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Prepared by Mapfre Panama. 

I SUMMARY 

Social Security 
Eligibility All private and public employees. 

 
Retirement Age 62M/57F 

 
Contributions Employee: 9.75 % of gross monthly salary 

Employer: 12.25% of gross monthly salary depending on type of industry 

No salary ceiling. 
 

Retirement Benefits Old Age Pension: 60% of monthly basic amount increased by 1.25% of basic amount for 

each year in excess of 18 contribution years. 
 

Disability Benefits Disability Pension: see Old Age Pension above. 

If the employee does not meet the requirements for a full pension, a lump sum equal to 

one month’s pension for each six months of contributions is paid.  
 

Death Benefits Widow’s pension: 50% of old age pension payable for a widow with dependant children. 

The pension will be paid for 5 years or until retirement age is reached, at which point 

the pension will cease. 

Orphan’s pension: 20% of old age pension for each child under age 14, or 18 if in educa-

tion. 50% for a full orphan. Widow’s pension and orphan’s pension are not to exceed 

100% of old age pension. 
 

Medical Benefits Full range of medical benefits. 
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Private Benefit Plans 
Eligibility Under age 63. 

 
Retirement Age 62M/57F 

 
Contributions Most plans are contributory for the employees, but not exceeding 50% of total contri-

butions/premiums. 
 

Retirement Benefits Not very common. 
 

Disability Benefits Lump sums in case of Total Permanent Disability and Accidental Death and Dismem-

berment. 
 

Death Benefits Lump sum: Usually 1 - 2 times annual salary, often with a rider for disability. 
 

Medical Benefits Commonly provided by companies for full range of medical services.  
 

Vesting Under Pension Law No. 10 of 1993, no funds may be withdrawn unless the retirement 

fund plan has been in force for at least 5 years, upon reaching retirement age. After 10 

years in a retirement fund plan, regardless of the individuals’ age, all funds may be with-

drawn. 
 

Taxation 
Employer Contributions Social security: Not deductible 

Private benefit plans: Fully deductible if plan is established under the Tax Code regula-

tions. Deductible up to 10% of employee’s gross salary, if plan was established under 

legislation 1993. Fully deductible for life and health care plans. 
 

Employee Contributions Social security: Not deductible 

Private benefit plans: Up to 10% of salary deductible, if the plans were established under 

legislation of 1993. Fully deductible for medical plans. 
 

Benefits Partly tax-free. 
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II INTRODUCTION 

Country Statistics 
Population/ 

growth rate 

3,608,431 (July 2014 est.) / 

1.35% (2014 est.) 

Age structure 

0 - 14 years 

15 - 24 years 

25 - 54 years 

55 - 64 years 

65 years and over 

 

27.4% 

17.3% 

40.1% 

7.4% 

7.6% (2014 est.) 

GDP purchasing power parity/ 

Real growth rate 

Agriculture 

Industry 

Services 

USD 61.54 billion (2013 est.) 

7.5% (2013 est.) 

3.7% 

17.9% 

78.4% (2013 est.) 

Unemployment rate 4.5% (2013 est.) 

Inflation rate 4.1% (2013 est.) 

Annual Gross Salary* 

Para-professionals 

Professionals 

Management 

Legal minimum wage 

in PAB 

General: 9,561 Skilled: 12,995 

Junior: 22,439 Senior: 38,746 

Lower middle: 71,162 Upper middle: 111,907 

Depending on region and branch; between 2.89 USD and 

3.85 USD per hour since 2014 

Exchange rate on February 27, 2015 

Currency: Panamanian Balboa 

1 PAB = 1 USD 

1 PAB = 0.8925 EUR 

*Source: Mercer’s International Geographic Salary Differentials, Edition 2015 

Legislation and Insurance Market Update in Brief 

No major changes in 2014. 
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III SOCIAL SECURITY 

Background Information 

The social security system, first established in 1941, has become very broad in scope and coverage, providing for old 

age, disability, death, sickness and family allowances. Benefits are financed on a pay-as-you-go system basis and, on 

January 1, 2008, voluntary individual accounts were introduced (see New Social Security Law below). 

