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REPUBLIC OF PANAMA 

DEVELOPMENT POLICY LOAN 

LOAN AND PROGRAM SUMMARY 

Borrower Republic of Panama 
Implementing 
Agency 

Ministry of Economy and Finance 

Financing Data IBRD Loan Amount: US$100 million 
Terms: Variable-Spread Loan with a repayment schedule linked to 
commitments, payable in 20 years, including a 3 year grace period. Front-end 
fee is of 0.25 percent of the loan amount, payable by the Borrower within 60 
days of effectiveness. 

Operation Type Single tranche Development Policy Loan (first in a planned series of four 
programmatic DPLs) to be disbursed upon loan effectiveness. 

Main Policy 
Areas 

The proposed operation supports four areas that are central to the 
Government’s reform program: 

• Tax Reform 
• Procurement Reform 
• Debt Management 
• Social Protection 

Key Outcome 
Indicators  
(2012) 

Tax Reform 
• Central Government tax revenue as share of GDP increases to 12.8 

percent in 2011 (baseline: 2009 = 11.0 percent). 
• The number of cases resolved by the administrative tax tribunal 

increases to 36 (baseline: 2009 = 0). 
• Tax information is shared with two countries (baseline: 2009 = 0). 

Strengthening Procurement Practices and Transparency 
• The number of items (of goods commonly purchased by Government 

agencies) covered by framework agreements has increased by at least 
90 percent (baseline: 2009 = 2,452; target: 2011 = 4,756). 

Strengthening Debt Management 

• Bonds placed in the domestic market increase as a share of financing 
needs (baseline: 2009 = 0 percent; target: 2011 = at least 10 percent). 

Expanding and strengthening social transfer programs 
• The number of households covered by the Red de Oportunidades CCT 

program has increased by 5 percent (baseline: 2010 = 72,000 
households; target: 2011 = 75,260 households). 

• Percentage of beneficiaries of 100 a los 70 for whom compliance with 
health co-responsibility determines payment (baseline: 2010 = 0; 
target: 2011 = 10). 

• The Beca Universal scholarship program covers all children in public 
schools in grades 7-12 (baseline: 2010 = 291,000 children; target: 
2011= 466,000 children).  
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Program 
Development 
Objective(s) and 
Contribution to 
CPS 

The proposed DPL supports the Government’s overall objectives of 
increasing fiscal space, strengthening fiscal management, enhancing 
transparency, improving the efficiency of public spending and strengthening 
social programs. This operation supports four areas that are central to the 
reform program: (i) tax reform, including closing loopholes, widening some 
tax bases, improving tax administration and improving tax information 
sharing; (ii) procurement reform, focusing on the consolidation and further 
development of public procurement practices; (iii) debt management reform, 
including strengthening the institutional capacity of the Public Credit Unit 
and developing the domestic bond market; and (iv) social protection, focusing 
on strengthening the targeting of existing social transfer programs. The 
operation is envisaged in the Country Partnership Strategy. 

Risks and Risk 
Mitigation 

The DPL is subject to three main risks: economic, institutional, and political.  
On the economic front, the main risk derives from the potential impact of 
higher food, oil and, more generally, commodity prices. Panama is a net 
importer of commodities and therefore higher than anticipated price increases 
may result in lower growth, higher inflation, a deterioration of the external 
balance, and a tighter fiscal situation. The Bank and the Fund are maintaining 
an on-going dialogue with the Government on macroeconomic policy issues, 
which will help detect early potential threats to Panama. Fiscal risks are also 
mitigated by the Social Fiscal Responsibility Law (SFRL); if an economic 
slowdown or other external factors causes tax revenue to be lower than 
projected, the government will restrain expenditures in order to meet the fiscal 
deficit target established by the SFRL. 
On the institutional side, the main risk is related to the ability of the 
Government institutions to implement some of the reforms. Despite rapid 
economic growth, Panama’s public institutions have lagged behind and are 
becoming itself a constraint to future growth. Panama’s public sector 
institutions, financial management, and procurement systems need to improve 
to monitor and evaluate public investment and spending to better support a 
more developed economy. The Bank has several investment projects through 
which is supporting institutional reforms, which help mitigate this risk. 
On the political side, the main risk is related to the possibility of weaknesses 
in consultations on future policy reforms with the civil society. In response to 
concerns voiced by civil society organizations, the administration has opened 
a broad National Dialogue (Concertación Nacional para el Desarrollo. CND) 
about new legislation to provide nongovernmental actors the opportunity to 
propose amendments. The Bank will continue to stress the importance of 
further strengthening the CND to ensure that stakeholder concerns are 
adequately addressed. 

Operation ID P123255 
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REPUBLIC OF PANAMA 

DEVELOPMENT POLICY LOAN 

I. INTRODUCTION 

 
1. The current administration took office in July 2009 following a landslide victory in 
the last presidential elections. President Martinelli won the elections with over 60 percent of 
the vote. This was the largest margin since the 1989 elections and has been interpreted as 
giving his administration a strong mandate for reform. Soon after taking office, the new 
administration announced a set of goals to be achieved “without excuse” (las metas 
imperdonables), aimed at improving economic efficiency, enhancing competitiveness and 
protecting the poor and vulnerable. The administration also published a 5-year Strategic Plan, 
which lays out a roadmap for the Government’s reform program. The Government’s majority 
in Congress means that the administration has been able to swiftly pass a number of important 
laws and advance on several of its public policy objectives.  
 
2. One of the priorities in the Government’s Strategic Plan is the creation of 
additional fiscal space in order to implement an ambitious public investment plan and 
advance the social agenda. To this end, the Government has already introduced significant tax 
reforms aimed at widening the tax base and reducing tax exemptions. Similarly, the 
Government is also pursuing reforms aimed at enhancing the efficiency of public spending 
through the strengthening of procurement practices, as well as at improving the capacity of the 
public sector for debt management. The Government is exploiting the opportunity created 
by the implementation of the tax reform to introduce greater transparency in the tax 
system, including a commitment to implementation of international standards of 
transparency and exchange of tax information. 
 
3. In parallel to increasing fiscal space, the authorities are also expanding social 
programs. This includes expanding existing programs such as the conditional cash transfer 
(CCT) program Red de Oportunidades, and introducing new social programs, such as a non-
contributory pension for the elderly poor (100 a los 70), and a scholarship program (Beca 
Universal) for all students in the country, starting in public schools. This program is aimed at 
bridging part of the income gap associated with acquiring quality inputs for education, and 
thereby seeks to increase enrolment and reduce drop-out and repetition rates. 
 
4. This document describes a proposed First Programmatic Fiscal Management and 
Efficiency of Expenditures Development Policy Loan in the amount of US$100 million for 
the Republic of Panama.1

                                                 
1 Subsequent operations are expected to be for US$50 million each. 

 The programmatic series, which includes three additional loans, is 
designed to accompany the administration’s reform program over the next 3 years, supporting 
the overall objectives of creating fiscal space, strengthening fiscal management, enhancing 
transparency, improving the efficiency of public spending and strengthening social programs. 
Specifically, the proposed operation supports four areas that are central to the reform program: 
(i) tax reform, including closing loopholes, widening the tax bases, improving tax 
administration and improving tax information sharing; (ii) procurement reform, focusing on the 
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consolidation and further development of public procurement practices; (iii) debt management 
reforms, including strengthening the institutional capacity of the Public Credit Unit and 
developing the domestic bond market; and (iv) social protection, focusing on strengthening the 
targeting of existing social transfer programs. 
 
5. The proposed operation is envisaged in the Country Partnership Strategy and is 
closely aligned with other Bank operations. The Enhanced Public Sector Efficiency 
Technical Assistance Loan (P121492) provides support in the areas of public financial 
management and procurement. The Social Protection Technical Assistance Loan (P098328) 
focuses on improving Panama’s conditional cash transfer (CCT) program, while the Social 
Protection System Strengthening Project (P113260, currently under preparation) would aim to 
strengthen the effectiveness of the 100 a los 70 and Beca Universal programs.  
 
6. The reforms supported by this operation are expected to have a positive impact on 
poverty and inequality, as described in section VI. The measures are expected to be highly 
progressive, increasing the consumption of the bottom decile by 40 percent. The combined 
effect of the reforms is expected to reduce the Gini coefficient of inequality from 0.48 to 0.43 
in the next 3 years.   
 

II. COUNTRY CONTEXT 

Political Context 

7. The Martinelli Administration has committed to addressing key development 
challenges including bottlenecks to growth as well as expanding economic opportunities 
for the poor. President Martinelli’s Government is looking toward leveraging private sector 
led economic development with public investment to assist with some of the country’s most 
difficult challenges. Compared to the prior 5 years, the Government is planning to significantly 
increase public investment (to over US$13 billion), 40 percent of which will be invested in 
projects to improve Panama’s competitive advantages (logistics, tourism, and agriculture).  
Moreover, it has committed to deepening the impact of the country’s flagship poverty reduction 
conditional cash transfer program, Red de Oportunidades, and to improving the efficiency and 
effectiveness of all public spending. To ensure fiscal sustainability, the Government has 
implemented a broad-based tax reform that is expected to net an additional 1.7 percent of GDP 
per year.  Together with efforts on the tax administration front and a recovery of tax receipts in 
the context of high growth, tax collection is projected to increase to 12.8 percent of GDP in 
2011, and above 13 percent of GDP in the 2012-2015 period. 
 
8. In its first year in office, the Government delivered on several of its key public 
policy goals.  Advances include: (i) increasing the minimum wage; (ii) implementing a 
program to deliver US$100 per month for low income citizens 70 years or older with no 
pension, called 100 a los 70; and (iii) creating the Metro Secretariat and a plan for a 14 km 
Panama City metropolitan subway system. In addition, the Martinelli Administration has:  (i) 
presented its 5-year economic development and tax reform strategy to the National Assembly; 
and (ii) implemented its tax reform strategy. The Government is also making significant 
progress on negotiating a series of bilateral tax information sharing agreements. Recognizing 
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the challenges of implementing its ambitious program, the Government is also working to 
improve its governance and transparency through enhanced financial management and 
procurement reforms.  

Economic Context  

9. Panama is an upper-middle income country with a dollarized economy and a per 
capita gross national income of US$6,570.2

 

  The country has about 3.5 million people; nearly 
three-quarters of them live in urban areas, mostly around the Panama Canal. About 10 percent 
of the population is of indigenous origin and primarily resides in remote rural areas.   

10. Panama has an open economy traditionally centered on the Canal, trade and 
financial services. Panama is one of the most open economies in the region, with both exports 
and imports as a share of GDP above 60 percent. Wholesale and retail trade and financial 
services are concentrated in urban areas and have accounted for 43 percent of GDP and over 80 
percent of the country’s total exports. Panama’s international service sector rests on five main 
activities including the Panama Canal operations, ports and logistics, tourism, re-exports of the 
Colon Free Zone, and financial intermediation. Most industrial production is agro-industrial 
and has traditionally been concentrated in special economic zones that enjoy privileged tax 
treatment on inputs for export. 

Recent Economic Developments 

11. Panama weathered the global economic crisis relatively well. Compared to a 
regional average output contraction of 0.4 percent in 2009, Panama did relatively well with 
growth of 3.2 percent in 2009 (see Figure 1).  The direct effects from the global crisis were 
modest and the financial system has remained stable. However, the economy was indirectly 
affected through declines in credit growth, reduced trade financing, and a halt in new real estate 
construction, which, in turn, was felt in sectors such as agriculture, transport, trade and 
construction.  Reflecting the decline in demand, the external current account was near balanced 
in 2009, while in 2008 it had recorded a deficit of 11.8 percent.  
 
12. Panama’s economic activity staged a strong recovery during 2010 with services 
being the key driver of growth. By the fourth quarter of 2010, GDP was growing at the fastest 
pace of the last two years (8.7 percent compared to the same period of the previous year), with 
transport and logistics being the most dynamic sector (14.5 percent growth yoy), followed by 
commerce (12 percent growth yoy). The strong growth performance was also supported by a 
pickup in the industrial sector which benefited from buoyant growth in construction (10.9 
percent yoy). On a less positive note, the primary sector continued in negative territory for the 
fourth consecutive quarter, contracting almost 20 percent (yoy). Preliminary estimates indicate 
that Panama’s GDP grew by 7.5 percent in 2010 (see Table 1). 

13. The strong growth recovery in 2010 was accompanied by a deterioration in the 
external balance and an increase in inflation. The external current account deficit widened 
sharply in 2010 to 11 percent of GDP. This reflects a jump in the merchandise trade deficit as 
imports related to the expansion of the Canal and other investment projects accelerated, as well 
                                                 
2  2009 ATLAS GNI per capita. 
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as the increase in the price of commodities (of which Panama is a net importer). Similarly, 
inflation reached 4.9 percent (yoy) in December 2010, up from 1.9 percent in 2009. 

14. The fiscal position of the Non-Financial Public Sector (NFPS) deteriorated slightly 
in 2010. The deficit of the NFPS (excluding the Panama Canal Authority (PCA)) increased 
from 1 percent of GDP in 2009 to around 1.9 percent of GDP in 2010, which is below the 
Social Fiscal Responsibility Law (SFRL) ceiling of 2.5 percent of GDP. The public debt stock 
stood at 39.5 percent of GDP in 2010. 

15. The Government’s investment plan for the 2010-2014 period amounts to US$13.6 
billion (equivalent to 50 percent of 2010 GDP). About US$9.6 billion will be invested in 
infrastructure, of which US$2 billion will go towards infrastructure for social programs such as 
the construction of schools, hospitals, social housing, and water and sewage, among others. The 
single most important investment project will be the metro for Panama City (about US$1.8 
billion), but an important share of the investment will also benefit the regions outside the 
capital (about US$4.2 billion). This includes irrigation projects, roads to enhance logistical 
advantages and interconnection with ports, and rural electrification. The investment program 
represents an increase on average of about 1 percent of GDP in capital expenditures per year 
compared to 2009. The significant increase in public investments poses challenges and given 
the size of the investment program, strong execution capacity is required.  

16. The tax reform approved by the National Assembly is expected to increase tax 
collections. The first of the two phases of the tax reform was implemented before the end of 
2009 and included an increase in taxes for casinos and taxes on income of companies operating 
in the Colon Free Trade Zone. The Government estimates that these measures will increase tax 
collections by 1.0 percent of GDP per year.  The second phase of the reform was approved by 
the National Assembly on March 15, 2010 and includes higher taxes on consumption and lower 
taxes on personal and corporate income. The Government expects to collect an additional 0.7 
percent of GDP per year from this most recent reform. The first and second phases of reform 
will bring jointly about 1.7 percent of GDP in additional revenues per year, which will be 
sufficient to finance the additional 1 percent of GDP in capital expenditures per year required 
by the new investment plan.  
 
17. The financial sector has shown significant stability. The banking system’s role in the 
region has expanded in recent years, with non-resident deposit growth providing the main 
source of expansion for non-resident credit. Panama is an important offshore financial and 
business center, with financial intermediation dominated by the banking sector. Holding 
companies of the largest Central American financial groups are domiciled in Panama. During 
the recent global economic crisis, the financial sector showed remarkable stability underpinned 
by high capitalization and liquidity levels.3

                                                 
3 The banking sector is considered stable and resilient but there are external vulnerabilities due to large foreign 
deposits and lending, large shares of foreign banks, and the sheer size of the banking sector (as a percentage of 
GDP). The capital adequacy ratio remains at comfortable levels at 11.4 percent, while non-performing loans 
remain low at 1.4 percent and are fully provisioned. A regional crisis simulation exercise is scheduled for 2011 in 
which the authorities of the Superintendence of Banks will participate. A regional approach to consolidated 
supervision would help to deal with potential stress of financial groups with cross-border holdings.  

  The levels of solvency and liquidity of the banking 
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sector will allow the financial system to support the economic recovery through a credit 
expansion, as economic prospects continue to improve.  
 

Table 1:  Panama: Key Macroeconomic Indicators, 2007-2015 

 
Sources: Comptroller General; Ministry of Economy and Finance; and Bank staff estimates and projections. 
1/ Excludes the Colon Free Zone 
2/ Includes public service fees. 
3/ Including PCA and net of Fiduciary Fund holdings of non-government assets. 
Note: Table 1 reflects an update in agreement with the IMF following a March 2011 staff visit. 
 

Est.
2007 2008 2009 2010 2011 2012 2013 2014 2015

(in annual percentage change)
Production and prices

Real GDP 12.1 10.1 3.2 7.5 7.4 7.2 7.1 6.7 6.5
Consumer price index (end of year) 6.4 6.8 1.9 4.9 4.4 3.3 3.1 2.6 2.6

External trade 1/
Merchandise exports 11.7 5.3 -27.5 -14.1 17.0 8.8 10.2 10.9 11.9
Merchandise imports 40.7 18.9 -15.0 15.8 22.9 12.2 9.2 8.6 8.4

Saving-investment balance     (in percentage of GDP)
Gross domestic investment 24.1 26.8 23.9 27.5 28.2 28.6 28.4 28.3 27.9
Gross national saving 16.9 15.0 23.7 16.5 15.6 15.9 15.9 16.0 17.3

Public finances
Non Financial Public Sector, excl PCA
Revenues 27.8 26.1 25.5 25.5 27.7 27.3 27.0 27.0 27.1

Current 26.4 24.7 25.0 24.8 27.2 26.8 26.5 26.5 26.6
Capital and Grants 1.4 1.4 0.5 0.7 0.5 0.5 0.5 0.5 0.5

Expenditure 24.4 25.7 26.5 27.4 29.1 28.3 27.4 27.0 26.8
Current primary expenditure 16.0 15.6 16.2 16.5 17.1 17.2 17.1 17.0 16.8
Interest 3.4 3.1 2.9 2.7 2.6 2.4 2.1 1.9 1.8
Capital 5.0 7.0 7.4 8.2 9.4 8.7 8.2 8.1 8.2

Overall balance, excluding PCA 3.4 0.4 -1.0 -1.9 -1.4 -1.0 -0.4 0.0 0.3
Overall Balance, including PCA 4.8 2.5 -0.4 -2.7 -2.2 -2.3 -2.0 -1.1 1.4

Central Government
Revenues and grants 19.2 19.8 18.5 18.6 19.8 19.9 19.7 19.7 19.9

Current revenue 18.9 18.3 18.1 18.1 19.4 19.5 19.3 19.3 19.5
Taxes 10.6 10.6 11.0 11.3 12.8 13.1 13.1 13.2 13.2
      Of which: Tax Reform Additional Revenues 0.1 0.7 1.7 1.7 1.7 1.7 1.7
Nontax revenues 8.4 7.7 7.1 6.8 6.6 6.4 6.2 6.1 6.3

Dividends 3.7 2.9 2.7 2.7 2.6 2.5 2.4 2.3 2.5
Of which : Panama Canal Authority 2.5 1.5 1.8 1.8 1.7 1.5 1.4 1.3 1.5

Panama Canal Authority  2/ 1.8 1.5 1.4 1.3 1.2 1.1 1.0 1.0 1.0
Transfers from decentralized agencies 1.2 1.8 1.6 1.6 1.6 1.6 1.6 1.6 1.6
Other 1.7 1.5 1.4 1.2 1.2 1.2 1.2 1.2 1.2

  Capital revenue 0.1 1.1 0.3 0.4 0.3 0.3 0.3 0.3 0.3
  Grants 0.2 0.4 0.1 0.1 0.1 0.1 0.1 0.1 0.1

Total expenditure 17.6 19.1 19.5 21.1 21.6 21.0 20.1 19.9 19.7
Non-interest current 10.2 10.4 10.1 11.1 11.1 11.1 11.1 11.2 11.2
Interest 3.4 3.1 2.9 2.6 2.4 2.1 1.8 1.6 1.4
Capital 4.0 5.6 6.5 7.4 8.1 7.8 7.2 7.1 7.1

Overall balance 1.6 0.7 -1.0 -2.5 -1.8 -1.1 -0.4 -0.2 0.2
External sector

Current account -7.2 -11.8 -0.2 -11.0 -12.6 -12.7 -12.5 -12.3 -10.5
Net exports from Colon Free Zone 2.3 0.0 8.2 1.8 1.9 2.0 2.2 2.2 2.2
Foreign direct investment 9.6 9.5 7.4 8.8 9.1 9.2 9.2 9.3 9.3

Total public debt  3/ 45.6 39.2 41.2 39.5 37.7 36.4 35.1 33.1 28.9
Memorandum items:

GDP (in millions of US$) 19,794 23,002 24,080 26,777 29,799 32,810 36,062 39,326 42,805

Proj.
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Figure 1:  Panama: Recent Developments 

 
Sources: Contraloría General de Panamá, Superintendencia Bancaria, and WB staff calculations. 
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18. Under the Martinelli Administration, international cooperation in tax matters 
improved significantly and the legal and regulatory framework progressed.4

 

 Panama has 
committed to the international standards of transparency and effective exchange of information 
since 2002. The approval of key legislation (Law 33 of 2010) during the first months of the 
Martinelli Administration has contributed to improvements in the legal and regulatory 
framework in the country. In addition, the Government has passed Law 2 of 2011 to address the 
issue of availability of ownership information. Tax information sharing also progressed through 
the signature of a series of bilateral agreements. Since March 2010, 10 Double Taxation 
Conventions (DTCs) have been signed and the Government is currently negotiating 3 
additional DTCs. Moreover, Panama signed its first Tax Information Exchange Agreement 
(TIEA) with United States in November 2010. Both TIEA and DTCs include a provision on 
exchange of information which is in line with the Global Forum’s standards of effective 
exchange of tax information, but they have not been reviewed by the Forum yet.  

