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Pursuant to the authority vested in the Assistant Administrator, Bureau for
Latin America and the Caribbean, by the Foreign Assistance Act of 1961, as
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authorize the issuance of guaranties pursuant to Section 222 of the FAA of not
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(of not to exceed one hundred percent (100%) of Joan investment and interest)
with respect 'to loans, including any refinancings thereof, made to finance
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the loans and shall continue urtil such time as the Investor has
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2. Interest Rate: The rate or rates of interest payable to the
Investor pursuant to the loans shall not exceed the allowable rate
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shall be consistent with rates of interest generally available for
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3.. The Government of Panama Guaranty: The Government of Panama shall
provide for a full faith and credit guaranty to indemnify A.I.D.
against all losses arising by virtue of A.I.D.'s guaranties to the
Investor or from non-payment of the guaranty fee.
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I. Introduction

A. Backyround
A.l Werview

'The $259 willion authorization requested i this PP o1s the secona
tranche (Phase 11) ot the $75 million HG prodgram approved in 1979 as part of
the Buonomic Packaye of the Panama Canal ‘'I'reaty.

Te institutional tramework for the first phase of the program
currently being liplemented includes the National Mortgaye Bank (PHN), the
Ministry of Housing (MIVI) and the Ministry of Planning and kconomic Policy
(MIPPE). BHN is responsible for the tinancing ot shelter projects which are
desiyned and implemented by MIVI. MIPPE provides the needed budget
coordination between BHN and BIVE as well as the overall guidance and
assistance in the integration ol services and tacil- ities as part of the
shelter projects financed and developed by IN and MIVIL.  Phase 11 will be
implemented through the same institutional tramework.

Institutional objectives in the tirst Ltranche tocused on the
strengthening ot U key GoP nstatutions in the shelter gector 50 as to
inprove their capacity Lo plan, execute and manage houstong programs tor betow
median income tamilice:,

s of b/izu3, $19 aatlion of the irst $25 mlbion had been
disbursed to Panana 1n support ol the construction by MIVE ot over 4,000
shelter solutions weluding 2,221 basic houses (Core units, "prso y techo™) in
the San Miguelito istriet, which 1s the largest squatter area ot Panama,
1,380 low rise apartnent units 1 the center ot Panama City to shelter
families previously living in the tenements bullt during the construction ot
the Panama Canal and 700 home inprovenent loans throughout the country with a
large nuiber directed to tactlitate water and sewerage connections.  ‘ihe
tenalning $u willion are to be disbursed upon conpletion ot projects on winlch
construction huas already boegun or tor which designg are completed. Final
disoul sement 1 expectaed o the irst quarter ob Y 19484,

Me el torts under Phase ! have concentrated on the production ot
shoelter Tor the Panons Crey Tettopolitan atea, whinle HG-O10, author 12od an
part ol Mission's UKBE Loan Program (Rural Growth and bervice Centers), has
tfocused on the tntertor reqgions of the country through assistance to the GO
in the proguction ol approsximately 800 shelter solations, including a 600 unit
S1tes and services progran 1n the city ol bavid., s ol u/1/83 33 million ot
the $95.4 authorized 1o HG-010 had been disbursed to the QoPp, Pinal disbur-
genent. ot the $2.4 million baltance 16 planned tor the last quarter ot CY 43,
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systein., Manuals and guidelines for such auditing have been conpleted; and (e)
a review of all HIN assets is being concluded by the Controller General of
Panama, and registration of these assets including MIVI's mortgages is in
process, which will have the effect of tormally establishing the portfolio
structure of the Bank.

MIVI also has made a series ob institutional adjustients
which have permitted it to operate more effectively in delivering affordable
solutions to low income familices. Amony the inprovements that have been made
are the tollowings (a) MIVI has developed a capacity to survey beneficiary
groups systematically to determine paying capacities and other socio-economic
characteristics of the target populationy (b) MIVI has begun to switch from
direct construction of projects to concracting project developaent. with the
private sector, thus buproving cost contiols and saviingss (c) MIVI has
copleted a major rcorgmumtum ot 1us administrative structure which has

suceeded in greatly improving the internal coordination of the project
development process and set the basis tor more active participation by the
Ministry in the fonmlation of shelter policy and urban planning; (d) environ-
wental considerations are ncieasingly being taken into consideration in
project developent (e.g. grass is belng seeded on steeper slopes and varlous
construction measures have been taken in MIVI projects to reduce erosion)
and, (e) MIVI and MIPPE are worklng together more closely to ensure the
coordinated planning and development ot comminity tacilities

A.2.2  Physical batpaty

With regard to physical outputs, the Phase 1 project has
suc- ceeded 1 the testing, development and refinement of prototype housing
solu~ tions which had not been used previously by MIVI 1n reaching low income
Pana- manian citizens,  Around 1980 MIVI began to deviate from its standard
Cote units Lo expet lnent with semi-conpleted stiuctures called toot/tloor
("p1so Yy techo”) schemes,  Using that as o springboard, during the last two to
tiree years, MIVLE has continiesd to develop a series ol alternative prototypes
tailored to specitic Living conditions and ditfering payment capac ities of
Ponaiinian 1esidents. ey e luae the tollowtieg:s (a) Urban Renewal Projectsy
(b) sites and servicesy and () home improvenent loant,

Urban 1enewal projects have been most anbitions ot MIVE's
recent etlorts,  Housing 1n nner city areas of Panama until recently consist-
ed cither ot wood sitructures butlt during the construction ot the Canal 80
years ago, or high rise concrete structures built in the late 19605 or early
19705 modeled alorg the Tines ot smmilar projects in the U.5. which met with
resounding tartlure.  In o radicat departure trom the unsatistactory eftorts of
the past, MIVE is currently mplementing projects in downtown Fanam City
which consist of low rise, row house apartment. units that are being sold ag
condominiums.  ‘the Key teatures ol these projects are that they otter directly
to already existing restdents of the project area an opportunity for home own-
cership at costs which are attordable and they are constantly being retined to


http:istanit.ly
http:ilK.leai'.j.ly

-5

reach lower income groups. 'he first projects were built at a cost of $7,000
and $9,000. Through a technical assistance effort whereby eight key MIVI of-
ficials were sent to MIT to study the units as originally designed, the second
group of units was redesigned so that unit costs would be reduced to $4,000 to
$6,000. Design specifications were moditied to eliminate expensive exterior
and interior painting, reduce levels of architectural finish, and eliminate
some amenities such as the loft inside the units. MIVI has also begun
experimental design work to examine a new inner cit o - atotype, a modernized
version of the "barraca" (communal housing with more ccess to sanitary
facilities and use of building materials which are fire resistent) .,

The sites and scrvices concepl was tried in Paham City
without much success around 1980, However, MIVI has experinented successtully
with a project ot this type in bavid. ‘lhe project consists essentially of 600
serviced lots and a methodology which helps low income families to occupy
sites, oryanize selt help construction ot butldings and obtain home
improvement loans in line with 1ts Capacity to pay. ‘lhe Key to the success ot
the David project was the ettort ot the MIVI tean managing project developient
to seck mininal cost solutiens in dusensioning lots and designing
infrastructure as well as the emphasis placed on community participation.

Home improvenent loans are currently being made throughout
the kepublics Praor to 19, no ogram ol thhyg type existed,  ‘hese loans
are being made in arcas such as San Miguelito on the periphiery ob Panama City,
and 1n the interior in secondary cities and some rural settloments. sSuch
loans permit units to be expunded, building materials to be improved and water
and sewer facilities to be provided,

A3 shortcomngs,

Although sigmiticant progress has been made by the key Gop
institutions during the Phase 1 program, o nuwber ot serious shortcomings
continue to exist which are dircctly attecting the govermment's efforts to
address the problems ot the sector.

Addl Institutional .,
1. HIN

HWIN still needs Lo turther improve itg tinancial
posittion purticularly with tespect Lo its bebt-Service Katio which is atfected
by (a) prior anvestments (Soce 1973) related Lo projects developed by MLV]
for which a heavy subsidy was included in terns of land cost, intrastructure
and other services (schools, day care centers) which is not beinyg recuperated
trom the sales ot the houses, (b) short term loans which were used for loy
term mortyagye lendinyg.,
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BN needs to consolidate its operational relations with
MIVI by assuming full control of the Real Estate bDepartient currently located
in MIVI which is responsible for the credit review of potential benefici-
aries as well as for the collection of mortyages/loans in properties produced
by MIVI.

BHN needs to turther pursue the preliminary steps taken
in the area of secondary mortgage tinance by the selling of a limited amount
of mertyaye bonds to the Social Security System and the Caja de pahorros.  ‘lhis
is needed more now in view of the potential reduction of BHN's sources of
financing if the 1/3 ol the thirteenth month salary which 1s provided to the
Social Securily System tor invesusent by the HEN is paid directly to the
workers as requested by some union organizations,

2. MIVI

MIVL del inltely needs to aaprove s cost control
system, In this arca MIVI needs to turther reline 1ts recent procedures to
contract with the private sector tor the design and construction ot shelten
(turnkey procedures) .

MIVI newds to review 1ts benet iclary selection process to
explore alternatives to reduce the time between selection and the moving of
the tamlies to completad projecto,

MIVE necds to signad lcantly expand and inprove its nanaye-
ment 1ntormation systews so that decision makers can wore effectivily plan and
manage 1ts housoeg prograws.  MIVE already has the computer facilities suit-
able tor 1ts cur it needs. What 15 needed 15 the expansion of the data base
and the itegration of o panagenent. information system into the decision
making and project nanageieent process.,

Finally, though progress has been realized during the past
fovi yeat s, MIVE necdn to continue to amprove 1ts envitonmental control capac=
ty. the absolute necessat 7 to preserve the canal watershed will requicte all
agencles which will play a role in the rease of the reverted areas to hisprove
their abilities to create environmentally sensitive designs,

A3/ olicy

ATD eftorts with the first $25 million have been gyeared
toward aadressing the institutional problems of the two key organizations, BHN
and MIVI, in the low income shelter delivery system. Policy issues have also
been addressed at the anstaitut tonal level. A tew examples have been the need
tor a realistic interest rate policy, a reduction ol capital subsidies, and
the production ol shelter projects 1n dhe context ol a comprehensive analysis
ol social, econunic and urban developent considerations.  However, there i a









d. A comprehensive review of the source and application ot
funds by the difterent shelter Linance institutions in the country. ‘lhis
should help to clearly establish the role of the different institutions, the
potential for new resources and more important will provide the basis for the
possible establishment of a secondary mortgage market in the country in which
the BHN and the Social Security System will play a key role.

€. A comprehensive review of the role and constraints of
the private savings and loan system. This should result in the formulation of
new legislation/requlations to assist the system in expanding its financing of
moderate priced shelter.

B.3 Inputs (Financial Sunmary):

shelter Production
(US$ million)

AID op Beneticiaries  'lotal
25 6.25 2.25 33.59

Technlcal Assistance
ALD Gop TULAL
4%0,0004  100,0002 550,000

1.4 Lt

Bodol L cbler Ouputs:  (a) Urban Renewal Avea - 3,000 solutions
(lbtal Investment $15 million); (b) lome Lnprovement Program - 5,500 loans
($11 million); (c¢) Shelter projects in reverted areas - 450 units ($4.1
million); and (d) Pilot projects in reception areas - 600 shelter solutions
($3.4 m1llion).

Boao2 o echinieal Assistance Qulputs: b Institutional Developments
(a) BHN: IMinanclal ontrol Manualss credit review procedures, mortgage/loans
collections systemy Linancial management (cach !low, investunent policies) s
sccondary mortgage operations; (b) MIVI: Cost control system. Beneficiary
selection and adjudication process.  Environmental procedures. 2. Policy
Arca.~ (a) kole ol savings and loan system and plans tor asprovenenty overall
Linwial policy Lor the sector setting levels of possible ivestnent by

L§200,000 15 already available to the Mission from URIES ($125,000) plus the
current 1HPUP qrant program ($75,000) . A total of $250,000 in new DG are
requested aby part ol Phase 1,

2 Statd time, logistical support,
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public and private sector and means to tap potential resources by ways of
secondary mortgage market and other means; (b) Shelter assessment needs
completed; (c) Urban Development assessment completed; and (d) Development
plans for areas reverted to Panama and the basis for the creation of a Panama
Metropolitan Planning Unit completed.

II. Program Background and Description

A. Background

A.l Prior studies

The wost relevant reports and studies which describe the shelter
problem in Panama are: the I'Y 1985 Country Development Strategy Statement
(CLsS) with 1ts backup analysis, and 1983 reports on the National Mortyaye
Bank, on institutional organization, and on housing finance in Panama prepared
in connection with this PP, 1n addition, an evaluation of the URBE loan,
completed in June 1983, provides valuable background data which served as the
basis for the reprogramming ol the existing lTechnical Assistance program. ‘'lhe
GUP has participated 1n the preparation of these various reports and studies
and has also prepared a number of its own reports and proposals including the
"pérminos de Referencia - Proyrama Prototipo para el Desarrollo del Area
Canalera", and "Anteproyectos" for the Urban Renewal program and the Home
Improvement Loan prograin.

A.2. Sector Problems:

A.2.1 Rising Demand

The problems facing the shelter sector are perhaps even more
acute than in 1979 when the first tranche of the HG proyram was authorized.
From now to the year 2000 urban areas are expected to grow three to four times
as fast as rural arcas. By 2000, 60% of Panama projected 3 million inhab-
itants are expecied Lo be locatad in the Metropolitan arca (Panama City and
lon) . Moreover, the kFconumically Active Population, which was 53% in 1970,
is expected to increase to 63-67% by 2000, ‘this shilt to an older population
will place grealer pressure on the demand Ltor housing through the acceleration
in houschold formation. Projected shelter needs |igures tor all incone levels
for the period 1980 - 200U are as lLollows:

Rural secondary Metropolitan

Areas Cities Panaia Total
New Shelter 25,000 47,000 110,000 182,000
Upyraded Shelter 151,000 50,000 90,000 291,000

176,000 97,000 200,000 473,000

Sources  Shelter Need Assessient prepared by Abeles and Scharte (1980)



The total investment required to meet this projected demand
will be $1.7 billion for the 20 year Period, with $113 million in the rural
areas, $321 in secondary cities and $1.3 billion in the Metropolitan Area.

The above investment needs relate to the population as a
whole. The investment needed to serve families below the median is estimated

for the period 1980-2000 to be 42% of the $1.7 billion, around $700 million or
$35 million per year.

A.2.2 Shelter Finance Policy

A second problem is the insufficiency of resources for the
housing sector mainly for lower income families. ‘'lhere is a need for the Gop
to better understand the realities of the financial market which is highly
competitive in Panama and to develop the mechanisms to tap additional
resources for institutions such as the HiN, the Savings and Loans and mortgage
banks. Legal impediments such as the rent law should be revised (some changes
have already been made) to create incentives for the investient of resources
for moderate income shelter. Direct intervention of the GQUP in the housing
market through the Social Security System at highly subsidized interest rates
has created serious distortions which should be avoided in the future. The
role ot BHN as an active participant in the housing market should be
strengthened. An initial step (already being taken) is to have the Social
Security System invest in mortgage/bonds issued by the BHN. This action
should gradually reduce, and eventually eliminate, the dependency of BHN on
tax contributions such as the 1/3 of the XIII Month Payment now contributed by
salaried workers.

One potential vehicle to support the finance and production
of shelter for middle and lower-middle income families could be the Saving and
loan system. Although it has been in existence for over 20 years, the system
needs to be substantially strengthened. ‘Ihe BHN should play the lead role in
helping the S and I, System realize its potential. legislative and requlatory
action is also required so as to eliminate the conparative disadvantage in
which these institutions currently find themselves in the financial market
place. By raising the rates carned on deposits, raising the rates at which S
and Ls can lend and seeking resolution to problems of the one Particularly
financially troubled association in Panama City, the GOP could strengthen the
system to complement the efforts ol BUN in low income shelter.

A.2.3 Unplanned Growth:

The lack of adeguate levels of low income shelter, the
reversion of former Canal Zone Territories, and the lack of an on-going
framework for planning urban development in Panama's burgeoning metropolitan
area have complicated and exacerbated the country's growth problems. Land
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invasions are occurring with increasing frequency. Reveried Canal Zone
territories pose an opportunity for similar popular invasions to occur
randomly there which could negatively impact on the Canal watershed. Due to
the recent decision by the GOP to curtail public expenditures as a means to
control the growing deticit, GUP infrastructure agencies need to better
coordinate and guide their investment budgets within so: type of economically
based development framework. More than the lack of a physical plan per se
what is most critically needed is the crystallization of a process through
which decisions are made and the development of more rationale bases for
making such decisions. A varicty of institutions such as MIPPE, MIVI and the
Vice Presicential commission on the reverted territories, as well as the
autonomous infrastructure agencies need to work in consort with regard to the
planning tfor Panama and the protection of the canal watershed.

