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PANAMA: 	 SMAIL -YAPMM IMOVEEN 

PART ONE 	 SUMMARY AND RECOMMENDATIONS 

1. 	 BORROWER: The Government of the Republic of Panama 
(GOP). The executing agency will be the 
Ministry of Agriculture, Commerce and 
Industry (MACI). The financial agent for the 
production credit 	will be the Instituto de 
Fomento Economico (IFE). MACI and IFE 
are both headquartered in Panama City, 
Panama. 

2. 	 LOAN: a. Amount: The loan is for an amount not to 
exceed $3. 5 million. 

b. 	Terms: Loan terms recommended are: 40 
years with a 10 year grace period. Interest 
during the grace period to be 2% per annum 
and interest for the 30 Wear repayment period 
to be 3% per annum. 

c. 	 Local Cost Component: The total local cost 
requirementd of the project are estimated at 
$7,145, 000. Of this amount, the AID portion 
is estimated at $1, 596, 000 or approximately 
22%. 

3. DESCRIPTION 	OF THE PROJECT: 

The 	project proposed for A. I. D. loan financing 
consists of five interrelated components for 
enhancing the economic, social and political 
life of a target group of small farmers in Pana­
ma. The components are: 

a) Technological 	Development Support. 

bj 	 Technical Education. 
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c) Marketing Improvement. 

d) Production Credit. 

e) Program and Policy Development 

The 	limits of A. I.D. financing are identified in 
Item #5, Financial Plan of the Sumimary and 
Recommendations, and are detailed in the body
of the loan paper and in Annex I, Exhibits 5 and 6. 

4. PURPOSE 

This 	project is designed to assist the GOP accomplish two of 
its key goals: 

a) 	 Achieve a more equitable distribution ot income by accel­
erating the development process of a target group of small
marginally commercial farm operators, and 

b) 	 Facilitate the policy and program development process by
improving communication between the target group of 
small farmers and the GOP. 

The project will involve approximately 7, 500 farm families
within the three year implementation period and a total of 12, 500by the end of the fifth year. As a major indicator of project ef­
fectiveness, a 50%6 increase in net cash income is expected to be
achieved with at least 5, 000 of the participant farmers within
three years and with a total of approximately 10, 000 within five 
years. 

5. FINANCIAL PLAN 

The 	proposed financial plan is follows:as 

(in thousands) (US $1 = B/)
 

Local 
US $ Costs Total 

A.I.D. 1,878 1,596 3,474 38.5 

G.O.P. 3,749 3,749 41.5 

Farmers Input 500 500 5.5 

Repayment Ro~lov--r 1,300 1,300 14.5 

.TOTAL 1,878 7,145 9,023 100.0 
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6. OTHER SOURCES OF FUNDS 

On May 2, 1968, both the Export-Import Bank and the IBRD 
advised AID/W that they were not interested in financing
this project. Ca May 7, 1968, IDB sent a similar response 
to AID/W. 

7. STATUTORY CHECKLIST 

All statutory criteria, as set forth in Annex III of this paper, 
have been met. 

8. VIEWS OF COTTNTRY TEAM 

The project has been reviewed at length by the Embassy, 
USAID management and the Chief of the Agro-Industry Devel­
opment Division of LA/DR of AID/W. Problems in the agri­
cultural sector in such pi-Lority areas as income distribution, 
food production and technology, were identified in the FY 70 
Program Memorandum as requiring prompt attention. The 
Country Team reaffirms that position and addresses these 
problems with this loan project. 

9. LOAN ADMINISTRATION
 

Usual disbursement and procurement procedures will be
 
followed in this loan.
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10. RECOMMENDATIONS 

On the basis of the conclusions of the Capital Assistance
 
Committee that the project is 
 technically, economically

and financially justified, it is recommended that a 
loan to
the Government of the Republic of Panama for an amount 
not to exceed three million five hundred thousand United
States dollars ($3, 500, 000) be authorized subjoct to the 
following terms and conditions: 

A. Interest and Terms of Repayment 

Borrower shall repay the loan to the Agency for Inter­
national Development (A. I. D. ) in United States Dollars
within forty (40) years from the firs? disbursement under 
the loan, including a grace period of not to exceed ten(10) years. Borrower shall pay to A. I. D. in United 
States dollars on the disbursed balance of the loan inter­
est of two percent (2%) per annum during the grace
period and three percent (3%6) per annum thereafter. 

B. Other Terms and Conditions 

1. 	 Equipment, materials and services (except shipping
and marine insurance) financed under the loan shallhave their origin in and be procured from the United 
States and Panama. Shipping financed under the
loan shall be procured from the United States, and
marine insurance financed under the loan shall be 
placed in the United States with a company autho­
rized to do marine insurance business in any state 
of the United States. 

2. 	 United States dollars utilized under the loan to 
finance local costs shall be made available through
appropriate procedures and shall be identified with 
procurement in the United States. 

C. Conditions Precedent to Disbursement of Funds 

1. 1 Prior to the issuance of any commitment document 
or disbursement under the loan, the Borrower shall
submit evidence, satisfactory to A. I. D.: 



i) Of a satisfactory comple'lion of the price 
support policy study initiated under the 
Sanderson and Porter/Lopez y Fhbrega 
Associates Marketing Study, pursuant to 
Section 6. 2 of A.I. D. Loan Agreement No. 
525-L-010. 

ii) 	 Of a time-phased irmplementation plan 
covering each component of this project, 
showing interrelationship with and 
priority relative to other components. 

Z. Prior to the issuance of a commitment document or 
disbursement for each activity under each component 
of the project, the Borrower shall submit, satisfac­
tory to A. I. D., an implementation-evaluation plan 
for that activity. 

D. 	 The loan shall be subject to such other terms and con­
ditions as A.I. D. may deem advisable. 
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checks and area surveys Indicate little substantive change
 
in the relative percentages.) An accelerated upward move­
ment in annual sales of the farmers in the $100-$999 group
 
is to be sought. This group is a logical one on which to
 
focus the resources of the project because Its members
 
have the greatest potential for becoming commercial farmers.
 
By Increasing their productivity and, thus, their sales,
 
the base of commercial farmers iswidened anJ a more
 
equitable distribution of income isachieved.
 

The farmers In the category of $100 - $999 of sales (some
 
25,000 - 30,000 small farmers) are too numerous to be treated
 
with the resources which will be available from the GOP and
 
from this project within the three-year time frame establishe
 
The number must in some way be reduced Until it Is more
 
compatible with the probable available resources and timing
 
limitations. Applying the criteria (1) annual sales of
 
$100 - $999, and (2)control of 5.0 and 50.0 hectares of
 
land, selects a group of farmers numbering about 18,000 to
 
20,000 who make up a more manageable-sized group. The sales
 
indicate that the farmers already have some degree of access
 
to a market and the amount of land indicates that they
 
control enough land to have economic units. These criteria
 
serve the purpose of description rather than the purpose of
 
rigid application. It is not contemplated that they would
 
be so inflexibly applied at the lower limits so as to
 
exclude a good candidate for this program.
 

As a further criterion for qualifying for assistance in this 
program, target 'armers must live within the radius oF activ­
ities of the MACI rural extension agency and they must be 
willing to accept group training when available and when
 
..appropriate. The number of farmers who can meet the above
 
general criteria and be treate. in a time frame of three years
 
(the disbursement period for this loan) is estimated to
 
be approximately 7,500; these make up the initial target group
 
as specified in the first paragraph of this section. However,
 
at the end of the 3-year period the project should be well
 
organized and the GOP plans to absorb an additional 2,500 new
 
farm families into the program in each of the succeeding two
 
years, making a total of approximately 12,500 in five years.
 
Beyond this period It is expected that the GOP will be able
 
to maintain the program at the same level for a reasonable
 
period.
 

3. Project Components
 

The first objective of this project will be achieved through
 
the following described components and their inter-action,
 
The second objective will be achieved through the procedure
 
by which the project will be Implemented at the local level
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The related cost breakdown of the project is
as follows:
 

TOTAL PROJECT COSTS
 
(in thousands of Balboas)(1)
 

TECHNOLOGICAL DEVELOPMENT SUPPORT 
 A.I.D. G.O.P. TOTAL
 

Expansion Extension Service 
 403 
 650
Expansion Pure Seed Program 1,053
 
Expansion Rental Machinery Prograi 

70 151 
 221

78 429 
 90
 

Sub-total 
 951 1,230 2,181
 

TECHNICAL EDUCATION
 

Adult Education Centers 
 82 
 261
Vocational Education 343
 
228 
 555
Scholarships 783
 
150 
 222
 

Sub-total 
 460 
 888 1,348'
 

MARKET IMPROVEMENT
 

U.S. Technical Assistance 
 150 
 125 
 275
Farmer's Markets 
 924oi 
 493
Marketing Program Equipment 7L 64 _.13 ,
 

Sub-total 
 313 
 590 
 903
 

AGRICULTURAL CREDIT(2)
 

Funds for sub-loans 
 1,500
Counte'rpart operations -- 1,500-
 "°" 522 
 522
U.S. Technical Assistance and Training 
 100 
 38 
 138
Coop Credit Institution 

250 
 250
 

Sub-total 
 1,600 
 810 2,410
 

PROGRAM AND POLICY DEVELOPMENT
 

U.S. Technical Assistance 
 75 
 50 
 1,25
 
GOP PROJECT MANAGEMENT 
 "" 106 
 i06
 
CONTINGENCY 


150
 

TOTAL 
 3,474 3,749 
 7,223
 
(1) Balboa I - US$] proceeds .from repayment on this loan & 010 loan
(2)An estimated $1,302,000 of! 
 will also be available for
sub-lending. 
The target farmer contribution In land rent and labor is
estimated to be $500,000.
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and subsequently at higher levels building upon that target

group participation described under Operating Criteria.
 

The following components treat those factors identified In
the agricultural system, as related to the target group and

the selected commodities, which require improvement or
 
expansion to achieve the first objective:
 

a) Technological Development Support
 

I) Construction and equipment for expansion of Exten­
sion Service with related personnel.
 

il) Expansion of the improved seed program.
 

I1) Expansion of the machinery rental program.
 

b) Technical Education
 

I) Construction, equipment, and personnel 
to expand
 
and improve the National School of Agriculture.
 

ii) Expansion to triple the adult training facilities
 
for short-term extension courses 
for the target

farmers. 

iII) U.S. training scholarships to provide specialty and
 
graduate training not available in Panama.
 

c) Marketing Improvement
 

I) U.S. 
technical assistance for the development and

implementation of programs of price and market news,
 
grades and standards, crop forecasts, and production
 
cost studies.
 

ii) Construction of five (5) small 
farmer's markets.
 

iii) Equipment and personnel 
for an expansion of the MACI
 
vegetable marketing program.
 

d) Production Credit
 

i) Expansion of the supervised credit fund.
 

if) U.S. technical assistance.
 

e) Program and Policy Develonniant
 

i) U.S. technical assistance.
 

The U. S. technical assistance, training, special studies
and the new and expanded programs will be coordinated by MACI.
 

The basic components of this project have application to the
 
full geographic extension of Panama's agricultural sector. A
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map showing location of construction and support facliit'cs
 
and services Is noted In Annex II,Exhthit 2.
 

A brief description of each component follows (Refer to
 
Annex i, Exhibit lUfor a complete discussion of each
 
component):
 

a) Technol.ogJcal Development Support
 

1) .eans ion of Extension Servic
 

This activity provides greater geographical coverage
 
for the Extension Service and Improves its operations
 
in areas where It Is already established. The
 
expansion Is needed to reach a greater number of the
 
target farmers with the technical assistance.
 

The implementation of this activity Involves cons­
truction of 15 new extension agency buildings (See
 
Plan #1, Annex II, Exhibit 3) of which 10 are In
 
locations where presently there Is no extension
 
service; the construction of two new regional center
 
office buildings and one warehouse-shop (Annex II,
 
Exhibit 3 Plan Nos. 3 and 9); the purchase of 41
 
vehicles, one of which isa mobile audio visual unit;
 
procurement of equipment for maintenance of vehicles
 
and agricultural machinery; and demonstration equip­
ment.
 

Annex ii,Exhibit 2 is a map which shows the location
 
of the above-mentioned buildings. Extension agency
 
buildings are modest structures inwhich extension
 
agents, credit agents, rural youth club agents and
 
home demonstration agents have their offices. In
 
many cases these offices will be the site for farmer's
 
meetings and for local credit committee meetings.
 

The GOP input in this activity Is for construction,
 
salaries of the additional personnel (extension 
agentp, and regional administrative and technical 
personnel) who will be employed, their per diem 
costs, maintenance costs of new buildings and
 
equipment, and operating costs of vehicles, spare
 
parts, etc. The AID Input will cover 40 percent
 
of construction costs and the U.S. procurement of
 
vehicle:s and equipment.
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1i) Expansion Pure Seed Program
 

The purpose of this activity is to double the
 
output of improved seeds from the MACI Improved
 
Seed Program, thus ensuring an adequate supply

of pure seed for the target farmers Of this
 
Project. These seeds are only of the selected
 
coumodit;es. 

The present Pure Seed Program of MACI, with facil­
ities and headquarters located at Divisa, was a
 
component of a previous Agricultural Development
 
Loan (AID Loan 525-L-010). Itwas initiated in
 
1966 with technical assistance from the Mississip­
pi State University - AID/IW contract. It is now a
 
successful ongoing program, but It has reached its
 
limit for expansion for lack of storage space. This
 
activity will construct and equip the required addi­
tional storage space at Divisa and a new center in
 
Alanje. (See Annex Ii,Exhibit 2 Map; for locations
 
and Annex II,Exhibit 3, Plan Nos. 16, 17).
 

Plans for this activity were reviewed In April, 1969
 
by a TDY consultant from the '.ississippi State Uni­
versity - AID/W contract. He confirmed the correct­
ness of Borrower's estimate of facilities needed to
 
meet target farmer requirements in the near future.
 
It isplanned that the same consultant will be re­
called to direct the installation of equipment in the
 
new plant at Alanje. The GOP input is for construc­
tion, salaries, maintenance and operating expenses;
 
the AID input will cover 40 percent of construction
 
plus U.S, procurement of equipment.
 

i) Machinery Rental Program
 

This activity provides a demonstration and machinery
 
rental program for the target farmers to be operated
 
by MACI in two areas of a high concentration of arable
 
land and where mechanization is at a very low level.
 
Inoperation, the activity will permit MACI to demon­
strate to the target farmers those increases inpro­
duction and income which may be achieved through better
 
use of their land and to assist the target farmers in
 
securing those small increments of mechanized power
 
(i.e., a 55 horsepower tractor for 2-3 days) which can
 
substantially increase productivity when available at
 
reasonable rates. An additional objective of the ac­
tivity is to demonstrate the feasibility and increase
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the demand for farm machinery rental as an Inde­
pendent business enterprise or as an additional
 
source of income for medium size farmers having

only a marginal need for selected mechanically
 
powered units.
 

The development of two such centers are planned

at Las Tablas and Santiago, areas of high densi­
ty of target farmers. (See Map Annex II,Exhib­
it 2 for locations; Annex 1i, Exhibit 3
 
Plan N1 18; Annex II, Exhibit 4 for equip­
ment list.) These centers will be patterned after
 
and operated jointly with a machinery rental cen­
.ter now operating at Divisa.
 

The GOP input is to finance land, construction,
 
operation and maintenance. The AID input will
 
cover 40 percent of construction costs and the
 
U.S. procurement of the related equipment and
 
supplies.
 

b) Technical Education
 

I) Adult Education Centers
 

The basic objective of this activity Is to triple

the available facilities for group training of
 
small farmers in short.courses and to have train­
ing facilities available as the target group ex­
pands.
 

The objective is to be accomplished by construct­
ing and equipping two new centers to be located at
 
Capira and Co7cepci6n, (See Map Annex i1,Exhibit
 

2 ). These centers will serve also as facil­
ities for district or area meetings of farmer coop­
eratives or associations, the 4-S rural youth

clubs, etc. (See Annex II, Exhibit 3 Plan #2).
 

The rapid acquisition of know)edge on the part of
 
sma] farmers relative to improved technology, and
 
particularly improved cultivation practices, 
is
 
greatly facilitated by intensive short-courses direct­
ed by the research and extension personnel.
 

