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DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

UNCLASSIFIED

AID-DLC/P-2122
October 1, 1975

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
Subject: Republic of Panama - Rural Municipal Development

Attached for your review are the recommendations for the authorization
for a loan to the Republic of Panama ("Borrower") of not to exceed

Four Million United States dollars ($4,000,000) to assist the Municipal
Development Division of the National Bank of Panama (the Fund) to
finance training, technical assistance and sub-loans from the Fund to
the rural municipios for food, rural development and nutrition projects
(the Project).

No meeting will be scheduled for this proposal. However, please ad-
vise us of your concurrence or objection as early as possible, but in no
event later than close of business on October 8, 1975. If you are a
voting member a poll sheet has been enclosed for your response.

Development Loan Committee
Office of Development Program
Review
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Summary and Recommendations

1. Borrower: The Borrower will be the Government of Panama,
which will contribute the loan proceeds on a non-repayable basis
to the National Bank of Panama (BNP). The BNP will be the
executing agency through a newly created Municipal Development
Fund which will be established to provide local governments
with technical assistance, training and credit. 1In implementing
the project, the BNP will act in close collaboration with other
GOP agencies with related or complementary assistance programs
to the municipios.

2. Loan:
a. Amount: Notto exceed Four Million Dollars ($4,000,000).
b. Terms: Repayable in dollars within forty (40) years
including grace period of ten (10) years. The interest rate

will be two percent (2%) per annum during the grace period
and three percent (3%) per annum thereafter.

3. Project Financial Plan ($000)'Ib

tal Sub T.A. to Operating
$ $ loans the Fund Costs
TOTAL 7,000 ~I100.0 5,736 264 1,000
AID 4,000 57.0 3,736 264 -
Gop 1,100 16.0 1,100 - ——
BNP 1,475 21.0 475 —_— 1,000
Municipios 425 6.0 425 - -—

The host country contribution is $3.0 million or 43% of the total
project cost of $7.0 million. The Government will contribute $1.1
million in cash in accordance with a mutually acceptable financial
Plan. In addition, the Government has agreed to continue to
contribute to the Fund after disbursement of the loan. The Bank
will contribute $1,475,000in operating costs and cash from its

own resources. The municipios will contribute an average

of 15% of sub-project costs in cash or in kind, for a total
estimated amount of $425,000.

4. Goal and Purposes: The goal of the project 1is to strengthen
the constitutional process by institutionalizing the participation
of local government units to assume a larger role for identifying
and meeting many of the socio-economic needs of their inhabitants
in concert with national and regional development programs. The
strategy for goal achievement is inherent in the sub-goal which

calls for enhancing the capabilities of the rural municipios to
(a) stimulate and provide productive activities and social




services and (b) develop market town systems which provide
access for the rural poor to essential social services and
the market economy.

The’ purpose of the project is to improve the quality and
quantAdty of rural municipio administration, and productive
activities by concentrating on (a) technical assistance and
training in municipal administration, development planning
and project preparation and implementation, and (b) by
providing financial resources for food, rural development
and nutrition sub-projects. The project will assist in
institutionalizing the capacity within the National Bank of
Panama to provide technical and financial assistance on a
systematic, continuing basis to municipios while focusing
exclusively on rurzl municipio projects of benefit to the
rural population. The success of this project should result
in an improved local decision-making and development planning
capability and in the mobilization of local and national
resources for local rural development.

5. Project Description: The Project consists of assisting the
Municipal Development Fund and providing it with resources to
carry out a technical assistance and lending program for rural
municipios. It includes: (a) long term credit for agriculture
related municipal infrastructure and services; (b) technical
assistance and training to strengthen municipio administrative
capacity; and (c) technical assistance and training for the Fund
staff.

The Fund's overall responsibilities transcend attainment of
the Project objectives since the Fund may provide financial and
technical assistance to any municipio for legitimate social and
economic development purposes. The Project, on the other hand,
represents a refinement of that overall mandate in the sense
that it concentrates on the rural development portion of
Panamanian municipality activities. At the outset the $7.0
million Project represents, by far, the greatest portion of the
$8.5 million Fund's activities.

The Project strategy will give priority to development of
those towns and surrounding agricultural areas which have been
selected for emphasis according to the GOP's growth center/
market town development strategy described herein. This strategy
has been selected as the most effective way for municipios to
contribute to the overall integrated rural development effort for
the benefit of the rural poor. Other rural municipios, not
actually a part of the strategy, will be eligible for project
assistance thar meets the criteria established for the Project.
On the other hand, the two principal urban areas, Colon and
Panama City, are not included in the Project.




Sub-loans will be made for projects which contribute towards
increasing the productivity and income of the rural poor. Priority
will be given to those sub-projects which:

a. stimulate labor-intensive enterprises

b. improve marketing facilities and systems

c. expand local or small scale rural infrastructure
and utilities

d. support systems to provide services and supplies
needed by farmers.

6. Summary Findings

Considering the constitutional mandate for municipal governments
to assume greater responsibilities for planning, promoting, and
executing projects and programs designed to improve the socio-economic
conditions within their spheres of influence; considering the political
conviction and determination of the present Government to promote the
administrative capacity of local government entities; and in view of
the growing number of government sponsored programs aimed at improving
the Tiving standards of the rural populace, it is appropriate and
necessary to provide the municipios with direct and continuing infusions
of capital and technical know-how to encourage their constructive and
meaningful involvement in the development process.

The decision of the GOP to establish a Municipal Development Division
and Fund within the National Bank to serve as a conduit for channeling
credit, technical assistance and training to bolster the administrative
and technical capacity of the municipios, 1s considered by the USAID
Mission to be reasonable and sound. The BNP is already in the develop-
ment banking field for livestock, industry, and fisheries; the BNP has

had previous experience in lending to municipios; the existence of
37 Bank branch offices and mobile service units provides a made-to-
order country network reasonably accessible to the municipios; the
BNP serves as the national depository for all municipal funds; and
using the Bank's resources represents a more cost-effectiye approach
since most of the required overhead for servicing sub-loans is al-
ready in place.



The mechanisms contemplated for identifying the administrative
and investment needs of municipios, establishing their feasibility,
and developing comprehensive sub-projects to address the training,
technical assistance, and investment needs of the municipios, offer
a practical approach to a difficult set of problems. In addition to
providing a significant level of capital for meeting municipio in-
vestment needs - averaging $1.8 million annually over the first ten
years of Fund operations, the Project provides for technical assis-
tance and training inputs for both Fund staff personnel and muncipal
governments participating in the Project. Consultants to the Fund
will render on-the-job training in specialized operational areas,
assist in the design of training and technical assistance programs
for municipal officials and employees, and advise Fund staff on tech-
nical criteria appropriate for analyzing certain categories of sub-
projects. Technical assistance and training for municipal governments
will be administered in two ways: the Fund will offer general training
programs in municipal government administration, including plans for
improving municipal revenue levels; additionally, training and tech-
nical assistance related to specific sub-projects will be provided by
the Fund, other GOP agencies through the Technical Coordinating Committee
mechanism, or private consultants. In summary, the Fund will provide
a focal point for marshalling available resources to focus in a compre-
hensive manner on the various municipio needs.

From a socio-cultural viewpoint, the Project will provide an ad-
ditional instrument for strengthening the present Government's efforts
to obtain popular participation in setting development priorities.
Furthermore the Project will accomodate the expressed desires of local
government representatives to receive more decision-making power as well
as the financial and technical wherwithal to meet their own development
priorities. Every sub-project financed from the Fund will be determined
in the first instance by the local municipio, not by the central govern-
ment authorities. It is reasonable to conclude, therefore, that both
municipal officials and their constituents will respond positively to
the financial and technical resources to be provided uader the Project.

It is the Mission's judgment that the Project is financially viable.
The National Bank of Panama, charged with executing the Project, has
been growing steadily in terms of loans, deposits, capital and reserves
in a balanced manner. Net income has been relatively stable and adequate
to provide a steady increment to the capital account in the form of re-
tained earnings. The Bank's record for establishing realistic annual



operating budgets and adhering to them has been goed.

Projections for the Municipal Development Fund indicate a low
positive rate of return on the Fund's capital beginning in 1980 (1.7%)
and rising to 2.5% by 1984. This modest rate of return is character-
istic of development oriented credit institutions. The Fund will be
adding to its lending capital from internal earnings and GOP contrib-
utions after the Loan disbursement period, permitting an average annual
lending rate of approximately $1.8 million over the first ten years of
Fund operations. It should be noted that no liabilities are projected
for the Fund since the A.I.D. lecan and counterpart funds to cover tech-
nical assistance and operating costs are donated to the Fund by the
GOP and appear in the capital reserve account. This will enable the
Fund to obtain additional capital from other sources to expand its
operations or to incur contingent 1iabilities for guaranties it might
provide for loans obtained directly by municipios from other lenders.
The cash flow projections indicate that the Fund will have sufficient
operating capital to carry out its program as planned.

7. Checklist of Statutory Criteria: All Statutory Criteria
have been met. (See Annex E.)

8. Other Sources of Funds: The Export-Import Bank, IBRD and
IDB have all informed A.I.D. that they are not prepared to consider
this Project. Commercial lines of credit are not appropriate for
capitalizing a development institution.

9. Recommendations: It is recommended that a Loan be authorized
to the Government of Panama for an amount not to exceed $4.1 million,
subject to the following terms and conditions:

a. Prior to disbursement for technical assistance,
Borrower shall submit a time-phased plan for the
provision of technical assistance to the Fund.

b. Prior to disbursement for other than technical
assistance, Borrower shall submit:

1) Evidence of the establishment of the Fund
and the adoption of regulations governing
subloans to be financed under the Project,
including but not limited to, credit policy,
loan approval procedures and procurement
regulations.

2) Evidence of the promulgation of the decree
law which:

a) Creates the advisory council to the Fund
and the technical coordinating committee
and delineates their powers and responsi-
bilities; and

.
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c)

d)

e)

f)

g)

b) Authorizes the National Bank of Panama
to make loans to municipios without
receiving prior government approval of
each subloan.

3) Evidence of arrangements to provide appropriate
technical assistance to the municipios in support
of the Project from agencies of the Borrower
other than the National Bank of Panama.

4) Evidence of arrangements between the Fund and
participating agencies to carry out the training
program for municipio and Fund personnel,
including availability of adequate funds and
training personnel.

The Borrower shall cause to be contributed not less
than $3,000,000 to the Project of which not less
than $2,000,000 shall g0 to sub-loans with the
Project.

Sub-projects located in Panama City and the City of
Colon may not be included in the Project.

Repayments of subloans to the Fund as well as
commissions and interest thereon shall remain
available to the Fund, and the Loan and interest
thereon will be serviced from the Borrower's other
revenues.

During disbursement of the Loan, AID will be provided
with a copy of each subloan application being considered
for financing within the Project, and AID shall have the
right to consult with the Fund thereon.

The Borrower shall conduct annual evaluations of the
Project with the Fund and with AID during disbursement
of the Loan.

7a
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Part I1I. Project Background and Detailed Description

A. Background

1. Historical Perspective of the Municipal System of Government
in Panama.

The municipal system as a form of local government has deep
historical roots in Panama, having been in existence for more than
four centuries. Traditionally, the municipio has been the center of
the most varied activities inciuding the provision of basic local
public infrastructure ana traditional public services such as police
and public security. Wide dispersion of the rural population on one
hand, and the centralization of economic and political power in the
National Government, on the other, has had a negative effect on the
traditional activities and on the image of the municipio as an insti-
tution. Over time, these have deteriorated to a state of which is
characterized ty their limited administrative and financial capaci-
ties. On numerous occasions the central government has sought to
improve the statc of the municipios, but the measures taken were in-
sufficient and had 1ittle impact,

The first attempt to substantially reform the Municipal System
occured with the adoption of the 1946 Political Constitution. Arti-
cle 186 of that Constitution defined the Municipic as the political
base of the state with complete autonomy and instructed the legisia-
tors %o provide this local government with acequate financial resour-
ces to maintain an adequate municipal public administrative structure.
The law that was to implement this constitutional precept howevei,
vias deficiont with the end result that very little change occurred,

The Political Constitution adopted in 1972 and Law 106 enacted
in 1973 introduced significant changes in the municipal system. The
more significant of these changes are as follows:

a. -An increase in the functions and responsibilities of the
municipios. »

In addition *o the traditional role of political organi-
zations, the municipios ars charged with the responsibility of pro-
moting the development of the areas within their jurisdiction in
close collaboration with the centrail government.

b. -The introcduction of a more representative form of govern-
ment.

Representatives are elected to the muriicipal councils
based on g=ographic distributlion of the papulaticn rather than along
party lines. This tends to reduce the traditicnal predominance of
repraserntation from the county secats on the municipal councils while
at the some tire providiig increased representaticn of the rural
wards.

c. -Unification of the axecutive and legislative functions
of the municipios wiihin one organization.
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The alcalde, as president of the municipal council,
actively participates in the deliberations with voice and vote.
Decisicns are made by majority vote and the alcalde, as the chief
executive, implements them.

d. -Flexibility in the administrative organization of the
municipio.

The constitution and the law establish the Municipal
Council and its functions and determine the responsibilities of key
municipal officials such as alcaldes, treasurers, and auditors, but
permit the municipios complete flexibility to organize their admin-
istrative structure taking into consideration their particular cir-
cumstances.

e. -Close collaboraticn with the Central Government.

The unique circumstance by which the elected representa-
tive is a member of the Community Council, the Municipal Council,
the Provincial Coordinating Council and the National Assembly of Re-
presentatives places him in the position of participating at differ-
ent levels of the GOP decision making process. Thus, an inherently
close working relationship exists between local and national govern-
ments. In addition, the adoption of a regional development strategy
in which the municipio has an important role to play and the partic-
ipation of the eiected representative in the developient of national
and provincial investment programs are added links which serve to
strengthen the central government-municipio relationship.

2. Basic Characteristics of Local Governments.

a. -Political Divisions and Primary Functions of Local
Governments.

Article 5 of the 1972 Political Constitution of Panama
divides the country into province (or states), municipios (or counties),
and corregimicntos (or wards) and establishes three levels of local
government.

There are nine provinces, 66 municipios and 505 corregi-
mientos.

The Corregimiento: The corregimierto (or ward) is a sub-
division of 2 municipios Lor county). It is the smallest political
subdivisicn and constitutes the rcal political base of the country.
The representetiva system is based on elected representatives from
each corregiiienta wno pariicipate in the decision making process
on several levals of governments ranging from the junta comunal or
cormmunity ccuinzil to the Waticnal Assembly of Representatives which
has limited legislative functions. They are elected for a term of
Six years.
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In each corregimiento there is a junta comunal with the
primary functions of prcmoting the developrent of the corregimiento
and of seeking solutions for its problems. The junita comunal is made
up of the elected represeatative of the corregimientos, who chairs
it, the corregidor, who is appointad by the Goverror of the Province,
a?d three otrer residents of the curregimiento, who are also generally
elected.

The junta comunal may orcanize neighboricod orgenizatiens
or juntas locales whose members are diractly elected by the residents
of each neighborhsod. hHo:h the juntas comunales and juntas locales
mey form ccmmittees to resolve commen problems of a Tocal nature re-
lating to procuction, health, education, housing and social welfare.

The Municipio: The municipio is the local government
with jurisdiction over the ccunty area and has all the characteristics
of a true government. It pessesses legisiative and administrative
functions, taxing powers and specific areas of responsibility. The
municinio through its municipal council, is primarily responsible for
the organization and sdministration of pubiic activities within the
distriect, including the fornulation and implementation of develop-
rzrit plans and programs within its area of jurisdiction.

The municipal council as previously indicated, combines
the adminictrative and legislative functions of the municipal govern-
ment. 1t i3 made up of the clected representatives and the aicaide,
who is the president and chief executive officer. The alcalde is
selected by the elected representatives from three nominees presented
by the governoi of the province. He is appointed by the governor
for a period of three years arnd may be reappointed for an additional
three year period.

Other key officiels of the municipios are the secretary,
the treasurer, the auditor, the engineer and the legal advisor. The
costs of the auditor's services are borne by the Controller General's
office unless municipal revenues exceed $500,000 per year.

The Province: The provincial government is an inter-
mediate form of local government (between the municipio and the
national government) with the primary function of coordinating the
formulation and implementation of central government of local govern-
ment plans and programs at the provincial level in support of the
GOP's developwent strategies. The provincial government is headed
by the governur who is appoinied by the President and who acts as
his representztive. At this level, there is a provincial coordinat-
ing council rade up of the governor of the province, who presides;
the chief of the military zone; the elected representatives of the
corregimientos within the province; and the provincial chief of
each of the Ministries and autonomous agencies.
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The Provincial Coordinating Council is organized into:

(1) an Executive Board made up by the governor who
chairs it, a Vice president who is an elected representative of a
corregimiento, and a secretary; (2) a technical Board made up by
‘the governor and the representative of the Ministries and autonomous
«agencies; and (3) task forces made up by the elected representatives
of the corregimientos within the province.

The primary functions of the Provincial Coordinating
Council are:

- promote and coordinate all public activities at
the provincial level.

- serve as consulting board for the legislators.

- participate and coordinate the development
programs at the province level; evaluate the
implementation of these programs.

- propose laws and regulations.

b. Municipal sphere of action

The Political Constitution adopted in 1972 and Law 106
enacted in 1973 not only permit the municipios to participate in a
wide range of activities, but direct their pronotion of public and
private enterprises.

The constitution directs the municipios to play an active
role in economic development and in the social well-being of the com-
munity. More specifically, Law 106 charges the municipios to perform
the following functions within their area of jurisdiction:

(1) Development Planning and Programming

In close collaboration with the Ministry of Planning,
the municipios are required to formulate their development strategy
and policies; prepare, evaluate and implement development programs
and projects; prepare and approve municipal public investment and
operating budgets.

(2) Provision of Public Services

Either directly, or indirectly, through concessions
- or special agreemsnts with other public or private enterprises, the
municipiocs are reguired to provide the following public services:
petable water, sewcrace, drainage, power and 1light, gas, telephone,
- trensportation and refuse disposai. In addition to these services,
the municipios are also required to provide, according to need and
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feasibility, public markets, slaughterhouses, parks, cemeteries,
streets and roads.

(3) Promotor and Participant in Productive Activities

The functions and responsibilities of the municipios
include also the provision of adequate incentives for promoting the
creation and establishment of small businesses and industries, co-
operatives, and other productive enterprises in collaboration with
other government entities. They are also empowered to create pro-
ductive enterprises either wholly owned by the municipio or with
mixed ownership.

c. Local needs and services

In virtually all of the municipios there are unfulfilled
needs in terms of public services, as well as deficiencies in those
services that are available. The lack of, or deficiencies in, basic
public services include potable water, sewerage, refuse disposal,
power, marrets, schools, health centers, slaughterhouses, feeder
roads. The 1970 census indicated that of the 295,321 housing units
in the-country at the time, 35.7% did not have potable water and
48.1% were without electricity. While the situation has improved
since, the deficits in these services are stiil substantial in the
rural and semiurban areas of the country.

For the most part, the rural municipios have traditionally

encountered extreme difficulties in their efforts to provide even a
tare minimum of the public services that are required. As a result,
many of the services which traditicnally are provicded by municipios
such as potable water, sewerage, 1ight, power and access roads, are
either not provided at all or are being provided on a limited basis

by national decentralized agencies with 1ittle or no local partici-
pation.
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2. Major Constraints

In the process of implementing the constitutional mandate of
serving as the promotors and as key engines of growth and development
within the areas of their jurisdiction, the municipios are faced with
a number of constraints. Among the more significant are population
dynamics, inadequate technical and administrative capabilities,
limited tax base, inadequate financial resources, inadequate rural
services and infrastructure,

a. Population Dynamics

The Panamanian Census and Statistics Bureau estimates the
total population of the country for 1975 at 1.7 million. The current
annual rate of growth of the population is slightly less than 3%. In
addition to this relatively high growth rate, rural-urban migration
has been more pronounced in recent years. While in 1950, 64.0% of
the population was located in rural areas, for 1960 and 1970, the pro-
portion was £8.57 and 52.4% respectively. The estimates for 1975 in-
dicate about 53%. Areas that have experienced heavy out-migration
are the provinces of Los Santcs, Herrera and Veraguas. The Province
of Panama and, to a lesser degree, Bocas del Toro have been the re-
cipient of the rural-urban migration. The 1970 census also revealed
that there were 9,313 popuiated places, 80% of which had less than
100 persons and only 15% of the total population. On the other hand,
five cities with 25,000 inhabitants or more, concentrated 37% of the
population.

Thus, the relatively high rate of growth of the population,
the migratory patterns, the wide dispersion of a significant segment
of the population are constraints which tax the capabilities and
1imit the resources of the municipios in their efforts to be responsive
to the needs of their constituents.

b. Inadequate Technical and Administrative Capabilities

The municipios are legally authorized and charged to pro-
vide basic public services for the population within the area of their
jurisdiction. In the provision of these services, the municipios have
the options of providing them directly, through concessions or by
creating public or quasi-public enterprises. To carry out these
functions they have the authority to tax, acquire and dispose of as-
sets, incur indebtedness and establish their own internal administra-
tive organization.

For the most part, however, the municipios have difficult-
ies in fulfilling their responsibilities. While there is no precise
inventory of the status of the services that municipios are now pro-
viding, there are obvious deficiencies in the provision of services
such as schcols, potable water, transportation terminals, feeder
roads, power, marketing and health.
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The inadequate technical and administrative capability of
a significant number of rural municipal staff and technical personnel
is one of the primary causes of the low level of services the munici-
pios provide. This inadequacy is reflected in the staffing pattern
of the typical rural municipio. The alcalde or chief executive of
the municipal council is, in most cases, not 1ikely to be a trained
administrator. The function of the elected representatives to the
municipal council is primarily that of identifying prcblems within
their conmunities, recommending and adopting measures leading to the
solutions of these and establishing policies. But they are not re-
sponsible for administrative details. Most rural municipios do not
have an engineer. In many cases the auditor assigned by the Control-
ler General's Office informally doubles as the Chief Accountant. As
a result, deficiencies are noted in tax collections, in planning and
project preparation, in the preparation and implementation of budgets
that reflect community priority needs, and in the provision of ade-
quate services.

c. Limited Tax Base and Inadequate Financial Resources

Municipal revenues during the 1972-74 period amounted to
8% of the revenues of the central government. Of this 8%, roughly
two-thirds came fiom the municipics of Panama, Colon and San Migue-
Tito. Majer sources of municipal revenues are taxes on commercial
and industrial activities which account for about 75%; sales and
rentals of municipal properties, about 10%; services, about 5%
miscellaneous and other about 10%. Subsidies to the municipios from
the Central Government amount to about 3% of total receipts.

As a result of reforms incorporated in the 1972 Political
Constitution and subsequent legislation in 1973, the following tax
sources, formerly national taxes, were granted to the municipios: (1)
livestock slaughter tax, (2) taxes on the sale of alcoholic bever-
ages, (3) taxes on public spectacies, and (4) extraction taxes on
lumber, sand and gravel. Additional measures adopted with a potential
positive impact on the revenue base of municipios are as follows: (a)
Municipios with revenues below $500,000 annually are liberated from
paying the salaries of municipal judges, district attorneys and
auditors, This measure directly benefits 58 of the 65 existing muni-
cipios; (b) with the adoption of Law 106, municipios no longer had to
contribute about 32% of their revenues to national programs of educa-
tion, sports, public health, and to miscellaneous institutions such
as the fire departments and boy scouts. As a resuit of the new
legislation the municipios are at liberty to determine their contrib-
ution; {c) the municipios also benefit from budgetary measures re-
cently adopted by the Central Government which identify specific pro-
jects in the national investment budget with a primarily local impact
and which transfer the resources and the responsibility to the munici- ,
pio for their implementation. While the volume of these projects are ‘%
small at this time, the potential for the municipios increasing their
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participation in the implementation of development projects currently
budgeted by the Central Government is promising. The GOP has expressed
its desires to increase this participation as quickly as the munici-
pios are able to absorb the increased resources and responsibiliities.
Another measure which indirectly benefits the municipios is the Central
Government budgetary seed-capital contributiog& to the juntas comuna-
Jes and the Provincial Coordinating Councils.’ Each junta comunal,

of which there are £05, receives $1,000 budgetary support, while each
of the 10 Provincial Councils receives $100,000. These are potential
sources of funds for feasibility studies, project counterpart and
special technical assistance and training programs.

These measures will have a definite positive impact on
the revenue potential of the municipios, although the effects are
not precisely predictable at this time. Furthermore, the impact will
not be uniform since conditions and circumstances vary wicely among
the municipios.

While these measures represent important first steps to-
ward improving the financial state of the municipios, more can be ac-
complished, and should be, by both the Central Government and the
municipios themselves. To illustrate:

(1) The property tax, which in other countries has been
traditionally a municipal revenue source, is in this case a source
of revenue ior the Central Governmeni. The yield of this tax is
about $10.0 million or about 2.5% of Central Government revenues.
While the GOP has in the past considered the possibility of transfer-
ing this tax to the municipios, it is not prepared at this time to
relinquish it, at Teast not until the municipios are administratively
capable of efficiently making optimum use of its proceeds.

(2) Since 1947 the Central Government has been providing
budget support to the majority of the municipios. However these
transfers have been made without any rational set of criteria. The
result has been that these resources have often been inadequate to
help support an effective Tocal government structure. The GOP is
well aware of this and recently estahlished a task force which
studied the situcticn and made among others, the following recommend-
ations to provide and even increase the subsidies to those municipios
which fit into the following categories:

(a) municipios whose revenues, even after taking
into account the tax reform and other measures, are insufficient to
cover their operating budget.

(b) municipios lccated in the poorest poverty areas,
as determined by the Ministry of Planning and Economic Policy.

(c) municipios which after covering operating ex-
peditures have very little left over for financing their investments.

[
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While these recommendations have not yet been acted
upon, they do indicate the GOP's awareness of the situation and a
willingness to correct it.

(3) An indication ot poor financial management on the
part ~ the municipios is the increasing practice of financing oper-
ating expenditures with the proceeds from the sale of land. Exclud-
ing the municipios of Panama, Colon and San Miguelito, the proceeds
from the sale of land represent approximately 12.5% of the total
municipal receipts. These proceeds are very significant ftems in
the revenue picture of the municipios of La Chorrera, Santiago,
Aguaduice and David. The use of these funds for financing operating
expenditures also indicates that the municipios are not properly

utilizing the land they own as instruments for economic and physical
development.

(4) About 85% of rural municipal revenues are used to
finance operating costs, contributions to support national programs
and for servicing municipal public debt. The remaining 15% cover
investment expenditures. Considering the deficiencies in public
services and rurai infrastructure previously noted, the historical
Tevel of investment has been very low.

A
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3. The GOP Development Strategy

The long range goals of the development strategy of the
Government of Panama, as stated in public official documents, are
two-fold. Briefly stated, these are: (1) maintain a high and
dynamic growth of the economy, and (2) improve the distribution of
the benefits of this growth.

The strategy seeks to eliminate the existing inequalities
at both the national and regional levels in the distribution of
wealth and opportunities. It recognizes that in order to provide
an increasing number of occupational activities at adequate remu-
neration with the least social cost, additional wealth must be
created. Therefore, continued high rates of growth are a necessary
concomitant to the GOP's policies for income distribution.

(a) Strategy for Maintaining High Growth Rate

The strategy outlines four specific areas for govern-
ment priority action which should reasonably assure continued high
rates of growth of the economy over the next decade. These are:
(1) increase and diversification of exports; (2) improvement and
expansion of basic infrastructure; (3) direct investment in job
creating activities; and (4) special attention to certain key
selected sectors.

(1) Export Growth and Diversification

The strategy for export growth and diversification
centers on the development of non-traditional goods and services
for export purposes, while at the same time stirmulating increased
production of traditionally exported goods ana services. It is
based on the diagnosis that readily available import-substitution
opportunities which permitted rapid growth of the manufacturing
sector during the 60s have been virtually exhausted. It thus re-
cognizes that vigorcus growth cannot be tied to the process of
jmport substitution with perhaps the only exceptiion being that of
agritusinesces. To pursue such a course would entail a high social
cost, due to the limited market that the country has to offer,
limiting potential growtn to virtually only that of the annual in-
crement of the population. In addition, opportunities for develop-
ing economies of scale, as well as, increasing the benefits of
speciaiization, would not be forthcoming.

Within this refocussing of the thrust of the national
economy the GOP plans to play a key role since the level of necessary
estimated investments at this time exceeds the debt capacity of the
private sector.
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(2) Improvement and Expansion of Basic Infrastructure,

The improvement and expansion of basic infrastruc-
ture now underway is one of the many instruments the GOP possesses
to stimulate increased private sector participation and contribu-
tion to the productive process. Massive infusion of resources is
planned for investments in electrification, transportation and
communications over the next five years. Ongoning projects include:
completion of the Interamerican Highway, the hydroelectric projects
ot Bayano and Fortuna, the new international airport, a fishing
port, a coentainer port, (currently in the pre-bid stage), an oil
pipeline, and a road construction and maintenance program.

(3) Direct Investment in Job Creating Activities

In addition to the Jjob-creating benefits of the
basic infrastructure programs, the GOP intends to allocate invest-
ment funds directly to a number of industrial and agro-industrial
projects. These in effect would be state enterprises, although it
is possible that some of these facilities would be later converted
into cooperatives. The sugar mills are a good example. Currently,
the GOP owns and operates a large sugar mill with three more
scheduled to come on-stream over the next two to three years. The
existing mill has not oniy created employment in the prozessing
phase but has had a definite and positive impact in job creation
and income distribution on the population in the surrounding areas:
subsistance farm families have entered the money economy by growing
sugar cane; the harvesting and transportation of the cane have also
created jobs.

Plans for GOP direct investment in a state owned
cement plant as well as in the extraction and processing of copper
are also underway.

(4) Special Emphasis in Selected Sectors

The Colon Free Zone, Tourism, and Finance are three
economic activities the GOP has identified for special attention.
These activities provide the highest potential for improving employ-
ment and income during the short and medium term.

Emphasis on the expansion and improvement of these
activities is a key element in the GOP's strategy for stimulating
domestic and external private investment.

(b) Strategqy for Improving Income Distribution

As stated above, a priority goal of the GOP is to effect
a wider distributicn of the btenefits of the econcmic growth of the
country. To effect this strategy the GOP has:

97
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(1) Increased expend1tures in those areas which directly
affect the living standard of the low income groups such as, nutri-
tion, health, education, transportation, and housing.

(2) Designed policies and activities to incorporate the
less advantaged populace into the productive process and to use their
full potential fcr their own benefit as well as for the country's.
Among the more significant are: improving the productive and market-
ing capacities of small farmers, improving rural education, expanding
health services into the countryside, improving the national farm
price support system.

(c) The GOP Regional Development Strategy

The regional development strategy of the GOP is a refine-
ment of the national development strategy. The twin objectives of
increased economic arowth with wider distribution of the benefits are
maintained. The subdivision of the country inte regions facilitates
the develepment of specific strategies and policies as well as the
design of specific programs to satisfy and solve the diversity of
needs and problems throughout the country.

To this effect, four regions have been identified:
(1) The Eastern Region includes the province of Darien,

the San Blas area, and eastern portions of the Provinces of Panama
and Colon.

(2) The Metropolitan Region includes areas of the pro-
vinces Panama and Colon bordering the Canal Zone.

(3) The Central Region includes the western area of the
provinces of Panama and Colon, the provinces of Cocle, Veraguas,
Herrera and Los Santos. .

(4) The Western Region includes the Provinces of Chiriqui
and Bocas del Toro.

It should be noted that the identification of these regions,
at this stage, can only serve as a means of analysis and not as iden-
tification of executing units. Lacking is the legal base as well as
the institutional apparatus.

The gicbel policies for the development of each of these
regions are summarized as follows:

(1) Eastern Region: A policy of controlled colonization
and integraticn has Deen enurciated for this regiona. This policy
reflects the need to develep the natural rescurces of the region
rationally and to direct and control the colonization process within
the area. In addition, the GOP will seek to integrate the San Blas



area with the rest of the country physically, economically and cult-
urally. g

(2) Metropolitan Region: The global policies for this
region can be summarized as controlled .growth and spatial rational-
jzation. These policies respond to the need to maintain a certain
degree of equiliktrium in the development of this region relative to
the others, particularly the Central and Western regions. From this
region surpluses will be channeled into the other regions.

(3) Central and Western Regions: In summary the policies
for these regions may be stated as the development of growth and
service centers in the rural areas and a greater concentration of the
population arcund them. These policies reflect the need to link the
basically subsistence agricultural economy of the region to sectors
of more dynamic growth i.e., agribusinesses and light manufacturing

and establishing linkages between the rural and urban areas.

There are several national policies and programs that im-
pact on the regional strategy and make it truly operational. These
are summarized as follows:

(1) Integrated Rural Development: This policy seeks to
improve the quality of Tife of the rural populace through an increase
of their incores, increased emnloyment opportunities and their in-
corporation in the market econciy 4as well as an increase in agricult-
ural production. The primary instruments for the implementation of
this policy are: (a) selection of those poor areas with the highest

potential for agricultural development and the identification of the

products best suited for each avea; (b) organization of the communities

in these areas; (c) concentrazion of rural settlements: (d) the pro-
vision of adequate credit and other incentives; (e) the provision of
technical assistance and training; (f) the creation of productive
enterprises; (g) the provision of 2aequate economic and social in-
frastructurc; and (h) improvement and strengthening of the marketing
system.

