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Preface

This paper presents USAID/Panamn's current thinking and plans
for future activities designed to respond to Panamsa's increasingly
Severe unemployment problem.

In preparing this Paper the Miggion has drawn heavily on assis~
tance provided by Clarence Zuvekas (LAC/DP) and on a series of studie
conducted by Panamsnian economist Guillevrmo Chapaman, Jr. .for the
Ministry of Planning (MIPPE) and USAID. We have chosen to keep sta-
tistics to a minimm since these studies have bean reviewed by AID/W
staff sud are available to them.

We have attempted to respond to issuss raised in State 179039 of
July 8, 1980 (DAEC Review of the Exployment Flanring and Generation
PID-525-0221) forthrightly. While we recognize that gaps in this
Strategy exist because the Government 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 om tt4 uaemployment
problem. This is not to Preclude the possibility of new iniciatives.
The re-allocation of GOP and AID resources could alter the mix and
timing of proposed development activities.

For these reasons, and because of the dynamic nature of the CDSS
process, this document should be vieved as an initial bue by no means
complete or final analysis of the subject. AID/W cooperation and
support would be appreciated in further refining vhat is admitedly
just the bezinning of a complex and on-going effort.



I. Summary and Conclusions

& continuous problom of serious mcguitude through the 1990s. Although
unemployment is currently higher in the ®etropolitan corridor, the total
number of families with income below the suhsistence level is higher in
the: rural areas. During the next twenty years, however, urban and rural
aTeas ate expectsd to have am ejual number of families existing below the
subsistence level.

B. A cleer pattern of migration into the Betropolitan corridor has
been in progress for some tine and it is unlikely that this process can
be altered sigmificantly. (See Table One).

C. The GOP is aware ‘that unemployment is a msjor problem. Consequan
1y, employment considecations are expected to receaive priority attention
in the next five-year Plan (1981-198S).

D. With the receant termination of Panama's Emergency Employment
Program (Plan de Urgencia) and the initiation of formal and informal
dialogues with the Private sector, the GOP is tacitly beginning to rcconf‘
that the private sector Bust play a significant role in generating jobs
through increased investment. The Government's capacity to raspond to
the employment problem is constrained by a high debt burden, considerable
‘subsidies to Publicly operated industries, declining agriculcursl groweh'

and an inefficient bureaucracy.



E. USAID/Panama's employment strategy has been evolving for some
time a2 a natural Tesponse to the: needs of the poor. Through a formal
avalysis of the: problem, we hope: to bc:bcttct'ablo:to focus: resources om
the prublem. The F11982 CDSS classificatrion of projects into rhrae
categories — Employment faneration, Asset Formation and Devslopment
-Support - serves to conveniently describe our program, but is not a rigid
division since moét prcjects have alements of more than one cateagory.

F. The USAID employment Stracegy objectives are to: (1) generate
employment through support fer small labor intensive industries; (2)
improve and expand worker training and productivity; (3) improve labor
statistics and job information; and (4) improve employment policy formu-
1arioa and analysis mechanisus, as well ss program implementarion. It
is aot geographically specific nor does it exclude traditional rural de-
velopment activities whick are viewed as complimentary approaches. to
reducing unemployaent, increasing productivity and expanding the role
of key market towns.

G. The Mission snd the GOP recognize the value of improved eaploy-
ment planning and analysis. To the extent possible, and in light of
Panamanian desires for short-term action Programs fccusing on employment
probiems, USAID will include a ptuﬁlen analysis ceiponunt in the proposcd
Employment Planning and Generation project as wall ag in future AID=funded

emplcyment-oriented activities.



II. 'nu_&_nglomnt Problem in Pansms
A. An Overviev of Panama's Major Development Problems

Panama is a classic example of the "dual economy” - a dynamic
modera sector concentrated. in the metropolitan (;orridory coexisting with
a traditionsl, esunt:ii.lly rural sector. Due to the geographic signifi-
cance of the isthmus and the inaccessibilizy of the interior with its
singular lack of natural resources, most of the development that the
country experienced umtil fxirly recently teok place in the metropolitan
corridor. This'tesu.lt:ed in an inordinate concemtration of aconomic, -
political and sociﬂ}pomr in a small segment of Panananian territory.
The remainder of the country remained poor and isclated with much of its
population dispersed among a large number of small population centers
characterized by a low level of physical and economic integration.