The participants for training at Adult Centers are
 
to be selected from the target group by extension
 
agents, who customarily select the more progressive
 
small farmers In their respective areas and, subse­
quently, by the target group themselves. Approx-.
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Imately 1,000 farmers per year from the target
 
group will be given training in improved agri­
cultural technology and CD at each of the two
 
new centers and another 500 per year at the
 
existing center. These courses average one week
 
in duration and the farmers selected will be those
 
who show the most interest in and capability to
 
adopt new techniques to improve their owr produc­
tion and who may influence their neighbom to do
 
the same, thus multiplying the training effect.
 

The GOP input is for land, 60% of the construc­
tion, salaries, food and transportation for
 
trainees, and maintenance. The AID input will
 
cover 40 percent of construction and the U.S.
 
procurement of related equipment and training
 
supplies.
 

i) Vocational Education
 

This activity will increase the enrollment capaci­
ty of the N3tional School of Agriculture, a vocation­
al secondary school, to double its present capacity
 
and permit curriculum Improvements by providing new
 
facilities. The activity will support the project
 
operations with target farmers by training replace­
ment extension agents and new credit agents who will
 
be required to expand the target farmer program and
 
to carry it rn after the initial three year Imple­
mentation period.
 

The National School of Agriculture Is the major
 
source of MACI personnel for operations In the
 
rural areas. The expansion contemplated would
 
Increase the normal enrollment capacity from 116
 
to 212 students.
 

To effect this expansion, buildings will be needed
 
to house students, and faculty (see Plan Nos. 10,
 
6, and 7, Annex II, Exhibit 3 and new service
 
and laboratory facilities (Plan Nos. 8, 11, 12, 13
 
and 14).
 

The major GOP inputs are for construction, new
 
salaries for additional faculty, maintenance of
 
facilities, and room and board for students. 
 The
 
AID input would cover 40 percent of construction
 
and U.S. procurement of related equipment, materials
 
and zupplies.
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Iii) Scholarships
 

The objective of this activity Is to provide the
full range of high-level qualified personnel not
 
available presently or 
In the foreseeable future,

which will be required by MACI to complete imple­
mentation, improve and sustain the new efforts
 
growing principally out of the following compo­
nents and activities: Program and Policy Develop­
ment, Marketing, Supervised Credit, Expansion of
 
the Extension Service and Vocational Education.
 

This training, not available in Panama, will 
in­
volve the U.S. training of a minimum of 30 partic­
ipants in short-courses, graduate level 
and special
 
ty courses.
 

The GOP input reflects principally salaries paid
 
to trainees during their absence from the country;

the AID input covers transportation and U.S. train­
ing costs.
 

c) Lh. ket Improvement
 

1) U.S. Technical Assistance
 

The objective of this activity is to provide tech­
nical assistance in the development, training and
 
implementation of a series of basic government
 
services needed in Panama to stimulate the develop­
ment of a modern marketing system and to provide

additional data needed to 
Improve GOP price support

programming. The services will include the follow-

Ing:
 

(a) Program of Price and Market News
 

(b) Grades and Standards Program
 

(c) Crop Forecasting Program
 

(d) Production Cost Studies
 

While it I!,recognized that this activity will
 
affcct all types of producers, It is vital 
to
 
improvement of a recently renewed MACI Vegetable

Marketing Program which is directed almost exclu­
sively at the project's target farmer group.
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The GOP input will finance the salaries of local
personnel required to 
initiate these programs and
 carry out the cost production studies. 
The AID
Input will finance U.S. technical assistance and
 a small 
amount of related equipment. The TA will
be obtained most probably through a USDA PASA
 
agreement,
 

II) Farmer Markets
 

The purpose of this activity is to provide a place

where target farmers may sell produce directly to
the consumer, eliminating intervention of middlemen,

and thus obtaining a higher share of the consumer's

price. At the same 
time the consumer may find it
to his advantage to deal directly with the farmer.
 

This type of farmers' market was recommended by
Sanderson and Porter/Lopez F~brega and Associates
 
In their study of agricultural marketing in Panama.

Two such markets have been operating in Panama for
3 to 5 years and are considered very successful. A

total of five (5) new markets of simple design (see
Annex II, Exhibit 3 Plan Nos.25 and 26), will
be built. Two will be constructed in Panama; 
the
 
other three will be built 
in Santiago, Chitr6 and
Colbn. 
 (See Map, Annex II, Exhibit 2 ). These
 are the urban centers where target farmers may have
direct access to a considerable number of consumers.
 

GOP contribution consists of construction costs
(60%), land, maintenance, and salaries of operating
personnel. 
 The AID Input will 
cover 40 percent of
construction costs and U.S. procurement of a limited
 
amount of related equipment.
 

Ii) Marketing Program Equipment
 

This activity Is to provide additional equipment
to permit an expansion of the recently renewed
 
MACI Vegetable Marketing Program. 
This program

receives produce on a consignment basis from small

producers which Is then processed and wholesaled.
 

The equipment for this program consists of drying
equipment for onions, washing and drying equipment
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for potatoes, and one large refrigerated truck to
 
handle consolidated shipments from the interior
 
of the most perishable commodities.
 

Onion drying equipment will be installed at Chltr6
 
and NatA. At these places it will also be neces­
sary to construct buildings to house the equipment

and provide temporary storage space. (See Plan
 
No. 19 Annex :1, Exhibit 3).
 

The potato washing and drying equipment will be
 
Installed in existing buildings at Cerro Punta and
 
Boquete. 
 (See Map, Annex II,Exhibit 2 for locations
 
of the onion drying facilities and the potato wash­
ing-drying equipment).
 

The GOP Input Is for construction costs, land,

operating personnel, and maintenance and operation
 
costs of the refrigerated truck. The AID Input

will provide'40 percent of the constructron costs
 
and the U.S. procurement of the related machinery
 
and equipment.
 

d) Agricultural Credit
 

I) Funds for sub-loans
 

The purpose of this activity is to provide super­
vised agricultural credit for approximately four­
fifths of the target farmers of this project. This
 
activity constitutes the major portion of the
 
financing Involved. Itwill provide $1,500,000 for
 
re-lending, with about $1,200,000 for supervised

sub-loans to the farmers and $300,000 as 
loans to
 
cooperatives for the construction of supply outlets,
 
storage facilities, transport equipment, grain dryers,
 
etc. A portion of the $1.2 million may, under
 
appropriate conditions, also be made available to
 
qualified cooperatives for re-lending. Annex II,
 
E~xhibit 7 gives detailed estimates of the lending

and collections by years. Annex II,Exhibit I gives
 
a review of the present agricultural credit situation
 
in Panama, Including the need for supervised credit.
 

For the first three years the estimated needs of this
 
activity are:
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For supervised credit $2,349,500
 
For credit to cooperatives 300 000
 

Total 	 $2,649,500 or
 
$2.7 million
 

These needs will be satisfied from the following
 
sources:
 

New funds, this loan 
Proceeds 010 loan 

$1,405,000 
600,000 

Proceeds this loan 702,000 
Total $2,707,000 or 

$2.7 million 

11) Counterpart Operations
 

The GOP Input of $522,000 covers salaries of new
 
credit 	agents to be employed in the operation of
 
this project for the three-year implementation 
period, and related expenses of transportation, 
per diem, and office expenses for the same period. 
Once the lending program starts, GOP Isexpected 
to maintain it,or even increase it,over a period 
of several years; the amount Indicated here is for
 
the initial three year implementation phase only.
 

lIi) U.S. Technical Assistance and Training
 

The purpose of this activity Is to provide advice
 
and assistance to the Borrower on the management
 
and improvement of project lending operations. It
 
will provide the services of an Advisor in Credit
 
for a minimum of two years to work with the program
 
especially in training technicians In MACI and IFE.
 
The Advisor is also expected to set up a continuing

training program for field personnel. The $100,000
 
AID input also provides, Inaddition to the long­
cerm Advisor, short-term consultant service to
 
assist in the development of Improved procedures

and evaluation techniques.
 

The GOP contribution to the In-country training
 

operation will be $38,000.
 

iv) Cooperative Credit
 

The GOP will finance cooperatives with $500,000 of 
new funds for re-lending. Half of this amount is 
to be for the extlusive use of the target farmers. 
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e) Program and Policy Development
 

Correcting a former weakness in the policy-making proc­ess for the agricultural sector, In March 1969 MACI 
was
 
designated by cabinet decree as the entity responsible
 
for national agricultural policy.
 

This activity proposes to complement and support, with
 
timely technical advice and supporting studies, the
 
MAC development of a medium range development strat­
egy, with its related program and policy guidelines,­
for the agricultural sector.
 

This strategy, as presently contemplated, must provide

for a broad base of existing rural population partici­
pation - and especially that of this project's target
 
group. Inaddition to advancing further improvements

in the production and marketing of icommodities for
 
domestic consumption, it isalso intended to focus on
 
export production and agri-industry development.
 

The GOP 
input covers salaries and related administrative
 
expenses; 
the AID Input will provide U.S. technical
 
assistance.
 

. OPERATING CRITERIA
 

1. RelatIonship to GOP Policy
 

This project is fully compatible with, and in direct
 
support of, increasing GOP Initiatives, to focus greater

attention on the economic, social and political develop­
ment of its rural areas and the creation of a viable

agricultural 
sector capable of more effectively contrib­
uting to a balanced national growth and development proc­
ess. These Initiatives, appearing with increased fre­
quency since 1962, have included creation of an agrarian

reform agency, decentralization of the Ministry of
 
Agriculture, new funds for agricultural credit and two
 
large programs of rural 
self-help school construction.
 
A 1964 AID loan-funded agricultural project assisted In
 
considerably expanding MACI's capability to service the

agricultural sector, and this project is
now being
 
requested to assist in treating a "second generation"

development problem: that of achieving a more equitable

and broader based participation in the forward momentum.
 

2. Project Management
 

The guidance and management of this project will emanate
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from the GOP Project Director's office in the Program

Office of MACI. 
 His full time staff will include, as
 
a minimum, an assistant project director, an accountant,
 
an engineer, and a secretary. Also accountable to the
 
Project Director for the related activities will be the
respective division heads for research and extension,
 
procurement, engineering, marketing, production credit and
the director of the National Agricultural Institute at
Divisa for vocational and adult education activities.
 

Field operations, involving principally the extension,

credit and target group organizational activities, will
 
revolve outward from the extension agencies inder the

directio-, of six MACI regional directors, who in turn will
 
.report to the Project Director through a coordinator.
 

3. Orientation of MACI Field Personnel
 

An initial step inoperations will be the orientation of

all of the MACI regional directors and extension agents
 
as 
to the overall project and, more particularly, its
 
goals and procedures for field operations at the local
 
level. 
 These field operations will also be complemented

by the separately financed community development program

which is already active in the rural areas 
as well as by

the assistance of Peace Corps Volunteers assigned to MACI.
 
To achieve the desired level of coordination between this
 
project and the related activities of the CD and Peace Corps
personnel, 
the MACI agents, during their initial orientation,

will also receive CD indoctrination and plan complementary

actions with representatives of the CD and Peace Corps staffs.
 

4. Orientation of Target Group Leaders
 

Each of the MACI extension agents will select from the
local target farmers an average of ten potential farm
 
leaders who will be 
sent to the Adult Training Center at

Divisa during the first year of the project. These leaders,

approximately 400, will 
be given an explanation of the
 
program, a short course in supervised agricultural credit
 
with emphasis on the responsibility of the local farmers
 
to participate in its Implementation and administration
 
and a brief CD indoctrination. The latter will enable
 
them and the local groups to organize more effectively to

maximize use of the MACI technicians in technical assistance
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rather, than organizational activities. During the second
 
year and thereafter, a brief version of this orientation
 
would also be included in the agricultural short courses
 
given to the target farmers in the three adult education
 
centers.
 

5. Target Group Organization 

Many comparable small farmer groups already exist, developed
by MACI in the past year to facilitate the on-going tech­
nical assistance and credit programs. However, as the

farm leaders return from their indoctrination on this pro-

Ject, they will assist the local agency to organize the
 
target farmers into participating groups. These will be
 
the vehicles for group training by MACI agents on production

improvements In the selected commodities, the use of credit
 
and marketing, and subsequently, for evaluating the project

activities. Some of these groups, varying In size from 10
 
to 15 farmers upward, may wish to join with other groups

under appropriate conditions 
to form cooperatives, or to
do so independently. 
 Each of these groups elects a represent­
ative to the district committee and thereafter upward to
 
the provincial and national committees.
 

At the local community level, where 1 to 3 groups will
 
normally prevail, the participants will elect local
 
committees of three persons, preferably farmers who have
 
received the related training. These committees will be

responsible for initially screening all 
credit applications

for their respective areas and for the subsequent evaluation
 
of the overall project at their local level.
 

It is proposed that these committees have real respons­
ibilities for the credit and technical assistance pre­
parations. The committees at the prov 
'7a1 levels would
 
have no operational responsibilities, but would periodically

evaluate the operation of the inprogram their respective
provinces, perhaps on quarterly basis, and advise the MACI 
Regional Office and the National Committee of their findings

and recommendations. 
 If the recommendation 
is of a fiscal
 
nature, the provincial committee may make it known to the
 
IFE agency involved. The National Committee, which might
meet semi-annually, would advise the Minister of MACI.
 
and press for such changes as they feel are necessary.
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6. Sub-lending Procedures and Terms
 

The funds for Supervised Agricultural Credit will be
 
made available to MACI, but IFE will provide the banking

services as in the present arrangement on 525-L-010 loan
 
funds. In an alternative procedure, MACI may make avail­
able credit funds to agricultural credit cooperatives and/
 
or a cooperative credit institution, always provided that
 
(1) the money be re-loaned to farmers in the target group,

(2) that the farmer agrees to accept supervision from
 
MACI and (3) that the farmer has the approval of the
 
cooperatives credit board.
 

As presently projected, program criteria would require that 
at least sixty percent of the supervised credit funds would 
be placed In crops production (principally corn, rice, 
beans and vegetables), and no more than forty percent go 
into livestock production. The average crop sub-loan 
would be about $200 and the average livestock sub-loan 
$350. The interest rate to be charged for sub-loans would 
be 8 percent. For crop production loans the term would be 
up to one year; livestock loans up to a maximum of five 
years. As determined by IFE, and to avoid overlapping 
programs, no farmer would b6 qualified for credit from 
this loan If he could qualify for credit from the IFE-BID 
programs. (See Annexx II, Exhibit I). 

Normally the sub-borrower will learn about supervised
 
credit through his participation in an agricultural
 
organization, where he will also be In contact with
 
the MACI extension agent. In the organization, he will
 
learn how to prepare a farm plan and credit application.
 
The sub-loan application will be reviewed by the MACI
 
agent, who assists in preparing a farm plan and a repay­
ment plan. The taget farmer will then pass his applica­
tion to the local credit committee for review. If the
 
application passes this screening, the farmer may complete
 
his credit arrangement in two ways: (I) if his organization

has funds for lending, he will obtain his loan directly
 
from it,or (2) if the organization does not have loan funds,
 
he will proceed with his application to IFE to complete the
 
process with the advice and assistance of the MACI agent.
 
After two or three years of experience under supervision,
 
the farmer client isexpected to have established a credit
 
rating that will enable him to obtain financing directly

from IFE or the farmer's own credit cooperative and to use
 
the credit wlth'minimal attention from MACI.
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7. Other Inputs 

Besides the technical assistance and credit, the target
 
farmers will be able to purchase through the extension
 
service improved seed from the seed improvement program..
 
Members of the target group - those located near the
 
machinery centers - will be able to rent farm machinery
 
for plowing, planting and harvesting.
 

8. IFE Marketing Guarantee
 

The Instituto de Fomento Econ6mico (IFE), which Is the
 
executing agency of the GOP price support program, shall
 
agree to purchase at the prevailing support prices such
 
quantities of corn, beans and rice as the target farmers
 
may elect to market In this manner.
 

C. PROJECT BACKGROUND
 

1. Origin of Project
 

Initial negotiations on this project began following receipt

of a formal application from Borrower, dated March 8, 1967,
 
requesting an A.I.D. loan of $3.6 million to finance a
 
"'Second Rural Development Program." This program consisted
 
of several rather distinct components, some of which were
 
continuations and expansions of activities begun under the
 
preceding Agricultural Development Loan.
 

