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PAPER MONEY COMES AND GOES, AND TRAMS JUST GO, WHILE TRAFFIC MOVES TO THE 

RIGHT 

 

There were other things happening in Panama while the war was going on around it.  

While, understandably, it was matters that were connected to the war that would be of 

interest to the outside world, and to historians of the war, there was a great deal 

happening in the Republic.   

 

Largely leaving to one side the machinations of the President Arias Madrid’s 

administration, his eventual ousting, and the growing unrest over the regime overseen by 

his successor – which culminated in that President also being forced out of office – let us 

consider some of the events of 1940-45 that often receive less attention – at least in the 

outside world. 

 

1940 - THE WORST FIRE IN THE HISTORY OF COLÓN 

 

Colón was (and is) the large city at the Atlantic end of the Panama Canal.  Founded in 

1852, it is now best known for being home to the largest free zone in the Americas 

(established in 1953), and is sadly a poor shadow of its former glory.  Although there were 

plans to call the city Aspinwall (and many claim it was initially so called)1, in fact the 

ordinance that sanctioned it named it Colón, the Spanish version of Columbus2.  The city 

was boosted by first the discovery of gold in California and consequent increase in trans-

isthmus traffic, with first the railway (begun in 1850) and then the Canal.  Like Panama 

City, Colón was excluded from the Canal Zone territory 

 

One view is that the decline of Colón began after World War 2, mainly due to a new road 

connecting either side of the isthmus having removed the need for having facilities at both 

 
1  Named for William Henry Aspinwall, one of the US businessmen behind the railway company. 
2  https://www.laestrella.com.pa/opinion/columnistas/170421/colon-aspinwall  

https://www.laestrella.com.pa/opinion/columnistas/170421/colon-aspinwall
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ends of the Canal.  From then everything became concentrated in and around Panama 

City, the country’s capital, and adjacent Balboa, the de facto capital of the Canal Zone.   

 

Despite the boom generated by the war, Colón started it with a severe setback.  On 13 

April 1940, the largest fire in the history of the city broke out and continued into the early 

hours of the next day3.  This is said to have begun with a charcoal fire of a washerwoman 

setting fire to a basket of dry clothes.  As elsewhere in the country, many of the buildings 

of the city were built of wood and this, combined with strong winds, meant the fire took a 

firm hold4.   

 

Additional firefighting equipment and firefighters were sent by rail from Panama City (as 

mentioned, there was then no road route between the two cities), with US firemen from 

Cristóbal, Coco Solo, Fort Randolph, Davis and France Field in the Canal Zone, as well as 

the tugboats of the Canal Company eventually involved5.  When the fire approached a 

butane gas plant, the nearby masonry buildings were blown up to form a fire break6.  

 

In all, it destroyed 283 buildings and an area of 23 city blocks of the city were affected, 

and losses in financial terms were estimated at around $500,000.  In April, the New York 

Times reported that 10,000 inhabitants had lost their homes, with hundreds of wooden-

framed tenements destroyed7.  However, despite the intensity of the fire there was no 

loss of life or serious injuries. 

 

In the aftermath of the fire, the US Army, with the assistance of the American Red Cross, 

provided tented accommodation for many victims – said to be around 5,000 (with another 

 
3  It was, in fact, the third such major conflagration – one had occurred during the Colombian Civil War in 
1885, and the second in 1915. 
4  https://www.elistmopty.com/2018/04/sucedio-un-dia-como-hoy.html  
5  The Tavernilla and the Favorite were used to pump water from the Bay of Limón. 
6  https://www.metrolibre.com/opini%C3%B3n/198982-el-gran-incendio-de-col%C3%B3n-del-13-de-abril-
de-1940.html  
7  https://www.nytimes.com/1940/04/14/archives/10000-lose-homes-in-fire-at-colon-windswept-flames-
consume-hundreds.html  

https://www.elistmopty.com/2018/04/sucedio-un-dia-como-hoy.html
https://www.metrolibre.com/opini%C3%B3n/198982-el-gran-incendio-de-col%C3%B3n-del-13-de-abril-de-1940.html
https://www.metrolibre.com/opini%C3%B3n/198982-el-gran-incendio-de-col%C3%B3n-del-13-de-abril-de-1940.html
https://www.nytimes.com/1940/04/14/archives/10000-lose-homes-in-fire-at-colon-windswept-flames-consume-hundreds.html
https://www.nytimes.com/1940/04/14/archives/10000-lose-homes-in-fire-at-colon-windswept-flames-consume-hundreds.html
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5,000 said to have moved in with friends and relatives or left the city8), many being 

located on Central Avenue9.  Victims were temporarily accommodated in the public 

schools and in the municipal gymnasium, with others taking refuge in emergency rooms 

built by the Panama Railroad Company in Silver City and in the Canal Zone.   

