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B. 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. 
 In 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: 
 Not to 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)
 

Total Sub T.A. to 
 Operating

$ % Loans the Fund Costs
 

TOTAL 7O. 0 	 5,736 2-__ 1,000 

AID 	 4,000 57.0 3,736 264 -­
1Cp 16.0 1,100 ..
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 $1,4 75,000in 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 is 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
 
quantity 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 rural 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 that 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 living 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, is 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-effective approach

since most of the required overhead for servicing sub-loans is al­
ready in place.
 

/1 



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. Inaddition to
providing a significant level of capital for meeting municipio in­vestment needs - averaging $1.8 million annually over the first ten
years of Fund operations, the Project provides for technical assis­tance 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 inspecialized operational areas,
assist in the design of training and technical assistance programs

for municipal officials and employees, and advise Fund staff on tech­nical criteria appropriate for analyzing certain categories of sub­projects. Technical assistance and training for municipal governments
will be administered intwo ways: the Fund will offer general training
programs inmunicipal government administration, including plans for

improving municipal revenue levels; additionally, training and tech­nical assistance related to specific sub-projects will be provided by
the Fund, other GOP agencies through the Technical Coordinating Committee
mechanism, or private consultants. Insummary, 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 ad­ditional 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 govern­ment authorities. It isreasonable to conclude, therefore, that both
municipal officials and their constituents will respond positively to
the financial and technical resources to be provided under the Project.
 

It isthe Mission's judgment that the Project isfinancially viable.
The National Bank of Panama, charged with executing the Project, has

been growing steadily in terms of loans, deposits, capital and reserves
ina balanced manner. Net income has been relatively stable and adequate
to provide a steady increment to the capital account in the form of re­tained earnings. The Bank's record for establishing realistic annual
 



7 

operating budgets and adhering to them has been good.
 

Projections for the Municipal Development Fund indicate a low
 
positive rate of return on theFund's capital beginning in 1980 (1.7%)

and rising to 2.5% by 1984. This modest rate of return ischaracter­
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. Itshould be noted that no liabilities are projected

for the Fund since the A.I.D. loan and counterpart funds to cover tech­
nical assistance and operating costs are donated to the Fund by the
 
GOP and appear inthe capital reserve account. This will enable the
 
Fund to obtain additional capital from other sources to expand its
 
operations or to incur contingent liabilities for guaranties itmight

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 f6r 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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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.
 

c) 
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 go to sub-loans with the
 
Project.
 

d) 	Sub-projects located in Panama City and the City of

Colon may not be included in the Project.
 

e) 	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.
 

f) 	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.
 

g) 	The Borrower shall conduct annual evaluations of the
Project with the Fund and with AID during disbursement
 
of the Loan.
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Part II. 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 including the provision of basic local
 

public infrastructure and 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
 
as an insti­traditional activities and on the image of the municipio 

tution. Over tire, these have deteriorated to a state of which is
 

characterized by their limited administrative and financial capaci­

ties. On numerous occasions the central government has sought to
 

improve the state of the municipios, but the measures taken were in­
sufficient and hd little 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 Municipio as the political
 

base of -e state with conplete autonomy and instructed the legisla­
resour­tors 1,o provide this local government with adequate financial 

ces to maintain an adequate municipal public administrative structure. 
The law that was to implement this constitutional precept however, 

little change occurred.was 	 dffc-ent with the end result that very 

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

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

municipios.
 

In addition to the traditional role of political organi­

zations, the municipios ai.2 charged with the responsibility of pro­

moting the development of the areas within their jurisdiction in
 
close collaboration with the central government.
 

b. -The introduction of a more representative form of govern­

ment.
 

elected to the municipal councils
Representatives are 
based on geogri.phic distribution of the population rather than along 

reduce the traditicral predominance ofparty lines. This tends to 
representation from the county seats on the runicipal councils while 
at the some tirte prov~dii,; increased representation of the rural 

wards. 

c. -Unification of th, executive and legislative functions 
of the municipios wi-Jiin one organization. 

~?tirA 



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 collaboration 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 muicipio has an important role to play and the partic­
ipation of the e'lected representative in the developifient 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 corregimic.ntos (or wards) and establishes three levels of local
 
government.
 

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

The Coreliimiento: The corregimiernto (or ward) is a sub­

division of a -unicii . 'or county). It is the smallest political 
subdivision and co-nstitutes the rcal political base of tile country. 
The represeteztiv'- system is based on elected representatives from
 
each corrcgln:;,itc h participate in the decision making process 
on sevcral 1(a 1s of noveriinents ranging from the junta comunal or 
cormmunity ccun::il to the National Assembly of Representatives which 
has limited licrslative functions. They are elected for a term of 
six years.
 



In each correg*:riento there is a junta comunal with the 
primary functions of promoting the development of the corregimiento 
and of seeking solutions for its problems. The junta comunal is made 
up of the elected represeltative of the corregimientos, who chairs 
it, the corregidor, v:ho is appointed by the Governor of the Province,
 
and three other residents of the corregimiento, who are also generally
 
elected.
 

The junta corrunal m&y organize neighborhood organizations 
or juntas locales wh'se m mbers are directly elected by the residents 
of each neighborhood. 'o-h the juntas comunales and juntas locales 
may form ccmmittees to resolve commrron problems of a local nature re­
lating to procuction, health, education, housing and social welfare. 

The tlunci'io: The municipio is the local government 
with jurisdiction over t.he county area and has all the characteristics 
of a true governn'ent. It possesses legislative and administrative 
functions, taxing powers and specific areas of responsibility. ihe 
municipio througih its municipal council, is primarily responsible for 
the organization and rdministration of public activities within the 
distriect, including the foririulation and implementation of develop­
rrert plans and programs within its area of jurisdiction. 

The municipal council as previously indicated, combines
 
the administrative and legislative functions of the municipal govern­
rmenit. It is r;a up of thc clected representatives and the alicalde,
 
who is the president and chief executive officer. The alcalde is
 
selected by the elected representatives from three nominees presented
 

by the governor of the province. He is appointed by the governor
 
for a period of three years and may be reappointed for an additional
 
three year period.
 

Other key officials of the municipios are the secretary,
 
the treasurer, the auditor, the engineer and Vie 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 gc-v2rnment (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 development strategies. The provincial government is headed
 
by the oovernor vho is appointed by the President and who acts as
 
his representative. 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 inistries 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 promotion of public and
 
private enterprises.
 

The constitution directs the municipios to play an active

role in economic development and in the social well-beirn 
 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 niunicipios are required to formulate their development strategy

and policies; prepare, evaluate and implement development programs

and projects; prepare and approve municipal public investment and
 
vperating budgets.
 

(2) Provision of Public Services
 

Either directly, or indirectly, through concessions
 
or special agreements with other public or private enterprises, the 
municipios are required to provide the following public services: 
potable water, swerage, drainage, power and light, gas, telephone,
transportation and refuse disposal. 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 promotinq 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, markets, 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 still 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
 
bare minimum of the public services that are required. As a result,
 
many of the services which traditionally are provided by municipios
 
such as potable water, sewerage, light, power and access roads, are
 
either not provided at all or are being provided on a limited basis
 
by national decentralized agencies with little or no local partici­
pation.
 



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 58.5% and 52.4% respectively. The estimates for 1975 in­
dicate about 51%. Areas that have experienced heavy out-migration 
are the provinces of Los Santos, Herrera and Veraguas. The Province
 
of Panama and, to a lesser degree, Socas del Toro have been the re­
cipient of the rural-urban migration. The 1970 census also revealed 
that there were 9,313 populated 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
 
limit 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 schools, 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 likely to be a trained
 
administrator. The function of the elected representatives to the
 
municipal council is primarily that of identifying prcblems within
 
their communities, 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 from the municipios of Panama, Colon and San Migue­
lito. Major sources of municipal revenues are taxes on commercial
 
and industrial activities which account for about 75%; sales and
 
rcntals 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 spectacles, 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 result of the new
 
legislation the muinicipios 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 a. ­
small at this time, the potential for the municipios increasing their 



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 responsibilities.
 

Another measure which indirectly benefits the municipios is the Central
 

Government budqetary seed-capital contributiogN to the juntas comuna­

les and the Provincial Coordinating Councils. Each junta comunal,
 

of which there are 505,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 pctenLial 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 widely 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 lor the Central Government. 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 least 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
 
set of criteria. The
transfers have been made without any rational 


resources have often been inadequate to
result has been that these 

help support an effective local government structure. The GOP is 

well aware of this and recently established a task force which 
studied tile situation and made among others, tile 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 located 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 of poor financial management on the
 
part r%-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 items in
 
the revenue picture of the municipios of La Chorrera, Santiago,

Aguadulce 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 rural infrastructure previously noted, the historical
 
level of investment has been very low.
 



3. The GOP Development Strategy
 

The long range goals of the development strategy of the
 

stated in public official documents, are
Government of Panama, as 

(1)maintain a high and
two-fold. Briefly stated, these are: 


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 stimulating increased
 
It is
production of traditionally exported goods ano services. 


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 tLat vigorous growth cannot be tied to the process of
 

import substitution with perhaps the only exception being that 
of
 

a course would entail a high socialagribusinesses. To pursue such 
the limited market that the country has to offer,cost, due to 

annual in­limiting potential growth to virtually only that of the 

crement of the population. In addition, opportunities for develop­
as, increasing the benefits of
ing economies of scale, as well 


specialization, 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.
 



(2) Improvement and Expansion of Basic Infrastructure.
 

The improvement and expansion of basic infrastruc­
ture now underway isone 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 inelectrification, transportation and
communications over the next five years. 
 Ongoing projects include:

completion of the Interamerican Highway, the hydroelectric projects
of Bayano and Fortuna, the new international airport, a fishing
port, a container port, (currently in the pre-bid stage), an oil
pipeline, and a road construction and maintenance program.
 

(3) Direct Investment inJob Creating Activities
 

Inaddition to the job-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 only created employment in the processing

phase but has had a definite and positive impact injob 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 improvinc 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) Strategy for Improving Income Distribution
 

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



(1) Increased expenditures inthose 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 orowth with wider distribution of the benefits are
 
maintained. The subdivision of the country into regions facilitates
 
the development 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 Bias 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 global policies for the development of each of these
 
regions are summarized as follows:
 

(1) Eastern Region: A policy of controlled colonization
 
and integration haseen-evwnciated for this regiona. This policy
 
reflects the need to develop the natural resources of the region
 
rationally and to direct and control the colonization process within
 
the area. Inaddition, the GOP will seek to integrate the San Blas
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area with therest of the country physically, economically and cult­
urally.
 

(2) Metropolitan Region: The global policies for this
 

region can be summarized as controlled-growth and spatial rational­

ization. These policies respond to the need to maintain a certain
 
degree of equili':rium in the development of this region relative to
 

From this
the others, particularly the Central and Western regions. 

region surpluses will be channeled into the other regions.
 

(3) Central and Western Re ions: In summary the policies
 
for these regions may be stated as the evelopment of growth and
 

areas and a greater concentration of the
service centers inthe rural 

population around 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) Inteqrated Rural Development: This policy seeks to
 
improve the quality of lie of the rural populace through an increase
 
of their incorres, increased enriloyment opportunities and their in­
corporation in the marKet ecunoy as well as an increase in agricult­
ural production. The primiary 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 area; (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 assist2nce and training; (f)the creation of productive
 
enterprises; (g)the provision of adequate economic and social in­

frastructure; and (h)improvement and strengthening of the marketing
 
system.
 

(2) Strenqtheninc Selected Growth and Service Centers:
 
The purpose of the GUP-T licy for strengthening certain selected 
semi-urban areas as grcwth and service centers responds to the need
 

for effecting a more harr..,onic growth of the different geographic 
areas of the country. ILseeks to incorporate the more marginal
 
areas into the development process by establishing and strengthening
 

in the belieflinkages between them and their nearest urban centers 
that each ,Jill conLribute more to each other's economic and social 
development when the linkages between them are strengthened. Opera­
tionally, it .nn concentrating development efforts on specific 
geographic areas to achieve greater impact rather than dispersing
 
such efforts throu(1hout the country. 



5rowth centers are defined by the GOP as those rural
towns with a r j1t-ve1y diversified economic base and with the po­
tential For a substantial increase inmanufacturing activities; also
present is the potential fcr generation surpluses which can be chan­neled into their hinterlands. David (population 44,500) inthe

Western Region and Chitr6-Los Santos (population 20,900) in the

Central Region have been selected by the GOP as growth centers.

Service centers are smaller with an economic base associated primar­ily with agricullure but seeking to provide public services, i.e.,

health, education, technical assistance and marketing, to 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 Uestern Regions are Santiago (population 27,000),

Aguadulce (Dopulation 10,000), Penonome (population 8,500), Las,

Tables (population 4,600), Son (population 6,700), Puerto Armuelles

population 14,000), La Concepci6n (population 14,200), and Boquete
(popul.tion 7,NO). Isolated on the Atlantic Coast pending the
 

completion of a road between David and Almirante, the towns of Almi­rante (population 7,700), Bocas del Toro (population 3,500), and

Changuinola (population 12,000), have been identified as 
potential

service centers. Likewise, contingent on the establishment of the
appropriate mechanisms which would effect an orderly colonization of

the Eastern Pegion, the towns of Chepo (population 9,000), and Yaviza

(population 3,000), have also been identified as potential service
 
centers.
 

Specific actions contemplated by the GOP inorder to
implement this policy include, as a 
minimum the following for these
 
areas:
 

1. the preparation of special development plans

inorder 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 'supplyof 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 entrepreneurs, as well as, upgrading of the
 
labor skills needed for industrial and commercial activities;
 

6. the establishment of special incentives for the
locaticn of manufacturing and processing industries with particular

emphasis on agribusinesses;
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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) Reqionalizina and Localizing Public Administration:

This policy responds to the need to strengthen the instituii-n-al-p­paratus of the newly created political structure whereby all levels
of governments are stimulated to participate in the integrated devel­opment 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 financial
capabilities of municipal governments, as well as, the capabilities
of the juntas comunales in the Corregimientos to participate inthe

devel oprien L process; 

3. creation of a regional information system;
 

4. strengthening of provincial and regional planning

offices;
 

5. creation of regional authorities, in particular,
the Council 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 the socio­economic develc[:niit in the area under their jurisdiction, in closecollaboration with the central oovernment. Given the present inabil­ity of the municipios to fully implement this mandate, the GOP hasdeveloped a strategy for upgrading their administrative and financialcapabilities so that they may effectively participate in the develop­
ment process of the country. 

(1) Local Developwient Goals: The strategy for localdevelopment sets forth the folTowing goals: 
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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 inthe decision making process
 
in local, regional and national development.
 

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

a. Technical Assistance and Training
 

Inorder to improve the institutional and admin­
istrative capabilities of the municipios, to effect an optimum
 
utilization of scarce human resources, and to promote increased popu­
lar participation in the decision making process, the GOP intends to
 
implement a program of technical assistance and training designed to
 
improve municipal public administration. This program will also co­
ordinate 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 inthe
 
improvement of municipal revenues and in strengthening and expanding
 
the tax base of the municipios. The GOP intends to implement a
 
research and training program which would address the following areas:
 
improvcment of municipal taxation, identification of the types and
 
magnitude of eco uic activities especially suited to municipal tax­
ation, methods and procedures for a more effective and efficient col­
lection process, imrproved criteria for establishing rates for munici­
pal services, identification of potential areas for broadening the
 
muricipal tax base.
 



c. 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 strengthening their tax base will also be 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 these resources
 
or, in the absence of private interest, the creation of municipal
 
enterprises for 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 living of the populace the following 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 Sharinq
 

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 intends 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 Prograni for Local Development
 

In order to contribute to the availability of
 
adequate funding for municipal development projects and to institu­



tionalize 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
oment and nutrition projects in the poor rural areas. 



4. Relationship 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 development 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 isdesigned to strengthen local
 
government at the county level. It reinforces a basic component of
 
the newly institutionalized political system by which local initiatives
 
are linked with central government efforts. This isaccomplished by
 
enabling municipal governments to take part in the governmental pro­
cesses of formulating, implementing and evaluating projects 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 GOP 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 sunmarized below.
 

(a) Agriculture LarketinqLoan: 

The purpose of this $6,200,000 loan, which
 
was authorized injune, 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, and related rural infrastructure investments anticipated

under the municipal development project will support and supplement 
the nationwide network. 

(b) Integrated Rural Development: 

Prior to October 31, 1976 (Interim Quarter),
the USAID expects to present a $7.0 million Integrated Rural Develop­
ment (IRD) loan project for DAEC consideration. As defined in the
 
IRR, the purpose of the IRD program will be to develop a capacity in
 
the GOP to select, plan, and execute programs to develop rural impact
 



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 sources 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
 
directiy complementary and supportive of one another since they will
 
be located in those rural areas which the GOP has singled out for
 
priority 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 loans 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
pios capability of holding people through improving the quality of
 
life.
 

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 priority basis, (1)the social integration of the population and
 
the elimination of extreme poverty, and (2) its programs of integrated
 
rural development and the expansion of agricultural production.
 

This program is consistent with these recommendations in 
that it is designed to strengthen the political, institutional, and 
economic structure of local governments. This program, coordinated 
with other related ongoing anid 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 manner within the framework of the national and regional de­
velopment strategies.
 



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.
 

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

3. More balanced growth among the different geographic re­
gions of the country.
 

This project is one of many activities, actual and proposed,

designed to contribute towards achievement of the development objectives.

The goal to i-ih-ch this project is addressed is the incorporation of
 
local government in the developmental process. 

1. Goal: Strengthen the Constitutional process by institutional­
izing the pa-rticipation of local government units to assume a larger

role for identifyinq and meeting many of the socio-economic needs-of
 
their inhaibitants in 
concert with national and regional development
 
programs.
 

The local .governret uiits referred to include those at the

provincial, nunicipio, and corregimiento levels. It is planned that

the development bud-et the Provincial
revie,'ed by Coordinating Council
which includes inputs from all three levels, will shift from a central 
governlent initiated/locally reviewed series of projects to a basically

locally initiated/centrally reviewed budget.
 

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 constitutional mandate. They are charged by the 1972Constitution with the responsibilities for promoting the development
of the areas .ithin their jurisdiction.The important thing is that 
the municipios take more initiative, increase their participation and
 
exercise more control over their own development. 

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

2. Prcect Purpose: Enhance the capabilities of rural municipios
to stiMulJ.-te pro .uci.ve activities and to develop and integrate market 
town systcrfis providing ;access for the rural poor to social services and 
to the i.-arket economy. 

It is anticipited that by the end of the project that at least 150
sub-loans to Iiunicipios will have been approved and that municipio re­venues will be at least 60% higher than in CY 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, haoever, on 
certain selected uicipios. These will be those muicipios 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 incime of the rural 
areas is approxintately 1/3 that of the Panama City-Colon metropoli­
tan area and is fairly evenly distributed throughout rural Panama. 
The GOP strategy calls for concentrztion of its development efforts 
and resources in the rmdium term in these areas with particular
emphasis on programs and projects which effectively link the sur­
rounding agricultural areas, economically and socially, with the
 
growth and servwice centers. This is to be accanplished by empha­
sizing agriculLural prcduction and by providing the necessary basic 
infrastructure and social services. The strategy 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 throughout the entire country. The Municipal Development

Program will support this strategy by strengtlhening the administra­
tive and financial capabilities of the municipios involved in these
 
programs and by providing financial resources for development
 
oriented projects.
 

3. Project OutLhuts: The project outputs deal with administrative
 
technicaFan-d fin- ci-aT capabilities which "he municipios must
 
strengthen if they are to exercise greater autonomy and control over
 
their development. The specific 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 Outputs: An effective service capability must
 
be established uitnin the ,,unicipal Development Division of the BNP
 
if the oitputs shown above are to be realized, The capacity to process
 
the sizable loan portfolio articipated and to deliver, in conjunction
 
with the cooperating GOP agencies, the required technical assistance
 
to the municinios mvst be present as should an in-house capability to
 
obtain timel> feedback on the impact of the sub-loan program. The 
specific taryets to be treated in realizing these objectives are: 

(a)staff on-board and trained,
 

(b) Technical Coordinating Committee operational, 

(c)baselin 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
ly 40 participants and 1,200 man-days.
 

(b) Municipal taxation and finances. Approximately 36
 
participants and 1,080 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
 
System
 

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

(3) Publications Program
 

Insupport of its Operation, Research, Technical Assis­
tance and Training programs, the fund is expected to produce a number
 
of publications including reports, manuals and research documents. It
 
isanticipated that the following documents would be produced as a
 
minimum during the disbursement period of the project. 



(a) Approximately 8 operating manuals in the areas of
 
credit, accounting, technical assistance, training, evaluation, sub­
loan supervision, purchasing and sub-project identification, preparation
 
and implementation.
 

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

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

(d) Evaluation and progress reports.
 

