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iii,

Definition of Terms

'The following defines terms used commonly in this text.

.. Program - refers to the national housing and related services
and facilities for low-income Panamanians.

++ Sub-program - refers to the three major sub-programs to be
implemented: Community Upgrading and Renewal, Peripheral
Growth Areas, and Secondary Cities.

-+ Sub-project - refers to the individual physical projects im-
pPlemented under one of the three sub-programs,

«» Community Facilities - refers to support facilities, such as
schools, markets, health clinics, that are for the benefit
of the entire community.

.+ Infrastructure - refers to services such as water, sewer and
electricity lines, roads, etc., required as a prerequisite
to subdivision development.

.. Home Improvement Loans -~ Loans to owner/occupants of existing
housing to improve, expand or modify his/her home.

«« Serviced Lot - An individual building lot that is sold with
full complement of services--water, sewer, electricity-- which
are made available to a central point on the lot.

-« Serviced Lot with Loan - The above serviced lot plus an addi-
tional sum which will permit the owner of the lot to purchase
sufficient materials to build a sanitary core of some 6 m2.

.- Shell House - A serviced lot on which is built a 25 m2 struc-
ture consisting of a foundation, floor, wall posts and roof.
(Also referred to as "Piso-Techo")

.+ Shell House with Loan - The above shell house plus a loan
to purchase materials to fill in the exterior wall area.

-« Core House - A basic, yet complete detached house of 25 mz,
consisting of a bathroom, kitchen area and one or two rooms.

.. Standard House - A large (50 m2) version of the core house.

-+ Target Group -~ All families earning less than the median income
level, roughly 180,000 families or 900,000 persons.



.. Poor Population - Some 143,000 families or 715,000 persons
identified in the Panama CDSS as below the poverty line.

.+ Beneficiaries - The 19,800 families who will participate di-
rectly in the program in the form of a new shelter solution or
a home improvement loan.

.. Indirect Beneficiaries - Those families who will receive indi-
rect benefits from the program such as use of a school or
health facility or road built with program funds.

. Tenement Slums ~ Wooden barracks built in Panama and Colon
during the Canal construction period and now used to house
poor families.

. Solution - The term used to describe the individual new shelter
units and the shelter improvement loans implemented under this
program.
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MAPS:

Location of Metropolitan Region and Secondary Cities
Location of Sub-programs
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Total

TOTAL POPULATION POOR POPULATION

Metro Region
Urban & Rural

Secondary Cities

& Towns

Rural-Rest of

Country

SUBPROGRAM III
SECONDARY CITIES & TOWNS

1,825,000

980,000

200,000

645,000

URBAN GROWTH AREAS

HG Funds

Shelter Units

Shelter Loans
Beneficiaries (Direct)

600,000 SUBPROGRAM II
225,000
$53,000,000
11,700
50,000 2,500
61,000
/4 10,500

325,000 g

" (Indirect)

SUBPROGRAM I
URBAN COMMUNITY

UPGRADING AND RENEWAL

©

$5,000,000 HG Funds $17,000,000 HG Funds
2,100 Shelter Units 2,000 Shelter Units
700 Shelter Loans - 800 Shelter Loans
14,000. Beneficiaries (Direct) K 14,000 Beneficiaries (Direct)
1,000 " (Indirect) ! 3,000 " (Indirect)
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Recommendations and Summary

A. Recommendations:

Bascd upon the material presented in this paper and in re-
lated back-up reports, an AID housing guaranty loan of $75 million is
recommended to assist the GOP in a national program providing shelter
and improved community services for low income Panamanians, and would
he authorized in three equal tranches. Authorization of the second
and third tranches will be dependent on achievement of institutional
improvement objectives discussed in Section III of this paper, comple-
tion of in-depth evaluations, and submission of Project Papers to
AID/W.  The three tranches correspond to three phases in the program's
development.  Although overall program strategy follows a building
block appreoach in that each phase builds on the previous one, the
successful completion of one phase is not dependent on implementation
of the succeeding one.

The GOP will provide a $20.4 million contribution while fa-
milies who participate w?’ll provide $8.6 million in down payments for
a total program of $104 million. The total technical assistance com-
ponent will be funded [rom already approved grant and HG program funds.

Amount of Guaranty $75 million.

Interest Rate: The interest rate payable to the U. S. Inves-
ter shall not excecd the allowable rate of interest prescribed by the
Administrator of A.I.D. pursuant to Section 223 (1) of the FAA.

Borrower and Implementing Agency: The borrower will be
the National Mortgage Bank (Banco Hipitecario Nacional - BHN). The
implementing agency will bhe the Ministry of Housing (Ministerio .de
Vivienda - MIVI).

AID Management: The A.I.D. Regional Housing Office for
Panama and South America will be responsible to USAID/Panama for
the technical and management aspects for this project.

B. Summary of Findings:

Conceptual Framework - This program is designed to assist the
GOP to provide improved shelter and community services for the poor
and to alleviate a number of problems associated with rapid urban
growth. The importance of secondary cities and rural areas is
recognized, and therefore, some resources of the program are directed
to the rural sector as a complementary effort.

The program also attempts to address, to the maximum extent
possible, an integrated approach to urban development. It takes into
consideration urban unemployment and underemployment, institutional
coordination, the provision of supporting community services and facilities,
environmentally sound development as well as the construction of shelter
in conjunction with GCOP urban growth plans.

Listed below are brief descriptions of the key urban
problems that this program addresses and the ways in which this
program responds to those problems.

R



1. The construction of shelter, infrastructure and services
for Low Income Families has not kept pace with rapid urban growth.
More than 200,000 people are living in the slums and squatter areas of
urban Panama. More shelter opportunities must be provided at costs
commensurate with the financial resources of the low income families living
in these areas.

Providing approximately 19,800 new and improved shelter solutionms,
infrastructure and community facilities for low-income families through
a phased development program which stresses the consolidation of already
developed urban areas and then expanding to new growth areas, as well as
the renewal of existing dilapidated communities near the core of Panama
City.

2. TIvsufficient local financing for Housing has been a
chronic problem, and while some additional local sources have been tapped
over the past few years, over-dependence on foreign sources, particularly
short term loans, will continue to plague GOP effort to be self-sufficient
in this area. Local financial institutions need to expand their capacity
to provide adequate shelter financing from internal sources.

Strengthening the capacity of the BHN as the financial arm of
the GOP for low income housing and as the central institution for the
support and supervision of the savings and loan system, so the BHN can
generate new local resources and provide better support to the savings
and loan system's efforts in the housing finance area.

3. Hapbazard uncontrolled urban growth has generally led to
increased development costs, a patchwork development pattern, and
actual and potential adverse impacts on the environment. Sound urban
planning and implementation practices would go a long way toward
alleviating this problem.

Strengthening the urban planning capacity/coordination of the
key Ministries of Housing and of Planning, in order that programs and
projects are conccived and implemented within agreed physical/environment/
cconomic national and local parameters.

4. Unbalanced growth between the urban and rural sectors
has resulted in the need to provide housing, new investment and employ-
ment, and other amenities in secondary cities and small rural communi-
ties. The strengthening of the rural sector, and particularly the
sccondary cities, will improve the quality of rural life and help to
mitigate the rural-urban differences.

Developing shelter and community upgrading programs in
selected secondary cities and rural growth areas in support of develop-
ment efforts in such areas by the GOP.



5. Rapid urban growth has led to the establishment of com-
munities which lack social cohesiveness and thereby the capability to
cope_adequately with the needs aund pressures of urban living. Better
community organization in these new settlements must be developed so
as to make living conditions more tolerable and to incorporate the
residents more fully into the development process.

Promoting the use of cooperative housing and cooperative
techniques in community development as well as increasing the capability
of MIVI to understand better the social and economic composition of
low income familices and to incorporate such understanding in the
program/project process,

This would mean a building of MIVI's capability to work
with grassroots organizations to identify community needs and respond
to them. It would involve the community in the planning process so
that the residents who are directly affected by this program would be
important participants in the determination of access to services and
community facilities.

6. High levels of unemployment and under-employment tend
to undermine the social and economic fabric of a nation. Job oppor-
tunities must be created not only for the currently unemployed, but
also to cope with anticipated population growth over the next decades.

Promoting the construction of shelter solutions through the
use of labor-intensive methods which generate employment, so as to
alleviate the present nationwide high level of unemployment, and the
development of an approach or approaches to identifying the mechanisms
for augmenting employment opportunities in areas where shelter is being
provided under this program. This activity will be phased as the overall
program is more specifically defined and the USAID mission finalizes its
employment generation effort.

C. Project Issues

Issues raised by the DAEC are addressed in detail in various
sections of the Project Paper as follows:

1. Description of $75 million total prcgram package:
covered in each of the principal sections of the Project Paper.

A 2. Location of Sub-project: discussed in Section II.B.3.
Overview of Sub-Program and Section IV.G. Technical Description of
Sub-Projects. :



3. Target Group Identification: ~covered in Section II.A,2.
Program Beneficiaries and Section V.A. Benefits Related to Target
Populations.

4. Institutional Capacity: covered in Section VI.A.
Financial Analysis, Section VIII.A. Responsibilities of Participating
Agencies .

5. Institutional Coordination: see Section ITI.B.5. Technical
Assistance and Section VIII. Implementation Arrangements.

6. Project Management: covered in Section IV.B. MIVI's
llousing Delivery Process, Section IV.C.D. Environment and Engineering
Concerns and Section VIII.Implementation Arrangements.

7. Implementation Plan: see Section VIII.Implementation

Plan.

8. Evaluation: see Section VIII.E., Evaluation Plan.

9. Interest Rates: discussed in Section VI,A.3 Interest
Rate.

10. Debt Service: Section VII.C.Effect of HG Loan on Debt
Service.

11. Emplovment: See Sections IIB2e and IV E. Employment
Generation.

12, Communities Facilities: Section II.B.4. Overview
of Sub-programs, Section VI.B. Financial Plan and VI.C GOP Financial
Contribution.

13. Project Funding for Technical Assistance: Section II.5
Technical Assistance.

D. Project Goal and Purpose as related to Country Development
Strategy Statement (CDSS)

The goal of this program is to help the GOP improve living
standards for large numbers of low income families in both the major
urban centers as well as the rural areas and secondary cities. The
purpose, which contributes to goal achievement, is to increase the
capability of the GOP housing institutions to plan and implement an
integrated national program of improved shelter and community services.

It is expected that the program will achieve an integrated approach
to urban development taking into consideration improved institutional
coordination, the programming of needed community facilities and services
to support shelter development, and the identification of community develop-
ment activities to better deliver services and expand neighborhood employ-
ment opportunities.



This program relates well to the AID Country Development
Strategy Statement (CDSS) which lists five areas (Pages 3&4 of CDSS)
whore AID assistance will be concentrated:

1. Rural Development

2. Rural Growth Centers

3. Urban Employment Generation and Improvement of Living
Conditions

4, Preserving Natural Resources

5. Increasing Capability to Plan and Manage National
Programs to eliminate poverty

While recognizing that this program is essentially for urban
areas, a part of its resources will be directed to the construction of
shelter and community services in several Secondary Cities, Market Towns,
and Rural Growth Regilons which contribute to the first two areas of
concentration.

Employment generation is one of the elements in the HG pro-
gram. Low income shelter projects and community upgrading activities
require relatively simple construction techniques but sizable labor
inputs. This plus the incorporation of construction systems which
emphasize the use of labor intensive methods helps insure that this
project will promote substantial employment. Most of the new jobs will
be for relatively unskilled people who are usually found in the low
income strata of the populace.

The large HG program will support the key construction jndustry
which in the past has emerged as a lead sector in promoting economic
recovery. This input should assist the GOP in its efforts to achieve
a positive economic growth and overall gains in employment. Moreover,
the program calls for attempts to expand employment opportunities through
the identification of employment generation activities including
training, placement, community outreach and other community development
as well as cooperative techniques where program activities are concentrat

The peripheral growth area sub-program will direct develop-
ment activities to logical development areas, and away from areas that
might infringe on key watershed areas. The Urban Community Upgrading
and Renewal sub-program will assist in the cleaning up and revitaliza-
tion of large urban sections of both Panama and Colon. The planning
and implementation arrangements for all the sub~programs will help

guaranty that the environment will be protected and enhanced, not
threatened.

Technical assistance will be made available to assist the
GOP in the overall planning and development of this national program
and to provide the experience, techniques and procedures that can be

used by the GOP in the continuation of this type of program with GOP
resources.

ed.
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E. Summary Description of Program

1. Institutional Development. A key component of this pro-
gram is to support the efforts of the GOP to strengthen and improve
the BHN, MIVI and Cooperative Housing organizations.

a) BHN. The GOP has designated the National Mortgage
Bank (BHN) as the primary housing finance institution for low income
housing in Panama. The HG loan for the proposed program will assist
the GOP and the BHN in its efforts to consolidate the BHN, This addi-
tional source of investment and capital will complement for the next
lew years the efforts of the BHN in raising additional local resources
in the seceondary mortgage market, while strenghtening its internal
organization and recuperating prior financial losses.

b) MIVI. The Ministry of H6usihg is the shelter policy im-
plementer and housing construction agency of the GOP. Recently MIVI has devel-

oped a number of new procedures to be used in the planning, design and imple-~
mentation of new projects. These procedured will be fully incorporated

into the program for the purpose of strengthening the institutional
capacity of MIVI.

In the past few years, MIVI has been targeting its
programs to lower income groups. However, the number of
housing solutions reaching the lowest 25th percentile of the population
is still low compared with the actual demand for housing among these
families. This program will direct more than 50% of its financial
resources to families below the 25th percentile level. The success of
this innovative solution will help MIVI explore the validity of providing
housing solutions to the lowest income families, while at the same time
institutionalizing a policy of greater assistance to neediest families.

¢) Cooperative Housing Institutions. Institutional
development in the private sector will also be part of this program by
continuing AID support to the development of Housing Cooperatives. A.I.D.
support for cooperative housing in Panama began in 1966 with assistance
in the establishment of FUNDAVICO and a number of urban and rural coop-
eratives, one of which was constructed in the old Chorrillo tenement
areca. More recently, A.I.D. has supported construction of the Nuevo
Chorrillo Cooperative and funded an Operational Program Grant to the
Foundation for Cooperative Housine (FCH) to work with MIVI, FUNDAVICO,
Nuevo Chorrillo and cther cooperative groups in an effort to develop
a morce integrated national approach. Under this program, funds will
be provided for a major expansion of the Nuevo Chorrillo Cooperative
and other Cooperative groups identified by MIVI. FCH will provide
technical assistance on those activities which are consistent with the
OPG scope of work.

gl
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It is important to note that a new institutional
structure is not needed to carry out the program. Rather the existing
structure offers the needed checks and balances to formulate policy,
program activities, design physical and socio-economic components of the
program and implement projects. The GOP is working with USAID in
developing a framework to ensure that the proper inputs are presented
(i.e., the detailed BHN financial plan is prepared before program
initiation, MTPPE participates in the planning process as area plans are
developed, capital improvements are programmed in conjunction with area
plans and area plans for sub-programs are presented to USAID for
approval). Technical assistance will be structured to strengthen the
planning, financial, and social component,,K and the flow of institutional
responsibilities.

d) Institutional Coordination

The GOP has recognized the need to improve coordina-
tion among those agencies involved in the planning and development of
housing, infrastructure and related community -facilities. Four separate
agencies have key roles in the implementation of this program:

- MIVI, which will act as implementing agency;

BHN, which will perform as borrower of the HG fﬁﬁds;~

MIPPE, (Ministry of Planning), which will prepare’
a framework for development planning; and

Panama Canal Authority, which will provide some
lands for new project developments.

The success of coordinating activities will ulti-
mately determine the success of the program and the speed with which
the various projects are implemented. To help ensure this success,
technical assistance will be provided in several identifiable areas,:as
described later. This is expanded upon in Section VIII, Implementation
Arrangements p. 76.

2. Sub-Programs

This program contemplates the development of three sub-
programs, each of which is identifiable by its geographic area of devel-
opment. Each of the sub-programs will be comprised of individual
sub-projects and will be directed exclusively to low-income families.

. These sub-programs are also predicated on the assumption that their success
insures the strengthening and cooperation of the participating institutions.
The implementation of the sub-programs will be phased over the life of the
program with resources in the first phase concentrated on existing areas
such as San Miguelito, Nuevo Colon and Chorrera/Arraijan where the
government has already committed its resources. The second phase will
address new development areas such as the Canal Zone, urban slums in
Panama City and rural growth areas when the necessary studies and plans
have been developed. The third phase will continue to reinforce actions

and commitments by the GOP in the two previous phases,

A



Sub-Program I - Urban Community Upgrading and Renewal
($17 million HG funds)

This sub-program is directed toward renewal of the tenement
areas ol downtown Panama City and Colon and upgrading of selected squat-
ter areas. Detericrating wooden tenement structures built during the
construction of the Panama Canal will be torn down and replaced with
new structures designed to retain the positive aspects of the old
neighborhoods and including affordable units for those families who
wish to remain in the area. This aspect of the sub-program will be
designed in phase one of the program when the necessary socio-economic
surveys are carried out, relocation procedures are establish=d and
detailed plans developed. 1In additon, selected squatter areas in the
City of Panama and Colon will be upgraded beginning in the first phase
by the installation of water, sewer, electrical services, home improve-
ment loans and community facilities, such as health clinics and schools.
Community development activitvies will be scheduled in these areas. It
is cxpeeted that some 2,800 families now living in inadequate housing
in the slums and squatter settlements will receive benefits from this
sub-program over the three phases of the $75 million program.

MIVI will apply a process used in Mananon and Cabo Verde in
Panama City, and in Barrio Norte of Colon to ensure that relocation is
planned to meet the needs of existing residents and respect the rights of
property owners. In fact, a majority of property owners in renewal areas
already have petitioned MIVI to buy their holdings since many structures
are condemned and produce no revenues. Therefore, MIVI has freedom in
initiating action within target areas without resorting to eminent domain.

Sub-Program II - Peripheral Growth Areas (Panama~Colon)
Shelter and Services ($53 million HG funds)

This sub-program will assist the GOP's plan to support three
growth areas in the Panama City - Colon metropolitan region to absorb
families who move from the downtown areas, other areas of these cities,
secondary cities and rural areas. One of the growth areas is located
to the east of Panama City (San Miguelito area), one to the west
(La Chorrera-Arraijan) and the third is located southeast of Colon (Nuevo
Colon area). All three growth areas have considerable existing develop-
ment including old established communities, squatter settlements, ncw
MIVI housing projects and industrial/commercial establishments. Implementation
of shelter solutions will begin in the first phasc and will continue for
the life of the program. Complementary community facility service and
employment generation activities will be defined during this first phase
and begin to be implemented in late stages building on previous models
such as the Nuevo Chorrillo experience and developed in the context of
the mission's employment generation program.



Each project in these growth areas will be planned, designed
and executed within the overall development plan for the specific growth
area. In the case of existing large human settlements (San Miguelito),
facilities and services will be developed to serve the new and existing
communities. Projects built in the Canal Zone lands reverting to Panama,
will be designed in the first phase of the program and will evolve in
an orderly manner in accordance with the availability of resources.

Under this sub-~program the availability of the HG funds will
permit the consolidation of regional planning efforts. Projects will
include the construction of new shelter, installation of water, sewer
and electric systems, streets and community facilities and the provision
of home improvement loans. The projects will include the development
of new communities such as the Torrijos-Carter project as well as the
upgrading of existing nearby squatter areas such as Samaria. More than
14,200 families will directly benefit from this sub-program.

Sub-Program III - Secondary Cities, Market Towns, Rural
Crowth Regions ($5 million HG funds)

This sub-program is expected to provide additional shelter
solutions and reclated community services in secondary cities and rural
growth centers. It is based on the principles of the URBE loan and
constitutes an cxpansion of the available resources for the URBE

identified locations and growth areas. Some 2,800 families will benefit
from this sub-prugram. '

F. Target Group

All activities generated by this program will be directed to
families earning less than the median income. Furthermore, in an

effort to help the poorest families, as identified in the CDSS, roughly
50% of the program funds will be made available to families whose in-
comes are below the twentv-fifth percentile. The bulk of the
program's funds are slated for the major urban areas of Panama and
Colon to assist families currently living in the central city tenement
slums and in both the.central city and the peripheral squatter settle-
ments. It is estimated that about one in nine families in the total
target group will participate in this program.

Median incomes vary considerably, with incomes highest in
the capital city of Panama and in Colon, while in the secondary cities
incomes are slightly less than 55% of those in the major urban areas.
New urban programs will be designed to be affordable by the target
group in each area of concentration. As of the first quarter in 1979,
the median monthly family income was estimated at $457 in the city of
Panama, $434 in Colon, $259 in the other urban areas, and $123 in the
rural areas. Recognizing the need to reach as large a number of the
poorest families as possible, the GOP has agreed to direct the program's
funds to finance shelter solutions that will reach as low as the 5th
percentile in some areas. It is expected that 80% of the funds will
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be allocated for shelter solutions for families earning below the 35th
income percentile, with only 20% of the funds reserved for families in
the 35th to 50th income percentile.

G. Technical Assistance

AID will finance full time technical assistance to support
this program. The technical assistance component in the first phase
will be structured to reinforce institutional relationships and coordination
at the inception of the program, to produce the necessary technical studies
and analyses needed to implement the first phase of project development,
to strengthen the financial framework of the program and to lay the ground-
work for community development, service delivery, :nd for anticipated employ-
ment generation activities to be carried out in sub-project areas during
succeeding phases of the program.

1. Urban Planning Advisor - to assist MIVI and MIPPE in
integrating planning as a coherent process, by "building this middle
bridge" between the general, long-range objectives articulated by
MIPPE, definition of concept development plans showing location of
projects and their relationship to infrastructure, and the detailed
project planning and design with emphasis on support facilities and
services.

2. Social Development Advisor - to assist MIVI strengthen
its Social Services Department in its community development work
specifically as it relates to the preparation of surveys to develop
housing programs for program beneficiaries, design of relocation efforts,
design of upgrading and urban renewal programs, establishment of
base-line indicators for evaluation, formulation of community parti-
cipation in service delivery and development of outreach and self-help
efforts.

3. Financial Management Advisor - to assist BHN to
restructure its financial operations in light of increased capital
inflows from the Secondary Mortgage Market operations and increased
investment funds from A.I.D.

4. Program Advisor - to assist MIVI, MIPPE and other imple-
menting anencies to develop an overall implementation plan and to pre-
pare and process projects developed as the total proposed program
continues to be designed and implemented.

Pod

5. Cooperative Housing - to assist MIVI in the utilization

of cooperative housing techniques as an integral part of the program as
well as develop cooperative techniques as they relate to community develop-
ment,

6. Short-Term Technical Assistance will be provided in: a)
Housing Policy; b) Environment Preservation; c) Information Systems;

5/
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d) Site Planning; e) Financial Institutional Development (Secbndary
Mortgage Market, and Savings and Loans); f) Community Development and
Employment Generation; g) Internal Audit.

Additional technical assistance components will be defined
as the program moves to its second and third phases.

H. Summary Financial Plans

This Project Paper proposes a strategy and set of related
activities to be carried out as part of a $75 million HG program to be
comprised of three separate loan authorizations of $25 million each.
Table T is a summary of the financial inputs by Sub-Prosram and
components, including an estimate of the number of solutions to be
provided, and covers the entire HG program for the proposed five-year
period. Table 1-A is an estimate of the use of funds for the first
loan authorization of $25 million and therefore reflects a smaller
program input.
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Table 1°

Summary Financial Plan

Investment by Source in 000's

" Sub-Program and Number of Benefi- Total
‘Components ‘ Solutions HG GOP ciaries Investments
I. Urban Community
Upgrading and Renewal 2,800 $17,000 $ 5,000 $2,000 $ 24,000
p_—— — _ ~——}
1. Shelter Units 2,000 15,000 3,000 2,000 20,000
2. Shelter Loans 800 1,000 200 -- 1,200
3. Facilities and
Infrastructure 1,000 1,800 -- 2,800

II. Urban Growth Areas
Shelter and Services 14,200 53,000 14,000 6,000 73,00

1. Shelter Units 11,700 45,000 9,000 6,000 60,000
2. Shelter Loans 2,500 4,000 800 -- 4,800
3. Facilities and

Infrastructure 4,000 4,200 -~ 8,200

I1I. Secondary Cities and Towns

Shelter and Services 2.800 5,000 1,400 ggg 7,000
1. Shelter Units 2,100 4,450 890 600 5,940
2. Shelter Loans 700 550 110 — 600
3. Facilities and

Infrastructure —— 400 - 400
Totals 19,800 $75,000 $20,400 $8,600 $104!000

™
D
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Table 1-A

First Loan -~ Use of Funds ;'$000's

v':i,# of S B ’ Bgngf L

Solutions HG GOP - ficiaries ~Total
Sub-Program I T . : o
Total $650 $125 $775
A) Squatter Areas ‘ S :
1) Shelter : t
Improvements 500 100 600
2) Infrastructure 150 25 175
Sub-Program 1I
Total 24,350 4,875 2,150 31,850
A) San Miguelito
1) Shelter
Units 3,880 $15,080 2,090 1,530 19,700
2) Shelter
Improve- _
ments 400 100 500
3) Infra structure 1,700 700 - 2,400
B) Chorrera-Arraijan
1) Shelter :
Units 900 3,570 785 360 4,715
2) Shelter
Improve-
ments 200 50 250
3) 1Infrastructure 400 300 700
C) Colon
1) Shelter
Units 700 2,600 550 350 3,500
2) Home : ‘
Improve-
Ments 200 50 250
3) Infrastructure 200 50 . 250
Total Program $25,000 $5,000 $2,240 $32,240
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‘LI;‘ Other Donors
IBRD

‘The World Bank is considering a thtee-pronged program to
aid in the development of the Colon area:

a) Industrial Development under which the present Free
Zone is to be expanded to include additional industries, warehouse and
stores. Basic infrastructure is to be installed in the new area.

b) Urban infrastructure mainly water and sewage systems for
center city Colon to replace and improve deteriorated systems.

c¢) New Shelter Project ro consist of approximately 6,000
units at an average price of around $5,000. These units will be built
in the Margarita area of Colon to accommodate families of workers in
the Free Zone expansion.

The World Bank project design team is proceeding in col-
laboration with A.I.D. so as to preclude duplication which could create
housing market problems and other problems.

IDB

A preliminary identification by IDB of their investment pro-
gram for Panama shows a focus in large investment programs (Cerro Colo-
rado Copper Mine and Hydroelectric projects) with "urban" investments
limited to secondary cities. These investments will concentrate in
industrial parks in the province of David.
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[IJ‘VPrqject Background and Description

 -‘Aﬂ Background

1; Prior Studies

The most relevant A.I.D. financed reports and studies
which describe the shelter problem in Panama are: Panama Shelter
Sector Assessment, December 1977, the Shelter Sector Strategy,

October 1978, and the 1979 Country Development Strategy Statement
(CDSS) with its back-up analysis. In addition, the project papers
prepared for the URBE loan and the 1977 housing guaranty program pro-
vide valuable background data. The GOP has participated in the prepa-
ration of these papers and reports and has also prepared a number of
its own reports and proposals including the "Marco Fisico" (Physical
I'ramework) for the development of Panama City which was prepared by
MIPPE in November 1977. MIVI submitted a draft proposal to USAID
outlining its priority projects and financial needs. The newly formed
Panama Canal Authority has established a physical planning department
and is developing plans for use of lands it will control as a result
of the new treaty.

The program proposed for this project paper was developed
jointly with the GOP, taking into consideration the analysis recom-
mendations of these earlier reports, experience in recent projects,
and the anticipated transfer of Canal Zone land.

2. Program Beneficiaries

Some 19,800 families whose incomes are below the median
income level are the expectad program beneficiaries. Given an average
Family size of 5 persons, almost 100,000 low-income Panamanians
will be the recipients of new or improved housing as a result of this
program. And because the total target group population is about
900,000 (one-half of the country population) then one out of nine
persons in the target group will be affected by the program. It is
cxpected, however, that the bulk of the housing solutions will be
directed to the 715,000 persons identified in the CDSS as below the
poverty level. Tn fact, 50% of the program funds will be designated
for families whose incomes fail below the 25th percentile. The GOP
has recognized the need to direct increasing amounts of financial
resources to the poorest families and has agreed therefore to the
following allocation of funds:
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Percent of Total No. of Families Percent of

IncdﬁeiPercentile Investment Reached Families
5%°- 25% . 50% 14,020 oz
25% - 35% 30% 4,300 22%
35% - 50% 20% 1,480 7%
o 100% 19,800 100%

The above table indicates that the percentage of investment in
each of the income sub-categories ig inversely proportional to the
nurber of solutions alloted to each group. This demonstrates, for
example, that while only 507% of the funds will reach the target fami-
lies in the 5th to 25th income percentile, fully 71% of the housing
solutions will be provided to that same group.

The median income in each of three urban areas differs. On the
one hand, the median monthly income in Panama and Colon is quite simi-
lar, $457.00 and $434.00 respectively, while on the other hand, the
median income in the secondary cities ig only $259,00 monthly, roughly
557% of incomes in Panama and Colon. Accordingly, solutions in the
secondary cities will be much less expensive.

The various shelter solutions designed under this program take
into account the financial capacity of the target group to pay for
these solutions. (See Table 2.)  Home improvement loans and most of
the new shelter solutions are affordable by all the target group fami-
lies in Panama and Colon, and nearly all the families in the other
urban areas. As the costs of the various solutions rise, the number
of target group families who can afford these solutions decreases.,
However, it should be recognized that only the urban renewal solutions,
which consist of new multifamily buildings, are inaccessible to a '
majority of the target group.

In other studies on housing in Panama, as well as in other sec-
tions of this Paper, mention is made of the deplorable conditions of
the Panama and Colon Tenement Slums. And while rehabilitation of
those slums would be the most acceptable upgrading solution, the fact
is that these 70 year old wooden buildings do not lend themselves to
this course of action. The only solution therefore, is their demoli-
tion and subsequently, the construction of new, Structurally sound
buildings. The cost of new multifamily housing such as being pro-
posed here is relatively high - even though the buildings are very
basic - when compared to the other Proposed minimum solutions. How-
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Panama

1 Adapted from Annex 6, this report

2 See Annex 8

- All solutions except standard units and urban renewal.

All solutions except standard9ﬁnitsﬁaﬁdxurbanfrgnewal;

All solutions except two largest“urbén rénewalﬁsolutioﬁs'

-1~

serviced lots.
serviced lots.
serviced lot, shell house.

all new solutions except standard unit.

AFFORDABILITY TABLE .
Monthly 3
Income Monthly House Maximum Unit 2
Percentile Income Payment Mortgage Price Type of Solution
' §5th $ 77 7 642 $§ 713 - Home Improvement Loan for-matgria;s.~
] flsth . 218 39 3577 3975
“ZSth 289 58 5319 5910 -
* 35th 419 98 8988 9986 -
50ch . 457 110 10088 11209 - All proposed solutions.
‘5th 73 6 550 611 - Same as Panama
15th 207 36 3302 3668 - Same as Panama
*g“ZSth 275 54 4952 5503 - Same as Panama
3| 35tn 398 91 8346 9273 - Same as Panama
SQtﬁ 434 102 9355 10394 - Same as Panama
S5th 43 2 183 203 - None
15th 124 18 1651 1834 - Home Improvement Locan;
g8l 25th 164 28 2568 2853 - Home Improvement Loan;
% 35th 237 49 4494 4993 -~ Home Improvement Loan,
-go_, 50th 259 52 5136 5707 - Home Improvement Loan,

3. Estimated terms to Beneficiaries - 12.5% annual interest rate
for 25 years (see Annex 6 for greater detail).
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4 It is obvious that some families will be voluntarily relo-
cated and because of this those families will have priority to hous-
ing developed in the peripheral growth dreas. 1In cases where families
do not wish to relocate,and are unable to afford the new urban renewal
units, MIVI will assist those families to relocate in nearby tenements
not slated yet for redevelopment. Some patching and repairing will
be made to make these tenements more: livable, at least until acceptable
alternative solutions are found.

The following is a description of the living conditions and
people in the major urban areas to be affected by this program:

a) Tenement Slums of Panama City and Colon

The neighborhoods of Mafianon Chorrillo and Santa Ana of
Panama City; and Barrio Norte and Barrio Sur of Colon comprise the
tenement slums. They are characterized by wooden dilapidated barracks
built some 70 years ago for the Canal Construction workers. Most
dwelling units consist of one room with an average family size of 4.3
persons. Tamily incomes are low; at a time when the national median in-
come was $200.00, the median income in t'ese neighborhoods was $191.00.
While living conditions in these neighborhoods are admittedly deplorable
(overcrowding, unsafe structures, over-loaded sanitary facilities),
their central location and low or non-existent rents continue to make
these substandard buildings attractive places to live for many low-
income families.

b) Squatter Settlement in Panama City and Colon

There are some 25 to 30 squatter settlements in the
two urban conglomerations. Conditions vary widely, with some being con-
structed of solidly~built structures and a high degree of urban services,
while others are squalid, highly congested groupings of wooden, flimsy
shacks with only the barest of amenities. Generally, the squatter set-
tlements are grouped into three categories and rated as good, fair, or
poor. A squavter settlement classified as good is typified by San
Sebastian in Panama City. 1In 1975, average incomes here were between
$200 and $299 monthly, while at that time, the median family income
in Panama was $246. This is 4 permanent settlement, albeit illegal in
the sense that the occupants don't hold title to the land on which
their dwelling is situated. 85% of the homes are built of concrete
block, with the majority of the houses containing 3 or more rooms. All
the houses have water and electricity, while half have access to some
sort of sewage system.

In the mid range (fair) is Brooklyncito. Here the
median income was $244, which placed the average family in the 19th
percentile income level. Most houses are constructed of wood and a
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majority consist of only one room. There is no sewage system (some
latrines) and the water supply is communal. Electrical lines are con-
nected to nearly all the units.

La Playita in Colon is an example of the poorest
squatter settlement. All these houses are wooden, with three-quarters
consisting of only one room. Services are minimal, and in the case
of sewage facilities, non-existent. Only one-third of working age resi-

dents are employed, while the median income today is estimated at only
$188 monthly.

¢) Peripheral Areas of Panama City

These are areas on the outskirts of Panama City where
rapid urban growth is currently occurring. Both squatter settlements
and new project construction, principally by MIVI, are taking place in
these areas. The two main regions that comprise the peripheral areas
of Panama City are Chorrera/Arraijan to the west of the Canal Zone and
san Miguelito, the district to the Northeast of the Capital. A typical
family from this area is young, poor, and many times a recent arrival.
One finds all types of living situations and conditions in San Miguelito.
Tenancy is either legal or illepal, houses are either substantial or
flimsy, migrants arc either from the rural areas or the central cities.
In common is the fact that residents of San Miguelito aspire to upward
mobility.

B. Program Description

1. Goal/Purpose

The Goal of this project is to help the GOP improve liv-
ing conditions for urban and rural low income families. The purpose
is to increase the capability of GOP and private sector housing insti-
tutions to plan and implement an integrated national program of im-
proved shelter, and community services, and employment opportunities.

The project purpose will be achieved by assisting the
GOP and the private sector housing institutions to: a) develop BHN
as the key GOP housing finance institution; b) improve the planning
capability of MIVI/MIPPE and enhance inter-agency coordination in the
provision of shelter, service and infrastructure, «c¢) direct resources
to provide shelter for low-income families; d) improve cooperative
housing capability; and e) promote employment opportunities through
the use of labor-intensive construction techniques and the identifica-
tion of neighborhood ¢conomic development activities.,
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As mentioned in Section I, this three phase program
coincides with the three HG loan authorizat:ions and authorization of
cach succeeding phase is predicated on the successful completion of a pri-
or phase, as measured by the indicators of success in the evaluation
report, before the authorization of subsequent phases. The objectives
of the overall program are valid for each phase; however it is in-
tended that each phase will accomplish different but interrelated ob-
jectives and that successful completion of each phase is not dependent
on implementation of the succeeding phases. Phase T will provide the
required financing to continue the development of existing MIVI projects,
all of which are being developed to the criteria required by AID for
this program as well as establish the community development framework
to address socio-economic activities of later phases of the program
and implement urban renewal activities. These projects are located
in the new development areas of San Miguelito, Nuevo Colon and Chorrera/
Arraijan and the Central cities' squatter areas.

Phase II will be more comprehensive as well as more com—
plex and its initiation will depend on an analysis of the progress
attained in Phase 1 and on the adoption of the more specific program
objectives as outlined in this paper. Innovative projects in the Canal
Zone lands and the urban renewal arcas will be initiated under this phase
based upon urban planning guidelines developed during Phase I. Improve-
ments in institutional capacity and interagency relationships are key ob-
jectives in this phase. Community development activities and plans will pe
carried out to improve service delivery and employment opnortunities.

