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Preface

In a children's book about a trip to an unknown country, the

situation in said country - actually Panama - was described as

being "just beautiful". Unfortunately for those unemployed in

Panama today and all those with jobs in which they are underem-

ployed, it is not beautiful. This study, the second in an attempt

to portray the situation in the labor market in Panama, explores

the issue from the labor supply side. Surveys of employed and

unemployed were carried out to sound out what those people who

were faced with reality in labor markets actually thought about

the benefits the Labor Code has bestowed upon them. It is intend-

ed to distill out of their answers - together with the answers in

the first survey - recommendations for making Panama "more beau-

tiful" for all concerned.

This study has profitted from the cooperation and assistance of

many people in the Republic of Panama. First and foremost Isabel

Atencio provided unrelented support for virtually every aspect of

the survey. Furthermore, Juan Luis Moreno, Pedro Videla and Da-

niel Wisecarver all provided valuable assistance and suggestions

whenever problems arose. As in the first study Jorge Fabrega,

Arturo Hoyos and Yauda Kuzniecky helped to contribute to my bet-

ter understanding of the Labor Code. Thanks is also due to the

over 250 persons who agreed to answer a rather tedious question-

naire - without their consent and without the statistical assist-

ance of Michaela Rank as well as the cryptographical /typing

skills of Christiane Schroder nothing would have been accomplish-

ed. The author would like to hold them responsible for the con-

tents of this study, but relents to apply the usual waiver.

Financial assistance was provided by US AID - the study itself

was carried out for the "Economic Studies Program" under the

auspices of US AID/Panama.

References made to the Labor Code in this study refer to the

English version published by the ILO (Legislative Series, 1971-

pan.).

Dean Spinanger
Kiel, Germany
June 1986
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I. INTRODUCTION

In the first part of this project the Labor Code (LC) in Panama

was analyzed with respect to its impact on the demand for labor.
2

This entailed firms (i.e., employers) being surveyed in connec-

tion with their views about the implications of the LC.

Specifically they were requested to respond to the following

general questions:

How has the LC affected their employment/remuneration poli-

cies?

How did they perceive specific parts of the Code?

How would they react to certain hypothetical changes in regu-

lations/policies?

What would they themselves suggest in the way of modifications

to or radical changes in labor market policies in Panama?

The results culled out of the information provided by the firms

and the conclusions drawn therefrom were wide-sweeping enough to

give credence to the idea of extending the analysis to the labor

supply side. In other words to survey the reactions of employed,

unemployed and unions to the LC using the same basic framework of

questions as answered by the firms . By doing so it would then

be possible to interface the results from the supply side with

those from the demand side in order to determine where common

ground exists and/or rather which major barriers keep a possible

consensus from being achieved. With such information it is in-

tended to outline a strategy with which labor market distortions

inherent in an economic system where inflexibility in factor

markets has been legislated - can be efficiently reduced or eli-

See Spinanger (1984) or for a Spanish version Spinanger (1985).

The survey was intended to cover 250 companies, about 280 com-
panies were sent questionnaires and 54 responded in a fashion
to allow their answers to be incorporated in the study.

For background information see Appendix II.
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minated, while at the same time trying to avoid social disturb-

ances.

The following study begins by recalling key results gathered in

initial survey before briefly sketching the political economy (in

connection with the Labor Code) as it has developed since the end

of 1984. Particular stress is placed on the ramifications of

regulating factor markets for the coming years and on correctly

delineating the impact of existing regulations with respect to

the groups benefitting from or disadvantaged by them. In Section

III the actual analysis of the survey will be presented, incor-

porating thereby the results of the employers' survey as well.

The structure of this section corresponds with that applied in

the first survey, namely in accordance with the thrust of the

policies instituted. The final section of the study summarizes

the results and draws conclusions as concerns a more efficient

operation of labor market policies in Panama. This section also

attempts to interface information on the demands of all socio-

economic groups so as to map out a route of least resistance

leading to a more efficient policy framework.
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II. SETTING THE STAGE - THE PANAMANIAN POLITICAL ECONOMY IN 1985

In the first part of this project the employers explicitly ex-

pressed interest in having three major aspects of the LC revised,

namely as concerns

- hiring/firing conditions,

- wage costs/inflexibilities and

- provisions related to union activities.

In particular it was revealed that changing provisions relating

to hiring/firing conditions would be accompanied by savings

amounting to almost one third of wages paid (see Table 1). Given

this sizeable monetary impact it was hardly surprising that in

trying to prompt changes from the other side, employers expressed

a definite willingness to allow greater participation in deci-

sions concerning the employees' immediate work environment. It

was furthermore suggested that profit sharing or other means of

allowing employees to benefit from the positive impact of their

actions on a company's performance could be considered as due

compensation for relenting on the above LC issues. Given such a

constellation there would seem to be adequate room to allow an

efficient trade-off to be effected.

However, the situation seemed to change in the course of 1985.

Employers officially via public statements (and unofficially in

private discussions) began to reject the idea that the LC should

be changed. They thus seemed to have made an about-face, a con-

tention backed up by proclamations that they can actually live

quite well with the LC. This, of course, should actually not be

surprising, as the Labor Code has been in existence for over a

dozen years and those who have survived have in the meantime

adjusted their employment and production facilities accordingly.

Nonetheless, given the evidence gathered in the first survey as

well as evidence from other sources, it cannot be denied that

firms in Panama are subjected to higher costs and are producing

less efficiently than they would without such labor market inter-

ventions.
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Table 1 : Reforming the Labor Code - Provisions Firms Want
Changed and Expected Savings Therefrom

LC provisions
relating to

No. of .
responses'

Share in
all

responses'

Expected
savings

Hiring/firing conditions

Union activities

Wage costs/inflexibilities

Sick/maternity leave

Total

40

35

31

8

3 0 . 8
2 6 . 9

2 3 . 8

6 . 2

3 1 . 5
10 .7

11 .4

1.0

130 87.7 28.9

1 2

Survey covered 54 firms. - Listing of provisions not complete

hence responses do not add to 130 and shares do not add to 100%.

Since each firm had the possibility of listing 5 answers in order

of importance, the number of answers exceeds the number of firms.

Estimated savings in % of average wage which could be

achieved if corresponding changes in Labor Code were made.

Source: Tables 5 and 6 in Spinanger (1984).

The shift in the employers' stated position still cannot be in-

terpreted as reflecting a negation of what they voiced in the

first survey. It must rather be seen as an attempt to react to a

more immediate and pressing threat to their own interests, namely

the protection issue being broached in connection with IMF and

World Bank negotiations. Thus "unfair competition" - in the form

of imports - is seen by many employers as something which cannot

be condoned. Similar argumentation applies to allowing new com-

petition - in the form of foreign direct investment in Panama -

to settle in Panama, perhaps receiving special incentives or

special exemptions from the Labor Code.
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Although such reactions are but little more than ploys in the

realm of political economy, they usually engender similar respon-

ses from the counterparts. Leaders of unions have thus withdrawn

even the vaguest of suggestions that they might be willing to

discuss changes in the LC. For sure it could even be asked for

what actual reasons would union leaders be interested in sitting

down and discussing changing a code from which they themselves

profit? Since any significant change in the LC could very well

mean a change in the perceived sphere of influence of the unions,

their best strategy - in light of the absence of pressures from

outside - would seem to be to continue upholding their legal

obligations.

Given this constellation of self-reinforcing mutual interest

groups, the publication (in mid 1985) of the government's inten-

tion to enact changes in the Labor Code was destined to meet

resistance from both organized business and union interests. A

possible national dialogue was thus doomed to fail before it

could begin, even though the proposed changes in the LC were at

best nominal and in some cases even extended beyond the existing

framework (see Appendix I for description of changes). For sure

it could not have been expected from the proposed changes that

they would inject the necessary degree of flexibility into the LC

so as to solve the employment problems in Panama already faced by

so many today and promising to affect an increasing number in

remainder of the century.

If, after more than a decade of discussions about the negative

side-affects of the LC, changes are proposed which in essence can

be construed as not being adequate to effectively reduce employ-

ment problems and create an internationally more competitive

economy, then the following question must be asked:

How long must the unemployed wait or rather how many more

people must become unemployed before all those groups look-

ing after their own interests, but openly stating that they

are deeply concerned about the economic situation in Panama,

realize that forceful actions must be quickly taken?
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That forceful policies are needed can be easily verified by

glancing at Diagram 1 which portrays the growth in the labor

force through the year 2000. For the extrapolations beginning in

1980 two different assumptions were made based on the medium

estimate of population growth:

(A) Labor force participation rates remain throughout the re-

mainder of the century at 1980 levels - this can be con-

sidered to be a lower level estimate for most of the co-

horts.

(B) Labor force participation rates are assumed to revert back

to 1970 (ergo pre Labor Code) levels - this can be consi-

dered to be an upper level estimate for most of the cohorts.

This assumption was extrapolated beginning in 1970 so as to

reveal the amount of those already not in the labor force in

1980.

Based on assumption (A) we find that about 420,000 additional

persons will be in the labor force by the turn of the century.

Under assumption (B) almost 600,000 new entrants will have joined

the labor force - in other words more than a doubling within a

period of twenty years. The decrease in the labor force partici-

pation rates between 1970 and 1980 meant that already 100,000

persons fewer were economically active in 1980 .

It thus becomes obvious that a solution to today's as well as

tomorrow's employment problems requires far more than mere cos-

metic changes to the existing Labor Code. Needless to say pro-

clamations, resolutions and demonstrations by the employed and

organizations purportedly representing their interests about

See Appendix Table IV.1 for a disaggregation of the labor force
to the year 2000 by sex and age groups.
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Diagram 1:

Labor Force Growth in Panama by Sex: 1950-2000
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(A) or 1970 LFPRs (B). See Spinanger (1986), pp. 6-9.

Source: Own calculations based on Spinanger (1984), Table A1 and
Contraloria General (1983).
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possible injustice inflicted by proposed changes in the LC should

not be interpreted as meaning that only minimal changes are pos-

sible, but rather that only those who profit from the existing

framework are - logically - venting their dissatisfaction about

possibly losing privileges.

However, those who bear the burden of inefficient policies -

namely the unemployed, underemployed or those subjected to con-

siderable involuntary job fluctuations - neither have been asked

about what type of changes they would be interested in nor is

their voice part of the chorus at the above mentioned demonstra-

tions. In the following analysis it will be attempted to rectify

this shortcoming - this would seem to be a necessity should the

constitutional commitments to work and principals of freedom not

be limited to those with jobs.



- 9 -

III. ANALYZING ATTITUDES OF THE EMPLOYED AND UNEMPLOYED TOWARDS

THE LABOR CODE

In line with the approach used in the survey of the employers the

analysis of the LC is structured in accordance with the intended

thrust of the measures as follows:

A. Policies directly influencing pay levels

- legal minimum wages

- contract minimum wages and lump-sum pay increases

achieved via collective bargaining

B. Measures directed toward job rights

- employment security

- antidiscrimination

C. Actions aimed at job environment

- work rules

- job/occupational training

D. Legislation embodying social aspects

- maternity leave

- paid sick leave

- unemployment compensation

2

E. Policies affecting the economic environment

- collective bargaining^ framework

- bureaucratic and legal ramifications

Differing from the initial analysis will be an attempt to struc-

ture the answers using the personal background data on the indi-

viduals. This means that wherever it seems feasible answers to

As in the case of the first survey answers to questions con-
cerning safety and health regulations are excluded from this
analysis, although the response rate this time was far better
and some interesting insights could be gained.

2
Discussion of this point is limited to the final chapter as
specifics concern mainly employers and not employees. Further-
more, individual comments by employees were (perhaps because of
the above point) not numerous enough to allow conclusions to be
drawn.
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questions will be cross-classified according to relevant economic

variables for example by

sex
age

- level of education
income
union membership.

Such additional information should allow a better delineation of

the problems to be solved.

A.

Legal Minimum Wages

As can be seen in Table 2 legal minimum wages in Panama, although

supposedly set to permit every worker "to meet the normal mater-

ial, moral and cultural necessities" of the household (LC, Sec-

tion 172) , have not been raised in a manner so as to compensate

for inflation. Furthermore, since they have not been changed

since 1983, real minimum wages must lie close to 20% below 1974

levels. Thus the extent to which they might initially have had an

negative impact on the demand for labor has been mitigated consi-

derably in the meantime. Remembering that the majority of employ-

ers expressed the viewpoint that a small (i.e. 10%) change in

minimum wages - interpreted as being in real terms - would not

affect the hiring or employment policies, it was assumed to be

likely that the existing legislated wage levels have become minor

barriers to entry in the official sector.

Despite this trend in minimum wages, this survey (see Table 3)

shows that they are nonetheless viewed by the unemployed as being

essential, whereby but a few were interested in having the system

changed to income support policies instituted outside factor

markets. As might be expected those with incomes in prior jobs

closer to minimum wage levels were more in favor of them than

those with higher incomes. This attitude is also reflected ir the

negative correlation with education and age levels.



- 11 -

Table 2 : Development of Hourly Wages and Minimum Wage Rates (B/.hr.): 1974 - 1983

Wages and ]

1974
1975
1976
1977
1978
1979
1980
1981
1982
1983

% Change
74-83

minimum wages

Average hrly.
wage
(1)

1.23
1.29
1.41
1.50
1.54
1.64
1.80
1.91
2.00
2.02

64.2

Minimum wage by regions

1974
1979
1983

% Change
74-83

Manama City,
Colon and San
Miguelito

.55

.66

.78

41.8

Minimum wage by sector

1974
1979
1983

% Change
74-83

Agriculture

.35

.47

.55

57.1

Real hrly.
wage
(2)

1.23
1.22
1.29
1.31
1.29
1.27
1.23
1.21
1.22
1.20

-2.4

David and
La Chorrera

.50

.59

.69

38.0

Manufacturing

.55/.72

.66/.75

.78/.88

41.8/22.2

Minimum
wage
(3)

.40/.55

.50/.66

.59/.78

47.5/41.8

Chitre and
Santiago

.45

.54

.64

42.2

2
Real minimum

wage
(4)

.40/.55

.38/.52

.36/.50

.35/.48

.33/.46

.39/.51

.34/.45

.32/.42

.30/.40

.35/.47

-12.5/-14.5

Puerto Armu-
elles and
Changuinola

.45/.50

.54/.59

.64/.69

42.2/38.0

Construction Trade/Banks

.70

.79

.91

30.0

.55/.68

.66/.75

.78/.88

41.8/29.4

Relative mi-
nimum wage

(5)

32.5/44.7
31.0/42.6
28.4/39.0
26.7/36.7
26.0/35.7
30.5/40.2
27.8/36.7
26.2/34.6
25.0/33.0
29.2/38.6

-10.1/-13.6

Rest of
the Republic

. .40
.50
.59

67.8

Services

.55/.66

.66/.75

.78/.88

41.8/29.4

1 2
Average monthly salary in private sector divided by hours/month (187). - Deflated

3 4
by consumer price index 1974 = 100. - (3) divided by (1) . - Daily rate divided by
8.5. - In Panama City.

Source: Own calculations based on Boletin Informativo Salarios Minimos Vigentes,
various issues; Panama en Cifras (1985, p. 246); Situaci&n Social (1982, p.
134). International Monetary Fund, various issues.
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Table 3 : Opinions on Minimum Wages

Age group Sex

Total <20 20-29 30-39 >39 Male Female

Minimum wages essential

Employed
Unemployed

Replace with other system

Employed
Unemployed

Income of prime job

Employed
Unemployed

"In B/. per month.

