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Panama has a system of local government which was designed for 
grassroots participation: Elected locdL ~ c i l s  (juntas locales) 
represent +& interests of mighborbcds; eaCh of +Cl.ke 505 g v l i t i c a l  
districts or corregimimtos in the counCq have several of +&ese 
neigldmrbcd muncils; a representative is elected from each 
corr-&miento who chairs the c o m i t y  m c i l  (junta cammil) and who is 
also a meni$er of the d c i p a l  council, chaired by the mapr, and the 
provincial council which is chaired by the governor. (See discussichl of 
Structure and Fbctims of local gavernment in Annex E, gages 4 &-ugh 
7.) 

%is layered structure of local governwent &es mt 
necessarily result in respnsive government since sane camcils and 
neighborhoor9 amnittees are inactive. XSO, locde atIthorities do not 
always have the means to determine local priorities and bave even less 
capacity +a finance projects respmd to the meds of their 
constituents. The various layers of local government also d i h e  
decision nmking and W e n  the au*momy of d c i p d l i t i e s .  Br example, 
the provincial cauncils establish the priorities for hcw central 
government funds w i l l  te spent in the provinces. In +he o s e  of local 
revenues, the various representatives of correqimientos bid for resources 
which leads *a a fragmented view of what a nunicipal government can and 
should do for the commnity as a whole. 

B. Relaticxlship to P a n a m ' s  Priorities 

Over the years, the GOP has tried to  ensure that a l l  
gecgramic areas and all socio-economic groups would benefit £ran  
developnent efforts. Ihe existing structure of local government with its 
variaus councils stem from equity concerns. ?he GOP has taken some 
steps to strengthen the role of local government. It participted in 
several projects underCAen with bilateral s p r t  in the 1970s and with 
internationdl agencies as recently as 1982 to strengthen local service 
delivery. (See Secticn 11I.C. Relevant Experience w i t h  Similar 
Pro jects/Lessons ];earned, and ANNEX C,A. Lessons Learned: Local 
Cbvernment Pro j e t s  . ) 

The electicn of m p r s  in 1984 for the f i r s t  time in forty 
years, and after sixteen years of military rule in Panam, offers a 
unique op~ortunity far elected local officials to play a mre hprtmt 
role in govenrment. Elected mayors arid representatives fonn a group of 
demxratically &asen leaders a t  the local level who can give r e w  



?he Strenghening -1 Government., Profecc, mtriixltes -a 
A. I.D. ' s Qb jecr,ives in i n s c i a d m  building, techmlogqr transfer, and 
demxratizaticn in develcping axntries by s=exqthening 1- leadership 
and i'-s respc,nsiveness t~ local needs, and by creating incentives for 
greater citizen p r t i c imt icn  in local decisim-nraking. Training and 
technical assistarxe  fa^ munfciplities will resuLt in k e t t e r  planning 
and definiticn of priarities, and exprnded local revenues am3 local 
capacity provide services. Ehpbsis w i l l  be given in =raining and 
technical assisCcance *a raising 1- eleczzd officials'  sensitivi=y ard 
abiliry *a res- to citizens' needs. The Project w i l l  help _orQac=e 
lccal pxcticipaticn in planning a d  d~cisim-making in municipl 
developnent by working wi* the m i c i p l  c~uncih ccmpsed cf 
representatives of axregimien-a, anci reighkarhscd mmcils an3 
c c d t t e e s .  The Projea w i l l  praarote aueoncmy a= -fie lad= level and 
decrease *e reliance of wunici@i=ies cn central q~errmsrit spending by 
generating local resources far local developrent ef forzs . 



The Missicn's Ilctim Plan for FY 1987-19t38 pints out ?&at 
effective participation in decisionlaaking is crucial to pramoting 
equitable d w e l w t :  "Cur strategy is aimed at strengthening the 
capcity of dexmcra2ically elected local gov-s to prepare +&an to 
participate to a greater extent in resolving local problems." 

A. ?he Problem 

In order to strengthen Panma's grassroots dermcratic 
institutions, i.e,, neigNx,rhood councils, comity councils, and 
d c i p l  03uncils, they will need ta became involved in activities which 
address locdL priorities and which have a tangible impact cm 1-1 
cronditims. Mayors and representatives of aorregimientos will med *a 
develop *heir capacity to participtte m e  effectively in decisicns 
affecting the quality of life within their cities, improve +their ability 
to determine the level and capxitian of denad far local services and 
*e pricxities amng ol3mpeting denands, improve +Lhe W i t y  of the 
services being provided, and increase their ability to obtain the 
necessary resources to m y  fbr needed services. 

Ebur major problems must be addressed before these objectives 
can ke accomplished. 'Ihese are the weak leadership at +;he rmnicipl 
level, the limited existing niunicigaL resource base, the lcm level of 
administrative and financial wnagement ~ p c i t y  in municipalities, and 
the inefficient and ineffective delivery of sewices by municipalities. 

1. Weak Leadership at +&e Micipl Level 

The 1384 elections sf mayors and representatives of 
mrregimientos were, for the most gart, held to Ix fair and 
representative. Expectations were raised within comnunities &that elected 
officials muld find soluticns to locdL problems, such as hilding access 
roads frm rural areas and constructing piblic markets, m t  the national 
g c w e m t  has not been able to address and in which it probably wuld 
not became heavily involved in the future, 

The ability of mprs and representatives to fulfill 
these expectations, hawever, is severely limited. ?he lack of admin- 
istrative experience of newly elected officials, the restricted role of 
municiplities in service provisicn, the lack of a long tradition of 
local government in Panam, and +the lack of apportunities for mprs and 
representatives to exercise independent leadership in the past have all 
undermined *eir ability to +ake cn a role as vigorous plitical and 
administrative leaders. 

mile d c i p l  officials are willing to work to find 
solutions to local problems, they do not*mve access to the technical 
assistance, training, and hfomticn whit& muld help them to do so, 



?he pwential of locdf guvernme~~t res- to 1ocaZ. 
needs is not rxw being realized muse  of p r  mganizatiat and 
unprepared staff. 'Ihe informaticn base far decisioninaking is lacking, 
and a recent study b 4 1 1 B P E  indicates *at nrsst m i c i p l i t i e s ,  and 
esmially +Lt.le smaller ones, have insufficient: staff. Ekistirng s=ff 
have mt Seen -,rained -a wry cut *eir respmsibilities effecrivellr.  
Generally, p ~ x l n n e l  system are inadequate; &ere are ms for;adl jcb 
descriyxicns, skill requirements, ar performance critsria. 

In &tioar, xllcwt municiplities have inczqlete rosters 
of **yes and cutdated and incomplete ktsiness mdastres, &st 
miciml i t ies  lack effective means of exercising e.xperdi-,ure mntrol. and 
acmuntability. L- d c i m l i t i e s  back appropriate prmdures for 
recmiting staff, handling col.le-ions, maintain* equipnent and. 
vehicles, and &K carrying cut other wratisns, such as land invexaries 
and titling. 

3. Inefficient and Ineffective Wciwl  Service k 1 i v e . q  

The central ~ovemmenf", provides almsst aibl basis 
municipl sesvices in E%mma, althouqh L a w  52 crxlfers m xmiciprl 
councils a wide array of legal authorities: d c i @  councils on czeate 
mixed of plblic mlrqanies and ,=wide directly OK in m c s s i c n  =he 



piblic services currently provided by *the central government. W s e  
services, haever, have traditicnally beein provided fhrough mtional 
ministries, and la& governments do nat have *& capcity nor the 
inclinatim to take cn respnsibility hr large infrastructure at &is 
tine. -ever, locdl govermnents cb have an important function in 
prwiding supplementary serviaes . 

The officials elected in 1984 inherited cpratians that 
were run poarly ar indifferently by appointed officials wtao preceded 
them. A revamping of thcrse operaticns is needed. Ebr instance, 
municipalities often operate pibfic facilities such as markets and 
slaughterkrouses, and al'chcxlcjh some of these enterprises hreak even cx 
operate at a small profit, are a drain car micipiL revenues. The 
Project &s tr, help mmicipilities to deliver services that they 
currently provide more efficiently and to expnd in soant areas such as 
road mintenance and the atensim of water systm e e  these are 
appropriate arad feasible. 

In order to provide better services to their conwunities, 
municiplities need to expd their revenues (e.g. by improving -fee 
collecticns). Also, both services and revenues will have to be eqmded 
over the next few years to meet the needs of rapidly growing ppdations 
in internrediate cities like mvid and Claorrera. 

Few local governments are tapping their full revenhe 
mtential, misting laws aonfer c n  nrclnicipalities the authority to raise 
local revenues frcm indirect taxes on 1XIsiness establishments, the sale 
of lad, and -Lhrouqh licenses and fees, Bmever, indirect taxes and uses 
charges fall far short of the potential revenues that inunicipllities 
could collect. (See Annex E. ) Also, municiplities have the authority 
to apply valorization or betterment levies to recuperate investments in 
new services from hid? .  private landowners benefit through increased 
property values. In general, hwever, they are unaware of this authority. 

