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| Sumnary Description of the Project

A. Suamary of Conditions Necessitating the Prolect

The goverraent adninistration project is designed to improve the
will and capacity of the GOP to respaid more cffectively to the legit~
inate demands of the Penananian peuple. In this effort L., assistaice
is targeted on those selected areas of government activity most deeply
invalved in the nation's developaent programs and the institutions and
forces invaived in their planring, firancing end execution.

Sue indicators ¥ of Panans growth during the period 1960=-19GC-
v pepuletion which Increased 29.454 frow 1,061,000 to 1,373,205,  Schood
enrolient rosce i, b5 from 211,099 €0 207,000, Kilomaters of road in
the depublic increased U9. j4 froa 1,55C to 6,720. Gross natioial pre-
wection rose ;3% from B/, 337 .0 Hillion to B/. 747.% Hillion, writh
an average of |. 2% anruaily going to gross capital formation. Tota!
consutpiion within the private and public sector incieased by ¥ froa
3. L7 i Yion to B/, 53006 fillion.

Growth in over-all size of the public sector during thc sane periad
1S reviected in a i1yl increase in the ardinary budget from B/. i3.7: iii-
ifor to B/. 139.¢ Million. 9rdirary revenues rose 1007 froa B/. 50,0 iil-
vion to B/ 1i0. 0 Miflion (in part as a result of a scries tax refor.
weasures described later on in this PROP), WNational government eanloy-
it grew s From 2,00 to 3,309,

friotacr easure of response is indicated by grouth of cutonomous
agencies' operaticns.  In an attenpt to isprove public housing, the Insti-
uts Je Vivienda y Urbanisio as created in 1955. Wster and sewerage
services vere conbined into the Instituto de Acuecuctss y Alcantariliados
Nacicaales in 1J0I. And the sane year responsibility for electric po.er
generation and transmission was vested in the Instituto e lecursos Hidrau~
iicos oy Electrificucidn. Tie total of autonomous agencics' caployees i~
creased 1744.:% from 4,22 to 4,00

In stmary, the total of public enployment, inciuding the Nationa!
Guard, increased 57.%/45 duriag the period 1960=-1964

% Source: Directorate of Statistics and Census
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1968 1260 Percent
Increase
Hinistries 34,359 23,68 4.0
Autonomous Agencies 2,106 3,428 - im.4
Municipal Gov't, 1,626 1,545 5.2
Total 45,521 v f

As_thg'deyglopment agencies increased.in_size, it became increas~
ingly clear that theirpolicy and administrative mechanisns - producte
of the pre-development-era were not functioning well. iey agencies

-needed to imprave organizational structurs, adiinistrative capabilities,
s competence of personnel and over-all respcnsiveness if the short and

" long range programs of the administration were to be carried out suc-
“cessfully,

GOP is concerned at the high incidence of adninlstrative weaknesses
that impede the achievement of development goals and the provisicn of
essential goverament services. Specific problems arc: a general veak~
ness ia government wide expenditure and fiscal controls, the lack of an
effective central procurement and malntenance operation, low output and
poor employee wmorale, generally burdensome procedures, a widespread lack
of executive controls and comwunication. These and other impedinents
to performance were identified in the report of a reconnaissance survey
of the major management and adninistrative problems facing the GOP. This

The public sector is faced with the task of raising its general Jevel
of operatine efficiency, and in a nanner to strengtien its crediblility
émong various sectors of the population - rural and urban, low income and
ell-to-do. A degree of confidence and general acceptance must be gen~
crated if the government is to carry out an effactive role in bringing
growth of a vigorous and increasingly sophisticated private sector, and
rationalizing the sometimes conflicting policies and programs involved.

in general, the largest share of public services are suppiied through

national gove-nment agencies and their fiold organizations. This concen-
tratlon of the forces of development into channels of central control ig

UNCLASS IF iFD



Pl ¥RaIg 8= 405 IZCLASS IF§ ED I\

indicated by combined employment {igures of the ministries and autonomous
agencles which rose 307 from 27,312 to 43,795 during the period 1963-196i,
The relatively static role allocated the municipalities s suggested by
local government enployment which - during the same period - increased
only 5.2% from 1505 to 1626,

Panama's land and resources may be on e scale appropriate to central-
ized direction, 2 Is believed, however, that the employment of develop-
ment forces in the long run is more effective when full yse is made of al}
levels of government. Preliminary studles In the arcas of comunity develop-

and private areas. Opportunitics are Suggested for more intensive fnvesti-
gation of Panama’s developnent processes and their relation to the smnaller
comnunity and its institutions,

B. Summary of the Project to Date

<1, Administration For Developnent

In June 1969 the GOP requested loan assistance to expand
beyond the range offﬁiesent government improvement activities into a broad
program of what is called “"Adninistrative Reform", it Is based on a sur-
vey *%of Papama's public sector performance in (1) moving toward the ng-
tion's development goals and (2) furnishrng essential governmenta] seérvices,
Survey recommendations for a five year improvement program costing $7."%
Million were adopted by the GOP which has requested an AjD loan to defray
half the implementation costs (largely management consulting services) with
an equal amount to be Provided through direct financing by Gop. Discussions

