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Foreword


Economic growth matters, but it is just one facet of development. Policy makers should focus their attention on ensuring that their country’s development path is sustainable and that the lives of their citizens improve. This requires reconciling economic, social and environmental objectives.

OECD Development Pathways is a series that looks at multiple development objectives beyond an exclusive focus on growth. It recognises well-being as part and parcel of development and helps governments identify the main constraints to more equitable and sustainable growth by undertaking a multi-dimensional country review (MDCR). Governments trying to achieve economic, social and environmental objectives need to understand the constraints they face and develop comprehensive and well sequenced strategies for reform that take into account the complementarities and trade- offs across policies. The MDCR methodology is based on quantitative economic analysis, as well as qualitative approaches including foresight and participatory workshops that involve actors from the private and public sectors, civil society, and academia.

The MDCRs are composed of three distinct phases: initial assessment, in-depth analysis and recommendations, and implementation of reforms in the identified key areas. This approach allows for a progressive learning process about the country’s specific challenges and opportunities that culminates in a final synthesis report to inform reforms in the country.

The MDCR of Panama is the third review, following that of Peru and Uruguay, to be undertaken by the OECD in Latin America. The MDCR of Panama – Volume 1, Initial Assessment, identifies the main barriers to further inclusive development. It highlights that promoting equitable, inclusive and sustainable economic growth and improving the well-being of all citizens should be at the core of Panama’s development strategies.

This MDCR is designed to help Panama formulate development strategies, and identify and support the policy reforms needed to achieve further sustainable and inclusive development. This first volume presents a diagnosis of some of the main impediments to development. Forthcoming volumes will present an in-depth analysis of the main constraints, accompanied by specific policy recommendations to carry out structural reforms and create the conditions for making reform happen. These analyses support Panama’s own development agenda towards achieving a brighter future for its citizens.
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Editorial


Panama has made significant strides in improving economic performance and social inclusion since the turn of the century. Economic growth started to accelerate after the social unrest of the late 1980s, which resulted in income per capita doubling since 2000. Today, Panama has consolidated an open economy with low unemployment, high investment rates and a stable macroeconomic framework. These achievements contributed to improving well-being and reducing poverty.

At current economic growth rates, Panama is set to become a high income country in 2021 but challenges remain to make it sustainable. After it took Panama 67 years to traverse the middle income bracket, making this achievement sustainable will require a more balanced development model. Economic growth has depended on few, highly productive sectors operating in Colón and Panama City. As this recent growth has been concentrated at the both regional and sectorial levels, its benefits have not been shared equally across the country. Such economic configuration not only increases social disparities, but also threatens to undermine the progresses achieved, as it leaves many in the vulnerable middle class.

Securing past advances and steering towards a new development model requires the implementation of a comprehensive policy agenda. First, it is necessary to equilibrate access to public services across all regions in Panama – particularly in education and skills, health, sanitation and transport infrastructure. Second, informality remains high at 40% of the workforce, affecting mainly low-skilled workers and the vulnerable population. In response, better skills and training policies, as well as suitable small- and medium-sized enterprises and labour market regulations, are needed. Finally, these reforms require corresponding mechanisms for financing development. Strengthening the efficiency and equity of taxation and crafting regulation for public-private partnerships is essential. At the international level, continuing the implementation of international transparency and exchange of information would instil greater confidence.

Reforms are needed to achieve a more inclusive and sustainable path, and the OECD, together with other regional organisations, can support Panama’s efforts. This Multi-Dimensional Country Review helps meet these challenges. This first volume presents a diagnosis of some of the main impediments to development. Forthcoming volumes will present an in-depth analysis of the main constraints, accompanied by specific policy recommendations to carry out structural reforms and create the conditions for making reform happen. These analyses support Panama’s own development agenda towards achieving a brighter future for its citizens.
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Facts and figures of Panama(Numbers in parentheses refer to the OECD average)




	The land, people and electoral cycle










	
Population (million)