(4) Technical Assistance and Trainin To Rural Municipios
 

Inorder 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 municipal officials and personnel 
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 Programs
 

It isanticipated 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 arid the fiscal capacity of rural municipios to provide and
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productive enterprises.
 

(6) Credit Program 

The implementation of the credit program should result
 
in sub-projects with a total 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 and municipal productive enterprises.
 
The A.I.D. Loan will finance only food and nutrition projects.
 

The successful implementation of these programs will be
 
achieved ifall the contributions to the project are made in a timely
 
manner and as planned. 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:
 

Municipal Banking and Administration (60,000)
 
Short-term (60,000)
 

b. Technicians
 

Municipal Administration 	 (48,000)
 
Municipal Finance and Taxation 	 (48,000)
 
Capital Projects 	 (48,000)
 

GOP 	 $1,1.00,000 * 

1. Funds for Sub-loans 	 1,100000
 
2. Technical Personnel of Participating Agencies - -

BNP 	 1,475,000
 

1. Funds for Sub-loans 	 475,000
 
2. Funds for Operations and Equipment 	 1,000,000
 

Municipios 	 425 ,000
 

Sub-Projects Counterpart Funds 	 425,000
 

• 	The breakdown of the Panamanian contribution is illustrative; the 
total of $3 million is firm. 

"I 



Part III. Project Analyses
 

A. Technical 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 population was outside the mainstream of economic de­
velopment, the GOP also took note of the fact that in political
 
terms as well, rural Panama had only a limited voice in its own
 
development. The most significant attempt to modify this situation
 
was incorpDrated 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, prooting, and executing the political

and socio-ecunogic development within the area of its jurisdiction
 
in close collaboration with the Central Government.
 

The mechanism chosen by the GOP to help the muricipios
 
carry out this mandate is a Municipal Development Fund to be created
 
within the National Bank of Par:ama. This move represents a con­
scious decision on the part of the GOP that without sensitizing one
 
national institution to the concerns of local government, and with­
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out providing resources for their improvement, 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 cre­ation of municipal enterprises for improved income distribution
and employment 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 model 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 predom­inantly 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 assis­tance and training are reea-ded as 
key elements in a total package,

one would not be feasible without the other.
 

The GOP is well acouainted with this approach not only
with respect to Venezuela but also with similar institutions in Bo­livia, 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 constitu­tional processes. See annexed Amembassy Airgram A-140 and accom­panying Embassy memor.nCILm. 
 As detailed in the Financial Analysis
of the Natirm.al Bank of Panama, the BNP already houses organizationalentities that manae credit portfolios for livestock, industrial and
fisheries development. 
These windows were established as a result
of development loans from the IDB and the 
IBRD, and this proposed
loan from A.T.D. logically adds another window for municipal devel­opment. Institutionally, the GOP is moving toward converting a
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part of the BNP into a government development bank and adding thatservice to the bank's commercial and other activities. 

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

(1) The BNP has a distinguished record infinancing
economic development generally and has specific experience inlend­ing to municipios. 
 The BNP had granted over 20 loans to municipios
for markets, slaughterhouses, 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 intotal 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 criteria.
 

(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 De­velopment Institute model 
is its endorsement by an AID-financed
comparative evaluation study recently completed by Checchi and Com­pany (August 1975) and now distributed to all Latin American Mis­sions for conmment. The stLudy recommended an even stronger and more
aggressive development role in the rural 
areas for this type of
institution and suggested approaches to strengthen its activities
 
on the national development scene.
 

2. PrectDesiqnand Cost Estimates 

The Municipal Development Fund project is part of a 
mosaic
of AID-funded develomcrnt activities aimed at improving the quality
of life of the rural poor, increasing local political and economic
self-detcrmination, reducing dependence on the central government,
and stimulating a 
more balanced growth among the geographic regions

of the country.
 



The goal of this project, as stated earlier, isto 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 inmaking 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) lending
 

(f) technical assistance and training
 

(g) implementation
 

a. Overall Institutional Environment
 

As indicated earlier in the discussion of the Panamanian
 
adaptation of the Municipal Development Institute model, the GOP as
 
part of its municipal developiment 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 DP 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 nobie servicing units provide a made-to-order 
country returk for the irunicipios; the SNP serves as the national 
depository for .Ill municipal funds; and, it is a more cost effective 
approach since nost of the required overhead for loan servicing is
 
already inplace. Insuil, the project design opts for placing the
 
Municipal Devzlopient Fund in an existing banking institution rather 
than creating a separate independent organization as is the case in
 



all other Latin American countries where Municipal Development In­

stitutes have been established.
 

b. Organizational Design
 

The Municipal Development Fund will be organizationally
 
located in the nevwly established Municipal Development Division
 
headed by a Division Manager who will also have responsibility for
 
the management of the Fund. Itwill be one of three divisions un­
der a Vice-President for Governmental Banking who inturn 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 employees 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 the 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 operatiniq costs which includes personnel services, non­
personnel services and furniture and equipment.
 

c. Staffing
 

Instaffing the Municipal Development Division, the
 
BNP was guided by the following precepts: that there be a minimal,
 
core personnel complhment to satisfy the Fund's basic functions and
 
serve as a ceLaiytc agent fcr 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 the Division's staff be recruited from other ministries or
 
independent a~encies of the GOP through an inter-ministerial agree­
ment which nakcs such an arrangement binding; and, that most of the
 
overhead requiire;lents of the Division be satisfied by the BNP's
 
existing overhead.
 



Inthose 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 to 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 tech­nical assistance and training. 
The most relevant agencies for such
purposes are the Controller General, 
IDAAN (National Water & Sewer­age Agency), iRHE (National Power Agency), Ministry of Finance and
Treasury, Ministry of Commerce and Industry, Ministry of Agricul­tural Development, the Ministry of Public Works and the Ministry
of Health. It isanticipated that the Fund will 
cover all costs
other than salaries for the use of such external personnel. With
respect to satisfying tie 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 Organization and Staffing Patterns for the Division
are set forth inthe Administrative Arrangements section. 
 Itis
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 inmaking investments in predominantly
agricultural projects and public services and in improving municipal
administration and the revenue levels of local government generally
for their further development. 
This effort is being undertaken to
move the municipios 
 toward satisfying the socio-economic and
political needs of their inhabitants in coordination with national
and regional development programs. 
 To accomplish these objectives,
the Municipal Development Division has been assigned two major
objectives; to provice a source of loan funds to the municipiOS
for the creation ef public services and projects whose benefits will
accrue to the rural 
population living in the particular municipio;
and, to install dnd/or upgrade the administrative and technical
capacity o-' t h municipio to identify, aesign, manage projects
and their own affairs generally through the provision of training

and technical assistance,
 

Through the interaction of the Municipal Development
Division (especially the staff of the Development and Credit Depart­ments) and !,lunicipal Council, Community Councils and other entities
within the municipio or outside, a 
project is identified, approved
by the Municipal Council and forwarded through a 
credit application
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to a branch of the BNP or directly to the Municipal Development
Fund. 
 The Fund 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

development 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 personnel, by a private contractor, or by what­ever means that makes the best 
sense under the circumstances. 

a review will determine whether the project is feasible and the

Such
 

amount of technical assistance and training required to assure rea­sonably successful implementation and adequate futuve management.

The report is sent to 
the Manager of the Municipal Development Fund,
and the project is processed in accordance with funding and eligi­bility criteria of the BNP described in the Administrative Arrange­
ment Section.
 

If the project is approved, the loan 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 de­sign 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 Development 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 life of the rural population. Included in those consid­erations 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.
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Lending Strategy 

The GOP regional development strategy calls for the concentrationof its development efforts and resources in the Central and Westernregi-is of the country in which about 70% of the rural population islocated. In these regions the GOP has identified several potentialgrc wth and service centers. Within the strategy these centers havebeen selected for priority developmental attention because of thewide impact they can onhave their hinterlands. The GOP intends toplace particular emphasis on the development of these centers byemphasizing programs and projects which effectively link them eco cm­ically and socially with the surrounding agricultural areas. This isto be accomplished by emphasizing agricultural production and thenecessary related infrastructure and social services. The strategy
is based on the belief that a given level of investment for these
purposes concentrated in the aore 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 strengtheningadministrative and financial capabilities of 
the 

the miunicipios involved
in these programs and by providing financial resources for food,
rural development and nutrition projects. 
 Those sub-projects will,as their ultimate objective, contribute towards increasing the pro­ductivity and incame of the rural poor. Thus priority will be givento those sub-projects which: 

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

2. expand local or small scale rural infrastructure andutilities such as farm--to-market roads, land inProvemnt, 
energy and storage facilities4. support systems to provide services and supplies neededby fanrers, such as water, fertilizer, and i!proved seed. 

An illustrative sub-project list follows: 

1. wholesale and retail markets 
2. slaughterhouses
3. feeder road construction and maintenance
4. bridge and culvert construction and maintenance 
5. agro-industries 
6. artisan and cottage industries 
7. water supplies

8. transportation facilities

9. electric power generation and distribution 

The rural nmicipios have indicated an interest in other facilities.The GOP is therefore contributing over and above the $3 million of pro­ject counterpart an additional $1.5 million so that the Fund may haveflexibility to respond to requests, deemed priority by the rural municipiosand the Provincial Coordinating Councils, for financing for other types
of sub-projects. 
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Provisions for credit terms are treated in the Adminis­
trative Arrangements Section. 
The terms are softer than those of
the coinmercial banking sectur aid are flexible enough to take into 
account such factors as whether tho project is entirely self­
financing, repayment 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 the financial analysis section. The amounts planned

for sub-project financing during the first three years of operation
of the Ftnd total $5.7 million with $3.7 million from the AID loan 
and $2million frcm Panama. 

f. Technical Assistance and Training Desiqn
 

The potential for success of the project is obviously

increased by improving the capacity of all 
institutional entities
 
involved in it. For this reason the design of the project puts a 
great deal of emphasis on technical assistance and training. The
targets for such inputs are the BNP at the national level and the 
inunicipios at the local jevel. 

In view of th? fact that the financing of public ser­
vices at the local level and evaluating municipio projects in terms

of developmental impact represents 
new activities for the BNP, the
project provides a technical zissistance team for the staff of the 



Municipal Development 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. Complementing 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 effectively 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 similar to

those in which technical assistance will be given.
 

The detailed Project Description Section cites the

planned inputs for accomplishing the technical assistance goals of
the project expressed in man nronths. 
 With respect to training, the
anticipated ruirber of courses, seminars, observation trips, partic­
ipants, and man-days invested are enumerated. The total budget for
technical asst:nr;c arid tra4'ping amounts tc an estimated $43,360
with almost thrvc-fourthq 
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 the actual technical assis­
tance and traininq that viill 
 be going on under che project. Beyond
these costs to the Nuricipai 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 called upon to participate in project planning

and it.jplementation. 

g. Implementation Design
 

As distinguished from the Operational Design process

which deals with the evolution of a project to its approval stage,
implementation design isconcerned with the execution of the project.
 

It is anticipated that each project will be technically
supervisad by the Fund stcff, through an agreement with an appropriateagency of the GOP, or by a contract with a consulting engineer.
Procurement of consulting services or equipment and materials costing

less than $5,000 will require competitive bidding from three or more
reputable sources. Services and goods over $5,000 will be procured

through formally advertised cormpetitive 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
 
bond, 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 oo 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 consideration the environmental impact of such projects.
 

4. 	Application of Section 611 - Completion of Plans and Cost
 
Estimates
 

As pointed 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 an 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 Panama in health, agriculture, nutrition and 
cooperatives by raising the quality of the participation in planning 
of the rural represenzatives. 

Project design and cost estimates have been formulated 
through a Pmethodicai analysis of the seven (7)components of the 
project design hich in our view individually and jointly meet the 
test of soundness and logic. 



Since the project will be executed through an intermediate
credit mechanism, namely, the National Bank of Panama, the substan­tive 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-lending 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 Municipal
Development 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 theFund which are greater than the Project because the Fund is expectedto finance, with Panamanian counterpart contributions over and abovethe Project counterpart, certain facilities in the rural municipiosthat are deemed by the representatives to be priority and whichmeet the Fund's lending criteria but which may not directly developtie rural market towns' capabilities of incorporating the ruralpoor into the market economy or of providing essential social ser­vices. Nonetheless, these activities affect the Fund's financialoperations and thus should be assessed. The amount of the additio:al
contribution above the Project counterpart is $1.5 million to whichshould be added the up to $3 million contribution to maintain thelevel of Fund lending after disbursement of the Loan and the counterpart. 
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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 information up
to date at all times. Indications are, however, that the demand far
exceeds the resources 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 satis­fied 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 re­ceived any financing. The 1975 investment budget of the GOP only in­cluded about $1.2 million in projects to be executed by the municipios

or about 10% of the deinand. These project requests covered a wide
 
range of activities including education and health facilities, basic
infrastructure and productive enterprises. 
 Many of them are only
ideas, while others have been proven technically and economically
feasible. 
The potential effective demand for financial 
resources for
development projects which would be eligible for consideration by the
Fund, in 1974 amounted 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 nf Colon or Sari Miguelito. If projects amounting to
only one-third of the 1974 apparently eligible requests will be fi­nanced during the first year of the Fund operations, that would ex­ceed 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.
 

(b) 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 loans valued at $1.3 m-illion. Excluding the municipio of Panama,
which received a loan for $500,000 and the municipios of San Miguelito

and Santiago tith $!00,000 loan3 each, the average amount of these
loans was $29,000, ranging from 
 2,000 to $85,000. The loans were

used primarily for equipment purchases in construction activities for
the improveneint of social infrastructure. These included public
markets, slaughterhouses, schools, cemeteries, potable water supply,
and refuse dis'uosal. 
 The loans were for short and medium term, and
the interest rates varied from 6% 
to 13%. In each case the loan pro­



ceeds were used for the predetermined purposes, and the repayment

record has been satisfactory.
 

It should be noted that the financial resources
 
available by the BNP were on entirely commercial conditions, were

made inthe 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 amounted 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 ranging from one to three years. 
 Interest rates generally

have been 9%. Loans to the juntas comunales have required a greater

supervisory role by the BNP due to deficiencies inadministration and

accounting procedures in the preparation and implementation of projects.

The BNP has been 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 contempla4 ed sub-lending program will not consti­tute an important limiting fac 3r in the municipios' ability to under­
take new sub-projects.
 

It isestimated 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 of the program to almost $3.0 million by 1990. 
 (See Table
 
4, Financial Analysis).
 

An analysis 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

contemplated. 
 The basic reasons and underlying assumptions are as
 
follows:
 



(1) Revenues: The current revenues of rural muni­
cipios have grown at an 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 itwas 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 intaxation 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 period; and at the annual rate of 10% during the 1986-1990
 
period.
 

(2) Current Expenditures: Historically current
 
expenditures have averag-e 71.0% 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 1990. This results in an average growth rate
 
of 15.8%.
 

(3) Current Savings: Current savings during the
 
past four years (1970-'74T--e 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%. Inthe 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 pub-cdebt was incluedin the analysis and
 
projected out to 1979. By that time all existing debt should be re­
paid according to the terms of these loans.
 

(5) Available resources for Investment and Additional 
Debt Servic in: The resources available for investment and additional 
debt servicing is the difference between current savings and the amount 
required to service the existing outstanding 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 limit the level of capital expenditures to the resources available 
after covering their current expenditures and servicing the existing
debt. The other extreme would be to leverage the available resources 
by debc financing -all of their investments. However, the interest of
this project isnot to substitute existing ieveIs of investment but to 
be additive. Therefore in determining the additional debt service 
capacity of the m-unicipies, existing levels of capital expenditures 
were taken into account.
 



(6) Capital Expenditures: 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 ina growth rate of 17% annually and an
 
average ratio of 18.1% of current revenues.
 

Based on the above assumptions, revenues are expect­
ed to triple by 1980 to about $20.4 million and to increase by almost
 
ten times to $66.1 million by 1990. The annual rate of growth will

be increasing at a decreasing rate but will average 15.2% per year

during the 1975-190 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 76v 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 investment and debt servicing beginning in 1980.
 
Assuming that the investment to be financed from the municipios'

own resources average 75% 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. 
 Ineach
 
year during this period debt service capacity exceeds the resources
 
required for servicing the sub-loans.
 



Comparison Between Historical and Projected
 
Growth Rates and Ratios Used in
 

Determining the Debt Service Capacity of Rural Municipios
 

A. Current Revenues
 

1. Average annual growth rate 


B. Current Expenditures
 

1. Average annual growth rate 


2. As % of revenues 


C. Current Savings
 

1. Average annual growth rate 

2. As % of revenues 


D. Available for Investment and
 
additional Debt Financing
 

1. Average annual growth rate 

2. As % of revenues 


E. Capital Expenditures
 

1. Average annual growth rate 

2. As % of available resources
 

for investment and addi­
tional debt servicing 


3. As % of revenues 


Historical 

(1970-74) 

19.8% 


13.9% 


77.0% 


42.0% 

22.9% 


31.% 

18.3% 


23.0% 


77.5% 

14.2% 


Projections
 

1975-1980: 20%
 
1981-1985: 15%
 
1986-1990: 10%
 
1975-1990: 15.2%
 

1975-1990: 15.8%
 
1975-1980: 80%
 
1981-1990: 75%
 
1975-1990: 75.8%
 

1975-1990: 13.7%
 
1975-1990: 24.2%
 

1975-1990: 16.9%
 
1975-1990: 24.2%
 

1975-1990: 17.0%
 

1975-1990: 75.0%
 
1975-1990: 18.1%
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PROJECTION OF DEBT SERVICE CAPACITY OF THE RURAL MUNICIPIOS IN PANAMA
 

($000) 

1970 1971 9121974 j1976 197890 

Current Revenues 

Less: Current Expenditures 

Current Savings 

Less: Service of Existing 

3.318 

2,796 

523 

55 

4,000 

3,134 

861 

129 

4,551 

3,607 

944 

114 

6,003 

4,792 

1,211 

1 

6,839 

4,706 

2,133 

7464 

8,207 

6,565 

1,641 

9,848 

7,878 

1,970 

11,818 

9,454 

2,364 

14,181. 

11,345 

2,836 

17,017 

13,614, 

3,403 

20.420 

"16,336 

r4,084 

Debt 54 47 22 7 5 
Available resources forcapital expenditures and 

additional ebt servicing 

468 733 830 1,100 1,387 1,587 1,922 2,342 2,829 3,398 4,084 

Capital Expenditures 

Additional Debt Service 

Capacity 

434 

34 

562 

170 

745 

85 

759 

341 

1.001 

386 

1,191 

397 

1.442 

481 

1,756 

585 

- 2,122 

707 

2.549 

850 

3,063 

1,021 

Additional resources re­quired for debt servic­ing under this program 
39 14o 235 487 957 

Note: Figures for 1970-74 
re historical data; 
1975-1990 are projected according to the following criteria:
 
(I) Current revenues are projected to increase at the rate of 209X 
per annum through 1980; 15/ during the 
1981-85 period and 1Ofor 1986-1990.
 
(2) Current expenditures are calculated at 80% of current revenues 
through 1980 and 75% during the 
1981-90 period.

(3) C.3pital expenditures computed at 
the rate of 75% of the availability for investment and additional debt service during the 9 1
1 75- 990 period.
 



198! i982 1983 1984 1985 1986 I 1988 19891+ 1 

Current Revenues 23,460 27,005 31,057 35,715 41,073 45,180 49,698 54,668 60,135 "66148 

Less: Current Expenditures 17,595 20,254 23,293 26,786 30,805 33,835. 37,274 41,001. 45,101 -49,611 

Current Savings 5,865 6,751 7,764 8,929 10,268. 11,295 12,425. 13,667 15,034 16,537 

Less: Service of Existing 

Debt 
- -. 

Available resources for 
capital expenditures and 
additional debt servicing 

5,865 6,751 7,764 8,929 10,268 i1,295 12,425 13,667 15,034 16,537 

Lapital Expenditures 4,399 5,063 5,823 6,697 7,701 8,471 9,318 10,250. 11,275 12.403 

Additional Debt Service 

Capacity 
1,466. 1,688 1,941 2,232 2,567. 2,824 3,106 3,417 3,758 4,134. 

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

1,321. 1,591 1,864 2,146 2,441 2,640. 2,631 2,568 2,689 2,896 



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 m3naged in surh a way as to provide reasonable assurance of
 
sound Fund 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 Bank,
 
thereby hindering its rate of earnings and restraining the expected growl::
 
of the Fund? The discussion that follows addresses these questions.
 

The Bank's historical financial record provides a good indicator
 
of the quality of its management. As can be seen in Table 8, the Bank h-s
 
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 adhering to them has been good.
 

The ten-year projcctions 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 throuI
 
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 million which amounts to $3 million spread over the 1979-1982
 
period, and are so indicated inTable 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 i934.
 

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 '.7'" in 1980, and rising slowly to 2.5% by 1984.
 
