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Context and recent developments. Panama weathered the global financial crisis well.
While output growth slowed substantially in 2009, it remained positive and above the
region’s average. The banking system remained on a strong footing. The economy is
rebounding strongly, supported by more favorable external conditions, and a large
increase in public investment, notably from the Canal expansion project. Panama’s
credit rating was raised to investment grade in early 2010.

Key policy recommendations:

o A modest withdrawal of fiscal stimulus in 2010 would be broadly appropriate.
Additional stimulus is not essential given the strength of the economic recovery.

o Adherence to the fiscal consolidation targets envisaged for the medium term is
important. A rapid decline in public debt would create substantial additional room
for countercyclical fiscal policy.

o The government’s medium-term fiscal framework (MTFF) can be strengthened. In
particular, the MTFF could spell out more fully the underlying macroeconomic
framework and targets for key components of the nonfinancial public sector.

o Plans to broaden the financial system’s regulatory perimeter are welcomed.
Bringing all deposit-taking institutions under the supervision of the
Superintendency of Banks would help limit risks to the financial system.

O

The financial safety net can be strengthened. A formal safety net would further
bolster financial stability and reduce costs from excessive bank liquidity holdings.

Authorities’ views. The authorities broadly concurred with the staff’s
recommendations on fiscal policy and the financial sector. They expressed concern,
however, that a formal safety net would create moral hazard.

Mission: The 2010 Article IV consultation discussions were held during May 17-27.
The staff team comprised Lisandro Abrego (head), Juliana Araujo, Mario Dehesa,
Kristin Magnusson Bernard (all WHD), and Torsten Wezel (MCM). The mission met
with Minister of Finance, Alberto Vallarino; Superintendent of Banks, Alberto
Diamond; other senior officials; and private sector representatives.
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I. RECENT DEVELOPMENTS

1. Panama faced the global financial crisis of 2008 from a strong position. Fiscal
consolidation and rapid economic growth during 2004—08 helped reduce public debt below 40
percent of GDP. Supported by tax and social security reforms, the fiscal policy framework was
strengthened and became more resilient. Banks’ loan portfolio had expanded only moderately during
the high-growth years, and the system was on a strong footing and subject to a sound regulatory
framework. In addition, when the global crisis struck, the ambitious seven-year Canal expansion
project was already underway, providing timely support to economic activity.

2. Economic growth slowed significantly in 2009, but remained positive and above the
region’s average. Real GDP growth fell from 0
10% percent in 2008 to 2’2 percent in 2009, driven by ;5 | Real GDPGrowth

(Percent)

the global downturn and a slowdown in private 16 | =mmme Panama
. o . . . L USA
construction, giving rise to a small negative output :; --------- ol A (e Parars)
- tin Americaand the Carlbbean ~~o,
gap (Figure 1). Inflation declined to 2 percent 10k -~ =~

(6% percent in 2008), reflecting the unwinding of 8
global supply shocks and the slowdown of domestic i |
demand. Economic activity rebounded strongly in the  , |
last quarter of 2009 and the recovery has continued in 0
the first quarter of 2010 (Figure 2). Driven mainly by j

higher oil and food prices, inflation has risen in 2004 2005 2006 2007 2008 2009
recent months, but remains low (about 3 percent in

May, y/y).

3. The external current account improved markedly. Official estimates indicate that the current

account was close to zero in 2009 (after posting a deficit of 11%2 percent in 2008), reflecting lower oil
prices and very strong export receipts from the Colon Free Zone (CFZ). ' Trade outside the CFZ,
however, declined significantly, as in the rest of the region. Foreign direct investment flows also fell,
but remained high by historical standards and compared to the rest of the region; portfolio inflows to
the banking sector also declined. Both trade and private capital flows began to rebound in late 2009.

4. Panama’s large banking system weathered the global financial crisis well, reflecting a
prudent stance and strong supervision. Private domestic and foreign banks were impacted
somewhat differently by the crisis (Box 1). However, financial soundness indicators remained solid
in both groups, with low NPL ratios (1.4 percent overall in March 2010) and strong capital levels
(Figure 3). As in the rest of the region, bank profits declined, but have started to recover. Recent

! Official estimates show that the value of net exports from the CFZ rose by 8 percentage points of GDP in 2009. Most of
the increase is accounted for by a temporary surge in exports of medical products, related mainly to the A/HINTI flu
pandemic.
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Figure 1. Panama: Impact of the Global Crisis
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Figure 2. Panama: The Make-Up of the Recovery, 2009-10
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Figure 3. Panama: Comparative Financial Soundness Indicators

Capital levels remain strong.
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Box 1. Performance of Domestic vs. Foreign Banks During the Crisis

While all banks in Panama were affected by the global financial crisis, private domestic and foreign
banks fared differently on several counts. Loan quality and profitability of foreign banks were
affected more severely than those of their domestic competitors. The NPL ratio declined in both
groups of banks, aided by higher-than-usual write-offs. In general, foreign banks started recognizing
delinquencies earlier than domestic banks, with their ratio of provisioning to loans peaking in 2008.
Lower income from operations, mostly due to the weakness in loan origination, led to a drop in the
return on assets of foreign banks in 2009, which now matches the lower but steady return of domestic
banks.

Evolution of Key Financial Soundness Indicators, 2007-09
(In percent, unless otherwise indicated)

Indicator Type of Bank 2007 2008 2009
Share of System Assets 1/ 2/ Private Domestic Banks 29.3 29.5 31.9
Foreign Banks 57.6 57.4 53.9
Return on Assets Private Domestic Banks 1.5 1.6 1.5
Foreign Banks 21 2.7 1.4
NPL Ratio 1/ Private Domestic Banks 0.8 1.0 0.9
Foreign Banks 1.5 1.7 1.5
Provisioning/Total Loans Private Domestic Banks 0.3 0.5 0.6
Foreign Banks 1.1 1.0 0.8
Liquidity Ratio 1/ 3/ Private Domestic Banks 33.7 32.3 374
Foreign Banks 36.6 40.0 39.9
Credit Growth Private Domestic Banks 22.2 14.6 1.9
Foreign Banks 20.0 11.0 -2.0
Capital Adequacy Ratio 1/ Private Domestic Banks 15.2 15.7 17.1
Foreign Banks 12.4 12.2 14.2
Flow of External Funding Private Domestic Banks 132 239 -203
(In US$ million) 4/ Foreign Banks 2,118 3,141 -686
Flow of Domestic Funding Private Domestic Banks 1,175 2,130 1,557
(In US$ million) 4/ Foreign Banks 3,202 1,284 -59

Source: Superintendency of Banks of Panama .

1/ Year-end figures.

2/ Shares do not add up to 100 because public banks are excluded.

3/ Sum of liquid assets and traded securities in percent of deposits.

4/ Excludes the effects of the foreign acquisition of a domestic bank in 2007 and 2009.

In late 2008, many foreign banks adopted a more cautious approach to lending. Credit by foreign
banks declined by 2 percent in 2009, while credit by private domestic banks rose by a similar
magnitude. The credit contraction at foreign banks seems to also reflect lower external funding,
notably from reduced credit lines. By contrast, domestic banks easily compensated the loss of external
funding through continued high access to domestic sources.

Liquidity increased in both groups during the crisis. Foreign banks, however, started to increase their
liquidity holdings earlier than domestic banks.




turmoil in European sovereign debt markets has not had any discernible impact on the banking
system, in line with the relatively weak financial linkages with that region. Pro-active bank
supervision contributed to maintaining the system on a strong footing. The Superintendency of Banks
(SBP) stepped up its monitoring activities during the crisis and, since 2008, strongly and successfully
encouraged banks to tighten lending standards in sectors that had been growing very strongly. These
efforts were supplemented, in early 2009, by the creation of the financial stimulus program (FSP),
aimed at providing resources to banks for on-lending to the private sector. In the event, however,
banks made little use of those resources, mainly because their liquidity remained ample and the cost
of FSP resources was relatively high.

5. Growth of bank credit decelerated significantly in 2009, but has begun to pick up. The
slowdown reflected both weaker domestic demand and tighter lending standards, and was more
pronounced for foreign banks (Box 1). Deposit growth remained solid, contributing to the buildup of
very high levels of liquidity. Growth of bank lending began to recover in the first quarter of 2010,
although at a gradual pace. The lax monetary conditions in the U. S. had some effect on Panama’s
monetary conditions—although with a lag—helping support economic activity during the global
crisis (Box 2).

6. Fiscal policy helped support domestic demand 9
(Figure 4). The previous government took advantage of j
Panama’s relatively strong fiscal position, and, with 6
support from congress and the incoming administration,’ ®
raised the deficit ceiling in the social and fiscal sl
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responsibility law (SFRL) to maintain an expansionary
fiscal stance during 2009.° In the event, the overall fiscal
deficit was substantially below the modified SFRL ceiling,
but the fiscal stimulus (in cyclically-adjusted terms and
excluding the Panama Canal Authority) was in the order of
% percentage points of GDP.

|
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7. In its first year in office, the new government has put in place two substantive tax reforms
(Box 3). The reforms seek to raise tax revenue collections and improve the efficiency of the tax
system, with the additional revenue to be used to finance higher capital spending. The first reform,
approved in September 2009, broadened the tax base and raised dividend taxation, and is expected to
yield 1% percent of GDP in revenue. The second reform, passed last March, raised the value-added
tax, lowered personal and corporate income tax rates, and eliminated loopholes; altogether, the

? Presidential elections were held in May 2009 and President Martinelli (the candidate from the opposition) took office in
July.

? Specifically, in June 2009 the SFRL deficit ceiling was raised from 1 percent of GDP to 2% percent of GDP during
times of global and domestic recessions. The modification allows a gradual return to the original deficit ceiling of
1 percent of GDP after four years.



Box 2. Monetary Conditions in Panama During the Global Crisis

As a fully-dollarized economy, Panama cannot conduct an independent monetary policy. However, in
principle, changes in monetary conditions in the U.S. should be transmitted to Panama and affect the
domestic economy. Depending on the degree of business-cycle synchronization between the two

economies, the monetary stance imported by Panama from the U.S. may or may not be appropriate for
its economy.

Changes in nominal [ending rates in Panama » Panama Consumer Credit Rates (1-year) vs US Rates
tend to follow those in the U.S. However, as = = = Consumer rate (PAN)

. . 12 4 Bank Loan Prime Rates (US) ,
shown in the chart, it takes several quarters for Fed Funds Rate I PPN
interest rate changes in the U.S. to be transmitted ~ '° }==v~=-=7""""" - t-
to Panama. Moreover, the relation seems to be ~ * ] PP
asymmetrical. While the increases in rates 6 1
before the global crisis were of similar 4
magnitudes in both countries, the decline in rates 2
was more modest in Panama following the crisis. 0

One possible explanation for the asymmetry is
that the lack of a lender of last resort induced
Panamanian banks to adopt relatively more conservative lending standards during the financial crisis.
Sustained relatively high deposit rates also likely limited the scope for decreasing lending rates.
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Given lags in real business cycles and in the transmission of interest rate changes, monetary
conditions in Panama were broadly appropriate during the global crisis. To gauge the appropriateness
of de facto monetary conditions, we present 5

nominal lending rates relative to a baseline level
when the monetary policy stance is neutral, i.e.
when the economy is operating at full potential.'

Fed Funds rate

110

During the crisis, monetary conditions in PAN Lending Rate 1
100
Panama began to ease when the output gap N | I " - g
. . . . 1

peaked in mid-2008, and continued on an easing
trend as the gap closed and eventually turned =~ % | Outputgap (measured as the

. K A difference between actual and 3
negative in 2009. This suggests a broadly potential output, as a percent of
appropriate de facto monetary stance, especially ~ so - Potentialoutout). s
. . . 2005 2005 2006 2006 2007 2007 2008 2008 2009 2009
since changes in interest rates affect the real ar o o @ a B a o a o

economy only with a lag. In contrast, the
tightening of monetary conditions in Panama in
late 2005 seems, in retrospective, to have been somewhat premature.

! The real interest rate is arguably the more important variable for economic activity. However, the focus is here on nominal rates, since
the relationship between these across countries is independent of inflation. The latter affected the two economies differently in recent
years, because of the impact of commodity price inflation.
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Figure 4. Panama: Fiscal Sector Developments, 2005-09
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Box 3. Recent Tax Reform

In its first year in office, the government of President Martinelli has enacted two far-reaching tax
reforms. With these reforms, Panama’s tax system has increased its reliance on indirect taxes, reduced
income tax rates while broadening the tax base, improved dividend taxation, and is modernizing its tax
administration. The reforms are expected to increase government revenue by 2% percent of GDP on a
permanent basis.

