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EXPLANATORY NOTE

Resolution 250 (XI)'of 14 May 1965, adopted by the Economic Commission

for Latin America (ECLA) at its eleventh session, requested the Latin
American Governments "to prepare national studies on the present status

of their respective industrialization processes for presentation at the
regional symposium”. With a view to facilitating the task of the officials
responsible for the national studies, the ECLA secretarial prepared a guide,
which was also intended to ensure a cebtain amount of uniformity in the
‘preaentaticn of the studies with due regard for the specific conditions
obtaining in each country. _

Studies of the imlustrial development of fourteen countries were
submitted to the Latin American Symposium on Industrial Development, held
in Santiago, Chile, from 14 to 25 March 1966, under the joint sponsorship
of ECLA and the Centre for Industrial Development, and the Symposium
requested ECLA to ask the Latin American Govermments "to revise, complete
and bring up to date the papers presented to the Symposium®.

| The work of editing, revising and expanding the national monographs
was completed by the end of 1966 and furthermore, two new studies were
prepared. The ECLA secretariat attempted, as far as possible, to standardize
the presentation of the reports, in order to permit comparison of the
experience of the gifferent countries with regard to specific problems,
particularly in the field of industrial policy.

The national studies on industrial development, to be presented at
the International Symposium relate, in alphabetical order, to the following
countries: Argentina, Bolivia, Brazil, Central America, Chile, Colombia,

Cuba, Ecuador, Guyana, Mexico, Panama, Paraguay, Peru, Trinidad and Tobago,
Uruguay and Venezuela.
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- I, BRIEF HISTORY.

Between 1950 and 1965, gross national product increased at a
" cumilative rate of 5.5 per cent: from 276,7 million to 614.8 million
" balboas, expressed in balboas at 1960 values, Over the same period,
the gross product of manufacturing-industry‘increased‘at a cumulative
rate of 10 G per cent, from 23 5 million to 97.7 million balboas, in
balboas at 196G values, o ' ‘

However, the rather dynamic growth of the industris&l sector was
abmgwhat irregular and may be divided into three. periods, in each of
which industry assumed different characteristics.

Table 1
FANAMA: GROWTH RATLS OF GROSS NATIUNAL PRODUCT AND
OF MANUFACTURIKNG SECTOR PRODUCT
(In, porcentages)

Periods K . Gross National Manufacturing Sector

Product ’ Product -
1950-1955 | W6 6.5
196061965 ' 7.6 . 12,4

19501965 © 5.5 . - 10,6

Source; Government Department of Statistics and Census,
Prepared by: Department of. Programming. -

1._.‘2.52_1:_0_;922

"The postﬁwar perlOd brought with it excellent opportunltles for
development of the manufacturing industry, owing to the great demand for
manufactured products which arose as a result of the removal of restrictions
on manufactured consumer goods, and of the considerable amount of monetary
reserves held in the country. However, this démand was sabtisfied chiefly
by imported goeds, and it was not until the end of the 40'3, vhen balance
of payments problems and the need to reduce Panama‘s dependence on econcmic

/transactions in



transactions in the Canal Zone, that siteps were talen towards the setting
up of a ggries of import substitution industries which would also provide
sources of employment,

Decree/Law No, 12 of 1950 formed part‘of the strategy of import
substitution by offering financisl incentives to promote capital investment,
While it was in force, contracts to 68 enterprises were granted,

During the period under consideration, the manufacturing sector
experienced an annual growth of 6,5 per cent; the greatest increases
within the sector were registered in industries which had in the past been
among the more important, such as the majufacture of food products, which
increased by 67.3 per cent; chemical products, with an increase of 52.8 per
cent, and sawmill and other wood products with a 57.1 per cent increase,
Certain other menufacturing industries were estzsblished, such as metal

products and tobacco,
2. 1955 to 1960

During this period, two factors contributed towards the growth of
the manufacturing sector, The first was the Remén-Eisenhower treaty,
which prohibited Panamanians who worked in the Canal Zone, but who were
resident in Panama, from making purchases in Canal Zone storeé, and the
second was the publication of Law No. 25 of 1957, concerning the promotion
of productioh, which replaced Law No. 12 of 1950,

' The effect.of the zbove treaty was to increase the consumption of
national goods by nearly 7 million balboas during the period 1957-1958,
Sales-of consumer goods in the Canal Zone stores fell by 10 million balboas
from 1956 to 1958, and natlonal production managed to supply 70 per cent

of the consumption of these goods.

Law No, 25 is similar to Law No. 12, but it'excludéd some concéésions;
it also contained import-duty éxemptions for machinery, ecujpment, and raw

naterials. B

Durlng this periocd, the Centre for Industrial Development was formed
as a part of the Institute for Pconomlc Promotion. Its task was the
preparatlon of practicability surveys for the setting up of new 1ndustr1es,
labour tralnlng, and industrial promotlon..

/These facts
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These facts enabled the accumulative growth rate to reach 9.7Jper
cent, compared with the 5.0 per cent rate for the gross national'prodﬁct.
' The sectorts grbss national'product went up by 64.1 per cent, an
increase which differed in characteristics from the one registered in the
first period: the most dynamic industries were tobacco, fﬁrniture,:paper
and rubber pfoducts,'metals and chemicals, “The least dynamic ﬁere
beverages, printing, sawmill products, and food products. “

3, 1960 to 1965 .

The gross natienal product of the manufacturing sector increased at
an accumulative rate of 12;4 per cent, from 545 million to 97.7 million
balboas, during this period, while the gross national product increased
at a rate of 7.6 per cent, from 418.0 to 614.8 million balboas.

The period was characterized by some heavy investments in the years
1960 to 1963, such as the 1nstallation of a petroJeum reflnery, an increase
in the capacity of cement manufacture, establlsument of a new brewery and
of several other proc6551ng 1ndustries.

Another characteristic was the increase in sources of finance for
‘industry, The National Bankfexﬁanded'itékiﬂdﬁsfrial loans department and
formed a privats bank for 1ndustr1a1 development (DISA) with contributions
from national 1nvestors and from LD, Prlvate enterprise also founded the
Panamanian Inatltute for Development (IMPADE), whlch acts in conjunctlon
with the Centre for Industrial Development. 7
' In this third nerlod, the most dynamic ‘industries were the manufacture
of paper products, metal products, furnlture and accessoriss, and food
products. The only iten which dld not reglster satisfactory growth was
the manufacture of footwear and’ garments.

However, in spite of the rapld growth of the manufacturlng sector,
certain facts have arisen which blurr the 1mage of contlnulty and of
dynamic expansion, Becauae of the reductlon in the country's economlc
activity as a result of the January 1964 crlSiS, the 1ndustrlal sector
slowed down the rate of development it had been reglsterlng and showed an
increase of only 5 ? per cent over the preceding year, Although the economy
as a whole reacted favourably and managed to regaln the rate of growth of

/previous years,
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previous years, the industrial sector in 1965 increased by a mere 6.8 ver
cent over its 1964 figure, In other worﬂs, durlng the first three years
of this pericd the industrial sector grew at a faster rate than that of
the national economy, but_the reverse was the case for the last two years
of the period, '

The irdustries aimed at import substitution, and that of food
products in particular, satisfy demand almost completely, Moreover, the
growth rate of the economy with the consequent inerease in per capita
income, ard the progremme of public investment, will tend to counteract
these adverse tendenciés end will help to‘mainiain the sectorts growth rate.

II. RELATIVE IMPORTANCE, STRUCTUHE, AND GENERAL CHARACTERISTICS,
oF THE MA&UFABTURIRG INDUSTRY

1. Gross product of the manufa turing 3 ggggx in relation

to _grozs nat roduct,

One of the characteristics of the manufacturing sectors is the
intense development it underwent between 1950 and 1965 in terms of its
share in the gross national product. It must be mentioned, however, that
this development corresponds te a very lew initial Jevel of industrialization,

Over this fifteen-year period, manufacturing industry was the most
dynamic sector in the Penamanian econcmy. In 1965, industrial product
reached 97,7 million balboas,® compared with 23,5 million = in 1950,
The totel incresse for the period was 315.7 per cent, which is equivalent
to an accumulative annual growth rate of 1C,0 per cent, higher than‘the
rate attained by any other'econcmic sectqr;'and higher than the growth
rate of the gross national product, which was 5.5 per cent (see table 1),

The accelerated growth rate of manufacturing between 1950 and 1965
enabled this sector to increase progressively its share in the gross
national product, as can be seen from the changes which have taken place
in the structure of the latter in Table 3, In 1950, the manufacturing
sector was in sixth place in order of importznee, with a share of 8.5 per
cent. In 1965, its share had risen to 15.9 per cent,‘the sector heving
moved into second place with only asriculture and farming providing =
greater percentage,

-

1/ Figures given in 1960 prices, unless otherwise stated.
| /Table 2



-5 -
Tabls 2

PANAMA: GROSS NATIONAL PRODUCT AT MAHJET PRIGES, DIVIDED INTO ECONOMIC SECTORS
WITH ANNUAL GROWTH RATES, 1950-1964% g/

{In willions er balboas at 1960 values )

Seotar B % W Y N
- - - 'age‘s )
Total 267 ;a1 W80 £14.8 1222 5.9
Agrioulture, Mvegtaok, Forestry and fishing M5 86.0 957 1263 69,5 3.6
Hh;ing and quarrying _ -‘ _ 0;6 Ue9 LI . 1,9 . 216.7 8.0
Manyfesturing industry 23.5 32.2 5445 97.7 315.7 10.0
Construstion : ’ 10,6 13.5 22,9 327 2085 7.8
Elestrioity, gas and water 3.2' 4,5 8.4 146 . 256.3 10,7
Transport, warehousing end sommunications 10,0 13.4 ¢/ 21;5 36.17 161.0 9.0
Wholesale and retail trade ey . 40,2 57,9 .  B9.2 155.6 6.6

Banking, 1lnsurance, real eptete, and other

financisl esteblishments ‘ 4,5 62 10,3 17,6 7.8 9.3
Housing : 23.3 27,2 34,5 24 820 M.l
Public gdministretlon 6.7 743 114 W2 1LY 5
Public and private services B 585 63k 832 9B 4.6
Servines vendsred to the Panema Canal Zone 39,9 33.2 30,4 53,5 . 34,4 . 6.0

Sourse : Gﬁvemsnt Doepaitmant of Statistios and Geﬁsus » and Department of lPi-ogramming'.
a/ Provistonal figures. ' |

b/ Includss the groés product of the Free Zone of Colénm.

of Refers to real salaries,

/Table 3



Table 3

PANAMA: FERCENTAGE OF GROSS NATIONAL PRODUCT AY HASKED PRICES, PER ECONOMIC SECTCR

Sastor 1950 1955 1960 1965
Total 100.0 lbO. 0 100,0 100,0
Agrioulture, livestook, forestry
and fishing ‘ 26,9 26.5 22.9 20,5
Mning and quarrying 0.2 0.3 0.3 043
muf&ﬁtum 1ndustw 605 10.2 13’0 15'9
Construstion 3.8 Ya2 5.5 5.3
Elestricity, gas and water 1.2 1.4 2,0 2.4
Transport, warshousing and
sommunications 3.6 4,1 5.1 59
Wholesa1§ and retail trade 12,6 12,4 13.9 14,5
Banking, insurancs, real estaie,
and other finanelal esteblishments 1,6 1.9 2,5 2,8
Heusing 8,4 8.4 B.3 6.9
Public administration 24 2.3 247 2.3
Public and private services 16.3 18.1 16,6 15
Serviges rendered to the Panaps
Canal -Zone - L.k 10.2 7.3 8.7

/In spite



In spite of the relatively rapid growth of industry during the
fifteen years under con51derat10n, 1ts 1mportance w1th1n the Panamanian
economy is still of small proportlons, and far lower than the relative
level attained by industry in countries with a 31mllar economy, or even
1n Latin American countrles w1th a lcwer per caglt income,

2e Egplgxggg__;g_;pgustgz, in rg;at;on to_total
working population

Fanamanian statistics measure labour in terms of the total working
population, which includes'persons over 10 years of‘aée who are working,
or looking for work, .