A.2.4 Unbalanced Delivery of Shelter:

Unbalanced growth between the urban and rural areas in and
of itself cannot be addressed through the HG program. What can be promoted is
MIVI's ability to deliver shelter solutions, and to upgrade the quality of the
housing stock outside of Panama City, particularly the home improvement loan
program. Nevertheless, since rapid yrowth is a much more serious problem in
the Metropolitan area than in the interior areas, it is there that new housing
solutions need to be promoted most vigorously. In the provinces home
improvement loans should receive greater emphasis through refining a delivery
system that enables families to connect to local infrastructure, upgrade the
materials used in existing structure=s and expand existing structures.

A.2.5 Employment:

With reqgard to unemployment and under employment, construc~
tion has traditionally been a labor intensive economic endeavor. ‘To the
extent that the housing finance and delivery system can benefit from improved
financial policies and more prudent roles for the institutions engaged in the
shelter sector and thereby augment its productive capacity, the radical highs
and lows typical 1n the construction sector may be able to be smoothed out.

B. Program Description

B.l Goal/Purpose

The goal of Phase 11 remains substantially as it was defined in
the $75 million Project Paper, 1.e. to help the GUP improve living conditions
tor urban and rural low incowe families. ‘lhe emphasis in the current program
will be weighted heavily toward the urban poor since this is clearly where the
needs are greatest. ‘lhe rural poor will be serviced primarily through the
home improvement loan sub-proyram.
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'he purpose of the program is to strengthen the institutional,
policy, and financial framework ot the shelter delivery system in Panama.

To achieve its purpose, the proyram will continue the efforts of
the first $25 million to strengthen the financial and management capabilities
of BHN and MIVI. ‘'lhis will be achieved by (1) the use of the HG resources as
leverage to secure basic structural changes and by the provision of technical
assistance; (2) the financing of innovative shelter solutions atfordable by
low income familiesy (3) a requirement to have the participating institutions
conduct a series of studies on the basis of which new policies/strategies will
be enacted. These policies/strategies wil). focus on specific areas, such as
increased participation of the private sector, improved urban planning and
overall finance policy.

B.2 ‘Ihe Program and the Country Development Strateqy Statement:

The FY 1985 (DSS identifies three major problem areas creating
obstacles to Panama's future development which will receive the Mission's
focus; employment, agriculture, and urban development. ‘The high visibility
accorded to urban development is due to "tne impact of the urban/rural trans-
formation underway, the volatility of migration adjacent to the Canal, and the
importance of hoie ownership as an integrating and stabilizing influence."
(p.20) ‘e Mission's urban development strategy "concentrates resources on
the production of shelter solutions, including new and upgraded units, based
upon sound technical and tinancial practices, continued institutional develop-
ment and coordination of proper urban planning. 'The strategy supports partic-
ipation of private sector institutions to broaden their involvement in below-
median income housing in the Panama Metropolitan arca and in secondary cities”
(p-36) .

e overall CLbs approach views uas u key AlD proyram yoal that
ol assisting the GUP to "rethink and reorient its developuent strategy to ac-
celerate yrowth and job creation" primarily through encouragement and assis-
tance to the private scctor. 'lhe Mission perceives that its goals will be
best achieved through the development of on—going policy dialogues with key
individuals and yroups whose views ar= compatible with AID's. In the shelter
sector, such a policy dialogue has indeed existed for the past several years
and has resulted in key decisions guiding the urban renewal and secondary
cities programs, particularly those which have stressed increased respon-
siveness of the GUP housing programs to the realities of the income levels and
social characteristics ot those who most require shelter assistance.

The Mission views the 1Y84-85 period as one of expanding the
dialoyue already underway in shelter policy and urbanization in two new
important areas: (a) (the development of) "a national housing policy that
addresses all income groupsy and (b) a workable planning process that inte-
grates the reverted areas from the former Canal Zone while making the most
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effective usc of public investment" (p.50). With respect to the first area,
though the actual housing solutions to be financed through the second tranche
will be for families with incomes below the median, the institutional goals of
the program (e.g. secondary mortgage market, increased participation of sav-
ings and loans, analysis ol the Linancial structure ot the sector, and the
constraints that need to be removed to encourage greater Llow ol resources Lor
shelter sector involvement) indeed will have ramifications ftor lower middle
and middle class families as well, who are now experiencing increasing dit-
ficulties in aocquiring suitable shelter.

With respect to the second area, the Mission has also high-
lighted the need to further the wolicy dialoyue in urban planning. In large
part the continued urban sprawl in Panama City has yone unchecked because of
the lack of efrective urban planning at the metropolitan scale. "what appears
to be lacking is not a physical plan as such but the establisiment of a
process of coordination among public institutions which invest in and manage
urban intrastructure and services. ‘lhe tocus of the dialoyue will be on
attempting to develop that process " (pp.50-51) . Again, the second $25
million tranche will be the mechanism used to strengthen this particularly
critical area. 'The absolute necessity for dovetailing the reuse of the
reverted iands with overall metropolitan development plans makes the need for
improved urban planning even more critical in the next several years.

'the proposed DG to be provided in conjunction with the second
Phase will make avallable technical assistance in urban planning to MIVI and
MIPPE. [Furthermore, the development of the two new sub-programs, housing in
the reverted lands and the establishment of reception areas, will require the
strengthening of the GOP's urban planning process $0 ds to Create @ context
for the new shelter programs which will mitigate against the type of sprawl
Panama City has experienced during the last decade.

Finolly, the Mission's emphasis on increased private sector
participation will be supported by the second Phase Program at two different
levels, (1) an increased role by private developers and contractors in the
construction process on MIV1 sponsored housingy and (2) an expanded role bv
private financial institutions in channelling resources toward housing,
particularly low income housing. With respect to the first level, the use ot
the turnkey concept, begun on a limited basis in the urban renewal sub-
program, will be expanded by MLV1 where appropriate 1n the second Phase. At
the second level, the participation of private tinancial institutions in a
secondary mortgage market is expected to create much greater interest on the
part ol the private sector i Linancing low income housing. In addition, the
anticipated increase in the support which the WIN will make available to the
S&l system is expected Lo nmobilize additional resources to the shelter sector.
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B.3 Sub~-Programs:

This second Phase contemplates the development uf four sub-
programs, three of which are identifiable by their geographic area of develop-
ment and the remaining one by its nationwide scope. Each of the sub-programs
will be comprised of individual sub-projects and will be directed exclusively
to low income families. Phase II will continue the GUP's efforts in urban
renewal and in home improvement loans which were begun in Phase I. It will
also address new development areas such as the former Canal Zone territories
and the development of reception areas to avoid or mitigage the formation of
unplanned squatter areas.

B.3.1 Sub-Proyram I - Urban Renewal - ($15 million) Estimated
Number ot Shelter Solutions: 3,000

This sub-proyram is directed toward the continuation of the
urban renewal program funded with $15 million of Phase I. Deteriorating
wooden tenement structures built in Panama City during the construction of the
Panama Canal will be razed and replaced with new structures designed to retain
the positive aspects of the old neighborhoods and to provide affordable
shelter for those families wishing to remain in the area. In certain case:',
rehabilitation of existing structures will be undertaken.

B.3.2 Sub-Program Il - Home Improvement Loans ($11 million)
Estimated Nunber of Shelter Solutions: 5,500:

‘h1s sub-program represents a continuation of the program
bequn in Phase I under which basic building materials are loaned to eligible
applicants for home improvements including the installation of hookups to
basic intrastructure. During the wplementation ol the Lirst Phase response
to the program Lar surpassed MIVI's original expectations.  Phase 11 will
tocus on umproving MIVI's capacily to adaninister Uhils burgeonlnyg program more
efttectively. ‘lhe program will be nade an integral part ol the ellorts to
improve the Living conditions (services, land tenure) ol Lamilies living in
the "barriadas brujas" (suatter areas). However, thig sub-proyram, unlike
the others, will continue to be nationwide in scope.

B.3.3 Sub-Program I1] - Reuse ol Formver Canal 'lerritories (Reverted
Areas ($4.1 million) bEstimated Number of Shelter Solutions:
450

‘he vast areas {(almost 1,500 kmz) of land on both sides of
the Panama Canal which reverted to Panama in the Canal Treaty of 1979 repre-
sent an absolutely enormous resource for the country.  Fach project will be
planned, designed and executed within the guidelines ol the planning eftort
being undertaken for the reverted arcas. ‘the subrogram will, therefore, not
only provide shelter solutions tor low-income families, but it will help to
shape the planning process tor the former Canal “one territories.



B.3.4 Sub-Program IV - Reception Areas ($3.4 million) Estimated
Nuiber of Shelter Solutions: 6803

The concept vi this sub-program is to channel urban
migration emanating from interior regions of the country into designated
develomeent areas. 'lhe problem of inadequate means to deal with continued
rural-urban migration is most acute in the Panama-Colon metropolitan area but
it exists to a certain extent in other secondary cities as well. ‘These new
settlemnent areas would focus ygrowth into previously identified appropriate
locations prepared to handle the noew population through the provision of
serviced sites and a range of sheiters solutions. From a planning stand-
point, such areas would forestall the development of new wquatter settlements,
direct growth in burgeoniny urban areas into suitable locations, and lower the
cost of providing basic services in the long run because of a judicious choice
of sites both in terms ot geoyraphic proximity to existing infrastructure
lines and topoyraphic reasonableness,

B.d Policy alogues

1. Institutional Development: ‘The Mission 1s convinced that
efforts to strengthen the tinancial and management operations ol WIN and MIVI
are needed so that both institutions can better pertform in the policy area.
Consequently, Phase IT will build on the experience gained with the tirst $25
million and pursue a series ol 1nstitutional objectives with BHN and MIVI as
follows:

BHNs

a. ‘'he second $25 million HG Proyram, as the first one,
will be chanelled by the GUP to HIN as capital contribution. ‘Ihis will help
to stremythen the financial base ot WIN 50 1L can achieve improved financial
ratios, mainly the debt-service ratio. As are most of the housing finance
institutions in the latin American region, HIN is being aftected by the
tinancial imbalance in the yield between the short-term nature of its lia-
bilities and the lonyg term nature of 1ts assets,

be  Strergthen WIN'G andependence trom MIVE by Lransterring
to BHN the control of the lending ond collection tunctions now with MIVI.
This action, which will give WIN tull control over 1ts porttolio, should
facilitate the secondary mortgage operations already started, albeit on small
scale, by BHN,

Cor LUrenjthen WIN'G 1internal nstitutional structure so as
to perimt the nstitution Lo exert continually aproved tinamkcial controls on
Lunds chamelled through 1L by developlnsy internal procodures Lo properly
account tor assets, liabllitics and resource tlows and Lo develop improved
tinancial plonning capacity.



d. Strengthen BHN's capacity to assist the savings and loan
system by providing policy yuidance and direct technical assistance where
necessary so it can complement the lending operations of BHUN in the low income
area.

e. Augment BHN's access to capital, particularly through
the creation of a secondary mortgage market and through the development of an
inter-institutional relationship with the Social Security System.

MIVIs

a. Strenythen MIVI's capacity to establish adequate cost
control in the production of its projects. ‘lhe cost control system should
allow MIVI to reduce subsidies and to maximize the use of the resources made
available by LUIN.

b. Ixpand MIVI'sS capacity to deal with environiental
considerations in the design and execution of its projects as well as in the
formulation of guidelines for environmnental protection.

c. Strengthen MIVI's capacity to expedite identification
and selection of beneticiaries.

d. Maximize the use ot the conputer system so information
produced can be of greater assistance to top management in the decision making
process.

2. Private Sector Kole = As a tirst step, the proyram will
undertake an cvaluation by N ot the role now being performed by the savings
and loan systen. Along) with such action, the program will pursue a compre-
hensive review ot the present and potential resources avallable in the market
tor shelter tinance and what mechanisms can be wunplementea to mobilize such
resources Lo serve the neads of low and mxderate income families,  ‘he
feasibility of the expansion of the secondary mortgage market, having BHN as a
key nstrument ot such nacket, will be an essentiral part ot the evaluation,
e role ot the bocial Hecurity bSystem as a strong partner in the secondary
mortyage operations will be explored.

3. Policy and Planning - ‘the eltorts in the financial area to
identity means Lo ancrease the tlow ol resources to the sector will be
combined with the pursult of actions on the part ot MIVI and MIPPE to
tonmulate policies and conceptual plans that retlect the social and economic
condditions ot the ditterent cities and regions of the country. In this
direction, the program proposes that MIVI and MIPPE complete a Shelter Sector
Needs Assesssinent andd an Urban bevelopment Assessment.  Both assessients
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should, alony with the financial studies, facilitate the development of a base
for a comprehensive policy statement by MIVI identifing shelter needs at
different income levels, priority areas in terms of type of shelter solutions
required and the geographical areas which should receive first attention
because of settlement patterns and economic considerations. ‘The production of
the overall policy framework will assist BHN/MIVI/MIPPE in the preparation of
the annual investment plan.

4. Urban Planning - 1he program will promote a close collabo-
ration between MIVI and MIPPE to establish a process for the planning of the
former Canal Zone lands. Projects funded with HG resources in the reverted
lands will need to conform to with the overall development plans for the
reverted areas. The ultimate goal is the evolution of the reverted areas
planning group into a full-fledged Metropolitan Area Planning Unit for Panama
City. '

B.5 Technical Assistance.

lhe technical assistance pruposed tor the second $25% million HG
program is an essential part ot the institutional development and policy
efforts of the Mission. Funaing for the assist nce will be provided from the
existing URBE Proyram (HG-010) ($125,000) a current IIPUP program ($75,000)
Plus an additional $250,000 in G being requested herewith.

In order to continue etlectively the technical assistance
eftorts recently bequn, $250,000 in new funds will be required for the 1984-85
period. ‘'lhe source of these tunds will be ygrants from the Mission. Technical
assistarce will be provided in the tollowing areas:

1. Urban Development (kEstimated Total $170,000)

he continued uncontrolled growth of the Panama City
metropolitan area combined with the unprecedented opportunities for develop-
ment represented by the lands reverted to Panama through the 1979 treaties
have propelled to the torefront the absolute necessity for improvement in the
GCP's urban planning capacity. Technical assistance will play an important
role in assisting the GUP to realize proyress in this field. Contemplated in
this area is a series ol short and mid-range consultancies and training
activities specifically geared to improving the urban planning capacities of
the key QP implementing institutions, primarily MIVI and MIPPE.

opecitically, the following types ol activities are being
considereds

d.a Bhelter Needs Assessient will establish, in a more
concrete manner, the nature and extent of the housing problem at different
income levels (2 person months). Costs $20,000.



b. an Urban Development Assessment which will help the GOP
determine those urban areas in the settlement system which should receive
priority attention, policies and programs which should be given emphasis, and
those institutions and decision makers within the country which should be
involved in policy and program initiatives (4 person months). Cost: $40,000.

c. assistance in adding an economic dimension to urban
planning efforts (4 person months). Cost: $40,000.

d. the role of land policy in urban development (3 person
months). Cost: $30,000.

e. assistance in the tormulation of developient plans for
the Panama Canal reverted areas. Assistance will be provided to MIVI and
MIPPE as the key institutions participating in the Working Group formed under
the aegis of the Vice-President. (4 person months) Cost $40,000.

2. Housing Finance Policy

lhe assistance will consist in the analysis of the housing
finance sector including the institutional structure, the availability of
resources, the incentives and constraints such as the rent control law. A key
element of the analysis will be the role BN could play in a secondary
mortgage market and how the Social Security System can contribute to its
implementation (4 persons months). Cost: $40,000.

3. National Housing Policy

The assistance will be directed to the tonnulation by MIVI
of a comprehensive policy based on the results of the shelter and urban
development assessments as well as the evaluation ot the financial policies (2
person nonths) . Cost: $20,000.

