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Ths. paper presents USAID/Panm's current thinking and plans 
for future activities designd to respond to Panma'a increasingly 

sevee unMployannt problam. 

In preparing this paper the M~ssio- has drmm heavily 2u assis-
Mmce provided by Clarence Zuvekas (LAC/DP) and on a series of studia, 
conducted by PanMamaian economist Guilermo Chapman, Jr. .for the
 
Minstry of Planning (MIPPL) and USAID. 
 We have chosen to keep sta­
tLstics. to a. uinimm since- thes studies. have been reviewed by AID/V 

staff ad, are available to them. 
V. have- a t*mpaed to reaspond. to issuss raised in State 179059 of 

July 8, 1M (DA-EC Review of the aployment plaLing and Generation 
PID-5Z5-0221) forthrightly. While we recognize that gap& in this 
strategy exist because the Goverument of Panama's (GOP's) next five.
 
year plan has 
not yet been completed, we are confident that the strat­
egy is based on the GOP's anticipated emphasis on tha unamploynent 
problem. This is not to preclude. the possibility of new initiatives. 
The re-allocation of GOP and AID resources could alter the mix and 
timing of proposed development activities.
 

For these re"ons, and because of 
the dynamic nature of the CI)S 
process, this document should be viewed an an initial but by no mean 
complete or final analysis of the subject. AID/W cooperation and 
support would be appreciated in further refining what is admitedly 

just the be'jinning of a complex and on-oing effort. 



I. Saw and. Conclusion. 

A. Natiamie U.Unp1lmm inc.smd coaiderably daring-the lo. 

the mtropolGtan corridor, the totaL 

ecoomic- growth period. from 19-74. .throu 1978 anI th--atms to.bcome. 
a continuous problam, of "Tioms mitude, through the 19906. ALthough 
UMPloiment is currently highe i 

tmnber of families wuith income beow the subsistence level is higher in 
the- rural areas.. During, the ns= Mty.years., hoMvr, urban and rural 

areas are expec-ted to have an equa-1 number Of fiRLies- ccitin balm the 
subussence, level. 

B. A. clear patter of migration into the mtopolitan corridor has 
been. in progress for som ei and it is unlikely that thg proc.s can 
be-altered. significantly. (See Table One). 

C. The GOP is aware that =Mpoyment is a major problem. Comsequemt 
ly,. employment coside atj are expected to receive priority attention 
in the next five-ye&r plan (1981-1985). 

D. With the recent termination of PanmMe's mer mcy Employemt 
Program (Plan de Urgenci) 
and the initiation of formal and informal
 
dialogues with the private sector, the GOP is tacitly beginnin to r.cogR
that the private sector mst play a significant role in gMerating jobs
through increased investment. The Government's capacity to respond to 
the eW yment problem is constrained by a high debt burden, considerabl, 
subsidies to publicly operated industries, decin agricultral growth 
and an inefficient bureaucracy. 
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L.. USAID/Panama's =ploymt strAtegy has been emlving for same 
t s a- natural response to the needs of the poor. Through a forma 
aunLysi of rhe problem, we,hope to be better able to focus, resources; o 
the pr blem. The -U982'CDSS classfcation of projects. into thrae 
categories -
 Employment Generation, Asset Formation and Development
 

*Support - serves to convemnintLy describe our program, but is not a rigid 
division since most projects. have. ements of more than one category. 

F.- The- USAID employmmt strategy objectives, are- to: (1) Zenanem 
emplo.yment through support f& small labor intensive industries; (2)
improve and empand worker training and productivity; (3) improve labor
 
scatistics and 
 job information; and (4) improv emplyment policy foum­
1 t-ioa and analysis mechanisms, as well as Proram impleiwtarlan. Xt
 
is not geographically specific 
nor does it exclude traditional rural de-. 
velopment activities which are viewed as complimentary approaches. to
 
reducing unemploytent, increasing 
productivity and expanding the role 

of key market towns.
 

G. The Mission amd the GOP recogeize the value of improved employ-. 
mert planning and analyais. To the extent Possible, and in light of 
Panamanian desires for short-term action progrm fccusing on amploymsent 
problems, USAID will include a problem analysis cemponant in the propose 
Employment Planning and Generamti project as wall as in future AJ-fmd": 

employmnt-oriented activities.
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t. The mpMolmOnt Problm in Pana. 

A. An Overvev of Panama's Major Devlom t Problm 

Pan= is a classic *z=pla of the "dual economy" - am inuc 
ModerM sector concentrated in the metropolitan f'orridor1/ coediting with 
aL traditiol,, essentially rural sector. Due to the geographic. signifi. 
cance of the is hms and the inaCcassibilitY of the intaxior with its
 
saular lack of natural resources, 
 moat of the developwmet that the
 
country experienced 
until fairly reently took place in the mtropo-Uta 
corridor. This regulted in an, inordinate concentration of economic, 
political and social power in a small gsment of Pgnam territory.
 