Again, a complete evaluation of the progress attained in
Phase T1 based on an examination of the identified indicators of
success, will determine the direction and scope of Phase III. It is
intended that this phase will consist of a continuation and refinement of
the sub-projects and related services and employment activities initiated
in the prior phases.

2. Propram Components Contributing to Achievement of Purpose

a) Develop BHN as the Key GOP Housing Finance Institution

Both the GOP and A.1.D. have long recognized the need
to revitalize and reorganize the BHN to carry out its designated role
as the principal housing finance institution in Panama.- This need has
recently been highlighted given the awareness by the COP of continuing
increases in the BHN operaticnal deficit. The GOT has therefore trans-
lated this rccognition into a series of actions, all of which indicate
that it is now feasible to assume that the BHN will be able to carry
out its intended role and specially be able to function as borrower
of the HG Loan. The most important of these actions are as follows:
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- Effective as of the lst Quarter of 1979, the BHN is
no longer required to cover the administrative expeuses of MIVI. The
elimination of this expense, which amounted to slightly more than $3
million in 1978 alone, will considerably reduce BHN's operational deficit.

- The BHN is no longer required to fund all MIVI con-
struction contracts. This helps confirm BHN control of its financial
operations.

- The BHN has prepared and put into effect a new admin-
istrative structure. This should improve its administrative efficiency
and institutionalize a system of internal control.

= Thce GOP has authorized the BHN to establish a Second-
ary Mortgage Market operation, which will give BHN access to new
investment funds.

- The GOP has agreed to provide the BHN with adequate
new sources of capital, which along with other planned financial in-
puts, should result in an operational surplus by 1985. This would
ensure the continued operation of BHN and firmly establish its role
as the key housing finance institution.

b) Improve Planning Capability and Fnhance Inter-Agency

Coordination

The successful implementation of 2 multi-faceted

- shelter program is predicated on good planning and on coordination
among the many agencies having a role in its implementation. The role
of each institution involved in producing shelter solutions throughout
Panama is clearly and precisely defined. MIPPE has responsibility

for preparing national development plans, including plans for shelter,
and allocating financial resources. MIVI is charged with preparing
shelter programs and developing and constructing projects. All three
sub-programs proposed for this program will be designed on the basis
of the planned growth of the Panama-Colon Metropolitan areas and the
rural areas. The individual projects will be developed in accordance
with MIVI's project development guidelines, MIPPE identified growth
areas, and the financial resources available for each development.

This delineation of responsibilities will require
MIVI and MIPPE to coordinate the planning, designing and implementing
of this program. MIVI and MIPPE will prepare joint development plans
for each individual project, which are subject to A.I.D. approval.
This control ensures that agency coordination will occur.

¢) Direct Resources to Provide Shelter for Low-Income

Families

The greatest need for decent shelter emanates from
low-income families, and particularly the 715,00 Panamanians classi-
fied as poor. This program, with its emphasis on providing shelter at
the lowest income levels, will actually provide new or improved shelter

N7
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for some 100,000 persons. While this will help to satisfy the need at
this level, its success will demonstrate to the GOP the validity of
developing shelter solutinrs for families, which to date, have not
received GOP priority. 1In addition, the experience gained by MIVI will
stimulate the development of additional programs and projects to reach

the lowest income groups, hopefully through generation of local financ-
ing.

d) Improve Cooperative Housing Capability

The GOP has recognized the potentiality of the role
that cooperative housing can play in supporting good community develop-
ment. Some funds will therefore be directed to cooperative groups
Lto develop new communities, expand existing ones and assist in the
provision of home improvement loans. To promote this, MIVI recently
created a cooperative housing department and along with the Federation
of Credit Unions (FEDECOOP) and the Panamanian Foundation for Coopera-
tive Housing (FUNDAV1CO), signed an AID/OPG for technical assistance
from the U.S. Foundation for Cooperative Housing (FCH).

¢)  Develop Labor-Intensive Construction Techniques and
Qther Opportunitics to Generate Employment

In developing countries, the construction secteor gen-
crally is labor-intensive. This is particularly true in the construc-
tion of low-income projects which employ relatively simple techniques
requiring large numbers of semi-skilled and un-skilled labor. The
construction of new shelter solutions developed under this program will
be carried out using labor intensive methods to generate employment.

Additionally, assistance will be provided to the
GOP to intensify its cfforts to identify ways in which other employment
generation activities can be fostered in sub-program areas in light
of USAID/Panama's employment strategy as it is refined and specific
opportunities become more clearly defined through initial studies and
surveys.

3. Overview of Sub-Program

‘ This program contemplates the development of three
identifiable sub-programs, each of which is comprised of a number of
sub-projects.

a4) Sub-Program I - Urban Community Upgrading and Renewal

- : Following is a listing of the identified sub-projects
fo:[this sub-program:
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~Table 3
Sub-project Breakdown

1. Urban Community Upgrading and Renewal

Areas Units  Beneficiaries HG Funds Total Funds
a) Tenement Areas .- R
-~ Panama City 1,300 6,500 $10,000 $14,000
b) Tenement Areas ' . - A
Colon 700 3,500 5,000 . 7,000
¢) Squatter Areas o ‘ B
Panama City 600 . 5,000 1,500 , . 2,250
d) Squatter Areas o C
Colon 200 2,000 500 750
Total Urban 2,800 17,000 $17,000 $24,000
Upgrading and o
" Renewal

MIVI has extensive experience with demolishing and
clearing of tenements in the Maranon areas of Panama where more than
600 families were voluntarily relocated to new homes, mostly in the
San Miguelito area. MIVI expects to build on this experience in
Panama and Colon. The renewal process will begin in two tenement
slum areas of Panama City: Chorrillo and Santa Ana. The first step
will be to reduce densities by offering new minimum shelter units in
the peripheral growth area projects. One proposed relocation area
will be Nuevo Chorrillo, a new cooperative housing community formed

some ten years ago, and which later received financial support from
A.1.D. ans other organizations. The Cooperative now has over 1,500

members, 800 of which are still living in old Chorrillo and other
slum areas waiting to relc:ate. Funding for a second section of
Nuevo (New) Chorrillo is to be provided under this program as part
._of the peripheral growth areas sub-pr:ogram.~ . et

In seeking the welfarc of present residents of innei city
slum or squatter areas to be upgraded through this program, andl n
respecting the rights of private property owners, MIVT will zppvyrgG
process which it has used in communities like Maranon and Cabo Ver
in Panama City, and in the Barrio Norte area of Colon.

Through a sociv-economic survey of affected families MIVI
determines familv preferenccs as to location and housing type, and
obtains information on family income, ability to pay and property
tenancy. This information becomes the basis on which the project is
designed. Relocation and solution types are then planned according to
the needs of heneficiary families.




In past operations MIVI has relocated famil ies
w[shing to do so to new peripheral area projects. For families
wishing to remain, MIVI has provided temporary shelter in the renewal
area pending the construction of permanent solutions. The decision
of the affected residents as to location is voluntary but families
must be matched to solutions within their means.

MIVI owns considerable land in the Chorrillo barrio.
The majority of private property owners there have petitioned MIVI to
buy their holdings, on most of which are located condemned structures
producing no revenues. The situation is similar in Santa Ana and
Barric Norte. Therefore, MIVI has freedom of action facilitating
reconstruction within target areas without resort to eminent domain.

$10 million housing guaranty funds will be used to
assist MIVI in the construction of approximately 1,300 apartment
units in thege areas. Unit costs will range from $7,500 to $11,000
for40 to 60m- apartments which would normally place these units above
the ability to pay of most of the target group under conventional
financing arrangements. In order to reduce che carrying costs, BHN
will use rent-purchase options, graduated mortgage payments and hous-
ing cooperative systems to make these units available to a larger

percentage of the target group, thereby increasing the potential
market.

A similar approach will be used in Colon in the
Barrio Norte and Barrio Sur areas where $5 million in HG funds will be
allocated to construct 700 walkup apartment units in essentially
the same cost range as the 1,300 units cited above.

The second type of sub-program to be developed in the

Panama City/Colon region will be upgrading of selected squatter areas.
Basically, the squatter areas have been divided into two categories

by MIVI: those suitable for upgrading and those which must be elimi-
nated. HG funds will be used only in those areas suitable for upgrad-
ing and where BHN plans to make loans for home improvement, improve
water, sewer and electrical services; and to finance new community
facilities. An estimated $1.5 million of HG funds will be invested

in Panama City and $500,000 in Colon to benefit an estimated 7,000
people in these areas.
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;b)i SuB;begtéh.II - Peripheral Growth Areas

‘Table 4

Sub-project Breakdown

Units Beneficiaries HG Funds Total Funds
(Est.) (500's)

San Miguelito

Shelter, Upgrad- S
ing, facilities .7,200 36,600 $26,000 $35,700
Chorrera/

Arraijan Shelter,

Upgrading, o .
facilities 3,050 . 15,500 10,000 12,900
Colon Growth

Arca Shelter

Upgrading _ n .
facilities . 950 5,000 3,000 4,000
New Areas (C.Z.) ; '
Shelter and ;

facilities 3,000 15,000 14,000 19,400

Total Growth

Areas

Shelter, Upgrad- ‘ ) ' :

ing, facilities 14,200 71,500 $53,000 $73,000

The overall plan for the Metropolitan Panama City-
Colin region contemplates two major growth regions: to the east and
west of Panama City and to the south and east of Colon. The objective
is to relieve pressure on the central city areas by providing for out-
migration and to prepare reception areas for the inevitable inmigration
from rural areas. At the same time, the plan recognizes the need to
protect the watershed area for the Canal area by preventing urban
sprawl. '

Under this project, HG funds will become available for
new shelter, related utilities (water, sewer, electricity) and commu-
nity facilities in all three areas. Home improvement credit will also
be made available.

These growth area sub-projects include the construc-
tion of new communities on new sites and the upgrading of existing
squatter settlements within the arcas.

The first and largest sub-program in the growth- areas
will be construction of 6,000 shelters in the "Torrijos-Carter" communicy
of San Miguelito. Additional funds will also be made to the Nuevo
Chorrillo Cooperative to contin its deve m . T
pe ;i ntinue its development | j*be'
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‘). Sub-Program III - Secondary Cities
Table 5
Sub-Project Breakdown

Area Units Beneficiaries HG Funds Total Funds

a) Secondary Citics |
- Shelter, ' K o .
facilities 2,400 13,000 $4,500 $6,350

b)'Rural Communities = S ‘ ‘
Shelter 400 2,000 500 " 650

Toﬁal Secondary _
Cities & Towns . 2,800 15,000 $5,000 : $7{090'

This sub-program is intended to support GOP efforts
to. 1mprove ‘living conditions in the smaller towns and rural growth
area as part of an overall strategy to slow or divert migration from
the Panama City-Colon metropolitan region.

A.1.D. is already making a major contribution through
the Rural Growth and Service Centers program which combines a $10
million development loan with a $5.4 million housing guaranty. The
program is designed to help the GOP implement its decentralization
program. It is based upon an integrated approach to rural-urban devel-
opment. Regional growth and service centers are identified and invest-
ments are channeled into these areas to promote development, increase
incomes and improve the quality of life of the poor within these areas.

4. Community Facilities and Services

Common to each of the sub-programs is the need for infra-
structure and community facilities that would consolidate existing and
future project areas. These facilities are an important element in
developing integrated urban development projects. MIVI will conduct
Inventories in each project area to ascertain which facilities are
lacking and whose development would receive community support. In the
central city slums, for example, it is important that commercial space
be included in the new building so as not to deprive certain merchants
of their source of livelihood. 1In the squatter areas, both commercial
space and community facilities will be required to some degree.



=937~

, ‘For community facilities, MIVI has given priority to
‘ fhealth and education facilities. 1In these cases, MIVI will coordinate
with the appropriate government agencies to ensure staffing and servic~

- ing of the facilities as well as implementing arrangements that would

" provide for reimbursement to MIVI for their costs. It is not expected

that the project residents will make direct payments to MIVI for the

cost of community facilities., All three sub-programs include financial

allocations for community facilities and services.

5. Technical Assistance

The magnitude of the proposed HG program when compared to
the range of technical resources available locally indicates that tech-
nical assistance will be required in certain aspects in order to ensure
its successful implementation and the achievement of the project goal
and purpose. Technical assistance will therefore be provided to the
GOP participating agencies in three general areas: planning, social
development, and financial. Within each of these general areas, both
short-term and long-term assistance will be provided, with the bulk to
go to MIVI, the GOP's principal shelter institution. Technical assist-
ance coordination will be covered by a Program advisor, who will be
assigned to MIVI to provide advice in program implementation. Most of
thg technical assistance will be in the form of long-term in-country
technicians in five identifiable areas. Part of this assistance is
" already in place - for example, the cooperative housing technicians.

The other technicians will be placed during 1979/80 to provide assistance
in a specific problem area identified in this PP. Short-term assistance
will be made available as neceded in a variety of areas.

a) Long-Term Technical Assistance

Program Advisor (48 person months starting May 1%79)

This advisor will assist MIVI, MIPPE and other imple-
menting agencies in the development of an overall program implementa-
tion plan and assist in the preparation and processing of sub-projects
for the required A.I.D. approvals. This advisor will also assist im-
plementing agencies develop improved project inspection, monitoring and
reporting systems and will be the principal liaison person for program
implementation.

Urban Planning (36 person months starting July 1979)

The urban advisor will help MIVI and MIPPE to bridge
the gap between the planning determinations of MIPPE and the implementing
actions of MIVI. The advisor will assist these agencies to "build the
middle-range bridge" between the general, long-range objectives and de-
velopment guidelines articulated by MIPPE. The advisor will assist the
GOP to develop concept plans showing project lecation and their rela-
tionship to infrastructure and detail speciiic sub-program development
plans taking into consideration the location of community services and
facilities.

et oty

.
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‘More specifically, the urban planner will assist “IVI
in carrying out planning for the following tasks:

'-" Integration of services systems, facilities svstemq,"
" shelter and employment' generation; £ '

-~ Furthering effective urban—rural linkages for the flow
‘ of resources and services; .

= TFostering more economic and efficient land use pat-
terns in Metropolitan Panama-Colon, including the inte-
gration of newly available Canal Zone lands.

This assistance relates directly to the project purpose
of improving the planning capability of MIVI/MIPPE and achieving bet-
‘ter’ coordination between the participating agencies.

Social Planning (36 person months starting July 1979)

The social planning advisor will assist .the Social Serv-
ices Department of MIVI in community development work, specifically as
it relates to the preparation of surveys to develop low income housing
programs with particular emphasis on those affected by demolition and
relocation, designing procedures to be used in upgrading and renewal
sub-programs, establishing base line data and indicators for program
monitoring and evaluation, formulating community participation in
service delivery and development of outreach ‘and self-help activitios,
gathering other data and preparing studies as may be necessary to ensure
Lhe socio-economic viability of the program as well as supporting liai-
son efforts with other government agencies.

Housing Finance/Management (24 person months starting

July 1979)

The housing finance specialist will advise the BHN and
MIVI in financing planning techniques, assist in dev1sing new finance
operations, and provide inputs in restructuring the bank's management
to cope with the anticipated increase in innovative programs and new
responsibilities. This assistance is necessary in order to improve the
capability of the BHN to function as the financial arm of the GOP for
low-income shelter programs.

Cooperative Housing Advisors (48 person months. Already

started)

MIVI is establishing a Cooperative Housing Division
w1thin the Ministry to provide assistance to the more than 70 housing
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cooperative groups in Panama and is receiving technical assistance in
the field from the Foundation for Cooperative Housing (FCH) under an
AID-funded Operational Program Grant (OPG). Under this project, funds
will be provided for further expansion of the Nuevo Chorrillo Housing
Cooperative and to assist other cooperative organizations. The FCH
advisors working under the OPG will assist with these efforts, which
are consistent with the OPG Scope of Work. This will carry out the
project purpose of promoting greater cooperative housing activity in
Panama,

; b) Short-term Technical Assistance

Environmental Preservation (6 person months, 7/79-3/80)

A major concern of the GOP deals with the need to
m1t1gate adverse effects on the environment as a result of the imple-
mentation of this program. Consequently environmental consultants on
short-term basis will be made available to assist MIVI in:

-~ Erosion and sedimentation controls.

- Design,operation and maintenance of community septlc
tanks. :

= Overall implementation procedures in resources of
environmental controls.

Housing Policy (6 persdn moﬁths, 1/80 - 1/81)

MIVI, as the uolicy making instrument of the GOP, has
requested assistance from A.I. . in the preparation and formulation of
a comprehensive housing policy that will embody the different strategies
now pursued by the GOP in the shelter sector and will also highlight
the future strategies of the GOP in this sector.

Information System (5 person months, 7/79 - 4/80)

Policy formulation and program designs need to be based
on adequate data properly evaluated. The purpose of this assistance will
be to help in strengthening the information system now in use by MIVI,

Site Planning (4 person'months, 7/79 - 7/80)

This relates to the need felt by MIVI to further re-
duce project costs by maximizing land use and to develop and adopt a
coordinating system in MIVI for the planning and design of specific
projects. This assistance will be in support of the long~term urban
planning effort described above and is directed to special areas of
concern in the planning process.
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Community Development ( .6 person months;.10/7§z-.9/80)

This assistance will be combined with the long-term
Social Planning Advisor and will be directed to fund special studies in
the arcas of social data gathering, community organization formation and
operations, identification of potential community enterprises and com—
munily organizations that can assist in the delivery of services for pro-
Jject areas, as well as the identification of employment generation acti-
vities and programs to be initiated as the program evolves.

Financial Institution Development (4 person months,

7/79 -.5/80)

The Panamanian Savings and Loan System has been operat~
ing at very low levels in relation to the potential for generating
savings for investment in housing. This assistance therefore will be
directed to the local savings and loan associations to assist them in
the development and implementation of more aggressive lending policies
which in turn will increase the flow of local sources of financing
to housing.,

Internal Audit (4 person months, 7/79 - 12/79)

BHN recognizes the need for better and more intensive
internal control in its operations. This assistance therefore will be
provided to BHN to help that institution develop and implement those
controls. ' ~

The short-term assistance in both of the financial
areas listed immediately above will complement the long-term assist-
ance in housing finance/management described earlier.

‘ Funds for part of both the short-term and long-term
technical assistance have already been allocated from other sources;
i.e., the OPG program, the IIPUP program, HG fees.
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1II. Institutional Considerations

The technical and financial sections deal with the evaluation of
the participating institutions in the technical and financial aspects
of the HG program. The following relates to the overall institutional
considerations of the key participating organizations.

A. National Mortgage Bank (BHN)

The National Mortgage Bank (Banco Hipotecario Nacional (BHN)),
was created in January of 1973, as the primary housing finance institu-
tion in Panama. Its purpose is to provide financial resources for
housing programs developed under the policy guidelines set forth by the
GOP through its Ministry of Housing. BHN is not only the financing arm
of MIVI, but also makes loans to qualified private sector institutions
as well as regulates the savings and loan system.

The BHN is administered by an Executive Committee composed of

" the Minister of Housing, its chairman, the Minister of Planning and
Fconomic Policy, the Minister of Labor, and the General Manager of the
National Bank of Panama. While day-to-day administration and management
of BHN's operations are the responsibility of its General Manager, until
very recently administrative authority was firmly held by the Executive
Committee. Since the end of last year, however, the BHN has made im-
provements in its management and financial operations. The GOP's goal
is to transform BHN into a genuine mortgage bank as well as the regu-
latory agency for the Panamanian savings and loan system.

A new organizational structure for the Bank along the lines
recommended by AID's consultants is now in effect. It consists of the
establishment of internal controls which includes creating and perma-
nently staffing an Auditing Department, having BHN's financial state-
ments audited by outside auditors on a regular annual basis, and insti-
tuting the variety of financial management procedures and controls re-
commended in the several management analysis undertaken on behalf of
AID,

USAID believes that the GOP will undertake the implementation
of a plan guided to improve the financial situation of BHN. Progress in
implementing such a plan is a criterion for authorizing the second $25
million tranche. USAID also feels that the policy decision made by the
GOP to support BHN merits the full support in view of the role assigned
to BHN as the key lending institution for low income housing in Panama.

B. Ministry of Housing (MIVI)

‘ Created also in 1973, MIVI is authorized to formulate and
fmplement housing and urban development policy, and to guide in

the formation of policy for private investments in these areas. MIVI cxer-
cises this authority through an organization structured to handle the broad
range of activities for which it 1is responsible.

9

D
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L MIVI's stated mandate is to provide housing to families most
‘in need. Its programs include four main types of shelter solutions:
(1) serviced lots with core units; (2) completed single-family units;
(3) multi-family units; and (4) community upgrading. Within these
broad categories, MIVI has 10 prototype solutions, reflecting the wide
range of income groups served y its programs, and the flexible con-
struction and urbanization standards required to do so.

MIVI is a productive organization that has shifted its focus
from middle income, multifamily dwellings to the needs of low-income
families in urban and rural areas throughout the country. Its program-
ming and flexible construction and urbanization standards are reaching
further into the low-income groups with upgrading, improvement and new
construction projects. MIVI housing output over the last few years
has increased to over 5,000 solutions per year, a quantity determined
by financial limitations rather than staff capability. Moreover, during
the past two vears MIVI carried out projects in secondarv cities and
rural areas amounting to 1350 new solutions and about 301 improvement
loans. Progress on the URBE program is expected to gain momentum when
the related BIN issues are resolved.

Despite MIVI's clearly outstanding production record and its
incipient capabilities in urban planning, the variety of shelter
solutions to be provided under this program and urban planning initia-
tives constitute an institutionally demanding program. For this reasom,
long and short-term technical assistance will be essential for MIVI.

MIVI has now an operational budget funded from GOP's resources.
The HG program, in view of the financial problems confronted by BHN, is
vital for MIVI to maintain the rate of rroduction of the past years.
USAID believes that with the already adopted design process, the tech-
nical assistance planned, MIVI will be consolidated as the main policy
and shelter production organization of the GOP.

C. Ministry of Planning and Economic Policv (MIPPE)

The Ministry of Planning was established in 1972, MIPPE
carries out its functions through the following bureaus each of which
is in charge of specific administrative activities: Bureau for Eco-
nomic and Social Planning, Bureau for Regional Planning and Coordina-
tion, Bureau for the National Budget, and Bureau for Tnstitutional
Planning and Development.
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"Since 1973, the UNDP has assisted MIPPE's Bureau for Regional
Planning and Coordination. The UN has provided a team of planning
experts to MIPPE and in-country, on-the-job, and external training for
MIPPE staff. Four years of collaborative effort have produced a major

Paper : A Medium - and Long-Term Strategy for Regional Development; re-
gional development plans which lay the framewcrk for implementing the
aforementioned regional development strategy; studies of ways to improve
the GOP's institutional system at the regional level and involve local
populations to a greater degree in the process of regional development;
and data-gathering and analysis for two major development programs --

integrated rural development (AID and IDB financing) and growth and ser-
vices center development.

MIPPE will have an important role in this project. MIVI's
plans for individual sub-projects must fit with the regional and nation-
al plans which are MIPPE's responsibility. . MIPPE will also play a major
role in coordinating tiic inputs of other GOP agencies such as IDAAN,
IRHE, Ministry of Education, MOP, etc.

The HG Program recognizes the role MIPPE should play in terms
of setting the framework for housing projects under each sub-program.
More important, MIPPE's role in the national budget preparation will
be used as a tool to assure the allocation of resources for the shelter
supporting services and. facilities.
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JIV. Technical Analysis

A, Rationale for sub-programs

The geographic focus of the proposed $§75 million HG loan is
primarily directed to addressing the existing critical shelter needs
. in the metropolitan region of Panama City-Colon. This decision is

. based on a number of considerations including:

, - Recognition of the magnitude of GOP's urban housing short-
.age and its predominate geographic concentration within the metro-
‘politan region.

- Major public and private sector investment decisions are
being made throughout this region as part of GOP's overall national
 development policy to stimulate the revitalization of the country's
. economy through employment generation activities. For example, a
major port and fish/shrimp processing facilities are being built west
of Panama City at Puerto Vacamonte. These facilities are planned to
be opened in January 1980, and will employee 3,000 employees. In
conjunction with the industrial operations planned for Puerto Vaca-
monte, GOP has planned to establish a new major urban growth sub-
center at this location. In support of this decision, GOP invest-
ments have been made to improve highway access and to provide all
essential infrastructure services to the area. The provision of new
or improved housing in these areas will complement other GOP invest-
ment decisions and enhance the long-term economic and social viabili-
ty of these projects.

- The transfer of designated Canal Zone lands in the vicini-
ty of Panama City and Colon will begin in October 1979. Some of these
areas will be designated for residential uses and represent unique
opportunities to reduce the country's severe urban shelter needs in
this region.

The geographic focus and the varied types of housing stra-
tegies (urban upgrading, urban renewal and new urban construction) to
‘be funded by the proposed $75 million HG loan are in direct response
to the needs of the poor and to GOP investment and shelter policies.

The sub-projects to be financed by HG monies will be judged
and selected on the basis of their consistency with adopted urban
growth policies, land use plans and designated urban growth priority
areas. '
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The proposed urban renewal sub-program is designed to provide

improved shelter for low income people living in the tenement areas of
Chorrillo, Santa Ana and in Panama City and Barrio Norte in Colon,

The implementation of these urban renewal activities is being
closely coordinated and planned as an integral part of MIVI's other
activities in the metrcpolitan region. The renewal activity is direct-
ly linked to the voluntary relocation of low-income families from the
designated tenement areas of Panama City to San Miguelito. The con-
struction of new shelters solutions in Torrijos-Carter in the growth
area of San Miguelito will provide a reception area for those families
who choose relocation. In addition, it will permit the proposed se-

lective clearance of o0ld tenements and new construction to replace
them,

The implementation of the prcposed'peripheral growth sub-pro-
gram will provide additional locational choices to the identified tar-
get population in Panama City and Colon, Potential project sites will
be closely linked to emerging new employment centers as well as exist-
ing centers of employment generation. This planned and controlled

urban growth in the selected areas will help to avoid the recurrance
of urban sprawl,

The development and implementation of these alternative hous-
ing strate:y programs in conjunction with the creation of new employ~-
ment centers, transfer of Canal lands and public investments in ex-
panding infrastructure services (water, sewage collection and highway
access) and community facilities throughout the metropolitan region
will provide the locational options required to best meet the needs
of AID's target population. Furthermore, the opportunity for potential
beneficiaries to choose a housing community and type of solution among
a range of alternative locations and shelter solutions will eliminate
and/or diminish the severity of potential adverse physical, social and
economic impacts associated with a narrowly defined housing strategy
of urban clearance and relocation. In addition, the geographic'qis-
persion and integration of low~income families intg ?alanceq socio-eco-
nomically planned communities will afford opportunities of incrrased
mobility in the Panamanian society and reduce the magnitude of exist-
ing social problems involving segregation and high concentrations of
the poor in selected areas in Panama City and Colon.

B. MIVI's Housing Delivery Process

: A review and evaluation of MIVI's housing delivery process
indicates that the sequence and type of technical inputs that feed
into it represent a basically sound technical approach. To improve
certain environmental, social and economic aspects in their prcgram-
matic procedures, MIVI has made selective changes in both technical
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iﬁpﬁ;gfapﬂtoutpu:s of their programming process. The spééific)areas
and’types'of changes are identified as follows: :

1. Project Development Feasibility Study

MIVI's existing evaluation methodology has been revised to
better reflect the basic engineering, economic, environmental and poli-
cy considerations for reaching a site selection/project investment de-
cision. Critical factors to be evaluated'in determining the suita-
bility and development feasibility of potential projects at the pre-
investment state will include:

- Locational considerations with respect to established
development policies of urban growth, priority development areas, type
of land use activities, intensity of development, etc.

- Environmental engineering feasibility and suitability;

- Availability and adequacy of existing infrastructure and
community facilities to support added project requirements;

~ Preliminary development cost estimates including raw land,
on-gite and off-site improvement costs (earth movement, infrastructure,
community facilities, road access, etc.)

- Potential development yield estimate based on schematic
layout;

- Estimated cost of the different types of housing solu-
tions; and

- Comparative analysis of the affordability and market-
ability of the units with identified potential beneficiaries.

Preparation and submittal of a Preliminary Feasibility
Study of each proposed development project to AID will be a prerequi-
site to the HG funding of all housing projects.

2, Preparation of Project Design Documents

To strengthen the technical soundness and programatic use
of MIVI's Project Identification Report, which sets forth the essen-
tial development parameters to be followed throughout the entire physi-
cal design process, the preparation of project design documents will
be conducted by an interdisciplinary team under the divection of the
Planning Department MIVI,
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This procedural modification will ensure a more practical
focus and project-specific application of the hackground technical
analyses into project design. The output should be a concise descrip-
tive, analytical and graphic report of project-specific development
guidelines, to he used by MIVI's site designs and engineers.

Furthermore, at this stage of the design process MIVI will
demonstrate its environmental awareness and sensitivity to a broad
range of potential environmental concerns by taking appropriate steps
to identify and protect the environment. The physical delineation of
buildable and non-buildable areas based on environmental engineering
investigations will be carried out for each project site. Specific
protective measures will be defined by the interdisciplinary team and
incorporated into Master Plans and Construction Plans.

3. Master Plan and Construction Plan Reviews

To strengthen MIVI's integrated planning and project design
pProcess its internal review procedures will be tightened to ensure that
the project development guidelines and standards set forth in the Pro-
ject Identification Report are carried out in both Master Plan and
Construction Plan stages. The interdisciplinary team under the direc-
tion of the Budget and Planning Department may conduct this review
function, or it may be performed by each separate line agency (Social
Services, Urban Planning, and Budget and Planning) and coordinated by
the latter.

C. Enviqpnment

An Initial Environmental Examination (IEE) was carried out on
the proposed US AID/Panama housing program in February 1979. Five criti-
cal areas of environmental concern- dealing mainly with urban sheltoer
policy, institutional procedures and inter-agency coordination were
identified as the basis of recommending further detailed environmental
evaluation.

Based upon an environmental review of subsequent major changces
in project design which was completed between PID and PP stages, it has
been concluded that the proposed shelter program does not represent a
major federal action which will significantly affect the human environ-
ment. The revised IEE recommends a Negative Determination, thus requir-
ing no further environmental analysis. A copy of the revised IEE find-
ings and conclusions are in Annex 7.

D. CEngineering Considerations

1. Soil Erosion and Sedimentation Control

Recognizing the adverse consequences of increased rates of
crosion and sedimentation from its past development practices, MIVI has
agreed to a number of corrective actions to prevent or minimize the occur-
rence of these problems. The underlying premise of MIVI's actions will
be to emphasize careful site planning and construction design procedures
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rather than costly structural measures, excessive grading, reforesta-
tion and dredging to correct the problems after they have occurred.
This approach embodies the identification of each site's natural re-
sources, physical conditions, land use limitations and development in-
tensity potential within reasonable environmental cost considerations.

To achieve these environmental objectives, MIVI has pre-
pared and adopted a set of erosion and sedimentation control principles,
guidelines and specific planning and design measures. The findings and
recommendations of this technical working document have been integrated
into appropriate stages of MIVI's site evaluation, project design and
implementation process.

2. Location, Design, Operation and Maintenance of Commurity

Septic Tanks

Due to GOP economic constraints, Panama's National Water
and Sewer Administration has not been able to extend sanitary sewer-
age service to new population growth areas in the country's urban cen-
ters. Therefore, public and private developmer.t projects have had to
rely upon alternative sewerage collection/dispusal systems, namely com-
munity septic tanks, Imholf tanks and pit latrines. The most common
type of community level sanitary system used in non-serviced areas is
septic tanks. To ensure the proper location, design, operation and
maintenance of these sewerage systems, IDAAN is undertaking the follow-

ig actions:

IDAAN has established within its administrative organiza-
tion a designated technical group to conduct inspection, monitoring
and operational maintenance services on all community sanitary fa-
cilities under its jurisdiction. This technical group is responsible
for not only the inspection and periodic cleaning of sanitary facili-
ties but also, for monitoring and recording their general performance.

The first step in IDAAN implementing its operational main-
tenance responsibilities involves conducting an initial inspection of
all existing sewage facilities, including MTVI built housing projects
throughout Panama's urban centers. The initial phase of inventorying
and describing the design and operational characteristics of these
sanitary facilities will give first priority to the inspection of fa-
cilities located within the Metropolitan region of Panama City-Color.
The region's population concentration and large number of conmunity
sanitary facilities warrants priority action to be taken here to en-
sure public health and safety interests.

The second step involves the analysis of existing condi-
tions and problems derived from the initial inspection reports, de-
fining the required actions for their correction and implementing
these actions on an orderly basis.

The third step involves the periodic inspection of all
sanitary facilities every 6 months to monitor and to record their
performance over an extended period of time. Specifizally, the rate
and depth of sludge and scum accumulation will be measured to deter-
mine the frequency that cleaning operations will be required. TIn
addition, the relarive quality of treatment of alternative sewerage
systems will be evaluated.
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The fourth step of the operational and maintenance process
will involve the reevaluation of existing sanitary design standards
and the promulgation of new standards governing the location, design,
installation and maintenance of community sewerage systems.

E. Employment Generation

1. Construction Firms and Labor

The Panamanian Chamber of Construction (CAPAC) has esti-
mated that there are 70-80 qualified construction companies operating
in Panama metropolitan area and secondary cities. Through MIVI's policy
to distribute work parcels to as many of these companies as possible,
at least 27 companies have construction experience in projects similar
to this project. While some of these companies have merged, sufficient
construction capacity exists within MIVI and private contractors to
respond to the construction demand.

Both professional design and construction labor is abundant.
Panama has a well trained cadre of architects that surpasses the coun-
try's needs and requirements. To avoid having to import workers to
supply the labor demand, as was the case during the '73 boom, the
Human Resources Formation and Training Institute (IFARHU) carried out
extensive programs to train skilled construction labor, many of whom
are now unemployed in construction activities due to the letdown in
economic activity. Therefore a sufficient labor pool of both skilled
and unskilled workders can be tapped for this project.

The level and type of technology to be employed in the
execution of this program will follow the current labor-intensive and
intermediate level construction practices utilized by the majority
of the construction companies with which MIVI will deal.

2. Materials Supply

Materials required to supply the construction activities
are available in sufficient amounts to realize the scale of construc-
tion effort contemplated. CAPAC feels that the current saarcities in
materials such as wood and steel will be felt in the near future as
construction levels increase. However, MIVI has initiated materials
importation procedures, especially for wood, to avoid work stoppages.
This is expected to mitigate any potential problem in regard to avail-
ability of imported materials.

The national cement industry produces azpproximately 50,000
bags per month which is deemed sufficient to meet the cemand for cement
that may exist including requirements for this preject. The supply of
PVC tubes and concrete blocks can be acquired in sufficient quantity
since these plants are currently operating at much less than capacity.

In summary, this program will not create nor experience any
problems in the construction sector regarding the supply of materials,
skilled and unskilled construction labor, or professional design and
contracting services.

a
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'3;‘4Emplgyment Generation

The employment generation efforts of this program are
structured to zddress urban unemployment and under-employment in three
ways: (1) the construction and related activities produced under this
program will result in revitalizing for the duration of the program
the construction sector of the economy; and (2) indirect jobs, and
(3) during the initial phase of the program technical assistance will
be used to search out and develop employment generation opportunities
that will complement the Mission's employment strategy as described
in the Panama CDSS.

For the construction industry and particularly for housing
to play the "leading sector" role in the economy, certain conditions
should be met. These are: (a) the existence of high latent demand,
(b) conditions of high unskilled or low-skilled unemployment, (c) high

urbanization rates, and (d) a great physical need for housing. These
conditions are all satisfied in Panama.

While latent demand is difficult to measure without an
actual offering, experiences such as those in projects as Nuevo Colon,
Nuevo Chorrillo, (funded with HG 008 resources) and other projects
indicates the existence of such demand, as do the applicant waiting
lists for MIVI housing. (See Section H., Effective Demand, p. 46.)

The existence of high unskilled or low-skilled unemployment
is a fact in Panama. 1Indeed, it ig a fact throughout Latin America. The
United Nations Economic Survey of Latin America, 1968 found the elas-
ticity of employment in construction in this area to be twice that in
manufacturing. This elasticity appears to be no exception in Panama

- and may be due to the extensive use of relatively unskilled labor by
Panamanian contractors. But it is also a barometer of the substantial
lack of elasticity in the labor supply in general, given that the un-

skilled play a large part both in construction and the general labor
force.

The presence of high unskilled unemployment in Panama does
not need extensive comment. The country Development Strategy State-
ment put 1977 unemploymen: at 10% for men and 14% for women, with
underemployment at 18% and 44%, respectively. The combination of un-
employment and underemployment for the total work force of the Metro-
politan Area was estimated at 35%. New entrants to the labor force,
and younger workers in particular, have the highest unemployment rates.
This group represents 36% of the total unemployed in the Metropolitan
Region. Programs to reduce unemployment cannot succeed until they
have created a substantial number of jobs for the new entrant group, and
since by defirition this group does not have job experiences, it must
be absorbed inro work which is not demanding of such experience.
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It is not possible to predict the full impact of this
project on employment generation. However, it is a large project
compared to the size of the country and it will certainly have a posi-
tive effect on the construction industry as a whole, which has been
in a slump since 1974, .