4, Assistance to the Savings and Loan bysten

The Panamanian scvings and loan system has fallen consid-
erably short ot realizing 1ts potential in yenerating resources for invesment
in housiny, particularly tor low and midile income yroups. Both general
regulatory constraints and the inability ot the WIN to provide the S and L's
with required assistance and guidance are primarily responsible tor the
relatively slow ygrowth of the S and L system, ‘lechnical assistance will be
inade available to the BHN and to the tive associations so as to improve their
gerfonmnce. hree person months are estimated tor this effort. Costs

30,000.
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5. Cost Control

MIVI's experience in the development of the first phase of
the urban renewal program has highlighted a need for improved cost controls,
particularly for projects which involve complex, multi-storied structures.
Short-term assistance (3 person months) will be made available to MIVI to
improve this aspect of MIVI's housing development process. Cost: $30,000.

6. Information Systems

Recently completed studies and evaluations of the implemen-
tation of programs financed through Housing Guaranty program have highlighted
the critical need Lor the development of an information system within MIVI to
better help key decision makers nanage projects and to augment the data
processing capacity of the Ministry. Discussions are underway with the
Ministry to define the wmost appropriate means for introducing an information
system into its on-goiny operations. Mid-range (4 person months) assistance
will be required for the development of the system with periodic tollow-up
over a one year period after the completion of the initial effort. Cost:
$40,000.

7. Internal Control Procedures

Although the BN has inproved considerably its internal
control procedures during the past several years, there still remains a great
need for continued proyress in this area. Mo assist BN in this endeavor,
technical assistance will be provided to improve such functions as information
flow, 1nternal auditing, control ot disbursements and cost control, budgeting
control on project tinancing, tinancial control on the porttolio generated
during and atter construction, billingys to MIVI, and monitoring contingent
liabilities and establishing adequate reserves. PFour person months are
estimated for this effort. Cost: $40,000.

8. Inwvironmental Control

‘The (VP has begun to realize that the lack of effective
environmental controls have seriously damaged a great deal of the country's
natural resources and has included environmental considerations as a part of
the recently adopted Panamanian Constitution. All of the GOP agencies whose
activities include physical construction must inprove their abilities in
environmental plannirg. MIVI should be a leader in developing its environ-
mental capacity, particularly since it will be playing a major role in the
planning for the reuse of the ecologically sensitive former Canal areas. ‘1o
assist MIVI in this endeavor, tour person months ot specialized technical
assistance are planned to help in the development ot a comprehensive set of
environmental quidelines. Cost: $40,000.
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9, Professional Development

The newly-formed bepartient of Training in MIVI has proposed
a comprehensive proyram lor the protessional developwent of its staff and that
ot BHN. 'The program includes seminars, special courses, workliyg visits
abroad, special investigations, long-term study in urboan planning, adminis-
tration, social aspects of housing project design, accounting and budgeting,
evaluation, and comwnunity development. AID and MIVI have agreed on the
outlines of the program and MIVI has begun to draft scopes of work for some of
the proposed activities. Cost: $40,000.

B.6 Proyram Beneficiaries

Some 9,500 tamilies whose incomes are below the median income
level are the expected direct program beneticiaries.  Given an average family
size of 4.7 persons, over 44,600 low income Panamanians will be the recip-
ients of new or lmproved shelter solutions as a result of this program.

Income levels in Panama as 1n most Latin American countries vary signiticantly
between the urbxan arcas and the rural arcas. ‘this phenomenon i1s, however,
even more pronounced in Panama because the modern financial sector of the
capital operates on a waye scale which 1s signiticantly influenced by the
international narket which 1t services while in the secondary cities and the
rural arcas the orientation ol cconomic activity is conpletely ditlerent, much
more yedared to the local production and consunption of goods and services, and
wage scales are correspondingly lower.  For this reason, AID and MIVI have
agreed to use ditlerent income distribution scales Lor the Panama City metro-
politan arca, tor other urban arcas, and for the rural areas.

TABLE, 1

Income Distribution in Panama

(1983)
Income Monthly Family Income
Distribution (Us8)
by Percentile Panama City Other Urban Areas Rural Areas.
5 71 44 20
15 218 124 1)
25 2849 164 77
35 360 204 93
4% A1Y 230 114
Median 457 499 123

his ancome arstribation 15 the Soame an that used in the Project
Paper Lor the Liest tranche, the rationale tor using the same income distri-
bution table derives trom the recognized tact that even it adjustnents tor
inflation arc made incomes 1 real terms have not increased substantially
since 1980.



“22=

With respect to the ability of tamilies to pay for housing, AID
and MIVI have agreed in Phase 1 to use a sliding scale which goes from a low
of 10% of income to a 25% ot i1ncome. ‘lhe higher the incoe, the more able a
family is to spend a greater proportion of its income on housing. At the
lower deciles, the theorcetical rule of thub of 25% ot family income for
housing is too high, as it would literally torce such a low income family *o
forego other basic necessities such as tood and clothing. In designing Phase
II, the majority ot the tamilies will be expectued to Pay between 20 and 25% of
income. ‘e tollowing table presents the capacity ot the cligible families to
pay for housing solutions and the maximun mortqgege anount of solutions
affordable to the target yroup.

s table ndicates that i Panom Uily all ot the proposed
housing solution:s in Pansna City will be o attosdabile to tomiies carning below
the 25th percentile level of incoame whibe the loeast costly solutions, i.e.,
the small urbun renewal units, will be altordable to tamilies as low as the
S5th percentile.



Monthly Affordable
Income Monthly House Maximrm Solution

Area  Perventile Incxe Tayent mrwl Price 2

Fanasn Sth $ 37 12 $ 836 $ 83
15th 218 412 3852 4279
25th <79 X 5733 637C
isth 360 23 7434 8261
45¢h 419 36 8599 9554
SCth 457 114 9840 10933

Oeher

Urben Sth 43 ] 278 278
15eh 124 19 1702 1891
5th 164 31 2777 3css
35th 204 43 3851 4280
45th 237 52 4657 S17%
S0th 259 65 5822 6469

Rrral

Meas Sth 20 2 139 139
1<h 56 7 488 488
5th L 11 942 1047
35th 93 15 1285 1427
452h 113 19 1628 1809
SOth 123 22 1885 2095

1. Estimated terms of Beneficiaries - 12% amua

Loans.
2. See Technical Section for Estimated Cost of Units

v

TARBELE 2

Affordarility Table

Type
of
Solution
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Home Lryroverment Loan for Materials

Corplete Se: -iced Lot plus Home Improvement Loan, Small Urban Renewal Unit

Corplete Serviced lot:
Cxrplete Serviced Lot:
All Proposed Solutions

All Proposed Solutions

None
Hame loprovessent Loan,

Home Improvessent Loang

Home Imprc. _nent Loan,

Home Improverent Loan,

None

Small Hae Lprovement
Small Home Improvement
Small Home Irprovement
Home Improverent loan,

Home Lrprovement lLoan,

1 interest rate for 25 years in urban

All Urban Renewal Solutionsj Roof-Floor House

All Urban Renewal Solutions; Roof-Floor House; Basic Unit

Serviced Lot with Water

Corplete Serviced Loty Roof-Floor House

Hore Improv. Loan; Oonplete Serviced Lot; Roof-Floor House; Basic Unit

Corplete Serviced Lots Roof-Floor Houses Basic Unit
All New Solutions

Loanr

Loan, Serviced Lot with Water
Loan, Serviced Lot with Water
Serviced Lot with Water
serviced Lot with Water

areas, 20 years in rural areas, 10 years for Home Improvement
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III. Technical Considerations:

A. Rationale for sub-programss

The decision to proceed with the four ditterent sub-programs planned
for Phase II is baroed on the tollowing rationale:

1. Urban Renewal: The tenements built 80 years agyo, now house more
than 30,000 people in Panama City alone. These tenements represent a serious
hazard from the point of view of safety and health. Past efforts to relocate
the families in the areas of San Miguelito have resulted in serious social and
economic problems. More importantly, without such a program, the GUP would be
forced to build new housing in other areas requiring substant.al physical and
social infrastructure when by building shelter tor the families in the inner
city areas the GOP can use the available infrastructure and services without
major additional cost.

2. Home Doprovements ‘lhe home improvement loan program is designed
to complement the etforts in providing water/sewaye infrastructure in areas
such as San Miguelito and other squatter areas. ‘This program will also serve
families in secondary cities and rural areas where the need for improvement of
the shelter stock has been determined to be a priority need over the
construction of new shelter.

3. Reverted Avcas: ‘the transter of designated (Canal Zone lands,
with the exception ol the detense areas, has been completed. ‘The construction
of some shelter projects in the reverted areas, combined with technical
assistance for the overall planning of the reverted areas, will assist in
shaping the functional role houising will play in the former Canal Zone.

4. Reception Arcas: 'lhe eftects of unplanned growth are being felt
by the GUP with the steady movement of. squatter tamilies into the areas of
Arraijan- Chorrera (across the Bridge of the Americas, off the Interamerican
highway) and the Tocunen Airport arca. ‘the GOP recognizes that such inflow of
families will continue, and wants to study the alternative of creating planned
communities where families can be located and gradually improve their habitat.

B. Urban Planning and Developnent Processs

There are several gaps in the urban planning and development:
process.  First 1s o the lack ob basic plans - a national urban development
plan, a national housing plan and a cohesive set ol plans and policies tor
Panamia City. ‘'lhe absence of such basic elements makes it difficult to plan
sensibly over a short=medium range.  However, MIVLI has shown the capacity to
take the leadership in tilling this gap, as demonstrated in the planning
citort in the urban renewal arcas. ‘1his capacity is reflected in the
"Documento de Factibilidad y Iijecucion Sub-Proyramas Renovacion Urbana de la
Ciudad de Panamg”, an extremely credaible review and rationale for the
Urban-Renewal prograi.
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This document tirst traces prior efforts in urban renewal and
establishes the settlement patterns in the area. Secondly, the physical
characteristics of the neighborhoods and the social and economic character -
istics of the residents are presented. An analysis is then made of the
ability to pay. Finally sub-projects and an investment and financial plans
are developed. This effort embodies the steps for which technical assistance
will be provided for a natiorwide effort leading to the formulation a national
housing and urban development plan.

The second gap, identified as part of the technical evaluation of
the program, is the absence of a formal structure which will establish respon-
sibilities, authority and coordination between the institutions engaged in
planning. A positive action to fill such gap has been the creation of the
working group under the aeyis of the Vice President office to deal with the
planning of the reverted areas. This work in which MIVI is playing an
important role will be supported by technical assistance under ™ase II.

The third gap is a failure of those engaged in planning to recognize
the importance of economic imperatives in the work. More attention to eco-
nomic possibilities and limitations would result in more finely tuned and
reasonable plans. ‘lhis economic imperative is becoming more evident to the
QOP, and the steps taken to control budget expenditures and target investments
in accordance with regional country needs indicates that a basis exist for the
program's efforts to encourage planning in an economic context to be success-
ful.

C. Appropriate Technologyy and Design:

The program essentially builds in the experience gained with the
first HG $25 million. ‘lhe concept of progressive construction successtuly
used in the Torrijos-Carter and koberto buran projects in San Miguelito will
be implemented as part of the new shelter projects. This gradual approach
starting with site and services and evolving through the "roof and floor unit"
to the basic house recoynizes the demonstrated capability of the beneficiary
groups to complete, improve and expand their shelter solutions. In the case
of the urban renewal sub-program, the design and specifications for the first
1,386 + units recently completed have been improved both to reduce cost and to
allow the ftamilies more flexibility in usiny their own abilitites to further
improve their basic unit. ‘he home improvement sub-program identifies as its
first priority loans for water/sewage connection and the installation of
sanitary facilities.

In terms of the reception area sub-program, caretul evaluation will
be made of several factors betore proceeding with inplementation.  These
factors will include geoyraphical location (the shelter need and urban
development assessment will contribute to determine location), employment
potential (economic growth of the area), and environmental implications.
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D. Cost of Solutions:

The average cost of the solutions under the different sub-programs
have i :en estimated as tollows:

(1) Urban Renewal $5,500
(2) Home Improvement 2,000
(3) Reverted Areas 9,000
(4) Reception Areas 5,000

The above average cost reflects alternatives within the basic
typoloyy of progressive solutions. For instance, in_the urban renewal program
two sizes of apartments are being considered (14.85m2 and 22.27m%) . Sites
and services could include all the services or only water. ‘The new shelter
solution could include the basic core unit or the fleor and roof solution.

The cost includes interim I inancing, overhead and other indirect costs. MIVI
had not included such indirect costs in the past, but has been doing so since
1980. The square meter cost for each type of solution has been established on
the higher side to account for an anticipated 15% increase due to inflation in
the next two years.

E. Material and Labor:

Materials required to supply the construction activities are
available in sufficient amounts to realize the scale of construction
contemplated. ‘e national cement industry produces approximately 50,000 bags
per month which is deemed sutficient to meet the demand for cement that may
exist including requirements for this program.

The presence ot high unskilled enployment in Panama does not need
extensive comment. New entrants to the labor torce and younger workers, in
particular, have the highest unenployment rate. Programs to reduce unemploy-
ment cannot succeed until they have created substantial number of jobs for the
new entrant group, and since by definition this group does not have job
experience, it must be absorbed into unskilled and semi-skilled work such as
construction which does not require a great deal of experience.

A was indicated in the PP for the $75% williion HG Program, it is not
possible Lo predict the tull impact of the proygram tn cmployment genera-
tion. However, based on the estimated total cost of the program, an estimate
of 2,000 direct jobs and 3,500 indirect employment over a tive year period has
been derived.  ‘the creation ob cuployment with the implementation of the
program is a positive factor. More important, however, are the efforts to
establish medium and Long range housing plans based on the identified needs of
the sector. These plans will serve to establish consistent investment plans
each year to help channel a steady flow ol resources toward the construction
sector of the country which will assist in reducing the peaks and valleys
which have been characterized industry during the past several decades.



F. Environmental Oonsiderationss

MIVI has incorporated into the project design an analysis of key
elements identified as in need for attention as in the original PP to protect
the environment. MIVI is now implementing specific measures to control soil
erosion and avoid water pollution. The type of measures range from planting
of grass to construction of collectors to reduce water run-off and to the
continued maintenance (arranged with the water sewage authority) of septic
tanks in large projects such as Torrijos-Carter and Roberto Duran. MIVI has
made efforts to keep grading to a minimum. MIVI, in setting the rationale for
the urban renewal program, has recognized the negative impact on families
being displaced from their comunities. Unlike slum clearance programs where
the residents are displaced to new ghettos or to suburban areas, MIVI has
developed a resettlement program which is succeeding in keeping the families
in the environment where they have lived for a number of years. Despite
obvious progress in incorporating environmental considerations into prqjgct
design, MIVI, however, still needs to expand its technical staff capabilities
to deal more effectively with environmental concerns and to produce overall
guidelines for environmental protection. In the reverted areas, the
protection of the watershed is a key concern, and MIVI will, in developing its
projects, be obliged to adhere to environmental restrictions established to
protect the watershed.

G. Conclusions:

The technical review has determined the need for a series of
conditions that will be part of the Implementation Agreement for Phase II.

Conditions:

Prior to the GOP seeking proposals trom US investors, MIVI, MIPPE
wills

1. Prepare the terms of reference and contract the necessary
technical assistance for a shelter sector assessment needs and an urban
development assessment.

2. Terms of reference for technical assistance in support of the
Working Group tor the Planning of the Reverted Arcas must have been developed
and the consultant(s) must have been contracted.

3. Hire as part of the MIVI staff at least one ecologist who wi. l
be part of the Urban bDevelopment Livision of MIVI and who will work on the
refinement of environmental guidelines for the use of MIVI and the issuance of
general guidelines for environmental protection measures in shelter projects.



IV. Social Soundness Analysis:

A. Identification ot the ‘Yarget Population and its Needss

A.1l The Pattern of Urbanization in Panamnas

Panama is characterized by primacy of its capital city, Panama
City. Almost half (49%) of the country's estimated 1980 population of 1.8
million lives in the Panama-Colon metropolitan corridor. Other urban areas,
principally David in the west and Santiago, and Las Tablas in the center
account for another 8%. 'The rural areas contain 43% of the population. While
the country as a whole experienced a growth rate of 2.5% per annum during the
1970-80 decade, the rate in Panama City was 3.7%. Though the growth rate ot
the capital is expected to taper off slightly during the next two decades, by
2000 the metropolitan areca is projected to contain over 60% of the country's
population. Rural to urban migration is expected to continue unabated as

perceived opportunities in the rural area keep diminishing.