<= 2. local Government
M

To date grant funding within this activity has hLeen directed

to studies such as those a@ssessing the capab!lL;quﬁggmg[[er municipalitles
to eéngage in loan-financed self liqq{ggj!ggulgqglnp[ojgcts;”EXWYOrid“*E"““\
portunities and sourceamforHinckéd§lngmloca1.hévenugigﬁégc. Discussions

are underwa@y with the Panamanian Inter-Municipal League to explore its
capability for providi5§‘§“w1der‘range'6f facliitles and services to members,
ve agent in dealing with the central

*  Report on the Reconnaissance Survey of the Public Administration of
Panama, June 1969,

HELASEIE D
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7 3. Planning - National and Regional

Grant financed contract techniclans will conclude, by the
niddle of 1970, thelr assistance tu i Directorate General of Pionning
and Aduinistration (DGPA). Such assistance has been directed toward
strengthening the DGPA's Institutional capacity to effectively carry out
its functions as the central planning agency for the publlic sector. In
FY 1970 new loan funds will begin to supply assistance in broadening
DGPA's functions to Include regional and local planning. This latter as-

sistance is described in the PROP for project 525-15-099-119 (Urban Develop-
nent).

7. 4., Revenues Adninistratlion

Technical assistance in tax adninistration is belng furnishe.
ed the Directorate Genaral of Revenies (DGR) as a continuation of a sub-
projact that began in 1965. A four mai téam of advlsors furnished under
PASA with the U.S. Internal Revenue Service assists DER in the arcas of
collection, audit, training, management, data processing and rclated fields.

A customm advisor, supplied under PASA with the U.S. Bureau
of Custons, assists the DGR In upgrading Its customs functions iu such areas
as the application of duties, Internal controls, cargo documentation, and
contraband control. It is plenned that the custons and tax PASA's ..ill
continue under the loan-financed adninlstrative reform progra=.

Technical assistance on tax policy and legislaticn is pro-
vided the Hinistry of Finance by one contract advisor(short-t-rm).

5. Census and Statistics

TDY and short-term contract techniclans will sssist the
Directorate Genera! of Statistics and Census upgrade the quality of its
dato production. Extra assistance is being given the office as it pre-
pares for the 1970 Census of population and housing.

6. Short Term Activities

Brief periods of advisory services are fron tize to time
provided GOP in the administration of functions such as civil eviation,
social securlty and related arcas.

ANELASS FED
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C. Sumary of Project Future

it is plenned that the project will undergo two changes of importance
during the course of FY 1970. First, its scope will be si nlficantlynggad-
ened as attention is directed simultanecusly (a) to the I\SFEVBment’B' ad-
mlnls;gg;jgg\fggc;lgg; and processes common to government and (b) to the
resolution of the mejor menagement problems of selected cevelopment agencies.
The former will provide benefits to all government agencics, including ag-
tonomous &gencies. The latter wijl provide addltional bencfite to specific
government entities directly concerned with national develcprent.

Second, the support base of the project will shift from all grant to
largely loan funding. The five-ycar administrative reform program will be
financed, half under terms of an AID loan to GOP and half from direct GCP
funding via its annual budget.

PASA's with IRS and U.S. Customs will be loan financed as vill be a
wide variety of management consulting services called—for Ti the reforn
program. Grant financing of the planning contract will cease in 107,

~ In_the future, grant financing will be dirested mainly € monirnFing oy
USAID staff; participants, Jocal government, legislature and short tern

activities.

Authority and responsibility for conduct of the acainistrative reform
program will rest in part vith a presidential commission and ir. part uith
tho DGPA. The comnission vill deal with policy and coordinaticn aspects
of the undegtaking, the DGPA with direct implementation requircerits.

D. Contributions {0 the Proiect by the GOP

1. Admilnistration for Development

GOP has agreed to provide personnel, supporting services,
coamodities and contract professional services in the amount of $3.7
Milllon as its contribution to the adminlstrative reform progran. Funds
will be budgetéd annually as follows:

cy cY cy cY cy
1970 1971 1972 A3 gt
725,000 1,225,000 1,070,000 0,000 209,000

2, Natlonal! Planning

GOP suppor: of the national planning activity is indicated
in the following flgurcs from the Planning Beparzmnent of the DGPA.

UNCLASS (F{ED
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cy Cy cy cy cy
Planning Department 1365 1966 J967 1368 1969

Budget (Salaries) 89,820 141,660 201,970 237,640 255,000
Positions 24 26 40 4y LG

also
The contract technical assistence team has/been furnished
office space, secratarial services, and In=country travel by the DGPA
which will provide the seme support items in FY 1970.

3. Revenue Administration
Mw_

Dotail of this suppori is shown Inthe following data on
the Directorate General of Revenues (DGR) since inception of the tax and
customs acninistration Improvement activitles. Tax and_customs advisors
are furnished office quarters and facilities and secretarial services by
the DGR.

cy (" 4 Y cy cy
Lir. Gen. of Revenues 1965 J966 J967 1968 1369
(Tax and Customs)

Budget (Salaries;000) 1,903 2,043 2,676 2,823 3,166

Positions 752 776 917 932 1,108

4. Other Activities

: ~ Similar support Is furnished by the GOP to other activities
Jdnvalving short-term consultants providing technical assistance in conncc-
tion with statistics and census, clvil aviation, central procurenent and
the Reconnaissance Survey.

