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TOWARD A MODERN TAX SYSTEM  
A.   Introduction 

1.      Panama’s tax collection has been historically low, reflecting the authorities’ 
overarching strategy to promote an investment-friendly environment with low taxation. The 
level of revenue is a result of relatively low tax rates, as well as ample use of base-eroding policy 
measures, such as tax incentives and exemptions across all taxes, that also affect fairness and 
efficiency. Although low taxation could help the country achieve the policy objective of attracting 
investments, it leads to chronical fiscal deficits (Figure 1.1) and limits fiscal space for social inclusion 
policies. Even if national preferences and public choice in Panama are in favor of a small government 
and public sector, there is ample space to modernize the Panamanian tax regime by increasing its 
progressivity and transparency, reducing distortions, and aligning it with international best practices 
trough revenue neutral reforms. This paper presents the main features and weaknesses of the 
current Panamanian tax system and provides an international comparison of its performance.  

2.      This paper is structured as follows. Section II describes the performance of the 
Panamanian tax system in international comparison. Sections III to V analyze the different taxes in 
Panama and Section VI summarizes and concludes. 

B.   Growth and Tax Revenues 

3.      Panama’s macroeconomic performance has been notably robust (Figure 1.2). A 
significant increase in investment led to a rapid accumulation of capital that boosted economic 
growth to impressive and comparatively high levels. Over the last three decades real Gross Domestic 
Product (GDP) multiplied fivefold (Figure 1.3). Foreign and domestic investments have been 
supported by several factors: Panama’s geographic location, trade openness, world-class ports, 
airport, and logistics operations, financial system depth, and the doubling of the Canal’s capacity to 
accommodate much wider ships.1 The country’s policy to attract investment was also reflected in 
historically low tax collections.  

4.      Government revenues have fallen during the period following the Global Financial 
Crisis (GFC), reflecting cyclical and structural forces (Figure 1.5). Tax and non-tax receipts 
contribute equally to Panama’s central government revenues, both accounting for about 10 percent 
of GDP. Non-tax collections include social security contributions (SSC) (about 6.0 percent of GDP) 
and contributions from the Panama Canal Authority (about 3.5 percent of GDP). These receipts fell 
steadily until 2016 despite the expansion of the canal, due to the slowdown in global trade (Figure 
1.4); and revenue from most taxes also declined (Figure 1.6). After the GFC, tax buoyancy—a 
measure of responsiveness of revenue mobilization to economic activity—has on average remained 
below unity, as tax collection has failed to keep-up with growth (Figure 1.7)2 

 
1 https://www.imf.org/en/News/Articles/2021/11/17/na111821-panamas-story-of-convergence. 
2 The only exception was 2012 due to a tax reform that, among other measures, increased the rate of some excises 
and the ITBMS (the Panamanian VAT) rate by 2 percentage points. 
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