See Tables I 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 t
 

Fund, see Table No. I, since the AID loan and counterpart funds to co'/2;
 
technical assistance and operating costs are donated and appear in thn
 
capital reserve account. This will put the Fund in an excellent positI;'
 
to obtain long-term debt financing in the future to expand its operationr
 
or to incur contingent liabilities for quarcritie, it night provide for
 
loans obtained directly by municipios fro,, othrtr lendcr,.
 

A unique feature of thi ,roj.: t , discussed earlier i , 
reflected in the financial projections,. T, hu; t n cent intends LO 
operate with a minimum of direct-hire ,t.tf : r .eavily on non­
reimbursed technical inputs fro" .rticia - ,;', of the govern'.er; 
The financial significa'ce of thi, polic, s.,4)rcii ;an be seen by th 
very low ratio of personnel co,t. as i pc; ent'.,'- ,an portfolio. Scu 
Tables I and ',. In 1976, it is all unuu'all, h oq iccausc lending ha­
just begun, falls sharply to 4.6V in 1977 and sti t$ at about 3.07,
 
during the 1980s.
 

b. Recurrent 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 has agreed to provide
 
its contributions ;n order to help capitalize the new fund. Therefore,
 
although determination of the operating budget size may rest with the BNF'
 
management, availability of funds to cover the budgeted program will be
 
assured.
 

Proj -ccions of operating costs are shown in Table 5. They 
include costs of personnel, non-personnel services and equipment for all 
of the divisions or Programs within the Divisionl. The projections were 
prepared by the AID/BNP task force and are considered adequate ond realistic. 
The BNP has agreed to cover the arounts projected and, as stated above, 
will provide whatever 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 approximotely $1,000,000 during the
 

http:govern'.er


three-year projected period to cover projected 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 plan is as follows in thousands of
 

dollars:
 

Total % 

AID 4,000 47.0
 

Banco Nacional 1,500 18.0
 

GOP 2,000 23.0
 

Municipios 1,000 12.0
 

8,500 100.0
 

Of 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 AID 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 income of the rural poor through 
such means as stimulation of small, labor-intensive enterprises in 
rural towns; improvement of marketing facilities and system; 
expansion of local or smallscale rural infrastructure and utilities 
such as farm-to-market roads, land ixhprovenent, 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 then 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, deaned priority by the rural 
Nunicipios and the Provincial Coordinating Councils, for financing 
other types of projects. 



Fund' ELEMENTS 	 T.ta. 


A. 	Sub-loans $7,236 


B. 	Administration 293. 


Fund Management 	 161 

Legal Advisor. 38 

Evaluation and
 

Research 76 

Training 18 


C. 	Develcment Program 319 

(Technical Assistance
 
and Training to
 
Municipios)
 

Dept., of Development 98 

-Technical Assistance 108 

Training 113 


D. Credit Proqra , 	 221 


Dept. of Credit 81 
Loan Branch 85 
Loan Supervision 55 

E. 	 Operation Program '.l 

F. 	 Technical Assistance 
to the Fund 264 

G. 	 Furniture Fixtures 
E Uip. 66 

TOTAL 	 J8j.)00 

MUN AID GOP BNP 

_.o00 3,736 2,000 500 

. 9 

161 
38 

76 
18 

319 

98 
.108 
113 

221 

81 
85 
55 

101 

264 

,6 

1.000. 4,000 2.000 1,500 



The estimated disbursement sclhedule for each source of
 

funds is 
set forth below in thousands of dollars.
 

075 197 
 1977 1978-

AID 
 48 1127 2089 736
 

Banco Nacional 119 
 268 278 835
 

GOP 
 324 894 782
 

Municipios 
 322 400 
 278
 

167 2041 
 2631
 

d. Summary Opinion
 

,* Inconclusion, the operation of the Municipal Development Fund,

from the financial polht of view, presents the following results:
 

(I) The rate of return on 
the Fund's capital reaches, in the
final years of the projection period, an average level of 2.5%, per year.
The modest level is characteristic of development oriented credit institu­
ti ns.
 

(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,
Itwill represent sound management and financial viability that will help

to attract additiona.l capital 
from other sources.
 

t 
 (3) The Fund will work initially without liabilities, since

:the government will assume the repayment of the A.I.D. loan. 
 Therefore,
the institution will 
be able to contract medium and long-term loans from
local 
or foreign sources to expand ,its lending program as deemed necessary.
 

(4) The Cash Flow projections, as well as the income state­merit, indicate that the Fund wi-11 have sufficient operating capital 
to
 
ca.rry.out its program as pJanned.
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TABLE No. I
 

FONDO DE DESARROLLO MUNICIPAL
 
Projected Condensed Balance Sheet ($000)


As of December 31,
 

.1975 1976 197 1978 
 1980 1981 
 1982 198398
 

ASSETS
 

Cash and Cash Items 
 -" 39 
 140 235 487 
 957 1321 1591 
 1864 2116
 
Portfolio 
 -- 1324 4257 
 6415 7780 
 8836 9633 10221 10672 11150
 
Fixed Assets 
 41 58 61 
 66 66 75 
 91 111 111 113
 

Less: Accrued Depreciation 
 6 14 22 31 40 
 50 60 
 70 82
 
Total Assets 
 41 444 §. :M02 2E28 W2
1qM 1186 15 


LIABILITIES 

......
 

CAPITAL 
 41 1415 
 444 6402 
 9828 186 
 2
 

Notes
 

1. No liabilities projected; however, there may be at a given time minor amounts, i.e., 
accounts and salaries payable.
2. The AID loan will be repaid by the GOP.

3. 
The GOP, AID,and BNP contributions are treated as capital contributions.
 



TABLE No- 2 

FONDO DE DESARROLLO HUNICIPAL 
Projected Income Statement 

For the Year Ending Dec. 31 _ 
(000) 

1975 1976 1977 1978 1980 1981 1982 198 

Income 

Commissions - 13 29 22 15 15 15 15 16 18 
Interest On Subloans - 26 111 213 337 498 603 664 708 742 
Total Income 39 140 235 352 513 618 679 724 76 

Operating Expenses L/ 

Credit Department 32 96 112 147 153 161 168 176 184 193 
Administration Department 21 61 61 67 70 73 77 81 85 89 
Technical Assistance-Fund 53 139 103 11 12 12 13 13 14 15 
Technical Assistance - Municipios 20 82 88 105 110 115 121 127 133 139 
Depreciation
Total Operating Expenses 126 

6 
384 

8 
372 

8 
338 

9 
354 

9 
370 

10 
389 

10 
407 

11 
427 

11 

Net Income or (Loss) (126) (345) (232) (103) ( 2) 143 229 272 297 313 

Note: No bad loans or reserve provision 

j/ See Tables 6 and 7 for detailed expenditures 



TABLE No. 3 

FONDO DE DESARROLLO MUNICIPAL 
Cash Flow Statement 

For the Year Ending Dec. 31 
(000) 

1976 M.zZ 1978 1980 1901 1982 1984 

Cash Available at Beginning of Year 39 140 235 487 957 1321 1591 1864 

Source of Cash 

Commissions 1/
Subloan Interest receiptsCa it26 r t
Capital Contributions 

13 
13 

29 
2921115 

22 

213 

15 

337 

15 

498 

15 
51603 

Is 

664 16708 18742 

GOP 
AID 
BNP 

Subloan Principal Repayments 

Total Sources 

48 
119 

167 

324 
1127 
268 

178 

894 
2089
278 

344.0 

782 
736
835 

2728 

1265 

345 
ill1.5 

2332 

1013 

370 
4 . 
135 

2827 

444 

543 

395 

703 

3216 

179 

417 

912 

3508 

416 

1140 

3871 

438 

1386 

448 

Cash Disbursements 
Assets 2/ 
Subloans Disbursed 
Operating Expenses 
Credit Department /
Administrative Department 4/ 
Technical Assistance - Fund 
Technical Assista'ce - Municiplos 

Total Disbursements -

Cash Available End of Year " 

41 

32 
21 
53 
20 

167 

-0-

17 
1324 

96 
61 
139 
82 

1719 

39 

3 
2933 

112 
61 

103 
88 

3300 

140 

5 
2158 

147 
67 
1i 

105 

2493 

235 

-

153 
70 
12 

110 

1845 

487 

9 

1500 
161 
73 
12 
115 

1870 

957 

16 

1500 
168 
77 
13 

121 

1895 

132i 

20 

1500 
176 
81 
13 

127 

1917 

151 

1591 
184 
85 
14 

133 

2007 

1864 

2 

1864 
193 
89 
15 

139 

2302 

2146 

I/ i Charge on Face Value OtEach Subloan 
il Vehicles, Furniture and Eqikment 

Feasibility Studies and Loan upervision 
4! Fund Manager. Legal Advisor, E%'%,.tion and Other Admin. Costs. 



TALE.No. 4. 
Page I of 2FONDO DE DESARROLLO INICIPAL P of.2 

Projected Loan Portfolio (000) 
For the Year Ending Dec. 31, 19__ 

1976 177 .1978 1980 1981 1982 181 1984 18 

New Loans During Indicated Years 

Contributions 
GOP 
AID 
BNP 

Funds Generated 
Total New Loans 

324 
1000 

-

1324 

894 
2000 

-
39 

2933 

782 
736 
500 
140 

2158 

1265 

235 
1500 

1013 

487 
1500 

543 

957 
1500 

179 

1321 
1500 

1591 
1591 

1864 
1864 

2146 
2146 

Total Loan Portfolio - End of Year 

Balance 
Add: New Loans 
Less: Collection of Principal 
Total End of Year Portfolio 

-
1324 

-

1324 

1324 
2933 
-

4257 

4257 
2158 
-

6415 

6415 
1500 
135 

7780 

-7780 
1500 
444 
8836 

8836 
1500 
703 
9633 

9633 
1500 
912 

10221 

10221 
1591 
1140 
10672 

10672 
1864 
1386 

11150 

11150 
2146 
1652 

11644 

Funds Generated 

Commissions 
Interest 
Collection of Principal 

Total Funds Generated 

13 
26 
-

39 

29 
111 

-

140 

22 
213 

-

235 

15 
337 
135 

487 

15 
498 
444 

957 

15 
603 
703 

1321 

15 
664 
912 

1591 

16 
708 
1140 

1864 

18 
742 
1386 

2146 

22 
767 
1652 

244il' 

Assumptions: 
I. Loans will be for an average of 10 years, 2-1/2 year principal grace period.
2. Interest at k. during grace period and 8% thereafter. 
3. One time charge of 1% as commission fee. 
4. No bad loans. 

V+ 



TABLE No. 4Page 2 of 2 
FONDO DE DESARROLLO MUNICIPAL 2 - . 

Projected Loan Portfolio ($000) 
For the Year Ending Dec. 31, 19 

18 197 1988 1989 ME 221 

New Loans Dur., Indicated Years: 

Contributions 
GOP 
AID 
BNP 

Funds Generated 
Total New Loas 

2441 
24l1 

2640 
2640 

2631 
2631 

2568 
2568 

2689 
2689 

2896 
2896 

Total Loan PF-:fol io - End of Year: 

Balance 
Add: New Loa-s 

11644 
2441 

12255 
2640 

13105 
2631 

14058 
2568 

14898 
2689 

15727 
2896 

Less: Colle-:w' of Principal 1830 1790 1678 1728 1860 2008 
End of Year Ea'arce 12255 13105 14058 14898 15727 16615 

Funds Generate-

Cormi ss ions 25 27 26 26 27 29 
interest 785 814 864 935 1009 1073 
Collection c- - ncipal 1830 1790 1679 1728 1860 2008 

Total Funds -t-e'ated 2640 2631 2568 2689 2896 3110 



FONDO DE DESARROLLO MUNICIPAL 
Projections of Operating Costs 

For the Year Ending Dec. 31, 19 
($00) 

TABLE No. 5 

Banco Nacional 

Current Expenditures 

Personnel Services 
Non-Personnel Services 

Sub-Total 

]7 

51,510 
26,660 

78.i70 

1976 

179,035 
71,600 

250.635 

1977 

196,800 
77,930 

274.730 

1978 

248,315 
81,495 

329.810 

260,730 
84,755 

345.485 

1980 

273,765 
88,145 

361.910 

1981 

287,455 
91,670 

379.125 

1982 

301,830 
95,340 

397.170 

1983 

316,920 
99,155 

416.075 

1984 

332,765 
103,125 

435,890 

Capital Expenditures 

Vehicles, Furniture & Fixtures 

Total 

41,145 

119,315 

17,425 

268,060 

2,670 

277.400 

5,415 

335225 

490 

3AJ,2Z5 

8,500 

370.410 

16,000 

395,125 

20,000 

417.170 

---

416.075 

2,350 

438,240 

AID - Loan 

Technical Assistance to the Fund /48,000 127,000 89,000 ..................... 

Grand Total 167315 395,060 366,400 33522 345,975 370,410 395.125 417.170 416.075 438.240 



FONDO i)E ? SAPEJO'LLO !MUNI CI PAL 
Table 6 

Projected Operatinq Cost 

Loan Disbursement Period 
($00) 

1975-1978 

1. PERSONNEL SERVICES 
1975 1976 1977 1978 

Direct Hire Personnel 
Temporary Hire Personnel 
Bonus 
Representation Allowance 
Social Security-Employer Contribution 
Education Insurance 
Professional Risk Insurance 

43,000 
--

3,605 
500 

3,785 
555 
65 

142,500 
9,010 
11,875 
1,200 

12,490 
1,800 

160 

157,500 
9,010 
13,125 
1,200 

13,800 
1,985 

180 

201,000 
9,010 
16,750 
1,200 

17,600 
2,535 

220 

2. NON-PE4RSONNEL SERVICES 

51,510 179,035 196,800 248,315 

Per Diem 
Training 
Gas & Oil 
Repairs & Maintenance - Vehicles 
Un iforms 
Office Supplies 
Printing & Reproduction 
Depreciation - Vehicles 
Depreciation - Furnitures 
Repair & Maintenance - Equipment 
Insurance 
Insurance - Vehicles 
Cleaning Supplies 
Communications & Utilities 
Postage 
Rent 
Miscellaneous 

2,300 
6,600 
1,500 

750 
290 

2,175 
3,500 

--

--

--

--

--

625 
350 
250 

7,500 
820 

10,480 
3,700 
5,880 
1,800 

65 
9,130 
9,000 
4,525 

995 
815 
300 

1,200 
1,500 
900 
360 

18,000 
2,950 

11,280 
3,700 
5,880 
2,160 

40 
10,670 
10,000 
7,275 
1,165. 
930 
300 

1,200 
1,500 
900 
360 

18,000 
2,570 

13,140 
3,700 
6,000 
2,880 

120 
13,050 
8,000 
7,275 
1,300 
1,040 
300 

1,200 
1,500 
900 
360 

18,000 
2,730 

3. TECHNICAL ASSISTANCE (Consultants) 
26,660 
48,000 

71,600 
127,000 

77,930 
89,000 

81,495 

Total Operating Costs 126,170 3295810 
, 



63 

Table No. 7 

FONDO DE DESARROLLO MUNICIPAL 

PROJECTED ,COSTS OF OPERATION BY PROGRAMS AND SUB-PROGRAMS 

FOR YEARS .1975 - 1978 
($00) 

Total 
19751976 1977 1978 Tta 

A. Administration Program 38,590 Z25 8,110 95,015 29-'>0, 

Sub-Pro_qrams 

Funds Management 25,900 45,200 44,185 46,025 161l, ', 
Legal Consultation - 10,580' 10,380 16,945 37, ",% 
Evaluation & Research 6,090 13,035 28,845 28,345 76,315 
Training 6,600 3,700 3,700 3,700 17,700 

B. Development Proram ,68 89,860 88,9 106 460 318.L9.iO 

Sub-Programs 

Development Directorate 18,495 26,000 26,095 27,635 98,225 
Technical Assistance to 

the Municipio 8,380 26,485 31,285 41,250 107,400 
Training 6,805 37,375 31,530 37,575 113,285 

C. Credit Program 4, 56270 78,290 22 3! 

Sub-Procrams 

Credit Directorate 16,275 21,050 21,050 22,120 80,495 
Loan Branch 7,905 22,410 21,970 32,380 8h,(Cf 
Loan Supervision - 18,235 13,250 23,790 55,27 

D. Operation Proram 14,725 32,030 32150 44,145 123,00 

E. Technical Assistance to 56,140 13,906 01,960 11,315 308,/375 
the Fund 

TOTAL 167,315 395,060 366,400 335,225 1,264,,00 

Less: Fixed Assets. 41,000 17,000 3,000 5,000 66,o00 

Total Operating Costs 126 315 378,060 363,400 330,225 1,198,0,00 

(/t 



Table No. 8 

BANCO NACIONAL DE PANAMA 

Condensed Balance Sheet 

As of Dec. 31, 19 

1071 1972 

Assets 

Cash 
Credit Portfolio 
Net Fixed Assets 
Contingency Assets IMF 

29,770 
86,511 
2,650 
11,996 

94,569 
120,942 
2,795 
12,097 

49,029 
148,502 
3,354 
12,148 

Other Assets 5;761 5,896 6,0 

Total Assets 136,688 206.299 219834 

Liabilities 

Sight Deposits 
Savings & Time Deposits 
Liabilities - IMF 
Loans - External Banks 
Loans international Org. 

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

IOP.586 
35,972 
13,864 
16,375 
3,626 

115,602 
38,733 
14,936 
11,426 
3,426 

Other Liabilities 7,736 12,484 .18,116 

Total Liabilities 122.307 190,907 202,239 

Principal Reserves 

Principal 
Principal Reserves 

12,011 
2,370 

12,511 14,011 

Total Capital & Reserves 14,381 15,392 17,595 

Total Liabilities, Capital & Reserves 136,688 20299.9 21_834 

Source: Bunco Nacio,41 dq P~nama. 



T a '- 1 . (*. 

EA!:Cra {,.C I ": DE PANAtIA 

Co,,,-iv Profit a:;d Loss Statement 

For the year ended Dec. 31,. 
(ou 's) 

1971 9 1973 

Revenues 

Commissions 

Interest Earned 

Other Revenues 

Total Revenues 

861 

6,215 

553 

7,629 

1,322 

8,337 

571 

10,230 

1,955 

11,660 

640 

14.255 

Expenditures 

Administrative Expenditure 

Operating Expenditures 

Total Expenditures 

3,863 

2 

6,677 

4,536 

3,929 

8,465. 

5,262 

6,59 

11,861 

Net Profit 1765W 

Source: Banco National de Panama 



TABLE No. 10 

BANCO NACIONAL DE PANAMA 
Projected Income Statement 

For the Year Ending Dec. 31, 19_ 
($000) 

1974 1976 Mz 19LB im W 1981 1982 1198 

Operating Revenues 

Interest Earned 
Commissions 
Other Revenues 

Total Revenues 

14,051 
1,825 

621 

16,497 

16,825 
2,197 

772 

19,794 

18,056 
2,336 
850 

21,.2'! 

19,193 
2,484 

903 

22,580 

20,393 
2,639 
960 

23,992 

21,922 
2,837 
1.032 

25,791 

23,328 
3,019 
1.098 

27,445 

24,572 
3,180 
I.156 

28,908 

25,720 
3,328 
,211 

30,259 

26,878 
3,478 
1.265 

31,621 

28,207 
3,650 
1.328 

33j185 

Expenditures 

Administrative Expenditures 
Operating Expenditures 
Depreciation 

Total Expenditures 

5.557 
9,805 

703 

16,065 

6,512 
11,350 

744 

18,606 

7,948 
10,469 

969 

19,386 

8,287 
10,915 
1,011 

20,213 

8,641 
11,382 
1,054 

21,077 

9,204 
12,122 
1,122 

22,448 

9,645 
12,703 
1,176 

23,524 

10,063 
13.254 
1227 

24,544 

10,435 
13.745 
1272 

25,452 

10,804 
14,230 
1317 

26,351 

11,234 
14,796 
1370 

27,400 

Net Profit 432 1.188 1.86 2.367 2.915 3.343 3921 4.364 4,807 5.270 5.78§ 

Note:,: Does not Include contributions to cover operating costs of the Fondo de Desarrollo Municipal 

Source: Banco Naclonal de Panama 



TABLE No. 11
 

BANCO NACIONAL DE PANAMA 
Projected Balance Sheet ($000) 

As of Dec. 31, 19_ 

Assets 1974 1976 1978 7 1980 1981 1982 1983 1984 
Cash and Bank Drafts 
Local and External Banks 
Remittances in Transit 
Credit Portfolio & Invest. 
Net Fixed Assets 
Cotingency Assets IFM 
Deferred Assets & Other Assets 

15,345 
48,724 
5,301 

190,398 
4,159 
14,400 
3,568 

15.840 
50,598 
5,407 

197,941 
4,242 
14,400 
3,639 

17,478 
52,683 
5,677 

206,235 
4,454 
14,400 
3,822 

19,831 
53,314 
6,018 

215,035
4,721 
14,400 
4.051 

22,966 
55,186 
6,439 

224,227
5,C2 

14,40C 
4,334 

26,8Ou 
56,921 
6,954 

238,806
5,455 

14,400 
4.681 

31,533 
60,000 
7,580 

261,378
5,947 

14,400 
5.102 

37,091 
64,641 
8,338 

272,716
6,542 

14,400 
5.612 

43,554 
68,641 
9,255 

282,795
7,261 

14,400 
6 21n 

51,039 
72,280 
10,365 

292,7958,132 

14,400 
A.97R 

59.724 
78,667 
11,713 

304,4519,190 

14,400 
7 RR. 