The remainder of 
 the country- remained poor and isolated wLth much of its
 
population dispersed 
among a large number of small population centers
 
charactL.rized 
 by a low laval of physicL and economic integration. 

Thi. urban/rural dichotomy resulted in. serious a4vrse effects.
 
for both areas. In rural 
 it meant generally low income,ares 

micratio
 
of the more productive segment 
 of the popUlation to the urban area, and
 
a dependence on subsistence farming 
 and low technology methods of produc­
tioa. The modern metropolitan are, on the other hand, 
 has exprieuced
 
an unprecedented 
 flood of migrants from the rural area, mcercating 
serious deficiencies in housing, social services and employment, vhile 
creating a potential for severe social and political disloccttiou. 

1/ The metropolitan corridor includes the districts of Pmat City,Arraijan,. Chorrera and Colon. 



Ofer the last decad the GOP h made. aigni.firc-, and: re3ativoL y
successful efforts to 	improve the. lot of the 	poor by encouraging a mo . 
effective integration ot 	the coumnty and a more equitable di tribution of 
the-natio's rasouxces. While the GOF'a social program have been succasa
 
ful, the economic prograz have had mizA results, fail in. particulaz 
'to promote increased productivity and 	long-term plcyment -pportun.ities 

for its. population. 

Due 	 to the expanding nature of this problem, a widespread cousaem 
seem to be. emeging within. the GOP, the 	private sector and the intermatim 
donor comnuty that Paw a v i. have to focus increased attention. on eo­
ployment generation problms. m if it is. to avoid. serious social and
 
poLitical, problems 
 in 	 the future.. Given tha GOP's extraordinarily high
 
national debt, 
 with ifa negative implications for future public sector
 
investment, 
 the 	GOP is begimi ng to realize that the private sector must
 
be. mors effectively utUized 
if 	 the GOP expects to achiee it.s growtb 

and 	equity objectives. 

B. 	 UnemployedDefined
 

Official 
data reflects but sipuificantly understates the 
problem. According to official GOP Statistics, the, unwm oyment rate 
roae from 5.8% in 1974 to 3.1Z in 1978. Hownr, strong reasons ezist 
for skepticism about the accuracy of this data: a 15-20Z national m­
ployment rate is the more accepted figure. Zavekaa, for exemple, in his 
review of the data, noted an apparent under tatungt of thm ecomoicall 
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active population. .as nalyris showed national unm lryenc doubling 
frow 7.1Z in 1970 to 141 in 1978. Iven this may be understated in certaim 
ares: Colon's estaated imployment rate is 25-35Z and a recent USAID 
study of four poor areas in Panama Ci ' and Colon revealed. unmployment 

exceeding 24Z and approaching 401 for low-incm families. 

Undremployment, particularly in agriculture, is even more 
difficult to determinn e than unenployunt. A 1974 study (LC/!PRPEIC) 
estimated that 20-.50 of the eccnomica-ly active population was effective­
ly underemployed. In tcas of equivalent unmnploymenti the tot l. labor 
supply was believed to exceed the demand by 25-30Z. Thus, althoug these, 
are very rough estimates, umployment is widely acknowledged to be a
 
serious probim and one that was 
 aggravated during the 1970s. 

C. Unemployment Distribution
 

Uneployme in the metropolitan corridor is considtrably bi4h­
er than elsewhere in Panama. In 1978, nearly 75Z of all the tmmpaoyed 
were estimated to be located in the metropolitan area (see Table Onr). 
By the year 2000, the metropolitan area is expected to house 611 of the 
population, including 90% of the nation's unemployed. 

Underemployment appear.& to be the key problem in rural area, 
where unezployment is relatively low but where poverty is relAtively 
high. A 1978 USAID study indicated that 60%of all families living belw 
the subsistence level to bewere fowA4 In the rural areas. Of the rTinz 
ing, 31Z were located in the metropolitan corridor and 91 were cated SAM 



ocher urban areas. With the. continuing utban migratirn, the urban and 

rural areas will tend to have about the am number of poor families by 

the year 2000. 

Pbverty and =mployment are not always synonymous Various 
expiaAtions have been suggested. Ona ezplanation is that persons fully 

employed in a labor-time sense, especially in the rural areas, may have
 

incotes below poverty 14" & (as datermined by minimum basic-need 
 stand­

a=d)o Whil. the Mission pla=s, on an on-going basis, further studies to
 
better' define 
and. locate those families belcw the poverty level, we 

concur with Zuvekas when ha concludes that "... a persistently high rate 

of unemployment - ifeven the unemployed include the non-poor - constituae 

a iaj.or social and political problem thac, if unattended, may erupt into 

serious disorders that would have negative =rsequenes for the entire
 

economy and. especially the poor."
 

