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For the past decade, Panama’s economy has been roar ing. With GDP 
growth averag ing 8.24 percent from 2003 to 2013, Panama’s economy 
looked more l ike that of the so-cal led East Asian Tigers than many of 
its neighbors, part icularly to the north, and the comparison to Asia 
does not end there. As the government moves to widen the Panama 
Canal to accommodate wider shiploads and makes massive invest-
ments in infrastructure, including ports and the f irst-ever subway in 
the capita l city, Panamanian author it ies have proclaimed that they 
want to be the Singapore of the Western Hemisphere—the reg ion’s 
main log ist ica l hub.

While in terms of investment out lays, growth of the f inancia l sector 
and overal l GDP growth, that ambit ious goal certainly seems possible, 
the quest ion is whether pol it ics—and in part icular corrupt ion—wil l 
ult imately drag down a country that on the sur face, at least, seemed 
to be doing a l l the r ight things.

President Juan Carlos Varela, elected on May 4, seems intent to try to 
turn the page on the corrupt ion, cronyism and autocracy that marked 
the term of his predecessor, Ricardo Mart inel l i, as it has much of 
Panama’s history since its U.S.-sparked independence from Colombia 
in 1903. Indeed, the elect ion that unexpectedly gave Varela the presi-
dency became a referendum on the nepot ism of the Mart inel l i ad-
ministrat ion. Mart inel l i’s handpicked successor, Jose Domingo Arias, 
ran with then-First Lady Marta Linares de Mart inel l i as his running 
mate under the governing Democrat ic Change (CD) party, opposed 
by Varela and the minor Panamenista Party (PPA) in coal it ion with 
a number of smal l part ies grouped together under the banner The 
People First (EPP).

Even just a month before the May elect ion, Varela—who had been 
v ice president under Mart inel l i, but was ef fect ively pushed out as the 
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president jockeyed to run for a second t ime—was a long shot. But 
Mart inel l i’s ham-handed attempts to retain power, a long with the 
mount ing examples of col lusion between the state and the pr ivate sec-
tor—the latter including many members of Mart inel l i’s family—in the 
awarding of lucrat ive construct ion contracts, fueled a reject ion of the 
Mart inel l i cronies’ attempt to cl ing to power. At the same t ime, Pana-
ma’s largest party, the Revolut ionary Democrat ic Party (PRD), was in 
disarray after losing in 2009 to Mart inel l i. While running second in 
the months before elect ion day, the PRD eventual ly fel l to third with 
28 percent of the vote.

A clever socia l media campaign—featur ing, among other things, 
YouTube v ideos of merengue and sa lsa songs mocking Arias and the 
tact ics of the Mart inel l i inner circle—stoked popular indignat ion and 
contr ibuted to an unprecedented turnout of over 75 percent of reg is-
tered voters that pushed Varela past Ar ias to an eventual eight-point 
win. A long with Varela’s unexpected v ictory, the PPA also won the 
mayoralty of Panama City over the PRD and the CD incumbent.

During the campaign, Varela promised to launch independent inves-
t igat ions into a l legat ions of corrupt ion under the government. Those 
promises, whi le inspir ing fear among Mart inel l i’s inner circle, a lso 
inspired voters.

Since being elected, Varela has made good on his promises. He has 
revoked 355 president ia l pardons issued under the Mart inel l i ad-
ministrat ion; prodded the electoral tr ibune to invest igate charges of 
campaign abuse by dozens of state agencies in favor of the incumbent 
party; and appointed ant i-corrupt ion prosecutor Lorena Lozano 
Coronel. Only months after her appointment, Lonzano launched an 
invest igat ion into a l leged abuses in the government’s Nat ional Assis-
tance Program (PAN); sent a case in September to the Supreme Court 
over former Labor Minister A lma Cortes’ irregular expenses on a tr ip 
to Geneva; and opened an invest igat ion into a l leged br ibes that may 
have passed from Ita l ian contractors for the Panama Canal expansion 
to members of Mart inel l i’s government, including Mart inel l i himself.