Both in 1950 ard in 1960 the worklng population amounted to a 11tt1e
more than 30 per cent of the natlon's total populatlon, 26&,619 persons
msde up the working populatlon in 1956, and 336,969 in 1960, glvlng an
annual growth rate of 2.4 per cent for.the ten~year neriod.

In 1950, the number of persons actuzlly employed was 241.1 thousand,
which was 91.3 per cent of the working population. In 1960, the number
of employed was 299.4 thousand, representing 88,8 per cent of the working
populatidn, This small increase in the number of employed persons - an
arrual rate of 2.2 per cent for the period ~ was lower than the growth
rates registered in the working population and in the nation's total
population over the same period. . .

Between 195G and 1960, the manufacturlng sector was fourth in
importance as far as direct. employment of mampower is concerned. This
sector employed 18,082 persons in 1950, end 22,079 persons in 1960,
figures which represented 7.5 per cent of the actually employed population
in 1950, and 7.4 per cent in 1960. (See table 4.)

/Table I,



Table &

PANMMA: EMPLOYMENT OF PERSONS PER ECONOMIC SECTOR o/

{In_thousands)

1950 1960 196k

Seetor - Total POISent  motal  POrtent gy Peroont
Agrtoulture, forsstry, hnting : '

and fighing 131.8 Sh7 1530 51.1 171.0 48,4
Mining and querrying Gkt 0.2 ool Oel b/ -
Mamufacturing industrios 18,1 7.5 22,1 Tl 320 94D
Construction 6,6 %7 %3 %) 120 el
Flaoiricity, gas, water and -

services - 1.2 0.5 1.5 0e 5 20 0e6
Commerae | 19,8 82 2745 9s 2 35.0 99
ety eplati 67 2.8 8.6 29 90 25
Services 3746 15.6 58,6 19.6 720 2003
Paname Canal Zone 18,0 A 16.3 Sl 2.0 5.6
Miscellanaous ' 0.8 0.3 22 0s7 1.0 0.3

Source: General summary of population, 1§50 and 1960 censuses and 1964 Manpower Survey.

3/ Populatlen of 10 years of age and over, exeluding indigenous population,
b/ The figure is grester than zers but less than 501,

Juhile employment
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While employment in industry increased at an average rate of 2,0 per
cent in the periecd 195060 (a “lower ammual rate than was registeéred over
the same period in the growth of the working population and of the
population actudlly employed), uneémployment increased at an annual
‘average rate of 4.8 per cent from 23,515 persons in 1950 to 37,583 in51?60
~ representing an increase in‘unemplcyment from 8.7 per cent to 11.2 per
cent. - These figures are much more serious in view of the fact thet in~
the cities of Panamd and Coldn, where almost helf of the nation's working
population is concentrated, the number of unemployed persons represented )
14,5 per cent of the population resident in those cities, and 60 per cent
of the total unemployed in the: country.

There are reasons for bellev1ng that the unemployment situation has
' beccome less serlous slnce 1960 Accordlng to the results of the labour
'surveys of 1963 and 1964,2 the total of actually employed persons in 1964
was 35440 thousand, or 93,7 per cent of the worklng populatlon. The
1ncrease was registered ot an annual rate of 43 per cent, which was
higher than the 3 per cent rate of 1ncrease 1n the worklng populatlon _
between 1960 and 196&. As a consequence, the level of unemployment whlch i
was 11 2 per cent in 1960 fell to 6, 3 per cent in 196h. However, the bulk
of the unemployed populatlon is stlll'concentrated in the Metropolltan .

" Region 2 where, it is estynated, three quarters of the 2&,000 uremployed
persons reglstered in 1964 reside, in spite of the fact that the level of
' unemployment in the region1iropped from 14.5 per cent 1n 195C to 9.9 per cent,

2/ The surveys of 1963 and 196u are not, in fact, strictly . comparable
with the results of the population census of 196G, For exaaple, the
category of "under-employed" was introduded in the surveys, but was
not considered in the 1960 census. This wmeans that some of the persons
classified as unemployed in the census were classified as under-employed
in the surveys, In spite of ‘this lack of uniformity, a cuick comparison
of the two enables useful. conclusions to be drawn, :

jf The Métropolltan Region comprises the. principal dlstricts of the
Provinces of Panamf and Coldn, districts in which 95 per cent of the
population of the two Provinces is concentrated.

JIf the
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If the structural changes which have taken place in employment of
manpower over the period 1960-1964 are examined; it will be seen that the
industrial sector in particular has absorbed an extremely high proportion
of the increase in the working population: of an increzse in the countryt!s
working population amounting to 41,0(C persons, spproximately 16,000 were
employsd in the manufacturing industry. The setting up of industries such
as the petroleum refinery, corn mill, match factory, the expansion of the
cement plant, a new brewery, and several processing industries, are examples
of installations which have helped to create new jobs and have eased the

problem of unemployment in Panama.

3« The industrial structure of Panama in 1964

According to the results of the menufacturing industry’s Annual Survey,
carried out by the Goverrment Department of Statistics and Cemsus, the gross
value of production reached 183.4 million balboas in 1964. Table 5 shows -
the distribution of the gross value among the different branches of industry.

Food=producing industries occupy the first place, providing around

32 per cent of the gross value of production, followed by beverages, which
provided 11 per cent. The relative importance or beverages is mainly due

to the large-scale development which has taken place in the beer industry,
which is at present one of the biggest industrial enterprises in the country,
both for the amount of capital involved and for its amount of sales.

The next in order of importance of value of production are non-metallic
mineral products, and the footwear and garments industries, which provided
5.7 per cent and 4.7 per cent of total value of production respectively.

In 1961, the main characteristic of industry in Panama was the
concentration of manufacturing on a few lines of productionﬁﬂf However,
it appears that this situation has been changing for the beticr in the last
two years. A brief look at the structure of industry in 1954 shows that some
diversification took place since 1961 because of. new lines of praduction
which opened up, such as petroleum derivétives,i which provided 22 per

5/ Approximately 53 per cent of the total gross value was produced by
the four industries already mentioned,

5/ Included under the heading "Miscellaneous Industries”,
/cent of



cent of the value of production and accounted for approximately 50 per cent
of the increase in total gross value, and because of incressed development
in existing industries,

4. Jndustrial 1nvestmen£ in remgt t total gross investment

o Conditions_which prevailed following the cloée'of the Second World -
War were highly important factors in the increase experienced in tqtal
gross investment in the period 1945-1947, since ready use was made of the
capifal which had accumilated during the war. The years Limediately efter
1947 however, were charecterized by a reduction in the nationfs economic
activity when these capital reserves became exhausted. As a consequence,
the level of investment, which was abnormally high in 1947, gradually
diminished in the f0110W1ng years until it reached a value of 34.4 mllllon
balboas in 1951; 1t was in this year that a period of economic recovery began,

In the years 1951 to 1963, development of the manufacturlng sector
was subject mainly to national influences, outstanding among ‘which was the
policy of incentives carried out by the National Govermment. Such measures
played an important part in damestic capital build-up in the sector,

As shown in table 6, gross investment in industrial equipment
increased from 5.5 million balboas in 1951 to 20,8 million in 1963 - a total
increase of 278.,2 per cent ~ while total gross investment went up from
344 million to 107.7 million balbeoas over the same perlod, with an increase
of 213,) per cent.

- 5, Characteristics of foreign trade with relation to
. L the msnufacturing sector

~ Until 1950, there had been periods of marked fluctuation in the
amount of the nationts importis and exports because of external and internal
nressure caused by the war's bootteeatid—s ] ump effect on 1nternatlonal trade,

The years 1950 and 1951 can bte said to represent the beglnnlng of
Panama's period of economic recovery, The years immediately preceding
these had been charzcterized by poor conditions as a result of the drop
in foreign demand, Imports and exports, which had reached exceptionally
high levels in 1946 and 1947 due to the normalization of international sea
transport, and to the accumulated needs of the nation during the war years,

were reduced when the wartime monetary reserves became exhausted.

/Table 5
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PANAMA: GROSS VALUE OF INDUSTRIAL PRODUCTION PER INDUSTRY, YRARS 1961 AND 1964

{In thousands of balboss}

Gross velue of production

Industry 1961 196k
Total 1022 1854
Pood products 1,1 564 9
Bavarages 42 204 2
Tobadoo Sl s
Pootwear and garments 6.9 8.6
Wood end ocork 29 49
Fumitupe ond necessories el 42
Paper and paper products 24 6a3
Printing and affiliasted industries b6 6.3
Leather 0s9 L0
Bubbar 0.5 0.5
Chemical products b2 6.0
Non~-metal minerel preducts 8.9 10.%
Bagto-metal products " 0u3 llo-l‘-
Metal produsts, exsepting transpert machinery 2.8 Sel
Non=elestrieal machihefy ’ 0.3 0.5
Electrioal machinery 05 0.6
Transport mashinery 1.2 1.9
Misgellaneous industries L1 k.5 8/

8/ Includes products derived from petroleum.

/Table 6
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Table 6

PANAMA: TOTAL GROSS INVESTMANT COMPARED WITH INVESTMENT IN INDUSTRIAL EQUIFMENT, 1950.1963

(In theusands of balboss at 1960 ﬁlues)

- Investment in

Totel Investment in industrial
Year groas industrial equipment as
investment squipment B peraentage
of total grozs
investment
1350 i1,3 “ 9.2 22.3 |
1951 . Ty 5.5 6.0
1352 39.3 8.2 2049
1953 b5 6.6 W6
1954 6.4 " 8.0 17.2
1355 45.6 7.2 15.8
1956 54,2 9.3 17.2
1957 64,0 8.6 13.4
1958 £3.1 9.5‘ 15.1
1959 E4e2 10.8 16.8
1940 711 B4 11.3
1561 87.1 12.1 13.9
1562 96.% 15.6 16,2
1363 107.7 20.8 19.3

Source: Government Department of Statistios and Censuas

/(a) he
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(2) The nature snd development of imports

The total amount of imports of merchendise went up from 95.4 million
balboas in 1950 to 193.1 million in 1963 (see tables 7 and 8), which gives
an increase of 104.4 per cent - an increase similar to the one registered
in the gross national product over the same period. The increase in
imports was made at a faster rate than the rate of increasse in the
population, but slower than the growth of gross produet in the manufacturing
sector, rates which were 46,2 per cent and 27C,0 per cent respectively,
between the first and last years of the pericd 1950-1963.

Because of the importance that quantities of registered imports of
merchardise had throughout the period 1950~1963, and the lack of detailed
information concerning imports from the Panama Canal Zone, this analysis
will have to be limited to imports from other countries, that is to say
to registered imports of merchandise.

The amount of registered imports showed a tendency to increase in the
years 1950 to 1963, This was mainly due to the increase in imports of
manufactured products which regulerly made up 97 per cent of the total
registered imports for each year of this periods It should be borne in
mind that together with this increase, changes occurred in the nature
of such igports.

6s Size and characteristics of manufacturing enterprises

The 1962 Industrial Census classifies the size of imdustrial
entererises according to the number of persons they employ.