This urban/rural dichotomy resulted in serious adverse effects
for both areas. In rural areas it meant generally low incoma, migration
of the more productive segment of the population to the urban sreas, and
& dependence on subsistence farming and iow technology mezhods of produc~
tioa. The modern metropolitan area, on the other hand, has exnerienced
an unprecedented flood of nigracts from the rural ireas. exacervating
serious deficiencies in housing, social services, and employment, wvhile
creating a potential for severs social and political dislocation.

1/ The metropolitan corridor includes the districts of Pansma Cicy,
Arraijan, Chorrera and Colon.



Over the last decade the GCOP his made sigaific.or and relativaly
successful efforts to improve the lot of the poor by encouraging a move
effective integration of the country and a more equitable discributiom of
the nation's rasources. While the: GOP's social prograas have been succass.
ful, the econocmic programs have had mixad results, failing in particuviar
to promote increqsd productivity and long-term explcyment ~pportunitiaes
for its. population.

Dua to the expanding nature of this problem, a widespread consensu
seens to be emerging within the GOP, the privata sector and the internation
donor community that Pacama will have to focus increased attention on em~
ployment genera:ion Problems row if it is to avoid serious social and
pokitical problem' in the future. Given tha GOP's extraordinarily high
national debt, with ics negative implications for future public sector
investment, the GOP is beginning to realize that the private sector must
be more effectively utilized if the GOP expects to schieve its groweh
and equity objectives.

B. Unemployed Defined

Official data reflects but siguificsotly understaces the
problem. According to official COP Statistics, the unewployment rate
rose from 5.82 in 1974 to 3.1% in 1978. BHowevar, strong ressons exist
for skepticism about the sccuracy of this data: a 15-20% national unea~
Ployment rate is the more accepted figure. Zavekas, for exseple, in his
review of the data, noted an apparent understatsmamt of the ceou:iclu,



active popuht:ibn. .His mly;lh showed national unemplzyment doubling
from 7.12 in 1970 to 14% in 1978. Even this may be understated in certais
areas: Colon's estimated unemployment rate is 25-35% and a rscent USAID
study of four poor arass in Pansas Cil:.y and Colon revealed unomployment
exceeding 24Z and approaching 40% for low~income fanilies.

Underesployment, particularly in agriculture, is evea more
difficult to determine than unemployment. A 1974 study (ILC/PREALC)
estimated that 20-50% of the eccnomically active population was effactive~
iy underemployed. In terms of equivalent unemplcyment, the total labor
supply vas believed to exceed the demand by 25-30Z. Thus, although these
are very rough estimates, unemployment is widely acknowledged to be a
serious problem and onae that was aggravated during the 1570s.

C. Unemployment Distribution

Unemployment in the metropolitan corridor is cunsidarably high-
er than elsevhera in Pansma. In 1978, naarly 75Z of all tha unemployed
were estimated to be located in tha ®etropolitan area (see Table Onn).
By the year 2000, the metropolitan area is expected to house 61 of the
Population, including 90% of the nation's unemployed.

Underemployment appears :o' be the key problem in rural araas,
where unemployment is rchdvdy low but where poverty is tchtinli
high. A 1978 USA1D study indicated that 60% of all families living below
the subsistence level were to be found fn the rural arsss. Of the Tenaigh,
ing, 312 were located in the matropolitan corridog snd 9T were >cated fpsa



other urban arsss. With the continuing urban migratinm, the urban and
rural areas will temnd to have about the same numbar of poor families by
the yesar 2000.

Poverty and unemployment are not alvays synonymous. Various
explarations have bean suggested. One explanation is that persons fully
employed in a labor-time sense, especially in the rural areas, may have
incomes below poverty linis (as determined by minimum basic-neads stand-
ards). Uhile the Misaion plars, on an on~going basis, further studies to
better define and locate those families bclﬁ the poverty lsvel, we
concur with Zuvekas when he concludes that "... a persistently high rate
of unemployment - even if the unemployed include the nocn-poor - constitutes
a major social and political problem thac, if unattended, may erupt into
serious disorders that would have negative cunsequenzas for the entire
economy and especially the poor.”

