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To: Members of the Executive Board 

From: The Acting Secretary 

Subject: Panama - Staff Report for the 1983 Article IV Consultation and 
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Attached for consideration by the Executive Directors ir the 
staff report for the 1983 Article IV consultation with Panama and its 
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under the compensatory financing facility (EBS/83/103, 5/24/83), will 
be brought to the agenda for discussion on a date to be announced. 

If Executive Directors have technical or factual questions 
relating to this paper prior to the Board discussion, they should contact 
Mr. Linde, ext. 73150. 

Att: (1) 
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1. introduction 

The 1983 Article 1;: consultation discussions with Panama 1: and -- 
negotiations on a financial and economic pruxram for the 1993-8~ 
period, tn support of uhtch Panama is requesting .1 stand-by arrangement 
from the Fund (see attached letter dated April 29, 1983). were held 
concurrently in Panama City from January 31 to February 19. i983. .A 

staff team returned to Panama City in the third week of 4farch 1983 to 
conclude the negotCations.2/ 

Representatitves for Fanama included the Ntnister of Planning and 
Economic Polfcy; the Minister of Finance and Treasury: the (;eneral 
Manager of the National Bask; the Comptroller GeneraI; the ?linisters of 
the Presidency; Commerce and Industry; Labor; Agriculture; and other 
senfot officials of rhe Government, the Ratlonal Bank, and various pub- 
ltc agencies and enterprises. The President of the Kepubllc met with 
members if the mtssfon on several occasions. A World Bank mission 
coincided with that of the Fund staff for a few days. Panama is nego- 
tlating a structural adjustment loan wtth the World Bank. 

The stand-by arrangement requested by the authorities extends over 
the period through the end of calendar year 1984 and is in the amount 
of SDR 150 million (equivalent to 222.2 per cent of Panama’s quota of 
SDR 67.5 million). tncluding SDR 29,730,998 from ordinary resources and 
SDR 120,269.002 from borrowed resources. The phasing of purchases under 
the stand-by arrangement is set out in Table 1. The Panamanian author- 
ities are also requesting a purchase under the CFF in the amount of 
SDR 58.9 millton, equivalent to 87.3 per cent of quota.3/ Panama has no 
purchases outstandtng under thts fa:ilCty. A waiver of-the limitations 
tn Article V, Section 3(b)(iii) of the Articles of Agreement is required. 

As of April 30, 1983 the Fund’s holdings of Panamanian balboas 
amounted to SDR 142.8 million (211.5 per cent of quota), including 
SDR 37.8 million in the credit tranches (56 per cent of quota) and 
SDR 37.5 million under the supplementary financing factlity (55.5 per 
cent of quota). The proposed stand-by arrangement. if fully utitized 
and taktng into account full use of the requested purchases unn-ler the 
CFF and scheduled repurchases, would increase Fund holdings of Panamanian 
balboas co 510.1 per cent of quota, or tu 422.8 per cent of quota ex- 
clusive of purchases under the CFF’. Further information on Panama’s 
relation wtth the Fund is presented tn Appendix It. 

I/ Panama has accepted the obligations of Article VIII, SecG-.?. 
3,and 4 of the Articles of Agreement. 

2/ The first staff mtsslon cxisisted of Armando Lindr (Head-WHD!, 
Edgardo Decarli (WD), Tan McCartiiy (AFR), Alfredo Baumqarten (WHD), 
Jean-Claude Brou (WHD) and Nansihud Cabrera (Secretary-WHI)). The fol- 
low-up mission was staffed by 4rmando Llnde, Edgardo Derar L i , Alf redo 
Baumgarten and Kosa Carla Orpin (Secretary). all from WHD. 

3/ See “Panama: Use of Fund Resources--Compensatory Financing 
Facility” (EBS/83/--, May --, 1983, which will be scheduled for Boilrr! 
dtscussion at the same ttme as this request. 
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Table 1. Panam : Projected Purchases and Schedule Repurchasee May I. 1983 - December 31. 1904 

Operation6 During Period of Arrangement 
out- out- 

standfng standing 
April 30. June-July Aug.-Oct. NOV. 1983 Feb.-Apr. Hay-July Aug.-Oct. Nov.-Dec. Dec. 31. 

1983 1983 1983 Jan. 1984 1984 1984 1984 1984 1984 

(In millions of SD%) 

Purchases 
trnder tranche policies 

Ordinary resources 
Enlarged access 

Compensatory financing 

Repurchases 
Under cranche oolicles 

Ordinary resburces 
Supplementary 

f lnanclng 

Net purchases 

.Xaorandur items 

Total holdings (end of 
period) 

Cuota 
Under tranche pollcles 

Ordinary resources 
Enlarged access 
Supplementary 

f inaacing 
Lompensatory financing 

Total ltoid1ng.s (end of 
psriod) 

Excludiaq corpcaratory 
facility 

142.8 344.3 
67.5 h7.5 

75.3 
(37.8) 

C--J 

(37.5) 
- 

10.0 20.0 2o.c 25.0 
(6.3) (9.1) (9.1) (5.2) 
(3.7) (10.9) (10.9) (19.8) 
58.9 - -- 

- -- 
t--j (--I (-1 C--J 
C--J (--I (--I (--I 

68.9 20.0 20.0 25.9 - - - -- 

(In per cent of quota) 

25.0 25.0 .f5.0 
t--j (--I C-J 

(25.0) (25.0) f25.U) 

(:::I 
1.6 4.7 

(1.1) 7 (6. I I 
C-1 (0.5) (--) 

23.9 23.4 20.3 - - 

217.9 
(b0.6) 

(120.)) 

(37.0? 
58.9 

510.1 

422.8 

Source: International Nmerary Fund. 
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The last Article ;:: consultation discusstons tiith Panama to~ir 
place In Wvember-December 19fW and the staff report was dtscussed 5y 
the Executive Board on February 23. 1981. Panama has had 14 stand-by 
arrangements ut:h the Fund, the most recent of which was approved on 
Aprtl 28, 1982 (EBS/82/07) for a pertod of one year ln the amount of 
SDR 29.7 mtllton. Panama’s performance under thts arrangement was 
not sattsfactory and purchase rights were fnterrupted. The staff 
prepared a paper revlewfng Panama’s performance under this arrangement 
for the tnformatfon of the Executive Directors (EBS/82/67, Supplement 2; 
October 1. 1982). 

Section II provides background information and updates the pre- 
vious review of Panama’s performance ltnder the recently expired stand-by 
arrangement: Section III. describes and analytes the major eiements of 
the stabiltzatlon program for 1983-81;. The staff appraisal and the 
proposed decision are contatned in Section I\. 

II. Background and Performance Under the Last Stand-By Arrangement 

1. Background 

In Panama’s financial setting:,l/ excess demand pressures automati- 
cally spill over Into the current account of the balance of payments, 
vhile the behavior of domestle prices tends to reflect changes in 
tmport prices and the world prtce of domestically traded exportables. 
In turn, the current account deflctt Cs fully determined by the nvatl- 
ability of foreign financtng, and the overall balance of payments is 
thus always In equilibrium. Because Panama’s very lfberal banking 
legtslation enables the banking communtty to set almost at will the 
extent of its domesttc exposure, economic management rests largely on 
fiscal policies, and the leading indicator of macroeconomfc stability 
is the public sector deficit rather than the balance of payments. 

In the mid-19708, the authorities pursued expansionary fiscal polt- 
cCes to offset the domestic effect of foreign recession, and a serious 
weakness in prtvate investment partly related to uncertainties surround- 
tng the negotiations with the United States on the new Panama Canal 
Treaties. These policies resulted in large fiscal deficits, which 
averaged almost 16 per cent of GDP over the 1974-78 period, and rapid 
accumulation of external indebtedness. By the end of 1978 the out- 
standing extend publtc debt had reached the equivalent of 80 per 
cent of GDP. compared tith little more than 30 per cent five years 
earlier. From 1979 to 1981 the authorittes embarked on an adjustment 
program that reduced the public sector deficit fCrst to 12 per cent of 
GDP in 1979, and then to less’ than 5-l/2 per cent of GDP tn 1980 and 
1981. 

l! Panama has no central bank and holds only nominal international - 
reserves. The U.S. dollar circulates freely as legal tender and 
medium of exchange; the Penanian Treasury issues only fractional 
balboa coins. 



Puhltc sector receipts advanced strongly durtng the three years 
tmding tn 1981, risfng In relatton to GDP by about 5 percentage points 
to 30-112 per cent. mis improvement tncfuded tile equivalent cf about 
’ percentage potnts of GDP attributable to an increase fn the revenues . 
that Pananta tecetves from the canal operation. These had amounted to 

:‘FSZ millton a year for many years, before they rose to about li’SS80 
sriilion a year when the new Canal TreatIes entered Cnto force in 1980. 
Total publfc sector expeadtture in relertton to GDP deciined by 3-1/Z per- 
percentage potnts over the saare three-year perind-to almost 36 per cent 
of SDP- even though the rise tn international interest rates ratsed 
Interest payment on the foretgn debt by the equtuaient <,f cbout 2 per- 
centage points of GDP. Prom 1978 to 1981 the effective Cnterest rate 
on the total external public debt rose from 3-112 per cent to U-112 per 
cent, as the rate on debt contracted at commertIa1 terms jumped from an 
average Y-112 per cent In 1978 to 15 per cent tn 1981 (and to 16-l/2 per 
cent In 1982). 

Economic activity, which began to recover strongiy tn 1978 after 
agreement was reached on the Canal Treaties, continued to expand over 
the next three years as the fCscal adjustment uas taking place; real 
GDP grouth averaged almost 5 per cent over the 1979-81 period. The 
recovery was spearheaded by private construction, particularly in com- 
mercfal real estate, high income housing and expansion of factlities 
tn the Colon Free Zone. The agricultural sector did not partictpate 
tn the economic rebound, as output stagnated over the 1979-81 period; 
the performance of the manufacturing sector was mixed. 

2. Performance under the last stand-by arrangement 

The authorities framed a ftnancial program for 1982. whtch called 
for a conttnuatton of a moderate fiscal stance. The overall public 
sector deficit was to rematn below 6 per cent of GDP, and the foreign 
ftnanctng requirements of the public sector were consistent with a 
further reductton tn the ratto of external public debt to GDP, which 
by the end of 1981 had dropped to 67 per cent, compared with 80 per 
cent three years earlter. On the assumption that output would continue 
to expand at a rate of 5 per cent a year, title the tnflatton rate 
remained at sltghtly less than 10 per cent, total pubitc Bettor receipts 
were projected to increase by 15-l/2 per cent and total public expendi- 
tures by about 16 per cent. 

In the event, prtce performance was much better than expected, with 
inflation decelerating to under 5 per cent, while output grew by 4 per 
cent. The f Cscal performance, however, was considerably at variance 
with the financial program for 1982 (Table 2). The overall deftctt of 
the nonfinancial publtc sector reached B 464 milllon (11 per cent of 
GDP), far In excess of the program ltmtt of B 255 mtllton (about 6 per 
cent of GDP). 

The causes of this tide departure from the ffnancial program scenxncd 
from devtatlons in both revenue and expendfture. Public sector receipts 
kept pace with the nominal growth tn national income, but fell short of 
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Table 2. Panama: Performance Under the 1982 Stand-by Arrangement 

(In millions of bal boas 1 

March 
1982 i983 

June Sept. Dec. March 

Cumulative overall nonfinan- 
cial public sector deficit 

Cumulative limit . . . 120.0 180.0 255.0 
Actual 114.2 238.4 364.7 464.0 357.5 
Margin or excess (-1 . . . -118.4 -184.7 -209.0 -IL’. 5 

National Bank net credit 
to public sector 

Celling 2/ 
Actual 
Margin or excess t-1 

. . . 325.8 327.7 265.6 339.5 
236.4 124.6 228.0 213.7 324.2 

. . . 201.6 99.7 51.9 15.3 

Cumulatbve net foreign 
horrowlng by the 
public sector 

Limit 3/ 
Actual-4/ 
Hargln Gr excess C-1 

l . . . . . 255.0 . . . 
94.4 342.8 l -* 333.0 508.9 . . . 

. . . . . . . . . -253.9 . . . 

Sources : Office of the Controller General; and National Bank of Panama. 

l! Twelve-month period ending March 1983. 
T! Adjusted upward for use of Fund resources and loan disbursement 

fr%n Venzuela’s Lnvestment Fund and from Mexico and Venzuela under the 
San Jose Agreement channeled to the public sector through the National 
Bank; stock outstanding at end of period. 

3/ Llmlt applies only at the end of calendar year 1982. 
xi Includes increases in Nstional Bank liabiliites to Venezueia and 

He%co under the San Jose Agreement and chenges in Panama’s liabilities 
to the IHF. 
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the progrsrr target by atote than B 70 atllion (Table 3). Heanwhtle, pub- 
llc expendtturc rout only dtd not edfuret to the lower recetpts and to 
the s~ouer rate of tnfistfon, but actually increased by aimost 25 per 
cent * exceedtng the prograPlr target by cloee to B 140 mtllian.t! In 
relattocrt to GDP, tutsi expendtturea jumped from 36 per cent t; I981 to 
41 per cent tc 1982, the highest such tetto since 1978. 

The actual coaiposttton of public e%pddttute also differed substan- 
tially from the budget. As gener81 govetnmnt current spendtng Increlasel 
fester than expected. publtc aavlngs decltrrard to the equSvalent of 
f-1/2 per cent of GDP. compared with e program target of t-IS2 per cent. 
The program had not contesglated any wage tncreaaea other than those 
provided for under mIttyear colkctCve %greemeata 81~4 cost of ltvtng 
adjustmients. The govetwnt wage btii fncte%sed by only 7 per cent, 
Coq8r@d tith a 10 per cent increase allotted for tn the budget. These 
ssvlngs, however, were mum than offset by stepped up government pur- 
chases of goods and servtces and tncreaaed substdtes to goverruaent 
agenctes and st %te enterprtses. 

