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The Country, Loc~tion and Area 

Panama is located at the southeastern end of the Central 

American isttmus which connects the ·"orth and the South American 

Continents. The country has an area of 77,082 square kilometers 

(29,761 square miles), including an area of 1,432 square kilome

ters (553 square miles) of Panamanian national territory former

ly known as the Panama Canal Zone. This strip of land, 

8 kii.ometers (5 miles: wide, along each side of the Panama Canal 

was under the jurisdiction of the United States of Amerir.a until 

1 October, 1979, when the treaty signed in September 1977 went 

into effect, supersedina earlier treaties. 

As the so:rnf"ctir.q link between the narrow Central American 

ishtmus and the South Amerir:ar. Continent, Panama occupies a 

strateqic position. 

The Panarnan1ari isth!'.lus lies rm aP eastwest axis, with the 

Republic of Colombia at its eastern rrost border and the Republic 

of Costa Rica as its western neighbor. The isthmus faces the 

Caribbean Sea to the North and the Pac1fir Ocean to the Sourth, 

wi~h the Canal actually r)n a northwest to southeast axis, ~utting 

thro11gh the isthmus at -:me of its narrowest sections. Tne width of the 

i:;thmus r.'inr.;es fr<>m 51 i<i lom•'U,r:; 1_0 19(1 ki >Jmeters from the Caribbean 

:-;c!d ':o the .-;nuthr:n1most 'ip ,,f lof: t\:tw!ru Pcni:isula in Central Panama. 

Topog~phy and Climate 

Panama's topo.,.raphy i~; mostly mountainous and hilly 

(hiqhest point: 3,321Ml; twr' mountain range~; from the backbone 

of the isthmus. The eastern regions are covered almost entirely 

by heavy tropical forests, dnd rainfall is heavy but seasonal. 

The Atl~ntic ~idc has much hiqhcr prcc1pitat1on 3n<l a lr~~ 
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clearly defi:1e.-J dry :3easo1a than the p,- ·ific side. The 

annual rainfali in Panam.;. City averagES about 178 centimeters 

and in Colon, about 328 centimeters. 

There are no great natural waterfalls in tne Country, 

but in recent years several dams have been built to generate 

hydroelectric energy. The most important dams are on the 

Bayano River(lS0,000 kilowatts), at La Estrella-LosValles 

(90,000 kilowatts) , and a project is under construction at 

La Fortuna (300,000 kilowatts) in western Panama. 

Manmade Gatun Lake, with an area of 420 square kilometers 

is located in the center of the Canal and supplies the fresh 

water that 1.S ·e:5sentia 1 for the operation of the Canal's system 

of locks. 

Population 

Parama i:-; a multiracial country with an estimated popula

tion in 1982 of 2,043,653. The rate of population growth was 

2.5% a year between the 1970 and 1980 censuses, but it is ex

pected to decreast· in the future. As a result of the recent high 

g:cowth rate, the population of Panama is very young, averaging 

about 18 years of age. 

The culture, customs, and language of the 2 million Panama

nians are basically Caribbean-Spanish. Ethnically, the population 

is RX>stly mixed Spanish, Indian, and West Indian,but separate 

elements of the West Indian and indigenous Indian also exist. 

Although Spanish is the official and dominant language, English 

is a conunon second language. 

Principal Cities 

Panama City, the capital, is the largest and principal 

urban center of the country, with a population of approximately 

800,000 inhabitants. Since its foundinq in 1519, the City of 

Panama has had a lonq tradition as an important trading center 
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i1i the Western Hemi!iph·~re. Since the early 1970's Panama City 

has become a major fi11,u1cial center in Latin America. 

Next to Panama City is ~alboa, the terminal port on the 

Pacific side of t~e Canal. The port has ~pecialized facilities 

for the handling of carqo, including a crane for containers and 

some capacity for bulk cargo unloading. 

Colon, the second most important ciLy in Panama, is located 

on the Caribbean cost of the isthmus, adjancent to the entrance 

of the Panama Canal. 

The pc}ulation of Colon is estimated at 59,832 (1980). 

~ext to the cit¥ of Colon is Cristobal, the terminal port on 

tik Atlantic side of the Canal, and the Colon Free Zone, one of 

the world's major free trade centers for the redistribution 

of manufactured qoods from Japan, Europe, and the United States 

t.o Latin American. 

In 1980, the Cristobal port acquired new equipment for 

handling containers, and an ongoing improvement program provides 

for facilities to r.andle 56,000 containers annually. The facilities 

include a yard for 2,000 containers, with handling equipment, 

a stuffinq shed, and facilities for weighing and computerized 

control. 

Other urban centers include San Miguelito, which is actually 

a suburb of Panama City, with a population of 157,063 (1980) 

The City 0f David, in western Panama, is the center of an 

important aqricultural and cattle region and has a population 

of ;w,.ni. 

The Panama Canal 

The interoceanic waterway which cuts through the isthmus 

of Panama is 82 kilometers (51 miles) long. On the average, it 

takes a vcssP.1 eight hours to travel from one ocean to the ~the~, 
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;}assinq throuqh thret.: .>~ts oi locks; ~iraflor·~s, !'•!·!r,· ~1quel, 

...ltki \.;ar.un. Tho:: d<:?pth of the navigating ch<mnel i:, 1.'. meters 

(40 feet). The w.iten1dy, .,..hich began o~ratinq i.n 1')14, 

handles approximately 13,500 oceangoing vessels d year, with 

over 182 million tons of cargo. More details about the 

canal and its impact on the Pariamanian economy under point 

4.0 Miscellaneous. 

History 

Columbus sighted Panama in 1501; the City of Colon is named 

after him. Twelve years later, Vasco Nunez de Balhoa crossed the 

isthmus and discovered the Pa-.::ific Ocean. Folluwiw: the Spanish 

establishment of the old ci.ty of Panama f Pandma Vie~n) o:. th~ l'a

ci fic '.)cean in 1519 and the dispatch of e:-;pt!ditii'ln;. int•' Pt.>rii and 

Central America, the narrow area surroundin<1 the pr,~sent Panama 

Canal became an important link in the S?anish coloni;il el<lpirf!. 

Passaqe through Panama became a compulsory eiemf':;: !I. Spar:ish 

ronopolistic control of trade with the South l\mcri~:1r. ::olonie,,; 

on the Pacific cost. Gold and silver from the South ;,meri.:::an 

Colonies roved by ship to Panama Viejo, and were then hauled 

accross the isthmus by Indians, mules and gmall ix)ats to Porto

bello on the Caribbean Coast. 

The Gold and the silver were then loaded aboar·J Sf•anish 

vessels and taken to Spain. Panama Viejo was dc!;troyed in .J 

pirate attack by Henry Morgan in 1~71. 

Administratively, Panam<s w< ~ "I Spanish colony 1mti l 28 

November, 1821, when it achieved i•_s independenc•! from :->pain 

and volunatarily joined the Great Colon.bia Confederation, which 

was formed by present-day Venezuela, Colombia, Ecuador and 

Panama. 

In 1855 the first railroad was completed across the 

isthmus of Panama. It carried goods and passe•1qcrs travcllinq 

between the f:ast an West coasts of the United Statei; ;.rnd bet-
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From lHbO t_o 1-:.l,)0, .i French company uns~·=•:essful ly attempted 

to construct a Canal 011 the site of the present Panama Canal. 

After the Great Colombia Confederation broke apart in 1830, 

Panama tried to separate itself from Colombia in three occasions, 

but was unable to do so. In 1903, with the support of the USA, 

and after Colombia rejected a treaty e~abling the United States 

to build the Isthmian Canal, Panama finally ?roclaimed its 

independence frow. Colombia. Shortly there after the new Repu

blic of Panama signed a Canal Treaty with the USA (Hay;Sdnau

Varil la Treaty). 

In 1914 tht.• iJn1t..:.:.i Stdtcs completed a >B-kllometer lock 

canal in the :Ls. td:r.i11;_ctcred Canal zone, which extended >i 

i<ilo!r.eten; (5m1les1 on ea-:i: side of the waterway. While Panama 

re!~dine.i sovereignty ir. ~_n;:-: area, the United States obtained 

all the rights, powers, ... n.-i authority that it would hdve posse

ssed had it been :->ov1"n:!19r. »f t.iw territor:1, until the entry into 

force of the new ?.3nama <an<ll Treaty on October 1, 1979. 

\see also point. 4.u Miscel lan-~ous) 

A relatively sllldl! elite qroup has always jominated Panama 

polltii:.:ally, unti I 11 October 1'}68, wher. the National Guard 

overthrew Dr.Arnulfo Arias, President at that time, and establi

shed a provisional Juntd Government. Constitutional Government 

was restored in October 1~72 following elections in Auqust for 

a National Assembly of Community Representatives. This body 

approvE'd a revisior• 0f the 194n r.onstitution an.-J elected Demetri<, 

Ldkas as president. It a I :-;o v0sted temporary ext raor.J1113ry 

executive powers for d period of 6 years in General Omar Torrijos 

Herrera who had emerged <.1:• ti1c stronq man in the Junta Government. 

Thes<' po..,·.!rs expirwl on October 11, 1978, and a newly 

elected National Assemhl'/ (;) August l'J78 election day), api)Oin

ted Mr. Aristides Royo t" rncc•!C<I I..akas as President for a b 

year term. 
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On 31 July 1983, Mr. Royo resigned from the presidency and was 

succeeded by Mr. Ricardo de la Espriella, former Vice-President. 

1984 had long been announced as the next general election 

year, when a nev president would be elected, not by the National 

Assembly, but directly by popular vote. 

On February 1984, three months before the scheduled election 

date (6 May), Mr. Ricardo de la Espriella resigned from the presi

dency and was succeeded by his Vice-President, Mr. Jorge Illueca. 

Elections on 6 May 1984, indicated Mr. Ardito Barletta as the 

next panamanian President, who will take office in october, 1984. 
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1 • 0 GOVERNMENT 

1.1 Structure and Or3anization 

Central Government 

The Panamanian Government operated as a formal presidential 

style den:ocracy form its founding as an independent Republic in 

1903 up to 1968. At that time a military junta took over an established 

a revol11tionary government which took permanent form under the Consti

tution enacted in 1972. The Presidential denocracy has been formally 

restored in 1984, when direct presidential elections were held. 

Panama·.~ 1972 co:istitution separates the government into 

Legislative, "'.xecuti ve and Judicial branches: 

a.- the Legislative Branch 

l'he Legislative functions of the Panamanj .n 

Government are carried out by separate bodies: 

The National Assembly of Representatives, with 

505 mbe 1 d . b h . . l/ me rs e ecte every six years y t e correginu.entos- , 

votes on international treaties, aoproves nev administrati•re 

subdivisions of the national territory, and ratifies 

the appointment of Supreme Court Justices. The National 

Assembly meets once a year for an approximate period of 

30 days. 

A smaller National Legislative council (56 menbers) 

performs legislative functions when the Assembly is not in 

session; the council is COJl\X>Sed ot 37 members elected by 

the National Assembly of Representatives, and 19 members 

elected directly by the population 18 years and older. 

.!! Administratively, the country is divided in nine provinces 
and a special Indian territory (the Comarca ~San Blas). 
The provinces are subdivided into 65 districT.s, which ar~ 
further divided into 505 corregimientos, the smallest adminis
trave units in the country, each of which elects a member of 
National Assembly of Representatives. 
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The Co:.mcil has the authority to adopt it$ own bylaws 

and to approve, with two public readings, bills proposed by 

any of its membe1.s -n: by the President and Vice-President 

the Chief Justice of the Supreme Court, the Attorney 

General, tile Electoral Court, and menbers of the Cabinet. 

Coordination between the various branches and levels of 

Government takes place through t.~e General Council 

of State, which has general advisory functions ar.u includes 

the members of the National Legislative Council plus 

the heads of DDSt other government institutions, and 

through the Provincial Coordination Councils. The latter 

council exists in each of the nine provinces, and is 

:nade up of the members of the Nati:>nal Assembly fmm that 

province {i.e. the Representative of the Correqimientos), ·-
and the governer of the province. The Provincial Coordi-

nation Council coordinates plans and public programs with 

the heads of government institutions in the province. 

b.- the Executive Branch 

The executive branch is headed by a president, elec

ted for a six year period by the National Assembly of Repre

sentantes, but following a 1978 constitutional amendment, 

to be elected directly by popular vote for succesive 

six year terms, starting from 1984 on. 

The President and the Vice-President., elected in the 

same manner, excercise their executive authority jointly 

with a 12 ~ember Cabinet of Ministers, appointed by them. 

The Cabinet consists of the minist~rs of: 

1.- Planning and Economic Policy (MIPPE) 

2.- Commerce and Industries (MIC!) 

3.- Agricultural Dvelopment CMIDA) 

4.- Labour and Social Welfare (MITRABl 

5.- Public Works (MOP) 

6.- Education 

7.- Health 

8.- Human ~ettlements 

9.- Finance (Hacienda y Tesoro) 
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10.- l--Jver.1ment and Justice 

11.- Foreign Affairs 

12.- Presidency 

"nle President also appoints the ~udges of the 

lesser courts. 

c.- the Judicial Branch 

Judicial power is vested in the Supreme Court ~f 

Justice, magist.rate' s courts, and lesser courts as es ta·· 

blished by law. The Supreme Court has exclusive juris

dictiao over the cunstitutionality of laws, decrees, re

solutions, and other acts of the Administration. The 

Supreme Court is also th final appelate court on deci

sions of lesser courts and quasi-judicial acts of the 

Administration. 

Until recently the National Guard had retained 

a constitutionally n~ndated role in the governmental 

decision making process. A plP.biscite early 1983, 

however, approved a constitu~ional amendment,which places 

the National Guard (now called the "Defense Forces") 

under the authority of the executive and legislative 

powers. This new constitution was considered an important 

landmark in preparing th.~ country for the direct presi

dential elections of 6 May 1984. 

1.2 National and Development Policy 

The degree of openness of the economy and the special nature 

of its monetary system (there is no National m'lnPy e11111ission insti

tute and the US dollar is legal tender), means that t.'-e traditional 

instruments of monetary, credit and exchange policy cannot be 

used by the Panamanian Gover.1ment. Consequently, the management 

of public finances is the key element in economic policy, and the 
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financing uf the µu!>Lic sector deficit is tiirecth t'"elated 

to external indebtedness, that is, public expen::ht1.1res that 

are not met by fiscal resources have to bP financed from 

e~ternal =redit. 

At present, Panama does not have a National Deve

lopment Plan; nevertheless, the country does have annual ope

rating plans, and che present policy of the governme~~ in 

line with earlier plans , is to continue improving social 

well being, achieving greater national inte~ration, and 

fostering greater economic independence. 

The development strategy is based primarily on stimula

ting investment and production in the private sectoc, as the 

primary source for future employment and GDP growth. This is 

partly based bn the recognition that a larger role for the 

public sector is not consistent with the objective of further 

reducing the level of the iJublic external debt ( s~·~ below) 

and partly on the persistently poor profitability record of 

public sector investment5 made durinq the seventies. 

Given the role assigned to the private sector, the main 

focus of Government involvement is in determining the policy 

environmen~ within which the private sector operates, and in 

cond~cting c program of public investment in infrastructure 

which is complementdry to and supportive of private economic 

activity. 

To promote pri.vate investment, both domestic and foreign, 

the National Investment Council was established in 1982, where 

most of the representatives are from the private sector. 

With respect to sectorial development, government poli-

cies continue to assign special importancE' to thf' rtqricultural 

sector, in order to quarantee the food supply of the population. 

In other sectors, apart from the general prorootion of private 

ira1estment, as mentioned above, effort:; dre beinq made to r-:-acti

vate small and medium scale manufacturing enterprises and 

tourism activities. In addition, it is planned to continue 

the hot1sing construction program, designed to meet the shortage 

of housinq for the low and mirMlc> income p<>;>uJ,1tior •. 
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ECONOMIC PROFILE 

2. 1 Analysis of general trends and Economic outlook 

2. 11 Background 

1.- 'nle economic development of Panama has 

traditionally been determined by its geo

graphic location. The building of the 

trans-isthmian railway in the 1850's, and 

of much greater significance, the construc

tion of the Panama Canal in the early 

years of this cent~, have always endowed 

Panama with international tra~sport faci

lities of exceptional importance. Panama 

has capitalized on this to build on export

orientP.d services economy. 

2.- A major step in this direction was the 

establishment in 1948 of the Colon Free 

Zone warehouse area which is used for the 

display and transhipment of merchandise 

mainly towards the markets of the Latin 

American Region. The Colon Free Zone 

developed fastly into one of the world's 

largest Free Zones, only surpassed by 

Hong Kong. The free convertibility of the 

US dollar in Panama, and the absence of 

any controls on remittances of dividends, 

royalties and interest payments are attra

tive to many investors. The~e advantages 

are complemented for the Colon Free Zone 

users, by the complete exell'ption from 

import duties, the preferential Panamanian 

income taxes on locally generated income, 

and no tax of any kinG on i.1come generated 

outside of Panama. 
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3.- Another important step in the development 

of Panama as an international services 

and business center was the establishment 

of a very liberal Banking Law in 1970, 

which guarantees freedom of capital m:>ve

ments, total absence of foreign exchange 

controls and which dcss not impose reserve 

requirements or interest rate c~~lings 

for foreign deposits. The Banking Trust 

Confidentiality Agreement, established by 

law, guarantees safety and secrecy in all 

financial transactions, with a system 

similar to the one used in Switzerland. 

This favourable financial climate has 

attracted to date some 140 banks who 

established subsidiaries or branches in 

Panama, mainly engaged in offshore 

business. 

In addition, Panama is increasingly beco

ming a center for insurance and reinsurance 

services for international commercial 

activities 

Rapid unbalanced growth and low Government 
profile: the decade of the sixties 

4.- Along the above mentio1:ed lines, Panama 

has experienced rapi.1 eccmomic expansion 

in the decade of the sixties,with annual 

GDP growth avera :ing 8 percent and with 

average GDP per capita growth of 5 percent 

per year. Much of the impetus came from 

the buoyant commerce and services sectors 

and from the Canal related activities 

which benefited from fastly expanding world 

trade. Agricultural output increased by 

nearl ·· 5. 2\ per year, based largely on the 

expansion of grass-fed-cattle raising and 
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on increased output of bananas, following 

important disease eradition measures (si

gAtoca). Industrial qrowth in the sixties 

was majorly directed towards the domestic 

market in response to a modest import 

substitution strategy installed by the 

Government. 

5.- The idea was to create a relatively secure 

and attractive domestic environment which 

would allow investors to start new manu-

f actur ing industries for products which 

traditionally had been inported. Protec

tion for "infant-industries" was installed, 

usually by import quotas and was, in later 

years, complemented by fiscal incentives. 

It ·is generally accepted that this "Im

port substitution strategy" has been 

rela~ively successfulJ in the decade of 

sixties, specifically for sectors such as 

food and beverages, garment and textiies. 

The limited size of the domestic market 

however, does not allow for continued 

growth beyond that stage. Moreover, the 

absence of economies of scale in the pro

duction in some sectors will lead, as 

became evident in later years, to increa

singly inefficient production, to distorted 

factor and consumer markets, and conse

quently to a sub-aptimRl allocation of 

national resources. 

6.- The principal source of investment and 

entrepreneurial initiative in the decade of 

the si~Lles, was the private sector. Private 
domestic savings averaged about 15 per cent 

of GDP, while private investment rose from 

12 per cent to 18 per cent of GDP between 
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1960 and 1970. Total employment grew at 

3. 5 per cent per year, wel.l in excess of 

of tile 2.5\ annual increase in population. 

7.- The benefits of this rapid development, 

however, were heavily concentrated in the 

infrastructurally well-endowed metropoli

tan corridor between Panama City and 

Colon. Today the metropolitan area 

contains Jll)re than half the nation's 

population and produces over 70\ of 

its value added. 

A far lower standard of living persisted 

in the country side, however, wher~ the 

social and economic infrastructure was 

inadequate to ensure conti~ued economic 

and social development. 

Government intervention for social welfare 
and continued economic growth:the decade of 
the seventies. 

8.- Panama's unbalanced economic development 

in earlier decades left the country, at 

the beginning of the seventies, with a 

highly dual economic structure; a high 

income, service oriented urban economy, 

adjoining rural areas, primarily dedicated 

to subsistence agriculture, and poorly 

linked with the Metropolitan area or with 

the banana enclaves near the Costa Rican 

border. The intensity of urban-rural 

disparities at the end of the sisties, 

was reflected in a US $730 versus us $ 

220 aver."lge per ca pi ta income in the 

Metropolitan area and the interior of the 

country respectively. In addition, an 

estimated one third of all rural residents 
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had per capita incomes below US$100. 

9.- In response to this economic reality, the 

development strategy, initiated by the 

Torrijos administration in 1969, aimed at 

major social reforms, and at integration of 

the national economy, while atteapting to 

sustain economic growth through increased and 

diversified exports. Greater national in

tegration was achieved by increasing and 

improving the COlllllWlications and transport 

linkages among the regions of the country, 

and was aimed at the social and economic 

development of the interior provinces and 

at a more equal distribution of the National 

economic benefits. Major so~ial improve

ments were achieved by supporting human 

resources development, by agrarian reform 

and by the provision of basic needs, parti

cularly in health, education and public 

utilities. 

10.- The impact of these public ~~cial investment 

programs can be seen from the drzilliltic impro

vement of the Panamanian socio-economic 

indicators , which rank Panama a&JK>ng the 

ioost advanced countries of the region. 

Adult literacy increased from 73.3\ in 1960 

to 84.6\ in 1980, life expentancy at 

11 source: World Bank 

birth from 62.2 years in 1960 to 70.7 years 

in 1980, infant mortality rate diminished 

from 67.6 per thousand ln 1960 to 21.2 per 

thousand in 1980 and access to safe water 

was avail;tble to 46. 2";. of the population in 

1960, figure which increased to 84.6\ in 

1980.·!./ 
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Other ambitious publiL u1v~~tment projects were aimed 

at providing the basic infrastructure which would 

entail and stimulate private investment, especially in 

the export sector; the construction of a new interna

tional airport, the expansion of the Colon Free Zone 

(including areas for industrial processing), the 

fisheries port and processing facilities at Vacamonte, 

the International r..onvention Center, several 

hydroelectric dam projects, and the establishment of 

industrial estates in Chitre and David were expected 

to generate high socio-econo!nic rates of return, 

create new growth poles throughout the national terri

tory, and attract complementary, do;nestic and foreign 

private investment. 

