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Police disperse students protesting Cable & Wireless' decision to 
raise long-distance rates in Panama City , Jan. 18, 2001. The 
protest was the second in as many days (Photo: AFP). 
 
As the world continues to absorb the fallout from corporate 
scandals in the United States , evidence is emerging that raises 
suspicions that a British telecommunications company may have 
colluded with the Panamanian government in a sweetheart 
privatization deal, then mismanaged the company at the expense 
of customers and employees.  
 
In 1997, U.K.-based Cable and Wireless PLC (C&W) outbid U.S.-
based GTE by US$232 million to purchase 49 percent of the 
shares of Panama’s state-owned telecommunications company, 
INTEL, which had been converted into a Sociedad Anónima 
(private corporation) shortly before being put up for sale.  
 
If C&W's bid seemed a little high, it did not raise many eyebrows 
outside the next meeting of its board. But as previously unreleased 
documents—including the contracts for the sale of the company 
and for the concession to administer and operate the phone 
company—emerge, they are casting shadows on an already 
unpopular deal.  
 
The sale of such a major state asset would seem to be the stuff of 
which grueling committee hearings and ferocious legislative 
debates are made. Yet Panama ’s Legislative Assembly never had 
the opportunity to debate or approve the deal. The contract was 
signed, sealed, and delivered by the executive branch, acting 



 

 

alone.  
 
According to the rationale offered to telephone workers and the 
nation at large at the time, INTEL was privatized because it didn’t 
have the resources to make necessary structural and technological 
investments, and because the government was a poor 
administrator. Private enterprise, it was believed, would be more 
successful in the company’s management. C&W was touted 
because it was supposed to be serious about expanding services, 
had solid capital resources to invest, and had long experience in 
the telecommunications field.  
 
Public government records indicate that even through the rockiest 
periods of Panama ’s recent history, INTEL earned  Panama an 
average net profit of US$150 million yearly. But since the sale, 
despite increases in the number of customers and raises in rates for 
calls and other services, the government has only received some 
US$30 million per year for its 49 percent stake in the company.  
 
After the company privatized, unpopular measures were imposed. 
Student protests—dispersed with teargas—followed a 500-percent 
hike in the cost of phone calls within Panama . Millions of dollars 
were invested in a call center with dubious prospects for 
profitability. The company’s purchasing office was moved to 
Miami , raising costs and adding another layer of intermediaries to 
transactions. Many qualified workers were laid off, raising 
unemployment figures just as the Panamanian economy was 
beginning to stagnate.  
 
Today, documents are coming to light that cast suspicion on the 
deal.  
 
It was not known to all bidders, for example, that after 
privatization INTEL would be left with a cash flow of more than 



 

 

US$109 million, or that it would benefit from two government 
promissory notes. But C&W did know, as evidenced by the 
document certifying their purchase of the shares. The promissory 
notes’ value is still not known by the press, the public, or indeed 
by the phone company workers, who own 2 percent of the 
privatized company’s shares. 
 
Likewise, only C&W knew that, notwithstanding the stringent bid 
prequalification requirements, the winning bidder would be 
allowed to assign operation and administration functions to 
subsidiaries—in this case, Cable & Wireless Holding and Cable & 
Wireless Cala Management Services Limited, which was 
registered in  Algeria with only one pound sterling as capital to 
invest in Panama . Public Registry records also reveal that C&W 
was never registered in Panama and had no legal representative in 
Panama . Yet the bidding rules clearly stated that bidders needed to 
be registered in Panama . 
 
In the transfer of 49 percent of the shares, it was stipulated that 
C&W was not obliged to be the phone system’s direct operators, 
but would only be consultants. Nevertheless, the company was 
given a percentage of gross annual revenues, a percentage of pre-
tax profits, and a percentage of the income from other sinking 
funds, which would normally go to the network’s operators, 
employees, or other shareholders.  
 
The revelations come after a series of controversial privatizations. 
In 1997 and 1998, then-U.S. Ambassador to Panama William 
Hughes complained that the playing field in the bid for Panama ’s 
privatizing industries was not level.  
 
On June 11, 2002, workers for the old INTEL sent a letter to 
President Mireya Moscoso supporting Ambassador Hughes’ 
protests, and extending them to INTEL’s sale.  



 

 

 
The workers’ letter to President Moscoso charged that the 
company had been seriously mismanaged since its sale. For 
example, they observed, the general manager and executive team 
of C&W Panama had been changed four times in roughly as many 
years, and that 50 executives had been fired “at the stroke of a 
pen.”  
 
Other company directives affected the former INTEL workers 
more directly. A 1995 law under which the utility was privatized 
said that the government, which would be a partner in the 
company, would deposit workers’ money into an account at the 
National Bank of Panama , and that workers would not be charged 
fees for this service. But the old utility’s employees, who weren’t 
privy to information about funds that were legally theirs, later 
found that their money had been deposited in a private bank run 
by a close friend of former President Ernesto Pérez Balladares, and 
that fees were being charged for the bank’s services. That bank has 
since ceased to exist, having been absorbed in a merger, and the 
acquiring bank now has the workers’ money. It is deducting fees 
for the services it has rendered.  
 
