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AUTHOR'S NOTE & ACKNOWLEDGEMENTS

T his Special Report of the Regional Infor
mationClearinghouse(RIC) focuses on

••.• / •••.•••.••• decent~alization legislation and poliC)' fe-
fonnin CentralAmerica, and is designed to pro
vide the reader with a general overview ofthe sta
tusoflegislation related to· decentralization and
municipal .• development in each of. the. Central
American countries. It is not an in-depth, anal)1i
cal report, nor it is geared toward providing a
lengthy historical perspective. •Rather, it reviews
the most relevant and important legislation and
policies whichaffeetthe present day situation and
presents the reader with.a general picture ofthe
current status ofdecentralization in each country.
The report, therefore, is not exhaustive in its ex
amination ofnational legislation andits effects on
the decentralization process, nor does it compre
hensively analyze the implicatioIls ofthe legisla
tionat the various levels ofgovernment. The pur
pose ofthe report is to generatediscussion.on the
process ofdecentralizationin Central America and
to facilitate the sharing ofexperiences among the
countries of the region. For those who would
like more information on decentralization and mu
nicipal development, a bibliography as well as fur
thersuggested readings are included at the end of
this report.

I would like to express my gratitude to a number
of people who contributed significantly to the
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completion of this report. 1 would like to first
thank Lisa Peterson, formerlyon thestaffofth~

Regional Information.Clearinghouse (RIC)· and
presently living and working in Africa,.whoseini
tial investigations and research into this subject
matter formed the basis upon whichthisrepo~is

structured. I would also like to thankboth NelS()n
Amaro, USAID/Hondunls, for generouslyshar
ing his .wealth of knowledge about·decentraliza
tion andlocal governancein the regipn,andRoger
Yochelson, USAID!p~n~na, .forhisassistanc~iIl

obtaining accurate information on legislation in
that country. Special thanks to Harty Jager of
the Regional Housing and Urban Deyelopment
Office. for •Central America (RHUD0/CA) who,
through his own work in theareaofmunicip~l

development in the region, providedthemo~t

current information on the efforts ofthenation~
municipal associations tobringaboutelfeetiyed~
centralization. in. their respective cou~tries.[Fi;

nally,. I.would like tothankStevenDors~y,Irtf0r
mationResourcesManagerattheRIC, for.llis
guidance and assistance in editing and preparing
the final edition ofthis Special Report.

The views expressed in. this report aresolelyth()s~
of the author and .do not representthevi~\\7sof
the. Regional Information Clearinghouse,the
United States Agency for InternationaLDevelop..
ment, the United States Government,or.theAcad
emy for Educational Development.
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INTRODUCTION local situations, but theyalso involveafundalllen-
tal change in inter-goverr~mental relations and

The basis for the current political structures and political.power.structures. Effectivedecentrali
balance of power in the countries of Central zation requires such a shift inpower sothatl()cal
America dates back to the Spanish colonial pe- populations, through more effective, resppnsive
riod. In order to maintain a high level of control and accessible local governments, are able to pat
in the colonies, power was firmly lodged at the ticipate in the public decision-making process.
centraLgovernment level, with high government
officials servingat the pleasure ofthe Monarch or This report presents. an overview ofthe status of
the Monarch's representative in the colony. Even legislation related to decentralization and .munici
after independence, both military and civilian dic- pal development in each of the Centr~American
tators, who commonly governed throughout the countries.·It reviews the most relevant and mean
region, maintained autocratic policies and politi- ingfullegislation and policiescurrendyir~ .effect
cal schemes which served to reinforce central con- and presents the reader with a view towards the
trolofnational resources. Indeed, even now that future. in each nation and the efforts·beingma.de
all ofthe Central America nationshave democrati- by the national municipal associations.to· •• brin,g
cally elected national governments, the transfer about effective. decentralization. Key .Il1andat~s

of power. and resources to sub-national levels of and national organizations affecting thedecentrali
government has been a slow and difficult process. zation process in each ofthe countries.of Central

America are· illustrated in Box·l· (page 3).
Nevertheless, during the past decade, significant
progress has been made towards creating more
decentralized and participatory democratic sys-
tems in the countries of Central America. Such COSTA RICA
progress includes: legislation which devolves au-
thority and responsibility for certain public ser- Decentralization has long been discussed inihe
vices to local governments; reforms in electoral political circles of Costa Rica~however, little
codes which help to decrease national political progress has been made intransformingsuch~is

party influence over local affairs; creation oflegal cussions into action. There are a number ofrea
systems ofinter-governmental transfer ofnational sons for why this is true..• First, thereisawidtHy
revenues~ and improved mechanisms forcommu- held beliefthat the centralized politicalmodelused
nity participation in local decision-making. These in Costa Rica has, thus far, worked fairly well.
legislative reforms not only signifY a move towards Indeed, the provision ofservices through central
government which is closer to its citizens and to government agencies has not beencharacteristi-
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The 1967 Law of Community Developmell1

The Constitution. of1949

'2.
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MANDATES

Constitution (Year)

GUATEMALA

1985

ELSALVADOR

1983

COSTA RICA

1949

HONDURAS

1981

NICARAGUA

1987

PANAMJl

1970

Municipal Code (Year) I 1988 1986 1970 1990 1988 1973

Direct vote for mayors Direct vote for mayors, Direct vote ror council Direct vote for mayors, Direct for municipal Corregidor (district I~

and slndicos (juridical slndicos and council members by party slates slndicos and councils by council by party slate representatiVes are
Election of Local Authorities I reps), by party slate members, by party slate (every 4 years); party party slate (every 4 (every 6 years); slate listed by party and

(every 4 years), (every 3 years), on receives proportional years): 1993 • citizens receiVing greatest elected according to
according to relative separate day from Pres. number of council seats had 1st chance to vote number of \JOtes gets districts (every 5 year
majority system; direct elections; slate with according to percent of for one party at local 50% of council seats In May, 1994, mayo"
for council members most votes occupies votes won; direct vote level & another at nt'l were elected instead I

with proportional every olTice In the for slndicos at district level; Separate appointed by Pres
minority representation council level Pres/Mayoral ballots according to a 1993 I;

approved for 1997

Governors appointed by IGovemors appointed by IGovernors appointed by IDepartmental Governors Council members elect Provincial Governors
Appointment/Selection of Ll:ICal IPresident President President; Munic. Exec. appointed by President mayor appointed by Preside

Authorities OfTicer selected by
Municipal Council

Annual Congressional Taxes and rates must be Taxes administered by Tax rates set by munic. Annual approval by Each district has its a
Local Taxing Authority J apprOliaI required for all annually renewed by ntl govt. agencies and council, within limits set Exec. Decree required system of taxes and

local "planes de arbitrio" national legislation; rates set annually by Ntl forth in 1990 Munic. forall municipal taxes service fees which
(tax plans); Munic. 1992 law gives munic. Assembly; service fees Law; munic. authoriZed and rates; munic. operates wfin framew
council can set local authority over local are reviewed annually by to set fees for local authorized to administer of the Panamanian
public service fees service fees nIl. govt. agencies services broad range of taxes Munic.law

10% of central revenues Fondo de Desarrollo No permanent, legal 5% of national revenues No permanent, legal $10,000 for each
Legal System of Itransferred annually to Econ6mico y SCleial • system of transfer transferred annually to system of transfer Corregidor rep.

Intergovernmental Transfers munlc. 's • 10% can be Annual transfer to municipalities •• up to transferred annually te
used for operating munic. '$ • up to 20% for 10% can be used for districts for capital
expenses, 90% operating.e)(penses, operating expenses, investments
infrastruc. investments 80% capital Investments 90% for capital invest.