Within specific sub-programs it will be possible to maxi-
mize the effect of this project on employment generation by requiring
maximum use of unskilled labor and minimum use of machines. This was
done successfully by AID and IVU (predecessor to MIVI) 1in 1969 with
the 016 housing and community upgrading program., Old wooden tenements
in Maranon were torn down by hand (crow-bars), hiring labor from the
neighborhood instead of using a crane, wrecking ball and bulldozers.
This not only produced income for the residents but also increased
community support for the relocation program,

The direct and indirect employment generated by this
program can be estimated as follows:

Total Program cost in 1979 Dollars: (construction budget) $90,300,000

Total Estimated Labor costs: Blue Collar 31,500,000
White Collar 1,700,000

Average Annual Wage 1979: Blue Collar . 3,600
White Collar 5,600

Total Person Years of Blue Collar 8,750
Employment White Collar 1,375
Equivalent Jobs over five Blue Collar 1,750
year period: White Collar 275

' 2,025

The rule of thumb estimate for off-site jobs in construction
related services and industries of two off-site jobs for each on site
- job (Blue Collar) yields a total of 3,500 indirect 5 year jobs result-
ing from the program. Also additional employment will result from
complementary construction, commercial and services activities to be
penerated with funds other than those provided in this program,

Finally, the program initially will identify potential
employment generation opportunities in sub-program areas that will
complement USAID/Panama's employment strategy. '

/r
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f'FB‘Design Concept and Costs of Sub-Projects (New Construction)

1., _Appropriate Technology and Design

The basic approach in this project is to develop and refine
shelter solutions and related facilities which are affordable by the
low income families in the target group. This leads to the concept
of incremental or progressive design solutions: the physical outputs
under this concept will provide, for the most part, a practical begin-
ning shelter solution designed for continued self-help improvement and
upgrading by the beneficiaries. In new communities, minimum basic
services will be installed which in turn will also be subject to progres-
sive improvement and expansion.

This approach has already been tested in Panama, starting .
with an early AID loan in 1966, The results show that it is clearly
appropriate technology and that the residents will continue to improve
and expand their homes and that community facilities will be improved
as the community and the GOP can afford the costs of the improvements.

The analysis, programming, planning and design activities
for each sub-program and for specific housing projects or activities
will be an ongoing endeavor throughout the life of the program. Feed-
back from evaluation activities will be used to modify and improve
designs as the program progresses. The implementation process and con-
ditions for project approval provides AID the opportunity to determine
the appropriateness of design and reasonableness of cost and therefore
the feasibility for each specific project before construction takes place.

2. Program Cost Appraisal

The overall cost estimates have been made in programmatic
terms and the estimates are to be considered as preliminary cost es-
timates only. However, the estimates are based on actual construction
costs for similar type units now under development in Panama and re-
present the most accurate estimate possible at this time.
Inflation in construction costs throughout the life of the project was
also considered in determini~g the estimated physical outputs in terms
of number of solutions. Notwithstanding the fact that for the most
part the unit costs indicated are conceptual estimates, the choice of
the progressive development approach to shelter and services provides
the most economical means to provide the target group families with
affordable solutions and at the same time reach the maximum number of
families with a given amount of funds.

&L{"/‘
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3.  General Desigh and Planning Considerations

There is a consensus among the GOP planning institutions
and authorities as to how urban development should be controlled in
the Metropolitan area. All recognize that maintenance of the water-
shed that services the Canal is essential and have planned future K
growth areas accordingly for Panama City and the Colon area. The GOP
has plans to stimulate controlled growth of secondary cities and small
rural communities as part of their agriculture development policy.
This project has been developed to support these planning objectives.
The sub-programs are designed and located in three geceral areas:
Central City areas of Colon and Panama, periphery gtowth areas, and
 the secondary cities and towns.

G. Technical Description of Sub-Programs

. 1.ﬁ Sub-program I - Urbgn Community Upgrading and Renewal

. ‘ a. Tenement Areas: The design concept for new units in
these areas is to provide small unfinished condominium or cooperative
apartment units developed on land cleared by demolishing the now con-
demned, dilapidated wood tenement structures. The units will be built
in 2 to 4 story walk up buildings and will include units of sufficient
size to be finished into one, two or three bedroom apartments by the
owner/occupiers. With this type of solution, net densities of 100 to
125 units per acre can can be achieved at a level compatible with the
present land value. The basic apartment size would be about 40, 50
and 60 m? for the three proposed solutions. A type A unit costing ahkout
$7,500 would be affordable by families at the 32nd income percentile
in Panama City and at the 35th percentile in Colon. Space for com-
mercial facilities at the ground floor level will be provided so as
not to disrupt commercial activities. '

: The acceptability of the solutions should be high in
that they represent a substantial improvement in space, security,
healthfulness, tenancy and appearance to what is now existing. The
central location, availability of existing services, reduced trans-
_portation costs, closeness to employment in both the canal areas and
Panama City,and the price should make these solutions attractive.

b. Squatter Areas: The concept approach for upgrading
shelter in squatter slum areas is the provision of home improvement
loans and technical assistance to families in selected areas. Loans
can be made for additions to or completion of existing units. Im-
provements such as additional bedrooms, sanitary facilities and con-
nections, second floor additions or such construction ag new roofs,
floors or walls are contemplated. These loans will be supervised by
MIVI who will also rectify lot lines, develop cadastre lot plans and
secure tenancy for those units improved. The upgrading will be carried
out in those squatter areas that have been previously studied and analyzed
by MIVI and which are suitable for upgrading in terms of location, in~
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frastructure, land cost, and existing structures. These squatter slums
are located in both the center city areas and the expansion areas such
Boca La Caja, San Sebastian, San Cristobal and extensive areas of San
Miguelito in Panama City and La Playita, Cativa and Pueblo Nuevo in
Colon, MIVI has in the past and continues to develop a home improvement
program in the urban areas with good success. This HG financing will
provide for the expansion of these efforts to a significant scale.
Table 7 presents cost estimates for typical improvements and indicates
the affordability of loans at various levels. The range of loans will
be from about $900 to $3000 depending on the type of improvement re-
quested and on the capacity to pay of each family. An average loan of
$§1500 will be affordable by families at the 15th income percentile in
Panama City and at the 20th percentile in Colom.

Due to the large number of families in these squatter
areas, especially in Panama City, and the scarcity of other credit
sources for home improvement loans, this program will provide a much
needed and acceptable shelter option at minimum cost levels.

2. Sub-Program II - Peripheral Growth Areas

The design concepts for this sub-program will provide a
variety of solutions, whose costs will meet the ab111ty to pay of the
different low-income groups.

The most basic solution will be a serviced lot within a
planned residential development. Lots will range in size from 120 to
180 m2, and will be connected to water, sewer, and electrical lines,
storm drainage and paved roads or walkway access. The estimated cost
of this basic solution is $2,200. An optional loan of $800 may be
made in conjunction with this solution so as to permit the purchaser
to buy materials to build a minimum shelter and sanitary facilities,
It is estimated that the monthly payments required to purchase a ser-
viced lot will be $22 monthly, and if the material loan is included,
the.payment will increase to $30, Families in the 12th and 13th per-
centile in Panama City and Colon will be able to afford this solution.

A 25 m2 shell house is a degree improvement in the shelter
solution progression. In this solution, construction will consist of
a sanitary core, a concrete slab floor, and a sheet metal roof on wood
framing supported by concrete posts. The unit will be built on a ser-
viced lot similar to that described previously. A material loan to
complete the unit will be offered also. The total cost of this solu-
tion is estimated at $3600.00, plus $800 for the material loan, if
included. Monthly payments will reach a maximum of $44.00, which will
be affordable by families in the 19th percentile.

LT
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The next basic solution is the core house. This consists
of a 25 m”~ complete unit, with a sanitary ¢ore and one multipurpose
room, providing the minimum basic requirements for immediate occu-
pancy by a family. The cost of this solution will be $5000, and is
affordable by families in the 22nd percentile.

The last proposed solution is a standard 45 m2 unfinished
house, with sanitary core, interior and exterior block walls, concrete
slab floor, sheet metal roof, windows and doors. The unit contains two
bedrooms and a multipurpose area. At $7500, this is the highest priced
solution contemplated under this sub-program. The monthly payment is
$74, affordable by families in the 35th percentile,

3. Sub-Program IIT - Secondary Cities

The design concepts in secondary cities reflect the needs
of these relatively non-urban areas. While these four basic solutionse
serviced lots, a shell house, a core house, and an unfinished house—
are essentially the same as in the major urban areas, there are some
important differences. Lot sizes in this sub-program are larger,
averaging 300 m2 which reflects the greater availability of land and
lower land costs. Services may be reduced, for example unpaved roads
and septic tanks or latrines, thereby reducing costs, which is neceg-
sary to reach families whose income are much less than those in the
major urban areas. The costs of the serviced lot will be $650, which
will be affordable by families in the 8th percentile. The shell and
core houses will be somewhat more expensive, but still affordable by
low income families. The most expensive solution is a complete 32 m
two bedroom house which is expected to sell for $2,700,

2

H. Effective Demand

During the design and execution of the HG program, the housing
market in Panama City, Colon and other urban areas will be subject to
a variety of forces that are likely to effect the demand for housing
that is expected to be produced for low and moderate income families.
The first factor will be the proposed elimination over a number of years
of roughly 5500 tenement units in the Chorrillo and Santa Ana  areas of
Panama City and Barrio Norte and Sur of Colon. A second factor will
be population growth and household formation that is likely to occur
during the life of the HG program, Pent ~up demand for improved and
new housing on the part of the current population is a third factor
and the most difficult to predict.

As the HG program proceeds the Government of Panama will begin
demolishing roughly 5500 tenement units in specific locations of Panama
and Colon as part of its program to renew and rebuild those areas, Most
of these units are currently occupied by families whose incomes are
below the median income level and who will require new housing either
in the affected renewal areas or in one of the new development areas.,

In short, the GOP renewal program will create a demand for at least
3,500 new housing units,
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Population growth in urban areas of Panama was estimated hy
'MIPPE to be over 4% per year in a 1977 study, la Radiografia de la
Pobreza en Panamd. If this figure is projected from now until the
projected termination of the program, roughly 24,000 units in urban
areas will be needed for families below the median income. The esti-~
mated demand based upon crude population growth and household formation
projections for new housing units by percentile groups below the 50th
percentile until 1984 can be estimated as follows:

Demand
Demand New Units
New Units Other Urban Total Demand

Income by Panama/Colon Areas New Units
Percentile Groups 78-84% 78-84* 78-847%

Below 25 9747 2287 12034

25 35 3878 915 4793

35 - 50 5848 1372 7220

TOTAL 19473 4574 24047

* New Family Formation only.

The number of new units projected to be built under the program
is approximately 15,800 for families with incomes below the 50th per-
centile. This program will satisfy roughly 45 vercent of the demand for
new units taking into consideration only the urban renewal program and

new family formation. The new unit production under this program is
as follows:

Panama/Colon Other Urban

Income by Projected Projected Total Projected
Percentile Program Program New Units Program
Groups Froduction Production Demanded Production
Below Z5% 10600 2100 17534 12700
25 -~ 25% 2000 - 4793 2000
35 = 507 1100 - 7220 1100
13700 2100 29547 15800

In addition to the 15800 new shelter solutions proposed
under this program, four other AID shelter programs are in various
stages of implementation. It is estimated that three of the four
programs will result in the addition of roughly 3700 new solutions.
Another 2500 solutions are expected to be produced under the San
Miguelito program, but those solutions in effect are upgraded or

L+
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replacement solutions which were eliminated in the course of developing
an Integrated community infrastructure consisting of roads, community
facilities, and a more sound environment. The IBRD has discussed

the possibility of developing 6000 solutions in Nuevo Colon but this
program probably will not be tested for feasibility by the time the
Nuevo Colon sub-program is well underway. Therefore, an IBRD program
of something less than the number of solutions originally conceived

is a distinct possibility.

The above figures do not represent actual housing deficits
prior to 1978; nor do the figures include the pent-up demand of
families who currently live in inadequate housing and who would seek
new low-income housing provided under the program. While there is no
figure available to predict the number ¢ families so classified, a
MIVI study conducted in 1976 estimates the need as of that time to be
over 100,000 units.

Although pent-up demand is difficult to determine, there is
some evidence now that the current market for improved shelter is very
strong. Three MIVI projects similar to the dwelling types to be
financed under the HG program were being offered in January 1979.
While a total of about 1000 units were available, 4000 applications for
occupancy were received by MIVI. Experience has shown that in countries
such as Panama, despite the problems of underemployment and unemploy-
ment, the desire for homeownership and improved shelter is very
strong, particularly since home opportunities for low income families
have been limited to date.

Another important factor in determining demand is the capacity
and desire of families to pay for housing. Since the design of the
program by its very nature permits a variety of solutions to be built
varying from standard units to "piso~techo" to serviced lot solutions,
it provides shelter solutions that are within the paying capacity of
families expected to participate in the program. Table 2, the Afford-
ability Table, illustrates the relationship between percentile group,
monthly income, monthly house payments maximum mortgage and unit price
and the fact that most solutions will generally fall within the para-
meters of a family's capacity to pay. For example, a family whose
income falls within the 15th percentile category currently pays about
20 percent of its income for housing and would be required to pay 18
percent for a shelter solution under the program. The compatibility
between paying capacity and required monthly payments is maintained as
one goes from families who fall in the 5th percentile to families fall
ing just below the 50th percentile. (see Table 7)

Determining the extent to which families will occupy the units

to be provided under the program is at best a guess. Nevertheless,
there are several reasons to believe that the new units should be

e



Table 7

Affordable Solution by lncomgl Categ;ory
on

Panama . —_Secondary Cities
\‘, -
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filled up quickly. First, the program offers, at a minimum, housing
with secure tenure and basic infrastructure; something that many low
income families in the past have not enjoyed. As in the case of Nuevo
Chorrillo and San Miguelito, the response to new housing opportunities
has been very strong. Second, the MIVI continues to develop its
capability to provide pre and post-occupancy management and administra-
tion which will be key to increasing the awareness and receptivity of
the new housing development that results from the HG program. Third,
as families are exposed to the program the word will spread and the
demand for units should surge forward.

In addition to the 15,800 new solutions, the program will
provide for roughly 3,300 home jmprovement loans in Panama/Colon and
700 such loans in secondary cities and towns. Demand for this type of
shelter assistance is expected to be even stronger than for the new
units produced under the program. Some of the home improvement loans
will be tied to tne new units produced and the remainder will be
spread out to assist residents living in squatter settlements. pg cited
on the previous page, a 1976 MIVI study estimated the number of units
considered to be sub-standard, overcrowded or in need of major improve-
rents was 100,000 in urban areas.

V. Social Soundness Analysis

A. Benefits and Target Populations

This program will reach four distinct sub-groups of the
Panamanian low--income population; each will receive benefits partic-
ularly related to its own special needs.

1. Metropolitan Region - Central City areas

The poor in the central areas of Panama City and Colon
are primarily located in tenement slums and squatter settlements.
These people generally suffer from either absent or inadequate urban
services, water and sewage. In the tenements these services are pres-
ent for groups of families ranging from 10-20 for each water tap or
toilet. On the other hand, conditions in the squatter settlements
vary widely. A squatter settlement may have water but lack sewerage
systems in whole or in part. For example, in one squatter settlement,
Boca La Caja, there is no sewerage system (87.9% of the families have
latrines) whereas 72% of the City as a whole had access to a public
sewerage system by 1977. 1In that same squatter settlement close to
half (47.3%) of the persons interviewed had a sickness in the family
over the six months prior to the time of the survey. The effects of
poor services on health are well-recognized.
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o The situation regarding housing conditions in the two
different settlemer:s areas is not the same. Almost all of the tene-
ment buildings are condemned structures in a state of deterioration
where balconies commonly fall and floors break through. Exacerbating
the poor physical condition of the tenements is the high density of
occupation of these buildings. In one of the major tenement areas,
Santa Cruz, the great majority (79.3%) of the families live in only
one room while close to a quarter (22.2%) of these families contain
six or more family members. These, then, are conditions of physical
danger and crowding which clearly constitute less than decent, human
habitation. Still, while the residents of these tenements express
discontent with their living conditions and many have left on their
own accord (more than 400 families from Chorrillo are now in the new
community of Nuevo Chorrillo in Arraijan), over a quarter (26.8%) of
those surveyed in all the tenement areas would like to remain in
their same neighborhood. A larger percentage (44.3) would move to
other areas of the city with only 12.7 percent expressed a desire to
live at the periphery of the city. The reasons for these preferences
are clear: very low rents ($28.13 a month average) and proximity to

work., Of a sample of 1103 heads of family jin Chorrillo who were employed

(in 1975), close to half (48.1%) worked in Panama City, over a quarter
(27.8%) in Chorrillo itself and another fifth (18.4%) in the nearby
Canal Zone. The growth of Panama City both towards the east (San
Miguelito) and the west (Chorrera/Arraijan), however, plus improvements

in transportation and changing employment patterns, have incorporated
and will continue to incorporate the periphery areas into the economic
activity of Panama City. And while this survey indicates that a large
percentage of the residents of Chorrillo prefer not to move to the
periphery area the fact is that these areas will soon be considered
within the central confines of Panama City. In addition, the experi-
ences in Nuevo Chorrillo and San Miguelito indicate that when a clear
choice is offered between the two contrasting types of living condi-

tions, more than enough families are willing to move to more distant
areas.

The housing conditions of most of the squatter settle-
ments, unlike the tenements, vary widely from relatively good to very
bad. In two of these, Boca La Caja and San Sebastian, the predominant
(74.9 and 84.7% respectively) building type is of cement block construc-
tion. Here, the major complaint, aside from the lack of a sewerage
system mentioned above, is the insecurity of land tenure. These parts
of the city have been settled for many years and their residents want
most of all to secure title to the property they occupy and receive
those services provided throughout the rest of the city. But in other
squatter settlements,such as Curundu or Viejo Veranillo,most of the
housing is of wood and almost all infrastructure is lacking.

A
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This program will make major improvements in the living

conditions of the residents of both the tenements slums and the squatter

settlements. The former will be offered housing options ranging from
rented rooms similar to those presently inhabited but with more space
and in other areas cf the city, to rented apartments, housing cooper-
atives, condominiums and single family homes. It is expected that
there will be a solution to fit each family's needs and financial abil-
ity. The effect ol the program on the population presently residing

in the tenements will be a safer, sounder and more healthful living
environment either in the same area in new buildings or in the growth
areas in new shelter solutions.

In the squatter settlements which are designated for
upgrading, the impact of the programs should be as beneficial, though
the change less dramatic, as in the tenements. In most of these
settlements, the residents will receive the services they now lack,
primarily access to some sort of sewerage facility, their land tenancy
will be formalized and sold to them at fair value, and they will have
access to credit for improving their homes, a step they may well wish
to take given the new stability of their comuunity provided by the
security of land tenure. For several of the less established squatter
settlements, MIVI will decide upon a course of relocation. The persons
so affected will be provided with a number of alternatives in a periph-
eral area of the city,

7
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2. Peripheral Growth Areas

While there are intricate long range problems in deal-
ing with the situation in the center city slums, at the edge of the
city the situation is more dynamic and, being in the state of forma-
tion, more responsive to program inputs as well. 1In the center city,
certain dislocation may be necessary, while in the new areas well
designed programs can guide and give form to the ongoing evolutionary
process of urban growth. The periphery of Panama City is where the
major urban growth is occurring in the country at present and most of
this growth is by low-income persons arriving from the interior of
Panama. As with the fringe areas of many large Latin American cities,
the peripheral areas of Panama City and Colon are growing with little
attention given to the most desirable residential densities or the
best mix of housing, physical and social infrastructure.

San Miguelito is one of the existing peripheral settle-
ments which will receive program inputs, Its situation though in a
more advanced stage of evolution, may be taken as representative of
that of other such areas to be affected, such as Arraijan and La Cho-
rrera. San Miguelito was growing at 9.5 percent a year, with two
thirds of the growth (62.57%) coming from inmigration, the rest from
natural growth. Today its population is estimated at 163,580 persons
giving it a population density of 2,300 persons per square kilometer.
Houses have sprung up all over San Miguelito with little apparent
regard for the placement of servicing, transportation or social facil-
ities. In a sample survey taken by MIVI in San Miguelito in March,
1978, the population of this area was found to be both young (two
thirds, 66.1% of the heads of family were between 20 and 34) and poor
(the median monthly income was $174, between the first and second
deciles of the income distribution of urban Panama). This is a level
considered by the Panama CDSS to be below the poverty line, where an
income is "barely adequate to provide for a family's basic needs".

This program will provide additional shelter and re-
lated facilities to rapidly growing peripheral areas such as San Mi-
guelito and other new development areas. In addition t¢ the fully-
serviced housing settlement of Torrijos-Carter, for which there are
currently 1139 applications, physical and social infrastructure will
be financed accoriing to the needs and priorities of the residents,
as registered by surveys taken by MIVI. The combined effect of the
installation of water and sewerage system, the construction of new
schools and health centers, and the provision of hitherto unavailable
access to credit for home improvement and expansion will go a long
way to making these growing peripheral areas a viable, fully-incor-
porated and soundly functioning part of the Metropolitan Region of
Panama.
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Settlements to be built in the newly opened up areas
of the Canal Zone will have the benefit of being completely planned
communities with a full complement of shelter and services, both
physical and social. Development at the periphery of the Metropolitan
area will help to alleviate pressure on the central city areas and
thereby improve living conditioas throughout the entire Metropolitan
Region of Panama.

3. Secondary Cities, Market Towns, Small Rural Communities

As in most countries of Latin Amerita, the most abject
conditions of poverty in Panama are to be found in rural areas. It is
in certain areas of the countryside of Panama that the key indicators
of infant mortality, access to water, sanitation and health services,
and illiteracy depicts a situation closer to subsistence and more
lacking in opportunities for self-advancement than elsewhere in the
country. Throughout the countryside, small market towns act as serv-
ice centers for the surrounding agricultural lands which in turn serve
as links between those rural areas and larger secondary cities, some
of which are potential generators of regional growth.

While much of the funding from this program is targeted
for the Metropolitan Region, conceptually the small portion intended
for the other areas of the country is just as important. The philosophy
underlying this approacn is that the urban and rural areas of Panama
are to a considerable degree interrelated in complementary fashion.
Just as the Metropolitan Region of Panama is interdependent with the
non-metropolitan part of the country so in those latter areas the
cities and towns interact with their surrounding rural lands. The
poverty of *he rural areas like those of the cities demands attention
from the na.ional shelter program presented in this documrent.

Elsewhere in this Paper the precise housing options to
be financed under this pProgram in the non-metropolitan regions of Pa-
nama, city, town and country are described. From these different
options, three kinds of social benefits will be derived as a result of
improvement in shelter in the rural areas: first, the quality of life
itself will be enhanced by the better housing and services, water and
sewerage which, in turn will be reflected particularly in improved
health and positive attitudes towards one's living environment. Second,
housing and related facilities will serve to help retain and attract
the human resources required to manage the various functions of the
growth and service centers (commercial, financial, transportation, etc.)
so necessary for rural development, Finally, it is believed that
improvements in living conditions outside the metropolitan area will
benefit the entire country as they join with other inputs (to be fi-
nanced under the URBE program and by the GOP) to direct the flow of
inmigration to the secondary cities and make for a more balanced popula-
tion distribution throughout the geographic areas of Panama.



B. Beneficiary Participation

In all of the target areas of this program there is a high
level of community organization, both formal and informal. One of the
objectives of this program is to utilize this organization where it
exists and promote its incorporation in the new housing settlements so
as to enlist the active participation of project beneficiaries in all
phases of projects execution.

1. Forms of Participation

Program participation will take several forms in the
program,directly as labor in self-help construction of housing and
indirectly as savings generated by and for the low-cost housing solu-
tions provided. Most important, however, will be the participation of
the beneficiaries in the decision making process regarding the design
and building of communities in which they are to live. This key in-
volvement of the people for whom the project is intended is to be
achieved in three principal ways, through listening to them (via
surveys), relating to their formal participatory political groupings
and involving their informal community organizationms.

The Social Services Department of MIVI undertakes surveys
of the beneficiaries of housing and upgrading projects. This depart-
ment will receive technical assistance under this program, one of the
objectives of which will be to help prepare and conduct these surveys.
These serve a useful and important function in that they are a means
by which the people first make their concerns and interests known.
Questions on priorities for housing design or community facilities are
directed as one way of designing a program responsive to the wishes of
the beneficiaries. Other questions in the surveys of a socio-economic
nature elicit information on income, family size and household budgets.
This data serves also to plan houses which are compatible with the
needs and financial capabilities of the target population. Follow-up
surveys after project occupancy are conducted to gain a better under-
standing of how the program is actually affecting the beneficiaries;
results of these surveys are fed back to the programming office of
MIVI to help project design and execution.

A more active form of participation is through the many
community organizations which will become involved in the various
phases of this program. The formal political system is organized at
the community level along democratic, representative lines. There are
505 corregimientos, political divisions, in Panama, each one having a
representative who is a member of the National Assembly. Each corre-
gimiento is divided into Community Councils, which are, in turn, further
subdivided into local councils. The Community and local Councils are
organized into committees along sectoral lines, one for production,
health, social assistance, roads, sports, etc. Illustrative of the




degree of popular participation built into this system are San Migue-
lito and Chorrillo. 1In the former there are 5 corregimientos and 101
local councils, each of which represents approximately 1,600 persons
or 320 families. In the downtown tenement area of Chorrillo, each
condemned tenement building has a representative council (for an aver-
age number of 80 residents or 20 families). These are then grouped by
blocks into Local and Communities Councils. The local councils are
managed by a Board of Directors consisting of 7 directors and 5 depu~
ties whose members are elected by popular democratic vote once a year.
This formal representative system will be an important channel through
which project beneficiaries may become involved in the design of the

components of this project and in the feedback process during project
evaluation.

As important as this formal system is the informal one
of community organizations which can also serve as vehicles for the
involvement of beneficiaries in the project. Each of the neighborhoods
stated to receive benefits from this program has a number of entities
which have been formed to serve various social needs, ranging from
religious to health to recreational. 1In the squatter settlement of Boca
La Caja, for instance, there are eight such informal organizations
devoted to the improvement of some aspect of community life. 0f the
628 families living there in 1975, over half (53.3%) knew of some com-
munity development organization in the area and more than one in ten
residents (15.9%) belonged to one of the eight organizations. Clearly,
both to disseminate information about the program to the heneficiaries
and motivate the people to take part in various aspects of the program,
such as self-help home construction or the maintenance of community
facilities, the utilization of this voluntary community organizations
is essential to the successful realization of this program,

2. Participation of Women

Within the community organizations there is a high
degree of female participation and in some organizations it exceeds that
of men. This is due to the fact that in many households, the head of
the household is the mother. This, in turn, has been reflected in
projects previously executed which reveal a high proportion of women
who have received shelter loans and assistance. For example, in the
Cerro Batea Project, in San Miguelito, 28.2% of the 927 heads of fam-
ilies who received housing were women. Generally speaking, experience
shows that in Panama approximately 30% of the heads of households who
will benefit from the program will be women. Considering the active
participation of women in community organizations and the high propor-
tion of women who are heads of households, their aspirations and needs
will be incorporated into the general outline of the program.
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'3, Cooperatives

Another form of organization which can serve as a cata-
lyst for popular participation in the program is the housing cooper-
ative. The housing cooperative plays at least three roles which would
help the program achieve its goals: a) it acts as an intermediary
credit organization channeling loan funds for housing from BHN to the
low income family and assisting with the collection of mortgage pay-
ments; b) the cooperative performs a management function whic1 can
help with the unkeep and maintenance of housing and community facil-
ities; c) the cooperative can serve to mobilize local resources, man-
power, savings and land for shelter and community improvements. Hous-
ing Cooperatives are not new to Panama. A Technical Assistance Organi-
zation (TSO), FUNDAVICO, was created in the mid-sixties with assistance
from A.1.D. for the purpose of providing technical assistance to housing
cooperatives. The Nuevo Chorrillo Cooperative combines housing with
a production center for building materials, an educational program,
transportation and other functions. It is located in Arraijan and was
formed by residents of the Chorrillo tenement slum area who wanted to
create a better living environment for themselves. FUNDAVICO will be
able to provide assistance in the incorporation of Cooperatives into
the various components of this program. The Nuevo Chorrillo Coopera-
tive could collaborate in this process with its own unique experience
which is so relevant to this program.

C. Spread Effect

There are three primary ways in which the concept embodied
in this program which is a basic integrated planning approach to the
shelter problems of the urban poor, will be diffused so as to ultimately
benefit a far greater number of persons than are in the target popula-
tion: institution building, demonstration effect and the preparation
of new areas for future growth.

The purpose of this program is to increase the capability
of the GOP housing institutions to plan and execute shelter improve-
ment programs on a national scale, with a particular orientation to
the needs of the urban and rural poor. The total number of Panama's
people who live in poverty is estimated to be 715,000. There will be
about 100,000 direct beneficiaries of this program, approximately 50%
of whom, or about five percent of the Country's total, are in this
group.* According to the estimated number of people in the target
population,this program will directly benefit one in three of the
urban poor of Panama, a most wide-spread impact. If the GOP through
MIVI finds that it can successfuly aid this major proportion of the

* The other half of the beneficiaries are still below the median,
though above the twenty-fifth percentile.

1S
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Country's urban poor on a sound cost-recoverable basis and that the
program is well-received by the target population, there is every rea-
son to believe that it will be able to attractsufficient capital, from
internal and/or external sources to finance additional shelter programs
for those unable to find solutions in the private market system.

Potentially as important as this institutional "top-down"
means of program diffusion is the demonstration effect of a program as
far-reaching as the one described in this paper. Panama is a small
country; the great bulk of this program is destined for the Metropoli-
tan Region of Panama City and Colon, which, while comprising close to
half of the country's population, is only 147 of the land area. As
people receive benefits from this program and as residents begin to
occupy the new low-cost expandable housing or obtain credit for home
improvements, both previously unavailable to them, they will tell and
show others of their new, improved living conditions; similarly, non
beneficiaries will take note of what their neighbors have and they lack.
By this word of mouth system, carried from person to person in the
horizontal communication channels of the poor of cities everywhere,
word should filter up through the representative decentralized political
system described above and politicians should seek increased programs
of the kind here described in response to the expressed will of their
Constituents.

Finally, the program will create the pre-conditions for its
own replication as it carries out the planning and builds the infrastruc-
ture which should serve as the foundation and the generator for increased
improvement of shelter after funds for this program are all disbursed.
This "launching-pad" effect is particularly significant in peripheral
areas, which have the greatest potential for growth. The fact that
many areas of San Miguelito or Chorrera/Arraijan or the new lands in
what is now the Canal Zone will have water and sewerage and new housing
will in itself serve to encourage future investment in shelter.

D. The Program and the Country Development Strategy Statement
(CDSS)

0f the five major sectors targeted for A.I.D assistance in
the period 1981-1985, this $75 million HG loan relates to four: rural
growth centers, employment creation, environmental enhancement and
human resource development. The CDSS attributes the major benefits
accruing from this program to the second of these, or employment creation:

"Considering the expected urban growth and the beneficial
effects of housing construction on primary and secondary employment
creation, we believe that this A.I.D. sponsored mechanism for attract-
ing private investment to social overhead projects will continue to play
a major role in Panama's development. We see the HIG program as not
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merely complementary to our strategy or to our strategy of employment
creation and economic growth, but absolutely essential." (PP. 56-7)

While the number of jobs created by the construction
activity generated by the considerable investments of this program
will be high, its major development impact should be more pervasive
and far reaching than is reflected in employment generation alone
recognizing, however, that problems of inadequate shelter and
resources are usually a product of inadequate income. Th? CDSS is
explicit in its recognition of both the size and the gravity of the
problems related to urban poverty in Panama as illustrated by the

. following excerpnt:

— —

"While the urban poor have access to some of the basic serv-
ices that their isolated rural neighbors lack, their housing conditions,
too, are highly inadequate. They live in conditions of extreme crowd-
ing, with access only to communal water sources and unsanitary waste
disposal facilities. Of even more concern is the absolute lack of
employment opportunities, compounded by an absence of basic skills needed
to compete in the job market. Unlike their rural counterparts, who at
least have their limited land to fall back upon in order to feed their
families, the urban poor are entirely dependent on a monetary economy
with a cost of living index among the highest in the Western Hemisphere.
Seen in the context of growing migration and natural growth that are
rapidly making the Metropolitan region the major locus of Panama's pop-
ulation, urban poverty, currently a source of concern, becomes a cause
for serious alarm in the coming years and decades. This switch from
predominantly rural to predominantly urban poverty appears increasingly
to be characteristic of countries in the intermediate stages of develop-
ment. And it is increasingly alarming that in Panama, as elsewhere,
what do do about urban poverty and unemployment is proving to be a
tougher problem than was what to do about rural poverty'"(PP. 5-6).

This integrated shelter program recognizes the comprehensive
and difficult character of urban poverty. The ultimate goal of develop~
ment in urban areas as elsewhere is to create conditions wherein men
and women may fashion a life according to their own needs and values.
The city has traditionally been a place of opportunity. For this to
remain true in developing countries where this facilitating role becomes
s0 crucial, a comprehensive approach to urban poverty is necessary:
housing, water, sewerage, health centers, educational facilities and
community organization, each is a part of this program and each inter-
acts with the other to create living conditions in which hope and ini-
tiative may translate into opportunity, employment and development.

2 e
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VI. Financial Analysis and Plan

A. Financial Analysis

This section focuses on the loan borrower, the BHN, and
presents discussions on a) the BHN's financial condition, b) the po-
tential for a secondary mortgage market operation, c) the interest
rate structure for the program and d) the delinquency situation.

1. Financial Overview of BHN

As has been mentioned elsewhere, the financial condition
of the BHN is not good. Since its establishment in 1973, the BHN has
been required to finance any and all projects developed by MIVI, cover
MIVI's operational costs, and service external loans whose costs were
greater than the income received to repay those loans. These require-
ments, over which BHN had no control, resilted in annual operating def-
icits, which as MIVI's operations increased, also increased accor ingly.
Over the years, the operating deficit accumulated to a point where in
December of 1978, it totaled approximately $18 million, of which some
$6 million was accountable in 1978 alone. The fact is that annual
income from operations has been far less than expenses required to
mount these operations and the only way the BHN has been able to remain
in business has been to secure new and larger loans to cover this oper-
ating deficit. For this very reason there has been no discernible
cash flow problem at a time when the BHN has been losing money.

Although some steps have been taken to reduce the annual
operating loss, such as discontinuing the practice of BHN paying MIVI's
administrative expenses, the loss will continue unless either expenses
are reduced or income increased. To determine what could be done to
remedy the situation, various alternatives were tested in a ten year
cash flow projection.

The first alternative assumed an injection of fresh, in-
terest free capital of $25 million provided by the GOP, plus the $75
million HG program funds outlined here and the $5.4 million URBE loan,
all of which would be invested in housing projects as soon as feasible.
Even with these large new sources of capital, the accumulated operating
deficit would reach approximately $45 million by the end of 1985, be-
fore beginning to level off. This alternative clearly indicated that
the essential problem was the high interest payments due on the approx-
imately $100 million in market rate commercial loans from external
lenders,

The second alternative was predicated on the GOP absorb-
ing the interest payments on those commercial external loans. This
alternative showed that the annual operating deficit would be negli-
gible until 1986, when net operating profits would begin to reduce the
accumulated deficit.

¥l
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: The third alternative would have the GOP agree to cover
the annual operating deficit until that time when the BHN begins to
turn a profit.

Either of the two latter alternatives are most likely
to be selected by the GOP as whole or partial solutions to be taken
along with other, to be identified actions. Both are similar in that
the GOP, by adopting either, is taking upon itself, rather than the BHN,
responsibility for resolving a problem that was not created by BHN,

The fact is that the problem is being transferred from the BHN to the
GOP so as to ensure the financial survival of the key housing finance
institution.

These actions alone will be effective only if the BHN
is able to prevent the recurrence of similar problems in the future.
This means that the BHN will have to restructure its operations as
planned, implement a system of internal control, and prepare good fi-
nancial studies prior to making decisions on future loans and invest-
ments. The GOP has stated categorically that it will take any and all
steps necessary to correct the BHN's financial condition.

2. Secondary Mortgage Market Operations

BHN has been authorized by the GCP to design and imple-
ment a secondary mortgage operation whereby the BHN would sell securi-
ties backed by its mortgage portfolio. Since 1978, A.I.D. has funded
technical assistance to BHN to help set up that operation. When ini-
tiated this year, the program will operate with the Savings and Loan
Associations selling its mortgage insured participation certificates
and the BHN selling participation certificates from mortgages on MIVI
projects. The funds generated from sale of the certificates of partic-
ipation will be used to finance new projects developed by both MIVI
and the S&L's. One estimate is that this program will generate a mini-
mum of $10 million annually.