 

The US Army set up field kitchens and other support came in the form of beds, clothing, 

food and other essentials (including sanitary units of latrines, baths and wash basins) were 

to continue to be provided for some three years, well into the war.  The Colón city council 

wanted those receiving aid to perform public works in return, but the American Red Cross, 

which was administering support for the victims, protested.   

 

The Municipal Engineering Division of the Canal assisted in the clean-up. 

 

1940 - A BIOLOGICAL RESERVE PRESERVED 

 

In the late 1930s, scientists petitioned the then Governor of the Canal Zone to set aside a 

permanent biological reserve where the flora and fauna of the area would be safe for 

scientific study.   

 

The Governor agreed, and set aside the largest island in Gatún Lake, Barro Colorado Island 

(BCI).  The lake had been created by the damming of the Chagres River to establish the 

central part of the Canal.   

 

Formerly a hill bordering the valley of the Chagres River, and made into an island when 

Lake Gatun was formed, BCI was originally set aside for scientific research by the then 

 
8  Some sources give much lower figures than these, but nevertheless the overall impact must have been 
huge. 
9  Over 600 tents were situated on Central Avenue, Melendez Avenue and 11th Street, and on Silver City 
Heights.  Initially people were housed eight to a tent, this number being later reduced to six.  Nine months 
later nearly 500 tents were still in use.  Report of the Health Department of the Panama Canal, 1955. 



 

4 
 

Governor of the Canal Zone in 192310.  Initially it was administered by the Institute for 

Research in Tropical America, and then by an agency affiliated to the US National Research 

Council.  The first buildings were erected on the island in 1924. 

 

3.4 miles (5.5 km) long and 3.1 miles (5 km) wide, this 3,700-acre (1,495 hectare) island 

became the workshop for much of the research performed in the New World tropics in 

the early 20th Century.  Except for a clearing for research facilities, the island was covered 

in virgin tropical rainforest11.  As scientists began to study the behaviour and ecology of 

the island, these studies attracted more and more scientists from around the world until 

BCI was sometime referred to as the mecca for biologists. 

 

With World War 2 underway the important research on the island faced a possible threat.  

The scientific community worried that its reserve status depended to a decree on the 

Governor of the canal Zone (who was usually a major-general in the US Corps of 

Engineers), and that some military purpose might seem imperative and hence the island’s 

status could be subverted into one more appropriate to the war effort. 

 

To ensure that the island was not turned into a bombing range (or golf course), in 1940 an 

Act of Congress created the Canal Zone Biological Area (CZBA) as a separate governmental 

agency12.  It was to be administered by a board of directors made up of prominent 

scientists, including the Secretary of the Smithsonian Institution – with the first meeting of 

the board in October 1940.  Congress authorised a sum of up to $10,000 per year for 

administration and maintenance of the island.  The Act provided that, except in the case 

of a declared national emergency, the island should be left in its natural state for scientific 

investigation and observation.13 

 
10  A Dr Thomas Barbour of the National Research Council had visited Panama in 1922 to find a site for 
zoological research, teaming up with entomologist James Zetek (who was to be closely associated with what 
became the CZBA into the 1960s – becoming an acknowledged expert in termites, which remain something 
of a problem in Panama to this day): https://www.czbrats.com/Articles/BCIsland.htm 
11  AIBS Bulletin, Vol 6, Issue 5 (November 1956), American Institute of Biological Sciences. 
12  20 US Code, CHAPTER 3, SUBCHAPTER IX: CANAL ZONE BIOLOGICAL AREA. 
13  Science (Vol 92, Issue 2393, 8 November 1940). 

https://www.czbrats.com/Articles/BCIsland.htm
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The CZBA struggled during the war since Congress argued that the research on 

biodiversity (although that term had not been coined then) was not relevant to the war 

effort and therefore did not justify any further financial appropriations – and it did not 

even receive the $10,000 already authorised.  That said, the research carried out on the 

island had always struggled for funding, especially during the Depression of the 1930s. 

 

During World War 2, it is said that secret research work was undertaken on the island, 

with funding from several US Government agencies.14 

 

In 1945, the CZBA officially became a bureau of the Smithsonian Institution under a 

Presidential reorganisation order issued by President Truman15, the order stating that – 

The President is authorized and directed to set aside within the Canal Zone an area 

in Gatun Lake known as Barro Colorado Island in which the natural features shall, 

except in event of declared national emergency, be left in their natural state for 

scientific observation and investigation. 