D. The Next Twenty Years

Despite the recent, i.e., 1979-1080, improvements in the key
economic iadicators, Panama's unemployment rate is still at least 122, snd
in urban areas probably apprecaches 202. Given this continuing problem
and rhe critical need to explore various options, the iission sponsored.
a study to develop a sat of unemployment projections for the eatirs
economy. Using varyiag assumptionr for the GDP gtowth rate, the employ-
ment /output cocfficiant:s.-z'/ and the participarion rate of the oconniclm

2/ The relationship between the rate of grovth of employmeat llld the
rate of growth of output (GDP).



active population (EAP), Guillermo Chapaan developed 18 alternative unes
ployment race figures, runging fzom 3.3% to 25.1% in 1985 and from minus
632 to plus 29.5% in 1990.2/ paged on a 62 national GDP growth rate, am
e=7loyment/output coefficient of 0.350 (alightly higher than that achieved
during 1960-74) and a participation rate of 60% (probably cluse to the
‘Crus figure), the unemployment rate would still be 18.6!':!.:: 1585 and 182
in 1990. Expressed in terms of unemployed, the ratcs translate into
138,000 (740,000 EAP) and 153,000 (851,000 raP) individuals in 1985 ond
1990, Tespectively.

Using a 72 GDP growth rate and an emp loyment/output coefficient
of 0.6, a 1979 IBRD study concluded that uaemployment will approeck 10%
by 1990. Although the IBRD unemployment figures may be too low because
of optimistic GDP growen rate and employmenc/o..put Projections, and
the USAID-GOP figures may be somsvhat high because of 5 possible under-
estimation of base-year exploymsnt, both highlight the importance to Pg-
oama of implemmnting a more labor-inteasive development strategy and/or
8 GDP growth rate higher than 62. Since a higher GDP growth rate is likee
ly to be move difficulr o achisve then it was prior to 1974, chese statige
tics underscore the importsnce of dcvclopi.n. affececive 1m-ﬂlnt/-plcy¥'

Bet policies and Programs by the GOP as soon as possibls.

3/ The negative figure indicates thet labor dexand would excesd labor sw



TABLE ONE

PANAMA EMPLOYMENT DATA - ESTIMATES

1978 2000

Geographic Distribution of tha Unemployed:’

Metropolitan area 7% 2 90 X

Rest of Country 23 2 10 2
Poverty (Families living balow subsiscence

level) 2/

Metropolitian area k 3 I 4 50 X

Rest of Country 69 2 50 2
Population’

Metropolift:an area 6 Z 61 2

Rest of Country 56 % 39 Zz
Nationwide Unemployment Ra'.tei/

l. Official 8.12 HA

2. TUSAID estimate 15-20 2 ?

1/ For 1978 data: Direccidn de Estadfstica y Censo, Contralorfa Gereral
de la Repiblica, Pznami. Year 2000 figures are USAID projectioms.

2/ Broehl, Allan. Workforce Develcpment Pioject: Pansma $25-0214. Reney
prepared for USAID/Panama, 13 November - 1 Decembsr 1978, '
3/ UsATD/Panama, Country Development Strategy Statement, FY1982. Washingting

f.C., Jamvery 980,

4/ Official 1973 figure: Dirsccidn de Estadfstica y Censo, Contralorfs
General de la Repiblica. Escimates from various sources: INRD, Pipgy

ma's Development in the 1980's: A § cial Economic rt. 2 Vols,
Report No. 2306-PAN Washingtem, D.C., July 20, 1979; %Iu_ﬁq

Chapman 1979 study.



III. Causes and Constraintg
\

The causes of Pansma'sg economic crisis in the second half of the
19708, which resulted in o sharp rise in Wamploynent, are discussed in
some: detail in USAID/Panama’s: ¥Y1982 CDSS, a spacial study by the World
Bank (1979), and o TepoTt prepared for the Ministry of Planning and
Economic Policy (MIPPE) and USAID/Panama by Guillermo Chapman, Jr. (1979
These documents also provide ;. detailed avalysis of the Principal
constraints to a resumption of rapid economic growth and a raduction
of unemployment angd undereaployment. Because thege documents are
§enerally well-known. thig Paper briefly notes thesge causes and éon-
straints in order to Provide a background to Panama's and USAID's
strategies.