National sys~em of Open councils held at Community Devt. Cabiidos abiertos at Municipal council ICommunity Boards al
Mandated Forms of Community Iurban and rural leastevery 3 mOnths; AstiOC. 's, which assist in least 5/year; plebiscites obliged to support Local Boards

Participation development councils Council must encourage implementation of allowed at local level; creation of Community
creation of Community centralgovt. pUblic obligatory Munic Devt. Councils which can
AS$OC,'s(witha legal sector projects; Council " reps chosen contribute to munic,
role designated by plebiscites at .Iocallevel; frum the community by mgrm.; Complementary
munlc.• council); CabUdosabiertos with Munic.Council; Auxiliary Organizations can also
referendums allowed at munic. council, at mayor$ be created; cabildos
ICleal level district level ablertos·at least 2/year

Asociacl6n de Corporaci6n de Uni6n de Goblerno- Asociaci6n de A$OClaci6n de Asociacl6n de
Municipal Association J MuniCipalidades de Munlclpalidades de La Locales de Costa Rica Munlcipiosde la MuniCiplOS de Nicaragua MunlCipalidades de

Guatemala (ANAM) •• RepUblica de EI (UNGL). Created in Republica de Hon~uras (AMUNIC;) - Created In Panama -Created. in
Created in 19S7 Salvador (COMURES)- 1974 (AMHON)- Created!n 1993 August, 1994

Created in 1941 1962

Instituto de Fomento 1··ln~tltuto.~aMldor~node. 1"lltitutodeFomentoy BANAM(Banco .. r~'ls~~.t?ft~!:a!~]~~~~ IL~~~J~~ilttt.:~. ~Public Munlclpallnst!brteS I MuniciPal (INFOM) DesIlrrolloMunicioal A~rll'lMlJhl/'Jil">l'l1 Ullnj~in2r.4.IIt"'nl'\'l"\O"iri\ ..~
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pal government, there is often a lackofcoordina
tion with municipal officials· and the·.associations
compete with municipalities for partidas
especificas (Special Project Funds) which National
Congressmen have the facility to distribute locally
at their own discretion (Stout, et. al., 1990, p. 2).

Municipal· Code of 1970 - The passage of the
1970 Municipal Code brought to an end the cen
trally-controlled system ofjefes politicos (politi
cal bosses) which. had been in place since 1862.
The jefepolitico was a canton (municipal) -level
official, appointed and responsible to the presi
dent, whose functions at the local level included
signing all payment vouchers against.municipal
funds, preparing the municipal budget for submis
sion to the council and supervising all municipal
employees. The code transferred all the jefe
politicos. municipal. functions to a municipal ex
ecutive officer,. or city manager, who is appointed
by the municipal council and responsible only to
the council. The Municipal Code also eliminated
the municipal functions ofthe centrally-appointed
provincial governor, who exercised. the same
power in the provincial capital that the jefes
politicos exercised in the cantones (Stout, et. al.,
1990, p. 18).

Article 4 of the Municipal Code of 1970 assigns
ten fundamental responsibilities to municipalities:

1) To promote culture, science and the
arts;
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2) To promote general and vocational.~du..
cation in coordination with central educa
tion .authorities and the private sector;

3) To promote tourism;
4) To. promote d vic awareness. among their

respective citizenry;
5) To· protect the environnientandnatuial

resources;
6) To protect citizens in•coordination .• With

national authorities;
7) To protect and promotedevelopmenfof

industry, agriculture and commerce within
the municipality;

8) To supervisethe physicaland mental health
ofthe citizens within their respective com
munities;

9) To fomulate rural development policies
for rural communities; and. . .

10)To establish comprehensive urbande.
velopment plans as well as the policies and
services necessary to realize these plans.

Although the provisions contained •• in the 1~70

Municipal Code.do appear.to allo\Vforsomede
gree oflocal authority, it is important tonotethat
the Code also states that municipalactivities~ll
be coordinated with·. central authorities..• and.~ll
be. closely supervised.by the .• Controller<.Ten~ral
ofthe Republic. Municipalities are to becomein
volvedin local activities.and developmentproj¢cts
but they•are required to· always .do.soinc~.~'rdina
tion with the appropriate central authority
(pADCO Regional Municipal.Assessment, .1992,
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Annex II, p. 18). Again, it is evident that while
legislation refers to increased decentralization,
these reforms are counteracted by the reinforce
ment of central government control and limita
tions on local authority.

Creation ofthe Instituto de Fomento yAsesoria
Municipal (IFA.M) - The 1970 Municipal Code
created The Institute for Municipal Development
and Advisory Services (IFAM) to serve as the
national municipal development institute. As a
centralgovernment agency, IFAM was established
to: 1) stimulate municipal coordination (through
voluntary means); 2) provide financial assistance
to municipalities; 3) provide technical assistance
to municipalities; and 4) cooperate in projects of
mutual interest. It is important to note that the
members of the Board ofDirectors of IFAM are
appointed by·the President and, thus, must be at
least somewhat responsivz to the President's views
about the role of municipal government and its
relationship to otherlevels ofgovernment. IFAM's
advocacy of municipal government, therefore, is
always tempered by the necessity to reflect cur
rent central government policies (Stout, et. al"
1990, p.19).

ReformofArticie 170 ofthe 1949 Constitution
- A reform of Article 170 of the Constitution of
1949 was proposed in 1986 but was never ap
proved. This·reform would transfer 10 percent of
central government revenue to municipalities. The
implementation ofthis tr-ansfer would take place
over an 8-year period - 2 percent initially and an
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additional 2 percent each biennium untilthe total
reached 10 percent. The 1990RTI study on Mu
nicipal Development in Costa Ricanotesth~po
tential advantages.of this reform:.. IJanincrea~e
in participatory.democracy.- •achieved through
an increase in responsibility and authority atth~

local level; and.2) an increase intheefficiencyof
delivering local public sector goods and servic~s

as decisions regarding investments and new
projects are brought closertoactualusers(Sto~t,
et. al., 1990, p.35). However, the long tradition
ofcentralized govemanceandthe strongpercep
tion that municipal governments are not thor
oughly capable of running their· ownaffairs()r
making important local decisions keep the pas
sage ofsuch reforms in favor of decentralization
uncertain in the nearfuture.

ELSALVADOR

The·decentralizatit.n.process in El.Salvadpris .i11",
extricably linkedto the peace and nationalr~c0J'1

struction process being implemented sincethe end
ofEI Salvador's 12 year civil war. Local()fficial~

are playing an important role in thisproces~.>In
deed, the recently re-established nationallllllniCi"
pal association, the Corporac.ion lie
Municipalidades de la Republica (COMURES),
is formally represented on theNationalI\1unicip~

Development Coordinating Committee (CDM),
which was established in 1993 for the purpose of
developing a national decentralization strategy.
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Additionally, some recent
legislation and policy re
forms, such as the granting
ofauthority to local offic~als

in establishing rates and fees
for services and the creation
of a program to devolve re
sponsibility and resources
for delivery of certain ser
vices to the local-level, dem
onstrate positive steps to
wards decentralization.
Thus, although there are
substantial challenges to be
faced during the move to
wards peace and reconstruc
tion in £1 Salvador, there are
significant efforts being
made, particularly on the
part ofCOM"lJRES, the na
tional municipal association,
to try and bring about effec
tive decentralization.

The Constitution of1983 _

Chapter IV ofthe Constitu
tion of 1983 discusses in
detail the powers, responsi
bilities and authorities oflo
cal government. This Chap
ter states that "municipalities
will be autonomous in economic, technical and ofthe Constitution establishes that: 1) municipal
administrative aspects." Furthennore, Article 204 autonomy consists ofthe power to create, modifY

6
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and eliminate public taxes and contributions, within
the limits of established law~ and 2) the munici
pality legally possesses the powers to: a) enact
its own revenues and budgets expenditures; b)
freely manage matters related to municipal com
petence; c) designate and remove its officials and
employees; d) enact local ordinances and regula
tions; and e) establish tax rates and propose them
as law to the Legislature (pAnCO, Regional Mu
nicipalSector Assessment, 1992, Annex ll, p. 5).

The h-lunicipal Code of1986 - The Salvadoran
Municipal Code of 1986 reiterates and reinforces
the autonomy given to municipalities through the
Constitution of 1983. Additionally, through the
provisions ofthe Code, the role of the city coun
cil is· defined as the primary political and adminis
trative unit of the State and the municipality is
obligated to assure popular participation in the
management of local affairs. Indeed, it is speci
fied that the municipality must hold town meet
ings (cabi/dos abiertos) at least three times per
year and must encourage the creation ofComnl
nity Associations which assist in social analysl
and in the design of projects to benefit the local
community. The 1986 Municipal Law also allows
for referendums at the local level.