In addition a special incentive package was introduced 

in 1970-71, to ~ncourage ~rivate investment in export 

oriented industries and to further iecentralize 

productive activities. The standard mechanism for 

granting incentives is the contract between the govern

ment and the investor (Contrato con La Nacion); 

under such a contract the government awards certain 
1/ 

tax or other benefits as provided in the law- , and 

as quid pro quo, the investor undertakes to carry out 

a given investment project within a certain time table 

as specified in the r.ontract. One of the principal 

aims of this incentive package was to make Panama an 

international processing as well as distribution cen~r. 

1/Incentives, as contained in lawdecree No.413 (1970) and No.172 
(197) are awarded to Exporting industries and consist in, firstly, 
couplete inport tax exemptions on machinery, equipment and spare 
parts, and on raw materials or semi-finished conponents used in 
the production process, and secondly total inco:ne tax exe1111,>t.ions 
including any capital gains, on income generated by exports. A 
detailed analysis of the incentives package will i:>e given below 

under point 3.1 
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13.- Althou~I~ thi:- str.iteqy was initial!· successful in 

combinina rapid ~rowth witt; social reform. the eco-

no~ was 3dversely 3.ffected by both exter;. .. d .:in·i 

domestic developments in the mid 1971J' s. Red l qrowth 

fell froo 7.3 per cent per year between 196B and 1973 
1 / 

to 4.6 per cent between 1973 and 1982-·. The increase 

in world oil prices and inflation brouqht about inter

national economic uncertainty. while Canal activities 

slowed dowr.. U11certainty on the domestir level steir.rned 

mainly from the intensive Can-'!1 Treaty neqotiations, 

though confidence was also reporter.ly •m.i•!rrri !1e:! by 

increased Govt)rnment regulation of the economy. Further

more. the inadequacy of the Import subst it•1t1or. strategy, 

still in force, becalll€: increasinc..Jl·; e·-11 it•1t., a~ the ·-
possibilities for such subs ti tut tor.~ ·11:. • i.:. '"'nc- ::a:JJ...._-i r_Y,; . . 

of the domestic market diminished qradudlt/, and require:! 
21 

ever hiqher rates of effective :_Jrore<:tior1.-' !\n increa-

singly inefficient :-iationoil ind11st ry. u-1s:;e<.i :t~: h1,.;t, 

costs on t.o the consumer. which or, it.:- ··;;rr r•·sulte~ Lr! 

higher waqe costs. Government re.'lr:t.,~d t_r ~hi~; increasinCJ 

cost-price spiral by expandinq its pn :c· .:•rir.rol and 

minimum waqe system. 

14 .- Neither has the Agricui tural ser:~or •,vc~r bt!er. d sian1 fican~ 

source of qrowth and j('v;::?lopm·~nt for t:ri< •·anamanicln ;_:,,:onomy; 

althouqh, as menti..:me<:! hiqher, in t:h<- 1·~60-fl~ periorl, le•l 

by ex-port crops. the sector expanded 3t .. 5, annual rate, 

since that time however performanc~ has fallen sharply. 

Production for export, particularly banan.ls, .jec:lincj and 

crop product-.. ion for domestic r·.111!';1m•!1li•H1 did net k•~ep 

pace wi;:h qrowing local demand. While: t.nc sector posted 

a brief recovery in 1975 because of favourabl~ weathc1 

conditions and a return to normal expor~ banana production, 

performance since then has been lac~l~~t-~r. 

1/ World Bank figures 
2/ 1's an example, the last industrial branches which h.1ve been 

substituted, penrils ~nd tooth brushes, required an effective 
rat<> of prnt.cr.tion nf 550'1 .inti q~ncratrti in total 50 io:,s. 
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Indicators of the relative level of inefficiency in 

the agricultural sector include employment in 1979 

of 29% of the total labor force, vhicn accounted 

for but 14% of the GDP. Furthermore, increasingly 

high annual levels of food and fiber imports are noted, 

which in 1976 cost almost $70 million in foreign ex

change -about 10% of Panama's total :import bill; 

including milk and milk products, vegetables, fruit, 

oils, pork and basic grains. One consequence of the 

absence of growth and continued low productivity in 

agriculture is widespread rural poYerty, underemploy

ment and skewed land ownership. Rural to urban 

migration, in part fueled by the lack of opportunity 
--in agriculture, serves to increase unemployment and 

underemployment in the metropolitan corridor. 

15.- As a result of the above mentioned factors, overall 

domestic private investment declined in absolute terms 

between 1973 and 19771/. The public sector compensated 

for this, not only through investments in la~ge 

infrastructure p~ojects, but also by the creation or 

acquisition of a number of directly productive 

enterprises~/. and wa~ more or less able to offset the 

1/ The depr~ssed level of private domestic investment at the end 
of the seventies can be easily understood, considering that at 
the end of 1960's productivity in agriculture, industry and 

agro-industry was slightly greater than 10%, with an inflation 
rate of about 5%, while at the end of 1970's, profitability was 
less than 10% anJ inflation was on the order of 141., producing 
negative real profits. Furthennore, certain policies and 
legislation favoured investment in time deposits, in services, in 
finance, in re-exportation through the Colon Free Zone, and in 
real estate speculation. 

'!J A new concept, "the sta\:e as producer", was introduced and 
developed progressively in line with the depressed private 
sector. Large scale public in1estment projects include the 

"La Victoria" Sugar Corporation, the Cement factory, several 
Development Corporations and agro-industrial plants such as 
"Cftricos de Chiriqui". In other instances, the Govttment 
f unctiuned as the ultimate Guarantor for a ol.Dlber of private 
investment projects, and ha:.» as such been obliged to take o•!er 
a numb~r of private firms; th~ Contadora touTist resort, Air 
Panama, the Marriot Hotel Complex, etc •• 
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decline in ;>riv~tt,, inv••stm .. .-nt: Annual total In\"t'Stmcnt 

was thus kept more or I ess at t!Jt· t 97'i level. 

16.- However, the source of most ot these investment funds were 

high cost co111Dercial lo~ns. By 197~ alreadv, this fiscal 

policy left the Panamanian Government with a high public 

dP.bt, and with little i11111cdiate impact on the economy, 

because most projects invested in, tended to he capital 

intensive, to have large import corrmonents, to require 

long operation periods, and to have lo~ or negative rates 

of return. Furthermore. state suhsidie~ and '1igh suooort 

prices absorbed an increasing proportion of the current 

budget, while public- sector employment accounted for over 

80 per- cent of c:;1t' new ioh!'- .:reated. T'1is !'Xoansion 

resulted in a sharp increase in puhlir sector spending 

which rose from 21.8:4 of c;Of' in 197r1 to 30.U in l9Bo!1. 

Despite additional revPntk r;ie;tsttrP" i1~.-~ •• thP establish

ment of the 57. value addt•d tax in t 97f>). the ruhlic sector 

deficit and cons~quenrly the governrent's external debt 

rose sharply, the latter frnm 18.n/ 1'.f GDP in 1970 to 
2/ almost 807. of r.DP hv 198o= . 

17 .- The atmos!>here of po) i tic-a I 1mc1•rtainty dimished consider

ably after agreement was reach~d on th~ Canal Treaty terms 

in 1977, and this enabled the Government to modify its 

1/ Figures from the Panamanian Planninr ·•inistrv. 

2/ Panama's special dollar standard and absence• of Central l\ank create 
a peculiar situation in which the governments fiscal policy is 
virtually the onlv instrument for economic oolicy. Indeed, the 
extent to which financial markets and interest rates can he 
manipulated by the Panamanian r.ovcrnment is s~riously limited. 
Furthermore, in view of the absence of a money emission institute 
the public sector defidt, i.e., thl' oublic expenditures that do 
not· have a counterpart in fiscal revt"nues, has to be financed through 
external credit, and stands theretnre in direct relation with external 
debt creation; as a re:c1ult, the crrdit worthinei:;s of the country is 
directly linked to Gov~rnment finan~rs. 
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economic !)lll ic¥; the public sector entered into a period of 

retrenchment as several lar~e capital projects vere completed. 

no further state enterprises were created, and the Goverl'lllent 

began a sustained effort to reduce the public sector deficit 

through increased taxes and tighter controls on expenditures. 

More emphasis was placed on the role of the private sector, 

which partially restored confidence after the preceding period 

of uncertainty. Private investment however, did not recover 

lo 1..: • .:. level :'lf 1960's. Between 1978 and 1982 it was still 

less in real terms, and as a percentage of GDP, than between 

1968 and 1973. Furthermore, although the servin· dllO 

construction sectors once again flourisht-• ·tJi?ricul tura] O!.ltout 

was less in 1982 than in 1977, while industrial value added 
·-

<leclined from ll.5 percent of GDP to 9.8 per cent. 

IR.-rn 1979 the Panamian gov~rnment proclaimed decre~ ~o.S, in 

11rder tP stimulate ?rivate investment in the I il'r1t assernhlv 

industrv, locally also cailed the maquiJa!/ industry. 

Additional incentives, for these export oriented industries, 

apart from those contained in the 1970-71 incentive law, 

include the right of the employer to engage in temporary labour 

contracts, which allows him to adjust the number •>f enmloyees 

in accordance with the necessities. 

Jr is generally accepted, however, that the global incentive 

poJicv of the seventies, has not met the expectations in 

terms of industrial growth and emplojment creation. 

l/ "'·f,1q11i la" is thf· local name for the fee charged by the miller 
for rrocessing the grain brought to him bv the farmers; here 
it is referring to those export activities that create value 
added through assembly of imported components or semi-fin:ished 
products, and that re-export the end product, in many insLances 
to tht· same country of origin of the components, under favourab~ 
tariff rejJJlations that tax only the valu~ added and not the 
total product value. 
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2.14 World Economic Recession and Structural 

Adjustment: The Decade of the F.i~htie~ 

19.- It was not ~ntil 1982 that Panama began to feel the impact 

of the world recession in general, and of the deepening 

economic and financial crisis in Latin America in particular. 

Growth in the financial sector was less than half that of 

oreceeding years, the construction boom in Panama Citv's 

financial district came to a halt, and value added in tourism 

and in the Colon Free Zon~ declined sharply. 

20.- Public revenues t-rere adversely affected by this economic slol.'

down and bv mid-1982 it had become clear tliat Panama'~ fiscal ·- . 
targets would be grossly exceeded. The consolidated puhlic 

sector deficit for the year as a whole was II percent of I.DP, 

almost double the amount stipulated in the Government's 

Stand-by Arrangement with the IMF. Pubiic investment was over 

12 percent of GDP as against a target of 10 percent. ~et 

foreign borrowing by the public sector amounted to over $)00 

million, and the outstanding public medium-term debt reached 

$3.1 billion at the end of 1982, equivalent to 71 oercent of 

total Govern~ent revenues~/. This ranks Panawa amon~ the 

countries vith the highest relative debt ~ndicators of th~ 

world. 

21.- Rising unemployment became increasingly a first oriorit'-· 

problem for the Panamanian government, with estimates in the 

157.-204 range and with even higher estimates in certain urhan 

areas (in Colon, for example, unemployment may be as high as 

25% - 351. of the work force, up from the World Rank's Pst imatl' 

Defined as the current revenues of the Central Government and 
Autonomous age11~ i-=-:. plus the current surplus of the ni:~l fr ~ec
tor enterprises. 
Source: World Rank figures. 
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of 17.4% in l97J-.1.) Detailed emploYlilent studies demonstrate 

that if employment is tt' bt> held at reasonable levels, the 

economv must aver.1gt> an annual GDP growth rate in excess of 8% 

at the current employment output/ratio. A 6%-8% GDP &rowth 

rate will require the nation's economy to become more labour 

intensive, and if either of the two events do not occur, Panama 

could suffer unemployment rates ranging frOl!I 10%-29.5% over the 

20 year period from 1980-2000. 

22.- In the face of these difficulties, the Panamanian Government 

has formulated a ne- mediwn term development strategy, geared 

to effective investment and employment policies. The Govern

ment realizes thdl renewed economic growth and emt>loyment 

creation can n" longer be sought through further public sec

tor expa~:ion. Indeed, the scope of the public sector is to 

--- - -- ----- ---- -~- - - -
1/ Some of the main f.1ctors l.'hid1 art> frequently mentioned by the 

Panamanian private sector to have caused the stagnation in the 
industrial sector, the depressed private investment and thus, 
indirectly, the risin~ unemployment are: 
- The capital intensive bias in the 1970-71 incentives law: duty 

free import and production related capital goods and complete tax 
exemption for re-invested earnings, are stipulations which have 
encouraged the adoption of increasingly caPital-intensive 
production processes translated into fewer jobs per dollar invest
ed, and a generalized over-invesL~nt in excess productive capac
ity. Estimate$ of the installed idle productive capacity in 
Panama ranee between 40% and 60%. 
The Panamanian labour code, installed in 1972, and slightly modi
fied in 1981, has strenghened collective bargaining, and has 
extended job-security, social provisions and fringe benefits to 
th~ Panamanian workers. F.ntrepreneurs, however, generally argue 
that certain stipulations in the labo~r code, specially those 
governing dismissals, are too radical and lead to a general ten
dency among the firms to restrict the use of labour, specially 
for "cyclical" production proces-;es. 

- The case by case treatment, without any sectorial analysis, in 
granting contracts with the f?vernment (Contratos con la Nacion), 
and in the subsequent determination of protection levels for 
industrial hranches, resulted in a highly intransparent system of 
incentives, tariffs, and quotas, which in many cases causes factor 
market distortions, bottlenecks and conflicting impulses and 
signals to the economir agPnts. 

- The oricP control c;yc;tem, which .. rP.ated product market distort .. on, 
and which, according to the entrepreneurs is too slow in imolement
ins: .,rice adjustments; minimum 1'1age regulation and rigid price 
controls lead reportedlv to a squeezing of private sector benefits. 
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be reduced and the remainder madt• morE> effirient. This is 

consistent with tl11.' financial realit\" of till' P:inc.!"laniar. nub!ic 

sector; indebtedness is hi~h :ind th~ ~r:i of easil\" Jvailable 

commerciai credit has ended. 

23.- Given be small size of the domestic market a new ~rowth cycle 

is being sought in Panama's external markets, through the 

accelerated production of non-traditional export ~oods. Indeed 

the traditional exportc cannot ~uarantee a sufficient ~rowth 

of revenues, with which to finance the inc-reasin~ import 

requirements posed by a growing economy. l"urthermore, the 

traditionally buoyant sectors of the Panamanian economy do not 

offer perspectives for further accelerated growth in the vears 

to come; the banking sector has reached an advanced stage of 

maturity, wh~le the Colon Free Zone and Tourism :ire dependent 

upon fin-ancial anci economic- recovery in tl1e rest nf Latin Ame

rica which is unlikely to materialize befon· 1'185. 

24.- To provide the necessarv rontext of financial st~hilitv for 

its new development strategy, the Government i~ nol.' carrvin~ 

out a major fiscal adjustment to reduce the pllhlir sector 

deficit to no more than US$270 million per annum or 6 rercPnt 

of GDP. These fiscal adjustments entail: 

- The freezing of !.overnment employment and salaries. 
- Stringent saving and austerity measures in the nublic sector; 

in this respect, a special Vigilance Cormnitt"" has been 
established at the ~inistry of Plannin~/ to ensure that 
assigned budgets are not exceeded, and to anprove and 
monitor all public borrowinP. These orocedurPs, established 
in 1983, represent a consiJe~ably improvement unon past 
practices. 

- Additional publ;c revenues ar~ being raised through an 
increase in the minimum tariff and in crude petroleuM imnort 
taxes. 

1/ In Pana~a it is the Ministry of Planning and Economic Policy 
(MIPPE) and not of the Finance, which produces and monitors the 
National budget and prepares th~ Public fnvPstment Programme. 
This combination of planning and budgetin1o: in one institution, 
makes MIPPE a real "Primus Inter Pares". 
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25.- These measures, toqether with Panam..~'s relatively remar-

kable economi,· .ic:hit".'t'l"l"::t_;-; i:. l·l;l.' .:nd tc . .J ; !·~sser extent 
1/ 

in 1)83- led cu ti;- _,cJ ·.·._:::.;f:ll i .·on"l~sior: in June 19R3, 

of negotiations ;.;it!. ~ti• [MF !•ir -l t-:.icJ-Y•:.:ir .:>t.:rndby Arran-

qement of SDR.s 15~; m111 i')L 1.11..-_•ut US$ 173 million}. In 

addition, Panama will receive SO!llf> USS 60 million in 

1983 from the Compensatory Financinq Facility. In September 

1983 Panama also concluded neqotLttions for a USS 278 

million co11111ercial bank loan, to cover amortization require-

ments through December 19B~. Ho':..-ev.::i·, . .ilthouqh Panama's 

credit standing within t:-i"' Region r1::rnains relatively high, 

negotiations were ;'r•Jh>r19ea .:tnd ii fficul t. l'he reluctance 

of conmercial bank::; tc. tncr('ase, and t.!Ven to maintain, 

their public sector !x;_,r,,:-;_;r-e _,.ili i ikeiy pt•rsi!i'.t in the 

medium-term. The Panamanian Gover-1ment'::; •~(:Qnomic policies 

reflect this reality. 

1/ According to ECLA, Panama S;:ored t:: Fm: d (;Of-' ar(Jw'tit of 4~, the 
highest in the region, and was hencE: the: only Latin Americar, 
country tha>.: achieved a positive f)er capita GD!" qrowth (1.7 

percent). Its official inflation rat~ fell ir. 1982 to the 5 
percent level(see: La Crisis Econ6mica Internacional y la Capa
cidad de Respuer;ta de America Latina", l.EPAL, 2a de junio de 
1983). These relll<trkable growth fiqures, however :!arl a lot 
to do with the construction of the larqc scale, public:. and pri
vately financed trans-isthmiar, oil pipcl iuc, which boosted sta
tistical figures. In January 1983, the ri1wl in1· was completed 
and officially inaugurated. The termination of this project, 
together with the deflationc1ry cff,!ct of thr, t1ew fiscal .1rlj11st
ment and austerity policies, resulted in a dramatically 
slower, but stillpositive GDP qrowth CJf 0.9i ir. 1983, ranking 
Panama at the sixth place within t!11· region, behind :hcar .. HJua, 
(5.3\), Cuba (5\), Dominican Republic (2.9\), ''rgentina (2.8) 
and Colombia ( 1\). The Panamanian GDP iJ•!r ,:,1iJi ~-·1 .l.,c:r,'o1:>.-d 
in 1983 by 1.2\, the first du:linC' '.;incc 197i:-.. (sec "F-:studic 
Econ6mico de America Latina, 19~3," .-:r:PAI.., 22 marzo 1984). 
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2r,. - The ?romot ion of ~xport oriented manufco\cturinq industries 

throuqil direct foreiqn and do~stic investment is dPc111t..."'<i 

to be consistent ~ith Panama's comparative advantaqes; 

prim· i pa I among these ;i r<" P~m;1ma 's ~t·n~ r.:iph j c .11 Loe at i Pn ;tn<l 

highly deve 1 µed international transport and communica-

tions facL ;S, its open financi~l system and sonhisti-

cated commercial sector with its bilingual and relatively 

well trained labor force. However, Panama has also a 

relatively high wage structure, and its special llK)ne-

tary system does not allow it to achieve increased competi

tiveness on international markets through on adjustment 

in the exchan~e rate; indeed, due to the a par rate of 

the Balboa '#ith the US dollar, increased international 

competitiveness can only be reached through higher 

productivity in each sector of the economy. As such, 

the implementation of the new export-oriented -1evelopment 

strategy requires, apart from the above descriherl fiscal 

policy implir. tions also a weil-defined process of struc

tural adjustment of the Panamanian economy. 

27.- To pursue these objectives, the P3namani.an Govern:~ent 

agreed with the World Bank on a Strur..tural ArfiustmC'nt 

Loan (SAL) of US$67 million, buttn~ssed by a Technical 

Assistance Loan (TAL) for US$ 5 million. This structural 

adjustment program.. will give practical 3hape to the 

Government's medium-term development strateqy and may be 

divided into three main objetives, affecting the public 

sector and thE industrial and agricultural sector (fn 

the services and energy ~ectors, thPrC' is 1 it t I<' rw,,d fn r 

structural reforms); these objectives .ire: 

To reduce the scope, and improve the efficiency of 
public sector: 

The new government policy aims at restricting the public 

sector interver.tion to the provision of the necessary so

cial and economic infrastructure, much of which is already 

in place in Panama. 

This process of deregulation of the national economy jnvolves 

a decrcasinq state i.11tcrvention in product and factor markets, 
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reduced price controls dnd labour market rigidities, 

reduction of subsid1t~s to public sector enterprises, 

.lnd th..: eventual Sdle or closure of loss-making 
I.' 

ventures.-' 

To re-orient the incentive structure in the industrial 
sector towards exports and employment generation; 

The industrial incentives, as contained in the 1970-71 

i.ncentive laws and in the "maquila progranme", will 

be redirected towards export operations, and less towards 

import substitution. Consequently, the scope and depth 

of effective protection will be substantially reduced. Simi

larly, in order to address effectively the unemployment pro

blem, estimated at about 20 percent of the available labour 

force in the· •1rbar; metropolitan area, the bias, inherent 

ir: the '..:urrent incentive structure in favour of ca~ital

intensive ~1roduction techniques will have to be reversed. 

To in~rease productivity and output in the agricultural 
sector; ---

The new Government policy will aim at ~ reorientation towards 

higher ;Jroduction at internationally competitive prices 

and less tow~rds income redistribution through the present 

intricate Sl•.bsidy and price support system. 

This proc1_>s::; CJf structural adjustment will take several years 

to complete. :-toreover, it can only be fully s11ccessful 1 if 

the economics of the OECD countries and Latin America recover 

in the mid l'l80's together with world trade and service.:;. 

1/ The Marriot Hotel complex has been sold to a group of Japanese 
interests. The C.<Jvernment is also actively considering a number 
of options for Jivesting itself of 311 or part of the National 
airline, Air Panama, and of the Contadora Tourist resort. The 
Felipillo sugar mill has been closec. down, and the National 
Corporation (COFINA) has i.11ii:idted a major restructuring 
of its portfolio (se~ also point 3. 3). 
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If this occurs, the Q)ve~t visuali~es Panama as 

haviny a mor~ open, export-oriented economy in which 

ti1e effi('."iency of the productive sectors would be on a 

par with that already achieved by Panama's international 

services. A 10C>re fttlly employed urban workforce would 

be dedicated to a broader variety of industrial and 

service tasks .indertak:~n at competive world costs. 