The Borrower's application for a second agricultural loan
 
has undergone intensive study and review in the Mission, with
 
TDY assistance from AID/W, and by the National Planning
 
Office and MACI. In June of 1968, the original loan paper
 
was returned to the Mission by AID/W without specific written
 
instructions, but with the suggestion that more emphasis be
 
put on credit and that the appearance of "scatteration" be
 
eliminated by interrelating the various components.
 

The Borrower has recently submittod a revised application

under date of May 12, 1969. Some of the former components
 
were eliminated as a specific target farmer group was
 
selected, and specific objectives with respect to those
 
farmers set up. The loan now consists of components directed
 

.at the target group, namely supervised credit, adult education,
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availability of pure seed, availability of farm machinery,
 
and selected marketing improvements. The other components
 
of the loan, expansion of the extension service, vocational
 
education, scholarships and program and policy development
 
are included because they are necessary for providing the
 
personnel, organization and facilities to complete implemen­
tation and to institutionalize the program.
 

An additional new feature is the Inclusion In the plan of
 
operations of project procedures whereby the small target

farmers are to be drawn into participation in groups and
 
committees purposely designed to give them a voice in
 
Implementing and evaluating the program and to provide for
 
them a mechanism for participating in the making of overall
 
agricultural policy. Another benefit expected would be
 
reduced administrative costs and improved subloan collections.
 

2. Resolved Issues
 

The following issues have been raised during the development of
 
this project and addressed as follows:
 

a, Issue 

Of the loan components, it appears that only supervised
 
agricultural credit activities will be exclusively
 
utilized by the small farmers. Inview of the f..ct that
 
the primary goal of the loan will be to increase the pro­
duction and productivity of the small farmer, should not
 
all of the components of this proposed program be speciFi­
cally directed towards the small farmer?
 

Answer
 

The following loan activities are addressed exclusively
 
to target farmers:
 

Funds for sub-loans and rollover $2,800,000
 
Counterpart credit operations 522,000
 
Expansion rental machinery 907,000
 
Adult Education centers 343,000
 
Pure Seed Program 221,000
 

Total $4,793,000
 

The following activities are addressed to the target farm­
ers on the basis that these farmers have the highest
 
priority as to use:
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Marketing Program Equipment $ 135,000
 
Farmers Markets 
 493,000
 

Total $ 628,000
 

Thus a total of $5,421,000 or 60% of the total 
cost of
 
the project will go for activities that directly assist
 
the target farmers. The other 40% of the project costs
 
are for necessary infrastructure support activities 
to
 
sustain and improve the target farmer operations welV after
 
the end of the three-year implementation period of this
 
project. 
These support activities, then, institutionalize
 
the operative activities directed to 
the target farmers.
 

b) Issue
 

Analysis of Panama's price support program policies was a
 
covenant in Loan 525-L-010. However, the study conducted
 
was not completely satisfactory to AID and was 
recommended
 
that such a price study be made a condition of the proposed

loan with a specific time schedule. If necessary the loan
 
paper should recommend that funds from the loan may be used
 
to finance such a study.
 

Answer
 

A review of the covenant on price support policy (AID loan
 
525-L-010) is presented in Part Two, Section Borrower
I,C. 

has now agreed to carry out a more comprehensive analysis and
 
review of Its price support program policy and such a study

is made a condition precedent to any disbursement under this
 
loan (See Part Two, Section III,B., 
Conditions and
 
Covenants).
 

issue
 

in view of the large percentage of local currency cost in the
 
loan, the CAEC should decide whether AID should require more
 
than the minimum requirements set 
forth in the Special Letter
 
of Credit Memorandum.
 

Answer
 

See Part Two, Section II, D. 4.
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issue
 

The loan paper should include consideration of Title IX
 
opportunities under the program. For example, it may be
 
possible to stimulate the development of cooperatives and
 
villane associations through the supervised credit program
 
and through speciflc inputs in adult education and training.
 

Answer
 

In line with the above suggestion, the loan project as re­
structured involves the target group in the implementation
 
and evaluation of the project and provides structures and
 
procedures to give them a greater voice in the related pro­
gram and policy decision-making process. (See Part Two,

Section I,1B, 
4 and 5)
 

3. Evaluation of AID Loan 525-L-010
 

a) 
 Borrower Compliance with Slgnlficant Conditions and

Covenants
 

AID Loan 525-L-010 Agricultural Development, signed

November 2, 1964, provided $2.4 million toward a

$5.2 million program which financed construction and

equipment for the extension service In six priority
 
areas, a pure seed production activity, a machinery
 
rental center and a supervised livestock credit activ­
ity.
 

The loan agreement contained five areas of conditions
 
precedent and these five areas covered a total of 15
conditions that had to be met. 
All conditions were
 
satisfactorily met.
 

Among the additional covenants and warranties (Article

VI of Loan Agreement) Section 6.2 Review of Price
-

SIuport Pol icies ­ was the only one that created a
 
problem. (See Annex I,Approval of IRR). 
 In this
section Borrower covenanted.... 8'to promptly undertake,

with pertinent advice of A.I.D., 
a comprehensive review

of its agricultural price support policies and practices

with a view toward Improvements to be mide therein."
 

To comply with this covenant, Borrower had three possi­
bilities: 
 (1) carry out the study of contracting f'
 
It at Borrower's expense; (2) include the study in the
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scope of work of the Agricultural Marketing Study
financed under AID Loan 525-L-008; 
or (3)obtain the
study through IFE. 
 (A price support study was also
a requirement under an 
IDB loan 
to IFE, which estab­lished funds for the study).
 

With pertinent advice of AID/W, an effort was made to
follow the second possibility; I.e. to 
Include the
price support review in the Agricultural Marketing
Study. 
 In January 1966 and In following weeks there was
exchange of viewpoints between AID1W and the Mission
on the subject of what the study would 
include.
Ultimately, this proposal was 
rejected by the National
Planning Office which was GOP's agent for AID Loan
525-L-008. 
The Mission then notified MACI 
to select
another approach and on May 11, 
 1966 MACI replied that
the Institute of Economic Development(IFE) was contract­ing the services of the Latin-American 
Institute of
Agricultural Marketing (ILMA) 
to carry out studies
"relating 
to norms and regulations of price support,
and price support policies, including the general field
of marketing, as applies to agricultural products."
Copies of correspondence were enclosed from which It
was
learned that IDB would approve ILMA 
as the contractor
and that the technical assistance could be financed by
JDB. It then seemed reasonable to wait until 
results
of the IDB-financed study could be appraised.

study was never carried out. 

This
 

In March, 1967, 
the AID financed study on Agricultural
Marketing oy Sanderson and Porter/Lopez-Fabrega and
Associates was finished. 
 It included a considerable
amount of material on 
the present policies, operation
of the price support program and 
its apparenc effective­ness. 
 One entire chapter (Chapter XXII 
- 40 pages)
dealt with that subject. 
 It shows that drying and
storage facilities available to outlying and remote
country stations are simply not adequate to maintain
an effective price support system, nor was 
IFE suffi­ciently financed to do so even 
if the facilities were
available. 
 Inother chapters (Chapters XXVI, XXVIII)
the study takes up 
in detail some recommendations for
correcting the operational weaknesses In the on-going
price support program. 
This study was submitted to
IDB in Washington, where it
was accepted insatisfac­tion of the agreement between IFE and lDB to obtain a
price support study. 
 Subsequently, the funds which
were to 
finance the study were approved for a study
of 
IFE's auditing and accounting system for the purpose
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of effecting Improvements therein.
 

The cited study, however, as related to fully satisfy-

Ing the Section 6.2 requirement, failed to provide

a sufficiently comprehensive analysis of the present

price support policies and the related recommendations
 
for 	functional, as contrasted to operational improve­
ments. 
Efforts to correct this deficiency, until
 
recently, have been thwarted by the local political

events and developments, but will be dealt with as 
a
 
condition precedent In the proposed loan. 
 Current
 
Indications are that the Minister of MACI and the
 
National Planning Office are anxious to 
complete this
 
study recognizing the importance thereof.
 

b) Physical Achievements and Institutional Improvements
 

As mentioned briefly in 'the preceding section, the
 
$2.4 million Agricultural Development Loan assisted
 
Borrower (MACI) incarrying out a project of agricul­
tural development. 
 Inmore detail the activities
 
financed were;
 

i) 	The provision of building and equipment facil­
ities 
in six areas, selected by the Panamanian
 
government for intensive coordinated economic
 
and 	social development.
 

ii) The provision for these six areas of marketing

sheds, agricultural equipment for custom work
 
in land preparation and crop production and
 
harvesting; and improved seed for testing and
 
distribution.
 

iII) 	 The purchase of additional equipment for the

National School of Agriculture located at Divisa.
 

iv) The establishment of a special fund for super­
vised credit for livestock producers following
 
coordinated livestock and pasture management

plans to finance the purchase of quality breed­
ing stock, artificial insemination, pasture

improvement and supplemental feeding, and live­
stock water development. 
 (See Annex II, Exhibit 8
 
for detailed evaluation).
 

As stated in the Capital Assistance Paper, the general
 
purpose of this project was to increase In six priority
 
areas both total ailricultural production and productiv-

Ity in terms of yields per hectare and per person
 
employed.
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Inasmuch as the construction and staffing of the project
 
were completed In 1967, the project has been fully oper­
ational for less than two years. An accurate evalua­
tion of the impact of this project, based on production
 
and yields per hectare, is not available for the six
 
areas of concentrated effort, due to the sampling sys­
tem of the GOP statistical and census bureau which
 
produces the related data, at the lowest level, for
 
provinces only. Global figures are favorable and many
 
significant increases on individual farms have been
 
recorded. General interest and efforts toward productiv­
ity Increases are widespread and it is considered
 
significant that while rice acreage declined in the
 
1968/69 crop year, yield per hectare was 28.0 cwt., a
 
10 percent increase. Livestock and livestock products
 
are also beginning to reflect significant increases.
 

Aside from the overall production objectives there were
 
Intermediate objectives which consisted of the estab­
lishment of the physical facilities already mentioned,
 
and for the first time in Panama, the establiphmerit of
 
a supervised agricultural credit program. Borrower succeded
 
In improving its services in the six priority areas.
 
Each area now has a regional headquarters with a coor­
dinator of technical services for the area. The pure
 
seed program increased In volume of seed output until
 
further growth is now limited by storage space. In
 
the overall implementation of the loan project Borrow­
er's performance was very satisfactory.
 

c) 	 Relation of AID Loan 525-L-010 and Present Proposed
 
Loan Project
 

The 010 Loan established certain activities which
 
this loan will expand, namely supervised agricultural
 
credit, construction and equipment for extension
 
service activities, farm machinery rental units and
 
pure seed production faci'lities. All of these are
 
activities that involve either the inputs for produc­
tion, financing the Inputs, or the personnel who will
 
plan and operate the program. The present loan builds
 
upon 	the elements of the first loan, but it also
 
focuses specifically on a target group, introduces new
 
activities in the form of techni-al assistance, partici­
pant 	training, assistance to vocational education, and
 
a strong element of target farmer participation.
 

. Review and Recommendations of Country Team
 

The CAEC approved the IRR on April 18, 1968. It Indicated
 
".'..that the loan paper should be specific in defining the
 
objectives of the loan and the ways Inwhich it will affect
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small farmers." Italso stated, "The loan paper should
 
provide a detailed review and explanation of why the
 
covenant by the GOP In loan 010 to undertake a price study

was not met." This review and explanation are presented

under the Evaluation of the A.I.D. Previous Assistance
 
immediately preceding. 
 (See Annex I - Approval of IRR
 
for the official CAEC minutes.)
 

The Project was reviewed at length by the Embassy and

the USAID management, Including chiefs of the Divisions
 
of Capital Development, Community Development, Develop­
ment Planning and Engineering, and the Chief of the
 
Agro-Industry Development Division of LA/DR of AID/W.

The basic conclusion Is that the project is feasible,

that it will contribute materially to the attainment
 
of Panamanian and USAID objectives, and Is timely.
 

The Country Team recommends the approval of the projectloan.
 

4. Opinions of Other Institutions
 

The IBRD and the Export-Import Bank have advised AID in
 
writing that they do not have interest in financing the

project. Their response was dated May 2, 1968. 
 On
 
May 7, 1968 the 
IDB also indicated itwas not interested
 
In financing this project.
 

D. PROGRAM JUSTIFICATION
 

I. Place of Project in the Country Program
 

The present project follows directly from the overall

analysis of the Panamanian economy presented in the FY-1970
 
Program Memorandum. 
There itwas said that the structure
 
of development had resulted in
an "uneven distribution
 
of economic gains" with the rural 
small fzirmer being

notably excluded. Furthermore, the general sluggishness

inagriculture's growth rate was noted. 
 As a consequence

of this analysis, the sectoral 
strategy proposed, Inter
 
alia, "credit inputs oriented toward the smaller farmers
 
and Improved and expanded research and extension services,

technical education for farmers, training for agricultural

technicians, scholarships, etc." In
a word, exactly those
 
elements embodied in the present project.
 

2. Project Contribution to Panama's Economic Development
 

GNP. The secular rate of growth in Panama has been
 
excellent. 
 From 1950 through 1967 the compound annual
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growth rate was 6.4% compared with 4.8% for 18 Latin
American countries. 
The really exhuberant period of
advance has been the 1960's 
-
the growth rate between
1960 and 1967 was 8.1% per year 
In Panama and 4.5% for
Latin America. 
1968, a year of political turmoil, 
was
a bad year only by these rather high standards as 
the'
GNP Increased about 5%.
 

Panama achieved the highest growth rate 
in the hemisphere
during the 1960's primarily on the basis of the 
impulse
originating in its 
International sector. 
(for purposes
of economic presentation, both the Colon Free Zone and
the Canal Zone are treated as external). The export of
goods and services from Panama In 1967 reached a level
111% above that of 1960; an average annual increase of
11.3%. 
This expansion of foreign earnings was 
due to an
Increase of sales of goods and services to the Canal
Zone (38% of the total increase); increased commodity
exports, mainly bananas and petroleum products to 
the
rest of the world (35%); and the balance, services to the
 
rest of the world, e.g., tourism.
 

This export growth and the 
incomc Itgenerated elicited
a high level of domestic capital formation, mainly in
the private sector, and probably principally, though here
firm data are lacking, in the Metropolitan Area of Panama
City. Gross domestic Investment for the period 1960-1967
was 
19.6% of GNP, compared with 18.6% for the 18 Latin
American republics. 
 During the four years ending in
1967, while gross investment was 
16% of regional GNP for the
CACM countries, it was 
19.9% for Panama. About 76% of
this gross investment in the 1960-1967 period was 
financed
out of curren' domestic savings and the balance depended
mainly on private and official capital flows .­nd on official
transfers. 
Private flows were usually considerably greater

than official assistance.
 

Balance of Payments. 
 For a country undergoing rapid
development with an unusually open economy, Panama has
been remarkably free of balance of payments problems since
1960. 
 Exports have increased as 
noted above, and com­modity imports have also increased rapidly (115% between
1960 and 1967). While imports from the U.S. into 19 Latin
American countries increased by 17% 
during the period,
1960-1967, Panama increased 
its purchases in the U.S. by
27.5% (f.o.b. values). One can get an 
idea of how depend­ent Panama is on the international economy from thefact
that Its 
imports amount to some 30% of GNP (1967). 
 in
spite of a program of import substitution this dependence
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Is not likely to change materially In the future.
 

The inflow of private and official capital has made it possible

for Panama to sustain a large debit balance on the goods and
 
services account without evidence of disequilibrium. In
 
recent year this deficit has amounted to some 11-13% of the
 
total value of goods and services Imported. In 1964 and In

1968 political events caused some temporary strain on the
 
balance of payments which was primarily reflected in the
 
reduced liquidity of the government-owned commercial bank
 
(there is no 
central bank), but no violent internal contraction
 
occurred and at no point was the monetafy system (based on the
 
U.S. dollar) seriously threatened. Panama aspires to become an

International finance center and to 
some extent has already

succeeded. Naturally the resulting Increase of short term
 
external liabilities, increases the economy's vulnerability
 
somewhat.
 