There is a captive market in Panama for this type of
program, in that the commercial banks are required by law to invest
50% of deposits in housing, which, to date, has not been done by most
banks. Moreover these mortgage participation certificates will be tax-
free, and will require minimal servicing, thereby enhanciug their at-
tractiveness to the commercial banks and other institutional and indi-
vidual investors.

There are two distinct financial advantages to BHN in
implementing this program. One is that these participation certificates,
because of their tax-free status, will carry a lower interest rate than
the yield on BHN/MIVI mortgages, thus providing a new source of income.
Secondly, the BHN will be able to loan the proceeds from the participa-
tion certificates at market rate terms, and earn a more respectable
return on its investments.
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The speedy initiations of this operation is important to
this HG program. It is expected that the GOP's contribution for new
shelter solutions will be provided by funds generated by the secondary
mortgage market. About $3 million will be required annually, which,

given the estimated $10 million to be raised annually, should be attain-
able.

3. Interest Rates

In Panama, commercial banks are making mortgage loans at
rates ranging as high as 13% per annum, which is assumed to be close
to the true market rate, and is based on the cost of money to them.
The BHN sets its interest rates by administrative actions, not as a
result of determinations made by the Ministry of Finance, the Banking
Superintendent, or any other regulatory agency. Therefore, the sole
factor in setting the interest rate for loans to mortgagors is the cost

of these fundsto the lending institution and the cost of administering
the loan.,

It is expected that the HG Toan will carry an annual
interest rate of 10.5% to the BHN, which given the variabilityof in-
ternational monev market may vary somewhat between now and the time
of negotiation and the signing of the HG Loan. The loan will he pro-
vided for a term of thirty (30) vears with a ten (10) year grace
period. The BHN recognizes the problem of decapitalization, which has
occurred inprevious projects due to insufficient or non-existent
spread hetween the cost of loan funds and the return or proceeds
from relending activities. Therefore the BHN intends to relend the
HG loan funds at terms to provide adequate income to pay for loan ad-
ministration costs of the program, while at the same time prevent de-
capitalization, The "HN believes that a 2% spread, which implies
relending the HG loan proceeds at an estimated 12,5% p.a,, will
be adequate to cover loan costs. The terms of the loans to benefici-
aries will also be less than 30 years and will not include a grace
period, both of which should help increase the margin. As BHN
becomes better organized and more cognizant of the true costs of
administering mortgage loans and an internal audit system is put in
place, adjustments will be made in the spread, if required. In no
way will the HG loan exercerbate the poor financial health of the BHN.

Pt
N
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4. Loan Payment Delinquencies’

o MIVI is responsible for management of the BHN loan port-
folio. To date, it is estimated that the number of loans in arrears
amounts to about 1% of its loan portfolio. Annual collections totaled.
appfoximately $6 million in both 1977 and 1978. '

MIVI maintains that the percentage of loans in arrears
is decreasing due principally to the implementation of a payroll de-
duction system.

B. Financial Plan

The total HG investment in this program is expected to reach
$75 million, including the first of $25 million and two projected HGs of
$25 million each. The GOP contribution will add another $20.4 million,
and $8.6 million in beneficiary down payments completes the package.
This will finance new shelter solutions and home improvement loans
for an estimated 19,800 low-income families.

The HG loan program will be carried out through three loan
authorizations with an initial authorization in FY79 for $25 million.
This 1lst Phase will be used to finance projects in on-going MIVI project
areas. Two additional HIG loans of $25 million each are proposed for
FY81 and FY83. Their project design will take into account the findings
of in-depth evaluations carried out prior to each subsequent authori-
zation. Project Papers (PPs) will be submitted to AID/W to request the
additional HIG loans. The PPs will present evaluation findings as well
as detailed technical and financial plans which specifically describe
where, how, and when succeeding authorizations will be allocated. They
will also describe how the additional HGs will interrelate with other
urban development and employment generation activities being developed
by the GOP and the Mission.

?{;z.! *
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Table 8

SUMMARY INVESTMENT PLAN

($000's) ' ,
, BENEFICIARY
. NUMBER OF AVERAGE UNIT CONTRIBUTION TOTAL .
SOLUTIONS COST H.G. G.0.P. DOWN PAYMENT INVESTMENT:
I. Urban Community .
Upgrading and 2,800 $ 17,000 s 5,000 $ 2,000 $24,000
Renewal o
1. Shelter 2,800 - (¢7,210) 16,000 3,200 2,000 21,000
2. Facilities o
and Infra- : :
structure ' 1,000 1,800 - 2,800
A. Tenement Areas 15,000 4,000 2,000 21,000
1. Shelter
(Apts.) 2,000 (10,000) 15,000 3,000 2,000 20,000
2. Infrastruc-
ture - 1,000 - 1,000
B. Squatter Areas 2,000 1,000 - 3,000
1. Shelter Im-
provements 800 ( 1,500) 1,000 200 - 1,200
2. Facilities &
- Infrastruc-
ture 1,000 800 - 1,800
IT.  Urban Growth
Areas/Shelter
& Services 14,200 53,000 14,000 6,000 73,000
1. Shelter
Units 11,700 ( 5,130) 45,000 9,000 6,000 60,000
2. Shelter Im-
provement
Loans 2,500 ( 1,920) 4,000 800 - 4,800
3. Facilities
& Infra- \
structure 4,000 4,200 - 8,200
A. San Miguelito
North 26,000 6,700 3,000 35,700
1. Shelter
Units 5,900 ( 5,080) 22,400 4,600 3,000 30,000
2. Shelter
Loans 1,200 ( 1,770) 1,900 400 -- 2,300
3. Facilities
& Infra-
structure 1,700 1,700 - 3,400
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BENEFICIARY

NUMBER OF AVERAGE UNIT CONTRIBUTION TOTAL
SOLUTIONS COST H.G. G.0.P. DOWN PAYMENT INVESTMENT
. Chorrera/
. “Arraijan. $10,000 $2,800 $1,100 $13,900
1. Shelter o
) Units 2,100 ($5,240) 8,300 1,600 1,100 11,000
2. Shelter n
Loans 1,050 ( 910) 800 150 - 960
3. Facilities
& Infra-
structure 900 1,050 - 1,950
. Colon-Sabanita 3,000 650 350 4,000
1. Shelter
Units 700 ( 5,000) 2,600 550 350 3,500
2. Shelter .
Loans 250 200 50 - 250
3. Facilities
& Infra-
structure 200 50 -- 250
. Canal Zone or
Other 14,000 3,850 1,550 19,400
1. Shelter
Units 3,000 ( 5,167) 11,700 2,250 1,550 15,500
2. Shelter
Loans 1,100 200 -- 1,300
3. Facilities
& Infra-
‘structure 1,200 1,400 - 2,600
~III. Secondary Cities
and Town Shelter 2,800 5,000 1,400 600 7,000
1. Shelter Units 2,100 ( 2,860) 4,500 900 600 6,000
2. Shelter Loans 700 ( 860) 500 100 - 600
3. Facilities &
Infrastruc-
ture 400 -- 400
A. Secondary
Cities 2,400 ( 2,650) 4,500 1,310 540 6,350
1. Shelter
Units 1,800 ( 3,000) 4,050 810 540 5,400
2. Shelter
Loans 600 ( 920) 450 100 - 550
3. Facilitics &
Infrastruc-
ture 400 -- 400

BT



-66-

BENEFICIARY
NUMBER OF AVERAGE UNIT - CONTRIBUTION TOTAL
SOLUTIONS COST H.G. G.0.P. DOWN PAYMENT INVESTMEN;
B. Rural Communi-
ties 400 $500 $90 $60 $650
1. Shelter . ‘
Units 300 ($2,000) 450 90 60 600
2. Shelter
Loans 100 ( 500) 50 - - 50
TOTAL PROGRAM 19,000 ( 5,250) 75,000 20,400 8,600 104,000
1. Shelter
Inits 15,800 ( 5,440) 64,500 12,900 8,600 86,000
2. Shelter
Loans 4,000 ( 1,650) 5,500 1,100 -- 6,600
3. Facilities &
Infrastruc-
ture 5,000 6,400 -- 11,400

I



Table 9

ATD HCUSING GUARANTY
SHELTER § COMMUNITY UPGRADING-PANAMA
PROGRAM COST BREAKDOWN

".BY COMPONENT & SOLUTION TYPE

Inflation
Sub-Frogram No. of Unit Price Total Cost Unit Price Total Cost Cost
Component/Type Solutions 1973 § 1979 Prices Ave. L.0.P, L.0.P. L.0.P.
(Ave.) ($0007s) (Ave,) (80007s) ($0007s)
I. Urban Community
Upgrading and Renewal 2,800 (6,464) 20,570 (7,571) 24,000 3,430
1. Improvement loans Total 800 (1,500) 1,200 (1,500) 1,200 -
a) Extra Room A 320 1,125 360 1,125 360 -
b) Sanitary Instal. A  uQgQ 1,500 600 1,500 600 -
¢) Combination c 80 3,000 240 3,000 240 -
2. Renewal Units Total 2,000 (8,450) 16,900 (10,000) 20,000 3,100
a) 40 m? Apt. B 900 7,500 6,750 8,875 7,988 1,238
b) 50 m? Apt. C 900 9,000 8,100 10,651 9,586 1,486
c) 60 m? Apt. C 200 10,250 2,050 12,130 2,426 376

frastructure Total - - 2,470 - 2,800 330

_L9_



ATD HOUSING (TARANTY - SHELTER & COMMUNITY UPGR~3.NG-PANAMA

Inflation
Sub-Frogram No. of Unit Price Total Cost Unit Price Total Cost Cost
Comoonent/Type Solutions 1979 $ 1979 Prices Ave. 1.0.P. L.O.P, L.0.P.
(Ave,) ($0007s) (Ave.) ($000's) ($000%s)
IT. Urban Grewth Areas
Shelter & Services 14,200 (3,981) 63,330 (42563) 73,000 9,670
1.  Improvement Loans
Total 2,500 (1,000) 2,500 (12000) 2,500 -
a) Low A 1,000 500 500 500 500 -
b) Medium A 1,000 1,000 1,000 1,000 1,000 -
¢) High B 500 2,000 1,000 2,000 1,000 -
2. Shelter Units &
' Loans Total 11,700 (4,618) 54,030 (5,325) 62,300 8,270
a) Serviced Iot A 200 2,200 Ty 2,550 510 70 &
. '
b) Serviced lot & .
Loan A 800 3,120 2,496 3,470 2,776 280
¢) Piso-Techo Unit A 3,100 3,600 11,160 4,175 12,942 1,782
d) Piso-Techo & o
Loan A 1,700 4,520 7,684 5,085 8,662 -978
e) Basic Unit A 4,800 5,000 24,000 5,800 27,840 3,840
f) Standard Unit B 1,100 7,500 8,250 8,700 9,570 1,320
Facilities and
rastructure
Total - - 6,800 - 8,200 1,400



ID HOUSING GUARANTY - SHELTER § COMUNTITY UPGRAD!! .C-PANAMA

T - T Int lation
Sub-Progranm No. of Unit Price Total Cost Uit Price Total Cost Cost
Component/Tvoe Selutions 1879 $ 1979 Prices Ave. L.0.P. L.0.P. __L.0.P,
(Ave.) (S000's) (Ave.) ($000's) (S000's)
ITI. Seccndary Cities
and Towns
Shelter & Services 2,800 (2,168) 6,430 (2,357) 7,000 570
1. Shelter loans
Total 700 (857) 600 557 600 =
a) Rwal Towns A 100 500 50 500 50 -
bJj Secondary
Cities A 600 917 550 917 550 -
2. Shelter Units
Total 2,100 (‘2260_5_) (521470) (22857) 6,000 830
a) Rural Towns Ave.C 300 1,823 547 2,000 600 53
b) Second. Cities ' _
Ave. B 1,800 2,735 4,923 3,000 5,400 ‘ 477
3. Facilities & In- ; .
frastructure Total -~ - 360 - 400 Lo
% Solutions $ Funds
Component Summary Total 19,800 100% 90!330 100% 10#2000 1336704
1, Shelter & Impr.loans 4,000 20% 4,300 5% 4,300 -
2. Shelter Units 15,800 80% 76,400 85% 88,300 11,900 -

3, Facilities § Infras. = - 9,630 10% o 11,400 1,770
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FCUSING GUARMANTY - SHEITER ¢ COMMUNITY

T

UrGRAL |NG-PANAMA

Inflatvien

Sub-Frogram No. of trit Price Total Cest Unit Price Total Cost Cost
Compornent/Type Soluticns 1979 ¢ 1979 Prices  _ Ave, 1.O.P. ___ 1,0.P. _J1.0.P,
Income Percentile No. of $ of Total Cost % of Cost  Total Cost % Cost

Solutions Solutions 1978 prices 1979 L.0.P. L.O.P.
A. Below 25% 14,020 71% 48,840 61% 55,790 60%
B. 25 to 35% 4,300 22% 20,923 26%. 23,958 26%
C. 35 to 50% 1,480 7% 10,937 13% 12,852 14%
Total 19,800 100% 80,700 100% 92,600 100%:
-~

0L=



C. GOP Financial Contribution

The GOP contribution of $20.4 million will be invested in

two distinct programs. The bulk, or $14.2 million, will be loaned to
beneficiaries for new shelter solutions. The sale of BHN mortgage
backed securities will provide most, if not all of these funds. It is
possible, however, that the GOP may choose to sell some land or furnish
administration costs as a complementary source of funds. The remaining
$6.2 million will be used to finance community facilities and services
in each of the sub-programs and will complement $5 million in HG loan

funds for this same purpose. (Table 1-A on page 13 of the Project
Paper shows total GOP contribution during the first tranche of
project implementation for community facilities and services
(infrastructure) to complement $25 million of HG loan funds. Total
GOP contribution is to be $1.08 million. Also, it is shown in table
1-A where GOP infrastructure funds are to be invested in subprograms
I and II and the amounts of this investment. On page 27 of the
Proiect Paper, it is stated that MIVI has the overall responsibility
for coordinating and channeling the infrastructure funding of sub-
programs.)

As in the case of HG 009 (San Miguelito) BHN will onlend the
HG resources to the service organizations (IDAAN, TRHE)
for :nfrastructure. Beneficiaries will pay IDAAN, IRHE for the installa-
tion of the services following the regular procedures established by these
organizations which already have been used in 009.

With respect to streets, sidewalks, schools, BHN will enter
into loan agreements with the ministries of Public Work and Education.
Repayment to BHN from these government entities will be made to BHN
from general revenues allocated by MIPPE for such purpose.

The integrated approach in dealiug with the shelter problem
which is an integral part of the program has been fully agreed by MIPPE
and MIVI. Consequently, in preparing budget priorities MIPPE will work
in close collaboration with MIVI so adequate funding is available for
each specific project in each of the sub-programs. Until recently, the
gap between shelter and sup,.rting service; have evolved from the lack
of coordination between MIPPE and MIVI. Based on their commitments
to work together, the financial arrangement of the program and in the
planned technical assistance to both institutions in the overall plan-
ning/budgeting process, we feel confidente that the local resources for
related services and facilities will be available.

o~
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VII. Economic Analysis

A. The Panamanian Economy

Panama's strategic location and the presence of the Canal are
its principal resources and the basis for most of its past growth,
There are also fisheries and tropical forest resources to be further
exploited, but with considerable investment, and the development of
recently discovered copper deposits may not be economically feasible
for many years. However, good agricultural lands are extremely scarce
outside the limited commercial banana, sugar, and rice areas.

Thus, a dual economy has emerged in Panama. An open, dynamic,
modernizing sector development near the Canal, dominated by a services
oriented private sector linked to international trade and finance, is
the most evident sector, while the rest of the country, except for lim-
ited commercial agriculture, has remained mostly tradition bound and
based on subsistence agriculture. Of Panama's 1977 Gross Domestic Bound
Product (GDP) of $2254 million ($1273 per capita) services accounted 53
percent, manufacturing (including utilities) 20 percent, agriculture 16
percent, construction 5 percent, and the Canal Zone 6 percent. However,
the Canal Zone's 6 percent covers only wages of Panamanian employees;
other direct and indirect effects of the Canal Zone bring its overall
impact to three or four times this level.

At the same time, the high wage and benefit structure in the
Canal Zone has lifted general wage costs in Panama substantially above
the level of nearby countries, severely limiting Panama's export poten-
tial and therefore its overall economic growth. It also makes the gen-
eral price level in Panama much higher than its neighbors, so that the
price of even basic, domestically produced necessities is inordinately
high. Nonetheless, higher productivity in the urban compared to rural
areas, and correspondingly greater employment and income opportunities,
have continually drawn Panama's rural population toward the higher cost
metropolitan sector, especially greater Panama City, so that by 1977
Panama's population (1.8 million) had become 50 percent urban.

Panama's economic expansion was quite rapid during the 1960's
and early 1970's (7.8 percent annually, 1960-73) based primarily on
development of commercial and other services industries, some light
manufacturing, a construction boom, and expansion of export-oriented
banana and sugar output. But there has been little further growth since
1973 as the best import substitution possibilities played out and Pa-
nama's exports stopped expanding. The situation was aggravated by an
international trade recession and uncertainties over the new Canal
treaties. Annual private investment declined steadily to a 1977 level
that in real terms.was only one third of the peak reached in 1973. This
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resulted in a stagnating economy and steadily shrinking job market,
since the expansion of public sector investment was not sufficient to
prevent a drop in overall investment.

Panama's new government, which took office in October 1978, has
made resumption of economic growth a priority concern, clearly recog-
nizing the predominant role of the private sector in generating that
growth. 1In an attempt to stimulate private investment, the government,
for example, is considering revision of current GOP economic and labor
policies, and the autonomous agencies are being looked at with a view
to possibly reducing their role in the economy. The GOP's fledgling
industrial development financing institution is steadily expanding its
activities in providing financial support to a widening range of prof-
itable new investment opportunities in Panama. The government expects
that these and other developments will help stimulate private invest-
ment -- thus the general economy -- especially in exploiting the sub-
stantial new industrial development potential that the GOP feele is
being opened up by the release to Panama, under the new Treaties, of
lands and other resources of the former Canal Zone.

However, resumption of sustainable economic growth will also
require that the government continue to bolster the economy through a
properly balanced investment program which addresses both its short-
term and longer term requirements. The government feels a particular
need and responsibility to move quickly on investment activities with
a substantial direct impact on employment, in view of the cumulative
hardships that have resulted from Panama's recent lengthy period of
high unemployment. The GOP's longer gestating projects tend to focus
on improvements in the economic structure and often do not provide
the quick gains in employment and income that are essential to sustain
an economy during difficult times, or to launch an economic recovery.

Public investment is being carried out in the context of the
government's 1976-1980 Development Plan, which has resulted in capital
outlays of atout $400 million annually starting in 1976, and continu-
ing at this level in 1979. Work on a new five year plan has already
been initiated, with a development strategy which appears to differ
little from that of the past ten years. For example, the government

has defined its medium term objective as: resumption of economic growth

with better social and regional distribution; expansion of employment
and increased housing construction; more political democratization; a
more efficient public sector; better quality of education; greater
respect for human rights; improved foreign relations, especially with
the U.S., and better utilization and protection of natural resources.
A basic policy of fiscal austerity is to be followed, in recognition
of the government's continuing financial problems.

The GOP's current policy is to finance the bulk of its invest-
ment program with borrowed funds, with central government revenueu
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normally covering only its current operating costs. This low tax/low '
savings policy presumably will continue so long as credit ~- mostly
foreign -- remains available on reasonable terms and the government is
able to manage its increasingly burdensome public debt. The debt
reached $2.4 billion at year end 1978 and debt servicing costs amounted
to about half the 1978 consolidated government budget -- extremely high
levels by international standards. Thus, positive features of Panama's
economic outlook such as the development potential in Panama's new
resources from the former Canal Zone plus its new income from the Ca-
nal operation, are somewhat clouded by difficulties the GOP faces in
handling its huge and growing public debt.

B. The Panama Public Debt Situation

The further deterioration of Panama's public debt structure dur-
ing 1978 -- the $570 million increase to $2.4 billion outstanding at
year end (equal to Panama's Gross Domestic Product) and the big jump
in 1978 interest and Principal payment to $400 million (almost half
the GOP budget) have been a source of widespread concern.

A principal difficulty is that the GOP, in meeting its burgeoning
credit requirements of recent years, has increasingly resorted to non-
project credit from abroad on commercial terms, expecting it to serve
primarily a stop-gap role pending early increases in concessional
lending from the international financial institutions (IFI's). However,
this has yet to take place -- for example IFI project lending to Pana-
ma came to only $57 million last year compared to $555 million from
private foreign commercial sources. As of the end of 1978, 57 percent
of the GOP's total debt consisted of relatively short term, high cost
commercial credit from abroad, compared to 15 percent in IFI conces-
sional long term loans.

Moreover, this pattern is likely to continue for some time yet,
and tend to worsen the GOP's debt servicing burden in the absence of
‘'substantially increased government revenues and/or reduced investment
outlays,

The government will continue to require, however, an urinterxupted
flow of foreign credit, at quite substantial levels, in order to main-
tain the proper working of its financial structure. Foz this reason,
the GOP can be expected to maintain at all costs its outstanding repay-
ment record and good international credit rating ci the past. To this
end, it will continue to strive toward a less burdensome debt profile
through re-financing and maximizing the use of longer term financing.
If future revenue growth still proves inadequate it will simply be
forced to also cut back public sector investment, intensify austerity
efforts in its ordinary budget, raise taxes, or undertake some combina-
tion of these actions.
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C. Effeer of IIG Loan on Debt Service

The $75 million HG loan will be disbursed over a 5 year period,
averaging $15 million annually. In relation to the annual increase
in foreign debt ($570 million in 1978), $15 million will not signifi-
cantly add to the debt service payments. The terms of the HG Loan are
highly favorable (30 year term with a ten year grace period and an
estimated 10.57% interest rate) when compared to the usual terms on
commercial loans obtained by the GOP. 1In this sense, the HG Loan
supports the GOP policy to reduce dependence on high cost commercial
loans and to seek more favorable loans on terms generally associated
with IFI loans.

it
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VILl.. Implementaticn Arrangements

A. Responsibilities of Participating Agencies

1. National Mortgage Bank (BEN)

The BHN will be the borrower and will be responsible
for selecting a U.S. investor and negotiating the HG loan. The BHN
will also be responsible for making loan disbursements to MIVI, for
overall fiscal control during project implementation and for repay-
ment of the loan to the U.S. investor.

2, Ministry of Housing (MIVT)

The primary implementing agency will be MIVI whose res-
ponsibilities include project coordination, overall project planning,
programming, scheduling, budgeting, design, construction, supervision,
allocation of shelter units and pPost-occupancy management and adminis-
tration. With MIPPE, MIVI will coordinate other project inputs from
cooperating agencies such as IDAAN, IRHE, MOP and other ministries.

3. Ministry of Planning (MIPPE)

The major responsibilitv of MIPPFE is to coordinate the
development of this program with the overall national plan and budget
and to insure that all the participating agencies, including the sup-
port agencies such as other ministries, IDAAN, etc., receive adequate
budpetary support.

4. Panama Canal Authorityv

The Authority will make Canal Zone Sites available for
development of sub-projects.

5. Other Agencies

The Institute for Hydraulic Resources and Electrification
(IRHE) and the Institute for National Water and Sewer System (IDAAN),
in conjunction with MIVI, will plan, design and develop water, sewer
and electrical systems for the areas designated for development or up-
grading under this program.

6. Other Minissries

Several government ministries, principally Health and
Education, will be responsible for the development and construction of
support facilities--schools, health clinics--in those areas where MIVI
will develop new projects.



h

~r~

Guaranty v.S.
AlD Contract INVESTOR
$75 MILLION LOAN
A4
BHN
Nat. Mort. Bank :
.
T~
3
USAID DISBURSEMENTS
FISCAL ADMIN.
————— <
\ \
RHUDO
.o MIvi £ S MIPPE
Ministry Housing ~ COORDINATES Ministry Plannir
IMPLEMENTS
\ Va v/
SUB Sus SUB
PROGRAM PRCOGRAM PROGRAM
I I1 A III .
Urban Community Urban Growth Secondary City/Town
Uperading & Renewal Centers Small Rural Communty




B, Impiementation Procedure

The responsibilities of the three major implementation agen~
cies can be summarized as follows:

-~ Financial Agent: BHN
- Developer: MIVI
-~ Coordinator: MIPPE

However, within these broad categories each institution has
specific responsibilities for various aspects of the overall program
and each sub-project. Each of these activities has been assigned in
accordance with the designated role of each institution in the national
housing development scheme. See Implementing Agreement Chart, p.22A.

1. Role of BHN

. ~ Based on the ir-lementation schedule, prepare an in-
vestment plan for review and acceptance by MIVI

- Develop a Seceondary Mortgage Market Operation so as
to provide BHN with a source of local financing

- Assist the saving and loan associations to increase
their lending operations and resolve their loan arrears problem

- Repay the U.S. Investor

- Coordinate with MIVI in the preparation cf programs
to improve collection procedures and to reduce loan arrears

- Prepare financial reports required by AID to implement
this program

2. Role of MIVI

- Prepare Investment Plans for each sub-project

- Coordinate and secure cooperation from those agencies
responsible for providing and maintaining the community services and
facilities component of this program

- Through its Cooperative department, assist the cooper-
ative groups organized to participate in this program

- Collect and analyze social-economic data from program
beneficiaries

K.

™ - Maintain good construction cost controls and accounting
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and make same available to BHN for disbursement purposes

- Prepare project designs and construction documents,
let bids, supervise construction, and all other activities required
to carry out the physical aspects

= Collect loan repayments from beneficiaries and remit
same to BHN

3. Role of MIPPE

= In conjunction with MIVI and BHN, allocate financial
resources for shelter solutions and related facilities and services

- Insure that funds for community services and facilities
related to the program are made available

- Make provision for repayment to AID of the loan funds
from the URBE program for long and short term technical assistance.

C. Institutional Coordination

The coordination for this nrogram reauires a system that in-
cludes inputs from various institutions at the different levels of de-
cision and action within each institution. The roles and responsi-
bilities of the principal institutions~-of BHN as horrower, MIVI as
irnlementing agency and MIPPE as coordinator with other agencies—-is
outlined above in Sections VIIIA and B.

Coordination will he reauired at four distinct levels:
1, GOP policv level
2. Interinstitutional planning level
3. Project definition level
4. Project execution level

1. GOP Policy Tevel

Coordination at the GOP policy level will involve the
Presidency, }'1VI, MIPPE, BHN and to a lesser degree Ministry of Finance
and the Panama Canal Authority. Policy will be formulated and coor~
dinated at the ministerial or institutional head level. Principal
program inputs will be GOP financial resources from BHN, MIVI and
other agencies, provision of land from recuperated canal zone arcas,
and GO guarantvs.
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2. Institutional Planning Level

Institutions such as MOP, TDAAN, TIRHE, Ministry of
Education, Ministry of Health, and Municipal governments under the
general coordination of MIPPE will bring together the overall re-
quirements for infrastructure and services, both on-site and off-site.
These agencies will jointly prepare the capital program which will
include i.e. location, proje:t characteristics, financing, timing,

etc. When program requirements are sufficiently clear, they will
pass to the GOP policy level for approval.

3. Project Definition Level

At the project definition level the snecific requirements
for cach subproject will be developed. The magnitude and timing of
required inputs from the various agencies and institutions with reg—
pect to services, facilities and infrastructure and estimated
costs will be defined. This is the principal level in which MIVI will
have the lead role and will work with MIPPE, and the BHN. The pro-
duct of this collaborative effort will pass to the institutional
planning level for action at the project execution level.

4. Project Execution Level

At the project execution level coordination will be re-
quired among the different directorates of MIVI at both the central
office level and the ficld. This will be the responsibility of the
programming and budget directorate on the physical development side
and of the social division of MIVI for communityv development and re-
fated efforts.  Also, coordination of the provision of facilities
or services that are the responsibility of other agencies (i.e., off-
site infrastructure) will be handled at the departmental level with
recourse to each higher level for attention if required.

The following diagram illustrates how the process is
intended to function.

/0]
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--D. Authorization and Disbursement Procedures

1. Authorizations

This project paper presents an overall program for the
utilization of the $75 million HG program and requests that $25 million
be authorized. USAID/Panama plans to request additional authorizations
of $25 million each in subsequent FYs based upon evaluations and the
submission to AID/W of financial and technical assistance plans in
addition to specific physical and socio-economic plans and programs
which describe where, when, and how succeeding authorizaiions will
be allocated. Project Papers will be submitted to 3.5tify these
subsequent loans.

2. Disbursement Procedures and Conditions Precedent to
Disbursements

First Disbursement: An advance not to exceed $10 million
will be established with the first disbursement of the HG loan and will
be conditioned on the following:

a. Presentation by BHN of a plan satisfactory to AID
fcr the implementation of the commitment by the GOP to correct the
BHN financial problems.

b. Completion by BHN/MIVI/MIPPE of the arrangements for
contracting and placing long term technical advisors to the extent
allowed by funds available at the time of disbursement.

c. Presentation by BHN/MIVI/MIPPE to AID's satisfaction
of the plans/programs for which the proceeds of the first disbur=ement
will be used. Plans for each project should include what services and
facilities will be included and how they will be funded.

For each project under each sub-program for which part of
the $10 million will be used, the following information will be submitted:

Sub~Program I (Urban-Upgrading)

a. Urban Upgrading

Descriptive

- Overall description of the areas intended for
improvement with an economic justification for each's inclusion.

— Description of the type of improvements being
proposed.

)65
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- Description of target group to be served.
Financial

‘- Investment plans including specification of
source for project improvements. :

—- Estimated costs and collection procedures.

Administrative

~ Implementation Procedures.

- Specification of GOP agency, administering
programs.

- Specification of technical assistance require~
ments and funding source for same.

b. Urban Renewal

Descriptive
- Description of buildings to be demolished.

- Identification of families who will be relocated
in the area and where such relocation will take place.

~ Identification of the families who have agreed
to be relocated outside the area where such relocation will take
placa.

~ Comprehensive Community development plan for
affected areas.

Financial

- Preliminary design and costs involved in relocation
program. Schedule and funding for community services and facilities.

: - Estimation of monthly payment for target group
being served.

Administrative

- Implementation procedures.

- Specification of GOP agency administering program.
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:'= Specification of technical assistance requirements
and funding service for same.

- Administrative arrangements related to occupants/
tenants.

If such program is developed in first phase, additional
disbursements will be made on the basis of evidence submitted by BHN
and satisfactory to AID that (a) shelter units have been completed and
sold and the corresponding documents have been executed, (b) home
improvement loans have been completed and the services for the improved
areas are in operation. Reimbursement of the revolving fund by addi-
tional disbursements will be subject also to representations required
for each of the sub-programs for which the additional resources will
be used and for which the required documentation was not previously
submitted. In addition, final reimbursement for each specific pro-
ject will not be made until the identified services and facilities for
such specific project have been completed and delivered to the agency
responsible for their operation.

Sub-Program II

Peripheral Growth Areas

Descriptive

= Overall project descr:iption and the manner in
which the project relates to the overall planned physical and economic
development of the area where the target group is going to be located.

~ Overall site plan and type of solutions.

Identification and justification of services and

facilities.

- ldentification of environmental concerns and their
treatment.

- Portions of the target groups expected to be
served.

Financial
- Estimated costs of units,
- Funding source of services and facilities.

- Financial plan including mortgage estimates and
monthly payments.

/{) (f.’
)
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Admin}strative

and funding source

Implementation procedures
Specification of GOP agency administering program.

Specification of technical assistance requirements
for same.
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Sub-Program III

Secondary Cities

- Identical requirements as urban upgrading projects
depending upon whether sub-programs can be developed in Phase I.

(b) home improvement loans have been completed and the services for
the improved areas are in operation. Reimbursement of the revolving
fund by additional disbursements will be subject also to representations
required for each of the sub-programs for which the additional resources
will be used and for which the required documentation was not previously
submitted. 1In addition, final reimbursement for each specific pro-

ject will not be made until the identified services and facilities for
such specific projects have been completed and delivered tc¢ the agency
responsible for their operation.
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E. Evaluation

Given the magnitude of the proposed program, it will be
necessary to assess the effectiveness of each of the program outputs
in contributing to the achievement of the program's goal and purpose.
The Logical Framework is the most important document against which ef-
fectiveness and progress can be measured. Periodic and regular checks,
based on the Logical Framework and the Planned Performance Tracking
Network will be carried out in an effort to evaluate the program.
The total evaluation.system will essentially follow the guidelines es-
tablished for all HG programs. Where baseline data on the target po-
pulation does not exist, MIVI will carry out necessary surveys to ob-
tain and compile it. Measurement of the baseline data results with the
pre-established benchmarks and indicators of success as indicated on
the Logical Framework will provide the basic element for evaluation.
Three specific "in-depth" evaluations will be made in addition to the
periodic and regular checks. Prior to the second and the third loan
authorizations, in-depth evaluations will be made to ensure that the pro-
gram's goals and purposes were met before continuing the program through
additional loan authorizations. This early feedback, particularly on
the program's impact on the proposed beneficiaries, will be especilally
important. This is all the more relevant when it is realized that this
program will reach an estimated one family out of each nine in the
designated target group population. The unique and potentially dif-
ficult urban renewal and upgrading program includes a family relocation
component, and in order to prevent possible beneficiary dissatisfaction
which will cause problems, it requires careful monitoring and evaluation.
A final in-depth evaluation will be carried out at the conclusion of
the third tranche.

As presented in this paper, it is expected that the
funds authorized for the first phase will be used principally in pro-
ject areas where MIVI is currently developing subprojects, such as
San Miguelito (Torrijos-Carter project, Nuevo Colon, and Chorrera/
Arraijan) all of which meet the development criteria established for
this program. The objectives for this Phase are essentially the phy-
sical development of low-income shelter solutions; however, activi-
ties will be undertaken during this first stage to prepare for the
implementation of the more complex Phase II subprojects and the attain-
ment of those program objectives that are more diverse and all-encom-
passing than the development of physical projects. To measure whether
these objectives were attained during Phase I, the following

indicators of success will ba used to evaluate Phase I as a condition
prior to authorization of Phase II.
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1. 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.

2. BHN and MIVI have developed a financial/project construc-
tion implementation system so that project funding and construction
activities are carried out in an orderly manner.

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

4. In the financial sphere; a) the BHN secondary mort-
gage market program is operational; b) BHN has developed and put into
operation an internal audit system; c¢) an analysis of BHN loan
administration costs has been prepared and applied to new mortgage
loan operations; d) GOP is implementing plans called for in this paper
to correct the financial problem being confronted by the BHN.

5. MIVI and MIPPE efforts to effect a cohesive urban planning
coordination are being achieved.

6. Plans and surveys with respect to the physical, social,
and economic aspects of the Project have been completed for the sub-project:

(urban renewal, Canal Zone projects, rural shelter projects) contemplated
for Phase II.

7. A plan to incorporate some of the employment generation
activities under the USAID employment strategy to this program has been
completed.

8. The capacity of MIVI to deal with cooperative
housing groups and prepare cooperative housing projects has been
developed and the first loan for coonera ive housing has been made.

Phase IT encompasses a wider range of objectives
than "hase [. ihereas the subprojects develoned under Phase I assist
in part in carrvine ont the entire eamut of the nrogram's obhjectives,
it is ¢ssentially in Phase II that the program begins to focus more
clesely on these objectives. These objectives have to do with
strenghtening the institutions involved in housing, improvine the co-
ordination betwecn these institutions, promoting better urban planning,
particularly as it relates to environmental protection, identifying em-
ployment generation onpportunities, and fostering better community
development. The indicators of success for Phase 1T to he apnlied
prior to initiating Phase ITT are therefore somewhat different than
Phase T, and are enumerated as follows:

1= Projects in the urban renewal areas, the Canal
“one area, and the rural arcas, all of which were designed during
Phase T, are successfully initiated.

>
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2~ The Environmental Policy is successfully applied
to all projects developed by MIVI and/or financed by BHN.

3~ Financial and management technical assistance
to BHN has been completed and the BHN isg operating efficiently and
profitably,

4- The urban planning component of MIVI is functioning
efficiently and coordination between the executing agencies is
effective,

5- The planning for Phase TII subprojects has been
completed.,

6~ The Employment Generation plan has been adopted and
integrated into the program.

7- The Cooperative Housing Department of MIVI is
operating on a sustaining basis.

8- Technical Assistance to MIVI's Social Service
Department has been completed and the expected outputs generated.

Phase III will consist of a continuation and refine-

ment of the sub-programs and sub-projects initiated during the first
two phases.