Clearly the policy is not without risk, but Panam?.'s 

private sector responded well to market signals in the 

1960's. Furthermore, the strategy is based on the Govern

ments' recognition that re-orientation towards the export 

of goods provides the best, if not the only, alternative 

to continued economic stagnation and increasing unemployment. 

2.15 Preliminary 1983 figures 

29.- Preliminary 1983 figures give Panama a global GDP growth 

of 0.9\, a declining GDP per capita (-1.2\) and an estima

ted inflation rate of 2%; this latter figure is determined 

by export and import prices in US dollar terms and by the 

rate of inflation ir. the USA, through Panama's special 

dollar standard, and is therefore the lowest in the Latin 

American region. Panama's external public debt has been 

e~timated at US$ 3.3 billion on December 1983, representing 

88~ of the current GDP. Seventy percent of this total (or 

US S 2.33 billion) is external debt, which equals 62\ 

of GDF. External debt service payments are estimated at 

36 6 f f . . 1 I . o Pana111a' ~ total exports o qooas and serv1ce!r.-

JO.- The Panamanian agricultural sector, traditionally characte

rized by its low productivity, scored a remarkable growth 

of 3. 1'., compare<i v.1t:h the O. 3·, qrowth fiqure of 1982~1but 

rcrnainC!d nevertheless, b;tsic-ally stagnant; indeed, the 

1YK3 grcwth score cannot be accr.dited to internal f~ctors 

but rather to the severe natural :lisasters, 

----------- ----
Estimates of l::CLA "Estudio Econ6mico de America Latina, 1983: 
Sintesis preliminar, 6 de abril de 1~A4. 

Panamanian Ministry of Planning and ~conomic Policy, preliminary 1981, 
e$tirnates, ~hich do not yet fiqure in the official ,statistics. 
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associated with the "El Nino" sea current, which affected 

the Ecuatorian banana-plantations; this allowed Panamanian 

producers in 1983 to take over a great part of the market 

which is otherwise taken by the Ecuatorian producers. 

31.- Industrial output fell by 2.3\ in 19e3, which is partly 

e~~lained by the dwindling domestic consunption (result 

of public austerity policy and of the declining disposable 

income per capita), and partly by sharply declining exports; 

a generally depressed Latin American region has strongly 

adverse effects on Panama's export oriented, light assembly 

industry · In the garment and textile sector for exanple, 

output in 1983 plummeted with 29\, mainly because of 

th·.) virtual closure of its major outlet, the Venezuelan 

conswne market. Ohter ailing subsectors in 1983 were 

t'ne production of construction materials and the construc

tion sector itself, which fell with 15.8\ and 27\ respec

tively; the decline in both these sectors is closely rela

ted with the termination, by January 1983, of the trans

isthmian oil pipeline, a USS 250 million project, and 

of the major components of the "La Fortuna" hydroelectric 

complex; the latter project will generate 30~ megawatt of 

hydroelectic energy and is expected to save Panama approximately 

USS 84 million per.year on petroleum imports. 

32.- Quite predictably, conunercial activities have also declined 

in 1983 (-6%); Diminishing national tax earnings on commercial 

transactions reflect the declining domestic demand, while 

the sharply falling turnover in the Colon Free Zone (-24\) is 

a good indicator of the severly depressed Latin Amerian 

demand. Transport and communications is one of the fev sectors 

that scored positive growth in 1983 (+24.6), to a great extent 

thanks to the opening, in January 1983 of the transisthmian 

pipeline of oil in the Panamanian Chiriqui province. The 86 

mile, 36 inch pipeline, located 300 km north of the Canal, 

and also called the "tubular" canal, is expected to pump 

800,000 barrels per day and to carry ali shipments of Alaskan 

crude. This diversion of oil shipments has obviously a direct 

effect on the, Panama Canal traffic, which in 1983 slowed down 
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with 14.2\, falling from a peak capacity of 42 transits per 

24 hours, to a 1983 average of 34. 

Other growing subsectors, were the International banking 

and Re-insurance activities, which grew with 4.9\, evolution 

which reaffirms Panama primary vocation as an international 

services and financial center. 
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2.2 Data on Economic Development 

2.21 Population and Rate of growth 

~ 1 July 1982, Panama counted with an estimated population of 

2,043,653, and an annual natural CJZOW(h rate of 2. 17\. Both figures 

are based or. the data of the National Population Census of 

1990.Y 

Table 1 gives evidence of declining mortality rates throughout 

the seventies as a direct result of the intense public investments 

in health and sanitation infrastructure during that decade. 

The general birth rate, however declined at a faster rat~/, so 

that the natural population growth rate diminished from an esti-
·-mated 2.65\ in 1973 to 2.17\ in 1982. 

With a total land area of 77,082 square kilometers, the average 

population density amounts to 26.5 inhabitants per km
2

• Of this total 

land area, however, only 17,300 km2 have agricultural potential, so 

that the population density per square kilometer of arable land amounts 
to 106.1 inhabitants. 
Further socio-economic indicators are contained in table 2, where 

high health and sanitation indicators give further evidence of 

the considerable efforts made by the Government in these sector5, 

during the decade of the seventies. The Panamanian life expen

tancy and literacy indicators rank among the highest in Latin 

America. 

Source: General Comptroller, Statistics and Census Department. 

The birth rate in the sixties exceeded the 3\ mark. 
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TABLE 1: 

-,1973 

-Total Population 
(estimated on 1 July) 
(l,000 persons) 

-General Birth Rate 
{~ive Births/1,000 
:~habitants) 

--.__ 

l., 61.6. 7 

32.2 

-}er.eral Mortality ra• 
(I':::aths/l,OCC 
Inhabitants) 

{' I 5 • ., I 

-~=~1:·1ra: F.Jrulat:~-'=~ f';? 

~ate ::er 1,000 :r.hab 
j22s -~t include rniRr 

-Ir.:2rn~ti~r.al ~igrat1 

(l,000 persons) 

I 
I 

owth I -:>f),::; 

i tants 
a1:i0n) 

on I -15 
I 

I 
I 
I 
I 

SOURCE: Controller General ---
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PANAMA: Population, Natural rate of Growth and Migration 

-
1974 1975 197(. 1977 1978 1979 1980 l?o 1 .! <iP.? 

-------·- ----· 
1,660.2 1, 703 .9 1,747.7 1, 791.. 5 1, 83 5 .1 1,878.l 1,956.4 1,999,( I ?,r.43,7 

31.8 31.6 -~ ! .-~ r'CI''. L 28.Q ?~.2 ?.6.o 2r- • '• ,"1 ~· •• 5 

I 
I 

'). 4 ') . ~ }.; • I) !1 • c:-. Ii. 1 !1 • 4 IL] .. ·. ·. I ~.8 

I I 

?6,L 

I 
?(;. ,, I ',., : .. ,,, ,0 ?4.R I :-'3 .8 ~?.8 .. (; I ; . 7 'I f' 

I 

I I 
I 

I 
3 -' .3 --'1 • r, 1.? •·,,8 12.7 ·· 1 . ' -·· 

I 

I I 
I 

I I 

I I 

I I 

I 
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TABLE 2 

SOCIO ECON()fo(.IC INDICATORS ( 1} 

Sector 

Access to Safe Water (2) 
URBAN 
RURAL 

Access tc Sanitary Facilities 
URBAN 
RURAL 

Infant Deaths (3) 
URS AI: 
RURAL 

Subce::ters and Heal th Posts ( 4) 

Health Centers ( 4 )" 

Live birth 1e1ivery assistance (5) 
URBAN 
RURAL 

Natural Population Growth Rate 
(does not include migration) 

Life expectancy at birth 

Literacy HatP. 

100.0% 
43 .0% 

87.0% 
68.0% 

41.0 
48.8 

6.3 

109.0 

53 .0 

97 .3% 
36.4% 

3.0% 

66.0 

78.0% 

100.0J 
64.oJ 

81.0% 
81.0% 

37.0 
37.E 

9.0 

210.0 

139 .0 

98.9% 
6o.4% 

2.2% 

10.0 

85.0% 

(1.) Some data. are from years slightly prior to 197ll or to 1980. 
(2) Within 200 meters: includes piped water, hand vumps, and well ~~ter. 
(3) In 1st year of life/1,000 live births. 
(4) 95% of new ones are outside of metropolitan area. 
(5) By physician., nurse or other authorized personnel (not mid-wife). 

SOURCE: General Comptroller and US/AID 
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Year 

1950 

1960 

1970 

1980 

1990 

2000 
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Table 3 gives some population trends for Panama, starting 

f:rom 1950 on, and based on the population statistics of 1977. 

Projections of general trends are made until the year 

2, 000; •triking in these projecti-ons is the fastly increasing 

urbanization rate of the Panamanian population, which in 

2,000 could reach 71.\ of the total population. 

TABLE 3 

Population Txends .!! 

Total Total Total Urb. as \ of 

POpulation Urban Population Rural Pop. total Pop. 

--805,285 335, 300 469,985 42\ 

1,075. 541 488,300 587,241 45\ 

1,428.082 739,000 689,082 52\ 

1,830.175 1,046,000 784,175 57\ 

2,320.022 1,475,486 844,536 64\ 

2,940.977 2,081,321 859,656 71\ 

1/ Calculations are based on official government statistics from the 
CP.nsus and Statistics Division of the Controller General and work 
done by Fox, Robert and Jerrold W. Huqguet, Population and Urban 
Trends in Central America and Panama, Inter-American Development 
Bank, Washington, D.C. 1977. 
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2.22 Gross Domestic Product and Rate of growth 

Table 4 illustrates the industrial origin of Panama's GDP 

fro. 1973 until 1983. at constant 1970 prices and table 5 

calculates real annual growth rates of GDP and of its 

-jor COllp>ftents. 

As mentioned above -..ider point 2.1, the decade of the sixties 

has been characterized by a rapid. but unbalanced GDP growth 

cycle which llilde Pana.a fiqure a9Cllg the Latin American CO\Dl

tries with the highest per capita income, together with Argen

tina. Venezuela, Uruguay. and to a lesser extent, Mexico. 

At the beginning of the seventies however. although the 

economy continued to grow rapidly. it became increasingly 

beleaguered by structural problems and by more short term 

cyclical factors; thus when oil prices tripled in 1974, the 

Panamanian economy slid into a recession which lasted until 

1977. During this period, the economy registered GDP real 

growth rates of 2.6,, 0.6,, -0.3' and 4.6, in 1974-75-76 & 77 

respectively and marked Panama's worst recession since the 

late 1940's. 

By 1978, a decline in the rate of inflation boosted private 

eonswiption in real terms for the first time in three years, 

and propelled the real growth rate of the economy. signalling 

the beginning of a period of econoaic recovery; in 1978, priva

te investllent increased for the first time since 1973, more 

than doubling the 1977 lewl, yet still less than the 

pre-recession levels. '11lis resurgence in investment produced 

a 6. 5' growth in GDP, and was a response to the increase in 

private consU111ption of the previous year, to the successful 

conclusion of the Canal negotiations and to a lagged respJnse 

to some policy changes ade by the Government in 1977 (labor 

code modifications and a number of investment incer· ives). In 

1979 the economy grew at a 7' rate as the result a 16' 

increase in private consU111ption and a further increase, for 

the second year, of private investment. '11lat same year, the 

1181\ufacturi~g and financial sectors scored the highest growth 

rates with 11.0 and 11.6 percent respectively. Inflation, 

howe'V9r, doubled from the previous year to 7.9,. In 1980 the 
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the economy's growth slowed to 4.9\ with inflation reaching 

13.7\. Private sector conswrption and investment d.ropped 

slightly, while manufacturing and finance slowed to a growth 

rate of 5.9\ and 1.9\ respectively. The leading se<:4.ors were 

construction and, transport and coamunications, growing 21.4% 

and 33.6\ respectivelylsee table S)Mining and quarries scored also 

unsuall7 high growth figures in 1980 and 1981, reflectinq 

the activities in feasibility studies and preliminary explo

ration of the Cerro Colorado Copper mine, in the Western 

province of Chiriqui. This large scale project has been 

abandoned in 1982, however, and postponed indefinitely, in 

view of the persistently depressed copper prices. 

1982 figures indicate that the economy's growth level has 

leveled-off at about 4\, that manufacturing continued to grow 

rather slowly, tnat the activities in the Colon Free zone 

became increasingly affected by the worsening economic 

situation in South America, and that construction slowed 

down. 1983 preliminary figures give evidence of stagnation 

and of the first decline in per capita GDP since 1976. 

Table 6 illustrates the sectorial composition of the GDP 

in some selected years and indicates how agriculture, and 

to a Lesser extent, manufacturing industries, are the weaker, 

stagnant sectors of the Panamanian economy; the agricultural 

sector dropped from a 23% share in GDP generation in 1960 to 

a 10\ share in the eighties. '!be strong and emerging sectors 

are the transportation storage and communications sectors 

toqether with insurance, financial and other services. 

Coanerce is another strong vocation of Panama's economy, but 

is a:>re dependent on the world and regional economical cycles. 



-------------------
TABLr. !.' 

RI:AL ANNPA .. GROWTH RATF.S or GDP AN!' TT~~ MAJOR SECTORS, 1977-83 
( Percent.:1p0) 

l q7'1 lq?g .1979 1~80 l 'il8l. 

TOTAL GROSS flOMF.S1'IC DROOl!(''T' :!:/ . II ' f) 5,S 1' 7,0 4.9 3,8 

Agriculture +7. '7 -0,4 -4. 3 -4.0 8.2 

Mining and Quarries fi. 8 -9.7 9.l 29.2 22. 6 

Manufacturing Industrv 0, • .1 5,7 11.0 5.9 -3.3 

Commerce (wholesale and retail) -'~. 7 13.R 9.7 6.4 -1.4 

Financial Sector 23. '/ j (). 0 11.6 1.9 7,2 

Transport, Stora~e and Communications l (). 7 12 .·~ 7.09 33.6 4.3 

Co::mstruct ion 11. fi () . ·~ -0.l. 21.4 3.2 

GROSS DOMESTIC PRODUCT Pf.R CAPITA~/ 2.0 4.l 4,8 2.1 l. 7 

1/ Source: ECLA 

2/ Source: Controller General and own calculations 

" 

19A2 1983 

4.0 0.9 

o.~ 3.1 

7 . IJ 7,3 

2.4 -2.~ 

-0.7 -6.3 

3.2 3,7 

14 . .l 24. 6 

24 .o -27.8 

1.9 -1.2 



-----------------
TARLF. 6 

SECTORIAL COMPOSITION or GDP - P~RCENTAGE or TOTAL 

-Agriculture 
-Mining and Quarries 
-Manufacturing Industry 
-Electricity, Gas and Water 
-Construction 
-Wholesale and retail commerce, 

hotels and restaurants 
-Transportation, Storage and 

Communications 
-Panama Canal Commission (*) 
-Services exported to the Panama 

Canal area ( i~) 
-Real Estate, Insurance, financial 

and Service Companies 
-Community, Social and Domestic 

Services 

SUBTOTAL (a) 

-Public Services and Administration 

SUBTOTAL (b) 

TOTAL GROSS DOMESTIC PRODUCT (a+b) 

1960 

23.0 
0.3 

13.1 
2.0 
5.5 

13.9 

4.6 

7.~ 

10.8 

9. :3 

89.8 

10.2 

10.2 

100.0 

Source: Controller General and own calculations. 

1965 

21.4 
0.3 
l~.9 

2.3 
5.7 

13.9 

5.3 

R.3 

<jj, 9 

7.1 

90.1 

9.9 

g., 9 

] 00. 0 

1970 

18.0 
0.3 

1. 7. '2 
2. <i1 

6.0 

14.l 

6.7 

7.9 

10.6 

6.5 

90.2 

9.B 

9.8 

l 00. 0 

1975 

1.6 .1 
o,. 3 

l 5. 4 
3.8 
5.8 

13.5 

B.3 

f\. 3 

13.5 

6.2 

Fl9. 2 

10.B 

10.8 

100.0 

1979 

11.9 
0.2 

ll. 3 
3.4 
IS. 7 

15.9 

10.2 

5.0 

12.7 

9.6 

87.l 

12.9 

2.2.9 

100.0 

1980 

10.4 
0.2 

10.4 
3.1 
7.4 

14.8 

10.2 
10.2 

12.1 

9.4 

88.2 

11. 7 

11. 7 

100.0 

(*) The Torrijos-Career Treaties (1979) reverted the former Panama Canal Zone to the 
sovereign Panamanian National territory and the P~n~ma Canal Commission, headed 
by ·:he US-Panamanian Board of Directors. 

1981 

10.2 
0.2 
9.7 
3.1 
7,8 

14. 3 

10.4 
10.5 

11. 7 

9.4 

87.9 

12.1 

12.1 

100.0 

1982 

10.3 
0.2 
'L9 
3.2 
8.9 

13.6 

9.3 
11 .1 

11. 7 

9.5 

R7.7 

12.2 

12.3 

100.0 

-

l '.\1:13 

10. l 
0.2 
9.2 
3.4 
6.0 

12.2 

] 6. 0 
9. 1 

l ~. f, 

B.6 

87.8 

12.I 

12.2 

1.00.0 

-
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2.23 Elllployment 

Althou9fl there is a widespread agreement that unemployment 

in Panama has increased significantly since 1974, debate conti

nues on how hi9fl the rate actually is, with Government estimates 

among the lowest, e.g. 8.8\ in 1979. More COll'lltOn are national 

estimates in the 15-20\ range with even higher estimates in 

the urban areas near the canal. In Colon for e:JCaDFle, unemploy

ment may be as high as 25-35\ of the workforce, up from the 

Worlds Bank's 1970 estimate of 17.4\. 

Table 7 gives the official labor force data for the 1970-79 

period, while table 8 reflects an alternative estimate, assuming 

a constant 60\ labor force participation rate throughout the 

seventies, to smooth out t~c unex-

plained and erratic participation rate used in official statis

tics. This alternative procedure has been used by US/AID and 

World a.ink missions in order to obtain a llK)re realistic picture 

of Panama's unemployment situation. Furthermore in 1978, in 

view of the rising unemployment, the Panamanian Government has 

created an urgency Plan, which has absorbed in 1978 and 1979 

and estimated 17,000 unemployed into the public service. In 

March 1980 however, this plan had to be formally abandoned in 

view of the fiscal deficit situation. As such, and since 

these jobs were not created by the economy, the official 

unemployment figures for those two years appear artificially 

low. Reducing the 1978 and 1979 employment figures by 17,000 

would bring the estimated unemployment rate for those years 

at 17.0\ and 15.4\ respectively. 



-------------------
TABLE 7 

LABOR FORCE DATA 1970- 198:! (Official Data) 

(thousand of persons> 

YEAR POPULATION ECONOMICALLY LABOR FORCE EMPLOYMl·::'1' 

15 YEARS ACTIVE PARTICIPATION 

! JN EMPl .OYMF.NT 
------------

OFFICIAL lJNF.Ml'LOYMF.t-~T 

RATE ('-'.) 

OLD + RATJ:(i;) ------ ... ----------- --------·------·-··--
1970 76:L 7 466.l 61. 3 432.9 33.3 7. l 

----- ---- -------------------·-----------
1971 78,,8 471. 3 60,7 435,6 35.7 7.b 

·--------------------------------· 
1972 811. 7 482.2 60.2 449.4 32.8 6.8 

-----------------· 
1973 835.8 499.0 59.7 464 .1 34.9 7.0 

1974 869.5 517.4 59.5 487.4 30.0 5.8 

1975 896. l 492.8 55.0 461. 2 31. 6 6.4 

1976 917.9 505.3 55.0 471.'' 33. 7 6.7 

------------------
1977 (R) 950.l 515.2 54.2 470.4 44.8 8.7 

1978 (R) 973.7 543.0 55.8 499.2 43.8 8 .1 

--------------------------· 
1979 (R)l,002.9 577 .8 5 7. fi 527.0 50,7 8.8 

·--------------------------· 
1982.(R) 1, 140. 6 612.6 53.7 561 .o 51.5 8.4 

------------- -------------------·------
Source: Direccion de Estad1stica y Censo, Contralori.a r.eneral de la Rep. _.e Pma: Panama en Cifras, Anos 1974 a 1978 

( ) R 
.Ai\8; 1975 a 1979 y el ano 1982J encue~tas de hogares. 

R evise : By the Govctnmcnt of PanLlmil 



-------------------
TABLES 

LABOR FORCE DATA, 1970-1979 (ALTERNATIVE E8TIMATES)a 

(thousand of 2ersons) 

Year Population Economically Labor Force a b E:mployment Unemploment Unemployment Official Unemployment 
15 Years Active b Participat~on Rate 

oob 
RAte (%) 

Old + Population Rate (%) -
1970 762.7 457.6 60 434 .3 23.3 5.0 7.1 

1971 786.8 472.0 60 441.3 30. 7 
1' 

7.0 7.6 

1972 811. 7 487.0 60 455.4 42.4 6,0 6.8 

1973 835.8 501.5 60 464 .1 
. 

3 7. 2i 7.0 7.0 

1974 869.5 521. 7 60 487.4 34.3 7,0 5.8 

1975 896.1 537.7 60 461.2 76.S 14 .o 6,4 

1976 917.9 550.7 60 471.fi -· ·79,T 14.0 6.7 

1977 950.5 570.3 60 470.S - 99.8 1 7 .o ··- 8.7 
··-1978 973.7 584.2 60 499. 2 85.0 14.5 c 8. 1 

1979 1, 002. 9 601. 7 60 527.1) 74.7 12.4 c 8.8 

1982 1,140.6 684.4 60 561.1 123.3 is.o - 8.4 

8 Source: Panama e~ Cifras, anos 1975-1979 y ano 1982: Encuestas de hoRares, Direcci6n de Estadtstica y Censo, 
Contralorra General de la Republica. 

b 

c 

A constant 60% labor force participation rate has been used. 

The governments "Plan de UrJ:,encia" initiated in 1978 ancl abandoned in 1980 created an estimated 17,000 
jobs in the public sector. 

