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Canal strike weighs on growth

*
General Information *
GDP USD36.253bn (World ranking 88, World Bank 2012)
Population 3.8 million (World ranking 129, World Bank 2012)
Form of state Constitutional Democracy s
Head of government  Juan Carlos VARELA (PP) %
Next elections 2019, presidential and legislative
Strengths Weaknesses
A Trade hub through Panama Canal and large Colon A Disparity of incomes between Canal zone and rest of country
free trade zone where poverty levels are high
A International banking centre/regional financial hub A Large current account deficit, though strong FDI flows
A Strong economic growth A Vulnerability to external shocks (global trade and financial
A USD as currency links)
A Moderate fiscal deficit A Moderately high debt ratios
A Above average business environment A Rule of Law and control of corruption are below average
A Durable, democratic political system in past 20 years
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Economic Structure

GDP breakdown (% of total, 2011) Trade structure (% of total, 2011)
By destination / origin

4% 4% 6% Venezuela 16% 1 23% Japan
United States 16% 2 23% China
A2% 7% Ecuador 10% 3 18% Singapore
Colombia 7% 4 13% United States
v Guatemala 4% 5 6% Korea, Republic of
18%
v By product
Exports (% of total) Rank Imports (% of total)
lAgri.cuIturg,_hunting,forestry, fishing Medicinal  and  pharmaceutical 23% 1 31% Other transport equipment
= Mining, Utilities products
® Manufacturing Articles of apparel & clothing 9% ) 13% Petroleum, petroleum
m Construction accessories products and related materials
= Wholesale, retail trade, restaurants and hotels  petroleum, petroleum products and % 3 7% Oraanic chemical
Transport, storage and communication related materials rganic chemicas
. Other transport equipment 7% 4 7% Articles of apparel & clothlpg
Sources: Chelem, UnctadStat, IHS Global Insight, Euler Hermes accessories
) Footwear 5% 5 6% Medicinal and pharmacegticil
Economic Forecast products
2010 2011 2012 2013 2014f 2015f
GDP growth (% change) 7.7 10.6 10.7 8.5 6.8 6.5
Inflation (%, end-year) 4.9 6.3 4.6 3.7 3.8 3.7
Fiscal balance (% of GDP) -1.9 -2.1 -1.5 -3.0 -3.0 -3.0
Public debt (% of GDP) 44.1 43.8 42.6 41.3 40.0 39.0
Current account (% of GDP) -10.2 -16.2 -10.2 -11.4 -11.0 -10.0
External debt (% of GDP) 42.1 40.2 34.2 36.3 36.7 37.0
Source: IHS Global Insight, national sources, Euler Hermes
Economic Growth
Despite a slowdown, growth to remain GDP growth (y/y, 4 qtrs cumulated)
among the highest in the region
14% -
Panama's economic performance has been above the
region average over the past 12 years. The country’s 12% -
economy fully benefits from the canal activity, the Colon .
free zone trade and its role as an international banking 10% 1
center and a regional financial hub. However, due to its 8%
openness to the international environment, Panama
appears as highly vulnerable to external shocks, 6%
particularly those emanating from the U.S. However, it is
to be noted that generally sound policies have 4%
underpinned a good degree of resilience to the 2008- 29
2009 global crisis. !
0%
Real GDP expanded by +8.5% in 2013 after +10.7% in 2
2012, mainly on the back of a weakening in the Colon 2% P
free zone activity and a decline in Canal traffic. The 49, anama
. . . o === |_atin America
mining and the construction sectors were important .
. . . e Brazil
drivers of the economy in 2013, as the expansion of the -6% —— Mexico
Canal and large infrastructure projects are underway.
However, EH expects real activity to continue to -8%
slowdown in upcoming quarters as a consequence of o 0z 04 06 08 10 12 14

the strike conducted in April which halted the Canal
expansion for several weeks and delayed the expected
completion of the project to H2 2016 (a year later than
the initial schedule). All in all, EH expects real GDP to
grow by +6.8% in 2014 and by +6.5% in 2015, still
among the highest paces in the region.