A. Causes of the Economic Crisis and the Employment Problem

After expanding at a very tespectadle annual race of 7.82
between 1960 and 1573, Panama's Gpp increased by an &verage of only
2.5% per year between 1973 and 1979. The Principal reasons for this
sluggish Performance incluge:

1. Sharp increase in lete 1973 ang early 1974 in the cost of
Petroleum, for which Panang imports its entire Tequirements. Unfortunaces

2. The 1974-75 vorldvido_ recession and the subsequent period

this day, adversely affects Panama's export macket for M -lflllu_



3. The exhaustion of relatively easy import-substitution optioug
in & national market vhose small size sharply limits the efficient local
production of industrial produces,

4. A sharp decline in Construction activity, folloving a period
of overbuilding.

3. Private sector uncertainty about government policies and
attitude towards Private investment.

6. Agrarian raform efforts which were costly and inefficient,
draining public sector resources from other agricultural programs and
inhibiting long~-term investments in agriculture by farmerg of all sizes.

B. Constraints £o More Rapid Economic Growth

However mu-uaning §overnwant intarventions in the economy
may have been from an equity point of view, some have tended to constrain
economic recovery and an, amelioration of the ezployment problem. The
following are the moTe significant constraints:

1. Labor policjes: In che view of mLny obgervers they constitute
one of the Principal hindirances to industrial and commercial expansion,

Labor policies were the second mogt important constraint cited in 4

policies hindering industrial and Commercial expansion - and long-term
employnent growth as vell — include inflexible worker-dismisssl rutrict_ﬁg

4/ Rav material Cos”s were the mogt frequently ligted constraints. ead
Problems with ray material supplies ranked third.

3/ A recent (1980) usarp study involving a smaller SToup of eatre
of similar-sized firms, as well as expirience with the UREE losm somy
the earlier MICI findings, ’
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higher unit wage costs for second and third shifts, and fiscal policies
which, in effect, constitute taxes on the. use of labor.

2. Price controls: Price controls oa such commodities as beef
and coffee, which are marketed by many small producers, discourages
production. Controlled input prices contrioute 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 kaep up with
inflation and other Production cost incresses. It is not clear how
important an obstacle such controls are since complaints are common and:
firmsare often able to evade them and exaggerate their sigrificance.
Nevertheless, evasion takes time and money and has negative effects om
productivity.

3. Credit availability: The fourth most frequently cited
obstacle in the 1974 survey of small and medium-sized enterprisas, the
availability of credit contiaues to be a probisa for these firms. For
larger firms, however, credit problems are being eased somewhat by recent
and projected loans to Panamanian development banks by the IBRD and 1DB.

4. Technology: Inadequate research, extension and marketing
services, especially for small producers, limit business growth potential,
Improved access to technical assistance in production, Ranagemsnt and, |
to a lesser extent, marketing is a clearly perceived need. Lack of

managerial and technical skills become increasingly critical for smaller



mors labor-intensive enterprises. While the labor forcs is somatines
characterized as being well-educated, irdications are that the skills
being taught may not match Panama's needs.

5. Incentive legislation: Sesll businesses, which tend to be
more labor-intensive than larger firms, find it difficulr to take
advantage of existing complex incentive legislation. As elsevhers, they
are particularly disadvantaged in the corpetition for government contracts.,
wvhere, for example, a small-bugsiness set-aside prugram could maks a use~
ful contributiou to stimulating these firms.

6. Deficient public administrationm: Some of the government's
oWl programs to revitalize the econowy, ranging from direct investment
in productive activities to the Stop~gap Emergency Fmployment Program,
have not been efficiently administered. The financial and humsn resources
required for these programs have, thus, not been available for potentiszlly
more-productive government investmants in infrastructure and for private-
sector investments in directly productive activities. Most observers seen
Lo agree that the types of economic activiries that have the best prospects
for stimulating the economy and providing new jobs are those vhick the
private sector is better equipped to implement — both financially and
administratively — than the public sactor.