D. 	 The Next Twenty Tears
 

Despite the recent, i.e., 
 1979-1Q80, improvements in the key 

economic indicators Panama's unemployment rate is still at leasc 121, and 

in urban areas probably apprcerhes 20Z. Given this continuzin problem 

and the critical naed to explore various options, the Mission sponsored, 

a study to develop a sat of ummploymmec projections for the entire 

economy. Using 7ary ig assImtiont for the GDP grovth rate, the mpoy­

ment/output coefficients,- / and the participah-ion race of the econmodeal 

2/ The relationship between the of growth ofrace employment and the
 
rate of growth of output (GDP).
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active popultion (YAP), Qd11e C a developed 18 Alternative un-
Playmmc rate figures, r ; from 3.32 to 25.1Z in 1985 and fro, m in
6.3Z to plus 29.5Z in 1990.1 Dased on a. 6Z national op growth ato, ­

eti /output coefficient: of 0.s0 (Sightly higher thu that achie--e 
during 1960-74) and a pazrticipa rate of 60Z (probably cluse, to the 
*u figue), the unmployment rate would still be 18.62 in 1985 and 18Z 
in 1990. Expressed in term of un"ployed, the rates translate into 
138,000 (740,000 pAp) and 153,000 (851,000 AP) individuals in 1985 end 
1990, respectively. 

Using a 7Z GDP growth rate and an loymmnt/output coeffici nc
of 0.6, a 1979 IBiRD study concluded =*1oymunt will appro&chthat 
10Z


by 1990. A.ltho gh the IBRD umAp 1npamt figures may be too low because 
of optimListc CDP grovt lace and eW107mmc/oL.put projections, and 
the USAM-Wp figures may be somewhat high becaume of a Possible under.
 
estimtion of base-year empl*ym, both highlight 
 the importance to Pa­
ma" of i2Pemmting &%or* labor int ve development strategy and/or
 
a GDP growvch 
 rate higher than 6Z. Since a higher GDP growth rate in ik.
ly to be moc difficult to achieve than it was prior to l974 
bthese statis.
tics underscore the iportsuce of developing affective invwstmet/mploy 
amwt policies and progrMW by tbt GOP as soon as possible. 

3/ The egative figure indicates chat labor dwmd inld exceed a .mb 
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PANAMA MLOTXT DATA -- STI-MTZS 

Geographic Distribution of the Un,loy, 1 ' 

Metropolitan area 75 Z 90Rest of Country 
 25 Z 10 z 

Poverty (Famdicts living below aubsis ence
 
level) ./
 

Metropolitan area 3"I Z 50 z
Rest of Coutry 69 1 50 z 

Populae.onl/ 

Metropoli:an area. 46 1 61 1Rest of Country 54 z 39 % 

Nationwide Un!Eployment Rae-4/ 

1. Official 
 8.1% NA
2... USAID estimate 15-20 Z
 

1/ For 1978 data: Direccin de Estidtatica y Coes, Conuzalorta Cenral 
de la Rapiblica, Panami. Year 2000 figures are USAID projecioum. 

2/ Broehl, Allan. Workforce Develcpmc Pio ect.: Pn- 525-0214. ao­
prepared for USAID/Panama, 13 November - 1 Decebtr 1975. 

3/ UATD/Panama, Country Development Srate&Z St~ate- mt Fr1982. Veseb t 
D.C., Janr~.y 27980. 

4/ Official 1973 figure: Direcci6n de Estad.stica y Camo, ConcralofA 
General de la Repdblica. Escimates from various sourcess 1=, 7
ma's Development in the 1980's: A Special Economicapert. 2 VOlS,Report No. 2306-PAN Wshington, D.C., July 20, 1979; U /Pm; 4 
Chapman 1979 study.
 



II.Causes and Conatrains 

Thes cas of Panama's economi.c crisis in the second half of the197s, whieh resulted in& sharp rise in uaploymat, ar& discussed Ins0m d"t011 in.USAID/Pana,.s FlL982 CDSS, a special study by the WorldBank (1979), and a report prepar for the Mul try of planning andEconomic Policy (MME) and USAID/Panama by Guinlrmo Chapman, Jr. (1979These docmmnts also provide. a detailed analysis of the principal
constraints to a resumption of rapid ecoumc growth and a reductionof 'In loymant and uneremplymet. Bcause these document aregeueraIuly wl-kn this paper brie:ly notas thes, causes and con­straints in order to provide, a backgrond to Panams and USAID's 
strategies.
 