But as exper ience has shown in other countr ies, truly root ing out and 
ending a legacy of corrupt ion beyond just one discredited administra-

W
PR

 F
EA

TU
R

E

http://www.as-coa.org/blogs/2014-election-blog-juan-carlos-varela-declared-next-president-panama
http://www.economist.com/news/americas/21601829-surprise-winner-promises-sweep-panamanian-politics-clean-towers-and-powers
http://www.economist.com/news/americas/21601829-surprise-winner-promises-sweep-panamanian-politics-clean-towers-and-powers


5
WPR | LATIN AMERICAN TIGER: CAN PANAMA GET EXPANSION RIGHT? 2014

t ion is a dif f icult task. In the case of Panama, the current government 
must address not only the big-t icket per f idy and personal ism of its 
predecessor, but a history of publ ic rent-seek ing and weak inst itu-
t ions. As Varela r ides the wave of reject ion of the past government, 
it is relat ively easy to target and prosecute high-level v iolators. The 
quest ion is whether the government can tack le the broader permissive 
environment in the publ ic and pr ivate sectors that has a l lowed corrup-
t ion to f lour ish, and whether Panama can bui ld strong, independent 
inst itut ions, especia l ly the judiciary. Those are long-term ef forts and 
pol icies that must extend beyond pol it ica l vendettas and the term of 
one administrat ion.

The Good Years

Given the years of economic expansion preceding and dur ing the 
Mart inel l i administrat ion, Panamanian voters’ ant i-incumbent reac-
t ion may come as a surpr ise. Panama’s torr id economic growth began 
short ly after the U.S. invasion removed Manuel Noriega in 1989, 
jumping from -13.4 percent under Noriega to 1.6 percent in 1989 to 
8.1 percent in 1990. The Panama Canal, which this year celebrates its 
centennial, has a lways been a keystone of the country’s economy and 
t ied it closely to the United States, to the point that the U.S. dol lar is 
the de facto currency over the of f icia l nat ional currency, the balbao.

That economic, pol it ica l, f inancia l and personal proximity between 
the two countr ies cont inued after 1999, when the U.S. turned over 
ownership of the canal to the Panamanian government.  Today, the 
canal, through which $270 bi l l ion in goods passes every year, is man-
aged by the independent Panama Canal Author ity (ACP).

The treaty passing the canal to Panama was signed in 1977 between 
then-U.S. President Jimmy Carter and the commander of Panama’s 
Nat ional Guard, Gen. Omar Torr ijos. At the t ime, U.S. conservat ives 
sounded al l sorts of a larms, claiming that the eventual turnover would 
lead to the deter iorat ion of the canal’s infrastructure and to the Chi-
nese gaining control over the a l l-important marit ime l ink between the 
At lant ic and Pacif ic Oceans.

None of those fears came to pass. After the myster ious death of Tor-
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r ijos in a plane crash, his protege, Gen. Manuel Noriega, took power 
and served both as an informant for the CIA and as a broker for drug 
smugglers and money launderers. As ev idence mounted that Noriega 
was in cahoots with narcot ics traf f ickers, his attempt to steal upcom-
ing elect ions brought the ful l force of the U.S. Army against him. The 
U.S. invaded Panama, arrested Noriega and sent him to stand tr ia l 
in F lor ida before two federal grand jur ies. Found gui lty of drug traf-
f ick ing, racketeer ing and money launder ing, Noriega was sentenced 
in 1992 to 40 years in ja i l, making him the f irst foreign leader ever 
convicted on cr iminal charges in the U.S. In 2010, he was extradited 
to France, where he was convicted again for money launder ing and 
sentenced to a seven-year pr ison term, but served only a year before 
being extradited, once more, to Panama on murder charges.

After a relat ively br ief occupat ion, the U.S. turned the country back 
to the Panamanian government, whi le cont inuing to of fer development 
assistance and helping in the reorganizat ion and strengthening of the 
electoral counci l. Since that t ime, six presidents have been elected 
from an array of part ies, most ly on the left , including the son of Omar 
Torr ijos, Mart in Torr ijos. There is a ban on consecut ive re-elect ion 
of presidents, and Panamanians have shown a dist inct distaste for 
re-elect ing an incumbent party for a second term. Thus, whi le the loss 
of the Mart inel l i t icket and Varela’s come-from-behind v ictory after 
record years of economic growth may have come as a surpr ise, the 
scenar io was understandable g iven Panama’s recent pol it ica l history.