 

The 1940 Act was amended in 1946, and stated that – 

The purpose of setting aside such an area is to preserve and conserve its natural 

features, including existing flora and fauna, in as nearly a natural condition as 

possible, thus providing a place where duly qualified students can make 

observations and scientific investigations for increase of knowledge, under such 

conditions and regulations as may be prescribed by the Smithsonian Institution.16 

 

 
14  The Panama Canal Review (May 1967) 
15  https://siarchives.si.edu/canal-zone-biological-area-becomes-part-si 
16  20 US Code, CHAPTER 3, SUBCHAPTER IX: CANAL ZONE BIOLOGICAL AREA.  The amendment substituted 
“Smithsonian Institution" for "Board of Directors of the Canal Zone Biological Area". 

https://siarchives.si.edu/canal-zone-biological-area-becomes-part-si
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The island, now renamed as the field station of the Smithsonian Tropical Research 

Institute (STRI)17, is a reserve that reflects Panama’s special geological history as a 

strategic land bridge between North and South America.18 

 

1940 – THE PCAN AND PCAC FORCES RADIO STATIONS 

 

Anyone who was brought up in the 1950s and 1960s might remember finding US forces 

radio stations on the dial.  Certainly, as a young boy in Europe, looking for the fragile and 

far from perfect signal from Radio Luxembourg (or pirate radio stations situated off the 

UK) for pop music that the BBC still drastically limited in airtime, I can recall coming across 

American Forces Network (AFN).  Those who are slightly older might instead bring to mind 

the 1987 movie “Good Morning Vietnam”, set in Saigon in 1965. 

 

What was to become AFN was founded in May 1942 in London as the Armed Forces Radio 

Service (AFRS).  However, surprising as it might seem to us now, at the start of World War 

2 there was virtually nothing of the sort for US servicemen stationed overseas – even 

those in the “little America” of the Canal Zone. 

 

When war broke out in Europe in 1939, radio programming from the US would become 

available in Panama only on shortwave – as commercial broadcasters responding to mail 

received from US personnel stationed overseas, but at the time suitable shortwave radio 

sets were not widely available19.  Therefore, for most servicemen and women stationed in 

the Canal Zone felt deprived of up-to-date news and sports20. 

 

However, some bored members of the Coast Artillery Corps made use of a pair of 50-Watt 

transmitters and, without any official authorisation, began broadcasting in 1940 from the 

 
17  https://issuu.com/strinewspanama/docs/stri_visitors_guide_single_page 
18  https://revista.drclas.harvard.edu/book/century-smithsonian-institution-isthmus-panam%C3%A1 
19  Armed Forces Radio Service: The Invisible Highway Abroad by Samuel Brylawski (The Quarterly Journal of the 

Library of Congress, Vol. 37, No. 3/4, Summer/Fall 1980). 
20  Local radio stations in the Republic of Panama only began broadcasting, in Spanish, in the 1930s. 

https://issuu.com/strinewspanama/docs/stri_visitors_guide_single_page
https://revista.drclas.harvard.edu/book/century-smithsonian-institution-isthmus-panam%C3%A1
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basement of the Army’s headquarters at Quarry Heights, near to Balboa and Panama City, 

for just four hours a day.  Their amateur efforts were named PCAN (Pacific Coastal 

Artillery News) and PCAC (Pacific Coastal Artillery Corps).  They would read the news and 

played records, later receiving gramophone records from the US, and would continue to 

do so for the next two years.   

 

In September 1941, the story of the two stations was told in a “star studded” radio 

broadcast from NBC in the US.  Hearing the broadcast would lead to soldiers in Alaska (in a 

place with not even a local radio station, and where shortwave transmissions could not be 

received) setting up their own station, using abandoned Signal Corps equipment, and 

broadcasting from December 1941. 

 

Stations similar to PCAN and PCAC were also started in Hawaii and the Philippines (there 

was even one on Corregidor).  However, as troop numbers grew, joint Allied radio stations 

would be established, notably in Australia and New Zealand, proving popular, but also 

creating an appetite for “real radio from the States”. 

 

One of the major US broadcasters, NBC, then stepped in to provide broadcasts for the US 

military and its shortwave transmissions, and also recorded material provided to 20 

locations overseas.  This continued to be provided until October 1943, when an anti-trust 

suit caused the lesser valued part of NBC, the so-called Blue Network21, to be sold (it was 

to become ABC in 1945). 

 

It appears that both the provision of programming by NBC, and the local efforts such as 

those that had spawned PCAN and PCAC, upset the senior command of the Army 

(presumably as it wanted more control of broadcasting to its troops).  The founders of the 

two stations in the Canal Zone were transferred out.  In Alaska, the Federal 

 
21  Founded in 1926, NBC comprised two networks and by 1938 the Red Network was carrying around 75% 
of the broadcaster’s commercial programming). 
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Communications Commission closed down the local operation, but was then forced by a 

popular outcry to grant a licence. 