58.6
88.8

36.7
9.5

777
209

20.0
94.4

60.0
5.6

365
194

54.3
89.2

42.9
10.8

444
200

56.3
82.6

37.5
4.3

524
245

86.7
85.7

13.3
3.6

943
242

56.9
84.7

35.3
12.2

864
215

66.7
94.4

33.3
5.6

707
201

Source: Own calculations based on LC surveys.

Given the income differentials between the employed and unem-

ployed it is not surprising to find far fewer employed minimum

wages. That is to say, the further the actual income received is

from a subsistence level (as portrayed by the minimum wage), the

lower the fear that minimum wages might one day be relevant.

Surprising, however, is the increase in agreement with minimum

wages by age - a phenomenum for which no direct explanation can

be distilled from the data . Whatever may be underlying this

difference, it is evident that generally speaking minimum wages

are perceived by the majority as an important ingredient to en-

sure minimum subsistence levels. Probably an equally plausible

alternative would find acceptance if its workings were easily

One could speculate that this might be equated with interest in
having one's children receive a certain minimum wage, but this
would apply to the unemployed as well.
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understood (no doubt a problem with the negative income tax

suggestion made) and if recourse to receive it was as clear-cut

as in the case of minimum wages . Quite probably the existence of

free legal recourse (as specified by the LC) when wages paid by

employers are not in line with minimum wages is an important cor-

ner-stone in their argumentation. After all over 50% (in 1982) of

Labor Court cases deal with salary or indemnification suits.

Contract Wages

Although only legal minimum wages were discussed in the first

survey, it was duly pointed out that contract wages/minimum wages

(as well as non-wage benefits) induce effects similar to those of

legal minimum wages. Although to analyze such costs would require

greater in-depth knowledge of the ramifications of contracts than

gathered in the surveys, Table 4 presents an overview of a set of

companies and their negotiated agreements. It is quite easy to

see that many of the negotiated benefits are of lump-sum nature,

which logically represent an increasingly larger share of wages,

the lower the wage/salary level is. The aggregation of these

benefits represents an amount which can quite effectively act as

a barrier to entry for those with low skill levels, i.e. with low

wage levels.

It must be pointed out in this connection that not all of these

benefits/increases can be traced directly to the Labor Code.

Rather the unions and employers have also freely negotiated addi-

tional benefits over the years. To what extent LC regulations

regarding collective bargaining procedures and union rights can

be held responsible cannot be determined. Likewise to what extent

There is probably a certain amount of inherent mistrust of
procedures which encompass government redistribution of funds
generated on a macrolevel to households with below minimum
levels of income.
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employers agreed to concessions or offered them in exchange for

other aspects, can also not be determined. Nonetheless, the con-

stellation as portrayed seems to be resembling a state where many

payments made to labor reflect to an increasingly smaller degree

the actual value of output. It is thus quite coherent - particu-

larly given the existence of capital incentives in Panama - that

the demand for labor (in the official economy) shifts to higher

skill levels or rather is satisfied by buying machines . It would

nonetheless be hasty - or even incorrect - to conclude that most

of the measures in Table 4 must be viewed negatively. This would

not be the case, for instance, if some of the measures were in-

troduced to specifically attract or rather retain qualified per-

sonnel. Likewise (e.g. in the case of contribution to sports)

they may well serve to engender a conducive and thus productive

atmosphere.

B. Measures Directed_towards Job Rights

Employment Security

Of all the measures embodied in the Labor Code job security re-

presents the one which employers would like to change the most or

rather the one which is imputed to cost the most (see Table 1) .

By restricting the right of employers to release employees in

line with production needs or rather by stipulating that releas-

ing employees can only be achieved by effecting (often sizeable)

monetary payments determined by level of salary/wages, length of

service and circumstances of firing, the Labor Code has unwitt-

ingly accomplished numerous "feats", among which the following

should be mentioned:

In correspondence connected with the survey the following
statement is typical of many opinions expressed: "We, for our
part, try to rationalize through automation and to keep our
labor force as small as possible."



Table 4 : Overview of Negotiated Wage Increases, Benefits and Other Non-wage Labor Costs in Selected Companies (1985)

No. Wage contracts

Sector of Increases by year

cos. Yrs 1st 2nd 3rd 4th

2 2
Benefits Contribution to

Wedding Birth Other Stipend Unions Co-ops Sport

Life Per- School/

insur- form- Uni- Old pre-

ance ance form ace miun

Manufacturing

1

5

5

2

3

4

.03/

.04/

.05

.20

.12

.07

.03/.20 .04/20

.05/.12 .05/.12 06./12 70-150
(3)

65
(1)

25-125
(5)

250
(1)

250-500
(2)

85-200
(2)

120
(1)

165-320
14)

90-1350
(4)

800
11)

300
(1)

500 500-850 100-175
(1) (2) (2)

(1) (1)

(4) (3) (2) (3) (1)

(2) (4) (3) (3) (1)

Commerce
.07/.11 .08/.10 .08/.10 40-50 50-56 100-250 160-200

(?) (3) (3) (2)

4 .06/.12 .06/.12 .06/.11 .06/.11 40-235 20-120 175-650 280-800 50-75
(2) (5) (5) (4) (2)

2000
(1)

275-950
(4)

(3) (2) (2) (2) (1)

(2) (1) (2) (1) (1)

Primary
.08

.02

.09

.04

.10

.04 .07

90 100-145
(1) (2)

90
(1)

120
(1)

30-50
(2)

450
(1)

753
(1)

150/50% of
equip. (2)

50% of
equip. (1)

(2) (1)

(1)

(1)

(2)

(1)

(1)

'1)

_ i

in

I

Other
4 2 .04/.32 .06/.32

2 3 .08/10% .08/10% .08/10%

4 4 .05/.07 .05/.07 .05/.08 .05/.08

75 50 75-300 150-2000 7200 1000 100-1000

(2) (2) (3) (3) (1) (1) (3)

100 50 125-200 250-390 800

(1) (1) (2) (2) (1)

50 25-50 40-150 50-480 2200 2000 375-1000

(2) (4) (4) (4) (1) (1) (2)

u>

(2)

(3)

(2)

(2)

(3)

(4)

(2)

(3)

(1)

(1)

(2)

(2)

Wage increases, benefits andjCOntributions in B/. except for %. - the number in parenthesis is the number of companies offering such. This is not a complete listing as only most
important items included. - Lowest/highest amounts given.

Source: Based on documents from Ministry of Labor and Social Welfare.
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First of all it has reduced the demand for long-term em-

ployees in favor of short-term jobs or employment contracts.

Secondly it has created a class of employed workers enjoying

the benefits of being "in" as opposed to those unemployed

who are "out" (i.e. it engenders dual/segmented labor mar-

kets) .

Third it has caused companies with a large share of long-

term workers to be faced with increasing potential liabi-

lities, which can easily exceed the net worth/market value

of a company.

Fourth - in light of the last point - it has undoubtedly

dampened the interest of foreign investors searching for a

location from which the USA do well as Latin America can be

supplied .

Since none of these four issues can be considered to have been an

expected side-effect, it would seem to be a particularly easy

task to effect the necessary changes. This, however, is not the

case as unions have set up their defense in front of this issue.

Answers to this question by the employed and unemployed thus

offer the possibility of resolving an issue, which can go a long

way in helping reduce employment problems in Panama.

The question of stability was broached in the two surveys in

connection with a brief overview of the results of the first part

of the project (see appendix for survey) . It was mentioned that

the current code - as opposed to its predecessor - embodies the

idea of job security and that employers view this right as such a

severe constraint on their ability to act in accordance with

needs of the firm that they have been employing or rather hiring

fewer and fewer people. It was pointed out that given the pro-

It has also led foreign investors in Panama to leave, i.e.
causing them to withdraw entirely rather than fight with the
authorities about labor force changes requested. Thus instead
of having something, Panama was in those cases left with noth-
ing or rather with all the employees of such firms becoming
unemployed, i.e. no other company offered to take over the
business and the employees.
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jected growth of the labor force to the end of the century and

based on past performance of the private sector in only slowly

expanding employment this would mean (i.e. assuming the current

financial constraints placed on the public sector continue) a

growing number of unemployed would be engendered. Thus it was

concluded that a solution was needed which would help those with-

out a job (or those entering the labor force in the coming years)

find employment, while at the same time trying to ensure that

those employed would continue to enjoy the benefits therefrom.

Six possibilities were offered, as well as allowing comments to

be made on each of the suggestions. The possibilities were as

follows:

(a) Shift payment of compensation from firm to an independent

unemployment compensation scheme, whereby the scheme would

be run in line with insurance principles in such a way so as

to make those involved (i.e. employers, employees and

unions) more responsible for their own actions.

(b) Employed would remain covered by existing LC but new en-

trants to labor market or those already unemployed could re-

quest to be covered by more flexible regulations.

(c) More flexibility in firing should be incorporated into LC so

as to allow incompetent workers to be dismissed but at the

same time instituting monetary incentives, profit sharing

and/or a greater degree of decision-making vis-a-vis imme-

diate job environment.

(d) No change should be made, because employers would only in-

crease profits.

(e) Due to impossibility to effect required changes in LC on a

national basis, free economic activity zones could be estab-

lished as an experiment. In such zones economic activities

would be subjected to few restrictions. The experience ga-

thered in the zones would hopefully reveal that a relatively

undistorted environment can produce benefits for all con-

cerned. If this turned out not to be the case it could be

phased out without undue costs being incurred.

(f) Other suggestions possible.



Table 5 : Employment Security via Alternative Schemes'

Questions

A: Unemployment
compensation

B: More entry fle-
xibility

C: Firing easier

D: No change

E: Free zone

A: Unemployment
compensation

B: More entry fle-
xibility

C: Firing easier

D: No change

E: Free zone

Total

4.2

21.8

28.5

10.4

14.0

51.5

2.4

5.9

34.9

4.1

Sex

Male

4.0

19.4

26.6

10.5

16.1

43.9

4.1

5.1

40.8

5.1

Female

4.7

28.1

34.4

7.8

9.4

62.0

0.0

7.0

26.8

2.8

<20

-

18.2

27.3

18.2

18.2

55.6

—

5.6

27.8

11.1

Age groups

20-29

3.7

20.7

28.1

11.0

13.4

50.4

2.5

5.0

37.2

3.3

30-39

5.5

23.3

24.7

12.0

16.4

52.2

4.3

8.7

30.4

4.3

>39

Employed

3.7

22.2

40.7

3.7

7.4

Unemployed

57.1

—

14.3

28.6

<5

5.6

22.2

22.2

16.7

19.4

50.0

—

50.0

-

_

Education

5-8

-

26.9

26.9

7.7

7.7

45.5

-

3.0

45.5

6.1

levels

9-12

2.6

21.1

31.6

7.9

13.2

50.0

2.4

3.7

36.6

4.9

>12

5.4

20.4

30.1

9.7

14.0

57.7

3.8

9.6

26.9

1.9

Member

4.6

27.3

25.0

9.1

11.4

50.0

—

-

50.0

Union
Non-
member

4.0

20.1

29.5

10.7

14.8

51.5

2.5

6.1

34.4

4.3

i

CD

1

Share of those agreeing to (even if not entirely) corresponding changes in the Labor Code.

Source: Based on LC surveys.
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As can be seen from Table 5 agreement on the issue of employment

security between the employed and unemployed does not seem to

exist. To be specific, whereas the employed show but little in-

terest in substituting unemployment insurance for the current

scheme, the unemployed - understandably - are overwhelmingly

(relative to the other possibilities) in favor of it.iThe same

holds true for D (i.e. no change in LC) - the unemployed are

interested in it, but the employed exhibit their second lowest

amount of desirability. However, if the major issues concerning

employment stability are added up, i.e. unemployment compensation

(A) , more entry flexibility (B) and firing made easier (C) , it

can be determined that the sums are quite similar. In other

words, although larger differences of opinion exist as concerns

the individual measures to be taken, there would seem to be a

consensus as concerns the overall thrust which LC policies should

be given.

As concerns the breakdowns by other characteristics, no particu-

larly striking pattern is revealed. Not even in the case of union

members versus non-members do major differences show up. For sure

this is an encouraging sign which will make it somewhat easier

when policies are to be derived later.

Antidiscrimination Measures

The LC unequivocally guarantees the principle of equal pay for

equal work (LC Article 62), regardless of sex, age, race, natio-

nality and other inherent personal characteristics. Independent

of this regulation, however, exists the obligation of employers

to treat females as special cases as far as concerns

Pay or rather wages (i.e. remuneration due to an employment
relation) includes cash, payment in kind, ex gratia payments,
bonuses, instalments, wage supplements, emoluments, commis-
sions, profit sharing and other income attributable to a job
(LC Article 140) .
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certain dangerous jobs and

maternity leave.

Without delving into such matters at the moment (see section on

social aspects) it is apparent that a potential conflict exists.

While it was determined that the antidiscrimination measures in

the LC did not induce a wealth of suits against employers, the

issues involved become all the more relevant the greater the

propensity of females is to increase their share of the labor

force. Given the relatively low labor force participation rate

for female cohorts in 1980, the potential problems cannot be

overlooked.

While the current set of surveys did not yield explicit infor-

mation on the impact of antidiscrimination regulations, an ana-

lysis of male/female wage differentials revealed the interesting

fact that - aside from the fact that they have decreased (which

may well be due to a variety of reasons) - they are lower for the

unemployed than employed. That is to say, assuming that the above

stated hypothesized about impact of the LC on the degree of seg-

mentation in the labor market holds true , then we are observing

the following: Namely, that the demand for and remuneration of

labor in the primary labor market is more specifically delineated

according to perceived human capital differences than in second-

ary labor market. In other words, the demand for additional labor

for an unknown but presumably short period of time is satisfied

by drawing (less discriminately than for jobs in the primary

sector) from the reservoir of unemployed. In doing so employers

offer wages to a wide spectrum of potential workers (with various

qualifications), aiming basically at the lower level of the pay

scale. Hence females not only receive relatively better wages,

they also may well be able to procure jobs (albeit of temporary

nature) relatively more often. This perhaps positive side-effect

of the ramifications of the LC can surely not compensate for the

The relevant literature on this topic substantiates this
aspect.
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more severe damage inflicted by restricting access to primary
markets in the first place.

Table 6 - Relative Monthly Male/Female Salary Differentials by
Age and Education Cohorts: 1970, 1983 and 1985

Age
cohort
(years)

15-19

20-24

25-29

30-34

35-44

44.

Total

1970

1983

19852 E

U

No grade
school
degree

1.17

1.33

1.34

1.24

1.49

1.44

1.41

1.40

Education cohort

Grade
school
degree

1.34

1.43

1.44

1.46

1.59

1.84

1.68

1.01

1.12

One year
secondary
school

1.06

1.17

1.25

1.37

1.45

1.56

1.38

1.02

1.09

One year

• of uni-
versity

1.11

1.34

1.41

1.67

1.72

1.77

1.72

1.05

1.15

19701

1.17

1.32

1.36

1.44

1.56

1.65

1.54

-

_

Total

19832

E

2.00

1.18

1.16

1.22

1.34

1.64

-

1.36

_

_

.92

1.01

1.30

1.23

.84

-

1.17

_

19853

U

.97

1.08

.95

1.43

1.07

-

-

-

1.07

Unweighted average. - Based on socio-economic survey. - Based on LC survey
of employed (E) and unemployed (U).