The Social Security body, the CSS (Caja de Seguro Social) offers a wide range of social security benefits providing for: 

• Health insurance 

• Short- and long-term disability insurance 

• Old Age Annuity insurance 

• Maternity insurance 

• Survivors’ benefits 

• Funeral grant 

• Short-term and long-term disability insurance for occupational related risks 

Social Security Law 

The social security law, created by Law No. 51 on December 27, 2005, and modified by Law No. 2 on January, 8, 2007, 

took effect on January 1, 2008. 

Since 2008 new entrants to the labour force and all workers under the age of 35, including the self-employed, are cov-

ered by the new reformed system. Workers who are older than 35 may opt to join the new two-pillar system or remain 

covered by the old pay-as-you-go system. Those earning less than PAB 500 a month will contribute only to the pay-as-

you-go first pillar, and workers earning more than PAB 500 must contribute to the first pillar and may also choose to 

contribute to an individual account, supervised by the Social Insurance Fund. 

The main provisions of law 51 are the following: 

• Retirement age remains at 62 for men and 57 for women; workers are allowed to retire up to 2 years earlier with a 

reduced pension.  

• The number of monthly contributions that are required to become eligible for a pension is gradually increasing 

from 180 to 240 between 2007 and 2013. 

• The contribution rates for old age, survivors, and disability programmes gradually rise between 2008 and 2013 

from 6.75% to 9.25% of earnings for employees and from 10.75% to 12.25% of payroll for employers. 

• Workers who choose to have an individual account have their contributions split between the two pillars: contri-

butions on earnings up to PAB 500 per month go to the first pillar, and those on earnings above PAB 500 go to the 

worker's individual account. 

• Benefits from individual accounts are calculated to guarantee an income according to the worker's life expectancy 

and are paid as programmed withdrawals. Workers with a low account balance receive a lump-sum settlement. 

Eligibility 

All private and public employees, as well as volunteers and self-employed, are eligible. 
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Contributions 

There is no salary ceiling for contributions. Contributions are calculated as a percentage of gross monthly salary: 

Coverages Employer Employee 

 1.25%  0.5% 

Old age, disability, death, 

sickness, maternity 

12.25% 9.75% 

Workmen’s compensation 0.42% to 7% 

depending on the type of industry 

 

Retirement Benefits 

Retirement Age 

Normal retirement: 62M/57F 

Early retirement:  60M/55F 

Qualifying Conditions 

To qualify for a state retirement pension an employee must have made a minimum of 240 months of contributions. 

Benefits 
• The old age pension consists of 60% of the monthly basic amount. The basic amount is the monthly average salary 

of the best 10 years of the employee’s career. An additional sum amounting to 1.25% of the basic amount per year 

of contribution in excess of 216 months is also paid out. 

• The minimum monthly old age pension is PAB 185 (since January 1, 2010; to increase every 5 years by PAB 10); the 

maximum is PAB 1,500. PAB 2,000 for those who have contributed for at least 25 years and whose average salary 

was PAB 2,000 for the last 15 years, and PAB 2,500 for those who have contributed for at least 30 years and whose 

average monthly salary was PAB 2,500 for the last 20 years. 

• There is a wife or partner supplement of PAB 20, plus a child supplement of PAB 10 up to a total of PAB 100. 

Disability Benefits 

Qualifying Conditions 

To qualify for a disability pension an employee must fulfil the following conditions:  

• A minimum of 240 months of contributions, or 

• Age 30 or younger and have 36 months of contributions, having completed 50% of these 36 months during the 3 

years immediately prior to disability, or 

• Between age 31 and 40 and have 48 months of contributions, having completed 50% of these 48 months during 

the 4 years immediately prior to disability, or 

• Between age 41 and 60M/57F and have 60 months of contributions, having completed 50% of these 60 months 

during the 5 years immediately prior to disability. 