 

On 7 December 1941, the day of the attack on Pearl Harbor, the ad hoc unofficial radio 

service in Panama had closed down, because of the national emergency directive that 

required radio silence.  It restarted broadcasts on 23 December, but was limited to low-

power transmissions that were not capable of being received more than 15 miles (24 km) 

from land.  At the time, as all Panamanian radio stations had been ordered to close, so 

that the amateur efforts from the basement in Quarry Heights became the only available 

local radio station for Panamanians as well.22 

 

The Army eventually got its act together, and the Special Service Division (SSD), formerly 

the Morale Services Division23, was tasked with providing broadcasting services, and the 

broadcasting department of the SSD would be renamed as the Armed Forces Radio 

Service in November 194324.  AFRS would broadcast on shortwave and send recorded 

transcriptions of the shows to low-powered radio stations at outposts around the world. It 

also sent specially edited versions of popular network shows that had already been 

broadcast.  

 

In January 1943, personnel from SSD were sent to take over the PCAN/PCAC operation, 

and its callsign letters were replaced by ACA and ACB-20, with the transmitters relocated 

to sites at either end of the Canal, Corozal and Fort Davis.  In 1944, a new studio was built 

at Albrook Field and this came into use in Autumn 1944, when US Navy callsigns (WVUL, 

WVUB and WVL) were adopted.25 

 

 
22  There were fears that an enemy attack could use radio station transmissions as a form of homing signal, 
and that this might have been done in Hawaii. 
23  Created in July 1940 by the War Department as the Morale Division, it was renamed in July 1942.  It was 
tasked with supplying entertainment to the troops. 
24  https://www.radioworld.com/columns-and-views/meet-the-mosquito-network 
25  The AFRS logo was only added at the end of the war. 

https://www.radioworld.com/columns-and-views/meet-the-mosquito-network
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It may be noted that the use by AFRS of commercial programming provided by US national 

broadcasters – the vast bulk of AFRS programming was provided by the four commercial 

radio networks - required the cooperation of these US networks, as well as entertainers, 

musicians, sponsors, advertising agencies, copyright-holders and publishers, all agreeing 

to waive rights for the purpose.  This was to continue after the war.26 

 

In 1948, AFRS acquired Building 209 in Fort Clayton, across from the Miraflores Locks, 

moving into new studios in 1949.  After changes of name, and the introduction of TV in 

1956, the successor in the Canal Zone, SCN (Southern Command Network, which was 

established in 1963), finally closed in 1999, with the final departure of US forces. 

 

1941 - THE END OF THE TRANSVIAS (TRAMCARS) 

 

The much-loved tramcars stopped running at midnight on 31 May 1941.  Increased motor 

traffic, private, commercial and later military, provided competition as well as clogging the 

streets.  In 1941, the Panamanian Government passed a Law which suspended services, 

but the suspension was actually to prove to be the end of the service altogether. 

 

The tramcars were small, single carriages similar to those seen in such cities as Lisbon to 

this day.  Each tram had a motorman, a conductor and a machinist, all dressed in military-

style khaki uniforms and a kepi-style cap.  As was usual with such trams, they were 

double-ended, and the seatbacks would move so that the passengers would always face 

the direction of travel.27 

 

The first tramway was built by the British in the 1890s, after the Ministry of Public Works 

in Bogota gave permission to a group of Colombians to construct one in Panama City.  

After financial problems, the franchise ended up with a British company, and was built by 

 
26  Armed Forces Radio Service: The Invisible Highway Abroad by Samuel Brylawski (The Quarterly Journal of the 
Library of Congress, Vol. 37, No. 3/4, Summer/Fall 1980). 
27  https://ecocircuitospanama.wordpress.com/2013/01/08/the-streetcars-tranvias-of-panama/  

https://ecocircuitospanama.wordpress.com/2013/01/08/the-streetcars-tranvias-of-panama/
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the British subsidiary of Siemens Halske of Germany.  It was Latin America’s first tramway 

when it opened in 1893, but did not last long.  The local economy was hit badly by the 

French failure to complete the canal, and then the “War of a Thousand Days” of 1899-

1902 destroyed it and much else in the city.28 

 

The newly independent Panamanian Government notified a concession for a new 

tramway for a growing Panama City in 1906.  With a contract signed in 1911, this would be 

larger than the previous one and would also extend into the new Canal Zone.  The new 

service, with US-built trams using a 42-inch (106.6 cm) gauge track, began in 1913, with a 

total cost of around $750,000.  Although US-owned, trams ran on the left-hand side tracks 

(see below for how problems with road traffic, also driving on the left-hand side of the 

road, were resolved in 1943).  The trams were powered by overhead cables, using 

electricity supplied by the Panamanian Company of Force and Light29, which apparently lost 

money with the operation for which it had a contract until 196130. 