Table 9 shows the figures relevant to the 2,053 registered enterprises,
It will be seen that 483 enterprises, or 23.8 per cent of the total number
of industrial enterprises, employ 5 or more persons. They employed 80.6 per
cent of the total number of persons employed in the manufacturing sector,
and accounted for 95 per cent of the value of irndustrial preduction, The
table alsc shows that small-scale industries or enterprises employing less than
5 persons, made up 76.2 per cent of the total number of enterprises, providing
work for only 19.4 per cent of the total employed in the sector accounting for
5.0 per cent of the sector's value of production. In general terms it can be
said that Panamanian industry shows a marked contrast between the two types of
enterprise, The first is made up of plants operating on a relatively lerger
scale, and with modérn and efficient equipment, while the -secdénd type consists
of an extremely high number of small establishments in which artisan production
predominates, /Table 77
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~ Table 7

PANAMA: IMPORTS OF MERCHANDISE

(In_thousands of balboas at 1960 values)

Type of merchandlae ' 1563 - 1962‘ ‘ 1961 1960 1955 1950 .
Total imports of _Ei;mhmdifa _ 193 138 182 g49 145 572 127 258 107 308 | 9% &50
Registersd o.1.f. 1mport3 187797 7 W5 139778 12142l 96 930 34 bo1
Baéiatered imports hy ' - o 7
warehouses Bab 0 g2 1 223 1 437 des
Importe of ships and sireraft 153 g 24y 298 - 0 5
Hired maohinery -2_5 -23 -145 o -6 - . 38 0

Merchandise aonsigned to foreign
Transport end Communlcations

egenoies . -1 539 -2 160 2 243 ~2 378 “se sea
- Merchandise sonsigned to the ‘ L. :

Mplawetio and Consular Corps ~173 =150 . -39 - =33 -1 543 -1 321
Imports of weter from the

Panams Canal Zone 1078 329 626 904 ~57 . <lu6
Purdhases ir the Canal Zome by - -

Panamanian reaidents 5 300 4 925 L by b 483 631 562

Illegal purchases in the Camal
Zone by Ponamanien residents,

aontreband 973 9BY $92 1000 10985 1 335
Contrakand: imports of non-
" registered mershandise 725 657 77k 752 sus . eee

Gold coin a/ merchandise sonaigned
to foreign Tvansport and . S
Communications agenoiss 305 3By wes

LY ] s s weas

8/ As from 1962 this merchandise was excluded from foreign-trede registers.

/Table 8
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Table 8

PANAMA: AMOUNT OF REGISTERED C.l.Fe IMFORTS, CLASSIFIED INTO INDUSTRIAL SECTORS

(In theusands of balboas st 1960 walues)

Industriel oategory 1963 1960 1957

Total 187 727 12 4 16 69
Agrioulturs, 1ivestook, forestry and fishing 6 634 3 627 2 639
Mining and quarrying %9 301 217
Crude petroleum 32 966 0 0
Manufsoture of food products, sxoluding beverages 12 839 12 666 15 260
Baverages 952 2 0% 2 608
Tobaceo 1037 2 15 2 010
Textile mamufasture 9 948 8 614 L 459
Marufacture of footwear and gaments 1o 821 7 978 9 7006
Wood industry, exeluding furniture nz 573 -858
Menufacture of furniture and ascepsories 782 790 992
Manufacturs of paper and paper produsts 13 33 L2 292
Printing and affiliated industries 1 k92 1 382 1 061
leather industry, exsluding footwear 656 541 &5h
Manufacture of rubber products 2 910 2 Y2 2 222
Manufacture of chemicals and chemical producta 22 1138 le.lt 528 13 o2
Manufaoture of products derived fram coal and :

petroleun 4 911 11 Ll 9 576
Manufacture of nonw-metal minerel products 3 218 2 Boo 2 234
Bam-ﬁem industries 5 237 4 781 2932
Manufaoture of metal products, excluding

transport machinery 9 ‘119 6 843 168
Machinery censtruction, excluding sleotrdocal

machinery 13 YoB 7 058 12 316
Constiruction of transport material 12 74l 1z 256 € 7

/Table 9
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Table 9

PANAMA: NUMBER OF INDUSTRIAL ENTZRFRISES, SHOWING PLRSONS EMPLOYED AND
VALUE OF PRODUCTION ACCORDING TO SIZE OF ESTABLISHMENT - 1961

Size of industrial Industrial . Persons Value of

- establishment enterprises employed - - production _
b B e B e BT e T
_ . age o ..Age SEE
Nationts total 2033 1000 15030 100,0 107 554 687 1¢€G0 -
14 1550 76,2 2912 194 53978 5.0
5.9 ' 191 9.4 128k 8.5 7321200 6.8

10 and over 292 l4.4 10 834 7241 94 913 706 88,2

-~ =

Further details of employment in the main industrial sectors can be
fourd in table 10, '

It can be seen that the average mumber of persons per enterprlse in
industry as a whole is only 7, whereas the average figure for medlum and
large-scale industries is 25, This reflects the enormous 1nfluence that ‘
small~scale production has on employment statistics. ' o

The industries with the lowest figures are rubber, and'foétwear and
garments, which employ an average of 3 and 4 persons per enterprise, The
exclusion of smail—scale food industries znd of small-scale footwear and
garrents industries from the sattistics given would be sufficient to increase
the average rmumber of persons employed in these industries to 25 and 27
respectively, and would increase the average of industry as a whole to
12 persons per enterprise. | N

/Table 10
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feble 10 |

PANAMA; AVERAGE NUMBER OF PEASONS EMPLOYED PER ENTERPRISE, ACCORDING TO INDUSTRIES, 1961

Number Paraons Fumbar of
Industries of smployed persons per
enterprises enterprise
Total 2.033 15,030 z
Food producte 556 4 520 8
Beverages 24 1032 43
Tobasoo 3 218 73
Feotwear and garments 566 2 4o 4
Saw-zills and wood produsts 52 768 15
Furniture and agcessories 170 955 6
Paper and paper products 1} 238 22
Printing and arfiliated industries 57 101 18
Leather Lg 257 6
Rubber 18 55 3
Chemfoal produsts 32 b2 510
Hon-metal ml;:eml produsts 59 1197 20
Bazis-metal products 5 73 15
Matal products, excepting
transport machinery B2 562 7
Non-slectrical machinery 22 87 4
Eleotrio.a.i machinery 11 92
Transport machinery 28 408 15
Miseellaneous industries 10 1k 11

Scuree: Based on figures issued by the Government Department of Statistles and Census.

/7

Employment
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7. Eoployment iﬁ industry

~In the first part of this report, the total figufes of emplo%ment
for the.wholq_of';he manufacturing sector we}e'givén. In short, the
Industrial Censﬁs of 1962 gavé‘thé mmber of persons employed in small,
medium, and large-scale 1ndustr1es as 15,030, while the 196C employment
statistics accounted for 22,0?9 persons being employed in the manufacturing
sector. This means, that of the total number of persons employed in.
industry, artesan industrles employed approxlmately 7,00C persons, or -
about 32 per cent,

It was also stated that the'setting up of new industries from 1960
onwards helped to increase employmient in industry, and that in 1964 the
sector employed some 32,00C persons, The 1964 Industrial Survey, which
dea}t with establishments employing 5 or more persons, gave the number of
persons employed in such industries as 13,893, which represents an ipgrease
of only 2,159 persons over the 1961 figure. In other words, more than
8C per cent of the increase in 1ndustr1al employment was accounted for
in industries of the artesan type. '

Table 11 shows, first of all, the number of persons employed in the
industrial sector dividéd into different industries. Once again, the
proncounced concentration of industry on the manufacture of food products,
footwear and gérments, and beverages is made evident. These three
industries employed more than helf the total number of persons employed
in the sector., A comparison between the figures for'empldymeﬁt and
those for the value of production will show the marked differences in

pfoductivity which exist among the country's industries., The highest

values of production ner person were registered in miscellanecus lndustries,

which include petroleum, followed by tobacco, beverages, basic metals,
Paper products, and fbcd products. mh€ differences in value of productlon
per person are mainly due to the size of the respectlve enterprlses, and to

the different degrees of mechanization achieved in each industry.

/Table 11
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Table 11
PANAMA: PRODUCTIVITY AND REMUNERATIONS OF PERSONS EMPLOYED IN INDUSTRY, 1964

Number of Value of  Total Value of  Averags
. pm  peiwim nemntio; g e
of balboas) of balboas) (balboas) - (balboas)
Zotal S 398y 183 376 24 1a3 13 11b 1732
Food products b o2 58 930 6 21 | 14 644 1581
Beverages 1 130 0 22 2 W15 16 992 2 029
Tobaoso a7 7 520 | 569 36 hof 2 622
Footwear snd gaments 1 981 86 2 433 4 362 1 228
Wood and coric 67# z‘ 926 745 4 o3ln 1 105
Purniture end ascossories 590 4 223 518 7158 1 556
Poper and paper products 398 & 343 773 15 937 1542
Printing end affillated ' ‘
industries 1 033 é 306 2 258 6105 2166
Leather 223 366 281 b 332 1 %0
Faubber 35 Lay 72 13 829 2 057
Chemical products 618 5 982 1168 9680 180
Non-metal minerals produsts 1 267 10 423 2 394 8 227 1 889
Basle-meta) produsts 87 1 b 1% 16 253 1 598
Metal preducts, exeluding
transport wachinery 560 5 097 596 9 102 1979
Nen~slestrical mashinery 96 503 212 5 239 2 208
Eleotrical machinary 66 §hé 148 9 788 2 2hg
Trensport machinery s 1 873 708 b 209 1591
Miscellanesus industries L9 40 Lof 1 983 8L sy 4 4o

.

gf Hefars to adsinistrative personnel, techniocians, c¢lerks, machinists end workers under
employment at the end of the months of February, May, August, and November,

/The figures
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The figures giving average remﬁhérétion per nerson, also in Table 11,
show greater uniformity among industries; nevertheless, the differences are
still considerable between miscellaneous industries and tobacco, on the .
6ne'hénd, and foctwear and garments, leather, and wood and cork, on the
other,

- If remuneration and productivity per person are compared in each
industry, it will be seen that a relation, although not ‘a constant one, does
exist among them. For example, the industries with the highest productivity,
which are miscellaneous industries, and tobacco, also have the highest .
average remunerajion per person. However, industries with a low productivity,
such as printing, and non-electrical machinery, have an average remuneration
approaching that of industries with the highest productivity rates, -

Another aspect of umguestionable importance in industrial employment
concerns the qualifications of the persons employed. It is, in fact, an
aspect of production which has a determining.influence in the rhythm of
industrial growth. _

In spite of the importance of the problem, no complete statistical .
information is available which can give details of the training and
qualifications of workers employed in irdustry, . :

Table 12 gives only some information on the subject: the clagsificaticn
of persons employed in industry as a whole, for the year 1960, The table
shows that a mere 2 per cent of the total number of employed persons was
in the category of "professionally gualified" or "technician", The total
number'of such persons ~ 424 ~ was even smaller than the_number of indugtrial
establishments in that year, giving an average of less than one professional
or techrnician per establishment, -

It would have been interesting to go into greater detail with this
claésification,‘to make an analysis of different types of Jjob in each
industry; unfortunately, there are no statistics with such informatien,
However, this is merely part of the problem which involves the need to train
labour in order to properly satisfy the growing demand recuired by an
efficient imdustrialization. In view of the situation, the National Govermaent
has undertaken a vigorous. programme of labour training, with the active
participatiqn of representatives of private entrepreneurial associations and
of workers! unions,

/Table 12
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PANAMA: CLASSIFICATION OF PERSONNEL EMPLOYED IN THE MANUFACTURING INDUSTRY, 1960

Numbsr of
persons
Total _ 22 073
Professionally qualified parsonnel, technloians,
and persons. in similar categories L2k
Managers, -administretors, and persemnel in
sxacutive categorics 714
Clerks, and personnel in a similar categozy : . 1257
Salesmen, end persomnnel in a simllar sategory Lo
Formers, cattlemen, fishermen, hunters, timbormen,
and personnel in similar pategories 381
Transport drivers, and perstnnel in a similar oategory 735
Artiscans and perscns employed in connaxion with spinning,
the menufasturs of footweawr and garments, earpentry, the
building industry, meshanics, end graphic arts 12 254
Other srilsans and workers _ 5 o74
Workmen and labourers unskilied in other sategories 291
Yorkers in personal services, and personmel in s simller sategory 311
Other workers, not specified in other categories 230

Souroce: Department of Statistios and Cemsug, 1960 Nutional Census. Volume V. Econcmio
Chereoteristics,

/8. location
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8, ILocation of industry

The geographical concentration of the manufacturlng 1ndustny is
characteristic of Panamals industrial development, as can be seen in
table 13, .