Budgetary Position. 
 From 1960 through 1968 the revenucs of

the Central Government increased at a compound annual 
rate of
 
9.6%. This brought the revenues of the government to 14.4%
of GNP, one of the highest in Central America. The greater

part of these Increases occurred as a result of the 1964 tax
 
reforms that raised income tax collections by more than 60%
 
from 1964 through 1967. 
 Direct taxes now (1968) account for
47% of total tax revenue. By 1968, however, the impulse from
 
the 1964 reforms had weakened considerably and revenue rose by

only 6.7% or about half the previous year's rate of increase.
 
The 1969 budget forecasts an 8% revenue rise.
 

Government expenditures on current account 
increased at only

slightly less than the rise 
in revenues since 1960 and in
 
1968 rose by twice as much as the increase in revenue. As a
 
result in 1968, the Central Government incurred on Ordinary

Budget deficit of $8.8 million. It should be remembered, however,

that both the revenue and expenditure pictures in 1968 were

distorted by special political factors. The 1969 budget was
 
supposed to be something of an austerity budget with, for
 
example, 855 filled and k,797 vacant position in the govern­
ment being eliminated. Total budgeted expenditures for 1969 were,

however, up slightly from estimated actual expenditures In the

preceding year and it remains to be seen whether actual
 
expenditures 
in 1969 will be held to budgeted levels.
 

Income Distribution. Economic growth in Panama since
 
1960, with the export of services and goods as its lead­
ing sector, had its greatest impact on Panama City and
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to a lesser extent on the banana regions (Puerto Armue­lies and Bocas del Toro) and on Colon (Free Zone, Canal
Zone and oil refinery). The result has been a boom in
Panama City with rising incomes for businessmen, for the
growing professional class, for some skilled workers and
lbr Canal Zone employees. Ample evidence of this 
prosperity_
exists in the rapid growth of apartment buildings and other
housing for upper and middle income families. Employed,
unskilled workers in Panama City and to a lessar degree
inother urban centers have had some 
increase Inwage
rates due, in part, to minimum wage legislation. With,
however, the pool of unemployed in the metropolitan area
being replenished by the flow of migrants 
 from the interior,
it is unlikely that even 
continued overall growth at
present rates will 
cause wages to rise rapidly for this
group. In the countryslde the relatively efficient
commercial farms have met the rising domestic demand for
foodstuffs with output increases sufficient to maintain
stable food prices. 
 Direct data are lacking, but there
is no reason to think that 
incomes 
in this select sector
have not risen at least proportionately with aggregate

income.
 

Rapid economic progress has largely passed two 
important
social groups ­ the urban slum-dweller and the small farmer.
Their incomes have risen very little 
course, their if at all and, of
relative position in Panamanian society has
worsened. 
 It is not likely that continued growth even at
the high rates of the past several years will help these
classes of Panamanians in the near future 
in the absence of
specific ameliorative policies. 
 The present project
proposes an attack on 
the economic problem ol 
one of these
two disadvantaged groups 
- the small farmer. Agriculture
presently absorbs about 40% 
(155,000 persons) of the
employed labor force (including the self-employed). 
 The
average output per worker in non-agricultural pursuits
is approximately 2.7 times 
as great as the average output
per worker in agriculture. 
The bulk of these agricultural
.workers
are self-employed or unpaid family workers 
(only one
farr yorker in six 
is an employee). 
 host of these f"-'ers
have relatively small holdings. 
 Some 46% of all 
farms are
of less than 12.5 acres and 61% 
 are of less than 125 acres. I/
 
Methods of cultivation are generally those of slash and burn
agriculture, without animal 
or mechanical power. 
 Some 88%
of Panama's farmers use only human energy and little fertilizer
 

/ 'Data on 
farm size, sales, etc. are from the 1961 National Agricul­tural Census. 
 It is unlikely that any significant change in
structure has occurred since.
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or insecticides. Much of the farming isonly partially
 
involved in the money economy. 89% of all farm holdings
 
(1961) had sales under $300 per year and only 5.5% of
 
all farmers reporting had sales over $1,000 per year.
 
Even ifone makes some allowance for a rise insome
 
prices since 1961, for a tendency to underreport sales
 
proceeds, and for some increase in commercialization,
 
the picture remains essentially unchanged. A very low
 
level of human productivity and hence of income for the
 
majority of Panama's farmers still prevails as a result
 
of a backward technology and a low level of capital input
 
per worker and per hectare.
 

3. Consistency with the CIAP Reviews
 

On Panama in the Final Report on the review of February
 
12-17, 1969, CIAP named agriculture as a sector where
 
prompt planning and action was necessary both for Increases
 
in exports and for domestic use. Discussing agricultural
 
policy the Sub-committee said, "Two urgent problems con­
front the agricultural sector: first, to increase
 
production... and second, to better the living standards
 
of the rural population. The first requires credits,
 
technical assistance, development of markets and the
 
improvement of the infrastructure... The second, mainly
 
requires a better distribution of Income and productive
 
resources and an educational effort... To achieve It,
 
it will be absolutely necessary to increase the number of
 
agricultural extension agents capable of bringing technical
 
change tothe overall farmers."
 

4. Certification of USAID's Director (FAA, Section 611(e).
 

Annex I contains a certification by USAID Director
 
David Lazar regarding performance by MACI with respect
 
to AID Loan 525-L-010 and to its capability of Imple­
menting the proposed loan.
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SECTION I1: PROJECT ANALYSIS
 

A BORROWER 

1. Principal and Participating Entities
 

a) The Government of Panama (GOP) Is the Borrower.
 

b) Executing Agency: Loan proceeds will be made
 
available to the Ministry of Agriculture, Commerce
 
and Industries (MACI), which will be the imple­
menting agency for this project. The agricultural

credit portion of this loan will also be administered
 
by MACI, with the GOP agricultural credit agency, the
 
Instituto de Fomento Econ6mico (IFE), acting as its
 
financial agent.
 

2. Organization and Management
 

MACI - The princip I purpose of MACI, as dictated by

legislative decree, Involves the achievement of two
 
objectives: (a) the greatest possible welfare of the
 
farming population and the most rapid social and economic
 
development of the agricultural sector to levels comparable
 
with other sectors of the economy; and (b) the maximum use
 
of natural resources to a level compatible with their
 
adequate conservation. Prior to 1964, MACI remained a
 
strongly centralized agency with approximately 70% of its
 
personnel assigned to the central office In Panama City.

In 1964, a decentralization of MACI's agricultural opera­
tions resulted in the division of Panama into six regional
 
organizations, each with its own regional director and
 
technical staff. A comparable reorganization of the
 
National Agricultural Institute (research and experimental
 
center) at Divisa with its companion National Agricultural
 
School created the equivalent of a seventh regional organ­
ization, and in the period of approximately one year the
 
percentages of MACI personnel in the field, as contrasted
 
to those In the central offices, was completely reversed.
 
The admir,!stration and implementation of the previous
 
Agricultural Development Loan (525-L-010) by MACI 
was
 
considered very good. A.I.D. Audit Report 68-6 of November
 
30, 1967 is quoted as follows: "The spirit of the Alliance
 
caught by both USAID and MACI personnel generated a warm
 
cooperative effort. As a result, overall administration
 
has been quite satisfactory. Conformance with the provision

of the loan agreement and the applicable AID directives has
 
generally been good. The resultant accomplishments, al­
though not without problem areas, have been quite successful."
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Organizational charts of MACI and a list of its top staff
 
.members are attached. (See Annex II, Exhibits 9 and;lO).
 

IFE - This Is an autonomous agency of the GOP created in
 
1953. While authorized by legislation to pursue a variety
 
of development activities, its most important current
 
activities are the granting of loans to farmers (it is the
 
official agricultural credit agency of the GOP) and the
 
administration of the agricultural price support program.
 
Its administrative budget is derived principally from
 
Interest on loans and direct support from the GOP. Similarly,
 
a limited amount of Its credit funds are supplied by the
 
GOP, but the bulk, presently totaling $5.4 million, have
 
been secured in loans from the IDB. Additionally, it is
 
also acting as the financial agent for $965,000 in MACI
 
loan funds of the previous AID Agricultural Development
 
Project 525-L-010. This entails the making of loan dis­
bursements and collection of payments.
 

The Minister of Agriculture is the chairman of the govern­
ing body of IFE, which will again be designated as the
 
financial agent for the supervised credit funds of this
 
new loan. While IFE's participation has been satisfactory,
 
In light of an expanded program and the need to review,
 
analyze, and plan a continuing production credit program
 
for Panama's small subsistence farmers, considerable inputs
 
of technical assistance related to the supervised credit
 
component of this new proposal are planned, others are being
 
provided by IDB. In the judgment of the Mission, MACI has
 
the ability to execute and administer the project. As a
 
condition precedent of the loan MACI will be required to
 
designate and appoint a project manager and other necessary
 
personnel for this program. Further, MACI will be required
 
to identify in its annuai operational budget all expenditures
 
itproposes in support of this project.
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B. Engineering Analysis
 

1. General Description 

The project construction is generally a continuation and expansion
of that performed under the First Rural 
Development Program for
Technical Assistance and financed under AID Loan 525-L-010.
engineering and construction phase will The
 
encompass relatively sim­ple planning and construction consisting of regional and fieldservice centers, adult education centers, shed-type storage anddistribution warehouses throughout the country, and additions to
the Divisa agricultural vocation school with dormitory, laboratoryand other auxiliary facilities.
 

All 
proposed buildings are of one-story construction except for one
structure, the Divisa school student dormitory which has two stories.
Basically, the structures will 
consist of a reinforced-concrete
frame with concrete floors, concrete block walls and corrugated
metal roofing on 
light metal 
or wood trusses. reliminary sketches
showing basic dimensions and building layouts are showing inAnnex
Exhibit 3 II
.
 The function of these buildings is described more In
detail in Section l.A.
 

The projected completion progress schedule of 26 months, broken down
by proposed construction contracts, 

This breakdown also indicates the 

is given inAnnex II Exhibit 12 
locatin and the projectcomponents of the various construction contracts. 

A schedule of the estimated construction costs only is presented inthis Section, and a schedule of the estimated total project costs,
including those for equipment, furnishings, and other costs, are
summarized in Section l.A. 
 The principal subprojects which 
Involve
engineering and construction activity are as 
follows:
 

CONSTRUCTION PROGRAM
 
(costs 
in units of $l,000)
 

Cost per Total AID GOP
No.% Uni6t Cost 0%)

1. ield Service 15 
 12.9 
 193.5 77.4 
 116.1


Centers
 

2. Regional
Centers 
 2 21.7 
 43.4 
 17.3 
 26.1
 

3. Mechanical

Repair Shop 
 1 32.9 
 32.9 
 13.1 
 19.8
 



-31-

UNCLASSIFIED
 

CONSTRUCTI ON PROGRAM(costs inunits of $1,000) 

4. Seed Proces-
No. 

Cost per
Unit Total 

Cost (40%) 

Sing Center 

5. Machinery Center 

1 

2 

80.6 

42.5 

80.6 

85.0 

32.2 

34.0 

48.4 

51.0 
6. Adult Training 

Center 

7. Onion Drying 
Shed 

8. Farmer's Market 

2 

2 

2 

73.7 

11.7 

50.0 

147.4 

23.4 

100.0 

59.0 

9.4 

40.o 

88.4 

14.0 

60.0 

9. Divisa School 

3 33.5 100.5 .40.2 60.3 

a. Student Dor­
mitory 

b. Dining Room 
& Kitchen 

C. Laundry 

d. Dairy Prod­

1 

I 

1 

77.4 

60.o 

15.5 

77.4 

6o.o 

15.5 

31.0 

24.0 

6.2 

46.4 

36.0 

9.3 

uctstory Labora­ 1 20.0 20.0 8.0 12.0 

e. Meat Products
Laboratory 1 15.8 15.8 6.3 9.5 

f. Faculty Hous-
Ing 

2 bedroom du-plex 3 
19.1 57.3 22.9 34.4 

3 bedroom du­plex 3 23.0 69.0 27.6 41.4 
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CONSTRUCTION PROGRAM
 
(co'sts in units of $1,000)
 

No. Cost per Total AID GOP 
Unit Cost 140 (60%) 

g. Additions to 
Hog Shed 1 10.5 10.5 4.2 6.3 

h. Addition to 
Seed Center 1 28.9 28.9 11.6 17.3 

I. UtlI]II t'. i£x­

tens Ions 
(water, sew­
erage, power)L.S. 25.0 25.0 10.0 15.0 

Total estimated construction cost 1,186.1 474.1 711.7 

These estimates are based on 
the cost data and information developed
in the work recently completed under the previous AID Loan 525-L-010.
The construction cost estimates 
include an allowance for escalation,

construction contingencies, and provisions at selected sites for
water, sewerage, electricity and minimum site and drainage work.
 
For this type of constrition, experience has shown that of thetotal construction cost, 80 per cent represents local currencybuilding costs and 20 per cent U.S. dollar procurement costs.
Applying U.S. dollar costs to the A.I.D. contribution of 40 per
cent for this construction results in
a ratio of 50 per cent of
A.I.D. funds for U.S. dollar costs against 50 per cent for local
 
currency costs.
 

Five of the field service centers will be located in isolated areas, andprovisions for water and/or electricity inthese areas will be dif­ficult to develop and maintain. 
 For these reasons, these utilities
are not included for these five sites. At two of thefield service -enterssites, small water wells and electric generating units are proposed.
The remaining eight field service centers and all other proposed units
are 
located within areas accessible to existing water and electric

utlity systems. 
 Sewage disposal will be accomplished by means of
septic tanks and drain fields. 
At the Divisa school, an additional al­lowance has been made, as well, 
for a new water storage tank and other
additions to the existing utility systems.
 

Although the communities where proposed facilities are to be con­structed have been selected, the exact sites of all 
proposed buildings
within the communities are still pending final 
location. As a result,
boring data will be collected during final design and prior to con­struction. 
Since these are relatively simple one-story structures
with loading well distributed and of little or no concentrated weight,
It is not anticipated thiat soils conditions would appreciably change
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the planning herein proposed. In fact, final 
site selection will

be contingent upon adequate soils and drainage conditions.
 

2. Technical Feasibility
 

The project is based on standards prepared and developed during the
performance and accomplishment under AID Loan 525-L-010. 
 In the

implementation of this previous loan, MACI staff personnel furnished
all 
engineering assistance in planning, design and construction super­
vision.
 

Based on this experience, MACI 
has developed the preliminary planning
and cost data for the proposed construction to be financed with this
 new loan. 
 The field service centers, regional centers, and training cen-_
ters will 
be duplicates of those previously constructed and will be
adapted to the new site condition. This 
is also true of the shed­type storage warehouses and seed centers. 
 Cost data prepared by

MACI on other construction are also based on 
the previous experience
under the 010 loan and 
include nominal allowances for estimated es­calation. 
 No one unit of construction is expected to exceed $80,000

with the majority of structures costing less than $35,000.
 

It *3 considered that the technical and engineering requirement of
 
FAA Section 611 have been met.
 

3. Implementation Plan
 

Final 
design and supervision of construction will be performed both
by MACI using its personnel and its 
funds and by consultants to be
 
retained by MACI financed with loan funds.
 

During the implementation of the 010 loan, MACI personnel effectively

administered and performed the planning, design and supervision of all
construction. 
 It isproposed to do thisagain on the smalle, and sim­pler projects, such as 
the regional centers, service centers, train....
 
ing centers, storage sheds and warehouses.
 

In view of the added work load of this 
new program and to better and
 more effectively utilize the present MACI engineering staff, the de­sign and supervision of construction of the additions to the Agri­cultural School at Divisa will be performed by consultants to be re­tained by MACI and financed under the loan. 
 The engineering consultant

will be either a qualified U.S. firm, Panamanian firm, or joint

venture of U.S. and Panamanian firms.
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All construction will be performed by contract to be awarded through

competitive bidding.
 

4. Maintenance
 

MACI will assume the responsibility of operating and maintaining
the new facilities. The experience under the 010 loan shows that
MACI has developed the organization and 
is adequately maintaining
these previously constructed facilities.
 