B. Pro jet &a l  and Purpose 

The q a l  of this Project is to strengthen the dermcratic 
institutions within municiplities. It supprts the objectives of the 
Jacksan Plan to build up the ca~acity or' dermcratic institutims +;hrough 
the decentralization of decisionmaking. The Project's purpose is to 
improve the ~lptcity of dermcratically elected lcczl governments rn 
respond to the needs of constituents by improving leadership skills, 
providing dcipll services mre effectively and by expnding the lccal 
resource base, 



fcr ascsr=iniig cmmmity needs, technicpes fcr plmLnq developing 
pr iar i t ies  , am3 in micigal ah.iministratim & wnagemsnt W e  *.em 
technically as w e l l  as polieically respmsive -h neec?s of -heir 
cmsti tuants  . Such training will kvclve smdy v i s i t s  -he U.S .  aml 
ather b t i n  American c l a ~ n ~ i c t s  and short i ~ 1 - - ~ 0 u ~ - s y  courses. Am'=udl 
seminars wifl ke held cn prcbIm identificatian, issues related to 
intsr-mnicipd, m p e r a t i m ,  mrd ina t i an  between Iced wd national 
~ ~ E ? R U I Y ? S P ~ ,  and d i s m s i m s  of the Changing role of local qwxmnmt in 
Faxua; ~ 9 e s  aczivi t ia  are Lz~er,dEd. ro prca;~tc c o ~ i c a ~ i o n  azd 
csacgesaticm in d c i p l  ar district level @.arming and inves-me, an3 
to ~pswick a forcer% far new ideas and in i t ia t ives  far local d e v e l o m t .  
Training and intensive assistance will indude metk%cds by which 
elected of f i c i a l s  can determine loc2iL priorities for serricos, e.9. needs 
surveys, an3 m%*ods to enoaurage citizcm p r t i c i p t i c x l  in nnznisipal 
devehpzne Pparmkq and decisicn-making. 

Finally, Project w i l l  finance studies cn h p r - a c  
@icy concerns, e.g. legislazive constrain= for lo& resource 
genwaticn, -& feasibi l i ty of a d c i p a l  'ccnd ;rarkec for Ebram, 
incentives or impedbmxs to involvement of &e primte sector in  
d c i p l l  activitie%, and other mpics which ? w i l l  help shape *e role of 
rmmicipd. cpemmmts in the future. Ihes studies w i l l  S3e coordiim=ed 
with LMPPE'S &w*mmt of Micipll bvel-t. 

2, Sttengchening k?minis=raticn ard Imprcving Service 
*liven - 

Projecr, will help 1-1 qveriulae=l=s *a s - ~ e n ~ ! e n  
=heir operations and acMnistra=icn of semices by hprovicg *eir 
prscnnel Ilanagemtnt and budgeting, naincenance of oaunicipl equipnent 
anl infrastructure, and the efficiency of l&ly delivered services. 
Tsdhniques for: i n v ~ t o r y  of assecs and mrqleting zax rolls w i l l  ke 



developed, ribcumat& and disseminated, and short courses provid& on 
these activities. anis includes inventories of mnaiciptl lands, 
corr~mercidl es"&lishmmts, plblic enterprise users, and other users of 
such dlimt-hsed services as solid waste mllecticn a d  disposal. 
Cross-referencing by owner anci location and other form of analysis will 
Se demsnstrated, &-is will be on simple mdF or paper based 
systens amopriate to all but the largest municipalities. Far the 
larger dcimlities, micro-xmpter bsed tax roles can be dweloped 
and technical. assistance provided in system installation and 
utilizatim. Vd-mical assistance arnd =aining will be provided to 
strengthen administrative and opxational capacity in solid waste 
mmgemnt, street maintenance, aperaticn of plbLic hcilities, and 
financial. rna~goil~?nt. 

Tkze activities &i& will w r t  each of these 
aaqonents include: 1) trainin~ targeted short term training of myors, 
representatives of mrregimientos, administrative staff, and service 
delivery personnel; training of trainers; and study visits for officials 
and staff; 2) ttx3?.nical assistance: short arid lag term advisors tm carry 
out intensive demsnstraticgl activities in selected cities and 
@icy-related research studies, to organize seminars and retreats, and 
to provide short-term TA on practical matters to cities requesting help; 
3)  techmlcgy transfer: installatim of hardwaxe and software systems, 
purchase and maintenance of equipnent, etc; and 4) institutional 
devekgnent: supprt for APCI and investigaticxl of the feasibility of 
creating a private institute far micipal support whi& could provide 
technical assistance and training +a micipl staffs cn a prmment 
basis, 