A. Cuses oftheEconomicCrisis andthe 1 
 t oblem 
After expanding at a very respectable annual rate of 7.8Z
between 1960 and 1973, 
 Panama's GP increased by 
an average of only2.5Z per year between 1973 and 1979. 
The principal reasons for this
 

sluggish performance include:
 
1. 	 in late 1973 and early 1971. in 

Sharp increase 
the coat ofpetroleum, 


ly, 

for which Panama imports its entire requireent

sharp increases 

s
 
in 1979 and others since then dontinme 

on 	 to put preseuforeign exchange availabi2iti., 
despite Panma's rapid coo 
 .rsift
ta
alternative sources of energy (principaly hydroelectric power).
2. 	 The 1974-75 worldwide recession and the StIubee t perio"of modest econcmic growth in.the major indusriaiz4.d c-mtrl4. wb"i,this day, adversely affects Panamas eporm Imrkt for 800 d_
am 
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3. The .maustion of relatively easy iinPOrt-sbtutij optiM.in. a nationaj1 market whose =&. size sharply limits tbe efficient localptoductim of industrial products. 
4.. A sharp decline in construction activity.,, followiS a period 

of overbuilding. 
5. Private sector uncetainty about 0voerOmMut pol.cie and 

attitude towards private ivestmst. 
6. Agrarin refrom effortswhich were costly and inefficient.,draining public sector resource, from other agricultural 

andprogram
inhib~t± Iong-teet iuvestPmets in agrculture by farmers of all sizes. 

B. COnstraintsto HoreRapid EcounicGrowth
 
HowvVer Wtu-aning 
 governman intarventione in the economymay have been from an equity point of view, some have tended to consr-aineconomic recovery ano am ora.ion ofand 

the employment problem. The

following 
 are the more s:j~gnifIcant cons traints:
 

Labor polic~ies:
1. In the view of many observers they conaticutpone of the principal hindi'ances to andindustril comercial ezpansion.

Labor policies 
were the selcond most Luportant constraint cited insurvey of a101 small and meium.-si-ad industrial establia cs conductedby the Ministry of Commerce' and Tndustrias (MIC) in 1974.1/a/ SpciLIL
policies hindering industrial and comrciz 
 expansioni - and lon -ceraemployment growth as well ­ include inflexible worker.diisma retrzi. 

4/Rw maerial costs were the most frequently listed cusetrs".iproblems with raw5/ A recent material supp'Ues ranked(1980) USAID third.study involving a 0alorof s milar-sized topfi ms, as well as e esep'mr"e.ce with
the earlier MICI findings. 
te
 

http:ep'mr"e.ce
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higher unit wage costs for second and third shifts, ad Siscal policie 
Vhich, in effect, constitute. taxes on the use of labor. 

2. Price controls: Price controls oan such comodities as beef 
and coffee, which are marketed by many small producers, discourages 
production. Controlled input prices contrbute to material shortages 

for industry, while controls on sale prices adversely affect business 
profitability. Business operators complain that price increases are 
approved only after long delays and are barely sufficient to keep up ith 
inflation and other production cost increases. It is not clear how 
important an obstacle such controls are since complaints are comon a
 
firms are often able to evade 
 them and exagerate their sigtdficance. 
Nevertheless, evasion takes time and money and has negaive effects on
 

productivity.
 

3. Credit availability: The fourth mst frequently cited 
obstacle in the 1974 survey of =all and maudim-sized enterprises, the
 
availability 
of credit contiaus to be a probi m for these firm. For
 
larger firms, however, credit problems 
are being eased somewhat by recent 
and projected loans to Panamanian development banks by the I=BD and IDB. 

4. Technology: Inadequate research, extension and marketing
 
services, especially 
for small producers, limit business growth potentiaj, 
Improved access to technical assistance in production, manatgient and, 

to a lesser extent, marketing is a clearly perceived need. Lack of 
managerial and technical skills become increasingly critical for sualler, 
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more labor-intensve enterprises. While the labor force is someime 
characterized as being vel-educatrA, irdications that the gIare 


bein taught may 
not match Panama's needs. 

S. c.eniva legislation: Small businesse, which tend to be­
more- labor-intensive than larger fixms, find it difficult to take 
advantage of ezisting complex incentive legislation. As elsewhere, they 
are particularly disadvantaged in the co petition for government contracts 
where, for exmple, a small-buiness set-aside pigram could make a use­

ful contribution to sti-ulating thes firms. 

6. Deficient public administration: Some of the government's
 
ow programs to revitalize the economy, ranging 
from direct investent 
in productive acttvities to the stop-gap Emergency Employmant Program, 
have not been efficiently administered. The financial and human resource. 
required for these programs have, thus, not been available for potentially 
more-productive government investments in infrastructure and for private­
sector investments in directly productive activities. Most observers saw­
to agree that the types of economic activities that have the beat prospece 
for stimulating the economy and providing new jobs are those which the 
private sector is better equipped to implement - both financially and 

administratively - than the public sector. 