Oftentimes, however, the dream of a better life in the capital
does not materialize. Many migrants arrive in the metropolitan area with few
of the skills needed to be competitive in the modern economy of the capital
and with few financial resources to tide them over the tirst period ot
relocation. ‘e result is typical of many developing countries - large
squatter arecas grow with scant attention yiven to desirable residential
densities or an appropriate mix of housing, physical, and social infra-
structure. ‘the San Miguelito arca just to the cast ot the capital is by far
the largest of these peripheral areas. In the 1970's it was growing at a rate
of 9.5% per year with almost two thirds of the growth coming from inmigra-
tion. With a population approaching 200,000 it is bPanama's second largest
city, though in fact it is an extension ot the capital city itself. Other
squatter areas on Panama City's periphery have more recently begun to
experience rapid growth, particularly Arraijan, imnediately adjacent to the
former Canal Zone to the west of the capital and 'Tocunen, near the
international airport, to the city's east.

Squatter arcas likewise exist within the contines of the city
proper, some of them dating back many years. Because they are tightly circun-
scribed by highly utilized land, their physical expansion has been kept more
in check than is possible in the more outlying areas and they do not generally
serve as a first stopping olf location tor rural migrants. heir social
structure is fairly well established.

e tencment. shums ol Panaa City remain amajor urban problom,
1t is estimated that despite the 24210 units now completed or under construc-
tion under MIVI'S urban renewal program, over 3,500 families will still live
in the tenement housing arcas atter the completion ot the tirst phase.
Constructed beyinning about 80 years ago tor the canal construction workers
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almost all of the tenement buildings are condemned structures where balconies
commonly fall and floors break through. During the past year several major
fires have also destroyed a number of these buildings. Exacerbating the poor
physical condition of the tenements is the extremely high level of occupation
of these structures. 1In one of the major tenement areas, Santa Cruz, almost
80% of the families live in one room while almost one fourth of the families
have at least six members. The reason why families put up with these
conditions are primarily the very low rents they pay and the proximity of work
opportunities, social and commnercial services, and educational opportunities.

Problems in Panama's secondary clties are not nearly as severe
as are those in the capital arca. Despite the GOP's attempts to entice people
to remain in the interior sections of the country, the ygrowth rate of the
secondary cities 1s substantially smaller than that of Panawa City and the
need for new housliy proportionally less. approximately 60% of the need for
new urban housing throuyh 2000 is estipated to be o che capital area.

Panana has wade signiticant inroads during the past twenty years
in brinying basic services to its population although substantial numbers of
units, particularly in the rural areas, remain without essentials. In 1960,
for example, 43.7% ol the housing stock was without access to potable water.
In 1970 this tigure declined to 35.7% and in 1980 to 19.2%. Of the approxi-
mately 70,000 units still without potable water, 66,000 are in the rural
areas. Similar lwmprovements have taken place in the provision of sanitary
servicess 11.9% of units lacked such service in 1980 compared to 28.3% in
1970 and 38.4% in 1960. High deticiencies are still found, nonetheless, in
the provision ol electricity., Over one third of the country's dwelling units,
the great majority in the rural areas, nmust use gas, kerosene or candles to
light their homes.

A2 Enployment Characteristics of larget Populations

hough the popular conception ot the cuploysent character istics
ol the low income cconomically active population would have 1t workiigg
primarily in the mtormal sector, because the urban cconony in Panana i
relatively sophisticated congrared to many other developing countries, the
opposite phenomenon holds more true in Panama, 1.0, the majority ot low income
Urban wage earners work tor the most part at low payng tormal sector jobs. A
1980 MIVI study ot the typleal low income squatler commnity of Nuevo
Veranillo in the San Miguclito area showed that 5% ot the heads ot houscho: s
held permvment. salar ted positions whille 4% held drregular enployment  or were
unenployad,  ihis profrle s not substantially ditterent trom that ot the
country as a whole where the unenployed and underemployed represent aluost
halt ol the worktorceo  Inthe arban tenewal areas ob Panama, the pecentage
of permanen’ salaried workers 1s estimated to be even higher due to the
greater enployment. opportunitres in the central city areas. MIVI's 1982
survey ol the urban renewal arcas showed that o tull 304 of the heads of.
housichiold worked directly 1n simall commercial and artesanal activities in the
inediate arca,
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‘Though the proportion of heads of household with steady
permanent work in the low income communities of Panama is similar to that in
the country as a whole, these groups are less likely to be immune from
fluctuations in the overall level of economic activity. During the past two
years, unemployiment in Panama has risen from about 13% to over 20% and is
slightly higher in the Panama-Colon metropolitan area. Since the rise in
unemployment traditionally falls disproportionally on the poor, it is expected
therefore tamilies living in the tenement and squatter areas in Panama and the
secondary cities have seen their economic situation deteriorate relative to
the country as a whole during this period.

B. Eftective Demand:

Overall “lemand fiqgures are corroborated by the response to recently
completed projects by MIVI, where demand has in most instances significantly
surpassed the available supply of solutions.  Inoall five of MIVI's major
on-going proyrams, urban renewal, core housing in San Miguelito, basic units
in secondary cities, the serviced sites component of HG-010, and the home
improvement loan program, actual elicited demand figures lead inevitably to a
conclusion that generating wore than enough demand for the units to be
developed under Phase 11 should not present any present problems.

In the urban renewal program, a 1980 census undectaken by MIVE
revealed a need tor over 6,000 units just to service low income families
already living in overcrowded or dilapidated teneent housing in the central
Panama City arca. Were MIVI to open up the eligibility requirements for the
new units to tamilies living the city in other than tenement buildings, the
demand would of course be substantially higher. Cthe tirst $25 million is
expected to finance a total ot 2,821 units, less than halt ot the number
required tor the current residents alone.,

A measure ob danand tor basic units can be gleaned Trom the HG-009
project ust completed in the San Miguelito areas Foroa total of 1,400 unitss,
over 2,000 applications woere recerved. Core houstig unidts proved Lo be more
sought atter than the prso-techo units or the serviced lotys, but a recent
evaluation attriboted this to the kinds of promot ton used and the proximity of
the arca to other core honse projects which strongly int taenced people's
perceptions.  With respect to serviced lots, a reeently completed project in
David as part of the HG-010 project provides some insight into the popularity
of this concept,  For thin project, which consists of 603 tors, over 2,100
applications were recelved,

Finally, with respect to the howe by ovenent. Loan program, MIVE hag
witnessed substantial growth during the past year souch that demand of loang
far outstrips the agency's ¢aipacity Lo process ond tund them.  As MIVI's
Regional Otfices bhecome better able to process and evaluate loans, and with
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increased computerized control over the far flung program to be achieved in
part with AID financed technical assistance, difficulties in programming the
$11 million allocated in the second $25 million tranche are not anticiptaed.

C. The Participation of Womens

The proportion of female headed household in Panama is 21% nation-
wide. However, there is evidence that among low income groups, the proportion
of female headed households is substantially higher. For example, a study of
the Nuevo T'ivoli tenement arca by MIVI In 1981 revealed that 39.4% ot the
families were female headed. Similarly, a 1981 study of the Nuevo Veranillo
low income arca ot San Migyuelito mdicated that 384 ol the Lamilics were
female headed.

within communily organizations there 15 a high degree ol temale
participation and ottentimes it is the women more than the men who hold the
comuunity tabric toyether. MIVI's Social Affairs Departient has increasingly
begun to recoynize the inportance of women as beneticiaries and has taken
measures to assure that women's preferences are taken into account during the
design process.

D. Lmprovement ot the quality of Life:

e program will improve the living standards for the beneficiary
population. ‘the degree to which living standards are improved depends upon
the type of solution received and the previous living conditions. For
example, tamilies carcently Living in tenement houses destined to receive
units in the urban renewal sub-program will experlence a dramatic improvement
in their physical surroundings.  Ina typical situation, entire tamilies share
one or two rooms, and with other tamilies share sanitary facilities and access
to water and washing arcas. More serious, inadequate wiring and deteriorated
walls, tloors, ete. are constantly exposing the tamilies to the physical
danjers of fire or collapse.  Since cooking 15 also done in the living areas,
th potential tor accidents 1 tire as very high,  ‘the new urban renewal solu-
tions are expected to create a much more healthful envirownent for these
tamilies and signiticantly reduce the levels of accidents, parasites,
digestive disabilities, and respiratory problems. A separate kitchen will be
a distinct advantage since tamilies can keep thetr homwes cleaner and run less
risk ot tires.

For tamilics migrating trom the interior, the reception areas
sub-program will provide them an opportunity to develop a howe ot their own on
a partially or tully serviced lot.  lere likewise the lmproved sanitation
tacil vies will have o positive ettect on the health and well-being of the
beneticiaries.  Sites tor this progyram will be chosen $0 as to provide access
tor public transportation to enployment centers, shopping areas and community
tacilities.



E. Conclusionss

Because incomes have not experienced increases in real terms since
1980, sub-proyrams will be designed on the basis of income distribution table
prepared for the $75 million HG PP (See Program Lescription) .

In terms ol investment ot resources for Phase I1, 50% of the proyram
resources will finance shelter solutions tor families with incomes between the
5th and the 25th percentile; 30% to finance solutions for families between the
25th and 35th percentile and 20% to finance solutions from the 35th percen-
tile to below the 50th percentile.

V. Financial Analysisi

A. Mobilization of Resources:

Panama benefits from the presence of a largye number of finance
institutions which operate in the international market. ‘The dramatic

fluctuations in the international market of recent {ea;s have affected the
flow of domestic resources for local investment including shelter.

Consequently, in order to mobilize resources for shelter institutions, such as
the WIN, the savings and loans and mortgage banks need to take into account
the conditions of outside markets and, in general, are required to operate in
a highly competitive environment,

The GUP has intervened Lo direct some ol the local resources to
shelter by enacting a decree in 1975 which forces the banks to invest 22% of
their local deposits in social housing. ‘1he problem is that the definition of
social housiny was lett out of the becree and the Banking Commission, which is
responsible for issuing the requlations implementing the Decree, has been
reluctant to define social housing. ‘lhe Comnission is concerned that this
could affect the relatively free enviromment under which the banks operate,
damaging the reputation of Panama as an international tinance center. ‘'he
commercial banks, however, have complied with the letter of the 1975 Decree by
investing heavily in high cost condominium apartuents and by buying papers
from the Caja de Ahorros which enjoys a good reputation withing the investment
community.

The savings and loan system started with AID support in 1963, has
assets as of 4/1/83 ot $56.3 million and savings for $37.8 miliion. These
figures inmply a very slow growth rate, given twenty years of operations and a
Financial environment in which other institutions have grown unvmlcrahly. An
explanation tor the stow growth ol the savings and loan system is that the
system sutfers trom an acute regularity disadvantage which limits its ability
to compete with the commercial and mortgage banks.  ‘the average cost of
shelter solutions financed by the system has been around $20,000.
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The Caja de Ahorros (an autonomous agency of the GOP) has as of
6/30/82, savings in the amount of $194.9 million and assets of $216.7 million
of which $139.2 million represented mortgage loans. Like the commercial and
mortgage banks, Caja has invested its resources in high cost units with an
average selling price over $60,000.

B. Resources for Lower Cost Shelter:

The GOP has intervened to fill the gap at the lower cost shelter
income levels by directing the so-called 1/3 of the 13th month payment which
is paid by employees to the Social Security System to support BHN in the
financing of projects developed by MIVI. The Social Security System has also
intervened in the primary lending market for a number of years. However, the
houses financed by the Social Security have an average sales price of $40,000,
well above the paying capacity at the lower income levels.

The problem of mobilizing additional resources to shelter lower
income families is a complex one. However, in essence this mobilization
cannot be achieved by forcing a redirection of present investment from private
sector institutions, but rather by creating a mechanism that will make it
attractive for a local investor to channel resources toward supporting of
lending actitives on behalt of lower income families. As an antecedent to
creating such a mechanism, the QUP will need to undertake the following steps:

1. Gontinue and complete its etforts to consolidate the financial
position of WIN so it can operate in the highly competitive financial market
prevailing in Panama. Phase 1I will continue to assist the GOP in achieving
this objective.

2. Define the role of the Social Security System in the housing
finance market. ‘lhis definition seems to be taking place with the recent
decision made by the Social Security System to stop its activities as a
primary housing lender. Its future role also seems to being moulded by the
decision of the Social Security System to buy mortgage bonds from BIN in the
amount of $15 million at an ll% interest rate. ‘lhe System used to lend at 9%
interest rate for 25 years.

3. 'he role ob the savings and loan system, which has lent
resources for houses at the $20,000 level, should be examined and actions
should be taken to elminate the constraints now present on their lending and
savings mobilization operations.

4. Interest rates for mortgage/loans in the operations of BN
should continue to retlect the cost of resources to the institution and the
corditions ot the market.
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5. There is a need for BHN and MIVI to better understand the manner
in which resources flow for shelter, the conditions under which such resources
are generated, and mechanisms to increase the availability of such resources.

The above actions are directed to shape the manner in which the
public sector could participate in securing resources from sources other than
forced savings and taxes. ‘lhey will also contribute toward mobilizing an
increased amount of tinancing for lower income families. Finally, they will
help to shape the mechanism lor an active secondary mortgaye market in which
the Social Security could play an important role.

C. Interest Rates:

A key elenent in mobilizing additional resources for the sector,
other than forced savings like the payment of the 1/3 of the 13th month to the
Social Security Sytem for investment with HHN, is the type of yield savers and
purchasers of bonds or mortgage participation notes expect to receive.

'Ihe behavior of the capital market in Panama, which retlected the
prevailing circumstances in the international market in recent years in which
high interest rates were the main featurce tor the attraction of resources and
for lending operations created an extremely difficult situation for BHN.
There were and are limits on how high BHN can increase its interest rates for
projects developed by MIVI. However, BHN was able under the first $25 million
HG progyram to increase its intercst payment to a level (10% to 12%) which
reflected a weighted averaye of resources Lor housing being provided by the
Caja de hhorros, Social Security and the private banks. BHN also is putting
into effect in the urban renewal progyram, a variable payment fornula which
will result in a yield of 10% to 12%.

'The interest rate policy of BIN under the present financial
conditions offers the basis for BHN to attract additional resources, unlike
the period 1979 through 1982 in which Certificate of Deposits rates were
averaging well over the double digit level. Presently GOP bonds are yielding
approximately 6-7 percent and CD rates are 8 - 8.50 percent. Taking into
account the averaye yield on the present BHN's portfolio of Y9.48 percent and
the expected increase of such yield due to the increase in interest rates from
as low as 7 percent to 10% to 12%, BHN will have a comfortable margin of net
positive cash flow on the marketing of securities at today's rate.

AIL's efforts under the first $25 million HG program to have BHN
maintain an interest rate policy that reflects the internal cost of resources
to facilitate the mobilization of additional ones will continue with the Phase
II.



D. Payment of the 13th months

There is a movement prowoted by union groups and political parties
to have the employers to pay the full amount of the 13th month (12 months of
work and 13 months of salary) to the workers instead of paying 1/3 of it to
the Social Security System. 'The Social Security System lent the amounts paid
by the employers to BHN at a 5% interest rate with a 10 year grace period for
the repayment of principal. At the end of the 10 years, BHN must repay the
Social Security the principal received. For instance, the contributions
received in 1972 were paid in 1982 and the 1Y73 contributions will be paid in
1983. The QOP is considering different alternatives to respond to the demand
from the workers. No matter the alternative chosen, the GOP has indicated its
continued support for BUN and the production of housing by MIVI.

The elimination of new contributions from the workers to BN could
have a desirable effect on BN in terms ol reducing 1ts dependency on GOP's
resources. ‘'lhe strengthening ot IN's tinancial position and the
implementation of a mechanisin that will allow MIN to tap additional resources
available in the market which are key objectives ot Phase [ are now more
important than before in view of the potential reduction of forced savimgs
contribution represented by the 1ith nonth payment.