	
4 037 043


	
Official and national language


	
Spanish





	
Under 15 (%)


	
1 064 657


	
Form of government


	
Presidential republic





	
Life expectancy (years)


	
78


	
Land area (km2)


	
74 177.30











	The economy










	
GDP, current prices (billion USD)


	
52.13


	
In % of GDP


	






	
Latest 5-year average real GDP growth


	
6.57 (1.8)


	
Exports of goods and services


	
52.2 (27.7)





	
GDP per capita, PPP (thousand, current international USD)


	
21.97 (40.9)


	
Imports of goods and services


	
51.7 (27.4)





	
GDP per capita (thousand, current USD)


	
13.1 (36.7)


	
Exports composition (% of total exports)


	






	
Inflation rate (%)


	
0.7


	
Goods


	
4.9





	
General government revenue (% of GDP) 


	
20.4 (40.3)


	
Services


	
95.1





	
General government total expenditure (% of GDP)


	
22.7 (42)


	
GDP shares (%)


	






	
General government gross debt (% of GDP)


	
38.7 (71.3)


	
Agriculture


	
2.9 (1.6)





	
General government net borrowing (% of GDP)


	
-2.3 (-1.7)


	
Industry


	
27.7 (24.0)





	
Current account balance (% of GDP) 


	
-7.28 (2.15)


	
Services


	
69.4 (74.3)











	The labour market










	
Labour force participation (%)


	
64.4 (71.3)


	
Unemployment rate (%)


	
4.4 (7.0)





	
Employment rate (%)


	
61.6 (67.0)


	
Youth unemployment rate (aged 15-24, %)


	
9.5 (13.5)





	
Informal economy


	
40.2


	



	












	The environment










	
CO2 emissions (kg per 2005 PPP USD of GDP)


	
0.14 (0.26)


	
Renewables (% of total primary electricity supply)


	
19.1 (9.6)





	
Forest area (% of land area)


	
62 (31)


	



	












	Well-being










	
% Believe corruption is widespread throughout the government


	
83.9 (64.1)


	
% Satisfied with the educational system


	
69.4 (74.5)





	
% Have confidence in the honesty of elections


	
43.9 (59.4)


	
% Satisfied with their standard of living


	
76.6 (75.0)





	
% Not enough money for food


	
42.1 (13.1)


	
% Satisfied with water quality


	
74.5 (84.5)





	
% Not enough money for shelter


	
33.0 (11.3)


	
% Who feels safe walking alone at night


	
72.4 (50.8)





	
% Satisfaction with the roads


	
61.4 (66.2)


	
% With someone to count on to help


	
90.2 (88.3)





	
% Satisfied with affordable housing


	
50.8 (56.7)


	
Life satisfaction (Cantrill ladder)


	
6.6 (6.5)





	
% Satisfied with air quality


	
74.6 (80.5)


	



	








	
Notes: a) Data for 2014, b) data for 2015, c) data for 2016.



	
Sources: INEC (2017), Instituto Nacional de Estadística y Censo (National Institute of Statistics and Census) (https://www.contraloria.gob.pa/inec/); IMF (2015), World Economic Outlook Database, International Monetary Fund, April 2017 edition, Washington DC; OECD (2017), June 2017 Economic Outlook database; OECD.STAT (2017), http://stats.oecd.org/; OECD (2015), Better life index 2015 (database), Paris; OECD (2016), OECD Employment Outlook 2016, OECD Publishing, Paris, http://dx.doi.org/10.1787/empl_outlook-2016-en; OECD/ECLAC/CAF (2016), Latin American Economic Outlook 2017: Youth, Skills and Entrepreneurship, OECD Publishing, Paris; World Bank (2015), World Development Indicators (database), http://data.worldbank.org/, Washington DC.








Administrative regions of Panama
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Source: Ministry of Economy and Finance of Panama.