Pol it ica l stabi l ity in the post-Noriega per iod, combined with the 
pro-market or ientat ion by the governments that fol lowed and pol icy 
consistency across them—an unfortunate rar ity in the reg ion—soon 
brought economic growth to the isthmus nat ion. In the 10 years after 
Noriega was sent pack ing to a Miami pr ison, GDP growth averaged 
3.2 percent. That was complemented by a host of other reforms in-
tended to boost investment, make the famously opaque f inancia l sys-
tem more transparent, guarantee property r ights, and l ink the country 
to the global economy.

Panama’s f irst female president, Mireya Moscoso, and later Mart inel l i 
negot iated and signed a 2009 treaty with Mexico on double taxat ion 
and informat ion-shar ing—the f irst step in reversing the Organizat ion 
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for Economic Cooperat ion and Development’s label ing of the country 
as a tax haven for its lack of transparency and nominal taxes. To 
meet the condit ions for Panama’s free trade agreement (FTA) with the 
U.S., the government a lso adopted a set of other reforms to improve 
the regulatory environment and the banking sector. At the same t ime, 
Panama embarked on free trade discussions with Canada, Taiwan and 
Singapore. The U.S.-Panama FTA, long delayed thanks to the U.S. 
Congress, was signed into law in October 2011.

Mart inel l i’s elect ion in 2009 was seen as a conf irmat ion and consol i-
dat ion of the country’s pro-business, orthodox economic or ientat ion. A 
bi l l ionaire supermarket magnet of Panama’s grocery store chain Super 
99, Mart inel l i ran as an independent business candidate, in coal it ion 
with the Panamenista Party. In contrast to his predecessors, Moscoso 
of the PPA and Mart in Torr ijos of the Democrat ic Revolut ionary 
Party, Mart inel l i was seen as a pol it ica l outsider. His campaign was 
largely sel f-bankrol led, generat ing hope that he would be free of 
“pol it ics as usual,” but a lso concern that he signaled a new era of 
purchased pol it ics.

Once elected, Mart inel l i brought into government a crop of business 
leaders and close associates and bet big on infrastructure investment 
as the trampol ine for Panama to jump to a new phase in its develop-
ment and part icipat ion in the global economy. The capstone to a l l of 
this was the plan to expand the Panama Canal.

A Man, a Plan, a Canal—Panama

Orig inal ly discussed under the Torr ijos administrat ion, Mart inel l i’s 
plan was to widen the Panama Canal to double its capacity, permit-
t ing larger ships to pass through. Where the exist ing arrangement 
only a l lowed for ships that were capable of holding 5,000 containers, 
or 20 -foot equivalent units (TEU), the expansion would a l low for ships 
carry ing over 12,000 TEU to pass through the country’s three-stor ied 
locks between the Pacif ic and the At lant ic.

The publ ic investment at the t ime seemed both bold—with an or ig i-
nal ly est imated pr ice tag of $3.2 bi l l ion—and forward-look ing, g iven 
the r ise of China and Asia in the global economy and the increased 
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f low of trade between the Western and Eastern Hemispheres. A lready, 
however, Panama was beg inning to lose share of trans-oceanic mari-
t ime traf f ic to the Suez Canal, which, because it has no locks, can 
take larger ships. The Suez had seen its east-west traf f ic increase from 
a 30 percent share to 42 percent in the past four years.

But was the plan sensible? Despite the apparent log ic of updat ing a 
100-year-old canal to accommodate modern ships, the truth was that 
most of the ports to Panama’s east were not ready to accommodate 
them. Since the announcement, the U.S. ports of Balt imore, Charles-
ton, Miami and Tampa, among others, have scrambled to upgrade for 
the new big draft ships that could soon pass through the canal.