7be publtc sector investment target of 10 per cent of GDP was ex- 
ceeded by 2 percentage potnts. This deperture can be ascribed for the 
most part to spendtng In excess of plane by the electrtclty company 
(IME) and by the Soctal Security Agency. For several years IUHE has 
been expanding its hydropouer genetettng capacity tith the flnancfal 
help of the World Bank and the Lnter-Merfcan Development Elaak. At 
present, IRHE’s largest uadertsking Cs the construction of the &a For- 
tuna dglB, a 100 megawatt plant expected to come on etrelrm In Late 1984. 
Over the years this p%rttcul%r project h8S had. a htstary of sttable 
cost overruns. Around the tatddle of last yeer, the project’s prtlne 
forefgn contractor m8de deppands for additional corpensatton, threaten- 
tng to withdraw from the project otherwise. The authortttes eventually 
agreed to m8ke 8n unanttctpeted cash payment of B 50 mtlllon to settle 
the issue and avoid further and costly delays that uould have reeulted 
if co?amisslontng of the plant had to be pushed further into the future. 

AnotheA major area where tmplemantatton of the program went astray 
~8s in a social housing project of the Social Security hgency. The 
Agency’s original plan, formulated around the middle of 1981, called for 
the constructton of some 8,000 housing units over a two-year period at 
8 total cost of 8 220 mtlllon. The ftnanclal %uthorttfes found these 
goals too iwrbltious and were able to slow down tte pro)rct st that 
ttme, end ltmtt such outlays to a mextmum of B 30 mlllion in calendar 
1982. The project was brought to a hsit temporerily, but spending 
accelerated Q,J the ftrst quarter OF 1982. and by the end of the first 
half of the year outlays had already amounted to almost B 60 mfllton, 
before they were finally brought to 8 halt. 

-__--_ - _ -- ..-- 
i/ Includtng a residual item shown in Table 3 %s the overafi deflctc 

of the nonconeoltdsted public sector. 



te oit.llons of ba1boosJ “-n..-- 

595.0 
3Ez 

0.6 

9bO.i 

b2ra. 5 
3iO.t 

-25.5 -_I 

-3bS.i -.. 

-11.5 

-J?f*l 
479.5 

- tm. i 
-i.b 

I ,032.a 
928.8 

53.8 

iii.3 -- 

Mb* 7 _p- 

12.6 

i.lP7.J 

1.Ifo.d 

66.5 

i&%! 

l.Ni.9 
369.9 

r;5>,. 4 

” -201.9 .-- 
bl .b 

!fI.L 
:5.2 

X.3 
35.4 

(2b. 3) 
Its.51 

k.t-8 

-5.4 

I.6 
3.H 

m-5 
I .29t?;r 

61.8 

L.bIJ.5 

I.ibB.5 
c;f.F? 

;9T.e 

-?S$.” .--- 

-255.0 .-- 
I’ll.9 

7.t fncl~~~ea IUTC use of Fond resource*. end Loan di6burKeiaunC -faoa Mexico and hmetuetn under the San I~~.~,., 
:;i’H ,~rsnt that are chaaaeled by the KatLenal Bank to cbe nonftnansfai public sectar. 

3.’ fhps target 1s to & adfustcd dovmrard to the uxtcnc of tranaaccions as described In ( t 1 above. .-. 
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The cetlfng on Eiationai Bank net credtt to the public sector fur 
1982 was observed with a margin B 52 million because foreign credits 
more than covered the deficit of the nonftnanctal public sector. Net 
foreign borrowing by the entire public sector (including official 
flnanclal Instttuclons) araounted to USS509 milllon, and the limit on 
such indebtedness was exceeded by USS254 millton. The outstanding 
external Sebc of the pubitc sector increased by almost one fifth durtng 
1982, reaching USS3.l btllton at the end of 1982. or the equivalent of 
73 per cent of GDP (Table 4). 

Is 1981 the deftcit fn the current account of the balance of pey- 
ments tidened to tiSS429 millton (11 per cent af GDP) from USS271. million 
(?-3/h per cent of GDP) in the prevtous year, mainly as a result of an 
increase fn imported xtachtnety and equiponent for the construction of 
an oil ptpeltne across the Panama Isthmus. The Government of Panama 
has a ntnortty interest in thts undettaktng, which was financed main!y 
w!th prtvate capital. Accordingly. private capital inflows ftnanced 
more than three fourths of the current account deftcit in 1981. Despite 
b sharp drop In imports for thts project as It neared completion, the 
current account defictt zkdened sormvhat tn 1982, reflecting demand 
pressures orlginattng tn the publ4c sector. ‘rn relation co GDP, the 
current account def:cIt remained at 11 per cent of GDP, but fn concrasc 
utth the precedfng year, this deftctt was financed exclustveiy w4th 
official captcal (StacistPcal Appendix Table 12). 

III. The Financtal Program for 1983 and 1984 

1. suprma 

In framing a ftnanctal program for the medium term, the Panamanian 
authorities ctinfronted three basic problms: fCrst, access to foretgn 
ftnancing fs likely to be severely restricted for some ttme to c&me 
because of the need to ease the burden of debt servtce payments, and by 
lenders ’ financial concerns about thetr exposure; second, the weak 
savings performance of the public sector makes it difficult co finance 
do+ctestically the level of public investment that ts deemed necessary 
LO advance Panama's development objectives; and third, the international 
economic slcuation-- and particularly chat of Panama’s tradtng partners 
fn the Latin bertcan region--ts such that, short-term prospects do not 
augur uell for economic growth. 

To address there problems, the authorities have formulated an eco- 
nomIc and flnancfal program for 1983 and 1984 with a view to attaining 
three baste object fves: ( 1) co reduce the overall deficit of the pub1 Ic 
sector from the equivalent of 11 per cent of GDP fn 1982 to 6 per cent 
in 1983 and 5-1/Z per cent lo 1984; and to finance these deficits with- 
out net recourse to commercial credits (Table 5); (2) to seek adjustment 
not only in term, of reducing the public sector borrowing requirements 
CO a more manageable level, but also in terms of providing Cot- an 
Cncrease Cn public sector savings of at least 2-l/2 per cent of GDP 



Table 4. Panama: External Public Webt Outetrrnding .A./ 

(In milltone of U.S. dollars) -- ..-.. I_-- _ P- 

- -  
. . ,  - - - “ - - . ._ - - -__  -  . . _ I . .  _ . -  - - -  

Prog. 
-- - - .-. ,_ - 1978 1979 19110 1981 1982 1983 .-- w -...- 

Tote.1 1,974.0 Ll67.7 L4OO. 7 2, bC2.5 3,105.ro 3,375.q 

By maturity 
Medium and long term 1,957.l 2,141.3 2,329.5 2,557.4 3,041*6 3,31 I.6 
Shormt term 16.9 26.4 71.2 45.1 64.0 h4.0 

By lender 
Bilateral and multilateral 

institutions 
Debt contracted on coarm*ircial tern 

Bonded debt and suppliers’ credit 
Commercial banks 

54.3. i 585.2 637.6 814.4 980.3 1 ,260.3 
I ,430.g 1,582.5 1,763.i 1,788.l 2,115.3 2.115.3 

(3,550.O) (400.3) (386.7) (373.a) (327.6) 
I 

(1.075.9) (l.kZ2.2) (1,376.4) (1.414.3) (1,787.7) ::::; 9 
I 

By borrower -- 
Nonf LnancLal pub1 ic sector I ,868.5 Z,Oh4.0 2.3OU.8 2.360.3 2,790.3 -- 
National Bank of Panam 105.5 10.3.: 99.9 242.2 315.3 --- 

--w-c^------ ------ -,------._---.--.._-------- 1_1--v- 

Sources : Office of t%e Controller General; National Bank of Panama; and Fund staff estimates. 

J-/ Includes debt collttacted with local branches of foreign banks, and use of Fund resources. 
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Table 5. Paname : l’Lwroeconomic Flow 

(As per cent of GOP) 

prog. Prei. Prog . 
1978 1979 1980 i981 1982 1982 !983 ______ 

I. Belance of Payment3 

Currenr accourt surplue or 
def lclr (-) -8.5 -1O.b -7.8 -11.1 -8.5 -11.3 -6.0 - 

Trade balance -19.6 -22.3 -7x-2 -25.1 -22.6 -24.6 -21.7 
Investment Income -2.2 -3.0 -4.6 -6.5 -4.0 -6.6 -5.9 
Other srrvfces and transfers 13.3 15.5 20.0 20.5 18. I 19.9 21.6 

Capital account (net) 15.7 15.1 11.8 12.1 8.5 10.7 6.U 
Official capita! 19.86.96.05.j 5.7 i-!-z 6.0 
Cther afildal banks 

transact ions 

Private capttal 

-3.6 2.0 1.1 -1.0 -- - -- 

-0.7 6.2 4.3 7.8 2.0 -i.3 -- 

*Set trrorzi and omissions -7.2 -4.5 -4.0 -1.0 -- 0.6 -- - ---- -- - 

II. Nonfinancial Public Sector 

Sonsslidated public sector 

savfngo -1 .o -1.) 3.3 4.0 4.3 1.6 2.7 
Central wvernaent current - 

e---m- 

account surplus or defi- 
cit !-I -1.8 -2.7 
Revenue I/ (16.5) (17.0) (2:::) (2:::) (2L ,z::, ,;::,“, 

(-19.5)(-19.8,(-19.3)(-22.0)(-21.2) Expend1 t%es (-18.3)(-19.7) 
Rest of public sector 

current account surplus 
OT deftcit (-) 0.0 1.2 2.6 3.4 2.9 3.3 3.2 

10.0 
8.7 

1.3 

Consolfdeted public sector 
capital erpendfture 13.9 10.8 

Fixed investment 12.99.9 
Other capital expendi?ure 1.0 0.9 

Ovetall deficit of the 
consolfdated public 
sector -14.9 -12.3 -- 

Nonconsolldated public 
sector surplus or 
deficit (-I -0.5 0.5 

Flnanclng 15.4 11.8 
Foreign 19.6 7.0 
Domestic -4.2 4.8 

Investment 26.6 28.1 25.6 28.5 
Public sector 13.9 10.8 9.0 9.5 

9.0 9.5 
7.6 8.5 
1.4 1.0 

-5.7 -5.5 -5-i -10.7 -6.0 -- -- - 

0.5 0.1 

5.2 5.4 5.7 11.1 6.0 
b.5 1.6 5.7 1c.4 6.0 

-1.3 3.8 -- 0.7 -- 

111. Savings and Investment 

Private 6ector 12.7 17.3 16.6 19.0 

Savings 26.6 28.1 25.6 28.5 
Foreign savings 8.5 10.6 7.8 i-i-z 
National savings 18.1 17.5 17.8 1’.4 

Public sector I/ (-1.0) (-1.5) (3.3) (4.0) 

12.3 0.7 
10.6 8.2 

1.7 0.5 

-- -0.4 -- 

28.2 29.1 24.6 
10.0 12.3 8.7 
18.2 16.8 15.9 

28.2 29.1 24.6 
A.5 11.36.0 

19.7 17.8 18.6 
(b.3) (1.6) (2.7) 

Prfvate sector (19.1) (19.0) (14.5) (13.4) (15.4) (16.2) (15.9) 

.Hemorandum Item 
Rate of growth of real GDP 9.8 4.5 6.0 4.3 5.0 4.1 1.0 
GDP deflator 7.9 9.3 10.1 6.1 9.5 4.6 5.0 

Sources: Office of the Controller General; and Fund staff estimates. 

1/ Includes grants-in-aid. 
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over the program period, and a reorientation of spending policies to 
promote a more efficient resource use by the public sector; and (3) to 
create conditions propitious for private capital formation through a 
rationalization of government regulatory policies. In this regard, 
special emphasis is to be placed on the elimination of administrative 
trade restrictions, the easing of controls over private pricing deci- 
sLons and the reassessment of industrial incentives and farm price 
policies. 

2. Performance criteria 

The following performance criteria have been established: (1) qrtar- 
terly cumulative limits on the overall deficit of the nonfinancial pub- 
lic sector (Table 1 of the lette: of intent); (2) quarterly ceilings on 
the stock of National Bank net credit to the nonfinancial public sector 
(Table 2 of the letter of intent); (3) quarterly cumulative limits on 
net external borrowing by the entire public sector; quarterly cumulative 
limits on net rommercial borrowing by the public sector; and a ceiling 
on public short-term debt (Table 3 of the letter of intent); (4) the 
customary understandings relating to exchange and trade practices 
(paragraph 20 of the letter of intent); and (5) a review of progress 
made in the jmplementation of the fiscal program before September 30, 
1983, and another review before January 15, 1984 to reach understandings 
on policies and suitable performance clauses for calendar year 1984 
(paragraph 21 of the letter of intent). Table 6 summarizes the program's 
quantitative performance clauses through December 31, 1983. 

3. Financial policies 

The program calls for a reduction in the overall deficit of the 
nonfinancial public sector from B 464 million in 1982 (11 per cent of 
GDP) to B 270 million in 1983 (or the equivalent of 6 per cent of GDP). 
As in the previous arrangement, the limit on the public sector deficit 
has been defined as the sum of its net external borrowing (including 
net borrowing from local branches of foreign banks), its net credit 
from the National Bank, and its net proceeds from bond issues placed 
with the domestic private sector. 

The large adjustment that is required in the fiscal deficit in 1983 
is to be achieved by raising the public sector current account surplus 
by 1 percentage point of GDP to 2-l/2 per cent, and reducing public 
capital outlays from the unsustainably high level r: 12-l/2 per cent 
of GDP reached in 1982 to 8-l/2 per cent. 

Because most of the adjustment is to come as a result of investment 
reductions, the staff requested World Bank assistance in assessing the 
adequacy of Panama's investment plans. The staff of the World Bank 
conducted an in depth review of the investment budget for 1983 and the 
draft budget for 1984. 
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Table 6. Panama: Stand-By Arrangement Quantitative 
Performance Criteria 

(In millions of balboas; end of period) 

1983 
June September December 

Cumulative overall nonfinancial 
public sector deficit 

- Cumulative limit 

National Bank net credit to 
public sector 

Cefiing l-/ 

150 210 270 

334 259 214 

Cumulative net foreign borrowing 
of the public sector 

Total external public debt 21 
Total external commercial d:bt 
Outstanding commercial debt with 

maturity of less than one year 

30 165 270 
-- 40 -- 

. . . . . . 64 

i/ Ceiling will be adjusted upward to the full extent of the pur- 
chases that the National Bank might make from the Fund during the 
period of the Stand-By Arrangement, and of net disbursements on loans 
to Panama from Venezuela's Investment Fund and/or on loans from the 
Mexico/Venezuela Oil Facility intermediated through the National Bank. 