Source: Calculations based on unpublished data from 1970 Census of Population
and LC surveys.
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C. Actions Aimed_at_the_Job Environment

Work Rules

The spectrum of work rules embedded in the 1972 Constitution and

the LC is very broad and covers matters like the length of a

working day, the protection of minors/females from dangerous work

as well as paid leave for attending events abroad (for up to two

months with full pay) deemed to be in the interests of the Repub-

lic of Panama. In connection with the latter issue it was deter-

mined in the initial survey of employers that they did not ex-

press explicit disgruntlement about it (i.e. about Article 160),

no doubt due to the simple fact that they limited their responses

to the general, more severe matters. Despite this fact or rather

in light of the potential costs of such measures and their impact
2

on small companies in particular , it was decided to include a

question on the use of Article 160 in the current set of surveys.

Again the number of responses was quite low so no more definite

conclusions could be drawn. More than likely the unions would be

Every enterprise with at least 10 employees must submit for
approval to the Ministry of Labor and Social Welfare (as well
as to the unions or employees) a detailed listing of work
rules. Once these rules have been given the seal of approval,
any changes therein require additional prior approval. If, for
instance, more flexible hours are to be introduced, approval by
the staff does not mean that the Labor Ministry will automati-
cally approve. In one case over a year and a half passed before
the Ministry consented. In this time period two lists of all
those in favor of the change (i.e. the overwhelming majority),
one meeting of all employees with the Ministry, several meet-
ings between lawyers and representatives of the Ministry as
well as considerable overtime which could have been avoided,
all took place before the more flexible hours were finally
approved. As severe as such restrictions impact the allocation
of factors of production and hence employment levels, their
full thrust is hardly perceived by employees and thus does not
appear in the answers given by either the employed or unemploy-
ed.

2
Assuming that a person takes advantage of Article 160 and then
goes on a normal vacation, a company would only be able to
profit from the person for three quarters of a year. In other-
words the remunerated wages are (i.e. for 12 months) 33% above
the level (i.e. about 9 months) corresponding to the actual
amount of work carried out.
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able to provide the required information in this respect, since

many of the applications are presumably for participation in

union activities.

As concerns the impact of health and safety regulations - without

going into detail for lack of comparison with the employers'

survey - it is interesting to note that to a sizeable degree

workers would be willing to accept the monetary equivalent of

health/safety equipment installed (given the assumption that the

costs of such measures were imputed to amount to 10% of wage

costs). While in most cases both employed and unemployed received

at least some amount of instructions, the role of unions in en-

suring that the guidelines were abided by was quite minor.

Job/Occupational Training

The state of job training and apprenticeships in Panama is an

area where the Labor Code remains silent. Aside from mentioning

the responsibility of the Institute for the Training and Promo-

tion of Human Resources (IFARHU) with respect to apprenticeships,

the LC merely notes that the Executive would be responsible for

making regulations "concerning all aspects of the contract of

apprenticeship" (LC Article 281).

Despite efforts to the contrary, the shape of the overall poli-

cies aimed at strengthening the human capital base in Panama

through apprenticeships can be considered to be less than ade-

quate. This weakness, however, has clearly been realized by the

authorities, as documented by the inclusion of paragraphs (aimed

to alleviate the problem) in the proposed changes to the LC. That

is to say, at present there exist legal barriers in the LC which
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keep firms from setting up apprenticeships by not allowing ap-

prentices to be treated differently than other employees1.

Essential in structuring policies to engender reactions on the

part of individuals in connection with choosing an educational

path heading to fulfillment both micro- as well as macro-goals is

coherency with respect to the basic principles. First of all

the necessary information on the implication of making a given

occupational decision must be available. Secondly, in light of

the inability to correctly forecast over the working life of an

individual, a certain degree of flexibility has to be ensured by

procuring general training/education in addition to specific.

Third, firms must express the necessary degree of interest in

accepting individuals trained in outside institutions (albeit

subject to fulfilling certain requirements).

As concerns the final point, firms in Panama (as noted in the

first survey) already revealed that they prefer individuals with

a general educational background plus training (see Spinanger,

1984, Table 7). Furthermore, the fact that the firms are inter-

ested in a general background means that they are well aware of

the necessity to ensure that human capital potential beyond mere

specific skills must be available so that future shifts in de-

mand/technology can be absorbed by the employees. The standpoint

of the firms would thus seem to be well in line with the prin-

ciples outlined above.

This de jura state of affairs does not represent de facto con-
ditions, as a way around this barrier was "created" by INAFORP
(Instituto Nacional de Formacion Profesional). INAFORP agrees
under certain conditions to search for, screen and then provide
persons to be trained for specific jobs for a given company
over a short period of time (e.g. 2 or 3 months) . The company
then allows the prospective employees to receive on the job
training in the company. Those persons who do not interface
with the firm's expectations can be released in this period
without recourse for the person, since they are officially
incorporated into an INAFORP training program. The costs of
this procedure are borne entirely by the firm, which not only
pays the (below minimum) wages, but also e.g. the costs of an
INAFORP official overseeing the program in the firm itself.
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The questions directed to the employed and unemployed stressed

the importance of general education and training as concerns the

security of their jobs tomorrow. The issues involved with paying

for training and who profits from it were also touched upon as

well as the fact that the LC effectively keeps apprenticeships

from being instituted . The responses to the questions left

little doubt that LC policies towards apprenticeships should be

changed. Among the unemployed agreement on allowing such con-

tracts almost amounted to 100% whereas about 80% of the employed
2

were of this opinion . Despite this across-the-board agreement,

it was felt by the unemployed that various conditions should be

observed so as to

cover costs incurred in connection with work,

ensure that minimum wages are paid,

have small base pay extended through productivity pay and

allow vacation.

The employed on the other hand underlined the

importance of guaranteeing a job after apprenticeship, or at
least opening up the possibility,

evaluation/certification process,

right of the employer to determine matters,

necessity to have a contract and

pay/minimum pay levels.

However, without stipulating fulfillment of these conditions

virtually the same number expressed a desire to participate in an

apprenticeship course (see Appendix Table IV.2 table for a break-

down of the responses).

The above mentioned INAFORP method can hardly be considered an
apprenticeship.

2
Union members were in both cases 100% in favor of apprentice-
ships.
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Maternity Leave

The protection of women during the pre- and postnatal period is

anchored in the Constitution of 1946 and 1972. The treatment of

the subject is straight forward and unequivocal - Article 105 to

166 of the Code contain the main body of regulations dealing with

the subject matter. The articles in the LC (together with the

constitution, i.e. Article 67) stipulate protection in the fol-

lowing cases:

It is unlawful to dismiss a woman during pregnancy and one

year after returning to work (i.e. without a valid reason

and prior judicial approval);

Six weeks leave prior to birth and eight weeks thereafter

are designated as maternity leave, whereby employer is

liable to pay the difference between maternity allowance

paid by social security and amount otherwise entitled to

employee ;

Upon returning to work a 15 minute nursing break every 3

hours (or two half-hour breaks during working day) and short

rest breaks are required and belong to remunerated time

worked.

Firms with more than 20 females on same premise must provide

- given financial constraints of firm - a nursery;

Expectant women are restricted to non-shift work and to

tasks which will not adversely affect their condition.

In the survey of the employers it was attempted to find out -

without questioning the societal justification of maternity pro-

tection - whether and to what extent the LC regulations in-

fluenced the employment chances of females. Even though the fe-

Where no claim on social security exerts, obligation to pay is
"incumbent entirely on employer".
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male labor force is less than half the size of the male's (see

Diagram 1), it has increased more rapidly in the past (see Appen-

dix Table IV.1) and if labor force participation rates rise from

their low levels can be expected to do so in the future as well .

The responses by the firms revealed that (in over 80% of the

cases) changing general protection laws for women would not ef-

fect the employment position of females in firms hiring policies

or remuneration. As concerns maternity protection, however, about

two thirds of employers agreed that the laws negatively influence

the number of women being employed (see Spinanger (1984, Table

8). A change in the regulations (i.e. making them more flexible)

was perceived as possibly inducing pay increases amounting to

perhaps 25% . A change was seen as leading to a decrease in wage

differentials as well as to a reduction in discrimination against

women who do not intend to give birth to any more children.

In the current set of surveys it was stated that the LC protects

women by providing them with maternity leave and by limiting the

employment to occupations not considered dangerous. It was point-

ed out that a sizeable part of the burden (in connection with

pre- and postnatal rules) is placed on the employer (even if he

does, not effect the social security payments) and thus a more

flexible arrangement or rather shifting more of the burden to

One of the reasons that the problem was not perceived to be
larger is due to the size of the female labor force. It can
probably be shown that in those firms with a very high share of
female personnel the impact of maternity protection laws is
viewed much more critically. Not only can the productivity tend
to be relatively low for the women directly protected, but
these women could well engender external diseconomies by dis-
tracting others or by prompting other female workers to take
greater advantage of the overall protection afforded by the
Labor Code. In one company, where a very large share of the
employees consisted of women in child-bearing years, the prob-
lem is now being reduced by attempting to employ women no long-
er in this period. This is a prime example of how well meant
social policies, instituted in factor markets, put those who
are to be protected at a distinct disadvantage. As a matter of
fact even those women of child-bearing age who cannot have or
do not want children suffer under such well-meant regulations
(i.e. social policy illusions prevail).
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society could mean more employment for women. In addition to

making suggestions about how a more flexible arrangement could be

structured , it was noted that if certain occupations are consi-

dered to be dangerous and thus declared to be off-bounds for

women, they should be dangerous to men as well.

The answers given turned out to be somewhat ambiguous. Whereas

the unemployed felt that women should be kept out of dangerous
2

occupation (75% agreed with the statement) the employed felt the

opposite - about 70% felt they should not be kept out of said

occupations. As concerns changing protection laws almost 90% of

the unemployed were against such a move, but only a third of the

employed responded in such a manner. Since even a different dis-

aggregation of the data (e.g. by married/single) yielded no im-

provement in explaining the discrepancies, the actual

the inconsistencies could not be determined.

Paid Sick Leave

In the initial survey it was determined that paid sick leave did

not belong to the set of influences stated as most severely im-

pacting employers. Nonetheless it was shown that the costs in-

curred thereby (increased by moral hazard) were considerably

higher than what could normally be expected.

Not being satisfied with the depth of information gathered on

this issue, the current set of questionnaires attempted to eva-

luate on an individual basis the behavioral pattern vis-^-vis

taking sick leave. By pulling together the data at this level and

A comparison of Singapore's Labor Code (as of 1973) with Pana-
ma's is very enlightning in this respect: Singapore provides
the usual coverage for pregnancy through the second child.
After that, costs incurred are purely personal. In other words,
family planning policy is built into the laws (see Republic of
Singapore, Employment Act, Part X) . It might be noted that the
Act of 1970 stipulated "after the third child".

2
Included in this section even though it actually belongs to the
work rules.
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coupling them with personal characteristics, it was expected to

be possible to better delineate personal and economic environment

characteristics. However, the failure of the individuals to ade-

quately respond to the few questions included on the personal

characteristics sheet successfully blocked further research from

being carried out.

Unemployment Compensation

This aspect was not specifically covered in the first survey but

rather was dealt with in connection with job security consider-

ations. Knowing that the key issue in all discussions revolving

around the inflexible hiring/firing procedures, particular atten-

tion must be paid to formulating an -efficient substitute lest

inflexibility be replaced with a much higher degree of moral

hazard. Knowing that a large share of the individuals responded

positively to replacing the present system, and noting that com-

ments were often included in the surveys about the unfairness of

keeping incompetent employees on the job, the stage would being

to set for preparing an efficient and acceptable solution to the

unemployment problem.

E. Policies Affecting the Economic_Environment

This is a specific area which concerns primarily the employer and

thus was not incorporated into this survey. As mentioned at the

outset the Collective Bargaining Framework/Bureaucracies and

Legal Ramifications cannot be analyzed with respect to the ques-

tions directed to employed and unemployed. Conclusions drawn in

the final section will be based only on the information procured

in the initial survey, although general views expressed by the

employed and unemployed will also be incorporated. This informa-

tion having been based not only on the companies questions but

also on data from the Labor and Economic Social Welfare Ministry

should nonetheless be sufficient for the recommendations to be

presented.
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IV. TAKING STOCK OF WHAT NEEDS TO BE DONE

Imagine a country literally straddling major shipping routes,

positioned just below the rich United States market and con-

veniently placed between large Latin American economies - such a

country would seem to blessed with locational advantages, which

could be matched by but few other nations. If on top of these

advantages the country

revealed political stability in a region often known for

instability,

had levels of infrastructure still being aimed at by other

countries and

exhibited educational levels considerably above countries at

similar stages of development,

then essential preconditions would seem to exist to mark this

country as an economic success. High growth rates of per capita

income and a rapid expansion of employment opportunities would

seem to be destined to be the case in such a country.

The locational advantages and preconditions described above apply

to the Republic of Panama. The assumed growth rates for per capi-

ta income and employment opportunities, however, by no means

apply to this country. As a matter of fact relatively low growth

rates of GNP/capita over the last 15 years have caused Panama's

development path to lag considerably behind countries roughly at

the same level in 1960 (see Diagram 2). Aside from Singapore,

whose GNP/capita is now more than double Panama's, Barbados,

Yugoslavia and Portugal all out-distanced the Republic in the two

plus decades since 1960. In the meantime other countries like

South Korea and even Jordan are in the process of overtaking

Panama, after having been at levels more than 50% lower.
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The obvious question is: "What happened?" While providing a com-

plete answer to this question goes beyond the stated purpose of

this study, it seems highly probable that a very significant

share of the blame for this development can be traced to the

inflexibilities induced by the LC. In other words, the potential

comparative advantages Panama possesses would have been tapped to

a far greater degree than they were, increasing thereby Panama's

rate of growth, if factor markets had not been subjected to the

distortions of the LC. Assuming this to be the case and if in-

stead of dropping by over 50% in the 1970-1982 period vis-a"-vis

1960-1970, growth rates of GDP/capita in Panama had increased at

the same rate relative to those of middle income countries (as in

the 1960-1970 period) income levels in Panama would be about 35%

higher than they are today. Interpreting this as the additional

income representing "a ball-park estimate" of welfare losses, it

would be more than enough to cover the employment of all those

officially unemployed or rather those no longer looking for em-

ployment. Without wanting to read into this simplistic calcula-

tion any more than its worth, the evidence from a variety of

sources gives credence to the contention that without the LC

employment and income opportunities would be considerably great-

er. This contention draws on the following:

In the survey of employers, hiring/firing and wage inflexi-
bilities due to the LC implied additional costs amounting to
over 30%.

In an econometric analysis run on macro-data completely
independent of the surveys, similar cost results were esti-
mated .

Employees themselves estimated in this survey that (on the
average) about 10% more productivity would be forthcoming if
monetary incentives for higher productivity were to be al-
lowed (see Appendix Table IV.3).

Investments have been withdrawn from Panama due (inter alia)
to ramifications of the LC.

Many potential investors have politely declined once they
realized that the Labor Code would apply to them or rather
what the LC actually implied.

See Butelman and Videla (1985) .
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Diagram 2: Panama's GNP/Capita Growth Compared: 1960-1982

GNP/capita (US-$)
1960 1982

15 000

Annual
growth rates

60-82
United States

' W. Germany
Japan
United Kingdom

Singapore

Ireland

Barbados
Yugoslavia
Portugal
PANAMA
S. Korea
Malaysia
Jordan

4.5
4.9
4.8
14
6.6
4.3
6.9

Thailand

2.2
3.1
6.1
2,0

7.4
2,0

4.5

Source: World Development Report 1984
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As concerns the final point (which can actually be interpreted as

generally applying to new entrepreneurs), a survey of foreign

investors, who decided against coming to Panama after showing

definite interest in investing in the country, i.e. they had

taken actual steps towards realizing their intentions, the Labor

Code was mentioned in almost 40% of'the cases, and this was 50%

more often than the next most frequently mentioned category. The

number of those companies which right from the beginning used

this argument is not known, but even if the share was at the same

level the problem can be considered to be serious.

