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PANAMA

1. 9/25/69 General Omar Torrijos, Commander in Chief, National Guard
(River Club, (No. 1 man in Panama)

NYC) Mr. Moreno, Comptroller General
Nicolas Ardito Barletta,,Director of Planning
Mr. Lakas, General Director of Social Security
Mr. Ayala, Ministry of Govertment and Justice
Mr. Glicksberg, Consultant to the Government

2. 9/30/76 Dr. Gabriel Castro, Minister of Finance and Treasury
Mr. Carlos Valencia, Director General for Planning

11/6-7/75 Nicholas Ardito-Barletta, Minister of Planning and Economic Policy
(San Jose)

1/6-10/76 Nicholas Ardito Barletta, Minister of Planning andEconomic Policy
(Dev.Cte.,
Kingston)

3. 10/6/76 Nicholas Ardito Barletta, Minister of Planning and Economic Policy
(Manila)

5/11/78 Nicholas Ardito Barletta, former Minister of Planning
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FoRm No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RECONSTRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Mr. Robert S. McNamara DATE: September 22, 1969

FROM: Gerald Alter

SUBJECT: PANAMA - Your Meeting with General Torrijos

Personalities and Politics

1. We understand that General Torrijos, Chief of the iational Guard in
Panama, has asked for this meeting primarily in order to emphasize the
importance which he attaches to Panama's relations with the Bank. His
principal concern at the moment in this connection is the Bayano power
project, of which more below. General Torrijos is generally regarded as
the strong man of the present de facto military Government in Panama, which
is nominally headed by a two-man Junta (Colonels Pinilla and Urrutia who
wrote to you last January asking the Bank to help in financing Panama's
development). This Government, which has been recognized by all m6mbers of
the OAS,, depends on the support of the National Guard and appears to be in
effective control of the country, in spite of sporadic guerrilla activity.
However., the National Guard itself has undergone a series of shake-ups
during the past twelve months, most recently in February,, when General
Torrijos ousted his principal rival, Colonel Martinez, and forcibly removed
him to Miami,, where he is now operating a gas station.

2. In spite of its rather unattractive image,, the provisional Government
has been making a real effort to reform the public administration,, to SLean
up some of the co which was rampant under preceding Governments and

,then he,agor e Constant
_qonomic develomme

political interference, h the ac=ivit ies r these agencies was one of the
biggest problems which the Bank encountered in its previous operations in
Panama. So far as we can tell, General Torrijos supports - and is supported
by - the able and energetic head of the_ Aj nal P lanning Off D

ice,_ r-.- eettaj
a young technocrat who has b ,ei te principal contact with'-ffie-hew administi a----
tion and will probably be present at your meeting (General Torrijos does not
speak English, but Dr. Barletta does so fluently).

3. This is the first time that the Panamanian Constitution.,dating back to
the creation of the State in 1903 0 has been formally suspended, or rather
suspended in part (especially that part relating to the functions of the
National Assembly, which has been dismissed). The provisional Government
has stated that it expects negotiations on a new Panama Canal Treaty with
the United States to be concluded in accordance with the constitutional
procedures of both countries, and since international treaties have to be
ratified by the National Assembly, this is assumed to rule out for the time
being any resumption of the negotiations on the Canal Treaty, which have
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been suspended since June 1967. However, there does not appear to be any
comparable constitutional bar to the de facto Government entering into loan
agreements with international agencies. Meanwhile, the Ik1,W_Ztates
Government has gone ahead with li;=ng to the new regime, and the IDB is
also in business.

4. The present Government, soon after assuming power, announced its
intention of holding new elections during the first half of 1970. It has
since backed away from this undertaking, and in a recent TV interview
General Torrijos stated that the Government would not relinquish power
until it had achieved the goals of the revolution. It now seems unlikely
that elections will be held in 1970 so long as the present Government
retains control over the situation; if elections were to be permitted,
and a new Government was elected which was unacceptable to the National
Guard, it would probably be deposed again as President Arias was a year ago.