Executive summary


Panama has experienced considerable socio-economic progress and improved well-being in the past decades. GDP per capita has grown considerably since 2006 at a 4.5% annual average, faster than the average of 2.8% in Latin America and Caribbean and narrowing the gap with developed countries in terms of GDP per capita. If Panama sustains this growth rate, it would become a high-income country by 2021. In addition, Panama cut its level of poverty, defined as the share of people living on less than USD 3.10 purchasing power parity (PPP) per day, in half to 8% between 2004 and 2014. Over the same decade, extreme poverty, or those living on less than USD 1.90 PPP per day, decreased by two-thirds, encompassing 3% of the population. Furthermore, Panama performs relatively well in most OECD well-being dimensions compared to countries at the same level of development.

Yet, these improvements have not benefited all groups in society equally. Significant discrepancies continue to exist between groups and regions. While economic growth has been able to lift the income of important shares of the population, Panama remains an unequal country, with income inequality levels, measured by the Gini coefficient at 0.48, significantly above the OECD average (0.32 for the Gini coefficient). Beyond incomes, access to housing, public infrastructure and services differ significantly between regions, contributing to discrepancies in the well-being of the population across the country.

A great divergence exists between urban and rural areas, and especially with comarcas indígenas or indigenous territories. People living in the comarcas are much more likely to live in poverty and to report lower levels of satisfaction about their living conditions. They are also at greater risk of having an informal job or not having access to drinkable water in their dwelling. The lowest level of electricity coverage in Panama is amongst the indigenous population. However, low outcomes regarding material and living conditions do not stop at the borders of the comarcas. Bocas del Toro, where 63% of the population is of indigenous origin according to the 2010 census, reports comparable outcomes, as does Darién, where indigenous people account for 30% of the population.

Panama needs to unlock new drivers for growth and overcome vulnerability to meet evolving demands from citizens. The country’s drivers of growth, which rely strongly on Canal activity as well as the construction and financial sectors, seem insufficient to sustain further socio-economic progress and inclusion. In addition, many of those who escaped poverty in recent years remain vulnerable and could slip back into poverty with an economic slowdown. At the same time, the emerging middle class has new and evolving demands, regarding notably public services such as education, health, housing and transportation.

Informality continues to hold back job quality. Informality, at close to 40% of non-agricultural workers, is one of the highest among Latin American countries with similar levels of income per capita. Informality is associated to high socio-economic and territorial inequalities. Young people with low education, especially those from the comarcas, are the worst affected, while higher education significantly reduces the likelihood of working informally. Poor controls and weak enforcement in the labour market coupled with deficiencies in education and active labour market policies are some of the factors behind these low outcomes.

Better jobs require further competitiveness and productivity gains across economic sectors. In the period 2004-14, labour productivity has been driven mainly by the accumulation of physical capital, while human capital and total factor productivity have contributed less than 15% of labour productivity growth. Furthermore, large productivity disparities exist between economic sectors. Low industrial and agriculture productivity growth translate into high inequalities at the regional level. Characterised as a conventional investment driven growth, Panama has the challenge to shift to a knowledge driven growth and a more diversified economic structure that expands the benefits of the Canal to other sectors and regions.

Innovation and infrastructure gaps, particularly at sub-national level, remain important. Low investment in research and development and the ineffective diffusion of knowledge affect innovation outcomes. Although Panama has made considerable progress in increasing infrastructure investment and implementing better soft solutions to improve international connectivity, more equal access to infrastructure is needed at the local level.

Panama has significant weaknesses in the area of education and skills that directly affect productivity and inclusiveness. As is the case in other countries in Latin America, the poor quality of education and high drop-out rates from secondary schools stand as key challenges since they thwart students’ path towards higher education, exacerbate inequalities and narrow the skill base of the future labour force. Additionally, the pertinence of education is low. Almost half of Panamanian formal firms report difficulties finding workers with the skills they need, compared to close to 38% in OECD countries. This highlights the importance of focusing on a wider range of skills in the curriculum. It also means improving vocational education, training and mechanisms to better match the demand and supply of skills.