F. AID Program Administration

The RHUDO Office in Panama will be responsible for implement-
ing this program. This will include review and approval of proposals
and plans for cach sub-project to ensure that each proposal meets the
criteria set by this Project Paper and the several agreements on which
the program is based. RHUDO must be assured that prior to each disburse-
ment, MIVI and BHN have met the conditions precedent to disbursement.
It will also coordinate the technical assistance component of the
program.

The RHUDO will be back-stopped by the AID Office of dousing
in Washington, which will offer advice, guidance, and consulting serv-
ices as required.

A substantial teclnical assistance effort funded by AID
will be mounted to ensure the speedy implementation of the program.
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G. Program Scheduling

A Planned Performance Tracking Network has been prepared to
assist in program scheduling. The Network demonstrates the sequence of
events to take place to ensure an orderly and well planned program
development. The events are scheduled to lead logically to a key event;
for example, prior to the first disbursement at the end of 1979, a
number of stages beginning with the approval of this Project Paper
must be completed. The Network shows that events take place sequen-
tially in order to ensure that the planning and design of the sub-projects
coincide with their scheduled implementation. Technical Assistance,
which is basic to the implementation of this program is fed into the
tracking plan at intervals timed for most effective use. This net-
work is also invaluable as a program evaluation tool.
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- Negotiation

- Contract signing

Sub-Program I

(Upgrading and Re-
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ments

Sub-Program I1I
(Peripheral Growth
Areas)

- San Miguelito

- Chorrera/Arraijan

- Colon Area
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Sub-Program III
(Secondary Cities)

Technical Assistance

- Project Advisor
- Urban Planning

- Social Development
- Financial Manage-
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- Cooperatives
- Short term

Evaluation
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" H. Covenants and Negotiating Status

1. Covenants
The GOP agrees to the following special covenants:

a. 50% of the program funds will be invested in shelter
solutions for families whose incomes fall below the 25th percentile of
income distribution scale in the urban or rural area where the projects
are developed.

b. BHN/MIVI/MIPPE intend to fully use the technical
assistance described in this program,

c. MIVI will give priority to new construction projects
designated for families affected by the urban renewal sub-program.

d. MIVI will use cooperative techniques to the greatest
extent possible in implementing this program.

€. The GOP will provide counterpart financing equal to
20% of each mortgage loan as well as funds for community services and
facilities as outlined in this document,

f. BHN will not borrow additional resources without
approval from A.I.D.

g. BHN will periodically analyze the real costs of ad-
ministering the loans originated by this program and make adjustments
in the interest rate to the beneficiaries, as required, to ensure insti-
tutional viability of the BHN.

h. MIVI will prepare for A.I.D. a study for each project
demonstrating land use suitability and environmental engineering
feasibility. ’

project compatibility with urban growth policies in the initial Project
. Identification Report,

j. MIVI will adopt erosion and sedimentation control
guidelines for Project design and implementation.

k. MIVI will secure commitments from the appropriate GOP
institutions to undertake: (a) inspections and maintenance of community
sanitary waste collection, treatment and disposal facilities; and (b)
the provision of basic infrastructure services and community facilit{ies.
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2. Negotiating Status

: Once the loan is authorized, a Letter of Advice will be
sent to the Banco Hipotecario Nacional, which in this case is the Bor-
rower, and a notice will be placed in The Federal Register to invite
interested Lenders to submit proposals in regard to the Loan.

The Banco Hipotecario Nacional, in consultation with
the Executive Committee, will enter into negotiations with the objective
of obtaining financing for the Program under the best terms and condi-
tions possible.

The terms and conditions of the four basic documents of
the project guaranty will be negotiated simultaneously.

The legal documents are:

- The Loan Agreement between the Investor and the
Banco Hipotecario Nacional (BHN).

— The Guaranty Contract: AID and the Investor.

- The Implementation Agreement: AID, the Banco Hipo-
tecario Nacional and the Ministry of Housing (MIVI).

- The Guaranty Agreament of the Republic of Panama:
AID and GOP.

- Before these documents are executed, a Supreme Decree
of the Cabinet Council approving the loan and the guaranty of the GOP
must be presented.
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'DEPARTMENT OF STATE' o

- AGENCY FOR INTERNATIONAL DEVELOPMENT
" WASHINGTON. D.C. 20523 ‘

GUARANTY AUTHORIZATION

Provided from: Housing Investment Guaranty Authority

Panama: . National Mortgage Bank

P:oject:f Shelter and Community Upgrading #525~HG~011

. Pursuant to the authority vested in the Assistant Administrator,
Bureau for Latin America and the Caribbean, by the Foreign Assistant Act
of 1961, as amended (FAA), and the delegation of authority issued
thereunder, I hereby authorize the issuance of guaranties pPursuant to
Section 222 of the FAA of not to exceed twenty five million ($25,000,000)
in face amount, assuring against losses of not to exceed one hundred
percentun (100%) of loan investment and interest with respect to loan(s)
oy eligible U.S. investors acceptable to A.I.D. made to finance shelter
and community upgrading for low income families in Panama.

lhis guaranty shall be subject to the following terms and conditions:

1. Term of Guaranty: The loan(s) shall extend for a period of up to
hirty years (30) from the date of disbursement of the first installment
f the loan, including a grace period on the repayment of principal not to
:xceed ten (10) years. The guaranty on the loan(s) shall extend for a
reriod beginning with the first disbursement of the loan(s) and shail

'ontinue until such time as the Investor has been paid in full pursuant to
‘he term of the loan(s).

2. Interest Rate: The rate of interest payable to the Investor
'ursuant to the loan(s) shall not exceed the allowable rate of interest
rescribed pursuiant to Section 223 (f) of the FAA and shall be consistent

1th rates of interest generally available for similar types of loan(s)
ade in the long-term United States capital markets.

3. Government of Panama Cuaranty:
rovide for a full faith and credit guara
nited States dollars against all losses
uaranty to the Investor or from non-paym

The Government of Panama shall
nty indemnifying A.I.D. in
arising by virtue of A.I.D.'s
ent of the guaranty fee.




4. Fee: The fee of the United States shall be payable by Borrower
in dollars and shall be one-half of one percentum (%%) per annum of the
outstanding guarantied amount of the loan(s) plus the fixed amount of
$250,000 to be paid as A.I.D. may determine upon disbursement of the
loan(s).

5. Other Terms and Conditions: The guaranty shall be subject to
such other terms and conditions as A.I.D. may deem necegsary.

Abelardo L. Valdez
Assistant Administrator
Bureau for Latin America and the

Caribbean
Date
Clearance: _ _
DS/H:David McVoy <7l S:if{/’?7
GC/H:Michael Kitay £-~0-7¢9

DS/H:Margery Sorock Y93 .5'5/x/7q
SER/FM/LD:Arthur Smith T

LAC/DR:Carol Peasley
LAC/DR:Carl Leonard
LAC/DR:Marshall Brown
LAC/CEN:William Luken
GC/LAC:Judd Kessler

b



DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
' WASHINGTON. D.C. 20%23

THE HOUSING GUARANTY PROGRAM

 STATUTORY CHECKLIST
| PANAMA

A. General Criteria Under HG Statutory Authority.

Section 22l (a)
Will the proposed project meet the following criteria:

(D is intended to increase the availability of domestic financing by

demonstrating to local entrepreneurs and institutions that providing
low-cost housing is financially viable;

(2) is intended to assist in marshalling resources for low-cost housing;

(3) supports a pilot project for low-cost shelter, or

(4) . is intended to have a maximum demonstration impact on local instity-
tions and national policy;

(5) is intended to have a long run goal to develop domestic construction
capabilities and stimulate local credit institutions to make available
domestic capital and other management and technological resources
required for low-cost shelter programs and policies? — Yes

Section 222(a)

Will the issuance of this guaranty cause the total face amount of guaranties issued
and outstanding at this time to be in excess of $l,180,000,000? -- No '

Will the guaranty be issued prior to September 30, 19807 -- Yes

Section 222(b)
Will the proposed guaranty result in activities which emphasize:

() projects providing improved home sites to poor familie;s" on which to

build shelter and related services;
(2)  projects comprised of expandable core shelter unﬁit‘s“"icy‘),nfsjerviéed sites;

(3)  slum upgrading projects designed to conserye: and improve ‘e'xist‘ih_g
shelter; : IR

ANNEX 2
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(4) ‘shelter projects for low-income people designed for demonstration or
- institution building; and '

(5) community facilities and services in support of projects authorized

under this section to improve the shelter occupied by the poor? - Yes

Section 222(c)
In implementing the project will consideration be given to the use of solar energy
technologies, where economically or technically feasible? -- Yes S

Section 223(a) S
Will the A.L.D. Guaranty fee be in an amount authorized by A.LD. in accordance
with its delegated powers? -- Yes ’

Section 223(f)

Is the maximum rate of interest allowable to the eligible U.S. Investor as
prescribed by the Admiristrator not more than one percent (I%) above the current
rate of interest applicable to housing mortgages insured by the Department of
Housing and Urban Development? — Yes

Section 223(i)
Will the Guaranty Agreement provide that no payment may be made under any

guaranty issued for any loss arising out of fraud or misreprcsentation for which the
party seeking payment is responsible? — Yes

Section 223(j)

() Is the host country a country that is presently receiving development
assistance under chapter I of part | of the Act or one that has received
such assistance in the preceding two years? -- Yes

(2)" Will the proposed Housing Guaranty be coordinated with and comple-
mentary to other development assistance in the host country? - Yes

(3) Will the proposed Housing Guaranty demonstrate the feasibility of

particular kinds of housing and other institutional arrangements? --
Yes

Is the project designed and planned so that of the aggregate face value of housing
guaranties to be issued, not less than 90 percent shall be issued for housing for
families below the median income, or below the median urban income for housing
in urban areas, in the host country? — Yes

i
Will the issuance of this guaranty cause the face value of guaranties issued with
respect to the host country to exceed $25 million in any fiscal year? -- No

Will the issuance of this guaranty cause the average face value of all housing
guaranties issued in any fiscal year to exceed $15 million? - No
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Section 238(c)

Will the guaranty agreement provide that it will cover only lenders who are
"eligible investors" within the meaning of this section of the statute at the time
the guaranty is issued? — Yes

B. Criteria Under General Foreign Assistance Act Authority.
Section 620/620-A

l. Does the host country meet the general criteria for country eligibility
under the Foreign Assistance Act as set forth in the country eligibility
checklist prepared at the beginning of each year? - Yes

2, Is there any reason to believe that circumstances have changed in the

host country so that it would now be ineligible under the country statutory
checklist? — No

119,
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*UBJECT:  PID - SKELTER IMPROVENLNYS FOR THE POOR
HG/CRANT) ' .

L. TME OAEC REVIEVED ALD APPROVED THE SUBJECT PID ON
DECEMSER 12, 1973, THE FCLLOVING GUIDAKCE 1S PROVIOED
10 ASSIST YHE NISSION 10 PREPARING YME PRDJECT PAPER.

2. PROGRAN FRANEVORK, . .

~=A. PROGRAM SCOPE. THE PID DISCUSSES ONLY THOSE
ROUSENG ACTIVITIES PRCPOSED UNDER THE OOLS. 23 MILLION
FY 19 WG. NOVEVER, SINCE THREE KG'S TOTALLNIG OOLS. 7§
MILLION ARE PLANNED CVER THE WEXY FIVE YEARS, TWE PP
SHOULD PRESENT AN INTECRATED PROGRAN COVERING ALL THREE
1G TRRUCHES ANO RELATED VECKLICAL ASSISTANCE. DETAILED
DESCRIPTEON AND ANALYSIS OF PRCP0SED PRCJECT ACTIVITIES
ALt BE REQUIRED, HOWEVER, CHLY FOR THE MIIITIAL DOLS. 23
TILLION,  ADOITIONAL AMALYS!S AND PROJECY OGCUMENTATION
LEQUIREHENTS FOR THE SUBSECUENT TRANCHES VILL BE

IDENTIFIED FDLLOYING EVALUATION OF THE FIRST TRANCHE. -

B, PROGRAM STRATEGY. THE PP SHOULD OUILSNE AN QVER-
ILL STRATEGY FCR TNE ENTIRE DOLS. 5 MILLION HG PACKAGE,

INCLUDING A DISCUSSIOH OF THE RCLATIVE BALANCE BETVEEN
JBIECTIVES TO (1) INCREASE A%D INPROVE PHYSICAL HOUSING,
(11} IMPROVE THE GOP°S INSTITUTILNAL CAPACITY 1O PROVIDE
»OV COST HOUSING, AND (111} GENCRAIE DOMESTIC RESOURCES
‘OR LOW COST HOUSING FINAKCE. YHE PP SHOULD ARTICULATE
THE SPECIFIC OBJECTIVES OF THE FY 79 NG PROGRAM AND

INETR RELATIONSHIP TO THC DVERALL HOUSING STARTEGY

\ND NISSION COSS, )

b. SUBFROJECT SELECTION.

'=A.  LOCATION., BECAUSE CF TNE REED TO IMTEGRATE
OHAYNITY SERVICES AND FACILTTIES, BASIC INFRASTRUCTURE,
MO ERPLOYHENT GPPORTUNITIES VITH HOUSING PROGRANS,

WE PP SHOULO SPECEFY CRITERIA FOR THE LCCATION AND
SNING OF € < ROJECTS 8% THFIR RELATED CONFONENTS.

HE PP SrGuLy ALSO DISCUSS ROV THESE CRITERIA FOR SUB-
ROJECT LT oT408 RELATE 10 LAED USE PLEHS AND CUIDE-
IME3 PRIZ.IID BY THE VATERSHIOD MANAGEREN] PROJECT AND

HUPL ACCITLEN h
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<<8.  TARGLT GRCUPS. THE PID DESCRIBES THE MEEQ ]

REACH THE LOVEST MNCONE CROUPS QN A SUBSTARTIALLY
IKCREASED SCMLE. ALTHOUSH TEE SOLUTIONS PROPOSED L]

THE ILLUSTRATIVE R12T OF PROJECTS ARE AFFCRDAELE T
FAMILIES VELL BELOW THE NIDtan, FURTHER RHALYSIS )
SHOULD BE OONE TO DETERILE VACTHER JT VOULD BE FEAZISLE
AND DESIRAELE 10 £/PAND TEL HUNPER OF MOAL MODEST
SOLUTIONS (AND THEREFORE ThE KUMGER OF BENEFICIARLES)
THAT AR UITHN REKTH OF FAMILIES N THE LOVEST GUINTIE.
THE PP SHOULD IHICLUDE AN ANALYTICAL PROFILE 0F SUBPRG~

- JECT BEMEFICIASIES AUD SHCULD NAKE THE CASE THAT THE

PROPOSED DISTRIGUTION OF SCLUTIONS 1S RiASOUABLE 1M
LIGRT OF THE HISSION €DSS, OVEPALL NG PROGRAN SIRAIECY,
MARKET DELAND, ARILITY TO PAY, TSRGET GROUP EQUITY AND
FUNAHCIAL, TECKHICAL AMD ADMIMISTRATIVE FEASIBILITY,

L. INSTITUTIQHAL AMALYSES.

=-A. INSTITUTIOUAL CAPACITY. IN RECOGHITION OF TIE
ORGAMIZATIONAL SHORTCORINGS OF RIVE, NPPE AND THE BuM
NOTED IN THE PiD AnD BY TRE DAEC, THE PP SHOULD DISCUSS
THE IMPLICATIONS OF GOP INSTITUTIOHAL WEAKNESSES FOR TME
PRASING OF TKE FIRSV TRAMCHE AND THE AESORPTIQN OF
SUBSEQUENT HG FUNDS,AND PRESENT . DETAILED TECHMICAL
ASSISTANCE PACKACE 1O ALLEVIATE VHESE IHSTHTUTIONAL
BOTILENECKS. THIS HIGHT IHCLUDE COMSIOERATION QF THE

BRP OR DTHER FINAMCIAL INSTITUTION AS INPLEMENTING AGENT
IF THE USE OF THE BHH #S DEENSD UNACCEPTABLE BY THE
KISSION. SINCE ACTUAL OESIGN AND COMSTRUCTION
ACPIVITIES VILL BIVOLVE (DARN, INRE ANO OTHER GOP
INSTITUTIONS, THEIR CRPASILITIES ¥IS-A-¥IS PROSECT
REQUIRENENTS SHOMD ALSO GE ADURESSED.

=-B. INSTITUTIONAL COORDIHATION, BECRUSE CF TuE

CONPLEX NAYURE OF TRIS PROJECT, THE PP SROULD

DEMONSTRATE HOW THE CCORDINATION AND REVIEW PROCESS

ASONG THE THREE KEY GOP ACTORS GIIVI, MPPE AND THE

PAHAMA CAHAL AUTHORITYS Wity BE EFFECTED. THE PP SHOULD .
ALSO DISCUSS COORDIMATRON CITH OTKER 00:108$ (E; G, Tt
VORLD BANN AND ITS COLOM DEVELOPMENT PROJECT) l‘lD :
CTHER CONPLELENTARY AID AED GO PROGREHS $M HEALTH AND
NUTRETION, EDUCAVION, ENPLOYMENT GEHERATION AND
IRDUSTREAL/COMNERCIAL BEVELOPHERT, ETC.

S. PROJECT MANASERIMT ~-SUB-PUOJECT APPROVAL RECRANESH

==A, INPLENENTATION PROCESS. BECAUSE OME OF THE
CRIECTIVES OF THE AID SHELTER PROSRAM 1% PAMANA s
STATED 1 THE PID) IS YO SThiHGUHEN Tt INSTITUTIONAL
FRAMEWORK VO (HPLEMENT GOP SKELTER POLICIES, AnD IN

ORDER 1O RINIMIIE BIRECT AID SUPERVISORY ACTIVIVIES,
VE SUGGEST THAT & HIGH DECREE OF IMPLEMEMTATION
RESPOUSIBILITY BE RGSEGUED TO THE CCP. MW THIS RECARD,
THE PP VILL FIRST NEED TO ()} OUTLIME THE GEMERAL
PROCESS YHROUGH VMICH SPECIFIC SUCPROJECTS ARE IDENTEFIED,
AMALYIED ARD DESIGNED; (1) OISAGGREGATE THE ROLES AND
RESPDHSIBILITIES OF THE GCP IEPLENMENTING RGERCIES; AND
GUE) INDICATE WAERE ED koW ERVIRONNERTAL, SOCIAL,
PEYSICAL AND ECONOMIC CONCERWS MILL BE CCHSHI[R[O N

THE IMPLCHENTATICH PRCCESS. OMCE SUBPROJECY CRITERIA
BAVE GEEM ESTACLISHED AND AN NPLERENTATION PLAN GEE
PARA. S. B} BAS BEEN APPROYED BY THE Ni3SI0% tn
CRLAEORATION ViTH MIVI, MPPE, INE PA%ANA CANSL RUTHORITY
AND OTRER RELEVAKE GOP AGEMCIES, FORMAL AID® REVIEV
VOULD €10 AND THE ACIUAL SUEPROJECT DEVELOPHERY AND
APPROVAL PROCESS WOULD BEGIN., THLS WGULO BE An
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INTERNAL GOP PROCESS WHERERY PLAMNS, SPECIFICATIONS, FINAIICE SUCK FACILITIES AND WO THE FiuanciLg

COSTS AND CONSTRUCTION SCHEOULES WOULD BE DEVELOPED 8Y RECRANISH SELECTED RELATE TO YARGET GAOUP oy,

RIZE FOR REVIEW A'iD CERTIFICATION BY KPPE AND THE PAMANA THE RISS10G SHOULD £L50 [XPtCAE THE POISIBILIIY OF

CAHAL AUTHORITY AS TO CONSISTENCY WVITH (1) THE IRPLEMENTA- USING CONPLERERTARY LO2RS €.6., tn ECUCATION, SEALTH,
TION PLAN AKD (11) LAND USE GUIOELINES AND LOCATION FAHPOVER TKAINING, ETC.) AmO/OR HAVENG TME CC2 BIRLCILY
CRITERTA DEVELCPED BY THESE #NSTITUTIONS, FINMICE THESE FacILITIES.

=+B. IHPLEHENTATION PLAN. 1N OROER 1O EMSURE PROPER 9. PROJECT FUNDING. THE CRANT FUXBING LEVELS aKD
FUNCTIOMING OF THE INPLERENTATECH PRCCESS, WE SUGGEST SOURCES FOR_ TECAIICAL ASSISYEKCE PROPOED IN TMC PID

TMAT A TIRE-PHASED IHPLEMENTATION SCHEDULE BE IHSLUDED APPEAR UNREALISTIC &Y THIS Tahs, CHILE A LCLS. 400,039
AS A CONDITION PRECCCENT TO IMITIAL DISBURSEMENT OF FUNDING PACKAGE I3 EE¥ISIONZD [ROM D3/M, THE 1IPUP FunD3
X6 Funds. THE PP SHOULD OUILINE VHAT WILL BE HEOUIRED ARE HOT LIKELY TO BE FORINCGAING IN THE AHOUNSS SUGGESTED
OF THE GOP IN THIS IHPLEMEKTATION PLAY. AS A nininun, I8 THE P10. NOREOVER, PHE SUREAU WA KO GR:NT FunDs -
VL SUGGESTY THAT THE PLAN {NDICATE VHEN AND KOV SUB- CURREHTLY AVAILACLE ARD FUTURE FUNBING PROZPECTS 22E
PROEJCYS, ON-SITE AND RELATED OFF-SITE INFRASTRUCTURE YOV EMCOURAGING. 1T 1S SUGGESTED, THEREFOUE, THAT

AND COMHMUNITY FACILITIES ARE YO BC PHASED; DETAIL INC THE PP INCLUDE A DETAILED ANALYSIS OF TECHNICAL

ROLES ARD RESPONSIBILITIES OF GOP IHPLEMENTIVG RGENCIES; ASSISTANCE REQUIRED 10 ACHIEVE PROJECTY PURPD3ES. of

AND OUTLIHE GEMERALIIED CONSTRUCTION AND OPERATION THE COST OF THIS T.A, IS WIGHIR THAN THE GRAST FUNDS
SCHEQULES. THE IHPLEMENTATION PLAN SHOULD ALSO 1CLYOE LINELY T0 BE AVAILAELE, THE RmISSton may VISk 10 consipem
) PRELININARY DESIGn3, SPECIFICATIONS, SITE ANO THE POSSIBILITY OF A TECKIICAL ASSISTANCE LO2N 1M CON-
SUBDIVISION/URBANT ZAT HON PLANS; (i1) PRELININARY COSY JUHCTION WITH THE MG LOANS.  WANCE )

ESTIHATES FOR HOME CONSTRUCTION, ON-SITE INFRASTRUCTURE
AXD CORMUNITY FACILITIES; AND (141} AN EVALUATION PLAY

T GEE PARA. 3. C). (HE GOP SHDULD ALSO AGREE THAT Fiuey
PLANS, SPECIFICATIONS AND BID DOCUMENIS VILL BE PREPARED
(UM TIHE FOR CERTIF ICATION AND THAT RELATED CFF-SITE
IHFRASTRUCTURE HOT FINANCED 8Y THE LOAN VILL 8E RADE
AVAILABLE O4 A TIMELY BASIS IH ACCORDANCE WITH THE PRE=~
PARED INMPLENERTATICH PLAN,

«-C." EVALUATION. THE PP SHOULO THCLUDE At EVaLUATION
PLAN VHICH INDICATE: HOV PRLLIMINARY EVALUATIOY
RESULYS OF THE FIRST TRANCHE CAN BE INCORPORATIO INTO
TEE DESIGH AND INPLCHEMTATION OF THE SECOND 2nD THIRD
- TRANCHES. TME PP SHOULD ALSG PROVIDE SUFFICIENT
BASELINE DATA TO MA:E RELEVANT EVALUATION POSSIGLE.
EVALUATION OF THE 1573 LOW INCOME HOUSING LOAN @ -D39)
NICHT PROVIDE USEFUL GUIDANCE 4N DESIGHING A PLAN FOR
THIS PROJECT.

6. INTERESY RATES. BECAUSE OF THE BHY LEGAL RORTGAGE
PAKINUM OF 9 PERCENT AND THE CURAEMT FHA BENCKEARK AT

9 AND 1/2 PERCENT, OUESTIONS VERE RAISED CONCERNING TNE
LORG TERH VIABILITY OF THE NG FUNDING HECHAMISH, THE PP,
THEREFCRE, SHOULD DISCUSS ALTERKATIVE WAYS ift WICH CON-
TINUED USE OF HG FuND3 CAN Ef ENSURED, INCLUCING RAISING
THE GOP INTEREST CEILING, MIXING HG AND BHY Fuios, -
VARIABLE PAYHENT SCHEDULES AYD LONGER PAYBACK PERIODS,
AND/OR LESS EXPENSIVE SOLUTIONS. THE SELECTION OF
ALVERNATIVES SHOULD BE BASED O A DETAILED RUELYSIS OF
PROPOSED MORTGAGE INTEREST RATES, COMPARING ABILITY TO
PAY AND EOUITY CONSIDERATIONS OF THE FARGEY CRDUPS 10 .
THE DECAPITALIZATICN OF HOUSING INVESTHEWT FUNB3 AT

ESS JHAH MARKET RATES OF INTEREST AND THE PRACTICAL
WECESSITY FOR BORAOWERS 10 PAY THE FULL COST oOF SHELTER

WHENMEVER POSSIBLE.

7. DEBT SERVICE. 1N VIEW OF THE DIFFICULY DEBY

SEAVICE SITUATICH FACED BY PARRMA, THE PP SHCULD_ADDRESS
POTENTIAL EXACERBATION OF THIS SITUATION DUE TO THE HFLow
OFNG FULDS ANO THE €FFECIS OF THE PRO RAN O

A CCHPREHEHSIVE STRATEGY TO DVERCONME THE DEET SERVICE
OVERBURDEN.

8. COMMUNITY FACILITIES. BECAUSE OF THE 1HPORTARCE OF
COMMUNLTY FACILITIES FOR ACHIEVING PROJLCT PURPOZES,
YUE PP SHOULD-DESCRICE N DETAIL HOW NG FUNDS it

 UNCLASS IF IED
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OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

Progrom or Sector Goal: The Lroader objective o
which this project contributes:

Improve living condition of urban

and rural low-income Panamanian
families.

Mezsures of Goal Achievement:

By 1985, production rate of low-
income shelter solutions by GOP
will have increased by 100X,

Records - Ministry of Housing and
Ministry of Planning. Final Evaluation
Report. FPanamanian Department of
Statistics and Census.

IMPORTANT ASSUMPTIONS
Assumptions for achieving goal tergats:
GOP and agencies policies and actions
contribute necessary rescurces and

priorities to low incoze mhelter and
services activities,
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Project Purpose:

Increase ccpability of public and
private housing sector to implement
progtass ol 1zproved shelter and
comnunity services by:

1. Developing BHN as the key SOP
housing finance institution.

L)

Izproving planning capability of
MIVI/MIPPE and eahancing coordina-
ticn of GOP implementing institu-
tions.

3. Directing resources to provide
shelter solution for low-income
families.

4. Izproving cooperative housing
development capacity,

5. leveloping labor intensive tech=
niques within MIVI to build low-
incnme housing and to generate
esployment. :

Conditions thot will indicate purpose has been

ochieved: End of project stotus.

1. BHN operating deficit elimi-
nated by 1985.
Secondary Mortgage Market in
operation.

2. Planaing capabilaty operational
and institutionalized.
Operational budgets of imple~
penting agencies coordinated.
BHN/MIVI effectively producing
solutions for low income fami-
lies at a rate equal to 252 of
the total annual increase in
number of those families in the
metro region.

A cooperative housing develop-
ocnt system established by 1980,
Number of covoperative housing
units tripled over 1980 level
(2,500 units) by 1984,
Employment in conatruction
sector exceeds 1973 peak on
sustained baxsis by 1982,

1. BHN Financial Statement.

2, Examination of planning documents.
Periodic evaluation reports.
Exaxination of agencies budgets
1981-81-83-84.

Publication of plan dvcuments.
MIVI studies, records, repo.ts.
FCH/AID report and MIVI records.
Ministry of Labor statistics.

Assumptions for ochieving purpose:

1. GOP continues financial support
of BHN.
BHN securities are attractive
investments in local market,

2. UOF supports planring efforts and
gives clear directions. )
Budgeting process requires insti-
tutions to ccordinate annual devel-
opment activities.

GOP pursues coordirated planning
approach,

GOP policy commitwment to countinue
to direct rescurces to familiesa
Lelow the median i1ncome level.

MIVI com3itment to use cooperstive
huuging system continues.

MIV]I makes cummitzent to eamplov lat
intensive construction techniques.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Outputs:

1.

New lew-income shelter solutions.
a) in tencoent areas.

b) ia urban growth areas.

<) in secondary cities and towns.

improved eaisziug shalters:

a) ir center city squatter areas.
t) in uttan growth areas.

€) 1n swecondary cities and towns.

New community facilities and serv-

ices installed and operating:

a) in center city renement and
squarter areas.

b) in urban growth areas.

€) in secondary cities and towns,

leproved infrastructure services:

) in center city tenement and
squatier areas.

b in urban prowth cquatter areas,

Increased employment in construc-
ticn sector,

Financial Plan, Financial manage-
ment system, secondary mortgage
markefr svstem, internal audit
bystem x:e all developed for BHN.

Program and long range plans pre-
pared for metro region urban devel-
opment programs, environmental
policies and practices adopted by
MIPPE/MIVI housing policy studies
prepared and housing policy
prepared.

Mognitude of Outputs:

1. Units completed and occupied:
a) 2,000 by 1983
b) 11,700 by 1984
¢) 2,100 by 1982

Loans mzde and houe imprcve-
ments completed by:

a) 800 by 1983

b) 2,500 by 1984

¢) 700 by 1582

Value of community facilities,

schonls, health posts, commer-

cial areas, trensportation rec-
reation, by:

a) $1.0 million by 1983

b) 5.50 million by 1982

c) 0.40 million by 1982

Value inmproved access, water
supply, stora & sunitary
sewers, etc., by:

a) $1.8 million by 1983

b) $2.7 million by 1984

a)

b)

2000 direct on site jobs
for 5 years.

3500 indirect jobs for §
years.

Financial plan adopted, poli-
cies, procedures =ad vperations
manuals prepared and staff
increased and trained in use of
Systems: mid management posi-
tions established for systems.

MIVI/BHN records and progress
reports.

MIVI/BHN records and progress
reports,

MIVI/BHN/other GOP institution
records and progress reports.

MIV1/IDAAN/HOP/Other GOP Records,
AID Progress Reports.

CAPAC Records.
Ministry of labor recurds.

AID reports BHN records,

MIVI/MIPPE/COP published documents
AlLD Consultant and T,.A. reports.

AlID, MIVI, aud other GOP agency
records and manuals.

MIVI, FUNDAVICOU, NUEVO CHORRILLO
documents. FCH OPG Reports.

1.

Assumptions for ochisving outputs:

a) suitable sites available for
developmert at readsonable cost
b! inflation ie not excessive
(over 82) (c) effective demand
materialize.

a) self-help groups and informal
sector contractors are effective
b) adequate materials supply and
control system is estublished

¢) sufficient home improvement loa-
demand can be promoted.

GOP agencies have identified
or budget counterpart funde
rufficient for investments.
GOP financing available.

&) labor use for construction
remains high., b) relation of direc
to indirect 3jobs is valid for
Panaza constructien industry.

GCP Comnitment to salvage BHN
continues.

Agreegent and coordination among
various GOP Planning authorities
can be achieved.

a) MIVI/BHN commits resources for
development of cooperative
projects.

b) working relationships can be
establizhed between MIVI-
FUNDAVICO-NUEVO CHORRILLO.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

WAPORTANT ASSUMPTIONS

Ourputs:

&

Project cevelopment process esta-
blished including eavironmental,
site planning, social planning
commuritv developzent and parti-
cipation studzes practices and
procedures, interagency

icplecentation/coovdination proce-

dures established fer BHN/MIVI/
IDAAN/MOF & others

MIV] cocperative developrment of-
fice estarlisted. 7Tatal coopera-
tive hous:iny, svsten rationalized.

Magnitude of Outputs:

system; mid management posi~
tions established for systems.

Specific development policies
and recormendations put in
effect by GOP action.

Housing policy published,

Specific project plans devel-
oped and approved incorporsting
indicated practices. A total
of 19,800 solutions provided

in projects prepared under new
process/precedures.-

Procedurcs, policies and opera-
tions canuals for MIVI office
adopted. MIV1 office staffed
and traired. MIVI-FUNDAVICO-
NUEVO CHORRILLO inter-
relat:onship established.
Approx 2,500 housing solutions
developed through cooperatives.

Assumptions for cchioving outputs:
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ANNEX &

Life of Prq‘_”clz

Feom FY ! 1o Fy_Y-

suPPLEMENY - Total L. S. Fundinwia_gi.l.l.inn___
Dote Prepared — .
Project Title & Number. PAGE 4
NARRATIVE SUMMARY OAJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION iMPORTANT ASSUMPTIONS
Inpute: Implementation Target (Type ond Quartity) Assumptions for providing inputs:
1. H& Prexran Leans 1. Three HG progran loans to BHN | 1.-3. AID, COP, Investor, MIVI, BHN| 1. U.S. iuvestars an Fe lowated
of $25 million each. reports and records
2. ?“‘"i :nvoﬂim"n‘ . 2. BHUN tainancial (endition aad Gup
A GOP counterpart 2. GOP, BHN and other funds total and GCP commitment of 1esources
B. Down Payzenta ing . A is ti=ely and a:dcquate
A. $!4 million for housing ’
3. Technical assistance $6.4rillion tor facilities 3. Technical expertise can be cen-

A. Short Term
B. Long Term

3. A,

and services
B. 58.6 millicn down payments
fcr shelter solutions

Long Term Assistance

~ 48 persea months project
aidvisor

- i person
planning.

- 16 person months-social
development

- 48 person months-coopera-
tives

- X4 persoa ronthy - tinanci-
Al management

B. Short term assistance

- % person menths-eny ron-
xvental precervation

= b person nonths-housing
policy

~ 9 person osonths-indor-
mation svstems

- 4 person zmonths-gite
planning

- 12 person months-commu-
nity develcpment

~ 4 person wmonths-~finencial
institution developmrent

- & person months-internal

manths urban

aucsit

tracted, GOP retains interest in
receiving assietance,. )
Punds for technical assistance
can be authorized from AID eour-.
ces.
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.P?TN-PANAMA 525— HG-011

EVENTS

Cooperative housing advisors begin 0.P.G.

PID approved, planning and design begin, PP work begins,

PP approved- FY 79 $25 million authorized

Program Implementation/Coordination tech. assistance starts o
BHN/MIVI/MIPPE begin work on C.P.'s, housing finance/management T.A;fbbgihs
Begin urban planning tech. assistance ' ‘
Begin social planning tech. assistance ,
Negotiations and agreements complete-Fy 79 $25 million under contract -
Planning and design initial projects SP III complete

Planning and design initial projects SP II complete

BHN plan complete, C.P's first drawdown met.

First drawdown, $15 million HG funds )
Construction procurement /arrangement SP TII complete, construction starts:
Project promotion, community organization SP II begins

Environmental protection T.A. complete, policies in effect

MIVI cooperative housing section in operation

Planning and design initial projects SP I complete

Construction procurement/arrangements complete, construction starts SPI
Construction 2nd. stage projects SP II complete, delivery starts
Planning and design all projects SP III complete

Community development T.A, complete, MIVI staff trained

Innovative site planning T.A. complete, MIVI staff trained

Secondary mortgage market T.A. complete, market in operation

Project and MIVI information system installed, T.A. complete
Construction of initial projects SP IIT complete

Delivery of units init.al projects SP II complete, mortgages recorded
Cooperative housing T.A. complete, (OPG), MIVI section takes over

First progress evaluation report FY 81 $25 million authorized
Negotiation and agreements compiete ~FY 81 $25 million under contract
Delivery of initial units SP III complete, mortgages/loans registered
Planning and design all projects SP II complete

Planning and design all projects SP I complete

Internal: audit T.A. complete, audit system in operation

Construction of all projects SP III complete

Construction of final projects SP II begins

Construction of final projects SP I begins

Second progress evaluation report-FY 83 $25 million authorized
Negotiations and agreements complete-FY 83 $25 million under contract
Delivery of initial SF I units complete, mortgages recorded

Delivery of all SP III units complete '

Project managements/coordination T.A. complete (tentative extension)
Social Planning T.A. complete, social system installed

Urban planning T.A. complete, capacity improved

Evaluation of T.A. complete

Construction of all SP I units complete

Delivery of all SP I units complete, mortgages recorded

Construction of all SP II units complete

Delivery of all SP II units complete, mortgages/loans recorded
Tentative project management/coordination terminates :

Final drawdeown HG funds

Final evaluation complete

SP= SUBPROGRAM



ANNEX 6

TARGET GROUP POPULATION AND INCOME DATA

1. - Population Data

The source of the population data is the "Direccidn de Estadisti-
cas y Ceusos' of the Comptrolier General's Office of the Republic of
Panama. Based on the results of the 1970 census, DEC computed mid-year
population estimates for each year from 1970 to 1980 at the national,
provincial and district levels. For purposes of this exercise, the
1978 estimates at the national and provincial levels were used. These
estimates did not, however, breakdown the data further into urban and
rural population. The Mission estimated urban and rural population
based on additional information obtained from the 1970 Census, Vol, III,
"Compendio General de Poblacidn," page 8 - Table 4 - "Poblacidn de los
lugares urbanos de la Repiiblica por Provincia: Censos de 1960 y 1970"
and from "Panama en Cifras" Octubre de 1975, page 38, Table 211-04,
"Poblacidén de las Ciudades mis importantes de la Repiiblica: Censos de
1950 a 1970 y estimacidn a 1980."