A rew operation and maintenance plan will be requested of 
ACI prior
to disbursement for construction showing Its 
revised organization
and budget to adequately maintain the proposed facilities to be

financed under this 
new loan.
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C. TECHNICAL FEASIBILITY
 

I. Project Rationale
 

This project Is the outgrowth of a series of basic conclu­
sions reached through joint GOP and USAID reviews of the
 
agricultural sector, and with TDY assistance from AID/W and
 
the Costa Rican and Bolivian Missions.
 

Out of these reviews, basic conclusions were reached which,
 
In turn, assisted In the identification of the selected
 
components and give the program its basic rationale. The
 
general sequence of these conclusions, working from the Sector
 
System Analysis approach recommended by LA/DR/AID (see next
 
page) were as follows:
 

a) 	Effective demand for food will continue to 
Increase under
 
the impetus of population growth and increased Incomes
 
provided that consumer costs do not rise too rapidly.
 

b) 	This new demand - and the present deficits - will be 
generally met by Imports if it is not met by locally 
produced items
 

c) 	Local production increases can come either from new land
 
or Improved practices on land already settled.
 

d) 	Enough land is now being farmed, or is immediately avail­
able, and improved practices on most of this land would
 
be more economically feasible than opening new lands.
 

e) 	New and Improved practices can and are more quickly
 
adopted by large landowners and operators than by small
 
farmers.
 

f) 	Thus, the larger, more efficient farmers that are already

using some of the new methods are most likely to capture

the new demand, the small farmers will be left out of the
 
growth pattern and they will retreat to a more pure

subsistence pattern or join the urban migration.
 

And in furtherance of the income distribution objective to be
 
sought by broadening the numerical base of commercial farming
 
and providing an improved framework of related policy and
 
programs, the follow;ng conclusions were reached:
 

a) 	Programs must be designed that will allow small farmers
 
to be more competitive and allow them to share more
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equitably in the market and the profits of a growing

agricultural sector.
 

b) Inbringing small farmers more 
Into the money economy

they should also be brought Into the policy and program

decision-making process.
 

c) As participants, these farmers will 
be Involving them­
selves in the democratic process and, through education

and effectivc communications, this participation can be
 a logical, thoughtful, and valuable contribution to the
 
success of this project.
 

2. Commodity Selection
 

While production increases for the sector are not an 
Immediate
objective of this project, but rather the development of a

broader base for participation in such Increases, In the

selection of the crops or commodities to be focused upon,
demand for each commodity was carefully considered to insure
 
that the groundwork being laid was compatible with future

projections of demand developee by the National Economic
 
Planning Office. Additionally, consideration had to be given

to the willingness of the target group to 
invest their land,

labor and the new credit In the selected commodities and,

finally, it was deemed advisable to work to the extent pos­
sible upward from the base of knowledge and technology exist­ant among the target group. Consideration of these factors
 
resulted in the selection of corn, beans, rice, vegetables,

milk and livestock as the commodities upon which the project

would be Initiated. An annual 
review of the selected

commodities will be jointly conducted by the Borrower and

the USAID, however, to insure compatibility of the selection

with the objectives of the project, changing market conditions
 
and national sectoral goals.
 

3. Related Development Strategy
 

To increase the agricultural productivity of marginal farmers

emerging from a traditional agriculture is a complex task

requiring many different conditions, or factors, to be created
 
or modified, by different persons and by different groups of
people. It is equally baffling because the spirit of a

people is also involved. New production and marketing techniques

are not enough. They have to be combined and used with intel­
ligence, imagination, experimentation, and continuing hard work.
Agricultural development, for this group, 
Is as dependent on

how effectively people work together as 
it Is on the notural
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resources with which they begin or the new production fac­
tors introduced into the system.
 

Recent activities In the rural areas increasing emphasis
- an 

on rural development, expanding credit, marketing and other
 
infrastructure 
- have combined to create an environment, af­
fecting both the target group and the MACI personnel, favor­
able to significant improvements In the spirit and attitudes
 
of the people involved in this project. To modify and
 
capitalize on this factor community development techniques

will be employed as noted in the Operating Criteria section.
 

The transformation from traditional 
to commercial agriculture

In a relatively free market society - the process to be
 
accelerated with the target group 
- Is based predominantly
 
upon the introduction of new factors producing economic
 
incentives to influence farmers In making production decisions
 
and to reward them In accordance with their efficiency. The
 
introduction of these new factors, however, must generally

be effected by activities designed to facilitate their adop­
tion and to teach the participant how to make effective use
 
of the new s~t of factors.
 

The identification of profitable new factors and the process

of effectively introducing and perpetuating them in the
 
agricultural system of the target group was the principal

task in the development of this project proposal.
 

4. Component Selection
 

This task was pursued In a series of joint GOP and USAID
 
reviews of the agricultural sector, the income distribution
 
patteros, and the characteristics of the target group and the
 
related commodities. TDY assistance from AID/W and the Costa
 
Rican and Bolivian Missions was also involved.
 

The initial selection of factors and the related components
 
was made in a joint effort involving the MACI, the National
 
Economic Planning Office of the GOP and the AID personnel

utilizing the "essential" and "accelerating" factors approach
 
as outlined in the Agricultural Development Council's publi­
cation on agricultural development strategy entitled Getting

Agriculture Moving. Subsequently, the Sector System Analysis

approach recommended by LA/DR/AIDD 
 was also
 
used, particularly to insure adequate consideration of the
 
selected component effects relative to effective demand.
 
Desirable social and political goals required consideration
 
in the factor identification and implementation activities,
 
the lack of sufficient and accurate input-output data for many
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factors limited both their technical and economic analysis,
 
and the final selection of many activities comprising the
 
proposed project components were required to be made on the
 
basis of the best subjective judgrment of the combined tech­
nical personnel. In this process, the principal focus always
 
was the target group and the selected products. Other
 
farmer groups and other commodities than those specifically
 
targeted In this project will Indirectly benefit from
 
selected component activities but in the total component
 
selection process, each chosen activity was identified
 
as being vital to the objectives sought for the target group.
 

While considerable variation was encountered, with respect
 
to the different commodities, the following generalizations
 
are made to add clarity to the activity and component selec­
tion 	process:
 

a) 	 Early evaluations indicated that effective demand over
 
the next five years would be adequate to maintain farm
 
prices at least at present levels if consumer costs are
 
held 	constant and the spread between farm prices and
 
consumer costs Is not increased.
 

b) 	 Consumer costs are largely regulated by the GOP and there
 
are no serious pressures thereon which tend to Indicate
 
significant adjustments.
 

c) The spread between farm prices and consumer costs, however,
 
Is high and improvements in the target group income will
 
be sought In this area through the MarketingImprovement
 
and Program and Policy Development components.(l)
 

d) 	 Farm prices at present levels generally provide the target
 
group with the Incentive to produce more assuming reason­
able increments of modern factors in their production
 
process and the reasonably efficient use of these factors.
 

e) 	 Data from selected areas in Panama, among the target group,
 
validate the proposition that production increments in
 
the chosen commodities can be achieved efficiently through
 
the selected new production factors.
 

f) 	The introduction, application and efrective use of these
 
new factors, however, is a complex task among the target
 
group and require an expansion of the extension service,
 

I) 	 Additionally, a reduction in marketing risks for three commodities, 
relative to operation of the GOP price support program, Is also 
proposed es a condition precedent to this loan. 
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the availability of credit and the additional material
 
and educational inputs identified In the Technological
 
Development Support, Agricultural Credit and Technical
 
Education(]) components. This series of new factors,
 
however, also requires the organization approach
 
referred to under Operat[ Criteria (Part Two$ Section
 
I, B) to more effectively a,complish their introduc­
tion Into the agricultural system of the target group
 
and to provide the means for accomplishing this project's
 
second objective.
 

;) An Improved sectoral growth and development process ­
more compatible with, and, in suppcrt of, the Interests 
of the target group - is both feasible and desirable 
and may be significantly Influenced by the national role 
In policy and programming activities. Improvements in
 
this role Is the objective of the Program and Policy
 
Development component.
 

5. Servicing the Target Farmer Group
 

There are approximately 25 to 30 thousand farmers in the
 
category of $100 - $999 of annual sales with their geograph­
ic dispersion strongly correlated to soil capability, access
 
to transportation facilities, and the size of land holdings.
 
These considerations, which also served as criteria for the
 
selection of the new field service centers, indicate that approx­
imately 12,000 farmers of the target category are within the
 
operational areas of the present extension agencies and that
 
this number will increase to approximately 18,000 following
 
completion of the proposed new service centers. One-third of these
 
farmers have been considered to lack the transportation and
 
-communication facilities necessary to permit an active
 
participation in this project within the next five years.
 
Approximately 12,000 farm families thus constitute the target
 
group for a five year effort with 7,500 active participants
 
programmed into the project during the first three years and
 
2,500 each of the succeeding two years. The targeted 50
 
percent net increase in cash income is expected to be achieved
 
with 2 out of 3 participants during the first three years
 
and with 4 out of 5 participants at the end of five years.
 

6. Insurance Coverage
 

Risk of loss will be protected by the GOP which Is a self
 
insurer and will cover all losses except where speqific

surety bond coverage for private contractors s utilized.
 

•(') A significant part of the scholarships activity Is also related to
 
the development of improved capability in a broader range of pro­
gram and policy development.
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D. 
 ECONOMIC EVALUATION
 

I. Market Analysis
 

This project is aimed primarily, although not exclusive­ly, at Increasing the output of a group of farmers who
now produce a relatively small fraction of total output
of rice, corn, beans, cattle, milk, and vegetables pro­duced In the country. 
Even the rapid increase envisioned
In their total 
sales should be absorbed by the market at
more or less the prices prevailing in the recent past.
 

Concerning the selection of crops whose production will
be encouraged, the policy to be followed in extending
credit will 
be based on the maximum return to 
the farm­er 
in light of his capabilities and anticipated short­term market conditions. 
 IFE hias agreed to purchase the
target group's production of rice, corn, and beans at
 
the prevailing supp 'rt price.
 

Target group farmers will be informed of this policy,
advised of the prevailing support prices, and assisted
In determining the most promising production alternatives.

The danger that a large segment of the target group will
be encouraged to produce a crop which will be in
un­manageable surplus is considered to be a low probability

eventuality.
 

Beyond this group to whom major emphasis is "iven,
project envisions a general 
the
 

increase in technological

capacity via increased educational services. 
 In the
nature of the case, these educational Inputs yield their
Increments to output over an extended period of time.
Given continued high rates of growth of national 
Income,
there should be no difficulty In absorbing these output

Increases.
 

2. Project Contribution to the National 
Economy
 

It has been stated repeatedly that the major economic
benefit sought by the present project was 
a better
distribution of 
income via an 
increased participation of
tne target group in the economic life of the nation.
From the point of view of altering an existing pattern
of Income distribution that shows 
little tendency to
correct 
itself automatically, this project is
a new
approach with far-reaching Implications. If successful,
it may provide a general model with fairly wide applic­ability where a similar situation prevails. The necessary
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conditions are farmers at the margin of commercial
 
agriculture, using a primitive technology, with very

low capital/land and capital/labor ratios and with a
 
relative abundance of land per farmer. There Is the

further condition that the rate of growth of non-farm
 
Income almost Insures a consumer market at existing

prices for the increases 
In output that the disadvan­
taged group may achieve. Once the situation is described
 
it Isapparent that a program that brings, 
inone pack-'

age, technological knowledge and access 
to relatively
 
low-cost credit with the Incentive to the farmer to use
 
both will raise the group's output and hence Its Income.
 

USAID has estimated that the average farmer iL the
 
program for ten years will have raised his net 
Income
 
by about 130%.
 

Even this large relative income increase will 
leave
 
those families at very low average levels of net 
in­
comes - probably less than $1,000 per year per family.

However, further capital 
inputs from existing and

proposed 
IDB loans can pick up where the present project

leaves off to continue the rise in family income growth
 
rates.
 

From the point of view of the economy as a whole, the
 
present project shows surprisingly good results. On
 
most probable assumptions, and a 10% discount rate, the
 
benefit ­ cost ratio Is1. 37 for 10 years. With more
 
pessimistic benefit and a 20% discount rate, the ratio
 
is still greater than 1. The data on benefits and
 
costs are summarized in the Tables 
in this Section.
 

It should be obvious that the calculations of the in­
creases in output 
as a result of inputs of capital and
 
inputs leading to technological changes are very diffi­
cult to make with a high degree of confidence. The data
 
shown here rest on a number of propositions. Line IA
 
of the benefits represents the best estimates of USAID
 
technicians that the combined package of technical 
as­
sistanc , community action and capital inputs from the
 
loan will increase the gross output of the average

participating farmer by 25% 
in the first year of his
 
participation and by 30% 
in the second year. Most of
 
this increase in the first two years will be the direct
 
result of increasing inputs of seed, fertilizers, Insec­
ticides, etc. The Increase in net saies 
Is fairly small.
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In the third year of participation, the farmer will have
had two years of contact individually and in groups with
technical 

crease 15% 

advice, and output is thus forecasted to 
In­over the preceding year. 
 Thereafter, annual
output increments 
are estimated at two
level levels.
is optimistic, but considered most probable 
The A
 

Is 10% per year. - it
The B level 
is taken as 
a minimum below
which output growth of the target group farmer is not
likely 
to fall 
after three years
6%, the in the program. 
 It Is
rate at which agricultural output as 
a whole has
grown in the recent past. 
There is some upward bias
in the benefits figure since shadow prices of output
could not conveniently be used. 
 Support prices exist
for some products, e.g., 
rice, but not
meat. for others, e.g.
The flexibility of the program makes 
It impossible
to forecast the exact commodity composition of output
increases and hence 
impossible to correct values for
shadow prices. 
The bias Is not thought to be large.
Increases 
in output under the credit program were cor­rected to exclude the roll-over funds from the previous

010 loan.
 

With respect to components other than the credit program
only those benefits to 
farmers outside_ the target group
are shown. 
All benefits 
to the target group are 
Includ­ed under the credit program.
 

Benefits occurring from training (lines 4 an
on estimated 5) are based
increased earning ability of traiiees which
Is taken as accurately reflecting their marginal 
value
in production.
 

3. 
 EconomicConcluslons
 

This project 
is economically sound. 
 It has an excellent
chance of achieving its objectives. Theeconomic data
upon which this evaluation 
is based were certainty not
entirely adequate but the uncertainty thereby ini'-oduced
into the economic evaluation was no greater than
usual Is
In Latin America for similar projects.
 

The applicable requirements of FAA Section 611 
have been
met.
 

No steps in addition 

presentation 

to those already covered In this
are suggested to 
increase its economic
benefits.
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4. Local Cost Financing
 

There Is
no local currency owned or controlled by the
U.S. in Panama nor will 
there be any in the future. It
is proposed to cover 22% ($1,596,000) of total local
costs of the project ($7,145,000) with dollar funding.
This decision was based on 
the proposition that the
 government could not finance by taxes and Internal
 
borrowing more than roughly 78%.
 

The rate of increase of revenues from the 
Important and
progressive vax reforms of 1964 Is filling (See Section

l.D.). On the expenditure side the GOP Is faced with
normal 
rising demands for governmental services of a
growing economy. 
 It is trying with some success, to

restrain this growth but 
it Is not likely that all
increases can be avoided. 
 It is also obligating itself
 to come up with considerable local 
cost financing of
other AID, IDB and possibly IBRD loans 
in the next few
 years. The GOP Is
aware that these rising needs re­quire it to improve its collection of existing taxes and
to undertake tax structure reforms, and isacting accord-

Ingly. 
Rural property tax collections should increase
 over the next few years with the implementation (now In
process) of the fiscal 
aspects of the GOP's Rural

Cadastre Program. An urban cadastre with far greater

revenue potential is planned for the coming year as
the continuation of tax and customs administration 

is
 
re­form programs, Additional 
areas of revenue potential
are being Investigated as the result of a tax policy
study conducted in late 1968 by an 
international expert.
Apart from these actions, more efficient allocation


of public resources 
is being sought by the GOP through
an extensive administrative reform program already under­
way. 
 It is USAID's intention to support these programs
with technical assistance through a public administra­
tion development loan.
 

Because the marginal propensity to 
import is normaily
 
very high 
in Panama the GOP has very limited ability
to finance projects by any type of inflationary internal
borrowing withou. causing balance of payment problems.