The first tax reform, approved in September 2009, Table 1 : September 2009 tax reform
broadened the tax base, changed tax rates on specific projected revenue
sectors, increased license fees and enhanced tax (In percent of GDP)

administration. The changes made the Colon Free Zone, ~ CorPorate and dividends taxation 0.3

. .- . . . Property taxation reform 0.2
casinos, maritime transportation, and oil trade subject to Increased license fees 0.2
a more comprehensive corporate and dividend taxation VAT to bank commissions 0.2
treatment, while taxing profits from some foreign Others 0.3
operations. In addition, the reform levied taxes on real Total 192

estate transactions—including capital gains on the sale of "ggyrce: Authorities' estimates.
property—and brought bank commissions under VAT
coverage.

The second tax reform lowered personal and corporate income tax rates, raised the VAT rate, and
made additional improvements to

tax administration. The rates of Table 2 : March 2010 tax reform package projected revenue
personal income tax (PIT) were Percent of GDP
lowered from 20-27 percent to 15-25 2010 2011
percent and the exempted income Income tax reform

threshold level was raised from 1.1 to

1.4 times income per capita The rate PIT tax rate reduction to 15-25 percent from 20-27 percent -04 -04

. Higher exempted income threshold 0.1 -01
of the corporate income tax (CIT) Personal deductions are eliminated / minimized 0.3 0.3
was lowered from 30 percent to 25 CIT reduction to 25 percent 01  -0.2
percent over two years, and over 4 New method to calculate expense deductions 03 03
years for some sectors Other 01 0.1
(telecommunications, banking, Consumption taxation
electricity, insurance and Casinos). VAT rate increase from 5 .to 7 percent 0.4 0.8
Most 1 ditu VAT cowerage net expansion 0.1 0.2
0s p.ersona expén '1 re Other 0.1 0.1
deductions were eliminated and the
Total 0.6 1.0

corporate expenditure calculation
method was modified, notably for the
financial sector. The minimum alternative tax rate was also lowered while the standard rate of the VAT
was increased from 5 percent to 7 percent. Operational and financial autonomy was granted to the tax
administration unit, and a specialized tax court was created.

Source: Authorities' estimates.

Income tax rates in Panama are now below international levels. The PIT rate is slightly below the
regional average and substantially lower than the OECD average. The top CIT rate is also somewhat
lower than the regional average and broadly similar to the OECD average.
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changes are expected to increase revenue by 1 percent of GDP.

8. Panama’s sovereign credit rating was raised to investment grade. Earlier this year, the three
main credit-rating agencies raised Panama’s sovereign debt classification by one notch to BBB-,
citing the strengthening of the public finances, prospects for further declines in public debt, and a
very favorable growth outlook.

9. The authorities have made substantial progress towards Panama’s removal from the
OECD grey list of tax havens. In the last year, the government has concluded negotiations for 9 of
the 12 double taxation treaties required for removal from the grey list. The authorities expect to
complete the remaining agreements before end-2010, and adopt the changes to domestic legislation
needed to implement them.

II. MACROECONOMIC OUTLOOK AND RISKS

10.  Economic growth is expected to pick up rapidly: Staff projects real GDP growth of

4.8 percent in 2010, supported by an improved global environment and a large increase in public
investment, notably from the Canal expansion project. Growth is projected to rise to 6% percent by
2012, as the Canal expansion works peak and private demand recovers fully. The recent upgrade to
investment grade is expected to have favorable effects on confidence and private investment.* Output
growth is then expected to hover around 6 percent, broadly in line with current potential growth
estimates by staff (estimates that are somewhat lower than those prior to the global crisis (Box 4)).
Completion of the expansion of the Canal in 2014 is expected to have a permanent positive effect on
potential growth.

Text Table 1. Panama: Medium-Term Outlook

Prel. Proj.
2008 2009 2010 2011 2012 2013 2014 2015

(Annual percent change)

Production and prices
Real GDP 10.7 24 4.8 6.3 6.5 6.2 6.2 6.5
Consumer price index (end of year) 6.8 19 3.0 27 25 25 25 25

(In percent of GDP)
Public finances

NFPS primary balance (excl. PCA) 35 18 20 1.7 20 23 23 25
NFPS overall balance (excl. PCA) 0.4 -1.0 -09 -0.9 -0.5 -0.1 0.3 0.5
NFPS structural primary balance (excl. PCA) 2.8 21 24 2.0 23 26 25 25
NFPS overall balance 25 -0.5 -20 -2.0 -21 -1.1 0.2 1.1
Total public debt 1/ 388 394 404 38.8 374 35.2 31.9 28.5
External sector

Current account -11.6 00 -79 -8.0 -8.5 -7.7 -5.9 -4.5
Foreign direct investment 104 7.2 7.7 7.9 8.0 8.0 8.1 8.1

Sources: National Authorities; and Fund staff calculations.
1/ Consolidates the Social Security Agency debt and excludes debt held by the Fiduciary Fund .

* Chapter 1 of the accompanying Selected Issues Paper discusses the benefits that accrue from having investment grade.
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Box 4. Potential Growth and Output Gap in Panama

The evidence suggests that Panama’s

. . . Panama. Estimates of Potential Growth, percent per year
potential growth increased in recent

years. Results from three different 1996Q1-2009Q4  1996Q1-2003Q1  2003Q1-2009Q4
methodologies to calculate potential | inear detrending 5.75 369 777
growth suggest a significant difference Hodrick and Prescott 5.85 3.98 7.71
in Panama’s potential growth rates in BaxterandKing 5.81 3.37 7.44
th iod 2003-09 dt li Christiano and Fitzgerald 5.82 3.48 7.34

¢ pelrlo a compared to car 1.er Beveridge-Nelson 5.82 3.97 7.55
years.” On average, Panama’s potential  average 5.81 3.70 756

GDP growth seems to have increased Source: IMF staff calculations.
from 3% percent per year during 19962002 to about 7% per year in recent years.

Statistical tests identify 2003 as a structural break point in the GDP time series. The recent
acceleration of potential growth reflects to a great extent a large increase (6 percentage points of GDP
during 2003-08) in domestic investment, with strong contributions from public and foreign direct
investment. Productivity growth is also estimated to have risen, although more modestly. At the
sectoral level, the higher growth appears to have been driven by the outwardly-oriented services sector
(the Canal and various activities linked to it), which benefited greatly from the strong surge in global
growth and trade during 2003-07.

Output gap measures derived from these

estimates suggest that the excess demand 4 (OF’lg&uet”C:z?pme”“a'GDP)
pressures of 2008 abated in 2009. The 3|

estimated output gap reached 35 percent of 2 |

potential GDP in 2008, but disappeared in .

early 2009 as the effects of the global crisis /\

reached Panama. For 2009 as a whole, the ° \/ \/
1}

output gap was about —1 percent of GDP.

Lower global trend growth is likely to have 3

an adverse e_[fect on Panama ’s potential 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

growth. While there is considerable

uncertainty about magnitudes, most baseline scenarios assume global potential growth to be lower in
the coming years. Estimates from a multivariate analysis suggest that a fall in global growth of

1 percentage point would tend to decrease Panama’s growth by a similar magnitude.

! The univariate techniques used to calculate permanent output were: (i) piece-wise linear de-trending; (ii) filters that isolate high-frequency
from low-frequency components (HP-filter, the Baxter and King filter, and the Christiano and Fitzgerald filter); and (iii) the Beveridge and
Nelson decomposition. These techniques were applied to quarterly data for 1996-2009, and to staff projections for 2010-11 to correct for
end-of-period bias.
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1. The external current account is projected to weaken, while inflation would remain
subdued. The current account deficit is projected to peak at 8% percent of GDP in 2012 with the
Canal works. Thereafter, as the project winds down and the expanded Canal becomes operational, the
deficit is expected to decline significantly. With a very large proportion of spending from the project
falling on imports, domestic demand pressures are expected to remain contained. Inflation is
projected to rise temporarily in 2010—in line with global inflation and higher oil prices—but is
expected to stabilize thereafter at 2'% percent per year.

12. The fiscal deficit in 2010 is projected to remain well below the SFRL ceiling. The deficit
target in the 2010 budget (1.9 percent of GDP, excluding the Panama Canal Authority) is likely to be
overperformed by a significant margin. Revenues are projected to grow strongly following the recent
tax reforms, while the ambitious capital

spending plans contained in the budget are not i e ———

likely to be completed due to implementation pg |EEEnerEOR) ’_L
constraints. Staff projects an overall fiscal . . . . S
deficit of 0.9 percent of GDP for 2010, broadly \_'

unchanged from 2009. For 2011, the 0o

authorities’ newly-adopted medium-term fiscal a4t
framework (MTFF) envisages an overall deficit

1.8 F
of 1 percent of GDP, consistent with higher / AE—
capital spending. Fiscal consolidation is O, /

e

e H s 531

expected to continue over the medium term ata 25 | =t Social andfiscal
faster pace than contemplated in the SFRL, 5 e
resulting in a decline of public debt below w08 00 01 2012 2013 2014
30 percent of GDP by 2015.

13.  Risks to the outlook are broadly balanced. Downside risks to growth stem from a less

favorable external environment or a more sluggish recovery of credit. Domestic growth is
particularly sensitive to changes in global economic conditions.® Upside risks arise from stronger
private (domestic and foreign) investment, on account of positive spillovers from higher public
expenditure on infrastructure, as well as from the favorable effects of the upgrade in the sovereign
credit rating. On the fiscal side, revenue could turn out higher than projected, given ongoing efforts to
strengthen tax administration.

> The SFRL deficit ceiling for 2010 is 2% percent of GDP. The 2009 SFRL reform contained a carry-over provision
stating that if the fiscal outturn is below the deficit ceiling in the first year of the recession, the ceiling for the following
year may increase by up to 0.5 percent of GDP.

® Staff’s empirical analysis finds a strong relationship between U.S. and domestic growth, and a more moderate effect on
growth from changes in domestic credit (see Chapter 2 of the Selected Issues Paper).
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III. PoLiCcYy DISCUSSIONS
A. Fiscal Policy

14. There was agreement that a modest withdrawal of fiscal stimulus in 2010 was appropriate.
Staff projects a slight strengthening of the primary balance in cyclically-adjusted terms in 2010 (Text
Table 1). Although there is still scope for a small positive impulse, given the negative output gap and
good access to financing, implementation constraints to investment are likely to be binding. Given
the strength of the recovery, it was agreed that the additional impulse was not essential and the
projected fiscal stance was broadly appropriate. There was also agreement that maintaining a low
overall deficit would help further strengthen fiscal credibility.

15.  Staff supported the authorities’ recent tax reforms. The reforms bolster the credibility of
Panama’s fiscal framework, will allow higher levels of capital spending, and are economically sound,
including by shifting from income to consumption taxation. Staff supported the authorities’ ongoing
efforts to strengthen tax administration, and encouraged them to take similar steps in the area of
customs. The authorities expressed an interest in receiving Fund technical assistance in both areas.

Text Table 2. Corporate and Personal Income Tax Rates
Top Tax Rates for OECD Countries, Latin America and Central America 2008

CIT PIT
Panama 1/ 25.0 25.0
Latin America Average 2/ 27.5 27.7
Central America Average 2/ 28.5 27.7
OECD average 24.5 36.7

Sources: www.bus.umich.edu/OTPR/otpr/OTPRdataV3.asp (The World Tax Database of the University of
Michigan); KPMG (2008) database; Summer: (2008) PriceWaterhouseCoopers and IBFD (2008).

1/ After the March 2010 tax reform at end of 4 year adjustment period.

2/ Excludes Panama,.

16 Theﬁscal consolldatlon enVlsaged over the 4 Overall Balance and Structural Primary Balance , NFPS
Authorities projections

medium term is ambitious but feasible. The decline 5 | (PercentofGDP)

in public debt targeted in the MTFF would provide

substantial additional scope for adopting a 2t

countercyclical fiscal stance. The staff noted that, il

given assumptions on revenue growth and economic H ~

growth, the MTFF targets seemed conservative. To

bolster fiscal credibility further, staff advised the At

authorities to adhere to the MTFF targets and === Structural primary balance
allocate any overperformance to a faster reduction of | Overallbalance
public debt.

2010 2011 2012 2013 2014

17.  Staff encouraged the authorities to strengthen their MTFF. In particular, it recommended
that the MTFF spells out in more detail the underlying macroeconomic framework and incorporates
explicitly the key components of the nonfinancial public sector, including the social security system.
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The MTFF would also benefit from quantification and discussion of tax expenditures and a more
thorough discussion of contingent liabilities. The authorities noted that they are working on
enhancing the framework in some of these aspects, including by quantifying tax expenditures more
comprehensively and including them in budget documents.