E. BHNs

1. VFinancial Overview:

since 1978, BHN has been able to lmprove 1ts debt to equity
ratio from 25.36 to 8.94. ‘'Ihis is the result of GOP's efforts to capitalize
the operations of BUN including the capitalization of the resources provided
under the HG-010 and 011 ($22 million). Times interest earned ratio (relation
between the interest earned and the interest paid) increased trom .32 to 1,25
as the result of the increase to 124 ot a portion ot the mortyage porttolio.
The operating expense ratio shows a reduction of expenses in relation to
averaqge assets from .02 to .01 as a result ot a 10% reduction i1n actual
expenses.  ‘The return on assets have grown from o nedgative 44 to a positive
7%. Liabilities have increased only by 8% and do not reflect new exteral
borrowing, but rather additional contributions trom the Social bSecurity System,

The exhithits and cash tlow projection. mcheded oy this pe
indicate (a) BHN could maintain o positive cash tiow posttion tor the next
seven yearsy (H) HIN debt service ratio (1nd low trom recuperation ot porttolio
compared with outtlow tor Tiabnlities repayment) gradually will wprove trom
<39 in 1983 to .70 in 1987 and 1.01 1in 1990. 1t i45 estimated that the
cquilibriuwn point could be reached around 1949.






F. Conclusions:

The financial evaluation of Phase II has provided the basis for a
nunber of actions that BN and MIVI will need take as part of the program.
These actions will be reflected as Condition Precedent for seeking a US
Investor, for specific disbursements and covenants.

Prior to seeking a US investor, BN, MIVI, MIPPL must have:

1. Contracted medium-term technical assistance for the evaluation
of the housing finance sector and the determination of a mechanism to mobilize
additional resources Lor low-income shelter including the role BHN and the
Social Sccurity System will play 1 such eechanasin,

2. Contracted the technial assistance needed to evaluate the role
of the savings and loan system and how the system could expand its financial
base to better serve lower 1ncome tamilies.

3. Developed an investment plan in support ot BHN for the period
1984 - 1988. ‘lhis investment plan should take into account the potential
reduction o1 cancellation of the contribution now being received by BHN from
the 13th month payment.

4. Completed the transter of the tunctions of the Departamento de
Bienes Raices off MIVI to BHN.

As a condition tor a dishurserent over $10 million ot the second HG
Program, BIN, MIVI' MIPPE should haves:

L. Initiatwd the operations ol a mechantsm Lo wobilize additional
Lesources Lo BHN. he evidence ol such inttiation will be the parchasing by
the Social Security or other private/public mstotut ton ol BWHN'S paper s
(Mortgages, oonds) 1 an amount ol not less than $1% mllion.

2. QP should have cnacted the necessary legislation/regulations
clminatlng the identitied constraints Lumting the ability of the savings and
loan system Lo expand 1ts resources base and its overall lending activities.

AS o covenant tor the program, 1IN, MIVL, MIPPE will agree to
continue the presence arrangement in which investsent programs are jointly
developed by HHIN and MLIVI under the coordination and supervision ot MIPPL.
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VI. Economic Analysis:

A. 'The Overall Economy:

‘The pattern of Panama's economic development has traditionally been
dictated by its strateyic geographical location and the presence of the
canal. Most of the country's growth during the past twenty years has been in
the modern commercial, transportation, and finance sectors centered around
Panama City, the canal, and the Colgn Free Trade “one, while the rest of the
country, with some exceptions, is still to a significant degree charac-
terized by tradition bound low productivity ayricultural production. In
eftfect, the relatively rapid drowth of the modern sector has spawned a dudl
economy, one based on services linked to international trade and tinance where
wages are disproportionally high and the othevr on traditional agriculture,
local comnrerce and manutacturing where wages are disproportionately low.

The vicissitudes of internationa). trade and finance have accounted
for an erratic growty pattern during the past decade. In the 1960's, the
economy grew at an average annual rate ot 7%. 'IThe country entered a recescsion
in 1974 that. lasted through 1977, with economic growth averaging 1.8%
annually. Subsequently, growth recovered to about 7% in 1479 and since then
has tallen cteadily to about 2% ir. 1982. Continued stagration in 1983 will
likely result in a near zero growth rate tor the current year. 'lhe worldwide
recession has been severely felt tn neighboring latin American countries,
decreasing demand tor pPanamanian export iter = as well as tor its international
trade services. Prices for Panama's agricultural products have also
stabilized at relatively low levels,

The construction sector has, however, remained a bright spot in an
otherwise lacklustre scene. Follcwing a contraction of some 75% in the period
1973-77, the tive year period 1974-82 has witnessed a five-fold increase in
the value ot building construction permits. ‘lhere is evidence, however, of a
slowdown in the luxury apartment and office space market which sustained a
good portion ot the recent boom. 'he completion of some other major projects
such as the oil pipeline in western Panama is expected to further reduce
employment in this sector in the immediate tuture.

he toreign trade current account deticit (goods, services, and
transters) widened slightly in 1982 from minus $418.2 million in 1981 to minus
$453.8 million in 1982 according to preliminary estimates. Imports increased
only slightly, but gamods exports declined by 3.2%.  Increased exports of
shrimp, clothing, meat and leather products were more than offset by declines
in the export of suqgar, bananas, coftee, and Lishieal. Panama derives more
income Lrom exports of services than trom goods.  ‘The net services balance was
also slightly lower in 1982, contributing in large measure to the current
account deficit increase.  Currency devaluations in a nunber of Panama's
regional trading partners have made Panama's dollar priced yoods relatively
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more expensive. Because of its currency, Panama itself cannot help to rectify
the balance through monetary policy. Finally, tourism also declined by 5%
during 1982 largely due to the recession.

The economic slowdown has predictably exacerbated Panama's chronic
unemployment situation. It is estimated that nationwide approximately 20% of
the country's population is currently unemployed with an even higher degree f
unemployment in the Panama City - Colon metropolitan corridor. A recent World
Bank study speculated that unless the economy can rebound to the 6-7% growth
rates of the 60's, heretofre mentioned as highly unlikely, unemployment could
atfect a full one fourth of the work force by 1985. Underemployment serves to
compound the problem. A 1981 study estimated that 30-50% of the national
workforce and 20-30% of the metropolitan worktorce were underemployed.

Government expenditures rose rapidly during 1982. Public sector
debt at the end of 1982 was 95% of GDP and external debt was 70% of GDP.
Reduced trade and tax revenues resulting fiom the economic slowdown resulted
in a GUP budget deticit equal to 8% of GDP ($450 million), almost double the
figure ayreed to in an IMF standby agreement negotiated in 198l. Particularly
distressing have been depressed revenues in the government controlled suygar
export sector, ygreater than anticipated subsidies ol rice exports and the
electric company, and losses from the failure of the Social Security System's
foray into housing construction programs. To redress the debt problem created
by the large 1982 public delicit, the GOP has embarked upon a budyetary
austerity proyram for 1983, setting its 1983 investment budget at $115 million
less than actual 1982 expenditures and raising its 1982 operating budget by
only $87 million over last year's level to cover unavoidable items such as
debt service and increased salaries. ‘lhe new 1983 budget represents a 6%
decrease in real terms from 1982. Along with an IMF program for 1983-84 which
prescribes limits on the public sector deficit and Banco Nacional de Panama
lending to the public sector and assumes no net increase in borrowing from
private external sources, the COP is also expected to sign a structural
adjustment loan ayreement with the World Bank which will be in effect for
three years.

‘The anticipated slow recovery of world trade when combined with the
current violence and economic crises in Central America and with little if any
growth expected in the export ob raw materials and Loodstuffs are expected to
make it difficult for Panama to achieve even a modicum of growth in the
immediate future. During a period when increasced domestic consumption and
private sector investment are not anticipated, a cut in real terms of
government expenditures could possibly be recessionary.

In the lomnger run, Panama's ability to achieve economic growth rates
which will keep pace with inflation and the growing labor force depends more
than anything else on global economic recovery. 1f the Western World can
break the shackles of economic staynation, Panama stands to benefit handsomely
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from the expected increase in world trade. ‘'lhe divestiture of several
unprofitable government owned enterprises, the promotion of export oriented
enterprises, the reigning in of government expenditures, and improved
agricultural productivity will, obviously, help the country's current economic
plight, but long-term prospects hinge to a great extent on economic forces
beyond Panama's direct control.

B. The Panama Public Debt Situations

The 1980-82 period witnessed the continued rise in Panama's total
public sector debt to $3.9 billion at year's end, with the external portion of
this debt $2.8 billion. The total debt is approximately 93% of GDP and
external debt is 62% of total exports of goods and services. The increase in
the total debt in 198z :as 17.2% and the increase in external debt was 20.9%.

Debt service payments of about $700 million in 1982 have exerted
considerable strain on the GUP budyet; they are currently estimated at
approximately 30% of total public sector expenditures and 40% of the central
government budget. To date, Panama has not had any problems making payments
on its debt, but its ability to make principal payments depends on the
willingness of banks and international organizations to continue lending. The
government has put into eftect a budyetary austerity program tor 1983 in an
attempt to contain spending and raise revenues in an effort to reduce the
budget deficit and to diminish its dependence on external borrowing. It will
also be striving toward a less burdensome debt profile by strictly limiting
further commercial bank borrowings and by relying on disbursements from
international organizations to finance the 1983 public sector deficit. ‘The
prognosis for very limited gains in economic growth for the next few years
implies that the GUP's austerity program will have to continue if Panama is to
maintain its good standing in the international tinancial community.

1he terms of the HG loan are expected to be relatively favorable to
the GUP (.J years with a 15 year grace period and an estimated 10% to 10%
interest rate) when compared to other lending sources, particularly commercial
banks. ‘he HG loan, therefore, is directly supportive of the GOP policy to
reduce its dependence on high cost comnercial loans and to seek more favorable
loans on terms generally associated with international financial institutions.

C. Debt Reschedulings

Panama is not planning to reschedule its external loans. IMEF and
IBRD structural loans are helping the GUP to avoid such action. At the
present time, Panama is negotiating with leading commercial banks to refinance
some of the loans nuturlng this year as well as the debt service. Despite
certain dilficultices, Panama 1s expected to successlbuly complete the
retinancing negotiation.



VII. Implementation Arrangenents.

A. Responsibilities of Participating Agencies:

A.l National Mortgage Bank (BHN) :

The BHN will be the financial administrator of the HG funds
which it receives from the QOP. It will be responsible for assuring that all
information required by AID for disbursements is submitted, for furnishing
MIVI with the proceeds of authorized disbursements, and for overall fiscal
control during project implementation.

A.2 Ministry of Housing (MIVI):

The MIVI will be the prime implementiny agency for the physical
development of the shelter solutions to be constructed under the program. Its
responsibilities include overall project conception, planning, design, and
coordination of sub-projects which entail programming, budgeting, design,
construction, supervision, adjudication of units. Post occupancy management
and administration. With MIPPE, MIVI will coordinate other program inputs
required from cooperating agencies such as IDAAN, IRHE, Ministry of Public
Works (MOP) and other ministries. Finally, MIVI will be responsible for the
preparation of background studies on housing demand by socio-economic group,
on required financial resources and on land requirements and target areas for
low income housing related to the uevelopment ol a National Housing Plan.

A.3 Ministry of Planning and kconomic Policy (MIPPE):

MIPPL will be primarily responsible for coordinating the
development of the project with overall national planning objectives and with
various budyetary exigencies and for assuring that all of the participating
agencies, including the support agencies such as other ministries, IDAAN, etc.
receive adequate budyetary allowances. MIPPE will play a Key role in the
urban planning efforts in both the reverted lands of the former Canal Zone and
the metropolitan Panama area, particularly with respect to incorporating an
economic diwension to these plans.

B. DImnplementation Procedure:

The three major institutions responsible tor the implementation of
the project and their respective roles are: (1) the BN as financial
adininistrator, (2) the MIVI as project developer, and (3) the MIPPE as program
coordinator.

Fach ol these Unee Key institutions, nonetheless, will have
specific responsibility over o varicety of project components which best
conforms to the designated role it plays in the national housiny developnent
matrix.
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Role of HiNg

= Assist MIVI with the financial components of a National
Housing Policy.

= Based on the implementation schedule, pPrepare an investinent
plan to guide MIVI's sub-project planning,

= Develop a tinancial development plan tor BHN with M1V1MIPPE
support.

= Develop technigues for mobilizing additional resources to
the sector, including a secondary mortgage market,

- Assist the savings and loan associations in increasing their
lending operations.

= lbstablish controls on the tlow of resources between MIVI/BIIN
for HG and other activities.

= Assume the responsibility tor servicing its loan portfolio.

Role of MIVI:

= Prepare analytical documentation necessary for the
preparation ot a National Housing Policy.

= Provide critical stinulus to GOP efforts to develop planning
capability at the metropolitan Panama City level,

= bevelop sub-projects eligible Lor HG Linancing in the tormat
ol project implementation docunents.

- Prepare constiuction docwnents, solicit contractors or
developers, award contracts, supervise construction and all
ot} :r activities required to carry out the physical aspects
of the program.

= Retine cost control mechanisms during project construction.

= Dbevelop improved intormation system and accounting
procedures and provide adeguate and timely reports to BN
for disburscment purposes.  Prepare quarterly reports for AlD,

= lbevelop procedures to coordinate delivery ot public
services, occupancy, issue sales docunents, especially with
respect to Lhe urban renewal suo-program.



- prepare basis for transferring mortgage servicing functions
to BHN.

B.3 Role of MIPPE:

- Secure resources for the BHN financial plan.

- Insure that resources are budgeted for the support services
necessary for the sub-programs (IDAAN, MOP, etc.).

- Review project implementation documents for conformity to
national budget and investment plans.

- (oordinate ettorts to improve urban planning capacity at the
metropolitan Panaiti City level.

3.4 Responsibilities of Project Beneficiazies:

Project beneficiaries are expected to provide downpayments of
$2.5 million tor the vdarious sub-prograis. In addition, although the program
costs anticipate only that the beneficiaries will purchase the housing
solutions developed by pMiVl, they are expected to conplete the construction
activities themselves OVEr tinme.

B.5 Role oL AlD:

In addition to the responsibilities ol the three key GO?
institutions, AID will be responsible for the tollowing:

- Approval ol progyrams and sub-projects.
- Arraiyge tor the contract 1y ol investors.
- Approval of dishursements.
- Qoordination ol Lechnical assistance.
C. Institutional toordination
Though overall proguam cootdination anongst the varjous ministries
and GUP agencies will be the tesponsibi ity of MIPPE, cach ol the participants
must recognize that Lhe achievenent ot the program gouls Can only be realizea
as a collaborative ctiort, ‘s recogqnition st not only emanate from the
uppermost Leveln ot the nstitutions tvolved but also wust f1lter down Lo the

opuerational levels ol these organzat 100G deperding on the nature ol decinions
andd actions to be taken. Coordination will bxe cuasential at tour dintinct
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levels. (a) GOP policy levely (b) Inter-institutional planning level)
(c)Project definition levely and (d) Project execution level.

C.1 GUP Policy lLevel:

Coordination at the GOP policy level will involve the Presidency
and the Vice Presidency, MLIPPE, MIVI, BN, and to a certain extenl the
Ministry ot Finance. Policy will be tormulated and coordinated at the
ministerial or 1nstitutional head level, Policy inputs «ill be required as
well from the Social Security system and from elements Lrom the private sector
with respect to housing Linance.

C.2 Institutional Planniny Levels

MIPPE has 1ncreasingly become during the past several years the
key QUP institution in coordinating investment plans of the individual
ministries through its process of tormulating the National Budget and will
therefore play a lead role in the development and implementation of Phase II
at the macro level. ‘'he capital program to be carried out through the HG
investient will be elaborated primarily by MIVI but will rely on signiticant
inputs at the technical level [rom institutions such as MOP, IDAAN, IRIE, the
Ministry of Health and bducation, and municipal bodies tor infrastructure and
service conponents.  wWhen the various program elements have been clearly
defined, approval will be sought at the policy making level., However, MIPPE
will bhe looked Lo resolve anter-mstitutional cont licts or discrepancies,

C.J3 Project Detanition lasvels

AU the project aetimtion level, the specile requirenents tor
cach sub~project will be developed,  ‘he responsibility tor leadership at this
level lies prumarily with MIVI, 1n conjunction with MIPPE and the BN, MIVI's
protessionals will work dhrectly with counterparts in other mnistries and GOP
agencies (1WHE, cte.) . Once the discrete sub-projects have been sutficiently
well detined, they will be reviewed and approved at the mstitutional planning
level.,

Cod Project bxecution levels

verall responsaibility tor execation ot the individual project
actlvities rests with FIVE, assinted continuously by the operating divisions
ot the BN and MIPPE,  MIVI will require constant coordination with other
ftunctional units providing intrastructure (IDAAN, cete,) at the technical
level,  Inaddition, anternal coordination witl e required anong the four
major divisions of MIVIE at both the headgquarters ottice an Panaa and in the
ticld. The key directorates at MIVE will, however, b the Planning
Division, winch now includes under 1t wing the Socral Atfalrs Departunent and
the Urban Develogpament Depattioent, and the Finaee Division. I the gituation
walTanty, ditticultiens at thin level will be resolved at the next higher level,



D. Authorization and Disburserent Procedures:

D.l Authorization:

Approval of the $75 million overall treaty proyram was secured
on 8/16/79. However, oniy $2: million was authorized at that time. Of the
$25 million, $19 million has been disbursed and the remaining $6 million will
be disbursed by 3/84. This $6 million relates to the construction of 1,435
units in the urban renewal area ($4 million) plus home improvements and small
projects in secondary cities. ‘lhe planning for Phase II is well underway with
respect to the urban renewal program with more than 2,000 solutions for which
sites have been identitied and technical plans almost completed. With respect
to the home improvement sub-program, MIVI has been forced to stop its
promotion in view of the fact that applications now exceed the availability of
tunds. Phase 11 authorization should permit the basis for the planning and
contracting of new projects and it will provide the leverage needed by the
Mission to continue the institutional development and policy dialogue efforts
with the GQOP. A three yedar inplementation period is estimated for Phase II.