Economic Situation

5. Panama has had one of the W*ast-grywth rates in Latin America
during the past decade, averagin -5 per nt a year in real terms on a
per capita basis, with brief inter in 1964 and 1968 because of
political instability. (The latest economic data sheet is attached for
reference.) The economy is, of course, very closely linked with activities
in the Canal Zone, and the steady increase in US expenditures there and
related commercial activity have contributed largely to the growth of the
economy. Domestic Erices have been fairly stable, the balancep; payments
is strong, and the external debt service ratio is a modest__ 2E4per cent.
If and when negotiations are' CMetnd9- on a new Canal Treaty, there will be
a further substantial increase in foreign exchange receipts and government
revenues.

6. We had an economic mission in Panama this summer - the first for
some years - and the mission is now preparing its report. There does appear
to be some risk that, in its enthusiasm to get dexelopent moving in the
public sector (power, roads, social se i s), the Government g1l overgs
its administrative and financial capabilities, and this is something which
we shall need to watch, particularly in relation to the mobilization of
domestic resources for the Bayano project. Otherwise we foresee no serious
problems arising in the near future with respect to economic performance
or creditworthiness. The Government has indicated its concern over the
rapid increase in population and has told us that it intends to take a
more active role in family planning.
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Bank Relations with Panama

7. Between 1955 and 1962 the Bank made five loans to Panama, totalling
$18 million net of cancellations. Two of these loans were for roads, two
for agriculture and one for power. N n has been made sinAol9A2 IFC
has not yet done anything in Panama., but a proposal or IFC participation
in the financing of a new hotel is under advanced consideration.

8. The Bank seconded an advisor (Mr. Habib, now with IFC) to work with
the authorities in Panama in 1962-63. Panama has also made good use of
the training facilities provided by the Bank, and seven Panamanians are
now Fellows of the EDI. Panama does not have a central bank and has not
subscribed to any of the Bank's two-year bond issues.

9. Prior to the military coup last October, we had been trying for five
or six years to develop further projects in power (Bayano) and roads
(rehabilitation and maintenance), but although we got as far as inviting
negotiations for another road project late in 1966, we never succeeded in
reaching agreement with the Government on the institutional reforms we
considered necessary for the execution of either project. he mili
Government took prompt action to r situati2p and h .s ate
reorganized the poer ageny (Instituto de Recursos BEdraulicos y
Electrificacion) along the lines proposed by the Bank. Improvements have
also been made in the highfiay agendt(previ6usl known as Comision de
C.aminos, Aeropuertos y Muelles), but more will need to be done here, and
the Government is proposing to undertake a reorganization of CAM in the
context of a general overhaul of the machinery of government, on which they
have hired a firm of US consultants to advise them.

Possible Future Lending

10. We do not yet have a Five-Year Lending Program for Panama because
we had barely established relations with the new Government when the last
programming exercise took place. However, theaaaerneat shaabom.a kee
igr-eat in obtaining Bank fina=iag-zt only for Byano but also2fr
highways, education and possibly other projects as wl for e
tourism and fisheries). Dr. Barletta visited the Bank in February to
explore the possibilities, and we have since had a numer of reconnaissance
missions in Panama to hel1i' developing a lenang::pr'ogram, which is being
neartedithn preparation ot 6eeconomic report and should b

for revew ,with yq in pqqece . We had tentatively included % iil1lion
for a rQad project for FY197Q, in addition to Bayano, but this is now
very uncertain since part of the project has been re-em ted b the IDB,
and there is doubtfully room at this stage for the as well we are
currently in touch with the IDB about this).
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The Bayano Project