 

In 1940, there were said to be 20 trams in service, using 11.2 miles (18 km) of track, 

although some lines had been closed others had been extended31.  However, the local 

small buses, known as chivas, and other road traffic competed with the services32.  The 

system is said to have carried an average of 11,000 passengers a day, with trams travelling 

1,500 miles (2,400 km) per day.33 The network reached as far as La Boca in the Canal Zone 

and Las Sabanas, where the Darío Vallarino fire station is located today on the Via España.  

In the Canal Zone there were stations in front of the Tivoli Hotel, on what is now the 

Avenida de los Mártires, in front of the National Assembly, and at the height of the Catholic 

church of La Boca.34 

 

 
28  http://www.tramz.com/co/pa/pa.html  
29  Power had originally been provided until 1916 by the Miraflores power plant in the Canal Zone. 
30  https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion  
31  Passenger Transport Journal Directory & Year Book (London, 1940). 
32  http://www.tramz.com/co/pa/pa.html  
33  https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion  
34  https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion  

http://www.tramz.com/co/pa/pa.html
https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion
http://www.tramz.com/co/pa/pa.html
https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion
https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion
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The moves to end the tram service are said to have got underway in 1940.  It is claimed that 

the new administration of President Arias Madrid wished to improve passenger transport 

services for the growing city, and had granted concessions to various bus companies to do 

so.  It is also said that the President himself ordered the organising of protests35 against the 

tramways (including that for the “burial” of “Mr Tranvia de Panama”) that were led by a 

group which supported his government and took place on 8 May 1941.36 

 

You can still the tramlines in the old quarter of Casco Viejo in Panama City. 

 

1941 – A NEW CONSTITUTION AND VOTES FOR WOMEN  

 

President Arnulfo Arias Madrid, having won the 1940 election, and after only 16 days in 

the office, presented the National Assembly on 16 October 1940 with a new draft 

Constitution to replace the 1904 original.  This would see power concentrated in the 

hands of the President whose term, along with that of members of the National Assembly, 

was extended from four to six years, so that Arias Madrid’s presidency would have ended 

in 1947 instead of 1945 (although he was to be deposed in October 1941). 

 

The new Constitution was quickly passed.  The National Assembly was only permitted four 

days for the first debate and the articles were approved in one day on 31 October37.  The 

President allowed just five days for a second debate and, on 22 November, barely a month 

after being laid before the National Assembly, the 189 article Constitution was approved. 

 

A plebiscite on the new Constitution was held on 15 December.  However, this was not in 

accordance with the rules for amendments laid down in the original 1904 Constitution, and 

two Supreme Court judges resigned in protest.  The plebiscite overwhelmingly approved the 

 
35  http://www.alonso-roy.com/era/era-10.html  
36  https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion  
37  Only six deputies opposed the contents: https://publicandohistoria.com/2018/04/01/un-grave-problema-
etnico/ 

http://www.alonso-roy.com/era/era-10.html
https://www.laestrella.com.pa/nacional/190324/inusual-tranvia-entierro-manifestacion
https://publicandohistoria.com/2018/04/01/un-grave-problema-etnico/
https://publicandohistoria.com/2018/04/01/un-grave-problema-etnico/
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new Constitution (although there were said to be serious “anomalies” in the voting process 

– there were apparently only “yes” votes38).  Following this, on 30 December, the National 

Assembly formally adopted the new Constitution, to come into force on 2 January 1941. 

 

It would not be the country’s last Constitution, and in 1947 another was adopted, 

correcting some of the changes made in 1941.  Despite criticism of some elements of the 

new Constitution (for example, its overt racism and its authoritarian provisions39), the 

same administration also adopted a number of progressive laws.  For example, Law 23 of 

March 1941 established the Social Security Fund, and on 5 October 1941, women were 

allowed to vote for the first time. 

 

The new Constitution laid down the basis for family law; placing the family under the 

protection of the state.  It provided for equal rights for spouses and recognised the equality 

of duties of parents for both legitimate and natural offspring (in a country where almost 

65% of births were out of wedlock).  It also provided for laws protecting motherhood and 

childhood and the moral, intellectual and physical development of childhood and youth.  

Notwithstanding the government’s seemingly authoritarian stance, the right for workers to 

strike was enshrined in the new Constitution (Arias Madrid, of course, was a populist who 

relied on the support of the masses, as well being something of an outside and not part of 

the old ruling elite). 

 

Notably, while the 1936 Treaty between Panama and the US had changed the status of the 

relationship between the two countries, with the former ceasing to be a protectorate of the 

latter, the 1941 Constitution formally ended Panama’s constitutionally-mandated status as 

such40. 

