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  How Do We Measure Economic Freedom? 
See page 475 for an explanation of the methodology  

or visit the Index Web site at heritage.org/index.
2013 data unless otherwise noted.
Data compiled as of September 2014.

Quick Facts
Population: 3.7 million
GDP (PPP): $62.0 billion
8.0% growth in 2013
5-year compound annual growth 8.2%
$16,658 per capita
Unemployment: 4.0%
Inflation (CPI): 4.0%
FDI Inflow: $4.7 billion
Public Debt: 41.3% of GDP
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PANAMA

Panama’s economic freedom score is 64.1, making its 
economy the 68th freest in the 2015 Index. Its score has 

increased by 0.7 point since last year, with improvements in 
six of the 10 economic freedoms, led by trade freedom and 
labor freedom, outweighing a decline in business freedom. 
Panama is ranked 14th out of 29 countries in the South and 
Central America/Caribbean region, and its overall score is 
above the world average.

Panama’s economic freedom has stagnated over the past five 
years. Large declines in property rights and the management 
of government spending have undercut a substantial increase 
in investment freedom, and Panama has dropped from 59th to 
68th place in the rankings.

Development of a vibrant logistics, financial, and interna-
tional business sector has been facilitated by openness to 
international trade and investment. The financial sector 
remains open to investment and has been shielded from the 
global financial crisis by prudent regulations. However, a rigid 
labor market and corruption undermine the entrepreneurial 
environment. Business regulations and the rule of law need 
to be improved to enable the non-urban population to escape 
from poverty.

BACKGROUND: Panama’s incumbent Vice President Juan 
Carlos Varela won the May 2014 presidential election and 
took office in July. Varela’s win was unexpected, and the rul-
ing Panameñista Party has only 11 of the 71 seats in Congress. 
A week after inauguration, the center-right Varela announced 
price controls on 22 items in the basic food basket, generating 
concerns about his economic policy plans. Since the opening 
of the Panama Canal in 1914, Panama has been a strategic hub 
for commerce and security in the Americas, with transpor-
tation, services, and banking serving as the main engines of 
economic growth. Following a series of setbacks, the Panama 
Canal Authority hopes to complete its expansion by late 2015. 
A third set of locks will enable the canal to handle post-Pana-
max ships, essentially doubling its capacity.
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THE TEN ECONOMIC FREEDOMS

President Juan Carlos Varela took office in July 2014, promising to fight corruption and return 
strength and credibility to Panama’s democracy and institutions. The judicial system remains 
overburdened, inefficient, politicized, and prone to corruption. Its capacity to resolve con-
tractual and property disputes is weak. Most land in Panama (and almost all land outside of 
Panama City) is not titled.

The overall regulatory environment is efficient, but the pace of reform has slowed in recent 
years. With no minimum capital requirements, starting a business takes six days and five pro-
cedures. Despite some improvement, the labor market lacks flexibility. The new president 
announced that one of his first orders would be to regulate prices for staple food products.

Panama’s average tariff rate is 7.6 percent, and the country is relatively open to international 
trade. The government generally welcomes foreign investment, but investment levels in sev-
eral sectors are capped. The financial sector, vibrant and generally well-regulated as a regional 
financial hub, provides a wide range of financing options. Capital markets are relatively sophis-
ticated and continue to expand.

Panama’s top individual and corporate income tax rates are 25 percent. Other taxes include 
a value-added tax and a capital gains tax. Overall tax revenue equals 17.4 percent of domestic 
income. Public expenditures are equivalent to 26.6 percent of domestic production, and public 
debt equals 41 percent of gross domestic product. A canal-funded sovereign wealth fund helps 
to support public spending.
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