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INSTRUCTIONS
 

The approved Project.Data Shee summarizes basic data on the project and must provide v'eliable data for 
entry Into the Country Program Data Bank (CPDB). As a general rule blocks 1 thru 16 are to bc complet
cd by the oriiting office or bureau. It is the responsibility of the revicwing bureau to assume that
whenever the origil Project Data Sheet Is revised, .the_ Project Data Sict -conformsto-the revision,. 

Block 1 -Enter the appropriate letter code in the box, Ifa change, indicate the Amendment Number. 

Block 2 - Enter the namue of the Country, Regional or other Entity. 

Block S.Enter the Project Number assigned by the field mission or an AID/W bureau. 

Block 4. Enter the sponsoring Bureau/Office Symbol and Code. (See Handbook 3.Appetn 5A. Table 1,Peg I 
lorrgiddance.) 

Block 5 - Enter the Project Title ($toy Wthln brecket:i, lot to 40 cohrw-tr). 

Block 6- Enter the Estimated Project Assistance Completion Date. (s. aTO Crcuia, A.24 dated 1261/8. pa
 
grop aC PW Z)
 

Block 7A. - Enter the FY for the first obligation of AID funds for the project.

Block 7B..- Enter the quarter of FY? for the first AID funds obligation.

Block 7C. - Enter the FY for the last AID funds obligations.
 

Block 8. Enter the amounts from the 'Summary Cost Estimates' and 'Financial Table' of the Project
Data Sheet. 
NOTE: The L/C column must show the estimated U.S. dollars to be used for the financing of local 

costs by AID on the lines corresponding to AID. 

Block 9 . Enter the amounts and details from the Project Data Sheet section reflecting the estimated rate 
of use of AID funds. 

Block 9A. - Use the Alpha Code. ($to Moub..&3x Appeudk 54. Tout 2.Pwo2buuuddm..) 
Blocks 9B., Cl. &C2. bee Handbook S, Appendix 5B for guidance. The total of columns I and 2of

F must equal the AID appropriated funds total of 80. 

Blocks 10 and 11 . See Handbook 3, Appendix 5B for guidance. 

Block 12 • Enter the codes and amounts attributable to each concern for Life of Project. (see Imadboh j.
Appaudw 15A AItaciseue Cfiw co&%) 

Block 15 - Enter the Project Purpose as it appears In the approved PID Facesheet, or as modified during
the ptoject development and reflected In the Project Data Sheet. 

Block 14 -Enter the evaluation(s) scheduled In this section. 
Block 15- Enter the Information related to the procurement taken from the appropriate section of the 

Project Data Sheet. 

Dolak 16 This block Isto be used with requests for the amendment of a project. 

Block 17 - This block Is to be signed and dated by the Authorizing Official of the originating office. The 
Project Data Sheet will not be rilewed If this Data Sheet Isnot signed and dated, Do not Initial. 

Block 18 - This date Isto be provided by the office or bureau responsible for the processing of the docu
ment covered by this Data Sheet. 

AD1330-4 (8.70) back. 
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WA~iINOT*N OC2 J 

S Name-of, Coun try:, uld7f..... 
4, ~~b< ., <P' <a -___~ Name fPoet Employment Planning and Generation, 

4Number of Project: 525-0221 
*Number of Loan: 525-W-051
 

I. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as amended, I 
hereby authorize the Employment Plannipg and Generation Project for the Republic of 
Panama (the "Cooperating Countr") Involving planned obligations of not -to exceed 
Five Million United States Dollars $5,000,000) In loan funds ("Loan") and Nine Hundred
Seventy Five Thousand United States Dollars ($975,000) In grant funds ("Grant") bvcr 
a four year period from date of authorizationt subject to the availability of funds in 
accordance with the A.1.D. OY13/allotmcnt process, to help In financing foreign exchange
and local currency costs for the project. 

2. 'The project ("ProJect'9 consists of strengthening the Government of Panama's 
institutional capacity to analyze, develop and evaluate policies and programs to stimulate 
private investment In labor intensive activities and establish a credit fund to foster 
increased employment generation and productivity in the private sector. 

3. The Project Agreement, which may be negotiated and executed by the officer 
to whom such authority Isdelegated Inaccordance with A.L.D. regulations and Delega
tions of Authority, shall be subject tothe following essential terms and covonants and 
major conditions, together with such other terms and conditions as A.ID. may deem 
appropriate. 

a. Interest Hate and-Terms of leogaymont 

The Cooporating Country shall repay the Loan to A.I.D. In U.S. Dollars within 
twenty (20) years from the date of first disbursement of the Loan, Including a
graeo.poriod of not to exceed ten (10) years. The Cooperating Country shall 
pay to A.I.D. In U.S. Dollars interest from the date of first disbursement of 
the Loan at the ro of (1) two porcont (2%) per annum dur'ng the first ton (10) 
years, and (i1) three percent 36) per annum thereafter n the outstanding
disbursed balance of the Loan and on any duo and unpaid Interest accrued 
thereon. 

b. Source and Orkin of Goods and Services (Loan) 

Goods and services, except for ocann shippinf~ro finnced by A.l.D. under thle 
Loan lmll have their sourceo nd orlqln In Pannma or in oountrlc Incluemd In 
A.i.D. OoraphIa Codo 91, eoopt ao Add).. iny otherwise agroo In writing.
Ocean shIp r finnnood by A.). under the Lo on shnll, except ns A.d.D. many
otherwise agro In writing, be financed only on flag vessels of counties Included
In A.d.). Geographic Coda 041 or of Panama. 
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exceton A.d. may e~r wise; iagree wrting. Oean sippin in ndeby 

teProject Ag;reement to finance other tlian technical assistance, the Cooperatning 
...Co..untry shall, oecpt as A.I.D.: mayi othe~rwise agree Inwriting, :furnish to AJI.D.,In ::
form and substance satisfactory to A.I.D
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g. Covennnts
 

The Cooperating Country shall covenant 
 that, unless A.I.D. otherwise agrees in 
writing, it shall: 

(1) Maintain sub-loan interest rates at not less than the average of 
the BNPs cost of capital, the interest rates charged by development
Institutions and interest rates charged by commercial banks in Panama; 

(2) Set aside for TAIA Services three points of the sub-loan interest 
rate; and
 

(3) Cause the BNP to establi~h subloan interest rates quarterly for 
A.I.D. review. 

,,'
 

Acting Assistant Administrator
 
Bureau for Lntin America
 

and the Caribbenn
 

Date
 

Clearances: 

(;C'/lA(':R\Irt: dtq t syubject to expirntion of CN waiting period 

1,A. t: 

(CC/,A C:Il) AX l,ii lekg 'I//lG/:29183 
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ACRONYMS 

APEDE - Asociaci6n Panamefia de Ejecutivos de Empresa 
BDA - Banco de Desarrollo Agropecuario 
BNP - Banco Nacional de Panama' 
COFINA - Corporaci6n Financiera Nacional 
DNE - Direcci6n Nacional de Empleo 
DNED 
EDC 

-
-

National Directorate of Enterprise Development 
Employment Development Commission 

EDD - Employment Development Division 
EEP - Emergency Employment Division 
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ICI - Intermediate Credit Institution 
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-
-
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-
-
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-
-
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IRIIE - Regional Crowth ,and Service Centers Project 



I. SumarY and Recoamnedations 

AP.Recoffnunnat ions --- -

~~iillThe 1ti MSPD recoaunends authorization of a loan for $5.0 ~1anam 
milionand af grant' of $975,0000 to the, Goverrient~oofPanara, yOto provide ~ *assistance to stiMUlate employment ge ii through a prc'gri ,oflpolicy, analysis~


aiid crWdIt' and technical, assistance toualadmdlisize businesses. ,17ie loan
*isi to'be fully fuinded ($5,10001000) in FY 81 with ter' of 2yer repaymewntit

10 ,years grace1 and interest',of 2%during the grace period.'and 3%thereafter. Thei
loan,-is to be disbursed-within four .years from the dateconditions precedent to, 

' 

initial disbursement have been satisfied$, The grant~will alio be fully funded in
F? 81 at $9750000 to support project activities and contractzstudies which will be
~developed in the projects first year-o imp~lementation., 

B. Borrower/Grantee 

7bie Borrower/Grantee will be the GOPI, with the project to beneadministered and coordinated lb' the:Ninistries of ConinerceMCI) and
Labor (MrRAB) and the Panamaia~n National Bank, (BNP). : Signatories for the GOP

-willbe the Minister of Planning and the General manager of' the MP. 

C. Project Swmiary 

7he project goal is to increase enploymente productivity and ionslevels of< the poor in Panama. Vie purpose is to strenthen the GOPsintitutionalcapacity to analyze, develop and evaluate policies and stimulate private Investmentin labor intensive activities. T*achieve these ends the project will supportthree related activities: (1) formationm of an enloymsnt policy analysis andresearch system within the Ministry of Conmerce and industry (MICI) which willanalyze existing G0OP economic policies and programa and prose modifications orthe introduction of new programs supporting emloyment generation either by the
Itself or by the private sector; (2) strengthening~collectioni, storage, processing 
OW
 

and ass to accurate and current muanpower Information through a series ofactivities to be coordinated by the Ministry of r~borl (3) establishment of a model 
> fund within the National Bank of Panaafor labor intensive mull and medium firms. 

Enterprise Development will establish a Policy Analysi and Research System (PARS)
to conduct studies on economic policy and enploymit gneration and mke~,
 
EmpoymntDevelopuent Comission aatechnical' secretaria!, iAIDGrnFudtotllng$625,000 will be used t finance, policy studies. The OW In counterpart

winfinncethe,operating and support costs,,of som $70,000 armually# ($280,000


LOP#of the PARystem.
 

7be ministry of rAbor.'s National Empl~yment Directorate, In'copertion with other public and private'organizations, will establish a Marqxxmrtnoweion system (MOS) to hetegovernment and private sector. more effectively
martch Panaim slabor. supplywi Ltd dmnd' 'AID Grnt Vunds ($200,000) wll be
 

2 
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used to finance technical assistance and training costs related to establishing the
 
system. The $98,000 inGOP counterpart (LOP) funds will finance operation of the
 
system.
 

The Employment Development Division of the BNP working as an 
intermediate credit institution (TCI) will make investment and working capital
loans to labor-intensive small and medium size firms in manufacturing, 
construction, commerce and services sectors throughout Panama. This new Supervised
Crcdit Program (SCP) will help alleviate some of the constraints to small and 
iridium business access to credit. AID Grant Fund ($150,000) will provide technical 
assistance to the I3NP required to establish the program. Approximately 3,000 new
 
jobs (1,600 direct, 1,400 indirect) are expected to result from $10,000,000
 
($5,000,000 AID, $5,000,000 GOP) in supervised credit on-lerit to some 300-350 firms
 
over the four year life of the project.
 

it is-the Mission's conclusion that the Fnployment Planning and
 
Generation project app-ropriately addresses three major the constraints to 
employkmnt qeneration. It addresses policy constraints inhibiting increased 
private investnent in lafar intensive activities, initiates a model credit program
direct-d at smll a medium bus inesses and uprjrades manpower information for use 
by the WOP, (eployers,and employocs. The project has been determined to he 
economically, f inancially and administratively sound; the implementing institutions 
have been found capable of irrplemrnt ing the planned activities; the project meets 
all applicable ntatutory criteria (Annex II) and, therefore, is considered ready 
for itiplerentation. 

1. Financial SirruNatry 

t is expectexi that AID ,oan and Grant and GOP counterpart funds 
will 1- allocated as follows: 

Financial Plan(us 000)-

IJSATD MOP "rTAL 
D1, Dr, 

lrployment Policy &Planninq 

PARS 625 200 905 

MI I 200 90 298 

Supjervir.(A Credit Program 

SCP 5000 150 6500 11650
 
500 7 ZZq125 
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nex20,'+>9verthe. ofieas mnPMihgp's conrM nitratinodwinnext4 the eone egy be.. 

on near-term assistance in the urban sector (Panama City- Colon metropolitan
~;~oridr ndseconidary: cit es) ~
 

itie mission baed its decision to consider employmnt as an urban
 
sector problem'on the:'following generalconclusions derived from extensive data

K~analysis presented in our overall emrployment strategy statement (Annex VI). 

a. Changing demographic conditions indicate that the country,. which is.
now-58% urbane will'become 72% urbanized by'the year 2000. Currently, 50% of the
population lives in the metroplitan corridor.Byteea200heprnag
will/rise to 60%. yteya200hepreag 

corr~r,4 bo Uneiployment in- the urban areas, especialytemtooia 
ooridris more serious thav in the'rural areas. And# when the urban

ur~remploy#ed are added to the, 14-22V urban unemployment rate, the situation has
potential for politicalk and social instaility. 

C""' c. Unless the economy' begins to grow at close to 8%with an almost 50%increase In the labor/output ratio, Panma may wll find itself with an
unemployment 'rate in the vicinity of 18-30%, Intefuture. 

bareldy AiIenD.'s prlimary target group# the poor families -whose incomes are
barlysuficenttomeet basic needs standards, curLently shvsa 60-40 splitbetween'rural and urban areas. With Incoreased urbanization, the split will tend tobe s a poor families will be found in urban in rural area.alzed that nyr as 

e.While the quality of the data issubject to imperfect and while some of the estimations are informed conjectures, the implication Inclearl 
-unemployment is already a significant, problem and may grow to be a severe problem -

fifnvestment is not stimulated and otput mad more labor Intensive, 

t 'LTe Mission understands and appreciates full-well that unemployment 
"' does not necessarily' impl poverty# that some unknown peroentage of the unemployed

undoubtedly owfromfamiie with one or moreiome earnermp and that as a,
-result the loss of one incoi a may, not be terribly aignif ioant. lereforif,

unumplolyleht statistics asan indicator of,poverty my.Overstate Ithe case to som--unknown degree. With full1 knowledge' of this, shor= n ,thep Miuaion belimvs theunupployment evidence to -be, so:overpomtuing .that the concl-usion-drwnfrom, the

Sdata' are ,irret and carry with them the responibility to. act now rather to reoot
lator.-------------- -
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7be.goal-of Mission employmnent strategy is to enable Panama to develop~'____
and anogingprogram-mi~ahalling-publ-ic-and -private-setor reso~irces -to---

~ icres&~iplymet~cporuniiesand raise, resource productivity. The Mission's
employment strategy ctargets,.are to stimulate ,investment in job creating
enterprises, ,,to increase usage of the skills of~the currently unemployed and to 

2strengthen the government's capabilities to analyze the dimensions of~ the
enlymet problem and develop and iplement programs and policies leading to its
resolution.' 7tese targets are based upon analysis of the constraints to job.
creation'. Constraints to expansion of job-creating opportunities for the majority
of t* unemployed#; include, (a) legislation and government programs whose effect
is to discourage labor-intensive, investments and favor capital-intensive
investments, and price controls which have performed erratically and inflexibly;
(b) a credit 'system which discorages access by small borrowers by imposing

expensive and confusing requirements, demanding unrealistically high collateral,

and# in general, by treating small and large borrowrs alike; (c)lack of 

-managerial and techn~ical. knowledge on the part of small and potential
entrepreneurs; and (d)' lack of an adequately trained, skilled workforce despite
relatively high education levels. 

The Emrploymrent Planning and Generation (EP) project addresses all of
these constraints except the last which, due to its magnitude, is to be addressed
in a project planned for NY 82, workforce Development. For the short term the
Mission concluded that, although these and other constraints severely restrict job.
creation, the first three can be dealt with most effectively through policy reform
and information gathering while simultaneously initiating a model small businiess
credit program. 

7be EFt project will: (1) establish within the GOP a policy analysis
unit to undertake studies and analyses to promote private sector investment and
employmen~t generation, (2) strengthen GOP data collection and analysis to assist
the p~ublic and private sector identify and anticipate labor requirements for 
sm -skilled or un-skilled workers and (3) Implement of a model supervised credit 
mechanism for small and mdiu firm which in. addition to credit, also has. a
substantial technicaJ/managerial assistance caqmoent designed to reduce marry of
the technical constraints that prevent mediumand all firms from improving their
profitability, increasing production and hiring more labor. 

P. Issues 

1. Lack of an Employmnent Policy 

Considerable concern has been expressed by various donors at
the OOP's delay i0completion of the next five-year development plan (1981-85).
After reviewing post efforts and ongoing activities, UMD considers that tho lack
of labor and' exploymnt data and the lack of a workin .group, Identified to perform.

poiyanalyses has led tocontinued delays. While tepolicy analysis and 
mrqx~snr Information systemw established under this project are not utopian they
will help the ON better define and cope wit theemploment roblem, 

Althuh dmvecpmnit of the.Plan has been suspended# and
WN-finanoed advisors have, departed# nwmirous statents by Oowermet offiials# 



~conf irudby press analyses, support ~the Mission's belief that employm~ent 
--generation -7remains -a'-priboity -objeotive-ooPanamnfian-government po1ic#TWiki 

___ 

or~ 
~documents-for thenext fiveyear lplan -as its predecessor - specifically

identified 1ezployment ~generation'as'an area ,of concern.' The privategS'ector,

through~the hamber: of ,Commerce: and other representatives, as well as independent
analys jhave also targeted employment generation as a problem, and'have exprse

terwligesto cooperate with theGOP in'decreasing the unemploymnt rat . 

2. Utilization of the PaRs 

Key to the long-term generation of jobs and an active growinginvestment climate will be Panarmit ability to recognize, analyze and adapt
appropriate policies and programs. Wereas, iitial GOP interest in a policy study 
group was-taken as AID's bureaucratic requirementsp,the PAR system as develoedby
Aurd has achieved the person~al support of the.President and Vice-President (who
chairs the Finance Connission) as well as 'interest of the World Bank.
Nevertheless, whether the GOP will use the PAR system effectively can only be
 
determined over time...... .. 
 . . . . . 

3. Replication 

The $5 million fund being developed in this project i 
described as a "model" fund, i.e., unless replicated it will fall far short of.4
significantly ameliorating unemployment. The issue, then, is upon what assumptions.
doe the USAID believe that the fund may be replenished. 

The answers are: 

a. The rBJU) has expressed interest in contributing to the 
fund? and is prepared to field a team as early as late CY 1982. . 

b. The GOP by contributing an equal amnount to the fund as.
AID, is itself making a significant contribution and, 

4 

inluin c.lbe 8, by reforming its own administrative policies....
includig o tn
reduing colateral requjiremrents has signalled it itn 

fullaquare behind the approach. . . . . . . ..
 

G. Conditions and Covenants 

In addition to standard conditions the following are raomended8 

~ 41. CodtosPrecedent to Initial DiWrhmin 

V' Prior to any-disburmount or the issuance of any commitment
 
docwnnt under the Project Agreeentp,except for, technica assistance, to finance
 
developent of. portioni of the Project# the Cooperating Countysalfrihn
 

.form and subet a satisfactory to.AID:.......
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a. Policy Analysis and Research System (PARS)
 

Evidence of the establishment of a Policy Analysis Research
System within the GOP, composed of an Employment Development Commission and a
Technical/Administrative Unit with the appropriate procedures for registering and
 
utilizing private consultants.
 

b. Manpower Information System (MIS)
 

A time phased implementation plan for the utilization of
 
technical assistance funds,
 

c. Supervised Credit Program (SCP)
 

1- Evidence that a staffing plan has been established for the
Diployment Development Division of Banco Nacional de Panama and that personnel have
 
been hired to fill vacant positions.
 

2- Evidence of arrangements to p ovide TMA to the
sub-borrowers, through private consultants, describing the procedures for
 
registering and utilizing the TMA Services.
 

2. Covenants
 

The Cooperating Country covenants as follows:
 

I- Unless otherwise agreed in writing by AID, to ,aintain
sub-loan interest rates at not less than the average of BNP's cost of c3pitzl,
interest rates charged iN development institutions and inter#-,t rates charged bycommercial banks in Panaira. 
 Three points of the sub-loan interect rate will be set
aside for TMA. 
Sub-loan interest rates will be determined quarterly by the BNP and
 
reviewed by AID.
 

2- To conduct joint evaluations of the project as may be
 
esLablished by implementation letters.
 

II. Project Development Group
 

AID 

USAI D/Pananw 

1.Michael Patr-ck/ABD - Project Manager
 
[)ougla!; At nold/COXT 
Tom ChayrFm/J4)
 
L. llarlan flvis/AI1D

Roix-r t !c.t. - t-ran/ODP
 

llaral, Mjrwi L7/AI1D
 
Stv(- ,ynr/O0lt
 
lkn Sever ri/ODP
 
liernai Velarde/ODR
 



--

USAID/Washington 

Alan Broehl/PDC/OLAB
 
Clarence Zuvekas, Jr./IAC/DP
 
Peter Bittner/IAC/DR
 

GOP
 

Ministerio de Comercio e Industria (MICI)
 

Lic. Antonio Richa, Director klacional de Desarrollo 
E~ipresar ial 

Lic. Bosco Quintero, Director General de la Pequeha Empresa 
Lic. Angelina de Gracia, Direcci6n de la Pequea Empresa
Lic. (dila de Espinosa, Direcci6n de la Pequeha Empresa 

Ministerio de Trabajo y Bienestar Social (MITRAB) 

Lic. Norberta Tejada, Directora Nacional de F-rpleo 
Lie. Miguel Del Cid, Jefe del Depto. de An6lisis y Politicas de 

mpleo 

Banco Nacional de Panama (BNP)
 

Lie. Jainw Simons, Director FODFN4
 
Lic. Jaime, Rivera, Sub-Director, FODEM
 
Lic. Jof;6 De La Guardia, FODtI
 

Ministerio de Planificacion y Politica Economica (MIPPE) 

Lic. At.ora de Correa, Jefe, S:cci6n de Recursos Ilumanos y 
F)TpCO 

Consul tan tf;
 

Nelnon Wall, Indwutrial Engineer, Georgia Institute of 
'lkclnoloqy

Dr. Gai illri~) ('hapnin, Economist, Presidente, Investigaci6n y
Desarrol Io, S.A. (INI)IESA)
 

Lic. Jos6 GLin, Economist, Investigoci6n y Desarrollo, S.A.
 
(TNi E.SA)
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Special Review 

The Honorable Lic. Ricardo de la Espriella, Jr., Vice
 
President, Republic of Panama
 

The Honorable Ing. Arturo Melo, Minister of Commerce and
 
Industry 

The Honorable Lic. Oyden Ortega, Minister of Work and Social 
Welfare 

Lic. Luis Arias, General Manager, BNP 
The Honorable Lic. Orville Goodin, Viceminister of Planning 

and Economic Policy
 
The Honorable Ing. Rodrigo Spiegel, Viceminister of Commerce and 

Industry 



4- -- - - -- ii.Proect Background9 

-4-. -Beginning in the 1950's and continuing through the 1960's, Panama 
experienced rapid anid strong economnic growth approaching 8.0%,annually. Growth was 
strongest in the metropolitan areas' of Colon and Panama City with constructions 
manufacturingr commerceand services increasing at a rate slightly below 10% 
annually. The expansio of agricultural production was considerably less dynamic
and reached only 3-0. Governent4 of Panama (GOP) involvement in the economy
during this period was marginal limited largely to support for traditional public
services in the metropolitan areas; a few nominal programs in education an~d public
health were unidertaken in 'the rural areas. As a partial result of declining
employment and income generating opportunities in rural areas and rapid growth in 
urban-based economic activities, thousands of rural residents migrated to the
metropolitan Whilieareas.Panama's population was preminantl rural (62%) in 
1940, by 1978 the majority (57%) lived in urban areas. Current projections

Sindicate that by the year 2000 Panama's population will be 72%urban and 28% rural. 

In contrast to past Panamanian governments# the "Revolutionary
Government" that assue power in 1968 has taken an active role in the country's
economic developmient. 7ite Revolutiontiry Govermts concluding that past economic 
growth had been inadequate geograp~hically and,osetorially, undertook a numb~er of 
actions to promote broad-based, economic growth and employment. Efforts to develop
the rural sector included education and health programs Agrarian reform. were -.... 

undertaken and small producers organized into groups (i.e. asentunientos) as 
masures to increase agricultural production. in the metropolitan areas public
investments in power and telecontuimnicatiosV tacilitis airports, ports and roads 
were undertaken to encourage private -- tor investment. in addition, the Colon 
Free Zone was expanded along with fisocal incentives designed to stimulate 
industrial growth. Liberal banking legislation wus passed establishing Panama as 
an international banking center. Government involveunt in the econoumy also
 
included public investment and maasnet of several proutive activities
 
including production of c4mnt#, sugar# citu products and bananas. Finally the 
goverrunent sought to influence the character and benefits of the country's economic 
Irowth through price controls, labor legislation and other regulations and 

equity areWm . While rural social progrow produced major and broad benefits 

frthe rural poor, the agrarian~ reform program failed to stiulate production and 
generate higher incomes and, employment. Public investment in metropolitan
infrastructure laid theLou ndation for economic rowth but goverrntnt policiesl
i.e., price controls, labor legIslation# fiscal incetives did not stimulate 
pri.sector investment. indeed, in miV cases 
Ivsten and less apovrrleoyoiceslent ls 

V-
Additionul information can be found in the Mission Oiployiiwnt Strategy, Annex V1. 
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During 1974-79 Panama suffered one of its worst recessions in the past30 years with GDP increasing by only 2.5% a year. The sharp decline inPanama'seconomic growth was due inpart to external events -- rising oil prices and ---.._slowdown in-world. trade-and, .in-part--to--internal-events--...collapse-in-urban

construction, exhaustion of easy izmport-subtitution opportunities, uncertaintysurrounding the outcome of the Canal Treaty negotiations and government policiesthat created a climate of investment uncertainty. Accoqanying the decline ineconomic growth was a significant increase inopen unemploy*nt from 30,000 personsIn 1974 to 44,800 persons in 1978, according to government sources.deterioration inPanama's employment situation has not only become a 
The 
major economicproblem but a potentially disturbing political and social one as wll.
 

1. Employment Problem
 

4 a. Unemlployed and Undereffploye-1 
Although uneoployment in Panama presently is high, the investmentclimate is Improving and the MP is encouraging private investment especially insectors which will provide significant euployment opportunities for Panamanianworkers. Positive economic trends of the late 1970's continue; growth inGP rosefrom 4-5% (1979) to 5-61 (1980). Private sector investment increased from 13% ofGDP (1979) to 19% of GDP (1980). Economic growth continues to be strong inconstruction, cormerce (Free Trade Zone);and services.improvements in spite of these recentin Panamas economic growth rate, the open unemployment rate for thecountry is still probably at least 10% and 18-22 
 in urban areas. 

Many knowledgeable observers feel the current rate of economic
growth innot 
likely to be sustained howeverf and increases Inunemployment.willoccur unless there isappropriate modification of public policies such as pricecontrols that affect investment and economic growth levels, technology choices and
employment generation. 

The Mission believes that deficiencies inofficial labor force data
cause the magnitude of the uneiployment problem to be significantly understated.As a consequence, the Mision has provided an adjusted esthate of,unsuployment(2Tb~e 1)'by making some revisions In official estimates and related data. (Themethodology used for these revisions Is described Mission's -Exployment, Strategy inArmexVI)., The adjusted data concludes that the unsmployment rate rose from 5.0%in1970 to 17.0 
 in 1977 and then fell to 15.4% in 1979. --tal unmployment during1979 was approximately 92,000 according to these estimates (OW estimates 50,700). 
While ueploymnt can be found thrughout the country it isconcentrated largely in the metropolitan corridor (75%).wlth the balance spread
between the Central region (15%), th Western region (9%) 
 and the Eastern region(1t) (Table 2). 
 According to Mission estimates, based on adjustments -of OPstatistic,, in 1978 the metropolitan unemployment cate was 22% or 72,900 persons
(Toble 3) . 7ho magnitude of the undoremployment problem Iseven imre difficult to
measure than that of unemploymt. A1974 
 study by XW/PPZLP estimated that 



205%of the labor force was undereirployed, depending upon sector and geographical
area. In 1977 30.5% of the labor force classified as employees were underemployed, 
an i1ncrease of 10% over 1976. (Underemployed are employees who work les's-1than-35___ 

.epers erkirnk$303l810 and 63,280 were 
classified respectively in 1977). 

b. Economic Growth and Employment 

The service sector dominates Panama economy producing 48% of the
country's GDP and employing 39% of the labor force (1979). Manufacturing,
construction and commerce also play an important role accounting for 32% of
Panama's GDP and 30% of the labor force. Agriculture, on the other hand, accounts
for 14% of the country's GDP and 29% of the labor force. The Canal area accounts 
for 6%of GDP and 3%of the labor force. While the service, manufacturing,
construction and commerce sectors have increased their shares of GDP and employment
during the past two decades, those of agriculture and the Canal area have 
declined. (See Table 4). 

The itportance of the relationship between economic growth,
economic structure (i.e., the degree of labor or capital intensiveness of various
production processes) and employment generation is illustrated in a recent AID 
sponsored study. Utilizing alternative assuzptions regardinq Panama's GDP 
growth rate, the abor intensiveness of its production processes (measured by an
e-ploym nt/output coefficient), and the labor force participation rate, the study
provides 18 separate uneiployment scenarios ranging from 3.3%to 25.1 in 1985 and
from 6.3%to 29.5% in 1990 (Table 5). One 19791990 scenario, representative more 
or less of the present state of Panaa's economy -- 6%GDP growth rate,
employlmnt/output coefficient of 0.50 

an
(higher: tan that achieved during 1960-74)


and an economically active participation rate of 60%projects unsnployment

nationwide at 18.6%(138,000 persons) In 1985 and 18.0 (153,000 persons) in 1990.
 

Panama's past trend toward a more capital intensive economic 
structure may preclude any significant reduction in the country's unsnployment ratebecause required investment levels would be prohibitive. Between 1970 and 1979,
(r for. l, total Invesmnt (private and public) in Panam's'economy was
approximately $3.0 billion. During this period the econma produced 92,726 jobs at 
an average cost of $31,750 per job. Therefore,-assuming no change in Panama's 
economic structure, total investment for the 1980-1990 period wi have to be 
approximately $9.0 billion, or triples the 1970-1980 level, to bring the 
unsuployment rate down to St (L.e,, 42,500 unsplayed) by the year 1990. 

These, projections highlight the inportance of higher GOP growth
rates and a more labor-intensive economic structure. Given the limted potential
of Panama's mall domstic mrket careful attention needs to be given to the export
markets. In addition, modification of existing OOP policies and program that 
promote the use of labor-intensive production technologies are necessary. 

Y AD/INCSA Pactores Cue-Afectan laOsnanda %*rMano do bra enPansm, (1979) 



2-12-

The metropolitan provinces of Panama and Colongenerator's of Panama's GDP and empicyment, are the principalaccounting for over 80% of thecountry's non-agricultural GDP (Table 6) and 56%of the labor force (Table 3).1979, small (1-19 en loyeea)and medin (2 4 9 e plyees)fi 

In 
v in manufacturing,--oc .... a vices activities accounted for 69% of all firms, 11%,of the laborforce and 21% of gross sales in the metropolitan area.activity small and medium size firms are found 

When divided by economicto play/their greatest role incommerce and services. In the conmercial sector they account for 75% of'all firm,15% of the labor force, and 25% of gross sales. In the service sector,account for nuarly 90% of all firms, they12 percent of the labor force andsales. In the manufacturing isecto:, G%'of grosssmall and medium size firms account 50%thefirm, 7% of the labor force and 6%of gr( is sales (Table 7). 

given Par.ama's 
Available data, alt4"h h. ited and incouplete, indicates thatthis shift towards capital intensiveness over the past 10-15 yearssmall Pnd 'nediu size firms remain more labor-intensive than large firms. (SeeTable b). A national survey of Panama's manufacturing sector in 1975 _V, forexanpleI found small and medium size firms played a major role in the production offood productsowood and wood products, non-metal furniture, newsprint,non-machinery metal products and non-metal mineral products (See Table 9). Theproduction of these products normally utlifze relatively labor Intensive methods.
Discussions with businessmen, 
 government officials and representatives of the WorldBank and the rnter-Amrican Developinnt Bank support the belief that sall andmedium firms in Panama are In general more-labor intensive than larger firms. 