Demoflstraticn activities are an inqprtat prt of the 
planned training, Pilot cities will be selected for intensive technical 
assistance &id will provide m-*e-j& training to local officials 
staffs in new and innovative techniques which address *de problem areas 
described in Sectim 1I.A. The cities will be selected according 
criteria developed during Project Paper desiqn. The intensive technical 
assistance will be designed for each indivihal city. Local needs a d  
priorities will be taken into accaunt throuqh a needs survey and 
~~~lsultatim with m d t y  leadss, Training in the rnethcdolsgy for 
wnducting needs surveys will be part of the technical assistance 
pckage. Mxe g~neralized training programs will be developed on 
specific subjects far officials arad personnel from all of *e 
mmicigalities. Also, a small zeam of roving advisors will provide 
short-term technical assistance on an as needed basis. 

3. Ex-gadhg W c i p l  Revenues 

Wciplities have -he ptential for increasing their cwn 
revenues without the impsition of new taxes from five major sources : 1 ) 
imprwed mllectims of indirect, taxes; 2) aonstructim and operatim of 
pblic facilities like markets; 3) prcmotim of user charges; 4) sale of 



bbst projects m w  being carried out by nmiciplities are 
very small, egg, $5,000 or less, bl9n j idgd i t i e s  w i l l  need cred i t  for 
thi~ qemtiens me% tlhe &m and l a g  term %% they' aze ta fake cri 
l a r g e  psojexs w i t h  msre si@ficant impicts em %cxaL living. 
clmditiars. Ebr instance, exemsia of a water qstm estpld require an 
investment of $100, OQO or more, which is w e l l  wes +& cuprent raqe of 
projects of m3st d t ipa l i t i e s .  Currently, d c i p l l i t i e s  are viewed as 
p x  credit risks and have l i t t le if any access to credit for financing 
their investment activiti-. A secmd ghase of &e Project m y  be 
propsed after an evaluation in =he four-h year zo a a  a crsdiz c z x n p - ~ ~ . ~  
for d c i p a l i t i e s  +at have met specific ,eefforn~nce a i te r ia  in =erm 
of revenue generaticm and expnditure mtrol. bxal sources of crediz, 
su& as private banks, w i l l  be investigated at h c " ,  t i m e  as well. 

D. E3zw The Project W i l l  Wrk 

Zhe Project will fund me lcng advisa and an 
estimated 120 person man- of shczt tern a d v i s m  and =ain~rc,  provide 
rescurces fmr lccal and U.S. -aining murses for m i c i ~ a l  officials  ard 
staffs , and fund studies which w i l l  su- activities in &e sec=sro 
The residmt &visa  w i l l  ke r e s w i b l e  fic,r deve&c~mglt of Lpmgrsms ard 
WoPk plans, m=plitorbg and coordimeing *h shart =em TA and =ainicg 
aczivities, axxdinaring wi*  the Inter-Anericara Ikvelopment E h d c  as 
necessary ( See Annex C) , help- to design and cc%auact p l i c y  studies , 
a d  aczing as a liaism wi& USAID scaff. ?he l a g  =ern advisor s k i d  



be a specialist in rmnici~al administraticn an3 finance, with experienae 
in Latin America, fluent in Spnish. 

S~ort t e r m  advisors w i l l  be required For delivering and 
ties, evaluating the intensive tecihical assistance in selected cit' 

curriarluin develcpmt for training programs, providing *txxhnical 
assistance in revenue generatian and sewice areas, mamgemmt 
informaticn system, business cadastral surveys, plroject feasibility 
studies, and personnel management. 

2. Implemnting Institutions 

~ l e s .  The Roject team will m k  directly w i t h  nan?icipalit' 
Ihree or four cities w i l l  be selected for intensive technical assistance 
each year, and in-country and other training and seminars w i l l  be 
organized fox personnel frcm a larger number of cities. me  Project w i l l  
also wrk with the I k s d a t i m  kr Inter-bfmicipl Chaperaticxi (APCI) to 
develop its o p b i l i t i e s  in representing the interests of l o c a l  
cpvenvnent. finally, the Project team w i l l  assist the dwe1opnmt of 
a technical mmicipd, institute, if mnditions permit. A. I.D. w i l l  
provide a Frogram Grant to an appropriate U.S. instimticn &id w i l l  
manage the Project on behalf of the municipalities and the AECI. 

Ttae pss ib i l i ty  of administering the Project through the 
central government was considered. T b  central ministries have 
resp~lsibi l i t ies  for activities related to local gw~?mment. MIPPE has 
an offiae of F9micip-A. Ewelopent under its Urban Developmat Department 
that is respcxlsible for asordinating d c i p l  W g e t  requests from 
provincial. councils. Also, in +&e gist, MIPPE had respnsibility for 
providing training far local officials. This training was prwided in 
amjunctian with the Ministry of Goverrmrent and Justice kith also has 
responsibilities for determining the boundaries of mrnicipilities and 
corregimientcs and addressing legal issues affecting local government. 

'Ihe training for nunicipal officials has 
discontinued as a regular program and currently these tm ministries do 
not have staff available £or these activities. N e i t h e r  minist-ry has a 
mandate to strengthen local gwenrment and, while each may support 
aspects of the Project, neither is equipped to administer Project as 
a whole. 'Ihe Ministry of Covenvaent and Justice does not have experience 
in *e administratim of projects, and +&e staff in MIPPE has the 
respnsibility of focusing an national investment strategies, 8-t 
important, asltral gxernment  institutions have not prwm to be 
effective in carrying out projects for local gwernment, (See Lessons 
Learned, Sectim 1II.C.) 

3. E3xt Country C o u n t q r t  and Oversight 

We1 or demonstration activities w i l l  be dwelcpd both 
for improving fee mllectim and for e i n g  operaticns and service 



Tk2e Project will b~ evdluatei three t* by the 
raissicn. The firse evaluation w i l l  I# carried out ac +&e end of *e 
seo=~pdi year, and will b s  cn &e effectiveness of fhe training and 
intensive w e d .  assistance activizies. Ihe seserslc% evaluaticsa wiU 'be 
mmdrassed at, md of the bur* par and will determine whether a 
follcwrn credit pacqram is dwk%hle, The % i d  ePJal~li31ticaa w i U  be 
carried cut at the fsld of the P z f ~ j ~ ,  in Y- s i x .  

A. Social Cbnsideraeims 

'Ihe d c i p l  leadership develapne~t mqment, sowe of 5e 
=ai.nir?g courses, and a e  retreats  a d  study visi= will improve -he 
abil i ty  of elemed mprs and r e p r e ~ a z ~ t i v e s  -a carry cu: =heir 
responsibilities anre efficiently and to respnd mare effectively *a =he 
needs of citizens in &eir m d t i e s .  ?b the exten= -ht demxlratic 
gov-t depends cn the willingness ard ability of elected off ic ia ls  co  
respnd EO *eir a;nsti=uars ' needs, -de succsssful inplemar-atim of 
*is axpnenc  w i l l  benefir all incam md soc id  groups in &e 
d c i p l l i z i e s  . 



Ihe training and technical assistanm mnpxxrents aim at 
improving the manageride and technical ccrnpctence of municipl staff , 
whose abilities inflwnce Pmow effectively rmnicipl services are 
delivered. Improvements in services are likely to benefit tkse larger and 
mse capble mulicipalities in tihe early stages-simply because staff 
froan these mmicimlities are able to take advantage of training and 
tedhnical assistance opportunities m e  quickly. 'Phese inrprovemznts can 
serve as models for less canplex approadhes appropriate to small 
municipllities . 

The demmxraticn activities &odd benefit low incone 
families to a greater degree than high incame families. of the high 
priority projects in the ~nuricipli ty of mvid, fQr ample ,  is a feeder 
road between the cabecera and the poorest axreghiento in the 
d c i p l l i t y ,  Inaplonentatim of &is project muld increase the access 
of lower incane families to markets and to employment op~artunities in 
the center of Bvid. Also, any ixprovements ia garbage mllecticn are 
likely to benefit prirmrily 1- in- neighbarkads where services are 
ricks the least efficient. TI-Ee Project's activities w i l l  both b e f i t  
laver in?c~me group thrcucjh impa:oved services and prowide resources that 
w i l l  benefit the citizenry at l a rge .  

S u ~ s s f u l  inpllemaftaticn of trhe Stra-gtharing Local 
Gcnrernment Pro jem, by increasing the efficiency of rramici~al 
administraticn ard -ding lccal revenues, w i l l  mainta* or increase 
the supply of local services w i t h a x  making larger demxb on the central 
government ministries &t w i l l  be -rating cn tightly restricted 
M g e t s  in the years .ahead, 

Preliminary estimates from the Mmici-1 rYBnagement Assessmem 
indicate that operating efficiencies in mmici@L. facilities, and 
expnded local revenues from htter collectim of service d-iarges and 
taxes, sales of municipil land, and other sources, a d d  yield additional 
i n a ~  to municimlities of from $7.0 to $8.0 million wer their 1985 
receipts. If rrmniciplities were to achieve up to  80 percent collection 
efficiency, they muld increase their revenues by $8 -0 to  $10.0 millicn. 
These estirtates do not include the revenues that cwld be obtained from 
the use of valarizaticn ar betterl~lent levies, a source that no 
mmiciplity m uses Wt which is authorized by existing laws. Although 
a l l  nunicipl income in 1985 represented QiLy .two percent of the total 
piblic sector budget, the absolute a m ~ l l l t s  of additional revenues that 
could be achieved throw the Strenwening Local Government Project 
represent a large sum for mst individual nnmicipilities, an the order of 
a t  least 50 percent. It should I=e noted, however, that ishe effect c.n 
local revenues w i l l  be incremental, and +he fulb i m p c t  of the Project 
should not I=e expected fjor a t  least three to £our years. 



The Project will involve &e private sem-ar, where pssible, 
in  tedt.mical assiswxe, ad equipm?nt Frocurenem -tIrolign 
mzraczs  b r  these actrivizie . '&ys in which IIKlliciplities can 