19. Panama is actively pursuing greater trade linkages with global markets. The US-
Panama Trade Preference Agreement (TPA) was signed on June 28, 2007 and ratified by 
Panama's National Assembly on July 11, 2007, but is still pending approval by the US 
Congress. Apart from commercial issues, it incorporates economic, institutional, intellectual 
property, labor and environmental policies, among others. Panama also launched negotiations 
with the EU and the other Central American countries (Costa Rica, El Salvador, Guatemala, 
Honduras, and Nicaragua) in June 2007 for an Association Agreement (including free trade) to 
build on the EU-Central America (CA) Political Dialogue and Co-operation Agreement of 
2003. On February 8, 2010, the GOP presented a formal incorporation request to the Central 
American Economic Integration Subsystem (SIECA). On March 22, 2010, the Trade Ministers 
of Central America signed a resolution allowing Panama to join negotiations of the EU-CA 
Association Agreement with full membership rights. The negotiation, signature and ratification 
of Panama’s Incorporation Protocol to SIECA are expected to last for a full year and the 
country expects to enjoy full SIECA membership starting from January 1, 2012. 
 
20. In 2010, Panama achieved investment grade status from Fitch, Standard & Poor’s, 
and Moody’s credit rating agencies.  Panama’s credit rating upgrade reflects a sustained 
improvement in public finances, underpinned by recent tax reforms, and the economy's 
resilience to the global financial crisis and associated global recession. By achieving 
investment grade, the country hopes to lower the cost of borrowing and increase access to 
additional financing from institutions and investors that are restricted to high-grade 
investments. 

                                                 
4 See Box 1. 

http://ec.europa.eu/external_relations/ca/pol/pdca_12_03_en.pdf�
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Box 1. Panama and the international standards of transparency and exchange of tax information 
 
Panama has committed to the international standards of transparency and exchange of information for tax 
purposes since 2002. These standards, which were developed by the OECD in co-operation with non-OECD 
countries, require exchange of information on requests in all tax matters, without regard to a domestic tax interest 
requirement or bank secrecy for tax purposes. In order to assess the implementation of these standards, the Global 
Forum on Transparency and Exchange of Information for Tax Purposes adopts a two-stage peer review process. 
Phase 1 evaluates the legal and regulatory framework of the jurisdiction considered. Phase 2 Reviews focus on the 
practical implementation of this framework. The OECD list system, under which Panama was included in the so-
called  "Grey List", has been replaced by the Global Forum peer review process.* 
 
The Global Forum on Transparency and Exchange of Information for Tax Purposes has recently assessed 
the implementation of international standards in Panama. In September 2010, the Global Forum issued its 
Phase 1 Review for Panama. According to the report, Panama needs to address a series of recommendations before 
proceeding to a Phase 2 review. In particular, the report highlighted problems in the areas of: (a) uncertainties 
regarding the Panamanian authorities’ powers to obtain information for exchange purposes; (b) reluctance to enter 
into tax information exchange agreements (TIEAs) rather than Double Taxation Conventions (DTCs) as a way to 
exchange information; (c) availability of ownership information particularly in relation to joint stock corporations; 
(d) availability of sanctions for failure to keep or produce information for exchange purposes; and (e) availability 
of accounting information in respect of entities that are not in receipt of Panamanian source income. Moreover, the 
lack of specificity on the role of pre-existing secrecy legislation and the ambiguities on the treatment of bearer 
shares are additional issues that need to be addressed. 
 
The Global Forum report did not take into account the recent reform of the legal framework. The Global 
Forum report was based on the assessment of the legal and regulatory framework in Panama as of May 2010. 
Since then, the legal framework has improved significantly as a consequence of the approval of a relevant legal 
reform (Law 33 – 2010). This reform incorporated into the Fiscal Code amendments to address some of the issues 
noted by the Global Forum review, including: tax completion, related party transactions, transfer pricing, 
permanent establishment, and tax residency. The reform also provided authority to the DGI (Dirección General de 
Ingresos) to obtain information regardless of the relevance of domestic tax interests. 
 
Panama has signed 10 Double Taxation Conventions and one Tax Information Exchange Agreement with 
the USA. At the time of the 2010 Phase 1 Review, Panama only had a DTC signed with Mexico. Since then, 
Panama has signed 9 more DTCs (Barbados, Qatar, Portugal, Italy, Luxembourg, Netherlands, Spain, South 
Korea, and Singapore) and has negotiated 3 additional DTCs (France, Belgium, and Ireland). Moreover, Panama 
signed a Tax Information Exchange Agreement (TIEA) with the USA. Both TIEA and DTCs include a provision 
on exchange of information which is in line with the Global Forum’s standards of effective exchange of tax 
information, but they have not been reviewed by the Forum yet.  
 
Notwithstanding the significant improvements in terms of transparency and exchange of information since 
May 2010, further steps are needed to fully comply with OECD recommendations. The Government of 
Panama is committed to moving the transparency agenda forward. Congress approved the “Know Your Client” 
(KYC) law, which enforces law firms to address the issue of availability of ownership information. This reform 
also imposes administrative and monetary sanctions upon those lawyers that will not provide to the relevant 
authorities the information about their clients. Finally, the Government of Panama is also working to address the 
issue of availability of accounting information for Panamanian companies operating abroad.  
 
* The OECD included Panama in the “grey list” in April 2009, which included jurisdictions that are considered 
not having substantially implemented the internationally agreed tax standards. 
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Macroeconomic Outlook and Debt Sustainability 

21. The growth outlook for Panama is very positive. The dynamism of the services 
sector observed in recent years is expected to continue. Moreover, it will be complemented by 
high public investment, most notably the expansion of the Panama Canal and the Government’s 
public investment plan, including the Panama Metro. These elements are expected to contribute 
to growth about 7 percent per year (on average) over 2011-15. As a result of this growth 
performance, the unemployment rate is projected to fall from 6.5 percent in 2010 to 6 percent 
in 2011. As for the inflation rate, the January 2011 reading remained below 5 percent, and 
current projections suggest the continuation of this trend until the end of the year, with an 
inflation rate just above 4 percent.5

 
 

22. The investment and imports associated with the expansion of the Panama Canal 
will have a sizeable impact on the external current account deficit. The current account 
deficit is projected to peak at 12.7 percent of GDP in 2012 and start declining thereafter as 
work on the Canal expansion advances. Nevertheless, in 2015 it is still projected at 10.5 percent 
of GDP. On the other hand, foreign direct investment is also expected to remain at high levels 
(about 9 percent of GDP over 2011-2015) and finance a significant share of the external deficit.  
 
23. The fiscal position of the NFPS should remain strong over 2011-2015. The NFPS 
deficit, excluding the PCA, is expected to decrease from 1.4 percent of GDP in 2011 to 1 
percent of GDP in 2012, and turn into a surplus in 2015. This performance, in the context of an 
ambitious public investment plan, will be in part motivated by the fiscal reform and associated 
increase in tax collection. Moreover, a strong fiscal position is guaranteed even if the increase 
in tax collection is below current projections, as the SFRL has a clear ceiling for the deficit. 
Better fiscal outcomes, together with high growth rates, are expected to support a decline in 
public debt levels to 28.9 percent of GDP in 2015. 
 
24. The recent increase in food and fuel prices could negatively affect Panama’s 
macroeconomic outlook (see Box 2). For example, higher than expected food and oil prices 
would result in a macroeconomic framework characterized by lower economic activity, higher 
inflation, a higher external current account deficit, and a less optimistic fiscal position than the 
one presented in Table 1. 
 
25. Debt Sustainability.  A combination of a gradual rise in revenue and a containment of 
current expenditure6

 

 should allow the authorities to expand public investment while keeping 
public debt sustainable in coming years (see Debt Sustainability Analysis in Annex 4). 
Conservative fiscal policies since 2005 and high GDP growth resulted in a fall of the 
consolidated public debt-to-GDP ratio from 62.2 percent in 2004 to 39.2 percent in 2008 before 
increasing somewhat to 41.2 percent of GDP in 2009. In 2010, the ratio began to fall again, to 
39.5 percent of GDP.  

                                                 
5 These projections, however, may need to be updated as a result of the evolution of higher global food and oil 
prices (see Box 2). 
6 Current expenditures are expected to remain constant as a share of GDP. 
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26. Panama's public debt is projected to stay on a sustainable path over the period 
2010-2015. The debt sustainability analysis summarized in Table 2 (and discussed in Annex 4) 
is based on the macroeconomic framework in Table 1. The analysis indicates that a an average 
primary balance of 1.3 percentage points of GDP, between 2010 and 2015 would result in a 
gradual decline in the public debt to GDP ratio from 39.5 percent of GDP in 2010 to 25 percent 
by 2016.  
 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Box 2. The impact of food and oil prices in Panama  

 
As in other countries, the rise in global food and energy prices is already having an impact in Panama.  
The FAO Food Price Index (FFPI) increased by 34 percent over the past 12 months and is now at its highest 
level since January 1990 when the index was first computed. Similarly, oil prices increased by 28 percent over 
the past year, including 17 percent in the last four weeks. These global developments are already becoming 
apparent in Panama where the food price index has also reached record levels both in nominal and real terms, 
and where the price of gasoline is at levels not seen since October 2008 in the context of the previous food and 
oil crisis.  
 
The effects of higher food and oil prices have several dimensions. On the macroeconomic front, higher food 
and oil prices may translate into lower economic activity, higher inflation, and fiscal and external pressures. So 
far the only noticeable impact is on the rate of inflation, which has accelerated in recent months from 2.8 
percent (yoy) in June 2010 to 4.8 percent in January 2011, and the import bill which increased by 32.3 percent 
from 2009 to 2010. Higher commodity prices may have a significant fiscal impact. For example, during the 
previous food crisis of 2008 the government resorted to lowering import tariffs (an action that would lower 
fiscal revenues) and increasing cash transfers to the neediest consumers (which unless offset by cuts in other 
budget lines would increase spending). Economic activity can also be negatively affected, and although growth 
projections have not been adjusted so far, Panama’s dynamic economy appears well positioned to absorb the 
real impact of higher commodities.   
 
On the social front, the impact of the food and oil crisis can be severe. Higher food prices will have a major 
impact on the poor as poorer households typically spend a large share of their total expenditure on food. In 
particular, estimations based on expenditure surveys show that the share of income spent on food by the 
poorest quintile of the population in Panama is 57.8 percent (Brambilla and Porto, 2009). This compares to 
24.7 percent for the richest quintile of the population.  Moreover, some segments of the Panamanian population 
may be affected disproportionally: about 85 percent of Panamanians living in indigenous areas are extremely 
poor and currently cannot afford enough calories for an adequate diet.  
 
Looking forward, timely policy measures may reduce the impact of the crisis. Policy responses can be 
articulated around two main pillars. First, protecting the neediest should be a key priority and the existing 
conditional cash transfer program (Red de Oportunidades) could be instrumental to this end. Similarly, 
enhancing market information and competition can be critical to ensure market efficiency, therefore preventing 
price increases not justified by fundamentals   Second, with a longer run focus, supply chain management and 
better infrastructure can reduce food loses and distribution costs (a significant share of the final price paid by 
consumers). Similarly, programs that target rural areas and that remove barriers to agricultural production can 
potentially contribute to an expansion in the food supply.   

Governments may be tempted to lowering import tariffs temporarily to somewhat mitigate the domestic 
impact of global trends. Yet ad hoc tariff adjustments (lowering them when global prices are high, and raising 
them when they are low) have the same effect globally as raising and lowering export taxes -- it insulates the 
domestic market, but amplifies the international price swings and raises adjustment costs for everyone.  It also 
sends the wrong signals domestically, discouraging agricultural production even when prices are high. In this 
regard, tariff adjustment should be considered only in a context of a more or less permanent adjustment. 
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27. Although the debt outlook under the baseline scenario looks fairly stable, there are 
still some potential economic risks that could arise in the medium term. To examine the 
potential implication of these risks, Table 2 present projected debt dynamics for the Non-
Financial Public Sector (including the PCA) under more pessimistic alternative scenarios: 

• Under higher average real interest rates for public debt over 2011-2012 (Scenario B1), 
projected debt indicators for 2012 would be 1.9 percentage points higher than under the 
baseline scenario. 

• Under a less optimistic scenario with growth at the baseline minus 2 standard deviations 
(Scenario B2), the public debt-to-GDP ratio would be 5.3 percentage points higher than 
under the baseline scenario in 2016. 

• Assuming a looser fiscal policy (Scenario B3) with an average primary deficit of 2.8 
percent of GDP over 2011-2012 instead of the assumed primary surplus of 1.3 percent 
of GDP under the baseline scenario, the public debt-to-GDP ratio would be 3.3 
percentage points higher than under the baseline scenario in 2016. 

• Under a scenario of simultaneous shocks in which GDP growth, the primary balance 
and real interest rates are affected (Scenario B4) the public debt-to-GDP would reach 
27.8 percent in 2016 or 2.8 percentage points higher than in the baseline scenario. 
  

Table 2: Panama Debt Sustainability Analysis, including PCA (Alternative Scenarios) 

 
28. On the basis of the previous discussion, Panama’s macroeconomic policy 
framework is considered adequate. Panama’s performance in the context of the global 
economic crisis has been strong and this positive performance is expected to continue. At the 
same time, the new administration’s ambitious investment program is backed by the expected 

  2010 2011 2012 2013 2014 2015 2016 

Baseline 39.5 37.7 36.4 35.1 33.1 28.9 25.0 

A1. Key variables are at their historical 
averages in 2011-16 39.5 37.7 36.8 35.9 34.6 30.8 27.1 

A2. No policy change (constant primary 
balance) in 2011-16 0.0 38.1 36.9 35.5 33.6 29.4 25.5 

B1. Real interest rate is at historical 
average plus two standard deviations in 
2011 and 2012  39.5 38.5 38.3 36.9 35.0 30.8 26.9 

B2. Real GDP growth is at historical 
average minus two standard deviations 
in 2011 and 2012  39.5 40.3 41.7 40.4 38.5 34.3 30.3 

B3. Primary balance is at historical 
average minus two standard deviations 
in 2011 and 2012 39.5 40.9 39.7 38.3 36.5 32.2 28.3 

B4. Combination of 1-3 using one 
standard deviation shocks 39.5 39.2 39.2 37.8 35.9 31.7 27.8 

B5. 10 percent of GDP increase in other 
debt-creating flows in 2011 39.5 37.7 36.4 35.1 33.2 29.0 25.1 

Most Extreme Test (B2) 39.5 40.3 41.7 40.4 38.5 34.3 30.3 
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higher tax collections resulting from the new fiscal reform, and fiscal sustainability is supported 
by the SFRL. 

Social Context 

29. A key development challenge facing Panama is to ensure that economic growth is 
maintained and that benefits are broadly shared.  Indeed, Panama’s economic development 
has been characterized by a high degree of inequality. Growth has traditionally benefited 
mainly the capital-intensive service sectors concentrated geographically in the Panama and 
Colon provinces, while generating little economic opportunity for low-income members of 
society. Over the past decade, the decline in poverty rates has been modest considering the high 
GDP growth rates. While Panama spends approximately 2.8 percent of its GDP on social 
assistance, in line with other Central American countries, the effectiveness of these programs in 
reducing poverty and creating opportunities for all remains a challenge. 
 
30. A large share of the population continues to live in poverty, including about 14 
percent in extreme poverty (see Table 3).  These rates are close to those observed in other 
Latin American countries with a similar per capita income (Brazil, for instance). Poverty in 
Panama is concentrated in rural and especially in indigenous areas. Nearly all people living in 
indigenous areas are poor (96.3 percent) and most are extremely poor (85 percent). That is, 85 
percent of those living in indigenous areas cannot afford enough calories for an adequate diet. 
Moreover, despite representing about 10 percent of the national population, those living in 
indigenous areas represent about 21 percent of the total poor population and 42 percent of the 
extreme poor. More strikingly, poverty among indigenous people accounts for more than 60 
percent of the national extreme poverty gap. In non-indigenous rural areas, half of the 
population is poor. The country has thus one of the highest indices of inequality (Gini 
coefficient of 0.47) in the region and the world, with the richest 20 percent of the population 
responsible for half of the country’s total consumption. 
 

Table 3:  Incidence and Number of Poor in Panama 
  

 Total  

 Poor  

 Non Poor     Total   Extreme  
 Non 
Extreme  

2008 

 Incidence (Percent)    100.0   32.7   14.4   18.3    67.3  
 Number of people 
(Thousands) 3,334       1,090  481  609         2,244  

2003 
 Incidence (Percent)          100.0   36.8  16.6  20.2     63.2  
 Number of people 
(Thousands)  3,063       1,128    509  620        1,935  

Source: ENV 2003 and 2008. MEF and INEC-CGR 

31. Panama is making steady progress on gender equality as measured by education, 
health, and labor force participation indicators. Progress towards gender equality from a 
legal and institutional standpoint has also been significant. In terms of human capital 
accumulation, women have surpassed men in both secondary and tertiary education 
achievements. This trend is common in Central America (with the exception of Guatemala and 
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El Salvador), but it is especially strong in Panama. Younger generations of women are now 
more likely than their male counterparts to complete secondary school. In addition, the effects 
of government programs promoting equal access to economic and productive resources are now 
becoming more evident. While the ratio of female to male labor force participation remains 
slightly below the average for upper middle-income countries and far below the world average, 
it is improving quickly.  
 