Further fiscal revenues should play a more significant role in shaping income distribution in Panama. In 2015, total tax revenue and social security contributions at 16.2% of GDP are low compared to both OECD (34.3%) and Latin American (22.8%) economies. Improvements in the effectiveness and efficiency of the tax-and-transfer system should promote income redistribution and further resources are needed to finance the investment in key social areas, including education and skills.

Finally, Panama needs to strengthen its institutional capacity to adopt and implement its challenging development agenda. Confidence in institutions remains low and greater transparency is needed to build public trust in government. Panama needs to strengthen institutions’ capacity to improve evidence-based decision making and increase its capacity for long-term strategic foresight to move forward on these reforms. Although the country has a comprehensive National Development Plan (Plan Estratégico de Gobierno, 2015-19) and is currently working on a strategic plan with a 2030 horizon, planning and evaluation processes should be improved by strengthening technical capabilities within most ministries. In that context, an improvement in the institutional framework to promote green growth is fundamental. At the global level, Panama should continue implementing international standards recently approved to increase transparency and improve the exchange of tax information with other countries.

This first volume of the Multi-Dimensional Country Review of Panama identifies the main constraints for inclusive and sustainable development and the second volume of this Review will go into more details about the policy recommendations to achieve it. In particular, first, it will analyse the policies to promote social inclusiveness at the provincial level; second, it will focus on policies to boosting formal jobs, and finally, it will provide recommendations to better public and private financing policies for development. The subsequent, third volume, will focus on how to move from analysis to action, concentrating on implementation and making reform happen.




Chapter 1. Overview: Towards further sustainable development and inclusiveness in Panama


Since the beginning of the 21st century, Panama has exhibited remarkable economic growth and has reduced the gap in terms of income per capita with high income countries. While this growth has enabled poverty reduction and advances in some well-being dimensions, prosperity has not always translated into social benefits for the whole population. Today Panama faces the challenges of adopting a new development model to overcome the middle income trap, and ensure prosperity is to the benefit of all. This overview chapter highlights the main assessments of this Multi-dimensional Country Review to promote further inclusive development through improvements in productivity, social cohesion, resource mobilisation and governance. The chapter presents a brief historical overview of Panama’s development. The chapter then describes the methodology employed in this review, and summarises the main results of the OECD well-being analysis, which presents a comprehensive picture of people’s material living conditions and quality of life. This chapter concludes with a summary of the main bottlenecks to inclusive development, and describes how these were selected for further analysis in the following chapters.



Panama’s recent economic development has been impressive, although some challenges remain to overcome the so-called middle-income trap and guarantee well-being to all citizens. Boosting productivity and increasing value-added are fundamental to consolidate sustainable economic growth. Panama’s economic growth in the past decade has contributed to reduce the gap in terms of GDP per capita with developed countries. Most of the economic performance was related to construction, real estate and commerce (wholesale and retail). Challenges remain to sustain this economic performance. Panama needs to boost labour productivity across sectors and regions, support improvements in living conditions, and reduce income inequalities.

This first volume of the OECD Multi-dimensional Country Review (MDCR) provides an initial assessment of the economy, identifies binding constraints to sustainable and inclusive development, and proposes topics for further analysis in phase II of the MDCR (Box 1.1). The entire process of the OECD MDCR aims to support governments with formulating national development strategies that take into account the multiplicity of development objectives and the means available for implementing public policy to promote equitable, inclusive, and sustainable economic growth that advances national aspirations and improves the well-being of all citizens.





Box 1.1. The three phases of the Multi-dimensional Country Review of Panama


This OECD Multi-dimensional Country Review (MDCR) is designed to help Panama formulate development strategies and identify and support the policy reforms needed to achieve further sustainable and inclusive development. This review is composed of three distinct phases:


	This first phase aims to identify the main constraints on achieving sustainable and equitable improvements in well-being and economic growth. This report, titled “Initial Assessment”, is the first volume.


	The second phase will further analyse the key constraints identified in this report in order to formulate policy recommendations that can be integrated into the development strategy of Panama. The second volume produced is entitled “In-depth Analysis and Recommendations”.


