist, however. In the first place, the citizenry has a high
level of disposition towards organized work. Secondly, both the citizens and the government
recognize that participatory projects have a greater "sale value" to external donors. Third,
the Mayor has significant interest in increasing community participation even when that
participation is not an area of Municipal competence. Finally, legislation concerning Munici-
palities establishes, as a right and obligation, that community participation in municipal
development should be promoted and supported.

Municipio de San Isidro

The Municipality of San Isidro is one of the smallest (192 Km2) in the Matagalpa Depart-
ment and only has a population of 21,620. The City Council is comprised of five members,
two of which are FSLN members, and 3 of which are UNO members. These members
unanimously elected Sr. Juan Ramon Gutierrez as Mayor (who supports the national govern-
ment). This Mayor tries to keep the City Council free of political ideologies and religious
creeds. He even has the Sandinista Councilmembers represent him in various community
activities. The Mayor and the City Council maintains good relations and mect on a monthly
basis.

The Municipality has several undocumented objectives including to: 1) improve living
conditions in the community; 2} support technical and financial cooperative with the private
sector; 3) improve citizen participation in the execution of municipal development projects;
4) improve access to national public and private resources; and 5) support the socio-econ-
omic development of the municipality. It is worthwhile to note that the Municipality has not
considered community participation at any levels beyond project execution.

Open town meetings and small assemblies are convened by the Municipality and are the
forms of "consultation” that do exist. Now that there is a Municipal development plan, the
Mayor bases his decisions on project priorities. However, the Mayor ahs communicated that
this situation would change as soon as a development plan was formulated, at which time
the city would rieed technical and financial assistance. It is unclear whether this meant that
the Mayor would consult more with the citizenry once a development plan was underway.
In any event, community participation was engaged as a result of that participation being
an external donor or government requirement.

The obstacles for participation were several. These included a lack of technical and financial
resources to develop more projects, the lack of a development plan that takes into acconunt
citizen needs and municipal possibilities, the lack of collaboration and coordination with
central government agencies, and the limited citizen knowledge regarding laws affecting
Municipalities.

The opportunities fall into three categories. First, there docs exist significant interest among
the citizenry to become more directly involved in improving the municipality. Second,
political polarization among citizens was not relevant to local development affairs. Third,
there already exists a history of collaboration among the Mayor, NGOs and the community
in local development.

VA
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RECOMMENDATIONS
The following are recommendations from representatives in the public and/or private sector.

1.

Create "productive"” opportunities for "encuentros" between public and private groups
at the local and national level and from opposing parties. "Productive” in this sense
means an event designed to achieve a specific product that transcends political differ-
ences, such as a development program or project that will help resolve specific local
or national development problems.

Provide training to groups of both opposing parties in negotiation and conflict resolu-
tion (at least to obtain common objectives).

Investigate the possibilities of a nationwide JCOP and identify the needs of such an
organization to support a broad participatory process. In addition, investigate the possi-
bilities for a public/private partnership between, for example, the JCOP and the Movi-
miento Comunal. The Brigadistas may be a first possibility.

Provide TA and training to the public sector in the importance and techniques of com-
munity participation.

Provide education to the private sector in the laws and responsibilities of the public
sector. Also, it may be helpfui to provide them with examples of community organiza-
tion in other count.ies.

Support the participation of Sandinista organizations in the public sector, such as the
Brigadistas in a National Health System.

Assist INIFOM to improve its efficiency in funding to municipal governments so that
they, in turn, can respond more expediently to the needs of their constituents. Also
consider through INIFOM how to make the municipal projects more participatory (at
the planning and decisionmaking stage).

\4
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ANNEX V
FINANCIAL MANAGEMENT

INTRODUCTION

This overview of municipal finance in five countries of Central America was prepared as
part of a scctoral examination of municipal development in the region, conducted on behalf
of the RHUDO/CA, USAID. It covers: Guatemala, El Salvador, Nicaragua, Honduras, and
Costa Rica. Field work was carried out in November and December 1991, and the text
reflects conditions as of that time. The survey process consisted primarily of review of prior
studies and analyses, plus interviews with national and local government officials and other
relevant informants.

Due to the short time available for the project, as well as the limited amount of data avail-
able on municipal finance in a number of Central American nations, this overviev7 is more
a sketch of the situation than an in-depth examination of the complex problems and issues
affecting the national and local governments of Central America. It intended primarily to
provide the RHUDO/CA with information relevant to developing possible regional approa-
ches to strengthening municipal government.

A. GUATEMALA

1. AVAILABILITY OF INFORMATION

Data revealing both structure and trends in municipal finance are readily available
in Guatemala. For a number of years, the National Institute of Statistics (INE) has
publisied annual reports presenting detailed data on revenues and expenditures of the
country’= 330 municipalities. The INE data covers eight separate revenue categories and an
equivalent number of expenditure classes. In addition, numerous analyses of the national
revenue-sharing program, which distributes 8 percent of central government revenues to
municipalities, have been published by INFOM (the autonomous national municipal organi-
zation), as well as being covered in USAID-sponsored reports by INCAE and The Urban
Institute.

2. MUNICIPAL REVENUES

In 1986, following adoption of an amendment to the Constitution, the central
government of Guatemala began distributing 8 percent of its total annual revenues among
the nation’s 330 municipal governments. This commitment means that to a degree
unmatched elsewhere in Central America (pending the start-up in 1992 of Honduras’ similar
commitment of 5 percent of national revenues), the revenue streams of Guatemala’s local
governments are dominated by intergovernmental aid. The extent of this dominance can be
seen in Table G1 which shows that by 1989 more than 70 percent of local revenue came
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from intergovernmental transfers. It should be noted, however, that the data in the table
excludes Guatemala City, whose finances are discussed separately below.

a. Recurrent Revenues

In terms of the levels of own-source revenues available to finance their
recurrent or operating budgets, Guatemala’s municipalities are even more constrained than
are most other local governments in Central America. On a per capita basis, 1987 own-
source revenues (excluding Guatemala City) came to only about 3.4 quetzales per person,
or less than $US1. "Current income", the single largest revenue category in Table G1,
accounting for two-fifths of the total, includes income from many small local taxes. Cost
recovery service charges for water, electricity and other local services account for most of
the remainder of own-source revenue.

Also available to assist hard-pressed local governments in meeting their operating costs are
several forms of intergovernmental aid. Of these, the most significant are (1) pay
supplements for municipal employees, which add an average of about 12 percent to their
wages, and (2) a share of the nationally-administered property tax. But even when these
transfers are taken into account, Guatemalan local governments appear to be under severe
pressures in addressing their operating budget needs.

W
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(m millions of quetzales)
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MUNICIPAL REVENUE IN GUATEMALA®, 1989: g

© Percent of Total

 Category Amount F’.e_r'f::tg: f | Exclusive of Extra-
' ' _ =} ~ordinary ltems
|
Ornato Poll Tax 6.4 2 8
]
Servicios Cementerios Cemetery Charge 0.4 — -
Servicios Municipales Service Charges 11.9 4 14
Ingresos Corrientes Current Income 40.7 14 49
Agua Water Charges 10.1 4 12
Electricidad Electricity Charges 5.8 2 7
Ingresos Commerciales Fees and Sales 7.2 3 9
SUBTOTAL 82.5 29 100
i
Ing. Extra-Ordinarios** Extraordinary Items 206.0 7 N/A
(Intergovernmental Aid**)
TOTAL 288.5 100 N/A
* Excluding Guatemala City
** [ncludes the 8 percent intergovernmental transfer
SOURCE: INE
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b. Capital Revenues

In contrast to the under-financing of their recurrent budgets, Guatemala’s
municipalities benefit from a relative wealth of funds available for capital investment, solely
as a result of the 8 percent program. In 1989, this intergovernmental transfer alone
amounted to 140 million quetzales, or about 68 percent cf all intergovernmental aid. The
enormous impact of this program can be seen in Table G2, which tracks the trend in
municipal revenues from 1981 to 1989 and shows the rapid rise in the years 1986 and 1987
when the 8 percent transfer firsi went into effect.

. < TABLE32
MUNICIPAL REVENUES IN GUATEMALA 1981-89 ' R
(IN MILLIOMS OF QUETZALES) - |
E S R L p Annual Change
F .;Year , . n;nqunt (percent)
1981 58.8 —
1982 66.7 + 134
1983 71.9 + 7.8
1984 73.7 + 25
1985 70.1 - 49
1986 131.5 + 87.5
1987 239.4 + 82.0
1988 234.1 - 22
1989 288.5 + 23.2

Only in 1986 and 1987, the years when the 8 percent transfer first went into effect, did
municipal revenues increase by constant value amounts in excess of the rate of inflation. In
fact, it was solely due to the substantial rise in the 8 percent transfer during the period 1985-
89 that total municipal revenues avoided serious constant value declines. Over those four
years, the real value of the 8 percent transfer funds rose by over 500 percent while the real
value of municipal own-source revenues fell by 15 percent.

3. MUN!CIPAL EXPENDITURES

The pattern of municipal spending in Guatemala (outside Guatemala City) largely
reflects the sources of revemue. As shown in Table G3, construction of public works
accounted for 39.5 percent, the single largest category in 1987 (and was even larger, at 56
percent of the total, in 1991). Wages and salaries, including fringe benefits, were the next
largest category, accounting for a third of total local funds.

The table reflects the severity of operating cost pressures being felt by most local
governments due to the very low levels of revenues available to finance on-going costs.
These pressures were vividly expressed by mayors interviewed in the municipalities visited
during the survey. Due to these pressures, even sizeable local governments are unable to
employ either engineers or lawyers, the professional capabilities most crucial to carrying out
the substantial public works programs made possible by the 8 percent transfer.
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The net effect is thiit municipalities take on very few operating functions, except those like
retail markets that generate receipts that more than cover their direct costs. Solid waste
services are limited, street repair is minimal, and only in rare cases is any assistance offered
to the hard-pressed local schools or public health systems. However, local governments in
Guatemala are responsible for two services which elsewhere in Central America are usually
national functions: water supply and fire protection.

Most local service effort appears to be concentrated on or linked to provision of public
works, virtually all of which are financed through the 8 percent transfer program. Table G4
shows how the local governments used their intergovernmental aid over the initial years of
the 8 percent transfer. More than four-fifths of all funds available were allocated to basic
infrastructure, the most serious problem recognized by the local authorities. Local priorities
for public works focused on water and sewer systems and streets.

TABLE G3
MUNICIPAL EXPENDITURES IN GUATEMALA, 1987
(in millions of quetzales)

' Categoria Category Amount Z?I'T(')eotr:l
Sueldos y Salarios' Wages and Salaries 79.1 27 |
Gastos Corrientes® Current Costs 11.1 4
Servicios Municipales® Service Delivery 20.1 ‘ 7
Mob. y Herram. Equipment 1.8 1
Vehiculos y Mag. Vehicles 24 1
Manteramiento Maintenance 6.8 2
Obras Publicas Public Works 130.0 44
Egresos Extraordinarios* iiscellaneous 18.1 6 ]

TOTAL 269.6 100

' Includes tringe benefits and national pay subsidy.

? Expenditures that are not subject to reimbursement.

3 Expenditures for services that are subject to charges on a cost-reimbursement basis.
* Includes debt service.

NOTE: Data excludes Guatemala City.

YOURCE: INE

Most of the facilities built under the 8 percent aid program are still new and require little
in the way of maintenance and repair, but this situation will change in future years. And
even now the lack of recurrent funds to pay for operation of water systems, such as the
introduction of chlorine to combat the spread of infection, is being felt.

Y
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Municipalities have also been unable (or unwilling) to use all of their available capital
revenues. In 1990, total municipal expenditures (excluding Guatemala City) were 19 million
quetzales, or 7 percent, below available municipal revenues.

S : ' _ “TABLE G4 ] ' '
"_USES OF THE 8 PERCENT TRANSFER BY MUNICIPAL!TIEb IN GUATEMALA 198.)-89 ——I
& ' Percent of Total Funds

Sector / Type of Pro;ect Invested
Road improvement, housing and oth 2r development activities 53.5

Water and sewer systems and other bublic health-related uses 28.0
School construction and other educaion-related uses 13 1
Other, inciuding |ndustry and lcommene

l TOTAL I 100.0 II
Il SOURCE: Echegaray, El Papel de Las Transferencias Fiscales, 1991 I

4. THE SPECIAL CASE OF GUATEMALA CITY

Guatemala City, the national capital, has a population of about one million, more
than a tenth of the national total, and is the center of a metropolitan area which contains
at least an additional million inhabitants. ¥t alco has by far the largest local budget in the
nation: the city iiself budgeted 162 million quetzales in revenue in 1991, and the public
enterprise responsible for its water and sewer systems had a budge* of an additional 100
million quetzales. Together, these revenues are nearly equal to the total 1991 receipts of all
of the other 329 municipalities in Guatemala.

Guatemala City also differs sharply from the other local governments because recurrent
revenues account for two-thirds of its total budget. The single largest component of the city’s
recurrent revenue comes from its own-source taxes which account for 40 percent of the total.
The next largest components are national government subsidies for the bus system (36
percent) and from the shared property tax (13 percent).

Capital revenues constitute only a third of the city’s revenues, unlike the situation in the
other localities where they account for more two-thirds. In part, this is because the distribu-
tion formula for the 8 percent tran,’er is heavily weighted against Guatemala City. As a
result, out of the city’s total of 55 million quetzales in capital revenues, the lion’s share
comes from loans (64 percent) while only 13 percent comes from intergovernmenta’ aid, in-
cluding the 8 percent transfer. The remainder is accounted for by unspent capital funds from
prior years.

On a per capita basis, Guatemala City’s recurrent revenues came to about 107 quetzales in
1991, or about $US21. This far exceeds the per capita level of revenues in other Guate-
malan municipalities and is of the order of magnitude found in other capital cities of Cen-
tral America. By virtue of its larger revanues, Guateinala City has alsc been able to take on
a somewhat broader range of public service responsibilities than the other local governments

&
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in the country. Among the extra services the city provides, the most significant involves the
runicipal bus system. But the city also plays a role in such activities ar operation of
pharmacies in low-income areas, enviroumental health, and educational and preventive
health services, in addition to performing the common municipal fnctions such as solid
waste collection, strzet repair, and operation of public markets.

5. INTERGOVERNMENTAL FINANCE

Guatemala’s principal aid program is the constitutionally-mandated distribution of
8 percent of all national government revenues among the 330 municipalities. The program
was instituted on a phased-in basis in 1986 and 1987. Doing so, while also coping with a
sharp rise in national spending at the same time, required the government to increase
various charges inclading IVA, the national sales tax. As a result, total national receipts
grew much more rapidly in 1986 and 1987 (by 33 and 49 percent, respectively) than in any
other year during the 1981-89 period. In 1990, however, fiscal pressures on the national
government became severe again. That year, the central government unilaterally suspended
payment of the 8 percent transfer during three out of four quarters. The new national
administration that took office in 1991 resumed the aid payments, but as yet no plan has
been announced as to when-or even if-the missing aid payments will be provided to local
governments.

The distributica formula for the 8 percent transfer has been changed several times since
1985. This can be done through an act of the national Congress because what is mandated
under the Constitution is the amount of the 8 percent and the limits on its use to public
works construction. Since 1988, the formula has been:

® 25 percent in proportion to the population of each municipality;

® 25 percent distributed in equal amounts tu each of the 330 municipalities plus another
15 percent in proportion to the number of recognized sub-communities (aldeas and
caserios) in each municipality;

® 25 percent in proportion to local own-source revenue (as an incentive to localities to
increase their collection efforts); and

= 10 percent in inverse proportiun to the per capita own-source income of each municipality
(inteiided to assist the poorest localities, this factor apparently works in opposite fashion
to the precedng item).

The net effect of the formula is to give most benefit to small localities with dispersed popu-
lations and least benefit to Jarge urban centers. The effects on urbanized areas can be seen
clearly in the case of the municipality of Villanueva, a rapidly growing suburb of Guatemala
City. Today, Villanueva’s mayor estimates that his municipality has between 400 and 500
thousand residents, but because the last census was taken in 1981, the population estimates
vsed in the 8 percent transfer formula don’t give Villanueva an equitable share even of the
25 percent of aid that is distributed in proportion to population. The city’s situation is much
worse, however, with respect to the other components. Villanueva gets very little aid (only
about as much as the smallest, most rural community) from the 40 percent of total aid that
is distributed equally among municipalities and in proportion to their number of sub-centers.

P
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Finally, because Villanueva has not been able to expand its revenues in parallel with its
rapid population growth, it does not even get much of a share of the 25 percent of funds
allocated in proportion to own-source effort. The net result is that an important population
concentration, in which much of the future character of the nation’s major urban area is
being defined, benefits from little if any more capital aid from the 8 percent transier than
do large numbers of isolated rural municipalities with little population or sigrificance to
rational economic development patterns.