32. While social outcomes and access to services have improved, there is a need for 
improved efficiency and effectiveness in public investment. Life expectancy has increased 
significantly over the years; however, malnutrition remains a major challenge, particularly in 
indigenous areas, where 62 percent of children under five are chronically malnourished, in 
contrast to 11 percent in urban areas. According to the latest poverty data (2008), the associated 
costs of schooling continue to represent a significant share of poor household budgets standing 
at approximately 8 percent for the first tercile (compared to 6 percent on average for the second 
tercile, and 5 percent for the last tercile). Average years of schooling among adults have 
increased significantly; yet, there are major socioeconomic and ethnic differences in school 
enrollment in secondary education. For example, while in the urban province of Colón, the 
secondary net enrollment rate was 70.8 percent in 2008, in the Ngäbe Buglé and Kuna Yala 
indigenous areas it was only about 38.3 percent and 32.3 percent, respectively.7 A qualitative 
study carried out on the effectiveness of Red de Oportunidades in three indigenous Comarcas 
was carried out in 2009 and noted that overall indigenous perceptions of the program are 
positive and they would like to see it expanded. At the same time, the study presents several 
specific recommendations on how the program could make further socio-cultural adaptations to 
improve its effectiveness. In terms of the quality of basic education, there are also significant 
challenges to overcome. In a recent regional student learning assessment (SERCE), 
Panamanian primary school students in third and sixth grade scored well below the average 
among the 16 participating countries, ahead only of the Dominican Republic and Guatemala.8 
Access to water and sanitation services has improved: the Government estimates that 84 
percent of the total population has access to potable water through connections, but this rate is 
much lower in rural areas.9

 
 

33. To address these challenges, President Martinelli’s administration has designed a 
Social Strategy, which aims to reduce poverty and social exclusion, and to create 
opportunities for all. The social strategy has two main components: human capital formation 
and social inclusion. The IDB is working closely with the Government of Panama in the area of 
human capital formation, while the Bank is providing support primarily on the social inclusion 
strategy, particularly in the areas of health and social protection. The introduction of two social 
protection programs and the expansion of the conditional cash transfer program represent key 
positive efforts by this Government. 

                                                 
7 MEDUCA statistics, 2008. 
8 UNESCO, 2008.  “Los Aprendizajes de los Estudiantes de América Latina y el Caribe.” 
9 See Plan Estratégico de Gobierno 2010-2014. 
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III. THE GOVERNMENT’S PROGRAM 

34. The Government presented its Strategic Plan to the National Assembly in 
December 2009.  Adhering to the Social Fiscal Responsibility Law (SFRL) of 2008, the 
Government provided details of its plan for growth and social development within its first six 
months in office. This is the first time a government in Panama has detailed a plan that includes 
a description of key challenges, priority programs, and the fiscal and investment plan to ensure 
that the strategy is implemented and that it achieves its goals within the resource envelope 
available to the country. To ensure fiscal sustainability the Government implemented a set of 
tax reforms, which are expected to lead to an additional 1.7 percent of GDP in revenues per 
year and one of them is supported by this operation. This plan comprises an economic growth 
strategy, a social strategy, and a cross-cutting axis of improving governance and transparency.  
 
35. The first component of the Government Plan, the economic growth strategy, aims 
to develop tourism, logistics, and the agri-business industry. These sectors are considered to 
have a competitive advantage compared to other sectors and their expansion through additional 
public investment worth of US$5.8 billion, within the context of careful environmental 
management, would produce a clear economic and social return. The sectors were also selected 
as a means to promote opportunities in less developed parts of the country, to reduce 
inequalities, and to generate self-reinforcing clusters of growth.  
 
36. The second component of the Government Plan, the social strategy, focuses on the 
generation of human capital and social inclusion. This strategy aims at reducing the stark 
inequalities that exist in Panama by investing heavily in human capital so that all Panamanians 
may benefit from economic opportunities. In addition, the social strategy aims to strengthen the 
country’s social protection programs to protect vulnerable groups. This component includes an 
additional US$3.8 billion in infrastructure for the construction of hospitals, social housing, 
water and sewage and the City’s metro. 
 
37. The Government’s strategic plan includes a cross-cutting axis designed to improve 
the governance and transparency of the public sector. This cross-cutting strategy aims to 
improve the efficiency, distribution, and targeting of social spending; and to strengthen 
institutional capacities to improve planning and management, including strengthening the 
financial management system and continuing the public procurement reform. The proposed 
operation supports key elements of this component: (i) improving tax administration; (ii) 
enhancing transparency through tax information sharing with other countries; (iii) consolidating 
and further developing public procurement practices; (iv) strengthening the institutional 
capacity of the Public Credit Unit; and (v) strengthening the targeting of existing transfer 
programs such as: Red de Oportunidades, Beca Universal, and 100 a los 70.  
 

IV. BANK SUPPORT TO THE GOVERNMENT’S PROGRAM 

Link to Country Partnership Strategy 

38. The proposed DPL supports the economic growth and public sector efficiency 
policy objectives of the Panama Country Partnership Strategy (CPS) 2011-2014 (Report 
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No. 54265-PA discussed by the Bank’s Board on September 21, 2010).  Despite rapid 
economic growth, Panama’s public infrastructure has lagged behind and is becoming itself a 
constraint to future growth. While at one time Panama’s public sector institutions, financial 
management, and procurement systems may have been sufficient to manage a nascent 
economy, their capacity to manage, monitor and evaluate public investment and spending need 
to be strengthened to better support a more developed economy.   
 
39. Strategic objectives and areas of engagement of the CPS.  The CPS aims to provide 
Panama with flexible, demand-driven and focused assistance to achieve its development goals.  
The shared strategy between Panama and the World Bank Group includes reducing poverty and 
inequality by expanding opportunities for the poor, particularly the most vulnerable, via 
sustainable and broad-based growth.  The CPS covers approximately four years (i.e. August 
2010 to June 2014) to align the program with Panama’s political cycle.   

Relationship to Other Bank Operations 

40. This operation is closely linked to the Enhanced Public Sector Efficiency Technical 
Assistance Loan considered by the Board on March 3, 2011. 10

41. The fourth pillar of this programmatic DPL series complements ongoing and 
proposed investment lending in the social protection arena. A carry-over project from the 
CPS FY2008-2010, the Social Protection Project technical assistance loan, focuses on 
improving the management and delivery of the flagship CCT Red de Oportunidades, as well as 
expanding access to nutrition and basic health services for the rural poor. Similarly, a new 
investment loan under preparation aims at strengthening the social protection system. It should 
support actual parametric changes in the Beca Universal and the 100 a los 70 programs to make 
them more effective, and improve the cost-efficiency of the system as a whole through 
rationalization and harmonization of transfer and subsidy schemes (targeting, registration, 
payment, audit and control for instance).  

 The TAL comprises three 
main policy areas: (i) strengthening performance-based budget management and evaluation; (ii) 
strengthening budget execution, treasury, accounting and control; and (iii) strengthening public 
procurement and contracting. The support provided under the DPL in the area of procurement 
reinforces the actions supported under the TA. In order to make sure that there is strong 
alignment between the two projects, the teams have worked together with the counterparts and 
developed the DPL triggers and indicators based on the results framework of the technical 
assistance loan. 

Collaboration with the IMF and Other Donors 

42. The Bank has been collaborating closely with the IMF.11

 

  This cooperation includes 
the review of macroeconomic developments (Annex 3) and Reports on the Observance of 
Standards and Codes (ROSC). The Bank and the Fund communicate regularly. 

43. The coordinated support of Panama’s development partners will be important to 
ensure the success of the reforms supported by the proposed loan. Comprehensive 

                                                 
10 See Enhanced Public Sector Efficiency Technical Assistance Loan (P121492). 
11 Panama is on the standard 12-month Article IV consultation cycle. 
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multilateral assistance for Panama has been provided by the IDB, the Bank and the UNDP, 
followed by more modest and targeted support from bilateral aid agencies. The Bank and the 
IDB are supporting several complementary areas of the Government’s development strategy, 
and have coordinated closely in the preparation of the proposed operation. Technical assistance 
from the Bank and the IDB has helped in the formulation of the reforms and will support the 
implementation of the measures. The two institutions are jointly supporting the Conditional 
Cash Transfer Program (Red de Oportunidades), providing parallel financing using harmonized 
fiduciary, procurement, and monitoring and evaluation systems. In addition to the proposed 
Programmatic DPL, budget support will be provided by the IDB. 
 
44. As part of the overall initiative to use country systems and the principles set in the 
Paris Declaration and in the Accra Agenda for Action, the Bank aims to pursue further 
harmonization with other donors to reduce transaction costs. This includes specific 
initiatives to adopt a unique financial reporting with the IDB under the leadership of the 
“Dirección de Contabilidad” of MEF.  As the size of the World Bank program in Panama has 
grown, coordination and harmonization has become an important focus, especially with 
USAID, IDB and CAF, to ensure complementariness among the programs. The Directorate of 
Technical Cooperation at the Ministry of Economy and Finance is responsible for donor 
coordination. Staff from the Directorate of Technical Cooperation regularly engages in work 
program planning with Panama’s various development partners on an individual basis, ensuring 
that the Government’s strategic needs are being met. Donors then coordinate amongst 
themselves in complementary or overlapping program areas.   

Analytical Underpinnings  

45. The design of the proposed operation is backed by an extensive program of 
analytical work conducted by the Bank, the IDB and the OECD. The substantial body of 
analytical work has provided the basis for an in-depth dialogue with the Government and has 
supported the design of the DPL. Table 4 shows the links between the components included in 
the DPL and the recommendations provided by recent analytical work.  
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Table 4:  Links between the DPL and Prior Analytical Work  

Analytical Reports – Findings and Recommendations 

Links to 
DPL Prior 
Actions 
(Objective.
Prior 
Action) 

I. TAX REFORM 

Public Expenditure Review 
(WB 2006) 

The tax system contains many incentive regimes that result in a considerable revenue 
loss. The elimination of these tax regimes could remove important economic distortions 
created by these incentives and may also help to improve the progressiveness of the 
system.  
Panama receives very little public revenue from its value-added tax (IBTMS), which is 
characterized by a very low general rate (5 percent) and limited tax base. At the same 
time, the productivity of Panama’s value added tax is fairly high which suggests that 
there is significant room for improving revenues from this source. 
Selective consumption taxes on beverages and tobacco products are significantly lower 
in Panama than in neighbor countries providing scope for raising revenues through 
higher rates. 
Fuels are subject to selective consumption taxes, instead of a value added tax.  Replacing 
the selective consumption tax by a VAT would allow Panamanian exporters to recover 
the taxes paid on inputs. 

 
1.1 
 

Panama: Consideraciones 
metodológicas y estimación 
de los gastos tributarios y del 
coeficiente de cumplimento 
del ITBMS (Sabaini 2009) 

The ITBMS legislation includes a considerable number of exemptions and exceptions 
and does not cover food and medicines, restricting the tax collection capacity and 
generating negative effects when the production costs are based on goods and services 
exempts. 
 

1.1 

Public Expenditure Review 
(WB 2006) 

To ensure that the fiscal gains from the 2005 fiscal reform are sustained, the authorities 
are advised to pay particular attention to strengthening the Government’s tax audit 
capacity and to avoiding the re-emergence of new tax incentive regimes. 

 
1.2  

Informe de la visita realizada 
entre el 17 al 21 de Mayo 
2010 (CAPTAC- RD/DGI 
Panama) 

In order to improve the performance of the Tax administration were made the following 
recommendations: (i) restructure the organization of the DGI (ii) divide the tax payers in 
different groups creating a Large Taxpayer unit (iii) improve the e-tax system. 1.2 

Peer Review Report – Phase 1 
Legal and Regulatory 
Framework (OECD 2010) 

Panama has committed to the OECD’s international standards of transparency and 
effective exchange of information since 2002. Given the political pressure for countries 
to implement the international standards, Panama is actively seeking to negotiate DTCs 
with other jurisdictions. It is essential that additional steps are now taken to ensure that 
relevant information is available, that the appropriate authorities have access to it and 
that Panama can engage in effective exchange of information for tax purpose.  

1.3 

II. STRENGTHEN PROCUREMENT PRACTICES AND TRANSPARENCY 

Panama – Country Financial 
Accountability and 
Procurement Assessment 
Report (WB and IDB 2006)  

The report states that PanamaCompra does not include enough key functionalities to be 
used as an efficient procurement management tool and consequently there is still room to 
modernize the system and generate savings in the budget implementation. For example: 
simplifying processes and requirements in the administrative process that contribute to 
procurement delays; achieving better economies of scale implementing a single database 
of suppliers and a unified goods catalogue; greater use of international procurement for 
certain items; strengthening monitoring and evaluation. 
 

2.1 
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III. STRENGTHEN DEBT MANAGEMENT 
Public Debt Management and 
Market Development Needs 
Assessment (WB 2007) 

The attempt to increase the share of domestic debt, in order to lower the exposure to the 
international capital markets, would not be feasible without well designed plan to 
develop the domestic market and reducing its higher costs of borrowing. It is 
recommended that a comprehensive debt management strategy to be formulated based on 
detailed cost/risk analysis taking into account market development considerations. This 
should include strengthening the middle office functionalities and to produce risk reports 
on a regular basis.  

3.1 

Non Lending Technical 
Assistance on Debt 
Management (WB NLTA 
2010) 

The NLTA program will comprise assistance in (i) strengthening the functionality of the 
Middle Office and (ii) developing and implementing a plan to promote domestic debt 
market development. 3.1 

IV. EXPAND AND STRENGTHEN SOCIAL TRANSFER PROGRAMS 

Review of Social Assistance 
Programs and 
Recommendations for 
Priorities and the Way 
Forward (Marques, 2009) 

Social Protection Responses 
to the triple wave of crises in 
Central America and Panama 
(Marques, 2010) 

Panama Poverty Assessment 
(World Bank, forthcoming) 

The two reports examine Panama’s social safety net from a policy and programmatic 
aspect. They highlight the relative burden of untargeted subsidies but confirm the need to 
expand well-targeted transfer programs linked to human capital outcomes, such as the 
Red de Oportunidades, confirm the solid social recovery path Panama embarked on after 
the FFF crisis with strong countercyclical stance, and suggests critical steps for a more 
efficient and effective social protection system, including in its interactions with labor 
markets. The first area of recommendation (to expand the base of well-targeted 
productive income transfers) is prioritized for the prior linked to the social protection 
pillar of this operation. 

Emerging findings from the World Bank poverty assessment confirm the pro-poorness of 
investment in expanding the base for transfer programs and enhancing their targeting. 

4.1 

Lessons Learned from Prior DPLs in Panama 

46. Three main lessons from prior DPLs are relevant and have been incorporated into the 
design of the current DPL. These include: 
 
• Previous DPL operations in Panama successfully incorporated lessons from 

adjustment loans extended to Panama during the 1990s and best practice for well 
performing middle income countries. This included (a) emphasis on upfront actions 
instead of ex-ante conditionality, and (b) support of a reform program rather than isolated 
conditionalities. 

• Ownership of reform is critical for a successful outcome. This suggestion is not novel, 
but nevertheless deserves emphasis as it is well-illustrated by previous operations.  The 
satisfactory outcome of previous DPLs is to a large extent a consequence of exclusively 
supporting government-led initiatives. The legal and regulatory framework underpinning 
reform was initiated and developed by the Administration itself, with technical input from 
the Bank.  The Government made substantial progress also in areas that were not monitored 
by the Bank. DPL objectives were strategically aligned with the Government strategy 
(procurement reform is a good example). In the public financial management components, 
the core DPL objectives were linked to the Government’s reform and strategy. Two critical 
entities, the Ministry of Economy and Finance and General Controller’s Office, shared the 
same objectives to strengthen fiscal transparency, and coordinated their complementary 
efforts to their pursuit. 

• Strong analytical underpinnings and links to complementary Bank investment lending 
provide the foundation for a well-designed development policy operation. The key 
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pieces of Economic and Sector Work (ESW), the PER and the Country Financial 
Accountability and Procurement Assessment Report (CFAA/CPAR) contributed not only to 
the design of the previous DPL operations, but also helped inform the reform efforts of 
Government and supported a fruitful policy dialogue.  

47. The lessons learned through the Bank’s previous engagement in Panama, as well 
as the latest thinking on Development Policy Lending for well performing middle income 
countries (see Box 3), have influenced the design of this DPL. 

V.  THE PROPOSED OPERATION 

Operation Description 

48. As noted above, the proposed operation supports Government efforts to launch a 
number of structural reforms to increase fiscal space, strengthen fiscal management, 
enhance transparency, improve efficiency of public spending and strengthen social 

Box 3: Good Practice Principles on DPLs 
 

Principle 1: Reinforce Ownership. The operation is based on the GOP’s medium-term development strategy, 
Strategic Government Plan 2010-2014, which results from Panama’s engagement of democratic processes in 
the development of public policy. The DPL, as part of the CPS, responds to a GOP request to support 
Panama’s program to increase revenues and improve the efficiency of expenditures. The operation supports 
specific programs and areas which reflect the outcome of the national policymaking processes. The 
administration has a good track record of policy implementation as attested by the passage of two fiscal 
reforms, signing 10 double taxation bilateral treaties, implementing new e-procurement platform, and  
implementing a program to deliver US$100 per month for citizens 70 years or older with no pension, called 
100 a los 70. The process developed with the GOP to select the focused areas of DPL support responds, in 
large part, to the strong policy dialogue undertaken recently around extensive analytic work.  

Principle 2: Agree up front with the government and other financial partners on a coordinated 
accountability framework. The Bank’s support is summarized in a brief and focused policy matrix, agreed 
with the GOP, which provides the accountability framework for the operation. The DPL is consistent with 
IMF’s policy advice. The matrix has been coordinated with the IDB. 

Principle 3: Customize the accountability framework and modalities of Bank support to country 
circumstances. The MEF has indicated that it intends to fill its multilateral budget support needs through the 
proposed DPL operation, complementing the investment lending portfolio of other donors and the Bank. The 
selected policy areas covered by the DPL program are derived from the GOP’s medium-term development 
strategy. Accordingly, the specific actions and intended outcomes also enjoy technical and political support in 
their respective sectors. The relevance and soundness of said actions have been assessed through Bank 
analytical work and follow-up activities.  

Principle 4: Choose only actions critical for achieving results as conditions for disbursement. The prior 
actions form part of an agreed accountability framework that focuses on the GOP’s critical actions for 
achieving the program objectives, as assessed through Bank analytic work. The operation supports five 
complementary policy areas and the policy matrix has been limited to a number of actions considered 
necessary to maintain coherence of policy dialogue and benefit from complementarities towards the intended 
outcomes.  

Principle 5: Conduct transparent progress reviews conducive to predictable and performance-based 
financial support. The approach and the timing of planned disbursement respond to the GOP’s stated 
financial needs. The MEF will exercise leadership in coordinating the monitoring and evaluation 
arrangements.  
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programs. In order to achieve this objective, the operation complements other Bank projects 
focusing on strengthening procurement practices and on the social sectors.    