21 This limit will be adjusted downward to the full extent of any 
net purchases made from the Fund by Panama. 
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The World Bank shares the Panamanian authorities’ and the staff’s 
view that the planned curtailment of capital outlays would not be 
detrimental to Panama’s medium-term development strategy. As already 
noted, public investment spending by the public sector in 1982 included 
certain outlays of a nonrecurrent nature. In addition, most of the 
projects that have been deferred to a later time are considered of low 
priority, and some ambitious projects of questionable economic worth, 
such as the development of the Cerro Colorado copper deposits and the 
construction of a large bridge across the Panama Canal to replace an 
existing one, have been dropped. In contrast, those projects that have 
been retained are judged to be economically sound, and are generally 
geared to the provision of the necessary infrastructure to complement 
private sector initiatives. Investment by the electricity company, for 
instance, is confined almost exclusively to the high priority La Fortuna 
project, and profitable state enterprises such as the Telecommunications 
Company and the Airport Authority are to be restricted to investments 
financed from their own resources. Because of its critical financial 
situation the National Development Corporation (COFINA) is being re- 
structured, and has been prohibited from expanding its loan portfolio. 
Expansion plans previously entertained by the authorities in the sugar 
sector have also been shelved. Public works outlays will be only for 
necessary maintenance and rehabilitation since the basic infrastructure 
is largely in place. As in 1983, the preliminary budget for 1984 
concentrates expenditure in energy, transportation and agriculture, 
while further reduction are to be made in education, health, housing 
and telecommunications. 

Medium-term prospects for a significant improvement in public 
savings appear good. Panama’s ongoing development of its hydropower 
potential seems to be back on track, and the coming-on-stream of the 
La Fortuna hydroelectric plant in the fall of 1984 should result in 
savings in fuel consumption of about B 65 million a year, at current 
petroleum prices. Panama’s 40 per cent participation in the new oil 
pipeline venture will not be a significant source of government revenue 
until 1985 because the after tax net profits of the pipeline corporation 
are being almost fully devoted, at present, to the amortization of debt. 
After 1985, however, the Government’s share of net profits, together 
with corporate taxes, should amount to approximately B 80 million a 
year, assuming no change in present charges and volumes transshiped 
(USSO. 95 per barrel, 800,000 barrels a day). 

While the expected windfall from these assets should eventually 
provide substantial financial relief for the Government, the authorities 
have recognized that they can hardly afford to mortgage this potential 
income stream by failing to take steps to improve the public savings 
performance at once. Accordingly the authorities have taken a number of 
revenue and expenditure decisions to make feasible attainment of the 
program savings target. 

The revenue measures that have been adopted involve a tax package 
that features selective tariff increases on a wide array of imported 
goods as well as replacement of existing quota restrictions on a large 
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number of consumer goods with equivalent tariff protection. Among 
the most significant individual items, import tariffs on automobiles 
were increased by one half to an average tax rate of close to 30 per 
cent; this measure should yield an estimated B 5 million on an annual 
basis. Taxes on imported petroleum also have been raised, not only for 
revenue purposes but also as part of a long standing policy of encoutag- 
ing energy conservation. The oil tax increase should yield some B 7 mll- 
lion a year , or about one fourth of the estimated total benefit that the 
Panamanian economy is expected to derfve from the recent drop in inter- 
national petroleum prices. The present regime of specific taxation on 
imports was last revised more than a decade ago, and effective tax 
rates have eroded significantly sfnce then. The authorities’ eventual 
goal is to substitute ad vatorem import tariffs for specific duties, 
to modernize the Customs Administration, and to adopt the Brussels 
Nomenclature. Technical assistance is being provided by the Fund in 
this regard. In due time, these reforms should substantially improve 
customs revenue collections. For the time being, however, import duties 
on items that were being taxed at low rates have been raised, and in 
addition, quota restrictions have been lifted on higher priced shoes, 
clothing articles, and various other consumer goods and replaced with 
equivalent tariff protection. This set of measures should produce 
some B 22-25 million a year. In addition, ship registration fees have 
been Increased to raise another B 3 million. Altogether the revenue 
package is projected to yield the equivalent of close to 1 per cent of 
GDP on an annual basis. 

Margin to reduce current expenditure is greatly restricted by the 
burden of interest payments on the external debt. These payments amount 
to close to 8-l/2 per cent of GDP and absorb more than one fourth of 
total public sector receipts. In the Central Government interest pay- 
ments alone account for more than two thirds of total government revenue. 
The Central Government is to keep other current expenditures under tight 
control. Current outlays are birdgeted to rise by no more than 3 per 
cent in 1983, despite the granting for the first time in more than two 
years of across-the-board wage awards to public employees, averaging 
some 10 per cent. The budget calls for sharp reductions in government 
transfers to the rest of the public sector, which have been accompanied 
by actions to strengthen the financial situation of a number of public 
enterprises and decentralised agencies. Most noteworthy has been the 
decision to curtail sharply the operations of the La Victoria Sugar 
Corporation. La Victoria has required large operating subsidies ever 
sinc& the decision was made in 1974 to build three new additional sugar 
mills with the aim of easing unemployment pressures. Operating losses 
by the corporation amounted to almost B 40 million in 1982. In March 
1983, the corporation was ordered to cut short the harvest season and 
to close permanently the Felipillo plant, the largest and most ineff- 
icient of its four sugar mills. 

Recently the Government has concluded a comprehensive review of 
those state enterprises and decentralised agencies that have been 
dependent on large government subsidies. As a result, some of these 
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entities have been liquidated and the operations of r)tiicr*, d+~ .:tl ,+t i! : 
have the Fotential of becoming economically viable, have htrfbn r.tt i~~r:- 
alited. In late 1982 the state-owned banana corporation (!:cjRAPAi. ;??i,-k; 
had begun to incur heavy losses following labor problems and markccing 
difficulties, also was closed. Tn January I983 a new Luxury koce I that 
was already SUStSining large operating losses was auctioned i>ff for 
B 34 million, resulting in an overall loss of B 20 million. most of 
which had to be absorbed by the Government. In March 198’3, the Govern- 
ment set a firm timetable to end the contractual arrangement by which 
the state-owned cement company (Bayano) has subsidized the only private 
cement company operating in Panama. Also in .%rch, the Agricuitural 
Marketing Institute was directed to dispose of rice stocks in expilrt 
markets. A new price structure has been established to eliminate sub- 
sidisation of rice growers through official prices that had been se: 
too high. Negotiations are also underway to sell another large hotel, 
the Contadora Island resort, and the national airline to private ~L‘OIL~S. 
Important institutional reforms have been carried out in the public 
housing sector as well. The National Mortgage Rank is no longer !J~I-- 

mitted to raise funds from commercial banks and its lending sate+ iiavp 
been increased from 8 to f2 per cent; the Social Security i\gencv is tc. 
cease extending direct mortgage financing. In recent years, tht: pric:inq 
policies ia the traditional public enterprises have been set in such a 
way as to produce adequate rates of economic return on revalued assets, 
and generally, operating expenditures have been kept under tight control m 
Close attention will continue to be paid to the operation of these cnter- 
prises and their pricing structure will be appraised periadically. “he 
latest such review was completed in January 1983 and resulted in U~LI.IT-(~ 
adjustments in water rates and port fees. 

In a further effort to ensure compliance with budgetary guidelines. 
the iiudget Law for 1983 provides for strict cash expenditure limits for 
each ministry and government agency; spending outside these limits is 
allowed only with the specific approval of a financial cornmission 
chaired by the Vice-President of the Republic. In addition, a Public 
Credit Section has been created within the Ministry of P’lannfng to 
coordinate and regulate commercial debt operations of the state ent-rr- 
prfses, and facilitate management of the external debt. 

Given Pansma’s financial setting and reflecting the autharIcit?s’ 
concern over the liquidity of the National Bank, the nunfinancial 
public sector may have recourse Co National Bank financfn~ in 19Hj, 
only to the extent of net purchases that Panama might make from t.ht? 

Fund under the requested stand-by arrangement and CFF, and ol: loall 
disbursement from Venezuela and Mexico under the San Jose Oi 1 Ayrt~L~x~nt. 
The credit ceilings set out in Table 6 will be adjusted upward by tht: 
amount of those transactions to allow for their intermediation thrl)rl;:\l 
the National Bank to the nonfinancial public sector. The phas irir': n1t 
these ceilings takes account of the Treasury’s seasonal financir:Lr 
needs, which are related for the most part to bridEe finan~*tnr! ext~~nd~~d 
by the National Bank while foreign loans are disbursed. 
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*. Yxternai policies 

One of the key objectives of the program is to slow down the rdte 
of accucdstion of the external debt, while improving its maturity 
structure and thus reducing the cost of servicing it. To this end, 
the program calls For a sharp reduction in the rate of growth of public 
external indebtedness A/ from about 20 per cent In 1982 to 8-L/2 per 
cent in 1983. The permissible size of the public sector deficit has 
been determined on the basis of the financing available from wtltflateral 
and bilateral agencies, and thus the program does not contemplate any 
net use of coercial bank credit, supplfers’ credits or foreign bond 
placements by the publfc sector in 1983 and 1984. Aa a result, the 
outstanding public debt contracted at commercial terms is projected to 
decline from 50 per cent of GDP at the end of 1982 to 47 per cent of 
GDP at the end of 1983. and to some 43 per cent of GDP at the end tst’ 
1984. The ratio of total outstanding external public debt to GDP is 
projected to increase slightly in 1983 and stabilize in 1984, reflecting 
the prospective disbursement of a USS75 million structural adjustment 
loan f;.om the World Bank, expanded development assistance from the 
Enter-American Development Bank and the World Bank for the completion 
of the ta Fortune hydropower plant and other smaller projects, and 
purchases from the Fund. The phasing of the limits on the external 
public debt and net cosrnercial financing set forth in Table 6 takes 
into account the seasonality of principal payments on the foreign debt, 
and prospective disbursements of foreign loans. 

The stipulation that the public sector will have no net recourse 
to comercial financing during the program period has important impli- 
cat ions. Together with the ceflings on National Bank credit, such a 
limit should ensure that the composition of total public sector expen- 
diture remains broadly in line with program targets. The emphasis 
placed by the authorities on the efficiency of resource use, and the 
tight con8traints on public investment expenditure makes this provision 
a critical aspect of the program. 

Panama does not lnaintain restrictions on payments and transfers 
for current and capital international transact’ons, but numerous trade 
restrictions do exist. It should be noted, however, that in many fn- 
stances, these restrictions are not or cannot be easily enforced because 
the relatively unimpeded access to the Colon Free Zone and the Canal 
area tends to facfiitate contraband trade. Nonet heless, at the time of 
the last Article IV consultation discussion the authorities had fndi- 
catcd that in their view these restrictions do constitute an impediment 
to a more efficient economic system, and give rise to resource mfsallo- 
cations, while depriving the Treasury of a potentially important sot~rce 

of revenue. They also stated at thet time chat action in this are8 had 
t3 await a comprehensive tndustrlel policy review that would determine 
vhecher the substitution of a greduated tariff far import quotas mtght 
be undertaken on a large scale. 

‘--I--“-- -- --l--_cI- --WV....__ --.. ----- ---.-- -.- -... - 
r: Including use of Fund resources. - 
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For the last six mmths, the authorities have been conducting a 
review of tariff policy and protectionist practices with the participa- 
tion of interested industrial and coaneerctal gcoupS. In these dfscus- 
sions the euthotities h8ve taken the position that quota restrictions 
have ceused dtstottlons in the allocation of resources, making it rreces- 
saty fo m8Inteln 8 cumbersome system of price controls. The Govern- 
mnt’S eVentu8l go81 i8 t0 do away 8ltOgether with 8dminiStratiVe 
import restrictions. As 8 first step, in February and May 1983 quotas 
on 97 import. items were removed, and 8n additional 17 quotas will be 
removed by August t983 at the retest. The teorafning quotas, which 
uould account for less then half of the total number in existence at 
the end of 1982, will be eliminated as soon 8s the pertinent studies 
ate mmpleted. The quotas that h8Ve been Lifted have been replaced 
by apptoxilsetely equiv82eat tariff protect ion. The authori ties have 
yet Co determine over what period of time end up to What level this 
protection is to be reduced. They want to proceed cautiously in this 
regard to give time to currently inefficient domestic fndustrfes to 
adjust to foreign coepetition. 

5. Production policies 

The experience of the 1979-81 period has shown that fiscal poli- 
cies aimed at stteagthening the flnencial positfon of the public sector 
tend Co improve confidence abroad in the quality of economic wBnagement, 
and induce the international benking community located in Panama to lend 
CO the private sec:tot. In the present recessionary setting, however, 
the increased availability of foreign credits alone is not likely to 
be enough to encourage economic expansion. Since the public sector is 
not expected to be in 8 position to influence economic 8ctfvity sfgnlff- 
C8ntly while embarked on 8 course thet will narrow the scope of its 
operations In the economy, the Government’s intention is to play a role 
complementary to private initiatives, supporting them with tariff, price 
and employment policies designed to foster private capital formation. 

Reference 8lte8dy has been Qade to changes in protectionist poli- 
cies. The eventual ala in this ate8 is to establish a level of ptotec- 
tion low and uniform thet will induce local industry to compete more 
aggrensively ulth foreign producers, benefitting consumers in the pro- 
cesp , and shifting the pattern of Investment toward the export sector. 
I%*: elimination of quantitative import restrictions will render obsolete 
present controls over private pricing decisions. Inasmuch as most of 
the quotas th8t ate being abolished were administered by the Price Rqu- 
lation Board, the role of this sgency will have to be redefined. In 
this regard, the Government’s intention is to phase out gradually most 
price cant rols , and Interfere with market forces only in a limited num- 
ber of cases where oligopolisclc pteetices are believed to lead to 
abuse. 

