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Offsetttng thls partlatr Ly was a substentlal US approprtatlon of f'unds

for uce by the rnter-Amertcan Development Bank. Taklng all factors

lnto conalderatl.on, we belfeve proepecte for economLc advance under

the Altrtance in 1968 are faf,r.

3" Ig31! preeldent lal  elect lone, pl t rs several  congresslonal and

atrrnLetpal contests nay pl.aee a aomewhat greater stral"n on Latln Amerlcars

polttlcal Lnstirutfone than they have expertenced ln the psst two years.

Prealdentlal qleet{ona Ln E*ggdgr, Pj*g.gn and v:ng3g:,ln are being

fought hard, and'Ln Fanana, partLcular ly,  there Ls a prospect of pol i t lcal

tnstabtl,lty follmr{ng the electLons. Tl're abtll"ty of Panama to malnta1n

a vl.able and effectlve government {e of special importance to the Us

because of the canal and the related treatl.ee that have been drawn up,

whJ.ch &re nsw awaltLng further cons{.derat{on. Qulte a di f ferent sl tuat lon

exlsts in Venezuetr-en where the rullng AD party la be!.ng severely challenged.

The thr*e chlef cant lJ.dateo are alL of a fundanental ly democrat ic or lentat lon;

the basLc iasuee are wtrether the establ l"shed polt t lcaL inst i tut lons wt l1

atand the strar"n of f ragmeErt&t{on and whether Venezuelafs democrat lc

development of recene ye?rs wi.l"l contlnue wLthout Lnterruptlon or setback.

4 . ' ta t ln  Amer lea  hau ec ln t , lnued i .n  recent  monthe to  be t r leve  the t

Ita best opportunqt{.ee for econornlc advancement lie ln tratie preferenee

arrengement8 and {"n conmnod{ty agreements, In splee of l l t t l "e auccess

at the New f lelhf .  U! ' {CTAD Conference, countrLes ln thLe area wl" l l  doubt lees

cont lnue to preos for more advantageoue trade rel .atLons vls-a-vle the

rnore devel"opeel countrLes. To mai"ntaln a reLat lvely Btabl"e pr l .ce level
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t l0ne and a 1g67 slunp 'n exporta contrrbuted to thls declrne,
er '  to devel0pnent lnclude a hlgh popuratron growth rate (3.32),

strl 'butlon of natlonar. rncone, a lrrnlted natronal narket, a
hlgh t l l t teraey rqte, lrmrted educational and technrcal trarnrn*

acl l l t les, maldistrrbut lon of cul trvabre rands, overdependence on
ra t iew rnaJor agrrcul tural  exporte, lnstr tutronar defrc{enctes wrthrn
the governnent '  and a powerful ,olrgarchlcal  conservat lve business-
lndustrlal conmunlty. A comprehensLve economic and social developrnent
program wl l l  be requlred to l -nl t late progress i .n the face of these
greet dtf f tcul t les, and t t  tp hoped thet the present Bovernment wlr l
turn l ts at tent ' lon to thls f le ld.  The governrnent fal led ln l ts fLrst
attenpt '  to rar.se taxea for badly needecr revenue, but { t  seenrs deter-
nlned to eont inue l ts efforts.

Panarng

65. The draft  t reat lee cornpleted by us and panamanian negotrators
et l l l  have not been slgned by the presl"dent of ei ther country and i t
ls unlrkely that they wi l l  be argned soon or rn therr present form.
Pnnarnanran preeidentral  and legrslat lve electrons are schedur.ed for
May 12'  L968, and whlchever candfdate wlns and takes off lee on october
l-  probably wt lr  seek to make eome changes in the present drafts.  There
are three draft  t reat ies r lhlch have been negot{ated separately but
eoneurrentLy: a f lert  t reaty to replaee the 1903 treaty and l ts anendments
eoverlng the present panama canal;  a treaty to provlde for the poselble
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ryonstructlon 
and operatlon r.n panama of a new sea lever canar; and

a defenee agreenent coverlng us nllltary forces ard lnstar.latrons
Ln Panaaa, the Canal ZoEe, and any future canal areas. The US hae
egreed to recognl'ze the eovereLgnty of panama over the present canar
uone or future canar areaa and re prepared to share responslblrlty
for the operatlon of any eanals,rlth panana. panama has pushed for
as uuch panananlan control as lt can get. However, the US hae lnstgted
that rt must reteln the rlghte necessary for the effectlve operatlon
and protect lon of al l  candls, ,

66' Anothe-r lgaue of great elgnlflcance for ehlpprng nat'ons 'a
that of  the tol le to be eharged for t rane{t  through the canale. The
IJS is lntereeted 'n keeplng tolls as lor ae posslble comnensurate wlth
the costs 0f conetruct{on and operatl'n. penama, naturar.ry, dee'ree
to derlve ae nuch revenue aa poaslble fron what rt consr.ders to be anexplor ' tat l0a of l te only rnportant natural  re ' 'urce, ' te l0catLon.
Panama ts worrfe

ferer workera .rt-^]---:"::t 

t": 
"* 

aea level canal' whlch w{11 requlre
t opefdte tfrsn the preaent lock c.n*lr wll"l produce Leaslndlrect rncone ror pen 

"ia'oljr 
.n*."u* other forms of econonlc

dtslocatron. 
vr Ecor

67' The contesr for Jnl *, 12 erectlons has locked panana {n

.one 
of the noet aer l0ue pol l t tcal  cr{ses ln r ts hr.story. The elght_

party coal{tlon whlch partlclpated ln preardent Harco Roblesr governnent
has epl l t ,  wl th four of the partres support tng Robleef prr .nclpal foe,
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