7. Public-private s~ctor strife: Strained ralations betwmen 
the government and the private sector have hindered the recovery of 
private sector investment, which, in resl term, fall by 66Z betwan 

1973 and 1977.
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8. flta Sc-ucture: padms'as 060 scale hma loCL beau affects 
by U.S. minimm wage lagislaion prsTlAnt in the former Cam. Zoe md 
on U.S. miltary bases.. Thsnew Canal Treatie insure U.S. wage levels
 
for form= Canal 
 Zone: QPloyeme transferrd to Pa"aon entities. This 
could pull the wage and salary structure upward uniss. corrective mmaur­
are taken. A high-cost labor force mns t ,t Panama will have to stress 
the Production of high value good and. srvas (including Agriculturs.L 
products) and Improve manu.rial md administra:ive efficiency. 



IV. GOP rAy Development Goals and Pro-ram 
The lonW-raMge GOP dwelopumu goals stres hee key objectives:
1.. The achievent of a high rate, of grot in order to increase 

the ationa wealth. This is. seen a preconIftion for achieving all 
other development, objectives; 

Z. A wider,- mor egalitarian distribution of the benefits of this 
growth. This objective encompases a commitent to. enhance participation 
of the poor in the devalopment. process and­

3. Begjonsl. economic ind. a. at reducing the consider­
able rural/urban. incom, 
 and development disparities.. 

These objectives are clea=iT stated. in GOP dve.opment strategy and 
planning documents. During the past decade the GOP has implemented
 
numerous 
programs and projects to achieve these and other objectives.
 
These include: (1) Programs 
 to increase agricultiural production and the
 
rationalizatio 
 of l&nd use,. includintg credit, agrarian refo, cooperativee 
development,. agricultural enterprises, integrated rural developmet, Watev­
shed management, and agricultural research; (2) programs to Improve and 
expand the economic and social infrastructure (such as roads, comc atlOs
 
and transportation systms,. power, potable water systm, sewerage 
disposal, health centers, schools, housing, ports, and the Colon Ftee 
Zone); and (3) programs to improve the human resource base, such as 
integrated rural health systeas and curriculum improvements. 

The majority of these progrms and projects are characterixed by
their rural bias, in line vith the GOP's objectives of reducing the 
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income gap between the rural and urban are" and disribut:ing more of 
the benefits of the development process among the poorest segent of 
the population., 

An Pfzaa's post-1973 economic slow-down continued into the lie
19,70a, with-reoulting and rising nmlploysent. and undeemploymen re­
solving the employment problem became a major goverzment concern. 
The
 
most direct response was the nrgmncy Employment Program, which employwd 
as Mny as 25,000 in low-level public sector positions. from 1977 to 1980. 
Partly because of this. smeency program, however, the public sector 
deficit, after falling from 18.5% of GOP in 1976 to 13.41 in 1977, rose 
to 15.4Z in 1978. And, unfort.at ty, rather than providing skills 
training pertinent to private secto- needs, the progru merely provided
 
employment in marginal ly productive activities. Hence, although of
 
certain benefit to those whom it employed, the program was terminated 
early this year. The termination of the program is taken as a sign that 
the govement is seriously trying to reduce the fiscal, deficit and to
 
creete productive employnent opportunities in the private sector.
 

More propitious for government-private 
sector relations, however, 
is a n w high-level labor-mmn 

t cnt-govermmmwhich willcommission, 
review existing labor legislation and other constraints to investment, 
Particularly those affecting smal and medimp-sized enterprses and the
overall investent climate. In addition, there has been a relMeation of 'e 
price controls and a general shift towards recognit 
n of and. support 

http:unfort.at
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for the private sector' a role as basic to future growth. Although CoIL­
prisin&of intangibles such as "mood" --d "attitude" this shif appears 
to have improved private sector participation and, more important, to 
have ivigorated investnnt... In 19.79, domestic bank lending rose 292 
after four years of no-growth, while investment in the unemployuent­
plagued construction sector expanded by 38. 
 IDB and IBRD are preparing
 
projects which would suppart econamic diversification and generate new
 
urban employment. The nw 
$133 million Colon Urban Development program, 
which includes IBRD and private foreign bank lending, may generate some 
8,000 long-term and many short term jobs. Legislation designed to
 
stimulate assembly industry was recently passed with 
strong interest
 
expressed by some international firms. 
More traditional government 
support for the offshore banking industry and tourism continues with 

significant private sector participation.
 

Panama's agriculture sector 
- which accounts for 28Z of the EAP ­
resains a drain on the national economy because low productivity (which 
fell by 1.4% in 1979) and low production have led to an unnecessarily
 
high national food import bill. 
 In addition, the controversial agrarian
 
reform still is heavily subsidized. 
Greater price flexibility, a better
 
organized and administered 
bureaucracy and a host of ocher measures are 
needed to increase production, productivity and employment 
 throughout 

the economy, especially the private sector.
 