Sources: IHS Global Insight, Euler Hermes
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Economic Policies

The use of the USD as currency anchors
consumer prices

The U.S. dollar is the country's legal currency. As a result,
Panama does not have an independent monetary policy,
central bank or a lender-of-last resort. However, it is to be
noted that enough liquidity was provided to the banking
system during the 2008-2009 crisis thanks to strong
foreign capital inflows and to the revenues from the Canal
and Colon free zone activity.

The use of the USD acts as an anchor for consumer prices.
After a surge in inflation in 2010-2011 as a consequence
of the rise in energy and food prices, the inflation rate has
steadily diminished. Consumer prices expanded by
+3.5%y/y in April, against +7% y/y in November 2011. EH
expects inflationary pressures to remain under control in
upcoming months (below 4% y/y in 2014-2015).

Sound public finance framework

The budget operates within the framework of a Social and
Fiscal Responsibility Law, which sets a target for the fiscal
deficit every year. Moreover, in 2012 a Sovereign Wealth
Fund was created in order to introduce a stabilization
mechanism for emergencies and economic slowdowns
and to provide a long-term savings instrument. Starting in
2015 yearly contributions of the Panama Canal Authority
above 3.5% of GDP will have to be transferred to the fund.
Although the Law and the Fund add to medium-term
stability, there have been frequent changes to the
parameters, including an earlier start than 2015 for
withdrawals from the fund.

The fiscal deficit widened in 2013 to -3% of GDP, slightly
above the Social and Fiscal Responsibility Target (SFRT)
which was set at -2.8% for 2013. However, this
deterioration is not a major concern as the deficit
narrowing in 2012 was a consequence of the tax reform,
which boosted revenues exceptionally.

EH expects the fiscal deficit to remain at -3% of GDP in
2014 and 2015, close to the SFRT target (-2.7%). This
might allow the public debt-to-GDP ratio to continue to
diminish, albeit at a more moderate pace.

Unexpected outcome in presidential elections

Vice-President Juan Carlos Varela (Panamenista party)
won the presidential election held in May, with
approximately 39% of the vote. He outdistanced José
Domingo Arias (Democratic Change party, 32%), the
former President Martinelli's preferred choice and the
favorite to win in most pre-election surveys. Even so, Arias’
party won the most seats (30) in the 71-member National
Assembly, compared with 12 for Varela's party.

Despite the outcome of the presidential elections, the
main lines of economic policy are likely to continue. The
new president is committed to maintain high economic
growth, lower public debt and reduce inequalities and
poverty. He also made the completion of the Panama
Canal's expansion one of his top priorities, in order to
strengthen the country's role as a financial and
transportation hub. Moreover, the new government could
improve bilateral relations with Venezuela (which is a
major trade partner, especially for the free-trade zone
exports), as that country decided to suspend debt
repayments owed to Panama since March, causing a
rupture in diplomatic ties.
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Fiscal balance (% of GDP)

2010 20M 2012 2013 2014f  2015f

Sources: ECB, Euler Hermes

Public debt (% of GDP)

2010 20M 2012 2013 2014f  2015f

Sources: IHS Global Insight, Euler Hermes




External Sector

Current account deficit will remain wide, but
external vulnerability is under control

The trade balance deteriorated sharply in 2013, widened
by imports of goods associated with spending on the
Canal expansion and ongoing infrastructure projects.
Moreover, the free-trade-zone surplus decreased, mainly
on the back of less re-exports to Venezuela (rupture in
diplomatic ties) and Colombia, which implemented
protectionist measures. All in all, the current account
deficit widened to -11.4% of GDP in 2014, and, despite a
slight decrease, is expected to remain large in 2014 and
2015.

However, external vulnerability remains under control.
On the one hand, the widening of the current account
deficit is not a major concern as we expect the latter to
steadily diminish as of 2016-2017, as the Canal expansion
and the infrastructure projects are concluded. Moreover,
the current account deficit (-USD4.8 billion in 2013) will
continue to be almost entirely covered by FDI inflows
(USD7.7 billion in 2013, which represents around 97% of
the current account deficit), which have more than
tripled since the nadir in 2009 during the global financial
crisis.

The widenini of the current account deficit miiht cause a
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