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Panama Banking

being a small state, it was not able to immediately 
secede from Colombia, as Venezuela and Ecuador 
had done. In 1886 the Colombian government 
introduced several decrees forcing the acceptance 
of government fiat paper notes. Panama’s open 
economy, being based on transport and trade, 
plainly could not benefit from this; an 1886 editorial 
of its main newspaper read: 

“there is no country on the globe, certainly no 
commercial center, in which the disastrous con-
sequences of the introduction of an irredeemable 
currency would be felt as in Panama. Everything 
we consume here is imported. We have no prod-
ucts and can only send money in exchange for 
what is imported.”

In 1903, the country became independent, sup-
ported by the United States because of its interest 
in building a Canal through Panama. The citizens 
of the new country, in distrust of the 1886 experi-
ment of forced fiat Colombian paper notes, decid-
ed to include article 114 in the 1904 constitution, 
which reads,

“There will be no forced fiat paper currency in the 
Republic. Thus, any individual can reject any note 
that he may deem untrustworthy.”

With this article, any currency in circulation would 
be de facto and market driven. In 1904 the Gov-
ernment of Panama signed a monetary agreement 
to allow the US dollar to become legal tender. At 
first, Panamanians did not accept the greenback; 
they viewed it with mistrust, preferring to utilize the 
silver peso. Gresham’s Law, however, drove the 
silver coins out of circulation.[1]

In 1971 the government passed a banking law that 
allowed for a very liberal and open banking system, 
without any government agency of consolidated 
banking supervision, and confirmed that no tax-
es could be exacted from interest or transactions 
generated in the financial system. The number of 
banks jumped from 23 in 1970 to 125 in 1983, most 
of them being international banks. The banking 
law promoted international lending, and because 
Panama has a territorial tax system, profits from 
loans or transactions made offshore are tax free. 

This, and the presence of numerous foreign 
banks, allows for international integration of 
the system. Unlike other Latin American coun-
tries, Panama has no capital controls. There-
fore, when international capital floods the sys-
tem, the banks lend the excess capital offshore, 
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avoiding the common ills, imbalances, and high 
inflation that other countries face when receiving 
huge influxes of capital.

Fiscal policy has little room to maneuver since the 
treasury cannot monetize its deficit. Plus, fiscal 
policy does not influence the money supply; if the 
government tries to raise the money supply during 
a contraction period by obtaining debt in interna-
tional markets and pumping it into the system, the 
banks compensate and take the excess money 
out of circulation by sending it offshore.

Banks cannot coordinate inflation due to ample 
competition and the fact that (unlike even the Unit-
ed States banking system prior to the Federal Re-
serve) they do not issue bank notes. The panics 
and general bank runs that were so common in 
the US banking system in the 19th century have 
not occurred in Panama, and bank failures do not 
spread to other banks. Several banks in trouble 
have been bought — before any runs ensue — by 
larger banks, attracted by the profits that can be 
made from obtaining assets at a discount.

There is no deposit insurance and no lender of last 
resort, so banks have to act in a responsible man-
ner. Any bad loans will be paid by the stockhold-
ers; no one will bail these banks out if they get into 
trouble.

After several years of accumulation of ma-
linvestments during the booms, banks be-
gin the necessary liquidation of bad credit. 
Since there is no central bank that can step in to 
provide cheap credit, the recession begins with-
out any hampering by monetary policy. Banks thus 
create the necessary contraction by obeying mar-
ket forces. Panama’s recessions commonly cre-
ate deflation, which mollifies consumers and also 
facilitates the recovery process by reducing busi-
ness costs. 

Only the fact that the law does not allow for the 
downward flexibility of wages makes recessions 
longer than they would otherwise be.

Deflation happens without the terrible consequenc-
es that Keynesian economists predict; and the 

country, now under democratic rule, is experienc-
ing its 4th year of market economic growth well 
above 7%. So the policy makers who have said 
that abolition of the central bank is unfeasible 
need only look to Panama’s macroeconomic en-
vironment, which has been favorable for over 100 
years, to realize that it is, in fact, not only possible, 
but very beneficial. Clearly no government-forced 
fiat currency, no central bank, and the absence of 
high inflation are working quite well in this small 
country. Who can argue that these policies would 
not work in larger economies?

