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Tourism is one of Latin America’s fastest growing 
industries, outranking remittances and even drugs 
in many countries as a source of foreign exchange. 
But the impact of tourism on the poor and on the 
environment remains under debate. Certainly many 
suspect that tourism does more harm than good, 
damaging the environment and leaving the poor 
worse off while shipping profits overseas. But few 
have actually analyzed the impact of tourism on the 
economy of a developing country.  In this En Breve, 
Irina Klytchnikova and Paul Dorosh describe a study 
on the economic costs and benefits of tourism which 
they carried out as part of a Country Environmental 
Assessment in Panama. As a country marked by a 
“dual economy”, Panama shares with other Latin 
American countries a fast growing, modern urban 
sector side by side with impoverished rural and peri-
urban populations. Tourism has been growing in 
Panama and contributes somewhere between 6 and 
9 percent of GDP. More importantly, Klytchnikova 
and Dorosh found that as a sector, tourism has large 
multiplier effects on the Panamanian economy 
and  has the potential for significant benefits to the 
poor and to the environment. But tourism’s poverty 
benefits are neither automatic nor ubiquitous. 
They depend on where and how supply chains 
are structured and on the way tourists spend their 
money.

This “En Breve” presents the results of an assessment 
of the tourism sector based on a top-down model. 
The results bode well for tourism in Panama, and 
could be a model for analysis in other LAC countries.

Tourism is growing in Panama
and spreading out
 
Panama has traditionally been characterized by a dual 
economy with high inequality: (a) a rapidly growing 
urban sector based on exports and services from the 
Canal and its environs and on the provision of financial 
services; and (b) poor peri-urban and rural areas, where 
agriculture provides the main source of livelihood and 
poverty is high, especially in the indigenous areas. 
Almost 85 percent of the poor in Panama live in rural 
areas. Poverty rates in rural areas run two to three 
times higher than in urban areas. Among indigenous 
populations, poverty rates are twice as high as in 
non-indigenous rural areas and rising.  As one of the 
few alternatives to agriculture in rural areas, tourism 
offers an important source of income, as  identified by 
the 2008 Tourism Sector Master Plan for Panama and 
overlaid over the Poverty Map for Panama, below.

Historically oriented toward the service sector, Panama’s 
economy has recently experienced spectacular 
economic growth, averaging 7.5 percent annually 
during 2004–06 and bringing with it a construction 
boom, new opportunities in banking, service-provision 
and growing export markets. Tourism, which has 
long been a major source of export revenues and an 
important source of employment, has grown with the 
recent boom. The sector’s share in the total value of 
exported of goods and services rose from 13 percent in 
1999 to 20 percent in 2006 when annual expenditures 
by foreign tourists reached US$960 million, or 6 % 
of GDP. Panama boasts not only scenic vistas, vast 
biodiversity, rich cultural heritage but also shopping, 
entertainment, health treatments and, importantly, 
business. But adventure, coastal and ecotourism are 
gaining prominence. Of the 2.39 odd million visitors 
to Panama every year, about half are in transit and a 
quarter come for recreation. Panama is also becoming 
a popular destination for retirees from North America 
and Europe, contributing to the real estate boom in 
metropolitan Panama City, Bocas del Toro and Chiriqui. 
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Panama boasts many varieties of tourism...
overlapping a range of poverty levels

Note: District level poverty estimates generated with ENV 2003 and 2000 
Population Census data. Districts with darker shading have higher poverty 
rates (general poverty line). Source: Poverty mapping data by the Ministry 
of Economy and Finance, 2005; Tourism Masterplan, 2008: 220. jklkjlkjlkjlkjl 
k
In addition to business and health, tourism in Panama falls 
into three main areas: i) coastal (beach tourism and cruise 
ship tourism); ii) environmental (adventure and ecotourism 
in protected areas); and iii) retirees (retirement and second 
homes in Bocas del Toro, Chiriqui and along the coasts).  
Tourism certainly offers a potentially powerful means of 
reducing poverty and of preserving biodiversity and natural 
habitats in many locations through ecotourism services. But 
uncontrolled tourism development poses significant social 
and environmental risks. The study described here looks 
mainly at the first issue – and within that at  opportunities 
to generate income in rural areas.

