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Abstract 

The number and size of infrastructure megaprojects have increased over the last decades as a result 

of the growing demand and needs of people and businesses around the world. While these multi-

billion dollar projects present new opportunities for the parties involved, the growing project complexity 

makes it difficult to identify temporary, permanent and emerging costs and benefits. Moreover, 

developing countries as host countries and infrastructure for freight transport pose special challenges, 

as the local prerequisites as well as the involved parties and their motives can vary substantially in this 

context. 

This thesis explores the political economic effects of an interoceanic canal project in a developing 

country to derive learnings for future megaprojects which facilitate the flow of goods in and through 

emerging markets. The objective is to provide a better understanding of how an interoceanic canal 

project and the political economic development of a country are interrelated and which opportunities 

for the public and private sector exist to enhance positive consequences and mitigate negative ones.  

The Panama Canal project and the Nicaragua Canal project were identified as relevant cases and are 

investigated in a paired comparison. 

 

Following the philosophy of critical realism, the focus of this thesis is on developing a comprehensive 

understanding of the two projects in their respective context by consulting multiple theories and 

sources of secondary data to capture the different layers of reality. The Panama Canal project is used 

as a starting point for the analysis and the implications derived from this case are applied to the 

Nicaragua Canal project to test the relevance of the learnings. 

 

Due to the combination of an ex-post case analysis with the study of an ongoing case, the analysis 

offers findings on two levels: Firstly, this thesis shows that valuable implications can be derived from 

the case of the Panama Canal, which are applicable to the current interoceanic canal project in 

Nicaragua. Secondly, despite the relevance of these lessons learned for the public and private sector 

in Nicaragua, the possibility to make use of these findings is constraint due to the progression of the 

project. Most of the legal and contractual groundwork of the Nicaragua Canal project has been 

finalized already and therefore implications on negotiable project conditions can only be used as 

warnings for potential outcomes. However, the awareness of potential obstructions and the identified 

leverage points enable decision makers to develop policies and programs beyond the contractual 

scope of the project to prevent history from repeating itself.  
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1. Introduction 

Production chains and consumer markets around the world have become increasingly interconnected 

over the last decades promoted by technological progress and rapidly growing demand for goods and 

services. Countries take up infrastructure megaprojects to meet the needs and expectations of their 

population and the private sector. At the same time, the lines between political and economic power 

holders and their motives blur. 

Despite many examples in the developed world, it seems as if politicians and practitioners do not learn 

from the past experiences with megaprojects (Flyvbjerg, 2005). And with the increasing number of 

infrastructure megaprojects in developing countries (DCs) another layer of complexity is added: the 

development stages of institutional, political and human capital structures might diverge substantially 

from conditions in developed countries. So far, most of the literature and theories on transport 

infrastructure focus on the movement of passengers and the effects of this for the respective location, 

its people and businesses. The same accounts for the modelling of freight demand (van Wee & 

Tavasszy, 2008). Moreover, megaproject research mainly analyzes infrastructure in developed 

countries and how effects take shape in the respective political, social and economic context (Hu et 

al., 2013). 

Thus, there seems to be a gap of systematic knowledge on the multiple effects of freight transport 

infrastructure on the host country and the specific challenges of infrastructure megaprojects in DCs. 

 

This thesis intends to shed some light on both topics by investigating the effects of an interoceanic 

canal project in a DC. The Panama Canal project and the Nicaragua Canal project deem to be 

relevant cases and the similarities between both projects allow for a comparison: Both project host 

countries are situated in Central America1 (CA) with similar environmental prerequisites, cultural 

backgrounds and population size. In addition, in both cases the project sponsor is a superpower or 

linked to one and there are many parallels between the project designs. And although the two canal 

constructions commenced with a time difference of more than 100 years, the development stage of 

the host country and the political set-up at the project starting point appear to be comparable. 

The current relevance and controversy of the Nicaragua Canal project makes this case especially 

interesting: For the project sponsor “the Canal de Nicaragua (Project) is a major infrastructure project 

with the potential to transform global trade and make Nicaragua a major center for transport and 

global logistics” (HKND, 2014:1). In contrast, experts from around the world are rather critical about 
                                                
1 Central America consists of Belize, Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, Panama. 



2 
 

the outcome of the project, like Eric Farnsworth from the Council of the Americas: “There’s already a 

canal. The expense is going to be significant and success is far from guaranteed” (Tharoor, 2014, last 

para.). 

1.1. Research question and objectives 

In line with the elaboration above, this thesis aims at answering the following research questions: 

How has an interoceanic canal affected the political economic development of a developing country? 

How can policy makers and the private sector use this knowledge when designing policies and 

strategies in relation to a new interoceanic canal? 

The case of the Nicaragua Canal project in the light of the experiences from the Panama Canal 

The main goal of this thesis is to provide a better understanding of how an interoceanic canal project 

and the political economic development of a country are interrelated and which opportunities for the 

public and private sector exist to enhance positive effects and mitigate negative ones. The Panama 

Canal project is used as a starting point for the analysis and the implications derived from this case 

are applied to the Nicaragua Canal project. The following research sub-objectives should be met: 

• Analyze the effects of the Panama Canal project on Panama over time and their interrelation 

with the host country’s motives 

• Derive relevant learnings from the Panama Canal project for similar cases regarding potential 

leverage points for the public and private sector 

• Evaluate the significance of the implications for the Nicaragua Canal project in the light of its 

current internal and external context including the interrelation with the Panama Canal 

• Point out potential opportunities for the public and private sector to increase the benefits from 

the Nicaragua Canal project 

1.2. Concepts and definitions 

In the course of this thesis, several concepts and definitions are used that need to be specified to 

ensure that the reader’s understanding is in line with what is meant in the context of this analysis. 

 

A traditional economic impact analysis is concerned with estimating the effects of the spending related 

to a program or project on a local or regional level. These effects can range from business output, 
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value added, wealth and personal income to generated jobs (Weisbrod & Weisbrod, 1997). In the case 

of this thesis, direct economic effects are understood as all cash flows and jobs created which are 

directly related to the construction or management of the new infrastructure. 

Multiplier effects of the direct economic impact can occur in the form of indirect business effects, 

meaning growth and decline of related businesses and induced business effects. In this thesis both 

are summarized under the term indirect economic effects (Weisbrod & Weisbrod, 1997). These 

include for example the impact on demand, supply and the job market in adjacent business sectors 

and increased disposable income of the local population. 

Social effects are defined by the International Association for Impact Assessment (IAIA) as the 

“intended and unintended social consequences, both positive and negative, of planned interventions 

(policies, programs, plans, projects) and any social change processes invoked by those interventions” 

(Vanclay, 2003, p.6). In this thesis, the focus is on the effects on the social hierarchy, education and 

people’s way of life. While the IAIA includes changes in the political systems in their social impact 

assessment, it was intentionally chosen to separate political effects from the social impact dimension 

in this thesis. The aim is to account for the political significance of an infrastructure megaproject which 

involves public and private sector players from other countries and which might directly or indirectly 

influence domestic and international politics. In this thesis, political effects should not be confused with 

the contextual factors like political stability, institutional capacity or the relationship between sponsor 

and host country that operate as moderator variables. 

 

When talking about foreign direct investment (FDI), a foreign investor either acquires a significant 

degree of influence on the management of a company or finances a project in a host country 

(UNCTAD, 2008). To account for the fact that in the case of the Panama Canal project, the foreign 

investor was a country, namely the United States (U.S), the more general term sponsor will be used 

for the investing entity. 

FDI in infrastructure is driven by motives of the involved parties, which are defined by UNCTAD as 

the aspired outcomes (UNCTAD, 2008). In the course of this thesis, the terms motive, motivation and 

expectation are used interchangeably to more generally describe the reasons why the host country 

and the sponsor engage in the infrastructure megaproject. It is assumed that the motives result in 

certain decisions and actions that shape the development of the project. 



4 
 

1.3. Delimitations 

To ensure that the articulated research objectives are met in sufficient depth and in accordance with 

the applied methodology, delimitations need to be made. 

 

First, the implications derived in the course of the analysis of the interoceanic canal project on 

Panama’s development are not used to make predictions about the development of the Nicaragua 

Canal. This would contravene the principles of critical realism as it would require established cause-

and-effect relationships (Bhaskar, 2008). Instead, the implications are applied to the Nicaragua Canal 

case to highlight potential challenges and opportunities of the project for the host country and identify 

leverage points for the public and private sector. 

 

Second, this thesis only focuses on a limited number of effects. The environmental impact of an 

interoceanic canal project is undoubtedly severe: It has been studied in-depth in the case of the 

Panama Canal and it is a major concern for the Nicaragua Canal project. In addition, the effects of 

such an infrastructure megaproject on the environment often entail serious consequences for the living 

and working conditions of the population and therefore influence the development (Flyvbjerg et al., 

2003). However, including this aspect would not only require the introduction of a whole different field 

of knowledge, but it would also go beyond the scope of this thesis. 

 

Third, it would be interesting to analyze the effects an interoceanic canal has on other primary and 

secondary involved parties of the project. The former would include the project sponsor, while the 

latter group could be project contractors, other investors, other countries, certain companies or 

business groups. This extension of the analysis would highlight the interrelation between the effects 

for different beneficiaries, their resulting actions and further consequences. Yet, this is beyond the 

scope of the research objectives.2 

 

Fourth, even though I focus on direct and indirect economic as well as political and social effects of an 

interoceanic canal project, I do not raise a claim to completeness of the investigation of these 

concepts. The focus is on the observable and experienced consequences in relation to the project and 

those which seem to be most significant. 

                                                
2 An elaboration of the effects for the U.S. as the sponsor of the Panama Canal project can be found in the 
appendix C. 
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A cost-benefit analysis (CBA) would have provided a more profound understanding of the economic 

impact of the interoceanic canal projects. Yet, neither CBAs have been published by involved project 

parties nor is the needed data available and consequently only estimations based on speculations 

would be possible. Therefore, this thesis abstains from compiling facts and numbers to prove and 

quantify the effects in the course of a CBA. Instead, a rather holistic approach was chosen: the 

objective is to provide a coherent picture of the situation and facts were used to illustrate the 

consequences for learning purposes and not for the monetary rating of costs and benefits (Flyvbjerg, 

2006). 

 

Fifth, both cases have a geopolitical facet, since superpowers act as project sponsors in small DCs 

and interoceanic canals potentially affect trade patterns and political relations. However, including this 

aspect in the analysis would go beyond the scope of the research question. Nevertheless, it should be 

kept in mind that motives, decisions and activities of the involved parties might be driven by their 

geopolitical interests. The sensitivity of such strategies might be a reason for the nondisclosure of 

important project details and a general lack of transparency. 

1.4. Thesis structure 

This thesis is organized in seven sections. In this section, the main research questions and sub-

objectives were introduced and concepts and delimitations were given. The second section provides 

the reader with insights into the methodological considerations that build the foundation of the 

subsequent parts. In section 3, the relevant theories and literature on industrial policies, the transport 

sector, trends in economic development and trade as well as megaprojects are introduced and 

combined into a framework. The two-level analysis of the cases forms the fourth section of this thesis: 

The Panama Canal project is examined ex-post and implications for similar cases are formulated. This 

is followed by the descriptive analysis of the internal and external context of the Nicaragua Canal 

project as a basis for the discussion. In section 5, the relevance of the findings from the Panama 

Canal case for the Nicaragua Canal project is discussed and potential leverage points for the public 

and private sector are identified. Moreover, some reflections regarding the applied methodology and 

framework are given. The last two sections (6 and 7) provide closing thoughts and implications from 

this thesis for researchers as well as practitioners. 
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2. Methodological Considerations 

2.1. Research purpose 

The objective of this research is to gain a better understanding of the potential role of the interoceanic 

canal project for Nicaragua’s political economic development based on the experiences from the 

Panama Canal project. The aim is to provide implications for the development of government policies 

as well as private sector initiatives that aim at minimizing the risks and ensuring sustainable benefits 

from the infrastructure megaproject for the local population and businesses. 

Therefore, the purpose of this research goes beyond pure exploration and is mostly of descriptive 

nature, since I already know what kind of information I need to collect “to portray an accurate profile of 

persons, events or situations” (Robson, 2002, p. 59). Within the scope of this thesis, these are the 

detailed account of the events in Panama over the course of the different phases of the canal project 

and the situation in Nicaragua. Yet, this thesis also has an explanatory facet, since implications are 

derived from the case of the Panama Canal and their applicability and relevance is tested for the 

Nicaragua Canal project. Relating the descriptions of the two cases is a precursor to explanation. 

Therefore, this two-level analysis can be defined as a descripto-explanatory study (Saunders et al. 

2009). 

Considering the purpose of this thesis, it can be defined as applied research, since the objective is to 

investigate a specific practical challenge which will lead to the development of a solution (Easterby-

Smith et al., 2012). However, it needs to be pointed out that there is no direct interaction with affected 

practitioners even though the outcome of the research is relevant to them. 

2.2. Research philosophy 

The research philosophy is an integral part of the research since it provides the basic belief system on 

how the world is viewed and knowledge is created. This research is conducted from a critical realist 

perspective to account for the importance of contextual factors and the underlying dynamics of the 

studied situation. 

 

I chose critical realism as my philosophical position because it combines the positivistic argument that 

knowledge is independent of the human being and the constructivist acknowledgement of the fallibility 

and social embeddedness of scientific research (Clark, 2008). In the course of this thesis, I aim at 

conceptualizing reality to provide a comprehensive understanding of the positive and negative 
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development effects of an interoceanic canal project in its respective context without claiming 

infallibility or completeness (Jeppesen, 2005). 

According to Bhaskar (2008), the critical realist ontology distinguishes reality into three domains: the 

‘real’, the ‘actual’ and the ‘empirical’ level. The real domain comprises the independently existing 

mechanisms which operate in the world, while the actual structures are the perceived and unperceived 

patterns of events as a result of the former. The observed events and experiences in relation to the 

studied phenomenon constitute the empirical domain (ibid). These three structures need to be 

considered, when trying to understand and explain the world from a critical realist perspective due to 

the ‘multiplicity of effects’ and ‘plurality of causes’ (ibid). 

This also resonates with Lawson’s (2003) endeavor to see economics through the lens of a critical 

realist by understanding studied situations – in my case interoceanic canal projects – as ‘open 

systems’, where underlying mechanisms come to play. This is in contrast to the mainstream 

instrumentalist view in economics promoting a system of generalizations based on empirical 

regularities which allows “to predict the consequences of changes in circumstances” (Friedman, 1966, 

p. 39). Critical realists do not focus on merely connecting causes and effects, but they try to explain 

how mechanisms transform certain inputs into outputs. I assume that the studied situation is a semi-

regulated open system with a multiplicity of mechanisms, but where laws and certain logics are 

followed. 

By applying a multi-level approach and relating the three domains of reality to each other, I try to 

account for the constantly evolving social world and consequently the changing nature of how the 

studied situation is perceived by adding additional perspectives and layers (Saunders et al., 2009). 

 

When applying the philosophical perspective of critical realism to my research, the goal is to (1) 

understand the underlying mechanisms of transport geography, economic development and 

infrastructure projects, (2) discover the actual consequences for the development of a country when 

those come into effect in an interoceanic canal project and (3) observe the outcomes of such a project 

experienced by the public, experts and informants. Hence, in my analysis of the Panama Canal project 

I will not only focus on the actual and experienced events, but also on the underlying dynamics which 

might have triggered them. This will help me to identify potential leverage points on the level of 

mechanisms and structures, which could influence the nature of the generated events. Applied to the 

Nicaragua case, these implications could provide valuable insights for the public and private sector for 

the design of policies and initiatives in the context of the ongoing interoceanic canal project. 
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While the analysis of the Panama case fits the critical realist thinking, the examination of the 

Nicaragua case deviates from the classic approach: I face the challenge that the project has not 

reached the implementation phase yet. From a critical realist perspective, no predictions regarding the 

future development of the current situation in Nicaragua can be subject to the analysis, since no 

unique cause-effect relationships can be established in open systems (Bhaskar, 2008). Therefore, I 

will not aim at anticipating future results, but apply the implications on how the conceptualized 

mechanisms manifested themselves under the specific internal and external conditions of the Panama 

Canal project on the Nicaragua case to point out leverage points for action (Danermark, 2002). 

2.3. Research approach 

The two main approaches to acquire knowledge are deduction, meaning inference from general 

theories to specific situations, and induction, where observations lead to theory. I make use of both 

approaches by developing a framework from the reviewed literature and contrasting it with the actual 

data on the cases, resulting in new insights. Therefore, retroduction is deemed to be the appropriate 

logic of inquiry: Induction and deduction happen simultaneously, meaning there is a going back and 

forth between theory, results and explanations – it is a constant ‘backtracking’ (Miller, 2003). This is 

also in line with the philosophical perspective of critical realism, since the understanding of the studied 

phenomenon can change with adding new perspectives (Blaikie, 2004). 

2.4. Research design 

In the following two sections, I elaborate on my research strategy to achieve the stated objectives. 

Further, I explain the choices I made in terms of data collection and outline potential constraints. 

2.4.1. Research strategy 

The identified research gap is a typical situation the case study approach can be applied to since the 

three characteristics stated by Yin (2009) are met: (1) a ‘how’ question, (2) the analysis of a 

contemporary set of events, (3) no control over the researched situation by the investigator. According 

to Robson (2002) a case study is “a strategy for doing research which involves an empirical 

investigation of a particular contemporary phenomenon within its real life context using multiple 

sources of evidence” (p. 178). While the case study method is normally used to examine complex 

social phenomena, it can be applied to economics as well, which is more the nature of the studied 

situation (Yin, 2009). 
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With the help of the case study method, I aim at developing concrete, context-dependent knowledge 

from one case which I can consult when studying another case with a similar context (Flyvbjerg, 

2006). The goal of this case study is not to come to a formal generalization, but as Flyvbjerg (2006) 

argues, it can serve as a valuable source for systematic knowledge development – in this case for the 

political economic effects of an interoceanic canal project. 

I chose paired comparison as my research strategy, which originates from political analysis and 

focuses on analyzing multilayered empirical and historical data inputs (Tarrow, 2010). This strategy of 

comparative analysis entails the comparison of two cases with a most-similar system design. The two 

chosen cases are to my knowledge the only infrastructure megaprojects that share the same basic 

nature of the geographical location, project design and set-up and are therefore probably the only 

comparable events that are useful and credible (Patton, 1990). The advantage of paired comparison is 

that from one single case tentative hypotheses can be generated, while a second case can be used to 

test these (Gerring, 2007). This fits my approach with the constraint that my second case is still 

ongoing and the effects from the interoceanic canal project – the variable of interest – are yet to be 

unfolded. Therefore, the generated assumptions cannot be tested in the narrower sense, but will be 

applied to the second case to evaluate their relevance. If possible, opportunities for action for the 

involved parties are subsequently identified. At a later stage, the assumptions on leverage points 

derived from the Panama Canal case could be corrected based on an ex-post analysis of the 

Nicaragua Canal case, which is the strength of such an in-depth paired comparison (Tarrow, 2010). 

The Panama Canal case has been chosen purposefully, since it is rich in information regarding the 

researched unit of analysis and therefore presumably reveals relevant and critical insights for this 

analysis (Patton, 1990). I could have chosen to compare more ex-post infrastructure cases or to only 

focus on the Panama Canal case, which would have been more consistent with classical critical 

realism thinking. Yet, I hope to be able to provide more valuable insights for academics and 

practitioners by applying my findings on a second contemporary case for which the possibility still 

exists to influence the effects through taking actions. 

 

My research includes both cross-sectional and longitudinal characteristics: the investigation of the 

Panama Canal case has a longitudinal element since the events from several decades are analyzed, 

while the Nicaragua Canal project case is investigated in a cross-sectional study (Saunders et al., 

2009). 
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2.4.2. Research choices 

Descriptive and explanatory research normally makes use of secondary data, which is a common 

source for case study strategies (Saunders et al., 2009). Moreover, since the Panama Canal case can 

be classified as a longitudinal study, secondary data was the only available option to collect the 

needed information for a timespan of over 100 years (ibid). A disadvantage of making use of 

secondary data is that I do not have control over the data quality, even if it is provided by governments 

or data archives. The same accounts for the data collected from sources like newspapers, as the 

information might be presented in a way to fit the needs of the publishing entity at the expense of the 

integrity of the data (ibid). 

Due to the complexity of the situation and the different theoretical angles on the political economic 

development effect of an interoceanic canal, I chose a multiple method approach as part of my 

research strategy. In this thesis, the cases of the Panama Canal and Nicaragua Canal project are 

developed from quantitative and qualitative secondary data, which can be classified as a mixed-

method research (Saunders et al., 2009). 