2. Constraints to investment and Employment 
'A conplex and often contradictory array of Government policies andregulations including price controls, labor legislation, Investment incentives,inport and export incentives, and the tax system have had a negative inpact on awide range of productive activities in the Panamnian econoWy. In general, small
and medium size firms sean to be affected more by Governmnt policies than larger
firm that have greater acces to Information# are aware of alternative courses of
action and have the financial and techical resources necesary 
to satisfy therequirements of the bureaucracy. 

Poorly admnistered prie controls have contributed to productionand investment declinsinindustrial "nd commrcial activities as wallagriculture. asPanama's labor legislation Isparticularly labor intensive activities. 
seen as an obstacle to inveraent,

Present legislation raises the cost oflabor and lowers labor productivity by increasing smial welfare outlays and byi oing unduly Inflexible and c atlyeployee termination procedures oneployers. many observers argue that Oovernment inport tariffs and quota policiesencourage the mportation of various sm-inished and finished products therebydiscriminating against relatively labor intensive Panmmnian firm that can producethe products using local resources, 

yAlbartW 3. Lasus %lt1fes de oo!ra las !!gla Medianas Emrema delUetor dolamdustria Haufactrerat 11, Ocub e98 
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Although the government has developed several investment incentive 
programs, they seem to benefit more the larger firms which understand and are
capable of cmplying with numerous bureaucratic requirements an paper work. Many

esmall-tfuirms that would-and -iuesfirm many -te r' 
not do so because of difficulties and costs involved in preparing the voluminous 
and complex documents required by the authorities. Other analyats have alsoquestioned the value of the GOP's investment incentives such as corporate incom
 
and property tax write-offs and reduced import and export tariffs. They note
 
little evidence to tie such that GOP investment incentives with past investment

increases. 

GOP economic policies are not the only constraints facing many
Panamanian firms. For small and medium size firms, in general, the difficulty in 
gaining 	access to credits technical and managerial assistance hs limited their
ability 	to maintain current production levels, let alone increase production.
Recent studies _V confirm that sall and medium size firm find it extremely
difficult to secure their credit needs, particularly working capital, through the
private banking sector or Government institutions. The private banks view small
and medium size firms as credit risks. They have inadequate credit guarantees,

their profits margins are too narrow to survive economic downturns and the
 
administrative costs to the banks of handling small loans too high.are While 
government credit program can be structured to de-enphasize the inherent risk of
working with small and medium size firms, the bureaucratic inefficiencies inherent
in such program makes them virtually inaccessible to the client group. 

Based on a survey, conducted by the Ministry of Comerce and

Industry in 1974 whose findings were corroborated by a nuiffer of recent studies
ccO&mm8ined by AID#, it is evident that many small and medium'size firms lack the

technical land management assistance necessary to ea production, imnprove

productivity and epad their labor force. The business surveys identified
tedhicalassistance needs in areas of production, marketing andmanagwaren/administration. A representative sampling. of such needs covers 
virtuallythe entire spectrum of mnagmnt concerns-and includes such.
considerations as maintenance, quality and production control, production
technologles materials handling procedureip credit and debtacollection, productpromotion, marketing alternatives,'product design and packaging, worker incentivesystems, management-labor relations, cost control, budgeting and accounting. 

Meeting 	 the technical and managerial requirements of many firmswill coutribute to increased production and will provide opportunities to hireadditional .iployees. other possibilities for increasing production and afployment 

tMinisterio do Comerolo e Industrias, investioaci6n sobre lastiecesidades deistencia 	1~cnica Lra la ftalIndustr a dOPanamig Jnro175 
r~~~~~~1disU~ 19801 AID/4IPr'Z~ ADNDM 	 slen enuide Agosto,nurve aaof150Fium ureBusnessEstbli ts In San Migulito, 

Deebr 90 
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include the development and marketing of new products, the development of new 
marketsfor existing products and the developnent and use of labor intensive __-___ 

Production of selected Panamanian p producfor internationalmarkets with labor intensive methods is a potential method 
t 
for increasing 

esploynent opportunities. Hoevere to cvpete effectively in international
markets, Panamanian firms will have to produce quality products at reasonable 
prices. To accomplish this# many firms will need assistance in identifying
international markets, developing marketing channels and designing reliable
cost-effective systems for raw material procurement and production. Appropriate
GOP policies or policy revisions will also be required. 

Mnother avenue for increasing employment as wel as production is
through modifications in existing production technologies so that production
cantake place in a more labor-intensive manner. Evidence from developing countries 

throughout the world indicates that the substitution. of lbor for machienry inthe production of many productscan done eoomically. Nevertheless, specificfirm and product studies are needed to determine the extent to which adoption of 
alternative production technologies can be expected to increase labor use. it has
been noted that even with large firms, peripheral or ancillary activities (such asmaterial receiving and handling, packaging and storage) often offer possibilities
for labor/machinery substitution. Nevertheles, while itmay be technically
feasible to adopt more labor-intensive technologies, it may not be economically

possblebecuseof official policies which distort factor prices and cause capital 
Si to be undervalued and labor overvalued. 

In sumary, available information from studiev, surveys andobservations indicate that many Panamanian firm face an array of interrelated
constraints that prevent them from expanding production and their labor force. 
Consequently, efforts to generate effpicyment requie a clear'understanding of theconstraint,, their interrelationships, impact on production, and what alternativesare available to reduce or eliminate the constraints. In other words, eumploymmntplanning in Panama is a complement, and often times a prerequisite, activity to
enplvyment generation. 

3. Panamanian Response 

As Panama's post - 1973 economic crisis continued into the late 
1970's, and unemiployment and undow.et2uyment continued to rise* solving the 

y Lawrence J. White, "Th~e Evidence on Appropriate Factor Proportions forManufacturing in Less Developed Countries ABurvey"# 10omi t andDove 
Ve~Mtries(Cabridge Mass.,0 Harvard Unirity Pes,97yfais

Stewrtl =I's#" in Edgar 0. 01werds, 91m ti"Teoand3r~loymsnt in
Deve~wi Countries (Now Yorks Colombia University Press, 1974); A . MailiNa~1iii and iIvqisnt in Industry,# (Omnevat ZEW, 1975). 
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employment problem became one of the government's principal concerns. T[he GOP'smOt-ectAre pnse-to-the-.problem-was -he-.nitiat ion-in-November-197-of -the--7-_---7.Emiergency Employment Program '(EEp), under which 25,000 public-sector jobs werecreated at a salary of $100.00 per month.' Over 17,000 previously unemployed
persons were reported to be working under the EP in February 1980 when itterminated. However beneficial the EE 

was 
may have been from a short-run perspective,.its long-run consequences were less favorable. First it imposed a considerablestrain on public finances, which the IMOP was struggling to bring under control.Second, muich of the employment created was in marginally productive activities,with little thought given to providing people with lasting improvements in theirincome generating capacity. Most programs were of a "make work" nature with littleemphasis on training, employment related discipline or maximizing prodiuctivity. 

For the most part the GOP has approached employment generation in apiecemeal way. it has fiscal incentives similar to those in many countries that are intended to promote investmrent. These incentives, which date from theIndustrial Incentive Act of 1971 allow for tax holidays, duty free imports ofmachinery, raw materials and semi-finished products under certain conditions, andprotection from foreign competition. Legislation to encourage foreign investmentin light assemb)ly industries in Panama provides for duty free import of rawmaterials, semi-finished components and assembly equipment and machineryl inaddition, the assembled finished products exempted from income and capitalare
gains taxes on exports. Between 1975 and'1979 over 15,000 new jobs were createdusing incentives under the Industrial Incentive Law at an average cost ofapproximately $10,000 per job. The World Bank however has concluded that theseincentives have been ineffective in creating employment; that virtually all theseJobs would have been created without them. 

The GOP has also tried to stimiulate private sector investmentthrough various public channels. The Ministry of Comumerce and Industry (MICI)promotes with sonie success business development in the Central and Western regions.through direct lending (partially financed with an AID Loan). COFINA, the national,investment corporation, finances industries, including agroindutries, with bothAID and World Bank funds. The National Banik of Panama (BNW) has received itsfourth inter-American Development Bank Industrial Development Loan, however, forthe most part these funds are directed at sub-loana in excess of $100,000. 

Financing available from these institutions has been primarilyinvestment capital for machines, equipment, buildings and facilities and have* generated a relatively few expensive jobs. While OFINA has financed largetourism, transportation, and national resource exploration activities, the WN hasmade most their loans to large and some medium firms in industry andmanufacturing. MICI has made several loans to small businesses but he has hadinadequate funds to meet dmand. 

The GOP has established several state enterprises producing sugar,cement, citrus products, bananas# and other agricultural and agro-industrial
products. While these enterprises have created a number of permanent direct andindirect jobs the cost per job has been high ($20,000 $35,000). in addition,.most of the state enterprises have lost money otributing to the public-sector 

-deficit. fte government subsidized "asentAmientos" established under the agrarian 
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B. Detailed Project Descriptioni~<~ 

The__oothis project is to increase epomnfpoutvt

and income l4evels o?4,poor in Panama. The ,Project'I generad. target, grouip
'includea approximaitely 90,000 unemploy'ed and some 125,0001-150,000. underemployed

Vindividuals. 

7be Beof the.project is to strengthen the,,GOP's institutionalcapacity to analyze, eve op and evaluate employmmnt generation policies and''
stimulate private investment-iilabor intensive industries, Several thousand
direct and' indirect jobs are expected to'be created as a result of the project's:
policy analysis activities, productp, mrket and technology investigations# andMarwe ifrainste. lbrough the'provision of credit'and technical
assistance to'some 300-350 small and mediwn size firms: ti si'project expects tocreate approximately.1.,600 direct jobs. Linkages with tiseest of theecnmarexpected to generate an additional approximately 1,400 indirectjobs.~ar 

2. Project Description 

To achieve the project goal of increasing Panama's efiployment,
productivity and income levels three interrelated activitiesA(cfoonents) will becarried out under the Project. The first andsecond of these activities are.,dsigedto generate emrployment through the improveent of GOP policy and planiningcapabilities. While it inwidely recognized, that modification of'several GOP'
policies is desirable for stimulating privat sector investn, the precise nature;of the necessary modifications are not ytrfully known. Consequently, the
euployment planning conponent of the project will~assist the GoP in establishing-the institutional and analytical capability necessary for identifying policy
problem and opportunities for change that will stimulate private sector investment
in employment generating~ativitieso Also#: assistance will be provided to the GMPfor the development of'a arwer in formatio' system desighed to efficiently match
Panama's labor supply( with Its labor demand. 

IThe third component ilsdesigned to stimHUlte private sector

investment in labor intensive activities through the provisio of credit and
technical assistance for smU and mesdium site enterprises. The ptincipa. activity*of the employment generation conpnent in a.supervised credit pco, ndesigned to'provide smll and med~ua-sized fIrmo (in, industry# manfacturing,#emuae andservices) with necessary financial and tachnical asistance to overcome credit,
production# mrketing# and mament problem.... 

The project component~s are losely Interrelated,. ror ex"Ple, 
melo and inormat~ on gained from all and maditweie firms participating In 
Stesupervised credit, *ogram will be'valuable in evaluating the %OnseA unces of,alternative pol icy changes and the potential1 inpeot of new products, markets andtechnology on eNployment generation., in addition, knowledg of the mu~owr needsoftesefirm will strengthen the data bas of the mw~owr Information system, 



a. Poli Anal ala and Research:Sstem -PAM) (25#OOOG-AID,
 

Athough~ the WP recognizes that many of its policies and hprograms are fallin aor- of their intied objectives, particularly Wt)hrespct~to~wployment generatin they have!,not untilow assebled the "critical mass" ofexpertise needed to evauate existing polici adprograms and consideralternatives., hfter .itensive coshttin Mislo ii th C'cga~e h
establishment of a policy.-analyiis am4 research actvit~y is, tIdeo undeitakeStudies '-ealuate and'propose oices,~programns and other:JmeasuresV to enourage

prvae ecor,,invstDint inelomn generation activities. In.&no,,' Afelt that~partiliular-attention should be 9ie t4 udita iiwlfn due
 
toter ao-nanive nature an potential for gene'rating nk
semii'sktr~dJo are relatively low costs, 

The Mimalon has worked closely with the: Ministry, of Cawrce

and Industry#, the.,QOP, a mnent4*iaplntationvd'uignee, in developlng.,aWlcy
*,analysis And research sytu(PARS) (Se~ XW.~iPAN wiflcnt three :j.un-is with 'in terdsej~dent. activities, (1 a tDeeOa st 'Comissgjn

of ke tnito trdsocoirposd scu (o~ rpentatives) and uminsfromthe business comnity, (2) a tchical/administirativ. Unit cprpoied .of highly,qualif ied.-professionals and? '(3). a cadre 'of bohiultants.' (See Annex IX forthtaii tinchit). 
-

The BnCyetDvlpmtCois EDC) Pu~rsiwll 2.P&inclu de the minister.o amUTc0m c infs r (c a r 7thie Mliiter of Planning,,i2the.Minister of Labor,i the' GeneraI, manager~of Bw, the Chaiumn ~of tha SsnkingC~mssinithelhea of t4Zi' NationalOfftleiof andotuuiness.Developranto
representatives-f( ubuch ineuis organiaaric" as tie tnaon-of 0=11 ScaleIndustrloes and the SynIA eo f axmniXn tre TM Cooliikon will Meet

monthly#,moe frequently-a (1)&identify policiess rgrmn prcbl
areas, requiring attention,.4 2)~ establish, a, workagenda for, the

ktechnica/acfiniatrattv*e unt# (3)"revie.,h,,aayss and, recmendations'presented by te atila~iisrtv uniti,I (4) makrecoup-ndetgons toAw~ 
V~Iappeopriate deolsion-mAkers at the onective and legislative levelso oeien." 

Te VTchni1OS/Administratjift Unit~ (T/AU), viJ,,fnto ab.a..icalswotatiat to the,
I"W 

= with' booproessionanls a lawyerland an ecO-noist,<<arA a secretary. t TA w~ll beL reipoible forI-reqa W M.orequesafor <I4information studie, analyses and reoomndatlonson pp -espcorm and other 

V*)e TAuwilloantract~with OonsMitmtn#, domestic, aMorVinterational:"s neee4fto darry: out neceasary 'studies wd evabfAt~onio Inoontactng onsl datathe w111il be rosil fox dw~oping"SOoP,of~wok mitoring. an mvluating consultant Werdmnoe, andanstng o tas
in'loaatln0 nirfoz..tlon and making oontacU,,with,.officials and businisom 'JinhPluto an1 priate sectors. "*/ wil responile for re0Viewingthe: tWeieand analse aubutt4by the consultantoo forsnhtzg it and put i t Into 
tV'.'l;' W cinrImnain foI o h 
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Consultants and consulting firms, domestic and international 
)'4.will be contracted to carry out specific studies and analyses identified by the

'Pechnical/Administrative Unit*. 
Initially the PAIRS will focus on key government policies,

regulations, and programs, such as price controls, labor legislation,. investment 
incntiesandcreitprograms, to determine their impact on enteprise financial

viability, investment decisions, choices of production technology and other factorsthat influence emploment levels. 'The ,oal of such analyses is the development of
policy and program reconmendations that will encourage private sector investment 
and employment generation. ... 

In addition to policy related studies, studies may also be
undertaken to determine: 

(a) those sectors and industries that have the greatest
employment generation potential, 

(b) he extent to which presently imported prodI~cts can be
produced by Panamanian firms using labor-intensive methods, 

(c) the potential for developing now products and markets domestic and international -- that will result in additional employmento 

(d) the potential for modifying the production technologies of many products so as to use more 3obor and less capital (i.e., machinery andequipment) , 

(e) the technical and economic constraints facing existing as
well as prospective firms that discorage or prevent the adoption of
labor-intensive technologies, 

(f)the potential for government set-asides, group marketing
and supply purchases to enhance the viability of wal-scale enterprises thereby
preserving existing jobs and generating new ones# 

(g) the potential for bilateral and multi-country trade 
agreements that will expand market opportunities for Panwusniaut products,
particulatiy dwbo% produced by labor- ntensive means. 

b. 1.1mmrinformtion System (MIB)- ($200#000 DO'AXD *98,000-

Thle purpose of the Employmnent Planning and Generation ProjectIs to imrove employment planning and to stimualate private investment in employmntgenerating activities. For this linkage to be achieved between planning and
Invstmnton the one hand and impcoved employment and incm opportunities on the

other# manpower information will play a vital role. 



.... iiii
 

~ The MIS component of the Project, therefore, is designed to 
initiate a linkage between activities which will stimulate employment and incomrimprovements and the Institutions for informing and preparing
pnrov ie Mst io workers. 

p 

t institutions al e d 
it will 

rov ie ms-tA i at a - n a oinformation on t emti c aa i -
a 
n m 
ay 

p wr ,a d - ab -mrk t -' 'current and future manpower e ad d sei a edetail to make skills training institutions requiremnent' at sufficient levels of 1and to Inform job seekers of areas more responsiveof potential employmennt, to labor market needsof workers (2)at all skill levels on the availabilitydevelop and so that planners,implement projects Investors and administratorson 
manpower, 

the basis of the optimum utilization of existing(3) information onsuch the sources of employment/ncmas skills training, sources Support assistanceself-employent, community facilities for child care, 
of assistance for small enterprises orseekers and low-income workers, and (4) etc., which canInformationcharacteristics of the low income population, 

benefit jobon the employment and incometheir access to employmendirce
related services and their present and future requirements for employmen /inconerelated assistance.
 

initiate the a IS. 
For the most part, sufficient information currently exists toprocessing time 
 While these basic data have many weaknesses (e.g., excessivedis'ag0gregati; lack of sufficient occupationalfailure , Industrial

information for employment purposes), 
or geographicto fully exploit social security, fi. al or licensea more fundamental weakness isthe lack of
resulted inmany expensive field surveys when existing data could have been
 

local capability to completely utilize and analyze existing information. 
 This has
manipulated to provide appropriate results.
requirements have been fragmntedand Inaddition, surveys of manpoweror geographic areas. 
 specific occupational, industrialGlobal estimates of eployment demand have only been made asa result of special surveys, often requiring the assistance of outside experts. 
doing 
 A number of institutions currently have responsibility for 

me form of manpower analysis and, when combining all of their personnel, a 
rather sizable numer of technicians are inyclved. 
 However, they have been

incapable of developing a conprehensive information system d
omprehensive system format tc a lack of a
responsibilities-and for organizing information, seriousthe resulting duplication of some 

verlapping ofothers; Inadequate trained personnel, and lack of access 
activities andand vie
to or gaphedata processing capabilities as an analysis tool. 

inability to utilize 

institutions to Join together and wilL provide 

The MIS omponent will provide a mbchanism,to functioning
*assistance, them modest inputs of technicalstaff upgrading, access to computer facilities or approprilate; officemachines and technical materials to Initiate the system.
Panamanian institutions to more rationally utilize their existingImar e thes inputs will all&itsl 1rlop xda resources,s to 

elnroomtwena 
to formulate their own qualitative

comprehensive informa r 'Information, and to begini .. "an1 w to developwntanor 
situation In Panam.
 
The Panamanian agenies currently engaged In manpower analysis

and which will directly benefit from the MIS are D~epartment~ of Social Planning, 
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Ministry of Planning and Economic Policy (MIPPE); Department of Analysis and
Fmployment Policy, National Employment Directorate, Ministry of Labor (MITRAB);
Department of Training Needs Surveys, National Training Service (SENAFORP),
Ministry of Labor (MITRAB); Executive Directorate of Human Resources Planning and
Utilization, Human Resources Training and Utilization Institute (IFARHU); and
Department of Administrative Planning, Ministry of Planning and Economic Policy
(MIPPE). Other institutions occasionally engage inmanpower related studies but do
not maintain a 
permanent staff of manpower analysts. The Department of Statistics
and Census, while the major collector of manpower information, does very little
data analysis. 
If it is able to develop and maintain a huin resources/manpower
"data file" as part of the general data bank that it is planning, it will be added
 
to the above list of participating agencies.
 

The MIS will be managed by the National Frployment Directorateof the Ministry of Labor because it has by far the largest staff of manpower/humanresources analysts in Panama; it has established previous working relationships
with MIPPE, IFAIItu and SF.AF)rRP; it has continuous and respected technicalleadership; it has a recognized GOP mandate for coriiling, analyzing aix]disseminating manpower/huian resources information, and it has recently madesignificant inlprovements in the quality of its analysis staff and their working

cond i t ions.
 

This Project activity will not require additional inputs fromany of the participating agencies. There is an adequate nLuber of persons alreadyeuqloycxI in the nm-npower analysis related activities to carry out the workload

requirements:
 

Agency 
 Nunb)er of People I/ 

1. Department of Social Planninq, MIPPE 6 

2. National , iploiexnt Directorate, MTTIAi 22 

3. Departm.nt of Traininq Need, Surveys, 6 
SIFNAFY )Id' 

4. Executive Diiroctorate of luman VrP'ources 10 
Planninq & fit. iI i, ition, ;I,'AJ1U 

5. Departwent (If Admini,;trative 
Planningj, MIPP, 
 6
 

r Inc uez;cricV'~aff. lhee estimaktes are based on interviews i,August,
]979 and iwxfif ied from subsequent irKuiries. 

http:Departm.nt
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currntl avilale'The Manpower Information System will be initiated with
 
cation again representing no additional costs to
 

participating agencies. In fact, changing the emphasis from relying on costly
 
.Ield.surveys (asis-thepresentcase using data.f mexisting sourcesa
 

actually lower costs and increase the staff time available for data analysisi.
 

c. 	 EmiPlyMent Generation gpn~onent: Supervised Credit Program 
(SCP)$1Ot5 DL-AID $5fO DG-AID; $fO T- GP 

SToease constraints to obtaining credit and meet technical 
asssistance needs of many small and medium size firms and new businesses the 
project will establish a supervised credit program to be managed by the BNP. The 
SCP will provide credit and technical/management assistance (7M) to new or 
existing firms in the manufacturing, cummerce and service sectors that successfully 
demonstrate a need for assistance and effective enployment generation while at the 
same 	 time maintaining or increasing the firm's financial viability. 

Small business access to credit will be increased though an
 
innovative supervised credit program which eases collateral requirements and
 
lengthens repayment periods. To assure sub-borrowers access and utilization of
 
needed technical assistance, 3 points of the sub-loan interest income will be set
 
aside for the-financing of contracts for small business consultants to assist the
 
sub-borrowers.
 

To realize the eeloyment generation objective of the project,
the BNw will utilize several loan criteria including cost per job created, indirect
 
jobs created, the tenure status of the business, and maximum loan sizes. As 
standard practice, loans will be made only to those firm that generate jobs at a 
set mximum cost per job or less: manufacturing - $10,0001 commerce - $5,000 and 
service - $5,000. The BNP will make an effort to also estimate the indirect 
siployment effects of each loan application. A large enterprise may be considered
by BNP for a sub-loan iferployment of low-income persons can be demontrated, i.e. 
size 	of the firm in itself may not be the key factor but rather employment 
generation is a more basic concern. Sub-loans ill be .reviewed by BW staff to 
assure financial and technical soundness. Loans will be made only to 
owner-operated businesses to ensure that the emhasis:on mall and medium size 
firms is maintained. This focus will also be furthered by limiting loan amounts to 
$100,000 for manufturing and industrial firms, $50,000 for cosnevrcLal firm. and 
$30,000 for service-oriented firm, In#*.ttonjas a Condition Precedent to die
bursemant, the W0 vill establish li0bililt r criter a for the- CP to ensure that 
credit is provided only to small and medium slied enterprises that are 
unable to obtain credit from the comercial banking system. 

Sub-loan interest rates will be determiiid by a ormula that 
takes into account the BNPs cost of capital, the Interest rates chargW by
development institutions, and the interest rates charged by am arc I banks In
Panama. (See Annex XI).* Rates will be adjustod quarterly. Three points of 
sub-loan interest rates will be set aside for I. Repayment and grace periods
will be nt in aordance with firm needs, but in no case will exceed ars and 
3 years, respectively, A summary of the criteria for different loans and thir 
terms 	is provided in Section WVA. 

To support the credit activity, the 3W has planned a public
Information program to support advertisement of the new and will carry out a -CP 
series of studies to identify potential wall and medium se firm investment and 
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A. Demand An.lsis ,
 

stuies and osurveysidentihied access to credit as a andmanlehave onstraint 

A-wal iddnmificationeofroms hacreditn- firms#ategipting in termoanpror 

that creitr policies and lendingpractic oe t well as tLc winan ealcivtes h 
institutions edgectivel preclude borrowerso
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Soso hsole oher donor business groups and varioussa iations believe 
waande dium size firm redinet ad easion the stis ransr eysthe on".els hand to mfasure natis wit rMceeialDs Conversa several banks in Panamat 
stdies ansurves ofave dentifeaersAssocato to alB reodas a constra 

appliation proceiea trh learn o te ollartel and loansterb r iremnl 
in tepubio eector the ony tu ble evidesae of unmt mul andmdium size

Ssalredit demand e u suzled bymhvome . uctne,1979 to unee190erMC oul not 
Safund 156 loan requestsotallng $1,50600 (asverages$9,ain) due to the lack of 

! ii!:i,funds.
 
S " n thep lin the private bankingibeerid ll an m um af
medium sizarefacefundsreun. 

with restrictive collateral requiremntsp short repayment periods and loan 
application information requiremnts they either do not understand and/or comply 

A . with. Small and medium size firms seeking credit often face prohibitive collateral 
requirements of 1501 and mote. Regulations governing the practices of,private 

A -. sector banks in Panama require banks to secure loans with their best (non-risk)
customers at a minimua collateral level of 70%, and slightly more risky loans at 
80-90. Acording to a representative of Panama's Bankers Association collateral 
requirements of 100t is common practice. 

Although can ercial banks will make small loans to firms In the 5,000 
MAN000 range that can meet the collateral requirements repayment periods are 

I/ IDIF= Stdy- actores QuoAfectan LaDemandaPoHam deObran Panw~, 

Aaro-Ganado deP Otn Y tearolio, (3315) 1 XD/JIPPB 9urve nTdlecte 
Business Estalisuiets in Son Miguel~t (1981) j AID/AMM3 Survey of Ball 
Business btablisuuents :in Selected LOw-income areas of PwAama, (1981). 
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Following the success of the first two BID loans the BP received athird loan ($ million, matched with $5 million by BMW and sub-borrowers) which was___dvj~d }no~w~sublcaB~oe.. or-smal-inusti -fi tt-nd- the-secoL:nd- formedium size industrial firm. Twenty seven small industrial sub-loans were madecreating 207 new jobs. Ilie average loan size wasn $158,630$20,690. and cost per~job ofSeven sub-loans were made to Medium size industrial firms generating 36new Jobs. Average loan size was $390,132 and the average cost per job generated 

was $75,000.
 

COFINA, established by the Gop to promote economic developitent, hasconcentrated on making large loans to private and quasi-public entities inmanufacturing, exports, tourism, transportation and the exploitation of naturalresources. OFIN's loans have benefitted few smal or medium-size businesses.rule average investment per job generated in 1977-78 was $35,000. 

B. Economic and Financial Analysis 

1. Economic Analysis 

A major concern of GOP policy makers is determining where scarceresources can best be directed to maximize economic growth and accomplishemployment generation objectives. While it conized that the funding level ofIsthe G ..($5#97S million AID, $6,878 a counterpart) is inadequate to solvePanmas unemployment problem, the Hisilon believes that it will provide a goodstart toward easing, constraints to incr<eased business investment and employwwntgeneration. Although the lack of aeato information and data makes a detailedmacro/micro economic analysis the project imosible at this time, the followingobservations can be made. 
a. T the extent that the project's components alleviateconstraints nd lead to employment generation, Paname's economy as a whole willbenefit. Paname's high levels of unploymnt and underemployment represent anabbolute production losand drag on thecocmrW. GOP revenues are less due toeconomic activity below its potential, while GOP expenditures are increasing forrelatively non-productive, social welfare maintenance progrm. Scarce resourcesneeded for the country's eoneomic development are being required in growing amountsto Import food and other basic commodities that the economy previously produced.Increased private sector investment is critical to stimulating Panama's economy andpromoting the country's economic delopment. 

b. The project's camnts are econmically efficient. Th Lproject sub-coimponents are conidered cost effective when compared to alternativesthat are acceptable (I.e., politically feasible) to the OW such as the very costly1977 emergency caployment program which provided no permanent jobs. It* 910'ssupervised credit program will generate new direct jobs at an average cost ofappoxiatey87o000 per job, '1wjosWunde the urban eloym.nt s.-
average cost to create about 6,0 0 permanent" project of the Colon Urban Developrmt ProjctIs also etimted to be $7,000 per job. ibis compares favorably with current jobcreation costs, Duaring the past decade, for ewimple, Panama's economy producedJobs at an average cost of $30,000 per job. 

. . Ir. . .. . .. . \ , .. # ? .. l l l t , p m i 
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The disbursement period for program resources is estimated to 
take place during a four year period from the date that it goes into effect. 
Due to GOP interest and advanced planning it is believed that the disbursement 
schedule for the project will be met without delays. The GOP/AID disbursement 
schedule is shown Ixlow showing annual disbursement of 13.4%, 27.3%, 33.1% and 
31.2% respectively. AID's proposed reimbursement schedale by quarter is shown 
in Annex XI. Pkercentage wise the disbursement schedule for AID funds will be 
distributed 14.3%, 22.9%, 33.5% and 29.3%during the four year LOP. 

PROJECT DISBURSEMENT SCHEDULE BY YEAR AND COMPONENT OF FUNDING
 

($000'S)
 

Component 1 2 3 -4 TOTAL 

PARS 125.0 250.0 250.0 - 625.0 

MIS 80.0 120.0 - - 200.0 

SCP 650.0 1,000.0 1,750.0 1,750.0 5,150.0 

TOTAL USA ID 85R.0 3 70.0 20_00O 7500 .9 7 5 .0 

PARS 70.0 70.0 70.0 70.0 280.0 

MIS 34.. 63.5 - - 98.0 

SCP 716. 1.36.8 ? 144 .4 2 .14o4.4 6,162.) 

TOTAL :01 H41. 3 1, , . ?,, 14 . 4 21!4., 61 1,.)4. 

GRAND ror, 1. 1 6,96 . I ,H-. 4. 41214 1,96444 _1_'I_175.) 
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~.Financial Analysis' of BN' 8CP Program, 
Based, on past'BW experieno. pith-.is id~i~i 

developn loans new a engnrtda -b cost of $23,335naverage
each. it i's planned tht the SCP will 1generate jobs at an average, cost of4 $7'0001 Financial ifeasibility-i nsred b? ourn ajsb as 4~~dKe~ 

~~7~~~t)1e~~~niieraatofeurnSPbe ,that iseeal tor or greater than,
the cost'of capital. 7be stab - I~iiits or. theprposed program~si>-categories are *100iO000for snduttiall Construction and Manufacturingl
$50,000 QOmercial and $30i,008ervice. fuaytn and -graeperiods Will be 

~ set in acoridance with, DtIP- anialy a of firm needs but in noaewill exceed

15 and 1.5 years, res'etively.
 