Furthermore, the employee must be formally declared disabled by the Benefits Commission and must have lost at 

least two-thirds of earning capacity. 

Benefits 
• Disability Pension: Same as old age pension benefits. 
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• If the employee doesn’t fulfil the qualifying conditions, a lump sum benefit is payable equal to one month’s pen-

sion for each six months of contributions, subject to at least 12 months’ contributions including six in the year 

prior to disablement. 

Death Benefits 

Qualifying Conditions 

Widow’s pension/orphan’s pension: Equal to old age pension or disability pension 

Survivors’ Pension 

Cash benefits for survivors include a widow’s pension of 50% of the insured’s pension payable for 5 years to a widow 

with dependant children until the orphan’s pension finishes, or for life after 5 years of widow’s pension if the widow 

becomes disabled or is at least 55 years old. 

Orphan’s pension is 20% of the insured’s pension for each orphan under age 14, or age 18 if in education; no limit if 

disabled. Orphan’s pension is 50% for a full orphan. If there is no eligible spouse or orphan, a 20% benefit is paid to 

the surviving parent or to brothers and sisters. Under no circumstances will benefits be paid exceeding 100% of the 

pension. 

Funeral Grant 

The funeral grant is now subject to a minimum of six contributions in the 12 months prior to death; the board of the 

CSS will decide on the amount of funeral grants. This is currently PAB 300. 

Sickness Benefits 

Qualifying Conditions 

The insured must have made at least 6 monthly contributions (in the last 9 months). 

Benefits 

Temporary Disability Income: the benefit is 70% of the average daily salary over the last 2 months. Payments are made 

after a waiting period of 3 days. These payments are made for a maximum of 52 weeks. 

Medical/Health Benefits 

All insured employees (active and retired) and their dependants are entitled to medical benefits including free medical 

services ordinarily provided to patients by medical facilities of the social security system for up to a maximum of 6 

months. This includes general and specialist care by physicians, hospitalisation, laboratory services, medication, den-

tal care, maternity care and transportation. 
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Work Injury Benefits 

Qualifying Conditions 

Workmen’s compensation for accidents and industrial diseases forms part of the social security fund but is subject to 

a separate Decree No. 68 of 1 July 1970, since when all employees, both government and private, are insured obligato-

rily. There is no minimum qualifying period. Accidents that occur while commuting to and from work are covered. 

Benefits 

Benefits payable are 

• Medical attention 

• Payments for temporary disability and indemnity for permanent partial disability 

• Pension for permanent partial or permanent total disablement 

• Survivor’s benefit and funeral expenses 

Unemployment Benefits 

None, but according to the labour law the employer has to provide employees with a severance payment at the time of 

their dismissal. 

Other Benefits 

Annual Bonus 

By law employers must pay an annual bonus equal to 1 month’s salary. This is paid in 3 instalments. At least 1 of 

these instalments must be deposited with the social security agency and is designed to cover disability, maternity and 

death. 

Maternity Benefits 

The maternity benefit equals to 100% of the weekly salary on which contributions in the last 9 months were calcu-

lated. This benefit is paid in 2 parts: The first portion for 6 weeks before expected delivery, and the second for the 8 

weeks after delivery. To receive this benefit, contributions must have been paid at least 9 months in the 12 months 

prior to the seventh month of pregnancy. 

Taxation 

Contributions made by the employer are not taxable income for the employees, nor tax-deductible for the employer. 

The same applies to employee contributions to the CSS (Caja del Seguro Social) and pension benefits received from it by 

retired employees. However, mandatory contributions to the CSS (Caja del Seguro Social) for its health insurance plan 

will still be deducted from any pension benefit payment it shall make to any retired employee. 