The Municipal Code of 1986 also assigns certain
functions and responsibilities to municipalities such
as: 1) planning, implementation and maintenance
of various essential public works~ 2) the promo
tion and development ofooucation, culture, sports,
recreation, and sciences and arts within the local

7

community~ 3) creation of birth and voter regis
trations~ 4) preparation, approval and execution
oflocal urban and rural development plans; 5) lo~

cal environmental protection and natural resource
conservation; 6) jurisdiction over local transpor
tation services; and 1) collection and disposal of
garbage. In reality, municipalities do not provide
all the services stated in the Code. The central
government renders certain ofthese services, some
are shared by the municipalities and the central
administration and others, most commonly gar
bage disposal, street cleaning and public markets,
are provided exclusively by municipalities
(pADCO, Regional Municipal Assessment, 1992,
Annex II, p. 6).

The Creation of The Instituto SalvadOreifo·lle
Desa17"ollo Municipal (lSDEM) - The Salvadoran
Institute for Municipal Development (ISDEM)
was established in March 1987, as the nation's of
ficial municipal development institution. Its man
date is to provide technical, administrative, firian
cia! and planning assistance to city councils so as
to enable them to better carry out theirduties .and
obligations to the local community. According to
law, ISDEM is also responsible for the "Economic
and Social Development Fund," established in
Article 207 ofthe Constitution. Through the Fund,
monies are transferred annually to municipalities
in order to ensure the development and economic
autonomy of the municipalities. However, the
amount actually transferred is seriously insufficient
and municipalities are unable to cover essential
costs (perez, 1994, p. 40).
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GeneralLaw on Municipal Taxation - This taxa
tion law, which went into effect in January 1992,
allows municipalitiesto set their own fees and rates
for local services. The SIECA study entitled
"Sistemas Tributarios de los Gobiernos Locales
en ellstmo Centroamericano" notes that by May
1994, municipal income from service fees had risen
by over 100 percent in 174 ofthe 262 Salvadoran
municipalities (Perez, 1994, p. 36). The granting
ofsuch autonomy over rate and fee-setting repre
sents an important step towards effective.decen
tralization. Nonetheless, it should be noted that
according to the provisions of the Salvadoran
Constitution, local tax rates must be approved
annually by the National Legislative Assembly.

The Programfor the Modernization ofthe State
'" This decentralization Program was approved in
1992 with the purpose oftransformingthe Salva
doran public sector through redistribution offunc
tions and responsibilities among the various lev
els ofgovernment. The Program's strategy is to
gradually and progressively transfer specific func
tions, currently performed by the national gov
ernment, to municipalities. New municipal func
tions would include responsibility for such services
as: water and sewer; construction and mainte
nance oflocal public works; administration oflo
cal health and education services; and a system of
cad~stre. It is also stipulated in the Program that
the funds used to pay for the completion of these
duties would also be gradually transferred to the
local level. The decentralization plan developed
by the Salvadoran Municipal Development Coor-
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dinating Committee (see below) is an integral part
ofthis Modernization Program.

Cr.mite Coordinadora del Desarrollo Municipal
(CDM)- The Municipal Development Coordinat
ing Committee (CDM) was established in June
1993, to help facilitate the decentralization pro:..
cess by creating an operational framework for
implementing national decentralization policies.
CDM consists of representatives of the national
municipal association (COMURES), ISDEN1,
MIPLAN (the Salvadoran Ministry .ofPlanning),
the Ministry of Finance, and the Secretary Gen
eral for National Reconstruction. The Commit
tee is responsible for considering various aspects
and approaches to municipal autonomy as well as
preparation of a national decentralization strat
egy which covers a 5-:-year period.

A preliminary National Decentralization Strategy
was presented at the Seventh NatioIlal Congress
ofMayors which took place in September 1993.
All then candidates for the Presidency signed. the
Strategy, promising to carry out its mandates and
to further the process ofdecentralization ifelected
as President. The Strategy includes a pilot project
in the departments of Sonsonate andUsulutan
which involves the gradual transfer ofcertain com
petencies to the municipal level, such as health,
education, and water. A program .ofmunicipal
strengthening will also be implemented·· in anef
fort to transfer authorities, responsibilities andre
sources to local government through a process of
effective decentralization. (For more iIl..formation
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on the efforts of the
municipal association,
COMURES, in seeking
greater decentralization,
see "El Salvador: Cur
rent Efforts towards De
centralization," p. 9).

GUATEMAL!\

Progress towards decen
tralization in Guatemala
has been mixed. A
strong legal basis for
municipal autonomy and
responsibilities exist in
the Constitution of1985
and the Municipal Code
of 1988. Indeed, the
Government of Guate
mala made a very signifi
cant move in the Consti
tution of1985 by includ
ing a mandate which
obliges the national gov
ernment to annually
transfer 8 percent ofna
tional revenues to local
governments for capital
investment. [This percentage was increased to ment both in terms ofthe control ofresources and
10 percent in 1993]. Nonethele~s, political power decision-making. Furthermore, there has not been
remains firmly in the hands ofthe central govem- a strong advocate for greater decentralization as

9
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is true of the national municipal associations in EI
Salvador and Honduras. The Guatemalan national
municipal association, Asociacion Nacional de
Municipalidades (ANAM), has a very limited fi
nancial base and only recently attempted organi
zational reforms in an effort to democratize inter
nally.Thus, the association has not previously
played a very significant role in the Guatemalan
political arena and the movement toward decem
tralization has not found strong support at the
highest poEtical level. Yet, in recent months
ANM1 has become more politically active, lob
bying for legal reforms in support ofdecentraliza
tion. Through discussions and negotiations with
national level officia!s, ANMvf appears to have.at
least been successful in gaining attelltion at the
national level and potentially in influen\..~4gpoliti
cal will and increasing receptivity towards refonns
that favor decentralization and municipal au
tonomy.

The Constitution of1985 - The Guatemalan Con
stitution of 1955 restored municipal autonomy
which had previously beeninterrupted by the mili
tary f')vemment in 1982. Article 224 ofthe Con
stitution clearly states that the public administra
tion of the ccuntrywill be decentralized (Amaro,
1990, p.71)/. The Constitution also mandates the
election of local officials and empowers munici
palities to: 1) obtain and dispose oftheir·funds,
and 2) attend to local public services, the territo
rial arrangement oftheirjurisdiction and the imple
mentation of their objectives (pADCO, Regional
Municipal Sector Assessment, 1992, Annex II, p.

1). Additionally, Article 257 states that the na
tional gove1(nment must transfer, on an annual
basis, 8 percent of national revenues to munici
palities fer investment in basic infrastructure. In
November 1993, a constiu1tional reform was ap~

proved which modified the system of inttr-gov
ernmental transfers. One result of the modifica
tiuns was th,~t the national government was pro
hibited from transferring any funds, other than the
percenteJ,ge of certain specific taxes which corre
sponded to municipaliti~sby law. Therefore, the
national government could no longer finance the
remuneration ofmunicipal employees, which had
previously been common practice, nor any other
expenses. Therefore, the atti~ual inter-goYernmen
tal transfer to municipalities was increased to 10
percent so as to compensate the municipalities for

.ttisloss offunds and municipalities were als'. ~u

thorized to use up to 10 percent ofthe transterred
funds for oper~Jing expenses (perez, 1994, pp.
57-58). Thus, on the whole, municipaliti.es did
not actuall:' receive an increase in central govern
ment funding via the revised inter-governmental
transfer.

It is important to note that the Constitution of1985
(Article 224 - 2nd paragraph) also cans for the
regionalization ofthe country through which "re
gions of development" would be formed~The

purpose ofestablishing these regions, which con
sist ofone or more departments with geograpLli~.

economic, and social similarities, is· to .help "ra
tionalize" the nation's development process. That
is to say that the government should.create ana..;

10
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tional system to promote development on a na
tion-widebasis through implementation ofgov
ernment actions and mandates and by assuring citi
zen participation in development projects and pro
grams (Echegaray, 1991, p. 13).

The Constitution established a National Council
for Urban and Rural Development which was
charged with formulating urban and rural devel
opment policies and establishing the regions ofthe
Republic. Regional and Departmental Councils
of Urban and Rural Development were also cre
atedand were made responsible for promoting
development in. their respective territorial juris
dictions. The Constitution did not, however, fur
ther develop the roles and responsibilities ofthese
Councils; this was accomplished through Decree
52-87 (1987) which defined in detail the national
system of councils of urban and rural develop
ment.