While weaknesses and policy inconsistencies remain, this brief 
analysis, combined with Embassy, USAID and IFI' analyses of data and
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Mod, leads us to conclude that Paunm is aare that economic growth and 
political stability are directly related to employment generation. The 
GO i. currently developing, its next five-year plan (1981-1985) and, 
while no changes are anticipated-in its overall goals, the programi and 

projects mix is expected to be more employment oriented, reflecting. the 
GOP-Is concern for the serious ployment of the country. In the face 

of domatik political constraints, the GOP has been cautious in implen­

ting-desirabla reforms. But it is diversifying the economy, recognixing 

that no single sector vil provide the solution to recent problems of 

sl.uggish. growth and high. unmmloyment. 

PamL's performance in this regard will be scrutinized by USAID. 

On measure of this performance will be the degree of cooperation and 

support government. instituions give to future employment projects. We 
do not predict consistant progress, we anticipate an occasional reverse. 

Nonetheless, we are cautiously opt4-istic that the trend towarda re­

i~vigoration of the economy is at hand and. certain that significant 

elements of government leadership support policies which encourago 

pr.vate sector investment, greater public sector efficiency, and eiploy­

ment generation. 



V.. TMrds a.U h &p.loymntStr-te_-

A. 	 The Setting
 

'U-
 a ceW.Ly articulated Pamn.a. mployment s.trate is 
eavuI Lvn (th* next five year plAM should Sarve to clarify GOP intentons, 
the mployment problem has. been publicly recolnized and a consensus is 
formiug upon which a PamaMMni empoyent st21ategy can 	be developed. 
Tere is grou g- recognition that many GOP misaco-economic poli ies,, a.g.,
labor legislatin,, price regulations, tx 	incentives, and 	trade policies 
serve as disinewtives- to priv~kc sector investment and, consequently, 

to eonomic growth and empiqmuent generation.
 

I, view of its 
 policy problem, the 	GOP' has entered into formal 
and. 	informal discussions with the private sector, USAID and other 
int"atiOnal agencies in. an effort to clarify the problem(s) and.
 
ident3fy alternatIve 
courses of action. While severL.p,le have 
been identified as having a. general negative effect on investment an. 
mployment generation, much less is known about their impact on different 
sectors, sub-sectors and 	 specific enterprises. The 	GOP recognizes the 
importance of having this information before it 	 ttwts to gdify 
significantly its 	present policies. Nevertheless, confronted with ris14 
=mployment, the 	GOP is under considerable pressure to Initiate actifn 
programs to address the employment problem. 

USAID/Panama recogniza,. the GOP's dual need to (1) generate job% 
now while, at the sae. tirA, (2) developing the infouarmatal bhbead 
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for 	asking constructive pol:i-y changes. consequently, the WaIon ha. 
focused its attention oxL developing several invogagnt/employnet actim 
Projects (discussed. below) desidned to generate (1) jobs; nmapt AID'.S 
target group via credit, managerial and technical assistance to smeJU 
and medium size enterprises and 	 (2) infoetion on GOP 	 polcy effeczo 
on enterprise investment and employment decisiom. 

There -have been many useful info-mal policy discussions between 
the 	Hission and the GOP over the 	last year.* Most important, there are 
indications that these discussions pius some USAD eMployment studies,
 
are having an effect ,on 
 the 	GoP. While the Kission cannot take direct
 
credit for the GOP's decision to 
Jn&t the legislation creating the 
labor-managOnt-gavrmnt commission, there is no doubt that Mission-. 
GOP 	 discussions and Chapman's 1979 study were a significant fact .! iu
 
the chain of events that evntuauly led 
to the legislation. T& vi&V of 
ths. respon.sivenes. and of the 	coumtry'e short and long-tm employment 
generation needs, USA D/Panama is developing its investmwnteMployat
 
action projects as vehicles 
to maintain creditability and leeragse ith
 
the GOP on policy issues.
 

B. 	 TheStratexy
 

USAID/Panama has 
used its latest CDSS to categorie its progrn 
along three related subject area: employment genratin. asset foatif 
and 	development support (including activities in. deveopc administrasU4. 
environment and 	energy). The first tvo elmmts and 	the deveapmt 
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administaton activitias. of the- third Glemant. deal directly with the 
problem of improving the welf ae of the rura and urban unemployed, OWNi 
mployed and uneiployaz!e.
 