The Panamanian census defines "urban" as more than 1500 people
residing in a place wholly or partly served by piped water and sewerage,
paved streets and sidewalks, electricity, a secondary school and com~
mercial, social and recreational services. The 1970 census lists 33
urban places in the Republic. The DEC published in the 1975 "Panama en
Cifras" 1980 population estimates for the 7 largest urban places whick
in the aggregate accounts for approximately 85% of the total urban popu~-
lation. 1In estimating the urban population for 1978, the average annual
increase was computed for the 7 centers using the 1970 census data and
the 1980 estimates by DEC. This factor was applied against the 1970
data for an eight-year period. The remaining 26 centers with about 15%
of the population was estimated by projecting growth at their 1960-1970
intercensal rate. The rural population was obtained by a simple sub-
traction of this estimated urban population in each province from the
estimated population at the province level estimated by DEC.

It should be noted that the regional delineation, i.e. Western,
Centrzl, Metropolitan and Eastern used in this exercise does not conform
strictly to the official GOP definiticns. Portions of the provinces of
Panama and Colon are included in the Eastern and Central regions in the
official definitiuns, while in this exercise these regions are delin-
eated strictly along provincial lines. While it is possible to conform
the official definitions with the available population data, this
was not done because of constraints in conforming the available income
data along these lines. The result is a slight overstatement of the
number of poor people in the Metropolitan area which is offset by a cor-
responding understatement of the poor population of the Central and
Eastern regions.
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2. Income Data

Generally, income data, particularly in developing nations, are
notoriously unreliable, and Panama is no exception. The major reasons
for the unreliability of the data have already been indicated above.
Nevertheless, attempts must be made and, indeed, are made at estimating
income and to some extent its distribution. Two basic approaches are
generally used: the income approach which relies heavily on data gen-
erated from household employment or budget surveys; and the expenditure
approach which is primarily used for the estimation of national accounts,
i.e. Gross National Product, Gross Domestic Product, National Income,
Personal Income, Disposable Personal Income, Consumption, Investments,
etc. The former approach attempts to quantify income available to the
family and almost invariably is equated to cash income. Generally, lim-
ited attempts are made to estimate or valuate non-cash income. 1In the
latter approach, non-cash estimates are made in order to balance the
national accounts. Both approaches are subject to error. But in gen-
eral, the data obtained from an expenditure approach is of better qual-
ity and more verifiable than income estimates. The preference for the
expenditure approach to GNP estimation, as opposed to the income approach,
is mirrored in the survey research literature as well.

In developing the income distribution aspects of this exercise,
elements of both approaches were integrated in an attempt to take advan-
tage of strengths of each approach while minimizing their weaknesses.

In 1975, DEC conducted a nationwide household survey yielding provincial
level estimates broken out by rural and urban areas according to DEC de-~
finitions. This survey, conducted by the DEC at the request of the
"Instituto de Mercadeo Agropecuario"”, sought to determine family income
and family expenditures for food. While the sample was large enough and
representative enough, there is some doubt whether the questions were
designed with sufficient care to make it possible to evaluate responses
in an unequivocal manner. Results refer to a single month, which raises
questions concerning the representativeness of that month (June) for the
year. The raw income data for the provinces of Herrera; Los Santos and
Veraguas, for example, raise questions of reliability. The raw findings
for Herrera seem unduly low while those for Los Santos and Veraguas are
suspiciously high. TFurthermore, there is internal evidence that the
rural-urban income differences may have been overstated by the survey
results. Despite these inherent problems relating to the relative qual-
ity of the data, it was felt that the most important features of this
survey are unusually good level of spatial detail and the resulting in-
come distribution, in relative terms, of this spatial coverage. For
example, the survey revealed that 80% of total family income was perceived
in urban areas and 207% in rural areas; that 86% of urban income “as per=-
ceived in urban centers located in the provinces of Panama and Colon; 53%
of rural incomes were perceived in the provinces of Chiriqui, Los Santos

/50
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and ‘Cocle; Darien and Bocas del Toro are the two provinces with the
lowest income. These results seem to be consistent with other non-
income observable and verifiable indicators (see Table 7-1).

On the other hand, the income data, in absolute terms, are clearly’
expanded results, the product of estimating formulas which have been
applied to the survey data in order to achieve estimates for the total
population. The formulas have resulted in some repeating entries and
even multiples. There are some inconsistencies and, because of the
methodology, cannot be related to income data reflected in the national
accounts.

Because the national accounts data are generally preferred to data
resulting from surveys, it was decided to use this as the source for
our income data and apply to this the distribution characteristics
resulting from the survey. Personal income was chosen rather than GNP
or GDP for obvious reasons. The latest data available was for 1976,
so a 1978 estimate was computed based on the average rate of growth
for the two year prior to 1976. The relative spatial distribution
obtained from the 1975 survey was applied tou this estimate on the as-
sumption that the income distributien pattern had not substantially
changed during the relatively short period of three years.

In addition to estimating the spatial distribution of 1978 income,
a distribution by decile groups was computed by applying relative dis-
tribution patterns developed jointly by the World Bank and the United
Nations. This study incorporates results of a special income distribu-
tion survey conducted by DEC in 1970 as well as two AID sponsored

studies on public expenditures and income distribution. (See Table
7-2).

The results of these estimates of population, income, per capita ,
income and the distribution of income by decile groups are shown in
Table 7-3.



RELATIVE INCOME DISTRIBUTION BY PROVINCE

TABLE 7-1

AREA
Province Total
 Pénama.
 bafien
Colon
B¢cas‘de1 Toro
Coéle
Chiriqui
Herrera
Los Santos

- Veraguas

Source: Ingreso Familiar y Gastos en Alimentos en la Repiiblica, por
Ingreso Mensual de la familia en Junio, segiin Provincia y

AND RURAL AND URBAN AREAS

(In Percentages)

Total

[—
(=]
o
.

o

[—
o
o
o

0.7
9.4
2.2
‘3;9
10,2
2.3
2.9
3.4

13.0

"27.0

“‘u 4.7 -

7.4

ANNEX 6

’Utbanf

80.0

100.0

+0.1

8.9
1.1

2.5,

5.3
2.0
0.8

- 1.8

Area: Encuesta de Julio de 1975 (unpublished) DEC.

“

e
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TABLE 7-2

-INCOME DISTRIBUTION BY DECILE GROUPS

(In Percentages)

1-10 1.4 1.3
11-20 4.0 3.7
21-30 5.5 4.9
31-40 6.7 6:1
41-50 8.1 7.1
51460 9.6 é,b
6170 11.2 9.7
71-80 1354 11.7
81-90 16.4 14.7
912100 23.4 32.4

Source: Based on data included in the Joint IBRD-ECLA
‘ Project on Measurement and Analysis of Income
Distribution in Latin American Countries.
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Axea

URBAX
PARANA

URBAN
coLon

ALL

OTHER
VREAX
AREAS

RURAL
AREAS

INCOKE
prCILE
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‘ANNEX 6

NOTES FOR TABLE-INCOME DISTRIBUTION AND MAXIMUM UNIT PRICES

1.

10.

The annual per capita income data were taken from Table‘III,
Annex II to the draft CDSS prepared by USAID Panama i
January, 1979. ;

The monthly per capita income is calculated by dividing the
annual per capita income by twelve.

The monthly family income is calculated by multiplying the
monthly per capita income by five.

The monthly payment capacity percentage is taken from Chart
7-1 of this Annex.

The monthly payment amount is the monthly income times the
payment capacity percentage.

The maximum financing amount is the present value of a mort-
gage with the indicated monthly payment amount calculated for
12.5% interest and 25 year terms for urban areas and 12.5%
interest and 20 year terms for rural areas.

The maximum unit price is calculated by adding a 10% down-pay-
ment to the maximum financing.

The monthly payment capacity for a loan is also taken from
Table 2 but with a maximum of 10%.

The monthly payment amount for a loan is the monthly family
income times the monthly payment capacity.

The maximum loan amount is the present value of a loan with
the indicated monthly payment calculated for 12.57 interest
and 10 year terms.
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ENVIRONMENTAL THRESNOLD RECOMMENDATION

ProjectﬂLOcation:v Panana
Project Title: - Shelter and Community Upprading

‘Funding: FY 1979-1983 U.S. NG $75.00 million
DG % .63 million

Panama GOP $20.4 million
Beneficiary Contributions % 8.6 million
Total: $104.63 million

IEE Prepared by: Jeffory G. Boyer
Environmental Consultant
llational Savings and Loan Leanue

Date: June 19790

ENVIROHMENTAL ACTION RECOMMENDED:

Based upon a reexamination of the Panawa Shelter Prorranm at
the project desinn stase, it is recommended that the findinas of
an earlier Initial Environmental Fxamination, dated Fehruary
1979, be revised to reflect the substantive chanres which have
been made to the proposed shelter profram since the Project
Identification Document was prepared. 1In reconnition of these
project design changes, the followina environmental actions are
recommended:

1. Since the technical assistance component of the Panama
Shelter Program.will be funded by already approved
developrment srant and NG monies, the need for
environinental review of tHis program component is not
required because prior approvals have been aranted;

2. The findings of the earlier Initial Environmental
Examination for the secondary cities/rural communities
component of the !IG Loan are reconfirmed to have no
significant impacts on the environment. o
substantive chanves are being proposed in either the
nature or scope of shelter activities for this sector;
and

3. Because the urban component of the I'f loan has been
substantively revised in the areas of shelter
strategy, intesration with other GNP Jevelopment
programs, technical desipgn, and interagency
implementation arransements, the recommendation of the
earlier IEE to request that an Environmental
Asssessment be carried out should be rescinded. A

reexamination of the critical issues and environmental
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concerns, nreviously raised at the time of PID
rreparation, indicates the Project Paper has addressed
these environmental probler areas and taken
appropriate steps to eliminate the potential
occurrence of significant environrental effects.

Nased upon the environmental soundness of the revised
shelter progsram, it is recommecnded that a lMegative
Determination be pranted. T

(Approval/Disapproval of FEnvironmental Action Recomnended in the
IEE) ’

()I‘fiCC Or ”OUSin}",:.-....-............v.".-..-.--.Date‘:.."‘.*“".’.-:.‘-'...-
Feter 14, Kiwmm ’

Assistant

Administrator:. . ..ttt it erenrneeneneensNate:

1
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. i .
BACKGROUND INFORMATIC:

A;ﬁffove}Viéw of the Shelter Program

-~ The Panama Shelter Program is designed to assist the
GOP in improving shelter and community services for families
earning below the median income. The primary geographic
focus of the program is to address the urban problems
associated with rapid population growth in the metropolitan
region of Panama City and Colon. Specifically, the urban
component of the shelter program will direct its development
improvements to three areas--Colon, San Miguelito and
Chorrera/Arraijan (See Figure 1). To a lesser extent, the
shelter needs of selected secondary cities and rural areas
are recognized and financial resources of the program are
likewise directed to the rural sector.

A $75 million AID Housing Guarantee (HG) loan will be
disbursed over a 5-year implementation period (FY
1979-1984). The GOP will make a $20.4 million contribution
and participating beneficiary families will provide $8.6
million in down payments for a total program of $104
million., The technical assistance requirement will be
funded from approved development grant and HG monies.

B. Urban Problems and Proposed Shelter Strategy

In summary, the principal problems confronting Panama's
urban sector are listed below:

1. Limited housing construction, infrastructure and
' community services to meet the increasing urban
population demands;

2. - Limited access and insufficient housing capital
-+ for low-income households;

3. . Uncontrolled urban growth and limited planning

capacity/coordination among key ministerial
agencies;

y, Imbalanced population growth and economic
V development between urban and rural sectors;

5. Lack of social and economic integration in
g established urban neighborhoods;

6. High level of unemployment and underéémplpyment.”

iz’
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In recognition of these diverse but interrelated urban
problems, the strategy of the proposed Panama/U.S. AID
Shelter Program is to increase the capability of GOP hcusing
institutions to formulate and implementation of an
integrated national program of shelter and community service
improvements. Principal housing institutions to be
strengthened include the Hational Mortgage Bank (BHN),
Ministry of Housing (MIVI), and FUNDAVICO. These
institutional structures will be largely responsible for
development of housing policies, program development
activities, and design and implement physical/socio-economic
components of housing projects. To ensure the proper
integration and coordination of the Shelter Program with
other GOP institutions and national development priorities,
improved interagency coordination and planning will be
developed through specialized technical assistance. The
first phase of the technical assistance component will focus
on reinforcing institutional relationships and coordination
at the inception of the program.

C. Shelter Subprograms

The Panama Shelter Program is divided into three
separate subprograms, each distinct in terms of type of
shelter activities and geographic focus. The subprograms
will be directed exclusively to low-income families. The
implementation of the subprograms will be phased
sequentially over the expected 5-year life of the program.

1. Subprogram: Peripheral Growth Areas ($53 Million)

This subprogram is designed to reinforce GOP's
plan to strengthen selected growth areas in the
Panama City-Colon metropolitan region. Areas
where shelter projects are planned in designated
growth areas include: (a)- San Miguelito, located
northeast of Panama City; (b) La Chorrera-
Arraijan, located west of Panama City; and (c)
Nuevo Colon, located southeast of Colon. An
estimated 14,200 families are expected to benefit
directly from this subprogran.

Under this subprogram, HG funds will be used to
finance the construction of new shelter,
installation of water, sewer, electricity,
streets, neighborhood/community facilities and the

upgrading of existing housing structures in
squatter areas.

Llls
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“Subprogram: Urban Community Upgrading and Renewal
($17 million) ' :

"This subprogram will focus on the renovation of

the deteriorated wooden tenement structures
located in downtown Panama City and Colon.
Similarly, selected Squatter areas scattered
throughout both urban centers will be upgraded.
It is anticipated that approximately 2,800
families will benefit from this subprogram,

Shelter improvements in the urban tenements will
involve the demolition of physically deteriorated
and structurally unsound buildings. They will be
replaced with new residential structures including
affordable units to existing residents of these
target areas. Special socio-economic surveys will
be carried out prior to any physical demolition.
In addition, careful attention will be directed to
the preparation and implementation of relocation
procedures. In selected community upgrading areas
initial improvements Will concentrate on improved
infrastructure (water, Sewerage and electrical
Services), followed by home improvement loans and

better community facilities (health clinies and
schools).

Subprogram: Secondary Cities, Market Towns (35
million) and Rural Growth Areas

This subcomponent is designed to provide
additional shelter and basic community service
improvements in secondary cities and identified
rural growth centers. It represents an expansion
of financial resources for the integrated rural
development program known as URBE. Approximately
2,800 families will benefit from this subprogram.

Summary Financial and Institutional Implementation

Plan§

The $75 million HG program is to consist of three

Separate loan authorizations of $25 million each.
Disbursement of these monies is expected over a S5-year
period FY 1979-1984. A breakdown of the type and number of
shelter solutions and total cost for each subprogram is
shown in Table 1. Detailed identificatiqg_g£*§ubprojects
within each subprogram is presented incghnex 1.)

R nff Mo’ G, Gont 1561
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TABLE 1
“SUMMARY OF FTNANCIAL =
CTNTUTS AND PIYSTCAL OUTTUTS
Investment by Source in 000's
- NUMBER OF BENEFI- TOTAL
UBI’ROGRAM + COMPONENTS SOLUTIONS  HG coP CIARIES TNVESTME
T. Urban Community
Upgrading + Renewal 2,800 17,000 5,000 2,000 2l ,00¢
1. Shelter Units 2,000 15,000 3,000 2,000 20,00¢
2. Bhelter Loans oo 1,000 200 - 1,20¢
3. TFacilities +
Tulrastructure 1,000 1,300 - 2,80(
1T. Teripheral Growth Areas 1h,200 53,000 14,000 6,000 73,000
1. Shelter Units 11,700 15,000 9,000 6,000 60,000
. Shelter loans 2,500 L, 000 800 - L, 800
3. PFacilities +
Infrastructure 4,000 4,200 - 8,200
. Secondary Cities, .
Market, Towns + Rural ‘
Crowth Areas : 2,800 5,000 1,400 €00 7,000
1. Shelter Units 2,100 b, 450 8% . 600 5,940
?.  Shelter Toans 700 550 110 - 600
3. Faciltien + - ‘
Tnlrastructure _— h090 ‘ - hno
YPALS: 19,800 75,000 29,400 8,600 104,000
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Implementation of the Panama Shelter Program will involve
the coordinated actions of several GOP institutions dealing
7ith planning, housing development, infrastructure, com-
nunity facilities and services. The GOP institutions and
their specific roles within the shelter program are shown

below:
e BIN

o MIVI

e Housing
Cooper-
tives

e MIPPE

National Mortgage Bank will perform as
the borrower of the HG funds;

Ministry of Housing will act as the
principal implementing agency;

Cooperative groups such as FUNDAVICO,
Huevo Chorrillo and others will implement
housing projects and broaden the national
housing delivery system;

Ministry of Economic Policy and Planning
will prepare an economic and physical
development framework for the selection
of housing sites and act as intergovern-
mental coordinating agency to ensure

budgetary support and integrated planning
among GOP institutions.

/A
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ENVIRONMENTAL SETTING CONDITIOMNS

The proposed USAID/Panama Shelter Program focuses
primarily on the shelter needs of the metropolitan region of
Panama City-Colon and to a lesser degree on selected market
towns and rural villages in the interior of Panama. The
environmental baseline conditions set forth in this section
are based upon field investigations of fourteen urban sites
and/or existing housing projects in the Panama City-Colon
region and seven rural housing projects in market towns and
villages. These sites and housing projects have been
identified as potential locations where the shelter program
may be implemented or as representative of the development
approaches which will be followed by MIVI and housing
cooperatives in this shelter program. A list of these
development sites and projects are presented in Annex 2.

A. _Natural Environment

The tropical environment in the Panama City-Colon
corridor is influenced by three major elements--climate,
land forms/terrain, and hydrologic conditions. The inter-
action of these physical elements has a significant impact
on the quality of human life and poses potential problems to
the development of housing projects. The characteristics

and importance of each of these elements are summarized
below:

1 Climate

Climatic condiivions in this region of Panama are

_typified by high temperatures, humidity and
rainfall. Rainfall rather than temperature
determines the seasons. The rainy season normally
begins in May and extends through November. It
has a profound effect on the scheduling and rate
of land development activities. The annual amount
of precipitation ranges from 72 to 126 inches of
rainfall (Panama City-Colon). Its uneven distri-
bution and intensity of fall over short periods
cause major problems of soil erosion, sedimen-
tation, flooding, etc. Illowever, these climatic
conditions are ideal for rapid and continuous
plant growth throughout the year.
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" Land "Forms/Terrain

:Ihé.ddminant topographic features of the Panama

City-Colon region are its low-lying coastal plains
with adjacent estuaries. The coastal plain
extends inland for a distance of 50 kilometers.
Elevations of the coastal plain both east and west
of Panama City and Colon range from less than five
feet above sea level to approximately 250 feet.
The rise in elevation of the hills northeast of
Panama City in the vicinity of San Miguelito is
quite sharp, and slopes in excess of 30 percent
are common. In contrast, Colon is surrounded on
three sides by the Bay of Limon. Undeveloped
areas south and east of the city are mainly at sea
level or less than 50 feet in elevation,

The soil and geology of these coastal hills
consist of a thin and fragile layer of topsoil two
to four inches deep of organic material. This
cover overlays 6 to 24 inches of weathered rock.
When surface soils are exposed, they are highly
erodible and easily transported by torrential
rainfall. Weathered soils and underlying soil
zone bedrock have low water permeability. The
coastal plains contain unconsolidated sediments
derived from adjacent uplands. Vegetative
patterns include mainly native grasses and scrub
growth in the uplands and mangrove trees and marsh
grasses on the coast. ‘

Hydrology

The metropolitan region of Panama City-Colon is
situated in a major drainage basin consisting of
numerous rivers and lakes. Precipitation is
rapidly discharged from the coastal uplands into
rivers and streams that drain into the Atlantic
and Pacific Oceans. The rate of discharge of
these coastal streams is impeded at times by the
rising tide of the oceans. Water quality is
seriously impaired in some coastal rivers where
high density urban development has occurred.
Principal factors contributing to water pollution
are: (a) direct raw sewage and wastewater
discharges; (b) storm water runoff; and (c) sedi-
mentation. These water quality problems are
severe enough to pose potential human health
hazards and in some areas loss of marine
resources. Most low-lying areas in the region
have high water tables. 'In addition, low soil and

-
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“rock permeability cause soils to drain poorly,
Absorption of sanitary effluent from septic tanks
into the surface soil layer is highly restricted.

Climatic conditions are substantially moderated as
one progresses westward toward the Costa Rican border.
Physical development constraints are generally less severe.
with the exception of impermeable soils. Problems of water .
quality and poor drainage are common in rural areas. -

B. Socio-Economic Aspects of the Target Population and
Their Built Environments '

1. Rural-Urban Migration

The increasing out-migration of rural migrants to
the metropolitan region is causing severe economic
imbalances to the orderly growth and development
of the country. Of Panama's 1.8 million inhabit -
ants in 1978, approximately 48 percent reside in
urban areas. However, the distribution of the
urban population is heavily concentrated (68%) in
Panama City and Colon. 1In contrast, the interior
is sparsely populated with the majority of the
rural population living in settlements of less
than 50 persons. Under these demographic con-
ditions, the creation of employment opportunities
and the delivery of basic infrastructure services
and community facilities have not kKept pace with
growth demands.

2. Target Population and Their Living Conditions

The identified beneficiaries of this shelter
program are families earning below the median
income level. Median incomes vary greatly between
urban and rural sectors as well as between
settlements within both sectors. As of the first
quarter of 1979, the median monthly income was
estimatd to be $457 in Panama City, $434 in Colon,
$259 in other urban places and $123 in rural
areas. 1t is expected that 80 percent of the $75
million HG funds will benefit families below the
35th income percentile. The remaining 20 percent
of the funds will finance shelter solutions for
families in the 35th to the 50th income
percentile.

Poverty in the metropolitan area of Panama -
City-Colon differs contrastingly in scale and

N&
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character from other areas in the ccuntry. The
‘urban poverty of the metropolitan region of Panama
City-Colon is visually evident in the old tenement
areas downtown as well as in the outlying
spontaneous settlements of Panama City. Housing
conditions are severely overcrowded, physically
deteriorated, often Structurally unsound, and
unsanitary. Public facilities and services, if
they exist, are usually insufficient to serve the
needs of the population. Raw Sewage discharges
into open streams and uncollected solid waste

pPose serious health hazards. Residents usually do
not have highly marketable labor skills; they may
live many miles from major employment centers, and
there are few training programs available to them.
Consequently, opportunities for upward mobility
are very limited to the urban poor.,

In contrast, the rural poor are described as the
"poorest of the poor". The vast majority are
involved in subsistence agriculture and are
geographically dispersed. The limitation of GOP
resources, appropriate delivery systems and geo-
graphic isolation have been contibutory factors to
their economic, social and physical deprivation.
Rural poverty is much more pervasive than urban
poverty. It is best measured in terms of basic
nutrition, rate of morbidity and mortality,
literacy and per capita income. A1l these indica-
tors of environmental quality show that the rural
poor are substantially more disadvantaged than
their urban counterparts. Interviews with rural
migrants settled in Panama City's spontaneous
settlements confirm that the majority believe the

move to the city improved the quality of their
lives.
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yfIDENTIFICATION AND ANALYSIS
' ' OF '
- POTENTIAL ENVIRONMENTAL IMPACTS

This section of the IEE sets forth the reasonable
foreseeable effcts that the proposed USAID/Panama Shelter
Program will have on the physical and human environment. 1In
determining the significance of potential environmental
impacts, a comparative unalysis was made of the anticipated
changes to existing baseline conditions that would be caused
by each sub-component of the shelter program. In those
areas where environmental impacts are anticipated, the
significance of these alterations was judged on the basis of
the following criteria: (1) magnitude and severity of
impacts; (2) timing and duration of impacts; (3)
project-limited and cumulative program impacts; (4) host
country planning, design and implementation procedures and
standar’'s; and (5) irreversibility of the probable impacts.

A, Listing of Critical Environmental Concerns

Based upon a systematic evaluation of the
interrelationship between the proposed
USAID/Parama shelter activities and existing
environmental baseline conditions, five broad
areas of critical environmental concern were
identified. They are outlined below:

1. Site selection process, design standards and
general and ‘development practices of MIVI;

2. Operation, maintenance and <cleaning of
wastewater collection, treatment and disposal
systems; ’

- 3. Housing strategy of relocating the urban poor

to peripheral sub-centers;

'y, Provision of supporting infrastructure and
- community facilities, and

5.  Selection and preparation of beneficiaries,

]

-
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Jased upon an analysis of each of the subprogram
components and their likely effects on the existing
baseline conditions, the above critical concerns were
identified as particularly important and deserving of
further evaluation, All of these environmental
concerns are associated with the urban shelter program
and deal mainy with institutional practices, shelter
policy, and related interagency coordination. The
Specific aspects and environmental ramifications of

section.

EXAMINATION OF CRITICAL ENVIRONMENTAL CONCERNS AND
POTENTIAL IMPACTS OF THE USAID/PANAMA SHELTER PROGRAM

1. Site Selection Process, Design Standards and Land
Development Practices of MIVI o

Problem Description and Analysis:

Based upon on-site inspections of existing
MIVI housing projects in various stages of
completion and a review of its project development
system, a number of serious environmental problems
were observed consistently from one project to
another. Major problems identified include:

° soil loss, erosion and sedimentation;

) increase of urban runoff and its uncontrolled
discharge off-site;

) creation of flood hazards in low-lying areas
due to hydrologic changes in stream flow from
deposition of sediment on stream bottoms;

) water pollution dye to septic tank malfunc-
tions and/or improper design, installation
and maintenance of Sewage treatment
lacilities; and

u@ creation of potential health hazards,
nuisances and damages to marine resources due
to degradation of water quality,

; Environmental degradation problems resulting from
MIVI's housing development procedures begin frequently
in the initial phase of its building process-site selec-~
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tion. It is not unusal that lands that are
particularly difficult to develop have been selected
for housing projects. 1In Panama City, numerous housing
projects are being built in two of the most environ-
mentally sensitive areas--land immediately abutting
tidal estuaries and mangrove marshes in the Bay of
Panama and the adjacent steep slope areas of the
coastal uplands. These marginal lands are usually
cheaper in raw land cost than other available lands in
the metropolitan region. However, they pose difficult
construction obstacles to their economic utilization.

MIVI's planning practices and design standards
have not given sufficient attention to the development
difficulties associated with the marginal areas.
Intrusion into these sensitive ecological zones without
appropriate design and development safeguards is
setting in motion a chain of events beginning with the
loss of scarce topsoil and resulting in flooding of
low-lying areas and loss or damage to marine resources
(shrimps) which are of significant economie importance
to Panama's fisheries industry. The frequency and
severity of these problems are directly attributed to
MIVI's existing site selection criteria, design
"standards and land development practices. A general
review and evaluation of MIVI's housing delivery
process indicate that while appropriate technical
procedures exist, they are not consistently followed.
Land clearance and related site preparation activities
are being conducted in some cases without engineering
feasibility studies, preliminary plans and final site
plans, and construction cost estimates. To improve
MIVI's project planning and design functions, the
criteria and data inputs used in reaching critical
decisions of site selection, project design and imple-~
mentation require some modifications to better ensure
the physical, social, economic, and environmental sound-
ness of its development activities.,.

-
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‘Project Design Actions:

In support of the Panama Shelter
Program, AID's Office of Housing in
collaboration with GOP's Ministry of llousing
undertook a review and analysis of MIVI's
institutional organization and its housing
delivery system from site selection through
occupancy of completed units. The findings
of this technical evaluation (see Annex 3)
concluded that MIVI's existing housing
delivery process represents a basically sound
approach but is not consistently applied
administratively or operationally in the
field. Similarly, some critical informa-
tional inputs dealing with economic
feasibility, environme.tal engineering
suitability, and social soundness were found
to be either missing or not adequately
considered. Recognizing these administrative
and technical shortcommings, GOP has agreed
to implement a number of reforms in the

following areas of its housing delivery
process:

a. Project Development Feasibility Study

MIVI's existing evaluation methodology
has been revised to better reflect basic
engineering, economic, environmental and
policy considerations in reaching site
selection/ project investment decisions.
Critical factors to be evaluated in
determining the suitability and development
feasibility of potential projects at the
preinvestment state will include: '

- Locational considerations with respecc
to established development policies of
urban growth, priority development
areas, type of land use activities,
intensity of development, etc.

- Environmental'engineering feasibility
and suitability;

- Availability and adequacy of existing
infrastructure and community facilities
to support addition:l requirements
generated by new housing projects;

“
AN



““=:Preliminary development cost estimates
including raw land, on-site and off-site
improvement costs (earth movement,

~infrastructure, community facilities,
road access, etc.)

~ Potential development yield estimates |
based on schematic layout;

- Estimated cost and sales price of each
type of housing solutions; and

- Comparative analysis of the
affordability and marketability of the
units with identified target groups

Preparation and submittal of a
Preliminary Feasibility Study of each
~proposed development project to AID will be a

prerequisite to the HG funding of all housing
projects.

b. Preparation of Project Design Documents

To strengthen the technical soundess and
programatic use of MIVI's Project
Identification Report, which sets forth the
essential development parameters to be
followed throughout the entire physical
design process, the preparation of project
design documents will be conducted by an
interdisciplinary team under the direction of
MIVI's Planning Department.

This procedural modification will ensure
a more practical focus and project-specific
application of the background technical
analyses into project de51g . The output
should be a concise descriptive, analytical,
and graphic report of project-specific
development guidelines to be used by MIVI's
site designers and engineers.

Furthermore, at this stage of the design
process MIVI will demonstrate its
environmental concerns by taking appropriate
steps to identify and protect the
environment. The physical delineation of
buildable and non-buildable areas based on
environmental engineering investigations will
be carried out for each project site.

N4
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Specific protective measures will be defined
by the interdisciplinary team and
~incorporated into Master Plans and
.Construction Plans.

c. Master Plan and Construction Plan Review

To strengthen MIVI's integrataed
planning and project design process its
internal review procedures will be tightened
to ensure that the project development
guidelines and standards set forth in the
Project Identification Report are carried out
in both Master Plan and Construction Plan
stages. The interdisciplinary team under the
direction of the Budget and Planning
Department may czonduct this review function,
or it may be performed by each separate line
agency (Social Services, Urban Planning, and

Budget and Planning.) and coordinated by the
latter,

d. Special Soil Erosion and Sedimentation
Controls

Recognizing the adverse effects of
increased rates of erosion and sedimentation
from its past development practices, MIVI has
agreed to a number of corrective actions to
prevent or minimize the occurrence of these
problems. The underiying premise of MIVI's
actions will be to emphasize careful site
planning and construction design procedures
rather than costly structural measures,
excessive grading, reforestation and dredging
to correct the problems after they have
occurred. This approach embodies the
identification of each site's natural
resources, physical amenities, land use
limitations and development intensity

potential within reasonable environmental
cost constraints.

To achieve these environmental
objectives, MIVI will prepare and adopt a set
of erosion and sedimentation control
principles, guidelines and specific planning
and design measures. The findings and
recommendations of this technical working
document will be integratd into appropriate
stuages of MIVI's site selection, project
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design and implementation process.

To ensure the successful implementation
~of these improvements in MIVI's housing

- operations, a number of long-term and ,
short-term technical advisors will assist the
Ministry of Housing. ' Those dealing with the

Specific problems previously described
include:

-~ Program Advisor (48 person months starting
5/1979) ‘

The advisor will assist MIVI, MIPPE and
other implementing agencies in the
development of an overall program
implementation plan and assist in the
preparation and processing of subprojects for
the required AID approvals. The advisor will
also assist implementing agencies develop
improved project inspection, monitoring and
reporting systems and will be the principal
liaison person for program implementation.

- Site Planning (4 person months, 7/79-7/80)

Improved site planning techniques are felt
by MIVI to be needed to reduce project costs
and to develop and adopt a coordinating
system within MIVI for the planning and
design of specific projects. This assistance
will be in support of the long-term urban
planning effort and is directed to special
areas of concern in the planning process.

- Information System «(5 person

months, 7/79-4/80)

Policy formulation and program designs need
to be based on adequate data properly
evaluated. The purpose of this assistance
will be to help in strengthening the
information system now in use by MIVI,

- Environmental Preservation (6 person-
months, 7/79-4/80)

A major concern of the GOP deals with the
need to mitigate adverse effects on the
environment as a result of the implementation
of this program. Consequently environmental
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consultants on a short-term basis wiil,be-;
made available to. assist MIVI in:

- Erosion and sedimentation controls.
- “Design, operation/andlmainﬁénahCé,Ofﬁ_
. community septic’ tanks.-

- Overallyimplémentation procedures for
development of environmental controls.

~Operation, Maintenance and Cleaning of Wastewater

Collection, Treatment and Disposal Facilities

Problem Description and Analysis:

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

In a majority of MIVI's urban housing
projects waterborne sanitary waste collection
systems have been built. Usually, large-sized
community septic tank-soil absorption fields have
been constructed on-site to handle waste treatment

-and effluent disposal. To. date, the periodic

inspection, maintenance and cleaning of these
sewerage facilities have not be carriad out in
existing housing projects. As a result, the
accumulation of solids and scum in the septic
tanks has reached the point where the majority of
these facilities have become inoperative and the
quality of treatment is negligible. Any raw
sewage discharged into the septic tanks passes
directly through the tanks without benefit of any
detention and settling. The large volume of
sewage flows into these poorly maintained
facilities and the subsequent discharge of
untreated sewage onto the ground or into
intermittent streams nearby pose potentially
serious health hazards to project residents and

)59
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populated areas downstream. Even with proper
majntenance and cleaning of these existing
Sewerage facilities, the risks of communicable
disease is high due to their frequent improper
location and construction in close proximity to
occupied dwellings or areas of high water tables
and impervious soils. '

Project Design Actions:

IDAAN has established within its
administrative organization a designated technical
group to conduct inspection, monitoring and
operation maintenance services on all community
" sanitary facilities, and also to monitor and
record their general performance.

IDAAN's first step in implementing its
operational maintenance responsibilities involves
conducting an initial inspection of all existing
sewage facilities, including MIVI built housing
projects throughout Panama's urban centers. First
priority will be given to the inspection of
facilities 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 tu ensure public health and safety
interests.

The second step will involve the analysis of
existing conditions and problems derived from
initial inspection reports, defining the required
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 mernitor and to record their performance
over an extended period of time. Specifically,
the rate and depth of sludge and scum accumulation
will be measured to determine the frequency that
cleaning operations will be required. 1In
addition, the relative quality of treatment of
alternative sewerage systems will be evaluated.

The fourth step of the operational and
me:ntenance process will ihvolve the reevaluation
of existing sanitary design standards and the
promulgation of new standards to govern the
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location, design, installation and maintenance of
community sewerage systems. o

llousing Strategy of Relocating the~Urbah“P60r’tdj

Peripheral Growth Areas

Problem Description and Analysis:

The urban component of the proposed
USAID/Panama Shelter Program is predicated upon a
housing strategy of relocating the urban poor from
overcrowded and physically deteriorated sections
of downtown Panama City and Colon in order to
permit renovation of these areas. New housing
opportunities are to be provided for the displaced
families to be relocated in established peripheral
growth centers such as San Miguelito and
Chorrera-Arraijan in Panama City and Nuevo Colon
and Cativa in Colon. The underlying premise of
the urban relocation strateagy is to provide an
immediate improvement in housing coaditions for
all displaced families, while a combination of
demolition, rehabilitation and new housing
construction in the blighted downtown sections
will expand future housing opportunities in both
central cities.

The urban strategy involves potentially high
environmental costs as well as benefits for the
displaced families. The critical environmental
concern does not center on the question "Should
urban renewal take place?" but rather "How does it
relate to other national and regional development
policies?" If this strategy is implemented
without supporting employment opportunities,
public transportation services and community
facilities/services, the displaced families are
likely to experience severe short-term and
possible long-term adverse social and economic
impacts. Recent experiences have shown that
residents living in MIVI-built projects in the
same peripheral growth areas as planned in this
shelter program are confronted with problems of
long commuting trips (daily home-to-work-to-home
travel times of 2-3 hours), inadequate public
transportation, overcrowded schools and limited
access to markets and medical services. Also, the
transition from urban to syburban settings may
involve problems of changing life styles,



group/interpersonal relationships and social
identity. The period of readjustment may vary
greatly depending or the type and extent of social
preparation before and after occupancy of the new
units, selection and integration of families based
on socio-economic and cultural backgrounds, and
the physical cohesiveness of the community based
on individual unit and community design criteria.
These potential adverse impacts must be weighed
against the positive benefits to be gained from
improved shelter and personal hygiene conditions
as well as increased financial security accrued
through home ownership.