Decree 70-86: Ley Preliminarde
Regionalizacion (Dec. 1986) - The regionalization
of the country, called for in Article 224 of the
Constitution, was manifest in Decree 70-86which
divides the nation into eight separate regions. This
system ofregionalization was created to promote
and encourage the participation ofthe population
in the identification ofproblems and solutions and
in the execution of development .programs and
projects.

Decree 52-87 (Sept 1987) - Decree 52-87 estab
lishes, and defines in detail, the roles and respon-

sibilities ofa National System ofUrban and Rural
Development Councils. Such a system was called
for in. the Constitution of 1985 •• in order t()pr()..
mote development on a nation-wide basis.Th~

national system ofcouncils. consistsof:l}~h~
national council; 2) regional councilrwhichc?r..
respond to the regions establishedintheL.ey.
Pre/iminar de Regionalizacion; 3} dePartIlle~t~

council5t, 4) municipal councils; and5}Iocalcoll~:

cils. The main objective of this syst~m is.toPfo"",
mote and encourage the.p~rticipationofthepopu
lation·in·the .identification ofproblemsandsolu"
tions· and in the execution of development pro
grams ..and projects, i.e, the samebasicobjecti-;e
as the regionalizatiotllaw.

Various reports and studiesnotewhytheNatio~~1
System of Urban and Rural DevelopmentCo~n
cilsdoes.not function as originallyc()nceived.>In
its report entitled "TemasPitblicos"(Jldy199f),
the Guatemalan Center for National EconorWC
Research (Centro de InvestigacionesEconomictlf
Nacionaies - ClEN), notesnve reasons for the
lack·ofsuccess ofthe councils: 1) inappropriate
ness in the formation of regions; 2} lackofint~

gration due to disagreementodack ofinterest()n
the part of the different political levels involved;
3) lack of decision-making·authority on the. part
of the various councils;4}Jack ofcooperati()n
between the municipal and departmentalauthori
ties; and 5) dependency ofthecouncilsonthecen
tral government in terms of finances. It was the
decision ofthe Constitutional Court ofGuatemala
in 1988 to declare the local councils.unconstitu-

11
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tional··as these councils were said to have.under
mined or contradicted municipal autonomy
(Amaro, 1990, pp. 72, 103). To date, the Na
tional System of Urban and Rural Development
Councils has not been able to promote greater
efficiency in the public administration ofthe coun
try as was originally envisioned (perez, 1994, p.
46).

It is important to note that Decree 52-87 also es.
tablishes the criteria by which the inter-govern
mental transfer is distributed to municipalities.
These. criteria were later modified by Decree 49
88 (1988) ill order to create a greater balance be
tween compensating. those municipalities which
contribute more fiscally to national revenue and
compensating those which are in need of subsi
dies (Amaro, 1990, 105). The original criteria
contained in Decree 52-87 and the modified cri
teriacontained·in Decree 49-88 are presented in
Box 2(p, 13). The revenue transfer is distributed
annually to municipalities through the National
Council ofUrban and Rural Development.

Decree 58-88: Municipal Code (Oct 1988) 
The Municipal Code of1988 establishes that mu
nicipalities are autonomous public institutions,
comprised ofthe folloWing basic elements: terri~

tory,. population, authority,community organiza
tion, .and economic capacity. Furthermore, the
Code states that the principal purpose of the mu
nicipality is to render and administer non-profit
public services for the population under its gov
ernance.

The 1988MunicipalCode specifiesrnlmicipalre
sponsibilities and authorities in areassuchasren
dering of· services, regulations·· governing local
development· and environmentalconservatio~.

Municipal functions include: ·1) regulation and
provision .of local public services~2)administra

tion of local private and public works as· well as
authorization and·inspection ofthe same;3)cre
ationofbirthand voter registrations;4)prepar~
tion, approval· and execution.of local urban and
rural development plans~ 5) maintenanceofsprin~
and water sources~ 6) provision of street clean"
ing, sweeping, and garbage collection; 7) control
of local transportation; 8) protection· of the cul
tural identity ofthelocal inhabitants according to
their own values, language,traditions and customs;
and 9) promotion and regulation oftourism in the
local area.

In practice, the Guatemalan municipalities douot
perform all the functions providedfor inthe Code.
CIEN's "Temas l'tiblicos" notesthafthis is due
to the centralized nature ofthe system ofgover
nance in·Guatemala whereby all decision-making
power andthe authority to execute progral11s and
projects lies with the central government·.(CIEN,
1993, p. 1). Furthermore, other authorsnote that
the Code refers to the municipality as an aMtono"
mous public institution, and confers upon themu
nicipality a variety ofpowers. However, as noted
by Francisco Echegaray in his report EIPapelde
Las Transferencias Fiscales del Gobierno Cen
tral al GobiernoMunicipal y la

12
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Descentralizacion:
EI Caso de Guate
mala, a municipal
ity within a nation
cannot be totally
autonomous as is
implied in the Gua
temalan Municipal
Code (Echegaray,
1991, p. 14).

The National
Agenda1994-1995
- The Agenda ofthe
Government of
Guatemala for
1994-1995 includes
a national strategy
for combating pov
erty. Within this
strategy, the na
tional government
states that an effec
tive fight against
poverty requires the
decentralization oftbe provision ofpublic services
to the local level (perez, 1994, p. 47). In order to
realize this decentralization, the central govern
ment has planned a Program ofCooperation with
the municipalities which includes:

1) Financial strengthening ofthe municipali
ties through the timely delivery of the 10
percent transfer mandated in the Consti-
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tunon and an increase in local own-source
revenues (i.e. participation in the real es
tate and gasoline tax). The Program also
calls for an analysis ofthe appropriateness
of approving a Municipal Tax Code 
such a Code was proposed in 1986 (but
was vetoed by the President) in an effort
to systematically review and define all as
pects oflocal tax authority and to serve as
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a. basis for modernization and improve
ments in the· current system;

2) Strengthening of the technical and man
agementcapacity ofloca! governments, in
cluding reforms to the national municipal
institute- INIFOM - and the possible
participation ofthe nationat·municipal as
sociation - ANAM- in the Executive
Board ofthe institute;

3) Strengthening of municipal capacity to
promote, facilitate and organize the active
participation ofthe community in the iden
tification and implementation ofsolutions
to local problems; and

4) Review ofthe legal basis so as to increase
the period for which municipal govern
ments are elected (perez, 1994, p. 47).

The central government has been successful in
completing Point 4 ofthe Program, extenmng the
period of·governance for officials of aU munici
palities to four years. It has also made great ef
forts .towards honoring. Point 1 of the Program,
the transfer ofrevenues to municipalities, despite
tbenationalfiscalcrisis(perez, 1994, p. 47). Thus,
it is evident that while some advances have been
made towards decentralization inGuatemala, little
progress has actually beenreaJized in putting dis
cussions and proposals into action. However,
through the current efforts of ANAM, there is
evidence tbatgreater progress towards decentrali-

urion may be achieved in the nearfufure.(see
"Guatemala: CurrentEfforts Towards Decentrali
zation," p. 15).

HONDURAS

Honduras is· often·used as. an example ofdecen
tralization in Central America. The1990Munici"
pal Law includes the basic elements necessaryfor
effective decentralization- devolutionofpower~
authority and resources.to the local level. Thus,
the Law has significantly advanced the process of
decentralization in Honduras and hasaUowedfor
greater local control and increased opportunities
for citizen participation in 10calaffairs.Additipn
aUy, the Honduran municipal~ssociatipll'

Asociacion de Municipi()sdeHonduro's
(AMHON), is perhaps the strongest nationalias~
sodation inCentral American and, indeed, is con
sidered to have been.instmmental in the passage
ofthe 1990 Municipal Law·as weD asimportant.
reforms in the Honduraneleetora!process. The
National Program for DecentralizationandMu
weipa! Strengthening, recent3y approvedbytbe
new administration, was created with.avisiontp
wards furthering .tbe process of decentralization
and municipal development anddemonstrates the
new President's commitment to decentralizatiQri.
Yet, a great challenge remains for hoth national
and local officials inHonduras to etrectivelyimple
ment and strengthen the process ofdecentraliza
tion which has b..~n initiated throughthe passage

- ,._----------------------------------
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ment (PADCOt Regional Municipal Sector Assess...
mem:, Annex ilt p.12).