At the end of 1999, an internal company report conducted by 
C&W's Washington Audit Group found “the current situation… 
unsatisfactory…. Capital has been spent in unproductive and 
wasteful ways… with little previous preparation… [on] ill-advised 
projects… [with] insufficient planning and supervision….” 
Moreover, C&W's internal reviewers found, “Constant 
management changes in the past two years have not helped… as 
the lack of a consistent focus [or] direction has obstructed the 
adoption of the best practices.” They concluded that 
mismanagement on the part of the executives, vice-presidents, and 
managers had caused enormous losses for C&W Panama and the 
government. 



 

 

 
Representatives of the prestigious accounting and consulting firm 
KPMG, C&W's auditors, were copied on the report.  
 
Yet even as popular frustration with the administration of Panama 
’s telecommunications network grew, public and corporate 
officials alike continued to inform the media, as well as C&W's 
international partners in Panama , that nothing was seriously amiss 
at C&W Panama. 
 
A Grand Tradition…  
 
C&W’s critics charge that the company has changed little since its 
days as a 19th-century colonial monopoly extending across the 
British Empire .  
 
The company’s ancestor laid the first trans-Atlantic telegraph cable 
in 1858. Though that particular project enjoyed only short-lived 
success, by 1927—after a series of mergers—C&W’s telegraph 
network spanned the globe. And though the company mostly set 
up shop in places with limited economic resources, it was usually 
able to extract its “pound of flesh.”  
 
When Hong Kong was transferred from British control in 1997, 
taxpayers were forced to cough up billions to compensate C&W 
for breaking a monopoly license granted by the British 
administration in the mid-1980s. It may have seemed worth it to 
the taxpayers. During C&W’s monopoly, the company charged 
international rates for phone calls to Macao or other adjacent 
Chinese cities only 15 miles away.  
 
Others have charged that the company still extorts unreasonably 
high rates from its clients in the Americas . In March 2001, five 
Caribbean nations joined together to force C&W to give up its 



 

 

monopoly, claiming that inflated phone costs were leaving them 
marginalized in the world economy. C&W tried to scare them off 
with predictions of a chaotic transition that would likely lead to 
phone service being disrupted. Service was never seriously 
disrupted, but the islands did suffer when C&W fired hundreds of 
its employees after losing its monopoly.  
 
Tangled  
 
Today, C&W Panama faces trials and lawsuits involving more than 
US$150 million demanded by suppliers and contractors. In 
February, the Public Services Regulating Entity, a government 
board that oversees privatized enterprises, fined C&W for non-
compliance with a concession contract clause about maintenance 
of public telephones.  
 
The workers who own the remaining 2 percent of the Panamanian 
C&W subsidiary’s shares have filed lawsuits to annul a bidding 
process they consider rigged, and to review the 
telecommunications company’s activities in Panama . After many 
protests sent to legislators, government ministers, and the 
president, they’re now seeing signs that give them hope that their 
concerns will be addressed. The workers and shareholders are 
claiming deceit, conspiracy, collusion, misappropriation, arbitrary 
use of public assets, and securities fraud. The latter offense is 
alleged to have been committed in concert with KPMG.  
 
The big question now is whether GTE will sue the Panamanian 
government. A source close to the negotiations, who spoke on 
condition of anonymity, says that lawyers are set to meet with 
representatives of GTE and Mexican companies that had formerly 
provided services to C&W in Panama to discuss the possibility of 
such a lawsuit.  
 



 

 

At present, neither President Moscoso nor Panama ’s comptroller 
general have addressed the workers’ complaints. The president of 
the Legislative Assembly has merely acknowledged receiving their 
note. Meanwhile Panamanians are losing patience with C&W’s 
inflated prices, billing errors, botched contracts, and spotty 
service.  
 
One way or another, the concession will be revised. Under the 
terms of the 1997 privatization deal, C&W’s monopoly over fixed-
line telephone services terminates at the end of this year, while the 
cellular phone duopoly that it shares with BellSouth runs through 
2007. TRICOM, a company based in the Dominican Republic , is 
fighting in the Panamanian courts for the right to offer cellular 
service, and a Panamanian investment group headed by members 
of the wealthy Motta family has created a new phone company, 
Telecarrier, to compete in the postmonopoly fixed line business 
starting next year. Both are meeting stiff resistance from C&W.  
 
The messy privatization of Panama ’s telecom network raises 
fundamental questions about governments’ assurances for foreign 
investments in “developing” countries. Panamanian business and 
consumer groups alike are increasingly of the opinion that 
guarantees for foreign investors shouldn’t amount to modern-day 
letters of marque for financial piracy, and that the purchase of a 
state-owned monopoly shouldn’t be a license to violate a country’s 
constitution and laws, jack up prices for an essential service, and 
prejudice the public interest. Current worldwide disillusionment 
with corporate misconduct suggests that their voices may soon be 
heard.  
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