The mixed-method approach often also includes quantitative primary data collection. Yet, in this case 

a qualitative approach merits the studied phenomenon, as the important variables have not been 

identified yet (Creswell, 2003). The application of quantitative research methods could be meaningful 

in a truly explanatory research to test and elaborate the findings from this analysis at a later stage. 

2.5. Research process and data collection 

In this research, two out of the four types3 of triangulation - namely triangulation of data and theory – 

are applied to improve the validity of the findings by examining the studied phenomenon from different 

angles (Patton, 1990). Theoretical positions on transport geography, economic development and 

megaprojects are used to understand both the Panama Canal and Nicaragua Canal project. In terms 

of data variety, information from documentation and archival records are collected. Thereby I aim at 

reducing the risk of bias and errors and providing a comprehensive understanding of the unit of 

analysis and the contextual factors (Mathison, 2005). 

2.5.1. Contextual analysis 

The descriptive character of this in-depth study of the Nicaragua Canal project makes the examination 

of the local context in Panama and Nicaragua with a specific focus on historical, political and 

                                                
3 Triangulation of methods, data, theory and through multiple analysts (Patton, 1990). 
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economic aspects necessary. Thereby a better understanding of the initial situation in the respective 

country should be ensured as knowing the status quo and its complexity is crucial when deriving ex-

post insights and developing conclusions. 

I visited some areas in Nicaragua that will be affected by the Nicaragua Canal project in 2013 and 

2014 and spoke with locals about their expectations. Since these were informal conversations that 

were not documented, they will not be used as a qualitative data source for this thesis. However, the 

observations I made during my stays and the feedback from my personal contacts in Nicaragua have 

given me valuable insights into the current situation in the country. 

2.5.2. Data collection 

To have confirmatory evidence for the main topics covered in the case study, at least two sources 

should be included in the data collection: I chose documentation and archival records (Yin, 2009). This 

triangulation helps to make the paired comparison more convincing as new facets on the same 

phenomenon are added to corroborate the findings (Tarrow, 2010). I aim at providing a true data 

triangulation, meaning that there is convergence of the evidence and not the development of separate 

findings that are compared (Yin, 2009). 

The sources classified as documentation are written reports of events, administrative documents like 

proposals and progress reports, as well as formal studies of the case in focus and news clippings (Yin, 

2009). This type of information was collected from internet sources and physical items like books and 

newspapers. They provided the data basis for the analysis of the situation and the effects in the 

different project stages. For the case of the Nicaragua Canal, I consulted the legal documents in 

English or Spanish to ensure a comprehensive understanding of the contract conditions between 

Nicaragua and the project sponsor. 

Statistical data made available by federal, state and local governments as well as maps on 

geographical characteristics fall under the category of archival records (Yin, 2009). In my research this 

type of data is used to provide the reader with a better understanding of the social, economic and 

geographic situation of Panama and Nicaragua. The strength of this source is the often broad 

coverage and repeated derivability of the data, yet it is important to be aware of potential reporting 

bias (ibid). 

In addition, I consulted several publications from the United Nations Conference on Trade and 

Development (UNCTAD) and the Organization for Economic Co-operation and Development (OECD), 

which can be classified as multi-source secondary data since these reports include both documentary 
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and survey data. These publications are insightful as they compile information from different sources 

and provide the latest perspectives on issues and development tendencies. 

2.5.3. Critical assessment of data sources 

Two major secondary sources used in this thesis are two publications by Noel Maurer and Carlos Yu 

on the Panama Canal: the paper What T. R. Took: The Economic Impact of the Panama Canal, 1903–

1937 published in 2008 in The Journal of Economic History. This publication ranks as a journal 3/36 in 

the category ‘History of Social Sciences’ and 33/127 for ‘Economics’ (Thomson Reuters, 2015). The 

second source is a book from 2010 called The Big Ditch: How America Took, Built, Ran, and 

Ultimately Gave Away the Panama Canal, which has received many positive peer reviews and was 

published by Princeton University Press, a renowned academic publisher (Princeton University Press, 

2015; SENSE, 2009). 

Noel Maurer did his Ph.D. from Stanford University in the 1990s and worked as associate professor at 

Harvard Business School from 2005 onwards, before he joined the faculty at George Washington 

University in 2014. His main focus of interest is on how the private sector deals with property rights 

when governments have dictatorship characteristics or in times of political instability. He has published 

five books, several papers and articles in his field of study (GWU, 2015). His co-author, the economic 

historian Carlos Yu, used to be a research associate at Harvard Business School and works as a 

private consultant based in New York City these days (Cambridge University Press, n.d.; Harvard 

University, n.d.). 

Both publications seem to be well researched using an abundant number of facts and statistics from a 

variety of primary sources and together cover in depth the whole span of the history of the Panama 

Canal project from the late 1800s to the 2000s. I also conducted a spot check of online available 

records from different points of time that were mentioned in the publications. 

Due to the authority of the authors and publishers as well as the good quality, currency and high 

relevancy of both works, I consider them as valuable and reliable sources for my thesis. 

2.6. Data analysis 

With the research question as my point of departure, I started to build my conceptual framework and 

to collect secondary data in parallel. Based on the first insights I subsequently consulted the literature 

again, revised my framework and collected more in-depth data on certain issues or emerging topics. I 

repeated these steps several times to narrow my focus down to the effects from the interoceanic canal 

project that were relevant to my research questions. Following this, I categorized my data according to 
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the time and effect dimensions of my in parallel developed analytical framework (Saunders et al., 

2009). This reduction and reorganization of the information into a matrix helped me to synthesize the 

findings from the different project stages and to develop propositions on what has caused the effects, 

which I translated into general implications (Miles & Huberman, 1994). 

For my second case, I used a more deductive approach to the analysis, as I collected the secondary 

data dependent on the developed implications from the first case. Although I could not test the 

implications, I was able to provide a better understanding of their relevance by contrasting them with 

the data on the second case.  



14 
 

3. Literature Framework 

The complexity of an interoceanic canal project is also reflected in the different strands of literature 

and theories that need to be consulted to provide the reader with a comprehensive understanding of 

the interrelations and dependencies coming into play. This section therefore presents relevant 

discussions and concepts on industrial development and policies, the transport sector, trends in 

economic development and trade and megaprojects. 

Figure 1: Conceptual framework for interoceanic canal project 

 
Source: Own elaboration 

3.1. Industrial policies and trade in Latin America 

Over the last decades, the role of governments in economic development and the design of industrial 

policies have been controversially discussed.4 Industrial policies can be narrowly defined as the 

activities of governments that support the development of productive and technological capacity in 

sectors that were previously identified as strategically relevant for economic progress (Chang, 1994). 

Today, industrial policies have gained credence again and they are deployed to smoothen the way for 

structural change by addressing impediments and compensating market failures (Syrquin, 2007). 
                                                
4 For more details on the historical background and industrial development models see appendix A. 
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3.1.1. Industrial policies in Latin America 

Governments of Latin American (LA) countries had been strong advocates of industrial policies until 

the Washington Consensus shifted the power to the free markets. Today, this region experiences a 

revival of government interventions, though the industrial policies differ in their nature from those 

designed in the times of import substitution industrialization (Devlin & Moguillansky, 2012). To ensure 

their success and the ability of LA countries to move towards more skill- and knowledge-based 

markets, a strong institutional environment and enough capacity for the policy implementation are 

paramount (OECD, 2013). Moreover, designing industrial policies is no longer a task of governments 

alone, but a collaborative process together with the private sector to better identify opportunities and 

challenges in the market and subsequently develop policies in response to them (Rodrik, 2004). To 

foster growth and productivity, industrial policies should not concentrate on a few ‘picked winners’; 

instead, it is advisable to address a sector more generally, foster competition within it and thereby 

increase the efficiency of businesses (Aghion et al., 2011; Günther & Alcorta, 2011; Stiglitz, 1999). 

3.1.2. Trade in Central America 

One of the current key goals of industrial policies in LA is the facilitation of international trade. Results 

of this endeavor are free trade agreements (FTAs) like the in 2003 negotiated DR-CAFTA between the 

CA countries and the U.S. as well as the in 2012 signed Association Agreement with the European 

Union. But the reduction of tariffs and the general market liberalization within these agreements also 

bear risks and can result in an increase in social inequality (Huhn & Löding, 2007; Lopez & Shankar, 

2011). To gain from eased commerce and investments as well as to mitigate potential negative effects 

of the market liberalization on the local economy, local governments need to create a favorable policy 

and institutional environment for production, trade and capital formation (Cunha & Jaramillo, 2013; 

Lederman et al., 2005; Lopez & Shankar, 2011). 

While the U.S. have remained the major export market for CA, the intraregional trade has increased 

from 7 percent in 1960 to 20 percent in 2010 and to 26 percent in 2011 of all exports (Cunha & 

Jaramillo, 2013; Lopez & Shankar, 2011). Yet, the domestic transport costs and bottlenecks at border 

crossings represent major challenges for intraregional trade and extra-regional imports (Fernandez et 

al., 2011). Adjacency does not seem to be an advantage for trade in CA and time-distance factors are 

below average due to a lack of regional integration and poor overland transport (Gordillo et al., 2010). 

Since transport and logistics costs make up for a fairly high share of commodity costs with for example 

up to 48 percent for tomato exports from Costa Rica to Nicaragua, they substantially deteriorate the 
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competitive position in international markets (Barbero, 2011). It is in the hands of policy makers to 

foster infrastructure development, optimize procedures within countries and at borders, ensure 

logistics security and increase the efficiency of logistics services (OECD, 2013). 

3.2. Interoceanic canals and the international transport and logistics sector 

3.2.1. Overview of the geography of transport and the maritime sector 

Under the umbrella of the science field of geography, transport geography examines the flows of 

goods, people and information and aims at discovering patterns of these movements by looking at 

itineraries, modes of transport and its purpose. Classic trade theory is another foundation of transport 

geography as it defines the basic drivers of infrastructure development, namely that spatial interaction 

is based on complementarity, intervening opportunities and transferability (Ullman, 1965, in: Goetz, 

2011, p. 46). Over the last decades, transport geography as a discipline has gained importance in the 

area of transport studies, yet the whole field is still undervalued by scholars despite its relevance for 

social and economic development (Rodrigue et al., 2013). 

The movements of people and freight are performed via different means of transport that can be 

divided into the main categories air, land and water. While a lot of research already exists on 

infrastructure to predominantly move people, I only focus on maritime freight transport – the 

movements via vessels and the transport of goods on oceans, seas, river, lakes and canals. 

 

Today, more than 80 percent of global trade is moved via seaborne transport (UNCTAD, 2013a). 

Shipped goods either come in the form of bulk cargo, which can be dry or liquid like grains or oil, or 

break-bulk cargo, which is packaged and stored in containers. Due to the different characteristics of 

the freight, they require distinct vessel types and specialized transshipment and storage space in 

ports. While vessels with bulk cargo normally make a single port call, container ships pick up and 

unload cargo at different destinations along their itinerary. Nowadays break-bulk cargo is 

predominately packed into an ISO standardized metal container5 that is commonly called Twenty-foot 

Equivalent Unit (TEU) to ensure an effective and compatible port infrastructure and to allow for 

intermodal transport. 

Seaborne trade is shaped by the regular use of certain itineraries called maritime routes, defined by 

Rodrigue and Notteboom (2013) as “a function of obligatory points of passage, which are strategic 

places, of physical constraints and of political borders” (p. 31). Here, the importance of chokepoints 

                                                
5 20 feet long, 8‘6‘‘ high, 8 feet wide 
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becomes apparent: routes can be divided into primary passages and secondary passages. The former 

are of paramount importance for global seaborne trade as no price-competitive alternative maritime 

routes exist (see Figure 2). 

The major trade routes are partly shaped by the geographic options and the climatic conditions, but 

also by the choices made by actors in supply chains based on their port preferences as well as the 

major transoceanic trade routes of liner operators. In turn, the attractiveness of a harbor is influenced 

by a variety of factors depicting its performance as a port and its connectivity within the trade network. 

Figure 2: Main Maritime Shipping Routes 

 
Source: Rodrigue (2013, p. 31) 

While the major trade routes seem to be more or less consistent over time, the role of a port as a hub 

or gateway is subject to change depending on the demanded capacity, links to other trade 

destinations and industry clusters as well as transaction costs. At gateways the shipped goods change 

between modes (air, water, land) connecting different major systems of circulation, while hubs are 

centers of transshipment and have major inbound and outbound links within the seaborne trade 

(Rodrigue, 2013). Harbors that are not part of the major lanes are called spokes; smaller vessels 

transport the cargo from there to the strategically nearest hub to feed them into the global flow of 

goods. This set-up is favorable for DCs, as they do not have to build their own deep water ports, but 

can exchange goods with their trade partners via a stopover in the nearest hub or gateway. That gives 
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them more control over costs, as they can use feeder vessels according to their needs in terms of size 

and time (Greve et al., 2007). 

3.2.2. The role of interoceanic canals in global trade 

Passages like the Panama Canal, the Suez Canal, the Strait of Hormuz and the Strait of Malacca 

have an important strategic role as they allow the circulation of global maritime trade to be more time-

effective and cost-efficient. The major constraints of such passages are capacity limitations due to 

physical features and potential disruption of usage triggered by political instability in the region 

(Rodrigue, 2013). The former challenge has become critical for the operation of the Panama Canal, 

since the original locks on both entry points of the canal can only cater a certain vessel size. The 

constant increase of the dimensions of cargo ships forced the Panama Canal Authorities to pursue a 

substantial expansion plan of the existing passage including new locks in 2006 to stay the preferred 

choice of shipping companies. 

Figure 3: Main routing alternatives between the Pacific and Atlantic 

 
Source: Rodrigue (2013, p. 33) 
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At the moment, the Panama Canal competes for cargo shipments between the U.S. East Coast and 

Asia with the Suez Canal, the longer but practical Magellan Route when it comes to transshipments in 

South American ports and the land bridges across the U.S. (ibid, see Figure 3). 

3.2.3. The role of transport and logistics in development 

Historically, transport and logistics6 used to be perceived as part of the transaction costs, but over the 

last decades the transport sector has grown into a complex industry itself: The need for 

complementing infrastructure and services can have a direct impact on the economic development of 

a country. 

Economic development and transport have a respectively rich literature, yet the link between them has 

not been researched extensively (Greve et al., 2007). Transport was considered an input that needed 

to be priced into the economic equation, but when costs decreased in the 1970s, this sector took a 

backseat. The rise of global value chains (GVCs) in the 1980s was driven by this development, as the 

substantial decrease in trade costs allowed for the fragmentation of production and its global 

dispersion (De Backer & Miroudot, 2014). 

Aschauer (1989) draw the attention back to the relationship between transport and economic 

development with his work on the productivity of public expenditure in the U.S. in the late 1980s. 

Today, one leading question is whether transport nodes develop due to the economic activities in a 

region or if companies locate near transport gateways and hubs to benefit from accessibility and lower 

transport costs. As suggested by Greve et al. (2007) more research is needed to better understand 

what role the transport sector plays in the integration of DCs into the global market. 

 

When trying to understand the link between transport infrastructure and economic development one 

can consult different theoretical approaches. These include micro- and macro-analysis, trade theory, 

industrial location theory, urban land use theory and spatial economic theory (Goetz, 2011). 

The two-way relationship of transport infrastructure and economic growth is often overseen. But it 

should be kept in mind that a growing economy also demands for more developed infrastructure and 

not only the other way around (Goetz, 2011). In addition, every new transport infrastructure does not 

only foster development in one region, but will also have a diversion effect on trade patterns. Yet, it is 

difficult to forecast development impacts of new physical infrastructure on international transport flows 

(Button & Reggiani, 2011). 

                                                
6 By tendency, services summarized under the term logistics are mentioned simultaneously with transport. 
Consequently, when talking about transport in the following, it also alludes to these services. 
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Oosterhaven and Knaap (2003) differentiate in their analysis between passive infrastructure policy and 

active infrastructure policy. The former means that the project is rooted in the growing demand for the 

infrastructure while the latter is a measure to trigger private investment in the region as a result of 

improved infrastructure for companies. Infrastructure projects are widely perceived as effective 

measures to kick-start the economy, as they both generate jobs and support the development of local 

businesses by providing faster and cheaper transport options. Even in developed countries 

governments favor policies linked to infrastructure as it was the case in the U.S. in 2009, when a 

stimulus package was adopted to support public works projects (Goetz, 2011). Due to the size of such 

infrastructure projects, financing by the private sector has often become the only way for DCs to 

develop or upgrade their transport facilities (Rodrigue et al., 2013). 

Goetz (2011) reviewed 55 cases dating from 1999 to 2009, which included empirical data on the link 

between investments in transport infrastructure and economic development. 78 percent of the cases 

revealed a positive connection between the project and at least one economic measure of growth 

(ibid). Yet, the impact was highly dependent on the geographic area and the prevailing level of 

development there as well as the historical time period: A more positive effect was found for middle-

income DCs in comparison to developed countries and times of economic take-off were more 

favorable (ibid). 

When defining business opportunities related to new infrastructure for both national and international 

companies, there are two ways for DCs to participate in GVCs: (1) undertake a task in the production 

or processing of certain goods, (2) provide services that are needed by GVC participants independent 

of a certain product like logistics or financial services. 

3.2.4. New transport infrastructure and the local economy 

Oosterhaven and Knaap (2003) introduced a framework to subdivide the economic direct and indirect 

effects of new transport infrastructure to better understand the opportunities and challenges such a 

project imposes on the location, the market and its people on a temporary and permanent basis (see 

Table 1).7 It has been applied by other scholars to investigate the economic effect of infrastructure 

projects and by the public sector in feasibility studies (e.g. Fehmarn Belt Fixed Link)8. 

                                                
7 In their model the authors also include direct and indirect external effects addressing environmental and safety 
issues. Although their impact can be significant, these external effects will not be subject of discussion in the 
following, since they go beyond the scope of this study. 
8 Copenhagen Economics ApS conducted a study to analyze the dynamic and strategic effects of the planned 
tunnel in accordance with the framework from Oosterhaven and Knaap (Copenhagen Economics, 2004). 
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Table 1: Types of effects of transport infrastructure investments 

 

Source: Oosterhaven & Knaap (2003, p. 89) 

While temporary effects can be observed during the construction phase of the project, the permanent 

economic impact comprises all effects occurring when the infrastructure has been taken into 

operation. In the short-term, there is an increased direct and indirect demand for workers, finance and 

supplies. This often leads to crowding-out effects in the capital market and other labor segments. After 

the completion of the infrastructure project, royalties are generated and saving effects in the transport 

of freight and people occur in terms of time and costs. Indirectly, backward expenditure effects for 

goods and services are triggered by the improved transport mode. Also, the increased attractiveness 

of the location causes businesses to base their operations in the areas resulting in induced effects like 

job creation (Oosterhaven & Knaap, 2003). 

Different methods exist to specify and evaluate the expected economic impacts of an infrastructure 

investment including spatial computable general equilibrium (SCGE) models (Oosterhaven & Knaap, 

2003). While this seems to be a relevant tool to estimate the effect of an interoceanic canal, it would 

require extensive data gathering and would go beyond the constraints of this thesis. 

3.3. Industrial strategies and economic development 

Over the last decades, the face of the global economy has significantly changed due to increasing 

integration of markets and the ‘disintegration’ of production processes. Today, it is dominated by 

GVCs and 60 percent of the products and services traded around the world are part of a transaction 

within those (Gereffi, 2014; UNCTAD, 2013b). 

The value of world merchandise exports account for USD 18.8 trillion, while commercial service 

exports were worth USD 4.6 trillion in 2013 (WTO, 2014). These are impressive numbers and depict 

the globalization of production and consumer markets. But it also becomes an increasingly complex 

system that makes it more difficult to understand the true economic situation of a country. High export 

numbers do not necessarily reflect a prosperous economic situation: The process of importing 
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intermediate goods and services, adding value to them and then exporting them again to the final 

customer or the next processing location leads to a falsification of figures on value-added trade, since 

products get counted several times. Policy makers need to be aware of this fact when designing 

policies around trade. 

3.3.1. GVC integration und upgrading: Barriers and challenges 

Before businesses have the resources and qualifications to enter GVCs, they need to overcome 

industry and market entry barriers in the national economy, meaning the companies have to 

successfully establish themselves in a certain sector (Thomsen, 2007). 