In f nancia2laaysis a resource-flovipodel'was devielopedtoillustrate the amount, of resources that Will be generated rjl the, project
and it at. AXswPtons maeIfor this analysis are presented; in Amnex

XI*4 te~relevant conclusions of the aayisae 

1) 1he internal rate of return (EMR) of the SC is,
projected to be 9.8%0' 1tisuis the return erned on the amount of capitalineted in each. of the f irst, four years' of Ithe,,project after allowing,,for therepayment of, the Capital, invested. _7-. e is making efficient use of, their resources since they are lending, the money -at the market rate whidIni the ,-SOpportunity cost of the Ca al 

2)m ot- esidual Value of the BCPfte 20 year is$975#000. 7bis ts the ret cash- income resulting from the reinvestiant at the
end of the projects-life* 

3) IMh 8C risk factor is theoretically high the first
two years since the 

-

SIP will have to borrow $366,600O to meet operating
* xpense not covered by' earnings.
 

4) 7Mb equilibriw. point of operation will be reachied,
before the year five of thea project %hen total income awd total epneareequal'as illustrated in Chart No, 3 Arnem X1. 2he, break eme point of the
project will be reached in year nine. At this point the expens or deficit

generated by the project viii have bw cmoed 

5) IMe $10 million credit funid will be disbursed during. 

- ~2- 2,0001000 
3 MANA
 

-,4 MOANfV
 

Total 200001
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6) 7be initial $1010000o0ocredit fund will generate 
thelife Of Tthe..'ro ect 20years). Th~elw n reinvented are expectedto generate approximately 24000 additional new direct~jobs over the life of
theproject. (See Annex XP). 

b. 	 Financial Analysis of Sub-Borrowers 

The WN will evaluate each sub-borrower application todetermine its technical and financial feasibility. As discussed in Part IUBA4 	technical assistance will be provided to sub-borrowers as needed, and
appropriate. ' 

The 	 WI financial analysis will determine the internalrate 	of return (hRt) and the employment generation impact including whether ornot 	the cost per Job generated criteria are met. To conduct the financialanalysis potential sub-borrowers, with the help of BNP personnel, will providefinancial and technical informtion regarding their current businessoperatiOn-so their Prpsedexpanioo establishment of new business. In.addition to desCriptive~ background in~formation on their products, markets andocqffetition potential sub-borrowers will submit bLanc sheets, profit and lossstatements and cash flow statements. 

Sub-borrower applications will be reviewed by a 'loan committee'established within the Employment Development Division of the NP. LAn
approvals wdll be based upon the following criteria, 

(1) 	 technical feasibility, 

(2) 	 financial feasibility, i.e., the proposed activity has anIMR equal to or greater than the cost of capital; 
(3) 	collateral rewuiremnts and other loan terms can be metl

and 

(4) costs per direct Job generated are met.
 
With ONP utilizing teePrO0edures on each sub-loan applicto
financial feasibility is assured as well as &Vlo~mnt,generatkong thereby,
meting project objectives. 

C. 	Social Analysis 

TW classes of beneficiaries have been identified in the Project.mll and mdium sine firm and the unaplCyo in the' metroplitan atea ofPaMa. Characteristics of the intendes project beneficiaries are reviewedbelow., 

(1) 	Mall1and Mdimsime Fines 

As disonaeed In earlier sections, aMl and =udims aso firmmak-up ft mjority of firms (691e Table 7) 'in' the metropolitan area, tIM 
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majorityof workers are emiployed in the following activvities '(ble 9)t food 
__-prducts' clothing, woodandwood products -furniture-(non-metal)-# new sprint1inon idustrial' (other)A chemnical: products, and mineral (non-metal) produots.
 

Evidence.... .from.. around .......
... . . ... that these economic activities 
are relatively semi~and n-sildworkers.
 

:V !A recent AXDinistry of Planning and Political Econony

(MIPE)sureyof 250 business establishments in the spoor barrio 'of San

Miguelito, produced similar' rests. Small and 'medium size firmr made-up 97%
of all firms surveyed. With respect to qualifications of workers employed in
the 250 businesses, 531iwere non-skilled# 25% semi-skilled and 221 in the
director, supervision, admni~strator$ technical cattgory. Of the
semi-skilled 24% were 'in metal industries, 20% in wholesale activities# 15%
in manufacture 'of metal' products# M2 in food production anid food processing,
and 7%in retail activities. For the non-skilled workers 31% were in retail
activities, 291 in metal industries, 16% in wholesale activities and 7t in
the manufacture of chemical products. 

coapoent i e th fou of this project, particularly the DIP/Scp ' comtx t il be on small and mediwu size firms' and give" that' these firmtentoberelatively labor 'intensive and employ' semi and non-skilled
workers# the 'project expects 'to generate emploment opprtunities for the
target'population (i.e. low-inorn) job seekers. 

(2) The1w nesyed 

A recently completed AID study _V of a representative sampeof 'families living In poor comuwnities in PanWAa City' and Colon produced 'h 
following findings. 

a. Characteristics of Survey Respondents 
"Aeneral caatrsisare showm n Table 19.
 

Iutthe high education levels, especially am

the unoployeds the economically Inactive and the salariedl the large
percentage of unemployed who are not migrants' (indicating the presenoe of a
hard core urban poverty group); and the prevalence of unemploymmnt among
younger labor force' participants and women. From other 'tables In t .y# 

_V Albert Berry# IMe Relevance and Pr veto ofSMall scale Industry in
VOloWbia, AWC'UU04, AV73g MVn B # Ut a .T. 


RhURrt No, 1543# "177#' 7Me Unite N~tIos
 
o sall-soinautrillopent ~iztla, le IndUstry inLatinAmrIcas

Report 11V27o 1969. 

i CISX AM++++++++ lTcw-1 otal COL++f UMTW+a n++Wmki+M+# A . +I 
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their houses...... ,a## a.......... ap ta I!RC f r
the...................n-b, 4t mployees 1 $2221
 
b. Mmuw

untemplomngepcal be noed houehod per capita in omen_____veragew wP?' . aendeth.was-aboymt was 241 fopr, to-ampetrc,9%fotandreaalsrom 
f''amilie$300)ithnoee bereove merpltnae~eos e~poverty linethe 

c apil(00oas C with a1annually) for owendy 43atfo otof6 to 954nmlomnofea(4led64housethveleity, peron frmveli~own. mm +m ++ +L + + +1+ii...+++.2+ vethnLim+ own. 
fhiries or rthewkntgargepeoent saela r 78 sai2thefpce 