18. Staff welcomed the government’s plans to increase infrastructure investment and restrain
current spending. The authorities expect that higher public investment will help boost private-sector
led growth. The mission noted the importance of phasing in carefully the additional spending planned
for the outer years of the MTFF to ensure consistency with SFRL requirements, avoid excessive
demand pressures, and ensure an efficient execution. Staff supported the authorities’ ongoing efforts
to put in place a legal framework for public-private partnerships to help support their investment
program.

B. Financial Sector

19. It was agreed that Panama’s banking system showed strong resilience during the global
financial crisis. The on-shore and off-shore segments of the system managed to preserve strong
financial soundness indicators. In the case of the on-shore segment, a strong regulatory framework
and banks’ own conservative practices were important factors supporting such resilience. Looking
ahead, stress tests conducted by the mission showed that capital levels in the banking system would
remain adequate under sizeable shocks to economic activity and thus asset quality.

20.  Staff noted that the slowdown in the construction sector had not had a significant impact
on banks’ balance sheets. Following a period of rapid expansion, the construction sector slowed
down sharply in 2009 and the prices of some properties fell. The effects on banks’ balance sheets
were, however, negligible. Banks’ decision to effectively limit loan-to-value ratios and set high pre-
sale requirements played a key role in containing exposure to the sector and in protecting their
balance sheets. It was agreed, however, that remaining exposure to the sector warrants close
monitoring.

21. The mission encouraged the authorities to move forward with plans for the gradual
introduction of risk-based supervision. Staff and the authorities agreed that this step would help
further enhance bank monitoring. The mission noted that risk-based supervision would be suitable for
Panama, given the special features of its banking sector (e.g., substantial banks’ cross-border
linkages, credit concentration, and relatively high indebtedness of the private sector). The authorities
have begun taking some preparatory steps, including improved auditing.

22.  Staff supported plans to broaden the financial sector regulation perimeter. Some nonbank
deposit-taking institutions (e. g., cooperatives) are currently not regulated by the Superintendency of
Banks (SBP). Although the sector is small relative to the banking system and does not pose systemic
risk, it was agreed that bringing all deposit-taking institutions under the umbrella of the SBP was a
good practice which would limit risks going forward. The mission also welcomed the authorities’
preparations to introduce Basel II regulatory requirements, as well as their plans to strengthen the
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regulatory framework for pensions and the insurance sector and to enhance the governance structure
of the securities commission.

23. The authorities concurred with the staff recommendation to explore the possibility of
establishing a formal safety net. There was agreement that the current arrangement under which
banks self-insure against shocks by holding liquid assets had worked well, but had non-negligible
costs. The authorities expressed concern, however, that a formal safety net would create moral
hazard. Staff argued that a formal safety net could be designed to contain moral hazard while
reducing individual bank liquidity needs, with positive effects on the supply of credit and interest
rates. Staff also suggested exploring the possibility of establishing a limited insurance scheme for
deposits at on-shore banks, financed with risk-based bank contributions.” The scheme could cover a
small fraction of total deposits, but nonetheless insure the vast majority of the system’s accounts. The
authorities also indicated that they would like to explore possible arrangements for emergency
liquidity support. They expressed interest in receiving Fund technical assistance in these areas.

C. External Sector

24, The real exchange rate is in line with fundamentals (Box 5). Panama’s real effective
exchange rate remained broadly unchanged in 2009, with the strengthening of the U.S. dollar offset
by lower domestic inflation. The mission’s estimates for 2009—which are based on a country-
specific model of the equilibrium exchange rate and the macro-balance approach—point to a very
small (less than 5 percent) overvaluation of Panama’s real exchange rate.

25.  Efforts to furthe strengthen trade links with the rest of the world have continued. In May
2010, Panama signed free trade agreements (FTAs) with Canada and the European Union, while
negotiations on a deal with Colombia are ongoing. The agreement with the U. S. (concluded in mid-
2007), however, is awaiting approval by the U. S. Congress. The authorities expect that the
implementation of FTAs will provide solid support to economic growth over the medium term by
improving access to key markets and strengthening the competitiveness of the domestic economy.

IV. STAFF APPRAISAL

26.  Supported by strong fundamentals, Panama weathered the global financial crisis of 2008
well. Although growth slowed down significantly in 2009, it remained positive and well above the
region’s average. A rapid recovery is expected, with growth projected to rise to 5—6 percent in 2010-
11. The banking system showed strong resilience to the crisis and remains on a strong footing, with
very low NPLs and high levels of capitalization. Effective supervision and prudent lending behavior
were instrumental in limiting exposure to the sectors most affected by the slowdown.

" The deposit insurance scheme adopted by Hong Kong in the mid-1990s contained similar features.
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Box 5. Exchange Rate Assessment

Panama’s real effective exchange rate depreciated in the years leading up to the financial crisis,
driven by the weakening of the U.S. dollar. This trend was reverted slightly in 2009, mirroring again
movements in the U.S. dollar, which offset the large decline in domestic inflation that took place in
Panama.

Model-based estimates suggest that Real Effective Exchange Rate (REER)

Panama’s real exchange rate was close e vs. Equilibrium Real Exchange Rates (ERER) y
to its equilibrium level in 2009. Staff
used two approaches to assess the level of
the real effective exchange rate. The first 105 {REER (vearaverage: lft axis)
approach is based on a reduced-form
equation of the equilibrium real exchange
rate.' This approach shows that the real
effective exchange rate was broadly in % 1
line with fundamentals (overvaluation of
about 1 percent) in 2009. An alternative
assessment based on the macroeconomic 80

110 4

0.9

ERER (left axis)

0.8

EUR/US$ (period

85 - average; right axis) 0.7

0.6

. K 1995 ‘1996 ‘1997 ‘1998 ‘1999 ‘ 2000 ‘2001 ‘2002 ‘2003 ‘ 2004 ‘2005 ‘ 2006‘2007 ‘ 2008‘2009‘
balance approach estimates the difference Sources: Panamantan authoriies, and Fund stffestimates
between the current account balance

projected over the medium term at prevailing exchange rates and an estimated current account balance
norm. With a norm of -5 percent of GDP, this approach points to an overvaluation of about 3 percent

during 2009.

! The estimates are based on a vector error correction (VEC) model using annual data for 1980-2009. The fundamentals comprise
productivity differentials, terms of trade, trade openness, net foreign liabilities, and the current account balance.

27. Fiscal policy helped contain the impact of the adverse external conditions. A relatively
strong fiscal position allowed Panama to use fiscal policy to mitigate the effects of lower external
demand in 2009. Prudent fiscal management and the economy’s momentum, however, did not make
it necessary to fully use the scope provided by the modified SFRL to support activity. The strong
growth prospects for 2010 make it appropriate to start withdrawing fiscal stimulus.

28. The fiscal consolidation envisaged in the government’s medium-term framework is
appropriately ambitious. The significant decline in the public-debt ratio contemplated in the
government’s MTFF would create substantial additional space for using fiscal policy to offset the
impact of exogenous shocks, which takes on added importance in Panama given its monetary regime.
Staff encourages the authorities to adhere to the MTFF targets and use any overperformance to
reduce public debt faster.

29.  Staff welcomes the sound tax reforms adopted in the last year. The reforms are expected to
increase revenues significantly and bolster the credibility of the fiscal framework. By shifting
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taxation from income to consumption and reducing microeconomic distortions, the reforms would
also help support long-run economic growth. Staff considers it important to continue moving forward
with tax administration reforms, and broaden them to include customs. The Fund stands ready to
provide technical assistance to support these efforts.

30. Plans to broaden the financial sector regulation perimeter and introduce risk-

based supervision are welcomed. Nonbank deposit-taking institutions currently not regulated by the
SBP should be brought under its umbrella. Staff considers that risk-based supervision would be
advantageous for Panama, and help further strengthening bank monitoring. The authorities’
preparations to introduce Basel II regulatory requirements and plans to strengthen the regulatory
framework for pensions and the insurance sector are also welcomed.

31. There is scope to strengthen the financial safety net. Bank self-insurance against shocks has
worked well thus far, but it has risks and costs. Staff is of the view that a formal safety net would
lower risks and reduce the need for individual banks to maintain high liquid balances, which are
economically costly. The authorities’ interest in exploring the possibility of establishing
arrangements for emergency liquidity support and a deposit insurance system are welcomed. The
Fund stands ready to provide technical assistance in these areas.

32.  Itis recommended that the next Article IV consultation be held on the 12-month cycle.
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Table 1. Panama: Selected Economic Indicators

I. Social and Demographic Indicators

Population (2008, millions) 34 Percent of population below
Population growth rate (percent a year) 1.6 poverty line (2008) 324
Life expectancy at birth (years) 754 Adult literacy rate (in percent) 91.9
Under 5 mortality rate (per 1000 live births) 23.1 GDP per capita (USD) 7,268
IIl. Economic Indicators, 2006—11
Prel. Proj.
2006 2007 2008 2009 2010 2011
(percent change)
Production and prices
Real GDP (1996 prices) 85 121 10.7 24 48 6.3
Consumer price index (end of year) 22 6.4 6.8 1.9 3.0 27
Domestic demand (at constant prices)
Public consumption 3.1 4.1 2.6 25 8.0 7.5
Private consumption 44 0.9 6.7 14 5.1 4.4
Public investment 172 432 58.3 17.2 223 19.9
Private investment 12.6 37.7 142 -156 7.3 7.8
Financial sector
Private sector credit 12.9 18.2 14.6 0.8 9.1 10.2
Broad money 21.5 15.9 18.5 134 10.0 10.2
Average lending rate (1 year) 8.6 9.0 8.5 75
External trade 1/
Merchandise exports 143 1.7 52 -271 19.8 9.3
Merchandise imports 18.2 407 189 -15.2 22.7 14.9
(percent of GDP)
Saving-investment balance
Gross domestic investment 195 241 274 248 26.7 28.2
Public sector 43 5.6 8.2 9.2 10.8 121
Private sector 15.2 18.6 19.2 15.6 15.9 16.1
Gross national saving 16.3 16.9 15.8 248 18.7 20.2
Public sector 53 9.1 9.6 8.4 8.2 9.9
Private sector 1.1 7.8 6.2 16.3 10.6 10.3
Public finances
Revenue and grants 268 297 29.2 27.4 27.8 29.0
Expenditure 256 250 267 279 29.8 30.9
o/w Capital 4.3 5.6 8.2 9.2 10.8 12.1
Overall balance 1.2 4.8 25 -0.5 -2.0 -2.0
Overall balance, excluding ACP 2/ 0.5 34 04 -1.0 -0.9 -0.9
External sector
Current account -3.1 -7.2 -11.6 0.0 -7.9 -8.0
Net exports from Colon Free Zone 3.4 2.3 0.0 8.2 3.3 3.2
Foreign directinvestment 14.6 9.6 104 7.2 7.7 7.9
Total public debt 526 456 38.8 394 404 38.8
o/w External debt 405 374 327 36.5 38.5 35.3

Memorandum items:
GDP (in millions of US$)

17,137 19,794 23,184 24,711

26,689 29,282

Sources: Comptroller General; World Bank Developments Indicators, and Fund staff estimates.

1/ Excludes the Colon Free Zone.
2/ Panama Canal Authority (ACP).
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Table 2. Panama: Summary Operations of the Nonfinancial Public Sector 1/
(In percent of GDP)

Prel. Proj.