It has been recognized by scholars that the mere integration into GVCs does not necessarily produce 

the intended benefits and that it can also lead to downgrading of the economy and the deterioration of 

working conditions. Therefore, current research deals with the challenge of how economic and social 

upgrading through GVC participation can be fostered for DCs (Barrientos et al., 2011; Lee et al., 

2011). General risks of participation in GVCs are insecurity and poor working conditions, the 

dependency on multi-national companies (MNCs) and a narrow technology base leading to low value 

adding activities in the chain. Another danger of GVC participation is to make use of a static 

comparative advantage that only adds little value to the final product. Then the development of new 

capabilities might be inhibited as they are not serving the position the DC occupies in the supply chain 

(Kaplinsky, 2010). 

After entering a GVC, the next step is to increase the returns of participation by moving within the 

chain due to competence enhancement. This process is called ‘upgrading’ and can be in terms of the 

product, the process, the functional areas or the overall chain (Humphrey & Schmitz, 2002). 

3.3.2. The role of governments in the GVC environment 

While a lot of research analyzes the opportunities and challenges DC firms face in their attempts to 

participate and upgrade in GVCs regarding capabilities and chain governance, it is important to draw 

the attention to the policy environment of the respective country. 

GVC participation presents substantial opportunities for DCs: it can create jobs as well as help to build 

productive capacity through technology and skill development. Also, best practices in social and 

environmental issues can be transferred. Yet, it is not granted that GVC integration accelerates the 

economic development of a DC: the design of the GVC participation is key to realizing the potential 

(Hernandez et al., 2014; UNCTAD, 2013b). Kaplinsky (2000) attributes three major tasks to 

governments when it comes to GVCs, namely an educational, a facilitating and last but not least an 
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enabling role. As a first step, a clear understanding of the role of the local economy in the GVCs and 

the drivers behind this position and participation is crucial for policy makers to develop tools that 

effectively meet the needs of businesses to foster inclusive growth (De Backer & Miroudot, 2014). 

However, sufficient infrastructure, access to finance options, deliberate trade policies as well as 

development of human capital are also key tasks for the government to enable companies to 

participate successfully in GVCs (Kaplinsky, 2000). 

In the case of DCs with limited resource endowments, GVCs are often the only way to continuous 

economic development. The first step is to evaluate the status quo in terms of industrial capabilities 

and the trade profile to identify reasonable opportunities for the country to participate in GVCs. Based 

on this assessment, corresponding industrial policies should be designed and implemented and a 

strong governance framework needs to be built to foster the desired development through GVC 

participation (UNCTAD, 2013b). 

3.3.3. Local industrial concentration: Special economic zones 

In the course of the reorientation from an import substituting to and export oriented economy, the 

establishment of special economic zones (SEZs) has become a common practice in the second half of 

the last century in Asia and LA and in recent years in Africa. A variety of names for this type of policy 

tool exists and concepts differ slightly. However, the common denominator of the different types of 

zones is that “it benefits from a different regulatory regime from that in the rest of the economy” 

(Farole, 2011, p. 25). The general goal of SEZs is to facilitate trade, attract investment and create new 

jobs – all under an effective administration. Two main forms are the export processing zones (EPZs), 

in which products are manufactured for export, and large-scale SEZs, which are a mix of residential 

and economic areas from commercial to industrial use. The number of SEZs around the world has 

rapidly increased over the last decades, fueled by the decrease of transport costs and the vertical and 

spatial fragmentation of GVCs (Farole & Akinci, 2011). In LA, zones called ‘maquilas’ are common: 

they focus on importing production inputs duty-free, which are then processed or assembled and 

afterwards predominantly exported to the U.S. Honduras is an example of a CA country which 

managed to successfully follow an EPZ strategy and become one of the major exporters of clothing to 

the U.S. (Engman, 2011). Yet, due to the increasing spatial and supplier consolidation of GVCs, the 

EPZ as a tool to attract MNCs is increasingly difficult to realize if there is no substantial advantage in 

labor costs or scale opportunities. There is a tendency towards the SEZ model, which creates better 

linkages between the local economy and the zone and focuses on value-adding and differentiation 

instead of pure fiscal incentives (Farole & Akinci, 2011). Notwithstanding which concept is chosen, the 
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effective design and implementation of the concomitant industrial policies in the light of the local 

context are the decisive factor for the zone’s performance in the global environment (Farole & Akinci, 

2011; Ge, 1999). 

3.3.4. China as a partner and investor in Latin America 

Over the last years, China has also shown a growing interest in LA. Many LA countries increasingly 

carry on trade with China: While more than half of the exports to China are commodities like copper, 

iron and soy, imports from the Asian partner are mostly manufactured goods from the electronics and 

automobile industry. The increasing reliance of LA on commodity exports is controversially discussed 

as well as the dependence on trade partners like China for this type of exports and its associated risks 

(Toro Hardy, 2013). 

China also acts as a lender to LA governments and in these cases the money is not tied to ideological 

or macroeconomic terms as it is often the matter with multinational lenders (Toro Hardy, 2013). 

Between 2008 and 2012 a total of USD 81.3 billion has been borrowed by LA countries from China of 

which almost 50 percent were earmarked for infrastructure projects and 26.7 percent for the energy 

and mining sector (Ray & Gallagher, 2013). 

The motives behind China’s engagement in LA are diverse; access to natural resource reserves is an 

obvious one. Also, there have been repeated speculations regarding geopolitical reasons, including 

undermining the traditional strong influence of the U.S. in the region (Hisang, 2009). Also, the 

recognition of Taiwan by several LA countries might play a role (Toro Hardy, 2013). 

 

Chinese companies are not only trade partners, but they have started to get a foot on the ground with 

an investment volume of USD 10 billion on average since 2010 in LA countries (ECLAC, 2014). 

The idea behind the ‘China Model’ differs from the motivation of developed countries, as Outward 

Foreign Direct Investment (ODI) is used as a measure to foster China’s domestic industries (Huang & 

Wang, 2011). A major focus of China’s efforts in foreign relationship building has been on oil-rich 

countries in Africa and LA to cater the domestic need for commodities: Negotiations are shaped by 

China’s ‘loans-for-oil’ and ‘infrastructure-for-oil loans’ policy without political conditionality (Wu & De 

Wei, 2014). 

According to Kolstad and Wiig (2009), the investment pattern of Chinese actors is different from other 

investors regarding political stability requirements: the worse the country is governed, the more 

attractive seem the natural endowments to be for Chinese investments. This behavior can have 

serious consequences for the host country as it increases the instability (Frynas & Paulo, 2007). 
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Based on the experience from Chinese investments in Africa, there is a tendency of Chinese 

companies to import workers and supplies from China for their infrastructure projects. Moreover, the 

ODI projects in LA seem to aim at building infrastructure that improves trade flows between China and 

the partner country (Center for Hemispheric Policy, 2006). According to the vice-governor of the 

Export-Import Bank of China, Zhu Xinqiang, more LA countries will receive ODI in the future and the 

projects will go beyond natural resources and target infrastructure, high-tech and agriculture instead 

(Zhou, 2011).9 

3.4. Infrastructure megaprojects 

In general, the term ‘megaproject’ is used in cases of “large-scale, complex ventures that typically cost 

US$1 billion or more, take many years to develop and build, involve multiple public and private 

stakeholders, are transformational, and impact millions of people” (Flyvbjerg, 2014, p. 6).10 Over the 

last decades, megaprojects have become a common phenomenon, fueled by the demand for 

infrastructure that meets the increasing needs of a rapidly growing population and the global economy. 

3.4.1. Problems and challenges of megaprojects 

Large-scale infrastructure projects bear challenges as aptly stated by Flyvbjerg (2009): “the problem is 

getting bigger, because projects get bigger” (p. 347). 

According to de Bruijn and Leijten (2008), there are two challenges in the implementation phase that 

could harm the success of a megaproject, namely that the project is “unmanageable in terms of time 

or money” and that it is “impoverished as to its substance” (p. 23). The former problem implies that 

costs and time are often underestimated, while the demand forecast for the infrastructure is too 

optimistic. The consequences of such a mismatch can be drastic: An example is the heavily 

subsidized Channel tunnel connecting the UK with France, which got the scathing criticism that 

“overall the British Economy would have been better off had the Tunnel never been constructed” 

based on a study by Anguera (2006, p. 291). 

Reasons for this mismatch between estimated and actual costs can be diverse: from environmental 

problems that have not been considered in the project outline, to construction challenges or unfulfilled 

safety requirements (Flyvbjerg et al., 2003). Based on a study conducted by Flyvbjerg, Holm and Buhl 

(2002), nine out of ten projects have a cost overrun regardless their geographical location and time. 

                                                
9 A more detailed account on China as a partner and investor in LA can be found in appendix B. 
10 In this context, the term megaproject will refer to infrastructure megaprojects like roads, channels, airports, 
harbors etc. 
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When it comes to interoceanic canals, the expenditure for the Suez Canal was 1,900 percent over the 

initial estimated costs and even the Panama Canal had a cost overrun of 200 percent (Flyvbjerg et al., 

2003). 

Hirschman (1967) suggests in his work ‘The principle of the Hiding Hand’ that it is normal and good 

that initial cost and time estimations of megaprojects are exceeded, since the planners would 

otherwise not go through with the project in the first place. The pressure to meet impossible time and 

budget goals sparks the creativity to find new solutions and increase the problem-solving ability. Yet, 

the opposing view emphasizes that this false optimism is often ‘intentional lying’ by project planners 

and consultants and that the additional costs of a megaproject are not necessarily outweighed by the 

impact of the new infrastructure in the long-run (Flyvbjerg et al., 2003). 

In addition, the details and risks of a megaproject are often not sufficiently communicated to the 

involved parties, the media and the general public (Flyvbjerg et al., 2003). This general veiling of the 

truth and the miscalculation of costs and benefits can be explained by technological, political, 

economic and aesthetic motivations of the project initiators (see Table 2). 

Table 2: The ‘four sublimes’ driving the development of megaprojects 

 
Source: Flyvbjerg (2014, p. 8) 

3.4.2. Cost-benefit analysis of megaprojects 

According to the Independent Evaluation Group (IEG) (2010), a CBA should include expected values, 

measurement of benefits and costs against a counterfactual, alternatives, risks, poverty reduction and 

externalities. However, it was found that a CBA is often only done after the project had been approved 

so that the numbers are required to fit the promised outcome (UNCTAD, 2008). 
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Based on an evaluation of the World Bank in 2008, the number of project appraisals that include a 

CBA had declined by 45 percent over 30 years, meaning that in the early 2000s for only a fourth of the 

projects this kind of analysis was conducted (IEG, 2010). At the same time, projects with better 

performance ratings tended to include such cost-benefit comparisons, highlighting the importance of 

this step in the project appraisal stage (ibid). 

Therefore, evaluating a megaproject based on an ex-ante CBA is helpful; yet, this analysis often 

cannot sufficiently take into account the complexity of the specific project to make a sound 

assessment (Rothengatter, 2008). Consequently, traditional ex-ante CBA needs to be combined with 

the (ex-post) learnings from other projects regarding unanticipated changes and risks of the estimation 

(Flyvbjerg, 2009). Here, a similar project can be used as a proxy – in the case of this thesis another 

interoceanic canal. 

 

The forecasts of all costs from planning to operation, maintenance and revenues should allow decision 

makers to evaluate the financial viability of the infrastructure endeavor. Normally at this stage, non-

viable projects would be dismissed or redesigned to deliver on the expected return on investment 

(Flyvbjerg et al., 2003). However, major challenges in the ex-ante analysis remain the counterfactuals 

and the question, how the region would have developed without the megaproject (Oosterhaven & 

Knaap, 2003). Moreover, the high flexibility in the freight sector and the complexity of demand and 

supply patterns make it difficult to develop accurate forecasts of the developments in the transport 

sector (Flyvbjerg et al., 2003). 

Due to the undisclosed or non-existent comprehensive CBAs for the two interoceanic canal cases and 

the general lack of information to conduct a CBA myself, I focus on the ex-post learnings from the 

Panama Canal project to anticipate the effects emerging from the Nicaragua Canal project. 

3.4.3. The design and financing of megaprojects 

Conventionally, megaprojects were financed with public investments and the project planning and 

execution was driven by governments (Flyvbjerg et al., 2003). More recent approaches to such 

megaprojects – especially in the light of the needed capital expenditure – are public-private 

partnerships (PPPs) in the form of Private Finance Initiatives (PFIs) (Koppenjan, 2008). 

Over the last years, a variation of concession approaches have evolved, which slightly differ in their 

set-up and management. Yet, they can be summarized under the general Build-Operate-Transfer 

(BOT) model (Flyvbjerg et al., 2003; Koppenjan, 2008): The company that obtains the concession 

from a government for an infrastructure project normally signs on other firms to deliver the project, e.g. 
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supply and construction contractors, and makes the agreements with banks and investors (see Figure 

4). 

Figure 4: BOT approach to megaproject development 

  
Source: McCarthy & Tiong, (1991, p. 223)  

In general, the participation of the private sector in infrastructure projects is perceived as beneficial, 

because it is expected that projects will be more performance-oriented and risks are distributed and 

actively addressed since it is an investment that is supposed to produce a return (Flyvbjerg et al., 

2003; Koppenjan, 2008). The advantage of the BOT approach is to reduce the burden for the tax 

payers and to shift the risks to private investors. Disadvantages include the reduction of influence on 

the project design and implementation as well as the limited or absent receipt of royalties from the 

infrastructure. Consequently, there is a growing awareness of potential negative side-effects of PPPs 

in the infrastructure sector like environmental hazards and opportunistic behavior of the investors 

(Koppenjan, 2008). 

Based on the empirical evidence from such projects, there is no guarantee for success inherited in the 

approach itself, but Tam (1999) identified some attributes successful projects had in common: “an 

experienced, equitable and simple governing body and structure, an uncorrupted and honest political 

regime, an intact contractual agreement, a structured set of BOT regulations and legal system, a large 

and reliable consortium, an experienced construction organisation, and lastly, but most importantly, no 

intervention of politics” (p. 377). 
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3.5. The analytical framework 

3.5.1. Development of the analytical framework 

Long (2004) defines the ‘unit of analysis’ as “the subject (the who or what) of study about which an 

analyst may generalize” (p. 1157). I aim at providing insights into the political economic development 

effect of an interoceanic canal and therefore this infrastructure megaproject is put at the core of my 

framework. 

 

The analytical framework for this thesis is developed by combing the above presented different 

strands of literature and theories. The framework on effects of transport infrastructure investments 

from Oosterhaven and Knapp (2003) serves as a basis, because it is a simple but meaningful way to 

map the economic effects of infrastructure projects. Yet, to fit the purpose of this research and include 

the relevant internal and external factors of influence, the time and effect dimensions need to be 

further specified.11 

Since both the Panama and the Nicaragua Canal project are consistent with the approach of the BOT 

model, the time dimension of the framework will reflect the respective three phases. This distinction 

deems to be appropriate, since the approach shapes the design and implementation of the project; the 

conditions as well as the responsibilities of the project partners during the building, operation and the 

transfer of the project differ substantially. Also, emerging effects can be captured with this distinction: 

These effects are neither temporary nor permanent, but occur over time depending on the actions 

taken by the involved parties. 

On the effect dimension, I distinguish between direct and indirect economic effects12 as done by the 

original authors and I investigate two more areas, namely the political and social consequences of 

such a project. This addition was made due to the interacting relationship between the political and 

social situation in a country and its economic development. 

 

To put the effects into the respective context, the motivation of the project partners are included as 

another layer of the framework. The motives and expectations in each project phase will be contrasted 

with the effects at each point of time and evaluated accordingly. This comparison functions as a 
                                                
11 Oosterhaven and Knaap’s framework falls short of depicting the complexity regarding involved parties. 
Looking into the effects for all involved parties would provide valuable insights, but would go beyond the 
constraints of this thesis. 
12 In their model the authors also include direct and indirect external effects in both intervals addressing 
environmental and safety issues. Although their impact can be significant, these external effects will not be 
subject of discussion in the following, since they go beyond the scope of this thesis. 
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‘reality check’ to see whether the desired outcomes were accomplished at the respective time, even if 

they would not seem sufficient from today’s perspective. 

Figure 5: Analytical framework 

 
Source: Own elaboration 

3.5.2. Application to the case selection 

As mentioned above, this thesis follows a paired comparison research strategy and the projects of the 

Panama and the Nicaragua Canal were chosen as relevant cases to answer the research question. 

The above developed framework is applied to the first case: Effects during the construction, operation 

and transfer/post-project phase of the canal project on Panama as well as the motives of the host 

country at each stage are mapped. Subsequently, the findings will be consolidated and translated into 

implications that could be relevant for similar infrastructure megaprojects. 

The Nicaragua Canal project is the second case relevant to this research. The project is still in an 

early project stage as the groundbreaking of the construction only took place on 22nd of December 

2014. Hence, it is not possible to apply the analytical framework to make statements about the effects 

of the canal project on the development of Nicaragua at this point of time. 

 

Instead, the implications derived from the Panama Canal case are applied to the Nicaragua Canal 

case. To do this in a systematic way, the Nicaragua Canal case is first analyzed through the different 

perspectives of the above introduced conceptual framework (see Figure 6). 
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Figure 6: Conceptual framework applied to the Nicaragua Canal project 

 
Source: Own elaboration 

 

Subsequently, the generalized findings on the effects from the Panama Canal project will be 

contrasted with the current situation in Nicaragua, the latest information on the canal project and the 

developments in the external environment. This does not only allow me to test the relevance of the 

findings from the Panama Canal project for another case, but also to provide the public and private 

sector with insights on the potential political economic effects of the canal project on Nicaragua under 

the current circumstances. The results should not be regarded as predictions with a claim to future 

validity, but as thought-provoking impulses that should be taken into consideration when planning 

future policies and initiatives.  



32 
 

4. Analysis 

4.1. The Panama Canal project 

Since the discovery by the Spanish conquerors, the Isthmus of Panama has been under debate to 

ease trade between the Atlantic and the Pacific Ocean. Yet, only the Panama Canal, which started as 

a French construction project under the developer of the Suez Canal De Lesseps in the 1880s and 

was finished by the U.S. in 1914, was able to reap the benefits of the locational competitive 

advantage. The infrastructure megaproject was financed and implemented by the U.S. based on a 

contract, which granted the right to Washington to build, operate and defend the canal and the 

surrounding zone in Panama without a time limit. 

Already in the 1940s it was discussed whether the Panama Canal should be handed over to another 

owner, yet the host government was not considered a responsible successor. Eventually, in 1977, 

treaties were passed by the U.S. Senate which put into writing the gradual handover of the canal to 

Panama before the final withdrawal of the U.S. in 1999 (Maurer & Yu, 2010). Consequently, the 

Panama Canal project can be classified as a BOT case in hindsight with Panama as the host 

government and the U.S. as the concessionaire. 

The major purpose of the canal at that time was the safer and faster voyage of warships between the 

East and West coast of the U.S. The secondary, economic intention of politicians related to the canal 

was U.S.-centric: it was about gains for the U.S. in general and U.S. trade in specific (Maurer & Yu, 

2008). But the project was also driven by two of the four sublimes, described by Flyvbjerg (2014): the 

political sublime corresponds with Roosevelt’s desire to build himself a monument and the 

technological sublime depicts the pride the U.S. took in being at the forefront of innovation and 

construction projects of unprecedented size at that time. 

 

The project itself and the role of the U.S. has been controversially discussed: The Panama Canal 

project experienced time overrun and substantial additional costs during the construction, more than 

doubling the originally planned expenditures.13 Moreover, the U.S. used their power as a dominant 

sponsor as described by a Panamanian diplomat in the New York Times back in 1927: “When you hit 

                                                
13 Although the costs of building the Panama Canal turned out to be higher than expected and seemed immense 
at that time, the return on the investment appeared to be substantially higher than if the taxpayers’ money would 
have been invested in government bonds by a twofold (Maurer & Yu, 2008). Yet, the canal became a liability in 
the second half of the operation phase when operation and maintenance costs exceeded the remittance from 
the Panama Canal Company, not including the economic aid paid by the U.S. to Panama (Maurer & Yu, 2010). 
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a rock with an egg, the egg breaks. Or when you hit an egg with a rock, the egg breaks. The United 

States is the rock. Panama is the egg. In either case, the egg breaks” (Pearson, 1927, p. 217). 

 

4.1.1. Effects of the Panama Canal project 

The following sections analyze the economic, political and social effects the Panama Canal project 

had on the host country during the construction, operation and transfer/post-project phase. 