Policy Areas 

Component 1:  Reforming the tax system 
 
Background 
 
49. Tax collection is very low in Panama (see Table 5). The ratio between tax collection 
and GDP is among the lowest in Latin 
America. Panama received very little 
public revenue from its sales tax 
(IBTMS), which was characterized by 
a very low general rate (5 percent) and 
limited tax base. The wide set of tax 
exemptions went beyond the scope of 
promoting certain kinds of investments 
or alleviating situations of poverty. In 
addition, tax expenditures12

from the Panama Canal reduced the incentive to boost tax collection. 

 in Panama 
represent a high percentage of revenues 
(27 percent, in 2008). No significant 
reforms were carried out to address 
these issues during the last decade, 
partly because significant revenues 

 
50. Tax administration has been significantly improved in the last decade but still 
faces important challenges. The current legal framework provides the Dirección General de 
Ingresos (DGI, Tax Administration unit) with the necessary authority to perform its tasks. 
Furthermore, the efforts of modernization and the participation of multilateral agencies led to 
the implementation of an e-tax system, which includes e-return and e-payments. However, 
more staff and better compensation are needed to improve the DGI’s human resources (key 
management personnel, inspection, collection, and information technology staff). Legal 
reforms and a redesign of processes can increase the effectiveness of the new e-tax system. 
 
51. Greater transparency and exchange of information for tax purposes in Panama 
will have significant positive effects on the country. The Phase 1 Review by the Global 
Forum on Transparency and Exchange of Information for Tax Purposes highlighted a number 
of challenges that Panama needed to address before proceeding to a Phase 2 review (see Box 1 
for more detail). Compliance with these international standards would benefit Panama’s 
reputation and reduce the risks of international sanctions, such as those one proposed by the G-
20 in April 2009. These measures include the possibility of asking international institutions and 

                                                 
12 Tax expenditures are defined as the revenues that the government foregoes through the provision of tax 
exemptions. 

Source: Bank staff calculations. 
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regional development banks to review their investment policies and give extra weight to the 
principles of tax transparency and information exchange when designing bilateral aid programs. 
 

Table 5:  Central Government Revenues (in percent of GDP)  

 
Sources: Contraloría General de Panamá and WB staff calculations. 
 
Government Actions 
 
52. The Government’s plan to significantly increase investment and expand social 
protection programs requires the mobilization of additional resources. This has motivated 
the Government to enact two far-reaching tax policy reforms. The first tax reform (Law 49 of 
2009) made the Colon Free Zone, casinos, maritime transportation, and oil trade subject to a 
more comprehensive corporate and dividend taxation treatment, while taxing profits from some 
foreign operations. It also increased license fees, introduced taxes on real estate transaction – 
including capital gains on the sale of property – and brought bank commissions under IBTMS 
coverage. The second reform (Law 8 of 2010) built on Law 49 and lowered personal and 
corporate income tax rates, eliminated most personal expenditure deductions, modified the 
method for corporate expenditure calculations (notably for the financial sector), and raised 
ITBMS rate from 5 percent to 7 percent (see Box 4). A part of the additional revenues collected 
from the increase in the ITBMS rate is earmarked to cover the cost of the Beca Universal 
scholarship program.  
 
 

Prel. Est. Proj.
2007 2008 2009 2010 2011

Revenues and grants 19.2 19.8 18.5 18.6 19.8
Current revenue 18.9 18.3 18.1 18.1 19.4

Tax revenues 10.6 10.6 11.0 11.3 12.8
   Direct taxes 5.5 5.4 5.9 5.6 6.3

         Income tax 5.0 4.9 5.2 5.0 5.5
            Of which : Capital gains 0.0 0.0 0.0 0.0 0.0
        Tax on wealth 0.6 0.5 0.6 0.6 0.8

   Indirect taxes 5.0 5.2 5.1 5.7 6.5
        Import tax 1.4 1.8 1.6 1.5 2.0
        ITBMS 2.6 2.3 2.3 2.9 3.0
       Petroleum products 0.5 0.4 0.5 0.4 0.5
       Other tax on domestic transactions 0.7 0.7 0.7 0.9 1.0

Nontax revenue 8.4 7.7 7.1 6.8 6.6
Dividends 3.7 2.9 2.7 2.7 2.6

Of which : Panama Canal Authority 2.5 1.5 1.8 1.8 1.7
Panama Canal Authority: fees per ton 1/ 1.8 1.5 1.4 1.3 1.2
Transfers from decentralized agencies 1.2 1.8 1.6 1.6 1.6
Other 1.7 1.5 1.4 1.2 1.2

Capital revenue 0.1 1.1 0.3 0.4 0.3
Grants 0.2 0.4 0.1 0.1 0.1
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53. Part of the tax reform also focused on improving tax administration. The tax 
administration's operational power was strengthened by centralizing it in the DGI. In addition, 
the reform improved the performance of tax administration by creating: (i) a unit of tax 
information sharing; (ii) a unit for international taxation; and (iii) an Administrative Tax 
Tribunal. Moreover, a Large Taxpayer Unit (Unidad de GRACOS), which will focus on the 500 
largest taxpayers, was designed. 
 
54. The Government has also taken a number of corrective measures since the Global 
Forum’s Phase 1 review. As highlighted in Box 1, these include: (i) the approval of Law 33 of 
2010, which incorporates into the Fiscal Code amendments on tax completion, related party 
transactions, transfer pricing, permanent establishment, and tax residency; (ii) the granting of 
authority to the DGI (Dirección General de Ingresos) to obtain taxpayer information; (iii) the 
signing of a total of 10 DTCs, the successful negotiation of 3 additional DTCs, the launching of 
the negotiations of 2 more DTCs and the signing of a Tax Information Exchange Agreement 
with the USA; and (iv) the approval of Law 2 of 2011 on “Know Your Client”. 
Notwithstanding the significant improvements, further steps are needed. The main pending 
issue is the availability of accounting information for Panamanian companies operating 
abroad.13

 
 

 
 
                                                 
13  However, Law 2 of 2011 and Law 33 of 2010 support the authority of the DGI to obtain information of 
Panamanian companies operating both locally and abroad. 

Box 4:  Key Elements of the 2009 and 2010 Tax Policy Reforms 
 

Key changes to the corporate income tax: 
• Rates would fall from 30 to 27.5 percent in 2010, and to 25 percent in subsequent years (utilities, casinos, 

banking, insurance, cement and mining will continue to be taxed at 30 percent). 
• The existing CAIR (the alternative corporate tax of 1.5 percent of a firm’s turnover) will be levied on firms 

with gross incomes above US$1 million per year. 
• The collection of the corporate income tax proceeds will now be made monthly (instead of yearly), at 1 

percent of gross revenues, and excess payments at the end of the year will be credited towards the following 
year. 

• Telecommunication companies and airlines will pay taxes on global income. 
• Remittances to non-residents (currently taxed at 15 percent) could be exempted if the foreign beneficiaries are 

registered in Panama. 
• Banks will pay new taxes ranging from ½ percentage point of their net worth, or a minimum of US$100,000, 

to a maximum of US$5 million.  
Main changes to the personal income tax: 
• Maximum marginal tax rates for individuals will fall from 27 to 15 percent. 
• About 17,000 of the lowest-paid workers will be exempted from personal income tax, due to the increase in 

the threshold of compliance from US$6,000 to US$11,000. 
• Most personal expenditure deductions were eliminated. 
Primary adjustment to indirect taxes: 
• The tax on final sales of goods and services (ITBMS) and the tax on CIF imports will rise from 5 to 7 

percent.* 
 

* This change in the ITBMS will not affect food and medicine, which will remain exempt. 
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Government’s medium-term reform agenda 

55. The Government is committed to further closing tax loopholes and improving tax 
administration. The Government will increase its capacity to measure tax expenditure and 
include the analysis in the budget. This will help identify further opportunities for raising tax 
revenue. The modernization of the tax administration will be crucial to address weaknesses in 
collection, enforcement and taxpayer services. In particular, the establishment of the Large 
Taxpayer Unit is considered crucial to boost revenues. With the support of the IDB, the 
Government is also improving its tax information system and developing performance 
indicators, which have not been available thus far. 
 
56. The new policy of tax information sharing can help Panama meet the Global 
Forum’s internationally agreed tax standards. Following the negotiations phase, 
international tax agreements are expected to be promptly ratified by the Panamanian Congress. 
The implementation of the recently approved “Know Your Client” legislation is expected to 
advance Panama one step further towards meeting international transparency standards. The 
Government is expected to fulfill all other outstanding requirements to complete the second 
phase of the Global Forum’s peer review process. 
 
 

Box 5: Prior Actions – Tax Reform 
 

Close tax loopholes and widen tax base 
The Government has widened its tax base and reduced tax exemptions by enacting Law 8 of 2010, which: (i) 
increases the ITBMS rate from 5 to 7 percent; (ii) eliminates IBTMS exemptions for: (a) air passenger 
transport; (b) residential phone calls; and (c) lubricants; (iii) taxes real estate transactions in the Colon Free 
Zone and other existing free zones (including in free zones created in the future by the Government); (iv) 
expands the taxation of dividends, including for companies located in the Colon Free Zone and other existing 
free zones (including in free zones created in the future by the Government); (v) eliminates certain personal 
deductions; and (vi) modifies the calculation of expenditure deductions, to take into account the proportion of 
taxable income versus total income (including tax exempt income and income from foreign sources). 
 
Improve tax administration 
The Government has implemented the following measures to improve the performance of its tax 
administration: (i) the establishment of an Administrative Tax Tribunal, as evidenced by: (a) Law 8 of 2010 
which creates the Tribunal, and (b) the appointment of the Magistrates for the Tribunal; and (ii) the creation of 
a unit of tax information sharing and a unit of international taxation within the DGI. 
 
Improve tax information sharing 
The Government has taken steps to implement some of the recommendations of the Global Forum’s Peer 
Review-Phase I, as evidenced by: (i) the signing of Double Taxation Conventions with 10 countries; (ii) the 
signing of the Agreement for Tax Cooperation and Exchange of Information Related to Taxes with the United 
States of America; (iii)  the enactment of Law 33 of  2010, which empowers the DGI to obtain information for 
the purposes of complying with any international agreement that provides for the exchange of information in 
tax matters, regardless of the relevance of the information for domestic tax purposes; and (iv)  the enactment 
of Law 2 of 2011, which requires resident agents to apply measures to "Know Your Client" including, in the 
case of legal entities, to obtain the identity of individuals who own, directly or indirectly, at least 25 percent of 
a legal entity’s capital. 
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Expected Results 
 
57. The tax policy reforms proposed by the Government are expected to increase tax 
revenues significantly. According to official estimates, the changes in the personal and 
corporate income tax are expected to raise around 0.9 percent of GDP per year; while the 
lowering of the tax rates and the increase in the income threshold are expected to lead to a 
reduction in receipts of 0.6 percent of GDP. The other reforms, including the changes in the 
ITBMS rate and coverage, are projected to yield another 1.4 percent of GDP per year. Tax 
administration efforts are projected to yield an additional 0.5 percent of GDP per year. As a 
result, Central Government tax revenues are expected to grow to at least 12.8 percent of GDP 
in 2011 and 13.1 percent in 2013, which is a major improvement with respect to historic figures 
(tax receipts in 2009 were 11 percent of GDP). 
 
58. It is also expected that the establishment of the Administrative Tax Tribunal will 
reduce the backlog of disputed cases. By 2011, the Tribunal is expected to have resolved at 
least 36 cases. 

 Table 6: Estimated fiscal impact of tax reforms 

 
Source: MEF estimates. 

 
59. Government measures will also result in a more adequate institutional 
organization to support key tax administration functions. The establishment of the 
information sharing and international taxation units is expected to lead to greater compliance 
and reduced evasion. The establishment of the Administrative Tax Tribunal will help resolve 
tax disputes in a more timely and efficient manner, which is likely to increase the incentives for 
compliance and result in higher tax collections. 
 

September 2009 and March 2010 tax reforms

Est. 
permanent 
increase in 

tax collections 
(% of GDP)

Income tax reform 0.3
Corporate and dividend taxation 0.3
PIT rate reduction to 15-25 percent -0.4
Higher exempted income threshold -0.1
Elimination/minimization of personal income deductions 0.3
CIT reduction to 25 percent -0.1
New method to calculcate expense deductions 0.3

Property tax reform 0.2
Increased license fees 0.2
Consumption tax reform 0.7

ITBMS tax to bank commissions 0.0
ITBMS rate increase from 5 to 7 percent 0.5
ITBMS coverage net expansion 0.2

Other reforms 0.3
TOTAL 1.7
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Component 2: Strengthening Procurement Practices and Transparency 
 
Background 
 
60. A stronger procurement system provides the foundation for increased 
accountability and transparency in the public sector. The Government of Panama has made 
great strides in its willingness and commitment to improve transparency and fight corruption, 
including through the changes introduced to the procurement law (Law 22 of 2006). The full 
implementation of these changes, in combination with other reform initiatives aimed at 
increasing accountability and transparency, could help curb the fairly high levels of perceived 
corruption in the country within a feasible political timescale. Improving trust in Government 
will be essential to decrease tax evasion and improve compliance with rules and regulations. 

61. The Government of Panama has continued to strengthen the public procurement 
system since its initial procurement reform in the mid 2000s. In particular the GoP has 
made very significant achievements in efficiency and transparency through the introduction of 
a modern e-procurement platform as well as significant savings in time, price and transaction 
costs through the application of modern procurement methods such as framework 
agreements.14 Since 2001, the Bank has supported through the technical assistance loan15

62. Nevertheless, in order to capitalize on these initial gains, there are still many areas 
that need to be strengthened to consolidate these achievements. This has become very 
apparent to the current administration, as it is finding that the procurement system does not 
have the capacity to support and address the urgency of the Government’s infrastructure 
development program; in particular, it has serious shortfalls in the legal and regulatory 
framework as well as in human resources. Some of these issues are being addressed by the 
Enhanced Public Sector Efficiency Technical Assistance Loan (P121492). 

 the 
new e-procurement platform (e.g. PanamaCompra2) of the Procurement Agency (Dirección 
General de Contrataciones Públicas, DGCP). 

Box 6: Shortcomings of the legal framework for procurement 
The Panamanian legal framework is not designed to address the current administration’s public investment plan, 
which involves complex infrastructure projects. In an attempt to address these issues, the government has passed 
several amendments and exemptions to the Law, resulting in a fragmented legal framework. This weakness is 
further compounded by the lack of specialized skills in the public sector to efficiently undertake complex 
procurement activities. The gaps in the system have the potential to undermine public confidence as the system 
begins to strain under this additional pressure. This, in turn, places at risk many of the reforms that have been 
achieved to date, such as the transparency and confidence in the public procurement system achieved by the 
implementation of Panama Compra. To mitigate this fragmentation, the Government is developing a new legal 
framework that will address the identified shortfalls and bring the law in line with modern procurement practices. 
At the same time, the GOP, through the Enhanced Public Sector Efficiency Technical Assistance Loan (P121492) 
is developing specialized training to increase the level of procurement professionalism in the public sector.  

                                                 
14 In 2009, following the introduction of a framework agreement for the procurement of fuel, the GOP was able to 
save $20 million, approximately 50 percent of the fuel budget. Where previously there were 70 government 
agencies consuming 100 percent of the fuel budget, as a result of this contract the coverage increased to over 280 
agencies whilst at the same time decreasing the total consumption by 10 percent. 
15 See Public Policy Reform Technical Assistance Loan (P055844) and Additional Financing (P105526). 
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Government Actions 
 
63. The Government has a national strategy to advance in the implementation of the 
procurement reforms. These reforms will focus on: (i) linking procurement, budgeting and 
planning; (ii) continuing the improvement of the public procurement legal framework, and the 
standardization, not only to increase the efficiency of the national procurement process but to 
also increase the level of transparency, monitoring and evaluation of the procurement system; 
(iii) strengthening the procurement monitoring and evaluation systems to ensure that 
performance is being evaluated and strategies are then developed with a view to continual 
improvement; (iv) developing the mechanism and tools required to professionalize public 
servants tasked with carrying out government procurement based on the differing levels of 
complexity and risks of the operation; and (v) tuning up saving strategies, such as enhancing 
the implementation of framework contracts. 

64. The procurement reform is aimed at institutional strengthening and legal and 
regulatory reform. The main expected results are increased transparency in the use of budget 
funds, better delivery of goods and services to the community, and value for money. The 
reform will also focus on the development of a modern legal/regulatory framework capable of 
addressing Panama’s growing infrastructure needs, whilst at the same time ensuring that key 
principles such as transparency, competition, efficiency and value for money are in place. A 
key tool in this reform is the e-procurement platform PanamaCompra, which will continue to 
be strengthened. Its use ensures that key steps in the procurement process cannot be bypassed; 
it also ensures that civil society, media, and other stakeholders can provide oversight on the 
performance of the procurement system. 

65. The Government has identified the continued strengthening of the national 
procurement system as a means to transform the national budget into a tool connecting 
public resources to results.  This would make it a powerful transparency device and help 
improve the lives of Panamanian citizens. A Bank assessment conducted in 200616 pointed to 
inadequate procurement practices in the central government and rigid internal controls that 
restricted the capacity to generate savings in budget implementation. However, efforts led by 
the DGCP such as PanamaCompra have significantly increased transparency and competition, 
and PanamaTramita and PanamaEmprende, which simplify business processes, are strong 
steps in the right direction. The Government of Panama has strengthened the public 
procurement system not only by increasing its transparency through the use of the e-
procurement platform PanamaCompra but has also significantly increased its efficiency 
through the introduction of framework agreements for common use goods.17

                                                 
16 Part of the Country Financial Accountability and Procurement Assessment Report (CFAA/CPAR), World Bank 
(2006). 

  

17 From April 2007 to January 2010 the government has procured over US$154 million through these framework 
agreements, which have created a more transparent and competitive market. In 2009 the government estimates 
savings at just over US$20 million in the procurement of fuel. 



 

27 
 

 

Government’s medium-term reform agenda 

66. The Government is committed to sustained policy reforms in the area of public 
procurement. With these reforms the Government aims to achieve that all procurement 
activities are carried out through the PanamaCompra version 2 platform. In particular, 
standard contracts are expected to be used by all government agencies, and a new platform 
module for framework agreements will be used by all government agencies. Additionally, the 
government expects that at least half of the public officials involved in procurement activities 
will be certified and accredited. Finally, a crucial step will be the integration of 
PanamaCompra with the public financial information system. The Enhanced Public Sector 
Efficiency Technical Assistance Loan (P121492) will assist the DGCP in the development of 
methodologies and tools to better monitor the improvements in the performance of the 
procurement system, in terms of savings, transaction costs and time. 

Expected Results 
 
67. The expected result of the reform supported by this operation is the ongoing 
increase in transparency and governance generated by the use of the e-procurement 
platform. The use of PanamaCompra by Government agencies is mandated by law, and its use 
is also a requirement for clearance of payments by the Contraloría. Specifically, it is expected 
that all Government agencies will be using PanamaCompra version 2 to publish and receive 
bidding offers. It is also expected that the number of items included in the catalogue18

Component 3:  Debt Management 

 based on 
framework agreements with suppliers will increase by 90 percent by 2011 (compared to 2009), 
and by another 50 percent by 2013. The Government will thus be able to better exploit 
economies of scale, and reduce transaction costs and time for the purchase of common use 
goods. In the medium term, the measures taken under the DPL series will help ensure that all 
central government procurement activities will be undertaken through the government’s e-
procurement platform PanamaCompra. This will lead to a more efficient and transparent public 
procurement system. 