E. Asslstance Provided to Date by USAID
mm»w il

USAID/Panama has provided technical assistance to the project through
2 _Public Administration Officer since FY-1966, a Public Administration
Advisor since FY-19 and a second Public Administration Advisor Béginning
the second half of 1969 at & total cost of $199,952 through Fv-136c.

27
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The services of the three public aduinistration advisars are being pregran-
gmed through FY 1975, primarily for monitoring the administrative refora pro-
gram to be partially funded by the Development Administration Losn. This
advisory support requirement will be reviewed as loan implementation pro-
gresscs.

Services of the IRS Tax Teem providing technical assistance in tax ad-
ministration has been furnished st a cost of $609,746 Frow Ty 196" through
aid Fy-1 71,

A_CLstansNAdnggcnhas assisted in customs administration at a cost of
$102,700 from FY=1966 til] mid FY 1973, A_gpntrectﬂgggsujtigg,zcam_has

provided assistance in strenthening the nltldﬁél”ﬁjéqning,sys;cmhqf\;he

_DGPA from FY 1966 through FY 1970 at e cost of $731,922,

Hiscellaneous costs are incurred in other activitics itcluding the
provision of technical assistance In the flelds of statistics_and copsus,
civll aviation, social sccurity, legislature, procurcnent and supply, o
reconnalssance survey, mizicinal o' istration and tas policy,

LHCLASSIFIED
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Tabulation of Planned Contributions to th2 Project

Tebh ¢
Page 1 «. ' pages

COUNTRY: epublic of Panama Proieck Title:Gov't Adun & Fiscal Reform

NONCAPiTAL_ PROJECT FUNDING {(OBLIGATIONS IN $009)

PROP DATE
Originel
Rev. No.
Project No. 525-11-720-04uC

X 71964

1/

Fiscail Yesrs Ap Toral Cont Personnel Services Participants Comncdities Other Cosis

F1D | T PARSA T EONT . Dir. & Dir g [CONT Dir & ICONT

U.S. Ag U.S.Ag U.S.Ag

Priov _
through AL 3,700 3/ 2,700 850 2,700 150
Act. FY 1969 TA/CF 2,576 1,052 026 1,002 142 17 10 23
Oper. AL 0 _ _
FY___ 1970 TA a8k 32 18k Lo 77 L2 7 s
Budg . AL 5,000 3/ 300 3,335 1,700
Fy_ __ 1971 TA 255 37 169 32 e 7 5
B + 1 AL 8]
FY___ 1972 TA 274 57 172 bHh 38 7 3
B+ 2 AL )
FY___ 1973 TA 250 53 160 80 30 7 3
B . 197% AL 0
FY___  137% TA 230 53 141 50 30 6 3
Ai} 1975= AL 0
Sub. YRei.u7: TA 352 G6 232 60 1Y) 12 6
Tote! AL 8.700 000 __ 850 2,700 150 1,700
Al Yrs. TA/CF E‘Z‘, 57 1% L& 1,015 1,36 366 7 1o L2 75
Total L &G 13,027 %,000 1,5 1.065 1,065 3¢6 3967 10 T.97% o5

27 Meorandum {(Lonsdd) column.

;¢ Inciudes Loca! & TCH Persornel Costs.

2f These loan furcs will be cxpended over the course >f three o more years.
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Table 1|

Page 2 of 2 pages

Exchg rate 3! = B/1.00

Project No. 525-11-720-043

AlD-controlied Other Cash Other Focd for Freedom Commoditles
Fiscal Years Local Currency Contribution Donor Metric ccce World
U.S. = iCountry- Cooperating Funds Tons Value & Market
owned {owned Country ($ Equiv.) ( 000) | Freight Price
i ($900) ($008)
Prior
Through
‘Act. FY 1969 12,932
Oper.
FY ___ 1970 725
Budg.
Fy __ 1971 1,225
B+ 1
FY 1972 1,070
B+ 2
Fy __ 1973 250
8 + 3
FY ___ lgzl; 200
All 1975~
Sub. Yrsl1976 230
Total
All Yrs. 16,632
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i1 Setting for the Project - Conditions and Treuds

A. National Government

The Constitution of 1946 provides for a Naticnal Government with
legislative, executive, and judicial branches. The unicaneral asscibly
authorizes programs and appropriates funds. The executive brauch pid-
poses and carries out programs. It is headed by the President, coisists
of ten ministries and, at last count, tuenty-six autononious and seni-at-
tonomous agencles,

On the whole, performsrce of public sector institutions hac lec,
hampered by structural weakncsses such as faulty organization structuru,
lack of management controls, conflicting legal authorities and insuf-
ficient central mechanisms for expressing national policy anc coordinat-
ing implementation efforts. This role, envisaged for the Directorate
General of Planning and Adninlstration (DGPA), is only now excrging.