Having no central bank, Panama, in effect, has no official
dollar reserves. An out-flow of dollars affects Imme­diately the supply of money, commercial bank reserves

and domestic credit. 
The system has already suffered
 
some contraction as a result of recent political 
events.
Itwould not now be prudent to put further strains on it.
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Marginal Propensity to Import out of Increases In GDF
 

(3 years Moving Average)
 

1960 - 2 .48
 

1961 - 3 .39
 

1962 - 4 .33
 

1963 - 5 
 .47
 

1964 - 6 .33
 

1965 - 7 .30
 

Sources: Panama en Cifras
 

Looking at the effect on the U.S. balance of payments

of the dollar financing of local costs, the following

considerations are rei vant. In the first place it
 
must be remembered that Panama has a very open economy
 
in its monetary and commercial policy aspects. There
 
are no exchange controls, U.S. dollars are a large
 
component of the circulating media, tariffs are relative­
ly low and non-discriminatory. There are quotas on some
 
industrial products but they are non-discriminatory as
 
to country of origin. This system is partially the
 
result of treaty obligations to the U.S. (convertibility
 
of the dollar) and partially the natural outcomecf a
 
small commercial economy extremely dependent on the
 
international economy. it follows this that it Is
 
virtually impossible to assure completely that dollars
 
supplied will be spent for U.S. goods without a basic
 
change of economic policy.
 

On the other hand, even without specific controls most
 
such dollars will elthc7 be spent directly in the U.S
 
or join the growing money stock of the growing Panamanian
 
economy or be spent inWestern Hemisphere countries with
 
very high average and marginal propensities to Import

from the U.S. Most recent data (1967) showthat U.S.
 
exports to Panama (F.O.B.) are some 40 per cent of total
 
Panamanian imports and in reality constitute a larger
 
share stemming from Panama's imports from the Colon Free
 
Zone, the origin of whose Imports, In turn, Is the United
 
States to the extent of some (27%). Among developed

countries (U.S., Japan, and Western Europe), the U.S.
 
share of Panamanian imports in 1967 was over 66 percent.
 



SUMMiARY
 

ESTIiATED PROJECT BENEFITS 1/ 

(In Thousands of Dollars)
 

YEAR 
 Ist 2nd 3rd 4th 
 5th 6th 7th 8th 9th 
 *lath 15th 20th
 

I& Value of Increased Output
 
of Target Group
 

A 461 1,155 1,591 1,877 2,404 2.878 3,402 3,791 4,18z 
 4,601 7,409 11,933
 
B 461 1,155 1,591 1,849 2,304 2,700 3,116 3,370 3,594 
 3,809 5,098 6,822
 

t. Pure Seed Program

.(Non-Target Group) 
 518 518 518 
 518 518 518 
 518 518 518 51d
 

1. Kachinery Rental Program

(Non-Target Group) 
 75 75 7S 75 
 75 75 75 75 75 
 75 "
 

i. Vocational Educat-ion

(Non-Target Group) I I 
 1 
 I I
 

Scholarships
 

(Non-Target Group) 
 - - 15 15 15 15 15 15 15 15 15
 

TOTAL A 462 
 1,156 2,185 2,486 3,014 3,487 4,011 4,4oo 4,792 5,210 z8,019 12,542
 

B 
 462 1,156 2,185 2,458 2,913 3,310 3,725 3,979 
 4,203 4,418 5.707 7,431 

1/ Benefits (increased output) of the Target Group are 
summarized under line I. 
Lines 2 through 5 sum-narize non-Target Group
benefits (increases In output) resulting from inputs of the corresponding components. in output for the non-
Increases 

Target Group by component are 50 per cent, 25 per cent, 44 per cent and 50 per cent of total output increases resulting
from component Inputs of 
lines 2 through 5, respectively.
 



SUMMARy 

ESTIMATED PROJECT COST (EXPENDITURES) 17
 

(In Thousands of Dollars)
 

YEAR 

Ist 2nd 
 3rd 4th 
 5th 6th 7th 
 8th 9th 
 I0th 15th 
 20th
 

Expansion of Extension Services 
 258 477 309 
 205 205 
 205 205 
 205 205 205 
 205 205

Expansion of Pure Seed Program 
 62 118 36 36 
 36 36 36 
 36 36 
 36 36 
 36

Machinery Rental Program 
 70 661 174 174 174 174 
 174 174" 174 174 
 174 174
 
Adult Education Centers 
 93 184 87 87 
 87 87 
 87 87 
 87 87 
 87. 87

Vocational Education 
 220 432 166 
 166 166 
 166 166 
 166 166 
 i66 166 166

Scholarships 


74 74 74 ­ - - - - -
Technical Assistance in Market Imp. 
 63 106 106 ­- - - - -

namers Markets 
 166 218 
 103 103 103 
 103 103. 103 103 
 103 103 103
 
Potato & Onfon Equipment 20 98 20 
 20 20 
 20 20 20 
 20 20 
 20 20

Supervised Credit Program 
 652 94 
 984 784 
 914 909 909 
 909 909 
 909 909 
 909
 
Tech. Assistance in Credit C Training 28 55 
 55 ­ - - - - - -

Tech. Assistance In Agric. Program
and Policy Formulation 
 25 50 
 50 ­ - -
%an
 

TOTAL 
 1,731 3,467 2.164 
 1,575 1,705 1,700 
 1,700 1,700 1,700 1,700 
 1,700 1,700
 

I/ Note that estimated total and component annual costs are Identical 
from the 6th year forward.
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BENEFIT/COST RATIOS 1/ 

I 

10% Discount Rate
 

Present Value Present Value
 
Year of Benefits 2/ of Costs 2/ Benefit/Cost'.
 

A B A B 

10th 16.7 15.6 12.2 1.37 1.28
 

15 th 26.5 23.1 14.7 1.80 1.57
 

20th 35.9 29.1 16.2 2.21 1.79
 

II
 

20% Discount Rate
 

Present Value Present Value
Year of Benefits 2/ of Costs 2/ Benefit/Cost.'
 

A B A B 

lOth 9.9 9.4 8.6 
 1.16 1.10
 

15th 13.1 11.9 
 9.4 1.39 1.26
 

20th 15.1 13.2 
 9.7 1.55 1.35
 

.l/ A and B refer respectively to high and low level assumptions of
 

future benefits.
 

2/ In millions of dollars.
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INTERNAL RATE OF RETURN 

Years 

10 

15 

20 

A 

High Benefit 
Assumption 

24.1% 

24.6% 

23.8% 

UNCLASSIFIED
 

B
 

Low Benefit
 
Assumption
 

23.1%
 

24.2%
 

23.7%
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E. FINANCIAL SOUNDNESS
 

l. Funding Requirements and Sources
 

The total value of the project Is estimated at $9.0 mil­lion. A.I.D. contribution will 
be a loan to the GOP not
to exceed $3.5 million with a period of disbursement of
three (3)years from the date of execution of the Loan
Agreement. 
 (See chart on Project Costs at end of this
 
Section).
 

The proposed financial plan Is as follows
 

Dollar Costs 
 Local Costs Total
 

A.I.D. 
 1,878,000 ,1,596,000 3,474,000 
38.5
 
G.O.P. 
 3,749,000 3,749,000 
41.5
 
Farmers Input 
 500,000 500,000 5.5
 

Repayment Rollover 
 1,300,000 1,300,000 
 14.5
 

Total 1,878,000 7,145,000 9,023,000 100.0
 
The GOP contribution amounting to $3,749,000 will be budget(
over a period of three years.
 

The AID and GOP Inputs are broken down 
in detail In Annex II
Exhibits 5 and 6. All 
cost figures presented are based
on actual costs from existing MACI operations and carefully
developed projections. 
Several significant points on the
GOP cost breakdown should be noted.
 

First, of the almost $1.6 
million allocated to salaries,
$1.4 million is for new personnel 
needed for this program.
The balance of about $200,000 is for salaries of persons
being shifted from other phases of MACI's operations to
this program. This is important since It reflects a substan
tial redirection of MACI's efforts to assist the target
farmers of this program. 
Next, a recent annual valuation
of building sites was made by MACI 
to review and evaluate
land values in the areas where proposed facilities were
planned for construction. 
The Mission has not attempt­ed to make an appraisal of the site values, and we have takei
the valuations presented as 
being representative of land
 
costs 
in )e areas Involved.
 

Another Input In the financial plan comes from the farmers
receiving credit under this program. 
IACI/IFZ experience
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has shown that farmer contribution in land and labor is
 
equivalent to approximately 20% of the value of credit
 
received. In this program, approximately $2,800,000 In
 
new and rollover credit wili be available to the target
 
farm group. Thus a contribution of $500,000 in land
 
and labor from the farmers isconsidered reasonable.
 

The $1,300,000 in rollover funds from subloan repayments
 
is a combination of repayments from A.I.D. Loan 525-L-010
 
and this loan. Repayments under the 010 loan are approx­
imately $200,000 annually. Repayments under this loan
 
are projected as $240,000 in the second year of this loan,
 
and $460,000 in the third year. These projections are
 
believed to be reasonable.
 

The A.I.D. loan will be used for 40% of the construction
 
costs, procurement of equipment, machinery and vehicles
 
(primarily from U.S.), technical assistance from U.S. and
 
supervised credit. A.I.D. funds will cover 38.5% of the
 
total project costs and about 22% of the local costs.
 

The estimated disbursement schedule for each source of funds
 

is set forth below (000 omitted)*:
 

FY-70 FY-71 FY-72
 

A.I.D. -,4oo 1,500 574
 

G.O.P. 1,100 1,400 1,249
 

Rollover 200 440 660
 

* $500,000 labor/land input from farmers not included here. 

2. Loan Terms and Repayment
 

Loan terms for this project are recommended to be the most
 
concessional available by A.I.D., i.e. 2% int..rest during
 
a 10 year grace period and 3% interest for the remaining
 
30 years repayment. Loan repayment prospects are good.
 



--- 

--- --- 

PROJECT COSTS
 

A. I. D. 
$ Local Costs 

Technological Development Support 854,000 97,000 

Technical Education 359,000 l01,O00 

Market Improvement 265,000 48,00o 

Agricultural Credit 250,000 1,350,000 

TA Pro/Policy 

75,000 


Project Management 


Contingency 

75,000 ---


T 0 T A L 
 !,878,ooo 1,596,000 


G. 0. P. Farmers Rollover Total 

1,230,000 
2,181,000 

888,000 
1,348,000 

590,000 
903,000 

810,000 500,000 1,300,000 4,210,000 

50,000 

1o6,000 

125,000 

106,000 

S 

75,000 
150,000 

3,749,000 500,000 1,300,000 9,023,000 

UI 

hi 
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SECTION III - LOAN ADMINISTRATION
 

A. 	PROJECT EXECUTION
 

1. Execution Plan
 

The execution of thi=, project is divided more or less 
Into six
 
types of activities:
 

a). Meetlihg conditions precedent.
 

b) Incorporatior,of U.S. Technical Assistance and GOP personnel.
 

c) Construction
 

d) Procurement
 

e) Training
 

i) Participants (U.S. training)
 

ii) Local operating personnel
 

iii) Target farmers
 

f) Credit and sub-lending operations.
 

One of the conditions precedent to 
initial disbursement is the
preparation of an overall time-phased implementation plan showing
breakdown, timing and interrelationship of the various steps which
will be required to effect a timely execution of the project.
The principal steps are given In the Execution Plan which follows.
 

There are interrelationships between the above activities which
will 
be taken Into account in the master plan for execution. The
 
principal ones are:
 

a) Procurement to be timed in relation to construction to

provide equipment and furniture as needed.
 

b) Construction in the same general 
location to be bid as a
packag,, but timed so 
that adult education, vocational

education, and the seed Improvement program facilities will
 
be finished first.
 

c) 	Seed production facilities are needed to provide seed Input
to target farmers 
in the credit program, but credit operations
 



------------------------------------------------------------- 

EXECUTION PLAN
 

Time Spread - Month of Project
 
Step or Activity Responsibility 
 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 

Sign Loan Agreement GOP/AID

(estimated 8/31/69)
 

i. Prepare master plan MACI
 
of execution and
 
operat iots
 

2. Meet conditions MACI
 
precedent ­

3. Construction MACI; 

Contractors
 

4. Procurement 
 MACI
 

5. Ilrlementation of U.S.
 
TA 
 MACI
 

a. Credit 
 MAI
 
b. Marketing MACI
 
c. Prog.&Pol. Form. MACI; IFE;CRA; 

National Plan­
ning Office
 

6. Orientat'lon of Borrow­
rir Personnel 
 MACI 
 -
 -


7. Training Target Farm­
ers MAC I 

8. Sub-lending(credit) 
 MACI; IFE 

-
* In order to expedite Implementation of the project, 
 -he Mission will endeavor to obtain the satisfac­tion of as many conditions precedent as possible before execution of the Loan Agreement.
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can be initiated with the production of seed evallab)e from
 
the present seeJ facilities. By the time the credit program

is well in operation, seed -production facilities will be
 
finished and in use.
 

d) 	Construction of additional facilities at the National School
 
of Agriculture will be'carried out as soon as 
possible In
 
order to permit the training of an increased number of
 
personnel who are required to continue the credit and
 
extension program with target farmers from the third year on.
 

e) 	Construction of new field service centers and pro'urement of'
 
vehicles will be needed to 
take care of expanded extension­
and credit operations, but the credit program can be started
 
with what facilities as are now available.
 

f) 	Technical assistance inmarketing to commence at an early

time so as to begin market improvements for the commodities
 
produced by the target farmers.
 

g) 	Technical assistance In credit to commence at an early

time in order to guide the sub-lending program as it expands.
 

h) 	Scholarship program to be initiated at an early date so that
 
personnel will be trained and available for extension,
 
research, credit and marketing programs.
 

i) Various technical assistance contract personnel to be present

at time participants are selected for training in U.S. 
in
 
order to help plan the required training.
 

j) Initial orientation of MACI personnel and training of the
 
first group of target farmers to precede beginning of sub­
lending activity.
 

Administrative Provisions and Responsibilities
 

Project management will be composed of personnel from MACI and 
It
 
will be organized similar to that in the previous Agricultural

Development Loan (AID Loan 525-L-010). 
 A number of the key

personnel will 
remain in the same jobs and become members of the
 
management team for this project. 
These technicians have worked
 
with AID programs for a number of years and they are familiar
 
with AID loan procedures. MACI will again appoint a project
 
manager to oversee the whole project operation.
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Technical Assistance will be provided through contractual
arrangements with private firms, U.S. universities or USDA. The
monitoring of the implementation of recommendations made through
technical assistance will be the responsibility of MACI. 
 The
Peace Corps has been consulted on program planning and will
consult with MACI regarding possible areas of Peace Corps
cooperation in the program.
 

Loan disbursements will be made under Letter of Commitment for
the 
 dollar costs and through Special Letter of Credit procedure
for the local costs. It is estimated that the loan will be fully
disbursed within three (3)years.
 

Fiscal Control of loan funds will 
be the responsibility of MACI
and audit and review of activities will 
be made by both the USAID

Controller and by the GOP controller.
 

The Borrower shall submit to AID for approval all construction
Plans and specifications, all procurement specifications, and all
contractual arrangements. 
The plans and specifications shov.Id be
prepared in consultation with advisors made available through
technical assistance'. The USAID/Panama Project Coordinator will
have the responsibility of monitoring the general operation of the
 
Project.
 

Maintenance andoperation of the facilities will 
be the respon­sibility of MACI. Experience with the preceding loan shows that
MACI has developed the organization and isadequately maintaining

previously constructed facilities.
 

3. U.S.A.I.D. Monitoring Responibilities
 

The Chairman of USAID Project Commnittee, who is head of RDD, will
have primary monitoring responsibility. This responsibility will
entail the receipt and initiation of all correspondence with
Borrower on matters of execution, compliance with the basic Loan
Agreement, 
issuance of letters of implementation, approval of
construction plans andcontracts, and receipt of progress reports.
The USAID Engineering Division, USAID Legal Advisor, USAID
Community Development Division and USAID Capital Development

Division will assist 
In monitoring activities appropriate to

their fields of competence and responsibility.
 