 
Background 
 
68. Panama has made steady progress in improving fiscal management and making its 
public finances more resilient to external shocks. Rapid growth and prudent fiscal policies 
are reflected in a declining debt to GDP. But in addition, the quality of the debt portfolio has 

                                                 
18 Government agencies are required to purchase an increasing number of commonly used goods from the 
suppliers listed in the Government’s catalogue.  

Box 7: Prior Actions – Strengthening Public Procurement Practices and Transparency 
 
The Government has taken steps to improve the efficiency and transparency of its national procurement system, 
as evidenced by the implementation of a new e-procurement platform, PanamaCompra (version 2.0), including 
the core system for publication and receipt of bidding offers, which is currently being used by the Central 
Government.  
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steadily improved as the authorities have extended the maturities of the new issues and 
smoothened the portfolio redemption profile. These policies have significantly reduced 
government exposure to refinancing and interest rate risk. This overall improvement has been 
rewarded by the credit rating agencies, which awarded Panama investment grade in the spring 
of 2010.  

69. However, Crédito Público has limited execution capacity and its ability to steer its 
debt portfolio in the desired direction with successful medium-term results could be 
enhanced. Capacity building is needed to strengthen Crédito Público. With the establishment 
of a middle office, which will take responsibility for risk measuring and monitoring as well as 
strategy design, the authorities will use cost-risk analysis as the basis for the comparison of 
alternative borrowing strategies. Moreover, a fully functional front office charged with the 
execution of the debt management strategy will need to maintain close contact with market 
participants for managing the debt portfolio in a cost effective manner.   

70. Developing the domestic debt market is a priority for the authorities. Local bond 
markets proved to be one of the few reliable funding sources available to governments during 
the past global financial crisis. Diversification of the funding sources is important, even if 
Panama currently does not lack external funding alternatives. Another benefit would be to 
attract foreign investors to the local market, contributing to the strengthening of Panama’s role 
as the financial center in the region through enhanced financial infrastructure and broader 
financial services. 

71. Until 2005, the Government issued treasury bonds in the domestic market, but the 
scope was limited; in September 2005, issuances were stopped completely as the 
authorities could borrow cheaply and extensively from the international capital markets. 
However, the lack of a regular presence in the domestic market has inhibited the development 
of a reliable investor base. With the renewed focus on the domestic bond market, the 
government plans to start building market benchmarks covering the short and medium-term 
segment of the yield curve. In addition, a minimum volume of outstanding notes are necessary 
to provide liquidity for the holders of these notes, which facilitates trading and price-setting in 
the domestic secondary market. This will also help establish a robust investor base and 
eventually reduce the cost of borrowing over time. Regular issuances are also an important 
driver for the development of financial services associated with the domestic debt market, such 
as the custody and clearing of government securities.  

Government Actions 
 
72. Crédito Público has hired a highly qualified group of professionals to staff the front 
and middle offices. This is a critical step to develop institutional capacity for formulating and 
executing medium-term debt management strategies. Several of the new professionals have 
market experience and are qualified to execute funding operations. Some have the capacity to 
evaluate market conditions, including analysis of the potential investor base, both domestic and 
international.  

73. The authorities have made significant progress in automating the preparation of 
the data needed for the cost-risk analysis. Crédito Público, assisted by UNCTAD, has 
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developed an interface to extract the data from the debt recording system into Excel and has 
aggregated the debt servicing flows in a manner that is easy to handle by a scenario simulation 
model. Staff has also been trained in data aggregation and scenario simulation. However, more 
in-depth capacity development in the analysis of the costs and risks of the strategies is required 
for strengthening sovereign debt management. Also, although Crédito Público is staffed with 
an appropriate number of people with financial background, high turnover (which is often seen 
in other countries as well) makes training a prerequisite for making further progress on this 
front. 

Box 8: Prior Actions – Strengthening Debt Management 
The Government has started to design a medium-term debt management strategy which includes the development 
of its domestic public debt market, as evidenced by:  (a) Cabinet Decree No. 4 of January 26, 2010 which 
authorizes the issuance up to $600 million in Treasury Notes; and (b) the issuance of Treasury Notes with an 
aggregate value of more than $500 million during 2010. 

74. The authorities have begun tapping the domestic market again to diversify their 
funding sources and hedge against events such as the global financial crisis that brought 
capital flows to a halt at the end of 2008. After having closed the program to issue Treasury 
Notes in 2005, it was reinstated in 2010 with a positive response. This is an important first step 
to revive the development of the domestic debt market. Since early 2010 Crédito Público has 
adhered to a calendar of issuance for T-Bills and T-Notes previously announced to the market. 
No use has been made of non-competitive bids, so the prices in the auctions have been solely 
determined by market forces. The share of domestic borrowing in the debt management 
strategy will depend on the pace of development of the domestic debt market. Dollarization and 
the position of Panama as a recognized international financial center should facilitate relatively 
rapid progress in market development compared to other countries. On the demand side the 
authorities are setting up a primary dealer system to attract the interest from potential investors 
which should generate demand in the primary market for government securities and foster the 
development of secondary market activity.  

Medium-Term Reform Agenda 
 
75. The Government plans to publish an annual debt management strategy and annual 
borrowing plan. These efforts require formalizing the current implicit guidelines in a formal 
document where specific targets for the composition of government borrowing are formulated 
on the basis of a systematic cost-risk analysis. The formal strategy will provide predictability 
and assurance to investors, and improve accountability and transparency in public debt 
management. As such, they are important prerequisites for the development of a debt market 
and for lowering domestic borrowing costs.    

76. The Government is committed to strengthening the necessary institutional 
capacity. An important step is the restructuring of the internal organization of Crédito Público. 
A continuous training program to deal with potential turnover especially in the middle and front 
offices will be designed. Such a program will include projection of debt servicing flows, 
formulation of market scenarios, calculation of costs and risks related to financing strategies, 
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monitoring and reporting of market conditions, planning and execution of debt management 
strategies, and hedging and liability management operations. 

77. The Government is committed to pursuing the development of a domestic market 
that can serve as a buffer in times of lower liquidity in international markets or negative 
perceptions of Panama by international investors. The medium-term objective is to issue 
short and medium-term instruments in the domestic market and longer-term ones (more that 10 
year bonds) in international markets. Crédito Público plans to enhance the connectivity 
between both markets through a carefully designed and comprehensive debt market program 
that puts special emphasis on all aspects related to domestic market liquidity. This will be 
articulated with a strategy in the external debt program that is coherent with the domestic plan 
of building a yield curve for Panamanian Government debt.     

78. The government will start implementing an action plan for the development of the 
domestic market for government securities, focusing on the primary market and the 
changes needed in market infrastructure to attract foreign investors. The authorities are 
already working on an action plan to develop an active domestic debt market including 
increased issuance in the domestic market, primary dealers system, improvements in 
infrastructure and other actions needed to attract foreign investors and improve the connectivity 
between internal and external markets. 

Expected Results 
 
79. Strengthening the institutional capacity of Crédito Público will help manage public 
debt in a more efficient way and facilitate the promotion of market development. The 
institutional capacity of Crédito Público is strengthened by the restructuring along functional 
lines: front, middle and back office. This will contribute to the specialization of the staff 
according to their responsibilities, and foster the analytical and execution functions required for 
designing and implementing public debt management strategies based on cost-risk trade-off. In 
addition, a team of front and middle office professionals would develop an action plan focusing 
on the primary market and the changes needed in market infrastructure to promote the 
development of a more active market for government securities. These functional lines would 
help better define the necessary skills and proper compensation required to properly fill each 
position, achieving a better match with labor market benchmarks and therefore reducing the 
high staff turnover.  

80. Regular issuance of Treasury Notes and an enhanced market infrastructure will 
help establish a more active market for government securities in Panama. The availability 
of a regular supply of government securities will permit the buildup of sizable benchmark 
securities (see paragraph 7) attracting interest from domestic and foreign investors and 
providing the conditions for the development of an active secondary market. The consistency in 
the issuance of government securities is in that respect more important than the trend. Thus, 
Treasury Notes are expected to cover a minimum portion of the annual gross financing needs 
throughout the program period. To facilitate the participation of foreign investors, the regular 
issuance of Treasury Notes would be complemented with a robust market infrastructure 
permitting that the custody, clearing and settlement of the trades be executed in line with 
international practice. 
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Component 4: Expanding and strengthening social transfer programs 
 
Background 
 
81. Since 2005 Panama’s Social Protection System has been substantially improved 
through the introduction of the Red de Oportunidades conditional cash transfer (CCT) 
program. The authorities have strengthened health, nutrition, and education programs, 
particularly in the poorest indigenous areas, created a Secretariat of Social Protection in the 
Ministry of Social Development (MIDES), and established a conditional cash transfer (CCT) 
program (Red de Oportunidades - RdO). 19

 

 The RdO now consists of monthly transfers of B/.50 
to 72,000 poor families in indigenous and poor rural areas. It channels resources to the poorest 
mothers so that their children can go to school and receive basic health and nutrition services. It 
is also linked to supply-side interventions for assuring the provision of health and nutrition 
services in rural and indigenous areas, in coordination with the Ministry of Health (MINSA). 
The targeting accuracy of the RdO has been positively reviewed (IPEA, 2008) and confirms the 
ability of the program to channel resources to the poor in remote geographic areas. 

82. Overall, Panama spends a significant amount of resources on social protection, but 
spending could be better targeted and more effective in reducing poverty and promoting 
investment in human capital. With 2.8 percent of GDP spent on social assistance in 2009, the 
amount of resources allocated to social programs is aligned with the regional average.20 
However, 43 percent of this envelope is used for subsidies on electricity, water, transportation, 
cooking fuel, and mortgage interest rates21, and these subsidies are regressive. 22

 
 

83. In response to the food and fuel crises of 2008 and the global economic crisis of 
2009, the Government of Panama used subsidies, targeted transfers and labor market 
interventions to respond to pressing needs. Social assistance expenditures increased by 6.6 
percent in 2009. On the one hand, the response consisted of introducing additional subsidies on 
electricity, water and cooking fuel. On the other hand, the RdO increased its transfers to eligible 
families from B/.35 to B/.50 per month in July 2008. Further, a new labor insertion program 
(“Mi Primer Empleo”) was introduced and adjustments to the minimum wage made in 
December 2009 by between 19 percent and 32 percent, depending on the activity. Panama’s 
response to the crisis seems to have been appropriate by increasing transfers to the neediest 
families; at the same time, labor insertion, and vocational training programs were significantly 
strengthened. However, resources spent on subsidies overall are substantial and could 
potentially become too costly (in GDP terms) in times of price shock, and endanger other 
expenditures. Efforts to use existing targeting programs (such as direct transfer programs) to 
redistribute and make them more efficient are being contemplated. 
 
                                                 
19 Significant progress was also made with the implementation of the social security reform, increasing further the 
coverage of the system, while placing it on a more financially sustainable path. 
20 Social protection spending for new transfer programs would represent between  0.45 percent to 0.6 percent of 
GDP in 2011. 
21 Marques (2009) 
22 Only 6-7 percent of the first decile benefit from subsidies on electricity and cooking gas; and less than 10 
percent of indigenous households have access to electricity and cooking with gas. Panama Poverty Assessment, 
forthcoming 2011. 
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84. In addition to expanding the coverage and adequacy of targeted social transfer 
programs, it is important to increase their efficiency and effectiveness. With support from 
the World Bank and the IDB, MIDES is progressively upgrading the Red de Oportunidades 
into a full-fledged CCT program. Adequate block-building (accurate targeting, a modern 
management information system, actual verification of co-responsibilities) will ensure a better 
program administration and will eventually yield better outcomes, besides the income transfer 
function. The systemic approach through the integration of instruments, benefitting from 
economies of scale (unique operating platform for instance, including for subsidies) is also 
being investigated through a specific support from the World Bank. 
 
85. The administration has introduced two new transfer programs since mid-2009, 100 
a los 70 and Beca Universal, thereby enriching its social assistance toolkit. In 2009, MIDES 
launched a non-contributory social pension, called 100 a los 70,23 which provides B/.100 for 
individuals aged 70 and older who are not covered by pension programs. In 2010, the Institute 
for Human Resources (IFARHU) was requested to gradually introduce a universal scholarship 
program called Beca Universal which transfers B/.20 per month per child (in all primary and 
secondary public schools, and private schools with an annual low fee), conditioned on 
performance, which will potentially reach 800,000 pupils in 2012. Initial simulations on its 
distributional impact point to substantial progressivity probably explained by larger family size 
and enrolment in public schools among the first deciles of the population.24

 

 This constitutes a 
major step towards smoothing consumption for the elderly on the one hand; and repositioning 
investment in human capital as central to the country’s social policy on the other hand.  

86. Investing in well-designed social programs is key to ensure broad-based growth. 
Panama has traditionally not had significant redistributive programs, which may explain in part 
the persistent problem of poverty in the country despite high growth. The government’s new 
social protection programs offer the opportunity to channel resources to the poor and 
vulnerable and to provide incentives for greater human capital accumulation. 
 
Government Actions 
 
87. The Government has reduced exclusion errors of the Red de Oportunidades 
program. Over the past year, with the introduction of additional benefits specifically 
addressing needs of the elderly poor, and the strengthening of the information collection to 
verify beneficiaries enrolment, the RdO program has been able to slightly reduce the number of 
ineligible households and therefore free up funds to enroll new eligible households - as per the 
proxy means test used for targeting - which could not be covered before. This is an important 
step towards reducing targeting errors, especially exclusion errors of the Red de Oportunidades 
program, and ensures an appropriate expansion of a very progressive scheme. 
 
88. The Government has improved the targeting of the 100 a los 70 program. When it 
was first introduced, the program did not include any poverty eligibility criteria, apparently 
leading to a massive uptake among the urban informal middle class and partners of pensioners 

                                                 
23 The introduction of this program, in the first six months of the Martinelli Administration was part of the metas 
imperdonables (goals to be met with no excuses). 
24 Staff calculations based on Panama 2008 LSMS. 



 

33 
 

with relatively high pension benefits. The recent adoption of a revised legal framework (Law 
86 of 2010) introduced means-testing targeting.25

 

 A preliminary analysis shows that using a 
proxy-means test to determine eligible beneficiaries would make the program considerably 
more progressive (see section VI, Poverty and Social Impact). As per article 6 of the Law, 
eligible beneficiaries are defined as: Panamanian citizens above 70 years old which are in 
condition of vulnerability, marginalization, social risk or poverty, and do not receive a formal 
pension. Articles 8, 9 and 10 give an operational roadmap to improve targeting accuracy such 
as the necessary triangulation of available information on assets and income sources, and the 
use of an objective evaluation of the eligibility requirements. MIDES will receive technical 
assistance from the World Bank in the next months for the design of a proxy-means test and a 
broader assessment tool to implement the revised Law. As stated in article 13, the introduction 
of preventive health co-responsibility has been decided, aiming at promoting better health 
practices among the elderly poor in the country. 

89. The first phase of the roll out of the Beca Universal program has been completed. 
The program’s primary objective is to help families afford the costs associated with schooling 
such as quality inputs. It is expected that the program will help increase enrolment; reduce 
drop-out and repetition rates,26

 

 primarily in public schools which cater mostly to poorer 
students. In the first phase, the program covers 7th to 12th grade students at all public schools in 
the country. The first payment to eligible students was made at the beginning of the school year 
in October 2010. 

Government's medium-term reform agenda 
 
90. The Government is committed towards further improving the targeting of the 100 
a los 70 program. It plans to recertify beneficiaries based on the revised targeting criteria, to 
ensure that all beneficiaries fulfill clear eligibility criteria.  
 
91. The Government will continue rolling out the Beca Universal program to make 
800,000 students in the public system eligible. The government plans to extend the program to 
public schools in two additional phases: Phase 2, to be implemented in the 2011 school year, 
extends the benefits to 4th-12th grades at public schools; Phase 3, to be implemented in the 2012 

                                                 
25 The proxy-means test uses variables such as: quality of the Household (wall, roof, piped water service, among 
others), Household’s assets (refrigerator, television, washing machine, among others), and demographic 
characteristics. 
26 IFARHU Presentation of the Universal Scholarship Program. September 2010. 

Box 9: Prior Actions – Expanding and strengthening social transfer programs  
The Government has taken the following measures to increase the outreach of its key social protection 
programs: 
• Improved the targeting of beneficiaries under its Red de Oportunidades conditional cash transfer 

program by: (a) eliminating ineligible households enrolled in the program; and (b) enrolling 3,000 new 
households, eligible as per the proxy-means test; 

• Improved the operating rules and enhanced the proper targeting of poor and vulnerable beneficiaries 
under its 100 a los 70 cash transfer program, through the enactment of Law 86 of 2010;  

• Established the Beca Universal scholarship program through the enactment of Law 40 of 2010, and 
started implementing said scholarship program in public secondary schools during 2010. 
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school year, would also include grades 1-3. For school year 2013, the Government plans to also 
include students in grades 1 to 12 in those private schools that charge less than $1000 per year 
in tuition. A potential challenge in the effectiveness of the program (which is being discussed 
under the Bank’s social protection project currently under preparation) is that it is currently 
linked to academic achievement, creating risks of grade inflation and less pro-poor impact. 
Linking the transfer to enrolment and attendance, instead of academic achievement would 
potentially reduce the identified risks and improve the coordination with the RdO (aligned 
objectives, implementation capacity) and creating economies of scales with other transfer 
programs for verification of conditions would improve the effectiveness and efficiency of the 
program. The Government also plans to explore alternative payment options for the Beca 
Universal, including a payment card. Currently, most beneficiaries receive a check they can 
cash at the National Bank.   
 
92. There is a strong commitment to reducing poverty and inequality to meet the 
MDGs through efficient social budgeting and investment in human capital. The 
introduction and improvement of targeted transfers with sound objectives will help create 
greater opportunities for all in Panama. The two-pronged approach the Government is pursuing 
is commendable. Enriching the envelope with well-designed, well-operated programs is a 
crucial step towards sound redistribution. Nonetheless, there is still room for making the 
substantial social protection envelope more efficient. Examples from countries in the region 
suggest careful consolidation of programs, once they have proven to be effective and credible. 
One flagship transfer program could indeed have various objectives, and still use the same 
operating platform for instance. The World Bank will continue to support the rationalization 
and integration of instruments to ensure higher returns on investment. 

Expected Results 
 
93. This DPL series, in close coordination with other Bank operations, will support the 
Government’s efforts to pull down the barriers to accumulating human capital and 
productive assets among the poor. Specifically, the measures supported by the DPL series 
will help make the three social protection programs more effective, by (i) covering all eligible 
households under the RdO; (ii) ensuring that all beneficiaries of the 100 a los 70 program 
comply with the new eligibility criteria; and (iii) ensuring that the Beca Universal benefits 
primarily low-income students.  As such, the DPL is a complementary tool to the Bank’s two 
social protection projects,27

94. Support for key transfer programs will help deepen the social safety net. With more 
and better instruments, better resilience to future shocks (targeted programs preferred over 
subsidies), an increase in coverage overall and more adequate benefits, Panama’s social safety 
net will be a pivotal element for sound social policy-making. More analytical work on areas 

 which help the Government improve the RdO, 100 a los 70 and 
Beca Universal programs. The new social protection project will also look more closely into 
the overall system, how the different transfers could be operated more efficiently, how to 
eventually target remaining utility subsidies to the poorest, and how to increase the poverty 
alleviation and human capital outcomes.  