Operational efficiency within the public sector is adversc., af~
fected Ly several factors. One is a leck of senior public servants
experienced In agency affalrs. Consequently, policy formulaticn anc
direction at the ministerial levels varies, sometimes markedly, uith
cach succeeding encumbent. In the past, presidential control, hinder-
ad by the need to cbtain support from coalition parties, has resulted
in the appointment of policy level officials who tended to pursue the:r
respective party platforns without sufficlent regard for generai public
policy. Employce development programs, as such, are lacking, though
in-service tralning programs are carried out in virtually ail agencics
Other personnel fagtors Inhibiting sveral!l performance are nepotisa and
the spoils systempjrqrst persistent, ¢ socond most marked at the begin-
ning of each new admlnlstration.

in some areas, the gr- th of public institutiors was acconmpanied by
attempts to Improve on oldcr aras and techniques of adninistration
Seme cxamples are found i ' agency reorganizotions made in an altcipti
to improve services in housing and the public utilities. Tie national
government functions of persennel, budget and administrative studics
were consolidated and a ncw rasponslbility created for natlonal planning.
The various revenue collection functlons were combined inte a new citily
(DGR)  These and other changes made In the public sector were not aludys
accomplished with sufficient skill, but they are indicative of & scusc of
innovation and purposs. A variety of factors way have contributed o this
end. These inciude the cmergence of well trained younger men, products of
advanced tralning or university education in tie U.,S, The Panaus Canal
Company, Canal Zoue Goverrment and other U.S. installations in tihn Cenal

URCL TR IED
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Zone employ medical, engireering and other Panamanian professionals and thercby
provide exanples of modern monagement practises. The Unlversity of Pa-

nams offers a curriculum In public administration and sponsors seminars

for govornment employees in cooperation with International agencies,

Governnent pay-scales, while less than those common to larger business

it irmy, are not unrcasonably low and the administrative career system,

coverirg 4,500 employees, has served a limited but useful purpose.

1. Planning and Adninistration

In 1959, legislation was enacted to create within the

Ministry of the Presidency a new agency, the Directorate General of
Planning and Administration (DGPA), whlch was to act as the principal
staff arm of the President. A relztively new function, national pian=
ning, was given lmportant status within the DGPA. To this werc added
the related activities of budget, personne! and organizatlon and methods.
By 1963, a preliminary five year Development Plan had been drafted and
stbnitted to CJAP. Given the time and resources avaiiable it cculd be
considered an:} adequate beglinning. Certeinly, within Panawe It had the
effect of enhancing the role of DGPA and of focussing attention on a
document which brought together for the First time an assessment of
domestic resources and an evaluatlon of raquirements needad to support
¢ _developrent program.( In 1965, as the fuli scale of the plancing and
{progrdﬁzgﬁa‘55§ﬁfﬁébame clearer, GOP requested a package of technical
'assistance to strengthen the planning department, start a tochnical
‘traiiing progran, develop sectoral studles, and include criteria for
projcct evaluation, investment projections and a program to luprove
intergovernnental planning coordination. Such assistance was furnisi-
e¢d through a contract financed by AlD.

As this sub-project enters its final year It Is evident
that the institutional role of the BGPA has boen strengtiicned and par=
ticularly so during this last year under the present government. Re-
quests from the Hinfstries for DGPA technical assistance exceed its
capacity to perform. There is increasing and continued recornition
within Minlstries of the leading advisory role of DGPA in matters ree
lated to economic and soclal planning. (This office took a leading
part in developing material and working with the Rockefeller Mission,
DB Mission, World Bank Mission, ete.}. In 1967, and again ia 1500,
Econonic Reports werc completed for presentation at the annual CIAP
country reviews.

Completion of the natfonal development nlan is schicduled

UNCLASSIFIED
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“for 1970 folloulng tie issuance of sectoral diaghoses of lousing, Elec-
trification, Healzn, Tionsport and Agriculture. A variety of special
reports have becen issucd dealing with the budget piocess, Viscal incon-
rives, quota systen, foreign exchange multiplier and a aethodology of
short and long tera revenue pioiections. Elght staff techniciany have
rece jved acadenic training in development economics at universities in
the U.S,, Puerto Rico and Chile. To strengthen its perforamance in the
areas of budget and porsonuel tic DGPA has contracted the services of
twa U.S. management consulting firas now mobilized and at work.

2. Adninistrative hKcforn

By 187 improvements in the central =lanning process
and in revenue collection encouraged the GOP to consider dttacking
government admiristration problems on a broad frong and carly in 1967
it formally requested assistance in seeking to Improve the essential
structure afid operation of those agencles having major responsibilitics
for the country's nconomiz and soclal development Subsequent discus-
sions suggested a sector loan for program of improved public adminis-
tration for vhich GOP would bear one-half the costs and take prime
responsibility for inplementing.

in order to prepare for the Developuent Adainistratior,
Loan it was agreed that a Reconnaissance Survey was needed in suppl
in sufficient detoil the type, level and cost of tecanical asslistarcs
required and to identify other forms of assistance required.

Objectives of the Reconsaissance Survey ..ere win Vol !
(1) to identify adninistrative problems Impeding achicvewent of pa-
tional developnent goals of the provision of essential public services;
(2) to program o comprehensive plan for the modernization of the pubiic
adainistration as the best wneang to assure the success of all oier
developnent plans.

These objectlives will be sought through a progra.: of
"aduinistrative reform within the pubilc sector. As used in ti,is
context the term administration is synonomous 'ith management, oid is
viewed as a cyclical process of planning, execution, contral and cvalua-~
tion.

A total of 14 agencles were included tn the survey, inciud-

Ing six ministries, the DGPA, Offlice of the Controller Gencral, six

UNCLASSOFIED
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B

3. Revenue Adminlstration

Panama was selected in 1962 for the first fiscal survey under-
taken by the Joint Tax Program of the 0AS, the IDB, and the Economic
Comission for Latin America. As a result of this survey, the 30P
revised its incame tax laegislation in December, 19064, taking a wajor
Step toward more equitable, efficient, and productive tax policies,

At the time, it was recognized that potential revenues would not be
realized without very substantial improvenents in administration.