	The final phase of the MDCR will provide support to the implementation of these recommendations. As for other Latin American economies, this final phase is particularly relevant in Panama given the complexity of both the political economy and the policy-making process to make reform happen (Dayton-Johnson, Londoño and Nieto-Parra, 2011). The third volume is entitled “From Analysis to Action”.




For each phase, in addition to the publication of a report, a series of workshops are organised. The MDCR methodology is based on quantitative economic analysis, as well as qualitative approaches including foresight and participatory workshops. Quantitative methods include standard approaches as well as a comparative analysis with a selection of countries, referred to here as the benchmark economies.




This overview chapter provides a broad historical overview of Panama’s social and economic development over the past decades, and the challenge presented by the middle-income trap. The chapter looks at possible qualitative and/or individual outcomes of Panama’s national development strategies and aspirations by presenting the main results of the OECD well-being framework for Panama and a participatory exercise where citizens described life in an ideal future in Panama. The chapter also presents the approach and methodology used in this MDCR. It summarises the main constraints to achieving further inclusive development, overcoming the middle-income trap and consolidating the middle class in Panama.



From crisis to high economic performance to further inclusive development in Panama


The social and political unrest of the late 1980s affected development in Panama. Following the political crisis driven by political unrest with citizens requesting the end of 21 years of dictatorship and the removal of the corrupt Manuel Antonio Noriega from power, the country experienced a sharp drop in international confidence and an economic crisis in the late 1980s (Chaikin, 2013). Private investment decreased dramatically to 5.8% of GDP in 1988 from 17.2% of GDP in 1986. In addition, foreign direct investment net inflows were 2.3% of GDP on average between 1985 and 1990, and in 1988 were less than -10% of GDP. This means that the economy contracted by more than 1.8% in 1987 and 13.3% in 1988. Between 1985 and 1990 GDP per capita growth decreased by 1.7% and by more than 15% in 1988.

Panama’s economic context improved considerably in the 1990s. Average annual economic growth exceeded 5.5% in that decade, which contributed to reducing the income per capita gap with developed countries. In addition, annual GDP per capita growth was close to 3.5% in that period, higher than the average of Latin America (1.0%), upper-middle income countries (1.4%) and high-income countries (1.8%). This macroeconomic performance has been supported by a stable macroeconomic framework. The stable monetary framework, based on dollarisation of the economy in which the US dollar has been legal tender since 1904, was characterised by annual inflation rates below 2%. By the end of the 1990s, public debt had dropped by more than 20 percentage points to less than 60% of GDP.

However, the improvement in the economic performance that started in the 1990s has not fully translated into all social benefits. While the portion of the population living in extreme poverty (defined as living on 1.90 USD a day or less, 2011 PPP) declined by close to 8 percentage points during the 1990s to less than 15% at the end of that decade, significant inequalities continue to exist. The Gini coefficient remained high, at close to 0.58 in that period, and regional disparities persisted. Informality also persisted, with more than one-third of informal workers as a percentage of non-agricultural employment.

Since the beginning of the 21st century, Panama has exhibited considerable socio-economic progress. Over the last ten years, levels of investment have been higher than OECD and Latin American averages. Following the Torrijos-Carter treaties signed in 1977 which were implemented through a process concluded in 1999, revenues from the Canal are a key source of income for the government. Linkages between GDP growth and trade also increased after Panama joined the World Trade Organisation (WTO) at the end of 1997. In the period 2005-15, GDP per capita grew considerably, averaging 5.8% annually. This good performance contrasts to the sluggish annual average growth of 1.9% in Latin American economies and 0.9% in high-income countries in the same period. Extreme poverty continued to decline dramatically and it stood around 5% of the population since 2010. The effect of growth, rather than reduction of inequalities, was responsible for most of the reduction in poverty. Overall well-being is relatively good compared to countries of the same level of development, in particular in areas such as social connections, life evaluations, life expectancy and, more generally, material conditions.