I 
 areas, .Iutside of the matropolitan corridor, our devek, mnt
assistance strategy has been and continues to focus upon increasing inc 
and mnployment both in agricultur and, through linkage and multiplier 
effects, in off-farm economic activities, including those in market tow 
and. small urban centers.. Projects are designed. to stimulate the ezpanms
of small-farm, commercial agricultural production for domestic consumptim 
and,eport and to facilitate the developmeut of backward and forward 
linkages between the urban and rural areas outside the metropolitan
 
corridor and between these areas and the corridor. 
This program can be 
empected to help reduce rural undeemploment, narrow the gap between
 
urban and rural 
levels of income and result in more balanced development.
We are aware that even a successful strategy will have only a modest 
effect on rural-urban migration, but we believe more of that migratiou
 
will be directed toward 
smaller urban centers rather than toward the
 
metropolitan corridor.
 

In the urban areas within the metropolitan corridor our strate 
"ill create jobs through projects which stimulate inves 
 nc in job­
generating activities and improve the skills of workers so that the Pa­
namanian labor force will become more productive and attractive to 

investors.
 



This -'tratey is iMaMUOUSily bcoadly stated. rt is neihw 
eilusively urban nor rural mw, u &lemet projects win be ezpected

to cotibute to the. emloy goals, we canot =pe the entir. US&
VZoSgra to be directly responsive to this strateg. Thus, the slpoyie­"trategy il uot abandon traditional rural, sector assistanc progrin.
liAltaneously, for economi,. social and political reasons, pa ticularl­
iL the metropoJitan corridor, USA wiL be raaponjv3 to, aned Ialp =1d 
Pnama' pressing emploma generation prioritis. 

Lo the rural areas out stratwg ancompagssa tra4icion ounfaactivities, iUcludin the Integrste Rural Developwmt project - Um
(523-0183), a regional developmnt approach aiamd at assisting smll. 
farmers (if the project's admilnsrative problems can be overcome).
Because agricu.Ln.jl resmerch and dissinanacj of now tecnologies, bothgeeraly and for- saou-f agriculture In particular, are especially
""k in Panama, the Hission is supporting iprovmats Ln these areas 
through an 4riculturaz Technology Developmet project (523-0180). Ths
project and others that are planned, e.g., Aricultural Technology
Transfer, complement IRD, U , grains marketin, rural access roads and 
related AD funded activities by strengthming 
marketing services, 

the demand for farm 
and prmceseang fcItiga - the types of actiyi "gthe Rsgiona Growth and Service Centers project (LUZ) is desienmd to

stimlat.. Furthoer.mr, rising farm fnczs vii st=1 "g*the dWMd 

http:Furthoer.mr
http:agricu.Ln.jl
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for consumr goods and. service.; thus, creating additional, jobs in murkeR 
towns ad Small urban centers through multiplier effect. 

U& alsa intand.to build: upon some of our off-farm activities, 
such as URBE (525-0185), which finances. (1) a variety of small labor­
inCensive enterprises and. larger, capital-intensive &Sro-industr-s, fi -

which have good employmmt potential; (2)small town infrastructure, such 
as smer systems and. transport terminals; and (3) low-income housing.
 
If the URE project '.s 
as successful as it Uo appears it wl be,. the 
Mssion will probably propose an ME II. Lso, based on the successful 
Rural COOPerae. Project (52S-0173), which tar=inaed recently, & Uemcooperative credit loan for st-wlating agro-indus.ies isbeing conAid.­

ered. 

As these anricultural and off-farm development projects progress
and demonstrate their effectiveness, the Mission hopes to inte-ity 
discussions with the COP on those polic.es that appear to be hindering
 
the achievement of the government's objectives regarding 
 production,
 
emPloymnt and income. 
As a result of our analysis of Panamanian devel­
opment needs, we also will devote significant 
attention to more urban­
oriented employment problems.
 

The Ewploymant Planning and Generation (MG) project (525-0221) 
represents the Mission's first attempt at dealing with strictly Invest­
uent/employment problems. 
The EPG will provide credit and techmical 
assistance to existing or potential entrepreneurs in medjm and mal 
enterprises as part of its "action" Components. 

http:polic.es


Ths action elamnt of IN consists of a credit component combi,-sv 
with. a technical and managerl assistance package tiad to sub-loas and 
taiored to the ne s of nd vidul borrowers. The aon chose this. 
focus because madim and, smell firms (1) tend to create jobs at a lower 
coat than those created by larger firm.;- (2) tend 'to utilize relatively 
*• abotnsiv technologies appropriate to the skill levels of low­
Ico.e, unmployed 
or imdermployed Persons;: (3) use mre. local raw 
materials and intermediate goods than do large fizm; and (4) have more 
diffi=-Lcty in. getting credit and technical assistance than do large firms.. 
Pzporience from the URBE project and recent studies confirm that. the is 
demand for the type assistance that the VC project will provide. We 
eXpect this project to benefit 300-500 small and medium-size entrepreneurs 
and to create 2,000-2,500 new jobs if all proposed sources of fundin can
 
be tapped and properly channeled.
 