(2) Strengthening Selectad Growth and Service Centers:
The purpose of the GUF's policy for strengthening certain selected
semi-urban areas as growth and service centers responds to the need
for effecting a nora harmonic growth of the different geographic
areas of the country. 1L seeks to incorporate the more marginal
areas into the development process by establishing and strengthening
linkages between them and their nearest urban centers in the belief
that each will contribute more to each other's economic and social
development when the Tinkages between them are strengthened. Opera-
tionally, it m=ans concentrating development efforts on specific
geographic arces to achieve greater impact rather than dispersing
such efforts tnrouchout the country.




rowth centers are defined by the GOP as those rural

towns with a regltively diversified economic base and with the po-
tential for a substantial increase in manutacturing activities; also
present is the potential fcr generation surpluses vhich can be chan-
neled into their hinterlands. David (population 44,500) in the
Western Regicn and Chitré-Los Santos (population 20,900) in the
Central Pegion have been selected by the GOP as growth centers.
Service centers are smaller with an economic base associated primar=-
11y with agricuiture but seeking to provide public services, i.e.,
health, education, technical assistance and marketing, %o the rural
areas within its sphere of influence. The service center would
serve as an intermediate contact point linking the growth centers
with the rural hinterland. The service centers selected by the GOF
in the Central and llestern Regions are Santiago (pepulation 27,000),
Aguadulce (pepuiation 10,000), Penonomé (population 8,500), Las -
Tablas (population 4,600), Sond (population 6,700), Puerto Armuelles
épopu]ation 14,000), La Concepcién (population 14,200), and Boquete
population 7,¢00). Isolated on the Atlantic Coast pending the
cempletion of a road between David and Almirante, the towns of Almi-
rante (population 7,7C0), Bocas del Toro (population 3,500), and
Changuinonla (population 12,000), hzve been identifiad as poiential
service centers. Likewise, contingent on the establishment of the
appropriate mechanisms which would effect an crderly colonization of
the Eastern Pegion, the towns of Chepo (population 9,000), and Yaviza
(pepuletion 3,000), have also been identified as potential service
centers,

: Specific actiors contemplated by the GOP in order to
implement this pslicy include, as a minimum the following for these
areas:

1. the preparation of special development plans
in order to provide guidance for the physical growth of these areas;

2. the provision of the basic economic, social and
cultural infrastructure for the economic growth of these areas;

3. increase in the supply of housing for low and
middle income groups;

4. research for the development of manufacturing
activities;

5. the provision of technical training to small and
medium size industrial entrzpreneurs, as well as, upgrading of the
labor skills neaded for industrial and commercial activities;

6. the establishient of special incentives for the
locatan ot manufacturing and processing industries with particular
emphasis on agribusinesses;

b
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~ 7. the decentralization and regionalization of
basic public services;

8. special attention to the upgrading of municipal
government officials to provide them with the necessary tools to
help them cope with the additional administrative and financial
responsibilities that will be placed upon them;

9. special assistance to those areas within the in-
fluence of the growth and service centers.

(3) Regionalizina and Localizing Public Administration:
This policy responds to the need to strengthen the institutional ap-
paratus of the rewly created political structure whereby all levels
of governments are stimulated to participate in the integrated devel-
opm$nt Process. Specific actions for implementing this policy
include:

1. strengthening the Provincial Coordinating Councils
through technical assistance and training, enabling them to perform
their functions more efficiently;

2. strengthening the administrative and finencial
capabilities of municipal governments, as well as, the capabilities
of the juntas comunales in the Corregimientos to participate in the
developiment process;

3. creation of a regional information system;

4. strengthening of provincial and regional planning
offices;

5. creation of regional authorities, in particular,
the Courcil of Governors and the Regional Coordinating Economic and
Social Sectors Committees.

(d) The GOP Strategy for Local Development

The 1972 Constitution assigns to municipal governments the
primary function of promoting, planning and executing th2 socio-
ecenonic develepaent in the area under their jurisdiction, in close
coilaboration with the central covernment. Given the present inabil-
ity of the municipios to fully implement this mandate, the GOP hag
developed a strategy for upgrading their administrative and financial
capabilities so that they may effectively participste in the develop-
ment process of the country.

(1) Local Developuent Goals: The strategy for local
development sets forth the toilowing goals:

A
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1. strengthening the administrative and financial
capabilities of municipal governments to be more responsive to the
needs of their constituents;

2. more efficient utilization of the human and
natural resources of the municipio for development purposes;

3. improving and expanding the scope of municipal
services;

4. creation of municipal enterprises which improve
and promote wider distribution of income of the rural population in
activities not being effectively attended to by the private sector;

5. effecting a greater participation of municipal
governments and their constituents in the decision making procass
in local, regional and national development.

(2) Specific Actions for Accelerating Local Development:
In order to overcome the current constraints to tull participation
of the municipal governments in the development process as called
for by the Constitution, tne GOP has designated specific actions to
be implemented over the short and medium term. These are enumerated
and summarized as follows:

a. Technical Assistance and Training

In order to improve the institutional and admin-
istrative capabilities of the municipios, to effect an optimum
utilization of scarce human rescurces, ard to promote increased popu-
lar participation in the decision making process, the GOP intends to
implement & program of technical assistance and training designed to
improve municipal public administration. This program will also co-
crdinate all activities of the state agencies and will concentrate
in such areas as personnel management, budget preparation, execution
and evaluation, administration of municipal public services and
enterprises, identification and optimum utilization of municipal
natural resources and planning.

b. Systematization of Municipal Taxation

This activity is required as a key element in the
improvement of muricipal revenues and in strengthening and expanding
the tax base of the mumicipios. The GOP intends to impiement a
research and trainring program which would address the following areas:
improvement cof wunicipal taxation, identification of the types and
magnitude o7 economic activities especially suited to municipal tax-
ation, methods and procedures for a more effective and efficient col-
lection precess, improved criteria for establishing rates for munici-
pal services, identification of potential areas for broadening the
muricipal tax base.



¢. Optimum Use of Municipal Natural Resources

Programs designed to foster the best use of the
economic resources located within the municipios and with a view
toward strengtiiening their tax base will also te implemented. These
will include identification and evaluation of the magnitude and the
potential of the natural resources within the municipios, incentives
to stimulate private interest in the development of thase resources
or, in the absence of private interest, the creation of municipal
enterprises fer these purposes, the provision of credit to the
municipios for development purposes, and feasibility studies for
municipal development projects.

d. Improvement and Expansion of Municipal Public

Services

In order to contribute to the improvement in the
standard of Tiving of the populace the followirg activities are
contemplated: improvement and regulation of existing municipal pub-
lic services; identification of additional services to be provided
by municipios; establishment of municipal enterprises for providing
public services; research on alternative organizational structures
for improving and expanding public services.

e. Revenue Sharing

As instrument for the improvement of munic-
ipal finances, the GOP will, in the short-term, conduct a study of
national tax sources with the view toward identifying those which
could have a potentially high impact on municipal financial viability.
This study would also recommend the feasible level of revenue sharing.

f. Transfer of Responsibilities and Resources for
Implementation by the Municipal Government

As a part of its overall strategy for increasing
popular participation in the solution of common problems and also as
a means of increasing the resources available to the municipios, the
GOP 1intends to continue and to increase the transfer of responsibil-
ities and resources to the municipios for identifying and implement-
ing those projects in its investment budgets that are of a local
nature. These transfers would be accompanied with programs designed
to provide adequate follow-up in terms of supervision and evaluation
of the implementation of these projects to determine the feasibility
of further future increments.

g. Credit Program for Local Development

In order to contribute to the availability of
adequate funding for municipal development projects and to institu-
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tioralize the capability effectively to provide and coordinate tech-
nical assistance and training to the municipios, the GOP has estab-
lished a municipal development program. To this effect a Fund has
been established to provide financial assistance un concessionary
terms to the municipios with priority emphasis on food, rural devel-
opment and nutrition projects in the poor rural areas.



v'4.};Re1at10nship to Other Programs

. " a. Place of Project in Country Program

This section reviews the relationship of the project
to the Mission's DAP and rural development program.

(1) DAP: The municipal deve]opnent project being
proposed here was contained in the Mission's FY-77 ABS and approved
as an FY-76 project.

(2) Rural Development Program: The proposed munic-
ipal development program of the GOP is designed to strengthen local
government at the county 1level. It reinforces a basic component of
the newly institutionalized political system by which local initiatives
are linked with central government efforts. This is accomplished by
enabling municipal governments to take part in the governmental pro-
cesses of formulating, implementing and evaluating proaects which
their constituents desire. What makes this project unique and so im-
portant in the Panamanian setting is that while many channels have
been opened to consult the grass roots, this project makes it possible
for the rural Panamanian communities themselves to initiate and carry
out projects through an infusion of financial, advisory and training
resources.

This project will assist the GGP to realize its
equitable goals of raising the levels of income and employment and
improving the standard of living of the rural poor. As such, it forms
an integral part of the Mission's overall rural development strategy
which includes both agricultural and non-agricultural projects. These
include the recently authorized Agricuiture Marketing Loan and the
Integrated Rural Development Loan proposed for the Interim Quarter (IQ)
as well as the projected FY-76 Education Sector and rural Health Loans.
The specific linkages are briefly summarized below.

(a) Agriculture Marketing Loan:

The purpose of this $6,200,000 loan, which
was authorized in June, 1975 is to increase the efficiency and ef-
fectiveness of the agriculture marketing and price-support system and
expand its outreach to small farmers. The local markets, farm-to-
market roads, ancd related rural infrastructure investments anticipated
under the municiral development project will support and supplement
the nationwide network.

(b) Integrated Rural Development:

Prior to October 31, 1976 (Interim Quarter),
the USAID expects te present a 57.0 million Integrated Rural Develop-
ment (IRD) loan project for DAEC consideration. As defined in the
IRR, the purpose of the IRD program wiil be to develop a capacity in
the GOP to select, plan, and cxecute programs to develop rural impact
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areas in an integrated manner by providing the necessary infrastruc-
ture, health services, education, agricultural technical services,
and financial resources to enable such areas to achieve their eco-
nomic potential. A.I.D. Loan funds will be utilized to finance the
.Jricultural investment while social services will be provided from
other GOP souices including the A.I.D. Education Sector and Rural
Health Loans described below.

The projects to be developed under both the
municipal development and integrated rural development loans are
directly complementary and supportive of one another since they will
be located in these rural areas which the GOP has singled out for
pricrity attention within their emerging rural development strategy.
This inter-related approach is described more fully in Section II B,
Detailed Description.

(3) Education Sector and Rural Health:

Slated for authorization this fiscal year, these
two Toans will seek to reduce the considerable disparities between
rural and metropolitan social services. They will improve the quality
of services available in the municipios and will reinforce the munici-
gios capability of holding people through improving the quality of

ife.

b. Consistency with CEPCIES Review

The last CEPCIES sub-committee meeting on the Panamanian
economy was held during August of 1974. While the sub-committee did
not deal specifically with the Panamanian Municipal Development Program,
the final report did reflect satisfaction with GOP emphasis on rural
development. The report particularly noted the level of public invest-
ments in the rural areas, especially those directed toward areas of
extreme poverty, and the participation of the population in the de-
cision making process of the GOP's development programs, Particular
mention was made of the fact that many projects in the rural areas
were a result of the initiatives of the rural communities themselves
operating through the newly created political structure. As a result,
the sub-committee recommended strongly that the GOP continue to pursue,
on a nriority basis, (1) the social integration of the population and
the alimination of extreme poverty, and (2) its programs of integrated
rural development and the expansion of agricultural production.

This program is ccnsistent with these recommendations in
that it is designed to strengthen the political, institutional, and
economic structure of local governments. This program, coordinated
with cther related cngoing and planned programs (i.e. Cooperative De-
velopment, Marketing, Integrated Rural Development, Education and Health),
will permit municipal governments to respond to local needs in a more
effective manrer within the framewcrk of the national and regional de-
veicpment strategies.



iig?gg,ﬁ

B. Detailed Description

The GOP development philosophy and plan embrace several broad
development objectives towards which this project contributes. These
are:

1. Improved quality of life of the rural poor.

Z. Increased local political and economic self-determination
and reduced dependence on the Central Government.

3. More balanced growth among the different g=ographic re-
gions of the country.

This projact is one of many activities, actual and proposed,
designed to contribute towards achievemeni of the development objectives.
The goal tn which this project is addressed is the incorporation of
local goverrment in the developmental process.

1. Goel: Strengthen the Constitutional process by institutional-
izing th= participation of iocal government units to assume a larger
role for identifying and meating many of the socio-economic needs of
their inhabitants in concert with national and regional development
programs.

The locel goverumenl unils referred to include those at the
provincial, municipio, and corregimiento levels. It is planned that
the development budget reviewed by the Provincial Coordinating Council
which inciudes inputs from all three levels, will shift from a central
governent initiated/localiy reviewed series of projects to a basically
Tocally initiated/centrally reviewed oudget.

At the municipio level, it is anticipated that a majority of the
municipios will be providing and/or coordinating all of the services
within their ceonstitutional mandate. They are charged by the 1972
Constitulion with the responsipilities for promoting the development
of the areas within their jurisdiction.The important thing is that
the municipics toke more initiative, increase their participation and
exercise more control over their own development.

The municiprios should be able to achieve this goal if tha new
Municipal Development Fund successfully does its job which is defined
below as the project purpose.

2. Project Purpose: Enhance the capabilities of rural municipios
to stimulate productive activities and to develop and integrate market
town systems providing access for the rural poor to social services and
to the i:arket economy.

It is anticipuated that by the end of the project that at least 150
subuloang to municipios will have been approved and that municipio re-
venues will be at least 60% higher than in CYy 1975
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All of the rural municipios are potentential clients and bene-
ficiaries of the Rural Development Program and are expected to
participate in the project in some capacity depending on their
particular circumstances. Emphasis will be placed, however, on
certain selected municipios. These will be those municipics in
which the GOP has identified and selected certain market towns as
potential growth and service centers. These municipios are in the
central and western regions of the country in which about 70% of
the rural population is located. Per capita incame of the rural
areas is approximately 1/3 that of the Panama City-Colon metropoli-
tan area and is fairly cvenly distributed throughout rural Panama.
The GOP strategy calls for concentretior of its development efforts
and resources in the medium term in these areas with particular
emphasis on programs and projects which effectively link the sur-
rounding agricultural areas, econamically and socially, with the
growth and se:rvice centers. This is to be accanplished by empha-
sizing agricultural production and by providing the necessary basic
infrastructure and social services. The strateqy is based on the
belief that a given level of investment for these purposes con-
centrated in the more densely populated rural areas will have a
greater impact on more rural poor than by dispersing an equal
investment throuchout the entire country. The Municipal Development
Program will support this strategy by strengthening the administra-
tive and financial capabilities of the municipios involved in these
programs and by providing financial resources for development
oriented projects.

3. Project Outputs: The project outputs deal with administrative
technical and financial capabilities which the municipios must
strengthen if they are to exercise greatar autonomy and control over
their development. The specitic out-puts to be achieved at the muni-
cipio level are:

(a) value of the outstanding loan portfolio,
(b) local officials trained,

(c) municipio administration and evaluation improvement
plans prepared and implemented, and

(d) investigation and evaluation feedback provided.

4. Intermediate Qutputs: An effective service capability must
be establishad witnin the lMunicipal Development Division of the BNP
if the outputs shown above are to be realized. The capacity to process
the sizable loan portfolio anticipated and to deliver, in conjunction
with the ccoperating COP agencies, the required technical assistance
to the municipios must be present as should an in-house capability to
obtain timely reedback on the impact of the sub-loan program. The
specitic taryets to be treated in realizing these objectives are:

(a) staff on-beard and trained,
(b) Technical Coordinating Committee operational,

(c) baseline data to measure impact of overall program
collected, and



(d) community impact studies undertaken.

Implementation of program components will occur both at the
national and local levels as follows: '

(1) Training of Fund Staff

The institutionalization within the BNP of a unit with
the capability for providing credit, technical assistance and train-
ing to rural runicipios will require a comprehensive training program
for the Fund staff itself. To this end approximately 35 courses,

13 seminars and 3 observation trips will be provided to appropriate
Fund staff and other GOP officials with responsibilities for providing
technical assistance to the municipios as follows:

(a) project preparation and implementation. Approximate-
1y 40 participants and 1,200 man-days.

(b) Municipal taxation and finances. Approximately 36
participants and 1,060 man-days.

(c) Municipal administration. Approximately 54 partic-
ipants and 1,620 man-days.

(d) Other specialized areas. Approximately 50 partic-
ipants and 1,500 man-days.

The 96 man months of technical assistance being provided
to the Fund under this project will play a key role accomplishing
this training. Technical assistance will also be provided in the area
of municipal banking and administration, municipal taxation and finance,
and various specialized areas.

(2) Design and Implementation of Information/Evaluation
dystem

The effective operation of the Fund will require an infor-
mation/evaluation system in order to provide the necessary data for
planning, executing and evaluating its programs and activities. It is
anticipated that during the first year of cperation of the Fund, the
necessary data coilecticn and sub-project specific impact assessment
instruments will be designed and that the system will be operational
thereafter,

(3) Publications Program

In support of its Operation, Research, Technical Assis-
tance and Training programs, the fund is expected to produce a number
of publications including reports, manuals and rescarch documents. It
is anticipated that the fcllewing documents would be produced as a
minimum during the disbursement period of the project.
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(a) Approximately 8 operating manuals in the areas of
cred1t, accounting, technical assistance, training, evaluation, sub-
loan supervisicn, purchasing and sub-project identification, preparataon
and implementation.

(b) Approximately 11 training manuals in_the areas of
municipal tax assessing, tax collection, budgeting, planning, finance
administration, Tocal services and mun1c1pa1 productive enterprise ad-
ministration, sub-project identification, preparation and implementa-
tion, municipal capital improvements programming and accounting.

(c) Approximately 5 in-aepth studies relating to municipal
needs in the areas of training, technical assistance, financial resources,
capital projects, organization and administration.

(d) Evaluation and progress reports.

(4) Technical Assistance and Training To Rural Municipios

In order to increase the capacity of rural municipios to
provide public services and manage productive enterprises, an output
of 171 man-months of technical assistance in the following general
areas will be required: Municipal administration, municipal tax and
finance administration, sub-project preparation and implementation
and other specialized areas to be determined.

The training program for mun1c1pa1 officials and personne]
will include approximately 35 courses, 10 seminars and 5 observation
trips in the following general areas:

(a) Project preparation and implementation. Approximately
600 participants and 3000 man-days.

(b) Municipal taxation and finance administration.
Approximately 150 participants and 2250 man-days.

(c) Municipal administration. About 120 participants and
3600 man-days.

(d) Other specialized areas. About 30 participants and
450 man-days.

(5) Implementation of Municipal Administration and Revenue
Improvement Prcgrams

It is anticipated that approximately 60 municipios will
prepare, with assistance from the Fund, administrative and revenue im-
provement plans during the disbursement period. It is expected that
these plans will be instrumental in substantially increasing revenue
collections and the fiscal capacity of rural municipios to provide and

D




improve rural public services and Intrastruuture 1nLlud1ng municlpal
productive enterprises.

(6) Credit Program

The implementation of the credit program should result
in sub-projects with a tctal initial value of approximately $7.0
million. The following is illustrative of the type of projects that
may be financed: public markets, slaughterhouses, rice mills, transport-
ation terminals, agro-industrial parks, feeder roads, rural water supply
systems, artisan production centers &nd municipal productive enterprises.
The A.I.D. Loan will firance only food and nutrition projects.

The successful implementation of these programs will be
achieved if all the contributions to the project are made in a timely
manner and as hlanned. These contributions are shown below as the
project inputs:

Project Inputs: $7,000,000
USAID 4,000,000
1. Funds for Sub-loans 3,736,000
2. Funds for Technical Assistance 264,000

a. Advisors:

Municipa! Banking and Administration (60,000)
Short-term (60,000)

b. Technicians

Municipal Administration (48,000)
Municipal Finance and Taxation 48,000)
Cepital Projects 48,000)
GOP $1,100,000 *
1. Funds for Sub-loans 1,100,000
2. Technical Personnel of Participating Agencies - -
Bp 1,475,000
1. Funds for Sub-loans 475,000
2. Funds for Operaticns and Equipment 1,000,000
Municipios 425,000
Sub~Projects Counierpart Funds 425 ,000

* The breakdown of the Panamanian contribution is illustrative; the
total of $3 million is firm.
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Part III. Project Analyses

'A;V~Technica1 Analysis including Environmental Assessment.
1. Rationale

a. Economic and Political Considerations

In spite of Panama's previous high rate of growth
(although significantly slowed during the past two years), a large
number of those living in the rural areas have not shared in the
benefits of this growth and continue to live close to or at the
subsistence level.

The Panamanian Government as a matter of national
policy established, as number one priority, the incorporation of
the rural population into the national economy. A.I.D. along with
other members of the donor community joined with the GOP to re-
inforce the accomplishment of this goal through programs that would
provide:

- Credit and technical assistance to the small
farmer,

- Expanded agricultural marketing and infrastruc-
ture systems.

- Rural health and family planning delivery ser-
vices. .

- Educational opportunities relevant to the needs
of the people.

Coincident with the recognition that a large segment
of the rural pepulation was outside the mainstream of economic de-
velopment, the GOP alsc took note of the fact that in political
terms as well, rural Panama had oniy a limited voice in its own
development. The most significant attempt to modify this situation
was incorporated in the Constitution of 1972 which formulated a new
and revolutionary role for local government. Local government
Characterized primarily by the municipio was assigned the main re-
sponsibility for planning, promoting, and executing the political
and socio-ecunomic cevelepment within the area of its jurisdiction
in close coliaboration with the Central Government.

The mechanism chesen by the GOP to help the municipios
carry cut this mardate is a Municipal Development Fund to be created
within the National Bank c¢v Parama. This move represents a con-
scious decision on the part of the GOP that without sensitizing one
naticnal institution to the concerns of local government, and with-



3

out prbviding resources for their imbrovement, the neglect of the
past and present would only continue.

The Municipal Development Fund is therefore assigned
a role for local development which runs the gamut from the cre-
ation of municipal enterprises for improved income distribution
and employnent among the rural population to the improvement of
municipio capacity to respond to their constituents' overall needs.

b.  Concept of a Municipal Development Institute (MDI)

The conceptual’ choice by the GOP of an institution for
reaching the municipios is based on a mode] that A.I.D. and certain
countries of the hemisphere have adopted in recent years starting
with FUNDACOMUN in Venezuela in about 1961. Basically, the MDI has
two major functions: to provide sub-loans to municipios for predom-
inantly agricultural projects that will have a positive impact on
the rural population, and to make available technical assistance
and training to the staffs of the municipios, including the top
officials, to assure efficient administration and management of
projects and generally improve the capacity of local government as
a tool for development. Funding availability and technical assis-
tance and training are rega-ded as key elements in a total package,
one would not be feasible without the other.

The GOP is well acauainted with thic approach not only
with respect to Venezuela but also with similar institutions in Bo-
livia, Costa Rica, Guatemala, Honduras and Paraguay,

c. The Panamanian Adaptation

The MDI models in Latin America are quasi-autonomous or
completely autonomous instrumentalities of the national government.
For the most part, they are self-contained in that they incorporate
the banking and technical assistance and training functions under
one roof and also include a planning and research function to help
professionalize their operations,

The adaptation made in Panama is unique. Instead of
creating a separate institution, the fund will be administered by
the National Bank of Panama, with popular participation in project
identification and selection in accordance with the new constitu-
tional processes. See annexed Amembassy Airgram A-140 and accom-
panying Liwtassy memorendum. As detailed in the Financial Analysis
of the Natinnal Bank cf Panana, the BNP already houses organizational
entities thal manage cred;t pertfolios for livestock, industrial and
fisheries development. These windows were established as a result
of development Toans from the ID3 and the IBRD, and this proposed
foan from A.I.D. logically adds another window for nunicipal devel-
opment. Institutionally, the GOP is moving toward converting a
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,.pa}tfbf'the BNP into a government development bank and adding that
service to the bank's commercial and other activities.

e Other equally sound technical reasons influenced the
GOP ‘and convinced A.1.D. that incorporating the Municipal Develop-
‘ment Fund in the BNP made good sense.

(1) The BNP has a distinguished record in financing
economic development generally and has specific experience in lend-
ing to municipios. The BNP had granted over 20 loans to municipios
for markets, slaughterhcuses, roads, water systems, schools, etc.,
and 9 loans have been made to Juntas Comunales in the last year.
This exposure has given the BNP a practical orientation with respect
to local project needs, municipal debt capacity, loan repayment
history, and the legal and administrative issues in lending to mu-
nicipios.

(2) The Manager-Designate of the Municipal Development
Fund is presently the Manager of the Industrial Development Fund
and thus is experienced in total BNP operations and contributed to
the design of this project.

: (3) The BNP has 37 branch offices as well as a number
of mobile units which gives each municipio reasonable access to the
services of the Bank with respect to loan applications and satisfy-
ing feasibility critoria.

(4) The BNP presently serves as the national depository
of all municipio funds and in this role can facilitate collection of
outstanding municipal debts, including sub-loans generated by this
project.

One final point supporting the use of the Municipal De-
velopment Institute model is its endorsement by an AID-financed
comparative evaluation study recently completed by Checchi and Com-
pany (August 1975) and now distributed to all Latin American Mis-
siens for comment. The study recommended an even stronger and more
aggressive development role in the rural areas for this type of
institution and sugqested approaches to strengthen its activities
on the national development scene.

2. Project Lesign and Cost Estimates

The Municipal Development Fund project is part of a mosaic
of AID-funded develoument activities aimed at improving the quality
of Tife of the rural poor, increasing Tocal political and economic
self-determination, reducing dependence on tne central government,
and stimulating a more balanced growth among the geographic regions
of the country.
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The goal of this project, as stated earlier, is to strength-
en the constitutional processes which will institutionalize the
participation of the municipios in providing for many of the socio-
economic needs of their inhabitants in concert with national and
regional development programs. To achieve this goal, the munici-
pios will require a political commitment and resources from
the national government to assist them in making investments in
productive enterprises and public services and in improving munic-
ipal administration and the revenue level of local government gen-
erally.

The description of the project design and the financial
base to support it is discussed in terms of each of the seven (7)
components that together constitute the project design. Although
they are discussed separately, they cannot be regarded as mutually
exclusive. By treating them individually, it is hoped a better
understanding is conveyed of the total effort. The project design
components are:

(a) overall institutional environment

(b) organization

(c) staffing

(d) operations

(e) 1lending

(f) technical assistance and training

(g) implementation

8. Overall Institutional Environment

As indicated earlier in the discussion of the Panamanian
adaptation of the Municipal Devalopment Institute model, the GOP as
part of its municipal development strategy has decided to incorpo-
rate the Municipal Development fund into the National Development
Bank of Panama. This approach makes good sense for many reasons
including the fact that: the ONP is already in the development bank-
ing field for livestock, industry and fisheries; the BNP has already
had experience in lending to municipios; the existence of 37 bank
branch offices and mobiie servicing units provide a made-to-order
country retwerk for the municipios; the BNP serves as the national
depository for all municipal funds; and, it is a more cost effective
approach since most of the required overhezad for loan servicing is
already in place. In sum, the project design opts for placing the
Municipal Devalopirent Fund in an existing banking institution rather
than creating a separate independent organization as is the case in



a]],other'Latih American countries where Municipa1 DéVe1opment In-
stitutes have been established. S

b. Organizaticnail Design

The Municipal Development Fund will be organizationally
located in the newly established Municipal Development Division
headed by a Division Manager who will also have responsibility for
the management of the Fund. It will be one of three divisions un-
der a Vice-President for Governmental Banking who in turn reports
directly to the President of the BNP.

The strategy is to start small with all the essential
functions to carry out the institution's mandate and expand the
organizational entities and staffing so that by 1978, the Division
will be fully staffed (see organization Charts for a better under-
standing of this transition). The Division starts with a staff of
17 in 1975 distributed among an Operations Section; Office for Tech-
nical Assistance to the Fund; a Department of Development (TA and
training to the municipios); a Credit Department; and three adviso-
ry staffs, including an Advisory Council, Loan Committee, and an
Internal Coordinating Committee. A new Department for Evaluation
and Research will be added in 1978 indicating an increase in this
function which starts with only one individual located in the
Manager's Office in 1975. A detailed description of the various
organizational elements will be found in the administrative arrange-
ment section of this paper. By 1978, it is anticipated that a staff
of 34 empicyecs will constitute the Municipal Development Division.

This pattern of growth in dollar terms has been detailed
in the Financial Analysis. This growth reflects the cautious ex-
pansion of the Division starting in 1975 with a total operating
budget of about $119,300 and almost tripling by tne end of the dis-
bursement period in 1978 to $338,225. For the three-year period of
initial disbursement, it is estimated that $1.0 million will be
required for operating costs which includes personnel services, non-
personnel services and furniture and equipment.

¢. Staffing

In staffing the Municipal Development Division, the
BNP was guided by the following precepts: that there be a minimal,
core personnal complement to satisfy the Fund's basic functions and
serve &s a calaiytic agent fer action by those in the public and
private sector interested in having a positive impact on development
of the municipics; that additional technical help needed above and
beyond thc Division's staff be recruited from other ministries or
indeperdent agencies of the GOP through an inter-ministerial agree-
ment which makcs such an arrangement binding; and, that most of the
overhead requirements of the Division be satisfied by the BNP's
existing overhead.

-



In those instances whea additional human and technical
resources are called for, other gcvernmental institutions with
complementary or related programs or with the technical know-how
as such will be called upon %o help. An Advisory Council and a
Technical Coordinating Committee will be created to facilitate such
inputs into the Division's functions, including its needs for tech-
nical assistance and training. The most relevant agencies for such
purposes are tnz Controller General, IDAAN (National Water & Sewer-
age Agency), IRHE (National Power Agency), Ministry of Finance and
Treasury, Ministry of Commerce and Industry, Ministry of Agricul-
tural Development, the Ministry of Public Works and the Ministry
of Heaith. It is anticipated that the Fund will cover all costs
other than salaries for the use of such external personnel. With
respect to satisfying the Division's overhead needs, the regular
BNP operations will provide the legal services, auditing, and loan
administration, making full use of its branch outreach.

The Orgarization and Staffing Patterns for the Division
are set forth in the Administrative Arrangements section. It is
estimated that the doubling of the staff from 17 in 1975 to 34 in
1978 (the end of the AID loan disbursement period) will result in
a 100% increase in basic salaries from about a monthly rate of
$8,800 to $16,750. The salaries generally are pegged to the salary
classification pattern of the BNP to assure compatibility with its
other operations.

d. Operations

As noted earlier, the purpose of the project is to
assist the municipalities in making investments in predominantly
agricultural projects and public services and in improving municipal
administration and the revenue levels of local government generally
for their further developnent. This effort is being undertaken to
move the municipios toward satisfying the sccio-economic and
political needs of their inhabitants in coordination with national
and regional developmant procrams. To accomplish these objectives,
the Municipal Development Division has been assigned two major
objectives; to provige 3 source of loan funds to the municipios
for the creation of public services and projects winse benefits will
accrue o the rural popuiation living in the particular municipio;
and, to install and/cr tpgrade the administrative and technical
capacity ov thsz municipio to identify, design, manage projects
and their own affairs generally through the provision of training
and technical assistance.

Through the interaction of he Municipal Development
Division (espacially the staff of the Develcpment and Credit Depart-
ments) and Municipal Council, Community Councils and other entities
within the municipio or outside, a project is identified, approved
by the Municipzl Council and forwarded thrcugh a credit application

A
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to a branch of the BNP or directly to the Municipal Development
Fund. The Furd provides assistance to the Alcalde to complete a
formal loan request; it is then formally submitted to the Fund and
the Provincial Coordinating Council for loan financing consideration
by the former and a judgement from the latter (submitted to the
Fund) as to whether the project has a priority within the regional
developmant strategy.

If the project meets the basic criteria, an analysis
or a formal feasibility study is undertaken by the Municipal Division
Staff, by other GOP personne?, y a private contractor, or by what-
ever means that makes the best sense under the circumstances. Such
a review will determine whether the project is feasible and thre
amount of technical assistance and training required to assure rea-
sonably successful implementation and adequate future management.
The report is sent to the Manager of the Municipal Development Fund,
and the project is processed in accordance with funding and eligi-
bility criteria of the 8NP describad in the Administrative Arrange-
ment Section.

If the project is approved, the joan contract is signed
by the Alcalde and the Manager of the Fund, and disbursements will
be made in accordance with the loan document. The operational de-
sign also anticipates periodic as well as final evaluations of the
project including a determination of project impact based on the
availability of baseline data which will be built into the evaluation
information system of the Municipal Developnient Division.

e. Lending Policy

Specific criteria will be incorporated in the AID-GOP
agreement to insure that each project has a positive impact on the
quality of 1ife of the rural population. Included in those consid-
erations described in the Administrative Arrangements Section are
the following:

(1) relationship of the project to plans and
strategies of local, regional and national
development which relate to rural munici-
pios and market towns;

(2) priority of the project within the scale of
community needs;

(3) relationship of project to other GOP, coop-
erative, and private initiatives;

(4) capacity of the municipio to manage the

' project or the potential for adequately up-
grading such capacity through technical
assistance and training.

".\ 1
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Lending Stratégy

The QOP regional development strategy calls for the concentration
of its development efforts and resources in the Central and Western
regi~is of the country in which about 70% of the rural population is
located. 1In these regions the GOP has identified several potential
growth and service centers. Within the strategy these centers have
been selected for priority developmental attention because of the
wide impact they can have on their hinterlands. The GOP intends to
place particular emphasis an the development of these centers by
emphasizing programs and projects which effectively link them econam-
ically and socially with the surrounding agricultural areas. This is
to be accamplished by emphasizing agricultural production and the
necessary related infrastructure and social services. The stra
is based on the belief that a given level of investment for these
purposes concentrated in the more densely populated rural areas will
have a greater impact on more rural poor than by dispersing an equal
investment throughout the entire country.

The project will support this strategy by strengthening the
administrative and financial capabilities of the municipios involved
in these programs and by providing financial resources for food,
rural development and nutrition projects. Those sub-projects will ’
as their ultimate dbjective, contribute towards increasing the
ductivity and income of the rural poor. Thus priarity will be given
to those sub-projects which: )

1. stimulate labor-intensive enterprises
2. improve marketing facilities and systems

2. expand local or small scale rural infrastructure and
utilities such as farm-to-market roads » land improvement,
energy and storage facilities

4. support systems to provide services and supplies needed
by fanmers, such as water, fertilizer, and imoroved seed.