Benefits are considered as income and thus are liable for tax. 

Other Information 

Reciprocal Social Security Agreements 

Columbia, Costa Rica, the Dominican Republic, El Salvador, Guatemala, Honduras, Nicaragua and Spain.
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IV PRIVATE BENEFIT PLANS 

Background Information 

Traditionally, retirement plans have been solely administered by the government through social security. Today com-

plementary retirement plans can be provided by private institutions such as banks, trust companies, insurance com-

panies and investment trust companies. This provides voluntary savings alternatives to complement the government’s 

pension plan. 

In an effort to balance the deficit the Laws No. 10 of 1993 and No. 8 of February 1997 introduced a voluntary pension 

savings scheme for state employees (Sistema de Ahorro y Capitalizacion de Pensionens de los Servidores Publicos – SIACAP) 

which operates on top of the basic state pension. These and private pensions are managed by pension fund adminis-

trators (Administradoras de Fondos de Pension – AFP). 

Since the law was passed, developments have been extremely slow, hampered by the lack of regulation. Perhaps of 

greater importance to the future developments of pensions is the question of possible revision of the Social Security 

system. 

An individual may also purchase a separate retirement savings plan through a bank or an insurance company that has 

been authorised by the local superintendence. 

Employee benefits do not form an important part of an employee’s package; benefits are usually restricted to group 

life cover and medical expenses insurance. 

Eligibility 

Below 63 years of age. 

Contributions 

For saving plans the employee assumes 100% of the cost. 

For group life insurance, the premiums normally paid by the employer but the employee may pay for additional cover. 

For medical plans: Both employers and employees contribute to these plans. 

Retirement Benefits 

Retirement Age 

Normal retirement: 62M/57F 

Benefits 

At the moment of retirement a pensioner may take his or her fund in one of three ways: 

• the withdrawal of the accumulated fund in a lump sum 

• the purchase of an annuity 

• a programmed withdrawal of capital. 
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Vesting 

Under Law No. 10 of 1993, no funds may be withdrawn unless the retirement fund plan has been in force for at least 5 

years upon reaching retirement age. After 10 years in a retirement fund plan, regardless of the individuals’ age, all 

funds may be withdrawn. 

Disability Benefits 

Provided benefits through riders to Group Life policy are Accidental Death and Dismemberment and Permanent To-

tal Disability lump sum. Sums insured for each employee are either a multiple of salary, normally between one and 

three times annual salary or a flat amount (typical for Permanent Total Disability is PAB 10,000). 

Death Benefits 

Death benefits are provided through Group Life Insurance in the form of a lump sum death amounting to 1 - 2 times 

annual salary. In case of flat amount, the normal amount insured is PAB 10,000 in case of normal death and 

PAB 20,000 in case of death by accident. 

In the event of death of a pensioner or an employee still in service and if a pension plan was in place, the amount of 

his or her retirement fund would be passed to the beneficiaries whether it was a personal pension or one arranged by 

the employer. 

Sickness Benefits 

Not customary. 

Medical/Health Benefits 

It is common for employers to offer supplementary health coverage. Basic plans usually cover surgery, x-rays, daily 

allowance, room and board, maternity, in-hospital doctor’s visits, anaesthetics, ambulance and outpatient charges. 

Supplementary major medical plans are also available. Deductibles per year range between USD 1,000 and USD 5,000; 

payments for medical consultation range from USD 30 to USD 40 and payments for in-patient benefits range from 

USD 125 to USD 155. 

Work Injury Benefits 

Covered through the Workmen’s Compensation scheme (see III Social Security above). 

Other Benefits 

Severance Pay 

Regardless of the reason for termination, employees are entitled to receive one week’s salary per year of service. 

At the end of the labour contract the employee is entitled to all of the following: 

• A seniority premium equal to 1 week’s salary for each year the employee has worked. 

• Any payments from short-term disability and paid vacations if pending. 