• 
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2.24 Index of Industrial Production 

Table 9 illustrates the weighed index of the industrial 

production (Physical volume) in Panama from 1973-82. Over the 

entire period, global industrial production grows slowly but 

steadily at an average annual rate of 74)\ with two short recession 

periods in 1975-76 and 1981-82 respectively. 

The Ill)St important growth sector is food products, beve

rages and tobacco, with an average annual growth rate in 1973-82 of 

4. 1\ and a 40% share in 1971 total industr.i.al value added. This 

sector.primarily geared to the domestic market, and increasing its 

production througi1 inport substitution, will be discussed Jll)re de

tail under point 3.26 

Petroleum products and derivates is anot~er inportant, 

but stagnant, industrial subsector; in 1971 it represented 17.1% 

of total industrial value added, and has an annual average growth 

rate of 0.2%. The total production is assumed by one industrial 

plallt: "Iefiner.i'.a Panama, S. A." a Texaco subsidiary in the Bah fa 

las Minas sea-port. 

The second fastes growing industrial subsector; is the 

textile and garment sector, with an average orowthrate of 2.4%. 

This sector is primarily geared to export O,PfU'~i<Dnsthrough the 

Colon Free Zone. WhilP. 1981 and 1982 show the first signs of decli

ning output in this secto;,it is from 1983 on that the textile and 

garment industry gets severly affected by the depressed Latin 

American outlet markets. 



-------------------
-~~~~~~--~~~~~~T~AB~L~E-=-9~:~IN~D~E~X,;_,;;O~F-=.;INDUSTRIAL PRODUCTION 1973-82(PHYSICAL VOLUME) 

Coefficient of 
Ponderation based 
on 1971 value added 

TOTAL I 100. 0 

Food products, beverages 

140.0 and tobacco 
Textile, garment and leather 8.8 
Wood industries, including 
furniture 5.5 
Paper and Paper products 9.3 
Chemical Products and 
deriva.tes 17. 1 
Non metallic mineral products 
with exception of petrolewn 
products 8.8 
Metallurgical industries 2.0 

Production of :netal products 
machines and equipment 8.0 

Other manufacturing industries 0.5 

Source: Controller General 

1973 1974 

109.6 . 109. 1 ,_ __ 
44.9 46.0 
10.0 9.8 

4.7 5.2 
9.2 8.0 

19.0 18.8 

10.9 10.0 
1. B 1.6 

8.7 9. 3 

0.4 0.4 

WEIGHED INDEX 1971 = 100 

1975 1976 1977 1978 1979 

105.0 106.4 110. 2 116. 0 128.9 
1' 

47.8 50.8 52.7 56.2 63.6 
9. 3 10.6 10.2 11. 5 12.6 

3.8 3.8 3.8 3.9 4.6 
6.9 7.8 8.2 9.4 9.9 

21. 5 18.3 18.8 18.5 18.9 

7.9 6.9 6.7 6.8 8.4 
0.8 1. 1 1. 3 1. 4 1.8 

6,5 6.6 8.0 7.8 8.5 

0.5 0.5 0.5 0.5 0.6 

1980 981 

132.8 27.3 
t---

6.3. 9 62.4 
1 :l. 8 12.6 

4.7 4.5 
, I). i 9.8 

1!~.2 18.3 

!L7 9.2 
:LS 2. 1 

13. 9 7.9 

I), 4 0.5 

Average 
annual 
growth rate 
1973-82 
(~ercentage) 

1982 

130.3 2.0 --
63.9 4. 1 
12. 1 2.4 

4.6 o.s 
10.3 1.8 

18.8 0.2 

9.5 0.7 
2. 1 1.6 

8. !i 0.8 

0.4 1.9 
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2.25 Prices and Wages 

Panama never had a problem of persistent, internally 

generated inflation.Given the openness of the Panamanian eco

nomy, the absence of control over the tooney supply and the 

use of the US dollar as legal tender, it is not surprising 

~h~t th~ tr~nd in ~ho D~n~~~nian n~ir~ --·- - --------- r----

that of the USA. Table 10 illustrates how the trends in 

wholesale prices of both countries are closer together 

that the ones in consumer prices; here the Panamanian 

price control system caused a slower 100vement than in the 

USA. However, the unfreezing in 1979 and 1980 of various 

items, especially food, formerly under rigid control, contri

buted to an acceleration in the Panamanian index, and should 

lead to--a closer movement of the Panamanian and US consumer 

price indices. 

Table 10: COHPARISON OF PANAMANIAN VERSUS USA PRICE MOVEMENTS 
(I 975 = 100) 

Wholesale Consumer Wages: Hourly (MFG) 
USA Panama USA Panam<1 USA Panama 

100 .(1 l • )() .1; l ()(). () lOCi.U lOU.0 100.0 
104.fi 107.8 105.8 I ()I, .0 108.1 105.4 
11 l. () I I'>.) 112. 7 I :JH. 7 117 .6 110.3 
119.i I 21. H 121 • 2 111. 1 127.7 113. 7 
134. 7 I 18 .11 114.9 122.3 138. 7 122.6 
153.A I r,o. 2 153.I 119. 7 150.5 133.6 
Hi 7. ') I 7 Ii. 2 I li9.0 1'•9.1 165.3 n.a. 

---------- -· - - - ---·-·-- --~--- -- - -------------------

Sources: Offic•· "f the Controllf·r c;"nPral, ;ind fnternational Financial 
Statistics. 
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YEAR TOTAL 

1976 104 

1977 108.7 

1978 113.3 

1979 122.3 

1980 139.2 

1981 149.4 

1982 155.7 
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Table 11 contains consumer price indices in Panama City 

and illustrates the :noderate rate of inflation traditionally 

facing the Panamanian consumers. Whereas in 1980 wholesale 

prices rose by 15.3\ and the consumer price index by 13.8\, 

in 1981 the increases dropped to 10\ and 7.3\ and slowed 

further down in 1982 to 8.2% and 4.2\ respectively. In 

1983, general inflation ratP ha~ bP.Pn P~~im,;i~Pn ~~ 7~, 

TABLE 11 : SELECTED CONSUMER PRICE INDICES IN PANAMA CITY 

( 1976 - 1982) 

-
INDEX 1975 = 100 

. PORCENTUAL FOOD PROCUTS HOUSING CLOTHING MISCELLANEOUS 
CHANGE BEVERAGES 

101.4 105.5 103. 3 105.5 

4.~ 104.4 113. 7 108.5 109.7 

4.2 110. 9 121.2 112.0 110.7 

7.9 122.2 125.0 118.2 121.8 

13.8 137 .6 135. 4 130.5 1,5.6 

7.3 150.2 141.9 137.5 156.7 

4.2 159.1 148.8 144.4 160.0 

y 

1 I Includes: medical care and pharmaceutical products, personal and lesure articles, radios 

reading materials, education, tobacco and transportation. 

Source: Controller General 
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Table 12 illustrates whole sale price indices for selected sectors of the 

Panamanian economy. The 30\ index increase in 1974 reflects the tripling of petroleum price 

that same year. The Internal terms of trade, defined as the ratio between agricultural and 

industrial wholesale price indices, reflect the steadily deteriorating agricultural versus 

industrial price movements. 

1970 

1971 

1972 

1973 

1974 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

Table 12: SELECTED WHOLE.SALE PRICE INDICES, 1970 - 1982 

( 1961 = 100) 

Wholesale Procentual Agricultural Industry 
Change 

112.0 119.2 106.9 

--
118. 1 5. 4 124.5 112.9 

128. 1 8.4 129.5 126. 3 

141 .6 10.5 141. 3 139.0 

184.4 30.2 174.9 185.8 

210.3 14.0 210.4 210.5 

226.7 7.8 223.8 231.4 

243.0 7.2 235. 1 245.7 

256.1 5.3 254.8 256.3 

292.0 14.0 291.9 305.5 

336.8 15.3 328.1 3(,0. 3 

370.5 10.0 350.5 390.9 

401.2 8.2 384.9 428.5 

Imports 

115.3 

121.6 

129.8 

144.9 

186.6 

210.0 

222.2 

243.0 

256. 3 

275.4 

311. 5 

353. 9 

374.4 

Internal Terms 
Of TradE 1/ 

111.5 

110.3 

102.5 

101. 7 

94. 1 

100.0 

96.7 

95.i 

99.4 

95.5 

'.) 1., 

89.7 

89.7 

1 I Ratio between agricultural and industrial wholesale price indices. 

Source: General Controller and IRfW 
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TABLE 13 : MEAN MONTHLY WAGES IN THE PRIVATE AND PUBLIC SECTOR, AND IN THE CANAL AREA; 1975 - 1982 

(US DOI.LARS) 

PRIVATE SECTOR PUBLIC SECTCR 
YEAR TOTAL : TOTAL I PRIVATE BANANA PLANTATION 'T'OTAL CENTRAL AUTONOMOUS MUNICIPALITIES 

ENTERPRISE AREA- BOCAS DEL GOVERNMENT AND SEMI-
"'ORO AND AUTONOMOUS 
f'M7'RTt\1lT INSTITUTIONS 

1975 264 241 246 187 I 248 /39 273 182 

I 

1976 277 262 269 197 251 242 276 183 

1977 293 280 285 207 258 247 288 187 

·--
1978 312 288 294 22 3 267 251 302 189 

1979 332 306 309 257 297 290 316 200 

1980 364 336 337 335 326 317 349 215 

1981 384 356 356 361 342 327 373 219 

1982 408 374 376 340 358 330 406 223 

Source: Controller General 

CANAL ARE. 

590 

607 

(i61 

--
78f:l 

821 

1I036 

, I 057 

1127 1 
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Table 10 illustrated also how Panamanian wage movements 

have tended to lag hebind those of the us. in spite of the 

incluence of us wage levels paid in the canal area. This 

is probably due to the DDrerapid growth of the Pana.anian 

labor force and the lower influence of trade unions. 

Further11Dre, since the entry into force of the Panama canal 

treaties in 1979, new Panamanianemployees in Canal operations 

are paid atPanamanian rates, resulting in a reduced upward 

pull of the Canal area on the courtry's ~age structure. 

Table 13 demonstrates, however, how far the average 

wages in the car.al Area are still beyond the reach of those 

in the Panamanian public and private sector. Another 

i:;terest:ing detail in tins table is the decreasing average 

T:10nthly wage level in 1982 in the Banana plantation areas of 

Chiriqu1 and Bocas del Toro, as a direct result of prolonged strikes. 

~0t. sur:n:isi:,,:l~·. t:-.e 11:fluence of the Canal area wage 

levels and specific Panamanian labor policies.!./ situate the 

Panamanian average wage rates far above those in l!K>St COJ!Feting 

Centra1 American and Caribbean locations. In 1978, the 

Panamanian minimum wage, averaging USS 1.00 per hour, was 

double that of the Dominican Republic, Colombia, El Salvador 

and Ja:naica, and triple that of Haiti (Table 14). 

Table 14: COMPARATIVE AVERAGE MINIMUM WAGES IN SELECTED CARIBBEAN 
A~D CENTRAL AMERICAN COUNTRIES 

Panama 
Ra rh:tdos 
Colomhia 
Domtntclin Rep11hlfc 
EI S;1 l vac1n r 
Haft! 
Hon<lu ras 
Jam.<t t ca 
Nicaragua 

1978 

(USS per hour) 

0.98 
0.90 
0.45 
0.5() 
0.51 
O.JO 
0.27 
0.51 
o.so 

Source: ILO - Determination of Manpower Cost in Panama 1980 Cprelim) 

1/ Panamanian labor policies prescribe wage based social insurance and other 
bmwfits which incrc.Jse the averaqe cost of labor by nore than 2Ai over 
!hr· 11ominal warw (:;er. trJble 1~). 
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Table 15 illustrates the social provisions and fringe

benefits, prescribed by the Panamanian labourcode, which 

increase the average cost of labor by more than 28\ over 

the noainal tagelevel. As we vill discuss below, this 

relatively high vage structure, will be one of the major 

challenges to the qovernment. comitted to an export: 

oriented development strategy; increased productivity in 

all economic sectors will become the '"Leit motiv'" 

in the eighties. 

Table 15: DIRECT SOCIAL BENEFIT COSTS FOR PANAMIAN WORKERS 

-------------- _:'"::. -----------------
Type /3__ Percent of Basic Wage 

------·-- - -- - ------·----------- ---------· 
8:1si1 :.'a~e 

Thirteenth :n.inth 
Social Insurance ~ 
Educ~tional Insurance 
Professional Risk Ins. 
lndemn if icilt ions 

TOTAL 

1.0000 
.0833 
.1025 
.0125 
.0259 
.0517 

1.2819 

---------

1a !n case of construction, add unemployment insurance of .0600 and 
increase professional risk insurance to .0567. 

/b Including 1.5% to take effect during 1982. 

Source: ILO - Determination of the cost of manpower in Panama 
1980 (prelim.), and MIPPE. 
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2.26 ~ney and Credi~ 

Panama's special dcllarstandard and its complP~Y free mone

tary system, limit seriously the extent to which the qovernment 

can influence interest rates and financial markets. There is 

a complete absen=e cf foreign exchange controls and in view of the 

the onif instrument for economic policy , is the qovernment 

fiscal policy. 

Wcrld Bank estimates of noney supply and credit give the 

fol.loving picture: 

MONEY A~1> CREDIT 1977 - 1981 

1977 1978 1979 1980 1981 

(~ill ion B/. outstanding, end period) 

l,718.2 
7~2.2 944.9 l,162.4 l, 454 .4 

?-~;.iney and Quasi ~foney 
257.7 265.1 390.l 

Rank Credit to Public Sector,Net 315.1 167.3 

Private Sector 1,369.5 1,537.3 1,839.4 2,21:>.8 2,617.9 
Bank Credit to 

(percentage or index numbers) 

Money and Quasi Money as % of 
40.9 42.9 44.6 

GDP 36.S 38.4 

Percentage changes in: 

J.6 -46 .9 54.0 2.9 47.2 
Bank Credit to Public Sector 

18. l 
7.8 12.2 19.7 20.S 

Bank Credit to Private Sector 
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2.27 Public Sector operations 

As mentioned above (point 2.1) Panama's fiscal policy 

during the mid seventies was expansionary. Until 1976 this 

policy took the form of increased capital expenditures to 

acquire and expand the public utilities, to undertake co1111ner

cial ventures (e.g. in sugar, cement and tourism) and to 

improve transport and ot~er infrastrncturP. to snppnrt pri v;:it-P 

sector expansion. Between 1970 and 1976 public sector invest

ment grew at the rate of 18.7 percent yearly in constant terms 

and declined at alnr:>st the same rate during the next three 

years. This rapid increase in public investment was 

unmatched by public sector savings, with the result that the 

public sector deficit went from 4.6 percent. of GDF in 1970 

to 18. 6 pl!rcen tin 1976 and the public c xte rna l debt rose frorr; 

18. 5 percent of GDP to 54. 9 percent during the same period. 

In a shift in policy in December 1976, it was decided 

that the private sector had to be induced to play, a greater 

role in the recovery of the economy and in generating johs, 

ff further growth of the already large debt burden was to be 

avoided. Public sector investment was considerably reduced 

in 1977 and special tax incentives to employment were qiven 

to the private sector. However, the p~ivate sector response 

was inadequate to offset the contraction in the public sector. 

Facing rising unemployment in the period of uncertainty just prior 

to the siqninq of the new Par.am.:: r...:.:mal Treaties, the Government 

inttoduced a special employmc11t prO'.Jram at the end of l'J77. Thi.s 

program under which at its peak, nearly 20,tJO() persons received 

B/ 100.00 per month continued unti I tfie •.mrl nf 1-'0!,nwry 1980 

(see also point 2.21, employment) clnrl r!rain•Yl in 1<)7H and 1')79 

considerable amount:; of public :;ecttH rcv•!111ie:;. ov,~r;:ill pulil i<: 

sector savinqs were also adversely ;iffcc:tcd by the operational 

losses of a number of qovernm•~n~ entcrpri~es;I...:1 Vir:toria ::;L:qar 

Corporation reporte<i .:.iveraqe lo~ses of h/ }u mi i l iu11 l..u 

B/ 40 mil lion per year, the Bayano Cement about B/ 5 million 

per year and the Tourism Institute nearly B/ 4 million (see table 21). 
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It was not until 1980-81, however, that the public sector 

deficit was reduced to about 6i of GDP as a result of economic 

recovery (interalia, the 1980 increase in sugar prices (+118\) 

which had cut La Victoria losses by a half), but also as a 

l f l ubl . . . d l 1 I resu t o ower p ic investment, increase Cana revenues- , 

the elimination of the special employment programme, and 

a gene~ally m::>re prudent fiscal policy. 

In 1982, however, the financial situation of the public 

sector worsened •'}Ain considerably because of a general expansion 
. 2/ . 
in total public expenditures- , in the face of stagnating revenues 

which were caused by the fall in general economic activity~~ the 

Public sector's overall deficit amounted dgain to 10.9% of GDP 

. ·9a241 in • - ·~eqotiation.-· .,..j tr. th,~ rMF in 1983 involved 

the conuni~ment, from the part of the Panamanian Government, to 

keep the overall public sector deficit within 6% of GDP (or 

below an estimated 260 million limit), and to further stimulate 

a decreasing public sector participation in the national economy. 

It is in this light that tne government is divesting itself of 

1 . . 51 . . h f . some osing enterprises- and 1s Hi t e process o re-assesing 

its regulatory mechanisms. 

1/ From 1980 on and as a direct result of the 1979 Canal treaties 
the former Canal Zone was included within Panama's tax-iuris
diction; this contributed to a jubstantial increase in the 
1980 non-tax revenues of the Goverment. 

2/ Public expenditures in 1982, were heavily marked by two large 
scale public investment projects; the trans-isthmian oil 
pipeline (40% of the installations are owned by the Panamanian 
Goverment)and the La Fortuna hydroelectric project (see table 
17); public capital expenditures jumped from 5. 5\ of GDP in 
1981 to 13.1% in 1982). Both projects however promise high 
rates of return for future years. 

3/ In 1982 Sugar prices have fallen by a half in Panama's main 
export markets, and no strong upward trend is expected in the 
near future. A depressed construction sector keeps the 
operations of Cementa Bayano below break-even point and 
a general slowdown in economic activities diminished sharply 
the growth rate of indirect tax revenues. 

4/ Inter-American Deve: 'pment. Bank estimate. 
5 e.g. the Felipillo suqar mill has been closed recently, 

and the Marriot lloteJ complex has been sold to a Japanese 
private interest qroup. 
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Central Government revenues and expenditures, in percenta

ge of GDP, are illustrated in table 17 based on data of the 

Inter-AmericanDevelopment Bank which coincide closely with 

IBRD estimates. 

TABLE 1 7: CENTRAL GOVERNMENT REVENUES AND EXPENDITURES 

AS \ OF GDP 

1979 1980 1981 

Current Reverses 16,8 22,4 21,5 

Current Expel'l9i tures 19.5 22.0 22.8 

Current Savings -2.7 0.5 -1. 3 

Capital Expenditures 6.4 6.1 5.5 

Deficit or surplus -9. 1 -5.7 -6.8 

. 
Inter American Development Bank. Source: 

1982 

24.8 

23.0 

1.8 

13. 1 

-11. 3 

Detailed Central Government operations, according to ECLA 

estimates, and based on official figures, are given in table 18. 

An interesting feature illustrated by table 18 is the fact 

that from 1980 on the direct taxes are surpassing the indirect 

taxes in importance, and represent currently 54\ of all tax 

re•1enues; this evolution illustrates the further redistributive 

effort, made by the ?anamanian Government. 



-------------------
TABLE 18: CENTRAL GOVERNMENT OPERATIONS 1979 - 1982 

(millions of balboas) 
1979 1980 1981 1982 

( 1 ) CURRENT REVENUE 490 696 784 848 

(2) 

( 3) 

(4) 

(5) 

(6) 

TAX REVENUE 

DIRECT TAXES 

INDIRECT TAXES 

TAXES ON FOREIGN TRADE 

TAXES ON DOMESTIC TRANSACTIONS 

N0'.11 TAX REVENUEY 

OTHER CURRENT REVENUE 

CURRENT EXPENDITURES 

WAGES AND SALARIES 

OTHER CURRENT EXPENDITURES 

CURRENT ACCOUNT SURPLUS OR DEFICIT (1-2) 

CAPITAL EXPENDITURES 

FIXEL CAPITAL FORMATION ANO TRANSFERS 
TC1 REST OF CONSOLIDATED PUBLIC SECTOR 

DEBT AMORTIZATION 

TOTAL EXPENDITURES (2+4) 

406 504 583 615 

194 258 317 332 . 
212 246 266 283 

( 80) ( 91) ( 98) ( 1 G6) 

(132) (155) (168) (177) 
1' 

80 178 194 214 

4 

612 

264 

348 

-122 

321 

263 

58 

933 

14 

766 

297 

469 

-70 

299 

214 

85 

065 

7 

876 

298 

578 

-92 

317 

220 

97 

193 

19 

931 

318 

613 

-83 

348 

221 

127 

279 

OYIJALL CENTRAL GOVERNMENT, SURPLUS OR DEFICIT(1-5) -443 -369 -409 -431 

41 

41 

390 

INTERNAL FINANCING 

NATIONAL BANK 

EXTERNAL FINANCING 

138 

52 

305 

178 108 

71 

191 

82 

301 

(growth rates) 
1979 1980 1981 

23.4 42.0 

24.1 24.1 

35.0 33.0 

15.8 16.0 

17.6 13.7 

4.5 17.4 

14.3 122.5 

12.6 

24. 1 

22.9 

8. 1 

7.7 

8.3 

9.0 

250.5 -so.a 

31.9 

17.3 

45.6 

74.4 

25.2 

12.5 

34.8 

-6.9 

124.8 -18.6 

-13.4 46.6 

44.2 14.1 

86.6 -16.7 -- --
22.0 29.0 

7.3 36.5 

121.0 -37.4 

14.4 

0.3 

23.2 

6.0 

2.8 

14. 1 

12.0 

10.8 

-39.3 

15.5 

57.6 

1982 

8.2 

5.5 

4.7 

6.4 

8.2 

5. 3 

10.3 

171 . 4 

6.3 

6.7 

6., 

9.8 

0.5 

30.9 

7.2 

5.4 

-62.0 

-50.0 

29.6 

1/ Non-tax revenue is composed by two major components; (1) revenue from the Panama Canal tra.nsit operations and (2) from 
the utilities of Government enterprises. The former Component and the Torrijos-Carter Tre:aties in 1979 explain the 
122. 5\ increase in non tax reven•.lE'S for 1980. 

