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PANAMA

BACKGROUND: Panama’s isthmian canal in Central America connecting the Caribbean and the Pacific 
Ocean has been a vital conduit for global commerce since it opened in 1914. In 2016, an ambitious expan-
sion project was completed that more than doubles the canal’s capacity. President Juan Carlos Varela 
began his single five-year term in 2014. His popularity has waned, however, in the wake of negative fallout 
from publication of the Panama Papers, sanctions by the U.S. government in May 2016 related to an exten-
sive drug money-laundering network based in Panama, and a deadly outbreak of swine flu in June 2016. 
Panama’s U.S. dollar-based economy rests primarily on a well-developed services sector.

Panama has been working to expand trade by exploring entry 
into the Pacific Alliance and negotiating a trade agreement 

with South Korea. Reforms such as simplification of business 
start-ups and reduction of the corporate tax rate have contrib-
uted to economic growth.

Following the April 2016 Panama Papers scandal, the govern-
ment reaffirmed its commitment to implementing anti–money 
laundering reforms. Despite this, persistent corruption continues 
to undermine the rule of law. Although economic growth has 
been strong in recent years, its benefits have not been felt by 
the entire population. More than 25 percent of Panamanians in 
rural areas live in extreme poverty.

NOTABLE SUCCESSES:
Open Markets and 
Business Freedom

CONCERNS:
Judicial Effectiveness, Government 

Integrity, and Labor Freedom

OVERALL SCORE CHANGE 
SINCE 2013:

+3.8

POPULATION: 
4.0 million

GDP (PPP): 
$87.2 billion
5.8% growth in 2015
5-year compound 
annual growth 7.9%
$21,765 per capita

UNEMPLOYMENT: 
5.2%

INFLATION (CPI): 
0.1%

FDI INFLOW: 
$5.0 billion

PUBLIC DEBT: 
38.8% of GDP
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Panama’s weak capacity to resolve contractual 
and property disputes is illustrated by its low rating 
for judicial independence (119th out of 140 countries) 
in the World Economic Forum’s 2015–2016 Global 
Competitiveness Report. Corruption is widespread, 
especially in the security services, customs, and justice 
system. The Panama Papers scandal tarnished the 
current president politically, and his predecessor is 
being investigated for corruption.

The top personal income and corporate tax rates 
are 25 percent. Other taxes include a value-added tax 
and a capital gains tax. The overall tax burden equals 
15.2 percent of total domestic income. Government 
spending has amounted to 23.8 percent of total output 
(GDP) over the past three years, and budget deficits 
have averaged 2.7 percent of GDP. Public debt is 
equivalent to 38.8 percent of GDP.

The overall freedom to form and operate a 
business is relatively well protected within an efficient 
regulatory environment. The labor market lacks 
flexibility, and the nonsalary cost of hiring a worker is 
relatively high. About 75 percent of subsidies to the 
energy sector are untargeted, and electricity subsidies 
have been increasing. The IMF urged Panama to end 
price controls on food and fuel; instead, the govern-
ment extended them twice.

Trade is extremely important to Panama’s econ-
omy; the value of exports and imports taken together 
equals 115 percent of GDP. The average applied tariff 
rate is 6.1 percent. In general, the government does not 
screen or discriminate against foreign investment. The 
financial sector, vibrant and generally well regulated, 
provides a wide range of services. Banking continues 
to expand, albeit slowly.

12 ECONOMIC FREEDOMS | PANAMA P
A

N
A

M
A