To a significant extent most, if not all, of
the potential adverse impacts described above can
be reduced or eliminated to the degree the shelter
program is able to overcome GOP's current problems
of:

° Lack of institutional coordination between
key ministries and agencies (MIVI, MIPPE,
IDAAN, MOP, Education, etc.);

° Lack of integration of MIVI projects with a
national economic development plan and urban
growth plans for Panama City and Colon; and

° danagerial and technical weaknesses of MIVI's
housing delivery system in planning,
designing and implementing shelter programs
in recopnition of basic physical, social, and
economic constraints.

Until these problems are corrected,
implementation of the proposed housing strategy to
relocate urban families to peripheral growth areas
is expected to result in significant adverse
impacts. If this relocation policy could be
integrated i1to a broader urban shelter stratepy
involving urban rehabilitation and selective new
construction, it would afford displaced families
the opportunity of choosing improved shelter
either downtown or in satellite sub-centers. The
opportunity of self-selecticn among several
alternative urban shelter locations will help to
diminish the potential adverse environmental
impacts of relocation.
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Project Design Actions:

o The proposed urban renovation subprogram of -
the UsSAID/Panama Shelter Prosram has been substan- .
tially modified from its initial concepts to
reflect better its integration within other
national and regional development programs.
Clearly, there is a consensus among GOP planning
institutions and authorities that urban growth
must be controlled within the metropolitan area of
Panama City-Colon. All reccinize that maintenance
of the watershed that services the Canal is essen-
tial and have planned future growth areas accord-
ingly for Panama City and the Colcon area. The GOP
has plans to stimulate controlled growth of
secondary cities and small rural! comnunities as
part of ils apgriculture development policy. This
project has been developed Lo support these
plannin: objectives. The subprograms are designed
and located in three jeneral areas; central city
areas of Colon and Tanama, periphery growth areas,
and the secondary cities and towns.

The implementation of these urban renewal
activities will be closely coordinated and planned
as an integral part of MIVI's other activities in
the metropolitan resion The renewal setivity is
directly linked to the voluntary relocation of
low-income families from the designated tenement
areas of Panama City to San Miguelito. The
construction of new shelter solutions in
Torrijos-Carter within the growth area of San
Mistuelito will provide a reception area for thos~
families who choose relocation. In addition, it
will permit the propused selective clearance of
old tenements and new housing construction to
occur,

The implementation of the proposed peripheral
growth subprogram will previde additional
locational choices to the identified target
population in Panama City and Colon. Potential
project sites will be closely linked to emerging
new employment centers as well as existing centers
of employment ¢eneration. Planned and controlled
urban growth in these selected areas will help to
avoid the recurrencc of urban sprawl.

The development and implementation of these
alternative housing strategy programs in
conjunction with the creation of new employment

Wk
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ceenters, transfer of Canal lands and public
“investments in expanding infrastructure services
(water, sewage collection and hiphway access) and
coinmunity facilities throughout the metropolitan
region will provide the locational cptions
required to best meet the needs of AID's target
population. Furthermore, the opportunity for
potential beneficiaries to choose a housing
community and type of solution from a range of
alternative locations and shelter solutions will
eliminate and/or diminish the occurrence of any
potential adverse physical, social and economic
impacts. In additicn, the geoyraphiz dispersion
and intepration of low-income families into
bulanced socio-economically planned communities
will at'ford opportunities of increased mobility in
the Panamanian society and reduce the magnitude of
existing social problems involvirg segregation and
hiph concentrations of the poor in a few areas of
Panama City and Colun.

To further improve the planning capabilities
of MIVI and MIPPE and to strengthen coordination
among participating agencies in the shelter
program, specialized technical assistance in the
housing policy-urban planning areas will be pro-
vided. The purpose and length of time of this
assistance is described below:

/i
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Mlousing Policy (5 person-months,

“1/20-1/781)

MIVI, as the pclicy making instrument of
tne GOP, has requested assistance from AID in
the preparatior and formulatisn of a
“comprenensive housing policy that will embody
the different strategies now pursued by the
GOP in the shelter sector and will also
highlight the future strategies of the GOP in
this sector.

Urban Planr
starting 7

ning (306 person months
/1979)

An urban advisor will help MIVI and
MIPPE to bridge the gap between the planning
determinations of MIPPE and tne implementing .
actions of MIVI. The advisor will assist
these agencies to "build the middle-range
bridge" bhetweer general long-range objectives
articulated by MIPPE and the specific
locations, projects and housing construction
activities of MIVI,

More specificallys, the urban planner
will assist MIVI in carrying out planning for
the following tasks:

] Integration of services systems,
facilitie: systems, shelter and
employment generation;

. Furthering effective urban-rural

linkages for the flow of resources and
services;

° Fostering more economis and efficient
land use patterns in metropolitan
Panama-Colen, including the intepgration
of newly =zcquired Canal Zone lands;

This assittance relates directly to the
project purpose of improving the planning
capability of MIVI/MIPPE and athieving better
coordination between participating GOP
agencies.
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Provision of Supporting Infrastructure and
Community racilites

Problem Description and Analysis:

The availability of vacant land and its
relative low cost in perirheral areas of Panpma
City and Coloan have bteen sirnificant eccnormic
factors in "IVI's site selection policies to Adate,
idovever, these economic advantaves are offset hy
the hivn cost of extending existint infrastructure
services or constructing independent support
systems to serve the residents of new 1ousin~
projects. fite investisations of numernaus exist-
iny MIVT housin- projects reveeled that serious
deficiencies exist uith reraris tn the intenrated
plannin and delivery of hasic infrostructure and
commrunitly facilities. In reneral, the housing
projects were found teo have SHeen planned withnut
Supporting financial commitments from other aop
institutions responsitle for the construction and
staffing of schools, health clinics, community
centers, access roads and solid waste collection.

The onvirvonmental consequences of these
prodlens are signifiecent. Limited access Lo Masic
public services has substantiaslly lowered the
standard of livine for rosidents in “IVI's avist-
ing projects.  The nolicy of hHuildine new housing
withoul adequate supnartin- community facilities
and scrvices will indirectly causc future project.
beneficiaries to experience nanecessary adverse
effects until these services zroe niequately
provited. Varyins derrecs of impact may he
experierced including havinT Lo Ytravel rreater
distances to satisfy hasic ruitlic service requirce-
ments and Lo pay disproperticnately hisher eco-
nowic costs. 'Inless improved conrdination and
edoperation takes place anon: 0P institutions,
the advantares of obht2inin< imnroverd shelter in
peripheral ureas are drastically reduced. Institn-
tional reforms are required to remecdy these
protlems.

Project Lesisn Actions:
To mitigate the rotential occurrences of the

community facility and service problens described
adove, a number of adrinistrative reasures have

/G Cr
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been adopted for implementation in the Panama

Shelter Prouram. As part of its initial _
feasibility studies, “IVI will conduct inventories
in cach project area Lo determine existinn com-
munity Tacility and service deficiencies and to
evaluate future requirements in support of new
housing projects.

Preparation and submittal of a Freliminary
Feasibility Study to AID will be g prerequisite to
G fundinpg of all housins projects. The provision
of basic infrastructure services such as water,
seweraje, electricity and public access (roads)
Wwill be required. These services will be charved
against each project as part of basic devecloping
costs. Financine and construction of essential
community facilities such as schools and health
clinics will be ~iven hich priority. 1In these
cases, MIVI will coordinate with the apnropriate
nHovernuent asencies fo ensure staffing and
servicing of the facilities as well as imple-
menting arrangements that would provide for
reimbursement to “IVI for their costs, It is not
expected thiat the project residents will make
direct nayisients to MIVI for the cost of community
facilities. All three housina suvprosrams include
financial 2llocations for community facilities and
services,

Gelection and Prepgration of Reneficiaries
¢ L N, L3

Problen Description and Analysis

A review of MIVI's ‘selection procedures for
beneficiaries of its housing projects surrests
that the nrocess is larrely carried out on an ad
hoc or randonm basis. Only on o limited basis is
there a coordinated effort hetueen new housins
construction and vacation and demolition of urban
sluns or ungradine of structurally sound
wuildings. The peneral practice has been to
sceleet prospactive beneficiaries from a waitins
list without due considerstion of remedyins or
closin® down delapidated housins units which are
beinpg vacated. Frequently, these vacated units
are reoccupied by new families, and the orisinal
shelter problems continue to persist.
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“itrout appropriate reforws in the salection
process of beneficiaries, the potential secondary
positive benefits to he derived from the pronosed
USAIN/Panana Shelter Proaram may not be attained.
‘wWith proper coordination hetween selection of
beneficiaries in desirnated redevelopment and
uniradine areas of Colon and Panama City and new
Jdousing construction in-town and in peripheral
are2as the benefits of the shelter prorram can be
multiplied several times.

Project Desinn Actions:

Changes have Leen made in the Panama Chelter
Prorram since its inception to reflect the needs
of closely interrating the urban renewal and
peripheral 1rowth area subprorrans. Specific
Lariet sites have been identified for projects in
each subprornram, and it is reco~rrized that
successful implementation requires an intenrated
approach. For example, the peripheral frowth
areas subprodram will afford relocation
opportunities for fawmilies residine in the
designated urban renewal areas of Chorrillo, “anta
Ana and Barrio MHorte.

The sclection and preparation of potentinl
beneficiaries will be the responsibility of “IVTi's
Jociul Services Department. This department will
receive technical assistance under this proaram,
The scope of work in the area of scocial nlannne is
outlined below. In addition, the procram advisor
wWill wct as the principal liaison person to ensure
proper intenration and implementation of all
subproyrans and projecQs.

social Planning (3% person-wmonths startin-
1/1979)

I'ne social planning advisor will work with
the Nociul Divicgion of MIVI in two areas:
community development and evaluation. The advisor
will assist the Social Services Repartment of
MIVI's community development wor, especially as
it relates to squatter-urirading areas and new
shelter projects. Tne advisor will assist MIVI to
produce a nurber of operationol studies includin~
surveys of tarvect oroups in or<der to imnrove the
tie between such studies and actual project
desinn. Tn addition, the advisor will help “TVI.

Y/
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~in preparing an avaluation svste2n for the overall
program.  This assistance is required specifically
- Lo assist the GOP in its efforts to direct
inereasing amounts *5f its resources to shelter
solutions for low-income familes and to evaluate
the effecets of such efforts on the taresct sroup.

AL
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v

THRKSHOLP RECOMNSHDATION

Based upon the preceding analysis and evaluation of the
proposed USAID/Panauna Shelter Program's environmental
impacts, wajor chanzes in project desirn have been made in
recosnition of the five critical areas of concern previously
identified at the time the PID was written.

Given these substantive chanres in the areas of urban
shelter stratepv, technical procedures of site selection,
agesign and implementation, interagency coordination in
planning and delivery of essential comnunity facilities and
services, and inprovemnents in selection and preparation of
beneficiaries, it is concluded that the rroposed actions do
not represent a major federal action which will
sivnificantly effect the human environment. 1In addition,
appropriate sufeguards have been built into the project
approval process to ensurce periodic review and evaluation of
eidch subproject both hefore and after construction. There-
fore, the recommendation 2f the revised Injitial Fnviron-
mental Fxamination is that the proposed 'i7 loan be riven a
deative Determination, thus requirin< no further environ-

mental analysis,

/7
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CUB-PROGRAM T:

ANNEX 1

IDENTIFICATION OF

IN EACH SHELTER PROGRAM

URBAL{ COMMUNITY UPGRADING + RENEWAL

d)

Areas Units

Tenement. Areas
Punama City 1,300

Tenement Areas
Colon T00

Squatter Areas
Panama City 600

Squatter Arcas
Colon 200

Total Urban Upgrading
and Renewal 2,800

SUB=-PROGRAM TT: Peripheral Growth Areas

a)

D)

)

d)

San Miguelito Shelter,
Upgrading, Facilities 7,200

Chorrera/Arrai jan Shelter,
Upgrading, Facilities 3,050

Colon Growth Area Shelter
Upgrading, Facilitics 950

New Areas (C.Z.) Shelter

and Facilities 3,000
Total Growth Arcau-Shelter,
Upprading, Facilities 14,200
SUB-PROGRAM TT1: Secondary Citices
a) Secondary Cities: Shelter,
Facilities 2,400
b) Rural Communities: Shelter 400
Total Secondary Cities and
Towns 2,800

ANNEX 7 A-i, 1
]
SUBPROJECTS
Beneficiaries HG Funds Total Funds
($) ($)
6,500 10,000 lh,OOO
3,500 5,000 7,000
5,000 1,500 2,250
2,000 500 150
17,000 17,000 2h,000
(Bst.) ($000's)
36,000 26,000 35,700
15,500 10,00 12,900
5,000 3,000 h,OOO
15,000 lh,OOO l9,h00
71,500 53,000 73,000
(Est.) ($000's)
13,000 h,500 6,350
2,000 500 650
15,000 5,000 7.000 |73ih
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ANNEX 2

LIST OF HOUSING PROJECTS AND FOTENTIAL SITES VISITED

Metropolitan Region of Panamd-Colén (urban projects)

¥Nuevo Chorrillo
*E]1 Crisol Existing Coop Projects/Sites
*Virgen de Guadalupe (site)
*ista Alegre

Mtos de las Cumbres

New Housing Sites
¥Torrijos-Carter

Rio ''apia
¥Nuevo Coldn
Cerro Batea
Robert Duran
Santa Librada
San Joaquin
Don Bosco

Existing Housing Projects

e e e e e Nl

interior Panamid (rural projects)

El Brigadicr
Villa Rosario
Quebrada de trand
Puerrto Caimito
Mandina en Marcha

Agricultural Settlement Projects

Ia Delicia (Penonomé)

Existing Housing Projects
La Vencedera (Aguadulce)

in Market Towns

—

*  Preliminary sites/projects identified by MIVI for implementation of
$25 million shelter brogram. Location of rural housing projects was
not specifically known at the time of the field investigations.
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MIVI SITZ SELZCTICN AND PROJECT ZEVELOPMENT TROCESS

-l Joan

L. Relationship of MIUT'g Instituticnal Structure

to its KEcusing celivers drocess

dithin the administracive structure of the Ministrv of Housirg
(MIVI) the three principal groups most directly involved in the plan-

g, design and izplementazion of housing proiects are:
- Direccidn Gereral Ze Desarrolls Urbano;
atos Sociales; and

de Prograzacifn v Presupvesto

These three entities are identified in - th attached MIVI
"

orzanizational chart. With the exception of the Asescrfa de Asuntes
Sceiales, these line agencies are further stb-divided ince operational
departaents each of wheg nas specialized funcricrs to xe rerformed
within the overall mancate of its line ag nev.

3rieflv, the Direcci3n Ceneral de Desarrollo Urbane funcricns
as the physical planning arm of MIVI within the conrex of Panama's
national develspment scals, objectives and policies. This line agencvy
undercives the necessary studlies to prepare razicnzl develcpgment plan
and ur® .- master nlans, P Z : i r2is and to
sirmulade and izplament Ts. Thke
Afescriu de Soc s of poten-
IiAl targer a d s _ag condi-
tlinms :nd acs s2reri sund data
Trsse Tl ent heus-~
inl ziniests or ctivisizs
ir2 carrvied o3+ sign ans
izzlaemencati Sl eric e: ¢ Progreza
2:3n resupuacto Zazh ¢f zhese lire azencli2g raserss directly
t0 the Vice-Miniszter, e diraczcrs of these dgencles avrz irq. Manuel
“arz2as Desarrcllo vrhane), Liz. Zenizna M233llén Zde Herndnder
(dsesoria Socisl) anc Ar3. Crlandc Merdieta ‘?ro:zram cidn y Presupuesto).

191 ixto
p < -2 purchase o Seve,I7 1 tract ¢f
: =) 24 - 3" - -~ 22 S emeemt, S T e mand oo .o civa oy .
-ind, MIVI's sizs salaczian FT9C2ss lnvolvas fnur hasis activities:
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ANNEX 7

l. Regicnal Analvsis

2, Identifica:ion of priority develcpment areas

3. Selection of potexntial develcomen~ sites in

desicnated pricrit: areas

4. Site evaluazion

The specific lipe dgercy and respective sub- group withis
each responsible fgr carrying these activirias arz identified,

The techrical invess igation of the Ll i

ular tract o' land is done on the bhasis

of eight

:)

icrns

f'

™

s

t

QlC CceCss

-
el

oL o
n ry

221 Za:tors. These inclu

cistance froa urban center;

accessibilicy;

tepagraphy;

transporcation;

i:fras::ucture;

community facilities;

lazd values; apd

gfient urbarn services have hYeen proviled on-site,

se lictors are weiz 2hed on

e int basis. Eco-~
he land is weizhed =cre he:xv*"'
1

cther censidera-

a po
tharn

a

eoratically, the decision of whether >r nct tc purchase a
specific site is made on the basis of this tachai ical evaluation.

particular
prograa

and eceneccic
sf the

s
e
cacidn djel Preo-
vlermation:

£ cevalopment vield - numter of un ts
Teoes ind size of o

z 23 cost

T i Tucy:

W 3 ¢f

R ) gold

A-3,.:3

¥pected output

|79 K



ANNEX 7 A-3, L

C. Proiect Design

Based upon the development guidelines established in the
preceding step, MIVI's Project desizn operations invoive the 3recara-
ticn cf H'ee trpes Of phvsical cevelopmen: plans., The first plan

is referred to as the Concept or Schematic ?°

LA

It designatas areas of PTeposed land use, venicular circula-
tion pattern, location of suppo'“;rg comzmunity facilities, and sen uen-
tial stages of the si:a's davel crzent. The Cercer: ?ilan is dave! oped
upen the basis of MIVI's resional planning inputs plus, the infermal
coonents 2t other governmen:al agsencia2s solicitares oy MIVI's plar-
ning scar?,

Following the developzenz of the <
warded to MIVI'g Derarzmen: of Desiz2a where is
the preparazien of a Master Plan or Prelimingrv 5i
completion it is reviewed internallv and tv outside ¢
cies. After rasoluticn of aay potantial problems MIV
to the preparation 2f Constructie Plans. Separate o
ings are made “er tha fellowing:

(@)

ch
-
<
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> NE VI
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[44]
3}
[n
o3
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ANNEX 7 A-3, 5

work sequence. In sucrary, MIVI's overall heousin
represents a basically scund technical approach. If the project de-
velopment proc2ss were allowed ro cperate, the juality of the housing
output should exceed above average periormance standards. -

g celivery process

However, a clear distiactien exists batween MIVI's theoret-
ical and the actual housing delivery process being used to program its
current hcusing projects. Three hasia groblens ceatritute to the
discrepancy between wnat should be and what is deing done:

l. The utilization of a progr
ficient titing between sirze identificaci

o

:d aczuisitien ard initia-

tien of comsctructicn operations. The raguiremen: of apprexizately omne

year betwe2n these twe sceps represent a signifizant polirical problen
in a preduction-crienced environzen:;

rscess requires suf-

Y]

2. The lack of specifically defined phvsical, social azd

econcoic development zuidelines to measure actual performance in current
housing projects substzntially negates the potential benefits of a

systematic planring and programning approach to housing prccuction; and
housing delivery process is net clear-
d by its technizzl staff. Therefore,

-
-

1y defined nor threughiv unde o

their tachnical inputs and outpuls do not fully answer the operacional

needs and preblems.



'ANNEX 8

 ﬁNIT COST CALCULATIONS AND TYPICAL FLOOR PLANS

1. Home Improvement Loans

a) Materials Loan

b) Additional Rooms

c) Sanitary Facilities

d) Combination Improvement
e) Second Floor Addition

2. Serviced Lot:

Land
Infrastructure*
Administration Design

3. Piso - Techo:

Land

Infrastructure#
Piso/Techo
Administration Design

4. Basic Unit (25m2):

Land

Infrastructure*®
Basic Unit
Adminstration Design

$ 500
1,100
1,400
2,000
3,000

$ 250
1,800

$ 250
1,800
2,400

550
$5,000

*Includes utility lines, roads, drainage, grading, etc.

5. Standard Unit (50m2):

Land

Infrastructure

Structure at $100/m2
Administrative and Design Costs

$ 250
1,900
4,600

750
$7,500

VY



6. Midrises (Urban Renewal)

a)

b)

c)

‘Type “A" (40m2) land and infrastructure

Structure at $152/m2
Administrative and Design Costs

Type "B" (50m2) land and infrastructure
Structure at $150/m2
Administrative and Design Costs

Type "C" (60m2) land and infrastructure
Structure at $145/m2
Administrative and Design Cost

ANNEX 8
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ANNEX 9

Financial Report/Cash Flows April 2, 1679

M, James M, Christjian, Ph.D.
Sanlcs Vice President

National Savings & Loan league
1101 Fifteenth Street, N,¥,
\lachington, D.C, 20005

Dear Mr, Chuistiani

In connection with your request for services as consultant through
National Savings and loen league and the Scope of Vork described i tne
cable recelved from Mr. Edward Robbins dated Febrivary 28, 1979 and per
the March 2, 1979 memo frouw Mr. Mario Pita, Chief, RHUDO/DSA, T am sub-
mitting the followings

A. Financial Analysis of BIN

Date Available:

1. Financicl Report of extorral auditors, Chandeck & Borqusz,
as of Dacember 31, 1977,

2. Preliminary Trial Ralanco as of December 31, 1978 prepared
by BHX Accounting Department.,

Comrentss

At the present time, the oxternal auditcrs are workirg with
the Accounting Decpartment incorporating Inte th» financial staicuents
for the yeor ended Docember 31, 1978 the proposad adjustments for
the balance cudited by them (December 31, 1977), Therefore, 1
do not have at this time a reliable instrumant to adequately compayse
BHN's financial pozition as of hecembar 31, 1978 to the preceding vesr
in order to analyze both statements frem a financial point of view,

Wle are, nevertheless, able to present sono significant points in
conrection with part A of the Scope of llork.

A comparative analysis of Loans Payable to EHN (1976 aand 1977)
broken down Iin External and Internal Debt is shown in Exhibit 1 (Ine
crease of $51,045,800 (30.9%). The total amount of Loans Fayable as
of December 31, 1978, amounting $216,251,400 stows that most of them,
approximately $100,000,000, around 46% of its total debt, and close to
807 comparcd to its portfollo, have been borrowed in a short and
medium term basis (5,7, and 10 years) ot a high interest. On the othex»
hand, most of the gencrated mortgages have a 1*'fe between 2C and 25
years uith an interest rate averaging 7.87% per sunum which 1s Jower
than tho interext BHY has to pay to its lenders. Consequently, this
situation has a considerable effect on the finunctal situetion for the
period 1978-1987 with a stronger impact on the next fiva-year period,

I (‘Ll'f\
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althouzt: BIIN has been utilizing the “aportaciones" de la Caje

de Seguro Socizl which totals agproximately §70,000,000.00 as of
Decerber 31, 1978 at only a 3% interest, ten-year grace period,

By 1982, PHY has to start the amortization of the 1972 “aportacion"
fn the emount of nearly $7,100,000, The "aportaciones' they are
recelviny are higher than th2 “amortizacliones" at least for the
years 1932, 1983 and 1984, Lut we must point out that these

capital funds have benn uvsed to cover the operational deficit
rather than for investmant nurposes,

The income gencrated by interest earned on mortgagaes is
lower thin the interest that BHN has to pay for loans Payable.
This results in an irreversible oparational deficit which will

continue to increase ycar by year with no possibility of ever
rendering any profit,

Pending adjustment by the euditors, the deficit of $6,333,009
ghown in the financial statement prepased as of December 31, 1977
will be increased by approximtely $2,000,000 for 1978, Also, if
the loss bhetucen advancrd funds to Ministerio de la Vivienda and
the sale pirice of geacral projects in the amount of $4,796,157,
as shown by the auditors Chandeck and Bosquez, is finally adjusted,
it is possible that the final figure of the cumulative deflcit up
to December 21, 1978 will be approximately 518,000,000,

For the years cnded 12/31/79, 12/31/80 and 12/31/81, we have
assumed that the oparatiop~1 deficit will be increased to $20,000,000
{in round figures. This would bring the cumulative deficit to
approximately $38,000,000 as of December 31, 1981, converting the
nat worth of BBEN at such a date to a nepative net worth of $15,000,000,

The following ratlos <uud some hasic aspects of its financial
position on lecember 31, 1978

) 2 >4
1) [OrtLOIiO- . lz«,oo-g-t-qg_p. .- 0'579
Loans Payable 216,000,G609

This leverage ratio chows the capacity of the bank to
gonerate nortgages with the resources obtained,

2) Leens Payeble .. 216,000,000
Net Worth 23,617,922

- 18,000,000

5,000,000

This laverage rat!o shows a lack of utilization of
financing. The trend shows a constant incrcase,

= 43,2

3) Interest Eurned - .6l219=hgg 0,558
Interest Paild 11,142,400

This profitability ratio shows that BYN cannot sorvice its
debt (interest cost) with no possibility to cover adminis-
trative oxpenses, On the contrary, BHN has to use its
capital funds to cover the operational deficit,


http:70,000,000.00
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4) pdministrative E:penses . 980,000.0
Total Income 7,323.1

= 13,38

This profitability ratio shows that the incidence of
adninistrative expenses over tha total i{ncore is high,

5) Administrctive Exvensas - 980,000
Averaged Portfolio 103,000,000

+00946

This profftability ratio is to shov the incidence of
administrative expensus over the averaged portfolio,

6) Loans Payable Amortization w 2,210,400

4
Tnilow - Fortfollo 6,210,400 - 1+4809

This activity ratio shows how much BIN has to pay for
each Balboa recelved from its portfolio, This ratio is
mainly reflected in number 3,

7) Inflow = Funds -~ Portfolio - 6,219,400
Outflow - Loans Fayable 9,210,400
(amortization)

™ ,67428

This activity retio shows that gonarated interest from
its portfolio is not enouvgh to amortiza its debt., This
retio 1c mainly reflected in cvatins No. 3 and No,. 6,
Taking Into consideratjon the above, it becoiws apparent
that the financial position of the PHN will worsen in the
years ahead without a strong injection of capital funds,

Parts B, C, and D of the Gcope of Vork are as followss

B, Cash flow for BHN for the nuxt five years that will ident:ify the source
and appili~ation of tunds,

C. A general ccsh fluow reflecting the effects of the 75 million HG In the
next 15__ vesrs, A

D. A dctalled description of how and when the GOP shouvld make the financial

contribution required by BHN to start tha process of rnaching a sound
financial position,

. Parts B, C, and D are summerized in one General Cash Flow Projection
covering a ten-year perind (1979-1988), This permits us to have an idea of what
could be the financial situation of BHN through such pericd, taking into
consideration the following assumptions:

Sources of Tncome (Assumptions):

ls See Exhibit 2 which shows the a
Interest). This {tem
Cash Flow Projoction.

ctual sourco of income of BIIN (Portfolio
is identified on numher 1 and 2 {n thke General
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2. _The ftem Nos 3 {MIVI new portfolio) represents interast incume
genorated from capital funds as followst
AII-a AID HG $ 75,000,000
II~b GOP (25% participation) ;8,750,000
Il-c AID (UKRE) . 5,400,000
I1-d GOP (Additlional) 25,000,0C0
$124,150,0C0
IT-a 30 years terut - 10-year grace pericd 10,5% interest
II-b (No cost)
IT-c 30 years term - 10-yuar grace peilod 10,5% !ntérasc
I1-d (Mo cost)
3. The tentative number of houses to be constructed would be. appriroximately
24,830 with the same number of zonersted mortgages for a 25-yZair poeriod
&t 12,57 interest,
4. These capital funds would be allucated as followss
1979 1980 198), 1902 1983 1084
H.G. (7511) 5,090,000 15,000,000 15,000,006 15,000,000 15,000,000 10,000, 00
Gop 1,250,000 3,750,000 3,750,000 3,750,900 3,750,000 2,500,000
#.G. (URBr) 5,400,000 .- | -~ .- - .-
Additional) 25,000,000 - - . - -

Proraticn) (25,000,000) _5,000,03) 5,000,000 5,000,000 5,000,000 5,000,000

11,650,002 23,750,000 23,750,060 23,7.0,000 23,750,000 17,500,000

S

The $25,000,000 additional contribution stiould be wade in cash (no cost) -
to be placed iritially in a C.D. gaining interest at 12.5% in the first
year, 107 second year, and 9% the last three years, and then to be invested

yearly ($5,000,000 each year) with the results shoewn in Exhibit 3 (Interest
and Amortization Schedule),

At the present time, there is no Reserve Policy establisﬁed by BHN., In
the cash flov projection we assume two kinds of Reserves

a, Reserve for possibila losses on mortgage loans - 2% over tha generated
interegt on portfolio

b, Reserve for contingencies - 17 over the generated Interest on portfolio

i )
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T,

8.

9.

10,

i1,

12,

13,

14,
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Ingoma of Properties Rentid, identified as Item No. 5 in the GCFP (Gonesal
Cash Flow Frogectlon), has been increasecd at & 2% rave starting 1981,

Inavrance Recuperation - This item i{dentified es no. 6 in the GCFP has
been increased at a rate of 104 yearly. It represents the amount
collected from iInsurance (MIVI Conatruction) (Fire and Life Insurance)

Insurance Peemivm end Technical fervices - Thiz item identified as no. 7
represcuts income from insurance premiuwn, and technical services to
Asociaciones de Prestamos y Ahorros and is based cn assumptions from
Mortgagze Derartments It has been fncrcased at 10% yearly, FHA 1/2%
appraisal and inspection of houses,

Misccllancous Incoive - This {tem identified as no. 8 represents nainly
interest on loans grerted to Guardia Nacional, Nueve Chorrillo y Cia.
lefevre, It also includes interest on bonds, 7There is no consideration
of interest neither on loans made to Distrito Especial San Migueli'to

nor Gobicrno Cuntral becaust BliN is not receiving any payments from
them. It has been increased at 3% yearly.,

Recupcrations - Portfslic Savines and Loan ASbOCiﬂthﬁS - This iten,
Ydentificd as no, 9 in the GCFP, has been determined from the total nf
tha amortization schedules prepaced by BN,

MIVI 01d Portfol’n - This item, identified a5 N84 Men determinsd per
data given by BN in accordance with tabulation of amortization senadulo
variaticn (Exhibit &),

MIVI - Rew Portfollo - This item, identified as no, 11, represents
fnterest generated by new portfolio in accordance with figuras taken from
Exhibi¢ o, 3.

Nown Pavments on Mortgaces - New Prrefolio - This item, identifjed as
no, 12, Js included {n Exhipit Nc. 3.

Caja_del Segurs Social - X717 Month « The 1979 figure for thiz item,
fdeatified us rno, 13, is the estimate given Ly Cala del Seguro Social
to BLN, which is increascd at a rate of 2,35% pur year, again in
accordance with the expzeced increases estimated by Caja del Seguro
Social,

Other Capital Income - This item icentified as no. 14, represcnts
rocuperations from Loang made to Cooperative Nuevo Chorrillo y Guardia

Naclonal par amortization schedules., It has been increased at a 2%
rer annum since 1981,

HoG. Loan ($5.4} URBE) No. 15
H.G. Loan (§751) No. 16
GOP Participation in $75M N.G, Loans o« 17
GOP Leficit BHN ubsorption $25M No, 18
Jnterest on C,D, No. 19

Tho items fdentificd above are {llustrated in the table chowing capital
funds allocated, which {s no. 4 of this raction, Sources of Incomc.


http:Gobic:.no
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17,

18.

19,

20.

21,

22,

23,
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Interest_and Commisslons Pald on_Losns - This iten, identified as no.

20, rcpresenté the interesv co be paid fer the Loans Payabiz {(eld lcars)
shown in Exhioit 5 plus interest shown in amortization tables prepared and
caleculatod on lcans of $73 and $5.41f (URBE) on a 30-year term, 10-year

grace period at 10 1/2% interest, '

heen tiguxcd in accoxduncv with BHN Bnget for 1979 and, then, increased
7% per annum,

Operational and /dninjstrative Exronses = MIVI - This {tem identifijed

as no. 22, was written~off in our GCFP becauce BN had eliminated the
same from its Buwlget and there ar2 no payments (“aportaciones ol estado")
to MIVI after December 31, 1978,

Py

BHN assumas to be paid (Fire and Lifa Inuurance). An incrcase of i%
yeerly is reflecied,

Reserva for Losuec on Morkgaae ]oans ?or Contingencles = The above
ftems, identiiicd oo nns. 264 and 25, have baen illustrated in the table
ahowlin~ capital funds allocated, wvnich is no. § cif this section, Sources
of Income.

Invested in “ortfelio lousine thecigh MIVI and Propurtion Teken Annually
)row Cuts o e JnVoqtcd - VIVI These 1tews identified as nos. 26 and
77 bave bean illustrated in che table showing capital funds zllocuted, wnich

i1s no. 4 of this section, Sourcas of Incona.

Domestic Debt and Foreign Debt - The figure generated from ths above
itews, fdeutificd as ncs. 28 and 29, has been taken from the analysis
of both shoun {n Exhibit 5,

Comnentst

a) Despite the {njeociiecn of capital resources from now until 198%, in
the amount shevn in the General Cash Fleow Projecticn (1979-1938) for
the first five years, the operationzl deficit of BHN will total
approxinately $31,268,3539 for this five-year period, 1his will Sncrease
the curuiative deficit up to a flgure rowmding $49,000,000 by Dacemher
31, 1983 (ncgative worth of almast $23,000,000).

b} It ic fuportanc that in the period 1679-1033, the item "Aportaciones
&l Estado® be taken out., This item represents the amount that
BHN has Leen paying to Ministerio de la Vivienda throvghout the past
years (until 12/31/78) for an average of approximately $3,000,000
per year,

¢) Operational deficit continues for the second five yenrs despite
the fact that the interest inflow gencrated by the new portfolio will
reach its best years (1986, 1987, and 1988), The deficit for this

period vill total approximately $6,617,535 and the cumulative could
be estimated arvund $55,000,000,

l

¢ L,

¢}
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The above will soerve as explanaticn as to why recuperations fror old
and new portfolios, and downpayments racejved from generated
mertgages and "Aportaclones de 1a Caja del Seguro Social' (capital
funds) caunot ba fully reinvested or invested because they have to
be used tec cover tha operational defieéft, It would he sdvisabhle to
gec vhat amount of available funds could be used to generato new
mortgagus.

\lhat has hed a conslderable cffect on the financial situation of this
period is the fuact that PHR has borrowed &round $100,000,000 in shert
and wedium« term basis (3,7 and 10 yeers) at an interest higher than the
gencrated mortzages placed with a life between 20 and 25 years as

has been previously explaincd,

Beginning i{n 1989 BHN would have to make amortization payments of
the $75HM and $5.,4M H.,G. as followss

13H 5.4M Total
1989 625,000 270,000 89§,OOO
1990 1,250,000 270,000 1,520,000
1991 1,944,444 270,020 2,214,444
1992 2,638,888 270,000 2,903,868
1993 3,420,138 270,000 3,690,138

A comparative aralysis of Leans Payabla for the year ended 12/31/78
end 12/31/77, broken down in External Debt, Internal Debt and Centrel
wuvernment, and expressed in iLmuunts and percentsges, is shown in
Exnibit 6.

A delinquency analysis of Asociaciones de Ahorre y Yrestamo as of
12/31/78 has been prepared, showing the high delinquency of {ts
portfolic. A 21,97 rate is shown and the higher percentage, is
concentrated on Primera Asoclacfon amounting a 15,5% of such total,
See Exhibit No. 7.

Delinquency for MIVI Portfolio shows a 1,4% ratio as of 12/31/77 which
is acceptable, However, if we consider the delinquency in propertion
to generated mortgages (MIVI Portfolio), an analysis as of 11/3C/76
shows the following:

Over
Current 30 Days 60 Days 120 Days 180 Days 180 Days Total
11831 7675 2092 939 935 2180 25652

(46.1%) (29.9%)  (8.2%) (3.7%) (3.6%) (8.5%)
The delinquency rate totals 53,97 on the total generated mortgages

(small mortgages),which is high, taking into consideration the great
numbers of small mortpagos involved,

.|‘ro
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Ve have assumed & 27 over the generated totul interest income

as veserve to cover portfolio losscs because BHN is usinz capital
funds to cover oparational deficit and BHN necds to invest most

of such coplital funds to gencrate new mortgag:s up to the maximum
of jts resources, Ve used the same basis to establish a 1%
reserve over tho gencrated total interest income for contingencies.

i) It vould Le ndviscble to consider and fmplement as soon as possibla
other alternatives to gpcnerate additional sources of funds which
help BHN to achieve a sound finaneiasl positions

1. Sale of some pleces of land (if market exists and prices
are fair enovgh to get reasonable capttal gains) up to
$25,000,0C00 (no cost for BHN).