2006 2007 2008 2009 2010 2011
Revenues 249 27.8 25.9 24.8 25.3 26.4
Current revenue 24.7 26.4 24.5 24.4 24.6 26.2
Tax revenue 10.3 10.6 10.5 10.7 1.7 12.5
Nontax revenue of central government 7.7 7.9 6.7 6.3 5.8 6.3
o/w; Panama Canal fees and dividends 3.5 4.3 3.0 3.2 2.8 3.4
Social security agency 5.2 5.6 5.7 5.6 5.5 5.8
Public enterprise operating balance 0.7 0.8 1.2 0.9 0.9 0.9
Other 2/ 0.8 1.5 0.4 1.0 0.6 0.6
Capital revenue 0.2 1.3 1.1 0.3 0.6 0.3
Expenditure 24.4 24.3 255 25.8 26.2 27.3
Current primary expenditure 17.0 16.0 15.4 15.8 16.1 16.2
Central government 8.8 8.2 8.2 8.3 8.3 8.4
Rest of the general government 8.3 7.8 7.2 7.5 7.8 7.8
Social security agency 7.3 7.0 6.5 6.8 71 71
Decentralized agencies 0.9 0.8 0.7 0.7 0.7 0.7
Interest 4.3 3.4 3.1 29 29 2.6
Capital 3.1 4.9 7.0 7.1 7.2 8.5
Overall balance, excluding ACP 0.5 3.4 0.4 -1.0 -0.9 -0.9
Panama Canal Authority (ACP)
Revenue 8.7 8.9 8.7 7.9 7.6 8.2
Current expenditure 3.3 2.6 2.4 2.2 2.2 2.3
Transfers to the government 3.5 4.3 3.0 3.2 2.8 3.4
Interest payments 0.0 0.0 0.0 0.0 0.1 0.0
Capital expenditure 1.2 0.6 1.2 21 3.6 3.6
Overall balance 0.7 1.3 21 0.5 -1.1 -1.1
Overall balance, including ACP 1.2 4.8 25 -0.5 -2.0 -2.0
Net financing, excluding ACP -0.5 -3.4 -0.4 1.0 0.9 0.9
External 0.1 2.4 0.7 6.4 0.7 -0.9
Domestic -0.5 -5.9 -1.1 -5.3 0.2 1.8
Memorandum items:
Savings (including ACP) 5.3 9.1 9.6 8.4 8.2 9.9
Primary balance (including ACP) 5.5 8.2 5.6 24 1.0 0.6
Primary balance (excluding ACP) 4.8 6.9 3.5 1.8 2.0 1.7
Public debt 52.6 45.6 38.8 39.4 40.4 38.8
GDP (in millions of US$) 17,137 19,794 23,184 24,711 26,689 29,282

Sources: Comptroller General; Ministry of Economy and Finance; and Fund staff estimates and projections.

1/ Official presentation excludes the operations of the ACP which reverted to Panama on December 31, 1999.
2/ Includes the balances of the nonconsolidated public sector and revenue of the decentralized agencies.
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Table 3. Panama: Summary Operations of the Central Government
(In percent of GDP)

Prel. Proj.
2006 2007 2008 2009 2010 2011
Revenues and grants 18.6 19.2 19.7 18.0 18.9 19.7
Current revenue 18.5 18.9 18.2 17.7 18.3 19.6
Taxes 10.3 10.6 10.5 10.7 11.7 12.5
Direct taxes 5.7 5.5 5.4 5.7 5.5 54
Income tax 5.1 5.0 4.9 5.1 4.7 4.6
Tax on wealth 0.5 0.6 0.5 0.6 0.8 0.8
Indirect taxes 4.6 5.0 5.1 5.0 6.2 7.0
Import tax 1.6 1.4 1.8 1.6 1.9 1.9
ITBMS 1.9 2.6 2.3 2.3 3.0 3.6
Petroleum products 0.5 0.5 0.4 0.5 0.5 0.5
Other tax on domestic transactions 0.6 0.7 0.7 0.7 0.9 1.1
Nontax revenue 8.2 8.4 7.7 7.0 6.6 7.1
Dividends 3.4 3.7 29 2.7 2.3 29
Of which: Panama Canal Authority 2.0 2.5 1.5 1.8 1.4 2.0
Panama Canal Authority: fees per ton 1/ 1.6 1.8 1.5 1.4 1.4 1.4
Transfers from decentralized agencies 1.3 1.2 1.8 1.6 1.6 1.6
Other 1.3 1.7 1.5 1.4 1.3 1.2
Capital revenue 0.1 0.1 1.1 0.2 0.4 0.1
Grants 0.0 0.2 0.4 0.0 0.0 0.0
Total expenditure 18.4 18.0 19.4 19.5 20.0 211
Current 15.9 14.0 13.8 13.3 13.7 13.4
Wages and salaries 4.7 4.4 4.1 4.1 4.1 4.1
Goods and senvices 1.8 1.5 1.8 1.7 1.7 1.8
Pensions 21 1.7 1.9 1.6 1.9 1.9
Transfers to public and private entities 3.0 3.0 29 3.0 3.0 3.0
Interest 4.2 3.4 3.1 2.8 2.9 2.6
Domestic 1.0 0.4 0.4 0.3 0.2 0.1
External 3.2 3.0 2.7 2.5 2.8 2.5
Capital 2.5 4.0 5.6 6.2 6.3 7.6
Savings 2/ 2.6 5.1 4.8 4.5 4.7 6.1
Overall balance 0.2 1.2 0.3 -1.4 -1.1 -1.4
Financing (net) -0.2 -1.2 -0.3 14 1.2 14
External 0.5 4.7 0.6 6.4 0.7 -0.9
Domestic -0.7 -5.9 -0.8 -4.9 0.5 2.3
Memorandum items:
Primary balance 4.4 4.6 3.4 1.4 1.8 1.2
GDP (in millions of US$) 17,137 19,794 23,184 24,711 26,689 29,282

Sources: Comptroller General; Ministry of Economy and Finance; and Fund staff estimates
and projections.
1/ Includes public senvice fees.

2/ Revenues and grants less current expenditure.
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Table 4. Panama: Monetary Accounts 1/

Prel. Proj.
2006 2007 2008 2009 2010 2011

(In millions of U.S. dollars at end-period)

Net foreign assets 4,113 5,257 6,042 8,614 8,566 8,364
Short-term foreign assets, net 4,131 5,272 6,050 8,619 8,571 8,369
National Bank of Panama 1,421 2,028 2,695 3,388 3,488 3,788
Rest of banking system 2,710 3,244 3,355 5,231 5,083 4,581
Long-term foreign liabilities 18 14 8 5 5 5
National Bank of Panama 18 14 8 5 5 5
Net domestic assets 10,694 11,911 15,061 14,732 16,798 19,587
Public sector (net credit) -1,442 2435 -2465 -2,860 -1,322 -340
Central government (net credit) 134 -314 -456 -176 -127 -59
Rest of the public sector (net credit) -1,577 -2,121 -2,009 -2,684 -1,195 -281
Private sector credit 15,681 18,540 21,245 21,407 23,362 25,726
Private capital and surplus -3,917 -5,578 -6,419 -5,573 6,103 -6,726
Other assets (net) 372 1,383 2,700 1,758 861 927
Liabilities to private sector 14,807 17,167 20,335 23,063 25,364 27,951
Total deposits 14,739 17,100 20,274 22,968 25,259 27,836
Demand deposits 2,615 3,042 3,762 5,175 5,589 6,132
Time deposits 9,283 10,536 12,165 12,940 13,976 15,334
Savings deposits 2,840 3,522 4,347 4,853 5,695 6,371
Bonds 68 67 61 95 104 115

(12-month change in relation to liabilities to the private
sector at the beginning of the period)

Net foreign assets 9.8 7.7 4.6 12.6 -0.2 -0.8
Net domestic assets 11.7 8.2 18.4 -1.6 9.0 11.0
Public sector credit (net) -1.6 -6.7 -0.2 -1.9 6.7 3.9
Private sector credit 14.7 19.3 15.8 0.8 8.5 9.3
Private capital and surplus 3.1 11.2 4.9 -4.2 2.3 2.5
Other assets (net) 1.7 6.8 7.7 4.6 -3.9 0.3
Liabilities to the private sector 21.5 15.9 18.5 13.4 10.0 10.2

(12-month percent change)
Memorandum items:

M2 2/ 21.5 15.9 18.5 13.4 10.0 10.2

Private sector credit 12.9 18.2 14.6 0.8 9.1 10.1
(In percent of GDP)

Total deposits 86.0 86.4 87.4 92.9 94.6 95.1

Private sector credit 91.5 93.7 91.6 86.6 87.5 87.9

Sources: Superintendency of Banks; National Bank of Panama; Savings Bank; and Fund staff
estimates and projections.

1/ Domestic banking system only; comprises general license banks; does not include offshore banks;
deposits from and credit to nonresidents reported in the net foreign assets.

2/ M2 consists of bank deposits only; estimates of U.S. currency in circulation are not available.
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Table 5. Panama: Commercial Bank Performance Indicators 1/

(In percent; end-of-period)

2009 2010
2007 2008 Jun. Dec. Mar.
Asset quality
Nonperforming loans as percent of total loans
Banking system 1.3 1.6 1.4 1.4 1.4
Domestic banks 1.5 1.7 1.5 1.3 1.3
Foreign banks 1.2 1.7 1.3 1.5 1.5
Ratio of provisions to nonperforming loans
Banking system 141.7 104.8 116.3 120.0 122.4
Domestic banks 147.8 120.2 125.2 150.3 153.2
Foreign banks 136.0 93.5 109.0 99.6 100.5
Profitability
Pretax return on average assets
Banking system 2.0 2.2 1.7 1.4 1.5
Domestic banks 1.9 29 1.4 1.4 1.5
Foreign banks 2.0 2.7 2.0 1.4 1.6
Liquidity
Ratio of liquid assets to total deposits
Banking system 23.4 28.4 259 284 26.4
Domestic banks 26.1 25.9 25,8 27.6 25.9
Foreign banks 27.3 30.6 26.0 29.3 26.8
Ratio of liquid assets plus marketable
securities to total deposits 2/
Banking system 40.9 43.0 411 42.9 421
Domestic banks 39.5 39.0 39.4 399 39.3
Foreign banks 41.9 46.2 424 457 44.6
Capital adequacy ratios
Ratio of capital to risk-weighted assets
Banking system 14.5 14.8 15.6 16.4 16.6
Domestic banks 18.8 17.8 18.4 18.8 19.6
Foreign banks 12.0 13.0 14.0 15.3 15.3
Ownership
Foreign banks' share of domestic banking
system assets 60.9 58.3 55.4 54.7 53.6

Sources: Superintendency of Banks; and Fund staff estimates.

1/ Domestic banking system only, comprises general license banks; does not include

offshore banks.

2/ Liquid assets, as defined in Article 48 of the Banking Law, also include marketable

short-term securities.
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Table 6. Panama: Medium-Term Macroeconomic Framework

Prel. Proj.
2007 2008 2009 2010 2011 2012 2013 2014 2015

(Percent change)
Economic growth and prices

Real GDP at market prices 121 10.7 2.4 4.8 6.3 6.5 6.2 6.2 6.5
GDP deflator 3.0 5.8 4.1 3.0 3.2 3.2 3.2 3.2 3.2
CPI (period average) 4.2 8.8 2.4 3.3 2.8 2.6 2.5 2.5 2.5
CPI (end of period) 6.4 6.8 1.9 3.0 2.7 2.5 2.5 25 25

(Percent of GDP)
Savings and investment

National savings 16.9 15.8 24.8 18.7 20.2 19.8 20.0 211 221
Public sector 9.1 9.6 8.4 8.2 9.9 9.5 9.6 9.7 10.1
Private sector 7.8 6.2 16.3 106 103 103 105 11.3 12.0
Gross domestic investment 241 27.4 24.8 26.7 282 283 278 26.9 26.6
Public sector 5.6 8.2 9.2 10.8 121 1.8 11.0 9.8 9.3
Of which: Canal Expansion 0.7 0.6 3.0 3.0 3.1 2.4 1.3 0.8
Private sector 18.6 19.2 15.6 159 161 16.5 16.8 171 17.3
External savings -7.2 -11.6 0.0 -7.9 -8.0 -8.5 -7.7 -5.9 4.5
Nonfinancial public sector, excluding ACP
Revenue 27.8 25.9 24.8 253 264 264 267 26.6 26.8
Revenue, excluding ACP transfers 23.5 22.9 21.6 224 230 230 232 23.2 23.2
Expenditure 24.3 25.5 25.8 262 273 270 26.7 26.4 26.3
Primary balance 6.9 3.5 1.8 2.0 1.7 2.0 2.3 2.3 2.5
Overall balance 3.4 0.4 -1.0 -0.9 -09 -05 -0.1 0.3 0.5
Net external financing 2.4 0.7 6.4 0.7 -0.9 0.8 0.5 0.8 -0.6
Net domestic financing -5.9 -1.1 -5.3 0.2 1.8 -0.2 -0.4 -1.0 0.2
Panama Canal Authority (ACP)
Revenue 8.9 8.7 7.9 7.6 8.2 8.0 7.9 7.9 8.3
Current expenditure 2.6 2.4 2.2 2.2 2.3 2.4 2.5 2.6 2.7
Transfers to the government 4.3 3.0 3.2 2.8 3.4 3.4 3.4 3.4 3.6
Interest payments 0.0 0.0 0.0 0.1 0.0 0.1 0.2 0.2 0.2
Capital expenditure 0.6 1.2 2.1 3.6 3.6 3.6 29 1.8 1.2
Overall balance 1.3 2.1 0.5 -1.1 -1.1 -1.6 -1.0 0.0 0.6