D.2 Disbursewent Procedures and Conditions Precedent to
Disbursenents:

Disbursements will be made on the basis ot evidence submitted by
BHN, MIVI and MIPPL that mortyages/loans have been executed for the different
sub~programs.  Basad on the analyses ot the program, and to influence the
actions ol the QUP, a series of conditions and covenants will be made part of
Phase 11.

Conditions prior secking a Us Investor:

Prior to the GOP seeking proposals trom US investors, BN, MIVI,
MIPPE wills

L. Prepare the temms ot reterence amdd contract the necessary
technical assistance tor a shelter sector assessment needs and an urban
developiment assessment.  (MIVI, MIPPLE) .,

2. Prepare the tenns of reterence and contract the technical
asslitance o support ol the Working Group tor the Phanning ol the Reverted
Arecas (MIVI, MIPPL).

Joo ontract mediun-Lern technical assistance Ltor the evaluation
ot the housing tinance sector and the determnation ot a mechanien to mobilize
additional resources tor low=1ncome sector Liecluding the role HRIN and the
BOClal becurity will play 1n osuch nechanaism, (N, MIVI, MIPPLE)
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4. Complete and contract the technial assistance needed to
evaluate the role of the savings and loan system and how the system could
expand its financial base to better serve low and lower income families.
(BHN) .

5. Develop an investient plan in support of BHN for the period
1984 - 1988. This investment plan should take into account the potential
reduction or cancellation of the contribution now beiny received by BHN from
the 1/3 of the 13th month payment. (BHN, MIVI, MIPPE).

6. Complete the transfer of tunctions ol the Departanento de
Bicnes Raices of MIVI to BHN (I31IN, MIVL).

7. Hire as part ot the MIVI stall at least one ecologist who
will be part of the Urban Development Division of MIVI and who will work on
the rerinement envirommental guidelines for the use of MIVI and the issuance
of material guidelines for environmental protection measures in shelter
projects. (MIVI).

As a condition for a disbursement over $10 million of Phase II,
BHN, MIVI, MIPPE should have:

1. ‘Initiated the operations of a mechanism to mobilize additicnal
resources tor the wiN, including private sector resources. The evidence of such
initiation will be the purchasing by private sector financial institutions and by
the Social Security or other public institution of at least $5.0 million and
$15.0 million, respectively, of BIMN's papers (mortrgaqges, bonds) .

2. Inacted the necessary legislation/regulations eliminating
the identificd constraints limiting the ability of the savings and loan system
to expand its resources base and its overall lending activities.

AS covenants tor the program, BN, MIVE, MIPPE will (a) aygree to
continue the present artrangement o which investent prograns ate jointly
developed by BHN and MIVI under the coordination and supervision of MIl"Pl::; ar}d
(b) use 50¢ of Phase LI to finance shelter solutions affordable by families in
the 5th to the 25th percentiley 35¢ for tamilies in the 25th-35th percentiles
and 20% from the 35th to below the 50th percentile.



ANNEX A

Indicators of Achievement

The 1979 Project Paper indicated that in order to assess the progress
achieved during the first phase and before proceeding with Phase I1I, eight
"indicators of success" should be examined. A status report of these
indicators follows herewith.

1. Indicator: Funds authorized for Phase I have been allocated based on
plans submitted to and approved by AID, and the approved projects are in the
design stage, under construction or completed and occupied.

Status: All of the $31.25 million total program cost of Phase I $25
million HG plus $6.25 million in GOP counterpart contribution) has been
allocated to the four different approved types of project activities, as
follows: Urban Renewal - $15,846 inillion; Howe Improvement Loans - $3,054
million; Peripheral Areas - $11,582 million; and Secondary Cities - $0.768
million. Plans have been sulbmitted and approved by AID for all of the housing
solutions to be constructed under the program with the exception of two small
secondary cities projects (45 solutions) which are currently beiny prepared by
MIVI. Of the $25 million in HG funds, just over $19 million has been
disbursed for completed housing solutions, and projects cither inconstruction
or final design will consume the remaining $6 million. Estimated time for
final disbursement is the tirst uarter of CY 1Y84.

Table 1 sunnarizes the utilization of the funds to date:

TABLE 1
SUB~PROGRAM SOLUTIONS INVESTMENT (imillion)
Proyrammed Completed to Programmed Completed

date (6/83) to date.
1. Urban kenewal 2821 1386 $15.846 $11
2, Home Inprovement Loans 1695 687 3.054 2.5
3. Peripheral Areas 2221 2221 11.582 11.5
4, Secondary Cities 280 0 0.768 0
. 7017 4294 31.250 25.0

2. Indicator: HIN and MIVI have developed a financial/project
construction implementation system so that project funding and construction
activities are carried out in an orderly manner.

0\
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Statuss 7The BHN and MIVI have executed an Agreement which
specifically details the responsibilities of the two parties with respect to
the development of eligible HG projects, the flow of program funds from the
BHN to MIVI, the sale of the units to beneficiaries, and the management of the
project portfolio. Through the agreements reached in this document, the
coordination between the two agencies has improved considerably and the
financial management of the HG resources has become substantially stronger.
MIVI has been and will continue to be primarily responsible for construction
management activities. However, with the more timely and substantive
reporting called for it in the Agreement, the BHN and MIVI have been able to
better control expenditures and project financial resource requirements for
planned construction activities. With the transler of the Departamento de
Bienes Raices (responsible tor portfolio collections) Lrom M1VI to BHN which
will take place as part ol the second HG program, the operational procedures
between BHN and MIVI will be further improved.

3. Inaicator: MIVI has prepared and adopted an environmental
preservation plan to be applied to all MIVI projects.

Status: fThe initial environmental examination for the HG
program identified a nwaber of problems which M1VI was encountering in its
projects, e.g. soil loss and erosion, water pollution due to septic tank
deficiencies and deficient sewerage treatient facilities, increase in urban
runoff and uncontrolled dischargye offsite, etc. It sugygested that MIVI's
planning and design standards had not given sufficient attention to the
difficulties associated with some of the relatively marginul sites for some of
its projects. During the past several years, MIVI has strengthened
considerably its environmental planning primarily through the introduction of
a multidisciplinary approach to project desiyn which assures the integration
of environmental issues at critical stages ol the design process. Recognizing
the adverse consequences of 1ncreased erosion and sedimentation, MIVI now
bases 1ts actions on carclul site planning and construction design procedures
rather than costly structural measures, excessive grading, reforestation and
dredging alter the fact. This approach enbodies the identification of cach
site's natural resources, physical conditions, land use limitations and
developnent intensity potential with reasonable environental cost
considerations.

1o achieve these environmental objectives, MIVI has prepared and
adopted a set of erosion and sedimentation control principles, guidelines and
specific planning and design measures. ‘lhe Lindings and recomnmendations of
this technical working docusent (prepared with AID's assitance) have been
integrated into appropriate stayes ot MIVI's site evaluation, project design
and implementation process. Desplite the evident proyress MIVI has achieved in
augmenting its envirommental capacity, there nonetheless exists room for more
sophistication in its environmental analysis.

0,
A
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Finally, it is noteworthy that Panama's new Constitution o. 1983
contains a full chapter on ecological and environmental protection. Though in
a document such as the Constitution articles must by their nature be very
general, this is a clear indication of the GOP's concern that environmental
protection must be improved if the country's natural resources are to be
preserved. '

4. Indicator: In the financial sphere: a) the BHN secondary
mortgage market program is operational; b) BHN has developed and put into
operation an internal audit system; ¢) and danalysis ot BHN loan adininistration
costs has been prepared and applied to new mortyage loan operationss d) GOP
is implementiny plans called Lor to correct the Linancial problem belryy
confronted by the BHN.

Status (a) v date an open secondary mortgage tarket managed by
the BIN has yet to be established.  Nonetheless the GUP has recently begun to
take measures which lead directly toward the Lormation ot such a market. An
agreement reached in October 1982 between the BHN, the Social Security System
(CSS) and the Savitgs Bank (Caja ae Ahorros) provides Lor the direct purchase
by these institutions of mortgage loans or bonds secured by the BHN in an
amount of at least $15 million over a three year period. Since the €SS is
phasing out of the direct development of housing projects, it is particularly
appropriate for it to continue its support of the shelter sector by acting as
a purchaser for the BHN mortyayge: securities.

Several explanations have been ollered as responsible tor the
inability to date of the BIN to create a secondary mortgage market.  Awng
these are: ( 1) the lack of control the BHN has over its loan vortiolio; and
(2) the volatility and high levels ot interest rates during the past sceveral
years when compared to the yield on 1ncome carning assets ot the BHN.  ‘he
issuce of control over the nortgage portfolio should improve with the
atorementioned BHN/MIVI Agreement, and the proposed transter ot the Bienes
Raices bDepartment from MIVI to WIN. Now that interest rates have tfallen
substantially, the creation ot a sccondary mortgage market should be
achievable.

(b) Under the tutelage ot a local Certitied Public Account iy
firm, the BHN has tormed, statted, and put into operarion in carly 1983 an
internal audit system. A work plai. for the 1irst year ot operation has been
agreed to and operational and procedural manuals have been prepared.

(€) As a result ol an analysis ol tts Lloan admnistration costs,
the BHN has taken actions to reduce its administrative overhead during the
past few years, decreasing them by 10% between 1979 and 1981, Further
progress is nonetheless warranted in this area in order to bring operating
Costs much nore closely into Line with those ot sumlar private sector
institutions.






6. Indicators Plans and surveys with respect to the physical, social
and economic aspects of the Project have been completed for the sub-projects
(urban renewal, Canal Zone projects, rural shelter projects) contemplated for
pPhase II.

Status: With respect to the urban renewal sub-program, the social
and economic surveys necessary Lor taryget group identitication have been
completed for all of the taryeted areas. Most of the actual sites to be used
for the construction of new buildings have been decided upon based on a
phvsical inventory of all the property in the designated areas. With respect
to the housing to be constructed in the reverted areas of the former Canal
Zone, several sites have been set aside 1n the recently completed Ancon
Corregimiento plan tor utilization by MIVI. However, to date the social and
economic surveys necessary to charactorize the target group and to determine
economic feasibility have not as yet been undertaken by MIVI. ‘This
sub-program is closely related to the technical assistance eftorts planned for
the working group responsible tor the planning of the reverted areas.
Likewise, in the reception areas sub-proygram, social and economic surveys of
the expected target population have yet to be completed.  Contenplated by MIVI
is a survey of tamilies who have recently squattered on land in the Tocumen
and Arraijan/Chorrera arcas trom which should emerge a proftile of housing
needs tor the intended target group ot this sub-program.  After completion of
the surveys, specitic sites will be chosen in contormity with urban growth
policies tor the metropolitan Panama area expected to be enacted after the
compiction of the urban develpment assessment for which technical assistance
has been included in the second HG program.  Finally, the home improwvement
loan sub-program represents an expansion of the effort already begun under the
first tranche. Although some tine tuning of the program will continue,
particularly with respect to MIVI's capacity to manage the increasingly
complex administrative requirements, the program elements will remain
substantrally as they are.

1. Indicators A plan Lo 1ncorporate some ob the enmployment generation
activities under the UsALD enployment strategy to this program has been
conpleted.

Slatuss The tocus ol the IHUDD/IA'S eftort in this area has been to
support activities which directly contribute to Usalb's cnployment strategy in
Panaa.  "lhe goal of the AlD ciployment program in Panama is to increase
aiployment opportunities by assisting both the Government and the private
sector to develop and amplenent. a continuous program marshalling public and
private rosomces " e HG program has contribunted directly Lo the specific
objectives ot the AL strategy Lo stregthen those mstitutions and programs
"which pronote fabor itensive actavities consistent with acceptable levels ot
etiiciency™, and "to terease the productivity of labor and capital through
mstitutions skills and relatod training and technical services Lor workers
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and management.* ‘lhe intusion of G resources has had the effect of
mitigating to a certain extent the peaks and valleys which the construction
employment sector has experienced over the past several years. Construction
techniques employed by MIVI are highly labor intensive, even in the urban
renewal program where iwre complex buildings are being constructed.

8. Indicator: 'lhe capacity of MIVI to deal with cooperative housing
groups and prepare cooperative housing projects has been developed and the
first loan for cooperative housing has been made.

Status: In the area of cooperative housing, achievement has fallen
far short of the originally designed objectives. 'lhough MIVI has worked with
cooperatives in the development of some ot its housing projects, particularly
in secondary cities under the 1iG-010 (URlis) program, a close collaboration on
a regular basis between MIVI and cooperatives has not developed. ‘This state
of affairs is due to shortcomings on both sides ot the table. The cooperative
movenent in Panama has not tlourished to the extent it has elsewhere in Latin
America. Most cooperatives are struygling financially and organizationally.

A technical assistance organization, FUNDAVIOQU, created in the mid €0's to
help cooperatives, has not matured into the institution originally

envisioned. ‘lhose cooperatives that are most successlul tend to consist of
homoygeneous Lamilles closely linked to a specitic ewployer.  lor its part,
MIV1 has not seriously tried to promote cooperative housing proyrams except
where a previously existing cooperative has been particulacly active. A
cooperative housing departient was never really established within MIVLE and
the OPG with the Cooperative Housing Foundation (CHE) was terminated early
with the consent of both parties. MIVI and AID have agreed that the fostering
of cooperative housing, though important, should be a secondary priority to be
addressed more seriously atter the pressing responsibilities of the on-going
intensive housing program have abated somewhat.

*  FY 1985 CLSS
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Program or Szctor Gozl: The broader objective 1o
which this peo ect contributes: (A-1)

Improve living conditions of
urban and rural low incone
Panamanian families.

Jheasures of Goal Achievement: tA.2)

By the end of 1986 the
annual production of low

income shelter solutions
have reached 8,000.

nian Department of Statistics

(A-3)

Records-Ministry of Housing
and Ministry of Planning.
Evaluation reports. Panama-

and Census,

Assumptions for achievirg goal targets: (A-4)

GOP and agencies policies and
actions contribute necessary
resources and priorities to

low income shelter and services.
activities.
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TC3JECTIVELY VERIFIABLE NO=AT

MEANS OF VERIFICATION

IMPORTANT ASSUMPTISIG

2roject Purpase:

Strengthen the
tolicy and financi

of
in

L)

the shelter
Panama byv:

Continuing t:
developzent of
key GGCP housin
institution.

o

Improving planning capabil-
ity of MIVI/MIPPE and en-
hancing coordination of

GCP implementing iInstitu-
tions.

o~

5

Directing resources to pro-
vide innovative shelter
solutions for low income
families in accordance with
a rational planning frame-
work.

Coaditions 1hct will indicate purposa has boen (8-3)

CRS |
T

i
achieved: Endeol-Project stctus. (B.2) !

1. (a)Y 3HEN cebt-services
reaches .56 by the end
1986.

(5) 3HN achieves greater
solicy and operating in-
cependence. Functions
o 3ienes Raices are
transferred from MIVI
BHN.
(c) BEN
sources

~r
“C

develops new

of domestic fi-
for low income
: Mortgage partic—
ipation or mortgage bondq
solé for S15 million,

ng
rg;

3
Naticnal Housing Policy |t
completed. Planning mech~
anisz for Panama metropol-
.itan area strengthened.
Cperational budgets of
ioplementing agencies
coordirated. Economic
planning in MIPPE/MIVI
strengthened,

BHN/MIVI effectively
producing solutions for
low income families at a
rate equal to at least-
257 of the total annual
increase in number of
those families,

i

inancial Reports.