David Saied is head of National Public Policy for 
the Government of Panama and also directs the 
National Competitiveness Program. 

[1] Carlos E. Ramirez, Monetary History of Panama, 
p. 5.

You can receive the Mises Daily Article in your in-
box. Go here to subscribe or unsubscribe.

http://mises.org/content/elist.asp

US Consumers Cash In
Old Gold Teeth

As Economy Rolls To A Stop, US Consumers 
Are Selling Their Gold Teeth For Quick 
Money.

The bull market for gold has presented dental 
patients in the US a unique opportunity to make 
some fast cash. Consumers are digging through 
their closets and drawers in search of ‘dental gold’.  
This includes old dental caps, fillings and bridge-
work made from gold or partially made from gold. 
These are generally 16k in purity. With gold pric-
es on the rise these past months an old gold fill-
ing could be worth $40-50 bucks which in the US 
is now almost enough to fill your car’s gas tank. 
Heavier pieces of dental gold can command prices 
of several hundred dollars which might just top off 
your SUV.

Panama Banking
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Costa Rica Banking

DGC Banking in
Costa Rica?
No Thanks!

We've all seen what happens to countries 
that make the black list for money launder-
ing...Latvia, Nigeria...etc. A lot of DGC bank 
accounts, debit cards and a ton of customer 
DGC money is usually lost overnight. 

There is nothing that will get you black listed 
faster than banks or countries involved with 
'terrorist financing' and those related financial 
crimes.

During an appearance before a special secu-
rity commission at the Asamblea Legislativa 
Wednesday, April 16th, Costa Rica's chief 
prosecutor, Francisco Dall'Anesse issued a 
warning that Costa Rica could become the 
world center of terrorism financing and money 
laundering if lawmakers do not move quickly 
to pass pending legislation.
* http://www.amcostarica.com

Costa Rica is a member of the Egmont Group 
(see below) which is an 18 year old informal 
organization of countries dedicated to fight-
ing money laundering. 

However, in order to remain a member of the 
Egmont Group requires that Costa Rica en-
act new terrorist financing legislation by May 
2008 (this month). This legislation has been 
bogged down since October of last year and 
still has not passed. 

Considering May is is less than a week 
away, there appears to be little chance that 
the financial anti -terrorism measures will be 
passed in time.

Dall'Anesse also told lawmakers the coun-

try is losing the fight against crime because 
those who enforce the laws lack weapons to 
confront organized crime. One of these tools 
needed is the ability to wiretap phones. To-
day, even in extreme cases of kidnapping, it 
takes the Costa Rican authorities up to one 
month to track a call !!

In a March 25th article, Kenneth Rijock who 
is the Financial Crime Consultant for World-
Check (http://www.world-check.com) points 
out that a lot of illicit Venezuelan and Iranian 
funds are now flowing into Costa Rica.  This 
is money destined for FARC and other left-
ist groups seeking to topple democratic Latin 
American governments. Mr. Rijock has re-
peatedly made the point that Costa Rica's 
financial structure is often used for terrorist 
financing of FARC. 

His sources point out that:

The funds originate in Venezuelan •	
banks that are assisting both the Ven-
ezuelan and Iranian governments  in 
achieving their radical political goals, 
to wit: replacing those remaining dem-
ocratic Latin American governments 
with extreme leftist regimes allied with 
Venezuela.

The Iranian-owned Venezuelan finan-•	
cial institution, Banco Internacional 
Desarrollo* (BID), has been named as 
a primary force in several such trans-
fers. This bank received its charter in 
only one week after its application had 
been filed, which is extraordinary in 
and of itself, and it has been extremely 
active throughout all regions of Latin 
America.

From Costa Rica, funds are transferred •	
to the FARC, and are delivered to sever-
al radical leftist groups, including oth-
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Costa Rica Banking
er designated global terrorist organiza-
tions, There is no indication that Costa 
Rica law enforcement or regulatory 
authorities have interdicted or seized 
any of these inbound or outbound wire 
transfers, or cash withdrawals, most of 
which reportedly ends up in the hands 
of the FARC. Other radical organiza-
tions, dedicated to the violent over-
throw of their country's lawfully-elect-
ed governments, also are recipients of 
these funds.