Before drawing the consequences out of this evidence it should be

recalled that whatever policy path is chosen, the issues at stake

are not of short-term nature. The projected growth in the labor

force - as shown in Diagram 1 - means that up to 600,000 more

individuals will have to find jobs by the end of the century,

lest not the ranks of unemployed swell into a discontent army. To

accommodate them not only means that existing firms must become

interested in employing more, new firms need be created as well,

be this done by Panamanians or by investors from abroad.

The situation is thus critical and would seem to call for an

approach which can rally support. In this context it actually

seems quite appropriate to recall the manner in which changes of

the type which brought about the LC were instituted. In other

words, just as the wide-sweeping reform and reformulation of

labor policies at the beginning of the seventies engendered a LC

to correct for what was perceived to be an untenable distribution

of power of employers over employees, what is needed now is a

solution which breathes greater flexibility and certainty into

the functioning of the labor market in order to replace the rigi-

dity and arbitrariness which has dominated in recent years. If

the LC (back then) was justified on the basis of granting rights

to the workers which they should have to begin with, then the

necessary reforms now can be justified on the basis of helping to

permit jobs to be created for those seeking work, again something

which workers should have, if words expressed in the Constitution

are not merely empty phrases. That is to say, in Chapter 3 of the
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Constitution it is explicitly stated that the State is obligated

to establish the political and economic policies necessary to

promote full employment and ensure the economic conditions pre-

vail so that each employed person can earn a decent existence.

The corresponding wording in the LC can be found in article 1.

While it is true that the State has been attempting to fulfill

this role in recent years by rapidly expanding government em-

ployment, this path cannot be considered efficient and can hardly

be kept open in the foreseeable future, as recourse via addi-

tional international loans is becoming more difficult (or at

least considerably more expansive and eventually impossible ).

Likewise additional taxation is not a viable alternative, parti-

cularly as it would act as a deterrent to new businesses and

force more people into the underground economy. Such being the

constellation a brief description of the political economy in

Panama in 1986 preceeds an attempt to fit all the pieces together

collected in this study on the impact and consequences of the

Labor Code.

The Political Economy in Panama: 1986

With the announcement in early 1986 that it was intent on passing

laws to reform the Labor Code and change industrial as well as

agricultural sector policies, the Government of Panama continued

down a path previously staked out (and described earlier) . The

proposals put forward are described as aiming to restructure the

economy to make it more efficient and thus more competitive in

producing goods and services. Likewise new entrepreneurs are

supposed to be attracted so as to expand the economic base.

As concerns the Labor Code the proposals cover the following

areas:

It is generally agreed upon that at some point in time lenders
are not willing to accept increasing interest changes to com-
pensate for increasing risk of default. Credit rationing is
then evoked, whereby the smaller (i.e. less important) the
country the sooner the probability this will occur.



- 35 -

Definition of small scale establishments and exemption of
such from Labor Code articles;

Overtime pay provisions for export companies;

Respecified overtime requirements;

Definition of what compromises salary;

Limitation of requirements for seniority payments;

Extension of 2 week trial period to 3 months;

Definition of dependency relationship as concerns work at
home;

Rules concerning establishment of tripartite commission to
mediate disputes and

Limitations on appealing LC cases.

It cannot be denied that these changes are improvements in the

right direction. In particular the redefinition of what consti-

tutes wages so as to allow for productivity-oriented monetary

incentives, means that more flexibility will be built into the

system - a demand stressed by the employers in the initial sur-

vey. Since this regulation also means that non-wage benefits and

other add-on payments are not applied to such incentives, their

cost is reduced by at least 40%. Knowing that the payment of

incentives occurs only on a tit-for-tat basis and knowing that

increased productivity can be induced (see above reaction of

employees) , the effective wage cost reduction when applied to an

additional unit of output could well amount to over 50%. Assuming

that jobs created in the future will be remunerated more in line

with productivity levels, further savings will be generated. All

this will mean that Panama's products/services will become more

competitive in world markets.

Although the lower overtime pay still does not clarify the cloudy

wording surrounding the definition of when overtime begins, there

is a possibility that the reduction can be interpreted as repre-

senting a partial compensation for such confusion. For sure the

extension of the two week trial period to three months is an

improvement from which both employees and employers could benefit

by developing a working relationship based more on facts than

impressions. It is by no means, however, a substitute for a true
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apprenticeship program, which would need to consist of a longer

training period (depending on type of occupation) of up to two

years and would obviously also need to incorporate specifications

on what constitutes training.

Generally speaking, aside from being difficult to estimate! how

decisive the other measures will be in revitalizing the economy

and in particular as concerns increasing the demand for labor, it

must be questioned whether their intended impact will be achiev-

ed. This doubt is based on the simple fact that the central is-

sues around which criticism has revolved over the years remains

untouched. That is, the key issue of the stability clause remains

unmentioned and the costly problems associated with effecting

justice are not even broached.

Nonetheless, the new proposals (as well as those withdrawn last

year) clearly reveal that the Government is well aware that the

benefits assumed to be spawned by the Labor Code are limited (at

best) to certain privileged groups, with ever increasing shares

of society being negatively influenced. Perhaps even social poli-

cy illusion which often leads to such measures is disappearing in

favor of policies where the consequences of individual behavior

are permitted to have a greater influence on employment success.

This basic principle, for instance, is embodied in the exemption

of certain types of small-scale businesses from the application

of the LC and laws regulating seizure of assets to compensate for

claims of workers stemming from the LC. That is to say, if the LC

is in reality beneficial to all parts of society, then there

would be no reason to exempt small firms from its jurisdiction.

Obviously the situation in small firms represents in a magnified

manner what the implications of the LC on the macro-level really

are. If unreconciliable differences develop between but a few

workers and their employer the entire capital and physical assets

of the firm might well be required to satisfy the financial obli-

gations due to the workers because stipulations in the LC, This
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would mean bankruptcy for the firm and a loss of jobs for the

other employees .

These aspects being well-known it is unfortunate that the govern-

ment didn't effect a deeper reform, since protests would occur

regardless of what was pre-announced. If indeed the stability

issue is at the crux of the matter, then firms - if they invest

at all - are still going to opt for machines instead of human

beings. As a matter of fact the improvements in the investment

incentives for the industrial sector could even increase this

tendency. Furthermore, by continuing to grant high levels of

protection to the industrial sector, firms are hardly given the

necessary incentive to become competitive under world market

conditions.

In a similar context it is revealing to note that in the current

situation the unions and employers have not expressed demands to

ensure that the offshore banking facilities be subjected to the

same regulations as applied to the rest of the economy. Obviously

the importance of keeping interventions in the banking sector to

a minimum is well understood . This being the case, a significant

step towards a solution to Panama's malaise might well be con-

tained in the simplicity of such argumentation, namely that suc-

cess in international markets and thus expansion of domestic

employment and income levels is correlated with economic struc-

tures subjected to relatively few distortions. In other words,

contrary to popular belief that important issues can only be

solved in a complicated manner, a major contribution can probably

be made by removing but a few key distortions. That this is not

Utopian on a macro-level is clearly reflected in the success of

The fact that it takes longer or more employees in a larger
firm to induce such difficulties, does not mean that the pro-
blem is nonexistent.

2
The sector is not immune to problems, they are merely in a
situation where they can (still) afford to pay off employees
they want to dismiss. The question remains to be answered - in
light of increased competition from new offshore facilities in
industrialized countries - how long this will continue to be
the case.
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relatively undistorted Hong Kong, not only in developing faster

than most other countries, but also in battling and overcoming

protectionistic measures directed towards them by industrialized

countries. Whether the participants in Panama are interested in

proceeding in this direction remains yet to be seen.

Reforming the Labor Code - Responses from the Affected

The position of the employers vis-a"-vis the LC was delineated as

far as the survey data permitted in the first report. Their sug-

gested changes and savings presumed to be resulting therefrom

were presented at the outset of this report (see Table 1) . The

counterpart questions posed to the employed and the unemployed

yield answers which actually reveals a fair amount of similarity

(see Table 7) .

Before noting and analyzing the particular attitudes revealed,

the structure of the table should be clearly understood. As can

be imagined the spectrum of responses given by the employed and

unemployed was considerably wider than in the case of the employ-

ers. Not only were recommendations directed towards "loosening"

the LC, but also a substantial number of remarks were made to-

wards "strengthening" the LC. The responses in Table 7 were thus

divided into these two parts, but the percentages were based on

all answers given to a specific question. Hence, for final inter-

pretation purposes it is actually necessary to look at a net

figure for each issue listed into consideration (see footnote in

Table 7 for further explanations).
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Tnblo 7 : Reforming the labor Coda - Responses from Employed and Unemployed

Questions

Hiring/firing conditions

Union related

Wage costs/inflexibility

Work behavior

Sick/matemity leave

Total %3

Hiring/firing conditions

Union related

Wage costs/inflexibility

Work behavior

Sick/maternity leave

Total %3

Hiring/firing conditions

Wage costs/inflexibility

Total %3

Hiring/firing conditions

Wage costs/inflexibility

Total %3

Btployed

Unemployed

Total

26.2

13.7

31.1

-

.9.3

147/33.8

20.2

14.3

45.2

-

15.3

578/68.4

7.1

12.6

36/8.3

3.0

2.1

31/3.7

52.0

24.5

Male

- 26.5

14.5

35.0

-

5.1

95/37.3

21.1

15.0

47.7

-

11.0

329/67.1

5.1

13.7

22/8.6

2.3

2.6

17/3.5

43.1

25.7

Sex

Female

24.4

12.7

23.8

-

17.5

50/30.3

19.0

13.3

41.4

-

20.9

249/70.1

11.1

.9.5

13/7.9

3.8

1.5

14/3.9

58.2

22.8

S 20

Age •

20-29

groups

30-39 >40

LOOSENING THE LABOR CODE

25.0

37.5

12.5

-

0.0

6/24.0

19.4

15.3

44.4

-

13.9

67/74.4

EMPLOYED

25.6

7.7

29.5

-

12.8

59/33.7

27.5

18.8

34.8

-

5.8

60/37.5

UNEMPLOYED2

20.0

13.6

45.5

-

15.7

417/68.9

20.0

15.0

41.2

-

12.5

71/61.7

25.0

10.7

32.1

-

10.7

22/29.3

20.8

16.7

41.7

-

16.7

23/65.7

THIGHTENING THE LABOR CODE
EMPLOYED

12.5

. 12.5

2/8.0

4.2

2.8

5/5.6

68.0

16.7

10.3

14.1

19/10.9

4.3

8.7

9/5.6

UNEMPLOYED2

3.2

2.0

23/3.8

1.3

1.3

2/1.7

3.6

17.9

6/8.0

0.0

4.2

1/2.9

NO RESPONSE MADE4

45.7

24.7

48.1

27.0

56.0

31.4

Yrs. of education Union member

-8

20.9

18.6

34.9

-

11.6

37/28.5

20.0

12.2

48.7

-

15.6

111/63.4

2.3

11.6

6/4.6

0.9

2.6

4/2.3

58.5

32.0

*9

27.9

12.1

30.0

-

8.6

110/36.1

20.2

14.8

44.3

-

15.2

467/69.7

8.6

12.9

30/9.8

3.4

2.0

27/4.0

45.9

22.5

Yes

26.0

8.0

32.0

-

12.0

39/43.0

25.0

16.7

50.0

-

8.3

24/80.0

8.0

14.0

11/12.2

0.0

0.0

0/0.0

33.3

20.0

No

26.3

15.8

30.8

-

8.3

108/31.3

20.0

14.2

45.0

-

15.6

554/68.0

6.8

12.0

25/7.2

3.1

2.2

31/3.8

53.9

24.7

For description of sanples see appendix. - In % of total actual responses, whether for loosening or tightening. - The total re-
presents the sum of all responses made in the above categories. The % is this sum as percent of all possible responses which would
equal total number of persons (87 or 169 employed/unemployed respectively) times 5 (i.e. times the five possible responses request-

i JT J •
J3 ^ T _ Q. -ed). A few responses which could not be classified were excluded. - In % of total responses possible.

Source: CXm calculation based on LC surveys.
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The surveys revealed the following:

Hiring/firing conditions and wage costs/inflexibilities were

just as important (if not more so) in this second set of

surveys (vis-£-vis loosening the LC) as was in the case of

employers (57%-65% vs. 54%). On a net basis, however, it can

be seen that many employees (almost 20 percentage points)

were actually interested in tightening the Code; such a

sizeable tendency was not evident among the unemployed (only

about 5 percentage points on the whole).

The importance of changing the LC with respect to unions is

not shared to the same degree among the employed/unemployed

as among the employers. Although no one suggests that the

position of unions should be strengthened (not even union

members), the fact that no major difference between employed

and unemployed exists shows that roughly a generally accept-

ed viewpoint vis-a-vis union activities exist.

Sick/maternity leave represents an area where major differ-

ences exist not only between employers and employees/unem-

ployed, but also between the employed and unemployed as well

as among the sexes. Not surprisingly the unemployed are more

interested in changes than the employed and the women are

more willing to accept changes than the men.

Despite the above noted differences the general tenor of the

answers given by employers, employees and the unemployed is simi-

lar: It cannot be denied that significant changes in the LC would

be accepted. It is of course true that the unemployed showed

greater interest in affecting changes in the key issue of wage

costs/inflexibilities and sick/maternity leave. But precisely

this constellation was expected from the very beginning, since

the LC was aimed at "helping" the employed, without realizing

that this "help" would be paid for in the form of more unemploy-

ed. It is thus simply a matter of "social policy illusion" having

prevailed, i.e. believing that policies, stated as having posi-
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tive social effects will thus by definition not have a negative

impact. One obvious possibility to make job creation more attrac-

tive would simply be to have allow for those looking for a job to

opt out of the major LC barriers keeping employers from hiring

them or even exclude this group from the LC across the board .

This implies the creation of a tiered labor market, which over a

longer period of time would lead to a complete disappearance of

the application of the respective LC articles. The basic advant-

age of such an approach is that it allows the preferences of both

employed and unemployed to be heeded, without demanding a heavy

tribute from those already profitting from the system2. Although

the tier system does have the possible disadvantage of creating

segmented labor markets, the question must still be answered as

to whether such a constellation - which would gradually disappear

over time anyhow - is worse than the current situation where the

unemployed have no work at all or are working in the underground

economy. This would hardly seem to be the case.

Nonetheless caution is called for as the ramifications must be

understood. That is to say, if this tiered-path is chosen and the

stability clause as well as the financial obligations stipulated

in articles 210-229 of the LC are not opted for by those seeking

work, it might still be preferred by society, or rather it might

even be more efficient (given possible negative socio-political

reactions), to institute a system whereby the risk of becoming

unemployed is covered by some type of insurance. This could

assume the form of an Employee's Fund to which both employers and

employees contribute based on insurance principles reflecting the

degree to which employees and employers induce unemployment. A

There of course would be no reason why those employed should
not be able to voluntarily select the same approach.

2
In recent years in the United States major contracts incorpo-
rating such an approach have been agreed upon and indications
so far seem to point towards a successful functioning.
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possible set-up for such a fund has been sketched in Appendix V1,

whereby particular attention has been paid to trying to nurture

cooperation (rather than breeding confrontation) between the
2

parties concerned .