7~~b montlyepayment workhing i os were79 avlbe. verlgrt the aSO& o 7-ii - adov odpaer 4 ofteeooialseIngctive in.ovlterano34ird 25 yerfgesv
varye litl btweenielo pndertai highe f"roinout" tonten faileunavaildbilityorkjnodenscobstbis.t (~.to.haig6mr 
month
~~~~~c mly housin 79 have refr k 7% a MuoesjnArlshlfinraiationsmet fo in $34 5eorc rptrm 76 ao oraesafhi peUnagoedo 

for th saarewhomwor gvasut maort ofe uoneploeesirof lamidr 
++? littl belpvety l+ incom; :i+++ vary+ betein +ine and? hihe families. Among the++?+i 

+- + + .... + ..+... 

......., ,,+
 sectoesrine sernvicei~ higerjtan7thos the infral stablishments.. 

todo boo iteues aeo esae d 6)o herh(6) 
eSei amon. 

ofamuliesswouaiaiityhofnjobss mrpliaareasn58low ivnverty e of. 

Nanal Emlyent e Mstuofdte haetoedatributelelof.. 
ther ine 50 ..... caita (%andly nknoinhwto for O3fo ythof 15 24ewa jos(.anyars force and6exprespectaeivey for adersonlfromig,elowpoat in vnery 

lienterstedimworn flakof Ierestala. Oyf the.uapoyd 5 ant~o 

asdiiatonns heUuilytnrobSarhaianingo 

iunaplamen isa vr secorsaheost with ae37%++++++desiring++ +1%sevc sco ob osincsoaletbiunsThe respondents::++loo fo:++rjobs mainly through friends and relatives (58%)jordoor+++++to++++serh(6) smdeodoo iteue esae d 6)o 

additional=++++m++++...., raining: ....... ++++ 

+ ++++ (3)+ .+ +'Conclusions++ 


The++++s + oonolu+ded
ies'm that:+1+<++ 

++ 
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perhaps twice as high as reported statistics. Furthermore, there is a veryhigh 'percentage of people "waiting in-the wings" to enter the labor force ifjobs become available. 

V e ,:n - a t h e t- e n ~ y- m e o p a c I l - - - It r n s~ o c t M i l 1 n d j o

aspirations of workers from low income families, -enploytnent generationactivities should not be restricted to micro-business, but should include 
" modern sector comnrciall service and industrial operations as well.Industrial jobs are particularly desired by the unmnployedt a high percentageOf whom have technical/vocational training. 

-geographical targetting of unemployment opportunities(within the metropolitan region at least) is probably unnecessary. "Poor"omuwnities contain a high percentage of above poverty line families.families and the unemployed are probably widely dispersed throughout the 
Poor 

region and those desiring jobs are winling to travel a good distance to takeadvantage of opportunities. 

In conclusion, the project addresses social problems bygenerating sirployment for AID's target group. 

D. INsTIUXnm A ANALysIS 

1. Instit 'tional Analysis of laCI 

The Ministry of Coulerce and industry (MICr) was created onJune 3, 1969 by cabinet Decre. No. 145 as the national Institution in chargeOf developing activities intended to create and expand industry, coimwrce andto make use of the country's natural and marine resources. 2lie principalfunctions of MICr are: to plant organize, coordinate, direct and control allactivities related with the formulation And execution of goverrnent policies-inthese areas. 

t4icr is composed of 7 Directorates, ie., internal ComrcefExternal Comerce, Enterprise Development, Marine Rebources, MineralResources, Finance and a Provincial and Regional Directorate. 

7be Minister and Vice-Minister are charged with formulation
of sector Policy on the basis of general policies established by the
Executive and Legislative Branches. Operational responibilities rest with
Directorate Chiefs and their staff, t4ICI 's operating expenses are providedfor in the GOP's annual budget, which amout to $5,883,000 for 1981. 'iiePARS system will be part Of MId'#s annual budget and allotted accordingly.The National Directorate of Enterprises Development (DNE), which directsMId'~s small enterprise development activities, will be responsible formanagin the policy analysis and research system. Among its marerespnsbilities DNED carries out sector and enterprise development studies. 
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During the past 10 years DNED has 	copleted two industrialsector surveys. 7be 	GOP and MICI have plans to undertake a new industrialsector' study this year, financed by the IDB, to provide a sound basis for theformulation of national J n _regi-onal__industrial-developent--polic, and -theh~iji' ifnvestment projects in the sector. DNE has also carriedout firm feasibility studies, market studies and fiscal Incentive studies. ..e results of the rD4ED/DB study will also provide the basis for establishing

a work agenda for the PAR system. 

The General Directorate of Small Enterprise (GD&4) is alsopart of DW, has as its main objectives the development of small enterpriseswith emphasis on labor intensive investment. 7be GDSM also manages the smallbusiness credit component of the Rural 'Growth and Service Centers financed byUSAID. MCI has regional offices in Colon, Cocle, Chrui,-lHerrera, LosSantos# Veraguas and East Panama covering almost the whole Respublic. maCIsstatutory charge for promoting industry and commerce in Panama and D=~experiences in sector analyses and development efforts qualify it to managethe PAR system. To~ strengthen MrCI's institutional capability to achieve theobjectives of the PAR system the AID grant component will finance the servicesof consultants to conduct the policy studies. tMlC:will provide and pay forstaff, office space, equipment, furniture and secretarial services. 

7he 	PAR system will be composed of three units as discusoed inB.2.a. (see Charts I, Il,Annex IX). Iopolicy.body, the Employment
Development Comuission (EC)chaired by the Ministerof Commerce and composedof public 'and piate sector representatives will identify policies andpr or study, review study findings and conclusions and makereconendations to the executive and legislative bodies. The technicalsecretariat (technica administratiye unit - T/AU) will define scopes of work , 	 and contract with consultants to carry out necessary studies and analyses,review and synthesize study results and make recaiendations to the DCc. 

The 	 technical secretarial (TAU) will consist of an economist$lawyer and a secretary. The economist will be in charge of the unit. Theunit will function as a broker matching the EDW policy study requests withconsultants capable of carrying out the necessary analyses. 
The Vice-Ptesident's interest and support for the PAR system(see Annex UX) is an indication of the i portance the GOP places on policy

analysis and epl ment generation. 

2. 	 Institutional Analysis of Nl/?4MI 

o simplify the administration of the MIS ae agency withinM7W has been designated as the primary coordinator with the understanding* it will work with the other groups. since the final operation of the systemwill remain with the National Siployment Directorate (NED) and because theyhave the largest staff of manpowr analysts, it is a feasible selection. 

The 	National Duployment Directorate which will be the agencyresponsible for inplamentation of the MO. NED 	 has a Deprtfnent for 
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Employmnent Analysis and Policy employing 22 people that will bc the focalpoint for the Manpower Information System. This Department is further dividedinto sections dealing with sectoral employment, technology related toen-loymnt, asic.-needs -analysis-and tics-Thesedivisions closely


*parallel the data conponents of the MIS.
 

The Director of the Employment Analysis and Policy Departmentwill serve as Coordinator of the MIS. He has held that job for a numer ofJyears and is recognized inPanama as an authority on manpower and employment.
He has collaborated successfully with the other participating institutions inthe past. it is his Department which was responsible for the initial designof a Manpower Intormation Systeml an activity which has been furtherelaborated with the assistance of the Social Planning Department, M IE. 

'11e NED recently went through a significant upgradingprocess. Persons without the requisite skills to do their assigned work were
let go while adequately trained people were hired to replace them. New office
 
-

facilities more conducive to meeting work objectives were obtained and newfurniture and office machines were nstalled thus further enhancing
productivity.
 

The Ministry of Labor has not in the past always had the full
support of the private sector. 
This has been due primarily to its labor lawenforcement functions. More recently, however, efforts have been made toseparate the two images of the Ministry in the public's mind. Employment andmanpower activities have been assigned a separate location. A publicrelations effort Isunderway to Inform enployers of the Ministry's newfacilities. New leadership In the lnistry has given both employment
generation and labor legislation equal importance and the dynamics necessaryfor working with the private and public sectors. 

3. Institutional Analysis of BNP
 

te choice of the BW as the inplementing agency for thesupervised credit coponent of the project was based on two considerations.First, due to the nature of the activity, an established financial institutionis required. This limited the choices to the BNP, PNA or BDA (AgriculturalDevelopoent Bank). MCM was eliminated as it does not have theinstitutional structure which could provide sufficient geographical coverageand it is not set up to handle a large volume of relatively small loans. 7beBWA was eliminated because its major focus io the agricultural sector andbecauseit is not organized in a manner that would permit effectiveadministration of this kind of supervised credit activity. Ihe B on theother hand, is a large, established and well,run finanoial institution withbroad geographical coverage. Its basic ou wrcial lending approach fits well
with the project requirements. 

Ito second consideration was performance under AID projects.
cormA Is just now implementing Its first AID funded activity and It is still
too early to judge its sucnc . Ite M has just finished administering ADIDsCooperative Development Loan - where its performance left much to be desired. 
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lbeBNPhashanledseveral AIDproecs adisei ng the Municipal

Deeoment Fund (EDME) and serving as fiducryL agent for a Housing Guaranty

Loan.: In both of these projects,iit hasperformed :reasonably wel'h N~
Industrial... Devel1opment Bank iscuretly-,negot iati ng.i.fourth loan with he-.

!: -~r nr erican Development Bank; (MB)for-the: amout o0f $12 million,
: The IDB
 
laill be use 
(a havpst IDB loans) ,to finance purchase~of machinery,
.i; equipment and toolst constructiont assembly and installation of-large,
 

...
manufac.turing plants~i. While thlere maybe some complementir between the Bm s 
Industial..Bank's ac~tivities and the projects propoed supervised €rdtt
 
component hey,are distinct, non competing, 'non-duplicating activities@' 7heB, wa fou.nded in,October 1904 (Decree. Law 74 of 1904 and w.27 of 1906),p a 
th financial entity of the State, with its main function defined as that of
executing monetary and fiscal policy in the country,,being the official


depository and :judicial entity of all the funds of the Nation's P~rovinces,
 

Geeal Mnager and a Board of Directors consisting of five members nominated
by the GOP ExecutiveBranch. The Board of Directors established the general

guidelines of the Institution in.the adinistretive, econmto and legal

aspects as directed by the Executive Branch. 7he W 'sorganization chart may
be found InChart ItAnnex XI. 7be BN has a staff of som 2,000 prsons, 10%
 
ofwhich are professionals, with 45 branch banks distributed throughout the
 
countr's nine provinces.
 

The BW will establish an Employment Development Division to
dmini~ster supervised credit fund (Fond,o do Goneraci6n do Meploo). ?he
 
Divsion manager will be responsible for the management of the Fund and will
report to the BNP' Vice-President. 7te organizational scheme for the
 

Division and Fund ispresented InChart 2#Annex IL.
 

BN evenus and expenditures have grown substantially over
the past# reflecting a significant in:ease -inits develotrent activities.
 
Total inccm for 1980 was $58,434#881, while total expenses amounted to

$51,929,307 for the som period, During the priod 1976-1980, BNP's total
 
asses Increased at an average annual growth rate of 16.3% climbing from

UM$505.3 million into U85741.5 million In 1980. 
The Bw 's1980 total esveto
 
are shown inAnnex X1.
 

Overall BNP liabilities Increased at an average annual of
ra
15.9t over the 1976-1980 period, fromUS$386.9 million In 1980. It W~l's

total liabilities (Annex XI) as of Doeftber 31, 1980, represents 94t of Itstotal asia. The level of indb en Is1.8 time its capital and

reserves# which is considered reasonable, Alseo* since the DO functions as aquas-contral bank for Panma its financial obligatio r*guaranteed byth 

t - .he. amount of loamsIn arcre have been diminishing over the
 
post few ye in th


.IS 
e UNP . In Dw:ofter 1975 warreamounted to 23.6t ofportfolio..By 1979 arrears had been rduced.o 15.4t. To docreas the 

level Of srreas in Itsloan portfolio the W has 1ncraoed coordinationbewen the loan division and the National Collecion Division,
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E.L Relationship with Other Projects 
41. 
Mission Projects
 

hil, the mission's project portfolio isdesigned to assist
 
Panama economic development and employment generation efforts on a

countryside basis, the focus of the G project is in the metropolitan area.
The project will ccviplement but not copete with several on-going and planned
projects in the metropolitan area. 

Presently the Mission has two small enterprise development and 
... ne
plcoyent generation projects underay in the Panana ity area. is a*408p,0 commnity-based SmallEnterprise Development project (nIP-Type),


which isfocusing on the rapidly growing San Miguelito area. This is very

lowincom area with hi rates of uneaplyment and underemployment. (See
Social.Soundness Analysis). Th~e project has financed a survey of 250 of the
1,200 or so business estblishments in San Miguelito and will help establish a
oormunity-based development cororation that can identify and financiallysupport productive small business ventures. 7be other project is a $485,000
0o1 with the Panamanian Association of Business Executives (APn AP .
will identify and provide some 100 small enterpreneurs (firms of less than sixworker) with technical and managerial assistance directly and throughspecially tailored management training courses and seminars# involving more 
experienced business executives on a voluntary basis n the transfer of
techniques and experiences to follow entrepreneurs. eMission, the GM, and
APME recognize the conplementary between these two projects and the Eva
project. ne UMP has indicated an interest in coerating with APE toidentify potential sub-borrowers and provide technical/minagementassistance. To ensure additional achievement of the closely related goals ofthe three projects, periodic meetings will be held with the implementingagencies to identify opportunities for coordination of project activities. 

Two NG~ related projects planned for the future include theWorkforce Development project and the Development Administration project. theWorkorce Development will improve vocational instruction in several skilledand semi-skilled training institutions, improve worker access to theInstitutions, and strengthen coordination between the institutions and private
sector emloyers. 'ihe Development Adinistration project will work withseveral. ministries, including MrCE, to Ii~rove their administrative andpolicy-analysis capabilities. 

Although the major focus of the Em's DtGP Supervised Creditcopponent will be In the urberVmtropolitan area the project does not excludeassistance to smull and medium size fir.. In semi-rural communities that arepoints of regional growth and population ccenmtration. in reachingmout the
EM project will coordinate, as appcpr late, with the UADRegional Growthand Service Centers project (URNE). UfN finances (1) a variety of walllabor-intensive enterprises and larger, capital-intensive agro-industr ialfirs iwich have good employmmnt potentiall (2) small town Infrastructure,such as sww systeus and transport terminalsp and (3) low-incm housing. 



2.- Other Donor Projects 
.4'..414 Tie EPO project will not duplicate or catIpete with other___ 

donorLprjcts;--international donors-utilize-a-variety of-approacheus 
ass ingPanana with its development needs. The World Bank and '1DB tend to, 
concetrte their assistance on capital-intensive infrastructure and natural 
resource development projects, although soae assistance has been given to 
agricultural and industrial development efforts. Thie t1NDPr the OAS# and other 
bilateral donors concentrate on relatively small technical assistance and 
training activities. 

Over the past few years donor activity in Panama has been 
substantial. During the 197441979 period# the World Bank (IBRD) and 
Inter-American Development Bank (IDB) provided nearly $400 million, over half 
of which was for hydroelectric and transport development. The balance was 
distributed between agriculture# industry and education. Lending reached a
peak in 1977 when the IDS provided $122 million for hydroelectric power and 
tourism development and the rBRD provided $57.7 for hydroelectric power,
livestock developmnt and ipoent in Panama'sfshn fleet. 

Other donor activities include the UN system which in
1979 provided about $4.6 million in technical assistance, $2.2 million from 
the Uniited National Development Program and $2.4 million from specialized
agencies. This asuistance has gone to a number of sectors with a heavy
esphasis on health, agriculture, transportation# communications and social and 
~economic planning. Future UN asistance is expected to emphasize agriculture,
indust ial development, and regoaplni. Bilateral program of the DAC
countries consist primarily of procuremet credita, training and scholarships,
amounting to $8.3 million in 1980. OAS and UICA activities consist mainly of
advisors and scholarships, totaling $1.2 million in 1980. 

IV. Invlementation Arrangements 

A. Amuinistrative Arrangements 

The borrower will be the oXW, executing agencies will be the
Ministry of Comierce and Industry (t4!CI) # the Ministry of Labor (MXTM) # and
the Natical Dank of Panm (BNW) MCNI's National Directorate for Enterprise 
aDaeeopet wi11 manage project funds for the activities of the policy
analysis and research system. MIVA'S National Emloyment Directorate will

disburse project funds for the manpower information system. Project funds for
the supervised credit activity will be disbursed through theWs Eloment 
Development Divislon, 

projectDuring implementation, the executing/administrative units of
proectactivities will, in addition to disbursement of funds be responsible

for arranging for the oontractn of tralnin and technical assistance,
mAubitting necessry reports, a participatng In program evaluations. 



1.Policy Analysis and Research System (pAM) 
______blshen 
 oftOErp~n 
O~~mn Commission and 

;coffonent''of this 'project. lbe 7AU's annual detailed plan of studies andoperations will be approved by the EDC and revewe by AID annually ascondition precedent for disbursement of any AMD grant funds for contractedstudios., 

In operation, a study will be cM issioned and conpieted by thecOnsultant(s)i the synthesis and recommwndations will be developed by the TMAUnit and then presented to the =~. Ibe Commission will duly csIderanevaluate the conclusions and recommendations of each study and takeappropriate action. If, for 	exanple, new legislation or changes in existinglegislation is deeme desirable the Commission will make this reoommsndationto the appropriate governmewnt institution. 

'The Project will provide 8625,000 in grant funds to fiance tjhestudies# analyses and evaluations to be 	carried out by the consultants. GMPcounterpart funds, $70,000 annually, Will pay for the personnel, office space,equi~ment, furniture and transportation Costs Of the technica/akinistrativeunit ani0 costs associated with Commission activities. For a detailedfinancial plan for the operation of the T/AU see Annex IX, 
2. 	 Manpoer Information system (MITS). 

TheProectirpts will be administered throuh the Nationalbploymst Directorate (DNE), IMistry Of Labor which will be the cetral1coordinating and Information processing point for the SYstem.
the Department of Analysis and Mplwimant policy .in 

Itse Director of
the MI 	 will be thPanaimnian Coordinator of the System., ilecurg alu heparticipation of the other agencies. Chart 	l, Annex Xdemontratesgraphically how the Manpoer Information system will oprate, Informationwill enter the system in four categoriest 

requ l~or~arkt Mre~ t Estiss Of the esvplmntrqirements of existing PuWli-ci Pr va 	 secmtor establishments as well anew firm Preparing to enter the labor market. Tschniques will be developedfor the forecasting of future enployinent requiremnto, 

Pe-rsonsAvailableforWork, Flow charts of personsleaving 	education ac train-Ingprogram together with Information onseeking 	work thoseor those who would be seeking work were it available. 
PrsonsIn Low inome ~ilestInformation on theesPIO~rniinin. reirements or low incom families even though adult fllymiers are wrking full tine or are not in the labor force. 

listing 	of Mm t&iies o~ mv 

faiite "A WP~..-v~~l WW 	 v hermo 
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errplov-t!/ir situations(egsiltringpoam suotfrsmall, fims er SefOJ~~n atviiest ciuwnjtY iaiities such-as daycare centers)', 

I~nformtion is currently available in all of the abovectegories. It mast, however, be analyzed, standarized, and structured to becontinuously available on a flow basis into the system. The following sources 
- of information will be considered for incorporation in the MainpwrInformation System, 

A. Labor Market Requirements 

(1) Public (Mixed) Sector- (Wage and Salary Workers;
R!tnor AmnstaveplmnRPE
 

4' Public sector census, 1977; Training Needs Surveys ofthe Public Sector and Social Security Program. 

(2) Private Non-Agricultural Organized Sector (rlyr 

I it oia Censuses, Manufacturing Surveys,Eltbllv~n Diployffent Surveyst Industrial &onomic Surveys, social scurityProgram, Training Needs Surveys: Licensing informat ion on CoimrcialEstablishnents, Register of Induastrial establishments, Pre-Investment 1Fmd,MIPPE, National Bank of Parmna and National Investment Corporation (OFZ). 
(3) Informal Non-Agricultural Sector rWnoaa-twan 

4' Population Census 

(4) riculture Private Sector wavr.w&&n 

SectrTainig Neds Population Census, Agriculture Consus Agricultural 

b. PersonsAvailable for 10ork 
9 ~(1)lrmul Nuain £ mstr of Oduostion 

Abroa* Adinstrative Records, Register at Students Studying 
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(1)PeronsormaLo9ductc amdSils (Dprtenio Sial~ 

Population Census* Household Survey Information,alo enSevcInomioComunity Groups 

(2) Deloynent/ncame Support Ativities (Nationala
ma 

skills Training Program, Small Firms andSelf-3iployment, Assistance, Community Facilities. 
For each of the above categories, the institution(s)

primarily responsible for organizing and delivering data for the system havebeen Identified. The existing data sources also are specified. M~ National3iploymfent Director of the Ministry of Labor will provide the technical
leadership and the coordination for the collaborating institutions. in
addition, the actual cominiNg and procesing of information will be done bythe 	National Dhployment Directorate. 

3. 	 Suprvised Credit Program (SCP). 
lbe BNW's aiploment Development Division will manag the$11-6 million supervised credit program. An 	 Initial six month start-up periodis anticipated during which tine the organizational structure for theLplamenting unit will be established, operating procedures dmvlqpe anda 	

initial personnel trained. ArOximst*IY 8100,000 of AID grat funds willfinance consltants who will assist the Sup with these activities. Anadditional *50,000 will be utilized by the UMP to 	finance consutants who willmist in organizin the banks system for conducting appropriate studies todetermine investment anid employment generation potential at the regional,isetodaland firm level. 

FI- Pnmanian Instiut for Training the Handicappedi DUamDUM
w..e 71.torate for Coanity Dvlopment. 

" a a 

*mnt 



loan officer forits fiaca An 	 sudesehia 	 nadiint h 
'~determine borrower rtechnical land manageme nt needs, such am assistancewithr

production, marketing and management problems. Thnical and management assistance
(WNA) will be provided to the borrower by registered private consultants undercontract with the BNP. Thiree points of the ineetcharged on the sub-loans willbe 	earmarked to finance the VNA. 

'The procedure for registering and utilizing private consultants inthe 	Project wil be for the DOP'$ TPA staff to contact private consultant firm toexplain the program, and evaluate the qualifications of Interested firm. Firmqualifications will be determined vis-a-vis evaluation of past wrke. projectsand 	reports, professional referees, and interview with pricipal staff members.oualified firms will be registered and laced on a roaster according to their areaof expertise. Sub-borrowers having = nca and/or managerial problem can 	securemistance either by self-selection from t1! registry of qualified consultants orby having DIP loan officers or WA4 personnel make selection for them. 
For sub-loans financed by the project the 9W recognized thatflexible collateral requirements reflecting the circumstances and needs of the 

1 

8=ll businessmen will be necessary to ensure their access to the credit fund.Tie and experiene however will be necessary to determine the apMropriaterequrements. in the meantimse the DI has 	agreed that the following collateral* 	 guidelines will serve an a base for project on lendingi 

of the loan and, 
a. 
can 

Maximum collateral required per loan will be no more than 100%be 	less In those cases %ere the DI considers the risks to be
limited, 

b. 	 Sub-borrowers demonstrate managerial capablities. 
. Subborrowers be full time owner/mnaqqrs of the loan financedactivity., 

d. The loan funded activity be financially sound, L.#. theactivity will generate an MR(internal rate or return) equal to or greater thanthe 	cost of capital. 

*. ~cptablcollateral includess 
*-Land (100% m.v. (market value) 

* auipmnt and machinerys new (1001 N.v.), usedt (m~v. omu
depreciation) 

SFurniture (SO nV.) 
-Haws (1001 m.V.)
Bank a ot 

-Jewelry (901 mv.).....	 g er 

+I": . .	 +:.. +i + : : +: + :! : 

++744 : 	 4+::/4 4 : : : +: + : :+ : : +:: : + : .	 .:: +; : + : + + : : : Li 
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Maximum loan amounts and loan terms in 1981 dollars will be as 
follows: 

lype of Loan 


Maximum Loan Size 

Interest Rate: 


Maxitrum eixtyrment Period: 

Fixed and Workinq Capital 
(:1 year Grace llericxJ)
 

ax irrxun Collateral 


I. ilmun ($) Ivvv!;tenwnt Per Job Created: 

TI p off 1i.11 : 

rUxirnK-1XIN i;ize: 

Tntere"It Ratt: 

M.ix 	 sitrfn ke-p -iyus-fit, 1eriod: 
1"I 1I fiI WO Ik It '.CI LtA 

( I Yea( 4.1 1('0- lh'r itl) 

S1XI:ttol (C,(1 l.It4.-iI : 

Ku |ltar11 vv-J, tlri1 f n 

1,k- .1(4 C:it *d'(: 

iy;*0 of filan? 

Malntim Nn iz@ 

Industrial/Construction/Manufacturing
 

$100,000
 

Letermined by the formula
 
presented bexlow with a
 
3 point set aside for financial of
 
technical and ,ip..wi,.)t-fnt assistane. 

10 year!; 

95% col latoral - 5% cash 

$10,000 

CowTi' rci i 1 

$ 	50,(00 

Determinexd by t1* foilla prereented vlCow 
with I point net aside for fintncinq of 
technial aid mfuuqemv~nt annintnnct. 

i yearn 

851 collateral - 1S cast 

$5.0000 

Servic" 

$ 	30,000 
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Interest Rate: Determined by the formula presented below
 
with a 3 point set aside for financing of
 
technical and management assistance
 

Maximum Repayment Period:
 

Fixed and Working Capital - 7 years
 
(3 Year Grace Poriod)
 

Maximum Collateral: 90% collateral - 10% cash
 

Maximum ($) Inve.stment
 
Per Job Created: $ 5,000
 

The formula for calculating sub-loan interest rates involves
 
determininq an averaqe interest rate corqxMp;ed of - (1) the INP ; cost of capital,
 
(2) the interest rates charged by deVelopfrelnt in!!titut ions (e.g., C(FINA, MICI,
HNP' industrial 1evelopTient bank winriow) ar], (3) the interest rate; charqed by
covirircial 1-4nks in Panamr . To dervive the .iubh-lan interen:t rates f ir.;t have to 
be determin tot each of the BraNP/ P loan (:atqorijen -
iryhistrial/fanul actulir in/contrx:t ion, coxurtvirci il -Irki ,,ervic-e;. 'IThe avoratje of
 
the.;e will Ix.the intetrest rate charqed on S~uh-loan:. (See AnrK'x XI for
 
illustrative aril! trnir iclrlrles).
 

4. All). Adiniiii);trative lanaqenr.nt 

The jroj:ct his heen develrIo. in accordanc, wiLh AID Ilardbo k 3 
and 13. ;t,arxird provinion!; for loan aril crant activitien will t.-utilized for 
procurtitm-nt, of ~x~ and :e ic;.All1 count ry cont tact. l i,- 4exjxt ed to be 
,,cx-'cvi)] nh.'d tJ,. iaaplenwrat r1 oaerK-y. li¢n.-ver, -;hoxild All)'n r.tiiintaxi. t . 
re.qjuir(-d It I.: i)tio zc¢i1t-1,df. In lrilple-ent.1 U f th,. projct AI)',; tOvl, will Ie, of 
to itmito) p[(), ,ill. a r joilt.ly with ()Pact iVit Iv:. evaluate the Ofr-ct 

1I)l I. -. xiS I ()f jt () 1,'t i't!iV' . !.A r::- ,teu. .l,, d to I)i-fi,'t I (1h obj! e I ,t I.-; t t a
.1( 1I: WiII All) rtintiijor.-lwir l't . gt, *n11ldt.U 111 l ( iIllX' Ilm)Z ,it-ila1 t 1)1 (. D1 kit.l ls 

loan I-i lvnt ! wflI t*. rmvh in US; dollarsn. S1r:. th, local curz- .y, Ahe lt.la, 
i-; 4ill iv1a nt to) Is It". ll.a , nO toteiqll etxc'|lag,i Ions.1 I col1:11dei t! . 

It. lt),l. I ( Pla:n
 

'111'. *it IcIjIxi ,I) :4 t(,nC, of mhjor ovfnta it)tLh)e fil)1(efltiotf of thin 
prflject V;. an5 tlo l's: 

http:lanaqenr.nt
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C. Evaluation Plan 

7hte -Missionthas- deuigned -7and- tated-this. proJect-with-Panm ,---lania 
authorities deronhtrate the ability ofrreach coponent to develop and, i.uce.
 
an employment policy analysis ;unit (PAMS), (b)at the, employrantlevel through a
 
mazycwer information, system: (MIS)#, (c) directly, throuh a special supervised credit
progra: (SCP). Th ltimte success and li.*t ,of te will in largethese oi 
measure depend upon future willingness of the CG6vernmnt of Panama or other donors. 
to coninue~and provide furthIr resources to increase the soap. and coverage of the 
program elements.' Evaluation# therefore, is central not only to providing Am, the 
GCP and uther donors with a technical review of the imipact of project ocpooets
thuwselves, but inl developing the foundation for future Panamanian or donor upport
in these areas.. 

Ixaring the Jour year lif, of project the Mission plans two major
evaluations, plus such additional special review related to policy matters anmay
aem ncsay Thnevaluations are additional to normal Sapl 1ntation review
and are described belows 

1. Firt Evaluation 
PanmaniaS18muthe after first disbursnnentp the Mission and participating


Panamaiinstitutions, will prepre a scope of work for the first project

evaluation. Since at this tin the nwiber of studies conletedp siibloans made ormanowr data produced islikely to be limitad, this evaluation will focus anv 
ispleantation of the three omoxnents Including such issues as - for the PAM:t 

as Adequacy of the study selection process, 

b. Breadth of the study results dissemination process, 

C. Technical oepetenoe of PARS persosuielt 

d. PAPS operational linkages. with the maowr information system
and credit program .....................
 

For the maenpowr information system 

a. General aftinistration and inter. institutional coordination 

b Adequacy of data being covered, desfinitions, and sources, 
a. Adequay and access to data storage# retrieval and publicatlon 

Vor the supervised credit program 
s. Slection ariterial uxpkyed for fhb-loans including

restrictiveness of ooJlatoral Interest rates# nuabec and type of loams d nt
of direct jobs generated, average ast per direct job gencratedl etc, 



-48

b. Adequacy of program publicity, 

c. Geographic coverage, 

d. General administration 

2. Final Evaluation 

sending a 
During project paper development, the IBRD expressed interest inproject evaluation team to consider traunch forcomponent of this project as early as October 

a 
1982. 

second the credit 
firsL evaluation. This could happen prior to theThe Mission feels that regardless of the IBRD team timing and
conclusions, the final evaluation will be a critical determinant of future support
for tLis employment generation program. This evaluation,upon impact. then, will [No focussedIn general, it will try to determine the additional employmentgenerated in Panama attributable to the program 
-sub-loans, or either directly through
indirectly through policy reform, introduction of new policies orthrough improved manpower information 

ihis evaluation is tentatively htcheduled for betwen six arnd threemonths belore project termination and earlier if it t cc Tes possible to conbineAID evaluation with a thetechnical review by other potentialthe foregoing and general issues the 
donors. In addition tofinal evaluaticr will consider, for the PAWS: 

a. Study impact,conclusions, including the level of considerationthe results of recommendations of studies which of stuayhave been implemented
and, 

b. cost-effcctivenes; of the policy unit. 

For the- Manp-woi r Infornvit-ion System: 

a. Validation 
erfiploymen t- Intens;i re. 

that credit to the selected target group is 
b. Clarify that subloin reflows are being effectively utilized
 

for program object ives.
 

For the ;uj .rvised Credit Ilroqrdin: 
;. The ut i Iity of thi., ,;y.tem to planners and workeru, wellan as 

ts cost vs it.;o-nl fit.. t () id4nt if iod bent iciarle.r;. 
3. , JL.Cil P.1,' llat JOll. 

lWir r j thtf . ( ()t r !;, of pro)jec t iUJ)lovl en .1at ilo PAR ; t,.ky ,x -tn ll elpoliC-y or pr(xjriutl whiich f,itl.. t 1thexamint.. :: I i 
(G)JI or t.Ife M :;Ilion wi:.th to t! .s14. alvl /Ior Uliie.q va uationl fattxifes willI . t c blcted . s' 

,I 
coopexratlon fl-cel,5-1 1Y i/nwith lnaminiain ,i.uthoritlen lonort by , All)idlrctatl otl.e 
hirtv or other connultantn at. rt-quirod. 