 

 
38  https://www.nytimes.com/1951/05/08/archives/panamas-charter-revoked-by-arias-1941-constitution-
voted-under-yes.html  
39  On 26 November 1940, President Arias Madrid signed a Decree by which he granted himself "the supreme 
representation of the State". 
40  http://countrystudies.us/panama/51.htm 

https://www.nytimes.com/1951/05/08/archives/panamas-charter-revoked-by-arias-1941-constitution-voted-under-yes.html
https://www.nytimes.com/1951/05/08/archives/panamas-charter-revoked-by-arias-1941-constitution-voted-under-yes.html
http://countrystudies.us/panama/51.htm
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Despite Arias Madrid being removed in 1941, his Constitution remained, but the new 

administration focused on cooperation with the US, abandoned the nationalist policy 

carried out by Arias Madrid, and concentrated instead on the defence of Panama and the 

Canal.  However, on 3 January 1945, Arias Madrid’s successor suspended the 1941 

Constitution, having already dissolved the National Assembly the previous year, and faced 

accusations of being (or wanting to be) a dictator.  Before being removed from office in 

1946 he promulgated another new Constitution41, this being basically a return to the 1904 

original but without Article 136 (the right of intervention on the part of the US).  This 

would survive (despite the postwar unrest and dictatorship) until 1972. 

 

1941 - THE ECHANDI-FERNANDEZ TREATY WITH COSTA RICA42  

 

There had been border disputes between Panama and Costa Rica dating back to the 19th 

Century, including the Coto War of February/March 1921, following which US pressure (on 

behalf of US-owned banana growers) and US military pressure caused Panama to back 

down43.   

 

The settled border was finally demarcated in 1941 under the Echandi-Fernández Treaty 

(also known as the Aris-Calderón Guardia Treaty), and involved the exchange of small 

areas in the border region, with the result of an outcome that was more in line with what 

either side desired.  It was said to result from the friendly relations between President 

Arnulfo Arias Madrid and Costa Rica’s President Rafael Angel Calderón Guardia and was 

signed on 1 May and ratified on 27 May44. 

 

 
41https://www.organojudicial.gob.pa/uploads/wp_repo/blogs.dir/cendoj/CONSTITUCIONES_POLITICAS/cons
titucion_politica_1946.pdf  
42  https://second.wiki/wiki/tratado_echandi-fernc3a1ndez  
43  Panama was forced to accept the White Ruling of 1914, which required Panama to cede the Coto region 
to Costa Rica. 
44   http://www.cuencariosixaola.bocasdeltoro.org/pdfs/tratado%20de%20limites.pdf  

https://www.organojudicial.gob.pa/uploads/wp_repo/blogs.dir/cendoj/CONSTITUCIONES_POLITICAS/constitucion_politica_1946.pdf
https://www.organojudicial.gob.pa/uploads/wp_repo/blogs.dir/cendoj/CONSTITUCIONES_POLITICAS/constitucion_politica_1946.pdf
https://second.wiki/wiki/tratado_echandi-fernc3a1ndez
http://www.cuencariosixaola.bocasdeltoro.org/pdfs/tratado%20de%20limites.pdf
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The Coto dispute dated back to when Panama was a province of Colombia and, in fact, to 

1803, when both were Spanish colonial territories, when King Carlos IV of Spain 

determined that the island of San Andrés and the Mosquito Coast up to the Chagres River 

would become part of the Vice-Royalty based in Santa Fe (present day Bogota, Colombia), 

to which the isthmus of Panama belonged45.  In 1900, the then French President Émile 

Loubet made a ruling (the “Loubet Award”)46 that allocated a considerable amount of 

border territory to Costa Rica, to the detriment of Colombia.  There was a further attempt at 

arbitration in 1914, following Panama’s break with Colombia in 1903 (when Panama 

inherited the dispute from Colombia) and this resulted in Chief Justice White of the US 

Supreme Court making a ruling47, again in favour of Costa Rica48.   

 

Continued resentment was further stoked in February 1921 when a Costa Rican military 

contingent attacked the small town of Pueblo Nuevo de Coto near the border on the Pacific 

coast.  Nationalist fervour aroused, volunteer forces managed to retake the town and 

defeat several boatloads of Costa Rican fighters.  Despite this success, in March, Costa Rican 

forces launched a surprise attack and occupied the towns of Guabito, Changuinola and 

Almirante on the Caribbean coast.  It was the appearance of the American gunboat USS 

Sacramento offshore on 5 March that was to bring the brief confrontation to an end.   

 

The US Navy had intervened in defence of the interests of the US-owned banana-growing 

companies in the area, and sent an ultimatum to Panama, reminding it of the arbitration 

ruling of 1914 and that Panama should therefore cede the Coto area to Costa Rica. 