Tourism could lead to poverty reduction
and growth in rural areas

From the macroeconomic perspective tourism is clearly 
an important source of economic growth in Panama. 
However, its impact on the local economy and people at 
the destination level is unclear. Global experience reveals 
that tourism can have significant direct benefits at the local 
level by generating employment and improving wages, 
and several indirect effects such as stimulating growth in 
tourism-related activities such as services, transportation, 
and handicrafts. On the flip side, many of these benefits 
may accrue to people and factors of production outside 
of the region. This “leakage” of benefits increases when 
hotels and other tourism establishments hire non-local 
labor and use other inputs, including agricultural products, 
which originate outside the region. Tourism’s economic 
benefits to the poor appear not to depend as much on 
the type of tourism, but on how the tourism economy is 
structured: the way supply chains work, how far backward 
and forward linkages extend into the economy and reach 
the poor, and how tourists spend their money. In rural 
Panama, agriculture contributes between around 10 and 
20 percent of total household income, and close to a third 
of total income in indigenous areas. Insofar as it creates 
new employment opportunities and thus impacts wage 

levels, tourism could have a significant impact on local rural 
economies, benefitting poor and indigenous communities 
in particular. But assessing and quantifying the economic 
impacts of tourism development is not straightforward 
because of the wide range of activities associated with 
growth in this sector and because of the difficulty in 
defining the tourism industry. 
 
Tourism revenues go beyond hotel operators and 
employees, tour operators, restaurateurs and shop-workers 
who sell goods and services to tourists. Tourist expenditures 
typically extend, at least in part, to local goods and services, 
further raising output and incomes. To the extent that local 
goods and services are elastic in supply (i.e., the available 
goods and services will increase with price) and can thus 
expand as demand grows, the multiplier effects of tourism 
(or increases in other sector outputs) can be substantial. 
The total impact of tourism on income generation and 
distribution depends on more than just the direct spending 
by tourists on various commodities and services. Similarly 
poverty reduction impacts go beyond the employment 
and income generated by direct contacts with tourists as 
a function of multiplier effects of other sectors on output. 
It then follows that the ultimate distribution of incremental 
revenues from increased production to household groups 
(poor and non-poor) also varies with several additional 
factors (labor and capital). These multiplier effects are 
particularly important for spreading the benefits of 
Panama’s tourism industry to the poor, as only a fraction of 
the poor have direct contact with tourists.

Findings confirm the tourism sector’s high 
potential to benefit Panama’s economy
and its poor

The multiplier effects of tourism revenues (and growth 
in outputs of other sectors) have been estimated in the 
Panama Country Environmental Analysis using a semi-
input-output (SIO) model of Panama’s economy. In the SIO 
model, output of some sectors, typically those producing 
tradable goods, is assumed to be fixed (completely 
inelastic), and does not expand in response to increases 
in demand.  For these products, increased demand results 
in increased net imports. For elastically supplied products, 
however, increased demand is assumed to induce increases 
in output.  

The data base for the model is a Social Accounting Matrix 
(SAM) for Panama for 2003 which describes the input-
output structure of production, the distribution of earnings 
of labor and capital to various household groups, and 
patterns of spending. In order to enable the simulation 
of distributional effects of policy, the SAM includes nine 
productive factors (four types of labor, agricultural land, 
and four types of capital) along with eight household 
groups (urban poor and non-poor, rural poor and non-
poor for each of four regions Panama City and Canal Zone, 
Bocas del Toro, Chiriqui and Other Panama) defined using 
household survey data. 
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Table 1 - Multiplier Effect of Various Sectors

National Bocas del Toro Chiriqui

Canal 1.64 1.66 1.63

Zone Colon 1.42 1.42 1.42

Maize 1.41 1.46 1.37

Fruit 2.02 2.07 1.98

Shellfish 2.23 2.28 2.19

Other Ag. Exportables 2.18 2.23 2.15

Mining 1.55 1.56 1.55

Textiles 1.30 1.31 1.29

Tourism 2.87 2.90 2.84

The multiplier for the tourism industry (hotels and 
restaurants) is the largest of all the sectors: an additional 
US$1 in value added (approximately US$2.80 in total 
tourism spending) results in a total US$2.87 in total 
incomes. This large multiplier is due to strong backward 
linkages in terms of demand for local food products as well 
as forward linkages of household spending.