Nonfinancial public sector, including ACP

Overall balance 4.8 2.5 -0.5 -2.0 -2.0 -2.1 -1.1 0.2 1.1
Total public debt 45.6 38.8 39.4 404 388 374 352 31.9 28.5
o/w: ACP 0.0 0.0 0.0 1.1 21 3.5 4.2 3.9 3.5
External

Exports, f.0.b., excluding Col6n Free Zone 8.3 7.4 5.1 5.6 5.6 5.7 5.8 6.0 6.1
Imports, f.0.b., excluding Colén Free Zone -26.7 271 215 245 -256 -265 -26.3 -24.7 -23.9
Net exports of Colon Free Zone 2.3 0.0 8.2 3.3 3.2 3.3 3.4 3.4 3.4
Current account balance -7.2 -11.6 0.0 -7.9 -8.0 -8.5 -7.7 -5.9 -4.5
Foreign Direct Investment 9.6 10.4 7.2 7.7 7.9 8.0 8.0 8.1 8.1

(In millions of U.S. dollars)
Memorandum items:

Nominal GDP 19,794 23,184 24,711 26,689 29,282 32,164 35,266 38,676 42,537
External Debt (excluding banks, percent of GDP) 52.6 46.7 52.5 53.8 50.5 496 482 46.0 42.5
External Debt (including banks, percent of GDP) 1/ 176.6 1679 163.3 164.6 161.3 160.6 159.4 1574 154.2
Structural primary balance, excluding ACP 6.7 2.8 2.1 2.4 2.0 2.3 2.6 25 2.5

Sources: Office of the Comptroller General; Ministry of Economy and Finance; and Fund staff estimates and projections.
1/ Includes offshore banks.
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Table 7. Panama: Medium-Term Balance of Payments

Prel. Proj.
2007 2008 2009 2010 2011 2012 2013 2014 2015
(In millions of U.S. dollars)

Current account -1,430 -2,687 12 2121 -2,356 -2,721 -2,717 -2,264 -1,905
Trade balance excluding Colén Free Zone -3,642 -4554 -4,064 -5,024 -5857 -6,677 -7,195 -7,249 -7,554
Exports, f.0.b. 1,638 1,724 1,257 1,506 1,646 1,838 2,063 2,316 2,609
Imports, f.o.b. -5,280 -6,277 -5321 -6,530 -7,503 -8516 -9,258 -9,565 -10,164
Of which: related to canal expansion -8 -96 -106 -601 -661 -752 -644 -375 -240
Net exports from Colon Free Zone 459 8 2,038 870 939 1,066 1,210 1,332 1,467
Re-exports, f.0.b. 7,700 8,599 9,648 10,465 11,180 12,046 13,011 14,055 15,192
Imports, f.0.b. -7,241 -8592 -7610 -9,594 -10,241 -10,980 -11,801 -12,722 -13,725
Services, net 2,818 3,205 3,272 3,670 4,270 4,735 5,350 6,010 6,847
Travel, net 878 1,042 1,145 1,336 1,537 1,818 2,169 2,554 2,991
Transportation, net 1,396 1,554 1,811 1,983 2,343 2,479 2,690 2,919 3,268
Other services 544 609 317 350 391 438 491 537 588
Income, net -1,318 -1,583 -1,468 -1,864 -1957 -2119 -2,383 -2,687 -3,026
Private sector -877 -1,103 -934 -1,164 -1263 -1403 -1559 -1,704 -1,898
Public sector -442 -480 -535 -700 -695 -716 -824 -982  -1,129
Of which : NFPS interest -598 -622 -620 -699 -700 -688 -765 -902  -1,047
Of which : related to Canal Expansion -12 -37 -68 -91 -92
Current transfers, net 253 238 210 227 249 274 300 329 362
Capital and financial account 3,416 3,001 881 2,221 2,656 3,021 3,017 2,564 2,205
Financial account 3,373 2,945 858 2,198 2,633 2,998 2,994 2,541 2,182
Public sector 736 242 1,568 481 49 741 538 303 -281
Nonfinancial public sector 744 249 1,575 488 56 748 545 310 -274
National Bank of Panama -9 -7 -7 -7 -7 -7 -7 -7 -7
Other net flows 0 0 0 0 0 0 0 0 0
Private sector, medium and long-term 1,458 1,488 707 1,909 1,975 2,226 2,503 2,598 2,675
Directinvestment 1,907 2,402 1,773 2,060 2,315 2,560 2,826 3,121 3,456
Portfolio investment -1,125 -484 -873 -619 -847 -878 909 -1,153 -1,460
Loans 676 -429 -192 469 507 545 585 630 679
Short-term flows 1,179 1,214 -1,418 -193 609 31 -46 -360 -212
Errors and omissions -1,107 357 -176 0 0 0 0 0 0
Overall balance 617 672 693 100 300 300 300 300 300
Financing -617 -672 -693 -100 -300 -300 -300 -300 -300
Net foreign assets of the BNP -607 -667 -693 -100 -300 -300 -300 -300 -300

Memorandum items: (In percent of GDP)
Merchandise exports 8.3 74 5.1 5.6 5.6 5.7 58 6.0 6.1
Merchandise imports -26.7 -271 -21.5 -24.5 -25.6 -26.5 -26.3 -24.7 -23.9
Net exports from Colon Free Zone 23 0.0 8.2 3.3 3.2 3.3 34 3.4 34
Current account -7.2 -11.6 0.0 -7.9 -8.0 -8.5 -7.7 -5.9 -45
Of which : related to Canal Expansion -04 -04 -2.3 -2.3 -25 -2.0 -1.2 -0.8
Direct foreign investment 9.6 104 7.2 7.7 7.9 8.0 8.0 8.1 8.1
External public debt 374 327 36.5 38.5 353 344 329 30.8 27.4

Sources: Office of the Comptroller General; and Fund staff estimates and projections.
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Table 8. Panama: Debt of the Nonfinancial Public Sector

Prel. Proj.
2006 2007 2008 2009 2010
(In millions of U.S. dollars)

External debt 1/ 6,933 7,404 7,586 9,018 10,266

Multilaterals 1,183 1,235 1,350 1,594 1,783
IBRD 188 217 271 435 450
IDB 883 891 948 1,028 1,095
Others 111 127 130 130 237

Bilateral and guaranteed suppliers 237 224 210 219 227

Commercial banks 8 6 170 219 217

Global bonds 5505 5,938 5,856 6,986 7,746

ACP 2/ 0 0 0 0 293

Domestic debt 3/ 2,081 1,631 1,419 708 508
Private creditors 1,313 994 828 518 318
Public financial institutions 768 636 591 190 190

Total Public Debt 9,014 9,034 9,005 9,726 10,774

(In percent of GDP)

Total 52.6 45.6 38.8 394 40.4
External 40.5 37.4 32.7 36.5 38.5
Domestic 121 8.2 6.1 2.9 1.9

Memorandum items:

Held by Fiduciary Fund ( In percent of GDP ) 5.0 4.4 3.8 4.4 1.2

Held by Social Security Agency (In percent of GDP) 3.4 2.8 2.3 0.0 1.0

GDP (in millions of U.S. dollars) 17,137 19,794 23,184 24,711 26,689

Sources: Comptroller General; Ministry of Economy and Finance; and Fund staff estimates and

projections.

1/ Excludes assets held by the Fiduciary Fund.

2/ Reflects disbursements from multilateral development banks and JBIC for

the Panama Canal expansion.

3/ Excludes government debt held by the Social Security Agency.
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Table 9. Panama: Vulnerability Indicators

Prel.
2005 2006 2007 2008 2009

Financial indicators

Broad money (12-month percent change) 8.5 21.5 159 185 13.4
Private sector credit (12-month percent change) 13.3 12.9 18.2 14.6 0.8
Deposit rate (6-month; in percent) 1/ 3.2 5.1 4.6 3.5 3.6

External indicators
Merchandise exports (12-month percent change) 11.9 14.3 1.7 52 -271
Merchandise imports (12-month percent change) 14.3 18.2 40.7 189 -15.2

Current account balance (in percent of GDP) -4.9 -3.1 -7.2 -11.6 0.0
Capital and financial account balance 15.0 0.9 15.9 129 3.6

Of which: direct investment 6.2 14.6 96 104 7.2
Public sector external debt 45.5 40.5 37.4 327 36.5

In percent of exports of goods and senvices 2/ 138.5 1159 1054 100.4 103.3
External interest payments (in percent of

Exports of goods and senvices) 2/ 10.3 8.2 7.5 7.4 6.4
External amortization payments (in percent of

Exports of goods and senvices) 2/ 19.7 35.1 25 123 2.4
REER, percent change (depreciation -) 3/ 6.6 -4.6 -2.0 3.2 -5.0
Gross international reserves at end of period

In millions of U.S. dollars 4/ 1,236 1,440 2,044 2,710 3,406

In months of imports of goods and services 3.0 3.2 3.3 3.6 5.4

In percent of broad money 10.1 9.7 1.9 133 14.8

In percent of short-term external debt 5/ 119.1  817.8 539.9 1285.4 2694.2

(In millions of U.S. dollars)
Memorandum items:
Nominal GDP 15,465 17,137 19,794 23,184 24,711
Exports of goods and senices 2/ 5,076 5,979 7,022 7,557 8,732

Sources: Ministry of Economy and Finance; and Fund staff estimates and projections.

1/ One-year average for the banking system, comprising of general license banks,
excluding offshore banks.

2/ Includes net exports of the Colén Free Zone.

3/ Data for end of period.

4/ Corresponds to gross foreign assets of the National Bank of Panama (a publicly-owned
commercial bank).

5/ Short-term public external debt includes amortization in the following year.
Excludes global bonds debt exchange operations.



Table 10. Panama: Public Sector Debt Sustainability Framework, 2006-2015

(In percent of GDP, unless otherwise indicated)

Projections

2015 Debt-stabilizing

2006 2007 2008 2009 2010 2011 2012 2013 2014
1 Baseline: Public sector debt 1/ 526 456 38.8 394 40.4 388 374 352 319 285
o/w foreign-currency denominated 405 374 327 36.5 385 353 344 329 308 274
2 Change in public sector debt -6.1 -7.0 -6.8 0.5 1.0 -1.6 -1.4 -2.2 -3.3 -3.4
3 Identified debt-creating flows (4+7+12) 6.9 -11.8 92 19 09 -6 -14 22 33 40
4 Primary deficit 55 82 56 24 10 -06 06 -15 -25 -33
5 Rewenue and grants 268 297 292 274 278 290 287 287 286 288
6  Primary (noninterest) expenditure 213 216 236 250 268 283 281 272 261 256
7 Automatic debt dynamics 2/ -1.4 -3.6 -3.6 0.5 0.1 -1.0 -0.8 -0.7 -0.8 -0.7
8  Contribution from interest rate/growth differential 3/ -1.4 -3.6 -3.6 0.5 0.1 -1.0 -0.8 -0.7 -0.8 -0.7
9 Of which contribution from real interest rate 3.1 1.9 0.6 1.3 1.8 1.4 1.5 1.5 1.2 1.2
10 Of which contribution from real GDP growth -4.5 -5.5 -4.2 -0.9 -1.8 -2.3 2.3 -2.1 -2.0 -1.9
1 Contribution from exchange rate depreciation 4/ 0.0 0.0 0.0 0.0
12 Other identified debt-creating flows 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
13 Privatization receipts (negative) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
14 Recognition of implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
15 Other (specify, e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
16 Residual, including asset changes (2-3) 5/ 0.8 4.9 2.4 24 1.9 0.0 0.0 0.0 0.0 0.6
Public sector debt-to-revenue ratio 1/ 196.0 153.4 133.1 143.8 145.1 133.8 1304 1225 111.6 99.0
Gross financing need 6/ 14.8 -0.8 3.2 7.7 4.7 4.8 4.1 2.6 1.0 3.6
in billions of U.S. dollars 2539.0 -156.7 733.5 1899.5 10-Year 10-Year  1241.2 1405.8 1319.6 913.3 379.6 1533.5
Scenario with key variables at their historical averages 7/ 40.4 36.7 33.1 29.5 259 23.0
Scenario with no policy change (constant primary balance) in 2010-2015 Historical ~Standard 404 384 36.6 350 332 321
Key Macroeconomic and Fiscal Assumptions Underlying Baseline Average  Deviation
Real GDP growth (in percent) 85 121 107 24 5.8 3.9 4.8 6.3 6.5 6.2 6.2 6.5
Average nominal interest rate on public debt (in percent) 8/ 8.1 7.5 8.0 7.8 7.5 0.4 8.2 71 7.5 7.7 71 7.6
Average real interest rate (nominal rate minus change in GDP deflator, in p 6.0 4.5 2.2 3.7 5.4 1.6 5.2 3.9 4.4 4.5 3.9 4.3
Nominal appreciation (increase in US dollar value of local currency, in perc 0.0 0.0 0.0 0.0 0.0 0.0
Inflation rate (GDP deflator, in percent) 21 3.0 5.8 4.1 21 1.9 3.0 3.2 3.2 3.2 3.2 3.2
Growth of real primary spending (deflated by GDP deflator, in percent) 8.0 132 213 8.5 7.2 6.1 126 122 55 3.1 1.7 4.4
Primary deficit 55 82 56 24 -3.4 25 -1.0 06 06 -15 -25 33

primary
balance 9/
-0.6

-0.1
-0.7

1/ Nonfinancial public sector, includes ACP.