A new development model is needed to overcome the Middle Income Trap and expand the benefits of growth to all citizens


Panama’s impressive economic performance in the past decade is not without its challenges. Most of the economic growth and the improvements in labour productivity over the 2004-14 period have been explained mainly by factors associated with physical capital and commerce, both retail and wholesale (Figure 1.1). Panama remains a middle-income and an upper middle-income country since 1955 and 1998 respectively, highlighting the need to overcome the Middle Income Trap (MIT). The MIT occurs when a country can no longer rely on its traditional drivers of growth to make further progress (OECD/CAF/ECLAC, 2016; OECD, 2014). Even if Panama were to sustain its recent strong macroeconomic performance (4.5% of average per capita GDP growth rate in the past ten years), it would need four more years, until 2021, to become a high-income country. This would mean that it had remained a middle-income country for more than 67 years.1
 The majority of countries in Latin America attained upper middle-income status during the 2000s. But Panama, like Mexico (since 1990) and Venezuela (since 1997), has remained in middle income status for longer (see Chapter 2).




Figure 1.1. Impressive productivity growth but still middle income status


[image: graphic]

Note: LAC refers to Latin American and Caribbean countries. Labour productivity growth is the compound annual growth rate in the period 2004-14 of GDP per person employed (constant 2011 PPP USD).



Sources: World Bank, World Development Indicators, OECD, National Accounts Statistics, International Labour Organization, Key Indicators of the Labour Market (database) (accessed 1 February 2017). The threshold for high-income countries follows World Bank’s definition and is described at https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups.


StatLink  http://dx.doi.org/10.1787/888933550326



Looking forward, policies promoting the shift to a more diversified and knowledge-driven growth from a conventional pattern of investment driven growth are crucial. Overcoming the MIT will require a set of public policies that should improve labour productivity in Panama. High levels of investment have been positive, but Panama nevertheless should improve several areas that contribute to improved labour productivity. Following the experiences of countries that tackled the Middle Income Trap, improvements in the quality of education, governance, rule of law, the taxation system and liquidity in the equity market are the main domains that should be prioritised to tackle the MIT (Melguizo et al., 2017).

Absolute income poverty rates fell considerably since 2007. However, income inequality, which is understood as one dimension of social inclusion, has improved very little. Indeed, while economic growth had been able to lift the income of important shares of the population, there is room to reduce further income inequalities. For instance, even though the middle class saw significant income growth, it was not large enough to narrow the income gap. Panama remains therefore an unequal country, with income inequality levels higher than most of the benchmark economies and significantly above the OECD average (Figure 1.2).




Figure 1.2. Declining but still high inequality (Gini coefficient)


[image: graphic]

Note: The category “2014 or latest” refers to 2015, for Costa Rica; 2013 for Belgium, Chile and Portugal: 2012 for New Zealand; 2011 for Colombia; and 2014 otherwise. The category “2007” refers to 2010 for Costa Rica; 2008 for Australia, Colombia and New Zealand; and 2006 for Chile.



Source: OECD Income Distribution Database; estimates for Dominican Republic, Ecuador, Panama, Peru and Uruguay are based on country microdata as available through CEDLAS (see Box 3.1 for further details).


StatLink  http://dx.doi.org/10.1787/888933550345



The improvements in living standards and reduction of poverty have not benefitted all groups equally. Access to public infrastructure and services differ across regions, contributing to discrepancies in the well-being of the population. A great divergence exists between the urban and rural areas in various dimensions such as income, education, health, housing and sanitation, and especially between those areas with high concentrations of indigenous populations versus the rest of the country.





The Multi-dimensional Country Review methodology explores development from all perspectives


Development is multi-dimensional in the sense that it implies an aggregate improvement in a set of desirable outcomes, as opposed to progress along a single dimension. Development is often considered synonymous with economic growth, and yet growth in GDP is only one element of development. If aggregate increases in productivity and material wealth do not produce meaningful gains in the overall well-being of a country’s population, development has...
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