The innovative nature of Guatemala’s 8 percent transfer program has resulted in its being
given much attention, both by observers from other Latin American countries and in several
substantial research efforts. Findings cof this research to date suggest that:

s Most municipalities have moved rapidly to address a large list of postponed additions to
their capital plants and infrastructure. Generally, their priorities for investment appear
to have been sound, although observers have questioned some projects, such as sport
facilities.

# There is little evidence that the transfer program has induced greater local tax effort,
despite inclusion of an element in the distribution formula directed toward this end. In
fact, an Urban Institute study concluded that local tax effort actually fell as a result of the
increased aid.

= Some localities have either been unable or hesitant to expend the capital funds available
to them. Total municipal revenues have exceeded expenditures by substantial amounts
in recent years.

There are also indications that the 8 percent transfer has resulted in very poor contracting
practices on the part of local governments, accompanied by increased local corruption. Most
local governments are only minimally staffed and lack design, contracting, and supervising
capabilities. Furthermore, few have competent financial management systems and, in the
view of the national comptroller’s office, most lack adequate control systems.

In addition to the 8 percent transfer, the national Ministry of Finance collects and shares
with local governments part of the receipts from the real property tax. This share is
generally distributed in proportion to revenues originating in each municipality; however,
the Ministry of Finance retains for the national coffers all payments from properties with
high values. The absence of adequate cadastral maps and ownership records has resuited
in Guatemala’s relying on self-evaluation of the property subject to this tax. Widespread
under-evaluation, plus numerous exemptions and outright evasion, have resulted in generally
low receipts from the property tax.

As a result of the shared property tax and the national wage subsidy paid to all local
officials, intergovernmental aid accounted for 34 percent of the recurrent revenues of local
governments in 1990. By contrast, national aid-primarily the 8 percent transfer-accounted
for 99 percent of total local capital revenues in 1990.

Several national institutions play significant roles in municipal finance, most notably INFOM
and the Contraloria de Cuentas.

/I/O\
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INFOM is an autonomcas naiional entity whose primary responsibility is to assist inunici-
palities in economic development. INFOM, which began as a municipal bank, now offers
training and technical assistance programs and administers the 8 percent transfer program.
INFOM is also the instrument in Guatemala which administers international loans, such as
those from the Interamerican Development Bank (IDB). INFOM on-lends IDB funds to
municipal governments at below-market interest rates. Its losses are coinpensated for by
national government subsidies.

The Contraloria de Cuentas is the national audit agency. As well as performing other
functions, it does post-audits of local government finances. Contraloria auditors are both
respected and feared by local officials, in part because of their power to levy substantial
personal fines on local officials they find guilty of improper fiscal practices. The seriously
inadequate financial management systems of most municipalities leave local officials at risk
of such fines-but the threat has apparently not been effective in controlling municipal
corruption. The Contraloria’s limited staff has provided neither technical assistance nor
written guides to localities and their often rigid interpretations of the law appear to have
limited local discr2tion in use of intergovernmental capital aid. ¥or example, some
municipalities claim to have been toid that they could not even pay for the cost of
engineering design of public works with the 8 percent funds.

6. CURRENT DEVELOPMCNTS

The most significant potential change being discussed at the national level in
Guatemala is the possible decentralization of responsibility for the real property tax. Even
if this is done, it would be likely to take considerable effort and time before local govern-
ments could take advantage of tiie shift, given the very poor state of the nationa!l cadastral
system and the lack of any method to assess properties, apart from seif-evaluation.

With regard to the 8 percent transfer, change in the Constitutional provisions-either to alter
the level of shared resources or to relax the prohibition against use of funds for other than
strictly capital purposes-appears unlikely. It would take votes by two successive sessions of
Congress to make any change. Informed sources suggest that any effort by the national
government to change the constitution to reduce the burden of the 8 percent program on
its treasury could easily be resisted by the partisans of local areas. More likely changes
regarding the 8 percent transfer would be the announcemert by the national government
of a decision on payment of the suspended three-quarters of funds from 1990 or shifts in the
distribution formula (though noune appears under active consideration).

At the time of our interviews with local mayors (December 1991), they were all very
concerned that Congress appeared about to adjourn without acting on their "planes de
arbitrio,"” the detailed schedule of tax rates and charges planned by each local government.
Such approval is required under the Constitution before localities can collect even the
minimal local iaxes that are the mainstays of their hard-pressed recurrent budgets. There
appears to be little or no prospect that the requirement for annual Congressional approval
will be waived in the future.
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B. EL SALVADOR

1. AVAILABILITY OF INFORMATION

At present, comprehensive information on municipal budgets is not available in El
Salvador, although progress is being made on 2 centralized information bsnk on municipal
reverues and expenditures. This is based on the fact that the nation', 262 municipal
governments are required to present their annual budgets in a standardized format so that
they can deliver monthly income and expense reports to the Corte de Cuentas, the national
comptroller’s office. ISDEM, the auntonomous naticnal agency for municipal affairs, has
begun collecting the details of these municipal budgets in a central computerized
information system. However, ISDEM’s computer system still lacks information on many
local governments, especially the larger ones, and thus the system cannot produce summary
accounts. The annual reports of the Corte de Cuentas do present an overall view of
muricipal finance, but they do so only at a very aggregate level. Therefore, much of this
analysis has been based cn data obtained from only a few localities, thus giving an
impressionistic rather than systematic picture.

Another factor to take into account is the vioient conflict that has taken place in many areas
of El Salvador during recent years. These disruptive effects are discussed in two Research
Triangle Institute reports for USAID evaluating the national grant program for local public
works, an effort which was initially concentrated in localities from which the Salvadoran
army had just driven revolutionary forces.

2. MUNICIPAL REVENUES

A major constraint on municipal development in El Salvador—as in all other
Central American couniries—is tl.e limited amount of revenue available to local
governments. This shortage of revenue is due, in large part, to three factors. First, few local
taxes are available to municipal governments and those taxes that are available must be
annually renewed by national legislation. Second, there are few substaniial programs of
int: ;governmental transfers (apart from the USAID-financed CONARA program for local
public works). And, third, while there are efforts by most municipalities to levy charges for
delivery of municipal services, there is also widespread evasion of the responsibility for
payment and little enforcement effort is made by local officials. The net result is that local
governments, starved for revenue, are able to provide only a limited range of public services.

In 1990, the total amount of revenue available to the nation’s municipal governments was
about 545 million colones, or about $US 68 million (at the 1991 rate of exchange of
8 colones to the dollar). These local revenues were distributed approximately as follows
(Table ES1):

vo&
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TABLE ES1 Millions of
CATEGORIES OF MUNICIPAL REVENUE IN EL SALVADOR, 1990 Colones
RECURRENT REVENUES
Local Own-Source Revenues 205
ISDEM Operating Grants 12
Coffee Tax Distributions 3
Subtotal, Recurrent Revenues 220
CAPITAL REVENUES
ISDEM Capital Grants 5¢
CONARA Capital Grants 275
Subtotal, Capital Revenues 325
TOTAL REVENUES 545
SOURCE: Corte de Cuentas and CONARA

In all, the revenue available to local government comes to about 96 colones per person
(based on a 1988 national population estimate of 6.1 million), or about $US11 per person.
As will be noted below, however, there are considerable variations among municipalities,
with many having substantially less revenue per capita available for expenditure.

The local governinents of El Salvador receive only a small fraction-between 2.5 and 5 per-
cent-of total governmental revenues in the country, with the remainder going to national
government. The lower figure comes from estimates made by the Minisiry of Hacienda, as
reported by INCAE, while the higher figure was reported in a cross-country study of Central
America published by the Spanish Cooperation agency. The variation may be explained by
whether or not CONARA grants to local governments are counted as local revenue.

The considerable variations in sources of revenue among Salvadoran cities can be seen in
Table ES2, below. In general, the table shows that service charges are the most significant
source of local own-source revenue, followed by local tax receipts.

While revenues per capita vary, they are generally quite low. For the cities listed in the
table, as well as others that were visited as part of the field work for this survey, total annual
revenues per capita ranged from less than 10 colones to a high of about 125 colones, or
from barely more than $US1 to about $US15 per capita.
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o . TABLEES2 | | o
REVENUES FOR SELECTED CITIES, 1988-89, EL SALVADOR
‘ ‘ {in thousands of colones) ;
 oreses b ~. | Apeneca .| Juiutla' Ei Paraiso : | ‘Sscacoyo :' vct:::::h‘
olngresest. Loy Hevenues - 1988 | 1989 | 1989 { 1989 g
RARER o R BT : ; 1o e K 1988 =
| . |
Tributarios Taxes 11.6 14.4 4.8 30.0 1,180.6
No Tributarios Service Charges 65.3 22.6 28.1 19.2 709.8
Otros Corrientas Other Revenues 3.1 1.6 1.3 2.1 9.1
Transferencias dei Intergcvernmental 30.1 38.5 13.9 19.5 18.5
Gobierno Centre! Reverues
Otros Other Sources - 0.8 1.0 3.7 30.1
T ——
Total Ingresos Total 110.2 177.8 49.2 124.9 2,076.3
Pablacion (1987) Population (000's) 11.3 26.4 2.8 6.9 16.4
Revenues per Capita 9.75 6.73 17.57 18.10 126.6
Revenues per Capita 1.22 0.34 2.20 2.26 15.8
in US$
| SOURCE: ISDEM
— e e |

a. Recurrent Revenues

The own-source share of revenues available to Salvadoran cities-which
accounts for most of the funds available to finance their recurrent budgets-averaged only
22 colones per resident in 1987, or less than $US3. Only in the metropolitan area of San
Salvador do own-source recurrent revenues rise to as much as 90 colones per capita.

Local own-source revenues appear to have been growing rapidly in nominal amounts, but
all of this growth is attributable to inflation. This is shown in the following data reported by
the Corte de Cuentas which indicate that recurrent revenue change has been negative in
most of the past five years. (Table ES3)

o .
——

“TABLE ES3 o
TOTAL GENERAL FUND REVENUES OF
MUNICIPALITIES IN EL SALVADOR

| A Porcentage cnan'geti + o onstant Value

Revenue , 4
_Percentage Change W

(in deh_ons of colones) ;

99.2

1887 121.5 + 22 -2
1988 124.3 + 2 -14
1989 158.1 + 27 -7
1990 205.0 + 30 + 8

I SOURCE: Corte de Cuentas, Annual Reports (as reported by INCAE for 1986-89); constant value factors from ISDEM. “

4

4
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Two factors place severe limits on the amount of recurrent revenue currently generated by
Salvadoran cities:

& Limited Legal Authority

Pending final approval of a long-awaited new municipal law (Decreto 86, which has been
approved by the National Assembly but was still pending final Presidential sign-off at the
end of 1991), local governmerts are severely constrained in what they can charge either
in the form of taxes or for services. Virtually the only taxes that can be levied locally
apply to business and industry and many localities have few establishments subject to
these forms of tax. Service charges seek only to obtain sufficient revenue to cover the
direct cost of activities such as street lighting and refuse removal, and are often too low
even to achieve this objective. Under the new decree, municipalities will be able to add
50 percent to direct cost in calculating service charges, a factor that may help them meet
overhead costs and also address inflationary price increases. But even the new decree will
not expand the narrow range of taxing authority available to local governments.

= Poor Collection Practices

The mayors and finance directors of the five Salvadoran cities visited during this survey
estimated that their revenue collection efficiency ranged from a high of 60 percent to a
low of orly 20 percent. On this basis, it appears that tax and service charge evasion costs
many municipalities half of the recurrent revenue to which they are entitled. Evasion, or
simple refusal to pay either taxes or service charges, is “cknowledged to be widespread
and none of the mayors interviewed had a realistic plan to aidress the problem. Most
expressed a desire to try to upgrade service quality first, so that subsequent efforts to
improve payment practices would meet with less resistance.

b. Capital Revenues

Except for the two intergovernmental aid programs discussed in section D,
below, there are virtually no cavital revenues available to finance local public works in El
Salvador. In theory, surplus recurrent revenues could be used to finance capital projects, but
in practice it is rare that there are any such surpluses. Because this situation has nrevailed
for some time, serious infrastructure shortcomings could be notsd in the municipalities
visited, most of which are outside the recent conflict zone. Clearly, conditions appear likely
to be even worse in communities heavily impacted by recent fighting.

The CONARA program, the larger of the two intergovernmental capital aid programs, has
now been made available to a broader range of localities, in contrast to its initial nearly
exclusive use in areas heavily impacted by fighting. Still, this internationally-financed effort
appears unlikely to substitute over the long run for more permanent forms of capital
finance. And the ISDEM program is too modest to meet most local infrastructure needs.

3. EXPENDITURE PATTERNS

As was the case with regard to revenues, expenditure information was available for
only a fraction of Salvadoran cities. Table ES4 presents a sample of such data to provide
some idea of spending patterns.



Annex V, 14

e TABLE ES4 - e ' e
EXPEND!TURES FOR SELECTED CITIES, 1988-89 EL SALVADOR
i “Ain thousands of colones)
Expand.tures e ;1988' L 1‘989 ',.::: “1089 e 1989 Cuscaﬂun
|

Servicios Personales Personal Services 82.8 59.8 41.3 58.9 709.0

No Peisorales Non-personal Seivices 11.6 71 4.9 13.0 261.7
1
Materiales, etc. Goods and Supplies 1.4 5.0 2.4 1.5 231.2 h
Transferencias Transfers 17.6 3.0 — — 76.4 II
Capital Invarsiones Construction 2.2 — - 13.0 634.2 !I
et A e ._1
i Total Egresos ~otal 116.6 147.5 67.0 93.5 1,930.8 ||

" SOURCE: ISDEM "

The only significant form of intergovernmental aid that is available for recurrent budget
purposes comes from tke 20 percent of ISDEM’s grants that can be used for operating
purposes. The localities we talked to all take full advantage of this discretion to help meet
the pressing costs of their operating establishments.

As might be expected, the principal use of recurren’ expenditures is for salaries, which
account for between 70 and 85 percent of the total available. Almost certainly, this heavy
emphasis means continuing severe shortages of funds for materials, supplies and other non-
personal purposes. Among other things, this clearly means that there is little if any attention
paid to maintenance or upkeep of existing municipal capital plant equipment.

Virtually no summary data is available on the leve!l of municipal spending by programs or
responsibility centers. The principal functions performed by local government involve refuse
collection and disposal; repair, cleaning and lighting of streets; operation of bus terminals,
public markets, slaughter-houses and cemeteries; and civil functions such as issuance of
licenses, registry of births and deaths, etc. Most of the nation’s cities (177 out of the total
of 262) obtain water and drainage service from ANDA, a national public entity, although
72 municipalities are reported as having their own system and 13 apparently have no public
water supply at all. Some localities are served by a few municipal police, but most police
and fire service and virtually all health, welfare and education services are national
responsibilities.

4. INTERGOVERNMENTAL FINANCE

There are two principal forms of intergovernmental finance available to Salvadoran
municipalities. The largest source for most cities is CONARA, a unit in the Office of the
Presidency, which distributes funds provided to the national government by USAID for
construction of local pablic works. These grants are very popular among the mayors inter-
viewed for this survey both because of their substantial size (often equal to or greater than
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the total of all own-source revenues in a given year) and because they are provided in a
manner that is largely free of red tape.

Even the enforcement of the requirement that cities hold a "cabildo abierto” (roughly
equivalent to a town meeting) to allow local residents to express their views on how
CONARA funds should be used, appeared not to be an obstacle to the mayors interviewed.
However, at least one mayor noted that he had no intention of applying the same public
forum to decisions on other municipal revenues or expenditures (despite the fact that this
is required by exisiing national law). CONARA funds are distributed according to a complex
formula that takes population into account but also has varied in tzrms of the national
government’s concern with countering insurgent actions. CONARA funds can only be used
for capital construction purposes.

The other main source of intergovernmental support is ISDEM, which distributes funds
provided from the national budget. Up to 20 percent of the funds distributed by this agency
can be used to help support local operating costs while the remainder must be used for
capital investmrent.

The only other significant source of outside aid is through FISS, a national employment-
generating agency whose projects often benefit local governments but over which they have
virtually no control. FISS does not provide any funds directly to local governments.

The Corte de Cuentas is the national organization that performs audit and control functions
with respect to local governmerts in El Salvador. It requires all local governments to keep
their fiscal records in a standardized manner and to submit detailed monthly records of
income and expenditures as well as both adopted and executed budgetary data for its
scrutiny. The work of the Corte’s auditors is apparently highly respected (if not feared), at
least by local treasurers and accountants. However, they also recognize that because the
examinations by the Corte’s limited staff may be years behind, by the time it criticizes a
local government it is likely that there will be a new mayor and council in place. Pending
completion of ISDEM’s efforts to computerize local budget information, the Corte de
Cuentas’s year-end summary of local revenues provides the only overall data on municipal
finances in El Salvador.