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UNITEOSTATES gINTCRneATIONAL orP vCOPMCNT COOPCRATrN AGENCY 

AGENCY ron INTERNATIONAL DCVELOPMENT 
* ~WASHINGON 01C ?~3 

4 AN4NEX I 
DRAFT PROJECT AUTIJORIZATION Page 1 of 3 

Name of Country; Republic of Panama 

NKame of Project. Employment Planning and Generation 

Number.,of Project: 525-0221 

L. Pursuant to Section 106 of the Foreign Assistance Act of 19610 as amended, I
hereby authorize the Employment Planning and Generation Project for the Republic ofPanama (the "Cooperating Country") Involving planned obligations of not to exceed
 
Five Million United States Dollais ($5,000,000) In loan futds ("Loan") and Nine Hundred
 
Seventy Five Thousand United States Dolla ($975,0 ;0) In grant funds ("Grant") over
 
a four year period from date of authorization, subjou t -i the availability of funds In
 
accordance with the MI.D. OYB/allotment procm, to hct1 In financing foreign exchange

and local currency costs for the project.
 

2. The project ("Project") consists of strengthening the Government of Panama
 
Institutional capacity to analyze, develop and evaluate policies and programs to stimulate
 
private Investment In labor intensivo activities and establish a credit fund to foster
 
Increased employment generation and productivity In the private sector* 

3. The Project Agreement, which may be negotiated and executed by the officer
 
to whom such authority isdelegated In accordance with A.LD. regulations and Delega
tions of Authority, shall be subject to the following assential terms and covenants and -

major conditions, together with such other terms and conditions as A.LD. may deem
appropriate. 

a* Interest Rats and Terms of Reayment 
Te Cooperating Country shl repay the Loan to A.D. In U.S Dollars within 
twenty (20) years from the date of first dibursment of the Loan, Including a 
grace period of+ +not hpe Country shallito exced tmo(10)yoam o rt 
pay.to A DInU. Dollars Interest from the date of irst disursement of

teLoan at the rate of ( two percent (296) per annum during the first ten (10)
yeasand (11) throe percent (3%) per annum thereafter an the outstanding

isasd balance of the Loan and on any due and unpaid Interest accrued 
therlth
 

b. MitWe and Orign of Goods and Barvicos (Loan) 
Goods and servlo except for oean shipping, financed by A.L. under the 
Loan shall have their source and vlgin In Panama or In countries Included In
A.LDGeogahiclo d e 94 ct a D may otherwse agree in writing.
Ocean shipping fonaned by unr the Loan shall, except MA may,as 

oweagree In wriin to o ced only on fl vesselo of countries included
77 +4~inA.LD. Gographic Cod& i41 or of Panama. +i++++++++ + +++ 

144 i+! 
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o. Source and Origin of Goods and Services (Grant) 

Goods and services, except for ocean shipping, financed by A.I.D. under the 
grant shall have their source and origin in the United States or In Panama, 
except as A.I.D. may otherwise agree in writing. Ocean shipping financed by
A.1.D. under the Grant shall, except as A.J.I). may otherwise agree in writing,
be financed only on flag, vessels of the United States. 

d. Condition Precedent to Init.al Disbursement 

Prior to any disbursement, or the issuance of any commitment documents under
the Project Agreement to finance other than technical assistance, the Cooperating
Country shall, except as A.I.D. may otherwise agrec in writing, furnish to A.I.D.,
in form and substance satisfactory to A.I.D. 

(1) Evidence of the establishment of a Policy Analysis llRearch System
("PARS"), composed of an Employment Development Commission and a
Technical/Administrntive Unit and the establishment of approprinate proce
dures for rerLstering, and utilizing private consultants. 
(2) A time phased plan and budget for the utilizatiori of technical 

assistance for the PARUS and a preliminary list of studies to be undirt ken. 

e. Condition Precedent for Disbursement for the Sipervised Credit lPrortm 

Prior to nny dlkbur!;ement, or the iSSIJIuJIee of liny commitment documenti (Lonn
and Grant) to finince netivities tinder the StpervLsed Credit Pro,:ra i ("(P"),
the CooperaIing Country sh ll, except A.I.I). mitya's otherwise ag.ree in writing,
furnish tu A.I.1)., in form and substance s,tir-fetory to A.I.D.: 

(1) Evidecee thut n s,hffing pd a 1I.: been established for the 1:mploy
ment Development )IvL'; ion of lianco .iaelona] I Pl'anni ma ("INP'") and 
tht personnel have becn a1;IgnIeJ to key po:ition. 

(2) Evidne, of eirr ng ements to provide tvehnieti inwant,ement wqsls
tance ("'I'MA") to the . ib-borrower.i, Iir v,Iuhprivk it,co 'v.ulttnl.i, which 
Include the prooedures for regLiterini privt, +ims theeonsul t mid utill',ing 
TAIA .;vrvive%. 

(3) The ellbi lillly reqlliretnent*. to ho tipplied itithe SCI, to ei,1ure
that credit k.providhd only 1111d niiedto muIinll iledium elrllerpri.e thait 
fire iuible to obtliiin ered it froll tli cOiltiltr lillha nk ing. s.y:tveln. 

8e Conflill -ioclr! flePt io ir mrwtn.nt for the Mnljpow er linfor.altoill 

Prior to ni ', hlriirment, or ltht , oiiniOf ii , olliiM Itneli ,(M i ti . ullder
the l'rotJ .e A{ur n!ilit, to fj naile cniv it it,.un, ,-r the iamlpow er itiform,Iinl:o
Syriel. thl,(,operntinq (ountry .hmll furii.h to A.l.I., In form iilwi tnhmbiIneo 
Milinftlor,' it,A.!l. 1iril plan for,.I4ui01n,lliwl me,lilllA 1 41 "110:rt thei 
utilntlon of technical ml-%ihlfieuo for tie NMntipower Informntloll Sy,itoln. 

http:mrwtn.nt
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g. Covenants
 

The Cooperating Country shall covenant 
 that, unless A.I.D. otherwise agiees in 
writing, it shall: 

Cl) Maintain sub-loan interest rates at not less than the average of
the BNP's cost of capital, the interest rates charged by development
Institutions and interest rates charged by commercial banks in Panama; 

(2) Set aside for TMA Services three points of the sub-loan Interest 
rate; and
 

(3) Cause the BNP to establish subloan interest rates quarterly for 
A.I.D. review. 

Acting Assistant Administrator
 
Bureau for Latin America
 

and the Caribbean
 

Date 

Clearances:
 

GC/LAC:Veret:. date ubject to expiration of CN waiting period
l,AC/Cl.EN:1VmLtkker: " di te 
lAC/I)R:Millrown: ditte 

GC/lAC:D' *'z:ms:ckgs7Tl6/81.h29183 
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5C(l) *COUNTRY CHECKLIST_________ 

Listed beow artsfirst statutory crit r applicable ganerally to FM funds, d then criteria 

applicable to individual fund sources: Development Asistance and Economic Support Fund. 
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1~~1I.can it be demonstrated that 
Cot a ....istafc will dirctly benefit

' the n1dl' If not, has the Darbet of 
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entein the United SutlY? 

If assistane Isto34 &A~~h
"aint soeSceayo ttFeemndta anama is not 

tat It I ot controlled "ed by the Internationaltecontrolled 
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9, FM Sec. MM. If the country has tailed 9. No*


IMNEWwW@ 	 OR Inveament guaranty program
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Listed blwaetttoyimshchomllIIl be 'covered' routinely in tboss provisionsS-of an ssistance ag9reement doea II with Its implementations orcovered in the agreit by;'
Simposing ii. ts on certain uses 0ofunds.
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ENVIRONMENTAL RECOMENDATION
 

An !EE was presented to the PID requesting a Negative Determination for
 
the Project's Threshold Decision, since the project is going to be 
implemented through an ICI. RegulAtion 16 on Environmental Procedures 
indicates that an environmental Impact Statement in not generally required 
if it falls into a categorical exclusion such as (C, X) "Support for inter
mediate credit institution when the objective is to assist in the capitali
zation of the institution or part thereof and when such support does not 
involve reservation of the right to review and approval individual loansl 
made by the institution," Due to the scope of the individual subprojects
the Mission does not foresee any action having a significant effect on the 
environmont. 
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I of 

REPUBLICA DE PANAMA 

VICCPR96109NCIA 

12 do mrz o 961 

Ing.- Aldalmo Ri~uz
 
Director
 
Aqoncia Intornacional
 
para al Domarrollo
 
E.S.D. 

Coniocodoron do lai Irportdncla quo al. Ejecutivo tioneo n al 
Progra.m do Plnnifiedci6n y Gonor~c16n do Emploon qu(e el Go
bio~rso Contra). no o:nctontra intoroaml~o on implemantar, mo 
por.-ito Informarleo quni ao han inip~rtido lanr inatruccionoai 
al. Mniatorlo do Comircto a lndutri~ia, pnra quo integre una 
unidad t~enica actminiatrativA quo ua:- 'iiA1 do o,-c~.ina: 
actividadoes do outudion, planlf~cac?6r. y racomendaciurseu on 
a). tortalocimianto do). sector dal :loquei~o y imodiano u~zr)Garl~ 

Atantaman to, 

R~. DI:1A
J.ZSPfZLIgA Jr.#
 
Vicaprosidento do I& Ropdblioa
 

/yb 
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AD
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PanamS, 10 de Junlo do 1981 "TO .. i-I
 

TAEN . 7I
 
Ingeniero 
 . . .
 
Aldelmo Rufz 


LMo -
Director
 
Agencla Internaclonal 
do
 
Desarrol lo 
en Panam-

E . S . D .
 - ' .
 

Estlmado Sohor Ruz:
 

Tomando como 
referencia 
Ia nota N! 80(102-012)014 dol 
26 de
febrero de 1980, la
on 
 cual la Gerencla de esa 
Institucl6n
me de!.Igno pare que 
negocle y encargarme del Programa denoml
nado Generacl6n de Emploos, 
me place Informarle, que luego
de m~s de un 
aAo de negoclaciones hemos 
concluhdo reoponsa)blo

monte las negoclaclonos del 
mIsmo.
 

El Prorana de Generacl6n de Empleos, 
cuyo objetivo as el do
fortalecer y 
fomentar pequeas empresas, Industriales, 
comerclale5 o de 
servlclos; que contribuyn a croar nuevos empleospermdnritc%, contarS con 
tres (3) componente,. a saber: 
 Asi=
tencla Fnanclera, Capacltacl6n y Asistencla TicnIc. 
 EI cdpRl
tal s*'ilIa 
del Programa correspondI onte 
oil ,rea de re ponia
bilidad del B.A.P. 
ha sido estimado en B/.1l.650,000, dlb.tri
buyandote de In 
sigulente maneri:
 

uente Total 
 AsIstencIa AP l-.tt.ncia 
 Cstos
 
Ianclra 
 Tecnclca 
 ,-


Total 
 0/.j1 o0 D p0Ooo V..0so,oVoo,. 0;.000 

A.I.0. 
 5,150,000 5,000,000 150o000
 

Goblorno 
 5,000,OO 
 5,000.000 
 -

8,.P,a, 
 500,000 
 1,500,000 
A Fondo§ porn encuosto por IV.50,00 y gastos de Organkr 1,6n dol
ProgramA por IV.100,000.
 

RFCr..Iv
 
J0 ' 10 '.;J 

US AIlDi A'AAMA 
UR IJLC IION ' 
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Cont.. .810(10-01)180
 

E5 de resattar la participaci6n en at Programa do otras agenclas
 
astatales, como lo son el Ministerlo de Trabajo yeat de Comercio
 
a Industria, en Sreat. dc responsubilildades clararnente aspe.c~fIca
 
das en to quo a poirtica de fomento de pequeAas empresas y capa
 
cltacl6 n de mono de~ obro se reflore.
 

Mie perrnfto lnfornuirte quo el D.N.P. y cl Goblerno Naclonal han 
dado lot piiso% nece~arlos para garantliar la dispon1bilidod dc 
fondos dol Proqrami., pert Inente-. al oato 1981; c~ta Intittuci6n 
aslgn6 la turia de P.20'1,009 en su pretupue~to para afront.-r lt, 
905105 operatlvos; el Goblerno Ndoclonai modianite la p.irtldo qlur 
se dIti9LL. cofi c1 t6dlgo 0.27.1-45.8.18.004.3, aI(Jf10 1i %UIM4 

do P.500,30(3 com'o aporteo 41 compononte dc- A~i.tcncia rinoticleri 
correspondlente it .i4o 15,1 

Una vcet riSi le reltero ci Interr' dc disponar di aportre do 14 
A. 1.D. alI capitalt %emil It dcI Programa. tmot ivu por ci cuat , hago 
Sot icitud form.it dc la% mlsmias. 

Atentntmcnte. A 

G l rjc itivo del rOOCH 

A.ArSO/eJno enraGdt .NP
 

cc. Lic. Li .Ais-GrnoCnrldlBNP
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~Nam 

UnIteto de Planifliaci6n y Pofidea Hcon6mIca "ZA, 4>4 ' 7 

4n &, 11 doV ul do> 1961 

Not& No1'44..>84.4.V4' 

''.4i i,'> 

D#404etoir 42.83 4 

Agencl44 Ineraloa
 

par el Dear l (AID),
 

I a ,cnc,'d 

Emse, ~~~~~~~ cd ~4qo*up 4songa.stat 


AgenaladInexaortnalla ,da rpet o rycoyoaia 
do*u4rsCmo--o icplofslctms lrsad
 

do A£/aam-e ,La-rsnaEJ pobc~ e rydo
paxaesooamet cund,4axwo2.2.odde'Invaiv O 
mo, StmdoA ofla*Icl*I Is*nvslaind 

nddoa I& y2a 4ano 'd *.brea ta,,tofe mads.d bpotie
'.RP!amnte 


to mnal ola eatngrosa quo generantx
 
dan a rd'afrIlouniVilsio ta la 

talayfniapr 


tud sa3.id o gun tiaao qul~o qpoiv qu us@toodos ha 
prnaoybidrogsn a enl lbratn42.pocoo 

4 Min 4 



_______ 

*~~~am4, 10 do Junio de 1981.
 

Mirsitterio de, Trabajo y Blnwstar Social 

DNE-Notid N' 1.98.81
 

Ingeniero
 
Adoirno Ruiz
 
Director de In Acjencia para el
 
Desarrollo Interrncional (AID)
 
E. S.D.
 

Se~ior Director:
 

Consideranr'do lot, avancei logrados on 185 rostructu
racionew.i t1'cnicO(-adtniliitr~ti van llev.mdan a cAbo on la Di 
rocci6n 'Jacihil de# 1:Ifle~o v I Scrvicio Nactonali de nr
mfaci 6fl Profen~Iciona, dc:aoamonn rel terar I nuout rc i nter6ti 
on ei Pruyeeto de ~i , de: y1cGrene raclem En;) leon, 
que t it-rat comlo contrapa r c wi r im; a.qvriciai :; del Gobi crio NA 
clonal.
 

Enl efit (~ fi el ~ II( do 1Itt~ 'l-1Va11011n iIU! i o 1ntIcr(- pirt i 
Cu 1~rr 1 1 c o n t -n tcv~ r , . i o i .;ido co n t* 1 o :I ta 14 -c I inIUtn:: 
to (101 tefl'i 4 prl'i :a.2c10n en.Idit~c pat-A p1nn .ia do1 
PICOo, C*1 - 4!11Lr.irrofl11!&( Uroti 0 eoa:~t it~uI rZa %II VA 1 1110 A-
POYO pari 1Ii qw-ItI011 do 1Inn rta t nvolIutc rcid1jv~rIit tldiie-
da~i con) pr)qrarwin it d mfltfl( dt. obr.1 y, ton onpocI i 1, parri In 
Di ro(cci?' IlJ m1 mpv I t- i (I' luljo y. (oio lo C d:rt)1 MinuI r dw 72? 
Blono~tir .1ocial . 

Do tinted con tod nfl~1J ia 

Minis tro du~ TrA?1 )o I,on'ott~zrr Social 

4 

cpj! %* I 
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ft rat MWOM,or proposingprogram dealing with Pamals e~oym
"isbasd uonan analyis1 W oblamof: the ao iddimenion of' th 

n is probab]e long-to nabtel the aaent willingness of k~eye~mns~ofthe Goverment and private sector to am to grips with 1tl andvthe.likelihood that mvn with limited reswoe AID an have a catalytic

Offet lIn pronoting activities which overltimw, will help amliorate it.
 
ThestratWy is to asist the Govermet of Par& and Paruma's priate
sector to recognixe better the dimrions of the em 1wntprobi., to helpthe Omerrmnt develop program and policies ded to alwiate, andwhiere possiblev eliminate tansto iincree Job creation, to increaseUirktsble skills of the unpoe~as well asto directly stimilate, job
creation bythe rveofw 

AID projects sot fulf IlMnt of this stratew, but In isolation onlySatisfy part of the st*W a apprece. In additlo- o I
projects of the mtilaterabnk as well as private sector astivities(incli ng =a) -- to th picture* 

AMD resources will be used to s otpolicy developuent adprogrm1; q~lmenI-tationo which toehr can prcdoe a synergsifsto o
 
cmotion but oanlym incnsther a ihOfsti
ow*~rU ndbte ageigpacsltftnprivate ad

whr trong llho of~ adW orl-unw isita 

Aldvo*i the ft 1901 aloysent, Plaming and Gnrtmproject
represerts Am's largest and Most significant effort directly targeted atPansea's "4oyant problam# it is one of a series of poects Whose primgoe2 JI to tmelp anm Increase slymntt productivity aid MOWSe levelsof the poor. Other activities sharing this goal Includes 

525-0225 Rntopreneurial Developents which sw rts aPoram oftoduwlcml assistan to =all buuinesses by the amnn
Association of Busiuwse Dseoukivesp 

325-01A Wkfa=Devolopent# proposed for IT182, wich willstrengthien and better focus t ens job trainin -rvandplosonservices wih o arketMIvU&Jmuiala 

52502 WIWnt TeiigfrMp(P)proposed for 
In apoor area ofianat P!tf 

In adit vizbal all of this Xission's active"and proposd
ro~ects In lbwad prodt"# .'hA~lpw--y or in urafmaritos
diMoqWdn oreation ia objec of dtheiredit fwfis at of

rwtoc~rolies. 
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Several- of the sploPImnt generating program the Mi1.nion has chosenAs stated in the Most recent MSS# the
topurse have a distinct urban cast.

Mision's program ofPhasis for urban areas will be prop.. deaIng with theUPloviaent, problemo irural areas program dealinig with IipmoingPrdUbtivity.-particuliarly agriculturp-will be the focus. fe have stressedas~eMajor Urban focus for our assistance prograi. for theINeasons, each of which is dealt with In detsi inltr sectionsof thspopers 

ogrqmyl Panana, PreseUY 579 urbn, will become 701urA"%Ni the Year 2000. Of total population, half (50S) noWreside in metropolia (Panus City-Cl*n corridor; by the*year 2000) the area Is epected to have 60% of the total population. 
1rJevPlkWnt1 MuLo#WWanYt appears to be wm serious In theurban corridor than elsewere. If the underemploysd are added tothe current 14-22%1 Urban nelyecontinued Urban Unumploymentconoe trations beoom politically and socially dangerous, withwplouwntin the range of 18- 301 distlncatl possible In thefuture# 

9e poors Poor families whose inoft are insufficient to meetbesIC need currentl show a 6040 rural-urban split. Withincreasing urbanistion this split Will most likely beoom eqal 
feee concesos as well as the following analyse, hav beendiscussed and devlope with the help of panmwdnin profesicnal economists,vWWersmnLtcy makers and ,businesmen wh6, strikingly, on their own# havelcy11L P01ila0YaCIUSION s awtartives of deveoopant banks ncesconcur Zith these conclusins.~7 Pamnianjournalsts have g en Prominent display to anlyse AnM qeeche on thisubjct.INiS P44e9 revieW the data And smp kiawupon w~hich these"oalsinare based. n 

In our invetigtion and anaysis of the employment situationl weoonIA10td a lengthY review of the literature, revieWd the Os VariousProgr a nd Plans to dtilsuAt* Investment and emplomt, as well as those,**go, the pricing and labor code policies, which affect, the Investor Inftnma. n addition, we C0014131On twoe o studies. one of smel andmedim site enterprswhc ircUWd a r."Lv Of "~Ca 009cial Policiesthei *Wton AManother of the factra which affect thenvesmentdmNwd for labor4 One of the least surpising findings from these 
A(ATIIMM SltUaol do I&Pequefla &Wms en parWAF Agostoo 1980; AMWMI3 Surve of 250 Small aid Medium Site Ssinees RetablislIMe-&.In soMIgulito, roobr, IWOp AIt'1 Study ' aa mL 

4r g~' PW doOs"k~ 17) A1U Mg~
d* la F~uW ~W 

es eafJ 

1 
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bestigationi and studies is the lack of coordination and central strategyWMhn theoM for stimulating investment and enployent.1 While psan sgAiSAtional structure for doalg with Invesment and eploymnt may notb unlike that found In many developed countries, within an .. such asPen.... with its shortage of skilled muowor. the current proosirem createan eXtremly inefficient structure for obtaining needd change. 
ftieGovernment of Panama has not prepared a ti'onl 1 lyment policyor Plan. "Ie M]98-85 National DeIopmnt Plan remains Inoplaete, afterconsiderable effort of UN and Pnaanian pWcialists. .ewwn for not

rel~s thePlan reflect dissatisfaction by the rew Planning minister aNdV1e1ster with the quality of analyses COntained in the drafts,, WIDJ.a shared these concerns after reviewin some prNIMir Plan documents.Failure to release the Plan does not reflect disagromt with seleion of ,Zoyment as one principal objective of the Plan, however. Adraft of thePlan stated this objective to be oinoorporation of the active population Inthe-dmlqcnmnt prom to oid any further increase In the uneio trate. 

--Although issuance of the Plan appears Indefinitely delayed, ovminton of themmnts; and activities continue to reflect a growigawrdnessimsiOnf the employment problem incldn- Acp c of the, key robethe Private sector mast play in 0*1ploent creation. In prepuation of thisstrtegy. we hae solittedthe views of 0overnInt, privote scor andIntnational bank rpr setatives. *ere i no dhate w~ng them regardigthe leOtanoe of resolutionrof tho nationsplecMn16Mt, PColmfurethemore, widespread acceptanco of our Proposed pmoriandml hr s
 
business targets, al"ug fth =O would understandablypefroeAI


resuresbe devoted ob~creation.
 
Failure to pepee an Rpl0Ym*nt Plan, 
or to olete a new five-yarDeelpmmnt Pln, helped Qnsure that certain ims related to plyment
policy would not, be 'Joined by the WooP. Shoude for (MIMrPle the Go ent
pa increasing atintion o 1rovIng services Wd investmentinnose th Canal corridoe in an effort to slow migratio into panumCity Ad surroundin areas? Wat kinds of investments shml be favore?In -ich scW.? Wht pIt o for scondary ivutment and jobcreation doesUt e billion Cetro Colorado cer mine or a new canalhave What Is an acceptable unemPloymnt rae? These Issues Wnd others areprofoun and depend on careful research and an examination of ecom o-andU10ti@*lmcosts and benefits for resolution. NV equire bettor data thanI peslently available, Becaus of their high political and economicluprtane their resolution Is best left to panma, with AID Wkinga 2a.m of the tools and Intelle Ctualcapbil itie for their 

0"r deciuion to Pr@sOt this strate daomet Wd the bplymentPl1 ln.and....Project por, absent the rsolution of theseeaon (Wg 
w p l a, i slprmse ndab snt the r etrwo k of a Nat ional Defist On 01e"t evidencpol i ssues that even atear the eaonic rebwun of 
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from $800 million in 1974 (44% of GDP) to $1.5 billion in 1976 (75%ofGDP). 
 Inlate 1976, inan attempt to stimulate private invesment, the
government temporarily suspended collective bargaining,and the provisions ofthe 1972 Labor Code that had severly constrained private investmentdecisions: 
 existing contracts were extended for two-years and public sector
salaries were frozen. Nevertheless, private investment failed to respond in
1977 as profitability and plant utilization remained low (presumably becauseof GOP pricing policies), access to credit limited, and investor confidence
 
, 

weak, with canal negoations clouding future prospects. Private investment,
: 
 which did not begin to respond until 1978--undoubtedly in response to the
successful conclusion of the canal negotiations.
 

In 1979, improvement continued, reaching a remarkable 7% real
growth rate, apparently resulting from pent-up consumer demand. 
Private
consumption continued its recovery with a 16% increase while public-sector
consumption went up only 5%. Private investment rose by 20%, while overall
investment declined due to a reduction inpublic investment of 36% as aresult of central government belt tightening. On the demand side, therewere some mildly encouraging signs thatL private investmentrecover, thoughactivity was confined was beginning toto construction and to the Colon Free
Zone. Reflecting these trends, bank deposits and bank-credit expansion tothe private sector-,-a good indicator of investment activity inPanama--advanced in real terms for the first time since 1973. 

The overall public-sector deficit ifor both the Central Governmentand the autonomous agencies) fell to 11% of GDP fran $365 million in 1978 to$304 million in 1979. However, the current account deficit of the balanceof payments rose for the second straight year to $314 million, an increaseof almost $100 million. Thus, at the end of the decade Panmal's external
public debt was $2.0 billion, with total public debt at $2.6 billion (93% of
GDP). 

D. The Future
 

Preliminary data for 1980 indicate that, at St, the country's rate
of growth of GDP was significantly less than the 7t registered in 1979 with
only the banking, construction and real estate sectors experiencingincreases over 1979. For 1981, the econonW is expected Ito grow at about Skibut could begin to slow down toward the end of the year ifoil prics orinterest rates continue to rise, or if inventories bocome too large. Thecritical external unknown is the availability 0f foreign credit, which the
OW traditionally uses to finance its investment budget.
 

The T is very'optimistic about the GOP's ability to solve itsS -problem., citing as reasons: the tax measures adopted in 1980 which, it is
estimated, produced the first substantial savings in the CentralrentGovern 's current account in several years ($10 million), and should helpbring financial stability in the futurej the apparent commitment of the GOPto deal with inefficient government entorprisesp the apperont coxmitmnenta nioro realistic price control policy, as evidenced by the price changes 
to 



10
 

allowed for some products in early 1980; and a study to be undertaken withIDB to examine the country's industrial policy in order t)determine themost appropriate plan of action for stimilating industrial development. 
in swrmaryt at the start 	of the 1980s Panama finds itself wfth aneconomy which has undergone significant structural change--an econao nlacking traditional canal related and easy import substitution interventionscapable of producing the growth neededsurvive, 	 to support its population. Tothe country will have to mount an aggressive program in order toattract the investment needed to produce thejobs. 	 ever increasing demand forTe events of the 1975-79 period,record lows, 	 when private investment fell towhen government investment soared to record heights, and whenpublic debt matched the upward spiral of government expenditures, underscorethe critical role private investment must play in the Panamaniansufficient and steady growth 	 econom ifis to be achievedpreviously the GO' ,debt 	 in the future. As notedburden is and will continueconstraint 	 to place considerableon its ability to finance future investment projects and therebyaffect the level of economic growth. If private sector investment does notreplace the highpublic sector investment of the 1975-79 period. and, reattainits historic position as the leader in new investment,encounter extremely difficult times which 	

the econi wil can lead to steady deteriorationin per capita incoms and the quality of life for all Panamanianw,especially the poor, who 	 suffer from whateffeot"--last 	 one might call the "LIFoto enjoy the fruits of a Vrowing econmoy,it declines. 	 first to suffer whenWhile in the early 1980sreturning, it istoo soon 	
investor confidence seams to beto know if private nvestment will be sufficientlysustained and suffIciently labor intensive to stimulate the econamy In thefuture. 

III*~v NIURE OF' 7Mwwwy.MMPMBLEM
A. 	 rends in the Economically Active Population, Diployment,
 

Unmployment and ULeremployment.
 

1. PopulationGrowth# Labor Eores and Spatial Iffts; 
theannual natural population groth rate fellduring the late sixties to an estimated 	 from over 312.40 	in 1979. Preliminary resultsof the 1980 census indicate that the annual growth rate 	for the entiredecade of the 1970s waspopulation increase. 2.51. Due to this significant reduction Inthe Panamanian Census Bureau lowered populationprojections for the year 2000 from the 3.0 to 3.6 million range to 2.6 to.3.3 million, with the most ovid-ince pointing to 3.0 million. 
As a result of the declining birth rate# the labor pool (those15 and above) and the economically active population (PAP),defined as a 	 generallyfairly stable percentage of thoso in the labor pool, will

continue to grow significantly faster than the non-working population (those 



under 15 and over 64). 
 In 1970, the labor pool was 53% of the population,
by the year 2000 it is likely to be in the 63-67% range. In absolute term,
the economically active population resulting from the Increasing labor poolwill probably double between 1975 and 2000, from 537,000 to 1.1 million. 

The other key aspect of Panama's population growth is its
increasing urbanization, Particularly in the Panama City-Colon metropolitan
corridor. 
The 1980 census underscored this phenomenon. During the 1970s
population increase in the province of Panama was 44%, much greater than inany other provinces. The change was less dramatic in the province of Colon,
which was second inpopulation growth. Only Bocas del Ioro and Chiriqui
experienced changes similar to that of Colon.
 

Defining "urban" to include agglomerations of urban functions,urban areas are projected to grow three to four times as fast as rural areasduring the twenty year 1980-2000 period, with the Panama-Colon corridorexpw to lead growth, ha(e some 60% of the population by the end ofthecentury# by which tie t l.
 nation isprojected to be over 70% urbanized,
with rural population increasing less than 10%, from 784,000 in 1980 to

860,000 in2000.
 

Povulation-Trends 1/
 

Other Total 
 Total Urb. as X Metropolitan

Year 

Total Metropolitan Urban Urban Rural of total as 2 ofPopulation Poulation Pooe. PO 
 Pop. 
 Poe Total Po. 

1950 805,285 284,000 51,300 
 335,300 469,985 42X 35X
 
1960 1,075,541 411,300 
 77,000 488,300 587,241 
 452 382
 
1970 1,428,082 623,000 
 116,000 739,000 689,082 
 522 44%
 
1980 1,830,175 889,000 
 157,000 1,046,000 784,175 57X 492
 
1990 2,320,022 1,254,022 
 221,464 1,475;486 844,536 642 542
 
2000 2,940,977 1,768,M 
 312,389 2,081321 659,656 71X 602
 

LI Calculations are based on official government atatiastics from the Census andStatlstic 
 Division of the Controller Coneral and work done by Fox, 
Robert W,
and Jerrold W. HuueCt, 
 and r z 0 Control Amri 
 and
Paom Interemaerican Developmift Bank, Washin
nGton
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2, 'Nationwide Unemploynn Rate. 
While there iswidespread agreement that unemploymentPanama has increased significantly since 1974, there is 

in 
high recent unemployment rates have been*. Official data, 

disagreement 
based on a 

on howsurveys conducted sinc 93  . . ... nnualfromeys condu9e4snce 1963,
fr. 8 in 1 

show that the national unemployment rate roseto 8.7% in 1977, improved slightly to 8.1% in 1978, andthen rose to 8.8% in 1979. (See Column 7,Table .)Few, ifany,
observers, however, believe these figures are realistic. 
Estimates of
15-20% are common, and, inColon, tle current unemployment rate is
unofficially estimated at 25-35%, contrasted with IBRD's estmated 17.4% in1970. 
A survey of four poor areas inPanama City and Colon, sponsored by
XD in late 1979 and early 1980, found unemployment rates of more than 24;
among low-inome families the figure was almost 40%. 2/
 
The GOP data seem to understate the recent growthof theeconoically active population


effect--ioe., the withdrawalofrom
(EAP) and overstate the "discouraged worker"
the LAP.of persons who have given uplooking for work because of depressed economic conditions. 
In other words,
the data appear to consider more people as out of the PAP--and therefore,
nither employed nor unemployed--than seems warranted, with the result thatOPr estimated unemployment is understated. Indeed, in a 
draft working paper
for the 1981-85 National Development Plan, the GOP appeared to recognize
that because of the substantial growth In what it
sent during 1975-78, calls "hidden" unaploqy"open" unemployment, previously used as the measure ofnationl uemployment, may have understated"total" uneopcment. This"par concluded, however,discouraged, that with a 7 GOP growth ratein 1979, hidden, orworkersIwore insignificant and .consequently, "open" and "total"unm.ploeni t are synonymous. .Coln 8 of Table ILshownthe "total"nfigure includinga the hidden 'Portion, as estimated the GOP foro period* it isth mission's conclusion, however,these adjustments do not reflect tt eventhe existing unoaplyment situation. 

Thes Mission believes the official 1967-74 ZA rates shownTable 1 closely represent the true percentage of people 
in15-y'ear-old-and-aboye category, wt.) should be considered as actively seeking 

In the 
work. trable 2 then presents the Missionson a constant 601 WArate ft 

estimate of unemployment, basedthe 1970-79r perlqd. It yields loywimentcates similar to off icial data for the 1970-74 period,considerably higher for the remauii.-Wr of the decades 
but. rates WliChr are 

adjustments, In addition to the EAPthe Mission has reduced the official,1978 and 1979 employment
statistics because they contain at lest 17,000 'Jobs under the PlanUr l csated by the GOP in 1978. de 
soonosv, and since the plan was 

Since those jobs were not created byformally abandonedoffliial employment in March 1980; thefigures have been deetred artilcWally high, and thus,re;atolyon-CaaeitesofRs
r umo Ma sciay- of the ths 
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TABLE 1 

Labor Force Data 1960-1979 (Reported)ld
 
(thousands of persons) 

Openhiddenup
Population Economically Labor Force 
 Uneh.
employme

15 years 
 Active Participation 
 Employ- Unemploy- ploy lent
Year 
 Old + 
 Rate (%) ment ment 
 Rate(j)
 

1960 
 571.0 
 330.0 
 57.8 300.0 30.0
1961 n.a. n.a. 9.1
 
1962 n.a. 

n.a. n.a. n.a. n.a.
 
n.a. 
 n.a. 
 n.a.1963 620.0 

n.a. n.a.

360.0 
 58.1 339.0 21.0 5.8
1964 
 636.0 
 365.0 
 57.5 
 338.0 27.0 7.4
1965 
 659.0 
 379.0 
 57.5 350.0 29.0
1966 7.7
680.0 
 391.0 
 57.5 371.0 20.0 
 5.1
1967 697.0 409.0 
 58.7 384.0 25.0
1968 6.1
713.0 
 435.0 
 61.0 
 404.0 31.0
1969 737.0 7.1
450.0 
 61.1 420.0 30.0 
 6.7
1970 
 762.7 
 466.2 


1971 
61.3 432.9 33.3 7.1786.8 
 471.3 
 60.7 435.6 35.7
1972 7.6
811.7 
 482.2 
 60.2 449.4 32.8 
 6.8
835.8 
 499.0
1973 59.7 464.1 34.9 7.0
1974 
 869.5 
 517.4 
 59.5 487.4 30.0 5.8
1975 
 896.1 
 492.8 


1976 
55.0 461.2 31.6 6.4 7.5
917.9 
 505.3 
 55.0 471.6 33.7
1977 (R) 950.1 515.2 6.7 11.5

54.2 470.4 44.8
1978 (R) 973.7 8.7 11.8
543.0 
 55.8 499.2 43.8
1979 (P) 1,002.9 577.8 8.1 11.4
 
57.6 527.0 50.7 8.8
 

Source: 
 Direcci~n do Estadfstica y Conno, Contrnlorfn General de ia Ropfiblica;
Panama en Cifrns,Aioa 
1974 a 1978, y Aon 1975 a 1979 and unpub~inhed GOP
 

l/Data for are the1960 from nationnI cennua conductod in that year. For the remining yeurn the data are based on annun labor force surveys beginning in 1963. 

n.a. Not availnble. 

(R) Ravaind by GO. 

(P) Preliminary. 
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have been reduced by 17,000.for we purposely exploy athe P r ur lower figure (17,000)uencia than in the FY 1982 CDSS because since thenwe haveobtained estimtes for this group which range between 17,000 and 25,000,v
With the former figure more likely to be the'correct one. If the higherfigure iscorrect, then our adjusted figures shown inTable 2,of course,would also be higher. 

Finally, discussions with various GOP officials involved inthe collection and reporting of employment data lead the Mission to questionthe quality of the data-collection process over the last few years.y/ As anexample, review of Tables 1 and 2 reveals that the economy purportealyproduced 27,000 Jobs in 1979. 