As a consequence, GOP requested AID to provide tcchnical
assistance 'n Tax administration to the Ciractorate General of feventes
(D3R) . Such assistance has been furnished since 1965 through a
Participating Agency Service Agreement (PASA) with the U.S. Internal
Revenuc Service (IRS). Since that time, tax adminlstration practiscs
in the Hinistry of Finance have improved significantly in the arcas of
audit, collection, training, wanagement, data processing and related
revenue fields,

In 1965, GOP requested assistance in strengthening the
cestans porformanee of the DGE and this was provided throu:h » pPASH
with the U.S. Bureau of Customs. Customs, (like taxation) was onc of
the several revenue producing activities brought togcther to fora tie
DGE. In the process, a number of typical custon functions wore ooy
to other sections of the DGR. The customs department was limited to
asscssment and collection of duties with no investiyative authoritcy
and no responsibilities for the flow of merchandise into or out of
the country. Although relief for the baslc organizational problen
has been authorized by leglslation, corrective accion has been slow:
and the custous project is being reviewed, {mprovemcnts have been ade
in such areas as strengthening internal controls, establishing effective
cargo documentation procedures, improving the application of custous
duties and increasing contraband control activities.

L, Sctatistics

The Directorate of Statistics and Census (DSC) Tlocated in
the Office of the Controlicr General |s covered by the administrativa
career system, has a preferential salary scale, adequate funds for
its programs and accass to the CG's automatic data proccssing
facilitles,

UNCLASS IF IED
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p
... ! The pSC has been the reciplent of U.S. tachnlcal assistance
since the beyinning of the government administration progran, -=onsisting
tiinly of short-term cxperts from the U.S. Bureau of Census and AR
icipant training, It is planned to continue this misx in the future,
The DSC is prepariny for the 1970 Censuses of Population and [ousing
and USAID has increascd Its leve! of assistance as a conscjuence, In
addition to this decennial undertaking, the agency has been assisted
toward re=ovaluating its demographic concepts and in the kroduction
of data valuable for family planning purposes. Eccnomic data, including
manpover and caploymen’. studies, market-basket surveys and roports froa
the private sector continue to require cvaluatlon and furter attention
to improve their timellness, rcliability and adequacy.

0. Legislature

Panama’s Hational Assembly was dissolved by action of the provi-
sional junta govermment in 1968 and no longer functions, lational
eleciions have been schieduled to take place in 1970 and it is ox-
pected that the next Assenbly will resume Its constltutional role in
1571. At that time it Is planned to provide a progran of tcchnical
assistance in the aduinistration of legisiative reference and library
scrvices and professional staff development .

L. Local Government

in Panama the municipality, more or less analogous to a i.5. county,
is the basic territorlal unit of government and is defined in the
constitution as a district with sufficient econoniic capacity to support
a proper local yovermment. Sixty-three such municipalitics arc pre-
sently contained within the nine provinces of the Wepublic. Although
rmunicipalities have not enjoyed the degree of autonomy authorized by
the constitution, they remaln the primary instruments of local joverne
ment and constitute the entlities for central governuient adwinistration.
Provincial adnministration, consisting of part-time governors and clorical
staff, does not appear to be a significant factor contributing to either
the national or local level of government,

Hunicipal authority is vested in a mayor appointed by the central
government and a municipal council which, prlor to October, 1966, was
the only popularly elected body other then the Naticnal Assciably. The
provisional junta govermment, upon taking offlce, removed tha clected
councilmen, replacing thom with its own appolntces.

CHCLASSEFIFD
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tocal governments are vested by law with a considerable degree
of responsibility for the corduct of affalrs within their jurisdic-
tions. iIn practien, havever, their freedom of action is linited by
strictures placed upon the use of central goverament subsidies and
the roquirement that 173 of all local tax collections be allocated
to supporting local scrvices such as Education, Health, Fire Departuent,
etc., on a vixed percentage basis. The local income base is 1laitzd
to such low revenue itens as taxes on commacrcial establishments,
automotive vehicle license fees, sale or renmtal of swnicipal proporcy
and the like. Any adfigional funds needed for small local projocts
rust come from voluntary contributions of land or labor orF from fund
raising affairs. Larger projects are normally financed wvholly or
largely by the central qovernment.

Local governmenis, In relation to the central jovernment, enjoy
limited authority asnd financial resources. During the pericd 1960~
1968 the number of employees Increased by only 5, from 1545 to 1626.
During the same perlod the total of local annual expenditurcs rose
from $3.2 to $5.9. The 1946 constituticn parmits municlpalitics an
important role, doclaring In fact that tho State Itseif reses upon
the comaunity of autonomous munieipalities. In practise, however,
the central governmerit hias continued to stremgthen its deminant role
over the years. Although the Constitution makes provision for cither
the election or the appoistment of mayers only one such clection had
been heid to dato.

tlevertheless, if a3 seasonable share of the benefits of develope
ment are expectoed to reach out beyond the large urban centers, local
initiative and particlipation must be increascd and local recipients
will need to share more dselsively in sclecting projects for their
districts. A long step in this direction was made possible recentiy
when a national docree authorlzed the DG of Communlty Developrent
to strenjthen lozal govermment as an administrative mechanisw for
nobilizing iocal resourcas.