4.1.1.1. The construction phase: Effects on Panama 

Direct economic effects 

Panamanian workers and construction firms were mostly excluded from the economic boom by the 

U.S. administration. Only 0.8 percent of the contracted labor was from Panama, while most of the 

workers came from Barbados (44.1 percent), Spain (18.4 percent) and the French West Indies (16.8 

percent) (Canal Zone, 1914). There were no explicit employment policies, but West Indian labor was 

preferred over native Panamanian workers, since the islanders were cheaper and abundant. At that 

time, wages for both skilled and unskilled Panamanian labor were even higher than for workers doing 

the same job in the U.S. (Maurer & Yu, 2008). 

 

Indirect economic effects 

When the U.S. took over the construction of the Panama Canal, thousands of recruited workers from 

outside Panama needed to be fed. This led to a shortage of food and supplies in the Canal Zone and 

allowed the Panamanian merchants to overcharge the immigrant laborers. To counter this 

development and ensure adequate nutrition of the workers, the U.S. founded a ‘Commissary’. Shortly 

after, the array of products offered by the Commissary to the immigrant laborers ranged from food to 

luxury goods at a competitive price due to tax exemption and preferential treatment of the respective 

consignments in the Canal Zone. As a consequence, the Panamanian merchants missed their 

opportunity to participate in the growing economy around the Panama Canal (Major, 1993). Instead, 

the U.S. run Commissary reached a turnover of USD 7.5 million by 1913, which is comparable to USD 

168 million in 2009 dollars (Maurer & Yu, 2010; Russell, 1913). To ensure self-sufficiency in times of 

war or supply shortages from the U.S., the Canal Zone developed its own agriculture and 

manufacturing sector, making supplies from outside the Zone obsolete (Brown, 1920). Maurer and Yu 

(2008) summarized the situation as intentionally created by the project sponsor as “U.S. policy 

operated to minimize the effects of the Canal on the Panamanian economy” (p. 1). 
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Political effects 

The desire of the U.S. led by Roosevelt to build the interoceanic canal across the isthmus triggered 

the turmoil of the region against the Columbian ruling power. This revolution led to the independence 

of the state of Panama in 1903, which was indirectly supported by U.S. forces. As a consequence, the 

latter received the right to build an interoceanic canal and Panama became a protectorate of the U.S. 

However, this did not automatically result in preferential treatment: It was neither easier nor cheaper 

for Panama to borrow money from the U.S. (Maurer & Yu, 2008). 

 

Social effects 

The construction phase of the canal was beneficial for public health in Panama: Firstly, it triggered the 

U.S. initiative to fight malaria and yellow fever as the diseases were major threats to the timely 

construction of the canal. Secondly, the water supply and sewage system was systematically 

improved (Maurer & Yu, 2010). 

It becomes apparent that more local employment could have made a difference for Panama’s 

development when looking at the effect the canal had on Barbados: The island was on the verge of a 

collapse, but due to the mass emigration of workers to Panama, both remittances and the wage 

increases triggered by the labor shortage helped lifting the population out of poverty and eventually 

created a middle class (Maurer & Yu, 2010). 

An unfavorable development with a long-term effect for Panama was the distinction between classes 

of labor. Skilled U.S. workers were paid according to the so called ‘Gold Roll’ and the remaining 

majority fell in the ‘Silver Roll’ category, where Spanish workers earned double the amount compared 

to West Indian labor. This created a class society based on skin color and origin and generated 

tensions between the workers due to unfair pay for similar jobs within the Canal Zone (Conniff, 1985). 

This racial discrimination intensified over time and after 1908 even black U.S. Americans were not 

eligible to the Gold Roll anymore. This class thinking eventually found its way into the Panamanian 

society and is still visible in today’s wide gap between skilled workers with high salaries and unskilled 

workers who only earn a fraction of the former (Maurer & Yu, 2010). 

 

4.1.1.2. The operation phase: Effects on Panama 

The expectations regarding the impact of the interoceanic canal on Panama were generally high; “[t]he 

Republic of Panama should shortly become one of the business centers of the universe” was 

anticipated by the authors of the Blue Book of Panama in 1917 (Scoullar, 1917, Preface). In this 
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project phase, Panama developed into a country with two economies – the flourishing Canal Zone that 

was barely taxed and the isolated general Panamanian economy that resembled the at that time 

typical LA autocracy with little output that could be taxed. 

 

Direct economic effects  

The direct effects from the Panama Canal for the country were fairly small and the annual payment by 

the U.S. for using the canal territory turned out to be smaller in this partnership than the previously 

negotiated deals with the Columbian government or the drafted deal between the U.S. and Columbia 

(Maurer & Yu, 2008). 

The discrimination against Panamanian workers continued and additional restrictions regarding the 

labor market were introduced: A bill was passed in 1939 that only U.S. citizens were allowed to 

occupy the posts of higher paid canal personnel (Roosevelt, 1941). 

 

Indirect economic effects  

The policies implemented by the U.S. in the Canal Zone inhibited spillovers from the canal 

construction and operation to the rest of the country. This included that local businesses were not 

allowed to offer their products or services in the Canal Zone or to the vessels passing through the 

isthmus (Maurer & Yu, 2008). 

Despite complaints by Panamanian merchants, the businesses run by the Commissary were 

exempted from all U.S. taxes and received discounted rates on the Panama Railroad, which gave 

them a competitive edge. Of the products sold by the Commissary only 4.1 percent on average came 

from Panamanian sources in the years between 1921 and 1936 at a declining rate according to the 

annual reports of the Canal Zone (Maurer & Yu, 2010). 

The money earned by Canal employees and transiting passengers hardly found its way into the 

Panamanian economy, since the Commissary’s stores with subsidized prices offered everything from 

basic groceries to luxury goods (Maurer & Yu, 2008). From the USD 500 annual wage a Canal worker 

received on average, 80 percent was spent at the Commissary (ibid). 

Despite the fact that Panama could have benefited more from the canal under less U.S. centric 

policies, it should be mentioned that the Panamanian economy would have probably not been able to 

provide the skilled labor and supplies for the construction and to the passing vessels (Maurer & Yu, 

2008). 

As Panamanian businesses did not manage to benefit from the Canal Zone, the domestic economy 

built itself around it. Examples are the Colón Free Zone (CFZ), the ship registry and the dollarized 
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banking sector (Maurer & Yu, 2010). These indirect links obviously resulted in direct dependencies 

which has made the Panamanian economy prone to unswayable developments in the Canal Zone. 

 

The CFZ was the first free trade zone in Panama that was established by the national assembly in 

1948. The proximity to the Tocumen Airport made the CFZ a transshipment point for goods of high 

value and low weight like pharma products, women clothing and spare parts imported from the U.S. on 

their way to the rest of LA. Over the next decades the CFZ reported immense growth until the region 

was hit by the LA debt crisis at the beginning of the 1980s (Radosta, 1957). 

Since the air transport hub for handling duty-free goods only created jobs for a relatively small number 

of skilled workers, the management of the CFZ decided to foster the development of manufacturing 

facilities to offer jobs to the predominantly unskilled labor in Colón. To nurture the manufacturing 

sector for clothes in the CFZ, the Panamanian government introduced textile quotas to guard the local 

businesses. 

Ironically, the Remón-Eisenhower Treaty of 1955, which Panama and the Panamanian workers 

benefited from, was a reason for the CFZ to stop fostering export manufacturing: already at the end of 

the 1960s Asian producers were more competitive. Another reason was the physical limitations of the 

fairly small area of the CFZ (Maurer & Yu, 2010). 

The international banking cluster was another successful development in parallel to the canal 

operation, but only 3 percent of the people employed in the secondary or tertiary sector were working 

in banking in 1982. Yet, every direct job created 4 indirect positions according to a study conducted in 

1988 (Maurer & Yu, 2010). 

Together, in the early 1980s the CFZ and the international banking cluster were directly or indirectly 

responsible for 13 percent of the labor force in Panama and 14 percent of the GDP (Maurer & Yu, 

2010). Therefore, both can be perceived as important areas of economic growth for the country, 

however, they did not affect the broader population. 

 

Political effects 

The U.S. was highly involved in the host country’s politics both formally and informally as Panama was 

a U.S. protectorate between 1903 and 1936. Yet, Panama did not have an advantage regarding 

borrowing costs compared to other LA countries in the first decades of the 20th century (Maurer & Yu, 

2010). Nevertheless, the relationship with the U.S. granted them a fairly high amount of foreign aid 

from their partner until the transfer of the canal. 
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The development of Panama in relation to the canal was highly dependent on individuals in power and 

their personal agenda. The beneficial economic and political path Panama pursued under Omar 

Torrijos was discontinued after his sudden death in 1981. His successor Manuel Noriega turned the 

country into a trading hub for narcotics and money laundering (Maurer & Yu, 2010). Only when he as 

Panama’s last dictator was removed from office by a military intervention of the U.S. in 1990, a real 

electoral democracy was established in Panama. This political order finally created incentives for the 

government in power to run the canal operations as efficiently and effectively as possible (ibid). 

 

Social effects 

The segmentation of the labor force continued in the operation phase and enforced the racial 

discrimination and the gap between skilled and unskilled workers. 

Other problems were the massive layoffs after constructions were finished and the decision of West 

Indian workers to stay in Panama. While in 1911 5,300 workers were on the Gold Roll, only 3,300 

were left in 1918 and 30,000 Silver Roll jobs were cut until 1921 (Conniff, 1985). More tensions 

occurred when the living standard of U.S. workers were preserved, while the other groups suffered 

from declines in nominal wages. The costs of living increased faster than the wages rose for Silver 

Roll workers: they faced an 80 percent rise in costs while the pay only increased by 55 percent 

between 1914 and 1920 (ibid). 

Another issue was that the Canal Zone and related businesses barely contributed to public revenue in 

Panama due to tax exemptions. Even the Panamanians who worked for the canal could not be taxed 

(Maurer & Yu, 2010). Therefore the government missed out on funds available for public investments 

in education, healthcare and infrastructure. 

 

4.1.1.3. The transfer/post-project phase: Effects on Panama 

Direct economic effects 

Already at the end of the first year after the Canal Zone was handed over to Panama, the government 

received a payment of USD 170 million14 from the canal operations in 1980, which was more than 

double the annuity and the aid coming from the U.S. in previous years (Maurer & Yu, 2010). 

To make the canal profitable, the Panama Canal Commission not only increased the tolls for the canal 

passage, but also tried to save costs by cutting jobs in 1980. This led to an increase of the profit 

                                                
14 In 1980 dollars 
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margin to 20 percent in the 1980s, while it used to be 5 percent in the previous decade (Annual 

reports Panama Canal Commission in: Maurer & Yu, 2010, p. 306). A major reason for the increasing 

profitability after 1990 was a management revolution and it was the first time since the canal opening 

that long-term investments were made with the goal to turn the canal into a revenue-generating 

enterprise with the Republic of Panama as its beneficiary (Maurer & Yu, 2010). 

Today, the Panama Canal is “one of the most profitable transport enterprises on the planet” (p. 312) 

and contributed 7.2 percent of all Panamanian government revenue in 2008 (Maurer & Yu, 2010). 

 

Indirect economic effects 

Panama has developed into a middle-income country with one of the highest GDP per capita and 

fastest growing economies in the region with an annual growth of more than 8 percent on average 

between 2006 and 2012 (WB, 2014b). The ongoing Panama Canal expansion and other infrastructure 

projects have ensured the positive development of the economy. 

However, it still consists of two layers: the dynamic export-oriented sector to which the Canal Zone 

belongs and the domestic-oriented economy. The Canal Zone is still fairly segregated from the rest of 

the Panamanian economy with well-paid workers earning a ten- to twentyfold of the average national 

income (Bussolo et al., 2012). Due to the legacy of the canal and the transition of Panama into a trade 

center, a vast array of intermediary services has developed over time (Sigler, 2014). The tertiary 

sector is the engine behind Panama’s economy: 77 percent of the total value added comes from it and 

59 percent of all exports (Bussolo et al., 2012). 

The two SEZs in Panama have strengthened the country’s competitive position: the CFZ with its focus 

on re-exportation of consumer goods and the mixed-use megaproject Panamá Pacífico. While SEZs 

around the world increasingly transform into hubs for high-technology and collaboration, the two in 

Panama are still closely related to intermediary services and maritime trade (Sigler, 2014). 

 

Political effects 

After the removal of President Noriega from office in 1989, Panama has gradually improved its 

institutions and the balance of power between government bodies. The credit rating service Moody’s 

assessed the country’s institutional strength as ‘moderate’ at the end of 2013 (Freedman, 2013). In 

comparison, Nicaragua only received a ‘low’ rating in 2014 (Ortiz Marrufo, 2014). 

Yet, corruption remains a problem in Panama due to obscure business interests in the open dollarized 

economy and drug cartels working behind the scenes (Grant, 2014). 
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After the complete handover of the canal, the U.S. remained an important trade partner for Panama, 

as it is the number one destination of exports and the primary origin of imports (UN Comtrade, 2013). 

In 2012, both countries entered into a FTA called Trade Promotion Agreement to ease commerce and 

strengthen the policy environment of the trade interactions. 

 

Social effects 

It almost took a century until Panama possessed the human capital and the institutional capacity to 

realize the potential of the canal for the country and despite the controversy discussed role of the U.S., 

its costly involvement positively affected this development (Maurer & Yu, 2008). Yet, it did not 

transform Panama as a whole, but fostered the evolution of certain sectors and geographical regions 

within the country. 

The service sector is the driving force behind the country’s development and made up for 78.4 percent 

of the GDP generated in 2012 (CIA, 2015a). In contrast, 17 percent of the population is employed in 

agriculture jobs, yet, this sector only makes up for 3.7 percent of the GDP (ibid). Moreover, 30 percent 

of the population works in the informal sector and more than 50 percent of the consumed 

manufactured goods are not produced in the country (Bussolo et al., 2012). 

In 2011 the poverty rate had decreased to 27 percent from 48.5 percent in 2002. However, income 

inequality is a major problem in the country and the gap is especially wide between the Canal Zone 

and rural areas with indigenous population, resulting in the 15th highest Gini coefficient on a global 

level (CIA, 2015a). When the canal expansion will be finalized after 2015, wages are expected to rise 

and more people will move into skilled jobs during the operation phase. However, the effects from the 

canal expansion will probably be not equally distributed and further widen the existing wage gap 

(Bussolo et al., 2012). 

While skilled labor is in high demand, there is oversupply of unskilled workers, which puts additional 

pressure on the development of income differentials and no remedy can be expected from the 

underdeveloped education sector (Sigler, 2014). Yet, the government has invested in extensive social 

programs and access to education and water has been enhanced (ibid).  
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4.1.2. Implications from the Panama Canal project 

4.1.2.1. Motivations, expectations and results 

The above presented insights on the Panama Canal project also provide an overview of the major 

project motives of Panama and the U.S. which shaped the actions taken by them and therefore had an 

impact on the resulting effects. 

While the U.S. had already planned to build an interoceanic canal to enable a safer and faster voyage 

of warships between both U.S. coasts for years, Panama’s focus was on gaining independence from 

Columbia. Yet soon, the expectations of the Panamanians regarding the canal grew bigger when the 

construction had started, but prohibitive U.S. policies marginalized the country from most benefits. 

However, the U.S. did not have the motivation to run the canal as a business, but prioritized the 

trouble-free passage at reasonable toll fares. With the transfer of the canal and the Canal Zone to the 

host country in the years leading up to 1999, both the U.S. and Panama reached their goal: The 

sponsor aimed at reducing the financial and political burden of the project and Panama was interested 

in finally taking over the canal to fully profit from it. 

 

When comparing the motives of the two primary involved parties with the actual effects in each of the 

three stages of the project, the results are mixed: while the project sponsor accomplished the intended 

goals in all phases, Panama had to suffer some setbacks. Yet, it needs to be highlighted that the 

decision to grant the right for the canal building was not economically motivated but it was a bargain 

with the U.S. for their support of Panama’s independence efforts from Columbia. Therefore Panama’s 

initial intention was met, although it was not primarily related to the canal since it was a means to an 

end at that time. 

As a result, it is advisable for comparable cases to examine the main motives of the primary involved 

parties in each project phase to better anticipate short-term and long-term effects for the host country. 

In the case of the Panama Canal, the motives of the project sponsor remained decisive for the design 

and development of the project and its associated business opportunities over the project phases. 
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Implications from the Panama Canal 

project 

(1) Clarify labor policies for skilled and 

unskilled labor (local / immigrant) 

(2) Come to agreements regarding the 

short-term and mid-term provision of 

supplies (food / construction supplies) 

(3) Clarify with partner which industries / 

services related to the canal could be 

filled by local businesses or could be 

domestically developed (e.g. logistics, 

banking) 

(4) Negotiate a taxation concept that is 

attractive for the sponsor and its 

affiliates and sustainable from the host 

country perspective 

(5) Create favorable environment for local 

and international businesses to settle 

down (soft infrastructure) 

4.1.2.2. Economic, social and political implications 

Based on the analysis of the Panama Canal project and its economic, political and social effects for 

the host country, some conclusions can be drawn that might be relevant for a case with a similar 

project design and conditions. 

 

Project-related issues (need to be negotiated with the project sponsor) 

• The sponsor had the decisive power over who 

was allowed to work and do business in 

association with the canal during the construction 

and operation phase, leading to the exclusion of 

local labor and businesses from the Canal Zone 

• It was not clarified by the project partners in 

advance who would provide supplies for the 

Canal Zone during construction and operation, 

leading to a situation of opportunistic behavior 

that developed to Panama’s disadvantage 

• The Panamanian government missed out on 

substantial public revenue due to tax exemptions 

for labor and businesses in the Canal Zone 

• The tax exemptions of canal related jobs and 

businesses as well as the conditions in the SEZs 

made the area around the canal an attractive 

location for foreign businesses to settle down 

 

Domestic development strategy 

• High dependency of the host country’s economy 

on the attractiveness of the canal for trade 
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(9) Invest in human capital and 

institutional development (with help of 

the investor, if possible) 

(10) Take measures to prevent the social 

segregation of the canal corridor from 

the rest of the country and the 

separation of immigrant labor from the 

local population 

• The canal split Panama into a two-tier economy – 

the prosperous and developed Zone and the 

weak domestic economy 

• New industries emerged due to the existence of 

the canal fostering Panama’s economic 

development 

• Today, the host country’s economy is dominated 

and dependent on the tertiary sector with 

businesses affiliated to the canal; the agriculture 

and manufacturing sector are comparably 

underdeveloped 

• The dependency of the host country on the 

sponsor’s economy and their trade relationship 

increased over time 

 

The Panama Canal project had a lasting impact on the social structure and the income distribution: 

• Panama neither had the human capital nor 

economic capabilities to meet the demand for 

both during the construction and operation phase 

• ‘Importing’ skilled labor did not make it necessary 

for the sponsor to fund local educational programs 

• The segregation within the Canal Zone 

transferred to the Panamanian society and 

persisted over time resulting in high income 

inequality between skilled and unskilled labor as 

well as urban and rural areas; especially native 

tribes are unprivileged 

• The U.S. workers remained separated from the locals, yet many of them stayed even after the 

construction had been finished  

(6) Evaluate natural endowments and the 

potential of existing or new sectors. If 

promising, invest into necessary 

education and infrastructure 

(7) If possible, not only focus on the 

tertiary sector but also improve 

productivity in the primary sector and 

build expertise in manufacturing that is 

competitively viable 

(8) Develop balanced portfolio of trade 

partners to decrease dependency from 

project sponsor and avoid politically 

motivated complications 
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Moderating factors that need to be taken 

into account and – if necessary –  

addressed: 

• Political stability 

• Patronage and corruption 

• Institutional capacity 

• Relationship with project sponsor on 

eye-level 

When looking at the political situation, both the relationship with the project sponsor and the situation 

in the host country were decisive: 

• The political instability and patronage prevailing in 

Panama in the 20th century detained the country 

from systematically benefitting from the canal 

• Panama neither had the human nor institutional 

capacity to master such a megaproject when it 

started 

• With such a strong sponsor, Panama had little 

bargaining power regarding the terms and 

conditions of the canal project and had to accept 

any subsequent changes of the agreements to their disadvantage 

• The U.S. did not perceive Panama as a partner on eye level but the relationship was shaped by 

mistrust, condescendence and self-interest 

In summary, it seems to be advisable for the host country to not only focus on the direct and indirect 

opportunities presented by such an infrastructure megaproject, but also invest in building an economy 

that is not too dependent on the canal. However, this can be very difficult, when the public funds are 

limited, the education and health sector are underdeveloped, poverty rates are high and no strong 

sector with an international competitive advantage exists that could be further strengthened. In such a 

case, creating as beneficial conditions as possible for the host country in terms of labor and supply 

policies as well as tax revenue should be the major goal.   
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4.2. The Nicaragua Canal project 

Nicaragua is situated in the Central American isthmus bordering the Pacific Ocean and the Caribbean 

Sea and has a population of 5.85 million (CIA, 2015b). Nicaraguans predominately live in the western 

part of the country around the capital city Managua and along the western shores of the Lake 

Nicaragua. The latter is the biggest fresh water lake in CA and it is the major source of drinking and 

industrial water in the region. Due to its location in the subduction zone, Nicaragua is prone to 

earthquakes and volcanic eruptions as well as tropical storms. Around 40 percent of the country is 

covered with rainforest and the soils are very fertile, but only partly used for agriculture (Slezak, 2010). 