B. CONDITIONS AND COVENANTS
 

In addition to the usual conditions precedent and covenants, the

following special requirements are proposed:
 

1. Conditions Precedent. 
Prior to the issuance of any commitment
document or disbursement under the loan, the Borrower shall

submit evidence, satisfactory to A.I.D.:
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a) 	Of a satisfactory completion of the price support policy

study initiated under the Sanderson and Porter/Lopez y

Fhbrega Associates Marketing Study, oursuant to Section
 
6.2 	of AID Loan Agreement No. 525-L-010.
 

b) 	That MACI has designated and appointed a project manager

and other necessary personnel for this program.
 

c) 	That adequate budgetary provisions have been and will

be made available by the Government of the Republic of
 
Panama to carry out this project on a timely basis.
 

d) 	Of a satisfactory plan for maintaining the equipment

procured and structures built under this program.
 

e) 	Of a time-phased Implementation plan for each component

of this project, showing interrelationship and priority
 
of each component.
 

f) 	Of an agreement between MACI and 
IFE wherein IF7 agrees
 
to provide the necessary manpower and 
resources to
adequately implement the fiscal 
services required under

the 	supervised credit program.
 

g) 	Of an agreement between MAC! and 
IFE 	requiring IFE to

purchase, at the then prevail irg support prices, thosesupported conmodities jointly selected for production

in this project proffered by participant target farmers
 
of this project. 

Prior to the issuance of a commitmncnt doc, .. or disburse­e:-z 

ment for each activity under each componcrnt of the project,
 
the 	Borrower shall submit, satisfactory tc ^.I.D., 
an
 
implementetion-evaluation plan for that activity.
 

COVENANTS
 

I. 	Borrow(-
 ar:ees that funds received frc,.- s.J)an repayments
shail 
be used solely for further tlbledIric to t,'.e same
 
target group of farm families to be assisted under this
 
program.
 

2. 	Borrower agrees to maintain the 
fzcilizies constructed and
 
equipment procured under this program.
 

3. Borrower agrees to review with A.I.D. the recommendation
 
contained in the studies funded under this Loan, with

objective being to 
implement such reconimendations.
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4. Borrower agrees to make funds available in accordance
with the estimated disbursement schedule, to make upany short-fall in scheduled "rollover" funds and tofund any other shortage that may occur in the carryingout of the project, all such funds to be provided on a.
timely basis as needed.
 

5. Borrower agrees to provide the resources and manpower
as may be necessary to continue this program with the
target group for a-period of seven (7) years commencing
with the completion of this project. 
The activities to
be continued shall be agreed to between A.I.D. and
MACI within one (1) year prior to the completion of the
Project.
 

UNCLASSIFIED
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ANNEX I, Page 1. of 3 
June 17, 1969
 

Minutes of CAEC Meeting - April 18, 1968 (LA-CAEC/M-68/40)
 

.1. PANAMA - Agricultural Development'Loan - IRR (LA-CAEC/P-68/58)
 

The tenor of the meeting indicated general concern with the lack
 
of specificity of the proposed program and its relation to the
 
agricultural situation In Panama.
 

The CAEC approved the IRR indicating that the loan paper should
 
be specific in defining the objectives of the loan and the ways in
 
which it will affect small farmers.
 

The loan paper should provide a detailed review and explanation

of why the covenant by the GOP in loan 010 to undertake a price study.
 
was not met. There was agreement that such a study should be carried
 
out during the first year of the proposed loan.
 

Te:hnical comments of LA/CD should be conveyed to USAID to be
 
considered during the intensive review.
 

Attachment:
 
Memo to CAEC - April 9, 1968
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ANNEX I, Page 2 3of 

Attachment to CAEC Minutes 
-
Meetln S of April 18, 1968 
LA-CAEC/P-68/58/1 

April 9, 1968
 
MEMORANDUM FOR THE CAPITAL ASSISTANCE EXECUTIVE COMMITTEE
 

FROM: 
 LA/CD, Jerome Levinson
 

SUBJECT: 
 Panama - Agricultural Development Loan - IRR
 

The Office of Capital Development has reviewed subject IRR and
recommends Its approval subjct to the following suggestions:
 

1. 	 Of the four components, 
it appears that only supervised
agricultural credit will be exclusively utilized by the
small 	farmers. 
 Inview of the fact that the primary
goal of the loan will be to 
increase the production and
productivity of the small 
farmer, should not all 
of the
components of this proposed program be specifically

directed towards the small 
farmer?
 

2. 
 An analysis of Panama's farm pricing policies was a
covenantin Loan 525-L-010. 
 However, the GOP stated that
it did not have any funds to make the study and consequent­ly no 	analysis was made. 
 It is recommended that such a
price study be made a condition of the proposed loan with
a specific time schedule. If necessary the loan paper
should recommend that funds from the loan may be used to
 
finance such a study.
 

3. 	 The tentative AID disbursement schedule covers a three
year period. 
The GOP financing indicatedfbr the fourth
and fifth years should be excluded and the total GOP
contribution should be correspondigly reduced.
 

4. 
 Describe the precise nature of the GOP contributions. Will
these 	contributions represent net additions to on-going
expenses? 
 Is the GOP owned land Included in the estimate
 
qf GOP contributions?
 

5. 
 In view of the large percentage of local currency costs
in the loan, 
the CAEC should decide whether AID should
require more than the minimum requirements set forth in
the special 
letter of credit memorandum.
 
6. 
 The loan paper should include consideration of Title IX
opportunities under the program. 
For example, it may be
possible to stimulatu the development of cooperatives


and village associations through the supervised credit
 program and through specific inp,'".. In adult education

and training. 
 UNLASSIMD
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CERTIFICATION PURSUANT TO SECTION 6 11(e)
 

'OFTHE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

I, David Lazar, the prinoipal officer of the Agency for International
 
Development in Panama, having taken into account, among other things,

the maintenance and utilization of projects 
inPanama previously

financed or assisted by the United States, do hereby certify that 
in
 
my judgment Panama has both the financial capability and the human
 
resources capability to effectively maintain and utilize the capital

assistance project, Small Farmer Improvement Project.
 

This judgment is based on the Mission's experience with MACI on
 
previously financed AID Agricultural Development projects. One loan
 
project and a number of grant projects have been completed during

the period of AID assistance in Panama. Most significant of these
 
was the AID development loan project N! 525-L-010. 
This loan
 
pro; t was designed to improve agricultural and livestock production

by roviding the buildings and equipment necessary to carry out a
 
mc 
a intensive technical assistance program in specific underdeveloped

rural areas 
in Panama; and by providing funds for supervised credit
 
to small livestock producers.
 

The MACI has direct responsibility for the operation and maintenance
 
of this program and the physical facilities contained therein. Also,

the responsibility of the MACI for the buildings constructed and the
 
equipment purchased does not end with the completion of construction
 
and the acquisition of equipment; they provide continued maintenance.
 

The Mission's experience and audit reports confirm that the MACI

has the financial and human resources and is cffectively applying these

inputs 
In the continuing conduct and maintenance of this and their
 
other programs.
 

David Lazar -

Director 
USA ID/Panama 
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June 17, 1969 

CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progre ) 

In the right-hand margin, for each item write answer, or, as appropriate,
a summary of irequired discussion. As necessary, reference the section(s)

of the Capital Assistance Paper, 
or other clearly identified and available
document, in which the matter is further discussed. This form may be
made a part of the Capital Assistance Paper. 

The following abbreviations are used: 

FAA - Foreign Assistance Act of 1961, as amended by the Foreign Assis­
tance Act of 1968. 

App. - Foreign Assistance and Related Agencies Appropriations Act, 1969. 

COUNTRY PERFORMANCE 

Progress Towards Country Goals 

1. FAA §.Z08; §..Z5l(b). 

A. Describe extent to which
 
country is:
 

(1) Making appropriate efforts The growth in agricultural pro­
to increase food production and duction in Panama is among the
improve means for food storage highest in Latin America. Im­
and distribution. provement in food storage and 

distribution has been satisfactory.
The loan will help to finance 
improvement in both areas. 
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(2) Creating a favorable climate The climate for foreign andfor foreign and domestic private domestic privat. enterprise
enterprise and investment, and investment has been 

satisfactory as evidenced by 
the very high rate of .ncrease
in private investment over the 
past several years. Part Two, 
Section I. D. 

(3) Increasing the public's role Increased pa;'ticipation in thein the developmental process, developmental process is being 
encouraged through this and 
other AID and GOP programs. 

(4) (a) Allocating available During 1960-67 period, publicbudgetary resources to sector real investment amounteidevelopment, to about $185 million, or 17%6 of 
estimated total expenditures 
($1, 079 million). 

(b) ID'verting such resources Panama's expenditures forfor unrecessary military military purposes have histor­expenditure (See also Item ically been a very small per-No. 18. ) and intervention in centage of total governmentaffairs of other free and expenditures and Panama hasindependent nations. (See not intervened in the affairs ofalso Item No. 17. ) other free and independent 
nations. There have been no 
indications of substantial 
changes from these traditional 
policies. 

(5) Willing to contribute funds MACI's contribution to thisto -the project or program, project is substantial, being 
over 43% of total estimated 
project costs. 
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(6) Making economic, social, Panama has made substantial
and political reforms such as progress in soc.al, economic andtax collection improvements political reforms. Panama hasand changes in land tenure ar- reformed her tax laws and hasrangements, and making improved tax administration sub­progress toward respect for stantially. As a result 1967
the rule of law, freedom of 
 income tax reeeipts totaled $34. 5expression and of the press, million, more than twice the 1963and recognizing the importance total of $15. 5 million. The GOPof individual freedom, initia- efforts in Agrarian Reform have
tive, and private enterprise, 
 been accelerating and the new 

administration is moving ahead 
with a program designed to resolve 
tenure problems of one-fourth of 
the approximately 16, 000 squatter 
families located on about 90, 000 
acres of private land by the ond o:. 
1969. The GOP is toalso working
improve its allocation of resources 
by improving its National Economic 
Planning Capability. 

Although there is press censorship 
and a significant number of political
prisoners and exiles under the 
provisional government, the govern­
ment is moving in the direction of 
restoring constitutional rights, and 
free elections are promised for 
1970. The provisional government 
has emphasized the concepts of 
self-help and individual initiative in 
its civic action programs and has 
given support to private enterprise. 

(7) Adhering to the principles Panama is adhering to the principlesof the Act of Bogota and Charter of the Act of Bogota and is working toof Punta del Este. achieve the objectives of the Charter 
of Punta del Este. In practically 
every category Panama is ahead of 
the targets set by the charter or has 
programs underway which will bring 
her performance up to the target 
levels. 
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(8) Attempting to repatriate Capital repatriation is not acapital invested in other problem in Panznma at thecountries by its own citizens, present time. 

(9) Otherwise responding to the See answer to (6) above. 
vital economic, political, and 
social concerns of its people,
and demonstrating a clear 
determination to take effective
 
belf-help measures.
 

B. Are above factors taken into Yes
 
account in the furnishing of the
 
subject assistance?
 

Treatment of U.S. Citizens 

2. FAA §. 620(c). If assistance is to Panama is not known to be so ingovernment, is the government liable default on any debt to a U.S. as debtor or unconditional guarantor citizen.
 
on any debt to a U.S. citizen for goods
 
or services furnished or ordered where
 
(a) such citizen has exhausted avail­
able legal remedies and (b) debt is 
 not 
denied or contested by such govern­
ment? 

3. FAA §. 6 20(e) (1). If assistance is to Panama is not known to have a government, has it (including taken such action. 
government agencies or subdivisions)

taken any action which has the effect
 
of i.adionalizing, expropriating, 
 or
 
otherwise seizing-ownership 
or
 
control of property of U.S. citizens
 
or entities beneficially owned by
 
them without taking steps to dis­
charge its obligations toward such
 
citizens or entities?
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4. 	 App. §. 106. If country attempts Panama is not 	known to haveto create distinctions because of taken such action. 
their race or religion among
Americans in granting personal 
or commercial access or other
 
rights otherwise available to
 
U.S. citizens generally, what
 
steps (will be) (have been)
 
taken during loan negotiations.
 
to influence elimination of such
 
distinctions ?
 

5. 	 FAA §. 6 20(o); Fishermen's Panama is not known to haveProtective Act. §. 5. If country taken such action.
 
has seized, or imposed any
 
penalty or sanction against, any
U.S. fishing vessel on account
 
of its fishing activities in inter­
national waters,
 

a. has any deduction required by

Fishermen's Protective Act been
 
made ? 

b. has complete denial of assis­
tance been considered by A.I.D.
 
Administrator ?
 

Relations with U.S. Government and 
Other Nations 

6. 	 FAA §. 620 (d). If assistance is Not applicable.
for any productive enterprise which 
will compete in the U.S. with U.S. 
enterprise, is there an agreement by

the recipient country to prevent
 
export to the U.S. 
 of more than 20%
 
of the enterprise's annual production
 
during the life of thc loan?
 



7 FAA B. 620(j). Has the country 
permitted, or failed to take 
adequate measures to prevent, 
the 	damage or destruction by
mob 	action, of U.S. property. 

8. 	 FAA 9. 620(l). If the country has 
failed to institute the investment 
guaranty program for the specific 
risks of expropriation, in con­
vertibility or confiscation, has 
the A.I.D. administration within 
the past year considered denying 
assistance to such government 
for this reason? 

9. 	 FAA §. 6 20(g). Is the government 
of the recipient country in default 
on interest or principal of any
A. I.D. loan to the country? 

10. 	 FAA §. 620(t). Has the country 
severed diplomatic relations with 
U.S. ? If so, have they been 
resumed and have new bilateral 
assistance agreements been nego­
tiated and entered into since such 
resumption? 

11. 	 FAA L.620. (u). What is the 
payment status of the country's 
U.N. obligations ? If the country 
is in arrears, were such arrear­
age taken into account by the A. I. D. 
Administrator in determining the 
current A.I.D. Operating Year 
Budget? 
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Adequate measures by 
Panama have been and are 
being taken. 

Panama has signed and 
instituted such an agreement. 

Panama is not in default on
 
any A.I.D. loan.
 

Panama has not severed
 
diplomatic relations.
 

Pana's U.N. obligtions are 
not in 'default or in arrears. 
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12. FAA 0. 620(a); App. .l107(a) and (b). No. 
Does recipient country furnish assis­
tance to Cuba, sell strategic mate­
rial to Cuba, or permit ships or 
aircraft under its flag to carry 
cargoes to or from Cuba. 

13. 	 FAA §. 620(b). If assistance is to a Yes. 
government, has Secretary of State 
determined that it is not controlled 
by the international Communist 
movement. 

14. 	 FAA §. 620(f), App. §.109. Does No. 
recipient country have a communist 
government. 

15. 	 FAA 9. 620(i). Is recipient country No. 
in any way involved in (a) subversion 
of, or military aggression against, 
the U.S. or any country receiving 
U.S. assistance, or (b) the planning 
of such subversion or aggression. 

16. 	 FAA 9. 62 0(n); App. 107(b and 116. No. 
Does recipient country furnish goods 
to North Viet-Nam or permit ships 
or aircraft under its flag to carry 
cargoes to or from North Viet-Nam? 

Military Expenditures 

State/AID in consultation with the inter­17. 	 FAA 9. 6Z0(s). What percentage of agency advisory committee concerned with 
country budget is for military ex- the implementation of Section 620(s)(the
penditures ? How much of foreign Symington Amendment) of the Foreign
exchange resources spent on mili- Assistance Act of 1961, as amended, has 
tary equipment? Is U.S. P.L. 480 determined (a) that Panama's resources are 

no, 	being diverted to unnecessary military
expenditures to a degree which materially
military purposes? Are country's interferes with its development, and (b)
resources devoted to unnecessary that neither U.S. development assistance 
military expenditures to a degree nor PL 480 sales are diverted by Panama
which materially interferes with to military purposes. Among the principal

factors in this determination are the 
following: 
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its development? (Consideration of 
 1. Defense expenditures as a percent of GNP forthese points to be coordinated with 1966-67 were ..
1%, well below the median of 1.47%
PPC/MAS.) for the 16 small countries of the Latin American 

region, and the trend of this share has been stbk; 
2. Defense expenditures as a percent of central 
government expenditures in the 1969 govt. budget 
are .86%, also well below the median for the same
 
16 countries, of 9.68%, and the trend of this 
share has also been relatively stable. 
3. While data are rough, foreign exchange spent
for defense as a percent of imports of goods and

services for 1966-1967 appears to have been close 
to zero.
 