The conduct of local government at its varlous levels varrants
continued analysis. The character and depth of local Initiative
(what is the mix, and what makes it jo?) aro vital factors in the
devclopment of community cooperation and should be examined at the
same time., Further study should be made of the bases for the central
government’s histarical Indifferance to upgrading the role of local
governinent. A greater understanding of matters such as these should
precede = or at loast g» hond in hand - with obvious nostrums such
as broadening the municipalities’ tax base or Increasing subsidies
from the central govermaent.

UNCLASSIFIED
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nter-Municipal Association or the Asoclacidn Panameiia de Cooperaclén
Huniclpal (APCI). Although small, underfinanced and understaffed,
APCY, madc up of representatives of Panama's munlcipallities, is naver-
theless a start in the direction of a force outside tha central :;jovern-
ment which might organize municipalities into an organization with
political sinew and therchy help to secure [ts nembers some of tho
revenues they need, and provide staff assistance in local govemiient
administration, APCl| needs large amounts of technical and financial
assistance, but It Is functioning and might provide one alternatiswe
means of accelerating the process of providing Increased services at
the local government lcvel.

(“ A potentially useful factor on the local government scene is the
i

D. Changes to be Sought

Panama’s efforts to create an efficlent and responsive public
sector, one capable of programming and waintaining develop unt projrams,
arc the basis of this project’s assistance in the areas of revenuc
policy and administration, planning, statistics, adalnistrative rcfora,
legitlature and lacal government.

Changes cxtpected to occur as the result of this projoct are as
follows:

L. Publle Finance

a. Effective scope of the country®s fiscal policies and
controls will extend to all autonomous agencies., Social Sceurity
Agency financing and loan operations will be rationalized and nade
compatible with over~all public scctor financlal policies.

b. Revenue policies and legisiation will Le clarifiocd, ncw
revenue scurces and requirements will be under continuous evalepation
and more effective use will be made of taxstion as an instruacnt of
development .,

¢. Government vevenues will have Increased significontly
through continued improvements In the techmiques of tax zhd custcms
adninistration and the Institutional capablliity of the revenue agency
will be re~inforced. New accounting praetises will supply the indi-
vidual agencics and the central financial management agenciazs with
records and facllitics for adequate reporting and analyses of financial
condltion, Effective and evaluotive post sudit procedures will be
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used to revicw government commitments and financlal transactions.
Program budgeting will be 4n effect in all agencles.

2. Planning

A national program of developuent plans covering all major
sectors of the economy will be operational. DRPA, the ministrios and
the autonomous agencles will have attained anr effective level of
coordination of their respective planning and programsing objoctives.

3. Local Government

The municipalities will be making effestive use of tecinical
asslistance in increasing capabilitics of public and private scetor
institutions, responsive ficld organizations of central agencics will
be in cffective comwunlcation with local citizenry, wider citizen
particlpation in communlty affairs wiil ke gemerating new initiatives,
avaliable local human and finencial resources will be increasing and
allied with thos. of the central govcrrment as pasrt of the couniry’s
developuent efforts.,

b, statistiss

The officc will be publishing analyses ond data cn population
and housing derived from the 197) census. Statistlcal reporting Lnyis
in each of the agencies wil! he ccoordinated under the Directorate's
guidance, Private sector data 2nd snalyses will be siptantially
Increased im scope, accurscy and timelipers,

5. Legislaturg
The national legislature will have Increased the gencral
level of assistance afforded its comltitars and members through
more effective employment of professional staff, Improved administration,
legal reference and library procedures,

6. Orgewnization for the Public Sector

o3t

a, Organic laws for cach ninistry and agency wiil roflect
the proper role of the egency, its baslc structure and Its relation-
ship with other agencles.

B, Orgonlzotlon structure, as reflected In organic legisla-
tion, wilil bo unlform and consistent and In accordance with principles
of good organization and managihment,
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tachnical levels in the planning, revenue and aduinistration areas
which Is expected to last as long as the Jdevelopment process continucs
to accelerate. A long term program of overseas training in_various
aspects of development cconomics and in revenue adminlstration supple-
mented by on thae job training has heiped iIn these areas. Butthe full
requirements of accelerated development are expocted to lead to
additicnal couplexities in the pprograming and explolting of national
resources, In greater complexitics In the way of admlnistrative
practises, and in the need for suporior performance at the exccutive
lovel. All these indlcate demands for personnel to staff the prograus
of development that will be difficult to satisfy in the near future,

Another problom arises from the character of the present revolu-
tlonary junta government. it is accelerating semw developnent procecses
more rapidly than would be the case were the legislature in cxistenco
and all the usual constitutional process underway. O0On the other hand,
leadership by the Junta, because it Is not presumed to represent a
pormancnt state of clvil affairs, does present certain obstacles o
the normal growth of govermuental Institutions and, at the sane ting,
because of {ts unconstitutional origin, Inhibits, to an oxten:, ~ccuss
to some professional and technical skilis of value to the new pProyraus,
It can bo expected that some improved services and benefits to the
public will be retalned after this government leaves office, but othoer
internal improvements In adainistration, in fiscal performance, ctc.,
unless solidly established, may prove less durable.