Source: ECLA: Notas para el Estudio Economico de America Latina, Panama, 20 de mayo de 198~,<>n the basis of official fiqure 
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The Central Government operations are co~lemented by 

those of the social security fw1d, the Decentralized Agencies...!./ 

and the public enterprises 3./ : Tab!es 19, 20 and 21 respectively. 

TABLE 19: OPERATIONS C6' THE SOCIAL SECURITY FUND 
1977 - 1982 
(millions of balboas) 

1977 1978 1979 1980 1981 1982 

Current Revenue 138.9 151. 7 181.9 219. 1 269.5 321.8 

Current Expenditures 133.6 155.6 170.3 197.0 238.6 271.4 

Current Operating 

Surplus or deficit: 5.3 -3.9 11.6 22.1 30.9 so . .; 

Net Central Government 
Transfers 9.9 15.4 20.0 16.6 35. 1 40.1 

--
Current Account 

Surplus or Deficit: 15.2 11.5 31.6 38.7 66.0 90.5 

Capital expenditures 17.6 18.6 9.0 23.7 63. 1 62.2 

Overall surplus 
15.0 2.9 28.3 or deficit -2.4 -7.1 22.6 

Source: General Comptroller 

While the official figures seem to give evidence of a 

continuousSurplus on the current operations of the social se

curity fund, its heavy Capital expenditures require increasin

gly net Central Government transfers in order to maintain an 

overall balance. Since ·979, apparently, the social security 

fund has succeeded in building up yearly overall surplusses. 

The management of the social security fund, however, is pre

sently under quite some controversy, and will be subjected 

to an in depth-study for,its posterior re-structuration. 

1/ The decentralized agencies include the University of Panama, 
the Human Dvelopment Institute (IFARHU), the Agricultural 
Marketing Institute(I.MA) the National Finance Corporation 
(COFINA) and the Nationai Mortage Hank (BHN). 

2/ The State enterprises include the Hydraulic and Electricity 
Institute (IRHE), the National Telecommunications Institute 
(INTEL), the National Water and Sewerage Institute(IDAAN) 
the La Victoria Sugar Corporation, the Colon Free zone, the 
Civil Aviation Authority (DAC), the Tourism Institute, the 
Bayano Cement Plant and the Port Authority. 



I 

I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- 58 -
TABI.E lO: OPERATIONS Of' THE DECENTRALIZED AGENCIES 

(millions of balboas) 
1977-1982 

---- -------- ----
1977 1978 1979 1980 1981 1982 

Operation revenue 17_9 34. 7 43.2 54.5 61.8 76.J 

Operating expenditures 43. 7 58.8 76. 1 83.9 93.4 110.9 

Operatin~ s~lus 
or deficit -25.9 -24.1 -32.9 -29.4 -31.6 -34.6 

Net Central Government 
Transfers 21.C 26.8 27.1 26.J 27.7 25.0 

Carrent account s~lus 
or deficit -4.9 2.7 -5.8 -3. 1 -3.9 -9.6 

Net Capital transfers from 
Government and Social 
Security Fund 22. 1 22.1 23.4 38.2 50.5 67.2 

Capital Expenditures 62. 1 67.0 44.2 50.6 62.6 103.4 

0-ral l surplus or 
deficit -45.0 -42.::. -26.6 -15.5 -16.0 -45.8 

TABLE 21: OPERATIONS OF THE STATE ENTERPRISES 
(1977-1982) 

Operating revenue 

Operatinq expenditures 

Operating surplus 
or deficit 

Net Central Government 
transfers 

Current account 
surplus or deficit 

Capital transfers 

Capital expenditure 

Overall surplus or 
deficit 

1977 

159.1 

151. l 

7.8 

-0.2 

7.6 

35.4 

175. 1 

-132.1 

(millions of balboas) 

1978 

183. 7 

186. 7 

-3.0 

J.6 

0.6 

56.8 

187.6 

-130.2 

1979 

234.':I 

238.9 

-3.9 

7.5 

3.6 

98.5 

142.6 

-40.5 

1980 1981 

!61.9 424.2 

318.4 354.6 

43.5 69.6 

10. 3 4.1 

53.8 73. 7 

84.3 42.7 

111.8 124.3 

26.3 -7.9 

198~ 

4 I 3.4 

399.6 

-12.0 

61.8 

40.6 

146.6 

-44.2 

In spite of substantial Government transfers (current and Capital 

transfers) to the decentralized agencies(table 20)and to the state 

enterprises(table 21)
1

both sectors give evidence of continuous and 

heavy overall deficits, which are to be financed by external and 

internal borrowing. (See point 2.28, External Public Debt). The 

only notable exception occurred in 1980, and then only for the 

state enterprises, when higher sugaL· prices reduced operating 

losses of the ·,a Victoria Corporation and when higher sugar 

prices reduced operations los&es of the La Victoria Corporation 

and when exceptionally high cement sales lifted the La Bayano state 

enterprise out of the red fiqures. 
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Table 22 summarizes the operationsof the entire conso

lidated public sector, and illustrates the global public sector 

deficit; it can be clearly noticed how, as we have denonstrated 

higher, after a substantial ill{>rovement in the financial situa

tion of the public sector in 1980 and 1981, the global public 

sector deficit has increased again in 1982. 

TABLE 22: SUMMARY ACCOUNTS OF THE NON-FINANCIAL PUBLIC SECTOR 
1977 - 1982 

(millions of balboas) 

1977 1978 1979 1980 1981 

Revenue of Consolidated 
Public sector 1/ 537. 1 595.0 708.2 1,032.6 1,185.0 

Expenditure of Consolid:ited 
Public Sector 807.7 960.7 1,054.2 1,215.1 1,419.7 

Overall deficit of Consolidated 
Public Sector -270.6 -365.7 -346.0 -182.5 -234. 7 

Overall sur~lu~ or deficit of 
Non Consolidated public sector: 1.3 0.7 20.2 -1.6 18.3 

Overall Public Sector Deficit: -269.3 -365.0 -325.8 -184. 1 -216.4 

External Financing: 293.7 467.3 191.3 227.6 70.2 

National Bank -32.5 100.7 139.9 -40.5 131 . 1 

Other 3_/ 8.1 -1.6 -5.4 -3.0 15. 1 

1982 

1,360.5 

1,615.5 

-255.0 

-255.0 

n.a. 

n.a. 

n.a. 

1/ Central Government, Social Security Fund, decentralized agencies and State 
Enterprises. 

2/ Includes bonds placed locally 

Source: IBRD 
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Outstanding at December 

2.28 External Public Debt 

The above mentioned performance of the public sector 

operations, is closely reflected in Panama's external public 

debt situation.!/ 

TABLE 23: PANAMA'S PUBLIC EXTERNAL DEBT 
(1970-1982) 

(millions of USS) 

1970 1975 1976 1977 1978 1979 1980 1981 1982 

I 31st 

I 
,AJ1¥:)unt Disbursed 
(USSmn) 

Percent of GDP (\} 

194 774 1,101 1,345 1,898 2,090 2,277 2,333 2,733 

18.5 40.0 54.9 62.0 77.2 73.6 67.2 60.2 63.8 

I Source: World Banic 
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The table above shows that Panama's public external debt rose dramatically 

in the 1970's; in 1980, the total disbursed public debt reached a value 11 times 

higher thaP in 1970, rising from 18.5\ to 63.8\ of GDP. This debt has become a 

matter of great concern, and the Government h~s made its reduction a major poli

cy goal. The reduction in the public sector deficit in 1980 (see point 2.27), 

entailed a slowdown in the growth of the debt, which continued throughout 1981. 

In 1982, however, a rising deficit made the growth rate of ~he external debt 

resume its previous oace, increasing 16\ in 1982, compared to the averag~ growth 

of 6\ in 1980-81. At December 31, 1982, the external public debt disbursed 

amounted to about USS 2.7 billion (64\ of GDP) and the total contracteddebt 

to US$ 3.3 billion (80\ of GDP). Of the debt disbursed, 75\ came from pri~ate 

5ources, principally international banks, and the remainder from international 

agencies and governments. 

1/ Indeed and as mentioned before, due to the fact that Panama does 
not hav~ a money emission institute, the Public sector deficit, i.e. 
the public expenditures that do not have a counterpart in fiscal 
revenue~, have to be financed though external credit; as such, the 
targets set for the public external debt/GDP "ratio, will rletei.111ine 
the annual overall deficit that can be tolerated, and hence al-
so the level of public sector investme11t. 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- 61 -

Due to the substantial increase of the external debt in 

1982, the Panamania• Gove!'."nment has been forced ir. 1983 to 

adopt further budget cuts and austerity measures; this was also 

stipulated by the IMF, before reaching an agreement, on 27 

June 1983, involving 295 million special Drawing Rights. 

In addi ti or. to +:he concern provoked by the size of the 

debt, there is the one associated with the debt service burden, 

further exacerbated by continously growing interest rates. 

TABLE 24: DEBT SERVICE PAYMENTS (1979-1982 
(Millions of USS and Percentages) 

Service on the debt 

(interest and am:>rti
zation) 

Service of the debt 
as a percentage of 
exports of goods and 
non-factor services 

--

1979 

388 

34.6 

1980 

465 

31.2 

Source: Inter-American Develoo111P.nt Rank 

1981 

492 

31.2 

1982 

595 

36.6 

Interest payments on the public external debt during the 

1980-82 period, representing only about 50\ of the total debt 

service, were equivalent to approximately 7.5\ of GDP, which 

represents a significant leakag~ ~f Panamanian National savings. 

Public sector interest payments on the external debt used 30\ 

of current revenues in 1981 compared to 4\ in 1970. The 

increasing burden of these interest payments on the Goverment 

leave little scope for employment programmes or other macro

economic objetives to be pursued by the public sector, even if 

these were otherwise desirable. In December 1982, 3nd in order 

to Centralize the Control of Public expendit.ure and external 

indebtedness, the Government established an executive committee 

headed by the Minister of Planning and Economic Policy, and 

made it responsible for supervising and approving all loan 

applications made by state institutions, that earlier had 
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enjoyed a certain independence. For this purpose, the 

Directorate of Public Credit was established in the Minis

try of Planning and charged with lll)nitoring the financial 

position of public institutions and evaluatinq and super

vising all types of financing. 
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2.3 FOREIGN TRADE DATA 

2.31 Value of Exports of Major Comcndities 

Table 25 illustrates how Panama has known a steadily increa

sing export performance throughout the seventies, with the 

exception of the 1976-77 recession years; after these, exports 

resumed their growth pace, to reach an absolute peak value in 

1980, the year when international sugar prices increased l>y 

120,.Y 

After 1980, however, export earnings give evidence of a 

renewed downward trend, primarily because ot generalized econo

mic recession, particularly in the Latin American Region, and 

because of other factors such as the decline in the internatio-

nal sugar-prices, strikes in the banana sector and a decrease 

in sal~s of oil derivatives for bunkering vessels using the 

Canal. 

Other interesting features which can be derived from 

Table 25 is the emergenceof the garment and meat products 

sectors as increasingly important components of Panama's 

export package, while fishmeal and oils are on the decline. 

The main part however is still taken by petroleum product~, 
Bananas and shrimps, which contribute respectively 22\, 

21.3\ and 17.1\ t0 the total Export Value. 

The Economic Council for Latin America (ECIA) in its 

yearly report, points also to a further deterioration in 

1982 and 1983 of the Panamanian terms of trade, an evolution 

which has been experienced by the majority of the non-petro

leum exporting Latin American countries. (see table 26) 

Table 26: Panamanian E>rport and Import price indexes- 1975-83 
( 1970 = 100) 

Export/Import price ratio 

1975 

111 

Purchasing power of Exports 118 

1977 

82 

92 

1979 

75 

SS 

source : ECLA: Economic Study of Latin America, 1 983. 

1981 

69 

65 

i/ The average current dollar price for a pound of crude sugar, is characte
rized by strong fluctuations; 1970-80: US$.128, 1981: US$.169, 1982 
US$.084 and 1983: US$.085. 

Y It has to be noted however that "petroleum products" consist entirely of 
Venezuelan crude, which is refined and processed at Refiner!a Panama, 
partly for the domestic market,and partly for re-exportation. 
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1972 --
Petroleum Products 21. 5 

Bananas 64.7 

Shrimps 14.6 

Sugar 5.9 

Fish meal and oils 1 • 7 

Coffee 2.5 

Heat and Meat Products • 7 

Garment 0.1 

Other 10.0 

TOTAL 121. 1 

GROWTH RATE TOTAL EXPORT VALUE 
(PERCENTAGE) -----

TABLE 25: EXPORT OF MAJOR COMMODITIES (F.O.B.) 

(millions of balboas) 

1973 1974 1975 1976 1977 1978 1979 

24. 3 86.3 128.2 66.3 68.2 60.1 72. 3 

63. 8 49.5 59.5 
1' 

61. 7 66.4 71.9 65.6 

16.7 15. 1 19.0 33.5 29.9 30.2 44.9 

8.7 27.5 49.4 26.4 21. 8 20.3 26. 1 

4.3 2.9 2.8 8. 1 14.9 5.7 9.2 

2.0 2. 1 2.2 3.3 5.4 B.9 9.9 

.9 1. 2 1 • 1 1. 2 1.4 .4 1. 5 

1. 1 2. , 3. 1 4. 1 6. 1 B.6 8.6 

13.9 18.4 15.7 24.3 31.4 40.8 57.6 

135.2 204.3 280.2 228. 1 244.6 246.8 294.7 

11. 6 51. 1 37. 1 -18.6 7.2 .9 19.4 

Source: Controller General, Panama en Cifras, November 1983. 

1980 1981 1982 

81. 7 58.4 70. 1 

61. 5 69., 65.9 

43.6 42.6 52.8 

65.8 51.0 23.7 

14.8 5.6 1. 8 

10.4 13.6 12. 1 

3. 1 5.0 9.4 

10.4 13.9 17.3 

64.B 62.3 65.5 

353.3 316.8 309.3 

19.3 -10.3 -2.4 

Other include: Condensated and evaporated milk, canned sardines, fruit extracts, syrops and edible molasses, cacao, ru 
tobacco, leather skins and hides, card board and card board boxes, etc. 
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2.32 Value o~~r~s of Major Commodities 

Table 27 illustrate~ the value of inports of the major 

conmodities, and "C'efleccs clearly the recession period of 

1976-77, the pc..c:·~;;:.::...>r recovery, and the recent stagnating 

trend in iaport value, induced by a declining growth rate of 

the domestic demand. 

It ca.~ ~ noticed that, over the entire period, the share 

of i~ · )rted fuels and lubricants in total inport value has 

decreas•.i st-eadily, from 34.5\ in 1976 to 28.4\ in 1982; this 

contim·'.Justrend can be accredited to a sustained Government 

effort to substitute hydroelectric for therl!K)-electric energy 

gen•~ration, in order to diminish Panama's dependency from 

i!!lfY. .cted--petroleum. The recently terminated Bayano projet:t 

(bO megawatt) and the Estrella-Lo.> Valles project (90 megawatt) 

allowed Panama until now to fullfill approxillldtely 60\ of its 

National energy requirements with :1~·droelectric power generation. 

The impending starL~f operations at the La Fortuna project 

(300 megawatt), is expected to bring the share of hydroelec

tric power generation to 90\ a 35\ of the total energy requi

rements, and to sava the country an additional USS 84 million 

per year on petroleum imports. 

Machinery and transport equipment, on the other hand, is 

the item which shows the strongest increase in 1982 for the 

second consecutive year; this increase is related with the 

purchase of ec:uipment and piping for the construction of 

the interoceanic pipeline, which was inaugurated in January 

1983. As such 1983 and future global inport figures are 

expected to show a further stagnating or decreasing trend, 

partly reinforced by a decreasingdomestic consumer demand. 

(see the 1982 decrease in imports of ma~ufactured products). 

The peculiar situation of Panama and its Colon Free Trade 

Zone, active in imports and re-exportation, is illustrated by 

Table 28. 

As can be read from table 28, the Colon Free Zone activi

ties have shown a thriving growth thrc.aghout the seventies which, 

however, slowed down substantially in 1981, and turned into a 
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decrease, for the first tin.· in the history of the 

Free Zone, in 1982. As exnlained higher, this decline 

is primarily due to the deep economic recesssion, prevalent 

allover the Latin American Region, where Venezuela, 

Colombia, Mexico and the Central American Comnon Market used 

to be the major outlets for Colon based offshore businesses 

'nle sharp decline in the Free Zone activities has been accen

tuated in 1983, with a reported decrease of 24\. Several 

traders in the Free Zone inform that the Panamanian domestic 

market constitutes presently one of their major outlets, 

and that this situation is primarily due to the strong 

devaluation of the majority of the Latin American currencies 

and to their consequently dwindling purchasing power. 



~------------------

Food Products 

Beverages and Tobacco 

Raw Materials 

Fuels and lubricants 

Oils and Fats 

Chemical Products 

Manufactured Products 

Machinery and Transport 
Equipment 

Other 

TOTAL 

Growth rate total import 
value (percentage) 

1976 --
54.04 

5.04 

3.46 

269.33 

10.82 

70.54 

195.78 

170. so 

.22 

7 79. 73 

]/ 
T/\BLt: 27: IMPORTS OF MJ\,JOR COMMODITrns (VALUE F.O.B.) 

(millions of balboas) 

1977 1'.J78 l':J79 1980 1981 1982 -- --- --- -- -- --
58.33 61. 11 77.06 96.69 98.35 101.53 

4.29 5.5d 6. 95 7.55 8.73 8. 7S 

4. 10 4.B5 7,07 8.35 9.21 8.31 

268. 18 21<). 17 319.43 414.83 415.41 399. 18 
1' 

10.90 8.34 14.99 18.54 13.26 1 3. 79 

79.29 87.64 113.41 131.11 140.51 141. 49 

202.57 268.67 308.80 350.65 384.89 376.32 

147.86 188.82 214.66 258.71 319. 77 355.55 

• 37 .67 .54 2.4~ 1.68 2.45 

775. 91 844.85 1, 062. 91 1,288.89 h I 391•82 , , 407. 4, 
=======a• 111=•-=•••a==• lmmmm==== =1==-====mi tm:=a===··· ••••••••• ........... 

---- -1.5 8.9 25.8 21. 3 7.9 1., 

I 

1/ Direct imports for local consumption; i.e. excluding import for re-export transactions of the Colon FreP. Zone 

a 



-------------------
TABLE 28: IMPORTS AND RE-EXPORTS IN THE COLON FREE ZONE (VALUE FOB) 1975 - 1982 

(millions of balboas) 

1975 1976 1977 1978 1979 1980 1981 1982 ---

Chemical Products ~ 93.1 101. 4 118.0 134.9 154.4 201.2 198. 1 186.3 
REY 147.7 146., 164.7 196.9 221. 3 270.0 290.9 268. 2 . 

Manufactured Products M 204.7 293.8 395.3 576.7 720.9 247.0 1,201.8 1, 076. 9 
RE 256.7 342. 1 487.5 682.9 818.5 1,103.2 1,368.8 1,325.7 

f4achinery and Transport Equipment M 87.9 131. 2 213.4 281. 9 327.2 498. 1 523.6 334.9 
RE 100.6 118.9 188.2 252.6 379.2 562.9 588.3 430.5 

Other Products M ----- . 3 16.2 29.4 44.4 51.9 3.7 2. 7 
and transactions RE ----- .5 4.5 6.8 6. 1 9. 1 . 3 . 8 

TOTAL 
M 385.7 526.7 742.9 1,0?.2.9 1,246.9 1 ,698. 2 1,927.2 1, 600. 8 
RE 505.0 607.6 844.9 1,139.2 1,425.1 1,945.2 2,248.3 2,025.2 

ANNUAL GROWTH RATE 
M 36.5 41. 1 37.7 21. 9 36.2 13.5 -16.9 -----(PERCENTAGE) 
RE ----- 20.3 39., 34.8 25., 36.5 15.6 - 10. 1 

Source: Controller General : Panama en Cifras and own calculations 

..!! M = Imports 

2/ RE = Re-exports 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

2.33 BALANCE OF PAYMENTS AND FOREIGN EXCHANGE RESERVES 

Panama has traditionally always had a deficit in its current account 

Balance. Table 29 illustrates how throughout the decade of the sixties 

and the seventies, the positive net earnings of Panama's international 

services economy, have never off-set the traditionally negative trade 

balance. Hence Panama's current account deficit has increased steadily 

until reaching US$ 313.2 in 1979, or 12\ of GDP. 

In 1982, however, the statistics department at the General Contro

ller' s Office, has adopted the IMF standards and recommendations for the 

preparation of the Balance of Payments. The conceptual changes}/ which 

have ~..hereby been introduced, do not permit a strict comparability of 

the balance sheets from 1980 on, with former series. 

1/ The major changes, with regard to former procedures for the Balance 
of payments preparation, involve (1) the transactions of the 
enterprises established in the Colon Free Zone, and (2) the offshore 
transactions of Panama's International Banking Center; (these 
conceptual changes explain also the divergence between the Balance 
of payments - data in table 30 , and those of World Bank and other 
sources, published in 1982 or early 1983). 

The Colon Free Zone is considered asa segregated area within the 
territory of the Republic of Panama, and the enterprises that 
are operating in the Free Zone are thus considered "resident-
2nterprises". Hence, their Conunercial transactions with the 
rest of the world (imports and re-exports) are included under 
tile item trade balance , while the transactions between the 
Colon Free zone and the Panamanian Domestic market are excluded. 

- The item "Freight and InsurancE!'does also contain the receipts 
received from non-residents for the services offered through 
the trans-isthmian oil pipeline; from 1983 on this item is 
playing a major role in Panama's current account system, contri
buting reportedly more than US$ 200 million .".>er year. 

- The Panamanian Banking system is composed of Banks with a General-ind 
oanks with an international licence; while the former are allowed to have 
transactions with Panamanian residents as well as with non-
residents, the latter are only permitted to engage in international 
operations. As such they are "resident" enterprises that offer 
services as "financial intermediaries" in offshore transactions. 
Hence, their international capital movements are registered under 
the item "Investment income" of the Current Account Balance. 