The revision of the structure of protection has been extended to 
the Industrial Incentives Law of 1971. Under this law, products sold 
by Panamanian enterprises, which have entered Into contractual agreement 
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itiE tk& C%vaFe~nt. 6sePe Qlvefi quota pracecCfan aad sobfczccect ho arice 
cxmt rals. The ecd result was a system that impifcitly fixed and partin- 
teed profit raiirgfns for the terar of the contraCt, which was nsrmally 
extended by the slrsple expedfent of forming a new Etmt. In March 1983 
the Government made the announcement that new industrfaf contracts wftl 
be offered for five-year periods only (existing contracts average ten 
years 1, md interested parties have been forewarned that extentions 
till be granted only sparingly. The new contracts ulll neither provide 
for any quota protection, nor will profit margins be guaranteed. 
Tariff protection is to be restrlcted to 125 per cent of value added in 
the first year, after whfch ft till be reduced to 100 per cent for the 
reminder of the contract. 

The authorities would like to provide some stimulus to export ac- 

tivities. Export incentives are offered at present in the form of 
redecebable tax certifbcats (CATS) for the equfvalent of 20 per cent of 
the value added of exports of manufactures. The authorities are 
considering simplifying procedures for obtalnlng the CATa. but at the 
same time, they are concerned about the fiscal impact of itberalfzing 
the CATS too generously. One idea that is being conteaplated is to 
modify the CAT’s system by relating tax concessions to the value of 
the wage bill of the factory uorkforce. However, the authorities are 
concerned about the posslbflftp that such an approach would dfscrim- 
fnate against sraeller firms wfth lover-paid workers, and they Intend 
to conduct further studies before deciding on what actions they might 
cake. 

In other efforts CO provfde incentives for the private sector. 
the Government sponsored the formstlon of a National Investment Council 

with the participation of prominent aiembers of the Panamanian business 
community. The principal function of this council ls to identify fnvest- 
r#ent opportunities in the export sector, and to pool domestic private 
financial resources for these endeavors and encourage foreign partfci- 
pation. For its part, the Governlnent intends Co apply the tabor Code 
of 1972 more flexibly, particularly with regard to vork rules during 
trafntng perids, part-time uork, and overtime pay. Under present 
Labor Code rules, fltl~dl are often reluctant to provfde trainfng ta 
unski lled worke ts , or to adapt the length of the work-week to demand 
conditions. because of the vested rights workers acquire under these 
c-i rams t antes , uhlch result in permanently increased uege costs. 

For many years, the Governmentus farm policy has been geared more 
toward the achfeveeent of social obfectlves than to the pursuit of eco- 
nomfcally sound productive endeavors. These policies ted to the estab- 
lishment of protected domestic markets to encourage import substftution. 
together with investment programs designed to ease unempioymeot pres- 
sures . ?4otwlthstanding the substantial transfer of resources from the 
rest of the economy that resulted, agricultural output has been virtunlly 
stagnant over the Last ten years. The authorities have fndtcated that 
the economy can no longer afford continued subsidizatlon on a large 
scale of the inefficient production patterns that have developed over 
this period. AS already noted. the role of state enterprtses fn thr 
banana and sugar sectors is befng ratfonalfted. Support price poIic:fes 
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are also being revised to do away with existing distortions and allow 
for a freer play of market forces. R.ice prices at the producer and 
co~~sumer tevels have been restructured to phase out government subsidies 
co rice growers and the stocks of excess rice supplies. vhfch have had 
to be exported at a loss. Support prices for potatoes have been elim- 
inated wit&. the same aim in wind. Export restrictions on coffee and 
beef hme aeon ltfted, and retaif price control5 OR meat products have 
been casea. Finaiiy, the credit policies of the Agricultural Development 
Bank will be redefined. in this connection, subsfdized credit will be 
reduced ; loan recovery ~ifl be vigorously pursued; and new lending will 
be directed touard activities where Panama enjoys a comparative advah- 
cage. -uch 3s fn forestry, dual purpose cattle raising, tropical export 
s rop5, vegetables. and fruits. 

!V. Staff AppraZsal 

After a period of three years from 1979 to I981 durtng whtch Panama 
made sfgnftieant strides in strengthening the public finances, ffscal 
policies became very expansionary in 1982. The financial program for 
1992 originally Sad ceiled for a contiauetton of moderate fiscal poli- 
cies; end as tn the ptecceding two years, a limit was established on 
the overall public sector deficit at under 6 per cent of GDP. This 
deficit uas to be financed exclusively with foreign borrowing. The 
‘fsc8.l prograut was based on the emm5ptfon that the Panamanian economy - 
would maincai.n a rate of economic growth of about 5 per cent as in the 
previous three-year period, with prices rfsing by less than 10 per 
cent. 

Panas~‘s price performance turned out to be such better than ex- 
pected in 1982, uith prices rising by oniy 4 per cent. while output 
greu by 4 per cent. Panama’s fiscal performance, however, differed 
substantiafly from progriMed guidelines. The overall public sector 
def icLc widened to B 464 mitlion, or the equivalent of 11 per cent of 
GDP. exceeding the program iiaslt of B 255 million by 5 percentage points 
of GDP. The limit on ner external financing also was exceeded by a wide 
margin; Ret foreign borrovfng by the entire public Sector amount@d Co 
more then WSSMHi m.ilUoa, rafsiag the external public debt to USS3.1 
bj.llion by the ead of 1982, or the equ.ivatent of 73 per cent of GDP. 

The program fur 1983 and 1984 Is a new attempt to strengthen the 
public sector finances. But, the circusstances under uhich thfs adfust- 
mrtnt ts to be carried out are far store unfavorable than chose prevat king: 
during the 1978-81 period. At that time ,the economy was entering into 
3 phase of relatively rapid growth as confidence was restored following 
the settiement of the Panaass CanaL issue. Also, foreign lenders were 
shoving great utliingness to extend credits co Panama. At present , the 
iIiternatlon31 economic envfronment, particularly for Panama. is such 
that the service oriented Panamanian economy fs not expected to register 
much growth Lr, 1983. if any. At the same time, the magnitude of the 
public external debt and reluctance by foreign Lenders to increase their 
exposure in Panama leave little scope for polfctes of gradual fiscal 
adjustment. 
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The financial program for 1993 and 1984, therefore. appropriately 
calls for a sharp contrsc~fon in Che public sector deffcft, and the 
authori:ies are not seeking net use of commercial bank credit, suppliers ’ 
credits or foreign bond placements co finance these deficits. The 
authorities, moreover, recognlte Chat limitations on the use of foretgn 
credit is not just transitory. For chat reason, the adjustment that 
is being sought is a concerted effort to reorient economic policies 
toward a more rational use of the resources available. To this end, 
the authorities have taken the decision co reduce the scope of the 
public sector In the economy and Co probide incentives to the private 
sector to enable tc co assume a leading role in the generation of 
employment. 

The weak performance of the public sector on current operations 
reflects to a Zarge extent past investment decisions thar: have failed 
to yield an adequate rate of economic return. As a result, Panama’s 
room for maneuver is greatly restricted by the burden of interest pay- 
ments on the external debt. To correct this situation. the authorities 
have taken steps to streamline the operations of a number of state 
enterprises and decentralized agencies, uhich have required large 
goverwnt subsidies in recent years. Most noteworthy has been the 
decision to curtall sharply the operatlons of the La Victoria Sugar 
co rpu;-at ion. In addition, the Government has already disposed of, or 
intends to do so shortly, of a number of entities involved in the 
tourist trade. in an effort to reduce further the drain of financial 
resources that these operations entai I. Revenue measures also have 
been adopted aimed an improving the public sector savings performance. 

Uhfle the bulk of Che fiscal adjustment in 1983 is to be achieved 
through a reduction In public investment, the staff is of the view 
that this reduction is but a reflection of the unsustainably high level 
of investment spending in 1982. Nonetheless, the staff requested the 
assfatance of the Uo’rld t5rPnk staff to assess the adequacy of the 
investment program for 1983 and 1984. Based on a review of Panama‘s 
mediurterm investment plans, the world Bank has stated that its 
management considers the level and sectoral composition of Panama’s 
1983-84 investment program to be approprlate and In line with economic 
priorities discussed vlth the Bank. In the Bank‘s view the program 
reflects the need for austerity and a revised development strategy; 
most of rhe projects deferred or dropped have a less pressing priority 
whfie nearly all1 chose that remafn have been selected on the basis of 
their economic vorch. 

The staff is of the view that the key to a more efficient resource 
use by the economy as a whole lies in the dismantling of adminfstrativc 
trade restrictions and the elimtnation of control over prtvate pricing 
decisions. In this regard, the staff is encouraged by the attitude 
taken by the authorities with respect to the replacement of tntport quotxs 
by tarfffs, and the ongoing redefinition of the regulatory functions pi 
the Price Control Board. SiBli larly , the rationallzation of producer 
price policies in the aqrfcultutal sector should shift investment away 
from protected markets and toward areas where the Panamanian economy 

t’n.Joys comparat tve advantages. 
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Me authorities face constraints in acting to liberalfze Pansma’s 
labor legislation. It is encouraging to note that despite these con- 
straints, efforts are being made to ease certain provisio?s of the 
Labor Code that have been perceived as detrimental to job creation. 

In sum, the Panamanian authorities have embarked on a major 
reorlentat%oa of their economic strategy, one that emphasizes strong 
fiscal adjustment together with a rationalizatfon of the government 
regulatory role In the economy. WMle implementation of this ambitious 
program till require ti great deal of perseverance, it Is the staff’s 
view that the program 1s suitably designed to allow the economy to 
veether the present troubled period and return co 8 sustainable growth 
path. 
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v. Proposed Decision 

1. The Government of Panam has requested a stand-by 

arrangement for the period from to December 31, 

1984 for an amount equivalent to SDR 150.0 million. 

2. The Fund approves the stand-by arrangement set forth 

in EBS/83/102. 

3. The Fund waives the limitation in Article V, Section 

3b(iii). 



(in millions of balboas) 

Current revenue 
Tax rcYcnuc 

fncome tax 
Other dlroct tsxes 
T*xts on fortlgn trade 
Taxes on domesttc rransacttorts 

Hontar reYenue* 
POEmma calm1 
Transfer froa the rtsLf of 

the public secfor 
011 pipeline royalties and Lax06 
Other 

WS.6 - 477.0 707 .u ?Y?I . 5 
338.1 iu5.1 .TxTi 011.: 

(120.9) (151.1) (205.0) (ZSh.>, 
C2G.O) 01.1) (35.h) (53.1) 
( 70.1 ) (80.2) (91.0) 199.1) 

(IL3.RI (lbl.7) (2W.3) (211.L) 
6h.b 71.9 1 i!l.ir 179.* 
(2.3) (2.1) (83.ti)Lt (?j.k) 

412.2 -^ 
hhi.8 

. . . 

. . . 
,.. 
. . . 

'; I . .5 
(79. )i 

(a.21 CL.31 (18.a) 
t--j (--I 

(58.1) (65.1) (6::: 

(15.1) il;.li) CL:.&) I : .: . ” ! 

( -- I I I:.rl) I LT.“! -- : 

(80.1) t lIb.2) (gb.‘!) : 13,:. I! 

Currtnc erpendirurt 
Wages and salaries 
Goods and scrvlces 
Pensions and crrnsfers 

Of which: 
to the dtcenEralired agencies 
to rhe consolidated 

public enterprises 
Interest 

Internal 
4=wrs*4 

Other 

450.4 
19L.5 

30.8 
107.7 

553.8 b81.7 7b7 .i 
235.2 m3 29h.5 

33.0 b(l.3 5h.5 
130.6 ISZ.~! 175.5 

919.8 
317.n 
lrh.3 
iii.,; 

(bk.3) (09-b) (h7.1) (7b.5) 

Il3.h) 
20l.i 
(28.2) 

(i5it5 
78.8 

L9.3 

(4i.81 I 3h.l’I 

(7.7) (9.3) (10.3) 
85.0 133.0 196.7 

(19.6) (13.5) (lb.7) 
(62*4/ (LL?Sil (LW.~!) 

30.4 21.0 21.7 

-1b.8 26.1 -.!...I. _I --- 

Cranta in aid 5.0 1.8 -- 

-5L.i -- 

-- -- 

Capital expendi~urts 

Tranaftrs to rest of publfc sector 
Invt6raenr 

66.8 

145.9 

121.9 

229.7 

111.6 

-186.2 

23b.1 

-301 .s 

79.1 

-208.2 --- 

Io7.8 124.5 
217.2 ?A?.6 227.H 
138.2 15,t.n lbO.4 

79.0 91.8 b7.L 

1 TIJ.I., -. 
1311.5 

14.5 

Overall surplus or deficit (-1 
Pinaaciag 

-193.5 -193.3 -282.3 -194.0 

External dtbr 
Net National Be* 
Other L/ 

286.6 185.2 236.1 
-96.4 120.7 -23.5 

-4.0 -6.4 4.0 

(Annut ptrctnrage change) 

67.3 . . . 307.1 133.5 
132.3 . . . -22.2 ho. 5 

-6.1 . . . -2.6 -- 

Curreot revenue 
Tax revenue 
Noncax revenue 

9.9 17.7 48.4 
11.7 19.6 32.7 

1.4 8.0 136.7 

11.7 15.4 
13.6 8.8 

5.5 38.lJ 

Current expenditure 27.6 23.0 23.1 - - - 12.6 12.4 

Capital txptnditure 
Fired capital formation 
Transfers to rest of public sector 

27.1 57.4 2.R 
14.1 36.3 15.5 
46.8 82.5 -t-l.5 

(As per cent of GDP) 

-8.0 il.7 
11.0 9.1 

-29.0 16.2 

9.3 
5.h 

22.7 

19.0 

4.9 
1b.l 

-14.7 

2.2 - 

-25.4 
-18.6 
-41.6 

Current revenue 
Tax revenue 
Nontax revenue 

16.5 17.0 20.2 
m 14.5 15.4 

2.7 2.5 4.0 

20.3 20.4 20.5 a.4 
15.7 Lb.g 15.3 Is.0 

4.6 5.5 5.2 5.; 

Current expendicurt 18.4 19.8 19.4 19.8 19.3 21.R 21 .ir 
Uagts and salarfeo 8.0 8.4 8.0 7.d 7.3 7.5 3.8 

Current account surplus or deficit (-1 -1.9 -2.8 0.8 - - - 

-7.6 -10.8 -5.9 - - 

0 .5 - -1.3 -0.5 

Overall surplus or deficit (-1 -5.0 

1.1 - 

4.3 -6.7 -Q.3 

Sources : Office of the Controller General: Minfstry of Planning and Economic Policy; end Fund staff 
esriaares. 

