
PANAMA
Table 1 2022
Population, million 4.4

GDP, current US$ billion 73.8

GDP per capita, current US$ 16731.6

International poverty rate ($2.15)a 1.1

Lower middle-income poverty rate ($3.65)a 4.3

Upper middle-income poverty rate ($6.85)a 12.9

Gini indexa 50.9

School enrollment, primary (% gross)b 103.0

Life expectancy at birth, yearsb 76.7

Total GHG emissions (mtCO2e) 23.2

Source: WDI, Macro Poverty Outlook, and official data.
a/ Most recent value (2021), 2017 PPPs.
b/ WDI for School enrollment (2021); Life expectancy
(2020).

The 2021 strong growth rebound contin-

ued in 2022 (10.5 percent), supported by

a recovery in wholesale and retail com-

merce, transport, storage and communi-

cations, and construction. However, gov-

ernment cash transfers remain critical to

contain poverty as employment and labor

earnings have not recovered to their pre-

pandemic levels. Subsidies and tax cuts

for fuel and food implemented in July

2022 in response to social unrest added

$300 million to expenditures in 2022,

while delays in pension reform pose risks

to the medium-term fiscal program.

Key conditions and
challenges

Panama’s economic strength mainly
comes from the services sector (led by
wholesale and retail and transport, stor-
age, and communications). Construction,
manufacturing, and mining also played
an important role, though since 2021 min-
ing outpaced manufacturing, as a copper
mine opened in 2019 and started produc-
ing close to its full capacity. The Panama
Canal has continued to support these sec-
tors. Over the past thirty years, the coun-
try excelled in job creation, leading to
an outstanding decrease in poverty (from
48.2 percent in 1991 to 12.1 percent in
2019 at $6.85 a day 2017 PPP). However,
mega investments that fueled Panama’s
growth have declined. As a result, unem-
ployment and informality increased be-
tween 2017 and 2019 and worsened dur-
ing Covid-19. Despite a partial recovery
in labor markets in 2021-2022, poverty re-
duction still depends on the government’s
emergency transfer program Nuevo Pana-
ma Solidario (NPPS).
Panama’s high growth performance has
been driven by capital and labor accu-
mulation, rather than total factor pro-
ductivity (TFP), which is key to attain
a sustainable growth path. The country
can promote its TFP by increasing the
quality and level of education, innov-
ative capacity of firms, inclusion, and
the effectiveness of public sector institu-
tions, among others.

Authorities have implemented important
reforms in Public Private Partnerships
(PPP) and procurement. However, Pana-
ma is still on the grey list of the Financial
Action Task Force (FATF) and the EU list
of Non-cooperative Jurisdictions for Tax
Transparency. Two reforms on the FATF
action plan remain to be completed: ensur-
ing that resident agents adequately veri-
fy and maintain current Beneficial Owner-
ship information and taking measures to
prevent the misuse of nominee sharehold-
ers and directors.

Recent developments

Panama’s strong rebound in 2021-2022 is
supported by investment, private con-
sumption, and services sector. During the
first three quarters of 2022, services grew
10.9 percent compared to the first three
quarters of 2021 and contributed 7.4 per-
centage points to real GDP growth, led by
wholesale and retail (with 3 pp contribu-
tion to growth), transport, storage, and
communications (2 pp). The industry grew
10.5 percent during the same period and
contributed 2.9 pp to growth, led by con-
struction (2 pp).
Inflation increased in 2022, led by high
transport and food prices, which affected
poor households the most, but was partial-
ly contained at 2.9 percent through subsi-
dies and tax cuts (Figure 1). Moreover, em-
ployment and labor earnings did not re-
cover enough to compensate for the phas-
ing out of NPPS. Thus, it is estimated that
poverty under US$6.85 a day (2017 PPP)

FIGURE 1 Panama / Total, food and transport inflation
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FIGURE 2 Panama / Actual and projected poverty rates and
real GDP per capita
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increased by 0.4 percentage points, reach-
ing 13.3 percent (Figure 2). The employ-
ment rate reached 62.3 percent and the
unemployment rate decreased to 9.9 per-
cent, but they are still behind 2019 levels
(66.5 and 7.1 percent, respectively). Infor-
mality rates remained high, at 48.2 per-
cent. Therefore, poverty levels are still
highly dependent on NPPS: without the
program, poverty would have reached 16
percent in 2022.
Strong growth in 2021 and 2022, gradual
fiscal consolidation, and low borrowing
costs led to a decline in the fiscal deficit
and public debt to 3.9 and 61 percent of
GDP in 2022, respectively. Revenues in-
creased due to higher royalties and tax rev-
enues from the mining sector and growing
canal receipts. Government expenditures
declined, despite the food and fuel subsi-
dies, as a result of a decrease in current and
capital expenditures.
The current account deficit increased from
2.2 percent of GDP in 2021 to 2.9 percent in
2022, driven by a decline in the merchan-
dise balance and the sharp deterioration in
terms of trade, although an increase in cop-
per exports partially offset this shock. At
the same time, FDI reached 4.1 percent of
GDP in 2022, however, still below its pre-
pandemic level of 5.6 percent in 2019.