5. CURRENT DEVELOPMENTS

The most significant recent development at the national level with respect to muni-
cipal finance is Decreto 86, the not-quite-issued new statement of municipal law. This decree
will expand the authority of local governments to charge for local services at up to 150
percent of their cost. The decree also calls upon localities to take into account the penefits
from service delivery and their socio-economic impact on the population in their calculations
of service charges (although it is not at all clear how this can be done). The new decree will
do little if anything to expand the range of local taxation. Approval by the National
Assembly will still be required for any changes in local tax authority or rates.
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With the recent peace agreement in El Salvador, major opportunities for municipal improve-
ment will become feasible in areas of the country where conflict was most severe. At this
time, however, it is not clear whether funds or other resources will be available to enable
local government to participate effectively in the reconstruction process.

C. NICARAGUA

1. AVAILABILITY OF INFORMATION

Because of the traumatic events that Nicaragua has experienced in the recent
past-including years of conflict, accompanied by hyper-inflation and sharp changes in
currency values that preceded the shift from the Sandinista regime to the present coalition
government-information on patterns and trends in municipal finance is generally not avail-
able.

The principal source of data on municipal finance for this report was INIFOM, the recently-
established autonomous entity whose principal function is technical assistance and policy
guidance to the nation’s 140 municipal governments (whose jurisdictions together cover
substantially the entire country). The major exception to INIFOM’s coverage is Managua.
The data for Managua used in this report is from the city’s 1991 budget.

2. MUNICIPAL REVENUES

A significant feature of local government finance in Nicaragua is that it relies
almost completely on own-source revenue. At least in the recent past, there have been
virtually no fiscal transfers to municipalities from the national budget. INIFOM estimates
the current level of transfers as equal to less than 1 percent of local revenues. Furthermore,
there are no regular programs for capital loans or grants from either national government
or the publicly-owned banks.

A second significant feature of local government in Nicaragua is the broad range of taxation
which municipalities are authorized to collect. These taxes include a local sales tax on goods
and services and a recently authorized property tax which is substantially entrusted to local
governments. These taxes and other revenue sources are discussed at greater length below.

a. Recurrent Revenues

The most recent available data on local revenues (which in Nicaragua are
equally available for recurrent and capital purposes) are shown below for local budgets of
the year 1990.

The data in Table N1, on the recommendation of INIFOM staff, is shown only in percent-
age rather than absolute terms. Even in this form, they apparently have doubts about it:
transfers from the national government and gifts (from unidentified sources) are especially
suspect. The principal item of revenue, local taxes and charges, is probably dominated by
the 2 percent sales tax described below.
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suspect. The principal item of revenue, local taxes and charges, is probably dominated by
the 2 percent sales tax described below.

. TABLEN1 o
~'MUNICIPAL REVENUES IN NICARAGUA, 1990
‘ - {excluding Managua)

' Revenue ‘ v ~ Source " PercentofTotat "
Tributarios Local taxes ard charges 75.7
Transferencias National grants 54
Patrimoniales Sales of land, etc. 7.0
Financieros 28
Donaciones Gifts 7.8
Recuperaciones Prior year taxes and charges 0.6
Otros Other 0.7

TOTAL ’ 100.0

SOURCE: INIFOM

[ |

The best estimate of the actual value of the revenues of local governments is that they
apparently amounted to between $US12 and 15 million in 1990, plus another $US10 to 12
million for Managua. This would be equivalent to about $US4.50 per capita for the
municipalities outside Managua and about $US11 per capita for the capital city. Based on
an estimated value of $US500 million for the central government’s 1990 budget, this would
indicate that Nicaraguan municipalities received about 4 percent of total government
revenue. Exclusive of Managua, local revenues accounted for only about 2 percent of
national revenues.

Due to the unsettled conditions in Nicaragua, there continue to be many serious difficulties
in anticipating revenue as a basis for municipal budgets. As one example: for 1991, the
municipalities together budgeted anticipated receipt of 3.6 million cordobas de oro in aid
from the central government-but the government included only 1.7 million in its own budget
proposal (and it is still not clear how much will actually be paid). For another, many
municipalities continued to budget "donaciones" or gifts-but failed to specify any source
from which they ight come.

Despite these uncertainties, there are positive features to local finance in Nicaragua. For
example, the country authorizes its cities to impose a range of local taxes and charges that
is unusually broad in its extent, either for Central America or in the developing world as a
whole. These include customary items, such as charges for the delivery of municipal services,
and "matriculas," or license fees (also called "patentes" elsewhere). But most municipal
"plans de arbitrios" (which define local revenue-raising authority) also include the three
potentially productive taxes described below:
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¥ Sales Tax on Goods and Services

Every municipality can impose a tax of 2 percent on the gross revenue generated by the
sale of most goods and services (1 percent on non-processed agricultural products). There
are some exceptions such as the sale of tobacco aid petroleum products at the wholesale
level, apparently because these items are already heavily taxed at the national level, but
the exemptions still leave a broad range of goods and services that is covered. The tax
is not an easy one to collect in the still largely informal economy of Nicaragua in 1991
but its potential is quite great, especially since it is linked in the law to the issuance of
a permit to operate a business (for which cities may also charge).

s Real Property Tax on Land and Siructures

Every municipality is now authorized-for 1991 only, subject to future national decision-to
collect a tax of 1 percent on the assessed value of all land and structures within its juris-
diction. The drawbacks to this tax include not only the fact that it is temporary and new
(as a local tax) but also that all cadastral records are still in the possession of national
agencies: the Ministry of Finance holds the assessment records; INETER, an autonomous
land planning entity, holds the cadastral maps and photographs; and the Supreme Court
has possession of all property ownership records. For 1991, pending access to the
cadastral records held by these national agencies, municipal governments will have to rely
on owners’ voluntary self-declarations of the taxable value of their properties. Neverthe-
less, allowing local governments access to this tax for the first time is seen by INIFOM
as a major victory for local government. In the past, it was a widely-ignored national
responsibility to collect both the local 1 percent and a higher national rate.

8 Vehicle Tax (Rodamiento)
A tax on automobiles and other vehicles has also been made available to local
gevernments for the first time in 1991. This tax can be levied on vehicle owners in the
city where they are domiciled. Taxes of this type have proven to be a productive and
progressive source of revenue whenever national governments have allowed localities to
have access to them. The greatest benefit, at least initially, will be to Managua, the site
of most vehicle ownership at present.

b. Capital Revenues

There are no specific limitations on the use of local government revenues for
capital or operating purposes. Thus, any of the taxes described above or other own-source
revenues such as service charges can be used for investment purposes to the extent they are
not required to me=t recurrent costs of salaries and other expenses. The stringencies of local
finance in recent years, however, have left little money available for investment by local
government in Nicaragua.

In the absence of any specific form of municipal credit institution, local governments are
allowed to approach the commercial banks-most of which are still governmentally-
owned-for loans. Thus far, only in a few isolated cases has this proven to be a source of
municipal credit, in large part because of the inability of municipalities to provide reliable
collateral or to be able to pay the high (and fluctuating) rates of interest that would be
involved.



Annex V, 19

An autonomous national development entity, FISE, utilizes USAID and other grant and
loan funds to carry out capital projects to generate employment. Many FISE projects have
been of benefit to local governments but FISE does not provide grants or other direct
financial assistance to municipalities; instead, it contracts its projects through private sector
construction firms or does the work directly with its own forces.

3. MUNICIPAL EXPENDITURES

The national laws governing municipalities in Nicaragua allow them to deliver a
broad range of services but do not specify what services, if any, they must provide to their
residents. By tradition, the common core services for which localities are responsible are the
following:

Solid waste collection and disposal
Street cleaning

Local parks and playgrounds

Public cemeteries

Public markets and slaughter-houses

In additior;, most municipalities assume some degree of responsibility for construction and
maintenance of local streets and for storrn drainage.

Water supply and delivery and the collection and disposal of waste water are the
responsibility of INAA, a national entity, everywhere in Nicaragua except Region VI, a
broad area in the north central part of the country centered on the city of Matagalpa. Here,
an experiment has begun in municipal responsibility for the water system. Local govern-
ments throughout Nicaragua are watching this experiment with considerable interest because
of their high level of dissatisfaction with INAA’s services.

Police and fire services are national responsibilities, as are education and virtually all of the
social service and health care systems.

Table N2 presents what is known at present about local expenditures (outside Managua).
Virtually no data is available on a functional or program basis, rather than in terms of the
more traditional categories of objects of expenditure.
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" CategoyoiBxperdtire | PocemtofToml

Personal Personal Services 57.8
Services Mat. y Prod. Goods and Supplies 26.9
Inversiones Capital Investment 8.4
Transferencias Corrientes Transfer of Recurrent Revenues 3.2
Desembolsos Financieros 34
Otros Other 0.3

[____ TOTAL B 100.0

I SOURCE: INIFOM ]

4. THE SPECIAL CASE OF MANAGUA

Managua is both the national capital and by far Nicaragua’s largest city,
containing about one-fourth of the nation’s estimated 4 million population. Until recently,
Managua’s finances were very different from those of other cities in Nicaragua. Under the
Sandanista regime it was considered a national ministry and its budget was appropriated as
part of the national budget. This has now changed and, starting in 1991, Managua is
required to raise virtually all of its own revenue, relying largely on the same sales, real
property and vehicle taxes available to other localities. Because Managua’s approved Plan
de Arbitrios in 1991 included all of these taxes, they are now considered permanent assets
of the city, not requiring future submission to national entities for approval.

Managua’s planned revenue budget for 1992, expressed both in cordobas de oro and dellars,
is shown below (Table N3). In addition to the amounts shown in the table, Managua has
budgeted

Managua estimaies its actual receipts in 1991 as $US 21 million. Of <his amount, only $US6
million (28.5 percent) was collected in the first six months of the year, suggesting that the
city’s "learning curve" in collecting its own revenues may be rising. In addition, the city has
budgeted an increase of 19 percent (in dollars) for 1992. If it achieves this target level, it
will have performed an impressive feat; however, estimates in the budget document about
what the city would receive if it can improve its collectiun performance and reduce tax
evasion. suggest that it could do even better than the budgeted levels projected loans
amounting to 21 million

The city of Managua’s budget provides considerable detail on the pattern of planned
spending by programs or functions. Of the city’s total budget of 125 million cordobas in
1992, 46 percent has been allocated to recurrent spending, another 25 percent to operation
and maintenance of the capital plant and the remaining 29 percent to capital investment.
cordobas.

\/



Annex V, 21

—_————
- TABLE N3
BUDGETED REVENUES FOR MANAGUA, 1992
Cordobas de Oro $Us Percent of

Revenue Source (" .dons) (millions) Total

. m
Rentas (Leases, etc.) 0.31 0.06 0.2
Imp. S/Vtas (Sales Tax) 70.37 14.07 56.3
Imp. Various (Various Taxes) 208 0.42 1.7
Mat. y Lic (Fees) 0.84 0.17 0.7
Ing. por Multas (Fines) 0.54 0.11 0.4
Tasas por Servicios (Service Charyes) 12.86 257 10.3
Admon. de Cement. (Cemetery Charges) 0.56 0.11 04
Otros Ingresos (Other Income) 37.43 7.49 29.9
TOTAL 125.00 25.00 100.0

SOURCE: City of Managua Budget, 1932.

Major categories of planned recurrent spending in Managua are shown in Table N4 below:

TABLE N4
BUDGETED SPENDING IN MANAGUA, 1992
Total
Category (millions of Peroent of
Cordobas)

Servicios Administrativos Service Delivery 4.8 8.3
Recaudaciones Revenue Collection 4.5 7.8
Various Central Administration 5.9 10.3
Distritos Districts 17.8 311
Partida No Asig. Unassigned 8.1 141
Otros All Other 16.4 285

TOTAL 57.5 100.0
SCURCE: City of Managua Budget, 1992,

5. INTERGOVERNMENTAL FINANCE

There is virtually nothing today that could be described as a system of
intergovernmental finance with respect to any Nicaraguan city.

INIFOM, a recently created autonomous agency, plays the major national government role
in relating to local government, but it does not have funds to offer more than limited
technical assistance and training. What guidance it does offer in the form of financial
management manuals is clearly written and to the point, but whether local governments,
most of whom are poorly staffed, are presently able to utilize this material is questionable.

L

4 l/ i
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There are two forms of pre-approval of municipal budgets in Nicaragua. One involves
mandatory approval by the Ministry of the Presidency of the annual "Plans de Arbitrios"
which authiorize municipal taxes and establish their rates. This function is largely carried out
for the Ministry by INIIFOM. The other requirement is that each runicipality must submit
its budget in advance to the Ministry of Governance (Gobernacion®.

The Cortraloria of Nicaragua performs post-audit functions with respect to local govern-
ments. It has a small staff of auditors for this purpose.

As noted above, FISE provides some capital investments of utility to localities.

6. RECENT DEVELOPMENTS

There are several significant changes in process or in prospect for Nicaragua’s
cities. The Ministries of Gobernacion, Finance and the Presidency all have units looking into
questions of direct concern to local governments.

Discussions with the Ministry of Finance (at the level of the Vice Minister) revecl a positive
attitude toward assisting local governments in developing reliance on their own resources
and a somewhat less firm position on direct financial assistance. The Vice Minister
confirmed that it is the national government’s intention to make permanent local control
over the real property and vehicle taxes and also to assist localities in developing the
cadastral capacity needed to implement these decisions. In addition, the Vice Minister said
the government intends to phase into loca! control the national 2.5 perceut property tax in
addition to the local 1 percent. He was less definite about plans for a system of financial
transfers although he said they are looking at the possibility of sharing up to 2 percent of
national revenues with localities for capital investment purposes.

Another approach is being taken by a unit in the Ministry of the Presidency, which is
preparing a broad policy on decentralization. Among its plans are efforts at strengthening
local admiristra:’ve capacity as well as up-grading and expanding the range of services
delivered at the local level.

With respect to local tax and service charge systems, a principal immediate need is to
improve collection practices, a matter now being studied by the Dutch assistance agency.
Major targets in this respect could well include the sales tax and the two new municipal
assets, the vehicle tax and the real property tax. Most work will be required on the proper.y
tax where the cadastral system needs improvement in quality and accessibility by local
government. A UN/Habitat team is looking into this, including the prospect of helping
finance development of a computerized cadaster.
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D. HONDURAS

1. AVAILABILITY OF INFORMATION

No current information on municipal finance in Honduras is available on a
comprehensive basis. Data on municipal revenues and expenditures for the years 1981-85
was prepared by the Central Bank of Honduras, however, and selected information on
individual cities is available both from USAID documents and the Ministry of Gobernacion.
The Ministry is supposed to receive copies of annual budgets from all localities but appar-
ently many do not comply and the Ministry has not computerized the data that is available.

2. MUNICIPAL REVENUES

As of 1985, the 290 local governments in Honduras (including the major cities
of Tegucigalpa and San Pedro Sula) received just over 7 percent of total governmental
revenues. The remainder went to the central government and various autonomous national
entities. Based on a sample of several cities, revenue in smaller localities is generally below
US$S per caplta in 1987, while the budget of Tegucigalpa, the natioral capital, came to
about US$15 in 1991. Property taxes are the single most important local tax source, followed
by taxes on commiercial establishments; together, these account for a third of ali local
revenues. Another significant source is charges for delivery of municipal services, which
generate a quarter of local own-source revenue.

. TABLEH1
REVENUES OF ALL HONDURAN MUNICIPALITIES 1985
" ‘{in millions of Lempiras)

L'i?E Categoryof Revenues - © Amount . . | Percentof Total

Property Taxes 13.8 18
Commercial Establistiment Taxes 12.0 16
All Other Taxes 14.7 19
Service Charges 18.7 24
Loans 25 3
Rent and Sale of Property 6.1 8
L All Other Sources 8.8 | 12 .
TOTALS 76.6 100 ]
SOURCE: Central Bank of Honduras |
NOTE: Excludos water revenues of San Pedro Sula
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a. Recurrent Revenues

Honduran cities depend on a very limited range of revenue sources to
cover their recurrent (operating) costs. The data shown in Table H2, drawn from a sample
of three Honduran cities, indicate total recurrent revenues averaging only about 17 Lempiras
per capita per year or about US$3.50 per person. Part of the reason that recurrent revenues
are low in these cities is that nonpayment of taxes and service fees is very high: only about
half of the total levy is collected in the three sample cities.