2/ Derived as [(r - n(1+g) - g + ag(1+r)[/(1+g+n+gmn)) imes previous period debt ratio, with r = interest rate; = = growth rate of GDP deflator; g = real GDP growth rate;

denominated debt; and £ = nominal exchange rate depreciation (measured byincrease in local currency value of U.S. dollar).

3/ The real interest rate contribution is derived from the denominator in footnote 2/ as r - n (1+g) and the real growth contribution as -g.

4/ The exchange rate contribution is derived from the numerator in footnote 2/ as a.g(1+r).

5/ For projections, this line includes exchange rate changes.

6/ Defined as public sector deficit, plus amortization of medium and long-term public sector debt, plus short-term debt at end of previous period.
7/ The key variables include real GDP growth; real interest rate; and primary balance in percent of GDP.

8/ Derived as nominal interest expenditure divided by previous period debt stock.

9/ Assumes that key variables (real GDP growth, real interest rate, and other identified debt-creating flows) remain at the level of the last projection year.

a = share of foreign-currency

6¢C
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Figure 5. Panama: Public Debt Sustainability: Bound Tests 1/
(Public debt in percent of GDP)
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Sources: Intemational Monetary Fund, country desk data, and staff estimates.

1/ Shaded areas represent actual data. Individual shocks are pemrmanent one-half standard deviation shocks.
Figures inthe boxesrepresent average projections for the respective variables in the baseline and scenario
being presented. Ten-yearhistorical average forthe variable is also shown.

2/ Permanent 1/4 standard deviation shocks applied to real interest rate, growth rate, and primary balance.
3/A 10 percentof GDP shock to contingent liabilities occursin 2010.
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ANNEX I. SUMMARY OF ANNEXES

The full annexes of this report may be viewed on the Fund’s intranet and on the secure extranet for
Executive Directors and member-country officials.

Fund relations

As of April 30, 2010, Panama did not have any outstanding purchases or loans. The latest
precautionary SBA expired on March 29, 2002. The last Article IV consultation was completed by
the Executive Board on June 1, 2009. Panama has received TA from the Fund in recent years,
including on national accounts statistics in March 2009. The last safeguards assessment was
completed on July 12, 2001, and concluded that the National Bank of Panama’s external-audit
mechanism was adequate at the time. There is no resident representative.

Relations with the World Bank

The Country Partnership Strategy (CPS) for Fiscal Year (FY) 2008—10 was approved in

October 2007 and consists of a mix of analytical and advisory assistance, development policy loans,
and investment operations. A new CPS for FY 2011-14 is being prepared and is expected to be
discussed by the Board later this year.

Relations with the Inter-American Development Bank

For 2010, the Bank is working on four loans in the areas of urban transportation (US$600 million), road
infrastructure (US$70 million), water and sanitation (US$40 million), and education (US$30 million).
The IDB is expected to finish the country strategy for the 201014 period later this year.

Statistical Issues

Panama’s economic statistics and data provisions have some shortcomings, but are broadly adequate
for surveillance.
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ANNEX I—RELATIONS WITH THE FUND

(As of May 31, 2010)

Membership Status: Joined March 14, 1946; Article VIII.

A. Financial Relations

General Resources Account: Percent

SDR Million of Quota

Quota 206.60 100.00

Fund holdings of currency 194.75 94.27

Reserve position in the Fund 11.86 5.74

Percent

SDR Department: SDR Million Allocation

Net cumulative allocation 197.01 100.0

Holdings 171.05 86.82

Percent

Outstanding Purchases and Loans: SDR Million of Quota
None

Financial Arrangements:

Amount Amount

Approval Expiration Approved Drawn

Type Date Date  (SDR million) (SDR million)
Stand-By 06/30/00 03/29/02 64.00 0.00
EFF 12/10/97 06/20/00 120.00 40.00
Stand-By 11/29/95 03/31/97 84.30 84.30

Projected Obligations to the Fund: (SDR Million; based on existing use of resources
and present holdings of SDRs):

Forthcoming
2010 2011 2012 2013 2014
Principal
Charges/interest 0.05 0.07 0.07 0.07 0.07

Total 0.05 0.07 0.07 0.07 0.07



VII.

VIII.

IX.

XI.

Safeguards Assessment

Under the Fund’s safeguards assessment policy, the National Bank of Panama (NBP)
was subject to the transitional procedures with respect to the Stand-By Arrangement,
which was approved on June 30, 2000, and expired on March 29, 2002. The
transitional procedures required a review of the NBP’s external audit mechanism
only. The assessment was completed on July 12, 2001 and concluded that NBP’s
external audit mechanism was at the time adequate, as reported in SM/02/160,

May 22, 2002.

B. Nonfinancial Relations
Exchange Rate Arrangement:

Panama uses the U.S. dollar as the primary means of payment in the local economy.
Its national currency (balboa) is issued in the form of coins only and serves as a unit
of account. The exchange rate of the balboa is fixed at B 1 per U.S. dollar. Panama
has accepted the obligations of Article VIII, Sections 2(a), 3, and 4, and maintains an
exchange system that is free of restrictions on the making of payments and transfers
for current international transactions.

Last Article IV Consultation:

The 2008 Article IV consultation was concluded on June 1, 2009. Panama is on the
standard 12-month consultation cycle.

Technical Assistance:

STA: March 2009, National Accounts statistics mission to evaluate the compilation of
output and value added of financial services.

March 2007, assistance to improve and regionally harmonize monetary and financial
statistics reporting.

December 2006, assistance to improve fiscal data quality.

FAD: October 2005, fiscal ROSC assessment mission.

MCM: February 2008, in conjunction with WHD, a mission to assess the
implications of the increased presence of foreign banks in Central America for bank
supervision.

October/November 2007, assistance with drafting a revised Bank Law;

May/June 2005 and November 2005, an assessment of financial sector supervision
and regulation.

May/June 2005, Offshore Financial Sector Initiative mission to follow-up on the
evaluation of the 2001 Module 2 assessment.

Resident Representative: :
None



ANNEX II—RELATIONS WITH THE WORLD BANK

1. The Country Partnership Strategy (CPS) for Fiscal Year (FY) 2008—10 was approved in
October 2007 and consists of a mix of analytical and advisory assistance, development policy
loans, and investment operations. The CPS has aimed to provide selective, demand-driven

assistance to help Panama achieve its growth and poverty and inequality reduction goals. A new
CPS for FY 2011-14 is being prepared for the fall of 2010.

2. Since the CPS became effective, about US$332.3 million has been disbursed, divided
into three Development Policy Loans (DPLs), seven new poverty-focused investment projects,
and one Technical Assistance (TA) loan. The current portfolio consists of five IBRD projects
and a GEF donation under implementation, totaling US$204.5 million, of which

US$116.4 million is undisbursed. The Protecting the Poor under Global Uncertainty DPL
(US$80 million) was approved in the spring of 2009 to support country efforts to mitigate the
impact of economic shocks on the poor through improved targeting and coverage of social sector
programs. The existing project portfolio consists of the Social Protection Project, the Health
Equity and Performance Improvement Project, the Water and Sanitation Project, the Land
Administration Project, the Rural Productivity Project, and the Global Environment Facility
Rural Productivity Project.

3. The Bank is also providing analytical and technical assistance to Panama. A set of Policy
Notes was prepared to support the government transition with information on key development
challenges as well as policies and programs to confront them. Analytical assistance was also
provided on poverty measurement and enhancing government procurement and financial
management systems.

4. The staffs of the World Bank and the IMF are working in close collaboration, including
frequent exchange of data and information and coordination of policy advice.



Panama: Financial Relations with the World Bank Group

(In Millions of U.S. dollars)

A. Active IBRD Operations
(As of June 2, 2010)

IBRD projects Commitment Undisbursed
1 Social Protection 24.0 16.6

2 Land Administration 479 3.0

3 Rural Productivity 394 32.0

4  GEF Rural Productivity 6.0 4.5

5 Water and Sanitation 32.0 27.2

6 Health Equity and Performance Improvement 40.0 33.1

Total 189.3 116.4

B. IBRD Loan Disbursements

(Fiscal Year)
2003 2004 2005 2006 2007 2008 2009 2010
Number of projects 8 4 3 3 4 7 9 6
Commitment amount 2209 97.7 934 934 138.8 2748 414.8 198.5

Total of undisbursed balance 972 68.1 603 514 789 118.7 1709 118.6




ANNEX III—RELATIONS WITH THE INTER-AMERICAN DEVELOPMENT BANK

1. During the second half of 2010 the IDB is expected to finish the country strategy for the
2010-14 period.

As of June 2010, the IDB has pending disbursements for US$422.5 millions, this amount
corresponds to public sector guaranteed loans and are mostly concentrated on the disaster

prevention, state modernization and water and sanitation programs.

Panama: Relations with the Inter-American Development Bank
(As of June 3, 2010, in millions of U.S. dollars)

A. Operations

Commitments Disbursed Undisbursed Amounts
Sector
Agriculture - 30.6 43.4
Science and Technology - 53 14.4
Urban Dev. And Housing - 1.5 28.5
Education - 454 12.7
Sanitation - 29.2 45.8
State Modernization - 49.4 74.4
Transportation - 29.8 40.2
Private Sector Development - 5.7 50.6
Disaster Prevention - 494 74.4
Energy - 2.8 39.7
Social Investment - 27.0 33.2
Total - 244.0 422.5
B. Loan Transactions
2001 2002 2003 2004 2005 2006 2007 2008 2009  2010*
Disbursements 61.91 7263 9925  37.03 80.15  139.69 7486 12684 21684  114.04
Repayments (2685)  (3295)  (59.16)  (7443) (76.89)  (78.67) (81.04)  (89.43) (9137)  (96.26)
Net Lending 3506 39.68 4009  (3741) 326 61.02 (6.18) 3741 12547 17.78
Interests and Charges (4532)  (3943) (4142) (3840) (3732) (39.59) (4452)  (4638) (46.78)  (51.91)
Subscriptions and Contributions (0.50)  (040)  (030)  (3.60)  (3.40)  (1.70)  (1.60) (3.00)  (0.70)
Net Transfer (1076)  (0.16)  (1.64) (7940) (3747) 1973  (5229)  (897) 7569  (34.83)
*Projections.
2. For 2010, the Bank will work in the preparation of four loans in the areas of urban

transportation (US$600 million), road infrastructure (US$70 million), water and sanitation
(US$40 million) and education (US$30 million).



ANNEX IV—STATISTICAL ISSUES

3. Progress has been achieved in improving the accuracy, timeliness, and publication of
economic statistics. Data provided to the Fund are generally adequate for surveillance.
However, there is a need to address methodological weaknesses in foreign trade data and to
improve the consistency between the national accounts and the external sector accounts.
Panama has participated in the Fund’s General Data Dissemination System (GDDS) since
December 2000. However, the metadata and plans for improving the statistical system that
are posted on the Dissemination Standards Bulletin Board (DSBB) need updating.

Real Sector

4. National accounts data are released with a lag of approximately three months. The
index of monthly economic activity is released with a lag of up to two months. Although the
timeliness of real sector data provision has improved, the data are often subject to substantial
revisions. The World Bank is supporting a project for changing the base year of the national
accounts to 2007, which is scheduled to start in the second half of 2010.

5. A population census was conducted in May 2010 and preliminary results are expected
to be published in the last quarter of 2010.

6. The IMF national accounts technical assistance mission conducted in March 2009
noted the limited coverage of financial activity as well as the overestimation of the deflator
used to calculate the financial services output at constant prices. The revised GDP estimates
of financial activity, and the related overall GDP revision, was published in October 2009.