                                                 
27 Social Protection – Support to the Red de Oportunidades Project (P098328) and Social Protection System 
Strengthening Project (P113260; currently under preparation). 
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such as the potential reallocation of resources currently transferred as untargeted subsidies will 
be undertaken to sharpen the sector dialogue with the Government.    
 

VI. LOAN IMPLEMENTATION 

Poverty and Social Impact 

95. The package of reforms supported by the proposed operation is likely to have a 
positive poverty and distributional impact. The tax reforms and the improvements in the 
social protection system are likely to benefit primarily the bottom deciles of the income 
distribution, while the top decile is likely to reduce its consumption slightly. The Gini 
coefficient is expected to decline from 0.48 to 0.43 as a result of the implementation of the 
reform package. 

96. The Beca Universal program appears progressive when all four phases are taken 
into account. Over the course of the four years from 2010 to 2013, consumption for the bottom 
decile is likely to increase by 20 percent and for the second and third deciles by roughly 10 
percent. The transfers will account for roughly 5 percent of the gains to the consumption of the 
fourth decile. For deciles 5 and above, the Beca Universal program will constitute a small 
increase in total consumption.  

Figure 3: Beca Universal as a share of consumption per capita 

 
Source: Staff calculations using the Panama 2008 LSMS 

 

97. However, not all of the phases are equally progressive. For the bottom four deciles, 
the transfers from 2010 to 2012 constitute virtually the entirety of the benefits they will receive 
from the program. For instance, for the bottom decile, the roll-out of 2010 presents 20 percent 
of the total transfers from the program. The proposed roll-out of Beca Universal in 2011 
represents 30 percent of the transfers while the expansion of the program to include public 
school children in grades 1 to 3 will constitute the remaining half of all Beca Universal 
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transfers for the bottom decile. In contrast, the transfers from the 2013 phase, which will 
benefit students in low cost private schools, are entirely concentrated in the top half of the 
consumption distribution. While the transfers constitute a small fraction of this group’s 
consumption (Figure 3) it is the largest component of the Beca Universal program that they 
receive. A benefit incidence analysis reveals similar tendencies. The benefits of the 2013 phase 
of Beca Universal are concentrated largely in the top half of the distribution, although this 
phase is not currently being supported by this operation. Phases 2010 to 2012 are more evenly 
distributed across the first seven deciles of the consumption distribution. It is unclear how the 
budget incidence would change if the performance standard required to receive the Beca 
Universal was also incorporated into these estimates. The current figures are premised on the 
assumption that all children meet this performance standard. 

98. Without a targeting mechanism, transfers from the program 100 a los 70 accrue 
roughly equally to all deciles of the consumption distribution (Figure 4). As a share of their 
pre-transfer per capita consumption however, the transfer is larger for lower deciles than for 
higher ones (Figure 5). For the lowest two deciles, the transfer corresponds to roughly 10 
percent of consumption. For deciles three and four the program accounts for about 5 percent 
more consumption. For higher deciles, the program’s contribution to consumption is minimal. 

Figure 4: Transfers from 100 a los 70 by 
consumption decile 

Figure 5: Share of transfers in total 
consumption by decile 

  
Source: Bank staff calculations Source: Bank staff calculations 

 
99. The benefit incidence analysis reflects the underlying distribution of the 
population of 70 year olds in the country. Eligible 70 year olds are less likely to be present in 
the top deciles of the distribution since they are more likely to receive pensions than those in 
the bottom deciles. Likewise, there are fewer 70 year olds in the bottom deciles than in the top 
deciles.28

 
 Thus the budget incidence is roughly even across the deciles. 

100. Targeting the 100 a los 70 makes the incidence of the program much more 
progressive. Imposing eligibility restrictions (using the predicted probability of being 
extremely poor from the same Proxy Means Test employed in the Red de Oportunidades 
program) shows that the benefit incidence of the program becomes considerably more 
progressive. Excluding those with a probability of being extremely poor of less than 10 percent 
                                                 
28 Note that the household survey is not representative for specific age groups. 
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results in 50 percent of the program’s benefits going to the bottom two deciles of the income 
distribution. Restricting eligibility even further, that is, requiring that beneficiaries exhibit a 
predicted probability of being extremely poor of 20 percent or more, would result in more than 
70 percent of the benefits accruing to the bottom two deciles. Therefore, by simply adopting the 
same targeting methodology already being applied in the RdO program, the 10 a los 70 is likely 
to become considerably more cost effective in reducing poverty at old age. 
 
101. The continued roll-out of Red de Oportunidades (RdO) has virtually no impact on 
the consumption of those above the median. Using the government’s Proxy Means Test 
formula, we simulate the consumption distribution at baseline in 2010, with 72,000 beneficiary 
households, and with the planned expansion to 75,000 households in 2011. There is virtually no 
movement in the average consumption levels of those above the median per capita 
consumption (Figure 6, left panel). Consequently we take a closer look at the consumption 
distribution of those below the median (Figure 6, right panel). The expansion of the program in 
2011 is likely to result in larger increases in consumption per capita at lower deciles reinforcing 
the existing notion that the transfer is highly progressive. 

 

Figure 6: Focusing on the poor – the expansion of Red de Oportunidades 

 
Source: Bank staff calculations 

 
 
102. The Red de Oportunidades is an extremely well targeted program.  Nearly three-
quarters of the program’s beneficiaries are the targeted audience, the extreme poor.  Figure 7 
shows the share of each decile that is indigenous alongside the benefit incidence of the RdO. 
Only about 3 percent of the funds go to the non-poor. While it would be ideal for all the funds 
to go to the extreme poor, the Panama program does very well by international comparisons in 
preventing leakage – and in leaking almost entirely to the moderate poor (Figure 8).  
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Figure 7: Benefit Incidence of CCT Programs 
 

 
Source: Bank staff calculations 

 
Figure 8: Share of CCT transfers allocated by income decile 

 
Source: Bank staff calculations 

 
103. The tax reforms are likely to affect higher income groups more than the poor. 
Figures 9 and 10 below shows the likely drop in consumption per capita by consumption decile 
due to the changes in the VAT and the simplification of the income tax schedule. The grey bars 
show the likely impact of the reforms and the white bars show impact of the ITBMS and 
income tax before the reforms. Figure 9 shows that the VAT reform impacts most deciles and is 
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progressive – higher deciles lose more. The income tax incidence is negligible for almost all 
deciles. The top decile remains the most heavily taxed before and after the reforms. 

Figure 9: Impact of ITBMS Reform by 
Consumption Decile 

Figure 10: Impact of Income Tax Reform by 
Consumption Decile 

  
Source: Staff calculations based on data from the Panama 2008 LSMS. 

 
104. The reforms taken together are likely to be highly progressive (Figure 11). The 
transfers to the bottom decile as a result of all programs together will constitute an increase of 
roughly 40 percent of their baseline consumption (by 2013 since Beca Universal phase-ins are 
considered to occur today). The second and third decile will experience a 30 and 20 percent 
gain respectively. Those in the top decile stand to lose roughly 5 percent of their baseline 
consumption as a result of the reforms – thus reiterating the progressive nature of the package 
of reforms.  

Figure 11: Net impact of reforms on household consumption 

 
Source: Bank staff calculations 

 
105. The Bank will closely monitor the impact of the reforms in case it deviates from 
this analysis. Table 7 summarizes the expected effects of each measure. 
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Table 7: Likely distributional and poverty impact of measures supported by DPL 
Prior Actions Groups likely to be most 

affected 
Likely 

Distributional/Poverty 
Impact* 

1. Close tax loopholes and widen tax base 

• Increase of the ITBMS rate from 5 to 7 percent. All households through an 
increase in living costs - 

• Elimination of ITBMS exemptions for (i) air passenger 
transport, (ii) residential phone calls, and (iii) lubricants. 

Companies (but costs may get 
passed on to consumers) - 

• Taxation of real estate transactions in the Colon Free Zone 
and other existing free zones  

Companies (but costs may get 
passed on to consumers) - 

• Expand the taxation of dividends. Companies (but costs may get 
passed on to consumers) - 

• Elimination of certain personal deductions. Households with income 
above minimum threshold + 

• Modification of calculation of expenditure deductions to take 
into account the proportion of taxable income versus total 
income. 

Companies (but costs may get 
passed on to all consumers) - 

2. Improve tax administration 

• Establish units of tax information sharing and international 
taxation 

Incompliant taxpayers with 
international business + 

• Establish an Administrative Tax Tribunal. Incompliant taxpayers 
= 

3. Improve tax information sharing 

• Signing Double Taxation Conventions with 10 countries and 
an Agreement for Tax Cooperation and Exchange of  
Information Related to Taxes with the United States. 

Companies with international 
operations = 

• Empower Directorate General of Revenue to obtain taxpayer 
information.  

Companies with international 
operations = 

• Require legal entities to obtain the identity of shareholders of 
at least 25 percent of a legal entity. 

Law firms and incompliant 
taxpayer with international 
business 

+ 

4. Consolidate and further develop public procurement practices 

• Implementation of the new e-procurement platform, 
PanamaCompra (version 2.0). 

Government suppliers 
+ 

5. Develop institutional capacity for formulating and executing a medium-term debt management strategy that includes a plan to 
develop the domestic debt market. 

• Reinstate the issuance of Treasury notes in the domestic 
market. 

 
= 

6. Expanding and strengthening social transfer programs 

• Increase the number of beneficiaries of the  Red de 
Oportunidades Program to cover additional eligible 
households, as defined by the proxy-means test. 

Poor Households 
+ 

• Improve the operating rules and enhanced the proper 
targeting of poor and vulnerable beneficiaries under its 100 a 
los 70s program. 

Poor Elderly Households 
+ 

• Roll out the Beca Universal program in public secondary 
schools.  

All Households 
+ 

*+ denotes positive impact; - denotes negative impact; = denotes neutral impact. 
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Environmental Aspects 

106. The policy actions supported by this DPL are not likely to have significant impacts 
on the environment, forests or other natural resources. The widening of the tax base and 
reduction of exemptions and deductions may have a slight positive impact (by increasing the 
cost of passenger air travel, for instance). The procurement, public debt and social protection 
measures are, on the other hand, not expected to have a significant positive or negative impact.  
 
107. The broader government program that these reforms are part of, however, may 
have more significant environmental impacts. Concerns have been raised with respect to the 
potential negative impacts of large scale infrastructure works proposed under the previous and 
current government programs, including dam projects, expansion in mining, and development 
of coastal tourism in environmentally sensitive areas, and the Panama City Metro among 
others. Moreover, the reduction of the corporate income tax could increase the incentives to 
private investments, which would have a negative impact of those investments were directed 
towards polluting industries, or a positive impact if they were directed towards clean 
technology. However, risks are mitigated by the existing legal framework on environmental 
issues, which is considered appropriate. The licensing system is one of the strongest of Central 
America.   
 
108. The Government has undertaken major efforts to establish institutional and 
organizational frameworks for environmental management. Panama has in place an 
environmental management law that provides a sound basis for regulating environmental 
pollution and resource conservation. Moreover, the country has established institutions for 
developing and implementing environmental policies. Key ministries have environmental units 
and the Inter-Institutional Environmental System (SIA) provides a strategic foundation to 
mainstream environmental considerations into sectoral policies.  
 
109. The action of the National Authority for the Environment (ANAM) is still not fully 
effective but the Government is working to improve ANAM’s capacity. The new 
administration at ANAM has been only partially successful in mainstreaming environmental 
policies and priorities and coordinating environmental tools, budgets, and resources across 
sectors. To improve ANAM’s capacity, new staff has been added to both the central and 
regional offices to strengthen the enforcement capacity of the National Authority. In addition, a 
budgetary increase has been granted to ANAM to operate and maintain protected areas. 

Consultation and Participation 

110. The operation supports the Government’s Strategic Plan, which has been 
consulted with country stakeholders. Since the 2009 presidential election the Panamanian 
society continues to being consulted and shows broad support to the policy platform under 
implementation by the current administration. The consultations conducted for the CPS stressed 
issues contained in this DPL, particularly: (i) the importance of promoting inclusive broad-
based economic growth; and (ii) the need to strengthen human capital. 

111. The Government has begun to carry out broader consultations on its reform 
program with non-governmental actors. The challenge is to balance its commitment to 
deliver its ambitious development program with the need to develop a broad consensus in the 
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country on the legal changes required to meet those commitments in a timely manner. In 
response to concerns voiced by civil society organizations, the administration has opened a 
broad National Dialogue (Concertación Nacional para el Desarrollo, CND) about new 
legislation to provide the opportunity to amend it. The CND’s National Plan was agreed by the 
previous and current administrations, political parties and a broad range of civil society 
representatives and generated 484 national goals to be met at the latest by 2024. By law, CND 
should meet at least twice a year and the technical/ administrative and evaluation/follow-up 
units should meet on a monthly basis in order to advance towards the accomplishment of 
CND’s goals.29

112. The design of the procurement reform benefitted from wide consultations with the 
private sector and civil society. In 2009, the Government issued a strategic plan for a 
structural reform and modernization of the procurement system (Strategic Procurement Plan of 
Panama). The plan was developed on the basis of broad consultations with public sector 
agencies, private sector and civil society. During the last two years, the Government has kept 
alive the dialogue with the private sector through frequent consultations with the various 
industry associations. The MEF has also conducted a number of presentations on its tax 
reforms to civil society and the private sector. 

  

113. Social sector programs are the result of a process of consultation with civil society. 
As a part of the CND, MIDES and IFARHU have been consulting with civil society 
organizations specialized in advocating the rights of the most vulnerable groups (elderly 
people, children and indigenous population). These consultations have been pivotal in the 
design part of all social protection programs and will continuous to be crucial in the future to 
improve the effectiveness of the Government interventions in the social sector. 

114. The Bank will continue to stress, in the context of the DPL policy dialogue, the 
importance of further strengthening consultations with civil society through the CND, 
and of involving stakeholders in the monitoring and evaluation of government programs, 
including those supported by the DPL series. 

Implementation, Monitoring, and Evaluation 

115. The Ministry of Economy and Finance (MEF) is responsible for the 
implementation of the DPL operation as well as for coordinating the actions among the 
concerned agencies, including the Ministry of Social Development (MIDES), and the Ministry 
of Health (MINSA). Together with MEF and the National Institute of Statistics (INE), these 
institutions collect the necessary data for the identified monitoring indicators.  The MEF and 
the Bank have agreed to monitor the progress in the program supported by the programmatic 
series. 

                                                 
29 At present, CND is working on a comparative matrix between the government’s plan, CND’s goals and the 
Millennium Development Goals. From March onwards the Government will start to monitor and evaluate the 
fulfillment of CND’s recommendations. 
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Fiduciary Aspects 

116. In general, Panama’s public financial management and public procurement 
systems are adequate for this operation.  The Bank recently prepared a CFAA/CPAR to 
document the current state of public financial management in the country, including the actions 
taken by the current administration to further increase transparency.  While challenges remain, 
the Government is moving ahead to further strengthen its public fiduciary control framework.  
Public financial management processes have been supported by the Bank through both of the 
previous DPL operations. These operations have included actions to improve management and 
control of government transactions, particularly payments, through the launch and 
implementation of document tracking and management systems.  

Disbursements  

117. The Bank would make the single loan disbursement to the MEF’s Treasury Single 
Account. Since this account centralizes government revenues for financing of government 
spending, upon its deposit the DPL disbursement will become available to finance budgeted 
expenditures. The account is denominated in US dollars, which has legal tender in the country, 
and is held in the National Bank of Panama (BNP), the financial agent of government. Based 
on the review of external audit reports and the experience with special designated accounts for 
investment lending, nothing came to the attention of the Bank that would indicate that the 
banking control environment into which the loan proceeds will flow is other than adequate. 
Upon the Bank’s request, the MEF would provide the Bank with a written confirmation of the 
described transaction. No additional fiduciary arrangements (e.g., dedicated accounts subject to 
audit) are deemed necessary for this DPL. 

Risks and Risk Mitigation 

118. The DPL is subject to three main risks: economic, institutional, and political. 

119. On the economic front, the main risk derives from the potential impact of higher 
food, oil, and more generally commodity prices. Panama is a net importer of commodities 
and therefore higher than anticipated price increases may result, as discussed above, in lower 
growth, higher inflation, a deterioration of the external balance, and a tighter fiscal situation. 
The Bank and the Fund are maintaining an on-going dialogue with the Government on 
macroeconomic policy issues, which will help detect early potential threats to Panama. Fiscal 
risks are also mitigated by the SFRL: if an economic slowdown or other external factors causes 
tax revenue to be lower than projected, the government will restrain expenditures in order to 
meet the fiscal deficit established by the SFRL.  
 
120. On the institutional side, the main risk is related to the ability of the Government 
institutions to implement some of the reforms. Despite rapid economic growth, Panama’s 
public institutions have lagged behind and are becoming itself a constraint to future growth. 
Panama’s public sector institutions, financial management, and procurement systems need to 
improve to monitor and evaluate public investment and spending to better support a more 
developed and rapidly growing economy. The Bank has several investment projects through 
which is supporting institutional reforms, which help mitigate this risk. 
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121. On the political side, the main risk is related to the possibility of weaknesses in 
consultations on future policy reforms with the civil society. In response to concerns voiced 
by civil society organizations, the administration has opened a broad National Dialogue about 
new legislation to provide nongovernmental actors the opportunity to propose amendments. 
The Bank will continue to stress the importance of further strengthening the CND to ensure that 
stakeholder concerns are adequately addressed. 
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Annex 2: Policy Matrix 
Objective Key Issues Prior Actions for Board 

Approval First Programmatic 
Loan 

Intermediate Outcome 
Indicator 

(March 2012) 

Triggers for Second 
Programmatic Loan 

Indicative 
Triggers for 

Third 
Programmatic 

Loan 

Indicative 
Triggers for 

Fourth 
Programmatic 

Loan 

Indicative Medium-
Term Outcome 

Indicators 

I. Tax Reform 
1.  Mobilize 
tax revenue 
through tax 
policy and 
administration 
reforms 

The current tax system 
has a number of 
important loopholes that 
reduce the 
Government’s ability to 
mobilize revenues. 
 
The tax administration 
has weaknesses in 
collection, enforcement 
and taxpayer services.  

The Government has widened its 
tax base and reduced tax 
exemptions by enacting Law 8 of 
2010, which: 
(i) increases the ITBMS rate from 
5 to 7 percent;  
(ii) eliminates IBTMS exemptions 
for : (a) air passenger transport; 
(b) residential phone calls; and (c) 
lubricants; 
(iii) taxes real estate transactions 
in the Colon Free Zone and other 
existing free zones (including in 
free zones created in the future by 
the Government);  
(iv) expands the taxation of 
dividends, including for 
companies located in the Colon 
Free Zone and other existing free 
zones (including in free zones 
created in the future by the 
Government); 
(v)  eliminates certain personal 
deductions; and 
(vi) modifies the calculation of 
expenditure deductions, to take 
into account the proportion of 
taxable income versus total 
income (including tax exempt 
income and income from foreign 
sources). 
 

Status: Completed 
 

The Government has 
implemented the following 
measures to improve the 
performance of its tax 
administration: 
(i) the establishment of an 
Administrative Tax Tribunal, as 

Central Government tax 
revenue as share of 
GDP increases to 12.8 
percent in 2011 
(baseline: 2009 = 11.0 
percent). 
 