crmxact fox prince sector assistance in ser~ice delivery anr% opraticns 
w i l l  ke exgdcnr@d an3 ptentiillly incfuded axlxx~4 tihe damszratim 
activities. 

me Pro j e t  w i l l  be mnaged by &e Mission's Rggional iJousing 
and thrkan &velcpntent O f f i e  (RHUCO) . 2 b  addicimal scaf Zing is rquird  
for  *is Project. 



E, Project w e t  and Financial Plan 

'Ifie EYojecz is to be duct& wer a six year pericd. 'RE 
follcwing cost estimates for the Project are based on illustrative wsts 
for similar activities, Abreakdcwn of cast capnen t s  and assumptions 
is contained in Annex B, 

Training/?a 
Policy Studies 
?iudiis 
Ehluatian 
Contingencies 

USAII) Counter- TVEU 
part 

5,500 2,200 7,700 
75 75 
180 180 
90 90 
600 600 

Project 'Ibtal 6,445 2,200 8,645 

I?. Project Paper Developaent 

mjor issues that need to be addressed in the Project Paper 
are the following: 

1. The level, form, and degree of central cpvernment 
codtment or suppart needed to mke the Project feasible; 

2. The ability and willingness of rmnicipalities to mke 
counterpart oontributions to the Project; and 

3.  The role of central governmen= ministries and agencies 
sudh as MIPPE and Cabierno y Justicia to take part in or 
supprt the Project. 

As prt of PP development, a retreat is planned to address 
broad issues affecting local governm~t in ?anamam This retreat is for 
municipal officials a d  APCI representatives a d  will address these 
issues: 1) the potential for enhancing administrative efficiency and 
increasing lccal revenues for services; 2) the role of the APCI in 
developing local autonomy; and 3) participation of local government in 
national investment decisicns. 

A team of four consultants is recommended to mrk with Mission 
staff and representatives of municiplities in the developnent of 'he 
retreat, the PP and sqprting dccumentaticn. These oansul*ats would 
include: a municipal specialist, an emncmist, a specialist in 
instituticnal dwel-t, and a generalist who will concentrate on 
drafting and editing the PI?. An estimated $70,000 will be required for 
these amsultants. A local lawyer should be cantracted to reviw 
legislation affecting municipalities, the Association, and the 



requisments for establishing and autoRam3us institute for  m m i c i ~ l  
supprt. ilin estimated $35,060 will ke required kr this a c i v i t y .  

UgUlD w i l l  a=znp-ly wi-A the provisions of *t.le Gray F 1 ~ e % l m t  by 
exploring zhe psibilities of mirng an eli@ble firm -=wide 

she c % a v i s m a l  &mh (Sge Dl ~ c ~ L L & s ~  " h C  -9 
the mtential areas of? bps mscxiated w i t h .  
LtxaP GovEIpFIIIlla%w .g:ojece 
-& humara r?pbvirmt tia, tihe t3vahat ia  

institutional capbilities in general are sanewhat limized in 
e n v i r m t a l  amtrol field, .the Strengthening Lxal Cbvernmen= Proj- 
will offer the apprspriate technical assistance a enable local 
,mrziciprting mmicigalities ef e-ively bplemsnt 5ae ~ o p s e d  
ac~ions wi-A minindl, emircrl~=al risks .  83sd m *ese f in< ing ,  a 
Negative Determinaticn was reanrmended. 
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PROJECT DESIGN SUU!AARY L i l a  o l  Ptoinc11 

P I  I : , Strengthening Local Government 525-0282 

-To strengthen the democratic 
institutions within municipal- 
ities. 

LJECTIVELY VERIF IABLE INDICATORS 
~ r u t r b  el Goal Achiovnncnti ( ~ " 2 )  

.Increased responsiveness 
of local officials to 
service the needs of the 
population. 

tAEANS OF VERIFICATION 

-AID evaluations 
-GOP statistics on public 
services. 

-National political support 
exists for strengthening 
local government. 
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PRELIMINARY ESTIMUES OF PIMJElCT COSTS 
(000's of Dollars) 

Lcng term Advisor 150 
Short term ~ v i s o r s / t r a i n e r s  200 
Support for Project, APCL , 

M m i c i ~ 1  Inst.  250 225 
Curriculum Development, 

courses & study v i s i t s  150 20 
Annual Conferences 40 10 
Retreats 25 

"IWiWJ TA & TRAINING 815 255 



L a x 1  Contrihticns for Demcnstratim Activities 
(averaqe) and s p r t  for AECI 30-359 

Contributicdls for s'nort-tecn trainirq, 
s d m s ,  etc. 10-139 

;rxal Ckntributims to Annual Conferexes 504 
Contingencies (percentage of TPa and training) 10% 
Audits (percentage of TA training) 3% 
Smrt term Mivisors per r;ersm mcxltk th5,000 
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1. Bqerience wit \  Wrld-wide Projects 

A. I .D. has a lmg history of assisting municipal 
governments in develcping countries, and rent evaluatims of *at 
experience suggest that local gwernment projects can play an important 
role, as part of a larger developent strategy, in contributing to 
m c  devel~pment goals, in supporting directly and indirectly, 
private sector devel-t, a d  in e iciting wider participation in 
decisian-making at M e  local leve1.d R.1 .D. 's evaluaticn of 63 lccal 
development projects, including 25 in Latin America and &e Caribbean, 
fcund aat "the foundation far building local administrative autonamy and 
central government confidence in local governments is dependent on the 
developnent of local levelhuman resource capacities." Ebwever, 
assistance to local governments aould be selective, based cn the 
impoxtame of this element in the local developent strategy, local 
resource dament, and Mission prtfolio. 

Along wia selectivity in me gecqrar-hic coverage of 
projects, fie evaluation also suggest& that projects focus on one of the 
following: ( ) urban-rural linkages ; (2 ) energy-ef f icient cities ; ( 3 ) 
improved planning of secondary cities experiencing rapid growth; and (4) 
sustained attention to financial planning, mnagement, and administration 
to enable real autonomy to emerge and sustain itself, ~e last mst 
closely reflecting the focus of the proposed Panama lccal government 
project. (cp. cit. p.26) 

?he canclusion of the evaluatim was fiat because of the 
prmanence, legitimacy and proximity to t3e local pcspllation of 
nmicipalities, A.I.D. .*auld use local government develapnent projects 
to strengthen ~ e i r  capabilities &enever possible. Suctz projects, 
however, aould avoid imposing a "blueprint" approad to project design 
that specifies tco rigidly the expectations and outcomes of the project 
arrl werenphasizes fiysical production targets relative to local capacity 
building targets. Training local officials to carry out tasks in local 
governments &ould take precedence over reliance an tdnical assistance 
as the primary means of aid. Sane of t41e weaknesses in past prcgrams 
were ~e -asis on didactic raaer than practical training. "Tnere was 



I t  should be noted ~ l a t  the evaluatim also muticrrs t~;it 
sane mnditions seem t o  indicate that A.I.D. should rat b x a m  involved 
in lccal gver'nment ddeelapment a t  all. I t  notes that "a cpvermmt 
&i& (a) st.rws no interest in at least sam el-ts of m i c i p b  
refom, (b) w i l l  nut lcdr at its urban system selectively in 
regiondl/rural terms, and (c) w i l l  nOt encouTacje interagemy 
c?ialcgue,..cm ways to  strengaen "Local gover"nrree.at wc~uld not ke a 
cmdidate far a sales j& ky ,XE3 Ecr I c .  cfevelcpmmt, It m i q t ,  
"towwer, be a candidate for extended 'galicy di;3iLcquet." The role of the 
central gwenmrawt, if arry, dfl have to be given care- coansideratim 
in Project Paper development for the Panama I d  ~verrment project. 

2. Experience w i t h  Projects in Famum 

(=) a d  its m~ for Micip lP  Developner:t (FXEM) to provide 
mcessional sublwm to rural d c i p a l i t i e s  for a wide r q e  of 
pro jccts inciuiirig vholesale an2 rataii  ;narkets, slax$ zs,",mses, f 3 d p r  

rods, bridges, -0-industries, artisan inclustries, water -lies, 
trasprt  facilities, and electric p e r  generaticn ary3 distributicn. 
A l ~ o w  &ere were serious administrative pascblems in i~rrplement~g t\e 
prcgram, an evaluation carried aut in L982 concluded that t3e i-ct of 
~e loans an rural municipalities was emrmnus: "t3ey';lave gone frcm 
' p i n t  zero' credit access to  i r q  kxxrcwers of over $5.4 nillicn f ran 

I* 2 7  others, virtwilly overnic#t. , 

SY3DEM carried out m extensive t,aining Frogram far 
municipal officials and ~roject participnts in a wide variety of 
administrative and t&nical su?sjects. Over Cqe f i v e - 7 ~  ,pried, 388 
general m i c i p l  mnagenent courses were offered for 1,084 staff members 
a d  23 sernirars were ?eld for 433 municipal t.np1oyms LT t&nica% 
aspects of project implementatim. By 1982, at  least 312 new j&s xere 
created in rural d c i p a l i t i e s  as a result af tfie L c a n s .  me projects 
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udertaken by municipalitieshad mixed records of success as viable 
investrtaents: mst of the slau$ter?muses that were constructed were 
irnprovemnts over the facilities they replaced, garbage collection 
services improved in s m  municipalities but not in oi3ers, half of 
municipal industry projects were successful, and mst of l3e narket 
projects were failures . Bmever , tie evaluation concluded that "project 
loans, w i ~  very few exceptions, are of benefit to m e  municipalities ard 
corrwimientos . " 

Five major problems wi* t3e project inclhaded first, 
initial start-up difficulties and a slw rate of loan agprovals because 
of a lack of prccdtsres in FWEM a& because of low levels of mgement 
capacity and informaticxl in the municipdLities. Second, F"OEE4had to do 
mst of &e project preparatim work due to low levels of municipal 
capacity to prepare projects, mird, FOEEM was nut sufficiently 
demding in its analysis of tednnid, administrative and financial 
soundness of the projects, E b u r ~ ,  the lack of data m micipalities 
a d  projects li,nited NDEM's capacity to &tor and. supervise t\e 
loans. And fifth, weak coordination amng central ministries and w i t h  