UNCLASS IF{ ED
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Up~grading the capabilitios of government Institutions concorngd
with development will be attained by the adninistrative reforn
program through: 1) providing for more effective exccutive control
by reorganizing the agencies; 2) realigning functions and introducing
modern management tcchniques; 3) effecting a closer working relation=
ship between outonomous agency prograrsand those of the ministrics;
L) Improving financial management and policles by assisting in the
installation of effective nationa! budgeting, accounting, auditing
and reporting systems; 5) overhaullng the central procurenent end
supply system, installing expenditure and quality control practisos;
and (6) revitalizing the civil service and extending it to all
govermnent agencles,

In ordet to Increase its copacity to play a mmre constructive
vole in government, thc Natlonat Assembly will be oxtended a projran
of technical assistance in the administration of legisiative ref~-
erence and library scrvices, planned to hegin during 1971,

Strategy used In regard to Increasling revenues and iaprovin
the pattern of Incomo distribution is being implemented by assisge
ing GOP in strengthening overall performances of tiic Directorate
General of Revenues. Changes sought In bringing about increascd
revenue coliection will be a strengthening of the ofgenizaticnai
structure ¢f the Directorate, an Increase in Its manageent capa-
bilitles, an lmproveaent in exployee performance in the technicol
areas, ond a sieplificatica of procedures, methods and techniques,
Attention is focussed ¢n the Inceme tax as containing the larjest ond
most lmnediate potentlal for increase. The property tax will riceive
increasing attention as loan~finanted rural and urban cadaster studios
supply data on hitherto undervalued real property., The leval of
custons collections will be valsed through generally improved
administration, part of which I3 expected to resuit from a na! end
rational oganizaticnal structure. The DGPA and the Hintsiry of
Finance have studies underway sceking to develop tax policics that
will Improve the pattern of Inecmo distributlon and be mor: oficctive
instruments of development. Tho GOP is alse being assisted in the
formutation of fiscol policies and contrals applic sle to attono ous
agencies, particularly the Soclal Securiny Agency .

In vegard o icplosonting sirategy dealing with the planning,
allocation ond usc of national reosourecs: a} a loan for upgrading
performance In the public sector is under conslderation (Admin~-
istrative Refora) and b) ISAID Is continuing asslistance fo the DGPA
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In devising, programing, and evaluating the nationfs development
programs. Principal offort is currently devoted to stizngthening
DGPA institutional capabllity for: (i) carrying on nat. >nal and
regional developmont plans; (2) determining resource requirements
and fiscal policies lecading to national and regional objectives;

{3) assisting in the reviaw of the capital budget; (L) coordinating
planning with the local government development functlon of the
Dircctorate General of Comunlty Development. Hew loan financing
will launch a series of regional and urban studies. The budjet
office of the DGPA is roceiving assistance in Impleaenting a progres
budget and the personncl office Is being assisted in revising procedures
and standards preparatory to extending the carcer system. Both
assistance projects arc GOP flnanced.

Strategy in regard to munlcipalities end local affairs is being
implcmented through cxanining alternatlves choices of working cffec~
tively in the locai government area. This will requirc cooperating
with USAID and host government eatltles having legitimate interests
in the arca as well as external aid prograns dealing with health,
comuunity development, agriculture, nutkrition, education, etc. There
may be several options open with respest to finoncing. UDiseussions
are now under way with the Panamanlar inter-lluniclpal League (APCi),
the DGPA, and the newly created 08 of Communlty Devcicpnont.

fis of this wrlting emendments have been requested peraitting
more versatile use of Demonstration Comaunity Dovelopment Loan funds.
in addition, funds for aunicipal jJovernnont participation in coxwnity
development projects and funds for local projects flinanced wholly by
aunicipalities will be sought from an Interior Cities Yean prograascd
for 1971. Before then 2 guiding rationale to the area is cxpocted
to ba forthcoming from the regicnal and urban planning studics
finansad under Loan 525-1-000.

Another oltcrnatlve stvategy for financing lecal projects would
be to seck a loon o czzablish a municipol developient bank with the
participaticn of both local ond central jovernments. Before this
stage !s reached, however, it is essential that a solutien !, found
to the local revcenue problenm. One possiblae solution is to clininate
the carmarking of local revenues and to divert property tax roccipts
from the centval to the local jurisdictions. Another possible
solution is a scif Imposed supplcientary tax. In o nutshell, the
concept is to crcate a framework that will allow the local lcvels of
government sufficient autonomy tc stimulate indigenous offorts at an
optimun level.
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IV Course of Action

The government adninistration project contribution will continue in
the form of assistance ts the GOP's on-going efforts to develop an ef-
foctive national planning process, Lo install a program of adainistrative
reform to strengticn fiscal nerfornance and to Improve the production of
statistical data.

Lateral support for tais project will be obtained through cooperative
action on common problems shared wvith activities in Community and Urban
Developnent, Human Resources and Rural Development.

‘ It is anticipated that plarning assistance will be grant~-funded
through FY 1976 and PASA financed activitias in tax and custons Wil he
grant-funded until the loan gets uvnderway in FY 1970. Grant funding
will thereafter be directed to participant training, loan monitoring,
iocal government, legislature etc.

In FY 1973 conversion to public administration loan financing .-l
be nade and in FY 1971 additional loan fund sources will be apened un
by the Interior Cities Loan. A detailed implenentation plan (PERT) for
the Developnent Adninistration Loar is being prepared.