An illustrative sub-project list follows:

=

wholesale and retail markets

slaughterhouses

feeder road construction and maintenance
bridge and culvert constraction and maintenance
agro-industries

artisan and cottage industries

water supplies

transportation facilities

electric power generation and distribution

WOoOdaAau o wi
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The rural municipios have indicated an interest in other facilities,
The GOP is therefore contributing over and above the $3 million of pro-
Jject counterpart an additional $1.5 million so that the Fund may have
flexibility to respond to requests, deemed priority by the rural municipios
and the Provincial Coordinating Councils, for financing for other types
of sub-projects.

////



40 &,

Provisions for credit terms are treated in the Adminis-
trative Arrangements Section. The terms are softer than those of
the commercial banking sectur and are flexible enough to take into
account such factors as whether thc project is entirely self-
financing, rcpayment capacity of the municipality, the type and
amount of local contribution and the Fund's credit resources.

The cost estimates for lending availability have been
detailed in tha financial analysis section. The amounts planned
for sub-project financing during the first three years of operation
of the Fund total $5.7 million with $3.7 million from the AID loan
and $2 million fram Panama.

f. Technical Assistance and Training Design

The potential for success of the project is obviously
increasad by improving the capacity of all institutional entities
involved in it. For this reason the design of the project puts a
areat deal of emphasis on technical assistance and training. The
targets for such inputs are the BNP at the national level and the
municipios at the local jevel.

In view of the fact that the financing of public ser-
vices at the 1ocal level and cvaluating municipio projects in terms
of deveiopmental impact represents new activities for the BNP, the
project provides a technical assistance teem for the staff of the
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Municipal Davelopment Division that will improve its capabilities
in such key areas as municipal banking administration, municipal
taxaticn and finance, project preparation and implementation and
other relevant specialized subject matter. Compiementing this
technical assistance will be a Fund staff training program consist-
ing of courses, seminars, and observation trips out of the country
to study the operations of similar institutions in Latin America.

At the municipio level, technical assistance will be
provided to increase the capacity of the rural municipios to pro-
vide and effactively administer rural public services and projects,
including productive enterprises that meet the lending criteria.
General areas of concern include municipal administration; municipal
tax and finance administration; project design, preparation and
management; and management of public enterprises. To reinforce this
technical assistance, a training program for local government per-
sonnel is contemplated through courses, seminars and observation
trips in subject matter areas which are the same or cimilar to
those in which technical assistance will be given.

The detailed Project Description Section cites the
planned inputs for accomplishing the tachnical assistance goals of
the project expressed in man months. With respect to training, the
anticipated rumber of courses, seminars, observation trips, partic-
ipants, and man-days invested are enumerated. The total budget for
technical assiciznce and trairing amounts tc an estimated $432,3260
with almost thics-fourths or $306,375 devoted to technical assistance
and $130,985 for training. It should be pointed out that these
costs understate to a considerable degree tha actual technical assis-
tance and training that will be going on under che project. Beyond
these costs to the tunicipal Development Fund will be the contribu-
tion of technical personnel from other governmental ministries (e.g.,
Commerce, Planning, Finance) and independent agencies (e.g., IDAAN,
IRHE) that will be calied upon to participate in project planning
and i.plementation.

g. Implementation Design

As distinguished from the Operational Design process
which deals with the evolution of a project to its approval stage,
implementation design is concerned with the execution of the project.

It is anticipated that each project will be technically
superviszd by the Fund staif, through an agreement with an appropriate
agency of the GOP, or by a contract with a consulting engineer.
Procurerent of consulting services or equipment and materials costing
Tess than $5,000 will require competitive bidding from three or more
reputable sources. Services and goods over $5,000 will be procured
tnrough formajly advertised competitive bidding in accordance with
the Panamanian Fiscal Code.



To expedite the procuremen® process, sources will be
pre-qualified. Consulting, engineering and construction services
will be implemented by assignment to a pre-qualified entity for
contracts costing less than $25,000. Similar services costing over
$25,000 will be procured by advertising for proposals from among
the pre-qualified entities.

Construction firms will be required to post a 5% bid
bend, a 20% performance bond, and a 15% payment bond for projects
over $50,000. Retention of 10% will be required.

Disbursements will be made against normal documentation,
and separate accounts will be maintained by the municipios to account
for project funds.

3. Environmental Assessment

The activities of the proposed project will have no negative
long range effects on the Panamanian environment. On the contrary,
the projects should have a salutary effect, especially with respect
to projects involving sanitary sewerage facilities, slaughterhouses,
potable water, and markets.

Nevertheless, the Loan Agreement will make environmental
considerations part of the criteria used by the Municipal Develop-
ment Division. Sub-lending criteria will ensure that when the size
and type of project merit it, the BNP approval process will take in-
to consideraticn the environmental impact of such projects.

4. Application of Section €11 - Completion of Plans and Cost
Estimates

As poninted out in this discussion involving the technical
analysis of the project, the social, political and economic climate
of the country provide an environment conducive to the establish-
ment and operation of ar organization that brings concentrated
attention to the rural areas through the constitutional process of
local governmental participation in determining developmental
priorities. It should be pointed out that this project alone will
not and cannot make the impact on rural Panama that is required,
but this project should increase the effectiveness of other efforts
of the Government of Panema in health, agriculture, nutrition and
cooperatives by raising the quality of the participation in planning
of the rural representatives.

Project design and cosl estimates have been formulated
through a mcthodical analysis of the seven (7) components of the
project design which in our view individuaily and jointly meet the
test of soundness and logic.
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Since the project will be executed through an intermediate
credit mechanism, namely, the Mational Bank of Panama, the substan-
tive technical and financial analysis has been focussed on the Fund
and Bank, rather than the individual municipios and sub-projects.

Annex I of this Project Paper contains the USAID Director's
Certificdtion for this loan project in conformity with Section 611
(e) of the Foreign Assistance Act of 1961, as amended.

The sub-Tending criteria of the Fund have been analyzed and
found adequate to assure the technical financial, and administrative
requirements of sub-projects.

The required legislation establishing the inter-agency
coordination committee has been drafted and is expected to be
approved prior to loan signing. The establishment of the Municipai
Developmant Fund does not require any special legislation, merely
approval by the Board of Directors of the National Bank of Panama.

B. Financial Analysis and Plan

The analysis that follows looks at the entire operations of the
Fund which are greater than the Project because the Fund is expected
to finance, with Panamanian counterpart contributions over and above
the Project counterpart, certain facilities in the rural municipios
that are deemed by the representatives to be priority and which
meet the Fund's lending criteria but which may not directly develop
the rural market towns' capabilities of incorporating the rural
poor into the market economy or of providing essential social ser-
vices. Nonetheless, these activities affect the Fund's financial
operations and thus should be assessed. The amount of the additional
contribution above the Project counterpart is $1.5 million to which
should be added the up to $3 million contribution to maintain the
level of Fund lending after disbursement of the Ioan and the counterpart.



“1. Analysis of Municipal Debt Service Capacity

| (a) Credit Demand

It has not been possible to determine the precise
needs of the municipios. A close estimate of the aggregate demand
for credit is not yet available. One of the important activities to
be implemented by this program is to establish the quantitative needs
and priorities of the municipios and to maintain this informaticn up
to date at all times. Indications are, however, that the demand far
exceeds the rescurces that will be made available under this program.

To illustrate, requests made in 1974 by the munici-
pios to the Ministry of Planning for financial resources for projects
to be implemented by the municipios and which for the most part satis-
fied basically local needs amounted to almost $12.0 million. While
not all of these projects could be considered as meeting the eligibil-
ity criteria for financing under this program, these request suggest
a significant demand. The majority of these projects have not re-
ceived any financing. The 1975 investment budget of the GOP only in-
cluded about $1.2 million in projects to be executed by the municipios
or about 10% of the demand. These project requests covered a wide
range of activities including education and healtn facilities, basic
infrastructure and productive enterprises. Many of them are only
ideas, while others have been proven technically and economically
teasible. The rotential effective demand for financial rescurces for
development projectis which would be eligible for consideration by the
Fund, in 1974 zmounted to $4.6 million. Only one project for $12,000
was requested in 1974 by the municipio of Panama, and none from either
the municipio of Colon or San Miguelito. If projects amounting to
only one-third of the 1974 apparently eligible requests will be fi-
nanced during the first year of the Fund operations, that would ex-
ceed the available funding of $1.3 million planned. After the first
year of operations, considerably more information should be available
concerning municipal project needs as a result of the baseline survey/
information system which will be implemented as part of this program,

() Municipal Loan Experiences

The National Bank of Panama has been making loans to
the municipios since 1963. As of April 1975, these have amounted to
20 Toans valued at $1.3 million. Excluding the municipio of Panama,
which received a loan for $500,000 and the municipios of San Miguelito
and Santiago with $100.000 loans each, the average amount of these
Toans was $29,000, ranging from $2,000 to $85,000. The loans were
used primarily for equipment purchases in construction activities for
the improvemant of social infrastructure. These included public
markets, slaughterhouses, schools, Cemeteries, potable water supply,
and refuse dispasal. The loans were for short and medium term, and
the interest rates varied from 6% to 13%. In each case the loan pro-

_ A/C/
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cééds”Wére used for the predetermined purposes, and the repayment
rchrd has beer satisfactory.

o It should be noted that the financial resources
available by the BNP were on entirely commercial conditions, were
made in the absence of any special promotional or development efforts,
and were made with no attempt to provide technical assistance or
training. :

Very recently, the BNP has been establishing financial
relationships with the juntas comunales as well. As of April 1975,
deposits by the juntas comunales in the BNP amcunted to $279,000.
The BNP has made 9 loans to juntas comunales with a total value of
$62,200, ranging from $2,000 to $20,000. The loans have been used
for agricultural, commercial and industrial purposes with repayment
periods rarging from one to three years. Interest rates generally
have been ¢%. Loans to the juntas comunales have required a greater
supervisory role by the BHP due to deficiencies in administration and
accounting procedures in the preparation and implementation of projects.
The BNP has baen providing some technical assistance to the juntas co-
munales through its development division.

In addition to the BNP, the Agricultural Development
Bank (BDA), has also made loans to the juntas comunales. Since 1973
the BDA has made 49 loans totaling $960,560 exclusively for agricul-
tural production. Products financed include rice, beans, vegetables
and livestock.

(c) Debt Service Capacity

Based on the analysis detailed below the capacity of
the rural municipios to service the increased level of indebtness which
will result from the contemplat=d sub-lending program will not consti-
tute an important limiting fac ar in the municipios' ability to under-
take new sub-projects.

It is estimated that by the end of 1990 outstanding
debt of rural municipios, channeled through the Municipal Development
Program, will total almost $16.0 million. The service of this debt
would require yearly financial resources ranging from $39,000 at the
beginning cf the program to almost $3.0 million by 1990. (See Table
4, Financial Analysis).

An aralysis of the financial situation including
additional debt service capacity of rural municipios has revealed that
they will have ample resources to finance the level of sub-lending
go?%emplated. The basic reasons and underlying assumptions are as

ollows:
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(1) Revenues: The current revenues of rural muni-
cipios have grown at ar average annual rate of 20% during the past
four years. Part of this rate of growth is the result of reform
measures adopted in 1972 and 1973 already refered to in the section
on Major Constraints. In projecting revenues it was assumed that
this item will continue to grow at a relatively high level at least
through 1980 for the following reasons:

(i) the effects of the reform measures will
continue to measurably impact on the level of collections at least
through 1976; (ii) the T.A. and training programs in taxation and
financial management to be provided should result in significant in-
creased collections. Therefore revenues are projected to increase
at an annual rate of 20% through 1980; at 15% per annum during the
1981-85 pericd; and at the annual rate of 10% during the 1986-1990
period.

(2) Current Expenditures: Historically current
expenditures have averaged 77.0% of current revenues with an average
annual growth rate of 13.9%. In the projections, current expenditures
are computed at 80% of current revenues during the 1975-80 period and
75%]thereafter through 1950, This results in an average growth rate
of 15.8%.

(3) Current Savings: Current savings during the
past four years (1970-74) have averaged 22.9% of current revenues and
have been increased at an average annual rate of 42.0%. During the
1975-1990 period the current saving average will increase to about
24%. In the meantime the annual rate of growth will decline to about
14%.  This results from projecting revenues and expenditures at the
rates stated above. The resulting ratio and growth rate do not seem
to be unreasonable.

(4) Service of Existing Debt: The service of exist-
ing rural municipio public debt was inciuded in the analysis and
projectad out to 1979. By that time all existing debt should be re-
paid according to the teris of these leans.

(5) Available resources for Invesiment and Additional
Debt Servicing: The resources avaiiable for investment and additional
debt servicing is the differcnce between current savings and the amount
required to service the existing cutstanding debt. At this point there
are trade-offs to be considered. On one extreme, the municipios could
theoretically opt to forego financing of their investments with credit
and 1imit the level of capital expenditures to the resources available
after covering their current expenditures and servicing the existing
debt. The other extreme wculd be to leverage the available resources
by debc financing all of their investments. However, the interest of
this project is not to substitute existing ievels of investment but to
be additive. Therefore in determining the additional debt service
capacity of tlie municipics, existing levels of capital expenditures
were taken into account.

~N
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~ (6) Capital Expendituves: During the 1970-74
period, capital expenditures increased at an average annual rate of
23%; averaged 77.5% of the available resources for investment and
additional debt servicing; and 14.2% of revenues. For the 1975-
1990 period capital expenditures are projected at 75% of available
resources which results in a growth rate of 17% annually and an
average ratio of 18.1% of current revenues.

Based or the above assumptions, revenues are expect-
ed to triple by 1980 to about $20.4 million and te increase by almost
ten times to $56.1 million by 1990. The annual rate of growth will
be increasing at a decreasing rate but will average 15.2% per year
during the 1975-19S0 period. Current expenditure on the other hand,
with a growth rate averaging 15.8%, slightly higher than that of
revenues during the same period, will remain nevertheless on the
average, at about 76 of current revenues. The resulting current
savings is expected to grow by almost 14% per year to about $16.5
million by 1990. Current saving should be exactly equal to avail-
able resources for irvestment and debt servicing beginning in 1980.
Assuming that the investment to be financed from the municipios’
own resources average 755 of their current savings less their exist-
ing debt service, the additional debt service capacity resulting
should comfortably exceed the resources required for servicing the
sub-loans under this project. Note that the additional debt service
capacity increases from $480.6 thousand in 1976 to $4.1 million in
1990. The resources required for financing the sub-loans increases
from $39.0 thousand to $2.9 million during the same period. In each
year during this period debt service capacity exceeds the resources
required for servicing the sub-loans. ‘

AN

[
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Compar1son Between Historical and Proaected
S - Growth Rates and Ratios Used in
Determ1n1ng the Debt Service Capacity of Rural Municipios

“'Historical  Projections

, (1970-7%)
.Current Revenues
i 1975-1980: 20%
1. Average annual growth rate 19.8% 1961-1985: 15%
- 1986-1990: 10%
‘ 1975-1990: 15.2%
- Current Expenditures
1. Average annual growth rate 13.9% 1975-1980: 15.8%
1975-1980: 80%
2. As % of revenues 77.0% 1981-1990: 75%
1975-1990: 75.8%
Current Savings
1. Average annual growth rate 42.0% 1975-1990: 13.7%
2. As % of revenues 22.9% 1975-1860: 24.2%
Available for Investment and
additional Debt Financing
1. Average annual growth rate 31.% 1975-1990: 16.9%
2. As % of revenues 18.3% 1975-1990: 24.2%
Capital Expenditures
1. Average annual growth rate 23.0% 1975-1990: 17.0%
2. As % of available resources
for investment and addi-
tional debt servicing 77.5% 1975-1990: 75.0%
3. As % of revenues 14.2% 1975-1990: 18.1%

,f\.
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PROJECTION OF DEBT SERVICE CAPACITY OF THE RURAL_MUNICIPIOS IN PANAMA

($000)
1970 1971 1972 1973 1974 1975 . 1976 1972 t_lgzla,{ . 19_22 '13' 80.
Current Revenues 3,318 8,000 4,551 6,003 6.839 8,207 9,848 818 was . az,07. 040
Less: Current Expenditures 2,796 3,134 3,607 4,792 4,706 6,565 7,878 9,45k Il.3k5‘- 13,614 AA, %I5;335i:ﬁ
Current Savings 523 861 w121 2,133 1,641 1,970 2,364 2.8% 3,403 o
Less: Service of Existing 55 129 IR 1 746 sy 47 22 7 5 o s
Debt ) L
Available resources for .
capital expenditures and 468 733 830 1,100 1,387 1,587 1,922 2,342 2,829 3,398 h,084
additional gebt servicing ’ s PRt :
Capital Expenditures L3y 562 745 759 1,001 1,191 1,442 1,756~ 2,122 2,549 3,063
Additional Debt Service 34 170 85 34 386 397 48] 585 707 850 1,021
Capacity .

Additional resources re- .
quired for debt servic- - - - - - - 39 140 . 235 487 957 -
ing under this program . ‘ SR

Note: Figures for 1970-74% ure historical data; 1975-1990 zare projected according to the following criteria;
(1) Current revenues are projected to increase at the rate of 20% per annum through 1980; 15% during the 1981- -85 period and 10%° for 1986~1990
(2) Current expenditures are calculated at 80% of current revenues through 1980 and 75% during the 1981-90 period. E

{3) Capital expenditures computed at the rate of 75% of the availability fcr investment and additional debt service during the I9751|990_period.v



Current Revenues
Less: Current Expenditures
Current Savings

Less: Service of Existing
Debt

Available resources for
capital expenditures and
additional debt servicing

Lapital Expenditures

Additional Debt Service
Capacity

Additional resources re-
quired for debt servic-
ing under this program

1981

23,460
17,595
5’865

5.865

4,39
1,466.

1,321,

ig82

27,005
20,254
6,751

6,751

5,063
1,688

1,591

1983

31,057
23,293
7,764

7,764

5.823

1,941 .

1984

35,715
26,786
8,99

8,99

6,697
2,232

2,146

1985

Li,073

30,805 °
10,268.

10,268

7,701

2,567.

2,441

1986

45,180

33,835.

11,295
11,295

8,471
2,824

2,640.

1987

49,698
37,274

12,425.

12,425

9.318
3,106

2,631

1988

54,668

41,001.

13,667

13,667

10, 250.

3,417

2,568

60,135
45,101

15,034

15,034

11,275
3,758

2,689 .

- 66,148
- uh9,6llv
- 16,537

16,537

12,403

4,134,

2,896
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"2, Financial Analysis of the BNP

The National Bank of Panama, established in 1904, had total
assets of $281,895,000 at the end of 1974, up from $219,800,000 at
the end of 1973, the figure reported in the IRR. Its statements confirm
its financial soundness and ability to manage the project. Furthermore,
repayment of the AID loan will not be charged against the Bank's opera-
tions since that responsibility will be undertaken by the GOP.

Two aspects of the Bank's operation are of concern, First, is
the Bank managed in such a way as to provide reasonable assurance of :
sound Furd Management. . Second, will the obligation assumed by thc
Bank to provide all of the new Department's operating funds from the
earnings of its other Departments put a financial strain on the Bark,
thereby hindering its rate of earnings and restraining the expected growti:
of the Fund? The discussion that follows addresses these questions.

The Bank's histerical financial record provides a good indicator
of the quality of its maragement. As can be seen in Table 8, the Bank hzs
been growing steadily in terms of loans, deposits, and capital & reserves
in a well balanced manner. Net income, see Table 9, although low by
commercial bank standards, has been relatively stable and adequate to
provide a steady increment to the capital account in the form of retained
earnings. The Bank's experience of setting realistic annual operating budgets
and achering to them has been good.

The ten-year projecctions of income and expenses contained in Table
10 reveals a steady rise in net income from 1975 on, which will be suffi-
cient to provide the additional operating funds required for the new
Municipal Development Department, as scheduled, and still produce a satis-
factory level of retained earnings to maintain the growth rate of the
capital account, The Fund's operating costs are not included in the
projected expenditures of the BNP in the above mentioned table,

3. Financial Analysis of the Fund

a, Financial Rate of Return/Viability

The Project is jointly funded by the GOP, BNP, and AID throud
1978 as already indicated. In order to maintain the Fund's growth
following the disbursement of the joint Project funds, the GOP has agreed
to provide additional capital adequate to maintain an annual sub-loan rate
of $1.5 millien which amounts to $3 million spread over the 1979-1982
period, and are so indicated in Table No. 4.

Net operating income will be negative until 1979, due to
heavy start-up expenses and low interest income. In 1980, a profit of
$143 thousand is projected and a favorable increase thereafter is anti-
cipated as indicated in Table No, 2, The BNF has agreed to contribute
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funds to cover operating costs starting in 1975 at $119,000 and reaching
$438,000 by 193L,

) If we measure a rate of return based on net income as a
percentage of capital, we will have a negative return through 1979, a
low positive rate of ! 7n in 1980, and rising slowly to 2.5% by 1984,
See Tables | and 2, We consider the improvement in the Profit (Loss)
projection to be an important indicator of competent management and BNP
support for the Fund. As net income is realized, it will be capitalized
at the completion of each year and made available for sub-loan lending.

It should be noted that no liabilities are projected for (-~
Fund, see Table No. 1, since the AID loan and counterpart funds to covr:
technical assistance and operating costs are donated and appear in the
capital reserve account., This will put the Fund in an excellent positi:
to obtain long-term debt financing in the futurc to expand its operatiore:
or to incur contingent liabilitics for quarcnties it might provide four
loans obtained directly by municipios from other lenders,

A unique feature of this Project desiqn discussed carlier is
reflected in the financial projections, Tte bumt s n ement intends (o
operate with a minimum of direct-hire wtatf ont re ‘eavily on non-
reimbursed technical inputs from particiatiag oo of the governnen:
The financial significarce of this policy 14 yrea :on be seen by the
very low ratio of personne! costs as o pricentage »an portfolio, Scc
Tables 1 and f,. In 1976, it is an unusually higt ecausc lending has
just begun, falls sharply to 4.6/ in 1977 and st/ »s 8t about 3,0/

during the 1980s,

b, PRecurrent Budget

The operating costs cf the Municipal Development Fund will be
covered in their entirety by the BNP, and AID will cover required tech-
nical assistance, The BNP as an agent of the GOP nas agreed to provide
its contributions in c¢rder to help capitalize the new fund. Therefore,
although cdetermination of the operating budget size may rest with the BWF
management, availability of funds to cover the budgeted program will be
assured,

Projeccions of operating costs are shown in Table 5. They
include costs of percsonnel, non-parsonnel services and equipment for all .
of the divisions or Programs withir the Diyvision. The projections were
prepared by the AID/BNP task force and arg cons1¢pred adequate qu realistic.
The BNP hes agreed to cover the amounts prejected and, as stated above,
will provide whetever level of operating funds are required to carry out
each year's program. A modest inflationary factor has been included in
the projections,

The BNP will provide approximately $1,000,000 during the
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three-year projected period to cover srojected operating costs, excluding
costs of AID loan-funded technical advisors, Of the total, approximately
67% represents personnel costs, which is not out of proportion for this
type of operation. |In other words, the operating cost items that enable
the technicians to do their jobs, such as per diem, gasoline, vehicle
maintenance, office supplies, insurance, etc., appear to be adequately
provided for,

c. Financial Plan/Budget

The total level of Fund operations in the loan dis-
bursement period is estimated to be $8.5 million, financed
as indicated below.

The proposed financial plen is as follows in thousands of

dollars:
Total L
A1D 4,000 47.0
Banco Nacional 1,500 18.0
GOP 2,000 ‘ 23.0
Municipios 1,000 12.0
8,500 100.0

O0f the total $3.5 million GOP/BNP input, $2.5 million will
be used for sub-lending to the municipios and $1.0 million will be used
to pay for training and operating costs of the Gerencia de Fomento

Municipal (Gerencia). The $1.0 million municipio input will be the
participation of the municipios in projects within their respective areas.
This participation will be established on a project-by-project basis

during the sub-loan feasibility review by the Gerencia. The A!D loan will .
provide $3.7 million in sub-loan funds and $264,000 in technical assistance.
Shown below is a breakdown of the various Project elements.

The project will finance activities specifically designed to
increase the productivity and incame of the rural poor through

such means as stimulation of small, labor-intensive enterprises in
rural towns; improvement of marketing facilities and systems;
expansion of local or smallscale rural infrastructure and utilities
such as farm-to-market roads, land improvement, energy and storage
facilities; and creation and strengthening of systems to provide
other services and supplies needed by farmers, such as extension,
research, training, fertilizer, water and improved seed, in ways
which assure access to them by small farmers. The Panamanian
counterpart contribution to these same sub-loans will be $3 million.
The additional GOP contribution of $1.5 million will permit the
Fund to respond to requests, deemed priority by the rural
Municipios and the Provincial Coordinating Councils, for financing
other types of projects.



Furd - ELEMENTS

A,

B.

Sub-loans

Administration

Fund Management
Legal Advisor-
Evaluation and
Research
Training

Develcpment Program
(Technical Assistance
and Training to
Municipios)

Dept. of Develcpment
Technical Assistance
Training

Credit Program

Dept, of Credit

Loan Branch
Loan Supervision

Operation Program

Technical Assictance
to the Fund

Furniture, Fixtures

& Equip.
TOTAL

’TQta[

MUN AID gop

. 6P Bwp
$7,236 - 1,000 3,736 2,000 500
293. . 293
161 161

38 38

76 76

18 18

319 319
98 98
108 108
113 ° 113
221 221

81 81

85 85

55 55
il 101

2614 264 .
66 66
$8,500 1,000, 4,000 2,000 1,500

By
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SRR  fH§’éstimated disbursement schedule for each source of
funds is set forth below In thousands of dollars, .

A,Dfi}_»’ | - 48 “ 27 26589' : 736
Ba}‘;cd Nacional 119 28 - 278 835
G0P 32k 894 782
Mu;{clpios —_— 322 _koo _278

A6 s e

d. Summary Opinion

o In conclusion, the operatlion of the Hunicipal Development Fund,‘
from the financial point of view, presents the following results:

. (1) The rate of return on the Fund's capital reaches, in the
final years of the projection period, an average leve! of 2,5%, per year.
The modest level is characteristic of development oriented credit institu-
tions, o

) (2) The Fund will be able to add to its lending capital from

Internal earnings and additional grants from the GOP after the disburse-
" ment period, Although this will not increase greatly Its lending capacity,
it will represent sound management and financial viability that will help
- to attract additional capital from other sources.

N (3) The Fund will work initially without liabilities, since
. the government will assume the repayment of the A.1.D. loan, Therefore,
the institution will pe able to contract medium and long-term loans from
local or foreign sources to expand .its lending program as deemed necessary,

()  The cash Flow projections, as well as the Income state-
ment, indicate that the Fund will have sufficient operating capital to
carry.out its program as p]anned, '
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TABLE Ho. |

FONDO DE DESARROLLO MUNICIPAL
Projected Condensed Balance Sheet ($000)
As of December 31,

R

1975 1976 1977 1978 1979 1980 1981 - 1982 1983 1984
ASSETS
Cash and Cash ltems - 39 140 235 487 957 1321 1591 1864 2146
Portfol to . 1324 4257 6415 7780 8836 9633 10221 10672 = 11150
Fixed Assets N 58 61 66 66 75 9 1§ m " ns .
Less: Accrued Depreclétlon -= 6 14 22 31 Lo 50 60 70 8
Total Assets ] 1415 Ll 6694 8302 9828 10 11863 12577 13327
LIABILITIES - - - - - - -- - - -
CAPITAL 4) 1415 Ll 6694 8302 9828 10995 11863 12577 13327
Notes

1. No liabilities projected: however, there may be at a given time minor amounts, i.e., accounts and salarles payable,
2. The AID loan will be repaid by the GOP. ’
3. The GOP, AID,and BNP contributions are treated as capital contributions.
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© TABLE No, 2 -

FONDO DE DESARROLLO MUNICIPAL : o
Projected income Statement -
For the Year Ending Dec, 31 ___

(000)

1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 -

Income

Commissions - 13 29 22 15 15 15 15 16 18

Interest On Subloans - - 26 11 213 337 498 603 664 708 - 742

Total Income - 39 140 235 352 513 618 679 724 760
Operating Expenses 1/

Credit Department 32 96 112 147 153 161 168 176 184 193

Administration Department 21 61 61 67 70 73 77 81 8s 89

Technical Assistance-Fund 53 139 103 11 12 12 13 13 W 15

Technical Assistance - Municipios 20 82 88 105 110 115 121 127 133 139

Depreciation 6 8 8 9 9 10 10 il 11

Total Operating Expenses 126 384 372 338 354 370 389 Loy 427 447
Net Income or (Loss) (126) (345) (232) (103) ( 2) 143 229 272 297 313

Note: No bad loans or reserve provision

1/ See Tables 6 and 7 for detailed expenditures
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Casii Avallable at Beginning of Year
Source of Cash

Commissions 1/
Subloan Interest recelpts

Capital Contributions
GOP
AlD
BNP

Subloan Principal Repayments
Total Sources

Cash Disbursements
Assets 2/
Subloans Disbursed
Operating Expenses
Credit Department 3/
Administrative Department 4/
Technical Assistance - Fund

Technical Assistarce ~ Munlclplos

Total Dlsbursements

Cash Available End of Year ~

Iy
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TABLE No, 3.
FONDU DE DESARROLLO MUNICIPAL
Cash Flow Statement
For the Year Ending Dec. 31
(000) -
1975 1976 1977 1978 1979 1980 1981 1982 ;1983 1984
- - 39 140 235 487 957 1321 1591 lssu
13 29 22 15 15 15 15 16 :
26 m 213 337 498 603 664 708 7!142 .
324 894 782 126! 101
48 1127 2089 736 > 3 543 179 ’
19 268 278 835 345 370 395 A} 416 438 .
135 [ 703 912 1140 138
167 1758 3440 2728 2332 2827 3216 3508 3871 448
N 17 3 5 - 9 16 20 -
1324 2933 2158 1500 1500 1500 1500 1591 | |8612;
32 96 112 147 153 161 168 193
21 61 61 67 70 73 77 lgls lgg '33
53 139 103 11 12 12 13 13 1y 15
20 82 88 105 110 115 121 127 133 139 .
167 1719 3300 2493 1845 1870 1895 1917 2007 z3oz' ‘
-0- 39 140 235 487 957 1321 1591 1864 2146

1/ 1% Charge on Face Value of'\Each Subloan

2/ Vehicles, Furniture and Equ nt

;/ Feasibility Studies and LoanQupervislion
</ Fund Manager, Legal Advisor, Ev\;gffion, and Other Admln, Costs.



-~ .TABLE No. & .