That cooperation between employees and employers - or at least a

common understanding on aims - plays an essential role in promot-

ing economic activities is more than just a frequently uttered

platitude. This is exemplified by the following digression on the

approach taken by a large Hong Kong garment manufacturer in try-

ing to make his investment in Panama successful:

Despite the LC (and contrary to the reaction of most
businessmen from Asia where labor codes either do not
exist or are more flexible) it was deemed necessary by
this company to set up garment production in Panama
where (basically) no quotas for textiles or textile
product exports to the United States or Europe exist,
so as to satisfy purchasers in these countries and to
serve as an outlet for established textile capacities.
The company (located in Colon) commenced operations in
1984 and as of early 1986 already employed around 800
people making it one of the largest companies in Pana-
ma. It is attempting to instill in its workers a feel-
ing of identity with the company as well as attitudes
towards work. In essence they are trying to transplant
behavioral traits native to Hong Kong (and other Asian
countries) but often lacking in Panama. While they have

The remarks made in Appendix V should be considered to be a
rough draft, i.e. one which is meant to prompt additional ideas
on how to solve the dilemma brought about by the stability
clause.

2
Obviously this type of a fund is applicable to all employees
and would even be an improvement on the strict tier approach to
establish the fund for everyone. The financial implication of
the current LC could be easily calculated in terms of the new
system and the insurance rates involved to ensure a smooth and
agreeable interfering could be estimated by the appropriate
agencies.



- 43 -

had some problems , they have been able to overcome
major difficulties by incorporating the employees and
unions into the decision-making processes . The usual
hostile atmosphere surrounding employer-employee rela-
tions thus seems to have given way to one where the
success and profitability of the company is perceived
to engender benefits for all. Should the company suc-
ceed over the longer run, it can be assumed (as noted
by the company itself) that other garment companies
from Hong Kong will hastened to invest in Panama.

It is yet too early to conclude that the above company will suc-

ceed despite the LC, since the two year employment period (after

which the stability clause takes hold) will only be reached by an

increasing number of employees over the course of the coming

year. But even if this success is achieved it would be incorrect

to assume that the stability clause of LC can remain untouched.

It must still be considered a barrier against creating new jobs

(by placing the financial risk entirely on the company) as well

as a barrier against new investments. The above suggested

Employees' Fund (described in Appendix V) not only significantly

reduces this risk, it also includes incentives to attempt induce

employer-employee relationships similar to those described above

in connection with the Hong Kong garment manufacturer.

Complementing a revision of the stability clause to assist in

ensuring a better allocation of labor would be allowing the

establishment of private employment agencies (see Table AIV.4).

This would not only help decrease information costs for employers

For instance, some workers have not reacted to monetary pro-
ductivity incentives and are perfectly happy to receive the
minimum wage rate. But even in such cases where a conflict in
the Weltanschauung becomes evident, attempts are made to im-
press upon the individuals the importance being able to earn
more by being more productive.

2
To assist the employees in cooperating and to train them as
well, over 50 semiskilled and skilled workers/technicians have
been brought over from Hong Kong. This aspect alone emphasizes
the seriousness with which the company is approaching the
issues at large.
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and employees, it could also act to induce the state-run agency

to be more effective in finding jobs for the unemployed. After

all, but a few of those questioned (3 to be exact) received a job

through this agency. Since employers and in particular employees

as well as the unemployed (to a slightly lesser degree) would be

interested in using such agencies, there would seem to be little

reason why such agencies should not be permitted. Not even the

possible costs involved for the employed/unemployed represent a

barrier - over 50% were willing to share with the employer or

even pay by themselves.

Coming to Conclusions

In the three surveys carried out on interventions in Panama's

Labor Market it became evident that the increasingly severe em-

ployment problems are basically of classical nature. They pri-

marily have their roots in the labor market policies of the go-

vernment as manifested by the Labor Code. However, there is a

growing awareness of this fact within the Government and this

culminated in the passage of changes in the LC in March of this

year. That these changes are not sufficient has been pointed out

in this report; where additional changes must be made has also

been specified both in the analysis of the employers' responses

as well as this paper on those of the employed/unemployed. That

the unions' opinions could not be incorporated (as noted at the

outset) is indeed unfortunate, but accepting their words at face

value that they are interested in improving the lot of the unem-

ployed and employed alike it must implicitly be assumed that a

solution which promotes the welfare of Panamanians would be ac-

ceptable to them. That such an assumption is not off base was

explicitly pointed out in the case of Hong Kong garment manu-

factures .

Nonetheless, viewing the employment and development situation in

Panama only via the labor market would be incorrect, as it is

labor's relative price which is important. Thus, reforming the LC
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can only be part of a package towards getting Panama back on a

faster growth path. That is to say, given the tightly restricted

labor market which makes labor relatively more costly, structural

change occurs via more capital intensive methods (particularly if

capital incentives exist). What this implies for exports of manu-

facturers (assuming other countries do not intervene in labor

markets to the same degree) is that they will become less compe-

titive and more capital intensive. Knowing that Panama as well as

many other developing countries do not have the same ease of

access to capital they had before, this path is limited by finan-

cial constraints. To the degree that foreign capital cannot be

attracted in the form of direct investment , then investments

will be reduced, activities shifted into labor intensive areas

(non-traded goods) where lower skill levels dominated -e.g. per-

sonal services) or rather into areas where the impact of the

regulations has been softened with government approval (i.e. in

the offshore banking sector). Outside official activities the

underground economy - free of policy-imposed distortions - will

of course profit, but it can hardly be expected that the under-

ground economy will be able to assume the role in foreign trade,

which the official economy would. Given the impact of the Labor

Code on growth, investment and exports to date and in light of

increasing employment problems, policymakers already have and

will be forced to make decisions to make the entire economy more

flexible.

To be blunt this means that fundamental changes in attitudes and

policies are required. These changes require enacting a modus

operandi in the suggested Commission on Panama's Economic Future

(CPEF - Spinanger, 1984, pp. 42-43) and include the removal of

many government-implemented rigidities in factor and product mar-

With measures like the Labor Code companies politely decline to
invest, realizing how large the potential financial risk can
become. That is, they critically evaluated the impact of not
being able to flexibly adjust employment levels to production
needs without effecting payments, which increase with seniori-
ty.
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kets (see e.g. Wisecarver, 1985). While distrust in the market

mechanism led (inter alia) to the LC, the market - if it is al-

lowed to function smoothly - can indeed adjust to rapid changes

in demand for and supply of labor and effect an efficient solu-

tion.

Conjecturing about how Panama might develop without the above

distortions leads to the following concluding question: Why

shouldn't it be possible for Panama to copy the path followed by

the fast growing Asian exporters, particularly given Panama's

undeniable locational advantages and knowing that some of these

countries a mere 25 years ago where referred to as basket-cases

(e.g. South Korea) or rather better known for labor unrest (e.g.

Singapore) than exports?
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APPENDIX

Changes in the Labor Code - Proposals from 1985

The proposed changes in the LC, prepared in 1984 and "leaked" to

the public in mid-1985 represent an attempt by the government to

make some changes without upsettling anyone. The measures are

aimed at

foreign companies,

overtime,

redefinition of wages,

- justification of dismissal,

- work at home rules,

rural workers,

apprenticeship contracts,

strike and arbitration and

- seizure of property .

With the exception of the definition of wages and apprenticeship

contracts none of these really represent issues which became

apparent as being important in the first survey. In particular

let the following questions be asked:

Would these changes make it attractive for foreign companies

to come to Panama, where it is still extremely difficult or

rather quite expensive to dismiss an employee creating dif-

ficulties or not producing as expected.

Why should companies believe in the special justice system

set up for the LC if they find that sound arguments based on

the letter of the law are not often heard?

Not part of LC but included in the legislation.
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While the proposed changes are stated as aiming to increase pro-

ductivity, attract domestic and foreign investment, foster small

enterprise, reduce labor costs and make the economy more produc-

tive, it is difficult to see how this is to be accomplished

through such marginal changes. Thus the approach chosen was one

which not only harmed the entire atmosphere between employees and

employers, it also set back the process by forcing the groups

concerned to fall back to positions they seemed to have been in

the process of leaving.

Perhaps the next time around with an approach which will under-

line the benefits to be gained and which specifically aims at

those suffering from unemployment will be the above mentioned

goals come closer to being achieved.
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Appendix Table AI.l: Overview of Proposed Labor Code Changes - Unofficially Made Public mid-1985

Article
no.

17

20

33

35

36

65

78

140

Description of article

Present article Proposed chanae

Employment of foreion labor

10% foreian workers allowed;
15% foreign technical staff allowed;
Quotas also apply to pavroll;
Time limits: 1-5 years;
Exceptions to above can be applied for

at Ministry of Labor and Social Welfare.

Explicit exceptions for companies produc-
ing for export market with not less
than 200 employees to have 50% for-
eian labor in first "ears and ?5» in
vear 3. Ouotas do not applv to pav-
roll.

Fine for illeaal -use of foreion labor

50-500 Balboas fine

Overtime pav

25% additional if daytime;
50% additional if night;
75% additional if work extends

beyond night/day period.

Overtime requirement

In times of accident/catastrophe/
danger for human life/firm; hours can
be extended accordingly to cope with
or prevent problem.

If stated in collective agreement and
subiect to statutory limits.

Limits to overtime

Safety conditions, age limits and obli-
gations of employers specified;

Time limit: 3 hours/day or 9 hours/week.

i Financial rtependenc\

Exists where
- remuneration received for work/services;
- said remuneration received directly/in-
directly from person/firm for whom acti-
vity performed;

- for remuneration obligation to perform
activity exists.

Probation period

for work requiring skills/aptitudes proba-
tion period shall not exceed 2 weeks.

In this period employment relation can be
terminated without liability.

Definition of waaes

Wages (remuneration due to emplovment re-
lation] include cash, pav in kind, ex ara-
tia payments, bonuses, instalments, waoe
supplements, emoluments, commissions,
profit sharing and any other income attri-
butable to job.

Fine chanaed to either 4 times wages
paid or 500 Palboas, should wages not
be known.

A straight 25% for small companies (size
not specified) and exporters regard-
less of when overtime occurs.

Extended to cover demands occurring in
agriculture, small enterprises and
sxport-inu companies;

Limited to 4 hours/dav.

Time limit chanaed to 4 hours/dav.

Excludes the case where all goods, tools
and means used bv worker are not pro-
perty of person/firm effecting pav-
ments or for whom activity performed.

Probation period extended to 3 months.

Waaes include cash, pav in kind and
commissions.
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Appendix Table AI.1 continued

Article
no.

Description of article

Present article Proposed change

142

147

186

212

215

Calculation of wages

Wage set for unit of time, piece-work or
task;

Basic waqe must be no less than leqal
or contract minimum;

For piece-work or tasks, worker must be
guaranteed a certain minimum for max.
of fl hours/day, regardless of work
accomplished;

Piece-work or task pay valid (outside
of agriculture) only if specified in
contract or in line with minimum wages.

Fmplover and employee can aaree and
chanae conditions of parents for
piecework, to include premium, com-
missions, profit sharina, but these
not to be considered part of basic
salarv;

Cyclical variations in production do
not constitute reasons for waae in-
creases .

Special payments vs. wanes

Cash amounts occasionally received by
employee for representation, expense ac-
count, transportation, travel costs etc.
not considered part of wages. Permanent
allowances to meet representation costs
are part of wages.

Works committee

In every establishment with >19 workers;
a works committee must be set up with 2
employer's representatives and 2 workers
(union members, appointed bv union);

Upon request works committee mediates dis-
putes as concerns work rules and non-ful-
filment of emplo%-er's obligations;

At anv time parties can go before labor court.

Also not part of salarv, whether per-
manent or occasional, are bonuses,
er. aratia pavments, 13th month pay
plus its increases, production pr^-
mia, donations to/participation in
benefits, even if onlv in tender of
bonds for a few workers. As concerns
contents in connection vith Article
197 above not considered conditions
of work. Executive will effect regu-
lation of contents.

In everv establishment with N19 workers;
a works committee must be set up with
2 emDlover's representation and "2
workers (can be designated bv unions or
emplovees of firm).

Dispute handling in companv same as be-
fore.

In cas» dispute cannot he rr-sol"ed a me-
diator is appointed by the committee to
reach a solution in accordance with law.

Exceptions to stabilitv clause

Stability clause does not applv to
1. workers with power of attorney to act

as employer's agent and with loss
than five years service;
causai/temporarv/substitute workers;
less than 2 years service;
domestic workers;
workers on vessels on international
routes;
apprentices
small scale enterprises in agricul-
ture/ stockbreedi ng/food process/manu-
facturing with no more than 10/10/20/15
workers;
seasonal workers processing raw mate-
rials for exports.
retail/service firms < 5 workers. Firms
in finance, insurance and real estate
excluded.

Ptabilitv clause does not applv to
1. workers who act as employer's agent

2. -
3. -
4. -
5. -

includes aaricultural services with nn
nnjje than 10 workers. Excludes hankinq,
financial services, savinqs and loans,
insurance, reinsurance, advertisina,
real estate, information processing,
wholesale and sale of luxurv goods.

8. -

Justification of dismissal

For dismissal reasons given in C of Ar-
ticle 2i3 evidence must be provided;

If requirements not fulfilled, dismissal
unjustified;

If labor court has not decided in 60 days,
employer can dismiss - justified;

Pay in accordance with 225.

If dismissal in line with C of Article 213
employer must provide evidence if work-
er qoes to court;

If cause not proven pav in accordance with
225 or reinstate - in both cases - em-
plover must pay back wages.
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Appendix Table AI.1 continued

Article
no.

219

232

233

235

Description of article

Present article Proposed change1

Exceotion to reinstatement

P.einstatenent can be avoided if sever-
ence compensation increased by 25%
for workers in positions of trust or
who are in close contact with emplover;

Regardless of this the employer can pav
50% more severence and wages due. No more
than 10% of workers/year can be so ter-
minated;

In small firms ( <10 workers) 1 worker/
year;

Worker so released must he replaced bv
another worker.

Work at home-def

"Home work" is any work performed at
home or other place, without direct
supervision by employer.

Any agreement regulating sale of mate-
rials to home-worker to be processed
and sold back or otherwise is home work.

Kork at home -

1. Working for 2 or more emplovers does
not preempt LC application;

2. Employer is one who gives out home-
work, reoardless of tools, form of
remuneration;

3. Book kept bv employer of all home
workers with names, addresses, amount
work and pay plus copv fcr worker

4. Remuneration by time, task or niece-work;
5. When employer refuses to hand over mate-

rial or money, homeworker can quit and
reserve right to press charges;

6. Labor authorities shall inspect pre-
mices;

7. Infringements fined 20-100 B.

The following acceri:
Wages due rrrr.ot exceed 6 months
back pav.

-

inition

A person not consider worker (in LC
sense) if he roes home work under
said conditions.

This is also the case if person forced to
sell hack to contractor or dcsiar.ated
third partv work perrormed at home.

Regardless of type of arrangement, hone
worker has richt to receive social
securitv. /

rules

A perscr who r>erforms no more than 16
hours of home work shall not be con-
sidered a worker.

Rural workers - labor relations

Following rules apply:
1. In case of tenant farming or where only

house and land provided to small farmer.
landlord jointly liable (as regards LC)
if they (the farmers) cannot fulfill ob-
ligations towards workers. In case of
share-cropping, landlord and sharecrapper
jointly liable;

2. Where no rent paid in case of share-cropp-
ing/farm-tenancy, they shall be treated as
contracts of employment if financial de-
pendency as above;

3. Employers must
- pay wages at place of work at least

every 2 weeks;
- provide rent-free housing (in cases

for families) with garden/yard for
raising animals.