t3e FOI3EM staff created administrative problems that mdermined the 
effectiveness of the implementing agency. 

The evaluation concluded  at tle W a l  Municipal 
Developrent Prcqram mldllave been mu& more successful w i t h  a better 
informtion system to monitor its lams and assess capabilities of 
municipalities, and w i t h  a small team of mobile experts that could 'lelp 
municipal officials with on-site problems of implementatim. 

h. ' he  Inter-American Cevelopnt Fark IIDB) initiated 
mfher project with FODEM in 1979 aich indicated that weaknesses in 
municipal government's management and financial capacity were obstacles 
to providing credit effectively. The credit program's success was 
Wemined by limited capacity of municipalities to manage funds, hi* 
rates of turnover among skilled municipal permel involved in credit 
activities, repdiatian of municipal debts by newly elected mayors, 
ineffective management of loans made to Juntas C ! l e s  for garbage 
trucks and sla@t&ouse equipnent, ineffectiveness of municipalities in 
collecting user dnarges d fees, and lack of resources in early stages 
of the project for central government agencies or FOEEM to provide 
training and technical assistance to municipalities. 

c. 'he W E  Project, a $15.0 million loan to the GOP to 
invest in infrastructure that would create ccnditions conducive to 
private investment and employment generation in secondary cities was 
carried out in western Pan= frm 1978 to 1983. Fihile URBE was not 
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directed specifically a t  Iccsl. gove~ l~~en t - s inc ,  * resourcss were 
thrcuFjn central ministries- it pruvides a t h i rd  set of lessons 
prof ects in secondary ci t ies .  ,rrject 3ad mixed results i n  

1/ US Agency for Internatimal Development, .XI) Assistance to T,;ccal 
Government: Exprience and Issues, AID Program Evaluaticn 
Discussion Paper Xo. 17, TVaaingtm, 1983. 

2/ 73e P r a w  Corpc,ration, Faluation Study of Fural W i c i p a l  

3/ TW=ert A. EEackmberg an3 Eeverly 8, Hackenker.g, "Eeveloping - 
Intefinediate C i t i e s  as Aqm-Industrial Frccessinq Centres: X 
Project in Western FanaG, " Rqisnal  evel lo pent-~idcque. vol. 5 
No. 1 (Spring, 1984): 74-104. 
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In its cable delegating approval authority to the field for the ZVbxnicipal 
Strengthening Project, W/DR raised a number of c o n c m  about the 
project. of these is noted blow, with a discussion of the issue 
ard citaticns of &ere it is addressed in .Me text of the PID. 

In prepring the PID, an extensive review of the literature was cmducted 
(See the Bibliography). nE more imprtant evaluations and reports are 
sunmnarized in pages 1-3 of this Annex. The lessans learned have keen 
incorpr~ted into the preliminary project design, and are reflected in 
the appropriate sections of the PID. 

Active citizen particigation at the L o c a l  level already exists in Panma, 
but it will be encouraged and channeled into activities with greater 
impact on 1- ditions. Independence f ram central qvernment will be 
supported by enhaming the revenue generating capacity of local 
gwenaments as w e l l  as their service delivery capacity (PID Section 
11.. 'Ihey w i l l  thus be able to serve an increasing portion of *eir 
popllaticn's needs without tuning to the central government. 

For dkracy to thrive, it is also important to increase the 
accountability of the local governments. To assist in this, Citizens' 
Advisory Boasds will be established in the cities whidh are selected for 
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dem3nst,~ticn activities; t3erz will also 'be training in nee& surveys to 
determine citim priorities for local services (PI3 Secticn I I . C , l ) ,  
me eqPasis on leadership teinirq for elected repzesentatives to 
mniciwl covn?cils will also help assure accountability and cversiqht 
(PID Sectim II .C.1) . 

These issues are address& in the PID in a m m k r  of ways. FGK oxangle, 
instituting new 1-1 government personnel systems a ~ d  develcping m d  
implenrenting mnagemnt informati.cn systems are prime candidates for 
project dmstmticn activities. 35. wcul:! r ~ s u l t  in i ~ r w e ?  
efficiency, control of corrupticm and edxmced accs\mtability. Cmnnmlty 
needs surveys are also planned, as swested in the a b l e .  "Qy 
informant interviews" wera conducted during the Mnicipal Pkagemt 
Assessmt that was completed prior to prepring the PID ( h e x  2);  
addititma1 interviews will ke ccxlducted as the project desig.1 is refined 
for the PP . The local political process will ke strengthened thrcugh the 
training of municipl council memkers, the s u p x t  for citizens' adviscry 
koards, and related activities. To the extent tkt mmicipl d.es s r z  
determined to be impdiments to L a d  governmgnt r e f o m ,  project 
resources will be direct& tmrd revising them. 
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U S A I D / P ~ ~ ~ ~  agrees that it is premature to include a credit armpnent in 
fhis Strengthening LDcal Government Project. It will take ~~ tine £or 
the TA and training to take effect and to make municipalities credit 
mrthy. lh evaluatim will be conducted in the burth year of khe 
Project, at which time the feasibility and desirability of a credit 
corrgpnent will be addressed. (See Section C.3.) Credit supprt muld I=e 
provided as a semd to this Prayect. 

Para. 8, QUOTE -1ZATICE3: (A) WE AGm WIM THE MISSICE3 ABCKRl THE 
IM#>KEWCE OF THE ClJCllX TVO KEY -ICY ISStTES UNQUClITE MENTIONED IN REF A, 
ITEM At Z.E., THE TO DI-E THE LIMITED AUTHORITIES OF IXjCAL 

AND lD INCWEASE RESOURCTES AVAILAEP-rE To THEPI WITJXXJT 
IN-ING 'II.IE CNERALE TAX STRUCIURE. GliNEwSL l3vxuATICrJS Pow TO 
PMBI- OR CAUTIOUS CEWlXAL (XWXt'IMENT TO DECENTLIALI!GQION 
A S A m C A U S E m R m L U R E m T H I S K I M > O F m .  REFAPXXES?HAT 
QW?X EUREER AMILYSIS IS NEEXED TO D~~ IF THESE TWO PQLICY ISSUES 
SCMeTLD BE D m T I E D  TO 'ME -PI?Lmm 'LIN-. 
(B) WE REGIN WITH A PPESMPTION OF THE NEED EDR IMPOKTAW FOLJCY SHETS 
INBOTHTHESEAREAS, IF THE PFOJEcT IS 'IG SUCCEED. REFA, I m 5 ,  SXS 
THAT Lcn& OJ?FICIALS DO NOT WANl! m REPLACE NATIcmu, - AGlX!IES, 
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The gotentid for ccqeratim w i t h  the IDB rural cammities project has 
been recognized. It  will be the re-ibility of the low t e rm  advisor 
t o  establish regular aaramtnicaticm w i t f i  the ID3 project. 
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Rondinelfi, Dennis A,, J'dhn R. Nellis ard G.S. Cheen'e, "-entxalizaticn 

U.S. A p n q  for International Developnent, *3rduras Prof ect Paper: 
Cevelcpnent Administration, Fiaskirqton: A.I,D., 1982, 

U.S. Fqeracy far International kvelopnent, Iscal CveeT+lment T r r e n !  a d  
Perfomcs: Assessmmt of A. I.D. 's I n w l v e m ~ t  in Latin Amsric3, 
'ashingtcn: A.I.D., 1983. 
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U.S. A c p n q  for Internati-1 Developnent, A.I.D. Assistance to Local 
Government: Exprience and Issues, Washington: A.1.D.r i983. 

U.S. Agency for Internati-1 ~evelcpmnt/PaMrna~ 
FY 1987, Panama: USAID, 1985. 

U.S. Aqncy for International ~evelcpmmt/Panama, 
1987-1988, Par!: U S I D ,  1986. 
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A. Previcus experience w i t h  blunicipal aojects in P m  3 



P r e v i w  Bcprience with Municipal Drojects in P a n m a  

Several projects related to the strengthening Iazal government 
have been carried out in Famsn in reent years. 

1. 7318 Rural Municipal tevelcpent Project was carried out from 
1976 to 1981 througk a USAID lam to the lhtiml Bank of Paam 
(BNP) axxi its A~nd for Municipal Developent (FODIEM) to provide 
funds for a wide range of projects including wholesale and rekail 
markets, slaughterhouses, bridges, agro-imeies, artisan 
industries, water supplies, tramport facilities, and electric p e r  
generatim and distributicm. An evaluatim carried out in 1982 
cancluded that the impact of the project an =aS municipalit' ;es was 
enormaus and that sub-projects oonstruct& such as slatqhterhses, 
gazbage mllestion services, water sqplies, sewerage and others had 
a direct benefit to their populations. 

2. ?he Interamrican Developmmt Ebnk (IDB) initiated amther 
project with FOlDIETl in 1979 which indicated that wealcnesses in 
municipal government's management and financial capacity were 
obstacles to providing credit effectively. Ihe la& of data on 
municipalities and the lack of capability for the technicdl, 
administrative, financial and envir0~ae~ta.l analyses of sub-projects 
undermined this seond FODEM project. 

3. 'Lhe UliBE Project, a $15.0 millicn loan to the GOP to invest 
in infrastructure in se- cities, was carried cut in western 
Panama from 1978 to 1983. While URBE was not directed specifically 
at local government --since rescurces were channeled thnxqfi 
central ministries-- it provides a third set of lesscns for projects 
in seccnlary cities. ?hose sub-projects which were m s t  directly 
related to local demand were the most successful. 
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Papulation Centers in Panama with more than 5,000 residents * 
1980 

City 

Las Tablas 
fos Santos 

Arxai j b  
Q=w 
Qlorrera 

Santiago 
son6 

* Cutside the Metropolitan corridor. 

mula t ion 
District Ci tv 
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C. Description of zhe Promet! =icn 

she goal of this Project s q p b - s  -he objecrtfve of &e U.S.A, 
Jackson Plan for -a Regicm. The Nission's h i o n  Plan fcr fi  1987-1989 
p in t s  out  hat effective p r t i c i p a t i m  in decisim-making is mcial  =o 
psumting equitable developtmt: "Our strategy is aimed at streng-Aening 
3% capxi- of d-atically elected local govfrrnmenrs =o prepare =hem 