While it was reasonable—laudable even—that Panama should lead 
the way for marit ime commerce, the economics of the expansion were 
far from clear. According to an art icle in Americas Quarterly, after 
the expansion of the canal, shipping goods by rai l or truck across the 
cont inental U.S. wi l l remain a faster and more cost-ef fect ive means of 
gett ing products to markets and consumers. Moreover, shipping goods 
from coast to coast by rai l rather than through the canal is a lso bet-
ter in terms of carbon dioxide emissions. According to the Americas 
Quarterly art icle, the route from a U.S. West Coast port v ia rai l for 
inland distr ibut ion emits only two-thirds as much carbon as a tr ip 
through the Panama Canal to an East Coast port.

Nevertheless, the plan had no shortage of f inancia l backers, in part 
because of the guarantee of the independent canal author ity, the ACP, 
which investors bel ieved isolated the project from pol it ics and patron-
age. As a result, when bonds to support the project went on sa le, in-
vestors snapped them up in record t ime. The contract for the massive 
infrastructural overhaul was awarded to the internat ional consort ium 
United Group for the Canal (GUPC), made up of members in Spain, 
Ita ly, Belg ium, Panama, the U.S. and the Netherlands. A French com-
pany was a lso contracted to bui ld a model of the expanded canal to 
test its eng ineer ing.

The expansion work focused on the construct ion and excavat ion of 
new locks, as wel l as improving the exist ing route and its depend-
abi l ity and water supply. At the close of 2010, the canal expansion 
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was running smoothly, with 19 percent of work complete. But by 2011, 
warning signs had already started to appear. Worr ies of drought 
threatened the passing of bigger ships through the canal; a new Nica-
raguan inter-oceanic canal posed potent ia l compet it ion; and, worst of 
a l l, costs skyrocketed from init ia l project ions.

So far, the project ions for the cost of the expansion have swol len to 
more than $5.2 bi l l ion, with some est imates as high as $5.5 bi l l ion, 
against the or ig inal $3.2 bi l l ion. The opening date has shifted from 
October 2014 to early 2016. The cost overruns and delays led to a 
conf l ict earl ier this year between the Panamanian government and 
the Spanish-based construct ion company and main contractor, Sacyr, 
which the government accused of overbi l l ing and fai lure to meet tar-
get del ivery dates.

With Sacyr and Ita ly’s Impreg i lo demanding that the ACP foot the 
cost for the product ion pr ice increase, workers from the consort ium 
threatened to cease construct ion unless they were paid. Negot iat ions 
put 10,000 jobs at r isk for nearly a month unt i l an agreement was 
reached, with the ACP paying a port ion of $36.8 mil l ion in return for 
an immediate recommencement of construct ion. A second workers’ 
str ike on Apri l 23 brought infrastructure product ion, including the 
canal expansion, to a halt, persist ing for two weeks before an agree-
ment was reached.

Many people bel ieved that these cost overruns and ta les of govern-
ment k ickbacks were just the t ip of the iceberg: Big-t icket corrupt ion 
l inked to the canal expansion and the investment boost around infra-
structure were only a ref lect ion of a larger pattern. Rumors persisted 
of malfeasance in smal l projects and personal enr ichment or prof l igate 
spending of the publ ic budget across the government. What made the 
swirl of a l legat ions around the canal contracts more shock ing was 
that they were in relat ion to the ACP, which had histor ical ly been 
respected for its independence and integr ity, and around a project that 
the world was watching closely.

The Whiff of Corruption and the Wikileak of Conspiracy

The revelat ions around the Panama Canal f it a larger pattern of 
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patronage, lack of transparency and malfeasance that was a lready 
raising concerns in Panama. The $20 bi l l ion spurt of infrastructure 
investment dur ing the f ive years of Mart inel l i’s term, whi le v isible in 
the cranes crowding out Panama City’s skyl ine, appeared increasingly 
to be going to relat ives and business associates. Contracts for publ ic 
works projects such as park ing lots and highways were awarded with 
l it t le compet it ion.