Al ey  .TABLEH2 e R
‘RECURRENT REVCNUES FOR THREE HONDURAN CITIES 1987
S B ““{in thousands of Lempnras) SR
| - ingresos Cor‘rie'mes . Recurrent Revenues | Choluteca Jutlgaip’é Choloma ]I
Bienes Inmuebles Property Tax 155.7 46.1 76.9
impuesto Vecinal Income Tax 34.2 25.6 35.9
Est. Comerciales Business Tax 295.0 106.1 134.8
Sobre Clasif. Mpal. 70.3 229
Impuestos Fijos 122.9 714
Bancarias y Seg. Bank Tax 9.6 5.7
Prest. de Serv. Service Charges 155.4 85.8
Arrend de Pyb Leases 481.9 447
Ingresos Eventuales Past Due Payments 57.6 40.2
Otros Ingresos Corrientes Other recurrent revenue G- 3.8 409.0
Total Ingresos Corrientes Total Recurrent Revenue 1,382.8 453.3 656.6

* Rentas de propiedades
SOURCE: Annexes to USAID Program Document, based on data from the cities themselves.

b. Capital Revenues

Capital revenues, based on the sample of the same three cities listed
in Table H2, are more limited than recurrent revenues, amounting to less than 11 Lempiras
or just over US$2 per capita in 1987. The principal source of investment capital, for the
sample cities, was loans, followed by funds not utilized in the prior year.

Loan funds for Honduran municipalities have come almost wholly from BANMA, the
asational municipal bank set up to provide capital investment loans to cities, largely by on-
leading funds borrowed from international institutions such as IDB. TLis source is essentially
exhausted at present, due to BANMA's overly generous credit policies and the inability—or
unwillingness—of its local borrowers to repay their loans. In a recent comparative study of
municipal credit institutions for the Worid Bank, The Urban Institute ranked BANMA <lose
to the bottom of 12 case study institutions, due to such defects as:

= Poor credit policies, including failure to obtain any collateral to assure repayment of its
loans and apparent willingness to go on lending to cities that were behind in making pay-
ments on prior loans.

)
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« Lower-than-market interest :ates, which would not have returned the value of the loan
(due to inflation) even if the borrowers had met their obligations.

BANMA is now essentially out of business, having at least temporarily exhausted its supply
of loan funds. As a result, there is no current significant source of investment funds for
Honduran cities, pending future transfers that may be made under the new Municipal Law
(see section 5, below).

3. EXPENDITURE PATTERNS

As is the case throughout Central America-and, indeed, for municipalities
elsewhere, as well-the principal component of recurrent expenditures in Honduran localities
is wages and salaries of municipal employees. In the case of Honduras, this factor accounts
for just over half of all local annual costs, as shown in Table H3, below. Goods and services
are the next most significant cost, amounting to one-fourth of all expenses.

TABLE H3 - | l
' RECURRENT EXPENDITURES OF HONDURAN MUNICIPALITIES, 1085
(in millions of Lempiras) .

’ | o Category | | . Amount - 8 Pe;g:tglt Of
Remuneraciones Wages and Salaries 35.2 54 |
Bienes y Servicios Goods and Services 16.4 24 "
Intereses y Dividendos Interests and Dividends 48 7
Otros Other Expenditures 45 7
Transfercencias Transfers to the Private Sector 4.6 7

Total Recurrent Expenditures 65.5 100

SOURCE: Contral Bank of Honduras
NOTE: Excludes water enterprise of San Pedro Sula
e —

The amount of information available even from the three-city sample is too limited to
provide much of a picture of more recent expenditure paiterns in Honduran cities. However,
the amounts spent on general administration, inclucing revenue collection, as compared to
direct service delivery (including the cost of capital investments) appears to be very high.
As can be seen from Table H4, it ranged from 25 to 40 percent in the three sample cities
in 1987.

4



Annex V, 26

(ln thousands of Lemplras)

MJR&E{'&L

Expendmures
Gobernacion, etc. | General Administration ' 301.4 154.5 156.8
Hacienda, etc. Finance and Revenue Collection 181.7 81.8 70.4
Servicios y Service Delivery and Public Works 1,317.2 3145 531.9

QObras Publicas Construction

Deuda Debt N/A 9.2 164.1
Total 1,800.0 560.0 923.2

|I SOURCE: Annexes to USAID Program Document “

4. THE SPECIAL CASES OF TEGUCIGALPA AND SAN PEDRO SULA

Tegucigalpa’s 1991 budget provides some additional information on how this
largest Honduran city spends its money. The personal services category (largely wages and
salaries) appears to be as significant as in the case of the three-city sample of smailer cities.
Tegucigalpa’s budget also provides information on capital spending, which accounted for
about one-seventh of total annual expenditure in 1991; comparable data is not available for
other Honduran cities.

S - TABLI‘:HS L R el LR
G EXPENDITURES IN TEGUC!GALPA 1991 S EHg

_ O (m millions of Lempzras) B A e S e

~ Object Catpgones SR Amount .| Percent of Total
Personal Services 25.6 49
Other than Personal Services 13.2 25
Transfers 5.1 10
Capital Investment 7.2 14
Other 1.1 2
Total _ 52.2 100

II SOURCE: Budget, City of Tegucigalpa |

San Pedro Sula is the second largest city in Honduras, with an estimated population of
about 315,000 in 1990. The city is at the center of the country’s most rapidly developing
region and is increasingly viewed as the economic center of the nation. Special legislative
provisions make the budgetary situation of San Pedro Sula unique, but the city also shares
features in common with other Honduran local governments: a draft report prepared by
PADCO notes that, as of 1990, unpaid real property taxes amounted to half the entire
annual levy.
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San Pedro Sula’s 1991 budget was based on total anticipated receipts of 67.5 million
Lempiras in recurrent funds plus an additional 24 million Lempiras in capital revenues, or
a total of 91.5 million Lempiras. This amounts to about 290 Lempiras per resident, or about
US$60.1. This is roughly four times as high as the comparable figure for Tegucigalpa. In
part, the difference may be attributable to the broader range of public services for which
San Pedro Sula is responsible, including the public water and sewer system, as well as a
range of social welfare and cultural services.

5. INTERGOVERNMENTAL FINANCE

Up to now, there has been no regular program of financial aid to Honduran
citiecs from the national government. Under a recently adopted law, however, the
government plans to begin a major revenue-sharing program in 1992. When fully phased-in
by 1994, the new program is scheduled to provide localities with 5 percent of all national
revenues. The funds are to be used primarily for capital investment, although up to 10
percent will be available for recurrent budget purposes. No payments have yet been made
under the new law; the first payments (equivalent to 2 percent of national revenues) are
scheduled to be paid to cities in 1992.

Distribution of aid payments under the new law will be based on the following factors:

» Eighty percent is to be distributed in proportion to the number of inhabitants of each
municipality.

= Twenty percent is to go in equal amounts to most of the nation’s 290 municipalities (the
exceptions are for cities already obtaining substantial amounts of national aid from taxes
on coffee or other products).

The new law also provides for the establishment of a national municipal institute, roughly
comparable to the organizations that exist in other Central American countries (such as
IFAM in Costa Rica). Up to now, the potential roles that could be played by such an institu-
tion in fields such as training and technical assistance have been shared by BANMA and a
unit in the Ministry of Gobernacion.

Current national oversight of municipal government in Honduras is largely limited to post-
auditing by the Coutraloria, the national audit and control agency, which has a staff of 80
auditors devoted to scrutiny of the budgets of local governments. In an interview, the
Contraloria noted that the systems of internal control in Honduran cities are generally quite
weak and that local professional staff is quite scarce, except in the two largest cities.

The Ministry of Gobernacion formerly carried out a pre-audit review of municipal budgets,
but since 1989 it no longer does so. The new law on municipalities apparently relieved the
Ministry of this requirement.
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6. CURRENT DEVELOPMENTS

The major new development in Honduras has been passage by the Congress
of the new Law on Municipalities. This statute redefines municipal powers and authorizes
a major new program in revenue sharing of up to 5 percent of national revenue sources. It
is still too early to see how this will work but there appears to be skepticism among some
Honduran observers that such a substantial fraction of national funds will actually be
distributed to the cities, given fiscal constraints on the central government and the fact that
a Fresidential election will occur before the new law becomes fully effective. (In Guatemala,
where a similar distribution program was established as a constitutional mandate, distribu-
tion of funds was suspended for most of 1990 by unilateral decision of the government.)

On the internatioral scene, the major current development in municipa! affairs is the
USAID country-wide project under which techmnical assistance and training is being provided
to local government.

E. COSTA RICA

1. AVAILABILITY OF INFORMATION

Good information is available on municipal finance in Costa Rica. The
principal sources of such information are IFAM (Instituto de Fomento y Asesoria
Municipal), the national entity which provides both financial and management assistance to
Costa Rican cities, and the Contraloria, the national agency which does both pre-audit and
post-audit of municipal budgets and contracts.

2. MUNICIPAL REVENUES

Overall, the 81 municipalities in Costa Rica account for about 4 percent of
total national revenues and expenditures (up from 3 percent a decade earlier). The
remainder is allocated to: central gcvernment (36 percent); parastatal institutions (45
percent); and public enterprises (15 percent). Nominally, there are other levels of local
government, such as the canton, but these are largely statistical units, rather than operating
governments.

a. Recurrent Revenues

Recurrent revenues for local government are derived from four
principal sources which together account for 73 percent of all local operating revenues, as
shown in the following table.
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_ : TABLE CR1 :
- MUNICIPAL RECURRENT REVENUES IN COSTA RICA, 1988
{in millions of colones) '

Percent of
_ Revenue Source Amount Total
I 7
.
Impuesto Territorial (Property Tax) 809 31.2
Prestacion de Servicios (Service Charges) 593 228
Impuesto de Patentes (License Fees) 363 14.0
Impuesto de Construcciones (Building Permits) 121 47
Otros (All Other Sources) 709 27.3
TOTAL 2,596 100.0

SOURCE: IFAM

The Impuesto Territorial, the real property tax, is administered by national government
agencies, including IFAM which receives 10 percent of the receipts to support its operations.
Nearly an equal amount goes to the cther central agencies that help administer the tax (by
assessing properties, sending out tax bills, collecting them, maintaining the cadaster, etc.).
The remaining receipts go to municipalities generally in proportion to the amounts paid by
their property owners. The tax rate, set by the National Assembly, seeks to achieve a
significant amount of progressivity by virtue of four brackets of increasing rates in terms of
the value of an owner’s total property holdings, nationwide. There is a considerable amount
both of evasion (through omission from the cadastre or under-assessment) and non-payment
(because penalties are low in relation to market-level interest rates).

In many respects, the Impuesto Territorial is a national tax, most of whose revenues are
transferred to localities in proportion to their assessed valuations. There is virtually no local
role in the tax. In particular, localities are powerless to alter the rate so as to support more
local services or respond to other local concerns.

The other major local revenue sources are service charges and license fees (patentes). These
are subject to local decision, but local council increases can be over-ruled by national
agencies if they are deemed too high. In the case of patentes charged to commercial and
industrial enterprises, the amount of revenue a particular municipality can obtain obviously
depends on its economic base. For example, in the case of the suburban city of Curridabat,
the presence of a large Republic Tobacco Plant produces considerable revenue for the city;
this is good for Curridabat but may not be the best approach .0 taxation in terms of the
national economy.

Charges for recovery of the cost of service delivery (Prestacion de Servicios) are concen-
trated on four principal services in most cities. For the 81 municipalities as a whole, these
charges in 1988 were as follows:
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R  TABLECRZ : '
MUNICIPAL REVENUE FROM SERVICE CHARGES
5 - INCOSTA RICA, 1988

' - . _ Amount (millions | Percent of -
CategoryofSemoe Charges | ofcolones)  Total -

Recollecion de Basura (Garbage Collection) 223 38
Limpieza de Calles (Street Cleaning) 113 19
Agua (Water Distribuiion) 102 17
Alumbrado Publico (Street Lighting) 66 11
Otros (All Other) 90 15

| TOTAL 583 100
I SOURCE: IFAM ~ B

In recewr. years, the recurrent revenues of Costa Rica’s municipalities have grown sub-
stantially, even in comparison to population growth and inflation. From 1982 to 1988, the
amount of the Impuesto Territorial, the principal local revenue source, went up 500 percent.
Its revenues more than kept pace with inflation, rising by 114 percent in constant (real)
terms. Other revenue sources grew somewhat more slowly over the period, with total growth
averaging about 400 percent, or about 90 percent in constant values.

Given the limited functions assigned to Costa Rican municipal governments, they apparently
have sufficient revenues for present purposes: overall, the 81 municipalities ran a small
surplus in their recurrent budgets in 1990.

b. Capital Revenues

Capital revenues for local government amounted to about 28 percent
of total local revenues in 1989; however, all of these revenues were not available for
expenditure in that year since some were allocated to future capital projects. Even on an
expenditure basis, though, capital spending accounted for 27 percent of total spending in
1989. The principal sources of capital revenue are shown below.
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TABLE CR3
MUNICIPAL CAPITAL REVENUES IN COSTA RICA, 1988
{in millions of colones)

Percent of
Amount Total
Endeudamiento (Debt) 208 19
Transferencias (Grants etc.) 265 24
Recursos de Vigencias Interior (Prior Year Surplus) 616 56
Otros (Other Sources) 18 2
TOTAL 1,107 100

SOURCE: IFAM

In addition to its other functions, IFAM acts as a municipal bank by lending tunds to local
governments for capital investment. It charges interest at less than market rates (at present
about 20 percent per year in comparison to about 40 percent in the private market). IFAM’S
loan funds are obtained through international loans from IDB and the World Bank and
from national appropriations, including its share of the Impuesto Territorial.

3. MUNICIPAL EXPENDITURES

Total expenditures of Costa Rican municipalities grew by 377 percent from
1982 to 1985, well ahead of inflation. On a per capita basis, 1988 expenditures averaged
about 1,000 colones or about $US 7.50. This modest amount suggests the very limited
functions for which municipal governments are responsible. Expenditures by principal object
categories for the 81 municipalities in 1990 were as shown below.

TABLE CR4
MUNICIPAL EXPENDITURES IN COSTA RICA, 1990
{in millions of colones)

: Conceptos (Category) Amount Percent of Total '

w
Servicios Personales (Personal Services) 2,120 48
Servicios No Personales (Non-Personal Services) 553 13
Mater. y Suminestros (Materials and Supplies) 680 16
Mac. y Equipo (Machinery and Equipment) 180 4
Construccion (Construction) 175 4
Otros (All Other) 666 15
TOTAL EXPENDITURES 4,373 100

SOURCE: IFAM
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Interest on municipal debt amounted to less than one percent of total recurrent expenditures
in 1990. This suggests that most Costa Rican municipalities still have considerable unutilized
capacity to support additional capital investments if loan funds were available.

Total capital spending by local governments amounted to 900 million colones in 1990, or
one-fifth of total expenditures. Capital revenues, on the other hand, were substantially
larger, resulting in a significant "superavit" (or surplus) of funds available for future capital
investment.

4. INTERGOVERNMENTAL FINANCE

There is no general system of revenue-sharing between national and
municipal government in Costa Rica, except to the degree that the Impuesto Territorial can
be considered such. There is, however, the equivalent of a municipal bank through the
lending operations (both capital and short-term) of IFAM. Generally, repayment of IFAM
loans is quite current, perhaps as a result of the fact that IFAM can withhold property tax
receipts from delinquents.

Another significant form of intergovernmental fiscal relationship in Costa Rica is pre-audit
of local budgets by the Contraloria, by means of which a highly-detailed level of control over
municipal budgets and contracts is exercised. Pre-audit extends not only to the annual
proposed budget of each municipality but also to any major modifications proposed during
the year and to all substantial contracts. According to Contraloria officials, the review is
done only to assure conformity to national law, but it is seen by local officials (and IFAM)
as a far more intrusive process and one that is bitterly resented at the local level. The
Contraloria’s post-audit of local finances is accepted as an essential safeguard of local
financial practices.

Another intergovernmental activity of interest in Costa Rica is the annual appropriation by
the National Assembly of about $US 10 million in the form of "Partidas Especificas ". These
are grants awarded at the direction of individual members of the national assembly,
although generally only those members who are part of the government’s majority get to
designate the recipients of funds. Grants can be used either for capital projects or service
programs. Most grants go to the thousand or so local development associations that operate
under the overall supervision of DINADECA, a national entity.

Municipal executives see the practice of Partidas Especificas as weakening their control of
service delivery and-because grants may cover only part of the cost of a project-also as
creating pressure for municipal spending to complete projects. The amount of money
involved is substantial, equivalent to a sizeable fraction (one-third to one-half) of total local
receipts from the national property tax in any given year.

i
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5. CURRENT DEVELOPMENTS

A recent national commission considered the introduction of a revenue
sharing system in Costa Rica but its work has apparently been suspended. There is also
reported to be a new report on this topic prepared by the Ministry of Planificacion, but
copies are not yet available. The current fiscal difficulties being experienced by Costa Rica’s
central government suggests that it is unlikely that costly new programs will be adopted to
benefit local governments.