eco ,oartici~ate 50 a qrsater extent in 
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resolving local prcblems," The Strenthening b a l  Govermnt 
Project contributes to A.I.D,'s objectives in institution building, 
te-logy transfer and democratization in developing countries. 
Training and tec3.micsl assistance for mici~lities will result in 
expmded local revenues and Local capcity to provide services, 

11. ENVTRX&EZWAL IMPACl' IDENTIFICATICN AND EXNUATION 

A. Consideration of Probable Impact of Propsed Actions Related to 
Sub-Program Coqonent 

The Strengthening Local Government Project inclucies 
sub-programs that could have effect on the mysical md human 
environment of Panam. In order to make this environmental 
determination, we have reviewed the technical project document and 
discussed project implementat ion/deve].opnent wikh GOP and 
U S A I D / P ~ ~ ~ ~  staff, 

The specific sub-projects have not been fully identified, but 
they will be similar to the USAID-EODEM project of 1976-1981 
(wholesale and retail markets, improved garbage allection, etc.) 

The processs of assessing tihe ptential environmental effects 
of these Strengthening Weal Governxnent Projects is based uFon an 
analysis of these basic questions. 

A descr ipt ion of the propsed action including informtion 
and technical data adequate to permit a careful assessnrtnt 
of environmental iwct by reviewing agencies. 

A consideration of the probable impact of the propsed 
action on the environment, including impact on ~tcolcgical 
systems . 
Can any identified ptential areas of significant change, if 
adverse, be mitigated by pro~osed or-recommended 
environmental control measures and do the GOP's implementing 
agencies have the technical capcity and capabilities to 
effectively carry out these mitigating measures? 

B. Special Environmental Measures to be Incorprated into the 
Strerqthening Lccal Government Pro jwt 

To assist the municipalities in carrying out its implementation 
res~pnsibilities, the Project Technical Assistance will develop 
guidelines that include an environmental compnent, this 



compnent should identify ~otential problems or concerns to be 
et,nsi6er& in 3 L L  stages of project deveLoplaent: fezsibili ty, sits 
selection, project dzsicp 3PSi i-rplsmmtaticns . 

To strzr.qCier! tedmicsl capbilities in tihe XEB of 
environmental planning and hpcct evalmticn, it is r ~ , ~ . d e d  E k t  
a sbort seminar on idmt i f ica t icn  of environmentally sensitive a r e s  
3nd project h p c t  evaluation k;e proviZd to t3e m i c i p l i t i e s .  
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?his dcerrment presents the smurwy descriptive a d  -1ytica9 
d u s i c m s  of a three perm team wba cxXdwtd an ass@S-t or" t3-m 
mb~gamt ard financial capabilities of amicipdlities in Parma from 
-taker 7 thmqh ~~ 21, 19%. Natiolauil. and mmcip3l. officials 
were intervied and relevant fbaxxial ard managemmt inbmatim froln 
s ix  xamicipalities was revitwed. In four unmiciaities, the team 
interviewed all service department he& an3 key financial officers as 

-1 y t s  have significant am~uplts of 
resarrces that are not n m  collectedt 

Loaal gnrenunents could improve both the qua1 
of service provision; 

ity and quantity 

M s j a  legal d policy chmges at the central gare~~ent  level 
are mt required to strengtken fhe" firancial an3 mansgemnt 
capacity of lceal govenrments . 

T h e  stNCtural characteristics of local government a d  the lack of 
e x p a r e  of elected officials to a broader persplective on micipal 
furrticns l i m i t  nxmicipl capacity to dmelclp a more effective role in  
service provision and e a m d c  dewlcpent. !4ayors have been elected 
only since 1984 a d  only now are Seginning to euperimce bth greater 
frustration a t  tlae inability of their d c i p d l i t i e s  to meet imprtant 
cummmity needs, arrl greater interest in expading the functicms their 
municiplities row perform. mil members tenl to take a =row view 
of d c i p a l  furr=t ims,  orienthg their budgr?tary a& investment 
decisima to small projects (a few thousand dollars rm: less) within their 
corregilnientoe . 

Each rqresentative of a correqimiento is also a representative to 
the prwvizlr=ial camcil, mi& has the formal, fuactia? of establishing 



~crreqirnientci ? x x z k i e s  are d&bd r a i W  'cy pWat i cn  .wr 
grrrgnrawc aittlria, Presently, seam to ke a rural bias in ~ > e  
tzurxbgirts, *A& rs3irXcxces a Eural -1 area 0jci~Atiitim be;? 
vcrithin t.?i n;micipl. d a z i s i c n 4 i n g  pmxss arr3 in represeztativesl 
attmpts i n f l . ? a  cetnt,al gvemment dliccalsima. .as a r e m t ,  ahat 
furds bht are nmilabla investmznt Kd service deliv4r-y 
iq-t are fra-ted into srdlP, c?iscretimary fm3 fcr each 
representativa tro U - t e  within his or hes okn carrqimitmto. 



T b e  findings of the mnicipal mgenmnt assessment indicate that 
five -ts m d  be inclded in a USAID spo~ored project to 
strengthen d c i p a l  capacity: 

Improved infanaaticn bases to increaee the quality of informticn 
available to municipal officials an3 the N l i c  on revenue! 
collecticns, costs an3 quality of senries, am3 the use of 
municipal assets; 

Streng- municipal leadership a& intenaunicipl cocperaticn to 
improve officials' derstaniin3 of the role of municipd 
institutianrr arrl to increaae the transfer of -ledge amcn5~ 
d c i p a l i t i e s ;  

X q z m d  p e r m 1  systeme to strengthn d c i p a l  officials' 
ability ta recruit and retain qualified empIoy@es and to provide 
incentives to enployees for ixprmed jcf, perfommcer 

C@eravtional technical assistance ard training to improve 
delivery of -if i c  servlicea, f immeial mamgewnt, and 
&hame investment plaPunirrg and inqleamntaticn capacity; and 

Inproved mmicip212. access to credit to dLlm mmicipa9iti- to 
leverage a ~ i l a b l e  resancea for a mre significant imestnrent 
budget, takirrg into accamt current restrictive central m t  
policy arx3 pmblr~s w i t h  previc;us credit pragranrs, 



L a d L  gowmmmts have significant potential amxnta of Einkcial 
resources that are now collected; 

Lccal governments auld  improve b t h  the qualilty ami quantity of 
service provision; and 

mjast legal ard ~olicy changes at the central govenmtent level are 
mt required to strengthen ths finmcia.1 and management capcity of 
local govemmen.ts. 

Wre are fcur secticras to this reprt. The first three are 
diaqmstic analyses of the structural features of local government, 
finaxial resources, a d  local service provisim. In sectim IV, we 
discuss the Wential elements of a strategy far strengthening lccal 
gov@rnment. 

'ihere are 65 d c i p a l  perments correspording to 65 
geqraphic districts (Distritos) in Panama. Within districts are 505 
geo-plitical units called corrqimientca . Neither popiLaticn m r  
geqraphic size forms the Ertsis for carregimiento botadaries . 



Fbr+,fiermore, kath rural areas a d  urban centers are f w d  in mst 
districts. Pns tern mici@ity is us& to r s fc  to +the! pliticztl 3p.d 

&i%y zespxsible fcx district p w z z a t ~ ~ t ,  an3 thus, 

ZlRraCi9d EirLrnicipal officers kdtxle the zqmz (d hic3~lcllz5 zrd 
s ~ i c i p l  cxaril represeneti- (rmxesestanteal, CELTS cf ? h a s  is 
ele-lsd e r a  crsch carreghiento. The micip~L d l  is t b  mmicipd 
legislative 'trody tdxme dtxz~:ccr are fegaI2j birding. Li%dczpaLities ~kt 
(% .mXRave the E q l .  athimma sf five cear WmtW d ' n a s P a  five 
reprewntantivw, elect at bmp thh ~wmber + i d  Of Imarks%s 

fn additicxa to their role as rm3mkrrs af the d d @  czamckibe eazh 
r ~ t a t i v c a  is alsa a B1&mbeb 
Br-al 1 Q -Lars 

within 
w -  
*ta. The Junta Cumxnl ha3 the reqmsibillty "4 Zewelq ,  a d  --a 
-iceezmnic a d  cubtural aeds of the ccammity it represents ia 
o=crdixzation with the municipal asuncil a& the caatral qwmmmt 
aqencies represented in the pmubce. It also sewes as a axduit for 

ib On loQ1 ~izmzmity Carards. X carre&miexita rqma*ative, ,,A, EPJ L i r A  
ttlree levels of g w m  threrugk. direct prtisip%ticc% in the 
correqimiento, municipal mil an3 the p ~ ~ v i n c i a l  m c i l .  

Eklcw the Jcarta C a m r d ,  axe a ncmicer of elected ~aiglhxhxd 
arganizaticns 0U.d Juntas bcaLes, tkat isxventorlp cxmanitjp reds 
articulate cmmmitv 'mterests. These needs mav v a r ~  f m  scecif ic 
semi- de.~i.i&ry &&.si~p ta ~ f ~ ~ r m e ~  attentic& ~ktas ~&&~.es a~sa 
nay be -, lalxPs-based, Gr other, ~~~6 bas& q q -  
'Eew grass mcts ~:Qanizatians m r t  an3 impl-t pqmxm an3 
pmjects of W Juntas -es of whi& *q age an auxiliacy crgan. 



provide directly or in concessicn a wide of public services 
currently p d d e d  W the central gavem-t; ard authorize the 
caatsuctian of ~hughtertwses and markets, a l q  w i t h  a w i d e  r q e  of 
other activities arad fuprtims ( A r t .  4 reforming Art. 17 of Law 106). 

The municiplity is also arqeowered to raise its own revenues frcm 
indirect taxes on Pxlainess establishments, umxmtructed plots in 
popllatd areasr uncultivated landJ idustridl p r d w t ~  facilities and 
licenst, fees. Rbe municiml Reasuler is to maintain an m t e d  fiscal 
Micipal cadastre, dktIBlXBgfi cur intmiews w i t h  s w e r a L  officials 
revealed that this is often a& of date for lark: of trained p e r m 1  an3 
time. 

has contemplated the i-tarre of the plarrnirag process, very little haa 
been achieved to date, 'The planning that actually occurs in wny 
mmicipalitiw is b e  by the regid offices of the national *t 
w i t h  little cx no interacticn w i t h  I d  authorities. 

Natimal-load guvenmr?nt interactions occur through the provincial 
camcil. ard through direct amtact w i t h  central government ministries axd 
auimrrWCIUs institutes. 

1. The  Provincial Comcil: 

?he provincial mumil is mt a gcwerning group, lxlt rather 