7. Public-private sactor strife: Strained relations between
the government and the Private sector have hindered the recovery of
private sectsr investment, vhich, in rcal terns, {all by 662 between
1973 and 1977.



8. Wage Structure: Psasma's woge scale has loug been aff.ctﬂ
by U.S. minimum vage lagislation prevalent in the forner Canal Zone snd
oa U.5. ailitary bases. The new Canal Treaties insure U.S. wags levels
for former Canal Zone employees transferred to Pansnanian entities. This
could pull the wage and salary structure upward unless corractive REASUT
are taken. A high-cost labor force means th 't Panama will have to strass
the production of high value goods and services (including agricultural
Products) and improve Banszerial and administrarive efficiency.
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Iv. Gop Developuant Goals and ans

The long-range GOP development goals stress. three key objectives:

l. The schievement of a high rata of growth in order to increase
the national wealth. Tbis is seen as a precondition for achieving all
other development objectives;

2. A wider, more egalitarian distribution of the benafits of this
growth. This objective éncompasses a comcitment to enhance plrticipmon
of the poor in the development process: and

3. Regional economic integration aimed at reducing the consider-
able rural/urban income and development disparities.

These objectives ara clearly stated in. GOP development strategy and.
planning documents. During the past decade the GOP has implemented
Dumerous programs. and projects to achieve these and other objectives.

These include: (1) Programs to increase agricultural production and the
rationalization of land use, including credit, agrarian reform, cooperatives
development, agricultural enterprises, integrated rural development, watere
shed Danagement, and agricultural research; (2) programs to izprove and
expand the economic and social infrastructure {such as roads, commumicatiops
and transportation Systems, power, potable water Systems, sewerage

disposal, health centers, schools, housing, ports, and the Colon Free

Zone); and (3) Programs to improve the human resource base, such as
integrated rural health systems and curriculum improvementcs.

The majority of these Programs and projects are characterized by
their rural bias, in lipe with the GOP's objectives of reducing the



income gap between the rural and urban areas and distributing more of
the benefits of the development process among the poorsst segment of
the population.

As Panama's post-1973 ecomomic slow-down continued into the late
19708, with resulting and rising uneaployment and underempioyment, re-
solving the employment pProblem became a major govermment concern. The
most direct response was the Emargency Employment Program, which clllplc:yucl"i
&3 many as 25,000 in low-level Public sector positions. from 1977 to 1980.
Eutl? because of this eRergency program, however, the public sector
deficit, after falling from 18.5Z of GOP in 1976 to 13.4X in 1977, rose
to 15.4% in 1978, And, unfortunataly, rather than providing skills
training pertinent to Private sector needs, the program ’uuly provided
employment in marginally productive activities. Hence, although of
certain benefit to those whom it employed, the Program vas terminated
early this ysar. The termination of the program is taken ag g sign that
the governuent is seriously trying to reduce the fiscal deficit and to
Create productive employment opportunities in the private sector,

More propitious for goverument-private sector relations, howevar,
is a new high-level labor-mnagm:—gmrmnt commission, which will
review existing labor legislation and other constraints to investaent,
particularly those affecting small and oedium-sized enterprises and the
overall investment climate. In addition, there has been a relaxation of oy
Price controls and s general shift towards recognition of end support
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for the private sector's role as basi: to future growth. Although co-v
prising of intangibles such as "mood" azd "actitude”, this shif~ appears
to have improved private sector participation and, more important, to
‘have invigorated investment. In 1979, domestic bank lending rose 292
after four years of no-growth, while investment in the unemployment-
plagued construction sector @xpanded by 382. 1IDB and IBRD are preparing
pProjects which would SUpport economic diversification and generate new
urban employment. The new $133 million Colom Urban Development program,
which includes IBRD and Private foreign bank lending, may generate sone
8,000 long~termr and many short term jobe. 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.