In his report "Decentralization and Democratic
Governance," George Peterson notes that over the

2) MlJderniumon ofthe TtlXlltion $yitem- ANAMhas proposed a ...•
new tax law Wbichwouldimpose one unifonntaX oneronomic.
activities. ANAM hopesto furishprep8.tationofthe proposed new •..•.
law and submit it for reviewduriDgthe fuUtthqWirterofl994, for·
possible approval in 1995.

3) Direct Trfl1l6/l!T ofResources - ANAM hase~ed.aplan that
would refonn existingJaw~as toguarantee theautQmatic transfer. .
of resources to which the Ouatemalanmunicipalitiesare entitied·•. ·
(i.e. the deIivety ofthe constitutional transfer of 10 percentofna;. .
tionaI revenues and the municipal share of·national taXes). ~..•
new lawwouIdbelp normalizethedelivery oftbese funds accotdiDg ..••.
to legal requiremems. ANAMwill prepare the proposed new.law
for review during the fourth quarter of1994 for possible approval· •.
in 1995. ..

I) RealEtitDte r=· Apreliminalyplait. deve!Oped-t~ybe;- .
.ingrevised by ANAM,prOposes municiPal:administration ofthe·.·.· .
. real estate tax...ANAM will.negotiate with the new .Guate1l1a1an·••
Congress to ensure inclusiOn ofthe proposed neW: tax on the Con~ ..
gressionalagenda for this year.... ·. . . . . .

ofnational legislation.

The Constitution 0/1982
- The Honduran Constitu
tion of 1982 makes sev
eral references to munici
pal autonomy, decentrali
zation, and community
participation. Article 5 of
the Constitution refers to
the creation of a partici
patorydemocracy in Hon
duras. Article 294 recog
nizes the autonomy of
municipalities. Finally,
Article 302 states that citi
zens win have the right to
freely create community
associations, federations
or confederations.

Municipalities Law of
1990 (Dec. 199,0) - The
Municipalities Law of
1990 replaces the 1927
Honduran Municipal
Code, and hasvery signifi
cant implications for de
centralization in the Hon-
duras. The Law of 1990: I) passes to munici
palities the rights conferred under the Constitu
tion; 2) opens new doors for democracy; 3) in
creases citizen participation at the loca11evel; and
4) transfers some services to municipal govern-
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course of four years (from approximately 1986
1990), municipal reform had gain~d a good deal
ofsupport from Honduran .mayors who, by 1990,
were extremely active in lobbying for greater re
form (Peterson, 1991, pp. 6-7). AMBON, the
national municipal association, was revived and
the leadership, which was previously central gov
ernment appointees, was replaced by popularly
elected mayors. These mayors joined forces to
lobby for a new municipal statute that would al
low for greater tax and fee settingdiscretion. This
new statute came in the form of the Municipali
ties Law of 1990 which included the following
prOVIsIons:

• Transfer of5 percent ofnational revenues
to municipalities - Over a 4 year period
(1990-1994), municipalities are to receive
gradually increasing percentages of the
national budget. The schedule is designed
as foJlows: 2 percent in 1992; 4 percent in
1993; and 5 percent in 1994. According
to the provisions of the Law, municipali
ties will receive an established amount of
lempiras, based on.the number vfinhabit
ants in each municipality, in accordance
with the SECPLAN (Secretaria de
Planificacion) Census of 1988. These
funds are to be used primarily for capital
investments, although up to 10 percent of
the funds can be used for operating bud
get expenses.

• Provision ofadministrative authority - The
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1990 Municipal Law givesfulladminis
trativeautonomy to municipalitiesin.the
preparation and approval oflocalbudgets
and fees.•Article 84 .ofthe Law states that
municipalities are· able to chargemunici
pal inhabitants for: 1) municipalservicrs,
direct or •indirect; 2) use of municipal or
commonly...held .land; and 3). administra...
tive services that affect or benefit. inhabit
ants of the municipal district. Thetnu
nicipality is able to.collect these funds ex..
elusively for municipal. use. Thus, .inad;'
dition to the 5 percentnational.reventie
transfer, municipalities •have access to
other income sources.

Creation ofgreater. means •ofcitizen •• par
ticipation - The 1990 Municipal Lawes..
tablishesseveral mechanism. for greater
citizen participation in the•local decision
making process. Forexample, the Law in
eludes: formal recognition of neighbor
hood development associations and ac
knowledgment oftheir role in choosing
municipal services; detailed instructionsori
holding local plebiscites; a specificregu
lation that each municipality. must have <a
Municipal Development C01.lncilconsist
ing ofcommunity representatives; aman...
date which states that municipalities must
hold cabildos abiertos (town meetings)110
less than five times per year;andtheobli
gation of the municipality to make public
the municipal budget.
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As all of the basic elements of a decentralization
process are included in the 1990 Municipalities
Law, it has sometimes been used as an example of
whatcan be accomplished in other Central Ameri
can countries as they also move forward in the
process of decentralization and increased local
government autonomy_

The Electoral Reform of 1991 - This reform,
implemented in February 1991, allowed for asepa
rate vote.for local mayors and council members,
independent of the· presidential election. In No
vember 1993, for the first time in Honduran his
tory, electoral ballots included both presidential!
congressional candidates and municipal candidates
on the same ballot. This allowed voters the op
portunity to "split" their ballots, voting for one
party at the national level and another party at the
local level. Thus, the Electoral Reform of 1991
reduces political party influence and allows for
greater citizen influence over local affairs.

Decree 270-93 - This decree was passed in De
cember 1993,. just as former President Rafael
Leonardo Callejas Romero left office. It modifies
the 1991 Electoral Reform Law by allowing for
separate ballots for the president, congress and
mayors. In 1997, through the provisions of this
Decree, presidential, congressional and mayoral
candidates will be placed on separate ballots. The
ballots for presidential candidates and mayoral
candidates will also include photos.

Decree 190-91: Law/or the Modernization·of

the State - Decree 190-91 was approved in I)e
cember 1991, creating both an Executive Secre
tariat and a Presidential Commission forthe Mod
ernization of the State. The overall objective of
this law, as stated in Chapter 1, ArticleJ ofthe
Decree, is to analyze the process ofrnoderniza
tion which includes political and institutionaltratlS
formations, improvements and innovations.

According to Decree 190-91, the Presidentia.l
Commission for the Modernization ofthe Stateis
responsible for the study, formulation and design
ofnational policies to reform the State as well as
the design of decentralizationprogramsatld
projects and the periodic evaluationofthe results
ofthese policies, programs, and projects.

The Executive Secretariat has both administrative
and coordinating functions.· It is principally
charged with carrying-out the resolutions passed
by the Commission, assisting the appropriate state
institutions in undertaking the projects and pro
grams which the Commission approves and com.
pleting studies and evaluations ofthese activities.

The National Programjo,.DecentraJizationa"d
Municipal Strengthening - In mid-1993; •the
Presidential Commission for the Modernizationof
the State approved the National Prograntfor De
centralization and Municipal Strengthening. The
objective ofthe Program is to further. the process
ofdecentralization and municipaldevelopment~y

1) strengthening the municipality, as thebasict~r
ritorial unit of the country, so as to improve the
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provision of services and the exercise of partici
patory democracy, and2) strengthening local de
velopment through the effective transfer of au
thority, resources.and decision-making power from
the central government to municipalities. Some
agreements for thedecentralization ofcertain ser
vices are already in place as a result of this Pro
gram.

The Presidential Commission for the Moderniza
tion of the State created the Inter-Institutional
Committee for Decentralization and Municipal
Strengthening to implement this Program. The
Inter-Institutional Committee was charged with
the preparation of sectoral programs for decen
tralization, giving priorityto the areas of health,
education, sanitation, environmental protection
and management, and public works and transpor
tation.