11. The B- an project is the prestige project in Panama and one
to which th military CGqy t= attacbz-t,b hest prority. The
project, which is included in our ending pro ram r , as appraised
by a Bank mission in July, and the appraisal report is now nearly completed;
there appears to be no doubt about the project's economic justicin
According to our lates1 1i1metabe, the loan should be ready >1T consideration
by Executive Directors in January 1970., though it m slip by a month 0.
The first stage of the project cosists ofthe ttwo 30 MW
hydro units and one 40 MW steam plant, with related transmission and distri-
bution, for a total cost estimated at $58.4 million, excluding interest
during construction. The foreign exchange cost would be about.$&2illion.
again excluding interest during construction. We are presently reviewing
within the Bank the pros and cons of the Bank financing the whole foreign
exchange cost or alternatively working out arrangements for shadz these
costs with other lenders through some system of parallel financing. Apart
from this issue, there may also be a problem of power rates, which is
complicated by the fact that power generated at Bayano by IRHE will be sold
in bulk to a private distribution company, which is a subsidiary of American
and Foreign Power. The Bank will want to be assured that lf ins
adequate retumn, oits investment, and this will reprdbal1equire some
increase in the price charged for bulk sales to the distribution company.
What is not yet clear is whether this increase can be absorbed by the company
without raising the rates charged to final consumers, which are already
rather high (and were recently reduced at the insistence of the Government).
It would be useful if you could alert General Torrijos to the Bank's interest
in this question, since it could lead to delay in finalization of the proposed
loan, and power rates are a politically sensitive issue in Panama.

The Darien Gap

12. As you may be aware, proposals have recently been submitted to the
President of the United States with regard to the completion of the missing
link in the Pan American Highway, known as the Darien Gap, which lies
between the Panama Canal and some point as yet undetermined in Colombia.
According to very preliminary estimates prepared by a sub-committee of the
Pan American Highway Congresses, the cost of constructing this link might
lie between $150 million and $265 million, of which about $90 million would
be in Panama and the rest in Colombia (varying according to the routes chosen
on the Colombian side of the border). There has never been any question of
the Bank getting involved in this project, and I understand there is a fairly
sharp division of opinion within the United States Administration on the merits
of going ahead with it, as the US would have to bear most of the cost. It is
unlikely that General Torrijos will raise this subject with you, but just in
case I am attaching a background note for reference.

cc: Messrs. Knapp, Aldewereld, Friedman, Broches

Attachments
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, � Асt ивl Data Projected Ilata Регl.од Orowlh Aatee196 Э 19fi4 1965 1966 1967 1968 1969 197 о 19д 1972 1973 197L 1963-67 197 о-74
� bpu ц tlon - � е�otith rate . . . . . . . . . . . % 1 Э.3 3. Ь, � bц ?h rate . . . . . . . . . . , рег 1000 2 40.5 39.9 Э9.4 38.L Э8.4 Э8.8

Рг1се Q:п це - с. о.1. ]лдек . . . . . . . . . % 3 о.5 2.4 0.5 0.2 1.4 1.7 ��
� ексли gе rats (ьвl Ъоа j рвг vs$ 4 1. о 1. о 1. о 1. о 1. о 1. о 1, о 1. о

Кввле of Рц вго L - chan � e / а . . . . . . . , . . % 5 27.4 -5. Э 19. о 19.6 21. 2 15. 8 _ �
ОКР at factor coat; 1964 ргl еее - 1bt д 1 ,... $ т11. 6 504 529 575 628 Ь79 Ь 7В 72 Ь 776 8Э1 В89 951 1,018

° � р. �' в� аlt л � $ 7 4зг 4Э9 4Ы 4еа 5ц 495 L.5

ONP at comtsnt market ргl сее� ж 1 gro м th rate % 8 9.9 4.6 9.2 9.5 Ь .7 -0.2 7.1 6,9 7.1 7.0 7.0 7,0 8.0 7,0
� GDP at cц rrent market ргl сее - Tota1 ..... $ т 11. 9 50 Э S29 598 659 728 721

Productlon бгоиСh (гевl) - a � lculture .... % 10 3,8 6.4 9.9 8.3 Ь .5

Ртап°Oи rасъигl в � � % iц2 1. о 1о. б

/ с 5.7 7. г 1o.z ц ,о
6DP Ьу Branch agrlculture ......... % 1Э 21.8 22.2 22. Э 22.1 22.1тэлl лs � � � � � � � , . , . . % 14 о.4 о.4 о.4 о.Э о.3

manufscturing , , . . . , . , . % 15 17.4 17.6 1г.z 17.3 18. оconatructlan . ... % 16 Ь.О 5.4 S.8 6.1 6.0tranaport & савтиl саtl оп ... % 17 6.2 6. Э 7.2 7.4 6.6
риЫ 1с адыl п. 4 defenee .... % 18 З . О 2.7 2. В 2,7 Э, Оother branchee ........ % 19 45.1 lS.4 44.4 44.1 44.0