-------------------

TABLE 29: 

1960 --
Trade Balance -69.2 

---
Exports .. !./ 38.8 

Imports 1/ 

Services (Net) 40.9 

Transfers (Net) 
(Private and Government) .B 

Current Account Balance -27.5 
====== 

1/Include non-monetary gold 
SC>urce: World Bank 

BALANCE OF PAYMENTS - CURRENT ACCOUNTS 
(millions of balboas) 

1965 1970 1975 1'1976 -- --

-99.5 -20.7 -491.0 -513.8 
--- ---

92.6 , 30. 3 330.9 270.6 

192. 1 331. 0 821. 9 784.4 

67.7 132.9 326.9 3~0.6 

4., 3.9 -5.0 -3.9 

-27.7 -63.9 -169.1 -207.1 
====== ·===== ======= =·==·· 

SELECTED YEARS 

1977 1978 1979 

-497., -558.9 -761. 5 
--

287.0 294.8 334. 1 

784. 1 853.7 1, 095. 6 ....i 
0 

344.5 350.9 431. 2 

-2.4 -2. 1 17. 1 
-

-155.0 210. 1 313.2 

-····= ••m=• ••••• 
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Table 30 illustrates the balance of payments results 

of Panama for the years 1980-1982, in accordance with the IMF 

standards.!.!. According to these estimates, the situation of 

current Account Balance has improved dramatically during the 

first yearsof the eighties: the deficit of US$ 311 million 

in 1980 acoounts for 9\ of the 1980 GDP, while 1981 reportedly 

concluded with a surplus of US$ 63 :million. These positive 

figures have to be situated against the 1980 boom in the 

Colon Free Zone activities (36\ increase above the 1979 acti

vity level), and the thriving growth of the offshore activities 

of Panama's international Banking sector, especially in 1981, 

both of which are now duly registered in the current account 

balance. Other explanatory factors are the high world price 

of sugar in 1980, the recovery of exports of petroleum deriva

tes and tli.e increase in the volume of traffic passing through 

the Panama Canal. In 1982 a renewed current account deficit 

of US$ 197 million (5\ of GDP) reflects the depressed world 

price for sugar, severely affecting Pana111a's export revenues, 

and the severe decline in the Col~n Free Zone activities 

( -14 \ coq>ared to the '981 le•1el) • 

The 1983 figures ~re not yet published, but the statis

ticians of the General Comptroller's Office expect a new, unpre

cedented current account surplus in the order of US$ 120 million; 

this surplus,according to the Panamanian statisticians, is to 

be accredited primarily to the international earnings of the 

trans-isthmian oil pipeline, which started operations in Janua

ry 1983 and is reportedly performing high above the level of 

expectations. 1983, however, meant also dwindling domestic 

export performances and a further rapid decline of the Colon 

Free Zone operations. At the same time, however, inports for 

domestic use diminished, because of restrictions on public 

expenditure and declining domestic demand, as well as the 

imports of the Free Zone, where traders have to cope with 

full merchandise stocks and depress'!!d outlet markP~s. 

.!/ IMF Manual on Balance of Payments, Fourtl• edition. 
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Ti\BLE 30: INTERNATIONAL TRANSACTIONS OF THE REPUBLIC OF PANAMA - BALANCE OF PAYMENTS 

1980 - 1982 
(millions of Balboas) 

- --
1980 1981 1982 

CREDIT DEBIT BALANCE CREDIT DEBIT BALANCE CREDIT DEBIT BALANCE ======= ======= ======= •======= =•=••m= =•••••• •m••••• ·----- ••••••s 
I CURQENT ACCOUN'1' 7,808.8 8,119.P -311.0 10,018.4 9,955.3 63. 1 9,150.9 9,347.7 -196.8 

A. GJODS, SERVICES AND RENT 7,736.4 8, Oo .. _ -325.3 9,932.5 9,900.5 31.9 9,051.9 9,283.8 -231.9 
1.- Trade Balance 2,317.7 2,994.5 -676.8 2,567.4 3,319.8 -752.4 2,412.1 3,042.6 -630.5 
2.- Freight and Insurance 33.6 423.7 -390.1 38.4 466.0 -427.6 90.8 414.9 -324. 1 
3.- Other Transport 529.0 56.6 472. 5 556.~ 62.0 531.7 63.7 468.0 
4.- Travel 171. 1 56.0 115. 1 174. 9 65.4 109.5 173.8 80.6 93.1 
5.- Investment Income 4, 362. 3 4,418.6 -56.3 6,231.0 5,868.1 362.9 5,468.1 5,569.1 -100.9 
6.- Other Goods, services and rent 322.5 112.3 210.2 364.4 119. 1 245.2 3 75. 3 112.9 262.4 

B. TRANSFERS (NET) 72 .4 58. 1 14.3 85.3 54.7 31. 2 98.9 63.8 35. 1 
1 .- Private 1.6 53.9 -52.3 2.2 49.8 -47.6 2.5 57.5 -54.9 
2.- Government 70.7 4. 1 66.6 83.7 4.9 78.8 96.4 6.3 90.0 

II CAPITAL ACCOUNT 6, :>26. 7 6,878.7 -351. 9 9, 308. 1 9, 126. 5 181. 6 5,566.3 5,474.9 91.3 
A. rAPITAL, WITHOUT RESERVES 6,489.7 6,830.4 -340.7 9,204.1 9,095.8 108.3 5,540.2 5,464.2 76.0 

1 • - Direct Investment -46.5 ------- -46.5 .4 ------- .4 277.4 ------- 277.4 
~-- Port folio Investment 25.0 910.4 -885.4 207.9 4.9 203.0 400.2 1,387. 261.5 
3.- other capital 6,511.2 5,919.9 591.3 8,995.8 9,090.9 -95.1 4,862.6 5,325.5 -462.9 

IA>~g 'l'erm Capital 441. 9 228.0 213.9 662.5 298.9 363.6 1,145.4 298.2 847.2 
Short Term Capital 6,069.3 5,691.9 377. 4 8,333.3 8,792.0 -458.7 3,717.2 5,027.3-1,310.1 

B. RESERVES 36.9 48.2 -11. 3 104.0 30.7 73.3 26.0 10.7 15.3 
1.- Monetary Gold ------ ------ ----- ------ ------ ----- ----- --··--- ------
2.- Special Drawing Rights 10.0 .4 9.6 5.8 2.3 3.5 ----- 1.0 1.0 
3.- Reserve position with IMF ------ 7. 1 -7. 1 10. 3 . 3 10.0 ----- ------ ------
4.- Foreign Exchange 25.9 22.3 3.6 ------ , 1. 0 _, 1. 0 21.1 ------ 21. 1 
5.- Othar Assets ------ ------- ------ ------ ------ ------ ----- ------ ------
6.- Use Of C~edit with IMF 1.0 18.4 -17.4 87.9 17. 0 10.0 4.9 9.7 -4.8 

Errors and Omissions: 662.9 -244.7 105.5 

Souxce: Controller General; Panama en Cifras, November 1983 



I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 

- /j -

r.1 the capital account, the surge in net direct investment 

during the last three year is note worthy; from a negative balan

ce of USS 46.5 million in 1980, up to US$ 4 million in 1981 and 

US$ 277.4 million in 1982. The latter substantial net inflow 

~f investment Capital is directly related with the construction 

of the trans-isthmian oil pipel'ne, terminated in December 

1982, and with the peak activity level in the construction of 

the La Fortuna Hydro-electric power project. As mentioned 

higher (point 2.28) both large scale investment projects have 

contributed substantially to the higher public external 

indebtedness of Panama in 1982. 
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J. (' nm.': ·:-~IAL Sf.C1'iJR PROFILE: 

3 .1 :rmu.STRIAL POLICIES AND REGULATIONS 

The ?anamanfan Development Strategy has empha·:;ized the .ise of inve:st-

ment incentives, in order to encourage manufacturing and export activi-

ties. These incentives are granted through individual contracts between 

the ~,ove~nment and the individual investor, whc pre5ents his requesr, 

together with a technical and financial feasihilitv analvsis to the 

Mini:>te~ of CommercP and Indu:~tries. The l'ontract with the r.,overnment 

(Cont~1t~ co~ la ~aci~n) specifies the 3greemen1 of ~he Company, on the 

~Io. 

(although 

Once rhe r:ontract h.:is heer! 1ppro•1ed, the fo] lr)winp benefits ;ire 

403 of 1970, ~menrled b'{ 1ecreelaw !fo. 179 in lq71). 

Complete import tax exemr,t fo11 for raw mdter:'..1~ ~; (including 
fuel), oT~er inputs, w;11ipmi:mt and s~":rf> D-'Jrt;. used in the 
pr0duct·~rq :.rr;c1•.·-~s. 

r:omph·1" 1_;1:·: "'Xempt ioti i.n P.Xr>or" ,Jct ivil ie;; '1nd on income 
ierivp~ • hPr·r~-o :·. 

romplet,:: t.dx P.:<empt ion rm l".,:ipitaJ, other assP.ts and on 
V-3] UP ;_iddP.d. 
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Production for domestic market: 

Complete im~ort tax ex•~!:";iti""' "1? r.;~ m.Herial~. inrut:s, equiE_ 
ment, and spare parL usec ;:1 t 1!F oroc!urtjon process. 

Complete income tax exem!°)tion 0:1 earr, i:1gs whi':h are re-invested 
in the expansion of che exi<:t- :r,;> Jroduct iori capacity or in new 
production processes. 

7hese incentives, geared to the promot:ior: of manufacturinl?: industry 

in general, but specifically to scimulatio~ of export oriented manufactur-

ing activities, were complemented by a snec:ia} ''re"ion.=i1 incentive" 

package; the latter was aimed at the decent!"'lli:>:ation ot industrial 

a:;tivities and at bringing economic development to t~e interior provinces. 

Under· this regiondl incentive oach1,1e, the in<1ustria1 plants, which 

are established in ~e distr:r.t:: ·Jf S.::-,+i.:P:o. ·,,:viri, .~r.itre, Renacimien-

to, Las Tahlas, Los Santos, .A.gu-Hiul·.:e, ·:.;c·.1, '·'n-.::t•'"'.;, ir ir. t•H' Drov:nce 

operation -:tnd exemption from 5()°, o~ sud: t-1xe' '"r ~h·· nexr three vears, 

in addition to total exemption, ~or th r\tirs!~'!r. ,+ th·· 'rrntr,1rt with the 

Government, from {-rOperty taxe: .. '.Jf! land ,-if!rl !-JU i j r; in1;:.;. 

Apart from the aforementioned fi~cal incentivP~, industrial firms 

receive ;-.ssistance in a number of other fiPlds: 

Accelerated depreciation .'.)f in:-;tal.Latinn:-· .:inn t1ro<:luction equip
ment. 

Special financial a;.sfr;~,rnce (~;em i-dUt•rnom•)\l~'. rfovp} opment han!t-s 
such a~ COfINA), cre<:lit in:-:ur.1nr:~ ·inf1 .~xpnrt c;uhsiriies. 

Installed indu::;tri;il >"O.t.-itP.s (n:1virl, r'hitrP., r·nlfin). 

Special r.1·P<:lit for fe;:i~;ihil it1; .-,1w'i·""· 

Promoti.)nal crerlit .me! tr>r:hnir.tl <1 :-;i:;t 1n··•· fnr· ~:rndl ~;r:,1]0 

indu:;trien. 
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Tariff .1:id .juotci ~irot~c t ion dga inst foreign products which 
<~ompete with the nation1} ;Jrodu<'.:e. Protection mea~.;u»es .1re 
decided on-, -:::-;o -- ,s~ '·::is~:~ •. ;'.ir.: h.r:e tc' '.' 1:l1fil1 ·::ert..1in 
requisites in tt:'rm~; ·:if domestic m.1rket supplv. 

In addition to above mentioned incentives, awarded to all 

corporations engaged in manufacturing industries, a special legislation 

passed in Ja:rnary 1979 ( r:ecree Law 5) wh ieh grants .::.dri it innal benefits 

to rorporations in the assemhly industrv; these incentives allow the 

eoployer to engage in temporary lahour contracts, permitting him to 

adjust the number of employees in -:iccordancf' with the needs of the 

production proc~ss, without ha·ring to c0mpl v with the high severance pay 

requirements stipulated b\· the ·'1ff!'en1 laho1n -::ode; (the latter is often 

--
~ ~ted 1s on"' of th~ ma°'o' r:I"(')-~ahor hi.1:,.-;· ;i• th"' 0 .1nam.:inirin labour 

"~!-1quil.::1" [ll'Y.>,Q"ram. (see also page 22). 

As ;;in en<'.:ouragement tc 8Xport in<lustrie·_:, th• r,ow·rnment ol P.1nama 

pMvides for grdnting negotieihle tilY. credit .~ertifir.ates, known by their 

spanish acronym CAT's, to firms enga~~ed in non-trciditiona] exports~./, 

whose National Value ArlrlF!~ fr 1t lr:1--:t 211'· .. 1·nr· firm'; 011tc.i<lf" thA 

l.xr:nrtPr:-; fulfilling r-h .. re !'l:r.,-rn,·111 -;, rn.·8"fvr· ,-.,~T';. tn an amount 

dr~~ ful.ly negotiable nine llYlnths .Jftcr t·~,. d-1tr· rJ1 i:~~;ur:, .md are v.:ilid 

11 Non trdrlitional e>:port:~ clrr: ron~;irlcred to he ,111 exports which 
.:ir•n not 1 i sted in Der.rec Law 108 (19711) on thr: rA'T' 1 r;. 
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import duties. t:AT' s are · -:..:-~'.'.'-~ 'e,-' ·'r,~rr -, ll ~ 1X"S. 

\\hi le ir, 197<. ·>!11 '.· three entert.Jrises had been granted ::'AT' s f.>!' a 

tot.11 ~mount of USS210,()0() representing total ex~ort earnin'!:- of 

approximatel \' US$1 mill ion, in l 982, 63 firms have mad.:! use cif CAT' s for 

a total amount of t!S$7 million; th.c:ir export activities mder the CAT 

regime, generated an estimated US$53 million in e·q:iort earnings. 

3.2 MAJOR INDUSTr 1L PROJECTS AND PROGRAMMES 

BY INDU~ 'IAL SECTOR 

':he ranam.:inidr: industrial sect~- nas known a period ot dynamir. 

;;~')Wth under the imr.•cirt sut-·stitutior. str--t\:egy in t:lw ch',~-vir of" the 

s-fxt:iec.; v1erage .Jnnual growth o• the industrial sector :\mounted to 

l ". 1)'~ vi=>rs11:: 7. R0• '.'f'J'."" :-r.e entire economv, so that the al.ol,~J industri.::il 

r!"::>dur;r :->·1':;:-;ect f-rom l~i.8° •'.Jf the t0t;J1 (}D1' in L'.?bfi t<) 17 • .-'c ir. 1')71). 

".:1blP 31 represent~; th~ :c;ec-torial composition of the Pan'imdni.rn 

i.ndustri.d >er:tor "or >Orne selected years. We can read from tablf'· 11 

how the suh-se· or of the light industries represent<~ bv fo'ir the m-'lior 

part of total i.ndustri~ uut~ut. albeit that i~s relo'itive r:ontribution 

din:inished from 70% in l J60 to 56.0% in :...970; this decline in rel.::itive 

importance benefitted ribov.~ .:>ll the intermediate industries, where the 

sub-sec tors of "Petroleum df. rivat ives", "non-metall ir. minera 1 s" ( c~ment 

prv)l:\uct ion )md "paper .1nc1 paper product~', scoreri not;ihle rel.at ive growth 

it;. :;hdrf' in industrirlJ r)\ltput from 1.4.q~. iii 1CJ60 to??% in 1970. 
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TABLL 31: COM!'uSITION OF INDUSTRIAL SECTOR 
1960-1965-1970-1975-1980-i981 

IN SELECTED YEARS 

Global Industrial Sector 
Light industri~s 
intermediate industries 
metal industries 
other manufactures 

Light industries 
Food products 
Beverages 
Tobacco 
Garment and shoes 
Wood products 
Furniture 
leather and hides 

Intermediate i~dustries 
Chemical produr.ts 
Non-~etallic miner;.. 
Rubber 
Paper and paper products 
Petroleum jcrivatives 

(Percentage) 
1960 1965 1970 1975 1979 1980 1981 
100.0\ 
70.0 
14.8 
8.0 

11. 1 

100.0\ 
44.2 
21.9 
6.8 

14.1 
4.1 
7 .o 
1. ') 

-- 100.0% 
23.4 
0.6 
2.5 
9.8 

100.0\ 
70.0 
20.0 
9.0 

11.0 

100.0\ 
49.0 
22.0 
5.5 

11. 0 
4.0 
7.8 
0.8 

100.0\ 
16.8 
39 7 
10.0 
19.0 
23.0 

100.0\ 
56.0 
22.0 
11.0 
11.0 

100.0\ 
62.J 
18.7 
10.9 
8.0 

100.0\ 100.0\ 
49.4 55.7 
21.2 19. 7 
4.6 3.7 

10.4 8.2 
3.0 2. 1 

10.7 9.9 
0.5 0.6 

100.0\ 
10. 2 
38.9 
9.7 

20.9 
29.0 

100.0% 
18.6 
48.3 

1. 5 
29.0 
2.4 

100.0\ 100.0\ 
53.7 53.7 
27.7 26.7 
9.3 9.9 
9.3 9.7 

100.0\ 100.0\ 
45.0 46.0 
30.0 29.4 
4.4 4.1 
9.5 9.7 
3. 1 3.0 
6.3 6.4 
1.9 1.2 

100.0l 100.0\ 
14.5 14.7 
28. 7 31. 1 

1.5 2.7 
16.3 13.5 
39.0 33.8 

100.0\ 
56.2 
22.4 
11.2 
10.2 

100.0\ 
46.0 
30.0 
4.0 
9.6 
3.0 
6.2 
1.4 

100. O't 
18.4 
36.7 

1.6 

22.4 
20.8 

To the contrary 0f the booming sixties, the industrial sector in the 

·:0· ; !r.· •i: the sev,;nt ies, has been characterized by stagnation ar:d bv ,i 

d~cl irdnp- contribution to total GDP; industrial output grew from 1970 to 

tc. 1'~.· ir, 1971 -ir1(J, fir •. illy, 10.'~~ in 198(J (see also table 5 page 39). 

MrH·eo·1er, th" ;,t;ignrltion ·JP!'ears to h.-1ve spreari over rtll indus-t:rial 
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I 
ir: the seventies. Table 6 also il.~ustr.Hes 1-i.;;; ;;tagnatin:: ln the 

I industrial sector has c0ntinued durinv the ~i!s' vears nf the eighties, 

I 
with declining total production volume~ in i'l;,; <-::.19·.> 1s reportedlv 

~lso in 1983 (-2.2%). 

I Capital formation in the industrial sec~n! ~'·r·w: : s,)mehow more 

I ';apital formation reached US$333. 7 million ir. t'li:- f'ivt- vE·ar rierfo<l 

USS79.3 million between 1965-1969 (Tab]P ~?). I 
1975-1979, compared with US$168 million betw·~er. l'}-;°n lntl 10··1 • . .rnd 

I however. indicates that 71~ o~ thP G~1s~ 1; 

I 
I 
I indu~tri2l activities. 

I 
TABr.F: 32: GRQ:;~ ~~APIT!'.L rnRMP.TT0r: ~:: T"i'.Jfl('.Tl.-fd! si:r'T0R 

rim rrvr F.-' .. F~ ~'·-rr:~ 1 l': 

(million Ralho~~) 

I ;qf,5-~,r: 1'170-71, 1<)75-7'? ---- ------
Industrial Sector 73. ·, l 5P,. 8 333.7 
--Lig;ht Industr-ie3 s0.~ 87. '.1 284.n 

Intermediate Industries lf).() 51. () 3(). 8 
Metrll Industries 11. f r-1.:1 f,. 1 I 
')thl'!r Ma nu fai::ture;:; 8. '. ?4 .1 12.7 

Lip,ht Tndu~tries 50. ~~ 87. ~ 284.0 
food Products ?S. :-, 60. (I ?%.O I 
Re•1erage~ 8.0 lll. ') 17.H 

I ·~obacco l. 6 1. 8 8.8 
Grlment and shoes 1 n. r~ 5. (\ 13.5 
Wood prndur.t~: l .. , ? .11 11. 3 
f'urniture 1. () I'. <l j. / 

r.~,1ther and Hides () • 1., 0. 'J 2 .1 I 
I ... r.nnti111J(·d follnwinp: page 

I 
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Table 32: C'ont.) 

Intermediate lndu,;trie: 
Chemical products 
Non-metal~ic mineral: 
Rubber 
Paper and paper product~ 
Petroleum der i vdt iv•~" 

~- t ' • 

. ? . l 

'l. a 

51.0 Jl_l. '· 

--"2:7 lC\.5 

39.0. 11.2 
0.8 

3.2 1.8 
'). 0 6.3 

Source: General ~nmri-!'Cl le1 .:no:! r..rthur· D. Little Internat·ional Inc. 

Table 33 illustrates the size and the structure of the ?anamanian 

industrial sector in 1979 h~serl on the economic censu~ of the same year; 

5 
Pffi'."l-•)y"' .. es or mol't'~,. f_.,;, .'· l r·.·1' .. ;lA ·. •.·el. -.·.··-11·.t. info"rr··t· 1'rJf' ·)11-r ·,f w\...1·,-c. - u _ _ , v . • • • .. C! , , , • . • '. I [. 

output. Big industry, (10r worker~ rir mnre'! rcor•Y:F>n-r:. onl" 13'! of' t118 

t0tal number of ~nterpric;es, employs 'il 0 0f rh•· i.nriustrial l.=ibour forcf' 

me.=isured as Value -11idP.rl r·er worker, 1-; .'Jr. thf' averi'IP:P hi~her in thi:> 

production units. ThP rri-r:ir.· v<'ll11P addeci/output value, however, is 

or. the averag"' m0r•f· ! 1vo11rrit· i c· fnr th1• :.m.:1 l l rinrl mPciium ~,·.~lP 

industries. 