 

Historical developments and politics 

Over the last 100 years, Nicaragua has been constantly rattled with foreign occupation, dictatorship, 

civil war, rebellion and revolution. The occupation of Nicaragua by the U.S. Marines from 1912 to 1933 

was followed by a 44-year-long dictatorship of the Somoza family. The Sandinista National Liberation 

Front (FSLN) put an end to the Somoza dictatorship in 1980 and ensured the redistribution of property 

and investments in the neglected sectors of education and health (Vanden & Prevost, 2009). 

Eventually Daniel Ortega, today’s president of Nicaragua and leader of the FSLN in the 1980s, was 

elected president in 1984. He had to leave office in 1990, when a coalition of anti-Sandinista parties 

took over and started with the reconstruction of Nicaragua, which suffered from high inflation, 

unemployment, low economic performance and neglected infrastructure. 

In 2006 Daniel Ortega had his political comeback and won the presidential race with the opportunity to 

run for a third consecutive term of presidency in 2016 after changing the constitution. Over the last 

years, the president managed to consolidate and expand his power: He gained control over legislative 

and juridical bodies and kept the opposition small and thereby weakened democratic institutions in the 

country (BS, 2014; CIA, 2015b). His rich and influential family is well connected to owners of strategic 

resources and some see another dictatorship on the rise in Nicaragua (BS, 2014; Leyden-Sussler, 

2014). Experts argue that Ortega systematically uses his prior role as the leader of the revolution and 

father figure to ensure the voters’ support (Anderson, 2014). 

 

Economic and social developments 

With a GDP per capita of around USD 4,500 in 2013, Nicaragua is the poorest country of the 

Americas after Haiti (CIA, 2015b). The increase in GDP per capita between 3 and 5 percent over the 

last years can be mainly attributed to exports and investments, with the latter being driven by foreign 
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assistance (Gutierrez et al., 2008). According to the World Bank 20.8 percent of the Nicaraguan 

population lived on less than USD 2 a day in 2009, while the national poverty line headcount ratio is 

42.5 percent (WB, n.d.b). Especially rural areas are prone to poverty and basic needs are deprived, 

for example access to electricity, drinking water and cooking fuel (OPHDI, 2014). 

 

Nicaragua is still highly reliant on revenues from agriculture with 16.9 percent of GDP value added 

coming from this sector while 31 percent of the labor force is employed in it; 18 percent work in the 

secondary sector and 50 percent in services (CIA, 2015b; WB, n.d.b). Education and the wage gap 

between rural and urban areas are driving forces behind the strong social stratification, which 

manifests in a high Gini coefficient of 40.5 (ibid). A decrease of income inequality has been observed 

over the last years – caused by an alerting fall in demand for labor with secondary and higher 

education, resulting in lower wages for this group (BS, 2014). 

Nicaragua has one of the lowest education levels in LA: The net enrolment ratio leveled off just above 

90 percent in 2010, but only 48.4 percent graduated from this level of education in 2007 and just 45.4 

percent of the students enrolled into voluntary secondary education in 2010 (UNESCO, 2013). Major 

problems are the poor training of teachers and the additional expenses for books, uniforms and 

commuting to school (Hutt, 2013). In addition, the curriculum has been criticized for not being relevant, 

teaching methods are outdated and the quality of education is overall poor (UNICEF, 2009). 

 

Nicaragua faces a constant trade deficit and the tight position of the economy becomes apparent in 

the import-export mix (WB n.d.a): While predominantly agriculture goods and basic commodities like 

coffee, gold, meat and raw sugar are exported, Nicaragua depends on the supply of energy and 

industrial commodities from other countries (Hausmann et al., 2011). The U.S. and Venezuela are the 

two major trade partners followed by Canada and China (ibid). Nicaragua has maintained existing 

commercial and political ties with the U.S. and European donor countries, but the president has shifted 

his focus towards improving relationships with Venezuela and other members of the Bolivarian 

Alliance for the Peoples of Our America (ALBA) as well as Iran, Libya and Russia (BS, 2014). 

Tourism has become an important industry in Nicaragua, as it currently contributes 17 percent of the 

GDP and counting (Trading Economics, n.d.). The growth of this industry has also positively affected 

other sectors due to increased demand for food, consumer products, construction and financing. While 

the government announced tourism to be important in the fight against poverty, most of the tourist 

attractions will be affected by the Nicaragua Canal project, as they are close to the canal corridor 

(Carroll, 2007). 
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Global and Regional Value Chains in Nicaragua 

The maquila sector has experienced a substantial growth since the introduction of EPZs in the early 

1990s. The apparel industry made up for 27.7 percent of the merchandise exports in 2013 with 95 

percent of the products dedicated to the U.S. market (UN Comtrade, n.d.). 

Under the CAFTA, Nicaragua was granted a limited volume of tariff preference levels (TPLs) allowing 

the country to use garments from outside the Americas until the end of 2014 (Bair & Gereffi, 2014). 

Among the CAFTA countries, Nicaragua has a comparative advantage in labor costs and its 

participation in the ILO-IFC’s Better Work programme, but it cannot compete with prices from 

Bangladesh or Vietnam (ibid). According to estimates, up to 5,000 people will lose their job in the first 

half of 2015 due to the expiration of the TPL. The sector builds hope on the re-opened production site 

of Pride Denim Mills for yarn, which could substitute the former imports from Asia (Navas, 2015). 

 

While the dairy sector is specialized in the neighboring country Costa Rica, Nicaragua has the largest 

cattle herd in CA, which caters as a provider for both meat and dairy products. The industry consists of 

many small scale farmers who are organized in cooperatives. Since the ground is often not fertilized, 

extensive amounts of land are used and milk quality controls remain a challenge due to the lack of 

specialized milk production (Hernández et al., 2014). 

 

Business climate and entrepreneurial challenges 

In general, Nicaragua’s firms face major supply-side constraints: An underdeveloped hard 

infrastructure, missing technology and financing possibilities make it difficult to participate in national 

and international markets (Carrion, 2010). According to surveyed business executives, doing business 

in Nicaragua is mostly challenged by the inefficient government infrastructure, the inadequately 

educated workforce, corruption and access to financing (World Economic Forum, 2014). 

Typical problems for local entrepreneurs are getting credit, dealing with construction permits, 

registering property and time consuming import and export procedures (WB, 2014a). While Nicaragua 

has the highest total tax rate in LA with around 65 percent, the country offers attractive tax exemption 

schemes for SEZs and other sectors (ibid; Lex Mundi, 2014). 

The traditionally weak business community represented by COSEP has regained strength, but it 

seems to be kept down by Ortega (Vanden & Prevost, 2009). Corruption remains a problem in both 

the political and economic sphere: There is a lack of transparency in the management of public 

resources, business scandals have been settled closed to the public and patronage prevails (BS, 

2014). 
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Existing policies for social and economic development 

Under Daniel Ortega’s presidency, several measures were taken to fight poverty. Among these are the 

promotion of targeted social policies and social programs, initiatives to foster the grassroots economy 

and the ‘Zero Hunger’ program, which entails the provision of agricultural supplies (BS, 2014). 

However, the latter project was accused of differential treatment based on political preferences (ibid). 

In November 2012, the government published the latest version of its National plan for human 

development 2012-2016 (Spanish: Plan nacional de desarrollo humano 2012-2016) for Nicaragua. 

Interestingly, it already included details on the Nicaragua Canal project and the strategic importance of 

the canal as an infrastructure policy (GRUN, 2012). 

 

4.2.1. Nicaragua Canal project: Project conditions 

4.2.1.1. Project initiation and preparation 

Over the last centuries, more than 70 proposals to build a canal through Nicaragua connecting the 

Pacific and the Atlantic Ocean were developed (Watts, 2015). The latest and realized proposal (see 

Figure 7) was initiated in 2012 by Daniel Ortega’s son Laureano and Wang Jing, today’s CEO of the 

Chinese company Hong Kong Nicaragua Canal Development Group (HKND) (Ghitis, 2014). It is the 

first infrastructure megaproject supervised by HKND; the company was registered on the Grand 

Cayman Island just in time in 2012 before coming to an agreement with Daniel Ortega (Hornby, 2013). 

Alongside the canal itself, the concession includes two locks and two ports on each estuary mouth, 

project facilities like a power station, cement plants and quarries as well as improvements of the 

transport infrastructure. The construction period spans five years with the scheduled start of the canal 

operation in 2020. Further sub-projects are SEZs, commercial developments, an international airport 

and holiday resorts, which will be part of a project stage starting in 2020 or later (HKND, 2014).15 

 

In general, the project has been marked by a lack of information starting with the absence of a bidding 

process, which is normally standard for the selection of the company realizing an infrastructure 

megaproject (Ellis, 2014). Moreover, neither a CBA nor the project appraisal was made publically 

available. The environmental and social impact assessment (ESIA) is long overdue and the economic 
                                                
15 In the agreement, ten projects called ‘sub projects’ are defined as part of the concession, namely Airport, 
Associated Infrastructure, Caribbean Free Trade Zone, Caribbean Port, Dry Canal, Pacific Free Trade Zone, 
Pacific Port, Pipeline, Wet Canal and Umbrella Project (MCA, 2013). Since the focus of this thesis is on the wet 
canal sub-project, it will be referred to as the canal project, while the others will still be called ‘sub-projects’. 
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feasibility study done my McKinsey has also not been published yet despite the project entering the 

construction phase (Yang & Han Shih, 2015). 

In response to the concerns regarding a lack of transparency of the canal project by the U.S. embassy 

in Nicaragua in January 2015, HKND published a statement along with a 76-page Nicaragua Canal 

project description (Castro, 2015; HKND Group, 2015). 

Figure 7: Nicaragua Canal project - proposed route 

 

Source: Partlow (2015) 

4.2.1.2. Costs and benefits of the project 

According to HKND, the current developments of global markets and maritime trade justify the need 

for a new canal across the isthmus. Described business opportunities are the growing demand in Asia 

for bulk commodities from the Americas like iron ore, coal and cereal crops as well as energy exports 

like light grade crude oil and liquefied natural gas (LNG) (HKND Group, n.d.). Already today, China is 

a major buyer of oil and gas from Venezuela, iron ore from Brazil and minerals from Peru. As China 

currently does not have many ports in the region, the canal and its facilities would be a big opportunity 

(Anderson, 2014). 
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In the Master Concession Agreement (MCA), Nicaragua grants the right to the concessionaire to “use 

and receive any and all benefits (whether economic or otherwise) arising from such Sub Project, 

including from such Sub Project’s Sub Project Assets” (MCA, 2013, p. 5198). This also includes all 

charges related to the usage of the sub-project assets – even plants and machinery. In exchange, 

Nicaragua will receive an equivalent to USD 10 million each year of canal operation minus the 

aggregated distributions that have been made to holders of the host country shares (MCA, 2013). 

The hope of government officials is the creation of tens of thousands of jobs and that Nicaragua will 

face long-term economic growth (Ghitis, 2014). According to Paul Oquist, a key advisor of Nicaragua’s 

president, 250,000 jobs will be created in connection with the canal (Watts, 2015). The spokesman of 

the Nicaragua Canal Commission, Francisco Telemanco, predicts that the increased economic activity 

will lead to a GDP growth of up to 14 percent and transform the country into the ‘region’s powerhouse’ 

(Kahn, 2014). 

HKND estimated that during the five-year construction phase 50,000 workers will be needed of which 

up to 50 percent will be from Nicaragua (HKND, 2014). Yet, the concessionaire’s willingness to 

employ local people was only put vaguely into writing in the MCA. 

Since the needed skilled labor is scarce, around 25 percent of the workforce will be recruited from 

China and 25 percent from other countries (HKND, 2014). Extensive trainings are planned to provide 

the workers with the necessary operation and maintenance skills for heavy equipment over a period of 

several months (ibid). The workers will be accommodated in ‘closed’ worker camps run by HKND or a 

contractor within the designated canal corridor.16 Food and service supplies for the work camps will be 

sourced locally, when the required standards are met and prices are competitively viable (ibid). 

HKND (2014) anticipates importing more than 2000 pieces of diesel-powered main construction 

equipment ranging from excavators of different sizes to cranes and barges. Most inputs for the 

construction will be imported due to a lack of local suppliers, adding up to 21 million tons of cement, 

coal ash, explosives and other materials (ibid). 

At the beginning, the existing ports in Corinto (Pacific) and Bluefields (Caribbean) will be used for the 

import of the needed supplies. To cater the growing need for port capacity during the construction and 

operation phase, two new ports are planned on both sides of the canal for transshipment, cargo 

handling and loading. For Nicaragua, this would mean new and improved trade opportunities for 

                                                
16 “The worker camps would be operated as “closed camps” – in that workers (other than local Nicaraguans who 
live nearby) would not be allowed to leave the camps unless part of an organized trip to buy personal items, 
entertainment or sightsee.” (HKND, 2014, p. 40) 
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agricultural and other products. Especially a better connection to ports on the Atlantic Ocean would 

open up. 

According to Ellis (2014), even the Pacific Port sub-project of the canal project could provide HKND 

and other involved parties with enough incentive to go forward as there are only few big commercial 

deep-water ports between Mexico and Peru. It has also gateway potential in case a nearby airport and 

EPZ are built and with modest investment in the rail and highway network the larger region could be 

connected for intermodal transport (Ellis, 2014). 

4.2.1.3. Project set-up 

Since Nicaragua does not have the funding for such an infrastructure megaproject, the government 

chose the BOT model and granted HKND the right to build and operate the interoceanic canal for 50 

years with the option to extend the concession for another 50 years. After that time period, the canal 

and its operation will be handed over to the Nicaraguan government. HKND will act as the concession 

company signing on other contractors for the construction, maintenance and operation of the canal. 

Moreover, HKND will raise and manage the funding and take out loans if necessary. This reduces the 

risks for Nicaragua and minimizes the financial burden on the tax payers, yet, opportunistic behavior of 

the concession company is a serious jeopardy. 

4.2.1.4. Contract modalities 

The Deed of Cooperation (DoC), the Law 840 and the MCA build the legal framework for the canal 

project. The latter two have been approved by the National Assembly and President Ortega and were 

signed by the involved parties in summer 2013. 

Major disputes arose around those documents because the Nicaraguan government has been 

accused of violating the constitution with the legal framework supporting the canal project. Since the 

end of 2014, an increasing number of peaceful and violent demonstrations against the canal project 

took place in Nicaragua and several suits of unconstitutionality have been brought against the 

Nicaraguan public officials who have signed the documents (López, 2014). The major areas of 

concern are the sovereignty of the state, the length of the concession, the ownership structure, 

unrestricted territory use rights, monetary compensation, vagueness about responsibilities and funding 

and the unconstitutionality of the documents (ibid). 

 

Neither the route nor the areas of expropriation are defined in the legal agreements between HKND 

and Nicaragua, but general use rights of land, water, air and natural resources are given to the project 
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sponsor. Also, the concessionaire is given plenty of scope and preferential treatment in doing 

business: The latter is not legally bound to initiate a public tender process for finding contractors. In 

addition, all national and international companies as well as local and expatriate labor are exempted 

from taxes, duties and fees in Nicaragua. This also accounts for all imports and exports related to the 

construction and operation of the sub-projects (MCA, 2013). Nicaraguan labor and employment laws 

are not applicable for expatriate employees either (ibid). 

 

Current estimates state that between 30,000 and 100,000 people need to be displaced for the canal 

project (Ghitis, 2014; Campos, 2014). While it has been publically announced that the property owners 

will receive a fair compensation for the expropriation of their land, the concessionaire is allowed to pay 

the lesser amount calculated either based on the fair market value or the value assessed by the 

Nicaraguan land commission (Ley No. 840). Many of the small farmers fear that they will receive 

neither another piece of land nor a monetary compensation that will assure their livelihood. The 

president of COSEP urged the concessionaire to take the individual value and the utilization of the 

land into consideration when calculating the compensation (Hernández & Álvarez, 2015). 

Irreversible environmental damage is another main concern since Lake Nicaragua is an important 

drinking water source and fishing ground. Especially international media and experts have highlighted 

these issues as critical.17 

 

By now, the Nicaraguan government has incurred liabilities that will make it difficult to revisit its 

decision regarding the canal project: The government has to compensate the affected parties for 

losses occurring due to ‘destabilizing event situations’, for example a change of law, government 

actions, and political force majeure like acts of war, violent demonstrations and riots (MCA, 2013). In 

the DoC (2012), the Nicaraguan government agreed that changes in laws, environmental standards, 

regulations and other framework conditions will not apply to the concessionaire. 

While the sponsor has the right to terminate the concession more or less at any time, Nicaragua can 

only try to back out of the deal when the canal will not start operating 10 years after the financing has 

been secured or no financing has been secured for a project three years after the MCA was signed 

(MCA, 2013). In the DoC (2012) it is also mentioned that the sponsor can veto a third party wishing to 

take over the projects. The sponsor can transfer some or all of its rights, benefits and obligations to 

any of its affiliates without the consent of the government (MCA, 2013). 

                                                
17 Due to space limitations, the environmental impact of the Nicaragua Canal project is excluded from this 
analysis. 
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According to HKND, the tenders in each phase of the project are open to qualified Nicaraguan and 

international companies. If possible, Nicaraguan firms will be commissioned and international 

companies will be encouraged to take on local labor (HKND, 2014). HKND has already started 

working with ERM from the United Kingdom, SEBE from Belgium, MEC Mining from Australia and 

China Railway Construction Corporation from China (HKND Group, 2015). The latter was involved in 

most rail projects and the infrastructure megaproject Three Gorges Dam in China (Anderson, 2014). 

For now, mostly Chinese contractors seem to be preferred partners by HKND for all tasks from the 

canal design to the supply of construction equipment (Ellis, 2014). 

Although Wang and government officials repeatedly denied the involvement of the Chinese 

government in the canal project, it might turn out to be one of the major beneficiaries: The canal will 

allow for lower shipping costs for Chinese firms, more efficient transport of needed commodities and a 

strengthened geopolitical position (Ellis, 2013). Even if the canal project will be discontinued, the 

Chinese government could use this as a leverage to bargain better conditions for the Panama 

passage for preferential treatment of the water way. And due to the oppressive contract conditions, it 

would be difficult und unlikely for Nicaragua to continue with another sponsor. 

4.2.1.5. Financial feasibility of the Nicaragua Canal project 

The missing information regarding the financial feasibility of the Nicaragua Canal project has been a 

major point of criticism. The Nicaragua Canal project faces several challenges, which also influence 

the attractiveness of the endeavor for investors: unratable and high construction costs, risk of 

damages due to geophysical incidents, political instability and corruption, uncertain market potential 

and fierce competition from other canals and land infrastructure (Rodrigue, n.d.). 

Industry experts like Jonathan Beard highlight how difficult it is to make a realistic estimation for the 

costs of the canal project and that it will most likely exceed the anticipated USD 50 billion significantly 

(Yang & Han Shih, 2015). Some experts suggest that the project will realistically cost between USD 70 

and 100 billion (Anderson, 2014; El Nuevo Diario, 1014; Nelson, 2014). In comparison, another set of 

locks for the Panama Canal big enough for the largest vessels could be built for around USD 10 billion 

and in less time (Anderson, 2014). 

According to the HKND deputy general manager of construction, Pang Kwok Wai, the company plans 

on a payback period of 12 years (Yang & Han Shih, 2015). However, the former Panama Canal 

Authority Executive, Rodolfo Sabonge, estimates that the new canal would need to generate a yearly 

revenue of USD 5 billion to meet financial targets: In 2014, the Panama Canal only made around USD 
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2 billion (Moreno, 2014; Ordoñez, 2015). This leaves the questions open, how a competitive toll 

structure for the Nicaragua Canal would look like so that at least some of Panama’s business could be 

poached and where the massive additional demand would come from to generate such income. 

Even optimistic calculations do not seem to be too convincing from a financier’s perspective: Based on 

a rough estimate made by Andy Lane from Container Transport International Consultancy, the annual 

internal rate of return would be less than 2 percent after 25 years, which is less than an investor would 

get from buying U.S. government bonds. Lane builds his calculation on the assumptions that USD 25 

billion are spent on the canal construction and the rest on the sub-projects, that global trade will have 

an annual growth rate of 6 to 7 percent and that the Nicaragua Canal will handle more than 60 percent 

of the anticipated maritime trade traffic crossing the isthmus (Yang & Han Shih, 2015). 