I/ Includes B 12.5 million that was scheduled for payment in 1979 but recetved in 1980. 
c/ Includes bonds placed locally. 
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Table 8. Panama: Operations of the Social Security Agency 

(In millions of balboas) 

--__ 
Prog. Prel. Prog. 

1978 1979 1980 1931 1982 1982 1983 

Current revenue 
Contributlo?; 

From workers 
From employers 
Other quotas 

Professional risk premium 
Thirteenth month 

contribution 
Contributions to public 

employees' compensation 

pension fund 
Income from investments 

Other 

Current expenditures 
Administration 
Payments of benefit5 

and other 

151.7 181.9 219.1 266.7 321.8 318.7 349.7 ------ 
114.0 139.0 165.8 201.3 240.7 236.1 259.4 
(52.4) (65.4) (78.5) (93.7) (...)(109.4) (...) 
(55.4) (66.9) (80.3) (99.5) (...)(117.7) (...I 

(;$I ;;.:I ;;.;I (8.1) Cm..) (9.0) (...I 
. . . 15.7 17.2 19.4 19.5 

13.0 15.8 19.2 22.9 31.9 27.0 30.5 

5.6 6.6 8.3 10.2 12.0 11.4 12.2 
6.4 4.2 6.8 11.3 13.0 14.8 17.9 
4.2 5.9 6.1 5.3 7.0 10.0 10.2 

155.6 170.3 197.0 235.7 271.4 266.5 287.7 -- - .--- 1Z --- 
10.9 9.8 11.4 14.6 16.4 19.0 

144.7 160.5 185.6 223.4 256.8 250.1 268.7 

Current operatin sur lus 

or deficit- -3.9 11.6 22.1 31.0 50.4 52.2 62.0 
Current transfers (net) 15.4 20.0 16.6 35.1 40.1 35.6 41.9 

Current transfer from 
Central Government 

Transfers to Central 
Government 

Current account surplus 
Tdeficit (-) -- 

Ca@tal eznditures 
Fixed investment 
Financial investment 
Net lending to National 

Mortgage Bank 
Housing program and others 

Overall surplus or 
deficit (-) 

External financing (net) 
National Bank financing 

(net) 
Other 

(17.5) (22.5) (16.6) (41.2) (42.7) (35.6) (42.2) 

(-2.1) (-2.5) t-1 (-6.1) (-2.6) (--) (-0.3) 

11.5 31.6 38.7 66.1 90.5 87.8 103.9 ------- 

18.6 9.0 23.7 63.2 62.2 95.4 51.3 --- 
4.7 6.0 4.5 5.5 8.5 8.9 21.9 

1.8 3.0 6.0 4.9 8.2 9.0 1.4 

12.1 -- 10.9 14.2 16.0 16.7 13.0 
-- -- 2.3 38.6 29.5 60.8 15.0 

-7.1 22.6 15.0 2.9 28.3 -7.6 52.6 
-2.5 

- ---- 
. . . -1.3 -- -- -- 

. . . -20.1 -16.0 -24.7 . . . 7.6 -52.6 
me . . . 2.3 21.8 -- -- . . . 

Sources: Social Security Agency; Office of the Controller General; Ministry 
of Plannlnr dnd Economic Policy; National Bank; and Fund staff estimates. 



Table 9. Panama: Operations of the State Enterprises L/ 

(In millions of balboas) 

1978 1979 1980 1981 
Prog . 
1982 

Prel. 
1982 

Prog . 
1983 

Operating revenue 183.7 234.9 -- 361.9 427.1 

Operati.ng expenditure 
Interest payments 
Other current expenditure 

186.7 238.9 -- 
50.9 61.2 

135.8 177.7 

318.4 364.7 
68.8 67.0 

249.6 297.7 

Operating surplus or deficit (-) -3 .o -4.0 - - 43.5 62.4 

Transfers net of taxes 
Current transfers from Central Government 
Transfers to Central Government (-4.1) (-1.8) 

10.3 
(24.3) 

(-14.0) 
(48::) 

(-4.2) 

Current account surplus or deficit (-1 0.6 3.5 53.8 66.5 

Capital transfers 56.8 98.5 84.3 42.7 

Capital expenditure 
Fixed investment 
Other 

187.6 142.6 - - 
187.6 142.6 

116.1 
116.1 

-- 

Overall surplus or deficit (-) -130.2 -40.6 22.0 
External financing (net) . . . 10.7 -23.1 
National Bank financing (net) . . . 30.2 1.2 
Other . . . -0.3 -0.1 

117.1 
117.1 

7.0 

-7.9 
-9.9 
17.9 
-0.1 

473.4 442.0 -- 

399.6 393.4 -- 
79.1 61.1 

320.5 332.3 

73.8 48.6 

-12.0 -13.9 
(13.6) (9.6) 

(-25.6) (-23.5) 

61.8 34.7 

40.6 20.7 

146.6 186.8 -- 
146.6 187.7 

-- -0.9 

476.1 

407.1 -- 
82.9 

324.2 

69.0 

-10.1 
(5.9) 

C-16.0) 

58.9 

20.7 
I 
t-2 
b-i 

154.6 I 
154.6 

-- 

-44.2 -131.4 -75.0 
. . . 90.6 86.2 
..* 40.9 
. . . -0.1 

-11.2 
w -^ 
s n 

Sources: Office of the Controller General; Ministry of Planning and Economic Policy; National 
Bank; and Fund staff estimates. 

l/ Includes the operations of Hydraulic Resources and Electricity Institute (IRHE), National 
Teiecommunications Institute (INTEL), National Water and Sewerage Institute. (IDAAU), La Victoria 
Sugar Corporation, Colon Free Zone, Civil Aviation Authority, Tourism Institute, Bayano Cement Plant, 
and Port Authority. 
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Table 11. Panama: Operaticns of the National Bank of Panama 

(In millions of balboas; end of period) 

1978 1979 1980 1981 1982 

Net foreign reserves 
Assets 

Reserve position with IMF 
SDR holdings 
Foreign currencies 
Deposits abroad 

Liabilities 
Use of Fund credit 
Other liabilities 

Of which: 
Venezuela's Investment Fund 
PETROMEX 

Overseas operations (net) 
Credit to nonresidents 
Deposits from nonresidents 

Net domestic reserves -8.2 
Domestic currency 2,5 
Interbank deposits (net) -28.6 
Checks in clearing 20.6 
Cashier's checks In circulation -2.7 

Net domestic credit 107.9 266.8 288.2 437.5 516.2 
Public sector (net) -48.1 91.8 51.3 182.5 213.7 
Private sector 176.0 216.9 269.5 284.2 341.0 
Official capital and surplus -29.5 -29.6 -44.2 -51.8 -65.0 
Valuation adjustment 5.0 1.7 -1.8 -3.2 6.3 
Unclassified assets (net) 4.5 -14.0 13.4 25.8 20.2 

Long-term foreign liabilities 12.3 13.8 20.6 31.3 38.2 

SDR allocation 16.1 22.5 27.7 30.7 29.0 

Liabilities to domestic 
private sector a 

Demand deposits 
Time deposits 
Savings deposits 
Other deposits 

4.2 -40.2 
15zx 122.5 

(4.9) (3.3) 
(5.2) (5.2) 

(23.7) (68.5) 
(116.7) (45.5) 
-146.3 -162.7 
(-52.5) (-41.5) 
(-93.8) (-121.2) 

-62.9 -156.5 
121.1 120.0 
(10.3) l--j 

(1.4) (3.3) 
(42.5) (44.4) 
(66.9) (72.3) 

-184.0 -276.5 
(-23.1) (-93.6) 

(-160.9) (-182.9) 

-222.0 
100.0 

-- 

(1.2: 
(26.6) 
(69.2) 

-322.0 
(-84.1) 

(-237.9) 

I-33.31 
/--I 

l-37.3/ 
/--I 

-1.2 -3.2 
-- -- 

-1.2 -3.2 

-104.5 

l-43.31 
/--/ 

-4.0 
- 

-4.0 

-73.3 

I-86.51 
/-18.21 

1-121.11 
/-55.9/ 

-2.7 -4.7 
3.7 -- 

-6.4 -4.7 

4.5 4.4 
-127.0 -96.9 

20.9 21.0 
-2.9 -1.8 

-97.9 -79.1 
3.8 5.2 

-129.4 -104.5 
31.2 22.8 
-3.5 -2.6 

74.3 82.6 99.7 ' 118.4 143.2 
28.5 332 36.5 34.7 43.5 
27.7 29.2 39.6 52.7 61.3 
16.1 18.5 20.7 25.2 29.9 

2.0 1.6 2.9 5.8 8.5 

Source: National Bank of Panama. 
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Table 10. Pdnama: Consolidated Operations of the Decentralized Agencies L/ 

(In millions of balboas) 

Prog. Prel. Prog. 
1978 1979 1980 1981 1982 1982 1983 

Operating revenue 

Operating 
Interest payments 
Other current expenditure 

Operating surplus 
or deficit (-) 

Current transfers (net) 
Transfers from Central 

Government 
Transfers to Central 

Government 

Current account surplus 
or deficit (-) 

Capital transfers from 
Central Government 

Transfers from Social 
Security Fund 

Capital expenditure 67.0 44.2 60.6 65.6 103.4 90.7 66.1 
Fixed investment / 45.6 19.9 17.4 32,1 51.5 27.4 50.0 
Other 21.4 24.3 43.2 33.5 51.9 63.3 16.1 

Overall surplus or 
deficit (-) 

External financing (net) 
National Bank 

financing (net) 
Other 

34.7 43.2 54.5 64.1 76.3 73.3 73.8 ------- 

58.8 76.1 83.9 92.7 110.9 113.7 123.1 
11.0 19.5 14.3 19.2 

--- 
22.0 26.8 37.3 

47.8 56.6 69.6 73.5 88.9 86.9 85.8 

-24.1 -32.9 -29.4 -28.4 -34.6 -40.4 -49.3 --p-p-- 

26.8 27.1 26.3 27.7 25.0 41.5 30.0 

(26.8) (27.1) (30.7) (32.7) (33.8) (45.8) (36.0) 

(--I (--I (-4.4) C-5.0) (-8.8) (-4.3) (-6.0) 

2.7 -5.8 -- 

10.0 23.4 27.3 

12.1 - 

-42.2 -26.6 -- 
. . . 0.6 

. . . 26.0 
-- 

l . . 

-3.1 

10.9 

-0.9 -9.6 -- 

36.3 51.2 

14.2 16.0 

1.1 -19.3 -- 

46.7 18.8 

16.7 13.0 

-25.5 
28.6 

-16 .O -45.8 -26.2 -53.6 -- -- 
7.0 . . . 40.1 50.3 

-2.3 9.4 . . . -13.7 3.3 
-0.8 -0.4 . . . -0.2 -- 

Sources: Office of Controller General; Ministry of Planning and Economic 
Policy; National Bank of Panama; and Fund staff estimates. 

11 Inlcudes the operations of University of Panama, Human Development 
Institute (IFARHU), Agricultural Marketing Institute (IMA), National Financial 
Company (COFINA), National Mortgage Bank (BHN), and Agricultural Developmetit 
Bank (BDA). 

2/ Includes investment expenditures of the Housing Ministry. 



- 27 - STATISTICAL APPENDIX 

Table 11. Panama: Operations of the National Bank of Panama 

(In millions of balboas; end of period) 

1978 1979 1980 1981 1982 

Net foreign reserves 
Assets 

Reserve position with IMF 
SDR holdings 
Foreign currencies 
Deposits abroad 

Liabilities 
Use of Fund credit 
Other liabilities 

Of which: 
Venezuela's Investment Fund 
PETROMEX 

Overseas operations (net) 
Credit to nonresidents 
Deposits from nonresidents 

Net domestic reserves -8.2 -104.5 
Domestic currency 2.5 4.5 
Interbank deposits (net) -28.6 -127.0 
Checks in clearing 20.6 20.9 
Cashier's checks in circulation -2.7 -2.9 

Net domestic credit 107.9 266.8 288.2 437.5 516.2 
Public sector (net) -48.1 91.8 51.3 182.5 213.7 
Private sector 176.0 216.9 269.5 284.2 341.0 
Official capital and surplus -29.5 -29.6 -44.2 -51.8 -65.0 
Valuation adjustment 5.0 1.7 -1.8 -3.2 6.3 
Unclassified assets (net) 4.5 -14.0 13.4 25.8 20.2 

Long-term foreign liabilities 12.3 13.8 20.6 

SDR allocation 16.1 22.5 27.7 

Liabilities to domestic 
private sector . 