Total Assets 281.895 292,167 304.749 317,370 332,604 354,017 385,940 409,340 432,136 455,989 486-029 

Liabilities 

Sight Deposits 
Term Deposits 
Obligations-External Banks 

-Internal Banks 
Contingent Liabilities 

Deferred Liabilities & Other 

107,804 
90,412 
8,004 
5,006 
35,117 

109,672 
93,014 
8,164 
9,106 
35,117 

114,435 
97,665 
8,573 
9,106 

35,117 

120,385 
100,317 
9,087 
9,106 
35,117 

125,205 
105,772 
9,723 
9,106 

35,117 

136,548 
110,000 
10,501 
9,106 
35,117 

149,114 
122,400 
11,446 
9,106 

35,117 

156,873 
130,000 
12,591 
9,106 
35,117 

162,193 
138,219 
13,976 
9,106 

35,117 

167,282 
146,325 
15,653 
9,106 
35,117 

175,000 
156,325 
17,688 
9,106 

35.117 

Liabilities 17,711 18,065 18,968 20,106 21,514 23,235 25,326 27,858 30,923 34,634 39,136 
Total Liabilities 264,054 273,138 283,864 294,118 306,437 324,507 352,509 371,545 389,534 408,117 432,372 

Principal and Reserves 

Principal 
Principal and Reserves 

14,011 
3,830 

14,011 
5,018 

14,011 
6,874 

14,011 
9,241 

14,011 
.12,156 

14,011 
15,499 

14,011 
19,420 

14,011 
23,784 

14,011 
28,591 

14,011 
33,861 

14,011 
39,646 

Total Principal 17,841 19,029 20,885 23,252 26,167 29,510 33,431 37,795 42,602 47,872 53,657 
Total Liabilities and Principal 281.895 292,167 304.749 317.370 332.604 354.017 385.940 409.340 432.136 455,989 486.029 

Note: Does not include contributions to Fondo de Desarrollo Municipal 

Source: Banco Naclonal de Panama 



BANCO NACIONAL DE PANAIMA 
Table No. 12 

Prolected Statement of Application of Funds 

For the year ended Dec. 31,i. 

($000) 

Funds will be provided by: 

operations:
Profit per Income Statement 
Add Depreciation 

Term Deposits 
Loans - Banks & International 

Organizations 

Total Funds Provided 

22i 

1,188 
744 

2,602 
4,260 

8,794 

12Z6 

1,856 
969 

4,651 
408 

7.884 

2,367 
iO'l 
2,652 
515 

6,545 

1978 

2,915 
1,054 
5,455 

636 

10 0 

i2m 

3.343 
1,122 
4,228 

778 

9.471 

1980 

3,921 
1,176 

12,400 
945 

18,442 

1981 

4,364 
1,227 
7,600 
1,145 

14,336 

1982 

4,807 
1,272 
8,219 
1.385 

25,68 

1983 

5,270 
1,317 
8,106 
1,677 

16,370 

1984 

5,785 
1,370 
10,000 
2,035 

19, 190 

Funds will be applied to: 

Credit Portfolio & Investments 
Fixed Assets 

Total Funds Applied 

7,543 
827 

8,370 

8,294 
1,181 

9475 

8,800 

1 28 

0078 

9,193 
1385 

10578 

14,578 
1525 

16,103 

22,573 
1 

24241 

11,338 
1,822 

13,160 

10,079 
9 

12,070 

10,000 
2182,4 

12,188 

11,656 

14.084 

increase (decrease) in Working Capital 424 (Ia51 (2j.3) (z518) (6.632) "176 663.613 . 106 

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

Source: Banco Nacional de Panama. 
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with their local government units in local development programs to
 
improve their economic 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 level 
for some time. Representatives of the corregimientos and municipios 
have been putting increasing pressure on the central govecnment 
authorities to give them more decision-making pcwer and the financial 
and technical wherewithal to carry out their own development prograrms 
(coordinated with regional and national program). Itseems safe to 
assume that the local action agents (the municipal officials) will
 
respond positively and inmediately to the financial and technical
 
resources provided by the project, for which they have been waiting
 
for years.
 

By utilizing the existing local 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 consist of a positively modified role of
 
the local leadership in its financial and technical capacity to change
 
many of the e{cenomric conditions in their rnunicipio. The institution 
will remain structurally the same but the leadership function will 
improve in clharaL:teh. 

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

Motivation to participate on the part of local government
 
leaders isassured since it is they who have been asking for this
 
type of assistance and the initiation of irojects under their leader­
ship %-ill undoubtedly be berieficial to them politically and socially. 
The inhabitants will need no prompting to ut:ilize 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
erably from one project to anolter. Although some projects will 
benefit primarily hcark(t tow;n dellers and others will benefit primarily 
farm dwellers, it is anticipated that all projects will produce direct 
or indirect benefits for both groups - both of which can be called rural
 
poor.
 

Public participation in the sense of paying for the ben­
efits (repaying the loans) wray be both direct and indirect. For
 
instance, some projects will be supported entirely by user charges
 
whereas others such as roads, will be supported by general revenues.
 



in either case, the local beneficiaries will be supporting the
 

projects themsel yes.
 

d. Participation of Women
 

Since attaining equal legal and political status with
men in 1940, women can and are voting, being elected to political
office and occupying public positions in both the executive and

judicial branches of government.
 

There are now 31 elected female Representatives, of a
total of 505. They participate actively in the Provincial Coordi­nating Councils, Municipal Councils, and in the Juntas Comunales.
By so doing. they are able to advocate women's interests in terms
of involwvment in and benefits from economic and social development.
 

Women occupy important public positions, including oneprovincial governor and a vice minister. On the municipal levelwomen are serving as treasurers, accountants, Council secretaries and
other' adinistrative and technical positions.
 

In summary, women are not left out of the politicalprocess nor political organization of Panama and, therefore, haveconsiderable opportunity to influence the nature of sub-projects
financed byIthe loan Program toand benefit from them. 

e. Obstacles to Project Implementation 

Implicit in the project design is a substantial increase
of decision-making po',ver at the local 
level. This responds to the
growing aspirations of local government leaders to exercise more
control over public sector resources that spent withinare theirpolitical -jurisdiction. Central gover'nment officials have resisted
a shift to'.ards such local level control, frequently citing as jus­tification a lack of adinistrative and technical capability of the
wunicipal organization. The pioject addresses this weakness through
technical assistanc., training and the provision 
 for technical partic­ipation of centr ,l governnit ogencies at the Provirncial and locallevels. Neverthuless, we must expect to see a certain amount ofresistance to the "locali;,ation" trend exhibited by central governmento,;c1is. Th Fund staff and othr program supporters must be alertto this potc.ntial problem and seek ways to mrinijlize its adverseconsequences. Fortunately., the trend toward more local level decision­making is strongly supported in the 1972 Constitution. 

2. Spread Effects 

A multiplier effect 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
 



cases extend to the rural areas serviced by the sub-project creating

additional employment and increased consumption; and sub-project
 
will be expanded later creating greater benefits.
 

To achieve significant diffusion of benefits to additional
 
beneficiaries, there is very little that the beneficiaries them­
selves have to do in order to'receive the benefits. This is an
 
•important feature of this project. The potential beneficiaries do 
not have to learn anything new or be conditioned in any special way
to relate to the projects or to oe receptive of their benefits. The 
projects will, for the most part, be traditional activities with 
which the peopie are already familiar in concept but have lacked 
for inadequate resources. 

3. Sociol Consejences and Benefit Incidence 

a. Ps olooicaI Conse0.i nc e 

Based on evidence accumulated from the ongoing coinunity
development programs conducted by thc government, we anticipate a 
noticcable increase of self-confidence on the part of the local 
leade;rs and oth:'cr who id.1iLify w.ith the successful execution of sub­
projects. Although their actual depcndence on central government
agoncies will be only harqinally red,;ced by these projects, it is 
huped i.ha, they will reinforce th self-help concept and lead to 
other local initidtives. 

b. Benefit Incidence within the Comiiuinity 

The local political leaders (corregidores and alcaldes)

will undoubtedly benefit directly from the project in that, by
delivering and controlling investments in th-ir communities, their 
social standij ,,ill increase and their political influence will 
probably expc,,d. The extent to vhilich this phenomenon will be bene­
ficial Cr det-imental to the target pepulation can only be deter­
rined on a c-,se by case basis. But, since those leaders seem, on 
the whole, to sincerely 'ep'resent the interests of their constituents, 
it. can be p.csuri.d that thle results will be largely beneficial. 

Ant icipatd benefits of the projects identified for 
-upportin the first st,-.r!Es of the irogri will accrue entirely to 

rural dwellers'. Many are productive type ente'rprises that will em­
ploy local Ij-3r. Other irCjcc ts will provide r.ich needed services 
such as potahle water, .c,..ra- s',,steiqs, marl:,ets , electric systems,
housing. ry tuie nature of proj.,ts conLemplatcd, the strategy in­
h.-rent in ihe program becoimes &,pparent. On the ne hand, employment
generating proje(:cts are proposed Lhat will have a direct positive
income effect through increased employment and availability of low­
er-priced consumer good,. On the other hand, projects are proposed
that will provide pubiic services to a portion of the population 



virtually 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, tiat 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. Each sub-project request will be
 
analyzed by the Fund from this point of view to insure agdiiist 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 are-as 
of the market
 
town can be expected as a result of employment opportunities and 
better living conditions in the town. Since the towns and their 
surrounding faring areas are in close proximity, this movement 
wo, ld not be undesirable. It mirtht represent a healthy labor mobil­
ity within a lin:ite,' geographic irea that would contribute to its
economic develcp:;ient. In addition, because of t.he wide dispersion
of 3hepopukltion in the rural areas, it is extremely costly to
provid e th.;i, with minimum basic services. By plomotircg increaszed 
rurai concentra-'ion or the popuiwviun, this projecI ;ould make it
possible for these rural d.ellers to have itncreasf,.d access to these 
set-vices which should lead to an improvement in their standard of
 
living.
 

On the other hand, it is hoped that the project, in
 
concert with other GOP rural development efforts, will help to stem 
the migration from the rural 
areas of Panama to the metropolitan,

canal oricnted sector. 
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D. Economic Analysis
 

1. Project Impact
 

There is an urgent need for long-term low-interest credit to
finance productive public investment at the municipio level. 
 The
availability of such credit will result inhigher absolute and relative
levels of investment. Priority will be given to projects with demon­strated ability 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 munic­ipal revenues in excess of current operating expenditures or by capitaA
transfers from the central government. Funds for investment purposes,
not only have been limited involume, 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
 
programs at the municipio level.
 

The lack of an adequate institutional basis for providing assis­tance to the municipios, financial as well 
as technical, results in
economic and social 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 imple­mentation 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 ser­vices, 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 its obligations under the Loan are a
fuinction of tile general health of the economy 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 inmeeting its obligations.
 



a. Economic Growth Trends
 

During the 1960's,.the Panamanian economy, as measured
by the Gross Domestic Product, 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 short­run, Panama must overcome the same problems that are present inmiostnon-oil producing developing countries, i.e. the tripling of oil prices.
sharp increases in the prices of other imports, failure of prices of
primary export products to keep pace with import prices, and lower ripurchasing power of the lower and widdle income groups as a result oi
inflation. 
 The GOP is well aware of the situation and has launched
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 activityi
and to increase the country's foreign exchange earning capacity, the
subsidization of small farmers and of small 
and medium size manufacturiK.,
establishments producing non-traditional exports, agricultural settle­
merit programs, special incentive measures to encourage export diversi­fication, 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. C-ntral Government Fin.nces 

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 production
and sales taxes increased at an annual 
rate of 14.4%.
 

These substantial increases in 
tax col1ections were made possibl
by improvements in tax administration, as well as by a number of revenue measures enacted in 
recent years. 
 In 1970, the rates of personal and
corporate ircome taxes were consolidated and increased, and reforms it,
tax administration were introduced. 
Another package in 1972 raised
excise and import duties on liquor arid cigarettes and increased the tax
on gasoline. tNeasures taken in 1I74 included a new tax on beverages and
additional ad:-inistrative measures 
to close loopholes in the income tax
such as the inposition of penalty and interest charges on income tax in
arrears. 
 Also, the method of urban property valuation was changed so
that the highest value among market price, property registry price,cadastral value would be applied. changes were made in rural 
and 

But no 

taxation, which provides only an estimated $350,000 in 

land
 
revenues. In
addition, a significant tax increase on banana exports was 
introduced
 

in June of 1974.
 

f
 



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
ordinary 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 still dominates the public sectors.
Over 60% of public sector expenditures were made by the Central Govern­ment in 1974, either on its 
own account or through transfers to the public

agencies.
 

The gr)wth 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 productive sectors
(housing, health, education, and agriculture); and (b)public invest­ment (along with private investment) played a
major role in the growth
of GDP in recent years. Most important, an increasing share of the
higher investm,ent expenditures is being earmarked for the economic andsocial development of the interior of the country, especially the poor­
er provinces.
 

Investment outlays by the Central Government, inclusive of
capital tvansfers, increased from $41.5 million 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 inthe years of substantial revenue increases. 
 The potential savings
from the revenue effort were substantially reduced by the rise in
ordinary expenditures. Consequently, less than 50.0% of Central Govern­ment capital expenditures were financed out of savings during 1970-74.
Seventy five percent of the borrowing came from foreign sources while
the importance of domestic borrowing was substantially less than ire
 
previous years.
 

Commercial 
sources constituted 72% of foreign borrowing during
1970-74. Official foreign loans (IBRD, 
IDB and AID and Exim-Bank)
amounted to $107.6 million during the five year period. 
Gross borrow­ing of foreign conmiercial funds ranged between $40 and $45 million during1970-72 and increased to $65 million in 1973 (largely to finance the
purchase of a 
foreign public utility company). As a result, the Central
Government's extcrnal public debt increased from $104.8 million in 1969
to $353.9 million in 1974, or at an average annual compound rate of 28%.
The total public debt (external plus domestic) increased from $238.7
 



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 Central 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 Pa'ments 

The balance of payments on current account has experienced a
 
growing deficit over the past four years, increasing 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 1971; and (2)less rapid growth in the balance of non­
factor services and Canal Zone services, which were not sufficient
 
to offset the inccreases in the comnmercial deficit.
 

Net capital inflow in the form of direct private investment,

long-term loans 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 balance of payments

is unique. Capital flows are often more indepcndent than current 
account flows. Changes in the banking system's assets and liabilities 
are relatively autonomous, rather than the balancing item they are
 
inmany 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 receipts from 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 perforr.dance, they tended to influence it. Net receipts
from the Canal Zone covered 41.7% of the current i:ccount deficit of the 
country with the rest of the world in 1974, as against 69.6% in 1970 
and 61.1% in 1960. While 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 of payments.
banking sector, which was The
largely limited to domestic operations
prior to 1970, developed into a booming regional financial 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 1970
and to an estimated $250.0 million in 1974.
 
Because most of the banks are commercial banks Panama has
not yet benefited fully from its growth as a regional financial center.
While there is ample short term credit, there is 
a lack of long term
credit, especially for agriculture related infrastructure and the
public sector. 
Thus, many investments for rural
financed with short term credit. 

development are being
While insurance companies and savings
and loan associations have also expanded rapidly in 
recent years, they
are still small in comparison with the commercial banking system.
 
The virtually unconstrained growth of the banking system and
the substantial expansion of credit havePanama's increasing dependence 

caused some concern abouton volatile,The rapid increase short term capital flows.in foreign deposits could be matched by an equallyrapid outflow)! even as ? result of a temporary lossforeign depositors. of confidence byOn balance, however,a positive effect on the financial system has hademployment andexception real growth in Panama.of rural development With theand the public sector, there is littleunrequited demand for long-term loans in Panama.
ment banks and The official invest­other public entities would benefit if the Government
could tap the growing liquidity of the banking system for long term
lending.
 

In summary, the balance of payments outlook and debt service
capacity of the Government 
will 

are good. The long-term nature of the loanserve to improve Panama's debt structure. Interest paymentsduring the grace period will be marginal in relation to the currentdebt service ratio and well within the capacity of the Government to
service. 
 The long run 
economic prospects are 
even more favorable with
the large copper mines coming on stream along with container port, oilpipeline and increasing Canal participation. 
 The prospects for the
repayment of the loan are excellent.
 

U 



Part IV. Implementation Plannitn. 

A. Implementation Plan
 

1. Organization of Fund
 

a. Loan Implementation Procedures
 

Assuming loan authorization by September 30, 1975, the
 

Loan Agreement should be signed and the first Implementation Letter
 

issued by October 30, 1975. It is expected that the first disburse­

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 1976, 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 selected according to
 
established procedures of the BNP. The Manager of the Fund will
 
nominate personnel, the DepaLrment 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 runicipal Development Fund. Since his appointment,
 
he and other key NP personnel have been working full time in design­
ing the Project. Currently, he is nominating persons to fill key
 
positions within he organization.
 

c. Office Facilities and Equipmnt 

The GNP has selected ample office space for the Fund in
 
a building near the BNP headquarters and is currently refurbishing
 
the facilities. Furniture, Fixtures, equipment and vehicles have
 
been budgeted for purchase in November 1975. Additicnal purchases 
are programmed during the next 3 years to facilitate the growth in 
Fund programs. Total costs over the three year life of the project 
are estimated to be about $70,000 - furniture and fixtures $17,000, 

ihequipment $13,000, and vehicles $40,000. All purchases will be made
 
by the Purchasing Department of the BNP.
 



d. Staff Training
 
To institutionalize the Fund within the Bank, the staff
must be equipped with the necessary skills to implement Fund programs.
For this reason, funds are budgeted for training during the life of
the Project. 
 Inaddition, the Fund will seek scholarships for its
staff for short term training from international organizations and
foreign governments which offer courses related to Fund programs and
objectives. 
 Appropriate courses at the University of Panama and the
Office of National Training will also be utilized.
 

(1) Pre-Project Training 

InMay 1975 the newly appointed Manager of the Fund,
as well as other key officials of the BNP went to Costa Rica for 5
days under U,"AID sponsorship to observe the operations of the Insti­tute of Municipal Development 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 seminars with BNP per­sonnel 
as well 
as key personnel from other national agencies in
charge of municipal assistance programs.
municipal development, local 
These seminars covered


finance administration, planning, rural development, local
r'ecnional plannirn and the kinds of technicalassistance likely to be required for Panamanian rural municipios.
 
These seminars uncovered a signifiCant group ofofficials in GOP agencies representing excellent potential 
sources
of technical assistance but who previously had been inhibited in
discharging their responsibilities towards the municipios essentially
for lack of a coordinating mechanism.
financial 
 In addition to the significant
resources to be made available, the coordinating and plan..
ning functions of the Fund were viewed by them as adding important
ingredients to vitalize the assistance programs of their agencies to
the municipios.
 

InSeptember 1975 USAID will grant fund a two week

observation tour to Colombia and Venezuela for key BNP personnel,
including the Vice-President 
Manager of the Fund, 

for Government . evelopment Banking,Chief of the Fund thethe Fund Development Section. Credit Section and Chief of
The group will observe the operation
of municipal deelopment institutions in these countries.
 

(2) Quarterly Evaluation Sessions 

The Evaluation Plan specifies that quarterly sessions

will be held by the Fund beginning inMarch 1976 to evaluate the tech­rical assistance, training and sub-loan programs in order to assist
managenient in spotting problem areas and bottlenecks in the execution
 



of the Project. These sessions w 11 be used also as learning and
 
training instruments for the staff and will be held during the
 
lifetime 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 is scheduled for June 1976 and the second for June 1977.
 

(4) Short-Term and Long-Term Partic;pant Training
 

The Fund with the assistance of the National Train­
ing Office, plans to seek scholarships from international organizations
 
and foreign governments for selected personnel to take short term
 
training outside of Panama in subjects related to the Fund's municipal
 
development 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 ourses related to the Fund's various programs. In addition,
 
the Fund plans to send selected personnel to attend 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 rnanual 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 other publications 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
 

p... 



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 No­vember 1975 and subsequent sessions will be held every 6 months
 
thereafter.
 

(2) Fund Technical Coordinatin Committee
 

The Manager of the Fund will call the first meet­ing of the Municipal Technical Coordinating Committee not later
than November 1975 and subsequent sessions will be held every month
thereafter. Representatives of the following Ministries are mem­bers: 
 Ministry of Planning and Economic Policy, Ministry of Housing,
Ministry of Government and Justice and other national institutionswhich have municipal technical assistance programs.
 