Pericdic evaluation of
planning institutions,
Publication ¢f plan docu-
ments,

Examination of agencies’
budgets 1983-85,
Examinatien of MIPPE re-
ports:

Examination of MIVI produc:
on, reports and evaluations

L

Assumptions for achisving purposa: {B-d)

1.

3.

GOP

(a) GOP continues financial
support of BHN.

(b) GOP realizes the benefits
to be gained from a healthier
and more autonomous BHN.

(c) BHN financial instruments
represent attractive invest-
ments in local market. Re-
strictive legislation and
regulation are modified,

(d) Alternative source of
funds are channelled to BHN
if further loans from Social
Security System are withdrawn,

GOP support policy efforts
and gives clear directions.

supports a strengthened
metropolitan area planning
framework,

Budgeting process requires
institutions to coordinate
annual development activities.
GOP supports better economic
planning efforts,

GOP policy commitment .to
continue to direct resources
to families .below the median
‘income level.
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Project Cotpurs: {C-1)

1
1

New low income shelter
solutions:

a) tenexent areas
%) 1in reception areas
¢) in reverted lands areadg

-
i

Izproved existing shelterg

a) iz center city squat-—
ter areas.

5) in secondary cities
and rural areas.

Ioproved financial manage-
cent svstem, improvements
in internal auditing sys-
texz, a2nd creation of new
sources of renevue at BHN
including secondary mort-
gage —arxet,

Urban assesszent com—
pleted, program prepared
for reverted lands, long
range plans prepared for
zetro region, urban devel-
opment prograansnm, environ-
mental policies refined
by MIVI, housing policy
studies prepared and hous
ing policy prepared.

Magnitude of Outputs: (C-2)
1. Units completed and
occupied.
a) 3,000
b) 600
c) 450

Loans made and hora
improvements completed
by:

a) 3,000

b) 2,500

Financial plan adopted,
staff training com-
pleted, $15 million
resources created by
1986, '

Specific development
policies and recommen-
dations out in effect
by GOP action,
policy published.

Specific project plans

developed and approved

incorporating indicated
practices.

Housing|

(C-3)

1. MIVI/BHN
progress

MIVI/BHN
progress

records and
reports.

records and
reports.

AID reports, BHN records.

MIVI/MIPPE/GOP published
documents /AID consultant
and T.A. reports.

AID/MIVI and other GOP
agency records and
manuals.

BHN, S and L records.

Assumptions for achieving outputs: (C-d)

1.

a) Suitable sites available

for development ar reason-
able cost.

Inflation is not excessive.
Effective demand material-
izes.

b)
c)

a) self help groups and infor-
mal sector contractors are
effective,

adequate materials supply,
control and distribution
system is established.
sufficient home improvement

loan demand can be promoted.

b)

c)

GOP financing available,

GOP commitment to support BHN
continues.

Agreement and coordination
among various GOP planning
authorities can be achieved.

Restrictive legislation and
regulations are eliminated for
the savings and loan as MIVI
generates more accurate and
timely information on project
costs.,
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PROJECT DESIGN SURMARY
LCGICAL FRAMEWORK
Project Title & Sumbor: 325-EG-012 Shelter a'.d Urban Planning

Life of Proje
F:;:FY * 82’ so FY 86

Teotol U.S. Fund?? ;gg a 2§Q mi llion
Dete Propored:

PAGEAS -B

ANARRATIYE SUMMARY

CBJECTIVELY VERIFIASLE IND.CATOR

(7]

MEANS OF VERIFICATION

IMPCRTANT ASZIUMPTIONS

Prajec Sotpury: (C-3)

-

)l

on

X

t develcopzent process

c
relined incluling envircen-
1, size zlzanning

srrcedures., =g
dizazion berween MIVI/
VIDPPE/REN and others.

Increased par

savings and loaa associa-

siens in low =iddle income
hcusing.

Magnitude of Cutpurs: (C.2;

6. Savings and loan asso-
ciation increase lending
for low-middle ircome
housing by 300% by
1986.

iC-3)

Assumptions for achieving outpurs: (C-d)
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Pz ect Tit'e B Kombor:

525-%G6-212 S

-
ne.ter

PROJECT DESIGN SUNKARY
LCSICAL FRAMEWCRK

2

ané Urban Planning

Life of Project:
From FY 84 ,, ry_86

Total U.S. Fundina_525.250 million
Dcre Prepored: im—_—

PAGE 4
AT IATIVE S_unAay Co.IlTivE v WERIFIAZLE ND ZATCAS MEANS CF VIRF,CATION 1PCRTANT ASSUVPTICNS
Frs e2® *3e0y -3 TE eTentstan Terger (Typaend Quantiny) w3 Assumptions for providing inputs: (D-4)
. 3 lcan te S22 zillicn EG loan 1-3. AID, GOP, Investor, 1. C.S. investors can be
olus 3230,000 (DG) =0 MIVI, MIPPE, BHN re- located.
2. l:zzal Invest=ent GC? =c be zade avail- ports and records,
z° &P Ccunterpare | atle to BHN, MIVI, 2. BHN financial condition and
=" Zeneficiary Downpay- ‘ MIPPE. GOP commitment of resources
—ents. [ is timely and adequate.
2. GO?, 2X¥N, and other
3. Techzical Assistance - funds totalling: 3. Technical expertise can be
Short terz, contracted, GOP retains

[+4]
~

$6.25 =illion for

lter solutions
equired infra-
o

$2.25 =illion down=-
pavz=ents
sclutions.

(68
N

for shelter

interest in receiving
technical assistance,

Funds for technical assist-
ance can be authorized from
AID sources,



Janco lipotecario Nacfonal . 1
Conparative lncomns Statement A"\?‘E)\ C - Page
Yasrs ended oo Ceceader 31, 1981, 1980, 1979 & 1978

b4 b 4
' 000— ——e—e——pe-Yariance Yarlaace
1981 1980 1979 1978 1981/1980 1930/1979 197971978 1981/1978
InCOme
latereet Laraed
Lasa Partlolie 3/ 12121 3/ 11147 3/ 5065 3 7249 92 232 152 672
Ctrer 1038 1180 - 1166 1292 (63) (13) {10%) 162
13209 1227 10231 8341 124 20X 202 552
Lesa: Izterecst Pald
3.z18 & laternatiossl Agencles 4929 5934 . 6709 6381 (171) (111) b} 4 (23x)
Cover-aent Agencles b Cther . 8359 8392 ££62 1709 ) 21 261 (142) 112
Tsls. 13458 14351 1311 140950 (62) 2 (52) S‘lz
Yat lntezest earced oa fimancing (KZCATIVL) (28%) (21844) (3140) (5549) {4 352 432 951
CPEBATINI EXIPENSES
d2sizleiretlees Especses 1§56 1962 1560 968 (11) 1022 1022
Mi3agea:nt Yajenses = NIVI 950 2498 - 3438 (602) 1002 (100%) (11
2946 4820 1550 $406 (341) 1272 (552) (331)
Scersti-g loes (3233) (63534) (5100) (99593) 501 (213) 492 67X
Sther locome and Rapenseo
lrscae
TReotals 1245 1151 1044 1021
laserance Praniuas b33} 416 2 $11 )
Otlar 1636 1590 2398 397
1440 315? 2010 2386 9% $1% (16X) PR 1Y §
Zszesunen
Lazlange Fluctuatioa p Ry 441 2587 160
Scprectation 208° 210 229 233
Proslolcs lor Contimgsacias - 5C0 160 1000
548 1171 1516 19935 {(353X) (232) (242) _‘7_3&
et Prefit (loss) defere Covt's coatribution (34)) (4518) (4606) (9564) 92X 22 by 24 962
Covernaeat's conZributioa 6103 4804 12700 - 212 (73x) (100X) - 1002
Net Proftt or (loss) 33162 %/ 285 B/ 13094 B/ (9564) 19131 (981) 23717 1602
-

S An3lisis Comparativo de Ingresos.



12/31/1981
LEVERAZR
DE3T ZATIO
czal Lisbilities 0.90
Tutsl Assets
LZAT - TO0 - PQUITY RATIO
Tozal Liahilitles 8.75 te 1

Met sorth

PORTFZ_IC TO LOANS PAYARLE
Inczaec Cenerating Portfolle 0.73
La:z=Term Lilabllttlies

Tazasl Partfolio
Loag~Terw Liabtlitlen 1.0

TI®ES INTEREST EARNED
Nst Pratit + lnterest Pald
Interest Fald

97 times

INTEZREST PAID TO INTEREST EARNED
luterest Paild 1.02
luterest Earned

PROFLTANILITY
TKRI.i~ N ASSETS
et Frofit + Interest Pald 2 S
Totai Assats

PORTFCL10 OPERATING COST

Opeczting Expeases 1.31X
Average Portfollo

\

3anco 'lipatecario Nacioaal
Pinancisl Ratios
As of Decemher 31, 1981, 1980, 1979 & 1978

12/31/1980 1273171979 1273171978
0.9 0.91 0.96
10.39 o 1 9.93 to 1 25.36t0 1
0.76 0.77 0.69
0.99 1.05 0.94
«69 times +66 timas +32 timss
1.17 1.31 1.63
(5 4 112 (42)
2.072 0.94% 1z

ANNEX C - Page 2

REF Interralationship

-1 L-2
L-2 -1
L-3 L-6
L-4. L-6
L-3 L=-6
P=1
L-6 L=3
L=4
L-3
P=1 L=5
P2 L~4

Indices Financieros.



12/31/1981
ACTIVITY
Total Incoms [ 4
Average Assets
Operating Expenses 1z

Average Assets

¢’

12/31/1980

62

12/31/1979

1z

12/31/1918

b ) 4

ANNEX C - Page 3

REY

A-1

Intarrelationship

L=l

L-2



STATEMENT OF FINANCIAL CONDITION

ASSETS

Cash

Loans & Accounts Recelivable

llouslng loans Portfolio

Hlnlltry.ol llousing = Advances
to Contractors, Land and
Other Costs

Investaants

Suildings = Xental

Tized Assats = Net

Total Assets

'000

12/31/82

B/ 26661
25856
138011

76366
24667
5119

194

3/ 296874

Banco llipotecario MNacional
Pro-forma Financlal Statements

As of Decemder 31, 1983, 1984 and 1985

12/31/83

40410
28383
141292

76166
22923

B/ 314450

12/31/84

32760
31047
163315

76366
21177
41N
58

3/ 329500

ANNEX C - Page 4

12/31/83%

a9
33834
193676

16366
19430
(606
1

B/ 355284

Estados Financieros Proforma



LIARILITIES & NET WORTH

LIAJILITIES.
“oane Payadle

3cndas Payabdle
Accounts & Other Payables
Iaterest Payable

Total Liabilities

Ne: Wocrth
Capital

C:vernment Contributions

Accuslsted Deflcit

Total Net Worth

Total Liabilities & Nat Worth

254832

1747
10419
266998

16284
16284

|

|

29876

B/296374

248645
14564

263209

B/ 3114450

251861
14080

265941

. B350

785950,

22391

22391

63559

B/329500

ANNEX C -~ Page 5

256732
13543

B/ 355284



Anos 192) & 1950
Fa "000 Raldoas:

Disponlibilidad de fondas

Ingreacs Corrlentes

lutercses sobre cartera hipotecaria
Int. sobre ruevs carta hipotecaria
Intereses invarsloncs corto plazo

Xanta de Propledades

?7rlmas de seguros

Ctras prim3s de saguros y servicios
tecalcos

Pagos hlpotecas amortlizaczioa prograsiva
Ctroe Ingresvs cocrientas

Csstos corrlentes

Iateresca y coalsiones

3stos admintacrativas y operscion MIVL
Priwmas de scguros = Pigos

intereses 8 pager 12/31/1982

Ctrse gastos

Cueatns 3 pazar= 12/31/1982
S.peravit o dellcit corrlente

lrgresss de capltal

Xccuperacion carters hipotecaris
Jecuperaiion nuava carteta hipotecaria
Aaarilzaclon donos IFHA

Arortes Latsdo-%onos Saa Cayetano
Fsados Programa Inversiones Catrantizadas
Pagu latctai-Prcstalariocs

Apartees X!l mee-Seguru Socisl

Ctros irgtesss Ja Cazical

izncs illpozecarioes 2/ 195 mlllones
Veals de Terterzs

Arortes Zszado-CTontrepartida-Tondos HG
vents 2e Caztera illpotecaria

Caetes de Capltal
iasttlzaclonas de Paslvo Lacrgo Plazo
Asactizaclon Bocas por 3/ 1S milloaes

Ref

[V A" SN o

o~

20
2l
22
2)
24
235

Banco llpotecario Nacional

Estado de Plujo de Cajs Proyectodc

ANNEX C - Page 6

1983 1984 ‘1985 1986 1987 1988 1989 1990 Total
26661 40510 32760 27311 25469 27895 27343 32432

16463 18647 20452 25540 29648 31720 34138 377177 213385
11779 11308 10355 10421 10004 9004 9220 BES51 82041
- - 478 3104 4280 6021 7764 106869 3233
1309 1304 1303 1301 1300 1298 1294 1250 10399
1210 1349 1389 1431 1474 1518 1564 1611 11646
1737 1911 2102 2312 2543 2797 1077 3385 19864
111 136 146 158 172 189 209 230 1351
- 2438 3922 6430 8564 9951 10633 11310 53215
218 234 257 383 n1 342 377 £14 2536
31103 23632 23167 23341 23424 23733 24243 25308 198151
25560 17528 17286 16848 16481 16303 16277 16714 133399
4510 4736 4972 8221 5452 L7156 6044 6388 43109
820 943 1084 1247 1434 1643 1897 2181 11255
8445 - - - e - - - B449
17 25 25 2 s 25 25" 28 192
1747 - - - - - - - 1747
(14640) (4985) (2915) 2199 5224 7987 9895 12469 15234
85117 61680 60262 59435 52425 46552 46575 47694 460740
IY3¥] 3796 %988 <187 5394 S611 5835 5069 42492
- - 25 168 254 319 524 750 2100
4 46 47 43 51 52 54 56 399
2500 - - - - - - - 2500
19664 12060 20000 15000 7000 - -. - 73664
1180, 1870 1948 1888 1384 1445 1455 1715 12886
22813 246238 26509 25738 31037 33519 36201 35097 242652
» A . 5 s 3 6 7 a1
15000 - - - - - - - 15000
4000 4000 4000 4000 4600 4000 2500 - 26500
1300 4326 2640 4400 3300 1540 - - 17506
15600 10300 - - - - - - 25000
29440 21910 22279 23569 25789 24781 20058 21151 188977
25004 21426 21742 22573 25127 24046 19242 20246 183806
436 s8d $37 596 662 715 816 905 511

Flujos de Caja Proyectados.