Outlook

Due to the expected slowdown in global
economic growth, further tightening in the
US monetary policy and a decrease in the
prices of main commodity exports, growth
is projected to slow to 5.7 percent in 2023
and reach 5.9 percent by 2025, when exter-
nal conditions improve. Growth in the
medium term will be supported by new in-
vestments, private consumption, and trade.
Inflation is projected to increase in 2023
(3.3 percent) as fuel and food subsidies ex-
pire, before converging to 2 percent by
2025. As labor markets recover, and with
NPPS reducing its base of beneficiaries but
continuing to support vulnerable house-
holds, poverty rates should reach their
pre-pandemic levels by 2025. The careful
targeting of NPPS is key for both poverty
reduction and spending efficiency.
The current account deficit is expected to
widen to 3.5 percent of GDP in 2023 on
the back of higher import prices, despite
increased services exports, before stabiliz-
ing at 3.2 percent in the medium term as
food and oil prices decrease. It is expect-
ed to be fully covered by net FDI inflows,
forecast to reach 4.5 percent by 2025.

The fiscal deficit is expected to decline
further, through tax administration re-
forms, higher canal revenues, and con-
tained public sector wage bill and other
current spending. In the medium term,
Panama will likely require additional
structural fiscal reforms to meet the tar-
gets set by the Social and Fiscal Responsi-
bility Law (SFRL), including pension and
tax reforms. The public debt and fiscal
deficit are projected to decrease to 58.7
and 1.5 percent of GDP by 2025, respec-
tively. Public debt cost and risks are rela-
tively low: More than 80 percent of pub-
lic debt has fixed interest rates and its
average maturity is 13.7 years. Panama
has good access to capital markets as a
dollarized economy with a stable macro-
economic environment, investment grade,
and low sovereign bond spread.
Economic risks could arise from: (i) the de-
sign of a needed pension reform to curb
the increase in government transfers to
cover the actuarial deficit of the Defined
Benefit Subsystem; (ii) the timing for ex-
iting the list of FATF and the EU, which
could have adverse effects on investment
flows and capital market access; (iii) sus-
tained high food and commodity prices;
(iv) rising interest rates; (v) climate change
and natural disasters.

TABLE 2 Panama / Macro poverty outlook indicators (annual percent change unless indicated otherwise)

2020 2021 2022e 2023f 2024f 2025f
Real GDP growth, at constant market prices -17.9 15.3 10.5 5.7 5.8 5.9

Private Consumption -15.9 7.0 10.9 5.6 5.7 5.8
Government Consumption 16.2 9.8 6.3 4.0 1.2 1.8
Gross Fixed Capital Investment -49.3 29.6 20.1 9.1 8.5 8.5
Exports, Goods and Services -20.6 20.6 12.7 6.3 7.7 7.9
Imports, Goods and Services -34.0 25.2 12.5 7.5 7.9 8.2

Real GDP growth, at constant factor prices -17.9 15.8 10.5 5.7 5.8 5.9
Agriculture 3.4 2.9 2.9 2.5 2.0 2.0
Industry -31.4 36.0 5.4 3.7 3.9 4.1
Services -13.1 9.7 12.9 6.6 6.6 6.7

Inflation (Consumer Price Index) -1.6 1.6 2.9 3.3 2.5 2.0

Current Account Balance (% of GDP) 2.0 -2.2 -2.9 -3.5 -3.2 -3.2
Net Foreign Direct Investment Inflow (% of GDP) 1.2 2.6 4.1 4.3 4.4 4.5

Fiscal Balance (% of GDP) -10.2 -6.7 -3.9 -3.0 -2.0 -1.5
Revenues (% of GDP) 18.3 18.1 18.1 18.7 19.0 19.1
Debt (% of GDP) 68.5 63.7 61.7 60.6 59.6 58.7
Primary Balance (% of GDP) -7.6 -4.2 -2.2 -0.7 0.0 0.4

International poverty rate ($2.15 in 2017 PPP)a,b 1.3 1.1 1.3 1.2 1.1 1.0

Lower middle-income poverty rate ($3.65 in 2017 PPP)a,b 4.7 4.3 4.5 4.1 4.0 4.0

Upper middle-income poverty rate ($6.85 in 2017 PPP)a,b 14.1 12.9 13.3 12.7 12.3 12.0

GHG emissions growth (mtCO2e) -12.6 -0.1 4.8 3.3 1.5 2.6
Energy related GHG emissions (% of total) 46.4 44.2 46.3 47.4 47.3 47.7

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practices. Emissions data sourced from CAIT and OECD.
Notes: e = estimate, f = forecast.
a/ Calculations based on SEDLAC harmonization, using 2019-EH. Actual data: 2019 and 2021. Nowcast: 2020 and 2022. Forecasts are from 2023 to 2025.
b/ Projections using microsimulation methodology.
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