Page’l of 2
FONDO DE DESARROLLO MUNICIPAL i o
Projected Loan Portfolio (000)
For the Year Ending Dec. 31, 19 .

logé 1z 1w8 s 1380 198 1982 g8 198 s

New Loans During Indicated Years

Contributions . '
Gop 324 894 782 1265 1013 543 179 - - -
AlID 1000 2000 736 . . "
BNP - - 500 . I

Funds Generated 39 140 235 487 957 1321 1591 1864 - 2146

Total New Loans 1324 2933 2158 1500 1500 1500 1500 1591 - 1864 2146

Total Loan Portfolio - End of Year

Balance - 1324 4257 6415 7780 8836 9633 10221 10672 1nso’

Add: New Loans 1324 2933 2158 1500 1500 1500 1500 1591 1864 52146

Less: Collection of Principal - - - 135 Ll 703 912 1140 1386 1652

Total End of Year Portfollo 1324 4257 6415 7780 8836 9633 16221 10672 11150 11644

Funds Generated o

Commissions 13 29 22 15 15 15 15 16 18~ 22'

Interest 26 1 213 337 498 603 664 708 742 767 -

Collection of Principal -~ - - 135 AN 703 912 1140 1386 1652

Total Funds Generated 19 140 235 T 487 957 1321 1591 1864 2146 24y

Assumptions:
l. Loans will be for an average of 10 years, 2-1/2 year principal grace period,

2. Interest at L& during. grace period and 8% thereafter.
3. One time charge of 1% as commission fee.
4. No bad loans.



New Loans Dur:ag Indicated Years:

Contributions
GoP
AID
BNP
Funds Generatec
Total New Loas

Total Loan Pc-:folio - End of Year:

Balance

Add: New Loars

Less: Collecziar of Principal
End of Year &2 ance

Funds Genera:ec
Commissions
Interest

Collection ¢ - ncipal

Total Funds zs-a-ated

FONDO DE DESARROLLO MUNICIPAL
Projected Loan Portfolio ($000)

For the Year Ending Dec. 31, 19 ___

1986

244
243

11644
244
1830

12255

25
1830
2640

1987 1988
2640 2631
2640 2631
12255 13105
2640 2631
1790 1678
13105 14058
27 26
81k 864
1790 1678
2631 2568

1989

2568
2568

14058
2568
1728

14898

26

935
1728

2689

1330

2689
2689

14898
2689
1860

15727

27
1009
1860

2896

2896
2896

15727
2896
2008

16615

29
1073
2008

3o

TABLE No. 4

Page 2 of.2

cC



Banco Naclonal

Current Expenditures

Personnel Services
Non-Personnel Services

Sub-Total

Capital Expenditures

Vehicles, Furniture & Fixtures

Total

AlD - Loan

Technical Assistance to the Fund

Grand Total

7]

6l

TABLE No, 5
FONDO DE DESARROLLO MUNICIPAL
Projections of Operating Costs
For the Year Ending Dec. 31, 19___
(500)

1975 1976 1977 1978 1979 1980 1981 1982 1983 ‘léBh,
51,510 179,035 196,800 248,315 260,730 273,765 287,455 301,830 316,920 2,76
26,660 71,600 77,930 81,495  B4,755 B85 91,670 95340 990155 103,125
78,170 250,635 274,730 329,810 345,485 361,910 379,125 397,170 416,075 435,890
41,145 17,425 2,670 5,115 490 8,500 16,000 20,000 -— 2,350

119,315 268,060 277,400 335,225 345,975 370,410 395,125 17,170 416,075 ' 438,240
48,000 127,000 89,000 -—- -== ——— --- --- o -
167,315 395,060 366,400 335,225 345,975 370,410 395,125 47,170 416,075 h}B,zuo‘



Table 6 &2
FONDO DE DESARROLLO MUNICIPAL -

Proiected Operating Cost

Loan Disbursement Period 1975-1978

($00)

1975 1976 1977 B 1978
PERSONNEL SERVICES - o ‘ ISR
Direct Hire Personnel 43,000 142,500 157,500 201,000
Temporary Hire Personnel - 9,010 9,010 - 9,010 -
Bonus 3,605 11,875 13,125 16,750 -
Representation Allowance 500 1,200 1,200 : 1,200
Social Security-Employer Contribution 3,785 12,490 13,800 -17,600
Education Insurance 555 1,800 1,985 2,535
Professional Risk insurance 65 160 180 220

51,510 179,035 1261800 248,315
NON-PERSONNEL SERVICES ]
Per Diem 2,300 10,480 11,280 ' 13,140
Training 6,600 3,700 3,700 3,700
Gas & 0il 1,500 5,880 5,880 6,000
Repairs & Maintenance - Vehicles 750 1,800 2,160 2,880
Uniforms 290 65 4o 120
Office Supplies 2,175 9,130 10,670 13,050
Printing & Reproduction - 3,500 9,000 10,000 8,000
Depreciation - Vehicles - 4,525 7,275 7,275
Depreciation - Furnitures - 995 1,165 1,300
Repair & Maintenance ~ Equipment -- 815 930. 1,040
Insurance - 300 300 - : 300
Insurance - Vehicles - 1,200 1,200 1,200
Cleaning Supplies 625 1,500 1,500 1,500
Communications & Utilities 350 900 900 900
Postage - 250 360 360 . 360
Rent 7,500 18,000 18,000 18,000
Miscellaneous 820 2,950 2,570 2,730

26,660 71,600 77,930 81,495
TECHNICAL ASSISTANCE (Consultants) 581000 127,000 000 -

Total Operating Costs 126,170 377,635 262!120 222!810



~ FONDO DE DESARROLLO MUNICIPAL

'TableiNo. 7

" PROJECTED COSTS OF OPERATION BY PROGRAMS AND SUB-PROGRAMS

Administration Program

Sub=-Programs

Funds Managenent
Legal Consultation
Evaluation & Research
Training

Development Proaram

Sub-Programs

Development Directorate
Technical Assistance to

the Municipio
Training

Credit Program

Sub~Programs

Credit Directorate
Loan Branch
Loan Supervision

Operation Proaram

Technical Assistance to
the Fund

TOTAL
Less: Fixed Assets -

Total Operating Costs

FOR YEARS 1975 - 1978

($00)
1975 1976 1977
38,590 72,515 87,110
25,900 45,200 44,185
- 10,580 10,380
6,090 13,035 28,845
6, 600 3,700 3,700
33,680 89,860 88,910
18,495 26,000 26,095
8,380 26,485 31,285
6,805 37,375 31,530
214,180 61,605 56,270
16,275 21,050 21,050
7,905 22.410 21,970
: 18,235 13,250
14,725 32,030 32,150
56,140 138,060 101,960
167,315 395,060 366,400 .
41,000 17,000 3,000
126,315 378,060 363,400

1978

25,015

146,025
16,945
28,345

3,700

106,460

27,635

41,250
37,575

18!220

22,120
32,380
23,790

bh, 145

335,225
5,000

330,225

ey

Total
Program
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BANCO NACIONAL DE PANAMA
Condensed Balance Sheet

As of Dec. 31, 19

Assets

Cash

Credit Portfolio

Net Fixed Assets
Contingency Assets IMF
Other Assets

Jotal Assets
Liabilities

Sight Deposits
Savings & Time Deposits
Liabilities = IMF
Loans = External Banks
Loans international! Org.
Other Liabilities

Total Liabilities

Principal Reserves

Principal
Principal Reserves

Total Capital & Reserves

Total Liabilities, Capital & Reserves

So&rce: banco Nacioral de Panama.

29,770
86,511

2,550
11,996

5,761

136,688

61,550
30,845
13,526
5,000
3,650
7,736

122,307

12,011

;E
o

:

o
o3}
(AT {0 -]
[00] —-—

1972

64,569
120,942
2,795
12,097

5,896

206,299

108,586
35,972
13,864
16,375

3,626

12,484

190,907

4
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BALLO tACEH AL DE PARAMA
Conaraiive Profit and Loss Statement

For the year ended Dec. 31,

{000 's)
1971 1972 1973
Revenues ,
Commissions 861 1,322 1,955
Interest Earned 6,215 8,337 11;660*
Other Revenues 553 571 640
Total Revenues 7,629 10,230 14,255
Expenditures

Administrative Expenditure 3,863 L,536 5,262
Operating Expenditures 2,814 3,929 6,599
Total Expenditures 6,677 8,465 11,861

Net Profit

Source: Banco National de Panama

-1




Operating Revenues
interest Earned
€ommissions

Other Revenues

Total Revenues

Expenditures
Administrative Expendltures
Operating Expenditures
Depreclation

‘Total Expenditures

Net Profit

*'Note:;’ﬁdesvhpt include tontrlbuiions,to cover operating costs of the Fondo de Desarrollo Municipal

JFSourég§=;Bah£b Nacional de Paname

TABLE No. 10
BANCO NACIONAL DE PANAMA
Projected Income Statement
For the Year Ending Dec, 31, 19___
($000)
1974 1975 1976 1977 1978 1979 158 1981 1982 1983 1984
14,051 16,825 18,056 19,193 20,393 21,922 23,328 24,572 25,720 26,878 28,207
1,825 2,197 2,336 2,484 2,639 2,837 3,019 3,180 3,328 3,478 3,650
621 772 80 903 960 1,032 1,098 1,156 1,211 1,265 1,328
16,497 19,794 21,202 22,580 23,992 25,791 27,445 28,908 30,259 31,621 33,185
5,557 6,512 7,948 8,287 8,641 9,204 9,645 10,063 10,435 10,804 11,234
9,805 11,350 10,469 10,915 11,382 12,122 12,703 13,254 13,745 14,230 14,796
703 744 969 1,001 1,054 1,122 1,176 1,227 1,272 1,317 1,370
16,065 18,606 19,386 20,213 21,077 22,448 23,524 24,544 25,452 26,351 27,400
432 1,188 1,856 2,367 2,915 3,343 3,921 4,364 4,807 5,270 5,785

e



Assets

Cash and Bank Drafts

Local and External Banks
Remittances in Transit

Credit Portfolio & Invest.

Net Fixed Assets

Cotingency Assets IFM

Deferred Assets & Other Assets

Total Assets

Liabilities

Sight Deposits
Term Deposits
Obligations-External Ranks
-internal Banks
Contingent Liabilities
Deferred Liabilities S Other
Liabilities

Total Liabilities

Princlpal ami Reserves

Principal
Princlpal and Reserves

Total Principal
Total Liabilitles and Principal

Note:

Source: Banco Naclonal de Panama

BANCO NACIONAL DE PANAMA
Projected Balance Sheet ($000)
As of Dec, 31, 19___

TABLE No, 11

1974 1975 1976 1977 1978 1979 1980 1981 1982 1983 1984
15,345 15,840 17,478 19,831 22,966 26,800 31,533 37,091 43,554 51,039 59,724
48,724 50,4998 52,683 53,314 55,186 56,921 60,000 64,641 68,641 72,280 78,667
5,301 5,407 5,677 6,018 6,439 6,954 7.580 8,338 9,255 10,365 11,713
190,398 197,941 206,235 215,035 224,227 238,806 261,378 272,716 282,795 292,795 304,451
4,159 4,202 4,45y 4,721 5,652 5,455 5,947 6,542 7,261 8,132 9,190
14,400 14,400 14,400 14,400 14,400 14,400 14,400 14,400 14,400 14,400 14,400
3,568 3,639 3,822 4,051 4,334 4,681 5.102 £.612 £,230 £,978 7,884
281,895 292,167 304,749 317,370 332,604 354,017 385,940 409,340 432,136 455,989 486,029
107,804 109,672 114,435 120,385 125,205 136,548 149,114 156,873 162,193 167,282 175,000
90,412 93,014 97,665 100,317 105,772 110,000 122,400 130,000 138,219 146,325 156,325
8,004 2164 8,573 9,087 9,723 10,501 11,446 12,591 13,976 15,653 17,688
5,006 9,106 9,106 9,106 9,106 9,106 9,106 9,106 9,106 9,106 9,106
35,117 35,117 35,117 35,117 35,117 35,117 35,117 35,117 35,117 35,117 35,117
17,71 18,065 18,968 20,106 21,514 22,235 25,326 27,858 30,923 34,634 39,136
264,054 273,138 283,864 294,118 306,437 324,507 352,509 371,545 389,534 Lo8,117 432,372
14,011 14,011 14,011 14,011 14,011 14,011 14,011 14,011 14,011 14,011 14,011
3,830 5,018 6,874 9,241 12,156 15,499 19,420 23,784 28,591 33,861 39,646
17,84 19.029‘ 20,885 23,252 26,167 29,510 33,431 37,795 42,602 47,872 53,657
281,895 292,167 304,749 317,370 332,604 354,017 385,940 409,340 432,136 455,989 486,029

Does not include contributions to Fondo de Desarrollo Municipal
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Table No. 12
BANCO NACIONAL DE PANAMA
Prolected Statement of Application of Funds

For the vear ended Dec. 31,
($000)

b

2B lme g8 dms 180 198 a9 s gm

Funds will be provided by:

Operations:
Profit per Income Statement 1,188 1,856 2,367 2,915 3,343 3,921 4,364 4,807 5,270 5,785
Add Depreciation y0 969 1,001 1,054 1,122 1,176 1,227 1,272 1,317 1,370
Term Deposlts 2,602 4. 651 2,652 5,455 4,228 12,400 7,600 8,219 8,106 10,000
Loans - Banks & International 4,260 . 408 515 636 778 945 1,145 1,385 1,677 2,035

Organizations
Total! Funds Provided 8,794 7,884 6,545 10,060 9,471 18,442 14,336 15,683 16,370 19,190
Funds will be applied to:

‘Credit Portfolio & Investments 7.543 8,294 8,800 9,193 14,578 22,573 11,338 10,079 10,000 11,656
- Fixed Assets 827 1,181 1,278 1,385 1,525 1,668 1,822 1,991 2,188 2,428
~Total Funds Applied 8,370 9,475 10,078 10,578 16,103 24, 24) 13,160 12,070 12,188 14,084

b‘lncr‘ease (decréase) in Working Capital 424 (1,591) (3,533) (518) (6,632) (2&222) 1,176 3,613 4,182 5,106

Note: Does not include contributions to Fondo de Desarrollo Municipal.

.Scurce: Banco Nacional de Panama.



C. Social Soundness Analysis

1. Socio-Cultural Feasibility

a. Economic Imbalance Between Rural and Metropolitan Regions

Since the colenial era there have been two quite differ-
ent economies - the subsistence economy of the interior agricultural
regions, and the service-oriented commnercial economy of the canal
region.

Aceording to data from tire 1971 economic census, 90% of
those employed in the sarvice sector of the eccnomy were located in
Panama City and Cclon and accounted for 94% of total service sector
salarics. Panama City and Colon also accounted for 85% of those em-
ployed in winlesale commerce and 91% of salaries in that sector.
Similar percentages exist in retail sales and manufacturing.

This economic imbalance has contributed to a serious
migraticn from the outlying areas of the country to Panama City and
Celon. This is demonstrated by the fact that, while the urban popu-
laticn is growing at an annual rate of 4%, the rural population is
increasing by only 2% per year. In other words, the metropolitan
area exerts a magnetic influence over the population of the rest of
the cauntyy,

b. Cultural Patterns

Although not based on any formal nation-wide anthropolo-
gical or sociclogical studies the observations that follow are be-
lieved to be an accurate representation of certain cultural phenomena
of Paname.

Observers have detected the evoluation of two distinct
cultures in Panama arising from the great differences between the
metiropolitan, canai-oriented sector and the traditional, rural sector.

In tne rural areas a high level of popular participation
is noted in organizations that mobilize the population to carry out
community development projects. These positive, traditional values
are still predeninant in the rural areas and are the opposite of
values prevaleni in the metropoiitan areas. The latter are charac-
terized as necative modernism that discourages savings and capital
formation vequived for economic developinent.

The developinent strategy of the country and of this pro-
Ject calls for mobilizing the ecnergies of the rural popuiation for
development purposes. lmplicit in this strategy is the assumption
that the positive, traditional values of the rurel population will
cause them to rospond to new epportunities to participate actively

<)k
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with their Tocal government units in local development programs to
improve their eccnomic and social condition.

c. Motivation

The sub-loans, technical assistance and training which
the new Fund will provide to the rural municipios will enable them
to fulfill a desire that has been strongly felt at the local Tevel
for some time. Representatives of the corregimientos and municipios
have been putting increasing pressure on the central government
authorities to give them more decision-making pewer and the financial
and technical wherowithal to carry oul their own development programs
(coordinated with regional and national program). It seems safe to
assume that the local action agents (the municipal officials) will
respond positively and immediately to the financial and technical
resources provided by the project, for which they have been waiting
for years.

By utilizing the existing locai government structure,
through which to channel the resources there will be no social dis-
ruption caused by attempting to introduce a new institutional appa-
ratus. The change will consict of a positively modified role of
the locst leadership in its fTinancial and technical capacity to change
many of the eccnomic conditions in their municipio. The institution
will remain structurally the zame but the leadership function will
improve in character.

The Program will principally affect people living in the
central and western regicne of the country. Economic activity in
the region is almost exclusively agricultural.

fotivation to participate on the part of local government
Jeadere :5 assured since it is they who have been asking for this
type of assistance end the initiation of projects under their leader-
ship vill urdcubtedly be beneficial to them pelitically and socially.
The inhabitants will need no prempting to utiiize the services and
infrastructure provided by the loan and user taxes will be set at a
rate to encourage the widest possible participation.

Public participation in sub-projects will vary consid-
crably from cne project to ancther. Although sowe projects will
benefit primarily warket town dwellers and others will benefit primariiy
farn dwellers, it i5 anticipated that all projects will produce direct
or indirect berefits for beth groups - both of which can be called rural
poor.

Public participation in the sense of paying for the ben-
efits (repaying the loans) way be both direct and indirect. For
instance, scme projects will be supported entirely by user charges
whereas others such as roads, will be supported by general revenues.
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In either case, the local beneficiaries will be supporting the
projects themselves.

d. Participation of Women

Since attaining cqual legal and political status with
men in 1940, women can and are voting, being elected to political
office and occupying public pesitions in both the executive and
Jjudicial branches of government.

There are now 31 elected female Representatives, of a
total of 505. They participate actively in the Provincial Coordi-
nating Councils, Municipal Councils, and in the Juntas Comunales.

By so doing, they are able to advocate woman's interests in terms
of involvement in and henefits from economic and social development.

Wemen occupy important public positions, including one
provincial governor and a vice minister. On the municipal level
voinen are serving as treasurers, accountants, Council secretaries and
other adninistrative and technical positions.

In sumnary, women are not left out of the political
process nor political organization of Panama and, therefore, have
considerable opportunity to influence the nature of sub-projects
financed by the loan Program and to bepefit from them.

e. Obstacles to Project Implementation

Inplicit in the preject design is a substantial increase
of decision-making power at the Tocal Jevel. This responds to the
growing aspirations of local government leaders to exercise more
control over public sector resources that are spent within their
political jurisdicticn. Central government officials have resisted
a shift towards such local level control, frequently citing as jus-
tification a lack of administrative and technical capability of the
municipal orcanization. The piroject addresses this weakness through
technical assistance, training and the provision for technical partic-
ipation of ceatral covernment agencies at the Provincial and local
levels. [Nevertheless, we nust expect to see a certain amount of
resistance to the "“localization" trend exhibited by centrel gavernment
ofiicials. The Fund staff and other program supporters must be alert
to this potential problem and seek ways to mininize its adverse
conscquences.  Fortunately, the trend toward more local level decision-
making is strongly supported in the 1972 Constitution.

2. Spread Effccts

A multiplier eifect is anticipated from practically all of
the sub-projects in one of three ways: successful sub-projects will
be replicated; sub-project's economic benefits will in virtually all

It



cases extend to the rural areas serviced by the sub-project creating
additional enployment and increased censumption; and sub-project
will be expanded later creating greater benefits.

To achieve significant diffusion of benefits to additional
beneficiaries, there is very 1ittle that the beneficiaries them-
selves have to do in crder to’receive the benefits. This is an
important feature of thic project. The potential beneficiaries do
not have tc Tearn anything new or be conditioned in any special way
to relate to ihe projects or to pe receptive of their benefits. The
projects wilt, for the most part, be traditional activities with
which the peopic are already famiiiar in concept but have lacked
for inadeguate resources.

3. Sociel Consequerices and Benefit Incidence

a. Psychological Consequcnce

Based on evidence accumulated from the ongoing community
gevelopment programs conducted by the governiment, we anticipate a
noticcable increase of self-confidence on the part of the local
leadei's and other who idunlify with the successful execution of sub-
projects.  Altheugh their actual dependence on central government
egencies wilt be enly marainally reduced by these projects. it is
hoped thati they will reinforce the sc1t-help concept and lead to
other local initiatives.

b. Benefit Incidence within the Comuunity

The Tocel political lcaders (corregidores and alcaldes)
will undoubtedly benefit directly from the project in that, by
delivering and controlling investments in their communities, their
secial standiig will incicase and Lheir politicel influence will
prabably expard.  The extent to which this phenorenon will be bene-
vicial ¢r deivimental to the targel pcpulation can only be deter-
mined on a cise by case basis. Dut, since those leaders seem, on

the whole, to sincercly represent the interests of their constituents,

it can be presumad that the results will be largely beneficial.

Finticipatod benetits of the projects identified for
support in the first stoges of the prugram will accrue entirely to
rural dwellers. Many ere productive type enterprises that will em-
ploy lecal loror. Other préjoets will provide mich needed services
such as potabic wvater, scworage systens, markets, electric systems,
housing. Dy tlie nature of projects contemplatcd, the strategy in-
havent in {he program beccises apparent. On the cne hand, employment
generating projects are proposed iiat wiil have a direct positive
income effect through increased cmployment and availability of low-
er-priced consumer goods. On the other hand, projects are proposed
that will provide pubiic services to a portion of the population

R



viftually untouched by most national level programs.

; Few, if any, people are expected to be adversely affect-
ed by the projects at the local level. However, an obvious source
of potential conflict arises from the apparent competition of munic-
ipal commercial enterprises with the private sector. Our analysis
reveals, however, that where such projects are proposed, there is
no similar private sector activity and the reason for municipal
involvement is precisely to fill the void and supply needed goods
and services to the public. CEach sub-project request will be
analyzed by the Fund from this point of view to insure ageinst such
conflicts arising. In short, no displacement of ongoing activity
is expected to take place.

The project's impact on rural - urban migration will be
important in the long run, and is a major factor in its rationale.
Some concentration of rural families into the arcas of the market
town can be expected as a result of employment opportunities and
better living conditions in the towr. Since the towns and their
surrounding fariing areas are in close proximity, this movement
would not be undesirable. It might ropresent a healthy labor mobil-
ity within a Timitad geographic area that would contribute to its
ecenomic develepnent.  In addition, because of Lhe wide dispersion
of Lhe populaticn in the rural arcas, it is extremely costly to
provide thai with minimus basic services. By promoting increased
rurci concentration of tie popuiativn, this project would make it
possible for these rural deellers to have increascd access to these
services which should iead to an improvement in thair standard of
Tiving.

On the other kand, it is hoped that the project, in
concert with other GOP rural development efforts, will help to stem
the migraticn from the rural areas of Panama to the metropolitan,
cahal orienied sector.
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D. Economic Analysis

1. Project Impact

There is an urgent need for lTong-term low-interest credit to
finance productive public investment at the municipio level. The -
availability of such credit will result in higher absolute and relative
Tevels of investment. Priority will be given to projects with demon-
strated shility to generate income, the net result in the long run -
will be greater municipal income as well as increased service.

Investment projects of the municipios are for the most part
financed either with the limited funds available annually from munic-
ipal revenues in excess of current operating expenditures or by capital
transfers from the central government. Funds for investment purnoses,
not only have heen limited in volume, but when available have not been
on the most favorable terms. In short, there presently does not exist
any satisfactory mechanism for Financing of long-range investment
prograins at the municipio level.

The Tlack of an adequate institutional basis for providing assis-
tance to the municipios, financial as well as technical, results in
economic and cocial losses to the nation. Many investment opportunities
of apparent high benefit/cost ratio exist. So do opportunities to effect
savings by providing existing services more efficiently.

Beyond the financial feasibility of the individual sub-projects
are the important benefits to be derived by effectively promoting the
participation of the rural population in the decision-making and imple-
mentation processes of their own development. At the municipio level
there are urgent needs and unfulfilled demands for improved potable water
systems, power, feeder roads, marketing and storage facilities, and other
basic, economic and social infrastructure. The implementation of these
projects should not only lead to increased municipio revenues and ser-
vices, but also to increased employment and wider distribution of the
benefits of these development activities.,

Finally, these projects will generate employment among the rural
poor not only directly but through providing market opportunities for
their production.

2. GOP Ability to Repay the Loan

The GOP's ability to meet jts obligations under the Loan are a
function of the general health of the eccnomy and the government's ability
to mobilize resources for public needs. Panama's economic and fiscal
performance during the recent past indicates that the government should
have no difficulty in meeting its obligations.
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a. Economic Growth Trends

During the 19€0's, . the Panamanian economy, as measured
by the Gross Domestic Praduct, grew at an average annual rate of 8%
in real terms. While the rate of growth slipped to 7.5% during the
1970-72 period and further to 6.5%in 1973, the outlook for the medium
and long term is for continued high sustained growth. In the short-
run, Panama must overcome the same problems that are present in most
non-011 producing developing countries, i.e. the tripling of o1l prices.
sharp increases in the prices of other imports, failure of prices of
primary export products to keep pace with import prices, and lower raci
purchasing power of the lower and middle income groups as a result of
inflation. The GOP is well aware of the situation and has launched z
comprehensive set of measures to cope with these and other problems.
These include an expanded public investment program, the development
of several major projects designed both to stimulate economic activityv
and to increase the country's foreign exchange earning capacity, the
subsidization of small farmers and of small and medium size manufacturig
establishments producing non-traditional exporis, agricultural settle-
ment programs, special incentive measures to encourage export diversi-
fication, incentives to encourage the construction of lower income
housing and measures to improve investment incentives and the invest-
ment climate in the private sector.

3. Central Government Finances

The Central Government's revenue performance in recent years
has been quite satisfactory. Between 1970 and 1974, total ordinary
revenue collections increased from $160.1 million to $271.4 million,
or at an average annual rate of 14.1%. Direct and indirect taxes
accounted for most of the increase. Income tax collections increased
at an average annual compound rate of 13% over 1970-74, while productior
and sales taxes increased at an annual rate of 14.4%,

These substantial increases in tax collections were made possibia
by impravements in tax administration, as well as by a number of revenue
measures enacted in recent years. In 1970, the rates of personal and
corporate incoine taxes were consolidated and increased, and reforms in
tax administiration were introduced. Another package in 1972 raised
excise and import duties on liquor and cigarettes and increased the tax
on gasoline. Hkeasures taken in 1974 included a new tax on beverages and
additional administrative measures to close loopholes in the income ta
suck as the imposition of penalty and interest charges on income tax in
arrears. Alse, the method of urban property valuation was changed so
that the highest value among market price, property registry price, and
cadastral value would be applied. But no changes were made in rural jand
taxation, which provides only an estimated $350,000 in revenues. In
addition, a significant tax increase on banana exports was introduced
in June of 1974,



Ordinary expenditures of the Central Government over the
1970-74 period grew at a somewhat slower rate than ordinary revenues
- by 11.8% a year versus 14.1%. Consequently, the deficit in the
ord{nary budget declined from $16 million in 1970 to only $4 million
in 1974, '

Despite the substantial growth of the decentralized public
agencies, the Central Government stili dominates the public sectors.
Over 60% of public sector expenditures were made by the Central Govern-
ment in 1974, either on its own account or through transfers to the public
agencies.

The grawth of Central Government investment expenditures in
recent years is significant for two reasons: (a) it has provided
much needed investment in the areas of basic infrastructure (power,
transport, and communications) and in the social and precductive sectors
(housing, health, education, and agriculture); and (bg public invest-
ment (along with private investment) played a major role in the growth
of GDP in recent years. Most important, an increasing share of the
higher investment expenditures is being earmarked for the economic and
social development of the interior of the country, especially the poor-
er provinces.

Investment outlays by the Central Government, inclusive of
capital iransfers, increased from $41.5 millicn in 1970 to a peak of
$78.1 million in 1973. In 1974, investments were reported to be
$47.8 million, while the budgeted amount for 1975 is $64.1 million.
The sectors to which substantial resources were allocated in the 1973
and 1974 investment programs were power, transport and communications,
agriculture and low-income housing.

The level of Central Government savings remained low, even in
the years of substantial revenue increases. The potential savings
from the revenue effort were substantially reduced by the rise in
ordinary expenditures. Consequently, Tess than 50.0% of Central Govern-
ment capital expenditures were financed out of savings during 1970-74.
Seventy five percent of the borrowing came from foreign sources while
the inportance of domestic borrowing was substantially less than in
previous years.

Commercial sources constituted 72% of foreign borrowing during
1970-74. Official foreign Toans (IBRD, INB and AID and Exim-Bank)
amounted to $137.6 million during the five year period. Gross borrow-
ing of foreign commercial funds ranged between $40 and $45 million during
1970-72 and increased to $65 mil1lion in 1973 (largely to finance the
purchase of & foreign public utitity company). As a result, the Central
Government's external public debt increased from $104.8 million in 1969
to $358.9 million in 1974, or at an average annual compound rate of 28%.
The total public debt (external plus domestic) increased from $238.7
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million in 1969 to $577.6 million in 1974 for an average rate of
19.3%.

The debt service charges associated with the external debt
of the Centrsl Government increased from 17.4% of ordinary revenues
in 1970 to 39.6% in 1974, This burden, however, is projected to de-
crease sharply to 14.0% in 1975, cwing to the GOP's success in re-
financing its short-term debt by means of a $115 million ten-year
loan (including a four-year grace period) negotiated with a private
banking consortium in 1973,

3. Balance of Payments

The balance of payments on current account has experienced a
growing deficit over the past four years, incrzasing from $63.7
million in 1970 to $274.9 million in 1974, The major causes of the
growing deficit are: (1) a rapidly expanding negative balance in
the trade account, increasing from $199.8 million in 1970 to $509.4
million in 1974; and (2) less rapid growth in the balance of non-
factor services and Canal Zone services, which were not sufficient
to offset the inccrecases in the commercial deficit.

Net capital inflow in the form of direct private investment,
long-term Toans on both private and official account and short and
medium term banking capital has been compensating for the negative
balance in the current account.

Because of Panama's monetary system its ialance of payments
is unique. Capital flows are often more independent than current
account flows. Changes in the banking system's assets and liabilities
are relatively autonomous, rather than the balancing item they are
in many other countries. Among the foreign transactions affecting
Panama, three sources of receipts are outstanding: (a) the Panama
Canal, (b) international banking operations, and (c) public external
borrowing.

Net receipls frem the Canal Zone, in the form of wages paid
to Panamanians and purchases in Panama of goods and services by Canal
Zone residents, have traditionally represented the single most important
inflow item in the country's balance of payments. While these flows
are of a current nature, they are unresponsive to domestic economic
policies which affect other current account fluws. Rather than reflect-
ing economic performunce, they tended to influence it. Net receipts
from the Cansl Zone covered 41.7% of the current cccount deficit of the
country with the rest of the world in 1974, as against 69.6% in 1970
and 61.1% in 1960. VHhile the recent relative importance of these flows
has diminished over time, they still represent an important ingredient
in the financing of the current account gap of Panama's balance of pay-
ments.,



Since 1970, international banking operations have become an
increasingly important factor in Panama's balance o* payments. The
banking sector, which was largely limited to domestic operations-
prior to 1970, developed into a booming regional firancial center as
a result of general liquidity in the international monetary system,
uncertainties affecting foreign investors in some Latin American
countries, the country's dollar currency, and favorable 1970 banking
legislation. Net inflows, which averaged some $7.5 million per year
during the ten years prior to 1970, rose to $64.0 million in 7970
and to an estimated $250.0 million in 1974,

Because most of the banks are commercial banks, Panama has
not yet benefited fully from jts growth as a regional financia] center,
Vhile there is ample short term credit, there is a lack of long term
credit, especially for agriculture related infrastructure and the
public secter. Thus, many investments for rural davelopment are being
financed with short term credit., While insurance companies and savings
and loan asscciations have also expanded rapidly in recent years, they
are still small in comparison with the commercial banking system.

The virtually unconstraired growth of the banking system and
the substantial expansion of credit have caused some concern about
Panama's increasing dependence on volatile, short term capital flows.
The rapid increase in foreign deposits could be matched by an equally
rapid outflow even ac a result of a temporary loss of confidence by
foreign depositors. on balance, hovever, the financial system has had
a positive effect on employient and real growth in Panama. With the
exception of rural development and the public sector, there ig little
unrequited demand for Tong-term loans in Panama. The official invest-
ment banks and other public entities would benafit if the Government
$ou1d tap the growing Tiquidity of the banking system for Tong term

ending.

In summary, the balance of payments outlook and debt service
capacity of the Government are good. The long-term nature of the loan
will serve to improve Panama's debt structure, Interest payments
during the grace period will be marginal in relation to the current
debt service ratio and well within the capacity of the Government to
service. The long run economic prospects are even more favorable with
the large CCpper mines coming on stream along with container port, oil
pipeline and increasing Canal.participation. The prospects for the
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Part 1V. Implementation Planning

A. Implementation Plan

1. Organization of Fund

a. Loan Implementation Procedures

i izati 5, the
Assuming Toan authorization by Septemper 30, ]97 ,
Loan Agreement should be signed and the first Implemen@at1on_Letter
{ssued by Cctober 30, 1975, It is expected thqt the f1rst.d1sburse-
ment will be made by December 30, 1975, following the fulfillment of

the conditions precedent.

During the period from October 1975 to February 1976,
the Fund will fully organize and staff its various administrative
elements, begin training programs for Fund staff, conduct a promo-
tional campaign to acquaint the rural municipios with Fund
programs and initiate assistance to rural municipios in the
identification and analysis of eligible projects and in the prepa-
ration of sub-loan requests,

b. Staffing

By December 1975, the staffing of the Fund is expected
to be completed with 17 persons. This number will be increased to
24 by the end 1576, 27 by the end of 1977 and 34 by the end of 1978,
to reflect the growth of the Fund's technical assistance, training
and lending prugrams. Personnel will be selectied according to
established proccdures of the BNP. The Manager of the Fund will
nominate personnel, the Depariment of Personnel of the BNP will
review the nominations and the President of the BNP will make the
appointments.

In May 1975, Mr. Jaime Simons, Manager of the Industrial
Development Department of the BNP, was selected to fill the position
of Manager of the !lunicipal Development Fund. Since his appointment,
he and other key BNP perscnnel have been working full time in design-
ing the Project. Currently, he is nominating persons to fill key
pesitions within he organization. '

c. Office Facilities and Equipmant

The BHP has selacted ample office space for the Fund in
a building near the BNP headguarters and is currently refurbishing
the facilities. Furniture, fixtures, equipment and vehicles have
been budgeted for purchase in Kovember 1975. Additicnal purchases
are programucd during the next 3 years to facilitate the growth in
Fund programs. Total costs cver the three year 1ife of the project
are estimated to be about $70,000 - furniture and fixtures $17,000,
» equipment $13,000, and vehicles $40,000. A11 purchases will be made
by the Purchasing Departrient of the BNP.



 'd} :Staff Training

.. _Toinstitutionalize the Fund within the Bank, the staff
must be equipped with the neécessary skills to implement Fund programs.
For this reason, funds are budgeted for training during the life of
the Project. 1In addition, the Fund will seek scholarships for its
staff for short term training from international organizations and
foreign governments which offer coursas related to Fund programs and
objectives. Appropriate courses at the University of Panama and the
Office of Nationa] Training will also pe utilized.

(1) Pre-Project Training

In May 1975 the newly appointed Manager of the fund,
as well as other Key officials of the BNP vent to Costa Rica for 5
days under USAID SEonsorship to observe the operations of the Insti-
tute of Municipal Developmant and Technical Assistance (IFAM).

During the months of July and August 1975, USAID
Sponsored weekly seminars where various national and international
experts on development administration held seninars with BNP per-
sonnel as well as key personnel from other national agencies in
charge of municipal assistance programs. These seminars covered
municipal developiment, local planning, rural development, local
finance administration, reaional planning and the kinds of technical
assistance likely to be required for Panamanian rural municipios.

These seminars uncovered a significant group of
officials in Gop agencies representing excellent potential sources
of technical assistance but who previously had heen inhibited in
discharging their responsibilities towards the municipios essentially
for lack of a coordinating mechanism. In addition to the significant

financial resoyrces to be made available, the coordinating and plan-

the municipios.