The reputation of government in Costa Rica as highly centralized, carefully controlled and
generally well-operated appears to be well fou..ded. In addition, there does not appear to
be much pressure to change the situation. None of the municipal chief executives inter-
viewed during this survey expressed strong interest in getting more control over the property
tax (for example, to be able to change the rate) or in obtaining a greater degree of "home
rule” authority with respect to most other aspects of municipal finance. They also appeared
to accept the practice of "Partidas Especificas" os politically necessary.

The only matter to which these executives (joined by the director of IFAM) expressed
vigorous dissent was the pre-audit control exercised by the Contraloria. They felt that this
represented both a serious constraint and delay to local decision-making and one that was
not justified by any cost savings or other form of benefit. They noted that they were already
subject to post-audit by the Contraloria and that they had no objection to this practice,
which follows accepted norms in local government finance.
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REGIONAL AND INTERNATIONAL INSTITUTIONS

1. REGIONAL INSTITUTIONS

ICAP

Instituto Centroamericano de Administracién Piblica (ICAP) in Costa Rica is perhaps the
most widely known training institution in Central America and is considered the leading
muaicipal training institution in the region today. It has been supported until recently by the
Agencia Espaiiola de Cooperacién Internacional (AECI), and has carried out a regional
assessment of the municipal sector.

INCAE

INCAE, the Central American Institute for Business Administration focuses applied
research and training on fundamental managerial and development problems. The INCAE
Public Management Program conducts research and training on policy frameworks for
decentralization and dialogue processes around national strategies for decentralization.
Between 1986 and 1991, through its Cooperative Agreements with ROCAP/RHUDO,
INCAE assessed municipal and local development needs and conducted municipal
organizational development and training programs throughout the region.

2. INTERNATIONAL DONOR AGENCIES

External municipal development support comes from bilateral, multilateral, and
private institutions. These include foreign governments, multi-lateral development banks, the
United Nations, private foundations and international NGOs. These donor types are described
below.

BILATERAL ASSISTANCE

United States Regional Housing and Urban Development Office (RHUDO), the sponsor of this
study, has recently played a strong role in supporting regional municipal development
programs in Honduras, Guatemala, El Salvador, Nicaragua and Costa Rica. In addition,
United States AID Missions to Honduras, El Salvador, and Nicaragua have bilateral
municipal development programs.

® In Guatemala, AID has just finalized a brief study on municipal development that will
serve to define future collaboration in the sector. In addition, and with the assistance
of INCAE, AID has conducted a series of seminars with Guatemalan mayors, in which
the various aspects of decentralization have been carefully reviewed. Finally, AID has
initiated a training program in the U.S. for 180 elected and non-elected officials.
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= In El Salvador, AID has important programs that provide both capital and technical
assistance to municipalities (through CONARA, COMURES and ISDEM) as well as
institution building assistance to the Salvadorean Institute for Municipal Development
(ISDEM)), to city councils throughout the Republic and to the Inter-Institutional Coordi-
nating Committee for Municipal Development (CCDM).

@ InNicaragua, USAID/Nicaragua sponsored a Nicaragua Municipai Government Assess-
ment in order to identify strategies for future interventions in the sector and is providing
support to the recently founded Inter-Institutional Committee for Municipal Develop-
ment (CIDMD).

»  In Henduras, AID has been engaged for more than a year with an ambitious technical
assistance program for municipal development, which is also being supported by some
training activities in the country.

Finally, on the regional level, AID conducied a regional seminar on municipal development
in late 1991 in which mayors throughout the region participated. This seminar culminated
in the formulation of principles and action statements for municipalities, known as the
"Declaration of Tegucigalpa" and consolidated support for the regional municipal associ-
ation, "FEMICA" (the Federaci6én Municipal del Istmo Centroamericano). In addition, AID
makes a significant contribution to the municipal development process through the
framework, information base and strategy plan provided through the document. Moreover,
AID continually offers the regional municipal system specialized publication. 0 promote
the municipal development and decentralization pr icess.

The Inter-American Foundation (IAF). The IAF, an independent U.S. foreign assistance
agency founded in 1969, provides funding to community organizations and NGOs throughout
Central America, South America and the Caribbean. While its focus is the non-governmental
rather than governmental sector, it has been supporting the participation of grassroots (first-
tier) organizations as well as second- and third-tier organizations in the development
process, which is essential to thie overal: community empowerment and ultimately municipal
representation and development process. It has also recently been engaged in research on
NGO-local government interaction and, consequently, the role of community participation
in government planning and development.

The Spanish Agency for International Cooperation (AECI) has played a major role in regional
municipal development programs, studies, seminars and policy dialogue. They have bilateral
programns of technical assistance and training in Costa Rica, Nicaragua and Guatemala.

The German Agency for Development (GTZ) has bilateral technical assistance missions in El
Salvador, Nicaragua, Guatemala, Honduras and Costa Rica for upgrading local administra-
tion and planning skills.
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MULTILATERAL ASSISTANCE

The Inter-American Development Bank (IADB) has capital investment programs in Honduras
and Costa Rica. It is also planning future credit programs in Panama. The IADB has been
the major international source for financing of municipal economic development programs.

The World Bank (IBRD) has not worked in municipal development directly but rather has
focused on water and sanitation projects in secondary cities of Central America and
particulerly in Costa Rica. The World Bank has supported secondary city projects in Panama
(1979-1983) and may design new projects there in the future.

The United Nations Development Program (UNDP) has several bilateral projects for adminis-
trative reform at the national level, especially Honduras, that affect municipal development
i indirect ways. They also administer a refugee program in El Salvador that assists in
placing displaced persons within safe secondary cities.

PRIVATE ASSISTANCE

Three German foundations have supported municipal development in the region as follows:
The Neumann Foundation supports studies and seminars in Costa Rica.

The Ebert Foundation supports studies and seminars in Costa Rica and Nicaragua.

The Adenauer Foundation supports a new municipal development organization in Panama
and ISAM in El Salvador.

CONSULTING FIRMS

United States consulting firms—such as PADCO, Research Triangle Institute (RTI), The
Urban Institute, and others—have worked for many years in Central America in municipal
development under AID, IADB, or World Bank contracts. Louis Berger International has
also done considerable work in feeder roads and other technical assistance. The Internation-
al City Management Association (ICMA) has also provided technical assistance support in
Honduras since 1991.

NON-GOVERNMENTAL ORGANIZATIONS (NGOs)

Numerous international NGOs are operating in Central America to support the overall
community development process, which in turn contributes to the community empowerment
and manicipal development process. These NGOs include well-known US-based groups such
as Oxfam America, World Vision, Save The Children, CARE, and Private Agencies
Collaborating Together (PACT). In addition, European NGOs play a key role in supporting
many NGUs and community groups, such as NOVIB (a Dutch NGO) and CEBEMO (a
German NGO). Apparently, church and religious organizations also play a substantial role
in financing and assisting community projects.
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INDIVIDUAL COUNTRY STUDIES
GUATEMALA

BILATERAL ASSISTANCE

In Guatemala, AID has just finalized a brief study on municipal development that will serve
to define future collaboration in the sector. In addition, and with the assistance of INCAE,
AID has condrcted a series of seminars with Guatemalan mayors, in which the various
aspects of decentralization have teen carefully reviewed. Finally, AID will initiate in the
next few months a training program in the U.S. for 180 clected and non-elected officials.

The Spanish Agency for Internacional Cooperation (AECI). The AECI provides support,
along with the Latin American Social Sciences Faculiy or "FLASCO," to Guatemalan
municipalities through a Municipal Development Support Program (PADAM). The purpose
of the program is to assist municipalities through the practical training of city council-
members, treasurers and secretaries. This training covers various areas of municipal adminis-
tration (including legal, financial and strictly adminisirative functions) and project evaluation
activities. Since 1989, it has trained more than 1,400 municipal officials and emnployees. For
1991 and 1992, the AECI plans to provide training in urban planning, garbage collection and
sewage treatment, tourism promotion, management skills and other areas. These programs
are apparently coordinated with the National Institute of Public Administration (INAP).

Canadian International Cooperation Agency (CIDA). Since 1983, CIDA has financed projects
in Guatemala to support local development committees in small public works projects, parti-
cularly in the Guatemalan alfiplano. Under these projects, the development committees
propose their project requests to CIDA, which then evaluates them according to specific
criteria. The projects, which cannot exceed US$10,000 each, comprise three main categories.
The first encompasses health. sanitation and water and involves substantial corimunity parti-
cipation. The second covers infrastructure projects that facilitate communication and trans-
portation (including roads and bridges) as well as agricultural development and education.
The third covers areas of special interest to the Canadian embassy. During 1990, CIDA
financed more than 60 projects in the amount of $350,000, in addition to $70,000 for admin-
istrative support.

MULTILATERAL ASSISTANCE

The IADB is planning future credit program for municipalities in Panama, The World Bank
has also (in the past, 1979-1983) supported secondary city projects in Panama and may
design new projects there in the future.
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BILATERAL ASSISTANCE
USAID/Managua is currently supporting a Nicaragua Municipal Government Assessment
in order to identify strategies for future interventions in the sector.

The Spanish Agency for International Cooperation (AECI). Since 1985, the AECI has sup-
ported Nicaraguan municipal development activities. Specifically, it has provided basic
technical assistance in two areas: service provision (such as in garbage collection and in
wastewater and solid waste treatment); and urban planning, especially in relation to
marginal settlements. In addition, it has provided some limited support for housing projects.
Finally, it has provided support for restoring historic monuments and colonial urban centers.

The German Development Agency (GTZ). The GTZ will soon initiate (in the Summer of
1992) a raunicipal development program in Nicaragua which will cover several areas. These
include municipal finance, administration, institutional develop/ment, policymaking, planning
and development, and socio-cultural development.

PRIVATE ASSISTANCE

The Ebert Foundation. The Ebert Foundation has promoted dialogue on the theme of decen-
tralization through a series of seminars, in which sectors and levels of government have
participated (including municipalities, municipal support institutions, and central govern-
ment). In conducting these seminars, the Ebert Foundaticn has helped to develop a
consensus on decentralization policy guidelines and concrete action plans that will promote
municipal development. In the future, it plans to continue promoting this dialogue on
several areas relevant to municipal development and particularly on municipal finance and
areas of functional authority and competence.

EL SALVADOR

BILATERAL ASSISTANCE

USAID/EI Salvador. USAID plays an important role in providing both technical assistance
and financing to El Salvador’s municipalities. In particular, the CONARA programs, which

are funded by USAID, plays a key role in supporting municipal development. In addition,
USAID provides support to COMURES and ISDEM.
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The German Development Agency (GTZ). The GTZ has supported El Salvadorean
municipalities for several years. Currently, it has an institution-building project to support
ISDEM. Under pilot projects, it also works directly with a few municipalities (Juayia,
Nahuizalco, Salcoatit4n and Santa Catarina Masahuat). It also manages a revolving fund
(390,000 Marks) and loans that are channeled through ISDEM. Finally, it provided technical
assistance in preparing the project on municipal law and COMURES statutes.

PRIVATE ASSISTANCE

The Adenauer Foundation. It provides assistance to municipalities through ISAM.

HONDURAS
BILATERAL ASSISTANCE

The USAID/RHUDO for Central America is engaged in a Municipal Development Project.
Under this project, ICMA is providing technical assistance and training over a seven-year
period (1991-1938).

MULTILATERAL ASSISTANCE

The IADB has supported a Municipal Development Program (820/SF-HO) that has the
objective to provide assistance to 89 municipalities with populaiions between 10,000 and
80,000. In this capacity, it supports the Banco Municipal Auténomo (BANMA) under a four-
year program with US$13.5 million in financing, 90% of which is a loan (US$12.1 million)
and 10% of which is a non-reimbursable grant of in the amoun: of $1.4 million. The grant
funds are used to strengthen both BANMA and municipalities and to assist municipalities
in preparing projects in collaboration with the Fondo Hondureiio de Preinversién
(FOHPREI). The loan funds are for physical infrastructure investments (such as roads and
water systems), and carry a 2% annual interest rate with 10-year grace period and 40-year
repayment plan.

The IADB is supporting a new $50 million municipal development program with the
Municipality of San Pedro Sula. US$2.0 miilion is for institutional development, with the
remainder to finance stormwater drainage, a bus terminal construction, sanitary sewers, and
street construction and repair. The IADB is also planning to soon finance the updating of
San Pedro’s city plan, which is timely since it follows and complements the recent AID-
financed San Pedro Sula assessment and strategy plan.
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The United Nations Development Program (UNDP), alony; with JADB financing, is in the pro-
cess of designing a new municipal development project to take effect in 1992. It is a global
decentralization project that stresses the relationships of municipalities with central
government. This is part of a larger ten-component Government Restructuring Project
spensored by the UNDP.

COSTA RICA
BILATERAL ASSISTANCE

US/AID/Costa Rica. USAID has made major contributions over the past 15 to 20 years in
niunicipal development. In that capacity, it has provided heavy support for IFAM in its work
with municipalities even though current support from IFAM is diminishing. It is important
to note that PL-480 credit money is channelled through IFAM.

The German Development Agency (GTZ). The German Government has provided strong
municipal support in Costa Rica for many years. It supports the Union de Municipios
Locales as well us conducts annual tours to Germany for municipal leaders.

Spanish Cooperation International (AECI). The Spanish Government program, through its
Agencia Espafiola de Cooperacién Internacional (AECI), must be considered one of major
leaders in municipal development in Central America. The AECI has made major
contributions for several years in Costa Rica. In addition, it uses Costa Rica as its base for
a municipal development program in Central America.

MULTILATERAL ASSISTANCE

Inter-American Development Bank. The IADB presently provides credit support to IFAM
for its municipal development credit program. Specifically, it supports water and sewage
treatment projects with as well as those related to municipal markets.

The World Bank. The Bank has several development projects in irrigation, water and
sanitation that will be coordinated with municipalities. IFAM has also held discussions with
the Bank regarding project design.

PRIVATE ASSISTANCE

The Neumann Foundation. It has sponsored several municipal and urban development
studies and seminars. In Costa Rica, it works with the Asnciacién Nacional de Fomento
Econémico (ANFE), which provides workshops on administrative reform that are
tangentially related to municipal development.

q/"); /
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The Ebert Foundation. It has supported some recent municipal studies as well as provided
forums for discussion on decentralization, urbanization, and administrative reforms in central
government. In addition, it supports the Centro de Estudios Democréticos en América
Latina (CEDAL), which provides seminars in municipal development.

PANAMA
BILATERAL ASSISTANCE

USAID/Panama. USAID previously carried out a Rural Municipal Development Project
from 1976 to 1981 through a loan to the National Bank of Panama (Banco Nacional de
Panama or "BNF") and its Fund for Municipal Development (Fondo para Desarrollo
Municipal or "FODEM"). This project provided funds for a wide range of activities including
wholesale and retail markets, water supply, transport facilities and electric power generation
and distribution. It also conducted a municipal evaluation in 1982 in which USAID
concluded that the impact of the aforementioned project on rural municipalities was
enormous and that sub-projects resulted in the construction of slaughterhouses as well as
service provision in garbage coliection, water supply and sewage—all of which directly
benefitted their populations.

MULTILATERAL ASSISTANCE

Inter-American Development Bank (IADB). The IADB worked with FODEM in 1979 to
provide credit for municipal projects. However, the project was not very successful because
of weak municipal administrative and technical expertise in designing and implementing
municipal projects.

The World Bank. The World Bank provided a US$15.0 million loan to invest in infrastruc-
ture for secondary cities from 1978 to 1983.

PRIVATE ASSISTANCE
The Adenauer Foundation. The Adenauer Foundation just provided a grant of approximately

US$300,000 to found the Instituto Panamefio para la Democracia Municipal (IPDEM) for
a period of one year.
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VOLUME II: PROPOSED STRATEGY

. BACKGROUND
A. US POLICY FRAMEWORK FOR CENTRAL AMERICA, 1991-2000'

Introduction: A New Central America, a New Challenge

Recent changes in Central America require a new U.S. economic assistance policy for the
1990s. Gradual but increased democratization in the region—symbolized in part by the fact
that for the first time in history all countries in the region have democratically elected
government—is but one of these recent changes. The renewed commitment among Central
American Presidents for peace and democracy, sustainable economic growth and regional
cooperation—as signified by the Esquipulas Accord and the 1990 Declarations of Antigua
and Puntarenas—is another important change. Finally, economic improvements in the
region, including improved GNP since 1987 and a growth in non-traditional exports, signify
positive trends that can contribute to sustained growth.