Approx1mately 54 per cent of the country’s industries in 1961 were

located in the Metropolltan Reglon.6 The industries in this region
emplcyed 75.5 per cent of the personnel, and produced 75.8 per cent of
the gross value of production of the manufacturing industry. ‘

| Among the many factors which have accounted for the location of .
irdustries, and which have stimulated théir develdpment in this region,'
the most ﬁapoitant are undoubtedly the concentration of a great part of
the purchasing power of the population, and the presence of a good transport
and communications system with the main sources of imports, which make the
supply of importgd raw materials and intéruwdiate products easier, Other
factors are the availability of electric power and water, and the easier
access to and contact with official institutions and banks.

. A more detailed examination of the geographical distrib:tion of
manufacturing, concerming the type of industry caﬁried out in certain
Provinces (see table 14), shows that the majority of enterprises located
otside the Metropolitan Region are those which manufacture foud products, .
rocurear and garments, those concerned with the produce of sawills,
tanoeries, sugar-mills, cormn-mills, milk-processing and produstion plants,. -
ard the manufacture of articles from textile products and leatner, all
activities where the principal factor for their location is the proximity
of raw materials,

It is difficult to foresee the lines that location of industrial
production will take in the immediate future; however, some factors appear
to suggest that a certain decentralization will take place, Iadeed, the
progressive improvement of the transport system, the carrying out of
electrification projects in the central region of the country, the rural
development programme, and the establishment of industrial telts in
stfatcgically selected areas, will influence the setting up of some types

of manufacturing plants in Provinces which barely form a part of thes country's
presént‘iﬁdustrial zone,

&/  As explained in previous chapters, the Metropolitan Region comprises
the majority of the districts of the Provinces of Panami and Coldn,

/Table 13
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Table 13

PANAMA: NUMBER OF ESTABLISHMENTS IN THE MANUFACTURING INDUSTRY, NUMBER OF PERSONS
EMPLOYED, AND VALUE OF PRODUCTICN, ACCORDING TO PROVINCES, 1961

Establishments Porsons employed Value of g;‘g‘}_“““‘“
Province

Fumbor “zgf.;a Nuzber ce:!-::ar;e ~ Balboas . oﬁ;;‘;a
Ration's total 2 033 100.0 15 030 100,0 107 554 687 100.0
Boesag del Tore 17 0.8 W7 0.3 123 575 0.1
Cool§ 104 5.1 1162 7.7 12 130 624 1.3
Colén ' 173 Be5 | 815 545 6 160 863 57
Chiriquf 393 19.3 15w 16,0 7 275 309 | 6.8
Darién 16 0.8 213 LA Bui 433 0.8
Herrera 150 7.4 731 b,y © 2 Bé1 636 2.7
Los Santos . 108 B3 308 2.0 1 016 927 0.9
Fapand : 935 k6.0 9 916 66.0 75 353 393 7001
Vernguas 137 6.8 328 2.2 1 790 938 1.6

Soures: Department of Statistice and Census.

/Tatle 14
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Table 1Y

PANAMA: GEOGHAPHICAL DISTRIBUTION OF INDUSTRIES, 1961

. Brass ‘ _ i . . : los ’ Por.
Industries ‘ del Sanld Colfn Guirtquf  Dartén Herrersa . o = Panamd  Véraguas Total  gent-

Tore : ) ] age

Food products 8 46 23 121 8 68 58 - 138 84 S8k 27.3
Beverages _ , : ' ‘ 2 L 3 1 18 S 25 1,2
Tobasaee . 2 . ot 3 5 0.2
Taxtiles , . 1 1 1 3 0.1
Footwear and garments ‘ ' 7 28 L8 my C19 13 288 16 566 27,8
Saw.nillls and wood products 2 2 - 10 L] 4 -1l 1l 4 52 2.6
Pumiture and acqessories y 23 28 7 3 100 D5 70 8.4
Paper and paper products - , u . ’ 1 05
Printing and affiliated industries 1 11 i 5 z - 1 a8 2 57 2.8
leather : 7 13 5 5 11 y - ug 2.3
Rutber 2 z 1 12 1 18 0.9
Chenioal preduets 3 1 22 31 1,5
L e e S & v 7 P
Basie-metal products : 1 : 5 é 02
B abrogyter SXoluding transport 4 1 7 5 3 46 6 82 4.0
Non-eleatrionl machinery ) 3 2 ) 1 5 . 21 1,1
Els¢trical mashinery . ) ’ 2 18 16 ) 2 72 1 117 . 5.9
Transport meohinery ' ' 2 20 19 11 5 70 2 129 6.3
Misoellanecus industries 1 1 7 7 ‘ 5 3 51 é 81 4.0
Total ' : v 4 o4 173 393 18 150 208 935 137 2 033 100,0

Parcentage : 0.8 5.1 8.5 19,3 0.8 7.4 5.3 46.0 6.8 100,0

Sourcget Based on figures of the Depariment of Statlsticz and Census.
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I11, DEVELOPMENT PROGJECTS AND PROGRAMMES

1, ustri TOgT,

The economic policy of the Republic of Panama has been influenced
by historical events which have made the country into a centre for the
supply of its productive services to more highly developed enterprises.
Since the end of World War IX, however, the need arose to develop other
sectors of the economy, and in view of this a series of legislative
measures was introduced to promote organized econamic growth. In spite
of such measures, national economic policy is based on aims which are
characteristic of a country devoted to the collection of revenue obtaiaed
commercially from importation and re-exportation, services, and taxation
which adversely affects consumption,

The nation!s economic policy should be designed so as to take full
advantage of its resources, Its geographical position is the most important
resource, but one which has not been efficiently expleited. This does
not nean that sectors like agriculture and industry are to be neglected,
on the contrary, the development of Panama should be based on the optimum
cambination of resources.

In the 40t's law No. 77 of 1941 was published, which created the
Agriculturcl and Industrial Bank of Fanama, with the aim of Ypromoting
the development of agriculture, livestock, poultry, apiculture, and other
small-scale industries”, This bank became concerned almost exclusively
with agricultural development, and played no major part in setting up or
financing manufacturing enterprises.

Because of the country!s economic setback resulting from the reduction
of operations in the Canal Zone, the Government realized the need to promote
the industrial development of the country., It was no longer possible to
think in terms of a free-sxchange economy, and the need was seen to protect
the country!s budding manufacturing industries,

The legislative instrument which was to put this mew line of economic
thought into operation was Decree/Law No. 12 of 1950, which stimulated
capital investient in the exploitation of natural resources and in the
setting up of industries concerned with sgriculture and livestock, and
certain other industries of benefit to the economy.

/The main



The main tax incentives granted under;Deqree/Law No. 12 weret
'(a) exemption from import'duty‘6n_machinery, equipment,
‘spare parts, fuels, aﬁd,raw,materials;
" (b) exemption from exportation taxes; - .

(c) tariff protection for competitive products;

(d) the stabilization ofrinéome tax for the duration of -

the contract, and |

(¢} exemption from taxes on installation, production, or sales,

The concessions were granted for a maximum period of 5 years.

This initial effort at promoting industrial development had serious
shortcomings; concéssions were granted haphazardly. However, once one
enterprise had been granted concessions, these were als¢ granted to any
other entefprise in the samé brénch,of industry which had. similar
conditions and would assume the same obligations, According to the contracts
enterprises had to sell their products in the country at prices which did
not exceed thoéé'agfeed upon with dfficial organizations, to employ
preferably Panamanian labour, and to givg;preference to the use of national
raw material. ' - “

Decree/Law No. 12 was in forge until February 1957, by which time
contracts had been granted for th§ setting up of enterprises in 68 cases,
of which 38 received tariff protection,

In 1957 Decree/Law No. 25 was published, This Decree contains
basically the same incentives as did its predecessor, with the difference
that the period of validity of concessions is reduced to 15 years, and incone
tax concessions are withdréwn, except in the case of tax on income arising -
from exports as long as natural resources are not being exported, -
Décree/Law No, 25 guarantees the right of:ény enterprise with equal conditions
to obtain the same tax concessions granted to one enterprise, This clause
has been legally interpreted as meaning that stabilization of income tax
granted under Decree/Law No, 12 of 1950 must be granted to any enterprise
in similar conditions for a period equal to the length of time remaining
in a contract already in force. Iﬁ this way, many enterprises have obtained
stabilization of income tax for ﬁeripds.of more than 15 years since 1957,

/ Although Decree/Law -
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Although Decree/LaW'No. 25 does lay down certain nomms for selection,
they are very wide in scope and have not been given force of law, with
the result that the Exscutive still has ample power to discriminate and
has no definite pattern to follow in granting tax benefits. Consequently,
there is no process of evaluation, and the ambiguity of criteria dees
not lend itself to an efficient selection system,

Such a situation permitted a number of previously-established
enterprises to resort to the concessions contained in this Law, It is
obvicus that if these enterprises had been profitably operated in the
past, they would not have had to seek government tax benefits to contimue
in operation,.

The number of weak points in Decree/Law No, 25 of 1957 has given
rise to the need for reform, and for this purpose the government has
obtained United Nations help in drawing up a law to eliminate the principal
shortcomings of this Decree/Law and to forge it into an effective
instrument for the promotion of industrial development, However, there
are serious differences of opinion with regard to the role that tax
incentives must play in the process of development.

Doctor So6l L. Descartes, a United Nations expert who studied the
situation in Panama, referring to the nation’s economic development said:
"It was also agreed that in this vast and balanced economic development
programme, tax incentives could play an important part; but it was
recognized that it would be a secondary role, although an important one
within its field, It was also recognized that one of its chief merits
would be to start the nation off on the path of economic development and
of industrial expansion, particularly in the private sector. Tax incentives
had their limitations but were considered necessary and useful in the hard
task of achieving economic growth which is set out in the programme of
economic and social development".