In September 1975 USAID will grant fund a two week
observation tour to Colombia and Venezuela for key BNP personnel,
including the Vice-President for Government Cevelopment Banking, the
Manager of the Fund, Chief of the Fund Credit Section and Chief of
the Fund Develcpment Section. The group will observe the operation
of municipal develepment institutions in these countries,

(2) Quarterly Evaluation Sessions

The Evaluation Plan specifies that quarterly sessions
will be held by the Fund beginning in March 1976 to evaluate the tech-
rical assistance, training and sub-1oan Programs in order to assist
manageiient in spotting problem areas and buttlenecks in the execution



of the Project. These sessions v 11 be used also as learning and
training instruments for the staff and will be held during the
1ifetime of the Project.

(3) Observation Trips

The Fund will finance two observation trips for
key personnel to study municipal development and technical assis-
tance programs in selected Latin American countries. The first
trip 1s scheduled for June 1976 and the second for June 1977,

{4) Short-Term and Long-Term Participant Training

The Fund with the assistance of the National Train-
ing Office, plans to seek scholarships from international organizations
and foreign gavernments for selected personnel to take short term
training outside of Panama in subjects related to the Fund's municipal
developrient program. This type of training is planned for the life
of the Project.

(5) National Training

The Fund will participate in the training programs
offered by the National Training Office by sending selected personnel
to attend courses related to the Fund's various programs. In addition,
the Fund plans to send selected personnel to zttend courses offered
by the University of Panama in rural development, municipal adminis-
tration, regional development, finance administration and public ad-
ministration.

e. Operating Manuals

Operating manuals for credit, technical assistance,
training, accounting, loan supervision, project identification,
preparation and execution, will be prepared by the Fund. Manual
preparation will begin in November 1975 and will be completed in
August 1976. Subsequent manuai evaluations and revisions will occur
and the final operating instructions will be ready by January 1978.
Contract advisors and technicians will assist the Fund staff in
manual preparation.

f. Reference Library Organization

The Fund will begin collecting all available Panamanian
books and othar publicaticns related to Fund programs in November
1975. Building up this resource will occur over the life of the
Project.

¢g. Evaluation and Research

Baseline data collection will begin in November 1975.
USAID grant financed assistance will be made available to assist the
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Fund staff in determining the technical assistance, training and
sub-project needs of the municipios. This baseline study will also
shape future evaluations and a continuing information system.

h. Organization of Inter-Ministerial Cooperation

(1) Fund Advisory Council

The President of the National Bank of Panama will
call the first meeting of the Advisory Council not later than No-
vember 1975 and subsequent sessions will be held every 6 months
thereafter.

(2) Fund Technical Coordinating Committee

The Manager of the Fund will call the first meet-
ing of the Municipal Technica] Coordinating Committee not later
than November 1975 and subsequent sessions will be held every month
thereafter. Representatives of the following Ministries are mem-
bers: Ministry of Planning and Economic Policy, Ministry of Housing,
Ministry of Government and Justice and other natiunal institutions
which have nunicipal technical assistance programs.

(3) Attendance at Provincial Coordirating Council

Heetings

The Manager of the Fund or his representative will
attend as many of the monthly meetings as reasonebly possible of
each of the 9 Provincial Coordinating Councils. Mr. Jaime Simons,
who was appointed in May 1975 to manage the Fund, began attending
these meetings in July 1975. See the annexed Amembassy airgram for
an account of such a meeting.

2. Project Promotion

At the National Assembly of the elected Representatives of
the Corregimientos in Octoher of 1974, the Minister of Planning and
Economic Policy announced the proposed creation of the Fund. It
aroused great interest from the representatives. Applications
(informal) have been received throughout the year by the Ministry
of Planning. The fTormal request for the Loan includes a request
that otherwise cligible sub-loans may be reimbursed even though
made prior to the signing of the Loan Agreement. It woculd increase
interest in the Fund and enhance the Governments relations with the
municipios if a few clearly eligible sub-loans could be made before
October 11, 1975,

The President of the BNP in the fall of 1975 will inaugurate
the opening of the Municipal Development Fund with representation
from various government institutions, governors, alcaldes and other
invited guests.

7



Officials of the Fund have already started to visit govern-
ors, alcaldes and municipal councilmen to explain the Fund's programs.
These visits will take place periodically during the 1ife of the
Project. In addition, the Fund's programs will be explained to the
manarers of all the ENP branch banks.

Throughout the life of the Project, the Fund will prepare
articles for local newspapers concerning sub-loans and other Fund
activities.

3. Technical Assistance to Rural Municipios

The collection and analysis of baseline data concerning the
technical assistance, training and sub-project needs of rural muni-
cipios will be performed by a USAID grant funded contractor. Based
in part upon this diagnosis, the Fund will formulate a technical
assistance and training program for the rural municipios. This
program for improving municipal administration ard sub-project
management will aiso include a municipal reverue improvement plan.
The design of the first phase of the technical assistance program
will begin in November 1975 and will be completed by May 1976 with the
assistance of contract advisors and technicians. Both the design
and implementation of Phase One will include inputs by those national
institutions which have municipal technical assistance programs.

'oen cempletion of the diagnosis of municipal technical
assistance needs, the Fund will design a complete Phase Two tech-
nical assistance program based upon the findings. Program design
will be completed in December 1976 and implementation by Fund staff
and personnel from the other participating agencies assisted by the
local and foreign advisors will begin in January 1877. Some 171
man months in technical assistance is tentatively planned over the
life of the Project.

4, Training of Rural Municipal Officials and Employees

In November 1975, the Fund, with the assistance of the
National Training Office, will begin the design of a preliminary
program for training municipal officials. General introductory
courses in the administration of municipal finances, taxes, projects,
and public services will begin in April 1976 and will be conducted
by the Fund with assistance firom its contracted advisors and tech-
nicians as well as from appropriate national governmental institutions.
Some 35 courses, 10 seminars and 5 observation trips are tentatively
planned during the 1ife of the Project for the purpose of training
mayors, municipal councilmen, treasurers, auditors, council secretaries
and engineers.

33
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5. Credit Program

drawing boards.

6. Technical Assistance to the Fund

. To improve operations and to develop ‘technical assistance

and training expertisa in New areas, the Fund plans to contract
technicians and various short-term advisors with A.1.D. Loan funds
up to an amount of $264,000. The Fund, in September 1975, will
commence contracting with advisors acceptable to A.1.D. to provide
technical assistance financed under the Lean, The principal advisor
should be on board before January 1976. Subsequently, the advisors
and technicians wil] render technical assistance to the Fynd in
on-the-~job training in specialized operational areas, preparation
of operating inanuals, design of training and technical assistance
Programs for municipal officials and employees, Preparing technical
policies and guidelines to be followed in analyzing projects, and
in other arcas deemed necessary by the Manager of the Fund.

7. Reseaich

Shortly after the arrival of the contract advisors and
techniciars, the Fund, with the assistance of the contractors, wil]
design a research Program based on the knowledge requirements to
support Fund programs. The program design will be completed in April

976 and work wilj beain in May 1976. This program will continue
through the 1ife of the Project.

8. Publications

The Fund wil] publish operating manuals, training manuals
and materials, and brochures promoting Fund programs. In addition,
research results will be published, as deemed appropriate. Promotional
brochures will be published in Deceinber 1975. Operating manual

August 1976, Freparation of training manuals will begin in April
1976 and publication will be by September 1976,

9. Evaluation
Annual program evaluaticns will be conducted by a joint USAID

and Municipal Development Fund team, preferably right before the
Preparation of the annual Fund budget. Evaluation instruments such



as the Logical Framework Matrix and the Planned Performance Track-
ing Network Chart will be used to measure goals, purposes and

verifiable outputs, actual versus planned Project performance. The
evaluations will measure progress against baseline data concerning
training, technical assistance and sub-project needs of rural muni-

cipios as well as measuring the impact of specific sub-projects on
the target population. :

In addition. the above mentioned evaluation instruments
will be used to assist the Fund in conducting more frequent project
reviews, beginning in March 1976, in order to assist management in

spotting problem areas and bottlenecks in the execution of the
Project.

The above mentioned annual evaluation will occur during the
life of the Pranject in October or November of each year.

10. Monitoring Responsibilities

The Loan will be monitored by the USAID by a Municipal
Administration Advisor in the Office of Rural Development, with
close support from a Project Team.

Because of the denonstrated expertise of the BNP in loan
adiministration, it is not considered necessary for the USAID to
monitor the engincering, financial and economic soundness of sub-
projects by fermally participating in the sub-loan approval process.
Sub-Tending criteria are cpelled out in surficient detail to provide
guidance to the Fund management as to project acceptability which
will insure that the sub-loans reach the rural poor both in terms of
sub-borrower (i.e. smaller, poorar municipios) and of sub-projects
which benefit the tara=t population. Hewever, the Mission represen-~
tative will receive a copy of =zach sub-lcan application for his
information and will have the right to consult with the Fund. The
purpose of the consultation will be to assure that the sub~loans

effectively achieve the purposes of the Project and that the sub~
loans are equitably distributed among the municipios so as to
confer maximum benefits to the rural poor and to ensure that the
sub-loans will not be concentrated in a few large proiects.

USAID will approve the utilization of A.I.D. Loan funds for
contracting techaical assistance. USAID approval will also be re-
quired for any changes in the sudb-lending criteria, financial policy,
credit policy and sub-loan appioval regulations of the Fund, as
described in the Project Paper.

USAID will receive periodic Fund financial anq progress re-
ports as well as the results of quarterly Project reviews. Further-

more, it will participate with the Fund in a joint annual Project
evaluation.

5



The ‘above discussed approval requirements, reports and Project
reviews will provide the USAID with sufficient in%o -
1y monitor the project. mation to adequate

B. Operating Procedures for Sub-Loans

a. Sub-lending criteria of the Fund

The following criteria have heen established by the
Banco Nacional for the granting of sub-loans in order to insure
that Fund resources reach low income groups both in terms of sub-
borrower (i.e. the smaller, poorer municipio)and of sub-projects
which benefit the rural poor.

(1) A study of the financial, technical and environ-
mental economic and social feasibility of the sub-project must be
performed which clearly demonstrates a beneficial impact on the
rural poor majority.

(2) Sub-projects must support plans and strategies of
local, regional and national development, which relate to the de-
velopment of rural municipios and market towns.

(3) Sub-projects must be high priority within the
scale of community needs.

(4) The sub-project must not unfairly compete with or
impede cooperative and private enterprise initiatives.

(5) The sub-project must have adequate techaical assis-
tance and training components which should contribute to improved
municipal administration as well as project execution.

(6) The municipio must possess the administrative and
financial capacity to administer the sub-project successfully in
the judgement of the Provincial Technical Council and the Fund, or
agree to receive technical assistance and/or training to provide
the capability required.

(7) The municipio must contribute appropriate resources
towards the sub-project.

3
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Lending Strateqgy

The GOP regional development strategy calls for the concentraticn
of its development efforts and resources in the Central and Western
regions of the country in which about 70% of the rural population is
located. In these regions the GOP has identified several potential
growth and service centers. Within the strategy these centers have
been selected for priority developmental attention because of the
wide impact they can have on their hinterlands. The GOP intends to
place particular emphasis on the development of these centers by
emphasizing programs and projects which effectively link them econom-
ically and socially with the surrounding agricultural areas. This is
to be accamplished by emphasizing agricultural production and the
necessary related infrastructure and social services. The strategy
is based on the belief that a given level of investment for these
purposes concentrated in the more densely populated rural areas will
have a greater impact on more rural poor than by dispersing an equal
investment throughout the entire country. :

The project will support this strategy by strengthening the
administrative and financial capabilities of the municipios involved
in these programs and by providing financial resources for food,
rural levelopment and nutrition projects. Those sub-projects will,
as their ultimete cbjective, ocontribute towards increasing the pro-
ductivity and incame of the rural poor. Thus priority will be given
to those sub-projects which:

1. stimulate labor-intensive enterprises
2. improve marketing facilities and systems

3. expand local or small scale rural infrastructure and
utilities such as farm-to-market roads, land improvement,
energy and storage facilities

4. support systems to provide services and supplies needed
by farmers, such as water, fertilizer, and improved seed.

An illustrative sub-project list follows:

=
L]

wholesale and retail markets

slaughterhouses

feeder road construction and maintenance
bridge and culvert construction and maintenance
agro-industries

artisan and cottage industries

water supplies

transportation facilities

electric power generation and distribution

Wo-JoOhW& wi
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The rural municipios have indicated an interest in other facilities.
The GOP is therefore contributing over and above the $3 million of pro-
ject counterpart an additional $1.5 million so that the Fund may have
flexibility to respond to requests, deemed priority by the rural municipios
and the Provincial Coordinating Councils, for financing for other types
of sub-projects.
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b. Credit Terms, Repayment and Execution
(1) Credit Terms

repayment capacity of the municipio, the type and amount of local
contribution, and the Fund's credit resources. The Fund will be so
managed as to have an average local contribution of 15%. In any case, the
total amount of credit cannox exceed 95% of the cost of the project.

Repayment period will be authorized for a maximum
of 20 years, with ten years being the average term. These periods
will be determined by the above mentioned sub-Toan criteria.

Grace periods, of up to five years will be granted.
The average will be two years. However, during grace periods, an
annual interest rate of a maximum o7 4% on sub-Toans will be charged.
The Fund will consider the following factors in the granting of grace
periods:

Repayment period.

Period of completion of project.

The degree to which the project is self-financing
and when,

The repayment capacity of the municipio.



' Interest rates on sub-loans will be a minimum of 8% ex-
cept during the grace period. These rates will be determined by
‘the same factors ccnsidered in the setting of grace periods. Pen-
alties for delinquent repayments will be set by the Fund.

A commission of up to 1% of the total sub-loan will be
charged for the cost of loan administration. This fee will be
deducted from the first sub-loan disbursement.

(2) Repayment

The Fund has several methods to guarantee repayment
of sub-loans:

(a) The standard sub-loan contract requires muni-
cipios to authorize the Fund to deduct sub-loan repayments from
municipal deposits in the National Bank of Panama and will allow the
Fund to charge municipal deposits to cover sub-loan repayments. All
municipios are required tu maintain their accounts with the BNP.

(b) The standard sub-loan contract requires muni-
cipios to authorize the Fund to take and sell municipal machinery
and property to cover sub-loan repayments, if necessary.

c. Sublending Procedures

The following is the process of sub-loan approval:

(1) Demand for sub-prnjects is voiced by individual
citizens, municipal counciimen, community councils (Juntas Comuna-
les) or other groups or organizations.

(2) The Municipal Council discusses proposed sub-projects
and gives formal permissior to the Alcalde to seek financing from the
Fund. .

(3) The Alcalde requests a sub-loan application from a
branch of the BNP or directly from the Fund. The Fund provides the
municipio with technical assistarce in preparing the sub-loan appli-
cation to insure adequate preliminary project analysis, encourage
the submission of high priority projects and to expedite the sub-
loan process.

(4) The Alcalde sends the completed application to the
Provincial Courdinating Council, where the proposed sub-project is
reviewed by the Council in terms of local, regional and national de-
velopment priorities, needed feasibility studies, and needed tech-
nical assistance and training and a formal recommendation is -made.

(5) The application, with the recommendation of the

N
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Provincial Coordinating Council.is submitted by the Alcalde to the
Credit Department of the Fund for project analysis. If the project
appears to be a good candidate for meeting sub-lending criteria,

the application is sent back to the municipio for necessary financial,
technical, social and economic feasibility studies. The Fund advises
_the municipio in the preparation of these studies with technical in-
puts from participating agencies, as necessary. If the sub-project

1s not acceptable, the loan process ends here.

(6) The project is resubmitted to the Fund with accom-
panying studies. An in depth analysis is made of the loan application
by the Credit Department and necessary technical assistance and train-
ing programs are recommended as conditions for sub-loan approval.

The time required from receipt of a sub-loan application following a
favorable recommendation of a Provincial Technical Council to the
signing of a sub-loan agreement should not exceed 45 days. If the
sub-project meets the sub-loan criteria, the Credit Department sends
the application to the Loan Committee for approval. The Committee
approves sub-loans ranging from $10,000 to $250,000. Sub-loans under
$10,000 may be approved by the Manager of the Fund, and sub-loans over
~ $250,000 require approval by the Board of Directors of the BNP.

(7) The Municipal Council approves the contract and
authorizes the Alcalde to sign in the name of the municipio.

(8) The Alcalde and the Manager of the Fund sign the
Toan document.

The first disbursemeni of the sub-loan will occur after
the fulfiliment of any pre-conditions set forth in the loan contract.
The Fund will continue to supervise the administration of the loan in
order {o assure that loan conditions are fulfilled and that the project
is being successfully implemented. Project impact evaluation tech-
niques will be used by the Fund to evaluate sub-projects.

3. Operating Procedures for Technical Assistance

Technical assistance to the municipios may be provided either
upon their own request or as a condition for a Toan financed project
with the Fund. In either case a formal agreement between the Furd
and the municipio will be required.

In the event that the municipio takes the initiative and re-
quests the assistance, this request should include as g minimum the
following information: (a) general information about the municipio,
such as, name, location, population; (b) description of the constraints
which the technical assistance will address; (c) scope and period of
the assistance; and (d) municipio support, in terms of personnel,
office space, transpertation, supplies and other logistic support.



The request will be analyzed by the Fund in order to deter-
mine- the capacity of the Fund to provide the technical assistance
on its own or the need to obtain the services of other nublic or
private entities.

Prior to the signing of an agreement for providing technical
assistance to the municipios, the Fund will: (a) prepare a program,
in collaboration with the municipio and any other participating public
or private organization, and (b) prepare a draft agreement which it
will submit to the municipio for its approval.

The agreement will include as a minimum the following: (a)
general information on the municipio and the Alcalde; (b) a detailed
description of the justification 7or, and the technical assistance
to be provided; (c) counterpart contributions by the municipio; (d)
the duration or the assistance; (e) the cost of the assistance and,
in the case of reimbursable technical assistance, the form of reim-
bursement; and (f) procedures whereby the Fund and the municipio will
cooperate in the evaluation of the assistance that has been provided.

The technical assistance will be providad strictly in con-
formance with the agreement between the Fund and the municipio, and
follow-up and evaluations will be designed and programmed to include
the folluwing: (a) field ohservations on the implementation of the
reconmendations; (b) dialogue with municipal officials to clarify
concepts and resolve problens; (c) examination if the technical
assistance bein¢ provided is in fact removing the constraints it is
designed to eliminate; (d) testing if the municipios are effectively
and correctly applying the corrective measures recommended and, (e)
ascertaining the necessary adjustments required in order to optimize
the assistance. ¢

4. Operating Procedures for Training

Training will be provided for officials and personnel of the
municipios in the following cases:

(a) when the Fund determines a need for improving the ad-
ministrative capacity of the municipio in order to reasonably assure
effective use of sub-loan funds, and

(b) when it is required as a result of other GOP develop-
ment programs in which the municipios have a role to play.

In the implementation of training programs for the municipios
the Fund will procure and coordinate the participation and cooperation
of other public entities. To this effect, formal agreements between

the Fund, the municipio and other agencies will be established. These
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agreements will contain as a minimum the following:
(a) the scope and nature of the training program;

(b) the clientele to be trained (alcaldes, representatives,
accountants, treasurers);

(c) the type and form of training;

(d) time and place for implementing the program; and

(e) follow-up and evaluation procedures,

The Fund will implement its training programs in close col-
laboration with the National Training Center of the Ministry of Plan-
ning and Economic Policy which is legally charged and responsible for
the training of all public officials and personnel.

5. Participating Agencies

a. Borrower and Principal Participating Agencies

As stated in the purpose of this Project, the mtinicipal
development program will create for the first time in Panama a Sys-
tenatic, sustained and adequately financed mechanism for improving
the administrative and financial cepabilities of rural municipies
and for increasing their investments in public infrastructure and
productive enterprises in response to locally felt needs.

The representatives of the corregimientos (wards) who sit
on the municipal council also sit with the representatives from other
municipal councils on the Provincial Coordinating Committee. The
skills they acquire through working with this project should carry
forward to improve the Process cf establishing developmental priori-
ties.

The proposed project provides for the establishment of a
Municipal Development Fund as an administrative unit within the Banco
Nacional de Panama to provide sub-loans to municipios for development-
al projects, technical assistance and training,

The Borrower will be the Government of Panama, which will
contribute the Toan proceeds on a non-repayable basis to the BNP.
The BNP will be the executing agency. In implementing the project,
the BNP will act in close collaboration with other GOP agencies with
related or complementary assistance programs to the municipios.

b. Supplementary Agencies

Currently, there are three ministries with the legal res-
ponsibility for providing specialized technical assistance to the mu-
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nicipios. These are the Ministry of Planning and Economic Policy,
the Ministry of Government and Justice and the Ministry of Housing.
These ministries have within. their organizational structure spe-
cialized departments or offices which provide technical assistance
to the municipios.

The technical assistance programs currently being im-
plemented by these ministries will be coordinated with the activ-
ities that will be carried out by the BNP. Appropriate coordi-
nating mechanisms will be established in order to avoid duplication
and conflict between the various programs.

¢c. Related Agencies

In addition, the BNP will develop working relationships
with other public agencies which in the discharge of their legal
responsibilities provide basic public services and infrastructure
with a local development impact. These include the following:

(a) The National Institute for Water and Sewerage (IDAAN),
which has the responsibility for providing potable water and sewerage
disposal systems in communities with a population in excess of 500
people.

(b) The National Institute for Hydrological Resources
and Electrification (IRHE) which has the responsibility for devel-
oping electrical power infrastructure and for the distribution of
electricity.

{c) The National Institute for Telecommunications (INTEL),
responsible for providing communication services.

(d) The Ministry of Commerce and Industry (MCI), which
among other functions, provides assistance in the development of
feasibility studies and promotes small and medium size industrial
projects.

(e) The Ministry of Agricultural Development (MIDA),
which with the Agricultural Development Bank (BDA), promotes and
finances agricultural projects of small and medium size farmers as
well as farmers' groups such as cooperatives, asentamientos and the
Jjuntas agrarias.

(f) The Ministry of Public Works (MOP), which is responsible
among other things, for the construction and maintenance of the road
network.

(g) The Ministry of Public Health (MS), which is respon-
sible for providing environmental health services, overseeing the
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construction and operation of slaughterhouses and public markets,
and providing potable water facilities for rural communities with
populations undzr 500 people.

d. 'Interagency Coordination

As stated in other sections of this paper, the credit
activities of the Fund will be accompanied with technical assistance
and training to the municipios in order to provide reasonable assur-
ances of the desired impact of the sub-loans. In the provision of
the technical assistance and training to the municipios, the Fund
will not attempt to substitute or duplicate the assistance that other
public agencies are currently prcviding but rather supplement and
coordinate these into an integrated system of technical assistance
which supports and strengthens the various aspects of local develop-
ment. The mechanisms for establishing adequate coordination among
the ditferent ministries and agencies and with the BNP are of a
varied nature and occur at different levels. They include:

(a) Legal. A draft executing decreee has been prepared
as a pre-condition for disbursements of the £A.1.0. loan, which will
legally obligate the ministries and agencies with related programs
to coordinate them effectively with the Municipal Development Program
of the BNP.

(b) Administrative. An advisory council and a technical
coordinating committee will be established, as part of this project,
with adequate representation from the various ministries and agencies
with related programs. These units will coordinate policies and
programs of their respective agencies with the BENP.

(c) Project Approval Process. The project approval pro-
cess makes use of the constituticnally established mechanism the
Provincial Coordinating Cecuncil, in which representatives of all the
corregimientos in the province and of the various ministries and
national agencies determine project priorities.

6. Organization of the Municipal Development Fund (BNP)

The legal, acministrative and institutional elements of the
Fund are described below.

a. Legal Basis

The Fund will be created by the Board of Directors of
the National Bank of Panama who will authorize it to provide credit,
technical assistance and training to municipios individually or
associated together for commen endeavors.

Y
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In addition, a decree law will be issued by the President
of the Republic creating an Advisory Council and a technical Coordi-
nating Committee to the Fund with representation from other govern-
mental institutions which have complementary and related programs.

The Fund will be administered by the BNP. The Board of
Directors of the BNP, together with the President of the Bank, will
determine the policies, regulations and operating procedures for
the Fund, according to the development policies established by the
national government.

The Fund will be financed by resources of the GOP, loans
and income from sub-loan repayments.

According to Law No. 106 of 1973, all municipal loans
must be approved by the Executive (the President and Minister of
the Treasury). However, the proposed decree law delegates this

authority to the BNP in order to simplify the sub-loan approval
process.

b. Administrative Organization

The proposed project provides for the establishment of
a Municipal Development Division, in which will be Tocated the
Municipal Development Fund. The sole activity of the Division will
be to administer the Fund. The Division Manager will have the
title of Fund Manager. The Division will be under the Vice-President
for Governmental Banking who also cupervises two other Divisions
dealing with the public sector. The structure is illustrated in
the annexed Organization Chart.

The Fund will begin operations in the fall of 1975 with
a staff of 17. An increase in the number of personnel, departments
and sections is programmed over the next three years to reach a
level of 34 in 1978. These increases will enable an expansion of
technical assistance, training and sub-loan programs.

The location of the Fund in the administrative hierarchy
of the BNP is as follows:

(a) The President of the National Bank of Panama.

(b) The Vice-President for Governmental Banking.

(c) The Manager of the Municipal Development Division,
who is also the Manager of the Municipal Development
Fund.

The Fund is organized as follows: Operations Section,
Office of Technical Assistance to the Fund, Department of Development,



Credit Department and the following advisory bodies: (1) Advisory
Council, (2) Loan Committee, and (3) Internal Coordinating Commit-
tee. :

The following are the functions of the above mentioned
administrative elements of the BNP:

(1) President of the National Bank of Panama

(a) Directs and supervises the cdnduct of the Vice-
President for Governmental Banking regarding the activities of the
Municipal Development Fund.

(b) Submits for approval to the Board of Directors
of the BNP policies and regulations concerning the operations of
the Fund.

(c) Presides at the meetings of the Fund Advisory
Council.

(d) Approves the financial and auditing statements
concerning Fund operations.

(e) Submits to Board of Directors sub-loans for
approval over $250,000.

(2) Vice-President for Governmental Banking

(a) Directs and supervises the Manager of the Fund
regarding the operations of the Fund and serves as the key 1ink bet-
ween the Fund and the other administrative elements of the National
Bank of Panama.

(3) Manager of the Fund

(a) Exercises the legal authority of the Fund as
prescribed by law in the name of the National Bank of Panama by de-
legation from the President of the BNP.

(b) Programs, directs and coordinates the activities
of the Fund.

(c) Proposes to the President of the BNP the admin-
istrative organization, staffing pattern, and policies and regulations
of the Fund.

(d) Prepares annual budgets and operating plans with
the approval of the President of the BNP.

J&/
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(e) Pregares periodic reports about the.activities
of the Fund as directed by the President of BNP. -

(f) Approves the granting of sub-loans to.munici-
pios with a value of $10,000 or less.

(g) Contracts experts or advisors with the author-
jzation of the President of BNP.

(h) Enters into contracts and agreements with mu-
nicipios through the delegation of authority granted by the Presi-
dent of the BNP.

(1) Promotes and establishes lines of cormmunication
and coordiration with other governmental institutions in order to
obtain their assistance and cooperation in the implementation of Fund
programs and activities.

| The following are the functions of the Fund's administra-
tive elements:

Operations Section

(a) Carries out Fund accounting activities and
prepares financial reports.

(b) Reviews and approves documentation for sub-
loan disbursements as well as bills and collects sub-loan servicing.

(c) Provides administrative support to the other
elements of the Fund in coordination with the administrative elements
of the BNP.

(d) Manages the scheduling and operation of
vehicles.

The Operations Section is scheduled to become a department
in 1978.

Office of Technical Assistance to the Fund

Advisors will be contracted to provide technical
assistance to the Fund through on-the-job training in specialized
areas, preparation of operating manuals, design of training and tech-
nical assistance programs for municipal officials and employees, and
in other areas deemed necessaiy by the Manager of the Fund.

Department of Devalopiment

(a) Progrems and administers the Funds technical
assistance and training programs in order to improve the capability
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of municipios to identify, plan and administer sub-projects as
well as to improve revenue collection and general administration.

(b) Promotes and coordinates the assistance of
other governmental institutions in the provision of technical assis-
tance and training to municipios.

(c) Prepares and publishes manuals and materials
in support of the technical assistance and training program.

(d) Coordinates with the National Office of
Training in the planning and implementation of training programs
for municipal officials and employees.

(e) Participates in the periodic evaluation of
technical assistance and training programs.

‘ Credit Department

| (a) Programs and administers the credit policies
and procedures adopted by the Fund.

(b) Assists municipios to prepare sub-loan
applications.

(c) Receives and reviews sub-loan applications
to determine the administrative and financial capability of the
municipio to manage the sub-loan project.

(d) Analyzes and evaluates sub-project feasibility
studies in order to determine their financial and technical viability.

(e) Recommends sub-loan terms and the approval of
sub-projects.

(f) Prepares the necessary loan documents.

(g) Monitors the execution of the sub-loans in
accordance with the sub-loan agreement.

(h) Prepares credit regulations, manuals and other
materials relating to the functions and objectives of the Credit
Department.

(i) Advises municipios in the purchase of equip-
ment financed by the sub-loan.

(j) Participates in the periodic evaluation of
credit programs and policies.

10%
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Evaluation and Pesearch Section

o (a) Collects and analyzes baseline data concern-
ing the technical assistance, training and sub-project needs of
rural municipios.

(b) Designs, and implements an information/eval-
uation system, including a sub-project specific impact evaluation
system,

(c) Establishes a reference library.

(d) Designs and conducts research and analysis
required to provide systematic. comparable information as a basis
for programming.

Loan Committee

: This Committee is composed of the following members:
The President of the BNP or his delegate; the Vice-President for
Governmental Banking or his delcgate, who will preside at the meet-
ing; the Manager of the Fund; the Legal Advisor or his delegate;

and other officials as deemed appropriate by the President of the
BNP. The Committee will approve sub-loans from $10,000 to $250,000.
In addition, it will make recommendations concerning credit policies
and procedures.

Interna. Coordinating Committee

This Committee is composed of the following officials
of the Fund: the Manager, who will preside; the Chief of the Credit
Department; the Chief of the Development Department; the Chief of
the Operations Section and the official in the Manager's Office who
will direct and coordinate the evaluation and research activities of
the Fund. The Committee will advise the Manager on policies, programs
and activities and will serve as a coordinating mechanism for the
administrative elements of the Fund.

c. Relationship to the BNP

The internal auditing of Fund operations will be carried
out by the auditor of the BNP and the external audit will be conducted
by the Controller General of the Republic of Panama. Legal services

required by the Fund will be provided by the Legal Department of the
BNP.

d. Policy Recommendations and Inter-Agency Coordination

An Adyisory Council and Technical Coordinating Committee
are to Qe established by Executive Decree. The Advisory Council,
consisting of two Representatives of the municipios, the President
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of the National Assembly, the Ministers of Government and Justice,
Planning and Economic Policy, and Housing, the President of the BNP
and Fund Manager, will make recommendations to the Fund about policies
and projects for financing as well as about technical assistance and
training programs for municipios.

It will review the Fund's operations and make further re-
commendations. It will also help the Fund identify needs for tech-
nical assistance in the municipios and existing governmental sources
of such technical assistance.

The Technical Coordinating Committee, composed of the
chiefs of the administrative units of those ministries and autonomous
agencies capable of rendering technical assistance and training to
municipios, will assist the Fund in obtaining such technical assist-
ance,

7. Administrative Capacity of the National Bank of Panama (BNP)

The National Bank of Panama has a distinguished record of
financing economic development programs and appears qualified to ad-
minister the Municipal Development Fund. In the area of developmental
banking, the BNP has considerable experience in administration, fi-
nancial managemerit, project analysis and evaluation, which can be
used to support the implementation of the Municipal Development Fund
Preject. The President of the National Bank of Panama. once an em-
ployee of USAID/Panama in the Office of the Controller, is highly
regarded for his technical and personal competence both in the public
as well as private financial sectors.

The BNP, which began operations in 1904, is the largest bank
in Panama with a network of 37 branch offices, as well as a number of
mobile units which enable it to serve the population in those remote
rural areas where it has no branches.

The BNP presently provides multiple services. It serves as
the sole depository of ail public funds as well as a commercial and
development bank. In the latter capacity, it has several windows:
industrial development, iivestock development, and fisheries develop-
ment. These windows were started as a result of development loans
from IDB, IBRD, respectively. This loan will add arother window -
municipal development. The installation of these development windows
in the BNP is seen by the GOP as the gradual creation of a government
development bank.

Since 1963, the BNP has granted over 2C loans to municipios
for markets, slaughterhouses, roads, water systems, schools, etc.;
nine loans have been granted to Comnunity Councils (Juntas Comunales)
for productive enterprises since 1974. This experience has given the
BNP considerable knowledge about local project needs, the debt capacity
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of municipios, municipal budgetary resources, and loan repayment re-
cords, as well as the legal and administrative procedures necessary
for municipal loan administraticn. The resources relating to the BNP
expertis: in developmental banking will be marshalled to support the
implementation of the Municipal Development Fund Project.

The BNP in May 1975 appointed the Manager of the Industrial
Development Branch to head the Fund and he and othar key BNP staff
members have participated actively in designing the Project. At pre-
sent, the Manager is nominating qualified and experienced persons
within the BNP to staff Fund positions. The Fund is expected to be
staffed and operating by the fall of 1975.



C. Evaluation Plan

1. Information Evaiuation System

The effective operation of the Municipal Development Fund will
require an information/evaluation system in order to provide the
Fund as well as other interested agencies with the necessary data
for planning, managing and evaluating programs and activities. The
system will furnish feedback on sub-project implementation and im-
pact as well as on the effectiveness of technical assistance and
training programs. Moreover, the information system will establish
a communication network between the various administrative elements
of the Fund in order to assure effective administration. USAID will
g;an; fi?ance assistance to the Research and Evaluation Division
which will:

1. provide baseline data on the project needs of selected
rural municipios in order to create a rational basis for sub-project
selection by the municipios, project prioritizaticn by the Provincial
Coordinating Council, sub-project and sub-loan approval by the Fund;

2. provide baseline data on the technical assistance and
training needs of rural municipios for the design of Fund programs
addressing these needs;

3. outline the necessary data collection instruments so
that the Fund and municipios can monitor the progress of each sub-
project during development, execution and management as well as
evaluate the economic and social impact on the rural poor.