At the same t ime, a l legat ions of nepot ism ran high. Revelat ions in 
early 2014 that A lvaro A leman Healy, the minister of the presidency, 
had contracted his nephew for an undisclosed job provoked the neph-
ew’s resignat ion. It fol lowed simi lar stor ies that had emerged earl ier: 
Milton Henrique, the minister of government, had hired his sister-in-
law, F lor ita Cinigl io, and Jorge Barakat, the director of the Marit ime 
Author ity of Panama (AMP), was in v iolat ion of civ i l serv ice laws dat-
ing back to 2004. At the same t ime, Mart inel l i ran roughshod over the 
judiciary, leading internat ional organizat ions to raise concerns about 
Panama’s inst itut ions. The World Economic Forum’s 2013-2014 Global 
Compet it iveness Report noted that among the chal lenges Panama 
faced were “strengthening the funct ioning of its inst itut ions, f ight ing 
corrupt ion and cr ime. . . and the independence of the judiciary sys-
tem.”

Accusat ions that Mart inel l i and his crew were spy ing on and target ing 
pol it ica l opponents were a lso common. The persistent rumors about 
Mart inel l i’s pract ices and U.S. concerns—part icularly as Panama 
pushed the U.S. Congress to approve the FTA—came to l ight in 2012 
as a result of informat ion released by the ant i-secrecy organizat ion 
Wik i leaks. Among the pages of classi f ied cables was a note from the 
U.S. embassy expressing concerns over growing ev idence that the 
government was spy ing on opponents and consol idat ing power.

One of the targets of Mart inel l i’s Machiavel l ian maneuver ings was 
his own v ice president. It was no secret that Varela hoped to succeed 
Mart inel l i, an ambit ion that at f irst seemed possible g iven the restr ic-
t ions on re-elect ion and Varela’s stronger pol it ica l connect ions. But 
it soon became clear that Mart inel l i not only was loath to share the 
pol it ica l l imel ight, but a lso that he had bigger plans for himself in 
power. In August of 2011, Varela left of f ice.
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Other defect ions soon fol lowed, beg inning with Finance Minister 
A lberto Val lar ino, as wel l as the ambassador to the U.S., Jaime A le-
man; the ambassador to Spain, A lvaro Tomas; the ambassador to the 
United Kingdom, Gilberto Arias; the director-general of the Foreign 
Ministry, Manuela Gal indo; and Varela’s assistants Raul Sandoval 
and Rafael F lores.

By the t ime the 2014 president ia l elect ions came, Mart inel l i found 
himself part icularly isolated, his plans to stand for re-elect ion having 
fai led and his coal it ion spl inter ing. To prolong his power and protect 
himself against growing cal ls for invest igat ion of a l legat ions of cor-
rupt ion under his rule, the president hand-picked Jose Domingo Arias 
to run as the CD’s candidate and placed his wife as the v ice presiden-
t ia l candidate.

At the t ime, g iven the weakness of Panama’s largest party, the PRD—
and the country’s economic success, even in the shadow of corrupt ion 
and nepot ism—Mart inel l i’s puppet t icket seemed l ike a shoe-in.

The Next Step: Economic Growth and Uncertain Politics

In the f ive years of Mart inel l i’s term, the Panamanian economy did 
wel l even measured against the growth rates of its larger neighbors to 
the south, such as Colombia and Brazi l. Between 2009 and 2013, the 
economy grew on average by 6 percent.

The approval of the U.S. bi lateral FTA was a lso seen as a feather in 
Mart inel l i’s cap.  Negot iat ions for the agreement started under the 
Moscoso administrat ion, were signed in June 2007 and approved by 
the Panamanian Nat ional Assembly a month later, but did not receive 
approval from the U.S. Congress unt i l October 2011 and did not take 
ef fect for another year.