Panami's agriculture sector - vhich accounts for 282 of the EAP -
Temains a drain on the national economy bacause low productivity (which
fell by 1.42 in 1979) and low production have led to an unnecessarily
high national food imporet bill. 1In addition, the controversial agrarian
reform still is heavily subsidized. Graater Price flexibility, a better
organized and administered bureaucracy and a host of Jther 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 IFIs'’ analyses of dats and
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mood, leads us to conclude that Pauama is swvare that economic growth and
political stability are directly related to employment generation. The
GOP is curremntly developing its next five-year plan (1981-198S) and,
vhile no changes are anticipated in its overall goals, the programs and
projects mix is expected to be more employment oriected, reflecting the
GOP's concern for the serious 'memployment of the country. In the face
of domestic political constraints, the GOP has been cantious in impleman~
ting desirable raforms. But it is diversifying the economy, recognizing
that no single sector will provide the solution to recent problems of
sluggish growth and high une=ployment.

Panama's performance in this regard vill be scrutinized by USAID.
One measure of this performance will be the degree of cooperation and
support government institutioqs give to future employment projects. We
do not predict consistant progress, we aaticipate an occasional reverse.
Nonetheless, wa are ceutiously optimistic that the trend towards re-
invigoration of the economy is at hand and certain that significant
elements of government leadership support policies which encouragan
private sector investment, greater public sector efficiency, and esploy~

ment generation.



V. Towards a USAID Employment Strategy
A. The Setting

Wiitle: a clesrly articulated Pausmenisn employment strategy is
evolving (the next five year plan should serve to clarify cop in:nn:im)j._
the employment problem has. been publicly recognized and a consensus is.
forming upon which a Panamanisn employment Strategy can be developed.
There is growing recognition that many GOP Racro-economic policies, a.g.,
labor legislation, price: regulations, tax incentives, and trade policies
serve as disincentives to Priviie sector investment and, cousequently,
to economic growth and employmeat generationm. |

In view of its Policy problems, the GOP has entered into formal
and informal discussions with the private sector, USAID and other
international agencies in an effort to clarify the problem(s) and
identify alternative courses of action. While several policies have
been identified as having a general negative effect on investment and
exployment generation, much less is known about their impact on differeme
sectors, sub-sectors and specific enterprises. The GOP recognizes the
importance of having this information before it attempts to 0dify
significantly its present policies. Nevertheless, confronted with tid.n
unemployment, the GOP is under considerable pressure to initiate sction
programs to address the employmeant problem.

USAID/Panama recognizez the GOP's dual need to {1) gensrate joa
now while, at the same tire, (2) developing the informational base M



for making constructive policy changes. Consequently, the Mission has
focused its attention on developing several investment/employment action
projects (discussed below) designed to generate (1) jobs amougst AID's
target group via credit, managerial snd technical assistance to small
and medium size enterprises and (2) information om GOP policy effects

on enterprise investment and exployment decisions.

There have been many useful informal policy discussions between |
the Mission and the GOP over the last year. Most important, there aras
indications that these discussions plus some USAID employmant studies,
are having an effect.on the GOP. While the Mission cannot take direct
credit for the GOP's decision to inact the legislation creating the
labor-management-government comission, there is no doubt that Migsion~
GOP discussions and Chapman's 1979 study wers a significant fact - in
the chain of events that eventually led to the legislation. In viev of
this responsiveness and of the country'e short and ldng-:u:l employment
generation needs, USAID/Panama is developing its investment/employment
action projects as vehicles to maintain creditabilicy and leverage vith
the GOP on policy issues.

B. The Strategy

USAID/Panama has used its latest CDSS to ca:ngorizq its program
along three related subject aress: employment generation, asset formatioe
and development support (including activities in d"d.opl.nc aduinigseracigy
environment and emergy). The first two elements and the development
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adzinistration activities of the third element deal directly wich the
problem of improving the wvelfare of the rural and urban unemployed, undey
employed and unemployatle,

and. small urban centers. Projects are designed to stimulate the u:plnd.u
of small-farm, commercial agricultural produétion for domestic consumption
and export and to facilitate the development of backward and forward
linkages between the urban and rural areas outside the metropolitsn
corridor and between these areas and the corridor. Thig program can be
expected to help reduce rural underemployment, narrow the gap between
urban and rural levels of income and result in more balanced development.
We are aware that even 3 Successful strategy will have only & modast
effect on rural-urban migration, but we believe more of thst igration
will be directed toward smaller urban centers rather than toward the
metropolitan corridor.