1/ The total numher 0f r·egif.;t!!T'"rl inrlustrL1l enterpri;.e;~ auF.':lllented from 
C,1 p in 1 965 to f)I~'/ iT: l fj'/r>, f·r, rJ imfr;h .1fterwardS down tO n38 in lq79 
(source: GP.n0.r'11 r:omptr'nll0r). T' i:., r10W•.'VPT, t:::~ir.J.·!t"O th;<t f\Jlt,1m.J 

count:; with 1 ,10:1 indw:-rri:il ''T\1 erpri:':!~S of :) worker:. or more, so that 
manufr.1cturinp, produr,l im1 i~. h0inp, 1Jrvier-e5timaterl in thP nfficial 
statistics. It is fllrthr.rm()rc! vcrv pr0hahlc that- trP. maioritv of the 
firms that <lid not rc:.pond to the r.enm1s do helonp to -t-hP. catep;orv of 
small scale industrie;.. Tt i:. riJ ~;o e!';timated that there are 777 micro 
entP.rpri ses ( 1 e!';~: than '> wor\rnr:.) ;1ct :ivr! in the m;rnufacturing sector. 
Th<' nar.rim:mi.1r1 Pl.inrdnr Mini:.try (MTPPf:'J f!stim~ted th<lt the micro 
inrl11f:tri-1l :;f';•m1·r1f .i .. :,,f'l,- 'Ii• fr, ·1·1-: nf t-rit:.il indu:~tri<1l cmplnym<mt. 



-------------------

TABLE 33 : STRUCTURE OF~A~~:.t.~NIAN INDUSTRIAL SECTOR, 1979 

Informing Enterprises Personnel Employed Value of output Value added VA/output VA/w• r '·!~ 
Number i Number 't. 8/.000 % 8/.000 % 8/.000 

Small scale industry 

5-9 123 20 842 3 21 I 956 1' 2 7,963 2 0.362 9.45 
10-19 146 24 2,027 7 45,043 3 15,922 4 0.353 7.85 
20-29 88 14 2,247 7 58,712 5 21,051 6 0.358 9.37 

-- - - -- --- -
SUBTOTc.L 357 58 5, 116 17 125,718 10 44,936 12 0.357 8.78 

~edium scale industry 
30-49 85 14 3, 217 11 105,233 8 36,846 10 0.350 11. 45 
50-99 94 15 6,281 21 213,875 17 74,440 20 o. 348 11. 85 

-- - --- - - - --- --- 00 

SUBTOTAL 179 29 9,498 32 319,108 25 111,286 30 0.349 11. 72 N 

Large scale industry 

100-199 53 9 7,398 25 209 t 572 16 82,250 22 0.392 11. 1 2 
200-and !!¥)re 26 4 7,947 26 621 ,069 49 135,985 36 0.219 1 7. 1 1 

-- - - - --- --
SUBTOTAL 7~ 13 15,334 51 830,641 65 218,235 58 0.263 14. 23 

TOTAL 615 100 29,948 100 1,275.467 100 374,457 100 0.293 12.50 
--- --- --- ====== === ========= --- ======= === ===== =====-= 

Source: General Comptroller, Economic Census, 1979 
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TABLF. 34: VALUE ADDf.f· AT l lJ7f· ~~ARYf.'. PRirf.s 

Production of 
machinery 

Production of 
accesories and 

?r·tHluc L.i.011 of 
.:inri equipment 

~r_;'":'"' u. ~. 

non-electric 

f.NGINEr:RING INflllSTRTf.S 

1981 - 1983 

(Mill ion Balboa~) 

1981 1982 

0.5 0.5 

electric machinery 
spare parts 1.8 1.8 

tra11si-'Ort materidls 
2.2 2.1 

4.5 2.4 
--- ---

'01,r1 it:tjl_ j'JT: tc rot al ind11striaJ 
-/rt l 1 lf iri<ie.: ( ; ) 2.5 2.4 

So1;r·:P: r;enPrdJ Comptroller 

Variation 
(\) 

(---) 

(.- -- ) 

(-4.5) 

(-2.2) 
------------

1983 Variat:ion 
(\) 

0.5 (---) 

2.0 (11.1) 

1.5 (---) 

4 . f) (-9.1) 
------------

~) • "< 



I 
- rs-

I 1. J. ~, ~·leL1l l :irr, i ,· 11 fndu::t t'\' 

I ::ie· c' '·:..-,,:.::il industrv .'ln<l a slowly hut ste.:itii1'.' .. iimini:.hing share in 

I 
the global industrial produ<":t. The 12. :? 0 increase ir: t·IH" production 

of metal production in 198? c.:in bt"'· 1~;::or!dt.~d witt· th•' r'isinP, 

I construct ion act ivi tv that s;jme ve,1r ( +24 '!;), nrimaril v thanks 't0 t::e ;:ieak 

activity level in the transisthmidn 1:1 : fr·"~ 1:1•~ - 1:v' r.: -,P,tun.i d1ri 

I project. Quite in line with thP. expectations, rhe metallurgical 

I 
industry saw its activity level f,1Jling down (-4.5°) in l083. 

Acero Panrlma, S. A. is :-h-:-· ·>nly steel mill iP. ?.-1n.:iru, where steel 

I pr0duct.0 .1nn profiles 1rP ;:,-r)(lU"•-~d ~0r the iomP»r !. "1:1!'1.-:<"1, on an ·-

I 
I 
I the sluggish artivitv l0v0i :~ Th~ ~onstruct i0~ ~P~tnr. 

I dependen.:y 0f imp()rted in outs ( th~rP i~ no i:·<ln-•irr· ir: ·· in.ima), m.=ike 

I growth if" thf: f'anrim.mi-u: .y:.1rnrw:. Tlr•· ·'r1!·ihhe.:in Basin fnitiative (r·p: I 

I however "'.OUld 0ffer >om1, n~w ""'r";f'"('t ivf>:· f0r this as wr>ll <if: for other 

I reVerJled th"-lt preJ iminr.try ;Of!f',jf't~; l!'I' !•••il1j' W:;f:;hli:;h1:•1'. With d 

I a joint vi:nture pr'0duction 1. inr> in Panam.1, whir.h, with d 10~ Pan.'lm.-ln],m 

I share, could comply with the r·p, 1 stipulrit ir>ns, ;in11 heflf'I"' ,,u.11 ifv for 

duty free .:ir.r.ess to the 11;, domP:;tir. l!l'lrk~t. Thi:-: jrdnt >per,;iti()n, however, 

I 
I 
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• • ! . . : t .. t ~ 1~. 1m:, 
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I 
I 

MLT.A.LLl'RGICJl.J. mm J<":T;;, F"' - ~•_Hi: .. S.' 

( ,_. : ~ '." : ~ .. ' '1 . 

I 
.,,.~ 1! mrl stf"~! 

. j . I.:; l"\.::" 
: 1n, ustr1e:=-

Pa - i ~ ncrn- ferro metal industries n.t. n .4 

f - - -- ) f-37.5) 

I ( - - -- ) (-----) 

I ·tYj ·j UL. I r:Jl.i. - .r:: metol r'!"'":>du~ts, •_; ! 

wit': t°~f) excopt ior. ~f machinery 4. '" 5. ~; ( 1 ) 7) i-----) 

I - ...... ~· 

I 
I 
I 

. ·.) . . . .. : 

I 
I 1!--i •· 36. f • ) '.>W 

I 
• h.-· .-()n .-;t rw: t .lTI .'\•:.· t ') ~ it. 0~' ., ......... ····: 

·;. ·: • f.• :'. 

I ·l••1·linir:.- tr···W'. !r'i:r !')({! >: • 
.. , 

l' r ,•· '· .. .. : .. 

•• ; to I' i ·: !"'•. rr· h,.\ ! . · •. ·r 1: ·' 
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CONSBlJ,~Twr; Aili; BUlLur:~G :-!AiTiUALS 

Non metal mineral 
pr-Jducts (m.iinlv ,~emer.t) 

·"';i .t~~s ::snd r?;l 1s:; prochiict"' 

T -.~AI. 

'.":h,!·e tr :r-.~1~ indu·;t_rf.1: 
v 1l11~ -ldrteC: ( ~ ) 

L 981 

l <." • :, 

J: .i 

Ind:J~trv 

l - ~ . 
J.. j."') .. 

l : .. ~ 

I 

l , 

·;l!' i H ion 1983 
( '1) 

3.6) Q.6 

( - : :; . ·' ) 1 .9 

---
'•. q) 11. 5 

- - ------ - - - - - -- ---

6.5 

.. 1 J 114. p 

Variation 
{~) 

(-1::.a) 

~. 6) 

(-17.9) 

======= 

<-n.11) 

reLJtive st<1hility in output if?Vf': rhl"')ll~lnll' thf .. :-:eventies. ?Mriur.tion 

in the <":olon free 7.onr>. T:ihlf" 1? inc!irr1t0: r•rnwth fip,ures for this 

V.i l 1w ciddecl. • 
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~'an:una'<: dllOll·! iwi•rc;tri.11 rroduction st.1t i~tic.:; dr not includ"' 

3 separat~ cat.~?<'r\· fo?· "riharmaceutical products". In t~e l (17Q 

Indu3trial f"'ens11s h·1;.,,e'.1er, 3 total number of E firms decl'lred tr· be 

en~aged in the ['rcv:lU•'t ion ot pharma~ellt ica1 :,r---.t'fucts; together they 

emrloyed l.75 ;.-0 --r'~<"!':. =rn~ ;•r<i,i!J.::ed for a total value of f!S$6.8 million 

rer ye.3r. The huli- )t thl'- supplv of phartr.'iceutical for domestic use, 

however, is impnrt~ri, amounting to an estimated tr.ta! of USS30.~ million 

;w: ·.··~·i!·. Ir. thi<O · igh-:, ; !'~r:ent industrial sector study indicates 

•r .l. ·:-:' t f 'Vt~-. 1 ! 
i r: Dan.mu- . 

~1\~... '7: '.'·-.:.:.i: .~;'.-DI:! AT 1970 ~A~.n:T ?RICES 

i; t!! IT;(! ~1 -1 ~·.er / r . r ( > iu,,t~ 

1 ,... i :-,~ in;i, ;~r! i t ) r ~ ·t ~ 1nri 
!'el.=ire<i i':tivi1 i"'c-

sirr--·~ ... ·7.~.r 

Sh l ~·v l r, t'1 T "l i ind11 ;tri.1: 
')ljf f1U T (' ) 

"h1·r:ii ''.·1 ! :ir,..)r!tJ1· t •. it· 

i r. rl u~; T. r i .1 I ll!'"jf• 

'11 h•!r ch"'l!lir ·tl ;->r'( ,. it 1r· t:. 

;)! !h- ·r '>Tn L 

~hr1re in tot.:il indw;tria 1 
vri l 11P. -vir! P--'. (i) 

Sourr:P: r.en,..ra l rr,mptrri I l f"T' 

( '-'i l i. hL B.·1 !.'.;·)I~., 

l:l8i 19~? Vr1ririt'i·1n 
('1;) 

-, . I 7 ') ( I .11 ) .. 
~{. 9 4.3 (10.1) 

a. o U. r, ( 4.5) 

b.:? f). 4 ------

).8 ) • J cin.7) 

: . s " . ,, ------
l/.~ L J. f, ( 7. ii ) ----
7. r. 7 J) ------

l<lW~ V.=iri.:it inn 
(%) 

., _q ( 9.7) I 

s .1 (lB.6) 

1.3 (13.0) 

7.4 -------

'L4 ( CL 7) 

I n . ~, (11.f)) 

l •1 • () (11.l) 

7.q -··----

1/ r.~turlio Intep,Nl de! Sector In<lustri.il r!P. ~'-mrtm!i, TomoI, La F:str;ite~i,1 
ri" Dr•r-:.1rrn! Jo Tnrlustrirtl, p.fl~, Arth11r ri. T.ittl f-' TntP.rnr1tion,1l, Tnr.. 
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3. 25 Fertilizer, Pesticides and Petrochemical Ind11stry 

Fertilizer and pesticides are two other industrial 

categories which are not individually mentioned in Panama's 

annual industrial production statisticSbut are accounted FJr 

under the general heading "chemical products for industry". 

(See table 37). 

In the 1979 industrial census, however, 6 firms declared 

to be engaged in "production of basic chemical products for 

industry, fertilizer and pesticides"; they employed 170 workers 

and had a gross annual production valued at USS 10.9 mill:on. ·-
Import statistics reveal annual average imporc.s of fertilizer 

and pesticides for a total estimated anount of USS 14.3 million 

and USS 20.2 million respectively. Hence also in this sector 

there appear to be per~pect~ves for further industrial deve

lopment through import s.lbstitution. 

The Panamanian petrochemical industry is dominated by 

one large scale plant, Refineria Panama, S.A., at Bahia lds 

Minas, in Colon province. This refinery processes Venezuelan 

crude for the domestic market Can estimated 6fh of total nut put) 

and for re-exportation; indeed petroleum derivatives figure 

among Panama's najor export items, closely follo1'•ed by bananas 

and shrimps (see table 25).1/ 

Panama counts with an estimated 16 firms producing plastic 

products ( 1979 census); they employ 275 workers and their gross 

annual output was valued at US$ 6.8 million. 

1/ it is obvious however that ,since crude oil must be imported, 
the banana exports generate a higher national value added, 
and contribute nr:>re substantially to the country's economy. 
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TABLE Jtt VAI.lJF ADDEU AT 1 'J7\ :·tARKET PRICES 

PETROCHEMICAL INDUSTRY 

Petroleum refinery and 
derivates y 

Plclstic Products 

TOTAL 

Share in total industrial 
Value added (percentage) 

·-----------------

1981 

4.9 

4.. 6 

9.5 

5.4 

(mi Uion balboas) 

1982 

5.5 

4.9 

10.4 ===== 

5.8 

Variation 1983 Variation 
(\) -- (\) 

(12.2) 4.9 (-10.9) 

( 6. 5) 5.3 ( 8.2) 

=J=~;~! 10.2 -( -1.9) 
= 

5.8 

----- ---------------------------

1/As Refiner1a Panama, S.A. is a 'mbsidiary of TEX.l\CO, value· added is alrrost 
- entirely based on salaries paid to Panamanian employees, and on indirect taxes. 

Source: General Comptroller 
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3.26 LIGHT INDUSTRY: AGRO-INDUSTRIES AND TEXTILES 

Clearly, the food and beverages sector represents the bulk 

of the Panamanian industrial output. The 1979 Industrial Census 

revealed that this sector enployed 35\ of the total Panamanian 

industrial labour force, while its share in total industrial 

value added amounted to 42.6\. Both figures give also some indi

cation about the relative Capital intensity and productivity in 

this sector. In 1983, the contribution of the food and bevera

ges sector to total industrial value added has been estimated at 

52%. (See table 39) 

TABLE 39: VALUE ADDE.D AT 1970 MA..O.J<E'!' PRICES 
Light industries; agroindustries 

(million balboa~) 

1981 1982 Vciri,if on 1983 Va.ftftion 

Foodpr0r:!,1cts (including fodder) 60.4 61.9 (2.5) 63.0 ( 1.8) 

Beverages 22. 1 23.2 (5.0) 22.7 (-2.2) 

Tobacco 6.4 6. 1 (-4. 7) 5.9 (-3. 3) 

TOTAL 88.9 91.2 (2.6) 91.6 (0.4) 
==== ---- ==:== ---- -----

Share ir, total industrial 
Value 3dded (percentage) 50.4 50.5 52.0 

Source: Comptroller General 

Table 40 gives a more detailed illustration of the structural 

composition of the Panamanian Agro-industrial sector in 1979, where 

beverages, sugar refinery and tobacco products take the largest 

share in total agroindustrial Value Added (26.9\, 21.2\ and 14.8\ 

respectively). The same sugar r.efineries and baverages, but also 

bakery products, meat preparation and milk products are the major 

employment creators. 

Particularly note worthy are also the high above average"value 

added per workcr"-ratios that are scored in sugar refineries, but 

specially in the bevP.rages and tobacco processing branches, giving 

evidence of highly productive and capit~l intensive production 

procedures. 



em ____ ., ___________ _ 

'rABLE 40 STRUCTURAL COMPOSITION OF THE AGROINDUSTRIAL SF.CTOR 
1979 

1.- Abatoirs and me~t preparation 

2.- Milk products 

3.- Canned fruits and vegetables 

~- - Flours and other mill-products 

5.- Fodder for animals 

6.- Bakery products 

7.- Sugar refineries 

8.- cacao, chocolate and confectionary 

9.- ~dible oils and fats 

10. - Beverages 

11.- Other alimentary products 

12.- Tobacco products 

Number 
of 

Firms 

16 

14 

7 

41 

13 

137 

6 

5 

4 

29 

38 

2 

(thousand balboas) 

Output Value Personnel 
Value Added Employed 
(B/.000) (Bl,·· 000) --

48,502 4,693 1 ! 120 

53,430 5,983 1, 113 

6,768 1,077 260 

56,119 3,937 881 

19,062 1,242 236 

34, 128 7,803 1,953 

70,450 19,244 , , 801 

5,378 825 131 

28,962 2,793 412 

77, 281 24,410 1, 067 

34,895 5,258 947 

25,936 13, 453 457 

Value Added 
per worker 
B/.000 

4.2 

5.3 

4. 1 

4.5 

5.2 

4.0 

10.7 

6.3 

6.8 

22.9 

5.5 

29.4 

TOTAL ~l~•==m=~~~~~~~-==a22,Zl2 ••••••••• l2,l22.n•=•=•••••••••••••2•Z ••••• 

Sourc~: Industrial Census, General Comptroller 
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With respect to th~ future growth potential of the Panamanian 

agro-industrial sector, it shot:.ld be kept in mind that agro

industries forms part of an integrated system of "Agro-Susiness", 

which includes agricultural production and supplies, and at other 

end of the chain, an adequate distribution and conmercialization 

infrastructure. 

In spite of the relative importance of the Food precessing 
sector in Panama, its basis, the agricultural production, 
is not capable of providing raw materials with the requi
red quantity, quality and price 1 /. As a result, a large 
part of the raw materials for Panama's agro-industries are 
imported and the major limitation for further agro-indus
trial development consists in the inadequate domestic 
agricultural production. ~reover, a dramatic inprove
ment h~rein, cannot be expected within the next few 
years. 

With the exception of the "traditional" export products 
(bananas, sugar, coffee) Panama does not have an adequate 
marketing storage, and distribution infrastructure 
for major export operationsof agro-industrial products. 

Another, frequently mentioned impediment for the further deve

lopment of the agro-industrial sector, is the present price regulation 

policy, which was set up in an attempt to stimulate the agricultural prod., 

through a system of guaranteed prices, and to provide the 

products at a "just" price to the Panamanian consumers. 

.!f In a special report on the agricultural sector of Panama, 
the InterAmerican Development Bank concludes that the main problems 
affecting the growth potential of the sector are: 

- the "technological gap" in production methods and techniques 
- the low level of development of the agricultural extension 

services. 
- the governmental policy of price support and subsidiesfor 

a large number of agricultural products. 
- the scarcity and sub-utilization of a~ailable land 

- Panama has reportedly the lowest agricultural production 
figures of the entire Central American region. 
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The present reality, however, gives a different Ficture: 

1.- The Panamanian consumer pays on the average higher prices 
for the agricultural products, than the ones prevailing on 
the international markets; 

2.- 'Ibis price support system has not produced the expected 
incentive for increased agricultural production and 
productivity, but has kept quite to the contrary, marginal 
production units in operation ; 

3.- The current domestic price structure for agricultural 
products, makes export operations for Panamanian firms par
ticularly difficult; e.g. refined sugar, an intermediate 
product that is used in a wide range of agroindustrial 
processes has a domestic price mor~ than double the 
international market price .••• 

On the rredium and long term however, and assuming that the 

adequate agricultural policy shifts are made, there are still 

ample perspectives for agroindustrial development in Panama, 

through import substitution as well as through export develop

ment; in 1981 Panama still imported finished agro-industrial 

products for an estimated total amount of US$ 58.2 million, 

while at the present ITK)ment the Caribbean Bassin initiative 

(CBI) is offering perspectives of opening the US market for 

a wide range cf agroindustrial products. 

Another potentially interesting field is the one 

of the non-alimentart agroproducts such as spices, fragran-

ces, ornamental plants and flowers, medicinal plants 

and herbs, which are at the present moment, prac~ically 

unexplored in Panama. 

Table 41 gives fiquresfor the other i1TpOrtant light 

innnstrial sectcr in the Panamanian economy, the textiles 

sector. 
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VALUE ADDED AT 1970 MARKET PRICES 
Light industries: textiles -----

(million balb:>as) 

198~ 1982 Variation 
( '.\) -- -----

1983 variation 
( \) 

l'e:<tiles 1/ 1 .6 1.6 -------- 1.6 -------
Garment Industries 

Leather (excep.shoes) 

Shoes 

15.2 

2.0 

3.1 

15.4 

1.5 

3.0 

( 1. 3) lC'. 9 (-29.2) 

(-25.0) 1.3 (-13. 3) 

(- 3.2) 3.0 -------
TOTAL 21.9 21.5 ( -1.8) 16.8 (-21.9) ======================================== ·-

Share in total industrial value 
added <r~rcentage) 12.4 11.9 9.5 

Soruce: General Comptroller 

While the textiles branch remains at the same activity level, 

the other components of the subsector, give evidence of sharply decrea

sing production levels over the last two years. In the case of the 

garment industry, the plunmeting 1983 figures are directly related 

with the virtual closure of the Venezuelan outletnarket through a 

strongly devaluated Boli•1ar currency and through other recently installed 

import regulations 

Table 42 gives some value added fiqures for other manufacturing 

industry branches, all of which~n general are characterized by decli

ning output levels. 

Y The textiles category containo primarily textile cloth for packing 
purpo~es, while the garment category refers to all kinds of 
clothing articles. 
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TABLE 42 

Woodindustries (except furniture) 

Furniture 

SUBTOTAL 

Share in total industrial 
value added (percentage) 

Rubber products 

Terracotta an~ porcelain objects 

Optical and scientific instruments 

SUBTOTAL 

Share in total industrial value 
added (percentage) 

Source: General COnptroller 

- 'JU -

VALUE ADDED AT 1970 MARKE'!' PRICES 
other manufacturing industr;~ 

(million balboas) 

1981 1982 Variation 
(\) 

2. 1 2.3 (~. 5) 

3.9 3.7 -5.1) 

6.0 6.0 -------

3.4 3.3 ------
0.3 0.3 ------
0. 1 0. 1 ------
0.7 0.6 (-14. 3) 

1. 1 1.0 ( -9. 1) 

0.6 0.5 

1983 Variation 
(\) 

2.0 (-13.0) 

3.2 (-13.5) 

5.2 (-13. 3) 

2.9 --------
0.2 (-33. 3) 

0. 1 --------
O.o -------

.9 (-10.0) 

0.5 --------
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3.27 Small Scale Industry 

As illustrated higher (table 33), the small scale 

Industrial sector constitutes an inportant part of Panama's 

Industrial sector; 58\ of all Panamanian industrial enter

prises enter into the category of small scale industries 

(less than 30 workers), employ 17\ of the total industrial 

labour force, and account for 12\ of total industrial value 

added. 