As a result of the agreement, Panamanian goods wi l l now be able to 
enter into the U.S. tar i f f-free, and Panama’s wel l-developed—and now 
much-more-transparent—f inancial system wi l l be more closely t ied 
to the economic behemoth to the north. The U.S. a lso wi l l benef it 
signif icant ly from the agreement, gaining access to the Panamanian 
serv ices market in addit ion to geographic advantages, as a lmost 10 
percent of U.S. internat ional trade passes through the canal.
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In this l ight, Varela’s elect ion is a l l the more surpr ising and poten-
t ia l ly posit ive. The Panamenista Party—the oldest operat ing party in 
the country—had been a relat ively minor player in Panama’s electoral 
landscape unt i l Varela brought in const ituencies disaf fected with Mar-
t inel l i’s government and management style.

While Varela’s coal it ion, El Pueblo Pr imero, managed to surpr ise by 
winning the presidency and the mayoralty of Panama City, it d id less 
wel l in Panama’s unicameral leg islature. His coal it ion won only 12 
seats in the 71-seat chamber, whi le Mart inel l i’s a l l iance scooped up 
30. As a result, Varela’s parl iamentary fact ion formed an al l iance with 
the PRD, which had won 25 seats, to help it govern. Nevertheless, 
internal elect ions within the PRD—which led to the resignat ion of its 
defeated president ia l candidate Juan Carlos Navarro—have thrown 
the future of the pact into doubt. Now the quest ion is how Varela wi l l 
be able to maintain the a l l iance to govern in the nat ional congress.

At the same t ime, Varela has sought to make his Cabinet inclusive. 
Members include Dr. Jul io Santamaria, who served under Mart inel l i 
and now serves as the minister of health; exper ienced PPA technocrat 
Dulcidio de la Guardia as economy and f inance minister; as wel l as 
other prominent members of the party, including the minister of trade 
and industry, Mel iton Arrocha, who had served in prev ious govern-
ments.

During his campaign and after his July 1 inaugurat ion, Varela has 
emphasized f ight ing inf lat ion, and improving cit izen secur ity—with 
the promise of an “ iron f ist”—and socia l inclusion as pr ior it ies for his 
administrat ion. At the same, t ime, he has to balance these against the 
leg it imate gains of his pol it ica l r ival and predecessor, Mart inel l i. To 
that end, Varela has stated that he wi l l cont inue spending $3 bi l l ion 
a year on publ ic investment and sustain the country’s 7 percent GDP 
growth rate.

One of his most pressing issues, g iven how he came to power, is root-
ing out and prosecut ing corrupt ion, not just from the past govern-
ment but a lso within the state general ly. According to Transparency 
Internat ional’s annual corrupt ion survey, in 2013 Panama ranked 102 
among 177 countr ies in terms of percept ions of corrupt ion, hav ing 
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dropped 19 places in just one year.  Certainly, the ef forts to establ ish 
an independent commission to invest igate and prosecute corrupt ion 
from the past government are a step in the r ight direct ion. However, 
there remains the quest ion of whether a pol it ica l ly weak party wi l l 
have the wherewithal to pursue of f icia ls ident i f ied as corrupt, es-
pecia l ly when that may implicate a l l ies of the Panamenista party or 
elements of the pol it ica l system—including its congressional PRD 
al l ies—that it wi l l need to govern. There was no greater ev idence of 
the overlapping, compet ing loyalt ies than the revelat ion that the man 
named by Varela to manage the notor iously corrupt Nat ional Assis-
tance Program (PAN), Rafael Stanziola, would have to audit his sister 
Jul issa, who had been a high-level of f icia l in the PAN under a past 
d irector.

There is a lso the matter of the complet ion of the canal. The benef its 
of the marit ime upgrade wi l l depend on both the ongoing f lows of 
east-west commerce as wel l as structural reforms and the cont inued 
f low of investments by the government, which are meant to establ ish 
Panama as the log ist ical hub that Mart inel l i aspired it to be. Cer-
tainly, the decl ine in China’s once seemingly unstoppable growth rates 
from 14.2 percent in 2007, just after the plans for canal expansion 
were announced, to the expected 7.6 percent today, doesn’t bode wel l 
for the traf f ic the government hinged its big plans on.

Similarly, there are pending reforms and investments required to 
place Panama front and center as the Singapore of Lat in America. 
Among those are streamlining customs pract ices, maintaining af ford-
able passage rates for the new post-Panamax ships passing through the 
canal, and attract ing pr ivate sector log ist ica l g iants.