Number of cases 
resolved by the 
Administrative Tax 
Tribunal (baseline: 
2009 = 0; target: 2011 = 
36) 
 
 
 
 

The Tax 
Administration unit 
has advanced in the 
implementation of 
the modernization 
plan; in particular, 
the Large Taxpayer 
Unit (LTU) has been 
established and is 
operational. 
 
An analysis of tax 
expenditures has 
been incorporated in 
the national budget. 
 
 
 
 
 
 
 
 
 
 
 
 

The LTU’s 
coverage has 
been expanded 
to cover at least 
60 percent of 
total tax 
revenues. 
 
The LTU’s 
controls and 
automatic 
detection of 
non-compliant 
taxpayers have 
been 
strengthened. 
 
 
. 
 

The unit of 
international 
taxation has 
begun analyzing 
transfer pricing 
declarations and 
has carried out 
the related audits. 
 
The Government 
has undertaken an 
evaluation of the 
effectiveness of 
the 
Administrative 
Tax Tribunal. 

Central Government 
tax revenue as share of 
GDP increases to 13.1 
percent in 2013 
(baseline: 2009 = 11.0 
percent). 
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Objective Key Issues Prior Actions for Board 
Approval First Programmatic 

Loan 

Intermediate Outcome 
Indicator 

(March 2012) 

Triggers for Second 
Programmatic Loan 

Indicative 
Triggers for 

Third 
Programmatic 

Loan 

Indicative 
Triggers for 

Fourth 
Programmatic 

Loan 

Indicative Medium-
Term Outcome 

Indicators 

evidenced by: (a) Law 8 of 2010 
which creates the Tribunal, and 
(b) the appointment of the 
Magistrates for the Tribunal; and 
(ii) the creation of a unit of tax 
information sharing and a unit of 
international taxation within the 
DGI. 
Status: Completed 

2.  Improve 
tax 
information 
sharing 

Panama is included in 
the Global Forum’s list 
of countries that do not 
meet the standard on 
transparency for sharing 
and exchanging 
information for tax 
purposes. 
 
 
 

The Government  has taken steps 
to implement some of the 
recommendations of the Global 
Forum’s Peer Review-Phase I,  as 
evidenced by: 
(i) the signing of Double Taxation 
Conventions with 10 countries; 
(ii) the signing of the Agreement 
for Tax Cooperation and 
Exchange of Information Related 
to Taxes with the United States of 
America;  
(iii)  the enactment of Law 33 of  
2010, which empowers the DGI 
to obtain information for the 
purposes of complying with any 
international agreement that 
provides for the exchange of 
information in tax matters, 
regardless of the relevance of the 
information for domestic tax 
purposes; and 
(iv)  the enactment of Law 2 of 
2011, which requires resident 
agents to apply measures to 
“Know Your Client” including, in 
the case of legal entities, to obtain 
the identity of individuals who 
own, directly or indirectly, at least 
25 percent of a legal entity’s 
capital. 

Status: Completed 

Tax information shared 
with two countries 
(baseline: 2009 = 0; 
target: 2011 = 2) 
 
 

Panama has 
implemented the 
measures introduced 
by Law 2 of 2011, 
which requires 
resident agents to 
apply measures to 
“Know Your Client” 
including, inter alia, 
in the case of legal 
entities, obtain the 
identity of 
shareholders of at 
least 25 percent of a 
legal entity. 

Panama has 
approved the 
remaining 
changes to its 
legal framework 
to comply with 
the Global 
Forum standards 
of Phase 1 of the 
Peer process. 

Panama has 
implemented the 
remaining 
reforms to 
comply with the 
Global Forum 
standards of 
Phase 2 of the 
Peer process. 

Panama meets the 
Global Forum’s 
standards of 
transparency and 
exchange of tax 
information and 
complies with both 
phases of its Peer 
process. 
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Objective Key Issues Prior Actions for Board 
Approval First Programmatic 

Loan 

Intermediate Outcome 
Indicator 

(March 2012) 

Triggers for Second 
Programmatic Loan 

Indicative 
Triggers for 

Third 
Programmatic 

Loan 

Indicative 
Triggers for 

Fourth 
Programmatic 

Loan 

Indicative Medium-
Term Outcome 

Indicators 

II. Strengthening Procurement Practices and Transparency 
3. Consolidate 
and further 
develop of 
public 
procurement 
practices 

The Government needs 
to increase 
transparency, efficiency 
and compliance with 
principles, policies and 
procedures, in the 
procurement system. 

The Government has taken steps 
to improve the efficiency and 
transparency of its national 
procurement system, as evidenced 
by the implementation of  a new 
e-procurement platform, 
PanamaCompra (version 2.0), 
including the core system for 
publication and receipt of bidding 
offers, which is currently being 
used by the Central Government. 
 
Status: Completed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The number of items (of 
goods commonly 
purchased by 
government agencies) 
covered by framework 
agreements has 
increased by at least 90 
percent (baseline: 2009 
= 2,452; target: 2011 = 
4,756) 
 
 
 
 

A new platform 
module for 
framework 
agreements is 
implemented and 
used by all central 
government agencies.  
 
 

Standard 
contracts are 
used by all 
government 
agencies. 

PanamaCompra 
has been 
integrated with 
the public 
financial 
management 
information 
system. 

More efficient and 
transparent public 
procurement system. 
Increase in the 
number of 
framework 
agreements in place 
as well as number of 
items available 
(baseline: 2009 = 
2,452 items; target: 
2013 = 6,000). 
All central 
government 
transactional 
procurement 
activities undertaken 
through the 
government’s e-
procurement 
platform 
PanamaCompra 
(baseline: 2009 = 0 
percent; target: 2013 
= 100 percent). 
Reduction in time 
and transaction costs 
for the purchase of 
common use goods 
through the use of 
framework 
agreements 
(baseline 2009= 3-5 
days; target 2013= 
2-4 days). 
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Objective Key Issues Prior Actions for Board 
Approval First Programmatic 

Loan 

Intermediate Outcome 
Indicator 

(March 2012) 

Triggers for Second 
Programmatic Loan 

Indicative 
Triggers for 

Third 
Programmatic 

Loan 

Indicative 
Triggers for 

Fourth 
Programmatic 

Loan 

Indicative Medium-
Term Outcome 

Indicators 

III. Strengthen Debt Management 
4.  Develop 
institutional 
capacity for 
formulating 
and executing 
a medium-
term debt 
management 
strategy that 
includes a 
plan to 
develop the 
domestic debt 
market. 
 
 

The Public Credit Unit 
needs to enhance the 
cost-risk analysis 
function and the Middle 
Office’s capacity to 
design a medium term 
debt management 
strategy. 
 
Recently constituted 
Front Office lacks 
analytical capacity and 
procedures to execute 
liability management 
operations in a safe and 
efficient manner. 
 
The government lacks   
a plan to promote the 
development of the 
domestic market for 
government securities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The Government has started to 
design a medium-term debt 
management strategy which 
includes the development of its 
domestic public debt market, as 
evidenced by:  (a) Cabinet Decree 
No. 4 of January 26, 2010 which 
authorizes the issuance up to $600 
million in Treasury Notes; and (b) 
the issuance of Treasury Notes 
with an aggregate value of more 
than $500 million during 2010. 

 
Status: Completed. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Bonds placed in the 
domestic market 
increase as a share of 
financing needs 
(baseline: 2009: = 0 
percent; target 2011= at 
least 10 percent). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Approval of the 
organizational 
structure and 
responsibilities of 
Credito Público by a 
resolution of the 
Ministry of Finance. 

Publication of 
an annual public 
debt 
management 
strategy and the 
annual 
borrowing plan. 

Publication of a 
revised annual 
public debt 
management 
strategy, which 
establishes target 
ranges for 
selected risk 
indicators of 
financial risk. 

Maintain a continuous 
presence in the 
primary market 
through the supply of 
Treasury Notes at 
levels consistent with 
creating and 
maintaining 
benchmark securities. 
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Objective Key Issues Prior Actions for Board 
Approval First Programmatic 

Loan 

Intermediate Outcome 
Indicator 

(March 2012) 

Triggers for Second 
Programmatic Loan 

Indicative 
Triggers for 

Third 
Programmatic 

Loan 

Indicative 
Triggers for 

Fourth 
Programmatic 

Loan 

Indicative Medium-
Term Outcome 

Indicators 

IV.  Expanding and strengthening social transfer programs 
5.  Expanding 
and 
strengthening 
social transfer 
programs 
 

The Red de 
Oportunidades CCT 
program is an effective 
program which could 
benefit from better 
beneficiary outreach 
and transitioning into 
full-fledged conditional 
cash transfer program. 
 
The new Administration 
has launched two 
additional transfer 
programs: (i) a non 
contributory pension 
program, 100 a los 70; 
and (ii) a universal 
scholarship program 
Beca Universal.  
 
Critical support is 
needed to: (i) undertake 
adequate parametric 
changes in each transfer 
program; and (ii) 
rationalize and 
strengthen the social 
protection system as a 
whole. The World Bank 
will be supported both 
areas through a specific 
investment operation. 

The Government has taken the 
following measures to increase 
the outreach of its key social 
protection programs: 
 

• Improved the targeting of 
beneficiaries under its Red de 
Oportunidades conditional cash 
transfer program by: (a) 
eliminating ineligible households 
enrolled in the program; and (b) 
enrolling 3,000 new households, 
eligible as per the proxy-means 
test; 

 
• Improved the operating rules and 

enhanced the proper targeting of 
poor and vulnerable beneficiaries 
under its 100 a los 70 cash 
transfer program, through the 
enactment of Law 86 of 2010;  

 

 
 
 
 
 

• Established the Beca Universal 
scholarship program through the 
enactment of Law 40 of 2010, 
and started implementing said 
scholarship program in public 
secondary schools during 2010. 

 

Status: Completed 
 

 
 

• The number of 
households covered by 
the Red de 
Oportunidades CCT 
program increases by 5 
percent (baseline: 2010 
= 72,000 households; 
target: 2011 = 75,260 
households). 
 

• Percentage of 
beneficiaries of 100 a 
los 70 for whom 
compliance with health 
co-responsibility 
determines payment 
(baseline: 2010 = 0; 
target: 2011 = 10) 

 

 
 
 

• The Beca Universal 
scholarship program 
covers all eligible 
children in grades 7-12 
in public schools 
(baseline: 2010 = 
291,000 children; 
target: 2011 = 466,000 
children). 

 

 
 
 
 
 
 
 
 
 
 
 
 

• The Government has 
recertified 
beneficiaries of the 
100 a los 70 
according to the 
revised targeting 
criteria. (baseline 
2010 = 0 percent; 
target 2011 = 30 
percent) 

 
• The Government has 

rolled out the Beca 
Universal program 
from 4th to 12th 
grade for public 
schools in the entire 
country. 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

• The 
Government 
has rolled out 
the Beca 
Universal 
program from 
1st to 12th grade 
for public 
schools in the 
entire country. 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

• The Government 
explores 
additional 
payment options 
for the Beca 
Universal.  

The Red de 
Oportunidades CCT 
program covers all 
eligible households (as 
per the proxy-means 
test) (baseline 2010 = 
72,000 households; 
target 2013= 80,000 
households). 
 
Percentage of 
beneficiaries 
recertified in 100 a los 
70 (i.e. eligible 
according to the 
revised targeting 
criteria) (baseline 2010 
= 0; target 2011 = 100) 
 
Percentage of 
beneficiaries of 100 a 
los 70 for whom 
compliance with 
health co-
responsibility 
determines payment 
(baseline: 2010 = 0; 
target: 2011 = 80) 
 
Percentage of children 
from the poorest 
quintile who receive 
Beca Universal 
(baseline: n/a; target: 
2013 = 80 percent) 
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Annex 3: IMF Statement on the Macroeconomic Situation 

Panama – Assessment Letter to the World Bank 
March 9, 2011 

This letter updates the assessment of the IMF Executive Board at the time of the 2010 Article IV 
consultation (see the Public Information Notice of October 15, 2010, available at 
http://www.imf.org/external/pubs/cat/longres.aspx?sk=24276.0). The 2011 Article IV consultation 
mission is tentatively scheduled for November 2011. 

1.      Economic growth rebounded strongly in 2010 and the outlook for 2011 is favorable, 
though inflation may remain above historical average. Real GDP growth in 2010 reached 7.5 
percent, driven by strong private consumption and the Canal expansion, and is expected to 
remain at above 7 percent in 2011. At end-2010, inflation was close to 5 percent (y/y), owing to 
higher commodity import prices and the VAT increase, and is expected to be around 4 percent in 
2011. The external current account deficit is estimated to have reached about 11 percent of GDP 
(from near balance in 2009) and is projected to remain at that level in 2011, though it is fully 
financed by large capital inflows, primarily FDI.  

2.      Preliminary data suggest that the overall fiscal deficit in 2010 rose to 1.9 percent of 
GDP, in line with the budget target and limits set out in the Social and Fiscal Responsibility Law 
(SFRL). Tax revenues increased by about 0.6 percent of GDP as a result of the tax reforms of 
2009-10, but spending was also stepped up, especially public investment. For 2011, the original 
budget for 2011 was consistent with an end-year deficit of 1.5 percent of GDP, but a fiscal 
deficit as high as 3 percent of GDP is allowed under the SFRL as the December 2010 floods 
triggered an exception clause in the SFRL. A deficit of this size would not jeopardize fiscal 
sustainability. At end-2010, total public debt stood at 42.3 percent of GDP.   
 
3.      Panama’s banking system showed strong resilience during the global financial crisis 
due to prudent policies and strong supervision. As of end-2010, financial soundness indicators 
remained robust, with a very low and stable NPL ratio. Banking system liquidity remained high, 
and bank credit and deposits showed solid growth. A first-time FSAP mission, planned for 
September 2011, will provide an opportunity to provide recommendations for strengthening the 
financial system and improve its efficiency.  

 

4.      Medium-term economic prospects are bolstered by the ongoing Canal expansion. 
Panama is expected to remain one of the fastest-growing countries in the region. The main 
downside risk revolves around the pace of implementation of the ambitious public investment 
program, including on projects aimed at maintaining social cohesion. The low unemployment 
and little excess capacity call for a quicker path of fiscal consolidation, in order to avoid 
overheating, build buffers, and bolster the credibility of the fiscal framework. In particular, it 
would be prudent not to use all the additional space provided under the SFRL’s emergency 
clause. 

http://www.imf.org/external/pubs/cat/longres.aspx?sk=24276.0�
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Population (millions) 3.5 Percent of population below 
Population growth rate (percent a year) 1.6 poverty line (2008) 32.4
Life expectancy at birth (years) 75.4 Adult literacy rate (in percent) 91.9
Unemployment 4.7 GDP per capita (USD) 7,858.1

Prel. Est. Proj.
3/7/2011 10:00 2006 2007 2008 2009 2010 2011

Production and prices
Real GDP (1996 prices) 8.5 12.1 10.1 3.2 7.5 7.8
Consumer price index (average) 2.5 4.2 8.8 2.4 3.5 4.5
Consumer price index (end of year) 2.2 6.4 6.8 1.9 4.9 3.8

Domestic demand (at constant prices)
Public consumption 3.1 4.1 2.6 2.5 2.0 11.5
Private consumption 4.4 0.9 5.7 2.7 18.0 4.5
Public investment 17.2 43.2 58.3 17.2 52.5 11.0
Private investment 12.6 37.7 14.2 -15.3 -5.1 16.9

Financial sector
Private sector credit 12.9 18.2 14.6 1.3 13.3 15.1
Broad money 21.5 15.9 18.5 9.4 12.8 16.0

External trade 1/
Merchandise exports 14.3 11.7 5.2 -27.1 9.4 14.9
Merchandise imports 18.2 40.7 18.9 -15.2 36.3 15.7

Saving-investment balance
Gross domestic investment 19.5 24.1 27.4 24.8 26.7 28.2
Gross national saving 16.3 16.9 15.8 24.8 15.1 16.4

Public finances
Revenue and grants 26.8 29.7 29.2 27.5 27.7 29.0
Expenditure 25.6 25.0 26.7 28.0 32.1 32.8

o/w  Capital 4.3 5.6 8.2 9.2 13.4 13.9
Overall balance 1.2 4.8 2.5 -0.4 -4.4 -3.8
Overall balance, excluding ACP 2/ 0.5 3.4 0.4 -1.0 -1.9 -1.5

External sector
Current account -3.1 -7.2 -11.6 0.0 -11.6 -11.8
Net exports from Colon Free Zone 3.4 2.3 0.0 8.3 2.2 2.2
Foreign direct investment 14.6 9.6 10.4 7.2 7.9 8.1

Total public debt 52.6 45.6 38.8 40.3 42.3 39.8
o/w  External debt 40.5 37.4 32.7 36.9 37.9 35.2

Memorandum items:
GDP (in millions of US$) 17,137 19,794 23,184 24,619 26,717 29,812

Sources: Comptroller General; World Bank Developments Indicators, and Fund staff estimates
1/ Excludes the Colon Free Zone.
2/ Panama Canal Authority (ACP).

Table. Panama: Selected Economic and Social Indicators

(percent change)

(percent of GDP)



 

13 
 

Annex 4: Panama Debt Sustainability Analysis 

 
1. The debt sustainability analysis presented in this annex is based on the macroeconomic 
framework summarized in Table 1 of the main document. The analysis uses both a deterministic 
model and stochastic simulations. The analysis applies two different concepts of public debt: (1) 
Non Financial Public Sector (NFPS) debt, excluding the accounts of the Panama Canal Authority 
(PCA); (2) NFPS debt including debts of the PCA.30

2. The economy has recovered from the global crisis with a solid growth rate of 7.5 percent 
in 2010 (up from a 3.2 growth rate in 2009). Economic growth is projected to remain strong, 
averaging 7 percent on an annual basis in 2011-2016. In the baseline scenario, the fiscal deficit 
of the NFPS, excluding the PCA will remain below 1.5 percent of GDP during the projection 
period. CPI inflation will average 3.1 percent. 

 Both definitions define debt on a net basis 
by excluding public debt instruments held by the Fiduciary Fund and the Institute of Social 
Security (CSS) from gross public debt. 

3. Table 1 presents the evolution of the stock of the NFPS debt from 2005 to 2009 providing 
a breakdown by creditor for the stock of debt. Panama’s public debt is mainly external (93 
percent of total debt). Domestic debt corresponds to about 7 percent of the total debt. 

 
Table 1: Panama: Composition of NFPS Debt, 2005-2009 

(In US$ Million)

 
Source: Ministry of Economy and Finance 
Note. This table shows gross public debt figures, including public debt held by NFPS institutions. 
 
4. Panama’s public debt is projected to stay on a sustainable path over the period 
2011-2016.  Under the baseline scenario excluding the PCA, the public-debt-to-GDP ratio will 
gradually decline from an estimated 39.5 percent in 2010 to about 23.3 percent by 2016.  

5. Although the debt outlook under the baseline scenario looks fairly stable, there are 
still some potential economic risks that could arise in the medium term. To examine the 

                                                 
30 The Panama Canal Authority is an autonomous agency with fiscal accounts separate from that of the Non-
Financial Public Sector. PCA debt is not explicitly guaranteed by the sovereign. 