In the urban areas within the metropolitan corridor our strategy
will create jobs through projects which stimulate investment in Job- |
generating activities and improve the skills of workers so that the Pa-
namanian labor force will becone more productive and attractive to

investors.



‘Sinaltaneously, for economic, social and political reascus, particularly
in the metropolitan corridor, USAID will be Easponsive to, and aelp mold,
Panama's pressing employment generation priorities.
C. EPrograws/Projects

hmmmmwwm trudicional on~ferm
activities, including the Integrated Rural Developasnt project ~ IRD
(525-0183), regional development approach aimed st assisting small
farmers (if the Project's administrative problems can be overcoms).
Because agriculeural Tessarch and disseminacion of new technologies, both
Senerally and for small-farn agriculture in particular, are especially
weak in Panama, the Mission is supporting improvements in thase areas
through an Agricultural Technology Development project (525-0180). This
Project and others that are plamned, a.g., A;ricul:nrl;l Technology
Transfer, cowplement IRD, URBE, grains marketing, rural accass roads and
Telated ADD funded activities by strengthening the demand for fara inputs,
markecing services, and Procesaing facilitics — the types of activittfq
the Regional Groweh and Service Centers project (URBE) is designed to “
fcimilace. Furthermors, rising farm incumes will stimlace the demend
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for consumer goods and sérvices; thus, creating additional jobs in warkes
towns and small urban centers through multiplier effects.

We: also intend to build upon some of our off-farm activities,
such as URBE (525-0185), which finances (1) a variety of small labor-
intensive enterprises and larger, capital-intensive agro-industrial fime
which have good exployment potsntial; (2) small towmn infrastructure, such
a8 sewer systems and transport terminals; and (3) low-income housing,

If the URBE project is 28 successful as it now appears it will be, the
Mission will Probably propose an URBE IT. Alio, based on the successful
Rural Cooperative Project (525-0173), which terminated recently, a new
cooperative credit lcan for stimulating agro-industries is: being consid-
erad. |

As these agricultural and off-farm development Projects prograse
and demonstrate their effectiveness, the Mission hopes to intensify
discussions with the GOP op those policies that appear to be hindering
the achievement of the government's objectives regarding production,
employment and income. Ag 4 result of ocur snalysis of Panamsnisn devel-
opment needs, we also will davote significant attention to more urban-
oriented employment problems.

The Employmsnt Planning and Generation (EPG) project (525-0221)
represents the Mission's firse attempt at dealing with strictly invest-
ment/employment problems. The EPG will provide credit and techmical
assistance to existing or potentisl tatrepreneurs in medium and emall

enterprises as part of ies "action" components .
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The action element of EPG consists of & credit component combines:
with a technical and managerial assistance package tisd to sub-loans lnd‘_
tailored to the nesds of imdividual borrovers. The Mission chose this
focus because medium and small firms (1) tend to create jobs at a lower
cost than those created by larger firms; (2) tend to utilize relatively
‘labor-intensive technologies appropriate to the skﬂ.l_ lavels of low-
incoms, wnemployed or underesmployed persons; (3) use wore local raw
materials and intermediate 8oods than do large firms; and (4) have more
difficulty in getting credit and technical assistance than do large firme.
Fxporience from the URBE Project and recent studies confirm that there is
demand for the tyPe assistance that the EPC project will provide. We
expect this project to benefit 300-500 smull and medium-size entreprensurs
and to create 2,000-2,500 new jobs if all proposed sources of funding can
be tapped and Properly channeled.

A smaller though important element of the EPG is a labor force
information system. Its Purpose is to provide bettar information to both
the entrepreneurs who Operate small and madium-sized firmg and to the
Potential workers for those same 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 iution'n labor force
and establish the foundation for the proposaed Workforce Davelopment
project.