While we cannot refute the figure, and
although the large change may be explained by the combination of a
relatively large 7%GDP growth rate based upon a relatively depressed
econony, it is true that prior to 1979 the economy had created 20,000 ormore jobs only three timess in 1966, 1968 and 1974. Except for these three
periods, the economy historically has tended to produce 121000,1600 neJobs annually. Official data for 1979 point ° to an agricultural se,0tor w
(comprising agriculture, hunting, forestry and fishing) employmentof 10,680, increasea 7.41increase over the Iprevious year. In light of the declineinagricultural uployment and the negative real growth of the agricultural
sector for the past two years, these figures appear specious. If we assumethat there was no increase in agricultural employment for 1979 (to us areasonable assumption given historical Information), the total nuter of newJobe created by the econ would be approximately 17,000--a plausble9
figure. Ading. this adJustmnt 
to Table 2 produces an unemployment figure
of 170, which is consistent with the pattern of the two provious years.Until this assumed error is shown to be true, we believe that the pattern
will hold and that the next several years will see emploment grow in the
12,000-16,000 rae--insufgtcjent to employ all the new entries into the 
work force.
 

Finally, a c"-.. is -ntwarranted on the large differencebetween the mission and the (;Op estimates of the 1979 unmployment level.2be larger uneNployinent rates for 1975-79,estimatedtotal unemployment figure of 92,400 for 1979, 
bY the mission lead to anearly double the: official OWfigure of 50,700. A different aPProach than described above can be usedcheck the validity of 4tsefigures. Table 2 indicates 

to 
that employment didnot regain the 1974 level of 487,000 until soma time In 1979; hence, oneu say t those people desiring siploymont, i.e., the Increase in 

of n.
 endix I. Clarence Zuvekas of LAC/bp prosents an excellent reviewofthe data collection problem plaguing the employmewnt statistics inP.naMA. He also develops his own mconjectural" employent estimates andPresents those of the IBiv. Both are slightly lens thanthe Mission'sestimates. Is Mission believes the estin.te of pAp is too low in bothoases, And that the Pland6UrQVnCIa is not Properly accounted for duringthe 1977-78 period, 

http:estin.te
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TABLE 2 

Labor Force Data, 1970-1979 (Mission Estimates)a
(thousands of persons) 

Population Economically 
Labor Force
15 Years Active Participation Employ- Unemgloy-
Year RatgOld + Populationb Rate (%) b ment a ment 
1970 762.7 457.6 60 434.3 23.31971 786.8 5.0472.0 60 441.3 30.71972 811.7 487.0 7.0 

455.4 42.4
1973 835.8 501.5 
60 6.060 464.11974 869.5 521.7 60 

37.4 ,7.0
487.4
1975 896.1 537.7 34.3 7.0

60 461.21976 917.9 550.7 76.5 14.060 471.6 79.1 14.01977 950.5 570.3
1978 973.7 

60 4 70 .5b 99.8 17.0584.2 4 8 2
1979 1,002.9 

60 3 b 101.9 17.0601.7 
. 

60 
 509.3 92.4 
 15.4
 

a Source: Panama en CifrrN, Aflos 1975-79. 
 Direcci6n do Estadfatica yCenso, Contralorla General da la Repblica. 

b 
A constant 60% labor force participatfon rate ans beenthe unexplained wijed to nmooth-outand erratic participation rate uned inIn addition official statistics.the official 1978 and 1979 employtrnt fNgur,nby the IY,000 workers placed the 

have been reducedon public dole under the Plan do Urgencia. 
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EAP, (80,000), during the period 1975-79 were unable to find work.y Addingthe 34,300 unemployment level of 1974 giveq an estimated total unploymentof 114,300 for 1979. 
appears 

Seen in this context, the Missionl estimate of 92,400to be more reasonable than the GOP's official 50,200 figure, which,according to recent newspaper
toern"frent reports, has been unofficially stated byoffiial to.be 100,00..therr. e, Based on its analysis, the Mission,100,000. concludes that there are at least 92,000 unemPloyed, and probably, =,, a p o a l
 

however, The employment problem is not limited to unemployment,because it does not consider those who, although emtPloyed, makeless than what would be considered a subsistence wage,are only able to find prttime work either-because theyor becausework are their wages for full-timetoo low. .GOPestimates that 14- 19.e.

underemployed in1975 and that this isa 

of the work force was
critical problem in the
agricultural sector. 
A 1974 study by ILOA'REhL estimatedthe economically active population was 

that 30-50t ofunderemployed.difficult for tolet ftus, hile it may beagree on the precise individual uneimplomnt andwideremploYme' ats it is obvious that when they are grouped togetherthey represent a serious problem to Panama. 
B. Disaggregating the National Unemployment Figures 

To better understand how unenployment imacts upon differentgroups, i.e., by sex, age, economic sector and geographic area, we rely onunderstatedperha somewhat inaccurate, official data.
adjustments would -e It isunclear whatneeded and how their impact would alter the relativeimrtance of various subgroups. With that.caveat and the assumption thatthe fficial figure's are@eConom- not grossly distorted, unemployment by seu, age,sctor, and geographic area are discussed below. 
1. BYAge andsex 

The following discussion is a summary of Tables 3 and 4. 
Of the total number of women Inthe 15-and-above populationgroup, only 35% are economically acti.. r men,Hence, In 1979, women represented only 31% of the 

the percentage..is 81%. 
A , but accounted for 47%
of the unemployed.4 

Pbr 1976 (the last year for which such data are available)i 

a) Por the ontire country, of total uneloyed, 218% were15-19 years old and 31.5% were 20-24. Therefore, 53.51 of the openunenplaod wore young (15-24).
b) For the entire, country, of both age groups, 14.4% of 15-19 

1 p3nlated by subtracti. the nuber of People In the 15-andpopuilation group In 1974 (869#500).utiplyingthe differ from those In 1979 (1,002,900),a=(133,400) by the labor-parlcipation rate (.6, 

aIren I (1 3 
...".1 1 


-
+: : • 
 / : : r : '
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Table 3
 

Unemployment by Sex, 1978
 

Total Male Female
 

Total population

15 years old and above 973o730 4829600 491,130 

Economically active population 5439040 378,650 164,390 

Participation rate (%) 55.8 78.5 33.5 

Employed 499,240 355,030 144s210 

Unemployed 43,800 239620 20,180 

Unemployment rate (%) 8.1 6.2 12.3 

Source: 
 "Dtrecci6n do Estadfstica y Censo, Contralorfa General
 
de la Rep~blica" (preliminary data).
 



-- --

Table-4
 

UneloP eht by Age Group, 1976
Ae Nationwide 
 Metropolitan Area Rest of the Country
Group Total rale Female ITotal Male Female Total Male Female 

15-19 A. Nurber of Unemloyed Persons7.350 3,820 
 3,530 4,440 2,220
20-24 10,650 6,130 4,530 2,220 2,910 1,600 1,3108,580 4,970
25-29 5,620 2,630 3,610 2,080 1,160
2,990 4,550 920
2,090 2,460
30-39 5,610 3,250 2,360 1,070 540 530
4,340 2,620
40-49 2,733 1,690 1,720 1,270 630
1,40 2,210 640
1,360
50-59 850 520
973 80 330 190
170 
 650
60-69 530 120
450 320 270
40 410 370 50
40
70 + 270 270 80 80 --- 120 120 --
 150 150 --

Total: 33,703 
 19,040 14,660 
____ ._-___.___ 25,300 14,280 11L200- • 8,400 4 
 3,640
 a 

15-19 B. Unemloyment Rates14.4 11.0 
 21.7 19.4 
 17.8 21.2
20-24 13.4 11.7 10.4 7.2 22.616.6 17.7 16.925-29 7.1 4.9 18.9 6.7 5.1
11.6 11.3
9.5 7.2 
 13.0
".5 3.4 2.2
3.6 6.9 7.7
6.1 5.5 
 7.2
3.3 2.4 1.5
2.8 4.7 6.0
4.8
E-39 4.4 5.41.9 1.9 1.4 1.1
1.7 2.4 2.5 2.8
6 -59 1.8 2.0 1.8 1.3 1.31.0 1.5
3.6 4.2
70 + 1.6
3.2 3.5 0.5 0.6
-- 4.8 5.7 -
2.5 2.6 


5.7 
 5.2 10.4 
 9.0 
 7.9 11.2 
 3.7 2.6 
 8.4
 

Source: 
 "Directi4n de Estadfstica y Censo, Contralorfa General de la RepOblica,
Situac.6n Social: 
 Estadfsticas del Trabajo,Aiso1976 
 (Panaml, March 1979), pp. 17-48.
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and 	13.4t of 20-24 were unemployed. These are more than double the 6.7% 
national rate. 

c) For the entire country, of both age groups, 21.7% of women15-19 and 16.6% in 20-24 were unemployed. For 	men the rates were 11.0%, and

11.71 reqctively.

d) In the metropolitan corridor, 19.4 in the age group 15-19and 	17.7% of those 2b-24 were unemployed. For 	the rest of the country, the

rates were 10.4% and 6.7%. 

2. 	 By,E=onomic'Sector 

Data for the distribution of unploymmnt by economic sector
does 	 not allow any reliable conclusions because there is such a large numberof newly unemployed workers that 	are not assigned to any sector. Moreresearch is needed to determine the sector orientation and skill levels ofthe 	unemployed and the characteristics of those unemployed. While little
can be said about. uneoployentby sector, agreat deal can be said aboutemuloynnt by 	sector and sector contribution to GDP.
 

Table 5 presents employment and Gross Domestic Product (MOP)data 	by sectors for 1960 and 1979. The 	changes in the service andagriculture sectors real an interesting portrait of a changirgeconomvover 	 the twenty-year period. The Iervicet sector's share of M rosefrM40% 	In 1960 to 481 in 1979,,creating 1290,000 new jobst, and thereby raisingits 	share of total employment from 24% in 1960 	to 38%in 1979. in contrast,the 	agriculture sector's-share of GOPfell from 	24% (190) to 14% (1979),and 	its share of employmet fell from 51% (1960) of the labor force to 291 

jobs, 	 Betwn 1960 and 1979, Panam's econaW produced 227,000 newOf this total 571 occurred in services 19% In co rce, 13t in 
mnufacturing and 10% in construction. if the unexplained large increse In1979 	is ignored, employment in agriculture would have fallen by same 	 6,000Jobs over the 	twenty-year period.
 

The pvloymnt/utut coefficient by sector from 1960 through
1978, is defined and presented In Table 6. Several conclusions candraw. ite, ec 	 ben' tended to 	become4 More capital intensive in the 1970sland, 	 in the 1970 period finance and related servies and servicesproducd a grea"ter percentage Increase In eployment 	per percentage Increasen sector output than any other sector, 

The 	average national ~1oplo nt figures shown in Tibles I and2 hide significant regional variation, As already noted, there are manyaras In Panama City and Colon suffering 241;401 unwyUyment.laborforce trends in the 	 he off cialetropolitan area ae shown in Table 7 along withion's estites adjusted to eliminate the 17,00 hired under the
Sdo 	Ur a nds&Wthe .60 UP rate as discussed earlier, thr 1976J37PiWe e Iat 	 athat 	unuploymt rates were considerably higher than thoseofficially announced, with unemployment considerably higher in the 
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TABLE 5 

GDP 	 AND EMPLOYMENT BY SECTOR- / 

1960 and 1979
 

GDP ($ Millions)2 /  Employment (Thousands)!/
 

1960 1979 1960 1979
 

Agriculture 95.2 (24 195.1 (14) 154 (51) 155.6 (29) 
Hanufacturing industries 40.9 (10) 186.6 (14) 24 (8) 53.4 (10) 
Construction 22.5 (6) 64.9 (5) 9 (3) 30.8 (6) 
Commerce 47.9 (12) 183.1, (13) 27 (9) 70.9 (14) 
Services 154.1 (40) 640.4 (48) 70 (24) 198.7 (38) 
Canal Area 30.4 (8) 80.8 (6) 16 (5) 17.6 (3) 

Total 391.0 100 1,351.2 100 300 100 527.0 100 

1/ 	1960 Pricen.
 

2/ 	Panm.M en Clfran, 1959 a 1963 y 1975 a 1979, Direcci6n do Entadfstics / 
Cenno. CntrnArn Genr I de In HepG b Ii cA. 

3/ 	Conno dr. I'obl n. h )9(), Cittrnorfa d In Rep6blicAcI 1960 ' G;rern 


AlIrl uIttre nirfalrt,:, nilviculturp, and mining
int-Imi'rm: 	 fnh, 

Comkvrca iclstsIrrm: whlIrr-n ir ao,, rr nil trade. 

Services Includ: 	 alrutictiity, r,.Ati, witer, nraor, tranapurit, tor.ge, 
rommii aI 1411 , b n Isj,g. iinurnnIC, ItnuinP.,pUblic 
admlnititrAti;,t And pislI Anti privato aorvican. 
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TABLE 6 

- MP LOYMENT/OUTPUT COEFFICIENT 

BY SECTOR, 1960-70 AND 1970-78 

SECTOR 1960-70 1970-78 

Agriculture 0.09 -0.35 
Manufacturing 0.64 0.50 
Construction 1.01 0.50 
Electricity, Gas and Water 1.28 0.74 
Comerce 0.82 0.41 
Transp., Com., Storage 0.52 0.58 
Finance and Related Services 0.69 0.93 
Services 0.95 0.87 
Canal Area 0.25 -1.77 

TOTAL 0.46 0.42 

I/ 	The coefficient represents the relationship between the rate of growth
 
in employment and the rate of growth in output (GDP). The lower the
 
ratio, the mre capital intensive the economy tends to be. Negative
 
valuen reflect (all in employment. 

Source: OIT/P)F.AC 1.! lt}*ncji .. y P'erjprttvaa.,del Emploo an 
1960 and 1910, and IND..A, Kactorea quo Atectan Ia 
Hisno to Obr* on I14namA, December 1979, pp. 59-65. 

Panam__, 
Demanda 

for 
par 

)
 



15c
 

TABLE 7
 

'LABOR FORCE TRENDS FOR THE METROPOLITAN REGION
 
1974-197Q
 

1974 1975 1976 1977 1978 1978 1979 1979 
(Adjusted) (AdJuste 

Population 15 
years and over 455,800 478,630 501,060 534,260 552,000 552,000 574,317 574,317 

Economically
Active Pop. 
Participation

Rate 

280,300 

61.52 

284,100 

59.4% 

279,760 

55.82 

289,680 

54.2Z 

314,020 

56.9% 

331,200 

60.1 

342,522 

59.62 

344,590 

60.OZ 

Non-economically
Active Pop. 175,500 
Percentae 

194,530 221,300 244,580 237,980 220,800 231,795 229,727 

of Pop. 38.5% 40.62 44.2Z 45.82 43.12 40.02 40.42 40.02 

Employed 
Unemployed 

260,400 
19,900 

259,030 
25,070 

254,920 
24,840 

256,000 
33,680 

281,240 
32,780 

264,240 
66,960 

301,835 
40,687 

284,835 
59,755 

Unemployment
Rate 7.1% 8.82 8.9% 11.6% 10.4% 20.2% 11.92 17.32 

Source: 	 1974-1979, Controller General, Bureau of Statitics and Cennwu.
1978-1979 Adjusted - Hitinion eatimatrt-, bnaud on 0.60EAP rate and reduction ofofficial GOP employment figure by 1.,000 for 1978 and 1979 to account 
for those
 
being employed under the Plan do Urgencia.
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metropolitan region than elsewieLe. According to the latest official

available data shown in Table 8,. the metropolitan region's 1978 10%
unemployment rate was at least twice as great as any other reglon's.5
However, since unemployment statistics are understated by at least the

17,000 Plan de Urgencia employees in the Metropolitan Area, a closer
 
estimation of metropolitan unemployment in 1978 should include these
17,000. Adding this sum to the official 32,780 unemployment figure inTable

7 raises the official unemployment i.ite to 16% for the Metropolitan Area,

triple that found inany other region. Tn absolute terms the Metropolitan

Area's dominance over other regions iseven more striking. From the

official figures of Table 8, the Metropolitan Area contains 75% of the

country's unemployed. If the 17,000 from the Plan de Ur encia are added,
the 	percentage rises to 82%. And, the somewhatq1ueionae, preliminary
official 1979 data indicate that the percentage isabout 80%. The
difference in unemployment rates and levels is so striking, and the absolute

levels in the regions outside the metropolitan area so small, that one could
almost conclude that all unemployment is found in the metropolitan area. 
we will discuss in a later section, such a conclusion may not be far from

As 

the truth since most of the other regions are agricultural in nature and in

agricultural areas underemployment tends to be the norm, and the problem to
 
be confronted rather than unemployment.
 

IV. 	 ANALYSES 

A. 	 The Relationship Between Unemployment and Poverty and
 
the Geographic Distribution of Poor Families.
 

The unemployment data presented in the previous sections indicate

quite unmistakably that nationwide unemploymeit is currently quite high and

that it isa major Metropolitan Area phenomenon. However, still to be
discussed is the relationship between unemployment and poverty, and 
 theconclusion that hiqh unemployment indeed is a significant problem. This
section show!; that though there may not 
be total equivalency betweenunemploytrent and poverty in the Panamanian case, it is close enough
warrant the u.5e of the unemployment 

to 
figures as an indicator of the magnitude


of the urln poverty problem and, implicitly, the potential for social
 
inrest.
 

Y We LitT the official regiona] data without any adjuntn'nts except for the7,000 kxma:.e, while the application of the .6 EAP woul'd raiso the abnolutelevel of ijnmj loyn-t in all regions, the relativ value.-; woxjld not change,
and becaus!e our arqUJWnt can hx made without resorting to the other 
adjustment. 
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Table 8 

Unemployment by Geographic Location, 1978
 

Total Population Economically

15 Years Old Active 
 Employed Unemployed Unemployment

and Above Population 
 Rate (M)


S M ---------------

Metropolitan region 552,000 314,020 281,240 32,7,80 10.4 

Eastern region 27,200 15,350 14o860 490 3.2 

Central region 242,490 131,390 124,730 6,660 5.1 

Western region 152,020 82,280 78,410 3,870 4.7 

Total: 973,730 543 040 499,240 43,800 8.1 

Source: 
 "Dlrecci6n de Estadfstica y Censo, Contralorfa General de la RepOblica"

(preliminary data).
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etfore we can arrive at the above conclusions, we need to considerthe geographic distribution of poverty and we need to interpret the findingthat 53.5 of the unemployed are inthe two'young age groups# 15-19 and20-24# and that undereMloyment rather than uneploymat is the basicProblem in rural, agricultural areas. 

leThe teographic Distribution of Poor Families 

Wing 1975 data, Droehi developed an urbar/rural familypoverty distribution for Panama which indicates that 601 of all poorfamilies (defined as living below a seified subsistence level)In the rural areas. are foundAs Table 9 indicates, of the remaining 40% which areurban, 31% live in the metropolitan area while the remaining 9%are scatterd.mong the smaller urban areas. Even though there are more poor families inthe rural areas than In the urban, the 20% difference Is surprisingly smll,and given the potentially greater volitility of the urban groups, the numberof families In the 40% urban,figure is more than lrge enough to requirecareful consideration by the authorities. ,Withcourse, increasingurbanization,this difference of geographic spread should di he r ofeoaiple,If we mke the reasonable asunption that thebetween sae current. relationshipurban poverty (40%) md urbanization (57%) will exist in the year2,000, we would concludethat as the country becoms more urban (72% thePercent of poor families living below the poverty linetroehl, as established bywill rise to nearly 50% the urban areas.
aam becomes more urbanized, 
in In other words, as
the urban and rural areas will tendcontain about the same tonumber Iof poor familieseIs an Fr a country program thatfinding., eportant 

The relationship between urban 'unwloyn"ntand pove ty imore difficult to determine because available data my not be stricl
coqvrable. Nevertheless, 
 in Table 9, .roehlestimates that In 1975 therewere 127,924 poor families In the country, with 40,068 found intheMetropolitan Area. On the other hand, Table 8 indicatescountryls total 60,800.unenployed that of theIn 1978 (adjusted for the 17,000 from theIla d.renca 49,280 foundin the Metropolitan Area.earlier d iti ously include 
were 

hols unerplo 
Broahl's 

sywell as undereloyed whoare not receiving a: subsistnce living. surely is abetween 2 ,ie 6great similarity40468 poor urban families In1975 and 49,280 urban1978 becuse It is highly likely that real Inc=n un plOyd infell betweeni 1975 AnM 1978and hence that the number In the subsistance category rose. Although therelationship between uneMployment and poverty for the metropolitanbe strong, area mayin the rural sector unemploment is estimated at approximately28,000 while poverty (unsiploynt,plus underemployment) is estimated atabout 8800oo families--not: a very tight relationship. One is left toconclude that in the metropolitan area severe underupo'yment leadinig toIncmes below a speacific subuistance lievel is not as prevalent as In therural areas and that, therefore* the absolute unaffployment figures are 
.V BRoehL, Allan. workforce Developnwnt Projects Panam 525-0214. Poportpirepiared foe U8AXC/Panmp 13- Novembr-I Douitgcr 1978. 
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TABLE 9
 

URBAN/RURAL DISTRIBUTION OF POVERTY
 

1975
 

Percent of 
Poverty Number Families in Percent 

Geographic Line 1/ of Poor Geographic of Poor 
Location (DollarsT Fmilien Location Families 

Urban
 
Panama/Colon 175 40,068 29.8 
 31.3
 

Other urban
 

areas 125 10,240 32.5 8.8
 

Rural areas 75 77,616 54.6 60.7
 

TOTAL 127,924 41.5 100.0
 

Broshl, Allan. Workforce Development Project: Panama 525-0214. Report
 
USAID/Panawn. 13 November - I December 1978. 

1/ Monthly family incomv. 
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rouh proxies for poverty only in the ttropolitan Area, The percentageurban unployment figures themselves, however, may tend to unduly overstaLethe severity of the Metropolitan Area poverty problem. For examle, theabsolute 49,28O unemloyment figure for the Metropolitan Area represents 82%of total uneployed whereas the 40,068 poor famil.Ae in the same area 
represent, as we have seen, only 31% of all poor families. Nevertheless,
ourlconclusion is that though the percentage of the total una o=kt 	found
in the Metropolitan Area (82%) may tend to exaggerate the poverty praiklem inthe area, it does represent a sizeable percentage of the total poorfamilies, 31%, as well as an abslutely large-numwer, 40,680, to justify the use of 	the un.ployment percentages as an indicator of the severity of 
poverty in the Metropolitan Area of Panama. 

d2. umaot of Age of Unemoloyed on Riortarce. of Unemployment Rate 
* itpically, many of the uneaployed inthe 15-24 age groy are

fis-m job seekers and are secondary wage earners ( ee not raw ofhousehold) 21 Bewlse of the n there exist th tptation todiscunt a great, percentage of this group from the ranks of the open%eplayedonthe grounds that thespeleaeotrlyporadc
dependqn saaone ele In the family for support if work is not found.

* 	 However, such a conclusion Is premature, because these unemployed secondaryworkers still reprsent a significant social problem. 

First, 	unemployment in this age group is not limited to upperAnd middle income-groups who can readily sustain secondary irnmcontributors durlng periods of unemloymet,. Second, even for those who are 
not hard pressed, financially prolonged Unemployment .foments frustration andcontributes to scil and political probl not to mention the opportunity, 
costs reprmnted by the unuse, often well-educated u. 

Perhaps the key finding of the lowincome neighborhood studyin ranama City and Clon# and one which most differentiates target group
mners from tre olitan population as a whole, in the high l11 ofme 
unempment a Lonidividuals of working age.j/ .nmlyet aht 24% forths"Pe as a whle, rises to 39% for indivaiuals from fQilies with perCIelnems of 0/500 or less. ftr wn and -young people In thesent rhoods# unlayment rates were 45% and 651, r.pectively. Thoe
$a its mna nt rates follow the general Metropolitan Area pattern forwee an g people. overal uremloyumet rates however,;are more thanthree tiens higher for the lowest inomgros in these neighborhoods thanfor the mot recent estimates for he metropolitan area of Panama, 

for unemployed secndry wage earners in fmilies who are notbeloo the "pverty line", unemployment represent a different, although by
no means negligible, problem. rustrations mount as skill, acquired often 

'j/ in uramareas seoda Weg" earners are more apt to be unemployedrather than underel because they can depd on others for support. incontrast, poor urban head of households tend to be underemployed because 
they cann~ot afford to be totally unemployed.* 5,V ernbsumo Harola, op. alt. 

http:famil.Ae
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through heavy family and personal sacrifices, go unused. Significant
investments made both by the individual and the Government incostly

education and training programs are rendered unproductive and even

maydeteriorate through non-utilization. The economic costs to the society
are very high while indlv'dual frusrations contribute to-potential
political and social disruptions.
 

3. act of Underenloent 

As discussed earlier and vividly illustrated by Broehl's workin Table 8 and Table 9 , undereployment is more of a problem than
 
neploeynnt in rural areas.
 

Unereaployent may be defined In a number of ways, including
(1)difference between actual days worked and an appropriate

*full-euployent" norm, and as (2) a measure based on the number of persons
In the FAP whose incomes are insufficient to meet minimum basis-needs
standards for themselves and their families. fte latter mixes enploymant
and Income factors and as a result can be criticized for not being a precise
definition of urnpaloymente Notwithstanding the shortcomig however, it Is an,Uportant definition because It recognizes that many persons who are
fully euplayed in a labor-tim. sense have incomes below 'poverty linesetrmined by minimum basic-needs standards. Tiis 1s true in both rural andurban areas, and is especially true at this til in the rural areas where
601 of poor families are located. 

Although underemployment is mch wre camon inrural than
urban areas, lt should not be interpreted toAman that urban undereplyment
Is Insignificant. To the contrary, although its character is decidedly
different than rural underemployment, urban undereuploymert Is a serious
urban problem too. Utilizing the findings of the low-incom study inPanama
City and Colon, som uuployment characteristics of these low Income urbanfamilies can be'determined.t/ Of most inportance is the lag number ofinca-e eners in wage and salary employent. one of the key findings ofthis study, and one which has strong loplicailons for eoployment strategies
of AID and the OW directed toward low-income individuals living In urban 
areas, Is that the majority of those interviewed (70%) fall under the 
category of the "modern" or "wege and salary eqtorP X is finding is
further substantiated by Brcoehl in his work on an aiployment prof ls of
lowincom workers in the metropolitan areas of Panama using 1975 dta.IVOver 50 of those workers identified as lowincome were wage and salary
workers. be income lels are significantly lower for those working Inml firm (with five or less euplye) and for the self-e.ployed. Aseupetod, the highesteslcyeunt !concentration of low-Income urban workersthe : Pe-L and srce sectors. ,While a great deaL more Informationis required to better understand the siployment probles of urban low-Income 

~1IM 26o
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fmilies, it'is significant that they represent such a large proportion ofthe total number of poor families and that most of them depend oi
organized wage and salary employment. 

B. 7he Uneployment Outlook for the 1980s and 1990s. 

1. lhecauses of the current problem 

7here are three major causes of the high uneploymentproblem ourrently affecting Panama which threaten to make ita permanent,
ever increasing condition for the next 15-20 years. ie first, mostobvious and dramtic cause, as discussed above, has been the recession of1975-77, whichlollowed the worldwide economic dislocation resulting fru,e harp oil price increases of 1974. Not until 1979 did the econonw recoup the 26,000 jobs lost in1975 as a result of the recession, and thenonly barely exceeded the eaployment level it had obtained five yearsearlier. 7he two other causes continue to be more subtlet an increase in

the nwrder of people in the 15-64 working age group and an economicstructure unable to absorb these larger numbers of people, perhaps untilthe 1990s. 

2. TheFutureGeoraphic Ditribution.of the V"eloyed 

From Table 8 we earlier established that the mtropolitanArea contains at least 75%of the urmployed. And, from the Population
Trends chart at the beginning of the paper w estimated thatthere will be an unmistakable trend to Increased conentration of the population within
the urban metropolitan area--from 5ot In1980 to 60t in2000. 

If the 501/751 relaionship, which curfently exists betweenthe Permeges, of total population and unhploed in the Metropolitan
Ars# contin to exist when the Metropolitan Area houses 60%of thepopulation In the year 2.000f then by that year over 90t of the nation's
unemployed will be in the metropolitan area. 

we, already have estimated ftht approximately 501 of all poorfamilies will live In the Metopolitan Area by the year 2000. If we addto this the increasing cooenMration of the une 
social tension can only Iecm examecbated 

from 60t to 90o 

3, The manitude of the Erob~le 

"le change In the ability of the ecoomy to employ thoseseeking work is illustrated in Table 10. The prwentation this Table
.of the sply and demand for labor isbased on average figures and, thum,suffers the sins of averages. However, It does Provide a sinpl, 
grphic picture of the relationship between people coming Into the obmaktand the economy's ability to absorb them during the 1960-2000period. 7he asswption underlying Its results are discussed in thefollowing paragraphs, 

http:Ditribution.of
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If we take the official projected population figures for the
15-64 age group during the 1968-2000 period, make a reasonable asuawption
about the number of people actively seeking worki and assue that 90% of
these will be employed, we can establish the number of jobs the economy
must provide if a 1o uneoployment A rate is to be met.1 Tis
information is found in columns 2, 3"and 4 of Table 10. - we then use
historical trend data to estimate the number of jobs the economy
produce under a specific GDP growth rate, we can see the Iipact of 

will
the 

ihcreasing size of the 15-64 age group upon the current and future
iunrloyment situation. Studies by the Panamanian economic researcher,
Guillermo Chapman, and the Mission of the 1964-79 period indicate that forevery one-percent change in GDP,-en.loymnt ros by approxnately 0.46% 
for the 1960-75 period and should rise by 0.42%for the 1975-2000period44/ If we assme that the Ieconmy grows at 7%annually (a levelahievegmny thmes up to 1975), employment would rise annually by 3.224
(70 x .46) during 1960-75 and 2.94 (7%x .42) thereafter. in addition tothe 7%, 0.46% and 0.420 assurptions, we have assumed that 60%of those in
the 15-64 group will actively seek work (th. norm prior to 1975), which
the Mission and others believe more nearly reflects the actual situation.
Column 5, reveals whether the economy can emfloy at least 90%of the new 
Job entrants. 

As a co uprison of columns 3 and 4 illustrates, from some 
time in the early 1970s to a point in the late 1980s, a Panamnian economy
growing at 6t-80 could not provide enough jobs to keep the unemplment of
the new job seekers at 10%, much less reduce the unurp.lcymnt pool, that
resulted from the mid-1970 recession. Only in'the 1990s does t ecoom 
begin to provide more job opportunities than are sought by the 15-64 age
group, Hence, only in the 1990s will the econom begin to resolve the 
larg unemployment problem inherited in the 1970s, wichp as ,e noted
earlier, was estimated to be slightly over 100,000 at the end of 1979,
t strong implication of those results is that if the economy does not

reach a 7t or higher growth rate, unemployment will likely grow more 
rapidly. 

W Wfl higher than the 5-7% range of the 190s and the 5%target un
urpllent rate in the draft 1981-85 National Development Plan, the 10% 
trt Is illustrative of how the econoW must perform to reach even an in
emAdiate lese. Were the 5%target used, the demands upon the econo 

to generate jobs would be proportionally greater. 

* ~ 1 ortrmeta cnm=Wudoes not need to create new jobs forall the 90%. oweer, since retirements make up such a small percentage
of total existing jobs# we have rignored this #henminon because its
inclusion would not affect substantially our argument,

M/ Chajwant op, cits
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TABLE 10 

lANGING ABILITY OF THE ECONOMY TO ABSORB ITS LABOR POOL
 

Average yearly 
Numher in Group
 

Average Yearly Average needed to be em-

Increase in Yearly change ployed to achieve Average number
 

15-64 age group., in EAP 10% unemployment of jobs created 2/
 
Period over the period- (Col. 1 x .6) (Col. 2 x .9) yearly by economy

1960-1965 18,125 10,875 9,788 10,400
 
1965-1970 23,323 13,993 12,594 12,000
 
1970-1975 26,961 16,176 14,558 14,200
 
1975-1980 30,533 18,320 16,488 15,000
 
1980-1985 34,303 20,582 18,524 17,400
 
1985-1990 36,877 22,126 19,913 20,200
 
1990-1995 36,888 22,133 19,920 23,200
 
1995-2000 35,755 21,453 19,308 27,000
 

1/ The 15-64 age group wan titied in place of the more unul 15-and-above group becaua 
data col Icc tion wan e.. ier ,ind I)ccaun, the rents Itt. woul (Inot he ti gni ficant ly 
different (had t he laincr ag.egrouping liveen un e.l * the . diipar ity between Lhotoe 
necking jobt, and joh .v isilability would hay ,t grenter).hen. ,omehat 

2/ )arived hy mult tplyiny, rie 190 oftfiial employli'ut f(igtl' if 100,000 by th, 

roantIt obt ined I room mtl t , the empI yrwnllt /out litit co Iflc I.'ll byIly)t g th Is,4- umed 

It yearly grcowth attr L compounded for Itvt-year period. Thr 1w.tIn4114"ud(ilP1, the 

order .ivo 

th yerrly averape. An rmp ioymintt/ot pet .'oe lilent of 0.46 It ugod fto the 
1960-75 periotd uhite 0.14 in t aed for the remnvtinlni yenrn in ordor t.o re l ct thir 

vCO0OIy'# iutcre-tnlAn itl+ltitetlttlletoiin tier early 1910n. VEx4pl1 : 

employmeit over that pr.riod it thent obtintn d otld dividchd toy tits to 

(0.46 x /Z - ,.'?Z ) (3.0'1. }')x 100.000} - IJ .' 000. The rnplo ymilt! ittcd.1he 

rei ulti"Kit -c 0 , 1'J tinsreiniiont- wid thr wfif cial '100(O00 .,mployawlit '.gore(3 46 Al 
for 1960, thut, 14 *,t0()0. Divietli n hy ", gi vr, he i0, 400 ave rnge asntitnl i gurvo 
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analyses on 
In his study, Chapman carries out a wertee of sensitivitythe economic growth and labor-intensive variables to determinetheir impact. Using alternative assumptions about the GDP growth rate,the eiiploymnent/output coefficient,4I/and the ParticJpation rate of theMP, he provides 18 alternative unWpioyment rate figures, ranging from3.3% to 25.1%in 1985 and from -6.3 to 29,5%in1990.1_.6/ The results aresummarized in iable 11. weIf assume a 6V GDP growth rate nationwide, andemployment/output coefficient of 0.50 (slightly higher than that actuallyachieved during 1960074), and participation rate of 60% (probably close tothe figure), the unemrployment rate nationwide would still be 1T.61 in 1985and 18 in 1990. Expressed as numbers of uneployed, the rates translateinto 138,000 and 153,000 individuals. 