7. A new Household Income and Expenditure Survey was conducted during 2007-08,
and the National Institute of Statistics and Census is in the process of updating the base,
basket, and weights of the CPI.

Government Finances

8. The Ministry of Finance compiles budget execution data for the central government
and data on nonfinancial public sector operations (central government, public enterprises,
and agencies) on a cash basis. Monthly and quarterly data have been reported up to
December 2009 for the budgetary central government operations (www.mef.gob.pa).

0. Further efforts are needed to improve the quality of fiscal data. Apart from timeliness,
data consistency in terms of transfers between public sector units should be improved; and
the coverage of the public enterprises should be made universal. Since September 2004, the
operational balance of the Panama Canal Authority (PCA) was excluded from the official
definition of the nonfinancial public sector used for fiscal policy purposes. Information on
the Panama Canal Authority (PCA) is only available in the Annual Report posted on its



website (www.pancanal.com) on a fiscal year basis. There is a need to ensure a consistent
and timely flow of PCA statistics on a calendar year basis. The authorities have received
technical assistance from STA to implement the government Finance Statistics Manual 2001
(GFSM 2001) and a FAD fiscal ROSC mission took place in October 2005. In February 2004
a STA mission undertook a comprehensive review of the coverage and methodology of fiscal
data. The authorities are preparing to migrate to the GFSM 2001 and are upgrading their
technological platform to process data and ensure data consistency between the treasury and
the government ministries.

Monetary Accounts

10.  Panama has been publishing financial sector data based on the new standardized
report forms (SRFs) for monetary statistics in the IFS Supplement since March 2007 and
participates in a regional project for harmonizing monetary and financial statistics in Central
America and the Dominican Republic. The aim is to facilitate cross-country comparison and
regional analysis. Provision of monthly data by the two public financial institutions, the
National Bank of Panama and the Savings Bank (Caja de Ahorros), is regular and prompt.
Monthly data on the operations of the domestic and international commercial and savings
banks is prepared by the Superintendency of Banks, and posted on its website
(www.superbancos.gob.pa) and reported to STA with a lag of one to two months. The state-
owned development banks, the Agricultural Development Bank, and the Mortgage Bank are
not regulated by the Superintendency of Banks and no data is reported to the Fund.

Balance of Payments

11.  Weaknesses in foreign trade flows data, particularly those involving the Colon Free
Zone need to be addressed. Substantial changes in the composition of trade flows over the
last decade render the current methodology to estimate volume indices obsolete. Quarterly
data is available with a delay of about one quarter, and is subject to revisions thereafter.
Revised estimates in key trade and investment data may result in substantial revisions of the
current account of the balance of payments. These revisions may reflect improvements in
coverage, but they also suggest that there is room for improvement in quality control
procedures. Quarterly International Investment Position (IIP) data have been compiled
since 2002, and annual data are available since 1998. The most recent balance of payments
and IIP data pertain to December 2009.



“Ueq 210Ys}30 JO SUIPN[IUL ‘SIUIPISAIUOU SIA-B-SIA SUODISOd A)[IqeI] PUE JOSSE [EIOUBUY SSOIT [EUIAIXD Sopnjou]

*S9IPNJS UOISIAJL

PpuE ‘sind)no [eoNsIE)S PUE EEP SIRIPIUWLIOIUI JO UOTIEPI[EA PUE JUSWSSISSE ‘SoNbIUYI3) [ESTISTIEIS “EJEP S0INOS JO JUIWISSISSE “BJep 20IN0s (K[oA1100dsar) FUItIoouos sprepue)s [eUoneUId)UT 0) SuLLIdfar 1dooxd ¢/ 910uj00] st dures

“(ON) PaA1sqo j0u 10 “(ONT)

PaAI1sqo Jou A[931e] (O) PAAIasqo A[aSIe] {(O) PAAIISQO AJInJ a1k SUIPIOIAI 10] SISeq PUB ‘UONBZLI0IIS/UONBIIJISSE]O 9d0os ‘suontulgap pue s)doouod (A]9A109dsa1) FUIUIOOUOD SPIEPUE)S [BUOBUIDIUL IIYIOYM SAJBIIPUT JUSLISSISSE

A} ‘MOl oBd Ul d[qeLIeA 9y} 0) Surpuodsaiiod Jaseiep ay} 10, '900¢ ‘€7—L Arenigo, Surmp 9oe[d 00} JeYy) UOISSIW dY) JO STUIPULJ Y UO PAseq 9T 1290300 ul paysijqnd ‘HSOY BIep oy} Ul papIAoId JUSWISSISSE ) $IO9[JY .
“(VND 91qe[reay 10N (1) re[n3ai () Afenuuy (Q) Aporend) ((IN) ATpuo (M) Appom (@) ATred

‘uonisodwod Ajmyew pue Aousrmd Furpnpou

“SJUSUILIDAOST [O0] PUE 2))s PUE (Spuny AJLINoos [e100s pue ‘spuny Aree3pnq enxe ‘spunj A1ejo5pnq) JUSWIIIA0S [EUID AU} JO SISISUOD JUSUIUIA0T [I0UST oY

“SulouBUY JUBQUOU O1ISIWOP PUE YUBG JUSIWOP ‘UTIAIO0]

"SpUOq PUE S3J0U ‘S[[1q AINSEAI} UO SIJBI ‘SIIEL JIBL AQUOW ‘SI}L1 JUNOISIP SUIPN[OUL ‘PIUIULINNAP-A[[BIOLJO PUE PISEq-JoNIEW Ylog .

"suonIsod JABALIOP JOU SE [[9M SE PIISqUINOUD ASIMIDI0 10 paZpa]d s1osse dAlasal sapnjou]

v v v 0102/9 600C  UOIISOJ JUSUNSIAU] [eUONEWIAU]
W W A\ 0102/€ 6002/ 1g3(J [BUIRIXH SSOID)
ONT‘0O1
¢ P € i ¢ dND/dd
ONT‘01°01 01°0°0°0 0 o o o10z/e 6002 5/dao
W W N 010T/€ 6002/C1 SIOIAIRS pue spoon) Jo syodw] pue suodxg
ONT PP
‘0T7°070 ‘01 0100101
0 0 0 0107/€ 60027/C1 90uB[Eg JUNOIIY JUSLINYD [BUINXY
W W W 0107/S 6002/21 990 PdIULIEND-JUIWIUINAOD [E1)UD)) PUE JUSWWIIAOD [EHUI]) JO SH00IS
fo) le} O 01027/S 6002/21 JUQUITLIOAOD) Rbmuuwmw:_o:mﬁ J Jo uonisodwo)) pue aoue[eq ‘@ImIpudadxy ‘OnuoAdy
01 Ny ¢
‘01°01°07°0 O 0T ONT 01 ,JUSWIUIDA0D [E1OUID)
0 0 0102/S 6007/Z1 3 . .
0 ~ Surouzulg jo uopisodwo)) pue doue[eq ‘@IMIPUdXF ‘ONUOAdY
] o1 OT‘OT‘ONT‘O W W 0102/S 0102/t XOpUJ 9011 JOWNSuo))
0010101 W :
W W W 0102/ 0102/€ SO Isa1a
W W W 0102/S 0102/€ wRIsAQ Sunjued ay) JO 199YS doue[Ryg PA)EPI[OSUO))
v W W 0102/S 0102/€ 109§ 20uR[Rg BUWRUE] JO Yukq [BUOTIEN
VN ‘O ‘0°0°01 OT°YN ‘O ‘YN
W W W 0102/8 0102/€ Aouoy peorg
VN VN VN VN VN KQUOJA osBg/oAIoSY
Y W W 0102/+0 0102/ SaNLIOYINY AIBJQUOIA] ) JO SANI[IRIT JAIISIY PUE SIASSY JAIISY [BUOBUINU]
VN VN VN VN VN sayey a3ueyoxy
wb:_@n:om »mmoﬁésom
pue £ovInooy [eo1S0[0pOYIOIN osoﬁo:@: d omEto%M wﬁmQ UONBAISSqO)
—Auen geq —Aend wrea jo jo Jo [INEREN| 159)e]
:SWS)] OWAA Kouanbarg Kouonbary | Aouonborg aeq Jooreq
(010T ‘T ANN[ O SY)

HONVTIIIAANS Y04 AAAINOTY SHAOLVIIAN] NOWINOD) A0 ATV ], :VINVNVJ



INTERNATIONAL MONETARY FUND EXTERNAL

RELATIONS
Public Information Notice DEPARTMENT
Public Information Notice (PIN) No. 10/109 Internatkional Monetary Fund
FOR IMMEDIATE RELEASE 700 19" Street, NW
August 3, 2010 Washington, D. C. 20431 USA

IMF Executive Board Concludes 2010 Article IV Consultation with
Panama

On July 12, 2010, the Executive Board of the International Monetary Fund (IMF)
concluded the Article IV consultation with Panama.’

Background

Sound public finances and a strong banking system allowed Panama to face the global
financial crisis of 2008 from a strong position. While GDP growth slowed in 2009, it
remained positive at 2.5 percent and continued to surpass the region’s average. The
unwinding of global supply shocks and weaker domestic demand led to a decline in
inflation to about 2 percent. Inflation has risen somewhat in 2010, but remains low at
about 3 percent (year over year) in May. The external current account improved
markedly and was in balance, reflecting lower oil prices and very strong export growth
from the Colon Free Zone. The overall fiscal deficit (excluding the Panama Canal
Authority, PCA) was 1 percent of GDP in 2009, well below the deficit ceiling in the social
and fiscal responsibility law (SFRL) for that year (2.5 percent of GDP).

The banking system remains on a strong footing, helped by effective supervision and a
prudent stance by banks. Bank financial soundness indicators are solid, with high levels
of capitalization and low non-performing loan rates. Growth of bank credit to the private
sector decelerated in 2009, owing to tighter lending standards and weaker private
demand. Credit growth, however, started to recover in the first quarter of 2010.

"Under Article IV of the IMF's Articles of Agreement, the IMF holds bilateral discussions with
members, usually every year. A staff team visits the country, collects economic and financial
information, and discusses with officials the country's economic developments and policies.
On return to headquarters, the staff prepares a report, which forms the basis for discussion
by the Executive Board. At the conclusion of the discussion, the Managing Director, as
Chairman of the Board, summarizes the views of Executive Directors, and this summary is
transmitted to the country's authorities.

Washington, D.C. 20431 e Telephone 202-623-7100 « Fax 202-623-6772 « www.imf.org



The new government has put in place two substantive tax reforms since taking office in
July 2009. The reforms, which were approved in September 2009 and March 2010,
seek to increase revenues to finance higher capital spending, while improving the
efficiency of the tax system. Among other measures, they include broadening of the tax
base, changes to dividend taxation, an increase in the value-added tax, lower personal
and corporate income tax rates, and elimination of loopholes. The changes are
expected to increase revenue by 2.25 percent of GDP on a permanent basis.

Panama'’s credit rating was raised to investment grade in early 2010. The upgrade
reflected the strengthening of the public finances in recent years, good prospects for
further declines in public debt, and a very favorable growth outlook.

GDP growth is projected to pick up to 4.8 percent in 2010, supported by an improved
world economy, a large increase in public investment, notably from the Canal expansion
project, and a recovery of private demand. Inflation is expected to rise temporarily this
year, driven by global trends and higher oil prices, but would remain low. The overall
fiscal deficit is projected at 0.9 percent of GDP in 2010, well below the SFRL ceiling (2.5
percent of GDP) and the target envisaged in the budget (1.9 percent of GDP).

Executive Board Assessment

Executive Directors commended the authorities for their sound policies and appropriate
policy response to the global financial crisis, which had helped mitigate the effect of the
crisis on the economy and the financial sector. The timely implementation of policy
measures, particularly in the fiscal area, contributed to the rapid recovery in economic
activity and low unemployment. Directors also welcomed the improvement in Panama’s
sovereign credit rating to investment grade. They stressed that maintenance of sound
policies would provide the basis for continued strong economic growth and further
reduction in poverty.

Directors agreed that, in light of the strength of the economic recovery, some withdrawal
of fiscal stimulus in 2010 would be appropriate. They welcomed the adoption of a
medium-term fiscal framework and the government’s ambitious plans for fiscal
consolidation over the medium term. Directors noted that the targeted decline in public
debt would create additional room for using fiscal policy as a countercyclical tool. They
commended the authorities for the adoption of two comprehensive tax reforms during
the past year, which would bolster the credibility of the fiscal framework. Directors also
supported the authorities’ ongoing efforts to strengthen tax administration, and
encouraged similar steps in the area of customs.