Demand deposits 
Time deposits 
Savings deposits 
Other deposits 

4.2 -40.2 -62.9 -156.5 
15Ex 122.5 121.1 120.0 

(4.9) (3.3) (10.3) (--> 
(5.2) (5.2) (1.4) (3.3) 

(23.7) (68.5) (42.5) (44.4) 
(116.7) (45.5) (66.9) (72.3) 
-146.3 -162.7 -184.0 -276.5 
(-52.5) (-41.5) (-23.1) (-93.6) 
(-93.8) (-121.2) (-160.9) (-182.9) 

-222,o 
100.0 

-- 
tt.2: 

(26.6) 
(69.2) 

-322.0 
(-84.1) 

(-237.9) 

l-33.3/ 
/--/ 

l-37.3/' 
/--/ 

-1.2 -3.2 
-- -- 

-1.2 -3.2 

/-43.3/ 
/--/ 

-4.0 
- 

-4.0 

-73.3 

l-86.5/ 
/-18.2/ 

-2.7 
3.7 
-6.4 

4.4 
-96.9 

21.0 
-1.8 

-97.9 
3.8 

-129.4 
31.2 
-3.5 

l-121.11 
/-55.9/ 

-4.7 
-- 

-4.7 

-79.1 
5.2 

-104.5 
22.8 
-2.6 

31.3 

30.7 

38.2 

29.0 

74.3 82.6 99.7 118.4 143.2 
28.5 33.3 36.5 34.7 43.5 
27.7 29.2 39.6 52.7 61.3 
16.1 18.5 20.7 25.2 29.9 

2.0 1.6 2.9 5.8 8.5 

Source: National Bank of Panama. 
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Table 12. Panama: Swry Balance of Peymencs 

1978 1979 1980 1981 
Ptel. 
1982 

Pr0.j. 
1983 - 

(In millfo~ pf U.S. dollars) 

Current account 
Trade balance, f.o.b.I/ 

Petroleum products 
Exports 
Imports 

Other merchandise 
Exports 
Imports 

Investment income (net) 
Interest on public 

debt 
Other 

n 

Services and transfers 
(net) 

Capital account (net) 385.8 
Official capital 486.5 

Nonffnancial 
Off i&al banks 

Other officfal banks 
transactions 21 

Private capltal- 
Direct investment 
Direct nonbauk 

borrowing 
Banks 

Net errors and 
omissions 

Current account 
Trade balance 
Investment income 
Service@ and 

transfer6 

Capital account 15.7 15.1 11.8 
Official capital -i-m 723 6.6 
Other official. banks 

transactions 2/ 
Private capital- 

Net errors and 
omissions 

-208.2 
-480.2 
(-81.6) 
/145.5/ 

i-223.11 
(-398.6) 

/244.3/ 
i-642.9/ 

-54.1 

(-131.4) (-203.0) (-255.3) 
(77.3) (95.2) (94.8) 

326.1 453.0 706.5 

(479.5) 
(7.0) 

-82.8 55.9 39.1 
-17.9 173.2 149.1 
(-2.5) (58.0) (54.8) 

C-1::,; 
-177.6 -127.5 -140.7 -41.6 23.9 

-295.9 
-641.1 

(-154.6) 
/170-l/ 

l-324.71 
(-486.5) 

/283.0/ 
l-769.51 
-107.8 

-271.3 -428.8 -474.4 -270.0 - - P - 
-817.3 -975.6 -1.040.4 -975.3 
(191.2) (-219.6) (-219.7) (-193.6) 
J233.21 /208.9/ /174.1/ /257.6/ 

l-424.41 l-428.51 l-393.81 l-45 1.21 

-160.5 

423.4 .- .- 
194.3 

(196.1) 
(-1.8) 

412.0 470.4 
223:ti 2E!j 

(227.6) (61.6) 
(-3.8) (142.3) 

(30.9) (9.1) 
(84.3) (85.2) 

(h per cent of GDP) -- 

-8.5 -10.6 -7.8 
--in -22.9 -23.3 

-2.2 -3.8 -4.6 

13.3 16.1 20.1 

-3.4 2.0 1.1 
-0.7 6.2 4.3 

-7.2 -4.5 -4.0 -1 .o 0.6 

-251.2 

(-283.5) 
(32.3) 

798.0 

-262.6 

(-337.0) 
(74.4) 

967.9 

270.0 
270.0 

(150.0) 
(120.0) 

-36.9 
303.4 
(53.0) 

(124.0) 
(126.4) 

-277.4 

(-350.3) 
(72.9) 

843.4 

450.5 
508.9 

(435.8) 
(73.1) 

-0.7 
-57.7 
(53.4) 

(90.3) 
(-201.4) 

-- 
-- 

( ) . . . 

t:::; 

-- 
- 

-11.1 -11.3 -6.0 
-25.1 -24.6 -21.7 

-6.5 -6.4 -5.9 

20.5 

12.1 
5.3 

-1.0 
7.8 

19.9 21.6 

10.7 6.0 
12.0 6.0 

-- 

-1.3 

-- 
-- 

-- 
- 

- --- - 

Sources : Office of the Controller General; and Fund staff estimates. 

l/ Includes exports and imports of bunker and aviation fuel and of nonmonetary gold under 
mefchandise trade. 

2/ Reflect mainly commercial operations of the National Bank of Panama. 
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Table 13. Panama: External Public Debt Operatfons,l-/ 1978-82 

(In millions of U.S. dollars) 

1978 1979 1980 1981 1982 

Total external public debt ---- 
outstanding 1,974.0 2,167.g 2,400.7 2,602.5 3.105.6 

Transactions during period 

Nonfinancial public sector 485.9 236.6 59.5 
Nedium- and long-term debt 

195.7 
536.9 186.2 191.8 85.6 

Dravings - 
Amortizatlon 

(968.2) (390.8) (394.6) (301.5) 
(-437.7) (-204.2) (-211.8) (-213.8) 

Adjustments (6.4) (-0.4) (9.0) (-2.1) 
Short-term debt -51 .o 9.5 44.8 -26.1 

National Bank of Panama 
Medim- and long-term debt 

Drawings 
Amortlzation 

Changes In liabilities to 
Venezuela and Mexico 2/ 

Changes In liabilities to IMP 

Total Interest payments 

Debt service payments 
Of which: excluding 

refinancing operations 

Net foreign resource transfer; 
outflow (-)2/ 

7.0 

(1::;) 
(-5.6) 

- 
1.3 

131.4 

-1.8 

(E, 
(-1.5) 

-3.8 
x-6 

(10.5) 
(-1.9j 

4.0 6.0 
-11.1 -18.4 

203.0 255.3 

574.7 428.7 469.0 

324.7 408.7 469.0 

61.4 
70.6 

283.5 

498.7 

448.7 

350.3 

653.1 

523.1 

353.8 -1.6 -19.1 -211.6 96.0 

142.3 -- 
10.3 

(11.7) 
(-1.4) 

430.0 
411.1 

(716.8) 
(-299.9) 

(-5.8) 
18.9 

73.1 
10.5 

(13.4) 
(-2.9) 

72.3 
-9.7 

Sources : Office of the Controller General; National Bank of Panama; 
and Fund staff estimates. 

L/ Includes debt contracted with local branches of foreign banks. 
21 Under the San Jose Oil Agreement. 
z/ Defined as gross disbursement minus debt service payment. 



- 30 - STATISTICAL APPENDIX 

Table 14. Panama : External Public Debt Indicators 

(In per cent) 

Proj. 
1978 1979 1980 1981 1982 1983 -- 

Debt service ratios l-/ 

To public sector receipts 2f 
Interest payments 
Amortitatlon 

To GDP 
Interest payments 
Amortization 

To exports of goods and 
nonfactor services 

Interest payments 
Amortization 

External public debt ratio to GDP 
Multilateral and bilateral 

agencies 
Of which: IFlF 

Debt contracted at commercfal 
terms 

Effective interest rates z/ 
On total external public debt 
On debt contracted at fixed rates 
On debt contracted 

at variable rates 

Memorandum item 
Six-month LIBOR i/ 

50.2 53.1 42.6 36.1 38.8 37.4 
20.326.423.222.826.022,8 
29.9 26.7 19.4 13.3 12.8 14.6 

13.3 14.5 13.4 11.5 12.4 12.0 ------ 
5.4 7.2 7.3 7.3 8.3 7.5 
7.9 7.3 6.1 4.2 4.1 4.5 

34.1 34.9 30.0 27.4 31.4 28.4 ---p-p 
13.8 17.3 16.3 17.3 21.0 17.3 
20.3 17.6 13.7 10.1 10.4 11.1 

80.5 77.4 68.4 67.0 73.5 75.3 ------ 

22.1 20.9 18.2 21.0 23.4 28.1 
(2.1) (1.5) (0.6) (2.4) (2.0) (4.5) 

58.4 56.5 50.2 46.0 50.1 47.2 

7.6 9.8 11.2 11.3 12.3 10.4 
5.1 6.6 7.2 6.6 6.8 7.9 

9.6 12.6 14.3 15.1 16.6 12.5 

7.5 10.7 13.7 15.0 15.8 11.0 

Sources : Office of the Controller General; National Bank of Panama; 
and Fund staff estimates. 

l/ Because Panama has no central bank and uses the U.S. dollar as 
its medium of exchange, the debt ser-:lce ratio to public sector receipts 
and to gross domestic product are a more meaningful measure of debt bur- 
den than the more traditional ratio to export of goods and nonfactor 
services. Amortization excludes refinancing operations. 

2/ Public sector receipts are defined as the sum of general govern- 
meit revenue and the operating surplus of the state enterprises before 
interest payments. 

3/ Interest rate on average debt outstanding during the period. 
z/ Average for 12-month period ending June. 
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Table 15. Panama: Debt Service Payments Projections L/ 

(In mlllions of U.S dollars) 

1903 1984 1985 1986 1987 

Total debt service payments 
Interest pegsrent 

Of which: II@ 
Amortitation 

Multilateral lenders 
Bilateral lenders 
Bonded debt 
Suppliers* credit 
Financial institutions 

539.2 611.4 734.5 821.1 831.8 
-- 337.9 359.5 577.3 372.8 zci 

(5.2) (12.6) (20.5) (19.6) (17.5) 
201.3 251.9 357.2 448.3 467.7 

22.2 28.5 36.6 42.4 46.3 
14.1 15.4 21.4 19.8 18.8 
66.6 26.3 26.3 26.4 26.4 

9.3 8.4 4.6 3.0 2.6 
88.1 165.0 237.1 329.8 342.2 

1.0 8.3 51.2 26.9 31.4 

Sources : IBUD; and Fund staff estimates. 

11 Based on the outstanding public debt as of December 1982, pro- 
jected disbursements from existing commitments from amltilateral and 
bilateral lenders, and additional new borrotings required to finance 
prospective fiscal deficits. 



- 32 - STATISTICAL APPENDIX - 

Table 16. Panama: Selected Economic and Flnar3cfa.k fndlcators 

1982 Prog . 
1980 1981 Prog. Prel. 1983 

(&mm1 per cent changes. unless othervise specified) 

National income end prices 
GDP a: constant prices 
GDP deflator 

6.0 4.3 5.0 4.1 1.0 
10.1 6.1 9.5 4.6 5.0 

External ectot (on the basfs 
of U.S. dollars) 
Rxports, f .o.b. 
Imports, f.o.b. 
Non-021 imports, f.o.b. 

Export volume 
Import volume 
Term8 of trade 

(deterioration, -) 

Central Government 
Revenue and grants 
Total expenditure 

16.1 -6.1 1.2 -9.1 23.1 
24.5 9.5 8.5 13.5 2.6 
21.8 13.4 13.9 5.2 -1.8 

(-12.7) (-16.0) (0.4) -2.0 If.1 
(4.8) (-6.9) (3.6) -1.1 1.4 

(-1.9) (-7.4) (...I (-1.5) (--, 

47.2 11.5 15.4 9.4 5.9 
17.1 7.3 16.6 14.0 -3.3 

Honey and credit 
National Bank net credit to 

public sector 11 
lnterert rates (Guwel rate) 

-44.1 255.1 l *. 17.1 . . . 
LIBOR LIBOR LIBOR LXBOR LlBOR 

(la per cent of GDP) 

Public sector sawing 
Overall public sector deficit 

Dmestlc financing 
Foreign financtng 

Grore domestic investment 
Groes national savings 
Current account deficit 

of balance of paymats 

3.3 4.0 4.3 1.7 2.7 
-5.2 -5.4 -5.7 -11.1 -6.0 

(-1.3) (3.8) (...I (0.7) (...I 
(6.5) (1.6) (5.7) (10.4) (6.0) 

25.6 28.5 28.2 29.1 24.6 
13.8 17.4 19.7 17.8 18.6 

7.8 11.1 8.5 11.3 6.0 

External debt 
Inclusive of use of Fund 

credit 

67.8 64.6 59.4 71.5 70.8 

68.4 67.0 . . . 73.5 75.3 

(In per cent of exports of goods and noafactor services) 

Debt service 30.0 27.4 35.9 31.4 28.4 
Interest payments 16.3 17.3 20.4 22.0 17.3 

(III per cent of public eector revenue) 

Debt service 42.6 36.1 37.8 38.8 37.4 

L/ Includes Fund credit and loan disbursements from Venezuelan Xnvest- 
ment Fund and Mexico/Venezuela oil facility intermediated through the 
Natlonal Bank. 
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Panama: Summary of Financial Program 

Targets 

1. To reduce the public sector deficit to 6 per cent of CDP in 1983 
and 5-l/2 per cent of GDP in 1984. 

2. To raise public sector savings to the equivalent of 2-l/2 per cent 
of GDP in 1983 and 4 per cent of CDP in 1984. 

3. To reach a level of public sector investment equivalent to a-112 per 
cent of CDP in 1983 aud to raise it to 9-l/2 per cent of GDP in 1984; 
also to rationalize investment expenditure, by giving priority to 
projects financed In part with assista.xe from international development 
agencies in the enera)r sector, transportation and agriculture. 

4. To Improve the maturity profile on the external debt and to lower 
interest costs by reducing the ratlo of the external debt contracted at 
comerclal terms from the equivalent of 50 per cent of GDP at the end 
of 1982 to about 43 per cent by the end of the program period. 

5. To reduce the deficit in the current account 
pent8 to 6 per cent of CDP. 

6. To improve the efficiency of resource use by 
private sectors. 

Instruments 

Public sector budget 

of the balance of pay- 

both the public and 

1. The placement of B 270 million limit on the overall deficit of the 
noafiuaaclal public sector. 

2. The introduction of a tax package to yield approximately the 
equivalent of 1 per cent of GDP on an annual basis. 

3. Major streamlining of the operations of a number of state entlties 
to reduce the need for government subsidies. 

4. Cancellation of a number of uajor investment projects and deferral 
of others of less urgent priority. 

External financing 

5. A limit of USS270 mlllion on net external financing by the entire 
public sector, including official financial institutions. 
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DoMatIc credft 

6. Lldtation of access by the public sector to National Bank credit 
to meet only that needed for reaaonal needs. 

colmercial policy 

7. A gradual phsslng out of import quota8 and their replacement by 
eqtivalent tariff protection. The redefiaitson of regulatory practices 
of the Price Coutrol Board wfth the afm of easing restrictions over 
private pricing decisions. 

1. Real GDP growth of 1 par cent. 

2. The rate'of inflation, as measured by the GDP deflator, at 5 per cent. 

3. Interest rates continue to be determ%ned by international markets, 
tith LXBOR remaining at around 10 per cent. 

4. The drop fu oil prices does not significantly encourage an increase 
ia coaewption, and crude of1 price8 relaain at current levels. 
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Fund Relations ulth Panama 
(As of April 30, 1983) 

Mmbership: 

Status: 

Quota: 

Staod-by arrangements : 

Fund holdiags of Panamanian 
bal boas : 

SDR Department: 

Direct distribution of profits 
from gold sales: 

Cold distribution 
(four distributions): 

Exchange system: 

Technical assistance: 

Last Article IV consultation: 

Harch 14, 1946. 