Domestic 2,651.64 2,664.33 2,195.04 1,960.11 822.18

o/w Private sources 1,263.54 1,312.50 995.21 827.60 519.35
o/w Public sources 1,388.09 1,351.83 1,199.83 1,132.51 302.83

External 7,579.70 7,788.33 8,275.59 8,477.29 10,150.15

o/w Multilateral 1,136.11 1,183.01 1,235.37 1,349.85 1,638.08
o/w Bilateral 259.19 237.20 223.96 210.26 222.74
o/w Private 79.61 8.34 6.49 169.63 218.78
o/w Bonds 6,104.79 6,359.78 6,809.78 6,747.55 8,070.55

Total NFPS debt 10,231.34 10,452.66 10,470.63 10,437.40 10,972.33

200920082006 20072005
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potential implication of these risks, Table 2 present projected debt dynamics for the Non-
Financial Public Sector (excluding PCA) under more pessimistic alternative scenarios: 

• Under higher average real interest rates for public debt over 2011-2012 (scenario B1), 
projected debt indicators for 2012 would be 1.8 percentage points higher than under the 
baseline scenario. 

• Under a pessimistic growth scenario (2 standard deviation contraction over 2011-2012) 
compared to the baseline (about 7 percent over 2011-2016)-Scenario B2- the public debt-
to-GDP ratio would be 5.3 percentage point higher than under the baseline scenario in 
2016. 

• Assuming a looser fiscal policy-scenario B3- with an average primary deficit of 2.6 
percent of GDP over 2011-2012 instead of the assumed primary surplus of 1.3 percent of 
GDP under the baseline scenario, the public debt-to-GDP ratio would be 3.8 percentage 
points higher than under the baseline scenario in 2016. 

• Under a scenario of contemporaneous shocks in which GDP growth, the primary balance 
and real interest rates are affected- scenario B 4- the public debt-to-GDP would reach 27 
percent in 2016 or 3.7 percentage points higher than in the baseline scenario. 

 
Table 2: Panama Debt Sustainability Analysis, excluding PCA (Alternative Scenarios) 

  2010 2011 2012 2013 2014 2015 2016 

Baseline 39.5 36.9 34.4 31.5 28.7 25.8 23.3 

A1. Key variables are at their historical 
averages in 2011-16 39.5 36.9 34.7 32.3 30.1 27.6 25.2 

A2. No policy change (constant primary 
balance) in 2011-16 39.5 37.4 34.9 32.0 29.2 26.4 23.9 
B1. Real interest rate is at historical average 
plus two standard deviations in 2011 and 
2012  39.5 37.7 36.2 33.3 30.5 27.7 25.1 
B2. Real GDP growth is at historical average 
minus two standard deviations in 2011 and 
2012  39.5 39.5 39.6 36.8 34.0 31.1 28.6 
B3. Primary balance is at historical average 
minus two standard deviations in 2011 and 
2012 39.5 40.6 38.2 35.3 32.6 29.7 27.1 

B4. Combination of 1-3 using one standard 
deviation shocks 39.5 39.4 38.0 35.2 32.4 29.6 27.0 
B5. 10 percent of GDP increase in other debt-
creating flows in 2011 39.5 36.9 34.4 31.5 28.7 25.9 23.4 
Most Extreme Test (B2) 39.5 39.5 39.6 36.8 34.0 31.1 28.6 
Source: Staff estimations 

 
6. The second part of the analysis incorporates the accounts of the Panama Canal Authority 
and the canal expansion borrowing schedule for the period 2011-2016. The PCA is an 
autonomous entity which has fiscal accounts separate from the rest of the Panamanian public 
sector. Nonetheless, the PCA has close ties to the public sector, and has contributed to the annual 
revenues of the NFPS by an average of 3.3 percent of GDP during 2005-2009. Due to the 
expansion of the Panama Canal, PCA debt will increase noticeably over the next few years. 
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7. The debt sustainability analysis for the NFPS, including the PCA (Table 3), indicates than 
an average 1.3 percent of GDP primary surpluses during the 2011-2016 period would lead the 
debt-to-GDP ratio to gradually decline to 25 percent of GDP in 2016. This figure is 1.7 
percentage points of GDP higher than the NFPS debt excluding the PCA. Under a relatively 
comprehensive scenario, which assumes a combined shock on the growth rate, interest rate and 
primary balance, the public debt-to-GDP ratio would remain at 39.2 percent in the 2011-2012 
period. However, it is noteworthy, that the projected debt-to-GDP ratio declines towards the end 
of the projection period under all other stress tests. 

 
Table 3: Panama Debt Sustainability Analysis, including PCA 

  2010 2011 2012 2013 2014 2015 2016 

Baseline 39.5 37.7 36.4 35.1 33.1 28.9 25.0 

A1. Key variables are at their 
historical averages in 2011-16 39.5 37.7 36.8 35.9 34.6 30.8 27.1 

A2. No policy change (constant 
primary balance) in 2011-16 0.0 38.1 36.9 35.5 33.6 29.4 25.5 

B1. Real interest rate is at historical 
average plus two standard deviations 
in 2011 and 2012  39.5 38.5 38.3 36.9 35.0 30.8 26.9 

B2. Real GDP growth is at historical 
average minus two standard deviations 
in 2011 and 2012  39.5 40.3 41.7 40.4 38.5 34.3 30.3 

B3. Primary balance is at historical 
average minus two standard deviations 
in 2011 and 2012 39.5 40.9 39.7 38.3 36.5 32.2 28.3 

B4. Combination of 1-3 using one 
standard deviation shocks 39.5 39.2 39.2 37.8 35.9 31.7 27.8 

B5. 10 percent of GDP increase in 
other debt-creating flows in 2011 39.5 37.7 36.4 35.1 33.2 29.0 25.1 

Most Extreme Test (B2) 39.5 40.3 41.7 40.4 38.5 34.3 30.3 
Source: Staff estimations 

8. Stochastic simulations assign a low probability to a sharp increase in the debt ratio.  
Stochastic simulations produce confidence intervals for the public debt ratios corresponding to 
varying degrees of uncertainty for four key macroeconomic variables: (a) domestic interest rates, 
(b) the growth rate, (c) the exchange rate, and (d) the foreign interest rate.  Assuming an average 
1.3 percentage point of GDP primary balance including PCA and (1.7 percentage points of GDP 
primary surplus excluding PCA) in the period 2010-2016, there is a 97.5 percent probability that 
the public debt-to-GDP ratio will remain between 16.5 (15.9) and 31.7 (30.6) percent by end-
2016 (Figure 1).   
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Figure 1: Stochastic simulations of public debt-to-GDP ratio 
 
Including PCA Excluding PCA 

  
Source: Staff estimations Source: Staff estimations 

Fiscal Sustainability Framework (FS) 

9. The level of public debt is said to be sustainable whenever it does not exceed the present 
value of future primary surpluses. In simple terms, an upward trend in public debt to GNP ratio 
is regarded as a signal of unsustainability. The deterministic models of FS are based on some 
accounting identities.  The first step of the analysis is to produce a baseline scenario projection 
for public debt-to-GNP ratio based on some specific macroeconomic and fiscal policy forecasts. 
The next step is to conduct stress tests in order to determine the bounds of debt ratio under less 
favorable assumptions. A declining trend in debt ratio is deemed favorable for sustainability, but 
judgment critically depends on the soundness of the underlying forecasts of the key 
macroeconomic variables.  Although the analysis is practical and the interpretation of its results 
is quite straightforward, the framework has many shortcomings.  The main drawback is the 
ignorance of the interaction among the variables; a shock to a specific variable is assumed to 
have no repercussions on other key variables. This apparently implies that the final impact of a 
shock on the debt ratio could be underestimated.  

10. A more recent approach to fiscal sustainability is utilizing a stochastic simulation tool.31

 

 
This framework takes the interactions among key variables into account, contrary to the 
deterministic approach. The common practice is to estimate a VAR model in order to obtain the 
correlation matrix of the key macroeconomic variables that are assumed to have an impact on 
debt ratio. The next step is to use these correlations to carry out Monte Carlo simulations with an 
aim to generating large sample of bound tests.  As a result, frequency distributions of the debt 
ratio can be derived for each year of projection, which provides a probabilistic assessment of 
debt sustainability.  The aim of the analysis is not to determine the path of the public debt ratio 
but to produce “fan charts” that display confidence bands for varying degrees of uncertainty 
around a median projection. More simply, the analysis estimates the probability that the 
simulated debt ratio exceeds a certain level.     

11. The following is a brief discussion of the methodology developed by Bandiera et al 
(2006)32

                                                 
31 See for example, Celasun et al. (2007) IMF Staff Papers, Vol. 53, No.3 

. The crucial element of the analysis is to determine the interactions among key variables 

32 See Bandiera, Budina, Klijn, and Wijnbergen (2006) for details. 
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that are assumed to have significant impacts on public debt ratio. These key variables are real 
interest rate on foreign and domestic debt, real GDP growth rate, and the change in real exchange 
rate. The primary step is to estimate an unrestricted VAR model composed of the above key 
variables:  
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12. whererd

t : real domestic interest rate, r f
t : real foreign interest rate (yield on US treasury 

bills), gt : growth rate of real GDP, etˆ : change in real effective exchange rate, X: vector of state 

variables, tν : reduced form residuals distributed multinomial with mean zero and covariance 
matrix Ω , ( )LB : coefficients of the lags.  The estimated variance-covariance matrix for Panama 
is as follows: 
 

 Real 
depreciation 

Domestic 
interest rate 

Foreign 
interest rate 

Real growth rate 

Real depreciation of 
the Peso 0.001223 0.005791 0.004464 0.00867 
Domestic interest rate 0.005791 1.291822 0.121524 -2.30877 
Foreign interest rate 0.004464 0.121524 0.876422 -0.51882 
Real growth rate 0.008670 -2.308770 -0.518820 24.33847 
Source: Staff estimations 

 
13. The next step is to carry out Monte Carlo simulations in order to generate random 
numbers for these four key variables, each of which has a standard normal distribution. Then, 
shocks are created for these variables with a joint distribution given by the estimated covariance 
matrix. The results of the simulations summarized in the fan charts (See Figure 1).  The fan 
charts represent the frequency distribution of the public debt paths generated by the simulations.  
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Annex 5: Panama at a Glance 
 

 

Panama at a glance 3/31/11

 Latin Upper
Key Development Indicators  America middle

Panama & Carib. income
(2009)

Population, mid-year (millions) 3.5 566 993
Surface area (thousand sq. km) 75 20,422 48,659
Population growth (%) 1.6 1.1 0.9
Urban population (% of total population) 73 79 75

GNI (Atlas method, US$ billions) 22.7 3,865 7,352
GNI per capita (Atlas method, US$) 6,570 6,826 7,405
GNI per capita (PPP, international $) 12,530 10,496 12,763

GDP growth (%) 3.2 4.3 4.1
GDP per capita growth (%) 0.8 3.1 3.2

(most recent estimate, 2003–2009)

Poverty headcount ratio at $1.25 a day (PPP, %) 9 8 ..
Poverty headcount ratio at $2.00 a day (PPP, %) 18 17 ..
Life expectancy at birth (years) 76 73 71
Infant mortality (per 1,000 live births) 19 20 20
Child malnutrition (% of children under 5) .. 4 ..

Adult literacy, male (% of ages 15 and older) 94 92 95
Adult literacy, female (% of ages 15 and older) 93 90 92
Gross primary enrollment, male (% of age group) 113 118 111
Gross primary enrollment, female (% of age group) 109 114 110

Access to an improved water source (% of population) 92 93 95
Access to improved sanitation facilities (% of population) 74 79 84

Net Aid Flows 1980 1990 2000 2009 a

(US$ millions)
Net ODA and official aid 45 99 15 29
Top 3 donors (in 2008):
   United States 15 97 -9 14
   Spain 0 6 13 7
   Japan 2 2 3 4

Aid (% of GNI) 1.3 2.0 0.1 0.1
Aid per capita (US$) 23 41 5 8

Long-Term Economic Trends

Consumer prices (annual average % change) 13.8 0.7 1.4 2.4
GDP implicit deflator (annual % change) 33.7 0.6 -1.2 1.4

Exchange rate (annual average, local per US$) 1.0 1.0 1.0 1.0
Terms of trade index (2000 = 100) 90 94 100 110

1980–90 1990–2000 2000–09

Population, mid-year (millions) 2.0 2.4 3.0 3.5 2.1 2.0 1.7
GDP (US$ millions) 3,810 5,313 11,621 24,080 0.5 4.7 6.1

Agriculture 8.9 9.8 7.2 4.9 2.5 3.1 3.5
Industry 19.5 15.1 18.9 16.8 -1.3 6.0 5.9
   Manufacturing 11.0 9.7 10.1 6.1 0.4 2.7 1.5
Services 71.5 75.1 73.9 78.3 0.7 4.5 7.4

Household final consumption expenditure 44.9 56.9 59.9 46.0 3.9 6.4 5.3
General gov't final consumption expenditure 17.6 18.1 13.2 10.7 1.2 1.7 3.6
Gross capital formation 28.1 16.8 24.1 25.6 -9.3 10.4 10.2

Exports of goods and services 98.2 86.8 72.6 81.5 0.4 -0.4 7.8
Imports of goods and services 88.8 78.6 69.8 63.9 1.0 1.2 6.9
Gross savings 27.6 24.2 23.1 23.7

Note: Figures in italics are for years other than those specified. 2009 data are preliminary.  .. indicates data are not available.
a. Aid data are for 2008.

Development Economics, Development Data Group (DECDG).
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Panama

Balance of Payments and Trade* 2000 2009

(US$ millions)
Total merchandise exports (fob) 5,838 11,133
Total merchandise imports (fob) 7,655 13,256
Net trade in goods and services -279 1,206

Current account balance -715 -44
   as a % of GDP -6.2 -0.2

Workers' remittances and
   compensation of employees (receipts) 16 167

Reserves, excluding gold 723 3,028

Central Government Finance

(% of GDP)
Current revenue (including grants) 18.2 18.5
   Tax revenue 9.6 11.0
Current expenditure 16.9 13.1

Technology and Infrastructure 2000 2008
Overall surplus/deficit -1.1 -1.0

Paved roads (% of total) 34.6 ..
Highest marginal tax rate (%) Fixed line and mobile phone
   Individual .. 27    subscribers (per 100 people) 28 131
   Corporate 37 30 High technology exports

   (% of manufactured exports) 0.1 0.0
External Debt and Resource Flows

Environment
(US$ millions)
Total external debt (NFPS) 5,601 8,803 Agricultural land (% of land area) 30 30
Total debt service 758 839 Forest area (% of land area) 57.9 57.7
Debt relief (HIPC, MDRI) – – Terrestrial protected areas (% of surface area) .. 28.1

Total public debt (% of GDP) 59.8 41.2 Freshwater resources per capita (cu. meters) 48,125 43,368
Total debt service (% of exports) 9.4 4.6 Freshwater withdrawal (billion cubic meters) 0.8 ..

Foreign direct investment (net inflows) 624 1,773 CO2 emissions per capita (mt) 2.0 2.2
Portfolio equity (net inflows) 2 8

GDP per unit of energy use
   (2005 PPP $ per kg of oil equivalent) 9.3 12.8

Energy use per capita (kg of oil equivalent) 874 845

 World Bank Group portfolio 2000 2009

 (US$ millions)

 IBRD
   Total debt outstanding and disbursed 283 435
   Disbursements 22 203
   Principal repayments 24 39
   Interest payments 21 16

 IDA
   Total debt outstanding and disbursed – –
   Disbursements – –

Private Sector Development 2000 2009    Total debt service – –

Time required to start a business (days) – 12  IFC (fiscal year)
Cost to start a business (% of GNI per capita) – 10.3    Total disbursed and outstanding portfolio 226 126
Time required to register property (days) – 32       of which IFC own account 117 124

   Disbursements for IFC own account 84 59
Ranked as a major constraint to business 2000 2009    Portfolio sales, prepayments and
   (% of managers surveyed who agreed)       repayments for IFC own account 2 32
      Electricity .. 30.6
      Tax rates .. 14.6  MIGA

   Gross exposure 0 0
Stock market capitalization (% of GDP) 24.0 32.6    New guarantees 0 0
Bank capital to asset ratio (%) 9.6 13.4

Note: Figures in italics are for years other than those specified.  2009 data are preliminary. 3/31/11
.. indicates data are not available.  – indicates observation is not applicable.
* Includes the Colon Free Zone
Development Economics, Development Data Group (DECDG).
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Millennium Development Goals Panama

With selected targets to achieve between 1990 and  2015
(estimate closest to date shown, +/- 2 years)  

Goal 1: halve the rates for extreme poverty and malnutrition 1990 1995 2000 2008
   Poverty headcount ratio at $1.25 a day (PPP, % of population)   16.9 7.2 11.5 9.5
   Poverty headcount ratio at national poverty line (% of population)   .. 37.3 .. 36.8
   Share of income or consumption to the poorest qunitile (%)  1.9 2.1 2.4 2.5
   Prevalence of malnutrition (% of children under 5)   .. 6.3 .. ..

Goal 2: ensure that children are able to complete primary schooling
   Primary school enrollment (net, %) 92 .. 98 98
   Primary completion rate (% of relevant age group)   .. .. 94 102
   Secondary school enrollment (gross, %)   61 66 67 71
   Youth literacy rate (% of people ages 15-24) 95 96 97 97

Goal 3: eliminate gender disparity in education and empower women
   Ratio of girls to boys in primary and secondary education (%)   .. .. 100 101
   Women employed in the nonagricultural sector (% of nonagricultural employment)   45 43 43 43
   Proportion of seats held by women in national parliament (%)   8 10 10 17

Goal 4: reduce under-5 mortality by two-thirds
   Under-5 mortality rate (per 1,000)   31 28 26 23
   Infant mortality rate (per 1,000 live births)   24 23 21 19
   Measles immunization (proportion of one-year olds immunized, %) 73 84 97 85

Goal 5: reduce maternal mortality by three-fourths
   Maternal mortality ratio (modeled estimate, per 100,000 live births)   .. .. .. 130
   Births attended by skilled health staff (% of total)   .. 86 90 92
   Contraceptive prevalence (% of women ages 15-49)   .. .. .. ..

Goal 6: halt and begin to reverse the spread of HIV/AIDS and other major diseases
   Prevalence of HIV (% of population ages 15-49)   0.4 0.8 0.9 1.0
   Incidence of tuberculosis (per 100,000 people)   47 47 47 47
   Tuberculosis case detection rate (%, all forms) 74 100 84 95

Goal 7: halve the proportion of people without sustainable access to basic needs
   Access to an improved water source (% of population) .. 92 92 92
   Access to improved sanitation facilities (% of population) .. 63 69 74
   Forest area (% of total land area)   58.9 58.4 57.9 57.7
   Terrestrial protected areas (% of surface area) .. .. .. 28.1
   CO2 emissions (metric tons per capita)   1.3 1.3 2.0 2.2
   GDP per unit of energy use (constant 2005 PPP $ per kg of oil equivalent)   9.8 9.6 9.3 12.8

Goal 8: develop a global partnership for development   
   Telephone mainlines (per 100 people)   9.0 11.4 14.5 15.4
   Mobile phone subscribers (per 100 people) 0.0 0.0 13.9 115.2
   Internet users (per 100 people)   0.0 0.1 6.6 27.5
   Personal computers (per 100 people)   .. .. 3.6 2.8

Note: Figures in italics are for years other than those specified.  .. indicates data are not available. 3/3/11

Development Economics, Development Data Group (DECDG).
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