The following are added:

4. Overtime pav: 25%;
5. Work in holidays or davs of

mourr.ina: 50% more pav;
6. Work in 2 or more seasons

shall net be considered con-
tract for unlimited time.

•
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Appendix Table AI.1 continued

Article
no.

281

452

490

Description of

Present article

article

Proposed change

Apprenticeship contracts

Apprenticeship applies to training by or on
behalf of IFAPHU for persons 15-18 years.

Further regulations to be made be executive.

A contract of apprenticeship represents
a written aareement to provide basic
knowledge in a profession or vocation
to a person less than 25 vears old.
1. It should not exceed 2 vears, depend-

ing on occupation, time of contract,
what learned, ricihtp, and salarv;

2. Salary cannot be less than respective
minimum wage;

3. Contract can be terminated without
obligation bv emplover, but vacation
must be paid;

4. If course completed satisfactorlv,
written evaluation unless emploved
in the firm;

5. Can be performed in firm or public
institute;

6. Contract must be registered in Mi-
nistry of Labor and Social Welfare;

7. LC determines work hours;
8. Number of apprentices can't be

greater than 15? of persons employed;
9. Apprentice subjected to social secu-

rity rules;
10. The Executive shall reoulate above;
11. Tripartite commission created - 1

labor, 1 emplover, 1 a<-.v«>rnpie(nt repre-
sentative; Members desicnated bv Labor
Ministrv, Labor/emplov^rs or Government
desianatR respective Government repre-
sentative from Labor Ministrv.

Conmencina arbitration

After conciliation procedure dispute sub-
mitted to arbitration if

]. both parties agree;
2. if workers before or during strike applv

to Directorate of Labor;
Arbitration onlv in wage/monev claims, etc.

Declaration of

Declaration of strike to be made not
than 20 business days after conciliation
terminated;

Declaration issued not less than 5 calendar
days before strike (8 days for public ser-
vice) ;

Strike can commence up to 3rd day of busi-
ness after above 20.

Added:

3. If in public service enterprise (as
defined in 486), or if arave economic
difficulties can develop;
Directorate of Labor will request arbi-
tration. The resolution to subr.it to
arbitration immediately suspends strike.

strike

Strike can commence 5 working davs after
20 day period if declaration of strike
to be made not than 20 business days
after conciliation terminated;

Cannot begin if majority of workers do
not support it;

In that case labor authoritv will carry
out secret ballot, not less than 24
hours before strike;

If maioritv not in favor of strike, no
strike;

If workers still leave, strike consi-
dered illegal.

Seizure of Property

- designates no change

Not part of Labor Code, but rather Article 22 of Law
from being done away with.

53, 1975, which deals with protecting assets
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APPENDIX II

The Surveys: Background, Structure and Problems

I. Introduction

Following the completion of the initial survey covering employ-

ers' views on the impact of the Labor Code (LC) and implications

of possible changes therein, the extension of the project was

originally conceived'to deal with exactly the same aspects, but

viewing the issues from the perspective of those supplying labor

or influencing the supply. In other words, the employed, the

unemployed and the unions were to be surveyed . The basic inten-

tion of this approach was to map out a strategy with which the

labor market distortions stemming from the Labor Code could be

reduced or even eliminated in an efficient manner, minimizing

thereby potential social confrontations. That is to say, this

overlapping approach was considered to represent a consistent

method of delineating the major areas where misallocations occur

so as to allow a path to be specified in the first-best direc-

tion, keeping in mind thereby the implications of the group con-

straints .

In line with this approach three sets of questionnaires were

prepared. As it turned out, however, the unions put a crimp

inthe plans by not only declining to be objectively questioned,

they also exerted pressure on employees in companies chosen not

to fill out or return already filled-out questionnaires. Thus the

study had to make do with information supplied by the employed

and unemployed. As unfortunate as this is, the study still repre-

sents a unique attempt to consistently deal with the ramifica-

tions of labor market imperfections from those demanding and

offering labor. Since one basic issue at state is how to devise

an efficient strategy to allow the labor market in Panama to

better accommodate those already unemployed as well as those en-

The employees and the unions to be surveyed were to be those
directly employed by or active in the companies in the first
part of the survey.
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tering the labor market in the coming years, this can be ade-

quately accomplished without the unions. Only when trying to map

a path minimizing socio-political confrontations will the lack of

explicit information from unions have to be replaced with impli-

cit knowledge. While this might detract from the thoroughness of

the study, it should not negate the basic findings to a signifi-

cant degree.

In the following the background information on the survey deals

only with the employed and unemployed. One minor exception is

made, however, namely the inclusion of parts of the questionnaire

planned for the unions.

II. Background and Structure

Given the constraint that the survey set up in a fashion to allow

the entire process to be wrapped up within a period of about 7

months, and in light of the constraints placed on the number of

personnel involved in carrying out the survey as well as collat-

ing the results, the projected sample size for each group had to

be limited. It was felt that roughly 250-300 individuals in each

cohort could be covered. This meant that on the average about 5

individuals from each of the companies included in the first

survey would be questioned. It was deemed consistent as well as

statistically adequate to cover an equal number of unemployed.

Despite such ex ante considerations the actual approach differed

due to the action taken by the unions. That is to say, by ob-

structing the carrying out of the survey in numerous companies,

instructing union members not to return already filled-out ques-

tionnaires and threatening larger scale protests against the

research project, the survey of the employed could not be carried

out as intended. Since not even half of companies could be ac-

cessed (i.e. 24 out of 54), the member of employees answering the

questionnaire - about 90 - was considerably less than planned.



- 9* -

Not wanting to have the unemployed be overrepresented by too

large a factor, their number was reduced somewhat (to about 170).

In structuring the samples the following additional criteria were

used as guidelines:

about one third of individuals should be females;

the structure of the non-agricultural sector should be re-

flected as much as possible;

the number of unskilled workers should exceed the sum of

skilled and clerical workers;

the educational spectrum should be completely covered and

the age structure should better reflect the unemployed ra-

ther than the total population.

Not to be dealt with in the course of this project and thus not

explicitly included in the surveys were problems of specific

rural-urban nature and those directly related to the agriculture

sector.

The surveying procedure used in the case of the employed involved

contacting the companies, receiving permission, requesting the

names of a given number of individuals in accordance with the

above criteria, explaining the purpose of the survey and its

structure and then allowing the selected individuals to fill out

the survey at home. In light of the length of the survey this

last step proved necessary to avoid imposing on the companies and

also on the working time of the individuals.

The unemployed were selected based on assistance provided by the

government employment office. They were questioned on the spot

since time constraints were not considered a problem. It is not

expected that the latter point will make a major difference in

the quality of the answers received, since the questions them-

selves are direct enough to be answered without investing inten-

sive thoughts.
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As can be seen in Appendix Table II.1 the constraints placed on

the data set were not completely met. Nonetheless the degree of

concordance was considered to be satisfactory, particularly in

light of the fact that the survey was carried out in an urban

area, for which different structures prevail than the ones for

which the appropriate data was available.

The actual structure of the questionnaire followed very closely

along the lines of the firms1 survey. The areas covered in the

subjective part of the two-part survey were as follows:

IA: issues surrounding the payment of monetary incentives, prob-

lems evolving therefrom and possible impact on work beha-

vior;

IB: questions about the impact of health and/or safety regula-

tions, particularly with regard to implications of costs

involved, whether abided by and extent to which training

enforced by company and/or unions;

IC: information concerning job search methods and potential

interest in as well as willingness to pay or share fees for

private employment agencies;

ID: attitudes on importance of minimum wages and possibility of

replacing them with another system;

IE: not included;

IF: questions on the impact of training, education and exper-

ience with particular emphasis on apprenticeships and condi-

tions thereof;

IG: inquiries about the impact of laws protecting women at work

and during pregnancy as well as other barriers keeping more

women from being employed;
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Appendix Table All. 1: Structure of Survey of Employed/Unemployed vis-a-vis Pana-
manian Economy

-

Number surveyed

Sex: Male
Female

Married

Age group : 20
20-24
25-29
30-39

39

Education : 5
5- 8
9-12
12

Income : Average
Male
Female

Sector: Manufacturing
Construction
Trade
Transportation
Banks, etc.
Other services,
government

Survey
of

Employed

Absolute

87

51
33

38

5
13
22
32
15

12
14
17
44

777
824
707

14
4

2
38
21

%2

60.7
39.3

66.7

5.7
14.9
25.2
36.8
17.2

13.8
16.1
19.5
50.6

17.7
5.1

2.5
48.1
26.6

Economy
of

Panama

73.4
26.6

8.7
15.6
15.9
26.0
33.7

30.8
26.5
30.8

. 11.9

379

14.8
8.4
19.0
8.1
5.4
35.7

Survey
of

Unemployed

Absolute

169

98
71

43

18
75
46
23
7

2
33
82
52

209
215
201

24
5

3
63
47

%2

58.0
42.0

25.4

10.7
44.4
27.2
13.6
4.1

1.2
19.5
48.5
30.8

16.9
3.5

2.1
44.4
33.1

Economy
of 2

Panama

59.9
40.1

21.4
30.4
16.0
17.5
14.8

18.4
26.7
45.9
9.0

379

13.9
12.3
16.4
6.8
2.9
32.6

With exception of income data, which applies to 1983, all other statistics re-
2

fer to 1980. - Percentage distribution within respective groups (except in-
3 4

come). - In years. - In B/. per month.

Source: Direccion Nacional de Empleo (1983), Tables II-3,-6B, -11 and Panama en

Cifre (1985), Table 441-05.
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IH: opinions on possible changes in Labor Code in light of

statements made by employers and given economic parameters;

II: contained two parts, one aimed at trying to find out what

five most important points should be included in a new Labor

Code and the other requesting a response to possible propo-

sals forthcoming from employers.

In the factual part of the survey questions were asked about the

following general aspects:

personal and family characteristics,

education/training background,

occupation,

employment/unemployment experience,

income, also from other jobs and partner,

health record,

union affiliation and

LC cases.

As can be seen in the next appendix, slight differences did exist

in the information requested in Part II of the survey for the

employed/unemployed. Considerably different were the objective

questions to be asked of unions (for obvious reasons); this part

not having been carried out, however, needs no further explana-

tion .

III. Problems

Most of the problems which became apparent in the course of col-

lating and analyzing the information were either due to the la-

ziness/disinterest on part of those answering, failure to cor-

rectly comprehend what was being asked or perhaps to questions

presupposing too much background information.
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As concerns the last issue, the surveys attempted to provide

enough information in a short preview to each question. However,

barring the possibility of being able to either go through each

question with every single person interviewed (limited manpower/

womenpower constraints bit here) , or not being able to have re-

course to inject ex post corrections, one would have to expect

this to be the case. The manpower constraints mentioned above

were obviously also connected to not being able to undo the con-

sequences of the failure to correctly comprehend questions being

posed. The first problem could hardly have been solved with addi-

tional assistance and to some extent could even be a result of

the length of the survey. Remembering that the companies them-

selves - who (until recently) have openly verbalized their dis-

content with the code - only responded at a 25% rate to the

questionnaire and then did not respond to a fair number of ques-

tions, it is understandable that an individual would have less

interest. Despite these difficulties the number of correct re-

sponses proved to be sufficient for the demands placed on the

surveys.

Directly following the questionnaires themselves (Appendix III)

the number of responses to the individual questions are present-

ed.
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APPENDIX III

The Questionnaires - Actual Questions and Response Rates

Of three questionnaires produced for this set of survey, i.e. for

the employed, unemployed and unions, only one will be reproduced

here. The different phrasing contained in Part I of the three

versions has been indicated by placing a star on the left margin

of the employed text and "starring" the respective wording. Since

the wording was usually analogously changed for the unions, no

attempt was made to differentiate the markings between unemployed

and unions.

As a deviation from the above-stated intention the final sheet(s)

containing questions about the personal characteristics of the

individuals or the details on the unions - i.e. Part II - have

all been included immediately following the detailed question.

Also included in this section of the Appendix is a listing of the

questions and the number of responses made to each one. This

information may prove useful to those interested in trying to

determine whether the evidence presented and the conclusions

drawn rest on solid enough foundations.
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EMPLOYED

- C O N F I D E N T I A L -

QUESTIONNAIRE ON.LABOR MARKET POLICIES IN PANAMA

The economic situation in Panama has worsened over the last 15 years. In
particular, economic growth has been slowing down, even relative to all other
Latin American countries. One area where this slowdown has become very evident is
in the labor market where unemployment is now at its highest level in decades. The
fact that over a third of a million more people will be of working age over the
course of this decade means that forceful steps have to be taken quickly if an
ever increasing number of these people are not to end up unemployed or in acti-
vities where their potential is far underutilized.

Even if measures like those enacted in the 70's, during which time about 75%
of the growth in the labor force was absorbed by the government, were promising,
this path is no longer open, given the severe financial problems facing the coun-
try. What is thus needed is a strategy which will reactivate all sectors of the
economy so that they will be enabled and willing to create new employment op-
portunities in line with the capabilities and potential of these looking for jobs.
Likewise the strategy would promote the expansion of existing economic activities
so a revitalization of the economy in general will produce the higher standard of
living all Panamanians are interested in achieving.

* *
It is the purpose of this questionnaire of employees to attempt to find out

from the working age population of Panama if certain modifications to existing
regulations can be introduced so that the human resources in Panama are not sub-
jected to increased unemployment and poverty. Your answers to the following ques-
tions - which will be treated with complete confidentiality - will be useful in
helping designing such a strategy. They will be combined with confidential answers
to other questions from employers, unions and the *unemployed * to provide a com-
plete picture of employment problems in Panama and possible solutions to them.

Carried out by the
Kiel Institute of World Economics, Kiel, Germany

in
Panama City, Republic of Panama

April, 1985
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Confidential

Questionnaire on Labor Market Policies in Panama

E M P L O Y E E S

Initials of person interviewed:

Code number:

Date of interview:

Name of firm:

Interviewer:
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Part I

IA. On the average the pay an employee receives is supposed to represent the value
* of work he performs. If *a company wants* employees to produce more, monetary

incentives - i.e. additional pay for additional output - can be offered. With
few exceptions, however, the Labor Code (LC) requires that such additional pay-
ments automatically become part of the base pay. This means, of course, that the
additional payments lose their incentive character, since an employee no longer
has to be more productive to receive more pay. Although receiving more pay for
less work sounds appealing from the individual employee's viewpoint, the extra
costs incurred by the firm (for no extra output) can negatively influence its
competitive position and thus generally endanger jobs within the firm. To the
degree a firm tries to counter such developments by investing in more capital
intensive methods of production, jobs would be eliminated and/or future em-
ployment demands reduced. All this means that unemployment levels in the economv

* as a whole will increase. * *

(1) In light of the above information how should productivity-oriented monetary
incentives be structured:
(a) The firm should be allowed to structure them in line with its needs.
(b) Although firms should not be allowed total freedom, the idea of addi-
tional pay for additional work should be allowed to prevail. The following res-
trictions are necessary:

(c) The LC' s treatment of monetary incentives should remain unchanged
because

(d) Other opinions:

(2a) Do you yourself receive any payments that are primarily productivity
oriented? Yes No
(2b) If yes, how much a week (on average)?