The 1990 Municipal Law along with the electoral
reforms and the national decentralization and
modernization programs are testimony to the fact
that Honduras undoubtedly leads the way in the
region in terms ofpassage ofdecentralization leg
islation and policy reforms. However, as noted
earlier, the challenge renmms for both the national
and local governments ofHonduras to effectively
implement this process ofdecentralization. Thus,
the current efforts ofthe national municipal asso
ciation, AMHON, have concentrated principally
on assuring the proper application of the provi
sions ofthe Municipal Law of 1990 and other re
forms and not on seeking new legislation.

NICARAGUA

Prior to the currentChamorro government, po
litical power was firmly concentrated in the hands
ofcentral authorities·in Nicaragua. ··Localgov
ernment had limited politicalinfluence,verylilll
ited financial resources and was believed to lack
the capabilities needed to be an effective provider
ofpublic services; However, in the late 1980's,
just prior to the election of VioletaChamorro
(1990), the national administration implemented
a number of changes in the country's political
structures in an·effort to transfer some responsi
bilities and authorities to the local level. Evidence
ofthis effort can be seen in theautonomygrante~

municipalities in The Constitution ofJ987 and. in
the authorities assigned to the municipalitiesinthe
Municipal Law of 1988. Nonetheless,<3>strong
central controland administration wasmaintained
and its was not until the entrance ofthe Chamo

11T
o

Government that a greater effort· was made. to
promote democratic reform andto strengthen 10
cal government as an essential part ofaparticipa
tory democracy.•. Recent steps, such as the trans
fer ofthe administration of some services {OrIlU

nicipalities, the implementation ofa StateReforrn
Program and the creation ofa national>municipal
association, demonstrate a growing··.politicaIWill
to further the proces~ofdecentralization in Nica
ragua.

Reforms 0/1982: Regionalizationand Decen~
tralization - In 1982, the Government ofNicara
gua implemented reforms to promote
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regionalization and coordination. The reforms
involved a number of critical measures which in
cluded: rationalization of the political-adminis
trative boundaries in the country so as to create
an intermediate-level of government (at the re
gionallevel) for more appropriate planning and
implementation ofgovernment directives; creation
of the office of regional delegate (appointed by
the President) who.served as chiefcoordinator of
government activity; and elimination ofthe Sec
retariat ofMunicipal Affairs, which had served as
the principal advocate of local government, and
its replacement with the Secretariat for Regional
Coordination (Downs, 1988, pp. 3-5).

Though the reforms were believed to have de
creased government bureaucracy and increased
accessibility and responsiveness over the period
from 1982-1986, itwas evident that they had had
a negative effect on local governments. In all
cases. municipalities lost some degree of the au
thority which they had previously possessed, as
their broader functions were taken over by the
regional government (Downs, 1988, p. 7). Fur
thermore, decentralization, or more precisely
stated, deconcentration, at the regional level did
not increase popular participation and, thus, it was
recognized that reform of the overly centralized
administrative structure was necessary for greater
democratization, but it was not sufficient (Downs,
1988, p. 14).

The Constitution of1987 - The provisions con
tained in the Nicaraguan Constitution of 1987 re-

new the importance oflocal-Ievel governmenfand
its role in ensuring greater popular participation,
which is critical to decentralization and democ
racy. Article 177 ofthe·Constitution provides for
the free and direct participation ofthe people
the election oflocal authorities.

The Constitution of 1987 also specifiesthat,<fot
administrative. purposes, the·national •. territoryis
divided into regions, departments and munic;ipali
ties. The municipality is defined as" the.basic
unit ofpolitical and administrative division inthe
country." Yet, it is also noted that "municipal
government and administration correspondtothe
municipal authorities without detriment to the
central government authority" (pADCO,.Nicara
gua: Municipa! Government·Assessment, 1992,
p.48).

The. MUllicipal.Lawol1988 - .This law. estab"
Iishes the purpose, character, functions, authori
ties and organization oflocal govcl11l1).ents. Jtalso
establishes the resources availabletomunicipali
ties and defines the relationship betweenthemu
nicipalities and the centralgovemment.Theman
dates of the Nicaraguan Municipal Lawof1988
include the following: 1) the direct elections of
high public officials-· reiterating Article 1770£
the Constitution; 2) the right to struetureandop
erate the municipalgovemmentaccording to. the
reality ofeach municipality; 3) the possession of
patrimony, which can be used freely according to
law; 4) the capacity to manage and dispose ofre
sources; and 5) the exercise ofauthorities for the
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satisfaction of people's needs (pADCO, Nicara
gua Assessment, 1992, p. 32).

Though Nicaraguan municipalities, through the
provisions ofthe Municipal Law, have been given
a wide range ofauthority and functions, in reality,
it is the central government which provides the
majority of services and basic infrastructure.
Nonetheless, it should be noted that the central
government has transferred to the municipal level,
on a pilot basis, the administration of some ser
vices which used to be under central control, in
particular water and education(RHUDO Program
Review, Municipal Development Section, 1993,
p.2).

The 1988 Municipal Law also deals with munici
pal tax incomes stating that such incomes can come
from municipal taxes, fees, special contributions,
fines and from municipal participation in fiscal
taxes. Nicaraguan municipalities have been au
thorized since 1991 to collect a fairly broadrange
oftaxes includingproperty tax and a local vehicle
tax. However, it is important to note that the
municipal tax plan (Plan de Arbitrios), which in
cludes a schedule of tax rates and charges, must
be ratified annually byExecutive Decree. Indeed,
in his report on local tax systems in Central
America, Jose Antonio Perez notes that Nicara
gua is the only country in the region whose na·
tional government enjoys such a high degree of
power over municipal taxation due to the powers
granted national authorities via the Constitution
(perez, 1994, p. 80).

Decree 498 - lIThe Regulationsfor.Organiza
tion andFunctioning ofMunicipalities" (March
1990) - The mandates contained in the Municipal
Law of 1988 clearly state the municipal
government's obligation to provide meansforciti
zen participation in municipal activities, manage
ment and •administration. Decree •• 498 .contains
specific provisionsfor ways in whichgreater means
of citizen participation in local affairs are to be
created. Articles 64-66 ofthis Decree states that:
1) municipal governments are obliged to support
the creation·of citizen organizations and to pro...
mote the participation ofloeal organizati()DSinthe
administration of the municipality; 2) it is the
mayor's responsibility to assemble the population
at least twice a year so as to evaluate municipal
activiti~s, such as annual<approval of themunici
pal budget; and 3) it is the municipaL council's
obligation to create'Community.• Councils which
can prepare proposals related to specificmunici
pal activities and can contribute to municipal man
agement. Article 74 ofDecree 498 also. states
that the municipal council·cancreate Complemen
tary Organizations in order to strengthen commu
nity participation, to improve therenderingofser
vices to the population and to increase. theeffi..
ciency of municipal management .and municipal
activities (pADCO, Nicaragua Assessment, 1992,
p.49).

Decree 497 - Creation of the lnstituto
Nicaraguense de Fomento Municipal (lNIFOM)
(March 1990)- Decree 497 created the Institute
for Municipal Development (INIFOM), ,which
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functions as an autonomous government agency.
Through this Decree, INIFOM is obliged to: as
sist municipal governments; ensure the compre
hensive development ofmunicipal government as
the primary expression of the. state at the local
level: and support popular participation in public
affairs. The. Institute also organizes and imple
ments plans and activities dealing with the mu
nicipalities' role and resources (including research,
training, technical assistance, etc.) withinthe con
text ofnational policies, strategies and plans and
municipal participation (pADCO Nicaragua As
sessment, 1992, p. 37).

It is also important to note that INIFOM has a
Board ofDirectors which consists principally of
mayors. The presence ofa majority oflocal gov
ernment officials on the Board greatly increases
INIFOM's potential ofproviding efficient and ef
fective assistance to municipalities.

Comite lnter-Institucional para el Desarrollo
Municipal y fa Descentralizaci6n (CIDMD) 
The Inter-Institutional Committee for Munidpal
Development and Decentralization (CID1vID) was
created in 1992 to help promote the national pro
cess ofdecentralization. The committee consists
of representatives from the Office of the Presi
dent, the Ministry of Interior, INIFOM and from
among the Nicaraguan mayors. Similar to the
charge ofthe Municipal Development Coordinat
ing Committee (CDM) in El Salvador, CIDMD is
responsible for directing the transference of au
thorities, responsibilities and resources to local

government, as necessary and appropriate to
achieve •effective decentralization.