Doctor Descartes is not the only expert who has expressed his doubts
concerning the importance of tax incentives, In the Fiscal Survey of
Panama, prepared by the Fiscal Mission to Panama of the 0AS/IDB Joint
Tax Programme the followlng statement ¢an be found: Z~ "Although the

7/ Fiscal Survey of Panama, page 224.
/granting of
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granting of tax incentives to stimﬁla¢e.development {particularly industrial

_expansion) is widespread in under-developed countries, such concessions are

looked upon with 1little enthusiasm by many professional experts. To begin

‘'with, the effectiveness of tax incentives is questionable, There can be

no doubt that investment is influenced by multiple factors, such as the, 
importance of the market and the cost and availability of labour in
general, Among the factors which encourage investment, tax concessions
are considered to be of marginal importance, and cannot take the place

of wellnplanned promotion programmes, the avallabillty of cheap capltal,

and the development of econcmic infrastructure in the form of roads, water
and power supplies, and labour training, Considering these, and other
requirements for development, all that can be said in favour of tax
concessions is-that they cen express a government's determination to
promote and stimulate private enterprise, and can be used to overcome
certain obstacles to investment. To a certain extent, tax concessions
also possess psychologlcal attraction for businessmen beyond their real
value”,

‘Apart from the reform of Law No. 25 of 1957, the government has
planned few changes in its industrial development policy. Industrial
loans have been stepped up through an IDB loan to the National Bank; .
services to enterprises have been improved in"the fielda of labour.
training and industrial relations, and investments in industrial
parks are planned. However, these individual measures are not part of
an integral plan for industrial development. The Government Department
of Programming, conscious of the extreme importance of an Industrial
Development plan as an urgent recuirement for the nationts economie
develoment, has decided to begin preparing an Industries Plan which
would cover every single neéd of the iﬂdustriél sector and wouid be within
the limitations imposed on the Covermment by the nature of Panamatls econonmy,
a rational vehicle for the prdmotion 6£‘£he industrial sector.

/2. Qreanization



24 zation with executive responsibilit
;ggugtrlg; developmen t

The Panamanian Government has followed a pollcy of 1little direct
intervention with industrial development, However, the government is
well aware of the need to provide a basi¢ structure of development in
order that private enterprise may operate efficiently and also recognizes
that private enterprise needs a number of services ﬁhat the Govermment
can give, The govermment has therefore made use of the National Economy
Council, the National Department of Industry, and the Centre for Industrial
Development and Productivity of the Ministry of Agriculture, Commerce, and
Industry as vehicles for supplying the services required by the private
sector,

(2a) The National Economy Gouncil

The Council is the govermment organization in charge of studying or
investigating every aspect of any general or particular problem which
affects or which may affect the nation!s economy, with a view to advising
the Executive and Tegislative Body on the situation and development of the
National Econcmy.

The Council is made up of five prineipal members with their
respective substitutes, and a General Secretary who attends Council
meetings with only speakerts rights.

The members are nominated by the Executive for a period of 2 vears,
and must be persons with knowledge and experience in agriculture, commerce,

imustry and finance.
P One of the more important specific functlons of the Economy Gounc1l
is to approve the tax—exemption contracts of companies applying for
conceasions urnder Law No, 25 of 1957. In such cases the Council consults
the Industrial Development Centre and the Presidential Department of
Programming before amnncuncing its decision,
(b)  The National Devartment of Industry

This is a department of the Ministry of Agriculture, Commerce, and
Industry with a legal basis sstablished under Law No, 25 of 1957, and
Decree No, 122 of May 14, 1963. Its functions can be summarized as follows:

/(1) to
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(1) to study, in view of the contracts, applications for im;ﬁort
permits for znachmery, raw materials, equipment, etc,;

(ii) to study and to transact applications for new contract,s until
final approval;

(iii) to keep a register of all concessions granted to companies;

(iv) to carry out physical inspections and investigations of
caompanies who cancel their contracts or cease operating for 6ne ‘reason
or another, in order to ensure that the Law is being complied '{-J:i.th, ard

(v) to carry out tests and laboratory anély,ses and classify
obJects or materials which may be indispensable to the operation of
machines or factory equipment of companies with conﬁracts.

(c) e Cen for Industrial Development .

This organization began operations on April 9, 1956 as the result
of an agreement between the Institute for Economic Promotion (IFE) and the
Institute of .Intelb-ﬁmeri(:an Affairs, under the name "Econcmic Co~operation
Agreement", and included the Inter-American Service for Co-?ope'x?ation in
Economic Prqmoﬁion (SCIFE). It was based on the General Agreement for
Technical Co~operation of May 11, 1954, signed by the Goverrments of
Panama and the United States, On December 31, '1960; whe;n the April 9
.resolution wae considered at an end, the Centre for Industrial ‘Development.
became an integral part of the Institute for Economic Promotion umtil
March 1, 1963, when it was incorporated into the Miniétr'y of Agriculture,
Commerce, and Industry in accordance with article 4 of Law No, 57 of
February 4, 1963 (Budgetary Law),

As a result of Law No., 17 of December 31, 1964 (Budgetary Law), the
name was changed to "Centre for Industirial Development®,

Its main functlons are: _

(i) %o carry out bagic stuiies of economic and techrical aspects for

- the guidance amd promotion of the country!s industrial development
(i1) to carry out practicability surveys of industrisl projects;
+(i1i) to free other official departments from handling consiltations
-of a technical or economic nature which private enterérisé or international
organizations may make;

(iv) to put forward, and advise on, the criteria employed in the
assessment of applications for industrial protection contracts and for
loans to finance industrial projectss

/(%) to
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(v) to give technical assistance to established enterprises; or to
those about to be established;
{(vi} to develop schemes for tapping the country's human resources,
by means of labour-training programmes in the manufacturing industry;
(vii) to co~ordinate the work of standardizing industriel produets,
processes, and testings - _
{viii) to encourage investment in Panama by means of information and
reports distributed abroad; and
(ix) to advise companies on matters concerning industrial relations.

Iv, THE PRINCIPAL INDUSTRIES OF THE MANUFACTURING SECTCR

The manufacturing sector is characterized by the absence of so-called
Pheavy industry®, and concentrates production on certain items in
transformation industries, This situation is due to the lack of national
raw materials for heavy industry, and to the small market, which gives no
scope for industries that operats on the basis of large-scale economies,

In the past, the most important manufacturing industries were food
products and beverages, which accounted for over 50 per cent of manufacturing
production at the beginning of the periéd considered in this report, Footwear
ard garments, ami printing were also importaht, and their volume of
production added to the two industries already mentioned made up over
75 per cent of production, a situation which clearly shows that Panamanian
industry was almost exclusively concerned with the production of immediate
consumer goods, '

At the end of the period, the relative positions of these industries
had changed very little, although their share of production became
~considerably reduced, Food products is still the most important, accounting
for 32 per cent of producticn in the manufacturing sector, and although
béverages is still in second place, its share has fallen to 1l per cent,

On the other hand, the mamufacture of petroleum products which was begun
in 1962, accounts for approximately 2C per cent.

/Manufacturing in



Manufacturing in Pdnama has iong'been aimed at the substitution of
imports of consumer goods, and the scope in this field has gradually been
reduced, What is needed in the future is to direct the process of
industrialization along other lines, and to begin the substitution of
imports of durable and semi-durable goods, and the development of export
items,

1. Food products

The apparent consumption of food products increased from 100{6 million
balboas in 1950, to 164.3 million in 1963. The greater part of this .
increase was covered by national productlon, which 1ncreased from ‘

84.6 million balboas in 1950, to 144e4 million in 1963, whlle imports
went up from 15.9 million balboas to 19,9 million over the same period,

The principal foods manufactured are: | :

(a) Bread and Cereals, the consumption of which rose from 28,2 million
balboas in 1950, to 37.1 millidn in 1963, while production and imports
increased respectively from 26,8 million and 1,3 million in 1950, to
33.2 million and 3,9 million in 1963, A flour-mill began operatlon in
196l which would supply the total national demsnd for this product.

(b) Meats, Meat consumption increased from 16, ,5 million balboas
in 1950, to 26,7 million in 1963, ‘Over the same perlod, national
' production, ard imports went up from 15.2 and 1.3 million balboas, to
244 and 2,2 million respectively. Meat imports generally consist of
tinned ham, and of certain specialities such as sglami, corned beef,
and others, since national livestock production is sufficient to allow
for exportation,

(¢) Milk, cheese, and eggs. - The consumption of these products
leapt from 8.6 million balboas in 1950, to 21,1 million in 1963, a situation
which is due exclusively to the heavy increase in national production, which
went up from 5,7 million balboas in 1950, to 19.2 million in 1963, Imports
were reduced from 2,8 million balboas in 1950, to 1.97 million in 1963,

This is a case where the positive effects of protection of the home industry
can be seen in the rapid increase in production.

/(d) Sugar,
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{d) Sugar, preserves, and confectionery. Consumption increased from
2,8 million balboas in 1950, to 8,5 million in 1963. This is another
protected industry, where national production increased more rapidly
than imports — from 2,3 million balboas in 1950, to 7.3 million in 1963,
while imports went up from 0.5 million balboas to 1,2 million, The
Panamanian sugar industry now exports to the United States the excess
of its production over national consumption; imports are generally made
vp of high-class confectionery, and in particular chocolates and biseuits,

2, Beverages

The total consumption of beverages went up from 15,1 million balboas
in 1950, to 24,8 million in 1963, This increase was covered completely by
national production which rose from 13.1 to 23.3 million balboas, while
imports fell from 1,9 to 1.4 million balboas.

(a) Non-alcoholic beverages. Consumption increased from 1.6 to
4,3 million balboas, entirely because of the incresse in national production,
as gaseous beverages are heavily protected.

(b} Alcoholic beverages, Consumption increased from 13.4 to
20.4 million balboas, National production went up from 11,5 to 19,1 million
balboas, while imports dropped from 1,9 to 1.5 million balboas. However,
this is due to 2 recent rise in tariffs on imported spirits, for in 1962
imports amounted to 6.8 million balboas, The national alcoholic bsverages
industry is now heavily protected, amd only certain products are imported,
such as wine, chempagne, and scotch whisky; imports of spirits such as rum
and gin have been substituted by national production,

Beer production has soared, mainly because of the opening of the

nationt!s second brewery,
3. Tobacco

Tobacco consumption increased from 3,7 million balboas in 1950, to
8.8 million in 1963,

/In the



In the period under consideration, production went up from 0.3 to
8,2 million balboas, while imports fell from 3.3 to 0,6 million balboas,
This is due to the beginning of national production in 1954, and to the
heavy protection received by the industry since 1957. Imports consist
of cigars, and pipe tobacco, which the country does not produce,

e Carments and other personal effects

Consumption increased from 20,1 in 1950, to 35.7 million balboas
in 1963, National production went up from 8.3 to 16,3 million balboas,
and imports from 11.8 to 17.4 million balboas. o |

(a) Footwear, Footwear consumption inereased at a much faster
rate than did imparts: from 1.9 to 6.4 million balboas, while the
increase in imports was from 1.8 to 3.1 million balboas. The national
industry is at present partially protected by tariffs and import quotas;
imports consist of expensive footwear, _

(b) Garments. Consumption increased from 12.6 to 20,6 million
balboas. The increase in imports was higher than the increase in production:
the increzses being from 6.2 to 10,8 and from 6.4 to 9,8 million balboas
respectively. Imports consist mainly of ladies! gaments, although in 1964
certain protected industries were set up which will eventually reduce the
dependence on imports, . - | |

(¢) Other personal effects., Comsumption varied irregularly and,
was largely accounted for by imports. Watches and Jjewelry were the main
import items, being articles which are not produced locally, with the Y
result that imports may be expected to increase. | l

(d) Furniture, accessories, and household goods. Consumption of
furniture and accessories was trebled, rising from 3,8 to 13.0 million
balboas, This was due to the heavy increase in national production, which
went up from C.6 to 7.7 million balboas while imports increased from
3.3 to 5.3 million balboas, The Panamanian furniture industry has
progressed immenéely, and imports consist chiefly of cérpets, pianos,
lamps. and metal furniture,

/V, POLITICAL
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V. POLITICAL MBASURES FOR DEVELOPING INDUSTRY

1, Tariff protection

Import tariffs are fixed by Law N° 25 of 1957, which replaced the
tariff rates fixed by law N° 49 of 1934 and the many partial reforms it
has undergone over the years,