--------------------------------
The Egmont Group, Financial Intelligence 
Units (FIUs)

The fight against money laundering has been 
an essential part of the overall struggle to 
combat illegal narcotics trafficking, the ac-
tivities of organized crime, and more recently 
the financing of terrorist activity. It became 
apparent over the years that banks and other 
financial institutions were an important source 
for information about money laundering and 
other financial crimes being investigated by 
law enforcement. Concurrently, governments 
around the world began to recognize the 
corrosive dangers that unchecked financial 
crimes posed to their economic and political 
systems.

To address that threat, a number of special-
ized governmental agencies were created as 
countries around the world developed sys-
tems to deal with the problem of money laun-
dering. These entities are now commonly 
referred to as “financial intelligence units” or 
“FIUs”. They offer law enforcement agencies 
around the world an important avenue for in-
formation exchange.

Recognizing the benefits inherent in the de-
velopment of a FIU network, in 1995, a group 
of FIUs at the Egmont Arenberg Palace in 
Brussels decided to establish an informal 

group for the stimulation of international co-
operation. Now known as the Egmont Group, 
these FIUs meet regularly to find ways to co-
operate, especially in the areas of informa-
tion exchange, training and the sharing of 
expertise. 

There are currently 106 countries with recog-
nized operational FIU units, with others in var-
ious stages of development. Countries must 
go through a formal procedure established by 
the Egmont Group in order to be recognized 
as meeting the Egmont Definition of an FIU. 
The Egmont Group as a whole meets once 
a year. The five Working Groups and the Eg-
mont Committee are used to conduct com-
mon business, along with the Egmont Group 
Secretariat established in 2007.

FIUs, at a minimum, receive, analyze, and 
disclose information by financial institutions 
to competent authorities of suspicious or un-
usual financial transactions. Although every 
FIU operates under different guidelines, most 
FIUs, under certain provisions, can exchange 
information with foreign counterpart FIUs. In 
addition, many FIUs can also be of assistance 
in providing other government administrative 
data and public record information to their 
counterparts, which can also be very helpful 
to investigators. One of the main goals of the 
Egmont Group is to create a global network 
by promoting international co-operation be-
tween FIUs.

The ongoing development and establishment 
of FIUs exemplify how countries around the 
world continue to intensify their efforts to fo-
cus on research, analysis and information ex-
change in order to combat money laundering, 
terrorist financing and other financial crimes.

Article by Mark Herpel
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What’s Up With High Exchange Rates

This is a re-printed email from the very public e-gold email 
list.

Subject: RE: exchanger??? 

Hi
Actually, for us, along with a reduction of e-gold 
sales, THE main reason the out-exchange fees are so 
high at the moment is because Russian auto exchangers 
are offering bonuses to purchase e-gold at 15-20%+ 
with other DC’s (e.g. buy e-gold with LR and get a 
15% bonus). Then with this 15% extra in their pocket 
the customer can use an unsuspecting exchanger (who 
was charging a reasonable -5 to -10%) to out exchange 
the e-gold and still make a good profit. Leaving 
the unsuspecting exchanger with even more excess 
e-gold than usual. 

The only way to stop being flooded with too much 
e-gold is to raise the out exchange fee to match 
the bonus price being paid by these auto exchangers 
to stop the massive influx of selling. So it will 
clearly spiral out of control very shortly if this 
continues. With the gold price falling today and 
a few weeks back (and continuing to be volatile), 
exchangers cannot afford to have massive quantities 
of excess stock of a product that is not moving. 
It’s not an ideal situation.

Regards
Andy
LGE
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May 2008
question of the month?

If all of the paper money in your 
purse, wallet and bank account is 
now worthless. You have no checks, 
no money orders, western union, no 
credit or debit cards, What would you 
use as money?

What you offer as payment in exchange 
for medicine, fuel or food later this 
week?

As a merchant with a store selling 
goods, what would you accept as 
payment?

With no online banking or credit 
cards, how would you pay for an 
online purchase?

email me:  editor@dgcmagazine.com