Aesource Оар ,,,,,,,,,,,,,,,, % оУ ODP 2о 1Э.3 ц .б 1о.9 ц .6 ц .о 12. Ь 12.5 12� 4 1г.2 12.2 12,0 11,9
� Net Factor Paynante . . . . . . . . . . . . . % оР ODP 21 -8.2 -8.1 -$.5 -5.9 -Ь . О -7,1 -6.7 -Ь .5 -6.1 -5.7 -5.5 -5.2�

Natio пal 3aving - prlvate , . . , . . , . . , % of ODP 22 13.8 13.4 1о.4 15.2 15. о -
риЫ 1с � .,,. ..., % оУ ODP гЭ 2.7 2.2 3 �Э 2.6 Э . оTota1 .......... % of ODP 24 16.5 15.6 13.7 17.8 18. о 1Т.Э 17.2 17.2 16.8 16.5 16.5 16.3

Marginal 3aving Rate . . . . . . . . . . . . 2$
.18 ,14

Consumptlon - prlvate . . . . . . . . . . . . . % of 6DP �26 7В,Э 80.2 79,6 74, В 74.1 72,0
риЪ11 с . . . . . . , . . . . . % оУ О ffi 27 13.3 1г .3 12.0 1Э .2 1L.1 17.7Tota1 ............ % of ODP 28 91,6 92.5 91.6 88.0 В8.2 89.7 В9.6 89.3 89.2 89.2 В9. о 88.8

Екрогt в or Ооодв акгд Servlcea ....... $ mi1. г9 11t3.1 15Э.4 177.1 193.9 2об.г 214. о 2Э1,0 250,0 270.0 291,0 314. о 34о.о B,Wd В. аI лфог t в of Оооде апд 3ervlcee .,.,,,. $ вд 1. 30 2о9.5 27l � .г z41.8 27о. Э 286.2 305.3 Э28. о 35z.o 37 а.о 4об. о 43Ь.о 468. о 7.8 Т 7.4нвt Оооав апд sвп l сев , , , , . , , $ т11, 31 -b6.4 _бо,7 -61,,7 _�/6,4 -8 о,о -91. Э -97. о -1ог,о -1 о8. о - ц 5, о -122. о -1z8.o
Interest оп РиЫ 1с Dвbt, Oroas: Оиt Рl ои (-) . . $ т 11, 32 -2, Э -2.9 -2.9 -2,9 -3.1 -Э .4 -4. Ь -5.9 -8,9 -11.0 -13,5 -16.5Other Inveata ю nг Ir ьcome, Net: outflo м (-) . $ вд 1, ЭЭ 43.1 45. Э Э5.7 41.7 47.3 54.5 57. о Ьо.о бз.о 65, о 69, о 72. оxet Inve вtee пe 1псг� е: Wtflo м (-) , $ т11, 31t 4о.8 42.4 32. в Э8.8 44.z 51.1 5 г.4 54.1 54.1 54. о 55.5 55.5

сиянгит smгPCns(+) n� ICTT(-) , . . . $ тц , Э5 -25.6 -18.2 - Э1.9 - Э7.Ь -Э5 �8 -4 о.2 -44.6 -47.9 -54.8 -61. о -66.5 -7 г.5
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Е<ternal Debt .. ............. S т11. 49 82.8 102.6 109.1 102.4 ц Э .1 113.9 142.2 185. Э 195.3 241.8 305.5 Э32, оDвbt 5ervlce Aat1o ............. � S1 2.4 Э .5 4.2 Э .1 2.9 Э.7 4.0 4.3 5.2 6.4 7.9 8.5Едрогt $1са Index . . . . . . . . . . . . .
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Flnance оР 2nveaLaent - Natlonal a вving ... % ЬВ 76.4 81.9 72.0 75.8 78.5 75. Ь 74.8 74.8 7Э .0 71.9 71.5 70.9Famelgn capltal . . . $ 69