To support these recent changes and the Declarations made by Central American Presi-
dents, AID will focus on enhancing democracy, stimulating sustainabie economic growth, and
fostering regional cooperation. With respect to the democratization process, AID plans to
increase its support for broader and deeper citizen participation in this process, for stronger
local governments, and for improved judicial, legislative and electoral systems, as well as
better managed public finance systems. With respect to growth, AID seeks to assist countries
in the region in eliminating obstacles to and supporting improvements in private investment,
trade and employment generation while seeking to protect the natural resource base and
improve citizen participation in that growth. Finally, with respect to regional cooperation,
AID plans to develop a regional framework that will encourage reforms to liberalize trade
within the region as well as support regional institutions so as to achieve greater regional
collaboration and self-sufficiency.

The U.S. has already begun to support these changes through its Enterprise for the
Americas Initiative (EAI) and its complementary Partnership for Democracy and
Development (PDD). The EAI is designed to bolster the democratic and market-oriented
transition throughout Latin America by focusing on trade, investment and debt reduction.
Meanwhile, the PDD encourages broad support from the international community for
regional democratization and development. However, the new realities and opportunities
require an entirely new framework and strategy to guide the overall process.

1Source: "Economic Assistance Strategy for Central America: 1991-2000," AID: Washington, DC, January 1991.
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In light of diminishing U.S. assistance levels, the challenge will be to sustain with limited
funds these positive yet extremely fragile trends. This management challenge can be over-
come only through more effective and efficient use of foreign assistance funds. To achieve
this goal, AID will require a clearly defined regional framework and focused strategy.

1. AID'S GLOBAL STRATEGY AND TARGETS

AID’s strategy for supporting a deepening of democratic processes and the
achievement of rapid, broad-based, and sustainable economic growth is based on four basic
premises. These include the previously highlighted shared vision for development, a need
to link trade and investment with aid, a need to "realign" public (central vs. local
government) and public-private sector responsibilities (e.g., with regard to infrastructure and
service provision), and a future decline in U.S. foreign assistance in the region. Based on
these premises, AID has formulated several basic principles—as outlined in the introduc-
tion—that will guide AID’s development strategy in Central America during the 1990s.

Within this context, AID considers several democratic and socio-economic targets to be
attainable. Among the democratic targets are two key ones related to municipal develop-
ment and decentralization. These are: 1) increased administrative and financial authority of
local governments (including the power to generate resources) while that of central
bureaucracies will be decreased; and, 2) increased civic participation in the democratic
process. Separate but related socio-economic targets include an annual regional economic
growth rate of 5% by the year 2000, an increased private investment/GDP ratio from 13%
to 19%, a growth of non-traditional exports, a decline in infant mortality rates to 37/1000,
a virtual elimination of communicable diseases, and an increase in regional primary school
completion to over 70%

2. AID'S STRATEGY OBJECTIVES: RELATIONSHIP TO MUNICIPAL
DEVELOPMENT

Within this broad context, AID has identified strategy objectives or sub-strategies
that constitute a three-part "democracy-growth-regional cooperation"” strategy for the region.
More specifically, these strategies are: 1) the development of stable democratic societies;
2) the achievement of broad-based, sustainable economic growth; and, 3) the attainment of
effective regional cooperation. Each one of these strategies relate directly and indirectly to
municipal development and decentralization, since these are key to the success of all these
strategies.

a. Strategy for the Development of Stable Democratic Societies

Support for and development of stable democratic societies in Central
America constitutes the leading edge of AID’s three-part "democracy-growth-regional
cooperation" strategy for the region. This strategy envisions a significantly expanded role in
this area of field missions, including the Regional Office for Central America Programs
(ROCAP). Working within the context of the USG country team, AID will work closely with
other USG agencies to support nonpartisan efforts to deepen and consolidate indigenous
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democratic institutions. AID will focus on technical assistance and training, investing in
human resources and the strengthening of local institutions, and will include democratic
initiatives in its policy agenda. As a result, this lead strategy is directly related to the
strengthening of municipalities, communities and the decentralization process. While AID
financial resources to support this strategy will also be complemented by those from other
members of the donor community, the ultimate success will depend on the political will and
popular expectations of Central Americans themselves.

AID’s program strategy follows two broad areas of focus:

®  Strengthening government institutions to be more responsive to citizens a~d more
democratic in operation; and

®  Promoting democratic values among citizens through greater participation and
influence on non-governmental and educational institutions and a free and professional
media.

Under these two broad areas, AID has identified a "ten-point" program for its strategy. This
program covers several areas that are directly related to municipal development and decen-
tralization, including electoral and administrative processes, government accountability and
efficiency, and civic participation. It also covers areas that are indirectly related, such as
those pertaining to the political party system, judicial and legislative systems, civilian vs.
military control, and civil and human rights (including freedom of speech and of the press).
With regard to the former directly related areas, AID’s specific plans for promoting decen-
tralization and municipal development are to:

Strengthen electoral processes and institutions

The objective is to support and strengthen national electoral management bodies to assure
that they are independent and professional. In the 1990s, AID will continue to help foster
free and open elections through the support for Center for Electoral Assistance and Promo-
tion (CAPEL), which conducts research, widely distributes information about the electoral
process, and provides networking activities and technicai assistance to electoral courts and
other institutions. Missions will seek to assist national electoral management bodies,
including electoral boards and tribunals. Finally, policy dialogue will focus on the status of
each national electoral process and its fair and non-partisan management.

Strengthen elected local and municipal governments through decentralization of
authority and control over financial and human resources

Most Central American leaders now realize that centralized national bureaucracies limit the
ability to deliver services. These is also a growing recognition that centralized bureaucratic
power is often anti-democratic since it limits citizen participation in the development process
and encourages paternalism. Central American countries are working to create more respon-
sive locally-elected governments which provide greater opportunities for citizens to partici-
pate in and more directly influence the development process.

In this context, the program will foster the empowerment of local governments through
support for: 1) revenue-sharing legislation; 2) electoral process reform; 3) development of
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sound, equitable local tax bases and other local revenue sources; 4) strengthening local
government capacity to respond to local priorities and deliver basic services; and, 5) other
forms of municipal management training and technical assistance. AID will also explore
ways to help Central Americans by strengthening local government decision-making pro-
cesses, encouraging financial and administrative decentralization, strengthening local service
delivery and maintenance capabilities, and enhancing local r¢venue generation and cost
recovery capabilities. In developing, these programs, AID will foster complementary and/or
co-financing proposals with the Inter-American Development Bank (IDB) and the World
Bank (IBRD) to provide the required capital financing, with AID financing technical assist-
ance and training.

Promote honesty and efficiency in government through transparency of decision-
makiing processes and heightened accountability of civil service structures

This program will assist cooperating governments to assess their anti-corruption practices
and procedures and support the design and implementation of financial management
systems which improve the quality, reliability, timeliness and credibility of financial informa-
tion in the decision-making process. Working with other donors, AID will also undertake
broader sectoral administrative and policy interventions to help improve host government
development administration.

Promote and strengthen pluralism and civic participation through non-governmental
organizations and leadership training

The US has a long tradition of supporting non-governmental organizations {NGOs) in the
region. Support has been provided to technical NGOs working in specific sectors, humani-
tarian organizations, research institutes, labor unions ard employee associations, community
and municipal associations, business groups, cooperative organizations, and other groups.
The continued sponsorship of a broad range of NGO activities will remain an important
area for AID financing during the 1990s. Of special note is the need to given attention to
those civic groups and institutions working to assure citizen access to electoral, legislative,
and judicial systems and helping people to acquire the knowledge, skills, and confidence
needed for full participation in the democratic process. Accordingly, special consideration
will be given to financing NGOs active in civic and voter education programs and programs
to strengthen judicial systems. The NGO programs will also focus on civic education
curricula in the primary schools in order to teach basic citizen participation skills in 2 demo-
cratic context.

b. Strategy for the Achievement of Broad-Based, Sustainable Economic
Growth

The second AID "strategy objective" addresses several broad areas of focus.
These areas underscore the interrelationship of macroeconomic policies, trade and invest-
ment initiatives, the promotion of access to jobs and social services for the disadvantaged,
and the conservation and proper management of the environment. Municipal/community
development and decentralization are key to this strategy because they are becoming

<
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increasingly necessary in light of, on the one hand, an extremely competitive global economy
that requires greater local economic strategizing and marketing, and on the other, the short-
comings of centralized governments to adequately respond to local needs (economic, finan-
cial, physical and environmental) or to promote local citizen participation.

Municipal and community development are thus critical to mobilize resources, strategically
plan for local economic development, adequately provide for local service and infrastructure
needs, provide citizens with the means to participate in government and economic growth,
and provide the local involvement and oversight needed for environment and natural
resource management and protection. While central governments will continue to possess
greater competencies for certain types of development programs, coordination and super-
visicn (particularly at the regional and national levels), municipalities will need to play an
increasingly important role for all of the reasons stated above.

The specific AID programs under this strategy that most directly relate to municipal devel-
opment and decentralization are those pertaining to fiscal system reform, infrastructure
investment programming, social service provision (including health and education), environ-
mental protection and urban pollution control, and employment generation programs for
disadvantaged groups. With greater local financial autonomy, increased governmental trans-
fers to the local government, and greater community-wide resource mobilization, municipal
governments will be better equipped to address all of these man-made, environmental and
economic needs. Clearly, improved human and technological resources-through training,
technical assistance, and technology transfers—will have to accompany these increased finan-
cial resources for municipalities to be able to effectively provide for their communities. In
addition, municipalities will need to recognize the importance of trade and investment for
their strategic economic planning, given that in both developed and developing countries,
it is becoming increasingly uecessary for cities to formulate inceniive packages that attract
the increasingly "footloose” and "far-flung" operations of foreign investors. They will also
need to recognize the importance of promoting greater linkages of those foreign investors
with their local economy for that investment to have long-term positive impacts. All of these
factors, in which muniripalities and communities play a key role, will be necessary for a sus-
tainable and broad-based economic growth strategy.

c. Strategy for the Attainment of Effective Regional Cooperation

The third and final AID strategy objective pertains to effective regional
cooperation that directly relates to the first two objectives of the development of democratic
societies and the achievement of sustainable and broad-based economic growth. The key
word in this strategy is effective, which implies three critical phases of that cooperation: 1)
"information-sharing" with education of the actors involved; 2) coordination of policies and
activities; and, 3) implementation of that learning process and coordination in the formns of
programs and projects, given that without tangible results, an; such regional cooperative
could not be considered effective.

To ach. . .= such effective cooperation and ultimately well-coordinated programs, AID seeks
to strengthen regional institutions, which constitute the vehicles through which Central
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American countries will engage ir that process and ultimately achieve cffective cooperation.
The questions remains, however, what are those vehicles? While a plethora of regional insti-
tutions exist in every sector, what is required are inter-sectoral or coordinated regional
institutions that, at the same time, can be sustainable and are broad-based. These character-
istics highlight the very role that both municipalities and communities are increasingly play-
ing—at a regional and institutional level. The vehicles are regional mumicipal associations
and development institutes, on the one hand, and regionally based community organizations
and NGOs, on the other. The Federacién Municipal del Istmo Centroamericano (FEMICA),
while a young municipal association, can serve in this capacity as can regionally based com-
munity and NGO organizations. While other regional institutions can ard will need to play
arole, the participation of such regionally based municipal and community organizations will
be critical to achieve a sustainable, broad-based and democratic development.

At the same time, AID Missions play a key -ole in this process since agenda building and
the formulation of specialized programs will to a large extent accrue to them. They will
require a well-coordinated regional strategy for the context in which they will design and
implement programs so that AID programs will not only be coherent but cost effective. To
that end, AID missions will require technical assistance in the implications of both the
broader strategy and their specific programs. The Missions will then, in turn, be able to
develop well-coordinated programs within their respective countries.

3. MISSION DECENTRALIZATION AND MUNICIPAL DEVELOPMENT
INITIATIVES

United States Regional Housing and Urban Development Office (RHUDO), the
sponsor of this study, has recently played a strong role in supporting regional municipal
development programs in Honduras, Guatemala, and El Salvador, Nicaragua and Costa
Rica. In addition, United States AID Missions to Honduras, El Salvador, and Nicaragua have
bilateral municipal development programs.

®  In Guatemala, AID has just finalized a brief study on municipal development that will
serve to define future collaboration in the sector. In addition, and with the assistance
of INCAE, AID has conducted a series of seminars with Guatemalan mayors, in which
the various aspects of decentralization have been carefully reviewed. Finally, AID has
initiated a training program in the U.S. for 180 elected and non-elected officials.

®  [In El Salvador, AID has important programs that provide direct capital assistance to
municipalities, institution building assistance to the Salvadorean Institute for Municipal
Development (ISDEM), to city councils throughout the Republic and to the Inter-
Institutionial Coordinating Committiee for Municipal Development (CCDM).

8  In Nicaragua, AID sponsored a study on municipal development to help identify the
areas in which AID could assist Nicaraguan municipalities and is providing support to
the Inter-Institutional Committee for Municipal Development and Decentralization
(CIDMD).

" In Hornduras, AID has been engaged for more than a year with an ambitious technical
assistance program for municipal development, which is also being supported by some
training activities in the country.
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Finally, on the regional level, AID conducted a regional seminar on municipal development
in Jate 1991 in which mayors throughout the region participated. This seminar culminated
in the formulation of principles and action statements for municipalities, known as the
"Declaration of Tegucigalpa" and consolidated support for the regional municipal associ-
ation, "FEMICA" (the Federacién Municipal del Istmo Centroamericana). In addition, AID
makes a significant contribution to the municipal development process through the frame-
work, information base, and strategy plan provided through this document. Moreover, AID
continually cffers the regional municipal system specialized publications to promote the
municipal development and decentralization process.

B. BASIC CHARACTERISTICS OF DECENTRALIZATION AND MUNICIPAL
DEVELOPMENT IN CENTRAL AMERICA

Context

Central American countries are gradually emerging from the problems of the last decade,
as represented by positive growth rates and increases in non-traditional exports, but still
continue to be challenged by unfavorable trade arrangement and difficult economic condi-
tions. In response, Central American Countries have embarked on a series of policy reforms
designed to open up their economies, reassess integration movements to modernize their
productive capacity through private sector development, and to engage in public sector
reforms that will dismantle the old statist and centralized framework. Key among these
reforms are administrative reforms and decentralication efforts that will aid governments
in the region to respond more effectively to the needs of their respective populations. How-
ever, such reforms are linked to and circumscribed by economic and stabilization programs
in each country, which necessarily reduce government expenditures uvn the very programs
that such reforms and decentralization efforts advocate. The ultimate challenge is to balance
the opposing demands of expenditure and deficit reduction, on the nne hand, and meeting
basic human needs on the other. The limitation of national governments in balancing these
opposing demands underscores the need for resource mobilization and service provision at
the local level. However, at the same time, local governments are limited, by both financial
and human resources, in their ability to respond.

Not only are municipalities limited in their ability to respond; they are not all equal in terms
of their ability to respond, either. This is due to different population sizes and hence
resources as well as to where these municipalities are geographically situated in terms of the
larger urban and regional structures. With regard to the former, only 1.5% of the 1,170
municipalities in the region have more than 100,000 inhabitants; the vast majority (or 72%)
have populations of 20,000 or less. With regard to the latter, some capit.l cities possess a
sphere of influence that extends beyond their national borders (such as Panama City and
Guatemala City), while others—such as Tegucigalpa—do not even count their whole country
within their sphere of influence. All capital cities in the region are continuing to expard and
broaden their already dominant spheres of influence. Meanwhile, secondary cities, which are
growing and hold potential for the future, are still largely dependent on their proximity to
capital cities or major roads, such as the Pan-American Highway. They also do not possess
either the financial and technical resources that larger .ities possess, limiting their ability
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to respond to local needs. Finally, many cities—particularly primary and secondary
cities—are increasingly faced with growing informal populations that impose increased
demands of the public service systems but whi.-h do not have the resources to pay for thuse
services or infrastructure investments. All of these factors limit municipalities, to varying
degrees and in varying manners throughout the region, in their ability to respond to local
needs.

The above underscores the increased need for municipalities to play a larger role in devel-
opment yet, at the same time, the resource limitations among municipalities to do so. As a
result, democratization, municipal development and decentralization must be focused not
only on granting and assigning municipalities greater authority, resnonsibility and autonomy,
but—equally important—the resources with which to carry out their new roles and responsi-
bilities. Moveover, these resource needs are not only financial but also technical and institu-
tional as well. Finally, since citizen participation is essential to democratization and
municipal development, support is needed simultaneously for supporting public as well as
private institutions.