While the 1957 tariff law was being drawn up, it was understood that
it could not be a mere instrument of industrial policy, and much less an
instrument which would act only as a source of government reveme,

Because of the country!'s economic situation and the need for an organized
economic development, tariffs were considered to be useful markers for
the nation!s economic growth, Since 1957, certain changes have been made
according to the needs of the countryt!s changing economic situation,

The characteristics of import tariffs are:

{a) Classification and nomenclature: the most modern methods of
tariff clasgsificavion and nomenclature are used, following the systens
and recommendations of specialized international organizations, The
new tariff is geared to the standard classification for international
trade drawn up by the Inter-American Institute of Stalistics for
United Nations use, and follows the recommendations of the Economic
Commission for latin America as presented in the Central American Standard
Tariff Nomenclature (NAUCA),

(b) Standardization and simplification: with the aim of making .
tariff administration simpler, rates have been standardized and simplified,
thus making payment easier,

(¢) Combination of taxes: because of the unusual situation
prevailing at the time of the reform, with a double customs duty in the
form of an importation tax and of consular duties, the new tariff combined
these taxes into one, This combination simplifies tariff handling and

payment. o _

~ (d) Concessions for raw materials and semi-processed products: In

order to step up the development of industries which process these goods,

low-rate tariffs are applied to raw materials and semi~processed products
which are not produced in the country and which are used in industry,
/(e) Granting
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(e) Granting.of incentives to enterprises and individuals without
contracts: normally, a small-scale entrepreneur does not have a protection
contract, and to enbouraée this type of industry the tariff law reduces
considerably the duties on machinery, spare parts, and other 1mplemﬁnts
of worke '
| {f) Protection and backing of national production: tariffs offer

state protection to agricultural, livestock, and industrial production,
‘In some cases, the level o6f protective tariffs has been changed where

it was considered exceséivaly high, since this was often responsible for
high prices among national products = a situation which adversely affected
the consumer, and which prolonged the life of notoriously inefficient
enterprises,

(g} Articles for the tourist trade: the totrist flow to Panama.is
extrgmely_important as a source of foreign currency and of employment,
Rates on articles generally sold to tourists and travellers have always
been keﬁf low in order to attracﬁ tourists,

' (h) Luxury articles: tariff rates are high on luxury articles which
are not subgect to re—exportatlon or sale to tourists, Low taxes have
therefore been maintained on articles which belong to the field of
internaticnal trade and provide a source of foreign currency through
reéexportation, while tax is high on luxury articles which are not sold
abroad or in the Canal Zone and which are acquired mainly by Panamanians
or residents in Panama,

{i) Essential articles: low taxes have been applied to essential
articles which aré‘not produced in the country, Low rates, for example,
have been fixed on food products not produced in Panama, medicines, and
clothe :

The new tariff tends, therefore, to increase the rates on luxury
articles consumed éxclusively by Panamanians, and on those produced in

'the country, while taxes on capital goods, labour goods, and raw materials
are kept low, "

This is done with the aim of stimulating 1ndustry by making

consumptlon cheaper, and at the same time offering a protected market,

/In some
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In some cases, protection has undoubtedly been too great, with the
rosult that prices for the consumer have been high, since the manufacturer
has an ample margin to increase prices, but there can be no doubt that
.it has aided the production of certain goods which would not have
appeared on the home market if they had not been given the necessary
protection, ;

Import duty is waived, or considerablj reduced, on certain goods
which are considered of prime importance in promoting industrial development,
Such is the case with raw materials which are not produced in Panama,
and which are used in producing manufactured articles; chemical products,
and capital goods, :

Law N° 25 grants to enterprises which come under its jurisdiction,
exemption from payment of any type of duty, rights, or tax whatsoever,
which is or may be levied on:

(a) the importation of machinery, equipment, and accessories, or
spare parts for their maintehance; mechanical apparatus or instruments
used in manufacturing; laboratories or company buildings intended for
mamfacturing, maintenance, and warehousing;

(b) the importation of fuels and lubricants for use or consumption
in manufacturing; _

(c) the importation of containers and raw materials which are not
produced in the country or nol produced in sufficient quantities to
satisfy the company's demand, and at prices which guarantee a company a
reasonable profit without making the consumer pay & price that is
considered excessive by competent official organizations,

The exemptions, concessions, and protection offered are subject to
certain exceptions and conditions:

{a) exemption oh petroleuwn and on alcohol is excluded;

(b) the company must commit itself to using national raw materials,
end may only use foreign raw materials when national sources do not supply
sufficient quantities for the manufacture of the company'!s products. In
such cases the authorization of the relevant official department is
required, and the amouwrt imported is limited to the exact quantity

necesgary to cover the parbicular requiremert;
/(c) the
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(¢) the Govermment reserves the right to import or authorize the
importation of any foreign article similar to those produced by a company
operatiﬁg under this Law, on condition that such a step were necessary to.
supplement thé national demahd_when national comﬁanies fail to satisfy it,
Mbrchandise,"ﬁrticles, and materials which could be put to different uses
from those specified in the pontracf, and which are not indispensable for
the dpération of'machinery or plants or which are available in the country
at a reasonable price, gfe ﬁot‘subject to concessions;

(d)' no concessions are gfanted on the importation qf raw materials
and articles which, in the 6pinibn of the Ministry of Agriculture or its
delegate, are similér to, Qf by*prodﬁcts of, raw materials or articles
which are produced in the country in comercial quantities and which may
repiace foreign producté satisfactorily,

" Law N° 25 includes-other_clauses which concern capital, but these
will be dealt with.when‘Studying governhent incentives to¢ industrialization,

2+ Methods of applying concessions and protection

The procedures concerming concessions and protection for companies
under the jurisdiction of Law N® 25 of 1957 are as follows:

(a)} The application for duty-free importation is made in writing
by the company to the Ministry of Finance and Treasury, and specifies the
objects to be imported and the use to which they will be ﬁut.' The Minisfry
then considers the application with regard to the regulations in force and
the terms of the contract, and comes to a decision within a minimum period
of fifteen days. Once the application is approved, the Ministry grants
the company permission to import the articles or merchandise free of duty,

(b} When the goods arrive, the company presents the import permit
to the Ministry of Finance and Treasury which, within three working days,
then authorizes the Customs officials to waive the duty on the .gocds
stipulated in the import permit, |

(¢) When the application concerns treasury protection, the Ministry
of Agriculture or its délegate will first require that the Prograrming
and Economic Advisory departménté give their approval, and when this hasg
teen obtained, the Ministry forwards the case, together with its own

/comments, to
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comments, to the Executive Body for the final decision, Applications are
normally dealt with quickly, but there have been cases, particularly when
the approval of the Ministry of Agriculture is required, of unnecessary
delays. For this reason, some companies which come under protection of
Law N° 25 prefer to make no application for exemption in urgent cases, and
pay the relevant tax in exchange for cuickness in the transaction,

The tariff and its subsequent changes must be approved by the
Legislative Body, a fact which considerably reduces tariff flexibility as
a means of confronting changes in economic conditicns,

In 1953, a Tariff Commission was formed with the task of preparing
the tariff to replace the one established under Law N° 49 of 1934 and
its subsequent modifications. The Commission worked for more than four
years in the preparation of a tariff project that would receive legislative
approval, and which became Law N° 25 of 1957,

The process is obviously long and complicated, and hinders the
setting up of a flexible tariff which would permit immediate changes in -
response to fluctuations in the international-trade situation, or in the
requirements of national industry, What is needed, therefore, is an
instrument which can be rapidly adjusted to unforesesn economic changes,

3. Effects of the protectionist policy

. To a great extent, the Republic of Panama depends on collection of
import duty to finance public expenditure, and at the same time uses
customs tariffs and import quotas as a means of protection to promote
industrial development,

It is difficult to calculate the real influence that protectionist
tariffs have on increase in production, It is logical to think that
increased prices of imported products would cause them to be replaced by
national goods, This has been the case; for example, in the period
1953-1961 in which impofts of certain goods were reduced considerablys
margarine and butter, by 57 per cent; tobacco products by 63 per cent;
footwear by 9 per cent; milk, eggs, and honey, by 15 per cent; and oils
and fats by 17 per cent.8

74 Fiscal Survey, pp. 149 and 150,
/Protectionist tariffs



- f] -

Protectionist tariffs have generally caused monopolies which do not
produce at full capacity, and whose average costs are higher than those
of the same product produced abroad. These inefficiences of the monopoly
system can be removed by setting up new enterprises within the ihdustny.

Statistics show that tﬁe production of certain proﬁected articles
has been stepped up; this is the case with sugar, salﬁ, livestock, tinned
milk, and tomato production, Similarly, the aggregate value of protected
industries increased satisfactorily, although in some industries the
increases were smaller than the increase in gross national product,

The use of tariffs to promote industrial development has apparently
had no great effect on the level of industrial empléyment.g/ In fact,
the level of employment in certain selected industries fell by 1 per cent
in the period 1956-1960, while the increase in industrial employment was
L, 500 or 24,5 per cent from 1960 to 1361, and the total working population
went up by 77,000 or 28,5 per cent, This shows that in'Panamé, industries
for import substitution operate much more intensively with capital than
with labour, | L |

The most favoursble proof of the effects of tariff protection on
the development of protected industries can be seen by comparing in
different years the proportion covered by national production of total
consumption of certain goods. Such a comparison gives a satisfactory
sitluation for: bread and cereals; meat; sugar and confectionery; coffee,
tea, and cocoa; alcoholic beverages; and footwear and clothing,

There can be no doubt at all that tariff protection has been
beneficial, as far as increasing the production of protected industries is
concerned,. However, the question arises of the cost of this protection
for the consumer. Although tariffs stimulate naticnal production, they
normally crzate a short-term rise in prices, and a fall-off in government

revenue as imports are reduced,

A protectionist policy is justified if industries in the long run can

continue without the need for subsidies, If not, there is a loss of reveme

for the State, consumers pay higher prices, and protected industry obtains

excessive profits because of its monopoly, with no visible advantages for
the country as a whole,

9/  Fiscal Survey, pp. 149 and 150, /What has




What has Panamsfs experience been? )

(a) Protected industries have developed, and in nearly every case’
have increased the aggregate value of productlon, ‘but have had llttle effect
on -industrial employment.

: {6} The prices of certain protected articles have been kept at
satisfactozy levels, as in the case of fresh and processed meat “

- {c)' The prices of some protected products have fallen - among others,
those of fresh poultry, shrimps, fresh vegetables, and vegetable ozls.,

(d) - It is difficult, however, to find othér articles where the
home price is lower than the imported ohe, Examples are: salt, butter,
rice, sugar, beer, milk, and many others, - o

The Fiscal Survey of Panama stetes that 10/ "unfortunately, the
tariffs which have caused prices té rise are those ‘which aIfect_to a gréat
extent ‘the budgets of medium and 1ow~income“faéilieé;"Tariff”pfotéétion
on sugar, coffee, butter, margarine, salad ozls, mﬁlk and even beer,
has had a highly adverse effectV,’ N o

The Survey also states L/ it is difficult not to reach the
conclusion that if the sacrifices made’ by cornsumers weréa calculated and
priced,. in some cases a tobal would be obtained which’ was hlgner than the
share from protected indugtries. ‘This would mean that high’ prlces have
simply been a !private tax'! which protects monopolies and rsdlstrlbutes

income from low-income groups to hlgh-lncome grcups“

4; Other forms of im __gort control

Panama uses tariffs and import quotas as protective measures. Import
quotas are fixed by the Office for Regulation of Prices, which has the
following articles establishing its lepal basis: . .- - ' _

(a) (lause (g) Article 9 of Law N° 19 of February lh, 1951 for
essential articles produced in the country,

1o/ Page 154
11/ Page 157.