Directors welcomed the resilience of the banking system to the global financial crisis. To
further bolster banking system stability and reduce costs to the economy from high
liquidity holdings by banks, they welcomed work toward the establishment of a formal



safety net, while keeping in mind moral hazard concerns. Directors supported the
authorities’ plans to introduce risk-based supervision and adopt Basel Il regulatory
requirements. They also concurred with the initiative to broaden the financial regulation
perimeter by bringing nonbank deposit-taking institutions under the umbrella of the
Superintendency of Banks.

Directors welcomed the progress made toward removal from the Organization for
Economic Cooperation and Development (OECD) gray list of tax havens. They
encouraged the completion of remaining agreements and adoption of necessary legal
changes.

Public Information Notices (PINs) form part of the IMF's efforts to promote transparency of the IMF's
views and analysis of economic developments and policies. With the consent of the country

(or countries) concerned, PINs are issued after Executive Board discussions of Article IV consultations
with member countries, of its surveillance of developments at the regional level, of post-program
monitoring, and of ex post assessments of member countries with longer-term program engagements.
PINs are also issued after Executive Board discussions of general policy matters, unless otherwise
decided by the Executive Board in a particular case.




Panama: Selected Economic Indicators

Proj.
2005 2006 2007 2008 2009 2010
(Percent change)
Production and prices
Real GDP (1996 prices) 7.2 8.5 12.1 10.7 2.4 4.8
Consumer price index (average) 29 25 4.2 8.8 2.4 3.3
Consumer price index (end of year) 3.4 2.2 6.4 6.8 1.9 3.0
Financial sector
Private sector credit 13.3 12.9 18.2 14.6 0.8 9.1
Broad money 8.5 215 15.9 18.5 13.4 10.0
Average deposit rate (1 year) 3.2 5.1 4.6 3.5 3.6
Average lending rate (1 year) 8.2 8.6 9.0 8.5 7.5
External trade 1/
Merchandise exports 11.9 14.3 11.7 5.2 -27.1 19.8
Merchandise imports 14.3 18.2 40.7 18.9 -15.2 22.7
(Percent of GDP)
Saving-investment balance
Gross domestic investment 18.4 19.5 241 27.4 24.8 26.7
Gross national saving 13.4 16.3 16.9 15.8 24.8 18.7
Nonfinancial public sector
Revenue and grants 24.3 26.8 29.7 29.2 27.4 27.8
Expenditure 25.9 25.6 25.0 26.7 27.9 29.8
Overall balance -1.6 1.2 4.8 25 -0.5 -2.0
Overall balance, excluding ACP 2/ -2.6 0.5 3.4 0.4 -1.0 -0.9
Total public debt
Total debt 58.7 52.6 45.6 38.8 394 40.4
o/w external debt 45.5 40.5 37.4 32.7 36.5 38.5
External sector
Current account -4.9 -3.1 -7.2 -11.6 0.0 -7.9
Net exports from Colon Free Zone 3.7 3.4 2.3 0.0 8.2 3.3
Net oil imports 3.4 3.1 4.4 59 3.6 44
Foreign direct investment 6.2 14.6 9.6 10.4 7.2 7.7
Memorandum items:
GDP (in millions of US$) 15,465 17,137 19,794 23,184 24,711 26,689

Sources: Comptroller General; Superintendency of Banks; and IMF staff estimates.

1/ Excludes the Colon Free Zone.
2/ Panama Canal Authority (ACP).



Statement by Paulo Nogueira Batista, Executive Director for Panama
and Alfredo Macia, Advisor
July 12,2010

1. On behalf of the Panamanian authorities, we thank Mr. Abrego and his team for
the constructive and candid dialogue. We welcome the staff’s balanced and informative
set of documents.

2. Since the beginning of President Martinelli’s administration on July 1%, 2009,
new economic and social reforms were set in motion in response to the world economic
crisis and the still uncertain strength of the recovery of Panama’s main trading partners.
The government saw a need to continue to boost economic activity for the rest of 2009
and beyond. Several measures were taken to strengthen revenues, allowing an expansion
of infrastructure investments and of social programs to protect the most vulnerable. The
new authorities jump-started fiscal revenue reforms, launched a tax moratorium to collect
tax arrears, and accelerated the start of new public investment projects. Also, the
authorities rolled-out a challenging economic and social infrastructure investment
program of over US$13 billion set out in the 2010—14 Strategic Development Plan (SDP).
In mid-July 2009, the Panama Canal Authority (PCA) awarded the locks contract of
US$3.1 billion. Moreover, the government implemented reforms to make the labor code
less rigid, streamline the public contract-law and improve the judicial system, among
others. The authorities foresee additional reforms to strengthen the overall efficiency of
the economy and of the public sector.

3. The world economic slowdown affected most sectors of the economy in 2009.
After exceeding 10 percent in 2008, GDP growth slowed to 2.4 percent in 2009. Despite
this sharp slowdown, Panama’s growth continued to exceed the Latin American average,
thanks to domestic demand, FDI flows, and the ongoing Panama Canal expansion.
Unemployment increased by only1 percentage point to 6.6 percent at the end of 2009.

4. As noted by the staff, economic activity rebounded strongly in the last quarter of
2009 and into the first quarter of 2010, when GDP grew 4.9 percent compared to the
same period of 2009. In that quarter, production increased considerably in sectors such as
mining, construction, commerce, energy generation, telecommunications, port activities,
and tourism. The government expects growth of 5 percent of GDP in 2010 and of more
than 6 percent in the medium term.

5. In 2009, inflation declined rapidly on account of lower international commodity
prices and the slowdown in economic activity. The Ministry of Economics and Finance
(MEF) projects a slightly higher inflation of 3 percent for end-2010, as oil and
commodity prices rebound due to better global economic prospects.

6. The current account improved markedly in 2009, moving to a balanced position
from a deficit of 11.6 percent of GDP in 2008. This result reflects lower commodities
import prices, a large increase in net exports from the Colon Free Zone (ZLC), and a



decrease in the value of imports due to the sharp slowdown of the economy. However,
the current account deficit is estimated by staff to rise to about 8 percent of GDP this year
and in 2001. This sharp increase is largely associated with the Panama Canal expansion,
the large public infrastructure program of the SDP, and continued FDI inflows, all of
which have a high import-content. FDIs and other capital inflows are expected to fully
cover the deficits on current account.

7. Against the backdrop of the global economic crisis and the domestic economic
slowdown during 2009, the outgoing administration, in agreement with the
representatives of the elected government, augmented the social and fiscal responsibility
law’s (SFRL) deficit ceiling from 1 to 2.5 percent of GDP for 2009. In spite of the
available fiscal space, the Martinelli administration proceeded with caution. The new
government tried to balance counter-cyclical fiscal policy with control of the deficit. To
this effect, the MEF carried out a revenue reform barely three months after inauguration;
another reform followed in early 2010. Also, the already-mentioned tax moratorium was
set in place with positive effects on revenue collection. Furthermore, a clamp-down on
expenditures was enforced. These measures were crucial to keeping the nonfinancial
public sector’s deficit (excluding the PCA) at only 1 percent of GDP in 2009, well below
the 2.5 percent deficit ceiling allowed by the revised SFRL.

8. The two recent fiscal reforms widened the tax base, increased real state and VAT
taxes, and targeted sectors that had been making relatively modest contributions to tax
revenue such as ports, banks, insurance companies, the ZLC, and casinos. These reforms
are expected to generate over 2.5 percent of GDP in additional tax revenues. As a result,
tax revenue in 2010 may reach 13 percent of GDP compared to 10.6 percent of GDP in
2007, enhancing the prospects for higher levels of capital spending. The 2010 budget
targets a deficit of 1.9 percent of GDP, which is slightly lower than the 2 percent ceiling
of the SFRL. Staff believes that the government will again over perform and that the
deficit will be 0.9 percent of GDP this year.

0. Fiscal consolidation remains vital to the government’s debt reduction strategy,
which aims to bring public debt down to 35.8 percent of GDP by 2014. Despite the global
crisis, by end-2009 public debt stood at 45 percent of GDP unchanged from end-2008,
according to figures published by the MEF. Panama’s public debt ratio in 2010 is
expected to be slightly lower than in 2009, falling to 44 percent of GDP.

10. The government has set in motion new social programs and expanded existing
programs. It has also pursued rigid controls against fraud and enhanced accountability
measures in the implementation of these programs. Income redistribution is a major goal.
One of the new initiatives is the “100 at 70” program, which provides a monthly cash-
transfer of US$100 to people above 70 years of age that are not protected by the social
security system and have no pensions and no access to health care. Over 70,000 elderly
people are covered by this program that has a US$84 million budget for 2010. Also, a
US$5,000 bonus is now being awarded for the first-time purchase of houses not
exceeding US$30,000 in value. The bonus is provided to banks in order to permit a
reduction of the corresponding mortgage. To qualify, the buyer’s income must not exceed
US$800 a month. Also new is the US$20 monthly assistance to rural students nationwide



with a view to reducing drop-out rates. Furthermore, the government has maintained all
the previous social initiatives such as preferential interest rates on low-income housing
and agricultural loans, subsidized cooking gas, and the cash-transfers for extremely poor
families. In addition, the administration increased the minimum-wage, wages in the
health and security sectors, as well as the salaries of low-income public employees. It has
also reduced income-tax rates for lower incomes.

11. Panama expects a high level of public and private investment, including a
sustained flow of FDIs in 2010 and beyond. The most relevant ongoing public projects
are the Panama Canal expansion (a US$5.3 billion project), the airport and the inner-city
highway expansion, the oil pipeline and storage facilities, an upgrade of the Panama-
Bay’s sewage and drainage systems, and the metropolitan bus project for public
transportation. In addition, the SDP investments plan includes the Curundu low-income
housing project, the construction of a series of new government buildings (Centro
Gubernamental), five state-of-the-art hospitals and ten primary-attention health centers, a
new penitentiary complex, a light rail metro system, a convention center, and the
expansion of the high-speed highway system. Some of these projects have already been
tendered while others are in the public bid process or at a design stage. The 2010 public
investment budget stands at US$2.5 billion. The authorities aim to attain an 80 percent
execution rate in 2010 compared to 66 percent in 2009. Private investments are expected
to increase in various sectors. There are over 19 ongoing energy projects, including
hydro, thermo, and aeolic. Also, over 20 hotels of local and international chains, port
facilities, and commercial building are under construction. Public private partnership
legislation is being prepared and will open new opportunities for private sector
participation in large public investment projects.

12. The authorities have been actively promoting Panama as a safe investment
destination. In this regard, we note the President’s personal efforts in the international
arena, the progress in double taxation treaties to eliminate Panama from the OECD’s grey
list, and the newly negotiated free trade agreement with Canada. These agreements are
expected to enhance FDI prospects in Panama.

13. The banking sector remained solid in 2009, partly because of high liquidity and
strong supervision. The capital adequacy ratio (CAR) for the banking sector reached
16.4 percent in 2009 compared to 14.8 percent in 2008. Statutory CAR is 8§ percent.
Nonperforming loans (NPLs) actually decreased during 2009 to 1.4 percent of total loans
from 1.6 percent in the previous year, as bankers tightened lending requirements and
pursued safety in higher liquidity rather than in profitability. Accordingly, return on
assets (ROA) diminished in 2009 to 1.4 percent from 2.2 percent in 2008.

14. The first quarter of 2010 already shows a trend of increased credit. Mortgages are
particularly strong compared to the same period in 2009. Also, net earnings in the system
are up 20 percent. The results of the staff’s stress testing of the banking sector indicate
that capital levels in the system would remain adequate under sizeable shocks to
economic activity and the quality of assets.



15.  Only a few days after inauguration, the government began to address the issue of
the OECD grey list by reactivating, in late July 2009, the Presidential Commission that
deals with international financial services. The Minister of Finance has been leading the
efforts to conclude at least 12 double-taxation treaties by the end of 2010, as agreed with
OECD. This will allow the removal of Panama from the OECD’s so-called grey list. As
of today, 9 of the 12 required agreements have been negotiated. All these treaties require
congressional approval. Panama is determined to overperform the established OECD goal
for 2010 and remains committed to eliminating any doubts about the rules governing the
country’s banking system.

16.  The recent investment grade assessments of the country’s sovereign credit by
Fitch Ratings, Standard and Poor’s, and Moody’s open new prospects for stronger growth
and investments in Panama. One of the staff’s Selected Issues papers highlights the
benefits from the new ratings. These include lower borrowing costs, new funding sources
for domestic corporates and the public sector, and new portfolio options for international
investors.
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