Article VIII. 

SDR 67.5 mfllion. 

Panama has had 14 stand-by arrangements 
with the Fund. The most recent of 
these wes approved on April 28, 1982 
(EBS/82/47, Supp. 1) for SDR 29.70 
million. 

211.46 per cent of quota, including pur- 
chases in the credit trenches (55.95 per 
cent of quota), and the supplementary 
financing facility (55.51 per cent). 

Panama has received allocations total- 
ing SDR 26.32 million. Holdings as of 
April 30, 1983 were SDR 563,975 or 
2.1 per cent of net cumulative alloca- 
tlone. 

USS5.71 million. 

30.807.853 fine ounces. 

The exchange value of the Panamanian 
balboa is fixed to the U.S. dollar at 
a rate of B 1 per USSI. The Fund’s 
holdings of balboas are valued on the 
basis of a representative exchange rate 
under Rule O-2, paragraph (b)(i). The 
currency of the United States (notes and 

coins) is considered legal tender in 
Panama. 

Fiscal Affairs Department panel expert 
has been assigned beginning in October 
1982 to provide assistance in the area 

of Customs Administration. 

Last consultation discussions were held 
in November-December 1980 and were com- 

pleted In February 1981. 
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Panama : Reiations with the World Bank Group 

1. The Bank has to date made 26 loans to Panama totalling USS435.8 
mill;on (net of cancellations). Of these, 13 loans for USS159.0 mil- 
lion are fully disbursed: two for roads totaling USS13.1 million; one 
for an airport project for USS20 million; three for agriculture total- 
lfng US$5.7 niillon; two for fisheries totalling USS8.2 million; three 
for power for USS76 million; one for ports for USS24 million; and one 
for water supply and sewerage for USS12 million. Ongoing operations 
include one project for livestock credit; one for development of tropi- 
cal t .-ee crops: two for development banking; two for highway maintenance 
and rehabilitation; two in the power sector (for generation, transmis- 
sion, and distribution); one to support energy planning and petroleum 
exploration; one to help develop the water supply and sewerage sector; 
one for the urban development of Colon; and one for port development. 
The most recent loan to Panama, for supplementary financing for the 
Fortuna Hydroelectric Project, was approved on March 29, 1983. 

2. IFC has made three investments in Panama. The first was a commit- 
ment in 1971 to acquire USSO. million of equity in the Corporation de 
Desarrollo Hotelero, S.A. and to lend to the Corporation USS1.2 mil- 
lion to build a new international hotel. The second was a commitment 
in December 1977 to lend USS2.4 million and acquire IJSS1.4 million in 
equity in Vidrios Panamenos, S.A., the first glass container factory in 
Panama. These projects have been satisfactorily completed. The third 
is a commitment in 1979 to acquire USS2.5 million in equity in the Banco 
Latinoamericano de Exportaciones (BLADEX), a regional export bank pro- 
moted by the Government of Panama. 

3. Satisfactory overall progress in the implementation of ongoing 
projects is reflected in the steady increase in Bank disbursements, 
from lJSS17 million in FY 1979 and USS16.1 million in FY 1980, to USS31 
million in FY 1981 and USS39 million in FY 1982. 

4. Bank lending to Panama is designed to support the Government’s 
development strategy, particularly as regards the further development 
of Panama’s infrastructure and service industries, the diversification 
of production and exports, and the rationalization of economic policies. 
Specifically, the Bank assists those sectors in which it can make a 
special contribution in terms of: (i) developing policies and insti- 
tutions; (ii) removing remaining infrastructure bottlenecks; and (iii) 
utilizing more effectively the country’s natural resources, including 
its geographic location. In addition, the Bank has appraised a power 
transmission project and a third livestock project, both of which are 
expected to be presented to the Bank’s Executive Directors in the next 
few weeks. 
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Panama--Stand-By ArrAngemen& 

Attached hereto is a letter dated April 29, 1983 from the Minister 
of Finance and Treasury, the Minister of Planning and Economic Policy, 
and the General Manager of the National Bank requesting a stand-by 
arrangement and setting forth the objectives and policies which the 
Government of Panama intends to pursue for the period of this stand-by 
arrangement. To support these objectives and policies, the International 
Monetary Fund grants this stand-by arrangement in accordance with the 
following provisions: 

1. For the period from -------, 1983 to December 31, 1984 Panama will 
have the right to make purchases from the Fund in an amount equivalent 
to SDR 150 million, subject to paragraphs 2, 3, 4, and 5 below, without 
further review by the Fund. 

2. (a) Purchases under this arrangement shall not, without the consent 
of the Fund, exceed the equivalent of SDR 10 million until July 31, 
1983, SDR 30 million until October 31, 1983, SDR 50 million until 
January 31, 1984, SDR 75 million until April 30, 1984, SDR 100 million 
until July 31, 1984, and SDR 125 million until October 31, 1984; 

(b) none of the limits in (a) above shall apply to a purchase under 
this stand-by arrangement that would not increase the Fund's holdings of 
Panama's currency in the credit tranches beyond 25 per cent of quota 
or increase the Fund's holdings of that currency resulting from pur- 
chases of borrowed resources beyond 12.5 per cent of quota. 

3. Purchases under this arrangement shall be made from ordinary re- 
sources until purchases under this arrangement reach the equivalent of 
SDR 3,296,339; then from ordinary resources and with borrowed resources 
in the ratio of 1 to 1.2 until purchases under this arrangement reach 
the equivalent of SDR 61,452,589; and then with borrowed resources; 
provided that any modification by the Fund of the proportions of ordin- 
ary and borrowed resources shall apply to amounts that may be purchased 
after the date of modification. 

4. Panama will not make purchases under this arrangement that would 
increase the Fund's holdings of its currency in the credit tranches 
beyond 25 per cent of quota, or increase the Fund’s holdings of that 
currency resulting from purchases of borrowed resources beyond 12.5 per 
cent of quota: 

(a> during any period in which the data at the end of the 
, preceding quarter indicate that 

(I) the limit on the cumulative deficit of the nonfinancial 
public sector referred to in paragraph 15 and Table 1 
of the attached letter; or 
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(ii) the ceiling on the net credit of the National Bank of 
Panama to the nonfinancial public sector referred to 
in paragraph 16 and Table 2 of the attached letter; or 

(iii) the limit on.the external borrowing by the public 
sector referred to in paragraph 17 and Table 3 of the 
attached letter, 

is not observed; or 

(b) during any period between October 1, 1983 and December 31, 
1983, until the review referred to in paragraph 21 of the attached 
letter has been completed, and any understandings that might be 
considered necessary in the light of that review, have been reached; 
Or 

(c) during any period after January 15, 1984 until understandings 
have been reached with the Fund as contemplated in paragraph 21 
of the attached letter, or after such understandings have been 
reached while they are not being observed; or 

(d) during the entire period of this stand-by arrangement, 
if Panama 

(i> imposes or intensifies restrictions on payments and 
transfers for current international transactions, or 

(ii) introduces any multiple currency practices, 
or 

(iii) concludes bilateral payments agreements which are 
inconsistent with Article VIII, or 

(iv) imposes or intensifies import restrictions for balance 
of payments reasons. 

When Panama is prevented from purchasing under this stand-by 
arrangement because of this paragraph 4, purchases will be resumed only 
after consultation has taken place between the Fund and Panama and 
understandings have been reached regarding the circumstances in which 
such purchases can be resumed. 

5. Panama’s right to engage in the transactions covered by this ar- 
rangement can be suspended only with respect to requests received by the 
Fund after (a) a formal ineligibility, or (b) a decision of the Executive 
Board to suspend transactions, either generally or in order to consider 
a proposal, made by an-Executive Director or the Managing Director, for- 
mally to suppress or to limit the eligibility of Panama. When notice 
of a decision of formal ineligibility or of a decision to consider a 
proposal is given pursuant to this paragraph 5, purchases under this 
arrangement will be resumed only after consultation has taken place 
between the Fund and Panama and understandings have been reached regard- 
ing the circumstances in which such purchases can be resumed. 
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6. Purchases under this arrangement shall be made in the currencies 
of other members selected in accordance with the policies and procedures 
of the Fund, and may be made in SDRs if, on the request of Panama, the 
Fund agrees to provide them at the time of the purchase. 

7. The value date of a purchase under this stand-by arrangement in- 
volving borrowed resources would be normally either the 15th day or 
the last day of the month, or the next business day if the selected day 
is not a business day. Panama will consult the Fund on the timing of 
purchases involving borrowed resources. 

8. Panama shall pay a charge for this stand-by arrangement in accor- 
dance with the decisions of the Fund. 

9. (a) Panama shall repurchase the outstanding amount of its currency 
that results from a purchase under this stand-by arrangement in accor- 
dance with the provisions of the Articles of Agreement and decisions 
of the Fund, including those relating to repurchase as Panama's balance 
of payments and reserve position improves. 

(b) Any reductions in Panama's currency held by the Fund shall 
reduce the amounts subject to repurchase under (a) above in accordance 
with the principles applied by the Fund for this purpose at the time 
of the reduction. 

(c) The value date of a repurchase in respect of a purchase fi- 
nanced with borrowed resources under this stand-by arrangement will be 
normally either the 6th day or the 22nd day of the month, or the next 
business day if the selected day is not a business day, provided that 
repurchase will be completed not later than seven years from the date 
of purchase. 

10. During the period of the stand-by arrangement Panama shall remain 
in close consultation with the Fund. These consultations may include 
correspondence and visits of officials of the Fund to Panama or of 
represrntatives of Panama to the Fund. Panama shall provide the Fund, 
through reports at intervals or dates requested by the Fund, with such 
information as the Fund requests in connection with the progress of 
Panama in achieving the objectives and policies set forth in the 
attached letter. 

11. In accordance with paragragh 21 of the attached letter Panama wili 
consult with the Fund on the adoption of any measures that may be appro- 
priate at the initiative of the Government or whenever the Managing 
Director requests consultation because of any of the criteria in pora- 
graph 4 above have not been observed or because he considers that con- 
sultation on the program is desirable. In addition, after the period 
of the arrangement and while Panama has outstanding purchases in the 
upper credit tranches, the Government will consult with the Fund from 
time to time, at the initiative of the Government or at the request of 
the Managing Director, concerning Panama's balance of payments policies. 
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Panama City, Panama 
April 29, 1983 

Mr. Jacques de Larosiere 
Managing Director 
International Monetary Fund 
700-19th Street, N.W. 
Washington, D.C. 20431 

Dear Mr. de Larosiere: 

1. Panama experienced a period of sluggish economic growth dur- 
ing the mid-1970s, as h result of a recessionary international economic 
environment and uncertainties regarding the negotiations and final 
ratification of the Panama Canal Treaties. Efforts to mitigate stagnant 
private investment activity resulted in large fiscal imbalances and the 
rapid ,accumulation of foreign indebtedness. Output began to recover in 
lFl8, and during the next three years, with the support of successive 
Fund stand-by arrangements, Panama successfully implemented an adjust- 
ment program that reduced the public sector deficit from the equivalent 
of almost 16 per cent of GDP over the 1974-78 period to less than 12 per 
cent of GDP in 1979, and to less than 6 per cent of GDP in 1980 and 
1981. 

2. The adjustment was all the more successful because the fiscal 
retrenchment was accompanied by a revival of private investment, par- 
ticularly in the construction sector, as confidence improved. Gross 
domestic product at constant prices grew at an annual average rate of 
5 per cent over the three-year period ended 1981, and significant gains 
were made in employment. In the Government’s view, an even more robust 
and lasting recovery would have been possible if Eurocurrency rates had 
not contemporaneously increased sharply; for although the outstanding 
external public debt fell from more than 80 per cent of GDP in 1978 to 
67 per cent in 1981, interest payments on this debt continued to absorb 
a growing share of national income. This share rose from 5-l/2 per cent 
of GDP in 1978 to more than 7-l/2 per cent in 1981. 

3. With due regard to these considerations, the authorities 
framed a financial and economic program for 1932, which called for a 
continuation of cautious fiscal and credit policies. In accordance 
with this program, the overall public sector deficit was to remain just 
below 6 per cent of GDP, as in the preceding two years. This deficit 
was to be financed for the most part with foreign borrowing and the 
National Bank was not expected to provide any financing to the public 
sector out of its own resources. The financial program was based on 
the assumption that output would continue to grow at around 5 per cent 
per annum, while inflation, paralleling international developments, 
was projected to be less than 10 per cent. 
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4. Performance under the 1982 program was not altogether encour- 
aging. When it became evident early last year that the deepening of 
the recession in the industrial countries was beginning to have a marked 
effect domestically, the authorities felt compelled to accelerate public 
sector investment. To this end, outlays in low income housing were 

.greatly expanded and construction of the La Fortuna hydroelectric plant 
was stepped up. There w6’re also other adverse fiscal developments; rev- 
enues were considerably lower than forecast because of lower than ex- 
pected inflation, and soIce overruns were recorded on current expendi- 
tures. These development:; caused the public sector deficit to widen 
to B 464 million (11 per cent of GDP), far beyond the programed figure. 
Little recourse to National Bank financing was necessary because of 
the availability of foreign financing, and net use of foreign credits 
amounted to some USS500 million, substantially more than the authori- 
ties originally had planned. Outstanding external public debt increased 
by almost one fifth during 1982, reaching USS3.1 billion at the end of 
last year, or the equivalent of 73 per cent of GDP. 

5. In Panama’s economic setting, demand pressures automatically 
spill over into the current account of the balance of payments with 
little impact upon the price level. The current account deficit widened 
from US$271 million in 1980 to USS429 million in 1981, or from 8 per 
cent of GDP to 11 per cent, largely reflecting an increase in Imports 
related to the construction of an oil pipeline across the Isthmus, 
basically a private initiative. More than half of this deficit was 
financed by private capital inflows. In 1982, the current account 
deficit widened by some US$50 million, reaching about USS474 million, 
thus remaining at about 11 per cent of GDP. However, in contrast with 
the previous year, this deficit was entirely covered by official capi- 
tal. 