2, Speed termination of feasibility study to commence a
secondary mortgage market, determining its profitebility,

Good mortgages from Asoclaciones de Prestamo y Ahorros $ 4,000,000

Ministeric de la Vivienda . 21,000,000

$ 25,000,000
- - - - - ]
3. 1If GOP pays the interest due to BHN for tha loans of
Chnsa Hankattan Bank, 15M (1976-1931), 35M (1976-1983),
and Banco Nacional &0M (Japanese Loan 1078-1987), it
rcally would represent ar indirect additional contributiorn
of §37,104,467 distributed us follows: §20,704,467 for
1979-1983 and $6,4G0,000 for 1984.1937. The above will
significantly decrease tie deficit for 1977-1983 from
$31,286,539 to $564,072 and increase the capital funds
around $30,000,000, ¢reating the opportunity to invest
the sam: in new mortgngus,

Also during period 1984-1989 the operational deficit
estimated in $6,0617,535 will be reduced,

At the bottom o7 the GCenersl Cash Flow Projeetion, tho
way in which this possibility or alternative worke i;
shown and ycarly resvles arc comparad,

A Detatled Technical Assistance Plan Tor BHN Fn The Areas You Feel Such
Assistance Js5 Needed

To conply with this part of t:he‘s 0 of work, and after carefully
: Fornanderts report ity M A Dosruns
reading r., Eliecer Iernandez's report dons y Chandéc Bosques
(Coopers & Lybyand) on Decembar 19, 1978 covering the financial
statement of BIN for year ended December 31, 1977, woa checked with

BHN management: to see if the following aspects had been implemented:

~——
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Audjt of recosmendations in connection with evaluation
made on November, 1977. (Ellecar Fernandez' Report =
Exisibit 1 - Gerencia de Operaciones) ' '

Conditions pracedent to approval of loans. (Ellecer
Fernandoz's Roport - Exhibit 2)

a, Gtoup A" o Staff Structure (Pages 1 und 2)
b. Group "B" - Actions to bo taken by BHN (Pages 3, &, ahd 5)

¢, Other actions to be taken by BHN with respect to its
financial and managerial performancc.

Contract the services of a CPA licensed i{n Paname to audit
BliN's annual financial statemants,

Preparation of Procedure Manuals for the following areas,
a. Department of Supervision of S & L Agsociation
b. Technical Department (Page 8)

At present, BHN has submitted to Ministerio de Planif'icacion
y Politica Economica an “anteproyecto" (project planj in
connectlon with its restructure evidencing good dispositlon
to commence a departmental reorganization which icads to a
botter managcuent cf the Institution, BHN intends to put in
action by Ap:sil 1, 1979 such restructure which ic mainly
contemplated in jts "organigrama” #1 (organizational chart),
dated February 1, 1979,

However, in accordance with Panamenian regulations, BEN has
to obtain. legally speaking, the approval of MIPPG prior to
putting into practice the proposcd restructure,

Exhibit 8 shows the Morganigrama" #)1 which reflects the new
gtructure of BHN and Exhibit 9 reflects actual structure.

Conmments:

Assuming that sooner or later the new stiucture will
be implemented, we are trying to establish how it ccmpares
to recommendetions, conditions, and actions made by Eliecer
Fernandez, and also how it compares to actual structure.
Vo cannot evaluate if the recommenaations of Ellecer
Fernancez contained in his Exhibit 1, pages 1 to 6, are
rcally being follouad by BEN, as well as the actions
proposad by him, until the new structure is in effect.
However, they are evolving into ¢ more adequate mortgagn .
banking organization. "Gerencia de Contraloria™ has been created
to substitute “"Gercncia de Operaciones,”"  Gerencia de Operacicne
includas the departments of Audjicria General, Supervision y
Fiscalizacion, and Auditoria Externa, This msans that BHN is
becoming a nore efficient institution, 15{[+
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Dan Csleman angd I psih a visit to the Lean Management Department

of MIVI, haaded by Lizenciade hrunilde, in order ta review how it worke
in connection with EHN, e met with her and other officers of this
depurtment. During this visit vwe were able to confirm the context of Note
1 a); b), ), dj, e), £), g), W), 1), and j) of the Chandeck and Bosquez
report dated December 19, 197€ bocause thore are no changes in the vay

the operationg betwern Minisiccio de la Vivicnda and BHN have bean
working, The cxeception is k) because since Decombor 31, 1978, BI

had not reimbursed the salaries of MIVI personniel involved directly and
indfrectly in projects/prograns, ctc. financed by MIVI, and other expenses
which in the part amounted to approximately $3,000,000 yearly, This

is an important saving that BRI has realizod. Sea exhibits nos. 10 and 11.

If in the future any uction i3 taken by MIVI or Contraloria
General de la Republica to be reimbursed by BN at least for Departamernto
de Bienecs Raices' expenses (organization of mortgages through applicution
from mortgago~, collections, foreclosures, ctc.) BHN shouldiinclude
that disburscument as a new expznse item in tts budget and consider it in any
cash flow pronjection., From an fnstitutionzl point of vicw, at the prasent,
the general manager of BHN is sizning the checks which were formerly
signed by the Chairman of the Beard, exercising more financial enntrol,
In answer to our questions we have been infarmed that perscnnel from
Departamento de Bienes Raices are working hard to {ncorporate as ‘‘¢zerituras
publicas' (Deed of Title) the documents which could be named "Contratos
de Ocupacien® (Sale Contracts) until finally they were coaverted to
"escrituras publicasz." As of llovember 30, 1¢78, there wevre 25,052 contracts
composing the Portfolito of BHN from MIVI, Lut it is not known how nany
of them have bren "eserjturas", and {f so, how wany have been duly
registeorad,

Another cash flow projection has hecn prepared (1979-1988) eliminating
the additional, unique GOP contiibution in che amount of $25,000,000 during 1979,
Instead, a new assumption has been claborated: a GOP absorption of BHN operational
loss, year by year, helping the institution to run the period 1979-1988, but at
Jeast for the next five years 1979-1983 ccovering now the cumulative deficit as of
12/31/78, amounting nearly $18,000,000 &nd after that th2 operatioral loss which
is reflected in the second cash flow projection,

The favorable changes that could be incorpcrated in the year ahead leading to a
better financial position depends on how fast the resources of cesh shown in the
projection be utilized and other steps like the secondary market, if feasible,
concur as positive and determinative action to reach the goal,

. CONCLUS TONS

Aftar revieving the financjal analyses performed «t BHN, it was concluded
that: .

A, Som2 additional conditions should be established before Loan is grantedi
1) GOP should cover deficit accumulated up to December 31, 1978,

2) GOP should absorb operational losses from 1979-1988 (ten-year period)

167
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8, The following should te fiplemented Lefore the first disbursewents
1) Neﬁ structura propozed by BHK should bte {n operation,
2) Upmost use of generated cash flow to invest in new mortgapes,
ﬁ)_ Abcolorato creation of secondary mortgage market,
"4) Utilization of other resources of capitals
a, Seles of pileces of land, if feasible,
be Other possibilities,

3) Regulation of some Lkind of suporvision of DI over the Bienes
Raices Department of MIVI since BHN has the responsibiiity ultimately
for maneging,

6) Continuing the practice of using the services of a CPA licensed in
Panamn, through & contract, to andit DHN's annual financial statements
as they did for the period ended 12/31/77.

7) Financial and sdministrative technical acsistance to BHMN for at le=ast
the first twe years, if the lcan flnally is granted, to help nanzge-
ment §in coordinating these implementations to reach its objective.

In cecordance w!thr Pic?nstructions, I have been worlitng in coordination
with Mr. Dan Coleman, who is alsv acting as Consultant, assisting him ir the
preparation of the Project Plan. ) have bren receiving the guidance of '‘r,
Mario Pita in this assignaent and the assiscance of Mr. Richard 50lloway and
Douglas Avnold from the Controller's Office, who are familiar with the f'%:ancial
probleirs confronted by BHN,

Also, I have been §n touck with Mr. Jaime Rodriguez and Mr, William Mann
regarding this matter, and T was present in different rneetings with Mr, Pita and
other persons involved in the progrum,

I hope that I have covered tha aspects of the Scope of Vlork per your rcquest
for services, In the case of nceded clarificsclons, please do not hesitate to
contact me,

Cordially yours,
/7
/& C_» ¢ " ‘f (M
Note: Original working papers were . . 7

given to Mr,. Mario Pita as his request,
Fernando Arara

cct Mario Pita, Chief, RIIUDO/PSA
Panama, Rep. of Panama
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ANNEX 10°

Secondary Mortagage Market Brief

oz)afin ./4mem'can %eue/opment Cor/ooraﬁon

P.O. BOX 14308 ) NORTH MIAMI, FLORIDA 33161 TEL, 846-9706

(305) 9u4-7702
March 22, 1979

LADCO Investrent Division

MEMORANDUM

T0: Mario Pita, RHUDO/PSA

FROM: Marlo J. Schram, Consultant %;& 4 c/&M,m

Latin American Development Corporation

This "dreft memorandum", required by Article V of the contract under
which I am now working, is a summation of +the detailed information I
shall send to you in my interim report covering the work done and
recommendations made during the second triv to Panama in accordance
with Work Order No. 1, Contract Fo. AID/otr-C-1655.

1) As a result of tThe chanzes which occurred durinz the vast six
weeks, ziving the BHN {the opportunity to establish a substantial
degree of managerizal control over its own overations, it is now
nossible to work toward the develovmsnt of the Bank as a self
sustaining financial institution. “Therefore, I have worked with
the management of the BIN in planning the contact work for the
sale of mortgage-based securities in a secondary mortigage market.

2) Inasmuch as the Ministry of Housing and the BEN are both in need
of funds, I have recommended that vhe initial eifort be dirccied
toward the commercial banks as investors, particularly wivli re-
gerd to their lesal obligation to invest at least 50% of their
devosits in housing finance. =Istimates ovtained from the Heunking
Commission indicate that this obligation will be approxin. tely
$22,000,000 in 1979. Tax-free government-guaranteed wmorec . ¢
parvicipation certvificaves should be attractive to many comiercial
banks at a net yield of 7%. Since the BEN has mortsages available
whicn pay 9% interest, the transaciion would zive the LI o yield
of 2% plus the opportunity to relend the money at 9% (or weorhaps
at rates of up to 12.5%) and an additional 1/2% for its FHA Fort-
gage Risk Insurance.

3} I have also recommended that the BHEN take advantege of the COP's
new awareness of the need to provide rinancing for the housiag
and construction industries by recuesting that the commcrcial
bonks be permitted to buy the goverament-guarantced FHA-insured
mortgege carticipation certificates with the righv to derosit then
in the Banco Nacional as part of the legal reserve requirzsd of all
commercial banks in Fanama . . . at least up to10 % of trat re-
quired reserve. Inasmuch as thosc deposits do not now esmn any
interest for the banks, They would undoubtedly be happy to rocceive
5% or 6% in tax-free interest for an investment of this noture.

I am informed that 40% of the reserve requirement would be approx-
imately $5,000,000. . . . & figure I have not been able to verify.

’qtf‘
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Although a substantial incerease in the BHN's cash flow is un-
doubtedly of great -importance, I believe that the Bank's great-"-
est need at this time is for an increase in its capacity to earn
profits. Over the long pull, it cannot become a viable financial
institution merely by substituting one sroup of creditors for
another. It must reduce its outstanding obligations or, better
still, increase its outstanding obligations while developing an
even greater increase in its mortgaze portfolio and its gross

and net profits. 4As one of the measures which can contribute to
achieving this result, I an recommending that the BHN expand its
role as an insurer of +the nortgages covered by its FHA insurance..
This will involve the extension of %the FHA insurance to ixelude

the mortgages generated by the MI-VI, by the commercial banks,
mortgage banks, insurance companies and other institutions which
can qualify as approved entities of the FHA system. It will also
include the development of a system of mortgage.life insurance in
which the BHN would be the insurer.: This would add to the income
of the BHN every year 1% of the face value of all new mortgages
generated by the S&ILs and those insured by the BHN's other approved
entities . . . and virtually all of this income would be net profit.

As a result of the training progranm previously developed for BHN
personnel in trips to the Dominican Republic and Costa Rica and
the trip to Costa Rica earlier this month by the BHN's assistant
manager, Carlos Tovar, the Bank is convinced that a secondary
mortgage market can be developed in Panama. The Bank is preparing
a section of its operations manual to include the administrative
and accounting procedures which the market will require, it al-
ready has the forms it needs and the trained personnel to handle
the paper work. Recently the BHN has-bzen reestablishing contacts
with some of the prospective investors who had expressed intverest:
in the market during May and June of 1978 when it had been thought
that the BHN was about to be given the authority to make sales of
mortgage securities in a secondary mortgage market.

However, at this time, only the MI-VI has the capacity of penerat-
ing any volume of new mortgages. The S&Ls produce only a trickle
of loans, in no way sufficient to utilize any amount of new cap=-
ital in an efficient wey. And even the MI-VIi's involvement in
housing construction seems to be so committed to large projects
requiring massive expenditures for urbanization and infrastructure
as to make it doubtful that the BHN could count on a continuous
and even flow of completed housing to absorb the new finencing
and produce the new income that could pay for the cost of the‘
required financing.

Therefore, the 5 S&kLs and the BHN should be given technical assist-
ance in the development of a continuous flow of mortgage financing
of individual houses for low and middle income families. This
will require, as it did in Costa Rica, the development of an ede=-
cuate supply of suitable lots, house plans and capable builders
for the custom production of the needed housing units. And the
lending process in the S&ILs will have to be reorganized so as to
provide the interim financing as well.as the long term loans for
the individual house.
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This program of technical assistance, which will include the .
development of the capacity of each S&L to sell mortgage parti-
cipations in the secondary mortgage market, will require approx-
imately 12 work weeks of technical assistance during the 12 month
period from July, 1979, through June, 1980. 3By that time, the -
S&IL system which is now financing about 100 housing units per
year will be financing not less than 1CO homes per month. And
the BHN will have a system of audits and controls by which it
will be able to increase and decrease the flow of financing in
its S&L system as demand and the availability of funds requires.

¥ith regard to the revised scope of work set forth in yous* memo-
randum of March 19, the following is a summation of the informa-
tion which will answer your questions in greater detail in my
inverim report:

(a) A secondary mortgage market in countries like the Dominican
Republic, Costa Rica, Bolivia and Panama cannot afford to
offer investors the high rates of interest which would com-
pete successfully with those which other investments provide
for institutions and individuals who can invest substantial
sums of money. Therefore, the market must look to smaller
investors as buyers of mortgase-based securities . . . and
they cannot afford to tie up their funds for a long period
of time, as a general rule. Therefore, the morket offers
them an investment redeemable at sight or at any term which
the investor considers adequete for his needs. The interest
rate increases with the length of the term and, to create an
incentive to leave the funds invested for a longer time, the
sight transaction provides an automatic increase in %he rate
garned at the end of ecach investment year until the maximum
rate is reached. .

However, our experience has shown thet the tax exonerascion
that Flli-guaranteed participation certificates offer and %he
free trust fund services which allow the investor to cstablish
the conditions which best serve the needs of his family and
himself provide an incentive  which outweighs considerztions

of interest rates in the mind of the investor. A4is vo denand
for this type of investment, the morket is a constant one,
unlike the issuance of a specific series of bonds wuich, whea
sold, are no longer available. Buyers who wish %to invest nro-
vide the liquidity nceded to meet the demand for renurch-se

of the participation cexrtificavos and the S2Ls in counvurics
which use this type of market have ncver needed a specific
reserve fund for redemption purposcs. Redemvtion roquasts
hezve been so few that the liguidity of the instituticns tas
never been a factor in the munagement of the markets.

(b) The market will ovpersie in both the BHN and the S&Is. 7The
funds whieh the BHN obtains by the sale of nortgepes from
MI-VI housing will be used to finance MI-VI projects. Funds
obtaincd by the sale of 52L mortgages will be used o purchase
mortgage participations from the S&ILs which have a demand for
mortgage loans which exceeds their own capacity to provide

VI
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finaneing. The S&Ls will receive a commission for adminis-
tration of the mertgoses sold and the BEN will endeavor to
obtain a profitable spread between the rate it receives and
that whicn it offers to investors. In any case, each new
mortgage loan made will vrovide an FdA insurance prenium
for the BHN and, if the Bank follows my recommendation, a
premium for the mortgage life insurance which the BHN will
require as a condition of FHA-guaransced morigages.

Assuming that the DHN rcceives the support it needs from the
MI-VI and the GOP that will permit the commercial banks +o
buy the =HN securities, secondary mortgage m-rket saios td W
benks should nroduce not less than $12,000,000 per year in'Tf,X
new working capital (cash flow) for the BHN. Sales to the L
general public can be developed at the rate that the MI-VI Y wﬂ’?
and the S&Ls can relend the funds to owners of newly built g:¥”}‘
housing. Inasmuch &s the secondary mortgage merket is a 0
flexivle instrument which is designed to vroduce what the

demand for housing requires, the amount of money generated

by the market is, up to a certain point, dependent on the

effort devoted to the sales activity. In other countries

which use the type of system which has been developed for

Panama, the ability of the housing merket to absordb the addi-
tional funds has been the limiting factor and the increase

has been graduval and constant. In Paznama we have the addi-
tional matter of a large wrojected financial input which will
come from the AID and IIG programs and this funding will un-
doubtedly reduce the BHN's dependence on secondary mortgare
market sales. Therefore, it is my oninion that the markes

will be used for the next 12 months primarily to provide funds
for the MI-VI's housing projects. From mid-1980 throush 1966

it will linance principally the increased lending capacity of

the S&L system and this will, in turn, depend on the success

of <The technical assistance program I have recommended eerlier

in this memorandum.

However, based on my e:rverience in the establichnent of simi-
lar marketvs in othe> develoring countries, I belicve the ner-
ket in Panama will produce a minimum of %10,000,000 in nmort-
gage sales per year and, where the demand for housing requires
a maximum mortzage sales effort, the annual sales can be as
high as 20,000,000,

The personnel of the REN now Xnows how to obtain investors

for the securities to e offered by the secondory mortragse
market, tnsy know the technigques to be employed and can ansver
most of the questions that will be raised by vrospective in-
vestors. However, up to now, they have never had tho oppor-
tunity of putting their ¥nowledge to work. They necd a small
amount of guidance in their initial efforts and I hope to be
able to provide that guidance during the final week of work
under this current contracte.

I have great confidence in the capacity of the present manage- .
ment of the BHN. If this management is permitted to apply

/';[/j
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itself to the operation of the secondary mortgage market, I
am sure that it will be successful. Like the rest of the
BHN's personnel which has seer such marke:s in operation,

the manager and his assistant are aware of what they must
do, even though they have never before had the opportunity
of doing iv. But their role covers the whole gamut of activ-
ities involved in the market and they will need a small amourt
of periodic assistance during the next 3 or & months. Subse-
quently they will need additional help in the develovrnient, as
I have already mentioned, of the ability of the various S&Ls
to produce the results which must come from the insti‘aations
which have constant direct contacts with the public.

8) There are & more recommendations which I shall make in detail in
the interim report which will be sent to you next week. They axre:

(a) Interest rates on nortgages are too low in Panama to permit
the use of funds which cost what the KIG Program and comner-
cial banks are now charging. I recommend that Panama he more
realistic in its approach to the problem and raise nortgage
rates on a sliding scale in which housing costing less than
$8,000 (house and lot) will pay 10%, those from 38,000 to
$12,000 will psy 1% and those over $12,000 will pay 12.5%
interest.

(b) The BHN's need for profits indicaies that it must charge more
for the services it offors. I recommend that the FHA premium
on all new FiA-insured loans be increased to 1% per year. The
premium now is 1/2%.

(¢) Inasmuch as the Ministry of Housing needs money now %o keep
its programs under construction, I recommend that it recon-
sider the recommendation I macde to the MI-VI aprroximately
one year ago. The MI-VI has land and the ability to urbonize
it. That land appears on ths books of the BEN at its cost
price and that is substentially below its present market value.
Some of that land has already been urbanized and the iiZ=VI

* should permit the S&Ls to offer the lots 40 their clicnts who
can qualify for mortgame loans dbubt lack a housinz sitec. “he
S&Lsy selling mortgagesto the public, will use part oF ihe
proceeds to finance the purchase of MI-VI lots from iuoe SEN
for cash and at today's prices. The BHN would make the funds
obtained by the sale ¢f the lots available to the MI-V: for
use in completing the projects which are now held up for lack
of funds.

(d) Support by the MI-VI and the GOP could result in a requirenent
that insurance companies invest a part of their premium income
in FHA-guaranteed securities and that the 50% of bank deposit
investment in ‘housing be raised to 60% with the addisicnzal 10%
being made preferentially in BEN's secondary morigage market
paper. This could produce $25,000,000 per year in invesiment
in secondary mortgage market securities by these two sources.

03
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ROLE FOR COOPFERATIVES

The Ministry of Housing (MIVI) foresees the advantages of coope-
ratives and cooperative approaches to housing development for all in-
come levels, but especially for families below the median income. This
recognition of cooperative groups and methods has been manifested by
MIVI's establishment of an office of cooperative housing and by their
participation in and support of the AID sponsored OPG for cooperative
housing development. Likewise, MIVI intends to utilize the emerging
cooperative housing system in the implementation of the housing invest-
ment guaranty program. The role for cooperatives in the program will,
however, have to be based on the capacity of both MI¢I and other insti-
tutions to respond to and develop new cooperative housing project groups;
a capacity which is at present limited but to be expanded through the
OPG precject now in operation.

Relation to Sub-Program Areas

MiVI intends to develop cooperatively organized projects in all
three principal sub-program areas. Fach sub-program focuses on dif-
ferent areas of problems/opportunities and the role for cooperatives
will vary in both degree and approach in each .ub-program area. With-
out describing special sub-projects, the general role for cooperatives
can be outlined in further detail for each sub-program with a brief
description of the probable approaches.

Sub-Program I - Community Upgrading and Renewal

Cooperatively developed and owned housing projects are especially
suited to urban renewal projects and will be used to the extent fea-
sible under this sub-program for such development, The use of coope-~
rative sector institutions, as part of the private sector involvement
in redevelopment, provides MIVI with a means to expand and multiply its
own efferts. Here also a direct relation exists to the ongoing OPG with
respect to the revitalization of FUNDAVICC and the new relationships
evolving between FUNDAVICO and MIVI, Joint cooperative programs can
be undertaken by the two institutions for the reconstruction of resi-
dential units in the areas to be cleared. FUNDAVICO can become the
principal organizer, develuper and administrator of these projects
under the overall program directives of MIVI. The opportunity also
exists for expandiny the resources available by encouraging FUNDAVICO
or other private sector institutions to invest in these projects.

This idea would be a unique approach to multi-family/renewal housing
solutions and provide a means of reducing costs by encouraging the
input of the cooperatively organized group resources. The experience
of FUNDAVICO in the promotion of new housing cooperatives has been
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successful in the past. This use of cooperatives can accelerate re-
development activities without expanding MIV1 staff and at the same

time provide for the continued administration
and maintenance of the projects by the cooperatives.

Sub-Program 11 - Peripheral Growth Areas

Both the construction of new shelter solutions and the improvement
of both new and existing housing will be the focus of this sub-program
funding. Basic services provided in coordination with and funding from
other sectors will also be required. Cooperative groups, both existing
or to-be-formed, can serve as a way to organize user participation as
well as a way to channel information and feedback o= project develop-
ment. In the construction of new shelter solutions by MIVI, particular-
ly progressively developed sites and services units, the use of cooper-
atives to organize both mutual help and self help construction acti-
vities will be considered. Also, there are existiug cooperatives in
the sub-program area which have land and some limited resources. MIVIL
can support the initiatives of eligible groups with both technical and
financial resources. Tor the improvement of existing shelter through
home improvement loan sub-projects, eristing credit union groups will
be involved. This has a direct reiation to the OPG Program which is
now designing and testing this approach. The credit union now operat-
ing in Samaria, for example, can be utilized as a channel for Home
Improvement loans in a principal area of development. Also, in order
to increase the scale of this activity, specific cooperatives may be
organized to assist MIVI in the delivery of home improvement services.

Sub-Program III - Rural Development Growth Centers

The contemplated role for cooperatives under this sub-program will
be similar to the role cooperatives now have within the selected areas
and centers of the "URBE" program. The approach will principally be
one of MIVI responding to already existing cooperatives and not to
create new groups.

Cooperative Sector and Sub-Project Development

The role that cooperatives ean undertake in the housing guaranty
progarm depends on MIVI's commitment to cooperative housing and to the
development and incorporvation of cooperative support institutions into
the implementation process. The FCH OPG program has been designed to
assist MIVT along with FUNDAVICO, FEDPA and other cooperative sector
institutions to define the relations and the role of MIVI in coopera-
tive housing support. Therefore, during the implementation of the
investment guaranty program, the focus will have to be on both the
development of projects and institutions. This provides a great op-
portunity to both MIVI and the cooperative sector institutions to joint-
ly work to develop specific solutions.
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OTHER SHELTER RELATED INSTITUTIONS

1. - Panama Canal Authority

The Panama Canal Authority (Authority) was established by Law
No. 66, September 19, 1978, as an autonomous agency of the GOP subject
only to the policies, orientation and inspection of the Executive Branch
and under the supervision of the Comptroller General of the Republic.,

The Authority has among others, the following functions:

(1) Coordinate with competent authorities and agencies the adop-
tion and performance of measures necessary to exercise the rights and
fulfill the responsibilities of the Nation pursuant to the Panama Canal
Treaties of 1977 and the agreements therecf; (2) Receive from United
States authorities property, the ownership of which shall pass to the
Nation according to the Treaties, and transfer such property to the
national patrimony for it to better serve the national development;

(3) Safeguard, participate in the administration of or directly operate
under policy guidelines established by the Executive Branch, all land
and water areas, activities, installations and all movable or real es-
tate property included in the Panama Canal Zone and in the Panama Canal
watershed, all of which will revert to the Nation pursuant to the Treaty,
until such time when they are transferred to other physical or legal
persong, public or private, be it by resolution of the Authority's
Fxecutive Committee or by laws that are issued in the future.

In accordance with the above, law 66 gives the Authority the
ownership of all property be it movable or immovable, and rights which
shall revert to Panama pursuant to the Treaties until such time when
they are transferred to other public or private persons under the law,

Law 66 also provides that all Panamanian institutions must
coordinate their activities in the Canal Zone Area and in the Panama
Canal watershed with the Authority to which they shall provide full
collaboration as required by it for the fulfillment of its responsi-
bilities.

The Authority is governed by an Executive Committee, and by
a Director-General and a Deputy Director-General. The Executive Com-
mittee is composed by six members, #s follows:

a) The Minister of Foreign Relations or his designee, who
will be its chairman,

, b) The Minister of Planning and Economic Ppiicy‘o;/his de-~
" signee, : Lo
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c) ThQ”Mﬁﬁiéter of Finance and Treasury or his designee.
d) ThevDirectorQGenera1~of the Authority, and
e) Two citizens designated by the Executive Branch.

Under this Law and in regard to the Project, the Authority
will have to be consulted and the Executive Committee will have the final
word on all matters related to the transfer of activities, installations,
lands and waters to the corresponding institutions or entities, as well
as on matters connected with the regulation of the use of lands, waters
and installation in the areas included within the current Panama Canal
Zone and the Pznama Canal watershed.

2.  National Hydro-Electric Institute (IRHE)

IRHE was established in 1961 as an autonomous agency of the GOP.
It is responsible for the installation, operation a.d maintenance of
electrical systems to urban and rural areas., The first and second
units of the new hydroelectric plants at Bayano have been placed into
operation in spite of a drought that affected water levels, The genera-
tion of hydroelectric power has permitted substantial savings in the
use of petroleum to run the power plants at Colon. The Bayano plant
is but the first of three hydroelectric projects being carried out., 1In
early 1979, the La Estrella y Los Valles Plants will begin to function
in the Boquete region and the La Fortuna hydroelectric plaunt, which
will provide 2.2 times the output of the Bayano plant, is to be initi-
ated.

To channel the supply to users, IRHE maintains 34 branches employ-
ing 3,465 persons that run the 46 electric plants now in operation.
Installation charges are included in service charges and recovered
through monthly tariffs, For rural electrification systems, community
power plants are used only if their location is too far removed from
the main power lines. There are 24 individual systems now in operation.
Where applicable, self~-help (digging holes for the posts, gathering
construction materials) is used to keep costs down in rural areas.

IRHE standards are used by MIVI in the development of electrical
systems in MIVI projects, However, coordination between the two en-
tities needs to be improved. The Institute's scheduling problems have
held up the adjudication of houses which MIVI had completed because
electrical connections were still lacking.

3. National Water and Sewer Agency (IDAAN)

IDAAN was established under Law No. 98 in 1961, as an autonomous
- government agency with authority to control all activities related to -
public or private water supply and sewage collection, treatment and
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and disposal; and to fix rates, taxes, rents and valuations and other
fees for installation and use of its facilities, and for its water and -
sewer services, :

IDAAN has a technical staff of 15 people in its engineering office
in Panama City responsible for the planning and design of all new
projects. In addition, it has small technical staffs in each of seven
regicnal offices among which are the Project's two growth centers of
David and Chitre and the three service centers of Santiago, Las Tablas
and Aguadulce. Regional offices are normally headed by an engineer and
organized into five sections: production office with responsibility for
operation and maintenance of wells and aqueducts in small communities
and water treatment plants in larger communities; water distribution of-
fice; sanitary sewer office; and commercial and administrative offices.
Under the 1969 AlD-financed Panama City Water Supply System loan, IDAAN
received technical assistance in financial administration and accounting
controls and procedures.

IDAAN operates and maintains 144 water systems which supply water
to over 940,000 inhabitants of Panama. (The Ministry of Health has the
responsibility in towns of less than 1,000 inhabitants).

During the past three years, IDAAN has designed and executed aque-

duct and sewerage system projects costing over $30 million, and it is
currently a major participant in the $15 million Slum Upgrading and
Home Improvement Project initiated by AID and the GOP in the San Miguelito
District of Panama City under the Housing Investment Guaranty Program,
In addition to AID, the World Bank is financing a new water treatment
and distribution system, and storage tanks for Colon; increased capa-
city for La Chorrera water supply system; and water distribution lines
for Arraijan and Vacamonte.

The IDB is financing a sewerage system for Las Tablas and a sewer-
age treatment facility for David, aqueducts for Chilibre (on the eastern
Canal Zone border) and elsewhere, and water treatment plants for Chitre
and Puerto Armuelles. IDAAN's operating budget for 1977.was $18 millinn,
of which $15 million was derived from service fees. Since 1978, central
government contributions to operating expenses have decreased, as IDAAN
has increased its service fees in an effort towards greater economic
self-sufficiency ’

4., Panamanian Foundation for Cooperative Housing (FUNDAVICO)

_ FUNDAVICO is a private, non-profit foundation established in 1967
with the help of IVU (predecessor of MIVI) and AID. With an AID loan

of $3.5 million, FUNDAVICO developed an urban and rural housing coopera-
tive program. Three hundred seventy five units were built in various

Tural areas and 602 urban units were constructed of which 55 were single

PR
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[amily dwellings. The urban program comprised four separate projects;
two in Panama City, one in Colon and one in David. The first three

are multifamily construction while the David project is comprised of
single family units. Th2 four urban cooperative projects sponsored by
FUNDAVICO are still managed, quite successfully, by FUNDAVICO. Good
property management has not only resulted in regular and effective main-
tenance, but in minimal delinquency collection rates as well, Through
proper functioning of the cooperative's reserve funds, the FUNDAVICO
cooperatives have remained completely up to date in their own payments
to MIVI.

Currently the FUNDAVICO staff numbers fourteen, including its pro-
ject managers, accountants, and secretarial staff, The director is able
to double as the staff architect as the need arises,

Until very recently FUNDAVICO's Principal activity was administer-
irg the units it built with the above mentioned AID loan. It had not
pursued an aggressive or effective investment policy using the capital
nenerated from repayments of loans on the above programs, and which
to date has totaled more than $800,000. However, in spite of this and
the fact that it owns land on which new Projects could be built, it had
net been able to secure long-term financing for these purposes either
through the BHN or the private sector.

During the latter part of 1978, as a result of recommendations by
RHUDO/PSA and i"CH advisers, FUNDAVICO undertook a more active role in
promoting the construction of new projects or expanding the existing
ones. In this respect, using the leverage provided by the land and the
$800,000 in investment funds, FUNDAVICO was able to secure financing
for the construction cf an additional 160 units for the La Felicidad
Housing Cooperative of Panama City, and 60 houses for a Housing Cooper-
ative in Boquete, Chiriqui Province.

Through an OPG Agreement with FCH, technical assistance is being
provided to MIVI and the cooperative housing movement, including FUNDA-
VICO, to incorporate cooperative techniques into the shelter delivery
system to low income families. This assistance, therefore, will result
also in an improvement of the cooperative movement's position vis-a-
vis the Ministry of Housing and the financial sector.

(A \C,
W
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Dispsoke ool Minis 0 9 de octubre de 1978
DM-119

Sernor

William Monn

Oficina de Vivienda y
Desarrolloc Urbano

Agencia para el Desarrolle
Internacional (AID)

E. S. D.

Sefior Mann:

Como es de su conocimiento estamos en cspera de la
finalizacién de los trabajos en el 4rea de vivienda
que nos dardn indicaciones para una estrategia para
orientar el 4rea. Este sector lleva para nosotros
el doble propésito de activar una industria estan-
cada, de gran poder multiplicador y que le da solu-
ciones a problemas de orden social.

’
Las inversiones en vivienda de interés social que se
financiardn a través de lo pactado en los tratados
sobre el Canal, revisten una urgencia especial ya que
el perfoco de tiempo seco de diciembre a mayo, debe
aprovecharse al miximo con el objato de abaratar las
soluciones de vivienda que deben construirse.

Es por esta razén que me permito transmitir a usted
ia alta prioridad que dawmos a cualesquiora posibilida-
des de iniciar la primera fase del cowmponence de vi-
vicenda del patuete a2conémico de los tvatados. Una
asignaciin Jde Zondos en el wmes Je enero, elimina lac
posibilidades de atender como se debieru los proyectos
de construccidén que ya conocemos, ' /7,

l”

Alez’s. "7\

De usted atcntamente,

tavo 'R. Gon
Ministro

(]
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AGENCIA PARA EL DESARROLLO INTERNACIONAL
USAID / PANAMA TEL. E3.401

" APARTADO 4559
PANAMA 8, PANAMA

12 de octubre de 1978

Lic. Gustavo R, Gonzilez

Ministro de Planificacidn y
PolStica Econiriicu

Ministevio de Flaniiicacidn y
Politica Econdmica

E. S. D.

Estimado Setnier Minist.o:

Mediante la prescnte Lo asradezeo su carta del 9 de los corrieutes
en la cual se reficere a la urpeate necesidad de iniciar antes de enervo
del proximo aiio, la<t construccionor de vivienda de inter@s social que
se financiaran a raiz de los tratados sobre el Conal.

Puede usted rener la seguridad, sefior Ministro, que estamos haciendo
todo lo posible para acelerar ectos trabajos con toda la rapidez céneona
con ia adecuala planificacidn y programacidn que se requieren para este
importante elemento del desarrollo nacional,

Como prdximo paso, plarearos eluborar, en colaboracidn coa su
Ministerio y el Ministerio de Vivienda, un Documento sobre la Estrategia
en el Sectur Habitacional, el cual formard narte de la estructura bisica
para la preparacidn de proyectos para los aiios irmediatamente prdximos,
En breve plazo esperamos recibir de la Oficina de Vivienda de la A.I.D.
en Washington un borrador de diciio documento., De tcdos modos, informa=-

remos inmediatamente a nuestra Oficina en Washington sobre la preocupa-
cidén expresada en s carta.

Por otra parte y comno ustzd sabe, dentro del Banco Hipotecario
Nacional actuaimenta cxisten condiciones que deben ser corregidas para
que esta institucidn pueda cunvertirse en un mecanismo satisfactorio
para ia canaliz:cidn de financiamientc. Dichas condiciones tanmbin
impiden que se inicien los trabajes du construccidn en la parte corres-
pondiente al programa habitacicnal del Proyecto URBE. Le azraldeceriamos
los buenos oficios de su Minicierio para que aes ayude a resolver esta
situacidn que, lamcatablemeoute, estd obstaculizando nuestro respaldo al
desarrolly del paSs.

Del Sefior Ministro con toda consideracidn,

Atentamente,

\ -
A, b0 Q
| 1;L4CLL»\ 24 ¢
William Mann, Jr. 7L\ /
Asesor en Vivienda S
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