Some proposals for decentralizationhave.alread~
been presented before the National Assembly and
other national government entities. Inde~d,ip

1994, a Program to Reform theStatewasiniti
ated, focusing on deregulation and privatization
of public enterprises (perez, 1994,p.78)..()ther
steps, such as the transfer (on a pilotbasis) ofthe
administration of some services tomunicipaliti~s

and the delegation of authority to munifipalities
for the administration ofa variety oftaxes, give
some promise for real advancementtowards de
centralization in the near future (see ''Nica.ragua:
Current Efforts towards Decentralization," p:Z2).

PANAMA

In comparison to other Central Arnericancoun
tries, Panama remains highly. centralized. The
country has maintained. a strong central authority
ever since the 1941 Constitutionplacedheavyre
strietions on municipal authority andadministra
tion. Thus, very few laws have beenpass?dor
policy reforms implemented whichrelatesJ.'ecifi
cally to decentralization and· increasedmurricipal
authority. Nonetheless, there •are some piecesiof
legislation which include provisionsthatd~fine

local. government and its authorities andrespon
sibilities. ObselVers who readthese lawsandr~g-u
lations, however, often find serious contradictions
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as well as restrictions that
impede municipal devel
opment. Many municipal
regulations are simply not
followed under present
circumstances (PADCO,
Regional Municipal Sector
Assessment, Annex II, p.
27). Yet, although it is evi
dent that Panama lags be
hind the other Central
American countries in
terms ofthe passage ofde
centralization legislation,
recent events, such as the
direct election of mayors
and the creation of a na
tional municipal associa
tion, signify important be
ginning steps towards a
process ofdecentralization
in Panama.

The Constitution of1972
- Title 8 ofthe 1972 Con
stitution regulates the mu
nicipal and provincial re
gimes. The Articles con
tained in this Chapter re
late to local government
structure, provincial administration, municipal
councils and municipalities (PADeO Regional
Municipal Assessment, 19Y2, Annex IT, p.26).

Law No. 105 (Oct. 1973) - Law No. 105 estab
lishes regulations regarding Community and Lo
cal Boards.
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Law No. 106 (Oct 1973) - Law No. 106 is the
most comprehensive code covering municipalities.
It establishes that:

Article 1) Municipalities shall beautono
mous;
Article 2) Local governments shall be in
dependent and shall provide certain spe
cific services;
Article.3) The mayor shall exercise con
trol at the local level;
Article 4) A municipal council shall exist,
describing its function;
Article 5) Municipalities can protest
against any national law that goes against
the provincial level;
Article 6) Local governments shall be in
volved in addressing local epidemics;
Article 7) Citizens have the right to par
ticipate in referendums at the provincial
level when the central government violates
municipal authority.and autonomy; and
Article 8) Municipal councils can create
public-private enterprises to generate in
come fur municipalities or provin('~s

(pADeD Regional Municipal Assessmeu,
1992, Annex n, p. 26).

Another important provision of Law No. 106 is
the authority it grants municipal councils in set
ting their own taxes and service fees. The Law
states that "it is the exclusive right and responsi
bility of the municipal council to establish taxes,
special contributions and. fees and rates, in con-

formance with the law, in order to cover costs})f
administration, services and municipal. invest
ments." Each district in Panama hasits .ownsys
tern oftaxes and fees, which isimplementedwithin
the framework ofLaw No. 106 (perez,1994,p.
93). In his study of local tax systems inc;e~tral

America,·Perez notes that despite thehighly-cen
tralized control.exercised by the central govern
ment over municipal administration,PariamaniatJ.
municipalities enjoy a much higher degreeofcorb
trol and autonomy in setting taxes rates than do
the municipalities ofthe other countriesin. theisth
mus (perez, 1994, p. 93).

LawNo. 52. (Dec. 1984) -LawNo. 52 made sQllle
revisions to the 1973 Municipal Code (.Law.No.
106) as follows: 1) mayors are·not to<beelect~
by the people but rather appointed bythePresi
dent; 2) mayors and local council membersaretq
be paidwith local funds; and 3) municipalitiesshaU
collect taxes and those funds· wilL gQdirec~ly~()

the National Treasury and will thensllbsequently
be returned to the municipalities (PA.DC(),~~

gional Municipal Sector Assessment,Annex.II,
p. 26). ArticleA ofLaw No. 52 eXPanded the
authority of the municipal councils<to create pub
lie-private enterprises to includeanytypeofac
tivity,including the provisionofservices currently
provided by the national government and,. in ',Jar
ticular, those activities that promote the develop
ment ofindustry, agriculture and the raisingofliye
stock.

Law No. 51 (Dec. 1984) - This 1984 law states
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the·functions ofthe Provincial Councils.

Law No. 2 (Jun. 1987) - This law establishes the
functions ofthe provincial governors. Law No.. 2
was later modified by Law No. 19(August 1992).

Law No. J7 (Jun. 1993) - This recent law made
important reforms in the Panamanian electoral
code. The passage of this law represents an es
sential stepinthe process ofdecentralization as it
allows for the direct election of mayors. Thus,
during the May .1994 elections, Panamanian may
ors were elected by the. people and not appointed
by the President.

Panama has historically had a centralized govern
ment whereby the municipalities. serve more as
arms of the. state rather than autonomous public
entities with distinct attributes, functions. and re
sponsibilities. The country has notyet taken many
critical steps towards decentralization as· have
other Central American countries; rather, the po
litical. scheme in Panama hasbe.en one of
deconcentration of servicesto local governments
and not actual devolution ofauthorities, resources
and powers. Nonetheless, some recentevents such
as the direct election ofmayors in May 1994,and
the formation ofa national municipal association
in August 1994, represent positive steps towards
decentralization. Indeed, the new municipal as
sociation·has already established a meeting with
key national officials in November of 1994 in or
der to begin a dialogue on possible legislative re
form that would strengthenmunicipal government.

CONCLUSIONS

The countries of Central America .have indeed
made important strides withinthe past~ecadeto

wards. creating· more decentralized aIld Parti(;ip~

tory democratic systems. Yet, it is.evidentfr0IIl
the findings of this Special Report thatthereisa
great variance in the degree of decentralization
realized in each ofthe countries ofthe region as
wen as the degree to which theproc~ssofdecen
tralization· is supported···and.·•• given hig~-level.p()&.

liticalattention.Some cOuntries.. such as Hondu
ras and EI Salvador have.been .able to make. de
centralization.and municipal develoPIllent.impor
tant national political issues. Furthermore,.the
municipal associations in these two coulltriesaxe
playing a major role in the.designof their respec
tive national decentralizationprograms.Yet~itis
important to. note that EISalvadorhas only re
cently. embarked.·on the ·road towards peace and
the transformation ofthe pUblicadministration~f

the country. Thus, El Salyadoris onlyinthe be
ginning stages of a process of decentralizati0ll,
whereas Honduras· has had the opportunity to
advance further along in this process.

Nicaragua, too, has only recently begun a strong
push towards national reform in favor of decen
tralization. The countryhascertainlynotseenthe
same progress as Honduras, yet the recent cre
ation of a national municipal association(1993),
the implementation of a pilot project to. devolve
authority for local services to municipalities arid
the establishment ofthe Inter-Institutional Com-
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mittee for Municipal Development and Decentrali
zation (CIDMD), all point to increased political
'willingness to move towards greater decentrali
zation.

The implementation ofthe transfer ofnational rev
enues to municipalities was praised as an impor
tant move toward decentralization in Guatemala
and, indeed, hasbeen used as an example for other
countries in the. region. •Nonetheless, the central
government retains a high degree of control over
resources and decision-making. The countries of
Panama and Costa Rica also continue to maintain
strong central government authority; they have,
thus far, made limited progresstowards increased
decentralization. Yet, recent efforts on the part of
the national municipal associations in each ofthese
countries point to increased political will on the
part of national officials to discuss·· and consider
decentralization legislation and greater possibili
ties for change in the short- to medium-term.

Honduras undoubtedly leads the region in terms
of the passage ofdecentralization legislation and
policy reform. Other Central·American countries
may look to such legislation as the 1990 Hondu..;
ran Municipal Law, the electoral reforms·andthe
recent National Program for Decentralization and
Municipal Strengthening as examples to learn from
and apply to their own specific situations, Yet,
Honduras faces the immense challenge which all
the Central American countries will face as they
approve legislation related to decentralization
that is, to effectively implement and strengthen

the process ofdecentralization whic~ once signed
and agreed to on paper, has only justbegun.