(3) Attendance at Provincial Coordinating Council
 
tIrIgs 

The Manager of the Fund or his representative willattend as many of the monthly meetings as reasonably possible of
each of the 9 Provincial Coordinating Councils. 
Mr. Jaime Simons,
who was appointed inMay 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 Corregiinientos inOctober of 1974, the Minister of Planning and
Economic Policy announced the proposed creation of the Fund. Itaroused great interest from the representatives. Applications(informal) have been received throughout the year by the Ministry
of Planning. 
 The formal request for the Loan includes a request
that otherwise eligible sub-loans may be reimbursed even thoughmade prior to the signing of the Loan Agreement. Itwould increase
interest in the Fund and enLance the Governments relations with themunicipios if a few clearly eligible sub-loans could be made beforeOctober 11, 1975. 

The President of the SNP in the fall of 1975 will inauguratethe opening of the Municipal Development Fund with representationfrom various government institutions, governors, alcaldes and other

invited guests.
 



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 life of the
 
Project. Inaddition, the Fund's programs will be explained to the
 
manargers of all the LNP 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 and sub-project
 
management will also include a municipal revenue improvement plan.
 
The design of the first phase of the technical assistance program
 
will begin inNovember 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.
 

Upon complction 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 inJanuary 1977. Some 171
 
man months intechnical assistance is tentatively planned over the
 
life of the Project.
 

4. Training of Rural Municipal Officials and Employees
 

InNovember 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 inthe administration of municipal finances, taxes, projects,

and public services will begin inApril 1976 and will be conducted 
by the Fund with assistance from 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 life of the Project for the purpose of training 
mayors, municipal councilmen, treasurers, auditors, council secretaries 
and engineers. 



5. Credit Program
 

The Fund will begin in the fall of 1975 to target those
rural municipios which appear to be capable of managing sub-loans
and to encourage them to submit loan applications for apparently
eligible projects. In addition, the Fund will consider credit for
eligible sub-projects that rural municipios already have on the
drawing boards.
 

6. Technical Assistance to 
the Fund
 
To improve operations and to develop technical assistance
and training expertise in 
new areas, the Fund plans to contract
technicians and various short-term advisors with A.I.D. Loan funds
up to an amount of $264,000. 
The Fund, in September 1975, will
commence contracting with advisors acceptable to A.I.D. to provide
technical assistance financed under the Loan. 
The principal advisor
should be on board before January 1976. Subsequently, the advisors
and technicians will render technical assistance to the Fund in
on-the-job training in specialized operational 
areas, preparation
of operating manuals, 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 areas deemed necessary by the Manager of the Fund.
 

7. Reseai ch
 

Shortly after the arrival of the contract advisors and
technicians, the Fund, with the assistance of the contractors, will
design a research program based on 
the knowledge requirements to
support Fund programs. 
 The program design will be completed in April
1976 and work will begin in May 1976. 
 This program will continue
through the life of the Project.
 

8. Publications 

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

preparation will Operating manual
 
August 1976. 

begin in November 1975 and publication will be by
Preparation of training manuals will begin inApril
1976 and publication will be by September 1976.
 

9. Evaluation
 

Annual program evaluations 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 Track­ing 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 muni­cipios as well 
as measuring the impact of specific sub-projects on

the target population.
 

Inaddition, the above mentioned evaluation instruments

will be used to assist the Fund inconducting more frequent project
reviews, beginning inMarch 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 Project inOctober 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
administration, it is not considcred necessary for the USAID to
IAnUitor the engirering, financial and economic soundness of sub­projects by ferm,0l1y participating in the sub-loan approval process.Sub-lending criteria are spelled ('Ut in sufficient detail to provideguidance to the Fund management as to project acceptability whichwill insure that the sub-loans reach the rural 
poor both in terms of
sub-borrower (i.e. smaller. poorer !iunicipios) and of sub-projectswhich benefit the target population. However, the Mission represen­
tative will receive a copy of each sub-loan application for his
information and wil 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 toconfer maximum benefits to the rural poor and to ensure that thesub-loans will not be concentrated in a few larqe roiects. 

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

USAID will receive periodic Fund financial and progress re­ports as well as the results of quarterly Project reviews. Further­more, itwill participate with the Fund ina joint annual Project

evaluation.
 



Theabove discussed approval requirements, reports and Project
reviews will provide the USAID with sufficient information to adequate­
ly monitor the project.
 

B. Operating Procedures for Sub-Loans
 

a. Sub-lending criteria of the Fund
 

The following criteria have been 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

perforied 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 techoical assis­
tance and training components which should contribute to improved

municipal administration as well 
as project execution.
 

(6) The Lunicipio 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.
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LenXding Strategy 

The GOP regional development strategy calls for the concentrationof its development efforts and resources in the Central and Western

regions of the country in 
 which about 70% of the rural population it;

located. In these regions the GOP has identified several potential

growth and service centers. Within the strategy these centers 
havebeen selected for priority developrental 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 econn­
ically and socially with the surrounding agricultural areas. This is
 
to be accrplished 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 wili
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 ievelopment and nutrition projects. 
 Those sub-projects will, 
as their ultimate objective, contribute towards increasing the pro­
ductivity and inccre of the rural poor. 
 Thus priority will be given

to those sub-projects which:
 

1. 	 stimulate labor-intensive enterprises
2. 	 improve marketinq facilities and systens 

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: 

1. 	 wholesale and retail markets 
2. 	 slaughterhouses 
3. 	 feeder road construction and maintenance 
4. 	 bridge and culvert construction and maintenance 
5. 	 agro-industries 
6. 	 artisan and cottage industries 
7. 	 water supplies 
8. transportation facilities 
9. 	 electric pcwer generation and distribution 

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 :equests, 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
 

The Fund has established maximum interest rates,
grace periods, and maximum repayment periods as components of its
credit policy. 
The amount of credit to finance a sub-project will
depend upon the degree to which the project is self-financing, the
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%.
total In any case, the
amount of credit cannot 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-loan 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 of 4% 
on sub-loans 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 considered inthe 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 to 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, ifnecessary.
 

c. Sublending Procedures
 

The following isthe process of sub-loan approval:
 

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

(2) The Municipal Council discusses proposed sub-projects

and gives formal permission 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 assistance 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 interms of local, regional and national de­
velopment priorities, needed feasibility studies, and needed tech­
nical assistance and training and a formal recommendation ismade.
 

(5) The application, with the recommendation of the
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Provincial Coordinating Council issubmitted by the Alcalde to the
Credit Department of the Fund for project analysis. 
 Ifthe 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 in­puts from participating agencies, as necessary. 
If the sub-project

is not acceptable, the loan process ends here.
 

(6) The project is resubmitted to the Fund with accom­panying studies. 
 An in depth analysis ismade of the loan application
by the Credit Department and necessary technical assistance and train­ing 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. 
 Ifthe
sub-project meots 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
 
loan document.
 

The first disbursement of the sub-loan will 
occur after
the fulfillment of any pre-conditions set 
forth in the loan contract.
The Fund will continue to supervise the administration of the loan in
order to 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 loan financed project
with the Fund. 
 Ineither case a formal agreement between the Fund

and the municipio will be required.
 

In the event that the municipio takes the initiative and re­quests the assistance, this request should include as d minimum the
following information: (a)general information abo't the municipio,
such as, name, location, population; (b)description of the constraints
which the techrnical assistance will address; (c)scope and period of
the assistance; and (d)municipio support, in terms of personnel,
office space, transportation, supplies and other logistic support.
 

I.. 



The request will be analyzed by the Fund inorder 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 oublic 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 for, and the technical assistance
 
to be provided; (c)counterpart contributions by the municipio; (d)

the duration of 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 provided 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 following: (a)field observations or the implementation of the 
recoiuendations; (b) dialogue with municipal officials to clarify 
concepts aod resolve problems; (c) exdmination if the technical 
assistance being provided is in fact removing the constraints itis 
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. r
 

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 mnunicipio inorder to reasonably assure
 
effective use of sub-loan funds, and
 

(b) when it is required as a result of other GOP develop­
ment programs inwhich the minicipios have a role to play.
 

Inthe 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 inclose col­laboration with the National Training Center of the Ministry of Plan­ning 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 Participating2
Agencies
 

As stated in the purpose of this Project, the municipal
development program will create for the first time in Panama a 
sys­tematic, sustained and adequately financed mechanism for improving
the administrative and financial capabilities of rural municipios
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 of 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 development­al projects, technical assistance and training.
 

The Borrower will be the Government of Panama, which will
contribute the loan 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. SupplementaryAgencies
 

Currently, there are three ministries with the legal 
res­ponsibility for providing specialized technical assistance to the mu­



nicipios. These are the Ministry of Planning and Economic Policy,

the Ministry of Government and Justice and the Ministry of Housing.

These ministries have withintheir 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
 

Inaddition, 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 incommunities with a population inexcess 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
 
juntas 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
 

2 ­
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construction and operation of slaughterhouses and public markets,

and providing potable water facilities for rural communities with
 
populations under 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 providing 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 different ministries and agencies and with the BNP are of a
 
varied nature and occur at different levels. They include:
 

(a) Legal. A draft execut-ng decreee has been prepared
 
as a pre-condition for disbursements of the A.I.D. loan, which will
 
legal-ly obligate the ministries and agencies with reldted programs
 
to coordinate them effectively with the Municipal Development Program
 
of the BNP.
 

(b) Administrative. An advisory council and a technical
 
coordinating committee wil) 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 BNP.
 

(c) Project Approval Process. The project approval pro­
cess makes use of the constitutioiYl1yestablished mechanism the
 
Provincial Coordinating Council, 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, administrative 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 common endeavors.
 

/r.
 



Inaddition, 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 located 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 supervises 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 inthe administrative hierarchy

of the BNP isas 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 conduct 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 link 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.
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(e) Prepares periodic reports about the.activities
 
of the Fund as directed by the President of BNP.
 

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

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

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

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

iThe 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 necessary by the Manager of the Fund.
 

Department of Development
 

(a) Programs and administers the Funds technical
 
assistance and training programs inorder 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 inthe 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 inorder 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.
 



Evaluation and Research Section
 

(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 delegate, 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.
 
Inaddition, itwill make recommendations concerning credit policies
 
and procedures.
 

Internal 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 inthe 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 Advisory Council and Technical Coordinating Committee
 
are to be 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.
 

Itwill review the Fund's operations and make further re­
commendations. Itwill 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 management, project analysis and evaluation, which can be
 
used to support the implementation of the Municipal Development Fund

Project. 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 all public funds as well as a commercial and
 
development bank. In the latter capacity, it has several windows:
 
industrial development, livestock development, and fisheries develop­
ment. These windows were started as 
a result of development loans
 
from IDB, IBRD, respectively. This loan will add another 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 20 loans to municipios

for markets, slaughterhouses, roads, water systems, schools, etc.;

nine loans have been granted to Community 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 administration. The resources relating to the BNP
 
expertis1 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 other 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.
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C. Evaluation Plan
 

1. Information Evaluation 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 im­pact 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 inorder to assure effective administration. USAID will
grant finance 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 prioritizatien 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 sub­project 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
 

Inorder 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 natioiial 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 ina rural municipio. For needs to be trans­
lated into action, the financial and administrative capacity and
 
interest of local government and conunity organizations must be
 
found to be adequate. Inthis 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 inassessing 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 list 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 mentionied 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

admir,istration and administration of public services.
 



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 tne administration, impact, equity and financial viability

of projects. 
 This includes an early warning system of difficulties
 
and a method of utilizing a maximum of community resources, manage­
ment and control.
 

To keep the data collection and analysis cost to a

minimum, itwill 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 inevery municipio to which credit has been

extended collects simple but standardized data of several types.

First, there will be the need 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 likely 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
 
itwill 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. Inaddition, 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
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bottlenecks in the execution of the project. Evaluation instruments
 
such as the Logical Framework Matrix and the Planned Performance
 
Tracking Network Chart will be used to measure goals, purposes and
 
outputs against verifiable indicators, in addition to measuring
 
actual versus planned project performance. 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-projects on the target population.
 

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

(1) Development Role
 

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

(2) Institutional Progress
 

Isthe Fund a well-run and self-sustaining institution?
 
Have the financial projections described inthe Project Paper been
 
achieved? Has the Fund provided or facilitated delivery of the ex­
pected types and amounts of financial and technical assistance to
 
the rural municipios? Have the Fund's policies, regulations and
 
directives been developed and utilized as described inthe Project
 
Paper? Has the Fund's professional 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 equipped 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 municipios in planning long range capital improvements programs?
 
Has the Fund's Municipal Revenue Improvement Program been successful
 
in increasing local revenues to the degree expected? Have municipio
 
investments arid savings increased significantly? What improvements
 



inmunicipal 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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Closssifculion 

TO THE PfROPOSED PROGRAM AND TO TEE GERENCIA.
 

5. SUB-LEND.IG PROGRAM: THE CAP SHOULD ESTABLISH MUNICIPAL
 
Do"AND FO-. T'li . SUE5-,P "JECTS TO BE FI,'-!' C:-D UN!:R THE PROGRAM
 
At;L) SHOULU CNJTAIN A ; ILLUSTF.ATIVE SU'-P;DJECT LIST DISCUSSI:G 
EACH ?OJ7CT I'L TER;. OF PRO'3RA,'I PUiP,,)(!?S AND THE ANTICIPATED 
SU73-PFOjFT Al.)EFI2AES;THE LATT: i 1E A,.ZGREGATEDA'i. SHOULD 
IN,,O A DEF1ITTION OG . PROGRA1'S A,:WT GROUP. 1:1' PARTICULAR, 
THE S-,TS ,'D .E FOCUS-"D ON TH;F PURPOS OF -,ARKET 
0; D?1C', ,":'T ('.F.- PRIORITY REKLDCE TO THEIR EFFECTIVENESS 
AS AG S, CEl-.3) AD THEIR INTEGRATION WITH THEIR 
HI:'TE-1'.LD3, g2-L. hINO CRITERIA ScO[.'LD BE ELARORATED IN THE 
CA? 1 ,', THE SIGNIFICANCE OF THE: PdIORITY REGIONS. 
T"'E T".:- SU,-L.q9T;G SFOULD ALSO i ELABORATED INCLUDING 
AWY ,!:,N'*-,?ROVJSTON FOR GRANT SURSiDIE-; WHICH SHiOULD FLOW 
FRO THE Fl..11NCIAL At"'.LYSIS. TUE LOAN DESIGN SHOULD PROVIDE 
FO>? TH PART O PROJECT RZ',URC.-S BEING ALLOCATED TO THE 
I.,SS- D7' ;.'PD .YJ.,T TO'4NS 1VHICH N!- -T TEE SUB-LENDING CRITERIA 
I!; ORD',-.P D T.. 4PSORPTIN OF A DISROPORTIOl'ATEP HE 
SH:' RE OF .7-:.,1iiCT R D J i7-CES 1Y }ELATIVE'LY LARGE RU:YAL CENTERS 
SUCH: AS O.'OJ 2HOST i-':ECTIVE'.SS AS AqR1C.LTURE SERVICE 
CENTERS iS ALREADY ESTABLISHED. TH' CAP S-OUL I,.2CUSSTHE 
ROE OF" ::1 .ISSIOKI !N SU3-POjT-CT REVI-I.-, AND APPRHOVAL. 
'P-SS-ILI . ITCLI!F;-. APPROVAL OF SUBPROJECTS IN EXCESS OF AN 
APPRODPI.iT 0'INIUl LEVEL. 

6. FINPICIAL ANALYSIS: THE FINANCIAL ANALYSIS SHOULD BE PREPARED 
ON THREE LEV£LS U:DH'RLYI3G ASSUIPTIONS CLEARLY.'IT- STATED: 

(A) T'E7HDEBT .P0NT CAPA.CITY OF" !URJICIP.LITIES SHOULD 
RE A;.,LYU& i; SU I.:T D1,PTA TO ESTA'. ISH T'AT THE UNICIPALITIES 
ti!"'Hi'- " .. RE I'U.--CES Y'IL). ACTjA.LLY fiE FOCUj'2'L), HAVE THE 

CAPA.I i i'.' PAY. :-1', i-7 THE :-JOR TA/>'T.T OF n2iOc,.S 
(THE piP' ZR A'.;'Y IF-S) r.:':C RFP':UNTCi PI-S SS I,;.'FFICIlET 'Y:IENT 
CAPACITY, Y'.- INT:t_:SIVE REVIE'., SHOULD FOCUS 0!; ALTE.%",ATIVES INCLUD­
It:i PiOVI T FO PitRTIAL G?:. AND LI:.:ITI,G SUB-PROJECTS 
FO SUC' i .iPAL:Ti.:S TO THO.::Z .*HIC) AM:* -EI:U--E:;RATING. 

",S:.JU:--H... :;G :RATiGE",T i":OP W4ITH 'OFI'NICIPALITIES
 
5$<OJLD E ,,.::C,ILED A:,O POSS.3ILITIEFC; CF ALLOC.TIY:; SUCH 

FIJN'DS IN StjLcPRT OF THE P2OGRAt", SHOULD BJ DISCUSSED. 

(5) 7'.,L YEAR ? ,,-CTIONS SHOULD rI. PREPARED FOH,: THE FO.DO 
S. F.U.-TEl TAS'LISHD IN TJ Il:. OP -r:ATI :G COST 

P:-OJLC"I.C;T S11OULD iE EXTE.DD 'F,0 Af .-AST TWO YEA S DEYOND 
TXE FI,'.L Y.AP OF AI)DOA' DIs..lSEv7NT z AND S)OULD INCLUDE THE 
F'ANCiNC 3 F I;T R-I .STITUT10:' L AP R A t!3'%ENT S 

• :.h . .,. "
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P;,.ZE 4 STATE r-',CC3,j 	 U, CLAS IFIED 
Clcssification 

(C) THE CAP SHOULD ESTABLISH THE REPAYMENT CAPACITY OF THE 
E0RnRO'.''ER, THE BOP. 

7. 	 PERNIIE"NT FUID: USAID SHOULD NEGOTIP.TE ANAGP~Er-E:JT TO THEEFFECT THAT THE LEVEL OF SU3-L r " Dl AFTER THE FL AL YEAR OF A.I.D.
DISBU :7T T ',,ILL BE ;"AI :T",Ii;LD AT LEAST AT THE P:''ROXI':ATE 
LEVEL OF L'G DIRI-" THE PERIOD OF AID LOANI DI.3URSEENT.

SI NIL. 7 LY, THI- AE..T THOULD PROVIDE THAT ANY TECH 'ICAL
ASSISTACICE t :T.'FbS OF THE GERENCIA BE ASSUMED BY THE BORROWER OR
GOP. 

8. 	 DI , P.,F",.-, P1".RIO! : THE DAEC CONCLUDED THAT A FOUR-YEAR

D ,s,U. 
I.'!T PE::IOD PPPEA.S NOT EI _CESARY SINCE SUB-LENDING

ACTIVITY 'ILL ;.T .EGIN UNTIL APPFRXICATZLY THE BE.3IPINING OF ,cY 	 97-S. FINA!!CIs FOR- TECHNfICAL ASSISTANCE DURI:S THE START-Up
PERIOD ELI.I.,NI,; I EDI-'TELY AND UNTIL THE LOAN CAN DISBURSE 
SHOULD BE ?ROVIDED "fTI.)UGH GRANT FUNDS. 

9. 	 EALU.TION PLAN: T1F. CAP 	 SPOULD CONTAIN AN EVALUATION PLA. ,ITH
THE 	 LOA. ?ROVIDi5 THE ! .FUrDIG FOR A UAL EVALUATIO:,S AS NCESAY.
THE PLAN SHOULD CO',TI:, TARGETS AND PROGRESS It.DICPTORS AS
WELL A" T"':-' .ASELINE DATA '.WHICH PROVIDE A POII:T OF REFERENCE FOR
i,1-ASUR I.G PrOG7."-. PLANING ASSU'PTIONS SHOULD BE ACCOMPANIED 
BY VERIFI'.3LE INDICATORS.
 

I0. TXF r-c SUGGESTS THAT THE LOAN TITLE READ "INTEGRATED RURAL
DVELOP, *..,T/-URAL MUNICIPALITIES" TO REFLECT MORE APPROPRIATELY 
THE 	 PURPOS.S OF THE PROJECT. 

11. ROLF OF .O:'Z: AS ,I-OUIPED BY SECTION 113 OF THE FAA,
TIHF CAP S,5-,UL.D DFSCRIBiE THE ROLE OF !,,*E' IN THE PROJECT AS
AGENTS A'D AS :NF't:EFICIiRI ".S. THE CAP SHOULD ANALYZE THE EFFECTS 
OF THE PRO'',JWECT IN THOSE TERNS. 