At the moment, two additional sources of financing are up for discussion: The first one is to secure 

funding through issuing securities on a stock exchange, as mentioned by HKND (PortNews, 2015). 

The second option is the backing up of the Nicaragua Canal project by the Chinese government. 

Managing the canal would also correspond with the Asian superpower’s efforts to ensure commercial 

security, which have already become noticeable through interventions in other marine areas (Ordoñez, 

2015). 

Both financing options come with their flaws: The first option would require a high degree of 

transparency to be a viable stock market listing. The other one would turn the project into a political 

endeavor and could potentially harm China’s commercial relationship with the U.S. and other partners. 

But as tempting as having one big financier is, it would also mean that the project could be dropped by 

this investor as soon as he loses economic or political interest. 

 

4.2.2. Nicaragua Canal project: External conditions 

4.2.2.1. Recent developments in the transport sector 

The growth of maritime trade is fuelled by four major drivers: (1) increase in energy and mineral 

cargos, (2) globalization, (3) technical improvements, (4) economies of scale (Rodrigue, 2013). In 

2013, the world seaborne trade reached a volume of almost 9.6 billion tons, which was a 3.8 percent 

increase compared to the previous year. At the same time freight rates in 2013 reached a ten-year low 

for almost all segments putting additional pressure on operators (UNCTAD, 2014). 

Shipping has become a complex business and the strategies of shipping line companies and their 

investments in port infrastructure increasingly shape the development of maritime trade patterns. Their 

maritime route systems only include a limited number of ports with a strategic location close to 
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important markets, where the shippers can ensure efficient and effective handling of cargo at a 

competitive price. With the increasing number of TEUs vessels can transport, the number of port calls 

has gone down, for example from 4.9 in 1989 to 3.35 port calls on average in 2009 on the Far East-

North Europe route (Ducruet & Notteboom, 2012). 

Other developments in the maritime trade business include the need for upgrading and expansion of 

port infrastructure and the price pressure on shipping companies. Despite the decline of transport 

costs in general, the rise in oil prices and transit fees forces shippers to change routes and go at a 

slower pace to stay cost-efficient. An example is the decision of Maersk Line to reroute their services 

from the Panama Canal to the Suez Canal in April 2013, which was announced to be more 

economical notwithstanding a potential longer itinerary (Park, 2013). In addition, western railroads and 

major ports on the Pacific coast teamed up in 2014 to make ship-to-rail routes a cheap alternative to 

the maritime route (Fox News Latino, 2014). 

4.2.2.2. Maritime cargo market potential 

Not only the container vessels but also the bulk carriers have increased in size; an example is the 

Valemax ore carrier from the Brazilian mining company Vale S.A. China is the major destination for 

the bulk commodity, importing more than two-thirds of today’s iron ore transported via water (Els, 

2014). Even after its expansion, the Panama Canal is not big enough for the Valemax, yet, the 

Nicaragua Canal would have a sufficient size and it would substantially shorten the route for iron ore 

exports from Brazil to China. 

While cargo supply will still exceed demand in 2015, liner operators have started to introduce 

measures to keep rates above costs (Drewry, 2015). Examples are new operational alliances: Maersk 

Line and Mediterranean Shipping Co entered into a partnership called 2M to share the space on their 

vessels and reach economies of scale, which started in January 2015. The relevance of these 

developments for ports and canals is significant: The 2M alliance chose to use the Suez Canal for 

their U.S. East Coast – Asia trade lane, neglecting the Panama Canal (Brett, 2014). 

 

The increasing need for energy has made China the biggest net importer of liquid fuels like crude oil 

(Dunn, 2014). At the same time, the U.S. is on its way to become an energy net exporter due to rises 

in oil production and natural gas outputs (Murtaugh, 2014). By 2035, Asia is expected to import 70 

percent of all inter-regional traded energy resources (BP, 2015). The growing production of energy in 

the Americas on the Atlantic side of the continent could increase the traffic on the routes from the U.S. 

East coast, the Gulf region and Brazil amongst others to Asian destinations. 
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The beneficiaries from the new Nicaragua Canal would consequently be liner operators as well as 

traders of energy products and bulk cargo. Industry experts like Jonathan Beard from ICF International 

perceive it similarly: "A second canal will no doubt be good for shipping lines, but it's doubtful it will be 

good for the project financers" (Yang & Han Shih, 2015). 

4.2.2.3. Global value chains: Recent developments 

According to Gereffi (2014), there is a trend away from complex, highly scattered GVCs to more 

consolidated, well-organized supply chains with less but more capable suppliers and less 

geographical fragmentation, governed by strong transnational lead firms. 

In accordance with this is the trend towards regional economic integration through regional value 

chains (RVCs) in smaller economies. RVCs are based on the same concept as GVCs, but the chain 

segments are located in neighboring countries and are an opportunity for SMEs to reach scale and 

expand their capabilities. These networks of local producers often include regional foreign direct 

investment (FDI) and increase the overall competitiveness of the chain (Zúñiga & Martínez, 2014). To 

foster RVCs strong institutions, access to credit and favorable conditions for a common market like 

harmonized regional tariffs, reduced customs barriers and established standards are crucial. 

4.2.2.4. Competitive analysis: Panama Canal and Nicaragua Canal 

The relation between the Nicaragua Canal and the Panama Canal is of special interest since they will 

most probably compete for the same cargo. Three future scenarios are conceivable: (1) negative or 

(2) positive direct competition and (3) regional synergies. Which scenario is most likely depends on 

the strategies pursued by each canal authority with regards to the toll structure, targeted vessel 

category and the relationship with the liner operator. 

 

Toll structure 

While the container segment has already shrank, dry bulk, chemical tankers and car carriers allowed 

the Panama Canal to end up around previous year’s level of around 320 million tons shipped through 

the passage (Kristiansen, 2014). As a consequence of the canal expansion project and the increased 

port capacity, market experts at Drewry expect a double digit growth in transshipments at Panama’s 

facilities, levelling off at around 5 percent in the following years (Vogdrup-Schmidt, 2015). With the 

operation of the new lock planned for 2016, transit fees will be revisited: A novelty are the distinct 

rates for laden and empty containers to mirror the liner operators’ revenue structure and container 

utilization (van Marle, 2015). It is also planned to introduce measures to build stronger relationship 
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with liner operators like loyalty programs for container liners and incentives for LNG carriers (Leach, 

2015). 

 

At the moment, both the Panama Canal Authority and industry experts do not expect that there will be 

a sufficient amount of cargo for two canals (Ordoñez, 2015; Plumer, 2015). It must be assumed that 

the Nicaragua Canal will poach business from the Panama Canal and Jorge Luis Quijano, chief 

administrator of the Panama Canal, estimates that this could be as much as 30 percent of the current 

market of the Panama Canal (O’Boyle, 2015). Other sources calculate with a revenue loss for Panama 

of USD 300 million, which would occur mostly in the bulk category (Lane & Moret, 2014). 

Distance plays a role for liner operators: For the U.S. East Coast – Asia lanes the Nicaragua Canal 

could be chosen over the Panama Canal and the Suez Canal. It will be possible to save up to 30 and 

12 percent respectively of the bunker costs via the Nicaragua Canal due to shorter sailing distance 

and the use of bigger vessels (SeaIntel, 2014). 

Market analysts assume that the time saving of up to two days for transiting through the new canal will 

not be the decisive factor, but that the canal with the more economical toll structure will have the 

comparative advantage (Lane & Moret, 2014). Especially during an economic downturn and in times 

of low fuel prices, the shortcut loses its attractiveness as overall shipping costs offset time savings 

(Ungo & Sabonge, 2012). Both canal authorities need to keep in mind that when the transit fees for 

either canal do not outweigh the cost savings on fuel, rerouting vessels around the tip of the continent 

or through the Suez Canal become viable options as well. 

 

Vessel category and size 

While the Nicaragua Canal will be especially attractive to supertankers and large bulk vessels, 

Panama’s focus is more on the container business: According to Andy Lane, 25 percent of the vessels 

passing through the Panama Canal carry containers make up for 50 percent of the revenue (Yang & 

Han Shih, 2015). Container ships normally yield higher profits in comparison to bulk carriers, since 

they are often more time sensitive and sail the major global trade routes with specific stopovers (ibid). 

Being able to accommodate Post New Panamax and Triple-E container ships is perceived as a 

chance for Nicaragua, but also for the whole region to benefit from attracting these large vessels 

(Ordoñez, 2015). HKND stated that large bulk cargo and container ships will be their major target 

group, since already in 2015, 17 percent of the global vessel fleet is too large to transit through the 

expanded Panama Canal (HKND, 2014). Therefore, the concessionaire argues that the canals will 

complement each other by attracting different types of vessels and cargo categories. 
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Relationship with the liner operator 

As already noted above, global liner operators increasingly enjoy a strong bargaining position. The 

reaction of the Panama Canal Authority is a new toll structure that is designed to reward frequent 

usage of its canal facilities. Part of the power liner operators have lies in their size and the business 

they bring to ports in terms of needed transshipment capacity. There is a tendency towards less port 

calls along the major routes covering only the major trade hubs, where they start to have their own 

transshipment facilities and concessionary harbors. From a liner operator’s perspective it is not 

economical to include two ports that are close together in a streamlined network. Offering services at 

both would lead to additional transshipment costs and transit times. The preference of liner operators 

for one canal could be decisive and significant time wise, since once a liner operator has settled with a 

certain route or port, the operations are not likely to be shifted again in the short-term. The Panama 

Canal will have a head start in building and maintaining relationships with liner operators through its 

new toll structure, which will apply when the expanded canal will be taken into operation in 2016. 

 

Depending on the strategies of the two canal authorities, the following scenarios are possible: 

(1) Negative competition would occur when both canals try to compete on price for the same vessel 

categories and types. This would give liner operators leverage to play one canal off against the other 

and even push prices further down. Most likely one of the canals would come off victorious at the cost 

of the other canal and potentially its own profitability. 

(2) Positive competition would be the case when the canals target different vessel sizes and 

categories as it has been indicated by HKND. This would be reflected in different toll structures for 

each canal. However, preference of liner operators and the concentration of their transshipment 

activities could tip the scale in favor of one canal after all. 

(3) For regional synergies the two canal authorities would actively coordinate their efforts and make 

arrangements regarding cargo categories for example. They could also jointly negotiate deals with 

liner operators. That would not only give them more bargaining power but also prevent shippers to 

play off one canal against the other to push down prices. By building on both canals’ strengths, the 

region could develop into a global trading hub, creating synergies instead of cannibalization. 

 

However, all these considerations could become irrelevant in case the Chinese government will step 

in and exploit its strong position in commercial relationships and financial backing. Toll fees for the 

Nicaragua Canal passage subsidized by China or other discounts would make it difficult for Panama to 

keep their toll structure competitive and even the Suez Canal could suffer from such a development. 



58 
 

5. Discussion and reflection 

5.1. Discussion of strategic implications for the canal megaproject 

5.1.1. Motivations and expectations 

Since the Nicaragua Canal project is still in its initial phase, it is only possible to analyze and compare 

the general motives and expectations of the host country and the project sponsor for the construction 

phase. 

 

The communicated motive for the interoceanic canal project of the Nicaraguan government is to lift the 

country out of poverty. Government officials expect immediate positive effects on the job market and in 

GDP growth with the starting of the construction phase. Ideally, Nicaragua will turn into a trade hub 

with further spillover effects on the domestic economy from their point of view, which is in line with the 

so called economic sublime. Related to this motive is the money involved for the government and 

contractors, which could have also been a decisive factor for President Ortega to push the project 

forward despite project inconsistencies. 

Moreover, President Ortega’s eagerness to build himself a monument, strengthen his political standing 

and position his son, who initiated the preliminary negotiations with Wang, as a future presidential 

candidate correspond to the political sublime as a project driver. 

In contrast to Panama, Nicaragua did not barter the rights to build a canal for support of the 

independence movement. Nevertheless, it could be argued that President Ortega deliberately chose 

to accelerate the project initiation after the death of his benefactor Hugo Chávez in 2013. Finding new 

allies and sponsors to shield Nicaragua from the influence of the U.S. and capitalism as well as to 

secure his own wealth and power in the country could be an underlying motivation. 

 

It can be assumed that HKND’s motive for the Nicaragua Canal project is of financial nature: It is 

stated explicitly in the MCA that the concessionaire will receive all economic and other benefits which 

are related to the project. However, it is not clear yet, whether the canal itself or the other sub-projects, 

which are part of the granted concession, are supposed to become the cash cows of the deal. 

Potential motives of China for this megaproject should be considered as well, despite the denial of 

involvement by Chinese officials and HKND: Chinese companies are known for having close ties to 

their government and China could be a major shareholder through contracted Chinese firms. In 

general, the canal could be of commercial and geopolitical value for the Asian superpower. The 



59 
 

passage will allow for faster and potentially cheaper shipping of natural resources and energy cargo 

on large vessels from the Atlantic side of the Americas to China. In addition, the country could 

intensify its relations with LA and literally widen the gap between the latter and the U.S. 

During the construction process, not only skilled labor is needed, but also huge amounts of building 

supplies and assistance. The creation of jobs and business opportunities for Chinese citizens and 

companies outside the country could be a valid motive; similar developments could be observed in 

other LA countries and most notable in Africa. By now, several Chinese companies are already 

involved as contractors in the project and after the tender process scheduled for 2015 the number 

might increase. 

In comparison, the motives of the U.S. were similar. Yet, the focus was on the geopolitical value of the 

isthmus passage in the initial project stage and the commercial interest only developed over time. 

Also, the U.S. never planned to generate profits with the canal operations but the goal was to facilitate 

better trade for U.S. merchants; therefore the canal was never ran as a business under U.S. 

supervision like HKND is planning to do it. 

5.1.2. Applying implications from Panama to the Nicaragua Canal project 

In the following, the implications derived from the Panama Canal project are compared to the current 

situation in Nicaragua and the status quo of the Nicaragua Canal project to determine whether the 

learnings are relevant for this case. If possible, conclusions are drawn regarding opportunities for 

action for the public and private sector. 

 

 

HKND expressed its willingness to employ local labor and encourage contractors to do the same when 

workers are qualified. The prospects are to employ around 25,000 locals during the construction 

phase, while another 25,000 will come from other countries to have enough skilled labor supply. 

Although the concessionaire’s commitment is vaguely defined in the MCA, neither concrete numbers 

are stated in the legal documents nor are details given on the trainings for workers. 

In terms of manpower, Nicaragua has the potential, yet the education level is a challenge as it is one 

of the lowest in LA. Therefore, it would be advisable for Nicaragua to invest in the education and 

training of its workforce to not only provide unskilled labor for low-wage jobs, but also qualified labor 

for more advanced project tasks. This would also be essential for facilitating the transfer of knowledge 

to the local workforce. 

(1) Clarify labor policies for skilled and unskilled labor (local / immigrant) 
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Again, HKND emphasized its willingness to source building material locally, if it is available. According 

to the sponsor’s records, this will only apply for cement inputs in the early phase of the construction 

due to limited supply. Therefore, most building supplies and machinery will be imported due to a lack 

of local options. 

In addition, the concessionaire stated to preferably source food and service supplies locally for the 

work camps. But this will only happen, if the required standards are met and prices are competitively 

viable. There are no legally binding documents regulating the supply situation but a clause on tax 

exemption for all imports related to the project could turn out to be a disadvantage for local sourcing: 

Local suppliers are subject to certain taxes and therefore might not be competitive in price and quality 

compared to duty-free imports. 

Moreover, all workers except the Nicaraguans living nearby the site are not allowed to leave the work 

camps unless it is an organized trip. Therefore, they have little chance to spend the money they earn 

on local products and services, from which the domestic economy would benefit. 

Merchants in Panama made the mistake to overprice their goods to exploit their temporary advantage, 

but Nicaraguan suppliers could learn from that: From the beginning on they could offer their goods and 

services at reasonable prices and even think about scaling up their production volume by teaming up 

to pass along savings to their buyers. Also, the government could create tax incentives or facilitate 

official procedures and regulations to increase the competitiveness of local businesses. 

 

 

The Nicaragua Canal project is in the early construction stage and no plans for the other sub-projects 

have been published yet. As no guarantee is given that any of the projects will be finished, it is difficult 

to plan ahead for the operation phase and needed services. 

At this point of time, it would be advisable for the government to investigate economic growth 

opportunities and start an early dialogue with the concessionaire before investing in the development 

of a sector that might face competition from a subcontractor. 

For the construction and operation phases, contractors will be selected in a tender process. Whether 

these assignments will also include services at ports and handling of cargo inside and outside the 

(2) Come to agreements regarding the short-term and mid-term provision of supplies 

(food / construction supplies) 

(3) Clarify with partner which industries / services related to the canal could be filled by local 

businesses or could be domestically developed (e.g. logistics, banking) 
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canal corridor has not been specified yet. If not, logistic services could be a viable opportunity for 

domestic businesses. 

 

 

With signing the MCA, the government has agreed to exempt and waive all taxes, duties and fees for 

companies, labor and inputs related to all planned projects. 

This tax exemption scheme is similar to the one established for the Panama Canal Zone and therefore 

can be expected to have similar effects, namely the absence of public revenue for investments in local 

infrastructure, health and education. 

 

 

Doing business is difficult for both local and international businesses due to the underdeveloped soft 

and hard infrastructure. There have been improvements over the last years, but it would be necessary 

to take additional measures to make Nicaragua an attractive destination for international investors. 

Primary tasks would be to make the government infrastructure more efficient in terms of construction 

permits and import/export procedures, develop necessary hard infrastructure, limit corruption, improve 

access to financing and last but not least invest in educating the workforce in general. 

 

 

At the moment, ProNicaragua advertises forestry and food processing, footwear and auto part 

manufacturing as well as outsourcing services as attractive investment opportunities (ProNicaragua, 

n.d.). 

Tourism has also been a growing sector over the last years with positive spillover effects to other 

industries. The major appeal of the country for tourists is its ecological diversity and cities like 

Granada, which might be at stake since most attractions are close to the canal corridor and the Lake 

Nicaragua. Therefore, the preservation of these attractions to the degree possible could be a potential 

priority for the government. 

(4) Negotiate a taxation concept that is attractive for the sponsor and its affiliates and sustainable 

from the host country perspective 

(5) Create favorable environment for local and international businesses to settle down 

(soft infrastructure) 

(6) Evaluate natural endowments and the potential of existing or new sectors. 

If promising, invest into necessary education and infrastructure 
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An economic strategy like in Costa Rica with the systematic development of the IT sector at its core 

could be another viable option (Ketelhöhn & Porter, 2013). 

Also the GVC trend towards consolidated and geographically less fragmented value chains could turn 

out in favor of Nicaragua due to their proximity to the U.S. market. In addition, Nicaraguan firms could 

become more attractive for RVC integration due to the improved accessibility through the new 

infrastructure. The new ports could cater as import and export hubs for these businesses with feeder 

connections to the neighboring countries. To realize the potential of this opportunity, it would be 

necessary to create favorable conditions for a common regional market by harmonizing tariffs, 

reducing customs barriers and establishing standards. 

 

 

Agriculture is an important area of employment in Nicaragua with almost a third of the population 

working in the primary sector, yet, it only contributes a sixth to the GDP. Due to the favorable natural 

and climatic conditions, measures to improve the agriculture productivity through the provision of 

fertilizer and proper seeding material as well as educational trainings could already make a difference. 

This could also help small and medium producers to integrate into RVCs as a first step towards 

scaling up their production to an internationally competitive level. 

EPZs for the mostly low-value adding apparel industry are export drivers, yet with the expiration of the 

TPL, Nicaragua loses its comparative advantage. In addition, the dependency on the U.S. and the 

barriers to upgrading raise the question how sustainable this sector is. 

Another relevant area with need for action is the transfer of incoming knowledge from the construction 

to the local private sector. Also, more know-how spillovers could occur when international businesses 

locate to the new SEZs, yet, this is still uncertain. 

 

 

At the moment, Nicaragua’s most important trade partners are the U.S. and Venezuela; China ranks 

as the third biggest import partner. Overall imports and especially those from China are most like to 

increase due to the enormous amounts of inputs, fuel and machinery needed for the construction 

phase of the canal project and potentially other sub-projects. A shift of Nicaragua’s international trade 

relations might be observed soon: Ties with the U.S. and Europe are stable, but they have been 

(7) If possible, not only focus on the tertiary sector but also improve productivity in the primary 

sector and build expertise in manufacturing that is competitively viable 

(8) Develop balanced portfolio of trade partners to decrease dependency from project sponsor and 

avoid politically motivated complications 
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neglected in favor of countries with a similar political regime, like Venezuela, ALBA countries, Russia, 

Libya and Iran. This development would be less driven by commercial opportunities, but by President 

Ortega’s preferences and special deals. 