Planning assistance will be continued through FY 1970 to provide
general and specialized technical assistance with one full~tine and
several short tery econonists, the latter advising in such arcas as
regional, agricultural, and Industrial development planning. The GGPA
has upgraded its staff Into an effective technicel organization ara by
the end of FY 1970 it should have 2n organization competent to function
independently, .ith sound econonls and sccial development plans, .ith
& five-year investment budget, and be competent to recommend fiscal
policies rcyuired to ueet long range planning and short-term budge:
ieeds

It is expected that by wid FY 1970, the Tax and Customs operation
will be shifted to a losn financed basis. By the end of FYy 1972, the
cysten of tax adninistration should be capable of mmanagement directly
by the GOP with enly short tern assistance being required, as in the
case of a property tax revision.

By FY 1971 smail pilot projects ..iil have been started in e lcecal
government area and by the end of FY 1971 the Interior Cities Loor stiould
be implemented and the first drawdowin nade.

By FY 197! hational census and statistics operations should he gener-
ally upgraded and coordinatec arrangemcnts completed with the DGPA for
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a single staff approach to critical data analysis.

By 1972 the legisiative reference and library project should be well
advanced.

By the end of FY 1972 the Customs Service should be reorganized and
be operating effectively.

By the end of FY 1973 the loan-financed administrative reform program
of the development ministries and agencies should be well on the way to
conpletion.

Detailed contributions by the GOP and AID with a step by step impie~
mentation plan will be set forth in the Project Implenentation Paper (PIP)
for this project. The PIP will also include bench-mark and intermediate
objectives to assist in project evaluation.

UNCLASSIFIED

27



PALAIA TOAID A-405 UNCLASS IF IED a6

V Evaluation

Annual reviews to be undertaken in the course of the preparation of
the Project Appraisal Report (PAR) for this project will measure both
progress toward achicvement of objectives in each subsection as wei} as
the continuing validity of the objectives. Two PAR's, one for tax admnin-
istration and one for customs have already been completed. For irfor ja-
tion not given here, they may be referred to.

The Development Adainistration Loan has not yet entered the pegotiat-
ing stage that precedes execution of the Agreement. Hevertheless, a ter-
tative PERT hes been prepared for this undertaking. It will be very
substantially exparded and used by both DGPA and the Mission as a plan-
ning and status recording device. USAID Public Adninistration Advisors
will vork closely with the {oan adninistrator and the presidential con-
missfon. They will monitor adninistration of the loan, appraise progress
towards the goals of administrative reforn and cvaluate jts overali ef-
fect within Panama's public sector.

The DGPA's planning proiect has been carried out under ¢ho tor-e of
8 contract which, with its amendnents, sets forth wicih adequate clarity
the professional assistance input that was requested. VMith this document
&s a base, contractar perfornanco will beo anaiyzed before June 177,
-en the work is scheduled to end, It is believed preferable to take this
action while contract staff is on site. An adequate file of progress fe-
ports and related material will suffica 85 documentary evidence to support
this part of the evaluation.

A secord area of consideration in the same evaluation will be the
training program in the planning department. The inservice activities for
both DGPA and other acency personnel have used various sources of assiste
ance, the contractor, other international agencies and University of Panama
faculty. The participant training program, started in 1966 has maintained,
on the average, two traineces in U.S. or foreign universities. The goal in
each case is advanced academic training in deve'opnent economnics.

In both these cases, review will be made of the stated purpases of the
training, the degree to .hich it was carried out and the observable results
of each kind of training. The retention and enployment (or gainful transfer
to other agencies) of returned participants will be evoluated., Inservice
tralning will be analyzed in terns of number and status of recipicnts, callber
of instructors, relevance of subject matter, etc. The basic question directed
at the training programs wilj be: to what extent has the planning department
moved toward the necessary goal of absorbing tlie professional disciplines of
econonic planning, adapting and Systematizing their appllcation *o the Pana-~
manlan environmen: and projecting them out into the operating agencies?
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A third area of the evaluation: changes and.improvements that have
taken place In the planning department &s a whole. What significant
changes have occurred as a consequence of external assistance? Facters
to be evaluated: increase in size and capability of staff; comparative
salary scales In use; academlc levels attained by professional staff
One measure of growing competency of the office will be an appraisal of
the regular and special rcports that have been produced by the staff.
The full effect of these documents will not be eisy to determine, but
where they have triggered legislation or become the basis for action in
the public or private sector the fact can be established. Comnprencnsive
papers dealing with issues presented to CIAP or other international a=
gencies, or scctoral papers and finally the national plen will be cvaluated
by outside professional experts in the field.

There arc other areas in DGPA that vill be evaluated at the sane iine,
such as improvenents that have taken place in the sister departnents oV
0 & M, budget and personnel .hich can be attributed to the upgrading process
in planning and larger questions dealing tith the expanded role of the
Director General as a consequence of the new forces at his comend. lo
attenpt Is being made to raise all of the issues that the evaluation picc-
css will expiore, but rather to suggest nat ting wili ipatruiiful exercise
in the case of the planning sub-proiect.

Tax custons have had PAR's alrecady preparcd and these will be kept
current on the rvegular schedule. The smaller projects in statistics,
tax policy and adninistrative studies will notpresent any problens so
far as evaluation is concerned. In all cases, objective professionel
assistance «ill be used to appraise the calibre of U.S. input and the
observable response from GOP.
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