12. TDY S-ISTA':CE FOR CAP PREPARATION W,'ILL BE DISCUSSED IN 
A SEPARATE IESSAGE. 
KISSIGER 

08s1MM 	 UNCLASSIFIED 

... .I u '.0.. .. 
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Exhibit I/ 
D E C FE T 0 No. 

(De du de 1975)
 

Por el cuaIl :u promueve el desarrollo de 

los Municipios. 

uso de sus faculta-
El Presidente de la RepOblica, en 


des constitucionales,
 

DECRETA 

Fondo de Desarrollo Municipal establecido en el 
Banco
 

ArtIculo lo. El 

Consejo Consultivo cuyas
Nacional de Panama tendra un 


seran las siguientes:
funciones 


Banco Nacional politicas
a) Recomendar al Fondo y al 


y actividades de financiamiento, cooperacion y ca­

personal de los Municipios;
pacitaci6n del 


informes

b) Examinar y hacer recomendaciones sobre los 


que le sorneta a su consideraciOn la Gerencia del 

Fondo sobre las actividades del mismo; y
 

c) Servir de med;o de comunicaciOn entre los municipios
 
Fondo sobre las ne­e instituciones estatales y el 


cesidades de financiamiento, cooperaciOn tecnica y
 

de capacitaci&n de personal que tengan los Municipios.
 

Artt.cuo 2o. El Consejo Consultivo del Fondo estara integrado asi:
 

Gerente General del Banco Nacional, quien lo
a) El 

presidi ra;
 

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


c) El Ministro de Planificaci6n y Politica Econbmica 
o
 

su delegado;
 

Ministro de Vivienda o su delegado, y
d) El 


la Asamblea Nacional de Represen­e) El Presidente de 

tantes de Corregimientos.
 

f) Dos representantes de los Municipios que seran elegidos
 

por los Alcaldes Municipales entre ellos, por 
perlodo
 

de dos afos y mediante convocatoria que hara 
el gobierno.
 

en ]a realizaci6n
3o. Todos los organismos pOblicos deberan cooperarArticulo 

dc los projrarias de asistencia tecnica y financiera a los Munici­

fin de que dichos programas so ejecu­
pios -,'
Asociaciones de Muricipios con el 


Ler, de n.reca oportuna y eficaz.
 



ARTICULO 4o Para coordinar ]as labores quo llevan a cabo otros organis­
mos poblicos en materia de asistencia tetnica y financiera
 

a los Muricipios, crease el Comit6 Tecnico'de Coordinacibn Municipal que
 
estara integrado asl:
 

a) 	El Director del Departamento de Asesorta / CoordinaciOn
 
de Gobiernos Locales del Ministerio de PlanificaciOn y
 
Politica EconOmica, quien lo presidira;
 

b) 	El Director del Departamentx de Planificacibn de Centros
 
Urbanos del Ministerio de Vivienda;
 

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

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

e) 	El Director de Auditorla Municipal de la Contralorta
 
General de la Repobl ica;
 

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

A este Comite podran ser invitados otros funcionarios en raz6n de
 
los temas de trabajos de coordinaci6n que realice.
 

El Comite servira de organismo tecnico del Consejo Consultivo del
 
Fondo que se crea por este Decreto.
 

ARTICULO 5o Con el fin de conocer los problemas y consultar las aspira­
ciones de los Municipios, el Jefe del Fondo de Desarrollo Mu­

nicipal del Banco Nacional de Panama o su delegado participara en las sesio­
nes de los Consejos Provinciales de CoordinaciOn.
 

ARTICULO 6o El Fondo de Pre-InversiOn del Ministerio de PlanificaciOn y
 
Politica Econbmica establecera lineas de credito al Fondo de
 

Desarrollo Municipal del Banco Nacional de Panama para el financiamiento
 
de estucios de pre-inversion de proyectos de desarrollo municipal.
 

ARTICULO 7o Para efectos de lo que establece el artlculo 223 de la Consti­
tuciOn Politica consideranse aprobados por el Organo Ejecutivo
 

ios pretstamos que los ,Mnicipiosy Asociaciones de Muricipios contraten con
 
el L'anco Nacional de Panama mediante el cumplimiento de los requisitos exi­
gidos por los reqlamentos de asistencia financiera y tecnica del Fondo de
 
Desarrollo Municipal establecido por esa Instituci6n..
 

ARTICULO 8o. Este Decreto rige desde ]a fecha de su promulgaci6n.
 

Dado en ]a Ciudad de Panama, a los dias del mes de
 
de mil novecientos setenta v cinco.
 

I 
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NATIONAL RANK OF PAN'AMA
DIVISION (FUND) OF MUNICIPAL DEVELOPMENT 
 ANNEX B
INITIAL ADMINISTR.ATIVE ORGANIZATION/1975 
 Exhibit 3
 

C Board of Directors 
NATONL BANK OF PANAMA
 

A •Pres iden t
 

CNTIONAL B1ANK OF PAIPA 

for 

• 
iice-residentovernmental Banking 

[ LoanCommittee Manager of the Municipal AdIs, on lA'Ic"Cu") 

oorinat'} 

tIng Committee Coordinating Committee
 

ntenal I -L_ Development Division
 

C-Thca " te
 

Office of Technical L --.-=.-Department of Accounting
[Assistance to the Fund Operations General Services
 

Recovery
 

Auditin9Legal 
 Advisory
 

Department of
 
Development Department of
° " Credi t
 

Technicalgssist.nce 
 Project Analysis
Training 

Sub-loans Administration
 

Supervision on Loans and Projects 
 Supervision on Loans and Project

Authority 
 Advisocy 
 collateral Organisms
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Project and 


Training Section 
Vechnical Assist 


ance Section ng ectaSt
 

Authority .- Advisory e e CoI letersi Orgonlism 
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LOAN TRANSACTIONS CHART 
 Exhibt
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4 rationetf'ilt' oeS oriiiinalinq fr~om: ! Aralvs!! -nopep, osme 
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"pr=;It~u v Luc//5 :­

" unicial ties of technical tnd economic 
Io s Population conditions, traininq needs 
Other Public Entities and extent of technical 

cooperation iii 

* Report to Manaqier !
I Municipal Developi,!entFund
 

MUNICIPAL COUNCIL p o a ., ,l .n. l.: , :
 
,
Discussion and Approval of prva! or Loan oy 'nar 


Credit Application ,Munlcipal Development Fund 

Loan Committee up to $250 ,0!
Board of Directors, BNP
 

heyong $250,000 /+i
 

Branc,. of National i;ank of R t "rsdn 
anama or directly to the Muni Report to Presiden
 
lcpalDev. Fund. Fund's
Mao I .. .to fr ]i ..
asslstance to Mayor to fi,,[ I :a ':';out loan request.
 

IReport 
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document and contract. f;
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RURAL MUNICIPAL DEVELOPMENT 	 UNCLASSIFIED 
AID-DLC/P-2122
 

LOGICAL FRAMEWORK MATRIX 

OBJECTIVES
 
NARRATIVE SUMMARY VERIFIABLE INDICATORS MEANS OF TRANSPORATION IMPORTANT ASSUMPTIONS
 

A. Goal 	 Measures of Goal Achievement 

1. 	 Strengthen the con- 1. The 10 municipios identi- 1. Records & reports of 1. The GOP constitu­
stitutional process fied by the GOP as growth the municipios and tional mandate
 
by institutionaliz- and service centers, re- the BNP; special which charges the
 
ing the participa- presentingng 15% of the studies by the BNP. municipios with
 
tion of local gov- rural municipios will be 	 the responsibili­
ernment units to as- providing and/or coordi- ties for promoting
 
sume a larger role nating a large part of the development of
 

for identifying and their services within the areas within
 
meeting many of the their constitutional their jurisdiction
 
socio-economic needs mandate by the end of will not be altered.
 
of their inhabitants CY 1978.
 
in concert with 
national and regional 2. A majority of rural 2. Records & reports of 2.The GOP will continue 

development programs. municipios (at least the municipios and to manifest its con­
30) will be provid- the BNP; special cern for social jus­
ing and/or coordi- studies by the BNP. tice through actions
 
nating all of their to improve the stand­
services within their ards of living of the
 
constitutional mandate 	 rural poor.
 
by 	the end of CY 1981.
 

3. 	 At lease 15%of the value of 3. Records & reports of 3. Central & provincial 

the development budget the municipios and BNP, govermnent authorities 

reviewed by the Provincial the GCP development will cooperate with 
municipal govemr atCoordination. Councils will be budget. 

the result of clearly identi-	 officials in carrying 
out their constitutinalfiable localiy initiated activ-
mandate.ities by CY 1978. At least 

30% by CY 1981. 
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CBJECTIVES 
NARRATIVE SUMMARY VERIFIABIE INDICATORS MEANS OF TRAP 6PION IMPORTANT ASSUMPTIONS 

B. 	 Sub-Goal Measures of Sub-goal Achievement 

1. Enhance the capabilities 1. Approximately 150 sub-loans 1. Records and reports 1. nie GDP's regiaial
of rural municipios to: to unticipios approved, of the numicipios development 

as follows: and the BNP. strategy will 
a. 	 Stimulate and pro- continue to ema­

vide productive 1976 - 30 size the develop­
activities and 1977 - 50 ment of viable 
social services. 1978 - 70 market town systems. 

b. 	 Develop market town 2. Revenues of rural runi- 2. Records & reports 
systems providing cipios will increase by at of the municipios
 
access for the least 50% fran CY 1975 to and the ENP.
 
rural poor to CY 1978 as a direct
 
social services result of activities
 
and to the mar- initiated under this
 
ket ecoamry. project.
 

3. At least 10 rural iuni- 3. Records & reports 
cipios increase percent of the municipios
 
of revenues spent annually and the BNP.
 
cn developrent projects by
 
50% by the end of CY 1978.
 
A majority (at least 30
 
rural nunicipios) by CY1981.
 

4. 	 At least 10 rural muni- 4. aacods &reports 
cipios have developed and of the micipios 
are Impleenting fonral and the EW. 
administrative & revenue 
inprovOrent plans by end of 
CY 1978. A majority (at least 

rural municipioe)by CY 198]. 
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OBJECTIVES 
NARRATIVE SUMMARY VERIFIABLE IDICATORS MENS OF TRANSPORrATICN IMPORfANT ISSUTINS 

5. 	 At least 10 rural 
municipios have prepared 
and adopted formal 
mediu/licng-range develop­
plans by end of CY 1978. 
A majority (at least 30
 
municipios) by end of 
CY 1981. 

6. 	At least 25% of the rural Pecords & reports of 
population will be directly the municipios, the 
and substantially benefitted BNP and the Census &
 
by sub-projects under this Statistics Bureau.
 
program by end of CY 1978.
 
At least 50% by end of CY 1981.
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NARRATIVE SU__A_ 

CNJECTIVELY 

VERIFIABLE INDICATORS MEANS CF VERIFICATIMN 

IMPORTANT 

ASSUMPTICNS 

C. Purpose 

1. Improve the quality 
and quantity of 
rural municipio 
administration, pro-
ductive activities 
and services by 
ccentrating on: 

a. Mfunicipal Admin. 
b. Development Planning 
c. Project preparation 

and implementation 

End-of-Project Status 

1. Trained Municipal Development 1. Records & reports of
Fund staff on board as follows: the ENP. 

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

2. Avisory Council and Technical 2. Records & reports ofCoordinating Cnmnittee operational the BNP. 
by 1st quarter of CY 1976 

3. Participating agencies providing 3. Records & reports of 
coordinated T.A. and training by the BNP. 
1st quarter CY 1976. A minim= 
of 10 man/years annually by end 
of CY 1978. 

4. At least 10 rural municipios 4. Records & reports of
will, by 1978 (and at least 30 the nunicipios and BNP.
by 1981), have: 

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

b. Ability to prepare loan requests 
that are technically and ecoxncally
acceptable to the BNP. 

1. At least 75% of 
the trained per­
sonnel of the 
municipios and the 
Fund staff remain in 
their Dosition for 
a inium of 3 years. 

2. Other GOP agencies 
effectively partici­
pate in providing 
tedcnical assistance 
& training to 
municipios. 

3. Muicipio officials 
willing to accept
T.A. and training 
as conditions to 
sub-loans from the 
Fund. 

c. Ability to implement loan-financed 
projects with minimn technical assistance. 
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OBJECrIVELY 	 IMPORIANT 
-NARRATIVE SLUI4UU VERIFIABLE INDICATORS 	 NEANS OF VERIFIAICN ASSUMPTINS 

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

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

7. 	 A mininun of 25% of projects eval- 7. Records & reports of 
uated by end of CY 1978 as to the the unicipios and NP. 
effectiveness of their execution 
and in-pact on the rural population 

8. 	 A mninum of 80% of loans to 8. Records & reports of 
municipios under this project being the BNP. 
repaid (inclu1ing interest) on 
original schedule. 

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

10. 	 Average length of time between formal 10. Records & reports 
submission of request by Mayor 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 

cAJ
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IMPORTANT
CBJECTIVELY 

NARIV SUMARY VERFIABIE INDICATORS MEANS CF VERIFICATIW ASSUPTICNS
 

D. Outputs 

i. Records & reports 1. All inputs pro­
vided in an ade­1. 	 micipal Development 1. 1976 - 24 1 of the BNP. 

Fund staff trained. 1977 - 27 quate and timely 

Records & reports manner.2.1978 - 342. 	 municipia officials 
trained in the folloing 1. 1976 - 200 	 of the nuflcipios 2. Municipio officials 

and the BNP. willing to acceptdisciplines: 	 1977 - 200 
1978 - 200 	 T.A. and training 

as onditios toa. 	Project preparation

and iplementatio. 2. 1976 - 40 	 sub-loans frau Fund.and rrplmtatcn.1977 - 40 

- 40
b. 	 Municipal administration 1978 

3. 	Other GOP agencies
C. 	Municipal finance and 3. 1976 - 50 

effectively partici­taxaticn. 	 1977 - 50 

1978 - 50 	 pate in providing 
technical assistanced. 	Other pcialized 4. 1976 - 10 
and training tofilds. 1977 - 10 	

dncipos.
3. 	Recods & reportSof i
1978 - 10 

3. 	 Qmulative loan portfolio 1976 - $1,324 the BNP. 
in 	BNP. ($000) 1977 - 4,257 4. Rcords &reports of 

Procediral manuals 1978 - $6,415 	 the ENP. 

prepared and in use 
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ANNEX D 
PROJECT PERFORMANCE NETWORK Page 1 of 2 

country: project no: project title: date: /X /original PT appr 
Panama 525-0176 Rural Municipal Development 9/75 / /revision# 
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CRITICAL PERFORMANCE INDICATORS 


I2 :n : [ojec project 	 Idate: X/ original , 

Panama 725-0176 I RURAL MUNICIPAL DEVELOPMENT 	 / reision # 

CI NARRATIVE 

1. 6/30/75 Initial Key Staff Selected .. 14. 4/15/76 	 First AID Loan Disbursement for T.A 

2. 7/15/75. Staff Training Initiated 15. 6/15/76 	 All CPs Satisfied
 

3. 	 9/30/75 Loan Authorization Signed 16. 6/30/76 Initial Loan Disbursement for Sub­
lending
 

4. 12/15/75 	 Loan Agreement Signed
 
17. 8/30/76 	 Basel ine Study Compl etp~d
 

5. 12/15/75 	 Office Facilities Available
 
18. 9/30/76 	 Evaluation of FY 1976 Performance
 

6. 12/15/75 Fund Established by BNP 	 Completed
 

.7. 12/15/75 	 Decree Adopted Creating Advisory Council 19. 12/31/76 Information and Evaluation System
 
and Technical Coordinating Committee Designed
 

8. 1.2/31/75 Key Staff on Board 20. 12/31/76 	 CY 1977 Budget andWork Plan Approved
 

9. 	 1/31/76 Fund's CY 1976 Budget and Work Plan 21. 9/30/77 Evaluation of FY 1977 Performance
 
Approved by BNP Completed
 

-10. 1/31/76 	 Agreement with National Training Center 22. 12/31/77 CY 1978 Budget and Work Plan Approved
 
Established
 

23. 6/30/78 Loan Fully Committed
 
I1. 2/15/76 Baseline Study, Including Information
 

and Evaluation System Design, Initiated 24. 9/30/78 Evaluation of"FY 1978"Performance
 
Completed
 

12. 3/15/76 	 Initial CPs Satisfied 
25. 12/31/78 	 CY 1979 Budget and Work Plan Approved
 

13. 	 3/31/76 Initial Technical Assistance to Fund
 
on Board 26. 12/31/78 Loan Fully Disbursed
 

i. ."- "' " -s-z 	 : ..
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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 (e)OF THE
 
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

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 (interms 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.
 

September 4, 1975
 
Date
 

/3?
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septiembre75'
 
REPUBLICA DE PANAMA PANAMA, -DE DU 19ptombre1.-

MINISTERIO DE PLANIFICACION Y 

POLITICA ECONOMICA 
4PTDO. 2694 PANAMA 3, PANAMA 

Sr. George Rublee
 
Director Encargedo
 
Misi6n de la "USAID" en Panamh
 
E. S. D.
 

Estimado sesor Rubles:
 

Con la presents nuestro Gobierno solicits formalmente a I A an
 

cia de los Estados Unidos pare el Desarrallo Internacional un amprK-s
 

tito par la suma de cuatro millones can clan mil d6lares de los
 

Estadas Unidos de Am6rica CU.S.$4,lOOO00); pare financier parts de
 
un programs de fcrtalecimiento de mdnicipios del interior de la Repd­
blica.
 

El Banco Nacional de Panam administrarg la ejecuc16n del pro­

grams qua habria de realizarse en un pariodo de tres arios.
 

El programs est6 orientado haci el mejoramiento de la capsci­

dad administrative y financiera de !as municipias del interior pare
 

aumentar sus inversiones an infraestructura V servicios p6blicos y
 
en empresas productives, en funci6n las necesidades y potencialida­

des locales.
 

El programa constaria de los siguientas componentes:
 

.- Otorgamiento de Prstamos:
 
0" ACT INP 

i.1. Para crear empresas municipales o mixtas pare l explots­,, - ­
ci6n de bienes y servicios productivos.
O/o,_ 


A/DM 

ooP 1.2. Para construir obras p~blicas y de mejoramiento y servi-


SM cios sociales."
 
CONT
 

Eu 1.3. Pare organizer servicios p6blicos
 
POP 

1.4. Pare adquisici6n de equipo
 
Run
 

P.SD .- Cooperac16n yAsistencia Tgcnica:
 

1,ss Para la realizaci6 n de estudios y proyectas; organizaci6l admi-

Gmd"-


ENS nistrativa, fiscal a industrial; y pare el establclB 
p. RECEIVED___aerviciso 


C&R H SE 54 

11 AIJPAA? 
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3.- Capacitaci6n Municipal
 

Se coordinarian a realizarfan programas de capacitaci6n del
 
personal de los municipioa para: elevar la eficiencia de
 
la administraci6n municipal; desarrollar el recursoahumano
 
responsable de acciones gubernamentales a nivel de munici­
pios; y pare la utilizaci6n eficiente do la asiatencia tfc­
nice y financiera qua el programa ofrece a los municipios.
 

Deseamos que el empr~stito qua se solicita en eata
 
nota incluya el financiamiento del reembalso de sub-prfsta­
mos, aplicables al programa, que el Banco Nacional otorgue
 
a las municipios rurales con antelaci6n a la firma del con­
venia de pr6stamo con la AID. Nueetro Gabierno prev16 ini­
ciar en junio del presente ario la ejecuci6n del programa ob­
jeto del empr~stito ; y sabre esa base algunas municipios
 
han desarrollado proyectos y solicitado financiamiento pare
 
las mismos con cargo al programa. Par causes qua usted
 
conoce, no nos fue posible iniciar el programa en la fucha
 
prevista. Sin embargo, no quisieramoe que estos municipioas
 
se desalentaran debido a mayores demoras en la realizaci6n
 
de sus proyectos.
 

Atentamente,
 

. iis Ardita Barletta
 
Ministro
 

c.c. 	 Lic. Ricardo De le Espriella
 
Gerente General - Banco Nacional
 

Lic. Miguel A. Sanchiz
 
Ministra de Hacienda y Tesoro
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DRAFT
 

LOAN AUTHORIZATION
 

Provided 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 Panara (the Fund) to finance 
training, technical assistance and sub-loans fran 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 conditions:
 

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 (2%) 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 Panama.
 

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.
 



C. 	Pr1or 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 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.
 

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

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

F. 	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.
 

G. 	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.
 

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

'3 
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is 	The Loan shall be available for offshore and
 
domestic costs of the Project.
 

J. 	The Loan shall be subject to such other terms and
 
conditions as AID may deem advisable.
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SUMMARY
 
Panama Province's Provinci;1 Coordinating Council met at
SUGGEZTEOOISTRIqUTION 
 Canitas, near the Bayano hydroelectric project, for a
day-long discussion of development priorities.
Embassy officers attended as Two


invited guests of the Provin­cial Governor. 
By observing the day-long Council meeting
and in conversations with GOP officials and Representa­tives they obtained additional insight into the function­ing of governmental structure in Panama uder the 1972
Constitution.
 