At the same t ime, Panama faces compet it ion from within the reg ion. 
Its northern neighbor two countr ies over, Nicaragua, recent ly inked 
a deal to bui ld a canal across the country with the help of a Chinese 
company. The plan resurrects Nicaragua’s fa i led, pre-Panama Canal 
attempt, and quite frank ly—given quest ions about the credibi l ity of 
the Chinese backer, the competence and integr ity of Nicaragua’s San-
dinista government and the ser ious environmental and property-r ights 
concerns—it wi l l l ikely meet the same fate as prev ious attempts. There 
is a lso the Colombian government’s plan to bui ld a transcont inental 
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rai lroad across the country from the Caribbean port in Cartagena to 
the Pacif ic port in Buenaventura.

In a l l these cases, Panama’s investments clearly have the upper hand 
and the support of internat ional investors. Colombia’s proposal, in 
part icular, appeared to be more an ef fort to prod the U.S. to approve 
the then-pending Colombia-U.S. and Panama-U.S. FTAs. That said, 
there st i l l remains the quest ion of how prepared U.S. ports are to re-
ceive the larger ships that wi l l be able to pass through the new canal. 
While eastern seaboard ports have scrambled to keep up, the recent 
investment by Odebrecht in Cuba’s Port of Mariel have clearly upped 
the stakes. Should it come to ful l fruit ion, the Odebrecht Mariel up-
grade may convert Cuba into a hub for the hemisphere through which 
goods could be shipped to U.S. ports in the Gulf of Mexico and on the 
East Coast, as wel l as Europe. 

Unl ike other governments that come to power on a wave of popular 
disgust against the prev ious administrat ion, and thus with a l imited 
protest mandate rather than broad support for a specif ic pol icy agen-
da, Varela has an advantage: the canal. For a l l the chal lenges—in-
cluding the dubious potent ia l r ivals, China’s economic slowdown and 
the dif f icult ies in upgrading and bui lding cost-ef fect ive port faci l it ies 
in the U.S. to accommodate larger ships—the reg ion’s diversi f ied 
economy and global trade wi l l cont inue to make Panama a global hub.

Its posit ion wi l l be dramat ical ly strengthened should the planned 
Trans-Pacif ic Partnership (TPP) ever come to fruit ion. That arrange-
ment wi l l l ink up the economies of Mexico, Canada, the U.S., Chi le, 
Peru, Malaysia, Austral ia, New Zealand, Singapore, Brunei, Vietnam 
and Japan (potent ia l ly a long with South Korea), together represent ing 
40 percent of world GDP and one-third of global trade. It wi l l rep-
resent the largest trans-hemispher ic trade agreement in history, and 
Panama occupies the central passage between the two sides. Recent ly, 
unfortunately, the negot iat ions appear to be moving slowly. Despite 
U.S. President Barack Obama’s commitment to it , his refusal to renew 
fast-track author ity that would a l low him to force a straight up or 
down vote without amendments in Congress has taken some of the 
wind out of the sai ls of the negot iat ions.
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Growth and Inclusion

Varela’s other campaign plank was socia l inclusion. The theme has 
become a common one in Lat in American pol it ics; in many countr ies 
it signals the desire to combine market-fr iendly pol icies with targeted 
government programs to ensure that benef its from the economic gains 
of recent decades are widely distr ibuted, and that formerly underpr iv i-
leged const ituencies enjoy the pol it ica l protect ions needed to demand 
those benef its.

This promises to be dif f icult. Current ly, Panama ranks sixth in the 
reg ion in terms of the percentage of GDP spent on socia l programs, 
health and educat ion, t ied with Brazi l and fa l l ing short of the U.S., 
Costa Rica, Honduras, Argent ina and Colombia. It a lso scores within 
the bottom half of countr ies in the reg ion in terms of socia l inclusion, 
according to the Americas Quarterly Socia l Inclusion Index, coming 
in ninth among 17 countr ies. At the same t ime, Panama st i l l does 
not col lect internat ional ly recognized val id census or household data 
on basic measures such as enrol lment in secondary school, poverty 
rates or employment. Such numbers are essent ia l both for gaining a 
snapshot of the socia l inclusion needs of the country and for target ing 
socia l programs to Panamanians who lack access to basic publ ic and 
pr ivate goods.