The World Bank makes some less pessimistic projections forthe etropolitan Area. R/ When adjusted for an obvious understatement inOW mtropolitan unemplyment level in 1980, the MD projection for 1990WOuld approch 10. The basic differences between the two sets ofProjeutlons'liewlih the TIB~os assumption of a 71 GTP growth rate and ane nrMenWoutput coefficient of 0.6 as contrasted with Cha0p a's 6%and0.5 figures. 

Although the mm1 uneRA1cment figures may be lowbecause of the Optimistic GDP growth rate and ueployMnnt/output figures,and although Chapmanis, figures may be somewhat high because of a possibleunderestimation of base-year employment, they both, nevertheless,highlight the inportance to Panrma of a more labor-intensive developentstrategy (i.e.,I an enplcymentV0tput coeff icient Of close
a GDP growth rate higher than 6' . Wd, concomitntlyr, 
to 0.60) and/or


since a higher GOPgrowth rate is'likely to be more difficult to achieve than priornow to1974# the ftgures highlight the ioportance of developing ffectiveinvestmeWe/n1o4nYMnt policies and programs by the Gop a soon as possible. 

The above conclusions take on an even more sombre note when

We consider how much new investment would be needed over just the next 10
 
and Job creation in the decade of the 1970s is maintained. Between 1970and 1979 total investment (private and public) in Panama's econon was 

77 the relationship between the rate Of growth Of elomnt and
M rate of growth of output (OP

J6 I oe negative figure Indicates 

)o 
that labor demand would exceed laborsuppy. Onily six cases are shown in T&bleI11.L7/ International Bank for Reconstruction and Developent (131W).RXInama's Developmnt In the 1960's: A ial Beo oIo Report. 2 vols. 

a~nngt~tRqvr NO i9UC-P~s 0 Co20 Jly 979 
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TABLE 11
 

IMPACT OF ECONOMIC GROWTH AND
 
ECONOMIC STRUCTURE ON UNEMPLOYMENT
 

1979-1990
 

GDP EMPLOME.NT/ ANNUAL JOBS UNF4PLOYMENT ANNUAL JOBS UNEMPLOYMENT 
/GROWTH OUTPUT! CREATED RATE 2/ CREATED RATE 

RATE COEFFICIENT 1979-1985 1985- 1979-1990 1990
 

1 4% 0.40 8.3 25.1% 8.7 29.5% 
2 4% 0.60 12.8 21.52 13.6 23.1% 
3 6% 0.50 16.3 18.6% 17.6 18.0% 

4 6% 0.60 19.8 15.8% 21.8 12.6% 
5 8% 0.50 22.3 13.8% 24.7 8.8% 
6 8% 0.60 27.3 9.7% 30.9 0.8% 

1/The caefficient is rate of growth of employment over rate of growth of GDP. 
2/ An EAP of 0.6 is asznumed. 
Source: 	 Factoret_Que Afectan La Demanda Por Mano de Obra en Panama by
 

Guillermo 0. Chapman, Jr., prepared for the Ministry of Planning
 
and USAID/Panama, Panama City, December 1979. In all of the cases
 
above, a 60% labor participation rate is assumed.
 

http:EMPLOME.NT


23
 

rppoxmately .3.0. billion. With the economy producing 92,727 jobs duringthis same period, the average cost per job created was $31,750. FromTable 10 w estimate that for the 1980-1989 period it would be, necessary
to create approximately 234,000 new jobs if we are to keep theunuployment rate at 10. IV/ At $31,750 per job# the total investmentneeded during the decade would be $7 billion or $700 million per year. 

V. CO13Am~ TO MOIRE RAPID EONM'1C GRWM -AN 70 ARFUC1IOtI OF UNMM-
DW0, AM, UNMUP4W 

A. Government Economic Policy Constraints. 

Not unlike many IUX and even developed countries, Panama hasattapted to regulate or fine tune its econem via administrative actions
for the purpose of attaining a higher level of social and economic
well-being. As a consquence, a complex and often contradictory array ofGovermnt policies and regulations involving pricelcontrols labor
legislation, investment, hiport and export incentives, and the tax systemhave arisen which have had a self-neutralizing, and someties negativeimpact on a wide range of productive activitiesin the Panamnian econoW. 

In general, studies indicate sall and mdlium firms seem to beaffected more by Government policies than larger firm that have greater
aCCes to information are aware of alternative courses of action and havethe financial and iecfmical resources,: nesar -to satisfy therequirements of the bureaucracy. Poorly adminltered price controls havecontribute to production and investment decline in industrial and 
comercia activities as well as agriculture. Panaum's present laborlegislation is seen especially by private entrepreneurs, as an obstacle toinvestment, particularly :abor intensive activities. Prsent legislation
raiens the cost of labor and loirs laor productivity by increasing
social welfare outlays, and by Inposing unduly. inflexible and costlysoployse termination procedures, on soploy'ers without promotin increasedworker output. Many observers argue that,Government import tariffs and* quota policies encourage the i portation of various smi-fnished and
finished products thereby discriminating against relatively laborintensive Panamanian firm that can produce the product using local 
resources. 

S . "7'E-the1980-85 and 1985-90 periods found in Tablo 108 (34,303 x 5 +23,877x 5)x 0.6 x 0.9 w 192,186 people needing jobs during the 10 yearperiod if 90% of them are to be emplayed, Since uneoployment wasestimated at 15.4% in 1979, or 32#000 people over a 10% uneoploymentlevel, it will be necessary to find jobs for these 32,000 from the 1970decade if the uneoploymt rate for the 1990s is to be 101s ft~s, totaljobs needed are 22416. 
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Although the government has developed several investment
incentive programs, th seem to benefit more the larger firm which
Uerstand and are capable of colying with numerous bureaucraticrequirements and paper work. Many smll firm that would otherwiserlify, andL benefit from many of the program do not do so becuse of
Ifficutie8 and :costs Involved in preparing the voluino s and complexdoC~ments required by the authorities' other analysts-have also 

quetioned the value of the GOP's investment _incentives such as corporate
5meand 'oprty tax writeoffs and reduced IMport and export tariffs,7hy note lttl,e evidence to tie such GOP Investmnot Ircentives with pastinvestment increases. 

One of the principal hindrances to industrial and mawurcialexpansion, in the view of many observers, is labor policy. his was theSecond most important constraint cited in a survey of 101 small and mediumnsie Industrial establishments conducted by the ministry o? Cmnroe andIndustries in 1974. L9/t22 Specific policies hinderirg industrJi andc10mrcial expansion-wanulong-taf,emtoymnt growth as wal-- includeinflexible worker-dimissal restrictlons, higher unit wage coots for secn and third shifts, and fiscal Policies which, in tffet, constitute
taxes on the use of labor, 

Price controls affect a wide range of transactions in the
Pana nan 90oa. fi
Agricultural price restrictions ten to scourageproduction increases. 1frbusiness firm, controlled input prices
Contribute to Materials shortages (see the previous footnote) while
controls, on sale prices affect profitability adversely. Duss

operators cmaIn that price increse are appoved only after long delaysand are barely sufficient to keep them in business. It Is not clear howImportant an obstacle those controls constitute, since firm can oftenevade them and can exaggerate their imortanoe but evasion takes time andmoney and has negative effects on productivity. 

Export promotion in general-of all types of goods andservices-oneeds to have a clearer orientation. more attention needs to be
given to such facets of export promotion a credit, Insurance,,market
identificiation and penetration, and a stremlininog of the traites facedby actual and potential eqorters. Active priv4t sector Ftion isessential to the suces of an export developtent progri. 

SRaw material costs were the most frequently listed constraints, and
with raw mterials supplies rankod thirds =~querso Julio A,, project supervisor, at al. "lnvestlihnM sabre15neoesslas do asistencia tdcnios para la pequefl Industria do panaii,*Pani W~nisterio do Coaroio do Industries, January 1975. 
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Panama's industrial wage structure, relatively high because ofthe influence of the canal, constitutes an obstacle that should beexamined independently of labor policy. Of particular concern for the
1980s is a provision.of the canal treaties requiring that former CanalSON iniplyees transferred to Panamanian entities retain their wage andsalary levels. This could exercise a strong upward pull on the entire 
wage and salary structure unless corrective measures are taken. Ahigh-cost labnr force mans that 	Panama will have to str s the production
of high-value goods and services (including agricultural products) and payparticular attention to inprovments in mnagerial and a ainistrative

efficiency. While the labor force, is sometimes characterized as being
woll-educated, there are indications that the skills being taught do not
match Panama's current needs. 

B. 	 Logs of Private Sector Confidence as a 1ult of Direct Govern
mnt Involvemnts; in the E.on..y 

The Revolutionary Goverment's rise to power after 1968 sharplyreversed previous governments' traditional non-involvement in the 
esonou, In what must have sewed like a sudden swift bolt of 1"ghteningto many private businessmen, the new gove rrmnt urdertook a grear~ly


exaded publIo investment program. AndP In 1972M74 It entered into
diet productive activities. Activities whien have not all been
successful and which have been in direct cOqgetition with the privatesecto (e.g,1 sugar, bananas, cament)., While it is Impossible to ascribe
the t endous fall in private investmnt during the late 1970s to the
lao Ad consuar policie, and general government involvemnt, it is
=rtain that these policies did inpede recovery. And although privateLnvesment has reattained its 1974 levels there is still a great deal of

dissatifaction with pricing and labor policies, anda residue of suspicin

and wariness amng soe businessmen that the govenment my once again

enter Into, their territory. A year and a half ago the Mision would not
have qualified the above phas with "among som businesmen"~ it wouldhave read "iLn the business commluni ty" inplying that amt if not allI
businessmen rheld the negative viewpoint. However, as the Mission has cm
to understand the situation and to know sam of the businesmen, It is
clear that many of them can live comfortably with the current
regulations-or avoid them altogether, 

C. 	Impat of External Factors 

GOP 	 economic policies are not the only disincentive to Pansunian
firms It financial difficulties confeont ng many firms have been tied

W am'rpdychanging omncirusae 	 vrdopast twentyyears. During the period of strong economic growth In the 196s# forexple many firm able to survive and operate at a profit even&&ough they paid little attention to their manget Practicel. Rbentonditions of stagtlation (rising oodts and dcining sales) plusgovernment prime controls and labor legislation have forced maowenterprises unable to adjust to these deands out of business, Other 

http:provision.of


firm have been forced to reduce their production levels drastically andare producing well below capacity.irprovements In spite of recent economicmany small and medium size firms have been unable to secureworking capital to take advantage of their excess productive capacity inresponse to growing demand.
capital The larger firms with relatively feweraccess problems have beenable to exploit the situation much moreeffectively. This is partially evident in the data presented in Table 12which shows a trend in the mid and Late 1970s towards larger firms. 

For snall and medium size firms, in general,gaining access to credit and the difficulty intechnical and managerial assistance has
limited their ability to maintain current production levels, let alone
increase production. Recnt studies confirm thatfirms find it mall and medium sizeextremely difficult to secure their credit needs,particularly working capital, through the private banking sector orGovernnt institutions.2 The private banks view wall and medium sizefirm as credit risks. Hey have
profits margins 

inadequate credit guarantees, theirare too narrowadministrative to survive economic downturns and thecosts to the banks of handling small lans is too high.While government credit program can beIstructured toU'de-i erainherent risk of working with themall and medium size firm, thebureaucratic inefficiencies inherent in sch program ma them virtuallyinaccessible to the client group. 0 aete ita2i 
Based on a survey conducted by the ministry of Comerce andIndustry In 1974 who findings were corroborated a number of recentstudies commissioned by AID, it is iRtportant that many mall andmedium -sihe f irm lack the. tec'..nical, and management assistance necessaryto expand production, improve productivity and expand their labor force.The business surveys identified technical t..ALitance needs in areasproduction, marketing and mnagemen/aministratLon. of 

saupling of m.!.h needs A representativev,ces virtually the entire sectrum of managementcorcrns and Includes such considerations as maintenance, quality andproduction control, production technologies, materials handlingProcedurest credit and debt collection, product pranotion, marketingalternatives, product design and p1:ackaging,nag.ntlabor relations, worker incentive systew,.. cost control, budgeting and acounting, 

LWop. Olt" 

H/tosquera, ap. cite I Chapmn op. cit. 
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Table 12 

INDUSTRIAL-MANUFACTURING WHOLESALE RETAIL AND SERVICES
 
DISTRICTS OF PANAMA AND COLON
 

1974 and 1979
 

(Percentages)
 

COMMERCE 
IND/MANUF. WHOLESALE RETAIL SERVICES


Firms: 
 1974 1979 197T 1979 19-/T979, 1974 19799 
Small 1/ (1-19) 29 25 47 47 66 59 62 55
Medium Y (20-49) 24 25 30 25 22 21 21 23
Large / (50-more) 
 41 50 23 28 12 20 67 22
Small and medium (1-49) 53 
 50 77 72 88 80 83 88
 

Employees By Firm:
 
Small (1-19) 2
2 5 5 7 7
6 5

Medium (20-49) 4 5 14 
 12. 8 7
8 7
Large (50-more) 94 93 
 81 83 86 88
85 96

Small and medium 6 19 15
7 17 14 14 12
 

Sales by Firm:
 
Small (1-19) 2 1 10 11 6 6 8 5
Medium (20-49) 4 185 31 11 8 7
Large (50-more) 
 94 94 72 59 83 86 85 90

Small and medium (1-49) 6 6 28 42 17 14 15 10
 

1/ Small firms hlv l-'9 employees

/ Medium firms have '0-49 eml oyees


Large firms have 50 or nore employees
 

Source: "Sitie.icmn ' 1, I'.,u, rympre.p en Panamso
 
I!Ul.SA. f itl . d O', tO it' 1 O.
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VI. GOP RESPONSE TO MHINVES /TLYM PRBUN 
As Panama's post-1973 economic crisis continued into the late 1970sand uneirpl ;.jaent and underemployment continued to rise solving theaPloyment Problem became one of the government's principal concerns,. TheGOP's most direct response to the problem was the initiation in Noveuer1977 of the Emergency Erployment Program (EEP), under which 25,000 publicsector jobs were created at a salary of $100 per month. Over 17,000previously unenployed persons were reported to be working under the E inFebruary 1980 when it was terminated. However beneficial the E may havebeen from a short-run perspective, its long-run consequenes were less

favorable. First it i a consierable strain onpublic finances, 
. op was struggling to bring under control* sodmuch of thewhich the
employment created was in marginally productive activities, with littlethought given to providing people wyth lasting inprovewt in theirio generating capacity. ost programs were of a "makenwork" naturewith little eophasis on training, employment related discipline, or
maximizing productivity 

For the most part the GIN has appoached employmnt generation in apiecemeal way. It has fiscal inceM esimilar to thoe in muow
countries that are intended to promote investmnt. These incetives,

which date from the industrial Incentive Act of 1971 allow for 
taxholidays, duty free inports of machinery, raw materials and smli-finished
products under certain conditions, and protection from foreignconptition. TL0islation to encourage foreign investment in lightass ly indus tris in Panama provides for duty free import of raw

materialse, s'emi-finished caponents and assemb~ly equipment and machinery;
In addition, the assembled finished products -air* eefpte from incmtaxes, capital gains taxes on exports. Between 1975 and 1979 over 15,000new Jobs were created using incentiver under the Irdustrial Incentive raw 
at an average cost of approximately $10;000 per job. The World Bankhowever, has concluded that these incentives have been ineffective increating esployment, that virtually all these Jos would have been created 
without them. 

The GOP has also tried to stimulate private sector invesmsnt through
various public channels, The Ministry of Coemrce and Industry (MICI)promotes with om succes business diveloprent in the Central and Westernregions through direct lendingr (Partially finanAed with an AID loan).

NA, thntional invetmen corporation, finances Industries,
including agroindustries, with both AID and World Dank funds. TheNatlonal Bank of Panama (BNP) has received its fourth Inter-Amorican
Osvelopsnt Dank Industrial Deelqmnt Loan, however, for the most partthese funds are directed at sub-loans in exucss of 8100,000. 

Financing available from the"e Institutions has been primarily
Investment capital for machines, equipuent, buildings and facilities andhave gonerated a relatively few expensive Jobs. Mhil CM a financedlarge tourism, transportation, and national resource exploration 
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activities, the BNP has made most of their loans to large and cme mediumfirms in industry and manufacturing. 4Ci .has made several loans to smallbusinesses but has had inadequate funds to meet demand. 

The GOP has established several state enterprises producing sugar,
coment, citrus products, bananas-# and other agricultural and
agro-industrial products While these enterprises have created a numberof permanent direct and indirect Jobs the cost per job has been high($20,000 - $35f,000). in addition, most, of the state enterprises have lost money contributing to the public sector deficit. The Government subsizedWasentamientos" established under the agrarian reform program have had
little success in raising agricultural productivity and incomes 
org nerating enployment. According to the World Bank, production

techniques on the "asentamiontos". are overly capital intensive as sem
be true also of some state enterprises in agriculture and other economic 

to 
sectors.
 

7be GOP's largest urban development effort to date is the City ofColon revitalization project. The project, co-financed by the World Bankand a group of private banks lead by the Industrial Dank of Japan, Ltd.,expects to create 8,000 new Jobs through an awion of the Colon FreeZone. Housing urban renwal, and infrastructure projects will provide
other jobs, through a more tomporary nature, in the construction

Industry. The Colon Free zone sub-project will Include expansion of theexisting duty free consrcial area and the first phase of an industrialestate that is designed to attract labor intensive manufacturing
Industries. 

Several future projects are now under GOP consideration, includLng alarge mixed (public/private) copper-mining project in the eatern region
of the country, The project Is expected to cost over $2 billion and
create 7,000 new permanent Jobs. Also preliminary discussions have been
hold with Japan and the U.S. on a possible new sea level canal, 7 canalwould cost as much as $15 billion, and while it would create thousands ofjobs during construction, it would require only a few hundred people to.
operate. A largo number of indloct b In related service and supplyactivities would be produced, however. Although these projects promise togenerate new jobs ,the expected Investment per job created is very high. 
in an effort to improve the overall buoiness climate, th oP hasinitiated a dialogue with the business comunity to review the iqct ofvarious goveriuiet policies and program on privateoctor investumnt.Discussions on such sensitive issues as price regulations and laborlegislation are underway. Although actual policy, changes to date havebeen modest, the OP has exercised some wage restraint and has loosenedsome of the many price controls that hinder both industrial andagricultural production. rbo climate of uncertainty and even hostility ingovermon tprivate: soctor relations that existed a few years ago appearsto have changed. Private Investment accounted for all of the 38% Increasein the volume of construction activity in the Panama City area last year# 

A : :::!:.:! i : m O ~ MICt raityr 
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thus reviving the sector with the largest unePloyment rate. Another signof growing private-sector confidence is the 26% increase in domestic banklending in 1979, following four years of virtually no grnoth. 

The GOP is aware that achieving a higher rate of economic growth andemployment generation will require diversifying the econonm, since nosingle sector will be able to Provide a solution to the recent problem ofsluggish growth and higher uneoploment. Discussions with authorities anda review of the working papers for the GOP's 1981-1985 National
Development Plan indicate that generation of eployment will receivehighest priority in the 1980s. 

_.e GOP's economic development strategy calls for stimulating privateInvestment in all sectors, promoting the economic integration of rural andurban areas. developing the country's resources, particularly the canal area and reducing the country's economic vulnerability to external forces 
and events. 

In the agricultural sector the GOP will focus on improvingagricultural productivity, ea ihing a stable domestic food supply,inceasng exports and developin agro-processing Industries. TO achievethest objectives the GOP will review, modify and r presentagricultural policies where nece.ssary, expand .creit and technicalassistance and Insure Its greater accoes to mall farmers, promote the useof productivity-inctreasing technology, and Increase production for exportmarkets. In the non-agricultural sectors the OP will focus onstimulating economic diversification and export promotion. Specificattention will be given to developing canal area resources to theirfullest,potential. ,Programs and poles promoting export are planned.Attention will also be given to the development and use of.productiontechnologies that will use Panama's natural resources and labor force tothe greatest extent possible. 

Most iaportantly, the GOP Intends to expand its dialogue with theprivate sector on policy and program issues. Spelal attention will befocused on designing appr iate programs and policies to meet the credit,technical assistance and produotarket information assistance needs tosmall and medium-asie firm and-other labor intqnsive enterprises. 

VIZ. CON aCN4 
,* Throughout tho paper we have prentod and explained the many acetsand daracterlstics, as well as the magnitude, of the unbnployment rolIn Panama. ItIsa problmthatwill not bwishd awy aprbem ,'"*Wresolution will raquire a more rationalized and consolidated approach bythe GOP and the private sector if Panam is to maintain and hopfully

increase Its standard of living and if it is to avoid social unrest, 
• , i o : 
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A sumary of the general conclusions reached in the paper are listed
below:
 

I. Chanming demographic conditions indicate that the country,which is 
now 57% ur,%kn, will become 70% urbanized by the year 2000.
Currently, 50% of thxe population lives in the metropolitan corridor.
the year 2000 the pvxrcentage will rise to 60%. 
By
 

2. Unelop1oyfnt
metro in the urban areas, e.cpecially in thelitan corridor, is nore :;erious thkanthe urban undert )enlc-yed 

in the*rural areas. And, whenire ackieu to the 14-22% urNbanthe SituMtion haS the un( )loyment rate,VJA t tial to hecxoffv politically and soXiallyoinsettl Jag. 

3. In] es:; the vecoronyalmost 5. inereasi, 
br iins to qrow at close to 8. with anin the labor/output ratio, Panamawith an LuzenIployrnut will find itselfrate in the vicinity of 18-30% by the year 2000.
 

4. One of All)',; prirary target yroup',lnc. ~.,, the poor failie. ,;osinduff iciont to meet
60-40 nplit. 1 cWen 

itvic need,: standard!;, currently ih't; arutdil ad urivrithe wlit 
areas. With increat,.( urbani ;at ion,Will tend to Ix. r-ial'iz& .o that a; many jxxz fxnilie; will befound in urlian ai in rural area:.
 

. j.1 H. qua]lity of
100 the data it; !;ubject to It.1,,;tion Inil
while ..or of the t . .fj l e-t:r inforii,-d €rin,'ctres, t heclear: unf'"pl o rivnr i:; inpl irat ion isa problrm anI may qr(M to be critical iIi; tnw:11;1,ItLot-t 1vol ito-d iia',l ou tlt mwdt. nir- labor intensive. 

6. W; rh t I.,.nurrer of 1<x-r f.mi I i#,!, Incrta:sin(ares'l, to ,1,1)ioxil ti-,. in t he urlb nt l,o,..,.in thf, rural areaslikely to aninci a,,:;III ind with h iqhl,nymentthf .u: b ar.an, the urIxin arean requtrescon!i(d(,ratAion inan;y prclrtr, ntratce,/. 
qt cial 
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In this report we pointed out that labor force statistics in Panarn
 

are seriously deficient. This Is especially evident if one begins to
 

examine trends Inthe ecoomly active populatn (MAP). Looking first 

at the total FAP, two things ate particularly str kIngt (1) the sharp 

decline inthe growth rate of the UAP, from 3.5 a year during 1960-70 to 

1.9%annually during 2970-76, despite an increase In the rate of growth of 

the populaton 5 yoars old and above from 2.9 to 3.1% 1/ and (2)the 

-mill t erratic behavior of annual changes In the MA%hen cmpared with 

macroeconomic trends in the sane years (sm TAlI in part I of this 
report).~ 

Of particular concern is the sharp reported decline in the W of 4.% 

In 1975, fte the GDP grew by only 046t. I/ If one asms that the P 

would have grown by close to 3%under reasonably healty economic 

conditions, the reported decline of 4.8% Inplies a "disaouraged worker 

effect"-ithdrawals from the IUP by those having given up looking for 

aice Zuvekasp LCA), "AStrateW for Addressing Panue's DqAoymnt
roblmw", August 1980, Panam. 

1-reliminay "results from the 1980 census indicate that the populationgrowth rate during the past decide was 2.5 a year, substantially beo
3.1It figure uoed Int erjections made by the Dirawio do Etadis'tica y
Censo. Howevert the recent slowing of the overall poplation growth ratedoos not In Itself call for a revision of the offic reoted statistics
ontheAP sinceallthe ntrant into heRP Jn thopr wichwe'dwth 
are cn rned were born prior to the slowing of theoplatton growh rate.

Inthe pr ios year (1974), the ftrot yer Of Fglsh O growth
L S.)followin the 1960-73 bo, the reportm AP W ,s3.7% highr than in
1973. 
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work because of depressed economic conditions -- in the neighborhood 

of 8%. An effect of this magnitude is improbable, and one's initial 

skepticism is heightened by looking at the data for the following year. 

Panama's GDP in 1976 actually declined ulightly (by 0.3%), yet the ZAP 

is reported to have increared by 2.5%. The reported increase in the 

EAP of 5.4% in 1978 may seem p(cculiar in view of that year'n sluggish 

GDP growth rate of 3.7%, but it can be explained by (1) the initiation 

in late 1977 of the government's Emergency Employment Program (EEP), 

which attracted persona into the IEAP who would not otherwise have 

sought work, and (2) revinion, :%,nde in 1977 in the treatment of certain 

categorie, of persons, vhich transferred them from the nen-EAP to the 

LAP (see b low). 

Other puzzling figureu are the rapid increases in the FAP reported 

for 1967 (4.6%) and 196 (6.4%), which had the effect of raining the 

participation rate fro!,i 57.5% to 61.0%. This may have been caused by 

an abarrntio., in the tr ,atment of certain types of workers, a suspicion 

that is reinforced by the slu~jjiGsh gzowth in the reported E.AI' in 1971 

(1.1%) and 1972 (2.3Z) -- a correction, perhapu? -- dospite continued 
?/

rapid CZD .rcwth in thoti yearn. If no, the actual growth of the FAP 

during thr 1960n would )iave been - If htly len than reported, and that 

for the 19761r, rilightly hi her, thu- narrowItg the Rap betwean the 

towth or. h decades. were however, 

to dotorminilse wheithri tbih, hypohelau of an artificial bloating of the 

YAP durin. 1967-60 hio Any validity. 

reported -Al r r two We unable, 

3/ The 19/1 and 1972 )AP figuro were later revised upward sllhtly, but
 
the total I'^Al
growth fttfm 1970 to 1973 remnined the same. 
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Turning to the disaggregated EAP data, we find a number of year

to-year changes, or changes occurring over short periods of time, that
 

are difficult to explain. 
One of the most important of these is the
 

sharp drop in reported participation rates for persons in the 15-19 age
 

group beginning in the early 1970s, before the onset of the economic
 

crisis. 
 For all persons in this age group, the participation rate
 

declined from 48.3% in 1970 to 38.7% in 1972, falling further to 30.0%
 

by 1976. 
This decline was evident both in the Metropolitan area and in
 

the rest of the country, and it affected men and women to 
roughly the
 

same extent. Part of 
the reason for this decline, as Deutermann (n.d.:
 

16-17) points out, 
was a sharp increase in school enrolment rates for
4/
 
the 15-19 age group, from 26.9% in 1966 to 66.9% in 1976. 
 However, it
 

is not clear how many of those attending school also wished to work and
 

should have been counted in the FUPI (both at the beginning of this period 

and at the end). Finally, we may point out that the possible "bloating"
 

of the total FAP statistics in 1967 and 1968 is apparent in the figures
 

for the 15-19 FAP, which in -sported to have increased by a total of
 

11.5% between 1966 and 1968. 
 If thin reflects data problem, rather than
 

a true increase, the subsequent reported decline in the 15-19 FAP would
 

be exaggerated.
 

The reliability of the labor force data is affectod by a number of
 

methodological problems, including the following:
 

4/ Deutermann's study provides A detailed discussion of labor force

trends between 1966 and 1976. 
 This document should be consulted by all

those who wish to become better acquainted with the data.
 



- From 1963 to 1973 the annual survey was spread out over the 

entire 12 months of the year. In other words, not all households were 

surveyed at the same time. Given the seasonal nature of labor force
 

and employment patterns,(the peak demand for aRricultural labor, for
 

example, issaid to occur around March), and probable inconsistencies
 

from year to year in the tiing of the survey work by geographic area,
 

the data obtained are distorted.
 

- Since 1974, labor force data have been collected during the 

same month for all households in the sample. The survey months have
 

been as follovas
 

1974# March, October
 
19751 March, July, November
 
1976: Marph, August 
1977) March, October 
1970S August 
1979: August 

For 1974-77, when two or three surveys were conducted during the year, 

the data reported in the annual serles are those collected In the last 

survey undertaken in any liven year - i.e. inAugust, Octobekr, or 

November, The (single) surveys for 1978 and 1979 were conducted in 

August. Thus there remains some seasonal noncoparability in the data. 
- There are a number of inconsistencies in the allocation of 

specific groups of workers to the IL or the non-IAe Some of these 

result from changes In the nature of the question regarding active 

search for work by those without Jobs. Through 1971 respondents were 

asked if they had actively sought work during the previous two onths. 

But from 1972 to 1974 the reference period was changed to the previous 

week only, As a results sose persons not actively seeking work during 
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that week were erroneously excluded from the EAP --
for example,
 

thoe 
waiting to learn the results of job applications they had made
 

earlier. 
Beginning in 1975, the reference period was lengthened to
 

three months.
 

- Beginning in March 1977, 
or perhaps earlier, occasional workers
 

(e.g. carpenters who voluntarily chose to work intermittantly) were
 

considered to be both in the EAP and employed, even though they were
 

not working or seeking work during the survey period. 
Previously they
 

had been considered out of the EAP if not actively seeking w.,rk.
 

In addition to these problems, there may be sampling 
 rors,
 

faulty expansions of the samples, and other typen of problce.n., which w-,
 

did not investigate. 
Whatever the nALjre of theiie probl-.-.;, there is
 

widespread agreement among informed obriervern that the offi( at 
FitntfIa

tics exaggeratt the decllne in the EAP and thun exclu(de fr.m the une

ployment figures persons who should be conuidered a" uner-plo:.ed.
 

Several efforts have been made to adjust the labor 
foir" ntntlatics
 

for the 
1970a to provide a more renlintic 
antitratu of unturniw"trlt.
 

Deutermann (n.d.:10-11) ahumes avernge participation ratt. for 1966-72
 

to be the "natural" rates, appIlicable to nubnequet yorn, ii,,aOn this
 

basin obtainn the following adjusted unemployment reLt,.t, (i ., grOgatod 

by geographic location and box, 
for 1917:
 

I/ ThU Harch 1977 date wRA 
providod toy officiala of the Dlrc ,rttn do 
Emtadfat(CA y Ces. The 1976 data. however, alo appear t, itcludesuCh workers aMong the VMplLyad. 

6/ The "natutl" partic ipatton ratos are 
601Z.t taIonwid , . in theKetropolit area, and 
 ,,4 in 
tno rot of the country,
 

http:uner-plo:.ed
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Actual Adjusted
 

RNationwidtn 8.7 
 17.6

Men -71 IT.-I 
Women 13.9 18.4
 

Metropolitar area 11.6 23 3 

Women 13.9 27.1 

Rest of the country ' 10 2
Hon Tr.
Women 10.2 7.2 

The effect of those adjuarnmints is to double the national uneployment
 

rate from 8.72 to 17.62; th# number of unemployed workers rise# from
 