OThe Council meeting was 
 devoted to discussion of a list
T Alc o. nts 
 of five priority provincial development proposals drafted
L...c. 
 by the Provincial technical staff for consideration by
Mthe
COL In Council and subsequent submission to the nationalgovernment for inclusion in the biennium 1976-77 budget.FC=3., - After presentations by the members of the Council'sCONSotechnical 


C._ 
staff (representatives of GOP ministries and
agencies assigned to the province) the Representatives


--the technicians and ,Ministryofficials. 

expressed thair views and questioned--sometimes sharply
The techni­

us,13 
i_ - c -uns' priority list of projects was approved by voteof 44 of the 75-80 Representatives present. Many 
a 

Representatives were not happy that proposals for projects
in their co:regimientos had not been included by thetechnicians 

projects are 

ong the top five priority projects. (Local
to be a seoarate part of the budget and
will be considered at later meetings.)
Debate was unrestricted and the Representatives made
 

_.. ...s-323 
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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 meetingwas an impressive demonstration of the participative and
consultative process envisaged by the Constituti.
Province the process appears to bee oeknt6 In Panama
 
present showed awareness that their success 

rhe GOP officials
 
development priorities as perceived by the planners with local
needs as perceived by the Representatives will have a direct
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 respective perceptions
 

in meshing national
 

of reality. 
After the budget is approved at the national
level next December, the Representatives will have the task
of explaining it to their constituents. END SUMMARY 
I. Background
 

Each of Panama's provinces has a Provincial Coordinating Council
(PCC) composed of the members of the National Assembly of
Corregimiento Representatives (NACR) from that province. The PCC's
are presided over by the Presidentially-appointed

Governor. provincial

Technica" 

The Council is supported by a provincial "Juntaconsisting of the province-level representatives ofthe various national Ministries, autonomous agencies and public
corporations, and the National Guard.
legislative body; This Council is not a
under Article 206 of the Constitution, its
functions are specified as 
to: "...advance, coordinate and
reconcile official activities, and serve as
consultation". /anT organ of
 
fixed seat; 

The Council for the Province-or Panama has no
it meets in rotation in various parts of the province.

The meeting of the Council on July 26, 1975, 
was held at Cafiitas,
in Chepo District, roughly two hours drive east of Panama City
and only short distance from the Bayano hydroelectric project.
Cficial transportation 
was
addition to 

provided for Representatives. 
 In
the Representatives and members of the Gubernatorial
and "Junta Technica" staffs, those attendin-of ia 1.s of L.h included severalnZaonai governmentranking were Vift (of which the highest­inister of Agriculture!Vice Mliniste- Gustavo Gonzalez,o Labor Luis Shirley,autonomous and Sub-DirectorSocial Security Administration of the 
a few student-s, Alberto Echevers),and tzh r.porting officer and ChiefPolitical theSection. of theThe two Embassy officers,invita t who attendedion of the Provincial Governor (Carlos Garcia M.), 

by 
werethe only foreigners present. 

UNCLASSIFIED
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II. Organization and Agenda 

The meeting 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 organization; roll call for Representatives
 
2. 	Statement by the Represen.-tivu0sW!Cainitas

3. 	Priority provincial devel*pment 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.
 

Of 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 c-"red by written excuses
 
including authorization for their alternate (suplente) to vote 
in their place, which were read- . during the roll call.
 

III. Statement by the Representative from Canitas
 

Instead of the noncommittal welcome whihh 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 Cahitas; and so on. CONUENT: 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 
tunsurprised and unpreturbed when the Governor called on them 
for individual responses after the conclusion of the statement. 
END 	 COMMENTT. 

UNCLASSIFIED
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.- po lanos from tho provncil, or in :oma casu national,a-ency representatives 
were brief. For example, Public Works
reported 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


Administration pre-empted his provincial subordinates by
directing them to prepare a full r=port'.wwmasibility andcosts of the requested services and have it 
on his desk the
following Tuesday morning. 
The representative of INTEL (the
autonomous government telephone company) proved not to be
present, when called on, to the evident discomfiture of the
Governor, who directed 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
appearvrd 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 t local residents was an important, if not the
most important, function of the Representative for the area.
The Government expected first that residents would use their
utmost 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 Government 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 national govern­ments, through their local Corregimiento Representative.
 

IV. 
 Priority Provincial Development Proposals
 

Consideration of this item was begun by the provincial representa­tive of the Miniszry of Planning and Economic Development (the
"provincial planner"), 

-

speaking on behalf of the "Junta Technica".
Ht described this exercise as 
a Government effort to 
involve
the people from the lowest possible level in the establishmentof development priorities in the national budget being formulated
this year for the bienniun 1976-77. 
 This yaar represented the
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first trial at budgeting for such activities on a biennial

basis; there might be problems which further experience could
resolve, 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 submi i, 
 , ction with

his Communal Junta, three proposals which were locally regarded
as of highest priorit 
many of these had already been received,

considered and commented upon by the concerned provincial

officials. Municipal/8 
 n1;r j 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 highest priority, for the province as a

wnole. It was now the function of the Council to discuss these

proposals and approve their submission to the national govern­ment, 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

proposals were not yet "projects"; they must be the subject of
further detailed technical scrutiny and planning, and must be

harmonized with nationa1ldevelopment plans, priorities and
 
resources. He also sought delicately to remind that the
Representatives were not called on to act as a legislative body

to approve 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 conttnts 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 on;
 

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
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or Iliad otf tactlitloo 
in Vunamtt City and rentovo them to Un
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'.
 

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 ones. 
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 become
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 plea 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 official 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 firm 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 t1t'efore account
for them to constituents), 
the Governor intervened several
times to stress that: 
 (a) 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 Cc) 
it would fully take into account the comments and
suggestions made during this discussion. 
This did not appear
to cut much 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 them
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 discussians, 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.
vote, taken by show of hands, was announced in almost 
The
 

an
undertone (there was no call for votes opposed).
 
CONIMNT: 
 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
simply 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 CONiENT.
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V. Priority Proposals Below Province Level
 
Time did not permit detailed discussion under this item, and
the subject was deferred until 
a further meeting to be held
on August 4. 
However, during other discussion, a fair amount
of complaining on this score emerged from bothL.the Representa­tives 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 proposals, and that others had submitted them
in such general or indeterminate form as
difficult. to make evaluation
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 meeting (ten days away), 
most of these problems could be
resolved by conversations between the "Junta Technica" and
the concer'ned 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
the greatest number of those problems in the least possible
time, 
an had been done by the Representative from Canitas at
this session. COMIMENT: 
 It is not unlikely that the fact that
this can be done in front of one's constituents at a major
meeting has a certain amount of appeal 
as well. 
 END CON2ITNT
 
One 
factor notable by its absence was active participation in
th-3 meeting by the National Guard. 
Several uniformed officers
Cf the Guard from provincial level attended this session, but
none spoke out at any time during the general meeting (it is 

UNCLASS IFIED
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not known, of course, whether they did so or not at the
 
private meeting of the "Junta Technica" held immediately 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.
 

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.
 

COMMB&NT: From our conversations with the Provincial Governor
 
and others we believe that the meeting we observed 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, journalist*,

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 problems; 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 defuse heated discussions before they were
 
pushed 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 body is not
 
legislation, 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
 
were told to by the provincial leadership and staff.
 

UNCLASSIFIED
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Even though the original list of proposals finally emerged
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..jLle Represen­tatives 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 ofRepresentatives' commentary in the meeting indicated 
the 

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
Panama'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
the its best, within
resources available, to take care of the real and percreived
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 responded. This eeting was 
only one part
of a budget-planning cycle which wiil 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
reflects. 
 The degree to which they are convinced that the
national governmen 
has done its best to mesh local and national
needs will undoubtedly be reflected

w.;ith in the amount of enthusiasmwhich they subsequently support the budget and GOP policies.
1,hilp the canai problem is the dominant national politicaland emotional issue in Panama, the GOP's abilitv to maintain
broad support amon the Representatives and their constituentsis also dependent upon its ability to 
deliver on "bread and
butter" issues of interest to the corregimientos. 

JORDEN 

I'\\i 



ANNEX B
 
. N Exhibit 2 

EMBASSY OF THE 
UNITED STATES OF AMERICA 

August 15, 1975
 

MEMORANDUM.. FOR THE FILE
 

From: POL - Sherman Hins 

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 following
 
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 to
 
build up the public stature, and competence, of the local
 
Corregimiento Representative and the Junta Communal as
 
organs of local political organization; this was done both
 
as a 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
 



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 publicly discussed as
not 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 an alternative
as 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 to
both days, 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 also 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 governmental advice and assistance on 
certain aspects
 
of its operations on Contadora-Saboga. The second was to
 
assist in resolving a 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).
 



__ 
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Background
 

There has been a small (a few hundred persons)
 
community on Saboga for many years; prior to the inception
 
of tourist operations on Contadora, the community appears
 
to have existed by subsistence farming and fishing. Even
 
at present, sources of income appear few. Most important
 
is employment on Contadora and a few related services (e.g.,
 
one of the visitors arranged to have his laundry done by
 
the wife of a Saboga-resident employee, a practice which
 
Contadora Panama would like to enlarge and institutionalize
 
if it could). Some residents appear to work part-time off
 
the island, and/or to remit some income to relatives there.
 
The principal source of indigeneous employment is still
 
fishing; such agriculture as exists appears to be largely
 
for home consumption. There is no industry and, aside from
 
two cantinas, there appeared to be no organized retail trade.
 
The community electric power and water systems are currently
 
owned and operated by Contadora Panama S.A., which installed
 
them at company expense.
 

The Vice Governor and his staff (particularly including
 
DIGEDECOM) characterized local political organization on
 
Saboga as weakest of all the 98 Corregimientos in the
 
Province. COMMENT: On at least one occasion, this was
 
said explicitly and in considerable detail in front of the
 
Representative, who made no objection. END COMMENT. All
 
concerned cited as one reason the parasitism of Saboga on
 
Contadora Panama and its predecessors; the community had
 
developed the habit of turning to the Company, rather than
 
using its own efforts when things needed to be done. There
 
is a similar bias in favor of action from higher levels of
 
government, rather than local action, to resolve local
 
problems. Geographic isolation, and a consequent trickle
 
of the most able and energetic people away from the island,
 
also plays a part. There is some prejudice by those born
 
on the island against those from outside of it (few as yet,
 
but including such important persons as the local school
 
teachers). The local Corregimiento Representative was
 
privately characterized as willing but weak. COMMENT: This
 
appeared true based on the undersigned's brief observations.
 
END COMMENT. Finally, the village is heir to ae usual sorts
 
of community problems, gossip and dirt about relatives and
 
exchanges of favors appearing in rural areas everywhere;
 
e.g., everyone on the Junta Communal is related to everyone
 
else, and others consequently lack a feeling of involvement,
 
etc.
 

Problem of the Schoolmistress
 

The local school on Saboga has three classrooms and
 

V7.f
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the usual books and supplies, it boasted a 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 visf!ors, a meeting with the Junta
Communal was 
convened which all interested residents of the
village were invited to 
attend. 
 This began outside the
school shortly after 
4 :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
adult population of the village attended 

the
 
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 mighi 
make any comments she wished. He urged
total frankness, not in 
a 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 Junt. 
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. 

most specific complaint was 

The
 
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
enough 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 
rine. END 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 Panama 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
 
unacceptable
of indications that their general conduct was 


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
 

(and, to a lesser extent, the other teachers)
schoolmistress 

and the parents. This complaint session was strung out for
 

nearly two hours, until it appeared that virtually every­

thing that had been said previously in private had now been
 

repeated publi2ly.
 

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
 

could easily be done to improve the
cooperate in things that 

realized that of her actions, which
school. She had not some 


seemed right and proper to her, had been so ill-taken, but
 

she continued to feel that her methods were important, and
 

that the 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. Fi:'st, the local residents must realize that the
 

problem had 1been, and still was, which they should solve
one 


While the central and provincial governments
for themselves. 

might offer some help on matters such as school supplies, the
 

people must realize that teachers willing to come to the
 

schoolmistress
islands were in very short supply; should the 


be removed, there would be no one to replace her for a long
 

popular feeling had really turned so thoroughly
time. If 


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 Communal.
 

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
 
conduct 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
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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 at 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 '<iat the school building itself required
 
maintenance arid 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 ielocating 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 once, with relatively minimal manpower and
 
with no other assets except machettes, but that it would
 
be highly visible 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
 



school, would explore assistance in building 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 t 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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,it-. 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 just 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 jobs 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 Saboga 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 28 DIGEDECOM
 
personnel at 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
 



is expected to visit every Corregimiento in the province
 

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
 

as one;
plenty of practice in handling visits such this 


their presentations were polished, their handling of
 

people and groups apt. Based on the comments of the
 
this are the
officials in the group, visits such as 


norm rather than the exception. This suggests an un­

contact between provincial
usually high degree of 


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
 

jobs they knew fairly well, and to have a genuine
at 

sympathy with the people with whom they dealt. Such
 

griping as occurred (and there was a fair amount, with
 
be restrained
no particular feeling present that it had to 


in the presence of superiors) about work hours, time in
 

nature of the people and their problems
the field and the 


appeared to be relatively good-natured; the atmosphere
 

definitely not one of either callousness toward the
was 

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
 

more likely to provide a
attitude appear a good deal 


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
 

on overt tributes
provincial group was extremely short 


to the Panamanian "revolution", and its citations of
 

Torrijos or other national leaders were mostly limited
 

local roles of the Corregimiento
to observations on the 


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. If
 
this was merely one of many such visits, as it appears
 
that it was, it is fair to infer that the "revolution"
 
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 is
 
one indicator of how really fundamental a change the
 
present government has worked in the country.
 



ANNEX E
 

CRECMIST 0Y STATUTO.Y CRITERIA 

In the right-hand margin, for each item, 
write answer or, as appropri­

ate, a sumcary of required discussion." 
As necessary, reference the
 

section(s) if the Capital Assistance 
Paper, or other clearly identi­

fied and available document, in which the 
matter is further discussed. 

This form may be made a.part of the Capital Assistance Paper,. 

The following abbreviations are used:
 

Foreigo,Assistance Act of 1961, as amended.
-FAA -

FA, 1973 - Foreign Assistance Act of 1973. 

App. - Foreign Assistance and Related Programs
 

Appropriation Act, 1974.
 

M - Merchant Marine Act of 1936. as amended. 

.W.sIC tX"MO.oT . 

1. TMA3 103'- 104; 5 105; 
Is loan being made
V 106; b 107. 


The basic emphasis of this loan is
 
a. for agricuiture, rural development 


to improve the capabilities of rural
 or nutrition; 

municipalities and to provide 

seed
 

capital for.those investments which
 

offer the greatest benefits for the
 

rural poor.
small farmer and the 


b. for population planning or health;
 

for educalion, public administration,
c. 

or huuman resourccs development;
 

http:tX"MO.oT
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d. io solve economic and social develop­
ment problems in-fields 3uch as .transporta
tion, poer, indvoty, urban developmCnto 
anJ export developmcnt; 

e. in support of the gc..eral economy of.
 
th. recipient country or for development
 
programs conducted by private or interna­
tional organizations.
 

COUTNTRY 2ERFOMNCE 

Pro~rcss Towards Country Goals
 

2. FAA F 201 (b) (5), (7)-& (8)" 268 

A. Describe extent to which country is: 


'l) appischemes% rh iI .Lng appropriate floras t 
ncreae food production and improve

mearis for food storage and d1stribu-
tion. 

(2) Creating a favorable'climite 

for foreign and domestic private 

enterprise and investment, 


(3) increasing the public', rol0 4n 
the develropmental proces ­t' .e. proce.., o ' 

l "
 

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
 

towards this end.. The GOP and
the USAID are currently negotiating a
 
$6,200,000 loan which will directly
 
improve food distribution and storage.
 

The climate for foreign and domestic
 
private investment isfavorable. Pa­
nama's Banking Law of 19.70 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 compdnies 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
 

2 -( 6-711) providing for many of the socio-economic
needs of their inhabitants.
 



(4) 	 (a) Allocatin. available budge.' In 1974, gross domestic capital forma­
tion was 29.9% of GDP. The Centraltary~resources to development. 


.Government's 1973 investment expendi­
o tures were $106 million (1974 data not
 
available).
 

.(b) Diverting such resourc'es for Panama's military expenditures have
 
• unnecessary military expenditure been a small perIcentage of the national
 

(See also Iten No. 20) and inter. budget. Panama has not intervened in
 
the affairs of other free and independ­vention in affairs of other free 

ent nations.
and independent nations.) (See 


* also Item No. 11). 

C() making economic; social,and The GOP ismaking these efforts. An­
.political reforms such as tax collec- nual compound growth rate of about 13% 

tion improveme6ni:5 and changes in land in Panama's Central Government budget­
and making pro- dry revenues over 1969-1974 period.'. tenure arrangements, 

-..cess toward respect for the rule of Total revenues rose from $133 million 
in 1969 to an estimated $268 million

law, frecdon of e,:pression and of the in 197/4.
 
press, and recognizing the importance
 
of individual fraedom, initiative,
 
and'?rivate enterprise.
 

(6) Willing to contribute tunds to The Mission has held discussions with
 

the project or prosram. • personnel from the National Bank of
 
Panama and Ministry of Planning and
 
Economic Policy concerning counter­
part contributions to the project.
 
They agree on the scope of the pro­

?) Otherwise respondi.ng to the • ject and the level of investment needed 
vita economic, political, and The Government isclearly responding

ial econocs politicol, and in an effective manner particularly
socialin 	 the areas of agriculture, health,
demons trcting a clear determina-	 i h ra farclue elh 
don to tiake effective sl-heln nutrition, education and housing. 
Lion to take effective s.Af-hclp This loan project will strengthen 
wcnaurCs. the GOP's equity-oriented regional 

development strategy.
 

B, Are abkove factors taken into account Yes.
 
.inthe furnishing of the subject assis­
tance?
 

,in o 	 5n'3 
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Trcdtmflent 
of UW 
t. qAAer60e(c) i 
8 
 ±the
COn 

to Overnmcnc 

is The government
5 the 8ove is not known to be 

liabze as debtor or uncontditionl, 
indebted under these circumstancesguarantor On any debt to a U.S. to any U.s. citizens for goods and. services furnishedCitizen for Zoods or services or ordered.

furri.shed 
or ordered where (.) suc"
Citizen has cxhausted availrble
legal remedes 
dcnted. or 

aid (b) debt is notconrestid 
by such Covern. 

4. FAA 
 620
 
62 U If assistance
is to a 9Ovarnmcnt, No.

Cluding has it (in.vernment agcncies
divisions) or sub.
taken any action which
has the effccc 
of r'acin
.. expopriating, ich 
or oChcrwiseOwnerslhip izingor control of property of.U.S. citizens 
or cn iti
t
Cially owVned by them bcnef±.

bitnL
f
 

toward tosu
t p suchch c g its obligationscLtiz
4 n 
or entities?
 

5. 
Act. 62 0) _ ~hr~ri* Cr men a ' r~e i "Protctive
IcQu.,ry ha
imposed 3.izedor any Penalty Not applicable.
 
any or snction againstU.S. fishing vessejits fis.iung on acCountaCtivite ofin international 
vaters,
 

a. 
has any deduction required byFishermens 
Protectiv 
Act been. 
nade? 
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be 	 has'Comiplete denial of assistane
 
been 	considered by A.t.D. Administrator? 

Relations with U.S. Covern.ment and Other
 
Nations
 

6. 	 FAA 620 (a). Does recipient country Panama does not furnish assistance 
furnish assistance to Cuba or fail to to Cuba. Application of this pro­
take 	appropriate steps to prevent 
 vision of section 620 (a)3 of the
 
ships or aircraft under its flag FAA to Latin America has beeni
 
from carrying cargoes to or from.Cuba? waived.
 

7. 	FAA 620 (). If assistance is to a 
 Yes, it has been so determined.
 
govevnment, has the Secretary of State
 
determined that it is not controlled
 
by 	the international Com.unict move­
ment?
 

". 	FAA !.620 (d). If assistance is for Not applicable
 
any produztive enterprise which will
 
compete in the United States with
 
United States enterprise, is there
 
an agreement 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 loan?
 

9, 	FAA . 620 (f). Is recipient country a No.
 
Communist country?
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10. 	FAA R 620 ( I).is recipient country in No.
 
any way involved in (a) subversion of,
 
or milltary aggression against, the
 
United States or any country receiving

'U.S. assistance, or (b) the planning of
 
su.h subversion or aggression?
 

