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PART 25 – MORE ON THE 1939 TREATY 

 

In the 1930s, while the US was assuming a more conciliatory stance, Panamanians were 

losing patience, and a political base for virulent nationalism was emerging1.   

 

For example, a dispute arose in 1932 over Panamanian opposition to the sale of 3.2% beer 

in the Canal Zone and competing with Panamanian beers.  Tension rose when the 

Governor of the Canal Zone insisted on formally replying to the protests, despite the 

Panamanian Government's view that proper diplomatic relations should involve only the 

US Ambassador.   

 

Then In 1933, when unemployment in Panama reached a dangerous level and friction over 

the Canal Zone commissaries were revived, President Harmodio Arias Madrid went to 

Washington.2  The result was agreement on a number of issues.  The US pledged 

sympathetic consideration of future arbitration requests involving economic issues that 

did not affect the vital aspects of Canal operation.  Special efforts were to be made to 
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protect Panamanian business interests from the smuggling of cheaply purchased 

commissary goods out of the Canal Zone.  The US also promised to seek appropriations 

from Congress to sponsor the repatriation of the numerous immigrant canal workers, who 

were aggravating the unemployment situation in Panama.   

 

Most important, however, was President Roosevelt's acceptance, in a joint statement with 

Harmodio Arias Madrid, that US rights in the zone applied only for the purposes of 

"maintenance, operation, sanitation, and protection" of the Canal.  The resolution of this 

long-standing issue, along with a clear recognition of Panama as a sovereign nation, was a 

significant move in the direction of the Panamanian interpretation of the proper US 

position in the isthmus.3 

 

This accord, though welcomed in Panama, came too early to deal with a major problem 

concerning the $250,000 annuity payable by the US.  The devaluation of the US dollar in 

1934 reduced its gold content to 59.6% of its former value., meaning that the annuity’s 

value was nearly cut in half in the new devalued dollars.  As a result, the Panamanian 

government refused to accept the annuity paid at the new exchange rate.4 

 

Roosevelt's visit to the Republic in the Summer of 1934 prepared the way for opening 

negotiations on this and other matters.  A Panamanian mission arrived in Washington in 

November, and discussions on a replacement for the Hay-Bunau-Varilla Treaty continued 

through 1935.  In March 1936, Secretary of State Cordell Hull and Assistant Secretary of 

State Sumner Welles joined the Panamanian negotiators in signing a new treaty-the Hull-

Alfaro Treaty, and 3 related conventions which regulated radio communications and 

provided for the US to construct a new trans-isthmian highway connecting Panama City 

and Colon5. 
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The Treaty provided a new context for relations between the 2 countries and ended the 

protectorate status of Panama by abrogating the 1903 treaty’s guarantee of the Republic's 

independence and the concomitant right of intervention.  Thereafter, the US would 

substitute negotiation and purchase of land outside the Canal Zone for its former rights of 

expropriation.  The dispute over the annuity was resolved by agreeing to fix it at 430,000 

balboa (the balboa being equivalent to the devalued US dollar), which increased the gold 

value of the original annuity by $7,500, which was to be paid retroactively to 1934 when 

Panama had begun refusing the payments.6 

 

Various other business and commercial provisions dealt with longstanding Panamanian 

complaints. Private commercial operations unconnected with canal operations were 

forbidden in the Canal Zone.  This policy and the closing of the Canal Zone to foreign 

commerce were to provide Panamanian merchants with relief from competition.  Free 

entry into the Canal Zone was provided for Panamanian goods, and Panamanian custom 

houses were to be established at entrances to the zone to regulate the entry of goods 

finally destined for Panama. 

 

The Hull-Alfaro revisions, though hailed by both Governments, radically altered the special 

rights of the US in the isthmus, and the US Senate was reluctant to accept the alterations.  

Only after an exchange of interpretative diplomatic notes had permitted Senator Key 

Pittman, chairman of the Foreign Relations Committee, to advise his colleagues that 

Panama was willing to permit the US to act unilaterally for the defence of the Canal, did 

the US Senate give its consent on 25 July 1939.7 
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