 

 
45   The Vice-Royalty of New Granada (Virreinato de Nueva Granada) was established in 1717, and included 
present-day Colombia, Panama (from 1751), Ecuador and Venezuela; and had its capital at Santa Fé (present 
day Bogota). 
46  Loubet awarded a considerable amount of territory to Costa Rica. 
https://legal.un.org/riaa/cases/vol_XI/519-547.pdf 
47  Under the provisions of the Convention between the Republic of Costa Rica and the Republic of Panama, 
concluded on 17 March 1910, in which the parties agreed to submit the matter to arbitration by the US 
Chief Justice: https://legal.un.org/riaa/cases/vol_XI/519-547.pdf  
48  https://legal.un.org/riaa/cases/vol_XI/519-547.pdf  

https://legal.un.org/riaa/cases/vol_XI/519-547.pdf
https://legal.un.org/riaa/cases/vol_XI/519-547.pdf
https://legal.un.org/riaa/cases/vol_XI/519-547.pdf
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Panama had referred the matter to the League of Nations, only for the Minister for 

Foreign Affairs of Costa Rica to inform the League that the matter had been resolved that 

the dispute had been resolved "thanks to the intermediation of the Government of the 

United States" and that no additional mediation would be necessary, and the League 

accepted this.49 

 

1941 - PAPER MONEY ARRIVES (AND QUICKLY DEPARTS) 

 

On 30 September 1941, President Arias Madrid made a radio address to mark the first 

anniversary of his administration (he would be deposed and removed from office the next 

month) and one announcement he made was the formation of a new central bank50.  This 

was to mean Panama having its own paper money with effect from 1 October. 

 

The original 1904 Constitution had established the US dollar as the currency in circulation 

in the country, but the new 1941 Constitution (see above) enabled a new monetary 

system. 

 

Attempts had been made to introduce peso banknotes in the 18th Century, while Panama 

was part of Gran Colombia.  Then, in 1911, a law was approved which authorised the 

National Bank to issue banknotes denominated in balboas (which, as today, have parity 

with the US dollar – the two currencies being interchangeable in Panama), but this project 

came to naught.  In 1913, another law authorised the National Bank to issue balboa 

banknotes, but once again the project was stillborn. 

 

A study by the country’s Comptroller General in 1933 had established the benefits to be 

had if paper money was issued, but this had not been accepted by the National Assembly. 

 

 
49  https://www.laestrella.com.pa/nacional/publicando-historia/220501/panama-liga-naciones-gran-
decepcion  
50  Decree No.6 of 30 September 1941. 

https://www.laestrella.com.pa/nacional/publicando-historia/220501/panama-liga-naciones-gran-decepcion
https://www.laestrella.com.pa/nacional/publicando-historia/220501/panama-liga-naciones-gran-decepcion
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Then came the new Constitution in 1941, and a new Central Bank of Issuance (El Banco 

Central de Emision de la Repulica de Panama) was established in accordance with Article 

156 of the Constituion, with the issue of banknotes to the value of 6 million balboas ($6 

million) to be made.  For each banknote there was to be an equivalent reserve in silver or 

gold, with a guarantee from the National Bank.  The initial costs were to be borne by the 

Panamanian Treasury, with the banknotes printed by the Hamilton Banknote Company of 

New York. 

 

On 2 October, the new Panamanian banknotes went into circulation, with President Arias 

Madrid being the first person to call at the National Bank to exchange dollars for balboas.  

In all, banknotes to the value of 2,720,000 balboas were printed.  The new banknotes 

were the same size as $1 US dollar bills, and were issued in the following denominations – 

1, 5, 10 and 20 balboas.  The notes bore the national coat of arms, and the new national 

motto (also introduced by the new Constitution) of “Honour, Justice, Freedom”.51 

 

On 8 October, the Comptroller in the Canal Zone announced that the new banknotes 

would also be accepted in the Canal Zone. 

 

However, on 9 October, Arias Madrid was deposed during an unofficial visit to Cuba. With 

his demise, the plans for the new currency also came to an end.  One of the first acts of 

the new President was to close the central bank. Law 29 of 30 December 1941 formally 

ended the new currency’s legality, giving holders 10 years to exchange the banknotes for 

their nominal value – at the time at least half a million balboas of banknotes were thought 

to be in circulation.  Any surplus banknotes were to be incinerated52. 

 

 
51  The previous one had been “Pro Mundi Beneficio”. 
52  Some in the furnaces of the Mechanical Division of the Canal and others in 1942 in the College of Arts and 
Crafts. 
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The paper money had a life of a mere seven days, and had only been legal tender for a 

single day53.  To this day, while there are balboa coins in circulation alongside US coins54, 

the only banknotes in use as US ones. 

 

1943 - FORCING A SWITCH TO DRIVING ON THE RIGHT 

 

Amazingly, the question of which side of the road one must drive on in Panama was not 

settled until during World War 2. 