The new ports on both sides of the canal are likely to improve the attractiveness of Nicaragua as a 

trade partner, assuming that supply and demand for products and services match. This is not only a 

great opportunity for Nicaragua, but also for other countries in the region. However, this would require 

improving the soft infrastructure at the borders to neighboring countries and the negotiation of tariffs. 

 

 

HKND plans to offer training for unskilled worker for construction tasks (e.g. operating machinery), but 

so far no details on an education or training campaigns were announced. 

Around 20 percent of the population lives of less than USD 2 a day; many struggle with making a living 

and have neither time nor money to afford sufficient education for their children. Despite 

improvements through national as well as international programs and initiatives, the quality of 

education is overall still poor. More targeted initiatives and investment in primary and secondary 

education would be necessary, before the focus should shift towards university programs. Also, more 

practice-oriented education like vocational schools and job trainings could be relevant concepts to 

develop human capital for the job opportunities lying ahead. 

The current government has taken measures to fight poverty through programs and initiatives, yet 

they are allegedly selective depending on the political affiliation of the people. Since it is difficult to 

prove the preferential treatment and the activities seem to help people at least in the short-term, the 

involvement of independent international organizations would be advisable to ensure positive benefits 

for all. 

 

 

Already today high income inequality prevails within the Nicaraguan population. Different levels of 

education and the wage gap between rural and urban areas amplify social stratification. 

Current estimations expect that 50 percent of the 50,000 workers will be international and will 

disproportionally occupy positions for skilled labor. Thereby a new social class of top earners could be 

created and the income gap would even widen more. Differences between the canal labor force and 

(9)  Invest in human capital and institutional development  

(with help of the project sponsor, if possible) 

(10) Take measures to prevent the social segregation of the canal corridor from the rest of the 

country and the separation of immigrant labor from the local population 
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the rest of the country and its population are already created through the mentioned tax exemptions 

and the invalidity of local labor regulations for the canal workforce. The segregation will also be 

reinforced by the regulation that workers will not be allowed to leave the work camps in the corridor 

expect on official trips. The salary scale and labor regulations are in the hands of the respective 

contractors, yet the government could ideally start designing programs to integrate immigrant labor 

into the population to ensure social stability. 

At the moment the public mood towards the project and explicitly the Chinese participation is rather 

negative. In case this unfavorable attitude continues, it could deepen the gap between locals and 

expatriate workers from the beginning on. It would be desirable to prevent this from happening. 

 

 

Officially, Nicaragua is an electoral democracy, but President Ortega has gradually gained more 

control over legislative and juridical bodies, so that some compare his governance to a dictatorship. 

Ironically, this makes the country politically fairly stable due to the weak opposition. 

Patronage, corruption and bribery are daily fare. Due to the low institutional capacity and challenging 

business environment, they are worthwhile shortcuts to achieve personal and business goals. 

These manifestations of the moderating factors are similar to the situation in Panama during the 

construction and operation phase. In that case, they made it more difficult for the country to benefit 

from the canal and this might also happen in the case of Nicaragua. 

President Ortega and his government officials appear to have a good relationship with the sponsor, 

yet the bargaining power of Nicaragua seems to be limited. The MCA gives the impression that the 

Nicaraguan government had little leeway in decision-making and that the agreement is a straightjacket 

with many obligations and little entitlements. The absence of a bidding process and the expedited 

contract formation are indicative for the priorities in respect to the infrastructure megaproject: It is less 

about getting it right, but getting it done. This is a dangerous strategy which already now shows that 

Nicaragua might made more compromises than necessary. 

Moderating factors that need to be taken into account and – if necessary – addressed: 

- Political stability 

- Patronage and corruption 

- Institutional capacity 

- Relationship with project sponsor on eye-level 
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5.1.3. Synthesis of findings and implications for interoceanic canal projects 

The analysis of the Panama Canal project revealed valuable insights regarding an interoceanic canal 

project and I was able to identify leverage points and moderating variables that could be of relevance 

for the public and private sector in Nicaragua in relation to the ongoing canal project. 

Also, the analysis of both cases has shown that there are many similarities despite the difference in 

time and involved parties: The starting conditions in terms of the country’s development stage, power 

structure, institutional capacity and resources are surprisingly similar. The same accounts for the 

project design and negotiated conditions regarding for example taxes, labor and land usage rights. 

Therefore using the Panama Canal project as a reference case was affirmed to be an appropriate 

choice. 

Consequently, Nicaragua faces similar problems as Panama did in the early phase of the canal 

project: a lack of skilled labor and insufficient supplies for the construction phase, unfavorable 

conditions for doing business in the country and political imbalance of power, only to mention some. 

Like the Panama Canal project, the case of Nicaragua is prone to run into the typical problem of a 

mismatch between costs and benefits: The time plan of the project is quite ambitious with five years 

and already today experts expect the costs to exceed the cost estimate by at least 75 percent. At the 

same time, the expectations of Nicaragua and the sponsor towards the positive impact and the 

profitability of the interoceanic canal project in the short- and mid-term are very optimistic. However, it 

should be noted that in the long-term both the U.S. as the sponsor and Panama as the host country 

profited from the Panama Canal in monetary and political terms, which outbalanced the costs. 

One difference between the two cases is that Nicaragua perceives the interoceanic canal as the 

remedy to the country’s poverty problem from the start, while Panama’s expectations regarding the 

development benefits from the canal only built up towards the end of the construction phase. This is 

why it is even more surprising that Nicaragua chose the concessionaire without a bidding process and 

agreed to such unfavorable project terms. 

 

Although the Nicaragua Canal project has met with disapproval of locals over the last months, it is 

debatable whether the government would be willing and even able to compromise due to the 

straightjacket concession contract the National Assembly agreed to. 

Since the legal documents between Nicaragua and the project sponsor were already signed, some of 

the identified leverage points regarding negotiable project conditions from the Panama case are not of 

relevance anymore. 
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Yet, the insights from the Panama Canal project are still helpful to identify alternative opportunities for 

action to actively address potential shortcomings of the general set-up and to benefit from the canal 

project as much as possible. Consequently, it might be more advisable to focus energy and attention 

towards things the public and private sector can actually influence to get as much out of the deal as 

possible, than deploying time and human resources to fight something that is irreversible. 

 

Last but not least, the analysis revealed the high dependency of the success and the effects of an 

interoceanic canal project on the developments of the global economy and the transport sector. While 

the internationalization was only in its beginnings when the Panama Canal was constructed and 

appeared manageable, today’s complex and entangled political and economic spheres add more 

uncertainty to the outcome of the Nicaragua Canal project. The potential involvement of China and the 

competitive situation between the Panama Canal and the new canal are just two of many factors that 

could alter the project outcome entirely. 

 

5.2. Assessment of the applied methodological and theoretical framework 

5.2.1. Methodological discussion 

As all research projects have time and resource limitations, I had to make certain choices to be able to 

sufficiently meet the research objectives within the scope of this thesis. In the case of the Nicaragua 

Canal project, new information is available daily and political, economic and environmental 

developments can change the situation under research completely due to the ongoing nature of the 

project. Consequently, my analysis and discussion is based on secondary data available in English up 

until mid-March 2015. Moreover, I focus on a chosen number of project facets that seemed to be of 

relevance to answer my research question, yet in the future new issues might arise that would have 

been of interest as well. 

 

Turning to the integrity of my research, I reflect on whether my results could be replicated and capture 

an accurate version of reality and if they are potentially applicable to other cases. 

 

Regarding the reliability of my analysis, I expect that my results would be similar and overall consistent 

with observations from other researchers if they consulted the same secondary data. To make the 

replication of my research possible and thereby improve the reliability, I documented my 
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methodological approach and analytical process (Yin, 2009). However, the reliability of the analyzed 

secondary data like published statistics cannot be guaranteed; this especially concerns data from the 

construction and early operation phase of the Panama Canal project collected 100 years ago, where 

the system for collecting data might not be clearly communicated. Nevertheless, this information is 

crucial to my analysis and I tried to minimize errors by only using credible sources. In section 2.5.3 I 

elaborated on the reliability of the publications from Maurer and Yu, which I frequently refer to. It also 

needs to be pointed out that the analysis and the results are limited by me as a researcher and my 

individual mindset and therefore the conclusions drawn by others might deviate (Wollin, 1995, in: 

Christie et al., 2000). 

To minimize the bias of my interpretation, I provided direct quotes from publically available interviews 

with experts or informants to allow the reader to make his own judgment. Nevertheless, I cannot 

account for any interpretation bias of original authors or that the citation was taken out of another 

context. The sources appear to be trustworthy to the best of my knowledge; yet, I have not validated 

each source. I assumed that the general reputation of newspapers like the New York Times or 

specialist news providers like ShippingWatch would be sufficient to justify their usage and provide the 

reader with a snapshot of how the situation was or is perceived. 

Due the complexity of reality and the impossibility to fully describe it, I might not have considered all 

relevant mechanisms that could have generated the described effects. Consequently I am aware of 

the fallibility of my findings. 

 

Whether the findings of my research portray reality accurately is another question (Bloor & Wood, 

2006). To improve the validity of my findings, I consulted different sources of secondary data from 

different points of time to achieve a data triangulation and applied different theoretical perspectives to 

provide a more holistic understanding of the situation under study (theory triangulation) (Mathison, 

2005). 

With my research I do not try to detect cause-effect relationships between variables, which would also 

be against the critical realist view on reality. To seek internal validity for this qualitative research, I 

rather aimed at “establishing a phenomenon in a credible manner” (Christie et al., 2000, p.17). 

Namely, the effects from an interoceanic canal project on the respective country by analyzing the case 

in depth and then illustrating the internal consistency of the presented information in a matrix-type 

way. 

By choosing a paired comparison, the external validity is not automatically given (Yin, 2009). Since it 

will be difficult in practice to replicate the findings from the analysis through other cases due to the 
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unique set-up of the project, the research outcome cannot be generalized to similar cases in a narrow 

sense (ibid). However, I assume that the conclusions drawn from the Panama Canal project are of 

relevance for the similar Nicaragua Canal case. Whether the same mechanisms are effective in other 

cases of interoceanic canal projects or if they are unique to the Panama Canal project cannot be said 

with certainty at the moment. An ex-post analysis of the Nicaragua Canal case at some point in the 

future could provide evidence on the transferability of the findings. 

5.2.2. Discussion of the theoretical framework and limitations 

The complexity of the situation under research made it necessary to consult different strands of theory 

and literature to facilitate a comprehensive understanding of the mechanism that come into play and 

shape the effects of an interoceanic canal megaproject. Therefore, insights on industrial development 

and policies in LA were used to build the foundation for this research in combination with the 

discussion of concepts from the geography of transport and the maritime sector in specific. Moreover, 

considerations about the role of industrialization strategies and transport infrastructure in the economic 

development of a country as well as the nature and dynamics of infrastructure megaprojects were 

included. The available theories and literature were helpful to account for the different facets of an 

interoceanic canal project and its context. Yet, I had to prioritize certain aspects in this thesis at the 

expense of investigating the cases in their full complexity. 

A perceived weakness of the literature on infrastructure megaprojects is that its elaborations are often 

built on experiences and evidence from developed countries. This might be owed to the fact that this 

field is fairly young: Most of the big-scale infrastructure projects in the last 100 years took place in 

today’s industrial nations and it takes years until the effects of such projects surface – only then an ex-

post analysis is possible. The focus on developed country cases is problematic to the extent that 

country characteristics like sufficient institutional capacity, political stability and human capital are at a 

more mature development stage and often taken for granted. In my research, these issues were 

identified as leverage points to potentially alter the effects of an interoceanic canal project in a DC. 

Another problem was the emphasis of the literature on the effects of transport infrastructure on urban 

developments, the movement of people and the resulting direct and indirect economic effects. Hence, 

this research angle looks at the economic consequences on an individual and micro-economic level 

and more or less disregards the macro-economic, political and social component of such a project. In 

contrast, my cases focus on infrastructure facilitating the international flow of commodities and goods, 

which made the consideration of theories from the field of maritime transport and its political aspect 

necessary. 
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Consequently I had to adapt and expand the existing framework from Oosterhaven and Knaap (2003) 

on effects of transport infrastructure investments to fit the needs of my research. 

 

Structuring my analysis in accordance with the concepts of direct economic, indirect economic, social 

and political effects and matching it with the country’s motives turned out to be a good way to get a 

comprehensive understanding of the respective situation during the construction, operation and 

transfer phase of the Panama Canal project. Thereby it was revealed that some effects are temporary 

or permanent, while others emerged over time and that the moderating factors played a significant role 

in each stage. 

In the analysis it became apparent that although the effects can be categorized, the identified leverage 

points to alter them cut across the three categories leading to implications on a more general level. 

Nevertheless, the framework has proven to be a good tool to investigate the cases and systematically 

capture the relevant information for further analysis. By going back and forth between literature, data 

and my analysis, I was able to adapt the framework in the course of this process to the needs of my 

research instead of sticking to a rigid predefined pattern of analysis. 

6. Conclusion 

The goal of this thesis was to get a better understanding of how an interoceanic canal can affect the 

development of a DC and whether implications for similar projects could be derived. I identified the 

Panama Canal project as a relevant case to provide in-depth insights into the complexity of such an 

infrastructure megaproject and to analyze its effects on a DC over time. The focus was on inferring 

lessons learned from the Panama Canal project and testing their relevance for the public and private 

sector in Nicaragua in relation to the ongoing canal project. 

 

As expected, the Panama Canal project had a fundamental impact on the country’s development, 

including both positive and negative aspects. Over the last 100 years Panama developed into a global 

trade hub and a middle-income country with one of the fastest growing economies in the region and 

improved institutional capacity. At the same time, the canal divided Panama’s economy into two: the 

internationally-oriented and flourishing Canal Zone with EPZs, driven by the service sector and 

businesses related to trade and the rather disconnected, weak local economy with little spillovers from 

the former. The same accounts for the population: A strong social stratification between urban and 

rural areas has taken place, visible in one of the highest Gini coefficients in the world. Albeit, Panama 
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did not only gain political independence from Columbia, but its ties with the U.S. stabilized the 

economy through the dollarization. However, this relation also created a high dependency of Panama 

on the U.S. as its major trade partner. 

Contrary to the general perception, the host country did not benefit automatically from the canal 

project due to the project set-up and contextual constraints. In addition, the motives of the U.S. as the 

sponsor influenced the circumstances of the project and thereby its effects for the host country. 

Another important takeaway from checking motives and effects against each other is to see the 

situation through the eyes of the involved parties at that time. We need to disengage from the thought 

that the best possible outcome of a project phase did not occur due to failed attempts or power 

imbalances, but because the ambitions were different in the first place. An example is the initial 

motivation of Panama to team up with the U.S. to build an interoceanic canal: it was not the economic 

opportunity but the chance to reach independence from Columbia at that time. Interestingly, for 

Nicaragua the interoceanic canal project is officially reasoned to be a measure of the fight against 

poverty, but it could also be driven by the following motives: decreasing the influence and dependency 

of the U.S., political survival of Ortega’s regime and his financial funding. 

Finally, the nature of the effects of such an interoceanic canal project is rather dynamic: While some 

effects can be categorized as temporary and permanent, many benefits and costs only emerge over 

time. Their intensity and impact is shaped by the actions and decisions of the involved parties, which 

also means that the effects are not predetermined but that Nicaragua for example has the chance to 

alter the emerging effects to some degree. 

 

Due to the combination of an ex-post case analysis with the study of an ongoing case, the analysis 

offers conclusions on two levels. Firstly, with reference to the research question, this thesis has shown 

that valuable implications can be derived from the case of the Panama Canal, which are applicable to 

the current interoceanic canal project in Nicaragua. Secondly, despite the relevance of these lessons 

learned for the public and private sector in Nicaragua, the possibility to make use of these findings is 

constraint, even if the willingness existed. This is due to the progression of the project to a stage 

where most of the legal and contractual groundwork has been finalized and therefore the implications 

on crucial negotiable conditions can only be used as warnings for potential outcomes. However, 

creating the awareness for potential obstructions allows decision makers to develop policies and 

programs beyond the contractual scope of the project, to keep history from repeating itself. 

In addition, the determining role of the country-specific and external context as moderating variables 

becomes apparent in the course of this analysis. A lack of institutional capacity, as well as political 
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disparities and a system of patronage and corruption can mitigate the development effects of an 

interoceanic canal despite well designed measures. Putting the project into the international political 

and economic context is crucial to be able to connect the dots: Some of the effects of the Panama 

Canal project were reinforced by the monopoly position of the waterway and its first-mover advantage, 

which allowed for more leeway in economic decision-making for several decades. In contrast, the 

Nicaragua Canal project has already been under competitive pressure from the start, because viable 

alternatives via land and water exist. This made it necessary to analyze the external conditions for the 

Nicaragua Canal project and its competitive relation with the Panama Canal as an alternative route. 

 

In summary, this thesis offers insights into the complex dynamics and underlying structures of 

interoceanic canal projects and the relation between the time-specific internal and external project 

context, including the prerequisites in the host country, the design of such an infrastructure 

megaproject, the developments in the global economy and the maritime sector. 

In the course of this thesis, light was shed on motives of the involved parties as well as economic, 

political and social effects of such an interoceanic canal project. Moreover, leverage points for the 

public and private sector of the host country were identified in the Panama Canal case study and their 

relevance was tested by applying the implications to the ongoing Nicaragua Canal project. The overall 

results of this thesis are the provision of an in-depth understanding of both interoceanic canal cases 

from a theoretical perspective and impulses for actions for practitioners in Nicaragua. 

7. Implications and outlook 

Concluding the thesis, this section presents some further implications for researchers, practitioners 

and people involved in the Nicaragua Canal project. 

 

Most of the literature on infrastructure megaprojects focuses on initiative in developed countries. The 

examination of the Panama Canal and the Nicaragua Canal case has shown that many factors that 

were decisive for the project design and its effects are characteristic for DCs; they are not necessarily 

taken into account in the existing literature. Further studies could shed light on whether concept and 

theories on megaprojects are universally applicable for all cases or if – depending on the development 

stage of the host country – different approaches are needed. 

Moreover, a lot of research already exists on urban transport, airports or domestic rail or road 

systems. Yet, it would be interesting to look more into the dynamics and effects of infrastructure 
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megaprojects in the transport sector which primarily move goods and commodities on an international 

scale. With the growing interconnectedness of markets and the entanglement of political and 

economic interests, this seems to be an area of research with increasing relevance. 

My thesis already aims at providing preliminary insights into both research areas. Yet, no direct 

comparison of the effects from both interoceanic canal projects is possible due to the early 

development stage of the Nicaragua Canal case. In the future, a paired comparison ex-post could 

reveal whether the identified implications from the Panama case were ultimately relevant. In addition, 

potential other underlying dynamics and drivers for the developments and relations between the 

internal and external project context could be discovered that did not manifest in my analysis. 

 

From a more practical perspective, the results of this thesis can be summarized in three takeaways for 

future project endeavors. First, it seems that in both cases the project was used by the government as 

a solution to a pressing problem in the host country which was not ‘the need for an interoceanic canal’: 

in the case of Panama, the Columbian reign and for Nicaragua poverty. Consequently, not enough 

time was spent on finding the right partner and negotiating the favorable project conditions – with 

serious consequences for the host country in the short- and long-term.  

A second issue is the critical role of institutional capacity and human capabilities needed in the host 

country to realize the potential of such an infrastructure project. Unfortunately, it takes time to build the 

former and the disconnectedness between the ruling elite and the general public in a country even 

amplifies this situation. 

Third, the increasing complexity and political and economic dependencies make it difficult to identify 

potential connections between the context and the effects of a project. Thus, understanding and 

anticipating developments of infrastructure megaprojects is increasingly challenging, as they might be 

rooted in veiled political or economic motives of primary and secondary involved parties. 