Table 2 - Panama - Multiplier Effects of Tourism

National Bocas del Toro Chiriqui

Output Multiplier 1.03 1.04 1.02

Value Added Mulriplier 2.87 2.90 2.84

HH Income Gain / Value Added Shock

All Households 1.62 1.63 1.60

Income Share of Households 56.4% 56.1% 56.4%

% Change Household Income

Urban Poor - 7.1% 1.3%

Urban Non-Poor - 6.3% 1.1%

Rural Poor - 8.2% 1.1%

Rural Non-Poor - 7.9% 1.6%

Share of Benefits

Urban Poor 5.3% 12.1% 6.2%

Urban Non-poor 62.7% 38.7% 47.9%

Rural Poor 14.4% 30.8% 13.2%

Rural Non-poor 17.7% 18.5% 32.7%

Total 100% 100% 100%

Poor 19.6% 42.8% 19.4%

Non-poor 80.4% 57.2% 80.6%

Urban 67.9% 50.8% 54.1%

Rural 32.1% 49.2% 45.9%

Source: Panama Semi-Input-Output model simulations

Table 1 shows the effects of a 1 dollar exogenous increase 
in value added from the various tradable goods sectors. 
For example, on average, a US$1 increase in the output 
of goods and services from the Zone Colon leads to an 
additional US$0.42 increase in value added from non-
traded goods and services (national economy simulation).  

This gain is due mainly to consumer spending effects 
as incomes earned in various activities are spent in the 
domestic economy. Multipliers are smallest (1.30 to 
1.64) in sectors such as the Panama Canal sector, mining 
and textiles where there are few production linkages 
(much of the inputs are imported; much of the outputs 
are exported) and much of the income accrues to 
formal capital (enterprises).  In contrast, the multipliers 
for the fruits, shellfish and other agricultural exports 
are especially large because much of the income 
earned accrues to rural households who spend a high 
proportion of their incomes on non-tradable goods and 
services in the local economy.

Households reap about 56 percent of the total gains 
in incomes from tourism expenditures: the remainder 
of the gain in income accrues to formal enterprises 
and government (Table 2). Which households benefit 
the most, however, depends very much on the region 
in which the tourism revenues are generated. In the 
national model simulation, which broadly reflects 
average tourist expenditures in Panama (so that much 
of the revenues are spent in the Zone Colon), most 
of the gains in household incomes (63 percent) go to 
urban non-poor households and only 20 percent of 
the income gains to poor households. In contrast, in 
the simulation of tourism multipliers in Bocas del Toro, 
where poor households account for a larger share of 
the regional labor force, 43 percent of the total increase 
in household incomes accrues to the poor while the 
percentage gain in household incomes is nearly the 
same across household groups. The results for Chiriqui 
are similar to the national simulation in terms of share 
of household income gains received by the poor (19 
percent), though the share earned by rural households 
is higher (46 percent in the Chiriqui simulation versus 32 
percent in the national simulation). 

Because of data uncertainties and simplifying 
assumptions used, the above analysis of the effects 
of increases in agricultural output on incomes in the 
Panama economy illustrates only the broad order of 
magnitude of the effects. The analysis suggests that 
location and integration of activities matter a lot for local 
labor markets and especially for returns to capital and 
backward linkages to agriculture. Including rural poor 
(and minorities) among the beneficiaries of tourism 
development presupposes inclusive product and factor 
markets where investments take place. Further work 
should examine destination level data such as: whether 
certain household groups tend to be precluded from 
employment in all-inclusive resorts; whether local 
agricultural products are deemed as suitable for 
purchase by hotels and restaurants; or whether any 
obstacles exist to development of handicrafts and local 
services as hotels are built.
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The Panama Case Study supports tourism’s 
economic and poverty benefits – and suggests 
follow on work

As we have seen, the case for tourism’s economic and 
poverty benefits are clear, independent of the type of 
tourism enterprise: community based, ecotourism, or mass 
coastal tourism. However, attention must be given to the 
channels through which incremental tourism spending 
reaches the poor and creates jobs, and further studies are 
recommended in this regard.

This study has focused on tourism’s social impacts, but not 
on its environmental risks. Similar to the potential social 
impacts from tourism, its effects on environment go in two 
directions. While the ecological footprint of nature-based 
tourism could well be negative, it could also stimulate 
the local economy, generate jobs and become a source 
of earmarked financing for the management of protected 
areas.  Nature-based tourism in Panama thus needs to be 
considered to devise appropriate strategies and policies for 
ensuring environmental sustainability of the impending 
real estate boom in these environmentally sensitive areas. 
The issue is particularly acute in Panama because of the 
already high inequality and environmental sensitivity of 
the growing tourist destinations in the proximity of the 
Mesoamerican Biological Corridor (MBC). 
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