As for the Policy el'ment, discussions sre underwsy with the Gop
regarding creation of an employment policy unit which would producs stuats



1n such areas as labor intensive technologies, market identification,
and tariff and fiscal incentive policies. These analyses will be used
by the GOP to help dawcdop-fnturn-policilc aud programs in support of
small labor intensive enterprises. By attempting to include a policy
component within the EPG project, we arc-canfid-nt.qf continuing the
dialogue with the GOP and of Playing a substantial role in accelerating
and influencing important GOP policy and program decisions.

In addition to the Employment Planning and Generation pProject
Planned for early FY 1981, there are two small projects which will
complement it. One is a $408,000 commmity-based Saall Enterprise De-
velopment project (IIPUP-Type C) being funded by DS/UD, which will focua
ou the rapidly growing San Miguelito area. This is a very low-income
area with high rates of unemployment and underemployment. The project
will finance a survey of periips 250 of the estimated 1,200 business
enterprises in San Miguelito and will help establish a community-baied
development corporation that can identify and financially support
Potentially productive small business ventures, lirking them with other
activities in San Miguelito and in che economy at larg;.

The other small project is a $485,000 OPG with the Panamanian
Association of Business Executives (APEDE), APEDE will identify and
provide some 100 small entrepreceurs (firms with less than six workars)
7ith technical and nanagerial assistance directly and through specially
‘ailored management training courses and seminars, involving more ex-
'erienced business executives on & voluntary basis in the ctlalfcr of

.echniques and experlences to fellow entrepreneurs.
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» The proposed FY1982 Workforce Development project (525-0214),
as described in our latest ABS, will improve vocational instruction at
Panama's three skilled and semi-skilled training institutions and improve
&ccees to them by poor urbam workers, streangthen coordination between
them, and link graduates with privats sector employers through placemeant
programs.

The last investment/employment Project being considcred at this
time is a Rural Enterprise Cooperative Loan (525-0222). Based upon the
success of the earlier cooperative loan project, USAID is axploring the
possibility of using the cooperative credit mechanism to stimulate agro-
industries in the urban areas outside the metropolitan corridor.

An effort currently underway to help streamline public sector
management (Development Administration Projict 525-0209), most probably
starting with two ministries or sectomof the government, although not
directly an exployment activity, will cut across the entire project im-
Plementation process. This Project will help Fansmanians improve their |
owa administration of the development process and streangthen the GOP's
policy - smalysis capability.

D. Conclusion and the Future

This Mission believes that it ig undertaking a creditable lori.-;
of interrelated projects dealing with tha complicated growth pattern of .
Panama. They should help a specified number of people dimtly and,
through experience gained and the muletiplier effece, ;fhct Ssay sore
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in the future. This Mission will be occupied over the next fey years
with employment generation and relaied activities ag 3 prime concern.
Because of the location of the target Population, it is cercain that the
pPoor within the metropolitan area will receive a great deal of attention,
Urben areas outside of the corridor, which are generally market towas,
will also be included within our 'strateg, and such activitiey a9 IRD,
Tachnology Development and URBE will affect nearby rural areas.

The search for future pProject mtmcnt:x.ons becomes more difficuyle
while policy questions remein unanswered. For that ressoen the EPG project
is proposed to inclu@e a pélicy elenent. Over the PASt two 7ears, the
Mission has contracted Several diagnostic studies of the economy. The
1.79 Chapman study quantified the exployment problem. The latest Chapmen
study (1980) looks at the characteristics and needs of small and medium
8ize enterprises in Panama. Ag the design of the EPG project Progresses,
the Mission and the Gop will identify those areas needing further analysis,
pointing the way towards a more comprehensive and clearly defined invest-
ment/employsent strategy.

At this point it ig impossible to state vhich aspact of the
inmtment/mploymenc strategy will occupy the Migsion uoi'. - general
Policy-oriented pProjects or specific nployunt-cru:i.n; projects, or
both. Until further sStudies are couduct;ud and experience is gained with
Current and projected activities, we will noe know which investment/em-
Ployment focus will pe mOTe appropriate for long-term support. In the
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Beantime, the Mission ¥will completa or begin the design of the projects

described earlier, stressing employment crsation as an essential tl-nc

for me.ring the needs of the Panamaniasn poor..