is an advisory kady mt sems as a ccsordi~tor  between municipal 
government and the central [ p v ~ t ' s  legislative ard executive 
branches. Bch of the provinces baa a gwenvjr apinted by the 
President of the FFeplblic, Its major organizatic~l form is the 
provincial dlwkY3se aiLy eing W s  i n d m  representatives of 
the naticmal agencies, Tke gprernor, mayors a d  cuancilars assist at fhe 
provimial c~uncils wittwt the right to wte. 

Ths p&hl council establishes pricwities for k w  p i n c i a  
allocatiaw of central gwemment sectoral ministries' funds aze to he 
spent within tfme province, The provincial structuxe, bever,  is best 
uderstaczd as s q p r t i r r g  planning and a d v i w  activities; tfae provincial 
caurcils do ncrt actually amtrol ministry m t s .  ?heir role, 
newrWless, is influential in leating projets within pmv-s, a d  
her~e they are a key instrument in decisions &nut cent& & s W  fu&w of projects at tihe local level. Since the membership of 
provincial caurils reflects the distributicxl of carrqimientos across 



Mkniotrie. of cent- governnaent-+fp?l, .yVI W . n i n ; q  cf 
1?jc3using) , M2P (IYinistry of Public ' W k s  s) , Z W  (mter a d  S ~ r q e  
7i_lStitlfte), an3 athez natim'1Jlf. aqenci- have r e g i d  offic- Lr eac3 of 
the pravi~~=s, t",qicdLly Ic=lat& in the =st: wt;an mter, +at 
sup_ncsedt to work d i z e s t l y  w i e  mmicipl ard -ir.cidL v e r r i t s .  
F r a  a lc#al gmerment perspective, MIPPS;: i s  the leadirq rational 
agemy. It haer t3e p r i q  respmxiiSility for p;larming ard Wgeriq 
activities at the natiandL level a d  for mittsrinq capitd investments 
and neednrr, It ~~ receives cmprehen3live wterby repars rn tudgets 
a d  pror3rams frcjm t2te micipilities. 

Many c%ntm&IyvMm aha a e  
of L a 3  lwm!3s, 

weze 
in tihe s m & l  municipalities where central pe~+~at 

agezies =a ifaccessi5ls aril s2& @Pis -arks a raa% i m  Liers 
deficient or rm-existent. me mapr or" caqlai,e.ed 32 m r k e t  qx5ez1 
p h e  spi;bing because of _a=cr access fiac?s. 

reascla to &st ~ I A  its functians were assumed by the twc associaticns. 
F k W w e r ,  while zayurs were a p i n t e d  fcx a three year tern,  the 
representative held office for s ix  y e a s ,  1UC3xqh mprs were, apmi?t& 
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The principle short-tena cbjectives of APCI1s E2cecutive &il are 
to cansolidate the asscciaticn, to str- the lccal pmrmmt base 
up to the level of the provincial council an3 to labby for recogniticn by 
the central t. APCf is a t t e i q  to esL.cabl.ish itself in a 
strong gosit-ermine the directicn mnicipslities w i l l  take in 
me future, 

We received ccnflictkhg informatian m tlre legal status of the 
associaticn. The President of APCI & l i d  that legal recognition wDuld 
have t o  be obtained from the Ministry of Gcxrerment a d  Justice a d  then 
inscribed in the Public Bqister. Csn the other h a d ,  the legal advisor 
in David asserted tfiat because the asmciatian is antemplated in 
existing law, it has autauatic legal status. APQ has syet to receive 
formal recupition from the cgntral vennnent. 

Currently, APCP is in the pmcem of rearganization. 
mechanim far establishing ~L&S for the association, fib level of 
amtrihartims acpcted fran its mrkers and the statutes of the 
mganization are being formulated. A KPPE official ammted that 
a l t k q h  the objective of suetn an asaociaticxr is to preaote immicipl 
gaverments as agents of d e v e w t ,  of the problems is that the 
asscciation is tryilag to assume a praminent political role ram= than 
that of w i n g  economic develqment. 



TctriL immm for dLI narrrhcipl. gwernments in 1934 was $34 nillim, 
of which onhy $687 'rrtu=Plsand, or less 23, were transfers fzm other 
~ c e s ,  ;zak.lly the c=tra;l. p-t. Tke extsnt to whit% 
i r umic i~ i t i e s  i n  pyt- generate virtudlly a.U of L ? , i s  zescur- 
d t % u t  rely- cn central groverrrment f i - a i a l  t.fa~%fers cczRzpdsts 
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'Ihs largest single -ce of mnicipdl hmm mist s  of 
various idirect taxes (Umest~d Indirectas) m camemi&. am3 
i-trial activity and licenses. Rx 1984, these indirect tax- 
waamted far appraxhitely $23 millian (68%) (see Table I1 .A.l . ) . Of 
this $23 millicn, nearly $16 millicn (47%) are taxes cn virtually all 
-cia1 activities, including service industries such as banking arrd 
financial imtituticm. Secad amrq the indirect taxes are licenses far 
perscnal ard amercial vehicles ($7'million or 21% of total revenues). 
Rental of fixed ad other assets acccaamt for nearly $5 millian (15%) of 
to ta l  revenues. Capital iprccsae, as distinct frm curr@nt revenues, was 
only $1.2 million (3.5%) in Ig&Q, an3 was exclusively due to sales of 
fixed assets (sales of uamicipal lads ) . Bwrrawing by all municipalities 
represents a fractid part of 1% of total revenues. 

Each mrmicipality is legally entitled to determine its orn 
indirect tax base and rates to ke m i e d  w i t h i n  that base. Ley 106, a 
natiad statute, sets out the activities to which taxes may be applied, 
and then municipalities my determine h m  tkee activities are to be 
taxed, Scma are taxed by category. Fca example, plblic garages may be 
assessed sixply a flat mnthly rate regardless of size (as in San 
Miguelito). Other ammrcial activities n q  have a mre extensive 
mtegarizaticn based. on sales volume cx level of capital investment. For 
w e ,  inrnnance ccmpanies may 'De taxed cm their amual receipts, while 
factories may be taxed on the anrunt of capital invested. 

Ea& dcigality must estabxish a specific lase an wfiich 
taxes are to 'l=e applied and set tfie rate or range of rates in one or more 



Rais indirect tax capability aUtmg dci-cdl i t ies  to ~ Z V S  

scam cantxu1 aver r-s I=y adjusting revenues to charqiruc; 
exmauic ccditicns. At t% t*, to extrrnt eat the 
xnnziciplity prwicks s e r w i a s ,  infraatructme, a &et facilities ticar ' 

en~ariige c~mrarcidl arr3 himtrial activity within the cammity, it  car^ 

also affect its cwn tax base. Sirice eat31 mcPlici@ity is free ta s e t  ica 
anin bass nxri sates, dc ips l i t i ea  CBnrP3t: affkxd to 'be sharply at a 
variame with nearby csncaunitiea s b  x a q  maLL tuesisllrtsses m y  ke 
relatively fLme tea m3v9 frca! me locatim ta 



The mst iqnrtant characteristic of municipal finance is tke 
mmtial fa P:wemas that are mt received or collected- While no 
=ticma3 aggregatets are available, arc analyses of individual 
micipalitiers sha* that lar* aiuunts of potential. rescrurces are not now 
collected. In six nnunicipalities visited, estimates indicate that 
munieiplities collect less than 60% of their ptential indirect taxes. 
Far example, tke dcipality of Chitre has mt revised the municipl 
statute gwemiq indirect taxes since 1960. ~ o t  only are the bases on 
WcPn rates are ulculzted the rates themselves out of date, Lut 
there are a number of categories of cmmrcial activity in mitr6 
that did mt e x i s t  in 1%0. No tax collectians are pssible far tbse 
activities mt cmtextqlated when the cutrent statute was enacted. Thus, 
wi.th a 1986 W&pt of $500,000, mstly derived frcm indirect tax 
revenues, it is p b b l e  that from $100,000 to $250,000 mre in revenues 
a u l d  be becollected. 

h*s:ka&e, even for activities tht are included in the tax 
base, collectims axe significantly 1- than tax liabilities to the 
dcipality. Again in Chitrb, there is an estimated 20% of indirect 
taxes included in the r&im h p s i t i v o  that are not collected. In 
I h v i d l r  of a total Mqet of $1.5 millim, there is an estimated under 
collection of over $100,000 in canmercial taxes aim. San Miguelito 
estimtes that at least 10% of its camercial taxes are mllected, ard 
estiraates fram the other 65 municipalities range fran 50% ta 10%. 

User charges for services rerdered the municipality, &en 
viewed in the nati~na3 aggregate data, a- insignificant (less than 
1%). Fbwwer, if the budgets for the rnetroipli tan cities of ~ a m m 6  a d  
Colon are exclcnded, they becaone significant because all municipalities 
outside the metrapolitan carridor are respxlsible for their own garbage 
oollection. Ebr example, in David, $450,000 of the total budget 
experr3itures (t- kudget of $1.5 millicn) are for garbage collectim. 
3ased on the rated and the number of service recipients, the City should 
be callecting apprcpc:imately $4OO,OOO in service charges, but actually 
will collect less than 50% of that axwunt this year. Thus, not only is 
David subsidizing =re than 50% of the cost of garbage collecticn, but 
the undercollectad service charges amunt to 15% of total revenues. In 
Chit&, ths buliget for garbage collection is $14,000 annually ( 3% of the 
dciprl m) , Only $3,000 is collected in user charges, although 
rates and tfie rnrmber of users should produce revenues of nearly $28,000, 
mre #an erollPgh to s w r t  the capital investment in new e@vt 
needed by the dcipality. 
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Mher majar m n d i t u r e  categories include materials an3 supplies 
(9%), otltmer Im-perscxmel) services (9%), an3 transfers to other 
institutiaw. This Latter category is disaggregated in Wle III.A.1. 
which sm total transfers a t  $5.6 million (18% of total. expenditures) 
Wt $2 millim of that figure are social security payments. le -other 
largest transfer in that general catqory ($2.6 million or 8% of tatall  
is t o  the central gaerment for municipl use of varicus services such 
as wates, electricity, a& sewer systems, and paymnts to  the Canptroller 

(03ntmlaria General) for central government employees su& as 
auditors and aMit staff assigned to  municipalities. 

Altkuqh the MIPPE reports municipal investmt expenditures i n  
1984 at $6.7 million (21%) and ccrrnnents favorably on the fact that 