The above elements of the information/evaluation system are ex-
plained below.

a. Baseline Data on Sub-Project Needs

In order to establish priorities and measure the impact
of sub-projects, municipal and Fund policy makers as well as other
GOP institutions need reliable basic data on major social and economic
trends, the specific development needs of rural municipios, the
interest and capacity of local institutions to implement change and
the plans of national institutions. These four major elements of the
diagnosis are explained as follows:

(1) Social and Economic Trends

Information on basic social and economic trends
provides indicators of a rural municipio's development potential, its
dynamism or its passivity. These indicators suggest the consequences
of current trends and imply certain policy decisions. The following
will be considered: migration, employment, land tenure, production,
marketing, credit, and centers of development.
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(2) Specific Needs for Projects and Basic Services

‘ The first part of the diagnosis predicts suitabil-
ity for development on the basis of the above mentioned socio-economic
trends. The second part of the diagnosis analyzes needs and oppor-
tunities for projects and basic services in the rural municipios.
At this level of analysis, the kinds of projects needed - a feeder
road, slaughterhouse, market, or municipal enterprise will be indicated.

(3) Interest and Capacity of Local Institutions

Socio-economic trends and specific projects show
what needs to be done in a rural municipio. For needs to be trans-
lated into action, the financial and administrative capacity and
interest of local government and community organizations must be
found to be adequate. In this part a diagnosis of this capacity
and interest will be made.

(4) Interest and Capacity of National Institutions

The last part of the diagnosis will consider the
plans and resources of governmental agencies available to the rural
municipios. This will be an important factor in assessing the
potential for their collaboration in developmental efforts by the
municipios.

The diagnosis of the above 4 major elements will be
followed by a prognosis of what should be done in the selected rural
municipio, the specification of the kinds of plans needed to develop
specific programs and projects. This 1ist of potential sub-projects
will be fed back to the municipios as a guideline for use in their
project selection and to help them persuade the Provincial Coordinating
Council of priorities.

The division of Research and Evaluation will assemble
this information through interviews with groups of knowledgeable
persons in rural municipios, interviews with local and national
government officials and the analysis of census data and other sources
of information.

b. Baseline Data on Municipal Technical Assistance and
Training Needs

While assessing the interest and capacity of local insti-
tutions as part of the above mentioned diagnosis of project needs,
an extensive study will be made of the technical assistance and train-
ing needs of rural municipios, particularly those relating to project
identification, development, execution, and management. Other areas
to be assessed will be: municipal administration, budgeting, planning,
financial administration, accounting, tax administration, personnel
admiristration and administration of public services.
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. This information will be used by the Fund for the purpose
of improving the design of technical assistance and training programs.

c. Data Collection Instruments for Project Monitoring and
Evaluation

Data collection instruments will be designed so that the
Fund can monitor the progress of each sub-project during development,
execution and management, and evaluate the economic and social impact
on the rural poor. These instruments will also provide rural munici-
pios with a data system which will tell them how to make corrections
to improve the administration, impact, equity and financial viability
of prejects. This includes an early warning system of difficulties
and a method of utilizing a maximum of conmunity resources, manage-
ment and control. .

To keep the data collection and analysis cost to a
minimum, it will be necessary to involve the municipios as much as
possible in the process. This will require a system to be designed
so that each sub-project in every municipio to which credit has been
extended collects simple but standardized data of several types.
First, there will be the reed to show the sub-project results and
to compare the success of the same general kind of sub-projects
across municipios. Second, there will be a need to show the impact
of the sub-project on the rural poor so that all sub-projects can
be compared. This data can be collected on simple forms at each
point of interaction between the sub-project and the sub-project
beneficiaries.

Indicators of successful sub-projects can be defined in
conjunction with the local participants, and progress toward stated
objectives can be measured regularly. Other data on the variables
most 1ikely to influence success will collected as well as the .
monitoring data necessary to follow the project through to completion.

The above data also will be utilized by the Fund to im-
prove sub-project selection, design and implementation. In addition
it will allow the matching of feasibility studies against actual
costs and benefits and the determination of which sub-projects have
the highest impact on the rural poor as contrasted with those of low
impact.

2. Program Evaluation

Annual evaluations will be conducted by a joint USAID and
Municipal Development Fund team preferably just prior to the prepa-
ration of the annual Fund budget. In addition, the Fund will conduct
a quarterly review of technical assistance, training and sub-loan
programs in order to assist management in spotting problem areas and

/09



105

bottlenecks in the execution of the project. Evaluation instruments
such as the Logical Framework Matrix and the Planned Performance
Tracking Network Chart wili be used to measure goals, purposes and
outputs against verifiable indicators, in additiocn to measuring
actual versus planned project periormance. Data collection instru-
ments will be useful in the evaluation process by providing base

line data concerning training, technical assistance and sub-project
needs of rural municipios as well as measuring the impact of specific
sub-projacts on the target pcpulation.

The above mentioned data collection and evaluation instru-
ments will assist in providing the following general terms of
reference {or the evaluation:

(1) Development Role

Has the Fund fulfilled its assigned developmental role?
Hew successful have Fund financed sub-projects been in increasing
the capacity of rural municipios to enhance the economic and social
well being of their inhabitantis and to further the development of
market towns as agricultural cervice centers? Have the Fund's
coordinating activities with other GOP ministries and agencies de-
veloped as planred and helped tne Fund to carry out it functions
successfully? Has the Fund played a leadership role in providing
the developmert viewpoint of rural muricipios with the GOP? Have
GOP programs, policies and actions helped or hindered the Fund in
carrying out its functions?

(2) Institutional Progress

Is the Fund a well-run and self-sustaining institution?
have the financial projections described in the Project Paper been
achieved? Has the Fund provided cr facilitated delivery of the ex-
pected types and amounts of financial and technical assistance to
the rural municipios? Have the Fund's policies, resulations and
directives been developed and utilized as described in the Project
Paper? Has the Fund's nrofessional staff been developed as outlined
in the Project Paper? Are Internal information/evaluation systems
functioning as expected?

(3) Municipal Improvement

Have Fund technical assistance and training programs
successfully equippad rural municipios with the capability to
identify, develop, execute and manage loan funded sub-projects? Has
data collected by the Fund on municipal needs been used to assist
rural municinios in planning long range capital improvements programs?
Has the Fund's Municipal Revenue Improvement Program been successful
in increasing local revenues to tha degree expected? Have municipio
investments and savings increased significantly? What improvements
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in municipal administration have occurred as a result of the Fund's
technical assistance and training programs? Has municipio ability

to provide public services and infrastructure improved? What has
been the social and economic impact of the Fund financed sub-projects
on the rural municipios and the target population? Are the sub-

projects furthering the development of market towns as agricultural
service centers?

(4) Sub-project Costs and Benefits

Which sub-project types have been the best economic
and social investments? What have been the costs and benefits of
different types of sub-projects? Which sub-project types have been
the easiest and the most difficult to administer by the rural muni-
cipios? What steps can be taken to improve sub-project administra-
tion? Have sub-project loan criteria been followed?
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hE 1“}L17TJ i Dd"&\L T DEPTH TC ESTASLISH THAT THE MUNICIPALITIES
ov “1\' PoUaEAY RESDUACES WILL ACTUALLY BE FOCUSKD, FAVE THE
CAPACITY 17 ZPAY. SUIGLD THI M4aJOR TAGET OF RuUTCOUNCTS '
(ThE DJJH:R ﬁUNICIPﬁLiTIES) POSNTSS TNoUrFICLENT REPAYMENT
CAPACITY, TV OINTOESIVE REVIFW SHOULD FCCUS O ALTERSATIVES INCLUD-
Iﬁ& \OVICIO” FOR PARTIAL GPAnTS AND LINITING SU3-PROJEICTS
FG s”” CICICIPALITING TO THO"" WHICH ARE REVIUUZ-SLUEZRATING.
[u[ RAVONTIN ’CWARIHL AURANSENINTS OF Tikl GOP WITH MUNICIPALITIES
b.u»LD BE LO0CRILED AND POSSIZILITIEES CF ALLOCATING ZUCH
FUNDS IN SuUrPORT OF THE PROGRAW SHOULD Be DIbCUSSED.

(6) 1.1 YEAR T T CTIONS SHOULD ¥ PREPARZD FOI: THE FOuDO
SA5Eh 0L THD FORMAT E'TQ%‘IQPCD IN Ti7 IRN. OQPEIRATING COST
PYOJLCTIONG SHOULD BE FXTIUDED F0R AT LEAST TVWO Yxnn“ DEYOND
THE FIVAL YfA( OF AlD LOA“ DISHURSEMEZLTS AND SMOULE INCLUDE THE
FINANCING OF INTER-INETITUTIONAL ARRANGENENTS,.

A Classieanon
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(C) THE CAP SHOULD ESTABLISH THE REPAYMENT CAPACITY OF THE
EORPOLER, THE BHP,

7. PERMANENT FUMD: USAID SHOULD MNEGOTIATE ANAGRTEENT TO THE
EFFECT THAT THE LEVEL OF SU3-LT'D1*3 AFTER THE FIiAL YEAR OF Al.I.D.
DISBURSEI ZUT VILL BE FALUTALIGID AT LEAST AT THE APPROXIMATE

LEVEL OF LILDING DURIMS THE PEZRIOD OF AID LOAY DIS3URSEMENT,
SIMILAPLY, THY ASREZUSNT SHOULD PROVIDE THAT ANY TECH!'ICAL
ASSISTANCE UUFLS OF THZ GERENCIA BE ASSUMED B8Y THE BORROWER OR

GOP.

8. DIGALRSCNENT PERIOD: THE DASC CONCLUDED THAT A FOUR-YEAR
JISBURASLIZNT PLIIOD APPEALS NOT ER NCCESSARY SINCE SUB~-LENDING
ACTIVITY VILL %37 3EGIH UNTIL APFROXIMATELY THE BESIVYING OF

CY 1378. FINANCING FOR TCCHEICAL ASSISTANCE DURING THE START=-UP
PERICD BLiINNING DIWMMEDISTELY AND UNTIL THE LOAM CAN DISBURSE
SHOULD BE PROVIDED THROUGH GRANT FUNDS,.

9. EVALUATION PLAN: TYE CAP SHOULD CONTAIN AN EVALUATION PLAM WITH
THEZ LOAI PROVIRING FUKDIJNG FOR THE ANMUAL EVALUATIONS AS NZCESSLRY.
THE PLAN SHOULD CONTAIN TARGETS AND PROGRESS INDICATORS AS

WELL AS THI BASELINE DATA WHICH PROVIDE A POINT OF REFERENCE FOR
MZASURILG PROGRECS. PLANNING ASSUNPTIONS SHOULD BE ACCOMPANIED

BY VERIFI/BLE INDICATORS.,

16, THE T"AEC SUGGESTS THAT THE LOAN TITLE READ “INTEGRATED RURAL
DZVELOPI'NT/AURAL MUNICIPALITIES" TO REFLECT MORE APPROPRIATELY
THE. PURPUSZS OF THE PROJECT.

1l. ROLE OF WOMXENe: AS RFEAOUIRED BY SECTION 113 OF THE FAA,

THE CAP SHJULD DFSCRIAE THE ROLE OF VOuEN IN THE PROJECT AS
AGENTS ARD 4S BENEFICIARINS,., THT CAP SHOULD ANALYZE THE EFFECTS
OF THE PRCJECT Il THOSZ TERMS.

12 TDY ASSIZTANCE FOR CAP PREPARATION WILL BE DISCUSSED IN
A SEPARATF NMESSAGE.

KISSIHGER
Seslems UNCLASSIFIED
PO B T o
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SECKETO No.

(be de de 1975)

Por el cual suc promueve el desarrolio de
los Municipios.

El Presidente de la Reptblica, en uso de sus faculta-
des constitucionales,

DECRETA

Articulo lo. El Fondo de Desarrollo Municipal establecido en el Banco
Nacional de Panama tendra un Consejo Consultivo cuyas
funciones seran las siguientes:

a) Recomendar al Fondo y al Banco Nacional politicas
y actividades de financiamiento, cooperacion y ca=-
pacitacion del personal de los Municipios;

b) Examinar y hacer recomendaciones sobre los informes
que le someta & su consideracion la Gerencia del
Fondo sobre las actividades del mismo; Yy

c) Servir de medio de comunicacion entie los municipios
e instituciones estatales y el Fondo sobre las ne=
cesidades de financiamiento, cooperacion técnica y
de capacitacion de personal que tengan los Municipios.

Articulo 20. E1 Consejo Consultivo del Fondo estara integrado asf:

e— We——

a) El Gerente General del Banco Nacional, quien lo
presidira;

b) El Ministro de Gobierno y Justicia o su delegado.

c) El Ministro de Planificacion y Politica Economica o
su delegado;

d) El Ministro de Vivienda o su delegado, vy

e) El Presidente de la Asamblea Nacional de Represen-
tantes de Corregimientos.

f) Dos representantes de los Municipios que seran elegidos
por los Alcaldes Municipales entre ellos, por periodo
de dos afios y mediante convocatoria que haréd el gobierno.

Articulo 30. Todos los organismos pablicos deberan cooperar en la realizacion
ée ios programas de asistencia técnica y financiera a los Munici-
pios v Asociaciones de Muricipios con el fin de que dichos programas se ejecu-
cen de menera oportuna y eficaz.
\

|| (o



[

ARTICULO 4o Para coordinar las labores que llevan a cabo otros organis-

mos plblicos en materia de asistencia tetnica y financiera
a los Municipios, créase el Comité Tecnico de Coordinacion Municipal que
estard integrado asfi:

a) El Director del Departamento de Asesoria v Coordinacion
de Gobiernos Locales del Ministerio de Planificacion y
Politica Econotmica, quien lo presidira;

b) El Director del Departamenta de Planificacion de Centros
Urbanos del Ministerio de Vivienda;

c) El Director del Departamento de Gobiernos Locales del
Ministerio de wobierno y Justicia;

d) El Director del Centro de Desarrollo del Ministerio de
Comercio e Industrias;

e) El Director de Auditoria Municipal de la Contraloria
General de la RepGblica;

f) El Gerente del Fondo de Desarrollo Municipal del Banco
Nacional de Panama.

A este Comiteé podran ser invitados otros funcionarios en razéon de
los temas de trabajos de coordinacion que realice.

El Comité servira de organismo técnico del Consejo Consultivo del
Fondo que se crea por este Decreto.

ARTICLLO 50 Con el Tin de conocer los problemas y consultar las aspira~
ciones de los Municipios, el Jefe del Fondo de Desarrollo Mu=
nicipal del Banco Nacional de Panaméd o su delegado participara en las sesio=
nes de los Consejos Provinciales de Coordinacion.

ARTICULO éo El Fondo de Pre-linversion del Ministerio de Planificacion y

Politica Econbmica establecera lineas de crédito al Fondo de
Desarrollo Municipal del Banco Nacional de Panama para el financiamiento
de estudios de pre-inversion de proyectos de desarrollo municipal.

ARTICULO 7o Para efectos de lo que establece el articulo 223 de la Consti-

tucion Politica considéranse aprobados por el Organo Ejecutivo
los préstamos que los Municipios y Asociaciones de Muricipios contraten con
el banco Nacional de Panama mediante el cumplimiento de los requisitos exi-
gidos por los reglamentos de asistencia financiera y técnica del Fondo de
Desarrollo Municipal establecido por esa Institucion..

ARTICLLO 8o, Este'Decrgto rige desde la fecha de su promulgacion.

Dado en 1a Ciudad de Panama, a los . dias del mes de
de mil novecientos setenta v c¢cinco.
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NATONAL RAMK OF PABAMA

DIVISION (FUND) OF MUNICIPAL DEVELOPMENT ANNEX B
INITIAL ADMINISTRATIVE ORGANIZATION/1975 - Exhibit 3
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NATIONAL CANK OF PANAMA ;
DIVISION (FUND) OF MUNICIPAL DEVELOPMENT ANNEX_B
FINAL ADMINISTRATIVE ORGANIZATION / 1978 Exhibit 4
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NARRATIVE SUMMARY

A. Goal

1. Strengthen the con-
stitutional process
by institutionaliz-
ing the participa-
tion of local gov-
ernment units to as-
sume a larger role
for identifying and
meeting many of the
socio-economic needs
of their inhabitants
in concert with
natiocnal and regional
development programs.

~~

RURAL MUNICIPAL DEVELOPMENT

LOGICAL FRAMEWORK MATRIX

OBJECTIVES
VERIFIABLE INDICATORS

Measures of Goal Achievement

1. The 10 municipios identi-
fied by the GOP as growth
and service centers, re-
presentingng 15% of the
rural municipios will be
providing and/or coordi-
nating a large part of
their services within
their constitutional
mandate by the end of
CY 1978.

2. A majority of rural

municipios (at least

30) will be provid-

ing and/or coordi-

nating all of their
services within their
constitutional mandate

by the end of CY 1981.

3.At lease 15% of the value of
the development budget
Coordinatior: Councils will be
the result of clearly identi-
fiable locally initiated activ-
ities by CY 1978. At least
30% by CY 1981.

MEANS OF TRANSPORATION

ANNEX C
Page 1 of 6
UNCLASSIFIED

AID-DLC/P-2122

IMPORTANT ASSUMPTIONS

1. Records & reports of
the municipios and
the BNP; special
studies by the BNP.

2. Records & reports of
the municipios and
the BNP; special
studies by the BNP.

3. Recards & reports of

the municipios and BNP,

the GOP development
budget.

1.

The GOP constitu-
tional mandate
which charges the
municipios with
the responsibili-
ties for promoting
the development of
the areas within
their jurisdiction
will not be altered.

2, The GOP will continue
to manifest its con-
cern for social jus-
tice through actions
to improve the stand-
ards of living of the
rural poor.

3. Central & provincial
government authorities
will cooperate with
municipal government
officials in carrying

out their constitutional

mandate.



- NARRATIVE SUMMARY

‘B. Sub-Goal

1.

Enhance the capabilities
of rural municipios to:

a.

Stimulate and pro-
vide productive
social services.

Develop market town
systems providing
access for the
rural poor to
social services
and to the mar-

ket econamy.

OBJECTIVES

VERIFIABIE INDICATORS

Measures of Sub—goal Achievement

Page 2 of 6

199

MEANS OF TRANSPORTATION IMPORTANT ASSUMPTIONS

1.

3.

Approximately 150 sub-loans
to municipios approved,

as follows:
1976 - 30
1977 - 50
1978 - 70 -

Revenues of rural muni-
cipios will increase by at
least 50% fram CY 1975 to

CY 1978 as a direct
result of activities
initiated under this
project.

At least 10 rural mmi-
cipios increase percent

of revenues spent annually
on develomment projects by
50% by the end of CY 1978.
A majority (at least 30
rural mmicipios) by Cy1981.

At least 10 rural muni-

cipios have developed and

are implementing formal
administrative & revenue
improvement plans by end of

A majority (at least

CY 1978.

1.

3% rural mmicipios)by CY 1981.

Records and reports
of the mumnicipios
and the BNP.

Records & reports
of the municipios
and the BNP.

Records & reports
of the mmicipios
and the BNP.

Records & reports
of the mmicipios
and the BNP.

1.

The QOP's regicnal
development
strategy will
continue to empha-
size the develop-
ment of viable
market town systems.
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NARRATIVE SUMMARY

VERIFIABLE INDICATORS

OBJECTIVES

Page 3 of 6

MEANS OF TRANSPORTATION IMPORTANT ASSUMPTICONS

5.

At least 10 rural
municipios have prepared
and adopted formal
medium/lang-range develop-
plans by end of CY 1978.
A majority (at least 30
mnicipios) by end of

Cy 1981.

At least 25% of the rural
population will be directly
and substantially benefitted
by sub-projects under this
program by end of CY 1978.

At least 50% by end of Cy 1981.

Records & reports of
the municipios, the
BNP and the Census &
Statistics Bureau.



C.

NARRATIVE SUMMARY

Purpose

1. Improve the quality

and quantity of
rural municipio
administration, pro-
ductive activities
and services by
cancentrating on:

a. Municipal Admin.

b. Development Planning

C. Project preparation
and implementation

OBJECTIVELY
VERIFIABLE INDICATORS

- MEANS OF VERIFICATIGN

End-of-Project Status

1. Trained Municipal Development 1.
Fund staff on board as follows:

By end of CY 1976 - 24
By erd of CY 1977 - 27
By end of CY 1978 - 34

2. Advisory Council and Technical 2.
Coordinating Coammittee operational
by 1st quarter of CY 1976

3. Participating agencies providing 3.
coordinated T.A. and training by
1st quarter CY 1976. A minimm
of 10 man/years annually by end
of Cy¥ 1978.

4. At least 10 rural mumicipios 4.
will, by 1978 {(and at least 30
by 1981), have:

a. Improved budgeting & accounting
systems (contains elements of
program budgeting)

b. Ability to prepare loan

Records & reports of
the BNP.

Records & reports of
the BNP.

Recards & reports of
the BNP.

Records & reports of
the municipios and BNP.

that are technically and econamically

acceptable to the BNP.

C. Ability to implement loan-financed
projects with minimum technical assistance.

Page 4 of 6
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IMPORTANT
ASSUMPTIONS

At least 75% of

the trained per-
sonnel of the
municipios and the
Fund staff remain in
their vosition for

a minimum of 3 years.

Other GOP agencies
effectively partici-
pate in providing
technical assistance
& training to
municipios.

Mmicipio officials
willing to accept
T.A. and training
as conditions to
sub-loans from the
Furd.



OBJECTIVELY
- NARRATIVE SUMMARY VERIFIABLE INDICATORS MEANS OF VERIFICATION

5. Baseline data for evaluation 5. Records & reports of
of the impact of overall the BNP
programs collected by mid-1976.

6. Information-evaluation system 6. Reccrds & reports of
designed by end of third quarter the BNP.
of CY 1976.

7. A minimum of 25% of projects sval- 7. Records & reports of
uated by end of CY 1978 as to the the municipios and BNP.
effectiveness of their execution
and impact on the rural population

8. A minimm of 80% of loans to 8. Records & reports of
mumnicipios under this project being the BNP.
repaid (including interest) on
original schedule.

9. A minimum of 80% of sub~-projects 9. Records & reports of
meeting projections contained in the municipios and BNP.
original sub-loan agreements.

10. Average length of time between formal 10. Records & reports

7(}')(?_/

submission of request by Mayar for of the BNP.
funds until final decision by Fund
does not exceed:

a. 60 days by 1976
b. 45 days by 1977

c. 30 days by 1978

s+ Page 5 of 6

IMPORTANT
ASSUMPTIONS



NARRATIVE SUMMARY

D. Outputs

1. Municipal Development

2.

- 3.

Fund staff trained.

Mum.c:Lp:Lo officials

trained in the following

disciplines:

a. Project preparation
and implementation.

b. Mmicipal administration

c. Mmicipal finance and

taxation.

d. Other specialized
fields.

Cumilative loan portfolio

in BNP. ($000)

VERFIABLE INDICATORS

OBJECTIVELY

2.

Cperatlmal Procedural Manuals

preparedarﬂmuse

1976 -
1977 -

1978 -

1976 -
1977 -
1976 -

1976 -
1977 -
1978 -

1976 -
1977 -
1978 -

1976 -
1977 -
1978 -

1976
1977 -

‘1978 -

24
27
34

200
200
200

40
40
40

50
50
50

10

10

10
$1,324
4,257
$6,415

MEANS OF VERIFICATION

1.

2.

Recoxrds & reports
of the BNP.

Records & reports
of the mmicipios
and the BNP.

. Records & reports off'

the ENP.

4. Recards & reports ‘of

the BNP.

Page 6 of 6

IMPORTANT
ASSUMPTIONS

1.

3.

All inputs pro-
vided in an ade-
quate and timely
manner.

Municipio officials
willing to accept
T.A. and training
as corditions to
sub-loans fram Fund.

Other GOP agencies
effectively partici-
pate in providing
technical assistance
and training to
mumnicipios.

1729



UNCLASSIFIED
* . ATD-DLC/P-2122

ANNEX D
PROJECT PERFORMANCE NETWORK Page 1 of 2
country: project no: project title: date: }/ X / original P’PT appr
Panama 525-0176 Rural Municipal Development . 9/75 |/ /rev1510n#_
CY: 1978 | omosomommmoooaos F L L — YA e — 1978 nommmmmomeee
Nov Feb May ﬂ May. U No " [Feb Aug Noy
month: Fec ar Jun Dec h un . Bep VlDe ar P Fep Dec
P %ed 1ol [ outl [Toct ed [ punl” PPheel P50 f" ; wal el o0
. 4 1 ? b 24 36
Prior Loan
Actions Agmt. ‘ ' ) .
sidgned 23
1 T ’ | , Loi
6/30/75 5 12 : 18 22 :{comtd
Tnit Ke; Keyi0ffices Tnitidl Annual 1948 I
Staff SeljAvail CHs Evajl Budget]
| 9 M#t 19 Plan 24
2 6 11976 15 Infp & 4 Annual
7/15/75 { Fuind|Budget A1} CPs Evall | - - . . Evdt
taff TrgiEstab| P] an{ . Met . Sy;\:em . R
Begins i : ‘ : 4
oz 13 | . | -1 197?
3 {Ad{Ts TA.td | |- ' . 1 : budﬁ
9/30/75 {Coyn |10| |Furd 17 { RO : Pllan
Loan 1& TCC|Tr : 1 97 _ ] : .
Authoriz.iEstab|Centey Baseline Budget| : :
Signed -|Agmt.| |14 | Btwdy!| §| & Pllan 21| 6
-1 |8 TsY Ldan Completed Anjua¥ {Loan
Key IDigb. [fod. | . |~ - - -1 |Ewal ¢ Didb
Stdff TIA. : 1.
™ 5 L ' |
oard age- 6 .
lire Tst Lopn -1
§tu Digb. to ‘ g
Be inj Fuig : :
Financial p'Ian [ i ! | $2,20B,000 | x ' $4,849,d00 | $8,500,000 X
i . L S i . : 1
I I : ; KRR
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2ountey: lproject Mo

CPI NARRATIVE

1.
2.
3.
4.
5.

6.
7.

e

o

: ﬁ1‘?

2.

13.

6/30/75

1N5/75.

9/30/75
12/15/75
12/15/75

12/15/75

12/15/75

12/31/75
1/31/76

1376
2ns/6

;:3/15/76

3/31/76

725-0176

TATTORT Y STt MRS 8ISl M IRA Y AR .. T L

SRRy . o

CRITICAL PERFORMANCE INDICATORS Page 2 of 2
projectdtitle: date /'X) ;;;ginal coprvd:
RURAL MUNICIPAL DEVELOPMENT / [/ revision £ |

Initial Key Staff Selected o
Staff Training Initiated

Loan Authorization Signed

Loan Agreement Signed

Office Facilities Available

Fund Established by BNP

Decree Adopted Creating Advisory Council
and Technical Coordinating Committee

Key Staff on Board

Fund's CY 1976 Budget and Hork Plan
Approved by BNP .

Agreement with National Training Center
Established

Baseline Study, Including Information
and Evaluation System Design, Initiated

Initial CPs Satisfied

Initial Technical Assistance to Fund
on Board

L et e g - ST IET L TR ¥ JUES FRESTEES X

14.
15.
16.

17.
18.

19.

20.
21.

22.
23.
24,

25.
26.

4/15/76
6/15/76
6/30/76

8/30/76
9/30/76

12/31/76

12/31/76
9/30/77

12/31/77
6/30/78
9/30/78

12/31/78
12/31/78

A11 CPs Satisfied

First AID Loan Disbursement for T.A.

Initial Loan Disbursement for Sub-
lending

Baseline Study Completed -

Evaluation of FY 1976 Performance
Completed

Information and Evaluation System
Designed -

CY 1977 Budget and Work Plan Approved

Evaluation of FY 1977 Performance
Completed

CY 1978 Budget and Work Plan Approved
Loan Fully Committed '

Evaluation of ‘FY 1978 Performance
Completed -

CY 1979 Budget and Work 'Plan Approved

Loan Fully Disbursed

B . B e e
IR VT L e T e R R e P‘:&’m‘f—'ﬂw{-r *_?.:'vr .
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Checklist of Statutory Criteria

All Statutory Criteria have been satisfied. The Checklist
of Statutory Criteria submitted by the Mission as Annex E to
this Project Paper is on file in LA/DR.
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CERTIFICATION PURSUANT TO SECTION 611 !eg OF THE
-~ FOREIGN ASS 2

I, George Rublee, acting as principal officer of the Agency
for International Development in Panama, having taken into account
Panama's execution, utilization and maintenance of projects previ-
ously financed by the United States, which I have personally ob-
served since June 1971, do hereby certify that Panama has the ca-
pabilities (in terms of human as well as financial resources) ef-
fectively to maintain and utilize the capital assistance project
for Rural Municipal Development which I am recommending for fi-
nancing with a loan of $4,000,000.

g

September 4, 1975
Date




REPUBLICA DE PANAMA

MINISTERIO DE PLANIFICACION Y
POLITICA ECONOMICA )
APTDO, 2694 PANAMA 3, PANAMA

Sr. George Rublee
Director Encargado .
Misifn de la YUSAID" en Panamé .

[ . _Do . :

Egtimado sefior Rublee:

dad administrativa y financiera de

AID-DLC/P-2122
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ANNEX G v
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: Con la presente nuestro Gobierno solicita formalmente a la Agen
cia de los Estados Unidos para el Desarrallo Internacional un ampr a=
tito por la suma de cuatro millones con cien mil d6lares de 1lg8 w===-
Estados Unidos de América (U.S.$4,100,000); para financiar parte de
u? programa de fortalecimiento de municipios del interior de la Repfli-
blica,

El Banco Nacional de Panami administrari la ejecucifn del pro-
grama que habrfa de realizarse en un psriodo de tres afios,.

El programa esté orientado hacis el mejoramiento de la capaci-

1os municipios del interlior para

aumentar sus inversiones en infraestructura y servicios pliblicos vy
en empresas productivas, en funcibn las necesidades y potencialida=-
des locales.

ory
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D/DIR
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El programa constarfa de los siguientes componentes:

.~ Otorgamiento de Préstamos:

1.1, Para crear emprasas municipales o mixtas para la explota-
cifn de bienes y servicios productivos. Lo

1.2. Para construir obras plblicas y de mejoramientq»v»sérvi-

cios sociales. .

1.3. Para organizar servicios pliblicos

l.4, Para adquisicifn de equipo

.~ Cooperacifn y Asistencia Técnica:

Para la realizacién de estudios y proyectos; organizacifn admi-

nistrativa, fiscal e industrial;
servicios pfiblicos.

y para ‘el establecim&an-tn—da-.._—___-—-
RECEIVED
S y

us A]Q[PANN-U/ ot




George Rublee ‘ ' ~ ANNEX G

Nota Noeub5=-DPEYS

2 de sept. de 1975

2 -

3."‘

Capacitacibn Municipal

Se coordinarfan o realizarf{an programas de capacitacifn del
personal de los municiplos para: elsvar la eficiencia de

la administracifin municipal; desarrollar el recurso: humano
responsable de acciones jubernamentales a nivel de munici-
pios; y para la utilizacifn aeficiente da la asistencis téc-:
nica y financiera gue el programa ofrece a los municiplos,

Deseamos gque el empréstito que se solicita en esta
nota incluya el financiamiento del raembolso de sub~-présta-
mos, aplicables al programa, que el Banco Nacional ctorgus
a los municipios rurales con antslacién a la firma del con-
venio de préstamo con la AID. Nuestro Goblerno pravid ini-
ciar en junio del presente afio la ejecucibn del programa ob-
jeto del empréstito ; y sobra esa base algunos municipios
han desarrollado proyectos y solicitado financiamiento pasra
los mismos con cargo al programa, Por causas gue usted
conoce, no nos fue posible iniciar el programa en la facha
prevista. Sin embargo, no quisiéramos gue estos municipios
se desalentaran debido a mayores demoras en la realizacifin
de sus proyectos.

Atentaments,

1 AW

G,;./. N{colés Ardito Barlétta
Ministro

C.Co Lic. Ricardo De la Espriella

Gerente General - Banco Nacional:

Lit}TMiguel R. Sanchiz
Ministro de Hacienda y Tesoro

Page 2 of 2
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~ "LOAN_ AUTHORIZATION

“ffoﬁidéd from: FAA Section 103 ("Food and Nutrition")‘.
: Panama: Rural Municipal Development

Pursuant to the authority vested in me as Deputy U.S. Coordinator,
Alliance for Progress, by the Foreign Assistance Act of 1961 as
amended and the delegations of authority issued thereunder, I here-
by authorize the establishment of a Loan pursuant to Section 103 of
said Act, and in furtherance of the Alliance for Progress, to the
Republic of Panama ("Borrower") of not to exceed Four Million United
States dollars ($4,000,000) to assist the Municipal Development
Division of the National Bank of Panama (the Fund) to finance
training, technical assistance and sub-loans from the Fund to

the rural municipios for food, rural development and nutrition
projects (the Project).

The loan shall be subject to the following terms and conditlons:

1. Interest and Terms of Repayment.

Borrower shall repay the Loan to the Agency for Inter-
national Development ("A.I.D.") within forty (40) years
from the date of the first disbursement under the Loan,
including a grace period of not to exceed ten (10) years.
Borrower shall pay to A.I.D. in United States dollars

on the outstanding balance of the Loan, interest at the
rate of two percent (27) per annum during the grace pe-
riod and three percent (3%) per annum thereafter.