ртl и t е ...... % 7о 7.5 14.5 25.1 2о. 17 9. з z4.4 16. о 1Э.1 ,иЫ 1с . 1Э 2 1Э . Ь 12.7 11.2р � . � � . % д 1ь,1 з.ь 2.9 з.5 z.2ToLa1 ..,.., '- 9.2 12,1 13.8 11:.5 15.8 17.9% 72 23.Ъ 18.1 ze.o 24.2 и .5 г4.4 25. г 25.z z7.o ге.1 28.5 г9.1Change 1п гевегvев . . % 7Э
,bц с 7nveatлent by 8eotor - в� �1cvlture .. % 74 1.1 0.8 0,9 1.5 2.0l лдивtгу . . . . % 75
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FoRm No. 57 INTERNATIONAL DEVELOPMENT INTERNATIONAL BANK FOR INTERNATIONAL FINANCE
ASSOCIATION RE CON STRUCTION AND DEVELOPMENT CORPORATION

OFFICE MEMORANDUM
TO: Memorandum for Record [DATE: September 30., 1970

FROM: E. Peter Wright

SUBJECT: Meeting of Mr. McNamara with the Finance Minister and

Director General for Planning of Panama on September 30, 1970

1. Dr. Gabriel Castro., Minister of Finance and Treasury in the

Goverment of Panama., and Lic. Carlos Valencia., Director General for

Planning., called on Mr. McNamara at 9 a.m. on September 30., 1970., to

extend an invitation from General Torrijos. already conveyed by letter.,

to participate in a seminar which the General hoped to convene in

Panama at a date as yet unspecified to discuss the type of new political

institutions that might be suited to Latin American countries involved

in a process of rapid social change.

2. Mr. Valencia, who did most of the talking, explained the

thinking behind the proposed seminar and said that General Torrijos was

very anxious to secure Mr. McNamara's attendance., along with that of

prominent figures in Latin America such as Carlos Lleras Restrepo.,

Raul Prebisch and Radomir Tomic. Mr. McNamara said that he was flat-

tered by the invitation., but did not feel himself qualified for the

role in which General Torrijos had cast him. He was anyhow seldom

able to accept invitations of this kind since he had a lot of travel-

ling to do and had to keep his program flexible in order to fit in

visits to member countries which were usually arranged at fairly short

notice.

3. Mr. McNamara said that he was nevertheless very interested in

the subject proposed for discussion., though public debate on the

political issues involved might create some problems. If there was

any help that the Bank could give unofficially (e.g. in suggesting

speakers)., the Panamanians should let us know. As an example of the

kind of person in the United States who might make a useful contribution

to discussion of the subject., Mr. McNamara mentioned Alexander Herd.,

Chancellor of Vanderbilt University.

cc: Mr. Gutierrez o/r
Mr. Wyss
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WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
TO: Memorandum for the Record DATE: October 18, 1976

FROM: Adalbert Krieger, RVP, LAC

SUBJECT: PANAMA - Meeting in Manila with Delegation

1. On October 6, 1976, the Minister of Planning and Economic Policy
of Panama, Nicolas Barletta, met briefly with Mr. McNamara. Messrs.
Krieger and Holsen (reporter) also attended on behalf of the Bank.

2. Mr. Barletta wished to bring Mr. McNamara up to date on the effort
to create a new bank in Panama which would specialize in financing the
exports of Latin American countries. The matter had been discussed by the
central bankers concerned at their meeting in San Francisco just prior to
coming to Manila. The institution would provide short-term (up to 360 days)
export credits and, in the case of capital goods exports, some medium term
credit. The institution's capital would come from Latin American commercial
banks, Latin American governments, international commercial banks and, it
was hoped, the IFC. The plan was to start modestly with an equity of $10 to
$15 million. Central banks would contribute by making deposits in the
institution. Each Latin American government would be asked to guarantee the
paper of their national enterpris es.

3. Mr. McNamara said he would like to see the proposal work out; it
seemed like the sort of thing IFC would like to do.

JAHolsen/ddm
cc: Mr. McNamara's Office
cc: Messrs. von Hoffmann, IFC

Lerdau,LAC
Fernandez, LAC