The problems of the Panamanian small scale industrial 

sector are in typical way the same as in many other developing 

countries; the lack of a specific small scale industrial policy 

inverts very often the incentives, created within the frame

work of a "gener~l" industrial policy, into discriminative 

'!llechanisms against the small scale enterprises; e.g. tax free 

importation of raw materials and production equipment is 

definitely an incentive for medium or large scale industrial 

development, but does not reach the small scale entrepreneur 

who is rrostly working with domestic inputs; the eventual 

imported inputs are then obtained in small amounts and at 

much nigher price, from the network of intermediaries. More

over, most small scale enterprises do simply not have the 

capacity nor the time, to comply with the many bureaucratic 

requirements, in order to qualify for fiscal incentives 

through a contract with the Government·(Contrato con la Nacion). 

Another example is the labour code, which does notdifferentiate 

between large or small scale enterprises; this explains to some 

extent the high incidence of labour conflicts which are reportedly no

ted in small scale and less sofisticated enterprises. 

Other problems are related with the difficulties to 

obtain credit;small scale entrepreneurs can often not comply 

with the guarantee requirements of co11U11ercial banks,and are 

compelled to address themselves to the more accessible informal 

sector, very often at exorbitant interest rates. The public 

credit programs for small scale enterprises are briefly dis

cussed under point 3.3, but ]n general their time consuming 

and bureaucratic procedures for credit approval discouraqe 

the small scale entrepreneurs. 
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1/ 

2/ ...... 

Small scale industrial development, however, rema~ns one 

of 'he priorities of the Government. The Ministry of Conmerce 

and Industries is presently carryin9 out a diagnostic study of 

the small scale industrial sector in Panama, which should lead 

to concrete policy reconnendations. Government priority to 

the small ;cale businesses has to be situated against the 

present urgent need to create new enployment; the average 

investment cost per job in the small scale business sector is 

estimated at US $3, 500 Y, which is far below the average 

investment cost pE:r job created for the Panamanian productive 

sector as ;1 whole, estimated by the IDB at US $ 23,300I/ 

MICI esti1nates, based on the experience of the credit programme of 
their general Directorate for small sc~le industries. 
Estimated on the basis of a sanple of IDB subprojP.cta through the 
National Bank of Panama !Bllfl>J. 
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3.3 REVIEW OF NATIONAL INSTITUTIONS DEALING WITH INDUSTRY 

The Panamanian Government has created a complete institu

tional infrastructure for the prom:>tion of industrial development 

which, basically, can be divided into the following five cate

gories: Financial Institutions, Training Institutes, Export 

Promotion, Investment Prom:>tion and Assistance to Small Scale 

Industries. 

3.31 Financial Institutions 

In spite of the existence in Panama of an extensive and 

well endowed international Banking Center, the Panamanian 

statistics make it clear that the National Industrial Sector 

did not yet benefit, to this day, in proportion with the ._ 

size of the locally present international capital and credit 

facilities. 

At the end of 1981, it has been estimated that only 15~ 

of the Global Credit Portfolio of the Panamanian Bankinq 

System (estimated at US$ 20,455 million )~/ was destined to 

the internal market, including the credits for the Colon 

Free zone. Moreover, within the domestic market, commercial 

credits show a notable prefence for short term operations 

with high guarantees; as such, in 1981, 37\ of all credits 

are awarded to connercial ventures,11\ to the construction 

sector, 18\ to the public sector, 15\ to agriculture and only 

9\ to the manufacturing industry, which is equivalent to 

US $ 283 million. This internal credit structure did not 

change fundamentally over the last years. 

As such he needs for national economic development 

ir. general, as well as the special requirements of longer term 

credit for the agricultural and manufacturing activities, have 

led the public sector to create a number of specialized f inan

cial entities: 

- The National Bank of Panama (BNP) 

Is the most i~rtant public financial Institute, which started 

a system of long term credit for private industrial activities. 

11 Interamerican Development Bank 
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TABLE 43: BALANCE OF CREDITS TO THE PANAMANIAN INDUSTRIAL SECTOR 
AT THE END OF EACH YEAR ( 1979 1981 ) 

Total Loans to industries 

BNP Loans 
\ of total 

Loans from other 
Banks 

\ of total 
·-

(million of USS) 

1979 

214 

28 
13 

186 
87 

Source: National Banking Commission. 

1980 

265 

29 
11 

236 
89 

Although the relative share of the BNP in total loans 

1981 

283 

31 
11 

252 
89 

to the industrial sector has slightly diminished (see table43 ), 

this institution remains the main source for investments in 

fixed assets for manufacturing enterprises that have no 

1/ 

access to the commercial credit system.2f 

In this respect the BNP administers, the so called: 
"Industrial Credit Programme" of the ~nteramerican Deve

lopment Bank (Progra11a de Cr6dito Industrial BID/BNP), which 
finances fixed capital formation, (80\ of the total-investment) 
\,ith amortization period of 4 to 12 years CgraClll period of 3 
to 6 years). Credits fluctuate between US$ 15,000 and 
US$ 80,000, whereby higher a110unts require the specific 
approval of the IDB. In 1982, outstanding industrial credits 
of the BNP amounted to US$ 46.2 million, representing 
11 • 1\ of their total credit port folio. 
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- CorporacicSn Financiera Nacional (COFINA} 

Is an autonomous developaent institution, established 

in 1976 with the main purpose to create and gtrenqthen private. 

mixed or state-owned corporations enqaqed in high priority 

economic development projects, such as manufacturing, tourism, 

transportation, and the exploitation of natural resources. 

COFINA's main function is to promote economic development 

by granting credit to corporations for the acquisition of 

fixed assets and working capital and for implementing feasibility 

studies. The institution is also authorized to issue guarantees 

for loans granted to corporations operating in Panama by other 

financial institutions. Furthernore, COFINA's charter provides 

authority to participate in the risk capital of firms if re

quired by the owners or in projects promoted by other public 

sector institutions. 

In contrast to other public financial entities, COFINA is 

also authorized to place in the market public issues of its own 

securities and those issued by other corporations. In order 

to develop this function, COFINA may support the secondary 

market for such securities. 

The total credit portfolio of COFINA reaches USS 51 million 
--to a great extent financed by the world Bank, and by Conunercial 

Bank Credit. At the present moment however, ~ large part 

of COFINAS' portfolio consists of credits in arrears, and the 

institution is .in a process of structural re-organization 

and re-orientation. 

3.32 Training Instittites 

Training for the industrial sector is Panama is shared by 

private as well as public instituti~ns; 

1/ APEDE(AsociacicSn Panamena d~ Ejecutivos de Empresas) 

is the main private organization t .. ':1aged in training 

mainly at the hjgher and middle manaq2rial level; 

CESA (Centro d~ Educacion Superior Anministrat:ivol ha~; 

been cstabli !:hed with UNIOO a!'isistance, .rnd h.1s orqani-

zed spec~.1lizf!d seminars for middle man.:iq•..!1 ent personnel> 

in th,. firJ.! of .wr:ount.lnq, c:ommercializ.1t.i.on, •?tr: •••.• 
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Trajning for small scale entrepeneurs, an APEDE/USAID 

programme, tha~ offers training for firms with 

less than 10 workers and a turnover of maximum USS 

USS 120,000. Topics of the seminars are general m-na-

gement, accountinq, co11111erciali~ation, etc ..... . 

3J INAFORP (Instituto Nacionai de Formaci6n Profesional) 

is the main governmental initiative i~ the field 

of industrial training, mainly geared to vocational 

training. At the request of firms, INAFORP organizes 

also in-plant training of workers in specific fields. 

INAFO~ formerly a dependency of the Ministry of Labour 

has recently been converted into an autonomous institu

tion , with increased participation of the private 

sector. This orqanizational change is expected to 

improve the effectiveness of INAFORP's traininq ?rogramme. 

3.33 Export Promotion 

'11le General Directorate of Foreign Trade (DICOMEX) at 

the Ministry of Commerce and Industries(MICI) ~ffers assistance 

to Panamanian enterprises engaged in export activities, in terms 

of information on markets, prices,~tariffs, quotas and other 

customs regulations. DICOMEX has also carried out specific 

market studies for a group of selected products with the 

aim to orient the Panamanian industriali~cs. In some other 

cases, negotiations on a bilateral level have been undertaken 

(as has been the case with Costa Rica), in ()rder to '.>Olve 

specific financing or customs problems. At this moment MICI 

is considering seriously the establishment of so-cdlled 

"tradinq-co~nies" to contribute to the sol11t:H>11 of the commer

cialization and financing problems which current.Ly riiscouraqe 

Panamanian exporters. 

'nle only financial incentive which is prP.!;ent ly offercn 

t.o the Panclmanian ~:xportcr is the CAT !;r;tt·m (1 ···n.if1··,J'lo ·11· 

Abo•.o 1'ribut.aricJ) whir:h has hcen ext.nnsiw·l·1 l1·;··w;!;, .. 1 •in<'lf!r 

;:.01 nt .l. 1. 
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3.34 Investment Promotion 

The fiscal and financial incentives for the promotion 

of industrial inve~tments have also been discussed under 

point 3.1. Pi:>re recently (August, 1982) the Government of 

Panama established a National Investment Council (NIC), 

specifically geared to the prom::>tion among national and 

international investors, of feasible investment projects 

and joint ventures, and, to the promotion of Panama as 

a suitable location for international investments. The 

rather meager results of the fiscal incentive laws during 

the last decade, have led the Government to the belief 

that providinc; informatior1 or: the comparative advantages 

of locattng in Panama, and assistinq the investors •ith 

the approval and execution of their investment plans, can be a 

110re effectivP tool for attracting foreign investment than 

the liberal use of tax and other incentives. As ~uch the 

NIC is oonceived a "one-stop agency" Ci .e. the investor 

can handle all official contacts through NIC) which covers 

the co~lete sequence of actions related with investment 

prol!Otion, from the attraction of foreign investors and 

the identification of suitable investment opportunities 

to assistance during the execution and operation of the 

investment projects. 

NIC orients its promotion actions specifically to the 

field of labour intensive manufacturing industries, geared 

to exports and to the field of Agroindustries, where a 

higher national "value added" can be achieved. 

3.35 Assistance to Small scale Industries 

In 1979 MICI established the general Directorate for small 

scale enterprises (DGPE- D:•eccion General de la Pequena Empresa) 

with the aim to assist small scale businPS~P~ in the financial 

as well as in the technical field. With funds partly form USAID 

and partly from the World Bank, the DGPE has concentrated 

on financing the long term capital needs ef small businesses; 

the URSE/AID programme contributed with US $ J.4 million for 
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loans not higher than USS 5,000 to small scale enterprises 

(commercial or industrial\ in the interior of the country, 

while the it-)rld ~ank Progranne (USS 1.7 million) is exclu

sively geared to small scale industrial enterprises. In 

1982, the Directorate has made loans to 153 projects (60 

of which industrial and 93 in the conmerce and services 

sector), for a total amount of US$ 1.8 •illion, generating 

an estimated 542 jobs. Of those 153 projects, 89 were aimed 

at the expansion of existing small scale businesses, and 64 

at the creation of new ones. 

However, the high ration of •1oans in arrears" in the 

credit portfolio of the DGPE, is presently forcing the Govern

ment to reconsider its development strategy for small scale 

businesses. A new credit formula is being designed which 

will involve the private banking sector as a risktaker, and 

transform the OGPE into a "second floor bank", responsible 

for the fellow up of the credits and for the necesary tech

nical assistance to the ~mall scale entrepreneur. 
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3.4 FORF.IGN LOANS,FOR TRE PAllMIMIAH MANOF~CTUIUNG SECTOa 

J.41 BiaF 

In November 1978, the world Ban1t approved a loan of 

USS 15 million to the Republic of Panama in order to 

implement a global credit prgramme through the recen-

tly established COFINA (Corporacion Financiera Nacional) 

These resources have been used by COFINA to finance fixed 

assets, permanent working capital and pre-investment 

studies for private and public sector projects, basica

lly in the manufacturing and agro--industrial sector, 

but also in sub-sectors such as tourism. 

In 1981 the World Ban1t approved a second loan of 

US$ 20.0 million to COFINA, after having advised, and 

obtained, some chanqes in COFINA's credit polici~s and 

portfolio management, in view of the relatively high 

rate of loans in arrears and the low overall profitabi

lity of COFINA's ventures. (see also point 3.Jl) 

In 1982 the World Banlt approved a Structural Adjustment 

loan (SAL) of US$ 67 million, with the objective: 

- to support a programme of specific policy changes 
and institutional reforms~designed to achieve a more 
efficient use of resources and thereby contribute 
to a more su$tainable balance of payments in the 
Jllf!aium and long term, and to the maintenance of 
growth in the face of severe constraints, and to 
lay the basis for regaining future growth momen
tum; and 

- "act as a catalyst for the in-flow of other external 
capital to help e~se the balance of payments situation". 

The Structural Adjustment Loan is butressed by a tech~ical 

assistance loan ( rAL) for 5 million USDollars, which is 

gea~ed to provide the new government.after the May 1184 

elections, with a set of coher.~nt overall policy option!; 

and reconaendations on which to base its policy formulation 

during its early months in office. These options will .be 

based on a series of studies financed by the TAL and carried 

out by sub-contracted consultancy firms; 
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For the Industrial Sector, a study on the "effective 

protectio.1" is being scheduled; the purpose of this 

study is to demonstrate how the high levels of protec

tion granted to inaustry have caused distortions in 

the country's resource allocation, and have contributed 

to the development of some industries which are un

ableto CODl>E!te in foreign markets. The study will sup

port the relaxation of quantitative intX>rt controls 

as well as the rationalization and si111>lification of 

tariffs, and identify the likely effects of various 

alternatives on particular activities and industries. 

Related to the agro-industrial sector the TAL will finance 

studies on Panama's agricultural trade and price policies, and 

OD Panama's agricultural institutions; both studies 

will constitute the basis for Panama's new agricul-

tural policies, which will, in accordance with earlier 

World eank recommendations, be geared to: 

increased exports of agricultural products; 

a reduction of price controls and producer 
subsidies; 

increased productivity through a better transfer 
of technology and more effective applied research. 
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3.42 US/;\IO 

!n 1978, US/AID approved a loan to the Panamanian Government 

for the Development of Urban Services throughout the country (URBE 

Project) which included a crei!it line of US$ 3 million for loans to 

small scale enterprises, localized in the Central and western 
- 1/ provinces.-

The credit line was first managed by the Ministry of Planning 

(HIPPE) but later transferred to the General Directorate for small 

scale enterprises (DGPE) at MICI. The loans under the URBE project 

give preference to labour intensive production methods and were 

approved under soft terms. (see also page 103) 

-In 1981, US/AID approved a loan of US$ 5 million, which, toge

ther, with an additional Government contribution of US S 5 million, 

constituted a cr2ditlinefor small and medium scale enterprises in 

Panama; the Programme has been denominated "Planning and creation 

of employment" and has bee.1 managed through the National Bank of 

Panama. Credits are approved, with special emphasis on employment 

creation, to the manufacturing, commercial and services sector; it 

is generally accepted however that this pr~gramme has primarly be

nefited the medium scale enterprises at the expense cf the small 

scale sector. 

-At the present moment US/AID is negotiating a new loan agree

ment of USS 7 million with the Government of Panama, geared to a spe

cial credit programme for small scale enterprises; the private 

banking sector will be involved in the credit decisions, while the 

General Directorate for Small Scale Enterprises (DGP.E) of the 

Ministry of Commerce and Industries (MICI) will focus upon technical 

assistance for the small scale enterprises.(see also point J.27 and 

3. 35 , page 97 and 103 respectively). 

1/ The Development Poles, within the URBE projects include, Aguadulcc, 
Pcnonome, Los Santos, Las Tablas, Chitre, Santiaqo de Veraquas, 
David, Concepcion and Puerto Armuclles. 
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J. 4 J THE INTER AMEtUCAN DEVELOPMENT BANK 

Since 1964 the IDB has approved 5 loans for a total amount of 

USS 21 million for the financing of private sector industrial projects 

in Panama. These funds, complemented with US S 14.4 million Gover.iment 

contributions, are beirgmanaged by the Executive Directorate for 

Industrial Dvelopment of the BNP. On 31 December 1982, 202 loans 

had been implemented for a total amount of US $34.4 million, which 

nave contributed to the creation of 86 new industries, and to the 

expansion of 116 others. Together, these investment£ have created 

more than 2,900 new jobs. 

·-
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ANNEX: 'fHE PANAMA CANAL AND THE PANAMA CANAL TREATIES 
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' ' 
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4.0 MISCELLANEOUS : THE PANAMA CANAL 
AND THE PANAMA CANAL TREATIES 

Background 

On September 7, 1977, President Carter and the Panamanian 

head of Government, Brig. General Omar Torrijos signed two treaties 

dealing with the Panama Canal: 

A basic treaty govering the operationand defense of the 
Canal, extending through December 31, 1999, (The Canal 
Treaty) and; 

a treaty guaranteeing the permanent nei.trality of the Canal 
(Treaty on the permanent neQ:rality and Operation of the 
Panama Canal) . 

These new treaties provided a bu.sis for achieving a coopera

tive relationship between the United States and Panama in both 

operation and defense of the Panama Canal. They ceplace the U. s. 
Panama treaty of 1903 !The Hay-Bunau-Varilla Treaty) which go-

verned canaloperations since the waterway's construction, and 

subsequent treaties of 1936 and 1955, which modified some of 

its terms. 

History of the Negotiations 

For more than 75 years, Panamanian foreign policy has focus

sed on the Panama Cailal. Panamanians were dissatisfied with the 

1903 treaty from its inception. Under that treaty, the United 

States had total control of Canal operations and administered 

the Canal Zone, al,438 square kilometer area of Panamanian terri

tory. In this area, Panama had titular authority, but the United 

States had all the rights, power and authority which it would 

have possessed had it been sovereign of the territory. This 

arrangement was always ~eeply resented in Panama, where the 

conclusion of a new treaty was a longstan~ing priority. In 

Januar.y 1964, Panamanian dissatisfaction came to ahead, when 

riots against the United States resulted in the deaths of more 

than 20 persons. This incident led both governments to appoint 
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ambassadors with sufficient power to seek a prompt resolution of 

the conflict. severa.L romds of negotiations were completed, 

and 

ber 

the resulting draft treaties rejected before, on 7 Septem-

1977, President Carter and General Omar Torrijos signed the 

two treaties at a ceremony held at the headquartex:;~f the Orga

nization of American States in Washington D.C. 

In accordance with the Panamanian constitution, the new 

treaties were approved in A plebiscite held on October 23, 197~ 

The U.S. senate consented to the ratification of the neutrality 

treaty on March 16, 1978, and the Panama canal Treaty on April 

18, 1978. The Treaties entered into force on October 1, 1979. 

Treaty Provisions 

canal Operations: 

The United States is responsible for the operation of the 

Canal throughout the remainder of this century. In continues to 

have access to and the right to use land and water areas and 

facilities necessary for the operation a.'d maintenance of the Canal 

during the basic treaty period. 

A U.S. Government agency, the Panama Canal Commission, opera

tes and maintains the Canal and replaces the former Panama Canal 

Company. Five North Americans and four Panamanians constitute the 

Panama Canal Conur:ission Board. Until 1990, the ~nal Administrator will bea 

HS citizen and the deputy administrator, a Panamanian; the 

nationalities will reverse for the final decade of tne Treaty 

period. At all levels, Panamanians will participate increasingly 

in the Canal's operation in preparation for Pana~a's •••umption 

of Canal ownership andcomplete responsability for its operation at the 

end of the Century. 
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- Defense of the Canal. 

'lbe United States has primary responsability for the Canul's 

defenSP. during the Panama Canal Treaty's term. Panama will parti

cipate increasingly in defense and, at the end of the century 

unless a new agreement is made, the U.S. military presence will 

cease. 

- Economic factors: 

During the treaty's term, Panama will receive the follo

wing payments from Canal revenues: 

An annual payment of 30 cents (to be adjusted periodically 
for inflation) per Panama Canal ton transiting the canal 
~.g. 1981 Canal traffi~ produced a USS 57 million paymentl. 

A fixed annual annuity of S 10 million. 

An annual contingency payment of up to US$ 10 million 
in the event that Canal operatinq revenues exceed comr.ri.
ssion expenditures and projuce an tmbudgetted surplus. 

Additional revenues for Panama originate from Canal related 

activities, principally the ports of Cristobal and Balboa, the 

railroad and the r~tailing activities formerly handled by the Pa-

nama Canal C'.ompany. Total extra annual net revenues for Panama 

have been estimated in 1981 by US/AID study team at US$ 118 million. 

Panama Canal traffic since t~en, however, has slowed down(-15\mainly 

due to the trans-isthmian oil r'ipcl1ne) so that current actual 

revenues are expected to be subst.a11t.ially lower. 

On the other hand, major finanr.ial investments will be needed 

in order to maintain the existing infrastructure, not to mention 

the planned improvement and expansion programs in the Canal area. 

For example, emerqency repairs to the Balboa and Cristobal ports 

and related facilities have to b~ made, and the railroad requires 

considerable up gra1ing. At the present moment these 
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~-osts appear to exceed the anticipated Canal revenues ...... . 

Furthermore, the impact of the trans:Eion of the Canal faci

lities or. Panamanian employment is expected to be minimal. since 

nost of the change will reflect merely a change of employer The 

steady displacement of U.S. by Panamanian employees, called for 

in the treaties, is offset by the likelihood that a nwnber of 

Panamanian i:)OSitionswill be lost by the elimination of canal 

Organization retailing operations. These will be only partially 

recuperated by the presumed expansion of retail eftt>loyment in 

Panama, to accomodate U.S. personal spending in the country. 

·-