Characteristics

Municipal characteristics can be easily understood in the terms laid out by AID’s Strategy
for the 1990s. With respect to supporting the development of stable democratic societies,
the characteristics related to municipal mandates, elections, government structure and parti-
cipation are all critical. With respect to sustainable and broad-based economic growth, finan-
cial and human resource mobilization are key. Finally, with respect to regional cooperation,
a regional municipal and community support organizations are essential.

1. DEMOCRATIC: MANDATES, GOVERNMENT STRUCTURE AND
PARTICIPATION

a. Mandates

The concentration of powers in the central governments of the region is quite
strong despite some recent and promising possibilities for decentralization. Although the
constitution and municipal codes in five of the countries mandate municipal autonomy and
self-government (with Panama being the exception), 2 series of specific laws and decrees
contradict and actually reduce municipal governinent powers. To make matters worse,
national decentralization policies directcd to remedy this situation are generally limited in
scope and couerency. Finally, the heterogeneity among muvicipalities make common
policies, planning and program difficult to formulate and implement. These realities require
national decentralization policies, laws and decrees that together clearly specify the
authority, competencies and resources to be transferred from the national to the local level.

b. Elections and Government Structure

The role of municipalities in Central American democratization and political
representation is key, given that the municipal level is the only level (other than the national
one) where political representatives are elected, with the exception of Panama where the
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President still appoints mayors. As a result, both the municipal election process and
subsequent government structure, including participatory mechanisms (as further described
below) are critical. With regard to elections, some of the most pressing needs are the
universal election of mayors, direct local vote, and reduced influence from national politics
and elections (through, for example, separate local elections). With regard to government
structure, the forms of government are not so critical since all have their advantages and
disadvantages, but rather the technical, financial and administrative capacity of those
governments as well as meaningful and effective methods for community participation in the
public planning, decisionmaking, implementation and evaluation processes. In other words,
local government needs better knowledge and resources as well as to become more aware
of and responsive to local needs.

¢. Participation

True democratization requires that participation and empowerment must be
understood on two levels. First, municipalities must be able to effectively participate in
government at the national level and, as such, have access to the representation, leverage
and resources required to do so. Second, communities (i.e., citizens) must similarly be able
to effectively participate in government at the municipal level, but also at {he national level.
Essentially, both groups require representation, voice and power at the local and national
levels.

Municip.. ™ Participation

Municipal participation, representation and support takes the form of two different types
of institutions: municipal associations and municipal develop..ent institutes. The reality in
Central America is that these institutions provide these needed functions in a very limited
fashion. Municipal associations, where they do exist, are extremely weck or have had
repeated failures throughout the region. This is due to the difficulty they have in sustaining
themselves over the long term due to a lack of resources or limited support from municipai-
ities, national government and external donors. While municipal development institutes pro-
vide relatively good support in technical assistance, training and financing, they often do so
without a clear framework or strategic municipal development plan. In addition, these
institutes are often controlled and financed by central authorities, limiting mnicipal self-
determination and participation in their own development process. Finally, the activities of
these institutes are not well coordinated with the complementary and sometimes duplicated
role of associations. As a result, an education process is required so that municipalities,
national governments and external donors alike become more aware of the support system
that municipalities need. Second, more conerent democratization and de- sntralization strat-
egies are needed. Finally, municipal mobilization and institution building will be required
to assure the long-term viability of these organizations.

—
.
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Community Participation

Community participation can and does occur in two separate arenas. First, communities can
in theory participate in government assessments, planning, decisionmaking, project imple-
mentation and evaluations. Second, communities can participate in their own self-help
activities that are entirely or relatively independent from government-funded or directed
programs. As a result, community participation can and must be supported from two sides.
On the one hand, communities must organize themselves in order to be able to meaningfully
participate. On the other hand, governments must learn how, encourage and/or be required
to engage in community participation.

In reality, traditional forms of community participation in the public sector of Central
America are substantially more limited than participation in self-help community activities.
The traditional forms of participation include the electoral process, open town meetings
(cabildos abiertos), citizen in-kind contributions to (manual labor for) public works projects,
and Ministry-community projects. Alternatively, participation in self-help community activ-
ities is extensive and more "meaningful” since it generally involves community participation
in all the stages of the development process, not just in "information gathering" and project
execution. Particularly important in this process are, not just local community organizations
but also their second and third-tier representatives (i.e., associations, federations and net-
works) as well as representative /supporting domestic NGOs and their respective second and
third-tier representatives. These broader-scale supporting organizations, along with the
myriad of public and private international donors funding them, are an integral component
to the community participation and empowerment process, both for self-help activities as
well as towards ultimately enhancing that participation in the public sector.

The existing situation in the region suggests that community participation and empowerment
must be encouraged in both the public and private sectors. In the public sector, more de-
mocratization, openness, and community involvement are required to better allow snd sup-
pert community empowerment, representation and participation in these decisions and
actions that directly impact the community. The ultimate legitimization of iocal government
will require them to define and utilize participatory systems as well as mobiize their
communities. In the private sector, increased support for and building upon comraunity
organizations as well as NGO and NGC federations is necessary to improve community
leverage, organization access to resources, participation and, ultimately, empowerment. That
support should be accompanied by programs and projects with economic exds given that
leverage appears to be linked with or enhanced by economic gains. However, increased
support for such organization strengthening should be preceded by more research on and
a better understanding of such organizations on a country-by-country basis.

2. ECONOMIC: RESOURCE MOBILIZATION AND UTILIZATION

a. Fiscal Base and Financial Management

In each of the five countries of the region, the national constitution proclaims
the "autonomy" of each municipal government and its right to provide a full range of public
services to its residents. But the realities of constrained local resources and the intervention
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of central government agencies and institutions to provide basic local services too often
make a mockery of high-sounding constitutional provisions.

As a result, extreme scarcity of revenue available to support the recurrent budget is common
throughout the region while capital revenue conditions vary widely. Only a very limited
range of taxes is available to municipalities and, even when a municipality is allowed to levy
a tax, its rate and most other features—such as the tax base—are often subject to delay or
denial by national government. Real estate taxes—the basis for local finance in most
industrialized countries—are weak or non-existent in Central America, with the principal
exception of Costa Rica where the tax is levied on a national basis. Making the situation
worse, most municipalities are unable or unwilling to collect even those limited taxes and
service charges they are allowed to levy. Inter-governmental transfers, while substantial in
Guatemala and Honduras, are extremely limited or non-existent in the other countries.

As a result, municipalities can finance only a restricted range of public services. For the
most part, local governments provide only refuse collection, street repair aud lighting, plus
some revenue-producing functions, such as markets, slaughter-houses, and bus terminals.
The major exception is in Guatemala, where water supply and sewerage are municipal
functions. Also, there are specific exceptions in other countries, particularly in the capital
cities.

The resulting needs are three-fold. First, local resource mobilization must be improved
through, for example, upgrading of the tax collection and cost recovery systems, expanding
local tax authority and credit availability, and fostering information exchanges among
municipalities and countries on different financing mechanisms. Second, the fiscal base for
decentralization must be improved by, for example, making revenue-raising authority
permanent, altering and/or limiting the role of national fiscal "monitors," and upgrading
municipal financial management capabilities. Finally, intergovernmental transfers need to
be expanded and improved. This can be achieved by introducing national revenue-sharing
where it does not now exist or improving it where it does exist (through revised distribution
formulas and levels), conforming revenue-sharing to strategic economic objectives that are
proportional to municipal size and growth potential, and removing unnecessary and ineffic-
ient rules for revenue-sharing.

b. Human Resource Development

The lack of municipal staff capacity throughout Central America is one of the
major constraints to the efficiency and effectiveness of local development activities. The
scale of technical assistance and training required is enormous, yet most of the countries do
not have the institutional capacity in place to provide systematic, timely and relevant
technical assistance and training to municipalities.

Central government ministries and autonomous institutions provide some informal, non-
planned, direct technical assistance to municipal governments. Formal technical assistance
is provided by the technical staff of national municipal institutes. However, for the most
part, this assistance is paid for indirectly by the municipalities through comunissions for
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credit lines or loans. Municipal institutes sometimes contract for technical assistance with
national consulting firms—mostly for feasibility studies. Larger municipalities have the tech-
nical and financial capacity to contract their own technical assistance and do so, sometimes,
with international financing.

There are reasonable levels of municipal training in Guatemala, Honduras, Costa Rica and
El Salvador; lower levels in Nicaragua; and very low levels in Panama. Most municipal
development training is supported by international donor agencies. Some of this training
focuses on local development policies and planning, but most is targeted to improve internal
efficiency (i.e., public administration, accounting and budgeting, etc.) with less emphasis on
external efficiency. Two regional institutions, ICAP and INCAE, have been providing train-
ing to municipalities in recent years.

In summary, the absence of national institutional technical assistance and training capacity
as well as the lack of systematic policies and strategies to guide the effective and systematic
utilization of limited resources are major constraints to the decentralization and municipal
development process.

3. REGIONAL CCOPERATION FCR DECENTRALIZATION AND MUNICIPAL
DEVELOPMENT
With the possible exception of the recent {but limited) 2fferts of USAID/RHUDO
and AECI and FEMICA, regional cooperation in support of the democratization, decentral-
ization and municipal development is almost non-existent. Information sharing, the coordina-
tion of policies and activities and the implementation of a regional learning process coordi-
nated in the form of programs and projects is thus far woefully ineffective.

- (\(,
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Il. PROPOSED REGIONAL STRATEGY FOR SUPPORTING
DECENTRALIZATION AND MUNICIPAL DEVELOPMENT

The proposed regional strategy takes into account inputs from field research, prelimin-
ary ROCAP/RHUDO project design documents, inputs from USAID Missions in Central
America and the consultants’ assessment of these issues. These are put into a coherent
strategy and indicative projeci implementation/organization strategy. The proposed regional
strategy ~nd project does not substitute nor compete with bilateral mission programs but
rather complements and reinforces these or sets the basis for supporting democratization,
decentralization and municipal development processes in those countries without programs.

A. BASIC FRAMEWORK

This section describes the Basic Framework proposed to guide the design and imple-
mentation of regional/strategies and program/project activities.

1. MAJOR GOAL AND STRATEGIC OBJECT!VES

The goal is to develop stable democratic societies in Central America through
decentralization and the creation of local capability and commitment to respond democrati-
cally and effectively to development needs. The proposed strategic objectives are:

®  To transfer authority, responsibilities and resources from central to local governments
and to consolidate the political, administrative and financial autonomy of municipal
governments.

®  To strengthen citizen participation and representation in the municipal government
and in local development activities.

®  To strengthen municipal administrative, financial and technical capacity in support of
decentralization and municipal development.

®  To strengthex the capacity and effective participation of existing intermediary support
institutions in the public and private sectors (i.e., municipal associations, municipal
institutions, national inter-institutional committees and NGOs) ir: the decentralization
and local development process.

2. PROPOSED STRATEGIES AND APPROACHES

The achievement of the above strategic objectives will be a difficult and complex
undertaking and must be understood as a long-term process. While many commonalities
characterize the situation of municipalists in Central America, each country faces particular
policy and institution constraints which must be considered. This is equally true for the AID
Missions in each country. In order to be effective, a regional program and strategy must
address not only the substantive issues but also the "process" and "structures” through which
democratization, decentralization and municipal development can ard need take place. The
latter is, quite simply, the institutional structures required to support the process in a
coherent fashion at the regional level and to implement it at the national and local levels.
Project support must be provided not only for regional/national consensus building and
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agenda development but also for the design, organization and implementation of those
priority actions which can provide tangible results and benefits.

The following strategies and approaches to implementation are proposed:

a. The Design and Utilization of a Conceptual Framework as a Planning and
Managing Tool

At the regional level in Central America, a coherent framework and develop-
ment strategy is required for well-coordinated and effective democratization, decentraliza-
tion and municipal development programs. Volume I offers such a framework, the basic
premise of which is that municipal governments, as permanent institutions with elected
representatives, are closest to the people and can (ultimately) be more responsive to local
needs while increasing citizen participation in development decision-making and providing
better access for the redress of grievances. The foundation for this framework is 1)
decentralization and municipal zutonomy; 2) local participation and representation; 3)
municipal capacity and fiscal base; and, 4) municipal and community empowerment. This
preliminary framework provides the preliminary basis to ensure the coherence and clarity
of both regional and country strategies.

This framework should be reviewed, further developed and utilized to assess existing condi-
tions, to formulate and select action strategies and programs, and to monitor and evaluate
implementation.

b. The Establishment of Functional Linkages and Networks Among
Municipalities at the National, Regional and International Levels

The effective representation of municipal interests and perspectives in regional
policy formulation and technical management and coordination is considered essential to
the success of the project. For that reason, the Federacién Municipal del Istmo Centro-
americano (FEMICA) should be considered as a primary regional counierpart. Its objectives
and activities reflect the clear intention to represent and siiengthen national municipal
associations and to lobby for an promote common municipal issues, channeling information
and conducting research and studies that insert the municipal sector into the national
policies, strategies and activities. FEMICA has the full support of national municipal
associations and offers strong potential to support the establishment of functional linkages
and networks at the national, regional and international levels in support of regional strategy
and project implementation.

FEMICA, together with the national municipal associations, should participate actively in
policy formulation and technical management and coordination of policy and institutional
development dialogue and agenda development. The purpose is to progressively place these
associations at the forefront of the decentralization and municipal development movement
at the national and regional levels, while simultaneously strengthening their capacity to
provide effective leadership and direction.
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c. The Systematic Promotion of Decentralization Policy Dialogue and
' Agenda Development and Implementation at the Regional and National
Levels

The systematic and integral use of research, publications, training and techni-
cal assistance wiil be required to promote and support decentralization and municipal devel-
opment dialogue, agenda development and implementation.

An initial series of regional and national policy dialogue seminars and workshops should be
used to network with and to build broad awareness, understanding and consensvs among the
principal municipal development actors (including the municipalities and their associations,
national inter-institutional committees, NGOs and community organizations), related to the
key elements and requirements of the democratization, decentralization and municipal
development process. The conceptual framework can initially be used to foster such discus-
sions.

Technical papers should be prepared that spell out the issues related to the key elements
of the framework. This documentation and the findings of participants should be published
and disseminated widsly at the regional and national levels. Subsequent seminars and work-
shops would be used to coordinate policy development, to generate strategies and action
plans to mobilize opinion and support. Both training and technical assistance should be
utilized to support the implementation of the priority policy, strategy and institutional devel-
opment agendas at both the regional and national levels. Mission policymakers and manage-
ment should also be key participants in these efforts.

Research and publication is required to reiterate the same basic themes in their various
aspects. Diffusion of technical papers is considered critical to an estimated 10,000 principal
actors in the region. Their purpose is to expand coverage in order to change perceptions,
values and to mobilize opinion and support. For this reason, the research-publication cycle
must be continuous. (The continued effort needed to "move" national and regional leaders
to adjust information, attitudes and finally practice on such concepts as structural adjust-
ment, non-traditional export promotion and open economies is an important example.)

d. Promote and Provide Systematic Support for Community and NGO

Participation

An effective regional and/or national strategy for supporting more meaningful
community and NGO participation in development should target three key objectives: 1) to
educatc municipalities and hold them accountable for their actions insofar as community
participation is concerned; 2) encourage and demonstrate productive public-private inter-
face; and 3) strengthen the role of community organizations and NGOs in the participatory
process through education, empowerment and assuming greater responsibility in develop-
ment. As previously mentioned, typical community organizations include voluntary and
primary groups (that usually are not legally recognized), development organizations, think
tanks (research organizations), associations, cooperatives, unions (sindicatos), profession-
al/trade associations (gremios) and businesses, societies, federations, and foundations. Also
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common but more within the quasi-governmental spectrum are local and community boards
(juntas locales or juntas comunales), development associations, patronatos and committees.

Municipal education should be commenced and municipal accountability should be instituted
insofar as the importance, appropriate context (i.e., framework), timing (i.e., at all stages of
the development process), and mechanisms for encouraging and engaging in meaningful
community participation are concerned. The role of this two-part ohjective and related
activities should always be directly tied to both democratic development ¢nd overall resource
mobilization in order to assist municipalities in understanding the ben=fits of supporting
such participation. This education should also assist municipalities in understanding the roles
of community groups vs. NGOs as well as the significance of their respective second- and
third-tier organizations. Such organizations include national "member" and “"advocate”
community organizations (e.g., ASINDES in Guatemala and regionally-based ones such as
the "concertacién Centroamericano de Organismos de Desarrollo” and its associated
"nefworks." These organizations correspond to (and should also collaborate with) highci
level municipal associations and development institutes. In terms of accountability, legisla-
tive/ regulatory changes as well as an independent monitoring system should be instituted
in order to assure that this education is effective (i.e., actually implemented). A public-
private board composed of higher level community, NGO and municipal organizations
should also be considered to assist in this effort.