II. Other Terms and Conditions.

A. Goods and services (except for ocean shipping) and
marine insurance financed under the Loan shall have
their source and origin in Panama or countries in-
included in Code 941 of the A.I.D. Geographic Code
Book. Marine insurance may be financed under the
Loan only if it is obtained on a competitive basis
and any claims thereunder are payable in freely
convertible currencies. Ocean shipping financed un-
der the Loan shall be procured in any country in-
cluded in Code 941 of the A.I.D. Geographic Code
Book, excluding Panamu.

B. Prior to the issuance of any commitment document or

to any disbursement under the Loan for technical
assistance, Borrower shall submit a time-phased

plan satisfactory to A.I.D. for the provision of
technical assistance to the Fund.



1.

-2 -

'“iPrlbi’to the issuance of any commitment document or

to any disbursement under the Loan for other than

‘technical assistance, Borrower shall submit to A.I.D.,

in form and substance satisfactory to A.I.D.:

1. Evidence of the establishment of the Fund and

’ the adoption of regulations governing subloans
to be financed under the Project, including but
not limited to, credit policy, loan approval
procedures and procurement regulations.

2, Evidence of the promulgation of the decree law which:.

a. creates the advisory council to the Fund and
the technical coordinating committee and

delineates their powers and responsibilities; and

b. authorizes the National Bank of Panama to make
loans to municipios without receiving prior
government approval of each subloan.

3. Evidence of arrangements to provide approprilate
technical assistance to the municipios in support
of the Proiect from agencies of the Borrower other
than the National Bank of Panama.

4., Evidence of arrangements between the Fund and
participating agencies to carry out the training
program for municipio and Fund personnel, including.
availability of adequate funds and training personnel.

The Borrower shall cause to be contributes ot less than
$3,000,000 to the Project of which not less than
$2,000,000 shall go to sub-loans within the Project.

Sub-projects located in Panama City and the City of
Colon may not be included in the Project.

Repayments of sublovans to the Fund as well as commissions
and interest thereon shall remain available to the Fund,
and the Loan and interest thereon will be serviced from
the Borrower's other revenues.

During disbursement of the Loan AID will be provided
with a copy of each subloan application being considered
for financing within the Project, and AID shall have the
right to consult with the Fund thereon. .

The Boriower shall conduct annual evaluations of the
Project with the Fund and with AID during disbursement
of the Loan. .

N



L

The Loan shall be available for offshore and .
domestic costs of the Project.

The Loan shall be subject to such other terms andkw

conditions as AID may deem advisable.

NEY
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Usia NEAa ClA . .
r SUMMARY 1
Panama Province's Provinciq},Coordinating Council met at

Canitas, near the Bayano hydroelectric project, for g3
day-long discussion of development priorities. Two
Embassy officers attended as invited guests of the Provin-
cial Governor. By observing the day-long Council reeting
and in conversations with GOP officials and Representa- .
tives they obtained additional insight into the function-

ing of governmsntal structure in Panama under the 1972
Constitution,

The Council meeting was devoted to discussion of a 1ist
of five priority provincial development proposals drafted
by the Provincial technical staff for consideration. by
the Council and subsequent submission to the national
government for inclusion in the biennium 1976-77 budget.
After presentations by the members of the Council's
technical staff (representatives of GOP ministries and
agencies assigned to the province) the Representatives
expressed their views and questioned--sometimes sharply
~-the techaicians and Ministry officials. The techni-

S Cians! priority 1ist of pProjects was approved by a vote

of 44 of the 75-80 Representatives present. Many
Representatives were not happy that proposals for pProjects
in their ¢orregimientos had not been included by the
technicians among the top five priority projacts. (Local
Projects ara to he g S&parate part of the budget and

will he considered at later meetings.) :

Debate was unrestricted and the Representatives made
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certain that the officials of the executive branch were aware
of their views. Much communication concerning their respective
perspectives on developmeny Problems took place between the
Representatives and the GOP officials, The meeting
was an impressive demonstration of the participative and
consultative process envisaged by the Constitution. In Panama
Province the PTOCess appears to be“work e e GOP officials
present showed.awareness that their success in neshing national

bearing on the amount of political Support the GOP will enjoy.
These meetings provide the means whereby the Representatives
and the GOP officials make known their Tespective perceptions
of reality. After tke budget is approved at the national
level next December, the Representatives will have the task
of explaining it to their constituents. END SUMMARY

1. Background

Corregimiento Representatives (NACR) from that province. The PCC's
are presided over by the Presidentially-appointed provincial
Govermor. The Council is supported by a provincial "Junta
Technica® consisting of the province-level representatives of

the various national Ministries, autonomous agencies and public
corporations, and the National Guard. This Council is not a
legislative body; under Article 206 of the Constitution, its
functions are specified as to: "...advance, coordinate and
reconcile official activities, and serve as /an/ organ of
consultation". The Council for the Province of Panama has no
fixed seat; it meets in Totation in various parts of the province.

The meeting of the Council on July 26, 1575, was held at Canitas,
in Chepo District, Toughly two hours drive east of Panama City
and only short distance from the Bayano hydroelectric project.
Official transportation was provided for Representatives. 1In
tddition to the Representatives and members of the Gubernatorial
and "Junta Technica" staffs, those attsnding included several
officials o ne mational government (of which the highest-

¥

I i
ranking were Vice Minister of Agriculture Gustavo Gonzalaz,
Vice Mirister of Lubor Luis Shirley, and Sub-Director of the
autononous Social Security Administration Albertq Echevers),
2 few studeats, and th. reporting officer and the Chief of the

Political Section. The two Embassy officers, who attended by
invitation of the Provincial Governor (Carlos Garcia M.), were
the only foreigners present.

UNCLASSIFIED
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II. Organization and Agenda

The neeting was opened by the Governor at about 11:00 a.m. The

draft agenda for the meeting, distributed in advance, included
the following items:

1. Opening and orgarization; roll call for Representatives

2. Statement by the RepresenPativieebmeCinitas

3. Priority provincial deveiépment proposals for the
biennium 1976-77 .

4. Consideration of priority proposals for levels below

provincial \

One Representative stated that he wished to raise other business
not strictly germaine to the draft agenda, and proposed that a
fifth point entitled "Other proposals and business' be added;
this was accepted by a large favorable show of hands, and the
agenda was adopted as revised.

0f the total of 98 Corregimiento Representatives from Panama
Province, about 70 answered the roll call. A high proportion

of those absent appeared to have been from Panama (City) District,
although several of these showed up later, giving a total
attendance at the meeting of about 75-80 Representatives. A
half-dozen or so absentees were covered by written excuses
including authorization for their alternate (suplente) to vote

in their place, which were read. ) during the roll call.

/

I1I. Statement by the Representative from Canitas

Instead of the noncommittal welcome whigh might have been expected,
the Representative from the host district gave a detailed
recital of points of local concern on which action or response
was outstanding from higher authorities. These included such
matters as: extension of full-time health service coverage,

and ambulance service to the area (now limited to work days, and
based in Chepo which is nearly an hour's drive away); extension
of telephone service in the area; status of improvement work

on roads into and around Canitas; and so on. COMMENT: This
appeared to be a generally-accepted practice; while the various
technical services did not appear to be aware in advance of

the particular points which would be mentioned, they appeared
unsurprised and unpreturbed when the Governor called on them

for individual responses after the conclusion of the statement.
END COMMENTT. ‘

UNCLASSIFIED

KLY



Panama's: A- /¢f+
UNCLASSIFIED page 4

lesponses from the provincial, or in same cases national,
Bgency representatives were brief, For cxample, Pablic Works
resported on the status, present and projected, of road work
in the area, referring to some of the conflicting priorities
preventing immediate completion. Regarding health and ambulance
service, the national Sub-Director of the Social Security
Adninistration pre-empted his provincial subordinates by
directing them to prepare a full TSpOT twdideadasibility and
costs of the requested services and have it on his desk the
following Tuesday morning. The representative of INTEL (the
autonomous government telephone conpany) proved not to be
present, when called on, to the evident discomfiture of the
Governor, who dirscted that a memorandum from him to the head
of INTEL noting this absence be prepared and delivered early
the following week. The sequence of questions and responses
appeared to be favorably received, on the whole, by the local
residents present.

This portion of the meeting was ended by a statement by the
Governor, who said that such an interchange on issues of

direct importance to local residents was an important, if not the
most important, function of the Representative for the area.

The Government expected first that Tesidents would use their
utnost efforts to resolve their problems themselves at a local
level, through community activities coordinated by their
Representative and "Junta Communal." The people must realize,
he said, that even in the United States, the richest country

on earth, the Govarnment lacked sufficient means to provide

its people with all of their aspirations; the means of Panama,

a much smaller country and a developing one, were correspondingly
less. Nevertheless, the Government wished to use the means
available to it for the benefit of the people, and therefore
expected that when any problem proved beyond the capabilities

of the local community, the people would exercise their right

to turn for assistance to the provincial and natiomal govern-
ments, through their local Corregimiento Representative.

IV. Priority Provincial Development Proposals

Consideration of this item was begun by the provincial represanta-
tive of the Ministry of Planning and Econonic Development (the
“provincial pianner"), speaking on behalf of the "Junta Technica'.
He described this exercise as a Government eifort to involve

tis pezople from the lowest possible level in the establishment

of development priorities in the national budget being formulated
this year for the biennium 1976-77. This year represented the

UNCLASSIFIED
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first trial at budgeting for such activities on a biennial
basis; there might be problems which further experience could
Tesolve, and he called on all present to cooperate in making
this approach a success.

As the Representatives were aware, he said, each of them had
been requested to prepare and submit, in goriunction with

his Communal Junta, three proposals which were locally regarded
as of highest priority; many of these had already been received,
considered and commented upon b{ the concerned provincial
officials. Municipal/éBéngi§§f &%so made up of local Representa-
tives assisted by government officials and technical represen-
tatives present at these levels, had similarly been called

upon to submit three proposals of highest priority for their
areas. Drawing on needs and concerns expressed in these
proposals, the "Junta Technica" had developed a list of five
proposals which it considered to be of greatest benefit, and
thus to warrant the highsst priority, for the province as a
whole. It was now the function of the Council to discuss these
proposals and approve their submission to the national govern-

- ment, as at a later stage it would be their task to explain

the Government's actions to their constituents and assist

in implementing them.

The Representatives must recall that at this stage, these
pruposals were not yet 'projects"; they must be the subject of
further detailed technical scrutiny and planning, and must be
harmonized with national)development plans, priorities and
resources. He also sought delicately to remind that the
Representatives were not called on to act as a legislative body
to ipprove or disapprove these proposals; rather, their advice
and comments were sought in order to ensure that the proposals
submitted, which they would have to explain, were as broadly
acceptable as possible. The list and descriptions of the
proposals were distributed at the meeting, but many Representa-
tives were evidently familiar with its contants in advance, and
at least one came forearmed with rather voluminous documentation,
maps and charts dealing with one of the proposals. The
Governor reiterated the substance of this initial presentation,
and particularly the request for advice and consultation

rather than legislative-type action, on several occasions as
the meeting dragged ons

There was some detailed commentary on one aspect or another of
the various proposals; e.g. there was considerable discussion
as to the proposed location of a consolidated maternity and
pediatric hospital facility intended to take some of this type

UNCLASSIFIED
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of load off facllities 1n Panama City and remove them to an
area outside the constricted metropolis, The Representatives
bogged down for a good many minutes in discussion of which
area might be accessible by road to the largest part of the
province. .

B 2 wnpuagunti>
The bulk of the discussion, however, demonstrated the truism
that it is frequently difficult for a representative body,
in any country or System, to see the general interest amid
a welter of conflicting parochial cnes. For example, one
proposal accorded high priority by the "Junta Technica" calls
for construction of a storm Sewer system in Panama City.
The need for this is quite evident in view of the periodic
innundations in the City during the rainy season (the streets
outside the American Embassy, like most others, also beconme
nearly impassible lakes at such times). However, albeit that
the relatively high number of absentees from Panama City may
have had something to do with the fact, this proposal appeared
to have virtually no constituency among those present--while
everyone was prepared to agree that it might be a good idea,
everyone seemed even more prepared to argue that some individual
priority of his own was a better one. There were various
abortive attempts to add or alter things on the proposed list.
The most forceful example of this came from the Representative
from San Miguelito, a populous community on the fringe of
Panama City which is bearing the brunt of immigration from
the countryside of the entire country into the urban area, and
suffers from an acute housing shortage. The Representative,
consequently made an impassioned pPlea that a high provincial
priority be attached to additional housing for such immigrants
in his area. In response, GOP officials noted that retarding
immigration from rural areas was a national development goal,
and therefore perhaps more money and projects to make rural
life more attractive would be appropriate, Nevertheless, the
GOP officiai said that a special priority had been accorded
to related activities under a special district for the San
Miguelito area. The San Miguelito Representative persisted,
however, with a fimm proposal that the meeting add a sixth
priority to the provincial list relating to his community. This
was averted by the Governor, who explained that the requested
actions could be accomplished without this and that, in any
event, the procedures established by the National Government
for this exercise permitted only five such proposals per
province.

UNCLASSIFIED
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The role of the "Junta Technica" in establishing the proposed
list came in for a great deal of direct fire from the
Representatives. Following comments indicating some regret
that the real work of setting provincial priorities appeared
to ahve already been done by this body (and wondering how

and why the Representatives could or should ti¥refore account
for them to constituents), the Governor intervened several
times to stress that: (2) the "Junta Technica' alone had the
technical expertise to adequately consider in the required
detail the feasibility and degree of benefit from these
provincial-level proposals; (b) it had been guided in this
preparatory work by its knowledge of local attitudes as
expressed through local, municipal and district proposals;

and (c) it would fully take into account the comments and
suggestions made during this discussion. This did not appear
to cut nmuch ice with the Representatives; general enthusiasm
and a number of supporting statements greeted the suggestion
by one of them that the Council should schedule another meeting
to act on these proposals rather than continuing with then

at this meeting, and that it should hold this later meeting

in private, i.e. without the members of the "Junta Technica"
present. The Governor pointed out that this was barred by the
law governing the composition of the Council, and that the
members had need of the advice of the "Junta Technica'" in

its discussiens, but he still had some difficulty in heading
off this proposal without a vote, He virtually pushed the
meeting through the remainder of the list, and, when putting
the question of whether the Representatives would approve the
proposals as submitted, introduced the important qualification
that their approval be subject to points made during this
discussion. Despite this qualification the proposal was
supported by only 44 of the 75-80 Representatives present. The
vote, taken by show of hands, was announced in almost an
undertone {there was no call for votes opposed).

COMMENT: The whole of this discussion evokes some sympathy for
the provincial technical representatives who, by all appearances,
had done a good deal of work in trying to prepare those
proposals which would, in fact, be of the most benefit to

the greatest number of people province-wide. The resentment

of their role, and reluctance on the part of the Representatives
sinply to accept the work of these technicians, is far from
unique to Panama; its appearance here signifies clearly that

the Representatives do not view their role as being that of a
"rubber stamp'" body. END COMMENT.

UNCLASSIFIED
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V. Priority Proposals Below Province Level

Tine did not permit detailed discussion under this item, arnd
the subject was deferred until a further meeting to be neld

on August 4. However, during other discussion, a fair amount
of complaining on this score emerged from boththe Representa-
tives and the provincial officials. The former complained
that it required undue time to obtain comment or technical
evaluation of their proposals, and that these were frequently
unresponsive. The latter noted that a distressingly large
number of Representatives had not yet submitted their

required three pProposals, and that others had submitted thenm

in such general or indeterminate form as to make evaluation
difficult. The Governor settled the matter for the moment by
directing that the following week be one of virtually continual
activity by the "Junta Technica'", whose members would be
expected to travel to as many as possible of those Corregimientos
whose Representatives had not yet provided the required
proposals, or whose proposals required further consultation and
revision. He said he would expect that by the time of the

next neeting (ten days away), most of these problems could be
resolved by conversations between the '"Junta Technica" and

the conceirned Representatives, and that the remaining ones
could be settled at the later meeting.

VI. Other Observations

The additional item for other business was also deferred .until
the next meeting.

The place of the next meetin g gave rise to a certain amount
of dissussion; an intial offer to host it was followed by
several further offers of either alternatives or sites for
future meetings. The reasons expressed for these offers were
simply that Representatives with problems felt it beneficial
to get a crack at the entire "Junta Technica' assembled before

the Governor and Council as a means of raising and resolving

time, a2 had been done by the Representative from Canitas at
this session. COMMENT: It is not unlikely that the fact that
this can be done in front of one's constituents at a major
neeting has a certain amount of appeal as well. END COMMENT

One factor notable by its absence was active participation in
this meeting by the National Guard. Several uniformed officers
cf the Guard fronm provincial level attended this session, but
noie spoke out at any time during the gsneral neeting (it 1is

UNCLASSIFIED
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not known, of course, whether they did so or not at the

private meeting of the "Junta Technica' held inmediately prior
to the Council session).

The day ended with a visit by the entire group to the site of

the Bayano hydroelectric project to observe the construction and
be briefed by project officials. R

There was almost a total absence of press coverage of this
meeting by Panama City dailies; the only item noted during the
following week was a front-page box in two papers reporting that
the Council had approved a proposal for the construction of a
storm sewer system for the City. One item which may, however,
have had some relationship to the meeting was what appeared to
be a mildly unusual prominence accorded during the fcllowing
week to some articles reporting various actions undertaken in
the special district of San Miguelito.

COMMENT: From our conversations with the Provincial Governor
and others we believe that the meeting we ohserved was typical
for the Panama Provincial Coordinating Council. This even
extended to the fractiousness displayed by the Representatives
toward the leadership from the chair. The Governor attributed
this characteristic to the highly diverse backgrounds and
interests of the Representatives who compose the Panama Province
Council. It includes doctors lawyers, old politicians (active
prior to 1968), new politicians, businessmen, journalists,
workers and farmers and peasants (52 of the 98 Representatives
are from Corregimientos in Panama City). The Province is
diverse; hence the Representatives have differing interests

to represent. The Governor indicated that other Provinces had
less varied prolklems; thus in Los Santos province, for example,
the Representatives could easily reach consensus that schools,
access roads and health centers were of top priority, whereas
in Panama province, while the rural corregimientos needed these
and similar projects, the needs of the metropolitan area were
totally different--new hospitals, storm sewer, child-day care
center, etc.

The Governor showed himself to be adept at using his place

as chairman to dafuse heated discussions before they were
pusied to undesireable positive actions. His posture and
methods were much more those of a parliamentary floor leader or
manager (given the fact that the purpose of the pody is not -
legisiation, but consultation and comment) than those of an
appointed official of a centralized government laying down

the law to a group expected tamely to ratify whatever they
wer2 told to by the provincial leadership and staff.

UNCLASSIFIED
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relatively unscathed, no one lacked the opportunity to comment:
and, the Council's approval of the list was made subject

to the commitment that the Provincial technicians would take
the Representatives' comments into consideration before the
list is submitted to the national government. _The Represen-
tatives were offered, and utilized, a chance for input on
proposals prior to their becoming national government policy.
Naturally, a great deal in this observation depends on the
degree to which the technicians will, in fact, take account
of the Council'’s discussion. The general tenor of the
Representatives! commentary in the meeting indicated both
resentment that their various Pet projects had not been included
and hope that their words would have an impact on the final
outcome.

The opportunity to comment on national plans before they are
fully defined at the national level is crucial to maintaining
the sort of government by consultation and consensus that
Parama's 1972 Constitution prescribes. If this meeting was
typical, and there is no particular indication that it was not,
this opportunity is actually being accorded, and the Embassy
officers present found the results quite favorably impressive.

The Governor and other GOP representatives present showed
understanding of the fact that the GOP must do its best, within
the resources available, to take care of the real and peregeived
needs of the Representatives. This process of consultation,
complex time consuming and tiring as it is, is the GOP's way

of meshing the national development priorities as perceived by
planners with local ; needs as perceived by the people and

their elected Representatives. The Representatives made known--
loudly and firmly--to the GOP representatives their needs and
the GOP officials Tesvonded. This .eeting was only one part

of a budget-planning Cycle which wi1il produce next December

the biennial development budget for 1976-77. The Representatives
will then have the task of explaining the final budget to

their constituents, and implementing the policies which it
rerlects. The degree to which they are convinced that the
national government has done its best to mesh local and national
needs will undoudbtedly be reflected in the anount of enthusiasm
With which they subsequently support the oudget and GOP policies.
While the canai problem is the dominant national political

and ¢motional issue in Panama, the GOP's ability to maintain
broad support 4mOng the Representatives and their constituents
is also dependent upon its ability to deliver on "bread and
butter" issues of intersst to the corregimientos.

: ?\\"
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UNITED STATES OF AMERICA
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MEMORANDUM.. FOR THE FILE -

From@,w;? ' POL - Sherman Hins@ﬁé?

Subject: Visit to Saboga, Panama Province; July‘28—29, 1975;

SUMMARY: The undersigned accompanied the Vice Governor of
Panama Province and a group from the provincial Junta Tecnica
to the island of Saboga. From the group's handling of the
particular problems, involving the local school and tourist
operations on nearby Contadora Island, which brought the
group, and the general conduct of the visit, the fcllowing
observations and tentative conclusions are drawn:

-~ there was a consistent stress on action at a local
level to resolve problems (as with the school) or to provide
services or conduct activities for the profit or general
benefit of the community (vis-a-vis tourist operations).

-- there was, concurrently, a consistent effort %o
build up the public stature, and competence, of the local
Corregimientc Representative and the Junta Communal as
organs of local political organization; this was done both
as & means of resolving the foregoing problems and through
utilizing such problems as a means of advancing the general
level of political organization and hence the capability to
face future problems.

~-- the deftness with which the provincial officials
handled the situation, and the polish to their public
and private presentations, lent great credence to their
statements that visits such as this one, and interaction
between provincial and local officials and the community,
are the norm rather than the exception.

-- the attitudes of the officials appeared favorable
to continuance of this situation, avoiding revolutionary
fanaticism on the one hand and resentful and contemptuous
time-serving on the other.

~-- there was a notable absence of revolutionary rhetoric
during the visit, with emphasis rather being placed on
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practical problem-solving as a method of community
political development; what the officials are doing may
in fact be revolutionary in terms of previous policies
and practices, but it is not publicly discussed as being
resolutionary at the local level.

The conclusion of the undersigned from these observations
is that the Government of Panama is actively, and as a matter
of calculated policy, engaged in carrying out the process
of consultation and communication which the Panamanian
Constitution of 1972 provides as an alternative to pure
representative and legislative-oriented republican govern-
ment. Further, it is engaged in acquiring some of the
habits, practices and institutions which will be necessary
if this process is ultimately to become "bureaucraticized"
and incorporated in the normal expectations of both officials
and the citizenry regarding the role and function of govern-
ment. The degree to which this process of contact between
provincial officials and local communities, and consultation
and communication between them, is maintained will be one
indicator of how fundamental a change the current government
has really been able to work in the society and politics of
the country. END SUMMARY.

The undersigned accompanied a group drawn from the
Panama provincial Junta Tecnica to Contadora Island and
thence, by launch on both days, to nearby Saboga. The group
was headed by the Vice Governor of the Province (Ovidio
Caballero) and included provincial-level representatives
from the following Ministries: Commerce and Industry;
Labor and Social Welfare; Education; Government and Justice
(DIGEDECOM). The group alsou included an officer of the
National Guard in plain clothes. COMMENT: From conversa-
tions, he was a specialist in drug and narcotics matters.
He took no active part in any of the discussions, and no
explanation was volunteered for his presence (he avoided
the subject when asked obliquely about it). END COMMENT.
Several staff personnel accompanied the group.

According to the Vice Governor, the first purpose of
the trip (covered in more detail in a separate memorandum)
was to respond to a request from Contadora Panama, S.A.,
for pgovernmental advice and assistance on certain aspects
of its operations on Contadora-Saboga. The second was to
assist in resolving & problem which had arisen between local
parents and the schoolmistress. Third, the group intended
to generally try to encourage the local political organization
of the area (i.e., the role of the Corregimiento Representative
and the Junta Communal).

<0
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Lhiree Lepoleps hondlbtnp tLhe primary prnden | -f, For u rural
hreu, Lhe dehool appesared quite reasonably equipped; in
addition to the usual books and supplies, it boasted & wide
variety of printed and home-made educational wall charts, and

a primary science kit with geologic specimens, a microscope,
some basic chemicals and so on (the latter, however, appeared
either quite new or not much used). The teachers, all female,
were not natives, although they were residents in the community
during school (one was absent at the time of this visit).

At the request of the visitors, a meeting with the Juntse
Communal was convened which all interested residents of the
village were invited to attend. This began outside the
school shortly after 4L:30p.m. and continued until around
8:30p.m. (thereafter, a further private meeting was held
in the home of the schoolmistress, including the latter and
her associate, a few leading citizens, the local Representa-
tive and the visitors). Although attendance at the open
meeting fluctuated, it appeared that well over half of the
adult population of the village attended at one time or
another.

The Vice Governor noted that his group had come, among
other things, due to the problem which it understood existed
between the schoolmistress and local parents. Education was
too important an area to allow such problems to simmer.
Accordingly, he called on all, particularly concerned parents,
to state their problems fully at this time, after which the
schoolmistress might make any comments she wished. He urged
total frankness, not in g spirit of complaint but in order to
get at and resolve the problem once and for all., At the Vice
Governor's request, the Corregimiento Representative spoke
first, followed by most members of the Juntn Communal, and
the National Guardsman from the Saboga substation (by specific
direction of the Vice Governor; he spoke only once and very
briefly). The Vice Governor continued to call for comments
until he had drawn out virtually all of those present,

The basic complaint was that the teachers considered
themselves superior to the residents and their children. The
most specific complaint was excessive use of corporal punish-
ment, and occasional informal "suspensions" (i.e., sending
a child home for a few days), for alleged misbehavior which
the parents did not consider to exist, or to have been serious
eénough to warrant such action if it did. COMMENT: ©No one
alleged cruel or brutal treatment; the criticism was largely
directed at the underlying attitudes and at the disruption of
classroom “ime., FND COMMENT. The teachers, and particularly
the schoolmistress, maintained a distant attitude toward
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parents and the rest of the community. They frequently
left for Panema City and failed to get back in time for
class after a weekend. COMMENT: No wonder--from seeing
it, Saboga is not, repeat NOT, exactly a swinging place

to spend a weekend. END COMMENT. The teachers, and again
particularly the schoolmistress, had failed to take heed

of indications that their general conduct was unacceptable
to the parents. The existing situation was compared most
unfavorably with that under the previous schoolmistress
(i.e.,up to a year and a half ago). Local officials,
including the National Guardsman, confirmed that there was
a visible tension and lack of communication between the
schoolmistress (and, to a lesser extent, the other teachers)
and the parents. This complaint session was strung out for
nearly two hours, until it appeared that virtually every-
thing that hada been said previously in private had now been
repeated publi=ly.

In reply, the schoolmistress defended her conduct
regarding the discipline of the children by noting that in
a class with 25-30 children of several grades and one
teacher, indiscipline quickly results in no education at all.
This was particularly acute in Saboga, as the children
appeared to her to receive no particular discipline at
home, and when she had tried to discuss children's conduct
with their parents, the latter had failed to back up her
requests for assistance. There was a general problem of
lack of cooperation by parents, who were not willing to
cooperate in things that could easily be done to improve the
school. She had not realized that some of her actions, which
seemed right and proper to her, had been so ill-taken, but
she continued to feel that her methods were important, and
that *he cure for the problem was more cooperation by parents
with her and her teachers.

During the later stages of this interchange, the
provincial officials (the Vice Governor and the Education
and DIGEDECOM representatives) began to offer their obser-

vations. First, the local residents must realize that the
problem had leen, and still was, one which they should solve
for themselves. While the central and provincial governments

might offer some help on matters such as school supplies, the
people must realize that teachers willing to come to the
islands were in very short supply; should the schoolmistress
be removed, there woulid be no one to replace her for a long
time. If popular feeling had really turned so thoroughly
against her, the Education representative said, he would
intervene with the Minister personally and have her removed
within a few days. All of the provincial officials urged
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strongly, however, that the people seriously reconsider
the consequences before thinking of such a drastic step.
If the entire community felt it necessary, the Ministry
would act upon a petition to this effect signed by all
heads of families, which should be submitted to the
provincial education chief through the Corregimiento
Representative,

On the other hand, the provincial officials observed,
it appeared that the people had involved their Represen-
tative in this situation only very lately, and no one had
mentioned any effort to conciliate matters through the
Junta Communal. This discussion had demonstrated that
the basic problem was one of communication-- the school-
mistress had been unable to relate her concerns and to
elicit the cooperation of parents, while the latter
appeared unaware of her concerns and had not attempted to
apprise her of theirs at an earlier stage. This type
of communication was one of the basic functions which
the Government envisioned for the Representative and the
Junta Communal, and was much more important than using
the Representative to petition higher authority for
solutions to local problems. This problem was probably
soluble at a local level, but this could be done only if
it was first recognized that its existence was a demon-
stration of the weakness of their community organization.
It would be best if parents and schoolmistress could
reassess their conduct, realize that each side was to
some extent at fault, and decide to resolve their differ-
ences through their Junta Commvunal.

This portion of the meeting ended with further state-
ments by the schoolmistress and several parents. The
former apologized to the community for not having shown
a greater sensitivity toward the feelings of the parents.
COMMENT: The not-so-subtle urging toward this from the
provincial officials, and the strength of the parents'
comments, did in fact appear to have jarred her, parti-
cularly since she appeared to have expected that the
visitors would defend her position and castigate the
community for its lack of cooperation. END COMMENT.

She stated that she would make an honest effort to
conduect herself in a way that the parents would find
acceptable, and asked only that they try equally to
cooperate, individually as regards their children's
problems in learning and discipline, and collectively
for the school's improvement. The parents who spoke
pledged a renewed effort at cooperation with the school
and its staff and a greater understanding of their



requirements,

During the private meeting that same evening, the
schoolmistress and, to a lesser degree, the Representative,
got what amounted to a lecture cast in much sterner terms
than the even-handedness which the provincial officials
displayed (apparently consciously) in public; their
business as government officials working at a local level
was to cooperate with people, and to enlist their support,
rather than trying to circumvent their attitudes. Above
all, they must not allow potential problem situations to
get out of hand through simple lack of communication.

Both of them appeared (although with a bit of injured
feelings on the part of the schoolmistress) to take the
point.

The following morning in a meeting a2t the school
involving primarily the Vice Governor and the Education
and DIGEDECOM Representatives, the Representative was
strongly advised (probably read "instructed") to call a
further open meeting of the Junta Communal with the
school staff within a week or ten days to capitalize on
the apparent opening for conciliation. The Vice Governor
also stated that the schoolmistress was in a position of
such importance that she ought at least to be present and
participate in any and all meetings of the Junta Communal,
It was noted “hat the school building itself required
maintenance and that the ample grounds reserved for it
had been misused; there was undergrowth right up to the
back of the school, play space in the area was limited,
the two-holer outhouse was too close to the school and
upgrade from it, and the school grounds had been encroached
upon by someone's rather substantial (and occupied) pigsty.
The Junta Communal would attempt to organize a work party
from among parents and its own members to clear the under-
growth, and to assist in 1elocating the pigsty to assuage
the owner for having to remove it from school property. The
DIGEDECOM representative pointed out that this was simple
enough to do at cnce, with relatively minimal manpower and
with no other assets except machettes, but that it would
be highly visivle and should demonstrate that the community
could accomplish such tasks under the leadership of the

Junta Communal. It would also be a stimulus for continued
organization of some sort to keep the grounds clean, and
for further follow-up actions. The Contadora Panama

representative offered enough paint for the school
building, and the Representative was advised to try
organizing a group to do the painting once the ground
clearance had been done. The provincial officials, in
addition to expediting certain supplies needed by the

_E‘;\.:g‘*j?‘
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gchool, would explore assistance in vuilding new toilet
facilities; Contadora Panama stated that it would also

try to assist in this, and that the facilities could be
made more sanitary, in addition to relocating them, once

a planned expansion of the capacity of the community water
system was completed. It was noted that there was ample
space for future construction of new classrooms, if and

as required (especially after the housing for employees

on Contadora is completed). However, there seemed to be
general agreement that this had best wait until the need
was clearer, additional assets could be made available

by the government, and the community was a bit more organized
and more confident of its own ability to accomplish the
task.

COMMENT: Throughout this aspect of the visit, and particu-
larly during the open Junta Communal meeting, the one

thing which struck the undersigned was its resemblance,

on a very ad hoc basis, to concepts such as "sensitivity
groups" or PRC-style "self-criticism sessions", i.e.,

while this was nowhere stated, the evident aim of the
visitors was to keep both sides at it until all of the
complaints about each other, however unflattering, had

been spoken face to face, and then to keep at them until
each side admitted to some fault in the matter and pledged
to do better--while the larger part of the blame appears

to rest on the schoolmistress, there was no humiliating
public repudiation and tongue-lashing for her (or for the
Representative), which might have compromised either their
public effectiveness or their self-confidence and willingness
to try again. Several provincial officials remarked that
this sort of problem cropped up virtually everywhere. From
the smoothness of the proceeding, and particularly of the
officials' public presentations, the undersigned infers
that these officials (and presumably others on the Junta
Tecnica) have had a good deal of practice in this approach,
and probably treat other problems of which they become
aware of which they are called in to act upon in pretty much
the same manner. END COMMENT,

Development of Local Political Organization

The problem of the schoolmistress occupied the bulk
of the time the provincial group was on Saboga. It was
clear, however, that the dual purpose in this was,a) to
resolve the proximate problem, and b) in a manner best
calculated to enhance the role and status of the local
Corregimiento Representative and the Junta Communal. This
was accomplisher both through the stress laid on their roles
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an means of communal communication, and through using
the school as a pretext for giving the Junta Communal
some concrete, visible and easily-accomplished tasks
which it could carry out.