rmznicir;alities are therefore investing in infrastructure 
W i c i  1984-1985: Iqreso9 e m ,  pmge 2c, TEid%%;r~. Included in the 2.ZLicn are 400.~~1) in equipment, 
including office equipmt; $30,000 in land acquisitim; $400,000 in 
contracted mtructicxl; ard $50,000 in debt m i c e  for a total of $1.1 
millian (4% of total expenditures). The total of $1.1. millicn m y  be 
too oonservative, but is mu& closer to the actual capital investment 
figure than the $6.7 million. For example, included in MIPPE' s figure 
are tramfers to individuals, scholarships, pyments  to  central 
gwenrment ministries for services, ard $2 million in contingency funds. 

The $2 millim in contingencies are actually assigned funds that 
are used maMy by mnicipalities for discreti- m i t u r e s  by 
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sam= w a r  to be ptent iat ly  very sucessful if facil i l i t ies are 
canstructed or operatiam are improved. In hvid,  for example, the 
piblic market is heavily used, but the facilities are avercroaded ard 
lack cdd S~CC- -city. Consequently, IMny vendors have ~~ 
the market a d  d to me street, creating traffic arad sidewalk 
cangestion, a d  in same cases health 'hazards. The micipahity has 
identified a s i t e  that is cgpltraL to t ? ~  mst rapidly q m h g - a r e a  an3 is 
w i n g  a feasibility study an cmstructiq a new market. 

RibIic '~15~:ks am.stx"uc%ion in nrponicipsalitiea is Yirtraally 
rmexiatent. I3cwmer, David, L a  Chxrera, San M p l i t a  and ~crrq?ci&, 
anwrg de:ipaJ.i t ies we visited all identified n& fa cxqitd. 
CQlstructian type investmmts. In additim, a nmbr of ~l~ayors 
representatives at the rneetingl of 17 municipalities in Antan indicated 
needs for capital. irnrestments. Ttae almost universal obstacle cited by 
the mayors, hclklleverr, waa the lack of capital financing. W y  avid ,  
which had a successful experience w i t h  a F13CZZ4 laan, indicated a seriew 
intention to obtain c r d t  to  aznstruct a raarket (at an estimated c ~ s t  of 
$500,000 t o  $750,000, not including the value of the l a d  alr- mined 
by the d c i p l i t y ) .  

C3n the other hand, as discussed in sectim I T ,  mnicipalities have 
untapped rescxlrcea in the form of undercollected indirect taxes and user 
&ar.ges. msed on a ~ l y s e s  of the -gets of municipalities we visited 
and interviws with nwnerrxla local officials, p tent id l  municipal 
resources, w i t h a t  central government transfers, are sufficient for 
municipalities t o  &take capitaL projects in the $250,000 to $2 
million range. Ye t  current lm~iicipl  capital investments are much mre 
likely to  q e  from db3ut $5,000 t o  $25 ,000. The primazy obstacle in 
our view is that mrmicipal officials generally are mt accustaned to 
thinking of bccrdxq far capital investments, mr are lendirag 
i n s t i t u t i a  necessarily respcnsive, although Panama has far more 
investment capital available than other develaping m t r i e s .  

W P y ,  it seem feasible to  expan5 the d c i p a l i t i e s '  role in 
mint- of infrastructure ard facilities. Al- a l l  
d c i p a l i t i e s  a x l d  easily come up with a list of projects they muld 
like the central qwemment to in their districts, the mre 



F&rile d e d i ~ t i n q  mmicigal  re^^ to rca% c3lstF1cticn, e ~ q t  
s h t  §ectims of feeder  mixls, is 'Lnlikely ard prc33abJ.y i x x  'ruarruzr&, 
given that d c i p L i t i e s  ??ave a s h  infar;aally -,gpefqency rspairs 
and also F a n  W p%e~tidj, for i..rreasi.rq re-ss, ccmidm-tim. 
shositd brs? given to their ezkimg a m e  fomelized mle. -iv&ly, 
this d d  exterd to additimal mint- respx--:lailities C c z  m& 

infrasmxtae services as water arr3 L L , ~ s ,  A t  L e a s t  are 
mmicfg=ality, I3czpz&e, aireat2-y ?xm iw am imrii~Ip.l wztx Y ~ E S  atmi 

are htmmmd in exteradbg servicss ta mall ar- mt3ide 
I M ' s  aar!&t%, 
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C. 1-t of ~~ systenrs isBcludfrq jsb deacriptiaras 
sufficient %r identifying respsibilities an3 training in 
hsic skills, criteria for perf- review and ptential 
for salary increases and pramtima to increase the wit. of 
local pblic administraticn and enhame the a b i l i t y  of 
mmiciplities to retain effective pers~vbelr 

DL Technical assistame and trainirg to improve administrative 
a d  cpratimal prOc8dures in mrmicipalities, including tax 
and user .dharges collecticms; met prepratim and mst 
d t o r i q t  financial management ard ac03unting sup~ort, 
perfonaarroe measur-t and capital  projects planning and 
kudgeting: .garkage collecticxl, including e c y i ~ t  selectim 
a d  purdmae, maintenam=e, scikdding a d  land f i l l  
operatias: and streets and other infrastructure facilities 
maintenance: 

E. Expansion of muJzicipalitie8 access to credit, including 
exploratiar of possible private sector sources, central 
gcrvemment saPces, A.I.D. aedit line ard A.I.D. guarantee to 

ttre leveraging of dcipal resources. 

In ara interviews with bath elected d c i p d t  officials 
and financial personnal, the remrrirq expla~tia of l aw level 
of tax a d  user c3nrge callectians vas tfie lack of adequate 
inf~mation on the taxpayers (cmtribuyentes) - incmplete tax 





The experience of Panamanian 1- government officials w b  
participated in a USMD tcur to Puerto Rico and +A United 
States in 1986 sqgests that'expmre to what mrmici.lpalities are 
doing in other cumtries a d  exgcmzef to practical solutiorns to 
d c i p l  problem results in scmra reemlmticn of their own rolea 
as d c i p d l  officials and a bi#~tened interest in makirrg their 
fumticns mre m f u l .  

0.x -tiam at the meeting of d c i p a l  officials in 
A n t a r  and our experienca k.l othea cumtries, suggest that there is 
m& to be @ad from stimhting i n t d c i p d l  -atian ard 
technical assistance in Panama. B faxd dur- field visits 
mariciFalfties that are quite -sful in marvbging financial 
resources and providing services. Other municipalities d d  gain 
from these su3cessful experiences. A l t h a q h  it has aily recently 
been reactivated, the Association of Inter-Hmicipdl -ti- 
seems a likely cadidate for disseminating such infmmticn an5 for 
providirq a forum discussicrul, It d d  also serve aa a 
clearirqlmue for technical informatien, and for pmvidirng sane 
foams of training and technical a a c r i ~ .  
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B i l t b q h  ~e did not find empbyee tu;filcver quik e X4h 
13 zcme central cpmnmmt ctsavers sem think it isJ it still 
is sufficirmtPy high to 'be a scurce of ~XXxern. In adiiitim, shi ls 
the quality oe ple?sscmml in scam mamici@.ities is high, staff 
skills are vary umvien. 'RJI? m2:- cause of t c z ~ a '  and 
,p=ur c p a l i q r  staff is the lack of adequate , p e r n S  Vre3nt, for 
f d i z i r g  jds descriptfms, ski19 ar tram- rls;luisemts %z 
each jcb, criteria f a  ~ f c ~  d u a t i m ,  retrentim, saPtYry 
i m e a e a  anel iJronacticns. ~~ a detailed a d  r x m b e r s c z ~ ~  
mic i@ civil =vice systan xay nrrt "ce needed, given tk! 
rehtivlely sm.U mmbers irrvolved, a m e  fbmad system of persumel 
.azuzxgemmt seems to be essential... 
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Wle ILO me really likes to p y  taxes, seriaua attempts 
sinply to register taxperyers and inform them of their obligations 
u?slully increase8 tax receipts even w i t h  no other &anges in 
collections prccedwes. Far example, ISSAID/P~~~'S experience in the 
Departmnts of Jmin ard Cajamarm w i t h  praperty tax cadastres 
damatrated that the actual process of carrying cut the 
registraticn survey brought significant increases in tax payments 
because citizens assumed that collectia'w wmld follcw. 

2. Technical assistame an3 training will also be needed to 
improve finan=ial ~~anagemmt practices including t=udget preparation, 
service performame mwnitoring, acccunting support, a d  capital 
projects plannirq ard budgeting, The k i d s  of improvements in 
bxkpting system tfaat San Miguelito is attempting to implement are 
needed in othe dcipaEities as well, Few municipalities rum make 
any attempt t o  collect hdget informaticn about the activities of 
wrnicipdl deparfmmts. While departmental budgets identify 
persumel, materials, supplies and other costs, there is m 
infarmaticin collectad or maintained a~ wbt activities persannel 
perfow oa: on fhe ssvvices provided by the expenditures. 
-tly, estimates can only be stated in terms of 

frwm ths -via year. W-t to an activity-based 
b d p t  pmcesa a d  a m t i n g  supprt system muld  provide 
mudcipJ.iti~ w i t h  a better means of identifying cost/perfonnmce 
relatio~hips and d d  identify opprteties for cost savings or 
service! -ts. 

muse dcipalities do mt rn have significant capital 
investment pmqams, processes for identifying, planning, costing 



Utb@ a r?cnabep of s t e p  have Dlftlirsd 
siFjnificantly iqxme dcigaJi t ies1 fimndal p i t i i a n  
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Ri Iwerage tfw! revmues potentially available to 
raunicipalities, access to credit is essential. Pamma &arr l a r g e  
a d  mre stab1.e credit markets than mas t  axmtries, an3 a mxiety of 
options s W d  be amaidered. A n q  thewe opticxu are an A.I.D. 
credit line, A.1.D- rjuzantee ptclgram, imolveplent of the central 
gover?lment in a credit program, axxi inwl-t of tha private 
credit market. - 

Current: central. government restrictians on all @lit sector 
bobraving w i l l  have to be considered. Burrawing sen  d l  amarnts 
is tightly restricted, ard by Presidential decree all brrwing in 
excess of $50,000 mast  be cleared thrw the Cabinet. In additicn, 
design of a credit prcgram wcdd have to acclwnt for factors 
contributing to failure in previeus credit proqranrs. 
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