While it may seem basic, the f irst step to secur ing Varela’s pledge to 
improve socia l inclusion wi l l require gather ing and report ing on these 
basic indicators of socio-economic development, part icularly as they 
relate to race and ethnicity in Panama’s famously diverse society. This 
goes beyond the potent ia l l imits of the administrat ion’s pol it ica l coal i-
t ion to the technical capacity of the state, as wel l as inherent biases in 
the socia l investment of the government.

At the same t ime, Varela has a lso promised to maintain the popular 
program he started as v ice president that prov ides Panamanians over 
70 years of age who do not have access to a pension with a monthly 
$100 st ipend. The “100-for-70” program had become a socia l assis-
tance pol icy, target ing a long-overlooked segment of the populat ion.

Nevertheless, increases in socia l programs, as wel l as sustained high 
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levels of publ ic investment in infrastructure, wi l l run the r isk of inf la-
t ionary pressures on the Panamanian economy. A lready, the president 
has pledged to ensure that basic foodstuf fs wi l l remain af fordable for 
the poor amid r ising pr ices, implement ing a system of pr ice controls 
under a program named “basic food for people.” But pr ice controls are 
only a short-term and r isky pal l iat ive.

The quest ion wi l l be i f this accidental president, as he’s been de-
scr ibed, wi l l have the congressional and popular support to embark on 
a much-needed program to root out and prosecute corrupt ion whi le 
meet ing expectat ions regarding economic growth and the need to 
contain inf lat ion. As much as Panama may publ icly aspire to be Sin-
gapore in terms of its reg ional and infrastructural posit ioning, mas-
sive publ ic corrupt ion and inf lat ion were never part of the Singapore 
model.

Conclusion

For a l l the corrupt ion-dr iven hangover from the early, heady days of 
the Panama Canal expansion, as wel l as the pol it ica l chal lenges of 
Varela’s popular mandate and demands for greater socia l inclusion, 
Panama maintains a number of advantages. For one, unl ike their 
counterparts in other countr ies, Panamanian voters have not fa l len 
for the easy charm and pocketbook attract ion of fast economic growth 
and incumbency. The surpr ise reject ion of Mart inel l i’s CD party dem-
onstrated a unique matur ity and pragmatism among Panama’s elec-
torate. That matur ity has brought a gent le pol icy course correct ion, 
reject ing the malfeasance and nepot ism of one administrat ion but not 
the pro-market pol icies that went with them.

Those pol icies have served Panama’s GDP and global posit ion wel l. 
Should global free trade receive a second wind through approval of 
the TPP or through the sudden—and unexpected—resurrect ion of 
World Trade Organizat ion ( WTO) ta lks, Panama wi l l be in a pr ime 
posit ion to take advantage. In the meant ime, the main quest ion 
wi l l be whether it can ef fect ively and honest ly divert the gains of its 
economic bonanza to targeted, transparent socia l programs that can 
increase socia l inclusion.
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Ult imately, root ing out and addressing corrupt ion wi l l remain a long-
term problem that wi l l last beyond Varela’s term and may exceed 
his l imited pol it ica l mandate and coal it ion in parl iament. How far 
Panama can go in tack l ing corrupt ion wi l l depend not just on Varela 
pursuing and prosecut ing those who abused of f ice before him, but on 
whether he can lay the foundat ions for a strong, independent judicia l 
system that would of fer accountabi l ity. Fortunately, Panama’s geo-
graphic assets and popular pragmatism may g ive Varela and his suc-
cessors the cushion to do that. □

Christopher Sabatini is Editor-in-Chief of Americas Quarterly and Senior Director of 
Policy at the Americas Society/Council of the Americas.

Rebecca Bintrim is Assistant Editor of Americas Quarterly and Policy Associate at the 
Americas Society/Council of the Americas.
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