. .. /(b) Decres
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(b) Decree N° 41 of June 7, 1963, for the fixing of import quotss
for any article produced in the country by industries recently beginning.

When the restricted articles are essential items, the import quotas
are permanent; when the restriction concerns articles under Decree N® 41,
the restriction is in force from its date of decree until six months
after the date that the company is obliged to begin operating,

Import quotas are fixed at the request of protected companies, They
generally represent up to 80 per cent of normal imports in the case of
essenbial articles; in other cases, the restriction is made at the normal
level of imports in periods previous to the date of restriction,

The formula applied is generally the following: normal impertation
~ national production ~ according to the rate of increase in demand that
cannot be satisfied by national production, the quota is increased, in
other words, the Office for Regulation of Prices has a wide scope for
varying quotas,

5« JIndustrial loans policy

The execution stages of the industrial loans policy are carried out by
official and private finance institutions in two ways: through overdrafts,
and through direct loans to companies,

Because of the economic crisis in Panama in January, 1964, the economy
underwent certain upheaval which had many adverse effects, such as
contractions in the monetary system and restrictions in the availability
of loans, This situation caﬁsed the overdrafts of many companies to be
reduced, and it became necessary to restrict eredit of all kinds, including
loans to industry. Although the economy has recovered from this recession,
which was due t6 external causes, the monetary and credit systems are
still under restrictive pressure,

The Govermment is at present carrying out a policy of industrial
promotion through its departments, This policy is manifested in the
creation of an Industrial Loan Bank, as a part of the re-organization of
the National Bank, In addition, and with funds from the Alliance for
Frogress and from the private sector, an Industrial Development Bank (DISA)
has been formed with the main objective of encouraging and financing the

establishment of industries,
/The procedure
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- The-procedure with applications for overdrafts and loans by already
established companies depends on the companies' previous development,.
One of the practices is an analysis of their financial status, In-the
case of companies about: Lo be established, they are required to present
practicability surveys in order to evaluate. the investment possibilities,
The Government carries out this type of study for different kinds of - -
industry as a way of creating new investment channels, . ,

- The Centre. for Industrial Development is the govermment agency
ass1gned to practicability:surveys, although the Centre is: pr1n51pally
an organization for. the training of labour, - e ‘

‘As part of the Economic and Sccial Development Programme, 2,0 million
balboas have been earmarked for practicability surveys, 0,5 million of .
which may be used for industrial practicability surveys, or those related
to the setiing up of industries, ' ' ‘

Another method of providing industrial loans is the possible
re-structuration of bank 1nterest rates. Thls has been under careful
study by banks, The rate of 1nterest in force at present 1s 7 per cent,
which is the maximm’ allowsd by law; ‘there are no spec1al short or 1ong—
term rates, nor-different rates according to the type of loan made, =

Foreign banks, national privaté’ banks, the National Bank of Panama,
and DISA, are at present the main 1nst1tut10ns for the admlnlstratlon of
industrial loans, o o .

* The National Bénk’hés:underboﬁéyintéfﬁal-feéérganization and as a
result riow has an Industrial Loan Bank whlch deals W1th loans to both
established and te' ‘prospective industries, B

DISA is a purely industrial bank whlch‘gfaﬁts léané-fdr 2 to'15 years
at an interest rate of 7 per cent, Seven years is the averave length of
loans made, Loans also include a period Jf grace fbr three, 51xg ‘nine,
or twelve months for the amortization of capital and 1nterest. ‘The bank
can also offer its clients technical a351stance on matters connected w1th
the 1ndustry's requlrements. Tt o

N
heet .
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fable 15
PANAMA: LOANS MADE BY BANKS BETWEEN 1958 AND 1965 a/
{In millions of balboag)

Year ‘i’ctal _ _ Industrial Paar;gn;g_
1558 799 6.7 o Bk
1959 95.6 85 ‘ 809
1960 100, 8 8,7 B4
1961 119.1 10,6 N
1962 136.6 12.8 ek
1963 122.7 18,3 1944
1964, 14k, 6 : 22,4 1545
1965 198, 2 2.6 1.0

Seurog: Department of Statistics and Cenaus, Sertes E Ne. 1, Public Treasury and Finance,

1953‘196%

8/ The figures for 1958-1962 tnslude "overdraft" ].oa.ns, whish were net classifted into
the uses thoy were put to.

Table 16
PANAMA: INBUSTRIAL LOANS GRANTED BETWEEN 1958 AND 1965, SHOWING TYPE OF BANK

(3In_milisens of balboas)
Yoar Tota) Offiolal Private faromages
. Total 0ffislel Private

1558 &7 0.9 5.8 100,0 1.4 8646
19% 85 L1 P 100,0 1360 87,0
1560 8.7 0.6 Bel _ 100.0 6.9 3%l
1961 10.6 03 10.3 100.0 2.8 972
1962 128 Oult 124 100,06 31 9649
1963 18,3 8/ 8 10040 a/ o
1964 22,4 le2 a,} 10040 Selt 946
1965 2146 19,8 100,0 B2 91.8

Source: Depariment of Statlstice and Census, Sarios E Kes 1, Public Treamsury end Pinance.

1558-1964,
B/ Plgures not availabla,

/Loans made
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Loans made by banks for 1ndustr1a1 purposes 1ncreased considerably
in the period 1958-196). In 1958 they totalled 6.7 million balboas,
and accounted for 8.4 per cent of total loans while in 1965 the value
1ncr§gsed to 21,6 million balboas, and the percentagé of total loans
went ug to 1150, - - -+ -

" Private banks have &4lways been responsible for the majority of
industrial loans, and have accounted on average for more than 30 per cent
of the total, .

The rate of interest ‘on bank loans was kept at 6 per cent for many
years, and went up to 7 per cent in the second half of 1962; 1t has since
stayed at this rate, whicﬁ is the maximum allqwed by law, However,
within the circles of bank loans it is possiblg. to charge an additional
1 per cent for services, which makss an effective interest rate of 8 per
cent. dn the majority .of loang made.. A re-structuration of interest rates
may be’ carrled out in the future whereby the 1eg&l maximum w1ll ‘be
raised to 10;per cent, This means that in a certain period of tlme ‘the
rate charged on industrial loans may gradually rise to 10 per cent,’

This would have an effect on enterprises which are about to be established,
and whose return were 10 per cent or 1ess- if 10 per cent were the market
rate of 1nterest 1nvestors wbuld not go through w1th 1ndustrlal projects
which would glve the same return, “ ’ B

However, if the rate of interest’ on loans rose to 10 per cent and
the rate paid on savings deposifs rose to'5 per ceént, these rates would
be higher than those in many other countriss, and with free movement of
capital it can be expected that dep051ts, as well as forelgn 1nvestmenh
would 1ncrease 1n Panama. ' o

" The rlse in the number and amount of 1ndustrial loans has been due
to certaln obvious causes,' On the one hand, the demand ‘on the part of
established industrial enterprises'hés gone up as a result of their’
process of expansion of installed cpacity, because of lack of liquid’
assets in the case of soms' companles, and the intention to renew part of
their fixed capital, ' E |

At the same time, the increase in the rumber. of industrial enterprlses
has, of course, incrieased the number of applicatlons fbr loans.
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Table 17
PANAMA: REIATION SLTWEEN RATES OF INTEREST ON BANK-LOANS AND ON BANK DEPOSITS

{In_thousands of bslboas)
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On the other hand, the banking sector has increased the availability
of funds, first of all by forming new banks, and secondly by recognizing
the security and possibilities of profit inherent in industrial loans,

However, thers is still no fixed and well-defined policy for
finaneing industrial development, An effective policy should include the
fixing of priorities for bank loans, more favourable rates of interest on
loans to induStry, industrial study centres within banks to study the
setting up of new industries, as well as a policy to attract foreign
capital to industry. ' ' o

Because of the special situation in the Panamanian monetary system,
it is not possible to foresee clearly the future path that banking will
take with regard to industrial financing,

6, Taxation policy

The Fiscal Code of Panama, where it concerns income tax {Law N° 9 of
December 23, 1964) and the incoms tax regulations contained in the
Fiscal Code (Decree N° 60 of June 28, 1965) do not distinguish among
different economic sectors, but do make a distinction between individuals
and companies,

Decree N® 60, which governs income tax regulations, does include
some paragraphs which deal specifically with certain kinds of companies,
such as shipping lines, insurance companies and companies eétablished in
the Free Zone of Colén, but these refer to taxable income rather than to
an attempt at differentiating among economic sectors.

Govermment regulations concerning depreciation appear in
Decree N° 60 under paragraphs 57 to 71, The general regulations state
that depreciation is deductible when it affects goods employed by the
taxpayer in his business, industry, or profession, and/or in activities
related to the production of taxable income, Depreciation, therefore,
is not deductible at all in the case of wear, age, or deterioration of
goods which produce exempt incomes, ‘

Depreciation is calculsted on the basis of cost and of permanent
improvement. carried out, The cost included expenses incurred in the
purchase, installation, and assembly of the article; expenses such as
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6ommission on purchase, the cost of insurance and of transport to the
installation site, customs duties and similar costs; payment to technicians
for assembling and starting, the cost of pfevious surveys-and-of-pfeparing‘
the installation, and of interest actually paid-during the“pefiod of
construction. When permanent improvements are carried out which may
considerably prolong the useful life .of the depreciable article, the value
on which depreciation is-calculated, is the undepreC1ated balsance, plus
the cost of the improvement, ' '

) Depreciation is fixed annually by calculating the probable mmber of
years of useful 1ife of the deprec1able article up to the maximum fxxed )
in paragraph 65 of the Decree, For fiscal purposes deprec1atlon may be
calculated at the taxpayer's choice in the following ways

(a) By appﬂylng a fixed and constant percentage’ of the total
investment, o oo ' ’

(b) By applying a fixed and constant percentage of the decreasing
amount of the value of the total investment, '

(¢). By applying the system of adding the figures,

If the second methed is used, the percentage should not be hlgher
than the one given in the. table of paragraph 65, plus 25 per cent,

Once the taxpayer has chosen a method for a certain article, it
cannot be changed, and the depreciation on revaluation of depreciable goods
is not permitted as a deductible cost, ' |

Paragraph 70 deals with the depreciation of organization costs and
obher intangible assets, stipulatihg'thét'brganization costs may be
deducted in the fiscal year in which they are incurred or paid, or
amortized in five successive annual QQotas, whichever the taxpayer prefers,
The deduction of amortization on key rights, concegsibns, trade marks,
industrial patents and formilas, and similar intangible assets is not
permitted, whether or not these have actually been paid by the taxpayer.

Paragraph 28 states that amounts.calcuiated as revaluation of
assets by means of simple entries in accounts are not considered as gross
income,
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7« ZTechnological research

The Centre for Industrial Development and Productivity is the
government organization in charge of developing technological research,
For this purpose it works in conjunction with the Natiomal University
and Govermment Laboratories in order to supply investors with the
information they require,

Since the end of 1964, the Technical Assistance Department of the
Centre has concentrated on drawing up practicability surveys., This
is partly due to the fact that the National Bank of Panama has received
a loan from the IDB special fund, for financing part of the fixed
investment in setting up new industries and improving existing ones, and
also due to the great wave of people interested in all kinds of industrial
investment, The Centre prepareé practicability surveys at the request
of the National Bank, since the Bank requires studies and proofs that
guarantee the quality of the investments it is prepared to finance.‘
Assistance is also given to private investors wishing to invest in
industry who lack the necessary experience or knowledge of initial
planning procedures,

In the shert time that the Centre has been preparing practicability
surveys, the follow1ng have been completed: the mamufacture of concrete
blocks; alumlnlum roofs; rice milling; expansion of spice-packing
industries; a saddlery industry; and a honey industry.