A. smaLer though imporant element of the UG is a labor force 
information system, Its pwrpose is to provide better information to both 
the entrepreneurs who operate small and maditm-size firms and to the 
potential workers for those sam firms. in addition to its direct Impact
 
on the unemployment 
 problem, this activity will also help strengthen the 
GOP capacity to analyze the characteristics of the nation's labor force 
and establish the foundation for the proposed Workforce Dsvelopmeut 

project. 

As for the policy elineit, discussions are undetmy with the OW 
regarding creation of an eloyegnt policy unit which wfld produce stun 
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in such areas an labor Intusive tecmologies, usrket identification, 
and tariff and fiscal -fncntve policies. These alyses will be used, 
by the GOP to help develop future policies and propus. in support of 
sall labor intensive enterprises. AY attetintg to include a policy 
component Within the EPG project, we are confident of continui.ng the 
dalogue With the GOP and of playing a substantial role in accelerating 
and influercing important GOP policy and program decisions. 

rT* addition to th. Employment Planning and GCmnration project
planned for early FT 1981, there are two sma projects which will
 
compleent it.. 
 One is a $408,000 com-ity-baaed Sall Enterprise De­
velopment project (IIPP-Tpe C) being funded by DS/UD, which wUI focuA
 
on,the rapidly growing San Miguelito area. 
This is a very low-incoma
 
azea with bigh rates of unemployment and undermployumnt. 
The project

will finance a surver of pertps 250 of the estimated 1,200 business 
enterprises in San MigueJlito and will help establish -a comuity-bAwed 
development corporation that can identify and finsnCially support 
potentially productive small business ventures, Urkins them with ther 
activities in San 
igualito and in the economy at large. 

The other small project is a $485,000 OPG with the Panamania 
Association of Business Executives (ApEDl). APEDE will identify and 
provide some 100 small. entrepreneurs (firms with less than six workers) 
rth technical and managerial asistance directly and through specially 
:ailored management training courses and seminars, involving more M­
,erienced business executives on a voluntary basis in the tr sfer of 
echniques and experiences to fellow entrepreeus.
 

http:continui.ng
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The prpoeed 7T1982 Workforce Developent project (525-0214), 
as described in our latest ABS, .1.1 iqProve vocational instruction at 
Panama'sa three skilled and umi-ei "ad training institutionsan ImpoA 
access to them by poor urban rokr-, stremgthm coordination betumen 
then. and link graduates vith private sector employers through placemeat 

.Programs. 

The last investmunt/OmplOyuent project being considcred at this 
time is a Rural. Haterprise Cooperative Loan (525-0222). Baet upon the 
succes of th. earlier cooperative loam project, SAID is azploring the 
possibility of using the cooperative credit mechanism to at-nalate agro­
iin the urban areas outside the metropolitan corridor. 

An. efforr currently undeay to help streamline public sector
 
management (Developmnt 
Administraton Project 525-0209), most probably
 
starting with two 
Ministries or sectom of the governmet, although not
 
directly an employment activity, 
vill cut across the entire project ill
 
PleMentation 
 process.. This project Will help I anmananj improv their
 
own administration of 
 the developmgnt process and strengthen the GOP's 

policy ­ analysis capability. 

D. Conclusion and the Future
 

This Mission believes that it 
 is undertaking a creditable series 
of interrelated projects dealing vith the complicated grovth pattern of 
Panama. They should help a specified number of people directly and, 
through experience gained and the mltiplier effect, affect many more 
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in the future. This Mission will be occupied over the next few years
with employment generation and rlal:ed activitias as a prim. concern.
Because of the location of the. target population, it i& cercain that thepoor within. tha metropolitan are wl receive a great deal of actntio.
Urban areas outside of the corridor, which are generally market town,will also be included within our strategy, and such activities as ERD,
Tachnology Development and UIRE will affect nearby rural areas. 

The seaxch for future project interventions becomes more difficutwhile policy questions reman unanswere. For that reason the EPG projectis proposed to include a policy element. Over the- past two years, theMission has contracted several diagnost studies of the economy. The1.79 Chapman study quancified the employment problem. The latest Chapmanstudy- (1980) looks at the characteristics and needs of small and medium
size enterprises in Panama. As the design of th EPG project progressn,
the Mission and the GOP will identify thos. areas needing further analysis,
Pointing the way towards a more comprehensive and clearly defined invest­
men/employnent strategy.
 

At this point it is 
 impossible to state which aspect of the
investment/employment strategy will occupy the Mission more - general
policy-oriented projects or specific amploymmnt-creaing projects, orboth. Until further studies conducted and experienceare 

is Saied Vittcurrent and projected activities, we will not know which investment/4.m
ployment focus will be more appropriate for long-tern support. In the 
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manmt,m, the M a.ou viu cowleca or began the design of the projects. 

described earlier, stresingos.tial 1oyumnt Cretion "s am elpot 
for mmillaf the needs of the Paramjg poor. 