11.. 	FAA H).
620 ( has the country per-	 No. • 
mirted, or failed to take adequate
 
measures to prevent, the damage or
 
'destrLction,by mob action, of U,,
 
*property?­

12. 	 FAA 9 620 (1). If the country has U.S. - Panama agreement relating
failed to institute the investment to investment guarantees entered 
guaianty program for the specific into force March 8, 1962. 
risks of expropriation, in converti­
bilfty or confiseation, has the
 
A.I.D. adminiitration within the 
past year considered denying assis­
tance to such government for this
 
reason?
 

13. 	 AA J 620 (n). Does recipient No. 
country furnish gbods to North 
Viet-Nam or permit ships or air­
craft under its flag to carry
 
cargoes to or from North Viet-

Nam?
 

1014. 	 FAA 620 ( I).the government of No. 
the recipient councry in default on
 
interest or principal of any A.I.D.
 
loan to the country?
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15, 	 FI.A ; 620 _ft. 1Fa. the country severea No. 
dipc-matic re1tions 'withthe United
 
States? Ii Do, 'Ivo they been resumed
 
and have new b.i.teral asaistance agree.
 
rients been negotiated and entered into
 
since 3uch resumption?
 

£20 (u). Panama with 
status of the councry's UN. obliga- pect to dues, assessments or other 
tioas? If the country-is in arrears, obligations to the U.N. for the 
were such arrearaes raken into account purposes of Article 19 of the 
by the A.I.D. AdminiaLrator in deter- Charter. 
mining the current AoI.D. Operatiorv 7 

Year Budget? 

16. 	 F 6A What is the payment is not delinquent res­

17. 	FAA '481. Has the government of No. The Government of Panama is
 
recipient country failcd to take ade-
 dctively cooperating with U. S. 
quate steps to prevent narcotics and international agencies in the 
drugs and other controlled substances noted areas. 
(as defined by the Comprehensive 
Drug Abuse Prevention end Control 
Act of 1970) produced or processed, 
in vhole or in part, in such country, 
.or transported thirough such cauntry,
 
from being sold il!egally withIAn
 
the Jurisdiction of such country to
 
U.S. Govcrnent personel or their
 
depei'dcnts, or front entering the
 
U;S. unlawfully?
 

18. 	FAA. 1973 29. If (it)military base Not applicable. 
is locare: in rccipienc country, and 
was constructed or is being maintained 
or opcratcd with funds iurnished by 
U.S., (And (b) U.S. personnel carry out 
military oporatons from such base,­
has t'ie Prcidenc dotarmined that the 
government of recipient country has 
authorized regular acccss to U.S.
 
correspondents to 4uch base?
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Militiry E-pendit 
reis
 
19. 	 FAA s 620 (s). What percentage of 

country budget is for militaryexpCI.ditures? 
 How much of foreign

exchanige resources spent on mili-
tary 	equipment? 
 How much spent for
the purchase of sophisticated 

weapons systems? (Consideration of. 

these points is 
to be coordinated

with the Bureau for Program and

Policy Coordination, Regional

Coordinators and Military Ass13-:
 
tance Staff (PPC/RC).)
 

Conditjon.5 of 	The Loan 

Ceneral Soundness
 

20. 	 FAA O201 (d). Information and'

conclusion on reasonableness and 

legality "undcr laws of country

and 	the United States) of lending
"and'rekending terms of the loa.
 

21. 	FAA s 201 
(b) (2); : 201 ()
Information and conclusion on 
on act.ivity's eonomic and. 

technical soundness. 
 If loan 

.isnot rrade pursuant to a
multilateral plan, and the 

amount of the loan exceeds
 
$100,000, has country submitted
 
to A.I.D. an application for
such funds together with assur­
ances to indicate that funds
will bu used in 
an economically

and tetbnically sound manner?
 

(b)
22. 	FAA s 20i (2). Information and 

conclusioQ on capacity of the country

'to repay the loan, including reason­
ablcne: 
of repayment prospects.
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Less than 1% 1975 budget isfor 
. military expenses.
Less than 1% of 1974 foreign ex­
change resources expended on mi­
litary equipment.

No sophisticated weapons systems

have 	 been purchased. 

The terms are both reasonable and

consistent under the applicable

U. S. and Panamanian laws. 

The borrower has made an appli­
cation for loan financed assist­
ance 
in the activity and there
 
have been assurance that funds
 
will be used 
inan 	economically

and technically sound manner.
 

There dre reasonable prospects
 
of repayment.
 



'23. (h •201
Information and 

conclusion on availability of fin-

ancin, from other free-world sources,

Including private nources withtn the
 
United States.
 

24. 	FA s'611 
 Prior to signing 

of loan wiil thare be (a) engineering,

financial,. af,3 other piz'as necessary 
to carry ou;.-hhe as, and (b)'a 
reasonably fi,; esci . , the cost 
to tho.Unitcd States "of.t'heao3istane ? 

25. 	 =FAA 611 (. . If further les-
lative action is requiredvithin rec.-
picn country, wiat is basis for rea-

sonable expectation that such action. 

will be compleLed in time to permit

orderly accorm.lish.,-It of purpose of 
loan?
 

26.. 	 FAA A 611 c).. If loan is forCapital

A~lsannce, nad all U.S. aasatance to
pro.t%:t now ox(cVod8a. $1 ml lO;Lo, has 
Mizasln DirucLor certitied the country'i
capability effCcLlvely to maintain and 
utilizo the project? 

Loan's Rel.tionnhp to Achievemnt of Countrx
 
And Regionnj Goals
 

27. 	FAA s 071 a 113 

Extent to whic. assistance 

reflects appropriate cr?phasis 


on; () encouraging develop-

tent
of democratic, econouic, 


Finaneg for this activity from
 
alternative sources 
isnot available.
 

Yes
 

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 municipali­
ties to take the lead in providing

for many of the socio-economic needs

of their inhabitants inconcert with

national and regional development
political,nd 
ocic institutions;programs.
(b) self-help in meeting the
 

-country's food needs; 
 (c) im­
.proving availability of trained
 
manpower in the country; 
 (d)
 
programs designcd to meet the
 
country's health needs; * 
 /
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Ce) other important areas of economic. 
political, and social development,

including industry; 
free labor unions,

cooperatives, and Voluntary Agencies;

transportation and co.munication;
 
planning and public administration;
 
urban development, and. zodernization
 
Pf exis.in 
 laws; or (f) integrating
 
womn into the recipient country-s
 
national economy.
 

28. FAA 209. Is project susceptible This project cannot be executed as
of execution as part of regional 
 part of a regional project since it
project? 
If so why is project not 
 is designed to promote the develop­so executed? 

ment of rural areas wholly within
 
Panama.
 

29.201 
 (b) )." Information and
conclusion on activity's relation. 	
This cctivity is directly supportive

of the GOP's regional development
ship to, and consistency with, 
 and rurl integration strategy which
othee development activities, and 
 is to redress the economic and social
its contribution to realizable 
 inequalities among and within regions
long-range objectives. 
 6nd to decentralize the process of
 
development planning, decision mak­
ing, and implementation.
 

30. EA s 201 (b) (9). Information and 
 This activity will help promote the
conclision on whether or not 
the 	 development of the rural
actlv'ty to be financed will con-
sector of
 

P~namw towards the objective of
tribute to the achievement of 
 achieving self-sustaining growth.

self-sustaining growth.
 

31. ~22
 
Information and conclusion 
 While encouraging development within
Whether assistance will en-" 
 Panama, the project will 
not necessa­couragc regional development 
 rily contribute to regional develop­progra3s . ment programs.
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32. 	FAA s li1. Discuss the ex-
tenF to which the loan will 	 This loan project will assist the

rural municipalities to increase
 

-strengthen the participation their investments in public infra­
.-of Lrban and rural poor in structure cind services and product­
their country's dcvelcpment, yive
enterprises which benefit parti­

eandwill assist in th develop- cularly the small farmer and the
 

ment of cooperatives "hich will rural poor.
 

conaLle and en:ourage greater
 
numbers of poor peop7.e to help
 
themselves toward a ' tter life.
 

33. 	FAA s 201 (f), If this is a This loan project is directly support­
projoct loan, describe how such ive of the GOP's regional development
 
project will promote the country's strategy for economic and social

econormIc development taking into development of the country.
 

account the country's human and
 
raterial resources requirements
 
and relationship between ulti­
mate objectives of the project
 
and overall economic development.
 

34.. 	FAA s 281 (a). Describ6 extent This project will directly improve
 
to wh.;ch the loan will contri- the administrative and financial
 
bute to the objective of capabilities of rural municipali­
assuring maximum partic.ipation ties and increase their investments
in tec task of cconomic develop-
 in public infrastructure and services
4 n the part of the people 
 and productive enterprises in res­ment ontryptho the 	 ponse to local felt needs.
 
of thec country, through the
 
encouragement of democratic,
 
private. and local governmental
 
institutions.
 

35. 	FAA s 281 (b). Describe extent This project will address directly
 
ro which progra.m recognizes the the needs and desires of the small
 
partirular needs, desires, and farmer and rural poor. Technical
 
capac'.tics of the people of the assistance and training to improve
country; uti.izes Che country's 	 the capabilities of rural municipa­lities will be a key component of
 
intelectual resources to en­
courage Instit ition.l development;
 
and supports civic education and
 
Craining in skii!3 required for
 

--effective parcicipation in govern­
.enral and pulitical processes •
 
essential to self-government. 
 I i 
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36.. 	FAA - 201 (b) (3). In what ways ' This project will allow municipali­
does the activity give reasonable ties to greatly increase their in­
promise of contributing to the vestments in public infrastructure
 
deveiopment of economic resources, and productive enterprises.
 
or to the increase of productive
 
capacities?
 

37. 	FA-A s 601 (a). Information and This project will improve the 
conciusiotwhecther loan'will en- technical efficiency of industry, 
courage efforts of the country agriculture and commerce, by 
to: (a) increase the flow of strengthening the regional inte­
international trade; (b) foster • gration 'and development of the
 
private initiative and competi- country through the promotion

tion; (c) encourage development of growth and service centers.
 

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

38. 	FA 2 619. If assistance iS Panama is not a newly independent 
for newly independen; country, country. 
i: it furnished through multi­
lateral organizations or plans
 
to the maxiu.i extent appro­
priate?
 

I.oan's Effece on U.S. and A.I.D.
 
Pro'ravm
 

39. 	 FAA i 201 (h) (6). Infrormation This project will have no forsee­
and conciusion on ppssible able adverse effects on the U. S.
 
effects of loan on U.S. economy, economy or areas of labor surplus.
 
with 3pcCi-I reference to areas Assistance will be furnished in a
 
of sub, taitial labor surplus, and manner consistent with improving
 
extent to which U.S. comodities the U. S. balance of payments


position.
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ari assistancc arc furnished in 
a 'nanner consistent with im­
proving the U.S. balance of pay. 
ments position. 

40. 	 FAA 202 (a). Total anount of 
money under..loan which is goi.ng
directly to private enterprise, 
is goingto intermcciate credit 
institutions or othcr borrowers 
for use by private enterprise,

.isbe!.ng used to finance im­
ports from private sources, or
 
is otherwise being used to fin­
ane.procurements from private

'SOlrces. 

41. 	 FAA __601 (b). Information and 
conclusion on how the. loan will 

encourage U.S. private trade and 

investment abroad 
-nd how it will
 
-encourage private U.S, participa­
tion in foreign assistance pro-k
 
.grams (Including use of private
 
traJe channels and the services
 
of U.S. private enterprise).
 

42. 	 FAA 60L (d). If a capital 
project, are engineering and 
professional services of U.S. 
firms and their affiliates 
used to the maximum extent 
cons iSLtent with the national 
interest? 
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Procurement of goods 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.
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43; FAA ,s 602. inform.tion and UsudI procedures for facilitating
Conclusion whether U.S. small small businesses participation Inburiness will participate AID financed procurement will be

equitably in the furnishing followed.
 
of goods and service financed
 
by thc loan. 

44. FAA 6200- Will -the loan No. 
promoce.cr assist the foreign

aid projects or activities of
 
the Coanunl±t-Bloc countries?
 

45. FA 
 621. If Techriical 
 Technical assistance will be
Assiotance is financed by 
 provided primarily from privatethe loan, inforn:toon and sources.
 
conclusion whether such
 
Assistance will be furnished
 
to the fullest extent practic­
able as goods and professional

and other servicez from private

enterprise on a contract basis.
 
If the faciliti0o of-other
 
Federal agencies will be utilized,
 
information and conclusion on

whether they are particularly
 
suiLable, are not. competitive
 
with private enterprise, and
 
can b12 rade available without 
undue interference with
 
domes tic programs. 

Lonns Corliance with Specific 
RequircmenS
 

4&. FAA l11(a): 238_. In The Ministry of Planning and Economic
what manner has or will the reci- Policy has agreed to the size of thepient country provide a3surances project including the level of
thAt it will provid% at least 257. counterpart contributions needed
of tisc coet3 of tLhe program, pro- which is inexcess of 25%. 
ject, or activity with rcspect to 
which the Loaa is to be vade?
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47. -FAA 9 '12. Will loan be used to" I No. 
finance police training or re­
lated program in recipient
 
"cotintry? 

.48. 	 "PAAs 114. Will loan be used to ' No. 
pay for performnce of abortions 1
 
or to motivate or coerce persona .
 
to pru.ctice abortions? ,
 

49. 	 FAA 9 201 (b). Is"the country I Yes. 
among the 20 countries 

in which
 

*devulopment loan funds. may be
 
used-to make loans in this
 
fiscal year?
 

50. 	'FAA 201 (d). is interest l Yes.
 
% 	 rate of loan at least 27. per
 

annum during grace period
 
and &t least 37. per annum
 
.thereafter?
 

51. 	FAA' 201 (f). If this is a Private enterprise isexpected to 
project loan, what provisions i perticipate i;- the project through 
have been inade for appropriate the provision of commodities and 

•*participation 	 by the recipient construction services. 

countcy's private enterprise? 

52. FAM 604 (a). Will all commodity Commodity procurement will be 

procurem~nL financed under the limit to Penama, the United States 

loan be from the United States end other 941 countries. 

•except As ocherwiac determined by 
the 	Prezident? 

:AID
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FAA-53.604 What proviion
1s made to prevent financing
ConJOdity procurement In bulk 

at prices higher than adjusted

U.S. market price?. 


54. T A 604Cd). 
If the coop-

crating Country discriminates
 
against U.S. m-rino insurance
companies, will loan agreement
rcqiire that marine insurancebe-placed in th United States* on commodities financed by the'*.loan? 

55. FAA 604 
 Ie).
If offshore 

procureaent of agricultural
comnodity 
or product is to
be financed, is there pro-

Vision against such procure.-.
ment when the dometic price

of such connodity is less
 
-than parity?:
 

56. FAA 604 f). 
 If loan 
fifnances a commodity im-port program, Will Arrange.
Merits be made for suppliercertification 
to AI.D. and 

A.I.D. approval of cozxtiodity 

as ellgs18
 e and suitable?
 

-AA _ 
 . Inflormation

On measures 
to be taken to 

utilLzi 
U.S, ,overnment eXmccS pur~onaI property in. lieu of the procurieent of 

n* 'lWit=3. 
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No bulk commodity procurement iscontempleted under this loan. 
Any
bulk commodities which may be pro­cured will be subject to the compe­titive bid procedure.
 

Yes.
 

Not applicable.
 

This loin isnot a program type

loan. Nevertheless, AID will
confirm that the commodities
 
financed by the loan are 
suit­able for the project and elegi­
ble for AID financing.
 

The Loan Agreement will 
so
 
require.
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. Fo' s 611 (b); wtp. if
101. 
 This 	loan will not finance water
 
]loan 	finances 
 ter or waater- or water-related land resource
 
reated land rerzource construc- construction.
 
tion project or program, is there
 
a benefit-cosr computation nude.
 
insofar as practicable, in
 
*acr.otdance with the procedures
 
set forth in the Memorandum of
 
the President dated May 15, 19627
 

59. 	FAA s 611 (€)- If contracts for Construction contracts will be
 
constriction are'to be financed 
 let on a competitive basis to the

what 	provision will be rumde that 
 maximum extent practicable.

they be let',on a competitive
 
basi' to maximum extent practic-.
 
ablu?"
 

60. 	FAA s 612"(b)- s 636(h. Describe 
 Not applicable. The currency
 
steps taken to assure that, to the 
 used 	inPanama isthe dollar 1­

*maximum extent possible, the country 
 though it isdenominated a "Bal­
is contributing local currencies to 
 boa". There is no U. S. owned
 
meet the cost of contractual and "local 
 currency".

other services, and foreign currencies
 
owned by the United Stat.es are utilized
 
to mect the cosL of contractual abd
 

....
other services 

61. 	App. a 113. Will any of loan funds No.
 
be used to acquire currency of
 
•recipient country from non-U.S.
 
.Treasury sources when excess currency
 
of that country is on deposit in U.S.
 
Treasuzy?
 

62. 	 FAA 3 612 (d). Does the United States 
 Not applicable. 
own Cxcss origa currency and, if so, 
what arrangements have been made for 
its relea.,e? 

.41D 12Ii0-1 (6-7ij 



63. 'AA s 620 (g). What provision is there 
against use of subject asaistnnce to 
CoMpensate owners for expropriated or 
ationalized property? ..inie prof 

. 

No loan funds will be available 
for compensation for nationalized 
or expropriate property. The loan 
dgreement will preclude such use

loan funds. 

:64. 
11 

FAA s 620 (k). If construction of 
proiuctive enterprise, will aggre-
gate value of assistance to be 
furnished by the United States exceed 
WlOe million? 

The aggregate value of assistance: 
will not exceed $100 million. 

65. FAA s 636 (i). Will any loan funds 
be used to finance purchase, long-term 
lease, or exchange of motor vehicle 
nanufactured outside the United States 
or ary guaranty of such transaction? 

No. No non-U.S. manufactured 
motor vehicle will be so financed 
under the loan. 

66. An. s 103. Will any loan funds 
used to pay pensions, etc., for 
military personnel? 

be No. 

67. App. 5 105. If loan is for capital
project, is there provision for 
A.I.D. approval of all contractors 
and contract terms? 

Yes. A.I.D. will approve firms 
providing services for the project
and financed under the loan, and 
the terms of any contracts under 
which such services are provided. 

66.' App.s. 107. 
used to pay 

Will any loan funds 
UN ase3s0cn=CtS? 

be No. The Loan Agreement will pre­
clude such use of loan funds. 

120•(67 



69. AM 0. Coopliance with regula-
tior.s on employ=nc of U.S. and local 
personnel. (A.I.D. RaSulation 7).
 

70." 	A '110. Will any of locn funds 
be used to carry out provisions of, 
YMss209 (d)? 

71. 	 A.s. l14. Describe how the Comm.ttee 

"oa Appropriations of the Senate and 
Houoe have beon or will be notified 

concerning the activity, program, pro­
ject, country, or other operation to
 
be £inp.nced by the Loan. 

72." 	Aip. 1 601. Will any loan funds be 
used for publicity or propaganda 

-purposeswithin the United States not 

"-authorized by Congress? 

73. M s 901. b; FAA s 640 C. 

(a) Compliance with requirement 
that at least 50 per centum of 
the gross tonnage of comroditics 
(computed scparately for dry bulk 
carriers, dry cargo lindrs, and 
tankers) financed with funds made 
available under this loan shall be
 
transported on privately owned U.S.­
flag co-.Tzercial vensels to the ex­
tent 	thac such vcssels are available
 
at fair and rtasonable rates. 

(b) 	W.'11 grant be raade to loan 
recipient to pay ali 
or any portion 

of such differential as may exist 
between U.S. and foreign-flag 
vessel rates? 

Loan Agreement and implentation 
letters will so provide, 

No.
 

Subject loan was included in the
 
A.I.D. FY-76 Congressional Pre­
sentation.
 

No loon funds will be used for
 
publicity or propaganda purposes
 
in the U.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 AID/W. 



- 20­

74. Sect'.on 30 and 31 of PL 93-189
 
(FAA of_1973).

Will any part of the loan be used 
 No.
 
to finance directly or indire'ctly

'military or paramilitary operations

by the U.S. or by foreign forces in
 
or over Laos, Cambodia, North Vietnam,
 
South.Vietnam, or Thailand?
 

75. 	 Secti-,n 37 of PL 93-189 (FAA of
 
.1973); App. a. 111. 
 Will any part No.
 
of this loan be u3ed to aid or
 
assiSt generally or in the reconstrue-


Stior. of North Vietnam?
 

76. Ape. s 112. 
 Will any of the funds ] No.
 
appropriated or local currencies
 
generated as a result of AID assis­
tance be used for support of police
 
or prison con3truction and administra­
tion in South Vietnam or for support of
 
police training of South Vietnamese?
 

77. Ap. s 6C4. 
 Will any of the funds I No. 
appropriated for Chis project be used 
to furnish petroleum fuels produced in 
the .ontinental United States to 
Southeast Asia for use by non-U,S. 
nationals? 

:I 	 i2)ko-i
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