4. There is no evidence that Panama is making

substantial acquisitions of majior military invest­
ment items which would significantly affect future 
budgetary requirements.
 
5. The country team has reported that there is no
evidence of U.S. development assistance (or PL480

sales) being diverted to military expenditures.
 

18. FAA ~ 6 20(v). App. 0.119. How There is no evidence to indicate that
much spent by country during Panama has purchased sophisticated
current U.S. fiscal year for weapons systems since January 2, 1968,sophisticated military equipment and none to indicate that she will inpurchased since January 1, 1968? the near future.
 
Has corresponding amount been
 
deducted from current OYB, 
 or is 
the weapons purchase determined
 
by the President to be important
 
to U.S. national security?
 
(Responses to these questions 
to
 
be coordinated with PPC/MAS.)
 

CONDITIONS OF THE LOAN 

General Soundness 

19. FAA §. 201(d). Information and The terms of the loan and for

conclusion on reasonableness and 
 relending under the supervised
legality (under laws of country credit program are both legal
and U.S.) of lending and relending and reasonable. 
terms of the loan. 

20. FAA §.251(b) (Z); §.Z51(e). The project is economically and
Information and conclusion on technically sound. This is

activity's economic and technical 
 discussed in Sections II. C. and
 
soundnhess. If loan is 
 not made D. 
pursuant to a multilateral plan,

and the amount of the loan exceeds An application dated May 12,
$100, 000, has country submitted 
 1969 for this loan has been
 
to A. I. D. an application for such 
 submitted by the GOP. 



funds together with assurances to 
indicate that funds will be used in 
an economically and technically 
sound manner. 

Z1. 	FAA . 251(b). Information and
 
conclusion on capacity of the
 
country to repay the loan,
 
including reasonableness of 
repayment prospects. 

22. FAA §. 6 11(a) (1). Prior to signing 
of loan will there be (a) engineer­
ing, financial, and other plans 
necessary to carry out the assis­
tance and (b)a reasonably firm 
estimate of the cost to the U.S. of 
the assistance? 

23. FAA .§.6 11(a) (2). If further 
legislative action is required 
within recipient country, what is 
basis for reasonable expectation 
that such action will be completed 
in time to permit orderly accom-
plishnent of purposes of loan? 

24. FAA 9. 6 11(e). If loan is for 
capital assistance, and all U.S. 
assistance to project now exceeds 
$1 million, has Mission Director 
certified the country's capability 
effectively to mah.tain and utilize 
the project?
 

25. FAA §. 251(b). Information and 
conclusion on availability of 
financing from other free-world 
sources, including private sources 
within the United States. 
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Yes. 

Borrower's application dated 
May 12, 1969 states that 
borrowing authority has been 
requested from the cabinet 
council. Prior experience 
indicates that this authority 
will be timely gs.'anted. 

Yes. 

Financing from other free­
world sources, including 
private U.S. sources, is not 
available. See Section I. C. 



Loan's Relationship to Achievement
 
of Country and Regional Go
 

26. 	 FAA §.207; 9. 2 51(a). Extent to 
which assistance reflects appro-
priate emphasis on; (a) encouraging 
development of democratic,econonic, 
political, and social institutions; (b)
self-help in meeting the country's 
food needs; (c) improving availability 
of trained manpower in the country; 
(d) programs designed to meet the 
countryls health needs, or (e) other 
important areas of economic, polit­
ical, and social development, 
including industry; free labor unions, 
cooperatives, and voluntary agencies; 
transportation and communication; 
planning and public administration; 
urban development; and modern­
ization of existing laws. 

27. 	 FAA §. Z09. Is project susceptible 
of execution as part of regional 
project? If so why is project not 
so executed? 

28. 	 7 AA §. 2 51(b) (3). Information and 
conclusion on activity's relationship 
to, and.consistency with, other 
development activities, and its 
contribution to realizable long-range 
objectives. 
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(a) 	 This project will encourage
 
development of democratic,
 
economic, political and
 
social institutions.
 

(b) 	 This project involves sub­
stantial contribution of
 
resources by the GOP (Section
 
II. E. ) and heavy involvement 
by the target farmer group. 

(c) 	 By providing substantial amounts 
of technical assistance, this 
project will improve the skills 
of a large number of Panamanian 
farmers. 

(d) 	 Not Applicable. 

Mission considers that program 
is more suitable for execution on 
a national rather than a regional 
basis. 

The loan is consistent with other 
development activities and 
contributes to long range 
objectives. This is the contin­
uation of a previous activity 
which was begun under loan 
525-L-010 and is complementary 
to that program. 
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29. FAA §. 251(b) (7). Information By increasing agriculturaland conclusion on'whether or productivity the project willnot the activity to be financed contrihvte to the achievementwill contribute to the achieve- of srL Justaining growth ofment of self-sus taining growth. Panama. 

30. FAA §. Z 8 1(a). Describe extent The loan will encourageto which the loan will contribute maximum participation of corn­to the objective of assuring munity and local governmentmaximum participation in the institutions, through activitiestask of economic development on of extension agents, adultthe part of the people of the education courses and expansioncountry, through the encourage- of vocational educational faci­ment of democratic, private, and ]ities for agricultural students.local governmental institutions. It will foster community organi­
zations concerned with agricul­
tural policies, programs and 
implementation. 

31. FAA 9. 281(b). Describe extent The answer given to Item #30to which program recognizes the above is equally applicable toparticular neee., desires, and this item. 
capacities of t*.e people of the 
country; utili; es the country's
intellectual r sources to encour­
age institutional development;
 
and supports civic education and 
training in skills required for
 
effective participation in govern­
mental and political processes
 
essential to self-government.
 

32. FAA 9o 6 01(a). Information and The loan will foster privateconclusions whether loan will initiative and encourage corn­encourage efforts of the country munity action and individualto: (a) increase the flow of inter- participation through local groupsnational trade; (b) foster private and cooperatives. It will improveinitiative and competition; (c) technical efficiency in agriculture.
encourage development and use of 



cooperatives, credit unions, and 
savings and loan associations; 
(d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriculture, 
and cornmerce; and (f) strengthen 
free 	labor unions. 

33. 	 FAA §. 619. If assistance is for 

newly independent country; is it
 
furnished through multilateral
 
organizations or plans to the 
maximum extent appropriate? 

34. 	 FAA §. Z51(h). Information and 
conclusion on whether the acti-
vity is consistent with the findings 
and 	recommendations of the Inter-
American Committee for the 
Alliance for Progress in its annual 
review of national development 
activities. 

35. 	 FAA 9.Z51(g). Information and 
conclusion on use of loan to 
assist in promoting the coop-
erative movement in Latin 
America. 

36. 	 FAA §. Z09; §. Z51(b) (8). 
Information and conclusion whether 
assistance will encourage regional 
development programs, and 
contribute to the economic and 
political integration of Latin Ame­
rica. 
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Not Applicable. 

This 	activity is consistent with 
the findings and recommendations 
of CIAP. (See Section I. D. 3.). 

The Agricultural Credit component 
of this loan allocated $300, 000 for 
sub-loans to finance cooperatively 
owned activities such as grain dryers, 
warehouses, supply stores, etc. 

This project is nationally rather 
than regionally oriented. 
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Loan's Effect on U.S. and A. I. D.
 
Program
 

37. FAA §.251(b) (6); §.102. Effects of this project on theInformation and conclusion on U.S. economypossible effects of loan on U.S. 
are positive. 

economy, Both U.S. technicians andwith special reference equipment will be procuredto areas of substantial labor 
surplus, with loan funds. Agriculturaland extent to which U.S. production to be aided will notcommodities and assistance are materially impair U.S.furnished in a manner consistent markets.
with improving the U.S. balance
 
of payments position.
 

38. FAA §. 601(b). Information and The servicesconclusion of U.S. privateon how the loan will trade will be demonstrated byencourage U.S. private trade this project promoting theand investment abroad and how expansion of U.S.it will encourage private U.S. 
private trade 

and services,participation in foreign assis-
through technical 

services from the U.S.tance programs (including use and 
U.S. equipment purchases forof private trade c. innels and the implementation of thethe services of U.S. private project and the financing ofenterprise), 
local costs through SLC 
procedures.
 

39. FAA 9. 6 01(d). If a capital Yes.
 
project, are engineering and
 
professional services of U.S.
 
firms and their affiliates used
 
to the maximum extent
 
consistent with the national
 
interest?
 

40. FAA §. 602. Information and Usual procedures for facili­conclusion whether U.S. small tating U.S. small businessbusiness will participate participation in AID procure­equitably in the furnishing of ment will be followed.goods and services financed by 
the loan. 
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41. 	 FAA §. 620(h). Will the loan No.
 
promote or assist the foreign
 
aid projects or activities of
 
the 	Communist-Bloc countries? 

4Z. 	 FAA §. 621. If technical assis- Technical assistance will be 
tance is financed by the loan, provided primarily by private
information and conclusion sources. Loan-funded PASA
whether such assistance will be may be employed with USDA 
furnished to the fullest extent because of their particular
practicable as goods and profes- expertise in marketing, market 
sional and other services from grades and news. 
private enterprise on a contract 
basis. If the facilities of other 
Federal agencies will be utilized, 
information and co nclusion on 
whether they are particularly 
suitable, are not competitive with 
private enterprise, and can be 
made available without undue 
interference vith domestic 
programs. 

43. 	 FAA 9. 2 52(a). Total amount of Total resources of loan funds 
money underloan which is going will be used to finance goods
directly to private enterprise, is and services from private
going to intermediate credit sources. The production
institutions, or other borrowers credit component will be for 
for use by private enterprise, is loans to farmers.
 
being used to finance imports
 
from private sources, or is
 
otherwise being used to financc
 
procurements from private sources. 

Loan's Compliance with Specific 
Requirements 

44. 	 FAA §.201(d). Is interest rate of Yes. 
loan at least 2% per annum during 
grace period and at least 3%6 per 
annum thereafter? 
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45. FAA . 6 08(a). Information on The loan agreement will 
measures to be taken to utilize 
U.S. Government excess 	

include a standard provision
for use of excess propertypersonal property in lieu of the where practicable.

procurement of new items. 

46. FAA §. 6 04(a); App. §.108. 
Will all commodity procurement	 

Yes. 

financed under the loan be from 
U.S. except as otherwise
 
determined by the President?
 

47. FAA §. 604(b). What provision Procurement under the loanis made to prevent financing will be by competitive bidding.commodity procurement in bulk AID/W control audit proceduresat prices higher than adjusted will insure against paying aboveU.S. 	 market price? 
 marhet prices.
 

48. FAA §. 604(d). If the host Yes. 
country discriminates against
U.S. marine insurance companies,
will loan agreement require that

marine insurance be placed in 
 the

U.,S. on commodities financed by
 
the loan? 

49. FAA 9. 6 04(e). If off-shore No off-shore procurement ofprocurement of agricultural agricultural commoditycommodity or product is 	 orto be product is planned.
financed, is there provision
 
against such procurement
 
when the domestic price of
 
such commodity is less than
 
parity? 
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50. 	 FAA §.611(b); App. §.i01. If
loan finances water 
or water- A benefit-cost analysis has beenrelated land resource mades See Section I, D,

construction project or 
program, is there a benefit­
cost computation made, 
 insofar
 
as practicable, 
 in accordance 
with the procedures set forth
 
in the Memorandum of the
 
President dated May 15, 
 1962? 

51. 	 FAA §. 6 11(c). If contracts for Competitive bidding will beconstruction are 	to be financed, required.
what provision will be made that 
they be let on a competitive basis
 
to maximum extent practicable?
 

52. 	 FAA §. 6 20(g). What provision is The 	provisions of the loanthere against use of subject authorization and agreementassistance to compensate owners will 	state the limits of loanfor 	expropriated or nationalized financing. No loan funds willproperty? 
be used for acquisition of 
land by GOP. 

53. 	 FAA §. 612(b); 9. 636(h). Describe MACI will be contributingsteps taken to assure that, to the approximately 5576 of themaximum extent possible, the local currency needs of thecountry is contributing local cur- project.
rencies to meet the cost of
 
contractual and other services,
 
and foreign currencies owned by

the U.S. are utilized to meet the
 
cost of contractual and other
 
services.
 

54. 	 App. §. 104. Will any loan funds No. 
be used to pay pensions, etc., 
for military personnel? 
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55. 	 App. . ll.. Compliance with This requirement will berequirements for security complied with.
clearance of U.S. citizen
 
contract personnel.
 

56. 	 App. 9. 112. If loan is for Yes.
capital project, is there provision

for A. I.D. approval of all con­
tractors and contract terms ?
 

57. 	 App. . 4. Will any loan 

funds be used to pay U.N. 

No.
 

assessments ?
 

58. 	 App. 9. _115. Compliance with This regulation will be compliedregulat3ons on employment uf with.U.S, and local personnel for
 
funds obligated after April 30,

1964 (Regulation 7).
 

59. 	 FAA Y. 636(i). Will any loan No.

funds be used to finance
 
purchase, long-term lease, 
 or 
exchange of motor vehicle
 
manufactured 
outside of the
 
United States, 
 or any guaranty

of such a transaction?
 

60. 	 App. §. 401. Will any loan funds No.

be used for publicity or propa­
ganda purposes within U.S. not
 
authorized by the Congress?
 

61. 	 FAA§. 620(k). If construction Not Applicable.
o productive enterprise, will ag­
gregate value of assistance to be

furnished by U.S. 
 exceed $100
 
millinin ?
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DRAFT 

LOAN AUTHORIZATION 

Provided from: Alliance for Progress Funds 

PANAMA: SMALL FARMER IMPROVEMET 

Pursuant to the authority vested in the Deputy U.S. (.oordinator,Alliance for Progress, by the Foreign Assistance Act of 1961,amended, asand the delegations of authority issued thereunder, Ihereby authorize the establishment of a loan pursuant to Part I,Chapter 2, Title VI, Alliance for Progress, of said Act, to theGovernment of the Republic of Panama (Borrower) of not to exceedthree million five hundred thousand dollars
States dollar and local 

($3, 500, 000) for Unitedcost of goods and services to assist infinancing the cost of a participant-oriented program for increasingincome among marginal farmers, of which program the majorcomponents will be Technological Development Support,Education, TechnicalMarketing Improvement, Production Credit and Progranand Policy Development, this loan to be subject to the following

terms and conditions:
 

1. Interest and Terms of Repayment 

Borrower shall repay the loan to the Agency for Inter­national Development (A. I. D.) in United State Dollarswithin forty (40) years from the first disbursement underthe loan, including a grace period of not to exceed ten(10) years. Borrower shall pay to A. I. D. in United Statesdollars on the disbursed balance of the loan interest oftwo percent (2%) per annum during the grace period andthree percent (3%) per annum thereafter. 

2. Other Terms and Conditions 

(a) Equipment, materials and services (except shippingand marine insurance) financed under the loan shallhave their origin in and be procured from the UnitedStates and Panama. Shipping financed under theloan shall be procured from the United States, and 



UNCLASSIFIED 

ANNEX IV, Page Z of Z 

marine insurance financed under the loan shall be 
placed in the United States with a company autho­
rized to do marine insurance business in any state 
of the United States. 

(b) United States dollars utilized under the loan to 
finance local costs shall be made available through 
appropriate procedures and shall be identified with 
procurement in the United States. 

3. Conditions Precedent to Disbursement ol Funds 

(a) Prior to the issuance of any commitment document 
or disbursement under the loan, the Borrower shall 
submit evidence, satisfactory to A.I.D.: 

i) Of a satisfactory completion of the price
support policy study initiated under the 
Sanderson and Porter/Lopez y Fabrega 
Associates Marketing Study, pursuant to 
Section 6.2 of A. I.D. Loan Agreement No. 
525-L-010. 

ii) Of a time-phased implernentation plan covering 
each component of this project, showing inter­
relationship with and priority relative to other 
components. 

(b) Prior to the issuance of a commitment document or
disbursement for each activity under each component
of the project, the Borrower shall submit, satisfac­
tory to A. I. D., an implementation-evaluation plan 
for that activity. 

4. The loan shall be subject to such other terms and condi­
tions as A.I.D. may deem advisable. 
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