BIBLIOGRAPHY

Amaro,. Nelson.. Descentralizacion Jl
Participaci6nPopularen Guatemala. Guatemala
City, Guatemala: Instituto .Centroamericanode
Estudios Politicos (INCEP), 1990.

Asociaci6n de •• Municipios de Honduras
(AMHON).Leyde Municipalidatiesysu
Reg/amento. Tegucigalpa,Honduras:AMHON,
March 1993.

Centro.de Investigaciones Econ6rmcasNacionales
(CIEN). Temas Pub/tcos: Fortalecil1liento}Ju
nicipal. Guatemala City,·Guatemala: CIEN,July
1993.

Downs, Charles. Politics, DesignandResults.·.
RegionalizationandDecentralization inNiGara
gua and Haiti, 1982-86. New York,:NY:/Co
lumbia University, The Institute ofLatin America
and Iberian SV1dies(papersonLatin America #7),
September 1988.

Echegaray, Francisco 1. EI Papeldelas
Transferencias Fiscalesdel Gobierno Centra/at
Gobierno Municipaly la Descentralizacion: ... El
Caso de Guatemala. .Guatemala City, Guatemala:
Instituto Centroamericano de· Administraci6nde

25



Decentralization in Central America: APolicy·Overview

Empresas (INCAE), 1991.

FEMIC~ Federaci6n de Municipios del Istmo
Centroamericano. Municipalismo,
Descentralizacion, Asociativismo e Integracion
en Centroamerica. Guatemala City, Gl 1?temala:
FEMICA, July 1994.

Jager, Harry. Las Reformas Municipales en
Centroamerica. Guatemala City, Guatemala:
FEMICA (revista), September 1994.

La Gaceta - Diano Dficial de la Republica de
Honduras. DecretoNumero 190-91. Tegucigalpa,
Honduras: 7 January 1992.

Perez, Jose Antonio. Sistemas Tributariosde los
Gobierllos Locales en ellstmo Centroamericano.
Guatemala: SIECA, July 1994.

Peterson, George. Decentralization and Demo
cratic Governance: A Review ofLatin American
Experience and Lessonsfrom Sub-Saharan Af
rica. Washington, D.C.: Working Paper: The
Office ofHousing and Urban Programs, USAID,
March 1991.

Planning and Development Collaborative
(PADCO,Inc.). Nicaragua: Municipa/ Govern
ment Assessment: Final Report. Washington,
D.C.: PADCD, 1992.

______. Regional Municipal Ser:to7 Assess
ment for Central America. Washington, D.C.:

PADCO, June 1992.

Regional Housing and Urban Developmenf()f
flee for Central America (RHUDD/CA).
RHUDO/CentralAmericaProgram Review. San
Jose, Costa Rica: RHUDO, May 1993.

Stout, Donald E.~ Allan G. Austin;. Stephen V.
Pereira; y Dennis A. Rondinelli. •Costa Rica:
Diagnostico de DesarrolloMunicipa/yPropuesia
de Politicas. Research Triangle Park, NC: Re
search Triangle Institute, 1990.

Teran, Ana Isabel. Memo on .Laws Regulating
the Municipal Regime in Panama. Panama City,
Panama. 5 July 1994.

Wheaton, Sandra. Temas: Un Desafiopara la
Democracia Centroamericana: Una· Agenda
Municipal. Washington, D.C.: PADCO~.]nc.,

1992.

SELECTED FUKI'BERREADINGS

Amaro, Nelson. Hacia una Cultura de
Participaci6n. Tegucigalpa,.Honduras: ·USAID,
April 19 G.

Amaro, Nelson. Descentralizaciim, Gobierno
Local y Participaci6n: A!!'!~rica Latina yHon
duras. Tegucigalpa, Honduras: USAID, USPS
and Ministerio de Gobemaci6n y Justicia, June
1994.

26



Decentralization in Central America: A Policy·Overview

Apthorpe, Raymond, and Conyers, Diana. "De
centralization, Recentralization and Popular Par
ticipation in Developing Countries: Toward a
Framework for Analysis." Development and
Peace, Vol. 3 (Autumn 1982): 47-59.

Davey, KennethJ.. "TheChangingPattern ofLocaJ
Government: 'From McKenzie to McKinsey.'"
World Development, Vol. 2, No. 2 (February
1974): 71-73.

___. Strengthening Municipal Govern
ment. Washington, D.C.: World Bank, 1989.

tionalReform inNiger. Burlington, VT: Associ
ates in Rural Development, Inc. (prePared for
USAIDlNiger by Decentralization: Finance ·and
Management Project), April 1992.

Instituto de Investigaciones Socioeconomicasde
Honduras. "Nuevas Leyes Lesionan Democracia
Hondureiia." INSEH Informa, 63 .(Feb.JMarch
1991): 2-4.

Instituto Latinoamericano y deC Caribe ·de
Planificaci6nEconomicay Social. EnsayosSabre
Descentralizaci6n y Desarrollo Regional.
Santiago de Chile: ILPES, 1987.

Dillinger, William. Urban Property Tax Reform:
Guidelines and Recommendations. United Na- Instituto Libertad.BoletinMunicipal. Vall, Nos.
tionsDevelopment Program (UNDP), April 1991. 1-12 (January 1993 - December 1993).

IULAICELCADEL. ·Cuaderno· de Desarrollo
Local (NUmero 11): Modemizacion Municipal:
Planeaci6n Participativa. (Jrganizaci6n Socialy
la Movilizaci6n Comunitaria. Quito,Ecuador:
IULAICELCADEL& RHUDOISA,·· September
1992.

IULAICELCADEL. Cuodemo de DesQ1'rollo
Local (Numero 13): EI Municipio Como
Promotor del Desarrollo Economico. Local.·
Quito, Ecuador: IULAICELCADEL&RHUD()I
S~ February1992.

Fesler, James W "Approaches to the Understand
ing ofDecentralization." Journalo/Politics, Vol.
27 (1965): 536-66.

Graham, Lawrence S. "Rethinking the Relation
ship between the Strength of Local Institutions
and the Consolidation ofDemocracy: The Case
ofBrazil." In Depth, Vol. 3, NO.1 (Wmter 1993):
177-194.

FEMIC~ Federaci6n de Municipios del Istmo
Centroamericano. Experiencias Municipales
Centroamericanas. Guatemala City, Guatemala:
FEMICAICUD, July 1994.

Naciones Unidas, Comisi6n de Asentamientos
Humanos. Mejoramiento de la GestionMunici

Hall, Robert. Local Public Finance and Instilu- pal (Informe del Director Ejeeutivo). Nueva

27



Decentralization in Central America: A Policy Overview

York: Naciones Unidas, 1993.

Rondinelli, Dennis A. "Government Decentrali
zation in Comparative Perspective: Theory and
Practice in Developing Countries." International
Review ofAdministrative Sciences, Vol. 47) No.
2 (1981).

Schmidt, Gregory D. 4'Linking Action Training
to Bureaucratic Reorientation and Institutional
Reform." Public Administration and·Deve/op
menl, Vol. 11 (1991): pp. 39-55.

Smoke, Paul. 4'Local Government Fiscal Reform
in Developing Countries: Lessons from Kenya."
WorldDevelopment, Vol. 21, NO.6 (1993): 901
923.

Turner, Fredrick. 4'Municipal Government in Ar
gentina and Chile: Democratization Processes
and their Causation." In Depth, Vol. 3, NO.1
(Winter 199J): 151-176.

28

Regional Information Clearinghouse
USAID/G-eAP
la Calle 7--66. Zona 9
Edificio Plaza Uno. 90 Nivel
Guatemala. Guatemala

Tel. (502) (2) 32 03 22
Fax (502) (2) 32 04 32
E-mail: Huracan-cirgt@huracan.cr

Nicarao - clrgt@nicarao.apc.org
Internet - sdorsey@usaid.gov

Steven D. Dorsey, Information ReSQurces Manager
Sharon Van Pelt. Information Analyst
Silvia Rivera. Information Analyst
Claudia Galvez, Administrative Assistant