*
(3) Does the firm you are working for offer productivity pavments which are
not incorporated into the basic salary? *

Yes No

(4a) If the LC were changed to allow productivity payments would you expect to
be able to be more productive? *_ *

Yes No
(4b) If yes, by how much?
(4c) It would not influence your productivity, because

you already produce as much as you can.
you feel that producing more would be too tiring and/or cause too
much stress.
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* *
(5) Have you been involved in LC cases with your current /past enployer as
concerns the payment of monetary incentives? Yes No. Please
specify:

IB. Health and safety regulations are essential if occupational dangers are not to
be passed along in the "form of (permanent) injuries or illnesses. It must be
noted, however, that reducing or eliminating such dangers costs money and thus
increases the expenses associated with jobs.

(la) Are you satisfied with the health and safety conditions in the firm for
which vou are now working?

'Yes No
(lb) If you are not satisfied why not, what should or could be done and what
kind of costs might be involved?

(lc) Are you given instructions/training with respect to hazards/potential
dangers in your work? Yes No
How much time over last year?

(2a) If you knew that health and safety regulations caused in terms of cost to
the firm an amount equivalent to 10% of salary/wages paid to vou bv the firm,
would you find this O.K. or would you prefer to have the money and pay more
attention yourself? •

(2b) If such regulations cost 50% of salary/wages paid to you, how would vou
react?

(3) Do unions represented in the company attempt to ensure that health and
safety regulations are carefully followed and do they attempt to actively in-
fluence the establishment and improvement of these regulations?

IC. Private employment agencies are not permitted by the I£. However, emplovers have
expressed an interest in such agencies because they can more efficiently provide
information on possible workers to meet the specific needs of the company. Some
employers have also noted that they would be willing to pav for such services.

(la) Do you feel that such agencies should be allowed? Yes No
(lb) Why?

(2) Assuming such agencies were allowed and they would enable you to more
quickly find a job or discover a better job, would you be interested in using
them if
(a) the employers paid the fees?
(b) the employers paid part of the fees?
(c) you had to pay the fees?

How much would you be willing to pay?
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(3) Hew did you find your present position?
(a) Used state employment office.
(b) Went to various companies myself.
(c) Heard of position through friend/relative.
(d) Read about it in newspaper.
(e) Other

ID. Minimum wages are anchored in the Constitution and the LC. Their purpose is
stated as enabling every worker "to meet the normal material, moral and cultural
necessities of his household". Likewise, minimum wages are supposed to be in-
creased over time to improve the general level of living. However, despite the
well-meaning law, minimum wages can keep those people just starting their work-
ing life from getting a job. That is, since such people have little or no exper-
ience their initial value to a company is very small and can often be less than
the minimum wage. Knowing that the labor force is rapidly increasing it would
thus seem necessary to try to eliminate all possible barriers to entry - in this
case minimum wages - to allow those seeking jobs to be paid in line with their
abilities.

(1) What are your views on minimum wages:
(a) Minimum wages are essential even if people are kept out of work
because otherwise the lowest paid employees in a firm would receive even less.
(b) If the State has made it an obligation to set a minimum level of
living it should do so by allowing people to get employment in line with their
abilities. If the income levels of such workers are still considered to be un-
acceptably low, then the State could for instance provide assistance in the form
of income supplements (negative income tax).
(c) Other:

IF. General and vocational education as well as technical/clerical training are
* important if *the job you have* today is going to be secure tomorrow. Education/

training, however, is not without costs to you yourself and the firm. As con-
cerns yourself, the costs are in the form of foregone wages as well as expenses
for educational materials and fees. The cost to the firm is reflected in the
facilities/personnel assigned to training and to the possible wage payments
above wage levels, which would otherwise prevail, given the lower productivity
of trainees. The LC unfortunately does not allow apprenticeships or arrangements
which would make it easier to profit from education/training. Employees would
profit because future returns to investment in education/training today usually
far exceed the costs incurred. Employees would also profit since they would find
it easier to initially find jobs and then hold them later. Employers on the
other hand would be able to train employees and pay then during this period in
line with their productivity levels. Since they would not be required to hire
all those trained upon completion of the course, they could chose among the best
and thus become more competitive.

(1) Do you feel that apprenticeships should be allowed? Yes No

(2) If yes, should conditions be stipulated? Yes No
What conditions?

(3) If no, why not?
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(4) Would you be interested in going through apprenticeship/training programs if you
knew that the possibility of not being hired by the same company was possible?
Of course the possibility of finding a job with another company later on is
also higher. Yes No

IG. The LC contains restrictions on the employment of women either as concerns occu-
pations or maternity leave. It is a known fact that such restrictions cause
employers to hire fewer females, place them in less responsible positions or pay
them less.

(1) Do you feel that women should be kept out of occupations if they themselves
would like to enter them? After all if the occupations are dangerous to one' s
health then they are also dangerous to men's health.

Yes No

(2) Society - as stated in the Constitution - has agreed that women in the pre-
and postnatal period should be protected. As it stands now these protection
regulations place a larger share of the burden on the employer. Does it not seem
more logical that society itself accept this burden - or at least a crreater part
of it - so that the individual employer does not react bv employing fewer
women?

Yes No

(3) Maternity protection now gives females 6 weeks leave prior to the birth of
a child and 8 weeks thereafter. Knowing that -this rule dates back to 1919 and
can no longer be considered to be based on medical necessities, would not a more
flexible approach seem worthwhile? That is, a more flexible approach could mean
that pay could be increased because additional costs to employer would be de-
creased and/or more females could be employed.
(a) Yes, if pay were increased by 10% 20% 30%
(b) Yes, if more and/or better jobs were made available:
(c) No, because

Id) Yes, if

(4) Do you have any specific comments on the protection of women or have you
experienced or do you know of cases where women were discriminated against or
where employment did not follow the LC regulations?

IH. (1) Employment security in the current LC represents one of the major breaks
with the past. Whereas prior to the existing LC employers had the right to dis-
miss employees in accordance with the needs of the firm, now the employers'
right in this respect is severely restricted. As honorable as it is to promise
employment security through the LC, the regulations seem to have caused firms
to hire fewer and fewer people because of the expense encountered when employees
do have to be dismissed. However, since the labor force is rapidly growing, it

* is essential that jobs are more rapidly *created if a larger army of unemployed
is not to be created *. Although no one seriously considers returning to the si-
tuation as existed in the earlier labor code, a solution must be found so that
those with a job can enjoy the benefits of being employed and at the same time
contribute to helping create openings for those without jobs. It might be added
that while the LC has given rights and benefits to the employed, it does little
to make the voice of the unemployed stronger. Which of the following possi-
bilities do you feel could be instituted?
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(a) Since society has decided that those who lose their jobs are entitled to
receive monetary compensation, it would seem logical to change the present
arrangement so that society as a whole bears the burden rather than only the
firm. A system of unemployment compensation would be a possibility. Such a
system would be independent of the government and be run (in line with insurance
principles) in such a way that employers, employees and unions would be made
more responsible for their individual actions leading to increased unemployment.
Comment:

(b) For all those already employed and protected bv the LC nothing as concerns
job security should be changed. However, all those looking for a job can request
to be employed under more flexible conditions. This could mean, for instance,
that new employees would not be granted the same degree of job security, but
instead would be compensated in the form of higher pay. Comment:

(c) A more radical change in the LC should be effected, so that employers have
more flexibility and incur lower costs in dismissing incompetent workers. At the
same time, however, workers could be offered higher pay, monetary incentives for
being more productive, profit sharing and/or a greater degree of decision-making
responsibility7 in connection with the immediate job environment and work place.
Comment:

(d) No change should be made in LC because the employers would only use them to
increase profits, but not to increase employment. Comment:

(e) Since it does not seem possible to effect the necessary changes in the LC
on a national basis, why not designate certain limited areas in the country as
free economic activity zone where any new business starting up would not be
subjected to the LC. This could be considered an experiment where employers,
unions and employees would be able to show that they can work together under
fewer regulations and induce more and better jobs without confrontation and
exploitation. The success of such an experiment could provide the basis for an
economy-vide solution. Its failure, however, would cost nothing and yet provide
information for future solutions. There would thus seem to be little to lose but
everything to gain with such a suggestion. Comment:

(f) The following solution (for instance, a combination of above suggestions)
could be offered:
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(2) If you knew that because of the Labor Code employers had to pay up to 80%
more for your services than you yourself receive as base pay, how would vou
react? It should be noted, of course, that this amount includes among other
things the 13th month salary, pay for vacation, sick leave, social security and
provisions for job security. For sure, these additional costs keep firms from
hiring more employees.

(a) You would be interested in trading some of the regulations costing so much
for more base pay. Which regulations?

(b) You would not be interested in reducing any of the benefits as they are all
important. Comment:

(c) You would make the following suggestion:

(d) You find such additional costs to be too much and would prefer that it be
reduced (where? ) to only % if more employment
could be created that way.

II. Two final questions:
(1) If you had the possibility of formulating a new Labor Code what five parti-
cular points (in order of importance) would you include and why?

(a)

(b)

(c)

(d)

(e)

(2) If you knew that employers were willing to compromise on the following kev
issues bothering them and thus keeping them from emploving more people/offering
more pay, what would you be willing to offer in return?

(a) Employment security/dismissal inflexibility and costs

(b) Collective bargaining rules

(c) Inflexible wage structuring/fringe benefits:

(d) Sick leave/maternitv leave
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Part II

EMPLOYEES

Company:

Industry of company: No. of employees:

Initials: Age: Sex: Maritial status:

No. of children and ages:

Years of schooling: Vocational/technical/clerical training (underline)

If training, where and for how long

Occupation: ' Skilled/Unskilled (underline)

Prior occupation (if applicable):

Total months/years worked: Months/years with company:

No. of times unemployed: Length of each time unemployed:

Months/years worked last job:

Current wage: Hourly/daily/weekly Wage last iob:

Does partner work?

Partner's occupation and industry: Partners's income:

Sources and amount of family income

(excluding partner's income) e.g. from odd jobs:

Average hours work/day: days/week:

Hours overtime last week: Last 4 weeks:

Overtime pay:

No. of davs sick: Last full week? Which davs of week?

Last full two weeks: Which days of week?

Union membership (union name if applicable):

Length of membership: Union fees: Office held:

No. of days absence for: union functions in last year?

article 160 of Labor Code last year?

Major benefits/fringe benefits you know about due to union contracts:

Participation in Labor Code cases:

When? What type (Labor Code section no.)?

Who submitted? How long did case last?

Demands/outcome:

No. of days off work due to case:

Strikes: length/reason/outcome since 1980:
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Part II

UNEMPLOYED

Initials: Age: Sex: Maritial status:

No. of children and ages:

Company last worked for:

Industry of company: " No. of employees:

Years of schooling: Vocational/technical/clerical training (underline)

If training, where and for how long

Occupation: Skilled/Unskilled (underline)

Prior occupation (if applicable):

Months/years with company last worked for:

Reason for loss of job:

Money received on leaving:

Total months/years worked: No. of jobs held:

No. of times unemployed: Length of each time unemployed:

Wage at last job: Hourly/daily/weekly

Wage expected for next job:

Does partner work?

Partner's occupation and industry: Partner's income:

Sources and amount of family income

(excluding partner's income) e.g. from odd jobs:

How are you looking for work?

How did you find last job?

Union member (union name if applicable) :

Major benefits/fringe benefits you know about due to union contracts:

Participation in Labor Code cases:

When? What type (Labor Code section no.)?

Who submitted? How long did case last?

Demands/outcome:

No. of days off work due to case:
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PART I I

U N I O N S

Name of Union:

When founded:

No. of members. 1983: 1980: 1970:

No. of firms where represented 1983: 1980: 1970:

No. of members in company XYZ (

In other companies:

No. of paid/unpaid union officials:

1983:

1983:

lals:

from firm XYZ for

1980:

1980:

official union

1970:

1970:

activities?

Length of their release?

Major fringe benefits achieved in collective bargaining beyond L.C. with company XYZ:

Activities of unions (schooling, training, etc.):
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Participation in Labor Code cases in 1983 and 1980 with company XYZ:

What types (refer to LC section):

Number:

Who submitted:

Demands:

Outcome:

Time spent in preparing cases:

Time spent in proceedings/court:

Costs for lawvers:

Participation in Labor Code cases in 1983 and 1980 with all companies where repre-

sented:

What types (refer to LC section):

Number:

Outcome:

Strikes: length/reason/outcome with company XYZ since 1980:

Strikes: length/reason/outcane with other companies since 1980:

Other problems with employers/employees:
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Response Rate to Part I
Employed (E) and Unemployed (U)

IA: Issues surrounding the payment of monetary incen-
tives

l(a) OK for firm to apply them in line with needs
(b) Qualified OK
(c) Current ruling should remain unchanged
(d) Other

2(a) Were monetary incentives received?
(b) If yes, how much?

3 If incentives allowed, would you want such
for next job?

4(a) If incentives applied, would you be more
productive?

(b) If yes, by how much?
(c) If no, why? Productivity always high

Too tiring/too much stress

5 LC cases due to monetary incentives?
Specify

IB: Questions on health and safety regulations

l(a) Satisfied with health and safety regula-
tions?

(b) If no, why not and what could be done?
(c) Instructions given vis-a-vis health/safety

hazards? How much?

2 (a) If health/safety measures 10% of wages, OK
or would you prefer money?

(b) If 50%, OK or would money be prefered?

3 Did unions ensure health/safety regulations
obeyed?

IC: Information on private employment agencies and
how job found

l(a) Should private employment agencies be
allowed?

(b) Why?

No. of responses

E
(n=87)

52
29
2
2

12
3

86

84
15

41

2
0

85

6

86

26

72
59

42

87
82

U
(n=169)

55
84
28
1

153
11

164

167
114

19

128
8

139

20

135

36

160
154

58

167
90
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2 If private employment agencies allowed,
would be interested if

(a) employers paid fee?
(b) employers paid part of fee - how much?
(c) you paid fee - how much?

3 How was last position found?
(a) State employment office
(b) Visited companies self
(c) Heard of position through friend/relative
(d) Read in newspaper
(e) Other

ID: Opinions on minimum wages

1(a),Minimum wages are essential
(b) Minimum wages should be replaced by

other system
(c) Other

IF: Questions on allowing apprenticeships

1 Should apprenticeships be allowed?

2 If yes, under what conditions?

3 If no, why not?

4 Would interest exist in apprentice-
ship/training program?

IG: Inquiries about opinions on laws protecting
women

1 Should women be kept out of dangerous
occupations?

2 Maternity protection should not in-
fluence hiring practices

3 More flexibility if pay increased
if more jobs were created
not desired

4 Other

No. of responses

E
(n=87)

30
26
23/17

22
51
8
6

51

27
5

85

50

14

81

86

79

20
15
28

9

U
(n=169)

66
36
51/51

3
35
94
12
3

150

16
1

169

161

-

167

167

151

} 13

20
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IH: Opinions on possible changes in Labor Code

1 Employment security could be changed as
follows:

(a) Unemployment compensation could be intro-
duced

(b) More flexible arrangements for new employees
(c) Make firing of incompetent easier and mone-

tary incentives, etc.
(d) No change in LC because only employers would

benefit
(e) Create free zones
(f) Other

2 What to do about high non-wage labor costs:
(a) Trade-off for higher base pay
(b) No change because all are important
(c) Other
(d) Reduce costs to ? % of wages

II: Suggestions on changing labor code and reactions
to suggestions:

1 Suggestions on changing LC in order of im-
portance

(a)
(b)
(c)
(d)
(e)

2 Reactions to suggestions from employers
(a) Employment security/dismissal inflexibility

and costs
(b) Collective bargaining rules
(c) Inflexible wage structures/fringe benefits
(d) Sick leave/maternity leave

No. of responses

E
(n=87)

35

43
C C.
J D

"} O

27
9

31
5
0
0

55
52
37
26
15

U
(n=169)

87

4
1 n
I U

r Q
_>y

7
1

17
142
0
9

148
157
141
103
67
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Response to Part II
- Personal Characteristics -

Industry of company

No. of employees

Age

Sex

Maritial status

No. of children

Years of schooling

Type of training

Occupation: Current
Prior

Skilied/unskilled

Years worked: Total
Present job
Last job

No. of jobs held

Unemployed: No. of times
Average time

Why lost last job?