Meaningful public-private (municipality-community) interface should be immediately and con-
tinuously supported, beginning with improved dialogue at the national and local levels that
is educational and product-oriented (i.e., resulting in specific development legislation,
objectives and/or projects to address real and pressing problems that transcend political
differences). This is particularly critical in countries where certain groups are not fully
participating or feel alienated from the political and/or economic system. Again, at the
national levels, this dialogue could and should occur among higher-level community, NGO
and municipal organizations. Where the interface is between central government and the
conumunity such that it sometimes excludes the municipality (as in the case of Costa Rica),
tri-partite discussicns (among central government, the municipality and the community) are
necessary. At the local level, such dialogue implies improved and more meaningful open
town meetings (cabildos abiertos). Hence, steps should be taken to improve such town
meetings. Since the frequency and meaningfulness of such town meetings may depend on
local requirements for such meetings, these should be connected to the accountability system
that is also needed for effective municipal education.

Finally, community groups and NGOs should be supported and strengthened through
education, empowerment and increased responsibility in the development process. Just as for
municipalities, community and NGO education is critical insofar as the importance, contex,
timing and mechanisms for their participation in public sector activities. Community groups
and NGOs should be educated on not only on how this participation will improve their
conditions and address their concerns but also on how it will improve the municipality as
a whole. Since empowerment implies greater responsibility, these private groups will need
to become more aware of municipal realities and obstacles as well as assume greater
responsibility for overall municipal development (including those related to municipal
accountability). In other words, community groups and NGOs must engage in a process of
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not only education and empowerment but also in "co-gestién" {co-development) and "co-
responsibilidad” (co-responsibility).

To these ends, the regional project should support the efforts of AID Missions to provide
sapport to communities and NGOs in order to help them build and strengthen their respec-
tive support organizations (first-, second- and third-tier) as well as to engage in their own
development activities, whether these are service, infrastructure, housing, environmental or
productive (i.e., income-generating) projects. Since communities and NGOs not only possess
their own resources and ability to self-finance activities but also often have access to
substantial resources from external donors, they should be supported in order to assist them
in better utilizing those resources, both independently and in coordination with local
government. The focus in supporting such community groups and NGOs should be on
increasing and improving citizen participation in those groups as well as organizational
representation (including legal status), political and economic leverage (including economies
of scale), and access to resources (encompassiny financing, TA and training), and public-
private linkages or interface. Since the key to the long-term sustainment of such organiza-
tions is a sustainable economic base, support for such organizations should be connected,
as much as possible, to productive activities.

e. Thz Formulation and Implementation of Technical Assistance and
Training Strategies

Substantial improvements will be required in the formulation and implementa-
tion of technical assistance and training strategies ir support of democratization, decentrali-
zation and municipal development. The Regional Municipal Development Project should
seek to remedy this constraint by involving the national municipal development institutes
and other relevant national and regional training institutions fully in the ongoing regional
decentralization policy dialogue. The purpose is to promote the integral formulation of
supportive policies and strategies and the financial and human technical resourceas required
to meet needs.

A related effort should be targeted to the development of priority training programs and
materials to meet some of the common generic training requirements in areas such as
community participation, municipal financial management and annual planning and
budgeting, etc. This effort should be carried out in conjunction with those national and
regional institutions that are responsible for training in order to build upon and strengthen
existing programs and materials. Trainers from these institutions would be trained in the use
and adaptation of such generic training programs and materials.

f. Regional and International Networking and Resource Wiobilization

The research, training and technical assistance capacity of regional institutions
(i.e. INCAE, ICAP, NGOs, etc.) should be mobilized and utilized to support strategy and
program development and implementation activities. The effective ritegration of such insti-
tutions will not only be cost effective but will set the firm basis for the provision of sustained
support by such institutions over the longer term. Networks should be established with
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individuals and institutions at the regional and international levels that can contribute exper-
ience and resources, These might include municipal associations, such as ICMA and IULA,
and representatives of international donor agencies. The purpose is to build the consensus,
commitment and support v/hich will be required to support the process over the short-, medium-

and longer-term. The identification of those permanent insti-utional mechanisms which will
be required to support municipal development on a sustainable basis should be an integral
part of these efforts.

g. The Active Participation of AID Missions in Policy Formulation and
Technical Management and Coordination

AID Missions should play a key role in regional/national agenda formulation
and in coordinaticn of technical activities in their countries. This will ensure that regional
strategies and activities reinforce and strengthen their bilateral activities. It will also provide
the firm basis for the provision of research, technical assistance and training to the Missions
to complement and support their specific policies and program agendas.

B. STRATEGIC TARGETS FOR PROJECT ASSISTANCE

The Regional Municipal Development Project will fund six discrete activities to
achieve its objectives: 1) Analysis, research and design; 2) Seminars and workshops; 3)
Training and publications; 4) Networking; 5) A communications program; and, 6) Work with
regional institutions. The previous section proposed key strategies and approaches for
integrating and systematically utilizing these inputs. This section concisely summarizes the
findings from Volume One and simultaneously identifies the strategic substantive issues that
should be targeted by project assistance.

1. DECENTRALIZATION AND MUNICIPAL AUTONOMY

The term "decentralization" can include a number of distinct and conflicting con-
cepts since one can move away from "centralization" in a variety of difierent ways. In order
to remedy the current limitations and lack of coherency of decentralization policies and pro-
grams, the project should promote the formulation and implementation of:

B The identification and revision of central government laws, policies and regulations
that conflict with municipal mandates or impede decentralization efforts.

B Decentralization policies that explicitly specify the areas of authority, responsibilities
and resources to be transferred from the national to local level. These must clarify the
responsibilities that are strictly municipal, strictly national and shared, taking into
account municipal size and czpacity.

B Decentralization strategies that target scarce financial, technical and human resoui ces
on cities and regions of strategic importance to economic growth, and that are appro-
priate to the size and growth potential of the municipalities in which they are imple-
mented. Supportive technical assistance and training strategies must be formulated and
similarly targeted.
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2. LOCAL PARTICIPATION AND REPRESENTATION

The quality of citizen representation in the municipal government and its
participation in the development of the municipality is of paramount concern. The project
should therefore promote and support:

®  Electoral reforms which make municipal elections direct and universal, separate from
national elections. These should: provide for proportional representation and permit
the participation of groups not affiliated with political parties.

®  Systems and processes of local governarce that are transparent, ensure accountability
and promote and incorporate community participation at all stages of local develop-
ment planning and implementation.

®  Increased support for and building upon community organizations as well as NGOs
and their federations in order to leverage community organization and access to
resources and participation.

™ Support for civic and voter education programs and organizations actively promoting
the same.

3. MUNICIPAL AND COMMUNITY EMPOWERMENT

It is important to support a larger institutional and policy framework that can
sustain the decentralization and municipal development process over the long term. On the
one hand, the framework and strategy must focus on the goals of "congestién" and "co-res-
ponsabilidad.” On the other, the project implementation process will need to promote and
support the integral participation and strengthening of iniermediary support institutions in
the public and private sectors, including:

B Municipal associations at the regionai and national levels;
B National municipal development institutes;
B Community organizations, federations and NGOs at the national and regional levels.

These intermediary institutions provide a means for municipalities and communities to
effectively participate in their own development through: increased and improved leverage,
representation, resource mobilization, economies of szle, and access to technical assistance
and training. To effectively support these institutions and their members’ participation and
empowerment, reforms are needed to:

a. Define and coordinate the roles of associations and institutes.

b.  Assist municipalities in thzii efforts to organize and 1aobilize themselves through
associations and institutes.

¢.  Provide TA and training to municipalities and their respective support organizations
(associations and instituics) so that coherent decentralization and democratization pro-
grams can be effected. This TA and training should focus on both how municipalities
and communities can effectively participate in their own development. The former
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includes municipal leverage and representation while the later includes improvements
in the municipal electoral, planning, decisionmaking, implementation and evaluation
process.

Improve the capacity of municipalities to not only assume and more effectively execute
responsibilities and to effectively involve and share those responsibilities with
communities.

Assist and train municipalities through their support organizations to effectively and
efficiently mobilize technical and financial resources.

Establish the means for on-going research and evaluation for communities:

1) Provide TA and training to community organizations on how they can share
responsibility for development, more effectively participate, be represented and
hold government accounw.ble for its actions.

2) Support the "institution building" process of community organizations so that they
can more effectively participate.

3) Support and improve public-private collaboration and participation through prod-
uct-oriented "encuentros” (that transcend political differences) and pilot or demon-
stratici projects.

4. RESOURCE MOBILIZATION AND UTILIZATION
Existing limited municipal administrative, financial and technical capacity is, per-

haps, the major constraint to effective decentralization and municipal development. Suffic-
ient financial resources must be available to support municipal autonomy and the transfer
of service responsibilities. Municipal administrative and technical capacity must be streng-
thened in order to effectively and efficiently carry out new responsibilities. The project must,
therefore, promote and support the formulation and implem=ntation of policies, strategies
and programs that:

Strengthen the fiscal basis for decentralization by making revenue authority permanent
and altering the role of national monitors.

Strengthen municipal financial capacity through: 1) improvements in local resource
mobilization (tax collection and cost recovery); 2) expansion of local tax authority and
credit availability; 3) municipal financial autonomy over income and expenditures; 4)
improvements in municipal financial management capacity; and, 5) expansion and
improvement of national revenue sharing systems, objectives and distribution formulas.
Strengthen the institutional capacity for the provision of technical assistance and

training as well as information exchange as an integral part of decentralization and
municipal development implementation strategies.



21

C. PROJECT IMPLEMENTATION STRATEGY/ORGANIZATION

The proposed project implementation strategy emphasizes planning and implementing
project activities in a manner which supports and strengthens the capacity of regional and
national municipal associations to organize and manage the promotion of democratization,
decentralization and municipal development in the region long-term. It is anticipated that
the project will engage personnel and institutional contractors who will provide all or most
of the long-term and short-term technical assistance and training services required to
implement the project. Whatever contracting mechanisms are selected, it is recommended
that such services be provided, primarily, through and for FEMICA and the national
municipal associations. The exception to this implementation strategy would be specialized
analysis, research and design activities carried out in direct support of the bilateral missions.

The project implementation/organization strategy operates at three levels: 1) Regional
activities and support through and for FEMICA; 2) Regional/country activities and support
through and for national municipal associations; and, 3) Specialized national level activities
in support of bilateral mission programs.

1. REGIONAL ACTIVITIES AND SUPPORT THROUGH AND FOR FEMICA

The majority of project activities will be implemented through this component. The
purpose is to have FEMICA sponsor and/or implement various project activities. This will
allow this new institution to gain experience, prestige, and support project activities needed
in the region. This is not an “institution building" per se but it will have this residual effect.

There is a need to establish FEMICA as a viable organization. This requires a permanent
locatiou and permanent regional staff, perhaps through staff seconded from national munici-
pal associations or institutes in Central America. FEMICA could then begin to develop a
series of activities as part of a regional strategy. FEMICA is used partially to strengthen it
as an institution but, at the same time, to facilitate and promote regional! level actions.
Activities will have to be planned sequentially and within the scope of FEMICA’s capability.

a. Research Studies at Regional Level

Regional studies are required in areas where they now do not exist and in
areas of constraints identified in the assessment. These studies will be used for networking
and seminars. Preliminary studies might include:

% Patterns and Contradictions in Decentralization Policies and Municipal Mandates in

Central America;

Participatory Systems of Local Governance and Representation;

Fiscal and Resource Mobilization Approaches;

In-depth Assessment of Community Participation Programs and Mechanisms;
Support Potential of Community Organizations and NGOS; and,

Public Choice, Decentralization, Contracting Out as Means for Municipal Develop-
ment.
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b. Publications at Regional Level

The research studies, technical papers, and other materials would be
published. There are an estimated 10,000 p-incipal actors in Central America involved with
municipal development. It would be important to get the publications to these people.

c. Training

B Development of Generic Training Programs and Materials

There are some common generic training recuirements in each of the Central Amer-
ican countries. These might include: 1) Community Participation; 2) Municipal Devel-
opment Planning; 3) Municipal Financial Management; and 4) Project Preparation
and Management. FEMICA would sponsor the 'evelopment of region-wide training
programs and training rmanuals for Central American municipal leaders in these and
other areas, in conjunction with regional institutions, such as INCAE and ICAP, and
the national municipal development institutes. Training of Trainers courses would be
planned and implemented for professional training personnel from national institu-
tions in the use and adaptation of such training programs and materials.

®  Policy Dialogue and Training Seminars at Regional Level
FEMICA would develop an in-house capability for sponsoring or providing regional
municipal training. They may be able to utilize the experiences and capacity of ICAP,
IULA, INCAE and other training institutions for this purpose.

d. Communication Program

FEMICA would develop methodolegies and programs to promote new
political and cultural attitudes and roles necessary for a successful, democratic interaction
among communities, citizens, locally elected and appointed officials, and central govern-
ment/autonomous agencies. This is policy dialogue.

e. Networking with National Municipal Associations/Institutes

FEMICA would establish collegial relationships with the six national munici-
pal associations and municipal development institutes. They will find mutually advantageous
coordination for the project activities described herein. Indeed, it is expected that FEMICA
would coordinate, contract out, and otherwise utilize the professional services of the national
municipal associations/institutes.

f. Networking with Regional and International Institutions

FEMICA would have the responsibility to encourage and coordinate the activ-
ities of other regional and international organizations working in Central America in their
support for municipal development in Central America.

s
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2. REGIONAL/COUNTRY ACTIVITIES AND SUPPORT THROUGH AND FOR
NATIONAL MUNICIPAL ASSOCIATIONS

The support of national municipal associations follows the same strategy as that
for FEMICA2. at a lesser scale, namely to carry out project activities that will have the
residual etfect of institvtion building. It would be expected that FEMICA would coordinate
with the national associations for studies and wou!d coordinate training programs and other
activities.

The national municipal associations, as pointed out in the sector assessment, are at different
stages of development. At this point, it is expected the project would work with ANAM
(Guatemala), UNGL (Costa Rica), COMURES (E! Satvador), AMHON (Honduras), and
APCI (Panama). It should be noted that Nicaragua does not have a municipal association
as yet. These associations would in turn establish functional working relationships with their
respective municipal development institutes and naticnal inter-institutional municipal
development committees “or the purpose of carryin,; out project activities.

a. Applied Research at National Level

Associations would sponsor or conduct selective research using common
themes and methodologies based on regional common criteria. This would most likely be
coordinated through FEMICA. The idea is for national associations and institutes to start
doing common research using common methodologies. Studies would be focussed on poiicy
concerns, legislative constraints a-1d, in general, on national action strategies and programs
which flow from policy dialcgue at the regional level. Follow-on technical assistance would
be provided to support the implementation of those priority actions and activities required
to produce tangible benefits.

b. Publications

The research studies, technical papers, and otiier materials would be pub-
lished. There are principal actors in each country involved witk municipal development. It
would be important to get the publications to these people.

c. Municipal Training Programs

National associations would sponsor municipal trainir 7 programs aleng the
same lines as stated above. Many training seminars would be coordinated with FERICA and
directed to develop leadership, strengthen the role of local goveinments, and provide
training for mayors and representatives.

d. National Dialogue/Communication Program

Each association would develop methodologies and programs to promote new
political and cultural attitudes « nd roles necessary for a successful, democratic intcraction
among communities, citizens, locally elected and appointed officials, and central govern-
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ment,/ autonomous agencies. This is policy dialogue. The purpose is to strengthen municipal
leadership and intermunicipal cooperation to improve officials understanding of the
potential role of municipal institutions in political, social and economic developmeni and
to increase the transfer of knowledge between institutions and among municipalities within
the country.

e. Information Systems

The associations might also wish to improve information systems to raise the
quality of information availa’sie to municipal officials and the public on such things as the
costs, quantity and quality of public services; the use of municipal assets, such as lands; anc
the tax and user charge obligations of citizens and service recipients.

3. SPECIALIZED NATIONAL LEVEL ACTIVITIES IN SUPPORT OF BILATERAL
MISSION PROGRAMS

There are certain specialized policy formulation and technical design assistance
that will be required on a country-by-country basis. In most cases, the assistance required
will be direct technical assistance to support the bilateral USAID Missions. Potential targets
might include:

Strengthening the Municipal Fiscal Base Program;

Municipal Mandate Reform Program;

Municipal Policies and Programs for Enterprise Development;

Municinal Investment Programs;

Municipal Personnel Systems;

Democratic and Participatory Systems and Processes of L.ocal Governance; and,
Service Administration and Delivery.