Iaversiones

Niil= Coete Preyectes 100I
laveralones del Ssnco

mivi- Ccste proyectos smartin. progrenivs

Cartirgenclas (Provistenes)

Slezseidlltidad Nets
Aonalals

Ral

13
82

70

AXNEX C -~ Page 7

198) 1584 1985 1986 1987 1948 1989 1990 Totsl
16602 40560 eG4 3776) 27689 28500 29100 34300 263858
4020 22000 1000 15000 15000 25000 25000 30000 146000
b fo ele) 150 3339 3500 3700 3900 4100 4300 28550
13622 15410 256ek 1926) 8989 - - - 88948
1686 1875 147 1204 1745 1408 2225 1229 15845
13745 (7650) (5329) (1922) 2426 (350) 087 1483 7254
40410 32760 2137. 25459 27895 27345 32432 31915 33515




FINANCIAL RATIOS ANNEX C - Page 8

ACTUAL 1979 to 1982 - PROJECTION 1983 to 1587

1979 1980 1981 1982 1983 1784 1985 1986 1987... 1990

Jebt Service - Actual 031 «31 .31 «37 «39 «50 ¢35 +66 «70 1,01

-ebt Service

ASSU:p:ion (l) 48 59 65 .77 .83

1l 1.21

ASSU:?CIOG 2 (2) '48 070 078 .91 .98. 1030
Assuzption 3 (3) - .68 «79 .50 »99 1.25

Assuzption 4 (4) .59 W72 1.2 1.4 1.6 2.3

ASSU:ption 5 (5) .42 «62 101 1.3 104 201

.oerating Expenses/Incox Generating

Pottfolio - Actual : 1.0 3,02 .2.0% 2,22% 2,6X 2,4% 2,2% 2,0 1.9% 1.7%
Assuzption 1 (1) 2.4% 2.0% 1,9% 1,8% 1.7% 1.67%
Assu:btion 2 (2) 2.0 X 1.8 %X 1.7 2 1.5% 1.4 y 4 1.3 b4
Assuaption 3 (3) 2,4 % 2,0% 1,972 1,7% 1.6% l42X
Assumption &4 (4) 2.4 X 2,02 192 1.7Z 1l.5% 1.3 %
Assuaption 5 (5) 2,6 2 2,6 X 2,22 1.9% 17X 1.4 %
Interest Paid/Interest Earmed 1i§;§5Z”1.17 1.02 1.1 _ 1.2 1.1 .98 73 «63 57
Assuzption 1 (1) 1.2 1.0 75 65 53 49
;Ot&l Liablllties/l'otal Assgets 091 .91 .90 090 .84 081 076 073 070 +60
Debt-to-Eqpi;y 9.93 10.39 8.75 10.78 5014 4018 3.18 2.42 1084 030
Tizes Interest Earned . 066 069 197 '76 .84 77 093 1002 1.13 1065
Jperating Expenses/Total Assets i,0x 2,02 1.0X ,0X 1,02 1,0% 1.0X 1,0% 1,02 1.02X

TAdices Financieros.
1972 - 1982
1983 - 1987 (Proyectados)

()



Debdt Service

Actual:

Assumption 1:

Assumption 2:

Assumption 3:

Assumption 4:

Assumption 5:

FINANCIAL RATIOS ANNEX C - Page 9

ASSUMPTIONS ON "DEBT SERVICE RATIO"

Assumes no adjustment of the "Non-Income Generating Portfolio”.

Assumes the adjustment of the "Non-Income Generating Portfolio".,
leavirg B/.30.0 million as "Income Generating Portfolio".

Assumes situation indicated in Assumption 1 plus additional
capital funding for B/.35.0 million, invested at 12% - 25 years.

Assumes situation indicated in Assumption 1. plus additional
capital funding in)the form of a Bond Issue for B/.35.0 million
at 8% redeemablevin 15 years. Inflow of B/.4.0 million annually.

Assumes the sifiation indicated in Assumption 1 and that the Yen
loan for B/.38.5 million will be capitalized, and therefore, no
debt service obligation. Outflow available for investment at
B/.3.0 million during the grace period (through 1985) and B/.” .7
million during the amortization period.

Assumes the actual status and that the Yen loan for B/.38.5
million will be cavitalized, an thereforc results in no debt
service obligation. Outflow available for investment at B/.3.0
million during the grace period (through 1985) and B/.10.7
million during the amortization period.

n

(s

e e o T
P L . " R YN

ot Aedkid o) ‘r."_" AT &4

Supuestos para 1a Proyeccion de los

Indicen Financicron



SUPUESTOS

Ref.

1

20
21
23

25
30
31

33
36

38

39

ANNEX C - Page 10

Banco Hipotecario Nacional
Estado de Flujo de Caja Proyectado

Intereses a la tasa promedio de recuperacion de la cartera
hipotecaria

Intereses computados al 12% sobre nueva cartera generada
excepto la cartera con amortizacion progresiva

Cartera generada a recuperar (12%) por el metodo de
amortizacion progresiva. Esto refleja solamente el flujo de
caja, ya que internamente se produce el asiento contable para
Tregistrar la amortizacion negativa.y consiguientemente la
capitalizacion de intereses no pagados por el deudor al 12%
sobre saldos insolutos

‘Intereses sobre é1' pasivo a corto y largo plazo del BHN.

Jgualuwente se incluyen los intereses sobre los depositos del
XIII wmes al S anual

Gastos administrativos incrementados a la tasa del 5% anual

Intereses vencidos a 12/31/1982 sobre el prestamo en Yens
equivalente a $38.5 uillones

Cuentas y gastos por pagar en Diciembre 31, 1982
Recuperacion de la porcion de pPrincipal de la cartera del BHN
Recuperacion de la porcion de Principal de la cartera nueva

Bonos de Renovacion Urbana (19835 a ser adquiridos por el
Seguro Social. B/ 2.5 millones adquiridos en 1982

Proyeccion de 1/3 del XIII wes siguiendo una tendencia de
incremento del 8% anual

Emision de Bonos con garantia hipotecaria por B/ 15 millones al
11X con pagos trimestrales de interese y nmortizaciones
anuales. La amortizacisn de ~stos Bonos podria sufrir un
cambio al llevarla al 8% o 1a tasa de descuento de los valores:
del Tesoro de Estados Unidos mas 8 puntos basicos, la mas alta—
de las dos. En el caso de la proycccion seutilizo el 11%

Venta de Terrenos del BHN por B/ 26.5 millonecs incluyendo
ganacias de capital



4c

41

50
51
60

61

62
70

ANNEX C - Page 1l

Contrapartidz de los presteamos para vivienda garantizados a
razon del 22X

Venta de Cartera Hipotecaria zenerada al 11% por B/ 25
millones. Caja de Ahorros adquiere B/ 5 millones y el Seguro
Social B/ 20 millones

Amortizacion de principal de los pasivos del BHN

Amortizacion de los bonos por B/15 millones

Costo de los proyecros del MIVI

Provision para inversiones del BHN en Asociaciones de Ahorro y.
Prestamo, Cooperativas y otros

Proyectos financiados con fondos de garantia al 100Z de su costo

Provision para corrosuudosos al 8% y considerando 1/3 de
recuperacion cada’'gnro, a partir del tercerano



UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON DC 20"

1AC/DR-IEE~83-43

FNVIRONMENTAL THRESHOLD DECISION

Project Location Panama

Shelter and Urban Planning
525-0251

Project Title and Number

$450,000 (G) $150,000 (L)
475,000,000 (HG O11)

Funding

Life of Project Five years

IEE Prepared by . USAID/Panama

Recommended Threshold Decision Negative Determination

Concur with Recommendation

Bureau Threshold Decision

Zopy &0 :  Robin Gomez
Director, USAID/Panama

Doulas Chiriboga, LAC/DR

Copy to

Copy to : IEE File

/m.q;% 7/,:/:1-4”\ DJtC‘Zi ijij /93_3

James S. Hester

Chief Environmental Officer

Bureau for latin Americo
and the Caribbean



ANNEX D

Initial bnvironmental Examination

L. Ixplanatory Nole

This proposed project represents the second of three proposed tranches
of a $75 million multi-year Housiny Guaranty Program for Panama negotiated as
part of the Panama Canal Treaty Package in 1978-7Y. An IkE was prepared in
the original Project Paper in 1979 for the entire $75 million program and a
negative determination wcs granted at that time. Since the activities
proposed in this second %25 million tranche are a logical extension of those
of the first tranche, the IEE will essentially update the original IEE.

II. Backaround

A. Overview of the Shelter Proyram

The Shelter and Urban Planning Program, is designed to assist the
GOP in improving the shelter conditions ot tamilies earning below the median
income. 'the primary geographic focus of the program is to address the urban
problems associated with rapid population yrowth in the greater Panama City
metropolitan area. Specifically, the urban cowponent ol the shelter program
will direct its development improvements to three arcas: 1) Panama City proper
where under a large scale urban renewal program already underway soie 3000
additional units will be constructeds 2) The reverted arcas of the former
Canal “one which runs Ltrom Panana City to Colon; and 3) besiynated reception
areas on the periphery of the city (possibily some closer in as well) to
provide an alternative to the environmentally destructive land invasions which
are taking place. 1o a lesser extent the shelter needs ot selected secondary
cities and rural areas are recognized and Linancial resources ob the proygram
are likewise devoted these areas, primarily through a home improvement loan
prograin.

III. Identification and Analysis ob Potential Environmental Inpacts.

A. Critical Areas of botential Mwvironnental Concern.

e [EE tor the overall $75 million multl phased HG program
completed in 1979 evaluated the potential inpacts ol the proposed shelter
actions on the existing baseline conditions that would be caused by each
;mb-conqx)ncnt ot the program. ‘lhe same method ot analysis will be utilized
wrewith,

Based on an evaluation ot the 1nterrelatioshnp between the proposed
shelter activities and existing environmmental conditions the following arcas
of critical enviromwmental concern have been wdentitied:
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1. Existing deficiencies in the Site Selection Criteria design
process and general development practices of the Ministry of Housing.

2. Existing deficiencies in the enforcement of environmentally
sound planning in the reverted areas of the ftormer Canal Zbne..

3. Operation, maintenance and cleaning of wastewater collection,
treatiment and disposal systems.,

4, Selection and preparation of beneliciaries.

B. Examination of Critical bknvironmental Concerns and Potential Impacts

on the Project,

L. Site Select.ion Process, Design Standards, and Land Uevelopient
Practices ot MIV1,

MIVI has 1ot issued a set ol comprehensive environmental
requlations. M1VI, however, has made a nuber of significant umgprovements in
terms of enviromantal protection during the lmplementation of the Phase I
prograin which has alleviated the type of serious environmental inpacts
experienced duriny its building boow of the 1970's.  ‘lhe most significant
improvement has been the introduction of a malti-disciplinary approach to
design whidh for the tirst time assures the inteyration of environmental
issues at critical stages ol the design process.  As a result ot inprovements
in its programning, MIVI now bases its project design on more caretul site
planning at the inception of the process and has consitderably reduced the need
Lor costly structural measures, excessive grading, retorestation and dredging
atter the tact. Fach site's natural resources, physical topography, land use
Lunitations and development intensity potential are now rdentalied and
considered as an antegral part ol the design process.  Fach "Anteproyecto®
(Project Design Docunent) now containg a separate section outlining the
anticipated environmental smpact ot the proposed construction activities.

MIVI has developed with ALD technical assistance a set ol
erosion and sedimentation control principles, guidelines, and specitic
planning and design measures.  ‘though specitic sites tor the reception areas
sub=-program have as yet not been selected, those eventually chosen are likely
to need carcetul environmental analysis as wuch of the terratn on the periphery
ol the netiopolttan area 15 hatly.,

Deopite the evident. progress which VI han teallzed in oty
project development process durting the nplaepntation ol the Mase T poogram,
a consitderable amount ol auditional sophastication should be brought to 1ty
ciwiromvntal analynis, 'vcluncal asstistance will theretore be omade avatlable
Lo MIVI to atsist ot an upsgradineg a1ts capabilities to undertake environmental
ahalyses.  In aiition, the agency'a protessfonally trained envirommental
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planning occurs in MIVI the efforts of the special commission that has been
established should be benefited. Nonetheless, the commnision must take new
positive steps to establish more concrete environmental guidelines and to
upgrade the enforcement of sound environmental management. Some of the
technical assistance being planned in this current HG program will be utilized
for this purpose.

To date there has been no housing construction in the reverted
areas. However, four different sites have been identified in the most
recently developed plan as suitable for housing. ‘the plan calls for MIVI to
develop the land. So far no plans for private housing have been considered.
Thus, it will be up to MIVI to assure that a thorough environmental analysis
of ecach particular site chosen for development is completed. Technical
assistance will be made available and have as one ol its major objectives the
development of environmental guidelines. ‘lhis assistance will make special
reference to the particular needs in the reverted areas. Moreover, the
addition ot an ccoloyist to MIVI's technical statf should help to assure that
the environmental sensitivity of the reverted areuas is respected. While the
projects proposed in this area are not expected to be larye in size (a total
of about 450 solutions) nor cause any significant adverse impacts because of
their distribution, the A plus an ecological specialist should result in
sound environmental planning and less soil erosion through improved site
planning (e.d. less grading and more respect for land forms) and improved land
development practices (c.y. timing of construction). 1his should also affect
water quality (e.4. less run oft and sedimentation).

3. Operation, Maintenance, and Cleaning ot Wastewater Collection,
Treatwent, and Disposal Systems.

Following completion of MIVI built housing, responsibility for
the operation and maintenance of basic comnunity intrastructure is carried out
by the Ministry ol Public Works (streets and storm drainage) and the Instituto
de Acueductos y Alcantarillados Nacionales (IDAAN) (water supply and sewage
collection/disposal) .  Desplte budgetary and equipment constraints confronting
all QP institutions, these services are reasonably carried out with the
exception of sanitary waste collection, treatiment and disposal.

In order to deal with the problem ot wastewater collection and
disposal, IDAAN has established within its administrative organization a
designated technical group to conduct inspection, monitoring and operation
maintenance Setvices on all community sanltary facilities, and also to monitor
and record their general pertornance.,

IDAV's Lirst step in aaplementing Lts operational maintenance
tespoensibirlities nvolves condacting an initial mspection ot all existing
sewage Lacilitaes, tncluding MIVE built housing projects throughout Panama's
urban centers.  First priority will be given to the inspection of facilities
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located within the metropolitan region of Panama City-Colon. The region's
population concentration and large number of community sanitary facilities
warrant priority action to be taken here to ensure public health and safety
interests.

The second step will involve the analysis of existing conditions
and problems derived from 1nitial inspection reports, defining the requireu
actions for their correction and implementing these actions on an orderly
basis.

The third step will involve the periodic inspection of all
sanitary facilities every 6 months to monitor and record their performance
over an extended period of time. Specifically, the rate and depth of sludge
and scum accunulation will be measured to determine the frequency that
cleaning operations will be required. In addition, the relative quality of
treatment of alternative sewerage systems will be evaluated.

4. Selection and Preparation of Beneficiaries.

MIVI's selection procedures have become much more systematic and
thorough than had been the case betore the Phase I HG proyram and whereas
prior to 1980 the selection was primarily at random, now an attenpt is made to
match an individual family with a suitable housing solution. This is
particularly true in the urban renewal program which represents the bulk of
the HG funding both in the tirst phase as well as in the proposed second
phase. In the urban renewal program, first priority for the new units is
granted to families who are living in sub-standard tenement housing in the
same n~ighborhood. In addition, the size distribution of units (i.e. those
with altirlo and those without) as well as the cost distribution of units
(i.e. the number of 14.85m2 units versus the nuber of 22.27m2 units) have
been worked out more or less to conform to the estimated needs of the target
population as identified through detailed surveys of the tamilies residing in
the tenement structures. ‘his matching of unit sizes and types becomes less
important in the piso-techo, basic house, and serviced lot solutions as the
tamily is expected to complete the solution to meet 1ts own space requirements.

A problem noted in the IEE Lor the Phase 1 proyram was that the
general practice at MIV1 was to select lbeneticiarles from a waiting list
without due consideration ot remedying or closing down dilapidated housing
units which are being vacated. ‘this lack of action perpetuates the tenements
as other families replace those moving to new units. While this still remains
a problem. MIVI has begun to move to demolish delapidated structures. In
sole cases, where dilapidation threatens the satety of residents, temporary
wooden barracks structures are erected which can accomodate displaced families
while their new units are being conpleted. In addition, MIVI has instituted
where possible a hop-scotch progranm where apartments in buildings whose
conditions are not unsafe are made available to tamilies living in condemned
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structures once the original family has relocated to an urban renewal unit or
to another housing solution.. MIVI's temporary relocation plans have,
unfortunately, suftered from the need to meet a growing number of emeryency
cases resulting from a nuaber of serious fires which have ravaged several
hundred apartments in the urban renewal areas during 1982 and early 1983. The
Phase II program will however reactivate the temporary barracks program soO
that tamilies can remain in a community while new shelter is being built and
unsafe and environmentally unsound buildings can be denolished.

Prior to the initiation of the Phase I progra, MIVI paid scant
attention to preparing families to live in their new housing units. In most
cases, the MIVI units represented the first time that a family had had the
opportunity to live in a fully serviced unit and the first time, consequently,
that these families have had to deal with the responsibilities of
homeownership. Potential adverse environmental and health problems can occur
if families are not fully cognizant of their responsibilities. During the
past two years, however, MIVI's Social Affairs Department has begun to discuss
the implications of homeownership with selected beneficiaries to better
prepare them for their new responsibilities. MIVI nonetheless recognizes that
it needs to go beyond the rather fundamental level it now addresses. It has
proposed, therefore, as part of 1ts technical assistance program a series of
orientation courses on aspects of family living which should serve to reduce
the possibility of any adverse conseguences stemming from misunderstandings of
family responsibilities.