• Compensation for unjustified termination of a labour contract, if applicable. 
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A severance pay fund (‘Fondo de Cesantía’, hereafter the FC fund), must be established by every employer on behalf of 

employees. Employer’s contributions are 2.25% of the employees’ monthly salary. The money accumulated in the FC 

fund should finance seniority premiums and compensations for unjustified terminations. 

Employers are required by law to place the money for the funds in trusts administered by licensed institutions, usually 

banks, insurance companies and trust companies. 

The employee may contribute to the FC fund in an individual and independent account, with the same institutions 

that administer the fund for the employer. 

By making voluntary contributions to an individual account of a severance pay fund established by an employer un-

der the Labour Code regulations, individuals are entitled to continue making contributions to the plan even after hav-

ing lost their job. They are able to withdraw all the funds accumulated in the individual account at will. 

Termination Indemnity 

If an employee is dismissed without just cause, the law requires a termination indemnity to be paid in addition to sev-

erance pay. The indemnity for contracts of employment commencing after the effective date of the law is equal to 3.4 

times the average salary earned in a week for each year of service up to 10 years, plus one week’s salary for each year in 

excess of 10. For contracts in force prior to the effective date of the law, scales under the old law continue to apply. 

Employees also receive pro-rata vacation and pro-rata annual bonus payments. 

Taxation 

Taxation Reform of 2006 

The summary of the tax code that is nowadays in effect is as follows: 

General 

• Income from sources located abroad or off-shore is tax free in the Republic of Panama. 

• Contributions may be fully or partially deducted either for employers or employees, depending on the type of re-

tirement fund plan selected. Likewise, benefits are fully or partially taxable as income to the employee. 

• Any contribution made by an employer to a fund created to pay retired employees’ pension benefits in excess of 

those provided for by social security, as agreed upon in their labour contracts, are tax-deductible for the employer 

according to the tax code.  

Severance Pay Fund Plans (Cesantia or FC Fund) 

• Contributions to a severance pay fund are tax-deductible for the employer and for the employee. 

• By making voluntary contributions to an individual account of a severance pay fund established by an employer 

under Labour Code regulations, individuals are entitled to continue making contributions to the plan even after 

having lost their job. Contributions made by the employee to such a plan are fully tax-deductible. Income received 

is fully taxable. 

Retirement Fund Plans – Law 10 of 1993 

• If established by the employer under Law 10 of 1993, up to 10% of the annual gross income of the beneficiary em-

ployee is deductible for the employer. Funds withdrawn from these accounts are not subject to taxes. 

• Rights to the benefits are not vested for employees until 5 - 10 years have passed since the opening of the individ-

ual account. 
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Life and Health Care Insurance Plans 

• Employers’ contributions to life insurance plans are fully tax-deductible if benefits are an obligation of the em-

ployer under a labour contract agreement with the employee as beneficiary of the plan. Employee contributions to 

life insurance plans are not tax-deductible. 

• All health care benefit plans are fully tax-deductible for both the employer and the employee. 

Other Information 

Funding Methods 

Retirement benefits are usually established in a trust. Medical, death and accident benefits are financed by yearly re-

newable group insurance contracts. 

The FC funds are funded by the employer, who must contribute quarterly the accrued portion of the severance pay, 

plus 5% of the monthly indemnity that would be due to the individual in case of dismissal without just cause. The 

employee may make voluntary contributions. 

Moreover, contributions for severance pay are to be held in individual accounts, while contributions for indemnities 

and all investment earnings are to be held in an unallocated account in the name of the employer. 

Double Taxation Agreements 

Barbados, Czech Republic, France, Ireland, Israel, Italy, Republic of Korea, Luxembourg, Mexico, the Netherlands, Por-

tugal, Qatar, Singapore, Spain, Sweden, United Arab Emirates and United Kingdom 

Source: United Nations Conference on Trade and Development (UNCTAD) 
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