44o800 to 100,500. The affeact of the adjuament Is such greater for
 

men tnan for woman.
 

Adjustments made by tha World Bank (I8ID 
19791 Vol. 1, p. 51), foi
 

the Metropolitan area only, yield a lover uumployment rate for 1977 

(16.O) than Deuormann'o figure (23.3Z), but one that still is signi

ficantly higher tha:a the officially %sportedrate of 11.6Z. The 

assuMption Was made that the pArtiCipptlon rato for the IrW declined 

during 1975-77 at a mlover rate than indicated in the official statistics: 

Year OfcLlAjse fiilAjse 
1975 60.1 61.0 8.7 9,6
1976 58.4 60.5 9.0 
 12.8
 
1977 54*2 59.5 11.6 16.0 

The World Bank has also made projections to the year 2000 of labor 

force developments In the Metropolitan aet", based an "traditional" 

participation ratas and a growth of real value added of 72 a year in the, 

The absolute numbers of unwiployed Increase by a greater percentagethan the unemployment rate because the adjusted WA is greaters 



1980s and 62 a year in the 1990a (IBRD 1979: Vol. I, pp. 55-56). The 

projections (in thousands of persons) are as follow:s 

Annual Orovth . Annual Growth 
19802 Rate, 1980-90 1990 Rae, 10-32000 2000 

ZAP 323.3 3.62 3.4%462.3 651.3
 
Employmnt 284.9 438.1
4.32 3.72 629.3 

Unemployment 38.9  24.2
 
22.0 

Unemployment 
rate 122X 52 - 3%
 

The unemployment rate, according to these projections, would fall 
from 122 In 1980 (an 'optimietically low figure, given the lIED' own 
estimate that the unemploymnat rate In the Metropolitan area In 1979 
vas 162) to 52 In 1990 and 32 In the year 2000. Approximately 722 of 
the employment growth during this period Is expected to be in the
 

tertiary sectors,.
 

Another set of projections, this tim for the entire conomy, was 
made in a recent study prepared for the Ministerlo de PlaniftaLcn y 
Polttica Kon6ica (MIPI) and UlAID/Panma by Chapman (1979469-103). 

These projections are based on the assumption thet the employed popula
tLon In 1979 was 504,100, This unpublished estimatO made by MIME, is 
consistent vith the data for eatiler years obtained in the surveys 

conducted by the Dir@oi. d Ietad.ttiy Censo. Chapman then makes 
three alternative OF growth ra asswmptions (4.02, 6.02. and 602)0
three alternative assumptios, about the sinpboymt-output coffcin 

I, 1ee 1IED (1979. Vol$ It pa 56) for details$ 
1/The roelaoship between the rate of growth of employmet and therate of growth of output (cot)# 



(0.40, 0.50, and 0.60), and two alternative assumptions about the 

participation rate of the ZAP.
 

Ile recults of these projections, sumnarixed in Table A-I, show 

unemployment rates ranging from 3.3X to 25.12 in 1985 and from -6.3Z
 

to 29.5X in 1990. If we asdume a GDP growth rate of 62 and an employ

ment-output coefficient of 0.50# the unemployment rate in 1985 

would be 12.92 with a participation rate of 56X but 18.62 wit 
a 

participation rate of 602o which is probably closer to reality, 

especially if female participation rates continue their long-term rise. 

By 1990 the respective unemploymnt rates would be 12.12 and 18.02, 

almost unchanged from 1985. 

To the extent that the estimated base-year employment figure is 

too low, which Is possible, all of the above figures would have to be 

adjusted downward. Neverthelass, Chapmans figures highlight the 

Importance of achieving an employmet-output coefficient of -approxi

mitely 0.600 and/or a CDP growth rate higher than 6X2 The World Unl 

projections reported above, It may be noted, assume coefficients of 

0.61 for 1980-1990 and 0.62 for 19 -000. Achievement of such targets, 

of course, would be difficult. 

Returning nov to the 1970-78 period, we present our own estim es 

of labor force trends during these years. Accepting the official 

figures for 1970 as a base, we assume that the actual SOP In the next 

S years, including discouraged workers, Increased at an annual rate of 
2.72. This compares with officially reported rates of Increase of 1.92 

during this period and 3.52 between 1960 and 1970. There are several 

IVThis is close to the actual coefficients of 0.46 for 1960-70 and
fr 1970-74. 
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Table A-1 

Alternative Projections of the Unemployment Rate, 1985 and 1990
 

GDP Unemployment Rate, 1985 UneMov,.ent Rare, 1990
Growth Employment/ 
 56% Parti- 60% Parti- 56% PTirti- 6(C7. Pirti-
Rate Output cipation cipation cipation ci!,a tion
(%) Coefficient Rate 
 Rate Rate Rate
 

4.0 0.40 19.8 
 25.1 24.4 
 29.5
 

4.0 0.50 17.8 23.2 21.0 26.3
 

4.0 0.60 15.9 
 21.5 17.6 
 23.1
 

6.0 0.40 15.9 21.5 
 17.6 23.1
 

6.0 0.50 12.9 18.6 
 12.1 18.0
 

6.0 0.60 9.8 
 15.8 6.3 
 12.6
 

8.0 0.40 11.9 17.7 
 10.2 36.2 

8.0 0.50 
 7.7 13.8 0.2 8.8
 

8.0 0.60 3.3 9.7 
 -6.3t C.8
 

Source: Chapman (1979:95-96).
 

aLe. the demand for labor exceeds the eupply.
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reasons for a:;uuming that the EAP grew more slowly in the 19708 than 

in the 1960s, though not as slow as indicated by the official figures.
 

First, as noted earlier, there was a sharp increase in school enrolment
 

rates for the 15-19 age group. Second, we are taking into account the
 

withdrawal of "marginal" members of the EAP who tend to become economi

cally act ive when the economy is booming and inactive during periods of
 

recession. These persons may be distinguished from the "discouraged
 

workers" who more properly can be considered unemployed. Finally, we
 

are compen.:ating for a possibly overestimated rate of growth of the EAP 

5.,1967 and 1968. These factors, we believe, more than offset (1) the
 

(.ffects ot " faster growth rate of the population 15 years old and
 

above (3.1'%, compared with 2.9% during 1960-70) and (2) a long-term
 

"natural" increae in the FAP paricipation rates for women.
 

Our ad1justed FAV figures aru nhown in Table A-2, and in Table 3 of 

the main repoort. For 1917, it tay be noted, the nationwide unemployment 

rate of 16.3' is higher than thnt implied by the World Bank estimates 

alld slightly lower than Deutermann's estimate of 17.6%. It should bt: 

emplinai ,,d t h.ac our fi.urea are based on a rather crude methodology, 

and should be considered only as conjectures. 
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Table A-2
 

Conjectural Trends in the Economically Active Population, 1970-1978
 
(thousands of persons)
 

(1) (2) (3) (4) (5) 
 (6) (7)
Discouraged Open 
 Total Open Unem- Total Unem-
Conjec- Workera Unem- Unem-
Reported ploymentb ployentb
tural Effect ploy- ployment Rate (%) 
 Rate ()
Year EAP 
 EAP (2) - (1) ment (3)+ (4) (4)+ (2) (5) " (2) 
1970 466.2 466.2 0.0 33.3 33.3 7.1 
 7.1
1971 471.3 478.8 
 7.5 35.7 43.2 
 7.5 9.0
1972 482.2 491.7 9.5 
 32.8 42.3 
 6.7 
 8.6
1973 499.0 505.0 6.0 34.9 40.9 6.9 8.1
1974 517.4 518.6 1.2 30.0 31.2 
 6.0
1975 492.8 532.6 39.8 

5.8 

31.6 71.4 
 5.9 13.4
1976 505.3 547.0 41.7 
 33.7 75.4 
 6.2 13.8
1977 515.2 561.8 46.6 
 44.8 91.4 8.0 
 16.3
1978 543.0 576.9 
 36.9 43.8 
 80.7 7.6 
 14.0
 

Source: Columns (1)and (4) 
 Dirseci6n de Estadistica y Canso; Columns
(2)-(3), (5)-(7) -- USAID/Panama estimates.
 

Actually, thi:s column should be considered to account for both discour;ged workr, and an underestimate in the official figures of open unem
ploynent.
 

bBaed on the conjectural EAP.
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DING).AND COULD .LEAD TO SERIOUS CONFLICT 	 'OF 	 Annex V1, ,UTTRE3Tv 
S. TRFREFORE;",RZCO'MMFND THAT :BNP NOT BE ELIGIBLE .. , " 

R°:UNDER PCGP AND'TRAT MAXIMUM EFFORT BR MAD.! TO 	 3 oU :'
.CGP TO COM'MERCIAL 'BANKING SECTOR. 

:;,-"-() DEMAND FOR GUARANTEE MWCHANISMo ULTIMATELY,
-.-.,INTEREST AND COMMITMENT OF COMMERCIAL BANKS WILL DETERMINE 
"::SUCCESS Or TlIS PROJECT ELEMENT. MISSION SHOULD EXAMIJE't'::COME.Cr.AL BANi DEMAND FOR GUARANTEE PROGRAM. AS, MItlIMUM•
,.:.,THIS SHOULD ENTAIL INTERVIE'dITH COMMERCIAL BANKERS AT 
-. 'CENTRAL AND BRANCH OFFICES. 

. SUPERVISED CREDIT--TERMS AND LENDING CRITERIA. SINCE
 
.'.TRER? DOES NOT APPSAR TO BE ADEQUATE JUSTIFICATION, MISSI.ON .
 

.:..*.:SHOULD R-EXAMINS ADVISABILITY OF MAXIMUM 15 YEAR REPAT
,-..'4iENT TERMS PROPOSED IN PID. VCRECOMIND THAT MISSION sez
!' :'.CONSIDER SHORTEST TERMS FEASIBLE' - PERHAPS A MINIMUM OF 3

,:TEARS AND MAXIMUM OF .?YEARS."dITB REGARD SUB-LOAN9,
i 	9.CRITERIA OUTLINED IN PID, MISSION MAY WISB TO CONSIDER 

:ADDING FACTORS WHICH COULD HELP TO MAXIMIZE EMPLOYMENT 
..IMPACT. FOR EXAMPLE, ARE THERE VATS TO INCLUDI INDIRECT

:'EIMPLOYMENT BENEFITS IN CRITERIA? - MISSION MAY WISH TO
 
E:lXCLUDT INDUSTRY AND Sl'RVICl SECTOR ACTIVITIS WHICH RAVE
 

rLov MULTIPLIER.EEcTS. .
 

:.. ECONOMIC ANALYSIS. 'IN ADDITION TO ANALTSIS PROPOSED IN 
 "
 
;PID, ECONOMIC ANALYSIS SECTION OF PP SSOULD (A) DISCUSS 

-.. METHODOLOGT BNP WILL USE TO CALCULATE ECONOMIC FEASIBILITY 
010 SUB-LOANS, AND (3), PRESENT ILLUSTRATIVE SUB-LOAN
tETURNSRft; IN TFRMS 0 ECONOMIC RATES OF RETURN (INDIVIDUALLY) 	 , 
.. AND, GIVEN EXPICTED OVERALL USES Or PROJECT FUNDS, IN TERMS $ '
 
..opr COLLECTIVE IMPACT OP SUB-LOANS O TARGET GROUP DURING

:4IFt OF PROJECT AND BEYOND PROJECT. ALSO, IN RESEARCH
 

.:rOMPONFN? O PROJECT -- PARTICULARLY EVALUATION OF %ZDTCTSOC
 
':'?O INCENTIVE PSKRAGES - MISSION SHOULD ZNSURE T3AT OVER-
4:'ALL COSTS AND BENEFITS 07 INCENTIVES AND SUBSIDIES ARE 
teo:EIAMINBD. AS PART OF PROJECT, MISSIONI AND COP SHOULD IS
 
:%:ABLE TO RLATE SOCIETY-VIDE BENEFITS OF INCENTIVE PACKAOES4:TO SOCIZTr-WIDE COSTS. WILL BENEFITS OUTWEIGH COSTS? ARE 
"',*SU1SIDIZS WORTH THE COSTS? 

PROJECT COORDINATION. DURING, REVIEW SOME CONCRN AROSE .

,'*VER !NP INTEREST IN AND COMMITMENT TO VOR'C1NG VITR OTHXR


:RELEVANT INSTITUTIONS PARTICULARLY THOSE ON POLICY AND $s
 
RESZARCH SIDE WRICIH HAVE DIFfIRNT MANDATE THAN 3NP, A
 

. 1I-tANCING INSTITUTION. IN ORDWR TO ENSURE MAXIMUM INTER-

1'AGENCY CONDINATION AND COLLABORATION, SUOGST THAT MISSION 	 U
:.SION ONI PROJECT ACREVtEMT WITS GOP# RATUER TRAN ONe WITH
 
:'1P AND ON? VfCB OTHER COP AOENCIES AS PROPOSED IN PID. ' Or
 

. INSTITUTIONAL ANALYSIS ALTHOUGH ASSISSIMN? O? IMPS
, 
... PROGRAM SHOULD BE UNDIRTAIN,'-:CAPACITY TO IMPLEMNT TH
BN COMMITET A DEV 	 IOGRAMTO 	 OCUSD ON SMALL 
.-UUSINEISSP. SHOULD it EXAMINED IN TlRMS Of 1INANCIAL AND 

W- UMAN RESOURCES INP PLANS TO ASSIGN TO PROOHAM. CONSIDeR
:-':.4ATION SHOULD ALSO BE olVN TO NEED FOR BRANCH OFFICE 
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0~. STADY FOR SUflMISSION P SSM7TV3tRAND FOLLO.!" Y! PP IN
 
AA? Try ? OR PARLY 7Y 81.
 

*Z.STRAflOY STMEfNTo OIb!.*V SERIO'JSNZSS OF V~tPLOMEfLje
i:ig P40PMA VV AR2 PLIASED T0 STE MISSION MY1000 £IMPLOYTNIt:,P9tNERA.TlO A rZ PART7 Of MT 
 OVZRALL PROGRAM FTIAT1OY.
t:OVFVBR, AS STATED A? CDSS PilJEV AVJDAAIN A: "Ml~RZIEV
 

~:F 5UPJ1('T PID. FISSION VE2DS TO DEVILOP A CO"P3E:IeS5v40.MPLOWMNT 5TRAT90T WH4ICH MAIO104ALIZSI 1AID, ACTITIIRT. OVER*NXX? 8IVFRAL Y)%ARtS AN! DESCRIBE-S 901 V1PLWTw!v% EAPRASIS 
a OOq71TS WITH FROAME NEED TO REINVICONATE1 PANAtW'O4;JK 'co.61rnr1 jg~_.,:ANDATIRACT PRIVATZ INVZ35?'.N: ?BElrECPe. M3OR 10 P?.UIISVTOh P1113I0. SROULD fT'P0iT A SThAM"ROY Sf:TIPIE" (8s)
--OAIDAV 761191TIV. PHIS FS SHfOULD It NFLAITI&T lPIE?.,
*::AND NOT COR5?8UID AS A FINAL. 02FINIIVi SAZ"ENT Oh~
 , ?TAID SECTflR AWSSSMSNT@ RAHER, it SE? 11 AS s"ULIM-
4:IhlA!T STAE.4N 07 l'ISS104l SORAT201* IT 5tfOULD INILt'D1 
%::PROELT('S 1,0# PANAMlA 1 8) DEPIpIOX Of mAJOP :ACVB :1 AND."#,XORSPROVTIPTS 11LIDZNO DSCUBSIgOeTOIhIOI


5 OT,.0 ~ic~ A1D hP1"Tt' ACUONZOtONIC O0?LOttfA'1ONqC(lopP04 Air NI1RA?30IE5 DIA11'e,5foxI 0l?! COISRAiT4S AftepWIP.Aff1 4FLOY"Th,~ OPPOAJ'ITIIV* MT??T #icuo4#*AlSlOULD MEC113% VIA? AID tS PLANNING TO 001 THI L13LT
0.PACT Or AID-PItlANCrD ACIV111hsp~ £'D RKLATIONIMJP 0? AID 

~i2UNCLASSMtI ATAL 11011 
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Annex VIII
 

Table 2 

Unemployment by Geographic Locetion, 1978
 

Total Population Economically

15 Years Old Active Employed Unemployed Unemployment

and Above Population Rate (%)


-------- I-----------------------------------------------------------


Metropolitan region 552,000 314.020 281,240 32,780 10.4 

Eastern region 27.200 15,350 14,860 490 3.2 

Cenral rvgon 242,490 131,390 124,730 6,660 5.1 

We,.,trn region 152,020 82,280 78,410 3,870 4.7 

Total: 973730 543.040 4991240 43,800 8.1 

Source: "Olrecci6n de [,.tadfItica y Censo, Contralorfa General de la Repoblica"

(preliminary datai). 
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Table 3 

Labor Force Trends for the Metropolitan Region 

1974 - 1978 

1974 1975 1976 1977 1978 1978 
(Adiusted) 

Population 
15 years and over 4556,800 478,63 501.060 534,260 552.000 552.00 
[€onsondcally -.. Actve Popul o 280,300 84.100 279.760 289,JSO 314,020 331,200 

Participation Rate 61.5 % 59.4 % 55.8 % 54.2 % 56.9 % 60.0 % 

Non-economically -
Active Population 
Percentage of 
Population 

175,500 

38.6 % 

194,530 

40.6 % 

221,300 

44.2 % 

244,40 

46.8 % 

237,960 

43.1 % 

220,800 

40.0 % 

Emlyd260,400
Uneplye 19,900 

259,030 
26070 

254,920 
24,M 

256.000 
33,660 

281,240 
32,760 

256,240 
72,960 

UneploymentRate 7.11% 8.8% 6.91 11.6% 10A4% 22A4 

Source, 1974-1976,

Controller General, Bureau of Statistics and Census. 
19ya,

AdJusted - Mission estimates, 

The 1976 ftmre reflect original Mission estimtes that the23000 rsons hired nrthe Plan dUr ft led to an over. 
ttM t Of &110 t 1,*,# 15100 - 8 256,400).25800

Inthe FY 1063 S teI~.~k~ fgIt" isreduced 
to 17 000 lowering the orravI ioyw0And unemployed figures
to 264.240 and 66,ON thereby produig an updted adjuste
Bmeupl@)unt figure for 1976 of "20.21 
for 1970 the adj isteid unmp1oment rate is 17.31. 
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Table 4
 

GOP AND EMPLOYMENT BY SECTOR
 

1960 and 1979
 

GDP($Millions) 
 Employment-(Thousands)
 
(a)1960 1979 
 (b)1960 1979
 

Agriculture 
 95.2 (24) 195.1 (14) 154 (51) 155.6 (29)
 
Manufacturing industries 
 40.9 (10) 186.6 (14) 24 (8) 53.4 (10)
 

Construction 22.5 (6) 64.9 (5) 
 9 (3) 30.8 (6)
 
Cor ,w.,ce 
 47.9 (12) 183.4 (13) 27 
 (9) 70.9 (14)
 

twi'vice, 154.1 (40) 640.4 (48) 
 70 (24) 198.7 (38)
 
CUnal Area 30.4 (8) 80.8 (6) 
 16 (5) 17.6 (3)
 

Total: 
 391.0 100.0 i,351.2 100.0 300 100.0 527.0 100.0
 

(a) Panama en Cifras 1964
 

(W) Cento tie Poblacidn 1960
 

Aetriculitirt,. i ( ,it.t:
Airlcultural, fish, silviculturo and mining. 

Miltitif.ItItut Inqnidii triel: 1960 thc fI(jure Includedi Ini rlectrlcity, gas,
Waket",il ' ,IfI
d ltAry N.rrvice('., 

rUII- tvjI. ".'. a d rr4 . Ir wh() r ,e i't11,alr.tradr 

r Vltr'.'O.e Iti(Ii(Ih-- tr'.,i,i) -ICotia1 i (I(.,ovtpur , I -r 'vI1 ' * 1 II c and 
Ji$r lh . ,watIr, kinko.,vItr. r u'ri t'y, % 01nce', Inwrpo(rt, i-w tr.nUto r ,it.a ! r, ,1nid :.toraqp( id how#*in 9 , 
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Table 6 
GEOGRAPHICAL DISTRIBUTION OF GDP, 1970 

(Percent) 

Metropolitan Provinces 
(Panama, Colon) 

Contral Roninn 

Chiriquf Province 

Rest of Country 

GDP 

69.7 

11.2 

12.9 

6.2 

100.0 

Agriculture 

9.9 

26.7 

38.1 

25.3 

100.0 

Industry 

81.0 

9.2 

8.5 

1.3 

100.0 

Source: From Panaria's Develonmntin the 18' 
...nF. , ....... .. V o u 

WTFY7. 
A S cal 

:iip c 
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Table 8
 

PANAMA: EMPLOYMENT/OUTPUT COEFFICIENT
 

FOR MANUFACTURING SECTOR 
- 1973 1974, 1975
 

FIRM SIZE 
 1973 
 1974 
 1975
 

SMALL 1/ 0.4 
 0.3 
 0.2
 
MEDIUM 2/ 0.2 
 0.2 
 0.2
 
LARGE 3/ 0.1 
 0.08 
 0.07
 

y Small firms have 1-19 employees.
 

2J Medium f haveHIrm. ?0-49 employees. 
3J Large, f trnivhav, ISO and wore P4)loyees
 

Source: 
 rip I nipleo vark_ lPqequrAn%
in.iMe .. . .'curManufac',urera, d dre la nous tt1Ornha1nT if W . ..... Ira~ao,"f.a no.am n unacl 6 n' trn at onana Octur ,1978, p.114, 
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Table 9
 

THE IMPORTANCE OF SMALL I/AND MEDIUM 2/

SIZE FIRMS IN PANAMA's MANUFACTURING SECTOR
 

Small and Medium Size Firms 
FIRMS EMPLOYEES SALES (B/.000)

ECONOMIC ACTIVITY: No. %_3 No. %_ B/. %_/ 

Food Products 
 160 82 2807 35 86,400 30
 
Beverages, Tobacco 
 7 32 155 7 3,400 5
 
Textiles ............
 
Clothing 46 876
63 	 24 8,300 3

Leather, Leather Products 
 5 38 44 20 300 13

Footwear 
 7 44 151 26 1,110 13

Wood, Wood Products 
 20 80 407 46 2,900 37

Furniture (non-metal) 	 33 
 79 489 42 3,800 28

Paper, Paper Products 	 10 63 327 39 
 11,300 35
 
Newsprint 
 37 82 629 32 7,200 38

Industrial Chemicals 	 5 100 
 152 100 5,400 100
 
Other Chemical Products 25 86 540 58 10,400 38

Rubber Products 
 5 100 62 100 1.400 100

Plastic Products 	 8 196
80 	 45 4,000 36

Gliss, Glass Products 
 7 100 122 100 1,600 100

Mineral (non-metal) Products 29 71 
 680 30 9,500 25
 
Ra'ic Metal Products 	 .. .... 
 ...... 
Metal Product, (non-mach.) 35 78 956 57 14,300 46
Mactflnery (non-elec.) 8 100 93 100 700 100 
Hlctrlc, Machinery, Equip. 10 100 177 100 3,700 100

Trdin- port Equipmrnt 6 100 182 100 1,500 100
Prof. and Sciontific Equip. 6 100 63 100 1.200 100

Other Manufacturinq Products 13 81 166 17 1,600 3 

ot al 	 487 76 9j2?0 34 L8 O0 15 

1/ 	 SmIll firm, have 1-19 employee$;
modium firm,. ?0-49 employres. 

/ 5.~Sallr1d lun :r firm-. Inc lude%ant' . 
firm%with 1-41) .r:,ploye, .,, 

/ Mprir. . ih, pic "r,n t that %eina and mediun size ftrms 
ake tillof a) ft,;. r )lr!y4ee, and %fles in the manu

facturliiq .r tor ftir the virlOuS# product. (economic actlvltic$), 

50urtr. "P u litI.,A. tir I Mj I 1,11 * P, utfn. y Mrid iana 0 ire
del "eclor de 1.1 Induttril Mann fact trerra, OroJ-ini14c6 i' 
Interrnci nal drl irahiajO," 'ArnAmA. OIttibrr' 10, 
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Annex VIII
 

TABLE 11 

Suervised Credit Program: Number of Jobs Generated - Direct and Indirect by Loan Type A, B, C 

%Z. of 	 X3ere -. Cost3xi 	 / 
S.-s 	 e , PerJob (S) Direct Jobs Indirect Jobs Total Cost
 

A 67 6,0.00.00 10,000.00 402 322 724 

8 117 30,000.00 5,000.00 702 562 1264 

C 139 18.000.00 5.000.00 500 400 900 

TOTAL 323 $30.960.00 	 1604 1284 2888 

Avtrge cost per Direct Job Generated - $6,234 

I/ 	Ty-e A Loans: Industrial, Construction, Manufacturing
 

Type B Loans: Comrclal
 

Type C Loans: Service
 

j/ 	Indirect to Direct Job Ratio: .8
 

http:30.960.00
http:5.000.00
http:18.000.00
http:5,000.00
http:30,000.00
http:10,000.00
http:6,0.00.00


-a 
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TABLE 13
 

BNP Supervised Credit Program
 

Case Load by Year by Loan Type A, B, C
 

Year 

Type 	of Loan One Two Three Four Total
 

A 7 13 23 23 66
 

B 12 23 41 41 117
 

C 14 28 49 49 140
 

TOTAL: 	 33 64 113 113 323
 

/ 	 Type A Loans: Industrial, Construction, Ianufacturing
 

Type B Loans: Commlercial
 

Type C Lo0ns: Service
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TABLE 14
 

BNP Supervised Credit Prooram Supwry: StAff and Oeeratina Costs 

ITEM Y!A I YA II YEAR II YEUARVTI TAL 

Staff Positions (Man-Years)
 
Administrative.Technical 
 9.0 15.0 18.8 18.6 61.0
 
Secretarial and Clerk 
 3.0 4.0 
 6.0 6.0 19.0
 

Support Staff 2.0 
 3.0 4.0 4.0 13.0
 

Total YNP StatffI L
 

OPerating Costs, (Dollars) 

Adinistratve.Technical S5,00 S130.000 $147,500 $147.00 510.000 
Sec tarial.Clerk 12,000 16,000 24,000 24.000 76,000 
Support Staff 59000 7.500 10,000 10,000 32,500 

Sub-Total: Salaries 1 18,00 $153.6W iw81'qa 6IUM. w 
Social Benefits (45%) 46,900 69,075 81,675 81,675 278,375 
Overhead (301) 3000 46060 5, N5 4.450 16.8550 
Travel and Per Ohem 11,000 16,000 22,000 22,000 71,000 
Material and Services 26,000 N.OD samO NMO 144,000 
Contigency (55) 11,275 16,031 18,781 16,781 4,35 

Total Ustineted Operating ua mm m a13m
Cost 13,7 
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TABLE 15 

OeP Supervisid Credit Program Staff and Operating rosts 

Year I 

Personnel I anmri, nit1LCost 

Exec. Director 1.0 18,000 18,000 
0e
 

Legal Services 0.5 10,000 5,000 

Planning & Research 0.5 9,000 4.500 

Promotion 1.0 8,000 8.000 

Loan Officer 1.0 6,000 8000 

Loan Officer Assistant 1.0 6.00 6,500 

Tech/Mgmt Officer 1.0 9,000 g,00 

Tech. Assistance Inspectorl.0 10.000 10,000 

Ngmt. Assistance Inspectorl.0 10,000 10,000 

Teh. Assistance Staff 0.6 61000 3,000 

Ngmt. Assistance Staff 0.5 6,000 39000 

Secretarial 3.0 4,000 12,000 

Support Staff 2.0 2600 51M 

SUB-TOTAL 14.0 $102,000 

Vacations, 13th. month, etc. Estinted at 45K of P.S. 1/ 45o900 

UP OperaUng Overhead, estimated at 30% of PS 309600 

Local travel, TA Inspections, promotion and others - $200/wok
U weeks 58000 

Per Oie, at $20/day - 30 days 6,000 

UMAIALS & SUPLIES 

Reports, graphics, printings etc at $3o00/wnth - 12 vonths WOO 

11.275Estimated at 5%of budget 
TEDPERAING ConT*YA 

Chap~s w# 4watectan Is Nano do 0braH acto 
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TABLE 16 

BNP Sy~ervised Credit Program Stiff and-Operating Costs 

YEAR 11 
Personnel 
 Man Years Unt Costotal 
Exec. Director 1.0 $18,000 $18,000 
Legal Services 
 0.5 10,000 5,000 
Planning Research 
 1.0 99000 9,000
 
Promotion 1.0 8,000 8,000 
Loan Officer 2.0 80000 16,000 
Loan Officer Assistant 2.0 6,500 13,000 
Tech. Mnagemnt Officer 2.0 9.000 18,000 
Tech. Assistance Inspector 1.5 10,000 15,000 
Ngmt. Assistance Inspector 1.0 10,000 10000 
Tech. Assistance Staff 
 1.5 6,000 9,000 

gmt. Assistance Staff 1.5 6.000 99000
 
Secretarial ' 4.0 
 4.000 16.000 
Support Staff 0 2,500 

Sub-Total Personnel Services (P.S.)22,O $163,500 

Vacation etA. 4S of PeS. 69,07 
INP-Operating - 30% of P.S. 46.050 

Local Travel - S200/wek - 40 weeks 8,000 
Per Diom- $20/Oay o 400 days 8,000 
MATERIALSANDSUPPLIrS 
Reports, Graphics printing, etc, at $3OO0i/nth.12 months 36000 

EStiMAWo at 51 of budget 1$s031 
TOUL ESTIMATED OPERATING COSTS *YEAR II$31,5 

http:3OO0i/nth.12


TABLE 17 Annex VII I 

BIP Supervised Credit Program Staff and Operatina Costs 

YEAR III 

Personnel Han-Years 

Exec. Director 1.0 
Legal Services 0.5 


Planning & Research 1.0 

1.0
Promotion 

Loan Officer 3.0 

Loan Officer Assistant '3.0 

Tech./gm. Officeri, 2.0 

Tech. Assistance Inspector 2.0 

Mgmt. Assistance Inspector 1.0 

Tech. Assistance Staff 2.0 

Ngpt. Assistance Staff 2. 

6.0Secretarial 

Support Staff LL0 


SubTotal Services 2.5 

Vacation etc. 45% of P.S. 

WIP -Operating - 30%of P.S 

Local Travel *$200/mk - SO Weeks 

Per DieS- $0/dEy400 ds 

WITEIALS I SPPLIES 

Reprts, graphics, printing. etc. at $2000/0oth -

Estimoted at 5%of budget 

TOTAL I1STINATE OPERATING COSTS EA
W III 

Unit Cost 

$18,000 $ 18,000 
10,000 5,000 

9,000 9,000 

86000 6,000 

8,000 24,000 

6.500 19,500 

9.000 18,000 

10,000 15,000 

100000 10,00 

5,000 9,000 

6,000 1,00 

4,000 24,000 

2,501 

$181,500 

81,67 

54,460 

10,000 

12,000 

It Mths WOOD0 

1,7 
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1WP Supervised Credit Program Staff and Operating Costs 

YEAR IV
 
Personnel 
 Man-Years Unit Cost Total 
Exec. Director 1.0 $18,000 $18,000 
Legal Services 0.5 10.000 5,000 
Planning & Research 
 1.0 9.000 9,000 
Promotion 1.0 8,000 8,000 
Loan Officer 3.0 8,000 24,000 
Loan Officer Assistant 3.0 6,500 19,500 
Tech/Mgmt. Officer 2.0 9,000 8,000 
Tech. Assistance Inspector 2.0 10,000 15,000 
SNpt. Assistance Inspector 1.0 . 10,000 109000 
Tech. Assistance Staff 2.0 6,000 9,00 
Mgmt. Assistance Staff 2.0 6,000 12,000 
Secretarial 
 6.0 49000 24,000 
Support Staff 4,0 2,5O0 .0.0 

SUB TOTAL PERSONNEL SERVICES (P.S.) 28.5 $181,50Y 

Vacation etc. 45% of Personnel Services (P.S.) 81,676 
SP- Operating -30% of P.S. 54,450 

Local Travel - $200/wek- 60 weeks 10.000
 
Per Diem- $201day.600 days 
 12,000 
MATERIALSA SUPPLIES 
Reports, graphics, printing, etc. at $3000/onth - 12 months. 36,000 

Msinted at 59 of budget 4.I 
7TOTAL ESTIMATED OPERATING COSTS -YEAR IV $394t406
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Chart I
 

PARS : Organization and Functions
 

GO P
 
Executive and Lt'gislative . Formulate Policies and Programs
 

Bra nches
 

. ........... 
 -	 Identity Problem Areas 

Employment Development - Specify T/AU Studies and
 
Commi ssion Analyss
 

(CDC) 
-	 Review T/AU Recomrmendtions 

-	 Submit Recommendation to GOP 

Define Scope and Nature of 

... . . . ..
 Studies and Analysp.,
 

T@chnic4l/Adminitrative 	 Contraict with Con,2tjnts-

unit 	 Review. and ',yr . 
(T/AU) 
 Jl ,i~ 'tj z .an(.
 

- __ ____Analy e

-	 Submit ,4omm.r.datiun. to LOC 

o 	Conduct Studloa, Analyseo
 
and Evaluations
 



Chart I! Anner IX 12 , i.: 

PARS Relationship to MICI and GOP
 

Executive and Legislative
Branches
 

V.Minister
 

MICI
 

Technical/

Administrative Director

National RIusine,, 
Unit Devel opmen t 

Co n s u l t a nt,, S m l SrI,, t - r.[ n r 

Enterprlq~v 
 DrVelopmento'7 .. . . . . 
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BNPI EMPLOYMENT DEVELOPMENT DIVIIRON AND FUND 

Board of Directors
 

aeneral manager
 

.. ,po t Development
iiVsion &Fund Manager
 

Planning and Analysts Dept$ 

Legal Assistnce Dept,
 

Asitne-Tc/gmi etet
m nmn 
"oh 


Oprati 
 ons
 



BNP BRANCH BANkt AV PR4OvNCE 

Boc4% del Toro 2 

Co 1dn 

ChIrfquf 

Darietn 

Herrerii 

Los Santoi 

PanaudI2 

2 

2 

4 

Total: ! 
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NP,PROFESSIONAL STAFF 

Profession NuIber 

Business Admrnl tration 24 

Accotumn t $ 29 

[conot! i 
43 

Public Administration 24 

Agro"'Mi 4t 24 

Lawyer 26 

Arq~te(14 
3 

Civil [gifor 2 

4 C'aliso 1 

S.ocial wokr 3 

I ttt! 1iat 1J0141 ion 

Total: jP 
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BNP SUPERVISED CREDIT PROGRAM
 

Loan Portfolio and Jobs Generated: Relationships and Assumptions
 

(1) Size of Loan Fund: $10,000,000.00
 

(2) Distribution of Loan Fund by Year:
 

1st. Year - 10,. ($1,000,000,00)
 

2nd. Year - 20% ($2,000,000.00)
 

3rd. Year - 35% ($3,500,000.00)
 

4th. Year - 35% ($3,500,000.00)
 

(3) jkye of Loans:
 

Type A - Industrial/Construction/Manufacturing 

Type 0 - Commnercial 

Type C 	- Service
 

(4) 	Distribution of Loan FundbL Ty.: 

Typt' A - 40% 

Typ. 11 35% 

Typt. C - !% 

(5) Avera,., I0an ,IOe by Loin Type:
 

Typ;w A $60,OX.00
 

typr It $10,000.00
 

Tlp' ( S11I1,000.00
 

(6) Melt.,i4 Prr 	 4i .xtLw-.i 	 riirlct Job Gbntri! 

Typt. II $ 'SON,O00
 

Tyit S ,"i 0 

http:S11I1,000.00
http:10,000.00
http:60,OX.00
http:3,500,000.00
http:3,500,000.00
http:2,000,000.00
http:10,000,000.00
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UP 

LIQUID ASSMT , 
Cash 

790 
158,2 0,56 

69,45055 

201 073 33 

43,3,15. 

'Damand Deposits Loa 
DemandDeposits-o 

* Tim m Depoit s. Forei 
Tim Deposits - Folrn 

Tim Deomis-?orign34o6270836 

Interbranc, Accounts 

Productive Assets - Loans 
Investments 

International monetary Fund 

Other Assetsn 
Fixed Assets 

Other Assets 

TAL Mfg" 

7o 6 
0 ,5 6565 

16.593,55 

3,026,171 

379,652l36 

41o#47,550 

1562,l 

6-I 
13,762,p798 

14,405,347 

3IZhiI 

21,734,689 
24,9245 54 

" ,#3*.62 
42,013a496 

10,722,517 

406,04,440 

%2348s367 

7l56S34q 

17,374,910 

35,121,212 

~~1j Suiroe tango Kagional do Panamw 
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*LIQUID LIA3ZLKTIES 

Deposits 
Demand Deposits - Local 

Demad Deposits - Foreism 

Savins 6 WI~Deposits 

.~Accounts Payable 

Lom4 Term Liabilit ie 

Internat1omAl Monetary 1Tmd 

Interswicau Developmt lamk 
world So&k 

WARD10643,659 

Otber Liabilities 

Other Liabitles 

Mecashod Checks 


Unearned Incom 

Reserves 

TOTAL LIAILITIIS111 

- Capital aOd Reservs 

4-Capital 

Capital Reserv 

TOTAL LIAILIT198 AND CAITAL 

79 

-haLggaa.90 
226,436,457 

11,509,607 

166,061,729 

120995#116 


2,1,9 


69,256s369 

5,212,951 

6,930,416 

41,070,000 

5,604,622 

6,562,635 

10,743,466 

-17,t9.,065
 

26,000,000 

9,694,085 

U3I41 

so 

2399150g061 

13,979,094 

259,260,127 

13,014,226
 

1,2,3
 

56,843,465 

7,729,310
 

9o777,112 

3,140,213 

39,232,730 

Z 1.Ll4ahI794U.aZ 
4o"S7.567' 

18,496,541 

U,*966,691 

34,000000 

10,248,532 

Soures Banco Kcional do Panial
 

i 

http:haLggaa.90


Annex XI 
8 of 14 

BNP/SCP Sub-Loan Interest 

Rate Formula 

BNP's Cost 
of Capital 

(1) 

Develop. Instit. 
Interest Rates 

(2) 

Commercial 'Bank 
Interest Rates 

(3) 

Economic 
AcLivity 
Average 

ECONCHIC ACTIVITY: 

Ind.)4 anu./Const. (A) 

Co=mercial (B) 

Services (C) 

(Ave. Int. Rate = Ad) + 

(Ave. Int. Rate = BI) + 

(Ave. Int. Rate = C1 ) + 

(Ave. Int. Rate 

(Ave. Int. Rate 

(Ave. Int. Rate 

= A2 ) + (Ave. Int. Rate=A3 ) (A,+ A2 +A3 /3) 

= B2 ) + (Ave. Int. Rate=B3 ) (BI+ B2+B3/3) 

= C2 ) + (Ave. Int. Rate=C3 ) (Cl+ C2+C313) 

Sub - Loan Interest Rate = [(Al+ A2 + A3 /3 + (B1+ B2+ B3 /3) + 

3 

(Cl+ C2+ C3/3) 
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BNP/SCP Sub-Loan Interest
 

Rate Formula
 

Example 

BNP's Cost Development Instit. Commercial Bank Economic
 
of Capital Interest Rites Interest Rates Activity
 

Average
 

ECVNCHC ACTIV1TY 

Ind.P.anu f./Cons t. 102 12% 20% i,..0% 

C-=Merc jal 10% 20% 22% 17.3% 

Serv.ices 10% 20% 22% 17.3% 

b-Lz Interest R.aze- [(14.0%) + (17.3") + (17.3%)_J = 16.2%
 

3
 

YGOTE: The 16.2% sub-loan interest rate includes 3% for technical/management assistance (ThA).
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5 
Cumulative 
Total 

B - Break Even Point 

0 i 
B 

0 

10 

4 I 

- i 

I 

I1 
i il IJ I i 

A *Equilibrium Point of Oporsition 

II ' iQ I1il# 1 ,1 

- ITot 

I +4- f 
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FINANCIAL RESOURCE FLOW
BNP SUPERVISED CREDIT PROGRAM: 


($000's)
 

(1) (2) (3) (4) (5)
 

1. CURRENT ACCOUNT:
 
1,016.5 1,852.7_ 2,438.5


1-1 Total Gross Income 130.0 390.0 

130.0 390.0 1,016.5 1,852.7 2,379.4


1-1-1 Initial Gross Income 
 59.1 
-- ......1-1-2 Re-flows Gross Income 


76.2 139.0 182.9
9.8 29.3
1-2 Total Default 

1,713.7 2,255.6
120.3 360.8 940.3


1-3 Net Income 

394.4
394.4 394.4
236.8 336.7
1-4 Operating Expense 


24.1 545.9 1,319.3 1,861.2

Surplus or Deficit (116.6)
1-5 


622.2
60.0 214.3 466.3 515.2

1-, Total Interest 


100.0 100.0
10.0 30.0 65.0
1-6-I All) Loan 430.5
50.0 146.9 312.1 301.4

1-0-2 BNP Loan 

113.d 91.7
37.4 89.2
1-6-3 Short Term Refinancing --

79.6 804.1 
1-I Grone; Savingn (176.6) (190.2) 

2. CA'ITAL ACCOUNT: 349.5 528.2126.3 295.3
2-1 Total Principle Payment 31.4 

-2-1-1 All) Loan 
31.4 97.2 216.8 226.6 383.2 

2-1-2 HNP Loan 
29.1 78.5 122.9 145.0 

2-1-3 Short Term Rtefini&:icing 
-

2-2 Required ?tAIditional Loan 208.0 316.6 

710.8(215.7) 454.6(208.0) (316.6)3. RL;OURCE FLOW (Equity) 

INTERNAL h1UTE OF RETURN - 9.8% 
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BNP SUPERVISED CREDIT PROGRAM: FINANCIAL RESOURCE FLOW
 

($000' ) (Cont..) 

(6) (7) (8) (9) (10) (12) (13) 

2,965.4 
2,813.9 

2,809.0 
2,423.9 

9 
1,799.9 

2 566.4 
1,600.9 

2,488.2 
1,252.6 

2,214.4 
813.9 

2,084.3 
633.0 

1752.) 
316.5 

151.5 385.1 669.5 965.5 1,235.6 1,400.5 1,451.3 1,435.5 
222.4 210.7 185.2 192.5 186.6 1,110.7 164.2 87.6 

2,743.0 2,598.3 2,284.2 2,373.9 2,301.6 2,103.7 1,980.1 1,664.4 

394.4 
2,348.5 

394.4 
2,203.9 

394.4 
1,889.8 

394.4 
1,979.5 

394.4 
1,907.2 

394.4 
1,709.3 

394.4 
1,585.7 

394.4 
1,2/0.0 

558.1 

100.0 
392.5 
65.6 

485.0 

100.0 
350.2 
34.8 

414.3 

100.0 
303.8 
10.5 

352.9 

100.0 
252.9 

--

363.3 
100.0 
263.3 

285.0 

150.0 
135.0 
--

212.3 

137.0 
75.3 
--

149.3 

123.4 
25.9 
-

1,790.4 _I,_l8.9 1,475.5 L 626.6 1543.9 Ia 424.3 L3..i. _0.7 

.'j ...... _593 . 9 

!9. .3 98. 8 468.1 560.7 617.0 943.4 721.3 

421 .3 
171 .0 

4 f)3., 
1 5.3 

--

409.8 
58.1) 

--

560.7 

--

--

617.0 

--

436.0 

597.3 

-

449.1 

494.3 
462.4 
258.9 

1,198.2 1,120.1 1,007.2 1,065.9 926.9 391.0 430.0 399.4 
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BNP SUPERVISED CREDIT PROGRAM: FINANCIAL RESOURCE FLOW 

($O00's) 
(Cont..) 

(14) (15) (16) (17) (18) (19) (20) 

11361.1 __1 2 2 0. 8 I,27.0 977.5 813.6 666.6 501.1 

1,301.1 1,220,8 1,127.0 977.5 813.6 666.6 501.1 

68.1 61.0 56.4 48.9 40.7 33.3 25.1 

1,293.0 1,159.8 1,070.7 928.6 772.9 633.3 476.0 

394.4 394.4 394.4 394.4 394.4 394.4 394 4 

898.5 765.4 676.3 534.2 378.5 238.9 81.6 

109.5 95.2 81.0 65.2 49.8 45.4 70.4 
109.5 95.2 81.0 65.2 49.8 33.4 16.8 

-- -- -- -- -- 12.0 53.6 

789.1 670.2 595.3 469.0 328.7 193.5 11.2 

308.5 328.', 350.7 373.9 395.5 434.1 497.5 
308.5 328.5 350.7 373.9 395.5 424.8 452.9 

-- 9.3 44,6 

-- -- 66.8 240.6 4'6.3 

480.5 341 .7 244.6 95.1 (6,.8) (240.6) j (486.3) 
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ASSUMPTIONS FOR BNP/SCP FINANCIAL RESOURCE FLOW ANALYSIS
 

1) 	The AID loan to the GOP is for 20 years at terms of 2 percent the first
10 years and 3 percent the 'ast 10 years.
 

2) Evaluation of the BNP/SCP impact is based upon the 20 year AID repay
ment period.
 

3) 	The GOP/BNP will contribute $5.0 million in counterpart funds, the
estimated financial cost of which is equal to the average rate of interest that
the Bank would have to pay on bhe average balanct of all financial resources.

The average rate paid,by the BNP during the fiscal year ending December 31,
1979 	(established by IDB) was 6.6%. 
For 	the purpose of this analysis a 10%
average rate for the cost of capital was assumed.
 

4) During the first two years of the supervised credit program the BNP
will have to obtain short term financing at preferential market rates with a
five year repayment period. The preferential market rate for the four year

life of project (LOP) will be 18X (Libor + .25).
 

5) Since the 32 charged for THA represents both income and expense to
the program of equal amounts, the charge is not included as part of the fi
nance resource flow analysis.
 

6) 	Sub-loans terms vary according to their classifications
 

• Repayment Period 

"IM (Years) Grace Period Interest 
Ind./Nanuf./const. 
Commercial 
Service 

10 
7 
4 

3 
1 1/2 
1 1/2 

17 
17 
17 

(For calculeting the re-loans 2 years was used as grace period for commercial
 
and servic6 loans).
 

7) Operating expenses are assumed constant through 20 year repayment

period.
 

8) 	All sub-loan principal and interest payments will be reinvested under
original program terms. 
After 20 years the BNP supervised credit program willhave 	outstanding principal and interest payments totaling $975,200 and liabili
ties 	totaling $1,089,500. 

9) SNP estimates its normal default rate at 52 (average)j for the purposesof this analysis a 7.5X 	default rate first ten years and thereafter isassumed, 