 

More than 160 years ago, Karl Marx (1852) concluded that often major historic events reoccur, “once 

as tragedy, and again as farce” (p. 5). Whether the Panama Canal project and the Nicaragua Canal 

project will rank among those unfortunate pairs like Napoleon I and Napoleon III is in the hands of the 

Nicaraguans. The government and the private sector yet have the chance to learn from history and 

see the Panama Canal project as an exemplary case to understand and explore their options. Even 

though many of the project conditions might not be in Nicaragua’s favor, there is still potential to 

benefit from the changes to come. The government and the private sector just need to start taking the 

right actions now.  
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9. Appendices 

Appendix A: Historical background and industrial development models 

Historically, industrialization was associated with building up the whole production process of goods 

and services in a country followed by its internationalization to compete on a global scale. While the 

import substitution industrialization (ISI) model aims at preserving this approach, the export-oriented 

industrialization (EOI) diverges from the idea of having all needed inputs as well as labor and finance 

in place to create a diverse industrial setup. Instead, the focus is on exporting goods for which the 

respective country has a comparative advantage. This approach allows developing countries (DCs) to 

participate in global value chains (GVCs) and scale up industrial production without time- and cost-

intensive development of a broad industrial base. The transport and communication sectors made it 

possible to geographically separate the different steps of the supply chain to achieve quality and cost 

advantages through elaborate GVC management. Yet, the EOI path also comes with its risks, as it is 

not only easier to be integrated into a GVC for a DC, but also to be excluded. This leads to high 

competitive pressure on the industry with the comparative advantage in the respective country. 

Moreover, industrialization in the traditional sense used to go hand in hand with the creation of a 

strong institutional framework, building of capabilities, development of human capital and local 

consumer markets through a steady increase in living standards and disposable income. This is not 

necessarily given when a country leapfrogs several stages of industrial development. 

After the severe economic and financial crises in DCs in the 1980s, the International Monetary Fund 

(IMF), the World Bank (WB) and the U.S. Treasury Department developed a set of ten neoliberal 

economic policy recommendations coined as the ‘Washington Consensus’ in 1989. The adopted 

reforms promoted a market-based approach with a strong focus on trade liberalization, reducing the 

role of the government at the same time. Albeit, the consensus has been criticized for its radical 

approach to the opening and exploitation of markets and that a ‘one-size-fits-all’ treatment is not 

sufficient for the individual challenges of the DCs (Stiglitz, 2002). Due to the lack of enduring success 

of the neoliberal approach in DCs, a reemergence of industrial policy thinking took place resulting in 

revised frameworks and models (e.g. Chang, 1994; Rodrik, 2004; Aghion et. al., 2011). The classic 

EOI model has become increasingly outdated and there is a tendency towards an inward-looking 

approach facilitating more active industrial policies to shape the development of domestic markets 

(Gereffi, 2014). 
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Appendix B: China as a partner and investor in Latin America 

The economic relationship between China and Latin America 

While after the global economic downturn and the following recession in 2008 the ties between the 

developing and developed countries have loosened a bit, an increase in South-South cooperation can 

be witnessed. China has not only become the second strongest economy in the world with a GDP of 

USD 4.86 trillion and the second biggest recipient of foreign direct investment (FDI) (World Bank, 

n.d.), but also the third biggest investor in other countries after the U.S. and Japan with USD 101 

billion in 2013 – a 15 percent increase compared to the previous year (UNCTAD, 2014).  

A lot of attention is drawn to the trade and money flows between China and African countries and the 

associated opportunities and risks, but China has also shown a growing interest in Latin America (LA) 

over the last years: Many LA countries increasingly carry on trade with China. While more than half of 

the exports to China are commodities from the copper, iron and soy sector, imports from the Asian 

partner are mostly manufactured goods from the electronics and automobile industry. Since 2011 LA 

has faced a trade deficit as the value of imports increased at a higher rate than the exports in addition 

to falling commodity prices (Ray & Gallagher, 2013). LA’s robust growth over the last years can be 

largely attributed to the direct and indirect effects from China’s involvement in the region and demand 

for commodities. The increasing reliance of LA on these types of exports is controversially discussed 

on the international level as well as its dependence on partners like China for commodity trade and its 

associated risks (Toro Hardy, 2013).  

The Inter-American Development Bank (IDB) clusters the LA countries into two groups, which are 

defined based on effects from the global crisis and its aftermath on them. While the ‘Brazil cluster’ 

encompasses all South American countries as well as Cuba and the Caribbean, the other group 

consists of Mexico, the Dominican Republic and the Central American (CA) countries and is called the 

‘Mexico cluster’. The former economies are mostly net commodity exporters and have less trade 

exposure to developed countries, while maintaining strong ties with emerging markets regarding 

import and exports of goods and services. In contrast, the Mexican-type countries are predominantly 

net commodity importers and have high commercial trade dependencies on industrial nations, 

especially the U.S. (IDB, 2011). The economic contraction in the U.S., the rising demand for 

commodities and the generally increasing commodity prices have diverging effects and economic 

implications for both clusters. 
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China also acts as a lender to LA governments, but in these cases the money is not tied to ideological 

or macroeconomic terms as it is the matter with many multinational lenders (Toro Hardy, 2013). 

Between 2008 and 2012 a total of USD 81.3 billion has been borrowed by the countries from the 

region of which almost 50 percent were earmarked for infrastructure projects and 26.7 percent for the 

energy and mining sector (Ray & Gallagher, 2013).  

The motives behind China’s engagement in LA are diverse. There have been repeated speculations 

regarding geopolitical reasons of China’s interest in the region (cf. Hisang, 2009), as highlighted by 

Mary Anastasia O'Grady (2004) in the Wall Street Journal a decade ago arguing that “China, along 

with its trade endeavors, is becoming a political rival of the U.S. in its own backyard”. This implies that 

not only trade and access to natural resource reserves, but also counterbalancing and undermining 

the traditional strong influence of the northern partner are motives of the increased involvement in the 

region. Also, the recognition of Taiwan by several LA countries might play a role (Toro Hardy, 2013). 

Motives for foreign direct investment from China 

Chinese companies are not only trade partners, but they have started to get a foot on the ground with 

an investment volume of USD 10 billion on average since 2010 in LA countries (ECLAC, 2014).  

Dunning (1993) defined four major reasons for Foreign Direct Investment (FDI), namely market-

seeking, resource-seeking, efficiency-seeking and strategic asset-seeking motives. This framework 

has been the starting point for many analyses of the investments by companies in foreign countries. 

However, in the case of China, the motives of Chinese companies – often generalized to the motives 

of China due to the close ties between the private sector and the government – do not necessarily fit 

this taxonomy. According to a study by Huang and Wang (2011), the market size and cost advantages 

do not seem to play a role in investment decisions at the moment: The advanced development in 

OECD countries and the access to resources in DCs that are rather reasons for Chinese outward 

direct investment (ODI). The idea behind the ‘China Model’ differs from the motivation of developed 

countries, as ODI is used as a measure to foster the domestic industries (Huang & Wang, 2011). A 

major focus of China’s efforts in foreign relationship building has been on oil-rich countries in Africa 

and LA to cater the domestic need for commodities. To shield the energy consumption from disruptive 

market dynamics, negotiations are shaped by China’s ‘loans-for-oil’ and ‘infrastructure-for-oil loans’ 
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policy without political conditionality. However, China uses its financial power to influence the political 

domain to promote the One-China policy18 (Wu & Wei, 2014).  

According to Kolstad and Wiig (2009), the investment pattern of Chinese actors is also different from 

investors coming from other regions regarding political stability requirements. The researchers found 

an interactive effect between the institutional environment and natural resource deposits: the worse 

the country is governed, the more attractive seem the natural endowment to be for Chinese 

investments. This behavior can have serious consequences for the host country as they increase the 

instability (Frynas & Paolo, 2007). 

Based on the experience from Chinese investments in Africa, there is a tendency of Chinese 

companies to import workers and supplies from China for their infrastructure projects. Moreover, the 

ODI projects in LA seem to aim at building infrastructure which improves trade flows between China 

and the partner country and which is necessary to extract and dispatch commodities to transportation 

hubs (Center for Hemispheric Policy, 2006). So far, the main areas of investment were oil extraction 

and manufacturing (automobile sector) in Brazil as well as mining in Peru (ECLAC, 2014). According 

to the vice-governor of the Export-Import Bank of China, Zhu Xinqiang, more LA countries will receive 

FDI in the future and the projects will also go beyond natural resources, but infrastructure, high-tech 

and agriculture instead (Zhou, 2011). Yet, not all projects are successful and a major challenge for 

both sides remains to understand each other’s way of doing business and potential opportunities for 

cooperation (ECLAC, 2014). Already today, Chinese companies find new ways of getting access to 

the commodity sector through credits and leases, which guarantee purchase quantities or have 

characteristics of land grab. Example cases are the USD 10 billion loan from Sinopec to Petrobras 

which will be repaid in oil over a 10 year period. Another case are 320,000 hectares of land leased by 

the Chinese for a 20 year period in Argentina with the aim to grow crops that are exclusively intended 

for Chinese consumption (Toro Hardy, 2013).  

 

 

 

 

                                                
18 One-China policy means the political endeavors to promote only one state that is called China. As a 
consequence a country can only establish diplomatic relations with either the People's Republic of China (PRC) 
or the Republic of China (ROC). 
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Appendix C: Effects of the Panama Canal project on the U.S. 

The construction phase: Effects on the U.S. 

Direct and indirect economic effects 

After the independency of Panama from Columbia, the new government signed a canal treaty with the 

U.S., granting the U.S. tax exemption for canal related business and labor, the rights for a ten-mile 

wide Canal Zone (except for Panama City and Colón) and four offshore islands. The agreement also 

qualified the U.S. to demand more land if necessary for canal related purposes. In return, Panama 

received a one-time payment of USD 10 million and an annual progressive payment of USD 250.000 

starting as of 1913, which was paid by the Panama Railroad until then (Maurer & Yu, 2008). 

During the construction phase, the U.S. invested USD 302 million into the canal project – more than 

double compared to the cost calculation of USD 114 million done in 1902; this equals USD 4.4 billion 

in 2004 dollars. Among others, additional expenses were caused by damage and delay due to 

landslides as well as by the constantly increasing salaries for the canal personnel. In addition, costs 

occurred for the defense infrastructure, USD 40 million for assets from the Panama Canal Company 

and USD 10 million dedicated for the government of Panama. Maurer and Yu (2008) estimated that 

the total cost of the Panama Canal construction including all above mentioned matters of expense and 

implicit interest costs amount to USD 921.7 million in 1925 dollars. This equals USD 8.3 billion in 2004 

dollars and USD 119.4 billion when putting the financial burden into today’s context by translating it 

into the constant share of the GDP of the U.S. from 1925 to today (ibid). 

Thousands of jobs for skilled U.S. citizens were created that were even better paid than similar 

positions at home and included additional benefits (The New York Times, 1910). In addition, the 

machinery bought from the French predecessor were outdated, so new equipment was bought 

including 102 railroad-mounted steam shovels, steam-powered cranes, hydraulic rock crushers, 

dredges, cement mixers and pneumatic power drills. The machinery was predominantly developed 

and manufactured by companies in the U.S. (Reed, 2006).  

Finally, the Commissary with its seven-digit revenue figures had an indirect positive effect on the U.S. 

as the products sold in the Canal Zone were mostly imported from the U.S.  

 

Political effects 

Theodor Roosevelt and his eager to build a historical beacon with his signature was the driving force 

behind taking over the Panama route at the terms he favored instead of choosing another route or 

finding a compromise with the Columbians (Mabry, 2001). 
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Therefore the U.S. used both military and political power to take over the rights for the Canal and 

existing investments at a price and conditions according to Roosevelt’s expectations – at the expense 

of other involved parties. As a consequence, Panama became a protectorate of the U.S. and 

subsequently the latter was perceived to have a certain responsibility towards the former. 

The operation phase: Effects on the U.S. 

Direct economic effects 

Already at the beginning of the 20th century there was a dispute whether the Panama Canal would be 

an economic game changer or a burden for the U.S. (Maurer & Yu, 2010). In 1915 the Panama Canal 

was perceived to have a twofold value: the shortening of the route to transfer naval vessels from the 

Atlantic to the Pacific Ocean and a positive economic value (Huebner, 1915). 

The railroad built in the 1850s by U.S. investors was highly profitable and gave an indication of the 

demand for such a shortcut for trade (Maurer & Yu, 2008). In 1903, the U.S. Congress received an 

estimate of the expected benefits from the canal of USD 1.2 billion, which equaled 4.7 percent of the 

GDP of the U.S. (Congressional Research Service, 1977). 

At the time the Panama Canal was built, alternative routes between the U.S. West Coast and the East 

Coast or Europe included the U.S. transcontinental railroad, the Tehuantepec railroad (Mexico) and 

the Panama railroad connection via land as well as the route around the southern tip of the continent 

via water. The new canal had the competitive advantage of substantially shortening the distance for 

vessels and it was an economic alternative to the two rail connections as additional costs per ton of 

USD 3.50 occurred for the Mexico route and USD 3.00 via Panama compared to the option across the 

U.S. For trade between Europe and Asia, the new canal was of little importance (Maurer & Yu, 2008). 

There are many factors a shipping liner has to consider when evaluation different routes: mayor ones 

are distance, toll charges, fuel costs, mail contracts, subsidies and way-freight as well as passenger 

possibilities. Especially the dynamic between them is important, for example: The toll paid to pass a 

canal must result in such a time saving that it sets off the operation costs occurring for a longer 

voyage (Hutchinson, 1914). This was the case for the Panama Canal in the first decades of operation. 

Since the trade volume did not automatically increase with the new waterway, the traffic it attracted 

meant a loss for another trade route (Lebergott, 1980). This applied to both, the operator of the 

alternative route and the businesses in that region or related to the trade on that lane. In the case of 

the Panama Canal, transcontinental railroads as well as manufacturers and distributors in the Middle 
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West and export companies on the West Coast complaint about substantial losses between 1918 and 

1928 (Crumbaker, 1929). 

Maurer and Yu ran an analysis regarding the effect of the Panama Canal in terms of transport cost 

savings, which revealed that between the years 1921 and 1937 the annual social savings accounted 

for USD 27.1 million to USD 139.8 million (in 1925 dollars) (Maurer & Yu, 2010). 

Although the costs of building the Panama Canal turned out to be higher than expected and seemed 

immense at that time, the return on the investment appeared to be substantially higher than if the 

taxpayers’ money would have been invested in government bonds by a twofold (Maurer & Yu, 2008). 

Therefore Maurer and Yu (2010) concluded that “at minimum, the Panama Canal ‘repaid’ the U.S. its 

total start-up costs within eight to twelve years of starting operation” (p. 314). 

Also it remained an attractive destination for labor from the U.S. despite the cutbacks even after the 

passage was opened. The Canal Zone had become a prosperous area with low death rates, good 

sanitation, well-paved roads and plentiful harvest (Brown, 1920). 

 

Yet, after WWII other U.S. transcontinental transportation options like the new Interstate Highway 

System and the railroads outstripped the competitive position of the Panama Canal for domestic 

cargo. This became apparent in the annualized decline of 2.0 percent of these types of shipments 

between 1950 and 1975 (Maurer & Yu, 2010). In addition the increase size of the vessels and the 

inability of the Panama Canal to cater them, made it eventually more economical to use the route 

around the tip of the continent than reload the shipments to smaller vessels for the canal passage 

(ibid). These developments led to a substantial decrease of social savings from the Panama Canal 

globally when comparing the data from 1975 and 1925, and even more severely for the U.S. (ibid). 

As a result and even though the Panama Canal was the only interoceanic passage, it already lost its 

monopoly in 1975 due to the competitive costs of alternative transportation routes and methods 

making unreasonable toll increases non-durable (Maurer & Yu, 2010). 

But the decreasing profitability of the Panama Canal was also caused by the increase in wages for 

Canal personnel and the absence of the necessary reorganization of the canal management to an 

efficient and profit-oriented entity that would have generated value for the U.S. taxpayers (Maurer & 

Yu, 2010). 

As a result, the Panama Canal became a liability in the second half of the operation phase: For 

example, the U.S. paid an annual fee of USD 2.3 million in 1975 to Panama to use the Canal Zone 

and the additional costs of running the infrastructure in the Zone minus the remittance from the 
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Panama Canal Company were USD 8.7 million that year, not including the economic aid to the country 

of USD 15.5 million (Maurer & Yu, 2010). 

 

Indirect economic effects 

In the first years of operation, the U.S. continued to indirectly profit from the sales of the Commissary 

in the Canal Zone and the fact that companies and workers affiliated to the waterway were not taxed 

until the 1950s. Yet as already mentioned above, the transfers from the U.S. exceeded the income 

generated by the canal (Maurer & Yu, 2010). 

The new canal did not only change routing priorities of merchants, but also affected the strategic role 

of ports along the existing and potentially new trade routes. Already prior to the canal opening, 

Hutchinson (1914) calculated that the competitive position of New York as a trade center in 

comparison to Liverpool would largely increase with the Panama Canal despite the proclaimed toll. 

While it is obvious that the U.S. benefited from the Panama Canal, interestingly Chile and Japan also 

gained from the interoceanic connection. Japan was able to increase their trade volume with the U.S. 

and Chile gained access to a larger market for their natural resource exports like minerals and metals 

(Maurer & Yu, 2010). 

 

Political effects 

The U.S. was not only officially allowed to militarily “intervene in any part of Panama, to reestablish 

public peace and constitutional order” (The Library of Congress, 2010, Section 1), but they also 

managed the finances of Panama. The constitution of the Central American country stated that USD 6 

million of the USD 10 million payment to the Panamanian government remained in investments in real 

estate in New York and the whole amount was administrated by J.P. Morgan before it ever made its 

way to its beneficiary (Maurer & Yu, 2008). 

Since the U.S. owned and ran the Panama Canal, it was also up to them who was charged a toll for 

the canal passage and the respective amount. While it was discussed whether American ships and 

intra-U.S. traffic should receive preferential treatment, the U.S. Congress passed a bill in 1914 stating 

that the same per ton toll would apply to all ships crossing the isthmus. Yet, U.S. government vessels 

were allowed to skip the queue (Talley, 1916).  

Interestingly, already shortly after the Panama Canal was finished, the locks were too small for the 

newest generation of aircraft carriers and battleships. Therefore the U.S. kept on investing in a two-

ocean navy fleet (Maurer & Yu, 2008). 
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Although the Panamanian government tried to negotiate new treaties to weaken the U.S. position in 

the Canal Zone, the U.S. used its military leverage to even extend its power in the more recent deals 

(Maurer & Yu, 2008). While the negotiations regarding the Panama Canal used to be between 

Panama City and Washington at the beginning, a third party came gradually into play, namely the 

Canal Zone administration. They were pursuing their own agenda which clashed with Roosevelt’s 

efforts to improve the status quo for Panama at the end of the 1930s (Maurer & Yu, 2010). Only the in 

1955 signed Remon-Eisenhower Treaty updated the Hay–Bunau-Varilla Treaty from 1903, changing 

the agreement to the advantage of Panama and a ‘juster’ treatment of the latter. Also, the U.S. tried to 

counterbalance potential instability in Panama and the partner’s discontent with the canal regulation 

with an increase in aid (ibid). 

Although the importance of the Panama Cana for the U.S. declined more and more after WWII, 

handing over the canal to the Panamanian government was not perceived as an option. The U.S. 

government neither trusted the local politicians to be able to manage the canal properly nor did they 

want tolls to increase or deal with further instability in the region (Maurer & Yu, 2010). 

Consequently, the political relevance of the Panama Canal to the U.S. in the 1970s could not be 

explained by its economic benefits, but by its role as a reflection of power for American nationalism 

(Maurer & Yu, 2010). Nevertheless, “the Panama Canal was a constant sore spot in the United States’ 

relations with Latin America” in 1976, which was not politically favorable (ibid, p. 259). 

The transfer/post-project phase: Effects on the U.S. 

Economic effects 

As already mentioned above, with gradually handing over the Canal and the Canal Zone to Panama, 

the U.S. also reduced their aid transfers to the partner country. From 1979 onwards, aid payments 

decreased to USD 12 million under Cater from the all-time high of USD 90 million (in 2008 dollars) 

under Nixon (Maurer & Yu, 2010). Due to no more annuity and the lower aid transfers at still 

reasonable canal payments to the U.S. Treasury, the money transfers finally turned into a fiscal 

positive again for the U.S. (Maurer & Yu, 2010).  

 

Political effects 

The U.S. and Panama signed two treaties regarding the future of the Panama Canal. One treaty 

signed in 1977 addressed the final handover of the Canal on the 31st of December 1999 to the local 

government and it was fulfilled accordingly. The other one is of perpetual nature: The Neutrality Treaty 
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grants the right to the U.S. to defend the Panama Canal with their military against any threat. This 

automatically includes the allowance for U.S. warships to skip the vessel queue in emergencies and 

indirectly gives the U.S. unlimited usage rights of the canal (U.S. Department of State, 2013). 
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