 

Before the country saw large numbers of motor cars, horse-drawn carriages tended to 

drive on the left.  This was said to be due to many coachmen coming from British colonies 

in the Caribbean.  When cars began to appear, driving on the left continued, although 

nearly all cars at the time came from the US – and so had the steering wheel on the wrong 

side55.  However, at a time when cars were relatively few, other traffic light and the roads 

small (and few) it seemed of no great importance, although during the 1930s there were 

many accidents.  Some of these accidents were said have been caused because of buses 

that had the exit on the right-hand side, risking the lives of the passengers, who had to get 

off in the middle of the road.56   

 

According to Ángel Rubio in his book, Panama City, by 1929 there were 6,886 motor 

vehicles registered in Panama, by 1935 there were 9,212, and by 1940 15,381 were 

registered.  The increase continued, reaching 19,909 in 1949.57 

 

 
53  http://www.alonso-roy.com/pn/pn-04.html  
54  It was only in the 21st Century that, highly useful, one balboa coins were introduced, known as 
“Martinellis”, after the President at the time. 
55  Ironically, in the 1950s and 1960s there were substantial numbers of British-built cars in Panama, which 
had to be adapted to left-hand drive. 
56  Owners of local buses had gone to considerable expense to modify US-built buses to suit local traffic 
patterns. 
https://www.laestrella.com.pa/nacional/210123/automovil-transformaciones-llegada-panama-siglo  
https://www.czbrats.com/Articles/left.htm  
57  Ibid. 

http://www.alonso-roy.com/pn/pn-04.html
https://www.laestrella.com.pa/nacional/210123/automovil-transformaciones-llegada-panama-siglo
https://www.czbrats.com/Articles/left.htm
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By 1936, an effort was being made to force traffic to drive on the right, despite objections 

from bus owners, whose vehicles would then have their doors on the wrong side.  These 

attempts continued into the war period – but then the greatly increased traffic, especially 

that of the US military, with drivers used to driving on the right, and with major roads 

being built to facilitate the expanding defences, all served to force the issue58.   

 

The planned Pan-American Highway was another factor.  In 1931, an article in the Panama 

American said that a change was important “before the Pan American Highway is opened 

if vehicle confusion, approximating the linguistic tangle encountered by the builders of the 

Tower of Babel, was to be avoided”.  Not changing would mean drivers crossing the 

Panamanian border having to switch to the other side of the road, with “dozens of daily 

wrecks”.59 

 

After some false starts, zero day was set to be 15 April 1943.  The change was heavily 

trailed beforehand in the newspapers and the police were given special training.  Some 

ministers argued that the change was somehow illegal.  Traffic regulations also changed, 

including a temporary 12 mph (19 kmh) speed limit for private automobiles and 10 mph 

(16 kmh) for other vehicles.  Of course, private traffic at the time was relatively light, 

assisted by wartime petrol rationing. 

 

Official guidance included what to do if one met a car heading towards you on the wrong 

side of the road – “Stop the car.  If possible, drive off the road.  Blow the horn.  Under no 

circumstances attempt to pass the other car on the wrong side”.60  There were also 

instructions for pedestrians, including to watch for traffic approaching on the “wrong” 

side of the road before crossing. 

 

 
58  This has echoes of the situation in Czechoslovakia, where they drove on the left until the Nazi invasion, 
when a change was forced (as you cannot argue with a panzer…). 
59  https://www.czbrats.com/Articles/left.htm  
60  Ibid. 

https://www.czbrats.com/Articles/left.htm
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At 0500 on zero day, sirens and fire whistles sounded, and everything changed61.  The 

press reported that the only ones that experienced any difficulty were the draft horses 

pulling wagons, and the two-passenger carrametta carriages that remained common in 

Panama City and Colón, which refused to change to the other side of the 

streets.  Apparently, the animals could not understand why they were not permitted to 

continue walking on the side they had always used.62 

 

One place was not affected by the change.  At the site of the Third Locks Project at Gatun 

traffic had drove on the right-hand side of the road since 1941.  When work had begun in 

1940 it had been decided that the change would result in fewer accidents, as nearly all the 

truck drivers employed in the project came from the US.63 

 

There remains one street in Panama City, a very short but busy one known locally as 

“English Street”, where the flow of traffic means that that vehicles actually drive on the 

wrong side of the road in both directions. 

 

 

Ray Todd 

Panama City 

Republic of Panama 

11 October 2022 

 
61  https://www.panamaviejaescuela.com/panama-manejo-izquierda/  
62  http://www.panamahistorybits.com/article.asp?id=2011-07-22  
63  https://www.czbrats.com/Articles/left.htm  

https://www.panamaviejaescuela.com/panama-manejo-izquierda/
http://www.panamahistorybits.com/article.asp?id=2011-07-22
https://www.czbrats.com/Articles/left.htm