Parallel to this, the provincial visitors made an
obvious conscious effort to further beef up the viability
of local political organization through:

-~ deferring at every public opportunity to the
Representative;

-- publicly calling on him to vocalize the opinions
of his constituents;

-- using him as virtually their sole guide around
the community;

-- urging others with whom they spoke to bring him
their grievances, requests, comments and so on,
particularly about the role of higher levels of
government;

-- making frequent verbal comment on what the
provincial or central governments could do for
the people "through the Corregimiento
Representative", etc.

The handling of the school issue exemplified this approach.
A second example: at the close of the open Junta Communal
meeting, the representative of Contadora Panama S.A. was
called on to explain certain commercial opportunities
which the company considered open to residents of Saboga
(see separate memo for details). The provincial officials
constantly directed discussion of these toward their
consideration as opportunities for the community, to be
executed either by the Junta Communal itself or by a body
or individual under its sponsorship and with its active
participation. They made it clear that expert technical
assistance could and would be made available to the whole
community "through the Corregimiento Representative".

Finally, throughout the visit at every available
opportunity, the Vice Governor and DIGEDECOM kept after
the Representative as to his plans for future community
action, arrangements for the election of Juntas Locales
(which had not yet been done), and so on. All of this
was couched in terms of a wish to discuss matters and
offer assistance as possible, but its point appeared as
such to make the man realize what he needed to do and
how to go about it, and to make it clear to him that
someone was watching who expected that he do it.
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During the open meeting, the Vice Governor and his
staff made a point of their continued availability, and
that of other provincial personnel as needed, for consul-
tation as required by the community and Representative.

The Vice Governor stated publicly that he planned to make

a personal project out of the islands, and that he hoped

to be back within a couple of weeks for further discussion,
He later commented privately that it was obvious that this

community and its Representative would need a good deal of
encouragement ,and discrete oversight, before they picked

up enough momentum to sustain themselves; although tiring,

his fuction, as he saw it, was to provide Jjust this sort of
assistance through his personal presence,

Related Comments by Government Officials

The provincial officials, it appears, are called on
to be almost compulsively perapetetic in making visits
such as this one to local communities., The Vice Governor
stated that he made a minimum of two such trips per week
(mostly not involving overnight stays, however), and was
frequently on the go with some of the provincial staff
four days a week, with Wednesday reserved for office work,
The nature of the group from the Junta Tecnica with which
he travelled changed from trip to trip, depending on who
was available, the nature of the area to be visited, and
the problems to be dealt with. The underlying purpose of
such visits, regardless of the particular reason for
making any one, was partially to assure that the provincial
staff remained in visible contact with the people, and even
more to encourage the Corregimiento Representatives and
local bodies in their Jjobs and to build up their stature
in the eyes of their constituents.

When asked how the provincial government kept posted
on the status of political development at local level
(i.e., how did he know that Sabogs was weakly-organized),
the DIGEDECOM Representative explained that much of the
direct contact work between the provincial government and
the localities on this subject is performed by DIGEDECOM
district-level staffs, which are now located in virtually
every district in the country. Even a relatively small
district such as Chepo has a DIGEDECOM staff of five,
while Panama (city) district has at least 238 DIGEDECOM
personnel a% district level, These district staffs are
expected to visit each and every Corregimiento at least
twice a month (the Balboa district DIGEDECOM Representative
was present for part of the Saboga visit), and more often
if necessary. The provincial staff responds to particular
problem areas noted by its district representatives, and
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is expected to visit every Corregimiento in the pfo#ince
about once every three months to observe and monitor
developments. '

Comments

Although the undersigned has no basis on which to
compare this visit with normal governmental practices
in Panama, what was observed points to a few possible
conclusions.

First, the officials involved appeared to have had
plenty of practice in handling visits such as this one;
their presentations were polished, their handling of
people and groups apt. Based on the comments of the
officials in the group, visits such as this are the
norm rather than the exception. This suggests an un-
usually high degree of contact between provincial
officials and the populace, and, as a corollary, a
conscious effort by the government not merely to favor
but to force such contact; i.e., its behavior on the
subject is actual, as well as verbal.

Second, based on off-duty comments, the officials
appeared to be men reasonably contented with working
at jobs they knew fairly well, and to have a genuine
sympathy with the people with whom they dealt. Such
griping as occurred (and there was a fair amount, with
no particular feeling present that it had to be restrained
in the presence of superiors) about work hours, time in
the field and the nature of the people and their problems
appeared to be relatively good-natured; the atmosphere
was definitely not one of either callousness toward the
people and active resentment of the jobs on one hand,
nor of out-and-out fanaticism in devotion to the
"revolution" on the other. Very frankly, this was one
of the most encouraging things (if true) noted by the
undersigned--in the long run, officials with this
attitude appear a good deal more likely to provide a
responsive, constructive government presence at the
community level than are either time-servers, who do not
care, or fanatics, who become disillusioned and quit.

Third, there was a virtually total absence of
revolutionary rhetoric of almost any description; the
provincial group was extremely short on overt tributes
to the Panamanian "rewolution", and its citations of
Torrijos or other national leaders were mostly limited
to observations on the local roles of the Corregimiento
Representative and Junta Communal and allied subjects.
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The undersigned infers from this that at least this group
of officials have learned that this sort of attempted
"politicization" of rural local communities simply does
not work. Rather, the group was long on practicality

and basic pointers--the approach of provincial government
to the people may in fact be revolutionary, but it is not
discussed in these terms at local level.

In short, the visit looked like a positive effort
by the government to maintain the sort of interchange,
responsiveness and government by consultation and con-
sensus which is assumed in the Constitution of 1972. 1If
this was merely one of many such visits, as it appears
that it was, it is fair to infer that the "rewolution"
has in fact begun to acquire and maintain some of the
institutional habits and practices which it needs in its
government officials if the system on which it is based
is to work. -Naturally, much in this process depends on
the nature of the officials involved. However, it has
been observed that if the devil himself were to assume
the godhead, he would be obliged by circumstances to
assume certain aspects of divinity. If the Panamanian
government is constructing a system where such continual
contact between officials and its people is institutionalized,
or rather bureaucraticized, it will be surprising if the
officials caught up in the process will be able to remain
insensitive to the needs, desires and wishes of the people
even if they might otherwise be inclined to do so. The
degree to which this process of contact is, in fact, made
a normal aspect of lower level Panamanian bureaucracy 1is
one indicator of how really fundamental a change the
present government has worked in the country.

l(;0



ANNEX E

CRECKLIST OF STATUTORY CRITERIA

In the right-hand margin, for each item, write answer or, as appropri-
ate, a sumaary of required @Lscussion; As necessary, refcrane th?
scction(s) »f the Capitel Aésistance Paper, or other clearly identi-
ficd and available docunment, in vhich the matter is further discussed.
This form may be made a part of the Capital Assistance Paper. '

The following gbbreviations are used:
TFAA - forcign-Assistance Act of 1961, as amended.
FAA. 1973 - Foreizn gasiatahce Acﬁ'of 1973.

' App. = Foreign Assistance and Related Programs
Apprepriation Act, 1974,

MMA - Merchent Marine Act of 1936. as amended.

BASIC AUTHORILY.

"y,  TFAA 1 103; & 1063 3 1055
% 106; & 107. 1s locn being made

a. for agricuiture, rural development  The basic emphasis of this loan is
or nutrlition; ) . 'to improve the capabilities of rural
municipalities and to provide seed
capital for.those investments which
offer the greatest benefits for the
small farmer and the rural poor.

b. for pOleﬂtlon planning or health;

¢c. for education, public adainistration,
or human resourccs development;
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d. to solve economic and social develop-
meat problems in-ficlds sueh as .transporta -
tion, power, industry, urban development,
and export development; : Lo :

e. in support of the geueral economy of .
the recipient country or for development
programs conducted by private or ianterna=
tional organizatipns.

COUNTRY 2FERFORMANCE

Progress Towards Countrv Goals

2. “FAA § 201 (b) (5), (7) & (8); & 208
A. Describe extent to which country {a: The GOP has officially designated 1975
. : . ‘ : as the '"Year of Production' and is im-
. . plementing a broad range of agricultu-
ral programs, including farm credit and
land development and resettlement

9\ ; : y schemes towards this end.. The GOP and
1) Making appropriate ;fforEs to the USAID are currently negotiating a

increase food production and Improve  $g 200,000 ioan which will directly
means for food storage and distridbu= improve food distribution and storage.

tion, e
(2) Creating a favorable climate The climate for foreign and domestic
for forcign and domestic private .private investment is favorable. Pa-
enterprise and {nvestment, nams's Banking Law of 1970 and use of
' . ., the U.S. dollar as legal tender, the
: . ) complete freedom of international pay-

ments and exchange transactions have
attracted many major international
banks and enterprises and the presence
of these companies has stimulated
private investment.
The GOP continues to encourage active
popular participation in the develop-
ment process. This loan project will
contribute directly to enabling rural
municipalities to take the lead in

‘ providing for many of the socio-economic
10 12801 (6-74) ' needs of their inhabitants.

: | e

(3) Iacreasing the public's role 4n
the developmental process. A



(6) (n) Allocn:ino avallnble budge-vf

L tnry resources to devclopm»nt.

In 1974, gross domestic capital formaffg
tion was 29.9% of GDP. The Central i
,Government's 1973 investment expendl-'g

. tures were $106 million (1974 data not
.- available). i

Ab) vacrcing such resources for Panama's military expenditures have
unnecessary military expenditure been a small percentage of the national
(Sc* also Itea No. 20) and intere budget. Panama has not intervened in
vention in cffeirs of other free the affairs of other free and independ-

and indcpendent natxons ) (See
. also Item No. 11)

" (5) Msking cconomic; social,and
political reforms such as tax collece
tion improvements and changes in land

" tenure &rrangzements, and making pro-

--gress toward respect for the rule of
1aw, frecdon of expression and of the
psess, and recognizing the importance
of individual freedom, 1nitxaC1vc,
and’ privacc cntccprxse.

(6) Willing to contribute tunds to '

" the project or program.

(?) Othervisc responding to the
vital economic, politicsl, and
social concerns of {ts people, and
demonstrating a clear determinae-
tion to take cffective sclf-help
mesures., .

. B, Arce abpve factors taken into account
JAn the furnishing of thc subject assis=
’ tance?

ent nations.

The GOP is making these efforts. An-
nual compound growth rate of about 13%
in Panama's Central Government budget-
ary revenues over 1969-1974 period.
Total revenues rose from $133 million

" in 1969 to an estimated $268 million

in 197k,

The Mission has held discussions with
personnel from the National Bank of
Panama end Ministry of Planning and
Economic Policy concerning countei-
part contributions to the project.
They agree on the scope of the pro-

+ ject and the level of investment needed
~ The Government is clearly responding

in an effective manner particularly
in the areas of agriculture, health,
nutrition, education and housing.
This loan project will strengthen
the GOP's equity-oriented regional
development strategy.

Yes.


http:respondi.ng

'T_rbq'imcnc of U.!P’Citizcns and

3.

S

F‘rms‘

:AA § 620 (c . 1f a33{stance {g
o govcrnmenc, is the tovernnent
;::bze as dcbcoF or uncohdlcionnl-

rantor ogn 2ny debe
Citizep for o .S

. If f3si{stance

*is to a Eoverumant, hag it (in-

cluding 8overamene agencies or Sube
v any action which

has the effect of natidnalizing
cxpropriacing, .

Ownership or control of Preoperty of

FAA § 620' 0): Fishcrmcn'a Protective
EXiS w=lve

couatry has 3eized, op

has any deductjioq '
required
Fishermen's Protectivg AZ: BecnPy

The government is not known to be
indebted under these circumstances

to any U.S. cltizens for goods and -
. services furnished or ordered. 3

No.

Not applicable.

/ol
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b. has complete denial of nnaiscance
been considetcd by A.1.D. Adminlstrator?

Relatfons with u,S. Goﬁerhmcnc and Other
Nations .

6. TFAA B 620 (a). Does reciptent country
furnish assistance to Cuba or fail to
" take appropriate steps to prevent
ships or aircraft under its flag
from carrying cargoes to or from Cuba?

7. FAA 2 620 (h). If assistance is to a
government, has the Secretary of State
determined that it is not controlled
by the international Comaunist movee °
went?

8. . FAA 8§ 620 (d). 1If assistance is for
- any produstive enterprise which will

cozpete 1in the United States with
United States enterprize, is there
an agrecment by the recipient country
to prevent export to the United States
of more than 20% of the enterprise's
annua} production during the life of
the lvan?

9. FAA 8§ 620 (f), 1Is rccxpicnt councry a
Communist country? :

:“:AIP .l 240-1 ‘6-7!0

Panama does not furnish assistance
to Cuba. Application of this pro-
vision of section 620 (a) 3 of the
FAA to Latin America has been
waived.

Yes, it has been so determined.

Not applicable

No.

At



10.

11..

12,

13.

14,

ALD -12%0-1

FAA 8 620 (1). 1s recipient country {n
any way favdolved {n (8) subversfon of,

or milftavy aggrescioa against, the

United States or any country receiving
'U.S. assistance, or (b) the planaing of
such subversion or aggression?

FAA 8 620 (4). Has the country per-

mirted, or failed to take adequate .-

measures to prevent, the damage or
destriction, by mob action, of U.S.

. property?-

FAA § 620 (1). If the country has
failed to institute the investment
guaranty program for the specific
risks of cxpropriation, in convertie
bility or confiscation, has the
A.I.D, administration within the
past ycar considcred denying assise
tance to such government for this
reason?

FAA § 620 (n). Does recipxent
councry furnish goods to North
Viet-Nam or permit ships or aire
craft under its flag to carry
cargoes to or from North Viet-
Nam?

FAM _§ 620 (q). 1Ib the goverameat of
the recipient country in default on

interest or principal of any A,I,D.

loan to the country?

(6-7%)

No.

 “Now

U.S. - Panama agreement relating

to investment guarantees entered
into force March 8, 1962,

No.

No.

//.I(/
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15, T2A § 620 (2). Has tha country severead No.
diplemacic relations with the United
States? If zo, havo they lLeen resumaed
and have new bilateral assistance agree-
nents been ncgotintad and enterad into
since such resumptioa?

16, FAA 8 €20 (u). What is the payment Panama is not delinquent with res-
status of the councry's U,N, obliga- - pect to dues, assessments or other
tioas? I the country.is in arrears, obligations to the U.N. for the
were such arrezrages cteken into &ccount purposes of Article 19 of the
by the A,1.D, Adainistracor in deter- Charter,
mining the current A,I.D, Opecration:?

Year Budget?

17, TAA 3481, Has the government of
reciplent country fsiled to take ade- actively cooperating with U, §.
quate steps to prevent narcotics and international agencies in the
drugs and other controlled substances poted areas.

(as defined by the Comprehensive
Drug Abuse Preveation znd Control
Act of 1970) produced or precessed,
in vhole or ia part, in such country,
.or transported turough such cauntry,
from being solé 1lle3ally within

the jurisdiction of such couatry to
U,S. Government perscnnel or thelr
depeundents, ox frew entexing the
U.S. unlawfully?

No. The Government of Panama is

18. FAA. 1973 ¥ 29, 1f (a) militavy base Not applicable.

i3 located in recipicnt country, and
was constructed or {s being maintained
or operated with funds rfurnished by

- U.S., and (o) U.S. persornel carry out
military oporations frecm such base,
has tac President dectermined that the
government of recipient country has °
authorized regular access to U,.S,
correspondents to Juch basel

A1D 12501 (6-7%) | ' ' : / Af']\t



Hilitarx Expend! tUres

19, FAA = 620 (s). What pcrcentagc,of'- Less than 1% 1975 budget is for

count budger {s for milicary . . " military expenses, ] i
cxPchizturcg? How much Of'f:Zeign Less than 1% of 1974 foreign ex
exchange resources spent on milie change resources expended on mi

. i ipment.

' tary equiprent? How much spent for ;gt:;;h?gzizated weapons systems
the purchase of sophisticated have been purchased.

weapans systems? (Consideration of.

these points is to be coordinated

with the Bureau for Program and

Policy Coordination, Regional

Coordinators and Military Assise:

tance Staff (FPC/RC),)

Conditions of Tha Loan

-General Sovundness

20, FAA s 201 (d). Information and ' The terms are both reasonable and

conclusion on reasonzbleness and ' C°"535te:tp92222n§2: ?Z&;icab'e
legality {under laws of country - U. 5. and Pa .

and the United States) of lending
"and'retending terms of the loay,

2l. EM s 201 (b) (2); 4 201 (e} The borrower has made an appli-
+  Information and conciusion on ] cation for loan.f!nanced assist-~
on activity's ecconomic and. | ance in the activity and there
technical soundness, If loan have been assurance that funds
is not mude pursuant to a will be u§ed in an economically
wultilaceral plan, and the and technically sound manner.

amount of the loan excceds
$100,000, has country submitted
to A.I.D. an application for
such funds together with assure
ances to indicate that funds
will bc used in ap ¢conomically
ond'tccbnically sound manner?

22. FM s 201 () (2). Informacion and  There are reasonable prospects
conclusioa on capacity of the country Oof repayment.
*£o repay the loan, including reasone .
ablenes: of Tepayment prospects,

T

AID 12%0- (6-7%) 7 | /&



‘23,

‘24,

26,

FAA o 201_(5‘_\_. Information and ° Finan.g for this activity from |
conclusioa on avsilaoility of fia- alternative sources is not available,f

ancing from other frec-world gources,
inclvding private sources within the
United Scaces.

FAA S 611 (3) (). Prior to signing ye

of loan will thare be (a) engineering,
financial, aw¥ othar plzes necessary
to carry outithe assigisihe and (b)'a
reasonably fiza estim.iilif the cost
to the -United States of:the assistance?

FAA s G611 (2) (2). If further legisw
lative action is xequired ‘within reciw
Plea: country, what {3 basis for rcae
sonable expectation that such action.
will be completed in time to permit
orderly accomplishment of purpose of
loan?

FAA a 611 (¢). If loan {s for.Copital -
Asalarance, and all .S, assistance to
pProjust now oxcceods.$1 milllon, has
Misalon Diructor certifted the country's
capab{lity vflectively to maintain and
utilize the project? '

Loan's Relationshin to Achicvement of Country

and Regionnl Goals

27.

Fah s 207: s 113 i
Extent ro which assistance
reflects appropriate crphasis
on; (2) encouraging develop-
ment of democratic, economic,

., political, "and socicl institutions;

(b) sclf-help in meetiag the

-country's food nceds; (c) in-
-Proving availebility of trained

manpower in the couatry; (d)
programs designed to meet the
country's hecalth nceds;

The GOP has indicated its willing~
ness to provide the legislation
necessary for the effective execu=
tion of loan activities.

Yes

This loan will greatly enhance the
capability of the rural municipgli-
ties to take the lead in providing
for many of the socio-economic needs
of their inhabitants in concert with
national and regional development
programs.

167 F
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28,

. 29,

30.

31,

-10 «

(¢) other {mportant arcas of ccononic,

political, and social development,

including industry; free labor unions,
couperatives, and Voluntary Agencies;

transportation and commaunication:
planning and public administration;

urban devclopment, and- modernfzation
of existing laws; or () integrating

women into the recipient country's
natjonal economy, "

FAA § 209. 1s project susceptible

- of execution as part of regional

project? If so why {is project not
50 executed? ’

S ) . ) :
- FAA ¢ 201 (b) (4). Information and

conclusion on activity's relatione
ship to, and consistency with,
othes development dctivities, and
1ts contribution to realizable
long-range objectives,

FAA § 201 M) (9. 1Information and
conclusion on whether or not the
activity to be financed will cone
tribute to the achicvement of
self-sustaining growth,

TAA_§ 209;

Information and conclusion
whethier assistance will cas
courage regional development
prograus,

10 12%0-1 (6-7%)

This project cannot be executed as
part of ¢ regional project since it
is designed to promote the develop-
ment of rural areas wholly within
Panama.

This ectivity is directly supportive
of the GOP's regional development

&nd rurcl integration strategy which
is to redress the economic and socicl
inequalities among and within regions
«nd to decentralize the process of
development planning, decision mak-
ing, and implementation.

This activity will help promote the
development of the rural sector of
Panama towards the objective of
achieving self-sustaining growth.

While encouraging development within
Panama, the project will not necessa-
rily contribute to regional ‘develop-
ment programs.,

)10
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32. FAM s 111. Discuss the ex-

"33,

35.

tent to which the loan will
-strengthen the participation

. ~of vrban and rural poor in

their country's develcpment,

. -and will assist in th: develope

-ment of cooperatiyes which will
-enatle and encourage greater
numbers of poor pcople to help
themselves toward a ‘ictter life,

FAA s 201 (f)' 1If this is a
project loan, describe how such
projcct will promote the country's
.econnmic development taking into
account the country's human and
material resources requirements
and relationship between ulti-
mate objectives of the project
and overall economic development.

. FAA s 281 (a). Describé extent

to which the loan will contri-
bute to the objective of
assuring maximum particgipation
din the task of cconomic develop=
ment on the part of the people
of the country, through the
encouragement of democratic,
private, and local governmental
institutions, '

FAA s 281 (b). Describe extent
to which progra= recognizes the
particular nceds, desires, and

" capac'tics of the people of the

country; utiiizes che country's

“intellcctual resources to en-

courage {nstitutional development;
and supporcs civic education and
Craining in skiils required for

*effcctive participation in governe

meatal and political processes
essential to scli-government.

This loan project will assist the
rural municipalities to increase
their investments in public infra~
structure «nd services and product-
ive enterprises which benefit parti-
cularly the small farmer and the
rural poor.

This loan project is directly support=
ive of the GOP's regional development -
strategy for economic and social
development of the country.

This project will directly improve
the administrative and financial
capabilities of rural municipali-
ties and increase their investments
in public infrastructure and services
and productive enterprises in res-
ponse to local felt needs.

This project will address directly
the needs and desires of the small
farmer and rural poor. Technical
aessistance and training to improve
the capabilities of rural municipa-
lities will be a key component of
the project. '

-~ Y

w{
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"36. . FAA 8 201 (b) (3). 1In what ways -
does the activity give rcasonable
promise of contributing to the
deveiopment of economic resources,
or to the increase of producttve

capacities?

37. FAA < 2 601 (a). Information and
. conciusiomswhether loan'will ene
courage elforts of the country
to: (&) incrcese the flow of
international trade; (b) foster -
private inftiative and competi-
tion; (¢) cncourage development
and 'use of cooperatives, credit
unions, and savings and loan
associations; (d) discourage’
rmonopolistic practices; (e)
improve technical efficicncy
of industry, agriculture and’

- commerece; and (£) strengthen
free labor unions,

38, FaA S 619. I1f assistance is
"for new.y indepcndent country,
4s it furaished through multie
lateral organizations or plans
to the maximum extent appro=
priate? :

loan's Effect on U.S, and A,I.D.
FPropranm
[ S bbbl

39, FAA ¥ 201 (b) (91 Information
urd conciusica on pPssible
ceffects of loan on U.S, economy,
with special refereace to arcas
of substaitial labor surplus, and
exient to which U,S, commodities

A10 125041 ({6-78)

This project will allow municipali-
ties to greatly increase their in-
vestments in public infrastructure
and productive enterprises.

This project will improve the
technical efficiency of industry,
agriculture and commerce, by
strengthening the regional inte-
gration ‘and development of the
country through the promotion
of growth and service centers.,

Panama is not a newly independent
country.

This project will have no forsee-
able adverse effects on the U, S.
economy or areas of labor surplus.
Assistance will be furnished in a
manner consistent with improving
the U. S. balance of payments
position.

117



- ard assistance arc furnished {n
& manncr consistent with ime

. proving cthe U,S, balance of pays
ments position, Lot

40, FAA § 202 (a). Total amount of
- money under, loan which is goi.ng

directly co private enterprise,
is going .o intermcdiate credit
institutions or othcr borrowers
for use by private enterprise,
s being used to finance ime
ports from private sources, or
is otherwise being used to fine
ance procurcnents from private
'sot:rcgs .

- 4l, TFAA 8 601 (b). Information and

) conclusion on how the.loan will
c¢ncourage U,S. private trade and
{nvestment abroad znd how 1t will
-encourayce private U.S, participa=
tion {n foreign assistance pro-4%
-grams ({ucluding use of private
trede channels and the services
of U,S. private enterprise).

42, FAA ® 60L (d). If a capital
project, are engineering and
professional scervices of U.S.

. firms and their aff{liates
used to the maximum extent
consistent with the national
intcrest?

MO 125041 (6-74)

Procurement of gaoods and construction
services and technical assistance
will be primarily from private
sources.

Private U.S. firms will manufacture
most of the equipment financed by
the loan.

This project is a combination of
capital and technical assistance.
Services of U.S. professional
firms will be utilized to the
maximum extent practicable.

Y
—
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K 8o for facilitating
43. FAA 5 602. Information and Usudl procedures aci it
' ’ conclusion whather U.S, small small businesses participation in
burincss will participate AID financed procurement will be
cquitably {n the furnishing followed.
of zoody and service financed
by the loaa.

4h. FM 3 620 (). Will the loan No.
promote.cr assist the foreign
aid projects or activities of
the Communict-Bloc countries?

45. FAA 8 621. If Technical " Technical assistance will be
Assistance i3 fincnced by provided primarily from private
the loan, information and sources.
conclusion whether such
assistance will be furnished
to the fullest extent practice
able as goods and profcssional
and other service: {rom private .
enterprise on a centract basis,

If the facilities of other
Federai agencies will be utilized,
information and conclusion on
whether they are particularly
suitable, are not. competitive
" with privace enterprise, and
‘€an b2 made available without
undue interference with
donestic programs.

Loan's Cowrnliance with Specific
Requireaients

45, g}gl_? 110 (2): 2 208 (2). In The-Ministry of Planning a?d Ec?no:ic
wnat manner has or will the recie Policy has ?ggged tg t?e s;zefo the
- : project including e level o
Eizgti:032;i;pg:srz?caisizzjgcg;7 counterpart contribuglgn; needed
- * ich is in excess o .
of tie costs of the program, pro- which is in e 5%
Ject, or dctivity with rcspect to
vhich the Laan is to be made?

“AID 12401 (6-73)

¥


http:promoce.cr

47,

4B

49.

50.

5l.

32,

FAA § 12,

«l15 -

"AA £ 114. Will loan be used to
yav for performance of abortions
or to motivate or cocrce persons

'to pructice abortions?

-

FAA ¥ 201 (b). s the country
among the 20 countries in which

.development loan funds may be

used-to make loens in this
fisral year?

FAA § 201 (d). 1Is interest
rate of loan at lecast 2% per
annua during grace period
and at least 37 per anaua
xhereafter?

FAA' 2 201 (f). 1If this is a
project loan, what provisions
have been made for appropriate
‘participation by the recipient
country's private enterprise?

FAA 1 604 (a).
procuremcnt financed under the
Joan be frem the United Staces

‘cxcept Aas otherwise determined by

the Presidentc?

":};Q 12401 (6-7%) o

Will loan be used. to’
finance police training or ree«
lated program in recipient
‘eonntry?

Will all comnodity

R £ .2 .®

-t

- et ok s

Py

No.

No.

Yes.

Yes.

Private enterprise is expected to
participete in the project through
the provision of commodities and
construction services.

Commodity procurement will be
limit to Penama, the United Stctes
end other 941 countries.

i SNE)
K ~,
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"33. FAA ¢ 604 (b). What proviasfon .
1s made to prevent financing
connmodity procurement {n bulk
&t orices higher than adjusted °
UeSe market price? . :

She FAA $ 604 (). If the coop-
erating couatry dizcriminates
against u,s, rarine insurance
compaaies, will loaq agreement
require that maripe insurance
be-placed in the United States

, On commodities financed by the:
olo'an? . © .

55+ FAA § 604 (0. If offshore
) ' Procurcuent of agricultural .
comnndity or Product {s to

be financed, 1s there pro- _
visfon against Such procure-
ment when the domestic price
of such commodity {5 lesg
-than parity?, o

S6. FAA 8 604 (). If loan
finances a commodity {me )
POrt orogram, wij) 4rrange-
ments be made for Supplier
certification ¢o A.1.D. and
A.I.D. approval of cownodity
as cligisle and suitable?

‘

-§7ﬂ FAA 3 pog (a). Information
on measures to be taken to

utilize y,s, Covernment exe-
€CS$ pursonal property {n
ey of the Procurement of
DCw Ltems,

'O 12k 147k

No bulk commodity procurement is
contemplcted under this loan. Any
bulk commodities which may be pro-
cured will be subject to the compe -
titive bid procedure.

Yes.

Not applicable,

This lozn is not e program.type
loan. Nevertheless, AIQ VIII
confirm that the commod|t|e§
financed by the loan are suit-
able for the project and elegi-
ble for AID financing.

The Loan Agreement will so
require,

|/



s8.

39.

60,

-17.

FAA s 611 (b); #op. s 101. 1f
loan finencecs wuter or wvatere-
reiated land rerource construce

- tion project or program, {s there

a benefit-cosr computation made,
insofar as practtecable, {n

-acrotrdance with the procedures

set forth in the Memorandum of
the President dated May 15, 19627

FAA s 611 (¢). 1If contracts for

construction are - 'to be finznced )
what pruvision will be rade that .
they be let'on a competitive

basis to maximum extent practice.
able?” - R y o

FAA s 612 (b): s 636(h). Describe

"oteps taken to assuve that, to the
" maximum extent possible, the country

is contributing local currenciecs to
meet the cost of contractual and

other services, and foreign currencies .

- owned by the Uaited States are utilized

....other services

61.

62,

A1D 124041

to meet the cost of contractual ahd

App. s 113, Will any of losn funds
be used to acquire currency of

.recipient country from non-U.,S,
.Treasury sources vhen excess currency

of that country is on deposit in U.S,

Treasuiry? ‘ ‘

FAA s 612 (d). Does the United States
own cxcess foreiga currency and, if so,
what arrangemeacs have been made for
its release? * - :

(6-7%)

This loan will not finance water
or water-related land resource
constriuction.

Construction contracts will be
let on a competitive basis to the
maximum extent practicable.

Not applicable. The currency
used in Panema is the dollar al-
though it is denominated a 'Bal-

boa''. There is no U. S. owned
"local currency'.
No.

Not applicable.

7N
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63. FAA s 620 (g). What provision is there No loan funds.will be av§ilab!e
" against use of subject assistance to for compensation for nationalized
compensate owners for expropristed or =~ . OF expropriate property. The loan

agreement will preclude such use
..natxonalized property? of loan funds.

‘§4. FAA s 620 (k). 1If construction of ) The aggregate value of assistance:
" productive cnterprise, will aggre will not exceed $100 million.
gate value of assistance to be y
furnished by the United °tates exceed
$100 milllon? C '

65. FAA s 636 (i). Will a2ny loan funds No. No non-U.S. manufactured
be used to finance purchase, long-term motor vehicle will be so financed
lease, or exchange of motor vehicle under the loan,

manufactured outside the United States
or &ry guaranty of such transaction?

66. App. s 103. Will any loan funds be No.
- uscd to pay pensions, etc., for
military personnel? f. . .

67. App. 105, If loan is for capital " Yes. A.l. D. will approve firms
projcut, is there provision for providing services for the project
A.L.D. approval of all concraccors and financed under the loan, and
and contract terms? ..+ the terms of any contracts under

* which such services are provided.

66." App. s 107. Will zny loan funds be No. The Loan Agreement will pre-

used to pay UN asacaamcnt;? clude such use of loan funds.

)

. —
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69. App. s 108. Compliance with regulas
tiors on employ=ont of U.S. and local
" _persoancl, (A,I.D. Regulation e |

20 App. 3.110. Wil any of locn funds
- be used to carry out prQVipions'piJf~;
FAA 55209 (d)2 .o v o ol

71. App s. 114, Deseribe how the Comnittee
‘on Apprupriations of the Senate and
Houoe have beon or will be notified
concerning the activity, program, pro=-
Ject, country, or other operation to
be finenced by the Loan. '

72.° Aop. s 601. Will &ny loan funds be
used for publicity or propaganda
" 'purpeses within the United States not
" authorized by Congress? , '

73. 204 s 901. b; FAA s 640 C.

(a) Compliance with requirement
that at least 50 per centum of
the gross tonnage of commoditics
(computed scparately for dry bulk
carricrs, dry cargo lindrs, and
tankers) financed with funds made
available under this loan shall be
transported on privacely cwned U.Se~
flag comaercial vessels to the ex-
tent that such vessels are available
" at fair and reasonable rates,

(b) W 11 grant be made to loan
recipient to pay all or any portion
of such diiferential as a1y exist

- bgcwccn U.S. and foreign-flag
vessel rates? *

% 125041 (6.7];,

Loan Agreement and imp]é@gntatién
lettars will so provide, R

/Ndl

Subject loan was included in the
A.1.D. FY-76 Congressional Pre-
sentation.

No loen funds will be used for
publicity or propaganda purposes
in the U.S. S

The Loan Agreement will require
that the Borrower comply with
this provision.

Yes, in accordance with Section
2.G.4 of AID Handbook No. 15,
provided funds are made avail-
able by AlD/W.



- jb';

" 2. Scctlon 30 mnd 31 of PL 93-189

(FAA of 1973), -
Will any part of the loan be used

to finance directly or indirectly
‘military or parcmilitary operations
by the U.S. or by foreign forces ia .
or over Laos, Cambodia, North Vietnan,
South, Vietnam, or Thailand? .

75. Section 37 of Pl, 93-189 (FAA of

.1973); App. s. 111. Will any part .
of this loan be used to aid or

assist generally or in the reconstruce
- tion of North Vietnam?

76, App. s 112, will any of the funds _
appropriated or local currencies
generated os & result of AID assise
tance be used for support of police
or prison construction and administra=
tion in South Victnam or for support of

. police traiaing of South Vietnamese?
: 4

. 77. _App. s 6C4. Will any of the funds

. appropriated for this project be used
to fuznish petroleun fuels produced in
the vontineatal United States to
Southeast Asia for use by non-U,S,
nationals? .

AID 12801 (6-78)°
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