Wages: Present job
Last job
Expected next job

Partner: Have job
Occupation
Income

Other family income

Time worked/week

Employed
(n=87)

80

50

8 2

85

84

59

79

30

71
37

49

63
59
47

-

18
15

-

72
40

45
35
25

9

64

Unemployed
(n=169)

:•-.. 142

118

169

169

169

133

169

28

157
116

50

144

144

147

153
150

145

145
160

62
31
28

51

—
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Overtime: Last week
Last 4 weeks
Overtime pay

Sick days: Last full week
Which days
Last 2 full weeks
Which days

How looking for work

How long/week

Union: Member
How long
Fees
Office held
Days leave last year?
Days leave for Article 160?
Advantages

Labor Code cases: When
: What section
: Who submitted
: Length of case
: Result
: Days off

Strikes:

Employed
(n=87)

10
13
9

4
3
6
5

-

-

18
8
19
4
2
4
15

4
0
4
2
3
1

1

Unemployed
(n=169)

-

-

164

155

12

16

8
' 1
8
8
7
7

-
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APPENDIX IV

Background Tables for the Text



Appendix Table Aiv.l: Labor Force in Panama bv Sex and Age Cohorts - 1950-2000

Age
cohorts

>15
15-19
20-29
30-49 '
>50

>15
15-19
20-29
30-49
>50

1LFPRs =
errors.

1950

231.5
28.1
66.4
89.4
46.6

55.4
9.3

18.1
19.7
7.3

1960

279.1
34.7
79.6
110.4
53.6

75.2
12.7
24.6
28.1
9.1

1970

363.7
46.1
111.0
136.6
69.3

126.4
23.3
45.2
43.2
14.2

1980

Actual

416.2
40.7
130.5
171.5
73.0

160.0
17.2
63.4
65.5
14.2

1980

1990

numbers

578.7
52.7
183.5
250.1
92.4

224.9
21.2
88.9
95.1
19.7

Labor force participation rates; see
- Average yearly growth rates.

LFPRs1

2000

(1,000s)2

743.2
52.7
210.9
345.6
134.0

285.5
22.1
101.7
134.1
. 19.7

1980

495.4
64.7
154.4
184.2
90.8

174.5
33.0
63.6
59.2
19.0

1970 LFPRs

1990

681.3
80.8
216.9
268.7
114.9

241.6
40.8
89.1
85.9
26.4

1

2000 50/60

Males

8-71.0
83.8
249.3
371.2
166.7

1.9
2.1
1.8
2.1
1.4

Females

301.6
42.5
101.9
121.3
36.9

3.1
3.2
3.1
3.6
2.2

60/70

2.7
2.9
3.4
2.2
2.6

5.3
6.3
6.3
4.4
4.6

2
text for explanation of estimates. - Numbers

70/80

1.4
-1.2
1.6
2.3
0.5

2.4
-3.0
3.4
4.3
0.0

may not

1980

80/90

Growth

3.4
2.6
3.5
3.8
2.4

3.5
2.1
3.4
3.8
3.3

add to

LFPRs1

90/00

Rates

2.5
0.0
1.4
3.3
3.8

2.4
0.4
1.4
3.5
0.0

total

70/80

3

3.1
3.4
3.4
3.0
2.7

3.3
3.5
3.5
3.2
3.0

due to

1970 LFPRs1

80/90

3.2
2.3
3.5
3.9
2.4

2.3
?.l
3.5
3.8
3.3

rounding

90/00

2.5
0.4
1.4
3.3
3.8

2.2
0.4
1.4
3.5
3.4

I

*'

I

Source: Own calculations based on Provecciones de Poblacion de la Republica de Panama, por r,oxo v cjrupo de edad: Arios 19R0-2025
(1983) Table 11; Censo Nacional (1980), p. 18.



Appendix Table AIV.2: Views on Apprenticeships

Questions Total

Sex Age groups

Male Female <20 20-29 30-39 >39 <5

Education level

5-8 9-12 >12

Union

member non-
member

Apprenticeships - Yes?

Under what conditions?

Job opening/guarantee later
Coupled with certification
Determined by employer
Contract is a necessity
Pay /Minimum pay

Would be interested self?

80.5 82.4

Employed

81.8 60.0 57.1 87.5 71.9 66.7 85.7 • 76.5 84.1 100.0 78.2

20.7
6.9
9.1
6.9
4.6
80.5

17.7
7.8
13.7
5.9
3.9
80.4

27.2
6.1
3.0
9.1
6.1
87.9

20.
-
-

20.
-

20.

0

0

0

17.1
2.9
8.6
5.7
5.7
80.0

21.1
9.4
12.5
3.1
6.3
87.5

26.7
13.3
6.7
20.0
—

86.7

8.3
16.7
-

21.4
-

66.7

14.3
7.1
7.1
21.4
14.3
92.9

8.3
16.7
5.9
5.9
—

76.5

25.0
6.8
13.4
5.9
4.5
81.8

23.5
5.9
5.9
17.6
-

88.9

20.3
7.2
10.1
4.3
5.8

79.5

i

OJ

*

i

Apprenticeships - Yes?

Under what conditions?

Would be interested self?

97.6 96.9

Unemployed

98.6 94.4 98.3 95.7 100.0 100.0 100.0 98.8

If costs covered
With minimum wages
Base pay + performance
Vacation possible

30.8
14.8
10.1
8.3

33.7
16.3
8.2
11.2

26.8
12.7
12.7
4.2

38.9
22.2
16.7
5.6

32.2
9.9
9.9
9.9

26.1
21.7
8.7
4.3

57.1

94.7 93.9

50.0

95.8 100.0 95.0 87.0 100.0 50.0

94.2 100.0 97.5

39.4
15.2
9.1
6.1

97.0

29.3
17.1
13.4
8.5

96.3

26.9
11.5
5.8
9.6

92.3

33
33

16

100

.3

.3
-
.7

.0

30.6
14.1
10.4
8.0

94.5

Source: 3ased on LC Survey.



Appendix Table AIV.3: Productivity-oriented Monetary Incentives - Conditions and Impact

Questions

Conditions applied
Firm dictates
Firm limited
No change in LC
Are similar benefits
already received?
If allowed, produc-
tivity would be
higher? ,
By how much : ,

< 10%
10-19%
20-29%

Conditions applied:
Firm dictates •
Firm limited
No change in LC
Are similar benefits
already received?
If allowed, produc-
tivity would be
higher? 2

By how much : ,
c 10%

10-19%
20-29%

Total

59.8
33.3
2.3

13.8

43.7

60.5
7.9
15.8

32.5
49.7
16.6

20.7

87.0

28.6
53.7
12.9

Male

62.7
27.5
3.9

17.6

45.1

65.2
8.7
13.0

33.7
44.9
19.4

23.5

83.7

30.5
53.7
11.0

Sex

Female

51.5
45.5
-

9.1

45.5

53.3
6.7
20.0

-

31.0
56.3
12.7

16.9

91.5

26.1
53.8
15.4

<20

100.0
-
-

_

20.0

-
100.0

-

38.9
44.4
11.1

-

77.7

50.0
35.7
7.1

Age

20-29

60.0
34.3
-

11.4

48.6

52.9
5.9
23.5

30.6
. 48.8

19.8

19.0

86.0

26.9
55.8
12.5

groups

30-39 >39

EMPLOYED

59.4
31.3
3.1

15.6

50.0

68.8
6.3
12.5

46.7
46.7
6.7

20.0

26.7

75.0
-
-

UNEMPLOYED

30.4
60.9
8.7

39.1

95.7

27.2
54.5
13.6

57.1
42.9
-

42.9

100.0

14.3
57.1
28.6

<5

66.7
16.7
-

8.3

50.0

83.3
-

16.7

50.0
_

50.0

50.0

50.0

-
-

100.0

Yrs.

5-8

57.1
35.7
7.1

21.4

28.6

25.0
-

50.0

48.5
36.4
15.2

24.2

87.9

24.1
55.2
13.8

of education

9-12

52.9
41.2
-

23.5

47.1

50.0
12.5
-

26.8
53.7
18.3

20.7

87.8

30.6
55.6
9.7

>12

61.4
34.1
2.3

9.1

45.5

65.0
10.0
15.0

30.8
53.8
13.5

17.3

86.5

28.4
51.1
15.6

Onion

Yes

44.4
33.3
22.2

33.3

22.2

66.7
-

33.3

50.0
50.0
_

3.3

100.0

-
83.3
16.7

member?

No

61.5
33.3
-

11.5

46.2

59.4
9.4
12.5

31.9
49.7
17.2

20.2

86.5

29.6
52.1
12.7

*

I

See appendix for overview of surveys. - As % of those saying hiqhor productivity forthcaning. - Contains those who answered
yes to higher productivity, but failed to give a » increase.

Source: Own calculations based on LC surveys.



Table AIV. 4: Private Employment Agencies - Should They Be Allowed And Who Should Pay?

Questions

Yes, allow them

Fees paid by:
Employer
Shared
Employee

If employee pays,
% willing to pay
6-15%

Total

88.5

34.5
29.9
26.4

52.9

Sex

Male

86.3

35.3
29.4
25.5

54.5

Female

90.9

33.3
30.3
30.3

50.0

<20

80.

20.
20.
40.

0

0
0
0

Age

20-29

91.4

42.9
28.6
31.4

33.3

groups

30-39 >39

EMPLOYED

87.5

25.0
34.4
21.9

60.0

86.7

40.0
26.7
33.3

80.0

100

25
41
16

Yrs

<5

.0

.0

.7

.7

. of education

5-8

78.6

64.3
7.1
14.3

66.7

9712

76.5

47.1
23.5
17.6

100.0

>12

93.5

22.7
36.4
36.4

54.5

Union

Yes

100.0

22.2
44.4
22.2

member?

No

87.2

35.9
28.2
27.0

i

to

Yes, allow them

Fees paid by:
Employer
Shared
Employee

If employee pays,
% willing to pay
6-15%

81.1

39.1
21.3
30.2

32.0

80.6

38.8
22.4
27.6

33.3

81.7

39.4
19.7
33.8

38.5

77.8

44.4
11.1
22.2

25.0

81.1

39.7
21.5
30.6

35.1

UNEMPLOYED

82.6

30.4
34.8
30.4

44.4

85.7

42.9

42.9

33.3

100.0

100.0

50.0

81.8

57.6
15.2
18.2

33.3

82.9

31.7
20.7
36.6

22.6

76.9 100.0

40.4
26.9
25.0

64.3

66.7
16.6
16.6

80.4

38.0
21.5
30.7

Source: Own calculations based on LC surveys.
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APPENDIX V

On Establishing an Employees' Fund to Cover Labor Code Benefits

The creation of an Employee's Fund has as its objective the

establishment of the necessary financial means to allow benefits

stipulated in articles no. 210-229 of the Labor Code (LC) to be

paid and effected in full. All employers are required to contri-

bute to the Fund in a manner which

(1) ensures that obligations arising from the LC can be duly met

and which

(2) reflects the degree to which firms themselves fire/release

employees.

The Fund itself can be interpreted as being a more efficient way

to ensure that the real intentions or principles of the LC or

rather the Constitution are followed. That is to say, it is de-

signed to facilitate employing more people for a longer period of

time, it aims to promote more stable employment relations and

even includes some concepts now lacking in the current LC.

By shifting the financial burden away from the individual

firm, the large financial risk, inherent in the provisions

of the LC when employing people for longer periods of time,

is eliminated. This risk is particularly large for small

firms, whose development potential for the economy has not

been sufficiently tapped. Generally speaking longer and more

stable employment relations could be induced.

By shifting the financial responsibility to the Fund, bene-

fits legally due to employees will still be effected even if

firms go bankrupt or otherwise cease to exist. Such a "safe-

ty" clause is lacking in the current LC.
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Also for those employees moving to other firms because of

better opportunities the accrued rights to benefits sti-

pulated by the LC would not be deleted and begin again at

zero. Thus economically efficient mobility would be promoted

for the benefit of the entire economy.

Foreign firms will have less reason to hesitate about estab-

lishing facilities in Panama since - should the venture not

prove profitable - the risk of incurring large liabilities

(based on the stipulations in .the LC) would have been eli-

minated. They would, of course, have paid their required

contributions to the Fund and hence have accepted their full

responsibility.

The Fund - set up as a trust - is to be run in accordance with

insurance principles. This implies that individual firms pay into

the Fund an amount which correctly reflects the degree to which

they caused firings/discharges to be effected in the past. For

instance, should the amount of firings/discharges for a given

firm in a given period excede the calculated average by x per-

cent, then the firm would be required to pay x percent more.

Likewise for a firm whose firing/discharge rate falls below the

calculated amount a corresponding downward adjustment would be

made . Furthermore, employees who continually lose their jobs

will be subjected to a corrsponding decrease in the amount of

benefits due to them. Such an arrangement is clearly justified so

as not to implicitly punish all those employees, whose behavior

is beyond reproach. Analogously, for those employees whose em-

ployment behavior is very stable additional benefits would

accrue. This double package of built-in incentives should help

promote a good working environment conducive for accelerating

economic development in the Republic of Panama.

The analogy with car insurance is quite obvious.
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The Fund is to be managed solely and entirely by a private firm,

which receives this right for a stipulated, but limited period of

time (e.g. five years) by engaging in bidding for the contract.

Such an arrangement ensures that the most efficient organization

runs the Fund. The Fund is to be deposited entirely in private

banks. The working capital and reserves of the Fund must be kept

wholly in liquid financial assets. Surpluses which develop would

be required to be used for specific purposes. This could mean

providing additional benefits to workers and/or reducing the

contributions of firms.

Once the Fund has been set up the trust form requires that major

changes in the basic structure and intent be approved by the

stated beneficiaries of the benefits, i.e. the employees. The

Fund's Board, whose responsibilities are basically of an over-

seeing nature, consists of an equal number of representative from

employers and employees. An additional person assumes the chair-

manship - this individual should be a distinguished person from

the public or private sector, who commands respect from all par-

ties.

In addition to the above described obligations the Fund would

also serve to collect seniority benefits. Those would be con-

strued as beginning immediately upon being employed. These bene-

fits accure entirely to the account of the employees and can be

borrowed upon (like an insurance policy) in accordance with cer-

tain stipulated conditions. At a later date, i.e. after the Fund

has proved successful, it would be conceivable to expand the

scope of the Fund even further and allow voluntary payments to be

made to increase the amount of capital an individual can claim

later on or which is paid out upon retirement. This option should

not be necessarily be limited to the Fund, but rather be open to

other private institutions as well. A further expansion, which

would promote private savings, could be to exempt a certain

amount of earned income (preferably a lump-sum) from taxes under

the condition that it is saved for a given period of time.
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One final point - while the Fund would no doubt help reduce the

number of LC cases, disagreements between employees and employers

would still arise. This would be the case, for instance, in de-

termining whether a firing was justified or unjustified. These

remaining cases would be heard before special labor courts pre-

sided over by a three person panel of qualified individuals. The

panel would be drawn randomly from a sample equally designated by

unions and employers. A appeal could be made to another court,

structured so as to ensure the necessary degree of objectivity.
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