The Centre alsc carries out special research such as sectoral
analyses, surveys of financial organizations,‘and location surveys, both
for new enterprises as well as for established ones,

8. Standardization-

In Panama there is no organization whatsoever concerned with the
fixing industrial standards, thus making quallty control of different
products very difficult,

Because of the importance of regulating quality standards, the
Centre for Industrial Development and Productivity (CDPI) has approached
several foreign agencies which specialize in quality control, with a
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. view to placing them in contact with Panamanian industries and obtaining
opinions on standardization to be passed on to relevant institutions for
local adaptation. The main source of information on standardization,
with standards that are more adaptable to the Panamanian econemic
situation, is the Central American Institute for Industrial Research

~and Technology (ICAITI), with headquarters in Guatemala, ‘

. When ICAITI draws up new standards, these are distributed in .
Central America and in.Panama, On receiving these standards, the CDPI
classifies them for future reference and distributes them among*locél
institutions and indusiries, inviting comments so that the Centre can
recommend. changes or modifications to ICAITI. By this method, Panamanian
industrialists have the chance to influence the final decisionon
standards which will eventually be applied to their products. - However,
the plan hag not been very-effective, since Panamanian industrialists
have ignored the required standards, and in the maaority of cases have
not commented on the standards presented to them,

9. Artisanship and small-scale industry

The part played by artisan workshops and small industries in the
ccuntry's economic growth is one of extreme importance, since on the one
hand they manufacture a consmderable variety of products and provide
work and a way of 11v1ng for a hlgh percentage of the population, and on
" the other they make up a 1arge segment of the infrastructure which is
indispensable for a comprehen51ve industrialization process,

1- The 1960 Census placed the figure of home industries or aftisan
wnrkshops of the family type 1n the country at lh 829. Although no

exact information is available concerning the number of persons who work

| in such 1ndustrles, the total undoubtedly passes the 25,000 mark. It -
must be mentloned that this type of home industry or artisanship in the
majority of cases is a supplementary activity for the people lnvolved,
and does not represent permanent or regulgr_employment throughout the
year,
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It has been caleulated that the other purely artisan sector = the
production of ®molas, a mixture of toasted flour and salt - of the
Kunas indians in San Blas, empioys approximately 7,000 women,

According to the figures for December 1963, thére were
2,310 estatlishments making up the.country's manufacturing industry,
of which 2,072 employed less than 15 persons each, The total number of
persons employed in the manufacturing industry was 17,623, of which
5,834 were employed in the 2,072 establishments that employed less than
15 persons, which means that these small manufacturing enterprises
accounted for 89,6 per cent of the total number of establishments, and
employed 33.1 per cent of the total number of persons employed in the
sector,

In short, the number of employed persons at the end of 1964 in
small industries, artisan workshops, and home workshops or industries,
amounted to some 40,000 and accounted for almost 90 per cent of the
country?s total industrial labour force,

Because of the sector's importance, there is an urgent need to
develop artisanship and small=-scale industry as a way of reducing
unemployment and of improving production resources, National authorities
have reached the conclusion that in order to deal with this urgent
need it is necessary to set up a special service on a national scale,
within the generzl framework'of the countryts development organizations,
This service would be similar to the ones in countries which have had
mere experience of this problem, and would be concerned with the dévelopment,
promotion, improveﬁent, and diversification of the work and production
of small industries and artisan workshops.

The urgent objectives were then established which the Govermmentts
plan would have to deal with, such as the training of personnel,
co~operativism, the uée,of national raw materials, increase in production
and market organization, all.with the aim of satisfying the population's
demand for goods and services, apart from creating new sources of
employment, especially in rural areas,
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With a view to achieving such goals, it was considered necessary

" to seek the help of the United Nations'SpeciaI:Fuﬁﬁ so that a long-term

- programme could be carried out which would allow integral development of
artisanship and small-scale industry, ‘

With the ‘collaboration of II0 and thé Panamanian insﬁitute for
Development, the Centre for‘Indﬁbtfial'Devélnpment‘and'Pfodﬁctivity in
April 1965 prepared a "Projeet for the Establishing of a National Service
for Artisanship and Small<scale ‘industries" (SENAPI), The Project "
receives aid from the United Nations Special Fund for a period of four
| - years, after which it will contimue with a completely national staff,

' The total cost of the PToject is 1,678,310 balboas, divided as
follows: S

Balboas
‘Special Fund~ 7 - T 960,950
Iocal expenses — Panamanian Government = =~ 103,950
Contribiution ~ Panamanian Government™ 717,360

- One of the most ‘important tasks of the Spscial Fund Project.is
the training of naticnal officials to take over all the responsibilities
. of SENAPI when the international experts of the Special Fund finish their
-migsion, The Projéct will have two main functions, one of research,
" study, preparation, programming, and planning, and the other of teaching
and training; both functions will be carried on at the same time,
SEMAPT wilY have fwo ‘technical units for services: one for research,

programming, manawement “prometion, and control " and the other for the

L

training of personnel 1nstruction, and expansion of servzces. The first
unit will have the following specific functiona: o |
~ To compile and maintain up-to-date reports on the mein products
. of the country'Vs-artisan wbrkshbpé'ahd‘smali—scale'industriég.
- = To carry.out market research at home and abroad for these '
products, ' '
- To carry out practicability surveys for improved development of
this type of industry,
"+ Tp study. the labour market and other factors which may affect
the Plan,

/- To analyse




~ To analyse economic research and reports from industries which
may be directly interested in artisanship and small-scale irdustry.

~ To co~operate in, and to carry out and promote research which
gives greater scope for national raw materials, '

~ To plan the most efficient marketing of products.

~ To plan more efficient techniques of manufacture.

The second unit will be equipped with a& Model Training and Production
Centre, and will carry out the following specific functions:

-~ To prepare teaching programmes and practical exercise for SENAPL

courses.,

- To give basic training to candidates for instructors or teachers
of marnual arts of the Ministry of Education,.

- To give supplementary training {(practical and theoretlcal) to
persons employed in artisanship and small-scale industries, at
different levels, '

-~ To organize and supervise the expansion of services to artisan
workshops and small industries in rural and urban areas, thus
guaranteeing direct advisory services in workshops and facltories,

~ To give technical advice on co~operative work to organized groups.

~ To advise artisans and small-scale industrialists on the general
organization of their activities, including business administration,
accounting, costing, inventories, and other similar aspects.

SENAPI will have an extremely flexible structure, and will be able to
adapt itself to the most urgent needs for technical assistance in training,
advisory services, as well as in carrying out specific studies required by
certain sectors of the economy,

This concentrated effort of the National Government with United Nations
help, will activate the productivity of small-scale industries and artisans
in such a way that their share in industrial development will increase, and
at the same time will help solve the acute problem of unemployment.,
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VI, DIREGT FOREIGN INVESTMENT IN PANAMA

1, Types of investment and classification of enterprisesg _

The term “direct investment® is applied to investment which aims at
establishing or increasing permanent péfticibatidn in an enterprise; it
implies a certain amount of government control, .

With portfolio investments, the investor does not intend to play
an important part in managing the compeny?!s policy; the motives for such
irvestments are more 1likely to be the negotiability of shares, yield, the

possibility of capital gains, tax concessions, possitble changes in rates
of exchangé, or a secure deposit of capital, :

Foreign investment in resident enterprises with direct investment

consists of two kinds of capital: direct capital 1nvestment, and other
. capital investments,

Direct capital invesitment is the (net) investment by foreigners who
have a notable influence in the policy of the enterprise; it 1nc1udes any
investment in branch companies, C

"Other capital investments! in enterprises w1th direct investmert
include the capital invested by other foreigners in these enterprises,
whose capital holdings are 5U per cent or more than the total, but where
an organized group of shareholders does not exist, '

The Department of Statistics and Census carried out a survey of ‘
foreign investment in Panama, which covered the years 1961 to 1964.

Tn 1961, 133 enterprises were selected, 112 of which were enterprises

.with direct foreign invesiment; of these, 38 were branches, 36 were
.sﬁbsidiaries and 28 were other enterprises with direct investment, The
remainder were enterprises with portfolio investment and foreign capital
1n assoclated companies, _ : :

In 1964, 158 enterprises were selected; 126 were classified as
en£erprlses with direct foreign investment, of which 43 were branches,

43 were subsidiaries ard 40 were other enterprises w;th‘direct invegtmant,
The remainder were enterprises with portfolio investment and foreign capital
in associated companies.
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2, vestment in different economi ector

Of the 105 enterprises studied in 1961, 51 bélonged to the sector
commerce, 23 to the mamufacturing industry, 11 to services, 10 to transport,
and the remainder to miscellaneous activities., In 1964, of the
123 enterpriées studied, 54 belonged to commerce, 31 to the manufacturing
industry, 14 to servicesy 15 to transport, and the rest to miscellaneous
activities, It will be seen that in both years enterprises in commerce
accounted for almost 50 per cent of the enterprises under study, and
together with those in manufacturlng, they accounted for about 70 per
cent of the total, These figures do not include banks, nor the enterprises
in the Free Zone of (Qoldn, because of the special operating conditions of
these enterprisgs.

Ze ot unt o t foreien investment

A% December 31, 1960, the total amount of direct foreign investment
in the enterprises under study was 114,5 million halboas. The greater
quantilies were registered in agriculture, with 53.8 million balboas;
electricily, with 29,5 million; and commerce, with 20,8 million balboas.
Investment in the manufacturing industry was only 6.5 million balboas,

The heavy foreign investment in agriculture is due exclusively to the
plantations operated by the United Fruit Co, in the Provinces of Chiriqui
and Bocas del Toro. In electricity, the investor is the American Foreign
Power Co, which supplies pover to the citiss of Panami and Coldn,

As can be seen, the major part of investment is in subsidiaries,
especially in agriculture and electricity.

Direct foreign investmen® in 1964 had changed its nature considerably.
Heavy investment in the consirvetion of tho Panama Refinery increased foreign
investment in manufacturing industry to 56,3 million balboas, making the
sector secomd in importance for foreign investment, Investment in commerce
increased to 31,6 million balboas, amd in agriculture, to 64.5 million, The
total result was an increase in foreign investment to 194.7 million balboas
at December 31, 1964,
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Pabie 18

PANAMA: POTAL AMOUNT OF DIRECT FOREIGN INVESTMENTS, CLASSIFIED INTO SECTORS 4
{AT DECEMBER 31, 1964)

{in millions of balboas)

Eoonemic sestors . Total Branohes Subsidiaries Othera
Total 147 20:5 07,2 §2:0
0 Agriculturs, foreatry, hunting,
and fishing 64,5 64,3 0,2
2<3 Menufasturing industry 5643 | 043 345 52.5
4 Construction 1.3 Lo 0.3

5 Eleotrieity, gus, water and
sanitary services 36,6 0.6 [

6  Commerce 3L.6 15.9 11.6 .1

7 Transport, warchousing, and
sommunioations 2.8 2.6 0.1 Dal

8 Services 1.6 0.1 lou 0.1

8/ Banks are not included.

Of the total amount invested, 180,9 million balboas came from the
United States of America, which is not unusual considering the close ties
which exist between the United States and Panama. United Kingdom investment
amounted to 6,0 million balboas, and that of Switzerland to 5,0 million
balboas, Investment from other countries was of little significance.