6. In the short run, economic growth was maintained and unemploy- 
ment did not worsen in 1982, but we believe that these important objec- 
tives were achieved at a very high cost. The Government is keenly aware 
that the magnitude of Panama’s external debt and its servicing require- 
ments , together with tightening credit conditions in international money 
markets, is bound to preclude, probably for some tfme to come, continued 
heavy reliance on foreign borrowing. Fortunately, the debt situation 
has not reached the point where access to foreign commercial credits 
has been curtailed to the extent that credits cannot be raised to meet 
scheduled amortization payments. However, unless drastic action aimed 
at resolving the present financial problems is taken immediately, Panama 
may find it difficult to preserve its creditworthiness. 

7. The authorities recognise that in order to restore confidence 
at home and abroad in the quality of economic management, Panama's 
financial situation must undergo a substantial improvement. Panama’s 
financial system is so closely integrated with international capital 
markets that it is virtually impossible to follow independent credit 
and interest rate policies. Therefore, fiscal policy, including tariff 
policy, will have to take a major responsibility for correcting the 
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present imbalances, and for mobilising additional domestic resources 
and encouraging their more efficient allocation. It is realized that, 
for a country such as ours, which has become accustomed to relatively 
easy access to foreign savings, any such reorientation toward greater 
reliance upon domestic savings is bound to entail considerable hardship. 

8. The problems associated with a period of economic transition 
can be expected to be magnified by the grim economic outlook that is 
likely to prevail in the months immediately ahead. Although foreign 
demand for Panamanian goods and services, which was very weak during 
1982, may recover later in 1983, little growth in economic activity, if 
any, is expected this year. The authorities are counting heavily on a 
strong improvement in the international economic environment some time 
in 1984 to enhance prospects for a domestic economic recovery. 

9. The Government is firmly convinced that if the Panamanian 
economy is to benefit from an eventual recovery in world and regional 
economic activity, efforts must be concentrated on restoring the public 
finances on a sound footing. Moreover, it is also essential that fis- 
cal policies address not only the need to reduce the financial require- 
ment of the public sector, but also that these lower requirements be 
attained at levels of savings and investment that are consistent with 
the Government's medium-term development objectives. However, interest 
payments in the external public debt account for such a large share of 
domestic resources- more than one third of revenue in the case of the 
Central Government-- that a significant improvement in the savings per- 
formance of the public sector would be untenable without significant 
changes in the thrust of the Government's economic policies. 

10. To this end, the Government has begun to conduct a careful re- 
view of those state-owned enterprises that are not economically viable. 
The review is focusing first on those enterprises which have required 
large government subsidies. Among these, La Victoria Sugar Corporation 
has incurred by far the largest operating deficits. Since 1974, when 
construction began on three new sugar mills, total public sector outlays 
in the sugar sector have amounted to B 500 million, accounting at pres- 
ent for more than 15 per cant of the outstanding external public debt. 
La Victoria's financial difficulties stem, in large measure, from de- 
pressed sugar prices in world markets, but prohibitively high production 
costs also have been a factor. Over the years, several attempts have 
been made, to no avail, to sell the mills to private interests. Earlier 
this month the decision was reached to cut short further losses. Har- 
vesting was stopped almost one month before the normal end of the season 
and, Felipillo, the largest and worst performer of the four mills that 
comprise the La Victoria complex, has been shut down permanently. The 
equipment is to be sold, and growers in the area are being advised to 
find alternative land uses. 

11. The operations of the National Development Corporation (COFINA) 
also have come under close scrutiny. COFINA's function is to promote 
private undertakings in small- and medium-size new industrial activities 



- 43 - APPENDIX V ---- 

through equity participation, cofinancing arrangements, ar,d commercial 
loan guarantees. Although the agency has been successful in a number 
of endeavors, its present portfolio is burdened with a large amount of 
nonproductive assets. Moreover, increasingly in recent months, COFINA 
has been called to meet debt service payments on publicly guaranteed 
commercial loans. The Government has decided to come to terms with 
this situation. Instructions have been issued to dissolve or auction 
off those concerns which have become a fiscal burden. Such instructions 
apply to small and large firms alike. In February a large new luxury 
hotel was sold by public bidding. The national airline and the 
Contadora Island resort also have required substantial government fi- 
nancial assistance. Negotiations are underway to liquidate these 
assets as well. The state-owned Bayano Cement Plant has been only mar- 
ginally profitable partly because it has been providing clinker material 
to a private cement plant at subsidized rates. These subsidies are to 
be reduced substantially. The Agricultural Marketing Institute (IMA 
has accumulated large amounts of rice because the intervention price in 
this market was set too high, encouraging overproduction. The cost of 
storing this rice is weighing heavily on the finances of IMA and foreign 
markets are being sought to export. it, even at a substantial loss. To 
correct this problem, official rice prices at the producer and consumer 
levels have been restructured to eliminate subsidized rice production. 
Pricing policies in other important public enterprises have been ade- 
quate in recent years; in the public utilities, rates of return on re- 
valued assets are generally in keeping, for instance, with World Bank 
standards. Rate structures will continue to be adjusted as circum- 
stances require. Accordingly, water rates and port fees were raised 
recently. 

12. The 1983 government budget reflects some of the fiscal bene- 
fits from the rationalization of the operations of state enterprises. 
Owing to sharp reductions in transfers to the rest of the public sector, 
government current expenditure is programed to rise by only about 3 per 
cent in 1983, even though across-the-board wage increases averaging 
about 10 per cent have been granted to public employees for the first 
time in more than two years. Despite restraint on current spending, 
new revenue measures are believed necessary to obtain a level of public 
sector savings that will make it possible to achieve the Government’s 
investment objectives, while seeking a substantial reduction in the 
public sector's overall financing requirements. 

13. Revenue actions have been taken involving an increase in 
ship registration fees, and selective increases in import duties on 
luxury items and goods now taxed at low rates. This revenue package 
is expected to yield the equivalent of about 1 per cent of GDP on an 
annual basis. Over the longer run, a substantial increase in customs 
revenue is anticipated from an improvement in tax administration. Dur- 
ing the next six months the customs administration is to undergo a major 
overhaul. The customs nomenclature will be updated, specific taxes 
will be converted to ad valorem, and inspection and valuation procedures 
will be strengthened to curtail underinvoicfng. 
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14. Guided by the principle that resource use in the public sec- 
tor should be no less efficient than in the prfvate sector, the authori- 
ties have recently concluded a thorough review of investment plans for 
the next two years. In the process, a number of projects have been 
cancelled. As a result, public capital outlays in 1983 will be substan- 
tially lower than in the previous two years, but the programs that re- 
main are of unquestionable economic worth. The development of the coun- 
try’s hydroelectric capacity continues to be accorded priority status, 
and almost one third of the 1983 investment budget consists of outlays 
in the energy sector. Work is well advanced in the La Fortuna hydro- 
electric plant and commissioning Is expected before the end of 1984. 
At that time Panama will be able to rely fully on hydropower sources 
to meet its electricity needs. The Government aims to work closely 
with the World Bank in establishing economic appraisal criteria and in 
assessing key elements on the overall size of public sector investment 
budgets. Also, negotiations with the World Bank are in progress in con- 
nection with a structural adjustment loan. 

15. The financial program described above should result in an im- 
provement in public sector savings from l-1/2 per cent of GDP in 1982 
to 2-l/2 per cent in 1983, which together with a contraction in public 
investment from an unsustainably high level of 12-l/2 per cent of GDP 
in 1982 to 8-l/2 per cent this year, would reduce the overall deficit 
of the nonfinancial public sector to no more than B 270 million, or 
6 per cent of GDP. The overall deficit is to decline further to no 
more than 5-l/2 per cent in 1984, with public sector savings and invest- 
ment rising by the equivalent of l-112 per cent and 1 per cent, respec- 
tively. The criterion for establishing the magnitude of the overall 
public sector deficit has been availability of financial assistance 
from multilateral and bilateral development agencies. The Government 
expects that net recourse to commercial credits will not be necessary. 
Cumulative quarterly limits have been placed on the overall deficit of 
the nonfinancial public sector as described in attached Table 1. 

16. To maintain confidence in Panama’s financial management, 
the National Bank will continue to pursue policies that will keep its 
liquidity position at an appropriate level. Therefore, we do not be- 
lieve it advisable that the nonfinancial public sector have recourse 
to National Bank credit on any significant scale during the program 
period. Accordingly, after allowing for customary bridge financing to 
the Central Government while foreign loans are negotiated, the net 
National Bank credit to the nonfinancial public sector, which was B 214 
million on December 31, 1982, will at no time exceed the quarterly ceil- 
ings specified in the attached Table 2. Furthermore, the National Bank 
intends to pursue a cautious credit policy with respect to the rest of 
the economy. 

17. The amount of domestic resources that are being transferred 
abroad to cover interest payments on the external public debt is one of 
the authorities’ main preoccupations. Naturally, this problem will 
persist for some years. Over the longer run, it is the Government’s 
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intention to ease this burden by reducing the ratio of public external 
debt to GDP, and by reducing even faster the relation between outstand- 
ing foreign commercial indebtedness and national income. In line with 
this intention, net external borrowing of the public sector will not 
exceed USS270 million at the end of calendar year 1983, and there will 
be no net recourse to commercial credits or to foreign bond placements. 
The stock of outstanding debt with maturity of one year or less amounted 
to only B 64 million at the end of 1982; this level will not be exceeded 
at the end of calendar year 1983. To facilitate external debt manage- 
ment , cutnulative quarterly limits have been established on net disburse- 
ments as set forth in attached Table 3. 

18. The financial constraints that the public sector is likely to 
face in the years immediately ahead makes it all the more important to 
create a more propitious climate for private capital formation. The 
Government has decided to move expeditiously to rationalize the protec- 
tion presently afforded to local industrial activities, and liberalise 
pricing decisions in the private sector. Steps are being taken to re- 
place most existing import quotas for equivalent import tariffs before 
the end of this year. These tariffs will be adjusted downward over a 
period of several years to reduce gradually effective protection. Also 
in an effort to shift resources to the external sector, export quotas 
on beef products have been lifted and domestic price controls on meat 
have been eased. 

19. In support of the economic policy described in the preceding 
paragraphs, the Government of Panama hereby requests access to the 
financial resources of the International Monetary Fund in the form of 
a stand-by arrangement for a period of approximately 18 months through 
the end of 1984 in the amount of SDR 150 million. 

20. Panama has no restrictions on payments and transfers for 
either current international or capital transactions, and all transac- 
tions take place on the basis of B 1 per U.S. dollar, and the U.S. dol- 
lar circulates as legal tender. During the period of the stand-by 
arrangement, the Panamanian authorities do not intend to introduce any 
multiple currency practices or impose any restrictions on payments and 
transfers for current international transactions. Furthermore, during 
the period of the stand-by arrangement, the authorities do not intend 
to impose new or intensify existing restrictions on imports for balance 
of payments reasons, or to conclude any bilateral payments agreement 
with any Fund member. 

21. The Government belteves that the measures described above 
are sufficient to achieve the objectives of the program. During the 
period of the requested arrangement, the Panamanian authorities will 
periodically consult with the Fund, in accordance with the Fund’s poli- 
cies on such consultations about the progress being made in the imple- 
mentation of the program described above and any policy adaptations 
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judged to be appropriate for the achievement of its objectives. With 
respect to the program fctr 1983, the Government will review with ?he 
Fund before September 30, 1983, the progress made in implementing the 
progr- Also, before January 15, 1984, the Panamanian authorities will 
coaault with the Fund in order to reach understandings on the policies 
and measures for the remaining period of the stand-by arrangement l 

Sincerely, 

J. Nenalco Solia R. 
Klnister of Planning 
and Rconomic Policy 

xlle K. Goodin 
Minister of Finance 

and Treasury 

Rafael Arosemena 
General Manager 

National Bank 
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Table 1. Panama: Cumulative Limits on the Deficit of the 
Nonfinancial Public Sector r/ 

(In a&&lions of balboas) 

Period 
Cumulative 

Limits 

January 1, 1983-June 30, 1983 150 

January 1, 1983~September 30, 1983 210 

January 1, 1983-December 31, 1983 270 

l/ The deficit of the nonfinancial public sector will be defined as 
thg sum of the net increase above their respective stocks at the be- 
ginning of the respective period, in (a) the external debt of the non- 
financial public sector to foreign lenders and to the domestic banking 
system to the exclusion of the National Bank of Panama (including debt 
with maturities of less than one year); (b) the net credit extended by 
the National Bank of Panama to the nonfinancial public sector; and (c) 
the net placement of public bonds and Treasury bills with the prfvate 
sector and the Savings Bank (Caja de Ahorros). 
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Table 2. Panama: Ceilings on Net Credit of the National Bank 
to the Nonfinancial Public Sector 

(In aillions of balboas) 

Period 

January 1, 1983-June 30, 1983 334 

January 1, 1983-September 30, 1983 259 

January 1, 198~December 31, 1983 214 

L/ Theee ceilings will be adjueted upward to the full extent of 
the purchases that the National Bank might make from the Fund under 
the current stand-by arrangement, and of net disbursements on loans to 
Panama from Venezuela’s Investment Fund and/or on loans from the Mexico/ 
Venezuela oil facility intermediated through the National Bank. 

\ 
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Table 3. Panama: Cumulative Limits on External and 
Commercial Net Borrowing by the Public Sector 

(In millfona of U.S. dollars) 

Period 
Limits on Net 
Disbursements 

Total External Public Debt l-/ 

January 1, 1983-June 30, 1983 30 
January 1, 1983-September 30, 1983 165 
January 1, 1983-December 31, 1983 270 

Total External Commercial Debt 21 

January 1, 1983-June 30, 1983 -- 
January 1, 1983-September 30, 1983 40 
January 1, 1983~December 31, 1983 -- 

Outstanding Conunercial Debt with Maturity 
of Less than One Year 

December 31, 1983 64 

l/ Net external public sector debt will be defined as the net in- 
crease over its stock on December 31, 1982 of the sum of: (1) the 
debts of the nonfinancial public sector to foreign lenders and to the 
domestic banking system exclusive of the National Bank of Panama (in- 
cluding debts with maturities of less than one year); and (2) the 
medium- and long-term foreign liabilities of the National Bank of 
Panama (Including liabilities to Venezuela's Investment Fund and 
Mexico's oil facility). This limit will be adjusted downward to the 
full extent of any net purchases made from the Fund by the National Bank 
of Panama. 

21 Exclusive of net disbursement from bilateral and multilateral 
lnt'ernational development agencies; otherwise defined as in (1) above. 


